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Executive Summary
Saudi Arabian Financial Market
The Saudi Arabian financial industry comprises of the Capital Market Authority (CMA), the Securities Depositary Center (SDC), the Saudi Arabian
Stock Exchange (Tadawul), brokerage firms, financial institutions and credit rating agencies.
The Tadawul is the largest and the most liquid stock market in the Gulf Cooperation Council (GCC) region, with a market capitalization of
USD 464.5 billion (average). The Tadawul plays a key role in the Kingdom’s financial market and has 173 companies listed on the exchange, under
15 diverse sectors.
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In comparison with the global markets, the Tadawul has performed fairly well, despite the 50% Y-o-Y decline in oil prices in 2015. The opening of
the USD 464.5 billion Tadawul stock market to direct foreign investment is expected to improve the Tadawul All Share Index (TASI) in 2016.

Comparison among Gulf Cooperation Council (GCC) Stock Exchanges
The Saudi Arabian financial market provides the benefits of fast-growing emerging markets coupled with low risk and high credit quality for
investors. In the past decade, low inflation rates, stable foreign reserves, and a well-capitalized banking sector have supported the healthy growth
of companies and investments and thereby the emergence of a secure financial market.
The Saudi Arabian financial industry is highly liquid and is financially stable, due to the following reasons:
1. Most liquid market in the Middle East and North Africa (MENA) region accounts to 55% of the total share of liquidity
2. Highest Average Volume (of stocks) Traded per Day among the GCC countries – USD 1.4 billion/day. The decline in volume of trade per
day can be attributed to low oil prices and weak investor’s confidence in H2 2015. In 2016, post the feedback from foreign investors about the
effectiveness of the Tadawul framework, the Morgan Stanley Capital Investments (MSCI) will include Tadawul index in the emerging market’s
portfolio. This will increase the credibility of the Tadawul, which will attract investment in the long term
3. Largest asset managed (USD 30.1 billion) in the GCC region
4. The Tadawul has a market capitalization of 464.5 billion (average), which continues to be the largest among the GCC countries despite
decline in oil prices
5. In Q2 2015, Saudi Arabia had the most number of Initial Public Offering (IPO) in the GCC region – the Kingdom accounts to 75% of the total
number of IPOs in the region. The value of capital raised in Q2 2015, as a part of the IPO, was USD 1 billion which accounts to 87% of the total
capital raised in the GCC region
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Saudi Arabian Stock Market Performance (Q3 2015)
The most influential sectors in the Tadawul are the banking, petrochemical, and the insurance stocks which combined contributes to 48.9% of the
total value of shares traded in 2015. From July 2015 until August 2015, TASI has decreased by 15.1% primarily due to declining oil prices which
have significantly impacted investor sentiment. In addition, the market capitalization has also decreased steeply due to the withdrawal of assets
and investments by foreign investors attributed to uncertain economic conditions, amidst low oil prices. However, trading activity indicators such
as the volume and value of shares traded, indicate high market liquidity due to the opening of the Tadawul in June 2015. The stable economic
indicators and sustained public spending have played a key role in supporting the stability of publicly listed companies’ profitability.
In 2015, the petrochemical stocks witnessed a short-term low performance period which can be attributed to a 52% decline in oil prices,
weak global demand, and decline in the Chinese imports. Saudi Arabia Basic Industries Corporation (SABIC) contributes to 35.9% of the total
petrochemical sectors’ stock, has experienced a drop in profit due to a 10–20% decline in petrochemical prices. The Saudi Arabian banking sector
stocks have performed well backed by well-capitalized reserves and strong liquidity ratios. The young and growing Saudi Arabian population will
further bolster the demand for retail loans in the long term. Almina Bank, which contributes to 59.9% of the banking sector stock value, has low
profit margins due to the decrease in income fee on loans in the short term.
However, the overall market environment remains optimistic, due to post the opening of the Tadawul for direct foreign investments in June 2015. The
stocks that will attract investments in 2016 are the energy and utilities sector, banking, healthcare, insurance, real estate, and retail. This will be driven
by higher public spending and rising income levels of the young Saudi Arabian population supported by the government’s diversification initiative.

An Attractive Economy for Long-term Investments
Saudi Arabia has a population of 31 million growing at 2.5% Y-o-Y in Q1 2015, of which 50% of the population are under 25 years. This opens
an attractive investment opportunity for retail, healthcare, energy and utilities, banking and construction/real-estate sectors driven by growing
consumption trends.
In addition, government spending will be sustained at USD 229 billion in 2015 to support the shift to a non-oil based economy. However, oil
continues to represent 47% of the Gross Domestic Product (GDP), but the trend is changing as the economy diversifies into non-oil-based source
of revenue. In 2015, the non-oil sector is expected to grow by 3.1% compared to the oil-based sector which is expected to grow by 1%.
The total public debt remains at 1.6% of the total GDP which indicates sufficient cushion for taking loans to fund local economic growth. In
addition, the Saudi Arabian Riyal is pegged to the US dollar which has shielded Saudi Arabian equities from currency volatilities that most emerging
markets faced in 2015.
For investors, the Saudi Arabian financial industry currently serves as a long-term investment platform with the emergence of the high-yield government
bonds, large corporate bond issuance programs, and attractive financial instruments, such as the Real Estate Investment Trusts (REITs).

Impact of Crude Oil on the Financial Market
In 2015, the crude oil prices are at the lowest point (USD 53.2/barrel) and according to the World Bank, the price/barrel is expected to increase by
an average of 10% Y-o-Y until 2020. Oil prices have declined further to USD 49/barrel, due to the devaluation of the Yuan and weak global demand.
The banking sector remains less affected by lower oil prices, as banks have maintained high liquidity levels and adequate cash reserve ratios. In
the petrochemical industry, low oil prices have reduced input costs in 2015, which has helped petrochemical companies such as SABIC and Petro
Rabigh to cut costs. However, low demand for basic petrochemical products, especially from China, has had a larger impact.The petrochemical
sector stock index has declined by 26.9% since Q1 2015. The Saudi Arabian government has encouraged petrochemical companies to focus on
high-demand specialized chemicals. The opening of the Tadawul has led to increase in foreign–local joint ventures in 2015, which will attract the
qualified labor, support technology advancement, and boost innovations. As per the correlation analysis between Brent crude and Tadawul, the
correlation remains weak due to sustained government spending, high foreign reserves and stable economic indicators.
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Sector

Sector Correlation with Oil Prices
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Media & Publishing
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Multi-investment

0.058
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0.038

Real Estate

0.026

Source: Jadwa Investment

The correlation analysis is performed by comparing the performance of each of the indices with that of the crude oil index for the past eight
years.

Mutual Funds and Debt Market Growth
The size of the Saudi Arabian mutual funds market was ~USD 29 billion in Q3 2015, with 266 mutual funds, managed by 40 fund managers. In
the total 266, 188 of the mutual funds are Shariah compliant, 90% of the funds are either based in USD or Saudi Riyal. The overall performance
of the mutual funds YTD is -4.2%, which can be attributed to the weak performance of the USD-based funds, due to the possible devaluation of
the Riyal against the USD.
The Saudi Arabia Debt Capital Market (DCM) will be further developed by CMA in 2015 due to the increase in demand for long-term financing
options and low interest rates. In 2014, Saudi Arabia issued USD 5 billion worth bonds contributing to 20% of the total debt, issued by the GCC
countries. In 2015, the government has sold USD 4 billion worth Shariah compliant debt bonds to banks to fund the budget deficit. In addition, the
Saudi Arabian Monetary Agency (SAMA) has encouraged companies to raise funds by issuing debt bonds to spread corporate loan risk beyond the
banking sector. This will help to develop a deep and diverse debt market in the next few years.

Islamic Financial Market – Sukuk Bonds
Saudi Arabia has the second largest Shariah compliant financial assets (USD 350 billion) after Malaysia. The Saudi Arabian Islamic finance market
is dominated by Islamic funds and the insurance system (Takaful). Therefore, the scope for Sukuk (Shariah compliant bonds) market growth is
tremendous. As 97% of the Saudi Arabian population are Muslims, Shariah compliant products are widely accepted and preferred. From 2016
onward, the demand for long-term investment products, such as Sukuks, securities backed loans, REITs, is expected to grow in line with the
growth of the non-oil sector, this opens up a billion dollar opportunity for asset managers and financial institutions.
On a sovereign level, the Saudi Arabian government has issued USD 4 billion worth of Sukuk bonds to local banks (first time in eight years), in July
2015. ANB is expected to complete the USD 533.3 million worth Sukuk bond issuance by the end of 2015. The Saudi Arabian Sukuk bond market
is expected to grow exponentially in 2016 and 2017, supported by the Saudi Arabian government initiatives to develop the local debt market.
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Opening of the Saudi Arabian Stock Market for Foreign Investments
In addition, the opening of the Tadawul will increase the inflow of investments in the long term. The Saudi Arabian stock exchange will be included
in the MSCI by 2017, post the assessment by MSCI by taking into account feedback from the international investors. The CMA has eased access
to the highly liquid and diverse Saudi Arabian stock market for Qualified Foreign Investors (QFI) with certain restrictions to prevent speculations.
The opening of the USD 464.5 billion (average) worth stock market in June 2015, will result in the following:
1. Increased foreign investments
2. Improved efficiency of the financial system
3. Enhanced operational standards in the listed companies [as the increase in foreign participation will improve the corporate governance (CG)
standards]
4. The adoption of international disclosure procedures by CMA, thereby increasing the transparency in all publicly listed companies

Regulations in the Financial Industry
The Saudi Arabian financial market is governed by a set of well-defined regulations known as the Capital Market Law (CML) (2003). CML outlines
the specific guidelines and rules for CMA, the Tadawul stock market, SDC, mutual funds & brokerage services and credit agencies.

Recent Developments
REITs are a financial instrument that will provide low-cost finance to support the growth of the Saudi Arabian construction industry. The regulations
are yet to be finalized which will increase the liquidity in the Saudi Arabian real-estate industry, as foreign investors will be exempted from the 20%
taxes on capital gains. Moreover, REITs will serve as a new investment option for retail and institutional investors; thereby providing an option to
diversify their investment portfolio. In the future, the increase in foreign investors’ participation in the Saudi Arabian capital market will play a key
role in the success of the REITs.
The “National Strategy for Financial Education”, ratified by the Saudi Arabian government and CMA in 2013, as a part of the “Ninth Development
Plan” (2010–2014) under the stewardship of G20 committee, will support the growing demand for qualified professionals in the capital market.
In 2015, the opening of the Tadawul for foreign investment and the future inclusion of the TASI in the MSCI index will increase the demand for
employees with globally recognized certifications.
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Introduction to the Saudi Arabian Financial Market
The financial industry contributes to 11% of the total Saudi Arabian GDP in Q2 2015. The Saudi Arabian finance industry comprises of the banking
sector, the capital trading markets (financial markets), lending institutions, Securities Depository Center (SDC), Islamic financing services, credit
rating agencies, and money changers.
In the Kingdom, small–medium sized business and large companies raise capital for investments through the financial industry. The Saudi Arabian
financial system has a well-developed equity and debt market to fund such investments. Debt financing is supported predominantly by the banking
sector – the sector is well-capitalized with a strong asset base of USD 1.1 trillion (including SAMA). The sources of debt funds are either through
the 24 commercial banks or the five credit lending organizations, namely Public Investment Fund (PIF), Saudi Industrial Development Fund (SIDF),
Saudi Real Estate Fund (SREF), Saudi Credit and Saving Bank (SCSB), and Saudi Arabian Agricultural Bank (SAAB).
Equity financing, usually the source of fund for large companies is by issuing shares and bonds in the Tadawul stock market. The Saudi Arabian
stock market has a market capitalization of USD 464.5 billion (average) with 173 companies listed on the exchange. There are 15 diverse sectors
in the Saudi Arabian stock market namely – petrochemicals, banking, insurance, retail, energy and utilities, hotel and tourism, telecommunication
and IT, food and agriculture, multi-investment, transportation, media and publishing, building and construction, real estate, agriculture and food,
and industrial investment.
In addition to the two major sources of funds, firms raise money via various investment funds such as REITs. In Saudi Arabia, the total mutual
funds are valued at ~USD 29 billion, with 266 funds supporting several small to medium-sized businesses. These funds are segregated based on
the target investor audience, the tenure of return, and the investment yield. The diverse sources of funds that support small and large businesses
alike have helped to develop a secure and stable financial system.

Saudi Arabian Financial Market Overview
The Saudi Arabian financial market comprises of CMA, the authorized institutions, the Tadawul stock market, and several investment funds.
CMA was founded in 2003 under CML by the Royal Decree. CMA was established to supervise and monitor securities trading and the stock
market and most importantly, increase the investor’s confidence by protecting them from illegal activities. CMA has the authority to issue licenses
that permit financial institutions to issue, transfer, clear, settle, and deposit stocks/securities. The authorized institutions predominantly comprise
of brokers and agents who hold licenses by CMA. These agents and brokers known as APs, are legally eligible to offer trading and investment
services to investors under the guidance of entities, like investment funds and other brokerage firms.
The Tadawul plays a key role in the Saudi Arabian financial market and has a market capitalization of USD 464.5 billion (average) as of July 2015.
The Tadawul is the most liquid financial market in the GCC region, contributing to 55% of the regions’ liquidity. The average number of shares
traded per day is 1.4 billion/day (average) as of July 2015, which has declined by 17.6% since Q4 2014. This is primarily due to subdued investor
sentiment as a result of declining oil prices. Despite weak investor’s confidence, due to low oil prices, the total number of shares traded per month
has increased significantly to 4.6 billion in October 2015 – this is an increase of 28.5% M-o-M. In addition, the total number of transactions in
October 2015 was at 2.1 million, a 24.5% M-o-M increase. This trend is expected to continue well into 2016, as foreign institutional investors
benefit from trading on the highly liquid and secure financial Tadawul stock market. In 2017, post inclusion in MSCI will further boost investor’s
confidence thereby increasing investments and trading activity in the Tadawul.
The most influential stocks in the Tadawul are the banking, petrochemical, and the insurance stocks, which contribute to 48.95% of the total value
of shares traded in 2015.
In the long term, the Saudi Arabian economy is an attractive investment opportunity, with the overall demand for products and services, driven by
a young and growing population. The Saudi Arabian population is 31 million as of Q1 2015, growing at 2.5% Y-o-Y, with 50% of the population are
under 25 years. This will have a positive impact on the overall economy resulting in a cascading effect on the 15 diverse stock market sectors, and
thereby generating attractive long-term returns. The top 40 companies by market valuation contribute to 85% of the total market capitalization;
however, these companies contribute to only 50% of the Average Daily Trading Volume (ADTV) indicating a growing interest in other stocks.
The Tadawul has remained resilient when oil prices have declined steeply in the past year. Oil prices have declined by 50% Y-o-Y, whereas the
Tadawul decreased only by 17% in the same period. The decline in Tadawul performance in Q3 2015 can be attributed to other factors, in addition
to the decline in oil prices. One of the other key reasons is the weak performance of the Chinese stock market and other emerging markets, which
is a consequence of overall weak global consumption trends since Q1 2015. A holistic view of the global stock market scenario indicates that all
stock indices have performed poorly, except the US and the Japanese financial market.
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TASI Trend (Nov 2014–2015)
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The Tadawul has remained resilient when oil prices have declined steeply in the past year. Oil prices have declined by 50% Y-o-Y, whereas the
Tadawul decreased only by 17% in the same period. The decline in Tadawul performance in Q3 2015 can be attributed to other factors, in addition
to the decline in oil prices. One of the other key reasons is the weak performance of the Chinese stock market and other emerging markets, which
is a consequence of overall weak global consumption trends since Q1 2015. A holistic view of the global stock market scenario indicates that all
stock indices have performed poorly, except the US and the Japanese financial market.

Saudi Arabian Financial Market – Classification
Saudi Arabian Financial Market Classified by Source of Funds
Saudi Arabian financial market is divided into two types – private and public fund assets, which are categorized, based on the source of funds.

Total Value and Growth of Private Saudi Arabian and
Public Fund Assets (2013–2014)
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69%
Value of Public Funds Assets

Public Fund Assets
Public assets include investments made by the national organizations, such as Saudi Arabian PIF. For example, PIF invested USD 1 billion in the
world’s third largest steelmaker, Posco E&C, Korea, to manufacture cars in the Middle East. This falls under the category of public investment.

Saudi Arabian Public Fund Assets Classified by
Type of Investments (H2 2014)
Money Markets

Equity

Real Estate

60%

32.2%

4.5%

Investment
Funds

Debt
Instruments

Others

2.6%

0.6%

0.2%

Source: CMA

Private Fund Assets
Private fund assets include investments made by private equity firms, small private pension funds, and other retail/corporate investments.

Saudi Arabian Public Fund Assets Classified by
Financial Asset Type (H2 2014)
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Saudi Arabian Spot and Future Market
The Saudi Arabian future market trades either commodities or financial instruments, at times both. In this market, financial assets are traded,
making it less liquid and actual monetary gains/losses are incurred by the investor, when the instrument is sold in the spot market. In the Saudi
Arabian spot market, commodities or currencies are traded by the companies, like Ajwa Grain Trading Co., for cash, and the transaction is
completed immediately. For this reason, the spot market is known to be liquid and is also called as the cash market. It is divided into the money
and capital markets.

Saudi Arabian Public Asset Fund Classified by Financial Asset Type (H2 2014)
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Saudi Arabian Money Market
The Saudi Arabian money market was valued at USD 18.37 billion in Q4 2014 and has grown by 14% Y-o-Y compared to Q4 2013. The reason for
the increase is due to low investor’s confidence, which has resulted in a significant increase in the safe government bond investments. The money
market is a subset of the financial market. Financial assets with short-term maturity (less than a year), such as government deposits and treasury
bills (TBS), are traded in the money market. Generally, large to medium traders participate in the money market, as the size of the trade exceeds
USD 1 million. Financial institutions, such as money market dealers, large commercial banks, and brokerage firms, facilitate trade between sellers
and buyers for a fixed fee per transaction.

Saudi Arabian Money Market – Private vs. Public Funds (H1 2013–H2 2014)
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Saudi Arabian Investor's Confidence Index Trend (Nov 2010–2014)
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The Capital Market
Long-term financial assets, such as corporate bonds, stocks, and the government bonds are traded in the capital market. The capital market is
divided into two, namely Primary and Secondary
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The Primary Market
The Saudi Arabian primary market (financial market) has high liquidity levels and market volatility. In 2014, Saudi Arabia contributed to 55%
of the total (USD 4 billion) financial market liquidity in the MENA region. Most importantly, the volume of trading/day is currently at USD 1.4
billion (average), which continues to remain the highest value among the regional peers, despite low investor’s confidence. The financial market
comprises of financial institutions, such as HSBC, Morgan Stanley, and AlJazira Capital, which helps the companies to issue new shares and
securities in compliance with the CML. The main purpose of issuing stocks is to raise the capital for future company investments and growth.
Investment banks provide assistance with seeking low-cost finance for both listed companies as well as small private companies, based on the risk
involved. Companies listed in the Tadawul raise the capital by IPO in the form of equity financing. Small to medium-sized companies that require
small-scale investments are usually funded by investment funds. The major investment banks in Saudi Arabia are Audi Capital, Halal Investments,
Saudi Fransi Capital, Al-Khabeer Capital, Goldman Sachs, HSBC, and Saudi Investment Bank (SAIB).

Financial Asset Value in USD Million

Saudi Arabian Primary Market Classified by Instrument Type (H1 2013–H2 2014)
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Case Study
In January 2015, the SAMBA financial group raised USD 2.13 billion by issuing bonus shares on the Tadawul. The increase in capital by SAMBA
– the fourth largest lender in the Kingdom is to support the growing demand for retail and home loans in the next few years.
Tadawul announced the addition of Saudi Ground Services in June 2015, under the guidance of HSBC and successfully raised USD 1.03 billion.

The Secondary Market
Investors sell and buy already-issued securities in the Saudi Arabian secondary securities market. Trading in the secondary market does not add
value to the existing securities market, rather it merely transfers ownership among investors.
The Saudi Arabian secondary trading market increases the overall market liquidity and investor’s participation, and has a scope for further
development and growth. In 2015, the CMA has revised and improvised the existing secondary market regulatory framework to buttress the
secondary market growth.
Currently, foreign investors are restricted from investing in the secondary market. However, post the finalization of the rules for opening the primary
market to foreign investors on June 16, 2015, foreigners will be permitted to directly invest in the Tadawul.
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Investment Funds
The investment fund in Saudi Arabia has the largest asset managed in the GCC region, valued at USD 30.1 billion as of 2015, with 269 diverse
funds in the portfolio. Of the 269 investment funds, mutual fund comprises of 266, valued at USD 29 billion. The CMA has incentivized the industry
to build a diversified portfolio under 14 different fund categories to spread risk over a wider currency portfolio. The funds are categorized as Stock
Local, Stock International, Stocks US, Stock EUR, Stock ASIA, Stock ARAB, Bonds International, Money Market International, Money Market Local,
Trade Finance International, Trade Finance Local, Balanced International, Balanced Local, and Real Estate. There are currently 40 fund managers,
and 70.6% of the funds are Shariah compliant. The Saudi Arabian population prefers the Shariah compliant financial instruments and banking
services, which is evident from the fast growing Islamic finance markets in Saudi Arabia. The total value of funds focused locally is USD 22.9 billion
and the remaining USD 6.1 billion worth of funds are deployed internationally.
The Exchange Traded Fund (ETF), which comprises of a smaller proportion of the portfolio, was introduced in 2014. ETF offers the advantage of
transparency of the Tadawul, at the same time benefits diversification in mutual funds. This is introduced to provide new investment options with
attractive returns for both foreign and domestic investors. The current portfolio is focused on materials, telecommunications, and financials, this
market has significant potential to grow, as investors constantly seek to spread risk and diversify investments with an aim to maximize return.

Total Assets of Mutual Funds (2009–2014)
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Assets of Investment Funds by Type (2014)
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Key Players
Saudi Arabian Stock Market
The Saudi Arabian stock market is a platform for companies to raise equity capital from a large group of investors (public) by issuing shares, and
it also serves as a market for investors to sell the shares and liquidate the investment.

Tadawul Classified by Nationality (July 2015)
4.9%

2.4%

Saudi Nationality
Foreign (resident and SWAP)
GCC Investors

92.7%
Source: CMA

Saudi Arabia has only one stock exchange – the Tadawul, which was established in the 1930s. Since its inception, the exchange has grown
substantially from 14 listed companies in 1970s to 173 listed companies. Tadawul strictly adheres to CML and is under the supervisory guidance
of CMA.
Tadawul has initiated the “Tadawulaty Services” in collaboration with the APs (brokerage firms and authorized brokers), which include a set of
financial services that will benefit both investors and issuers.

Earnings Growth Expectations (2016E)
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MENA

Emerging Markets

Developed Markets

Authorized Person (AP)
The finance capital market has two key service providers: the Saudi Arabian Stock Exchange (Tadawul) and Aps. AP is a person, legally permitted
to offer security trading services (both Islamic and conventional bonds), investment products, etc. The key roles of the stock exchange and AP
are to:
1. Help large companies to raise the capital for growth and expansion
2. Aid small companies with investments in new ideas and help to grow organically
3. Offer investment opportunities for different types of investors
4. Benefit from marginal transactional profits while abiding to CML

Saudi Arabian Authorized Person – Net Income and
Operating Income (H1 2013–H2 2014)

Income in USD Million
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Saudi Arabia Islamic Finance
The Saudi Arabian Islamic banking, encompassing the financial assets, is expected to reach USD 683 billion by 2019 from USD 350 billion in
2014, mainly driven by the growing demand for corporate and retail Shariah compliant services. Any sale transaction among the banks and
between the banks and the investors that complies with the Islamic finance law of Shariah is known as “Murabaha”. Saudi Arabia and Malaysia
contribute to 69% of the Islamic mutual fund market (total asset managed valued at USD 53.7 billion). Saudi Arabian Islamic trading and banking
services contribute to 31.7% of the global Islamic financing market share.

Islamic Finance Market Global Comparison (2014 vs. 2019)
Kuwait

100

Qatar

157
202

80

UAE

263

140

Malaysia

394

150

Saudi Arabia

683

350
0

100

200

300
2019F

400

500

600

700

800

2014

Sources: Central Banks, IMF

In addition, SAMA and CMA have taken measures in 2014 to develop the Sukuk bond market. For example, Saudi Arabia accounts for 50% (USD
2.5 billion) of the Basel-III Compliant Sukuk issued globally. “Sukuk” is similar to a corporate bond, which is compliant to the Shariah law. According
to the law, the interest payments are illegal, rather the borrowers share profits with the lenders similar to dividends.
The Saudi Arabian government has estimated a budget deficit of USD 150 billion in 2015, 20% of the GDP. In 2015, the government has
strategically planned to develop the debt market, as the excess foreign reserves will not suffice future monetary deficits. In 2015, the Saudi
Arabian government issued USD 4 billion worth of Sukuk bonds to fund the wide fiscal deficit. The government is expected to increase borrowing
by selling debt bonds, especially to local banks, which will set a benchmark yield curve in the long term. This benchmark yield value is critical to
build a credible and stable corporate debt market, thereby encouraging large companies to issue debt bonds. Even though small and mediumsized enterprises are backed by the government through loan programs; the fast growing business environment will benefit from the provision of
long-term funding via debt financing.
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Global Basel III Compliant Sukuks – Country-wise Breakdown (2014)
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Global Islamic Bond (Sukuk) Market Country-wise Breakdown (2014)
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Credit Rating Agencies
In 2015, six credit lending agencies, namely Standard & Poor’s, Fitch Ratings, Moody’s Investor Services, The Islamic International Rating Agency,
A.M. Best Europe-Rating Services, and Saudi Credit Bureau will be operational in Saudi Arabia. These credit agencies can continue to provide
credit rating services until the official licenses are issued in August 2016. These credit rating agencies will perform an in-depth loan eligibility
assessment of individuals and institutions based on requirements, drafted by CMA, prior to rating the entity. In September 2015, the CMA has
revised the rules for credit rating agencies, ensuring they align with global standards, post the opening of the Tadawul for foreign investors. In
addition to mandating market transparency as per global standards, CMA has also increased standards for acquiring a credit rating agency license
to ensure a higher control over the rating agencies.
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Macro-economic and Financial Market Interdependency
The health of the economy is directly linked to the stability and the well-being of the financial market. In Q1 2015, the banking sector contributed to
50.6% of the total stock market profits, followed by petrochemicals (19.9%) and telecommunications (9.1%). The major macro-economic factors
that impact the financial industry, especially in terms of investments, valuation of stocks, credit rating, stable monetary supply, and exchange rates
volatility, are:
1. Inflation and interest rates
2. Economic growth
3. Money supply in the economy

1. Financial Liberalization and Real Interest Rate (Inflation)
Initiatives such as the “Kafala Loan Guarantee Program” (2012), the attractive housing loan programs introduced by the banks to benefit from
the growing housing demand (only 30% of the Saudi Arabian citizen own homes), and the decision to open the Saudi Arabian stock market to
foreign investors (June 2015) will improve investor’s confidence, despite the weak oil prices. The Saudi Arabian economy has low inflation rates,
which indicate that the real value for money will likely remain stable in the long term. For the past decade, the interest and foreign exchange
rates have remained stable at 2% and 3.75%, respectively. A stable exchange rate has ensured that the value for investments in the Kingdom
has been shielded from global currency volatilities. From a Saudi Arabian company’s perspective, the firm can plan long-term investments, as
stable economic indicators help companies to assess the return on investments over a time period. To further boost the economic growth, the
strong foreign reserves (USD 654.4 billion), managed by SAMA, will help in funding the required investments for large companies, which mainly
comprises of the publicly listed companies.

Saudi Arabian Inflation and Foreign Reserves (2009–2014)
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2. Economic Growth (Industrial Production)
Economic growth will result in an increase in the value of goods and services produced, which will in return increase the industrial production,
and henceforth the earning of companies. An increase in earning will result in a rise in stock price valuations. Hence, there is a strong relationship
between the price of the stock and economic growth.
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Reserves (USD Billion)

5%

3. Money Supply in the Economy
When the money supply increases, investors tend to diversify investments away from safe government bonds to minimize the risk. The rebalancing
of the portfolio will alter the demand for assets, such as equity shares, which will boost stock prices. Contrastingly, with tight money supply, the
interest rates will increase, which will increase the cost of borrowing for both investors and companies, thereby negatively impacting investor’s
confidence, and thereby stock prices. In Saudi Arabia, constant interest rates have helped to build a stable stock market.
The money supply has increased from USD 437 billion in Q1 2014 to USD 479.2 billion in August 2015. This indicates that the retail investors will
have sufficient monetary supply to invest in equity stocks. Additionally, the Saudi Arabian government has committed to sustain spending levels
at USD 229 billion will focus on the growth of the non-oil sector. The non-oil sector grew by 10.2% in Q2 2015, valued at USD 114.9 billion,
compared to Q2 2014, which indicates the successful outcome of the diversification initiative. This will further boost the growth of the non-oil
sector, especially the energy and utilities, banking, healthcare, retail and financial service stocks.

In USD Billion

Saudi Arabian Total Monetary Base and Money Supply (2010–2014)
500
450
400
350
300
250
200
150
100
50
0

466.9
417

376
330.3
291.1

2010

2011

2012

Monetary Base

76.3

69.1

63.6

56.9

46.2

2013

2014

Money Supply

Source: SAMA

Total Money Supply (Aug 2014–2015)
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Current Market Trends and Landscape
Comparison of Tadawul with Global Stock Markets
Among the GCC countries, stock indices have declined over the past year, which can be attributed to the weak investor’s confidence, due to low oil
prices. In addition, slow growth in the emerging economies, strong US dollar, and the decrease in revenue for oil-exporting countries have further
impacted index performances. The Dubai stock market is comparable with the Saudi Arabian stock market, in terms of size and ADTV. The Tadawul
has experienced a similar decline in index value, however, in the future, the Tadawul is expected to perform compared to Dubai. The reason being
the Tadawul is now open to foreign investors, which will improve market capitalization and liquidity levels in the market. When compared to the
global market performance, Tadawul has performed decently, at a time when oil prices have close to halved in the past year.
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The Tadawul experienced a decline in dividend yield in 2014 (3.3%) compared to 2013 (3.6%), primarily due to the decline in the TASI index by
9% YTD. In comparison with the global peers, Saudi Arabia has attractive dividend yields – the Chinese stock market remains weak, post the
slowest investments, the US market yield remains low supported by lower interest rates, and Indian stock market is still young and growing. When
compared with the GCC peers, Saudi Arabia has lower yields, however, taking into consideration the stability, size, and liquidity of the markets,
Tadawul is clearly a more attractive investment destination.
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Saudi Arabia has an average P/E ratio of 14.2 YTD, which indicates that the investors have to pay a lower premium for the earnings of the
companies. In 2016, consumer driven stocks, such as retail and healthcare, are expected to perform well, and currently have a low P/E ratio.
Moreover, lower P/E ratios in such sectors have attracted investors, resulting in the diversification of the stock market. Current forward P/E ratio
for Saudi Arabia remains low, since weak investor’s confidence will impact share prices in the short term, however, expected earnings, especially
from consumer driven industries, are expected to increase in 2016.
When compared to a global level, the average P/E ratio for indices is 12–20. A lower value on one hand indicates a more attractive return on investments and
moreover, a very high value, such as the NASDAQ, indicates a possible speculation, which has a high probability of resulting in a stock bubble.
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Comparison with Gulf Cooperation Council (GCC) Countries
The Saudi Arabian financial industry has high liquidity and is financially stable, due to the following reasons:
1. Most liquid market in the MENA region accounts to 55% of the total share of liquidity
2. Highest Average Volume (of stocks) Traded per Day among the GCC countries – USD 1.4 billion/day (average). The decline in volume of
trade per day can be attributed to decline in oil prices and weak investor’s confidence in H2 2015. In 2016, post the feedback from foreign
investors, about the new Tadawul framework, MSCI will include Tadawul index in the emerging market’s portfolio. This will increase the
credibility of the Tadawul, which will attract investments in the long term
3. Largest asset managed (USD 30.1 billion) in the GCC region
4. The Tadawul has a market capitalization of 464.5 billion (average), which continues to be the largest among the GCC countries, despite
decline in oil prices
5. In Q2 2015, Saudi Arabia had the most number of IPO in the GCC region – accounting to 75% of the total number of IPOs in the region. The
value of capital raised in Q2 2015 as a part of the IPO was USD 1 billion, which accounts to 87% of the total capital raised in the GCC region

Inclusion in the Morgan Stanley Capital International (MSCI) Index by 2017
Saudi Arabian market, being the largest and the most liquid market in the GCC region, opening the market for direct foreign investors was an awaited
event among the global investors. Restrictions on the type of investors are to prevent any speculation, leading to a stock market bubble, thereby
impacting market stability. The medium and large asset management firms globally are assessing the new framework and planning investment
accordingly. The MSCI will assess the effectiveness of the framework, post the feedback from investors, and then include the TASI in the MSCI index.
EMEA Countries
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According to an asset management study in the GCC region, which comprised of several institutional investors, fund managers, and pension fund
managers, 60% of the cohort expects close to USD 25–30 billion inflow of investments, post the inclusion of TASI in MSCI.
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High Liquidity Levels and Diversity in the Capital Market
In Q4 2014, the total market capitalization of the MENA region was USD 1.2 trillion, and Saudi Arabia accounted for 45% of the total share. In
terms of liquidity levels, in 2014, Saudi Arabia contributed to 65% of the total USD 4 billion liquidity levels in the MENA region. Most importantly,
the volume of trading/day is currently at USD 1.4 billion/day (average), which is the highest value among the regional peers. The Saudi Arabian
equity market is the largest in the MENA region, with a market capitalization of USD 464.5 billion (average) in 2015.
The liquidity level in an economy is accessed by the money supply in the overall economy, foreign direct investments, and the consumer spending
levels. The money supply has increased by 10% Y-o-Y from Q1 2014 to Q1 2015 and is currently at USD 479.2 billion.
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From this graph, we can infer that the healthcare and the consumer staple stocks have grown significantly. This can be attributed to the fastgrowing and young population, which has directly influenced the revenue of the sectors, thereby supporting the growth. In addition, the top 40
companies by market valuation contribute to 85% of the total market capitalization; however, these companies contribute to only 50% of the ADTV,
indicating a growing interest in other stocks. Therefore, the diversity and the strong long-term performance of the stocks have helped to build a
liquid and diverse market.

Enhancing the Performance of Mutual Funds Initial Public Offerings (IPO)
The Saudi Arabian mutual funds market has experienced significant changes and has evolved into a robust and secure financial investment option.
The size of the Saudi Arabian mutual fund market is USD 29 billion in Q4 2014, and in 2015, there are 266 funds managed by 40 fund managers.
The number of mutual funds in 2013 was 220 and has grown significantly by 20.9% to 266 mutual funds in 2015. The growth of the Islamic Shariah
compliant mutual funds has been substantial with a growth of 12.5% from 160 in 2013 to 188 in 2015. Each mutual fund exists to serve an objective
and cater to a specific type of investor, based on credit risk, period of maturity, and percentage return. The extent of diversification of the funds is wide,
in terms of local versus international focused funds, Shariah compliant and conventional funds, types of financial instruments (stocks and bonds), and
category of investments (such as REITs). This has accommodated varied investor types based on tenure, yield, and the type of investment.
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ETF primarily tracks the market indices that have recently gained popularity in the Saudi Arabian securities market, due to its flexibility and cost benefits.

Correlation of Oil Prices with Equity Index
The prices of oil have almost decreased by 50% since June 2014, and now is currently at USD 49/barrel (average) in August 2015, due to three
reasons – weak global demand for crude oil and oil derivatives, devaluation of the Yuan, and higher supply from the US.
A correlation analysis between the TASI index and oil prices has indicated that they do not strongly relate, in terms of long-term performance.
Sector

Sector Correlation with Oil Prices
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0.672
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0.201
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0.168
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0.14
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0.098

Banks

0.08

Media & Publishing

0.074

Multi-Investment

0.058

Building & Construction

0.038

Real Estate

0.026

Source: Jadwa Investment
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The correlation analysis is performed by comparing the performance of each of the indices with that of the crude oil for the past eight years.
Since Q2 2014, the prices of oil have declined by ~50% Y-o-Y; however, the TASI index has decreased by only 17% in the same period. The major
reasons for the divergence of the two indices, despite Saudi Arabia being highly dependent on oil revenue are:
1. Stable performance of the TASI index in the recent years, supported by other stable economic indicators, such as interest rate and exchange
rate, has reduced the dependency on oil prices
2. High foreign reserves (USD 654.5 billion) that has helped to maintain investor’s confidence
3. Aggressive government diversification initiative toward the non-oil sector by sustaining high public spending at USD 229 billion in 2015
4. Diversity in the stock market portfolio, with several non-oil-based stocks performing well in 2015
In addition, according to the World Bank, the prices of oil are likely to increase by 10% Y-o-Y from 2016 onward, which will boost the growth of
the Saudi Arabian stock market.

Oil Price per Barrel in USD (2013–2020)
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Opening of the Tadawul to the Direct Foreign Investment
Currently, only 1.1% of the total trade (USD 1.4 billion ADTV) is by foreign investors via the indirect trading routes. The USD 464.5 billion valued stock
market with high liquidity levels is an attractive market for global investors and asset managers. In June 2015, the opening of the Tadawul for direct
foreign investments under the supervision of CMA is likely to increase the inflow of investments by USD 25–30 billion by 2016. In addition, the ADTV
will experience a healthy growth of 11% in the long term, post the assessment of the new Tadawul framework by the international investors. This will
reduce the impact of low oil prices as well as maintain currency stability, due to higher inflow of foreign currency. Post the opening of the Tadawul
to foreign investors in June 2015, the value of Qualified Institutional investors has increased marginally from 0% to 0.01%. Even though, this is a
small percentage of the entire stock market trading activity, the response from foreign investors has been positive. In 2016, foreign investments will
increase significantly, as investors continue to assess the new Tadawul framework and gain confidence in investing in the Tadawul market.
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Tadawul Classified by Investor's Type (July 2015)
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Case Study
In 2014, one of the region’s biggest asset management firm’s value increased by 22% to USD 78.1 billion. National Bank of Abu Dhabi (NBAD),
the largest lender in Abu Dhabi, is planning to open a branch for its asset management division in Saudi Arabia to benefit from the tremendous
growth from the foreign investments.

Development of the Debt Capital Market (DCM)
In 2014, Saudi Arabia issued USD 5 billion worth bonds, contributing to 20% of the total debt, issued by the GCC countries. In H2 2015, the
Saudi Arabian government sold Shariah compliant debt bonds worth USD 4 billion to local banks. Industry experts and government officials are
expecting for large bond issuance programs in 2015 and 2016 by an additional to fund the expected fiscal deficit. Industry experts have estimated
the government bond issuance to reach USD 26.6 billion by the end of 2015. A steep decline in oil prices will force the government to resort to
high borrowing to fund public spending in the next few years. Local banks have adequate cash reserves to support the purchase of sovereign
debt bonds, as deposits continue to remain higher than loans in H2 2015. The large-scale issuance programs, initiated by the government, will
help to set a benchmark yield value, which will help to build a strong debt market, supporting the development of a corporate debt market. Large
companies will be incentivized to issue bonds in the future, to raise capital to diversify the source of funds, at the same time develop the capital
debt market. The development of the debt market will also attract international investors looking to diversify their investment portfolio.

Case Study
The Saudi Arabian Electric Company issued close to USD 7 billion worth of Sukuk bonds from 2014 until mid-2015, primarily to invest in expanding
substations and increase power generation capacity.

High Participation of Institutional Investors
The Saudi Arabian stock exchange is dominated by domestic retail investors (90% in 2014), when compared to the other emerging market, such
as India and China. About one-third of the total values of stocks traded in Saudi Arabia are by retail investors. In general, retail investors are less
risk averse and make short-term investments compared to institutional investors. Based on the recent stock volatility trends, retail investors with
short-term investment plans invest in smaller companies’ stock, which explains the high volatility in such stocks.
As per the regulations of the “opening of the Saudi Arabian stock market for direct foreign investment” initiative, only institutional investors are
permitted to participate. Institutional investors play a key role in increasing the volume of long-term investments by combining individual savings
and channelling into the capital market. Long-term investments managed by financial managers with expertise (institutional investors) will support
the growth of financial market.
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Improved Efficiency and Transparency in the
Saudi Arabian Financial Market
In 2014, the Saudi Arabian companies have indicated an overall strong
performance, in terms of profit margin, Return on Equity (ROE) and Return
on Assets (ROA). However, profit margins remained higher compared to
ROE and ROA, since asset utilization was below the average. In the
future, with the increase in foreign participation, foreign investors will
intervene in strategic management decisions and ensure that assets
are utilized efficiently. In addition, the opening of the stock market
for foreign investors in 2015 will require CMA to adopt international
disclosure procedures, which will increase the transparency. In addition,
the opening of the Tadawul has resulted in an increase in joint-ventures
with foreign companies, thereby leading to faster adoption of advanced
technology, thereby improving private sector efficiency.

Real Estate Investment Trusts (REITs)
REITs are a financial instrument that can be traded on the Saudi Arabian
stock exchange, which allows institutional and retail investors to invest
in real-estate assets (already developed office, apartments, residents,
etc.). REITs when compared to equity stocks are less risky and provide a
stable source of fixed income. REITs benefit both investors and the realestate sector – investors use REITs to spread risk over a mixed investment
portfolio, whereas the real-estate sector benefits from the required
investments that drives real-estate sector growth. Risk is mitigated by
ensuring that the assets are managed by experienced asset managers and
ensuring that the fund adheres to a well-defined regulatory framework.
There are different types of REITs, such as Office REITs, Industrial REITs,
Retail REITs, and the Shariah compliant Islamic REITs.
In Saudi Arabia, REITs was introduced in 2009, and the initiative did not
meet the objectives, due to the strict regulatory framework. For instance,
the Saudi Arabian primary stock market was not opened for foreign
direct investments, which stymied the growth of the REITs. The Saudi
Arabian real-estate market was valued at USD 41 billion in 2014, with a
large scope for further growth. In 2015, the CMA under the guidance of
the government launched a feasibility assessment for the establishment
of REITs in Saudi Arabia.

The Loan Guarantee Program for Small
Medium Enterprises (SME)
The number of investments in SME, based on recent development, is
forecasted to grow to USD 70 billion, with the support from the Saudi
Arabian government and banks. This will increase liquidity in the market
and drive the growth of mutual funds. The sectors’ contribution to the
Saudi Arabian GDP will increase to 37% in 2015 from 35% in 2014,
and the number of licensed SME will increase from 1.97 million to
2.5 million in 2015. However, only 70% of the enterprises were successful
with positive cash flows, whereas the remaining 30% faced financial
difficulties, due to improper management.” As a part of the “Kafala Loan
Program”, 1,173 firms received USD 610 million in H2 2014. The total
loan sanctioned, since inception in 2006 until H1 2015, as a part of the
Kafala loan program, is USD 3.2 billion to over 6,000 SMEs.

The SAMA and the CMA have revised regulations and procedures to
introduce new sources of finance in the form of loan programs and
mutual funds.

L ong-term Currency Ratings likely to Impact
Bond Ratings
In mid-2015, S&P downgraded Saudi Arabia’s long-term foreign
and local currency rating by one notch from A plus to A-1, due to
the decline in foreign reserves and low oil prices. The Kingdom’s
foreign reserves have decreased by USD 73 billion since H2 2014 to
USD 654.4 billion in 2015, due to the sustained government spending,
amidst low oil revenue. In the short term, bond ratings will decrease,
due to the declining demand from the international investors as a
consequence of weakening investor’s confidence. However, Fitch and
Moody’s have maintained a stable outlook for Saudi Arabia, since
long-term investments and economic outputs are expected to remain
strong supported by high government spending.

Strong US Dollar Impacts Company Earnings
The appreciation of the US dollar, with respect to other emerging
economies currencies, has impacted the value of profits from the
international markets. In addition, the devaluation of the Yuan has
further led emerging economies to devalue their currencies to remain
competitive in the global market. The high volatility of the currencies
has worsened the situation by the increase in inflow of funds to the US
financial markets, which is comparatively stable. This has impacted the
publicly listed companies in Saudi Arabia, which has a huge presence in
the international markets. For example, Savola, an agro-based company,
suffered loss in Q3 2015, primarily due to the decline in profits from the
emerging markets.

Electronic Share Trading System (ESIS)
In 1990, the first electronic trading system was introduced in the
Saudi Arabian stock market to ensure secure and a consistent trading
platform. By 2001, the ESIS was replaced by a more advanced trading
technology, which supported new order types and was able to manage
larger volume of trades. In 2006, the Tadawul partnered with OMX
(a leading supplier for stock exchange technologies) to improve the
design, implementation, surveillance and depository, and settlement
systems. This enabled the Tadawul to incorporate new instruments and
offer new products on the online trading platform. In 2014, the Tadawul
partnered with NASDAQ to adopt the latest SAXESS platform to be able
to trade stocks, Sukuk bonds, and other ETF all on one comprehensive
platform. CMA and the Saudi Arabian government have been receptive
to new technologies and have ensured that they are in line with the
latest technologies to remain competitive on a global scale.
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Possible Cut in Energy Subsidies – Impact on the Tadawul
Saudi Arabia produces 10 million barrels/day crude oil, and 25% of the total is consumed by the domestic market. This has reduced the availability
of oil for exporting, further impacting the already declining government revenue. In November 2015, the government has decided to remove
energy subsidies gradually by incorporating essential social and economic reforms. Even a 10% decrease in the USD 107 billion energy subsidies,
estimated for 2015, will increase the capital availability for the private sector diversification initiative. The government has ensured that the
following reforms will be implemented, in addition to the subsidies reduction program.
1. To financially support companies that are currently heavily dependent on electricity to ensure they do not incur substantial loss
2. Extend welfare programs, such as unemployment benefits, to ensure private consumption levels are not affected drastically
Such reforms will support the growth of revenue for large publicly listed companies. The expected benefits will surface in the medium to long term,
thereby supporting the development of a lucrative stock market.
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Saudi Arabian Stock Market –
Sector Analysis
Saudi Arabian Stock Market

Stock Market Sector-wise Split (October 2015)
Banking 21.3%

Retail 4.3%

Petrochemicals 19.6%

Real Estate Development 3.8%

Insurance 11.9%

Cement 2.6%

Transport 7.7%

Building & Construction 2.6%

Industrial Investment 6.4%

Hotel & Tourism 1.9%

Media & Publishing 5.8%

Multi Investment 1.4%

Agri & Food 5.3%

Energy & Utilities 0.6%

Telecom & IT 4.8%
Source: Tadawul

In the Saudi Arabian stock exchange (Tadawul), the banking, the insurance, and the petrochemical stocks are the most influential stocks, contributing
to 48.9% of the total value of shares, traded in 2015. From July 2015 until August 2015, TASI has decreased by 15.1%, primarily due to declining oil
prices, which have significantly impacted investor sentiment. In addition, the market capitalization has also decreased steeply, due to the withdrawal
of assets and investments by foreign investors, attributed to uncertain economic conditions, amidst low oil prices. However, trading activity indicators,
such as the volume and value of shares traded, specify high market liquidity, due to the opening of the Tadawul in June 2015. The stable economic
indicators and sustained public spending have played a key role in supporting the stability of publicly listed companies’ profitability.
In Q3 2015, the aggregate net income of the Tadawul-listed companies (excluding, insurance) declined by 15% Y-o-Y, as several listed sectors,
such as the petrochemicals, cement, and food and agriculture faced a decline in profits.
In the long term, the strong growth in profits for publicly listed banks, driven by the young and growing population, will drive the dividend yield
and TASI index value for banking stocks. In 2016 and 2017, as a total USD 47 billion will be invested in diversification of petrochemical products
– more focused on the high-end specialized petrochemical segments.
The banking (4.3%), retail (1.3%), energy (8.9%), multi-investment (5.2%), and the hotel sector stocks have had a positive growth Y-o-Y in
Q3 2015. This robust performance is due to the growing demand, driven by the fast-growing and young population. The energy and utilities,
banking, healthcare, and hotel stocks are expected to perform well in the short to medium term.
High volatility in foreign currency impacts companies with a strong international presence. The stocks of these companies will be negatively
impacted, due to a loss faced in the short to medium term, thereby impacting the Earning per Share (EPS) value.
In Q4 2015, APs have started creating a new basket of non-cyclic stocks to shield from the volatility of the oil prices and seasonality dependent
stocks, such as energy stocks. For example, Al Rahji Capital has formed a non-cyclic portfolio, with defensive, telecommunications, healthcare, and
retail stocks to decrease the correlation with the cyclic seasonality trends. Saudi Arabia experienced the highest growth in consumer confidence
among the GCC region, which grew by four to 109 points. This is due to the fast growing and young population.
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Sector

Q3 2015 Net
Income
(USD Million)

Q3 2014 Net Profit
(USD Million)

Y-o-Y Growth

EPS

P/E Ratio

Banking

2799.20

746.45

4%

2.72

10.3

Petrochemicals

1769.33

473.09

-30%

2.80

13.2

Insurance

119.68

136.88

-13%

0.22

19.7

Transport

220.13

46.83

128%

3.19

13.7

Industrial Investment

46.29

11.65

-77%

3.23

23.4

Media and Publishing

0.27

(1.44)

-107%

0.02

37.7

Agriculture and Food

360.91

94.00

-15%

2.94

20.3

Telecom & IT

518.53

134.61

-38%

1.20

13.1

Retail

216.35

47.87

-2%

3.44

20.4

Real Estate

114.37

28.93

-63%

0.72

32.9

Cement

303.20

78.00

-13%

3.23

10.7

Building and
Construction

43.25

10.80

121%

1.32

12.1

Hotel and Tourism

97.36

25.95

12%

4.08

13.4

Multi-investment

92.77

24.67

5%

0.32

54.5

Energy and Utilities

787.60

210.00

9%

0.30

56.3

TASI

7489.44

1930.45

-14%

2.02

14.2

Sources: Tadawul, Albilad Capital

*The P/E ratio can be used to assess the current situation of the sector, in terms of the value the investor needs to pay today to earn back one
dollar in the future. This ratio cannot be used to compare peers sectors, as sectors with large assets will have a high P/E value, whereas sector,
such as technology, have lower P/E ratios.
Correlation analysis of the crude oil prices and sector-wise performance has been mapped for the past eight years. Market data used for the
analysis is from the Tadawul website.
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Profit in USD Billion

Saudi Arabian Top 10 Listed Companies Profit Comparison (Mar 2014 vs. 2015)
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NCB - National Commercial Bank, JOD - Jabal Omar Development Co, ARB - Al Rajhi Banking and Investment Corp SJSC, SABIC - Saudi Arabia Basics Industry,
Samba - Samba Financial Group, SE -Saudi Electricity Co, KH - Kingdom Holding, ST - Saudi Telecom

Sector-wise Trend Analysis of the 15 Sectors (Q3 2015 and Future Trends)
1. Banking
The banking sector contributes to 27.4% with 12 companies listed on
the exchange. In H2 2015, the aggregate net income of the banking
sector grew by 6.3% Y-o-Y to USD 6.2 billion. The sector remains well
capitalized, with deposits reaching USD 450.4 billion as of July 2015.
The most prominent stocks are the Riyad Bank, SAMBA, and Al Rajhi
Bank, which is 37.8% of the total sector’s value. The financial and
banking stocks are expected to perform well in Q1 2016, driven by
increasing retail and home loans, introduction of new financial products,
and increase of zero-interest deposits, which have reduced the cost of
capital. The short-term downside is the recent limit of retail loan interest
rates, which has put pressure on profit margins.

2. Petrochemicals

sector will drive the demand for property and casualty insurance. Of the
34 companies, 23 companies registered profit in H1 2015, while the
remaining companies registered loss. The total sector profit in H2 2015
was USD 217.8 million. The sector’s stock portfolio is concentrated with
three companies, contributing to 51% of the market share.

4. Transport
The transportation sector has performed well experiencing 128% Y-o-Y
net income growth in Q3 2015. This substantial growth can be attributed
to the growing population, changing consumer behavior, and increase
in economic activity. Bahri (contributes to 50% of the total sector value)
experienced a 501% Y-o-Y income growth in Q3 2015. This stock is
expected to perform well in the short term, with exponential growth in the
future, driven by a growing population and tourism.

The petrochemical sector witnessed a steep decline in profits by 19%
Q-o-Q in Q3 2015, primarily due to the impact of the Iran nuclear
deal, high inventory levels in the US, and the weak demand in China.
These factors have negatively impacted the prices of petrochemicals by
15–50% (varying by product) Y-o-Y. In the long term, the shift of focus
from basic to specialized industrial chemicals will improve the profit
margins of large petrochemical companies.

5. Industrial Investments

3. Insurance

The media and publishing stocks have performed well Y-o-Y, driven
by higher demand for advertising services by companies to generate
minimum revenue during a low economic cycle. Tihama, which
contributes a mere 10% to the sector value, experienced a positive Y-o-Y
net income growth of 89% in Q3 2015, whereas the other two major
companies have experienced a modest income growth (from negative to
positive cash flow).

In H2 2015, the insurance sector experienced a positive growth in written
premiums by 23% compared to the previous period, driven by mandatory
insurance law enforcement. The insurance stock portfolio predominantly
comprises of health insurance (51%) and vehicle insurance (40%).
In Q4 2015 and Q1 2016, the healthy performance of the real-estate

The industrial investment sector performed poorly in Q3 2015 compared
to Q3 2014, with net income decreasing by 77%. In Q3 2015, the
Ministry of Commerce and Industry and Saudi Arabian General Investment
Authority have eased regulations to facilitate investments.

6. Media and Publishing
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7. Agriculture and Food
The agriculture and food sector experienced a decline in net income by
15% Y-o-Y, which can be attributed to Savola – a sugar, an agro-food
manufacturer. Savola experienced a steep decline in profits, due to
improper management decisions and the depreciation of currencies
in foreign markets, which has impacted profits. However, the outlook
for the other companies, namely Almarai, Herfy, and Saudi Airlines
Catering remains positive.

8. Telecom and IT
The telecom sector witnessed a steep decline in performance Y-o-Y,
primarily due to Mobily’s loss, poor operations. This has impacted the
overall investor perspective of the telecom sector, thereby impacting
telecom index performance. In 2015, market competition remains intense
with the entry of new companies in an already saturated market, thereby
decreasing the domestic calling rates. The overall performance of this
sector remains weak with minimal scope for healthy income growth.

9. Retail
The retail sector witnessed a negative growth of 2% Y-o-Y in net
income (Q3 2015), due to weak consumer confidence compared to
Q3 2014. In Q1 2016, growth will remain modest, due to low oil prices,
which have impacted consumer spending levels. In the long term, the
stock will perform well, driven by a young and growing population, and
higher spending levels.

10. Real-estate Development
The real-estate development sector was one of the worst performers
in 2015, with a 63% decline in net income compared to Q3 2014. The
implementation of taxes on undeveloped land has had a direct impact
on real-estate stocks. However, the increase in construction will benefit
the construction and cement stocks, which are expected to perform
well in the short to medium term. Real-estate stocks are a long-term
investment stock, which will be driven by the higher economic activity
and growing population. Jabal Oman Development (JABALOMAR), the
largest contributor (> 50%) to the sector, based on market capitalization,
performed well compared to the other stocks in the sector.

11. Cement
Cement stocks experienced an increase in cost of sales, primarily due to
the consumption of imported clinker, thereby impacting the EPS value. In
addition, higher competition and excess supply in the market have helped
to control prices, but has impacted the revenue of cement companies.
Arabian and Yamama Cement have the highest dividend yield in the
market, with 8.9% and 7.7%, respectively. In the short term, the stock
will perform modestly until the market supply and demand stabilize.

12. Building and Construction
In Q3 2015, cement and real-estate stocks have witnessed a decline in
net profits, due to lower investments, weak investor’s confidence, which
has negatively impacted construction. The Y-o-Y net income growth
in Q3 2015 remained strong at 121%, which can be attributed to the
strong pipeline of USD 150 billion in the next few years.
Saudi Arabian Financial Market Report, 2015
34

The building and construction stocks do not truly depict the health of
the construction industry, as most of the large construction companies,
such as Saudi Bin Laden Group and Arab Contracting Co., have not been
included in the Tadawul. This is primarily because the large construction
companies do not meet stringent financial reporting requirements.

13. Hotel and Tourism
The net income in Q3 2015 was USD 97 million, and net income grew
by 12% Y-o-Y. The hotel and tourism industry is expected to perform
well attributed to the robust growth of visitors to the holy cities of Mecca
and Madinah. The total number of tourists is expected to increase to 30
million by 2015. The impact of growing demand for hotel and tourism
service is evident from the 9% Y-o-Y income growth in Q3 2015, for
the Altayyar Group (contributes to 60% of the sector value). The AlHokair group (contributes to 20% of the sector value) experienced a
34% Y-o-Y income growth. This trend is expected to continue well
into 2016, as the two most holy cities are in Saudi Arabia. In addition,
the government has planned to invest USD 38.4 billion by 2020 in
infrastructure. This will support the huge numbers of pilgrims, thereby
increasing demand for hotels.

14. Multi-investment
The multi-investment sector’s net income grew by 5% Q-o-Q in Q3,
with an average net income of USD 92 million in Q3 2015. The overall
net income grew by 15% Y-o-Y in the first 9 months of 2015 compared
to the same period in 2014. The Kingdom Group contributes to 91.8%
of the total sector value and has experienced a 5% growth, whereas
the other stocks in the sector portfolio experienced a negative growth.
In the short to medium term, investments will remain weak as investor’s
confidence remains low.

15. Energy and Utilities
The Saudi Electricity Company (SEC) contributes to 97.5% of the total
energy sector. In Q1 2015, SEC recorded a deficit of USD 500 million,
due to an uncertain regulatory environment, delay in projects, and
high expenses. In addition, the SEC share prices remain dependent on
seasonal changes – in summer, higher consumption increase revenue,
and during winter, consumption remains significantly low. In the long
term, the stock is expected to perform well attributed to the growing
population. The SEC has planned to cut capital and operating expenditure,
by USD 8 billion, by 2019, by improving operational efficiency.

Performance of Investment Funds
The market is consolidated, with three players holding 58.9% of
the total asset managed. The three major players are NCB Capital
(USD 8.6 billion), SAMBA (USD 4.6 billion), and Riyad Capital
(USD 3.9 billion).
Of the total 266 funds, 161 funds have invested in stocks, attributing to
32.3% of the total mutual funds’ assets. This is further segregated into
local and domestically invested stocks, with 82 funds focusing on local
stocks and 79 funds focusing on international funds. This diversity has
helped to maintain a stable return in the long term – 29 of the locally
invested funds performed better than the TASI benchmark, whereas the
other 53 funds performed marginally below the TASI index.

Regulations in the Saudi Arabian Financial Market
CMA, with an aim to make sure that investor protection is strengthened in the capital market, has implemented several regulations and advanced systems
to monitor trades, websites, and other electronic means, complying to Articles Five and Six of CML. CMA focuses on protecting retail consumers from illegal
trading and fraudulent activities, at the same time provide a platform for increasing returns on investments by means of fair trading.

Market Governing Regulations – CML
CML (2003)
As per CML, CMA must regulate and improve the securities trading market. CMA is not permitted to engage in any commercial activity in the
interest of a private party with intent to gain profits, lend or borrow funds, issue or acquire any Securities.
The Tadawul stock market in accordance with the CML must:
1. Maintain fair, transparent, and clear listing guidelines
2. Install robust technical mechanisms and the well-defined trading rules
3. Provide sufficient information for the securities listed on the stock exchange
4. Establish rapid clearance and settlement procedures with the assistance of the SDC
5. Promote professional standards for broker and agents alike by incorporating international best practices
6. Ensure financial strength of brokers and other key market participants by conducting regular compliance checks for capital adequacy requirements
In addition, the exchange is not permitted to disburse any funds in the form of dividends to investors without the approval from the board.
The SDC must consult the Tadawul’s Board of Directors with regard to internal CG policies and organizational structure changes. In addition, the
SDC’s operating rules must conform to transparency requirements and guidelines, and must be approved by CMA. CMA has the power to suspend
or nullify any operating rule at any point in time without the consent of the SDC.
As per CML, brokerage services are confined to a person with a legal license and must also be a representative of a joint stock exchange with a
permit to offer brokerage services.
According to the CML, CMA will take control of a mutual fund after two years of inception. The CMA has the authority to regulate, supervise, and
advice the portfolio managers. CMA has the authority to intervene in the regulations that relate to:
1.Organizational behavior and structure
2. Accounting and auditing rules
3. Investment fund CG
4. Decision on fees and transactional commissions
5. Rules for operating, asset valuations, and permission for advertisements
6. Requirements and rules for the approval of new funds
7. Periodic reporting and testing requirements and conditions
8. Minimum requirement of funds and systems to mitigate risks
9. Prerequisite qualifications for human resources and other licensing requirements
In accordance with CML, the essential data with respect to traded securities and listed stocks must be provided to the investors in the proper
format and for a required period. To prevent and monitor insider trading, CML has clearly articulated the activities that fall under insider trading
and manipulation.
It is against CML to perform any act that intents to create a false impression with intent to mislead a third party to purchase, trade or subscribe a
particular security or stock. Market manipulation includes securities trading that do not involve the actual transfer of ownership and entering an
order in co-ordination with a known party with intent to create a false demand for a stock.
As defined by the law, insider trading involves the exchange of information that will be used to undertake a series of transaction, which in turn
influences the market price of the securities.
Prospectus circulated to investors must contain accurate and consistent information. The issuer of the security is responsible for any compensating
losses, incurred by the person purchasing if there are any discrepancies in the prospectus.
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Consumer Protection – Market Transparency
i. Resolution of Securities Dispute Proceeding Regulations (2011)
To improve transparency in dealing with securities disputes, presided
by agencies, improve legal knowledge, and culture in the securities
market, CMA introduced the Committee for the Resolution of Securities
Conflict (CRSC) and the Appeal Committee for the Resolution of
Securities Conflicts (ACRSC).
Disputes that rise among investors or between investors and the APs
are resolved under the hearing of the CRSD and the ACRSC. Both the
committees jointly have the authority to address disputes falling under
the rules of CML along with enforcing the other additional rules issued
by CMA. However, the two governmental bodies have independent
authority to carry our assigned responsibilities.
ii. Surveillance of Trades using Electronic Systems

Trading Regulations
MCR (2009)
The purpose of the regulation is to prevent manipulative and deceptive
practices or acts in relation to trading transactions. According to the
MCR, manipulative and deceptive acts include:
1. Creating a misleading impression in the marketplace to influence the
stock price is against the law
2. Fake or untrue bid price, trade or ask price are punishable, as per
the law
3. Manipulative and deceptive acts include fictitious trade and trading
that does not result in any change of beneficial ownership
4. 
Individuals or corporations possessing confidential information
(sell prices or ask bid) prior to the actual occurrence of the trading
transaction is illegal
5. Selling or buying at successively lower/higher prices is against the
law
Insider trading is against the law, and the MCR describes the rules, in
detail, about the act of insider trading to educate market participants
and also warn violators, regarding the consequences of insider
trading.
APs conduct, such as regulations to prevent market manipulation and
insider trading by customers, is essential to maintain fair practices in
the industry. The MCR laws refrain APs from certain actions and in
addition passed rules in relation to:
1. Client’s priority
2. Execution in a timely manner
3. Providing quality services to the clients when executing orders

Credit Rating Agencies Regulation (2015)
CMA as a part of the continued initiative to improve the monitoring and
regulation of the credit rating agencies have issued the Credit Rating
Agencies Regulation, which will be effective from September 2015.
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The aim of this regulation is to improvise on the existing regulatory
framework that governs the credit rating agencies. The procedures,
requirements, and guidelines for obtaining licenses are revised to be in
line with the international standards.

Regulations to Minimize the Risk Exposure
Anti-money Laundering and Counter-terrorist Financing Rules
Anti-money Laundering Law, issued by the Royal Decree, in 2008,
requires AP in establishing the required procedures and guidelines
to prevent illegal activities, such as money laundering and terrorist
financing activities, based on the type of client, the organizational
structure, type of business, volume of transactions, and ensure
that appropriate measures are taken with a target to achieve the
requirements and general rules set in the law. Following are a few
international conventions the Ministry of Finance, SAMA, and CMA in
collaboration have agreed and ratified.
1. “United Nations Convention on Illicit Traffic in Narcotic Drugs and
Psychotropic Substances” (Vienna 1988)
2. “United Nations Convention on Organized Crime” (Palermo 2000)
3. “International Convention for Suppression and Financing of Terrorism”
(New York 1999)
The conventions serve the primary purpose for establishing standard
procedures and control systems in preventing, monitoring, and reporting
illegal activities. The managers and the higher management of the AP
are accountable to enforce effective procedures, policies to prevent
terrorist financing activities, money laundering, and install required
systems to ensure compliance with regulations.

According to the AML/CFT regulations, AP
must:
1. Co-operate by sharing the required information with the Financial
Intelligence Unit (FIU) and other law enforcement entities and work
collectively to abide by the regulations and rules
2. 
Make sure that all the officials understand the purpose and
consequence of the rules. They must be made aware of the strict
vigilance systems in place that identify and report illegal activities

Real Estate Investment Funds Regulation
(REIFR) (2006)
The REIFR has been instituted to increase the shareholders’ protection
rights by adopting the international disclosure and transparency
policies. As per the regulations, the relationship between the fund
manager and the shareholders are dictated by the inherent obligations
and the transactional fee for fund managers. The law mandates that
the fund manager must be appointed with the approval of the CMA to
ensure that investors are not impacted by the illegal trading activities.

Corporate Governance
CG Regulations (2006)
The Saudi Corporate Governance Regulations (SCGR) were established in 2006, with an aim to ensure that the listed companies implemented
sound accounting policies, robust internal management systems, and conducted required dealing with external auditors. The main challenge in the
Saudi Arabian publicly listed stock companies were making sure that minority Joint Stock Companies’ are protected against the more dominant
parties. Additional regulations and policies were implemented to increase transparency and protection of the shareholders’ rights.
SCGR have certain guidelines that are mandatory for the listed companies to follow. For example, disclosure of a listed companies’ financial
information, operational risks, and other stakeholder information is mandated in both manual copies and online versions that must be provided
on the website. CMA has planned to conduct workshops, seminars, and conferences to improve investor knowledge and educate shareholders
about their rights.

Merger and Acquisition Regulations (MAR) (2007)
CMA has issued the MAR to protect the shareholder privileges by providing equal voting rights in the event of a merger or an acquisition. A listed
company that has plans of being acquired or merged with another company, as per the MAR, all the shareholders must be benefitted from the
deal. The following are the regulations as per the MAR:
1. Both the parties must consider the advisors inputs and must act in the interest of the shareholders
2. The required information must be shared among advisors and stakeholders of both the parties
3. The party that makes the offer must be confident regarding capabilities to execute the offer
4. The financial advisor must be independent and approved by the CMA
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Saudi Arabian Financial Market – Short-term and
Long-term Issues
Short-term Issues
Low Oil Prices Impact on the Financial
Sector
Saudi Arabia’s GDP is currently USD 754 billion in 2014, and since
2011 the GDP has grown significantly, due to the stable oil prices,
strong government spending, and robust private sector activity through
the successful implementation of national economic reforms. The Saudi
Arabia economy continues to remain highly dependent on oil revenue
(90% and 80% of fiscal and export revenue, respectively) for bolstering
the growth of external balances and monetary reserves.
In terms of government spending levels, the Saudi Arabian government
has proposed to maintain expenditures at USD 298 billion, with revenue
at USD 191 billion, which leaves a deficit of USD 107 billion in 2015.
Two concerns need to be addressed in the short term, they are:
1. The Saudi Arabian government is traditionally known to overspend
and exceed planned budget. For example, in 2014, the budget
initially estimated USD 229 billion, but the actual budget calculated
was USD 298 billion, with a deficit of USD 107 billion. The additional
spending primarily resulted from the international aid and significant
increase in subsidies in the past few years
2. Foreign reserves of USD 654.4 billion will support the fund shortage
in the short term. However, in the long term, failing to curtail spending
will impact government bond ratings, thereby increasing the cost of
financing debts.
3. 
On the contrary, increasing taxes and cutting public subsidies
significantly to maintain reserves will directly impact household
consumption levels, leading delay in investments, thereby impacting
the overall TASI performance
Oil prices have further declined, post the devaluation of the Yuan, as
investors feared the decrease in the Chinese crude imports, since China
is one of the largest consumer of crude oil. Even though the Saudi
Arabian government is implementing an aggressive diversification plan,
the economy still highly depends on oil revenue. If prices of oil remain
weak, then key economic policies will be under pressure, impacting
the private sector, and thereby companies’ revenue. Therefore, prudent
economic policies, such as funding education programs to build a local
talent pool and partnering with global companies to incorporate new
technologies, will be difficult to implement in the short term, however,
on the long term will drive the economic growth.
Both the above short-term issues are highly correlated to the liquidity in
the stock market and the healthy growth of the listed companies.

Educating Retail Investors about New
Investment Products
Under the guidance of CMA, in 2015, the capital market and APs have
introduced and will continue to offer innovative products to cater to
different types of investors. Moreover, incorporation of self-service
systems for retail investors, development in the internet trading,
and adoption of advanced information exchange technologies has
increased the need for educating retail investors on the know-how of
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secure financial trading, to prevent security breaches and fraudulent
activities. In the Capital Strategy Plan 2015–2019, CMA has mandated
adequate disclosure of information through internet for easy access.

Case Study
The “National Strategy for Financial Education” ratified by the Saudi
Arabian government and CMA in 2013, as a part of the “Ninth
Development Plan” (2010–2014) under the stewardship of G20
committee, is aimed at educating the common population about the
financial investments, products and services. This helps to enrich a
wider market and encourage a large number of youth to complete
finance course. Several awareness programs in the form of conferences,
seminars, and online webinars, etc., are organized by CMA to help in
protecting investor rights. The main objective of this program is:
1. To educate citizens on the importance of strong financial documents,
when applying for business loans
2. To encourage investors to practice rights, at the same time warn
investors about the possible consequences of illegal trading and
fraudulent activities
In addition, the Saudi Arabian government has allocated
USD 57.9 billion for education and training initiatives. The Saudi Arabian
government aims to educate investors, and in addition develop a worldclass workforce to fulfil the growing demand for quality workers.

Skill Mismatch in the Private Sector
Decline in Foreign Investors
As the prices of oil have further declined to USD 49/barrel in 2015,
which has led to the depletion of the Saudi Arabian foreign reserves,
forcing the government to spend conservatively and weak performance
of the large oil-based companies has led to the decrease in foreign
investments. For example, in 2015, the issuance of bonds by Saudi
Arabia’s Arab Petroleum Investments Corp (APICORP), Qatar Islamic
Bank (QIB), and Dubai’s Majid Al Futtaim (MAF) attracted modest
investments from the international investors. The ratio of the GCC and
domestic investors compared to foreign investors has been increasing
significantly, since the decline in oil prices.

Long-term Issues
Scope for Improvement in CG
SCGR was issued in 2006, with the majority of the rules drafted, as
recommendations rather than mandatory regulations. As a result, the
listed companies faced no penalty for not abiding by the SCGR. In
addition, several terms and provision lacked clarity, which rendered
it hard to comprehend by shareholders. CMA has recognized the
consequences of not mandating CG regulations and in 2011, passed a
regulation to mandate certain disclosure requirements. Other beneficial
laws that CMA has scope for improvement are:

2. Increase accountability of the Board of Directors

The Tadawul exchange exhibits early signs of an equity bubble, as
TASI have increased by 10% since July 2014. Price per Earning (P/E)
is hovering above normal average at 20.4 since early August 2014,
however, it remains below the historical highs of 27.4%. Based on the
past experience, the escalation in the valuations of the stocks on a
positive side can be attributed to the strong growth of the Saudi Arabian
economy, supported by favorable economic indicators. Moving forward,
high government spending levels and stabilizing oil prices will support
the business growth and build investor’s confidence. Sectors, such as
construction, retail, transportation, which have positive correlation with
economic growth is expected to perform well in 2016.

3. Balance power between majority and minority shareholders

Downgrade of Saudi Arabia’s Sovereign Debt

4.Enforce listed companies to adopt electronic communication systems

The Saudi Arabian government debt has been downgraded by Standard
& Poor’s rating agency in 2015, which will result in the revision of
yields on all the government bond issuances in the past two years.
Despite the increase in yield rates, foreign investors remain wary about
investing in Saudi Arabia, as the decline in oil prices has resulted in the
widening of the fiscal deficit. International investors patiently watch the
outcomes of the economic policies passed by the oil-based country,
in the midst of low oil prices. However, the secondary market remains
unaffected, as the impact is yet to reflect in secondary market prices.
In the long term, the cost of financing for the government and the large
companies will increase if the prices of oil remain low.

1. 
Implementing voting rights online to enable participation of
shareholders residing in other cities

The opening of the Tadawul, in June 2015, has mandated that publicly
listed companies abide by strict auditing and reporting standards.
This will improve CG in companies, in addition to the improvement in
management skills, enforcement of globally benchmarked practices,
and adoption of new technologies.

Possible Equity Bubble
The most awaited opening of the largest and most liquid market in the
MENA region has few long-term issues that need to be addressed.
Post the opening of the stock market, there is a high possibility that the
Saudi Arabian stock exchange will be included in the “MSCI Emerging
Market Index” by 2017. In Qatar and the UAE, a similar trend occurred
wherein both the countries’ stock market valuation increased to inflated
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Recent Developments in the Saudi Arabian
Financial Market
Capital Market Authority (CMA) Strategic Plan b. 
Improve AP to Increase Competition and
(2015–2019)
Develop the Human Resource Capital
CMA in collaboration with APs, listed companies and investors, has
identified the major challenges in the current stock market and
securities trading market. To address these problems and build a
strong, stable, transparent, and secure trading platform for investors,
CMA drafted the Strategic Plan (2015–2019). In line with the national
economic policy, SAMA regulations, market participant’s suggestions,
and the Saudi Arabia’s 10th Development Plan (2015–2019), CMA
have devised this plan to support the growth of the overall economy.
The main objective of this plan lies on four key areas, namely:

The success of the financial market depends on the capability and
the efficiency of APs. The efficiency of the APs primarily depends
on the control and implementation of CG rules, the human resource
hiring policies, and other mandatory requirements, such as minimum
capital adequacy ratios. To improve the levels of professionalism and
knowledge in the developing securities market, CMA has taken steps
to ensure that the finance industry is attractive for job seekers. In 2014
and 2015, the following are the initiatives taken by CMA to improve the
overall efficiency of APs:

1. 
Increase capital market growth and
development

– CMA has encouraged mergers and acquisition of APs to improve
the combined capital adequacy and efficient resource management.
CMA has devised the required regulations and procedures clearly to
support mergers and acquisitions

a. Expand institutional investor base
A large institutional investor base increases efficiency, transparency,
and reduces market volatility, since these calibres of investors are
more knowledgeable about the financial market compared to retail
investors.
In 2015, as a part of the strategic plan, with an aim to expand the
institutional investor base, CMA has proposed to:
– Increase the percentage of IPO for institutional investors, particularly
when the percentage of mutual funds in the IPO is greater than 90%
– Analyse the feasibility of developing a secondary trading market for
institutional investors by implementing the required procedures to
attract Aps, in spite of higher market volatility and lower profits
– Incorporate the international standards to drive the growth of foreign
institutional investors, and in addition, the procedures for foreign
institutions investment in the listed shares have been finalized in
2015
– Conduct a feasibility study to support strategic international foreign
investor partnership with the listed Saudi Arabian companies.
This will support knowledge transfer as well as develop an institutional
investors’ base
– Promote “Citizen Saving Schemes” wherein citizens are incentivized
to save by depositing in funds, which will be managed by institutional
investors. This will increase the investment base for institutional
investors, thereby increasing the market investments and liquidity
– Be on the forefront in adopting the international financial instruments
and market mechanisms with an aim to provide varied investment
options for different types of investors. Additionally, to support new
financial instruments, CMA is designing the necessary regulatory
framework to ensure fairness and ethical trading
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–Commencing this year, CMA has planned to provide rigorous training
in the areas of legal, financial, and technical expertise targeting,
specifically on the fresh graduates from the universities. This will
help to enhance the quality of the workforce in the Aps, which will
improve AP efficiency
– To improve competitiveness of the APs, CMA has passed several
regulations that prevent market authority, in terms of ownership and
access to distribution channels
–
To increase APs’ operational transparency, CMA has issued
regulations to ensure that:
• Fit and capable candidates are hired
• Resilient monitoring systems are installed for compliance checks
• Policies that govern conflict of interest are documented
– To maintain the competency and minimum eligibility of candidates,
CMA has set policies and requirements to be registered professionals.
CMA has developed a continuous education program to ensure
registered candidates are trained on the new development of skills
and expertise in the industry
– CMA has introduced the “Best Workplace” index for all the Aps, which
is based on:
• Organizational structure
• HR work policies
• Development and learning strategy
• Performance measurement and management systems
The purpose of this initiative is to improve the competitiveness among
APs to hire the best talent available, which in return will help to build
an excellent work culture for the job seekers. This will encourage youth
and women to pursue education in finance-related professions.

c. 
Support Growth of Asset Management
Industry

d. 
Development of Debt Market and Islamic
Sukuk Bond Market

The asset management is a significant component of the finance industry
that is closely monitored by CMA. The benefits of the asset management
industry is professional client asset management, provides a wide
variety of investment options, promoting professional practices, due to
a higher participation of institutional investors. However, an additional
boost to this industry will help to diversify distribution channels for the
products, increase consumer asset protection, establish required legal
practices, and regulatory framework. The initiatives implemented in
2015 by CMA to achieve this objective are:

The Sukuk bond and debt market play a significant role in providing
an alternative source for financing capital-intensive industrial projects.
The key challenge that the debt market faces is the difference in
policies of varying government parties in Saudi Arabia. CMA recognizes
the importance of a unified national strategy that will help different
stakeholders work in unison with an aim to develop the Sukuk and
debt market. Few of the most prominent initiatives by CMA in 2015
include:

• Further develop the real-estate investment and fund regulations in
alignment with the international best practices to improve investor’s
awareness by disclosure of adequate information and to protect
assets managed by the funds
• Invest in diversifying the distribution channels for investment funds,
thereby achieving maximum outreach with minimum marketing costs.
Traditionally, the primary source for investors to purchase investment
products is through direct sales. However, this year, CMA has
accessed the possibility of introducing electronic distribution channels
by establishing necessary regulations to ensure secure trading
• To improve the flexibility of the existing framework by providing
clear and easy-to-understand information in line with the industry
best practices. This will enable legal entities function independently
without the requirement of a contractual agreement between the
investors and the fund manager

• Deepen the Sukuk and debt secondary market by mentoring APs and
companies on the promising opportunities in offering Sukuk and debt
bonds, possible modifications in current procedures of offerings and
reinstating regulations to ensure highly secure transactions
• Appoint skilled and capable human capital dedicated to assist in
processing the growing volume of Sukuk and debt bond transactions
•CMA aims to develop a robust infrastructure for securitization* of the
capital market to increase the issuance of Sukuk and debt bonds.
Securitization largely benefits the companies with poor credit ratings,
but have quality assets to raise capital
The CMA will continue to develop and improvise on the plan by taking
into account the insights and suggestions of market participants and
key stakeholders.

• Introduce educational materials and conduct awareness campaigns
at a national level to help in building investor’s confidence

Saudi Arabian Sukuk Bond Market Classified by Ownership Type (H1 2013–H2 2014)
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2. Enhance Investor Protection

3. Develop Robust Regulatory Framework

CMA has one of its main objectives to eliminate unfair practices in
the securities trading industry and ensure consumer protection by
providing sufficient information disclosure. CMA ensures that the Saudi
Arabian financial market is transparent, secure, and stable with the
main objective to protect investor from fraud and illegal activities.

Disclosure-based Regulatory Approach

The following initiatives have been taken by CMA in 2015, to boost
investor’s confidence:
1. CMA has revised and improvised the disclosure requirements to
make sure that both the local and foreign investors are provided
with sufficient information at the right time. CMA checks the
reports published by the listed companies to ensure they meet the
international standards. Following are the set of regulations that
CMA has devised:
a. Disclosure of Information by the Listed Companies: CMA ensures
that all the listed companies meet the required compliance with
information disclosure. Additional disclosure channels, such as
the internet or electronic distribution, to encourage disclosure of
accurate information
b. Disclosure of Information by APs: The two main objectives of this
initiative are to:
i. Mitigate risks for investors in relation to business transactions with APs
ii. Improve CG in APs. CMA mandates that APs publish the required
information on the official website
c. 
Disclosure of Information by Mutual Funds: Information related
to mutual funds, such as asset valuation, significant regulations
change, etc., must be revealed to the investors
d. 
Disclosure of Information by Saudi Stock Exchange (Tadawul):
CMA will ensure the adequate disclosure of information about
the listed companies and their shareholdings. Dissemination of
information, regarding the business activities and transactions of
Tadawul, will be revised and mandated by CMA
2. CMA promotes the protection of market participants and investment
literacy, to achieve this goal, CMA has introduced the following:
a. 
An interactive website to educate APs, listed companies, and
investors. The interactive website has videos, virtual case studies,
and test trials that will be targeted toward investors specifically
b. CMA will incorporate electronic distribution of information through the
internet and smartphones to be able to reach a larger audience. Lectures,
symposiums, and conferences will be conducted on the internet
c. To ensure compliance with CML regulations, CMA has proposed
to introduce self-monitoring tools and technologies to equip APs in
monitoring and reporting fraudulent activities efficiently. In addition,
CMA will activate the settlement in civil courts, which will reduce
costs, save time, and reduce pressure on the Committee for the
Resolution of Securities Disputes (CRSD). In line with this initiative,
CMA will develop a sound regulatory framework and strengthen the
procedures to maintain high security
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In 2015, as a part of the Strategic Plan, CMA has adopted a “Disclosurebased Regulatory Approach”. The features of this approach are:
a. 
Increasing awareness among key stakeholders by disclosing
regulations and informing in a timely manner about the modifications
in the regulations. This will enable the market participants to make
informed decisions
b. Improving regulations continuously based on comments from APs,
investors, and financial institutions. Strengthening the existing
framework by educating market participants regarding the
consequences of violating the regulations

Developing Co-ordination and Co-operation
between the Government Entities on Capital
Market-related Decisions
In 2015, CMA has proposed the following initiatives to support
co-ordination and co-operation of the government bodies:
a. To conduct joint initiatives between the government entities on
financial policy issues and challenges, so as to devise a solution
in unison. In addition, linking public policies and regulations of the
financial sector will enhance the process of identifying and managing
the sector effectively
b. 
Signing a Memorandum of Understanding between CMA and
the government entities will ensure that supervisory roles
and requirements are clearly defined. It also helps respective
organizations to fulfil their function as per jurisdiction and bridge
gaps in the existing regulatory framework
c. To host an annual forum with the international dignitaries from
the financial sector to exchange views on the current trends and
challenge in the Saudi Arabian stock market. This will serve as an
opportunity to educate market participants about the updates and
modifications of the regulations

4. Improve CMA’s Organizational Behavior
CMA strives to achieve a robust, transparent, and secure financial market
that adds value to all the key stakeholders. Due to the significance of its
responsibilities, CMA realizes the importance of organizational behavior
and operational efficiency to support in performing its responsibilities
and functions.
In 2015, CMA has put forward the following initiatives to achieve
organizational operational excellence.

Improve Internal Efficiency and the Overall
Effectiveness
The Saudi Arabian financial market is large with several market
participants and is governed by the CML regulations. To ensure that
the rapidly growing market adheres to CML, CMA needs to operate by
prudently deploying available resources to meet the objectives. To meet
these objectives, CMA has proposed the following initiatives:
a. CMA ensures that all the policies and procedures are well documented
to support the alignment of the vision and strategy of the organization
b. Build on existing communication channels to increase the clarity of
responses and medium of communication with external stakeholders.
Efficient communication is essential to maintain professionalism in
understanding the difficulties faced by APs and other listed companies
c. Incorporate a continuous performance management system to measure
performance at all the levels and increasing the scope for improvement
d. CMA focuses on promoting existing values across the organization
to improve employee performance and organizational behavior.
Organizational culture is of high importance to be able to cope with
changes in the evolving market landscape. Reinstating the importance
of the core, CMA values among the employees will ensure employees
objectives, CMA initiatives, and the organizational objectives align
e. Maintaining documents, files, archives, and dispute resolution details for
future reference is necessary to develop a stable financial system. The
CMA follows the “Law of National Centre of Documents and Archives”,
which has instituted an independent unit for maintaining, archiving,
and classifying documents. In 2015, CMA has initiated a program to
convert documents into electronic format for easy maintenance and
avoid errors. CMA has adopted automated technologies to improve
efficiency of the database management system
f. Incorporating the international project management standards help
CMA to plan and execute projects smoothly by eliminating delays
and redundancy

Strengthen Risk Mitigation Systems and CG
For the CMA to be able to enforce regulations on market participants
and the government entities, CMA must abide by the international
standards of CG and internal control/monitor procedures. To achieve
this, CMA must clearly define the departments, the roles of Directors,
and staff, put in place required control systems and increase
transparency by adopting resilient disclosure systems.

a. 
CMA will update, revise, and make sure that job roles are clearly
defined to prevent conflicts and redundancy of work. This will assist in
optimizing supervising work and performance measurement levels for the
organization
b.Improving the sub-committees of the Board of Directors will support
better co-ordination and co-operation in making decisions. A strong
Board of Directors results in the efficient discharge of work for the
organization and offer appropriate advice when required
c. CMA will achieve the international standards in mitigating, identifying,
and managing market risks by adopting advanced warning systems,
which will help in minimizing the adverse events

CMA’s Initiative to Ensure Consumer
Protection
Mutual funds enable investors to diversify investments with relatively
low capital when compared with separate diversified. In addition, mutual
funds are managed by experienced asset and fund managers who
satisfy the required eligibility criteria. This supports retail investors with
little or no knowledge about the securities market to invest in mutual
funds, thereby increasing the overall market liquidity. Since mutual,
these funds are well managed and provide stable return, in 2015, CMA
has promoted mutual funds, with an aim to protect investors from the
fraudulent activities. The regulations of the fund are drafted under the
guidance of CMA and are based on the mutual fund’s specific objective,
based on the maturity period, yield, risk profile, and credit ratings.

Establish Standard Electronic Format for
CMA’s Services and Operations
The following initiatives have been put forth by CMA in 2015, to ease
the process of incorporating new technology into existing systems.
a. Enterprise architecture will make sure that the sub-systems of the
Information infrastructure work in harmony and alignment with strategy,
information policies and technology. It will help to reduce duplicate functions
and assist in reusability of functions, thereby improving efficiency
b. 
Service-oriented architecture enables organizations to integrate
business and technology functions by converting all the available
data and information into electronic format
c. Increasing efficiency and modularity of the database management
system by building relationships among data, ensuring consistency,
and availability of data. CMA also plans in expanding capacity to
accommodate the fast growing information and data
d. CMA has involved both internal and external stakeholders in moving
forward with the electronic digital transformation. In line to succeed
in the adoption of latest technologies, CMA has proposed to introduce
the “Technological Business Performance Index” to improve by
measuring performance
e. CMA has planned to setup information exchange systems between
the Tadawul stock exchange and the CMA’s information systems to
be able to get access to timely and accurate information
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Recent Development in the Saudi Arabian
Stock Exchange (Tadawul)
The Tadawul in co-operation with the APs has introduced a unique set
of financial services targeted toward the investors and the issuers of
securities with an aim to improve security, investor’s confidence, and
efficiency of the securities market.
The following are the initiatives put forward by Tadawul and APs, to add
value to the various market participants:
a. Increasing transparency of ownership rights to improve the investor’s
confidence
b. Enable investors to make informed decisions by supporting with
higher convenience in exercising voting rights, receive notifications,
updating in changes, events, etc.
c. Introducing reliable and innovative communication channels between
shareholders and the listed companies to ensure accurate and timely
exchange of information
d. Implement a direct reporting framework between SDC and market
participants
e. Adopting a continuous updating and validating process to ensure the
accuracy of data
f. Development of online trading platforms

Recent Developments in Employment –
Financial Market
In 2015, CMA in line with the Saudi Arabian governments’ goal to
reduce national level unemployment rates has ratified the “Saudization”
initiative directed toward creating employment in the financial market.
The opening of the Tadawul stock market by CMA has resulted in
the increase in demand for the trader with specific qualifications and
technical skills. For instance, Deutsche Bank AG and Bank Of America
Corp are recruiting traders to support high volume of trading, post
the opening of the stock market for foreign investments. Generating
employment opportunities for the Saudi Arabian citizens will improve
the standard of living and subsequently improve the quality of human
capital in the finance sector.
Additional employment government initiatives and programs to improve
private sector workforce quality are:

5. Increasing mobility of expatriate labor by providing the freedom to
switch jobs, post the expiration of the contract
6.Training initiatives, such as “On the Job Training”, e-learning,
establishment of training institutes, and e-coaching, will help in
increasing the quality of skilled labor
7. “Taqat” a multi-channel job searching agency, “Project Parallel” a
training program and career education will help to boost employment
in the private sectors
The noteworthy initiatives of CMA to retain a talented workforce in the
finance sector are:
a. Collaborate and work in harmony, with reputed training centers and
conduct educational awareness camps for youth
b. Develop a favorable environment that supports the tie-up of large
APs and universities to conduct specific financial educational
training on a large scale. The main aim of this initiative is to ensure
that the finance sector human capital needs are satisfied by suitable
candidates. This can be achieved by cooperation and adequate
communication between universities and APs
Initiatives to ensure High Quality of Human Capital in the Financial
Market and Improve Professional Values,
CMA has proposed the following initiatives to boost growth of the
financial sector by developing human resource quality:
a. “Saudi Arabia co-operative education and learning program” initiative
is to ensure a continuous education program where universities work
with APs to identify potential and future prospect professional growth
for fresh graduates, in the financial sector
b. 
CMA sponsored training program that predominantly focuses
on regulatory and technical aspects of the trading and securities
market, which will be launched throughout the country
c.Incorporating CMA’s certification curriculum, arranging lectures by
the industry experts, introducing relevant studies that focuses on
securities market are a few significant initiatives by CMA. This will
help APs to match the human capital skills requirements, with the
educational syllabus, offered by the universities

Opening of the Stock Market for Direct Foreign
Investments
Regulations for Stock Market Opening

1. The Sanid Program is a unemployment insurance with citizens with
jobs to encourage the country’s younger population to seek jobs in
private companies

According to the final policies and regulation documents released by
CMA, all the QFI is permitted to participate in the Saudi stock exchange
market provided and they satisfy the following criteria:

2. 
Wage Protection System introduced by the Ministry of Labor
introduced in 2013 by the Ministry of Labor to regulate labor
practices and prevent illegal practices

a. An individual QFI can own a maximum limit of 5% of any single
company’s issued shares

3. There is a minimum wage for public and private workers enforced by
the Ministry of Labor to ensure that employees are not exploited
4. 
The Hafiz program supports potential job seekers during an
unemployment time. The first assistance was launched in 2011 for
20–35-year-old, and the second assistance was issued in 2014 to
expand the program for 35–60–year-old
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b. 
A combined foreign investor cohort (inclusive of residents and
non-residents, Swap agreements, and QFIs) is allowed to own only
49% of any listed company
c. QFIs’ group can hold a total maximum aggregate of 20% of any
listed company
d. QFIs’ and Swaps jointly are permitted to hold a maximum of 10% of
total stock market shares (all the listed companies inclusive)

Conclusion
Over the past decade, the Saudi Arabian financial market has significantly evolved into a secure, well-capitalized, and highly liquid trading platform.
The market offers various types of financial instruments, such as futures, bonds, stocks, financial derivatives, options, and mutual fund/pension
fund investment option, and are categorized based on credit risk, maturity period, and investment returns. The GCC countries’ APs and asset
managers have planned to introduce new investment vehicles to be able to cater to the growing demands. In the future, the opening of the stock
market will increase foreign investment inflow by USD 25–30 billion, which will drive the growth of the Saudi Arabian financial market. The CMA
has regulated the market by incorporating robust CG laws, mandating minimum requirements to ensure adequate liquidity, and establishing
assessment procedures to verify the qualifications of APs, and adopting the international policies to prevent fraudulent activities. From 2015 to
2019, the CMA has committed to digitally transform the Saudi Arabian financial market by adopting advanced technology that will aid in improving
efficiency of the Saudi Arabian financial market. The Saudi Arabian financial market is well positioned to benefit tremendously, due to two primary
measures – the opening of the Tadawul for foreign investments and adoption. In July 2014, the number of shares bought by foreign investors in
the form of swap agreements has reached high levels. The surge in swap agreements is likely that foreign investors are strengthening the position
before the opening of the stock market.
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Glossary
Acronym

Expansion

ACRSC

Appeal Committee for the Resolution of Securities Conflicts

ADTV

Average Daily Trading Volume

APs

Authorized persons

CMA

Capital Market Authority

CRSC

Committee for the Resolution of Securities Conflict

DCM

Debt Capital Market

EPS

Earnings per Share

ETF

Exchange Traded Fund

ESIS

Electronic Share Trading System

GCC

Gulf Co-operation Council

GDP

Gross Domestic Product

IPO

Initial Public Offering

LDR

Loan-to-Deposit Ratio

MAR

Merger and Acquisition Regulations

MENA

Middle East and North Africa

MSCI

Morgan Stanley Capital International

NBAD

National Bank of Abu Dhabi

NCB

National Commercial Bank

P/E

Price per Earning

PIF

Public Investment Fund

QFI

Qualified Foreign Investor

REIFR

Real-estate Investment Funds Regulation

REITs

Real-estate Investment Trusts

ROA

Return on Assets

ROE

Return on Equity

SABIC

Saudi Arabian Basic Industries Corporation

SAIB

Saudi Investment bank

SAMA

Saudi Arabian Monetary Agency

SCGR

Saudi Corporate Governance Regulations

SCSB

Saudi Credit and Savings Bank

SDC

Securities Depository Center

SEC

Saudi Electricity Company

SG&A

Selling and Administration Expenses

SIDF

Saudi Industrial Development Fund

SREF

Saudi Real-estate Fund

Tadawul

Saudi Arabian Stock Exchange

TASI

Tadawul All Share Index

TBS

Treasury Bills

WTO

World Trade Organization
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About Jeddah Chamber
The Jeddah Chamber of Commerce & Industry is one of the oldest business
and service organizations in the kingdom. It was established by a royal
decree, dated Safar 1365 H \ January 1946 G. Since then, with the efforts
of 20 sessions of the Board of Directors and experience extending more
than 60 years, the chamber has been serving the national economy and
business community, contributing to its development and progress.
The Jeddah Chamber has a strategic location, next to the Ministry of Trade
& Industry and the Ministry of Culture & Information, overlooking the Jeddah
Islamic Port. This location gives it a significant economic dimension, makes
it one of the significant landmarks of the Bride of the Red.
The chamber strives to take care of its members’ interests and provide
distinguished services to them to contribute to the development of the
western province’s economy. A number of administrative and organizational
developments have been devised to enhance the services provided to the
members. Among the most, the chamber now has branches in province’s
different governorates, like Al Qunfidhah, Al Lith, and Rabigh, to provide
services to the business community.
From this standpoint, the chamber launched the Jeddah Economic Gateway (JEG), which is an economic online reference point
that collects and classifies various economic and investment information under one roof. JEG includes more than 2,400 reports
and studies, 65,000 statistical tables, in addition to more than 51,000 tenders and investment opportunities, and much more. JEG
provides the business community in Jeddah in particular, and KSA in general, with the best information services and it empowers
the decision-making process through the wealth of information that it provides.
For more information, please visit www.jeg.org.sa
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