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Abstract
Since independence in 2002 Timor-Leste has
emerged from instability and significant erosion
of development gains to successfully graduate
from fragility status, meet the least developed
country (LDC) graduation per-capita income
criterion in 2015 since the country was added
to the list of LDC in 2003, and become the most
democratic nation in the Southeast Asia region.
The Strategic Development Plan 2011-2030
outlines the overall strategies to transform
Timor-Leste to an upper-middle income
country by 2030 through a diversified economy
and productive human capital. However, the
persistent structural challenges (such as public
spending that is still highly dependent to oil and
gas revenue, low private sector investment as
the
consequence
of
poor
business
environment, and inadequate infrastructure for
growth
and
connectivity)
and
the
unprecedented shocks of the economic
recessions in the last four years (-3.8 per cent
in 2017, -0.8 per cent in 2018 and -6 per cent
in 2020) and the impacts of the COVID-19
pandemic pose significant challenges to the
country to graduate from LDC and meet SDGs
aspirations.
While the current framework for economic
diversification that prioritizes development of
agriculture,
tourism,
petroleum
and
manufacturing is sound in principle, it can be
further shaped with concrete strategies and
actions for structural transformation and
economic diversification. Possible strategies
could include, for example: transforming
traditional farming and fishing to commercial
through increasing production and productivity
of niche products such as coffee, candlenut,

coconut and beef; developing eco- and marine,
cultural and historic, adventure and sports,
religious, and convention tourism services and
integrating tourism to the green and blue
economic initiatives; developing a more valueadded downstream industry in the south coast
to capture the maximum benefits through
income, jobs, and multiplier effects to other
sectors (such as agriculture and manufacturing
to supply foods and equipment to the industry);
and improving business environment to attract
FDI for export-oriented industry and supporting
the growth of small scale and low skills
manufacturing processes.
Strategies and actions to underpin economic
diversification for LDC graduation and beyond
also include establishment of a “National
Committee for LDC Graduation” – led by the
Ministry of Foreign Affairs and supported by
United Nations Economic and Social
Commission for Asia and the Pacific (ESCAP);
creating more fiscal spaces for human capital
development, agriculture, and tourism through
the rationalization of expenditure, the domestic
resource mobilization and a well-coordinated
use of development partners support;
implementing a whole-government approach
(including establishment of an “Investment
Promotion Board”) to improve a friendlyenvironment for private sector investments;
ensuring
inclusiveness
through
active
participation of women and youth in
development – including in MSMEs;
introducing e-service platform to improve
public services across the country; and
promoting evidence based-policy making
process
through
investment
in
and
management of data, research and analyses.

JEL classification numbers: O11, O14, P52.
Keywords: structural transformation, LDC graduation, least developed countries.
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1. Introduction
Timor-Leste has made significant progress in
its state building process since independence in
2002. The country has emerged from ashes
and conflict to a democratic and peaceful
country - focused on state-building and
accelerating progress on least developed
country (LDC) graduation and sustainable
development.
Following independence from the UNsponsored referendum in 1999, Timor-Leste
struggled to accelerate development progress
given
massive
destructions
of
core
infrastructures
(i.e.,
electricity,
telecommunication, port, airport and about 70
per cent of government building were
destroyed), limited Timorese with experience
working in the Government, as well as high
dependence on development partners’ financial
supports. Moreover, sporadic outbreaks of
violence continued, culminating in the 2006 civil
unrest that led to around 150,000 people were
internally displaced (Internal Displace People –
IDPs).
Despite these challenges, the country has
achieved substantial progress on sustainable
development since its independence in 2002 emerging from a period of conflict and a
significant erosion of development gains, to
successfully lay the strong foundation for
peace, stability and nation building in the first
decade of independence (Government of
Timor-Leste, 2017). With the strong political
leadership, the country has not suffered
protracted violence or instability in recent years,
the process of reconciliation and peace building
with Indonesia are an impressive record and
example – especially considering the historical
violence during occupation and its young age
as a nation. This is an incredible achievement
for democracy and human rights as the most
democratic nation in Southeast Asia region .
The recent milestone achievement in the statebuilding process is the departure of Timor-Leste
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from fragility status in 2020 as reported by
OECD. This achievement is due to joint efforts
between the Government and the development
partners through consistent investments in
conflict mitigation, political institutions and
economic resilience.
An important element for Timor-Leste to
graduate from LDC and achieve the aspiration
of 2030 development goals is the alignment
between the national development agenda of
the Strategic Development Plan (SDP) with the
Sustainable Development Goals (SDGs). The
convergence and sequence of the goals are
strong and based on the development status of
the country. As shown in Figure 1, SDP focuses
in the short-term on infrastructure and human
capital
development,
institutional
strengthening, and Millennium Development
Goals and New Deal, which align with SDG 2,
3, 4 and 5. In the medium-term, the country will
continue infrastructure development and
consolidate human resources to expand
economic competitiveness, which match with
SDG 8, 10, 11 and 12 And the utmost objective
to achieve in 2030 is “no poverty in all forms and
dimension.” Peace and partnerships are
important components for the country to
achieve its development aspiration and engage
with the rest of the world.
Peace and stability environment and the
integration
of
the SDP
and SDGs
implementation at the country level set perfect
momentum for Timor-Leste to accelerate
development for LDC graduation and beyond.
The Government has the opportunity to use its
US$18 billion Petroleum Fund in an efficient
and sustainable manner and mobilize more
concessional external financing resources that
currently represent only 19 per cent of the gross
domestic product (GDP) to support and
facilitate private sector investment and
economy diversification for an inclusive and
sustainable development.
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Figure 1: Strategic Development Plan and Sustainable Development Goals Alignment

Source: Modified by the author based on Government of Timor-Leste, 2017.

Despite significant progress, the country is still
dealing with some structural challenges that
need to be addressed, such as limited proper
infrastructure for promoting growth, connectivity
and
accessibility;
institutional
capacity
constraints that hampers efficient public service
delivery; and low labor productivity due to limited
skills, knowledge and poor work ethics. In
addition, recent political instability has
contributed to two consecutive economic
contractions: by -3.8 per cent in 2017 and -0.8
per cent in 2018. In 2020, the impact of COVID19 is affecting public health, jobs, businesses, oil
price and the Petroleum Fund investment
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returns which will make preparation for LDC
graduation
and
achieving
sustainable
development objectives more challenging.
Considering progress and growth momentums,
existing systematic and structural challenges
and the impacts of COVID-19, the Government
is required to set new approaches and adjust
policies and strategies that focus on responding
to and recovering from the impacts of COVID-19
in the short-term and maintaining the
commitment
to
achieve
sustainable
development by 2030 as the long-term objective.
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2. Existing policies and
strategies for structural
transformation and economic
diversification
The aligned upmost objective of the SDP and
the SDGs is for Timor-Leste to be an upper
middle-income country with a healthy and
educated population and no poverty in all forms
and dimensions by 2030. To achieve this
objective, the Government has integrated these
two development agendas and established
policies and a strategic framework for structural
transformation and economic diversification.
Since the establishment of the SDP in 2011,
Government’s policies and strategies for

economic diversification are to address
institutional capacity constraints, limited
infrastructure and human resources, and
inadequate legal and regulatory frameworks, as
these are pre-conditions for sustainable
development. To diversify the economy, the
Government focuses on the development of
four potential sectors, such as agriculture,
tourism, petroleum and manufacturing. Figure
2 shows Timor-Leste’s economic diversification
policies and strategic framework.

Figure 2: Timor-Leste’s economic diversification framework

Source: Government of Timor-Leste, 2011b.
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Preconditions for Economic Diversification
Economic diversification is one of the core
policy objectives to achieve the SDP vision and
sustainable development. The diversification
process has been slow as the required or
necessary hard and soft infrastructures (such
as roads, ports, airports, water and sanitation,
efficient public service delivery on cross border
trade and paying tax, skilled labors, insolvency
law, etc.) are limited and/or to some extend yet
to exist. The consequences of the limited
diversification of the economy are relatively
high unemployment – particularly among young
people and low tax-base for non-petroleum
revenue.
Infrastructure development has been the
priority of the Government, marked with the
establishment of the Infrastructure Fund in
2011. Since 2009, the Government has been
withdrawn more than 3 per cent of the
Estimated Sustainable Income (ESI)1 for its
annual state budget to finance strategic
investments, including investment in basic
infrastructure. ESI is the 3 per cent limit that the
Government could withdraw from the total
petroleum wealth2 and the excess withdrawal is
the withdrawal from the Petroleum Fund above
3 per cent ESI to finance non-oil fiscal deficit.
The proposed excess withdrawal for 2021
budget is US$829.7 million. The excess
withdrawal is the reflection of Government’s
“front-loading fiscal policy” that aims to spend
the Petroleum Fund beyond its sustainability
level (3 per cent) for infrastructure and human
capital development and then going back to ESI
level by 2024 (the end of front-loading fiscal
policy).
According to the SDP, a central pillar for the
long-term development of Timor-Leste is to
build and maintain core and productive
infrastructure to support sustainable economic
growth, social inclusion, and promote
connectivity. Infrastructure development has
been the center of growth and inclusive
development in Timor-Leste. Progress made in
health, education and economy is in part due to

1

3 per cent of ESI is a fiscal rule of the long-term
expected return of the Petroleum Fund (PF) investment
that could be withdrawn annually without prejudicing the
sustainability of the PF. By the PF law, the Government
should only withdraw a maximum of 3 per cent of ESI
from the PF every year to finance public spending.
11

investments
in
roads,
electricity,
telecommunication, port, airport, water and
sanitation, schools and health facilities, which
have contributed to improve quality of public
services, connectivity and accessibility (Ministry
of Finance, 2020e).
Since 2011 up to 2020, a total of US$4.8 billion
has been approved and US$3.1 billion or 64 per
cent executed. This total include financing for
the Public Private Partnership (PPP) projects
and external loan projects (Ministry of Finance,
2020f). The investments were mostly on
electricity, roads, ports, and water and
sanitation.
Investments in these key
infrastructures will continue be the priority – Dili
international airport, road connectivity, and
water and sanitation in Dili and other urban
areas will be the priority investment in 2021 and
2022. Hence, the Ministry of Finance estimates
that the budget for the Infrastructure Fund is
expected to reach the pick in 2022 and then
start declining towards the end of front-loading
fiscal policy. Figure 3 shows total budget (actual
and projection) of the Infrastructure Fund for the
period of 2019 -2025.
Despite substantial investments have been
made, infrastructure investments for the
productive sectors, such as agriculture and
tourism, are still inadequate. In addition,
institutional and human resource constraints
that lead to inappropriate preparation of
investment projects are challenges that need to
be addressed to ensure efficient infrastructure
investments for growth and economic
diversification.
Human capital development is a precondition
in
Timor-Leste’s
economic
diversification framework and essential for
achieving SDP and SDG objectives. Current
policies and strategies objectives for human
capital development are all Timorese will be
literate, knowledgeable, skillful, healthy, live
long and have productive lives to participate
actively in economy, social and political
development and to promote social equity and
national unity (SDP, 2011).

However, the law also defines that the Government could
withdraw more than ESI to finance public investments for
the benefit of current and future generations – investment
in infrastructure development qualify for this category.
2
Petroleum Wealth is the Petroleum Fund balance and
future revenue from the active oil and gas field.
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Figure 3: Total budget for Infrastructure Fund 2011-2025, US$ million

Despite comprehensive policies stipulated in
the SDP and the government five-year plan,
and substantial investments made for human
capital development, systemic challenges, such
as low productivity, skill gap and mismatch are
still prevalent. Policy adjustments on increasing
fiscal space for investing in health, education,
training and conditional cash transfer program
for vulnerable family with children (bolsa da
mãe) will contribute to productive economy and
sustainable development for LDC graduation
and beyond.
Having an enabling legal and regulatory
framework is a prerequisite for economic
diversification because it will contribute to a
conducive business environment for the private
sector investment to grow. Since 2018, the
government has been implementing a
legislative reform to harmonize and adjust
existing legislations and establish new
legislations that are required to facilitate and
support development. Prior to the legislative
reform, the government started implementing
economic, fiscal and administration reforms in
2015. As a result, the investment law has been
revised, and with the support of the
International Finance Corporation (IFC), World
Bank and International Monetary Fund (IMF),
the government is drafting insolvency laws,
enforcing contract and value added tax (VAT)
laws, and revising procurement and tax laws.
These legislations have been in the reform
pipeline for a while, but there is an unclear
schedule by when these laws and other
important laws, such as property registration
and land titling, will be approved and
implemented. In addition, there is a risk of
12

overlapping between the ongoing reforms
(Legislative, Administrative and Fiscal reforms),
particularly between the legislative reform with
the other two reforms provided that each reform
has legislation elements in its pipeline.
Public institutions that are capable to
provide efficient services and contribute to
the productive economy is the objective of
existing policies and strategies for institutional
development. The Government is currently
implementing administrative reform, which
focuses on the following strategies: improving
the capacity of public service workforce through
education, regular training, and selection and
promotion based on merit; improving
infrastructure and facilities for public institutions
across the country; decentralizing power and
resources to authorities at sub-national levels
(regional and municipal) to ensure efficient
service delivery and inclusive development;
and introducing and utilizing information
technology systems to promote efficiency,
productivity, transparency and accountability.
Institutional capacity constraint, especially the
limitation of budget execution is a factor that is
highly considered by the Ministry of Finance in
the distribution of annual budget to ministries
and institutions. Despite education, health,
agriculture, and tourism are priority sectors for
economic diversification and sustainable
development, they did not get enough budget
shares, partially because of their limited
capacity in the budget executions. For example,
in 2019, The Ministry of Health and the Ministry
of Agriculture received budget allocations of
US$45 million (represented 3.3 per cent of the
total budget and with the execution capacity of
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91 per cent) and US$15 million (represented
only 1 per cent of budget share and the
execution was 86 per cent), respectively. With
the execution below 95 per cent, budget
allocation to Health and Agriculture declined to
US$42.7 million and US$7.3 million in 2020.
This provide a strong indication that addressing
institutional capacity constraint is critical for the
country to achieve its long-term development
objectives.
Potential sectors to diversify the economy
Timor-Leste is a lower middle-income country
with an emerging private sector, limited
economic diversification and a concentration
primarily on agricultural production. However,
the country has significant economic
opportunities and strong potential to become an
upper middle-income nation.
Policy and strategic framework for economic
diversification puts development of agriculture,
tourism, extractive industry (oil and gas) and
manufacturing as the core sectors that need to
be developed to diversify the economy. These
sectors are selected based on their endowed
resources, comparative and competitive
advantages, could potentially employ most
labors and provide livelihood to most people,
and will make substantial contributions to
poverty reduction and inclusive development.
Agriculture provides a livelihood to most
people - especially in rural areas and the
sector where poverty is more prevalent.
Census Agriculture 2019 indicates that 66 per
cent of total households were involved in
agricultural activities, where 90 per cent of them
engaged in growing crops, 95 per cent raised
livestock and/or poultry and 5.5 per cent
households engaged in fishing and/or
aquaculture.
Thereby,
transforming
subsistence agriculture to commercial farming
to provide foods security, livelihoods and boost
rural economy for inclusive and sustainable
economic development are policy objectives of
agricultural development in the economic
diversification framework.
Strategies and actions to achieve the
abovementioned objectives are:
• Providing training and extension
services to rural areas – introduction of new
farming techniques, technologies and research
are important to help the 30 per cent of
agricultural population who reported no
schooling and to modernize farming practices
and increase productivity. The milestone
13

achievement is the target of one agricultural
trained staff (extensionist) for one village has
been achieved.
• Rehabilitating and extending irrigation
systems and dump – the long dry season
prevents effective rain-based farming in many
regions in Timor-Leste. Significant investments
in rehabilitating and extending irrigations
systems and improving water storage will
contribute to the productivity and sustainability
of farming, which are important elements in
commercial farming and for achieving food
security
objective.
Despite
substantial
investment to rehabilitate irrigation schemes,
only 20 per cent of agricultural households
holding irrigated land.
• Development of specific food and cash
crops for food security and income generation.
Overall, 90 per cent of agriculture households
are engaged in growing crops on 509,226.5
hectares of cultivated area, with 70 per cent of
agricultural household engaged in staple foods
(rice, maize, cassava, etc.) production only and
45 per cent households growing cash crops.
Production of high-value vegetable and fruit
products that are suitable for domestic markets
are encouraged to substitute imports, and cash
crops such as organic coffee, coconut and
candlenuts have great potential to contribute to
rural development through the creation of
value-added agribusiness. By 2030, TimorLeste aims to have at least four niche cash
crops that can be consistently exported.
• Livestock and animal farming have the
potential and are encouraged to provide a
significant contribution to people’s nutrition
through accessing fresh meat and dairy
products, creating jobs and potentially providing
export income. According to the recent
Agricultural Census, 95 per cent of agricultural
households engaged in livestock farming, 62
per cent raised large livestock, 92 per cent
raised small livestock and 82 per cent raised
poultry. Significant challenges for the livestock
sector to reach its potentials are the recent
“African swine fever virus” which decreased
pigs population significantly – the average
number of pigs raised per household is 3.4 only,
animals are generally let loose in the open and
there is little cultivation of grass and other
fodder. Moreover, most farmers still lack of
knowledge on livestock management and
animal health, and commercial distributions of
livestock is restricted with inadequate
infrastructure.
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• Timor-Leste has a coastline of around
735 km and over 72,000 km2 Exclusive
Economic Zone waters with rich marine
resources and the potential to develop offshore
fisheries. Policies and strategies are to improve
management of coastal and inland fisheries
and create a vibrant commercial and
sustainable fishing industry focus on increasing
the catch from traditional fishing activities and
exploiting fishing grounds in the Exclusive
Economic Zone to promote nutrition, job
creation and export. This medium-term policy
objectives are challenging as the recent
Agricultural Census reports that 60 per cent of
households engaged in fishing are for
consumption and of the 4,405-fishery
households, 25 per cent did not use any vessel
for fishing or traditional fishing.

successful tourism industry will contribute to
income of the national and local economies,
create jobs, build businesses and ensure
inclusive economic development between
region.
Strategies focus on responding to the global
tourism market that is seeking new and
authentic offerings. The country will develop a
niche market and position itself to provide a
range of tourism experiences that take the
advantage of natural beauty, culture and
heritage. Niche markets that Timor-Leste has
the comparative and competitive advantage to
offer are eco and marine services, and historic,
cultural, adventure, sports, religious and
convention tourisms. Learning from the tourism
development in the small island developing
countries in Asia and the Pacific, Timor-Leste
could integrate tourism development as part of
the “blue and green economies” initiatives with
focus on marine-based tourism, cruise tourism,
and cultural-based and sport tourism.
Furthermore,
to
ensure
environmental
sustainability and conservation of tourism
resources, Timor-Leste may consider to
introduce the green fee/tax initiatives. For
example, Maldives collects a US$6 green tax
per day from tourists at resorts and hotels and
US$3 from tourists staying at guest houses
(ESCAP, 2020a). Continued investment in core
infrastructures (i.e. airports, energy, water and
sanitation, roads, fiber optic, and tourism
infrastructure) and enhancing the regional
cooperation, such as promoting growth triangle
between Timor-Leste, Australia and Indonesia
are pivotal for tourism development.

• Promote the growth of private sector,
including encouraging micro and small
business to create local jobs and develop
commercial agriculture are essential for rural
development. Since 2009, the Government has
introduced Pakote Referendum (Referendum
Package),
Programa
Dezenvolvimentu
Integradu Munisipal - PDIM (Integrated
Municipal
Development
Program),
and
Programa Nasional Dezenvolvimentu Suco
(National Program for Village Development) to
promote the growth of private sector at subnational level.
Natural beauty, rich history and cultural
heritage are great potentials for Timor-Leste
to develop tourism as a major industry to
underpin
economic
development.
A

Figure 4: Tourism share of GDP of Asia and the Pacific countries (%)
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Despite Timor-Leste’s tourism potential, private
sector investment in tourism development is
limited provided systemic challenges on
supporting and sectoral infrastructures and the
dollarized economy that makes Timor-Leste
expensive and less competitive relative to its
neighboring competitors.
COVID-19
has
affected
the
industry
substantially, with the number of international
tourists declining by 55 per cent in January and
decreasing further by 91 per cent in August
2020. The share of the tourism sector to GDP
in Timor-Leste is small compared to other
pacific countries, and the impact of COVID-19
to the sector will likely reduce its contribution to
the economy. Figure 4 shows tourism shares to
GDP in Asia and Pacific countries.

The extractive sector is critical for TimorLeste as it provides revenue for the
Government to support development of
other sectors. Moving away from an up-stream
extractive industry-oriented to a more
transformational industry through development
of a down-stream in the south coast will help
Timor-Leste to capture the full value of the
petroleum and gas resources through the direct
and the indirect benefits, such as income
generation, job creation, and establishment and
growth of new businesses in other sectors
(agriculture – for good supply and hotel,
accommodations and restaurant). Box 1
presents the estimated benefits from the downstream petroleum industry development in the
south coast with Greater Sunrise3 as the key
driver.

The Government has been undertaking a
number of measures to mitigate the hardship,
including promoting religion and pilgrim tourism
to local tourists. A sustained recovery of the
industry for the medium to long-term is
required, with a focus on addressing systemic
challenges of supporting and sectoral
infrastructure, such as upgrading Dili
international Airport, developing fiber optic for
enhancing accessibility and reducing costs of
telecommunication services, upgrading road
and clean water accessibility across the country
– particularly in the tourism zones, establishing
tourism information centers in municipalities,
developing and managing potential tourism
sites properly, preparing human resources
equipped with skills and professional attitudes
for hospitality services, preparing a unique
promotion package with the slogan of “discover
Timor-Leste” and embarking on major events to
promote the country, and facilitating private
sector investment – particularly micro and
Small and Medium Enterprises (MSMEs) to
provide tourism services in country side and
along beautiful coastal lines of the country.

The following policies and strategies are
designed to ensure a sustained extractive
industry development to support economic
development process:
 Continue maintaining fully transparent
management of oil and gas wealth and
use revenue from the petroleum to
support
social
and
economic
development.
 Develop a petroleum industry with the
maximum participation of Timorese
citizens and businesses – diversifying
sector activity by focusing more on
onshore downstream activities to provide
direct benefits (income and jobs) and
contribute to growth of businesses, such
as in agriculture and service sectors to
provide
food
supplies
and
accommodations.
 Develop and prepare human resources
for the operation of petroleum industry in
Timor-Leste.
 Develop south coast for petroleum
industry
development,
including
establishment of core infrastructure.

3

located approximately 150 kilometers south east of
Timor-Leste and 450 kilometers north west of DarwinAustralia.

The Sunrise and Troubadour gas and condensate fields,
collectively known as the Greater Sunrise fields, are
15

Timor-Leste to Gratudate from LDC Category and Beyond
through Structural Transformation and Economic Diversification

Box 1: The Estimated Contribution of the Petroleum Sector to Economic Diversification in TimorLeste
The experience of the petroleum industry development indicates that investments in oil & gas have great
economic impacts to the host country. The economic impacts can be categorized into direct, indirect, and
induced impacts:




Direct impacts are measured as jobs, labor income, and value added within the oil and natural gas
industry.
Indirect impacts are measured as jobs, labor income, and value added occurring throughout the supply
chain of the oil and natural gas industry.
Induced impacts are measured as jobs, labor income, and value added resulting from household
spending of labor and proprietor’s income earned either directly or indirectly from the oil and natural
gas industry’s spending.

Contribution of the extractive sector to diversify the economy relies on the two important elements:
1. The sector will provide substantial income to the Government, where the revenue will be used through the
annual budget to invest in infrastructure, human capital, agriculture and tourism to diversify the economy.
2. Downstream development of Greater Sunrise in the south coast will provide multiplier effects to other
sectors, namely agriculture to provide food supplies for the industry.
Timor GAP (the state-owned oil and gas company) estimates that the downstream development of the Greater
Sunrise onshore of Timor-Leste will bring the following benefits to the country:
 Timor-Leste has potential of US$372 billion dollars-worth of petroleum and gas resources that yet to
be monetized.
 This requires exploration, development and maintenance worth US$222 billion in the coming 50 years.
 When fully explored, approximately US$ $31 billion worth of Government take through taxes and profit
oil (from upstream), plus TIMOR GAP dividends of around US$16 billion.
 However, to capture the full value, Timor-Leste should move from the upstream extractive-oriented
industry to more transformational industry by way of developing services, fabrications and goods –
e.g., establishing Suai Supply Base, refineries/petrochemicals, and LNG plant.
 This will ensure around 27 per cent of the US$100 billion is captured in Timor-Leste’s economy with
additional multiplier effects of thousands of jobs, trade, commerce, SMEs development, and growth.
 Income for the Government from the downstream and services is estimated around US$16 billion
(including TIMOR GAP dividends).
 Government is required to invest up to US$2.2 billion over next few years (in Suai Airport, Suai Supply
Base, Highway), and the rest by commercial entities.
 2,000+ jobs during construction & 250 direct jobs during operation; up to 1,000 direct jobs if fabrications
and services are set up (possibly 2-5 years from the start of operation). Therefore over 6,000 indirect
jobs (industry ratio: 1 direct job generates up to 5 indirect jobs).
 Local businesses can compete to supply fabrications, services and work worth around US$2 billion in
capex (25 years).
 Local businesses can compete to supply services and goods for refinery operations worth almost USD
$1 billion (25 years).
 New businesses will emerge - such as maintenance, engineering, small fabrications, repairing,
specialized welding, transport, gardening, cleaning, security guard services, chemical supplies,
product tanker business, tug boats, electricity usage, offices and accommodation, hotels and
entertainment, food, fruit and vegetable supplies.
Source: Timor GAP, 2019.
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Over the course of the last decade, the
government has made some remarkable
progress to prepare the petroleum industry as
the core sector for economic diversification.
The achievements include maintaining the
high-level Petroleum Fund management and
commitment to adhering to international
transparency mechanisms such as Extractive
Industries Transparencies Initiatives (EITI) where Timor-Leste is among the few nations
that fully comply with the EITI; establishment of
Timor GAP - the national oil company to lead
development of the industry through direct
participation, ownership, and investment in
petroleum sector; and implementing Tasi Mane
project by building core infrastructure such as
airport and highway in the south coast of the
country to bring petroleum development to
Timor-Leste shore to provide direct economic
dividend to people and businesses.
On shore petroleum industry development on
the south coast to provide a greater economic
dividend is a must for Timor-Leste. Achieving
this policy objective requires a comprehensive
and consistent implementation of investment
strategies, including sustainable use of the
existing revenue to invest in core infrastructure
for mitigating downside risks, preparing
production sharing contract regimes that are
attractive for developers, and supporting Timor
GAP4 to actively participate in the development
of the industry.
Development of manufacturing industry
started from the low base, but it is growing
and recorded a large increase in workers
between the period of 2004 and 2015,
although the workers are mostly from informal
low productive activities - such as small-scale
traditional weaving (World Bank, 2018). The
sector contributes to less than 5 per cent to the
economy, with the Heineken investment on
beery plant in Hera as the notable investment
so far (National Account 2018).
Given the small market size, low skill of labors
and limited raw materials for high value
industries, development of the manufacturing
sector to diversify and grow the non-oil
4

economy will focus on manufacturing
processes with low skills requirements (such as
coffee processing and small handicraft industry
for tourism) and high value industry with export
oriented, such as development of the onshore
high value-added downstream oil and gas
industry in the south coast (LNG plant and
refinery).
Based on the 2018 export capacity and
capability assessment for MSMEs by
conducted by TradeInvest, identified that
potential products for manufactured homeindustry in Timor-Leste include agriculture raw
materials (such as coffee, rice, soy bean, fats –
including coconut and candle nut oils, soaps
and peanuts), furniture from teak wood and
bamboo, and handicraft. On the other hand,
Ministry of Tourism, Commerce and industry
(MTCI) has identified 5 niche products that can
be supported through value chain, such as
coffee, candlenuts, coconut, cocoa, and spices.
Government strategies to attract private sector
investments (both domestic and foreign direct
investment (FDI)) for development of the
manufacturing sector include:
 Improve business environment in
Timor-Leste – despite substantial
financial resources have been invested
in infrastructure (such as energy and
roads) for improving connectivity,
accessibility and promote growth, a
comprehensive
whole-government
approach is required to facilitate private
sector investment.


Promote investment and export Government
re-established
the
Investment and Export Promotion
Agency (TradeInvest) in 2015 to attract
FDI and facilitate development of
national SMEs to underpin economic
diversification and promote jobs
creation.



Develop industrial zone/park – Both the
central and regional Governments are
preparing enclave Oecusse and Atauro
island for industrial zones (ZEESM),

Timor GAP is the state-owned oil and gas company
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and assessing number of sites for
industrial park, such as Tibar and
Maubara. The objectives are to
enhance industrial activities, support
decentralizing industry, and encourage
supplementary industries – especially
small-scale
industries
in
the
surrounding areas. As part of the
preparation process, an international
airport has been built in Oecusse and
the country’s biggest cargo port in Tibar
is under construction.


Provide cheap capital access and
financial literacy training to MSMEs –
The Government introduced the “Credit
Guarantee Scheme” program to support
MSMEs in agriculture and home
industries. In addition, financial literacy
is provided by the Central Bank of
Timor-Leste, Institute of Business
Development (known as IADE), and
Chamber of Commerce of Timor-Leste
(CCI-TL).

Private sector investment is the key driving
factor for Timor-Leste to have a diversified,
inclusive
and
sustainable
economy
development. Policies and strategies are
designed to underpin the growth of private
sector to diversify businesses and industries
that are essential to transition from oil economy
to non-oil economy, and to create jobs and
provide income for the people, specially to the
youth that represent the majority share in the
demography of Timor-Leste.
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Potential investors must have confidence that
they are entering to competitive, fair and open
business environment and have certainty about
business and investment and regulation
processes. In the meantime, the government
will set directions for businesses and industries
to use resources and assets that will benefit the
people.
Policies for private sector development also
emphasize on ensuring Timorese people have
skills and supports they need to identify
business opportunities, start up a business, and
expand into new areas or markets, or start
exporting.
Despite some structural reforms having been
made such as the establishment of attractive
and business friendly fiscal incentives through
tax and investment systems, the establishment
of SERVE (Serviço de Registo e Verficação
Empresarial – Service for Registration and
Verification of Entrepreneurs) to provide a “one
stop shop” for business registration, and the
establishment of TradInvest to facilitate and
promote investment and export, the growth of
private sector investment in Timor-Leste is low,
indicated by an average growth of around 2 per
cent only in the last four years. Creating a
conducive environment through political and
macroeconomic stability, addressing systemic
challenges both soft and hard infrastructures
and ensuring establishment of proper legal
procedures and systems are required to attract
more private sector investments.
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3. Review of recent socioeconomic development and
the outlook
The country has experienced a significant
poverty reduction, where the percentage of
population living below the national poverty line
declined from 50.4 per cent in 2007 to 41.8 per
cent in 2014 . Using the international poverty
line of US$1.90 per day, the poverty declined
even more rapidly from 47 per cent to 30 per
cent in the same period. This reduction in
monetary poverty is reflected in ownership of
certain consumer durables, such as ownerships
of phones that increased by 56 per cent and
motorcycle ownership which increased by 17
per cent. (Government of Timor-Leste, 2014).
The 2.4 per cent of the average poverty
reduction per year in Timor-Leste is higher
relative to most g7+ member states (see annex
1). This reduction is also the result of
conversion of the average 6.1 per cent of
economic growth to the wellbeing of people as
reported by the World Economic Forum that

Timor-Leste was ranked in the top ten countries
to make the most progress in converting
economic growth into the wellbeing over the
period of 2006-2014. Poverty distribution by
region indicates that living standard of people in
eastern region (Lautem, Baucau and Viqieque)
was better - with 33.8 per cent population lived
under poverty line, compared to 40 per cent in
the central and 55.5 per cent in the western
regions (see annex 1). In addition, poverty is
more prevalent in rural area – with 47.1 per cent
rural population lived under poverty line,
compared to 28.3 per cent in urban area. Figure
5 shows poverty headcounts distribution by
village/suco and annex 1 shows information on
poverty distribution by districts and regions,
ownership
of
durable
goods,
overall
performance in key poverty dimensions and
Timor-Leste’s
performance
on
poverty
reduction in international context.

Figure 5: Timor-Leste poverty headcounts by village, 2014
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The challenge remains that almost half of the
population still lives under the national poverty
line, and that the country experienced an
economic downturn after 2014, marked by
economic recessions in 2017 and 2018. This is
estimated to further have deteriorated to a
minimum of -6% in 2020 due to COVID-19
(MoF, 2020a). Economic hardships are likely
affecting the living standard of people,
especially in rural areas. Thereby the next
Timor-Leste Survey of Living Standard (TLSLS)
that is planned for 2021 is critical to help the
government to update the poverty analysis and
design proper policy interventions
According to the latest Demographic Health
Survey (DHS) in 2016, the percentage of
children under 5 years old suffering from
stunting decreased from 58 per cent in
2009/2010 down to 46 per cent in 2016.
Despite this double-digit reduction, the rates it
is still very high. The evidence of the impact of
stunting is clear, where children who are
malnourished will not reach their intellectual
and physical potentials, have lower education
attainment and earn less as adults
(Government of Timor-Leste, 2019). The World
Bank estimates that high levels of stunting in
Timor-Leste induce economic losses equivalent
to 2 per cent of GDP per year. It is the
commitment of the Government to reduce the
high incidence of child stunting as a result of
chronic malnutrition. Multisector actions are
underway- involving number of sectors, such as
health, education, water, sanitation and
hygiene, gender equity, agriculture and
fisheries, strong public engagement and
positive parental care practices (Government of
Timor-Leste, 2019).
Breastfeeding, a critical component of
dietary intake and nutrition among infants
achieved a notable improvement, where the
per centage of infants who were breastfed in
the first hour after birth rose from 47 per
cent in 2003 to 82 per cent in 2009/2010 and
93.4 per cent in 2013, before falling to 75 per
cent in 2016 (General Directorate of
Statistics, 2016). In addition, while there is a
substantial improvement in the dietary intake of
women with reproductive age of 15-19 years
old (FAO/EU/CONSSAN-TL, 2019), the
20

prevalence of women undernutrition is still high
(27 per cent) and anemia is also increasing
(General Directorate of Statistics, 2016). The
2019 FNG (Fill the Nutrient Gap) analysis
indicates that pregnant and lactating women
(PLW), adolescent girls and infants, and young
children expose to risk of malnutrition low intake
nutrient. Majority of the households could afford
to meet their energy needs but not sufficient to
meet energy, protein, and micronutrient
requirements to maintain nutritious diet. It is
estimated that a household in Timor-Leste with
five people will spend US$32 to US$60 per
month to meet energy requirement and US$158
to US$211 per month to meet energy, protein,
and 13 micronutrients (TL Food security
Bulletin, April 2020). The impacts of COVID-19
will likely affect food security in Timor-Leste due
to weak in purchasing power as the
consequences of job losses, lower income and
restricted food access – women in rural areas
are likely to suffer more food insecurity due to
cultural norms that other family members to eat
first and women (specially mother) to eat last.
Based on the rapid food security assessment
conducted by the Ministry of Agriculture and
Fisheries (MAF) with development partners on
May 2020, with the impacts of COVID-19 and
the state of emergency measure taken to
prevent the transmission of the virus,
households in Timor-Leste are experiencing
staples food insecurity during the harvest
season (considered as the most food-secure
time of the year). Over 40 per cent of
households are already engaging in coping
strategies and are reducing the normal amount
of food consumed at least once per week. The
main sources of households’ income are from
agriculture (92 per cent), livestock (53 per cent),
and pensions (18 per cent). Source of food and
income of around 81 per cent of the households
have been affected with the temporary
measures on movement of restrictions, closure
of markets, and reduced food security
availability. Over 40 per cent of farmer
households reduced the planting of maize, rice,
tubers, beans, and peanuts during the first half
of the year. 96 per cent of households indicated
difficulties to access to market – with the
highest numbers observed in Oecusse,
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Manatuto, Baucau,
municipalities.

Ainaro,

and

Ermera

Investments
in
the
health
sector,
particularly on infrastructure, workforce and
strengthening the health system have
contributed to the progress in child and
maternal health. Maternal mortality and
under-five mortality decreased by 80 per
cent and 72 per cent since 1990,
respectively (Government of Timor-Leste,
2019). This improvement is attributed to
investment in antenatal care and a significant
increase in the proportion of births attended by
skilled health personnel, increasing from 30 per
cent in 2009/2010 to 57 per cent in 2016
(General Directorate of Statistics, 2016). The
fertility rate of women with reproductive age
declined rapidly, from 7.0 in 2005 to 4.5 in 2015
(Census Agriculture, 2019). However, this
fertility rate is still quite high - one of the highest
in the region. Timor-Leste is on track to
eliminate malaria by 2021 through cutting the
incidence rate by 99 per cent in 11 years and
achieving a zero-incidence rate in 2016
(Government of Timor-Leste, 2019).

Investments in education for inclusive and
quality of education have achieved a
significant progress. Notable investments
include construction of 300 new primary school
buildings between 2006-2011 (World Bank,
2018), the number of pre-secondary school
increased from 97 to 245 between 2000-2015
and (Census Education Monograph, 2019) –
contributed to the nationwide of 41.4 per cent of
net attendance in pre-school in 2015 (see figure
6), the new curriculum appears to have
contributed to the quality of education - with a
substantial progress note in class 1 (particularly
in world recognition and comprehension – with
mean gains of 84 per cent and 109.2 per cent
respectively), and the number of teachers grew
by 30 per cent for primary schools and 29 per
cent for the secondary schools - while the
Government has launched several initiatives
and teacher training programs to upgrade
teachers’
academic
qualifications
and
restructuring their professional status (Ministry
of Education and VNR, 2019).

Figure 6: Net Attendance Ratio in Pre-Secondary, 2015
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Some notable progresses in the educational
sector that are important for the country to
prepare for LDC graduation and achieve
sustainable development goals are that the
percentage of Timorese population aged 6-17
years in school is at the highest ever at 82.6 per
cent, and school attendance in pre-secondary
and secondary school doubled in five years
(2010-2015). The primary school attendance
rate increased from 65 per cent in 2001 to 92
per cent in 2015 (Census, 2015), the gender
gap in education has narrowed with gender
parity reached in primary and pre-school
education in almost all regions of the country;
the literacy levels have risen rapidly among all
ages with adult basic literacy rate (15 +years)
57.8 per cent in 2010 compared to 64.4 per cent
in 2015. Learning in grade 1 has improved
significantly – largely due to improvement in
Tetum literacy (Ministry of Education and VNR,
2019), and students population in higher
education in Timor-Leste has more than
doubled – with 57,436 students in 2016
compared to 27,009 students in 2011, or an
increase of 113 per cent in five years (World
Bank, 2019a).

women representations in public institutions
increased, with 35 per cent of civil service, 15
per cent of policy members and 10 per cent of
military force; strengthen government decisionmaking and consultative bodies for gender
equity and the empowerment of women, which
includes the establishment of a Secretary
Estate of Gender and Inclusion in the current
Government organigram, observer in the
budget committee review to ensure gender
mainstreaming is integrated into Government’s
plan and budget, and the establishment of
National and Municipal Gender Working
Groups to enhance coordination, resource
allocations, gender mainstreaming and
monitoring of government gender commitment
at all levels; and making good progress in
tracking public resource allocations for gender
equality and women’s empowerment, such as
gender responsive budgeting that integrates
gender equality into planning, budgeting,
monitoring and evaluation process.

Gender
equality
marked
significant
improvements
with
some
notable
achievement, such as women representing
38 per cent of the total seats in the National
Parliament, which is one of the highest in the
world and the highest in Asia and the Pacific;

Clean water and sanitation are critical for
economic diversification and sustainable
development in Timor-Leste. With substantial
investments that have been made, the sector
has improved markedly with 60 per cent of
household access to safely managed5 or basic
water source in 2015 compared to 45 per cent
in 2010, and nearly a third (31 per cent) of all
households in the country having access to
safely managed sanitation6 in 2015 (Census,
2019).
While
there
are
noticeable
improvements in water and sanitation,
improvements have not been universal – where
the rural household have not benefited to the
same extend compared to urban households
(Government of Timor-Leste, 2019). In 2015,
more people in rural area accessed to “basic
water supply,” but not for the “safe water” (see
figure 7). The sanitation situation in rural areas
is improving, but more than half of all rural
households (52 per cent) either practice open
defecation or use an unimproved toilet facility
such as an open pit or a shared public latrine
(Census, 2015).

5

6

Despite improvements in literacy and school
attendance, further progress is needed to
improve the quality of education at all levels of
education and the rapidly increasing youth
population imposes enormous pressure on the
education system and create a major challenge
in providing quality services. There is a need to
extend the recent positive trend of public
expenditure to education with more focus on
spending for quality of education and
enhancing accessibility to quality and demanddriven vocational training for young men and
women to respond the need of labor market.

It should be noted that water supply is the basic service
level - which is not necessarily free from contamination.
For water source other than bottle water to be classified
as safely managed, water quality testing is necessary.
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The use of an improved toilet facility that was not shared
with another household and wastewater was safely
disposed.
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Figure 7: Water supply in rural area of Timor-Leste

Allocating more financial resources through
direct public investment and the Government to
organize grant resources and access to more
concessional loan financing to develop
infrastructure of water and sanitation are critical
for the country to achieve SDP targets of all
municipalities and sub-districts will have
improved and appropriate drainage and
sewerage systems by 2030. Furthermore, it is
necessary to provide support to the recent
established “BÉ Timor” public enterprise to
ensure good management, operation and
maintenance for efficient water supply and
sanitation services to public across the country.
Over the period of 2008-2018, Timor-Leste
experienced
moderate
GDP
growth,
averaging 4.7 per cent per year. The growths
were due to increases in government
expenditure associated with the strategic
investments (such as infrastructure and
human capital) to allow the flourish of
private sector in the long-run. Government’s
strategy is to use excess withdrawal from the
Petroleum Fund and external loan financing to
invest in hard and soft infrastructures that could
generate inter-generational impacts. The
Strategic Development Plan (SDP) sets out that
high return in investments will transform the
economy from the public sector driven
economy to a sustainable private-sector led
economy. Investments in core infrastructure,
such as energy and road transportation have
contributed to both living standard and business
environment.
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The Ministry of Finance’s preliminary forecast
indicates that the non-oil GDP growth for 2019
is around 2 per cent, shows a sign of recovery
for the recent two consecutive negative growths
of -3.8 per cent in 2017 and -0.8 per cent in
2018 (annex 2). the growth in 2019 is largely
contributed with the normal budgeting process,
business activity and household consumptions
(see table 1). While economic contractions in
2017 and 2018 due to limited Government
expenditure (regime duo-decimal or one-twelve
budget regime) as the consequence of political
instability, declined in private sector investment
and lower export. The impacts of COVID-19
and the state of emergency measure to prevent
and mitigate the impacts, coupled with delayed
budget has led to GDP forecast of a contraction
of -6 per cent in 2020 (see figure 8)
During 2010-2018, the non-oil economic growth
was driven by agriculture, construction, real
state and wholesale, transportation &
accommodations sectors. The share of these
sectors to 2018 growth were between the range
of 10 to 20 per cent, with the agriculture on the
top (figure 9). Despite agriculture sector was
dominant, its contribution to the growth declined
from 25 per cent in 2010 to around 18 per cent
in 2018. Construction sector contribution was
very volatile provided that it was highly
dependent on the Government capital
expenditures. Furthermore, the size of
manufacturing sector was below 5 per cent and
is still small, indicating that continued
implementation of the structural reform to
improve business environment for promoting
private sector investment is critical.
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Figure 8: Real non-oil GDP growth rate (%, right scale) and levels (US$ million, left scale)
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The Government has taken number of
response measures to mitigate the impacts of
COVID-19 to the living standard of most
vulnerable people, the measures include
providing wage subsidy (60 per cent to
employment salary) and stabilising credit line to
maintain the purchase power and capacity of

private sector. Ministry of Finance (2020c)
estimates that contribution of consumption to
the growth in 2020 is likely fall, but with the low
inflationary environment as the result of fall in
world oil price, it will help the consumption to
some extent.

Figure 9: Drivers of the non-oil economic growth, 2010-2018, percentage

Source: Timor-Leste National Account 2018, General Directorate of Statistics, Ministry of Finance.

Public capital expenditure in 2020 was
somewhat constrained by the duo-decima
budget regime that was implemented up to
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October. However, the 26.5 per cent of the
capital expenditure from the 2021 proposed
budget (the total budget around US$1.9 billion)
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will drive the recovery of the total investment to
the economic growth in 2021 (see table 1).
Infrastructure projects, especially roads,
educations, health, and water and sanitation
will provide jobs to Timorese people.
Infrastructure assets resulting from the public
investments, the legislative reform, and the
economy recovery plan will contribute to the
improvement of business environment to
underpin the growth of private sector.

implementing frontloading fiscal policy
since 2009 – withdrawing more than
Estimated Sustainable Income (ESI – 3 per
cent of petroleum wealth) to invest in
infrastructure and human capital to
encourage the growth of private sector and
increase diversification and grow the overall
economy. Private sector is expected to drive a
sustainable Timorese economy in the future to
provide more jobs to young people and revenue
to the Government, which will make less
withdrawal from the Petroleum Fund to finance
fiscal deficit as the non-petroleum revenue will
be higher and lower need for Government
spending to boost the economy in normal times.

The Petroleum Fund remains the main
source of financing for the state budget and
provides fiscal anchor for Timor-Leste (see
table
2).
Government
has
been

Table 1: Real GDP, 2016-2022, US$ million
2016
Private consumption
Public consumption
Total consumption
Private investment
Public iInvestment
Total investment
Other
Total national expenditure
Exports
Imports
Non-oil GDP

976
927
1,902
126
527
653
26
2,582
53
(981)
1,653

2017

2018

1,011
873
1,883
143
401
544
26
2,454
32
(896)
1,590

1,037
864
1,901
70
465
535
23
2,459
35
(916)
1,578

2019*
1,044
959
2,003
109
386
495
12
2,510
32
(933)
1,609

2020*
945
1,047
1,992
100
260
360
6
2,357
31
(875)
1,513

2021*
1,110
969
2,079
155
421
576
3
2,657
45
(1,129)
1,573

2022*
1,151
997
2,149
197
382
579
1
2,729
50
(1,166)
1,613

Source: Ministry of Finance, 2020c. P* (preliminary), P** (projection)

Table 2: Summary of key fiscal indicators, 2019-2025, US$ million
2019
Actual
1,243.8

2020
Budget
1,497.0

2021
Budget
1,895.0

2022
Proj.
2,477.8

2023
Proj.
2,416.9

2024
Proj.
2,083.8

2025
Proj.
2,209.0

922.6

1,274.7

1,359.9

1,414.3

1,470.9

1,529.7

1,590.9

203

206.7

239.3

248.8

258.8

269.1

279.9

Goods and services

380.4

499.3

421.5

438.3

455.9

474.1

493.1

Public transfers

339.3

568.7

699.1

727.1

756.2

786.4

817.9

Capital

314.6

222.3

535.1

1,019.1

899.9

506

568.1

Minor capital

27.8

8.9

61.2

63.6

66.1

68.8

71.5

Capital and develop.

286.8

213.4

474

955.5

833.7

437.2

496.6

Revenue

727.6

716.7

738.5

728.7

691.1

650

620.8

Domestic revenue

198.6

172.3

190.6

202.1

212.1

218.7

229

529

544.4

547.9

526.6

478.9

431.3

391.8

Total expenditure
Recurrent
Salary and wages

ESI
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Fiscal balance

-516.2

-780.3

-1,156.5

-1,749.1

-1,725.9

-1,433.7

-1,588.2

Financing

529.9

780.3

1,156.5

1,749.10

1,725.90

1,433.70

1,588.20

Excess withdrawals

440

419.5

829.7

1,686.2

1,675.0

1,397.1

1,507.4

Use of cash balance

33.4

290.1

247

-

-

-

-

Borrowing/loans

49.8

60

70.7

53.9

45.9

33.8

77

Budget support

6.7

10.6

9.1

9

5

2.8

3.8

Source: Ministry of Finance, 2020c.

Petroleum Fund withdrawal for public
expenditure is categorised into the ESI amount
and any excess withdrawal that is justified by
the Government to be in the long-term interests
of Timor-Leste. As of September 2020, The
Petroleum Fund Balance was US$18,469.5
million, investment return was US$906.5 million
or a return on 5.2 per cent, and petroleum
revenue was US$290.4 million. The Ministry of
Finance estimates that the Petroleum Fund
balance will be US$18,065.7 million at the end
of 2020. However, the end balance largely
depends on the investment performance and
the amount of cash to finance public spending
in the last quarter of the year. As shown in table
3, the Petroleum Fund balance is expected to
decline in the future years as Bayu-Undan’s
reserves deplete further and investment returns
are not expected to offset withdrawals.

The Ministry of Finance fiscal sustainability
analysis indicates that if the growth of
appropriation categories such as salary and
wages, goods and services, public transfer,
minor capital and capital & development is
based at 4 per cent every year, the Petroleum
Fund will run out in 2033 or 13 years from now
and the expenditure will fall 80 per cent in two
years (2031-2033) from US$2.5 billion to
US$491 million (see figure 10). However, the
spending growth has often been higher than 4
per cent. The average growth rate of approved
budget across all appropriation categories
(including loans) between 2010 and 2019 was
20.9 per cent per year. This masks significant
variation between Minor Capital (46.7 per cent
- the largest annual growth) and Goods and
Services (7.9 per cent – the smallest annual
growth)). Fiscal sustainability analysis that is
based on these historical growth trends
indicates that the Petroleum Fund will run out in
2030 or 3 years earlier compared to the first
scenario.

Figure 10: Expenditures and revenues forecasts 4% growth scenario
20,000

PF Balance (only positive), $ Millions

18,000

Total Revenue, $ Millions

2,500

16,000

Expenditure (adjusted for PF=0), $ Millions

2,000

12,000
1,500

10,000
8,000

1,000

6,000
4,000

500

2,000
0

0

2053

2051

2049

2047

2045

2043

2041

2039

2037

2035

2033

2031

2029

2027

2025

2023

2021
Source: Ministry of Finance, 2020c.
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PF BALANCE

DOMESTIC REVENUE / EXPENDIUTRE

3,000

Table 3: Petroleum Fund revenue and withdrawal, US$ million
2019
Actual
15,803.6

2020 Prov.
17,691.8

18,065.7

17,417.8

15,858.2

14,376.7

13,059.9

756.3

306.1

68.1

32.7

108.7

0.0

0.0

PF investment return

2,100.9

1,031.6

661.6

620.5

563.8

511.6

460.2

Total withdrawals

969.0

963.9

1,377.6

2,212.8

2,153.9

1,828.4

1,899.2

17,691.8

18,065.7

17,417.8

15,858.2

14,376.7

13,059.9

11,620.9

Opening PF Balance
Petroleum revenue

Closing PF balance

2021

2022

2023

2024

2025

Source: Ministry of Finance, 2020c.

The analysis indicates that Fiscal and Public
Financial Management Reform (FPFMR) that
aims for increasing collection of non-oil revenue
(domestic revenue) to 15 per cent of GDP by
2023, adoption of fiscal rules to ensure fiscal
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sustainability and macroeconomic stability, and
rationalization of expenditure that concentrate
on economic diversification and sustainable
growth are vital for the country.
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4. Impacts of and response
to external shocks
4.1 Oil price and Petroleum
Fund investment return to
fiscal policy
Two external shocks that Timor-Leste regularly
deals with are the fluctuation of oil prices and
the investment return of the Petroleum Fund
from the international financial market. They will
be considered as shocks if both prices and
investment return are on downward trends
because they will decrease the Petroleum Fund
balance that aims for financing current and
future development needs. The fund is
paramount for Timor-Leste’s fiscal policies, as
it has contributed over 85 per cent to annual
government budget. On the other hand, the
downward trend of oil prices could contribute to
low international food prices, which could relax
pressure to inflation in Timor-Leste, as imported
goods maybe less inflationary. This is
considered as an upside effect of the shock in
oil prices.
International price of crude oil witnessed drastic
declines, from an average of US$108.4/barrel
in June 2014 to US$29.8/barrel in January
2016. The main driver of the decline was the
global supply increase during the period of low
demand. As shown in Figure 11, prices had
started to recovered in 2019 with an average of
US$64/barrel, but the global demand has
drastically declined since the onset of the
COVID-19 pandemic – to stem the outbreak,

many Governments imposed restrictions on
travel and temporary business closure since
January 2020 (Ministry of Finance, 2020f).
Petroleum Fund investment return was around
US$2,100 million in 2019, which is equivalent to
a return of 13.3 per cent. As shown in figure 12,
the returns on 35 per cent of equity and 60 per
cent of bonds allocations were 27.7 per cent
and 5.2 per cent, respectively. The record
annual return in 2019 was driven by equity’s
strong performance, while bonds also delivered
healthy returns. The Fund’s investment return
for the year to September 2020 is +5.2 per cent,
which translates to net income of US$906.5
million. The return on equities have recovered
from the sharp fall in the first quarter of 2020
due to the COVID-19 outbreak and strict
lockdowns
measures. Despite remains
uncertain, risk assets have been boosted by
monetary and fiscal policy stimulus. The return
from fixed income/bonds for 2020 is projected
to be 5.9 per cent, while for 2021 and beyond is
estimated around the long-term nominal return
of 3.8% (Ministry of Finance, 2020f).
Maintaining the existing investment strategies,
both for portfolio allocation (60 per cent in
bonds and 40 per cent in equity) and long-term
investment oriented, and Government to
establish
Medium
Term
Expenditure
Framework (MTEF) to map out financing needs
for expenditure over medium-term are policy
action that could be considered.

Figure 11: Commodity price index, 2011-2022
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Figure 12: Petroleum Fund investment return

Source: Ministry of Finance, 2020c.

4.2 Impacts of COVID-19 to
LDC graduation and beyond
When COVID-19 emerged in early 2020, TimorLeste only met the GNI per-capita income
criteria for LDC graduation and was struggling
to achieve SDP targets for medium term and
Sustainable Development Goals by 2030.
Given its vulnerability, the pandemic increases
pressure to Timor-Leste to meet its graduation
and sustainable development objectives.
Despite as of October Timor-Leste registered
30 positive cases only, one of the lowest in
South-East Asia region with no fatality and only
one active case, disruptions caused by COVID19 beyond public health produced multifaceted
impacts on economic activity. State of
emergency measures lowered both the
demand and supply of goods and services,
while voluntary changes in behavior also had a
strong impact on economic activity – as
consumers delayed spending and firms
postponed investments. External conditions
also affected the economy, albeit to a lesser
extent. Transport disruptions impacted on
(tourism and business) travel receipts and the
sourcing of imports, lower global demand may
have reduced coffee exports, and (commodity
and asset) prices mainly affected the Petroleum
Fund balance. The construction sector was
affected by the lack of a state budget, while the
accommodation & food sector was impacted by
international travel restrictions and lower
household spending. Some impacts of COVID19 that could influence Timor-Leste preparation
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to
LDC
graduation
development are:

and

sustainable

 2020 GDP is expected to contract by 6
per cent - the largest fall since 2003 –
due to the combined impacts of COVID19 and expenditure contraction for
almost the entire year.
 Petroleum Fund investment return fell in
Q1 with a registered loss of US$843
million, but started recovering in Q2 and
the total return as of 12 of October was
US$1.24 billion. Revenue from oil and
gas production fell below 50 per cent of
the last year US$756 million collections.
 The decision on the development of
greater sunrise oil and gas fields could
be delayed given the uncertain energy
market outlook due to the global
economic recession in 2020 and the
lower demand for transport services.
 The fall in personal income, job loses,
and firm closures due to the demand and
supply shocks. The impact of COVID-19
to job market is difficult to compute due
to limited available data. However,
formal employment from private sector
declined steadily from about 62,000 in
2014 to 53,000 in 2018, and likely
dropped further in 2020 despite
Governments provides 60 per cent of
wage subsidy aiming at protecting jobs.
Many inefficient firms have closed their
businesses during two consecutive years
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of economic recessions in 2017 and
2018, and the economic recovery
measures – such as wage subsidy and
access to credit may have prevent other
firms to terminate their businesses
(World Bank, 2020)
 Tourism sector has been hard hit and
remain stagnant with a decline on foreign
visitors to the country from -56% in
March down to -91% in August 2020.
Building a durable political stability to ensure a
normal public spending for preventing and
mitigating public health risks, helping
businesses, and protecting jobs is an important
precondition to a robust and sustained
economic recovery in Timor-Leste.

4.3 COVID-19 response
measures – focus on COVID-19
Fund and Economy Recovery
Plan
The Government established a COVID-19 fund
in April 2020 under law 2/2020 (6th of April)
which was amended in June by law 5/2020. The
objective of the Fund is to finance preventive
health measures, such as acquisition of
medical supplies and equipment, establishment
of facilities for quarantine and isolation, and
staff training and economic response
measures. The budget was from an
extraordinary withdrawal of the Petroleum Fund
with the initial setting of US$150 million and
subsequently increased to nearly US$220
million. The Integrated Crisis Management
Center (CIGC) is responsible to coordinate the
planning and allocation of expenditures, while
an Inter-ministerial Committee assesses the
proposed measures, and final approvals are
granted from the Fund Management Council
chaired by the Ministry of Finance.
The Government announced a 19-measure of
economic stimulus and response package in
April 2020. The measures include deferral tax
payments for businesses in Timor-Leste, a twomonth universal cash transfer totaling US$200
(US$100/per month) to households with
monthly income less than US$500 – a total of
298,495 families have received the support, a
60 per cent of wage subsidy to private sector
employees for up to 2 months, a two-month
subsidies for electricity and water bill – over
160,000 electricity customers have benefited
30

the US$15 credit per month scheme,
suspension to the payments of social security
contributions (employee and employers) and
rent of government properties, stipend subsidy
to over 4,200 Timorese students overseas that
were unable to return to the country, an internet
subsidy to Timorese students in the country to
allow them attending online classes, purchased
of rise for a 3-months emergency supply and
subsidies to the distribution of food items
across the country – particularly in remote
areas, provision of an emergency credit line for
local businesses to prevent them from
bankruptcy, and provision of a credit guarantee
scheme for importers of essential goods
(Ministry of Finance, 2020c).
The three economic contractions in the last four
years (2017, 2018 and 2020) have created a
persistent impact to the economy. The growth
contractions were largely contributed by
domestic and external shocks (political
instability, limited public expenditures, and
impact of COVID-19 to businesses, jobs and
income of people), and the effect of these
shocks are unprecedented and will likely affects
to the slow recovery of the economy. With a
relative low exposure to international trade and
financial shocks, the direct impacts of the
declined in global demand, the falling of
commodity prices and the tighter financial
environment to the economy of Timor-Leste are
limited (World Bank, 2020). The medium-term
outlook depends on the approval of state
budgets for 2020 and 2021 – particularly to
finance the implementation of the economic
recovery plan, and public health measures
(including restriction of international travel and
movement of goods and services) to prevent
and mitigate the impact of COVID-19.
The Government recently approved an
economic recovery plan that outlines two
distinct phases. The first phase aims to mitigate
the impacts of COVID-19 through short-term
responses (mainly in the second half of 2020)
to prevent job losses, support families, and
avoid firm closures with a view to sustain
consumption levels and living standard – the
measures include a universal food basket worth
US$25 per person, and exemption from social
security contributions. The second phase with
medium-term (2-3 years) economic recovery
oriented seeks to respond to the challenges
caused by COVID-19 and also the existing
structural weaknesses that hamper economic
development (Government of Timor-Leste,
2020d).
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Table 4: Main economic response measures finance with COVID-19 fund
Type of measure

Transport
connectivity

Distribution of
essential goods
Telecommunications
Essential services
Credit

Direct support

Description
Airline subsidy to secure at least three flights a week between
Darwin and Dili (10 weeks)
Maritime transport subsidy to secure the transport of goods
between Dili, Atauro and Oecusse
Rice purchase to guarantee emergency stocks (30,000 tons)
Support for continuous (24h) cargo transportation between port
and warehouse
Acquisition of inputs to support agriculture and aquaculture
Internet subsidy for students in secondary and higher education
Alert system (COVID-19 messages) to support contact tracing
Electricity subsidy for consumers through a $15 (x 2 months)
electricity voucher
Water fee waiver for households
Support for payment renegotiation, emergency lines, and
guarantee for importers of essential goods
Cash transfer to households ($100 x 2 months)
Wage subsidy providing 60 per cent of wages for registered firms
(30,000 workers)
Social security exemptions for both workers and companies
Rent exemption on state property (4,000 lessees)
Student subsidy to cover the living costs of Timorese students
abroad (3,500 students)

Total

Budget
(US$m)
0.6
0.1
17.0
0.2
5.0
0.6
0.3
7.7
0.3
19.7
66.9
14.7
2.4
1.2
3.2
139.9

Source: Ministry of Finance, 2020c.

The second phase of the economic recovery
plan covers several areas, include:
 Agriculture - focuses on providing subsidy to
the coffee farmers and renewal of plantations,
developing sandalwood and teak, and
foresees the implementation of a (partial)
import substitution policy, particularly for rice.
 Tourism – establishing a state-owned
enterprise to boot the sector, developing
human resources for the sector through
vocational education and specialize training
(such as hospitality), developing core and
sectoral infrastructure, and promoting ecotourism.
 Housing - aiming to implement a social
housing program managed by the National
Institute of Social Security or a new institution,
as well as achieve universal coverage of
electricity, clean water and basic sanitation
across the country.
 Education – more fiscal space for the sector
to expand the number of CAFÉ schools,
promote proper maintenance of school
buildings, and expand the network of presecondary and secondary schools and
vocational training centers.
 Health – more fiscal space to improve the
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quality of health services, strengthen the
financial and technical support to key
programs (such as family health, school
health, and occupational health), invest in
infrastructure, and improve health personnel
training.
Social protection – focuses on more efficient
payment system, expand coverage of ‘Bolsa
da Mãe’, increase protection (e.g. death in
non-contributory regime), implement active
employment programs, and assess the
feasibility of a universal basic income.
Institutional aspects – Government to
prepare and approve all legislations
associated to land issues and business
legislation (such as a bankruptcy regime),
improve the functioning of the courts, and
continue implementation of the public
administration reform.
Fiber optic installation - aims to rollout fiber
optic through the country, with the support of
a submarine cable connecting Timor-Leste
with the rest of the world.
Renewable, sustainable, and alternative
energy sources. The objective is to promote
renewable sources of energy – namely, solar,
hydro and wind.
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5. Potential loss and
mitigation strategies
5.1 Implication on financing
and trade related supports
Grants and concessional loans play significant
role in the development of Timor-Leste. They
account for slightly more than 15 per cent of the
2020 budget. Graduation implications on trade
related support is likely insignificant given the
country’s main export commodities are oil and
gas and local production is growing but at low
pace and with limited diversification. This
situation is likely to prevail for the next few years
until some fundamental structural challenges,
such as institutional and infrastructure capacity
constraints and low labor productivity have
been addressed. The “CDP’s Ex Ante Impact
Assessment” provides a comprehensive
description on the likely financial and trade
implications as the result of graduation from
LDC.
The amount of Development Partners support
to Timor-Leste exceeded US$150 million from
2016 up to 2021. Development Partners’
support for 2021 is forecasted to experience a
nearly 16 per cent reduction as compared to

2020. This is due two reasons. First, a
significant increase in 2020 to help the
Government against the pandemic of COVID19. Secondly, donor reporting for 2020 was
conducted in mid-year 2020, thus development
partner had a clearer sense of how much they
would be disbursing by the year’s end (Ministry
of Finance, 2020a).
Development partners’ supports in the fight
against COVID-19 in Timor-Leste is notable. In
total, developments partners have reported to
committing over US$40 million in support of
COVID-19 related activities, including for brand
new initiatives (i.e. purchasing of Personal
Protective Equipment and supporting the
National Laboratory to increase testing
capacity) and/or adjustment of the existing
activities (i.e. supporting National Program for
Suco Development – PNDS to provide
economic incentives at village level during the
state of emergency). Activities range in values
of US$1,000 to US$4.7 million and support
areas ranging from the medical support
programs to supporting food security, economic
recovery, water and sanitation, social inclusion,
and gender.

Figure 13: Non-lending disbursements, US$ million
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Table 5: Timor-Leste concessional borrowing
IFIs/Program

Amount
(US$
million)

Currency

FOREX
adjustment
30/6/2020

Maturity
(years)

Grace
Period
(years)

Interest
rate (%)

Up-front
fee (%)

Asian Development Bank
COL

117.02

US$, SDR

114.73

25.5

5.2

2

-

OCR

154.63

US$, SDR

154.63

25

5

2.2

-

Total

271.65

119.24

32

7.5

1.5

0.25

15

28

8

3

-

30

10

0.61

-

269.36

World Bank
IDA

119.2

IBRD

15

Total

134.2

JICA

US$, SDR
SDR

134.24

.
ODA

68.7

JPY

49

Source: Ministry of Finance, 2020c.

Government
has
been
implementing
infrastructure development as one of the main
strategies at contributing to turning Timor-Leste
into an upper middle-income country by 2030 in
accordance with the Strategic Development
Plan 2011-2030. Achieving this goal, however,
requires substantial financing resources that is
often not available domestically in sufficient
amount and in favorable terms, making foreign
borrowing indispensable. It allows the country
to invest and consume beyond the limits of its
internal production capacity; thus, more rapid
growth and poverty alleviation.
Like many other small island least developed
countries, Government is currently relying on

agencies of governments or Multilateral
Development Banks (MDBs) for its external
concessional borrowing.7 As of June 2020, the
total signed loan agreements were US$474.57
millions of which US$5.92 millions have been
repaid since 2017 leaving a balance of
US$468.65 millions. Table 5 presents
concessional loans that been subscribed by the
Government of Timor-Leste.
Despite a sharp fall of export in 2020, trade
deficit improved significantly due to a strong
decline in imports – with the trade balance
deficit recorded at US$332 million for the first
half of the year, owing to a reduction in import
of goods and services (see figure 14).

Figure 14: Non-oil trade balance (US$ million) and merchandise imports (2020H1, %)
100
0
-100

Exp. serv.

-200

Exp. goods
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-400

Imp. goods
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-600
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2016
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2019 2020

Source: Central Bank and World Bank, 2020
7

By definition, concessional loan is a loan that has a
lower interest rates than those on the market or by grace
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periods, or a combination of these. Concessional loans
typically have long grace periods.
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5.2 Strategies to mitigate costs
of graduation
Timor-Leste is experiencing the natural circle of
international assistance where support will be
limited when the country is growing. Grant
support is on downward trend and concessional
financing is growing but likely decreasing after
graduation.
Enhancing domestic resource mobilization is an
important strategy to mitigate the potential
decline of development partner supports
(grants and concessional loans) as the result of
LDC graduation. The Government should
continue aiming to achieve the 15 per cent of
non-petroleum revenue to GDP in the mediumterm and ensuring the sustainability of the
Petroleum Fund. The later objective could be
achieved by complying to the “front-loading
fiscal policy” schedule that is planned to
resumed in 2024 and benchmarking the costs
of borrowing with the Petroleum Fund
investment return – the criteria should be to use
more loan resources for investment if the costs
are lower than investment return, and viceversa.
Trade is an integral part of Timor-Leste’s
strategy and commitment for developing the
economy and improving living standards. The
vision for trade and investment is that by 2030
Timor-Leste will have a dynamic and open
trading economy that is integrated with regional
and global value chains. Growing domestic and
foreign
investment
will
provide
new
opportunities for employment and transfer of
technology helping to drive growth of traditional
exports and development of new export
industries.
To achieve the vision, Timor-Leste formally
kick-starts its WTO accession process with a
recent high-level hybrid “Working Party
Meeting” between the delegations of the
Government and the Trade Organization. In the
meeting, the Government of Timor-Leste made
the following commitments:
 Improving
overall
economic
competitiveness and accelerating key
sectors and sub-sectors.
 Maintaining and facilitating approach to
trade that complies with laws and
regulations
as
reflected
in
the
Memorandum of Foreign Trade Regime

34









(MFTR).
Working with the existing business and
new investors to address constraints to
expanding domestic production and
exports.
Prioritizing WTO membership, as it would
help
to
leverage
the
ongoing
improvements in infrastructure, human
capital, and administrative capacity, to
accelerate
growth
and
economic
diversification. It would also set a
stepping-stone
for
Timor-Leste's
accession to ASEAN.
Timor-Leste is fully committed to abide by
the principles, objectives and rules. As an
LDC, it will implement domestic structural,
legislative and policy reforms needed to
comply with its future WTO commitments.
Targeting to become a member of WTO
by the end of 2021 provided a strong
political support across all partisan lines
and positive expression of members on
Timor-Leste’s bid.

Timor-Leste has made a number of steps
since expressed its commitment towards
WTO membership. These include:
i) Successfully submitted MFTR, which was
circulated to Members in June 2017.
ii) Completed and submitted replies to
members'
questions,
with
prior
endorsement of Council of Ministers;
iii) Completed
the
checklist
on
implementation and administration of the
Customs Valuation Agreement;
iv) The Legislation Action Plan (LAP) was
also developed and submitted to the
Working Party in May 2020, together with
the Q & R document. In this effort, TimorLeste also completed several translations
of the legislations.
As an LDC, Timor-Leste acknowledges the
challenges ahead to attract foreign direct
investment and develop domestic production as
the country is trying to diversify the economy
beyond the oil and gas sector. These
challenges will continue as the COVID-19
pandemic persists to exist, as also currently
being faced by all the nations globally. At the
same time, taking this opportunity, Timor-Leste
would be open to the necessary assistance
from Members and Development Partners, to
accelerate Timor-Leste’s membership to the
WTO.
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6. Way forward: policies and
strategic adjustments for
LDC graduation and beyond
6.1

Innovative partnership

Coordination is challenging but critical for
efficient resource allocation to diversify the
economy - specially to recover from the impact
of COVID-19 and to achieve sustainable
development objectives. Business as usual in
partnership may no longer relevant to support
preparation for LDC graduation and beyond.
Innovative partnership that puts private sector
as the center of cooperation for economic
diversification, domestic resource mobilization
and promotion of trade could be a policy and
strategic option that need to be considered.
Moreover, there is also a need to adjust and
improve the existing coordination and dialogue
mechanisms between Government and
development partners for external resource
mobilization (grants and loans). Innovative
coordination mechanisms that need to be
promoted and established are:
 Promoting a regular dialogue every three
months between the government, private
sector and financial institutions to discuss
policies, regulations, opportunities and
challenges is a new venue of partnership
that will build trust and confidence to
boost
private
sector
investments.
Coordinating Minister for Economic
Affairs (MECAE) could lead this process
and in coordination with the Chamber of
Commerce of Timor-Leste (known as
CCI-TL) and the Central Bank of TimorLeste. The International Financial
Corporation (IFC) could help MECAE to
organize the dialogue and provide
technical assistance to both MECAE and
CCI-TL to identify and address investment
opportunities and challenges, evaluate
investment environment and progress,
and provide advice on investment
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strategies that need to be considered for
Timor-Leste to graduate from LDC in the
short-term and achieve its upper-middle
income aspiration in the next 10 years.
 Enhancing
Quarterly
Development
Partners Meeting (QDPM) and TimorLeste Development Partners Meeting
(TLDPM) to allow regular dialogues
between
the
government
and
development partners to join efforts for
helping the country to achieve its SDP
and SDGs aspirations. For the short to
medium terms, meeting agendas could
focus on helping Timor-Leste to recover
its economy from the COVID-19
pandemic and graduate from the Least
Developed Country status.
 Reactivating SDP Sectoral Working
Group
and
involve
and
assign
development partners and private sector
to each sector (Infrastructure, Economic,
Social
Capital,
and
Institutional
Development) based on their focus areas
of partnership and investment portfolios
(i.e., ADB to infrastructure sector and
World Bank to support economic sector).
Vice Prime Minister and Minister of
Planning
and
Territory
to
chair
“Infrastructure
Working
Group”,
Coordinating Minister for Economic
Affairs to chair “Economic Working
Group”, Vice Prime Minister and Minister
of Social Solidarity and Inclusion to chair
“Social Capital Working Group”, and
Minister of the Presidency of the Council
of Ministers to chair “Institutional
Development Working Group”. This
sectoral working group will be a venue
where Government and development
partners could organize development
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supports and strengthening partnership at
sectoral level to help the Government
addressing economic recovery from the
impact of COVID-19, preparing for LDC
graduation, and achieving sustainable
development objective.
 Involving Development Partners and
Private Sector in the Government’s
ongoing reforms, such as Fiscal and
Public Financial Management reform,
Legislative
reform,
and
Public
Administration reform. The common
objective of these reforms is to address
structural challenges to improve public
service
delivery
for
economic
diversification and sustainable and
inclusive development. Thereby these
partnerships will be a good venue to join
force for delivering reforms agenda.

6.2 Restructuring financial
landscape
Structural transformation and economic
diversification for LDC graduation and
sustainable development require prudent fiscal
policies that could ensure fiscal sustainability
and macroeconomic stability over long-run. The
current financial landscape that is highly
dependent on withdrawal from the Petroleum
Fund and limited resources mobilized from
taxes to finance the great development needs
are unsustainable for the country. The
Government has shown its commitment to
address the issue through Fiscal and Public
Financial Management Reform. Ensuring
sustainability of the Petroleum Fund, accessing
more concessional resources from bilateral and
multilateral financial institutions (such as Asian
Development Bank, World Bank, Asian
Infrastructure Investment Bank, etc.) at
sustainable level to finance strategic
investments, improving compliance and tax
base for more domestic resource mobilization,
and efficient use and management of grant
8

Front-loading fiscal policy is the policy where the
Government is allowed to withdraw more the 3 per cent
ESI of the Petroleum Fund to finance strategic
investments, such as infrastructure and human capital
development.
36

resources are policies that should be
implemented with high commitment, consistent
and within a proper timeframe.
The proposed policies and strategies to
restructure financial landscape for inclusive and
sustainable growth are:
 Ensuring sustainability of the Petroleum
Fund – concern over the fund
sustainability is increasing as revenue
from the existing field of Bayu-Undan is in
downward trend since 2011 and revenue
for 2021 is projected to US$68 million
only, and the Government has withdrawn
more than the sustainability level of the
fund since 2009. To ensure Petroleum
Fund sustainability, the Government
should be consistent with the schedule of
“front-loading
fiscal
policy8”
implementation that will conclude in 2024,
adopting a fiscal rule on limiting “excess
withdrawal” to 60 per cent of Estimated
Sustainable Income (ESI)9, tapping up on
more concessional resources for strategic
investments, and setting up a fiscal rule
on the fund balance threshold, where
excess withdrawal will not allow if the
balance has hit the threshold.
 Accessing more external concessional
resources - taking the advantage of LDC
status to access to more external
concessional resources through projects
and policies-based loans with the
precaution that cost of borrowing should
be benchmarked with the opportunity cost
of Petroleum Fund investment, where the
later should above the first for any loan
financing to proceed.
 Consistent with the implementation of
Fiscal and PFM reform agenda to achieve
the target of 15% of domestic revenue to
GDP by 2023 - the reform should be
consistently implemented under any
political circumstances, especially the
9

ESI is a fiscal rule defines in the Petroleum Fund law to
ensure the sustainability of the Petroleum Fund. 3 per cent
ESI is the estimated long-term average of the Petroleum
Fund investment return.
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commitment to revise the tax and duty act,
introduction of value added tax,
diversification of revenue sources, and
improving the capacity of Tax and Custom
Authorities for enhancing compliances.
 Promoting the use of new deal principles
of “country own, country led and use
country system” for efficient use of
external grant resources – these
principles have been defined in the TimorLeste’ Aid
Policy.
Thereby,
the
Government, especially the Ministry of
Finance and the Ministry of Foreign
Affairs and Cooperation should ensure
that both Government institutions and
development partners comply to these
principles in their partnerships to
efficiently allocate grant resources (that
are on downward trend) to support
government’s efforts in recovering the
economy
from
COVID-19,
and
implementing development agendas that
are growth, inclusive and sustainable
oriented.
 Rationalization of expenditure under
prudent fiscal policy framework – where in
the short term, more resources should be
allocated for mitigation and prevention of
COVID-19 and economic recovery
measures, and expenditures strategies
for medium to long-term should focus on
investing in people, infrastructure,
technologies, and strategic sectors, such
as agriculture and tourism for a resilient
and competitive economy, and inclusive
and sustainable development.

The World Bank doing Business report 2020
ranks Timor-Leste to 181 with 39.4 of doing
business scores only. In addition, no single
doing-business indicator falls into the best 60
range. This is reflected in the relatively small
private sector contributions of around US$77
million only in 2019 or an average of US$85.6
million in the last 5 years to the fixed gross
capital formation of the GDP.
Although creating an enabling business
environment has been a priority for several
years, indicators are not making significant
progress, with some indicators worsening. It is
important for the Government to continue
working with the development partners (such as
MECAE and IFC to harmonize and improve
regulatory framework for business registration
and licensing, and Custom Authority, UNCTAD
and USAID on ASYCUDA World System for
future e-certification processes on trade and
SOPs for customs business processes) to
consistently
implementing
policies
and
strategies that are comprehensive, coherent,
effective and adaptive to improve doing
business indicators, provided that indicators
have structural characteristics that need endure
commitments to transform. With the ongoing
Legislative reform, Fiscal and PFM reform,
Public Administration reform, and the Economy
Recovery Plan, the Government should be able
to prioritize the following policies and strategies:

a) Improving business environment


Under
the
Legislative
reform,
accelerating the approval and enforcement of
legal frameworks for resolving insolvency,
property registration, protecting investors and
contract enforcement. Furthermore, priority
should be given to the establishment of all
associated legal and regulatory frameworks for
enhancing collateral systems to facilitate
access to credit, reduce risks and therefore
bringing down costs of borrowing that is
currently on double digits (around 11.5 per
cent)10 to single digit.

Timor-Leste is currently not attractive enough
for private sector investment due to small
market size, the prolonged political instability
and an uncompetitive business environment.


Public Administration reform to enhance
“one stop shop” service delivery for business
registration by SERVE (Serviço de Registo e
Verficação Empresarial – Service for

6.3 Promoting private sector
investment to diversify the
economy

10

Average interest rate from January to August of 2020.
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Registration and Verification of Entrepreneurs);
TradeInvest11 to actively organize business
forum and design investment promotion
package,
which
include
opportunities,
potentials and success story, where the
promotions to be led and delivered by
successful entrepreneurs in Timor-Leste; and
the Ministry of Public Works to improve service
delivery on getting construction permit,
especially on reducing number of days and
unnecessary procedures.

Fiscal and PFM reform to upgrade
information technology systems (SIGTAS and
ASYCUDA)12 and ensure e-services for all Tax
and Customs services to facilitate tax payment
process across the country – particularly
reducing numbers of days/time required to pay
tax and to support trading across borders.
Moreover, accelerating establishment and
enforcement
of
legal
and
regulatory
frameworks
and
infrastructure
for
implementation of Single Window and Cross
Border Paperless Trade Facilitation.13

(i.e. state of emergency) affect business, jobs,
and labors.
The core policy and strategy to diversify the
economy are to transform agriculture from
subsistence and low productivity to a
commercial level in order to provide livelihood
to most people in rural area and for food
security, develop tourism based on the niche
market (i.e. culinary, culture and history) –
making Timor-Leste as the “little latino” in the
region, develop up and down streams of
petroleum industry for the maximum benefit of
the country, and make Timor-Leste as the
manufacturing hub with the slogan of “made in
Timor-Leste” for markets in the region (eastern
Indonesia and Australia) – taking the strategic
location from logistical distribution perspective.
Policies and strategies adjustments are
required for the economic diversification going
forward. The following are some strategies and
actions that could be considered:

Policies and strategies to diversify the economy
with agriculture, tourism, extractive industry and
manufacturing are well documented in number
of Government official planning documents,
such as the Strategic Development Plan,
Sectoral Strategic Plans, Economic reform
plan, Roadmap of SDG implementation in
Timor-Leste, Government’s 5 years plan, and
many
others.
Furthermore,
economic
diversification has been the priority of the
Government
since
independence
and
implementation is underway. However, the
diversification process has been slow and has
led to limited private sector investment, jobs
and income of the people. The diversification
process is more challenging with COVID-19
outbreak provided that public health measures


Reviewing, adjusting and integrating
policies
and
strategies
for
economic
diversification in the Economic Recovery Plan
and SDP to recover the economy from the
impact of COVID-19 in the short-term and to
sustain economic diversification over the
medium to long-term horizon.

Ensuring political and macroeconomic
stabilities to provide certainty and reduce risks
for private sector investments.

Improving business environment to
reduce costs of doing business and improve
competitiveness, and promoting, facilitating and
prioritizing private investments in the selected
productive sectors.

Enhancing prudent fiscal policies
through adoption of fiscal rules that will ensure
fiscal sustainability and macroeconomic
stability, as these are necessary conditions to
develop the selected productive sector to
diversify the economy.

Rationalizing
expenditure
and
increasing fiscal space for agriculture and

11

13

b) Diversifying the economy with
agriculture, tourism, extractive industry
and manufacturing

TradeInvest is the central government agency for
promotion of private sector investment and export.
12
SIGTAS is the Standard Integrated Government Tax
Administration System, and ASYCUDA is Automated
System for Custom Data.
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The initiative is supported by the UNESCAP project
entitled “Facilitating Cross-Border Paperless Trade in
Least Developed Countries for Regional Integration and
Sustainable Development.”
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tourism sectors to invest in soft (regulatory
framework and human resources) and hard
infrastructures. For the medium to long-term,
there is a need to adopt performance
budgeting, where each productive sector will
get more resources based on their
performances.

Fiscal space for the short and mediumterm should be in line with the strategies
defined in the economic recovery plan as it will
respond to the impact of COVID-19 and also
establish necessary conditions for economic
diversification in the future.
c) Establishment of Investment Promotion
Board
The
existing
Timor-Leste’s
economic
diversification policies aim for transforming
“public sector driven economy” to an economy
led by private sector investments, which will
definitely help the country to graduate from LDC
status and achieve Sustainable Development
Goals. Achieving this objective requires
Government leadership to set policies and
strategies direction through rules and
regulations, facilities and services that will
support the growth of private sector. The
missing element in the existing investment
promotion strategies is the Government does
not get any proper and regular advices from a
competent independent body to improve
business
environment
and
promote
investments.
Government may consider establishing “TimorLeste Investment Promotion Board (TLIPB)” to
provide advice to the Prime Minister and his
cabinet on investments promotion for economic
diversification and sustainable development.
Establishment of the board should be enshrined
in a decree law to ensure durability of board
under any different political circumstances.
Board members should be assigned by the
Prime Minister, they are politically independent
and
technically
competent,
prominent
personals with high integrity, and are from
private sector, academics and technocrats in

public sector. Total numbers of the board
members could be between the range of 5 to 7
people.14 The scope of the board is limited to
advisory services (no authority mandate)
focusing on improving business environment
and promote investments. The Government
should seek board opinions (but opinions are
not binding) when preparing budget, policy,
and/or laws that aim at promoting investments.
To prepare for the establishment of the TLIPB,
The
Government
may
consult
with
development partners (bilateral or multilateral)
to learn successful empirical experience in
other countries and help preparing the required
legal framework.

6.4 More fiscal space for
human capital development
The country has made important progress in
health and education, with gains made in child
and maternal health, as well as marked
increases in the number of children attending
school, with gender parity. More effort is now
required to tackle health and education
disparities between municipalities, focus on
quality education, and ensure vulnerable
women and persons with disabilities are not left
behind. More investment in human capital is
needed to contribute to reducing child stunting
and food insecurity, that are notably high.
Increasing efforts to improve access to
improved water and sanitation, a driver of
malnutrition in Timor-Leste, will also contribute
to a healthy and productive population. To
equip young men and women for the labor
market, investment is also rapidly needed in
quality secondary, vocational and higher
education but also in science and technology
(Government of Timor-Leste, 2019).
Rationalization of expenditure to give more
fiscal space for human development –
particularly to education, health and food
security based on the Public Expenditure
Review (PER) and Medium-Term Fiscal
Framework (MTEF), is a policy option that need
to be considered. The Government could ask

14

Odd number is recommended to ensure application of
majority for any necessary decision-making process to
be taken through a voting procedure.
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support of development partners (such as IMF,
World Bank, ADB and DFAT) to conduct more
PERs for Education, Health, and Agriculture
Ministries, finalizing MTEF and enhancing
Program Budgeting Framework for TimorLeste. More efficient investments for these
sectors mean that the country will continue the
momentum of significant progresses that have
been achieved - as observed in the human
assets criterion for LDC graduation and 0.626
Human Development Index (HDI) value and
setting the right direction to prepare for LDC
graduation
and
achieve
sustainable
development goals.

6.5 Leave no one behind –
focus on women and youth
Based on the 2015 census, female and
population under the age of 18 represent 49.2
per cent and 46.4 per cent of the total
population, respectively. This implies that
policies for inclusive and sustainable
development should prioritize women and
youth. Promoting opportunities for women
entrepreneurship and addressing “skill gap”
and “miss matching” as the fundamental
challenges for youth accessing to employment
will be policies options that could contribute to
preparation of LDC graduation and to inclusive
and sustainable growth.
The Government has adopted key legal
instruments to promote participation and
representation of women, youth and elderly.
Furthermore, cash transfers have been
provided to vulnerable people and veterans to
ensure social inclusion and cohesion. It is vital
to reach the furthest behind by continue
supporting remote rural areas, vulnerable
workers and young mothers, and persons and
children with
disabilities. To mitigate
development disparities between Dili, urban
municipalities and rural areas, a great effort is
required to ensure remote health services are
fully equipped, children in rural areas access to
quality of schools, and rural roads and water
supply are accessible (Government of TimorLeste, 2019).
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Government to provide more investment and
guiding development partners supports (i.e.,
from donors and implementing agencies) to
create opportunities for young people to access
to reproductive health education, quality and
demand driven of education and skills training,
and generation of decent jobs are the right mix
of demographic and economic policies and
actions to respond to demographic dividend –
where working age population is growing faster
than the overall population.
The nascent private sector in Timor-Leste is not
sufficient to generate enough jobs for the
growing number of young people entering the
labor market and to drive new areas of
economic growth (Government of Timor-Leste,
2019). It is therefore vital to support the growth
of productive and labor-intensive industries for
human capital that is being built. With over 60
per cent of households engaged in agriculture
and dependent on it for their livelihood, the
sector has potential to provide large number of
employment (including jobs for rural women
and youth) through development of MSMEs in
rural areas (Census Agriculture, 2019). Tourism
and
associated
tradable
services
(accommodation, restaurant and transport
services) could provide significant number of
direct and indirect employment opportunities to
youth and women – as the World Bank
estimates that every US$1 million spend on
tourism will create 200 jobs, of which 67 of
those are direct jobs. Manufacturing sector is
also potential to provide jobs to women and
youth – particularly the low skill and low capital
required manufacturing processes (such us
small scale home industry, handicraft, etc).

6.6 Enhancing public service
delivery with E-Government
Institutional capacity constraint is a structural
challenge that need to be transformed.
Promoting e-government for all government
services
across
the
country
and
integrating/interfacing all information systems
will correct distortions in public service delivery
and improve economic efficiency.
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The ongoing Public Administration reform
which placed e-government as one of its core
reform elements is the right policy setting that
will help the Government to modernize and
improve
efficiency,
transparency
and
accountability of public service deliveries.
Furthermore,
it
will
also
improve
competitiveness as costs (time and money) of
doing business in Timor-Leste will decline.
ESCAP is helping the Government on cross
border paperless trade. The partnership could
be extended to providing technical assistance
to develop legal and regulatory framework for
ICT facilities and online platform on cross
border trades – particularly to develop ecommerce/e-transaction law (evidence act, esignature, e-payment and e-transfer).

6.7 Promoting evidencebased policy making
process

Timor-Leste’s National ICT Policy outlines three
main goals: i) facilitate the use of ICTs in the
provision of Government services; ii) use ICTs
to stimulate and diversify domestic economy
and fully integrate Timor-Leste into the regional
and global economy; and iii) create a secure
and high-quality ecosystem in the country. To
achieve these goals and prepare Timor-Leste
to graduate from LDC and achieve its long-term
sustainable development aspirations, the
Government may consider the following
programs and actions:

The following are some policy options and
actions that need to be considered:
 Promoting evidence-based process to
drive political decisions both for economic
development and to monitor the
implementation of SDGs;
 Implement and monitor public policies,
programs and activities based on proper
data, analysis, tools and systems;
 Transform Directorate General of Statistics
(DGS) to an independent Bureau of
Statistic that report directly to the Prime
Minister;
 Invest more in research and analysis
projects
that
involve
Statistical
Department, universities and research
institutions.

 Preparing legal requirements and soft and
hard infrastructure (i.e., fiber optic) to
accelerate
implementation
of
egovernment,
including
regulatory
framework for data protection and privacy,
cyber law, intellectual property, and ecommerce.
 Ensuring all public institutions across the
country participate in e-government
platform.
 TIC Timor (Technology, Information and
Communication Agency) of the Prime
Minister Office to ensure and enhance
integration/interfacing of e service
platform, especially tax,
business
registration, investment, trade, payments
and
labors
to
facilitate
private
investments.
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Investing more in data collections, storage and
analysis to promote policies making process
based on updated, relevant and reliable
information are necessary for the country to
keep pace with development dynamics and
challenges that emerge very rapidly. Policies
would be efficient and well targeted if they are
designed and made based on proper data and
analysis. Thus, evidence-based policy making
process is important for the Government on
LDC graduation and beyond – to evaluate
preparation for LDC graduation and monitor
implementation of SDG and SDP.

Transforming DGS to an independent Bureau
of Statistic sets out in SDP, and the Ministry of
Finance is preparing the required regulatory
framework for the transformation. The
Government could ask the Australia Bureau of
Statistics (ABS) to continue providing
institutional capacity development supports to
prepare for transformation and to modernize
Timor-Leste Bureau of Statistics. Other
development partners could also continue
providing assistance in the specific research
programs, such as UNFPA to help the 2021
population and household census, World Bank
to assist Timor-Leste 2022 Survey for Living
Standard (TLSLS) and poverty analysis, ILO to
help Labor Force Survey – as the last survey
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was conducted in 2016, and FAO to assist
Ministry of Agriculture and Fisheries (MAF) to
use the recent 2019 Agricultural Census for
development of the sector.

6.8 National Committee for
LDC Graduation
Preparing for a smooth graduation with proper
planning and strategies is important. However,
Timor-Leste’s preparation to LDC graduation
has not been well coordinated and no particular
ministry taking the responsibility to lead the
process. Government in different graduated
and graduating countries, such as Vanuatu,
Bangladesh and Maldives formed national
committee or working group to prepare
graduation strategies corresponding to the
long-term development plan. The Government
of Timor-Leste may consider to establish “LDC
Graduation Working Group” to prepare LDC
graduation strategies and ensure its alignment

with the Strategic Development Plan and
Sustainable Development Goals, exploit the
existing LDC specific international support
measure (including concessional financing and
trade facilities), negotiate with major trading
partner to extend transition period and/or
provide alternative support measures in the
post-graduation
era,
coordinate
with
government departments and other relevant
stakeholders for business associated with LDC
graduation, safeguarding donors supports
(such as from ESCAP) for preparation of LDC
graduation and beyond, and monitor postgraduation impacts. The working group is
proposed to be chaired by the Minister of
Foreign Affairs and Cooperation and the
members are Director Generals from the Prime
Minister Office (Preferably Director General of
Planning, Monitoring and Evaluation Unit –
UPMA), MECAE, MFAC, MoF, MEYS, MoH,
MPW and MTC. Table 6 provides a proposed
Terms of Reference of the working group.

Table 6: Terms of Reference of the "LDC Graduation Working Group"
Name of the Working
Group
LDC Graduation
Working Group

Terms of Reference
A. Composition
1. Members: Representatives from UPMA, MECAE, MFAC, MoF,
MEYS, MoH, MPW and MTC
2. Chair: Minister of Foreign Affairs and Cooperation
B. Scope of Work
 Preparing Timor-Leste’s LDC Graduation strategies.
 Ensuring alignment of LDC graduation strategies with SDP and
SDGs.
 Conducting analysis of issues related to LDC graduation
 Working with other relevant stakeholders to negotiate trade
support measures post-graduation.
 Coordinating with other government departments and stakeholders
for businesses associated with LDC.
 Safeguarding donors support for preparation of LDC graduation
and beyond.
 Monitoring post-graduation impacts
C. Duration
The “LDC Graduation Working Group” has the mandate of 5 years
(started in early 2021 and complete the mission in 2025). The mandate
could be extended if necessary, to allow the working group to continue
monitoring post-graduation impact.
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D. Reporting
Chair of the working group report to the Prime Minister and the Council
of Ministers (CoM)
E. Deliverables.
 Prepare LDC graduation strategies that is in line with the country’s
Strategic Development Plan (SDP) and the SDGs implementation
in Timor-Leste to be approved by the CoM.
 Conduct analysis of issues related to LDC graduation for TimorLeste and presented to CoM for consideration.
 Working with government relevant department to negotiate with
major trading partners for transitional trade measuring supports.
 Monitoring and evaluating the post-graduation impacts and report
to the Prime Minister and the CoM
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Annexes
Annex 1: Timor-Leste poverty snapshot

46

Title : Subtitle (Capitalize Each Word)

47

Title : Subtitle (Capitalize Each Word)

Annex 2: Key economic indicator
2015

Real sector
Gross domestic product
Final consumption expenditure
Gross fixed capital formation
Consumer price index, period average
Fiscal sector
Total Revenue
Domestic revenue
Estimated Sustainable Income
Total expenditure
Recurrent expenditure
Capital expenditure
Fiscal balance
Financing
Cash balances
Excess PF withdrawals
Loans
Monetary and Financial sector
Credit to the private sector (% growth)
Lending interest rate (%)
Nominal effective exchange rate (index)
Real effective exchange rate (index)
External sector
Current account
Goods and services
Primary income
Secondary income
Capital account
Financial account
Direct investment
Portfolio investment
Other investment
Net errors and omissions
Change in reserves
Memorandum items
Oil production (million BOE)
Petroleum Fund, closing balance (USD million)
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2016
2017
2018
2019
(annual percentage change, constant)
3.1
3.6
-3.8
-0.8
3.4
1.2
1.9
-1.0
0.9
6.7
-3.6
15.3
-16.7
-1.8
-10.1
0.6
-1.5
0.5
2.3
0.9
(percentage of non-oil GDP)
51
45
42
47
43
11
12
12
12
11
40
33
30
35
32
84
100
75
75
74
64
64
59
53
55
19
36
16
22
19
-33
-55
-33
-28
-31
33
53
54
49
31
-9
9
15
19
2
40
42
37
28
26
2
2
2
2
3
(as stated)
9.1
-5.3
24.5
-2.4
4.3
13.9
14.5
12.5
14.5
16.3
94.1
94.4
94.8
96.3
97.4
114.0
110.9
109.0
111.2
112.0
(percentage of non-oil GDP)
13
-33
-18
-12
8
-76
-67
-60
-60
-55
81
33
46
54
67
8
2
-4
-6
-4
2
3
2
3
2
2
29
31
16
-5
2
0
0
3
4
9
42
21
12
-16
-9
-12
9
0
7
-3
-9
1
1
-6
-14
9
-16
-8
1
(as stated)
52
47
42
39
38
16,218
15,844
16,799
15,804
17,692

Title : Subtitle (Capitalize Each Word)

Annex 3: Timor-Leste key trade statistics

Chart : Main Suppliers by Country
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Title : Subtitle (Capitalize Each Word)

Chart : Main three Commodities Export by Year
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in Thousand US Dollar
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