
 

IMF Executive Board Concludes 2017 Article IV Consultation 

with the Democratic Republic of Timor-Leste 

December 6, 2017 

On December 6, 2017, the Executive Board of the International Monetary Fund (IMF) concluded 

the Article IV consultation1 with the Democratic Republic of Timor-Leste, and considered and 

endorsed the staff appraisal without a meeting on a lapse-of-time basis.2 

Non-oil real GDP growth in 2016 is estimated at 5.5 percent, supported by a near doubling of 

government capital spending, albeit with large import leakages. However, real total GDP 

declined by 7.9 percent in 2016, owing to a sharp fall in oil production. The CPI declined by 1.3 

percent (y/y) in 2016, largely due to lower global food and oil prices.  

The overall fiscal deficit widened to 30.8 percent of GDP in 2016 from 17.0 percent in 2015. 

Revenue sourced from estimated sustainable income (ESI) of the Petroleum Fund (PF) was 

marginally lower at 19.7 percent of GDP while domestic revenue outperformed due to one-off 

increases in customs duties and corporate tax collection as well as improved compliance 

through streamlined procedures. Recorded capital spending doubled, reflecting substantial 

additional allocations in the supplementary budget to projects that advanced ahead of 

schedule.  

The external current account turned to a deficit of 18.9 percent of GDP in 2016 from a surplus 

of 7.7 percent of GDP in 2015. This was driven by higher imports related to public investment 

and a decline in oil/gas receipts as output fell with the near depletion of current oil field amid 

lower global oil prices. The real effective exchange rate (REER) depreciated by 2.8 percent in 

                                                           
1
 Under Article IV of the IMF's Articles of Agreement, the IMF holds bilateral discussions with members, 

usually every year. A staff team visits the country, collects economic and financial information, and 

discusses with officials the country's economic developments and policies. On return to headquarters, 

the staff prepares a report, which forms the basis for discussion by the Executive Board.  

2
 The Executive Board takes decisions under its lapse-of-time procedure when the Board agrees that a 

proposal can be considered without convening formal discussions.  



2016, reflecting lower inflation and U.S. dollar nominal depreciation against the currencies of 

Timor-Leste’s trading partners.  

Non-oil real GDP growth is projected to moderate to 3 percent in 2017, due to lower 

government expenditure and the slowdown of activity due to the delayed formation of the new 

government after the parliamentary elections in July. Inflationary pressures remain low, albeit 

with a return to positive territory with rising global food and fuel prices.  

Medium-term risks depend critically on the success of fiscal and structural reforms. The key 

challenge facing Timor-Leste will be achieving economic diversification. The depletion of its 

current oil field by around 2022 adds more urgency to the need to generate growth and fiscal 

revenue. Significant frontloading of public investment poses large downside risks to fiscal 

sustainability due to the envisaged large PF withdrawals required for financing. Risks also lie in 

whether large infrastructure projects would generate sufficient social and economic returns to 

achieve inclusive growth that would translate into higher tax returns and restore fiscal 

sustainability. There is also risk of higher inflation due to domestic price pressures from larger 

government spending.  

Executive Board Assessment  

In concluding the 2017 Article IV consultation with Timor-Leste, Executive Directors endorsed 

the staff’s appraisal, as follows:  

Timor-Leste faces a pressing need for economic diversification to create employment 

opportunities for its young labor force. Adjustment from high dependency on oil revenue and 

large infrastructure and social development needs pose a significant challenge to a fragile state 

with weak institutional capacity. While the near-term growth outlook is favorable and 

inflationary pressures low, the medium-term outlook and risks depend critically on the success 

of fiscal and structural reforms. Significant frontloading of public investment poses considerable 

downside risks to fiscal sustainability, due to the envisaged large PF withdrawals required for 

deficit financing. Public infrastructure projects need to generate sufficient social and economic 

returns to achieve inclusive growth that would then translate into higher tax returns that would 

help restore fiscal sustainability.  

Bold fiscal reforms are needed to ensure long-term fiscal sustainability. Fiscal policy should be 

guided by the objective of maintaining a fiscal position compatible with debt sustainability and 

preserving the assets of the PF. Maintaining the PF’s assets as a sustainable revenue source 

should remain the fiscal anchor, achieved by adhering to the ESI. Frontloading of capital 

spending to close Timor-Leste’s large infrastructure gap should be moderated and prioritized, in 

line with its scarce resources and capacity constraints. It should also be in line with the reforms 

of public investment management system. Public investment should be prioritized with a focus 

on high-return projects determined through rigorous investment appraisal, cost-benefit 

analysis, and risk assessments. Recurrent spending should also be rationalized, while health and 

education spending need to be protected and the efficiency of public spending improved.  



Domestic revenue mobilization and effective use of concessional borrowing are critical for 

safeguarding fiscal sustainability. The introduction of a value-added tax by 2020 and an early 

start in upgrading the tax administration capacity are key to mobilization of sufficient domestic 

non-oil revenues. Clear criteria should be developed to identify infrastructure projects to be 

financed by concessional loans, especially projects that would benefit from knowledge transfer 

in project appraisal and implementation.  

Expanding financial inclusion would support inclusive growth, while continued vigilance is 

needed to safeguard financial stability. A steady implementation of the recently adopted 

national financial inclusion strategy 2017-22 would help to achieve greater financial deepening 

and inclusive growth. Creating a well-designed and operated credit guarantee scheme for small 

and medium-sized enterprises (SMEs) should be accompanied by capacity building to SMEs in 

formulating business plans and financial management. At the same time, safeguarding financial 

stability requires further strengthening of BCTL supervisory and regulatory framework and 

capacity, and bolstering the anti-money laundering/combating the financing of terrorism 

(AML/CFT) framework.  

Macro-critical structural reforms are needed to support economic diversification and job 

creation. These reforms should aim to improve basic infrastructure, financial access, labor 

competitiveness and the ease of doing business. Staff’s assessment of the external position to 

be substantially weaker than suggested by medium-term fundamentals and desirable polices in 

a fully dollarized economy also points to the importance of improving external competitiveness 

by keeping wages competitive, raising productivity, and closing labor skill gaps by more 

targeted vocational training.  

Further efforts are required to improve statistical capacity, as data limitations continue to 

hamper surveillance. Improvements are needed in timeliness and periodicity of national 

accounts data, which are crucial to policy formulation.  

The authorities are encouraged to further leverage technical assistance and capacity building. 

Well-coordinated support from the Fund and other development partners would help 

strengthen institutional and human capacity.  
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Table 1. Timor-Leste: Selected Economic Indicators, 2014-2022  
 2014 2015 2016 2017 2018 2019 2020 2021 2022 

   Est. Proj. 

 (Annual percent change) 

Real sector  

Real total GDP  -26.0 20.9 -7.9 -8.0 -0.7 -4.7 -3.7 -2.6 -2.6 

Real non-oil GDP  4.3 4.0 5.5 3.0 5.0 5.7 5.5 5.5 5.2 

CPI (annual average)  0.7 0.6 -1.3 1.0 2.7 3.6 3.8 3.9 4.0 

CPI (end-period)  0.3 -0.6 0.0 2.0 3.5 3.7 3.8 4.0 4.0 

 (In percent of GDP, unless otherwise indicated) 

Central government operations  

Revenue  26.5 33.2 33.7 29.9 30.0 28.9 27.5 26.1 24.9 

Domestic revenue  4.2 5.5 7.8 6.8 7.6 7.9 8.0 8.0 8.4 

Estimated Sustainable Income (ESI)  15.6 20.6 19.7 17.4 16.8 15.5 13.9 12.4 10.8 

Grants  6.7 7.2 6.1 5.7 5.6 5.6 5.6 5.6 5.6 

Expenditure  39.8 50.2 64.5 49.9 70.6 73.8 63.9 57.8 50.9 

Recurrent  22.6 33.2 36.3 33.4 35.7 35.8 36.0 36.2 35.2 

Net acquisition of nonfinancial assets  10.5 9.9 22.1 10.9 29.3 32.4 22.3 16.0 10.1 

Donor project  6.7 7.2 6.1 5.7 5.6 5.6 5.6 5.6 5.6 

Net lending/borrowing  -13.3 -17.0 -30.8 -20.1 -40.7 -44.8 -36.3 -31.7 -26.0 

 (Annual percent change, unless otherwise indicated) 

Money and credit  

Deposits  19.6 76.7 11.9 36.1 41.5 29.8 35.8 35.7 33.8 

Credit to the private sector  5.5 10.5 -1.8 4.8 10.2 9.7 9.7 9.9 11.4 

Lending interest rate (percent, end-period)  12.9 13.5 14.2 … … … … … … 

 (In millions of U.S. dollars, unless otherwise indicated) 

Balance of payments  

Current account balance 1/  1,093 239 -523 -95 -523 -574 -585 -585 -630 

(In percent of GDP)  27.0 7.7 -18.9 -3.4 -18.2 -19.4 -18.9 -17.9 -17.8 

Trade balance  -603 -635 -539 -548 -797 -834 -815 -823 -835 

Exports 2/  16 18 20 12 23 27 32 37 45 

Imports  618 653 559 559 820 861 847 861 879 

Services (net)  -594 -580 -527 -516 -543 -547 -504 -484 -567 

Petroleum revenue  2,117 1,281 540 965 696 672 583 554 585 

Overall balance  -376 220 -157 -3 -4 -5 -7 -6 -9 

Public foreign assets (end-period) 3/  16,850 16,655 16,125 16,062 15,318 14,422 13,667 12,922 12,292 

(In months of imports)  157 153 167 166 126 114 111 104 91 



 2014 2015 2016 2017 2018 2019 2020 2021 2022 

Exchange rates  

NEER (2010=100, period average)  106.8 120.2 120.0 … … … … … … 

REER (2010=100, period average)  134.9 150.1 145.9 … … … … … … 

Memorandum items (in millions of U.S. dollars):  

GDP at current prices:  4,042 3,102 2,762 2,764 2,877 2,960 3,090 3,273 3,541 

Non-oil GDP  1,451 1,607 1,672 1,843 2,085 2,371 2,695 3,069 3,541 

Oil GDP  2,591 1,496 1,090 921 792 590 395 204 0 

GDP per capita  3,492 2,619 2,278 2,228 2,267 2,280 2,325 2,409 2,549 

(Annual percent change)  -30.1 -25.0 -13.0 -2.2 1.7 0.6 2.0 3.6 5.8 

Crude oil prices (U.S. dollars per barrel, 

WEO) 4/  
96 51 43 49 49 50 52 53 55 

Petroleum Fund balance (in millions of U.S. 

dollars) 5/  
16,539 16,217 15,844 15,784 15,043 14,153 13,405 12,666 12,045 

(In percent of GDP)  409 523 574 571 523 478 434 387 340 

Public debt (in millions of U.S. dollars)  22 46 77 87 304 527 749 902 1,002 

(In percent of GDP)  0.5 1.5 2.8 3.1 10.6 17.8 24.3 27.6 28.3 

Population growth (annual percent change)  2.5 2.4 2.3 2.3 2.3 2.3 2.3 2.2 2.2 

Sources: Timor-Leste authorities; and IMF staff estimates and projections.  

1/ Excludes trade in goods and services of entities located in the Joint Petroleum Development Area, which are 

considered non-resident.  

2/ Excludes petroleum exports, the income of which is recorded under the income account.  

3/ Includes Petroleum Fund balance and the central bank's official reserves.  

4/ Simple average of UK Brent, Dubai, and WTI crude oil prices based on July 2017 WEO assumptions.  

5/ Closing balance.  

 

 


