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Growth of the GCC debt capital markets in the first decade of this century was relatively
stunted as region’s need for debt funding was negligible in the face of abundant liquidity
ensuing from high oil prices. Since 2014, GCC sovereigns have been experiencing
substantial problems in balancing their budgets as oil revenues dropped amid structurally
difficult to curtail expenditures. Therefore, tapping the capital markets for funding
government budget deficits became the need of the hour, consequently creating the
environment for rapid growth of the debt capital markets in the region.
GCC debt markets have traditionally been dominated by USD denominated bonds.
However, recently, local governments have made notable advancement for deepening the
local currency debt markets (LCY) by creating public debt management units, articulating
debt management strategies and launching benchmark issues for building yield curves.
There has also been substantial improvement in market infrastructure and regulations.
The incremental push from the regulators in deepening the LCY debt markets is validated
by several recent developments such as:


UAE regulators have allowed sukuk issuance in as small denominations as USD10
million. Also Dubai Financial Market (DFM) in conjunction with NASDAQ Dubai offers
electronic trading platform for listed bonds and sukuk in the region.



As a step to achieve Vision 2030, and in an endeavor to develop the debt instruments
market, Saudi Arabia’s Capital Market Association (CMA) has approved the listing of
debt instruments issued by the KSA Government. Listings began in April 2018.
Additional steps underway include establishing a primary dealer system, increasing the
flexibility of government debt issuance, and extending the yield curve by issuing shorter
and longer-dated bonds.



While there are foreign ownership limits on stocks, there are no restrictions on foreign
investors to buy bonds of GCC issuers.



Qatar has set up a domestic rating agency called the Middle East Credit Rating Agency.
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No capital gains tax and minimal withholding tax, if any, in the
regional GCC markets makes it attractive for the foreigners to invest
here. In addition, the risk of capital controls in the region is
considered low relative to other EM markets, further boosting
investor confidence.
As at April 2019, total outstanding in the GCC bond market (USD +
LCY) is circa equivalent of USD 519 billion excluding short term
securities, i.e. securities issued with less than one year to maturity,
and T-bills issued by local central banks. Of the total, 63% is issued
in USD (USD 327 billion), 33% in local currencies (equivalent of
USD 170 billion) and remainder in other currencies such as Euro,
JPY, CNH, AUD etc. Saudi bonds account for 38% of the market,
followed UAE at 25% and Qatar at 20%.
Though GCC LCY markets have seen material growth in the last
five years, the development is uneven across the six nations. As a
percentage of GDP, those in Bahrain and Qatar are the largest and
relatively the most developed while those in UAE and Kuwait have
lagged behind. Of the USD 170 billion in the LCY bond market,
Saudi Arabia accounts for 66% (USD 112 billion) while UAE is less
than 1% (USD 1.04 billion).
So far issuance in the domestic debt market has remained skewed
towards government debt as governments have sizeable funding
needs while borrowing needs of large corporates remains limited in
the face of slow economic growth in the region. Though capital
market borrowings by local corporates has increased, large firms
find it cheaper and more convenient to raise money in global capital
markets than in the local currency markets.

KSA dominates the LCY market
Though as a percentage of GDP, Bahrain has the deepest LCY
bond market, in sheer size, the SAR denominated market dwarfs
all others in the GCC. This is attributed to several factors as
below:


The KSA is the largest economy in the region, representing
circa 47% of the GCC’s total GDP followed by the UAE at
about 26%.



In terms of absolute amount, the KSA had and continues to
have the largest budget deficit in the region, requiring it to tap
bond markets aggressively to fund expenditures.



The KSA government owned entities that traditionally were
funded by the government are now having to rely on capital
markets for their funding needs and therefore are increasing
their bond/sukuk issuance in the SAR market.



The KSA government is endeavouring to make government
securities available for the banks to be able to park their
reserves as they make progress on adoption of Basel III and
IFRS 9.
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Most issues in the LCY market are unrated but expected to have
credit quality better than average found in other emerging
economies given their linkage with highly rated governments.

In 2015/16, the KSA government funded substantial part of its
budget deficit via asset sales, however this trend has now slowed
and the government is using debt as a preferred funding source,
issuing in excess of circa USD 14 billion per annum in the SAR
market.
In 2017 and 2018, issuance in USD was higher than in SAR,
possibly due to the government’s endeavor to preserve liquidity in
the local banking systems.
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issuance in order to create the benchmark government yield
curve.

KSA new issues : SAR vs USD
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Nearly two thirds of SAR issues are in sukuk format compared
with only 26% of the USD bonds from Saudi. In terms of credit
quality, SAR issues are generally unrated as bulk of them are by
either the government or the GREs.
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Issuers from the UAE have been the most prolific in tapping
markets in non-USD G-7 currencies. Nearly 15% of the current
outstanding is attributed to other currencies in which Euro, GBP
and AUD are the most dominant.

UAE is the late starter
UAE’s Dirham denominated market was and still is negligible. The
United Arab Emirates is a federation of seven individual emirates
that have their own budgets and own finance departments. Until
2017, there was no law facilitating issuance of debt at the federal
level which made it difficult to create a risk-free government yield
curve. However, the UAE government finalized the Federal Debt
Law in 2018 and Emirates Development Bank issued the maiden
federal level bond under the new law in early 2019 albeit
denominated in USD.

UAE bonds: currency distribution

BHD market growing faster than USD in
Bahrain
Bahrain’s financial markets are the deepest as a percentage of
GDP. Total bond market outstanding is roughly 77% of GDP and
the local currency market is roughly 28% of GDP.

Bahrain bonds: currency distribution
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Looking ahead, the federal government plans to establish a Debt
Management Office, get a federal level credit rating and have
several federal level institutions involved in issuing Dirham
denominated debt. The Emirates Development Bank expects to
commence issuing in Dirham and then follow through with regular

Source: Markit, Emirates NBD Research

Bahrain’s fiscal budget deficits began before the oil price decline
in 2014 mainly as a consequences of increased government
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expenditure in the aftermath of the Arab spring in 2011. Therefore
Bahrain has been an active issuer of bonds for most of this
decade.

base, Oman sovereign’s total debt to GDP has reached circa 40%
and expected to continue to increase. Currently 77% of the market
is denominated in the USD and 23% in OMR. Of the OMR bonds,
96% are issued by the government.

BHD issues picking up pace
New Issues in Oman; OMR vs USD
5

12

USD Bn

4

10

3

8

2

6

1

4
2

0

2010

2012

2013

2014

2015

2016

2017

2018

2019

0
2012

USD

BHD

2013

2014

2015

2016

USD

OMR

2017

2018

2019

Other

Source: Emirates NBD Research, Markit
Source: Emirates NBD Research, Bloomberg

With continuous downgrade of its credit rating in the recent past,
Bahrain’s access to international bond market has become
prohibitively expensive, thereby incentivizing the government to
issue more in the local BHD market. Consequently total issuance
in BHD has begun to dwarf the USD issuance.
We note that circa 96% of the current BHD issues mature in less
than five years which could prove challenging to refinance should
the Bahrain sovereign continue to rely excessively on BHD
market.

OMR new issues have remained range-bound around the
equivalent of cikrca USD 1.3 billion per annum compared with
average circa USD 5 billion in the USD market by the government
per annum. This is because the government has relied more on
the USD funding than in OMR in order to preserve liquidity in the
local banking system for the corporate sector.

QAR market is the second largest in the GCC
Qatar’s bond market outstanding is around USD 107 billion
comprising of 71% in USD bonds, 25% in QAR bonds and 4% in
other currencies. Current QAR outstanding of circa USD 26 billion
equivalent is entirely from the government.

Short maturity of the BHD market
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OMR market evolution
Oman government’s reliance on debt capital markets has
increased substantially over the last five years. Coming from a low

Leverage in Qatar’s banking system is higher than other GCC with
average loan-to-deposit ratio being higher than 110%.
Consequently, Qatari banks are active issuers in the bond market.
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However, almost all of Qatari bank’s bonds issuance is in nonQAR currency, mostly in USD and more recently in CNY.

effective risk-free curve, no corporate in Kuwait has tapped the
KWD market for bonds yet.

Outlook is positive
QATAR LCY bonds maturity
GCC LCY bond markets have more than doubled in the last five
years and while the pace of growth may slow we expect them to
continue registering strong growth.
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KWD market
Though Kuwait does not have vital need to fund budget deficits
via debt, it has chosen to opportunistically issue bonds in order to
deepen its capital markets. With no pressing agenda, the
development of USD and KWD markets has kept pace with each
other. Current KWD denominated bond outstanding of circa USD
13.3 billion is comparable with USD denominated issues of circa
USD 14.7 billion.
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Kuwait government and GRE related issues account for circa 78%
of KWD denominated bonds with remainder coming from the
banks and financial institutions. . Though there is a reasonable
spread of government bonds across maturity tenures creating an

That said, there are substantial challenges as below that hinder
market growth:

Local settlement: Ownership of local currency bonds and
trading in them is a bit complex as clearing happens
through local exchanges and clearing systems. Also low
liquidity and high volatility together with a lack of hedging
instruments discourages foreign investors from engaging
in the GCC LCY market.

Bank dominance: With total assets at about $2.9 trillion
(around 196 percent of GDP), relative to GDP, GCC
banking systems are somewhat bigger than average in
other emerging market economies and provide fierce
competition to the bond market.

Lack of large independent corporates: Most large
corporates in the GCC are government owned or
government linked that traditionally get funded directly or
indirectly from the government. There are few independent
corporate that need external debt funding.

Lack of diverse investor base: Pension and Insurance
industry in the region is small. Government employee
pension funds invest a substantial part of their money
overseas.

Buy to hold mentality of GCC investors particular with
sharia’s prohibition on speculation hinders activity in the
secondary market.

Embryonic legal and regulatory framework in the region
reduces investor comfort and limits their participation in the
bond market.

Corporate disclosure appears adequate, however
availability of independent research is inadequate.

Price transparency is weak and transactions costs in the
region are higher than average of other EM economies.

Though currencies in the region are pegged, investors lack
instruments to hedge interest rate or corporate default
risks which reduces appetite for owning and trading in LCY
bonds.

Lack of asset backed market: GCC bond market is
reasonably vanilla and lacks heterogeneity in products.
Nevrtheless, government efforts towards factors such as creation
of risk-free yield curves, allowing foreign issuers to issue in GCC
currencies, promoting repo market in LCY bonds etc are expected
to continue providing a strong platform for growth.
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KSA SAR Sovereign Yield Curve
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Oman OMR Sovereign Yield Curve
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Qatar QAR Sovereign Yield Curve
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Disclaimer
PLEASE READ THE FOLLOWING TERMS AND CONDITIONS OF ACCESS FOR THE PUBLICATION BEFORE THE USE THEREOF. By continuing to access and use the
publication, you signify you accept these terms and conditions. Emirates NBD reserves the right to amend, remove, or add to the publication and Disclaimer at any time. Such
modifications shall be effective immediately. Accordingly, please continue to review this Disclaimer whenever accessing, or using the publication. Your access of, and use of the
publication, after modifications to the Disclaimer will constitute your acceptance of the terms and conditions of use of the publication, as modified. If, at any time, you do not wish to
accept the content of this Disclaimer, you may not access, or use the publication. Any terms and conditions proposed by you which are in addition to or which conflict with this
Disclaimer are expressly rejected by Emirates NBD and shall be of no force or effect. Information contained herein is believed by Emirates NBD to be accurate and true but Emirates
NBD expresses no representation or warranty of such accuracy and accepts no responsibility whatsoever for any loss or damage caused by any act or omission taken as a result
of the information contained in the publication. The publication is provided for informational uses only and is not intended for trading purposes. Charts, graphs and related
data/information provided herein are intended to serve for illustrative purposes. The data/information contained in the publication is not designed to initiate or conclude any
transaction. In addition, the data/information contained in the publication is prepared as of a particular date and time and will not reflect subsequent changes in the market or changes
in any other factors relevant to their determination. The publication may include data/information taken from stock exchanges and other sources from around the world and Emirates
NBD does not guarantee the sequence, accuracy, completeness, or timeliness of information contained in the publication provided thereto by or obtained from unaffiliated third
parties. Moreover, the provision of certain data/information in the publication may be subject to the terms and conditions of other agreements to which Emirates NBD is a party.
None of the content in the publication constitutes a solicitation, offer or recommendation by Emirates NBD to buy or sell any security, or represents the provision by Emirates NBD
of investment advice or services regarding the profitability or suitability of any security or investment. Moreover, the content of the publication should not be considered legal, tax,
accounting advice. The publication is not intended for use by, or distribution to, any person or entity in any jurisdiction or country where such use or distribution would be contrary
to law or regulation. Accordingly, anything to the contrary herein set forth notwithstanding, Emirates NBD, its suppliers, agents, directors, officers, employees, representatives,
successors, assigns, affiliates or subsidiaries shall not, directly or indirectly, be liable, in any way, to you or any other person for any: (a) inaccuracies or errors in or omissions from
the publication including, but not limited to, quotes and financial data; (b) loss or damage arising from the use of the publication, including, but not limited to any investment decision
occasioned thereby. (c) UNDER NO CIRCUMSTANCES, INCLUDING BUT NOT LIMITED TO NEGLIGENCE, SHALL EMIRATES NBD, ITS SUPPLIERS, AGENTS, DIRECTORS,
OFFICERS, EMPLOYEES, REPRESENTATIVES, SUCCESSORS, ASSIGNS, AFFILIATES OR SUBSIDIARIES BE LIABLE TO YOU FOR DIRECT, INDIRECT, INCIDENTAL,
CONSEQUENTIAL, SPECIAL, PUNITIVE, OR EXEMPLARY DAMAGES EVEN IF EMIRATES NBD HAS BEEN ADVISED SPECIFICALLY OF THE POSSIBILITY OF SUCH
DAMAGES, ARISING FROM THE USE OF THE PUBLICATION, INCLUDING BUT NOT LIMITED TO, LOSS OF REVENUE, OPPORTUNITY, OR ANTICIPATED PROFITS OR
LOST BUSINESS. The information contained in the publication does not purport to contain all matters relevant to any particular investment or financial instrument and all statements
as to future matters are not guaranteed to be accurate. Anyone proposing to rely on or use the information contained in the publication should independently verify and check the
accuracy, completeness, reliability and suitability of the information and should obtain independent and specific advice from appropriate professionals or experts regarding
information contained in the publication. Further, references to any financial instrument or investment product is not intended to imply that an actual trading market exists for such
instrument or product. In publishing this document Emirates NBD is not acting in the capacity of a fiduciary or financial advisor.
Emirates NBD and its group entities (together and separately, "Emirates NBD") does and may at any time solicit or provide commercial banking, investment banking, credit, advisory
or other services to the companies covered in its reports. As a result, recipients of this report should be aware that any or all of the foregoing services may at times give rise to a
conflict of interest that could affect the objectivity of this report.
The securities covered by this report may not be suitable for all types of investors. The report does not take into account the investment objectives, financial situations and specific
needs of recipients.
Data included in the publication may rely on models that do not reflect or take into account all potentially significant factors such as market risk, liquidity risk and credit risk. Emirates
NBD may use different models, make valuation adjustments, or use different methodologies when determining prices at which Emirates NBD is willing to trade financial instruments
and/or when valuing its own inventory positions for its books and records. In receiving the publication, you acknowledge and agree that there are risks associated with investment
activities. Moreover, you acknowledge in receiving the publication that the responsibility to obtain and carefully read and understand the content of documents relating to any
investment activity described in the publication and to seek separate, independent financial advice if required to assess whether a particular investment activity described herein is
suitable, lies exclusively with you. You acknowledge and agree that past investment performance is not indicative of the future performance results of any investment and that the
information contained herein is not to be used as an indication for the future performance of any investment activity. You acknowledge that the publication has been developed,
compiled, prepared, revised, selected, and arranged by Emirates NBD and others (including certain other information sources) through the application of methods and standards of
judgment developed and applied through the expenditure of substantial time, effort, and money and constitutes valuable intellectual property of Emirates NBD and such others. All
present and future rights in and to trade secrets, patents, copyrights, trademarks, service marks, know-how, and other proprietary rights of any type under the laws of any
governmental authority, domestic or foreign, shall, as between you and Emirates NBD, at all times be and remain the sole and exclusive property of Emirates NBD and/or other
lawful parties. Except as specifically permitted in writing, you acknowledge and agree that you may not copy or make any use of the content of the publication or any portion thereof.
Except as specifically permitted in writing, you shall not use the intellectual property rights connected with the publication, or the names of any individual participant in, or contributor
to, the content of the publication, or any variations or derivatives thereof, for any purpose.
YOU AGREE TO USE THE PUBLICATION SOLELY FOR YOUR OWN NONCOMMERCIAL USE AND BENEFIT, AND NOT FOR RESALE OR OTHER TRANSFER OR
DISPOSITION TO, OR USE BY OR FOR THE BENEFIT OF, ANY OTHER PERSON OR ENTITY. YOU AGREE NOT TO USE, TRANSFER, DISTRIBUTE, OR DISPOSE OF ANY
DATA/INFORMATION CONTAINED IN THE PUBLICATION IN ANY MANNER THAT COULD COMPETE WITH THE BUSINESS INTERESTS OF EMIRATES NBD. YOU MAY
NOT COPY, REPRODUCE, PUBLISH, DISPLAY, MODIFY, OR CREATE DERIVATIVE WORKS FROM ANY DATA/INFORMATION CONTAINED IN THE PUBLICATION. YOU
MAY NOT OFFER ANY PART OF THE PUBLICATION FOR SALE OR DISTRIBUTE IT OVER ANY MEDIUM WITHOUT THE PRIOR WRITTEN CONSENT OF EMIRATES NBD.
THE DATA/INFORMATION CONTAINED IN THE PUBLICATION MAY NOT BE USED TO CONSTRUCT A DATABASE OF ANY KIND. YOU MAY NOT USE THE
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MOREOVER YOU AGREE THAT YOUR USE OF THE PUBLICATION IS AT YOUR SOLE RISK AND ACKNOWLEDGE THAT THE PUBLICATION AND ANYTHING CONTAINED
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