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Abstract 

This paper critically evaluates the Central Bank of Oman’s (CBO) monetary policy 

framework in the context of aligning with sustainability objectives, particularly those outlined 

in Oman’s Vision 2040. It examines how monetary tools, regulatory mechanisms, and 

financial technologies (FinTech) can be leveraged to promote green finance and support 

Sustainable Development Goals (SDGs). Drawing on best practices from global central 

banks, the study proposes a strategic framework to strengthen Oman’s financial sector in 

facilitating sustainable development. It further identifies the key challenges and opportunities 

faced by the CBO in embedding sustainability into its monetary strategies and offers 

actionable policy recommendations aimed at building a resilient and future-oriented financial 

ecosystem. The research underscores the increasing global shift towards sustainable finance 

and the critical need for central banks to align monetary policies with long-term 

environmental and economic objectives. 

Keywords:Central Bank of Oman, Sustainable Development Goals (SDGs), Monetary 

Policy, Financial Regulation. 

1. Introduction 

The adoption of the 2030 Agenda for Sustainable Development by the United Nations has 

emphasized the need to harmonize economic policy with sustainability objectives. As pivotal 
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institutions in shaping national economies, central banks are increasingly recognized for their 

role in promoting sustainable growth by facilitating investment in sectors aligned with the 

Sustainable Development Goals (SDGs). Traditionally tasked with ensuring price stability 

and preserving the integrity of the financial system, central banks are now expanding their 

mandates to incorporate sustainability considerations in response to the escalating impacts of 

climate change and environmental risks. 

Monetary policy, a core instrument of central banking, has become a vital channel for 

influencing not only economic stability but also sustainable development outcomes. Across 

the globe, several central banks are advancing this agenda by promoting green financing, 

introducing sustainability-linked bonds, and embedding climate risk assessments into 

regulatory oversight. 

Within this evolving global landscape, the Central Bank of Oman (CBO) is assuming a 

proactive role in integrating sustainability into its monetary and financial policy framework. 

As Oman advances towards the goals outlined in Vision 2040, the CBO is leveraging its 

authority to steer the national financial system toward more inclusive and environmentally 

responsible growth. Through regulatory interventions, interest rate policies, and oversight of 

financial institutions, the CBO is helping to cultivate a resilient and forward-looking 

economy. 

Sustainability is now a core pillar of financial systems globally, driven by the imperative to 

combat climate change, protect natural resources, and reduce socioeconomic disparities. It is 

no longer just an ethical priority but an economic necessity for long-term resilience and 

inclusive growth. In this context, the CBO's commitment to supporting SDG-aligned 

businesses, enhancing green finance frameworks, investing in capacity building, and 

fostering strategic partnerships is instrumental in transforming Oman’s financial landscape 

into a model for sustainable development. 

2. The Central Bank of Oman’s Monetary Policy Framework 

The Central Bank of Oman (CBO) plays a foundational role in maintaining monetary 

stability, fostering a resilient financial sector, and supporting sustained economic growth. 

Within the framework of a fixed exchange rate regime, the CBO primarily focuses its 

monetary policy on price stability, exchange rate management, and liquidity regulation, all 
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while contributing to the broader goal of economic diversification as outlined in Oman Vision 

2040. 

The fixed peg of the Omani Rial (OMR) to the US Dollar (USD) serves as a cornerstone of 

the country’s monetary strategy. Maintaining this peg is essential for anchoring inflation 

expectations, attracting investment, and reinforcing macroeconomic stability. To sustain the 

peg, the CBO utilizes effective liquidity management, supported by robust foreign exchange 

reserves and a sound, well-regulated banking system. Complementary fiscal policies 

implemented by the government also play a crucial role in supporting the peg. 

Given the constraints imposed by the fixed exchange rate, the scope for autonomous 

monetary policy is limited. Nonetheless, the CBO exerts influence over domestic monetary 

and credit conditions through targeted monetary, regulatory, and credit tools, responding to 

shifts in economic indicators and the evolving financial environment. The movement of 

broad money and credit in the system is largely influenced by GDP patterns, fiscal 

expenditure, and fluctuations in aggregate demand. 

While interest rates in Oman operate within a deregulated environment and follow global 

benchmarks such as LIBOR, the CBO retains the authority to impose ceilings—particularly 

on personal loans—to safeguard consumers and adjust to economic trends. Monetary policy, 

in this context, functions as a macroeconomic management tool, balancing the supply and 

demand for money through price mechanisms, notably interest rates. 

Traditionally, central banks have used interest rates as a lever to curb inflation or stimulate 

growth. A tight monetary stance—reflected in higher policy rates—can counter inflationary 

pressures and overheating, while a loose monetary stance—via rate cuts—can support 

economic recovery during downturns. In Oman’s case, monetary policy decisions are shaped 

significantly by the dynamics of the fixed exchange rate, as well as domestic liquidity and 

inflation conditions. 

To ensure effective monetary transmission, the CBO employs several instruments, including: 

 Fixed Exchange Rate Policy: Pegging the OMR to the USD stabilizes the currency, 

builds investor confidence, and maintains low inflation. 

 Liquidity Management Tools: Instruments such as Open Market Operations 

(OMOs), reserve requirements, and standing lending facilities are used to maintain 

liquidity equilibrium. 
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 Reserve Requirements: Commercial banks are mandated to hold a specific portion 

of their deposits, ensuring liquidity and systemic stability. 

 Interest Rate Alignment: Interest rate trends are influenced by the US Federal 

Reserve, ensuring coherence with the peg and international monetary trends. 

 Financial Sector Oversight: The CBO maintains regulatory standards for capital 

adequacy, risk management, and anti-money laundering (AML) to uphold sector 

stability. 

While these mechanisms are primarily aimed at ensuring macroeconomic stability, the 

transition toward a sustainability-oriented monetary policy calls for the adoption of 

innovative financial instruments and regulatory enhancements. In alignment with Oman 

Vision 2040, the CBO is increasingly expected to embed sustainability objectives into its 

policy toolkit—through the promotion of green finance, climate risk assessment, and support 

for SDG-aligned investments. 

3. Conceptual Framework 

The framework evaluation of existing policies finds the gaps and develops strategies for CBO 

to support sustainable finance in Oman that align its regulatory mechanisms and monetary 

policy tools with sustainability goals, especially when it comes to financing companies that 

support Oman's Vision 2040 and the Sustainable Development Goals (SDGs) of the UN. 

 

Figure-1 Conceptual Framework diagram – Central Bank of Oman & Vision 2040 

Aligning Monetary Policies with Sustainability 
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Monetary Policy Instruments 

 Interest rate tools 

 Reserve requirements 

 Open market operations: These tools can be adjusted to influence capital flow towards 

green sectors (e.g., green refinancing rates or sustainable asset purchase programs). 

Sustainable Financial Systems 

 A financial ecosystem that encourages responsible, inclusive, and environmentally 

aligned investments. 

 Linked directly to ESG integration and climate risk management. 

Financing SDG-Compliant Businesses 

 Green SMEs 

 Renewable energy projects 

 Circular economy enterprises (Increased funding for entities that align with SDGs.) 

CBO Regulatory Initiatives 

 Green finance guidelines 

 ESG reporting standards 

 Stress testing for climate risk 

Vision 2040 Objectives 

 National sustainability goals 

 Economic diversification 

 Private sector empowerment 

Islamic & Green Finance Tools 

 Sharia-compliant instruments (green sukuk, impact funds) 
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 Sustainability-linked bonds and carbon credits 

Technological Innovations 

 FinTech platforms for sustainable lending 

 AI for ESG risk analytics 

 Blockchain for green bond transparency 

International Collaboration & Knowledge Sharing 

 Partnerships with global central banks and institutions (e.g., IMF, BIS, UNDP) 

 Access to technical expertise and green capital flows 

4. Sustainability and Monetary Policy Alignment 

The Vision 2040 of Oman prioritizes sustainable development and economic diversification. 

The CBO has implemented measures to promote green finance; however, obstacles persist in 

the complete integration of SDG principles into the financial system. The integration of 

sustainability into monetary policy is a discipline that is relatively new but is rapidly 

evolving. The potential of central banks to influence sustainable development through 

regulatory frameworks, green financing, and risk management practices has been emphasized 

in studies. 

4.1 The CBO’s current monetary policies and their alignment with sustainability. 

The Central Bank of Oman (CBO) operates under a fixed exchange rate regime, pegging the 

Omani Rial (OMR) to the US Dollar (USD). This arrangement constrains the CBO’s capacity 

to pursue an independent monetary policy, as domestic interest rates are largely influenced by 

shifts in U.S. Federal Reserve policy. For instance, in November 2024, the CBO lowered its 

repo rate by 25 basis points to 5.25%, following a similar move by the Federal Reserve. 

Despite these limitations, the CBO actively utilizes a mix of monetary, regulatory, and credit 

instruments to address domestic economic needs. In February 2025, the Bank introduced a set 

of regulatory reforms aimed at strengthening the banking sector’s contribution to economic 

diversification and sustainability. These measures are projected to unlock over USD 25 

billion in financing for non-oil sectors over the next five years—supporting non-oil GDP 

expansion and creating employment opportunities for Omani nationals by 2030. 
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A notable milestone was reached in October 2024, when the CBO issued a circular 

encouraging financial institutions to advance sustainable finance initiatives. This included 

issuing green financial instruments, expanding investments in sustainable assets, and 

providing green loans for environmentally responsible projects. The directive also stressed 

the importance of training financial sector personnel to embed Environmental, Social, and 

Governance (ESG) principles into operational practices.In tandem, the CBO is in the process 

of finalizing a comprehensive climate risk management framework, offering banks structured 

guidelines to assess and mitigate climate-related financial risks. This regulatory initiative is 

tightly aligned with the sustainability objectives laid out in Oman Vision 2040, which seeks 

to transition the national economy towards a more resilient, inclusive, and green model. 

Complementing these measures, the CBO launched its Open Data Initiative, enhancing the 

availability of economic, financial, and monetary indicators to the public. This initiative 

promotes transparency, supports evidence-based policymaking, and aligns with the country’s 

long-term ambitions for economic diversification and sustainable development. 

Together, these actions underscore the CBO’s growing commitment to integrating 

sustainability into monetary policy and financial sector governance. By aligning its strategies 

with Vision 2040, the CBO is positioning itself as a catalyst for environmental responsibility, 

economic resilience, and inclusive prosperity in the Sultanate of Oman. 

4.2 Regulatory initiatives for sustainable banking and green investment. 

The Central Bank of Oman (CBO) has taken significant strides to embed sustainability within 

the financial sector, implementing key regulatory measures aimed at encouraging green 

finance and environmentally responsible banking practices across the Sultanate. 

4.2.1 Circular on Sustainable and Green Financein October 2024CBOissued a circular 

encouraging licensed banks to support green and sustainable finance.  

 Develop and issue green or sustainable financial instruments 

 Channel investments into environmentally sustainable assets 

 Extend green loans and financing products for projects with positive ecological 

impact 

The circular also places emphasis on the training of banking personnel to incorporate 

Environmental, Social, and Governance (ESG) factors into day-to-day operations, thereby 

fostering a culture of responsible banking aligned with global sustainability standards. 
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4.2.2. Development of a Green Finance Framework 

To create a more structured pathway for green investment, the CBO is in the process of 

formulating a dedicated regulatory framework for green finance within the banking sector. 

This initiative is intended to enhance transparency, investor confidence, and accountability, 

thereby attracting both domestic and international capital for sustainable development 

projects. 

4.2.3. Climate Risk Management Integration 

Acknowledging the financial risks posed by climate change, the CBO's 2023 Financial 

Stability Report highlighted the need for: 

 Strengthening climate-related risk assessment mechanisms 

 Enhancing banks’ analytical tools and risk management frameworks 

These measures aim to safeguard the financial system against long-term environmental risks 

and support the development of a resilient green finance ecosystem. 

4.2.4. Open Banking Regulatory Framework 

As part of its broader innovation agenda, the CBO approved a regulatory framework for open 

banking in December 2024. While primarily designed to foster innovation and efficiency in 

the financial sector, this move also supports sustainability by promoting transparency, 

competition, and access to environmentally conscious financial products. 

4.3 The role of financing Mechanisms in Advancing SDG- Aligned Businesses through 

Islamic Finance in Oman 

Achieving sustainable development in Oman necessitates a robust and inclusive financial 

ecosystem that promotes green investments and supports businesses aligned with the 

Sustainable Development Goals (SDGs). The Central Bank of Oman (CBO) is playing a 

pivotal role in this transition by integrating Islamic finance—known for its ethical 

foundations and focus on social equity—into the broader sustainability agenda. 

1. Climate Risk Regulatory Framework 

The CBO is in the final stages of establishing a comprehensive regulatory framework aimed 

at managing climate-related financial risks. This initiative is designed to guide banks in 

adopting effective governance strategies that align their operations with climate resilience 

and environmental sustainability goals. 

2. Enhancing Access to Sharia-Compliant Financial Products 
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To broaden the impact of Islamic finance, the CBO is working on a licensing system that 

enables finance and leasing companies to provide Sharia-compliant financial services. This 

approach aims to diversify the financial sector while supporting investment in industries that 

contribute to sustainable and inclusive development. 

3. Sharia-Compliant Liquidity Management Tools 

Recognizing the importance of liquidity tools in Islamic banking, the CBO is developing a 

dedicated Islamic treasury platform. This platform will introduce instruments such as Islamic 

treasury bills and Sharia-compliant lender-of-last-resort facilities, thereby enhancing financial 

stability and enabling longer-term funding for sustainable projects. 

4. Open Data and Financial Transparency 

Through its Open Data Initiative, the CBO is enhancing transparency and enabling public 

access to real-time, machine-readable economic and financial data. This commitment to open 

data supports informed, data-driven decision-making, empowering both investors and 

policymakers to direct capital toward SDG-aligned ventures. 

Additional Strategic Measures Supporting SDG Financing 

In addition to its Islamic finance initiatives, the CBO is implementing broader sustainability-

oriented strategies: 

 Green Bonds & Sustainable Financing: Encouraging banks and financial 

institutions to issue green bonds and channel resources into environmentally 

sustainable projects. 

 Incentives for ESG Investments: Promoting investments in line with 

Environmental, Social, and Governance (ESG) criteria by offering tax incentives 

and preferential interest rates for ESG-compliant businesses. 

 Climate Risk Integration in Financial Portfolios: Requiring banks to incorporate 

climate risk assessments within their investment strategies and risk management 

practices. 

 Public-Private Partnerships (PPPs): Facilitating collaboration between government 

bodies and private sector entities to mobilize resources and accelerate progress 

toward the sustainability goals outlined in Oman Vision 2040. 

5. Challenges in Financing SDG-Compliant Businesses 



Conference Proceedings of International Conference on Sustainable Development Goals – 

Challenges, Issues & Practices organized by TMIMT – College of Management, Teerthanker 

Mahaveer University, Moradabad, Uttar Pradesh. 25th & 26th April 2025. TMIMT 

International Journal (ISSN: 2348-988X) 

 

 

Page 1  ICSDG-CIP 2025   25th – 26th April 2025 

Despite its potential, aligning monetary policies with sustainability presents several 

challenges for the CBO: 

 Absence of clear policies on green finance integration within the monetary 

framework. 

 Lack of knowledge among businesses and investors regarding SDG-compliant 

financing options. 

 Reluctance from traditional financial institutions to adopt green financing due to 

perceived risks and uncertainty. 

 Economic dependencies on non-renewable sectors may pose challenges in 

transitioning to a green economy. 

 High upfront costs are associated with green projects. 

 Lack of standardized metrics for measuring SDG compliance. 

6. Opportunities 

These are areas where Oman’s financial sector and the Central Bank of Oman (CBO) can 

capitalize to support SDG-compliant growth: 

 Sustainable Growth Potential – Leverage Oman’s growing interest in green and 

sustainable investments to support long-term economic growth. 

 Green Finance, Investments and Green Banking – Opportunity to establish a 

comprehensive framework that links sustainability goals with monetary policy 

instruments. Potential to introduce tax benefits and lower capital requirements to 

make green finance more attractive. Encourage banks to develop eco-friendly 

financial products and services. 

 Technology Integration – Use of emerging technologies like blockchain and AI to 

improve transparency and efficiency in sustainable finance. 

 Development of New Financial Instruments – Introduce tools such as 

sustainability-linked bonds and carbon credits to diversify green investment options. 

 Access to Global Capital – Partnering with international financial institutions to tap 

into funding and technical know-how for green finance. 

 Alignment with Vision 2040 – Build policies that contribute directly to national 

sustainability and economic diversification goals. 

7. Recommendations 



Conference Proceedings of International Conference on Sustainable Development Goals – 

Challenges, Issues & Practices organized by TMIMT – College of Management, Teerthanker 

Mahaveer University, Moradabad, Uttar Pradesh. 25th & 26th April 2025. TMIMT 

International Journal (ISSN: 2348-988X) 

 

 

Page 1  ICSDG-CIP 2025   25th – 26th April 2025 

These are specific actions proposed to strengthen the CBO’s role in promoting sustainable 

finance: 

 Developing a Green Finance Roadmap – Establish a strategic framework that 

integrates sustainability into monetary policy, aligned with Oman’s Vision 2040. 

 Incentivizing Green Investments - Providing preferential interest rates for 

sustainable projects and businesses. 

 Enhancing Regulatory Frameworks - The CBO should introduce mandatory ESG 

reporting requirements and provide incentives for financial institutions that prioritize 

sustainable investments. Implementing stricter ESG compliance measures for 

financial institutions. 

 Capacity Building and Awareness Programs - Educating financial institutions and 

businesses on the benefits of SDG-aligned investments. Training programs and 

workshops should be organized to enhance the understanding of sustainable finance 

among stakeholders. 

 Strengthening Collaboration – CBO shouldengage more deeply with international 

bodies and peer central banks to share expertise and resources. 

Leveraging Digital Innovation – Promoting FinTech adoption to support green finance 

initiatives. The CBO should encourage the development of new financial products, such as 

green sukuk and impact investment funds, to attract a broader range of investors. 

8. Conclusion 

Aligning monetary policies with sustainability is essential for Oman’s long-term economic 

resilience and environmental stewardship. The Central Bank of Oman (CBO) plays a pivotal 

role in driving this transition by fostering SDG-compliant businesses through regulatory 

reforms, green finance mechanisms, and digital financial innovation. Oman’s monetary 

policy framework is designed to maintain macroeconomic stability, support financial sector 

resilience, and promote sustainable growth. While the fixed exchange rate regime ensures 

economic stability, the CBO is actively adapting its policies to respond to emerging priorities 

like sustainable development, climate risk, and financial inclusion. 
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The CBO has made notable progress in integrating sustainability into its regulatory and 

policy frameworks. However, there remains untapped potential in areas such as regulatory 

innovation, capacity building, and cross-border collaboration. Advancing these areas will 

enable the CBO to accelerate Oman’s transition toward a green economy and broaden access 

to climate-aligned investments. Oman’s Vision 2040 provides a comprehensive roadmap for 

achieving economic diversification and environmental sustainability. The success of this 

vision depends heavily on strengthening green finance, embedding ESG principles into 

banking supervision, and leveraging digital technologies like FinTech, AI, and blockchain to 

enhance financial transparency and inclusion. 

Despite external challenges such as oil price volatility and fiscal imbalances, Oman’s policy 

mix—spanning monetary, fiscal, and social domains—positions the country for sustainable 

progress. By embracing sustainable finance and innovative financial instruments, the Central 

Bank of Oman can help establish a resilient and future-ready financial ecosystem aligned 

with both national and global development goals. 
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