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ECONOMIC ENVIRONMENT                         

 

Oman’s state budget for 2016 revealed a more austere approach to government spending amidst a significant 

drop in global oil prices during 2015 that is extending into 2016. DME Oman Crude Oil price declined 42% for 

the year 2015 and 13% year to date (Cut of date 12th January 2016 - US$27.24pb).  Amongst the factors that 

have contributed to the bearish levels of oil prices are; Iran’s sanctions being lifted by the US that will result to 

additional oil supply flooded into the market, historically high US shale production, Opec’s policy to maintain 

production quotas at the same levels despite low oil prices, change in global oil supply demand dynamics, 

appreciation of the US dollar currency, lower growth in emerging markets specifically China and other 

additional geopolitical drivers. 

 

In this respect, Oman is not alone - governments across the GCC are reassessing their 2016 fiscal policy and 

adopting defensive postures to attain deficits at reasonable levels. Saudi Arabia for example has recently 

raised petrol prices by as much as 50%; the UAE is also cutting spending on subsidies as lower oil prices 

weigh on its fiscal balance. Furthermore on a regional level, an initiative is being pursued to implement a GCC 

wide VAT scheme. 

 

In light of the above, Oman’s government was also compelled to shift away from the fiscal expansion policy 

that saw expenditure consecutively increase for the last decade to a more cautious approach in 2016 budget. 

The budget for 2016 marks the first time in a decade to see government expenditure cuts across all categories 

of expenses.  
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BUDGET 2016 VS. BUDGET 2015                         

 

Total spending was slashed by 15.6% to RO 11.9 billion (2015 budget: RO 14.1 billion).  Of this, current 

expenditure represents 73%, while 27% is attributed to investment expenditure. Investment expenditure saw 

a larger reduction of 28.8% relative to a 9.6% cut in current expenditure compared to the 2015 budget.  

Among the measures already implemented to curb subsidies by the government is the increase of fuel prices 

by up to 33% earlier this year. In principle Oman’s cabinet approved tax rises and fuel subsidy reforms, 

therefore further possible reforms are expected to be announced during the course of the year. 

 

Total revenue is budgeted at RO 8.6 billion with oil revenue based on an oil price of US$45 pb and daily 

average production of 990,000 barrels, compared to US$ 75pb assumed in 2015 budget.  

 

Average Oil Price US$  $45 $30 $50 

Fiscal Deficit 2016 (RO Billion) 3.3 4.82 2.79 

Source: Ministry of Finance, NBO Investment Research 
 

In retrospect, to place the current budget in perspective to previous budgets during low oil price environment 

we look at the last period when crude oil prices substantially dropped in 2008.  During mid-2008 it touched a 

peak of US$140pb before it fell to US$40pb levels towards the end of 2008. Subsequently, the government 

pursued with an expansionary policy for 2009 state budget with an 11% increase in budget spending, revenue 

assumption based on US$45pb, a budget breakeven oil price of US$55pb and a deficit of RO 800 million. 

Further reinforces the government’s departure from its previous expansionary fiscal policies. 
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BUDGET 2016 VS. ACTUAL 2015                           

 

The budget deficit has been narrowed from the actual recorded levels seen in 2015 (RO 4.5 billion) to RO 3.3 

billion in 2016. This has resulted in a saving of RO 1.2 billion that is 40% attributed to the increase of non-

petroleum revenues and 60% to spending cuts. Despite the austerity measures in place the budget deficit for 

2016 as a percentage of GDP remains high at 14.2% of the projected GDP for 2016, but is lower than the 

corresponding figure for 2015 (19.4%).  

 

Budgeted capital revenues have been increased by 25.1% from RO 1.958 billion achieved in 2015, which was 

19.4% lower than the budgeted figure, indicating that 2016 budgeted figure might also be vulnerable to 

downside risk. Oil and gas revenues are expected to drop further by 11% resulting in a 3.4% drop in total 

revenues from the recorded RO 8.9 billion in 2015. DME Oman crude oil prices averaged US$51.21pb in 2015, 

46% lower than the US$75pb oil price assumed in the budget and 12% higher than the budget assumptions in 

2016. 

 

 
Source: Ministry of Finance 
 

Total expenditure is projected to be cut by 11.2% (2015 Actual: RO 13.4 billion), with development 

expenditure of civil ministries reduced by 33.3% from RO 1.8 billion and capital and current expenditure for oil 

& gas production is to be reduced by 14.8% from RO 2.1 billion in 2015.  The largest contribution to deficit 

reduction is from development expenditure of civil ministries where the cut in absolute terms amounted to RO 

600 million that represented 50% of the RO 1.2 billion deficit reduction.  
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With respect to deficit funding, one observes that there is a change in the pattern to bridge the fiscal deficit: 

this year’s plan marks a constructive departure from last year’s excessive reliance on the nation’s strategic 

reserves (drawn down to finance 53% of the 2015 deficit) and on local and foreign borrowing (which financed 

47% of the 2015 deficit). In 2016, the strategic reserve continues to provide the largest source of funds to 

finance the deficit, but at RO1.5billion its share of the total drops to 45%. The balance of the 2016 deficit is 

financed through RO900million of international bond issuance (27%), RO300million of domestic bond issuance 

(9%) and RO600million of grants (19%). This provides a more diversified approach to financing the deficit and 

also reduces the burden on the strategic reserves (marginally) and domestic markets (significantly). 
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BUDGET 2016 NET IMPACT                       

 

One, the structure for financing the deficit could potentially ease local market liquidity by reducing the burden 

on it to fund the deficit, by higher allocation to be funded from the foreign market. This has the potential to 

free up liquidity in local money markets for use by the private sector to fund consumption spending and/or 

investment spending in productive assets that generate wealth. 

 

Two, the budget could potentially improve investor sentiment towards Oman sovereign risk by being seen to 

be dealing head-on with the challenges posed by weak global oil prices. Provided the plan is seen as credible, 

this could support investor appetite for Omani assets, lower the interest-rate curve and help mitigate the 

dilutive effects of austerity typically seen on growth potential. 

 

Three, on the negative side, it could, however, pressure private sector spending by raising taxes and reducing 

subsidies on staples like fuel, electricity and water. Larger outgoings on these non-discretionary items could 

potentially weigh on consumers and businesses spending on discretionary items – and ultimately weigh on 

prospective overall GDP growth – during 2016. 

 

Four, also on the negative side, potential pressure on inflation by raising the price of fuel although this will 

likely be a one-off, with potentially limited impact on long-term structural, endogenous inflation dynamics 

operating in the economy. 

 

Lastly, at the heart of the budget arithmetic is the assumption of US$45pb as the annual average crude oil 

price. While it is not too far off from the consensus oil price forecast of US$ 50pb in 20161, and above Oman’s 

average oil production cost of US$ 27pb2 and US$ 12.5pb3 operating cost, given current extreme levels of 

weakness in global crude oil prices, this leaves considerable scope for disappointment and further fiscal 

slippage.  

 

 

 

 

 

 

                                                           
1 Average forecasted oil price of; JP Morgan, Goldman Sachs, Barclays Investment Bank, Bloomberg, IMF, World Bank, EIA and EIU 

2Inclusive of capital expenditures for future production, as quoted by Ministry of Oil & Gas’s Undersecretary- Reported by Times of Oman, 28 January 2015. 

3 Only the cost of running the business and doesn’t include cost of financing future projects that don’t necessarily really produce anything today, as quoted by Ministry 

of Oil & Gas Undersecretary – Reported by Oman Observer, 29 August 2015 
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Source: Ministry of Finance, NBO Investment Research 
 

Of course, this risk too can be mitigated if the fiscal policy-making machinery adopts a pragmatic and flexible 

approach to mid-course correction in response to changes to its outlook. Incidentally, low oil prices are 

adversely impacting the other key external balance - the current account. The extent of the impact would 

expect to emerge in subsequent months. 

 

 
Source: Ministry of Finance, National Centre for Statistics and Information, NBO Investment Research Estimates. *2016 figure is average forecasted oil price of; JP Morgan, 
Goldman Sachs, Barclays Investment Bank, Bloomberg, IMF, World Bank, EIA and EIU. Notes: Oil Production Cost: Inclusive of some capital expenditures for future 
production, as quoted by Ministry of Oil & Gas’s Undersecretary- Reported by Times of Oman, 28 January 2015. Oil Operating Cost: Only the cost of running the business and 
doesn’t include cost of financing future projects that don’t necessarily really produce anything today, as quoted by Ministry of Oi l & Gas Undersecretary – Reported by Oman 
Observer, 29 August 2015. 
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DISCLAIMER  

The information and opinions in this report were prepared by the Investment Banking Division of the National Bank of Oman (SAOG) 
(NBO). This document is for the information and use of the recipient only. It is not to be reproduced or copied or made available to 

others. Under no circumstances is this report to be considered as an offer to sell or a solicitation to buy any security. NBO from time 
to time may perform buying or selling operations in the stocks of, or provide investment banking or other services to companies 
discussed in this report. This report is based on publicly available information. NBO makes every effort to use reliable, 
comprehensive information, but makes no representation that it is accurate or complete. 

NBO does not accept any liability for any direct or consequential loss arising from any use of material contained in this report. This 
report does not provide individually tailored advice. It has been prepared without regard to the individual financial circumstances 
and objectives of the persons who receive it. NBO recommends that investors independently evaluate particular investments and 
strategies. Recipients should note that investments in equity shares, preferred shares, bonds similar investments are subject to risks 
derived from fundamental factors related to the business and interest rates, currency rates, and many other macroeconomic and 
market factors. 

This risk includes the risk of complete loss of capital invested. In case any recipient is considering making an investment in any 
stocks or shares, before doing so it should obtain independent advice from its financial or legal advisors. Opinions in the report are 
subject to change based on new fundamental information or new analysis of existing fundamental information emerging, or due to a 
change in market price of the security. NBO reserves the right to alter its views without prior notice and is not under any obligation 

to publish its revised views or inform the recipients about the same. 
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