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Revival Hinges on Dubai World Restructuring  
MARCH 15, 2010

Uncertainty about the negotiations is turning foreign investors off the whole region

MORE IN FINANCING & INVESTING »Article Comments

By JULIAN EVANS  

Once the gateway to the Gulf for foreign businesses, debt-laden Dubai is now a roadblock to the 

region's chances of attracting investment dollars.  

For this to change, the emirate needs to clear the cloud of uncertainty surrounding the 

restructuring of $22 billion of debts owed by government-backed Dubai World, according to fund 

managers. 

Dubai World's decision in November to seek a standstill on debt repayment meant it was 

effectively defaulting on its obligations, refusing to pay creditors interest payments or to redeem 

loans. The debt will need to be restructured if creditors want to get their money back. 

The process has so far given foreign investors scant reason for optimism. Paul Crean, chief 

investment officer at Finisterre Capital, an emerging-markets hedge fund, says: "Investors feel 

quite bruised by the restructuring process. All the guidance given to the market at the end of 

last year, including by Sheik Mohammed [the ruler of Dubai], suggested that all Dubai World 

obligations would be paid promptly." 

As this report went to press, Dubai was expected to present a deal within days in which 

creditors would be asked to accept a 40% "haircut" on their bonds, owed mainly by Dubai 

World's real-estate subsidiaries Nakheel and Limitless. 

Investors had assumed that because Dubai World is a government-owned vehicle its debts were 

implicitly the same as the sovereign. They were given comfort by credit-ratings agencies, such 

as Moody's, which in a 2008 report said it expected "a high level of support" from the Dubai 

government for its subsidiaries' debts. 

Investors that were caught out have only themselves to blame, according to Daniel Broby, chief 

investment officer of Silk Invest, an asset-management boutique. 

"A lot of people fell into the trap of believing the rating agencies that government-owned 

borrowers enjoyed the implicit support of the government," he says. "But there wasn't even a 

bankruptcy law covering Dubai World debt. That should have come out in any due diligence." 

Investors are getting restless. A member of the bank creditor committee says: "The standstill 
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5.
Consumers Would See Effects Soon 

agreement initially put forward by the government envisioned the government lending to Dubai 

World on a preferred basis. The creditors couldn't agree to that, so there is no formal standstill 

agreement in place. Everyone is waiting to see what the restructuring plan looks like." 

U.K. banks are particularly exposed. Royal Bank of Scotland, in which the U.K. government is 

the main shareholder, is believed to be owed between $1 billion and $2 billion, with other British 

banks, including HSBC and Standard Chartered, owed about $3 billion in total. Lord Mandelson, 

the U.K.'s business minister, told a conference in February: "Time is running out [for Dubai 

World]. The current uncertainty and the lack of agreement can not go on for much longer." 

Local U.A.E. banks, which own 45% of Dubai World's debt, are also pressuring Dubai for a 

quick resolution. Debashis Dey, partner in the Dubai office of Clifford Chance, which is working 

on the restructuring, says: "Local banks are struggling with so many restructurings: not just 

Dubai World, but Global Investment House in Kuwait, and the Saad restructurings in Saudi 

Arabia. It has become a real strain for them. So they need the situation to be resolved in the 

near-term." 

Mr. Dey defends the restructuring process. "Compared to other restructurings in the Middle 

East, the U.A.E. is moving at a lightning pace," he contends. "Other major restructurings in 

Saudi Arabia or Kuwait are taking over a year. And they have been much less transparent, and 

have treated foreign and local investors differently. 

"There is very little precedent in the region for doing a major restructuring according to 

international standards. One of the positives that could come from this whole process is that the 

U.A.E. could establish a template of how these things are done, which other countries can 

follow." 

But creditors are determined to drive a hard bargain. A member of the negotiating committee 

says that the creditors are "prepared to accept an extension of maturity, but not a haircut or a 

lower interest rate. That might require the government injecting, say, another $10 billion into 

Dubai World. But the government has to ask: if it forced a haircut on investors, how much would 

it cost the U.A.E. in terms of contagion and lack of liquidity?"  

A restructuring of the debt should at least mark the nadir of the crisis, says Emad Mostaque, an 

investment manager at Pictet Asset Management. "The Dubai World restructuring is really the 

last hurdle," he says. "From there on, you're at the bottom of the market, and you should see it 

beginning to rise." 

The Dubai authorities will be desperately hoping his assessment is right. With the Dubai 

Financial Market equity index down 70% from its 2008 peak and the cost of insuring Dubai's 

sovereign debt having ballooned to 600 basis points in the credit default swap market, the 

emirate's reputation as the Gulf's boom town lies in tatters. 

"No foreign investor will touch Dubai at the moment," says Mohammed Hanif, chief executive of 

Insparo Asset Management, an emerging-markets hedge fund. Just as Dubai acted as the 

magnet to draw foreign capital to the region during the boom years, its dramatic fall from grace 

has had implications for its neighbors. 

"The Middle East was always an off-index bet," says Mr. Crean of Finisterre Capital. "Recent 

complications in Dubai have made a lot of investors think 'why bother?'"  

Other investors are not quite so pessimistic. They believe that the release of the Dubai World 

restructuring plan will mark a bottoming out for the market, not just in the wider region but in 

Dubai itself as well. "The Dubai story still has positives," Mr. Mostaque says. "It still has mature 

infrastructure here, it's still a trade and services hub." 

Husam Hourani, managing partner of law firm Al Tamimi, agrees: "Almost all investors realize 

Dubai is still the regional center. Other cities are trying to establish themselves, like Doha and 

Riyadh. But Dubai is much further ahead, in terms of transport facilities, hotels, shopping, and 

the general levels of openness. And foreign banks might be pulling back their exposure, but 

none of them are leaving." y 
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