






Global conditions have evolved considerably since the last edition of the Financial Stability Report. 
With inflationary pressures easing, major central banks have shifted toward a more accommodative 
stance, helping to reduce several existing vulnerabilities. At the same time, renewed geopolitical 
tensions, persistent trade frictions and heightened volatility in commodity and financial markets 
continue to pose challenges to both global and domestic stability. These developments reinforce 
the importance of sustained vigilance and adaptive policy responses.

Despite such headwinds, Oman’s financial system has remained resilient. Over the past five years, 
financial institutions, households and businesses have successfully navigated the pandemic, a 
period of rapid monetary tightening and a turbulent external environment. The banking sector 
remains well-capitalized and liquid, with profitability supporting organic growth. Asset quality has 
been maintained and both household and corporate balance sheets remain sound. While debt 
levels as a share of GDP have risen slightly, they remain broadly aligned with historical norms. Credit 
conditions stayed stable throughout 2024, with lending standards easing marginally and business 
credit demand expected to remain robust into 2025.

Domestically, Oman has achieved significant milestones. Structural reforms in recent years have 
strengthened fiscal fundamentals and restored investment-grade sovereign ratings from both S&P 
and Moody’s. Regulatory and legislative advances have also modernized the financial sector’s 
framework. The enactment of the new Banking Law and the Central Bank of Oman (CBO) Statutes 
has enhanced the legal architecture, enabling timely and effective responses to an evolving 
financial landscape. In parallel, the updated Bank Deposit Protection Law has further aligned 
Oman’s financial safety nets with international best practices, strengthening depositor confidence 
and reinforcing systemic stability.

To further support inclusive and sustainable growth, the CBO has issued circulars encouraging credit 
flows to productive sectors in line with Oman Vision 2040. New guidance on green finance is helping 
build resilience against climate-related financial risks, while the regulatory sandbox continues to 
foster safe financial innovation. Recent frameworks for digital and open banking are expanding 
competition, enhancing efficiency, and modernizing the financial sector.

The broader economy also continues to advance steadily along its diversification path, underscoring 
Oman’s long-term commitment to sustainable and resilient growth. Oil and gas remain an important 
pillar of the economy, but their global interconnectedness highlights the need for ongoing 
prudence in navigating external risks. These potential headwinds — whether from global slowdowns 
or heightened geopolitical tensions — are being met with foresight, adaptability, and sound policy 
measures.

Encouragingly, the strength of Oman’s financial system provides a robust anchor of stability. Stress 
tests confirm that the sector is well-positioned to withstand a wide range of macro-financial shocks, 
while continuing to serve as a reliable driver of economic activity. Confidence in this resilience is 
further reinforced by the latest Systemic Risk Survey, where stakeholders expressed strong trust in the 
adaptability and soundness of the financial system.

Taken together, these developments affirm that while global uncertainties persist, Oman’s financial 
sector is not only capable of weathering them, but also well-placed to actively support the nation’s 
growth trajectory and safeguard long-term stability. A strong and resilient financial system is vital to 
sustaining economic progress and mitigating future risks. The Central Bank of Oman remains fully 
committed to preserving financial stability through close oversight, proactive measures and the 
readiness to act decisively in response to emerging challenges.
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Oman Maintains Domestic Financial Stability 
Amid Escalating Geopolitical Uncertainty

Inflationary pressures that began in mid-
2021 started to ease in late 2024, prompting 
major central banks to adopt a more 
accommodative monetary stance. This shift 
helped alleviate existing vulnerabilities and 
reduced the risk of an imminent recession. 
The U.S. Federal Reserve implemented three 
rate cuts totaling 100 basis points between 
mid-September and the end of December 
2024 and The Central Bank of Oman (CBO) 
followed suit with a similar reduction in its 
policy rate. However, this easing has been 
partially offset by successive global shocks 
including trade disputes and escalation 
in geopolitical tensions particularly in the 
Middle East. These developments intensified 
the volatility in the commodity and financial 
markets while global value chains also came 
under scrutiny. Amid this fragility and policy 
uncertainty, the global growth is projected to 
decline in 20251. While inflationary pressures 
have moderated, the risk of renewed price 
spikes remains.

Despite a prolonged period of global shocks 
and intensifying geopolitical uncertainty, 
Oman’s financial system continues to 
exhibit resilience, supported by prudent 
fiscal policies and sound financial sector 
oversight. Looking ahead, the growing risk of 
prolonged geopolitical conflicts, increased 
oil price volatility, and the broader spillovers 
from a sluggish global economy could pose 
challenges to financial stability.

Systemic Risk Survey Indicated Steady 
Conf idence

The 2025 Systemic Risk Survey indicates 
sustained confidence in the Omani financial 
system, with only 10 percent of respondents 
rating short-term financial risk as high, up 
slightly from 2024, yet 77 percent still view it as 
low. Medium-term risk perceptions improved 
significantly, with high-risk concerns falling 
from 42 percent to 17 percent. Respondents 
identified insurance companies and mutual 
funds as the most vulnerable institutions, 
while commercial and specialized banks 
were viewed as the most resilient segments 
of the financial system. Key concerns remain 
around geopolitical tensions, oil price 
volatility, and the risk of a global market 
correction.

Composite Financial Stability Indicator 
Signals Continued Macro-Financial Strength

While capital market stability showed 
some volatility, the overall macro-financial 
landscape in Oman benefited from 
favorable economic conditions and prudent 
policy measures. Consequently, the financial 
system remained broadly stable in 2024, 
as reflected by the Composite Financial 
Stability Indicator (CFSI), which recorded 
an overall rating of 4.3 in 2024. This positive 
trend was largely attributed to the strong 
banking sector performance, improved 
debt sustainability and reduced systemic 
risk.

1  International Monetary Fund. (2025). World Economic Outlook: 
A Critical Juncture amid Policy Shifts. Washington, DC. April.
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Oman’s Banking Sector Demonstrates 
Resi l ience 

Over the past three years, global financial 
conditions have shifted markedly, initially 
driven by aggressive interest rate hikes from 
major central banks beginning in March 2022, 
followed by a gradual easing phase starting 
in September 2024. Despite these external 
headwinds, the banking sector remains 
firmly on a growth path, underpinned by 
its strong fundamentals and proactive 
regulatory oversight. Banks have continued 
to support the real economy, demonstrating 
sound asset quality with low levels of non-
performing loans and maintaining capital 
buffers well above regulatory requirements.
The results of solvency stress tests showed 
that the Omani banking system is resilient 
and can withstand an array of adverse 
macro-financial shocks. On the liquidity front, 
all banks maintained Liquidity Coverage 
Ratios (LCRs) above 100 percent regulatory 
threshold. The latest liquidity stress tests affirm 
that banks are well-positioned to withstand 
potential liquidity shocks.

Credit Conditions Survey Shows Cautious 
Credit Expansion  

The 2025 Credit Conditions Survey reflects 
broadly stable lending conditions. Despite 
slight easing in credit availability, the 
household credit demand declined in 2024, 
whereas the demand to corporate and SME 
credit remained strong.
Banks reported easing of credit terms for 
SMEs and mortgages, while applying tighter 
pricing to manage risk. Looking ahead, 
survey respondents expect credit expansion 
in sectors like mining, transport, and 
manufacturing, though lending standards 
will remain prudently measured.

Non-bank Financial Institutions (NBFIs) See 
Continued Growth, Though Systemic Impact 
Remains Limited

NBFIs in Oman remain small and less complex 
relative to the banking sector, underscoring 
the sector’s contained systemic relevance. 
Finance and Leasing Companies (FLCs) grew 
steadily in 2024, with financing portfolios 
expanding by 13.8 percent, driven by new 
lending permissions, but rising NPLs and 
short-term funding reliance signal growing 
credit and liquidity risks.

The insurance sector experienced a 
moderation in activity, with insurance 
penetration and density remaining broadly 
consistent with the historical trends. Although 
rising claims and lower investment returns 
pressured margins, the sector managed 
to maintain stable net profits, reflecting 
resilience in the bottom line.

Cyber Risk Remains a Vulnerability, the 
Continued Vigilance Is Key to Resilience

Amid growing digitalization of financial 
services, cyber threats have emerged as 
significant risks to operational continuity 
and public trust. Although Oman has not 
experienced any major cyber-attacks, the 
threat remains credible. In response, Oman’s 
Cybersecurity Strategy 2022–2025 focuses 
on enhancing infrastructure and protecting 
critical systems. The CBO continue to play 
an active role in reinforcing digital trust, 
closely monitoring cyber risks, and working 
to safeguard market integrity.
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Box 1.1: The Systemic Risk Survey Results – 2025

The Central Bank of Oman (CBO) conducts its annual Systemic Risk Survey (SRS) to 
evaluate perceptions and confidence levels surrounding the stability of Oman’s 
macro-financial system. The survey collects feedback from a diverse range of 
stakeholders, including representatives from banking and non-banking financial 
institutions, regulatory bodies, government agencies, and professionals in economics 
and finance. The findings presented here reflect responses obtained in February 2025. 
It’s important to note that the results solely reflect the responses of survey participants
and may not necessarily reflect the CBO’s perspective.

Shift in Risk Perception: Increased Short-Term Confidence Amid Growing Medium-
Term Uncertainty

In 2025, the perceived likelihood of a significant, high-impact adverse event affecting 
Oman’s financial system increased slightly compared to the previous year. This 
sentiment shift was largely attributed to heightened political tensions in the Middle 
East. Approximately 10 percent of respondents rated the short term risk of such an 
event the (within one year) as either ‘High’ or ‘Very High’, up from 7.7 percent in 2024. 
Despite this, a large majority—77 percent—assessed the risk as ‘Low’ or ‘Very Low’, 
indicating sustained confidence in short-term stability(Graph 1.1.1).

By contrast, the medium-term outlook (one to three years) showed more diverse 
views. Notably, 47 percent of respondents rated the risk as ‘Low’ or ‘Very Low’ in 2025, 
an increase of 27 percent in 2024. Meanwhile, the share assessing it as ‘High’ or ‘Very 
High’ declined significantly from 42 percent to 17 percent, highlighting increased 
uncertainty over time (Graph 1.1.2).
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Despite ongoing global supply chain disruptions and regional geopolitical tensions, 
respondents demonstrated a resilient outlook overall. In 2025, 26.7 percent of 
participants perceived a slight increase in risk likelihood compared to 19 percent 
in 2024. However, 66.7 percent believed the risk level had remained unchanged, 
suggesting a steady sentiment overall. Notably, the percentage of respondents 
indicating a decline in risk probability fell sharply from 39 percent in 2024 to only 6.7 
percent in 2025.

Stable Confidence in Oman’s Macro-financial system in 2025

The 2025 results underscore growing confidence in the resilience of Oman’s macro-
financial system, despite persistent geopolitical concerns and ongoing uncertainty. 
The percentage of respondents describing themselves as ‘very confident’ increased 
further to approximately 33, while 53 percent expressed a fair level of confidence 
in the system. Conversely, the proportion of respondents who described themselves 
as ‘just confident’ increased to about 13 percent in 2025, up from 4 percent in 2024. 
However, the share of those expressing no confidence remained zero(Graph 1.1.3).

Furthermore, 80 percent of respondents noted that their level of confidence remained 
unchanged, compared to 58 percent in 2024 (Graph 1.1.4).

Local Conventional Banks and FLCs are Viewed as the Most Solid Financial 
Intermediaries in 2025, While Insurance Companies, Mututal Funds, and Exchange 
Companies are Perceived as the Most Vulnerable to Adverse Shocks

Respondents were asked to assess the potential vulnerability of various financial 
institutions (FIs) to a hypothetical country-wide adverse event occurring in the near 
future. They were asked to classify each category of FIs into four vulnerability classes: 
high vulnerability, moderate vulnerability, low vulnerability, and very low vulnerability.

GRAPH 1.1.3
CONFIDENCE IN OMANI MACRO-FINANCIAL 
STABILITY

GRAPH 1.1.4
CHANGE IN CONFIDENCE IN OMANI MACRO-
FINANCIAL STABILITY
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Participants in the survey assessed the vulnerability of different financial institutions 
to potential systemic shocks. A majority perceived Oman’s financial institutions 
as exhibiting ‘moderate vulnerability’. Insurance companies were seen as most 
vulnerable, with 43 percent rating them as having ‘high’ or ‘very high’ vulnerability, 
followed closely by mutual funds and currency exchange companies, with 30 percent 
of the respondents ranking them similarly (Graph 1.1.5).

In contrast, local conventions banks were deemed relatively robust, with 46.7 percent 
of respondents categorizing them as having “low” or “very low” vulnerability. These 
results are consistent with the 2024 findings, which revealed similar risk perception 
patterns.

Unfavorable Oil price Movement, Geopolitical Risk and Global Stock Markets Crash in 
Oman are Apparent to be the Major Potential Distress Points in 2025

As part of the annual Systemic Risk Stability Survey, respondents were asked to assess 
the probability and potential impact of 20 adverse events on Oman’s financial system, 
using a scale from 1 (lowest) to 5 (highest). The expected impact for each event 
was calculated by multiplying the probability and impact scores assigned by each 
respondent, then averaging the results across all participants. The final expected 
impact scores ranged from 1 to 15.

Compared to 2024, the 2025 results reveal a slight decline in the average perceived 
probability and the impact of systemic risks. Specifically, the average probability score 
fell from 2.76 in 2024 to 2.72 in 2025, while the average expexted impact decreased 
from 3.28 to 3.19. Consequently, the average expected impact declined from 9.11 in 
2024 to 8.79 in 2025.

GRAPH 1.1.5
PERCEIVED VULNERABILITY OF FINANCIAL INSTITUTIONS TO ADVERSE SHOCKS
(PERCENT OF RESPONSES - 2025)
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GRAPH 1.1.6
EXPECTED IMPACT OF 20 HYPOTHETICAL EVENTS ON THE OMANI MACRO-FINANCIAL SYSTEM IN 2025
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This suggests a modest reduction in the perceived probability of systemic risks, though 
their potential consequences remain significant. This is particularly important given 
the ongoing regional geopolitical instability, which poses risks of broader economic 
disruptions. The uncertainty introduced by external factors, such as the realignment 
of global trade policies and projected declines in oil demand due to weaker global 
activity, continues to add pressure on Oman’s macro-financial resilience.

Consistently, “Unfavorable oil price movement” and “Geopolitical risk” emerged as 
the top two risks with the highest perceived systemic impact In both 2024 and 2025. 
However, “Global stock markets crash” rose in prominence, replacing among the 
top concerns for 2025. This shift likely reflects increased global financial volatility and 
deeper interconnectedness of Oman’s financial system with international markets.
These identified risks continue to present challenges in terms of effective risk management 
and mitigation strategies. While the overall perception of risk materialization has slightly 
eased, market participants remain cautious about the potential consequences should 
such events occur (Graph 1.1.6 illustrates the ranking of systemic risks for 2025).
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Systemic Risk Perception Matrix Classifies the Hypothetical Events into Five Levels of 
Expected Severity, Providing a Useful Guide to Omani Policymakers’ Agenda 

The Systemic Risk Perception Matrix for Oman’s macro-financial system, as shown in 
(Table 1.1.1), was developed using the average survey scores for both the probability 
of occurrence and the potential impact of hypothetical risk events. In the matrix, the 
rows categorize the likelihood of an event occurring, while the columns reflect the 
severity of the event should it materialize. This structure results in nine distinct matrix 
cells, which are used to classify twenty hypothetical events into five levels of expected 
severity. These severity levels range from “Very Low,” indicating highly unlikely events 
with limited impact, to “Very High,” representing probable events with significant 
systemic consequences.

To determine these classifications, the average scores for probability and impact were 
compared against percentile-based thresholds. Events with probability and impact 
scores below the 25th percentile were considered unlikely with an acceptable level 
of impact. In contrast, events with scores above the 75th percentile were deemed 
probable and associated with an unacceptable level of impact. Events falling between 
the 25th and 75th percentiles for both dimensions were categorized as possible, with 
a tolerable level of impact. Based on this year’s survey responses, the methodology 
identified the following cut-off values: (2.99 and 2.4) for probability, and (3.35 and 
2.97) for impact, delineating the thresholds used in the classification process.

Impact if Event Materializes

Acceptable
(Relatively Weak Impact)

Tolerable
(Moderate Impact)

Unacceptable
(Relatively Strong Impact)

Unlikely
(Relatively Low 

Probability)

VERY LOW
H;J;L;N;P;T

LOW
E;F;G;I;K;Q;R

MEDIUM
O;S

Possible
(Moderate 
Probability)

LOW MEDIUM HIGH

Probable
(Relatively High 

Probability)
MEDIUM

HIGH
A;M

VERY HIGH
B;C;D

TABLE 1.1.1: SYSTEMIC RISK PERCEPTION MATRIX  FOR THE OMANI MACRO-FINANCIAL SYSTEM IN 2025
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Based on the numbering system shown in (Graph 1.1.6), each of the twenty hypothetical 
systemic risk factors was mapped to the appropriate cell in the systemic risk perception 
matrix presented in (Table 1.1.1). This matrix captures respondents’ assessments of both 
the likelihood and severity of various potential risks to financial stability, serveing as 
a strategic tool for prioritizing risk mitigation, helping policymakers allocate attention 
and resources based on the perceived likelihood and potential impact of each risk. 
Among the identified events, three were identified as having a “Very High” expected 
severity:

• Unfavorable oil price movements
• Geopolitical risks
• Global stock market crashes. 

These risks are considered the most critical and require heightened attention from 
policymakers. In addition, two other risks-the deterioration in global output and trade, 
and a decline in profitability within Oman’s corporate sector-were perceived to have 
a “High” expected severity, underscoring the need for close monitoring and policy 
consideration. On the other end of the spectrum, six risks were viewed as having a 
“Very Low” expected severity:

• Disruption in Oman’s payment and settlement infrastructure
• Declines in real estate prices (residential and commercial)
• Reduced bank profitability
• Climate risk
• Funding difficulties at banks
• Loss of confidence in regulation

Although currently posing limited concern, these risks should remain to be monitored 
within the broader financial stability framework to ensure early detection of any shifts 
in sentiment or conditions.

Respondents Suggest Additional Emerging Risks that Could Impact the Omani Macro-
Financial System

Beyond evaluating predefined hypothetical risks, survey respondents were also invited 
to identify other potential risks that could affect the Omani macro-financial system 
but were not explicitly covered in the earlier section. The additional risks suggested by 
respondents were mainly challenges arising from the global transition toward green 
policies and volatility stemming from trade and market developments, such as tariff 
tensions. These insights provide valuable perspectives for enhancing the scope of 
systemic risk monitoring and ensuring that the overall framework remains adaptive to 
new and evolving threats.
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The stability of the financial system is vital for ensuring the efficient allocation of financial 
resources and fostering sustainable economic growth. Given the multifaceted nature 
of financial stability, its assessment typically relies on a combination of qualitative and 
quantitative indicators. To summarize the assessment of financial stability, the Central 
bank of Oman has developed a rating based Composite Financial Stability Indicator 
(CFSI)1. 

The CFSI is composed of five sub-indicators that collectively reflect the core 
dimensions of financial stability in Oman. These include: banking stability, systemic 
risk, debt sustainability, currency stability and capital market certainty. Each sub-
indicator consists of a set of relevant variables, which are individually rated on a scale 
from 1 (least stable) to 5 (most stable), based on regulatory thresholds, international 
benchmarks and expert judgement. 

The variable-level ratings are aggregated to form sub-indicator scores, which are then 
combined into the overall CFSI using predetermined weights that reflect the relative 
importance of each dimension. The composite indicator is calculated as follows:

CFSI=0.40BSI+0.10SRI+0.20DSI+0.20CSI+0.10CMI

Where: BSI is Banking Stability Sub-indicator; SRI is Systemic Risk Sub-indicator; DSI is 
Debt Sustainability Sub-indicator; CSI is Currency Stability Sub-indicator; and CMI is 
Capital Market Sub-indicator. The weighting scheme of sub-indicators reflect relative 
significance of each sub-indicator for financial stability.

The CFSI is calculated quarterly from 2008Q1 to 2024Q4, with the findings presented in 
(Graph 1.2.1). The results indicate a sustained stability in the macro-financial landscape 
during 2024. This favorable trend is primarily attributed to the ongoing improvement in 
operating conditions.

The banking sector sub-indicator demonstrates a robust performance, highlighting 
the strength and resilience of the banking sector with a rating of 4.08 as of 2024Q4 
(2023Q4: 4.04). The favorable operating conditions has resulted in improved asset 
quality and profitability for banks as compared to the previous year.

The rating of the systemic risk sub-indicator in 2024Q4 stood at 5 indicating the 
absence of any excessive risk-taking that could precipitate system-wide stress within 
the financial sector. Earlier the systemic risk sub indicator exhibited a rating below 3 
during periods of financial crises (2008-2009), low oil prices (2015-2019), and during the 
COVID-19 pandemic (2020).

Box 1.2: A Rating-based Composite Financial Stability Indicator

1 Al Jahdhami, N., & Farooq, M. (2023). A rating-based composite financial stability indicator. Central Bank of Oman.
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GRAPH 1.2.1
COMPOSITE INDICATOR OF FINANCIAL STABILITY
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The debt sustainability sub-indicator, which stood at 4.62 shows that the Omani debt 
sustainability has considerably improved in 2024Q4 as compared to 4.16 during the 
previous period due to accelerated repayment of external debt. The improvement in 
debt sustainability indicates a more manageable debt profile, stronger fiscal buffers, 
and reduced vulnerability to potential fiscal challenges. 

The currency stability sub- indicator continued to show a strong stability with a rating of 
4.32 during 2024Q4. The capital market stability sub indicator tends to be more volatile 
than any other sub-indicator included in the model as market-based indicators are 
fast to react to changing conditions. The rating of the Omani capital market stability 
indicator as of 2024Q4 stood at 3.57 as compared to a rating of 3.13 during 2023Q4. 
The increase is largely due to improvement in the financial sector beta. 

On an overall basis, the CFSI revealed positive trends largely due to favorable 
economic factors, with an overall rating of 4.3 as of 2024Q4.
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Box 1.3: Financial Culture-Related Behaviors in Oman – 2025 Survey Insights

As part of ongoing efforts to promote financial literacy in Oman, the Central Bank 

conducted a national survey to better understand the public’s financial awareness, 

attitudes, and behaviors. A sample of 169 individuals participated through the Bank’s 

official social accounts (LinkedIn and Instagram platforms). The survey shed light on 

how the respondents approach financial planning, saving, spending, and investing, 

thereby providing a snapshot of current financial culture.

One of the most promising findings was the strong advocacy for early financial 

education. The results show that around 39 percent favored teaching children about 

investment and commerce, while 36 percent preferred giving weekly allowances 

to encourage budgeting and responsible spending. Others suggestions included 

opening savings accounts for children or offering money only when needed. These 

views reflect a clear interest in preparing children for real-life financial responsibilities 

through practical learning approaches.

When it comes to personal financial stability, 67 percent of the participants strongly 

agreed that higher income improves financial security, while 23 percent somewhat 

agreed. However, the findings also highlight the importance of budgeting and 

planning, indicating that income alone is not seen as sufficient on its own. Despite this 

awareness, only 58 percent reported having a financial emergency plan in place, 

while 32 percent do not, and 10 percent had never considered the idea. These 

figures suggest an opportunity for greater public awareness about building financial 

resilience through structured planning.

Respondents expressed a range of financial goals for the year. About 46 percent plan 

to increase their investments, 30 percent aim to repay debts, and 24 percent hope to 

purchase property. These trends indicate a growing focus on wealth accumulation 

and long-term financial security.

Borrowing decisions are also approached thoughtfully by most respondents. Nearly 

half (47 percent) indicated that they prioritize the purpose of the loan, followed by 

other factors such as interest rate, loan size, and repayment period. This reflects a 

growing awareness of responsible borrowing and debt management.

In evaluating financial success, 45 percent of respondents reported measuring 

progress based on achieving specific financial goals. Others associated success with 

increased savings (30 percent) or reducing debt (25 percent). These responses reflect 

a goal-oriented mindset that is key to effective financial management.
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When respondents were asked how would they use a bonus while carrying credit 

card debt, 40 percent of them said they would split the amount between debt 

repayment and investment, 37 percent said they would fully repay the debt and 23 

percent would rather invest it all. Similarly, in a scenario involving the receipt of OMR 

10,000, 60 percent of the respondents said they would divide it between savings 

and business investment. The remaining responses were split across investing the full 

amount, saving it entirely, or waiting before making a decision. These answers reveal 

a tendency toward balanced and cautious financial decision-making.

Saving behavior presents a mixed picture.  While more than half of the respondents 

(56.7 percent) reported saving regularly, 25.9 percent indicated they do not save 

consistently. This inconsistent saving pattern could pose challenges during periods of 

financial stress. At the same time, the adoption of digital payment methods continues 

to rise, with 57 percent of respondents using bank cards, 29 percent using electronic 

payments and only 14 percent still relying on cash payments. These figures reflect a 

greater modernization in financial habits and a broader shift toward digital methods.

Despite signs of modernization, budgeting remains a challenge for a portion of the 

respondents. While 47.3 percent have indicated that they create monthly budgets, 

23.1 percent do not budget at all, leaving them vulnerable to financial risks. Spending 

is primarily tracked through SMS alerts (41.4 percent) and manual methods (22.5 

percent), with only 14.2 percent using financial applications. These findings indicate 

a need for greater outreach through awareness and promotion of digital financial 

tools that facilitate budgeting and expense tracking.

Income levels remain a limiting factor for many, as a significant portion of respondents 

earn less than OMR 1,000 per month. This financial constraint restricts access to 

advanced financial services and highlights the importance of tailored financial 

literacy initiatives. When seeking financial advice, 45 percent of respondents turn to 

family members for support with housing or personal loan decisions, while professional 

financial advisory services remain largely underused.

Overall, the survey revealed encouraging signs of prudent financial attitudes in Oman. 

Nearly 40 percent of individuals consistently allocate income toward emergencies, 

an equal share focus on long-term financial goals, and 46.3 percent actively avoid 

borrowing beyond their means. Together, these behaviors reflect a cautious and 

forward-thinking approach to money management among the population.
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OUTLOOK FOR FINANCIAL STABILITY

Domestic Finanical Conditions Remained 
Stable Amid Global Uncertainty

The global financial environment remains 
fragile amid persistent geopolitical tensions 
in the Middle East and Europe, and 
elevated trade policy uncertainty. Global 
growth projections have been revised 
slightly downward, reflecting weaker-than-
expected performance in advanced 
economies and a deceleration in global 
trade momentum1.

Although global inflationary pressures 
have generally eased following monetary 
tightening and stabilizing energy prices, 
inflation risks have not been fully contained. 
A renewed upswing in inflation could 
emerge from trade tensions, renewed 
supply chain disruptions, and rising shipping 
costs associated with recent geopolitical 
escalations, which may potentially impact 
global energy markets and trade routes. 

Despite these external headwinds, financial 
stability in Oman remains broadly intact. 
The banking sector is well-capitalized and 
maintains robust liquidity buffers, supported 
by prudent regulatory oversight. Fiscal and 
external positions have improved, driven by 
sustained fiscal discipline and favorable oil 
revenues. 

Nevertheless, the outlook is increasingly 
clouded by external uncertainties. 
Prolonged geopolitical tensions, oil prices 
volatility, and spillovers from weaker global 
growth could pose challenges to financial 
stability. Therefore, continued vigilance and 
proactive risk monitoring will be crucial to 

safeguarding financial stability in the period 

ahead. 

In 2025, S&Ps reaffirmed Oman’s investment-

grade credit rating at BBB- with a stable 

outlook, following the upgrade in September 

2024. Reflecting growing confidence in 

the Oman’s fiscal management, Moody’s 

also upgraded Oman to Investment grade 

in 2025. These assessments were driven 

by successful public debt rationalization, 

sustained fiscal discipline, and progress in 

economic diversification, all supported by a 

resilient financial sector. The positive ratings 

underscore the enhanced trust in Oman’s 

economic policies and its long-term growth 

prospects.

Despite notable progress in the diversification 

efforts, Oman remains heavily reliant on 

hydrocarbon revenues. Consequently, 

any protracted decline in oil prices could 

adversely affect fiscal and external balances 

and pose challenges to macro-economic 

and financial stability.

TABLE 2.1
MAJOR RATING AGENCIES IMPROVED OMAN’S 
CREDIT RATING

202520242023202220212020

BBB- 
(Stable)

BBB- 
(Stable)

BB+ 
(Stable)

BB
(Stable)

B+
(Stable)

B+
(Stable)S&P

BB+ 
(Stable)

BB+ 
(Stable)

BB+ 
(Stable)

BB
(Stable)

BB-
(Negative)

BB-
(Negative)Fitch

Baa3
(Stable)

Ba 1
(Positive)

Ba 1
(Stable)

Ba 3
(Positive)

Ba 3
(Stable)

Ba 3
(Negative)Moody`s

1 International Monetary Fund (2025). World Economic Outlook, 
April 2025. Washington, DC
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GRAPH 2.2
MSX (CLOSING AMOUNT)

GRAPH 2.1
PUBLIC SECTOR DEBT TO GDP

DEBT SUSTAINABILITY

High Oil Prices and Fiscal Discipline Ease 

Debt Pressures

Oman’s public debt saw a significant 

reduction, supported by fiscal surplus 

and stronger economic performance. By 

December 2024, total public debt had 

decreased to RO 14.4 billion (35 percent 

of GDP), marking a 5.6 percent decline 

from the previous year. This reduction was 

primarily driven by the government’s use 

of fiscal surpluses to prepay external debt, 

thereby improving its debt metrics (Graph 

2.1).

Owing to this policy, the external debt fell 

markedly by 11.7 percent to RO 10.0 billion 

(24.2 percent of GDP) in 2024, while domestic 

debt rose by 11.6 percent, reaching a total 

of RO 4.4 billion (10.8 percent of GDP). 

The increase in domestic debt was mainly 

due to higher issuance of treasury bills and 

government sukuk. As a result, the share of 

external debt in total public debt dropped to 

69.2 percent in December 2024, down from 

74.0 percent in December 2023. This debt 

reduction, largely funded by oil revenue 

windfalls, has strengthened Oman’s fiscal 

space and improved its resilience to any 

external shocks. 

ASSET VALUATIONS

Muscat Stock Exchange Advances Amid 
Extenal Challenges 

During 2024, the MSX-30 index recorded a 
modest growth of 1.4 percent (Graph 2.2). 
Meanwhile, the MSCI GCC Index rose slightly 
by 0.4 percent, with other GCC stock markets 
posted a wide range of returns—from a 
decline of 2.4 percent in the Qatar General 
Index to a strong 27 percent increase in 
Dubai’s DFM General Index. Notably, two 
IPOs, OQ Exploration and Production (OQEP) 
and OQ Base Industries (OQBI), expanded 
market breadth, reinforcing investor interest 
and supported index gains.

Despite the positive movement in the index, 
trading volumes declined by 22.94 percent 
in December 2024 compared to the previous 
year, reflecting a generally cautious investor 
sentiment amid tight global financial 
conditions and market participants awaited 
greater clarity on the external economic 
outlook. This decline also suggests that while 
market valuations improved, overall liquidity 
and turnover remained under pressure due 

to prevailing uncertainty. 
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GRAPH 2.4
POPULATION INDICATORS
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Looking ahead, the MSX is expected to 

face a complex landscape shaped by 

global economic conditions. While the 

IPO momentum in 2024 has laid a solid 

foundation for future growth, sustaining this 

trajectory will require continued market 

reforms, enhanced investor engagement, 

and stable macroeconomic conditions. 

A recovery in trading activity and broader 

investor confidence will require improved 

clarity in the global outlook and ongoing 

efforts to deepen market infrastructure. 

GRAPH 2.3
STOCK MARKET EXPOSURE OF BANKING SECTOR
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Modest Equity Exposure Shielded Banks from 

Market Volatility

The banking sector in Oman maintained 

conservative equity portfolios throughout 

2024. Banks’ investment in listed shares 

accounted for just 1.1 percent of their total 

risk-weighted assets and 5.8 percent of their 

regulatory capital (Graph 2.3). The overall 

low exposure ensured that the banking 

sector remained largely insulated from the 

direct effects stock market index fluctuations. 

Nevertheless, banks remain indirectly 

exposed through lending secured by listed 

securities or extended for the purpose of 

equity investment. Prolonged weakness in 

the stock market may also reflect broader 

business sentiment, which could affect the 

performance of banks’ lending portfolios.   

Oman’s Demographics, including the 

Growing Domestic Population and Returning 

Foreign Workforce, Supports the Real Estate 

Market  

Unlike trends in several advanced 

economies, Oman’s real estate market has 

been on a recovery path since the end 

of the COVID-19 pandemic, supported 

by improving economic conditions. The 

rebound in population over the past three 

years, particularly the return of expatriate 

workers since the end of COVID restrictions 

in late 2021 has significantly supported 

the sector. The expatriate population, a 

key driver of demand for rental properties, 

increased by 31 percent between 2020 

and 2024 (Graph 2.4). Simultaneously, a 

rise in Omanis entering the workforce amid 

economic recovery, has further reinforced 

demand for residential real estate.
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GRAPH 2.6
VALUE OF PROPERTY TRADED

As a result of these demographic shifts and 
economic improvements, the residential 
real estate index, which had declined in 
2021, rose by 6.8 percent between 2021 and 
2024 (Graph 2.5), although in 2024, the index 
slightly declined by 1.24 percent. Moreover, 
property transactions surged in 2024, with 
the average value of properties traded rising 
by approximately 30 percent compared to 
2023. This reflects growing momentum and 
activity in Oman’s domestic real estate 
market (Graph 2.6).  

Overall, the recovery of the real estate 
sector   in Oman is underpinned by solid 
fundamentals, and no imminent correction 
in real estate prices is anticipated. 

REAL ESTATE EXPOSURE AND MORTGAGE 
LENDING

Omani Banks’ Real Estate Exposure is 
Concentrated in Residential Mortagages

The banking sector’s direct exposure to real 
estate constitutes approximately 23 percent 
of total credit, while indirect exposure, mainly 
lending to other sectors secured by real 
estate collateral, accounts for 8.7 percent 
(Graph 2.7). Residential mortgages represent 
the largest component, compromising 17.8 
percent of total lending (Graph 2.8). These 
exposures are generally considered lower 
risk due to their structure features, which 
includes fixed rate loan, income-based 
lending criteria, and full collateralization by 
real estate assets. 

Commercial real estate exposures, which 
are more sensitive to cyclical valuation 
and refinancing risks, remain modest at 
3.8 percent, helping to contain broader 

systemic vulnerabilities. 

GRAPH 2.7
BANK’S REAL ESTATE FINANCING & EXPOSURE
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GRAPH 2.8
RESIDENTIAL HOUSING LOANS
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Household Indebtedness

Net Households Debt to the Banking Sector 

Declines As Deposit Growth Outpaced 

Lending Growth

Lending to households grew by 4.5 percent 

in 2024 (2023: 4.8%; 2022: 2.8%), reaching 

RO 11.9 billion and accounting for around 

36.9 percent of total bank lending. The 

2024 Credit Conditions Survey indicated 

an improved outlook of household credit 

demand in 2025. Despite this, net households 

borrowing (borrowing minus deposits) 

declined by 36 percent in 2024 due to a 

faster rise in household deposits, which grew 

by 12.6 percent, up from 4.6 percent the in 

previous year (Graph 2.9). 

The household indebtedness relative to non-

oil GDP increased to 42.6 percent in 2024, 

up from 41.1 percent in 2023, yet remained 

broadly consistent with historical average 

(Graph 2.10). While elevated debt levels 

can increase household vulnerability to 

economic shocks and collateral quality 

deterioration, the associated risks have 

remained contained. 

Credit Quality of Household Lending Portfolio 

Remaind Intact, Underpinned by Prudent 

Regulations and Sound Borrower Profiles

Prudent regulatory frameworks coupled 

with rigorous underwriting standards have 

ensured that banks’ household lending 

remains predominantly concentrated 

among creditworthy borrowers. Furthermore, 

the prevalence of fixed-rate personal 

loans mitigates repayment risks, preserving 

affordability despite fluctuations in interest 

rate. 

GRAPH 2.9
HOUSEHOLD DEPOSITS AND BORROWING
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The resilience of the sector is further 
supported by the strong creditworthiness of 
borrowers. The majority of household debt is 
held by individuals with sound credit histories. 
Resultantly, the NPL ratio for personal loans 
declined further to 2.12 percent in 2024 
(Graph 2.11). 

CORPORATE INDEBTEDNESS

Conservative Corporate Indebtedness 
Underpins Financial Stability

In 2024, the banking sector’s lending to 
private non-finanical bussinesses expanded 
by 8 percent, reaching RO 11.7 billion by year 
end. Nevertheless, the leverage (measured 
as total liabilities to total assets) of listed non-
financial firms remains low, signifying that 
their balance sheets are fundamentally 
sound (Graph 2.12). 

Excessive corporate leverage can amplify 
the transmission of economic shocks leading 
to contagion effects and heighten systemic 
risks. Therefore, the current conservative 
level of corporate indebtedness is a positive 
factor for maintaining financial stability.  

BUILD-UP OF SYSTEMIC RISKS

Credit Growth in the Private Sector Has 
Picked Up, Without Signaling Undue Risk-
taking

The private sector credit-GDP Gap, defined 

as the deviation of private sector Credit-to-

GDP ratio from its long-term trend, is a key 

indicator for assessing excessive credit growth 

and serves as a primary guide for determining 

the Countercyclical Capital Buffers (CCYB). 

In Oman, the post-COVID GDP recovery has 

outpaced credit expansion, resulting in a 

negative credit-to-GDP gap, which indicates 

that credit growth did not keep pace 

with economic activity (Graph 2.13). 
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Although tighter financial conditions may 

increase vulnerabilities within segments of 

the NBFI sector, the limited scale of bank 

exposures suggest that associated risks to 

the banking sector remain contained. 

CREDIT CONCENTRATION

Concentration in Lending Portfolio Exposes 

Banks to Sector-specific Risks

Personal loans remained the largest 

segment of banks’ lending portfolios, 

comprising about 36.9 percent at the end 

of 2024. This is followed by credit extended 

to the services sector (10.2%), construction 

(8.4%) and manufacturing (7.1%) as shown 

in (Graph 2.14). While the distribution has 

remained broadly stable, the high exposure 

to specific sectors highlights concentration 

risks, particularly under sector-specific stress 

events.

Despite the large share of personal loans, 

the segment has maintained a relatively 

low NPL ratio of 2.1 percent. Conversely, the 

construction sector recorded the highest 

NPL ratio, at around 18 percent, reflecting 

ongoing stress in this sector. Though the 

sector is expected to benefit from large-

scale infrastructure projects (e.g. Sultan 

Haitham City, the UAE-Oman railway 

project), execution delays or funding 

challenges could prolong the asset quality 

deterioration. 

As of December 2024, loans extended 

to the five largest groups of borrowers 

totaled around RO 1.5 billion, representing 

about 4.7 percent of the overall lending 

portfolio. Prima facie it appears to be 

significant concentration, however, these 

Although GDP growth remained modest in 

2024, the credit to GDP gap continued to 

reflect subdued credit conditions, with no 

signs of excessive lending or systemic credit 

risk. Consequently, the CBO maintained 

CCyB at zero percent.  

Bank Lending to Nonbank Finanical 

Institutions Remains Contained

Bank exposure to nonbank financial 

institutions (NBFIs) offers insight into potential 

systemic linkages through leverage and 

interconnectedness. Lending to FLCs, which 

had rebounded in recent years, grew further 

by 12 percent in 2024. Despite this, exposures 

to FLCs remain modest, accounting for 

approximately 2 percent of total bank credit. 

Lending to pension funds continues to 

be negligible remaining close to zero in 

2024. However, deposits from pension fund 

constituted 8.7 percent of total deposits 

in 2024, while deposits from FLCs and 

insurance companies accounted for 0.3 

percent and 1.2 percent, respectively. 
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large borrowers’ groups are generally 

well-diversified, which mitigates the risk of 

simultaneous default across all entities within 

a single group (Graph 2.15).

Modest SME Credit Share Amid Continued 

Growth

Lending  to small and medium-sized 

enterprises (SMEs) recorded a notable 

increase of 12.8 percent during 2024, 

reflecting continued support for this critical 

segment. However, SME credit still accounts 

for only 3.1 percent of total banking 

sector credit, suggesting scope for further 

expansion and financial inclusion. The 2025 

Credit Conditions Survey illustrates that 

non-price conditions remained steady in 

2024 with further easing of lending policies 

anticipated for 2025 (Refer to Box 2.3: Credit 

Conditions Survey)

                  

FUNDING CONCENTRATION

Savings Surged as Households Deposits 

Increased

Private sector deposits, accounting for 

around 66 percent of total deposits, 

increased by 8.5 percent in 2024. Household 

deposits, which form the bulk of private 

sector deposits, grew by 12.6 percent (RO 

1.2 billion) during the year. (Graph 2.16). 

Deposits from public sector entities 

(PSEs) recorded a 16 percent rise (RO 

425 million), underpinned by improved 

financial performance across state-owned 

enterprises. Deposit concentration from 

government and PSEs remained elevated, 

approaching pre-pandemic levels. As of 

December 2024, government deposits 

constituted 22 percent of total deposits and 

32 percent when including PSEs. This level of 

concentration highlights a structural reliance 

on a limited number of large depositors, 

which could amplify funding risks during 

periods of stress.  

Banks’ Reliance on Wholesale Funding 

Remained Low as Net Non-resident Liabilities 

of the Banking Sector Further Decline 

Non-resident funding continues to 

represent a relatively small portion of the 

banks’ overall balance sheets, reflecting 

the sector’s dependence on more stable 

domestic deposits. In 2024, the net foreign 

liabilities of banks remained negative, 

extending the trend from the previous year. 
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This decrease primarily attributed to (i) 
increased investments by banks in foreign 
T-bills due to their excess FX liquidity and 
attractive yields on foreign T-bills, and (ii) 
reduced external borrowing due to high 
cost of external financing (Graph 2.17).

CREDIT RISK

Asset Quality of the Banking Sector Remains 
Strong 

Credit risk, a core component of financial 
stability, remains contained in the Omani 
banking sector. Risk-weighted assets arising 
from credit exposures continue to account 
for over 90 percent of total risk-weighted 
assets. Overall, asset quality remains robust, 
supported by low NPL ratios and adequate 
provisioning. 

As of end-2024, the gross NPLs rose modestly 
to RO 1.45 billion, up from RO 1.36 billion 
in 2023. This translated into an NPL ratio of 
4.49 percent of total loans, compared to 
4.50 percent a year earlier (Graph 2.18). The 
increase was largely due to a rise in NPLs 
in the construction sector.  Nevertheless, 
the banks’ overall provisioning and capital 
buffers remain adequate. Net NPLs after 
accounting for provisons remained stable 
at 1.38 percent, underscoring the sector’s 
ability to absorb potential losses (Graph 
2.19). 

Provisioning remains prudent, with NPLs 
adequately covered by stage 3 provisions at 
around 70 percent and by total provisions at 
122 percent, offering a strong buffer against 
future credit losses. 

A decline in Stage 2 Loans Indicate an 
Improvement in Asset Quality

An improvement was observed in Stage 2 
loans, which declined by RO 730 million in 
2024  since the year 2021 with a Stage 2 to 
gross loans standing at 15.3 percent in 2024. 

GRAPH 2.19
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The decline reflects the normalization of 
credit risks as economic conditions continue 
to recover post-pandemic (Graph 2.20). 

Restructured loans increased by 1.7 

percent in 2024, reaching RO 3.4 billion and 

accounting for 10.5 percent of total loans 

(Graph 2.21). The increase reflects lingering 

stress in select segments despite broader 

improvements in credit conditions. While 

the rise warrants close monitoring, it remains 

within managable levels and does not pose 

a systemic concern given the banks’ strong 

capital and provisioning buffers.

At present, there are no material signs of 

distress in loan quality across economic 

sectors. However, pockets of vulnerability 

remain, particularly in sectors facing 

structural challenges. Continued vigilance 

and strong risk management will be essential 

to preserve asset quality. 

LIQUIDITY RISK

Banking Sector Maintained Ample Liquidity 

Buffers Amid High Interest Rate Enviroment

Liquidity indicators remained robust in 2024. 

The lending ratio, which measures the 

proportion of loans to deposits and capital 

base, stood at 79 percent, well below the 

regulatory ceiling of 87.5 percent highlighting 

ample room for credit expansion without 

starining liquidty. Similarily, both LCR and 

NSFR remained comfortably above the 100 

percent regulatory minimum, at 190 percent 

and 118 percent, respectively (Graph 

2.22). These levels collectively undersore 

the sector’s strong liquidity position and its 

ability to meet both short and medium term 

obligations. 

GRAPH 2.22
PRUDENTIAL LIQUIDITY INDICATORS
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GRAPH 2.21
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Liquidity stress testing results confirmed 

the resiliance of banks to severe liquidity 

shocks, including large deposit withdrawls 

and incresed haircuts on liquid assets (See 

section 3: Resiliance of the banking system)

Reflecting the prevailing high interest rate 

enviroment, average daily excess cash 

reserves in the banking system declined to 

RO 286 million in 2024, down from RO 374 

million in 2023. Net average daily excess 

reserves (excluding Repo and swaps) stood 

at RO 264 million, compared to RO 291 million 

a year earlier (Graph 2.23). Looking ahead, 

while liquidity buffers remin strong, banks are 

expected to further strengthen their internal 

liquidity risk management frameworks in 

anticipation of potential external shocks 

and funding volatility. 

MARKET RISK

Foreign Exchange Risk Remains Contained 

Under Prudent Regulatory Framework

Banks are permitted to maintain net foreign 

exchange exposures of up to 40 percent 

of their tier 1 capital. Banks’ in Oman 

have consistently maintained their foreign 

currency exposures well below this ceiling 

(Graph 2.24). Historically, bank’s FX exposures 

have remained below 20 percent of tier 1 

capital, underscoring their conservative 

approach to currency risk. 

At end of 2024, the aggregate foreign 

exchange exposure stood at 17.01 percent 

of tier 1 capital, compared to 8.06 percent in 

2023. Since the Omani Rial is pegged to the 

US dollar and most GCC currencies share 

similar pegs, exposures denominated in USD 

(and other USD-pegged currencies) do not 

entail any meaningful FX risk. The effective 

FX exposure (in Non-USA and other non-

pegged currencies) was even lower, at just 

2.10 percent of tier 1 capital in 2024. 

This low level of FX exposure reduces the 

banking sector’s vulnerability to volatility 

in global currency markets. It also provides 

a buffer against potential exchange rate 

misalignments in stress scenarios. The 

combination of a credible exchange rate 

peg and conservative foreign currency risk-

taking limits the exposure of the banks which 

enhances confidence in the sector and 

contributes to the overall macro-financial 

stability of the Omani economy. 

GRAPH 2.23
EXCESS RESERVES AND REPO VOLUMES
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Impact of Fed Rate Cuts on Domestic 
Lending Conditions Yet to be Fully Reflected

Following 11 hikes from March 2022 to July 
2023, the U.S. Federal Reserve cut rates three 
times, bringing them to 4.25-4.50 percent by 
December 2024. In line with these changes, 
the CBO also reduced its policy rate thrice, 
bringing it down to 5.00 percent.

Owing to this, the overnight Rial Omani 
interbank lending rate declined to 4.46 
percent in December 2024 from 5.42 percent 
in December 2023. However, the effects of 
the monetary easing have not yet been 

GRAPH 2.26
PROFITABILITY OF THE BANKING SECTOR
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GRAPH 2.25
CREDIT AND DEPOSIT RATES (RO PORTFOLIO)
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fully transmitted to lending & deposit rates. 
The weighted average interest rate on 
RO deposits declined to 2.55 percent 
in December 2024, from 2.64 percent in 
December 2023, while the lending rate 
increased to 5.64 percent from 5.51 percent 
during the same period (Graph 2.25).

The fed held rates steady till mid-2025, 
signaling a more cautious stance amid 
heightened uncertainty. Notwithstanding 
the pause, the Federal Open Market 
Committee expects two rate cuts in 2025. 
Persistent uncertainty in global monetary 
policy may weigh on credit growth in Oman 
and should be closely monitored from a 
macroprudential standpoint. 

BUFFERS – PROFITABILITY AND SOLVENCY

Amid Favorable Operating Conditions, 
Banks Continued to Record Solid Profitability 
Metrics

In 2024, the banking sector sustained its 
strong financial performance, with pre-tax 
profits reaching RO 632 million an increase 
from RO 503 in 2023 (Graph 2.26). Return 
on Assets and Return on Equity remained 
stable and in line with historical patterns. 

The increase in profitability was primarily 

driven by a decline in provisions and write-

offs by RO 105 million and an increase in net 

interest income by RO 88 million.    

Strong Capital Buffers Reflect Banks’ 

Resiliance Against Potential Shocks

Banks in Oman maintained sound 

capitalization levels, well above the 

regulatory minimum of 13.5 percent. This 

reflects the robust capital position of the 

sector. Overall capital adequacy, as 

measured by the CRAR remained strong, 
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GRAPH 2.27
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which stood at 18.2 percent in 2024. 

This continued strength in capital buffers 

enhances confidence in the banking 

sector’s capacity to absorb potential shocks 

and support financial stability. 

The stress testing exercise (Section 3: 

Resilience of the Banking Sector) shows that 

the banking system remains resilient to various 

stress scenarios. Even when severe credit and 

market shocks are applied, domestic banks 

remain solvent with a comfortable level of 

system-wide CRAR that exceeds regulatory 

requirements.

EMERGING RISKS TO FINANCIAL STABILITY

Climate-related Risks are Gaining 

Prominence, both Globally and Locally

Climate change has become a growing 

source of structural risk to global financial 

stability. Delays in mitigation and adoption 

efforts are increasing the vulnerability 

of financial systems worldwide. Limited 

fiscal space and constrained access 

to international finance, hinders critical 

investments in resilient infrastructure, energy 

transition and disaster preparedness. 

As physical risks such as extreme weather 

events intensify (Graph 2.27), and as transition 

policies and technologies evolve, financial 

markets may experience sharp changes in 

asset repricing, rising insurance costs, and 

credit deterioration in exposed sectors. 

Moreover, supply chain disruptions driven 

by climate shocks could amplify global 

contagion channels, with potential spillovers 

into capital flows, commodity markets, and 

debt sustainability. The rising frequency of 

these risks could intensify systemic risks across 

the globe, weakening the overall financial 

stability stance. This underscores the urgency 

of global integration of climate related 

risks in financial policies and supervision 

frameworks. 

In Oman, while Climate Shocks have not yet 

Caused Material Financial Disruptions, the 

Financial Sector remains Exposed to Long-

Term Risks arising from the Transition to a low-

Carbon Economy

Although Oman has not experienced 

significant climate-induced financial 

disruptions to date, the country remains 

exposed to physical risks arising from rising 

temperatures and extreme weather events 

such as cyclones and flash floods. These 

events pose potential threats to critical 

infrastructure, economic productivity and 

insurance sector. The increasing severity 

and frequency of such events may impact 

asset valuations, damage collateral, and 

elevate underwriting and operational risks 

for financial institutions.

In addition to physical risks, transition risks 
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are also emerging as global efforts toward 

decarbonization accelerate. Oman’s 

hydrocarbon reliant sectors may face 

tightening international environmental 

regulations, carbon pricing adjustments, and 

shifting investor sentiment. These pressures 

could lead to a revaluation of carbon-

intensive assets and weaken the credit 

profiles of affected corporates, particularly 

if banks lack granular data to assess their 

exposures. The absence of climate scenario 

analysis across the banking sector further 

compounds the vulnerability to abrupt 

changes in policy or market expectations. 

To address these risks, the CBO has taken 

several proactive steps. Preliminary guidance 

on climate risk management was issued 

in 2021, encouraging banks and FLCs to 

integrate environmental considerations into 

their risk frameworks. In 2023, CBO mandated 

all banks to submit implementation plans 

by June 2025 and begin disclosing climate-

related risks and practices starting from the 

2026 financial year onwards. The CBO has 

also initiated collaboration with national 

environmental bodies to support the 

classification of banks and borrowers by 

GRAPH 2.28
GLOBAL CYBER EVENTS
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energy intensity. These measures reflect a 

growing supervisory commitment to embed 

climate risk into financial stability oversight. 

Cybersecurity Risks Represent Significant 

and Fast-Rising Source of Vulnerability

Given the rapid digitization of financial 

services, financial  institutions face 

heightened exposure to cyber threats, 

which can lead to operational disruption, 

reputational damage, and a systemic loss of 

confidence. Nonetheless, global data from 

the center for Cybersecurity at the University 

of Maryland shows a sharp decrease in cyber 

incidents. However, the cyber incidents 

targeting financial institutions remained 

13.8 percent (2023: 13.3%) of the total cyber 

events in 2024 (Graph 2.28). 

Although Oman has not experienced 

a major cyber event, the potential for 

cross border contagion or third-party 

provider compromise remains a material 

risk, particularly for smaller institutions with 

weaker cyber defenses.
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Box 2.1: Islamic Banking in Oman

In the Sultanate of Oman, the Islamic banking sector comprises two standalone 
Islamic banks and five Islamic banking windows. This sector has demonstrated notable 
growth since its inception in 2012. The significance of Islamic banking is on the rise as 
it progressively gains a larger market share. By December 2024, Islamic banking assets 
accounted for 19.3 percent of the total banking sector assets, up from 17.6 percent in 
December 2023 (Graph 2.1.1). 

With a growth of 16.7 percent during the year, total Islamic banking assets reached 
RO 8.3 billion at the end of 2024. This expansion in total assets is predominantly driven 
by the financing activities, which grew by 14.1 percent during 2024. Similarly, on the 
funding side, total deposits increased by 21.3 percent in 2024 (Graph 2.1.2).   

This significant growth in deposits has led to a marginal drop in the financing to deposit 
ratio, which decreased to 102.4 percent at the end of December 2024, compared to 
108.9 percent in the preceding year. Furthermore, the sector maintains robust solvency, 
with a capital adequacy ratio of 15.0 percent as of December 2024, exceeding the 
regulatory requirement of 13.50 percent. 

Credit Risk, as measured by asset quality indicators, remains well managed with a 
proportional increase in the non-performing financing (NPF) ratio, which rose to 2.9 
percent in December 2024 from 2.8 percent in 2023 (Graph 2.1.2).  The corporate 
sector accounted the majority of financing flows, contributing 63.6 percent as of 
December 2024. The household/retail sector made up 33.2 percent, followed by Small 

and Medium sized enterprises at 3.0 percent. 

GRAPH 2.1.1
ISLAMIC BANKING ASSET GROWTH & MARKET SHARE

GRAPH 2.1.2
GROWTH  IN DEPOSITS, FINANCING AND NPF
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In terms of the mode of financing, the participatory mode – consisting of Diminishing 

Musharaka and Wakala Bil Istithmar – continued to dominate the flow of financing, 

contributing 53.5 percent and 21.4 percent, respectively. The share of Ijara was 12.9 

percent, followed by Murabaha at 10.0 percent.

The Net profit (before tax) of the sector witnessed a notable growth of 16.1 percent 

over the year. Moreover, the Return on Assets (ROA) and Return on Equity (ROE) of 

the sector marginally declined in Q4-2024, which stood at 0.97 percent (Q4-2023: 

1.1 percent) and 8.1 percent (Q4-2023: 8.5 percent), respectively (Graph 2.1.3). The 

prudential liquidity indicators signify a robust liquidity position of the sector. As of 

December 2024, the Liquidity Coverage Ratio (LCR) dropped to 145.5 percent (2023: 

159.8 percent), well above the regulatory requirement of 100 percent. The Net Stable 

Funding Ratio (NSFR) also declined to 118.7 percent, compared to 125.6 percent 

in 2023, but remained comfortably above the regulatory threshold of 100 percent 

(Graph 2.1.4).

Overall, Islamic banking sector, has shown significant growth and made substantial 

contributions to new financing and deposit growth in the banking market since its 

inception. 

GRAPH 2.1.3
PROFITABILITY OF IBEs

GRAPH 2.1.4
ISLAMIC BANKING LIQUIDITY INDICATORS
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GRAPH 2.2.1
AGGREGATE VALUES & VOLUMES 

GRAPH 2.2.2
RTGS VALUES & VOLUMES (CBO OPERATED)
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Box 2.2: Overview of Payment and Settlements Activities

 Payment Activities Shows Growth Shifts and Digital Adoption

The aggregate financial transaction volume maintained its upward trend in 2024, 

growing by 31.8 percent, attributed to a broader adoption of digital payments and 

stronger economic participation. Additionally, aggregate transaction value rose 

by 14.3 percent, signaling a higher proportion of small-value transactions within the 

financial system. This trend may be attributed to increased business activity, higher-

value retail payments, or greater reliance on digital financial services (Graph 2.2.1).

In contrast, Real-Time Gross Settlement (RTGS) transaction volumes, which facilitate 

high-value interbank transfers, exhibited fluctuations over recent years. Both 2023 and 

2024 recorded a decline in RTGS volumes, suggesting a shift towards consolidated 

processing methods for high-value transactions or alternative settlement solutions. 

Despite fewer transactions, the total value processed increased by OMR 30.6 billion, 

reflecting higher-value transactions per payment. This development may be linked 

to economic expansion, increased corporate activity, or larger interbank settlements 

(Graph 2.2.2).

These divergent trends-rising aggregate transaction activities alongside declining 

RTGS volumes but rising values-highlight the evolving structure of payment systems 

and reinforce the importance of ongoing innovation in financial infrastructure to 

support stability and efficiency.
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Continued Expansion of Retail E-Payments Signals Growing Digital Adoption

The share of retail electronic payments within the financial system continued to rise 

in 2024, indicating a broader adoption of digital financial services. The number of 

retail transactions grew significantly by 31.9 percent, reflecting greater consumer 

participation in digital payments and an increase in daily transaction volumes. 

Total transaction value within retail systems increased by 11.9 percent, suggesting 

stronger economic activity in consumer markets, more digital transactions, and 

improved financial inclusion (Graph 2.2.3). This growth also complements the ongoing 

consolidation in RTGS systems, meeting both consumer and corporate financial needs.

Automated Clearing House (ACH) transactions saw strong growth, with volume 

increasing by 41.6 percent. However, the value grew by a more moderate pace of 

17.8 percent, indicating smaller average transaction sizes. This trend suggests broader 

adoption of ACH services by individuals and institutions for low-to-medium value 

payments, particularly bulk transactions such as salary disbursements.

Both the volume and value of OmanNet transactions rose by 31.2 percent and 18.6 

percent, respectively which highlights a growing consumer reliance on electronic 

payments, likely fueled by the increased use of cards and digital platforms.

In contrast, Electronic Cheque Clearing (ECC ) transactions remained flat in terms of 

volume, with a slight decline of 0.07 percent in value. This signals a gradual shift away 

from cheque-based payments toward more efficient digital alternatives, in line with 

global and domestic trends.

GRAPH 2.2.3
RETAIL PAYMENT SYSTEMS VALUES & VOLUMES 
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GRAPH 2.2.4
RETAIL PAYMENT SYSTEMS VALUES & VOLUMES
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GRAPH 2.2.5
OMANNET LOCAL TRANSACTION VOLUME 
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The Mobile Payments Clearing and Switching System (MPCSS) posted the strongest 

growth among all systems, with volume surging by 318.6 percent and value by 223.5 

percent. This explosive rise, driven by mobile and instant payment solutions, reflects 

evolving consumer behavior and growing trust in digital infrastructure. However, it also 

underscores the need for robust cybersecurity and regulatory safeguards to maintain 

financial system integrity.

The rapid expansion of OmanNet and MPCSS indicates a significant transition to 

cashless payments. This shift supports financial stability by reducing dependency 

on physical cash and promoting efficient digital ecosystems. Along with ACH, both 

systems are key enablers of digital transformation, supporting Oman’s strategic push 

toward digital financial services (Graph 2.2.4).

ATM transactions experienced a decline in both usage and value. The total ATM 

transaction value in 2024 was OMR 4.1 billion, with transaction volume decreasing 

by 8.6 percent. This trend also reflects a move away from cash withdrawals toward 

digital and contactless payment methods. The contraction in ATM usage is consistent 

with broader trends of reduction in cash dependency and increase in operational 

efficiency for banks (Graph 2.2.5).

This is also confirmed by the surge in Point of Sale (POS) transactions which rose by 44.8 

percent, demonstrating strong consumer adoption of card-based and contactless 

payments at physical retail locations. The total POS transaction value reached OMR 

3.4 billion in 2024, signaling rising digital readiness among retailers and increased 

confidence of users in secure, traceable payment systems.
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GRAPH 2.2.6
TOTAL CHEQUES PRESENED FOR CLEARING AND 
PERCENTAGE OF UNPAID CHEQUES
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0

2

4

6

8

10

12

14

0

10

20

30

40

50

2020 2021 2022 2023 2024

THOUSANDS PERCENT

Moreover, E-commerce transactions increased modestly by 1.5 percent, indicating 

steady digital shopping activity. The total e-commerce transaction value reached 

OMR 1.4 billion, reinforcing its continued importance in the digital economy. While 

growth in this area was moderate, it reflects stability in online purchasing trends and 

supports ongoing digital transformation efforts.

Across all transaction types, the total number of transactions rose by 32.1 percent, 

with an overall transaction value of OMR 8.9 billion. This substantial increase reflects 

expanding usage of digital payment systems, improved financial access, and greater 

economic participation. It also aligns with national objectives to enhance financial 

stability through digital innovation, reduce cash reliance, and improve oversight 

through traceable transactions.

To sustain these gains, financial authorities should continue monitoring risks related 

to fraud, cybersecurity, and digital inclusion while supporting fintech innovation and 

regulatory improvements.

Decline in Unpaid Checks Bodes Well for Reduced Payment Risks

The continued decline in unpaid cheques and non-sufficient funds incidents reflects 

improvement in payment reliability and stronger financial discipline. However, 

technical errors such as stale cheques and early payments-have shown a slight 

increase, highlighting areas for further improvement in payment system efficiency. 

Total cheques presented for clearing decreased by 6.0 percent (from 3.7 million to 

3.5 million), indicating a gradual shift toward digital transactions. Correspondingly, 

total unpaid cheques dropped by 13.89 percent (from 362,072 to 311,764). The share 

of unpaid cheques also declined from 9.8 percent in 2023 to 8.9 percent in 2024, 

reflecting improved controls and overall better financial health (Graph 2.2.6).
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GRAPH 2.2.7
REASONS FOR UNPAID CHEQUES
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In 2024, the primary reasons for unpaid cheques also saw significant reductions. 

cheques returned due to “insufficient funds’’ fell by 12.2 percent, suggesting better 

account balance management by customers and less use of cheques. The most 

notable declines were recorded in “refer to drawer” by 43.7 percent, and “payment 

stopped/payment stopped awaiting confirmation” by 41.9 percent. Cases involving 

“account closed/frozen” declined by 29.1 percent, pointing to enhanced bank-

customer engagement and fewer inactive or abandoned accounts. 

Financial institutions are continuing to enhance their cheques clearing frameworks, 

which is contributing to the reduction in unpaid cheques. In parallel, the rising adoption 

of digital transactions and the implementation of more robust compliance practices 

are further supporting payment efficiency. As customers increasingly manage their 

accounts more effectively, the incidence of bounced cheques due to insufficient 

funds is expected to decline further (Graph 2.2.7).



Vulnerabilities and Risks for the Financial Stability   41

The CBO conducted the fourth iteration of its Credit Conditions Survey in March 2025 
to enhance its understanding of prevailing credit conditions in the Sultanate. This 
exercise aligns with the CBO’s overarching goal of maintaining financial stability. The 
survey engaged senior credit officers from all licensed banks and Financial Leasing 
Companies (FLCs) operating in Oman. It aimed to capture trends in loan demand, 
credit availability, and lending standards during 2024, as well as expectations for 2025. 
The scope of the survey covered lending activities across households, corporates, 
and Small and Medium-sized enterprises, while also exploring factors influencing shifts 
in credit supply and demand.

Survey responses are reported as net balance percentages, which are calculated 
using a weighted formula based on qualitative responses. A positive balance indicates 
an increase in credit demand or easing in lending conditions, whereas a negative 
value denotes a contraction or tightening.

It’s important to note that the results solely reflect the responses of survey participants 
and may not necessarily reflect the CBO’s perspective on credit conditions in the 
economy.

Household lending 

According to survey respondents, household credit demand declined in 2024 across 
all major categories including mortgages, personal loans, and consumer finance, 
with the steepest drop occurring in unsecured personal loans. This perceived trend 
reflected heightened borrower caution stemming from rising interest rates and 
macroeconomic uncertainty. Although there is a marginally improved outlook for 
2025, the overall sentiment among consumers, as reported by respondents, remains 
hesitant, and credit demand is expected to stay subdued (Graph 2.3.1). On the 
supply side, there were modest improvements in credit availability compared to the 
previous three years. Approximately half of financial institutions reported that lending 
had become “somewhat easier,” particularly for consumer loans and residential 
mortgages (Graph 2.3.2). However, this was largely limited to cost factors, as banks 
continued to maintain tight lending policies and conservative loan-to-value ratios. 
This indicates a strategy of selective easing-where lending is made more affordable 
but borrower qualification criteria remain stringent (Graph 2.3.3).

For owner-occupied housing loans, terms remained broadly unchanged, aside from 
modest interest rate increases and slightly easier repayment terms (Graph 2.3.4). In 
contrast, property investors encountered more stringent lending conditions (Graph 
2.3.5). These included shorter loan maturities, tougher eligibility criteria, and heightened 
collateral requirements, highlighting banks’ efforts to limit exposure in riskier segments 
of the market. Furthermore, banks reported a high level of integration with Mal’aa, 
Oman’s national credit bureau. About 86 percent of respondents indicated high 
or very high reliance on Mal’aa data in their credit assessments, reinforcing a trend 
toward data-driven lending decisions (Graph 2.3.6).

Box 2.3: Credit Conditions Survey
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GRAPH 2.3.1
DEMAND FOR CREDIT - HOUSEHOLDS

GRAPH 2.3.2
CREDIT AVAILABILITY FOR HOUSEHOLD SECTOR 
COMPARED TO LAST THREE YEARS

GRAPH 2.3.3
CREDIT AVAILABILITY- HOUSEHOLDS 

GRAPH 2.3.4
LENDING POLICIES AND CREDIT TERMS-HOUSEHOLDS 
(OWNER-OCCUPIERS)
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GRAPH 2.3.6
INTEGRATING OMAN’S NATIONAL CREDIT BUREAU 
“MAL’AA”

GRAPH 2.3.5
LENDING POLICIES AND CREDIT TERMS-HOUSEHOLDS 
(PROPERTY INVESTORS)
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GRAPH 2.3.8
DEMAND FOR CREDIT BY ECONOMIC ACTIVITIES

GRAPH 2.3.7
DEMAND FOR CREDIT - CORPORATE LENDING
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Corporate/Institutional Lending

In the corporate lending space, credit demand was strong and broad-based in 2024, 
with significant appetite for capital expenditure financing outpacing demand for 
working capital loans. Looking ahead to 2025, the survey respondents expect the 
focus to shift slightly toward liquidity support and working capital financing, although 
overall credit appetite remains high (Graph 2.3.7). The expansion in credit demand 
spans across various sectors. Mining and quarrying are projected to register the 
highest increase, followed by manufacturing, transport and communication, and 
construction. Other sectors such as tourism, agriculture, and health and education 
also show improving trends (Graph 2.3.8). This reflects a diversified and forward-looking 
corporate borrowing landscape.

While credit availability for corporates was reported as “about normal” or “somewhat 
easier” by most respondents when assessing corporate credit availability over the past 
three years, the underlying dynamics were more nuanced (Graph 2.3.9). Easing was 
primarily observed in non-price conditions such as lending policies, while price-based 
factors, like interest rate margins and fees-tightened significantly (Graph 2.3.10). 

GRAPH 2.3.10
CREDIT AVAILABILITY- CORPORATE LENDING

GRAPH 2.3.9
CREDIT AVAILABILITY FOR CORPORATE SECTOR 
COMPARED TO LAST THREE YEARS
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GRAPH 2.3.11
LENDING POLICIES AND CREDIT-CORPORATE 
LENDING

GRAPH 2.3.12
DEMAND FOR CREDIT - SME LENDING

Overall Non-price Price
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This suggests a strategic approach where banks made credit accessible but adjusted 
pricing to manage risk and funding costs. Survey respondents perceive that the 
lending standards were tightened across nearly all dimensions in 2024. Banks became 
more conservative regarding collateral requirements, loan maturities, covenants, 
and interest markups. However, this trend is expected to moderate in 2025, pointing 
to a gradual normalization of lending practices as institutions balance prudence with 
support for business expansion (Graph 2.3.11).

SME Lending

SME lending remained a key component of Oman’s financial landscape in 2024, with 
strong credit demand, especially for shortterm working capital. Demand for capital 
expenditure loans, while slightly lower, remained elevated. Looking ahead, the outlook 
for 2025 is healthy, with expectations of continued strong demand for liquidity support 
(Graph 2.3.12).

Credit availability for SMEs moderately improved during 2024. Although banks reported 
slightly tighter price-based terms such as markups and fees-non-price conditions 
remained steady (Graph 2.3.13). Encouragingly, a further softening in lending policies 
is anticipated for 2025(Graph 2.3.14). Respondents believe that financial institutions 

GRAPH 2.3.13
CREDIT AVAILABILITY- SME LENDING

GRAPH 2.3.14
LENDING POLICIES AND CREDIT TERMS-SME LENDING
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GRAPH 2.3.15
CREDIT AVAILABILITY FOR SME SECTOR COMPARED 
TO LAST THREE YEARS

are expected to reduce structural restrictions, such as collateral requirements and 
loan covenants, indicating increasing comfort with SME credit risk. Over the past three 
years, most institutions described SME credit access as stable or slightly improving, 
suggesting a gradually supportive credit environment (Graph 2.3.15).

Lending Conditions, Expectations, and Loan Performance

On an economy-wide scale, survey participants were also asked about lending growth 
trends and the performance of non-performing loans (NPLs). In 2024, lending growth 
was strong in the SME (12.8 percent) and private corporate lending (8.3 percent) 
while household lending expanded around 4.3 percent. Expectations for 2025 show 
a shift, with survey participants projecting private corporate lending projected to 
grow by more than 10 percent, SME lending to slow down slightly (9.4 percent) , and 
household lending slightly higher to 6.26 percent (Graph 2.3.16). According to the 
respondents, demand for credit across economic sectors shows a broadly optimistic 
outlook for 2025 compared to 2024. The most significant increase is expected in the 
Mining and Quarrying sector, suggesting major planned investments and expansion 
activities in extractive industries. This is followed by a strong projected rise in Transport 
and Communication, reflecting anticipated infrastructure development and 
digital connectivity initiatives. Meanwhile, Other Services, Agriculture and Fishing, 
Manufacturing, and Health & Education show steady and consistent demand, pointing 
to ongoing business expansion and stable long-term needs in essential sectors. Overall, 
the 2025 outlook signals renewed borrower confidence and a potential broad-based 
expansion across multiple industries, led by resource-based and infrastructure-driven 
sectors (Graph 2.3.17).

GRAPH 2.3.16
ECONOMY-WIDE LENDING GROWTH

GRAPH 2.3.17
DEMAND FOR CREDIT BY ECONOMIC ACTIVITIES

GRAPH 2.3.18
NON-PERFORMING LOANS
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In terms of credit performance, SMEs were seen as the most vulnerable, with NPL 
ratio of 25 percent. However, in 2025 the survey respondents expect NPL ratio to 
decline to 12.2 percent. In the household segment, NPLs stood at 2.1 percent in 2024, 
while the survey participants expect it to rise moderately to 2.9 percent in 2025. The 
respondents do not anticipate any change in credit risk in State Owned Enterprises. The 
corporate/private institutional segment recorded NPL ratio of 8.1% in 2024, whereas, 
the expectation for 2025 was 8.97 percent (Graph 2.3.18).

According to the survey respondents loan approvals are expected to decline in 
2025. Whereas, credit card limits are expected to remain stable, with no change 
anticipated for 2025. Overall, banks expect broad stability with slightly more cautious 
lending ahead (Graph 2.3.19).

Respondents identified a range of factors contributing to loan rejections. The most 
frequently cited reason was classified under “other,” implying case-specific or 
undocumented factors. Unsatisfactory credit scores were also notable, with both 
internal scoring models and Mal’aa scores each accounting for roughly 10 percent 
of rejections (Graph 2.3.20). Finally, the cost of funds and access to wholesale funding 
emerged as the most significant contributors to affecting credit availability, whereas 
economic outlook had a more subdued influence (Graph 2.3.21).

GRAPH 2.3.19
CHANGES IN CREDIT CONDITIONS 

GRAPH 2.3.20
REASONS BEHIND THE REJECTION OF LOAN 
APPLICATIONS

GRAPH 2.3.21
DRIVERS OF CREDIT AVAILABILITY DURING 2024
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NBFIs Show Steady Growth with Limited Contagion Risk

The banking sector continues to dominate the financial sector, however, the broader 
segment of non-bank financial institutions (NBFIs) is gaining some ground. NBFIs 
comprising of Finance and Leasing Companies (FLCs), Insurance Companies and 
Money Exchange Companies play an important role in facilitating economic activity 
through provision of financial services. 

The presence of NBFIs along with commercial banks enhances the overall financial 
sector by broadening the range of services available. NBFIs fulfil a crucial role by 
addressing specific financial needs, such as niche lending, asset management, 
remittances, insurance or currency exchange that may fall outside the banking scope.
The NBFIs in Oman have gradually expanded their footprint over the past few years. 
Their share of the total financial sector assets has increased from 5.2 percent in 2019 
to 5.6 percent in 2024. In 2023 and 2024, this ratio held steady at around 5.6 percent, 
suggesting a stabilization in the sector’s relative size following years of incremental 
growth (Graph 2.4.1).  

The moderation in growth of aggregate share of NBFI in 2024 reflects divergent trends 
across its major subsectors. FLCs recorded a robust expansion of 12.9 percent (RO 
152 million), supported in part by regulatory changes permitting the acceptance of 
retail deposits. In contrast, the insurance sector exhibited a marked deceleration, with 
asset growth slowing to 1.7 percent (RO 19 million) as compared to a growth of 37 
percent (RO 327 million) a year ago. Despite these variations in growth rates, the NBFIs 
remain relatively small in size and does not pose systemic risks to financial stability at 
the current juncture. 

Finance and Leasing Companies

FLCs Sustain Strong Credit Growth Amid Retail and Business Lending Momentum

The finance and leasing companies in Oman continued their upward trajectory in 
2024, supported by regulatory changes and an expanding retail lending footprint. The 
Gross Financing Portfolio of FLCs grew by 13.8 percent in 2024, up from 11.5 percent in 
2023. As of December 2024, Net financing accounted for 88.7 percent of total assets, 
reflecting a high degree of asset deployment into lending activities (Graph 2.4.2).  
Business financing remained the dominant segment in FLCs’ portfolios, although its 
relative share declined slightly to 65.7 percent in 2024, compared to 66.9 percent in 
2023. Within this segment, lending to the trade and services activities drove overall 
growth, increasing by 19.3 percent (RO 26.7 million) and 13.3 percent (RO 48.5 million), 
respectively in 2024 compared to the previous year. The services activities had already 
shown robust momentum with an 18.5 percent expansion in 2024, while the trade 
activity accelerated sharply from 5.7 percent growth in the previous year. Lending 
to the construction sector slowed markedly down to 3 percent in 2024, compared to 
12.3 percent in 2023. 

Meanwhile, lending to households financing emerged as a key area of expansion, 
accounting for 34.3 percent of total financing in 2024 (up from 33.1 percent in 2023). 
Personal loans recorded a strong 17.7 percent (RO 68.9 million) increase in 2024, 
accelerating from 11.1 percent in the previous year, reflecting rising household 
demand. 

The increased financing activity suggests a growing role for FLCs in supporting 
inclusive access to credit, especially for underserved segments that may fall outside 
the scope of the banking sector, thereby strengthening the diversity and resilience of 
the financial sector. 

Box 2.4: Non-Bank Financial Institutions
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FLCs mainly offer asset-based financing, which overlaps with offerings from Islamic 
banking institutions (IBIs). As Islamic banking continues to expand in Oman, FLCs face 
heightened competition, particularly in shared market segments.

Asset Quality Shows Marginal Improvement, But Risks Remain Elevated

Asset quality in the finance and leasing companies showed a marginal improvement 
in 2024. Although NPLs increased by RO 16.0 million, up from RO 10.4 million in 2023, 
the NPL ratio declined to 15.2 percent from 15.9 percent a year earlier, supported by 
strong credit growth during the year  (Graph 2.4.3). Nevertheless, the sector remains 
adequately cushioned, with a loan loss provision coverage ratio of 58.5 percent.
Despite this slight improvement, the NPL ratio remains well above levels observed in 
the banking sector, reflecting the higher credit risk inherent in FLCs lending activity. 
These dynamics underscore the need for strengthening the credit risk management 
practices in FLCs.

Continued Reliance on Borrowings Highlights Structural Funding Weakness

FLCs continue to exhibit reliance on bank borrowings and capital (Graph 2.4.4). 
The funding mix remains concentrated in long-term and short-term borrowings, with 
only limited reliance on deposits. This continued dependence on wholesale funding 
sources may expose FLCs to refinancing and interest rate risks, especially under tighter 
financial conditions. 

GRAPH 2.4.1
ASSETS STRUCTURE of NBFIs

GRAPH 2.4.2
ASSETS STRUCTURE OF FLCS

GRAPH 2.4.3
TRENDS IN NON PERFORMING LOANS

GRAPH 2.4.4
FUNDING STRUCTURE OF FLCS
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Profitability Remains Stable Amid Risk Exposure

Profitability indicators remained stable at healthy levels, with only marginal changes. 
ROE held steady at 9.9 percent in 2024 (2023: 9.8 percent), and ROA was broadly 
unchanged at 2.7 percent (2023: 2.6 percent). This sustained profitability supports the 
sector’s resilience and reinforces its capacity to absorb potential shocks (Graph 2.4.5). 
Nevertheless, the FLCs earning outlook could be challenged by a potential rise in NPLs 
or a further increase in funding costs, especially given its reliance on bank borrowings. 
These dynamics underscore the importance of maintaining sound credit risk pricing 
and operational efficiency to preserve profitability under evolving financial conditions.

Money Exchange Establishments

Shifting Business Dynamics in Money Exchange Companies Amid Rising Digitalization

The operational and financial performance of Money Exchange Establishments (MEEs) 
continued to evolve in 2024, reflecting the ongoing transition amid rising digitalization. 
Key performance indicators such as profitability and revenue experienced notable 
declines. Sector-wide profits contracted sharply by 62.8 percent, despite a more 
moderate 6.1 percent fall in revenue. Moreover, foreign currency turnover dropped 
by 13.9 percent reversing the upward trend in the previous two years (Graph 2.4.6). 
MEEs currently do not pose systemic risk due to their limited size and scope of activities 
within the broader financial system. Nonetheless, the pronounced drop in profitability 
underscores the importance of continued supervisory engagement, particularly to 
ensure the sector’s operational resilience and adoption to digital transition. 

GRAPH 2.4.5
EARNING INDICATORS - FLCS

GRAPH 2.4.6
KEY FINANCIAL AND TRANSACTIONAL INDICATORS 
OF MONEY EXCHANGE ESTABLISHMENTS
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Insurance Sector 

Moderation in Insurance Activity and Decline in Claims Paid Suggest Shifting Sector 
Dynamics and Restructuring

Oman’s Insurance sector experienced a moderation in activity during 2024, as 
reflected in declines across key indicators, insurance penetration, density, and claims 
paid. Part of this can be attributed to changes in how overseas portfolios are reflected 
in sector data following the merger of two insurance companies (Graph 2.4.7). 

Consequently, insurance penetration, defined as the ratio of gross written premium to 
GDP, declined from 1.4 percent in 2023 to 1.2 percent in 2024, as direct premiums fell 
from RO 565.6 million to RO 506.6 million despite GDP growth. 

In parallel, insurance density, calculated as gross premiums per capita, decreased from 
RO 109.5 to RO 96.2, reflecting lower average spending on insurance by individuals.

The insurance sector remains concentrated in the motor and health segments, which 
together accounted for around 45.6 percent of total gross premiums in 2024, with 
motor insurance contributing RO 118 million and health insurance RO 113 million 
(Graph 2.4.8). The high concentration in motor and health insurance is largely driven 
by regulatory requirements; specifically, mandatory motor third-party liability (TPL) 
and health insurance coverage for employees. 

GRAPH 2.4.7
INSURANCE PENETRATION AND DENSITY

GRAPH 2.4.8
GROSS PREMIUMS AND RETENTION RATIO
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The motor segment also exhibited a high retention ratio of 92.9 percent indicating that 
insurers are assuming most of the underwriting risk. While this may support margins in 
stable environments, it can significantly increase exposure during periods of elevated 
claims. In contrast, other lines like property and engineering have lower retention 
levels, reflecting greater reliance on reinsurance. 

The concentration in premium and risk retention calls for enhanced diversification 
strategies, including developing underrepresented lines such as life, liability, and 
engineering insurance. Broadening the risk base will support long-term sector resilience 
and reduce the build-up of vulnerabilities in Oman’s insurance market. 

Meanwhile, claims paid declined by 13.4 percent, from RO 322.8 million in 2023 to RO 
279.4 million in 2024. This easing may be attributed to decline in underwriting premiums 
(partly due to changes in how overseas data is reported), improved underwriting 
standards, fewer large-loss events, or timing factors in claim settlement (Graph 2.4.9).

Profitability Indicators Suggest a Modest Decline in 2024

Despite the drop in premiums, net profits remained positive, easing slightly from RO 
25.9 million in 2023 to RO 24.0 million in 2024. This was partly due to fall in investment 
returns, which dropped from RO 48.7 million to RO 34.0 million, reflecting weaker 
market performance and a reduction in size of investment portfolio following merger 
and related reporting changes (Graph 2.4.10). 

While the decline in claims helped cushion underwriting results, the sector’s profitability 
continues to rely significantly on investment income, highlighting the importance of 
maintaining sound asset-liability management and prudent risk taking. 
Despite these challenges, the sector managed to preserve bottom-line stability. This 
resilience reflects effective financial stewardship and robust risk mitigation strategies 
that have enabled insurers to navigate an increasingly complex and competitive 
market.

GRAPH 2.4.9
INSURANCE SECTOR INDICATORS

GRAPH 2.4.10
INSURANCE SECTOR PROFITABILITY
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Appendix 1
Select Banking and Market Indicators

Values in RO million

2017 2018 2019 2020 2021 2022 2023 2024
Balance Sheet Items

Cash and CBO Deposits 2,482.5 2,923.2 2,377.1 1,874.4 2,526.1 1,907.6 2,118.1 1,848.3

Credit to Government  34.6  39.5  136.9 477.8 620.4 844.6 516.4 670.2

Credit to Public enterprises  2,213.4  2,640.8  2,710.9 3,128.6 3,642.2 3,753.3 4,149.7 4,477.3

Credit to Private Sector  21,018.2  22,049.8  22,673.4 22,912.6 23,435.7 24,422.9 25,566.5 27,065.6

Credit to Non-Residents  278.3  327.5  309.2 157.1 150.1 202.4 241.7 293.4

Loans and Advances (Net)  22,810.0  24,252.9  24,955.6 25,577.6 26,594.2 27,783.4 28,858.8 30,728.7

Growth  Rate 6.4% 6.3% 2.9% 2.5% 4.0% 4.5% 3.9% 6.5%

Investment in Govt.  Bonds and T-Bill  2,458.0  2,813.6  3,185.6 3,652.2 4,274.4 3,722.7 4,203.9 4,856.1

Total Investments  3,108.5  3,447.5  3,952.3 4,762.8 5,359.6 3,722.7 4,203.9 4,856.1

Total Assets  31,488.6  33,958.6  35,221.0 35,814.1 38,521.9 38,817.1 41,825.6 44,574.4

Growth Rate 5.4% 7.8% 3.7% 1.7% 7.6% 0.8% 7.8% 6.6%

Private Sector Deposits  13,943.5  14,316.3  15,200.7 16,806.1 17,300.1 17,359.9 19,203.7 20,832.3

Government Deposits  6,363.9  6,423,57  6,646.4 5,601.5 6,106.0 6,366.0 6,580.6 6,994.4

PSE Deposits  982.6  1,936.3  1,433.4 1,277.3 1,680.0 1,732.5 2,586.9 3,011.6

Non-resident Deposits  279.9  359.9  376.8 480.6 524.4 443.4 729.4 911.8

Total Deposits  21,569.9  23,255.3  23,657.3  24,165.5  25,610.4  25,901.9  29,100.7  31,750.2 

Growth Rate 5.6% 7.8% 1.7% 2.1% 6.0% 1.1% 12.3% 9.1%

Asset Quality
ECL (Stages 2 & 1)  321.6  360.3  322.6  385.2  447.9  566.1  651.5  750.0 

ECL (Stage 3)  287.2  448.8  544.3  704.0  799.7  870.8  936.7  1,019.0 

Gross NPL Ratio 1.9% 2.7% 3.5% 4.2% 4.2% 4.4% 4.5% 4.5%

Net NPL to Net Loans 0.7% 1.0% 1.4% 1.6% 1.4% 1.4% 1.4% 1.4%

Stage 3 or Specific Provisions to NPLs Ratio 65.2% 65.7% 61.2% 63.4% 68.8% 68.7% 69.7% 70.2%

Restructured loans to Gross Loans 1.6% 2.3% 3.8% 4.3% 5.8% 12.1% 11.1% 10.6%

Stage 2 loans to Gross Loans 7.5% 20.0% 20.2% 20.2% 20.5% 17.6% 16.42% 15.34%

Solvency
Total Regulatory Capital  5,011.5  5,230.8  5,469.8  5,511.8  5,814.4  6,011.7  5,948.3  6,217.6 

Tier 1 Capital  4,554.3  4,852.1  5,165.1  5,189.2  5,524.5  5,758.3  5,678.5  6,004.6 

CET1 Ratio 13.9% 13.9% 14.3% 15.0% 15.5% 15.0% 14.2% 13.9%

CRAR 17.4% 17.9% 18.5% 18.8% 19.4% 19.7% 19.0% 18.2%

Liquidity
LCR 216.0% 254.0% 220.0% 196.0% 212.1% 190.2% 221.8% 190.0%

NSFR 116.0% 115.0% 116.0% 117.0% 118.6% 117.1% 121.8% 118.3%

Credit-to-Deposit Ratio 109.2% 107.8% 109.2% 110.4% 108.7% 112.8% 104.7% 102.4%

Lending Ratio 79.9% 78.6% 79.6% 79.7% 77.5% 80.7% 79.2% 78.8%

Profitability
ROA 1.5% 1.6% 1.4% 0.9% 1.1% 1.2% 1.3% 1.5%

ROE 9.8% 10.6% 9.4% 5.7% 6.8% 7.9% 8.6% 10.4%

NIM 2.5% 2.7% 2.7% 2.5% 2.6% 2.8% 2.7% 2.7%

Profit before Tax  451.8  514.1  487.6  303.2  382.4  464.0  502.8  632.4 

Market Indicators
Average Repo Rate 2.0% 2.9% 2.2% 0.5% 0.5% 4.8% 6.0% 5.1%

Overnight Interest Rate 1.2% 2.1% 2.1% 0.7% 0.4% 3.9% 5.4% 4.5%

RO Average Lending Rate 5.2% 5.3% 5.5% 5.5% 5.6% 5.4% 5.5% 5.6%

RO Average Deposit Rate 1.7% 1.9% 2.0% 2.0% 2.0% 2.0% 2.6% 2.5%

MSX Price Index  5,099  4,324  3,981  3,659  4,130  4,857  4,485  4,577 

MSX Index Returns -11.8% -15.2% -7.9% -8.1% 12.9% 17.6% -7.7% 2.0%
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Payment System Indicators
Volume in million, Values in RO million

2016 2017 2018 2019 2020 2021 2022 2023 2024

ACH
Volume 4.783 5.179 7.240 8.650 10.453 14.548 18.506 21.887 31.771

Value 3,146 3,358 4,679 5,553 6,030 9,178 11,460 13,509 15,906

ECC
Volume 4.383 4.642 4.697 4.565 3.910 3.780 3.745 3.714 3.729

Value 18,196 16,680 15,548 14,827 11,771 9,796 9,969 10,293 10,286

OmanNet
Volume 45.263 59.201 82.437 99.691 128.757 180.821 252.929 329.579 432.947

Value 2,945 3,323 3,720 3,960 4,547 5,167 5,865 6,423 7,617

Total Retail
Volume 54.429 69.022 94.373 112.907 143.121 199.149 274.400 355.181 468.446

Value 24,287 23,361 23,947 24,340 22,348 24,143 27,293 30,225 33,809

RTGS
Volume 0.496 0.579 0.597 0.650 0.754 0.757 0.723 0.680 0.562

Value 152,275 158,811 178,907 212,157 155,542 154,649 179,347 209,867 240,523

Total Cheques Volume 4.441 4.642 4.697 4.714 3.975 3.780 3.762 3.713 3.490

Bounced Cheques
Volume 0.362 0.427 0.469 0.379 0.486 0.399 0.387 0.362 0.230

Value 704 1,519 856 1,367 547 656 710 489 472

Appendix 2
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Solvency Stress Testing

The CBO employs a comprehensive suite of 

solvency stress tests to assess the resilience 

of the Omani banking sector under adverse 

macro-financial conditions. This includes 

macro stress testing and reverse stress 

testing, providing a thorough evaluation 

of the sector’s ability to absorb macro-

financial shocks over a defined time horizon. 

The macro stress test cover eight domestic  

banks which on aggregate form more than 

95 percent of the Omani banking sector’s 

assets, whereas the reverse stress tests 

include 16 banks, comprising eight domestic 

and eight foreign1 banks. 

The macro stress testing approach models 

the effects of potential macroeconomic 

deteriorations on banks’ capital adequacy. 

It simulates severe but plausible economic 

downturns to assess whether banks can 

withstand the shocks. Reverse stress testing, 

in turn, identifies the specific stress levels, 

such as the rise in non-performing loans that 

would lead banks to breach the minimum 

capital adequacy thresholds.  

Macro Stress Testing

Given the Omani economy’s significant 

reliance on hydrocarbon activities, the CBO 

employs oil prices as the anchor variable in 

its macro stress testing. The baseline scenario 

incorporates the expected oil prices over 

the next three years. Whereas, the adverse 

scenario assumes a sustained decline in 

oil prices, beginning at an average of USD 

82 per barrel in 2024, falling to USD 45 per 

barrel in 2025, further dropping to USD 40 per 

TABLE 3.1:
ASSUMPTIONS UNDERLYING BASELINE MACRO SCENARIO

* Oxford Economics Model and CBO Staff judgment

YEAR
2025 2026 2027

Oil Price (per barrel) $65 $69 $70 

Nominal GDP Growth -1.60% 5.00% 2.23%

Non-Oil Nominal GDP 
Growth 4.35% 6.93% 4.81%

Real GDP Growth 1.82% 3.70% 3.16%

Lending Interest Rates 6.18% 5.91% 5.65%

FX Rate (OMR for 1 USD) 0.385 0.385 0.385

Inflation 1.31% 1.74% 1.94%

Stock Market Index -1.60% 5.00% 2.23%

Fiscal Deficit -0.45% 3.86% 4.62%

Credit Growth 4.35% 6.93% 4.81%

barrel in 2026, before recovering to USD 50 
per barrel in 2027 (Box 3.2). This scenario is 
designed to evaluate the potential impact 
of a severe oil price shock on the Omani 
banking sector.

To simulate the impact of an oil price 
decline on the economy, the Oxford 
Economics Model is used to project key 
macroeconomic variables for Oman based 
on the oil price assumptions. These variables 
are subsequently fed into a satellite model 
(Box 3.1) to estimate default rates, or 
probabilities of default for the stress testing 
horizon.     

Baseline Macro Scenario

The baseline scenario provides a 
comprehensive outlook on the anticipated 
trajectory of macro-financial variables, 
incorporating both global and domestic 
economic developments. The detailed 
assumptions and projections for this scenarios 
are presented in (Table 3.1).

Under this baseline scenario, Omani domestic 
banks, which represent more than 95 percent 
of aggregate banking assets, are anticipated 
to fare well over the next three years.

1Oman Investment Bank (domestic) and HSBC Middle East (foreign)  
are not included in the stress tests, as they commenced operations 
in 2024. Conducting stress tests on these newly established banks 
was not considered meaningful.
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YEAR
2025 2026 2027

Oil Price (per barrel) $45 $40 $50 

Nominal GDP Growth -3.36% -2.71% 3.09%

Non-Oil Nominal GDP 
Growth 3.61% 3.94% 5.98%

Real GDP Growth 1.16% 1.32% 2.52%

Lending Interest Rates 7.65% 9.65% 7.65%

FX Rate (OMR for 1 USD) 0.385 0.385 0.385 

Inflation 3.00% 6.00% 3.00%

Stock Market Index -6.72% -5.42% 3.09%

Fiscal Deficit -6.46% -5.44% 2.39%

Credit Growth 0.00% 0.00% 3.09%

TABLE 3.2:
ASSUMPTIONS UNDERLYING ADVERSE MACRO SCENARIO

*GDP Estimated using Oxford Economics Model

GRAPH 3.1
CONTRIBUTION TO RETAINED EARNINGS OF BANKING 
SYSTEM UNDER THE BASELINE MACRO SCENARIO
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GRAPH 3.2
CAPITAL WATERFALL OF BANKING SYSTEM UNDER THE 
BASELINE SCENARIO
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Despite a rise in the NPL ratio of domestic 

banks from 4.2 percent in 2024 to 6.9 percent 

in 2027, banks are projected to effectively 

manage these challenges and remain 

profitable. Although provisions are expected 

to rise in line with the growth in NPLs, banks’ 

retained earnings, after accounting for 

dividends payments are anticipated to 

sustain capital levels. 

Consequently, the banking sector’s Capital 

to Risk-weighted Assets Ratio (CRAR) is 

forecasted to remain broadly stable at 

around 20 percent through 2027(Graph 3.1 

& 3.2).

Adverse Macro Scenario

The adverse macroeconomic scenario is 

designed to assess the potential impact of 

severe economic conditions on the banking 

sector. This scenario specifically examines 

the consequences of a significant and 

sustained decline in oil prices over a three-

year horizon. 

By simulating this downturn, the analysis 

provides valuable insights into potential 

challenges to the banking sector’s 

performance, asset quality, and overall 

resilience under prolonged stress.

Under the adverse macroeconomic 

scenario, oil prices are assumed to undergo 

a sharp decline beginning in 2025 due to 

global geopolitical and economic shocks, 

and remain subdued through 2026 and 2027 

(Table 3.2). The resulting fall in hydrocarbon 

revenues would exert significant pressure on 

the current account and fiscal balances. 
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GRAPH 3.4
CAPITAL WATERFALL OF BANKING SYSTEM UNDER THE 
ADVERSE MACRO SCENARIO
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This fiscal and external strain is expected to 
trigger sovereign credit rating downgrades, 
undermining investor confidence and likely 
prompting capital outflows. In response 
to rising country risk premiums and outflow 
pressures, the central bank would be 
expected to raise policy rates within the 
constraints of the fixed exchange rate 
framework, placing upward pressure on 
domestic interest rates. 

To mitigate fiscal deficits and restore stability, 
the government is assumed to implement 
structural measures, such as gradual 
reduction in subsidy and increase in taxes. 
Meanwhile, global shocks and structural 
bottlenecks would push up food prices, 
driving imported inflation despite declining 
GDP and oil prices.

GRAPH 3.3
CONTRIBUTION TO RETAINED EARNINGS OF BANKING 
SYSTEM UNDER THE ADVERSE MACRO SCENARIO
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While the central bank raises interest rates 
to defend the exchange rate peg and stem 
capital outflows, these measures are unlikely 
to fully contain inflationary pressures. As a 
result, higher interest rates, elevated inflation, 
and tighter fiscal conditions would weaken 
households’ and businesses’ financial 
positions, diminishing their debt servicing 
capacity.

Consequently, a deterioration in credit 
quality is projected, which may pose 
challenges to asset quality of the banks. 
Under the adverse scenario, the aggregate 
NPL ratio for domestic banks is projected 
to rise from 4.2 percent at the end of 
December 2024 to 14.7 percent by the end 
of 2027. This significant increase in NPLs will 
necessitate significantly higher loan loss 
provisioning, putting pressure on profitability. 
Moreover, heightened credit risk is assumed 
to compress interest margins, while rising 
interest rates would depress the valuations 
of banks’ investment portfolios, together 
placing additional strain on overall financial 
performance.  

In this adverse context, domestic banks are 
expected to incur losses throughout the stress 
period. However, even after accounting for 
all assumed losses, the banking system would 
still maintain a sound level of capitalization, 
enabling banks to continue fulfilling their role 
in providing financial services. 

The  CRAR of domestic banks is projected 
to  drop from 20.0 percent as of December 
2024 to 17.2 percent, which remains well 
above the CBO regulatory minimum of 13.5 
percent. 

Nonetheless, five domestic banks are 
expected to fall below the domestic 
benchmark of 13.5 percent, while still 
maintaining CRARs above the Basel 
minimum requirment of 10.5 percent (Graph 

3.3 & 3.4).
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GRAPH 3.5
DISTANCE FROM BREAK POINT (%) FOR DOMESTIC 
BANKS

GRAPH 3.6
DISTANCE FROM BREAK POINT (%) FOR FOREIGN BANKS 
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Reverse Stress Testing

CBO’s reverse stress testing is used to assess 

the resilience of banks under extreme 

credit risk scenarios that could lead to non-

compliance with the CRAR requirement. 

This approach simulates a situation in which 

newly identified NPLs require provisioning 

coverage of 70 percent and assumes that 

banks generate no profits to offset these 

losses. Consequently, the entire burden of 

additional provisioning is absorbed directly by 

banks’ capital. The adverse scenario aims to 

identify the level of credit deterioration (i.e., 

default rate) that would erode the “excess” 

capital buffer, defined as the difference 

between the actual capital held by banks 

and the minimum capital requirement set by 

the CBO.

The final output of the test is the distance 

from the breakpoint, which indicates the 

percentage difference between the stressed 

NPL ratio at which additional provisioning 

would fully deplete the bank’s capital buffer 

above the minimum regulatory requirement 

and the current NPL ratio. 

The analysis indicates that the banking sector 

could withstand a deterioration of up to 10.0 

percentage points of currently performing 

loans before breaching CRAR threshold 

set by CBO. The assessment indicates that 

seven out of nine domestic banks could 

withstand a deterioration exceeding 4 

percentage points in their performing loan 

portfolios before breaching the minimum 

CRAR (Graph 3.5). 

The reverse stress testing results suggest that 

foreign banks operating in Oman possess 

a strong capacity to absorb credit losses, 

primarily due to their substantial capital 

buffers (Graph 3.6). 

Considering that the historical annual default 

rate for new NPLs relative to performing 

loans in the Omani banking system stands 

at 1.3 percent, the test demonstrates 

that banks are well-capitalized to absorb 

aggregate credit losses nearly 8 times higher 

than banking historical default rate. In other 

words, the Omani banking sector’s CRAR 

would remain above the CBO regulatory 

capital requirement even if the aggregate 

NPL ratio were to rise from the current level 

of 4.6 percent to nearly 14 percent.
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Liquidity Stress Testing

CBO employs two distinct liquidity stress 

testing approaches. The first evaluates the 

adequacy of the Liquidity Coverage Ratio 

(LCR) under adverse liquidity conditions by 

benchmarking banks’ stressed LCRs against 

regulatory minimums. This assesses whether 

banks have sufficient counterbalancing 

capacity to endure continuous liquidity 

outflows over a one-month horizon.

The second approach offers a broader 

liquidity risk assessment by analyzing stressed 

cash outflows over a six-month period. 

Using hypothetical scenarios and stressed 

cash flow factors, it simulates prolonged 

liquidity strain to evaluate banks’ ability to 

maintain liquidity through the stress test’s 

duration. The liquidity stress test is applied 

to eight domestic and eight foreign banks. 

Oman Investment Bank (domestic) and 

HSBC Middle East (foreign) are excluded, as 

both began operations in 2024. Stress testing 

these newly established banks was deemed 

not meaningful.

LCR-based Liquidity Stress Test 

The LCR-based liquidity stress testing 

framework is designed to assess banks’ 

resilience under varying liquidity conditions. 

It includes a baseline scenario alongside 

two adverse scenarios, each simulating 

increasing levels of liquidity stress. The 

baseline scenario applies the minimum 

haircuts and outflow rates as prescribed by 

the CBO.

Adverse Scenario 1 intensifies stress by 

applying higher outflow rates while keeping 

the existing haircuts on High-Quality Liquid 

Assets (HQLA) unchanged. Adverse 

GRAPH 3.7
SYSTEM LCR UNDER VARIOUS SCENARIOS
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Scenario 2 further heightens the stress by 

combining increased outflows with larger 

haircuts on HQLA. Each scenario evaluates 

banks’ compliance with the regulatory LCR 

requirement of 100 percent, with detailed 

descriptions provided in (Box 3.2).

Based on banks reported regulatory LCRs, 

the liquidity position of the Omani banking 

sector remains sound. As of December 2024, 

the aggregate LCR stood at 190 percent, 

well above the regulatory minimum of 100 

percent. Under Adverse Scenario 1, the 

projected aggregate LCR declines to 168 

percent, still comfortably exceeding the 

required threshold. At the individual bank 

level, Scenario 1 reveals that all banks would 

maintain a higher liquidity position above 

the required 100 percent LCR. However, 

when subjected to the more severe liquidity 

pressures of Scenario 2, the banks’ LCR is 

anticipated to decrease to 141 percent. 

This level remains well above the regulatory 

minimum of 100 percent (Graph 3.7). 
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GRAPH 3.8
RATIO OF SURPLUS/SHORTFALL LIQUIDITY FOR 
BANKS UNDER 6 MONTHS SYSTEM WIDE STRESSED 
CASH OUTFLOW
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These results reaffirm that banks are 

effectively maintaining a robust liquidity 

position, capable of meeting regulatory 

requirements even under heightened stress 

conditions.

Cash Flow Analysis

To asses the risk of simultaneous liquidity 

stress across multiple banks various risks, 

such as capital outflows, heightened 

liquidity demands from corporate clients, 

and deposit withdrawals, are simulated. 

The analysis evaluates each bank’s ability 

to withstand these stress factors over a six-

month period by assessing net cash flows 

and available counterbalancing capacity.

The outcome of this approach is the Net 

Liquidity Position (NLP), defined as the 

difference between available liquidity and 

projected net cash flows over the stress 

period. Assumptions concerning cash inflow 

and outflow rates under stress conditions are 

outlined in (Box 3.3). The simulations draw on 

aggregated data from individual banks to 

evaluate their liquidity positions following the 

modeled shocks.

Under a hypothetical severe systemic 

liquidity shock, the simulation projects that 

the Omani banking system would experience 

cumulative cash outflows amounting to 17.2 

percent of total liabilities over a six-month 

period. Despite the significant outflows, the 

results suggest that the sector possesses 

sufficient counterbalancing capacity to 

withstand the stress. By the end of the 

period, the system is expected to maintain 

a liquidity buffer equivalent to 8.6 percent of 

total liabilities. Moreover, all banks (domestic 

and foreign banks) except for three are 

projected to maintain a positive net liquidity 

position relative to their total liabilities by the 

end of the assessment (Graph 3.8).
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Box 3.1: Credit Risk Model

1 This treatment slightly overestimates default rate because the loans given between time t-4 and t may also default, which are not 
included in the denominator.

In macroprudential stress testing, satellite models serve the purpose of establishing 

a connection between macroeconomic factors and banking sector variables. 

Specifically, in the credit risk model, we employ empirical estimation to develop 

a dynamic panel model that links macroeconomic variables to a measure of the 

probability of default or default rate (DR). The projected DR under baseline and 

adverse scenarios are used to generate NPLs and loan loss provisions for the horizon 

of the stress test, three years in our case,  which are fed into the calculation of capital 

adequacy ratios under baseline and adverse scenarios. The estimation of the credit 

risk model is based on data from Q1-2006 to Q4-2024.

Dependent Variable

The dependent variable for credit risk is default rate (DR). It is calculated as a ratio of 

new NPLs during four recent quarters (t-3 to t) to the initial stock of performing loans 

(at time t-4)1. As a measure of credit risk, a flow variable (e.g., default rate, new NPLs) is 

preferable over a stock variable like NPLs or NPL ratio. This is because the stock of NPLs 

is a legacy variable that contains NPLs accumulated over time. Moreover, changes 

in NPLs do not necessarily reflect changes in credit risk. For instance, a decrease in 

NPLs could be due to write-offs, which depend on the write-off policy. Due to data 

limitations, the model is estimated using the aggregate credit data instead of separate 

estimations for different economic sectors.

Explanatory Variables

A number of macroeconomic variables that may have a bearing on debt servicing 

capacity or default rate (DR) were considered as potential candidates for explanatory 

variables for estimation. The final model included one period lagged default rate, real 

non-oil GDP growth, inflation, fiscal balance to GDP, and oil price growth.
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Model

Using the time series of DR as the dependent variable and a set of macroeconomic 

variables as explanatory variables, the DR was modeled as a function of macroeconomic 

developments as follows:

DRi,t= α Di,t-1+ βX*Xt-L+μi+εi,t,   for t=1,…,T and i=1,…,N

Where, DRt is the probability of default for bank i at time t, X_t is a vector of 

macroeconomic variables the sub-index L denotes time lags, µi represent bank fixed 

effects, that account for observed and unobserved time-invariant heterogeneity at 

a bank level, and  εt is an iid error term. Several specifications were tested and the 

final model was chosen based on economic intuition (correct signs), statistical and 

economic significance, and overall fitness of the model. In the final model, the default 

rate is positively related to one-period lag default rate, inflation and fiscal balance to 

GDP, whereas it is negatively related to non-oil real GDP growth and changes in oil 

prices. The estimation results are given in (Table 3.1.1). 

Table 3.1.1:

Default RateVARIABLES

0.8672203*** Lag Default Rate to GDP

0.0373558

 (1.470697)** Non-Oil Real GDP Growth

0.6614015

5.925014* CPI Inflation

3.071527

            0.2707928Fiscal Balance to GDP

0.2791089

 (0.1573416)** Oil Price Growth

0.0693225

 (0.6201941)*** Constant

0.1950307

443Observations

0.000***Prob > Chi^2

Standard errors in parentheses
*** p<0.01, ** p<0.05, * p<0.1
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Box 3.2: Assumptions Underlying the LCR Stress Tests 

Scenarios

A. Deposits Outflow Regulatory 
LCR 1 2

Retail Deposits (Customer Deposits):

Demand Deposits + Term Deposits with residual maturity up to 30 days

...Stable deposits (deposit insurance scheme meets addl criteria) 3.00% 4.50% 6.00%

 - Stable Deposits  5.00% 7.50% 10.00%

 - Less Stable retail Deposits 10.00% 15.00% 20.00%

Term Deposits with residual maturity of more than 30 days 0.00% 0.00% 0.00%

Unsecured Wholesale Funding:

Demand and term deposits (less than 30 days) -stable deposits 5.00% 7.50% 10.00%

Less Stable deposits 10.00% 15.00% 20.00%

Non-financial corporates, sovereigns, central banks and PSE 40.00% 50.00% 50.00%

…If entire portion covered by deposit insurance 20.00% 25.00% 25.00%

Operational deposits generated by clearing, custody and cash 
management activities

25.00% 37.50% 50.00%

B. HQLA Haircuts 

Level 1 assets:

Coins and bank notes 100.00% 100.00% 100.00%

Qualifying central bank reserves 100.00% 100.00% 100.00%

Qualifying marketable securities from sovereigns, central banks, PSEs 
and multilateral development banks

100.00% 100.00% 90.00%

Domestic sovereign or Central Bank debt for non-0% risk weighted 
sovereigns

100.00% 100.00% 90.00%

Level 2 assets:

Sovereign, CB, PSE, multilateral development banks assets (qualifying 
for 20% risk weighing)

85.00% 85.00% 75.00%

Qualifying Corporate debt securities AA- or higher 85.00% 85.00% 75.00%

Qualifying Covered bonds AA- or higher 85.00% 85.00% 75.00%

Level 3 assets: 

Qualifying corporate debt securities, rated between A+ and BBB- 50.00% 50.00% 50.00%

Qualifying common equity shares 50.00% 50.00% 50.00%
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Box 3.3: Assumptions Underlying the Cash Inflow/ Outflow over the Stress Scenarios of 6 Months 

6 months

A. Cash Outflow Rates

Current Deposits 25%

Saving Deposits 20%

Time Deposits 15%

Other Deposits 25%

Balances due to Other Banks 100%

Other Borrowings 100%

Bills Payable 100%

Interest Payable 100%

Repos 100%

Committed lines of credit 100%

Unutilized portion of overdraft and loans and advances 100%

B. Cash Inflow Rates

Balances due from HO/Affiliates/Branches 100%

Balances due from Other Banks 90%

Bills of Exchange and Promissory Notes 80%

Overdrafts 15%

Loans and Advances 15%

Accrued Interest 100%

Committed Lines of Credit 100%

C. Counterbalancing Capacity

Cash on Hand 100%

Deposits with CBO 100%

Investments 80%

100%

80%

15%

90%

15%

100%

100%

100%

100%

100%

100%




