
TIMOR-LESTE

Population 1.2 million
Population growth 2.5 percent
GDP (PPP, int’l US$) 1/ 2.6 billion
GDP per capita (PPP, int’l US$) 2/ 2,242
Surface area 14,870 sq. km.
Capital Dili
Source: World Development Indicators.
1/ The equivalent in 2011 nonoil GDP at current market prices is US$1.128 billion.
2/ The equivalent in 2011 nonoil GDP at current market prices is US$1,007.

Summary

The 2013 and 2014 economic growth estimates for 
Timor-Leste, and the medium-term forecasts, have 
been cut, reflecting poor spending performance in 
2013, and declining budgets. Prospects for Tibar 
Bay Port, a cement plant, and a brewery, could 
have important growth impacts from 2015. Public 
spending performance is better in 2014 than in 2013, 
although challenges remain in infrastructure. The 
2015 fiscal envelope of US$1.3 billion could result 
in an FY2015 budget even lower than the FY2014 
budget, and closer to spending capacity. Inflation 
has fallen considerably since 2013, with quarterly 
average prices contracting for the first time since 
2009. Private sector credit fell in Q2 for the first 
time since 2010. Imports increased relative to 2013, 
although due, in part, to measurement issues. 
The Petroleum Fund continues to grow, passing 
US$16.6 billion in June 2014. The likelihood of the 
prime minister resigning this year has diminished, 
but a cabinet downsizing, reshuffle, or both, may 
occur, possibly triggering an FY2014 rectification 
budget.

Recent Economic Developments

Both capital and recurrent public spending are 
improving relative to this time last year, which 
improves prospects for 2014 growth in nonoil GDP 
(Timor-Leste’s preferred measure of economic 
activity). This follows the first-ever yoy decline in 
public spending in 2013, to US$1.1 billion against a 
US$1.65 billion budget, negatively contributing to 
nonoil economic growth. The execution law for the 
US$1.5 billion FY20145 budget requires cuts in the 
third quarter if execution does not pass 80 percent 
by that time. This incentivizes spending agencies, 
but also provides the opportunity to improve the 
2014 execution rate if spending slows. In May, the 
Ministry of Finance set an FY2015 fiscal envelope of 
US$1.3 billion, to return to fiscal sustainability and 
the level of perceived spending capacity.

Having sharply lowered its 2013 nonoil GDP growth 
estimate from 10.6 percent to 8.0 percent in the 
January 2014 budget documents, the government 
is likely to publish further cuts for 2013 and the 
medium term, as growth in public spending slows. 
Long-term petroleum revenue forecasts, and the 
Estimated Sustainable Income (ESI) Timor-Leste 
earns on its petroleum wealth, fell as production 
forecasts from fields currently under development 
fell. Headline inflation remained low in H1 2014, at 
an average of 1 percent yoy from January to July, 
registering quarterly deflation in Q2 for the first time 
since 2009. This follows a dramatic fall in inflation 
at end-2013, from over 13 percent yoy as domestic 
demand pressures eased and adjustments were 
made to measurement.

Growth

While the 2013, 2014, and medium-term forecasts for 
real nonoil GDP growth are likely to be revised down 
in the 2015 budget document as public spending 
stabilizes, the 2014 estimate could be higher than 

5 The fiscal year follows the calendar year in Timor-Leste.
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2013 if budget execution improves this year. Vehicle 
purchases grew 178 percent in Q2 compared to the 
same period last year (after falling by 6 percent in 
Q1), the highest rate since 2008, and especially in 
the heavy vehicle category. Electricity consumption 
also grew in the first two quarters of 2014, mainly 
due to rising domestic consumption. On the 
downside, credit to the private sector contracted for 
the first time in Q2 relative to trend and relative to 
Q1 2014. The prospects for 2015 will be lifted with 
plans for Tibar Bay Port, a cement plant in Baucau, 
and a brewery under discussion.

In May, the government released its 2000–12 
National Accounts, which revised 2011 nonoil real 
GDP growth up significantly from 12 percent to 
14.7 percent, based on definitional adjustments. 
The Accounts show that 2012 nonoil GDP growth 
nearly halved from 2011 to 7.8 percent, based on the 
2011 revision, but also reconfirming the sensitivity of 
growth to slowing public spending.

Fiscal

Budget execution was 33 percent (excluding 
obligations) as of July 31, 2014—42 percent higher 
than the same period in 2013, and 8 percent 
lower than in 2012. If spending accelerates in 
the second half of the year, as in previous years, 
execution performance is likely to be better than the 
66 percent achieved in 2012 and 2013. Capital budget 
execution, although 90 percent higher than in the 
same period in 2013 (but 28 percent lower than in 
2012), continues to weigh down overall execution, 
with only 20 percent of the capital and development 
budget being executed at end-July. The execution 
for the Infrastructure Fund (a ring-fenced, multiyear 
part of the budget with dedicated large-project 
management institutions) was 19 percent, with oil 
and gas, water and sanitation, and tourism under 
5 percent. Constrained execution is mainly a result 
of delays in procurement (due to incomplete project 
design documentation) and limited capacity.

While levels of spending have improved relative to 
last year, execution rates have also improved thanks 
to the smaller FY2014 budget, which could be cut 
further by a possible rectification. The US$1.5 billion 
2014 budget was US$150 million less than in 2013, 
which itself was US$200 million less than in 2012. 
However, only the capital budget was cut in 2014, 
whereas the recurrent budget has risen by 18 percent 
in relation to 2013, driven by a 40 percent increase in 
transfers, some of which are new, and possibly one-
off. These include the Oecusse development project 
(US$20 million), school rehabilitation (US$25 million), 
additional capital for the central bank to on-lend 
through commercial banks (US$20 million), and 
official development assistance to Guinea Bissau 
(US$7.5 million).

The FY2015 budget ceiling set in May cuts the 
budget by a further US$200 million to US$1.3 billion, 
with the first cut to the recurrent budget (20 percent) 
since 2010, returning to 2012 levels. The reduction is 
both a step toward greater fiscal sustainability and 
budget credibility, and an attempt to reduce demand-
driven inflationary pressures and improve public 
productive investment. Focus in the final stages of 
preparation will be on whether the recurrent and 
overall ceilings hold, and whether the medium-term 
spending path rises as in 2013 and 2014, requiring 
excess withdrawals from the Petroleum Fund.

The FY2014 budget reduced projections for 
petroleum production, since fields currently under 
development are now forecasted to end by 2021 
rather than 2025. This has reduced the ESI from 
petroleum wealth by 19 percent to US$632 million in 
2014 from an estimated US$787 million in 2013. ESI 
and domestic revenues together indicate a level of 
public spending that does not reduce the petroleum 
fund for future generations. Falling ESI emphasizes 
the importance of improving the domestic tax effort 
with both policy reform (a value-added tax is being 
discussed) and administrative reform. Audits of the 
taxpayer database have recently been completed, 
and the new one-stop shop for business registration 
can provide a more orderly registration process, also 
for tax purposes. It also underscores the imperative 
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that public resources are spent in projects with high 
economic return.

In FY2014, the nonoil fiscal deficit (domestic revenue 
less total spending) is projected to be 75 percent 
of nonoil GDP. Domestic revenue performance has 
improved relative to last year, with 53 percent of 
the projected full-year target of US$166.1 million 
collected by July 31, 2014. When including petroleum 
revenues, the government’s overall fiscal surplus 
target is US$1,609 million, or 91 percent of nonoil 
GDP. The 2013 nonoil fiscal deficit was 61 percent of 
nonoil GDP. The overall surplus was 138 percent of 
estimated 2013 nonoil GDP, well above the original 
54 percent forecasted, since petroleum revenues 
significantly exceeded forecasts.

Inflation and Financial Sector Issues

Inflation continued to fall in the first half of 2014 from 
2.7 percent yoy in January to 0.7 percent deflation 
in June. This was the first monthly price contraction 
since July 2013, resulting in the first quarterly 
deflation in Q2 (-0.3 percent qoq) since 2009. This 
follows the dramatic drop in inflation in Q4 2013 
from over 13 percent yoy. Part of the fall is due to 
an increased weight (now 64 percent) attributed to 
food in the CPI consumption basket, much of which 
is imported. Global food prices have fallen, and 
domestic supply has improved. Additional factors 
include slower public spending and hence domestic 
demand pressures. The real effective exchange rate 
has also appreciated. The U.S. dollar (Timor-Leste’s 
official currency) has appreciated since January 
2013 relative to major trading partners. And in 2013, 
inflation was for the first time since 2009 lower in 
Timor-Leste than in Indonesia, a trend that has 
continued in 2014.

Credit to the private sector contracted by nearly 
5 percent in Q2 relative to Q1, following an 
uninterrupted period of growth since 2010. At 
10 percent of nonoil GDP, the level of lending to the 
private sector as a share of GDP remains the lowest 

in the region (140 percent in East Asia and Pacific, 
and 21 percent in Lao PDR, the second lowest).

Interest rate spreads widened, as lending rates rose 
from 12.48 percent in December 2013 to 12.87 in 
June 2014, while deposit rates lowered from 0.56 to 
0.52 percent.

The share of nonperforming loans (NPLs) has been 
declining since a peak of 50 percent in 2010. This 
reflects an expansion in credit, with a stable value of 
nonperforming loans. The share of NPLs has been 
27 percent since 2013, down from a 33 percent 
average in 2012. Loan loss provisions were 
US$57.7 million in July 2014, or 119 percent of the 
value of nonperforming loans, effectively mitigating 
the risk to the banking system.

External Balance

The trade deficit continued to deteriorate in the first 
five months of 2014 to US$459 million, widening 
slightly in relation to the same period in 2013, 
although there may be data errors in May. Coffee 
exports improved relative to the same period 
last year. However, monthly imports have been 
increasing. Imports in May alone were bigger than 
combined Q1 2014 imports, due to US$208 million 
worth of metals and semiprecious metals. However, 
this is likely to be incorrect recording of the receipt 
of centavos coins, minted in Portugal, for circulation 
as currency in Timor-Leste.

The main harvest of coffee began in August, and 
with global Arabica prices rising since the beginning 
of the year (a 42 percent yoy rise in July 2014), a 
better export performance relative to 2013 can be 
expected in the second semester. The impact on 
the trade balance will depend on whether imports 
will accelerate from the third quarter onward, in line 
with public spending. One positive factor is that 
World Bank forecasts show diminishing prices for 
cereals, which compose a significant part of the 
import basket.
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The Petroleum Fund, Timor-Leste’s Sovereign Wealth 
Fund, reached US$16.6 billion in value at end-June 
2014, nine times the estimated 2014 nonoil GDP, 
which together with official central bank reserves is 
capable of covering over 200 months of imports.

Total petroleum receipts from taxes and royalties in 
the first semester were US$1.1 billion, or 78 percent 
of the FY2014 target of US$1.4 billion. Interest 
earnings were US$597 million, or 78 percent of the 
US$770 million forecast net investment income for 
2014. The fund is again on track to exceed its annual 
target (US$2.2 billion in total petroleum revenues 
in 2014). Forecasts for 2015 to 2018 show relatively 
constant petroleum revenue (US$2,458 million 
average), but with an increasing contribution 
from net interest income from investments, from 
34 percent in 2015 to 49 percent in 2018.

Outlook and Emerging Challenges

Prime Minister Kay Rala xanana Gusmão did not 
step down in September as originally announced in 
his January 2014 budget speech, and may reduce 
and reshuffle the cabinet, increasing the likelihood 
of a rectification budget. At a convention of the 
prime minister’s main ruling party, the Conselho 
Nacional da Resistência Timorense (CNRT), the 
prime minister was encouraged to stay in office with 
a mandate to cut and reshuffle ministerial posts. A 
2014 rectification budget may be issued if spending 
is too low by the end of Q3, or if cabinet seats are 
cut.

Plans for developing the district enclave of Oecusse 
as a special economic zone for social markets 
are advancing rapidly, with the leader of the main 
opposition party appointed in August as head of an 
authority undertaking the effort. In July, legislation 
was passed providing significant autonomy to 
the authority over the region’s management of 
legislation relating to land use, public finances, and 
investor incentives.
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Timor-Leste:  Key Indicators
2012 2013e 2014f 2015f 2016f

Year Year Year Year Year

Output, Employment, and Prices
Real GDP (% change yoy) 5.7 -3.2 -6.9 1.7 -2.1
Real nonoil GDP (% change yoy) 8.3 8.1 8.0 7.7 8.6
Consumer price index (% change yoy, annual average) 11.8 11.3 7.7 7.7 7.7
Public Sector
Government revenues (% GDP) 69.1 59.7 63.6 60.9 63.4
Government expenditures (% GDP) 22.1 23.5 26.5 27.5 27.5
Government balance (% GDP) 47.0 36.2 37.1 33.4 35.9
Nonoil government balance (% GDP) -15.8 -17.2 -19.0 -19.6 -19.1
Nonoil government balance (% nonoil GDP) -73.7 -65.2 -56.7 -51.8 -43.5
Public sector debt (% GDP) /1 0.0 0.7 5.6 11.1 16
Foreign Trade, BOP, and External Debt
Trade balance (millions US$) -639 -826 -829 -904 -976
Exports of goods (millions US$) 33 16 42 46 57

(% change yoy) 32.0 -51.5 162.5 9.5 23.9
Imports of goods (millions US$) 672 843 871 950 1,033

(% change yoy) 79.7 25.4 3.3 9.1 8.7
Current account balance (millions US$) 2,738 2,105 1,819 1,551 1,588

(% GDP) 43.5 34.3 32.1 27.0 27.7
Foreign direct investment (millions US$) 6 53 116 139 182
External debt (millions US$) 8 44 275 319 278

(% GDP) 0.1 0.7 4.8 5.5 4.9
Debt service ratio (% exports of g&s) 0.0 0.0 0.1 0.2 0.3
Public foreign assets, gross (millions US$) 2/ 12,659 14,419 16,543 18,526 20,644

(months of imports of g&s) 91 93 95 98 103
Foreign exchange reserves, gross (millions US$) 884 213 213 213 213

(months of imports of g&s) 15.8 3.0 2.9 2.7 2.5
Petroleum Fund, closing balance (millions US$) 11,775 14,952 16,330 18,313 20,431
Financial Markets
Domestic credit (% change yoy) 20.5 21.2 21.7
Short-term interest rate (% p.a.) 12.20
Real effective exchange rate (2005=100) (period average) 118.1 134.5

(% change yoy) 11.8 13.9

Memorandum items:
Memo: Nominal GDP (millions US$) 6,300 6,129 5,673 5,748 5,730
Sources: National data sources; IMF; World Bank staff estimates.
e = estimate.
f = forecast.
g&s = goods and services.
1/ External debt.
2/ Central bank foreign exchange reserves + Petroleum Fund balance.
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