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KSA Market Opening to Foreign Investors: 

A Major Milestone for the Saudi Capital Market 

 

 

 

CMA released the detailed regulatory framework for the market opening of the 

Saudi capital market which is scheduled for mid-June 2015. The overall regulation 

largely corresponds to the initial draft issued in July 2014. Short term the impact 

on the market will be limited but from a longer-term perspective this step 

constitutes a major milestone towards the Kingdom’s integration into global 

financial markets. 

On Monday 4 May 2015 CMA announced the final rules for the planned opening 

of the Saudi capital market to foreign investors.  The final rules largely 

correspond to the draft version published back in July 2014. The most 

important rules can be found in the table below. In essence, CMA allows 

Qualified Foreign Investors (QFI), which are foreign institutional investors 

registered with CMA, to invest in Saudi joint listed companies according to 

specific limitations. In order to qualify as QFI an institutional investor needs 5 

years of professional experience and assets under management (AuM) of at 

least 18.75bln SAR (5bln USD). Regarding the maximum limits of investments 

for QFI’s the following rules apply. A specific QFI may not invest more than 5% 

of outstanding shares in a single stock and collectively QFI’s are not allowed to 

invest more than 20% in a single listed company (including all types of foreign 

ownership such as swap agreements and foreign resident holdings the 

maximum limit is 49%).  Moreover, at the overall market level QFI ownership 

may not exceed 10% of total market capitalisation. Besides this, company 

specific restrictions regarding foreign ownership still apply irrespective of the 

general regulation above (e.g. no foreign ownership in companies such as Jabal 

Omar). From a fiscal perspective a  5% tax on dividend payments is levied but 

QFI’s don’t pay any capital gains tax - in fact very favorable tax terms for foreign 

Table 1: Overview on major rules and limitations for foreign investors 

source: CMA 

The final rules largely 
correspond to the draft 
version of July 2014 

The market will be opened 
to large and experienced 
foreign institutional 
investors 

Criteria Requirement  

Minimum criteria for Qualified Financial Investors (QFI)
5 years experience  & 5bln USD AuM 

(AuM limit can be reduced to 3bln USD by CMA)

Maximum limit for single QFI in single listed stock 5%  

Maximum limit for collective QFI's in single listed stock 20%  

Maximum limit of overall foreign ownership in single 

listed stock (including Swaps and foreign resident holdings)
49%  

Maximum limit for collective QFI's in overall market   
(including Swap agreements)

10%  

Tax treatment of QFI's
5% on dividend payments 

(no capital gain taxes)
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investors compared to international standards. The rules become effective as of 

1 June 2015 with QFIs being allowed to start  investing as of 15 June 2015. 

So far, foreign investors have already had the possibility to invest in the Saudi 

market through Swap agreements whereby an investor participates in the 

performance of a stock through a special contract with a Saudi bank. However, 

these Swap agreements have played a rather minor role in the Saudi equity 

market, on average not exceeding 1.5-2.0% of the overall trading volume since 

their introduction in 2009. They differ from a direct stock investment in three 

important aspects. First, they don’t offer any voting rights to the foreign 

investor thereby banning any influence on the company’s conduct of business 

and its corporate governance. Second, they exhibit a counterparty risk for the 

investor as he enters a contractual agreement with a Saudi bank instead of a 

direct exposure in the underlying stock. Third, Swap agreements are relatively 

costly compared to outright stock transactions. These reasons may explain why 

Swap agreements never really became very popular amongst foreign investors. 

Against this backdrop, the planned market opening for foreign investors, 

allowing for the first time to take direct ownership in Saudi joint listed 

companies, can in fact be considered as  a major milestone for Saudi capital 

markets with far reaching implications.  

In the short-term, however, the impact on the market will be rather limited.  

Actually, the market already priced in part of this news in an immediate rally 

after the first announcement in July 2014 as well as on the release of the precise 

opening date (15 June 2015) in April 2015. However, this market reaction didn’t 

last for long. This is also reflected in the net Swap purchases by foreign 

investors (see figure 1). Both, in July 2014 and in April 2015, record net Swap 

purchases could be observed on the back of the market opening news. Overall, 

however, foreign investors were rather net sellers of Saudi stocks in the last 12 

months. This may be explained by some macro concerns particularly related to 

the sharp drop in oil prices and probably in the recent past also due to valuation 

concerns. We already highlighted this in our publication Global Investment 
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Figure 2: Tadawul PE-Ratio Figure 1: Net Swap purchases of foreign investors 

 12-months average  of net Swap purchases (in mln SAR), r.h.sc. 

 Monthly net Swap purchases (in mln SAR), l.h.sc. 

source: Tadawul 

 PE-ratio 12-months forward  

(based on 12-months forward earnings consensus estimates) 

source: Bloomberg 

So far foreign investors could 
invest in Tadawul through 
Swap agreements 

Swap agreements exhibit 
some major drawbacks 
compared to direct equity 
ownership  

The market has already 
priced in the short-term 
impact of the opening 

The market opening is a 
major milestone for Saudi 
capital markets 
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Perspectives in April 2015. Figure 2 visualizes these valuation concerns taking 

the 12-months forward PE-ratio for Tadawul based on market consensus 

earnings estimates. Tadawul currently trades above 16x forward earnings 

which is clearly at the upper end of the valuation range over the last 8 years. On 

top, whenever the market traded at these elevated valuation levels in the past 

the oil price was near or above 100 USD, i.e. significantly above today’s level (on 

the relation of Tadawul and oil prices see Global Investment Perspectives April 

2015). Further, consensus earnings estimates for the next 12 months, implied in 

this valuation figure, are in our view quite lofty (+20% growth rate), even 

though we expect decent growth for the non-oil private sector throughout the 

year.  Hence, as the market has already largely factored in the immediate effect 

of this market opening  and is currently traded at rich valuations we consider 

any further short-term potential as limited and would rather recommend 

securing some profits and taking a more cautious stance should  the market 

further advance towards the high levels of last year.   

The deeper impact of this market opening, however, will unfold in our view 

over the longer term. From a broader perspective this opening up to foreign 

investors is expected to have a number of positive effects on Tadawul. First, a 

higher market share of professional longer-term focused and fundamentally 

oriented investors is supposed to help smoothen short-term volatility of a 

market which so far has been dominated by local retail investors typically 

acting based on a short-term market view.  Second, skilled and knowledgable 

international shareholders will embrace their investors role more actively 

thereby guiding local companies towards more transparency and superior 

corporate governance. Third, the Saudi equity market will surface on the radar 

screen of leading international asset managers conducting highly professional 

in-depth research on companies and the market which in turn will lead to 

overall higher investment professionalism and superior decision making in the 

Saudi equity market.   

And last but not least, the market opening will eventually pave the way for a 

future reclassification of Tadawul as an Emerging Market by leading index 

At the current elevated 
valuation level the short-
term potential is limited 

The deeper impact of the 
market opening will unfold 
in the longer term 
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Figure 3: KSA market capitalization in comparison to MSCI Emerging Markets member countries 
(in bln USD, as of 4 May 2015) 

source: Bloomberg 
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provider MSCI and, hence, lead to an inclusion in the MSCI Emerging Markets 

index.  In fact, considering its market capitalisation Tadawul classifies amongst 

the larger member countries within this index (see figure 3). Based on current 

data the Saudi market would enter MSCI Emerging Markets index with an initial 

weight of approximately 2%. This index inclusion will constitute an important 

milestone, all the more as a significant amount of assets under fund 

management – according to latest estimates about 1300bln USD – are linked to 

the MSCI Emerging Markets index. Therefore, an index inclusion of Tadawul will 

eventually lead to significant capital inflow – based on above figures about 25-

30bln USD.  The experience of index inclusions in the past have shown that new 

index member markets typically start to rally way before their effective 

inclusion date as market participants try to front run strong subsequent capital 

inflow. The case of Qatar and the UAE - both being included in MSCI Emerging 

Markets by mid of last year - illustrates this as in both cases a strong market 

rally preceded their index inclusion long before. 

However, the roadmap for index inclusion will rather be a medium-term 

exercise and not materialize before mid-2017. In its yearly country 

classification analysis MSCI applies several critieria to decide on any index 

inclusion. For Emerging Markets the decisive factors are on the one hand size 

and liquidity and on the other hand market accessibility criteria. Based on 

market size and liquidity the Saudi market clearly qualifies as an Emerging 

Market. Market accessibility criteria are more qualitative by nature and will also 

be based on feedback by large institutional investors to MSCI. Within these 

accessibility criteria the requirement of strong operational efficiency may still 

constitute a potential issue to be addressed (e.g. Tadawul’s settlement t+0 rule). 

The first MSCI review of an index inclusion for Tadawul will take place earliest 

in June 2016. In a positive case, Tadawul would then be included in the MSCI 

Emerging Markets index by mid of the following year, which means that mid-

2017 actually is the earliest possible inclusion date. 

Hence, for the positive impact of this market opening to finally materialise some 

patience will be required – a special quality by which a smart investor should be 

characterized anyway. 

 

The index inclusion will lead 
to capital inflow of estimated 
25-30bln USD   

The index inclusion will not 
happen before mid-2017  
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Disclaimer 

The information in this report was compiled in good faith from various public sources believed to be reliable. 
Whilst all reasonable care has been taken to ensure that the facts stated in this report are accurate and that the 
forecasts, opinions and expectations contained herein are fair and reasonable, Riyad Capital makes no 
representations or warranties whatsoever as to the accuracy of the data and information provided and, in 
particular, Riyad Capital does not represent that the information in this report is complete or free from any error. 
This report is not, and is not to be construed as, an offer to sell or solicitation of an offer to buy any financial 
securities. Accordingly, no reliance should be placed on the accuracy, fairness or completeness of the information 
contained in this report. Riyad Capital accepts no liability whatsoever for any loss arising from any use of this 
report or its contents, and neither Riyad Capital nor any of its respective directors, officers or employees, shall be 
in any way responsible for the contents hereof. Riyad Capital or its employees or any of its affiliates may have a 
financial interest in securities or other assets referred to in this report. 

Opinions, forecasts or projections contained in this report represent Riyad Capital's current opinions or judgment 
as at the date of this report only and are therefore subject to change without notice. There can be no assurance 
that future results or events will be consistent with any such opinions, forecasts or projections which represent 
only one possible outcome. Further such opinions, forecasts or projections are subject to certain risks, 
uncertainties and assumptions that have not been verified and future actual results or events could differ 
materially.  

The value of, or income from, any investments referred to in this report  may fluctuate and/or be affected by 
changes. Past performance is not necessarily an indicative of future performance. Accordingly, investors may 
receive back less than originally invested amount.  

This report provide information of a general nature and do not address the circumstances, objectives, and risk 
tolerance of any particular investor. Therefore, it is not intended to provide personal investment advice and does 
not take into account the reader’s financial situation or any specific investment objectives or particular needs 
which the reader’s may have. Before making an investment decision the reader should seek advice from an 
independent financial, legal, tax and/or other required advisers. 

This research report might not be reproduced, nor distributed in whole or in part, and all information; opinions, 
forecasts and projections contained in it are protected by the copyright rules and regulations.  

Riyad Capital is a Saudi limited liability company , with commercial registration number (1010239234), licensed and 

organized by the Capital Market Authority under License No. (07070-37), and having its registered office at Al 

Takhassusi Street, Prestige Building, Riyadh, Kingdom of Saudi Arabia (“KSA”). Website: www.riyadcapital.com    




