IIIII
CHLAMBER CWF DMl AEECT. & 1B DL STRY

Sector Monitor Series

Dubai Construction Sector
and construction materials

Dr. Belaid Rettab
Bader Aldeen Ali Bakheet

Data Management and Research Department
2007




Published by:

DCCI — Data Management & Business Research Department
P.O. Box 1457 Tel: +971 4 2028410

Fax: + 971 4 2028478

Email: dm&r@dcci.ae

Website: www.dcci.ae

Dubai, United Arab Emirates

All rights are reserved. No part of this publication may be reproduced, stored in
any retrieval or computer system, or transmitted in any for or by any means
electronic, mechanical, photocopying, taping or otherwise, without the prior
written permission of the publisher.



Table of Contents

TADIE OF CONTENES ....uvviiiiiieiiiee ettt ettt e e e e et et e e e e eaaa e e e e s e esntaeeeessessaaeeeeessaaaaeeessaanns 2
GUET ARLA ittt ettt ettt ettt et et e et et et at et et eas ettt eas et et an st eseae s e 3
EXECULIVE SUMMATY ...ttt ettt ettt et ettt e et e et e e e bt ebeenbeenseenseenseenseenee 5
| R 01 5'¢o Ja 13 To15 (o) s RRRRR OO S SRR OORRRRRR 7
1.1 OVETVIEW «.eeeeeee ettt ettt ettt ettt ettt e e eeeeeeeeeeseeessaa s s s aeaaeeeeeeeeeaaeeeeeneenns 7
1.2 ODJECIIVE ..ttt ettt et ettt ettt et e bt et e e bt e bt et e e bt e nbee bt enbeenee 8
1.3 Data and MethodOlOgY .........coeiuiieiiieiieii ettt et e ae e s eeaee s 8
1.4 OUtlNE OF the STUAY ...cecuiieiieeie e st e e e e ens 9

2. Characteristics of Dubai ConStruCtion SECTOT ........uuuvviiiiiiiiiiiiiiiiieee e e e 10
2.1 Dubai Construction SECtOr GDP ........ooooiiiiiiiiiieeeee e 10
2.2 Gross Fixed Capital FOrmMation...........cccvecuieriieiiieniieniieniesiieseenie st sae e seeseneevesnveeneas 10
2.3 EStaDIISHIMENTS ..ottt e e e e e e et e e e e e aaa e e e e e e enaaaeas 11

B N 5 1110 071101 4 | SR RPRUPSRRPR 12
2.5 Completed DUILAINGS ...c.eeeviiiieiieie ettt st e 14

3. Fluctuations of the main Construction Materials 2000 — 2005........cccvvveiiiiiiiiiieeieiieeeeeeens 15
3.1 N 151] VRPN 15
3.1.1 WOTIA MLATKET ...ttt e et e e e e e e e e e e e e e e s e e s e eenaaes 15
3.1.2 MiddIe EASt MATKET......ueeiieiiiiiiieieieeeeeee ettt e e e e e e e e e e e e e s e e e e 19
3.1.3 Steel at Dubai "UAE" Market.......coooooiieeeeeeeeeeeeeeeeeeeeeeeeeeeeee et 20

3.2 ATUMINUINL ..ot e et e et e e e e eeeeeeeeeeeessesssssssnsnnnnannes 23
3.2.1 WOTIA MATKEL ...ttt e e e e e e e e 23
32.2 Middle East MATKEL........cooiiiiiiiiiiiiiieieeeeeeeeeeeeeet ettt 26
323 DUubai "UAE" MATKET......coooieiiieeeeeeeeeeee et 26

33 (0030153 4 | OO 30
33.1 WOTLA MATKEL.....cooiieieeeiiee ettt e e e e e 30
332 The Middle East Market .......ccooooiiiiiiiiiieeeeeeeeeeeeeeeeeeeeeeee et 31
333 DUDAL] "UAE" MATKET ... .ottt ee e 31

34 W OO .ttt ettt e e et et ea e e et teeeeeeaeeaeeeeeeeseeeseseennanaaaans 33
34.1 WOTIA MATKEL ...ttt e e e e e e eaaaes 33
34.2 Middle East MATKET ... ...ueeieeiiiiiiiiiieeeeee ettt e e e e e s ennaaaes 36
343 DUbai "UAE" MATKET ..ot 36

4 Evaluation and RecOmMmMENatiONS.............viiiiiiiiiiiieee ettt et e e e 38
A 1S3 (7 1 Lo 39
Appendix: Steel Products Prices DY TYPE....ccverierieiiiiieierieeieriteeeee et 40



L gia 8 Lol ) i g <2005 ale 855l ol zlil) Jlea) (e 912 Alsao a0 3 il 5 oLl g Uad aalas
e gt Al il 5 oLl 3 ila (uSay (211 a1 <2005 - 2000 3N IS %27 = (5 siaal) saill

<l a5 a5 bl g lad 8 Alaled) S il aae &l 88 ¢ 0 Aelioa s bt 4 )6 4y gne iy sacldl Wik
S5 aaall s pual) IS Al ol o Uadll ailiad (e il 2006 ple o S a ) (84S 55 8,170 (20 (b dlall
2006 ple (o SN )l (8 IS il aae Maa) (%73 IS5 pUasll e ased ke 19 - 1 L saal 5l Cala g

(A el e ) Al 5l il caald

233 <l Jlec Y glaa Lgaaa &LL.BJ\ ‘:_e. okl 4;.—“‘ FRIREN P e %45 elull Y glae Jalds Jia

S il Ll a8 Allaall  Mea) (30 %673 Cala 8 Cum oLl g Und 3 2 )] ol gil) Agan 550 S 500 el
Y06 8 pall IS HAl a3 (a5 %21 cala g Al aaall A gl

gl bl oK1 2002 - 2000 5580 JMA o anill g el glad 6 Aleall 40 5ad) LalisY) Jlea) (dsll
2003 ple (e sl il J<5

Claase W) 3 68 e (i 2,252 &l Aldl & 17,5 A la gl Jai€I ) Sl axe &di ) 2005 ple S
RUILPREL.S

Lalladl (31 sl (& (2 yall & (aild agd 38 Caliall g aandl o A jall S35 G o U)o g Sl ) il axe ) i
&b L s yie o ke 1,132 (Jles 2005 A alladl zUY1 &l Cus 2005 ale 2 g yie h gsle 119 sl
b oy sl e allall (8505 Lo 531 G5l At Cangd 388 (olld g s e O e 1,013 Gl sm 3!
- 2000 5 JMa gl V1 b claall Sl cilial s 28y o il 4ibiad a g ol g sle 18.8 s 2005 ple
Aaadladl 5 Alaall (31 ) 8 alial) clatie JSI duilly @lld 5 2006 (o |

Sal Y50 Hlle 100 (e ST ALR o) sef diadd) JOA 20 8 LlleS) aa 3l L) e dagd 3L

53l 5 ¢%28 Apmsty allall LS 5 Cn (2 %632 Jonay o sl allal) i) 51 2005 - 2001 538 Ja
Bl s JOA Aallal) (3 5 8 i) e (g yrall 8 gl ) el 12

2005 8 s e b Al 1,460 12000 ale 8 5 sie b <l 1,180 e dass 51 (5 0l (A o gl L] a )|
1.5 adlaiia g o sial¥) (e il l sl dad ialy 385 (5 e Gha G sale 0.76 (Vs 2005 ple (b psial¥) (g 20 L) &y
2800 Osele 356 Gl paball sale) 5 2004 ple 8 aa 5o Jlle

3



V33 1,431 O laanis 2006 ot d - 2003 5l JMA %70 Loty allall (3 sudl 6 psiial¥) jland cuni |
2006 pshwse | & Ghll JY 532,438 (A1 2003 b ohll (S sl

0o %od.2 Ay lelii ) el By (g sie gl ke 2.2 152 2005 ple (8 allall ZLY) 508 288 CuiansSU dpsailly Ll
Al (BBl dsas e s ) eY) Alall ki b (5 e e Jlle 1.9 () sa @GN L B el ol
Adbaiall Slgil ZLBY) 13 (aky a5 2005 (8 (oallad) ZUBY) (10 %055 (M sa o W) Gl (8 i) ) ol
WY bl el L5 bl e saly ) &g b s La

faf 2y 2005 ple b .ol O sle 4.5 SIS £ &l 5 2005 8 b (sale 11.2 s Ciians ol Ly £ 38
280 Ole 3.1 & jaliall g an 53 (ke 15,7 & jabiall 3ale ) can po (sala 1435 Cuiany) Oe R Sl

2l S e sl il 215 )5 coa 3 ¢ 2004 - 2000 550 JUS %517 Ay aiall allall £ LY ad )
3 Guki 33 %7 Jane
Al ol 8l Baly 5 Ly ) Al il 5,8 ol aleat) ) JESY Al all & 55 ca il VL (Sley Lagh

Jie 3 Sl Jilad) a5 Sal 33 9a gall @lliy saaall jaliaall ol saaa Lia ol 535 il Al ol 7 585 LS
plul 5 A4S JLiall 335 Al ol 2 i IS Jiiadl agiadV) Lo aaiad L) deiiadl 4ud 5 dxiadll il
oalal) Uil e laladl)



Executive Summary
The construction sector in Dubai contributed by 12 per cent to Dubai’s GDP in 2005. Its annual
average growth rate reached 27 per cent during the period 2000-2005, reflecting the construction

boom being witnessed in the Emirate.

According to the DCCI membership database, the number of companies actively engaged in
construction and construction related activities in Dubai was 8,170 in the second quarter of 2006.
From the characteristics of the sector it is clear that the small size company "which employed 1-
19 workers" dominated the sector, as it represented 73 per cent from the total number in the

second quarter of 2006.
Results of the study draw the following general observations:

The building contracting activity represents 45 per cent of all activities practiced in the sector

followed by building completion companies with 33 per cent.

The overall partial productivity of labor in Dubai’s construction sector has decreased during the

period 2000-2002, but started to increase slightly since 2003.

The number of completed buildings had increased by 17.5 per cent over the previous year

reaching 2,252 buildings of which, 68 per cent were Villas & Residential complexes.

Moving on to the instability of the construction material price, the study mentioned that steel in
the world market have an excess supply of 119 million metric tons in 2005. World production in
2005 totaled 1.132 billion metric tons, while consumption totaled 1.013 billion metric tons. The
Middle East on contrary, witnessed an excess demand of 18.8 million tons in 2005 that was
covered through imports. The steel price continued increasing during the period 2000 — August

2006 for all steel products in both international and local markets.

The construction projects in Dubai that planned to be completed during the next five years

totaled more than US $ 100 billions.

During the period 2001-2005, Aluminum global consumption increased by 32 per cent, while on

the other hand aluminum global production increased by 27 per cent causing the shortage of

supply.



Middle East Aluminum production increased from 1,180 thousand metric tons in 2000 to 1,460

thousand metric tons in 2005.

Dubai Aluminum production in 2005 amounted to 0.76 million metric tons, while the value of
imports of Aluminum and product thereof reached AED 2.04 billions in 2005, and the re-exports
stood at AED 226 millions.

Global aluminum prices had increased by 70 per cent during the period 2003-August 2006, from
US $ 1,431 per ton in 2003 to US § 2,438 per ton in August 2006.

World cement production estimated at 2.2 billion metric tons in 2005, representing an increase of
4.2 per cent over the previous year, while the consumption is estimated at 1.9 million metric tons

in the same year, which gives an over supply.

In the Middle East, the cement production contributed 5.5 per cent to the world production and
fall behind the consumption causing an excess demand. Accordingly, the price of cement

continued to rise during the same period, due to the said excess demand.

UAE cement production was estimated at 11.2 million tons in 2005 and clinker production at 4.5
million tons. Cement imports in Dubai in 2005 valued at AED 143.5 millions, re-exports valued

AED 15.7 millions and exports valued AED 3.1 millions.

Plywood global production had increased by 17 per cent during the period 2000-2004, while

sawnwood production increased by 7 per cent during the same period.

Concerning the aluminum industry, the study suggests moving to economy of scale to decrease

the cost of production and increase the competitiveness ability.

It also suggests attracting new modern technologies to develop the new and existing smelters and
to diversify into innovative alternatives such as refined aluminum based finished or semi —
finished products. In addition, the study suggests enhancing the participation and risk sharing

with the private sector.



1. Introduction

1.1 Overview

The construction sector is one of Dubai's biggest industries. The sector is very important for the
UAE economy and particularly to Dubai. In 2005, the sector accounts for 11.2 per cent and 12
per cent of the UAE's and Dubai's GDP respectively. The sector in the UAE employs more than
500 thousands people, of which Dubai contributed with around 30 per cent. The announcement
of the new huge construction projects planned for the coming five years will increase the sector's
significance further. By 2010, more than $100 billion will be invested, which includes $20
billion for Burj Dubai, $3.4 billions for Dubai metro system, and $17 billions for the Lagoons

...etc.

The construction industry is large, complex and diverse and covers a wide range of business
interests and activities, united by their common usage and development of land.
The construction industry is comprised of clients including house-builders and commercial
property developers who determine what should be built and where; designers who decide on the
detail of what should be built; materials and components suppliers who extract and/or
manufacture materials and components and contractors who carry out the building.
According to the Standard Classification of Economic Activities, there are four major
construction activities, these are:
¢ Site preparation: demolition and wrecking of buildings, earth moving and test drilling and
boring
¢ Building of complete constructions or parts thereof; civil engineering: general
construction of buildings and civil engineering works, construction of highways, roads,
airfields and sport facilities, construction of water projects and other construction work
involving special trades
¢ Building installation: installation of electrical wiring and fittings, insulation work
activities, plumbing and other building installation
¢ Building completion: plastering, joinery installation, floor and wall covering, painting

and glazing and other building completion



The sector suffered badly when the construction materials prices had increased during 2000 —
2004. Some policy measures have been taken to control the fluctuations in the prices of the
construction materials in 2005, but after a price stability period in 2005, again it started to

increase.

1.2 Objective

The objective of this paper is to monitor the dynamics of the construction sector in Dubai as a
whole, during the period 2000 — 2006 depending on data availability up to Aug 2006. Special
emphasis will put on price fluctuations of the major construction materials such as steel, cement,
aluminum and wood and their impact on the sector.

The report aims at answering the following questions:
1. What are the main characteristics of the construction sector in Dubai?
2. What were recent fluctuations of major construction materials?
3. To which extent do main construction materials fluctuations affect the sector?

4. What are the perspectives for the construction sector in Dubai?

1.3 Data and Methodology

This sector monitor used a survey questionnaire that was sent to the traders of the construction
materials in Dubai to get their feed back on the price increase in August 2006 compared to the
average price in 2005, in addition to existing secondary data from international sources.

Available local, regional and international statistics were used also.

The DCCI membership database is used to determine and analyze the characteristics of the

construction sector in Dubai.



1.4 Outline of the study

Section 2 analyzes the major characteristics of the construction sector in Dubai, and section 3
examines fluctuations in prices of the major construction materials and their effect on the sector.

Section 4 concludes the report and closes with recommendations.



2. Characteristics of Dubai Construction Sector

2.1 Dubai Construction Sector GDP

Dubai GDP has increased by 125 per cent during the period 2000 — 2005 on annual growth rate
of 17.6 per cent. Within this, the construction sector’s absolute contribution to GDP has
increased furthermore; it achieved an increase of 225 per cent over the period 2000 to 2005

which is equivalent to an annual growth rate of 26.6 per cent.

Table 1: Contribution of Dubai Construction Sector to Dubai's GDP at Factor Cost,
2000-2005 (AED million)

Years | Dubai GDP | Construction sector GDP %
2000 62,335 5,066 8
2001 66,028 5,218 8
2002 80,494 8,870 11
2003 97,743 11,961 12
2004 118,428 13,977 12

2005* 140,200 16,462 12

Source: Ministry of Economy
* Preliminary

In 2005, the sector's GDP increased by 17.8 per cent. However, the sector’s contribution to the
emirate GDP has remained more or less fixed (12per cent) over the last three years. However,
given that the emirate's GDP has continued to increase this actually reflects the strength of the

construction sector.

2.2 Gross Fixed Capital Formation

The Gross Fixed Capital Formation of the construction sector in Dubai has increased by 159 per
cent during the period 2000 to 2005, with an annual growth rate of 2lper cent, similarly
reflecting the boom in the sector.

Table 2: Capital Formation of the Construction Sector, Dubai, 2000-2005 (AED Million)
2000 2001 2002 2003 2004 | 2005*

Total Dubai 18716 | 19486 | 21174 | 27534 | 31795 | 37801
Construction Sector in Dubai 740 761 780 1781 1990 1920

Source: Ministry of Economy
* Preliminary
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2.3 Establishments

For the purpose of the study, establishments were classified into three different sized classes
according to the number of employees. Small establishments were defined as those employing 1-
19 workers; medium employing 20-249 workers; and the large establishments employing 250

workers or more.

According to the DCCI membership database in the 2" quarter of 2006, there was an estimated
8,170 active construction and construction related companies in Dubai of different sizes and
specializations. This represents a 38 per cent increase from the year 2005, where 5,938

companies were recorded.

Small sized companies (1 —19) dominate the construction sector, representing approximately 73
per cent of total employees in the sector in the second quarter of 2006, followed by medium

sized companies with 23 per cent, (table 3).

Table 3: Construction Companies in Dubai by Size 2003 — 2006*

1-19 20-249 250 — over Total
Employees Employees Employees

Year 2003 2,692 705 114 3,511
per cent from total 76.7 per cent 20 per cent 3.3 per cent 100 per cent
Year 2004 3,279 1,042 177 4,498
per cent from total 72.9 per cent | 23.2 per cent 3.9 per cent 100 per cent
Year 2005 5,653 1,504 380 7,537
per cent from total 75 per cent 20 per cent 5 per cent 100 per cent
Year 2006* 5,965 1,879 326 8,170
Per cent from total 73 per cent 23 per cent 4 per cent 100 per cent

Source: DCCI Membership Database
* Second Quarter in, 2006

In the 2™ quarter of 2006, 45 per cent of all construction companies working in the sector were
engaged in contracting of civil engineering followed 33 per cent in building completion

activities, 20 per cent in building installation and only 2 per cent in site preparation (Table 4).

Large establishments are the major employers within the construction sector, employing 73 per
cent of the total workers in the sector, followed by the medium class with 21 per cent and finally

only 6 per cent of the sector’s labor force employed by the small ones.
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Table 4: Distribution of Construction Companies by Activity, 2" quarter 2006

Activity Number of Companies %

Site preparations (demolition, land draining, land digging,
foundation contracting, reclamation, canal dredging, line coring & 132 1.6

ditching).

Contracting of civil engineering works (Construction of building,
roads, dams, sewage & drainage, oil & gas pipelines, desalination
3,663 44.8

plants, communication lines, electric power lines, ports & marine

construction, general maintenance)

Building installation (Air conditioning & ventilation, lifts &
escalators, exhibition stands & fittings, electromechanical
equipment installation & maintenance, fencing & barbed wire,
. _ . _ o 1,673 20.5
safety & security system installation, internal communication
installation, wireless system equipment installation, pluming, other

fittings)

Building completion (concrete restoration, floor & wall tiling,
scaffolding, building maintenance, interior decoration, landscaping, 2,702 33.1

electrical fittings & fixtures services/ repairing)

Total 8,170 100

Source: DCCI membership database

2.4 Employment

The construction sector is one of the major employers of the Dubai labor force. In 2005, there
were 227,251 employees recorded to be working in the sector, representing 23.6 per cent of the

total labor force. This represents an increased of 7.8 per cent on the previous year, (Figurel).
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Figure 1: Workers in Dubai construction sector 2001-2005*
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The majority of the sector’s workforce is engaged in the contracting of civil engineering works
which includes the contracting of buildings; pre-fabricated concrete and wooden houses; steel
construction; roads, bridges, tunnels and dams; sewage, drainage and pipelines; electric; marine

and ports; and general maintenance.

The overall partial productivity of labor in Dubai’s construction sector decreased over the period
2000-2002, but has been increasing since 2003. There has similarly been an increase in the

number of workers in the sector over the same period. (Figure2)

Figure 2: Workers productivity in Dubai Construction Sector, 1995 -2005*
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Source: Ministry of Planning
* DCCI Preliminary Estimation
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2.5 Completed buildings

The total number of completed buildings in Dubai increased by 17.5 per cent during the period
2000 — 2005 from 1,917 buildings in 2000 to 2,252 in the year 2005 (Table 5).

Villas and residential complexes increased by 39.3 per cent during 2000-2005, while the number

of completed buildings in the industrial, recreational and services buildings has declined over the

same period. Completed buildings in the Multi —storey commercial buildings have slightly

increased over the same period apart from a decrease in 2005 compared with 2004.

Table 5: Completed Buildings in Dubai, 2000-2005

Villas & Residential Multi-storey Industrial, Recreational,
Year Complexes . o . o Total
Commercial Buildings & Services Buildings
2000 1,098 330 489 1,917
2001 1,672 355 418 2,445
2002 1,558 412 289 2,259
2003 1,112 423 348 1,883
2004 1,436 393 290 2,119
2005 1,529 337 386 2,252

Source: Dubai Municipality

In 2006, the major new projects in Dubai valued at US § 96.5 billion, of which US § 20 billion is
from the Burj Dubai and US $ 17.7 billion from The Lagoon (Table 6).

Table 6: Major new projects in Dubai, 2006 (Value in billion dollars)

Project Name Estimated value
1 Burj Dubai 20
2 The Lagoons (Sama Dubai Projects) 17.7
3 Dubai land projects 11.7
4 Dubai Aerospace Enterprise (DAE) projects 15
5 Dubai Waterfront 10
6 Dubai International Financial Centre (DIFC) projects 7.4
7 Dubai International Properties 5.2
8 Dubai Metro Systems 3.4
9 Dubai Mountain City 34
10 | Dubai International Chess City 2.7
Total 96.5

Source:www.meedprojects.com; www.ameinfow.com ; Newspapers
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3. Fluctuations of the main Construction Materials 2000 — 2005

Prices of construction materials have, after a short period of stability, started to rise again in 2006
due to a host of internal and external factors. Over the last few years the majority of construction
materials have witnessed large fluctuations in production, consumption and most of all in price.
Such price fluctuations had affected a wide range of businesses, such as the contractors, business
owners, real estate sector, etc. In this chapter price fluctuations of each individual construction
material will be discussed and explained from both the supply and demand point of view at a

local, regional, and international level.

3.1 Steel

Steel has had a major impact on our lives! It is used in construction works, electricity-power-line
towers, natural-gas pipelines and machine tools; the list is endless! Steel is by far the most
important, multi-functional and most adaptable material and its strength and inherent uses make
it the backbone of developed economies. The importance of steel in the development of any
modern economy cannot be over-emphasized; it is a core industry input and its demand is

strongly linked to the overall level of economic activity in the country.

This section investigates the size of steel production and consumption in the world market,

Middle East and the UAE "Dubai".

3.1.1 World Market

World production of steel has increased by 7.3 per cent in 2005, from 1,055 million metric tons
in 2004 to 1,132 million metric tons in 2005, while world consumption of steel has increased by
a staggering 10.3 per cent in the same period, from 918 million metric tons in 2004 to 1,013
million metric tons in 2005. World production recorded an increase of 34 per cent during the
period 2000 to 2005, and similarly world consumption also increased by 34 per cent over the

same period (Table 7).
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Table 7: World Steel Production and Consumption, 2000 — 2005 (Million metric tons)

2000 2001 2002 | 2003 | 2004 | 2005
Production 845 845 886 963 | 1,055 | 1,132
Consumption 758 766 810 872 918 | 1,013
Excess supply 87 79 76 91 137 119

Source: MEPS

In 2005, China dominated the production of steel with 31 per cent of the total world production,
followed by Japan and the United States (Figure 3).

Figure 3: Major Steel Producing Countries, 2005
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Source: International Iron and Steel Institute (IISI)

During the period 2000 to 2005 there is an obvious excess of supply of steel which should make

the price of steel relatively stable.

In the 2™ quarter of 2006 total world crude steel production amounted to 593.4 million tons.

Finished steel production increased by 31 per cent from 758 million tons to 990 million tons in
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2000 and 2005 respectively. Figure 4 below shows the forecast for the expected consumption of

finished steel until 2008.

Figure 4: Apparent Consumption of Finished Steel, 1998 — 2008
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Source: MEPS — Global Iron and Steel Production to 2008

The major reason behind the sharp increase in the price of steel and its products has been
shortages of three key raw materials (iron ore, coking coal and coke). There are, however, a
variety of indications of the easing problem. In the case of iron ore and coking coal and coke,
investments in new capacity building are taking place and prices are expected to settle, but, at
levels higher than those prevailing several years ago. In the case of scrap, prices are also
expected to ease, but once again at structurally higher levels than before which may result in
renewed interest in ore-based complements such as sponge iron. Increased transaction costs

caused by a shortage in transportation, is also expected to ease as seaborne capacity increases.

Iron Ore production increased by 41 per cent during the period 2000 to 2005, from 1,080 million
metric tons in 2000 to 1,520 million metric tons in 2005. It is, however, difficult to measure the

consumption of iron ore, as it is not directly measured by statistics. Nonetheless, indicators such
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as imports of iron ore and production of crude steel and pig iron can be used to approximate

estimates (Figure 5).

Figure 5: Iron Ore World Production, 2000-2005
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Source: U.S. Geological Survey (USGS)

The prices of Iron ore have been increasing drastically since 2003. In 2003, lump iron ore prices
increased by 9 per cent; in 2004 by another 18-22 per cent. In 2005 the price of iron ore sale
products increased by an astounding 71.5 per cent and between 2005 and June 2006 by a further
19 per cent.

This huge increase in the price has affected the production of steel and its products by increasing

the cost of production (Figure 6).
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Figure 6: Iron Ore World Prices, 2003-2005
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3.1.2 Middle East Market

Middle East production of steel has increased by 12 per cent over 2005 from 14.2 million metric
tons in 2004 to 15.9 million metric tons in 2005, whereas Middle East consumption of steel has
increased by 37 per cent over the same period from 25.3 and 34.7 million metric tons in 2004
and 2005 respectively. Between 2000 and 2005 the production of steel in the Middle East has
increased by 47 per cent whilst steel consumption has increased of 74.4 per cent (Table8).

Table 8: Middle East Steel Production and Consumption, 2000 — 2005 (Million tons)
2000 2001 2002 2003 2004 2005

Production 10.8 11.7 12.4 13.4 14.2 15.9
Consumption 199 228 23.5 244 253 34.7
Excess demand 9.1 11.1 11.1 11 11.1 18.8

Source: MEPS

It is evident from these figures that the Middle East is experiencing excess demand resulting
from the construction boom. The region has thus resorted to importing to fill the gap; regional

production is completely swallowed by the high domestic demand. Steel produced from Saudi
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Arabia and Qatar gets exhausted in the Middle East purely due to the high demand from the

construction sector.

The total amount of steel imported to Middle East in 2004 was 38 million tons, compared to 22

million tons in June 2005.

3.1.3 Steel at Dubai "UAE" Market

The local demand for steel and its products is growing rapidly as both public and private sectors
are floating tenders for the construction of diversified commercial, residential and institutional
buildings. The UAE in general and Dubai, more specifically, have witnessed great fluctuations in
the price of steel over the period 2000 to 2004. There are many construction projects running in
Dubai and scheduled for the next 5 years; for example, Burj Dubai, Nakheel Islands, Dubai
Land, etc...

Total consumption of steel long products in the GCC countries totaled 7.5 billion tons, of which
29 per cent were used in the UAE. Production of steel long products in the GCC countries totaled
6.4 billion tons in 2004, of which the UAE contributed 20 per cent. It is clear that the GCC
countries have excess demand in the steel long product which culminates in increases in the price

of steel products.

Steel global prices increased sharply in August 2006 with respect to the previous years. The hot
rolled product price increased by 128 per cent during the period 2001 to August 2006, while a
similar scenario could be seen with the hot rolled plates price which increased by 137 per cent

over the same period (Table 9).
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Table 9: Steel Price in the International Market by Product Type 2001 — 2006*
Average Price in US$/Ton

REBARS | BEAMS | WIREEOD | HRPLATE | HRCOILS | CRCOILS | HDGCHR Stainless steel Cold R. €

Grade 304 | Grade 316
2001 270 326 253 302 250 334 387 1,386 1,891
2002 278 338 267 305 314 373 439 1,417 1,957
2003 297 371 302 345 342 423 489 1,715 2,349
2004 481 581 474 602 555 635 721 2,516 3,661
2005 457 600 463 701 562 665 723 2,577 4,748
2006* 516 666 495 717 569 668 784 2,802 4,767

Source: calculations based on data from MEPS International
* May 2006

The price of stainless Steel CR Type 316 has increased dramatically over the years 2001 and

2005 by a staggering 151 per cent but by less than one per cent from May 2006 over the previous

year. The product price increased by 144 per cent during the period 2001 to May 2006 which,

considering the huge increase in this vital product, indicates that steel prices are still rocketing in

the world market (Figure7).
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Dubai’s "UAE" market is not that different from the case above; the price of steel in the local
market is rising due to the increase in global demand and a decline in the supply of raw materials

from major source markets. Table 10 below shows steel prices in Dubai.

It is clear, from Table 9 that the prices of all steel products have increased over the period

Dec.2005 to August 2006; steel prices have on average increased by 34 per cent.

Table 10: Average Steel Price CFR Dubai, Dec 2005- August 2006 (US $/ton)

CFR Dubai
July 2006 - Import Steel Prices | Dec | August Countries of Origin
2005 | 2006
Billets - Blooms 335 450 | CIS, Turkey
Reinforcing Bars 425 535 | Turkey
Angles 420 | 482.5 | CIS - China
Beams - Channels 485 560 China
Wire Rod 417.5| 507.5 | CIS, Turkey, Far East, China
Hot Rolled Plates 465 675 CIS - China
Hot Rolled Coils 405 557.5 | Ukraine
Cold Rolled Coils 500 645 Ukraine
Hot Dip Galv. Coils, HR base 560 795 Far East, India
Hot Dip Galv. Coils, CR base 600 895 India, Far East
Prepainted Galv. Coils 0.35mm 830 1,175 | Far East, India
Tinplate 0.32MM 855 890 | Far East, West Europe
Stainless HR Coils 304 base 2,050 | 3,650 | Far East, W. Europe, Brazil, S. Africa
Stainless HR Coils 316L base 4,050 | 5,750 | Far East, W. Europe, Brazil

Source: calculations based on data from MEsteel.com

The highest price increases were seen in products such as Stainless Steel HR Coils 304 base, at
78 per cent, Hot Dip Galvanized Coils CR base, at 49 per cent, and Hot Rolled Plates, at 45 per
cent. From January to August 2006 stainless steel HR coils 316L prices increased by 44 per cent
from US$ 4,000 in January to US$ 5,750 in August (see Figure 8).
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3.2 Aluminum

3.2.1 World Market
Aluminum has rapidly become the most widely consumed base metal in terms of number of tons

5750

5400 5450

May Jun Jul Aug

bought. Aluminum has a stable outlook given that nearly all of its uses will continue to be

important in the growth of developed economies. Furthermore, with the rapid industrialization

and urbanization of large countries like China and India, the demand for aluminum is set to

accelerate sharply. Primary aluminum demand has risen from 2 million tons in 1950 to more than

31 million tons in 2005 and is expected to rise to 33 million tons in 2006.

The predominant uses of aluminum are in construction, which consumed 22 per cent of

aluminum produced; transportation industries consuming 26 per cent; and packaging consuming

22 per cent. Because of its broad applications, the demand for aluminum has generally been
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linked to fluctuations in national and international economic conditions. Historically, the price of
aluminum had been affected by the level of production, consumption in end-use markets,
production of Alumina and its price and, to a more limited extent, speculation in the

commodities market.

Table 11 below shows the international aluminum market: “supply — demand" and the changes

during 2000-2005.

Tablell: Global Primary Aluminum Supply & Demand 2000 — 2005

(Thousand Metric Tons)

Years Production Consumption Excess
2000 20,230 20,659 -429
2001 24,466 24,016 450
2002 26,090 25,680 410
2003 27,700 27,540 160
2004 29,800 30,485 -685
2005 31,200 31,600 -400

Source: Global Aluminum Market analysis in mid 2006 — May 2006

It is clear from the above table that global aluminum consumption exceeded global production in
2005 which lead to a shortage in global market supply and, subsequently, to price hikes.
Aluminum consumption during the period 2001 to 2005 increased by 32 per cent, whilst
production increased by only 28 per cent leading to a deficit in the supply of the aluminum in the

global market.

According to the global aluminum analysis in mid 2006 report', the first quarter of 2006
witnessed a shortage of 300 million tons in the world supply of aluminum. The subsequent price
hikes affected all regions of the world. The international aluminum market will continue to face
shortages in supply in 2006 due to the high demand for aluminum; price is expected to continue

on an upsurge.

Europe has dominated the world’s production of primary aluminum, producing 35 per cent of

world production, followed by North and Latin America and then Asia.

' The Global Aluminum Market in mid-2006 (Garming Nappi May 31-2006 Toronto).
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Activities in the global aluminum market have affected the Middle East market. The deficit in
the global market has caused the regional price to increase. The reason for this increase is the

failure of aluminum capacity increase to keep the pace.

Alumina is the primary raw material for aluminum production. The demand for alumina is driven
by the demand for aluminum, with approximately two tons of alumina required to produce one
ton of primary aluminum. Figure 9 below shows the world’s alumina production during the

period 2000 to 2005.

Figure 9: Alumina World Production, 2000 — 2005
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Source: U.S. Geological Survey (USGS)

Strong global demand for aluminum has left alumina in short supply, a plight set to persist for at
least the next two or three years and that will ensure prices continue to rise. Furthermore, prices
of alumina have also experienced slight increases this year as a result of the short supply which
has also lead to further price hikes in aluminum. The required utilization production capacity is

set to increase in 2006 to meet higher consumption demands.
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3.2.2 Middle East Market

In the Middle East, there are four major aluminum factories spread over the UAE, Bahrain, Iran,
and Turkey. Although total production increased from 1,180 thousand metric tons in 2000 to
1,460 thousand metric tons in 2005, or by 23.7 per cent, it is only equivalent to 4.8 per cent of
world production (Figurel0). Thus, the region continues to be a small player in the international
aluminum market. Rapidly developing economies are especially vulnerable to the supply
shortages and the subsequent upward pressures on prices.

Figure 10: Middle East Aluminum Production, 2000 - 2005*
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* Estimated

The region announced future expansions in aluminum production to cope with the high levels of
demand both locally and internationally. As seen in the international aluminum market, the
deficit in supply will extend into 2006 and will continue as shortages in production persist and

world demand increase.

The announced expansion will increase the total aluminum production in the region to represent

a 10 per cent share of world production by the year 2010.

3.2.3 Dubai "UAE" Market
Aluminum represents a major processing industry for Dubai. In 2005, Dubai’s imports of

aluminum and aluminum products amounted to AED 2 billion; exports to AED 2.4 billion, and

re-exports to AED 226 million (Table 12).
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Tablel12: Dubai Aluminum and Aluminum Products Foreign Trade, 2000 — 2005

(Value in Thousand AED)

Years Import Re-Export Export

2000 535,675 84,190 3,305,489
2001 728,350 65,742 2,963,722
2002 787,544 92,457 2,623,354
2003 1,067,774 190,717 2,376,207
2004 1,492,146 355,861 2,242,346
2005 2,040,655 226,199 2,420,304

Source: Statistics Department, Dubai World

In 2005, around 50 per cent of aluminum imports into Dubai were raw materials and 25 per cent

were plates, sheets and strip (Figure 11).

Figure 11: Dubai' Aluminum Imports by Type, 2005
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Source: Dubai Ports, Customs and Free Zone Corporation
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Conversely, 85 per cent of Dubai's aluminum exports, in 2005, were unwrought aluminum not

alloyed (52 per cent) and unwrought aluminum alloyed (32.7 per cent).

Production of aluminum, in Dubai, increased by 11 per cent in 2005 reaching 761 thousand
metric tons in 2005 compared with 683 thousand metric tons in 2004. By 2005 aluminum
constituted as much as 51 per cent of total Middle East production. This great development
coincided with the establishment of some forward integration within the industry into areas such
as aluminum rolling and chips, in addition to several industries relating to the construction

sector.

Dubai Aluminum Company (Dubal) has been a major player in the Gulf's aluminum industry and
has undergone a significant expansion since its inception in 1979. The production of aluminum

in Dubai is planned to increase to nearly one million ton a year.

With respect to prices, it is noticeable that while global aluminum prices have declined by 10 per
cent over the period 2000 to 2003, they have witnessed a 70 per cent increase since then

continuing to August 2006 (Figure 12).

Figure 12: Global Aluminum Average Price, 2001 — 2006*
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* August 2006

The latest increases in international aluminum prices will have had a large impact on the
construction sector in Dubai as aluminum is utilized in the various different stages of

construction which has, as previously demonstrated, been witnessing a boom.
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The UAE in general and Dubai more specifically, stands to benefit from this situation.
Aluminum represents a major mining and processing industry within the UAE and thus the
availability of raw materials and major resources used in the production will qualify the UAE to

become a dominant player in the aluminum industry.
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3.3 Cement

3.3.1 World Market

World cement production approximated 2.2 billion tons in 2005 representing an increase of
about 4.2 per cent on the previous year, and a continuation of the underlying annual expansion,

which has seen year-on-year growth.

Figure 13 below shows the global cement production & consumption during the period 2000 to

2005.

Figure 13: World Cement Production and consumption, 2000 - 2005
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* Estimated

World cement consumption increased by 5 per cent in the year 2005 from 1,830 million tons in
2004 to 1,922 million tons in 2005. Demand is growing faster than the supply which will cause a

deficit in the "short run" and lead to price increases.
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3.3.2 The Middle East Market

The Middle East contribution to global cement production was 5.5 per cent in 2005; 122 million
tons. Despite the increase in the Middle East cement production, cement consumption is still
higher than production due to the huge construction boom witnessed in the region and has
therefore caused a supply deficit. Cement consumption in the Middle East was estimated at 128.8

million tons in 2005.

Figure 14: Cement production and consumption in the Middle East, 2000 — 2005
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Cement consumption rose in virtually all markets in the region; in some of them very sharply
indeed. The increase has been primarily due to residential construction and the expansion of both

commercial and the transportation infrastructure.

3.3.3 Dubai "UAE" Market

Cement production in the UAE is undertaken by 11 companies, including clinker and cement
producers, white cement manufacturers, and quarries. The total production in the year 2005 was
estimated at 11.2 million tons, while clinker production was estimated at 4.5 million tons.
Cement capacity in the UAE totaled 12.3 million tons, while clinker capacity totaled 5.6 million

tons.
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With continual growth in infrastructure and the development of the property market in the UAE,
the consumption of cement had increased substantially reaching around 12.8 million tons in 2005

and causing a deficit in the cement market which is filled through imports.

In 2005, cement imports (all types of cement”) weighed 600 million kg and were valued at AED
143.5 million compared with 378.3 million kg and a value of AED 40.8 million in 2003. Cement
re-exports weighed 19 millions kg and were valued at AED 7.7 million in 2005 compared with
36.1 million kg and a value of AED 15.7 million in 2004.

Figure 15: Cement Imports in Dubai, 2000 - 2005
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Cement prices increased by 11 per cent in August 2006 compared with its average price in 2005

according to Dubai's construction material traders.

During the period 2000 to August 2006, cement price increased by 114 per cent due to the high
consumption and increased infrastructure development, in both the country as a whole and

particularly in Dubai.

Cement prices increased by 30 per cent between 2002 and 2003 and by 60 per cent between 2003
and 2004. In 2005 prices decreased but once again increased in 2006. Figure 16 below shows

cement price in UAE between 2002 and August 2006.

2 Imported cement types are; cement clinker; Portland cement, white; Portland cement other than white; hydraulic
cement and aluminous cement.
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Figure 16: Cement price in UAE, 2002 — 2006*
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* August 2006

In light of the huge construction projects many cement factories have increased their capacity.

Cement production has increased and therefore supported by imports market demand is met.

3.4 Wood

34.1 World Market

Wood and wood products are widely used in many applications, such as construction, furniture
and packaging. The construction sector is the largest sector in terms of consuming wood and
wood-based products. The main wood products that are used in construction are plywood,
sawnwood, roundwood & wood-based panels. The global production of these products is shown

in Table 13.
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Table 13: Global Wood Production, 2000-2004 (Million Cubic Meters)

2000 2001 2002 2003 2004
Sawlogs & Veneer logs 966.5 911.8 931.2 942.5 970.5
Plywood 58.2 543 59.4 68.4 68.1
Sawnwood 387.6 378.5 392.9 398.5 415.6
Ind. Roundwood 1,598 1,536 1,556 1,598 1,646
Wood-Based Panels 184.8 181.3 192.6 213 224.9

Source: FAO statistics division, 2006

Global production of plywood increased by 17 per cent during the period 2000 to 2004 from 58.3
million cubic meters in 2000 to 68.1 million cubic meters in 2004. Global production of
sawnwood increased by 7 per cent; industrial roundwood increased by only 3 per cent; and the

wood-based panels, by 22 per cent.
Global consumption of sawnwood and wood-based panels is illustrated in Figure 17.

Figure 17: World Consumption of Sawnwood and Wood-based panels, 2001-2004
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Source: Calculations based on the UNECE/FAO forest products Annual Market Review, 2005-2006

Consumption of the other wood products is measured using imports as it is difficult to measure

their consumption directly.

34



Table 14 shows that world imports of industrial roundwood increased by 6 per cent during 2000
to 2004 from 155.3 million cubic meters in 2000 to 122.3 million cubic meters in 2004. During
the same period, world imports of Plywood increased by 32 per cent, indicating the huge demand

for this product.
Table 14: Plywood, Veneer sheets and Industrial Roundwood World Imports

2000-2004 (million m*)

2000 | 2001 | 2002 | 2003 | 2004

Industrial roundwood 1153 | 117.5 | 1182 | 1193 | 122.3

Plywood 18.9 19.5 20.7 21.7 24.9

Veneer sheets 4.3 4.1 4.2 4.1 4.7

Source: FAO Stat Database

Due to the combination of high rates of deforestation in Indonesia, the world’s largest wood
producer; high levels of consumption in China, ranked as the second largest importer of wood
products; and to losing the wooded area in Switzerland every year, global wood prices have

increased substantially over the past few years (Figurel8).

Figure 18: Hardwood and Softwood Global Prices, 2003-July 2006
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The price of hardwood logs and sawnwood increased by 20 per cent and 30 per cent respectively

in the global market, over the period 2003 to July 2006. The price of softwood logs increased by
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26 percent and softwood sawnwood by 15 percent between 2003 and 2005, however decreased

in June 2006.

3.4.2 Middle East market

The Middle East only contributes a small amount to the world’s wood production due to the
geographical nature of the region. The region’s share in the world production of plywood was

only 0.2 per cent in 2004 whilst the share of industrial roundwood was 1 per cent.

The region's ‘saw logs & veneer logs’ production remained unchanged over the period 2000 to
2004 whilst the production of plywood has been declining over the last five years. In 2004
sawnwood production increased by 9.5 per cent, industrial roundwood production increased by

2.7 per cent and wood-based panel production increased by 19 per cent in the region (Table 15).

Table 15: Middle East Wood Production, 2000-2004

2000 2001 2002 2003 2004
Thousand Cubic Meters
Saw logs & Veneer logs 6.7 6.5 6.9 6.7 6.7
Plywood 186.5 145.0 176.4 138.1 133.7
Sawnwood 6,159 5,664 6,271 6,214 6,802
Ind. Roundwood 15,926 | 15,469 | 16,230 | 15,977 | 16,401
Wood-Based Panels 3,008 2,823 3,412 3,895 4,637

Source: FAO statistics division, 2006

The region is dependent on wood imports. Industrial roundwood imports in the region increased
by 28 per cent from 1.8 million cubic meters in 2000 to 2.3 million cubic meters in 2004.
Sawnwood imports in the region increased by 31 per cent from 4.9 million cubic meters in 2000
to 6.4 million cubic meters in 2004 and wood-based panel imports increased by 100 per cent,

from 2.1 million cubic meters, in 2000 to, 4.2 million cubic meters, in 2004,

3.4.3 Dubai "UAE" Market
The surge in construction activities across the Middle East and Dubai in particular has brought

about an unprecedented demand for wood-based products. Additionally, wood is finding newer
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areas of application and uses in today’s rapidly-changing world. The wood market is expected to

grow at an even faster pace over the next few years.

The total trade of wood and its products has recorded a remarkable 27.7 per cent jump in 2005.
Wood products imported into Dubai have increased during the period 2000 to 2005 by 126.5 per
cent; an annual growth rate of 17.8 per cent, from AED 829 millions in 2000 to AED 1,878
million in 2005.

Table 16: Dubai Wood Foreign Trade, 2000-2005 (AED Million)

2000 | 2001 | 2002 | 2003 | 2004 | 2005

Import 829 | 837 | 869 | 1046 | 1,529 | 1,878
Export 14 6 1 2 5 117
Re-Export

101 108 140 200 205 332.2

Source: Statistics Department- Dubai World

According to the construction material traders in Dubai, wood prices have increased by 23 per

cent in August 2006 with respect to the average price from 2005 (Figure 19).

Figure 19: Wood Average Prices in Dubai, 2005-August 2006
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Source: DCCI survey on construction material, 2006

37



4 Evaluation and Recommendations

Dubai’s construction sector is still booming, its GDP grew by 23.5 per cent in 2005 contributing
to 12 percent of Dubai’s total GDP. Huge projects are planned to be completed during the
coming few years and infrastructural projects which are unparalleled in the whole of the Arab
world. Such projects are huge residential and commercial complexes. The huge construction and
infrastructural development projects either announced or under development in Dubai are both
exciting and challenging for example the Burj Dubai, Palm Islands, Dubai metro system, etc. The

total value of these projects amounts to an estimated $100 billion.

Despite a plateau in prices over the previous year, the price of construction materials have started
to increase again in 2006 due to a variety of factors such as high local consumption, the increase
in international freight charges, fuel price increases, high regional demand, high transportation

costs and the high international price of products and raw materials.

The construction sector in Dubai is expected to continue on its high growth path in the near
future. It is clear from both the growing projects and the planned ones that in the short and
medium terms the construction sector will continue to grow and the problem of prices will

continue to increase.

The study suggests improvements in the investment opportunities and general business
environment of the sector to allow for future growth. Therefore, imports of vital materials such
as steel, cement and wood products for the sector require continuous monitoring and improved
organization and set-up. With regards to cement, it is expected that the market will act

accordingly to satisfy domestic demand.

The aluminum industry in the UAE and more specifically in Dubai should benefit from the
situation of shortages in aluminum markets both internationally and locally since all resources
are available. Focusing on economies of scale will decrease the cost of production and increase
the competitiveness of the products. Focus should be turned to attracting new modern
technologies, developing new and existing smelters and diversifying the assortment into
innovative alternatives, such as refined aluminum based finish and semi- finished products.

Similarly, it is important to enhance the participation and risk sharing with the private sector.
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Appendix: Steel Products Prices by Type (in USS$)

Date Hot Rolled Coil | Hot Rolled Plate | Cold Rolled Coil Drawn Bar

Grade | Grade | Grade | Grade | Grade | Grade | Grade | Grade
304 316 304 316 304 316 304 316

March 05 | 2,501 | 4,600 | 2,900 | 4,978 | 2,748 | 4,877 | 3,050 | 5243

April 05 2,510 4,513 2,933 4,899 2,748 4,794 3,087 5,139

May 05 2,541 4,698 2,987 5,094 2,778 4,964 3,168 5,318

June 05 2,444 4,603 2,911 5,004 2,678 4,855 3,113 5,236

July 05 2,400 4,656 2,868 5,065 2,628 4,899 3,085 5,329

August 05 | 2,434 4,721 2,909 5,138 2,664 4,968 3,130 5,412

Sep. 05 2,292 4,508 2,768 4,933 2,487 4,714 2,968 5,225

Oct. 05 2232 | 4310 | 2,714 | 4,746 | 2434 | 4,534 | 2,895 | 4973

Nov. 05 2,192 | 4327 | 2,665 | 4,750 | 2,389 | 4,531 | 2,803 | 4,925

Dec. 05 2,043 4,139 2,506 4,578 2,217 4,341 2,607 4,705

Jan. 06 2,064 4,145 2,542 4,589 2,251 4,374 2,630 4,708

Feb. 06 2,196 4,170 2,613 4,551 2,373 4,383 2,690 4,633

March 06 | 2,311 4,167 2,725 4,514 2,481 4,376 2,746 4,596

April 06 2,460 4,314 2,827 4,634 2,621 4,546 2,889 4,698

May 06 2,601 4,486 2,996 4,843 2,802 4,767 3,034 4,912

June 06 2,873 4,834 3,307 5,202 3,087 5,099 3,412 5,325

Source: MEPS
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