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The discovery of oil in 1929 has been a major political and economic
event 1n the modern history of Brunei Darussalam. After the great oil
crunch of the 1973-74 and the subsequent increase in the oil price,
the society and economy of Brunei stepped into the threshold of a
transformation process. This paper is an attempt to examine and analyze
this transformation process. It argues that in the midst of the transition,
the prime policy goal of the government of Brunei is to diversify the
economy and reduce 1its absolute dependence on o0il and gas. In order
to do that, Brunei must be able to encourage the growth and development

of the domestic industries without significantly distorting the market
mechanism.

At the same time, it should be able to attract direct foreign
investment in Brunei through the appropriate incentives

Introduction

Brune1 1s a small Southeast Asian country. It is
located on the northwest coast of Borneo facing the South
China Sea. The country is enclosed on the landward side
by the Malaysian province of Sarawak. Brunei is a mere
enclave of 2,226 square miles with a population of less
than 0.3 million. In 1993, the per capita GDP of Brunei
was US $14,360. The history of this ancient trading
Sultanate' dates back to the sixth and seventh centuries A.D.

3 - . .
University of Brunei Darussalam.

" Tennessee State University.

L The Suwltanate is derived from its root “Sultan.,” the title of the
absolute monarch of the country.



ECONOMIC AND SOCIAL POLICIES OF BRUNEI

During the fourteenth and fifteenth centuries A.D., Brunei
wiun a powerful Muslim Kingdom covering the entire land
mnus  of Borneo stretched deep into the islands of the
'hilippines. On January 1, 1984, Brunei became a full-
Hlodged 1ndependent country after almost 100 years of
Writish protection. Soon after, in quick succession, Brunei
heonme a member of the Association of South East Asian
Nntions (ASEAN), the Organization of Islamic Conference
(O1C), the British Commonwealth and the United Nations
Orpgamization (UNQO). The country i1s run under the official
Woeology of Malay Muslim Monarchy.

I'he discovery of oil in 1929 has been a major political
und cconomic event in the modern history of Brunei. Since
thon, the interest of the international community on
irunelr 1ncreased suddenly. After the great oil crunch of
the 1973-74 and the subsequent fourfold increase in the
oitl price, the society and the economy of Brunei stepped
into the threshold of a rapid transformation process.

1'his paper 1s an attempt to examine and analyze the transition
that 1s underway in the society and economy of Brunei. It will
primarily focus on the socioeconomic problems and their implications
lor public policy in Brunei.

A Brief Review of Literature

The volume of literature on modern Brunei is relatively
asmall. One of the earliest works on Brunei was done by L. W.
Jones 1n 1966. In a section of his book, Population of Borneo,
Jones focused on the origin, composition, current growth rate
and future projections of the population of Brunei. It also
hriefly analyzed some rudimentary economic activities in
which the people of Brunei were involved.

Nicholas Tarling in his book, Britain, the Brooks and
Hrunet, described the modern history of Bruneir in detail.
According to Tarling, the British took control of Sarawak,
lormerly a part of Brunei. and gained a formal influence
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over the Sultan of Brunei in 1847 through James Brook,
a Victorian explorer of British origin who came to Brunei
in 1838. At that time, Britain developed a trade link with
Brunei. Neither dJones nor Tarling examined the
socioeconomic dynamics of Brunei. In fact Brunei had been
a stagnant society up until o1l and gas were discovered
in that land 1n 1929. Thereafter, trade, commerce and
economic activities began to grow slowly.

In 1973, Brune1 started sending diplomatic and trade
representatives around the world and since then, the society
and the people of Brunei1 began to receive world exposure.
Most of the literature available on Brunei1 today are
government documents containing a plain description of the
history, society, and economy of Brunei.

The U.S. Department of State collects and publishes
a profile of Brunei as 1t does for many other countries of
the world every year on a regular basis. This 1s a brief
fact sheet about the geography, people, history, politics,
economy, and trade which 1s used as a handy policy guide
by the diplomatic decision-makers. This profile does not
attempt to give an 1In-depth analysis of the changing
socioeconomic structure of Bruneil. The Gale Research Institute
also publishes a chapter on Bruneil i1n 1ts Couniries of the
World and Their Leaders series. Its treatment of the subject

1s the same as that of the U.S. State Department s profile
on Bruneai.

Nigel Holloway contributed a feature to the Far Fastern
Fconomic Review 1in 1987 on the monarchy of Brunei. This was

a purely journalistic description without a deeper examination
into how the monarchy works.

A major work on the economy of Brunei came out 1n
1986. The author, Sritua Arief, in his book The Brunei
FEconomy gives a general description of the economy of
Brunei. It covers almost all sectors of the economy such
as agriculture, manufacturing, trade of oil and gas, monetary
institutions and the development planning of the country.
The basic weakness of Arief’'s book 1s that 1t does not
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dincuss the role of the government and the political or social
lorces of Brunel in shaping manpower planning, determining
money supply, and framing the public health policies, etc.

Resource Base of the Brunei Economy

()l and Gas

Since the discovery of the first oil field in 1929, oil
und gas has served as the backbone of the Brunei economy.
Dowpite a decline over the years (83.7 percent of GDP
i 1980 and 72.2 percent in 1985), its contribution to GDP
win nearly 39 percent in 1993. While in the later half
ol the 1980s, oil production was pegged at around 150.000
burrels per day, production of oil in 1993 was 170,000
harrels per day. The Brunei Shell Petroleum (BSP), which
i Jointly owned by the Brunei government and Royal Dutch
Hhell Company, has seven offshore and two onshore oil
Holds. Another active concession holder is Jasra-Elf which
sommenced operation actively a few years ago. Almost 90
porcent of 1ts oil comes from offshore fields.

Brunei1 1s the world’s fourth largest producer of
Hgquefied natural gas (LNG) which is mainly exported to
Jupan. A second 20-year contract was signed in 1993
hotween Cold Gas of Brunei LNG and three Japanese
tompanies. Under this new contract, Brunei Shell will
sipply  5.54 million tons of LNG per annum to three
Jupanese power companies—Tokyo Electric Power, Tokyo
(ins and Osaka Gas. Brunei’s LNG plant at Lumut, which
i one of the largest in the world, was upgraded and
pxpanded in 1993 at a cost of B$100 million. Revenue from
LING produce has been almost as significant as that from oil in
the export and royalty profile of Brunei since the late 1970s.

T'he pattern of oil and gas reserves is difficult to
svinluate because of lack of access to confidential data.
According to a new estimate, the life of Brunei’s oil reserve
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at the current level of production is 70 years.? Other
conservative estimates claim that the known reserves will
exhaust in 27 years.? On the other hand, proven natural gas
reserves at the current rate of production are expected to
last for another forty years.

The revenue generated by the sale of o1l and gas has
resulted in budget surplus over the years which has been
invested in foreign countries, thus generating a substantial
amount of income. Although the actual amount of foreign
assets is kept confidential, the London FEconomist’s Country
Profile for 1992-93 estimates the amount at US $35 billion.
Furthermore, 1t 1s also asserted that the yearly 1income
cenerated by these assets now surpasses the combined
annual 1ncome from o1l and natural gas.

Agriculture, Forestry and Fishing

The agro-economy of Brunei contributed just over 2
percent to GDP in 1993. Presently, the country 1mports
80 percent of its food requirements. Although land, finance
and 1irrigation are all available and the government has
established model farms to train potential farmers, the
scarcity of manpower has failed to increase agricultural
output and achieve even a very modest target for rice
production, 1.e., 18 percent of the total requirement. A large
percentage of the meat supply 1s 1imported from the
Sultanate’s cattle ranch in Australia.* There 1s a great
potential for the development of orchards as there 1s a wide

201l & Gas Journal, 28 December, 1992; Petroleum FEconomist,
January 1993, as quoted by Mark Cleary and Simon Francis in “Brunei:

the Search for a Sustainable Economy,” South FEast Asian Affairs,
1994, p. 63.

3 Borneo Bulletin Yearbook, 1994-95, p. 148.

1 The government of Brunei owns a 579,000 hectare cattle ranch
in Australia that is bigger in size than Brunei itself.
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virioty of fruits available in the country. Large-scale, less
luhor intensive, mechanized fruit plantations could be a
glunt success 1n Bruneil.

l"orests are considered Brunei’s most permanent assets.

Ahout 81  percent of the total land area of Brunei is
dvuvered with diverse forest types such as mangrove, peat,
swinmp, heath, mixed dipterocarp and montane. Fifty-eight
porcent of the country is under primary forest cover. Unlike
the other neighboring countries, forests have not been fully
wuplotted for timber and other commercial uses due to the
wvailability of revenue from hydrocarbon resources. Forestry
siports are prohibited by law. Under strict control of the
withorities, timber production is limited to 100,000 cubic
Wolor per annum for local consumption.

Although Brunei has one of the highest consumption
ul wen food, its total annual sea food production is only
L, 790 tons which 1s short of its local needs. Large areas
huve been identified suitable for shrimp, prawn, and fish
dilture. In the Sixth Five Year National Development Plan

(H000-95), B$28 million has been allocated for the development
ul Lthis sector.

Hiuman Resource

I'he total population of Brunei Darussalam was 260,000
i 1991 growing at a rate of 3 percent per annum. About 73

purcent of this total consisted of the local population,
eluding permanent residents at 189,956. The local population
Wrow  at the rate of 2.5 percent during 1981-91. The

Muwlims, mainly Malays, constituted about 82.2 percent of
the local population in 1991, compared to about 77.1

percent in 1981.° The rest of the population consists of
the foreigners at 27 percent.

——— e ———

' This has been calculated from Table 9.3 of the 1991 Population Census
W Hrunet, p. 81.
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Foreign workers constitute 37 percent of the employed labor
force. Almost all foreign workers are legally documented, with
the majority working as domestic servants, construction workers,
teachers and professionals in the government service.

It 1s estimated that at present, women constitute about
30 percent of the local labor force — a significantly higher
proportion of women workers than many Muslim-dominated
developing countries. Women, including Muslims, take all
types of jobs and play a very important role in the
development of the country. The number of expatriate
workers is continuously rising. At the same time, however,
the unemployment rate among the local population has
risen from 4.82 percent in 1981 to about 7 percent in
1991.° This has been a cause of concern for the authorities
in Brunei. It is generally understood that the main reason
for this problem is mismatch.

Sectoral Contribution to GDP

Table 1 shows the composition of gross domestic
product (GDP) by kind of economic activities. It clearly
reveals that although the role of the o0il sector in the
economy has somewhat decreased, its contribution has
remained significant at 38.95 percent in 1993. The decline
in 1ts share is due both to the depressed international
price for crude oil and the government’s conservation policy
to rationalize the output of this exhaustible resource. The
non-oil sector contributed an estimated 61.05 percent of
GDP in 1993, about 30 percent of which comes from the
government. HExisting private sector activities are still
highly dependent on government activities.” The contribution

°In Brunei Darussalam the official unemployment rate is generally
calculated by dividing the number of people unemployed by total labor
force which includes foreign workers. This may be misleading as foreign
workers are, by definition, employed. The figures we have used in this
sub-section are calculated by wusing local labor force.

" See Sixth National Development Plan, 1991-95, p. 25.
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ul the manufacturing sector is merely 1.7 percent and that
af npriculture 1.2 percent. Social services which include
siliention and health, both under the government, remain
th most important segment of the non-oil sector.

Over the last two decades, the government has made

Wiy Investments in foreign countries. A special investment
wponey looks after these investments but details of financial
winl non-financial assets and their annual returns are kept
vuntidential. Their contribution to GNP cannot therefore be
dutormined in this paper.

Social and Welfare Policies

Literacy and Education

I'he government of Brunei Darussalam provides free

slliicntion up to the university level to all its citizens and
purmanent  residents. The country has moved toward
Whivorsal Iiteracy. This is clearly described by Figure 1.
Fho definition of literacy used in 1991 was the ability of
% porson to read and write a simple letter or to read
# nowspaper column in at least one language. In terms

ul wox, significant differences in literacy rates are observable
aiily among the older generation, i.e., age 30 and above.

llowever, there is a big difference between sexes in

Wimn of tertiary qualification. The rate of highly qualified
mnlos aged 20 and above is significantly higher than that
ol lemales. Similarly, a much higher number of males have
Whiversity degrees. However, these differences are expected
tt narrow down given the recent trend in educational

uilpninment.

I'he school system is run almost entirely by the

wovernment. There are few private primary schools which
Wninly serve the expatriate community. A significant number
ul teachers in government schools are expatriates but the
Winjority are locals. There are three technical colleges which

13
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Figure 1 - Literacy Rate by Age and Sex,
1991. Brunei Darussalam

Source: Brunei Darussalam Population Census, 1991.

award diplomas in different technical and business fields.
Recently a vocational school was established to provide
necessary skills to those students who are unable to
complete high school education. All  these technical
' stitutions have been quite successful in producing
second-grade professionals and technicians. There are few
local teaching staff in these colleges.

The University of Brunei Darussalam (UBD) was

established in 1985 with a limited number of departments.
This development has allowed many school teachers to upgrade

14
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their qualifications. Furthermore, many students were admitted
to the university who could not otherwise afford to go abroad on
their own. Similarly, it opened up educational opportunities for
the daughters of many Malay Muslim families who would not
have been allowed to go abroad for higher education due to religious
and cultural reasons.

Majority of the highly qualified academic staff in UBD are
toreigners. However, a serious problem faced by the university
1s that applicants are few and students generally have low average
grades. Most of the students with good grades go abroad on
government scholarships to pursue degree programs in subjects
which are not offered by UBD such as medicine and engineering.

Out of the over 200 admitted to UBD every year, most
enrol in the Bachelor of Arts or Bachelor of Science program
which has both a major and a minor field. All students
in this program are sponsored by the Ministry of Education
which guarantees them a teaching job in government
schools with a respectable salary. As mentioned earlier,
because many students with good grades choose to go
abroad, the entry level status of those who are accepted
for admission at UBD has been relatively low. A high-
quality academic staff at the university would certainly
enhance their capability to become qualified school teachers.
T'ne Ministry of Education and the authorities at UBD thus
continuously attempt to increase the entry level requirement
to avoid the vicious circle of adding teaching staff to the
school system with relatively low average grades.

Public Health

Free and comprehensive health care services as well
as enhanced socioeconomic environment enable Bruneians to
enjoy a high standard of health. During the 1980s, the
average life expectancy of Bruneians increased to 70.1 years
and 72.7 years for male and female, respectively. The rate
of infant mortality also declined from 72.2 per 1000 to 7.2
per 1000 live births over the same period of time. Success
of such a magnitude is indeed commendable. Other indicators

15
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are the decline in crude birth rate from 32.9 per 1000
to 27.2 per 1000 population, and the decrease in maternal
mortality from 0.38 per 1000 to O per 1000 total biarths.

The Ministry of Health formulates the National Health
Policy which is designed to give the highest level of health
care and optimum quality of life to the whole population
in a clean and healthy environment. Emphasis has been
given to the development of a system that 1s based on
primary health care and aimed at dispensing a wide range
of benefits including preventive, curative, and rehabilitative
health care and support services. The main policy objectives
are the reduction of infant mortality rate, disease and
disabilities, and premature deaths, thereby increasing Ilife
expectancy, and the control of communicable diseases.

The medical and health department under the Ministry
oversees the day-to-day management of health services
through a network of hospitals, clinics, dental care centers,
school health units, mobile dispensaries, flying-doctors
teams and immunization campaigns. These provisions are
supplemented by Brunei Shell which has i1ts own health
plan and hospital for 1its employees. Private doctors,
dentists and chemists are also allowed to practise after
registering with the Director of Medical Services.

Government provides free medical services to all 1its
citizens, permanent residents, and foreigners who work for
the government. Expatriate workers who work for private
firms pay at subsidized rates. Like higher education institutions,
all the hospitals are almost entirely run by foreign doctors.
A significant number of paramedical staff are also foreigners.
One benefit of the low degree of industrialization in Brunei

Darussalam is that it has a very low level of environmental
pollution.

Accommodation and Housing
The country has seen a tremendous increase 1n the

construction of houses during the last few decades. In 1986,
only 3,900 households had no dwellings of their own.

16
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llowever, a third of all households still live in traditional
water villages.® Nowadays, these houses have modern facilities
such as electricity, tap water and telephones. The very fact that
they are built on river water poses serious health and safety
problems especially for a country with a relatively high land-
man ratio and sizable financial resources. Although it is generally
argued that people prefer to live in these areas, studies are
needed to determine the real preferences and adverse effects on
health. If necessary, a viable program of massive resettlements
should be drawn up.

As a continuing effort to raise the living standards
of the people, a statewide survey in the seventies
succeeded 1n 1dentifying people’s housing needs and eight
sites where self-contained housing estates could be
constructed. In addition, in 1984, the government launched
n scheme under which a landless indigenous citizen can
own a plot of land and a house at subsidized price which
can be pald 1n easy monthly installments. The government,
being the biggest employer, provides its employees with
subsidized accommodation and low-interest loans for those
who have land and wish to build their own houses. Brunei
ohell, another big employer, also provides its employees
with quarters and housing loans.

Social Security and Old-Age Benefits

The State Pension Division of the Welfare, Youth and
sports Ministry is directly responsible for the distribution of
pensions under the State Pension Act of 1954 which became
operational on January 1, 1955. The pensions are designed
to give some form of financial assistance to the elderly
(60 years and above), Hansen’s disease sufferers, the blind.
the mentally afflicted and the disabled as well as their

® A water village consists of a number of households living in houses
built on water based on support poles. These houses are relatively small
nnd are temporary structures.

17
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dependents who are citizens or permanent residents of
Brunei Darussalam. Currently each pensioner 1s given
B$100 per month, his/her dependents above 15 years
B$80 and those below 15 B$50 subject to a maximum of

B$500 per month per family. In 1990, B$10.6 million were
paid to 8,700 recipients.

The State Pension Division also encourages jobless old-
age pensioners to take up handicrafts to augment their
incomes and perpetuate the country’s sundry traditional
crafts. The two largest employers in the country, the
government and Brunei Shell, have excellent pension plans
for their employees. In 1993, the government also came up
with a pension plan for private sector employees in which
all the three parties involved—the individual, the employer
and the government—contribute. This was primarily i1nitiated
to attract job seekers to the private sector and thus lessen
the pressure on demand for government jobs.

Macroeconomic Policies

Economic Growth

In terms of economic growth, the real GDP in Brunei
dollars has been declining since its boom 1n the late 1970s
when the economy grew at an average rate of about 12
percent. In the first half of the 1980s, the growth rate
was negative but the situation improved during the second
half when the growth rate rose to 4 percent. During 1990-
1993 the nominal GDP grew at an average rate of 0.5
percent per annum. There are three causes of this
slowdown: First, the decline in the international price of
o1l which is the main output and export of the country.
Second, the continuous appreciation of Brunel’'s currency
with respect to the US dollar. Finally, the government’s
conservation policy of keeping the level of o1l output at

150,000 barrels per day—42.5 percent lower than the peak
of 261,000 barrels per day 1in 1979.

18
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It should, however, be emphasized that the situation
many not be as bad if we consider the possible growth in
Hruneli's GNP over the years. As the income from government’s
loreign  assets—accumulated through  continuous budget
wurplus over the years—is kept confidential, the actual
lipure for GNP is not known. Furthermore, one should also
consider the sustained improvement in the non-oil sector
which has grown with an annual average rate of 10.33
percent over the last three years. It must be admitted
that  much of the growth in the non-oil sector originates
lrom the government’s direct purchase of goods and services.
l‘urthermore, most of the activities of the non-oil private
wector are also dependent on the government’s development
program. However, as most of the government’s expenditure
s 1ncurred i1n the improvement of infrastructure and social
wervices such as roads, education, housing and health, it
s expected that eventually the private sector will become
vibrant 1n 1ts own capacity.

Inflation

In spite of its development plan, substantial increases
in money supply and growth in consumerism, the country
has been fortunate to maintain a low level of inflation
throughout the years. Table 2 shows the growth rate of
money supply, the inflation rate and the foreign exchange
rate of the Brunei dollar. The total money stock M, i1n
1993 was equal to B$3,510.4 million of which currency in
circulation was 479.2 million, demand deposits B$2,031.8
million and savings deposits B$999.3 million. However,
irrespective of the rate of growth of money supply, the
country has been able to keep the level of prices quite
utable and the of inflation rate low. One reason for this
s that Brunei has officially put its currency at par with
the Singapore dollar. The latter has enjoyed surplus in its
balance of payments accounts over the years and is among
the few countries of the world whose currency has been
nppreciating against the US dollar. Furthermore, the Brunei
povernment has fixed the retail prices of rice, sugar and
petrol and assures the availability of these essential items

19
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through its Department of State Stores and Supply which
procures rice and sugar from international markets. The
prices for these essential items were last revised i1n 1986.
The appreciating Brunei currency may have helped 1n
maintaining the prices at that level.”

Table 2 - Percentage Growth in Money Supply,
Exchange Rate and Inflation.

Year Growth 1n Exchange Local banks’  Inflation
money supply- rate (B$ average prime rate
M2 (percent) equal to 1 lending rate  (percent)
unit of (percent)
US $)
1984 11.31 2.18 9.5 —
1985 3.30 2.12 8.0 2.3
1986 3.09 2.19 7.0 1.8
1987 78.61 2.01 6.5 1.9
1988 5.98 1.95 6.5 |
1989 6.77 1.90 6.5 1.8
1990 7.32 1.79 7.0 2.1
1991 -0.50 1.64 7.0 1.6
1992 -0.53 1.65 6.0 L.3
1993 3.93 1.61 5.75 4.3

Source: Brunei Darussalam Statistical Yearbook, 1993, Statistics Division, Economic
Planning Unit, Ministry of Finance, Brunei Darussalam.

Apart from the import of rice and sugar, the government
of Brunei, like that of Singapore, has a liberal import policy
which maintains its level of tariffs low compared to other
neighboring countries in the region. This has contributed
to keeping the level of prices very stable over the years.

9 No official position is known in this regard.
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liarly this year, the government increased the import duty
on cars from 20 percent across-the-board to a minimum
of 40 percent with a maximum of 200 percent. At the
same time, 1t decreased duties on many other consumer
items 1ncluding electronics and manufactured goods. As
Brunelans have a very high per capita consumption of cars,
the 1nflation rate measured by the consumer price index
(CPI) has increased by 4.5 percent only in the four-month
period of January-April 1995. It is, however, expected that
this would be a one-time increase in price level and not
n sustained 1increase 1n the rate of inflation.

Money and Banking

Brunei Darussalam is yet to establish its central bank.
I'he supply of money and management of the currency are
presently controlled by the Brunei Currency Board. The
Board’s principal objective is to maintain external reserves
in  order to safeguard the international value of the
currency and promote monetary stability. The Board also
acts as the principal licensing and monitoring agency for
the country’s banks and finance companies. All local and
loreign banks operating in the country are required to
submit monthly consolidated financial reports to the Board.
Currently there are nine commercial banks in the country
which provide a full range of banking services. Most of
them are branches of foreign banks. The government of
Hrunel holds majority shares in the Islamic Bank of Brunei
which 1s one of the three locally incorporated banks.

The arrangement whereby Singapore and  Brunei
currencles are interchangeable at par continues in effect.
I'heir respective currencies are acceptable as customary
tender when circulating in the country in which they are
not legal tender. There are no regulatory requirements
upon banks to deposit statutory reserves of any kind or
ol any specific liquidity requirements. Only the locally
incorporated banks are required to transfer at least 20
percent of their yearly net profit to a reserve fund until
It equalizes with the bank’s paid-up capital. As far as the
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foreign banks are concerned, the government expects them
to look toward their parent companies to provide liquidity
and solvency support.

In most countries with a central bank, leading
commercial banks set their prime lending rates in accordance
with the discount rate. In Brunei Darussalam, the Bruneil
Association of Banks of which all local and foreign banks
are members, fixes a uniform prime lending rate for each
month in its monthly meeting. Deposit rates are also set
by the Association for amounts up to B$100,000 and for
periods up to 12 months. However, any change 1in the
interest rate must be referred to the Ministry of Finance.
In general, interest rates are set in line with those
prevailing 1n Singapore.

In 1993 most of the loans of the commercial banks
were directed toward personal loans (45.5 percent) followed
by credit and finance institutions (24.9 percent), commercial
units (13.2 percent) and construction industry (11.3 percent).
The credit and financial institutions in Bruneil are also
mainly involved in personal loans. According to the Standard
and Poor Rating Group, the deployment of funds to loans
and advancement in Brunei is low by international
standards. It reflects the increasing wealth and steadily
rising level of customer deposits relative to demand for
credit. The high proportion of funds deployed to the
interbank market essentially represents the placement of
surplus deposits by the foreign bank branches to the
Singapore interbank market. The local interbank market 1n
Brunei remains small and there is no official market for
government securities in Brunei Darussalam.

It is clear that the government of Brunei Darussalam
has so far not used monetary policies to 1ts full capacity.
Unlike other developing countries, it neither faces a trade
deficit (or a balance of payments deficit) nor confronts an
imbalance in 1its budgetary position. Similarly, the nature
and problem of its unemployed people 1s different from
those faced by other developing countries. It is, therefore
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understandable that the government has not yet felt the
need for an active monetary policy. Its main concerns are
limited to providing appropriate liquidity in the economy
and keeping price level under control.

Public Finance

Table 3 shows the revenue and expenditure profile of
the government of Brunei Darussalam. The first classification
on the revenue side includes import duty, income taxes,
stamp and excise duties and license fees. Out of these,
the significant elements are taxes and import duty. As there
15 no personal income tax iIn the country, income tax
actually means corporate tax. In 1993 the volume of import
duty was B$104.59 million whereas all other duties and
license fees together were equal to a mere B$6.34 million.
T'he largest amount, i.e., B$1.029 billion came from corporate
taxes. Although the details are not known, considering the
poor contribution of the non-oil private corporate sector to
the GDP, the bulk of these taxes comes from the Brunei
Shell Company of which the government 1is an equal
partner. The largest source of revenue is the royalty
recelved from oil and gas companies.

On the expenditure side, the largest item is the ordinary
expenditure which is the sum of expenditures incurred by
different government ministries and departments. In 1993
the breakdown of this expenditure according to the important
sectors of the government was as follows: defense. 16.55
percent; education, 12.5 percent; public works, 8.48 percent;
and medical and health, 6.21 percent. The charged expenditure.
which has declined drastically after 1985 represents expenditure
incurred by His Majesty the Sultan of the country. The
last 1tem of expenditure is related to development projects
that are mainly infrastructural.

Government budget surplus is equal to revenue less
charged expenditure less ordinary expenditure less contribution
to development expenditure less contribution to government
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trust funds plus capital and currency adjustments. The
lhgure for budget deficit 1s not very meaningful as income
lrom government assets held in foreign countries is not
taken 1nto account for which no official figure is available.

It 1s obvious that the government of Brunei can raise
more revenue by introducing personal income and wealth
lax, property tax and increasing the rates of import duties
comparable to those prevailing in neighboring countries.
lHowever, the availability of revenue through oil and gas
sector has so far made it possible to postpone the use
of these traditional sources of public finance.

[.abor Force and Unemployment

The labor market in Brunei Darussalam is overheated
with excess demand for labor in almost all spheres of the
cconomic sectors. Excess demand also prevails in all
categories of labor—skilled, semiskilled, and unskilled. Such
n phenomenon 1s a result of the already small population
base although the growth rate is relatively high averaging
approximately 3.0 percent annually. Hence the local labor
lorce has not been able to cope with the economic growth
of the country even though the GDP growth rate is quite
low, especially during the past decade. However, despite
the overheat in the labor market, it 1s quite surprising
to note a high number of unemployed locals. One other
lecature of the labor market in Brunei Darussalam is the
locals” heavy dependence on the public sector for employment.
A relatively higher wage level and handsome fringe benefits
in the public sector compared to the private sector are the
main reasons for this. However, with the current awareness
on the part of the government of such a problem, some
active planning and execution of strategies such as wage
[reezing and establishment of the Workers Provident Fund

lor the private sector workers may reduce pressure on
demand for government jobs.

A closer 1nvestigation of the labor force in Table 4
shows that the males are dominant, comprising 76 percent
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and 69 percent respectively for 1981 and 1991. Although
labor force figures are not available for the intervening
years, the overall annual growth rate between the years
under consideration 1s shown to be positive at 4.7 percent—
3.3 percent for the male labor force and 8.1 percent for
the female. The relatively higher growth rate for the
females 1s due to the 1ncreased number of educated
females. The increased participation of females in the labor
force (especially for married females) has indirectly increased
more female workers in domestic services and this again
increased the economy’s dependence on foreign labor.!?

Overall in 1981, the percentage of people employed
out of the total labor force was 96.4 percent and this
decreased slightly to 95.3 percent in 1991. The residual
figures for 1981 and 1991, interpreted as the unemployed
labor force, are 3.6 percent and 4.7 percent, respectively.
The degree of the economy’s dependence on foreign labor
could be examined from figures of employment by
citizenship. In 1981, for example, 35 percent of the
total employment consisted of foreigners and this figure
has increased to 38 percent a decade later.

The number of unemployed has increased dramatically
from 2,562 1n 1981 to 5,209 in 1991—a twofold i1ncrease.
The increase has posted an average annual growth rate
of 7.2 percent between the years under scrutiny. It 1s quite
interesting to note that compared to 1981, a greater fraction of
male labor force was unemployed a decade later.

[t is also observed that the growth rate of unemployed
males i1s 9.3 percent compared to only 5.5 percent for
the females. Although unemployment in 1tself 1s a problem
that needs serious attention, it 1s generally believed that
the problem of disguised unemployment 1s a more serious

10 Most domestic workers in Brunei come from the Philippines and
Indonesia.
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and Unemployment Rates in Brunei 1981-1991

Table 4 - Population, Labor Force,

e

= E—— —

Index 1981 1991
Number Percent Number Percent

Population: 192,832 100 260,482 100

Male 102,942 53.4 137,616 52.8

Female 89,890 46.6 122,866 47.2
(Citizenship:

LLocals 147,861 76.7 189,956 72.9

Foreigners 44 971 23.3 70,526 27.1
l.abor force:

Total 70,690 100 111,955 100

Male 53,859 76.2 75,083 67

Female 16,831 23.8 36,872 33
l'mployed:

Total 68,128 100 106,746 100

Male D2 434 77.4 12,338 67.8

Female 15,391 22.6 34,408 32.2

Locals 43,695 65.1 66,602 62.4

Foreigners 24,433 34.9 40,144 37.6
Unemployed:

Total 2,062 100 5,209 100

Male 1,128 43.8 2,745 2.7

Female 1,440 56.2 2,464 47.3
Rate of
unemployment!? 3.6 4.7
source: Brunei Darussalam Population Census 1981-1991, Statistics Division,

Economic Planning Unit, Ministry of Finance, Brunei Darussalam.

11 Again we would like to emphasize that the rate of unemployment
given 1n this table is the official figure. By definition, labor force includes
expatriate workers in addition to the local labor force. The latter, however,
seems to be the more appropriate focus as there is no unemployment among
foreign workers. If we use this alternative definition, then the corresponding
figures would be 4.8 and 7 percent for 1981 and 1991 respectively.
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problem. Such condition is rampant not only in the public
sector but also in the private sector. Apart from the direct
and shorter-term consequences of under-productivity, a more
perilous and destructive longer term consequence such as the
over-dependence on foreign labor is also a matter that needs
to be given due consideration.

International Trade

Brunei Darussalam is heavily reliant on the export of
non-diversified commodities—o1l and gas. Likewise, for
almost all its domestic consumption, it has been dependent
on imported commodities. However, over the years it has
enjoyed trade surplus partially due to the small population,
although the figures have been declining quite visibly,
especially in the nineties. From Table 5, it could be seen
that there is a large decline in its balance of trade. In
1980, for example, it stood at B$8.6 billion but within a
decade this figure dropped drastically to only B$2.2 billion.
The trade surplus further declined to B$0.9 billion 1in 1994.
One other important observation that could be gathered
from Table 5 is the declining value of total trade. This
is primarily a result of the declining export of oil and
natural gas, especially with the deteriorating price of o1l
over the years. Moreover, with the emphasis on resource
conservation, the country has embarked upon limiting crude
oil production, currently at 150,000 barrels per day. On
the import side, the increase has been gradual compared
to the decline in exports and therefore unable to maintain
the value of total trade.

In terms of commodities, the imports of  Brunei
Darussalam in 1991 included machinery and transport
equipment (38.3 percent), manufactured goods (37.4 percent)
and food products (12.9 percent). The main sources of
imports for 1991 were Singapore, Japan, the USA, Malaysia
and the UK with, respectively, 22.0 percent, 15.8 percent,
13.7 percent, 9.6 percent and 7.0 percent of the total
imports. This pattern has not been different from that seen
a decade ago. Exports destinations, too, have been unchanged
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with Japan leading the pack absorbing more than 60.0
percent of the total export since the early seventies (more
than 70 percent then). This is followed by South Korea (10.3
percent), Thailand (8.2 percent) and Singapore (6.7 percent)
according to the 1991 figures. The importance of these

countries is mainly due to their import of crude petroleum
and related products.

Diversification of Private Investment
and Foreign Direct Investment

The government of Brunei has repeatedly shown concern
over the country’s overdependence on the o1l and gas
sector,’? too much dependence on government jobs, and the
low level of domestic private investment.'? In order to
encourage local entrepreneurs, it established the Financial
Loans Scheme in 1977 under the Economic Development
Board (EDB). Recently, the government also established a
development bank but its function and mode of operation
are yet to be made public. EDB provides loans of up to
B$1.5 million for a single project to local entrepreneurs
at an 1interest rate of 4 percent. Until recently, 1t has
granted a total of B$93 million. These loans were extended
to people who do not work for the semi-government
departments. Out of the total amount, B§75 million was used for
housing schemes—both commercial and residential—for rent.
The reason is simple—local entrepreneurs find it safe and least
complicated. Land or personal belongings are accepted as
collateral. Despite EDB’s encouragement to new borrowers
and for diversified activities, there are few new applicants and
most loans are intended for housing projects. Every year the

12 This issue of diversification has already been outlined as early as in the
seventies even before the effect of the first oil price hike was felt, 1.e. as outlined
in the Third Development Plan (1974-1979).

13 Also, the local private investment dependence on government invéstment
projects in infrastructure has become a traditional behavior.
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povernment allocates to the EDB loanable funds for feasible

projects but so far demand for loans has always been less
than the supply.

Probably in the hope of breaking the ice, the government
ostablished the Ministry of Industries and Primary
Resources 1n 1988. The Ministry has set up an industrial
unit, specifically to help foreign investors, which houses a
coordinating bureau called the One Stop Agency. The
povernment has offered all 1t can to attract foreign
investment 1in the country.!? This clear-cut policy of
anttracting foreign i1nvestment, especially direct foreign
investment, could be seen 1n the prouncement of His
Majesty the Sultan of Brunei Darussalam:

We have always welcomed foreign investment.
We are ready and willing to look at suggestions
from would-be investors. We welcome participation
by major multinational companies in the economic
activity of our country. Such participation would
have to be on the basis of sharing the benefits
equally.!®

Up until 1985 at least, there has been an increase
in real terms to B$102.2 million in non-oil private investment
compared to the 1975 figure, i.e., B$75 million.1® However this
figure has declined drastically to an average of B$73 million

4 The latest attempt on the part of the government through the Ministry
of Industry and Primary Resources in trying to boost its diversification drive
s formulating the Industrial Master Plan in 1995. Among others, the plan has
recommended a reorganization of the Ministry itself, removal of bureaucratic

red tape, instituting an entrepreneurs program and the development of a niche
nector.

> The Government of Brunei, Brunei Darussalam in Profile, 1988, p. 128,
published by Shendwick, London.

16 Investment in the oil sector has also declined compared to the peak year
figure of 1982 which stood at B$1,104 million. For example, during the Fifth
I"lan period (1986-1990) total oil sector investment was only B$1,597 million.
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between 1986 and 1990 (a total of B$365.4 million during
the period as shown 1in the Sixth National Development
Plan (1991-1995). As far as foreign direct 1nvestment 1s
concerned, foreign equity 1nvestment peaked 1n 1993 to
B$46 million compared to only about B$5 million 1n 1989.
In mid-1994, foreign equity 1nvestment was recorded at

B$27 million.!” The cumulative foreign equity investment
from ASEAN countries 1s B$85 million.

Although the sources of foreign investment are diversified,
the main contribution 1is from the United Kingdom,
understandably because of Shell’s involvement in o1l and gas
extraction. Other traditional sources include the Netherlands
(through its association with Shell Companies) and ASEAN
countries, especially Malaysia and Singapore. Taiwan, Hongkong
and Japan too are quite visible and the latter is involved
in liquefied natural gas production. New investments from
Japan, the United Kingdom and the Netherlands are hard
to come. There are substantial investments from some
ASEAN countries such as Singapore and Malaysia, and
investment from Indonesia is on the rise.!®

One other aspect which we would like to add with
regard to the diversification policy 1s its effect on export,
more specifically on non-oil exports. In absolute terms,
there is a positive increase in the non-oil exports of the
country; for example, after 1988 non-oil exports rose from
B$84.6 million to B$166.6 million, a twofold increase. However,
as a percentage of GDP, the increase in the non-oil export is
only marginal, from 1.5 percent (1988) to 2.5 percent.

17 Note that these figures are exclusive of local investment and
therefore may be grossly underestimated in terms of total non-oil
investment. The source is the Industrial Unit of the Ministry of Industry
and Primary Resources and the investment figures are for investment
made In areas administered by the unit.

18 The latest was in 1993 when Indonesia invested heavily in building
materials (B$38 million) and textile (B$13 million) production.
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In summary, tax holidays, exemption of import duty
on machineries and equipment, fewer trade barriers than
most  neighboring countries, free exchange rate regime,
minimal 1nflation, political stability, peace and security,
nvailability of energy, water, telephones and good roads—
nll these seem to make Brunei an attractive place to
imvest in. However, so far, a large part of foreign direct
imvestment has been confined to oil and retail sectors. The
three primary reasons for this minimal response of the
loreign  companies are that, compared to neighboring
countries, Brunei has relatively high wages, scarce labor—
eapeclally skilled labor—and a small domestic market.

All other ASEAN countries and East Asian countries
have comparative advantage in all the above areas. It
nppears that as far as foreign direct investment is
concerned, no level of government incentive can overcome
these disadvantages. It 1is, therefore, necessary that the
country devise an endogenous development program involving
the local population. Another relevant factor is that, relative
L0 other communities, especially the local Chinese community,
Malays are generally less inclined to take up entrepreneurial
challenges. Any development plan adopted by the government
must address this 1issue which will require multifaceted
research studies i1nvolving culture, sociology and existing
povernment policies 1n all areas of life.

last ASEAN Growth Area (EAGA)

In October 1992, the President of the Philippines Fidel
lamos proposed the concept of the East ASEAN Growth
Area (EAGA), comprising the Southern Philippines, Brunei
Darussalam, East Malaysian regions of Sarawak, Sabah and
[Labuan and northeast provinces of Indonesia. The official
response of the countries involved has been very positive
although there were many skeptics. Except Brunei Darussalam,
the 1ncluded regions of the other countries are less
developed compared tc the mainland or core of their
respective economies. There are geographical, economic and
political reasons for this unbalanced development in these
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areas. However, 1t seems that all of them are now
genuinely interested 1in 1improving the situation. Brunei
Darussalam, which 1s the richest among all but too
dependent on its hydrocarbon deposits has joined the
bandwagon in the name of diversification and industrialization.

It will not be 1nappropriate to suggest that the 1dea
of EAGA has come from the success of other regional
development groupings especially the growth triangle comprising
Malaysia, Singapore and Indonesia. However, 1t 1s 1important
to understand the differences between the two groupings.
The driving force behind the growth triangle was Singapore’s
appetite for expansion and the dynamism of 1ts economy
which needed more land and labor than what 1ts own
economy could provide. On the other hand, both Malaysia
and Indonesia needed foreign direct 1nvestment especially
in the regions close to Singapore. The private sector’s desire
to expand was comprehensively supported by the three
governments involved who took the bold political initiative
to allow both the government agencies and the private
sector to take appropriate actions. Reforms were made 1n
land acquisition and leasing procedure, movement 1n men
and material, and provision of necessary infrastructure
especially in communication and transport.

The government of Brunei Darussalam, in i1ts pursuit
to diversify and industrialize its economy, and create jobs
for i1ts increasingly educated labor force, has put too much
hope 1n the 1dea of sub-regional development within the
ASEAN region. The Minister for Industry and Primary
Resources of Brunei has been quite busy 1n visiting the
countries involved and signing a Memorandum of Understanding
with government agencies of the other countries as well

as the private sectors.
Policy Implications
It should be quite obvious from the contents of the

preceding ‘sections that the main objectives of the government
of Brunei Darussalam are to stimulate the process of
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industrialization and diversification, provide jobs to those who
are currently unemployed, and create future job opportunities
lor 1ts increasingly educated and trained labor force. The
constraints to achieve these objectives are the high cost
of living compared to neighboring countries, the lack of
ontrepreneurial dynamism among the local population, and the
nation’s 1mplicit reluctance to further increase the dependence
on foreign skilled and unskilled workers. The few manufacturing
units established in the country by foreign investors have
heen so far successful only when they manage to employ
relatively lower-paid workers from neighboring countries
such as the Philippines and Thailand. The effect of freezing
wages 1n the government sectc_jr since 1984 has somehow

been nullified by the continuous appreciation of Brunei’s
currency.

Given the objectives and the constraints, there are
weveral options worth considering. First, the government
may select few capital-intensive industries for the country
which can absorb the local labor force and provide necessary
protection through increasing tariffs for the selected items
or completely banning their importation. Second, the
rovernment may decide to make Brunei Darussalam a
linancial hub for the region even if it has to compete with
Labuan which is rapidly growing as the regional financial
ind banking center of east Malaysia. Finally, it is generally
understood that the bulk of Brunei’s foreign investment has
heen directed toward the United States, Europe, Singapore,
and west Malaysia. The government may decide to divert
iome of these resources toward the growth quadrangle,
LAGA, in the shape of foreign direct investment so that
u sizable number of qualified Bruneians could be employed.
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