
KUWAIT: Oman’s economy is set to grow modestly in
2018 and 2019, but there are considerable vulnerabil-
ities. Activity is still dependent on the hydrocarbon
sector given the lack of progress on diversification,
and low oil prices have hit growth and present a
major financial challenge. The government will record
several further years of large fiscal deficits, with rev-
enues insufficient to cover current expenditures,
while rising debt will increase the interest burden.
Domestic concerns, regional tensions and tightening
global monetary policy could lead to a weakening of
the external funding climate, leaving the sovereign’s
reserves open to depletion.

We have revised our growth forecast for 2018 low-
er to 2.4 percent, from 2.9 percent, reflecting the
recent extension to the OPEC/non-OPEC production
cut deal (to which Oman is a contributor) beyond
March 2018, while private and public consumption
growth remain modest. The launch of BP’s Khazzan
project will lend a much-needed boost to the econo-
my, in addition to the pursuit of Vision 2020, but both
consumption and investment will be held back with
oil prices steady and as fiscal consolidation efforts
continue. 

With the production
cut agreement due to
expire in 2019, crude
oil output should return
to around pre-cut lev-
els, causing a pick-up
in hydrocarbon sector
growth. Gas produc-
tion’s steady expansion
towards its increased
capacity of close to 5
billion cubic feet per
day will further support
the sector. Once fully
online, BP Khazzan’s new capacity will account for 10
percent of hydrocarbon output.  Meanwhile, as the
initial impact of VAT begins to dissipate, household
consumption will pick-up, albeit at a modest pace.
Despite the financial constraints, officials will contin-
ue to pursue Oman’s Vision 2020, helping unclog the
pipeline of megaprojects needed to diversify the
economy away from oil. 

According to MEED, Oman is set to award $149
billion in projects between 2018 and 2022 (equivalent
to 190 percent of GDP), with the bulk ($125 billion)
expected in the first two years. The planned projects
wil l  focus on developing Oman’s downstream,
tourism, and logistic sectors, key components of the
country’s diversification plan, with a strong emphasis
on the Duqm special economic zone.

The Oman government’s constrained financial
position adds uncertainty to the vision’s execution,
with much riding on favorable oil prices and a friendly
foreign investor environment. To that end, the govern-
ment has pursued some pro-business initiatives, such
as its soon-to-be revamped foreign investment law,
and sourced large foreign investment partnerships
and funding. A consortium of Chinese firms is set to
help develop a large part of Duqm, with close to $11
billion budgeted to be invested over 15 years. In
August 2017, Oman partnered with Kuwait to develop
the Duqm refinery. At a capacity of 230,000 barrels
per day, the refinery will be at the heart of Duqm’s
petrochemical complex, which could be awarded in
2020. Furthermore, state-owned entit ies have
secured external funding for core development proj-
ects, such as Oman Oil Company’s $1 billion loan.

So far, Qatar’s diplomatic crisis has been mildly
beneficial for Oman, but could have negative longer-
term effects if it prompts a reassessment of the
region’s attractiveness by foreign investors - much
needed in Oman. Indeed, yields on Omani debt have

risen in tandem with their Saudi counterparts, follow-
ing the latter’s anti-corruption crackdown.

VAT to push inflation higher 
Inflation stood at 1.6 percent y/y in September, on

the back of a pick-up in food and transport prices.
Inflation will rise further in 2018, before steadying in
2019, as the government continues to liberalize prices
on energy and other goods and services and intro-
duces VAT, late in 2H18, offsetting downward pres-
sures from global food and energy prices.  Inflation is
projected to average 3 percent over the forecast
period. 

Large fiscal deficit 
The average oil price is expected to hold steady at

$55 per barrel in 2018 through 2019. Yet with Oman’s
estimated breakeven price averaging $92 dollars for
the same period, the fiscal balance will remain in
deficit indefinitely. The deficit will edge lower over
the forecast period, but remain alarmingly large at 12
percent of GDP for 2018 and 11 percent for 2019.
Financing these shortfalls will also be increasingly

challenging.
Government revenue

growth should be decent
in 2018 and 2019, helped
by a projected average
OMR 200 mil l ion per
year in receipts follow-
ing the launch of
Khazzan. While the
implementation of the
VAT is not expected
until the second half of
next year, i t  should
eventual ly add some
OMR 0.6 bi l l ion in

annual receipts. As such, government revenue growth
is seen averaging 6 percent over the next two years.
Our base case sees government expenditures
expanding modestly by 1-3 percent per year in 2018
and 2019, as fiscal consolidation efforts become more
politically challenging and economic growth eases.
Sharp spending cuts, however, are possible if down-
side risks prevail. Regional tensions will deter the
government from large cuts in defense spending,
while the wage bill may be protected to offset the
slowdown in economic growth and the impact of VAT.
Increased debt will also push the interest bill higher.
Meanwhile, investment expenditure will be con-
strained, with the government foregoing unnecessary
spending. 

At the expected pace of revenue growth, expendi-
tures would have to decline by 3 percent each year
between 2018 and 2022 to balance the fiscal accounts
- well below our base case. 

More debt issues likely 
Our fiscal forecasts imply a funding requirement of

$9 billion in 2018 and $8 billion in 2019, which is low-
er than the average $12 billion per year in 2015-17.
Some of this is likely to come from the further draw-
down of government assets, including both the esti-
mated $24 billion in sovereign wealth fund assets and
the central bank’s $16 billion in FX reserves. But the
government will also utilize domestic and internation-
al borrowing markets. It borrowed $10 billion interna-
tionally in 2017 and, if previous financing patterns are
maintained, it could borrow $7 billion per year in
2018 and 2019. This will see the stock of government
debt grow to 47 percent and 52 percent of GDP,
respectively, from 30 percent in 2016. As a result, the
interest burden could increase to 6 percent of total
spending in 2019, compared to 1.5 percent in 2016.

Funding conditions could deteriorate in an envi-
ronment of rising interest rates and concerns over the

government’s fiscal position. Both S&P and Moody’s
recently downgraded Oman over such worries. 

CA deficit to shrink 
Oman will remain a net borrower in its external

accounts. The current account deficit will persist in
2018 and 2019, albeit shrinking as a share of GDP on
the back of a rising trade surplus. Steady oil prices
and higher LNG exports should help offset a mild
expansion in the import bill. Remittances will broadly
steady thanks to a weaker labor market, while a
stronger focus on tourism and the ease of doing busi-
ness are expected to keep the services and income
deficits in check. The current account deficit is seen
at single digits for the first time in 3 years, averaging
8 percent of GDP over the two years.  This will leave
the economy needing to attract $13 billion in capital
per year to avoid a further drawdown in official
reserves.

Liquidity conditions tightening
Oman’s monetary conditions are projected to

tighten as private lending increases at modest single
digit levels to compensate for the higher cost of living
and deposit growth continues to ease due to weaker
economic activity. Lending growth is forecast to
weaken to 7 percent in 2018 and 2019, compared to 9
percent between 2014 and 2017. Households and
non-financial companies, the biggest drivers of credit,
are seen turning to banks to accommodate VAT and
to cope with slower economic growth. 

We expect the currency peg to be maintained,
though it has experienced some pressure in offshore
markets. The 12-month forward rate jumped to 84
swap points over the spot rate in July 2017 following
the Saudi-led blockade on Qatar. It  has since
dropped, but increased again following the Saudi
corruption crackdown. As of 4 Dec 2017 the 12-
month forward rate stands at 63 swap points over the
spot rate.

Meanwhile, the prospect of rising US interest rates
may compound pressures, which due to the peg may
see domestic rates rise in tandem. Nonetheless, the
banking sector remains well capitalized. According to
the CBO’s latest quarterly financial soundness statis-
tics (June 2017), credit risk remains low with nonper-
forming loans (NPL) at 1.9 percent of gross loans.
Capitalization was also high, with a capital adequacy
ratio of 16.6 percent in 2Q17.

Stocks weighed down by weaker economy
The weaker operating environment continues to

weigh on Omani corporates, with most still reporting
weaker earnings. The MSM 30 decreased by 6.9 per-
cent y/y in November 2017 to reach 5110, hovering
near 7-year lows. This leaves Oman as the second
worst performing market in the GCC, down 12 per-
cent YTD, trailing Qatar’s 24 percent contraction and
well below Abu Dhabi’s 5 percent drop.
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ASIAN COUNTRIES
Japanese Yen 2.673
Indian Rupees 4.726
Pakistani Rupees 2.759
Srilankan Rupees 1.977
Nepali Rupees 2.962
Singapore Dollar 227.030
Hongkong Dollar 38.727
Bangladesh Taka 3.635
Philippine Peso 6.054
Thai Baht 9.267

GCC COUNTRIES
Saudi Riyal 80.787
Qatari Riyal 83.207
Omani Riyal 786.772
Bahraini Dinar 804.440
UAE Dirham 82.482

ARAB COUNTRIES
Egyptian Pound - Cash 20.050
Egyptian Pound - Transfer 16.943
Yemen Riyal/for 1000 1.216
Tunisian Dinar 123.570
Jordanian Dinar 426.950
Lebanese Lira/for 1000 2.018
Syrian Lira 0.000
Morocco Dirham 32.836

EUROPEAN & AMERICAN COUNTRIES
US Dollar Transfer 302.750
Euro 362.540
Sterling Pound 408.050

CURRENCY BUY SELL
Europe

British Pound 0.398962 0.406462
Czech Korune 0.005938 0.015238
Danish Krone 0.044189 0.049189
Euro 0. 353533 0.361033
Georgian Lari 0.134844 0.134844
Hungarian 0.001141 0.001331
Norwegian Krone 0.032350 0.037550
Romanian Leu 0.064785 0.081635
Russian ruble 0.005199 0.005199
Slovakia 0.009023 0.019023
Swedish Krona 0.032259 0.037259
Swiss Franc 0.299286 0.310286

Australasia
Australian Dollar 0.225183 0.237183
New Zealand Dollar 0.206462 0.215962

America
Canadian Dollar 0.232554 0.241554
US Dollars 0.298650 0.303070
US Dollars Mint 0.299150 0.303070

Asia
Bangladesh Taka 0.003298 0.003882
Chinese Yuan 0.044615 0.048115
Hong Kong Dollar 0.036824 0.039574
Indian Rupee 0.004130 0.004771
Indonesian Rupiah 0.000018 0.000024
Japanese Yen 0.002587 0.002767
Korean Won 0.000271 0.000286
Malaysian Ringgit 0.070488 0.076488
Nepalese Rupee 0.003021 0.003191
Pakistan Rupee 0.002579 0.002869
Philippine Peso 0.005917 0.006217
Singapore Dollar 0.219957 0.229957
Sri Lankan Rupee 0.001697 0.002277
Taiwan 0.010036 0.010216
Thai Baht 0.008918 0.009468

Arab
Bahraini Dinar 0.796269 0.804769
Egyptian Pound 0.014736 0.020454
Iranian Riyal 0.000084 0.000085
Iraqi Dinar 0.000186 0.000246
Jordanian Dinar 0.422401 0.431401
Kuwaiti Dinar 1.000000 1.000000
Lebanese Pound 0.000155 0.000255
Moroccan Dirhams 0.022130 0.046130
Omani Riyal 0.0780045 0.785725
Qatar Riyal 0.078863 0.083603
Saudi Riyal 0.079647 0.080947
Syrian Pound 0.001283 0.001503
Tunisian Dinar 0.117287 0.125287
Turkish Lira 0.074426 0.084726
UAE Dirhams 0.081002 0.082702
Yemeni Riyal 0.000984 0.001064

Rate for Transfer Selling Rate
US Dollar 302.400
Canadian Dollar 238.495
Sterling Pound 405.860
Euro 360.445
Swiss Frank 300.810
Bahrain Dinar 802.595
UAE Dirhams 82.725
Qatari Riyals 83.545
Saudi Riyals 81.500
Jordanian Dinar 427.795
Egyptian Pound 17.077
Sri Lankan Rupees 1.979
Indian Rupees 4.724
Pakistani Rupees 2.740
Bangladesh Taka 3.668
Philippines Pesso 6.060
Cyprus pound 17.995
Japanese Yen 3.665

Syrian Pound 1.590
Nepalese Rupees 2.958
Malaysian Ringgit 75.020
Chinese Yuan Renminbi 46.610
Thai Bhat 10.230
Turkish Lira 79.775

Canadian dollar 239.900
Turkish lira 80.200
Swiss Franc 309.240
Australian Dollar 236.750
US Dollar Buying 301.550

GOLD
20 Gram 260.520
10 Gram 133.180
5 Gram 67.430

NBK Economic Overview and Outlook

Oman’s real GDP expected 
to pick up to 2.4% in 2018

Economy to get a boost from gas exports, modest growth in consumption 


