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ABSTRACT

Islamic banking can be defined as a banking systhioh is in consonance with the sprit, ethos arlderaystem
of Islam and its operations are governed by thesraind principles laid down by Shari'a which meéms way to the
source of life’. Islamic banks do business juse ltkeir counterparts on the conventional side, withdifference that all
their operations and businesses are conducteccorgance with the rules and principles prescribethb Shari'a and the

code of behavior called for, by the Holy Quran.

Islamic banking has been gaining tremendous poipulaver the years, and not just in the Middle Esst South
East Asia, but even in the UK. Nearly non-exist&dtyears ago, the global Islamic finance indusag hssets forecast to
cross $1.8 trillion in 2013, up from $1.3 trilliom 2011, according to Ernst & Young's World IslamBanking
Competitiveness Report 2013.

Though a late entrant in the field of Islamic bangki the Sultanate’s banking sector is poised towgro
Since, the announcement to open the Islamic Bam)11, the banking sphere in Oman has witnesssitiygoactivity

with the launch of separate full-fledged Islamioksas well as new Islamic outlets of the converatie reputed banks.

Today, with the advent of Islamic Banks, the bagkimndscape of Oman is changing. The operatiorslafriic
banks along with the conventional commercial baanks specialized financial institutions is set toyide better services

which are religiously appropriate to the custonard boost financial inclusion in the country.

The paper shall briefly describe the banking langecemerging with the advent of Islamic banks aleitg the

conventional commercial banks.
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INTRODUCTION

The banking sector in Sultanate of Oman has emeagaxhe of the strongest sectors in the econontgriicg to
the credit and banking services needs of the ecpndhe banking structure has played a very impaontale in promoting

the economic development and diversification ofébenomy.

The banking landscape of the Sultanate today isemgdof various commercial banks, specialized bamids
Islamic banks with Central bank of Oman at the apesition. The Islamic banks are the latest addlitio this

landscape-the authorization coming in 2011 to leeipe.
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Established in December 1974, the CBO started eskegcits full powers from 1.April.1975. The bantaged
with an initial capital base of Omani Rial (OR) 1lioh and reached to OR 500 million in 2010.Thereasing funds of
the CBO has enabled it to carry out its functiond eope up with the developments in the local abernational monetary
and financial fields (CBO, 2014).

The Central bank of Oman (CBO) works as centrakbainthe Sultanate of Oman, which is responsible fo
issuing, supervising circulation and maintaining thternal and external value of the Oman curreheyOmani Rial
(OR). It acts as a single integrated financial tegu for Oman’s financial services industry comsprg of Oman’s
commercial banks, specialized banks, finance cormapafeasing companies and money exchange housasolacts as
depository agency for the government of Oman asd atts as the advisor of the Government in ecanomitters in

general and monetary and financial matters in aer (CBO, 2014).

Islamic banking was incorporated into Oman’s bagksystem in 2011.Prior to that the banking landsoap

Oman was dominated by conventional commercial bddkh local and international and specialized faiahbanks.

Central Bank of
Oman (CBO)

This is as shown in Figure 1.
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Figure 1: The Banking Landscape in Oman: Pre Advenbf Islamic Banks

There were 17conventional commercial banks at thé ef 2011, of which 7 were locally incorporated
and 10 were branches of foreign banks. These bapksated through 461 local branches, 11 foreigmdiras
and 2 representative offices abroad. Of the 7 dtdmbsanks, 6 were listed on the Muscat Securitiexkdt (MSM).
All commercial banks are privately owned, with tB®vernment having minority stakes in a few (CBO,1P0

The details of conventional commercial banks arehasvn in Table 1.

Table 1: Conventional Commercial Banks in Oman asm31.December.2011

Locally Incorporated

Commercial Banks Foreign Banks

Bank Muscat HSBC Bank Middle East
National Bank of Oman Standard Chartered Bank
Oman International Bank Habib Bank

Oman Arab Bank Bank Melli Iran

Bank Dhofar Bank Saderat Iran

Bank Sohar Bank of Baroda

Al Ahli Bank State Bank of India

National Bank of Abu Dhabi
Bank of Beirut

Qatar National Bank
Source: CBO Annual Report 2011

Impact Factor (JCC):2.3519 Index Copernicus Value (ICV): 3.0
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Besides these conventional banks, there were 2rgments owned specialized banks namely-Oman Housing
Bank and Oman Development Bank operating with avol¢ of 22 branches. 6finance and leasing compaie€£s)
licensed by the Central Bank were engaged in lgadiite purchase, debt factoring and similar abssed financing.
They operated with 34 branches, all based in O8&0Q( 2011).

In the year 2011, following the royal directiveslamic Banking services were authorized in Oman \&ack

made available from 2012 onwards.
Islamic Banking

Islamic banking has been gaining tremendous poipulaver the years, and not just in the Middle Emsd South
East Asia, but even in the western countries. Neaoh-existent 30 years ago, the global Islamiarite industry had
assets forecast to cross $1.8 trillion in 2013fram $1.3 trillion in 2011(Ernst & Young, Decemiiz012).

Islamic banking can be defined as a banking systhioh is in consonance with the sprit, ethos aridevaystem
of Islam(GIIBC, 2014) and its operations are goeeripy the rules and principles laid down by Shawfsich means
‘the way to the source of life’. Islamic banks daskmess just like their counterparts on the corigeat side,
with the difference that all their operations angsinesses are conducted in accordance with the arid principles
prescribed by the Shari'a and the code of behaated for, by the Holy Quran which calls for ahgel prohibition on the
payment and receipt of interest(Mirakhor & Khan,9Q@PNhile, conventional banking is essentially based the
debtor-creditor relationship between the deposiamd the bank on one hand, and between the borscamer the bank on
the other. The Islamic banks are based omitigue concept of profit and loss sharing with ¢stomers by way of

various Shari'a compliant financing and investmewots (The National Bank of Ras Al Khaimah, 2014).
The governing principles of an Islamic bank arearigjbased on the following:
* The absence of interest-baseihd) transactions;
e The avoidance of economic activities involving cgg®ion gulm)
e The avoidance of economic activities involving sgation @gharar);
e The introduction of an Islamic tazakat);

 The discouragement of the production of goods asmlices which contradict the Islamic valukarfaam)
(Mohammed & Manijula, 2012).

The growth of Islamic banking can be traced toye&f's in Egypt, where micro lending institutionsarsed
working on Islamic principles. The proper functiogiof Islamic banks started in 1975, when KingddnSaudi Arabia,
established Islamic Development bank in Jeddah. fisiag oil prices and religious faith in Islam tber, have
contributed significantly to the growth of Islanbanks (Imam & Kpodar, 2010). Today Islamic bankfimgncial activity
has become a material part of the global finarsgaVices industry. The major geographic marketdrarg Kingdom of
Saudi Arabia, United Arab Emirates, Malaysia, Kuw#@ahrain, Qatar and Turkey which are based oanisfaith
(Cyril, Cyril, Alexander, & Bhatnagar, 2012).IslacrBanks are not limited to countries of Islam faittey have spread
across to some western countries—notably among #remUnited Kingdom, Germany, France and UnitedeStaf
America (Kern, 2011).
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The Islamic Banking system has three main typgdayfers, viz:

* Full-Fledged Islamic Banks: These banks are either fully independent entitiesubsidiaries of conventional

banks, holding banking licenses.

» Islamic Windows of Conventional Banks: These are secluded Islamic banking departmenthinwithe

conventional banks.

» Islamic Finance CompaniesThese companies focus on supplying Shari’'a-compfiaancing products such as

auto and home finance, and are not allowed toit#tkeests (Cyril, Cyril, Alexander, & Bhatnagar,12).
The first two players are active in Oman’s banKemgdscape today.
Islamic Banking in Oman

Historically, the growth in Islamic banking has hedriven by the needs of retail banking customeeking to
borrow and invest in accordance with their persoahgious beliefs. This holds true today as wBksides individuals,
increasingly corporations too want to conduct mlaficial transactions in accordance with Sharilaer€ is evidence of
pressure from the public and shareholders in thedMiEast and Southeast Asia on corporations aveteigns to apply
Shari'a-compliant solutions (Peter, Philipp, Pefer& Haimari, 2008). The Sultanate of Oman beinlfliddle- eastern
Islamic country, having a predominantly young peagion which is sophisticated about financial sessicoffered,
commenced Islamic banking 2012 onwards.

Pursuant to the Royal Decree N0.69/2012, a newtiaddb Oman’s banking landscape commenced, whe@ CB
put in place the necessary legislations (Curtis320Since then, the banking sphere in Oman hasessed positive

activity with the launch of separate full-fledgestiaimic banks as well as new Islamic windows ofdtweventional banks.

Bank Nizwaand Allzz Islamic Bank are operating al-fledged Islamic banks-Bank Nizwa being the Ibkaizer
in this arena started in 2012, while Allzz formalyunched its operations in September 2013.Alldtieer conventional
banks(except one) have opened their Islamic wingdawsle taking the form of separate brands, alkélt under the

control of their conventional parent companies(@afBusiness Group, 2013).
A brief of Islamic windows of conventional bankgevating at present in Oman is presented in Table 2

Table 2: Islamic Windows of Conventional Banks in @han

Conventional Banks | Islamic Windows
Bank Muscat Meethaq
National Bank of Oman Muzn Islamic
Oman Arab Bank Al Yusr
Bank Dhofar Maisarah
Bank Sohar Sohar Islamic
Al Ahli Bank Al Hilal

Source: Websites of various conventional banks
The Way Forward

The year 2012 was marked some changes in bankimtydape of Sultanate —important among them were the
advent of Islamic banking and the merger of Omaerirational Bank with HSBC Bank Middle East Omaloranches to
form HSBC Bank Oman (CBO, 2014).

Impact Factor (JCC):2.3519 Index Copernicus Value (ICV): 3.0
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The advent of Islamic banking in Oman has changedanking landscape in Oman today, as shown hy ¢
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Figure 2: The Banking Landscape in Oman: Post Adverof Islamic Banks

At present, there are 7 local and 9 foreign coriveat commercial banks, 2 specialized banks, 2 -fiddged
Islamic banks and 6 Islamic windows of conventiobahks, besides the other components, which doenihat banking

landscape in Oman.

The advent of Islamic banks will meet the growimgial and economic needs of the country. These dank
expected to bring the hitherto uncovered segmetdsthe banking fold and give the existing cust@reechoice between
conventional and Islamic banks. Islamic bankingxpected to inject more liquidity in the local metk as individuals
seeking Shari'a compliant investment options wawddonger have to look abroad(Oxford Business Gr@0i.3), as they
will get the opportunities at home itself. The tsla banks shall promote financial inclusion andmote industrial and

economic development and diversification.

The Islamic banks have considerably changed th&ihgriandscape in Oman and are expected to expgand t
current market, bring in new customers and enhaoeepetition within and between Islamic banks andvemtional
banks. As such the way forward for the Omani bagkirena seems to have more options for both thgidlugls and

corporate and is expected to bring the benefitsaoking to all the sectors.
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