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Economic implications for UAE and
Dubai of Qatar border closure

Most of the focus since the announcement of the breaking of diplomatic ties with Qatar
and the imposition of air traffic and border controls has been on the potential impact on
the Qatar economy, given its size and vulnerability to its exclusion from the rest of the
region. In particular its dependence on external sources for food (KSA) and for building
supplies, steel, iron, electronic equipment, machinery etc. (UAE) have been well
commented on.

However, there are also implications for the UAE economy particularly the longer the
crisis persists.

Assuming that the standoff continues for some time we have looked at the potential
impact on the UAE and on Dubai economies, focusing on a number of key channels
namely, foreign trade, air services and airlines, tourism and retail spending, real estate,
financial/lbanking, energy, and financial markets.

Many of these risks would increase if the integrity of the GCC was brought into question
by a more drawn out crisis, as this would impact foreign investor confidence in the GCC
which has traditionally been seen as a unified political bloc.

Foreign Trade
Qatar does not account for a major portion of the UAE’s or Dubai’s international trade:

e Qatar ranked 25™ in terms of total value of foreign trade for the UAE, accounting
for just 0.7% of the UAE'’s total trade (including oil and gas) in 2016. The value
of total trade with Qatar last year was USD 3.4bn out of total trade worth
USD469.3bn.

e Dubai’s trade with Qatar totalled USD 4bn in 2016 or 1.2% of Dubai’s total
foreign trade with the world.

However, there are a number of sectors where the relationships and ties are more
developed and significant.

UAE’s top 10 trading partners and Qatar
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Air services and airlines

Air travel links between the UAE and Doha in general (and Dubai in particular) are in
important and significant link between both countries.

e Dubai Airports: Doha (290,524 passengers in April; 3.0mn in 2016) was the
second most popular city destination after London (350,015 passengers).

e  Abu Dhabi International Airport: Qatar ranks 3rd in terms of passenger traffic
(38,659) or 2% of total traffic as of data for February 2017.

In terms of actual flights:

e Qatar Airways has almost 23 flights to the UAE. With 19 daily scheduled
flights to Dubai, Qatar Airways would be one of the most frequent international
carriers to land at Dubai International Airport. In addition, there are 3 daily
flights to Abu Dhabi, and 1 daily flight to Sharjah International Airport.

Air Arabia operates 3 daily flights between Sharjah and Doha.

FlyDubai operates 4 daily flights between Dubai and Doha.

Emirates Airlines operates 3 daily flights between Dubai and Doha.
e Etihad operates 3 daily flights between Abu Dhabi and Doha.

The intensity of air travel links between the UAE and Qatar are driven by a number of
factors; tourism, mostly inbound to the UAE and especially Dubai; business travel with
many businesses having regional offices in Dubai; transit airport travel with passengers
from both countries benefiting from the opportunity cost of lower transit fares.

One metric for estimating the impact on the airports is to look at what Dubai
International Airport charges per passenger at AED 75 for Passenger Service Charges
and AED 5 for security charges. The potential loss of fee income impact based on the
April monthly statistics would be about AED 23.2 million per month. Additionally there
is the AED 35 departure tax applied at Dubai, landing charges/aircraft parking charges
and others such aerobridge/security/fire charges per aircraft.

However, some of the losses related to these charges may be mitigated by a re-routing
of flights. In the same vein Emirates and Etihad may actually benefit as passengers
who would have travelled via Doha on Qatar Airways re-book on national carriers.

Tourism and retail spending

The number of Qatari tourists coming to Dubai and staying in hotels including holiday
rentals and onboard cruise ships for at least one night reached 58,000 in Q1 2017, or
just 1.3% of total visitors to Dubai. Although GCC visitors account for nearly 20% of
all visitors to Dubai, Saudi Arabia is the largest source market in the region with
440,000 tourists.

Spending on Qatari-issued cards accounted for 4.6% of all foreign spending in the UAE
in Jan-Apr 2017 amounting to USD102mn, and was up 17.1% y/y making Qataris the
sixth biggest foreign spenders in the UAE, according to data compiled by Network
International.

Data from Mastercard shows that Doha is one of the most important feeder cities for

Dubai accounting for 1.1mn visitors in 2016, who spent USD1.1bn there during that
year.
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Real estate

Qatari nationals accounted for just 2.2% (USD 500mn) of the total value of real estate
investment transactions (excluding land sales and mortgage transactions) in Dubai in
2016.

Financial/ banking

Qatari banks have become increasingly reliant on external liquidity as domestic
deposits have declined (-3.5% in 2016). The external liquidity has been primarily
interbank deposits (47% of total external funding in 2016) although deposits of non-
residents (42%) have risen as well. According to a recent report by Standard & Poor’s,
most of this liquidity has come from other geographies (Europe and Asia). However,
there is likely a portion that has come from the rest of the GCC.

While there are no restrictions on financial flows yet, there is a risk that Saudi/ UAE
banks refuse to roll over money market loans or reduce exposure to Qatari banks which
could put some strain on the banking system. SAMA has already instructed Saudi
banks not to buy Qatari Riyals. Qatar Central Bank data shows that the gross foreign
liabilities of Qatari commercial banks stood at USD 124.5bn at the end of April, and net
foreign liabilities stood at USD 50bn.

Energy links

Qatar as a source of UAE and Dubai natural gas supply

The main energy link between the UAE and Qatar is the Dolphin Energy natural gas
pipeline. The 3.2bn cu ft/day capacity pipeline brings Qatari natural gas into the UAE
distribution system, feeding ADWEC, DUSUP and also extends into Oman. The
pipeline provides around a third of the UAE's total natural gas supply as domestic
production contains high levels of sulfur and is costly to process for use in power
stations. Volumes of natural gas since the pipeline opened have been closer to 2bn cu
ft/day but Qatar Petroleum agreed a long-term sale and purchase agreement with
Dolphin Energy in October to provide additional volumes to the Sharjah and Ras al
Khaimah gas infrastructure.

DUSUP secures its natural gas supply from ADNOC and Dolphin Energy and supplies
gas to DEWA, the EGA smelter at Jebel Ali, ENOC and other industrial users in the
Emirate. Dubai has taken steps to diversify its natural gas supplies and has operated
a floating storage and regasification unit (FSRU) at Jebel Ali since 2010 to import LNG
which it has sourced from origins as diverse as Australia and Trinidad and Tobago.

Abu Dhabi also installed an FSRU in mid-2016 and Sharjah National Oil Company has
signed a MoU to set up an FSRU at the Hamriyah port by spring 2018 to secure LNG
supplies.

Abu Dhabi ownership limits, but doesn't eliminate, risks

Dolphin Energy is owned 51% by Mubadala with the remaining stakes held by Total
(France) and Occidental Petroleum (US). Abu Dhabi government ownership of the
company and facilities moderates the risk of supply disruptions in our view. In a
scenario where Qatar restricted access to the facilities or the supply of electricity to the
gas processing plant, supplies of natural gas would be affected which would send
domestic gas prices higher and affect industrial facilities in the UAE and Dubai (EGA's
smelters, for example, are intensive users of gas-fired power).

The LNG market is lingering from the impact of large new supply additions in recent
years from Australia and benchmark prices for cargoes imported into Japan were
trading recently at USD 5.40/mBtu. This compares with over USD 20/mBtu as recently
as 2014. LNG prices are largely indexed to oil prices so the current environment of soft
oil prices and an oversupplied LNG market means that an upward price spike in LNG
if the UAE needs to secure large near-term volumes may not be long-lasting. Freight
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costs for LNG have also been depressed in recent years with costs for shipping
cargoes between Australia and the UK at multi-year lows (see chart below).

Soft LNG market could offset gas supply disruption
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Source: EIKON, Emirates NBD Research.

Qatar as a disruptor to OPEC and crude oil markets

Qatar is a member of OPEC and is bound by the production cut agreement signed in
November 2016 and renewed at the end of May 2017. However, its volumes of crude
production are low, at less than 700 kb/d (compared with around 3m b/d from the UAE
before the cut agreement came into force) and output has been in long-term decline
since around 2008. In June 2016 Total (France) won a 30% stake in the Al Shaheen
oil field concession which it will operate with Qatar Petroleum for 25 years. However,
Total's investment in Al Shaheen is meant to keep production from the field steady
rather than try to increase production. We therefore see little risk of Qatar being able
to suddenly raise output and negatively affecting prices in a diplomatic retaliatory act.

Qatar a small crude producer
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Diplomacy may distract policymakers from oil market rebalancing
In a scenario where another OPEC member supported Qatar diplomatically (for

example Iran or Iraq) then compliance with production cut agreement could be
threatened. OPEC has been able to smooth over political disputes for the purposes of
trying to manage markets—Iran and Saudi Arabia rapprochement at recent OPEC
meetings is a case in point. However, if diplomatic conditions deteriorated further and
proved to be a distraction to Saudi Arabia or the UAE then other producers may seek
to raise output quietly. News that OPEC output was increasing would heap more
downward pressure on oil prices and would upend efforts at rebalancing markets.

Impact on Financial Markets

Equities

Following the decision of several countries in the GCC including Saudi Arabia and the
UAE along with Egypt to severe all diplomatic ties with Qatar, the immediate impact
was felt mainly on Qatari equities. Most other regional markets were unaffected. The
Qatar Exchange dropped -7.7%. In terms of flow, GCC investors were net sellers to
the tune of USD 55mn while foreign investors were net buyers to the tune of USD
16mn.

In terms of broad equity market flows, GCC investors account for around 25% of total
volumes on the DFM index.

Significant investments in the UAE banks by Qatari banks
United Arab Bank — 40% owned by Commercial Bank of Qatar
Commercial Bank International — 40% owned by Qatar National Bank

Credit

The immediate reaction was a sell-off in Qatari bonds with QATAR 21s losing 1.0%
and QATAR 26s dropping -1.7%. However, the impact is likely to remain contained
given material regional holdings and possible demand from Qatari and Kuwaiti banks.
The sell-off in Qatari bonds has made them more attractive relative to their ratings
which could draw interest from yield chasing foreign investors

FX

QAR 12-month forwards have spiked to the levels they were last at in January 2016
when oil prices were sub-USD30pb. Other regional forward prices have reacted only
marginally. This suggests concerns about a QAR peg devaluation.

Ratings

Initial comments from rating agencies indicate that they are actively monitoring the
developments. It must be noted that Moody’s downgraded Qatar’s rating by one notch
to Aa3 recently with the outlook put at stable. It is possible that should the crisis
continue for long, there are risks of at least another notch downgrade by rating
agencies. Having said that, the last week’s move by Moody’s had no impact on bond
prices.
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Disclaimer

PLEASE READ THE FOLLOWING TERMS AND CONDITIONS OF ACCESS FOR THE PUBLICATION BEFORE THE USE THEREOF. By continuing to access and use the
publication, you signify you accept these terms and conditions. Emirates NBD reserves the right to amend, remove, or add to the publication and Disclaimer at any time. Such
modifications shall be effective immediately. Accordingly, please continue to review this Disclaimer whenever accessing, or using the publication. Your access of, and use of the
publication, after modifications to the Disclaimer will constitute your acceptance of the terms and conditions of use of the publication, as modified. If, at any time, you do not wish to
accept the content of this Disclaimer, you may not access, or use the publication. Any terms and conditions proposed by you which are in addition to or which conflict with this
Disclaimer are expressly rejected by Emirates NBD and shall be of no force or effect. Information contained herein is believed by Emirates NBD to be accurate and true but Emirates
NBD expresses no representation or warranty of such accuracy and accepts no responsibility whatsoever for any loss or damage caused by any act or omission taken as a result
of the information contained in the publication. The publication is provided for informational uses only and is not intended for trading purposes. Charts, graphs and related
data/information provided herein are intended to serve for illustrative purposes. The data/information contained in the publication is not designed to initiate or conclude any
transaction. In addition, the data/information contained in the publication is prepared as of a particular date and time and will not reflect subsequent changes in the market or changes
in any other factors relevant to their determination. The publication may include data/information taken from stock exchanges and other sources from around the world and Emirates
NBD does not guarantee the sequence, accuracy, completeness, or timeliness of information contained in the publication provided thereto by or obtained from unaffiliated third
parties. Moreover, the provision of certain data/information in the publication may be subject to the terms and conditions of other agreements to which Emirates NBD is a party.

None of the content in the publication constitutes a solicitation, offer or recommendation by Emirates NBD to buy or sell any security, or represents the provision by Emirates NBD
of investment advice or services regarding the profitability or suitability of any security or investment. Moreover, the content of the publication should not be considered legal, tax,
accounting advice. The publication is not intended for use by, or distribution to, any person or entity in any jurisdiction or country where such use or distribution would be contrary
to law or regulation. Accordingly, anything to the contrary herein set forth notwithstanding, Emirates NBD, its suppliers, agents, directors, officers, employees, representatives,
successors, assigns, affiliates or subsidiaries shall not, directly or indirectly, be liable, in any way, to you or any other person for any: (a) inaccuracies or errors in or omissions from
the publication including, but not limited to, quotes and financial data; (b) loss or damage arising from the use of the publication, including, but not limited to any investment decision
occasioned thereby. (c) UNDER NO CIRCUMSTANCES, INCLUDING BUT NOT LIMITED TO NEGLIGENCE, SHALL EMIRATES NBD, ITS SUPPLIERS, AGENTS, DIRECTORS,
OFFICERS, EMPLOYEES, REPRESENTATIVES, SUCCESSORS, ASSIGNS, AFFILIATES OR SUBSIDIARIES BE LIABLE TO YOU FOR DIRECT, INDIRECT, INCIDENTAL,
CONSEQUENTIAL, SPECIAL, PUNITIVE, OR EXEMPLARY DAMAGES EVEN IF EMIRATES NBD HAS BEEN ADVISED SPECIFICALLY OF THE POSSIBILITY OF SUCH
DAMAGES, ARISING FROM THE USE OF THE PUBLICATION, INCLUDING BUT NOT LIMITED TO, LOSS OF REVENUE, OPPORTUNITY, OR ANTICIPATED PROFITS OR
LOST BUSINESS. The information contained in the publication does not purport to contain all matters relevant to any particular investment or financial instrument and all statements
as to future matters are not guaranteed to be accurate. Anyone proposing to rely on or use the information contained in the publication should independently verify and check the
accuracy, completeness, reliability and suitability of the information and should obtain independent and specific advice from appropriate professionals or experts regarding
information contained in the publication. Further, references to any financial instrument or investment product is not intended to imply that an actual trading market exists for such
instrument or product. In publishing this document Emirates NBD is not acting in the capacity of a fiduciary or financial advisor.

Emirates NBD and its group entities (together and separately, "Emirates NBD") does and may at any time solicit or provide commercial banking, investment banking, credit, advisory
or other services to the companies covered in its reports. As a result, recipients of this report should be aware that any or all of the foregoing services may at times give rise to a
conflict of interest that could affect the objectivity of this report.

The securities covered by this report may not be suitable for all types of investors. The report does not take into account the investment objectives, financial situations and specific
needs of recipients.

Data included in the publication may rely on models that do not reflect or take into account all potentially significant factors such as market risk, liquidity risk and credit risk. Emirates
NBD may use different models, make valuation adjustments, or use different methodologies when determining prices at which Emirates NBD is willing to trade financial instruments
and/or when valuing its own inventory positions for its books and records. In receiving the publication, you acknowledge and agree that there are risks associated with investment
activities. Moreover, you acknowledge in receiving the publication that the responsibility to obtain and carefully read and understand the content of documents relating to any
investment activity described in the publication and to seek separate, independent financial advice if required to assess whether a particular investment activity described herein is
suitable, lies exclusively with you. You acknowledge and agree that past investment performance is not indicative of the future performance results of any investment and that the
information contained herein is not to be used as an indication for the future performance of any investment activity. You acknowledge that the publication has been developed,
compiled, prepared, revised, selected, and arranged by Emirates NBD and others (including certain other information sources) through the application of methods and standards of
judgment developed and applied through the expenditure of substantial time, effort, and money and constitutes valuable intellectual property of Emirates NBD and such others. All
present and future rights in and to trade secrets, patents, copyrights, trademarks, service marks, know-how, and other proprietary rights of any type under the laws of any
governmental authority, domestic or foreign, shall, as between you and Emirates NBD, at all times be and remain the sole and exclusive property of Emirates NBD and/or other
lawful parties. Except as specifically permitted in writing, you acknowledge and agree that you may not copy or make any use of the content of the publication or any portion thereof.
Except as specifically permitted in writing, you shall not use the intellectual property rights connected with the publication, or the names of any individual participant in, or contributor
to, the content of the publication, or any variations or derivatives thereof, for any purpose.

YOU AGREE TO USE THE PUBLICATION SOLELY FOR YOUR OWN NONCOMMERCIAL USE AND BENEFIT, AND NOT FOR RESALE OR OTHER TRANSFER OR
DISPOSITION TO, OR USE BY OR FOR THE BENEFIT OF, ANY OTHER PERSON OR ENTITY. YOU AGREE NOT TO USE, TRANSFER, DISTRIBUTE, OR DISPOSE OF ANY
DATA/INFORMATION CONTAINED IN THE PUBLICATION IN ANY MANNER THAT COULD COMPETE WITH THE BUSINESS INTERESTS OF EMIRATES NBD. YOU MAY
NOT COPY, REPRODUCE, PUBLISH, DISPLAY, MODIFY, OR CREATE DERIVATIVE WORKS FROM ANY DATA/INFORMATION CONTAINED IN THE PUBLICATION. YOU
MAY NOT OFFER ANY PART OF THE PUBLICATION FOR SALE OR DISTRIBUTE IT OVER ANY MEDIUM WITHOUT THE PRIOR WRITTEN CONSENT OF EMIRATES NBD.
THE DATA/INFORMATION CONTAINED IN THE PUBLICATION MAY NOT BE USED TO CONSTRUCT A DATABASE OF ANY KIND. YOU MAY NOT USE THE
DATA/INFORMATION IN THE PUBLICATION IN ANY WAY TO IMPROVE THE QUALITY OF ANY DATA SOLD OR CONTRIBUTED TO BY YOU TO ANY THIRD PARTY.
FURTHERMORE, YOU MAY NOT USE ANY OF THE TRADEMARKS, TRADE NAMES, SERVICE MARKS, COPYRIGHTS, OR LOGOS OF EMIRATES NBD OR ITS
SUBSIDIARIES IN ANY MANNER WHICH CREATES THE IMPRESSION THAT SUCH ITEMS BELONG TO OR ARE ASSOCIATED WITH YOU OR, EXCEPT AS OTHERWISE
PROVIDED WITH EMIRATES NBD’S PRIOR WRITTEN CONSENT, AND YOU ACKNOWLEDGE THAT YOU HAVE NO OWNERSHIP RIGHTS IN AND TO ANY OF SUCH ITEMS.
MOREOVER YOU AGREE THAT YOUR USE OF THE PUBLICATION IS AT YOUR SOLE RISK AND ACKNOWLEDGE THAT THE PUBLICATION AND ANYTHING CONTAINED
HEREIN, IS PROVIDED "AS IS" AND "AS AVAILABLE," AND THAT EMIRATES NBD MAKES NO WARRANTY OF ANY KIND, EXPRESS OR IMPLIED, AS TO THE
PUBLICATION, INCLUDING, BUT NOT LIMITED TO, MERCHANTABILITY, NON-INFRINGEMENT, TITLE, OR FITNESS FOR A PARTICULAR PURPOSE OR USE. You agree,
at your own expense, to indemnify, defend and hold harmless Emirates NBD, its Suppliers, agents, directors, officers, employees, representatives, successors, and assigns from
and against any and all claims, damages, liabilities, costs, and expenses, including reasonable attorneys’ and experts’ fees, arising out of or in connection with the publication,
including, but not limited to: (i) your use of the data contained in the publication or someone using such data on your behalf; (ii) any deletions, additions, insertions or alterations to,
or any unauthorized use of, the data contained in the publication or (iii) any misrepresentation or breach of an acknowledgement or agreement made as a result of your receiving
the publication.
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