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I. EXECUTIVE SUMMARY

In the first half of 2004, the global economy has been stronger than anticipated. Both US
and Japan economies have showed signs of improvement than previously anticipated. Even
Europe is finally beginning to show signs of recovery despite stalling reforms. With
expectations of a downturn, China is currently tightening its fiscal and monetary policies.
However, in other Asian regions, economic growth has shown a sharp improvement.

Brunei Darussalam’s economy is projected to expand by 2.2% in Q1 2004 year-on-year,
mainly due to increased performance in a number of goods-producing and services-
producing industries. The Qil and Gas Sector, forecasted fo account for 53.3% of the
economy'’s fotal GDP, contracted by 0.5% year-on-year but expanded by 1.4% relative to Q4
2003. For the Non-0il and Gas Sector, an expansion of 5.4% is anticipated mainly due to
improvements in the Fishery: Non-Qil Mining, Quarrying and Manufacturing; and Wholesale
and Retail Sectors.

Total exports in Q2 2004 decreased by 3.3% while total imports increased by 21.7% thus
showing a decline in the economy’s trade balance. As 80% of total exports is attributed to
the Oil and Gas sector, this decrease in trade balance is mainly due to the drop in oil exports
despite an increase in oil price of USD$35.58 per barrel in Q1 2004 (compared to
USD$32.00 per barrel in Q4 2003). Total international reserves (Brunei Currency and
Monetary Board's external assets plus IMF gquota subscriptions and holdings of SDR) stood
at B$1,207 .4 million, which is equivalent to 5.2 months of imports.

Brunei Darussalam's 2004/5 Budget was released on 1% April 2004 with estimated revenue
at B$3,938.3 million (15.9% increase) and budgeted expenditure reaching B%4,990.3 million
(0.8% increase). Fiscal position of the economy improved in Q2 2004, experiencing a
provisional surplus of B$472.9 million despite the slight reduction in Government Revenue.
Total Government Revenue decreased by 2.9% to B$1,357.5 million, of which 53.5% was in
the form of Tax Revenue. Total Government Expenditure decreased by 38.1% to B$884.6
million mainly due to reduced Capital Expenditure by 41.8% followed by a reduction in
Current Expenditure of 37.4%.

In the monetary sector, the Brunei Dollar continues to strengthen against the US Dollar since
December 2001 reaching B%1.7163 in June 2004. Broad money increased by 11.5% year-
on-year. However, on quarterly basis broad money increased by 10.3% to BS2,440.9 million
compared to B37,652.4 million in Q1 2004. Deposit interest rates dipped slightly in this
quarter which was a direct result of the reduction in rates by one particular bank. Total
assets and deposits of the Banking Sector grew by 12.4% and 9.0% respectively, while total
loans expanded by 3.1%. However, the NPL ratio dropped to 13.1%, being the lowest ever
achieved in the past vear.




II. GLOBAL SHORT TERM ECONOMIC OUTLOOK"

OVERVIEW

s (lobal growth for the first half of 2004 has proven fo be higher than forecasted but a moderate
grotwth is expected for the second half.
« Real global GDP growth is predicted at 4.0% for 2004, with a slowdown in 2005.

The global economic upturn in 2004 began stronger than anticipated, although some
moderation in the second half of the year is expected. Real global GDP growth is predicted
at 4.0% for 2004 while a slow down to 3.2% may occur in 2005.

Figure 2.1: Annual GDP Growth {2002 - 2005} Figure 2.2: Quarterly GDP Growth (1996 — 2004)
for the US, Europe and Japan Economies for the US, Europe and Japan Economies
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In the first half of 2004, US growth, forecasted to be at 4.5%, was strong and remains above
the trend. Although there was a long awaited improvement in employment figures
confirming the economy's recovery, this also exerts inflationary pressure (wage demand pull
inflation). The weaker than expected US payrolls in June (112,000 vs expectations of
250,000) was probably a one-off weakness (dragged down by the manufacturing sector) in
contrast with improving data for the first half of the year.

Growth in the second half of 2004 is expected to drop to 4.0%. This is due to the US
Federal Reserve's tightening cycle of a 25 basis points rate hike to 1.25%, which began in
June, and fading fiscal stimulus, which ended in April.

Even Europe, which has been somewhat of a laggard to the US, is finally beginning to show
signs of recovery despite stalling reforms. The European Central Bank (ECB) has left rates
on hold in June, in line with market expectations. The most recent projections see a slightly
higher forecast for inflation in 2004 and 2005, while growth projections have been revised
down slightly.

" Data and information in this section was oblained from Bloomberg, Brunel Investment Agency (B14) and International
Economics Weekly (7 Juna 2004} National Australia Bank,
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On the other hand, the UK remains a robust economy assisted by buoyant consumers and
the strong housing market, thus justifying further rate hikes by the Bank of England.

Japan currently experiences both a cyclical as well as a structural turnaround. The Japanese
economy is strengthening faster than initially anticipated, helped by unexpected strong
consumption plus solid exports and capital expenditure, The Bank of Japan should maintain
its current policy regime of 0%.

However, China is on a tightening mode, laying the grounds for a soft landing. Recent data
suggest that the measures are finally taking effect although there is still the risk of a hard

landing.

Figure 2.3: Monthly Foreign Exchange Index (July 2002 — July 2004)
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Economic growth in the other Asian regions may have peaked and a more moderate pace of
expansion is likely to follow in the second half of 2004, The softer outlook largely stems from
concerns about the outlook in China and higher US interest rates.

The US dollar, otherwise on a weakening trend, is stabilising for the moment supported by
improving economic data and a shift in interest rate expactations. In addition, there has been
a recent narrowing in the US ftrade deficit due to export growth ouipacing imports,
particularly exports to China and Taiwan.

Qil prices above US$40 per barrel are a concern. If it persists at this level, it may drag down
global growth. Geopolitics is currently in transition, with the US presidential election and Iraq
being in the spotlight.




ITII. REAL SECTOR DEVELOPMENTS

OVERVIEW

o For 2004, the Oil and Gas Sector is forecasted fo account for 53.3% of GDP.

o Od and Gas Sector is forecasted to grow by approximately 2.7% in 2004 due to increased
production of crude oil and LNG.

s Average oil price for Q1 2004 was US§ 35.59.

Brunei Darussalam's real GDP growth rate is forecasted at 2.9% for 2004. The economy is
projected to grow by 2.2% in Q1 2004 year-on-year. Relative to Q4 2003, the economy is
estimated to grow by 2.5%. This expansion was mainly due fo increased performance in a
number of goods and services-producing industries. The Oil Sector continues to be the main
component with a forecasted 53.3% share of GDP. Correspondingly, the MNon-oil sector,
which can be divided into the Government Sector and the Private Sector, will contribute
23.4% and 23.3% towards GDP in 2004,

Figure 3.1: GDP at Constant prices
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Figure 3.2: GDP by Oil and Non-0il Sector at Constant Prices
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OIL AND GAS SECTOR

In Q1 of 2004, the price of crude oil averaged at US$35.59 per barrel, an increase of 11.2%
from the previous quarter and also an increase of 6.6% from Q1 of the previous year. In Q1
2004, the Qil and Gas Sector contracted by 0.5% vyear-on-year but expanded by 1.4%
relative to Q4 2003. The strengthening of the US dollar and increases in the price of oil and
LNG will boost further the performance of Brunei Darussalam's GDP.

Figure 3.3: Oil and Gas Production and Prices
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NON-OIL AND GAS SECTOR

The Non-Oil and Gas Sector is estimated to register an expansion of 5.4% in Q1 2004 year-
on-year. This was mainly due to improvements in the Fishery; Non-0il Mining, Quarrying and
Manufacturing; and Wholesale and Retail Sectors. Compared to Q4 2003, estimated growth
for the Non-Oil and Gas Sector is 3.6%.

Figure 3.4: Non-0il Sector GDP Percentage Change
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The Agricultural Sector declined by 0.5% in Q1 2004 compared to Q1 2003, this was due to
a fall in the production of vegetables. This sector also declined by 3.5% compared fo Q4
2003. The Fishery Sector, however, showed significant growth of 119.5% year-on-year and
116% relative to Q4 2003. This was conftributed by the increased output of small-scale
fishermen.

The Banking and Finance Sector grew by 3.8% from the previous guarter but contracted by
9.5% in comparison to Q1 2003. Total interest income from loans and advances was
B%114.8 million in @1, a decrease of 10% compared to the same period a year ago but an
increase of 5% from the previous quarter.

The Insurance Sector also declined in Q1 2004 compared to Q4 2003, registering a
contraction of 18.1% and relative to Q1 2003, the decline was estimated at 5.2%. Total gross
premium collection by Islamic Insurance (Takaful) Companies was B$8.1 million in Q1 2004
compared to BS8.2 million collected in the previous quarter. A similar trend was also
apparent in the perfformance of conventional insurance companies as they only collected
B%24.4 million in Q1 2004 compared to B$ 31.5 million in Q4 2003,

The Non-Oil Mining, Quarrying and Manufacturing Sector recorded growth of 24.7%
compared to Q1 2003. This was contributed by double-digit growths in the production of
ready-made garments, roofing materials and switchboards. In comparison to Q4 2003, this
sector expanded by about 6.6%.

The Transport and Communication Sector grew at an estimated 2.8% in Q1 2004 compared
to the same period in the previous year and relative to Q4 2003, this sector contracted by
6.2%. The improved year-on-year performance was mainly due to better performance in the
sea transport sub sector. The volume of cargo handled grew by 45.5% in Q1 2004 compared
to a year ago. The number of passenger boats licensed also increased during the same
period. The air transport sub sector however registered a slowdown whereby air passengers
were down by 9.2% in Q1 2004 compared to Q1 2003, Airfreight cargo and aircrafts
movements were also down by 9.6% and 10.1% respectively during the same period.
However, airmail cargo rose by 20.1% during the same period.

The communications sub sector showed some mixed signals. Mobile phone subscribers and
volume of postal articles handled registered an expansion of 16.1% and 19.0% respectively
in Q1 2004 compared to Q1 2003. On the other hand, international call duration and internet
services subscribers contracted by 44.5% and 3.6% respectively year-on-year in the quarter
under review.



INFLATION

The average Consumer Price Index (CPI) recorded for Q1 2004 was 100.7, an increment of
0.7% relative to the figure recorded for Q4 2003. This was attributed to minor changes in the
prices of significantly weighted commodity groups: Food & Non Alcoholic beverages
(+0.9%); Housing, Water, Electricity & Maintenance (-0.1%); Housing Goods & Operations
(+0.1); Transport (+1.4%); Recreation & Entertainment (-0.6%). However, relative to the
same period last year, CP| increased by only 0.2%.

Figure 3.5: Monthly Inflation Rate
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OUTLOOK FOR THE REST OF 2004

There is optimism for continuous economic growth for both the Oil and Gas Sector and the
Mon-0il and Gas Sector during the course of the year. Market demand for oil and LNG
export will continue to remain strong due to the strengthening of regional economies namely
China, Japan, South Korea and ASEAN. Favourable oil and LNG prices will further add to
the growth of Brunei's economy. '

The Non-0il Private Sector is expected to post further growth during the rest of 2004 as this
sector has continuously expanded during the previous two quarters. This was brought about
by upbeat performance of the manufacturing sector, particularly in the production of
garments and construction-related materials. The performance of the Wholesale and Retail
Sector has been encouraging and there is optimism that this will continue on throughout the
year. Other sectors which are expected to contribute to growth are the Fisheries, Banking &
Finance and Insurance Sectors.




TABLE 3.1 : Brunei Darussalam: REAL SECTOR INDICATORS
Gross Domestic Product by sector

1906 1997 1398 1980 2000 2001 2002  2003(s)  2004(f)
{In million of Brunei dellars)

GDP at current prices 74086 76281 6530 Ti447 T4411  T48189  THESLT 82365  BTEO.2
Oil gector 28853 29017 21302 26E81 2SI 27VTY 28366 32790 38006
Mon-oll sactor 47223 46364 438 44580 44900 49842 43151 48570 SIER6

Govarmment sector 1.905:0 1.7132 17639 17836 18036 18555 19288  1.83645 19849
Private sactor 28173 28237 26308 26730 26864 228086 28853 30205 2 HBT

GOP at constant prices 39515 40038 30306 40314 41452 42716 43923 45320 46654
Qil sector 21454 22623 20853 21800 22305 22640 23364 24205 24859
Mon-oil sector 1,806.1 16315 18743 18803 19147 20077 20558 21124 2179.5

Govemment sector 8470 BOT4 4553 968.3 8827 10243 106821 1.065.9 1085.5
Private sector 8591 341 19,0 2.0 g22.0 936.4 293.8 10465  1087.0
(% Growth Rate)

GDP at current prices 3n (125 8.3 4.1 05 23 1.5 6.5
Ol sactar 114 (285 257 o4 (1.5 44 156 87
Mon-oil sector {1.8) (5:2) 14 07 6.1 11 28 43

Govemment sactor {10.1) 30 1.4 1:1 28 4.0 0.3 5
Private sachor 3.8 {10.0) 1.8 05 8.3 (0.8) 4.7 5.4

GOP at constant prices 36 (.00 25 28 3.0 28 32 29
il sctor 34 {9:1) 45 7 15 3.2 3.6 27
Mon-oil sectar 14 23 03 1.8 49 24 zr 32

Gevarnmant seclor (5.2) 6.5 14 25 729 4.0 04 25
Private sector a7 (1.6 (0.8} 1.1 7.0 o4 53 38

Memorandum items:

GDP par capita at current prices

(BS thousand) 252 73 211 225 229 25 225 236 241

Source; Depariment of Economic Planning and Develogment, Prime Minister's Office
Quartery data is not available for this sector


























































