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Overview and outlook 

 Growth expected to have moderated to 3.5% in 2015; seen weakening 

to 2.0% in 2016 before picking up slightly to 2.5% in 2017. 

 The fiscal deficit expected at 20-22% of GDP in 2015 and 2016 before 

contracting to 12% in 2017. 

 Banking sector prepared for the slowdown; credit growth to moderate 

but remain healthy. 

 Inflation to remain low thanks to lower oil and food prices. 

 Equities remain vulnerable to external shocks. 

The persistence of low 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 its fiscal deficit widen in 2016. Despite this, Oman expects 

to avoid deep cuts in spending in the near term, choosing instead to 

maintain a supportive fiscal stance, with savings targeting current 

expenditures, as per its 2016 budget. The government can comfortably 

finance its deficits in the near term, but will have to overcome rising 

domestic liquidity constraints and weakening international investor 

confidence.  

Real GDP growth expectations for 2015 through 2017 were revised 

downwards to 3.5%, 2.0%, and 2.5%, respectively, on the back of a 

weaker non-oil sector. (Chart 1.) A drop in the number of new car 

registrations, down 24% year-on-year (y/y) in November 2015, and a 

sustained drop in consumer confidence revealed growing weakness in  

household consumption during 2015, which is expected to persist through 

2016. Increased trade prospects with a sanctions-free Iran and the award 

of some development plan projects may provide a boost to the non-oil 

sector in 2017.  

With lower oil prices highlighting the need to diversify the economy, 

authorities are keen to stick to their ambitious projects pipeline. Oman’s 

next five-year plan (2016-2020) aims to increase the role of the private 

sector in helping develop its logistics, manufacturing, and tourism sectors, 

supported by new investment laws. Indeed, of the OMR 41 million to be 

spent on the plan, the private sector is set to account for more than half. 

This will be facilitated by the introduction of new legislation on public 

Table 1: Key economic indicators  

  2014 2015e 2016f 2017f 

      

Nominal GDP US$ bn 83 66 64 75 

Real GDP % y/y 2.9 3.5 2.0 2.5 

 

 
- Oil % y/y -0.2 4.1 1.2 0.9 

- Non-oil % y/y 5.5 3.1 2.9 3.8 

CPI % y/y 1.0 0.1 1.3 2.0 

Budget balance % GDP -3.3 -20 -22 -12 

      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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private partnership (PPP) and FDI, a privatization program, and the 

development of small and medium-sized enterprises. As a result, project 

spending is expected to remain supportive of non-oil growth in the near 

term.  

With Oman set to exceed its deficit target in 2015, it is likely to see its 

financing gap grow further in 2016, as lower oil prices offset gains from 

expected reforms. The deficit may narrow later in 2017, on the 

expectation of a recovery in oil prices.  

Preliminary official data shows Oman’s deficit exceeded its 2015 target. A 

deficit of OMR 4.1 billion was reported through November 2015, 64% 

above the 2015 full year target of OMR 2.5 billion. Our expectations are 

for a deficit closer to OMR 5 billion, or 20% of GDP, in 2015. We expect 

the deficit to widen to 22% in 2016 on weaker oil prices. In 2017, the 

deficit will begin to narrow as spending cuts and revenues measures are 

implemented; a small recovery in oil prices and a potential increase in 

gas production will also help. (Chart 4.) 

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

of financing the fiscal shortfall. Government debt is still relatively low, 

estimated at 10% of GDP in 2015, and the sovereign enjoys a good credit 

rating. The Central Bank of Oman (CBO) successfully tapped debt markets 

on behalf of the treasury in 2015, raising OMR 1.0 billion. To finance the 

2016 deficit, the CBO plans to borrow more from international markets in 

addition to drawing on reserves and utilizing donor grants. Increased 

concern over Oman’s fiscal sustainability, reflected in credit rating 

downgrades by some rating agencies, may dampen the international 

appetite for new Omani debt.  

Oil and gas revenue, which accounts on average for around 85% of total 

revenue, remains the main drag on the budget, down 47% as of 

November 2015. The price of Omani crude averaged $55 per barrel for 

2015, almost half its value from a year ago. This is well below our 

estimated budget breakeven price of $93. With oil prices expected to 

remain under pressure in the near term, we expect the price of Omani 

crude oil to average around $45 per barrel in 2016 before improving in 

2017 to $60. In an effort to reduce the fiscal pressures, the government is 

looking to privatize some public sector companies in the oil sector and to 

increase the corporate income tax rate. Oman is also mulling a value 

added tax (VAT) in conjunction with other GCC countries. 

Current expenditures, which include wages and subsidies, were down 4% 

in the first 11 months of the year, primarily on the back of subsidy cuts, 

reflecting the difficulty of cutting popular spending items such as wages 

and salaries or household transfers. Still, the government is planning to 

slash current spending by 20% in 2016, with wages and subsidies being 

the most affected. Efforts to protect the jobs of nationals at foreign 

owned oil companies, coupled with a slowdown in Omani hires in the 

private sector, will challenge the government’s resolve in curbing its 

wage bill. Wages have seen rapid growth following popular unrest in 

2011, accounting for a lion’s share of current expenditures. Meanwhile, 

planned subsidy cuts will focus on energy, goods, and services. Some 

energy price reforms have already been implemented in 2015 and 2016.  

By contrast, government capital expenditures have increased, expanding 

by 6.8% y/y through November 2015 on a pickup in non-oil 

development spending. At the same time, investment expenditures in 

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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the oil sector continued to decline as projects were streamlined and 

authorities sought to shift oil development financing to international 

markets. Capital expenditures are expected to begin to decline but to 

remain supportive. Indeed, the government projects investment spending 

to decline by 2.3% in 2016. In the medium term, the government aims to 

make further cuts in capital spending once the new PPP law takes effect.  

Following recent forward FX pressures, the rise of both the US federal 

funds rate and the US dollar, and the 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 a scenario is 

unlikely, with Oman preferring to keep its commitment to the dollar in 

order to maintain macroeconomic and financial stability.   

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

production, pushing its output to record levels. (Chart 2.) Given this pick-

up, we have revised our oil sector growth expectations upwards, to 4.1% 

for 2015, followed by moderation to 1.2% in 2016, and 0.9% in 2017. 

(Chart 1.) 

Oil output averaged 981,000 barrels per day in 2015, largely hitting the 

production target for that year. July and December also saw Oman top its 

monthly crude oil production at a record average of 1 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 rise, though they remain low by 

international standards, ranging between $7 and $12 per barrel. 

Gas production has also been picking up. Output averaged 109 million 

cubic meters per day (mcm/d) in 2015, up 5.8% from a year ago as 

domestic demand continues to grow strongly. In fact, some gas export 

commitments had to be rescheduled to meet strong domestic demand. 

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 late in 2017. A gas pipeline with Iran will also help meet 

growing domestic demand, with imports set to flow in 2018. There is also 

talk of jointly developing oil and gas fields with Iran. 

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

Weaker non-oil prospects could see credit growth slow, while 

delinquencies may rise as individuals and companies adapt to the weaker 

growth. Meanwhile, banks may face funding challenges as domestic 

liquidity gets strained. 

Private credit growth remains resilient maintaining healthy growth of 

10.2% in 2015. (Chart 7.) Meanwhile, government deposits continued to 

see weakening growth following the tumble in oil prices, down 2% in 

2015. Government deposits account for 30% of total deposits. Pressures 

on liquidity have started to materialize, with rates on 3-month treasury 

bills increasing by 64 basis points between March 2015 and January 2016. 

Primarily deposit funded, Omani banks may increasingly rely on market 

funding.  

Oman’s financial sector is well prepared for any slowdown. According to 

the CBO’s latest quarterly report (Sep 2015), credit risk remains low in 

Chart 8: Policy rates 
(%) 

Source: Central Bank of Oman 

Chart 9: Muscat Securities Market 
(index) 

Source: : Muscat Securities Market 
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Oman with nonperforming loans (NPL) at 2.0% of gross loans. 

Capitalization was also high, with a capital adequacy ratio of 15.8% in 

3Q15 and a tier-1 capital ratio of 13% at the end of 2014. 

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

energy prices. This has led us to revise our inflation expectations 

downwards to 1.3% for 2016 and 2.0% for 2017. (Chart 3.) Oman’s 

consumer price index registered at 0.1% y/y in 2015. 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, boosted by 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.  

The current account balance is projected to shift into deficit in 2015 

following the sharp drop in oil prices, and remain there in 2016 and 2017. 

(Chart 5.) Weaker oil prices will more than offset the decline in import 

prices, driving the trade balance into deficit. The removal of international 

trade sanctions on Iran is expected to provide some support to the trade 

balance, however. The services deficit will continue to expand, albeit at a 

slower pace as projects aimed at boosting tourism and transport come to 

fruition. Meanwhile, further growth in the expatriate population will see 

remittances grow, thus widening the transfers deficit. As of December 

2015, Oman’s foreign reserves stood at OMR 6.7 billion or an estimated 

5.6 months of imports. 

Omani stocks, along with equities across the GCC, continue to be heavily 

affected by the decline in global oil prices. (Chart 9.) 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. The MSM 30 declined by 14% in 2015, 

with foreign investors exiting the market. The market fell further in 

January 2016, before recovering in February, on the back of favorable 

banking profits and a recovery in oil prices. Market volatility could see 

some IPOs delayed in 2016, robbing the market of much needed 

catalysts.
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