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EXECUTIVE SUMMARY

In line with the Government's continuous effort to diversify
the aconomy, Ministry of Finance has taken the initiative to
develop the domestic capital market by embarking on the
project to issue the first government securities known as
Brunet Dollar Short-Term Sukuk Al-ljarah, On the eve of
Hari Raya Aidilfitri, 3rd November 2005, His Majesty the
Sultan and Yang Di-Pertuan of Brunmei Darussalam
announced that Brunel Darussalam would be the first
islamic country to issue short-term Sukuk Al-ljgrah in
accordance with Islamic principles or Syara’. Sukuk Al-
ljarah is generally an altemative to conventional bonds that
involves the buying, selling and leasing of assets (e.g.
govemment buildings). The structure of Sukuk does not
involve any element of interest (Riba), which Is prohibited
in Islam, but instead the payment of rent for leased proper-
ties,

The issuance of the Sukuk Al-liarah is also aimed at
encouraging other entities in the country, Including major
corporations, to issue their own sukuk as an alternative
source of funding and thus encourage a higher level of
sophistication in modes of financing n the country,
Another objective of the project is to provide opportunities
for the public to invest in domestic financial products based
on |slamic principles.

The high prices of oil throughout 2005 have led to another
bountiful year for Brunei Darussalam. Both the fiscal and
external accounts were in huge surpluses, Inflation, as
reflected by the Consumer Price Index (CPI), continued to
be benign, as in the previous years.

In Q3 2005/08 (Sept'Ds — Dec'Dd), Brunel Darussalam
experienced 3 fiscal surplus of B3962.1 million.  Total
Government Revenue increased by 27.4 percent (y-o-y) to
B%2,201.8 million in O3 2005/06 from B%1,728.5 million in
03 2004/05. In terms of revenue composition, Tax
Revenus showed an increase of 455 percent (y-o-y) to
B%1,486.5 million which mainly reflected the rise in Tax
Revenue collection from the Oil/Gas Sector whereas Non-
Tax Revenue only increased slightly by 0.8 percent. Total
Government Expenditure declined by 7.5 percent (yv-o-y)
as a result of the decline in current expenditure.

Currency in circulation, expanded by 4.4 percent fo
BE600.7 millien, while M1 experenced a slight increase of
1.3 porcent. However, Quasi Money declined by 7.3
percent leading to overall decrease in Broad Money by 4.1
percent from the previous year. Interest rates are signifi-
cantly lower as compared o pravipus years.

In the Banking Sector, total assets Increased by 4.8
percent to $15,186.3 million. In May 2005, MOF issued a
directive 1o the Brunei Association of Banks which is aimed
primarily to reduce banks' exposure to personal foan.
However, non-performing  Ioans have continued to
increase o 12,2 percent by the end of 2005,



GLOBAL SHORT TERM ECONOMIC
REVIEW

For the year 2005, world GDP growth was estimated at
3.2 percent, a8 decraase from the 3.8 growth in 2004,
il prices continued to escalate and increased by 40.5
percent from the previous year reaching an average of
US%50.6 per barrel, although relatively low compared
to highs of the late 19705 and early 1980s,

High oil prices, rising short-term interest rates and an
unusually disruptive hurricane season contributed o
slowing growth in the United States to an estimatad 3.5
percent, compared with 4.2 percent the year before.
The slowdown was not as obvious as it could have
heen, because low long-term interest rates boosted
domestic demand, and the cumulative effect of past
dollar depreciations Improved net exports

In Europe the growth slowdown was less prominant,
but the expanszion, at an estimated 1.2 percent (1.1
percent in the euro Zone), was much weaker, The
relatively low oil-intensity of European economies, and
relaxed macroeconomic pollcy stance helps explain
why the slowdown in Europe was not more
pronounced.

In Japan, GDP was estimated to have increased 2.3
parcent. Rising domestic demand and household
incomes, as a result of tighter labour market conditions
and reduced industrial  restructuring,  having
compensated for much slower Chinese import demand.

Growth in developing economiss remaimed very robust
at an estimated 5.9 percent. In part this reflecis the
strong performance of China and India, where output
continues o expand at rapid rates (In excess of & and
ghout 7 percent, respactively)

Growth in China remained wery strong despite a
substantial slowing in both private consumption and
investment demand because exports continued to grow
rapidly, and import growth declined by half,. China
appears to have been a major beneficiary of the
expiration of quotas on lextiles, which contributed to
rapid export growth in the first half of the year. Since
then, the re-imposition of guotas by the United States
and the European Union (EL) will have attenuated this
positive force.

For other countries in the region, the slowdown in
Chinese imports, weak global high-tech demand and
elevated oil prices have translated into reduced export
growth, rapidly rising producer prices, and deterioration
in current account balances.

Economic activity In the Europe and Ceniral Asia
region decelerated sharply in 2005, with GDP
estimated fo register a 5.3 parcent growth, down from
7.2 percent last year.  Slower increases In ol
production, a psaking of the investment cycle
(especially among economies that recently joined the
EL), and less robust world demand for the region's
exports contributed to the slowdown, which was
particularly intense in & number of the larger
economies of the region.

Looking shead, the Increase in oil prices observed this
year is expected to slow global growth by about 0.3
percent In 2006 compared with what it would have
beean had prices remained stabla.
In the United States, the pace of the expansion is
projected to remain broadly stable, because the
negative effects of further expected increases in
interast rates and high oll prices will be offset by a
partly  deficit-financed  pickup  in post-burricans
investment, and additional increases in the contribution
aof the external sector to growth,

In Europe, economic acfivity is projected to accelerate
despite a significant drag on growth from high ol
prices, because of low interest rates, pent up
investment demand, and a dissipation of most of the
negative consequences following the Euro's real-
effective appraciation.

Meanwhile, in Japan the negative impact of higher oil
prices is expected to be substantially offset by
strengthening  domestic  demand  and  continued
supportive macro-economic policles,

High oil prices, rising interest rates, and building
inflationary ‘pressures are expected to restrain growth
in most developing regions in 2006 and 2007. As a
group, however, low and middle-income countries
should again outperform high-income  sconomiss in
2007
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FISCAL SECTOR DEVELOPMENTS

OVERVIEW

* In Q3 2005/06, Government Revenue increased
by 27,4 percent {(y-o-y) to BE2,201.8 million.

* While Government Expenditure decreased by
7.47 percant (y-o-y) fo BS1,239.7 million.

* A fiscal surplus of BS962. 1 million was achieved in
Q3 2005/06.

FISCAL FOSITION

Brunei Darussalam continued to experience a healthy
fiscal surplus of B$962,1 million which is equivalent to
77.6 percent of Tolal Government Expenditura. On a y-
o-y basis, this increase constituies an increase of
147.5 percent (y-o-y) from B3$38B.7 million in Q3
2004/05.

Flgure 1.1: Surplus/Deficit Balances
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GOVERNMENT REVENUE

For the period Sept'05 to Dec’05, the total Govemnment
Revenue has increased by 27.4 percent (y-o-y) from
B$1,728.5 million in Q3 2004/05 to B$2,201.8 million,
From this amount, 68.0 percent was derived from Tax
Revenue while 32.0 percent was from Non-Tax
Revenue,

Tax Revenue increased by 455 percent from
B$1,028.5 million in Q3 2004/05 to BS1,496.5 million in
Q3 2005/08, The bulk of Tax Revenue collected came
from the Qil Sector (94.9 percent), whereas the Non-Oil
Sector only contributed to 5.1 percent of total Tax
Revenue collected.

Figure 1.2: Fiscal Revenue, Q1 2004/05 — Q3 2005/06
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Mon-Tax Revenue increased slightty by 0.8 percent (y-
o-y) from BST00.0 million in Q3 2004/05 to BF705.3
million, Of this amount, 87.0 percent wera derived from
the Qi Sector while the remaining 13.0 percent came
from the Non-0il Sector.

On a y-o-y basis, Tax Ravenue collected from baoth the
Qil Seclor and the Mon-0il Sector in Q3 2005/08
increased by 42.9 percent (from B$994.2 million to
B51,420.7 million) and 120.9 percent (from BS34.3
million to BE7YS.8 million) respectively. In the same
period, Mon-Tax Revenue from the Oil Sector slightly
decreased by 0.7 percent whereas Non-Tax Revenue
from the MNon-0il Sector experienced an increase of
11.7 percant,

Figure 1.3: Fiscal Revenue, Q1 2004/05 — Q3 2005/06
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