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Saudi Arabia wins much-anticipated MSCI Emerging Market status 

 

On June 20, 2018, MSCI, leading provider of global equity indexes, upgraded Saudi 

Arabia to the ‘Emerging Market’ status from the previous ‘Standalone Market’ status 

in its Annual Market Classification Review. MSCI would include the MSCI Saudi 

Arabia Index, a standalone index with 32 large- and mid-cap Saudi stocks, covering 

approximately 85% of the total free float market capitalization in the Saudi Stock 

Exchange (Tadawul) in the MSCI Emerging Markets (EM) Index. The inclusion would 

result in Saudi Arabia commanding approximately 2.6% weightage in the MSCI EM 

Index following a two‐phase process. The first phase of inclusion would coincide with 

the May 2019 Semi‐Annual Index Review, while the second phase would come 

about in the August 2019 Quarterly Index Review. 

This upgrade, MSCI stated, comes after Tadawul fulfilled the criteria set by MSCI for a 

market to be classified as Emerging Market. In the past year since MSCI added Saudi 

Arabia to its Emerging Market Index Watch list in June 2017, Tadawul and the Saudi 

Capital Market Authority (CMA) have undertaken a series of measures. The most 

important of these is increasing ownership limits for foreign investment firms to invest 

in Saudi companies. Sebastien Lieblich, Managing Director and Global Head of 

Equity Solutions at MSCI, stated, “International investors were impressed by the 

speed of change in the accessibility of the Saudi Arabian equity market and the 

level of commitment that the Capital Market Authority (CMA) and the Saudi Stock 

Exchange (Tadawul) have demonstrated. Their expectation now is that the current 

privatization effort in Saudi Arabia will continue to grow the investable opportunity 

set available to them and hence, all other things being equal, contribute to an 

increased weight of Saudi Arabia in the Emerging Markets Index in the future.”  

Large foreign equity inflows expected to follow inclusion in MSCI 

EM 

The MSCI EM Index is tracked by a total of around USD 2 trillion active and passive 

funds across the globe. The Saudi stock market has already witnessed record foreign 

inflows of about USD 3.5 billion this year in anticipation of MSCI’s decision. As per 

leading Egyptian investment bank EFG Hermes, Saudi Arabia’s inclusion in the index 

is expected to attract around USD 45 billion in additional foreign inflows.  

The upgrade by MSCI was widely expected by the global investment community, 

following index provider FTSE Russell’s similar decision in March 2018 to include Saudi 

Arabian stocks in its emerging markets index. With this inclusion, Saudi Arabia 

becomes the third GCC market to join the MSCI Emerging Market Index after the 

UAE and Qatar. 
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Saudi Arabia’s road to inclusion in MSCI Emerging Market Index  

Over the last three years, Tadawul and CMA have implemented various key reforms 

to open up the Saudi equity market to foreign institutional investors. 

QFI Program 

 In 2015, CMA introduced a new regulation allowing qualified foreign financial 

institutions (QFIs) to have direct holdings in the Saudi stock market. Earlier, 

they were allowed to have only indirect holdings using derivative instruments, 

such as P‐notes or SWAPs. QFI regulations were enhanced twice, in January 

2017 and 2018, to further ease qualification requirements and provide greater 

access to the capital markets. 

 In January 2017, QFIs were allowed access to Saudi Initial Public Offerings 

(IPOs). 

 In January 2018, CMA approved a resolution to allow up to 49% foreign 

ownership in listed companies. The asset size requirement to qualify as a QFI 

was also reduced to USD 500 million from USD 1 billion. 

Other important reforms include the following: 

 The introduction of NOMU in February 2017, a parallel equity market for 

qualified investors with lighter listing requirements, resulting in an alternative 

platform for companies to go public 

 Amending the settlement cycle to T+2 and introducing short selling for all 

listed securities in April 2017 

 Moving from a Volume Weighted Average Price (VWAP) mechanism to a 

closing auction mechanism in May 2018 for the determination of closing 

prices 

 

Road Ahead 

Saudi Arabia’s inclusion in the MSCI EM Index underscores the success of rapid 

implementation of significant market reforms in an effort to bring the Saudi market 

on par with emerging and developed market peers, part of a broader Vision 2030 

economic transformation program. 

Partly in anticipation of MSCI’s decision, the Tadawul All Share Index (TASI) has risen 

13% thus far in 2018. Conversely, the MSCI Emerging Markets Index has witnessed 6% 

decline during this period. This indicates the market has already partly priced in this 

development. However, this would not stop international investors from investing 

further in the Saudi equity market. As of May 2018, foreign investor ownership in the 

Saudi market is nearly USD 25.6 billion (around 5% of the total market capitalization) 

and expected to increase further until the actual inclusion occurs.  
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Figure 1: Tadawul – Net Value Added (SAR bn) by SWAP holders & QFIs and total foreign 

ownership % 

 
Source: Tadawul 

 

 

Given the pipeline of IPOs in Saudi Arabia, including that of state-owned oil giant 

Saudi Aramco, several experts expect the weightage of Saudi Arabia in the MSCI 

EM Index to increase to 4–5% from 2.6% over the next two years. 

 

In another positive development for the Saudi market, S&P Dow Jones Indices stated 

it has also begun consulting with investors regarding Saudi Arabia’s potential 

upgrade to the Emerging Market status. 
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Disclaimer  

The information contained in this document is confidential and is solely for use of those persons to 

whom it is addressed and may not be reproduced, further distributed to any other person or published, 

in whole or in part, for any purpose. 

This document is based on data sources that are publicly available and are thought to be reliable. 

MEFIC Capital may not have verified all of this information with third parties. Neither MEFIC Capital nor 

its advisors, directors or employees can guarantee the accuracy, reasonableness or completeness of 

the information received from any sources consulted for this publication, and neither MEFIC Capital nor 

its advisors, directors or employees accepts any liability whatsoever (in negligence or otherwise) for any 

loss howsoever arising from any use of this document or its contents or otherwise arising in connection 

with this document. 

Further, this document is not an offer to buy or sell any security, commodity or currency. This document 

does not provide individually tailored investment advice. It has been prepared without regard to the 

individual financial circumstances and objectives of persons who receive it. The appropriateness of a 

particular investment or currency will depend on an investor's individual circumstances and objectives. 

The investments referred to in this document may not be suitable for all investors. 

This document is not to be relied upon and should not be used in substitution for the exercise of 

independent judgment. 

This document may contain certain statements, estimates, and projections with respect to the 

anticipated future performance of securities, commodities or currencies suggested. Such statements, 

estimates, and projections are based on information that we consider reliable and may reflect various 

assumptions made concerning anticipated economic developments, which have not been 

independently verified and may or may not prove correct. No representation or warranty is made as to 

the accuracy of such statements, estimates, and projections or as to its fitness for the purpose intended 

and it should not be relied upon as such. 

Opinions expressed are our current opinions as of the date appearing on this material only and may 

change without notice.  

Disclaimer: This report has been prepared and issued by MEFIC Capital a CMA, Saudi Arabia 

regulated entity. This Report is intended to be circulated for general information only. The information 

and statistical data herein have been obtained from sources we believe to be reliable but in no way 

are warranted by us as to its accuracy or completeness. For further information, please contact at 

Email: investmentresearch@mefic.com.sa 

 




