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Islamic finance - Middle East

Islamic banking in Oman to continue its
strong growth trend
Summary
Islamic banking in Oman has seen strong growth since its launch in 2012 and we expect it to
reach around 20% of banking assets by 2025, driven by high demand for Shariah-compliant
products and evolving supportive government regulation. However growth could slow given
high competition and islamic banks' lack of short-term liquidity instruments.

We expect Islamic banking to reach around 20% of Omani banking assets by 2025.
Islamic banking operations were launched only in 2012, but Oman's Islamic banking assets
already make up 15% of total banking assets as of June 2021. Average annual growth
between 2013 and 2020 was a strong 30%, compared with 5% for conventional assets,
fuelled by a predominantly Muslim population. Capital injections from shareholders
supported initial growth but deposits inflows are now also driving expansion.

The pace of growth is slowing. Growth has decelerated in the last three years as the
asset base has increased and matured. The coronavirus pandemic and the decline in oil
prices during 2020 have also played a part. The risk of Islamic banking growth eventually
converging with conventional growth could materialise in the next decade, if competition
in the domestic market remains high and if there are no Shariah-compliant short-term
instruments to place excess liquidity.

The structure of the islamic segment in the country has facilitated high growth, but
consolidation could create more opportunities. Oman's population of around 5 million
is served by two fully-fledged Islamic banks, Bank Nizwa SAOG (Ba3 negative, b11) and Alizz
Islamic Bank (not rated), and by five Islamic banking windows at conventional banks. All
were established between 2012-2013. The ability of conventional banks to operate Islamic
windows permits them to leverage their existing franchise, expertise and infrastructure,
and this has supported the sector's rapid growth. However, competition is intense and
consolidation could support the creation of entities with higher deposit-gathering capacity
and improved profitability and efficiency, allowing them to be better placed for long-term
growth.

Regulation in Oman will continue to support Islamic finance. We expect an ongoing
pipeline of new Islamic finance regulations to broaden the market over the coming years.
The establishment of a detailed Islamic Banking Regulatory Framework in 2012, was followed
by the first sovereign sukuk issuance in 2015. The government issued its first sukuk issuance
for retail investors in 2020, providing banks with Shariah-compliant instruments for their
liquidity management.2

http://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=PBC_1300421
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Islamic banking to reach around 20% of banking assets by 2025
The Islamic banking sector in Oman has grown rapidly since its inception in 2012, reaching a 15% share of total banking assets as of
June 2021. Growth has been driven by strong demand for Shariah-compliant products among the country's predominantly Muslim
population.

The compound annual growth rate (CAGR) of Islamic assets between 2013 and 2020 was 30%, compared with 5% for conventional
banking. Initial financing was mostly via capital injections from shareholders but deposits have lately also been driving expansion. Core
capital and reserves to total assets stood at a very high 41% as of December 2013 but the ratio has dropped to a more conventional
level of around 12% as of June 2021 (stable at these levels since 2017). Deposits to total assets reached 75% in June, from a low 21%
at the end of 2013. With a CAGR of 56% between 2013-2020, customer deposits are now the main source of funding for the Islamic
banking assets, mainly from the private sector (63% of total deposits as of June 2021). Deposits from the government and public
enterprises were 37% as of June 2021, broadly in line with conventional banks.

Exhibit 1

Penetration and growth rates
Islamic assets, financing and deposit market share and compounded
aggregate rate of growth 2013-2020

Exhibit 2

Islamic banks liabilities and source of funding
Islamic banks liabilities breakdown and deposits and capital contribution to
assets

4%

15%

3%

17%

1%

17%

0%

10%

20%

30%

40%

50%

60%

0%

2%

4%

6%

8%

10%

12%

14%

16%

18%

2013 2014 2015 2016 2017 2018 2019 2020 Jun-21

Assets Financing

Deposits Assets CAGR (rhs)

Financing CAGR (rhs) Deposits CAGR (rhs)

Note: CAGR = compound annual growth rate
Source: Central Bank of Oman (CBO)'s statistical bulletins

0%

10%

20%

30%

40%

50%

60%

70%

80%

90%

0

1000

2000

3000

4000

5000

6000

2013 2014 2015 2016 2017 2018 2019 2020 Jun-21

O
M

R
 m

il
li
o

n

Deposits Due to Financial Institutions

Core Capital and Reserves Others

Provisions Capital / assets (rhs)

Deposits / assets (rhs)

Source: Central Bank of Oman (CBO)'s statistical bulletins

On the asset side, Islamic financing (the Shariah-compliant equivalent of conventional loans) is the predominant activity. Islamic
financing has been growing at an average rate of 39% between 2013 and 2020. Nonfinancial companies and households make up the
majority of the financing book (91% as of June 2021), with retail and construction being the two largest segments.

We expect growth in Islamic assets to continue to outpace conventional banking assets to reach around 20% of Omani banking assets
by 2025. Growth will be largely funded by ongoing capital injections. Bank Nizwa recently announced a OMR75 million ($195 million)
rights issue and Meethaq benefited from a capital injection of OMR50 million ($130 million) in 2020.

This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the ratings tab on the issuer/entity page on
www.moodys.com for the most updated credit rating action information and rating history.
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The pace of growth is slowing
The pace of Islamic banking growth is slowing as the sector expands and matures. Growth slipped to 11% in 2019 from a very high 68%
during 2013-2014, the first year of inception. In 2020, the growth rate fell further to 6%, as the coronavirus spread disrupted business
and consumer spending faltered. Low oil prices during 2020 also dented Oman’s oil-dependent economy. Conventional banking has
been hit harder, however, reporting growth of 1% at the end of 2020, down from 3% in 2019 and 7% in 2018.

Exhibit 3

Conventional versus Islamic growth rates
Conventional assets and Islamic assets growth rates
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An additional friction to sector growth is a lack of short-term Islamic instruments to place excess liquidity. On the asset side of the
aggregate Islamic banking balance sheet, financings are the main component (81% as of June 2021), followed by securities (9%), cash
and due from financial institutions (8%) and others (2%). Among the securities, 85% has been invested in long and medium-term
government sukuk issuances.

Exhibit 4

Breakdown of Omani Islamic finance assets
In millions of Omani rial

Exhibit 5

Islamic Finance assets breakdown
Total assets breakdown by categories as of June 2021
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The risk of Islamic growth converging with conventional growth could materialize within around 10 years, if the competition in the
domestic market remains high and if there will be no Sharia-compliant short-term instruments to place excess cash.

3          20 September 2021 Islamic finance - Middle East: Islamic banking in Oman to continue its strong growth trend



MOODY'S INVESTORS SERVICE FINANCIAL INSTITUTIONS

The structure of the islamic finance segment has facilitated high growth, but consolidation will be
needed
The blended structure of islamic windows and fully-fledged entities, allowed the population to access Islamic financial products in
Oman in the early years and was the linchpin of the sector's fast growth.

The Sultanate's population of five million is served by two fully-fledged Islamic banks, Bank Nizwa SAOG and Alizz Islamic Bank as well
as five Islamic banking windows3 at conventional banks, all established between 2012 and 2013.

The new Islamic banks, Bank Nizwa SAOG and Alizz Islamic Bank, expanded fast, exploiting their fully Shariah - compliant unique
franchise in the country. By the end of 2020, they accounted for 24% and 17% of Islamic banking assets in Oman, respectively.

The conventional banks were able to leverage their reputations, expertise and infrastructure to also push quickly into the market. By
end-2020, Meethaq, the Islamic window (IW) of Bank Muscat SAOG (Ba3/Ba3 negative, ba3) had gained a market share by assets
of 29% as of December 2020, while Maisarah - IW of Bank Dhofar SAOG (Ba3 negative, ba3) - reported a 12% share. The remaining
Islamic windows, Ahli Islamic - IW of Ahli Bank SAOG, Sohar Islamic - IW of Sohar International Bank SAOG (Ba3 negative, ba3), and
Muzn - IW of National Bank of Oman SAOG (Ba3/Ba3 negative, ba3) - hold market shares of 8%, 6% and 4% respectively.

Exhibit 6

Breakdown of assets held by Islamic banks and windows
Reported total assets

Exhibit 7

Market shares of Islamic banks and windows
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However, current market conditions post-pandemic and following low oil prices period constrain growth opportunities and are
affecting the profitability of islamic banks. At the same time, competition remains high affecting their funding costs. Consolidation
between islamic operating entities could boost their profitability through operational synergies, afford them greater pricing power
and enhance their deposit-gathering ability creating larger islamic franchises. Between 1990-2012 conventional banks in Oman went
through a consolidation wave, which created the current banking system structure, with Bank Muscat SAOG being the largest bank
with 35% market share of total banking assets. Recent track record of acquisition is the combination agreement concluded between
Oman Arab Bank and Alizz Islamic Bank (June 2020).

Oman Arab Bank acquisition of Alizz Bank

Since 30 June 2020, Islamic banking segment of Oman Arab Bank S.A.O.G - previously called Oman Arab Bank SAOC- (OAB, Ba3 negative,
ba3) comprises the consolidated assets of Al Yusr Islamic window (of OAB) and Alizz Islamic Bank, following a combination agreement.
Following the acquisition, OAB injected RO 19.5 million (USD 51 million) of capital into Alizz, which will help the fully-fledged bank for
future growth and to comply with Central Bank capital requirement. The merger provided OAB with a larger Islamic franchise and market
share, allowing it to increase its interest income and enhance its deposit-gathering ability. Alizz continues to operate as an Islamic bank as a
subsidiary of OAB.
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Regulation in Oman will continue to support Islamic finance
A detailed Islamic Banking regulatory framework introduced in 2012 paved the way for the introduction of Islamic finance for the first
time. In 2013, the Omani central bank also established a Central Shariah Authority.

In 2014, an amendment to the Capital Market Law, allowed companies listed on the local stock exchange (Muscat Securities Market) to
issue Sukuks (Islamic bonds). This was followed in 2016 by the issuance of a detailed sukuk regulation.

The first sovereign sukuk issuance was in 2015, followed by other issuances over the course of years. Sukuks now account for 7%
of Islamic banking assets. The government’s first sukuk issuance available to retail investors in 2020 provided banks with Shariah-
compliant instruments for liquidity management. Regulation to address a shortage of short-term liquidity instruments in which islamic
banks can invest will likely become pressing.

We expect Islamic finance regulations to continue to evolve over the next 12 to 18 months to support the banks' activities and
continued growth.

Exhibit 8

Islamic finance milestones in Oman

Source: CMA, Central Bank of Oman
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Moody’s related publications
Sector Comment

» Omani government's first retail sukuk issuance increases Islamic finance penetration

Issuer Comment

» Rising share of Islamic banking assets deepens domestic sovereign sukuk market, supporting government liquidity

Outlook

» Oil price drop, coronavirus and weakening government support capacity drive our negative outlook

Issuer in-depth

» Government of Oman - Annual credit analysis

Sector in-depth

» Banks – Oman Macro profile

Credit Opinion

» National Bank of Oman SAOG

» Bank Dhofar SAOG

» Sohar International Bank SAOG

» Bank Nizwa SAOG

» Bank Muscat SAOG

» Oman Arab Bank S.A.O.G

To access any of these reports, click on the entry above. Note that these references are current as of the date of publication of this
report and that more recent reports may be available. All research may not be available to all clients.

Endnotes
1 The bank ratings shown in this report are the banks' deposit rating, senior unsecured rating (where available) and Baseline Credit Assessment.

2 Issuance allocated almost entirely to retail investors, but the secondary market trading over the life of the paper will increase the pool of Shariah
compliant instruments for the banks.

3 Islamic windows in Oman are segregated departments for example, in terms of branch network and staff

6          20 September 2021 Islamic finance - Middle East: Islamic banking in Oman to continue its strong growth trend

https://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBC_1253741
https://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBC_1279308
https://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBC_1220717
https://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBC_1272876
https://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBC_1215961
https://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBC_1294033
https://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBC_1285752
https://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBC_1285735
https://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBC_1279281
https://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBC_1283653
https://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBC_1287579


MOODY'S INVESTORS SERVICE FINANCIAL INSTITUTIONS

© 2021 Moody’s Corporation, Moody’s Investors Service, Inc., Moody’s Analytics, Inc. and/or their licensors and affiliates (collectively, “MOODY’S”). All rights reserved.

CREDIT RATINGS ISSUED BY MOODY'S CREDIT RATINGS AFFILIATES ARE THEIR CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT
COMMITMENTS, OR DEBT OR DEBT-LIKE SECURITIES, AND MATERIALS, PRODUCTS, SERVICES AND INFORMATION PUBLISHED BY MOODY’S (COLLECTIVELY,
“PUBLICATIONS”) MAY INCLUDE SUCH CURRENT OPINIONS. MOODY’S DEFINES CREDIT RISK AS THE RISK THAT AN ENTITY MAY NOT MEET ITS CONTRACTUAL
FINANCIAL OBLIGATIONS AS THEY COME DUE AND ANY ESTIMATED FINANCIAL LOSS IN THE EVENT OF DEFAULT OR IMPAIRMENT. SEE APPLICABLE MOODY’S
RATING SYMBOLS AND DEFINITIONS PUBLICATION FOR INFORMATION ON THE TYPES OF CONTRACTUAL FINANCIAL OBLIGATIONS ADDRESSED BY MOODY’S
CREDIT RATINGS. CREDIT RATINGS DO NOT ADDRESS ANY OTHER RISK, INCLUDING BUT NOT LIMITED TO: LIQUIDITY RISK, MARKET VALUE RISK, OR PRICE
VOLATILITY. CREDIT RATINGS, NON-CREDIT ASSESSMENTS (“ASSESSMENTS”), AND OTHER OPINIONS INCLUDED IN MOODY’S PUBLICATIONS ARE NOT
STATEMENTS OF CURRENT OR HISTORICAL FACT. MOODY’S PUBLICATIONS MAY ALSO INCLUDE QUANTITATIVE MODEL-BASED ESTIMATES OF CREDIT RISK AND
RELATED OPINIONS OR COMMENTARY PUBLISHED BY MOODY’S ANALYTICS, INC. AND/OR ITS AFFILIATES. MOODY’S CREDIT RATINGS, ASSESSMENTS, OTHER
OPINIONS AND PUBLICATIONS DO NOT CONSTITUTE OR PROVIDE INVESTMENT OR FINANCIAL ADVICE, AND MOODY’S CREDIT RATINGS, ASSESSMENTS, OTHER
OPINIONS AND PUBLICATIONS ARE NOT AND DO NOT PROVIDE RECOMMENDATIONS TO PURCHASE, SELL, OR HOLD PARTICULAR SECURITIES. MOODY’S CREDIT
RATINGS, ASSESSMENTS, OTHER OPINIONS AND PUBLICATIONS DO NOT COMMENT ON THE SUITABILITY OF AN INVESTMENT FOR ANY PARTICULAR INVESTOR.
MOODY’S ISSUES ITS CREDIT RATINGS, ASSESSMENTS AND OTHER OPINIONS AND PUBLISHES ITS PUBLICATIONS WITH THE EXPECTATION AND UNDERSTANDING
THAT EACH INVESTOR WILL, WITH DUE CARE, MAKE ITS OWN STUDY AND EVALUATION OF EACH SECURITY THAT IS UNDER CONSIDERATION FOR PURCHASE,
HOLDING, OR SALE.

MOODY’S CREDIT RATINGS, ASSESSMENTS, OTHER OPINIONS, AND PUBLICATIONS ARE NOT INTENDED FOR USE BY RETAIL INVESTORS AND IT WOULD BE RECKLESS
AND INAPPROPRIATE FOR RETAIL INVESTORS TO USE MOODY’S CREDIT RATINGS, ASSESSMENTS, OTHER OPINIONS OR PUBLICATIONS WHEN MAKING AN INVESTMENT
DECISION. IF IN DOUBT YOU SHOULD CONTACT YOUR FINANCIAL OR OTHER PROFESSIONAL ADVISER.
ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INCLUDING BUT NOT LIMITED TO, COPYRIGHT LAW, AND NONE OF SUCH INFORMATION MAY BE COPIED
OR OTHERWISE REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED, REDISTRIBUTED OR RESOLD, OR STORED FOR SUBSEQUENT USE
FOR ANY SUCH PURPOSE, IN WHOLE OR IN PART, IN ANY FORM OR MANNER OR BY ANY MEANS WHATSOEVER, BY ANY PERSON WITHOUT MOODY’S PRIOR WRITTEN
CONSENT.
MOODY’S CREDIT RATINGS, ASSESSMENTS, OTHER OPINIONS AND PUBLICATIONS ARE NOT INTENDED FOR USE BY ANY PERSON AS A BENCHMARK AS THAT TERM IS
DEFINED FOR REGULATORY PURPOSES AND MUST NOT BE USED IN ANY WAY THAT COULD RESULT IN THEM BEING CONSIDERED A BENCHMARK.
All information contained herein is obtained by MOODY’S from sources believed by it to be accurate and reliable. Because of the possibility of human or mechanical error as well
as other factors, however, all information contained herein is provided “AS IS” without warranty of any kind. MOODY'S adopts all necessary measures so that the information it
uses in assigning a credit rating is of sufficient quality and from sources MOODY'S considers to be reliable including, when appropriate, independent third-party sources. However,
MOODY’S is not an auditor and cannot in every instance independently verify or validate information received in the rating process or in preparing its Publications.
To the extent permitted by law, MOODY’S and its directors, officers, employees, agents, representatives, licensors and suppliers disclaim liability to any person or entity for any
indirect, special, consequential, or incidental losses or damages whatsoever arising from or in connection with the information contained herein or the use of or inability to use any
such information, even if MOODY’S or any of its directors, officers, employees, agents, representatives, licensors or suppliers is advised in advance of the possibility of such losses or
damages, including but not limited to: (a) any loss of present or prospective profits or (b) any loss or damage arising where the relevant financial instrument is not the subject of a
particular credit rating assigned by MOODY’S.
To the extent permitted by law, MOODY’S and its directors, officers, employees, agents, representatives, licensors and suppliers disclaim liability for any direct or compensatory
losses or damages caused to any person or entity, including but not limited to by any negligence (but excluding fraud, willful misconduct or any other type of liability that, for the
avoidance of doubt, by law cannot be excluded) on the part of, or any contingency within or beyond the control of, MOODY’S or any of its directors, officers, employees, agents,
representatives, licensors or suppliers, arising from or in connection with the information contained herein or the use of or inability to use any such information.
NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS, MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE OF ANY CREDIT
RATING, ASSESSMENT, OTHER OPINION OR INFORMATION IS GIVEN OR MADE BY MOODY’S IN ANY FORM OR MANNER WHATSOEVER.
Moody’s Investors Service, Inc., a wholly-owned credit rating agency subsidiary of Moody’s Corporation (“MCO”), hereby discloses that most issuers of debt securities (including
corporate and municipal bonds, debentures, notes and commercial paper) and preferred stock rated by Moody’s Investors Service, Inc. have, prior to assignment of any credit rating,
agreed to pay to Moody’s Investors Service, Inc. for credit ratings opinions and services rendered by it fees ranging from $1,000 to approximately $5,000,000. MCO and Moody’s
Investors Service also maintain policies and procedures to address the independence of Moody’s Investors Service credit ratings and credit rating processes. Information regarding
certain affiliations that may exist between directors of MCO and rated entities, and between entities who hold credit ratings from Moody’s Investors Service and have also publicly
reported to the SEC an ownership interest in MCO of more than 5%, is posted annually at www.moodys.com under the heading “Investor Relations — Corporate Governance —
Director and Shareholder Affiliation Policy.”
Additional terms for Australia only: Any publication into Australia of this document is pursuant to the Australian Financial Services License of MOODY’S affiliate, Moody’s Investors
Service Pty Limited ABN 61 003 399 657AFSL 336969 and/or Moody’s Analytics Australia Pty Ltd ABN 94 105 136 972 AFSL 383569 (as applicable). This document is intended
to be provided only to “wholesale clients” within the meaning of section 761G of the Corporations Act 2001. By continuing to access this document from within Australia, you
represent to MOODY’S that you are, or are accessing the document as a representative of, a “wholesale client” and that neither you nor the entity you represent will directly or
indirectly disseminate this document or its contents to “retail clients” within the meaning of section 761G of the Corporations Act 2001. MOODY’S credit rating is an opinion as to
the creditworthiness of a debt obligation of the issuer, not on the equity securities of the issuer or any form of security that is available to retail investors.
Additional terms for Japan only: Moody's Japan K.K. (“MJKK”) is a wholly-owned credit rating agency subsidiary of Moody's Group Japan G.K., which is wholly-owned by Moody’s
Overseas Holdings Inc., a wholly-owned subsidiary of MCO. Moody’s SF Japan K.K. (“MSFJ”) is a wholly-owned credit rating agency subsidiary of MJKK. MSFJ is not a Nationally
Recognized Statistical Rating Organization (“NRSRO”). Therefore, credit ratings assigned by MSFJ are Non-NRSRO Credit Ratings. Non-NRSRO Credit Ratings are assigned by an
entity that is not a NRSRO and, consequently, the rated obligation will not qualify for certain types of treatment under U.S. laws. MJKK and MSFJ are credit rating agencies registered
with the Japan Financial Services Agency and their registration numbers are FSA Commissioner (Ratings) No. 2 and 3 respectively.
MJKK or MSFJ (as applicable) hereby disclose that most issuers of debt securities (including corporate and municipal bonds, debentures, notes and commercial paper) and preferred
stock rated by MJKK or MSFJ (as applicable) have, prior to assignment of any credit rating, agreed to pay to MJKK or MSFJ (as applicable) for credit ratings opinions and services
rendered by it fees ranging from JPY125,000 to approximately JPY550,000,000.
MJKK and MSFJ also maintain policies and procedures to address Japanese regulatory requirements.

REPORT NUMBER 1300421

7          20 September 2021 Islamic finance - Middle East: Islamic banking in Oman to continue its strong growth trend

http://www.moodys.com


MOODY'S INVESTORS SERVICE FINANCIAL INSTITUTIONS

CLIENT SERVICES

Americas 1-212-553-1653

Asia Pacific 852-3551-3077

Japan 81-3-5408-4100

EMEA 44-20-7772-5454

8          20 September 2021 Islamic finance - Middle East: Islamic banking in Oman to continue its strong growth trend


