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I. background 

The MENA-OECD Competitiveness Programme
1
 (formerly the MENA-OECD 

Investment Programme) was launched in 2016 at the request of Middle East and North 

African (MENA) governments. The Programme of Work (2016-2020) was agreed at the 

2016 MENA-OECD Ministerial Conference, held in Tunis, Tunisia. The Programme 

provides a platform for OECD and MENA countries to discuss strategic responses to 

common challenges in the region and explore ways to boost inclusive growth, 

employment and foster regional and international integration. 

The objective of the MENA-OECD Competitiveness Programme is to support reforms by 

mobilising investment, private sector development and entrepreneurship to boost growth 

and employment in the region. To achieve this objective, the Programme adopts a 

horizontal approach of policy dialogue and consensus building through the exchange of 

experiences and good practices as well as capacity building to identify, implement and 

monitor business climate reforms.  

The MENA-OECD Competitiveness Programme builds on the preceding work conducted 

under the 2005 MENA-OECD Investment Programme, and includes activities under the 

auspices of the MENA-OECD Working Group on Corporate Governance.  

The MENA-OECD Working Group on Corporate Governance (hereafter Working Group) 

supports the development of sound corporate governance frameworks and practices as an 

essential building block for MENA countries to boost competitiveness, develop the 

private sector, attract capital and promote investment. This work will build on corporate 

governance reform efforts and progress made in the MENA region using international 

standards as a benchmark to support implementation of the region’s policy priorities. In 

this context, the OECD provides policy advice underpinned by comparative and 

analytical work with a view to support policy formation and implementation at national 

and regional level in MENA countries. Building on a decade of experience, this approach 

will promote regional co-operation and mutual learning amongst relevant players, 

including regional and international institutions and the private sector.  

 One of the key topics in this new phase is capital market development and access to 

capital for companies in MENA. This report intends to enhance the understanding of 

MENA capital markets in order to identify shared priorities for achieving progress, 

consistent with the G20/OECD Principles of Corporate Governance.  

This report provides an overview of MENA capital markets and explores access to capital 

for companies in the region. The report is based on publicly available information, survey 

responses, as well as inputs from practitioners in the region. A draft of this report was 

presented and discussed at the 2017 meeting of the Working Group, held in Rabat, 

Morocco on the 12-13 December 2017. Building on the meeting discussion, a thematic 

                                                      
1
 The MENA-OECD Competitiveness Programme covers the following jurisdictions: Algeria, Bahrain, Djibouti, 

Egypt, Iraq, Jordan, Kuwait, Lebanon, Libya, Mauritania, Morocco, Oman, Palestinian Authority, Qatar, Saudi Arabia, 

Tunisia, United Arab Emirates and Yemen.  
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focus group with representatives from MENA countries was established to further 

develop the report. This revised version with policy recommendations will be discussed at 

the 2018 meeting of the Working Group in Lisbon, Portugal on 4-5 July 2018.  

The 2018 meeting provides an opportunity for MENA economies to further discuss 

policy measures to improve access to capital and enhance capital market development 

region. The next phase of this work will be for MENA economies to develop an action 

plan to improve access to capital.  

This report has been developed by Aysegul Eksit and the OECD Secretariat and will 

provide background to the discussion on Policies to improve access to capital in MENA 

at the MENA-OECD Working Group on Corporate Governance in Lisbon, Portugal on 4-

5 July 2018. The content of the report builds on an issue paper developed for the Working 

Group meeting in Rabat, Morocco in December 2017, and benefits from input by a 

thematic focus group composed of Khalid Al Zaabi (Securities and Commodities 

Authority, UAE), Fadi Khalaf (Arab Federation of Exchanges), Hamed Al Busaidi 

(Capital Market Authority of Oman), and Nick Nadal (Hawkama El Djazair). The OECD 

is most grateful to the Swedish International Development Cooperation Agency (SIDA) 

for their continued support of this work.  
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Ii. Introduction 

In a market economy there are several ways for companies to access finance. Although globally, 

banks are at the core of financial systems for most countries, a gap between supply and demand for 

finance observed in developed and emerging markets has encouraged companies to search for alternative 

sources.  

 

The ultimate decision on the appropriate financing source will depend on the size of the company 

and specific stages of a company’s lifecycle. While founders, family and friends are generally leading 

funding channel at the start up stage of a company, the funding alternatives should be broadened along 

the business lifecycle. In particular for growth companies, which are defined by Eurostat-OECD (2007) 

as companies with an average turnover or employee growth greater than 20% per annum over a period of 

three years, the source of financing is crucial to transition from a small/medium to a large company.  

 

As growth companies are the main drivers of job creation, innovation and productivity, their access 

to alternative sources of finance is especially crucial for economic development (OECD 2013). In an 

environment constrained by the funding capacity of banks and higher budget deficits of governments, 

capital market development and access to finance can be a viable alternative for growth companies.  

 

Market based finance can play a stronger role to fuel the economy where capital markets are deep, 

liquid, well-regulated and operated by strong institutions. However, recent studies (OECD 2015a, OECD 

2017) indicate that the number of new companies that use public equity markets has been decreasing 

since 2000 and the public equity and corporate bonds markets are dominated by large companies in 

advanced economies. These issues require targeted policy responses and better corporate governance 

form a substantial part of the solution.    

 

A sound corporate governance framework and practices facilitate capital market development over 

time. Investors need assurance that their rights are protected when they invest in capital markets. 

Similarly, companies will not be willing to use capital markets without clear responsibilities defined by 

the rule of law (OECD 2015a). High growth companies which have sufficient size and adequately 

developed to handle the corporate governance requirements are better suited for capital market finance. 

The literature demonstrates the positive impact of sound corporate governance on access to finance, cost 

of capital, company valuation, and capital markets performance. Strong corporate governance structures 

also improve company performance. Consequently, they promote the development of deep and broad 

capital markets that are essential for growth companies, which in turn fosters economic development. 

 

Today, MENA economies face the challenges of low economic growth and high unemployment - 

especially among the youth, limited economic diversification and access to finance. The development of 

growth companies is essential to enhance economic diversification and competitiveness.  An OECD 

study (2013) on new entrepreneurs and high-performance enterprises in MENA suggests that the region 

has comparable shares of high potential firms relative to other emerging economies. Nevertheless, 

growth companies face higher barriers in their quest for financial resources compared to the companies 

offering physical assets to collateral.  
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The objective of this report is to identify the key challenges faced by MENA companies  with 

respect to access to capital markets and define adequate policy options. The report provides an analysis 

of trends and developments in MENA capital markets based on publicly available data including sources 

of finance used by companies. This report covers the following economies in the MENA region: Algeria, 

Bahrain, Djibouti, Egypt, Iraq, Jordan, Kuwait, Lebanon, Libya, Mauritania, Morocco, Oman, Palestinian 

Authority, Qatar, Saudi Arabia, Tunisia, United Arab Emirates and Yemen. While it would be desirable 

to review all these economies, insufficient data has led to the assessment of fewer issues reported in some 

economies.   

 

This report starts with an overview of financial market developments in the MENA region and 

examines challenges relating to access to finance. The link between capital markets, corporate 

governance and growth is discussed in the first section. Although bank finance is beyond the scope of 

this report, some evidence on banking sector development in MENA is provided since financial 

development is multidimensional. Development of the banking sector in addition to capital markets is 

critical to improving the financial infrastructure of MENA companies. This report provides an overview 

of MENA companies’ use of public equity financing and bond markets, initial public offerings by growth 

companies, MENA stock exchanges development, and some key indicators for MENA corporates’ 

ownership structure and investor base. Where possible, comparison with global trends in terms of access 

to capital markets is also made. Further, based on this analysis, the report discusses the challenges faced 

in MENA capital markets and some suitable policy options for overcoming them. 
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1.  III. WHY IS CAPITAL MARKET DEVELOPMENT VITAL FOR THE 

MENA REGION?  

1.1. 1. Overall MENA economic situation  

In spite of having a common language and shared history, the MENA region is far from being 

economically homogeneity. The region’s GDP was USD 2.37 trillion in 2017 (IMF, 2018), representing 

only 3% of global GDP (Figure 1). For example, Qatar’s GDP per capita was 110 times that of Yemen in 

2017. In particular, Gulf countries are rich in natural resources, with relatively small populations and 

high levels of GDP per capita. MENA jurisdictions also have very different population sizes, ranging 

from under one million (Djibouti) to 91 million (Egypt). The total population of the region is 322 million 

in 2016 (World Bank).  

Figure 1: The size of MENA economies, 2017 

 

 

 

 Source: International Monetary Fund, World Economic Outlook (April 2018) 

 Oil prices play a large role in MENA economies. Many economies in the region, namely 

Algeria, Bahrain, Iraq, Kuwait, Libya, Oman, Qatar, Saudi Arabia, UAE and Yemen, are oil exporters. 

Oil accounts for above 60% of total exports as of 2014 in oil-exporting MENA economies, with the 
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exception of the UAE (IMF 2016a). Over the past decade, oil exporters in MENA benefited from high oil 

prices used the proceeds to modernise infrastructure and create employment during that period (Fasano 

and Iqbal, 2003). During the same period, non-oil exporting MENA jurisdictions also benefitted from 

high oil prices as a result of increased economic linkages among economies in the region through 

investment, tourism and the labour market. However, the sharp fall in oil prices in late 2014 resulted in 

deteriorated economic conditions, leading to higher fiscal deficits in the region (Table 1).  

Table 1: Key economic indicators for the MENA
1
, 2000-2017 

 Average 
2000-2014 

2015 2016 2017 

MENA
1 

    

Real GDP (Annual Growth %) 5.1 3.2 3.1 1.7 

Current Account Balance, % 10.6 -5.1 -6.1 -1.4 

Overall Fiscal Balance 4.7 -10.1 -11.3 -6.2 

Inflation, pa. (Annual Growth %) 4.7 4.6 4.0 5.8 

1) Algeria, Bahrain, Djibouti, Egypt, Iraq, Kuwait, Lebanon, Libya, Mauritania, Morocco, Oman, Palestinian Authority, 

Qatar, Saudi Arabia, Sudan, Syria, Tunisia, United Arab Emirates and Yemen. 

         Source: IMF (2018), Middle East and Central Asia, Regional Outlook 

In addition to prevailing difficult economic conditions, ongoing political conflicts have led to 

weaker investor confidence in the region. Foreign direct investment to the MENA region has also 

declined since the 2008 global financial crises and the 2011 Arab Spring (UNCTAD, 2017). These issues 

encouraged several MENA governments to initiate reform programs in order to increase economic 

diversification and improve competitiveness, boost the ability of the private sector to create jobs 

especially for the young population.  

 

All Gulf Cooperation Council (GCC) economies have issued vision statements (Sfakianakis 2017), 

including Oman Vision 2020 (1995), Qatar National Vision 2030 (2008), the Bahrain-Economic Vision 

2030 (2008), Kuwait Vision 2035 (2010), the UAE Vision 2021 (2010) and Saudi Arabia Vision 2030 

(2016). A common feature of the vision statements is the desire of GCC countries to diversify their 

economies away from a reliance on the oil sector by strengthening the private sector. For example, Saudi 

Arabia has been pursuing a growth strategy highlighted by the National Transformation Plan (NTP) 

underpinning Vision 2030, which was released in April 2016. One of the key economic targets of the 

NTP is to increase the share of the private sector to 65% of GDP from the current 40%; the SME sector 

contribution is targeted to be increased from 20% to 35% of GDP.  

 

Another growing trend in the MENA region is the establishment of financial centres in order to 

attract foreign investors’ interest. The desire for economic diversification is an important motivation to 

establish a financial centre (Deutsche Bank, 2012). Financial market development may contribute to this 

objective if finance becomes a key sector.  5 out of 18 economies in the region –namely United Arab 

Emirates, Bahrain, Saudi Arabia, Qatar, and Morocco have promoted their financial centres.  In a global 

comparison provided in “The Global Financial Centres Index 2017”, the top three MENA centres are 

Dubai, Abu Dhabi and Casablanca at ranks 25, 28 and 30 respectively.    

 

A gradual divergence from public sector-led economies to private sector-led economies is a shared 

aim by MENA policymakers. Yet, the private sector in MENA represents a relatively small part of these 

economies. In 2014, it accounted for around 40% of GDP on average, across the region, which is 

considerably below the OECD average of 59% (OECD, 2016). In addition, rates of firm creation are very 

low in the MENA region (WB Entrepreneurship Database), while SMEs form an important component 

of the economy as their share in private sector employment is higher than 30% in the region (Nasr and 

Pearce, 2012). Although there is scarce research on MENA growth companies, an OECD study (2013) 
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finds that the relative share of high growth potential companies in MENA is comparable to that of other 

emerging markets. A study (Mouelhi and Ghazali, 2018) which extracted a sample of 4469 firms 

belonging to selected MENA countries (Tunisia, Egypt, Morocco and Jordan) suggests that firms with an 

average annual growth rate exceeding 20% between 2009 and 2012, represent 5.5% of total firms, which 

is in accordance with  the average of OECD countries and emerging countries.
1
   

 

Growth companies may face higher barriers to accessing finance compared to the companies 

offering physical assets to collateral. Even so, entrepreneurs in MENA identify lack of access to sources 

of capital funding as a major constraint (Figure 2). MENA’s financial sector is bank dominated. In 2015, 

bank deposits account for 80% of GDP in the region, compared with world average of 49% (World Bank 

Global Financial Development Database, GFDD).
2 

Banking sector competition in the MENA region is 

also lower than in most regions of the developing world (Diege et al 2010). For 2015, banking 

concentration ratios is quite high in the MENA region compared to other selected developing countries 

(Figure 3). Increased competition in the financial sector would help ensuring better access to financing, 

which can be difficult to obtain especially for SME’s and growth companies. When countries have deep 

stock markets and other non-bank financial intermediaries, they generally tend to host more competitive 

banking sectors.  However, a comparison of market capitalisation in MENA economies with that of other 

countries indicates that there is room for further growth (Figure 4).  

 

Most MENA markets are not considered as advanced or emerging markets by rating agencies and 

index providers. Relatively greater availability of funding may also explain the low capital market 

development during the period of high oil prices. 

Figure 2: Percentage of Companies Identifying Access to Finance as a Major 

Constraint, (2011-2017) 

 

 

(*) Average percent (from available data) 2011-2017  

     Source: World Bank Enterprise Survey Database (2017) 
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Figure 3: Bank Concentration Ratios(*), 2015 

 

  (*) Bank concentration ratio is assets of three largest commercial banks as a share of total 

commercial banking assets. 

  Source: WB Global Financial Department Database (2017) 
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Figure 4: Stock Market Capitalisation to GDP (%), 2016 

 

  
         Source: WB, World Development Indicators Database (2017) 

The depth of financial institutions represented by the average ratio of private credit to GDP varies 

widely across economies in the region. Based on the World Bank Global Financial Development 

Database (GFDD), the average private credit to GDP ratios for the 2011-2015 period is 7 % in Iraq 

compared to 88 % in Lebanon, in other words a 13 fold difference. The region experienced the negative 

effects of the 2008 financial crises and economic and political instability after 2011, but credit to GDP 

ratios have generally rebounded in the region. This trend is not repeated in Egypt (2007:43%, 2015: 

25%) and in Jordan (2007:85%, 2015: 68 %) whose ratios decreased compared to other economies in the 

MENA region (Figure 5). Credit to the private sector has also slowed down due to reduced deposit 

growth as a result of lower oil prices (IMF 2017a). The decrease in private credit has constrained the 

financial alternatives for the private sector, which relies on a bank dominated financial system. An IFC 

working paper (Stein, Ardic and Hommes, 2013) estimates that the total credit gap for MSMEs in 

MENA is USD 260-320 billion which means that a 300% increase in outstanding SME credit is required 

to close this gap.  Considering the evidence regarding the difficulties faced by companies in securing 

loans, it can be inferred that the financing gap is also large for growth companies.   
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Figure 5: Private Credit to GDP in MENA 

  

  Source: WB Global Financial Development Database (2017) 

A recent survey conducted by the European Bank for Reconstruction and Development, the 

European Investment Bank, and the World Bank Group (2016) provides insights into private sector 

lending in the region. MENA Enterprise Surveys were conducted during 2013-2014 in eight economies: 

Djibouti, Egypt, Jordan, Lebanon, Morocco, Tunisia, the Palestinian Authority, and Yemen. By 

analysing detailed information on more than 6,000 private firms in the manufacturing and services 

sectors, the survey found that credits are concentrated and most of the companies, especially SMEs, are 

deprived of bank credit. Another study (Rocha, Arvai and Farazi, 2011) supports this conclusion. Credit 

concentration ratios, the ratio of top 20 exposures to total loans, in non-Gulf Cooperation Council MENA 

economies are among the highest in the world.  In 2010, the top 20 exposures accounted for more than 

half of total loans in the economy, which implies that credit is channelled to a small number of large 

companies, leaving the bulk of firms with little or no access to credit.  

 

A study by Bhattacharya and Wolde (2010) finds that MENA jurisdictions were quite successful in 

mobilizing financial resources, but relatively less efficient in allocating them. Dominance of public banks 

in many economies favouring state enterprises and larger industrial firms is suggested as a possible 

reason for this result which means MENA SMEs and growth companies have difficulty in accessing 

capital.  

 

There are also high collateral requirements in MENA economies similar to other developing 

economies (Figure 6). In 2015, the collateral required as a percentage of the loan value in 2015 was 281 

% in Yemen, 272% in Egypt, 251 % in Tunisia. Those high requirements suggest that young and small 

firms are too disconnected from the banking sector since they probably have insufficient assets to qualify 

for finance.   
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Figure 6: Value of Collateral required for a Loan (% of the loan amount) 

 

      Source: World Bank Enterprise Surveys (2017) 

In summary, the financial systems’ weaknesses suggest that access to finance is restricted in the 

region. Despite considerable diversity in MENA economies, they share common challenges. First of all, 

private credit and stock market capitalization are relatively low compared to GDP. Although the MENA 

financial system is dominated by banks, high concentration of financial intermediation in the banking 

sector and high collateral requirements imply that credit is channelled to a small number of large 

companies.  In addition to these conditions, ongoing economic and political conflicts pose major 

challenges including restrictions on access to finance. Growth companies are probably the most affected 

types of firms due to the limited availability of physical assets eligible as collateral in loan applications. 
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1.2. 2. Equity markets in the MENA region  

Declining oil prices in 2014 led to decrease in revenues and tightened liquidity and credit supply in 

the region. Although oil prices seem to stabilising at slightly higher prices than in 2014–15, the main 

challenges for the MENA region are low high unemployment, especially among the young, limited 

economic diversification and difficulty in accessing finance. Higher market based financing 

complementing bank finance would help achieve the desired levels of investment and economic growth.  

 

The role of capital markets in the growth of the economy has been the focus of extensive research. 

The existing literature that focuses on the relationship between financial development and economic 

growth suggests that finance can contribute to growth by improving resource allocation (Naceur et al 

2017).  Some recent work also suggests that after beyond a certain level, the relationship between 

financial depth and economic growth becomes turns negative (See Almarzoqi, Naceur and Kotak (2015) 

for an overview). However, it is estimated that this occurs at a point between 90% and 100% of GDP, a 

point far in excess of the MENA average. In addition, capital markets make long term investment 

possible, by the funds provided by individuals, and improve the efficiency of the whole financial system 

through the competition among different financial instruments (El Wassal 2013).  

 

There has also been some research examining the effects of financial development in the MENA 

region. For example, Bhattacharya and Wolde (2010) suggest that reducing access to finance constraints 

from the MENA average to the world average could lead to an increase in real per capita GDP growth in 

the region. Naceur et al. (2017) do find evidence that financial stability and efficiency are linked to 

growth. Based on their study results they conclude that the effect of finance depends on a jurisdiction’s 

income level, policy regime and institutional quality. Lorente, Ismail and Schmukler (2017a) studied how 

companies that actually issue in capital markets evolve compared to non-issuers and find that issuers of 

equity, bonds and syndicated loans in the Arab region are larger and grow faster than non-issuers. 

1.3. 3. Corporate governance in MENA equity markets  

Improving the quality of corporate governance frameworks and practices is essential for developing 

more efficient and deeper capital markets. In fact, corporate governance and capital market development 

have a symbiotic relationship, each benefitting the other. Progress in corporate governance facilitates 

capital market development while the gains linked to capital markets encourage better corporate 

governance.  

 

Capital markets are better developed in economies with strong corporate governance structure. 

World Bank Doing Business data confirms the positive relationship between greater protection of 

minority shareholders and capital market development (World Bank, 2017).  

 

A recent study (IMF, 2016b) has documented that corporate governance enhancements promote 

deeper, more liquid, and more efficient capital markets, thereby increasing resilience to global financial 

shocks by analysing emerging markets data. The same study has shown that companies in emerging 

markets with better corporate governance tend to have stronger balance sheets, lower short-term debt 

ratios, lower default probabilities, and the ability to borrow at longer maturities.  

 

The quality of corporate governance also affects the cost of capital and company value. Investors 

are less willing to provide financing if they are not confident about the corporate governance structure of 

a company and are more likely to charge higher rates (Claessens and Yurtoglu, 2012). In addition to a 

greater access to finance, a better corporate governance structure will increase overall competitiveness 

and efficiency of a company through better business decisions.  
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Having realised these benefits, MENA governments led efforts aiming to develop their corporate 

governance policies (OECD 2011). Since the 2000s, MENA jurisdictions have developed their corporate 

governance frameworks. Various reforms were undertaken, including establishment of stock exchanges 

and capital market regulators, reviewing company laws, adopting corporate governance codes, imposing 

stricter rules and requiring more disclosure and transparency from listed companies. Today almost all 

MENA jurisdictions have a corporate governance code.   

 

 In recent years, regulatory initiatives in the corporate governance area continue in the region. 

Nevertheless, MENA corporate governance practices are often perceived as insufficient for a sound 

capital markets development. According to a recent S&P Global Ratings report, MENA is lagging behind 

in terms of corporate governance in several areas. Weak disclosure and transparency coupled with a lack 

of board independence and insufficient oversight continue to hold back companies in the Gulf from 

attracting international investors (Gulf Business, 2017).  Based on the review of the S&P/Hawkamah 

Environmental, Social and Governance Pan Arab Index, Hawkamah (2017) also highlighted the need to 

provide additional information with regard to protecting minority shareholders, the responsibilities of the 

board, strategy and risk management processes. These results confirm that corporate governance 

improvements are required in the region to attract more investors.  
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2.  IV. CORPORATE USE OF PUBLIC EQUITY MARKETS  

Equity finance is an essential component of corporate finance. There can be several sources of 

equity finance, such as retained earnings, private equity, public offerings and with recent technological 

advances alternative platforms such as crowdfunding.   

 

A vibrant equity market is crucial to support growth companies and to secure their access to funding 

through initial public offerings (IPO) and secondary public offerings (SPO). Two global trends on IPO 

markets affected growth companies after the 2000s. First, there was a shift from advanced economies to 

emerging markets in terms of the number of IPOs. Second, fewer and larger companies go public (OECD 

2015a). A marked decline in growth companies IPOs, both in terms of average size of the IPOs and of 

the number of companies making an IPO, are observed since the 2000s, especially in the US and Europe. 

The latter, along with Japan, witnessed the persistence of this trend in 2016 (OECD 2017b). 

Nevertheless, total proceeds of secondary issuances by listed non-financial companies are higher than 

that of IPOs since 2005 (OECD 2015a).  

 

This section provides an overview of how MENA companies use public equity financing. However, 

it should be noted that due to challenges in obtaining data, IPO analysis for the MENA region has been 

made for the years 2014-2017 using mainly Stock Exchanges’ annual reports.
3
  

  

In the MENA region, 230 companies made an IPO and the total amount of capital raised was USD 

41 billion in the period 2008-2017 (Figure 7). Hence, the average value of equity raised through IPOs in 

the period 2008-2017 was USD 179 million.   

 

As Figure 7 indicates 2014 was a good year for IPOs when companies raised USD 11 billion, which 

is comparable with the 2008 level (USD 13 billion) (EY 2014a). However, comparison of average IPO 

size indicates that larger IPOs took place in the region in 2014 compared to 2008 (2008: USD 244 

million, 2014: USD 383 million).  

 

Saudi Arabia and Egypt had the highest number of IPOs in the MENA region in the period of 2014-

2017 (Figure 8). The total amount of capital raised in these economies through IPOs was USD 10.2 

billion. However, IPOs in Egypt were smaller than in Saudi Arabia (Figure 9). 
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Figure 7: Initial Public Offerings in the MENA Region 

 

 

 
                    Source: Adapted from EY MENA IPO reports and the stock exchanges web sites 

 

Figure 8: Breakdown of Number of IPOs, 2014-2017 
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Figure 9: Breakdown of Total Value of MENA IPOs, 2014-2017, USD Billions 

 

 

   Source: Adapted from EY MENA IPO reports and the stock exchanges web sites  

 

Figure 10 displays IPOs in the non-financial sector in MENA jurisdictions relative to size. The data 

indicates that the total value of IPOs of growth companies (IPOs with size less than USD 100 million) 

was the highest in 2017, representing around 35% of all money raised. Since 2014 this portion has 

declined and amounted to only 9 % in 2016. In 2016, there were no IPOs between USD 50 million and 

USD 100 million. However, the IPOs of MENA growth companies rebounded in 2017. This may be 

partly explained by the increase in small IPOs in the Saudi market. After the launch of Nomu-Parallel 

Market in the Saudi Stock Exchange in 2017, the total amount of capital raised then was 169 USD 

million, representing  37 % of total MENA growth company IPO proceeds.   The share of growth 

company proceeds in non-financial company IPO (35% 2017, 18.94% in the period 2014-2017) in 

MENA is higher than that of the global averages (15% in the period 2008-2016, OECD, 2017a). Further 

analysis is needed to define the trend in the MENA region.  
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Figure 10: Non-Financial IPOs in the MENA Region 

 

 Source: Adapted from EY MENA IPO reports and the stock exchanges web sites 

Sectoral breakdown of MENA IPOs that are larger and smaller than USD 100 million is provided in 

Figure 11 and Figure 12. The breakdown shows that total proceeds from growth company IPOs were 

evenly distributed among different sectors in the period 2014-2017 and the consumer goods/services 

(cyclical and non-cyclical) sector is the largest user of equity markets among all growth company IPOs 

below USD 100 million in MENA.  

 

This differs greatly from the trend observed in advanced economies. Equity markets are especially 

suitable for growth companies in future oriented industries with relatively high risk (OECD 2015a). In 

line with this argument, during the period 2000-2014 high technology and healthcare sectors which 

mainly consist of biotechnology, medical research, healthcare equipment and pharmaceuticals account 

for 40% of all equity raised through the growth company IPOs in advanced economies. Although the 

share of these two sectors in emerging market IPOs was lower in advanced economies for the same 

period, these two sectors represent about 20% of all growth company IPOs (OECD, 2015). Conversely, 

the share of technology, telecommunication and healthcare industries is quite low in MENA IPOs.  

However, it should also be noted that the sectoral breakdown of MENA small IPOs in the period 2014-

2016 differs from the breakdown in 2017. The latter indicates that industrials (25%), financials (20%) 

and healthcare (15%) are the largest users of initial public offerings in 2017.   
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Figure 11: Sectoral Breakdown of MENA Large IPOs, 2014-2017 

 

 

Figure 12:  Sectoral Breakdown of MENA Small IPOs, 2014-2017 

 

 
Source: Adapted from EY MENA IPO reports and the stock exchanges web sites.. Thomson Reuters Economic 

Classification. The main economic sectors and their industry groups are provided in Annex 1. 
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A recent working paper (Lorente, Ismail and Schmukler 2017b) based on a dataset including 

138,091 companies and 719,242 security issuances, finds that secondary equity offerings have grown at a 

faster rate than IPOs in Arab jurisdictions
4
 over the 1991-2014 period. The study shows that IPOs’ share 

in total equity proceeds decreased from 55% in 1991-1998 to 26% in 2007-2014.  The Arab jurisdictions 

which have the highest proportions of secondary equity issuances are Kuwait (95%), Egypt (92%) and 

Qatar (88%). For the remaining jurisdictions, the share of secondary equity offerings is less than 60% in 

Morocco, Saudi Arabia, Tunisia and UAE (Lorente, Ismail and Schmukler 2017b). 
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3.  V. STOCK EXCHANGES IN THE REGION  

Stock exchanges, as market places, are key institutions for market based financeand the channel to 

provide an efficient allocation of funds to companies. Other key functions of stock exchanges include 

price discovery, providing vehicles for saving and wealth accumulation, and promoting good corporate 

governance (Rocha, Arvai and Farazi, 2011). A developed stock exchange enhances the capacity of 

companies to access capital.  

 

This part of the report provides an overview of the stock exchange landscape in MENA. It also 

discusses their contribution to promote good governance in the region.    

3.1. 1. The Stock Exchange Landscape in the MENA region 

Although the first stock exchange in the MENA region was established in Egypt in the late 19th 

century, the establishment of stock exchanges has been accelerated in the region since the 1980s. Despite 

the global process of demutualisation and privatisation in the past decades, most of the exchanges in the 

region are still state owned or organized as public institutions (Figure 13). In the MENA region only the 

Palestine Securities Exchange and the Dubai Financial Market are public listed company.  Several 

exchanges in the region, such as Kuwait and Saudi Arabia, have also been considering structural 

changes. The establishment of the Borsa Kuwait in 2014 marked a significant step in the privatisation of 

the Kuwait Stock Exchange. Another important stage of transition commenced on 5 October 2016 when 

Boursa Kuwait was granted an official license to own the Kuwait Stock Exchange. Furthermore, Saudi 

Arabia recently announced that an IPO for Tadawul is planned for 2018 (Saudiembasynet, 2017).
 
 

 

Figure 13 : Stock Exchanges Ownership Structure 

 
             Source: OECD (2018), OECD-MENA Survey of Corporate Governance Frameworks 2018, upcoming 

 

Key characteristics of the MENA stock exchanges as of 2017 are provided in Table 2. The total 
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1.32% of global market capitalisation. When considering that MENA GDP represents 2.7% of World 

GDP, MENA market size does not reflect its potential. 

Table 2: Main Characteristics of MENA Stock Exchanges, 2017 

3 

Jurisdiction Number of 
Listed 

Companies 

Market 
capitalization 

of listed 
domestic 

companies 
(Bn USD) 

Market 
capitalization 

of listed 
domestic 

companies 
(% of GDP) 

Stocks 
traded, 

total value 
(bn USD) 

Stocks 
traded, total 

value  
(% of GDP) 

Stocks 
traded, 

turnover 
ratio of 

domestic 
shares (%) 

Algeria
1 

5 0,37 - - - - 

Bahrain 43 22 62.18 0,56 1.61 2.6 

Egypt 254 47 19.63 14,42 6.08 30.7 

Iraq
1 

101 9 4.51 0,75 0.37 8.4 

Kuwait
1 

175 93 77.06 19,02 15.80 20.5 

Lebanon
1 

10 11 22.33 0,76 1.48 6.6 

Morocco 73 67 61.05 4.22 3.85 6.3 

Jordan 194 24 59.20 2,33 5.55 9.7 

Oman 112 21 28.67 2,38 3.21 11.2 

Palestine 48 4 29.04 0,46 3.50 12.1 

Qatar 45 131 78.52 18,33 11.02 14 

Saudi Arabia 188 451 66.00 218,301 31.93 48.4 

Tunisia
1 

81 9 22.15 0,97 2.41 11 

United Arab 
Emirates 127 239 63,53 43,04 11.40 18 

1) Arab Federation of Exchange.  

Source: World Bank, World Development Indicators(2018), IMF World Economic Outlook Database, 2018 

except where otherwise indicated. 

 

Market capitalisation varies greatly between MENA exchanges. Tadawul (Saudi Stock Exchange) 

has the largest market capitalization at USD 451 billion, which represents approximately 40% of the total 

MENA market at the end of 2017. While market capitalisation is also high in other GCC countries, the 

market capitalisation of several jurisdictions in the region is low and stands between 0.4 and 24 billion 

USD.     

 

The decline of the market capitalisation to GDP ratio following the 2008 financial crisis was severe 

in almost all economies, but the global average market capitalisation to GDP ratio has almost returned to 

its 2007 level (World average 2007 -114%, 2016-99%). The speed of recovery in the MENA 

jurisdictions varies but it is generally slow, due perhaps to the exposure of the region to external and 

internal shocks, especially after 2011. Stock market capitalisation in most MENA jurisdictions declined 

significantly following the global financial crisis and, apart from the UAE, has not yet caught up with its 

pre-crisis levels. On the other hand, non GCC jurisdictions generally experienced more severe declines in 

their market capitalisation after the 2008 financial crisis (see Figure 13). 

 

Nonetheless, the average stock price volatility for the region suggests that MENA markets are 

relatively stable compared to peer countries in the period of 2011-2015 (MENA: 12, High Income: 17, 

Upper Middle Income: 15, Lower Middle Income: 15) (WB Global Financial Development Database, 

2017).   
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Figure 14: Market Capitalisation as a Percentage of GDP 

 

                                Source: WB, World Development Indicators Database (2017) and Rocha, Arvai and Farazi, (2011).  

In terms of the number of companies listed as of 2017, it ranged from 5 (Algeria) to 254 (Egypt). 

Among the exchanges in MENA, the number of listed companies increased dramatically after 1998 

partly as a consequence of significant privatisation programs undertaken by governments across the 

region. Regional stock exchanges used to rely on IPOs of SOEs as a major source of local and foreign 

investor interest (OECD, 2013). However, privatisation programmes slowed down in recent years.  

 

Between 2000-2017, excluding Egypt, around 400 companies were listed on MENA’s main 

exchanges (Figure 14). The number of listed companies on the Egyptian Stock Exchange decreased 

drastically from 1075 in 2000 to 251 in 2016 since untraded companies has been delisted. As of 2016, 

while the stock exchanges of Egypt and Jordan have more than 200 listed companies (251 and 224 

respectively) the Saudi Arabia Stock Exchange, the largest in terms of market capitalisation, comprises 

only 176 listed companies.  
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(1) Bahrain, Egypt, Kuwait, Lebanon, Morocco, Jordan, Oman, Qatar, Saudi Arabia, 

Tunisia, UAE, Palestinian Authority. 

Source: WB Global Financial Development Database(2017), IMF and Stock Exchanges web sites 

 

Recently, due to their deteriorated fiscal situation, several MENA economies have started to 

reconsider privatisation through IPOs.  For example, the Egyptian government is launching an IPO 

programme that will offer shares in dozens of state-owned companies over the next three to five years. 

(Reuters 2017). Similarly, the governments of Kuwait, Oman and Saudi Arabia are working on 

privatization plans. New privatisation related listings may contribute to capital market development by 

increasing the depth and liquidity of MENA markets. The MENA markets are relatively less liquid than 

the world average as indicated by turnover ratios in 2017 MENA: 28.5, World: 100.4). But the average 

masks important differences among jurisdictions. As a matter of fact, the low average turnover ratios in 

Bahrain (2.6) and in Morocco (6.3) are much lower than the MENA average and that of peer countries 

(high income: 94.1, upper middle income: 141.6). And even the highest turnover ratio in the region 

(Saudi Arabia: 48) is lower than that of peer countries.  Although Egypt’s market turnover (30.7) is 

relatively high compared to other MENA exchanges in 2017, traded value represents only 6 % of GDP, 

implying that Egypt’s market is a relatively liquid but small market. All of these results stress the fact 

that stock markets are not liquid and financial market efficiency is insufficient in MENA jurisdictions. 

 

Market concentration ratios in terms of market capitalisation and trading volume vary within the 

region as of 2015 (value traded excluding top 10 traded companies to total value traded is between 25-59 

%, market capitalization excluding top 10 companies to total market capitalization is between 21-71%) 

(World Bank GFDD, 2017). High market concentration ratios imply that liquidity is limited and access is 

more difficult for new companies in MENA. Besides, Market capitalization is dominated by financial 

and infrastructure firms in the MENA region (Table 3). The limited sectoral diversification may affect 

market development and limit investment opportunities.  

Table 4: Market Capitalisation by Sector in Selected MENA Stock Exchanges, 2016, 

(%) 

 

Jurisdiction 

Banks+Financial 

Services 

Petrochemical 

Industries 

Telecom. 

and 

Information 

Technology 

Others 

Saudi 

Arabia 

29 25 10 37 

UAE DFM 44 1 9 47 

UAE      

Qatar 47           4 7 30 

Kuwait 57 1 11 31 

Morocco  40 4 21 35 

Egypt 36 5 12 47 

     Source: Annual reports of Stock Exchanges 

Specialised SME markets or tiers have been introduced in the MENA region. NILEX in Egypt 

(2007) is the first dedicated SME market in the region while Nomu Parallel Market in Saudi Arabia 

(2017) is the latest one. Tunisia, Dubai and Qatar also have SME tiers. In addition, some exchanges in 

the region provide training programmes targeting high growing companies. For example; in April 2016 

the Casablanca Stock Exchange (CSE) launched the ELITE business development programme in 

Morocco, marking the first time the London Stock Exchange Group (LSEG) ELITE programme was 

delivered in partnership with another exchange. Originally launched at Borsa Italiana in 2012, the ELITE 
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programme was designed to help fast growing private companies prepare and structure for their next 

stage of growth.  ELITE offers high growth companies a full programme including training and direct 

contact with financial and advisory communities. The London Stock Exchange Group reports that 

24 companies from different sectors including technology, construction and household goods have 

enrolled in ELITE Morocco since its launch. Besides, ELITE partnered with the Saudi Small & Medium 

Enterprises Authority to initiate business support and capital raising programme in Saudi Arabia.   The 

programme’s first cohort was launched in February 2018 with more than 20 participants.    

 

MENA stock exchanges have also started to invest heavily in financial technology. For example, 

Dubai Financial Market has launched several financial technology initiatives such as the eIPO platform, 

and the iVESTOR Card. All of these mobile applications enable investors to access real time data, 

portfolio and transaction information online, as well as subscribing to IPOs and rights issues (Box 1).  

Box 1: Smart Borse Project of Dubai Financial Market 

Since 2014, in line with the Smart Dubai initiative, Dubai Financial Market has been actively engaged in 

introducing an all-electronic service as part of an ambitious project called the “Smart Borse” which is 

still in progress. The project has four key strategic goals: develop smart solutions, streamline procedures, 

seal partnerships with governmental institutions and companies concerned with technology development, 

and build research capacities that contribute to creating smart solutions. Two innovations introduced as a 

result of the project activities were eIPO and iVESTOR Card. 

 

The eIPO is an electronic platform aimed at facilitating participation in IPOs. In addition to the platform, 

in 2014, Dubai Financial Market introduced two Beta versions of a smart phone application and a new 

website. The application enables investors to take part in IPOs electronically through a direct link with 

the receiving banks. Furthermore, it allows prompt completion of surplus refund amounts as well as 

allocation and listing in only a few days after the subscription end. 

 

The iVESTOR Card is a distribution channel in relation to the cash dividend payments. 

 

Additional services provided to listed companies also include e-general assembly which enables 

investors to vote electronically during the general assemblies. 

 

Dubai Financial Market also cooperates with other public authorities to ensure that investors benefit from 

existing infrastructures offered by the government. For example, Dubai Financial Market signed a 

Memorandum of Understanding (MoU) with the Dubai Government’s Department of Finance (DoF), 

which will enable investors to make payments for IPO subscriptions via the ePay Portal of the Dubai 

Smart Government. 

 

As of the end of 2017 DFM executives numbered around 80,000 smart service users. 

 
Source: DFM Annual Reports, Dubai-MENA Herald 

 

 

Although MENA markets are evolving, the majority of them are classified as frontier (markets) by 

MSCI, an index provider
5
, widely accepted as a reference benchmark. As of April 2018, the MSCI 

Emerging Markets Index covers only 3 jurisdictions from the region (Egypt, United Arab Emirates and 

Qatar). On the other hand, Bahrain, Jordan, Kuwait, Lebanon and Oman markets are considered “frontier 

markets”. The assignment of MSCI Standalone Indices to Saudi Arabian and Palestinian markets enables 

foreign investors to follow these markets more closely. Although there are substantially different criteria 

for classifying markets, developed ones are considered the most accessible to and supportive of foreign 

investors, while emerging markets generally are less accessible but still demonstrate a degree of 
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openness. In contrast, frontier markets typically have limitations in their regulatory and operational 

environments for foreign investors. Complying with the standards required for emerging and developed 

market classification could lead to better outcomes. For example, Saudi Arabia’s entry into the Emerging 

Market Index is a discussion topic especially after its addition to MSCI watch list in 2017. The decision 

came after several reforms taken by Saudi Arabia in several areas including the (T+2) execution rule, 

short selling and delivery versus payment rules. Inclusion on the MSCI emerging market index is likely 

to increase institutional investors’ interest since they generally do not prefer to invest in frontier markets 

which tend to be too risky and non-investment grade. In addition to this, MSCI inclusion tends to 

improve research coverage and market liquidity.  

3.2. 2. The role of MENA stock exchanges in promoting sound corporate 

governance practices 

Ongoing capital market development in the region requires better corporate governance and more 

transparency, which are key to attracting listing and liquidity in the region (OECD 2012).  

 

In line with this assumption, MENA stock exchanges continue to support good corporate 

governance practices in the region by adopting and enforcing higher listing and disclosure standards, 

providing transparency about listed companies, facilitating the exercise of shareholder rights and 

conducting public awareness activities about corporate governance. For example; Oman, Jordan and 

Egypt incorporated good governance requirements into listing rules. Several stock exchanges (Bahrain, 

Egypt, Morocco, Palestinian Authority, Qatar, Tunisia, UAE), monitor compliance with corporate 

governance standards in addition to the securities regulator. In Oman, the stock exchange is the only 

custodian of corporate governance rules.   

 

Furthermore, MENA stock exchanges are improving their efforts on sustainability issues. The 

Egyptian Stock Exchange became one of the 5 founding members of the United Nations Sustainable 

Stock Exchanges Initiative (SSE) in 2012.  The SSE aims to enhance corporate transparency and 

performance on environmental, social and corporate governance (ESG) issues and encourage sustainable 

investment. As of February 2018, SSE has 66 partner exchanges. Among these 7 partnering stock 

exchanges are from the MENA region (Egypt, Jordan, Kuwait, Morocco, Qatar, Tunisia and the 

UAE). Sustainability practices are promoted by stock exchanges through specific efforts including listing 

of green bonds, the promotion of ESG disclosure and the creation of ESG indices.  

 

The Egyptian Exchange (EGX) is a pioneer stock market in the region supporting corporate 

sustainability and social responsibility issues. For instance, EGX launched the first ESG index 

(S&P/EGX ESG Index) in MENA in 2010. EGX has continued its efforts by producing the “EGX Model 

Guidance for Reporting on ESG Performance and SDGs” and organises public awareness activities to 

introduce the concept of sustainability and sustainability reporting. The website or disclosure platform 

for MENA stock exchanges provides information on corporate governance practices of listed companies, 

thus promoting governance through transparency.  

 

The Palestine Exchange, for instance,  launched the English version of its disclosure platform in 

February 2017. Stock exchanges platforms have also started to facilitate shareholder participation in 

general meetings. In this sense, the Tadawulaty, disclosure platform of Saudi Stock Exchange, allows 

shareholders to exercise their voting rights.  Similarly, from November 2016 all listed companies on the 

Bahrain Stock Exchange have transferred their shares to the electronic registry. Thanks to this system, 

the Bahrain Stock Exchange communicates with the shareholders of listed companies to inform them 

about their portfolio movements as well as their rights and obligations linked to their shares. 

 

All of these activities conducted by MENA stock exchanges participate in developing capital 

markets in the region by promoting corporate governance and transparency. 
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4.  VI. CORPORATE USE OF BOND MARKETS 

1. Main Characteristics of MENA Bond Markets 

Since 2008, global bond issuances have increased significantly in developed and emerging 

economies. The growth in emerging bond markets has been important especially in recent years with the 

total outstanding amount of bond markets in emerging economies increasing from USD 11.8 trillion in 

2010 to USD 20 trillion in 2016. In this period non-government debt has increased from USD 5.6 trillion 

to 10.6 trillion (IMF, 2017b, 2016c) since more and more non-financial corporate institutions have 

started to use bond markets as a source of finance (OECD, 2015).  

 

In the MENA region, in line with the global trend, bond issuances increased after the 2008 financial 

crises, facilitated by regional conditions. High revenues from the oil sector over the past decade resulted 

in large surpluses and low debt to GDP ratios in the GCC countries. But conditions in the region have 

started to change since 2014 mainly due to lower oil prices. As a result, fiscal deficits increased and 

economic conditions deteriorated.  Due to several factors including lower remittances, higher security 

concerns and lower tourism revenues, macro-economic conditions have changed not only in the GCC 

countries but also in non GCC MENA countries. Against this background, the MENA governments have 

started to use bond markets more often, especially international bond markets.  

 

This preference is probably due to the better conditions of international markets compared to 

domestic markets. A recent study (Gozzi et al., 2012) supports this assumption. The latter finds that 

international bond issues are larger compared to domestic markets, of shorter maturity and are more 

likely to be fixed interest rate contracts with lower yield spreads.  Insufficient depth of capital markets or 

small investor base may also contribute to the preference for international markets. 

 

Total local outstanding government debt for Africa and the Middle East accounted for only 6 % of 

total emerging markets’ government debt in 2016. The proportion of MENA local non-government to 

total emerging markets’ non-government debt is even smaller (2% in 2016). This suggests that there is 

substantial room for growth. An International Organization of Securities Commissions (IOSCO) working 

report (Tendulcar, 2015) provides interesting insights with regard to MENA corporate bond markets. 

 

The size and depth of MENA corporate bond markets imply that the corporate bond market has 

been growing in the MENA region (Table 4).  

 

Corporate bond issuance as a percentage of GDP has generally been increasing in the region since 

the onset of the financial crisis (Figure 15). The exceptions are Saudi Arabia, Kuwait and Lebanon. 

Although Saudi Arabia has been one of the fastest growing domestic corporate bond markets (60% 

globally for the 2005-2014 term), its corporate bond issuance as a percentage of GDP in the period 2007-

2014 decreased when compared to 2000-2006. The total size of corporate bond markets as a percentage 

of GDP is still small given the scale of the MENA economies (Figure 15). There is no established 

domestic corporate bond market greater than USD 100 billion in the MENA region as of 2014 (Table 5). 
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Table 5: MENA Corporate Bond Markets, 2014 

Jurisdiction Domestic Corporate Bond Market  International Corporate Bond Market 

 

Size (USD 

billions)  

Growth % 

(2005-

2014) 

Depth (% 

of GDP)  

Size (USD 

billions) 

Growth % 

(2005-

2014) 

Depth (% 

of GDP) 

UAE 43,56  -(*) 15,16 75,08 22,38 26,12 

Saudi Arabia 20,81 60,22 3,95 9,81 20,77 1,86 

Egypt 1,02 12,25 0,47 - - - 

Morocco 0,42 15,11 0,46 1,85 19,95 - 

Tunisia 0,04  -  0,08 2,91  6,55 

Qatar - - - 14,96 12,79 11,95 

Bahrain - - - 4,90 12,81 19,42 

Lebanon - - - 2,51 - 6,61 

Kuwait - - - 1,53 - 1,28 

Oman - - - 1,45 19,23 - 
 (*)  - indicates that data for the variable is not reported by IOSCO since only variables within certain ranges 

are recorded in the report. For example domestic corporate bond markets below 0.04 billion USD are not 

reported. Therefore non-reported data may either indicate that also the figures were unavailable or that the 

size/growth/%age was negligible for that variable. 

Source:  Tendulcar (2015), Corporate Bond Markets: An Emerging Markets Perspective 

 

Figure 16: Corporate Bond Issuances as a % of GDP, Average 

 

  Source: Adapted from Tendulcar (2015), Corporate Bond Markets: An Emerging Markets Perspective.   
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Table 6: Corporate Bond Market Classification in MENA 

Market Classification Growth Depth % Domestic % International 

Medium Sized Market     

UAE Stalled/Negative Shallow 37 

 

63 

Developing Markets     

Saudi Arabia Fast Very Shallow 68 32 

Small Markets     

Egypt Medium Shallow 100 0 

Micro Markets     

Morocco Medium Shallow 14 86 

Tunisia Stalled/Negative Shallow 1 99 

Absent Markets     

Qatar Stalled/Negative No market 0 100 

Bahrain Stalled/Negative No market 0 100 

Kuwait Stalled/Negative No market 0 100 

 Note: Growth is classified as follows; Equal or greater than 20 % CAGR (Fast), between 10-19% 

CAGR (Medium), between 1-9% CAGR (Slow), Less than 1% CAGR (Stalled/Negative growth). 

Depth is classified as follows: equal or greater than 100% of GDP (Very deep), between 50%-99% 

of GDP (Deep), between 20%-49% of GDP (Moderate), between 5%-19% (Shallow), less than 5% 

(very shallow) %age of domestic corporate bond market size versus international corporate bond size 

is based on the 2014 amount outstanding. 

Source: Tendulcar (2015), Corporate Bond Markets: An Emerging Markets Perspective 

Other characteristics of MENA corporate bond markets can be summarised as follows:  

 MENA corporates generally use international markets rather than domestic markets. While 

Saudi Arabia and Egypt are the only economies which have large domestic corporate bond 

market comparable to international markets in the region, Qatar, Bahrain and Kuwait have no 

domestic corporate bond market at all (Tendulcar, 2015). 

 Issuer concentration (the issuances of the top 10 issuers to total issuances) is 100% in Morocco, 

Lebanon, Oman, Bahrain, Kuwait and Egypt for the 2010-2014 period. In the region only UAE 

has a relatively low issuer concentration (59%) (Tendulcar, 2015). High issuer concentration 

suggests difficulties for growth companies in accessing the corporate bond market.  

 Information on the EMEA (Emerging Europe, Middle East and Africa) region, comprising the 

MENA region, shows that financial companies and oil/gas companies are the main issuers for 

the period of 2000-2014 (Tendulcar 2015). Specific information on the MENA region is not 

available. One can notice, based on existing data, that financial issuers have become even more 

important in the EMEA region after the financial crisis. MARKAZ (2016), Kuwait Financial 

Centre, also reports that financial companies are the main private issuers in the GCC countries 

in the period 2015-2017 (Table 6). 

 MENA companies also issue Sukuk, Islamic bonds, in addition to conventional bonds. In 2017, 

the issuances of GCC countries represented around 29 % of the global corporate Sukuk 

volume; a total of USD 4.61 billion was raised (IFSB 2018).  
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Table 7: GCC Gross Bond Issuances by Sector, 2015-2017, USD Billions 

 2Q15 3Q15 4Q15 1Q16 2Q16 3Q16 4Q16 1Q17 

Public 2.5 21.2 20.8 15.8 27.0 18.5 23.5 20.0 

Financial 7.3 0.6 4.3 2.1 5.6 3.3 1.4 5.1 

Non 

financial 

0.9 2.0 1.0 1.0 3.5 0.3 2.3 1.0 

Total 10.7 23.7 26.1 18.9 36.2 22.1 27.2 26.1 
 
Source: Markaz (2017), Is GCC a good place to hunt for yield?  

These results show that, in line with global trends, bond markets have been increasingly used as a 

source of finance by MENA companies. The MENA issuers also tap into the corporate sukuk market; 

UAE and Saudi Arabian companies are among the main issuers of corporate sukuk.  Nevertheless, the 

corporate bond market remains small and, contrary to the global trend observed, financial companies as 

issuers has not changed much in the EMEA region since 2008. Worldwide, non-financial companies’ 

share of annual total proceeds from corporate bond issues on average has increased from 31% in the 

period 2000-2007 to 46% in the period 2008-2013 (Çelik, Demirtaş and Isaksson, 2015).  

 

With regard to MENA bond markets, absence of a sovereign yield curve and high liquidity 

reflecting in part oil price developments, bank domination, cultural and religious preferences, small 

investor base and strong lending appetite of banks are all potential factors that affect market 

development. These issues are especially relevant for GCC countries which benefitted from high 

revenues from the oil sector until recently. Yet, non GCC countries also face similar challenges. A study 

on MENA markets (Garcia-Kilroy and Silva, 2011) demonstrates that the government bond market is not 

functioning well in Egypt, Morocco, Tunisia, Lebanon and Jordan due to several factors including 

market domination by banks, small investor base, buy and hold strategies of banks (which entail poor 

price discovery and lack of liquidity in secondary markets) and excess liquidity in financial system. 

Another possible factor affecting development of bond market in the MENA region is weak creditors’ 

rights (Garcia-Kilroy and Silva, 2011).  

 

Several MENA jurisdictions have already started to adopt new legislation aiming at speeding up 

issuance procedure and the reduction of bond issuances cost.  Saudi Arabia adopted new corporate bond 

regulations to shorten the procedure while Kuwait, Oman and UAE updated their sukuk regulations 

(Zawya, 2016). Similarly, Egypt has introduced new regulations under which credit rating is not required 

in the case of private placements (Gramon 2016). Some MENA jurisdictions are also moving to 

modernize bankruptcy regimes. The new bankruptcy law in UAE, for instance, came into force on 29 

December 2016. Saudi Arabia will also start implementing a new bankruptcy law as well in early 2018 as 

part of efforts to attract foreign investment and encourage private sector activity (Reuters, 2017). 

2. Growth Companies and Corporate Bond Market 

Given the importance of growth companies and the constraints faced by them in accessing 

financing, the development of the corporate bond market can be used as a policy tool to address their 

financial needs. A company may prefer to issue bonds since it does not affect its ownership and control 

structure. Bonds may also be more suitable for some companies due to its fixed term determined in 

accordance with expected cash flows by the issuer. Moreover, issuance procedure of corporate bonds is 

generally simpler compared to that of equity. Corporate bond issuance encourages companies to improve 

disclosure and transparency which is in line with good corporate governance, thus helping growth 

companies which first issued corporate bond to access public equity market.   
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Nevertheless, growth company bond issuances remain limited in advanced and emerging markets 

and the corporate bond markets are more suitable to larger companies. This is due to several factors 

including the fee structures among service providers, such as rating agencies and underwriters; 

investment strategies of institutional investors and market makers’ incentives (OECD, 2015). 

 

A recent study (Lorente, Ismail and Schmukler, 2017b) of Arab companies based on a large data set 

during the 1991-2014 period, provides interesting insights about MENA corporate bond markets. First, 

the study confirms that companies in the Arab countries have increased their bond issuances, but bond 

activity remains low by international levels. Second, it suggests that non-financial companies issued the 

longest term corporate bonds (11.5 years) in the world during the 1991-2014 period. This may be due to 

the large share of corporate bond issuances, for infrastructure financing, by large Arab companies 

operating in transportation, electric, gas sector (Lorente, Ismail and Schmukler 2017b). 

 

Perhaps because of the large share of infrastructure bonds, the median issue size in the Arab 

countries (USD 200 million) is much higher than in other regions of the world (USD 44 million in Asia, 

USD 97 million in G7). Given the size of issuances it is expected that corporate bonds in the region are 

being issued by large firms and this is confirmed by a study (Lorente, Ismail and Schmukler, 2017a). The 

authors found that corporate bond issuers tend to be much bigger than equity issuers. In the 2003-2011 

period the median equity issuer had assets of around USD 240 million while the median bond issuer’s 

assets amounted to USD 10.4 billion.  

 

In addition to the small size of corporate bond market in the region, growth companies probably 

have several additional disadvantages such as limited track record, lower visibility and higher 

information asymmetries affecting their access to market. An OECD study (2015) using data from more 

than 150,000 individual transactions between 1995 and 2014 indicates that nearly 50% of all listed 

companies that issue corporate bonds for the very first time during the periods 5 years prior and after 

their IPO date, do so within 3 years following their entry in the market. This result shows that joining 

stock market which requires a formal corporate governance structure may increase the opportunities to 

tap into the corporate bond market (2015). The reverse may also be valid when there is a well-

functioning corporate bond market which requires disclosure and transparency.  

 

Therefore, the small size of the MENA corporate bond market suggests that corporate bonds have 

the potential to become a more prominent alternative source of financing for growth companies.  
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5.  VII. CORPORATE OWNERSHIP STRUCTURE  

The degree of ownership concentration and the different categories of owners (i.e. institutional 

investors, companies, State ownership, etc.) directly affect corporate governance structures and practices. 

One the one hand, companies with dispersed ownership tend to have vertical agency problems and the 

main issue in corporate governance structure is potential conflicts between managers and shareholders 

suffering from coordination and monitoring problems. On the other hand, companies with concentrated 

ownership face horizontal agency problems which arises from the potential conflict between the 

controlling shareholders and the minority shareholders. The categories of owners also affect monitoring 

and engagement in the corporate decision-making process. Thus, it is observed that the level of 

shareholder engagement varies according to the business model of the different institutional investors.  

Each jurisdiction must develop a legal and regulatory frameworks to address these agency problems and 

ensure enabling environment for capital market development.  

 

The following section provides a summary of the corporate ownership structures and categories of 

owners in the MENA region.  

5.1. 1. Concentrated ownership 

The majority of listed MENA companies have concentrated shareholders in the form of sovereign 

investors or families (OECD 2017b). State ownership is high in listed companies because of previous 

privatizations and active investment by sovereign investors. An analysis of the 600 largest firms listed on 

the region’s exchanges which constitutes 97 % of total market capitalisation (GOVERN, 2016a), 

demonstrates that sovereign investors are the largest investor category in all MENA markets with the 

exception of Lebanon and Tunisia. 30% of the largest listed companies have a government shareholder  

while MENA listed companies that have government stakes account for 62% of market capitalization.
6
 

These figures are even higher in large companies and in the GCC markets. Sovereign investment in 

capital markets is estimated to control 75 % of listed companies in the UAE and 65 % in Qatar. Family 

business also plays a key role in the MENA region. With the exception of the oil business, 80% of 

MENA companies are family businesses (IFC, 2016). According to an EY research (2014b), 2% of 

family owned companies generate 80% of the region’s GDP, constituting approximately 75% of the 

private sector economic activity and employ 70% of the labour force in the Gulf region. There are some 

variations regarding the extent to which family owned companies are listed on MENA exchanges. For 

example, in Saudi Arabia, only 19% of the companies listed on the main market are family owned 

companies, as compared with over 90% for those listed on their SME market (WFE, 2018).  

 

2. Small institutional investor base 

 

There are limited publicly available data on the size of institutional investors in MENA markets, but 

it is reported by several international organisations that the institutional investor base (pension funds, 

insurance companies and investment funds) is rather small in the region. In WB Global Financial 

Development Database, the mutual funds’ assets to GDP ratio are recently reported only for Saudi Arabia 

which is 4.25% in 2015. The latest data in the Global Financial Development Database for Morocco, 

which has a developed institutional investor base, relates to 2007 (where the pension funds’ assets to 
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GDP ratio was 21%) and 2009 (where the mutual funds’ assets to GDP ratio represented 26.42%). Both 

these ratios are higher than the world average.  

 

Across the GCC, which have the largest capital markets in the MENA region, Ernst&Young 

(2018a) reports that the total assets of mutual funds was around USD 25 billion and public pension funds 

amount to USD 411 billion as of 2016. On the other hand, the same EY study states that the total assets 

of sovereign wealth funds are USD 2.9 trillion in the GCC. In fact, amongst the world’s 15 largest 

sovereign wealth funds, 7 are from the MENA region (SWFI, 2017). Besides, total wealth of the high net 

worth individuals is US$ 2.42 trillion in the Middle East (World Wealth Report, 2017). Although 

MENA’s high net worth individuals invested most heavily in cash
7
 (World Wealth Report, 2016), they 

are acting as a ‘substitute’ for institutional investors in the equity market (GOVERN, 2016). In addition 

to this, a rise of high net individuals’ interest in capital markets is expected.  

 

These figures indicate the small size of pension funds and mutual funds which is in contrast to 

global trends. In the OECD member states, institutional investors (pension funds, insurance companies 

and investment funds) are the dominant type of investors and the asset size of institutional investors 

continues to increase. In 2016 for instance, assets of pension funds grew faster than GDP in 25 of the 35 

OECD countries. As of 2016, pension fund investments are higher than 100% of GDP in Austria, 

Iceland, the Netherlands and Switzerland (OECD, 2017a). However, public pension funds represent 

nearly 25% of GDP across the GCC. With regard to mutual funds, in Saudi Arabia which accounts for 

80% of the total GCC mutual fund markets, mutual funds account for less than 4 % of GDP 

(Ernst&Young, 2016).  

5.2. 3. Dominance of retail investors  

MENA stock exchanges are dominated by retail investors. A recent WFE analysis (WFE, 2017a) on 

the impact of retail participation on equity markets provides interesting insights from four participating 

MENA exchanges. The WFE analysis shows that all participating exchanges, namely the Amman Stock 

Exchange, Dubai Financial Markets, Muscat Securities Market and the Egyptian Market, are dominated 

by retail investors (Table 7).  

 

Retail investors also contribute a reasonable proportion of total trades in other MENA markets apart 

from the Casablanca stock exchange (Table 8). As for the Moroccan financial centre, institutional 

investors account for 90% of the total value traded in 2016. 

Table 8: Retail Investors in Selected MENA Stock Exchanges-1 

 Number of Retail 

Accounts 

Number of Retail Trades 

(2016 avg % total) 

Value of retail trades 

(2016 avg % total) 

Amman Stock Exchange 509,974 92 83 

Dubai Financial Markets 828,775 77 71 

Muscat Securities Market NA NA 82 

The Egyptian Exchange 32,491
1 

81 64 
(1) Only active accounts 

Source: WFE (2017a), Enhancing Retail Participation in Emerging Markets 

Table 9: Retail Investors in Selected MENA Stock Exchanges-2 

 Value of retail trades (2016 avg % 

total) 

Bahrain Stock Exchange 30 

Saudi Arabia Tadawul 81 
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Casablanca Stock Exchange 10 

Qatar Stock Exchange 51 

Kuwait Stock Exchange 44 
  Source: Stock Exchange or Securities Regulators web sites 

5.3. 4. Limited Foreign investors  

Foreign investor interest has remained relatively limited in MENA economies probably because of  

the limitation on foreign ownership in addition to other factors such as small size, low liquidity, and 

existing ownership structures which affect foreign investor decisions. The adoption of foreign investor 

limits may be motivated by different reasons such as the protection of national interests and the 

consideration of strategic sectors. A stocktaking report prepared under the MENA-OECD Investment 

Programme identified foreign ownership limitations as one of the main obstacles to foreign investment in 

the GCC. Recently in order to attract foreign interests, some jurisdictions in the MENA region have 

started to revise those constraints in line with national diversification and economic liberalisation 

policies. In 2014, Qatar raised foreign ownership limits from 25% to 49%. Similarly, Saudi Arabia has 

adopted new rules to open up direct access to its capital market to foreign investors. Regulatory 

amendments have been adopted in Bahrain in 2016 and in the UAE in 2018 to allow for 100% foreign 

ownership in companies. 

 

Concentrated ownership in the form of sovereign investors or families, dominance of retail 

investors, limits to foreign investors and the size of high net worth individual investors present several 

challenges for corporate governance issues including disclosure and transparency, related party 

transactions and minority rights.  
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6.  VIII. key challenges and polıcy optıons 

1. Key findings 

Despite differences among MENA jurisdictions, empirical analysis of MENA capital markets 

indicates that the size of capital markets does not reflect the potential of MENA economies and there are 

common challenges across the region.  

 

Key findings from the empirical analysis of the MENA capital markets include the following: 

 

- The MENA region has very diverse capital markets. GCC countries have more developed 

capital markets compared to other MENA economies.  

- The speed of recovery in MENA markets following the 2008 financial crises varies but it 

remains generally very slow, perhaps because of the exposure of the MENA region to external 

and internal shocks.  

- Domestic equity markets are bigger than domestic corporate bond markets.  

- The number of companies that made an IPO in MENA markets was 230 and the total amount of 

capital raised was USD 41 billion in the period 2008-2017. In line with global trends, secondary 

equity offerings in the region have grown at a faster rate than IPOs. 

- In the period 2014-2017, the share of growth company proceeds in non-financial company IPO 

in MENA is higher than that of the global averages. However, further analysis is 

needed to define the trend in the MENA region as the analysis was based on data for four years 

only.  

- The general characteristics of MENA equity markets include high market concentration ratios in 

terms of market capitalisation and turnover as well as low sectoral diversification.  

- In line with global trends, companies in the MENA region have increased their bond issuances, 

but corporate bond activity remains low compared to international levels. However, MENA 

companies are main issuers of sukuk globally. The number of financial companies as issuers has 

not changed much in the region contrary to the global trend. Financial companies are the main 

private issuers amongst the GCC countries in the period of 2015-2017. 

- The share of big companies in corporate bond issuances, high concentration ratios and large 

issue size in the MENA region imply that corporate bond market issuance is not a viable option 

for growth companies. 

- MENA markets are retail dominated. Total assets of pension funds, insurance companies and 

investment funds are generally small, but sovereign wealth funds are the largest institutional 

investors in the region.  
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- It is likely that planned privatisations through IPOs and current strong sovereign issues in 

MENA economies will help to increase the size and liquidity of the capital markets.  

2. Main Challenges  

Based on the analysis provided by the report, the main challenges faced by MENA jurisdictions can 

be classified in three groups as given below: 

 

- Small market size 

Stock market size measured by market capitalization relative to GDP is relatively low in the MENA 

region compared to peer countries. Equity markets have the potential to offer more capital for the real 

sector in the region. Thus, in Saudi Arabia, the largest equity capital market in the MENA region, market 

capitalisation to GDP ratio is 69 % as of 2016. If Saudi Arabia’s market capitalisation to GDP ratio were 

to increase to 99% (the world average), this would mean that USD 191 billion additional equity capital 

could be provided to Saudi Arabian listed companies. This example applies similarly to other economies 

in the region. 

 

In addition to small market size, high market concentration ratios in terms of market capitalisation 

and turnover, the total value of growth companies IPOs and low sectoral diversification in equity markets 

suggest that a limited number of companies have access to capital markets. In addition, corporate bond 

issuers tend to be much bigger than equity issuers in the MENA region. These results  indicate that 

growth companies face even greater difficulties in raising finance from capital markets. 

  

- Concentrated ownership and cultural factors 

Concentrated ownership in the form of sovereign shareholders or families is a common feature in 

the region. Family owned companies that may be reluctant to disclose information on company or dilute 

their shares by going public affect capital market development in the region. In addition to this, capital 

markets  culture has not been well developed in the MENA region. For example, Middle East and Africa 

high net worth individual investors invest most heavily in cash. Also, a substantial share of the private 

sector does not use banks and chooses to remain disconnected from the financial sector in most MENA 

economies (EBRD, EIB, and IBRD/World Bank, 2016). This result reflects the lack of familiarity with 

financial markets of companies in the region.   

 
- Small investor base 

A large and diversified investor base with different trading preferences is crucial for capital market 

development since the variety of behaviours and investors ensures liquidity and stable demand. In 

addition, institutional investors can affect corporate governance positively by monitoring company 

practices and engaging with company management more actively. However, the institutional investor 

base is small, and the MENA market is dominated by retail investors, which may not be conducive to the 

long term growth of companies. In addition  the limited foreign investor base and low level of investment 

by high net worth individual investors present several challenges for capital market development and 

corporate governance issues. 

3. Policy Options 

In order to address the challenges summarised above, a group of interrelated recommendations are 

proposed (Figure 16).  

 

The full set of recommendations is given in Table 9, while further explanations are provided in the 

following sections. The recommendations are grouped into seven sections. Not all recommendations may 
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be applicable to each jurisdiction due to differences in capital market development and circumstances. 

Some recommendations may be already implemented in some region economies. However, the set of 

recommendations as a whole is intended to ensure deepening of capital markets and to facilitate the 

conditions for growth companies in obtaining finance from capital markets. Therefore, it would be 

meaningful if the recommendations are implemented in a holistic manner under a comprehensive reform 

programme suited to economy needs. 

 

Figure 17: Main Policy Areas: Access to Capital Markets 

 

 
 

 

 

 

 

 

 

 

 

 

Table 10: Policy Options: Access to Capital Markets 

Objective  Policy Recommendations 

Develop 
strategies for 
capital market 

growth 

Enhance 
capacity of key 

institutions 

Diversify 
sources of 

finance 

Establish 
Public Markets 

for Growth 
Companies 

Address issuer  
side factors 

Develop the 
investor base 

Enhance a 
sound 

financial 
ecosystem 
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Develop strategies for capital market growth Investigate whether preconditions of sound 

capital market development are in place 

Monitor policy measures adopted by other 

countries aiming at capital market development 

and corporate governance improvement 

Prepare a national action plan, monitor the 

results and revise regularly 

Ensure an effective corporate governance 

framework 

Enhance capacity of key institutions Improve the surveillance and enforcement 

capacity of securities regulators 

Deepen international cooperation to take 

advantage of knowledge sharing opportunities 

 Enhance the operational independence and 

accountability of the regulators. 

Improve capital market financing alternatives Expand available securities and capital market 

financing methods to meet the reality of 

businesses 

Review the efficiency of the public offering 

regime 

Design and implement measures guaranteeing 

investor protection, without creating undue 

burden 

Consider introducing a hybrid issuance 

procedure and private placement regime 

Establish  Specialised Markets for Growth 

Companies 

Conduct feasibility study to find a suitable 

model 

Promote good corporate governance by 

incorporating governance requirements into 

listing rules, monitoring compliance with 

standards and enforcing high disclosure 

standards 

Address issuer side factors Investigate factors affecting the issuance and 

listing decisions of companies   

Explore and allow for proportionality in 

corporate governance framework 

Launch capital market awareness programs for 

both investors and potential issuers  

Launch IPO readiness programs targeting 

growth companies to support their cultural and 

organisational development 

Explore ways to decrease the cost of public 

offering and listing 

Develop the investor base Promote an capital markets culture by raising 

overall financial literacy, building trust by 

ensuring strong minority rights, good corporate 

governance, and more transparency and 

disclosure 

Consider increasing free float requirements 

Conduct planned privatisation through public 

offering 
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Create a regulatory environment conducive to 

the growth of institutional investors  

Adopt measures to encourage institutional 

investors to take a more active role in 

demanding good corporate governance 

Evaluate effects of portfolio limitations on  

capital market investment and consider adopting 

rules to allow institutional investors to invest in 

certain types of companies  

Increase the presence of sovereign wealth funds 

in capital market development and good 

corporate governance 

Relax foreign ownership limits to attract  

international institutional investors  

Enhance a sound financial ecosystem Establish the right regulatory infrastructure 

including incentives and requirements to enable 

effective functioning of all service providers  

Require or encourage the disclosure of potential 

conflicts of interest faced by service providers 

Evaluate alternative measures to increase 

analyst coverage 

 

3.1.Developing strategies for capital market growth  

Stable macro-economic conditions, strong institutional settings and legal structure, and a well-

functioning financial infrastructure are preconditions for local capital market development. Similarly, 

sound corporate governance and the availability of long term savings are crucial for active market based 

finance. Bond market development poses even more challenges than equity markets, since the 

infrastructure necessary for bond markets is more complex and extends to areas such as creditor rights 

and insolvency regimes.
8
 The government should have a strong role in tackling these challenges. 

 

MENA Governments have realised these challenges and their role in overcoming them, which led to 

the implementation of reform programs to deepen their capital markets. However, it should be pointed 

that even after deciding steps should be taken to deepen the markets, putting the measures into practice is 

challenging. 

 

Policy options to ensure these preconditions are generally interrelated and necessitate cooperation 

among several institutions:  regulatory and supervisory authorities of financial sectors, stock exchanges, 

tax authorities and other government institutions supporting entrepreneurship. A coherent national action 

plan prepared with the involvement of different institutions through consultation with all related parties 

and monitoring mechanisms may lead to a more successful outcome. Therefore, policy makers should 

consult targeted market participants at an early stage while programs are being designed. Following the 

development of programs or rules and regulations, public awareness programs could be organised to 

reach a larger target audience. Continuous improvement in policies would also help secure the desired 

outcome. For this purpose, results should be assessed when the model is more mature. Regular 

monitoring and review could result in a best practice model that would benefit the entire MENA region.  

Some economies in the region such as Saudi Arabia, Jordan and Qatar have already introduced 

National Programmes aimed at developing capital markets. For example, the Financial Sector 

Development Program adopted in Saudi Arabia (Box 2) includes various activities under the 

responsibility of different authorities, can provide examples of good practices to other jurisdictions in the 

region.  
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Box 2: Saudi Vision 2030 and the Capital Markets Authority of Saudi Arabia  

 

In recent years, the Capital Market Authority (CMA) of Saudi Arabia has accelerated its efforts to 

support diversification of investment products, facilitate investment and strengthen the role of capital 

markets as a funding channel. These measures include building the necessary infrastructure and financial 

stability as well as raising the level of transparency and enhancing governance. 

 

Some notable developments achieved by the CMA consist of: allowing foreign investors with 

considerable investment opportunities access to the Saudi exchange, introducing new trading options 

and settlement processes, updating the corporate governance regulations, adopting the IFRS and 

establishing the Nomu-Parallel Market to enable SMEs to raise equity capital. 

 

In 2016, after the adoption of Saudi Vision 2030, a comprehensive plan for reform encompassing 

wide segments of the economy, the CMA amended its Strategic Plan and prepared a program to 

accomplish the 2030 Vision.  

 

In April 2017, the Council of Economic and Development Affairs launched ten delivery programs 

to achieve Vision 2030. The most prominent of these is the Financial Sector Development Program.  

The latter seeks to improve the diversity and effectiveness of the financial services sector to support the 

development of the national economy by stimulating savings, finance and investment. One of the main 

pillars of the program is to develop an advanced capital market. 

 

According to the Financial Sector Development Programme, 108 initiatives defined by CMA 

strategy are planned or under implementation.  The program defines the responsibilities of all related 

institutions including the CMA, as well as other authorities such as the Ministry of Finance, the Public 

Investment Fund, the Monetary Agency, the Ministry of Commerce and Investment, the Ministry of 

Economy and Planning. Efforts are coordinated among relevant stakeholders and progress is monitored 

in accordance with a governance model developed by the Council of Economic and Development 

Affairs.   

 

In addition to the developments summarised above, the CMA efforts, in cooperation with other 

relevant authorities, to deepen and strengthen Saudi capital markets are expected to continue at the same 

fast pace in the upcoming period. 

 
Source:www.vision2030.gov.sa 

 

Access to capital markets and improvements in corporate governance remains high on the policy 

agenda and several jurisdictions have developed various actions in this sense especially after the 2008 

financial crises. Therefore, experiences of other countries outside the region could also provide guidance 

for MENA policy makers in their efforts to deepen capital markets. For example, The Capital Market 

Union adopted by the EU incorporates several measures in relation to increasing the access of smaller 

growth companies to capital markets.  

 

The measures taken by the EU which are intended to build upon the creation of the 'SME Growth 

Market' range from introducing simpler disclosure rules for small companies to creating pan-European 
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institutional investors that would specialise in long term investment particularly in SMEs. The EU has 

also focused on a number of corporate governance initiatives aiming at strengthening shareholders’ rights 

and encouraging long-term shareholder engagement in listed companies. The EU Shareholder Rights 

Directive was amended in 2017 for this purpose. The changes include:  the requirement for a shareholder 

vote on material related party transactions and on remuneration, the requirement of disclosure by 

institutional investors relating to the policy on shareholder engagement, the introduction of the new right 

of listed companies to identify their shareholders by obliging intermediaries to communicate the 

shareholder’s identity at the company’s request. 

 

Monitoring these developments and understanding alternative policy options can help policy makers 

of MENA economies in building their own models.   With respect to knowledge and experience sharing, 

existing international organisations established by competent authorities in the region (such as the Union 

of Arab Securities Regulators and Union of Arab Stock Exchanges) are in a position to play an active 

role. Agreements or MoUs could be signed among authorities to formalise arrangements for information 

sharing.  

 

However, MENA policy makers should combine the knowledge attained from policies implemented 

in other countries taking into account their own domestic circumstances in order to develop suitable 

policy options. The distinguishing features of MENA markets have different implications in terms of 

policy making. For example, state owned stock exchanges in MENA jurisdictions generally do not face 

conflicts of interest in standard-setting, monitoring and the enforcement of listing and corporate 

governance rules. Therefore assigning stock exchanges central roles for the regulation and monitoring of 

members would support the overall market development effort and ease the burden on securities 

regulators. Similarly, sovereign investors as the biggest investor category in the MENA region might 

assume a strong role in supporting capital market investment in growth companies or influencing a 

company’s corporate governance practices.  

 

Finally, Islamic capital markets can play a vital role in growth company financing due to its risk-

sharing nature. Therefore, developing and enabling environment for Islamic capital markets should be 

one of the focus areas of any program aiming at capital market development in the region. Importance of 

Islamic finance have already been recognized by MENA authorities and several authorities have 

accelerated their efforts for development of this market. For example, in the UAE, several initiatives and 

programs aiming at promoting the UAE as the Capital of the Islamic Economy have been launched in 

recent years.  Within this scope, Dubai Islamic Economy Development Centre was established in 2013, 

The Higher Shari’ah Authority was established, and Islamic Capital Market Development Strategy by 

UAE capital markets authority was launched in 2017. Monitoring these initiatives could also help policy 

makers in the region aiming at enhancing   the   role   of   capital   markets.  

 

A basis for an effective corporate governance framework must also be ensured by policy makers. 

The corporate governance framework determines which corporations are allowed to access public  

markets and the terms upon which savers are able to invest in a corporation. Investors need assurance 

that their rights are protected when converting their savings into investments. Capital market investors 

also need detailed up to date information in order to evaluate investment opportunities in the market and 

to monitor the use of their investments. Similarly, companies may also be unwilling to use capital 

markets without clear responsibilities defined by the rule of law (OECD 2015a). Corporate governance 

framework should recognize differences among corporations as well. Therefore, policy makers must be 

committed to establishing a regulatory environment which should be flexible and attractive enough to 

enable any company, including growth companies, to tap into capital markets while enhancing investor 

confidence. Weaknesses in corporate governance practices and regulation in MENA jurisdictions have 

been identified by various studies. The most notable issues in this respect include weak disclosure and 

transparency, board independence and insufficient oversight. It would be beneficial to prioritise such 

areas in any reform programs. 
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3.2.Enhancing the capacity of key institutions   

Securities regulators in the region, all of which are less than 25 years old are relatively young but 

they have been able to achieve considerable improvements in a short period. The recent amendments to 

capital market legislation and corporate governance rules in the region also imply that regulation and 

practice are being reformed to meet changing needs. However further improvement to the surveillance 

and enforcement capacity of securities regulators will be required as the capital markets expand. In fact, 

due to key developments such as technological and market innovations, and increasing cross border 

trading, markets are becoming more complex and detecting possible market misconduct is becoming 

more challenging for every supervisory authority in the world.  

 

Being well aware that strong supervision, investor protection and effective enforcement are key 

factors impacting capital market development, MENA regulators have intensified their efforts to 

strengthen these measures. The growing capacity of staff dealing with enforcement matters can be 

observed through the quality and quantity of enforcement actions relating to complex cases including 

insider trading as supervisory authorities publish their regulatory enforcement actions (for example UAE, 

Saudi Arabia, Oman, Iraq). Other examples of these efforts are training programs for the staff of 

regulatory authorities being conducted with the purpose of capacity building. In addition, as of the 

second half of 2017, the Union of Arab Securities Regulators started implementing a number of 

specialized training programs targeting staff of supervisory authorities. Thus, one subject of these 

training series is “Combating Financial Crimes”. The authorities should continue their efforts to ensure 

the existence of required resources, methodologies and capacity to supervise the market and enforce the 

capital market rules effectively. 

 

 Furthermore, the United Arab Emirates established a new regulator in 2016 – the Dubai Center for 

Economic Security (DCES) which combats financial crimes such as market abuse. The Centre has been 

granted wide powers to supervise, investigate and collect information, take precautionary measures and 

exchange information. In addition, the United Arab Emirates also enacted protection for whistle-blowers 

in 2016.  These new developments in the UAE can be an informative model for other markets in the 

region.   

 

In order to increase investor confidence, competent authorities must have adequate powers, as well 

as resources and institutional capacity sufficient to effectively fulfil their duties and tasks in relation to 

regulation, supervision and enforcement on all capital market matters including corporate governance. As 

an essential part of this institutional setting it must be ensured that competent authorities are 

operationally and financial independent that they are accountable in the exercise of their functions. 

 

Lastly, it would also be beneficial to use international cooperation to improve the institutional 

capacity of securities regulators in the region. Currently 12 jurisdictions from the region, namely Algeria, 

Bahrain, UAE, Egypt, Jordan, Kuwait, Morocco, Oman, Palestine, Qatar, Saudi Arabia and Tunisia are 

IOSCO members, whereas only 2 jurisdictions (Egypt and the UAE) are IFIAR
2
 members. Active 

involvement and participation in international organisations such as IOSCO and IFIAR, which work on 
setting standards in capital markets, would improve regulation quality and facilitate experience sharing 

and cooperation at a global scale.   

                                                      
2
 International Forum of Independent Audit Regulators 
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3.3.Improving capital market financing alternatives   

Meeting the funding needs of issuers is fundamental for efficient capital market development in 

MENA region. Equity financing with its eternal, patient and risk willing characteristics is particularly 

suitable for growth companies. In addition, alternative investment products such as securitisation, cover 

bonds, sukuk and varying methods for collecting funds such as private placement and crowd funding 

which are also being used in financing younger growth companies in most markets. Acknowledging the 

value of these alternative products and methods, policy maker could play a substantial role in promoting 

market based finance. First, it is important that regulation as well as clear schemes for implementation 

are in place to establish the necessary product and procedures. Furthermore, in order to achieve the 

desired results, programs, rules and regulations should meet the reality of business and be understood by 

target companies.  

 

MENA companies may prefer to issue Islamic capital market instruments than conventional 

instruments in order to attract a wider investor. However, several challenges need to be addressed to 

realise the full potential of Islamic capital markets. The challenges include the complexity of Islamic 

instruments, the high costs of Islamic contracts, lack of standardisation, lack of diversification, low 

liquidity and availability of qualified human resources (Mohieldin, 2012). Regarding sukuk for instance, 

it is still alleged to be more complex and costly compared to issuing the conventional bond (IFSB 2018). 

Therefore, MENA policy makers should adopt simple and clear procedures for sukuk issues as well as 

conducting studies to decrease costs associated with sukuk issues.  

 

A limited timeframe for the approval process by supervisory authorities would also make the 

issuance procedure more transparent for issuers. The use of this good practice has already been started by 

authorities in the region. The Egypt supervisory authority (EFSA) adopted a new regulation in 2017 

introducing a 15 day timeframe to carry out their review of an IPO application from the moment the 

requested documents are submitted by the issuer.   

 

In addition to determine the time limit for approval of prospectuses, MENA authorities may 

consider to evaluate the efficiency of their public offering regime for facilitating access to capital 

markets by companies. Especially, the efficiency of prospectus rules should be reviewed, as time 

consuming and costly procedures may affect the decision of potential issuers. Some common methods 

used by authorities to lower costs and administrative burden in public offering include adopting 

prospectus exemptions based on offer size or targeted investors (such as qualified investors), 

proportionate disclosure regime for certain companies with reduced market capitalisation, use of 

incorporation by reference, shelf registration system, simplified rules for secondary issuance regime or 

frequent issuers. MENA authorities that have not yet implemented such measures could monitor all these 

practices and should find the right balance between investor protection and alleviating the administrative 

burden on certain issuers and offers. In any case, prospectuses should provide adequate disclosure about 

the issuer and the offer to make an informed investment decision. Good practices adopted at international 

level such as IOSCO disclosure standards for cross border offers or EU Prospectus Directive and 

Regulation may guide region authorities to adopt or review the prospectus contents.  

Introducing a hybrid issuance procedure and private placement regime for equities and bonds is 

another option to consider in order to ease access to capital markets for smaller growth companies. In a 

hybrid offer regime, some issuance and disclosure requirements are reduced for private placements to 

institutional investors which facilitate the issuance procedure. This regime is widely used globally 

especially in corporate bond markets. Nevertheless, the EBRD and Arab Monetary Fund (2015) pointed 

out that the procedures for public offers and public placement of corporate bonds are quite similar in 

Egypt, Jordan, Morocco and Tunisia and evaluation of a bond issuance application by the competent 

authority takes 3 to 4 months. Under changing market conditions, long evaluation periods and complex 

issuance procedures could discourage potential issuers.  
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A private placement regime is especially important for growth companies. A proper regulatory 

system of private placement helps unlisted growth companies to tap into capital markets for the first 

time. Private placement generates a closer relationship between security holders and the company and 

this relationship creates opportunities for growth companies to reach capital market investors (OECD 

2015a). As access to any form of capital market finance requires reliable, consistent and timely 

disclosure of company information and formalisation of rights and obligations with respect to how a 

company is managed, an offer through private placement encourages the companies to adopt a better 

corporate governance structure.  In other words, a privately placed issue would enable an unlisted 

company to gain experience in capital markets while operating with lighter regulatory requirements. The 

company can in turn assess its options for attaining further funding from the capital markets and 

complete any necessary capacity improvements for that purpose. 

3.4.Establishing Specialised Markets for Growth Companies 

Public equity and bond markets designed in accordance with needs and features of  growth 

companies should be developed in the MENA region.  

 

Special equity markets for young and growing companies have been established in several 

economies (Box 3). Yet, only three stock exchanges in the region (Egypt, Morocco and Saudi Arabia) 

have dedicated parallel markets for the moment. These markets have provided access to capital markets 

by smaller growth companies since their establishment. For example, after the establishment of Nomu – 

the Parallel Market in Saudi Arabia, which was promoted by Tadawul as a market open to companies of 

all sizes, the total amount of capital raised in the market was 169 USD million, representing 37 % of total 

MENA growth company IPO proceeds in 2017. 

 

In addition to equity markets, special bond markets for unlisted medium and small sized companies 

can be designed. Different markets across Europe such as London Stock Exchange's Order Book for 

Retail Bonds in the UK, the Stuttgart Bond Market in Germany, B and C segments at Euronext and one 

MTF (Alternext) in France, Mercato Alternativo de Rent Fija (MARF) in Spain, ExtraMOT PRO in Italy 

target corporate bonds issued by smaller companies (mini bonds).  

 

All of these examples provide useful insights to policy makers in the region. However, it should 

also be noted that developing a parallel market is a complex issue and not all special markets are 

successful. Focusing on growth companies could especially be beneficial to consider in establishing a 

specialised market as several studies note that public equity financing is appropriate for high growth, 

innovative companies (OECD, 2015b; Harwood and Konidaris, 2015). 

 

Information asymmetry, high listing and maintenance costs, compliance costs, lack of awareness, 

low levels of liquidity and high monitoring costs are also commonly mentioned as elements restraining 

the success of these markets. To address these challenges, applying more flexible listing conditions, 

relaxed disclosure requirements, lower admission costs, requiring a key adviser and/or market maker are 

among methods generally used by policy makers around the world. However, repeating the success of 

the more established special markets is not always easy and there are no magic bullets for ensuring a 

positive outcome. Each jurisdiction should consider how to apply and design measures guaranteeing 

investor protection, without creating undue barriers restraining its market conditions.   

 

A specific method, despite not finding a widespread global use, could correspond to the market 

conditions and characteristics of a particular economy. For example; instead of implementing lower 

disclosure standards for younger growth companies, the feasibility of creating a special segment in stock 

exchanges for companies that implement higher corporate governance standards could be evaluated by 

policy makers. Several stock exchanges such as London Premium Market or Brazil’s Nova Mercado 

have already adopted this approach. Adopting higher corporate governance standards required in these 
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markets may foster the necessary conditions linked to investor demand for growth companies’ shares 

which are normally perceived by investors as high risk. Furthermore, the existence of such a segment 

may also encourage other companies to improve their corporate governance practices. 

 

Given cultural and religious factors in the region, policy makers may also conduct a feasibility study 

on the viability of a specialized Islamic equity market for growth companies. This type of model may 

attract investors and issuers which are excluded from the formal financial sector for religious 

preferences. However, establishing this type of market is complex as eligible investments in line with 

Islamic rules should be defined and compliance requirements should be met by the issuers.  

 

Box 3: SME Markets Around the World  

In recent years, many stock exchanges have established SME markets to encourage SMEs to access 

capital markets. As of 2016, 36 stock exchanges, 2 of which are from MENA region, have dedicated 

SME markets. The number of listed companies on those markets grew by 40 % between 2002 and 2016 

(from less than 5,000 in 2002 to 7,004 in 2016). During the same period, the size of SME markets 

varied, from 1 listed company to over 2000 listed companies.  

In the MENA region, 2 stock exchanges (Egypt and Morocco) have established SME markets as of 

2016. The numbers of listed SMEs in Egypt and Morocco are 32 and 26 respectively. Saudi Arabia also 

established a similar market in February 2017. As of April 2018, 9 companies are listed in Nomu-Paralel 

Market (SME market) in the Saudi Stock Exchange. 

A research on SME exchanges by WFE (2017b) collates viewpoints from listed and unlisted 

companies, institutional and retail investors, and market intermediaries on barriers and opportunities for 

enhancing access to equity market finance through stock exchanges. The primary findings of WFE 

research are as follows:  

- Although obtaining access to finance is an important element for the listing decision, other factors 

such as positioning the firm for growth and diversifying the investor base also play a key role.  

- Companies perceive the process of initial and ongoing listing requirements to be burdensome, 

costly and time consuming.   

- SMEs may not have adequate information on some aspects of listing, such as initial and ongoing 

listing requirements, ongoing listing costs and the benefits of listing. 

- Investors would value the opportunity to have access to more information on SMEs.  

- All surveyed parties attach importance to market liquidity of company shares.  

      These results indicate factors that need to be addressed for the development of a successful SME 

market. 

 
Source: WFE (2017b), SME Financing and Equity Markets 

  

 
In addition to establishing specialised markets, stock exchanges should also continue their efforts in 

promoting corporate governance and transparency by incorporating governance requirements into listing 

rules, enforcing high disclosure standards, monitoring compliance with corporate governance standards 

and improving efforts on sustainability issues.  This would ultimately help developing capital markets. 

There are good examples of these approaches that have already been implemented by several MENA 

exchanges.  



50 │   

 

  

  

3.5.Addressing issuer side factors  

The small market size of MENA markets seems to explain companies’ reluctance to access public 

capital markets. A proper understanding of the incentives that potential issuers respond to is crucial in 

designing an effective solution to this problem. For this purpose, rules and regulations that may constrain 

the issuance and listing decisions of companies should be analysed in detail.  

 

Conducting such studies especially in relation to the family owned company structure that is 

common in the MENA region would provide considerable input for a general assessment. Policy makers 

are able to benefit from existing studies conducted by other regulators or international organisations. 

Thus, a WFE research that included participation by family owned companies from two economies in the 

region, reports that the main reason family companies are not being listed is concern about loss of 

control. It would probably be safe to assume that this concern is valid for the entire region.  

 

The one share one vote mechanism generally adopted in MENA economies may also be 

exacerbating company concerns in this respect. In fact, there is a growing debate about the “one share 

one vote” principle in several economies. It is argued that investors may accept an offer lacking 

proportional control, if they believe it is an attractive investment. On the contrary in the case of 

prohibiting the use of dual share classes, owners may prefer not to be listed in order to retain control of 

the company. Regulatory amendments to allow dual vote share mechanisms have recently been made in 

several countries such as Italy and Singapore, while other jurisdictions such as Hong Kong, China are 

discussing the possibility of amendments in this regard.  Where appropriate, MENA economies that 

currently apply the one share one vote principle may assess to pros and cons of introducing dual share 

mechanisms in their economies. In case such a model is allowed, adequate safeguards such as disclosure, 

duty of loyalty by board members to the company and qualified majorities for certain shareholder 

decisions should also be provided as part of the protection of minority shareholders.  

 

Similarly, corporate governance rules could be differentiated to address the concerns of major 

shareholders in relation to losing control over company management. Companies can set different rules 

in areas where concerns about management control may be particularly focused such as board 

composition, independent board member requirements and remuneration policy.  

 

This is approach is also reflected in the G20/OECD Principles of Corporate Governance, which 

recommend flexibility and proportionality in their implementation so that the framework is flexible 

enough to meet the needs of companies operating in different circumstances. Where appropriate, 

corporate governance frameworks should allow for proportionality, in particular with respect to the size 

of listed companies. Other factors that may call for flexibility include the company ownership and 

control structure, geographical presence, sectors of activity and the company’s stage of development. 

 

The small size of capital markets compared to peer countries, low number of investors and less 

frequent public offerings in the MENA region may also be due in part to the lack of awareness, with 

respect to the role and potential benefits of capital market finance, among companies and investors. 

Various efforts by capital markets regulators and securities exchanges from the region are already being 

conducted in order to remedy such shortcomings. Increasing the involvement of non-governmental 

organisations such as professional unions, relevant associations and universities in relevant studies would 

enable more far-reaching outcomes.  However, awareness raising programs would not be sufficient to 

address issuer’s concerns. Companies also need to be prepared for longer term commitments arising from 

capital market financing, most notably reporting obligations. Therefore, more effective results in 

increasing growth companies’ access to capital markets would be attained if cooperation is not limited to 

increasing the awareness of companies involved but covers also consulting services that would support 

the cultural and organisational development of all related institutions. The cooperation with ELITE in 

Morocco and Saudi Arabia provides a good example for such a case. 
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The IPO ready program of the Irish Stock Exchange is a good example. The Program was launched 

in 2014 to provide high-growth IPO candidate companies with extensive support. It prepares them to 

raise strategic finance, become listed on the stock exchange and attract investment from domestic and 

international shareholders. The program is supported by Enterprise Ireland and the Ireland Sovereign 

Development Fund. Since 2017, the Irish State’s sovereign development fund provides each participating 

company with one-to-one interaction with their investment team and assesses potential investments in 

companies. Such a program could provide some insight especially concerning the potential roles played 

by sovereign funds in a region that has 3 out of 5 of the largest sovereign funds in the world. 

 

High advisory cost and legal costs related with issuance may also discourage listings by growth 

companies, as accessing capital markets relies on external service providers such as intermediaries, 

auditors and legal advisors. Although there is no comprehensive study to identify the cost structure of 

IPOs in the region, the overall IPO cost as a percentage of the offered amount is estimated as 5 - 10 % in 

Dubai and 10 % in Morocco (IOSCO, 2015). Given those relatively high expenses, policy makers could 

consider implementing measures similar to those adopted globally, namely the reduction of listing fees, 

subsidies to help cover the cost of IPOs, government credits and tax breaks. Reinforcing competitive 

conditions in the IPO services markets could also lead to better outcomes. 

3.6.Developing the investor base 

Another key priority for the region is the development of a robust investor base. Policy makers 

should aim to promote a capital market culture. Raising overall financial literacy, building trust by 

ensuring strong minority rights and good corporate governance practices, requiring more transparency 

and disclosure are main steps for increasing investor interest to capital market instruments. Efficient 

insolvency regimes and effective enforcement of creditor rights is important for investor interest in 

corporate bonds.  

 

In addition, a vibrant secondary market makes equity investment more attractive. However, the 

limited number of listed companies and low liquidity may discourage investor participation.  Around the 

world, it is common to require a minimum free float of 25% to support liquidity in equity markets. There 

are different free float requirements in MENA main markets (such as Saudi Arabia 30%, UAE 25-30%, 

Bahrain 10%, Egypt 5%). In order to address liquidity problems, MENA policy makers may first 

consider to evaluate the efficiency of free float requirements in their market. Depending on the results, 

the policy makers may consider increasing free float requirements in some MENA economies. Other 

widely used measures such as establishing market maker system or a call market could be considered to 

address liquidity concerns. Issuances in sufficient size and frequency is also essential for secondary bond 

market liquidity. 

 

Planned privatisation around the region could also provide liquidity and improve attractiveness of 

the markets. However, in order to benefit from these new privatizations, (a) more traditional book 

building approach to pricing privatisation IPOs should be applied in contrast with the previous 

privatizations as argued by the World Bank
9
. Moreover, adequate corporate governance structure of state 

owned enterprises should be adopted before privatisation takes place in order to attract investors. 

 

But at the end, liquidity largely depends on the existence of a robust investor base with different 

investment preferences and the development of institutional investors in the region should be an essential 

part of policies for capital market development. For this purpose, governments should take action to 

create a regulatory environment conducive to the growth of private pension funds, insurance companies 

and investment funds, which can provide long term finance. Besides contributing to stable long term 

financing, the presence of institutional investors as a strong shareholder group could promote better 

corporate governance practices in jurisdictions characterised by dispersed and concentrated ownership 

(OECD, 2015). In the presence of a strong shareholder group, institutional investors would have the 
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capacity to represent shareholder interests and influence corporate management either directly or through 

monitoring and possible exit.  

 

In MENA economies, the size of institutional investors is still small, although the markets have 

great potential for further development of institutional investors.  Islamic fund industry especially 

deserves more attention in the region. Although Saudi Arabia accounting for 69% of the total assets 

under management of global Islamic fund industry, the Islamic funds market is relatively small within 

other region economies (IFSB, 2018). As the prospects for the global Islamic funds industry is positive 

and global Islamic funds under management is expected to reach $77 billion by 2019 (Thomson Reuters, 

2015), MENA economies must try to develop their Islamic fund markets. Taking into account global 

Islamic funds invest largely in equity (42% in 2017), development in this market may also create a stable 

investor base for growth companies.    

 

Although the need is essential, longstanding regional conflicts and economic slowdown are creating 

additional constraints for the development of institutional investors in the MENA region. They currently 

face challenges in demanding good corporate governance practices due to their small size and dominant 

concentrated ownership structure in the region. The presence of a dominant shareholder weakens the 

capacity of institutional investors in influencing corporate governance, because they have little leeway 

through voting or board representation. In other words institutional investors, especially domestic 

institutional investors, generally do not vote their shares and do not disclose their voting policies (Govern 

2017). 

 

However, in some economies with a prevalence of controlling shareholder structures similar to 

MENA economies (such as Chile and Indonesia), institutional investors are encouraged to take a more 

active role in corporate governance through different requirements focusing on the disclosure of voting 

rights and the management of conflicts of interest. In line with these experiences, MENA economies can 

also adopt some measures to encourage institutional investors to take a more active role in corporate 

governance. The annotations to the Principles note that requirements to engage, for example through 

voting, may be ineffective and lead to a box ticking approach where shareholder engagement is not part 

of the institutional investor’s business model. Therefore, a first step could be encouraging institutional 

investors to establish and publicly disclose their voting policy. 

 

It should also be noted that there are different models required or recommended for institutional 

investors in exercising their voting rights. This is especially true for cases where an institutional investor 

holds more than a specified share of a company’s equity or for voting on certain important issues (such 

as election of the members to the board of directors and compensation committee, and compensation to 

the board of directors and executive management) (OECD, 2017c). In this respect, it may also be worth 

exploring the benefits of introducing voluntary stewardship codes that institutional investors can follow 

especially where they are dominant investors in the equity market, as in Morocco.  

 

MENA policy makers could also consider reviewing portfolio limitations of institutional investors 

to assess whether it would be possible and beneficial to relax limits on capital market investments in 

order to encourage more active institutional investor representation in corporate management. It could 

even be considered to allow new regulations could be adopted to allow institutional investors to invest 

into certain types of companies (such as younger high growth companies). 

 

Finally, sovereign wealth funds, the largest institutional investor category in the MENA region, 

have the potential to contribute to the improvement of capital markets and corporate governance 

practices in the region. Therefore, capital market investments by sovereign wealth funds in the region 

could be encouraged. Furthermore, similarly to the IPO ready program in Ireland, the investments of 

sovereign wealth funds in growth companies may be increased through the implementation of programs 

that would be devised with the stock exchange and other relevant authorities. 



  │ 53 
 

 

  
  

Different roles (requirement good corporate governance practices from investee companies, direct 

monitoring and possible exit, exercising shareholder rights as activists) are pursued globally by sovereign 

wealth funds in order to influence corporate governance practices of investee companies. Norges Bank 

Investment Management for example, which is known for its active role, formulates expectations from 

companies in terms of good governance and board accountability and publishes guidelines on its voting 

policy. Based on monitoring efforts, companies which are not fit are excluded from its investment 

portfolio due to several issues including environmental damage or serious violations of human rights. 

Norges Bank also has principles in relation to sustainability issues and keeps a watchlist of companies in 

relation to whether or not they adhere to these principles. Companies on the watchlist are publicly 

announced and may be taken out of the Norges Bank investment portfolio in cases of persistent practices 

that do not adhere with sustainability principles. MENA sovereign wealth funds adopting similar 

activities may favour the development of good governance practices in the region.   

 

In addition sovereign investors could make significant positive contributions by implementing good 

governance principles themselves. Increasing board effectiveness, publishing governance and voting 

policies, monitoring investee companies, adopting strong internal control and risk management processes 

will reduce possible political pressure and improve accountability, which is important for sustainable 

value creation and sound capital market development.  

 

While local institutional investors are evolving, foreign investors could contribute to competition, 

shareholder engagement and the transfer of know-how as well as liquidity and price discovery in the 

market.  As indicated above, several MENA economies have already recently started to relax foreign 

ownership limits and with greater liberalisation, the level of foreign investors will probably increase. 

Efforts with respect to liberalising foreign investment in capital markets should be continued.  

3.7. Enhancing a Sound Financial Ecosystem 

A sound financial ecosystem which includes several independent professionals such as analysts, 

brokers, rating agencies, and market makers that support companies during and after a public offer is 

vital for the functioning and deepening of capital markets in the region. Conversely, a weak ecosystem 

may impede market development, reduce the willingness of companies to tap into the market and deter 

investors from investing. Therefore, it is important for policy makers to establish the right regulatory 

infrastructure including incentives and requirements to enable effective working of all service providers. 

In addition, requiring or encouraging the disclosure of potential conflicts of interest faced by service 

providers would falls within the framework of sound corporate governance practices and underpins 

capital market integrity. Disclosure of how the conflicts of interests are managed is also a good example.  

  

Nonetheless, the capital market ecosystem especially for smaller growth companies is under 

pressure in many countries around the world. As a result capital markets are used mostly by large 

companies and there is less analyst coverage for smaller companies. This seems to be relevant for MENA 

markets as well.  According to a study conducted for GCC economies in 2015, analyst coverage as a 

percentage of all stocks traded in securities exchanges ranges from 8.1% in Kuwait to 49.7% in Saudi 

Arabia. This suggests low levels in this regard within the region. A closer look reveals that analyst 

coverage for large cap companies is considerably higher, ranging from 30% to 64%. However, the ratio 

drops significantly for small-cap companies and ranges from 3% to 28%. Furthermore, in Egypt 73% of 

all listed companies have no analyst coverage and only 20 companies are followed by 5 or more analysts.   

(Govern, 2017). Differences in analyst coverage between large and smaller companies may also be 

explained by the higher availability of research and public information for large cap companies.  

 

In order to increase analyst coverage, initiatives adopted by several economies around the world 

may provide competent authorities in the region with useful insights. In this way, EURONEXT has 

adopted a fee scheme which introduces lower trading costs for brokers that meet certain criteria with 
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respect to trading volumes and equity research coverage. EURONEXT established a partnership with a 

professional research company as well to provide research analysis on the 330 Small & Midcaps listed 

technology companies. Another interesting example is adopted by the Indian BSE market. One or two 

reports per year for companies listed on the BSE SME platform is produced by an independent research 

company and the cost of the research is covered by the Investor Protection Fund (Arce, López, Sanjuán, 

2011).  
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7.  NOTES  

1. Studies undertaken in OECD countries and some emerging economies have found that high 

growth companies represent roughly 4-6% of the enterprise population (OECD, 2013). 

2. The bank deposits to GDP ratio are especially high in Lebanon (247 %). When Lebanon is not 

included to average calculation in the figures, the ratio is 66,41 %. 

3. General IPO activity in MENA is given for the 2008-2017 period. Detailed IPO analysis for the 

MENA region covering the years 2014-2017 is based on Stock Exchanges’ annual reports and 

Ernst & Young (EY) MENA IPO reports. IPO data excludes real estate investment trusts 

(REITs), investment funds and unit/trust offerings. 

4. The paper focuses on 12 Arab countries, namely Algeria, Bahrain, Egypt, Jordan, Kuwait, 

Lebanon, Morocco, Oman, Qatar, Saudi Arabia, Tunisia, United Arab Emirates. 

5. Rating agencies and index providers classifying markets include MSCI, S&P, Dow Jones, 

FTSE, Russell. Rating agencies and index providers classify markets as developed, emerging 

and frontier markets based on different parameters (such as size, liquidity, market accessibility). 

Less advanced capital markets from emerging markets are classified as frontier markets.  

6. The 600 largest listed firms, accounting for 97 per cent of the MENA region’s market (Bahrain, 

Egypt, Iraq, Jordan, Lebanon, Kuwait, Oman, Saudi Arabia, Morocco, Qatar, Turkey, Tunisia 

and the United Arab Emirates) capitalisation, have a sizeable number of their shares (close to 40 

per cent) held by the state. 

7. Middle East and Africa HNWIs invested most heavily in cash (26.3%) of portfolios. The 

balance of their portfolios was allocated to real estate (19.8%), equities (18.9%), fixed income 

(17.9%), and alternative investments (17.1%). 

8. This difference may be in part due to the high importance placed on infrastructure and the 

institutional and legal structure in bond market development; owing to the limited return on 

bonds compared to equity - which presents the possibility of unlimited return (Laeven, 2014). 

9. The World Bank argues that applied deep discount distributions on earlier privatisation have 

resulted in massive oversubscriptions retarding the development of the markets’ price discovery 

function. 

 

http://www.investopedia.com/terms/c/capitalmarkets.asp
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8.  Annex 1- INDUSTRY CLASSIFICATION 

The report follows Thomson Reuters’ economic classification. The main economic sectors and their 

industry groups of the sample are  given below: 

 
 

 

Economic Sector Industry Group 

Financials Banking Services, Insurance, Real Estate 

Basic Materials Mineral Resources; Chemicals, Applied 

Resources 

Non-Cyclical Consumer Goods / Services Food / Drug Retailing, Food / Beverages 

Healthcare Healthcare Services; Pharmaceuticals / 

Medical Research 

Industrials Industrial Goods; Industrial Services, 

Transportation 

Cyclical Consumer Goods / Services Cyclical Consumer Services, Cyclical 

Consumer Products, Retailers,  

Utilities Utilities 

Telecommunications Services Telecommunications Services 

Energy Energy, Energy - Fossil Fuels 
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The MENA-OECD Competitiveness Programme is a strategic partnership between Middle 

East and North African (MENA) and OECD economies to share knowledge, expertise and 

good practices. It aims to contribute to the development of inclusive, sustainable and 

competitive economies across the region. The Programme fosters co-ordination between 

the different stakeholders committed to improving the living standards of MENA citizens: 

national and local governments, international and regional organisations, civil society and 

private sector representatives. 

 

The Programme supports reforms to mobilise investment, private sector development and 

entrepreneurship as driving forces for inclusive growth and employment in the MENA 

region, building also on the need to mainstream the region’s increasingly well trained youth 

and women. The Programme covers Algeria, Bahrain, Djibouti, Egypt, Iraq, Jordan, Kuwait, 

Lebanon, Libya, Mauritania, Morocco, Oman, Palestinian Authority, Qatar, Saudi Arabia, 

Tunisia, United Arab Emirates and Yemen. 
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