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ABSTRACT 

Commercial banks occupy a central and important position in the financial system of any country.  Oman is one 

of the developing country in the GCC that focuses economic diversification in order to reduce oil dependency. 
Commercial banks directly and indirectly support for the economic activity in a remarkable way. They are 

considered as an integral part in the financial system due to its dynamic role in economy economic. In Oman, 

SMEs are contributing around 16% for GDP and they are one of the major sources of employment. By 

understanding the SMEs contribution for Oman economy, many commercial banks designed financial support 
and services to specially to meet the requirement of SMEs. The commercial banks financial support to 

industries acts as a catalyst and also supports the Oman Government’s initiative to diversify the economy which 

is oil dependent. 
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INTRODUCTION 

Commercial banks occupy a central and important position in the financial system of any country.  These banks 

provide financial services to industries and customers by setting up a network of branches. They provide a 
broader range of services like accepting of demand deposits, issuing cheques, providing loans and services to 

businesses and consumers, purchasing and selling foreign exchange etc. (RAO, 2017) 

Oman is one of the developing country in the GCC that focuses economic diversification in order to reduce oil 
dependency. The government initiated National Program for Enhancing Economic Diversification (Tanfeedh) 

for economic diversification. The program targets tourism, agriculture and fisheries, transportation and logistics, 

mining and energy, and manufacturing sectors to diversify its economy as the key area for diversification. 
Banking and financial industry is vital sector for any economy. Particularly, commercial banks plays a major 

role and contributes for the economic development of any nation. An efficient financial system is essential for 

sustainable economic growth. Commercial banks directly and indirectly support for the economic activity in a 

remarkable way. They are considered as an integral part in the financial system due to its dynamic role in 

economy economic. 

In Oman, there are 17 commercial banks. Out of which 10 are branches of foreign banks and 7 are locally 

incorporated. The locally incorporated commercial banks are National Bank of Oman, Bank Muscat, Oman 
International Bank, Al Ahli Bank, Bank Dhofar, Oman Arab Bank and Bank Sohar. Trade services and cash 

management is the primary objectives of Omani commercial banks. They provide financial support for larger as 

well as small & medium enterprises apart from individuals. In Oman, SMEs are contributing around 16% for 
GDP and they are one of the major source of employment. By understanding the SMEs contribution for Oman 

economy, many commercial banks designed financial support and services to specially to meet the requirement 

of SMEs. Some of the notable services are Bank Muscat’s Al –Wathbah and National Bank of Oman’s Tijarati 

SME banking. 

OBJECTIVES OF THE STUDY 

1. To know the functions of commercial banks in general 

2. To find out how the banks in Oman function to contribute to the national economy. 

REVIEW OF LITERATURE 

(Dudhe, 2017) examined the contribution of commercial banks in the development of the economy.  Banks 

being central constituents of financial system are the most effective way to produce the credit flow of finance in 

markets. Meanwhile, banking businesses like many other financial services face a hastily shifting market, 
innovative technologies, financial fears, horrible competition and particularly more demand from the customers. 

The fundamental aim of their study is to empirically inspect the role of Indian banks in assets creation and 

economic development. They recommend that monetary authorities should effectively manage the maximum 
lending of banks. This will result in increased investment activities which will improve the wealth formation in 

India required for its real sector investments and industrial development. 

 



International Journal of Advance and Innovative Research   
Volume 6, Issue 4 (V): October - December, 2019 
 

2 

ISSN  2394 - 7780 

(Kumari, 2017) opine that the banks play a valuable role in stimulating economic growth by organizing the 

monetary resources of the public and by making them flow into the fruitful channels. They feel that Indian 

banks are at present playing a very dynamic role in promotion of economic growth of the country. In this study 
a comparison is made between rural areas and urban areas and is found that the urban areas are more developed 

due to more credit flow to these areas. So, it means that flow of credit can bring improvement and it will lead to 

the economic development of the country. 

(Imola Driga, n.d.) Healthy operational banks promote economic growth, in the meantime poorly working 

banks are a hindrance to economic development and intensify poverty.  Maximum experts, consider that though 

economic development in Romania between 2011 and 2013 has depended on exports and in 2014-2015 most 

perhaps will be based on underutilized business production capabilities, in medium and long term the economy 
desires suitable funding sources like capital market, foreign direct investment and so on. Better access to 

finance can benefit current businesses to develop and new businesses to enter the marketplace, which in turn 

facilitates progress at the comprehensive level. 

According to (Bollard, 2011) banks play a significant role in helping economic development and it is worth 

replicating on the experiences that have been gained from the worldwide economic crisis and the experience of 

the New Zealand monetary system in the recent years. Any contemporary monetary system promotes economic 

progress and the development in standard of living by catering numerous services to the rest of the country. It 
includes clearance and settlement methods to simplify trade, directing monetary assets between savers and 

borrowers, and several products to deal with risks and uncertainties. In general, several functions can be 

delivered by banks or other financial institutes or right away by capital markets. Banks specialize in evaluating 
the credit value of borrowers and affording an enduring monitoring function to guarantee borrowers meet their 

debts. Further, banks provide payment and settlement facilities which are essential for households, industries 

and other financial organizations to discharge their day-to-day dealings. 

(Felicia Akujinma ANYANWU, 2017)  studied the influence of commercial banks lending on economic growth 

of Nigeria from 1986 to 2015 by precisely determining the effect of commercial banks lending on real gross 

domestic product and index of industrial manufacture. The result displays that commercial banks’ lending has 

noteworthy effect on real gross domestic product and real gross domestic product.  Industrial production was 
not considerably affected by commercial banks’ lending activities. The study shows that for attainment of long 

term development and expansion of the Nigerian economy, commercial banks’ lending is very essential as the 

extraordinary interest rate charged by commercial banks’ continue a hazard to the positive impact of banks’ 
credit to the country. They consider that Central Bank of Nigeria must carry out regulation to end banks from 

giving loans and advances to a specific sector which is, oil and gas to increase credit flow to other important 

sectors, particularly agriculture and industries to improve their influences to gross domestic product of Nigeria. 
The fiscal policy of the Central Bank of Nigeria ought to supplement fiscal strategies of the government to 

decrease the level of inflation in Nigeria, with regard to its adverse influence on index of industrial production. 

(Emecheta, 2014) studied the effect of bank credit on economic progress in Nigeria by using the reduced 

procedure of vector autoregressive (VAR) technique by means of time series statistics from 1960 to 2011. 
Existing gross domestic product (GDP) is the dependent variable and substitution for economic growth whereas 

bank credit to the private sector (CPS) to GDP ratio and broad money (M2) to GDP ratio were substitutions for 

monetary gauge and financial deepness correspondingly. The findings shows that there is a substantial 
constructive relationship between bank loans to the private sector, broad money and economic development. 

This finding suggests that the bank association and recapitalization implementation was a wanted growth and 

more steps must be taken to guarantee the consistency of the banking segment. 

(Aniekan O. Akpansung, 2010) examined the correlation between banking sector credit and economic progress 
in Nigeria from the years 1970-2008. The causative relations between the pairs of variables of interest were 

proven using Granger causality test whereas a Two-Stage Least Squares (TSLS) approximation technique was 

used for the regression. The outcomes of the study show that private segment credit influences positively on 
economic progress over the period of study. But, lending rate obstructs progress. A small rate of increase of the 

credit size is not only a indication of feeble economic progression, but can also be one of its reasons. 

(Ishioro, 2017) explored the banking sector developments and economic progression using time series data from 
1970 to 2013 for the Nigerian economy. The findings indicate that the interest rate margin is more important 

than other variables in the model in explaining the banking sector reforms and economic development. Banking 

sector loans to the private sector was adverse and statistically unimportant in economic development in Nigeria. 

It indicates that the size of the banking sector does not augment economic progress. Meanwhile, inflation is 
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negatively and statistically significant in economic growth. The length of banking sector reforms should be 

well-defined and stringently followed to regardless of changes in the Government of the country. 

(Barua, 2015) examined the association between financial growth and economic development by means of 
panel data for five developing South Asian countries - Bangladesh, India, Nepal, Pakistan and Sri Lanka. The 

diverse panel data is collected from the World Bank for the years 1974 to 2012. Economic development is 

denoted by GDP growth rate, and for Financial Growth, five main variables were used: (1) Domestic loans 
given by Financial Segment, (2) Entire Debt Services, (3) Gross Domestic Savings, (4) Broad Money, and (5) 

Trade Balance. The findings show that that increase of total debt services and domestic savings have substantial 

effect on economic progress of these nations. Remarkably, broad money, trade balance and domestic credit have 

no significant impact on raising economic development which is commonly bewildering. 

(Demetriades, 1996) inspected the link between bank credit and economic development in Nigeria by taking 

into consideration the total bank credit provided to the production sector, general commerce sector and services 

sector. Time series data for the years 1983-2012 were fitted into the regression equation by means of various 
econometric methods like stationarity test by using Augmented Dickey Fuller (ADF) and Johansen Multivariate 

Co-Integration Test.  The findings of the study reflects that the total bank credit to production, general 

commerce and services sectors have a positive connection with the gross domestic product. Likewise, the VEC 

model result displays that connection runs from bank credit to the GDP. 

NATURE AND FUNCTIONS OF COMMERCIAL BANKS IN OMAN: 

Financial organization and Service organizations are considered key to the success of countries. The 

commercial banks of Oman takes pride by offering a variety of international banking services in Oman. Banks 
of Oman try in narrowing the gap visible in the Standard of Living (SOL). Vision 2020 highlights the 

importance of regional development within Oman, by diversifying the economy by providing greater 

involvement of the private sector. The banking sector has soared to greater heights in terms of its services 

offered. (Tarawneh, 2006) 

Currently as per the annual report of CBO Central Bank of Oman (December 2018) there are 7 local banks, 9 

foreign banks, 2 specialized banks and 8 Islamic banks currently functioning in The Sultanate 

Table no-1: Banks licensed in Oman 

Local Banks Specialized Banks Islamic Banks Foreign Banks 

(Commercial Banks) 

1. Bank Dhofar SAOG 

2. Bank Muscat SAOG 
3. National Bank of Oman 

SAOG 

4. Oman Arab Bank SAOC 
5. Ahli Bank SAOG 

6. HSBC Bank Oman SAOG 

7. Bank Sohar SAOG 

1. Oman Housing 

Bank SAOC 
2. Oman 

Development 

Bank SAOC 

1. Bank Nizwa 

2. Al Izz Islamic 
Bank (S.A.O.G) 

1. Bank Melli Iran 

2. Bank of Baroda 
3. Bank Saderat Iran 

4. Habib Bank Limited 

5. Standard Chartered Bank 
6. State Bank of India 

7. Bank of Beirut 

8. Qatar National Bank 

Source: Central Bank of Oman (CBO) 

According to the official data it has been revealed that the top 3 financial institutions contribute around 62% of 

the total sector assets while leading institution (Bank Muscat) accounts for 37.26. % of the total sector assets 

(The Business year 2015) 
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CBO (Central Bank of Oman), the nation’s central bank is the single integrated regulator of the banking and 

financial services sector in the country and supervises licenses and regulates all specialised banks and financial 

and leasing companies and money exchange companies in the Sultanate. 

FUNCTIONS OF COMMERCIAL BANKS IN OMAN 

A. Primary functions 

The primary functions of commercial banks include: 

1. Accepting of deposits: Deposits of various forms are accepted from people, businesses and other exhibits 

in the form of (a) Saving deposits, Time deposits and current deposits 

2. Lending of Funds: Another important activity is lending funds to customers in the form of loans and 

advances, cash credit, overdraft and discounting of bills etc. 

B. Secondary functions 

Banks act as agents’ in 

a. Collecting bills, draft, cheques 

b. Paying insurance premium, rent, loan instalments 

c. Working as representatives for a customer for purchasing or redeeming securities 

d. Acting as executors/administrators/trustees 

e. Preparing income tax returns etc. 

General utility services 

a. Issuing debit and credit cards 

b. Locker facilities 

c. Transfer cheques etc. 

Top commercial banks and Services in Oman: 

1. Bank Muscat (Established in 1982):  services include retail banking, treasury, investment, asset 

management and private banking. 

2. Bank Dhofar: (Established in 1992) provides services on areas of retailing, treasury investment and 

corporate sectors. 

3. National bank of Oman founded in 1972 offers services on areas of retail banking commercial banking, 

wholesale banking and acts a funding centre, 

4. Alizz Islamic Bank: formed in the year 2012 focusses mainly on retail banking, treasury and corporate 

banking services. 

5. Oman Arab Bank:  Established in 1972 works with four segments Retail banking, support, Islamic 

banking and unallocated functions 

6. Bank Nizwa: (founded in 2012) the focus of the bank is on three segments- retail banking, corporate 

banking treasury and investment banking. 

7. Ahli Bank: (founded in the year 1983) the main functional segments of the bank includes 

1) Corporate banking, treasury and investments 

2) Retail banking 

8. Bank Sohar: (established in 2007) the major services provided include retail banking, wholesale banking, 

government and project finance syndication, treasury, Islamic banking and investments. 

9. HSBC Oman: is one of the oldest foreign banks in Oman, founded in the year 1948, works in four 

segments- commercial banking, retail banking, wealth management and global banking markets. 

10. Islamic Banks and Windows :( Rules of Islamic Banking in Oman : Islamic banks in Oman offer sharia 

compliant products through their branches and windows. 

CONCLUSION 

From the study, it is evident that Bank Muscat is the major commercial bank in the country and there are nine 

major banks apart from Bank Muscat. These 10 major banks has more than 76% of the total bank Assets. They 
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provide financial support not only to large industries but also small and medium scale industries which are 

considered as the engines of growth of any economy. These banks by providing support to the small and 

medium enterprises help in the growth of the economy.  The commercial banks financial support to industries 
acts as a catalyst and also supports the Oman Government’s initiative to diversify the economy which is oil 

dependent. 
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