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Tod Van Name

The MENA region has long been a
net importer of goods, creating a
natural need for stable FX services.
Regulation and the influx of foreign
investors are changing long-dominant
trends in the region. Add to this mix
COVID-related shocks, and it is easy
to see why the region is witnessing

a change in the way stakeholders
interact in the markets, So what are
some of these trends, and how are FX
stakeholders reacting to them?

Bectronification is perhaps the most
obvious trend that has emerged. Tod Van
Name, Global Head of Foreign Exchange
BectronicTrading for Bloomberg, notes
that electronic trading in the region rose
by 33% in Q1 2022 compared to Q1
the previous year.

“An increasing number of

organizations have expressed interest
in adopting tools that enable them
to trade more efficiently from remote
locations to move flow that was
previously negotiated over phone and
email,” he says. " Organizations have
also been working to ensure systems
are better interconnected with the

goal of seamless deal capture for
traders regardless of their location.”
Van Name also notes that third
party partnerships are also rising,
in contrast to the trend of deployed
platforms that were the norm.

Meanwhile Husam Basaddiq,

Director, Emerging Markets, Trading
Solutions, Refinitiv, a London Stock
Exchange Group business concurs
that electronification is increasing

at a rapid pace, especially in risk
management. Refinitiv's FXall Volumes
show a phenomenal CAGR of 46%

in eFX trading volumes from 2016 to
2020 in the MENA region.

“We have seen more corporates
looking for savvy risk management,”
he says. “ Banks are now marketing
these products to support and enable
corporates to focus on profitability

and minimize their FX exposure risks.”

Basaddiq also pointsto MENA
governments changing priorities as
a catalyst for FX flows. “ The MENA
region is awash with foreign workers
who send money back home in

their local currencies such as INR
PKR PHR etc" he notes. “As Middle
Eastern governments push ahead
with enforcing strict quotas of hiring
homegrown talent, the outflow of FX
requirements has started to reduce.”

Imports, or rather the changing
source of imports, are also impacting
FX flows. * There has been an increase
in CNH as more and more Chinese
manufacturers that used to bill in
USD now provide incentives if paid in
their own currency,” Basaddiq notes.

The push to electronification is
bringing some predictable changes

in FX workflows. Automation, for
instance, almost always follows
electronification, and the MENA
region is no exception. "Automation

is a key trend that is beginning to
develop in MENA," saysVan Name,
“following the course taken in other
developed markets. We receive many
inquiries in this regard, particularly for
small vanilla FX flow."

Basaddiq points to technological
rationalization and vendor
consolidation as other important
trends affecting the market. “ The
rise of digital banks has put pressure
on conventional banks to step up
their digital journey or get left
behind," he says.

Corporates are playing a leading
role in the push for digitalization in
the region. Demands for increased
transparency in execution are
compelling service providers to
integrate and electronify execution
workflows. As Basaddig explains,

“ Corporates hold the key to
digitization within the region.

The requirement to prove best
execution and ensure straight-
through processing to avoid manual
entry is a long-term driver of digital
workflows”

Van Name echoes this sentiment

by pointing out that TCA inquiries
are also rising in the region. " There
is also increasing demand to
increase efficiency across the entire
workflow, from front-office trading
through to matching and settlement
in the middle and back-office,” he
says.

As corporate requirements become
more sophisticated, digital service
delivery is impacting pricing and
market data services. The demand for

We set the
standard in FX.

The proof is in the product. FXGO can
power your trading with Bloomberg's
world-class data and unparalleled
liquidity in every currency pair and
instrument. Seamlessly integrate your
trading process with our comprehensive
and innovative solutions.

Biaquioolg

/



unbiased market data and a move
away from bank data is particularly
pronounced.

Ahmed Alsada, Business Director,
Account Management, Refinitiv

reports that spreads have shrunk

for competitive reasons, and banks
have adopted electronic trading
workflows to build agility. “ The
demand is also driven by information
flow and information availability," he

says. " This has triggered the need

for banks to have more features for
presenting historical prices and recent
news which complements trading
activities”

Other features such as instant
communication channels and greater
insight into RAQ processes are high on
corporates demand ligts. Aside from
corporate demand, foreign investor
preferences are also impacting FX
workflows.

Alsada notes a few macro factors
that have been responsible for these
changes. * Some GCC countries
moved from the MSCI Frontier
Markets to the Bmerging Markets
index,” he says. “ That has opened
these economies to more FDIs.

In addition, the floatation of 5%

of Saudi Aramco’s equity has also
attracted international investors.”

Basaddiq points to increasing GCC
volumes as evidence of foreign
investor appetite. “ On our Refinitiv
Multi-Bank Ratforms, around one
third of GCC wolumes are conducted
out of the MENA region, whereas
Europe contributes more than half
of that volume, showing how much
MENA has become part of the global
economy,” he says.

Bloomberg'sVan Name notes that
several price-making banks have
steadily added GCC currencies to
their offerings, indicating increased
demand and sophigtication in the
region. “ Middle East trading had
been growing, and although the
pandemic initially had a negative
impact, we're seeing more firms
considering alternative locations, like
Dubai, for example,” he says.

As growth and changing corporate
demand force stakeholders to adapt,
how is electronification faring with
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Van Name explains that Gulf banks
began their electronification journey
well before COVID hit. The pandemic
only hastened the need to adopt
these solutions. Refinitiv's Basaddiq

2-FOREX

also notes that in the past only
regional offices of international banks
offered electronic trading. These days,
electronic solutions from regional
banks are common. " We have noted
that banks are using their electronic

trading engines across all their FX

business, regardless of size, by adapting
aggregation technology,' he says.

“ This helps them ensure that tickets

of all szes will be captured within the
platform.” He also explains that smaller
banks are now jumping on board the

electronification trend aswell.

Finalto Trade

The advanced trading platform to take you and your
clients to the next level
Introducing Finalto Trade, the standalone trading platform that enables you to

optimise the way your clients trade through its customisable interface, multi-
asset platform and advanced back-office dealing tools.

Your brand, your business, powered by Finalto

finalto.com/finalto-trade

Service available only to Professional clients and varies per jurisdiction
Trading involves significant risk of loss

Offered by Lane Square Enterprises Limited, a member of the Finalto Group




FX has been famously resistant to full “We have not only seen significant their largest tickets, while using

electronification, when compared to increases in electronic trading from voice or chat trading for more

its equity and fixed income cousins. S0 asset managers and hedge funds, illiquid currency pairs” According to
how has buy-sde electronic adoption Van Name says, " but also in their Bloomberg, MENA algo volumes rose
fared, specifically within the asset use of more sophisticated trading 15% in 2021 and are expected to rise
management and hedge fund space? methods such as algo trading for further.
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Exploring the changing face of Electronic FX in the MENA

“Corporates hold the key to digitization within the region.
The requirement to prove best execution and ensure
straight-through processing to avoid manual entry is a long-

term driver of digital workflows."

Husam Basaddiq

Given this increasing demand,

there has been a significant shift

in FX service offerings. Refinitiv's
Basaddiq points to scalability and
customization as key areas that his
firm addresses. “ The trading APis
facilitate the distribution of prices
in different formats and validities,”
he explains. “ The trading platforms
also allow the traders to decide how
they would like to manage their
positions, automatically or manually,
while always ensuring they can

view the best possible prices

by connecting them to liquidity
providers."

Basaddiq also points to Refinitiv's
decision to deploy platforms

on client sites where the use of
cloud technology is restricted.
These efforts are over and above
the company's efforts to support
regional banks by offering them
tech stack expertise.

Van Name highlights customized
solutions that Bloomberg offers
within emerging markets and
products that increase transparency
to centralize oversight capabilities.
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“ Communities are also looking at
combining solutions with potential
for anonymous matching, disclosed
liquidity, and the ability to capture
broker flow through tri-party
ticketing all within the same
market," he says.

While the push towards
electronification is occurring in
global FX markets, the MENA region
has another factor that drives
product choices: Islamic finance and
the demand for Shari'a-compliant
products. Is this demand currently
significant?

“ There is strong demand from
Shari'a-compliant entities looking
for FX products,” answers Basaddiq.
“ Financial engineering and new
structuring approaches have
allowed these solutions to fulfill the
requirements of any vanilla hedging
solutions including forwards, swaps,
and even options using Islamic
principles.”

He also notes that Islamic
restrictions have kept Islamic bank
products relatively vanilla, further
boosting the attractiveness of

FX as a staple revenue source.
“Automating this flow makes
sense to remove risk and increase
profitability,” he explains.

Van Name points to Bloomberg
and its platform FXGO successfully
supporting the electronic trading
of Islamic deposits (Murabaha,

Wakala, Mudarabaha, etc.) for
several years. " We are now seeing
increased demand for Wa'ad (Islamic
Forwards,)” he notes.

WHAT DOES THE FUTURE
HOLD?

If there is a common theme to

the MENA FX market's future, it is
electronification. Both Van Name
and Basaddiq agree that the need
for increased trade efficiency and
risk management will spur increased
electronic solution adoption.

As Alsada says, “ More corporates
and asset managers are ditching
traditional treasury management
via excel and voice in favor

of technology to streamline
workflows and make informed risk
management decisions.”

“ Broadly, we see the MENA market
continue to seek increased efficiency
while reducing transaction cost

and improving risk management,”
Van Name says. “ Ainding the right
technology partner can help drive
opportunities for both the buy and
sell-side, without disrupting existing
business practices and procedures.”

Ahmed Alsada

“Some GCC countries moved from the MSCI Frontier Markets

to the Emerging Markets index which has opened these
economies to more FDIs."

REGIONAL e-FX PERSPECTIVE

BLOCKCHAIN, CBDCS, AND DLT IN THE MENA REGION

Blockchain technology holds immense promise for governments worldwide. MENA governments have actively pivoted
towards embracing distributed ledger technology in a bid to improve investor confidence and streamline market
operations. The United Arab Emirates has adopted an active role in postioning itself as a technological hub. In 2018,
the country adopted the Emirates Blockchain Strategy, a set of policies that aim to position government services in
line with the future. The launch of the e-Dirham and storing land records on the blockchain were some of the key
initiatives in this regard.

BAHRAIN IS ROUTINELY
REFERRED TO AS THE
CRYPTO HUB OF THE GULF

s
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Given Dubai's position as the region's finandal hub, the government recently introduced much-needed clarifications
involving digital assets. While banks on the ground remain crypto-shy, institutions such as Binance have been granted
licenses to operate and sell digital asset products to retail investors.

Bsewhere in the region, Bahrain and the Kingdom of Saudi Arabia (KSA) have launched initiatives. Bahrain,
particularly, has fully embraced the possibilities of cryptocurrencies and digital assets at a speed that left the UAE
behind. Routinely referred to as the crypto hub of the Gulf, Bahrain boasts banking regulations for crypto and allows
payment transfers through that medium.

This stance puts cryptocurrencies under the purview of the Central Bank of Bahrain (CBB,) not securities regulators
as is the case worldwide. The KSA has several initiatives in place dedicated to studying the effect of blockchain on
government processes. The rise of fintech-oriented services such as STCPay in the Kingdom is aiding a push towards
DLT technology.

Despite this, blockchain and DLT solution adoption remain low in the region. There remains significant talk of CBDC
launches amongst governments, with action expected within five years. Blockchain adoption is gaining ground in
government services and wherever record storage is necessary. However, as far as payments and currencies go, the
MENA region remains curious about DLT's potential. It remains to be seen whether the region’s various initiatives will
bear fruit.
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