il
L related to access to nutritious food, water and sanitation health, education, decent housing, including access to jobs as part of
enjoying freedom and democracy in social, political and cultural right.

The state can use limited natural resources for the well-being of the people
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What is La’'o Hamutuk

+* The Timor-Leste Institute for Development Monitoring and Analysis,
founded in 2000.

" < Timorese and international people “walking together” on the journey

to create a new Nation.

| *» Anindependent, Timorese, non-governmental organization doing

research, policy analysis, public education and advocacy.

| < We have a flat structure; our staff collective makes decisions.

+* A force for participatory, equitable, sustainable and evidence-based
policies and practices.

We follow these issues:

v Economy and State
Finances

v' Petroleum and Natural
Resources

v' Governance and Human
Rights

v’ Agriculture, Land Rights
and Environment

' La’o Hamutuk analyses and monitors the activities of the Timorese government, its development partners and multilateral agencies,
advocating for policies which promote sustainable and equitable economic and social development. Through this work, we try to
ensure that our country’s sovereignty is recognized and that all of Timor-Leste’s people — women and men, current and future
generations — can participate in sustainable, just, inclusive and transparent development which respects human rights and people’s

cultures.

Financing Peace for us is advocacy for social justice that the provision of basic rights, people can access public services well
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Timor-Leste’s Situation

» Timor-Leste is the newest country in Southeast Asia, having
restored its independence in 2002.

» Population in 2025 is 1.4 million, most of whom (66%) live by
subsistence agriculture - but we also depend heavily on
imported rice.

i > Timor-Leste’s economy depends on past oil and gas exports.
More than 80% of annual state budgets are financed by our
Petroleum Fund, which holds invested petroleum revenues.

» Qil and gas production has just ended. New fields could be
discovered and/or extracted, but the possibilities are limited.

Continue

{ v Fiscal Cliff risk (Petroleum Fund may run out by 2035)
v That fiscal deficit remains high at 52% in 2025

v Low non-oil revenue (10% of GDP)
v

Predominant fiscal policy has not maximized monetary
instruments to solve structural problems in the economy

The productive sector has not been prioritized in Budget Policy
The private sector has not been active in economic development
Commercial activity is dominated by foreign

Limited job opportunities, resulting in many young people being
unemployed, and they choose to work abroad
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Continue

v" One-third of Timor-Leste’s people live in poverty, 46% in multi-
dimensional poverty.

v Two-thirds of people live in rural areas, largely by subsistence farming.
v" High malnutrition (47% of children aged 0-5 are stunted, MS 2020)

v" Poor sanitation and malnutrition are endemic. We have one of the lowest
Global Hunger Index scores on the planet.

v" The infrastructure and quality of education and health are still inadequate, §
including basic facilities (water and sanitation, etc.)

v Over 1,000 Timorese children under 5 years old die from preventable
conditions every year ... 30 times as many people as die from homicide.

v' Some of the problems that the people face are evictions by the
government related to the widening of roads, and the eviction of people
from homes and land that belong to the state.

How Financial decisions or policies?

Timor-Leste's Petroleum Fund, Veteran Pensions, and the Seeds of Instability (2007 Crisis)
Timor-Leste emerged from a devastating 24-year struggle for independence from Indonesia
in 2002, inheriting massive destruction, deep societal divisions, and profound socio-
economic challenges. A beacon of hope was the discovery of significant offshore oil and gas
reserves. To manage this wealth prudently, the government established the Petroleum
Fund (PF) in 2005, enshrined in law, with strict rules for sustainable savings and
withdrawals based on Estimated Sustainable Income (ESI). The goal was intergenerational
equity and long-term stability.

Financial Decisions & Pressure: A critical post-conflict challenge was integrating more than
30,000 former resistance fighters (veterans) into civilian life. Many felt unrecognized and
economically marginalized. Intense political pressure mounted, especially around the 2007
presidential and parliamentary elections, to provide significant financial support to
veterans. Despite warnings from the Central Bank, IMF and World Bank about fiscal
sustainability and PF rules, the government prioritized large-scale, one-off cash paymen
and ongoing stipends.
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The Impact on Peace & Conflict:

% Unsustainable Spending & PF Breach: The government % Diverting Resources from Critical Peacebuilding: The
massive diversion of funds to cash transfers meant critical

bypassed the ESI rule, withdrawing $392.7 million from the i . .
PF in 2008 alone, far exceeding sustainable levels. This set a underfunding in other areas vital for peace consolidation:

dangerous precedent for politically motivated withdrawals ¥ Justice & Rule of Law: Courts and legal institutions
outside the agreed framework, undermining the PF's core lacked resources, hindering accountability for past
purpose of long-term stability. crimes and current disputes, feeding impunity.

v Basic Services & Jobs: Underinvestment in health,
education, and crucially, job creation programs for all
youth (including non-veterans) left a vacuum where
disillusionment could fester.

% Fueling Grievances & Competition: The implementation of
payments to veterans was chaotic and perceived as highly
politicized. Lists of beneficiaries were contested, accusations
of favoritism arose (especially along regional/political lines),

and the sheer scale of the payments created resentment « The 2007/08 veteran payments, while aimed at
among non-veteran poor. This exacerbated existing societal addressing one symptom of that crisis (veteran
fault lines rather than healing them. grievances), ultimately replicated the pattern: using finite

oil wealth for short-term political appeasement instead of

long-term institution-building.
Lasting Consequences: The precedent set by breaching the PF's rules for political expediency continued.
Subsequent governments faced pressure to fund other politically popular but economically dubious
projects (e.g., Tasi Mane mega-project), further eroding the PF's value against a backdrop of declining oil
revenues. Chronic underfunding of essential services and productive sectors, partly stemming from the
large, unproductive transfers, has hampered economic diversification and job creation. This creates fer
ground for youth disillusionment and potential social unrest, undermining the hard-won peace.

Historic and planned withdrawals from the Petroleum Fund
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mm Withdrawals to fund budget Em Estimated Sustainable Income

— Authorized withdrawal =—Petrol. Fund year-end balance (right scale)
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Numbers after 2024 are based on Ministry of Finance budget projections,
but reality never follows these projections.
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Graph by La'o Hamutuk based on 2025 State Budget, MF and BCTL reports and Transparency Portal. February 2025
This demonstrates how politically-driven financial decisions, made against technical advice and long-
term sustainability principles, can actively undermine peace consolidation by weakening institutions
and perpetuating economic inequality and competition in fragile post-conflict states. Timor-Leste
continuesto grapple with the consequences of these choices as its Petroleum Fund dwindles.
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Revenues and Expenditure in 2025 State Budget

Revenues in enacted 2025 State Budget Sector breakdown for expenditure in 2025
$2.2 billion total (excluding Soc.Sec. internal transfers) Total budget = $2.2 billion
83% is from the Petroleum Fund in the past, present or future. The key sectors are
health, education, water
supply and agriculture.
All together they will get

only 19% of the budget.
Civil Society
Above Estimated o securt

Social security

H 22% 1

Sustainable Income User fees & Autonomous agencies tegistatve

from Petroleum Fund 16% o f
Contingency

a6% A Donor budget support he:
- 0.4%
= . Social Security Sea& air Water & sanitation
- 2.9% transport Veterans
- ZS 3.5%
-------- Loans Agriculture
2.1% 2%
T._Carryoverin RAEOA Economy Tasi Mane
2.4% Military / BL2 Other 275
2.3% infrastructure
29%
Cash balance, carryover and loan /
repayments are mostly Petroleum E=fs el police Internal Social Security transfers are not

3.5% included in this graph.
Graph by La'o Hamutuk based on enacted 2025 State Budget. December 2024

Fund money in the past or future.

Most of the budget comes from the Petroleum Fund, as this graph shows

State Revenues and Expenditures (including autonomous agencies)

2002-2024 executed 2025 enacted
— The narrow bars show revenues from various sources. Narrow bars: revenue
’ . - ) H Donor direct budg. support
The upper diagonally striped area is loans Borrowing
which must be repaid in the future. Carry-over from prior years

§ Domestic revenues

2,000 "The blue part shows unspent money carried over
from the previous year to be spent this year.

The lower diagonally striped part is non-oil
revenue from taxes, fees and autonomous
agencies.

Wide bars: spending
Donor support
M Capital Development

I
&
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| Most is from the Petroleum_Fund (solid
color), with the darker area

showing the Estimated
Sustainable Income (ESI).

E

% Minor capital
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Graph by La’o Hamutuk based on RDTL Ministry of Finance budget books, budget laws and Transparency Portal. February 2025,
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Budget Allocation for Military based on:

Constitution of Timor-Leste (Article 145): Mandates that
the state shall ensure the existence of the Falintil-Forcas de
Defesa de Timor-Leste (F-FDTL) and establish a system

of national service.

Law No. 3/2010 (Organic Law of F-FDTL): Defines the
structure, mission, and needs of the military, implicitly
requiring budgetary allocation.

State Budget Law (Annual): The primary legal instrument
allocating funds to all state institutions, including |
the Ministry of Defense and F-FDTL. Funding details are HHHTH
specified in the budget documents.

Portion of Budget Allocated to Health, Education, Water and
Sanitation, Agriculture, Housing, Veterans and Military.
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Budget Allocation 2020-2024 $180,000,000
$160,000,000
$140,000,000
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. " Housing t $40,000,000
Agrtculture Veterans $20,000,000 I II ‘ll
s | | . |
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2019-2023 (actual) 2024-2026 (planned) Non-lending
Development Partner Disbursements in USD Millions

250.0 210.0
r000 186.8 197.6 184.4 189.5
) 373 142.2
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86.2
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0.0
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m ECONOMIC DEVELOPMENT
M INSTITUTIONAL FRAMEWORK

m Strategic Development Plan Pillars:

M INFRASTRUCTURE DEVELOPMENT
B SOCIAL CAPITAL
Undefined

Others consist of Portugal ($1.5m): ADB ($1.0m): there is also a small eight-thousand disbursement funded bv Sweden.

2025 Planned Non-Lending Disbursements by Donor Group in USD Milllions
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How do you suggest the allocation of budget and resources should be shifted to advance peace?
When we discuss sustainable financing for peace, it means that all people can enjoy a good life, with
everyone having access to quality basic services, jobs, markets, and an independent economy for TL.
It also involves maintaining a balance between exports and imports, ensuring that TL no longer relies
on oil money. We believe that to achieve this, the government must invest in the people, as they are
the core of development. Other targets such as reducing poverty, addressing the prevalence of
malnutrition and underweight children, reducing the continuing burden of disease, and improving
access to clean water and good sanitation are still challenges that we face today.

Key Considerations:

» Oil Fund Sustainability: Redirect petroleum revenues toward human capital, not short-term
subsidies.

» Donor Coordination: Align international aid (e.g., UN, World Bank) under national peace
priorities.

» Civil Society Inclusion: Mandate participatory budgeting with youth, women, and rural le

Peace in Timor-Leste hinges on addressing inequality, historical trauma, and economic exclu
not just suppressing symptoms. Strategic reallocation toward prevention and inclusion offer
most sustainable path.

Who are the key actors involved in making
financial decision for the country?

1.Formal Control & Key Actors:

v' National Parliament: Holds the supreme formal authority over public
finances.

v" Government (Council of Ministers, led by the Prime Minister)

= Ministry of Finance (MoF): The central executive actor in day-to-day financial
management and policy formulation.

= Prime Minister's Office (PMO): Sets overarching government priorities, heavily
influences the Budget's shape and major strategic spending decisions

v President of the Republic: A largely ceremonial role in finance, but must
promulgate the Budget Law and State Accounts Law passed by Parliament.

v" Audit Court (Tribunal de Contas): The supreme audit institution. Mandated to
audit the State Accounts and PF, and provide reports to Parliament. Crucial
for accountability and oversight, though its effectiveness and resources can
be challenged.
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2. Significant Influence (Formal & Informal):

v Political Parties & Coalitions: Dominant parties within the governing coalition heavily influence budget
priorities and major financial decisions (e.g., veteran pensions, large projects). Parliamentary debates
and votes are driven by party lines.

v’ Veterans' Groups: As seen in the case study, organized veterans exert substantial political pressure for
budgetary allocations (pensions, benefits), often bypassing strict sustainability considerations. They are
a powerful informal actor.

v International Financial Institutions (IFls - IMF, World Bank) & Bilateral Donors:

v' Advisory Role: Provide technical assistance, economic analysis, and policy advice (e.g., on PF
management, fiscal sustainability, debt management). This advice can be influential, though not
always followed.

v’ Financing: Provide loans (requiring Parliamentary approval) and grants for specific projects/progra
influencing spending priorities in those areas. Conditionality can sometimes be attached.

v Monitoring: Regular Article IV consultations (IMF) and country assessments provide external scr]

v Civil Society Organizations (CSOs): Advocate for budget transparency, specific spending priorities
health, education, agriculture, water and sanitation), and accountability. Their influence varies b
growing through budget monitoring initiatives.

3. Key Laws, Policies, and Regulations:

v’ Constitution of RDTL (2002): Establishes the fundamental framework, including:
Parliament's supremacy over the Budget and State Accounts (Articles 145, 146).The
principle of separation of powers and oversight by the Audit Court (Article 147).

v’ Petroleum Fund (Law No. 9/2005, amended by Law No. 12/2011): The cornerstone law
establishes the Fund, its purpose (intergenerational equity). Defines Estimated
Sustainable Income (ESI) as the basis for sustainable withdrawals. Creates the
Consultative Council and Investment Advisory Board. Requires transparency and
reporting (quarterly, annual reports).

v Public Budget Framework and Financial Management Law No. 3/2025: Governs the entire
budget cycle (preparation, approval, execution, reporting, audit). Defines roles of MoF, line
ministries, Parliament, and Audit Court.

v Tax Laws: Various laws establishing tax types (Income Tax, VAT, etc.), rates, and
collection mechanisms.

v Public Debt Management Law/Framework: Governs how the government can borrow,
under what terms, and the approval process (ultimately by Parliament).

v Audit Court Law: Defines the mandate, powers, and procedures of the Audit Court.
v' Central Bank Law: Establishes the Central Bank and its functions.
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Are there any existing participatory mechanisms, spaces or processes?

¢ While formal mechanisms for civil society and community engagement in financial decision-
making exist in Timor-Leste (especially around the budget and PF), their effectiveness is
often hampered by procedural weaknesses, political realities, and capacity issues. The most
impactful engagement typically comes from persistent, well-researched independent
advocacy by specialized CSOs, combined with strategic media use and coalition building.

¢ Can see as a reference Public participation in the national budget process in the Open
Budget Survey (OBS) -- the only independent, comparative, and fact-based research
instrument in the world that uses internationally accepted criteria to assess public access to
central government budget information; formal opportunities for the public to participate in
the national budget process; and the role of budget oversight institutions, such as
legislatures and national audit offices, in the budget process.

v’ Transparency: 37/100 (Open Budget Index score) -
v’ Public Participation: 11/100 -
v’ Budget Oversight: 68/100

https://www.laochamutuk.org/DVD/2024/open-budget-survey-timor-leste-2023-en.pdf

Obrigada barak. Thank you.

You can find more and updated information at:

- La’o Hamutuk’s website
https://www.laohamutuk.org

- La’o Hamutuk’s blog
https://laohamutuk.blogspot.com

Timor-Leste Institute for Development Monitoring and Analysi
Rua Da Felicidade, Gricenfor, Dili, Timor-Leste
Telephone: +670 7723 4330 (mobile) +670 3321040 (landline)
Email: laohamutuk@gmail.com
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