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Revival Hinges on Dubai World Restructuring

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



http://wsjdn.wsj.com/
http://online.wsj.com/home
http://www.marketwatch.com/
http://online.barrons.com/home
http://allthingsd.com/
http://www.fins.com/
http://www.smartmoney.com/
http://bigcharts.marketwatch.com/
http://vse.marketwatch.com/Game/Homepage.aspx
http://www.filife.com
http://asia.wsj.com/
http://europe.wsj.com/
http://online.wsj.com/portuguese
http://online.wsj.com/americas
http://cn.wsj.com/gb/index.asp
http://jp.wsj.com/
http://www.wsjradio.com
http://www.efinancialnews.com/
http://online.wsj.com/
http://online.wsj.com/article/
http://online.wsj.com/acct/setup_account?mod=WSJ_formfactor
http://online.wsj.com/myonlinejournal?mod=WSJ_formfactor
http://help.wsj.com/?mod=WSJ_formfactor
http://online.wsj.com/community/member/mailbox?mod=WSJ_formfactor
http://online.wsj.com/article/SB40001424052748704187204575101592733854372.html#
http://online.wsj.com/home-page?_wsjregion=na,us&_homepage=/home/us
http://asia.wsj.com/home-page?_wsjregion=asia&_homepage=/home/asia
http://india.wsj.com/home-page?_wsjregion=asia,india&_homepage=/home/india
http://cn.wsj.com/gb/index.asp
http://jp.wsj.com/
http://europe.wsj.com/home-page?_wsjregion=europe&_homepage=/home/europe
http://online.wsj.com/americas
http://online.wsj.com/portuguese
http://commerce.wsj.com/entitlements/release_freereg_rel3/login.shtml?roles=FREEREG-BASE
http://setup.wsj.com/pznsetup/pznhome/edition.html
http://online.wsj.com/public/page/us_in_todays_paper.html?mod=WSJ_formfactor
http://online.wsj.com/video?mod=WSJ_formfactor
http://online.wsj.com/page/columnists.html?mod=WSJ_formfactor
http://blogs.wsj.com/?mod=WSJ_formfactor
http://topics.wsj.com/?mod=WSJ_formfactor
http://online.wsj.com/community?mod=WSJ_formfactor
http://online.wsj.com/article/SB40001424052748704187204575101592733854372.html#
http://commerce.wsj.com/auth/forgotpass
http://online.wsj.com/article/SB40001424052748704187204575101592733854372.html#
http://online.wsj.com/article/SB40001424052748704187204575101592733854372.html#
http://online.wsj.com/article/SB40001424052748704187204575101592733854372.html#
http://online.wsj.com/article/SB40001424052748704187204575101592733854372.html#
http://online.wsj.com/article/SB40001424052748704187204575101592733854372.html#
http://commerce.wsj.com/auth/forgotpass?mod=WSJ_formfactor
http://online.wsj.com/article/SB40001424052748704187204575101592733854372.html#
http://online.wsj.com/home-page
http://online.wsj.com/public/page/news-global-world.html
http://online.wsj.com/public/page/news-world-business.html
http://online.wsj.com/public/page/news-business-us.html
http://online.wsj.com/public/page/news-financial-markets-stock.html
http://online.wsj.com/public/page/news-tech-technology.html
http://online.wsj.com/public/page/news-personal-finance.html
http://online.wsj.com/public/page/news-lifestyle-arts-entertainment.html
http://online.wsj.com/public/page/news-opinion-commentary.html
http://online.wsj.com/public/page/news-career-jobs.html
http://online.wsj.com/public/page/news-real-estate-homes.html
http://online.wsj.com/public/page/news-small-business-marketing.html
http://online.wsj.com/public/page/news-small-business-financing.html
http://online.wsj.com/public/page/news-small-business-advertising.html
http://online.wsj.com/public/page/news-small-business-technology.html
http://online.wsj.com/public/page/news-small-business-franchising.html
http://guides.wsj.com/small-business/
http://www.djreprints.com/
http://online.wsj.com/public/resources/documents/Reprint_Samples.pdf
javascript:CopyrightPopUp();
http://online.wsj.com/public/page/news-small-business-financing.html
http://online.wsj.com/article/SB40001424052748704187204575101592733854372.html#
http://online.wsj.com/article/SB40001424052748704187204575101592733854372.html#
http://online.wsj.com/article/SB40001424052748704187204575101592733854372.html#
http://online.wsj.com/article/SB40001424052748704187204575101592733854372.html#
http://online.wsj.com/article/SB40001424052748704187204575101592733854372.html#
http://online.wsj.com/article/SB40001424052748704187204575101592733854372.html#
http://online.wsj.com/article/SB40001424052748704187204575101592733854372.html#
http://online.wsj.com/article/SB40001424052748704187204575101592733854372.html#
http://online.wsj.com/article/
http://buzz.yahoo.com/buzz?publisherurn=wsj&targetUrl=http://online.wsj.com/article/SB40001424052748704187204575101592733854372.html?mod=wsj_share_ybuzz
http://online.wsj.com/article/SB40001424052748704187204575101592733854372.html#
http://online.wsj.com/article/SB40001424052748704187204575101592733854372.html#
http://online.wsj.com/article/SB40001424052748704187204575101592733854372.html#
http://online.wsj.com/article/SB40001424052748704187204575101592733854372.html#
http://online.wsj.com/article/SB40001424052748704187204575101592733854372.html#
http://online.wsj.com/article/SB40001424052748704187204575101592733854372.html#
http://online.wsj.com/article/SB40001424052748704187204575101592733854372.html#
http://online.wsj.com/article/SB40001424052748704187204575101592733854372.html#
http://online.wsj.com/article/SB40001424052748704187204575101592733854372.html#
http://online.wsj.com/article/SB40001424052748704187204575101592733854372.html#
http://online.wsj.com/search/term.html?KEYWORDS=JULIAN+EVANS&bylinesearch=true
http://finance.yahoo.com/
http://moneycentral.msn.com/
http://moneycentral.msn.com/
http://moneycentral.msn.com/investor/home.asp
http://online.wsj.com/article/SB126912089798665247.html?mod=WSJ_hp_mostpop_emailed
http://online.wsj.com/article/SB10001424052748704207504575130321235660474.html?mod=WSJ_hp_mostpop_emailed
http://online.wsj.com/article/SB10001424052748704207504575130073852829574.html?mod=WSJ_hp_mostpop_emailed
http://online.wsj.com/article/SB10001424052748704784904575111273624979544.html?mod=WSJ_hp_mostpop_emailed
http://online.wsj.com/article/SB10001424052748704207504575130081383279888.html?mod=WSJ_hp_mostpop_emailed
http://online.wsj.com/video/health-care-reform-major-win-for-obama-presidency/D2466A42-20C7-4C3B-BCB5-E1265EF0C0E6.html
http://online.wsj.com/video/major-changes-ahead-as-health-care-reform-passes/1ACFA101-AE40-4D77-A3A2-D36073BC92F8.html
http://online.wsj.com/video/lifestyles-of-the-rich-and-repossessed/B23ECD65-4F97-468D-A35D-6DFDC78659EB.html
http://online.wsj.com/video/hundreds-flee-icelandic-volcano/879F7804-7185-4BCC-B32A-DC7B2D201506.html
http://online.wsj.com/video/obama-abortion-order-clears-way-for-health-reform/F43C175B-CF76-4167-9F9D-80F7F526491A.html
http://online.wsj.com/article/SB10001424052748703775504575135440191025592.html?mod=rss_com_mostcommentart
http://online.wsj.com/article/SB10001424052748704207504575130081383279888.html?mod=rss_com_mostcommentart
http://online.wsj.com/article/SB10001424052748703580904575131304116513076.html?mod=rss_com_mostcommentart
http://online.wsj.com/article/SB10001424052748704207504575130321235660474.html?mod=rss_com_mostcommentart
http://online.wsj.com/article/SB10001424052748703580904575131460390057440.html?mod=rss_com_mostcommentart
http://online.wsj.com/video-center/opinion.html
http://online.wsj.com/video/the-war-on-drugs/DC04D152-9B72-4B02-9917-316B994C1223.html
http://online.wsj.com/video/the-war-on-drugs/DC04D152-9B72-4B02-9917-316B994C1223.html
http://online.wsj.com/video/liz-cheney-big-question/5DCB2097-BD38-49FE-BFF2-8764E2DA889B.html
http://online.wsj.com/video/liz-cheney-big-question/5DCB2097-BD38-49FE-BFF2-8764E2DA889B.html
http://online.wsj.com/video/democrats-and-haiti-telecom/0ABFA291-A57A-4340-BE20-7D5343F3F2EB.html
http://online.wsj.com/video/democrats-and-haiti-telecom/0ABFA291-A57A-4340-BE20-7D5343F3F2EB.html
http://online.wsj.com/video/jer-state-of-pain/8CB215AD-5F76-47A6-BFF9-F90F71C2B66B.html
http://online.wsj.com/video/jer-state-of-pain/8CB215AD-5F76-47A6-BFF9-F90F71C2B66B.html
http://online.wsj.com/video/jer-al-qaeda-seven-uproar/AC830CDC-25D4-4874-8E5B-F7E1A9F414FF.html
http://online.wsj.com/video/jer-al-qaeda-seven-uproar/AC830CDC-25D4-4874-8E5B-F7E1A9F414FF.html
http://online.wsj.com/video/why-obama-is-no-lbj/658E8AC3-741D-4683-AC36-EFCBD97C8728.html
http://online.wsj.com/video/why-obama-is-no-lbj/658E8AC3-741D-4683-AC36-EFCBD97C8728.html
http://online.wsj.com/video/daniel-henninger-bring-back-the-robber-barons/6B630568-036A-4085-B836-3265A35D303E.html
http://online.wsj.com/video/daniel-henninger-bring-back-the-robber-barons/6B630568-036A-4085-B836-3265A35D303E.html
http://online.wsj.com/video/mexican-cuban-relations/5473B6FC-22B7-4C0C-96C1-8765C992AF76.html
http://online.wsj.com/video/mexican-cuban-relations/5473B6FC-22B7-4C0C-96C1-8765C992AF76.html
http://online.wsj.com/video/obama-business-buyout/DF708CBD-44F6-4EC3-8036-5DEC802F8A7E.html
http://online.wsj.com/video/obama-business-buyout/DF708CBD-44F6-4EC3-8036-5DEC802F8A7E.html
http://online.wsj.com/video/latest-obamacare-plan-a-dud/7C2C8DFF-A0BD-47DA-8062-958DFD37D5C6.html
http://online.wsj.com/video/latest-obamacare-plan-a-dud/7C2C8DFF-A0BD-47DA-8062-958DFD37D5C6.html
http://online.wsj.com/video/iran-power-struggle/C64C5A79-7FC1-4FFF-A07E-9E31FAC60DC1.html
http://online.wsj.com/video/iran-power-struggle/C64C5A79-7FC1-4FFF-A07E-9E31FAC60DC1.html
http://online.wsj.com/video/it-the-spending-america/F073FA31-DF25-4E04-9F16-8D88C201FB6C.html
http://online.wsj.com/video/it-the-spending-america/F073FA31-DF25-4E04-9F16-8D88C201FB6C.html
http://online.wsj.com/video/climate-crackup/F7ACB88B-594B-4914-9D9B-96184CA98DE5.html
http://online.wsj.com/video/climate-crackup/F7ACB88B-594B-4914-9D9B-96184CA98DE5.html
http://online.wsj.com/video/the-scalia-v-stevens-smackdown/08DF408C-A871-40AB-BC00-DB3DFDE2B428.html
http://online.wsj.com/video/the-scalia-v-stevens-smackdown/08DF408C-A871-40AB-BC00-DB3DFDE2B428.html
http://online.wsj.com/video/the-drone-wars/02E320FF-7DAC-4C2D-9005-92C282500A66.html
http://online.wsj.com/video/the-drone-wars/02E320FF-7DAC-4C2D-9005-92C282500A66.html
http://online.wsj.com/email
http://online.wsj.com/internal/emails/email_evening_rte.htm
http://online.wsj.com/static_html_files/email/email_sample_newsalert.html
http://online.wsj.com/ksemail
http://online.wsj.com/email
http://online.wsj.com/email
http://online.wsj.com/internal/emails/email_wkly_mpwsj.htm
http://online.wsj.com/internal/emails/email_morning_otep.htm
http://online.wsj.com/email
http://online.wsj.com/email
http://online.wsj.com/article/SB10001424052748704454004575135602403890836.html?mod=WSJ_hp_editorsPicks
http://online.wsj.com/article/SB10001424052748704454004575135602403890836.html?mod=WSJ_hp_editorsPicks
http://online.wsj.com/article/SB10001424052748704454004575135910069565760.html?mod=WSJ_hp_editorsPicks
http://online.wsj.com/article/SB10001424052748704454004575135910069565760.html?mod=WSJ_hp_editorsPicks
http://online.wsj.com/article/SB10001424052748704534904575131913306941780.html?mod=WSJ_hp_editorsPicks
http://online.wsj.com/article/SB10001424052748704534904575131913306941780.html?mod=WSJ_hp_editorsPicks
http://online.wsj.com/article/SB10001424052748704454004575135873010410654.html?mod=WSJ_hp_editorsPicks
http://online.wsj.com/article/SB10001424052748704454004575135873010410654.html?mod=WSJ_hp_editorsPicks
http://online.wsj.com/article/SB10001424052748703523204575129700533434796.html?mod=WSJ_hp_editorsPicks
http://online.wsj.com/article/SB10001424052748703523204575129700533434796.html?mod=WSJ_hp_editorsPicks
http://online.wsj.com/article/SB126912089798665247.html?mod=WSJ_hp_editorsPicks
http://online.wsj.com/article/SB126912089798665247.html?mod=WSJ_hp_editorsPicks
http://online.wsj.com/article/SB10001424052748704454004575136021695773604.html?mod=WSJ_hp_editorsPicks
http://online.wsj.com/article/SB10001424052748704454004575136021695773604.html?mod=WSJ_hp_editorsPicks
http://online.wsj.com/article/SB10001424052748704534904575132173519122034.html?mod=WSJ_hp_editorsPicks
http://online.wsj.com/article/SB10001424052748704534904575132173519122034.html?mod=WSJ_hp_editorsPicks
http://online.wsj.com/article/SB10001424052748704743404575127614067866180.html?mod=WSJ_hp_editorsPicks
http://online.wsj.com/article/SB10001424052748704743404575127614067866180.html?mod=WSJ_hp_editorsPicks
http://online.wsj.com/article/SB10001424052748703580904575132004265333546.html?mod=WSJ_hp_editorsPicks
http://online.wsj.com/article/SB10001424052748703580904575132004265333546.html?mod=WSJ_hp_editorsPicks
http://blogs.wsj.com/speakeasy/2010/03/20/lady-gaga-responds-to-lawsuit/
http://blogs.wsj.com/speakeasy/2010/03/20/lady-gaga-responds-to-lawsuit/
http://online.wsj.com/article/SB10001424052748704534904575131791591789392.html?mod=WSJ_hp_editorsPicks
http://online.wsj.com/article/SB10001424052748704534904575131791591789392.html?mod=WSJ_hp_editorsPicks
http://online.wsj.com/article/SB10001424052748703523204575129630987837978.html?mod=WSJ_hp_editorsPicks
http://online.wsj.com/article/SB10001424052748703523204575129630987837978.html?mod=WSJ_hp_editorsPicks
http://online.wsj.com/article/SB10001424052748704534904575131920517842284.html?mod=WSJ_hp_editorsPicks
http://online.wsj.com/article/SB10001424052748704534904575131920517842284.html?mod=WSJ_hp_editorsPicks
http://online.wsj.com/article/SB10001424052748703580904575132032760207868.html?mod=WSJ_hp_editorsPicks
http://online.wsj.com/article/SB10001424052748703580904575132032760207868.html?mod=WSJ_hp_editorsPicks
http://online.wsj.com/article/SB10001424052748704207504575130192071419922.html?mod=WSJ_hp_editorsPicks
http://online.wsj.com/article/SB10001424052748704207504575130192071419922.html?mod=WSJ_hp_editorsPicks
http://online.wsj.com/article/SB10001424052748703580904575131511589391150.html?mod=WSJ_hp_editorsPicks
http://online.wsj.com/article/SB10001424052748703580904575131511589391150.html?mod=WSJ_hp_editorsPicks
http://online.wsj.com/article/SB10001424052748703580904575131813024117440.html?mod=WSJ_hp_editorsPicks
http://online.wsj.com/article/SB10001424052748703580904575131813024117440.html?mod=WSJ_hp_editorsPicks
http://online.wsj.com/article/SB10001424052748703523204575129902304382316.html?mod=WSJ_hp_editorsPicks
http://online.wsj.com/article/SB10001424052748703523204575129902304382316.html?mod=WSJ_hp_editorsPicks
http://online.wsj.com/article/SB40001424052748704187204575101592733854372.html#
http://online.wsj.com/article/SB40001424052748704187204575101592733854372.html#
http://online.wsj.com/article/SB40001424052748704187204575101592733854372.html#
http://online.wsj.com/article/SB40001424052748704187204575101592733854372.html#
http://online.wsj.com/article/SB40001424052748704187204575101592733854372.html#
http://online.wsj.com/article/SB40001424052748704187204575101592733854372.html#
http://online.wsj.com/article/SB40001424052748704187204575101592733854372.html#
http://online.wsj.com/article/SB40001424052748704187204575101592733854372.html#
http://online.wsj.com/article/SB40001424052748704187204575101592733854372.html#
http://www.wsj-asia.com/flp/about.html?mod=WSJ_footer
http://online.wsj.com/community/member/mailbox?mod=WSJ_footer
http://online.wsj.com/article/SB40001424052748704187204575101592733854372.html#
http://online.wsj.com/article/SB40001424052748704187204575101592733854372.html#
http://online.wsj.com/article/SB40001424052748704187204575101592733854372.html#
http://online.wsj.com/article/SB40001424052748704187204575101592733854372.html#
http://online.wsj.com/article/SB40001424052748704187204575101592733854372.html#
http://online.wsj.com/article/SB40001424052748704187204575101592733854372.html#
http://commerce.wsj.com/auth/login?roles=FREEREG-BASE
http://commerce.wsj.com/auth/login?roles=FREEREG-BASE
http://online.wsj.com/public/page/my-saved-intro.html
http://online.wsj.com/article/SB40001424052748704187204575101592733854372.html#
http://online.wsj.com/page/my-saved-main.html
http://online.wsj.com/article/SB40001424052748704187204575101592733854372.html#
http://online.wsj.com/article/SB40001424052748704187204575101592733854372.html#
http://online.wsj.com/page/my-saved-main.html
http://online.wsj.com/page/my-saved-main.html
javascript://
http://online.wsj.com/article/
http://online.wsj.com/community
javascript://
javascript://
http://online.wsj.com/public/page/privacy_policy.html
http://online.wsj.com/public/page/subscriber_agreement.html
javascript://
javascript://
http://online.wsj.com/public/page/privacy_policy.html
http://online.wsj.com/public/page/subscriber_agreement.html

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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