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The Next Step Towards More Liquid GCC Markets
Liquidity Defined

Stock market liquidity can be broadly defined as the ability to execute large volumes of trading with
ease and without disrupting or causing price volatility. Liquidity also leads to price discovery and
enables fair valuations of listed securities. The advantages of having a liquid market are many as it
essentially gives investors the ability to enter and exit positions with minimal hassle and reduced
risk. Liquid markets are generally characterized by the following key features:

Breadth refers to the bid/ask spreads which dictate the cost of reversing a position over a short
period. The tighter the spread is the easier it is to enter and exit the market at the lowest possible
cost

Depth is the availability of multiple bids and offers that will protect the market from wild swings
resulting from the execution of large orders.

Resilience is the ability of the market to quickly recover from swings in prices resulting from large
orders or other short-term shocks.

Given the importance of maintaining a liquid stock market, we believe that exchanges, regulators,
and capital market participants in the GCC and MENA can take further actions to enhance liquidity
and improve their efficiency of trading which will in turn help to attract more investments and
stimulate economic growth across the region.

As a case in point, we can identify two main areas that GCC exchanges and regulators can focus
on to further grow market liquidity:

» Promoting the development of a diverse investor base with a focus on  attracting local and
international institutional investors through liberalization, the relaxation of regulatory barriers and
most importantly investor education and protection.

* Increasing the pool of securities and associated financial products by increasing the number of
local listings, launching derivative and ETF products, and creating market linkages.
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To enable the above to work effectively, it is very important to ensure that the size of the free float
is sufficient enough to encourage trading from a diverse base of investors.

Liquidity is a Win-Win for All

- For investors liquid markets mean lower costs of trading and the ability to move in and out
of an asset class within a short period of time

- For issuers it means attractive market entry as the cost of raising capital improves

- For exchanges it means greater market access, greater investor confidence, and the
ability to attract new stakeholders resulting in increased revenues

- For economies, the ability of companies to raise funds increases local and foreign
investments in those economies thus resulting in greater productivity and increased
employment

The Important Role of Market Maker and Other Forms of Liquidity Provision

It is fair to say that Market Making is still in its nascent stages in the GCC and much work needs to
be done before it can be truly effective as a liquidity enhancer. . It is also interesting to note that
‘own book market making’ has been in place in markets like Bahrain where SICO has acted as a
market maker since 1996, long before the concept was regulated. The practice has evolved over
the years in the absence of hedging tools, as market operators like SICO have adopted a modified
version in the form of Liquidity Provision schemes that encompass all the features of a standard
market making program.

Market Making

A market maker commits their own capital to provide liquidity for a stock or a group of stocks. The
operator under this arrangement profits from the bid/offer spreads as a result of investor’s trading
activities. There is also another P&L element resulting from the inventory the market maker
maintains which may rise or fall in value depending on stock prices.

Various GCC markets have recently introduced Market Making programs as part of their overall
revamp of the capital markets and some of these coincided with the inclusion into the major
Emerging Market indices. Widespread adoption of these programs has yet to pick up but we
expect them to gain momentum once market participants have had a chance to evaluate the
positive outcomes.

Liquidity Provision

This is an arrangement between an issuer and an operator acting as agent to provide liquidity with
absolute discretion at an arm’s- length basis. Liquidity provision follows the principle of a quote
driven market whereby multiple bids and offers are sent to the market as well as maintaining
minimum market presence throughout the day.
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GCC regulators have set forth regulations that govern the relationship between the issuer and the
liquidity provider to make sure the liquidity provider focuses on the only key requirement which is
providing liquidity and to abstain from any attempts to manipulate prices. To this end, caps have
been introduced on the holdings under such an arrangement which ranges between 3-5%. The
shares held in the liquidity provision programs are considered part of the Treasury shares in some
GCC markets hence do not qualify for corporate actions such as dividend.

Key misconceptions
Why share prices don’t always rise in the presence of a liquidity provider?

The liquidity provision mandate and the related market regulations clearly define the role of the
liquidity provider as actively engaging in providing continuous bids and offers to increase the depth
of the market, minimize price spreads which will encourage investors to actively trade. The liquidity
provider is to have full discretion on the portfolio, thus working independently and free from
pressure from the issuer. The regulation is therefore, very clear on the role of the Liquidity Provider
which is providing liquidity to assist with the price discovery while steering away from manipulating
prices.

While deep liquidity provides strong ground for price discovery and fair valuations, other factors
such as investor appetite, financial position and performance as well as the level of disclosures
also have a significant impact particularly for long term investors.

We strongly believe that a strong investor relations program also plays a major role in supporting
price discovery and yields better results. Investor relations in our part of the world is gaining
momentum and has become an important ingredient that helps investors understand companies
beyond the published financials and other disclosures. Potential investors need to better
understand the current and future road map of listed companies and the strategies that they will
utilize to meet their goals, as it creates an open forum between investors and management to
address current and potential investor concerns. Regulators have been actively engaged in the
promotion of IR highlighting its importance as a bridge between investors and listed companies.
The Bahrain Bourse for example has recently introduced their Investor Relations Best Practice
Guide to help listed companies on the bourse adopt best practice and highlight the importance of
investor relations on the valuation and the overall competiveness of the market.

Research is also a great tool to help listed companies enhance their IR campaigns and attract
sophisticated investors who tend to look beyond the numbers and want to engage with
management to better understand strategy and its impact on future earnings.

What is better for stock prices? liquidity provision or market making

The answer to this question lies in the liquidity of a given stock. In order to stimulate liquidity we
strongly believe a Liquidity Provision (LP) program is the answer given that its characteristics and
regulatory requirements have more presence in the market. A sample of the most important
regulatory requirement imposed on a liquidity provider as follows:

- to maintain a certain participation rate among top orders
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- to post multiple bids/offers of a certain number and value through the trading session
- to maintain presence for a minimum time during the trading session

Considering these requirements, it is very clear that MM have much less presence in the market;
MM need to post one bid/offer versus multiple bids/offers under LP. Also Market Makers are more
likely to pull out of the markets if conditions turn negative which can affect their P&L.

In the early cycle of the market developments, we believe Liquidity Provisions are more suited as a
tool to increase market depth and more importantly maintain it for some time. Further down and
with the development of these markets and the introduction of hedging tools the Market Making
programs will become a viable option for participants because hedging will help these players
mitigate risks

sicobank.com



S/CO Shiden

Est1995

2021 s 11 sl dSlas aliall

a3 }XM Jald ols,
Ul 3 ¥ (5285

S
AN J o (3l sl (8 A gl (e 3y 3l s

U grd) Lyl

Bol> s (6T 093 (3o Syl @B (8 g sl ol a Wsgan sl ple S pgasd) g A gaan Cisyal S
Jp5 s g Wggan 31355 Ugaadl 1893 Il (3 9 - Goand! (3 Ugliiall pgudl e iz 9,0llg ighlaall olaSl 8,850 c3g
Sled bl Lgiesd I Juas O pgaedl S JWLig ogaedl gl s dpdxiy OLaSTw] ] (5352 Law iyl
A dyylesiwd! 3STyall sligd coldasall pled] (e 8yl o peiituned] e b ddle U guuw gies I eged)l Blgusd

1 QW1 g2l e bliall 0ds @l pansdi (Sasg « 3T by Uggun Lo zoy3ly dlio
L§‘9.m.”@W@Tu&cww&@édﬂjcuoﬂ‘wjuﬂaﬂwJyé)LOJ‘GJUJJJwaﬁ:!j :M‘uﬁmu
AiSas 485 S8 Bgudl (30 79,319 JgUl Jgusd! (o O LS 3yl alds LalSy .8 uad 848 M-

e AUl el § Balol Oldanl (e Gaund! dilax Wgilis o (&1 llally g8l ¢y 8)319 LS 53155 98 9 2 Goall
S aS Oladall duas

Glodsall o Lt g 8831 (29,1 ol ldlall (e A3 Hlawdl OLES (o a0 mldl Gl e Ggand! 845 ST 13 gauall
2V 8 puad (5,3

G @ nbolaly duodaitll ilixglly ilimygall o Soy 4l ditad W ¢ pgudl Ggu Dguwn e Llasl Lol (saad Tyl
U gad jrpaid sz Yl oo dosell 351 L8] ooy a9 (3,401 dbaieg (2xalsell Oglaill udzes J9o (& Wl o)
Al ‘:g S3LaidYl gaidl amig Whlediudl e wiedl Gl (e 0ygd delugw bos (Jgladl 8elaS sy



S/CO Shiden

Est1995

2021 s 11 sl dSlas aliall

A (sl Qe Gudme J9o (§ draadaadl Oilgarly Olioygd) (50 ety (lame dpdad LiSiey el e LSy
89l A guwn iad Logale

275 IS e ond9dly el Ol gall (o (o paiiuad | A de 1SH 2o (pyediuall (po de gitio BUeld gl o
p..@.'igLo&-_Q U”J)Ai:uam..“ il Lol dl cduodaisd! &‘5;.” 2l @}wj‘

@lgal GMbly cdaloeall colarha¥l sae 83b) Gy e L Andyall Al Wlatially d>biall LI @Yl 825
ward! lgang Blgwdl o ol sladlg ¢ Joladl Ol 5o (35buog ddlell Olaiine]§ b gl

degiie Bl Jud (o Jgluidl muomiadd 6yl Joliidl e O (yo JST T e gall (o cdlad S (Baws Lo (3aixilg

878 3 gl gy sl e 8adlly Jgludl el (olasil bl gl I3 (319l Hled ¢y poaiionedd dnaadlls -
LIPNERE

Sl el 855 AalST (2455 950 Gaendl Jg-a) D3l Shole @ graad! yias ¢ yshacadl) daanidls -

udo- &:«lo.cﬂ»_f WS c@b.w;}” ngkilw;)’\ LSL" (“'G-’“J"\-‘éﬁ @M\ 483 &,Jle&JMU}aJ cC'JLpJ_Q{-U &,.w.llb -
Olbo)edl Olaly) 85L) U] 0940 (638 e Bupdr Oylediwl

Oy lediwl 5.)[3) Sl i d‘}ni 0099 L= C))LJ»@T i nves fka.ﬁ.” e B AN THLY LaidW dnds -
Joall jo8 39 LYl ad) ) 0y9 $35 Lew cdiaIly dudxal)

Gy W gaudl 393 Gylog (Market Maker) Bgdl abal plgll ol

OB JWhy (dsY dllpe (3 Jlia b axdsdl Ogladll Gudare J9 (3 (Market Making) Bgwd! dslue pogie of (a3 Y
own ) " Bewdl dsliuo" 5 Gyms o OF ] BLad1 jums Ly W gl 33305 (3 Seld Slale 095 oF Jd Jgb by dolal
09 ¢dbiglo By dunndais ilg) ) mub g3 OF Jd &ag «Blowdl jans 3 Jadlb 39290 O (book market making

I dsTu89.1996 ple dis Gow g5baS Lgblid Lgsd ( SICO) " s Jolis 19 ¢cpymed! dShan Blgwdl 0 o
S e Yano Trdgad " g Jho Bgudl glise (35 o cogaatll ool QL (§ il 5 e yglarlly psgiall
Ayadad] Bgudl delivo goly Wiine gue Jodw (Liquidity Provision Schemes) & gaud! 4995 zxoly

gl Al

G Gyl Blal 7 b cpgudl 0 degazen of ogud gl 293 pasascall JWl (ul) dodoxty Gl Blio o 98
Aasd 929 Y cad] BHlaYl Huzs luslly WYL Glan ,3T Jole dad L. Jgludll dasdl IUS o yaudl Gl 0 Z W)Y
JWUy daamoll § mgudl jland Cons paisuy of adip 43 19 (gl o Boedl wilo 4 Jadio S Og55all
oIl olas] /8as)) e ddbme a2 Sl /7L Bgudl il 415



S/CO Shiden

Est1995

2021 s 11 sl dSlas aliall

bt Jsll lls g 5] (3 Gound! delivo grolys ko T35 (xadsl) Ogladdl ke U9 (po il caslB By

00 p&)bs At )l Dbl Blgudl ol g 3 Blgwd)l el ans zh] o el Tslio dlgptd Jedl oy Bl iy
T oy Luoyd (1S lical) (doanly Ladlo 359 s OF B g LT Y] ciny Taanlg Loy aaaiSS d ol 0
EREDT

U goundl 35
Sol9l Dlatianly yaan G ¢ Anardaial] 251Ul s Ao ANy Jamy S A gaand] 8959 duaddl yo BT 9o

578 ko gl 3 15l om (1 dor e il g Gyl unlg] ey gl 3a cpmnd) (23,65 Al
.Jgladl

Olawa) EUM\ .)3}53)944’0.]\ O A8 & t:g\Jl G’:bﬂl L‘;&;.l:'d\ 9l ‘)Mlm Jgo LS Aol Olgdl Gad> U89
odgly Llaudb alasdl Gldes e dalnaly Dgaud! 2355 929 M cdino iz gll (bl Cllaall e Dgandl 3930 7553
g2 Jadiomall gl piady . 7 5-3 o 9l (29 Ugaudl 2893 42ya) g Ladiomall ogud)l dadd AT am (9,8 03 Ll
3S)iuol) A ge a2 (b JUbg e grasl Ol udomo Ug Blgwd pans § 833l el 90 Tor Agmad) pd5 sl 8
TWY g8 S sl ol Melo pgudl g Lgsd Shylin g A1 ilsly>T (3

Lbs duwdy P»‘"M“
TU gl 3930 3979 (3 Lol gl lasl 283)3 Y 13

29yl @ § lasd Blaw o)lusl gl 3930 195 o5 Auall IS Bgedl 73l5)9 A gaadl 955 L3585 Sy
] ol 9 Z@b‘&: Joladl e u’.':).o.imm.” ) Lo.g)Law;)“ 8)lgd Julasg é}w)\ S BJE{}J 8 yodumnal| Coldlallg
I O (A g o 55 LST 099 yduaall e Gl Jieuno S Jons 949 dwbj ‘ &S&A}L&wt U guudl 3930
Sllas iz ao lawdl Bl § Buclunel) Dgaud) pdg35 (3 Heull 10 Jraig duz doply Ugaudl 3950 595 Olin
oL &)Lzl

S S 536 5531 Jalge @lla 0 (@bl cilagily Hlawdl BLaSTwY bed Lulu 1355 dpandl Ugeud) OF > 39
0236 A8 AL (G Olladl Gaiwe (] 28LoYL S5l Ll 63919 ¢ podiunedl JUS] Sobo Lgias (30 ¢ Hlawdl e
df}la.]‘ Sl ULCJLA.’C\MN‘ L} U'}“ij‘ uf)ofi:\.umJ‘ ULC

T Bedizig slandl BlaSiul ddas 0o (3 lage Dgo aaly Jlad ¢y yaiiianall ©BMe maliyy 3529 0 055 ULy
cpralianall SA (£901 sby § Logo Traie ojlael Jadll Tslite loas caniSSg (2L Ltilaio (3 dtndl 3L U3 ¢ Jyadl
09 yokiued B .553Y1 Lgilo-Liadly didaall L) Lg3lle § fasdl 3yma oo Bocly Juadl JSiw lgagds 01 Jg>

$95 @ Olamsliwdly domaell @B W ddiwally Al Goydall dlasyse plod Y1 U] Osliz Ogkotzenl!
Alasiomally dloel pgdglies dadland A1 8)1] 9 ¢ yeiinall (o Tgie Uyl g Tin oiing clgdlunl guameid (galuseiu
Cprediinall o dedl 93 JalyS Lgilnan 3lily oy peiuedl ©BMe Wlous) g Al e B9y duanail] Wlgnll W3S uds
BN wloas Wliles Juadl Js> Jabs Hlol Ti3-50 Jladl dus e oyl dao)g0 )3l G el w81
ol > (30 ()l s deaal e s guall addudy Wllaall el (565 e lgd domydall O a1 B luned (o paiitanel]
ole ISk dud i) 43 553a5 9 (B gend)



S/CO Shiden

Est1995

2021 s 11 sl dSlas aliall

Oppaiinadl Qg L) (o peiiadl OBMe e pghas (e dayuall OGN el dlad B1aT ol a3 LS
Ll o) BloYl ao Jolaidly dised) ddledl Ll 42 (53T @yl dS 1 @uis Oaluats Lo W (pdll (pSimmall
L Juadl S ddainaa) LI e Wyl

S B9l dclio ol A guud! 95 S gt Hlaud) JadYI g2 Lo

P Ul 395 ol O Boing diial U] ¢ ASiedl Ul (e 3Us. o) Ugaaw Sbo § gl 1o e DYl (55
O B9l (3 ST 31 g dnandaill dilllateg duailias OY elldg cdiald) Blguwdl § gl paoad Jioll dis,lall

i b JodS Wgaandl 5590) dolg)l dnapdaial] colullaiell

(Ggadl 3 olsY) LadY dd (598 Skl Johae Jioy Lo slgYl oo (30T 0> -

Joldl &l Jlglo dagilly sdall Gy (30 Bgand! § yolsY! e (30T d> -

Jol ddr IS Bgadl (3 y0lsY) dzrlgid Bl (o (30T A -

Blo zlisn Y 3] cgend! 900 dylie wiSH 3T 0555 Gaandl § Gl @lo dxlgs O gty ccoldlaiall o 4] Sl
Bl Comual 13] Ggand! (o oy W Gl Blio 0T LS . ol gitag S SIS Ggnd! 3 042155 0550 OF Ggnd]
oyl d>bf e gl AU (T i) 190 22

JoY oyshai U=l 3 Il e Bgedl 0950 odie Ggandl B B33 dulin BT AST A gl b g3 O iiiad L) ¢ J WL
W Hls Ggundl deline groly i cdale bogtll ilgal Js-olg 0)shas aag 3 day .z laly) dude blasllg
bl § (Sl e deludun dliall bogtll Wlgal oY dedsdl oda (3930) Badaill





