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COUNTRY REPORT – SULTANATE OF OMAN 
I. Background

The Year 2012 marks the completion of over four decades of His Majesty Sultan Qaboos Bin Said’s leadership, where the Sultanate of Oman, witnessed the most spectacular development of the economy and met all major challenges. The year also marks completion of 25 years, of glorious existence of Muscat Finance under the guidance of Board of Directors. Over the years, Muscat Finance has evolved itself into a formidable non-banking finance company and has set an uninterrupted track record of superior, sustainable and enviable performance. As the Sultanate builds itself from a glorious past and prepares for more prosperous future, Muscat Finance too, envisages, to continue its journey for reaching even greater heights in the coming decades. 

II. Economic Trends Year 2012 
Oman’s economic progress continued at a healthy rate in 2012. With the prevailing high crude oil prices, in the international market, the country ended with a huge surplus as against the anticipated deficit in the government’s budget. As per IMF the GDP growth will continue to be 5% in 2012, and it is anticipated that the growth may slow to around 3.9% in 2013. A major challenge on the horizon is creation of employment for large number of graduates. This is currently being addressed by the Government. However, the job is extremely challenging and would require a substantial role to be played by both the public and private sectors, specially the small & medium size businesses, who are more likely to be a major source of work. The medium term outlook for economic growth is broadly positive.
III. Oman Budget 2013
Based on preliminary press report, the National Economy is expected to post a 7% growth in the State Budget 2013. The revenue is estimated on budgeted oil price of UD$85 (average daily production of 930,000 barrels) with a deficit pegged at RO.1.7 bill (5% of GDP). On the expenditure side, the financial allocation for government ministries and development programmes have been raised by approx 30% to complete infrastructure projects underway, like ports, airports, roads, water, sewerage network and projects at Al Duqm Special Economic Zone. The expenditure also includes the allocation for training of 16,000 job seekers. H.E. The Minister responsible for financial affairs, expects the deficit to be covered by higher than budgeted oil prices, obviating the need to borrow or withdraw from reserve fund. 

IV. Current Market Description/ Growth of the Industry
The demand for asset addition and equipments also grew in line with the improvement in the performance of the country, especially with the huge expenditure in infrastructure development program such as: Roads, Airports, and Ports sector; Health and Education sectors: Agricultural and Fisheries sector and Tourism sector. The increased requirement of equipments resulted in increased financing opportunities for the leasing industry.
As at December 2012 the leasing industry comprised 
V. Constraints and Opportunities
***************************
Budget 2012


Revenue : The general revenue is estimated to reach US$ 23 Bill, in the new financial year of 2012 with a rise of US$ 4 Bill or 21% compared to the last year’s revenue of US$ 19 Bill. The oil revenues are calculated at an average price of US$75 per barrel and average daily production of 915,000 bpd (as against 896,000 bpd in 2011).

Expenditure : The general expenditure approved in the budget amounts to US$ 26 Bill an increase of 9% over the revised expenditure in 2011. When compared with the original expenditure approved in the plan this translates to an increase of 23%. 


Deficit : The government has been able to reduce the budgeted deficit from US$ 4.8 Bill in the revised 2011 budget to US$3.1 Bill in 2012 budget. This has been possible primarily on account of the oil revenues during 2012 being based on average oil price of US$75 per barrel as against US$58 reflected in the original 2011 budget. The actual average oil price realized in the first ten months of 2011 was approximately US$102 per barrel resulting in a budget surplus of approximately US$2.16 Bill during that period. An amount of US$1.8 Bill out of the 2011 budget surplus is being used to finance the 2012 deficit.
VI. Oman Economy

The Sultanate has also been successful in attracting foreign direct investment (FDI) in recent years. According to the Omani government’s “Foreign Investment Report 2005-09”, FDI increased from US$4.13bn in 2005 to US$13.14bn in 2009, the latest year for which government information is available.

Oman’s economy has long been dependent on hydrocarbons, and activities in that sector accounted for 46.45% of GDP in 2010. However, economic diversification was the focus in 2011. The government has acknowledged the need to continue moving towards a knowledge-based, service-oriented economy.


The Eight Five Year Plan : The eighth five-year development plan, which serves as an economic blueprint for the 2011-15 period, was introduced in January of last year. The planned development expenditure has been revised upwards from US$112 bn to US$140 bn. This is due to the additional obligations resulting from financial decisions taken by the government during 2011 in response to the social requirements including providing unemployment allowance, improving living standards and creating new employment opportunities. The eighth five-year plan also emphasizes developing several non-hydrocarbons sectors, including industry, tourism and agriculture. Industry expansion – particularly in the metals segment – has been a highlight of 2011. Oman has a strong record as an exporter of minerals and quarried goods.
 
Population & Omanisation : Given the country’s relatively young population – 22% of Omanis are between the ages of 15 and 24 – the plan places significant focus on employing locals, particularly in the private sector. Omanis made up 16% of the private-sector workforce in 2010, an issue the government hopes to address by promoting education and training initiatives, as well as through the development of small and medium-sized enterprises.


The government has also been pushing an Omanisation policy, which maintains that Omanis must account for a set minimum percentage of employees in a company on a sector by sector basis. In 2011 the government raised the minimums for companies in the insurance sector from 45% to 65%, and for leasing industry from 75% to 80%. These requirements must be met by the end of 2012.


Islamic Banking : In a significant development, His Majesty Sultan Qaboos Bin Said approved the establishment of Oman’s first Islamic bank. As the Sultanate had been the only gulf country without Islamic Banks, many financial institutions were eagerly awaiting the chance to offer Sharia – Compliant Services. The Central Bank of Oman (CBO) is working on the regulatory and legal framework for Islamic banking and finance. A circular issued by the CBO on 15 June 2011 allows the conduct of Islamic banking in the Sultanate through exclusive Islamic banks or through windows of existing licensed banks. The first draft regulations developed by Ernst & Young were unveiled to the CEOs of the banks and leasing companies in Jan 2012. With US$388.6m in capital, Bank Nizwa will be Oman’s first fully fledged Islamic bank, expected to open in early 2012. Additionally, Bank Al Izz, which is currently a lender under formation, was awarded a licence in August to operate as an Islamic bank.

Muscat Securities Market (MSM Performance) : In line with the global trend, the MSM index declined 15.7% during the year 2011. The market capitalization was also down by 5% during the year 2011 with financial services sector being the top loser. 

Tourism Sector : Further expansion is forecast in other sectors, with tourism a particular area of focus. Revenue in the sector is expected to increase by more than 70% over the coming decade, to $7.5bn, up from an expected $4.4bn in 2011, according to the World Travel & Tourism Council. With Muscat chosen as the Arab Tourism Capital for 2012 by the Arab Tourism Ministers Council, it is likely the sector will show a further revenue boost in the coming year, particularly given its relative stability in a time of regional unrest.

Challenges : While growth has been targeted – and is expected – in many sectors, the government will still face certain difficulties in the coming years and its efforts may be hampered by continuing disturbances in the region. Encouraging greater number of Omanis to seek employment in the private sector continues to pose a challenge, as could inflation which is indicated at an estimated 4%. 


Inspite of these challenges, Oman has laid out a solid economic plan for the coming years and will likely continue to attract FDI with its increasingly favourable business environment & economic resilience.
VII. Leasing Industry:


The leasing industry in Oman is two decades old with first two leasing companies (Muscat Finance Company{MFC} & National Finance Company {NFC} ) MFC incorporated in 1987 celebrating its Silver Jubilee Year


The industry is characterized by six NBFCs who are well capitalised and financially strong. In addition, few local commercial banks as well as major automobile distributors continue to finance customers “in-house” in the retail and SME segment which is primary target market of NBFCs. The total leased assets as on Dec 31, 2011 reached US$1.5 bn (previous year US$1.3). The industry managed to reach closer to the level of assets which had been prevailing before the down turn in 2008. 


The Apex Bank has mandated that the capital be doubled from the present USD 25 Mill to USD 50 Mill progressively by 2012 and thereafter by US$2.5 mill annually for the next five years. The transactions are almost exclusively full pay-out finance leases with the business distributed almost equally between personal financing for automobiles and “corporate” financing by way of equipment leases, mainly for the construction, equipment hiring and transportation sectors. Project financing, working capital financing and debt factoring constitute a small part of some NBFCs’ portfolios. The main clientele for the “corporate” finance business is the SME sector. 

Basic drivers for the leasing industry:
· Leasing companies primarily cater to the SME and retail sectors with major exposure to vehicle loans – both private as well as commercial. The basic drivers continue to remain the same viz public transport, population growth – major local population between the age range of 15–24 years entering the job market and rise in expatriate inflow, increasing construction activities and general economic expansion, which have made the leasing sector as one of the preferred sectors over the last few years which saw increase in balance sheet build-up and bottom-line profits. 
· These key drivers remained subdued during the first half of year 2011, however, buoyed by two leasing companies aggressive asset addition resulted in substantial growth in leasing portfolio industry-wise. Overall the 6 leasing companies have grown assets and bottom-line profits in varying percentages.


Constraints: 

· Excessive supply through professionally managed NBFCs, Banks and suppliers of equipments and automobiles.
· Restrictive license from regulatory authority.
· The high indebtedness of the local population and resource deprived SME sector. 

· The aggressive in-house financing by major automobile dealers, (particularly the Korean brands) and launching of a very aggressive scheme by one of the local banks. 
· Difficult regulatory framework with reference to collection of receivables, repossession and disposal of assets.

Opportunities:
· Projected growth in the economy through infrastructure development resulting in demand for equipment financing.
· Diversification of economy to non-oil sector (transportation, trading and tourism sector) creates demand for financing. 
· Government’s effort at developing a national work force, increasing employment of young Omani Nationals thereby creating opportunities for retail financing programmes. 

Others:
· Fairly insulated economy resulting in low impact on account of global down-turn and has already shown signs of early revival through increase in off-take of credit. 
· Economy although predominantly dependent on oil and gas revenue, however, has planned for increase in non-oil sectors which augurs well for growth and improved performance.
· Government committed to substantial new infrastructure developments in addition to those ongoing under Seventh Plan. 
V. Economic outlook for 2012:        

· The economy is expected to grow by 7% in real terms.

· Oman’s expansionary budget for 2012 – deficit of $3.12bn (reduced from US$4.8 bn in the previous year) -- based on an oil price of $75/bbl.
· Gross revenue at $23bn, reflecting an increase of 21% over the 2011 budget.

· Oil & Gas revenue contributes 82% of total revenue, growth of 23%.

· Expenditure at $26bn, -- up by 10% over previous year.

Aiming for a long term consistent growth as envisaged by the 8th Five Year Plan, the Oman Government’s budget for 2012 is a catalyst to achieve the performance during the plan period. 
Ajit Engineer, Chief Executive Officer Muscat Finance Co Ltd (SAOG).
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