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EXECUTIVE SUMMARY

The level of development and depth of the government securities market affects the
country’s ability to issue financial instruments with longer terms, more diversified
maturities, and at an acceptable cost; to meet its financial needs and to maintain the
development of this market. Developing a government securities market can reduce the
cost of borrowing and reduce the risk of refinancing. This is done through a set of
measures, most notably the diversification of the issued instruments and their
maturities to meet the requirements of various set of investors, thus expanding the
investor base.

Against this background, authorities in the Arab countries have worked over the
past years towards the development of the government securities markets in
terms of improving the operations of the primary market, organizing government
issuances and their regularity, taking into consideration building a sovereign yield
curve, supporting the activities of market makers, enhancing transparency and
disseminating the prices of government instruments. This, in turn, leads to enhance
market liquidity, and therefore, reduces the cost of issuing government securities,
and contributes to enlarging the investor base. There is no doubt that these efforts
need to be continued and deepened, taking advantage of important opportunities
provided by financial technologies.

The digital financial transformation emerges as an important pillar in addressing many
of the existing challenges to developing government securities markets, such as
aspects of enhancing markets liquidity and reducing the time and cost of
transactions, hence, achieving real-time settlement and clearing of securities, and
strengthening the digital infrastructure. However, moving forward with digital
transformation requires taking deliberate, gradual and integrated steps in
implementing the digital transformation for the government securities market, in order
to achieve its intended purposes, taking into account the risks that may arise, and thus
mitigating them. Which implies assessing the cost and benefit elements of digitalizing
the government securities market and financial markets in general.

The pace of adopting the digitalization plan for government securities markets varies
according to market conditions in each country, its organization, participants, and the
objectives to be achieved. This is in addition to other factors including, but not limited
to, the level of market development, resilience, and robustness of the financial
infrastructure, current legislative frameworks, and the scope of legislative amendments.

When adopting digital transformation in the government securities market and designing
the digital system, market development initiatives to be implemented should be taken
into consideration considering the current and appropriate framework of the existing
economic and financial reform programs, in terms of the evolution of the
market structure, its regulatory frameworks, and its participants. That is, the
introduction of any legislative or regulatory amendments in the framework of the
digitization of these
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markets should aim to support the efficiency of the markets as the main objective and be
limited to facilitating the use of financial instruments and digital platforms.

In this context, the success of financial markets’ digitalization depends on the extent of
their interaction and integration with the existing traditional systems based on electronic
accounts. At the beginning of embracing digital systems in government securities
markets, it is appropriate to integrate them with traditional systems, until reaching the
full transition to the entire digital systems, in order to ensure interoperability between
current systems based on electronic customer accounts and digital systems based
on Distributed Ledger Technology, encryption and tokenization of financial
instruments.

At the beginning of such a digital endeavor, Distributed Ledger Technology (DLT) and
diverse Fintech applications can be employed as databases, including, but not limited to,
assets’ registration such as lands, real estate, and all types of state assets
and projects. Which can be used in offering structured instruments, e.g. sukuk,
project bonds, revenue bonds; or in issuing sustainable finance instruments. This is in
addition to recording data of customers from both individuals and small and medium
enterprises.

Moreover, investors' access to government securities markets can also be
facilitated by linking digital platforms for government financial instruments to
investors' accounts and digital portfolios, including individuals, as well as small,
medium and micro enterprises. This aims to expand the investor base and can be
done through a specific application that is created specifically for government securities
markets.
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