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A
s global index provider MSCI pointed out in June 2018, the existence of active stock lending 

and short selling practices has become a clear standard in developed markets in support 

of direct hedging practices and quantitative asset management. More broadly, they have 

become a recognized ingredient in the efficiency of markets, by allowing arbitrage between different 

instruments (futures, ETFs). The existence of rules and regulations governing these activities is not 

a sufficient condition to meet international standards. Stock lending and short selling activities also 

need to be efficient and well tested. 

Global Investor’s first dedicated securities finance guide covering the Middle East and North Africa 

offers a window into some of the important work going on in a diverse region. Many MENA markets, 

as this guide reveals, find themselves at crucial stages when it comes to building short selling and 

securities lending mechanisms supported by regulation. 

As well as impressing index compilers, there’s an increasing understanding that upgrades in this 

area help each market to diversify product offerings to incumbent market players, entice new 

entrants including investors and market intermediaries. Investors, in particular, will also be able to 

exercise a new investment strategy or hedging instrument while improving price discovery and 

liquidity.

Even so, securities financing in MENA region remains very restricted and work is still at a fairly 

early stage compared to Europe, North America and many parts of Asia. The operational framework 

to support money market transactions is still quite unevenly developed in MENA with a bias toward 

the primary markets and infrequent liquidity injection operations from the central banks.

Change is underway and reforms in Saudi Arabia and the United Arab Emirates are covered in 

detail in this year’s guide. We also look at other markets (Bahrain, Morocco, Egypt and more) and 

include views from exchanges, central banks and regulatory experts on the ground in the region. 

Views of local institutional investors and brokers are also included, as well major banks providing 

an international perspective. Other topics, including the Saudi Aramco IPO, investor relations in the 

region, hedge fund exposure and whether securities lending can be sharia-compliant also feature 

this year.

We hope experienced investors and market participants as well as those less familiar with securities 

finance will ultimately gain a clearer view of how MENA markets operate and discover how things 

are changing.

Thank you to our sponsors and all those who supported the 2018 guide.

Andrew Neil

Securities finance editor

Global Investor Group

Securities finance  
editor’s letter
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What are HSBC’s estimates for foreign 
investor inflows when Saudi Arabia joins 
the emerging markets indexes next year? 

MSCI announced earlier this year that it will 

include Saudi Arabia in its Emerging Markets 

Index, with a weighting of approximately 2.4% 

with 32 securities being included. This will be a 

two-step inclusion process, with the first inclu-

sion in May 2019 and the second in August 2019. 

At HSBC, we expect to see around $8bn 

of passive flows over the two tranches. In 

addition, we anticipate active flows from 

fund managers to be significantly greater, 

potentially bringing the total to $25bn. 

FTSE Russell also announced it will include 

Saudi Arabia in its Emerging Market index, 

with an expected 2.7% weighting. We expect 

this to trigger passive inflows of approximately 

$6.4bn, with active inflows amplifying this 

figure. Implementation is due to take place 

over five tranches between March and 

December 2019

In total, we expect that the combined passive 

and active inflows of the two index events 

into Saudi Arabia’s stock exchange of roughly 

$35bn over the next two years. 

This huge liquidity event is likely to transform 

the share of foreign investor ownership of 

the Tadawul, the Saudi Stock Exchange. 

This currently hovers between 5% and 6% in 

contrast to foreign ownership levels in Qatar 

and UAE that fluctuate between 8% and 9%. In 

terms of capital flows into emerging markets 

in the last decade only the process of inclusion 

for China A shares in the emerging market 

indexes compares in scale. 

Osman Raie, Managing Director 
and Senior Advisor - Saudi 
Equities, HSBC Bank Middle East 
Limited, explains how reforms 
of the country’s capital markets, 
and upcoming inclusion in 
emerging market indexes are 
transforming Saudi Arabia as an 
investor destination 

Step change  
in Saudi Arabia
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We have already started seeing the active 

flows. Earlier this year we witnessed a surge 

in fund flows as investors pre-positioned for 

the FTSE and MSCI announcements, which 

were widely anticipated. These have been 

instrumental in the performance of the Tadawul 

which has gained 11% since the start of the year. 

Can you explain the main features of Saudi 
Arabia’s current economic and social 
reform? 

Spurred by the pressure of the decline in oil 

prices in 2014, Saudi Arabia’s economy em-

barked on a rapid plan to transition away from 

its historical dependence on oil, underpinned 

by the three pillars of the Saudi Vision 2030.

In economic terms, the visible manifestations 

of this shift include plans for large scale 

divesting of government assets and an increase 

in corporate and financial transparency. The 

social reforms that the country is experiencing 

have been well documented, and include the 

lifting of the ban on women driving and the 

widespread opening of cinemas across the 

country. That many of these changes were 

unthinkable 18 months ago indicates both the 

speed and scale of change. 

Less discussed is the Saudi-isation of the 

country’s skilled labour force. Talented and 

ambitious young Saudis who have been 

educated abroad and are now returning in 

increasing numbers with commitment to 

drive long term Business plans in support of 

the Saudi Vision 2030. They are drawn by 

the government’s commitment to reform, 

the opportunities this is creating and the 

commercial and social future that these secure. 

Careers in both the public and private sectors 

now have an allure to foreign educated and 

working Saudis that they lacked before. The 

planned result is a more productive, skilled and 

motivated workforce as talented young Saudis 

succeed in the country’s major firms. 

How are the changes affecting capital 
markets in particular? 

Just as these social and economic reforms are 

challenging traditional perceptions of life and 

work in Saudi Arabia, the reform of capital 

markets and the process of doing business 

there are challenging the traditional notions 

held by investors. 

With the help of the Corporate Governance 

Code, the regulator, the Capital Market 

Authority (CMA), has demonstrated to listed 

firms the need for a more open, transparent 

and corporate governance-led approach. The 

result – especially over the last year – has 

been that firms are now far more open to 

shareholders, who have increasingly good 

access to the senior management of major 

companies as well as much more detail on 

growth plans and key performance data. 

We have seen an increase in analysts’ days 

and quarterly conference calls as company 

management generally becomes more 

receptive to meeting institutional investors. 

In addition to the requirements made of 

them by the regulator under the Corporate 

Governance Code, companies are themselves 

seeing the benefits of greater transparency in 

attracting foreign capital. They appreciate the 

advantage of an open, transparent, proactive 

approach to investor relations as they seek to 

stand out among the large pool of investment 

targets in the emerging market indexes. 

Among these recent capital market 
reforms which will be most instrumental in 
attracting global investors? 

In January this year, the CMA issued the third 

update to its Qualified Foreign Financial 

Institution (QFI) scheme, which was initially 

introduced in 2015 to enable international 

investors to invest directly in Saudi’s capital 

markets. 
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The first pillar of this reform was a reduction 

in the minimum size of investors who could 

qualify for QFI allocations, from $1bn of assets 

under management to $500m. In addition to 

widening the pool of eligible investors in the 

Tadawul, this change has been important in 

communicating to international investors that 

Saudi Arabia welcomed all types of investors, 

regardless of their size. 

Another change has been the increase in the 

share that a single investor can hold of a stock 

to 10% from 5%. This Increase is important in 

providing investors with the means to make 

strategic investments if needed: there is a 

large number of global managers who need a 

major share of a company to take high convic-

tion positions. The total aggregate limit of 

foreign holdings remains at 49% overall.

While the changes are important in and 

of themselves, they also signal to the wider 

market the readiness on the part of the Saudi 

authorities to respond to feedback provided 

to them by the international investor commu-

nity. 

On top of that, foreign investors are also 

now able to aggregate multiple orders for 

the same stock, a huge step forward in terms 

of ensuring best execution. This is the com-

mon matrix that all investment managers use 

to validate price, in order to ensure they are 

getting the best value for their clients – a 

crucial piece of compliance – but managed 

order aggregation also alleviates volatility 

and makes pricing more efficient. Meanwhile, 

Tadawul also moved this year from a Volume 

Weighted Average Price to an auction method 

for determining closing prices, which is in line 

international best practice and will encourage 

greater price efficiency, increased liquidity, re-

duced market volatility and enhanced security 

for both investors and intermediaries.

Again, these shifts illustrate the CMA’s re-

sponsiveness to feedback, acknowledging the 

priority of fund managers to be fair to every 

investor in their fund. Tadawul offers investors 

as fair a process of execution as well clarity of 

pricing and liquidity as any other exchange in 

the region. 

How do investors gain short exposure to 
Saudi? 
At the moment, short exposure to Saudi can 

only be gained via synthetic exposure through 

Swaps. However, the CMA released regulations 

last year allowing investors to trade covered 

short sells and the investment banks – includ-

ing HSBC - are working hard to put in place an 

appropriate structure to enable this trade. 

Commitment to this process on the part of 

the regulator and wider Saudi government is 

an essential part of the development of Saudi 

Arabia’s capital markets infrastructure. There is 

clearly no taboo around the practice of short 

selling, but rather a high degree of comfort as 

illustrated by the regulations that have already 

been released. 

This is the region’s largest and most liquid 

stock market, comprising 172 listed compa-

nies on the Main Market over a diverse range 

of sectors. A full regime for short selling will 

provide an invaluable mechanism for investors 

to hedge positions. It will also be essential in 

narrowing bid-offer spreads, thereby increas-

ing liquidity and market efficiency in the same 

breath.  

This is another important step forward in 

attracting greater interest from international 

investors. 

“The shift to allow aggregate multiple orders for the same stock is a 
huge step forward in terms of ensuring best execution”
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Can you outline the current global appetite 
for sukuk and related instruments? 

The striking trend here is the increasing 

convergence of Islamic and green bonds. The 

two markets share underlying principles as 

evidenced, in particular, by the concern for the 

environment encoded in Sharia law. This shared 

foundation means that sukuk and other sharia-

compliant vehicles provide great potential as 

a channel for capital towards sectors such 

as renewable energy. Such flows will work to 

deepen these markets, tightening pricing for 

issuers and increasing allocation opportunities 

for investors. 

Investors from the Middle East are leading 

the process of convergence. However, the 

recent spike in uptake for these products 

includes a strong demand element coming 

from beyond the MENA region and it is likely 

that involvement by these foreign investors will 

continue to grow. 

HSBC was the joint lead manager and book 

runner for the Republic of Indonesia’s dual 

tranche $1.25bn five-year green sukuk. We were 

also the sole green structuring advisor for the 

transaction, which was the world’s first ever 

sovereign green sukuk. 

For Professional Clients and Eligible Counterparties only. Not for Retail customers.
Issued by HSBC Bank plc. 8 Canada Square, London, E14 5HQ
Authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and the Prudential 
Regulation Authority

“In total, we predict foreign 
investor inflows into Saudi 
Arabia of roughly $35bn over 
the next two years”
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I
n June, MSCI confirmed that Saudi Arabia 

would be upgraded from a standalone 

market to an emerging market on its index. 

While Saudi Arabia remains relatively untapped 

by global investors, with foreign ownership of 

locally listed securities comprising less than 5% 

of the total, Deutsche Bank predicts this will 

change as inflows could reach $35bn post-

MSCI inclusion on top of the $5bn already 

projected following FTSE Russell’s market 

upgrade in March.

Richard North, EMEA head of securities 

finance at Citi, notes that securities finance 

is becoming more relevant in MENA as short 

selling is being authorised by the Emirates, 

Qatar and Kuwait, which should increase 

liquidity and flow and increase domestic stock 

lending activity over the coming years.

“In terms of opportunity, Saudi Arabia has 

the biggest market share in the Middle East 

and has the potential to be a key market with 

particular focus on upcoming IPO activity as a 

fundamental driver,” he continues.

Limited liquidity creates commercial 

challenges at times where there isn’t a viable 

equity financing avenue, but North says this 

doesn’t prevent access to the market, either 

physically or synthetically via swaps.

It is also worth noting that the market 

is dominated by retail investors who are 

While recent developments in Saudi Arabia are likely to have a 
positive impact on the securities finance market in the Middle East 
and North Africa, significant regulatory and infrastructural constraints 
continue to hold the market back in many other parts of the region. 
Paul Golden reports.

International  
perspectives

“In terms of opportunity, Saudi 
Arabia has the biggest market 

share in the Middle East and 
has the potential to be a key 
market with particular focus 

on upcoming IPO activity as a 
fundamental driver”

Richard North, Citi
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traditionally restrained when it comes to new 

strategies, which has hindered the market in 

the past.

“We work closely with the regulators in Saudi 

Arabia, where the CMA was very welcoming of 

the market expansion plans within securities 

financing,” says North. “This is a service we 

are looking at developing to ensure we can 

cover our clients’ interests with access to 

international and local lenders.”

While Saudi Arabia has a large market 

capitalisation, when comes to securities 

lending few countries in MENA are considered 

really active according to Societe Generale 

Prime Services head of liquidity management 

agency, Christian Regis.

“Several countries have over the last few 

years been working actively to build up their 

profile, like Qatar and Israel, but there is still 

more to be done,” he says. “While MENA-based 

asset owners have long been a very important 

part of the global securities lending market, 

most local markets have historically been 

restrictive when it comes to securities lending 

as a result of regulatory or operational reasons 

or market needs.”

Regulatory factors include both explicit 

restrictions (for instance, short selling is 

forbidden in most Middle East countries but 

permitted in others such as the UAE, albeit with 

some restrictions) or ‘by-default’ restrictions 

when rules don’t cover explicitly securities 

lending, thus creating legal or tax uncertainties.

It must also be taken into account that several 

of the largest financial institutions in the region 

may also have to abide by their own Sharia 

rules.  

Operational issues arise from legacy systems 

built to handle buy/sell flows but which are not 

suited for borrow/lend flows. Some markets are 

actively working on this, including the Tel Aviv 

Stock Exchange which has communicated on its 

plan to create a distributed ledger technology-

based central securities lending platform.

This being said, one regional source told 

us that we should not underestimate the 

dynamics at play which are pushing for 

greater development of local financial markets, 

including securities lending arrangements.  

Saudi Arabia is a good example with some 

local players setting up themselves for 

such activities, taking advantage of local 

authorisation regimes.

In terms of repo, he refers to a varied 

playing field where some markets have had 

a structurally sound repo framework since 

the early 2000s and now have a highly active 

“Several countries have over 
the last few years been working 
actively to build up their profile, 
like Qatar and Israel, but there is 
still more to be done”

Christian Regis, Societe Generale
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market whereas other MENA countries have 

substitutes to repos, albeit with a challenging 

legal and operational environment.

“Solving the multiple aspects required for 

the foundation of a fully-fledged repo market 

(accounting, tax, legal contract) has not yet 

happened in a meaningful sense throughout 

the region,” explains our source, who wished 

to remain anonymous. “The regional banks are 

active in the bilateral repo space, but still face 

a challenge to find new counterparts to finance 

GCC credit. Most of the banks are highly 

invested in GCC credit, which makes it hard for 

them to get new cash providers.”

He notes that the lending of securities is still 

a relatively uncommon activity in the Middle 

East, although lending and borrowing has - and 

should continue to - gain traction following 

recent announcements around the set up of 

regulated short selling facilities in Saudi Arabia, 

Abu Dhabi and Dubai.

“Lots of progress is being made but we are 

still at a fairly early stage compared to Europe, 

the US and Asia,” he says. “The operational 

framework to support money market 

transactions is still quite unevenly developed in 

MENA with a bias toward the primary markets 

and infrequent liquidity injection operations 

from the central banks.”

Ongoing restrictions on short-selling also 

hamper efforts, but there is a trend to allow 

this at least in a limited sense more recently, he 

adds. “There are a number of historical reasons 

for this - including central bank and regulatory 

policy - but the trend for advancement is 

clearly a positive one.” 

As secondary market volume increases, 

repo and securities lending market CSDs 

will require upgrades in the services they 

provide (automation, risk management, IT 

and operational, real time connectivity). This 

presents an opportunity for those CSDs that 

already possess the required infrastructure to 

support the evolving market. 

When asked to assess the regulatory 

environment for securities finance in MENA, 

our source observes that a number of global 

regulations that do not have a direct impact 

in the region carry a significant extraterritorial 

element.

“If we look at MiFID II/MiFIR trade reporting 

(to market), pre- and post-trade reporting 

requirements, quotes and details of executed 

transactions to be made publicly available 

in near real time applies to non-EU firms 

transacting OTC outside the EU with a non-EU 

branch of an EU investment firm,” he says.

MiFID and SFTR also carry transaction 

reporting requirements (to regulators) with 

executed transaction details - including legal 

“There is a massive potential for 
growth and we are still relatively 
early in the market, so the future 

looks exciting.”

 Brenda Bol, Clearstream 
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entity identifiers - having to be reported to 

national competent authorities. This places 

a burden of responsibility on the MENA 

counterpart of an EU entity and has specific 

and potentially significant implications on 

sovereign wealth and other regional funds 

participating in securities lending programmes 

in the international markets.

To date, a number of these activities have 

been carried out on an anonymised basis, 

although the future of this type of arrangement 

looks uncertain.  

EMIR also impacted banks in the region since 

all the countries are not ISDA-approved netting 

jurisdictions, so banks set up special purpose 

vehicles and are facing their repo counterparts 

from these SPVs.

“Positive trends include the launch of 

regulated short-selling facilities,” adds our 

source. “More broadly, moves such as Saudi 

Arabia’s efforts to modernise its stock market 

and its subsequent inclusion in the MSCI index 

will lead to the inflow of billions of dollars 

from money managers worldwide and help 

improve liquidity in the biggest stock market 

in MENA. Similar trends can be seen in the 

wider economy with reforms that help to boost 

overseas investment in Saudi Arabia, such as 

allowing 100% foreign ownership of companies 

in certain sectors.”

Securities finance transactions provide an 

alternative means of providing liquidity and 

yield to traditional lending methods, such as 

secured or margin loans adds Brenda Bol, head 

of relationship management global securities 

financing at Clearstream.

“Deep and liquid secondary markets support 

liquidity and maturity transformation and have 

beneficial impacts across the economy,” she 

adds. “There is a massive potential for growth 

and we are still relatively early in the market, 

so the future looks exciting. The widespread 

implementation of repo frameworks in 

MENA countries should also assist with other 

structural and operational reform (such as 

legal framework, tax and accounting rules, and 

settlement infrastructure).”

As banks are forced to revaluate balance 

sheet-intensive activities in light of recent 

regulations, Bol is confident that opportunities 

will be created for the likes of sovereign wealth 

funds in MENA who can increase their activity 

in the repo and financing markets.

There is certainly further opportunity to be 

seen across MENA - such as in the UAE and 

Kuwait - although Saudi Arabia has garnered 

most interest from clients in recent times, says 

Citi’s North. “This is largely due to the MSCI 

and FTSE market announcements of upgrading 

the Tadawul. These changes indicate that 

the region is opening up its financial markets 

and that in time it will have the infrastructure, 

breadth and depth to accommodate 

international investor demand within the 

securities finance space.”

SocGen’s Regis agrees that there is 

considerable scope for growth. “Although 

the rhythm of progress has been slow, this is 

a very lively region with many sophisticated 

stakeholders (regulators, central banks, 

financial institutions positioning themselves 

with securities lending licences, advisors, 

vendors) who feel confident about pushing 

more and more for business-friendly solutions 

to meet local needs,” he says.

To get the full picture, one should not look 

only at securities lending initiatives but also 

more broadly at the efforts made to build more 

liquid local financial markets. This development, 

together with competition between local 

financial centres and growing issuance of 

local debts over time, is going to drive the 

emergence of new local liquidity pools.

“We should also not discount the possibility 

for innovative solutions to emerge in a 

relatively short period of time that would 

unlock growth, notably on fixed income 

assets,” concludes Regis. 
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S
ustained growth in the Middle East 

and North Africa (MENA) continues to 

fuel the need for additional capital and 

financing.  In addition to traditional funding 

sources, securities lending programmes 

provide an important option for realizing 

additional revenues on existing portfolios.  As 

a result, we have seen an increase in lending, in 

scope and activity, across the region.    

 In some ways, this is not surprising: for 

decades, institutions in MENA have been 

committed to lending programmes.  Nearly 20 

years ago, for example, a MENA sovereign wealth 

fund was our first client to create a non-custody 

lending arrangement. More recently, during 

the global financial crisis, MENA institutions 

remained steadfast lenders, providing much 

needed stability and supply to the market.  

Today, as lending markets continue to 

evolve, new opportunities are welcomed 

by the diverse types of clients and tailored 

lending programmes in the region.  The need 

to support regional transformation initiatives, 

while managing within capital reform changes 

affecting cost, financing and leverage, are 

driving institutions to find ways to identify 

additional revenue. This is where new lending 

options, in combination with more traditional 

financing tools, may be able to help.    

Five lending options to consider

Collateral flexibility:  In a market with more 

supply than demand, making your portfolio as 

Dan Rudd, Executive Director, J.P. Morgan

Fueling lending  
growth in MENA

What makes MEna different? 

From a lending perspective, MENA is well-
placed to take advantage of opportunities 
and solutions that have emerged, and are 
evolving, as the capital and regulatory 
environment continues to change.  

Diverse, relatively large and generally 
stable holdings, which are less subject 
to constrictive regulatory environments 
affecting other regions or asset owner 
types, allows MENA clients greater 
flexibility in unlocking the full revenue 
potential of their lending portfolios.  
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attractive as possible to borrow is imperative.  

Cash collateral trades, which are held on 

balance sheet, have recently fallen in demand 

due to a lack of borrower balance sheet 

capacity.  However, having the option to accept 

cash, particularly in markets such as the United 

States, is extremely important and there are 

other good trading opportunities in a positive 

yield curve environment.  

Equities remain the collateral of choice on 

the non-cash side, and those options continue 

to evolve.  For example, to help our clients 

generate more revenue, we recently expanded 

our indemnified offering to include ETFs.  

Term trades: Borrowers have demand for 

stable balances, typically of high quality liquid 

assets to help satisfy “Liquidity Coverage 

Ratios” and other regulatory requirements 

such as “Net Stable Funding Ratios”.  A 

premium can be extracted from utilising term, 

sometimes by as much as 100%.  

For term trades, a common preconception 

is that a client has to ‘lock up’ their individual 

securities for a set period in a term trade. This 

is generally not the case.  The more common 

evergreen structures are traded on an asset 

class basis, so if you have a stable balance of 

a particular asset class (e.g. U.S. Treasuries), 

a certain percentage of that asset class can 

be traded under a term structure allowing 

the fund manager to sell at any point in time 

should they wish, with a similar security 

substituted into the loan.  As clients seek to 

grow revenue, we see more and more interest 

in this trade structure across the region.  The 

typical term is 95 days, although we see 

demand for tenures from 35 days.

Pledge: As borrowers pursue balance sheet 

and capital-friendly products, accepting 

securities collateral on a pledge basis (as 

opposed to doing so on a title transfer), is 

being implemented for U.K. and international 

borrowers.  MENA clients will benefit from the 

change since the ability to accept collateral 

under a pledge arrangement is not available in 

all jurisdictions. 

The power of an experienced partner 

J.P. Morgan has had the privilege of serving 
clients in the Middle East and North Africa 
region for more than 80 years, including 
nearly 40 years of supporting securities 
lending programmes. 

More than 60 years ago, we opened our 
first branch in Beirut.  We have operated 
in Bahrain and Cairo for more than 40 
years, and have an established presence in 
Riyadh, Dubai, Abu Dhabi and Doha. 

Across the Corporate and Investment 
Bank, we have long-standing relationships 
with governments, top financial institutions 
and corporations across the Gulf 
Cooperation Council (GCC), the Levant and 
North Africa. By leveraging our extensive 
knowledge of the region, we deliver 
practical and appropriate solutions to solve 
issues for clients.

Today, as lending markets continue to evolve, new opportunities 
are welcomed by the diverse types of clients and tailored lending 
programmes in the region. The need to support regional transformation 
initiatives, while managing within capital reform changes affecting cost, 
financing and leverage, are driving institutions to find ways to identify 
additional revenue. This is where new lending options, in combination 
with more traditional financing tools, may help.
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Agency prime:  Agency prime allows lending 

directly to hedge funds, instead of lending 

through a prime broker (as borrower) to 

hedge funds.  The prime broker will arrange 

transactions between the hedge funds (as 

borrower) and lenders within the agent lending 

programme.  While this is in its infancy, the 

potential for capital savings indicate that it will 

likely be another good source of demand for 

the client base. 

Peer to peer:  Although there can be many 

forms of peer to peer structures, depending on 

the participants’ motivation, the ability to offer 

a solution to help source liquidity or financing 

through the use of agent lending platforms is a 

natural expansion to meet demand.  As banks 

and broker dealers rethink short-term financing 

and liquidity due to capital and/or regulatory 

requirements, they are being driven to longer 

term financing.

 

No conversation about lending would be 

complete without a word on indemnification.  

While lending agents are not removing the 

indemnity they provide if a borrower fails to 

return loaned securities when due, there are 

opportunities for particular trade structures 

to extract preferential fee splits should such 

indemnities be removed.  The option for this 

to be at an individual loan, market, collateral 

and/or borrower level make it a worthwhile 

conversation to have with your lending agent.  

While MENA clients do not typically take full 

advantage of dynamic fee splits, the popularity 

of these arrangements is growing; in EMEA, 

for example, one-third of our client base has 

already adopted this model.  

Given the complexity and opportunities 

within the lending markets, conversations 

about indemnification are just one of the 

many options and considerations for clients to 

evaluate.  That’s why we believe that a close 

partnership and open communication between 

a client and the lending agent is the most 

important component of a securities lending 

programme.  As you look for ways to add value 

through lending, your agent lender should be 

able to consult, educate and help you explore 

the various nuances available for your particular 

programme in today’s market, and keep you 

informed of these evolving opportunities.  

Put our experience to work.   

For more information, contact Dan Rudd at 

dan.rudd@jpmorgan.com.

as you look for ways to add 
value through lending, your 
agent lender should be able to 
consult, educate and help you 
explore the various nuances 
available for your particular 
programme in today’s market, 
and keep you informed of these 
evolving opportunities.  
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Kabin George, director, securities finance product management at IHS 
Markit, speaks to Global Investor on the firm’s offering and outlook 
for the global securities finance industry.

Interview:  
Kabin George
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IHS Markit’s benchmarking tool continues 
to add data & coverage depth. What have 
been the noteworthy enhancements over 
the past 18 months?

Kabin: IHS Markit continues to expand its data 

coverage on all instruments. Our lendable assets 

have crossed the $21 trillion mark, which is an 

increase of 19% (YOY) and on-loan values now 

exceed $2.5 trillion, an increase of 15% (YOY).  

With new regulatory responsibilities to ensure 

client assets are managed in the most efficient 

manner, we are seeing more demand for tools 

that can help market participants optimise their 

securities lending programmes. In addition to 

the large increase in inventory, we continue to 

attract new customers from all industry sectors. 

At IHS Markit, innovation is the key to our prod-

uct offerings, and with this in mind, we have en-

hanced our securities finance benchmarking tool 

with coverage for individual markets and indices 

– enabling users to analyse lending performance 

with single stock and peer group comparisons 

going back 5 years. In addition, we updated the 

methodology for our recommended peer group 

function to deliver benchmarks for client funds 

with similar dividend requirements.  

Which client segments/asset classes/re-
gions are showing strong growth?

Kabin: This year, global securities lending rev-

enue had the best Q2 since 2015, delivering a 

total of $3.1bn, an increase of 16% over Q2 2017. 

Adding that to the $2.6bn in Q1 revenues also 

reveals 2018 had the highest H1 securities lending 

revenue since the financial crisis. The demand for 

government bonds has remained near an all-time 

high, just above $1 trillion. Government bond 

revenues have also increased proportionally - the 

more than $900m earned in the first half of 2018 

is the highest on record. Despite the rise of fixed 

income lending, equities still account for more 

than 75% of global lending revenue. 

The growth in equity lending revenue has been 

driven by Asia in recent years, and Japanese 

equity owners have enjoyed a 32% revenue 

increase in Q2 2018 over Q2 2017. Consumer 

Discretionary is the most borrowed sector 

globally, bolstered by a sizable Tesla balance, 

but it would be the most borrowed sector even 

excluding that. Borrow demand for corporate 

bonds has increased 32% since the start of 2017 

and has bumped up against the $200bn peak 

in demand at the outset of Q2 (and again in 

early June). Notably, the balances and rev-

enues associated with specials, defined as fees 

above 75 bps, have also been trending up. The 

elevated borrow demand comes from a number 

of sources, but rising interest rates and related 

re-financing needs have created trading oppor-

tunities amidst the volatility in the first half of 

the year. While Asian emerging markets rightly 

attract most of the attention, it’s worth noting 

that South Africa and Latin America are also 

seeing increasing demand and revenues. If the 

current trends persist, emerging market equities 

will generate over $1bn in 2018 revenue.

What benefits does the product bring to 
beneficial owners?

Kabin: Our product enables beneficial owners 

to gain insight on how their securities finance 

programmes are performing against specified 

benchmarks, and which funds, counterparts and 

instruments are contributing to their revenue. 

Customers can generate customized reports on 

the consolidated performance of agents, be-

spoke and standardised compliance obligations, 

and risk management initiatives. The product 

can also be used for compliance checks to iden-

tify exceptions or potential violations against 

programme guidelines. Most importantly, it can 

help identify opportunities to enhance revenue 

attribution. 

What further developments to the securi-
ties finance product set are in the pipeline?

Kabin: While innovation is key, we are also keen 

on enhancing our product usability to ultimately 



Kabin GeorGe, iHS MarKit

20 • Middle East and North Africa Securities Finance Guide 2018

reduce workloads, so customers can focus on 

alpha generation.  We are working closely with 

our data providers to update the collateral 

buckets in adherence with current industry 

practices, while harmonising the approach for 

data delivery. We are also building consolidated 

reports which will incorporate the revenue-risk 

reward ratio across securities lending pro-

grammes – while identifying areas of under-

performance and quantifying risk (stress test 

scenarios, expected loss of default, and overall 

risk exposure). More clients are providing us 

with intraday and pending trade data, which can 

help our customers see market movements and 

re-rate opportunities on a more expedient basis.

How does the wider IHS Markit business 
support the securities finance segment? Is 
there greater cross-product strength post 
the IHS/Markit merger?

Kabin: In the securities finance space, we have 

a number of unique offerings – for example, 

our Research Signals solution helps identify 

potential short squeezes in the market, while 

our  Dividend Forecasting solution provides 5 

years of single name history, and our Evaluated 

Bond Pricing metrics can help denote the 

liquidity of fixed income instruments. IHS Markit 

is a complete global source of all publicly-

disclosed short disclosures, and we recently 

introduced the US Public short forecast, which 

is calculated daily (and prior to the public 

availability of exchange data) using an IHS 

Markit proprietary algorithm. On an enterprise 

basis, IHS Markit certainly has plenty of potential 

for cross-product synergy. 

How do you picture the next generation of 
securities finance services?

Kabin: The next generation of services will 

help the securities finance industry create 

and validate their strategic objectives, apply 

quantitative and qualitive factors using 

propriety data and tools, and help analyse what-

if scenarios when validating risk and return 

proposals. With new regulatory requirements 

impacting most of the securities lending 

ecosystem, we aim to deliver standardized and 

bespoke reports for compliance checks, and to 

flag exceptions or warnings. Key deliverables for 

us include advanced analytics, which combine 

datasets across product platforms, while 

leveraging our natural language processing 

(NLP) and natural language generation (NLG) 

technology to help with day-to-day decision 

making. 

IHS Markit has been a frontrunner in 
creating an SFTR reporting solution. Do 
you expect the regulation to change the 
securities finance market at all? If so how 
and for better or worse?

Kabin: IHS Markit provides an end-to-end, 

interoperable SFTR reporting solution which 

accepts data from front-end and back-end 

systems, and enables industry participants to 

leverage existing data pipes. 

We partnered with Pirum, who bring deep 

expertise in post trade reconciliation, with a 

matching engine that can generate UTIs man-

dated by SFTR. Whilst SFTR may seem like a 

burden in some ways, the end-goal of bringing 

greater transparency to the securities finance 

industry is a positive.

Is there appetite for benchmarking in the 
securities lending market to become more 
standardised across vendors/participants? 
Is this achievable?

Kabin: Yes, we are seeing more requests from 

beneficial owners to bring standardisation to 

the benchmarking process, and we are working 

closely with our customers on this. There 

has been skepticism for many years around 

benchmarking in general, so we are aiming to 

create benchmarks that incorporate numerous 

factors, and ultimately help firms measure the 

slippage from the optimum. 
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S
ecurities lending may be a fairly common 

practice among investors in many parts 

of the world, but in the Middle East 

it is still something of a novelty. Regulators 

have been slow to allow it and even where it 

is permitted demand has often been rather 

muted. Even so, there is still plenty of potential 

according to those involved in the market and 

some regional investors say they have been 

able to develop a useful additional revenue 

stream by lending some of their holdings.

While still at an early stage of development, 

momentum has been gradually building up 

around the Gulf countries in particular over the 

past decade or more. As long ago as 2002 the 

Kuwait Stock Exchange (since renamed Borsa 

Kuwait) issued a decree setting out a plan for 

securities lending. The Qatar Stock Exchange 

(QSE) followed suit in early 2013. However, the 

extent of lending activity in these and other 

markets is not always clear.

The most significant recent developments 

have come in the larger Gulf economies of the 

UAE and Saudi Arabia, where there appears 

to be a clear determination among regulators 

to develop this activity. This has happened in 

tandem with decisions by indexing firm MSCI 

to upgrade both countries to Emerging Market 

status – the UAE was upgraded in June 2013 

at the same time as Qatar, while Saudi Arabia 

gained promotion in June this year. 

“The market for securities lending and 

borrowing remains nascent in the region,” says 

Raghu Mandagolathur, senior vice-president of 

research at Kuwait-based Markaz. “Regulatory 

progress that enables the short-selling of 

shares, which creates demand for lending 

and borrowing of securities, is also slow. The 

recent upgrade of certain markets to MSCI 

Emerging Market status and the associated 

developments in market infrastructure has led 

The market for securities lending and borrowing in the Middle East 
has been advancing in recent years, but is still in its infancy, writes 
Dominic Dudley.

Borrowing time

The recent upgrade of certain 
markets to MSCI Emerging 

Market status and the associated 
developments in market 

infrastructure has led to certain 
progress, especially in UAE 

financial markets.”

Raghu Mandagolathur, Markaz
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to certain progress, especially in UAE financial 

markets.”

But while the systems may have been put in 

place, it is taking time for investors and other 

market participants to catch up. “While the 

potential remains large the current market 

for securities lending and borrowing remains 

meagre,” adds Mandagolathur.

The UAE’s Securities and Commodities 

Authority (SCA) first set out its requirements 

for securities lending and borrowing in August 

2012. The Dubai Financial Market (DFM) then 

approved the practice in January 2014 and the 

Abu Dhabi Securities Market (ADX) followed 

in May that year. But it was only in August 

2015 that National Bank of Abu Dhabi (NBAD) 

– since renamed First Abu Dhabi Bank after 

merging with First Gulf Bank in April 2017 – 

became the first institution in the UAE to be 

given a licence to offer securities lending and 

borrowing. Since then a few others have joined 

the ranks. The SCA’s website currently lists 

five firms as being licensed as lending agents. 

Along with First Abu Dhabi Bank the others 

are EFG Hermes, Al Ramz Capital, Al Safwa 

Mubasher Financial Services and Shuaa Capital.

The larger market of Saudi Arabia has been 

slower to develop its system. The Capital 

Market Authority (CMA) announced in 2016 

that it was planning to introduce securities 

lending and covered short-selling. A public 

consultation followed and the change was 

duly introduced in April 2017, with borrowing, 

lending and short-selling allowed for all listed 

stocks.

Those reforms were among the positive 

market developments cited by MSCI when 

it promoted the Saudi Stock Exchange 

(Tadawul) to Emerging Market status in June. 

“International investors were impressed by 

the speed of change in the accessibility of the 

Saudi Arabian equity market and the level of 

commitment that the CMA and the Tadawul 

have demonstrated,” said Sebastien Lieblich, 

global head of equity solutions at MSCI, at the 

time of the upgrade.

The aim from the perspective of regulators 

is clear enough. Offering tools such as short-

selling and securities lending is a way to 

deepen and broaden their local stock markets, 

inject more liquidity and encourage more 

activity by both domestic and international 

investors. But regulators are refusing to be 

rushed into chasing these goals. When the 

DFM introduced short selling in December 

2017, for example, it restricted the activity to a 

list of 19 stocks, mostly financial services and 

real estate companies.

Such conservatism reflects a number of 

concerns, including about the depth of 

knowledge and demand in the market for 

these services. Julian Bruce, head of UAE 

brokerage at EFG Hermes, says the sector is 

“fully understood amongst the international 

community, less so amongst retail investors.”

Analysts say there is also a fear that giving 

The aim from the perspective of regulators is clear enough. Offering 
tools such as short-selling and securities lending is a way to deepen 
and broaden their local stock markets, inject more liquidity and 
encourage more activity by both domestic and international investors.

“International investors were 
impressed by the speed of 
change in the accessibility of the 
Saudi Arabian equity market and 
the level of commitment that 
the CMA and the Tadawul have 
demonstrated”

Sebastien Lieblich, MSCI
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investors access to such tools could increase 

market volatility and exacerbate any financial 

crisis that might emerge. The volatility that 

stems from the heavy influence of retail 

investors on the Saudi market is already seen 

as a point of potential weakness there.

One class of investor that is both 

knowledgeable and active in the securities 

lending market is sovereign wealth funds 

(SWFs) and in this area at least the region fits 

in with the global norms. In its latest industry 

review, the London-based International 

Securities Lending Association (ISLA) reports 

that SWFs made up 37% of the available 

inventory for securities lending around 

the world in the first half of this year and 

accounted for 41% of all loans.

Joseph Thomas, head of tax and securities 

lending at the Kuwait Investment Authority, 

which claims to be the oldest SWF in the 

world, says it has been engaged in this activity 

“for a very long time” in both the debt and 

equity markets and says “it’s a good revenue 

earner. From an extra income perspective, it’s 

quite substantial.”

Almost all of the KIA’s lending activities 

are channelled through its custodians. “We 

outsource it completely to our custodians. 

They tell us if there is an opportunity out there, 

if there is a particular name in demand in the 

market,” explains Thomas. In contrast, its sister 

find, the London-based Kuwait Investment 

Office, has a different strategy and conducts 

most of its lending activity in-house. 

However, Thomas acknowledges that it 

remains a fairly niche activity for investors from 

the region. “From a knowledge level, I would 

say very few people have exposure to this kind 

of revenue stream. Very few people have the 

expertise here,” he says.

The KIA’s investments are all outside its 

home market, so it is not involved in any local 

lending. Other institutional investors also 

appear to have been active in international 

markets ahead of reforms which allowed 

securities lending in their home markets. For 

example, Saudi Arabia’s National Commercial 

Bank, the country’s largest lender, reported 

in its financial results for 2016 that it had 

leant SR1.2bn ($320m) worth of securities to 

counterparties as at the end of December 2016, 

up from zero at the same point a year earlier; 

by the end of the following year, the figure had 

fallen back to SR370m. 

Analysts suggest that securities lending 

should be an attractive option for other large 

institutional investors in the region, such as 

pension funds and others who passively hold 

large blocks of shares and who are keen to 

maximise their potential returns. The passage 

of other reforms, such as the introduction of 

exchange-traded funds (ETFs), could also 

help to create an inventory of shares that 

“We outsource it completely 
to our custodians. They tell us 
if there is an opportunity out 
there, if there is a particular 

name in demand in the market”

Joseph Thomas, Kuwait Investment 

Authority



borrowing time

Middle East and North Africa Securities Finance Guide 2018  •  25

market makers could take advantage of. And 

interest does appear to be growing, something 

the ISLA tried to tap into when it held its 

first Middle East-focused securities lending 

roundtable in Abu Dhabi in December.

“The potential for growth remains large in 

the region as most institutional investors hold 

large blocks of shares, which they would like 

to lend and earn an additional return,” says 

Mandagolathur. “Investors have for a long time 

been constrained by a lack of product choices. 

We believe the developments and reform in 

this area will be driven by asset managers and 

institutional investors in the coming years.”

Another area that may prove of interest is the 

development of sharia-compliant securities 

lending. However, this is a complex area, given 

the usual prohibition by Islamic scholars on 

financial activities that are not backed up by 

physical assets. It will also take time to build 

up as any lending that does take place will first 

have to be approved by the relevant sharia 

committees of investment funds. 

Opinion remain divided as to whether 

securities lending can be sharia-compliant 

and, as is often the case in this arena, different 

regulators around the world take different 

approaches. In December, Bursa Malaysia 

launched a framework for sharia-compliant 

lending, known as the Islamic Securities Selling 

and Buying Negotiated Transaction. However, 

in the Middle East sharia scholars have tended 

to argue that lending securities is inherently 

non-compliant and so it may be some time 

before this part of the market is able to 

develop to any significant extent.

The prospects are probably slightly better 

for sharia-compliant repo, which was first 

introduced into the region in 2011 when NBAD 

and Abu Dhabi Islamic Bank jointly executed 

a one-week, $20m trade involving Malaysian 

and Abu Dhabi government sukuk (Islamic 

bonds). However, even here the Islamic finance 

industry struggles to gain traction due to a 

lack of standardisation. In an effort to tackle 

this problem two standards-setting bodies, 

the Accounting and Auditing Organization for 

Islamic Financial Institutions (AAOIFI) and the 

International Islamic Financial Market (IIFM), 

both of which are based in Bahrain, have issued 

standards for sharia-compliant alternatives to 

conventional repo transactions in the past few 

years.

Few people expect rapid growth in this 

market niche, with Bruce point out that the 

chances of expansion in sharia-compliant 

investment “is open to question as it would 

largely depend on the interpretation of 

eligibility by independent entities’ sharia 

committees”. 

However, he welcomes the idea of an 

expanding market more generally. “Borrowing 

and lending is a topic that has been discussed 

for several years in the region but thus far 

development has been scant,” he says. “Growth 

potential is certainly relevant as current activity 

levels are zero.” 

The sector is “fully understood 
amongst the international 
community, less so amongst 
retail investors.”

Julian Bruce, EFG Hermes
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G
aining short exposure on stocks in the 

Middle East and North Africa is set 

to get easier thanks to reforms in the 

UAE, Saudi Arabia and other local markets.

For Khaled Abdel Majeed, the relaxation of 

short selling rules and planned introduction of 

securities lending and borrowing mechanisms 

are welcome developments.

Majeed launched MENA Capital, a London-

based investment firm, in 2006 with $22 

million in assets when it was illegal to short 

onshore in any markets in the region.

“Back then people were sceptical that MENA 

Capital, as the first hedge fund to focus on the 

MENA region, was a viable proposition given 

that it was illegal to short on-shore in any 

Arab country. 

“We’ve been going for twelve years now and 

have found ways to hedge and take bearish 

positions, as well as generate value from long 

holdings.

“More recently, we’ve been monitoring short 

selling reforms in the UAE and Saudi. We’re 

watching with interest.”

Authorities in Riyadh are continuing 

to perfect new clearing and settlement 

processes and rule changes to allow short 

selling and securities lending. 

The law enabling shorting passed more than 

a year ago but hopefully, the wait is nearly 

over. 

Meanwhile, in the UAE, Dubai Financial 

Market (DFM) and Abu Dhabi Securities 

Khaled Abdel Majeed, founder of MENA Capital, shares his thoughts 
on market developments and the outlook for his hedge fund, the first 
to focus on the MENA region.

The long and short  
of it all

“In my view, the perception 
of shorting is mistaken. It has 
a reputation for being akin to 

speculation and taking advantage 
of other people’s misery.”
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Exchange (ADX) have made similar progress 

after approvals by the Securities and 

Commodities Authority.

“Being able to short allows me to be more 

objective and honest with myself and my 

investors,” said Majeed, who was once the 

chief Investment officer at EFG-Hermes Asset 

Management in Cairo. 

“What do you tell investors when markets are 

expensive? With a hedge fund, you can say I 

will do more shorting. With a long only fund, 

you tend to sugar coat the prospects.

“In my view, the perception of shorting is 

mistaken. It has a reputation for being akin 

to speculation and taking advantage of other 

people’s misery.

“Some people still don’t understand short 

selling is a significant return generator for 

pension funds, asset managers and a way to 

minimise risk.”

Because of restrictions in most of the markets 

MENA Capital invests in, the company’s 

Admiral Fund has mostly used swaps to gain 

short exposure over the years.

The vehicle, which uses the Dow Jones MENA 

Index as its benchmark, made a 13.8% return 

in 2017 by investing in a concentrated and 

actively managed portfolio of long and short 

positions in the Arab stock markets.

It can short oil futures and take bearish bets 

companies listed in London or further afield.

“In most cases we short through swaps. 

Usually these are available on the top 10 

securities in most markets including Qatar, 

where we are short at present due to the trade 

and travel embargo imposed on the nation 14 

months ago by some of its neighbours.”

The cost of establishing short positions in the 

region is significant at present, Majeed adds, 

in general 3% per annum per position, which is 

high if you trade a lot.

 “Given the volatility in the region, you can 

make or lose that in day,” he explains.

On the long side, MENA Capital’s only 

holding in the GCC is Sharjah-based DanaGas, 

which is listed on ADX.

DanaGas has assets in Egypt and Iraq and 

won a long running legal battle in 2018 with the 

government of Iran, The damages claimed are 

over $6billion. If they get $2billion, that is as 

much as the company’s market capitalization.

MENA Capital is also invested in Moroccan 

companies and currently holds Middle East 

mining and oil-related stocks listed on AIM, 

London’s small cap market.

“We can invest providing at least 50% of the 

revenue, profits or assets of the listed entity 

originate from the MENA region,” added 

Majeed, who was also the deputy head of the 

investment management group at Arab Bank 

in Dubai and London.

Looking ahead, Majeed will continue to 

research and invest in companies in under 

developed markets across the region while 

taking advantage of inefficiencies where he 

sees them.

Moves by Egypt and Morocco to allow 

shorting would be of interest for the fund, the 

London-based executive adds.

MENA Capital recently hired a partner for 

marketing and has had two high net worth 

investors come on board in the last three 

months.

“We’re still some way off the $100 million 

AuM we had in 2008, largely due to a seed 

investor pulling money in 2008 after making 

a profit, but the tide has turned. With markets 

such as Saudi and UAE making it easier to 

investor, both long and short, I’m positive on 

our prospects and the outlook for the region’s 

capital markets.” 

“Some people still don’t 
understand short selling is a 
significant return generator for 
pension funds, asset managers 
and a way to minimise risk.”
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T
he international listing of Saudi Arabia’s 

national oil company Saudi Aramco 

seems increasingly out of reach, amid 

negative signals from the government, the lack 

of transparency over the operations of the 

company and the recently-announced SABIC 

deal. While this poses limited risks on the fiscal 

front, it could send a negative signal to foreign 

investors, threatening the funding of the 

kingdom’s ambitious diversification projects.

We have turned increasingly pessimistic over 

the prospects of the international initial public 

offering (IPO) of Saudi Aramco – Saudi Arabia’s 

national oil company – over the coming years. 

The IPO, which was a key measure of Saudi 

Arabia’s socio-economic transformation plan, 

Vision 2030, seems to have stalled in recent 

months, shedding light on the difficulties 

associated with an international listing, notably 

the kingdom’s lack of transparency. 

At this stage, we do not expect the 

government to officially cancel the IPO, but will 

instead keep pushing it back, while providing 

limited indications on plans and timeframe.

We do not believe that this poses risks to 

Saudi Arabia’s fiscal sustainability, in a context 

of rallying oil prices and as the government 

finds alternative ways to fund the Public 

Investment Fund (PIF). 

The PIF is indeed expected to support the 

diversification of government revenues, by 

By Raphaele Auberty, MENA country risk analyst,  
Fitch Solutions Macro Research

Saudi Aramco’s  
International IPO  
Under Threat

“The IPO, which was a key 
measure of Saudi Arabia’s 

socio-economic transformation 
plan, Vision 2030, seems to 

have stalled in recent months, 
shedding light on the difficulties 
associated with an international 

listing, notably the kingdom’s 
lack of transparency.”
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increasing revenues from investment, as 

well as to finance the kingdom’s ambitious 

infrastructure projects. 

However, a repeated pushback of the 

IPO would have negative implications for 

investor sentiment towards the kingdom by 

highlighting regulatory and transparency 

shortcomings. In complement to self-funding, 

foreign investment is indeed a key tenet of the 

government’s diversification projects.

International listing now seems a distant 

prospect

The likelihood of an international listing of 

Saudi Aramco (even a small share) has severely 

declined in recent months. Announced in 

early 2016 as a central tenet of Vision 2030, 

the government initially planned to list 5% of 

the company in 2018, on both the Tadawul 

in Riyadh and on a leading global exchange 

(most likely London, New York or Tokyo). 

By listing 5% of the company, Riyadh hoped 

to raise USD100bn (in an interview, Saudi 

Crown Prince Mohammed bin Salman valued 

the company at USD2trn). 

However, there have been mounting signals 

that an international listing may not happen. In 

May, Minister of Energy and chairman of Saudi 

Aramco Khalid al-Falih said that the IPO was 

postponed to 2019, further stressing that the 

timing wasn’t set in stone.

The announcement of the acquisition of a 

strategic stake in SABIC (Saudi Basic Indus 

tries Corporation) by Saudi Aramco earlier in 

July further raised doubts over the IPO. Should 

it move forward, the deal would indeed provide 

significant cash to the Public Investment Fund 

(PIF). While a key objective of the IPO was to 

increase cash at Saudi Arabia’s PIF, enabling 

it to diversify its investment and generate 

additional investment revenues, the SABIC deal 

would act in a similar fashion. Under the deal, 

Saudi Aramco would acquire a strategic stake 

in SABIC from the PIF, which currently holds 

around 70% of the company.

Depending on the size of the stake purchased 

by Aramco, this would enable the PIF to raise 

USD$50 -70bn, and reinvest the proceeds. This 

would therefore meet the objective of revenue 

diversification.

At this stage, we still expect the government 

to list part of the company on the Tadawul, 

probably in 2019. The combination of rallying 

oil prices and improving sentiment towards 

Saudi stocks following the Tadawul’s inclusion 

in the MSCI Emerging Market Index will drive 

interest for a listing on the Tadawul. 

The registration of Saudi Aramco as a joint 

stock company in January (allowing it to sell 

shares) further supports this view. However, the 

Tadawul would not provide sufficient levels of 

liquidity to list a 5% s take in the company. 

The level of disclosure needed to list part of 

the company on an international exchange 

continues to cloud the prospects for an 

international listing. 

The complexities involved in untangling the 

Saudi Aramco’s government and corporate 

functions, the role it plays in the overall 

economy, and the sensitivity of the information 

it holds, the government may be reluctant to 

dis close such strategic information, which is a 

precondition for an international listing. 

The likelihood of an international listing of Saudi Aramco (even a small 
share) has severely declined in recent months. Announced in early 2016 
as a central tenet of Vision 2030, the government initially planned to 
list 5% of the company in 2018, on both the Tadawul in Riyadh and on a 
leading global exchange (most likely London, New York or Tokyo).
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T
he creation of a Saudi-focused 

exchange-traded fund (ETF) by UAE-

based ADS Investment Solutions, part 

of ADS Securities, is an early sign that the 

Kingdom’s Vision 2030 plan is starting to 

attract serious overseas capital.

As an early mover, ADS has built the first 

cross-border ETF listed in the MENA region 

focused solely on Saudi Arabia which will track 

a new index built in partnership with FTSE 

Russell, the global index, data and analytics 

provider.

“The fund has been incorporated in Abu 

Dhabi Global Market (ADGM) and has received 

all necessary regulatory approvals, and it is 

currently being approved for listing by Abu 

Dhabi Securities Exchange (ADX),” Ryan 

Lemand, managing director and head of wealth 

& asset management at ADS Securities, told 

Global Investor. “We expect this final step to be 

completed in September.”

ADS Securities is an Abu Dhabi home-grown 

company, hence the firm’s executives felt it 

is important to first list the ETF on its home 

stock exchange. However, there are plans for a 

London listing, namely because FTSE is owned 

by the London Stock Exchange. 

“Discussions are also occurring with Tadawul, 

the Saudi Exchange, in order to have the 

fund listed in Saudi Arabia as well,” Lemand 

revealed. “Additional exchanges being 

considered include the Singapore Exchange 

(SGX).”

ADSS will be seeding the fund, which is set 

to start taking subscriptions in September. The 

target assets under management figure (AuM) 

for the ETF is $100 Million for 2019. 

As Lemand points out, there are some 

noteworthy characteristics of the index built 

with FTSE which should help the fund cope 

with volatility.

“The fund adopts a Smart Beta (minimum 

variance) methodology on Saudi Arabian 

stocks for a number of reasons.  Equities are 

the largest risk in many investors’ portfolios 

and Low volatility strategies allow investors 

to maintain exposure to equity returns in 

ADS Securities’ Ryan Lemand discusses the firm’s Saudi-focused 
ETF and his expectations for the Kingdom’s international investment 
appeal amid ongoing reforms.

The first fund of its kind
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order to meet investment or organizational 

objectives.

“The methodology should help investors 

manage equity risk while targeting appropriate 

portfolio returns. Also, the underlying index 

was constructed in such a way to limit 

exposure to single stocks and sets a cap on 

sectors to limit idiosyncratic volatility.”

Lemand, a former head of risk management 

and senior economic advisor at UAE Securities 

and Commodities Authority, says certain 

sectors in Saudi have performed well so far in 

2018.

Banks, led by Al Rajhi as it benefitted most 

from indexes inclusions, recovery in credit 

growth and rising rates. 

Energy-related and Petro-Chemicals, led by 

SABIC, supported by recovery in oil prices, 

supportive Chinese demand and indexes 

inclusions

Telecom sector, led by Saudi telecom, thanks 

to improved revenue mix (growth in data) and 

indexes inclusions.

On the flip side, struggling sectors include 

real estate, led by Jabal Omar, as the 

introduction of levy on expat-dependants 

forced family members to relocate, opt for 

smaller units and thus created a negative 

sentiment in the market. Insurance, healthcare 

and utilities have also underperformed of late. 

Foreign inflows
In terms of estimates for foreign fund inflows 

when the Saudi Arabia joins FTSE Russell’s 

Emerging Market index and indeed MSCI’s in 

2019, Lemand is bullish.

“I predict $5.5 billion after FTSE inclusion and 

a total of $30 billion to $45 billion after MSCI 

inclusion, in the next two years if it reaches 

the foreign ownership levels of markets in the 

neighbouring UAE and Qatar.”

Meanwhile, allowing 100% ownership in 

some sectors like engineering, education and 

recruitment as well as shortening the overall 

time to get a business license are some of the 

reforms Lemand thinks would help if they were 

ever to be implemented.

That said, there are still some common 

misconceptions international firms make 

regarding Saudi.

“International firms look at Saudi as a proxy to 

oil. While it has been the case historically, the 

kingdom is changing and non-oil sectors were 

the most profitable ones during the last three 

years,” he added. “There is a depth of sectors 

in the Saudi market that is not generally seen 

in other resource-dependent economies, like 

Russia and Brazil.”

Short selling, securities lending
Currently investors get short exposure using 

swaps, similarly to what was done in the UAE 

previously.

For Lemand, the existence of active stock 

lending and short selling practices in Saudi is 

crucial to attract international capital.

“Securities lending and borrowing, and short 

selling are among the basic tools that any 

professional/institutional portfolio manager 

needs in order to adequately manage a 

portfolio of securities. 

“Therefore, the absence of such basic tools 

impairs the portfolio manager’s ability to 

control risk and return in the portfolio being 

managed. These tools are extremely important 

to attract institutional capital internationally.

“Such mechanisms bring breadth and depth 

into these markets, and brings them to the 

international arena, leading to their inclusion 

in international renowned indices, which in its 

turn attracts even more institutional capital.” 

“There is a depth of sectors in 
the Saudi market that is not 
generally seen in other resource-
dependent economies, like 
Russia and Brazil.”
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What are MEIRA’s key strategic objectives 
and targets for 2018/19?

Our key objective is to promote the IR profes-

sion and contribute to the development of 

healthier and more efficient capital markets. 

After a decade of driving change and shifting 

mindsets, our primary goal is to help compa-

nies in the region evolve as trusted investment 

destinations for regional and international 

investors. 

For this year our focus will be supporting 

the Middle East IR ecosystem by encourag-

ing implementation and due execution of IR. 

In emerging markets, there are three distinct 

phases in IR: the first is the discussion phase 

when IR becomes part of the country’s de-

velopment and growth agenda; second is the 

period where the understanding of the func-

tion deepens; and the third is execution, when 

companies increasingly strive to implement IR 

best practice and institutions (financial services 

regulators and exchanges) mandate such best 

practice.

Over the last decade, we have played a key 

role in phase one, facilitating and encourag-

ing discussion among our members and key 

stakeholders in the region. We believe we are 

currently in phase two, and the objective now 

is to facilitate the transition to phase three 

across the region.

To make this a reality, we pursue a two-

pronged approach that integrates top-down 

and bottom-up activities. Top-down, we work 

with regulators and stock exchanges to further 

improve transparency, disclosure and good 

governance. 

From a bottom-up perspective, we aim to 

Andrew Tarbuck, chairman of the Middle East Investor Relations 
Association (MEIRA), speaks to Global Investor on the rise of investor 
relations in the region 

The rise of investor  
relations in the region
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continuously expand and improve our offering 

and services to encourage our members and 

stakeholders to raise the bar in investor rela-

tions (IR) in line with international standards. 

In terms of corporates, we not only encourage 

listed companies to adopt best practice in IR 

but also private companies and start-ups.  We 

do this by hosting targeted courses, work-

shops, seminars and industry gatherings. One 

of our most popular offers is the Certified In-

vestor Relations Officer (CIRO) certificate, the 

only certification in IR in the Middle East.

How, specifically, has the investor relations 
function changed in the MENA region in 
recent years? 

The IR function has changed significantly over 

the past ten years. Change has been driven by 

both a commitment by regulators and stock 

exchanges to promote best practice in IR and 

corporate governance, as well as an interest by 

private and listed companies to instil trust in 

regional and international investors.

We are seeing an increasing number of local 

companies and organizations reaching out 

to MEIRA as they either look to stablish an IR 

function or improve their relationships with 

investors – this demonstrates a definitive will in 

the market to further drive the development of 

the capital markets, IR and regulatory compli-

ance. 

Furthermore, stock exchanges in some 

markets including the UAE, Oman, Kuwait and 

Saudi Arabia are taking bold steps to encour-

age best practice by providing tools and sup-

port services for listed companies. 

Furthermore, the inclusion of some regional 

markets into the MSCI Emerging Markets Index, 

including UAE and Saudi Arabia, further helps 

put best practice IR at the top of companies’ 

agendas as they look to attract international 

investors. 

One of the key achievements over the past 

years was the decree announced in 2014 

requiring all listed companies in the UAE to 

establish and develop the IR function. We 

encourage other capital markets regulators in 

the Middle East to follow this path and aspire 

that the IR function for listed companies will 

become mandatory across the region. 

Has the evolution of IR in the Middle East 
lagged compared to other regions such as 
Asia, for example?

The Middle East, like Asia, is comprised of a di-

verse set of markets (and regulators) develop-

ing at a different pace. While some countries in 

the region are about to enter the next phase in 

the development of their capital markets, oth-

ers have just started their journey, but can be 

expected to catch up quickly over the course 

of the years to come.  It is impossible to make 

a broad statement as to which region has more 

developed investor relations as each market 

within the respective region is developing at 

different rates.  However, as a general observa-

tion, IR implementation and best practice re-

cently seems to be more at the forefront of the 

agenda in the Middle East but that may also be 

a reflection that the scope for such develop-

ment is possibly greater in the Middle East.

What is the importance of the IR function 
in terms of enticing international investors 
to the region and enhancing local capital 
markets, liquidity etc?

As everywhere in the world, the investor 

relations function is vital in increasing trans-

parency and building relationships with the 

financial community. An efficient IR function 

also increases the opportunities for a company 

to expand their investor base which ultimately, 

will improve the liquidity of the market. 

One of the main challenges that both stock 

exchanges and companies in the Middle East 
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face, however, is to instil trust among interna-

tional investors. Due to the lingering geopoliti-

cal issues in some parts of the region and some 

remaining concerns about instability, it can be 

a challenging undertaking to showcase the 

achievements made in some markets. Creat-

ing an attractive market environment with high 

liquidity and stringent regulations especially for 

institutional investors from overseas has been 

one of the key objectives in many markets, and 

we are glad to see the efforts are bearing fruits.  

Is there still a shortage of independent 
directors on corporate boards in the MENA 
region?

Corporates in the region have come a long way 

in improving corporate governance. How-

ever, there is still room to bring the corporate 

governance and investor relations function up 

to international standards expected by institu-

tional investors. 

Some larger and more established corporates 

have been proactive in putting strong gov-

ernance practices in place. However, others, 

including those with large family shareholdings 

or a smaller free float, have invested less time 

and funds in this field to date. 

We are confident that we will see a positive 

transformation in the years to come. The board 

composition is set to change, toward boards 

with a higher proportion of well qualified inde-

pendent directors (and hopefully more diver-

sity). There is a clear intention among capital 

market authorities and exchanges to promote 

and embed the culture of best practice corpo-

rate governance. This has been demonstrated 

by newly introduced rules and regulations 

across the region, and we will certainly see 

further movement in the right direction in due 

course. 

There is also a practical issue in that there is a 

shortage in the numbers of truly independent 

non-executive directors that are available for 

potential appointment to Boards.  Such is the 

nature of the Middle East business environment 

that many potential independent directors 

are conflicted by cross-investments or family 

relationships.  Boards may be more than willing 

to increase the number of independent direc-

tors on the Board but unable to source eligible 

candidates.

Are there any common misconceptions in-
ternational market participants have about 
MENA markets/companies?

Among some international investors, there 

is still a perception of Middle East markets 

lagging as compared to other markets. What 

is important to understand and really cannot 

be emphasized enough is the diversity of the 

region and thus the very different stages of 

capital market development. 

Overall, we are pleased to see that the region 

has come a long way in developing its financial 

markets and is continuously moving at pace to-

wards adopting global best practices in inves-

tor relations and corporate governance. There 

is a genuine change of mindset that these 

changes can only be a good thing and it is the 

only way to move forward.  Emerging markets 

are by their very nature developing in a highly 

competitive environment for global capital and 

so they need to adopt at a fast pace just to 

survive. 

The Middle East Investor Relations Association is an independent, non-profit organisation dedicated to 
promoting the Investor Relations (IR) profession and international standards in corporate governance. 
The mission of MEIRA is to enhance the reputation, efficiency and attractiveness of the Middle East 
capital markets. Since its establishment in 2008, MEIRA has grown significantly and has nine country 
chapters across the Middle East, and two working groups in Egypt and Bahrain, with more to follow.
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How would you summarize the potential 
for securities finance activity in specific 
markets across the MENA region? 

Kabin: The total lendable assets from MENA 

sovereign wealth funds is above $1 trillion, 

and according to our data, there are currently 

$2.5 billion of securities lending and borrow 

trades on MENA government bonds. With 

approximately $35 billion of inventory holdings 

available to lend out, we believe there is a 

strong potential for the region. 

Have any regional market developments 
been of particular interest lately?

Kabin: Historically, securities financing in 

the MENA region has been restricted – 

however,  there is now clear focus on the 

development of the region’s capital markets, 

and securities financing will play an important 

part. For example, Saudi Arabia has launched 

a regulated short selling facility, the Dubai 

Financial Market (DFM) has provided a handful 

of brokerage firms and custodians with 

licenses for securities lending and borrowing 

operations, and there are similar developments 

underway by Abu Dhabi Securities Exchange 

(ADX).

What role can IHS Markit play in aiding 
regional development with regards to 
MENA securities finance?

Kabin: IHS Markit provides beneficial owners 

with a 360-degree view of their securities 

lending programmes using data-driven 

analytics based on performance, attribution 

and risk, as well as qualitative reviews, 

operational process assessments, collateral 

reviews, indemnity valuations, compliance 

reports and comparison against industry 

practices.  We are a global powerhouse with 

dedicated expertise in the securities finance 

industry, with 12 years of historical data and 

more than 15 years of expertise in the MENA 

region. 

Kabin George, director, securities 
finance product management at 
IHS Markit, discusses the potential 
for the MENA region’s securities 
finance industry

The potential for MENA 
region’s securities finance
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BAHRAIN
Breaking down the barriers

Is short selling currently allowed in Bahrain?
Short selling is allowed in the Kingdom of Bah-

rain, by virtue of Article (92) of the Decree No. 

(64) of 2006 with respect to promulgating the 

CBB and Financial Institutions Law (“CBB Law”) 

which states that, “The Central Bank shall specify 

the types of securities, which may be traded by 

loan and short sale, the terms and procedures of 

such transactions and the rights and obligations 

of all concerned parties.” However, the short sell-

ing activity was not enabled in the market due to 

the absence of the relevant regulation.

In January 2018, a specific consultation on 
short selling and securities lending regulation 
was launched. Why now? What’s the objective?
CBB continuously aims to remain abreast of 

market changes, diversify product offerings and 

proactively adopt initiatives and projects that 

cater to market players operating within the 

capital markets and the wider financial system.   

Feedback from the industry has generally be 

very positive and constructive. In order to better 

cater for any arising concerns and/or reserva-

tions, all of the comments received from market 

participants underwent a thorough evaluation by 

the CBB and suitable enhancements have been 

reflected in the draft regulation accordingly. 

 

Which securities will be available for short sell-
ing/securities lending? 
Only eligible securities will be available for short 

selling and giving securities on loan. Eligible 

securities comprise of securities, specified by the 

Clearing, Settlement and Central Depository and 

Registry (“CSDR”) and the licensed exchange 

and approved by the CBB. Such eligible securi-

ties may be traded through lending and borrow-

ing and short selling and are announced by the 

CSDR or the exchange, as the case may be, from 

time to time in accordance with the provisions 

of the respective regulations and related instruc-

tions.

It is significant to note that short selling of 

securities issued through Initial Public Offerings 

(“IPO”s) is only permitted after the lapse of at 

least one year from the date it commenced trad-

ing on the exchange. Additionally, the subscrip-

tion pre-emptive rights in the capital-increase 

shares are not eligible for short selling. Generally 

however, dealing in securities through borrowing, 

lending and short selling must not occur unless 

the issuer of the security has completely demate-

rialized the security and all securities have been 

deposited with the CSDR.

 

What licences will have to be obtained?
 The CSDR (Clearing, Settlement Depository 

and Registry) is responsible for organizing the 

activities of lending and borrowing of securities 

and all such activities must be made through or 

be facilitated by the CSDR. The CSDR (i.e. the 

Clearing, Settlement and Central Depository and 

Registry) must be licensed by the CBB to provide 

Global Investor spoke to Manal Ali Al-Turkamani, Head - Investigation & 
Enforcement Capital Markets Supervision Directorate, Central Bank of 
Bahrain (CBB) in September on recent market developments.
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clearing, settlement, depository and central reg-

istry services for securities.

•	The	licensed	Exchange	is	responsible	for	organ-

izing the activities of short selling. The ex-

change must be a market licensed by the CBB 

through which securities can be traded accord-

ing to the provisions of the Central Bahrain of 

Bahrain Law.

•	Lending	and	borrowing	agents,	who	are	legal	

persons authorized by the CSDR, to perform 

securities’ lending and borrowing in accordance 

with the provisions of the respective regulation, 

must be licensed by the CBB as a bank, an in-

vestment business firm (Category-1) or a CSDR, 

subject to prior approval of the Central Bank 

of Bahrain. The CSDR will issue instructions 

related to the registration and authorization of 

the lending and borrowing agents.

•	Among	those	permitted	to	engage	in	short	sell-

ing on the exchange:

– Any natural or legal persons, provided that 

all transactions are executed through a 

member (i.e. a mediator) which must be 

licensed and registered as a member of the 

exchange under Article (89) of the CBB  

Law. 

– A market maker:  a person who must be 

licensed by the CBB and registered with an 

exchange or licensed market operator to 

provide both buy and sell quotes on con-

tinuous basis with an objective to improve 

liquidity in a security.

 

Are you following international best practices?
CBB recognizes the necessity of operating in line 

with international best practices when proposing 

and implementing its rules and regulations. As 

a prerequisite to drafting of the aforementioned 

regulation, the CBB undertook to thoroughly 

benchmark the Kingdom of Bahrain against 

regional and international counterparts to ensure 

that best practices are reflected and the highest 

standards of all-encompassing regulations are 

instituted.

 

What role does a securities lending mecha-
nisms play in developing the market?
With the introduction of short selling and giving 

securities on loan, key consequential benefits 

including a more diversified product offering to 

incumbent market players, enticing new entrants 

including investors and market intermediar-

ies. Investors, in particular, will  also be able to 

exercise a new investment strategy or hedging 

instrument and price discovery and liquidity will 

be improved.

 

What other enhancements can CBB make to at-
tract international participants?
CBB recognizes that ample room for improve-

ment exists in seeking to attract international 

participants. Some areas worth considering 

include establishing transparency and instilling 

market confidence. A solid and stable regula-

tory and legal framework is also crucial to instil 

confidence of new participants in the market.  

Meanwhile, a sufficient pool of attractive prod-

ucts will enable better meeting investors’ diverse 

investment needs. 

Manama, Capital city of Bahrain
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MOROCCO
Early momentum
According to Badr Eddine Sadouk, head of sales & relationship management, 
BMCI Securities Services (part of BNP Paribas), 2018 has been a pivotal year 
from a securities services perspective in the Moroccan market.

“Since the beginning of 2018, and thanks to continuous 
communication campaigns, we noticed a significant rebound 
in business activity” – Badr Eddine Sadouk
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“The Moroccan banking industry as a whole 

initiated and implemented important measures 

and projects to boost the securities market,” 

he told Global Investor. “The new AMMC’s 

(regulator) strategic plan, Casablanca stock 

exchange’s new IT platform (Millenium), the 

upcoming creation of the first Moroccan Central 

Counterparty and the Moroccan currency 

liberalization are only few examples of the deep 

changes Morocco operated during 2018.”

Four years ago Morocco was downgraded from 

“Emerging” to “Frontier” market by S&P. This new 

ranking was due to a chronic lack of liquidity and 

has had a measurable impact on the volumes 

traded. 

“All of us, as stock market professionals, 

witnessed a clear decrease of our volumes 

simply because we were not anymore in the 

investment’s perimeter of some clients,” Sadouk 

explained. Even so,  the event that was expected 

by a lot of market experts and in some ways has 

had a good impact.

“Moroccan authorities have been reminded, the 

hard way, how urgent it was to take concrete, 

immediate measures aiming to increase the 

liquidity of the Moroccan listed values,” Sadouk 

continued. “Since the beginning of 2018, and 

thanks to continuous communication campaigns, 

we noticed a significant rebound in business 

activity. We reassured our partners and attracted 

new ones mainly from Asia, Northern Europe 

and South Africa interested in diversifying their 

portfolios.”

Stock lending is allowed in Morocco with 

restrictions but is not an established market 

practice. Short selling, however, is prohibited. 

According to Sadouk, there would be real value 

introducing a functioning securities lending 

market in Morocco.

“In a market where the short selling is totally 

prohibited, and a true asset segregation is the 

aim and one of the main customer’s requirement, 

it is crucial to establish a clear legal frame 

organising the securities lending activity.  It can 

even become an important growth leverage.”

He added: “The lack of liquidity can lead to 

mass pulling situations, which are the kind of 

scenarios to avoid in order to guarantee our 

clients an optimal segregation and safety of 

their assets as well as a complete compliance 

with international and local laws and regulations. 

Allowing the securities lending is a true solution 

to delivery defaults and buy in risks between 

counterparties and the market.” 

The executive added that securities lending is 

now under seriously consideration by the market 

authorities. 

“The Moroccan market regulator has taken the 

lead on this topic and a legal frame should be 

definitely adopted by the Moroccan government 

before the end of 2018. The law text and 

technical details overseeing this activity will be 

published officially in the coming weeks.”

Looking ahead, Sadouk believes more can 

be done to entice international investors to 

Morocco’s capital market.

“2018 has been a constructive and fruitful year 

for the Moroccan securities industry. We BMCI 

Group BNP Paribas, as a major Moroccan bank, 

lobbied actively and took the lead on tens of 

workshops along with our competitors and the 

GPBM (Professional Group of Banks of Morocco).

A report has been consolidated and officially 

transmitted to the ministry of finance exposing 

a dozen of recommendations all aiming to 

facilitate, encourage and develop foreign 

investments.  These measures target more 

precisely the cooperation and interconnection 

between CSE and the region’s main markets 

(Africa and Middle-East). 

“We noticed an increasing appetite for the 

Moroccan market as a bridge to the region 

(most of our clients have regional not national 

strategies) with a ratio of investment of 25% in 

Morocco, 75% in Africa). Morocco has to take 

this element into consideration and truly become 

the regional hub it is expected to be,” Sadouk 

concluded. 
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ISRAEl
Transforming the  
Securities lending market
Israel’s stock market operator is developing a 

blockchain-based securities lending platform. The 

Tel Aviv Stock Exchange (TSE) said in May 2018 

that it is building a platform that will “transform 

the securities lending market in Israel” by enabling 

direct lending of stocks and bonds.

“The platform will function as a one-stop-shop 

for all securities lending activities, permitting ac-

cess to larger securities volumes within shorter 

time frames, even operating in shorter-term posi-

tions,” TASE said in a statement.

Consulting firm Accenture and US tech company 

Intel are involved in the project, which began in 

2017. A proof on concept will soon by launched, 

which, depending on its success, will be followed 

up by a full roll-out.

“In the future, this platform and its cutting-edge 

technology will be offered to global custodians, 

stock exchanges and other asset management 

firms looking to deploy a robust and opera-

tional system for securities lending or other asset 

classes,” said Gil Devora, co-founder of ‘The Floor’, 

a fintech hub based at the exchange.

As TASE said in a statement, there is currently 

no central securities lending platform in the Israeli 

market. “Securities lending is at present executed 

in the capital market, primarily using inter-bank 

mechanisms within, and if necessary outside, 

banking group limits. As a result, the market has 

not been fully exploited to satisfy the potential 

needs of economic agents. The purpose of this 

project is to create one central platform that will 

transform the Securities Lending market in Israel 

by enabling direct lending among all the major 

financial instruments. The platform will function as 

a one-stop-shop for all securities lending activi-

ties, permitting access to larger securities volumes 

within shorter timeframes, even operating in 

shorter-term positions.”

Israel-born Boaz Yaari, who is currently based in 

London and chief executive of Sharegain, a new 

securities lending platform, gave his support to 

the exchange’s stock loan initiative. “We welcome 

any initiative that brings more liquidity, transpar-

ency and automation into the securities lend-

ing industry,” Yaari, founder and chief executive 

of Sharegain, told Global Investor. “We are also 

thrilled to see additional Israeli tech talent joining 

us at the forefront of innovation in this space.”

In August, network provider BSO has announced 

new direct connectivity between London and the 

Tel-Aviv Stock Exchange (TASE), enabling inter-

national traders and members of the exchange to 

trade Israeli stocks without the need to invest in 

long-haul infrastructure.

Ittai Ben-Zeev, chief executive at TASE, said at 

the time: “As part of TASE’s strategic plan to en-

courage international investors to trade on TASE, 

to expand trading volumes and improve liquidity, 

we are proud to cooperate with BSO. The new 

connection enables an easy and efficient direct 

access to TASE”. 

“We welcome any initiative that 
brings more liquidity, transparency 
and automation into the securities 
lending industry” – Boaz Yaari, Sharegain
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JORdAN
Policy recommendations  
to move market forward

“First, stock price changes tend to be volatile 

(risky) because they move between wide bid 

and ask prices,” the think tank said in its study. 

“Second, the international evidence clearly shows 

that stock returns in illiquid markets tend to be 

low. Third, low stock returns discourage listed 

firms to issue stocks on the primary market 

to finance their investments. Indeed, in illiquid 

markets, the cost of capital is relatively high.”

Based on the analysis and international best 

practices, experience and evidence, policy 

recommendations were put forward to the 

exchange to help move the market forward.

JSF recommends looking into reducing the 

“minimum tick”. “The international experience 

shows that liquidity cost becomes lower 

following such a change,” the group said.

Market prices of many listed stocks are low 

in Jordan, any minimum change in the price 

tend to be large. This is why JSF’s second 

recommendation encourages firms to “reverse 

split” their stocks. Doing this would increase 

stock prices and hence reduce liquidity cost.

Thirdly, JSF recommended looking into 

licensing interested companies to provide 

liquidity by acting as market makers. “As market-

makers, are obliged (by law) to continuously 

offer their bid and ask prices, liquidity would 

improve. This recommendation need not be 

applied to all listed companies at once,” the think 

tank added.

Once the market improves in its liquidity 

dimension, JSF recommends introducing short-

selling to improve liquidity even further. JSF 

continued: “Again, the international evidence 

shows that short selling does reduce liquidity 

cost (bid-ask spread) in liquid markets. In 

addition, it is worth noting that short-selling 

is allowed in the Saudi Stock Exchange, and 

a number of other Gulf markets are about to 

introduce this facility. Again, we can learn from 

these experiences.”

Finally, JSF recommended that the government 

must seriously consider “activating” the 

secondary market for the issued treasury bills 

and making it liquid. “Naturally, this is a complex 

task and needs some detailed analysis. Within 

this context, it is also in the interest of listed firms 

themselves to have a liquid corporate bonds 

market. Indeed, such a market would provide 

them with an additional source of financing their 

capital investments,” JSF concluded. 

A paper by the Jordan Strategy Forum (JSF) in 2017 stated that the Amman 
Stock Exchange (ASE) suffers from illiquidity. investors cannot get their 
orders executed any moment they choose regardless of what the price is. 
Second, even when investors get their orders executed, they usually do so 
at a high cost.
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EgyPT
The road of reform
Amendments to regulations of the 1992 Egyptian Capital Markets Act, 
issued in May 2018, have opened the door to the introduction of new 
financial instruments to the market, such as mechanisms to govern short 
selling, futures and commodities exchanges, as well sukuk, green bonds, 
and margin trading.

Mohamed Farid Saleh, chairman of the Egyptian Stock Exchange 
(EGX), has recently been quoted in local media reports saying 
he expects the move to increase overall trading volume on the 
exchange between 20% and 25%.
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The main recognised exchange is the Egyptian 

Exchange (EGX). The Nile Exchange is also 

available, but is suitable for small and medium-

sized companies only and is significantly less 

liquid than EGX.

On September 5, Egypt’s financial regulatory 

authority said it plans to finalise rules for short 

selling of shares and be ready for a stock market 

launch by the beginning of 2019. 

Mohamed Farid Saleh, chairman of the Egyptian 

Stock Exchange (EGX), has recently been quoted 

in local media reports saying he expects the 

move to increase overall trading volume on the 

exchange between 20% and 25%. 

Only brokerages with significant balance sheet 

strength will be given licenses to short sell.

In addition to short selling, the market is 

awaiting the establishment of regulated trading 

in derivatives, including futures, options and 

swaps. A new framework for Sukuk issuance and 

trading has also been drawn-up.

The amendments are expected to only have 

a limited impact on the process of securities 

offerings in Egypt and follow a series of 

legislative reforms aimed at promoting foreign 

investment in the country, such as the enactment 

of a new investment law in 2017 and a new 

bankruptcy law in 2018.

“It is hoped that the amendments will boost 

activity in the Egyptian capital markets,” experts 

at law firm Cleary Gottlieb wrote in a note to 

clients in March 2018. “The period following the 

floating of the Egyptian pound in November 2016 

has seen a number of successful IPOs in Egypt, 

with several more IPOs in the pipeline, fuelled 

mainly by the IPO program of the state-owned 

companies.”

However, as index provider MSCI pointed out in 

June, in terms of trading, there is a limited level 

of competition among brokers which can lead to 

relatively higher trading costs. 

In general, there are no foreign ownership 

limits on listed companies, but one of the largest 

Egyptian companies, Telecom Egypt, applies a 

20 percent limit while a few companies are fully 

closed to foreign investors. 

With regards to clearing and settlement, there 

is no functioning nominee status and omnibus 

structures are not available. 

The official trading days are different from 

international standards.  A T+2 DVP settlement 

cycle was introduced in March 2016 but, 

according to MSCI, more time is needed to 

assess its effectiveness. 

Total market capitalization of shares in the 

main market (EGX) amounted to US$ 49.25 

billion (EGP 881.72 billion), as of end of August 

2018 compared to US$ 48.89 billion (EGP 873.58 

billion) in July 2018, representing an increase of 

0.93%. 

In August 2018, foreign investors participated 

with 23.25% of the value traded on EGX, with a 

net inflow of portfolio foreign investment totaling 

US$ 32.02 million (EGP 573.25 million).

The IPOs of state-owned companies are set to 

increase attractiveness of the stock market and 

hike trading volumes. 

There are five companies the ministry intends 

to list. The companies are Misr Oil Processing and 

Fertilisers Company (MOPCO), the Engineering 

Company for the Petroleum and Process 

Industries (ENPPI), the Egyptian Ethylene and 

Derivatives Company (ETHYDCO), Alexandria 

Minerals Oil Company (AMOC), and Middle East 

Oil Refinery (MIDOR).

Ratings agency Moody`s explained in 

August that further that measures such as 

the implementation of the investment and 

bankruptcy laws contributed to improving 

Egypt’s competitiveness in the World Economic 

Forum’s ranking over the past year and should 

foster investment, including foreign direct 

investment, in non-energy sectors, such as 

tourism, agro-processing and manufacturing.

At the end of 2017, the Egyptian Financial 

Supervisory Authority — EFSA — announced that 

it has changed its English-language name to the 

Financial Regulatory Authority, or the FRA. 
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KuwAIT
welcome initiatives  
from Boursa Kuwait

Discussions were held about several new real 

estate and financial investment instruments which 

Boursa Kuwait plans to launch shortly. 

These include, but are not restricted to, REITs, 

securities lending and borrowing agreements, short 

selling, stock swap transactions, and the introduc-

tion of market on close session. 

The investment companies that attended the 

meeting welcomed the initiatives presented by 

Boursa Kuwait as being in the interest of the insti-

tutional and individual investors.

The attendees encouraged Boursa Kuwait to 

proceed with completing the stages of market 

development in a way that benefits the traders 

and the participants in particular and the national 

economy in general. 

In Kuwait, the banking industry is subject to a 49 

percent foreign ownership limit. These limitations 

affect more than twenty six percent of the Kuwaiti 

equity market. 

MSCI stated in June market report that the 

presence of large strategic shareholders in many 

Kuwaiti companies “may limit the level of transpar-

ency and governance in the market”. 

Stock market information, the index provider 

added, is often not complete and is often not dis-

closed in a timely manner. 

The requirements needed for registration with 

Kuwait Clearing Co. have been reduced, simplified 

and the documents in English are now accepted. 

Registration is mandatory and the full process can 

take about two weeks. 

In May 2017, the settlement cycle moved to T+3 

for both local and foreign investors and in April 

2018, the introduction of a proper delivery versus 

payment (DvP) settlement provision and proper 

failed trade management was initiated

Omnibus structures are not widely used since 

there is a lack of a clear legal basis for them and 

overdraft facilities remain prohibited.

The operational efficiency of the DVP model has 

been enhanced through the introduction in April 

2018 of a proper false trade mechanism. This has 

mostly eliminated the need for segregated cus-

tody and trading accounts which were previously 

required in order to mitigate the risk deriving from 

local brokers having unlimited access to trading 

accounts

In June, MSCI announced that it will include the 

MSCI Kuwait Index in its 2019 Annual Market Classi-

fication Review for a potential reclassification from 

Frontier Markets to Emerging Markets status. 

Boursa Kuwait held a meeting in May 2018 with the CEO’s of 18 Kuwaiti 
investment companies to discuss plans to further develop the market. 

The attendees encouraged Boursa Kuwait to proceed with completing the 
stages of market development in a way that benefits the traders and the 
participants in particular and the national economy in general
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Approvals included rules regulating the market 

maker activity, which is a new addition to the 

financial services activities. Such rules aim at 

activating trading and increasing liquidity in the 

market, as well as maintaining its stability and 

balance when the financial services companies, 

specialized in this activity licensed and regulated 

by the QFMA, provide continuous offer prices 

for buying and selling the securities traded in the 

market.

Operating procedures for ETFs, including short 

selling transactions covering such fund’s units or 

index components, were also agreed. This is an 

addition of a new financial product to the Qatari 

market alongside shares, governmental treasury 

bills and bonds, which contributes in the diversity 

of securities available for investors.

A lending and borrowing facility has been in 

place at QSE for several years but only as a tool to 

cover settlement failures. 

Last year, exchange CEO Rashid Ali al-Mansoori 

said the bourse was looking to roll out futures 

trading and short-selling by the end of 2018, as 

part of a bid to boost liquidity and encourage 

more IPOs.  The exchange already has a margin 

trading facility. 

Therefore, if short selling is to be launched in the 

near future, the market should already have some 

regulations in place to build a comprehensive 

short selling mechanism.

QSE introduced margin trading in 2016, allowing   

investors to purchase securities that are partially 

financed by the margin lender, a QSE member 

who is licensed to provide margin trading services.

According to the Qatar Central Securities 

Depository (QCSD), currently, there are three 

participants who provide custodian service 

to investors; HSBC Bank, QNB and Standard 

Chartered Bank. QCSD will be responsible for 

carrying out the clearing, settlement & depository 

of securities.

In March, Qatar’s first listed exchange traded 

fund (ETF) started trading on the QSE for 

investors seeking to capture exposure to 

companies listed on the bourse. The ETF is 

designed to track the Qatar Exchange Index 

which screens for the top 20 listed companies in 

Qatar by market capitalization and liquidity. Qatari 

investment firm Amwal raised funds for the ETF 

and Doha Bank is acting as a founder. 

In 2017, the Board of Directors of the Qatar Financial Markets Authority 
(QFMA) approved important rules and regulations as a part of the 
QFMA’s initiatives for the capital market and its ongoing efforts to 
regulate and activate the capital market, protect its stability and 
its participants, and diversify its investment tools and mechanisms 
supporting Qatar Stock Exchange “QSE”.

Activating trading and  
increasing liquidity
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SAudI ARABIA
Strong momentum  
of positive reforms

From a securities services 
perspective, what have been some 
notable trends/focus areas for HSBC 
in 2018?

Bhandari: The recent few years since 

the opening of the Saudi Arabian 

market to foreign institutions have been 

extremely exciting for the securities 

services industry in Saudi Arabia. The 

markets have maintained their strong 

momentum of positive reforms, which 

have all been aimed at enhancing the 

investor experience in the market. Key 

developments of note in 2018 have 

been the revision of the QFI regulations, 

which provide investors with further 

improved access into the market, 

listing of government debt in the Saudi 

Stock Exchange, announcement of 

Central Counterparty Clearing (CCP) 

and a derivatives market, as well as 

the implementation of new Investment 

Fund Regulations, which require 

domestic asset managers to appoint 

third party custodians. The  inclusion 

of Saudi Arabia in major international 

emerging market indices of MSCI 

and FTSE Russell demonstrates the 

significance of these changes.

Madhur Bhandari, Head of Securities Services, HSBC Saudi Arabia, gives his 
take on recent market developments in the Kingdom.

“Saudi Arabia continues to be an 
important market for the HSBC 
franchise including the Securities 
Services business.”



country profiles • saudi arabia country profiles • saudi arabia

Middle East and North Africa Securities Finance Guide 2018  •  47

Are you seeing a progressive rise in  
Saudi-related business activity?

Bhandari:  2018 has been and continues to be 

extremely busy for our Securities Services team 

in Saudi Arabia.  The number of entities which 

have registered with us as QFIs has significantly 

increased and our pipeline is very strong. Total 

foreign ownership of the Tadawul stock exchange 

(through QFI and swaps) has increased by around 

75% from the close of 2017 until the end of August 

2018. Saudi Arabia continues to be an important 

market for the HSBC franchise including the 

Securities Services business. We continue to make 

investments into our local platform in terms of on-

shore resourcing, automation and other means to 

ensure our operating platform remains scalable to 

handle the anticipated material influx of volumes.

What are they key Saudi reforms that matter to 
you and your clients?

Bhandari:  The Capital Market Authority and 

Tadawul have been very receptive to feedback re-

ceived from international investors, intermediaries 

and service providers such as ourselves. Condi-

tions of market entry and access requirements 

are aspects that concern us and our clients, and 

we are very happy with the progressive reforms 

introduced by the Capital Market Authority on 

this front. The recent changes to the QFI regula-

tions which came into effect in the early part of 

2018 further reduce the AUM criteria for entities 

seeking QFI status from USD 1 billion to USD 500 

million, removal of eligibility condition of securities 

experience which was previously set at 5 years, 

removal of the need for CMA to approve all QFI 

registration requests, relaxation of the documen-

tation requirements by making these discretionary 

at the end of the local service providers, broaden-

ing the list of acceptable jurisdictions and relaxa-

tion of notification requirements.

Currently, how do investors gain short exposure 
to Saudi? Is it only through synthetic finance, 
i.e. swaps?

Bhandari: The Saudi Arabian regulator has already 

put in place a framework for Short Selling, and 

Securities Borrowing and Lending. However we 

have seen most market players looking to gain 

short exposure through synthetic finance only, to 

the extent they have sufficient inventory to cover 

the short position.  Liquidity is seen as a critical 

component of financial market development. A 

liquid market benefits the investors and issuers 

that are able to access capital at a reasonable 

cost. As liquidity serves to deepen and strengthen 

financial markets, Securities Borrowing and 

Lending serves as one of the measures aimed at 

promoting liquidity. More specifically, short selling 

is regarded as contributing positively to price 

discovery and facilitating risk management for the 

market makers. 

What benefits can such mechanisms bring to 
developing/emerging markets in the MENA 
region? 

Bhandari:  Securities lending and borrowing 

(SBL) plays a key role in promoting market ef-

ficiency and liquidity. It provides an important tool 

for participants to borrow securities in order to 

reduce failed settlements. SBL also supports the 

development of the capital markets by facilitat-

ing investment and trading strategies that would 

otherwise not be possible without a liquid supply 

of securities (such as hedging). Therefore, SBL is 

an important tool of risk management for both 

domestic and international investors. 

“Securities lending and borrowing (SBL) plays a key role in promoting 
market efficiency and liquidity.”



country profiles • united ArAb emirAtes country profiles • united ArAb emirAtes

48 • Middle East and North Africa Securities Finance Guide 2018

uNITEd ARAB EMIRATES
Exchanges move forward

Two main financial securities exchange markets 

operate in the UAE under the Securities and Com-

modities Authority (SCA): Abu Dhabi Securities 

Exchange (ADX) and Dubai Financial Market 

(DFM).

In July 2018, DFM announced the list of securi-

ties eligible for trading under its new regulated 

short-selling service aimed at boosting liquidity 

and attracting foreign investors.

ADX recently launched its own technical short 

selling, allowing the clients of local brokers the 

ability to take short positions on ADX listed 

stocks. Adnan Al Namer, manager of depository, 

CSD Department, ADX, spoke to Global Investor in 

September.

“The regulated capital market in the UAE is quite 

young, and rapidly growing to establish itself with 

strong foundation and practices,” said Al Namer. 

“The securities lending and borrowing (SLB) 

concept is quite recently introduced as such lo-

cal investors and entities in the UAE needs to be 

informed and educated on the benefits and pro-

cesses of SLB, before more confident approach 

from them can be expected.”

The reaction and feedback ADX received to SLB 

has mostly been positive and with many entities 

and prominent investment managers interested in 

the introduced SLB controls that have been show-

cased to them. However, Al Namer explained that 

there were some doubts as to the future and the 

reception of the investors to the idea and if they 

would partake in it. “As such, ADX plans on having 

many awareness session and seminars to raise 

knowledge and encourage investors to participate 

in SLB activities,” he added.

ADX has shaped its own SLB regulation to align 

with best international standards and in compli-

ance with UAE judicial laws. Al Namer continued: 

“We have recognized the SLB transactions made 

by Qualified Investors where it can be registered 

in the market through a Lending Agent.”

He added: There are a number of initiatives start-

ing from Market Infrastructure initiatives (mainly 

post trade), widening and scope of indices and 

developing services to SME’s and Growth Com-

panies and further introduction of new asset 

classes.”

Rival exchange DFM has also been working to 

develop the UAE’s repo market. The group said 

on July 8 that its new settlement service handled 

repurchase agreements for the first time. DFM 

described the move as the “first step of its kind” 

among regional markets. The trades involved 

shares in Dubai-based shipping firm Gulf Naviga-

tion and Drake & Scull, an engineering company.

Unlike classic repo transactions where the un-

derlying security is in the form of government of 

corporate bonds, equity repos are based on equi-

ty securities such as common shares. The move to 

establish a repo facility by DFM is seen as one way 

to promote liquidity and follows approvals from 

the UAE’s Securities and Commodities Authority. 

Global index compiler MSCI upgraded the UAE to Emerging Market status 
back in 2013. The UAE’s financial markets deal primarily in equities, 
securities, bonds, futures, mutual funds, commodities, currencies, metals, 
stones, derivatives, and Sukuk (Islamic bonds).
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DFM said Equities First Holdings, a firm specialis-

ing in providing capital against shares traded on 

public exchanges, was the first repo provider.

“We are very pleased with these first trans-

actions as they reflect that DFM is on track in 

creating value for its investors in releasing values 

of their securities through an OTC repo with a 

lending company, which may then lead to further 

improvement in trading activity,” said Maryam 

Fikri, chief operations officer and head of DFM’s 

clearing, settlement and depository division.

She added: “We hope financial institutions will 

leverage on this new DFM infrastructure to create 

new products.”

Equities First Holdings founder and chief execu-

tive Al Christy said there was a need to enhance 

market liquidity in the UAE.

“Equities First Holdings’ approval as a provider 

of repo transactions offers tremendous oppor-

tunity to businesses and investors looking to 

appropriately leverage their holdings and grow,” 

he explained..

The first repo trades follow DFM’s launch of a 

regulated short selling service at the end of 2017. 

The move added to existing securities lending and 

borrowing activity already permitted for settle-

ment fails.

Aside from securities finance, derivatives are in 

focus in the UAE. Nasdaq Dubai and Brokerage 

House Securities (BHS) announced a collaboration 

on September 3 to promote the benefits of equity 

futures to investors in the region.

As part of the campaign, the exchange will look 

to educate investors by offering workshops and 

videos detailing how to trade derivatives and the 

advantages equity futures offer.

At the time, Abdul Hadi Al Sadi, managing direc-

tor of BHS, said in a statement: “Nasdaq Dubai’s 

equity futures market is one of the most excit-

ing developments in the GCC’s capital markets 

for many years, because it hands investors tools 

to express their investment beliefs in a new way 

beyond simply buying or selling shares.”

Firm to watch: US custody bank State Street 

has opened an office in Abu Dhabi, the firm an-

nounced on September 12. The bank has had an 

office in Dubai for 26 years, but its new UAE hub 

is based in the Abu Dhabi Global Market financial 

centre.

“The firm’s new office will strengthen its current 

service offering for its Middle East clients in areas 

including global custody, accounting, risk and 

performance analytics, and securities lending, as 

well as indexed, overlay, multi-asset and active 

investment management,” State Street wrote in a 

statement. 

Abu Dhabi, Capital city of UAE
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According to Takasbank, the institution that oper-

ates Turkey’s Securities Lending Market (SLM), 

the mechanism to borrow and lend securities is 

continuing to function as it should and has seen 

increased volumes.

“Takasbank has a strong risk management policy 

(high collateral rates and guarantee fund) in order 

to suffer from market failure in SLM,” the firm told 

Global Investor.

“The total lending contracts has increased by 77 

percent and the business volume by 75 percent 

compared with last year.” 

As a central counterparty, Takasbank acts as 

the borrower against the lender and as the lender 

against the borrower. 

The firm told Global Investor it keeps in touch 

with internal and external stakeholders in order to 

increase the quality of service. 

“Takasbank arranges regular meetings with bro-

kerage houses, banks, the Capital Market Board 

and Turkish Capital Markets Association,” the 

company said.

With respect to Takasbank’s role in the repo 

market, clearing and settlement on the Borsa 

Istanbul Debt Securities Market is performed by 

Takasbank and the group acts as CCP in the repo 

and reverse repo markets. 

Takasbank became a member of The European 

Association of Central Counterparty Clearing 

Houses back in 2014 which has allowed the firm to 

become acquainted with studies of CCP practices 

within the EU, as well as build relationships with 

other members.

“SLM is operated by Takasbank efficiently and 

effectively via international CCP practices,” the 

firm added when questioned on international 

standards.

Looking ahead, the aim of the securities lending 

team is to increase the quality of service in the 

direction of are carried on members’ demands. 

In February 2018, the SLM applications of “Spe-

cial Order” and “Roll-Over” came into effect. 

Under the new order type, called Special Order, 

borrower and lender members firstly agree among 

themselves, and then, trade on condition that the 

transaction will not exceed the thresholds and 

trading limits, and the borrower member pledges 

enough collateral. 

For maturing contracts, in cases where both 

borrower and lender members agree with each 

other, roll over (extension of maturity) can now be 

made. In roll over transactions, both maturity type 

and commission rate can be modified.

Takasbank added that an increase in the interest 

rates for the repo market and new IPOs in the 

equity market may trigger the flux foreign invest-

ment. 

Currently, Takasbank’s shareholder structure 

consists of Borsa Istanbul (64%), 11 banks (17%) 

and 29 brokerage houses (19%). 

Since a partnership deal with Nasdaq in 2013, 

Takasbank and Turkish capital markets in general 

have advanced.  

In August 2018, Borsa Istanbul announced 

preparations to establish a swap market in a bid 

to expand its derivatives offering. 

Turkey’s economy became a major focus in the summer of 2018 due to 
problematic politics, big deficits, double-digit inflation and newly imposed 
US sanctions.

TuRKEy
Takasbank’s role



The MENA Asset 
Management and 
Trading Summit

Conrad, dubai, uaE
14 nov 2018

The MENA Asset Management and Trading Summit brings together FOW and 
Global Investor’s successful events for a day of debate and discussion on asset 
management, derivatives and the wider capital markets across the region.

Join over 200 delegates for a day of panels, presentations and networking on the 
topics that are impacting your business.

The event is aimed at asset managers, hedge funds, banks and brokers from 
across the MENA region.
 
For full details go to:

www.globalinvestorgroup.com
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