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Overview and outlook 

 GDP growth is seen picking up to 4.5% in 2015 before moderating to 

3.8% in 2016; nonoil growth to average 6%. 

 Fiscal deficit is expected at 20% of GDP in 2015. 

 Currency likely to maintain US dollar peg. 

 Credit growth to remain healthy against a stable economic backdrop. 

 CPI Inflation is expected to remain under 1% this year. 

 Equities remain vulnerable to external shocks. 

Last year’s sharp decline in oil prices has exposed the vulnerability of 

Oman’s economy. With one of the highest breakeven oil prices in the 

GCC, Oman is likely to see a sizeable fiscal deficit this year and the next. 

Despite this, Oman is expected to avoid deep cuts in spending in the near 

term, choosing to maintain a supportive fiscal stance. The government 

can comfortably finance deficits in the near term thanks to its sovereign 

wealth fund, strong credit standing, and low debt levels. 

Real GDP is expected to grow by 4.5% in 2015 and 3.8% in 2016, driven 

by a healthy non-oil performance and pick up in oil production. With 

lower oil prices highlighting the need to diversify the economy, 

authorities are keen to stick to their ambitious projects pipeline. As a 

result, project spending is expected to remain accommodative, which is 

seen supporting non-oil growth in the near term.  

Oman sunk into fiscal deficit in 2014 and is expected to record a larger 

one in 2015. Recent preliminary public finance data from the National 

Center for Statistics and Information estimated Oman’s deficit to have 

reached OMR 1.8 billion post transfers in 1H15, almost 70% of its full year 

2015 target of OMR 2.5 billion. At this pace, the deficit is expected to 

exceed the official target. Our expectations are for a deficit closer to OMR 

5 billion, or 20% of GDP, in 2015.  

Oil and gas revenue, which roughly accounts for 85% of total revenue,

came in 36.3% lower year-on-year in 1H15. Omani crude averaged $54.7 

per barrel for the first nine months of the year, according to the Dubai 

mercantile exchange, almost half its value for the same period a year 

ago. It has yet to recover from its decline in late 2014 and remains well 

Table 1: Key economic indicators  

  2013 2014e 2015f 2016f 

      

Nominal GDP US$ bn 78 81 68 73 

Real GDP % y/y 3.9 3.6 4.5 3.8 

 

 
- Oil % y/y 2.4 -0.2 3.1 1.0 

- Non-oil % y/y 5.2 6.7 5.7 6.1 

CPI % y/y 1.1 1.0 0.5 2.0 

Budget balance % GDP 0.9 -3.4 -20 -17 

      Source: National Center for Statistics and Information, NBK estimates  

Chart 1: Real GDP 

(% y/y) 

Chart 2: Hydrocarbon production 

Chart 3: Consumer price inflation 

(% y/y, year average) 

Source: National Center for Statistics and Information, NBK estimates 
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below its estimated breakeven price of $95 and the official budget 

projection of $75 for 2015. We expect the Omani oil price to continue to 

average $55 per barrel for 2015 and in 2016. 

Current expenditures were little changed in 1H15, reflecting the stickiness 

of government spending, notably the difficulty of cutting popular 

spending items such as wages and salaries or household transfers. Civil 

ministry expenses, which include wages paid to the public sector, Oman’s 

largest employer of its 2.2 million nationals, have seen rapid growth 

lately, growing by a compounded annual rate of 13% for the past four 

years and accounting for more than 50% of current expenditures.  

Investment spending was down 6.8% in 1H15 mainly due to a drop in oil 

production expenditure as the low oil price environment may have 

streamlined some projects. Future investment behavior may weaken but 

is expected to remain accommodative, with the need for government led 

diversification highlighted by deflated energy prices. As of 3Q15, OMR 2.7 

billion worth of projects have been awarded in Oman compared to OMR 

3.7 for the same period last year.  

Oman is well equipped to handle the strain on its budget and is easily 

capable of financing its current and investment needs. The Central Bank 

of Oman has already tapped debt markets for OMR 500 million, taking 

advantage of Oman’s low debt levels and healthy credit rating. A 

sovereign sukuk, Oman’s first, is scheduled for October. The CBO plans to 

borrow OMR 600 million this year, if not more, on behalf of the treasury, 

in addition to drawing on reserves and utilizing donor grants. 

The government may also take other steps to ease the burden on its 

purse. Oman cut natural gas subsidies to some industrial producers earlier 

this year. Further subsidy cuts are also being considered with the focus on 

consumer goods and energy. Preliminary figures show subsidies down 

33% in 1H15 year-on-year. The government is also looking to privatize 

some public sector companies in the oil sector, while the GCC as a whole 

is mulling alternative taxation schemes. 

 

Following the rise of the US dollar and persistence of low oil prices, 

speculative talk of Oman abandoning its peg to the US dollar has surfaced 

as an alternative for fiscal relief. We believe that such an occurrence is 

unlikely. Floating the currency will invite external volatility, erasing the 

prevalent steady monetary environment and exposing the economy to 

increased sensitivity to future global economic downturns and commodity 

price swings. The energy dominated import bill, driven by a rapidly 

growing domestic demand, will also grow, putting further pressure on 

expenditures, notably subsidies, at a time when discretionary spending is 

warranted. Finally, the non-oil sector, which may benefit from an increase 

in domestic demand, is still nascent and may be inadequately prepared to 

comprehensively offer domestic substitutes for imports. 

To offset the drop in oil prices, the government of Oman has ramped up 

oil production, pushing its output to record levels. Given this pick-up, we 

have revised our oil sector growth expectations upwards to 3.1% for 

2015 and 1% for 2016. 

As of September 2015, oil output has averaged 978,000 barrels per day, 

2,000 barrels short of the production target set earlier this year. July also 

saw Oman top its monthly crude oil production at a record average of 1 

Chart 4: Budget balance 

(% of GDP) 

Source: National Center for Statistics and Information,  NBK estimates 

Chart 5: Current account balance 

(% of GDP) 

Source: National Center for Statistics and Information,  NBK estimates 

Chart 6: Commercial bank assets 

 

Source: Central Bank of Oman 

Chart 7: Credit to private sector 

(% y/y) 

Source: Central Bank of Oman
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million barrels per day, an extraction rate it hopes to maintain in the short 

term. Petroleum Development Oman, the state’s largest producer, is 

expected to shoulder the bulk of the production growth. However, a long 

term lull in oil prices may hinder such efforts, since complex geology and 

aging wells have seen Oman’s extraction costs require constant 

investment to remain low. For now, producers’ breakeven prices remain 

profitable, ranging between $7 and $12 per barrel. 

Gas production has also been picking up. During the past nine months, 

output averaged 109 million cubic meters per day (mcm/d), up 5.5% 

from a year ago as domestic demand continues to strongly grow. In fact, 

some gas export commitments had to be rescheduled to quell domestic 

pressures. Gas exports are nearly all committed to Japan and South Korea. 

Supply should see a boost once the BP Khazan tight gas project comes 

into operation in 2017. A gas pipeline with Iran will also help meet the 

growing domestic demand, with imports set to flow in 2018. Meanwhile, 

talks of jointly developing oil and gas fields with Iran are underway. 

Low oil prices have had a mild impact on Oman’s banking system. Private 

credit growth remains resilient maintaining a healthy growth of 10.3% 

over the first eight months of 2015. Meanwhile, government deposits 

continued to see weakening growth following the tumble in oil prices. 

Government deposits account for 30% of total deposits.  

According to the CBO’s latest financial stability report (May 2015), credit 

risk remains low in Oman with nonperforming loans (NPL) at 1.9% of 

gross loans and a coverage ratio (provisions to NPL) of 72% as of the end 

of 2014. Capitalization was high as well with a tier-1 capital ratio of 13%, 

making Oman’s financial sector well prepared for any unlikely slowdown. 

Oman’s consumer prices have been subdued by declining global food and 

energy prices leading us to revise our inflation expectations downwards 

to 0.5% for 2015 and 2.0% for 2016. At -0.1% y/y, September’s reading 

would mark the third time in 2015 the sultanate’s consumer price index 

has slipped into deflation. The index has been pressured by reduced food 

and clothing prices and nearly flat transportation prices. Meanwhile, mild 

inflation was witnessed in housing, utilities, and furnishing prices which 

has benefited from strong growth in Oman’s real estate market, which in 

turn has been driven by rapid population growth. Price growth is 

expected to remain modest, pressured by global factors but will be 

supported by domestic forces as real estate demand remains solid and 

subsidy reforms are implemented.   

Omani stocks continue to be heavily affected by the decline in global oil 

prices along with equities across the GCC. The perceived slowdown of the 

Chinese economy, Oman’s largest energy importer, affected investor 

confidence, as did concerns about the sustainability of the government’s 

fiscal situation. As of the end of September, the MSM 30 has declined by 

8.7% year-to-date, with the bulk of the drop occurring in August. The 

stock market has yet to recover. The IPO of Phoenix Power in June, 

Oman’s largest power plant in operation, barely catalyzed positive 

sentiment before China rattled international markets. Oman’s regular 

market cap stood at OMR 7.7 billion in September, down from OMR 8.5 

billion in July.  

Chart 8: Policy rates 

(%) 

Source: Central Bank of Oman 

Chart 9: Muscat Securities Market 

(index) 

Source: : Muscat Securities Market 
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