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RAM Ratings reaffirms Brunei’s gAi1(pi) rating on sturdy sovereign
balance sheet

RAM Ratings has reaffirmed Brunei’s respective global and ASEAN-scale ratings of
gA1(pi)/stable/gP1(pi) and seaAAA(piI)/stable/seaP1(pi), mainly premised on the
country’s solid net assets position, backed by sizeable sovereign reserves (around
three times the size of its GDP) which have provided a strong buffer against fiscal
and external deterioration in recent years. “Brunei’s sturdy sovereign balance sheet
is a significant anchor to counter the energy sector’s volatilities, considering the
country’s heavy reliance on hydrocarbons for its fiscal and external performance,”
notes Esther Lai, RAM’s Head of Sovereign Ratings.

The government’s wide fiscal deficit is forecasted to have reduced slightly to 13.9%
of GDP in FY 2017 (FY 2016: 15.8%), and is likely to narrow further in the coming
years in view of a sustained but gradual recovery in energy prices which will lift
hydrocarbon revenue, along with a stabilised expenditure level. Brunei’s fiscal
shortfalls will continue to be financed through the drawdown of sovereign reserves,
which will accordingly keep total outstanding government debts at a very low level
(2.9% of GDP in FY 2016). Brunei’s external position is still very healthy, despite the
country’s current-account surplus having declined to a forecasted 6.1% of GDP in
2017 from previously robust levels. While the country’s current account is expected
to narrow further, driven by increased imports due to the faster implementation of
large-scale capital projects, its foreign reserve holdings of 30.6% of GDP as at end-
2016 continue to provide nine months’ coverage of current-account purchases and
five times coverage of total external debt.

Brunei’'s economy remains highly concentrated in the hydrocarbon sector and
exposed to its cyclicality and price volatility — as seen during the period of economic
recession since 2013 — dragged down by production disruptions at its maturing
oilfields. The country avoided further contraction in 2017, largely supported by slight
growth recovery in the non-hydrocarbon sectors. Brunei’'s economy is anticipated to
continue to recover, albeit very gradually, and is forecasted by the IMF to expand a
marginal 0.7% in 2018. Nonetheless, the pace of economic diversification is still slow
and near-term growth will continue to be driven by further development of its
downstream hydrocarbon industries. Brunei has made considerable progress in
improving its ease of doing business ranking to 56" globally in 2018 from 101% in
2015. This would help to attract much needed FDI to develop new industries and
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hasten the economy’s diversification away from hydrocarbons, considering Brunei’s
structural constraints such as the shortage of domestic skilled workers and a small
domestic market.
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The credit rating is not a recommendation to purchase, sell or hold a security, inasmuch as it does not
comment on the security’s market price or its suitability for a particular investor, nor does it involve any
audit by RAM Ratings. The credit rating also does not reflect the legality and enforceability of financial
obligations.

RAM Ratings receives compensation for its rating services, normally paid by the issuers of such securities
or the rated entity, and sometimes third parties participating in marketing the securities, insurers,
guarantors, other obligors, underwriters, etc. The receipt of this compensation has no influence on RAM
Ratings’ credit opinions or other analytical processes. In all instances, RAM Ratings is committed to
preserving the objectivity, integrity and independence of its ratings. Rating fees are communicated to
clients prior to the issuance of rating opinions. While RAM Ratings reserves the right to disseminate the
ratings, it receives no payment for doing so, except for subscriptions to its publications.

Similarly, the disclaimers above also apply to RAM Ratings’ credit-related analyses and commentaries,
where relevant.
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