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FOREWORD

The Ministry of Finance is commitied to continuing its efforts in providing an enabling
climate for the economic and financial development of Brunei Darussalam. In this regard |
am happy the Ministry of Finance is launching an inaugural report entitled Brunei
Darussalam 2003 Fiscal and Monetary Review. This report is based on information
available as of end-danuary 2004. The new Fiscal and Monetary Review series will
comprise of an annual report followed by interim quarterly updates,

The objective of the report is to provide an overall macroeconomic assessment of
developments in Brunei Darussalam covering (a) economic output and inflation; (b)
external trade and balance of payments; (c) budget and fiscal policies; and (d) monetary
and financial sector developments. With respect to the first two areas, the report draws on
the work of Economic Planning and Development Department of the Prime Minister's
Office.

The Ministry of Finance hopes that the improved availability and understanding of key
fiscal and monetary developments in Brunei Darussalam will facilitate business decision
making, promote international investor understanding, and enhance consumer and public
awareness.

| would like to take this opportunity to thank the staff team of the Ministry of Finance,
particularly Dr. Nissanke Weerasinghe, Financial Expert, who has edited this inaugural
report of the Fiscal and Monetary Review. | would also like to thank the various
departments of the Ministry of Finance, Economic Planning and Development Department
and other agencies for their cooperation in this endeavor. Comments or suggestions
pertaining to this report are welcome, and should be directed to the Research and
International Division, Ministry of Finance; Commonwealth Drive, Bandar Seri Begawan
BB3910.

Dato Paduka Haji Yakub Abu Bakar
Deputy Minister of Finance
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I. EXECUTIVE SUMMARY

ECONOMIC BACKGROUND

The economy of Brunei Darussalam is heavily dependent on oil and natural gas. Presently
the energy sector accounts for 90% of total exports, 88% of government revenue, and
53% of GDP. Income per capita at B$22,500 is among the highest in the region. Reflecting
the earnings from its oil and gas endowment, the country has over the years built up a
comfortable international investment position.

Diversification of the economic base remains an important policy challenge. The
government provides a wide range of public services and employs over half of the labor
force. The non-cil private sector - mainly construction and services - accounts for about
40% of GDP. But growth in these sectors has in the past depended on government
development expenditures and the role of the private sector, while growing, remains
limited. A significant share of the labor force comprise of foreign workers, mostly
employed in low-skilled work.

The Currency Interchangeability Agreement between Brunei Darussalam and Singapore
has helped underpin Brunei's price and financial stability. Under the agreement, the Brunei
dollar is pegged to the Singapore dollar at one-to-one parity and provides for the
acceptance of each other currencies at par. Brunei Darussalam maintains a liberal
exchange and trade system.

RECENT ECONOMIC AND FINANCIAL DEVELOPMENTS

Economic activity has continued to recover from the recession of the late 1990s, while
inflation has remained firmly under control. Real GDP growth is estimated at 3.7% in 2003
(based on the outturn of the first three quarters), after growing at 3.4% in 2002. Growth in
2003 was supported by higher production of oil and gas, consumption-led growth in the
private sector, and the strength of the housing and real estate sector. The negative impact
of SARS on inward tourism was in part weathered by increased spending by Bruneians
locally. Meanwhile, government development expenditures contracted reflecting the slow
progress with project implementation. Unemployment in 2003 is estimated at 4.3%,
reflecting in part the mis-match in job opportunities and job expectations. Inflation
remained well under control, with CPI inflation running below 1% in 2003, similar to the
inflation trend in Singapore.



































































































