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FOREWORD
The global economy experienced solid growth in 2017, and continued on its growth trajectory during 
the first half of 2018. However, the trade tensions between the United States and China, uncertainities 
surrounding Brexit, and ongoing geopolitical frictions weighed on the growth prospects in the later half of 
2018. The real output growth that softened during the second half of 2018 is expected to remain subdued 
during 20191. Both Advanced Economies, and Emerging Market & Developing Economies contributed to 
the slowdown in world output during 2018, but the decline was larger in the latter group.

The higher-than-budgeted oil prices continued to provide relief to the Omani economy. In 2018, the 
Omani economy showed signs of recovery from the contractionary phase. Nominal GDP reached its 
highest level in the post-2014 period. Real GDP that slightly contracted during 2017 because of decreased 
activity in the construction sector and planned cut in crude oil production following the OPEC+ deal grew 
during 2018. The twin deficit has been considerably eased with both fiscal and current account deficits 
significantly declining in 2018. Trade surplus also reached its four-year high.

Monetary easing by the U.S. Fed is a welcome development for Oman. The ensuing decrease in policy 
rates in Oman and the rest of the GCC countries bodes well to fast-track economic recovery in Oman and 
the GCC region. 

While we acknoweldge the need to continue to push for deeper reforms, no one can deny the progress on 
economic and fiscal reforms that were set off following the slump in oil prices. The implementation of 
Tanfeedh programme, focused on diversification of the economy and attracting foreign direct investment, 
is well on track. More measures for fiscal consolidation, diversification of government revenues, 
improvement in the business environment, and private sector led growth are under way. Oman has 
already implemented excise tax on selected goods and executive regulations of the income tax law have 
been ammended. New Commercial Companies Law, Bankruptcy Law, Privatization Law, and a Law on 
Public-Private Partnership have been enacted. Moreover, a Foreign Capital Investment Law has also been 
promulgated, which is expected to boost foreign direct investment besides job creation in the private 
sector.

The Omani banking sector remained robust with sound asset quality, and strong capital buffers. Banks 
posted reasonable profits that allowed organic growth, and strengthened capital buffers. The sector 
remained fairly liquid with both Liquidity Coverage Ratio and Net Stable Funding Ratio above the 
regulatory requirements. Besides the externalities from higher-than-budgeted oil prices, countercyclical 
measures adopted by CBO in early 2018 also helped banks stay on strong footing despite rising interest 
rates in 2018 and challenging operating conditions.

From the testing times, we have learnt to remain vigilant, develop systems & procedures to prepare 
ourselves in advance to deal with the challenges, and more importantly to bounce back if a crisis 
eventually hits. Recently concluded Bank Resoultion Framework is one of the many steps that reflect our 
resolve to gear up our readiness and to enhance our regulatory and supervisory framework in line with the 
international best practices and evolving industry dynamics.

While oil prices will continue to dictate conditions in the short run, going forward stability of the Omani 
financial sector hinges on concrete developments on the economic front. Fed’s monetary policy stance, 
developments in the trade tensions between China and the United States, and geopolitical developments in 
the region will be the other key flashpoints for financial stability. Nevertheless, our liquidity and solvency 
stress tests show that the financial institutions in Oman are resilient to any plausible challenges.

In early 2018 we took a series of measures to fine-tune the regulations that demonstrate our capability, 
will, and resolve to take policy actions to help banks support the real sector growth and diversification 
efforts without compromising financial stability. We remain committed to do our best to contribute to the 
Sultanate by maintaining a stable and efficient financial sector.

Tahir Salim Al Amri
Executive President
1.  IMF, World Economic Outlook Update, July 2019.
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FINANCIAL STABILITY ASSESSMENT OF OMAN

AN OVERVIEW

Stakeholders Confidence on the Omani Macro Financial System Continued to be Strong - The Systemic 
Risk Survey

1. The Systemic Risk Survey conducted in 2019 revealed that about 70 per cent of the respondents 
were at least “fairly confident” regarding the macro-financial system in Oman. 

2. The newly constructed systemic risk perception matrix showed that, among 18 hypothetical 
events, only three systemic risks were perceived as having “very high expected severity”, and 
therefore should be given the top priority by policymakers. These risks are ‘unfavorable oil price 
movements’, ‘increase in Oman’s fiscal deficit and external debt’, and ‘decrease in Oman’s FX 
reserves’.

New Laws and Regulations Pave the Way for Fiscal and Economic Reforms

3. In February 2019, the amendments to the Executive Regulations of the Income Tax Law were 
issued, which provided more clarity on a number of tax law provisions. 

4. The Excise Tax Law was promulgated in March 2019. The tax rate on certain ‘unhealthy’ items is 
up to 100 per cent their price. In addition to generating non-oil fiscal revenues, the selective tax 
seeks to create financial incentives to discourage unhealthy consumption patterns and improve the 
public health.  

5. Royal Decree No. 38/2019 established Oman Credit and Financial Information Centre and 
promulgated its bylaws, which is a full-fledged independent bureau affiliated with the Central 
Bank of Oman (CBO). The objective of the center is to establish a central database of credit and 
financial information at the national level in accordance with internationally-approved standards, 
which will provide its members with the data they need to manage their credit risk, facilitate 
supply of credit to various economic sectors, and more importantly make more informed credit 
decisions related to their clients.

6. In July 2019, five Royal Decrees were issued that established the “Public Authority for Privatization 
and Partnership” and enacted (i) the new Foreign Capital Investment Law; (ii) the new Privatization 
Law; (iii) the Law on Public-Private Partnership; and (iv) the Bankruptcy Law. These new laws 
are expected to have a strong positive impact on the investment environment in Oman, and boost 
domestic and foreign investments.

MACRO-FINANCIAL SCENARIO

Recovery in Oil Prices and Gas Production Expansion Lead to Stronger Hydrocarbon-Driven 
Nominal Growth 

7. Nominal GDP continued its strong recovery, mainly driven by the hydrocarbon sector. Its annual 
growth rate accelerated from 7.3 per cent in 2017 to 12 per cent in 2018, the highest annual growth 
rate since 2012.

8. Oil prices recovered rapidly throughout 2018. The average steadily increased from $55.60 a barrel 
in December 2017 to a peak of $80.20 a barrel in December 2018. The weighted average price for 
Oman crude oil jumped to $69.79 per barrel in 2018, which was 36 per cent higher than its values 
in 2017 ($51.26)  jumped by 36 per cent during 2018.

9. Domestic production of natural gas significantly increased by 12.1 per cent between 2017 and 
2018. This is the largest annual increase in production since 2008. 
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10. The hydrocarbon sector was responsible for about 89 per cent (about 10.8 percentage points of 
12.0 per cent) of the growth in nominal GDP in 2018, compared to only about 65 per cent in 2017.

Real Growth Rebounded and Turned Positive in 2018 

11. Oman’s real GDP (at constant 2010 prices) declined by 0.9 per cent in 2017. According to the 
IMF, it is estimated to rebound and grow at 2.1 per cent in 2018. The non-oil sector is estimated 
to grow at 2.5 per cent in 2018, compared to an estimated real growth of only 1.6 per cent in the 
oil sector.

Consumption Expenditure Dominates Aggregate Demand, and Saving-Investment Gap is Narrowing

12. In 2017, consumption expenditure contributed 65.9 per cent of GDP compared to 31.3 per cent 
and 2.8 per cent for investment expenditure and net exports, respectively.

13. The national saving-investment gap narrowed from –19.9 per cent of GDP in 2016 to –15.5 per 
cent of GDP in 2017, mainly reflecting the jump in national savings and mirroring the decline in 
current account deficit during 2017. This gap should shrink further in 2018 given the significant 
improvement in the current account balance.

Consumer Inflation Declined 

14. The CPI headline inflation fell to 0.9 per cent in 2018 from 1.6 per cent during 2017. This drop 
was mainly supported by rising domestic interest rates, following four policy rate hikes by the 
Federal Reserve in 2018, as well as the nominal effective appreciation of the Omani Rial during 
2018. 

Twin Deficit Persists, but It Has Been Waning over the Past Two Years. Nevertheless, Non-
Hydrocarbon Twin Deficit and Government Debt are still on the Rise

15. The fiscal deficit declined from RO 3.76 billion in 2017 to RO 2.65 billion in 2018, mainly 
due to the significant recovery in oil prices. This reduced the overall deficit by 5.1 percentage 
points of GDP to reach 8.7 per cent of GDP in 2018. The non-hydrocarbon primary fiscal deficit, 
however, increased by about RO 244 million in 2018, from 41.9 per cent to 42.3 per cent of non-
hydrocarbon GDP.

16. The government debt burden continued its upward trajectory in 2018. Total government debt 
(both short- and long-term) increased to RO 14.76 billion, or 48.4 per cent of GDP, of which 
external debt amounted to RO 11.80 billion, or 38.7 per cent of GDP.

17. In 2018, the Omani current account witnessed its biggest annual improvement since 1980. The 
current account deficit dropped by RO 2.55 billion, from RO 4.22 billion to RO 1.67 billion, and 
its ratio to GDP fell by 10 percentage points, from 15.5 per cent to only 5.5 per cent. The non-
hydrocarbon current account deficit, however, rose by RO 570 million to reach RO 12.16 billion 
(64.1 per cent of non-hydrocarbon GDP) in 2018. 

Adequate CBO Foreign Reserves to Sustain the Currency Peg and Cover Imports

18. By the end of 2018, CBO net foreign reserves stood at about RO 6.0 billion, up from RO 5.26 
billion at the end of 2017, which made them sufficient to cover 7.9 months of merchandise imports, 
5.3 months of imports of goods and services, and 3.6 months of total current account payments.

Strong Growth in Monetary Base and Broad Money in Response to the Economic Recovery

19. Broad money (M2) continued its upward trajectory, responding to the growing money demand 
associated with economic recovery, and increased by 8.3 per cent in 2018. Monetary base (reserve 
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money) recovered from its temporary slowdown in 2016 and 2017 and increased at 11.6 per cent 
in 2018, reflecting an increase in CBO’s net foreign assets by RO 740 million and a decrease in 
its net domestic assets by RO 302 million. Money multiplier of M2 slightly decreased from 4.3 in 
2017 to 4.1 in 2018.

FINANCIAL INSTITUTIONS

Potential Sources of Vulnerability in the Banking Sector 

Banks’ Credit Exposure Remained Concentrated in the Personal Loan Segment 

20. Credit remained concentrated in the personal loan segment, in which lending to households grew 
steadily over the last five years from RO 7.3 billion in 2014 to over RO 10 billion in 2018. 
Moreover, household indebtedness relative to non-oil GDP has risen during the past few years as 
household credit grew at a faster pace than the non-oil GDP. However, household debt to income 
ratio stayed broadly unchanged, and the proportion of personal loans to the total lending portfolio 
remained about 40%. Moreover, regulatory measures and stringent lending standards ensured that 
this segment continues to perform well with a low non-performing ratio of 2.3 per cent at the end 
of 2018. 

Conditions in the Real Estate Market Remains an Area to be Watched, as Real Estate Markets are 
Prone to Build-Up of Vulnerabilities

21. The total real estate exposure of the banking sector continued to be around 30 per cent of the total 
lending portfolio. This is considered large as a weakening in the real estate market may expose 
the banking sector to considerable risks. Furthermore, mortgage financing to households formed 
around 15 per cent of the lending portfolio or 50 per cent of its real estate exposure. However, at 
present there is no sign of any significant stress in the Omani real estate market.

Low Corporate Sector Leverage Bodes Well for Financial Stability. Share of Foreign Currency 
Corporate Loans on Decline

22. The data of companies listed on Muscat Securities Market (MSM) show that corporate sector 
leverage in Oman is relatively low. Particularly, total liabilities to total assets ratio (debt ratio) 
for the industrial sector was only 50.5 per cent. Lending to corporate sector continued to grow in 
sync with the rate of non-hydrocarbon economic growth. However, share of lending to corporate 
sector slightly decreased over the years to 38.6 per cent in 2018 (2017: 38.55 per cent) from about 
40 per cent in 2014. 

23.  The share of foreign currency corporate loans is declining over the last five years. The foreign 
currency loans were 18.5 per cent of total loans to the domestic corporate sector at the end of 2018 
as compared to 19.6 per cent at the end of 2017 and 22.2 per cent in 2014.

A Flourishing SME Sector is Vital for Long-term Financial Stability

24. The credit allocation to the SME sector remained a very small part (3 per cent of gross loans) of 
the lending portfolio of banks. SMEs not only form an effective conduit to provide employment, 
but these may also serve as the engine for economic growth. In the backdrop of a drive to create 
more job opportunities in the private sector, it is imperative that the banks fully support this 
segment.

Banks are Exposed to Concentration Risk in Deposits. However, Banks Remained Resilient to 
Deposit Runoff

25. Deposits of government and public sector enterprises to total deposits of the banking sector 
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increased to about 37 per cent in 2018 as compared to 34.1 per cent in 2017. While individual 
banks exhibit varying degree of resilience to deposit withdrawal by the government, on average 
the liquid assets (excluding inter-bank assets) of the banking sector almost cover the public sector 
deposits. .

Credit Gaps Declined Signaling no Credible Signs of Build-up of System-Wide Risks Emanating 
from Excessive Credit Growth

26.  Private Sector Credit to GDP Gap declined from 10.3 per cent at the end of 2017 to 3.9 per cent in 
December 2018. Private sector Credit to Non-oil GDP Gap also witnessed a decrease from 3.9 per 
cent to 2.9 per cent during the year. This, along with the relatively modest credit growth, showed 
that there is no credible sign of build-up of system-wide risks emanating from excessive credit 
growth. Consequently, CBO maintained the Countercyclical Capital Buffer requirements at 0%.

Assessment of the Banking Sector

Banks Continue on the Growth Trajectory

27. The Omani banking sector continued on its growth trajectory during 2018. The growth rate in 
assets picked up during the year, thus ending the deceleration in the growth that was set off 
in 2015. Net total assets of the banking sector crossed RO 33 billion (Gross Assets: RO 33.96 
billion) in 2018, registering a growth rate of 7.7 per cent as compared to 5.4 per cent during the 
previous year. Moreover, banks’ net credit grew by 6.3 per cent during 2018, which is comparable 
to the growth rate of the previous year (6.4 per cent).

Banks Carried High Quality Loans as Both Gross and Net NPL Ratios Remained at Low Levels. 
Due Attention is, however, Warranted to Monitor and Manage Stage 2 Loans

28. Non-performing loans remained at low levels indicating the soundness of banks’ credit portfolio. 
Gross non-performing loans (NPLs or Stage 3 loans) of banks were RO 683 million (2017: RO 
572 million) or 2.73 per cent (2017: 2.43 per cent) at the end of 2018. The Net NPL Ratio increased 
slightly from 0.66 per cent at the end of 2017 to 0.95 per cent in December 2018.

29. The loans assessed as Stage 2 were over RO 5 billion or 20 per cent of the total lending portfolio 
of banks at the end of 2018. Given the volume of loans in this category, due attention is warranted 
to monitor and manage the rising trend and to keep them from slipping to NPLs. 

Banks Remained Fairly Liquid. Various Metrics Show that Banks Remain Resilient to Potential 
Domestic Liquidity Shocks

30. Banks, on average, maintained cash reserve requirements without significant signs of strains. The 
excess cash reserves, over and above the required reserves, maintained by banks averaged about 
RO 460 million during 2018 as compared to RO 590 million during 2017.

31. The composition of banks’ funding has been stable over the years and banks remain resilient to 
any potential domestic liquidity shocks, with both their Liquidity Coverage Ratio (LCR) and Net 
Stable Funding Ratio (NSFR) well above the regulatory requirements. The LCR was 253.6 per 
cent at the end of 2018 against a requirement of minimum 100 per cent. The NSFR was 114.6 per 
cent in December as against a minimum requirement of 100 per cent.

Interest Rates Rose in 2018. However, as Fed Jettisons Interest Rate Hike in 2019, CBO Policy Rates 
Are Expected to Follow the Suit

32. Interest rates in Oman increased in 2018 in tandem with the Fed’s policy rate. CBO’s repo rate 
increased to 2.93 per cent in December 2018 from 1.95 per cent in December 2017. Similarly, the 
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interbank overnight interest rate also increased to 2.14 per cent in December 2018 from 1.26 per 
cent in December 2017. 

33. The average interest rate on RO deposits of conventional banks increased to 1.89 per cent in 
December 2018 up from 1.67 per cent a year ago. Similarly, average lending rates on RO loans 
of conventional banks also increased to 5.33 per cent in December 2018 as compared to 5.20 per 
cent in December 2017.

34. Considering the recent restraint from the Fed in further raising interest rates and a rate cut in July 
2019, the policy and retail interest rates in Oman are also expected to follow the suit.

Concentration in the Banking Sector Was Moderately High. D-SIBs Framework and Bank Resolution 
Framework Would Help Deal with the Systemically Important Banks

35. The Herfindahl-Hirschman Index (HHI) showed that the Omani banking sector is moderately 
concentrated. The concentration level in Oman is in line with the peer group of GCC countries. 
The top five (three) banks continues to form about 76 per cent (59 per cent) of total banks assets.

36.  To deal with the risks emanating from the presence of large institutions, CBO had issued guidelines 
to identify, supervise, and regulate Domestic Systemically Important Banks. Moreover, as a part 
of the preparedness to amicably resolve the systemically important banks, CBO has also recently 
published a Bank Resolution Framework.

Capital Buffers Remained High with a Large Proportion of Tier 1 Capital. Banks Maintained Their 
Foothold in Terms of Profitability

37. Capital to Risk-weighted Assets Ratio (CRAR) of banks was 17.9 per cent at the end of December 
2018 as compared to 17.4 per cent a year earlier. 

38. Banks grossed RO 520 million in pre-tax earnings during 2018 compared to RO 452 million 
during the previous year. During 2018, ROA and ROE of banks remained steady at 1.6 per cent 
(2017: 1.5 per cent) and 10.6 per cent (2017: 9.9 per cent), respectively, with NIM of 2.7 per cent 
in 2018.

Non-Bank Financial Institutions (NBFIs)

NBFIs Continue to Provide Vital Financial Services; However, Credit-Granting NBFIs Remained 
a Small Fraction of the Financial Sector

39. Total assets of Finance & Leasing Companies (FLCs) increased by about 4.4 per cent during 2018 
as compared to a decline of 1.6 per cent during the previous year. The financing portfolio of FLCs 
registered a growth of 1.5 per cent during 2018 (2017: 0.8 per cent decrease; 2016: 3.8 per cent 
increase). Their NPL ratio increased to 12 per cent at the end of 2018 (2017: 8.6 per cent; 2016: 
5.4 per cent).

40. Insurance penetration, defined as the ratio of insurance premiums to GDP, was about 1.5 per cent in 
2018 (GCC Average: 1.9 per cent in 2016; Global Average 6.1 per cent). Furthermore,  Insurance 
Density, which is per head insurance premium, is about RO 100.7 per person as compared to the 
GCC average of RO 187 and global average of RO 262 per head. These metrics show that there is 
substantial scope for growth of the insurance sector.
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PAYMENT AND SETTLEMENT SYSTEMS

Concentration in the Payment and Settlement Systems Persists. However, It Remained Robust 
without Any Significant Disruption

41. The aggregate values handled by the payment and settlement systems witnessed a moderate 
increase of around 11 per cent in 2018 to reach RO 202.9 billion from RO 182.17 billion in 
2017. Moreover, the total number of payments increased by 36 per cent, from around 69 million 
transactions in 2017 to 94.9 million transactions in 2018.

42. With an increase of three per cent, the retail systems recorded a total value of RO 23.9 billion 
during 2018. Moreover, the retail volumes increased by 37 per cent during 2018. Increase in retail 
payments suggested a move towards a cashless society. 

43. Around 49 per cent of the total transactions were handled by four banks, suggesting concentration 
as almost half of the payment system activity relies only on four banks..

44. During 2018, the number of bounced cheques reached 469,187 cheques from 426,977 cheques 
in 2017. This is an increase of 9.9 per cent over previous year. Insufficient funds remained the 
leading reason for unpaid cheques (78 per cent).

STRESS TESTING OF THE BANKING SECTOR

Banks Remain Resilient to Stringent Solvency and Liquidity Shocks

45. The stress tests show that, at the end of December 2018, the Capital to Risk-weighted Assets 
Ratio (CRAR) of the domestic banks would drop from 17.6 per cent to 15.6 per cent when banks 
are subjected to a battery of severe stress events. The reverse stress test showed that the current 
aggregate NPLs of domestic banks should increase by at least 200 per cent before the CBO’s 
required CRAR of 13.5 per cent could be breached.

46. The funding needed for undercapitalized banks under stress scenarios would amount to RO 88.3 
million, which accounts for only 0.32 per cent of Oman’s GDP or 1.8 per cent of the existing 
capital of the domestic banks.

47. Under an assumed deposit run-off, the domestic banks would continue to remain in a good 
liquidity position vis-à-vis international benchmarks. The results show that all domestic banks 
would survive the assumed high withdrawals from various segments of depositors for more than 
five working days. 
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Chapter I

MACRO-FINANCIAL SCENARIO 

I. Global Developments
World Output Growth Softened
1.1. After reaching a six-year peak at 4.0 per 
cent (YoY) in the last quarter of 2017 (3.8 per 
cent for the full year), world output growth 
decelerated to 3.6 per cent in 20181. World 
output, after witnessing a solid growth during 
the first half of 2018 (3.8 per cent), lost some 
momentum and grew by only 3.2 per cent during 
the second half of the year. Both advanced 
economies (AEs) and emerging market and 
developing economies (EMDEs) contributed to 
this modest slowdown in world output last year, 
but the decline was larger in EMDEs. In 2018, 
real output growth decreased by about 0.15 
percentage point to reach 2.2 per cent in AEs 
as compared to 0.24 percentage point decline to 
4.5 per cent in EMDEs. The downward trend in 
global growth is expected to continue in 2019 
before it reverses in 2020 (Graph 1.1a).

1.2. Almost all major economies, except 
USA, witnessed a slower pace of economic 
growth in 2018, with a decline in real growth 
rates ranging from 0.1 percentage point and 0.2 
percentage point in India and China, respectively, 
to 1.1 percentage point in Japan (Graph 1.1b). 
Growth in USA continued to trend upwards and 
rose to 2.9 per cent in 2018 from 2.2 per cent in 
2017, boosted in part by the tax cuts and fiscal 
spending. Growth accelerated in USA despite 
the Fed’s decisions to raise the target federal 
fund rate (FFR) five times between December 
1.  IMF, World Economic Outlook, April 2019.

The Omani economy continued recovery in 2018. Rising oil prices fueled a stronger hydrocarbon-
driven nominal growth while maintaining growth in non-hydrocarbon activities. Real growth also 
turned positive during the year. Stronger growth enhanced domestic liquidity and backed growth 
in bank deposits and credit, providing the needed support to the Omani financial sector. Savings 
increased, narrowing down the saving-investment gap and positively reflecting on the Sultanate’s 
external position. Domestic interest rates continued to rise during 2018 following the tightening 
of monetary conditions in the USA. The fixed exchange rate, however, continued to serve as an 
effective nominal anchor, contributing to lower inflation during the year. Both fiscal and current 
account deficits dropped significantly. Nevertheless, the twin deficit is still alarming, as both non-
hydrocarbon fiscal and current account deficits increased during 2018. CBO net foreign reserves 
remained solid, providing sufficient import cover and supporting the fixed exchange rate regime. 
Overall, the macroeconomic outlook for Oman is robust over the short-term. Over the medium term, 
however, accelerated economic diversification and continued fiscal reforms are deeply needed to 
reduce vulnerabilities to external factors and sustain the macro-financial stability of the Omani 
economy.  
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2017 and December 2018 as part of monetary 
policy normalization. 

1.3. In the Euro area, real GDP growth 
decelerated from 2.4 to 1.8 per cent between 2017 
and 2018, mainly because of weak consumer and 
business confidence and lower exports. European 
Union (EU) economies were considerably hurt 
by the slowdown in the Chinese economy as 
well as the increased uncertainty emerging from 
the threat of U.S. tariff hikes and the rising 
possibility of a hard (no-deal) Brexit2. 

1.4. China2 and India, the largest two 
emerging market economies and Oman’s most 
important trading partners outside the GCC 
region, maintained their relatively strong 
growth in 2018 despite some softening (Graph 
1.1b). In 2018, the Chinese economy grew at 
6.6 per cent, the country’s lowest growth rate 
since 1990, which was mainly attributed to 
tightening of domestic financial regulations, 
waning consumption expenditure on durables, 
and weakening of export growth due to trade 
tensions with the United States. India, on the 
other hand, realized a growth rate of about 7.1 
per cent, compared to 8.2 per cent in 2016 and 
7.2 per cent in 2017, on the back of supportive 
macroeconomic policies and reforms. The 
Indian economy maintained its position as one 
of the world’s fastest growing economies during 
2018. Growth of the Indian economy, albeit 
softened last year, continued to surpass growth 
of the Chinese economy for the fifth consecutive 
year; a trend that is expected to continue, and 
the gap to widen, through 20243. 

1.5. In the Middle East and North Africa 
(MENA) region, real growth dropped from 
1.8 per cent to 1.4 per cent between 2017 
and 2018 (Graph 1.1b), mainly reflecting 
geopolitical tensions in several parts of the 
region. Although the recovery in oil prices, 
among other factors, significantly improved 
nominal growth from 2.5 per cent (7.5 per 
cent for GCC) in 2017 to 10.3 per cent (13.5 
per cent for GCC) in 2018, the production 
cuts implemented by the OPEC+ agreement 
constrained real growth.

Growth in Industrial Production Weakened

1.6. Industrial production (IP) data confirms 
the broad-based deceleration of global economic 
activity in 2018, particularly in manufacturing, 
mainly due to the reasons described earlier. 
Although IP grew at slower rates in both AEs and 
2.  In addition, several unfavorable events adversely af-
fected major Eurozone countries last year. The most no-
table were street protests in France, political chaos and 
continued fiscal concerns that led to a significant widen-
ing of sovereign spreads in Italy, and the slump in output 
and sales in the German automobile industry, facing seri-
ous regulatory and technological challenges, during the 
second half of 2018. On the other hand, the typhoon that 
hit Japan in the third quarter of 2018 sharply reduced ag-
gregate demand. As a result, Japanese annual real growth 
more-than-halved, from 1.9 per cent in 2017 to only 0.8 
per cent in 2018.
3.  IMF, World Economic Outlook, April 2019.
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EMDEs, the former contributed the most to the 
sharp drop in world’s IP growth (Graph 1.2a). 
The radical decline in IP volume growth rate in 
2018, relative to the modest decrease in global 
real GDP growth, suggests that the world’s non-
industrial production grew at faster rate than IP. 
The Eurozone and Japan were responsible for 
most of the decline in IP growth in AEs (Graph 
1.2b). 

Business and Consumer Confidence Declined

1.7. The heightening trade tensions between 
USA and China and the threat of a no-deal 
Brexit were two major factors that reversed the 
recent expansion in AEs and contributed to the 
modest slowdown in global economic activity in 
2018. Both these factors, among others, dented 
consumer and business confidence (Graph 
1.3), where the latter is measured by changes 
in manufacturing purchasing managers’ index 
(PMI). 

Sovereign Spreads Widened in Emerging 
Markets 

1.8. Amidst growing global uncertainties, the 
sovereign spreads in EMEs widened during 2018 
(Graph 1.4), as measured by the JP Morgan’s 
Emerging Markets Bond Index (EMBI). Such 
widening could be attributed to the credit 
downgrades, heightened risk averse sentiment 
in global financial markets, and the subsequent 
capital ‘flight to safety’. Other important factors 
include the tightening of financial conditions and 
the geopolitical tensions in the MENA region. 
Expectedly, global financial markets were also 
discriminating among EMDEs, as sovereign 
spreads exhibited much larger increases for 
countries with weaker growth potential, higher 
vulnerabilities, and larger external financing 
needs. Following the elevation of sovereign 
spreads, spreads on emerging markets’ corporate 
bonds significantly increased as well in 20184. 

A Setback in Global Investment Growth

1.9. The robust recovery in investment 
spending during 2017 reversed in 2018 
in EMDEs, which led world’s investment 
expenditure to lose momentum during the 
year (Graph 1.5). The YoY growth in world’s 
investment spending declined by 2 percentage 
points, from 9.4 per cent in 2017 to 7.4 per cent 
4.  As measured by the option-adjusted spread on the 
Emerging Markets Corporate Plus Index, issued by ICE 
Bank of America Merrill Lynch.
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in 2018. On the contrary, the optimistic growth 
outlook in 2017 and early 2018, coupled with the 
accommodative monetary policies, conditioned 
a larger increase in investment spending in 
AEs, especially in the Eurozone. Nonetheless, 
the deteriorating investor sentiment and lower 
growth prospect are manifested in the sharp 
drop in forecasted growth in world investment 
expenditure in 2019. 

World Trade Lost Momentum 

1.10. The escalating US-China trade disputes, 
coupled with declining global growth and 
investor confidence, contributed to an overall 
slowdown in international trade in 2018 after 
a strong recovery in 2017. The YoY growth in 

the world’s merchandise exports and imports 
declined from 4.3 per cent and 5.2 per cent in 
2017, respectively, to only 3.0 per cent and 3.8 
per cent, respectively, in 2018 (Graphs 1.6a and 
1.6b). AEs suffered larger declines in merchandise 
trade growth than EMDEs in 2018. Among 
AEs, Japan and the Euro area experienced large 
decline in merchandise exports growth, while 
the U.S. merchandise exports kept momentum 
with YoY growth at around 4 per cent in both 
2017 and 2018. Growth in U.S. merchandise 
trade, however, dropped significantly in the last 
quarter of 2018, mainly reflecting the impact of 
escalating trade tensions with China. On the other 
hand, growth of merchandise trade weakened 
across country groups within EMDEs, with the 
only striking exception of Middle East and Africa 
(MEA). 

Equity Market Indexes Dropped by the End of 
the Year

1.11. By the end of 2018, major equity markets 
in both AEs and EMDEs sharply dropped, 
reflecting the anticipated global slowdown 
intensified by the US-China trade disputes and 
tightening monetary conditions in USA, UK, 
Canada, and several EMDEs. The sharp drop was 
more manifested in emerging equity markets, 
as the Morgan Stanley Capital International 
(MSCI) Emerging Market Index dropped by 16.6 
per cent in 2018 compared to an increase of 34.3 
per cent in 20175.

Monetary Conditions Generally Tightened 

1.12. Monetary conditions generally tightened 
in 2018 in several AEs and most EMDEs, despite 
the significant differences in financial conditions 
between the two groups. The monetary policy 
normalization in several AEs coupled with 
interest rate hikes by many EMDEs led to less 
accommodative global monetary conditions in 
2018. Within AEs, financial conditions varied 
considerably between USA6 and the other major 
AEs mainly due to the opposite monetary policy 
stance (i.e. tightening monetary policy in USA 
versus monetary easing and zero or negative 
interest rate policies in many other AEs). 

1.13. Several central banks in both AEs and 
EMDEs (e.g. USA, UK, Canada, India, Mexico, 
Indonesia, Philippines, Argentina, and Turkey) 
5.  Source: MSCI Inc. (www.msci.com)
6.  The Fed reversed its monetary policy stance and cut 
its target FFR in July 31, 2019, for the first time since 
December 2008, by 25 bps.
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raised their key interest rates in 2018. For some 
central banks in AEs, including USA, UK, and 
Canada7, policy rate hikes were guided by their 
inflation targeting frameworks (Graph 1.7a). 
Although the European Central Bank (ECB) 
ended its liquidity-providing asset purchase 
program (APP) in December 2018, it promised 
not to raise its key interest rate at least until the end 
of 2019. Accordingly, monetary conditions in the 
Eurozone are expected to remain accommodative 
during 2019. 

1.14. Among EMDEs, the central banks 
of Argentina and Turkey decided the largest 
policy rate hikes that reached 30 and 16 per 
cent, respectively, during 2018 (Graph 1.7b) to 
discourage capital flight and support their local 
currencies following sharp depreciations and 
huge widening of sovereign spreads. On the 
other hand, the People’s Bank of China kept its 
policy rate unchanged, but it reduced the reserve 
requirements twice during 2018 to support bank 
liquidity and keep the monetary policy supportive 
for growth. 

1.15. The multiple hikes in policy rates in 
USA and UK in 2017 and 2018 transmitted to 
the overnight (O/N) interbank rates in their 
domestic money markets (Graph 1.8a). Given 
the expectations of accommodative monetary 
policies in USA, UK, and Eurozone, the IMF 
forecasts interbank rates to decline in USA and 
remain relatively stable in UK and the Eurozone 
over the next two years.

Negative Central Bank Rates Are Still Widespread 
in Advanced Europe and Japan

1.16. On the other hand, the negative interest 
rate policy is still widespread across several 
AEs, highlighting the extended accommodative 
monetary policy. In order to provide further 
liquidity and stimulate economic growth, central 
banks of Denmark (July 2012), the Eurozone 
(June 2014), Switzerland (December 2014), 
Sweden (February 2015), and Japan (September 
2016) started to break the theoretical zero-lower-
bound of interest rates and adopted negative 
policy rates (or deposit facility rate, as is the 

7.  The U.S. Fed raised its target policy rate five times, by 
125 bps in total, between December 2017 and December 
2018. The Bank of England decided to raise its policy rate 
by 25 bps in August 2018 only for the second time since 
July 2007 (the first decision since then was made in No-
vember 2017). The Bank of Canada raised its policy rate 
three times during 2018 by 25 bps each.
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case for the ECB). Such negative rates reflected 
in negative O/N interbank rates (Graph 1.8b), 
keeping monetary policy very accommodative 
across most of Europe and Japan.

Bond Yields Initially Elevated, Then Slowed 
Down or Decreased in Most AEs 

1.17. The behavior of yields on long-term 
government bonds in USA and advanced 
European economies showed some similarity 
in 2018 and early 2019 (Graph 1.9), despite 
the varying monetary conditions and economic 
outlook. The average yields on U.S. 10-year 
Treasury bond elevated by 55 bps during the 
first half of 2018, mainly reflecting the Fed’s rate 
hikes as well as the anticipation of continued 
expansion. The outlook for a weaker growth in 
the second half of the year, however, softened this 
increase to a modest 12 bps. In UK and Germany, 
average yields on long-term government bonds 
witnessed smoother upward trends early on in 
2018, but decreased during the remainder of 2018. 
In contrast, Japan’s long-term government bond 
yields remained relatively stable, particularly 
due to the Bank of Japan’s commitment to 
keep the yield on 10-year Japanese government 
bonds around zero8. As major central banks 
either signaled or declared their intention not to 
raise interest rates during 2019 on the back of 
intensifying global economic and geopolitical 
systemic risks, long-term bond yields in AEs 
started to dive in the first quarter of 2019.

Modest Rises in Headline Inflation, but Stable 
Core Inflation

1.18. Both EMDEs and AEs reported an 
increase in average inflation in 2018 (Graph 
1.10a), but intra-year trends differed between 
AEs and EMDEs. In AEs, the average headline 
inflation increased from 1.7 percent to 2.0 per 
cent between 2017 and 2018, suggesting that 
the drop in non-energy commodity prices were 
not sufficient to offset the inflationary effect of 
stronger growth and accommodative monetary 
policies. In EMDEs, the inflationary effects of 
significant currency depreciations in several 
economies, and the resulting pass-through effect 
of imported inflation, as well as the recovery in 
oil prices, outweighed the effect of falling non-
energy commodity prices, causing inflation to 
inch up from 3.0 per cent to 3.6 per cent between 

8.  According to its “yield curve control” policy, although 
wider bands around the zero target were allowed in July 
2018.
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2017 and 2018. On the other hand, core inflation 
rates in AEs remained relatively stable and 
within the central bank targets for most of 2018 
(Graph 1.10b), but those in EMDEs rose sharply 
following the trend in headline inflation.

Global Uncertainty Escalated

1.19. Global economic uncertainty and 
geopolitical risks remarkably escalated in 2018 
compared to the previous year. Uncertainty 
surrounding economic policies was mainly 
fueled by the build-up of the US-China trade 
tensions, prospect of more protectionist trade 
policies across major economies, the outlook 

for slower global growth, as well as gloomy 
UK-EU Brexit negotiations. In the meantime, 
geopolitical tensions in the Arabian Gulf region 
and domestic political instability or conflicts in 
several countries deepened the extent of global 
uncertainty during 2018. 

1.20. Global uncertainty, as reflected by 
both Baker-Bloom-Davis indexes for global 
economic policy uncertainty (GEPU) and U.S. 
trade policy uncertainty (USTPU) ended 2018 
with more than twice their December 2017 
values (with YoY increases of 119 per cent for 
both indexes). In addition, the Caldara-Iacoviello 
geopolitical risk (GPR) index increased by about 
51% between December 2017 and December 
2018. Period-averages of these three indexes 
also increased between 2017 and 2018 (Graph 
1.11). Interestingly, the average value of GEPU 
index kept increasing steadily from one quarter 
to the next during 2018, implying that investor 
sentiment and business and consumer confidence 
deteriorated over the course of the year. 

II. Domestic Macroeconomic 
Developments9 

Nominal GDP and Its Constituent Compo-
nents 

Nominal Growth Continued with Strong 
Recovery, but Still Largely Oil-Dependent

1.21. In 2018, the Omani economy witnessed 
several signs of continued recovery from a 
contractionary phase witnessed prior to 2017. 
Gross Domestic Product (GDP) at current prices, 
hereinafter nominal GDP, recorded the highest 
annual growth rate since 2012. Real GDP growth 
rate is also expected to turn positive for 2018 
from its negative value realized in 2017. The 
twin deficit has been considerably alleviated, 
with both fiscal and current account deficits 
significantly declining in 2018, scoring their 
lowest values in four years both as levels and as 
percentages of GDP. Trade surplus reached its 
four-year high, again both in terms of monetary 
value and as a percentage of GDP. 

1.22. After two years of negative growth (2015 
and 2016), nominal GDP in 2018 continued its 
strong recovery that started in 2017. Its annual 
9.  Unless otherwise indicated, this section relies on data 
obtained from domestic official sources, including the 
National Center for Statistics and Information (NCSI), 
the Ministry of Finance (MoF), Muscat Securities Market 
(MSM), and the Central Bank of Oman (CBO).
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growth rate accelerated from 7.3 per cent in 
2017 to 12.0 per cent in 2018, reaching RO 30.5 
billion in 2018 compared to RO 27.2 billion in 
2017. The nominal growth in Omani GDP in 
2018 was slightly less than the average in GCC 
countries, but significantly higher than that of 
other non-GCC oil exporters in the Middle East 
and Central Asia (MECA) region (Graph 1.12)10. 
The significant rise in oil prices increased the 
hydrocarbon sector’s share in Omani nominal 
GDP to 35.5 per cent in 2018 from 29 per cent 
in 2017. The share of non-petroleum activities, 
including petroleum-related manufacturing, 
dropped to 68.4 per cent in 2018 from 74.4 per 
cent in 201711.

10.  IMF, Regional Economic Outlook (REO) for Middle 
East and Central Asia, April 2019.
11.  The shares of petroleum and non-petroleum activities 
add up to more than 100 per cent because of the negative 
values of “financial intermediation services indirectly 
measured” as well as indirect taxes and subsidies.

1.23. Both hydrocarbon and non-hydrocarbon 
sectors experienced positive nominal growth 
in 2018, with the hydrocarbon sector growing 
much faster due to the strong rebound in oil 
prices during the year. In 2018, petroleum 
activities grew at a nominal rate of 37.1 per cent, 
more than double its growth rate in 2017 (18.1 
per cent). On the other hand, the annual growth 
in non-petroleum activities slightly moderated 
during the year to 2.9 per cent in 2018, from 3.3 
per cent in 2017, partly reflecting the impact of 
the government rationing of current and capital 
expenditures for civil ministers (Table 1.1). 
On aggregate, all three major non-petroleum 
sectors, i.e. industrial, agriculture and fishing, 
and services, exhibited slower growth in 2018 
compared to 2017. Nevertheless, the impact of the 
government expenditure cuts was  pronounced 
in some services such as transport, storage, and 
communications as well as education, health, 
and other services, whose growth rate dropped 
from around 7.1 and 6.6 per cent in 2017 to 1.6 
and 0.9 per cent in 2018, respectively.

1.24. Table 1.1 also shows that the hydrocarbon 
sector was responsible for about 89 per cent 
(about 10.8 percentage points of 12.0 percent) 
of the growth in nominal GDP, compared to only 
65 per cent in 2017 (4.8 percentage points of 7.3 
percent) (Graph 1.13). The slower growth of 
non-petroleum activities slightly reduced their 
contribution to nominal GDP growth (by about 
0.4 percentage point) between 2017 and 2018, 
with most of this decrease (about 0.3 percentage 
point) attributed to the services sector.

1.25. The main concern regarding the recent 
surge in the Omani economy is that it was 
mostly driven by the significant recovery in oil 
prices (Box 1.1 provides a simple attribution 
analysis that shows that 9.3 percentage points 
of the 12-percent growth in nominal GDP 
could be attributed solely to rising oil prices 
in 2018). Given the fact that an increase in oil 
prices is a positive external shock for Oman, 
satisfactory economic performance primarily 
based on favorable oil prices movements may 
not be sustainable in the medium and long 
term. Hence, the continued heavy reliance 
on the oil sector, especially in such a volatile 
global oil market, makes the Omani economy 
vulnerable to adverse external shocks with 
implications to the Sultanate’s economic 
and financial stability. Expediting the on-
going diversification efforts and continuous 
commitment to fiscal discipline would be 
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critical for ensuring a broad-based, more-
balanced sustainable economic growth.

Real Growth 

Negative Real Growth in 2017 Turns Positive in 
2018 

1.26. Based on the most-recent available data, 
Oman’s real GDP (at constant 2010 prices) 
declined by 0.9 per cent in 2017. A smaller 
decline in real GDP (by 0.3 per cent, on average) 
was realized in GCC countries (Graph 1.14). 
Two major factors contributed to this negative 
real growth. First, a decline of 3.4 per cent in 
real output of crude oil due to the production cuts 
agreed on by OPEC and non-OPEC members 

in January 2017, which caused real growth in 
the Omani oil and gas sector to decline by 3 per 
cent in 2017. Second, the severe contraction of 
the real estate sector, whose real growth rate 
dropped from 12.5 per cent in 2016 to –6.7 per 
cent in 2017, sharply reducing the real growth 
rate in the non-petroleum sector from 4.9 per 
cent in 2016 to only 0.9 per cent in 2017. Positive 
real growth in almost all other non-petroleum 
activities was less than needed to offset the 
drop caused by the hydrocarbon and real estate 
sectors. Prior to 2017, real GDP growth rates 
have been positive since 2003 supported mainly 
by real growth in non-petroleum activities and 
relatively low inflation rates. Real GDP growth 
reached 4.7 per cent and 5.0 per cent in 2015 
and 2016, respectively, with an average of 4.4 
per cent during the period 2003-2016.

1.27. The IMF estimated Omani real GDP 
growth to rebound from its negative growth in 
2017 to 2.1 per cent in 2018, in line with the 
estimated average real GDP growth in GCC 
countries (2.1 per cent) but significantly higher 
than that of non-GCC oil exporters in the MECA 
region (–1.1 per cent). Positive real growth is 
projected to continue in GCC countries, including 
Oman, through 2020 (Graph 1.14). The non-oil 
sector is viewed as the main driver of real growth 
in Oman, and is estimated to grow slightly faster 
than the GCC average (2.5 per cent compared to 
2.3 per cent). On the contrary, real growth in oil 
sector is estimated to be slower than the GCC 
average (1.6 per cent compared to 2.1 per cent). 
For other oil exporters in the MECA region, the 
IMF estimated negative growth rates for both oil 
and non-oil real GDP (–4.5 and –0.1 per cent, 
respectively) in 201812

.

Oil and Gas Sector

Recovery in Oil Prices and Gas Production 
Expansion Lead to Stronger Hydrocarbon-
Driven Nominal Growth

1.28. Although both hydrocarbon and non-
hydrocarbon sectors contributed to the strong 
nominal GDP growth in 2018, most of this 
growth was attributed to the hike in oil prices, 
as illustrated in detail in Box 1.1. In line with 
international crude oil prices (Graph 1.15), the 
weighted-average price for Omani crude jumped 
to $69.79 per barrel in 2018, which was 36 per 
cent and 74 per cent higher than its values in 
2017 ($51.26) and 2016 ($40.22), respectively. 

12.  IMF, World Economic Outlook, April 2019.
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Throughout 2018, the monthly average price for 
Oman crude oil steadily increased from $55.60 
a barrel in December 2017 to a peak of $80.20 
a barrel in December 2018 (the highest average 
oil price since December 2014), but it dropped to 
the range of $57-66 a barrel during the first four 
months in 2019. 

1.29. Domestic production of natural gas also 
significantly increased by 12.1 per cent from 
about 41 billion cubic meters to 46 billion cubic 

meters between 2017 and 2018, which was the 
largest annual increase in production since 2008. 
As a result of this substantial production increase, 
the value of natural gas output grew by 20.3 per 
cent in 2018, almost twice of its 2017 growth rate 
of 10.4 per cent, and its contribution to nominal 
GDP growth doubled from 0.5 percentage point 
to 1.0 percentage point (Table 1.1).

1.30. The OPEC+ production cut agreement, 
which has been effective since January 2017, 
has been recently extended until March 2020 to 
remove the excess supply in the global oil market. 
Since January 2017, Oman’s average daily oil 
production remained between 3.3 per cent and 4.6 
per cent below its October 2016 level, resulting 
in a decline in its crude oil production by about 
13.4 million barrels and 10.5 million barrels in 
2017 and 2018, respectively. 

Unstable Outlook for the Global Oil Market 
Despite the OPEC+ Agreement

1.31. The OPEC+ agreement and the 
strengthening global growth, especially in AEs, 
turned the global excess supply of oil into excess 
demand of about 1.2 million barrels per day by 
the end of 2017 (Graph 1.16). Subsequently, 
global growth moderated, reducing the growth of 
oil demand from 1.8 percent in 2017 to 1.5 per 

Table 1.1
Sectoral Contributions to Nominal GDP Growth (2016-2018)

Growth Rate (%) Share in GDP Contribution to GDP 
Growth (%)*

2016 2017 2018 2015 2016 2017 2018 2016 2017 2018

Petroleum Activities -23.7 18.1 37.1 0.33 0.26 0.29 0.36 -7.85 4.78 10.76

Crude Petroleum -27.8 19.8 40.5 0.29 0.22 0.24 0.30 -8.0 4.3 9.8

Natural Gas 2.2 10.4 20.3 0.04 0.05 0.05 0.05 0.1 0.5 1.0

Non-Petroleum Activities 1.9 3.3 2.9 0.73 0.77 0.74 0.68 1.39 2.58 2.19

Industrial Activities -1.2 2.8 2.7 0.21 0.21 0.21 0.19 -0.26 0.61 0.56

Agriculture & Fishing 9.6 9.3 6.9 0.02 0.02 0.02 0.02 0.19 0.21 0.16

Services 2.9 3.3 2.8 0.50 0.54 0.52 0.47 1.46 1.76 1.47

GDP at Market Prices -4.3 7.3 12.0 1.00 1.00 1.00 1.00 -4.3 7.3 12.0

* Calculated as the sector’s growth rate multiplied by its beginning-of-period share in GDP, using provisional data for 
2017 and preliminary data for 2018.
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cent during 2018. Moreover, global oil supply 
increased by 3 per cent during 2018 compared 
to only 0.7 per cent in 2017. In particular, non-
OPEC supply increased by 5 per cent in 2018 
(compared to only 1.4 per cent in 2017), most 
of which came from the Americas whose oil 
production increased by about 12 per cent in 
2018 mainly due to the large increase in U.S. oil 
production. These factors, among others, eroded 
the excess demand that existed at the beginning 
of 2018 and created a marginal excess supply of 
about 0.3 million barrels per day by the end of 
the year. 

1.32. As depicted by Graph 1.16, the first 
quarter of 2019 showed some indication of a 
reversal of the trend in the global oil market. The 
continued drop in oil supply from Venezuela, 
way beyond the allocated production cut, as well 
as the on-going political tensions between USA 
and Iran, created additional uncertainty about 
global oil supply in the medium term. Supported 
by the recent extension of the OPEC+ agreement, 
these factors created conditions for a decline in 
excess supply in 2019. However, the prospect 
of a global slowdown and the increase in non-
OPEC+ oil supply, especially from USA, work 
in the other direction.

Aggregate Expenditure and Saving-Invest-
ment Gap

Consumption Expenditure Dominates 
Aggregate Demand, with Good Prospect for 
Total Investment in 2019. 

1.33. In 2017, which is the latest available 
data, consumption expenditure was the major 
aggregate demand component in terms of its 
contribution to nominal GDP, contributing 65.9 

per cent of nominal GDP compared to 31.3 per 
cent contributed by investment expenditure 
and only 2.8 per cent contributed by net 
exports. Between 2015 and 2017, Omani GDP 
was increasingly supported by consumption 
expenditure as net exports of goods and services 
declined sharply (Graph 1.17a). These trends, 
however, are expected to show some reversion 
in 2018 due to the recovery in hydrocarbon 
exports and trade balance. Low oil prices, 
coupled with a modest decrease in non-oil 
trade balance, reduced the average share of net 
exports of goods and services in nominal GDP 
from 24 per cent during 2012-2014 to only 2 per 
cent during 2015-2017. 

1.34. Several factors, including increased 
vulnerabilities and successive sovereign credit 
downgrades, slow pace of needed fiscal and 
legislative reforms, and rising domestic interest 
rates reduced the attractiveness of the Omani 
investment environment, leading gross fixed 
capital formation to almost freeze during the 
period 2015-2017. Despite the fact that the 
value of total investment grew by a compound 
annual growth rate (CAGR) of 10.4 per cent 
during 2015-2017, almost all of this growth 
took the form of increase in inventories, leaving 
gross fixed capital formation almost unchanged. 
Most of the drop in net exports was offset by 
an increase in the household consumption 
expenditure during 2015-2017, which grew by 
a CAGR of 3.6 per cent compared to a CAGR 
of –2.9 per cent in government consumption 
during this period. Accordingly, the average 
share of consumption expenditure in GDP 
increased dramatically from 52.1 per cent 
during 2012-2014 to 67.8 per cent during 2015-
2017, which was also significantly higher than 
its long-term average of 55.8 per cent during 
the period 2000-2017. On the other hand, the 
average investment-to-GDP ratio increased by 
6.5 percentage points, from 23.8 to 30.3 per 
cent between the two periods 2012-2014 and 
2015-2017. 

Saving-Investment Gap Is Narrowing

1.35. After four consecutive years of decline, 
both in levels and as percentages of GDP, 
domestic and national gross savings significantly 
increased in 2017 reflecting economic recovery 
(Graph 1.17b). As percentages of GDP, domestic 
and national savings increased from 29.1 per 
cent and 9.5 per cent, respectively, in 2016 to 
34.1 per cent and 15.9 per cent, respectively, 
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in 2017. Moreover, total investment slightly 
improved from 29.3 per cent of GDP to 31.3 
percent of GDP during 2017. Consequently, the 
national saving-investment gap narrowed, from 
–19.9 percent of GDP in 2016 to –15.5 percent 
of GDP in 2016. This gap, however, continued 
to be negative for the third consecutive year, 
mirroring the current account deficit. With the 
recent improvement in the current account 
balance, this gap is expected to shrink further in 
2018. On the other hand, t

1.36. Domestic and foreign investments are 
expected to receive a boost due to the promulgation 
of five Royal Decrees on July 1, 2019. The Royal 
Decrees enacted the followings: (i) the Foreign 
Capital Investment Law, replacing the Foreign 
Investment Law of 1994; (ii) the Privatization 
Law, replacing the Privatization Law of 2004; 
(iii) the Law on Public-Private Partnership; and 
(iv) the Bankruptcy Law, canceling Book Five 

of the Trade Law. The establishment of “Public 
Authority for Privatization and Partnership” has 
replaced the “Oman Authority of Partnership 
for Development.” The newly enforced laws 
are expected to have a strong positive impact 
on the investment environment in Oman, 
and boost domestic and foreign investments. 
These laws would also have the potential of 
activating Omani capital market and improving 
the performance of Muscat Securities Market. 
Moreover, privatization and public-private 
partnerships are expected to generate more 
non-oil fiscal revenue and, at the same time, 
reduce some government expenditure burden, 
improving the fiscal balance. They represent 
needed legislative reforms that could eventually 
fuel non-oil economic activities and reduce the 
economy’s reliance on oil revenue, paving the 
way for a sustainable diversified real growth.

Exchange Rates

NEER Appreciated, but RER Depreciated in 
Oman and Other GCC Neighbors

1.37. The nominal effective exchange rate 
(NEER) of the Omani Rial is the weighted 
average of the exchange rates of the Omani Rial 
against Oman’s major trading partners, where 
weights are assigned based on the relative size 
of the Omani imports from a trading partner 
in Oman’s total imports. A(n) depreciation 
(appreciation) of the NEER means that the value 
of the Omani Rial has decreased (increased), on 
average, relative to the currencies of Oman’s 
import trading partners, which makes Omani 
imports more (less) expensive to Omani 
residents. Because of the fixed peg against the 
U.S. dollar (USD), Oman’s NEER is affected 
only by changes in the exchange rates of trading 
partners other than USA and countries with 
fixed pegs against USD. 

1.38. The strengthening of USD in 2018 caused 
the NEER of Oman and other GCC countries 
with fixed pegs to USD to appreciate. Following 
an appreciation of the U.S. NEER by 4.2 per 
cent in 2018, Oman’s NEER also appreciated 
by 3.2 per cent during the year. The NEER of 
all other four GCC countries, pegging their 
national currencies to USD, also appreciated 
(Graph 1.18a)13 by 4.5 per cent, on average. 
The magnitude of appreciation, however, differs 

13.  Data used in Graphs 1.18a & 1.18b is calculated by 
CBO staff from exchange rate and CPI data in: IMF, 
International Financial Statistics (IFS) database.
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across GCC countries, mainly depending on the 
relative changes in the value of USD against 
each country’s trading partners and the weights 
assigned to each trading partner’s currency. 

1.39. The real exchange rate (RER) captures 
the changes in relative purchasing power across 
countries. Even with the fixed peg against USD 
in Oman, the RER of the Omani Rial vis-à-
vis USD would appreciate (depreciate) if the 
price level in Oman rises (falls) relative to the 
price level in the United States, i.e. if domestic 
inflation in Oman is higher (lower) than the 
U.S. inflation. Therefore, a real depreciation of 
the Omani Rial against USD increases Oman’s 

competitiveness relative to the United States, 
as Omani exports are becoming relatively 
cheaper to U.S. customers and U.S. imports are 
becoming relatively more expensive to Omani 
buyers. Hence, it may reduce Oman’s demand 
for U.S. imports and increase the U.S. demand 
for Omani exports and could therefore improve 
the Omani current account, even if the nominal 
exchange rate is fixed. The currencies of Oman 
and other GCC countries, with the exception 
of the Saudi Rial, have depreciated in real 
terms in 2018 (Graph 1.18b). The Omani Rial 
experienced a real depreciation of about 1.2 per 
cent, in line with the average real depreciation 
in GCC currencies (1.3 per cent). The real 
depreciation reflects lower annual inflation rates 
at the end of 2018 in all GCC countries, except 
Saudi Arabia, than the U.S. inflation rate of 2.2 
per cent. 

Price Stability

Consumer Inflation Declined 

1.40. The stable peg of the Omani Rial to 
USD serves as a credible nominal anchor that 
supports price stability through weakening the 
exchange rate channel of the pass-through effect 
of imported inflation. Imported inflation is a 
major determinant of inflation in Oman due to 
the large dependence on imports of goods and 
services. Moreover, scope for import substitution 
is still limited as the diversification efforts are 
yet to achieve the desired traction. Transmission 
of the prevailing monetary conditions in USA 
due to the currency peg also has a bearing on 
the level of inflation in Oman. Higher interest 
rates in USA raise domestic interest rates in 
Oman and reduce demand side inflationary 
pressure. Similarly, lower interest rates in USA 
may cause an inching-up of domestic inflation 
through demand side pressure. Nevertheless, 
in the absence of bottlenecks in domestic retail 
markets, the currency peg ensures that inflation 
in Oman will remain in line with inflation rates 
in USA and Oman’s major trading partners.

1.41. Consumer inflation (CPI headline 
inflation) in Oman dropped from 1.6 per cent in 
2017 to 0.9 per cent in 2018, the lowest in three 
years. This drop was mainly supported by rising 
domestic interest rates, following four policy 
rate hikes by the Federal Reserve in 2018, 
as well as the nominal effective appreciation 
of the Omani Rial during 2018. Based on the 
IMF projections, consumer inflation in Oman 
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is expected to inch up in 2019 and 2020 to 1.5 
and 1.8 per cent, respectively. These projections 
are based on the expected combined impact of 
increased aggregate expenditure, lower interest 
rates in USA, the introduction of the excise tax 
in 2019, as well as the IMF’s expectation of 
introducing the value added tax (VAT) by 2020. 
As shown in Graph 1.19, consumer inflation in 
Oman remained very closely aligned to that in 
USA and other AEs over the last few years14. 
It is also apparent that inflation in Oman have 
been less volatile and mostly lower than the 
average inflation in GCC countries during the 
period 2012-2018.

14.  IMF, REO for Middle East and Central Asia, various 
issues.

Interest Rates

Domestic Interest Rates Continued Their 
Upward Movement in 2018

1.42. Since the beginning of the U.S. monetary 
policy normalization toward the end of 2015, 
the Federal Reserve raised its policy rate eight 
times, half of them occurred in 2018 alone. 
These interest rate hikes were followed by 
similar increases in CBO’s repo rate, the de jure 
policy rate in Oman, and the Omani overnight 
interbank rate (Graph 1.20). Following a sharp 
increase in the effective FFR from 1.30 per cent 
to 2.42 per cent (monthly averages) between 
December 2017 and April 2019, the monthly-
average Omani overnight interbank rate more-
than-doubled from 1.26 per cent to 2.64 per 
cent during the same period15. The overnight 
interbank rate in Oman, however, may not 
be fully aligned to the effective FFR as it is 
also affected by transitory domestic liquidity 
conditions. Nevertheless, it generally closely 
follows the trend of the effective FFR with some 
fluctuations around it. 

1.43. Lending and deposit rates also kept 
hardening in the last three years. Both the 
weighted-average lending and deposit rates in 
Oman edged up by 17 bps and 24 bps, to reach 
5.37 per cent and 1.90 per cent, respectively 
between December 2017 and April 2019 (Graph 
1.21). The transmission of effective FFR to 
lending rates in Oman is even weaker than that 
of domestic interbank rates, since lending rates 
are affected by both domestic conditions and 
bank regulations such as the interest rate ceiling 
on personal loans.

Fiscal Position and Government Debt

Fiscal Deficit Dropped and Excise Tax 
Introduced, but More Fiscal Reforms Are 
Needed

1.44. Fiscal deficit has persisted in Oman 
since 2014, but it has been declining over 
the last two years. The Government pursued 
measures to deal with the fiscal imbalance and 
enhance fiscal discipline. Fiscal measures taken 
aimed at rationalization public spending and 
increasing non-hydrocarbon revenue. These 
measures, however, faced serious obstacles, 
15.  As mentioned earlier in this chapter, the Fed cut its 
target FFR in July 2019 for the first time in more than a 
decade. Given the fixed peg, this decision would reverse 
the rising trend of domestic money market rates in Oman.
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such as the limited scope for current expenditure 
cuts mainly because of the relatively large 
government wage bill and the increasing interest 
payments due to the sharp rise in government 
external debt. Nonetheless, further progress in 
fiscal consolidation at a faster pace should be 
a priority for the Omani government to ensure 
the Sultanate’s macro-financial stability over 
medium to long-term.

1.45. The significant recovery in oil prices in 
2018, supported by the government’s actions to 
rationalize public expenditures, helped improve 

the fiscal balance. The fiscal deficit declined 
from RO 3.76 billion in 2017 to RO 2.65 billion 
in 2018 (about 11.7 per cent less than the RO 
3-billion deficit in the approved budget). This 
reduced the overall deficit by 5.1 percentage 
points of GDP to reach 8.7 per cent of GDP 
in 2018 (Graph 1.22a). The growth in total 
government revenues by 28.6 per cent (RO 2.44 
billion), despite total government expenditures 
growing by 10.8 per cent (RO 1.33 billion), led 
to a decline in fiscal deficit between 2017 and 
2018.

1.46. The net oil and gas revenue increased 
sharply by RO 2.36 billion (about 38 per cent), 
while non-hydrocarbon revenues increased by 
only RO 74 million during the year. The fact 
that the increase in hydrocarbon revenues was 
more than double the reduction in fiscal deficit 
during 2018 (only RO 1.11 billion) highlights 
the importance of accelerating fiscal reforms to 
contain the structural non-hydrocarbon deficit 
and reduce the negative impact of adverse 
oil price movements. Graph 1.22b depicts 
the non-hydrocarbon primary fiscal deficit 
(NHPFD)16 over the recent years, both in levels 
and as percentages of non-hydrocarbon GDP 
(NHGDP)17. Despite the significant drop in 
overall fiscal deficit, NHPFD increased by about 
RO 244 million between 2017 and 2018, from 
RO 7.78 billion (41.9 per cent of NHGDP) to 
RO 8.02 billion (42.3 per cent of NHGDP).

1.47. The introduction of the excise tax is one 
of the key fiscal reforms implemented in 2019 
to raise non-oil revenue. Following the recent 
introduction of the tax in some neighboring GCC 
countries, Royal Decree 23/2019 promulgated 
the anticipated Oman Excise Tax Law on 13 
March 2019. The excise tax took effect in June 
2019 (90 days after the official publication of 
the Law) after the issuance of its Executive 
Regulations. The Selective Goods Tax Law 
is a result of the GCC Standard Agreement on 
Selective Tax, issued in 2016 by Saudi Arabia, the 
United Arab Emirates, the Kingdom of Bahrain, 
and the State of Qatar. The Excise (Selective) 
Tax is levied on goods that may cause damage 

16.  NHPFB is calculated by excluding interest payments 
as well as all government revenues and expenditures 
related to oil and gas. It measures the pre-interest structural 
balance of the government budget.
17.  NHGDP is calculated by excluding from nominal 
GDP both output from petroleum activities and output 
from manufacturing of petroleum-based industries, i.e. 
refined petroleum, chemicals, and chemical products.
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to public health or the environment. The tax will 
increase the price of certain ‘unhealthy’ items by 
up to 100 per cent. The tax is currently imposed 
on tobacco products, alcoholic beverages, pork 
products, energy drinks, and soft (carbonated) 
drinks. In addition to generating non-oil fiscal 
revenues, the selective tax seeks to create 
financial incentives to discourage unhealthy 
consumption patterns and improve the public 
health. 

External Debt Increased Further 

1.48. The twin deficit over the last four years 
has been largely financed through debt and 
some drawdown of foreign assets. To avoid the 
crowding-out of domestic private investments, 
the government managed to borrow the majority 
of its financing needs externally through issuing 
Eurobonds and international sukuk (For a 
thorough analysis of the Omani Eurobond market 
during the period Jan 2018-May 2019, please 
see Box 1.2). Consequently, the government 
external debt as a ratio to GDP increased sharply 
from 1.9 per cent in 2014 to 38.7 per cent (RO 
11.80 billion) in 201818. Total government debt 
(both short- and long-term) as a percentage of 
GDP increased from only 4.9 per cent in 2014 
to 48.4 per cent (RO 14.76 billion) in 2018 
(Graph 1.23). The government well-calibrated 
international borrowing strategy successfully 
elongated the maturities of Eurobonds and 
international Sukuk, which mitigated the near-
term financial risks. Reducing the government’s 
financing needs through more fiscal discipline 
is essential to ensure the Sultanate’s macro-
financial stability in the medium-to-long term.

Twin Deficit and Current Account 

The Twin Deficit Phenomenon is Still Apparent

1.49. The twin deficit, the fiscal deficit in 
conjunction with current account deficit, has 
posed a serious challenge to the macroeconomic 
stability in Oman since 2015, especially with 
limited external buffers. The twin deficit 
phenomenon has been evident in Oman over 
the past two decades, as both fiscal balance 
and current account balance (CAB) have been 
moving together over time, where the direction 
of causality goes from the former to the latter. 
Fiscal balance typically deteriorates when 
the government’s oil revenue drops and/or 
government expenditure increases substantially 
relative to government revenue. The drop in oil 
revenue directly lowers both current account 
and trade balances, while higher government 
spending leads to higher demand for merchandise 
imports and negatively affect both trade and 
current account balances. In addition, due to 
the relative stability in net services balance, net 
income from abroad, and workers’ remittances, 

18.  The value of Omani government’s external debt 
increased by USD 3.0 billion (about RO 1.15 billion) by 
the end of July 2019 due to the two most-recent issues of 
Omani Eurobonds.
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the trade balance remains the main driver of 
CAB in Oman. Technically, this means that 
high positive correlation between changes in 
the Omani current account and trade balances 
is expected. A simple exercise of calculating the 
correlation coefficient between absolute changes 
in trade and current account balances during 
the period 2001-2018 yields the value +0.98, 
which is very close to one. Repeating the same 
exercise between absolute changes in fiscal and 
current account balances yields a correlation 
coefficient of +0.92. This near-perfect pairwise 
positive correlations suggest that the twin 
deficit phenomenon in Oman implies that all of 

fiscal, current account, and trade balances move 
together over time (Graph 1.24a). 

1.50. Oil revenue is the obvious variable 
linking fiscal, trade, and current account 
balances. Nevertheless, if interlinkages 
between the hydrocarbon and non- hydrocarbon 
sectors are sufficiently strong, the same twin 
deficit phenomenon would appear even if the 
hydrocarbon sector were excluded from the 
calculation of all three balances. The non-
hydrocarbon fiscal, current account, and trade 
balances, depicted in Graph 1.24b, show 
strong co-movements. The data shows that the 
correlation coefficient is 0.96 between changes 
in non-hydrocarbon fiscal and current account 
balances and is 0.86 between changes in non-
hydrocarbon current account and trade balances, 
which corroborate such strong co-movements, 
suggesting the existence of the twin deficit 
phenomenon even among non-hydrocarbon 
fiscal and external balances in Oman. The 
important implication is that, given the current 
low degree of economic diversification, fiscal 
discipline is an irreplaceable requirement to 
alleviate the twin deficit problem in Oman 
and ensure the macro-financial stability in a 
fluctuating oil-price environment.

Current Account Deficit SignificantlydDropped, 
but Non-Hydrocarbon Deficit Is Still Soaring

1.51. In 2018, the Omani current account 
witnessed its biggest annual improvement since 
1980. The current account deficit dropped by RO 
2.55 billion, from RO 4.22 billion to RO 1.67 
billion, and its ratio to GDP fell by 10 percentage 
points, from 15.5 per cent to only 5.5 per cent 
(Graph 1.25a). This reduction in current account 
deficit was largely caused by the improvement 
in oil exports (not including natural gas 
exports), which increased by RO 2.57 billion in 
2018 (the largest increase in oil export revenue 
since 2011). The decline in non-oil trade deficit 
by 35.8 percent (mainly conditioned by steep 
jump of 47.2 percent in exports of natural gas, a 
robust growth of 17.3 percent in other exports, 
and decline of about 2 per cent in merchandise 
imports) also contributed to improvement in 
current account balance during 2018. It is worth 
noting that the increase in oil export revenue 
is slightly higher than the reduction in current 
account deficit (by only about RO 20 million), 
implying that positive and negative changes in 
non-oil current account are almost offsetting 
each other.
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1.52. The non-hydrocarbon current account 
balance (NHCAB), measured by excluding 
net oil and gas exports from CAB, actually 
deteriorated  in 2018 (Graph 1.25b), despite the 
historical increase in the overall CAB during 
the year. The non-hydrocarbon current account 
deficit rose by RO 570 million, from RO 11.59 
billion (62.4 per cent of NHGDP) in 2017 to 
RO 12.16 billion (64.1 per cent of NHGDP) 
in 2018. Comparing this fact with the increase 
in NHPFD in 2018, presented by Graph 1.22b, 
provides additional support to the twin deficit 
hypothesis in the non-hydrocarbon side of the 
Omani economy. 

1.53. The trade balance, supported by the 
surge in oil and gas exports, a robust increase in 
other exports, and a moderation in merchandise 
imports, remained the only positive component 
of the Omani current account in 2018. All other 
components of the Omani current account 
deteriorated in 2018 compared to 2017 (Graph 
1.26). While trade surplus more-than-doubled 
to RO 6.96 billion in 2018, the balances of 
net services trade, net income from abroad, 
and net current transfers (outflows of workers 
remittances) deteriorated by 6.4 per cent, 66.6 
per cent, and 1.5 per cent, respectively, during 
the year. A steep increase in net outflows under 
income from abroad was largely attributed to 
interest payments on burgeoning government 
external debt. 

1.54. The current account deficit is generally 
financed by net inflows under the capital and 
financial accounts. These inflows mainly 
comprise of borrowing from abroad, incoming 
portfolio investments, and net foreign direct 
investment (FDI). Net inflows under the capital 
and financial accounts decreased by RO 458 
million in 2018 to reach RO 2.95 billion, mainly 
due to other investment flows that turned into 
net outflows of RO 1.8 billion in 2018 from net 
inflows of RO 700 million in 2017. The net loan 
repayments of RO 830 million, as against net 
external borrowing of RO 1.95 billion in 2017, 
mainly led to net outflows under other investment 
in 2018. A significant increase in net FDI to 
about RO 2.2 billion in 2018, from only RO 190 
million in 2017, contained the impact of large 
net outflows under other investment, resulting in 
net inflows under capital and financial accounts 
higher than the current account deficit in 2018.  

Adequacy of Foreign Reserves 

Adequate CBO Foreign Reserves to Sustain the 
Currency Peg and Cover Imports

1.55. Foreign reserves of CBO and the State 
General Reserve Fund (SGRF) constitute a 
crucial external buffer for the Omani economy 
against external shocks. CBO foreign reserves 
are the cornerstone of the fixed-peg exchange 
rate regime. It allows CBO to perform its 
function as the guardian of the Omani Rial 
and protect the fixed-exchange rate regime 
by providing the needed liquidity in foreign 
exchange to the domestic market in both normal 
and emergency times. Moreover, adequate levels 
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of CBO foreign reserves are needed to ensure 
the continuous ability to purchase the necessary 
imports in case of an unexpected drop in regular 
inflows of foreign exchange. 

1.56. CBO net foreign reserves stood at about 
RO 6.0 billion at the end of 2018, up from RO 
5.26 billion at the end of 2017. Despite the 
large fall in oil revenue and subsequent high 
current account deficits over the recent few 
years, CBO’s net foreign reserves maintained its 
relative stability, ranging from RO 5.26 billion 
to 6.65 billion (end-of-period values) over the 
period 2015-2018. As a percentage of GDP, 
CBO’s net foreign reserves remained around or 
slightly higher than 20 per cent over the period 
2013-2018 (Graph 1.27a), ranging from 19.3 to 
25.1 per cent of GDP over the indicated period. 
On the other hand, CBO maintained adequate 
amounts of net foreign reserves to cover imports 
and other current account payments. In 2018, 
CBO’s net foreign reserves were sufficient to 
cover 7.9 months of merchandise imports, 5.3 
months of imports of goods and services, and 
3.6 months of total current account payments, 
a noticeable improvement over 2017 values 
of 6.8 months, 4.7 months, and 3.4 months, 
respectively (Graph 1.27a). The import cover 
of good and services, well above the minimum 
international benchmark of three months, 
indicates the adequacy of foreign reserves. 

1.57. CBO’s net foreign reserves also 
maintained sufficiency in relation to domestic-
currency cash holdings in Oman, supporting the 
stability of the fixed exchange rate regime in the 
Sultanate. Despite the adverse external shocks 
and the unfavorable external position since 
2015, CBO’s net foreign reserves remained 
more than four times of currency in circulation, 
and this ratio significantly improved from 4.2 
in 2017 to 4.8 in 2018 (Graph 1.27b). CBO’s 
net foreign reserves have also been consistently 
higher than the monetary base (comprising 
currency in circulation and banks’ deposits with 
CBO), standing around 40 per cent higher over 
the last three years. 

Money and Credit

Strong Growth in Credit, Deposits, and Broad 
Money

1.58. In 2018, total bank credit grew at around 
6.4 per cent, almost the same as in 2017. This 
marked the end of a downward spiral of total 
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credit growth that lasted for three years between 
2015 and 2017. The stability of growth rate of 
total credit during 2017-2018 was consistent 
with the relative stability of the growth in non-
petroleum GDP, which remained around 3 per 
cent during this period (Table 1.1). On the other 
hand, growth in total deposits continued its 
increasing trend that started in 2017 and inched 
up to 7.8 per cent in 2018 from 5.6 per cent in 
2017, also exceeding the growth rate of total 
credit. The significant increase in total deposit 
growth could be attributed to the one-off large 
public-sector deposit from the sale proceeds of 
Khazan gas field during the year. Notably, the 
gap between total credit and deposit growth 
rates closed in 2018 for the first time since 2013 
(Graph 1.28). 

1.59. Supported by significantly higher 
nominal growth and oil and gas revenues, 
public-sector credit and deposits continued 
with their apparent volatility, although strongly 
rebounded from their recent declining growth. 
Public-sector credit and deposits grew at 19.2 
per cent and 16.8 per cent, respectively, in 2018, 
as compared to 5.8 per cent and 6.1 per cent, 
respectively, in 2017. In contrast, both private-
sector credit and deposits continued their 
smooth but gradually declining growth trend in 
recent years. The growth patterns of both credit 
and deposits showed close similarity for each 
of private and public sectors, mainly because 
of their similar responses to fluctuations in oil 
revenue and nominal GDP growth (Graphs 
1.29a and 1.29b).

1.60. The fixed-peg exchange rate regime 
and open capital account leads to automatic 
transmission of the U.S. monetary conditions 
to Oman. Therefore, money supply growth in 
Oman is expected to follow closely the growth 
trends in the U.S. money supply. Nevertheless, as 
depicted by Graph 1.30, the periods of increased 
divergence between the phases of business cycle 
in Oman and USA will naturally have opposite 
money supply growth trends in the two countries 
due to differences between their respective levels 
of growth in economic activities.  

1.61. Broad money supply (M2) continued its 
upward trajectory, responding to the growing 
money demand associated with economic 
recovery. On a YoY basis, it recorded an increase 
of 8.3 per cent in 2018 compared to 4.2 per 
cent in 2017 and 1.8 per cent in 2016. On the 
contrary, narrow money supply (M1) continued 
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its negative growth since 2016, but found some 
resistance as negative growth stood at just 0.2 
percent in 2018 as compared to 0.8 percent in 
2017 and 7.3 per cent in 2016 (Graph 1.31). This 
declining trend of M1 was mainly explained by 
a continuous decline in currency in circulation, 
although it was magnified by a decline in demand 
deposits (local currency) especially in 2016. On 
the other hand, the fact that monetary base grew 
faster than M2 in 2018 led the money multiplier 
of M2 to slightly decline from 4.3 in 2017 to 4.1 
in 2018.The recent opposite growth trends of M1 
and M2 also led to a divergent pace of upward 
trend in the money multiplier of M1 and M2 with 
the former being more subdued than the latter 
(Graph 1.32).

1.62. Monetary base (reserve money) 
recovered from its temporary slowdown in 
2016 and 2017 and increased at a solid rate of 
11.6 per cent in 2018 to reach RO 4.2 billion 
(Graph 1.33). As a liability to CBO, the value of 
monetary base must equal the value of CBO’s 
assets minus CBO’s other liabilities and net 
worth. Therefore, growth in monetary base 
originates from changes in CBO’s balance sheet 
items. Rearranging CBO’s balance sheet yields 
four different sources of growth in monetary 
base: net foreign assets (NFA), net claims on the 
government, net other assets, and CBO’s capital 
and reserves (CBO’s net worth). The net value 
of the last three components constitutes CBO’ 
net domestic assets (NDA). As depicted in 
Graph 1.33, CBO’s NDA has been negative over 
the period, mainly because of the large value of 
CBO’s capital and reserves, which is a treated 
as a liability item and hence reduces NDA. In 
contrary, CBO’s NFA is always positive and 
greater, in absolute value, than NDA, yielding 
positive monetary base. In 2018, the increase in 
monetary base by RO 438 million was the net 
effect of an increase in NFA by about RO 740 
million and a decrease in NDA by about RO 302 
million. 

Domestic Financial Markets

Subdued Performance Continued

1.63. Omani financial markets need significant 
further development despite the continuous 
policy efforts to scale up listing and trading 
activities. The fiscal deficit in the recent years 
provided an opportunity to develop domestic 
debt market. Accordingly, the government 
relied on the domestic bond market for a part 
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of its financing needs, aiming at developing 
a sovereign bond market as a required step 
towards the future development of a corporate 
bond market in Oman. 

1.64. The growth rate of market capitalization 
of Muscat Securities Market (MSM) has been 
declining over the last three years, from 9.6 per 
cent in 2016 to 3.8 per cent in 2017 and further 
to only 1.3 per cent during 2018, indicating the 
relatively subdued performance of MSM. The 
lackluster performance was also apparent in its 
major stock index, MSM 30, which declined by 
11.8 per cent in 2017 and further dropped by 15.2 
per cent in 2018, mainly reflecting a sluggish 
investor sentiment and the lagged impact of the 
recent economic slowdown (Graph 1.34a). 

1.65. Oman’s capital market is primarily 
equity-based with very low depth for bonds 
that accounted for only 7.7 per cent and 3.2 per 
cent of total trading turnover in 2017 and 2018, 
respectively. The trading turnover in shares 
in MSM has been generally declining since 
2014, while the slim trading turnover in bonds 
has been sharply fluctuating depending on the 
activity of the government domestic bond issues 
(Graph 1.34b). 
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Table 1.1.1
Sources of Change in the Value of Oil Production and their Contribution to GDP Growth 
 2014 2015 2016 2017 2018
(1) Oil production volume (millions of barrels) 344.4 358.1 367.6 354.2 357.1
YoY change (%) 0.2 4.0 2.6 –3.6 0.8
(2) Average price of Oman crude (US$/BBL) 103.23 56.39 40.22 51.26 69.79
YoY change (%) –2.1 –45.4 –28.7 27.4 36.1
(3) Value of oil production (RO million) (a) 13,668 7,764 5,684 6,981 9,582
(4) Change in the value of oil production (RO million) –274 –5,904 –2,080 +1,296 +2,602
Attributable to      
(4.1) Change in oil prices (b) (RO million) –296 –6,202 –2,226 +1,504 +2,523
Contribution to nominal GDP growth (%) (d) –1.0 –19.9 –8.4 +5.9 +9.3
(4.2) Change in oil production volume (c) (RO million) +22 +298 +146 –207 +79
Contribution to nominal GDP growth (%) (d) +0.1 +1.0 +0.6 –0.8 +0.3
Memorandum Items:
(5) Nominal GDP (RO million) 31,174 26,500 25,355 27,216 30,489
(6) Change in nominal GDP (RO million) 881 –4,674 –1,146 1,862 3,273
(7) Growth rate in nominal GDP (%) 2.9 –15.0 –4.3 7.3 12.0

A simple attribution analysis of the sources of the change 
in the value of oil produced in Oman and the contribution 
of each source to growth of nominal GDP is attempted. 
Results in Table 1.1.1 confirm that despite the on-going 
diversification efforts, Oman is still, to a great extent, an 
oil-dependent economy. The growth rate of 12 per cent 
in the Omani nominal GDP in 2018 was mainly driven 
by a surge in oil prices by 36 per cent. The nominal value 
of oil production in Oman increased by RO 2.6 billion in 
2018, its largest annual increase since 2011. Of this value, 
only RO 79 million (about 3 per cent) was attributable to 
the modest 0.8 per cent increase in the number of barrels 
produced, while more than RO 2.5 billion (or 97 per cent) 
was attributable to the sharp rise in oil prices. 

In terms of contribution to nominal GDP growth, Table 
1.1.1 shows that the increase in crude oil prices by itself, 

holding all other factors constant, contributed about 9.3 
percentage points (or 77 per cent) of the 12-per cent 
growth of nominal GDP in 2018. Hypothetically, this 
means that if the volume of oil production, the value 
of natural gas production, and the value added in all 
other economic activities remained constant between 
2017 and 2018, the realized increase in oil prices alone 
could have made the annual growth rate in the Omani 
nominal GDP equal to 9.3 per cent in 2018. Table 
1.1.1 also shows that during the 2014-2016 period of 
declining oil prices, changes in oil prices alone could 
have led to significantly lower growth rate in nominal 
GDP if those changes were not partly offset by positive 
growth in the non-hydrocarbon sector. This emphasizes 
the importance of promoting high growth in promising 
non-hydrocarbon industries as a cushion against adverse 
external shocks in oil prices.

Box 1.1

Contribution of Changes in Oil Prices to Nominal Growth in Oman

(a) Calculated as the sum of the products of monthly production volumes and monthly average oil prices. Therefore, they may 
slightly differ from values of oil production calculated using annual average oil prices presented in (2). The exchange rate used 
is OMR 0.3845 per USD. (b) Calculated as the absolute change in the weighted-average oil price during the year multiplied by 
the smaller of this year’s and the previous year’s oil output volumes. (c) Calculated as total annual change in the value of oil 
production minus the portion of that change attributable to changes in oil prices. That is, (4.2) = (4) – (4.1). (d) Calculated by 
dividing absolute changes in the line above (4.1 or 4.2) by previous year’s nominal GDP in (5). Equivalently, it could be calculated 
as by dividing (4.1 or 4.2) by (6) and multiplying the quotient by (7).
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As of May 31, 2019, Oman had eight distinct issues of 
Eurobonds trading in the global bond market1, with a total 
face value of USD 15.5 billion and original maturities of 
5, 10, and 30 years (Table 1.2.1). As of May 31, 2019, the 
weighted average maturity (WAM)2 of Omani Eurobonds 
outstanding was 12.87 years. In addition to the Eurobonds 
listed in Table 1.2.1, Oman has three outstanding issues of 
international Sukuk issued in USD3, with a total face value 
of USD 3.69 billion, original maturities of 6 and 7 years, 
and WAM of 5.48 years at the end of May 2019. As of 
May 2019, all outstanding Omani Eurobonds were trading 
below their face values, implying that their yields to 
maturity (YTM) are higher than their stated coupon rates. 

The yield curve of Omani Eurobonds is upward sloping 
(Graph 1.2.1), indicating higher yields for longer 
maturities. However, since January 2018, the yield 
curve exhibited several parallel shifts, both upward and 
downward, reflecting changes in demand and supply 
conditions in the Omani Eurobond market as well as 
interest rate hikes by the US Federal Reserve. During the 
first half of 2018, prices of Omani Eurobonds gradually 
decreased, and their yields increased, causing their yield 
curve to shift upward. This upward shift in yield curve 
could be explained by the combined effect of three major 

1.  Recently, Oman raised additional USD 3.0 billion by 
issuing two new Eurobonds that started trading on Au-
gust 1, 2019. These two Eurobonds were issued after 
the end of our analysis period, so they are not covered 
in this green box. The first of these issues, however, has 
a face value of USD 2.25 billion, a coupon rate of 6 per 
cent, and matures in August 2029. The second issue has 
a face value of USD 0.75 billion, a coupon rate of 4.875 
per cent, and matures in February 2025.
2.  The WAM is calculated as the weighted average of 
the remaining maturities of all bonds outstanding, using 
their face (redemption) values as weights.
3.  Oman has a fourth issue of Sukuk, but in OMR, that 
will mature in November 2020.

factors. First, three new issues of Eurobonds in January 
2018, with a total face value of USD 6.5 billion, increased 
the supply of Omani Eurobonds. Second, the continued 
external and fiscal imbalances and rising external debt 
in relation to the size of the Sultanate’s external buffers 
increased the perceived riskiness of Omani Eurobonds, 
inducing investors to require higher yields (lower 
prices) for Omani debt. Finally, the negative investor 
sentiment in global financial markets weakened demand 
for emerging market bonds in general, including Omani 
Eurobonds, and increased their yields4. 

Despite the continuing rising trajectory of oil prices, 
whose monthly average reached its four-year peak in 
December 2018, Fitch downgrade of Omani sovereign 
debt to non-investment grade (from BBB- to BB+) 
in December 2018 adversely impacted the Omani 
Eurobond market. Following this downgrade, global 
institutional investors who are mandated to invest only 
in investment-grade emerging-market debt sold Omani 
Eurobonds, shifting the yield curve sharply upward. In 
fact, all outstanding issues of Omani Eurobonds touched 
their lowest market price and peak yield since issuance 
in December 2018. After absorbing this adverse shock, 
yield curve shifted downward during the first quarter of 
2019, reflecting the improved fiscal and external balances 
as well as the fall in yields on U.S. treasuries. In March 
2019, Moody’s downgrade of Omani sovereign debt to 
non-investment grade (from Baa3 to Ba1) also negatively 
influenced investors’ demand for Omani Eurobonds and 
resulted in a slight upward shift in the yield curve (Graph 
1.2.1). The negative impact of Moody’s downgrade, 
however, was much smaller than that of Fitch downgrade 
last December since most of the impact of downgrading 
to non-investment grade had already been priced by the 
market. The yield on Omani Eurobonds in May 2019 was 
lower than those in December 2018 for all bond issues 
despite lower oil prices in May 2019 than those prevailed 
in December 2018 (Table 1.2.1 and Graph 1.2.1). It is also 
notable that the decline in yields between December 2018 
and May 2019 was inversely related to bond maturity, i.e. 
larger for shorter maturities than for longer maturities, 
slightly steepening the yield curve. The average decline 
in yields between these two dates were 83 bps for 5-year 
maturities, 43 bps for 10-year maturities, and only 22 bps 
for 30-year maturities. 

Given the significant impact of oil prices on the Omani 
economy, investors’ demand for Omani Eurobonds is 
positively related to oil prices. Rising oil prices during 
the first three quarters of 2018 boosted demand for 
Omani Eurobonds and caused their yields to decline 
between May and September 2018 (Graph 1.2.2). The 
expectations of stable oil prices during the rest of 2019, 

4.  The average yields on 10-year government bonds in 
emerging Europe, emerging Asia (excluding China), 
and Latin America increased by 165 bps, 75 bps, and 
87 bps, respectively, between December 2017 and June 
2018. Source: CBO Staff calculations from the IMF’s 
WEO data, October 2018.

Box 1.2
The Omani Eurobond Market (January 2018 – May 2019)
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backed by the OPEC+ agreement, was an important factor 
in the downward correction of yields on Omani Eurobonds 
during the first quarter of 2019. The plummeting oil prices 
during the first quarter of 2019, however, accentuated the 
negative impact of Moody’s downgrade in March 2019, 
although it clearly remained smaller than that of Fitch 
downgrade three months earlier, and contributed to the 
rising yields on Omani Eurobonds during the second 
quarter of the year.

Omani Eurobond yields maintained  significant spreads 
over U.S. treasuries of similar time remaining to maturity 
(Table 1.2.1). In January 2018, these spreads averaged 
163 bps, 260 bps, and 361 bps for the 5-year, 10-year, and 
30-year original maturities, respectively. By the end of the 
year, the continued vulnerabilities in the Omani economy, 
as also reflected in Fitch downgrade, pushed those 
spreads up to 350 bps, 458 bps, and 526 bps, respectively, 
for the three original maturities (Graph 1.2.3), despite 
rising oil prices and the subsequent reductions in fiscal 
and external deficits. As of May 2019, although yields on 
Omani Eurobonds were still lower than their December 
2018 levels, their average spreads over comparable U.S. 
treasuries were lower only for the 5-year maturity, but 
higher for the 10- and 30-year maturities (Graph 1.2.3). 
This diversion in movement in spreads across maturities 
during the first five months of 2019 mainly reflected the 
decline in yields on U.S. long-term treasuries and the 
inversion of the U.S. risk-free yield curve.

Table 1.2.1
Omani Eurobond Issues Outstanding (as of May 31, 2019)

Maturity 
Date

Original 
Maturity 
(Years)

Coupon 
Rate (%)

Face 
Value 
(USD 

million)

Trading Price 
(Face Value $100)

Yield to Maturity 
(%)

Spread over US 
Treasuries (bps)

Dec 
2018

May 
2019

Dec 
2018

May 
2019

Dec 
2018

May 
2019

Jun 2021 5 3.625 1,500 95.42 97.67 5.654 4.846 319 291
Mar 2022 5 3.875 1,000 93.94 96.84 5.995 5.114 353 323
Jan 2023 5 4.125 1,250 92.46 95.64 6.268 5.468 378 358
Jun 2026 10 4.750 2,500 86.96 89.98 7.028 6.551 441 453
Mar 2027 10 5.375 2,000 88.08 91.18 7.336 6.858 470 481
Jan 2028 10 5.625 2,500 89.02 91.42 7.306 6.965 463 488
Mar 2047 30 6.500 2,000 80.94 83.24 8.251 8.013 524 546
Jan 2048 30 6.750 2,750 82.98 85.05 8.311 8.099 529 553
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SYNOPSIS OF FINANCIAL SECTOR 
STABILITY
Vulnerabilities Slightly Inch Up, However 
Confidence in the Financial System Remains 
High
2.1 Decreased activity in the construction 
sector and the OPEC+ deal implemented since 
January 2017 lead to a small contraction in 
real GDP, however, the latter inter alia helped 
prop up oil prices. The higher-than-budgeted 
oil prices not only resulted in an excess of RO 
1.1 billion in revenues over what was budgeted 
for 2018, but also helped decrease the current 
account deficit. These developments facilitated 
significant recovery in nominal GDP, and 
improvement in fiscal and external positions.
2.2 Nevertheless, overall  risks in the Omani 
financial system have slightly increased due in 
part to an array of domestic and global factors 
including uncertainties emanating from the 
global trade tensions, the escalation in regional 
geopolitical situation, declining but persistent 
twin deficits, accumulation of debts and ensuing 
unfavorable rating actions. Notwithstanding 
these vulnerabilities, confidence of the market 
participants remained high in the Omani macro-
financial system (for details please see Box. 3.1: 
“Systemic Risk Survey”). Despite sustained 
resilience and a satisfactory outlook for the 
financial sector, Central Bank of Oman (CBO) 
remains vigilant and continues to monitor 
evolution of global and domestic conditions.
Risks to Financial Stability Remained Range 
Bound in Oman
2.3 Major credit rating agencies have 

downgraded long-term credit rating of Oman 
to below investment grade. The downgrade 
decisions were based primarily on weak fiscal 
and external indicators, concerns over limited 
scope for further fiscal consolidation with a 
large and persistent fiscal deficit that would 
continue to feed into current account deficit, 
and projections that Oman’s external debt may 
exceed its liquid foreign assets.
2.4 The rating decisions have also impacted 
credit rating of domestic banks operating 
in Oman as the rating agencies factor in the 
declining ability of government to support 
the banking sector. These rating actions may 
increase cost of external funding for the banks.

2.5 Following adverse rating actions, there 
was a concern that Oman’s sovereign bonds may 
no longer be eligible securities for certain classes 
of investors that could weaken the demand and 
increase expected yield for future bond issues. 
However, the July 2019 Eurobonds issue was 
oversubscribed and Oman raised USD 3 billion 
at attractive rates. This strong demand shows 
continued confidence of market participants in 
Omani economy1.
2.6 Notwithstanding the rating decisions, 
the Omani banking sector continues to show 
considerable resilience to these developments 
besides the earlier oil price shock, and its 
ability to withstand adverse shocks continued to 
be strong (for details, please see Chapter IV : 
Stress Testing of the Banking Sector). Capital 
positions of the banks are well above the current 
1. Orders totaled nearly USD 14 billion. The total issue size was USD 
750 million (4.875 per cent coupon), for 5 ½-year bonds, and USD 
2.25 billion (6 per cent coupon) for 10-year bonds. The newly-issued 
Eurobonds were first traded in the secondary market on August 1st, 2019.

Chapter II

FINANCIAL INSTITUTIONS

The Omani banking sector continued to play its role in oiling the real economy and grew commensurate 
with the growth in non-hydrocarbon sector. The sector remained robust with sound asset quality evidenced 
by low non-performing assets, and strong capital buffers that are well above the Basel III requirements. 
Banks posted reasonable profits that allowed organic growth, strengthened capital buffers, and yielded 
a fair return to the shareholders. Banks remained fairly liquid with both Liquidity Coverage Ratio and 
Net Stable Funding Ratio above the regulatory requirements. Besides the externalities from higher-than-
budgeted oil prices, countercyclical measures adopted by CBO in early 2018 also helped banks stay on 
strong footing despite rising interest rates and challenging operating conditions. Oil prices will continue to 
dictate conditions in the short-run, however, going forward stability of the Omani financial sector hinges on 
concrete developments on the economic front. The Fed’s monetary policy stance, developments in the trade 
tensions between China and USA, and geopolitical developments in the region will continue to weigh on 
financial stability. Nevertheless, financial institutions in Oman are assessed to be resilient to any plausible 
challenges.
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regulatory minimums and are assessed to be 
sufficient to withstand plausible shocks. 
2.7 Growth in credit moderated during 
2018 but the credit offtake remained 
commensurate with growth in non-
hydrocarbon GDP (2.9% during 2018). As 
non-hydrocarbon sector is gaining traction 
with the Omani economy undergoing a 
diversification-oriented transformation 
over the years, the banks are well-poised 
to support and benefit from the economic 
diversification and growth. Earnings of 
the banks picked up during 2018 despite 
the prevailing operating conditions and 
implementation of IFRS 9. Profitability of 
the banks is assessed to be adequate to help 
boost their capital for organic growth besides 
returning a fair yield to equity holders. Asset 
quality of the banking sector remained sound 
with adequate provisions and a low NPL ratio 
that compares well with other jurisdictions in 
the region. Thus, on balance, risks to financial 
stability are assessed to be well-contained.
FINANCIAL SECTOR STABILITY 
PROGNOSIS 
Prognosis for the Financial Stability is Positive. 
Besides External Factors, the Long-term 
Stability Hinges on Sound Policy Actions
2.8 In the near-term, economic fundamentals 
may take the backseat and sentiments may 
drive stability of the financial system. In the 
medium- to long-term, however, fundamentals 
hold the key to stability. The short-term risks 
to the stability of the financial sector are well-
contained amid higher-than-budgeted oil prices 
and satisfactory performance of the banking 
sector. A range of financial stability risks remain 
as more needs to be done on fiscal management 
amid persistent twin deficit.
2.9 A host of regulatory measures by 
CBO have kept the banks robust. Moreover, 
rationalization of various regulatory limits, 
aimed at striking a balance between growth and 
stability, helped the banking sector continue to 
expand and facilitate growth in the real sector.
2.10 While developments in oil prices will 
continue to dictate the conditions in Oman, 
going forward stability of the financial sector 
hinges on concrete developments on the 
economic front, result-oriented policy actions, 
following through the earlier initiatives to lock-
in the gains made so far, and positive corporate 

performance. Fed’s monetary policy stance, 
developments in trade tensions between China 
and USA, and geopolitical developments in the 
region will be the other key flashpoints.
2.11 A range of domestic and global 
developments as outlined earlier may have a 
bearing on the stability of the financial sector 
and may put some pressure on the profitability 
and asset quality of the banking sector. An 
escalation of the ongoing conflicts and ensuing 
deficit of confidence may prove to be a drag on 
growth and may accentuate the vulnerabilities 
in the financial system. On the other hand, any 
progress towards the amicable settlement of 
the ongoing trade tensions and de-escalation 
of the geopolitical conflicts would be a market 
positive. Nevertheless, the stress tests confirm 
the strength of the banking sector as domestic 
banks remain resilient to a battery of stringent 
liquidity and solvency stress scenarios.
BANKING SECTOR IN OMAN
Potential Sources of Vulnerability in the Banking 
Sector
1) Household Indebtedness
Credit Remained Concentrated in Personal 
Loan2 Segment. Non-price Terms Appear to 
Become Stringent
2.12 Lending to households grew steadily 
over the last five years from RO 7.3 billion in 
2014 to over RO 10 billion in 2018. Banks’ risk 
appetite for lending to households remained 
strong, as banks continue to offer shorter tenor 
loans at less than the ceiling interest rate set by 
CBO, while non-price terms remained stringent. 
Credit to households that rallied earlier on the 
back of strong demand grew modestly (at 3.7%) 
in 2018 reflecting weaker demand, changing 
risk appetite for longer tenor loans in the wake 
of rising interest rates, and stringent non-price 
credit terms. The proportion of personal loans 
to the total lending portfolio remained in the 
vicinity of 40% (Graph 2.1).
2.13 Household indebtedness relative to non-
oil GDP has risen during the past few years 
as the household credit grew at a faster pace 
than the non-oil GDP (Graph 2.2), however, 
2.  All data used throughout this chapter includes both the conventional 
banks and Islamic banking entities (IBEs). The financing provided 
by IBEs is not termed as loans. Similarly, IBEs do not incur interest 
expense or earn interest income. Nevertheless, for the ease of exposition 
we use the term “loans” to denote both loans from conventional banks 
and financing provided by the IBEs. Similarly, throughout this report, 
the terms “interest income or expense” include “profit earned or paid” 
by IBEs.
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household debt to income ratio3 remained 
broadly unchanged. 
2.14 Given the structure of the Omani 
economy, this type of credit concentration is 
unavoidable. High quantum of banks’ exposure 
to the consumer segment, having potential 
of volatile performance, could be a source of 
concern, as it might spell a situation of debt 
overhang4 and likely onset of defaults during 
economic downturns.
Prudential Norms and Strong Lending Standards 
Have Ensured a Healthy Household Credit 
Portfolio 
2.15 Historically low NPL ratio for the 
household lending portfolio in Oman indicates 
high level of credit quality. Regulatory measures 
and stringent lending standards have contributed 
to the relatively low risk profile of the household 
lending portfolio. This loan segment has been 
performing well with an NPL ratio of 2.3 per 
cent at the end of 2018 (Graph 2.3). Moreover, 
any possible credit losses are adequately covered 
by general and specific provisions. To the extent 
that banks properly evaluate and consider the 
credit risk inherent in this segment, it should 
not be an immediate source of vulnerability. 
However household credit may deteriorate 
quickly in an adverse scenario and high 
indebtedness exacerbates the vulnerability of 
households to adverse macroeconomic shocks. 
Therefore, it must be ensured that this risk is not 
underestimated.
2.16 While there remains a risk that some 
households may experience financial stress in 
the event of a negative shock, fixed interest rates 
on personal loans and prudent limits on debt 
burden (repayments as a percentage of income) 
would limit the impact of such shocks.
2) Real Estate Exposure and Mortgage 
Lending
Real Estate Markets Are Prone to Build-up of 
Vulnerabilities. Improved Data will Go a Long 
Way in Better Assessment of the Real Estate 
Markets 

2.17 Vulnerabilities can build-up quickly 
in the real estate markets, especially the 
commercial real estate and buy-to-let / built-
3.  Because of data availability, we use only salary income of households 
to assess this ratio, while the income from investments in financial / real 
assets is not taken into account.
4.  To avoid debt-overhang like situations, CBO has set prudent limits on 
consumer financing linking the aggregate loan limits to the repayment 
capacity (income) of borrowers.
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to-rent segments. The relatively longer tenor 
of loans and higher leverage in the real estate 
financing further exacerbates the risks.
2.18 Turnarounds in the real estate market 
are difficult to predict. Lack of data makes it 
even more difficult to scientifically analyze this 
market. Improved availability of data, especially 
the real estate price index being developed by 
National Center for Statistics & Information 
(NCSI) will go a long way in better assessment 
of the real estate market.
Tell-tales of Oversupply in the Real Estate 
Market are Present. Softening of Rental Yields 
May Weigh on the Repayment Capability of 
Some Borrowers
2.19 There are some indications of over-
supply in the Omani real estate market based on 
anecdotal evidence of declining rents, addition 
of new residential space, and a handful of new 

large commercial real estate projects. Moreover, 
increase in interest rates may weigh on the real 
estate valuation and its adequacy as collateral.
2.20 Declining rental yields may put pressure 
on the repayment capacity of those borrowers 
who count on the rental income to make their 
mortgage payments. Moreover, declining 
population of some segments is also exerting 
pressure on the real estate market. Expatriate 
population, which is a major user of rental 
residential properties, declined by 3 per cent 
during 2018, while total population in major 
metropolises also decreased during the year. 
However, considering a growing and young 
Omani population, the demand for residential 
rental property would catch up as more young 
Omani adults enter in the job market (Graph 
2.4). 
Some Employed and Proposed Measures Are 
Expected to Support the Real Estate Market 
2.21 The Real Estate Investment Trust 
(REIT) legislation, and a new proposal to allow 
foreigners to buy properties in areas other 
than Integrated Tourism Complexes (ITCs) 
may counterbalance the over-supply situation. 
These measures are expected to attract foreign 
direct investment besides providing expatriate 
residents some avenues to deploy their funds in 
the domestic Omani market.
Large Exposure to the Real Estate Sector 
Remains a Potential Source of Vulnerability
2.22  Banks in Oman have substantial direct 
and indirect exposure to the real estate sector. 
However, real estate exposure of banks in Oman 
is in line with their counterparts in other GCC 
countries, both in terms of real estate credit to 
GDP and real estate credit to total credit. The 
total real estate exposure of the banking sector 
continued to be around 30 per cent of the total 
lending portfolio which is considered large as a 
weakening in the real estate market could expose 
the banking sector to considerable risks (Graph 
2.5). The banking sector continues to witness a 
rise in mortgage financing to households, which 
in December 2018 formed around 15 per cent 
of the lending portfolio or 50 per cent of its 
real estate exposure (Graph 2.6). Despite some 
indications of declining rents, at present there 
is no sign of a significant stress in the Omani 
real estate market. However, sizable exposures 
signify that a turnaround in economic conditions, 
shifts in the investors’ sentiments, decline in 
rents or higher vacancy rates for buy-to-let / 
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built-to-rent real estate may rapidly jeopardize 
the exposure of the banking sector. Therefore, 
conditions in real estate market remain an area 
to be watched.
3) Corporate Indebtedness
Low Corporate Sector Leverage Bodes Well for 
Financial Stability 
2.23 Highly leveraged corporates with 
inadequate debt servicing ability have limited 
capacity to charter through adverse shocks. 
Troubles originating at such corporates may 
proliferate fragility to the financial sector. The 
data of companies listed on Muscat Securities 
Market (MSM) show that corporate sector 
leverage in Oman is relatively low. Particularly, 
total liabilities to total assets ratio (debt ratio) 
for the industrial sector was only 50.5 per cent 
(Graph 2.7). It is remarkable that despite the 
mildly ominous operating conditions during the 
past few years, the corporate indebtedness did 
not increase significantly. While there may be 
transient cashflow issues for some businesses, 
the business sector appears to be well-placed 
to service its debt. Considering, the linkages 
between corporate sector performance and 
financial fragility, continual assessment of the 
corporate sector performance remains vital. 
Corporate sector balance sheets in Oman 
remained strong precluding any short-term risks 
to the financial stability.
Economy Gears up for Diversification, However, 
Share of Lending to Corporate Sector Slightly 
Shrinks. Proportion of Foreign Currency 
Lending Is on Decline
2.24 Lending to corporate5 sector continued 
to grow in sync with the rate of non-hydrocarbon 
economic growth. However, share of lending 
to corporate sector slightly decreased over the 
years to 38.6 per cent in 2018 (2017: 38.55 per 
cent) from about 40 per cent in 2014 (Graph 
2.8). As the economy is looking to gear up for 
economic diversification, it is expected that 
adequate financing will be deployed to facilitate 
organic growth of the productive segment of the 
economy. 
2.25 The share of foreign currency corporate 
loans is declining over the last five years. The 
foreign currency loans were 18.5 per cent of 
total loans to the domestic corporate sector at the 
end of 2018 as compared to 19.6 per cent at the 
end of 2017 and 22.2 per cent in 2014. Decline 
in the share of foreign currency loans is good 
5.  Private sector non-financial corporations other than SMEs.
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for managing foreign currency exposures and 
risks. However, foreign currency loans provide 
an avenue for banks to manage interest rate risks 
as these loans can be advanced on variable rates 
(in contrast to the RO loans at fixed interest 
rates). Therefore, a declining trend in the 
foreign currency loans may make management 
of interest rate risk more challenging for the 
banking sector.
4) SME Sector
A Thriving SME Sector Is Imperative for Long-
term Financial Stability. Financial Institutions 
Should Strive to Reach the “Missing Middle” to 
Seize Growth Opportunities
2.26 Lending to small and medium enterprises 
(SMEs) slightly declined in absolute terms 
and as a percentage of total credit. The credit 
allocation to this sector, therefore, remained a 
very small part (3 per cent of gross loans) of the 
lending portfolio of banks. 
2.27 Because of the small quantum, exposure 
to SMEs does not pose any threat to the 
banking sector or financial stability. However, 
a diversified economy, growing on sustainable 
basis is vital for long-term financial stability. 
Therefore, the significance of ensuring a thriving 
SME sector cannot be overemphasized. SMEs 
not only form an effective conduit to provide 
employment, but may also serve as the engine 
for economic growth. In the backdrop of limited 
capacity of the government to absorb job seekers 
amid a drive to create more job opportunities in 
the private sector, it is imperative that the banks 
fully support this segment.

2.28 In many jurisdictions, medium-sized 
enterprises often tend to get less attention and 
financing (the missing middle phenomenon), 
while the small and micro enterprises attract 
excessive focus. In Oman, 5,256 new small & 
micro enterprises were established during 2018 
as compared to 198 medium-sized businesses. 
Riyada (Public Authority for SME Development) 
and the banking sector should ensure that the 
medium-sized enterprises get their due share in 
policy focus and financing.
5) Deposit Concentration
Share of Government and Public Sector 
Deposits to Total Deposits of Banks Is on the 
Rise. A Diversified Funding Base Will Help 
Ease Concentration Risk
2.29 The proportion of private sector deposits 
to total deposits of the banking sector continue 
to shrink, reaching about 61.6 per cent of total 
deposits at the end of 2018 as compared to 64.6 
per cent in December 2017, whereas, deposits 
of Government and public sector enterprises6 to 
total deposits of the banking sector increased to 
about 37 per cent in 2018 as compared to 34.1 per 
cent in 2017. Given the strained government cash 
flows, the level of deposits in the banking sector 
contributed by public sector is considered to be 
a source of vulnerability because of the risk of 
significant withdrawals to meet budgetary needs. 
However, the risk of withdrawal is not imminent 
as the government resorted to borrowing from 
domestic and international markets besides 
drawing down on its buffers to finance the budget 
deficit. In addition, the government finances 
have considerably improved during 2018 as 
compared to the last year. While individual banks 
exhibit varying degrees of resilience to deposit 
withdrawal by the government, on average the 
liquid assets (excluding inter-bank assets) of 
banking sector almost cover the public sector 
deposits (Graph 2.9).
2.30 During 2017, 2018 and 2019, major 
credit rating agencies downgraded Oman’s 
sovereign ratings (S&P: BB with negative 
outlook; Moody’s: Ba1 with negative outlook; 
Fitch: BB+ with stable outlook). This rating 
downgrade may affect the external funding 
costs of Omani banks. It is therefore important 
that these banks diversify their funding base in 
terms of varied counterparties. 

6.  The increase in deposits of public sector enterprises is partly due to a 
large one-off deposit of an enterprise following sale of 10 per cent stake 
in Khazzan gas field to Petronas.
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6) Credit Gap and Macroprudential Concerns
Credit Gaps Declined Signaling Absence of 
Excessive Credit Growth. Countercyclical 
Capital Buffer Is Assessed at Zero Per Cent
2.31 Private Sector Credit to GDP Gap 
(Private Sector Credit to GDP Ratio minus 
Trend of Private Sector Credit to GDP Ratio) 
is an important indicator in determining 
Countercyclical Capital Buffers (CCyB). During 
the year, this Gap declined from 10.3 per cent at 
the end of 2017 to 3.9 per cent in December 2018. 
Similarly, Private sector Credit to Non-oil GDP 
Gap also witnessed a decrease from 3.9 per cent 
to 2.9 per cent during the year (Graph 2.10). This, 
along with the relatively modest credit growth, 
showed that there is no credible sign of build-up 
of system-wide risks emanating from excessive 
credit growth. Consequently, CBO maintained 
the CCyB requirements at zero per cent.

7) Interconnectedness and Contagion
Low Domestic Interconnectedness Kept 
Contagion Risks in Check - Higher Overseas 
Exposures Susceptible to External Shocks
2.32 Banks form a network as they are 
interconnected through several channels. 
During normal times banks benefit from these 
networks, but during crisis periods the same 
networks become a source of financial contagion. 
Identification of key participants and their 
interconnections thus remain important. The 
network map of interbank claims suggests that, 
within Oman, banks have limited claims on each 
other with a relatively larger overseas (RoW or 
Rest of the World) exposure (Graph 2.11). While 
lower domestic interbank exposures imply a 
lower level of interconnectedness and limited 
contagion risk, higher overseas exposures may 
result in indirect interconnectedness through 
the same counterparties, exposure in the same 
countries abroad, and may escalate the risk 
of contagion from overseas. Moreover, for 
domestic banks overseas exposures are less 
chartered territories where traditional domestic 
metrics may not always apply.
8) Technology and Cyber Attacks
Technology Is Shaping the Future of Banking. 
New Challenges Arise with the Advancements in 
Technology
2.33 Rapidly evolving technology has been 
shaping the banking sector, the way customer 
and banks interact, and the way financial 
services are offered and delivered. Technological 
advancement has also increased the scope of 
collecting more granular data and offering data 
driven solutions.
2.34 The technological advancements are, 
however, not without challenges. Off late, the 
odds and incidences of cyber-attacks have 
increased. Such attacks may be very disruptive 
as these may not only interrupt the delivery 
of financial services but may also undermine 
confidence in the financial system. The Omani 
financial sector has not experienced any major 
cyber-attack. Nevertheless, like any other 
jurisdiction, it remains vulnerable to such 
attacks. To further bolster the existing cyber 
security measures, CBO is set to collaborate 
with the domestic and international partners to 
strengthen the capacity of the financial sector to 
mitigate and recover from cyber-attacks.



Financial Stability RepoRt34 2019

Chapter IChapter II

CBO Advocates a Prudent Approach in Riding 
the Technological Wave 
2.35 CBO supports the use of cutting-edge 
technology by the banking sector to make 
provision of financial services more efficient, 
user friendly, and cost effective. While it 
facilitates the use of advancements in technology 
by issuing the necessary frameworks, approvals, 
and regulations, CBO does not endorse 
cryptocurrencies or other fintech-based assets 
that have weak governance or are speculative 
in nature. Due to this cautious approach, 
cryptocurrencies lack the volume to pose any 
risk to the Omani financial sector.

Assessment of the Banking Sector
Size and Growth
Banks Continue to Dominate the Financial 
Landscape of Oman
2.36 Despite presence of sizeable capital 
markets, and a number of non-bank financial 
institutions, the banking sector continues to 
dominate the Omani financial system (Graph 
2.12). Banks not only form the largest segment 
of the Omani financial sector both in terms 
of size and accessibility, but also serve as the 
backbone of the Omani payment and settlement 
infrastructure.
2.37 The credit granting financial institutions 
in Oman comprise 18 commercial banks 
(including two Islamic banks), six finance 
& leasing companies and two development 
finance institutions. Among these, banks remain 
the main conduit for financial intermediation 
between savers and investors in Oman, while 
the other segments of financial intermediation 
are still small in terms of size and reach.
Muted Non-oil Economic Growth Weighed 
on Asset Growth of the Banking Sector but it 
Remained in Sync with Non-oil GDP Growth
2.38 The Omani banking sector continued on 
its growth trajectory during 2018. The growth 
rate in assets picked up during the year, thus 
ending the deceleration in the growth that was 
set off in 2015. Net assets of the banking sector 
crossed RO 33 billion (gross assets : RO 33.96 
billion)  by the end of 2018, registering a growth 
rate of 7.7 per cent as compared to 5.4 per cent 
during the previous year (Graph 2.13). Besides 
the impact of a one-off large deposit from the sale 
proceeds of Khazan gas  field and increase in oil 
prices, continued growth of the banking sector 
illustrates the success of CBO’s countercyclical 
measures taken during the year. It also shows 
that the banks are adjusting well to the new 
normals where oil prices are still under the 
break-even levels and monetary policy stance is 
changing. The banks operating in Oman appear 
to be set for solid growth over the next several 
years as progress is made and more projects are 
rolled out for the diversification of the economy 
under Tanfeedh program.
Changing Patterns of Growth Drivers Suggest 
Changing Risk Patterns
2.39 At the end of December 2018, about 84 
per cent of the assets held by the banking sector 
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were earning assets. Within these, lending 
constituted about 73.3 per cent of the banks’ 
total assets, followed by investments with a 
share of 10.4 per cent. Cash and balances held 
with the Central Bank were about 9 per cent of 
total assets suggesting adequate deployment of 
assets in non-earning but highly liquid category 
(Graph 2.14). Given the large and growing credit 
and investment portfolio, banks should remain 
vigilant regarding credit and market risks.
2.40 Growth in the lending portfolio of banks 
propelled the growth in their asset base and 
explains 61 per cent or RO 1.4 billion of the 
growth in banks’ assets. The increase in the cash 
& balances held with CBO, and investments 
contributed around 19 and 15 per cent (RO 441 
and 356 million) to the growth in banks’ assets, 
respectively (Graph 2.15).

Moderate Growth Tendencies Persist in The 
Credit Portfolio
2.41 Banks’ net credit grew by 6.3 per cent 
during 2018 which is comparable to the growth 
rate of the previous year (6.4 per cent). This 
growth rate is modest as compared to the 
double-digit growth rates experienced earlier by 
the banking sector, however, it is commensurate 
with the non-hydrocarbon GDP growth rate. 
The tell-tales of relative slowdown in credit 
growth that we highlighted earlier, and which 
were materialized during 2017, continued to 
persist. Nevertheless, our medium- to long-term 
prognosis of credit growth remained positive 
on the back of the planned diversification drive 
that is underway and has already started to bear 
some fruit.
Credit Risk
Despite Modest Growth, Credit Risk Dominates 
the Risk Profile of Banks. Private Sector Credit 
Remains Relevant
2.42 The Omani banking sector continued to 
experience growth in its lending portfolio despite 
tighter monetary and tough economic conditions 
during 2018. The gross credit increased to RO 
25.1 billion by the end of 2018. The government 
has been using a judicious mix of domestic and 
foreign funding to finance the budget deficit. 
Therefore, the risks of crowding out of private 
sector investments have been largely kept at bay. 
Nevertheless, the share of investment increased, 
whereas there is a decline in the share of private 
sector credit in the balance sheet of the banking 
sector. Despite a decline in growth to 4.9 per 
cent during 2018, lending to the private sector 
still accounted for about 88 per cent of total 
lending portfolio of the banks.
2.43 Considering the size and growth of the 
credit portfolio, and the volume of credit-risk-
weighted assets (90 per cent of risk-weighted 
assets), credit risk especially stemming from the 
private sector credit continued to dominate the 
risk profile of the banking sector. It, therefore, 
warrants a close watch by the banks.
Variable Rate Foreign Currency Loans may 
Intensify the Credit Risk Although They have 
Lower Historical Delinquency
2.44 Lending in local currency tends to be 
less risky due to the absence of FX risk and 
fixed interest rates. Most (about 86.6 per cent of 
total) of the domestic loans of the banking sector 
continued to be in local currency, whereas, the 
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share of foreign currency loans was about 13.4 
per cent of the lending portfolio as of 31-Dec-
2018 (Graph 2.16). While foreign currency 
loans do not play an important role for the 
household credit, their share in business7 loans 
remained high at about 25.5 per cent (Graph 
2.17). Although their magnitude is relatively 
small, foreign currency denominated loans 
require heightened risk management, as most 
of these loans are variable rate loans and thus 
may negatively affect the debt burden of the 
borrowers and pose a risk in the event of rise in 
interest rates or appreciation of foreign currency. 
Hence, the banks may aim to improve their risk 
management function to better identify, measure, 
monitor, and manage the credit risk arising out 
of changes in interest rates. On a positive note, 
foreign currency loans have a lower incidence of 
default as compared to RO denominated loans.
 Asset Quality Indicators Remain Satisfactory 
– Deterioration in Operating Conditions or 
Volatility in Oil Price Remain a Source of 
Vulnerability 
2.45  Sound regulatory measures and strong 
lending standards have helped banks expand 
their lending portfolio while keeping the risks 
low. This is particularly remarkable as the 
banks’ lending portfolio that grew during low 
interest rates continued to remain performing 
even during stressed times marked by low oil 
prices, massive contraction in GDP and more 
recently increasing interest rates. Overall, while 
rising somewhat recently, non-performing loans 
remain at low levels despite the impact of IFRS 
9, indicating that the lending portfolio of banks 
remains sound. 
2.46 Gross non-performing loans (NPLs8 or 
Stage 3 loans since implementation of IFRS 
9 in 2018) of the banks were RO 683 million 
(2017: RO 572 million) or 2.73 per cent (2017: 
2.43 per cent)9 at the end of 2018 (Graph 2.18). 
Moreover, any credit losses can be initially 
absorbed by collateral and provisions. Banks 
thus appear to be adequately resilient to shocks 
and can accommodate moderate losses without 
any risk to the financial stability. 

7.  Private and public non-financial corporations / businesses.
8. For 2018, after implementation of IFRS 9, NPLs refer to Stage 3 loans.
9.  In previous FSRs the Gross NPLs and Gross NPL Ratios were 
reported after excluding Reserve Interest (interest accrued on NPLs). 
After the implementation of IFRS 9, the reserve interest does not exist. 
Therefore, for better comparability the previous years’ Gross NPLs and 
Gross NPL Ratios are recast.
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A Low Net NPL Ratio and Adequate Provisions 
Illustrate That the Credit Risk Is Well Contained 
2.47 The Net NPL Ratio increased slightly 
from 0.66 per cent at the end of 2017 to 0.95 per 
cent in December 2018 (Graph 2.18). Despite 

its slight increase, the Net NPL Ratio remained 
low in line with its past trend and close to that of 
some other countries in the region.
2.48 The existing loan portfolio of the banks 
is well covered against expected losses through 
adequate impairment allowances with coverage 
ratio (Stage 3 provisions to Stage 3 Loans) of 
66 per cent (118 per cent including Stage 1 & 2 
provisions) (Graph 2.19).
2.49 The asset quality indicators are expected 
to remain solid although the weak operating 
conditions, muted non-oil GDP growth, 
developments in interest rates and new taxes 
may test the resilience of some borrowers. NPLs 
in some sectors that depend on fiscal spending, 
like construction and real estate, may marginally 
inch up.
IFRS 9 Implementation Further Pushes up 
Loans with Lower Credit Quality (Stage 2 
Loans). These Loans Raise Concerns about 
the Potential Deterioration of Asset Quality. 
Restructured Loans Also Increased 

2.50 Under IFRS 9, Stage 2 Loans are defined 
as loans with “significant increase in credit risk 
since initial recognition and the resulting credit 
quality is not considered as low credit risk”. 
These are similar to Special Mention Loans 
under the CBO classification scheme. After the 
implementation of IFRS 9, the loans assessed 
as Stage 2 are over RO 5 billion or 20 per cent 
of the total lending portfolio of banks (Graph 
2.20). These loans are about 2.8 times the 
volume of Special Mention Loans at the end of 
December 2017.  Conservative policies of CBO 
to encourage banks to early recognize even mild 
deterioration in borrowers’ profile partly explain 
the large volume of Stage 2 loans. Stage 2 loans 
are not directly comparable to the Special 
Mention Loans, nevertheless, these are potential 
problem loans with risks of a downgrade to 
NPLs (Stage 3) category if remedial actions 
are not taken or remain unsuccessful. Hence, 
given the growth and volume of loans in this 
category, due attention is warranted to monitor 
and manage the rising trend and to keep them 
from slipping to NPLs. 
2.51 Besides the rise in Special Mention 
Loans until 2017 and heightened level of 
Stage 2 loans, restructured loans also increased 
for the second consecutive year. Performing 
restructured loans increased to RO 436 million 
in December 2018 (2017: RO 283 million) or 
1.75 per cent of credit portfolio, and the Non-
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performing restructured loans rose to RO 128 
million from RO 103 million at the end of 2017 
(Graph 2.21).
Fixed Interest Rate Lending to Households 
Bodes Well for their Debt Servicing Ability and 
Banks’ Asset Quality
2.52 About 40 per cent of banks’ total credit 
portfolio is in the personal loan category, which 
carries fixed interest rate for the entire tenor 
of the loan. This means that households are 
insulated from the interest rate hikes, and they 
are not exposed to deterioration in their ability 
to service debt due to interest rate changes. 

Market Risk 
Fed Jettisons Interest Rate Hike in 2019, 
therefore, CBO Policy Rates Are Expected 
to Follow the Suit. Banking Sector Showed 
Resilience to the Interest Rate Hardening during 
2018
2.53 After eight upward revisions in the 
federal funds target range during the last two 
years (Dec-2016 to Dec-2018), the Fed assumed 
a dovish tone in 2019 effectively jettisoning the 
earlier policy of interest rate increases. 
2.54 Despite muted non-hydrocarbon growth 
and low inflation, CBO tightened its monetary 
policy stance following the hike in policy rates 
by the Federal Reserve because of the fixed 
exchange rate regime. Hardening of interest 
rates could adversely affect the banking sector 
in a multitude of ways, however, the Omani 
banking sector showed considerable resilience 
to the interest rate hikes.
2.55 Considering the recent restraint from 
the Fed in further raising interest rates, the 
policy and retail interest rates in Oman are also 
expected to stay relatively put. This bodes well 
for Oman, where both the GDP growth and 
inflation were modest and hardening of interest 
rates could constrict the economic growth.
The Market Interest Rates Rose during 2018 – 
Both Banks and Borrowers Showed Resilience 
to the Rising Interest Rates 
2.56 During 2018, the Fed continued to 
tighten its monetary policy stance by raising 
its policy rate four times in 2018, as it aimed 
to transform from crisis-management monetary 
policy to the normal regime. However, no 
further increase in the Fed rate is expected in 
2019 as the Fed signaled the end of the rise in 
interest rate. Oman follows a fixed exchange 
rate regime and hence its policy rate (the repo 
rate) is changed mechanically with the USD 
LIBOR to keep it closely aligned to the federal 
funds target range. Therefore, interest rates in 
Oman also increased in tandem with the Fed’s 
policy rate. CBO’s repo rate increased to 2.93 
per cent in December 2018 from 1.95 per cent 
in December 2017. Similarly, the inter-bank 
overnight interest rates also increased to 2.14 
per cent in December 2018 from 1.26 per cent 
in December 2017 (Graph 2.22).
2.57 Rising policy rates have also been passed 
through to some extent to the retail deposit and 
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lending rates. The average interest rate on RO 
deposits of conventional banks increased to 
1.89 per cent in December 2018 up from 1.67 
per cent a year earlier. Similarly, the average 
lending rate on RO loans of conventional banks 
also increased to 5.33 per cent in December 
2018 as compared to 5.20 per cent in December 
2017. 
Bear Run Continued in the MSM 30 Index While 
the Debt Yields Firm up – Banks Should Remain 
Cautious of the Conditions While Taking Market 
Exposures
2.58 During 2018, a number of major stock 
market indices exhibited bleak performance. 
The S&P 500 and Dow Jones Industrial Average 

indices were down by 6.2 per cent and 5.6 per 
cent, respectively. The Chinese market was 
battered with losses of 24.6 per cent as fears of 
trade war remained escalated, the UK equities 
tiptoed by 12.5 per cent amid uncertainties 
surrounding Brexit, and the MSCI Emerging 
Market index was also down by 16.6 per cent.
2.59  Amid bleak performance across a 
wide range of stock market indices, the MSM 
30 index10 finished 15 per cent lower during 
2018. This loss was preceded by a decline of 
12 per cent in 2017 (Graph 2.23). Moreover, 
investors remained jittery as evidenced from 
the decline in the number of trades (by 8.7 per 
cent YoY) and the volume of securities traded 
(by 6 per cent YoY). As stock market is said to 
be the barometer of economy, a range of factors 
including adverse rating actions, oil prices 
below the break-even level, increasing policy 
and retail interest rates during 2018, concerns 
over government finances, political tensions in 
the region, and elevated trade tussles between 
China and USA contributed to lackluster stock 
market performance.
2.60 A buoyancy in the stock market would 
require improvement in economic conditions, 
and a positive outlook for oil prices and corporate 
performance. Considering the uncertainty and 
volatility in the market, the banks should remain 
watchful of their exposures to the equity market.
Modest Equity Exposures Offered Banks A 
Cushion from any Adverse Movements in MSM. 
However, Monitoring Banks’ Indirect Exposure 
to the Stock Market Is Advised
2.61 Banks continued with their strategy to 
hold small equity investment portfolios. This 
trend, amid the expanding balance sheet of 
the banking sector, indicates a shift away from 
equity exposures motivated by rising yields on 
debt instruments. The banks’ investments in 
listed shares were RO 107 million at the end 
of December 2018, which is less than half per 
cent of banks’ Risk-weighted Assets (RWA) 
or about two per cent of their capital (Graph 
2.24). Consequently, despite bearish trend in 
the Omani stock market, the calculated stock 
market exposure ensured that the banks’ losses 
remain well-protected from any shock to the 
stock market. Nevertheless, the banks should 
remain cognizant of their indirect exposure 
to the stock market in the form of lending for 
the purchase of or against listed securities. 
10.  MSM Index is a price index, therefore, these returns reflect only 
capital gains and exclude any dividends.
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Moreover, weak stock market performance is 
indicative of tougher operating conditions for 
business which may also affect quality of banks’ 
credit portfolio.

Sagging Forex Exposure Keep the Foreign Ex-
change Risk Under Control

2.62 Since the onset of oil price slump, the 
USD is being traded at a forward premium against 
Rial Omani (RO). Conversely, the implied yield 
on RO has increased significantly. This makes it 
less attractive to hold RO as compared to USD. 
However, these concerns are not yet reflected in 
the banking sector’s foreign exchange exposures 
which continued to remain low.
2.63 CBO regulations allow foreign exchange 
exposure of up to 40 per cent of banks’ Tier-1 
capital. In comparison to that the banks in Oman 
have been historically maintaining foreign 
exchange exposures of less than 25 per cent of 
their Tier-1 capital (Graph 2.25). The foreign 
exchange exposure to Tier-1 capital at the end 
of December 2018 declined further to 12.2 per 
cent (December 2017: 16  per cent) which is 
well within the prudent limits. Since RO (and 
currencies of some other GCC countries) is 
pegged to USD, exposures in USD (and other 
currencies pegged to USD) do not entail any 
foreign exchange risk11. The effective foreign 
exchange exposure, that is, exposure in non-
USD and other non-pegged currencies for banks 
remained even much lower at less than 3 per 
cent of their Tier-1 capital.
2.64 The gap between foreign currency assets 
and liabilities doubled during the last two years 
from RO 482 million at the end of December 
2016 to RO 988 million at the end of 2018. 
Notwithstanding the increase, this gap remained 
small as compared to the balance sheet size of the 
banking sector, reflecting continued faith of market 
participants in the currency peg (Graph 2.26).
Liquidity and Funding Risk 
Persistent Current Account Deficit Pushes Up 
Non-Residents’ Holdings of Omani Financial 
Assets. Foreign Liabilities of Banking Sector 
Dwarfs Its Foreign Assets
2.65 Over the past few years, Omani economy 
has witnessed persistent twin deficit. To plug the 
deficit while containing crowding out of private 
sector credit, Oman resorted to issuance of 
11.  This holds true if the peg is assumed to be credible. Since Oman and 
many other GCC countries are maintaining this peg for several decades, 
therefore, a credible peg is essentially a trivial assumption.



41Financial Stability RepoRt2019

Financial inStitutiOnS

Eurobonds. Resultantly, non-residents’ holding 
of Omani financial assets has increased sharply 
during the last few years. Besides, the Omani 
banking sector is a net borrower from the rest of 
the world as the foreign liabilities of the banking 
sector exceed its foreign assets (Graph 2.27). 
Foreign funding may allow banks to diversify 
their funding base and possibly lower their 
funding costs. However, part of their foreign 
liabilities could be short-term, exposing the 
banking sector to refinancing risk. Moreover, 
a decline in the appetite of foreign investors 
in the Omani banking sector could lead to a 
withdrawal of these liabilities which could have 
a bearing on the domestic credit conditions.

Banks Remained Fairly Liquid – Liquidity Con-
ditions Improved as Lending Growth Declined 
While Deposit Growth Rate Picked up and Ex-
ternal Sources Tapped 

2.66 Following the fall in oil prices in 
2014, liquidity of the Omani banking sector 

came under strain. Relatively slow growth of 
deposits compared to expansion of credit at that 
time led to some concerns regarding liquidity. 
Lately, however, conditions have considerably 
improved due to external borrowing, recovery 
in oil prices, regulatory changes, and increase 
in deposit growth rate along with moderation in 
lending growth. 
2.67 The banks on average maintained cash 
reserve requirements without any significant 
sign of strain. Excess cash reserves, over and 
above the required reserves, maintained by 
banks averaged about RO 460 million during 
2018 as compared to RO 590 million during 
2017 (Graph 2.28).
2.68 During 2017, Oman tapped international 
markets through a multi-tranche USD 5 billion 
Eurobonds issue followed by a USD 2 billion 
international Sukuk issue. Oman raised another 
USD 6.5 billion through Eurobonds early in 2018 
and later USD 1.5 billion through International 
Sukuk. In July 2019, Oman raised USD 3 billion 
through Eurobonds. All international bond issues 
of Oman witnessed strong investor interest that 
was manifested in heavy over-subscription, and 
Oman successfully raised the required funds at 
competitive rates. The Eurobonds issue offset 
the lost inflows from oil revenues and subsided 
the liquidity concerns. This, combined with 
considerable improvement in oil prices and 
slowdown in credit offtake, further eased up the 
funding conditions in the market.
2.69 The stress test results indicate a fair 
level of resilience of the Oman’s banking 
sector to varying degrees of liquidity shocks. 
Under stressed scenario, all domestic banks 
can withstand liquidity shock for five days or 
more using their own liquid assets. For more 
details on an assessment of the liquidity of the 
banking system, please see Box 2.1 “Liquidity 
Conditions in Oman.”
Lending Ratio Remained within Prescribed 
Limits as Deposit Growth Surpassed the Credit 
Growth
2.70 During 2018, the deposit growth rate 
(7.8 per cent) surpassed the lending growth rate 
(6.3 per cent) for the first time since 2013, which 
further eased off liquidity conditions (Graph 2.29). 
A major contributor to this deposit growth was 
the rise in the deposits of a state-owned enterprise 
due to sale of 10 per cent stake in Khazzan gas 
field to Petronas. Adjusting for this large one-off 
deposit, the deposit growth was 3.9 per cent.
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2.71 Resultantly, at the end of December 
2018, the credit-to-deposit ratio slightly fell to 
107.5 per cent (Dec 2017: 109 per cent), and 
remained close to its historical trend and the 
banking sectors of other GCC countries (Graph 
2.30). Despite the credit to deposit ratio being 
above 100 per cent, the current level of credit-to-
deposit ratio is not considered high as banks in 
Oman traditionally rely on more stable sources 
of funding, that is, deposits and capital, while 
wholesale funding is limited to about 7 per cent 
of total funding base.
2.72 It may be noted that the credit-to-deposit 
ratio does not take into account capital, which 

is an important source of funding. The lending 
ratio (loans excluding government soft loans 
to eligible deposits plus capital) of the banking 
sector in December 2018 stood at 78.6 per cent 
(Dec 2017: 79.9 per cent) which is well within 
the limit of 87.5 per cent prescribed by CBO. 
This indicates that banks can extend additional 
credit of about RO 2.4 billion against the existing 
funding base without breaching the prudential 
limit imposed by CBO. 
Persistent Customer Funding Gap Contribute 
to the Vulnerability despite Modest Wholesale 
Funding.
2.73 Banks in Oman have traditionally low 
reliance on wholesale markets. Deposits from 
the government and public sector enterprises, 
however, continued to be an important source 
of funding for the banks. The customer funding 
gap, that is the gap between customer12 loans 
and deposits, increased to about RO 9.6 billion 
at the end of 2018 as compared to RO 8.8 
billion at the end of 2017. Funding gap as a 
percentage of customer loans comes out to be 
about 42.8 per cent (December 2017: 43.5 per 
cent) in December 2018. This high funding 
gap is suggestive of the banks’ vulnerability 
emanating from their peculiar funding structure, 
and also suggests that the existing interest rate 
structure does not encourage private sector 
savings (Graph 2.31).
Various Metrics Show That Banks Remain 
Resilient to Potential Domestic Liquidity Shocks
2.74 The composition of banks’ funding has 
been stable over the years and banks remain 
resilient to potential domestic liquidity shocks, 
with both their Liquidity Coverage Ratio (LCR) 
and Net Stable Funding Ratio (NSFR) well- 
above the regulatory requirements. The LCR, 
which measures banks’ resilience against short 
term liquidity stress was 253.6 per cent at the 
end of 2018 (2017: 215.9 per cent) against a 
minimum requirement of 100 per cent. The 
NSFR, which is a ratio of the available stable 
funding relative to the amount of required stable 
funding, was 114.6 per cent in December 2018 
(2017: 116.3) as against a minimum requirement 
of 100 per cent. 

12.  Excluding Government, Public Sector Enterprises and Financial 
Institutions
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Competition and Concentration
Banking Sector Concentration Remained 
Moderately High – D-SIBs and Bank Resolution 
Framework to Help Deal with the Systemically 
Important Banks
2.75 Using the commonly accepted 
measure of market concentration known as the 
Herfindahl-Hirschman Index (HHI), it is noticed 
that the Omani banking sector continued to be 
moderately concentrated13 (Graph 2.32). The 
concentration level in Oman is in line with the 
peer group of GCC countries, however, it is 
much higher than that in advanced economies; 
such as the European Union. 

2.76 When concentration is measured in terms 
of the total assets held by the banks, the top bank 
is seen to have a share of 36 per cent. Moreover, 
the top five (three) banks continues to form 
about 76 per cent (59 per cent) of total banks 
assets (Graph 2.33). Given the relatively smaller 
market size, higher concentration levels in the 
banking sector is not surprising. Nevertheless, in 
Oman concentration is in sounder and stronger 
institutions which somewhat diminishes its 
consequences. In order to deal with the risks 
emanating from the presence of “too big to 
fail” institutions, CBO had issued guidelines 
to identify, supervise, and regulate Domestic 
Systemically Important Banks (DSIBs). 
Moreover, as a part of the preparedness to 
amicably resolve the systemically important 
banks, CBO has also recently published the 
Bank Resolution Framework.
Credit Remained Concentrated Heavily in 
the Personal Loan Segment – In the Unlikely 
Scenario of Simultaneous Default by Top Five 
Borrowers,  One-third of Banks’ Capital May Be 
Wiped Out
2.77 Personal loans (lending to households) 
constitute about 40 percent of total loans of 
banks, with a modest NPL ratio of 2.3 per cent. 
Given the structure of the economy, this type 
of credit concentration is unavoidable. The 
construction sector is the distant second user of 
bank finance with an 11 per cent share in total 
lending and NPL ratio of 4 per cent (Graph 
2.34). The banks should be watchful about this 
sector as it is sensitive to economic downturns, 
and problems in this sector may also spill over 

13.  As HHI is computed as sum of squared market shares of all banks, 
we use total assets of banks to calculate HHI. US Department of Justice 
and Federal Trade Commission classify HHI values between 0.15 and 
0.25 as moderately concentrated markets.
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to other sectors. Banks should also aim to 
diversify their lending portfolio further in order 
to minimize sectoral risks. 
2.78 Services sector has a share of about 8 
per cent in total bank credit, and carries NPLs 
of 4 per cent.  Manufacturing (8 per cent share) 
is one of the priority sectors for diversification, 
thus going forward it is likely to gain a higher 
share in total bank credit.
2.79 Lending to the top five borrowing 
groups was about RO 2.5 billion or 10.15 per 
cent of the lending portfolio and 47 per cent of 
the regulatory capital of the banking sector as of 
December 2018 (Graph 2.35). It may, however, 
be noted that these borrowers are well diversified 
groups and are among the largest companies in 
the country and play a crucial role in promoting 
growth. Therefore, the chances of simultaneous 
default by all of the companies within a group 
or all groups at the same time is only a remote 
possibility.

Solvency and Profitability
Banking Sector Has Robust Capital and Is 
Fully Compliant with Basel III. Capital Base Is 
Adequate to Support a Spur in Credit Growth
2.80  Capital of the Omani banking sector 
has been historically high and banks on average 
maintain healthy buffers over the regulatory 
minimums. During the year, banks have further 
strengthened their capital base. Capital to Risk-
weighted Assets Ratio (CRAR) of the banks 
was 17.9 per cent at the end of December 2018 
as compared to 17.4 per cent a year earlier. 
Moreover, the proportion of Tier-1 capital in 
total regulatory capital further increased during 
2018. The composition of capital suggests that 
banks mostly have high quality capital with Tier-
1 capital forming about 93 per cent (December 
2017: 91 per cent) of the total capital base. Tier-1 
capital of the banks increased by RO 300 million 
or 7 per cent during 2018. Resultantly, the Tier- 
1 capital ratio (the ratio of Tier-1 capital to risk-
weighted assets) of the banks improved to 16.6 
per cent in December 2018 from 15.8 per cent in 
December 2017, which is sufficient to meet the 
total regulatory capital requirement of 13.5 per 
cent (Graph 2.36).
2.81 During the last five years (December 
2013 to December 2018), Tier-1 capital of the 
banks increased by RO 1.9 billion or 63 per 
cent. Healthy profits contributed to strengthen 
the capital as both profit retention and additional 
Tier-1 instruments were used to strengthen the 
capital base. The robust capital base of the banks 
provides them ample cushion to expand their 
balance sheets. The existing regulatory capital 
of the banks is sufficient to support an additional 
RO 10 billion growth in risk-weighted assets.
Banks Are Resilient to Large Adverse Shocks. 
Market Participants Are Confident about 
Financial System 
2.82 Risk weights do not take into 
consideration systemic risk and credit 
concentrations while capital ratios do not fully 
account for the interest rate risk in the banking 
books and imbalances in the real sector (for 
example formation of asset price bubbles). 
Thus, the strength of the banks’ capital may 
be overestimated as large correction to asset 
prices due to a change in monetary policy, and 
a significant rise in impaired loans may weaken 
the banks’ resilience.
2.83 To partially offset the drawbacks of 
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capital ratios, we supplement our analysis with 
stress testing and leverage ratio. The leverage 
ratio is invariant to the riskiness of assets and 
it is calculated as “Tier-1 capital” to “non-risk-
weighted on- and off-balance sheet exposure”. 
The leverage ratio of the banking sector was 
13.2 per cent at the end of 2018 as against the 
minimum Basel III requirement of 3 per cent.
2.84 The stress testing exercise 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. 
Moreover, the systemic risk survey revealed that 
market participants remained confident about 
the financial system.

Banks Maintained Their Foothold in Terms of 
Profitability. Persistent Headwinds May Test 
Profitability Indicators. Banks’ Stocks Trade at 
a Discount to Book Value
2.85 Satisfactory earnings are necessary not 
only for maintaining capital adequacy but also 
for organic growth of banks. Strong profits, 
despite the prevailing operating conditions and 
implementation of IFRS 9, reflect the strength 
of the Omani banking sector the effectiveness 
of CBO’s policies aimed at promoting financial 
stability, and a banking sector capable of 
supporting diversification of the economy.
2.86 Amid the meek stock market 
performance, the shares of many listed banks 
were trading at a discount to their book value at 
the end of 2018. Nevertheless, despite significant 
headwinds, the banking sector continued to post 
strong results during 2018. Profit before taxes of 
the banking sector exceeded half-a-billion mark 
for the first time in the banking history of Oman, 
as the  banks grossed RO 520 million in pre-
tax earnings during 2018 compared to RO 452 
million during the previous year. Although the 
administrative costs increased during the year, 
the profitability was helped by the improvement 
in net interest income and foreign exchange 
income. It appears that the market participants 
recognize banks’ resilience, therefore, the 
funding costs remained somewhat checked even 
in the rising interest rate environment. 
2.87 During 2018, Return on Assets (ROA) 
and Return on Equity (ROE) of the banks 
remained steady at 1.6 per cent (2017: 1.5 per 
cent) and 10.6 per cent (2017: 9.9 per cent) 
respectively, with Net Interest Margin (NIM) of 
2.7 per cent (2017:2.7 per cent) (Graph 2.37)14.
2.88 Interest income remained dominant (81 
per cent) in the total revenues of the banks, 
whereas, non-interest sources contributed 
only 19 per cent. Moreover, within the interest 
income, interest earned on advances formed the 
lion’s share with over 89 per cent contribution. 
This skewed position reflects that there is a scope 
to diversify sources of income (Graph 2.38).
2.89 Major portion of banks’ non-interest 
expenses stem from staff and administration costs 
with a share of 57 per cent in the total non-interest 
expenses. This suggests that there is a possibility 
for improving operational efficiency to arrest staff 
and administrative costs (Graph 2.38). 

14.  Throughout this section, profitability ratios are calculated using 
pretax figures and include Islamic banking data.
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2.90 Economic fundamentals hold the key to 
the future performance of the banking sector. 
Concrete developments on the economic front 
bodes well for the financial performance of the 
banking sector. Whereas sluggish economic 
growth or rise in interest rates may negatively 
affect borrowers which may increase NPLs and 
provisioning requirements. Low credit growth, 
higher provisions, and higher operating costs 
due to employment creation expectations from 
the banks are some of the factors that may bring 
the profitability of the sector under pressure. 
For an assessment of the impact of oil prices on 
banks’ profitability please see Box 2.2 “Long-
term Impact of Oil Prices on Banks’ Profitability: 
Evidence from Oman”.

NON-BANKING FINANCIAL 
INSTITUTIONS
NBFIs Continue to  Provide Vital Financial 
Services – Risk of Contagion or Regulatory 
Arbitrage from NBFIs Remains Negligible
2.91 In Oman, credit granting Non-Bank 
Financial Institutions (NBFIs) are duly 
regulated by CBO and remained a small fraction 
of the financial sector.   Nevertheless, resilience 
of NBFIs remained important to ensure that 
they do not amplify instability during stressed 
periods. Although banks provide a larger portion 
of funding to Finance & Leasing Companies 
(FLCs), the contagion risks remained limited as 
the exposure of banks to the FLCs forms only a 
few per cent of banks’ balance sheet. 
2.92 Consequently, without exposing the 
financial system to any large or systemic risk, 
NBFIs continued to play an important role in 
the financial sector by providing supplemental 
financial services, such as financing various 
niche markets, insurance services, asset 
management services, remittances and currency 
exchange services. Deep and broad financial 
markets made available with the presence of 
NBFIs along with commercial banks offer 
synergies that foster economic growth15.
2.93  In terms of asset size, FLCs and insurance 
companies remained the leading players in the 
NBFIs sector, each accounting for about 48 per 
cent of the total NBFIs’ assets (Graph 2.39).
Finance and Leasing Companies
FLCs Resume Growth – Lending Growth 
Remained Lacklustere, However, Lending 
Remains the Largest Segment of the Asset 
Portfolio of FLCs
2.94 After contraction in the assets during 
2017, FLCs resumed growth in 2018. Total 
assets of FLCs increased by about 4.4 per cent 
during 2018 as compared to a decline of 1.6 per 
cent during the previous year. 
2.95 The net credit portfolio at the end of 
2018 was RO 1,035 million (2017: RO 1,020 
million). The financing portfolio of FLCs thus 
registered a growth of 1.5 per cent during 2018 
(2017: 0.8 per cent decrease; 2016: 3.8 per 
cent increase). The benign growth in lending 
may be attributed to higher funding costs, 
slowdown in new projects in public and private 
15.  Anghelache, G., Manole, A., Ana. C. A., & Sacala, C. (2016). 
Tendencies in the evolution of the private pensions system in Romania. 
Romanian Statistical Review Supplement, 64(11), 101-111.
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sectors, growth of Islamic finance, and modest 
non-hydrocarbon GDP growth. FLCs usually 
provide asset-based financing, which is also the 
forte of Islamic Banking Entities (IBEs). With 
the growth of Islamic banking, FLCs are facing 
stronger competition from the banking sector.
2.96 Financing continued to have a large 
share in the assets of FLCs. At the end of 2018, 
the net financing constituted about 93 per cent 
of total assets of FLCs suggesting efficient 
deployment of assets. Business finance was 
about 62 per cent of the financing portfolio of 
FLCs, while SMEs received about 54 per cent of 
the total business financing or 34 per cent of total 
financing. The proportion of lending to SMEs 
illustrates the potential of FLCs to contribute 
to the diversification drive and economic 
development. Financing to households was 

about 38 per cent of the total credit extended by 
FLCs (Graph 2.40).
NPLs Continued to Increase Sharply 
Consecutively for the Second Year in a Row – 
Credit Losses May Constrain Flow of Financing 
to the SME Sector 
2.97  Gross NPLs of FLCs increased by RO 
41 million (2017: RO 34 million) during 2018. 
Resultantly, the NPL Ratio increased to 12 per 
cent at the end of 2018 (2017: 8.6 per cent; 2016 
5.4 per cent). Likewise, Net NPL Ratio (without 
accounting for general provisions or  Stage 1 & 
Stage 2 provisions) increased to 6.8 per at the 
end of 2018 from 4.5 per cent in 2017 (Graph 
2.41). The sharp increase in NPLs corroborates 
our concerns of the possibility of decline in 
credit quality of the FLCs during the economic 
downturns.
2.98 Considering that the operating 
conditions are still challenging and that FLCs 
are exposed to SMEs which are vulnerable 
during challenging economic conditions, we 
reiterate our recommendation that FLCs should  
gear up their credit analysis, monitoring, and 
risk management practices to keep credit risk 
within manageable limits. Higher loan losses 
are not only detrimental for the FLCs, but they 
may increase financial contrains for SMEs by 
compelling FLCs to restrict their exposures to 
them. 
Borrowing from Banks Remained a Key Source 
of Funding for FLCs – Increasing Cost of Funds 
Along with Higher Provisions Reflect Ongoing 
Headwinds on Profitability 
2.99 The extant regulations allow FLCs to 
raise shorter-term deposits (six-month term 
deposits instead of one year) from corporates 
to help them diversify their sources of funding. 
However, FLCs continued to count primarily 
on bank borrowing and capital to fund their 
operations and do not mobilize any significant 
amount of term deposits. 
2.100 At the end of 2018, bank borrowing 
constituted 62 per cent  (2017: 62.7 per cent) of 
the balance sheet of FLCs. FLCs rely primarily 
on short-term bank financing. At the end of 
2018, long-term bank financing was only 19 
per cent of total bank funding, while the share 
of short-term bank borrowing was 81 per cent 
(Graph 2.42). Heavy reliance on short-term 
bank borrowing exposes FLCs to the cost 
and availability of bank funding. Moreover, 
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substantial dependence on bank financing also 
makes FLCs vulnerable to the transmission of 
shocks from the banks
2.101 FLCs continued to post profits during 
2018, however, their earning indicators 
deteriorated during the year. In line with rising 
interest rates, interest earned on financing 
witnessed an increase of RO 1.2 million, but 
this increase could not fully offset the increase 
in funding costs which increased by RO 2.9 
million.  Moreover, operating expenses (notably 
the staff costs by RO 1.2 million) also increased 
during the year. Provision expense also increased 
sharply from RO 8.6 million in 2017 to RO 11.3 
million in 2018. Pre-tax profit of FLCs was RO 
29.6 million during 2018 as compared to 34.1 
million during the previous year. Therefore, 
profitability indicators, ROA (2018: 2.7 per 
cent; 2017: 3.2 per cent) and ROE (2018: 10.1 
per cent; 2017: 12.3 per cent), also declined 
during 2018 (Graph 2.43)16. Going forward, the 

16.  In this section, profitability ratios are calculated using pretax figures.

increasing competition, higher funding cost, 
declining margins, and increasing NPLs may 
continue to exert pressure on the profitability 
of the FLCs and they may find it increasingly 
challenging to maintain the level of profitability 
unless they make concerted changes in their 
business model and contain non-performing 
loans.
Insurance Sector
Implementation of Mandatory Health Insurance 
Bodes Well for the Insurance Sector
2.102 The metrics for the insurance sector show 
that, Oman is relatively under-insured, therefore, 
there is a substantial scope for growth of the 
insurance sector.  Insurance penetration, defined 
as the ratio of insurance premiums to GDP, was 
about 1.5 per cent in 2018, which is comparable 
to that of GCC countries (1.9 per cent in 2016) 
but remains much lower than the global average 
of 6.1 per cent. Likewise, Insurance Density, 
which is per head insurance premium, is about 
RO 100.7 as compared to the GCC average of 
RO 187 and global average of RO 262 (Graph 
2.44). Both of these indicators are suggestive 
of the potential available to cater to the under-
served and unserved market segments. The 
upside potential suggests that while slowdown in 
economic activity may stifle short-term growth, 
the long term growth prospects for the insurance 
sector remain optimistic as the growth can 
pick up with an increase in product awareness. 
Moreover, the phased implementation of 
mandatory health insurance for workers in 
private sector institutions is expected to bolster 
premiums growth in Oman. 
Medical and Motor Insurance Lead Premium 
Collection – High Retention and Loss Ratios 
Calls for Stringent Risk Management 
2.103 Premiums collected by insurance 
companies registered an increase of 2 per cent 
during 2018. Gross premiums reached RO 463 
million during 2018 from RO 454 million in 
the previous year. General (non-life) insurance 
sector continued to be the dominant segment in 
the insurance business with a share of about 87 
per cent in gross premiums. Within this segment, 
medical insurance leads premium collection 
with a share of about 33 per cent, followed by 
motor insurance with a share of 31 per cent 
(Graph 2.45).
2.104 On average, insurers retained about 59 
per cent of the risk, while transferred the rest to 
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the re-insurers. However, for motor insurance, 
the insurance companies retained 91.7 per cent 
of premiums (and proportionally higher risks), 
while for individual life, the retention ratio was 
67 per cent. 
2.105 Net claims paid against motor insurance 
(RO 83.4 million) constituted about 48 per cent 
of the claims paid by the insurance companies 
in 2018. Higher claims along with higher 
retention ratio imply that the net loss ratio (net 
claims / net premiums) for motor insurance also 
remained high at 63 per cent. That is, 63 per 
cent of the premiums earned by underwriting 
the motor risks were paid back in the form of 
claims. Similarly, medical insurance also has a 
high retention ratio (56 per cent) along with a 
high loss ratio (78 per cent) (Graph 2.46). The 
loss ratio of property insurance was the highest 
(85 per cent). However, as this segment forms 
a small share (2 per cent of net premiums) of 
the insurance business, net claims paid against 
property insurance were only about 3 per cent 
of the claims paid by the insurance companies 
during 2018.
2.106 The increase in net claims (2018: RO 
173 million; 2017: RO 167 million) was partly 
due to the insured losses arising from cyclone 
(Mekunu) that made landfall in Oman in 2018.
Money Exchange Companies
Growth Tendencies Subside Exchange 
Companies – Substantial Operational and 
Reputational Risk Exists, While, Systemic Risk 
is Limited
2.107 Money exchange companies are 
primarily engaged in the business of remittances 
and currency exchange. The flexible working 
hours and efficient operations of these companies 
ensure the documentation of remittances and 
discourage informal channels of money transfer 
especially for small ticket remittances.
2.108 During 2018, money exchange 
companies handled about 12.5 million 
transactions (2017: 12.8 million) worth about 
RO 3.6 billion as compared to RO 3.7 billion 
during 2017 (Graph 2.47). Due to the large 
volume of operations and extensive customer 
interactions, operational risk is particularly 
important for these establishments, which may 
eventually lead to reputational and legal risks. 
However, the size of individual companies and 
the nature of their business mean that they do 
not pose systemic risks to the financial system. 
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The global financial crisis underscored the importance 
of the liquidity in the banking system as it became 
apparent that the liquidity crisis may threaten solvency 
of the banking sector.  This note is a brief commentary 
on distinct concepts of liquidity conditions in Oman (1) 
Banking System Liquidity, which refers to the monetary 
aggregates or excess reserves in the economy; and (2) 
Liquidity of Banks, which refers to the ease with which 
assets can be traded or liabilities can be paid off as they 
fall due.

1. Banking System Liquidity:

The liquidity of the banking system is determined on the 
basis of the supply and demand for central bank money. 
CBO is the primary funding source of the monetary base 
(cash and reserves). Once in the system, the liquidity can 

be redistributed among the banks – via interbank lending 
– according to individual needs. Banks need central bank 
money to fulfil their liquidity needs, which consist of the 
minimum reserve requirement, demand for banknotes, 
as well as precautionary needs. The minimum reserve 
requirement can only be met by depositing reserves with 
the central bank. However, banks routinely maintain 
higher than the minimum reserves. These excess (over 
minimum) reserves, their trading volumes, and the rate 
at which banks can borrow these reserves from other 
banks (or central bank) are important indicators of the 
liquidity of the banking system.

1.1 Banking System Liquidity in Oman:

There is no universally accepted level of excess reserves 
in the banking system. The data shows that the excess 
reserves in the Omani banking system averaged about 
RO 540 million during 2013-2014 , that is, two years 
preceding the onset of the oil price crash that started 
towards the end of 2014 (Figure 1). This level of 
excess reserves in the Omani banking system may be 
considered as optimum under pre-oil-crash period or 
normal conditions.

Central banks may sometimes flush the market with 
surplus liquidity during or after financial panics when 
there is a likelihood that the banks may no longer 
redistribute liquidity among themselves. For example, 
in the US, the excess reserves of banks witnessed 1,600 
times increase from USD 1.7 billion in Aug-2008 to USD 
2.7 trillion in Aug-2014. Similarly, the excess reserves 
increased from USD 1.7 billion on 05-Sep-01 to USD 
38 billion on 12-Sep-01, following “9-11”. Likewise, 
in Euro area the excess reserves of banks increased by 
1,700 times from EUR 700 billion in Aug-2008 to EUR 
1.25 trillion in Dec-2018. 

In contrast, the excess reserves did not change much in 
Oman following the oil price crash. The excess reserves 
in the Omani banking system averaged about RO 550 
million between Jan-2015 and March-2016 (when CBO 
allowed banks to use their government securities holding 
for up to 2% of reserve requirements). Following that 
policy measure as well, although the level of reserves 
decreased, the excess reserves in the banking system 
continued to average at about RO 550 million from Apr-
2016 to Dec-2018. Notwithstanding nearly stable excess 
reserves on average over the time, there have been some 
volatility in the level of excess reserves as they ranged 
between RO 330 million to RO 880 million during the 
past six years. 

1.2 Interbank Borrowing :

The price to borrow reserves or the overnight interbank 
lending rate did not show any abnormal change during 

Box 2.1

Liquidity Conditions in Oman
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last six years (other than a spike in Mar-2016, which 
subsided following the decrease in “cash” reserve 
requirement) and continues to closely track the Effective 
Fed Funds Rate (Graph 2.1.1). The interbank lending 
volumes are also relatively small and remained under 
RO 125 million on any day with average transaction 
volume under RO 40 million a day between 2016 and 
2018 (Graph 2.1.2)

1.3 Repos (Borrowing) from Central Bank:

The overnight interbank market in Oman is subdued in 
terms of the volumes traded between the banks. Banks’ 
repo (secured short-term borrowing) with CBO are also 
low both in terms of frequency and volume (Graph 2.1.3).  
There were only 73 incidence of banks’ repo with CBO 
between 2014 and 2018 reaching a maximum of RO 100 
million at any time. The data shows that out of these 73 
repos, One Bank initiated 38 repos (or 52% involving 
65% of the amount borrowed under all repos), while 
another bank initiated 20 repos. It signifies idiosyncratic 
liquidity issues at some banks rather than a systemic 
liquidity deficit. The banking sector holds about RO 1.8 
billion (RO 1.3 billion excluding the securities used to 
satisfy part of cash reserve requirements) in government 
securities, which form the stock of assets that can be 
used to supply liquidity in the banking system. 

2. Liquidity of Banks Operating in Oman

2.1  Bank Liquidity Indicators

There are several indicators to gauge the liquidity of the 
banks. On balance, these indicators show that the banks 
in Oman are fairly liquid. Liquidity Coverage Ratio 
(LCR) prescribed under Basel III liquidity standards is 
calculated as percentage of ‘High Quality Liquid Assets 
to Projected Cash Outflows during next 30-day stress 
period. It measures the banks resilience against short-
term liquidity stress. CBO requires banks to have LCR 
of at least 100% (Graph 2.1.4). Against this requirement, 
Banks on average had LCR of 254% at the end of 
December 2018. The LCR remained well above (152% 
to 278%) from 2015 to 2018.

Net Stable Funding ratio (NSFR), is another Basel-
III liquidity standard, which measures the stability of 
a bank’s funding structure. It is calculated as a ratio of 
‘Total Available Stable Funds’ to ‘Total Required Stable 
Funds’. NSFR of the banking sector in Dec-2018 was 
115% against the minimum requirement of 100% (Graph 
2.1.5). The Omani banking sector has exceeded the 
minimum NSFR requirements since its implementation 
in Jan-2018 (and during the observation period).

Loan-to-Deposit Ratio (LDR) is used to assess a bank’s 
liquidity. In Omani banking sector this ratio has been 
above 100% since 2014, which is above the so called 
ideal ratio of 80-90% (Graph 2.1.6). Nevertheless, 
considering the balance sheet structure of the Omani 
banking sector, this does not appear to be of concern 
since the loans [assets] that are not funded by deposits 
are financed by sizeable stock of capital instead of 
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wholesale funds (foreign securities and balances due 
from banks abroad of RO 2.2 billion more than offset 
the liabilities to the overseas banks of RO 2 billion as of 
Dec-2018). CBO prescribes a Lending Ratio, which is a 
modified prudential limit of LDR to contain the liquidity 
risks of banks, corroborates our earlier assertion about 
seemingly high LDR. It is expressed as a percentage of 
Lending to Deposit Base (that is, deposits and capital) 
of banks and it has a ceiling of 87.5%. The Lending 
Ratio of the Omani banking sector was 78.6% at the 
end of December 2018 (Graph 2.1.6), which depicts a 
satisfactory liquidity profile with a capacity to further  
expand credit with their existing deposit base without 
breaching the prescribed Lending Ratio.

Large volumes of wholesale funding can be a source 
of liquidity risk for the banks as the wholesale funding 
providers are generally sensitive to changes in the credit 
risk and interest rate environment. The Omani banking 
sector has low exposure to wholesale funding as it forms 
only 6% of the balance sheet at the end of Dec-2018. 
However, if we include deposits from  government in the 
definition of wholesale funding, then wholesale funding 
proportions increase substantially as government 

deposits were 28.6% (Public Sector Enterprises an 
additional 8.3%) of total deposits  as of December 31, 
2018. 

2.2  Liquidity Stress Tests

CBO conducts liquidity stress test for banks on a 
quarterly basis. These stress tests assume stringent 
liquidity shocks of 5% per day net withdrawal of demand 
deposits, 3% per day withdrawal of time deposits and a 
10% haircut on liquid assets. The liquidity stress tests 
conducted on the data as of December 2018 show that 
domestic banks could withstand these stringent liquidity 
shocks for five days.

Conclusion:

The liquidity related metrics (LCR, NSFR, Loan-to-
Deposit Ratio, Lending Ratio, Stress Tests) show that 
the banks operating in Oman are adequately liquid. 

The banking system liquidity remained fairly stable 
during last six years (Dec’12 - Dec’18) with excess 
reserves of about RO 550 million on average during 
this period. The excess reserves after the oil price crash 
were similar to those observed two years (2013-2014) 
preceding the onset of the oil price crash.

Notwithstanding nearly stable excess reserves on 
average over the time, there have been some volatility 
in the level of excess reserves. Since banks have limited 
control over banking system liquidity as it is determined 
primarily by the actions of CBO, an active monetary 
management may reduce this volatility or conversely 
improve the liquidity conditions in the banking system.
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Box 2.2 

Long-term Impact of Oil Prices on Banks’ Profitability: Evidence from Oman 
In Oman, oil exports form more than 70 per cent of 
the government’s revenue and over 50 per cent of 
merchandise exports. Sharp decline in oil prices, 
therefore, adversely affect Oman’s economy 
through deterioration in fiscal balance and external 
balance. The financial sector in Oman is dominated 
by the banking sector, which performs a crucial 
intermediation role and take the center stage of the 
payment and settlement system. Hence, the health of 
the banking sector in Oman is vital for its economic 
development and financial stability. Since oil prices 
have serious implications for overall economic 
activities in the Sultanate, they are bound to affect 
the banking business as well.  

In the above backdrop, it becomes imperative to 
study the impact of oil prices on the profitability of 
banking sector in Oman. Several studies exist on 
both bank specific and external factors that influence 
the profitability of the banking sector exist. While, 
there are only few papers on the impact of oil prices 
on the banks profitability. Tigran Poghosyan and 
Heiko Hesse (2009) show that oil price shock affects 
the profitability of the banking sector in major oil-
exporting countries in the MENA region through 
indirect channels mainly macroeconomic and 
institutional.  

This study uses the Auto Regressive Distributed Lag 
(ARDL) -term    effect   of   oil 
prices on the profitability of the banking sector in 
Oman from 2006Q1 to 2018Q2, capturing both 
periods of low and high oil prices. The study takes 
into account both bank specific and macroeconomic 
control variables, which are listed in Table 2. . 2.1

  to   study   the    long

Table 2.  2.1
Variables used in the study 

Variables used in the 
study 

Definition 

Return on Assets (ROA) Quarterly net profit (loss) 
before taxation/ Total Assets 

Return on Equity (ROE) Quarterly net profit (loss) 
before taxation/total Capital 
and Reserves 

Capital (CRWA) Total capital/ Risk Weighted 
Assets 

Liquidity (LCD) Loans/Customer Deposits 
Gross Non-Performing 
Loans (NPL) 

Log of Gross Non-Performing 
Loans 

Oil Price (OP) Log of Oman DME oil price 
Fiscal Balance 
ratio(FBGDP) 

Fiscal balance to GDP 

Inflation rate (INF) Quarterly CPI inflation rate 
Asset structure (AS) Loans to total assets 

 

Based on the ARDL model representations, 
illustrated in the equation below, ∆ denotes the first 
difference of the variables, Βt is the Short run 
dynamic, ∝ illustrates the Long run elasticity and et 

is the Error term. The optimal lags selection, 
represented by q, for model 1 and 2 is done 
automatically based on Akaike and Schwarz 
information criterion, respectively, considering the 
usual robustness.  

ARDL model representations: 

 Model 1: ∆𝑅𝑅𝑅𝑅𝑅𝑅𝑡𝑡 =∝0+ ∑ 𝛽𝛽1𝑡𝑡
𝑞𝑞
𝑡𝑡=1 ∆𝑅𝑅𝑅𝑅𝑅𝑅𝑡𝑡−1 +

∑ 𝛽𝛽2𝑡𝑡
𝑞𝑞
𝑡𝑡=1 ∆𝑙𝑙𝑙𝑙𝑙𝑙𝑅𝑅𝑙𝑙𝑡𝑡−1 +

∑ 𝛽𝛽3𝑡𝑡
𝑞𝑞
𝑡𝑡=1 ∆𝑁𝑁𝑁𝑁𝑁𝑁 𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝑁𝑁𝐿𝐿𝑡𝑡−1 +

∑ 𝛽𝛽4𝑡𝑡
𝑞𝑞
𝑡𝑡=1 ∆𝑙𝑙𝑙𝑙𝑙𝑙 𝑁𝑁𝑙𝑙𝐿𝐿𝑡𝑡−1 +

∑ 𝛽𝛽5𝑡𝑡
𝑞𝑞
𝑡𝑡=1 ∆ 𝐶𝐶𝐶𝐶𝐶𝐶𝐿𝐿𝑁𝑁𝐶𝐶𝑙𝑙𝑡𝑡−1 +

∑ 𝛽𝛽6𝑡𝑡
𝑞𝑞
𝑡𝑡=1 ∆𝑙𝑙𝑙𝑙𝑙𝑙 𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝑙𝑙𝑡𝑡−1 +

∑ 𝛽𝛽7𝑡𝑡
𝑞𝑞
𝑡𝑡=1 ∆𝑙𝑙𝑙𝑙𝑙𝑙 𝑅𝑅𝐴𝐴𝐴𝐴𝑁𝑁𝑁𝑁 𝐴𝐴𝑁𝑁𝑠𝑠𝐿𝐿𝑠𝑠𝑁𝑁𝐿𝐿𝑠𝑠𝑁𝑁𝑡𝑡−1 +

∑ 𝛽𝛽8𝑡𝑡
𝑞𝑞
𝑡𝑡=1 ∆𝑙𝑙𝑙𝑙𝑙𝑙 𝐼𝐼𝐼𝐼𝐼𝐼𝑡𝑡−1 +∝1 𝑅𝑅𝑅𝑅𝑅𝑅𝑡𝑡−1 +

∝2 𝐿𝐿𝑙𝑙𝑙𝑙𝑅𝑅𝑙𝑙𝑡𝑡−1 +
∝3 𝑁𝑁𝑁𝑁𝑁𝑁 𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝑁𝑁𝐿𝐿𝑡𝑡−1 ∝4 𝐿𝐿𝑙𝑙𝑙𝑙 𝑁𝑁𝑙𝑙𝐿𝐿𝑡𝑡−1 +
 ∝5 𝑠𝑠𝐶𝐶𝐶𝐶𝐿𝐿𝑁𝑁𝐶𝐶𝑙𝑙𝑡𝑡−1 +∝6 𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝑙𝑙𝑡𝑡−1 +
∝7 𝑅𝑅𝐴𝐴𝐴𝐴𝑁𝑁𝑁𝑁 𝑆𝑆𝑁𝑁𝑠𝑠𝐿𝐿𝑠𝑠𝑁𝑁𝐿𝐿𝑠𝑠𝑁𝑁𝑡𝑡−1 +∝8 𝐼𝐼𝐼𝐼𝐼𝐼𝑡𝑡−1+𝜀𝜀𝑡𝑡 

Model 2:∆𝑅𝑅𝑅𝑅𝑅𝑅𝑡𝑡 =∝0+ ∑ 𝛽𝛽1𝑡𝑡
𝑞𝑞
𝑡𝑡=1 ∆𝑅𝑅𝑅𝑅𝑅𝑅𝑡𝑡−1 +

∑ 𝛽𝛽2𝑡𝑡
𝑞𝑞
𝑡𝑡=1 ∆𝑙𝑙𝑙𝑙𝑙𝑙𝑅𝑅𝑙𝑙𝑡𝑡−1 +

∑ 𝛽𝛽3𝑡𝑡
𝑞𝑞
𝑡𝑡=1 ∆𝑁𝑁𝑁𝑁𝑁𝑁 𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝑁𝑁𝐿𝐿𝑡𝑡−1 +

∑ 𝛽𝛽4𝑡𝑡
𝑞𝑞
𝑡𝑡=1 ∆𝑙𝑙𝑙𝑙𝑙𝑙 𝑁𝑁𝑙𝑙𝐿𝐿𝑡𝑡−1 +

∑ 𝛽𝛽5𝑡𝑡
𝑞𝑞
𝑡𝑡=1 ∆ 𝐶𝐶𝐶𝐶𝐶𝐶𝐿𝐿𝑁𝑁𝐶𝐶𝑙𝑙𝑡𝑡−1 +

∑ 𝛽𝛽6𝑡𝑡
𝑞𝑞
𝑡𝑡=1 ∆𝑙𝑙𝑙𝑙𝑙𝑙 𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝑙𝑙𝑡𝑡−1 +

∑ 𝛽𝛽7𝑡𝑡
𝑞𝑞
𝑡𝑡=1 ∆𝑙𝑙𝑙𝑙𝑙𝑙 𝑅𝑅𝐴𝐴𝐴𝐴𝑁𝑁𝑁𝑁 𝐴𝐴𝑁𝑁𝑠𝑠𝐿𝐿𝑠𝑠𝑁𝑁𝐿𝐿𝑠𝑠𝑁𝑁𝑡𝑡−1 +

∑ 𝛽𝛽8𝑡𝑡
𝑞𝑞
𝑡𝑡=1 ∆𝑙𝑙𝑙𝑙𝑙𝑙 𝐼𝐼𝐼𝐼𝐼𝐼𝑡𝑡−1 +∝1 𝑅𝑅𝑅𝑅𝑅𝑅𝑡𝑡−1 +

∝2 𝐿𝐿𝑙𝑙𝑙𝑙𝑅𝑅𝑙𝑙𝑡𝑡−1 +
∝3 𝑁𝑁𝑁𝑁𝑁𝑁 𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝑁𝑁𝐿𝐿𝑡𝑡−1 ∝4 𝐿𝐿𝑙𝑙𝑙𝑙 𝑁𝑁𝑙𝑙𝐿𝐿𝑡𝑡−1 +
 ∝5 𝑠𝑠𝐶𝐶𝐶𝐶𝐿𝐿𝑁𝑁𝐶𝐶𝑙𝑙𝑡𝑡−1 +∝6 𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝑙𝑙𝑡𝑡−1 +
∝7 𝑅𝑅𝐴𝐴𝐴𝐴𝑁𝑁𝑁𝑁 𝑆𝑆𝑁𝑁𝑠𝑠𝐿𝐿𝑠𝑠𝑁𝑁𝐿𝐿𝑠𝑠𝑁𝑁𝑡𝑡−1 +∝8 𝐼𝐼𝐼𝐼𝐼𝐼𝑡𝑡−1+𝜀𝜀𝑡𝑡  

Table 2.  summarizes the results obtained from 
the ARDL bound test for both models. ROA is the 
dependent variables in model 1 and ROE in model 
2. Both ROA and ROE represent profitability of 
banking sector. F-statistic for both models show that 
oil price along with the bank specific variables 
(capital, liquidity, asset structure and gross NPL) 
and macroeconomic control variables (inflation rate 
and fiscal balance to GDP), jointly form a long-run 
relationship with both profitability ratios (ROA and 
ROE). 

2.2

Table 2.  2.2
ARDL Bound Test Result 

Model F-
statistic 

I(0) I(1) I(0) I(1) I(0) I(1) 

  10% 5% 1% 
Model 1 3.99*** 1.7 2.83 1.97 3.18 2.22 3.49 
Model 2 3.82*** 1.7 2.83 1.97 3.18 2.22 3.49 
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Table 2.   

ARDL Long-run Form Test 
Variable Coefficient 

(Model 1) 

Coefficient 

(Model 2) 

Inflation rate  0.150***  1.197*** 

Liquidity  0.000 -0.0003 

Oil price  0.001  0.01 

NPL -0.0003  0.001 

Capital -4.75e-05 -0.0038 

Asset structure  0.015***  0.109*** 

Fiscal Balance to GDP -0.004 -0.05 

Error Correction -0.99 -0.34 

 

Table 2. shows the results of long-term 

relationship of both models. It is found that the 

impact of oil prices on the profitability of the 

banking sector is statistically insignificant in both 

models.  Furthermore, the results demonstrate a 

significant and positive long-term relationship of 

inflation rate with both measures of profitability 

(ROA & ROE). An increase in inflation rate by 1% 

increases the return on assets and equity of the 

banking sector by 0.15% and 1.197%, respectively. 

The loan to total assets ratio also has a long-run 

association with both ROA & ROE. The result 

show that a rise in the proportion of loans to total 

assets by 1% increases return on assets and equity 

by 0.015% and 0.109%, respectively. 

The error correction term indicates that the short-

term dynamics for both models are found stable. 

Any deviation from long-run equilibrium is 

corrected during subsequent periods. 

Though oil prices do not have a direct long-term 

relationship with the banks’ profitability, they 

along with the bank specific variables (capital, 

LDR, asset structure, gross NPL) and the macro-

economic control variables (fiscal balance to GDP 

and inflation rate) jointly form a long-run 

relationship with the profitability of the banking 

sector. Hence, it may be inferred that in the long-

run, oil prices in Oman influence the profitability 

of the banking sector via the macroeconomic and 

bank-specific channels. 

 

References: 

Hesse, H. and Poghosyan, T. (2009). Oil Prices and 

Bank Profitability: Evidence from Major Oil-

Exporting Countries in the Middle East and North 

Africa. IMF Working Papers, 09(220), p.1. 
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Proper market infrastructure and regulations encourage financial institutions to grow while maintaining 
an adequate level of governance. The overall intention behind it is to develop a financial system that could 
garner positive externalities with a constructive impact whilst addressing key avenues of systemic failure in 
financial markets and institutions.

Since the last FSR was published, there have been a combination of developments underscoring needed 
changes in the Sultanate’s financial system. Developments in the domestic market included amendments to 
the Income Tax Law, establishment of Oman Credit and Financial Information Centre, advances in the field 
of Anti-Money Laundering and Financing of Terrorism, new regulations for the accreditation of auditors, 
granting initial approval for the first Real Estate Fund, and  issuance of the Unified Health Insurance Policy.

On the international front, remarkable figures were recorded for shadow banking around jurisdictions which 
together represent 80 per cent of global GDP. The FSB published a guidance on its Principles and Standards 
on Sound Compensation Practices. It also published a toolkit to assist in mitigating misconduct risk. The 
Basel Committee, on the other hand, made technical amendments to the Net Stable Funding Ratio Standard, 
issued a revised G-SIBs Framework, and issued the updated Stress Testing Principles. Furthermore, the 
Arab Monetary Fund took concrete steps towards creating a regional entity for clearing and settlements.

Chapter III
FINANCIAL SECTOR REGULATION AND INFRASTRUCTURE

DEVELOPMENTS IN OMAN’S 
FINANCIAL SECTOR:

Amendments to the Income Tax Law

3.1 In 2019 the amendments to the Executive 
Regulations of the Income Tax Law were issued 
(Ministrial Decree 14/2019). The amendments 
are coordinated with earlier amendments to 
the Income Tax Law issued in 2017 (via Royal 
Decree 9/2017). 
3.2 The amendments provided more clarity 
on a number of tax law provisions related to 
withholding tax (WHT), deductibility of director 
remuneration, tax card system, electronic 
submissions and notifications, donations, tax 
on enterprises, and other related matters. Most 
of the amendments became effective from 
11th February 2019, while others are effective 
retrospectively for tax year starting on or after 
1st January 2018.  
The major amendments to the Executive 
Regulations are: 

Withholding Tax (WHT)

3.3 In line with the earlier amendments to 
Income Tax Law, amendments to the Executive 
Regulations, widened the categories of 
payments subject to WHT to include dividends, 
interest and fees charged for services. Under 
the amended Executive Regulations, WHT on 
dividends distributions will apply only to joint 

stock companies and mutual funds. Therefore, 
WHT is not applicable to dividends distributed 
by limited liability companies.
3.4 Further, the amendments provided 
definition of dividends and interest. The 
amendments also elaborated on categories of 
payments that shall not be considered as service 
payments subject to WHT. 
Tax Exemptions 

3.5 The amendments replaced the 
provisions of the Executive Regulations related 
to tax exemptions for companies carrying 
out certain activities, with new provisions 
limiting tax exemption to be granted only to 
companies carrying out their main activity in the 
manufacturing sector. Similarly, the amendments 
revoked respective provisions related to renewal 
of tax exemptions. Thus, tax exemption period 
is limited to five years only. 
Tax Card system 

3.6 The amendments introduced the 
mechanism for issuance of tax cards. New 
taxpayers are required to apply for the tax card 
at the time of tax registration. 
3.7 Emphasis in the amendments necessitate 
ministries, government authorities and 
other parties to use the tax card. The named 
organisations are even obliged to notify the tax 
authorities of their contracting parties which fail 
to provide a copy of the tax card.   
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Penalty for auditors  

3.8 A new provision has been introduced 
giving wide powers to the tax authorities to 
temporarily restrict services of a licensed 
auditing firm in Oman. A penalty can be 
imposed in cases where it is proved that an 
auditor facilitated incorrect submission of any 
documents or information of any taxpayer 
relative to its tax obligation. 
Special provisions related to tax on enterprises 

3.9 Special rates for SME’s (up to 3 per cent) 
have been imposed in the Income Tax Law, with 
intent to encourage the contribution of small 
businesses in the economy. Accordingly, the 
amendments provide more clarity on rules and 
conditions required to be fulfilled by SME’s to 
be taxed at those lower rates.  
3.10 The provisions also encompassed rules 
on deductibility of cost and expenses. The 
amendments, further, introduced a deemed 
profit regime for enterprises where maintaining 
separate books of accounts is not practicable. 
The estimated profit margin approved will be 
subject to tax authorities’ approval and shall not 
be less than 5 per cent of total revenues earned 
during the tax year.  
Onsite examination and assessment  

3.11 Rules that are more detailed have been 
set out by the amendments in relation to the 
provisions of onsite examination and assessment.  
3.12 The amendments to the Executive 
Regulations outlined the responsibility of 
taxpayers as well as the rights of tax inspectors 
regarding onsite assessment process. They 
brought clarity to a number of matters as 
outlined in the preceding paragraphs including 
items that were aimed at compliance and others 
that are expected to have a far-reaching impact

Oman’s Credit and Financial Information 
Centre

3.13 Royal Decree No. 38/2019 established 
Oman Credit and Financial Information Centre 
and promulgated its bylaws. The full-fledged 
independent bureau is affiliated to the Central 
Bank of Oman (CBO). Yet, it has a separate legal 
entity and enjoys financial and administrative 
independence in carrying out its mandate. 
3.14 According to the decree, the objective 
of the center is to establish a central database 

of credit and financial information at the 
national level in accordance with internationally 
approved standards, which will provide data to 
its members for them to manage their credit risk, 
facilitate distribution of credit to all the sectors 
in the economy, and more importantly make 
credit decisions related to their clients. The 
Centre, therefore, will prepare the credit rating 
of customers, measuring credit worthiness 
and estimating the probability of default. This 
will include government organizations, large 
corporate, small and medium enterprises, as 
well as individuals.
3.15 Broken down, the credit and financial 
information provided to the Centre will include 
information on identity (ex: name, address and 
identity) as well as information on deposits, 
balances and all sources of income, including 
salary, employment or pension information, and 
information on his contributions to institutions 
or commercial companies. Additionally, the 
Center will store data relating to a customer’s 
financial obligations, including data related 
to all debts, guarantees and credit facilities, 
returned cheques, insurance and any other dues. 
Moreover, any details of judicial decisions 
issued against individuals or else in relation 
to financial obligations, taxes, fees, royalties, 
fines, or any other claims will form part of its 
database.
3.16 Notably, credit and financial information 
collected by the Center will be treated with 
confidentially. The Center, any member,  or 
any person who obtains such information must 
not disclose it to a third party, or to any entity 
except with the prior consent of the client, or 
if such disclosure is required by another law, 
in accordance with a judicial decision of a 
competent court, or on the authorization of the 
CBO.
3.17 The decree also stipulated that 
membership in the Center is mandatory 
for banks, licensed financial institutions, 
institutions, companies and persons engaged 
in finance, finance and leasing companies, 
institutions and companies under the supervision 
and control of the Ministry of Commerce and 
Industry, the Capital Market Authority, public 
electricity and water service institutions and 
companies, telecommunications companies, 
and other entities that have credit and financial 
information regarding customers. The Centre 
may accept a person’s membership to obtain the 
services provided by the Centre.
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3.18 The Center is one of the most ambitious 
projects aiming at protecting the commercial and 
financial environment and leading sustainable 
economic growth. It will boost confidence in 
lenders and investors by improving the ability to 
assess and manage risks by providing an overall 
better representation of a client. It is expected 
to support the decision-making process by 
improving the ability to analyze credit risk 
and assess the client’s solvency based on 
credit information, the collected demographic 
information, and other financial and non-
financial variables made available reflected on 
credit reports.
Anti-Money Laundering and Countering 
Financing of Terrorism

3.19 Money Laundering and Financing of 
Terrorism (ML/FT) has the potential to pose a 
serious threat to the financial system security and 
reputation and eventually the national economy.
3.20 A comprehensive law for combating 
Money Laundering and Financing of Terrorism 
(AML/CFT)  was issued by Royal Decree 
(30/2016), updating legal provisions and 
incorporating latest accredited international 
standards and norms to ensure that an effective 
AML/CFT regime is in place in Oman. 
3.21 CBO has recently issued detailed 
instructions to licensed institutions based on the 
new law. The law and instructions are expected 
to further support the ongoing national efforts 
to counter domestic as well as cross-border 
financial crimes. Under the latest legal regime, 
a National Committee for Combating Money 
Laundering and Terrorism Financing has been 
set up, which is chaired by the Executive 
President of CBO and comprises representatives 
from various concerned entities.
3.22 The AML/CFT law improves upon 
earlier provisions and include some new ones. 
Major changes have been made in definitions 
of predicate offence, proceeds of crime, etc. 
In addition to this, there is added coverage on 
terrorism, financing offence, correspondent 
relationship, shell banks, financial groups, 
build upon earlier work. Furthermore, Money 
Laundering and Terrorism Financing offence is 
elaborately defined, commitment to international 
cooperation explicitly stated, members of 
national committee have been enlarged to be 
inclusive and so are the mandates. The National 
Center for Financial Information, as a successor 

to the Financial Intelligence Unit, has been vested 
with necessary authority as well as financial and 
administrative independence. Moreover, now 
wider scope is attached to suspicious transaction 
reporting and enhanced due diligence along with 
illustrative risk indicators. Finally, penalties 
have been made more commensurate with 
violations and non-compliance.
3.23 The newest legal regime has been issued 
considering the international practice. The Law 
and instructions are believed to be of substantial 
reference on AML/CFT so as to provide 
guidance for effective compliance.
3.24 Relatedly, the roles and responsibilities 
of the National committee for combating money 
laundering and financing of terrorism have 
been further elaborated. Notably, among the 
initiatives taken by the National Committee is the 
completion of National Risk Assessment (NRA) 
as a self-assessment exercise in preparation of 
the upcoming  mutual evaluation in the year 
2020. To this end, a national team was formed 
comprising competent individuals to work on 
the completion of the NRA processes. 
3.25 A mechanism on implementing the 
procedures of the United Nations Security 
Council Resolutions on the Prevention and 
suppression of terrorism and the financing of 
terrorism has also been issued. The procedures 
include seven chapters covering issues 
concerning -but not limited to- the freezing of 
funds and economic resources and the inclusion 
in or exclusion from the “UN List” of designated 
persons. The Decision has been circulated to all 
licensed financial institutions to take actions 
accordingly.

Regulations for the Accreditation of Auditors 

3.26 The Capital Market Authority (CMA) 
issued the regulations for the accreditation 
of auditors to ensure the continuity of the 
role played by audit firms in safeguarding 
the soundness and the alignment of financial 
statements with international accounting 
standards and requirements. 
3.27 For that, an administrative decision was 
passed promulgating a list of controls for the 
accreditation of auditors. The controls focused 
on the licensing term allowed for audit firms 
to practice their auditing services over the 
institutions licensed by CMA, which was set 
at two renewable years. The move is intended 
towards expediting the process of follow-up and 
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evaluation by audit firms, while mandating an 
adequate quality standard of services offered to 
investors. 
3.28 The administrative decision referred to 
above granted the currently accredited 19 firms 
a grace period of six months to fine-tune their 
current positions. In addition, the regulations 
require that a firm shall have at least five years 
of experience in auditing, proper professional 
competency and sound reputation in auditing 
as a prerequisite to acquiring a license. Further 
requirements included not having a history of 
legal violations and specific qualifications for 
some employees within the firm, one of them 
to be a certified chartered accountant, while the 
partner, must have a tenure of not less than ten 
years in auditing after obtaining the professional 
qualification.   
3.29 The regulations emphasized that the 
auditing firm shall be obligated to render 
services related to auditing and should not 
offer any additional services that can influence 
their independence and/or impartiality. The 
legislation, moreover, authorized the Executive 
President of CMA to impose penalties in case 
of any breach in regulations, which may reach 
up to a suspension for a specific period or 
deregistration from the list of CMA’s approved 
auditors. In that case, the relevant company will 
be required to appoint another auditing firm.

CMA Issues Initial Approval for Aman Real 
Estate Fund

3.30 A year ago, the CMA issued the Real 
Estate Investment Funds Regulation. The 
regulations initially originated in the laboratories 
of the business environment and finance sectors 
contribution to the National Programme 
for Bracing the Economic Diversification 
“Tanfeedh”. The issuance of the regulations was 
aimed at providing a financing instrument that 
may serve a wide segment of the community to 
avail real estate investment and to attract more 
foreign funds for the benefit and stimulation of 
the real estate sector.
3.31  In early 2019, CMA issued the initial 
approval to establish the first real estate 
investment fund named “Aman REITs”. CMA’s 
initial approval has been issued for a RO 20 
million capital fund. 50 per cent of that will be 
offered for the public.
3.32 REITs will be a significant addition to the 
market and can enrich investment opportunities 

for potential investors in the real estate sector. 
CMA expects that new segments of investors 
will be encouraged to enter the Omani real 
estate market. This may be key mode to attract 
foreign investment and increase market depth. 
REITs provide a vehicle for foreign investors to 
own local properties, as for the first time foreign 
investment in real estate other than Integrated 
Tourism Complexes (ITCs), is open up to 
100 per cent. Nonetheless, CMA regulations 
obligates that not less than 40 per cent of the 
capital shall be offered to the public. The 
Regulation, additionally, obligates the REITs 
to distribute not less than 90 per cent of the 
total profits to unitholders, while, keeping 10 
per cent of the returns for operational expenses 
of the properties. Listing the fund’s units on the 
Muscat Securities Market (MSM) adds a new 
product/security to the market and is a step that 
further enhances the role of capital market in 
supporting the national economy. The decision 
to establish REITs may play a significant role in 
increasing the efficiency of real estate products, 
services and projects.
3.33 International experiences, such as in 
Asian countries, show that REITs can contribute 
to the GDP, provide diversified investment 
opportunities and offer liquidity. In Japan for 
example, REITs contribute significantly to the 
GDP.

New Commercial Companies Law Adds to the 
Role of CMA

3.34 The new Commercial Companies Law 
(CCL) in the Sultanate was announced via 
Royal Decree (18/2019) on February 13, 2019 
and became effective 60 days from the date of 
publication. As a result, the old Commercial 
Companies Law, which was enacted in 1974, 
ceased to exist.
The Fundamental changes introduced by the new 
Commercial Companies Law are as follows:

1. Holding companies may no longer take 
the form of limited liability companies. 
According to the new law, any holding 
company currently in the form of a limited 
liability company has to be converted into 
a joint stock company whose object is to 
conduct the business of a holding company. 

2. The law introduces a new corporate vehicle, 
the sole shareholder company, which is a 
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limited liability company with only one 
– either natural or juristic – shareholder.  

3. Natural persons may not incorporate more 
than one sole shareholder company. A sole 
shareholder company may not incorporate 
another sole shareholder company. 

4. Capital contributions may take the form of 
cash, moveable or immoveable property, 
intangible rights, services or labor.

3.35 The new law conferred on CMA all 
powers to regulate and supervise the public joint 
stock companies since establishment to ensure 
they conduct business in accordance with sound 
administrative rules aiming at protection of the 
shareholders. Therefore, the matters related to 
listed companies [other than registrations] will 
come under the CMA’s jurisdiction as per the 
new law. Henceforth, according to the official 
announcements, relative regulations governing 
all related matters including listings of new 
companies, sukuks and other debt funds will 
follow in the recent future.

CMA Issues Unified Health Insurance Policy
3.36 The Unified Health Insurance Policy 
(UHIP) is one of the central components of the 
compulsory health insurance for the employees 
of the private sector, expatriates and visitors 
“Dhamani”. In collaboration with the concerned 
entities, CMA is preparing the necessary 
regulations and legislations to implement health 
insurance scheme in Oman. The health insurance 
scheme “Dhamani” will be phased-out in taking 
in account the classification of the commercial 
companies and the capacity of the private health 
institutions to accommodate the expected 2.1 
million workers in the private sector. 
3.37 The Policy embodies the minimum limit 
of basic health care, which should be provided 
to the beneficiaries of “Dhamani”.  Basic 
health care benefits such as inpatient services, 
emergency and treatment of uncomplicated 
illnesses, and the prescribed medications by a 
Ministry of Health doctor are minimum benefits 
listed for the Policy, which will be obligatory for 
the employer to pay for in the form of insurance 
premium. It also includes a number of optional 
benefits such as pregnancy, birth, child health, 
dental and eye care. 
3.38 The implementation of health 

insurance scheme “Dhamani” is expected to 
contribute to attracting international health 
institutions to the Sultanate, in addition 
to the role it will play in spreading health 
care in the Governorates and  Wilayats 
of the Sultanate. Moreover, the increased 
demand for the health insurance policy will 
contribute to attracting international insurance 
companies. Further, a newly active market 
will deliver employment opportunities in the 
insurance and health sectors. 
3.39 Implementation of the scheme and 
issuance of the UHIP coincides with the 
remarkable growth in health insurance 
products. The share of health insurance in the 
total insurance portfolio was 33 per cent in 2018  
due to the growing market awareness and belief 
in the importance of the health insurance and 
its key role in reducing the costs of treatment in 
case of illness or injury.
3.40 The Policy was a compiled team effort, 
chaired by CMA and comprising members from 
the Ministry of Health, Ministry of Manpower, 
Oman Chamber of Commerce and Industry, 
Public Authority for Social Insurance and 
Omani Insurance Association.
INTERNATIONAL DEVELOPMENTS:

Global Shadow Banking Updates1

3.41 Experience from the 2007-09 financial 
crisis demonstrates the capacity of non-bank 
entities and transactions to weigh on a large scale 
in ways that create bank-like risks to financial 
stability (longer-term credit extension based 
on short-term funding and leverage). Such risk 
creation may take place at an entity level but it 
can also form part of a chain of transactions, 
in which leverage and maturity transformation 
occur in stages, and in ways that create multiple 
forms of feedback into the regular banking 
system. The Financial Stability Board (FSB) 
defines shadow banking broadly as “credit 
intermediation involving entities and activities 
(fully or partially) outside the regular banking 
system” (FSB 2018). Such intermediation, 
appropriately conducted, provides a valuable 
alternative to bank funding that supports real 
economic activity.
3.42 As part of the assessments of evolution 
of shadow banking and related financial 
1.  This section is based on Financial Stability Board, 2018, 
“Global Shadow Banking Monitoring Report 2017”; available at : 
http://www.fsb.org/wp-content/uploads/P050318-1.pdf
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stability risks, FSB conducts an annual-based 
global monitoring of developments in the 
shadow banking system. The exercise adopts an 
activity-based approach, focusing on those parts 
of the non-bank financial sector that perform 
economic functions, which may give rise to 
financial stability risks from shadow banking. 
The FSB published its Global Shadow Banking 
Monitoring Report 2017 at the beginning of 
2018. The Report provides the outcomes of 
the FSB’s seventh annual monitoring exercise 
to assess global trends and risks from shadow 
banking activities. The 2017 monitoring 
exercise covers data up to end-2016 from 29 
jurisdictions, which together represent over 80 
per cent of global GDP, including, for the first 
time, new jurisdictions such as Luxembourg.

The main findings from the 2017 monitoring 
exercise were as follows:

 The activity-based, narrow measure of 
shadow banking grew by 7.6 per cent in 2016 
to $45.2 trillion for the 29 jurisdictions, which 
represented 13 per cent of total financial system 
assets of these jurisdictions. China was the largest 
contributor representing 15.5 per cent followed by 
Luxembourg.

 Highlighting the importance of 
implementing the FSB policy recommendations on 
structural vulnerabilities from asset management 
activities, there has been a considerable trend 
growth of collective investment vehicles with 
features that make them susceptible to runs 
(such as: open-ended fixed income funds, credit 
hedge funds and money market funds). This has 
been accompanied by a relatively high degree of 
investment in credit products and some liquidity 
and maturity transformation. 

 The assets of market intermediaries 
that depend on short-term funding or secured 
funding of client assets declined by 3 per cent. 
These intermediaries accounted for 8 per cent 
of the narrow measure by end-2016. Reflecting 
their business models, broker-dealers in some 
jurisdictions employ significant leverage, though 
still lower than the levels prior to the 2007-09 
global financial crisis.

 The assets of non-bank financial entities 
engaged in loan provision that is dependent on 
short-term funding, such as finance companies, 
shrank by almost 4 per cent in 2016, to 6 per cent 
of the narrow measure. 

 In 2016, the wider “Other Financial 
Intermediaries” (OFIs) aggregate, which includes 
all financial institutions that are not central 
banks, banks, insurance corporations, pension 
funds, public financial institutions or financial 
auxiliaries, grew by 8 per cent to $99 trillion in 21 
jurisdictions and the euro area, faster than banks, 
insurance corporations and pension funds. OFI 
assets now represent 30 per cent of total financial 
assets, the highest level since at least 2002. 

 The sustained growth in non-bank financial 
activity highlights the value of the FSB’s shadow 
banking monitoring in allowing authorities to 
track and understand developments. Market-based 
finance provides increasingly critical alternatives 
to bank lending in the financing of economic 
growth, and it is vital that resilience of the sector 
is maintained as it continues to evolve.
 (FSB 2018)
A Supplementary Guidance to the FSB Principles 
and Standards on Sound Compensation 
Practices

3.43 In 2018, the Financial Stability Board 
published its Supplementary Guidance to 
the “FSB Principles and Standards on Sound 
Compensation Practices2”, that were published 
in 2009. Since the issuance of the Principles and 
Standards, supervisors and firms have directed 
considerable attention to improving the link 
between risk governance and compensation 
practices to more effectively align compensation 
with sound risk-taking behaviour, with a view to 
the long-term health of financial institutions. 
3.44 The Guidance was developed in 
collaboration with other standard-setting 
bodies. It provides firms and supervisors with 
a framework to consider how compensation 
practices and tools can be used to address 
misconduct incidents and reduce their risk. The 
Guidance is part of the overall workplan of 
the FSB to reduce misconduct in the financial 
sector. Compensation and related performance 
management mechanisms can play an important 
role in addressing misconduct risk by providing 
both ex ante incentives for good conduct and 
ex post adjustment mechanisms that ensure 
appropriate accountability. 

2.  The 2009 Principles and Standards for Sound Compensation Prac-
tices are available at http://www.fsb.org/2009/04/principles-for-sound-
compensation-practices-2/ and http://www.fsb.org/2009/09/principles-
for-sound-compensation-practices-implementation-standards/
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3.45 The Guidance does not establish 
additional principles or standards beyond 
those already set out in the Principles and 
Standards and it has been developed in the 
form of recommendations for better practices. It 
comprises of eight recommendations for firms 
and supervisors ,which are structured in three 
main parts: (i) governance of compensation 
and misconduct risk, (ii) effective alignment 
of compensation with misconduct risk and (iii) 
supervision of compensation and misconduct 
risk.

A Toolkit by FSB to Mitigate Misconduct Risk
3.46 “Strengthening Governance Frameworks 
to Mitigate Misconduct Risk” is a 2018 
publication by the FSB, which offers a toolkit 
that firms and supervisors can use to tackle 
the causes and consequences of misconduct. 
It aims at contributing to financial stability by 
promoting behaviors that will inspire public 
confidence in the global financial sector. 
3.47 The Toolkit provides a set of options 
based on the diversity of perspective and 
shared experience of FSB members in dealing 
with misconduct issues. It also provides firms 
and supervisors with practical approaches and 
techniques to improve conduct and strengthen 
accountability and governance frameworks. 
3.48 Mitigating misconduct requires a 
multifaceted approach. The toolkit identifies 
19 tools that firms and supervisors could use 
to strengthen governance frameworks in three 
predominant areas. These were identified by the 
FSB in its earlier work on misconduct, namely: 
(i) Mitigating cultural drivers of misconduct, 
(ii) Strengthening individual responsibility and 
accountability; and (iii) Addressing the “rolling 
bad apples” phenomenon – including tools to 
improve interview processes and onboarding 
of new employees and for regular updates to 
background checks to avoid hiring an individual 
with a history of misconduct.
3.49 The Toolkit completes a key element of 
the FSB’s  Workplan on Measures to Reduce 
Misconduct Risk while promoting incentives 
for good behaviour through the issuance of 
guidance and standards.

BCBS and IOSCO Issue Criteria for Identifying 
Simple, Transparent and Comparable Short-
Term Securitisations

3.50 With an aim to support the financial 

industry development, the Basel Committee 
on Banking Supervision (BCBS) and the 
International Organization of Securities 
Commissions (IOSCO) jointly issued the 
Criteria for Identifying Simple, Transparent 
and Comparable Short-term Securitisations 
(the short-term STC criteria)3. The criteria 
maintain and build on the principles in the 
Criteria for Identifying Simple, Transparent and 
Comparable Securitisations issued previously 
by BCBS-IOSCO in July 2015. It accounts for 
the characteristics of asset-backed commercial 
paper (ABCP) conduits, such as (i) the short 
maturity of the commercial paper issued, (ii) 
the different forms of programme structures and 
(iii) the existence of multiple forms of liquidity 
and credit support facilities.
3.51 Similar to the STC criteria for term 
securitisations, the short-term STC criteria are 
non-exhaustive and non-binding. Additional 
and/or more detailed criteria may be necessary 
based on specific needs and applications. Further, 
jurisdictions that consider that implementation 
costs may exceed potential benefits can retain the 
option of not implementing the STC framework.
3.52 The BCBS has concurrently issued 
the Capital treatment for simple, transparent 
and comparable short-term securitisations 
outlining how the short-term STC criteria could 
be incorporated into the regulatory capital 
framework for banks. The standard sets out 
additional guidance and requirements for the 
purpose of applying preferential regulatory 
capital treatment for banks acting as investors 
in or as sponsors of simple, transparent and 
comparable (STC) short-term securitisations, 
typically in asset-backed commercial paper 
(ABCP) structures. The standard incorporates 
feedback collected from public consultation. 
Accordingly, the changes made,  include setting 
the minimum performance history for non-
retail and retail exposures at five years and 
three years, respectively, and clarifying that the 
provision of credit and liquidity support to the 
ABCP structure can be performed by more than 
one entity, subject to certain conditions.

Technical Amendment to the Net Stable Funding 
Ratio Standard 

3.53 The Basel Committee on Banking 
Supervision has approved a technical 
3.  The Criteria is available on The Basel Committee on Banking Super-
vision (BCBS) and the International Organization of Securities Com-
missions (IOSCO) Official websites.
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amendment related to the treatment of 
extraordinary monetary policy operations on 
the Net Stable Funding Ratio (NFSR). Effective 
immediately, the amendment to the NSFR 
standard allows reduced required stable funding 
factors for central bank claims with a maturity 
of more than six months, subject to a floor of 5 
per cent. 
3.54 At present, the net stable funding ratio 
(NSFR) standard refers to central bank liquidity-
providing operations and, more specifically, 
to the treatment of the encumbered collateral 
for the term of the transaction. However, it is 
silent about central bank liquidity-absorbing 
operations and the required stable funding (RSF) 
factor for receivables (or claims) vis-à-vis the 
central bank. To introduce greater flexibility 
in the treatment of extraordinary central bank 
liquidity-absorbing monetary policy operations 
and ensure a balanced treatment of all central 
bank operations under the NSFR, the Committee 
has made a technical amendment to the NSFR 
standard to allow reduced RSF factors for 
central bank claims with a maturity of more 
than six months. The following text applies to 
extraordinary liquidity-absorbing monetary 
policy operations:
“In the case of exceptional central bank liquidity 
absorbing operations, claims on central banks may 
receive a reduced RSF factor. For those operations 
with a residual maturity equal to or greater than 
six months, the RSF factor must not be lower than 
5per cent. When applying a reduced RSF factor, 
supervisors need to closely monitor the ongoing 
impact on banks’ stable funding positions arising 
from the reduced requirement and take appropriate 
measures as needed. Also, as further specified in 
paragraph 31, assets that are provided as collateral 
for exceptional central bank liquidity providing 
operations may receive a reduced RSF factor which 
must not be lower than the RSF factor applied to 
the equivalent asset that is unencumbered. In both 
cases, supervisors should discuss and agree on the 
appropriate RSF factor with the relevant central 
bank.” 

Basel Committee Issues Revised G-SIB 
Framework

3.55 When the Basel Committee first 
published the global systemically important 
bank (G-SIB) framework in 2011, it agreed to 
review the framework every three years to allow 
for the opportunity to enhance the framework, 
as needed.

3.56 The Committee’s methodology assesses 
the systemic importance of global banks using 
indicators, which are calculated based on data for 
the previous fiscal year-end supplied by banks 
and validated by national authorities. The final 
scores are mapped to corresponding buckets, 
which determine the higher loss absorbency 
requirement for each G-SIB.
3.57 The Committee has concluded the first 
review of the G-SIB framework. Building 
on member jurisdictions’ experience and the 
feedback received from public consultation, the 
Committee has reconfirmed the fundamental 
structure of the G-SIB framework. There is 
general recognition that the framework is 
meeting its primary objective of requiring 
G-SIBs to hold higher capital buffers and 
providing incentives for such firms to reduce 
their systemic importance.
3.58 The decision to maintain the core 
elements of the G-SIB framework also 
contributes to the stability of the regulatory 
environment following the end-2017 finalisation 
of the Basel III post-crisis reforms.
3.59 Based on the review, a number of 
enhancements to the G-SIB framework have 
been agreed, including the extension of the scope 
of consolidation to insurance subsidiaries and 
the introduction of a trading volume indicator in 
the substitutability category. The Committee’s 
revised assessment was released in July 2018.
3.60 Later in the year, and with aim to support 
in understanding its scoring methodology, the 
Basel Committee on Banking Supervision 
published further information related to its 2018 
assessment of global systemically important 
banks (G-SIBs). The next review of the G-SIB 
framework is due by 2021.
3.61 Noteworthy, the Financial Stability 
Board (FSB) recently published the 2018 list of 
global systemically important banks (G-SIBs) 
. One bank (Groupe BPCE) has been added to 
the list and two banks (Nordea and Royal Bank 
of Scotland) have been removed from the list 
and therefore the overall number of G-SIBs 
decreased from 30 to 29. A new list of G-SIBs 
will next be published in November 2019.

Final “Stress Testing Principles” Issued by 
Basel Committee

3.62 The final version of the “Stress Testing 
Principles” issued by Basel replace the 
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Committee’s 2009 Principles for sound stress 
testing practices and supervision. The former 
principles addressed key weaknesses in stress 
testing practices as underscored by the global 
financial crisis. The updated principles reflect 
the evolution in the role of stress testing as a 
critical element of risk management for banks 
and a fundamental tool for banking supervisors 
and macroprudential authorities. 
3.63 The Principles cover sound stress testing 
practices and are formulated with a view towards 
application to large, internationally active banks 
and to supervisory and other relevant financial 
authorities in Basel Committee member 
jurisdictions. However, smaller banks and 
authorities in all jurisdictions can benefit from 
considering in a structured way the potential 
impact of adverse scenarios on their business, 
even if they are using simpler methods for 
stress testing instead of a formal stress testing 
framework. Therefore, the principles are 
intended to be applied on a proportionate basis, 
depending on the size, complexity and risk 
profile of the bank or banking sector for which 
the authority is responsible.
3.64 The principles focus on the core 
elements of stress testing frameworks, such as 
the objectives, governance, policies, processes, 
methodology, resources, and documentation 
that guide activities and facilitate their use, 
implementation and oversight. 
3.65 Nevertheless, the Basel Committee 
expects that, for internationally active banks, 
stress testing is embedded as a critical component 
of sound risk management and supervisory 
oversight and that such stress testing considers 
the substance of these principles.

The Board of Governors of the Arab Monetary 
Fund (AMF) Approved the Creation of a 
Regional Entity for Clearing and Settlement

3.66 The Board of Governors of the Arab 
Monetary Fund (AMF), at its 41st session, 
approved to proceed with the creation of an 
independent Regional Entity for Clearing and 
Settlement of Intra-Arab payments, owned by 
the Arab Monetary Fund. The capital allotted 
for the fund amounts to 100 million US dollars. 
In August 2018, the AMF announced the start 
of the implementation phase to set up the Arab 
Clearing system. 
3.67 The initiative aims at reducing the 
costs and time associated with the cross-border 
payments operations, therefore promoting 
investment, and intra-Arab trade through 
facilitating payment and settlement of their 
operations. In addition, it will work to develop 
clearing and settlement services for low-value 
payments, which will contribute to support 
financial inclusion in the Arab region. The 
Regional Entity will support the use of local 
currencies intra-Arab payments in clearing 
and settlement transactions, alongside main 
international currencies. This will offer 
other value added services to Central Banks, 
Commercial banks and Exchange Houses in the 
Arab region.
3.68 The AMF stresses on the need for close 
collaboration with Arab Central Banks and 
Monetary Authorities as well as with major 
international financial institutions such as the 
International Monetary Fund (IMF), the World 
Bank and the Bank for International Settlements 
(BIS). Further, the AMF is set to cooperate 
during this process with market players in 
the Arab countries such as banks, financial 
institutions and exchanges houses, as well as a 
number of strategic partners. 

Payment and Settlement Systems

Aggregate Value & Volume
3.69 The aggregate values of the Payment and 
Settlement Systems (PSS) witnessed a moderate 
increase of around 11 per cent in 2018 to reach 
RO 202.9 billion from RO 182.17 billion in 
2017 (Graph 3.1). Real Time Gross Settlement 
System (RTGS) transactions dominate the 
system in terms of value (nearly 88 per cent) and  
play a critical role in the overall payment system 
in Oman. The total value of RTGS transactions 
in 2018 was RO 178.9 billion, which averaged 
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around RO 490 million per day. Comparing 
with end of 2017, the increase in RTGS-value 
was 13 per cent. The relatively large value of 
daily transactions made through the RTGS 
is an indication of the significance of this 
system, which processes time critical and large 
value payment instructions. Further, the net 
clearing balances of other payment systems like 
Electronic Clearing Cheque (ECC), Automated 
Clearing House (ACH) and OmanNet Switch 
also get settled through RTGS, signifying RTGS 
as the backbone of the payment and settlement 
infrastructure and demonstrating its systemic 
importance. 

3.70 While, retail systems recorded a total 
value of RO 23.9 billion during 2018, with a 
daily average size per transaction at around RO 
65 million. Comparing with year 2017 there had 
been a slight increase in retail-values of about 3 
per cent. 
3.71 Aggregate volume of transfers, on the 
other hand, registered a significant increase 
during 2018 (Graph 3.2). Total number of 
payments increased by 36 per cent, from 
around 69 million transactions in 2017 to 94.9 
million transactions in 2018. Retail systems 
led this increase with a total share of around 
94 million transactions (99.4 per cent). During 
the same period; there had been a significant 
increase in retail volumes of around 37 per 
cent. It is pertinent to mention that, in contrast 
to the RTGS system, Retail Payment Systems 
are designed for large volumes of low value 
transactions. RTGS has considerably low share 
in volumes (less than one per cent) as the total 
number of transactions executed through RTGS 
in 2018 stood at 497 thousand. Compared to the 
previous year, there had been an increase of 3 
per cent in the RTGS-volume. 
3.72 Nevertheless, there has been a noticeable 
slowdown in the RTGS activity as compared to 
the last three years. The muted economic growth 
in the Sultanate might have influenced the rate 
at which both the RTGS value and volume are 
growing. Several other factors could enhance 
growth and increase activity in the system such 
as improvements in information technology, 
efficiency and reliability of the payment system 
and the security soundness of the system.   
Modes of Payment 

3.73 Amongst retail transactions, ECC 
appears to be the favored mode of payment 
taking into account its value compared to other 
electronic instruments (Graph 3.3). Based on 
the recorded statistics, ECC continued to lead 
payments in terms of value as transactions 
through ECC accounted for 65 per cent of 
the value of all retail transactions in contrast 
to its significantly lower share in number of 
transactions (5 per cent).
3.74 In terms of volume, OmanNet was the 
most used mode with a share of 87 per cent. It 
comes third in terms of value after ECC and 
ACH, with a share of around 16 per cent by end 
of 2018 (Graph 3.4).  
3.75 Similarly, ACH forms the second used 



65Financial Stability RepoRt2019

Financial SEctOR REgulatiOn anD inFRaStRuctuRE

form of electronic-based payment systems after 
ECC with a total value of RO 4.7 billion and 
with 19.5 per cent share from the value of all 
retail transactions. Furthermore, ACH was 
second in terms of volume with a share of 7.7 
per cent. It is worth mentioning, ACH is used 
mostly for inter-bank retail payments such as 
payroll, utility bills, dividends, interest rates 
payments, etc.
3.76 ACH registered the highest growth rate 
of 39.4 per cent and 39.8 per cent for value and 
volume, respectively. The increasing usage 
of ACH indicates the growing preference 
of consumers to select electronic means for 
payment that are equipped with handling a 
relatively bulky volume from relatively small 
value payments (e.g. Salary, pension, interest/ 
dividend, recovery of monthly bills/ loan 
installments etc.).
OmanNet was the second fastest growing 
channel after ACH. Its growth rate for 2018 
in terms of value and volume were 12 per cent 

and 39.3 per cent, respectively. For the banks 
operating in Oman, the OmanNet Switch 
provides a gateway to the other switches 
in GCC countries. OmanNet has already 
established links with Kuwait (KNET), Bahrain 
(BENEFIT), Qatar (NAPS), and United Arab 
Emirates (UAE Switch). A separate link with 
Saudi Arabia (SPAN) will become operational 
in the near future.  

3.77 The decline in value of ECC by 6.8 
per cent in 2018 was a major reason behind 
the overall slowdown in the growth rate of the 
aggregate value of retail transactions in the 
system. However, ECC growth rate increased 
slightly by 1.2 per cent in terms of number of 
transactions processed in 2018.
3.78 The increase in the usage of ECC, ACH 
and OmanNet reflects the changing preferences 
of users, improving quality of the financial 
infrastructure in the country and the upsurge 
of technological development in the financial 
system of the Sultanate. The availability of 
such modes encourage consumers’ reliance on 
electronic transactions, which in turn enhances 
the efficiency and strengthens safety of the 
overall financial sector.
Stability of the System

Daily Aggregate Clearing Balances

3.79 Daily average aggregate closing 
(clearing) balances for the year of 2018 stood at 
RO 1.3 billion, which was lower by 7.8 per cent 
as compared to RO 1.4 for 2017.
3.80 Similarly, the maximum daily closing 
balance for the year 2018 was RO 1.7 billion. 
This recorded an increase of 0.6 per cent as 
against RO 1.7 billion for 2017. While the 
minimum daily closing balance declined by 
20.6 per cent to RO 0.8 billion as against RO 
1.1 billion in 2017 (Graph 3.5). The difference 
between both the minimum and the maximum 
daily closing balances of 2018, displayed 
volatility in the range of RO 0.83 billion. 
3.81 The HHI for most of the days in 2018 
remained low, with a daily average of around 
0.1, suggesting low concentration in liquidity 
held by participant banks in the system. The 
liquidity concentration level from the previous 
year’s daily average stood also at 0.1.
3.82 Throughout all quarters of 2018, the 
liquidity concentration level were relatively 
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stable and low. Precisely, the average 
concentration levels were 0.1 (Q1), 0.0 (Q2), 
0.2 (Q3), 0.0 (Q4) (Graph 3.6).
Daily payment concentration

3.83 Similar to liquidity concentration 
statistics, the daily HHI of payment concentration 
was calculated using payment data from RTGS, 
which displayed relatively low payment 
concentration in the system. 
3.84 Further, after  excluding the Forex 
transactions between local financial entities and 
the Central Bank of Oman from the payment and 
settlement system, the average daily payment 
concentration level in the system continued to 
remain moderate at 0.18 (Graph 3.7). It should 
be noted that the concentration level ranges 
between a minimum of 0.0 to as high as 1.0. Thus, 
the result indicates that payments are not made 
evenly by all participants and that a significant 
share of payment is made by only a few number 
of banks. Such a scenario could pose a systemic 
risk to the payment and settlement system. A 
possible example would occur if any bank active 
in terms of payments for any reason would fail 
to make payment on time, the impact on inflow 
would spread to other participants. This effect 
might become even more magnified through 
interbank channel, resulting in disturbance to 
the sector and the economy at large. 
Shares in Payment System Activates

3.85 Another form of vulnerability stems 
from the fact that each payment involves both 
a paying as well as an acquirer bank. Therefore, 
a successful execution necessitates that neither 
bank would fail. It is believed that every bank 
has a systemically important role to play in the 
payment and settlement system. Especially, if its 
share in the payment turnover is large relative to 
other banks.  For purpose of assessing this risk, 
the Node Risk Index (NRI) has been calculated 
for every bank in the system as follows:

3.86 The average risk index value for all 
the banks worked out to around 4.2 per cent 
(Graph 3.8). One bank continued to dominate 
payment with 21.2 per cent of the total 
turnover.  Moreover, around 49 per cent of the 
total transactions were handled by four banks, 
suggesting that more than half of the payment 
activity would be at risk should these four banks 
experience problems

NRI=
payment made + payment received

total turnover
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Transactions in Cheques

3.87 The full duration of a cheque processing 
cycle is key element to improving the efficiency 
and lowering credit risk of the system. The 
shorter the time required processing the cheques, 
the more efficient the system is and the lower 
credit risk associated with non-availability of 
required funds.
3.88 Less delay in processing the cheques 
can increase the velocity of money, which in 

turn positively impacts the GDP and contributes 
towards enriching the economy. (Graph 3.9) 
shows that cheques are processed under 
two channels: Regular Clearing and Special 
Clearing. The cheques presented by participant 
banks in the regular clearing cycle before 12 
p.m. are settled on the same day, and the cheques 
deposited after 12 p.m. are settled on the next 
working day free of charge. Special clearing, 
on the other hand, caters to urgent and large 
value cheques and has an accelerated hourly 
settlement facilitating multiple settlements on 
a business day. Banks using special clearing 
session for presenting their cheques are recently 
charged a processing  fee  of  RO  ,3  which  is 
equivalent  to  transaction  charges  specified 
for  RTGS  transactions  .It  is  possible  that  the 
increase  in  cost  might  have  led  to  the  decline 
in  the  number  of  cheques  using  the  special 
clearing  facility  from  1,401  to  1,349  recorded 
for the previous year ,while ,also ,increasing the 
numbers of cheques using the regular channels 
from 4.5 million in 2017 to 4.7 million in.2018  
Another  prospective  reason  is  that  the  regular 
channels may be deemed by customers to be the 
better option due to its increasing efficiency  in 
processing time and being free of cost.
3.89 In general ,the total number of cheques, 
which  were  subject  to  the  cheque  clearing 
process ,increased by only 1 per cent compared 
to  last  year  ,amounting  to  4.7  million  cheque 
in  .2018  In  the  given  year  ,bounced  cheques 
increased as well and reached 469,187 cheques 
from 426,977 cheques in previous year.
3.90 When people pay by cheque, there is an 
element of trust involved.  Occasionally, cheques 
may bounce for a variety of reasons. Insufficient 
funds continue to lead the list of reasons of 
bounced cheques (78.2 per cent), followed by 
account closed or “legally blocked” account 
(12.6 per cent), and then MICR Encoding errors 
(1.9 per cent). Overall, bounced cheques in 
the system increased to 469,187 from 426,977 
(9.9 per cent) in 2018. In addition to that, as a 
percentage of total cheques, bounced cheques 
witnessed an increase from 9.2 per cent in 2017 
to 9.9 per cent in 2018 (Graph 3.10).
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The systemic risk survey (SRS) attempts to capture the 
perception of experts and stakeholders regarding the 
degree of systemic risk, as well as specific systemic 
risks, in the Omani financial system. Respondents to 
the 2019 SRS, conducted during February-March 2019, 
comprised a group of officials from banks, non-bank 
financial establishments, financial sector regulators, 
other governmental institutions, professionals from 
public and private business sectors, and academics in 
the fields of economics and finance. In the 2019 SRS, 
we relied on the opinions of a wider, more diversified 
sample of respondents. The number of respondents 
to the 2019 SRS more-than-doubled compared to 
2018. In addition to gathering responses regarding 
the overall level of confidence in the Omani financial 
system, both in the short and medium terms, and how 
that confidence changed over the past six months, the 
2019 SRS revealed the respondents’ assessment of the 
relative solidity/vulnerability of various categories of 
financial institutions to systemic risk. It also attempted 

to construct a systemic risk matrix by eliciting the 
respondents’ assessment of the likelihood and potential 
impact of 18 various hypothetical events that may 
adversely affect the macro-financial system. 

Expectations of an Adverse High-Impact Event 
Decreased Further in the Short Term But Remained 
Fairly the Same in the Medium Term

Respondents’ expectations towards the occurrence of 
an event with a high negative impact on the Omani 
macro-financial system in the short term (up to one 
year ahead) significantly decreased compared to 2018. 
Only 9 per cent of respondents to the 2019 SRS viewed 
this probability as “High” or “Very High”, compared 
to 13 per cent in 2018. The percentage of respondents 
who viewed this probability as “Low” or “Very Low” 
increased from 53 per cent in 2018 to 57 per cent in 
2019 (Graph 3.1.1). We view these results as a positive 
indicator concerning stakeholders’ belief in the stability 
of the Omani macro-financial system in the short term.

On the other hand, the respondents’ perception of the 
probability of an event with a high negative impact 
occurring in the medium term (1-3 years ahead) was 
mixed. The percentage of respondents who viewed 
this probability as “Low or Very Low” increased to 
33 per cent in 2019 from 16 per cent in 2018, but at 
the same time the percentage of those who judged this 
probability as  “High or Very High” also increased to 23 
per cent in 2019 from 16 per cent in 2018. The increased 
popularity of these extreme views was offset by an equal 
decrease in the percentage who assessed this probability 
as “Medium”, which decreased to 44 per cent in 2019 
from 68 per cent in 2018 (Graph 3.1.2). This may reflect 
the increased uncertainty in the GCC region due to the 
recent geopolitical uncertainties and fluctuations in oil 
prices.

When asked if their perception regarding the probability 
of an adverse, high-impact event occurring in the short 
term in Oman has changed over the last 6 months, 
around 25 per cent of respondents reported “Increased” 
perceived probability, compared to only 10 per cent in 
2018 SRS. For the medium term, however, around 34 per 
cent perceived “Increased” probability as compared to 
29 per cent in 2018 survey. The increase in the perceived 
probability of an adverse event may reflect the increased 
uncertainty in both global and regional economic 
and geopolitical environments during the six months 
immediately preceding the conduct of this survey.

Level of Confidence in the Stability of the Macro-
Financial System Remained About the Same, on Average

A question about the degree of confidence in the 
stability of the Sultanate’s macro-financial system 
gave respondents the following choices, ordered from 
the highest to the lowest level of confidence: “Very 
Confident”, “Fairly Confident”, “Just Confident”, and 

Box 3.1
Systemic Risk Survey Results – 2019
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“Not At All Confident”. In the 2019 SRS, the percentage 
of participants who were “Very Confident” marginally 
increased to 18 per cent, up from 16 per cent in 2018. 
This could be attributed to the general understanding 
that the recovery of oil prices in 2018 would reduce 
the government’s fiscal deficit and external borrowing 
needs. For the remaining choices, the percentage of 
respondents who were “Fairly Confident” decreased to 
51 per cent from 63 per cent in 2018, while responses 
in favor of “Just Confident” and “Not At All Confident” 
increased to 26 to 5 per cent, respectively, as compared 
to 21 per cent and zero in last year’s SRS results (Graph 
3.1.3). 

When asked if their confidence in the stability of 
Oman’s macro financial system has changed over the 
past six months, 74 per cent of participants responded 
with “Unchanged” compared to only 50 per cent last 
year. The remaining 26 per cent of responses clearly 
indicated an overall downturn in the general level of 
stakeholders’ confidence in Oman’s macro-financial 
stability during the six months prior to conducting the 
survey (from August 2018 to March 2019). Only 9 per 
cent of participants responded with “Increased”, down 
from 37 per cent in last year’s survey, while 17 per cent 
responded with “Decreased” compared to 13 per cent 
last year (Graph 3.1.4). This could be partly explained 
by the sovereign credit downgrades to non-investment 
grade by Fitch and Moody’s during this period, as well 
as the sharp drop in oil prices during the first quarter of 
2019. 

Finance and Leasing Companies and Islamic Banks Are 
Perceived as the Most Vulnerable to Adverse Shocks, 
While Foreign Conventional Banks and Domestic 
Conventional Banks Are Viewed as the Most Solid

Respondents were asked to judge the relative solidity/
vulnerability of different categories of financial 
institutions, if a country-wide adverse event occurs 
in the period ahead, by assigning a score from 1 
(most vulnerable) to 10 (most solid) to each category. 
Unambiguously, Finance and Leasing Companies 
were chosen as the most vulnerable type of financial 
institutions in Oman in 2019 with 54 per cent of 
responses assigned their lowest score to this category. 
Both Currency Exchange Companies and Islamic Banks 
came next, with 32 per cent of responses assigned 
their lowest score to either of the two categories, or 
both. On the other hand, Foreign Conventional Banks 
were voted the most solid, or most immune from the 
impacts of adverse systemic events, with 45 per cent 
of responses ranked it highest. Domestic Conventional 
Banks and Mutual Funds were ranked second and third, 
respectively, in terms of the number of responses voted 
them as the most solid, with 30 per cent and 28 per cent 
of responses, respectively. 

Responses to this question were also used to classify 
the various categories of financial institutions based 
on their relative vulnerability to adverse shocks into 
four groups. The vulnerability of each category was 
classified as High (score between 1 and 3), Moderate 
(score between 4 and 6), Low (score of 7 or 8), or Very 
Low (score of 9 or 10). Results of this classification 
largely coincided with those presented in the previous 
paragraph. The vulnerability of both Finance and 
Leasing Companies and Islamic Banks were perceived 
as High in 29 per cent of responses, followed by 
Specialized Banks, with 23 per cent of responses. On 
the other hand, Foreign Conventional Banks was ranked 
first in terms of the number of respondents who viewed 
this category’s vulnerability as being Low or Very Low, 
with 44 percent of responses assigned it a score between 
7 and 10. Domestic Conventional Banks and Insurance 
Companies came second with 38 per cent of responses 
to each (Graph 3.1.5). 
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Unfavorable Oil Price Movements and Increase in 
Oman’s Fiscal Deficit and External Debt Continue to be 
the Major Potential Distress Point 

In a separate set of questions, respondents were asked to 
assign a “probability” and an “impact if materialized” 
to 18 different events that could have adverse country-
wide impact on the Omani financial system. Respondents 
were given five choices to each of these two dimensions, 
ranging from “Very High” to “Very Low” for probability 
and from “Very Strong” to “Negligible” for impact if 
materialized. Responses were quantified by assigning a 
score from 1 to 5 to each choice, were 5 is assigned to each 
of “Very High Probability” and “Very Strong Impact”. 
Then, the expected impact of each event is calculated 
as the product of scores assigned to its probability and 
impact if materialized by each participant. Finally, 
simple averages across all responses for each of 
probability, impact if materialized, and expected impact 
were calculated for each event. Naturally, the calculated 
average expected impacts were allowed to take only 
specific discrete values that range between a minimum of 
1 and a maximum of 25. The results, displayed on Graph 
3.1.6, revealed that respondents identified “Unfavorable 
Oil Price Movements” as the most significant risk to 
the financial system, with the highest expected impact 
of 14.9 (average scores of 3.55 for probability and 4.13 
for impact if it materializes). This is in accordance 
with the fact that Oman is still a hydrocarbon-driven 
economy. The “Increase in Oman’s Fiscal Deficit and 
External Debt” was ranked second, with an average 
expected impact of 13.47 (average scores of 3.49 for 
probability and 3.75 for impact if materialized). On 
the other hand, “Unexpected Regulatory Changes in 
Oman” and “Disruption in the Payment & Settlement 
Systems’ Infrastructure in Oman” were perceived as 
the least significant systemic risks to the Omani macro-
financial stability, with average expected impact scores 
of 8.30 and 8.40, respectively (average scores of 2.51 
and 2.34, respectively, for probability and 3.25 and 3.53, 
respectively, for impact if materialized). 

Systemic Risk Perception Matrix Yields Five Levels of 
Expected Severity of Hypothetical Events – It Should 
Guide Omani Policymakers’ Agenda to Stabilize the 
Macro-Financial System

We also used the average scores we calculated for the two 
dimensions of expected impact to construct a systemic 
risk perception matrix for the Omani macro-financial 
system (Table 3.1.1). In our systemic risk matrix, rows 
represent three classifications of probability of an 
event’s occurrence, i.e. its likelihood, while columns 
represent three classifications for an event’s impact if 
it materialized, i.e. its severity. The matrix’ nine cells, 
therefore, were used to identify five different levels 
of expected severity of our 18 hypothetical events. As 
shown in Table 3.1.1, these levels range from “Very 
Low” for unlikely events with acceptable impact to 
“Very High” for probable events with unacceptable 
impact. We classify any event as unlikely (acceptable 
impact) if its average score falls below the 25th 
percentile for probability (impact) for all gathered 
responses. Similarly, we classify any event as probable 
(unacceptable impact) if its average score is above the 
75th percentile for probability (impact). Events with 
average probability (impact) scores between the 25th 
and 75th percentiles are classified as possible (tolerable 
impact). Based on this year’s survey responses, this 
methodology gave us two cut-off points for the average 
scores of each of probability and impact (2.78 and 3.19 
for probability; 3.39 and 3.62 for impact, respectively). 

Each of our 18 hypothetical factors were then assigned to 
the appropriate cell in the systemic risk perception matrix 
in Table 3.1.1, using only the letter-numbering of those 
events as indicated in Graph 3.1.6. The matrix shows 
that only three events were perceived by respondents 
as having “Very High” expected severity and therefore 
should attract the most attention from policymakers. 
These most-significant risks are “Unfavorable Oil Price 
Movements”, “Increase in Oman’s Fiscal Deficit and 
External Debt”, and “Decrease in Oman’s FX Reserves”. 
Risks associated with four other events have “High” 
expected severity, so they are worth policymakers’ close 
attention as well, as they combine either high probability 
with tolerable impact or moderate probability with 
unacceptable impact. These four risks are “Political 
Instability in the Region”, “Decline in Corporate 
Profitability in Oman”, “Drop in Banks’ Liquidity 
Positions in Oman” and “Drop in Banks’ Profitability in 
Oman”. On the other hand, three risks were perceived 
by respondents of the 2019 SRS as having “Very Low” 
expected severity, as they are unlikely to occur and their 
potential impact is acceptable even if they occur. These 
risks are “Cross-Country Regulatory Arbitrage Faced by 
Banks”, “Significant Increase in Oman’s Inflation”, and 
“Unexpected Regulatory Changes in Oman”. This last 
result suggests that none of these last three risks should 
be a focal point for policymakers during normal times.

Finally, participants were also asked to list three other 
factors, not listed explicitly in the survey, that they 
believe would impact the Omani macro-financial system. 
They were also asked to include their own assessment of 
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the probability and impact of each factor. The following 
factors summarize the most common responses to this 
question:

1.	 Slow progress on economic diversification and 
the resulting slow growth of the non-oil sector 
(moderate probability – strong impact.)

2.	 Insufficient foreign investment and tourism inflows 
and rising capital flight (moderate probability – 

strong impact.)

3.	 Drop in consumer and business confidence in Oman 
(moderate probability – strong impact.)

4.	 Continuing supply-demand mismatch in the Omani 
labor market (moderate probability – moderate 
impact.)

5.	 Fluctuations in domestic interest rates and the 
resulting asset-liability mismatch in financial 
institutions (moderate probability – moderate 
impact.)

6.	 Further delays in contractors’ payments (moderate 
probability – moderate impact.)

7.	 Downgrade of Omani sovereign debt (low 
probability – strong impact.)

8.	 Credit and deposit concentration risks in domestic 
banks (low probability – strong impact.)

9.	 Rising national youth unemployment, which would 
have socio-economic implications (low probability 
– strong impact.)

10.	 Devaluation of the Omani Rial (very unlikely – 
very strong impact.)
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To carry out its mandate of maintaining a sound Omani 
financial sector, CBO is empowered to take all necessary 
actions, including but not limited to the liquidation, 
suspension, or administration of financial institutions 
licensed by it. However, considering the complex nature 
of larger banks, and the undesirable effects a lengthy 
liquidation process can have on financial stability, the 
traditional liquidation of banks may not be the best 
solution. In this backdrop, CBO has formulated a Bank 
Resolution Framework (BRF) for Oman in line with 
the recommendations of Financial Stability Board; 
which spells out clear standard operating procedures for 
handling an episode of resolution of a bank or any other 
financial institution licensed by CBO.

The Board of Governors of CBO, in their forth meeting 
of 2018, approved the BRF. It is a significant contribution 
to the overall regulatory and supervisory architecture 
of CBO with an aim to help recover the banks, and if 
circumstances necessitate, allow authorities to resolve 
them in an orderly way with least disruption and 
minimal cost to the national exchequer while preserving 
financial stability. It triggers prompt corrective actions 
if the capital conservation buffers of a bank are drawn 
down, and/or weaknesses in the liquidity, asset quality 
or other areas of an institutions are noticed. The 
BRF necessitates institution-initiated recovery if the 
institution reaches certain thresholds; and eventually if 
the recovery fails, then a resolution toolkit will be used 
for an orderly exit. Thus, minimizing  market disruption 
and ideally without capital support from the government 
(other than in its capacity as shareholder), while saving 
critical functions once it is certain that the institution is 
no more viable.

According to the BRF, all financial institutions that are 
designated as D-SIBs/D-SIFIs by CBO shall be subject 
to the Resolution Framework. However, at its discretion, 
the CBO may include or exclude any financial institution 
licensed by it from the scope of the resolution framework.

Conditions and Triggers for Resolution
Exact triggers points to initiate a resolution are defined 
in the Resolution Plan and may be revised from time to 

time by the Resolution Authority1 as deemed necessary. 
The resolution shall be initiated when it is determined by 
the Resolution Authority that the institution is not viable 
with its existing structure as per the assessment of the 
Resolution Authority.

The Resolution Authority may also initiate resolution of 
institutions licensed by it if, in its opinion, a systemic 
event requires immediate action by the Resolution 
Authority when the other actions (initiated by CBO) 
to bring the institution back on the sound footings and/
or the self-propelled recovery efforts (initiated by the 
institution) to restore the order in the institution fail 
to rescue the institution. The governance structure of 
CBO in the capacity of Resolution Authority is given in 
‘Figure 1’, while the process flow is given in ‘Figure 2’. 

Resolution Toolkit
An ideal way to deal with the issue of resolution is to 
evaluate all possible alternatives available and going in 
for that option of resolution that minimizes disruption 
and minimizes the cost to the deposit insurance fund 
and losses to uninsured depositors and other creditors 
without burdening the national exchequer. Evaluation of 
‘least cost’ may be  complex during an episode of bank 
failure due to uncertainties imposed. The Resolution 
Authority may use the resolution tools (choices include 
stabilization options and liquidation options) shown in 
the table: 

Funding of Resolution
By virtue of the approved regulation, the Resolution 
Authority shall have the power to make rules prescribing 
loss absorbency capital requirements. In addition, it is 
empowered to create an ex ante, financial institution-
funded ‘Resolution Fund’ by contributions from the 
financial institutions licensed by it. The Resolution 
Authority, at its sole discretion and subject to certain 
conditions, may arrange temporary public funding, in 
case the Resolution Fund is not sufficient to maintain 
critical functions for orderly resolution. 

The Resolution Authority was, further, empowered in the 
BRF to frame rules and regulations for ex-post financing 
of a resolution to be exploited if the resources available 
with the Resolution Fund and financial institution under 
resolution are not sufficient to fund the resolution. 

Further Steps

(i) Recovery and Resolution Plans
Financial institutions included in the scope of resolution 
framework, under supervision of CBO, are to prepare, 
maintain, and test recovery plans in order to enable 
them to restore themselves to the financial soundness 

1.  In terms of powers vested under the Banking Law 
2000, CBO shall be the Resolution Authority for all enti-
ties licensed by it. The Board of Governors of CBO or 
any person appointed by them shall have the power to 
adopt and implement resolution measures on institutions 
licensed by the CBO.

Figure 1: Resolution Governance Structure

Box 3.2
Bank Resolution Framework for Oman
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Figure 2 : Process Flow for Bank Resolution in Oman 
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SURVIEL
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NORMAL REGIME 

- On-site	Examination. 
 
- Off-site	Surveillance. 
 
- Stress	Testing. 

 

- Monitoring	of	Prompt	
Corrective	Action	
thresholds,	Capital	
Conservation	Buffers,	
Recovery, and	Resolution	
Thresholds. 

 

PCA Actions based on: 

 Asset Quality, Capital, 
Liquidity & Other Indicators 

 
-Restrictions	on	New	Lines	
of	Business 
-Monitoring	of	specific	lines	
of	business. 
-Higher	liquidity/	capital	
requirements 
-Accelerated	provisions 
- Reducing	dividend 
payments. 
- Share	buybacks. 
-Staff	bonus	cuts. 
-Plan	to	raise	new capital, 

 etc. 

RECOVERY 
- Apprise	higher	
management	of	the	
breach	of	recovery	
threshold. 
- Evaluate	the	adequacy	
and	feasibility	of	recovery	
actions. 
- Monitor	recovery	
actions	and	progress	
made	by	the	Bank. 
- Evaluate	the	success	of	
the	recovery	actions,	and	
determine	future	course	
of	action. 

RESOLUTION 
PREPARATION 

- Apprise	higher	
management. 
- Seek	for	“stressed	time”	
information. 
- Prompt	for	special	
examination. 
- Enlist	outside	consultants	
to	assess	losses	/	value. 
- Explore	feasible	
resolution	options. 
- Set-up data	/	legal	
documents	dossier. 

STABILIZATION 

- Freeze	all	transactions	in	
the	bank	with	immediate	
effect. 
- Announce	Closure	of	
bank	for	48	hours. 
- Call	detailed	information	
of	insured/un-insured	
deposits. 
- Re-open	with	full	access	
to	insured	deposits	/	part	
access	rest	of	the	
deposits. 

RESOLUTION 
- All	of	“Resolution	
Preparation”	plus, 
- Determine	the	resolution	
strategy	and	least	costly	
option. 
- Legal	consultation 
- Approval	of	BoG of	CBO 
- Act	as	or	Appoint	
receiver /	administrator. 
- Marketing	plan/	
authorization,	if	needed. 
- Exercise the	least costly	
option	and	execute	the	
approved	resolution	
strategy. 

 

TEMPORARY 
GOVERNMENT CONTROL 

/ EXIT 
- All	“Resolution	
Preparation”,	necessary	
“Resolution” steps	plus, 
- Seek	Approval	of	BoG	of	
CBO	and	BDIS. 
- Coordinate	with	MoF	for	
necessary	approvals. 
- Determine	an exit	
strategy	and	seek	
approval	for	Time	frame. 
- Follow	“Resolution”	
steps. 

 

Tool Brief Description
Open Bank Resolution Strategy2 The affected bank is closed for a short duration following the trigger of a 

resolution event and is re-open for (full scale or limited) business provid-
ing customers with full or partial access to their accounts and other bank 
services. The affected bank is usually placed under a statutory manage-
ment under the direct authority and supervision of the Resolution Author-
ity.

Purchase and Assumption (P&A) 
Strategy

A healthy bank may takeover all or only a part of the assets and liabili-
ties of the affected bank. Essential operations are allowed to continue, 
thereby providing a non-disruptive strategy of resolution. 

Bridge Bank / Good-Bad Banks

A variation of the P&A strategy

In the Bridge Bank strategy, the Resolution Authority seeks to preserve 
and retrieve the value of the failing bank by creating a temporary 
institution (bridge bank), which takes over the performing assets and 
liabilities. Another healthy institution eventually acquires the bridge 
bank. The failing bank is allowed to get liquidated after the bridge bank 
becomes functional.

Good-Bad bank strategy works on similar lines as a bridge bank, with 
a subtle difference. Under this strategy, the failing bank is divided into 
two parts – one comprising good assets, privileged liabilities and critical 
functions (the good bank), while the other consisting of affected assets 
and other liabilities (the bad bank). The bad bank carved out from the 
failing bank is allowed to get liquidated. Some healthy financial institution 
acquires the good bank.  

Bail-In / Recapitalization Traditionally, equity holders bear the losses of the bank. If the losses are 
greater than the equity, some existing debt instruments may be converted 
into equity or written down. 

Public Recapitalization / Temporary 
Public Ownership 

The tool involves assuming complete ownership of an affected institution, 
as a going concern, by the government. It is a “tool of last resort” as it 
potentially undermines the public finances. It is appropriate only if private 
sector solutions do not work and safeguarding the financial stability is not 
possible without public support. 

2. Based on the system in place in New Zealand. (Ref: http://www.rbnz.govt.nz/regulation-and-supervision/banks/open-bank-resolution)
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in the event of shocks. CBO may issue guidelines or 
specify requirements for such recovery plans, as deemed 
necessary. The BRF specifies minimum requirement of 
the particulars of such plans. For each covered financial 
institution, CBO shall prepare an institution-specific 
resolution plan to ensure that the resolution is carried 
out in an orderly manner without severe disruption to 
the financial system.

(ii) Recovery & Resolvability Assessments and 
Simulation Exercises

As part of an on-going supervision process, the 
Resolution Authority shall periodically check to ensure 
that the banks’/financial institutions’ required recovery 
and contingency plans are up-to-date and adequate. 

As part of crisis preparedness, the Resolution Authority 
will periodically assess the feasibility and credibility 
of the resolution plans and strategies. The minimum 
requirements specified for resolvability assessments are 
stated in the BRF.

Besides, the recovery and resolution assessment, the 
Resolution Authority may also engage in resolution 
simulation exercises in forms that do resemble reality 
to gauge the adequacy and practicality of the resolution 
plans, the “financial sector stability arrangements (laws, 
regulation, protocols, procedures, systems, database, 
reporting) and the manner decision makers utilize them 
to effectively operate while a simulated crisis unfolds”3.

The Recovery Plan The Resolution Plan
When There is a chance that the institution can be 

recovered
Comes in force close to the point of non-viability of the 
institution

What Includes steps to minimize the risk profile of the 
financial institution, safeguard capital/ assets, 
and other optional steps for restructuring 

Ensures that the resolution is carried out in an orderly 
manner without severe disruption to the financial system

Who The responsibility lies within the licensed 
institution in question. CBO supervises the 
process

CBO leads the process

3. The World Bank (2010), “MENA is offering a new tool: the Financial Crisis Simulation Exercises.”
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Solvency Stress Testing 

Moderate Stress Scenarios: 

4.1 Under the moderate stress scenarios, 
domestic banks are tested for hypothetical 
deterioration in the bank’s credit portfolio by 
downgrading 50 per cent of special mention loans 
to non-performing category which increases 
banks’ provisioning expenses. Moreover, banks 

are also assumed to make 100 per cent provision 
against existing NPLs, the benefit of collateral 
is allowed with a haircut of 25 per cent.  Along 
the credit shock, banks are also assumed to face 
unfavorable movements in market risks that 
include a 200 basis points increase in interest 
rates and 15 per cent depreciation of Rial Omani 
against foreign currencies (for details, see 
Box.4.1). Eventually the total losses of assumed 
shocks are deducted from the regulatory capital 
and risk weighted assets of each bank.

Banking Sector Appears Resilient Against Ma-
jor Shocks, All Domestic Banks Maintained 
Capital Adequacy Ratio Higher Than CBO Re-
quirement. 

4.2 Using the data as of December 31st,  2018, 
the stress test results reveal that all domestic 
banks would absorb the assumed losses without 
breaching CBO’s required CRAR ratio of 13.5 
per cent. With an assumed sharp increase in 
gross NPLs ratio of the domestic banks from 
its current level of 2.6 per cent to 6.2 per cent, 
the aggregate average Capital to Risk-Weighted 
Assets (CRAR) of the domestic banks would 
drop from its current level of 17.6 per cent to 
15.6 per cent. While the impact of moderate 
shocks is understandably different on individual 
banks, the lowest after-shock CRAR of any 
individual bank was 13.7 per cent (Graph 4.1). 

Chapter IV

STRESS TESTING OF THE BANKING SECTOR

The Central Bank of Oman (CBO) conducts stress tests to assess the resilience of the domestic 
banks to withstand adverse but plausible deterioration in macroeconomic and financial variables 
over a time horizon of one year. The solvency stress test under both moderate and severe scenarios 
include the credit risk, market risk and contagion risk that are assumed to occur simultaneously. 
The results of the recent assessment showed that domestic banks are resilient and are able to 
withstand the assumed hypothetical shocks. The aggregate Capital to Risk-Weighted Asset ratio 
(CRAR) of domestic banks would drop from 17.9 per cent as of December 31st, 2018 at to 15.6 per 
cent and 14.6 per cent under moderate and severe stress scenarios, respectively, which is above the 
domestic regulatory capital adequacy level of 13.5 per cent in the year 2019. 

For assessing the liquidity buffers of domestic banks, the CBO examines the ability of banks 
to withstand high level of cash outflows over short time horizon due to potential of significant 
trust deterioration. The liquidity stress test aims to determine the number of days that banks can 
survive a high and unexpected rate of daily withdrawals relying only on their liquid assets with the 
assumption that capital and interbank market are not accessible for funding. As of December 31st, 
2018, all domestic banks would withstand the assumed high sudden deposit withdrawals for more 
than five days.
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Severe Stress Senarois: 

4.3 In severe scenarios, the exercise takes 
into consideration the probability of a more 
severe surge in credit default cases. Thus, in 
addition to the major shocks assumed in the 
moderate stress scenarios, we hypothetically 
assume that banks would face defaults of 5 
per cent of their pass credit portfolios (credit 
shock-3) (for details, see Box.4.2).

Given The Large Size of Credit Portfolios in the 
Overall Asset Base, Banks Appeared More Vul-
nerable to the Deterioration in the Quality of 
their Loan Portfolio. 

4.4 Omani banks are characterized by 
maintaining low maturity mis-matches in their 
assets and liabilities, although banks can have a 
negative maturity mis-match of up to 20 per cent 
of total accumulated liabilities in each bucket as 
per CBO’s regulations. Therefore, the impact of 
increase in the interest rate by 200 basis points is 
very minimal. For the foreign currency (Forex) 
risk, the impact of depreciation of Omani Rail 
by 15 per cent against other currencies resulted 
in a small impact on the Omani banking system. 
The result is not surprising as the aggregate 
negative net Forex position of domestic banks 
is remarkably low accounting for 3.3 per cent 
of aggregate domestic banks’ regulatory capital, 
(Graph 4.2). 

Under Severe Stress Scenarios, All Domes-
tic Banks Would Still Maintain a CRAR Ratio 
above Basel Requirement of 10.5 Per Cent. 

4.5 The results of the severe stress tests 
showed that the aggregate CRAR of domestic 
banks would be comfortably above the CBO 
required capital ratio of 13.5 per cent. Despite 
the assumed high increase of the gross NPLs 
ratio of domestic banks to 8.6 per cent from its 
current level of 2.6 per cent, the banks would 
have an aggregate CRAR of 14.6 per cent 
dropped from their current level of 17.6 per cent. 
At the individual level, four domestic banks 
would have a CRAR of less than CBO required 
capital adequacy ratio of 13.5 per cent under 
severe scenarios, but they will still be compliant 
with the Basel III capital requirements (Graph 
4.3). While the impact of severe shocks is 
understandably different on individual banks, 
the lowest after-shock CRAR of any individual 
bank would be 11.6 per cent. 
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Should The Assumed Severe Scenarios Materi-
alize, The Total Needed Capital Injection Would 
Be Only 1.6 Per Cent of the Existing Regulatory 
Capital.

4.6 Part of the stress analysis is to calculate 
the funds needed to rescue the undercapitalized 
banks. Should stress scenarios materialize, 
injecting the undercapitalized banks would cost 
RO 79.7 million, which is about 1.6 per cent of 
the existing capital of the banks or 0.26 per cent 
of Oman’s GDP (Graph 4.4).
Reverse Solvency Stress Testing:

4.7 In the reverse stress test, the resilience 
of the banking system is assessed in a scenario 
of increasing NPLs by computing the level of 
increase in NPLs the banks could withstand 
without compromising the minimum CBO’s 
required CRAR of 13.5 per cent (Trigger Level 
I ) and without becoming insolvent (Trigger 
Level II ). 
4.8 The reverse stress test shows that the 
current aggregate NPLs of domestic banks 
should increase by at least 200 per cent before 
the CBO’s required CRAR of 13.5 per cent could 
be breached. On individual basis, six domestic 
banks would be able to absorb at least an increase 
of 200 per cent of their current NPLs before 
breaching the CBO requirement of CRAR. The 
reverse stress test further confirms the previous 
stress testing results of sound position of local 
banks to absorb a shock of sizable increase in 
NPLs, (Graph 4.5). 
4.9 Further the test shows the level of the 
increase in the stock of NPLs of each bank 
before becoming insolvent. The test confirmed 
the high capacity of domestic banks’ to absorb 
a sharp increase in NPLs level. All domestic 
banks are able to absorb at least 600 per cent 
increase in their current NPLs before their 
capital is completely eroded (Graph 4.6). 

Liquidity Stress Tests

4.10 For the liquidly stress  tests, the impact 
is shown for each bank in terms of the number 
of days it would be able to survive a liquidity 
drain without resorting to liquidity support 
from external sources (i.e., from other banks or 
the central bank). Assumptions underlying the 
liquidly stress testing are shown in Table 4.1.
4.11 As of 31st December 2018, under the 
assumed liquidity shock scenario, domestic 

Table 4.1
Assumptions Underlining the Liquidly Stress 
Testing 

Item Level of 
Shocks

Demand deposits withdrawn per day

   Domestic currency 5%

   Foreign currency 5%

Time deposits withdrawn per day

   Domestic currency 3%

   Foreign currency 3%

Liquid assets: available in a day 90%

Other assets: available in a day 1%

Liquidity evaluated after (no. of 
days) 5 days
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banks would continue to remain in a good 
liquidity position vis-à-vis international 
benchmarks. Their position under stressed 
shocks would continue to display a good level 
of ability to face the assumed deposit run-off. 
The results show that all domestic banks would 
survive the assumed high withdrawals from 
various segments of depositors for more than 
five working days. Since 2015, the domestic 
banks have increased their investment in Omani 
government bonds and treasury bills, which in 
turn can be used to secure liquidity injection 
when needed (Graph 4.7). 
Macro Stress Tests

4.12 With an objective to improve the quality 
of macro-financial surveillance of Omani system, 
macro stress test has been made an integral part 
of systemic surveillance in Oman. Macro stress 
tests are designed to focus on systemic risk and 
require estimating macro-financial models as 
well as considerable judgment. The resilience of 
the Omani banking system to macro-economic 
shocks is tested through a macro stress test 
framework. The macro-financial model 
estimates credit losses (i.e. new provisions) for 
banks and looks for the empirical relationship 
between key risk parameters ( non-performing 
loan (NPL) ratio, probability of default (PD) 
etc.) and relevant macroeconomic variables such 
as GDP, stock market, inflation and interest rate. 
The methodology and assumptions for macro 
stress test are given in Box 4.3.  
4.13 Using the macro-financial model’s 
elasticity estimates for all these variables in a 
multi-variable regression framework (Table 
4.2), it may be seen that under the moderate 
macro shocks the expected mean default rate of 
the bank’s credit portfolio over the year under 
moderate stress would be 2.3 per cent. CRAR 
of individual  domestic banks were recalculated 
after taking into account the additional 

Table 4.2
The assumptions/scenarios/projections for Macro Stress Test for 2019
Macro Variables: Baseline Moderate Severe
Real GDP Growth 0.30% -3.00% -7.00%
Inflation Rate 1.5% 5.0% 10.0%
Interest Rate 5.26% 8.00% 13.00%
Stock Returns -15.21% -25.00% -50.00%
Default Rate 1.05% 2.30% 4.89%
NPL ratio 2.9% 4.8% 7.3%
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provisioning expenses equal to 50 per cent of 
new NPLs along with losses resulting from 
sharp increase in interest rate, depreciation 
of the Omani rail against other currencies and 
drop in the market value of banks’ traded equity 
investments.
4.14 In the event of the moderate macro 
shocks, the Omani banking sector’s CRAR 
would be maintained at 14.6 per cent, which is 
above the domestic and international required 
CRAR of 13.5 per cent and 10.5 per cent, 
respectively. All domestic banks would manage 
to comply with the minimum international 
CRAR but three domestic banks would not meet 
the domestic benchmark (Graph 4.8).
4.15 The funding needed for undercapitalized 
banks under stress scenarios would amount to 
RO 88.3 million, which accounts for only 0.32 
per cent of Oman’s GDP or 1.8 per cent of the 
existing capital of the domestic banks (Graph 
4.9).
4.16 Taking into account all potential global 
political and economic risks that might lead to 
severe downturn in the Omani economy, we 
assume a  contraction of real GDP by 7.0 per cent. 
This negative real GDP growth would result in 
significant deterioration in banks’ credit quality 
along with other losses due to sharp unfavorable 
movement in market risks. Consequently, the 
domestic banks’ CRAR would drop to 12.2 per 
cent from its current level of 17.6 per cent, which 
is still above the CRAR prescribed by Basel 
III. At individual level, seven domestic banks 
remain well above the minimum global capital 
requirements due to their high pre-shock capital 
position , which turns out to be strong enough to 
absorb losses under the assumed severe macro-
economic stress scenarios (Graph 4.10).     
4.17 The funded need to re-capitalize the 
banks under the  assumed severe marco-
economic stress scenario would amount to   RO 
418 million, which is about 1.4 per cent of 
Oman’s GDP or 8.6 per cent of banks’ existing 
regulatory capital (Graph 4.11). 
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Box 4.1

Shock Levels for Solvency Stress Test (Moderate scenarios) 

•	 Credit Shock 1 (“adjustment for under-provisioning”): Banks are assumed to provide 
100 per cent of Specific provisions against their current NPLs based on CBO classification 
norms during a year from now. Haircut of 25 per cent is applied to collaterals available 
against the non-performing loans.

•	 Credit Shock 2: 50 per cent of banks’ current level of special mention loans move to default 
category requiring 50 per cent cash provisions. 

•	 Interest rate shock: 200 basis points increase in interest rate results in (I) flow impact from 
a gap between interest-sensitive assets and liabilities over one year and (II) stock impact 
resulting from the repricing of bonds. 

•	 Foreign exchange shock: 15 per cent depreciation of Omani Rial against foreign currencies. 
A depreciation will benefit banks that have a long (positive) net open position in foreign 
currencies and hurt banks that have a short (negative) net position in foreign currencies.

•	 Banks would earn a zero profit over the year under stress and the total impact from all 
shocks are deducted from banks’ regulatory capital.

•	 The horizon of the test is one year. Banks are evaluated on the basis of meeting CBO’ capital 
requirement of 13.5 per cent after absorbing the assumed impact of shocks. 



83Financial Stability RepoRt2019

StRESS tESting OF thE Banking SEctOR

Box 4.2

Shock Levels for Solvency Stress Test (Severe scenarios)

•	 Credit Shock 1 (“adjustment for under-provisioning”): Banks are assumed to provide 
100 per cent of Specific provisions against their current NPLs based on CBO classification 
norms during a year from now. Haircut of 25 per cent is applied to collaterals available 
against the non-performing loans.

•	 Credit Shock 2: 50 per cent of banks’ current level of special mention loans move to default 
category requiring 50 per cent cash provisions. 

•	 Credit Shock 3: 5 per cent of banks’ current level of pass loans move to substandard category 
requiring 50 per cent cash provisions.

•	 Interest rate shock: 200 basis points increase in interest rate results in (I) flow impact from 
a gap between interest-sensitive assets and liabilities over one year and (II) stock impact 
resulting from the repricing of bonds. 

•	 Foreign exchange shock: 15 per cent depreciation of Omani Rial against foreign currencies. 
A depreciation will benefit banks that have a long (positive) net open position in foreign 
currencies and hurt banks that have a short (negative) net position in foreign currencies.

•	 Banks would earn a zero profit over the year under stress and the total impact from all 
shocks are deducted from banks’ regulatory capital.

•	 The horizon of the test is one year. Banks are evaluated on the basis of meeting CBO’ capital 
requirement of 13.5 per cent after absorbing the assumed impact of shocks. 
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   Box 4.3: Macro Stress Test for Oman

(Assumptions, Scenarios and Projections)

Using macroeconomic and banking sector data, namely, annual real GDP growth, quarterly stock 
market prices, quarterly consumer inflation and quarterly nominal rates of lending rate for 1999Q2 
– 2018Q4, a macro-credit risk model is estimated for projecting the default rate for Oman by a 
simple Ordinary Least Squares (OLS) regression model. It uses the 12-month default rate, which 
expresses new NPLs over a horizon of one year as a percentage of the initial stock of performing 
loans, as the dependent variable, and main macro-financial variables (GDP growth, lending rate, 
inflation and stock market index) as explanatory variables. The forecasted default rate - either itself 
or its long-run average - can be also understood as a probability of default (PD). 

Among the dependent variables, the aggregate default rate (DFRATE), calculated as new NPLs 
over a period of four consecutive quarters as a percentage of the initial stock of performing loans, 
is a flow indicator that shows what proportion of performing loans defaulted over a period of one 
year. The use of flow indicator (default rate capturing new NPLs) is superior to the use of stock 
indicators (such as the NPL ratio), as the flow indicator is much more linked to provisioning (credit 
losses), which impacts the overall profitability of banks and ultimately their solvency (Hardy and 
Schmieder, 2013)1.  The numerator is the 4-quarter sum of new NPLs, while the denominator is 
the stock of performing loans (calculated as a stock of all loans minus stock of NPLs) at the end of 
the previous quarter. The default rate for, for example,. Q1:2018 is thus the ratio of new NPLs over 
Q1:2018-Q4:2018 to the stock of performing loans at the end of Q4:2017. 

Among the explanatory variables, real GDP growth (GDPGROWTH), lending rates 
(NOMINALRATE), inflation (INFLATION), and stock market returns (STOCKMARKET) were 
used2. First real GDP growth is one of the most used explanatory variables for credit risk given its 
usually high (negative) correlation with credit risk indicators due to its direct effect on borrowers’ 
income and thus their capacity to service the debt. Some papers only consider this variable for 
satellite models, and this variable is also often used for various rules of thumb elasticities (Hardy 
and Schmieder 2013; Schmieder et al. 2011). Second, for consumer price inflation, literature on 
stress testing models usually works with ex post rather than ex ante real rates (i.e. using inflation 
of the given quarter as a proxy for inflation expectations), as these seem to be more correlated 
with actual defaults (Buncic and Melecky, 2012)3. It is the inflation outcome after a loan has 
been granted, which influences borrower’s capacity to service the loan in real terms rather than 
inflation expectations at the moment of taking up the loan. Third, for stock market returns, given 
that the existing stress testing framework in Oman  assumes a stock price shock, an inclusion of 
this variable in the model linking the macro-financial environment with banks’ credit risk would 
provide additional channel through which the stock price shock impacts banks (in addition to 
market risk).

The model includes a lagged dependent variable to prevent auto-correlated residuals, and uses 
robust standard errors to take care of possible residual autocorrelation and heteroscedasticity. The 
signs of the estimated coefficients are in line with expectations. The coefficient for inflation is not 
significant by standard measures (p-value of 69 per cent), but it was decided to keep it there. The 
sign for inflation is not clear ex ante. While higher inflation lowers the real debt burden, suggesting 
a negative sign, higher inflation - especially if not reflected in wage inflation - may also decrease 
the real disposable income of households and make repayment debt more difficult, suggesting a 

1. Hardy, D., Schmieder, C., 2013, “Rules of Thumb for Bank Solvency Stress Testing,”, IMF Working Paper 13/232.
2. In addition, instead of GDP growth, output gap (estimated via HP filer) and GDP growth gap (the difference between observed GDP growth and 
trend GDP growth calculated from the trend GDP estimated via HP filter) were considered. However, these two variables did not prove significant 
in various specifications.
3. Buncic, D., Melecky, M., 2012, “Macro prudential Stress Testing of Credit Risk: A Practical Approach for Policy Makers,” World Bank Policy 
Research Working Paper No. 5936.
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positive sign. The Omani experience confirms the latter argument amid the food price inflation in 
2008-2009.    

The estimated equation is as below:     

DFRATE = -0.0063 + 0.87*DFRATE(-1) – 0.04*D(GDPGROWTH) + 0.14*NOMINALRATE  
                    (-3.96)   (17.52)           (-1.69)                  (4.03)

+ 0.002*INFLATION - 0.003*STOCKMARKET    
  (0.394)                        (-3.96)    

Parenthetic figures are t-values.    

Adjusted R squared = 0.97    

DW statistic = 1.42      

Using the above macro-financial model’s elasticity estimates for all these variables, it may be seen 
that a decrease of real GDP growth by 1 percentage point increases the default rate by less than 0.04 
percentage point. An increase of interest rates by 1 percentage point increases the default rate by 
0.14 percentage point, whereas a decrease of stock market prices by 1 percentage point increases 
the default rate by 0.003 percentage point. Using these coefficients, the default rate for December 
2019 is estimated at 1.1, 2.3 and 4.9 per cent in the baseline, moderate and severe scenarios, re-
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