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Summary 
 
This report considers strategic planning – that is, economic and social development 
from a long-term and priority setting perspective. The long term direction for Timor-
Leste’s development agenda has been set for some time by the National Strategic 
Development Plan 2011-2030 (NSDP) and various subsequent sector plans. 
However, it can be beneficial to occasionally step back, and to rethink how we 
approach this issue.  
 
Strategic planning is important:  

Economic development does not just happen through a collection of unco-
ordinated activities of individuals, households and businesses. Economies and 
societies consist of a complex interaction of many different parts, and co-ordination 
of these parts is crucial.  
 
Money and wealth are very important: 

Even if we take a people-centred approach to development, virtually all of the 
improvements in qualities of lives of people require money. But where does the 
money for development come from? Timor-Leste has relied for some time on funds 
from the Oil and Gas sector. But it is clear this money will not last forever. In the long 
run, the only ongoing sustainable source of money for improving the quality of 
people's lives is broad-based productive activity. Timor-Leste needs to move from 
reliance on natural resources to reliance on broad-based productive activities. 
 

 

  
Steps to Developing a Strategy:  

The Report outlines five Steps in creating a development strategy. 

Step one: Who are we? Having a clear view of who we are 
 
Step two: Who do we want to become? Forming a long-term vision  
 
Step three: How do we get there? Developing a development philosophy 

 
Step four: Sequencing & Priorities - the order things need to happen 

 
Step five: Planning 
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Be realistic about who we are 
 
The report explores data describing the current realities of the Timor-Leste economy, 
and implications for development. The analysis highlights that Timor-Leste is still in 
the early days of transitioning from a rural, subsistence economy to a modern 
economy. The vast majority of citizens have seen little change in the way they 
engage with the “productive economy”. 
 
The keys to development in the context of a young / infant economy revolve around: 

• building human capital (investing in education, training and ongoing learning 
of workers) so that labour can be more productive. 

• nurturing productivity, businesses and industries from the “ground up”.  
 
Top-down vs. Bottom-up 
 
Building on this analysis of the situation in Timor-Leste, the report explores an 
important issue about how nations develop: should governments take a top-down or 
bottom-up approach? 

The Top-down Vs Bottom-up debate is a question of priorities - which aspects of 
development to focus on first, and which are flow-on effects from the areas of first 
priority. 

• With top-down development, the focus is on the large-scale projects and 
supporting infrastructure, hoping that the businesses will grow once the 
institutions and infrastructure are in place. 

• The bottom-up approach focuses instead on the emergence of these 
businesses via industry strategies and programs. Investment in large-scale 
infrastructure and institutions then takes place in response to the critical 
issues that are faced by those businesses.  
 

There is ample evidence that in a developing country context, following the ‘build and 
they will come’ top-down approach is rarely successful; a great deal of effort needs 
to be put in at the grassroots level.  
 
Why is a top-down approach not likely to succeed? The top-down approach 
assumes there is a significant amount of potential economic activity in the broader 
population, just waiting to emerge, once the constraints to this activity are removed.  
 
This is unlikely to be true for countries like Timor-Leste, with limited exposure to the 
‘modern economy’, and where the education institutions have not been strong in the 
recent past.  
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The Education Strategic Plan 

The report considers a case study of the National Education Strategic Plan (2011). 
We focus on education, because of its critical role in building human capital and 
creating a productive economy in the long run. 
 
The 2011 plan outlines a highly-detailed 20-year plan for education in Timor-Leste, 
including a thorough list of tasks and a breakdown of associated costings. The 
analysis in the report shows a very large increase in education spending would be 
required in order to implement this plan. However, a brief analysis of actual spending 
against the recommended levels highlights:  

• Spending on Education in 2015 was 46% below what would be needed for the 
Strategic Plan to be implemented. 

• Real education spending per student actually declined by 20% between 2011 
and 2015. 

 
This case study on Education highlights the challenges of National planning and 
priority setting. In this case, a comprehensive plan has been developed, including 
costings. But in the broader context of the National budget and priorities, insufficient 
funds were allocated to support the implementation of the Plan. 
 
Top Five Priorities:  

 
The report concludes with a list of five economic development priorities for Timor-
Leste that emerge from the analysis. 

 
Priority One: A major investment in human capital 
 
Priority Two: Slower spending on top-down major projects; increased investment in 
bottom-up economic development 
 
Priority Three: A Major effort and Focus on Modernising Agriculture 
 
Priority Four: Strategies for Key Industries that create sustainable growth 
 
Priority Five: Evidence-based decisions about spending priorities 
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Sumariu 
 
Relatóriu ne’e konsidera planu estratéjiku – mak hanesan, dezenvolvimentu ekonomia 
no sosiál husi senáriu perspetiva ne’ebé prioridade no tempu naruk nian. Diresaun 
tempu naruk ba programa dezenvolvimentu Timor-Leste nian hatu’ur ona iha Planu 
Estratéjiku Dezenvolvimentu Nasionál 2011-2030 (PEDN) no planu seitor oi-oin 
ne’ebé tuir mai. Maibe, ida ne’e bele benefísiu mos bainhira ita hakat fali ba kotuk, no 
hanoin fila fali oinsa ita halo aprosimasaun ba ausntu ida ne’e. 
 
Planu estratéjiku ne’e importante:  

Dezenvolvimentu ekonomia labele akontese deit liu husi  atividade individual, 
uma-kain no negósiu ne’ebé la organizadu.Ekonomia no sosiedade mai husi 
interasaun ne’ebé kompleksu husi parte barak ne’ebé diferente, no koordenasaun husi 
parte sira ne’e importante tebes. 

 
Osan no rikusoin mak importante tebes: 

Maske ita uza maneira aprosimasaun ema nudar-sentru hodi halo 
dezenvolvimentu, pratikamente atu hadia kualidade moris ema nian ne’e presiza osan. 
Maibe osan hodi halo dezenvolvimentu mai husi ne’ebé? Tempu balun ona Timor-
Leste depende ba fundus husi setór mina no gas. Maibe ida ne’e klaru katak osan 
ne’e sei la dura to’o moris tomak. Ba tempu naruk, rekursu osan uniku ba 
sustentabilidade hodi hadia kualidade ema nia moris mak atividade produtivu ho baze 
ne’ebé luan. Timor-Leste presiza atu muda husi dependénsia rekursu naturais ba 
dependénsia atividade produtivu ho base ne’ebé luan.  
 

 

  

 

  

Etapa atu dezenvolve estratéjia: 

Relatóriu ida ne’e deskreve etapa lima hodi kria estratéjia dezenvolvimentu.  

Etapa ida: Ita ne’e sé? Presiza iha vizaun ne’ebé klaru kona-ba ita ne’e sé. 
 
Etapa rua: Ita hakarak atu sai saída? forma vizaun tempu-naruk. 
 
Etapa tolu: Oinsa ita atu to’o iha ne’eba? Kria dezenvolvimentu filozofia. 

 
Etapa haat: Sekuensia & Prioridade – halo tutuir malu kona-ba saida mak 
atu akontese. 

 
Etapa lima: Planu  
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Tenke realistiku kona-ba ita ne’e sé 
 
Relatóriu ne’e esplora kona-ba deskrisaun dadus kona ba realidade Timor-Leste nia 
ekonomia nian, no nia implikasaun ba dezenvolvimentu. Analiza ne’e tau importansia 
katak Timor-Leste sei iha faze inisiu tranzisaun husi rurál, ekonomia ne’ebé 
substánsia ba ekonomia modernu. Maioria populasaun foin haré mudansa ki’ikoan ho 
sira nia maneira involve an iha “ekonomia produtiva”. 
 
Xave ba dezenvolvimentu iha kontekstu ekonomia nurak/infantil hahu husi:  

• Hari’i kapitál umanu (investe iha edukasaun, treinamentu no kontinuasaun 
aprendizazen ba servisu nain sira) ho nune’e servisu nain sira bele produtivu 
liu tan. 

• Tau matan ba produtividade, negósiu no indústria sira husi “kraik ba leten” 
 

Husi leten ba kraik vs husi kraik ba leten 
 
Hare husi analiza situasaun iha Timor-Leste, relatóriu ne’e esplora kestaunimportante 
kona-ba oinsa nasaun sira bele dezenvolve: karik governu sira tenke deside atu hili 
aprosimasaun husi leten mai kraik ka husi kraik ba leten?  
 
Debate kona-ba aprosimasaun husi leten ba kraik ka husi kraik ba leten ne’e kestaun 
ida kona ba tau prioridade – aspetu dezenvolvimentu ida ne’ebe mak tenke foka 
dahuluk, no ida ne’ebé mak sai efeitu husi area prioridade dahuluk.  

• Ho dezenvolvimentu husi leten ba kraik, nia foka ba liu projetu ho eskala-bo’ot 
no apoiu infraestrutura, ho esperansa katak negosiu sei buras bainhira 
instituisaun no infraestrutura estabelese ona.  

• Aprosimasaun husi kraik ba leten sei foka liu ba hamosu negósiu liu husi 
estratéjia no programa industria. Investimentu iha infraestrutura no instituisaun 
ho eskala-boot sei akontese hodi responde ba asuntu krítiku ne’ebé 
negosiantes sira hasoru.  

 
Iha evidénsia natoon ne’ebé hatudu katak, iha kontestu nasaun ne’ebé foin 
dezenvolve, hili aprosimasaun husi leten mai kraik hodi “harii no sira sei mai” dala 
barak la susesu; presiza esforsu barak nebe hahú husi nivel kraik.  
 
Tanba saída mak aprosimasaun husi leten ba kraik ladun susesu? Aprosimasaun husi 
leten ba kraik asume katak iha numeru atividade ekonomia potensiál ne’ebé 
signifikante tebes iha populasaun, ne’ebé hein deit atu mosu, bainhira dezafiu ba 
atividade ida ne’e hases ona.  
 
Ida ne’e la los ba nasaun hanesan Timor-Leste, ne’ebé ho esperensia limitadu iha 
“ekonomia modernu”no ho instituisaun edukasaun nian ne’ebe mak seidauk forte iha 
tempu hirak liu ba.  
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Planu Estratéjia ba Edukasaun  

Relatóriu ne’e konsidera estudu kazu ba Planu Estratéjiku Edukasaun Nasionál 
(2011). Ami foka liu ba edukasaun, tanba ida ne’e iha papel kritíku hodi estabelese 
kapitál umanu no kriasaun ekonomia produtivu ba tempu naruk.  
 
Planu 2011 deskreve planu detallu ba tinan 20 ba edukasaun Timor-Leste, inklui lista 
servisu atu halo ne’ebé kompletu no distribuisaun kustu. Analiza iha relatóriu ne’e 
hatudu kresimentu montante gastus ne’ebé maka’as iha edukasaun sei presiza tebes 
hodi implementa planu sira ne’e. Maibe, analiza badak kona-ba gastus atual kompara 
ho nivel ne’ebé rekomenda hatudu katak:  

• Gastus ba edukasaun iha tinan 2015 mak 46% menus husi nesesidade ne’ebé 
presiza ba implementasaun Planu Estratéjia.  

• Gastus atual ba edukasaun ba kada estudante atualmente tun ho valor 20% 
entre tinan 2011 no 2015.  

 
Estudu kazu kona-ba edukasaun ne’e foka liu ba dezafiu planu nasional no 
determinasaun prioridade. Iha kazu ne’e, planu kompriensivu dezenvolve ona, inklui 
utilizasaun kustu. Maibe iha kontestu luan ba orsamentu nasionál no prioridade, 
fundus ne’ebé aloka la sufisiente hodi fó apoiu ba implementasaun planu. 
 
Prioridade prinsípal lima:  

 
Relatóriu ne’e konklui ho lista prioridade lima ba dezenvolvimentu ekonomia Timor-
Leste ne’ebé hamosu husi analiza.  
 
Prioridade ida: Investimentu bo’ot iha kapitál umanu 
 
Prioridade rua: Redús gastus ba projetu bo’ot sira ne’ebé ho aprosimasaun husi leten  
mai kraik; hasa’e investimentu ba dezenvolvimentu ekonomia ne’ebé husi kraik ba 
leten. 
 
Prioridade tolu: Esforsu maka’as no foka liu ba modernizasaun agrikultura.  
 
Prioridade hat: Estratéjia ba indústria xave ne’ebé kria kresimentu sustentavel. 
 
Prioridade lima: Foti desizaun bazeia ba evidénsia kona-ba prioridade gastus.  
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1. INTRODUCTION 
 

Timor-Leste is in a very exciting stage of development, having overcome a very 
difficult history through periods of colonisation and occupation. This young nation is 
at a dynamic stage of development, with relative stability in political, economic and 
social arenas since independence in 2002.  

 
This report will give some thought to the question of strategic planning – that is, 
economic and social development from a long-term and priority setting perspective. 
The long-term direction for Timor-Leste’s development agenda has been set for 
some time by the National Strategic Development Plan 2011-2030 (NSDP) and 
various subsequent sector plans. However it has been seven years since the NSDP 
has been implemented; there is scope to consider the Plan, and to look ahead at 
how the Plan might be modified into the future. In addition, each Government 
establishes its program soon after being elected (the program for the VIIIth 
Constitutional Government was released in July 2018). These programs could be 
thought of as a 5-year strategy / plan for development. As such, it can be beneficial 
to occasionally step back, and to rethink how we approach this issue.  

 
The purpose of this report is not to provide an evaluation of the existing strategic 
development plan, but rather to reconsider, from a broader perspective, the role that 
strategic planning plays in the development of a country, particularly one in its early 
stages of development like Timor-Leste. We ask questions about the role of a plan, 
and the best processes for its development. Although the NSDP remains the 
authoritative document for setting the development agenda, reflecting on this 
process can provide some context to this plan, open up possibilities for updates and 
reorientation of the plan as needed.  

 
Much of this report will not be specific to Timor-Leste. It will instead be more 
generally about how we think about these issues, but as much as possible it will use 
examples and data / context that is relevant to the real-lived Timor-Leste experience. 
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2. WHY A NATION NEEDS A STRATEGY 
 

Economic development does not just happen through a collection of unco-ordinated 
activities of individuals, households and businesses. Economies and societies 
consist of a complex interaction of many, many different parts, and co-ordination of 
these parts is crucial.  

 
Consider a simple example: How do people get from point A to point B in a given 
city? Roads, bridges, public transport systems and vehicles are required, which in 
turn need registration, licensing and usage regulation with road rules. All those 
different sets of activities demand coordination - different parts of society need to 
work together in a common way to create the greater whole. In this example, there 
has to be a common agreement that a road will be constructed between these two 
places, and that road will then be the means by which people travel; the existence of 
a road is evidence of what's described as coordinated effort. This is a very simple 
illustration of the need for working together to develop a nation. Coordinated effort is 
required, hence the need for a strategy.  

 
Another way of describing the issue of the need for a plan is to think about the role of 
government. Whilst it is true that much of the energy for improving the quality of 
people's lives and developing the economy comes from individuals and from private 
groups such as businesses, they will only be able to do so much on their own. What 
is also needed is coordination, which ultimately occurs through the government – the 
elected representatives of the people, who provide direction and leadership.  

 
Take the tourism sector as an example: this sector can develop to an extent through 
private individuals developing businesses that expand tourism opportunities - 
restaurants, museums, or accommodation. Such facilities could spring up at the 
initiative of private sector entrepreneurs. However, each of those businesses will 
probably struggle to thrive and be profitable in the absence of a sense of overall 
coordination. To illustrate this point, there would be limited benefits from building 
restaurants and hotels and other tourist attractions in a city if there is poor access to 
tourist information – websites, an information centre, literature. This information 
needs to be provided by an entity which is focused on the interests of the industry as 
a whole. Government is needed to coordinate those overall activities, as well as to 
provide infrastructure and support strategic development of the sector. 

 
From another perspective, if private companies and businesses are left to develop 
societies and economies, they sometimes end up engaging in activities which are 
not always helpful to the citizens. For example, the private company may pursue 
growth and profit at the expense of the natural environment, leading to a decline in 
the quality of lives of the citizens. Government regulation is required to keep an eye 
on the behaviour of businesses, to ensure social as well as economic development.  
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3. WHY AN ECONOMIC PERSPECTIVE? 
 
The Monash University economics group with an interest in Timor-Leste has as our 
motto Ekonomia ba Communidade, or ‘economics for the people’. This provides a 
clue about the way in which we see economics fitting into the broader objectives, 
desires, and vision of a nation. It is worthwhile to step back and take the most basic 
view of this.  

 
A country is represented by its people, who live within a particular geographic 
boundary. That's the heart of what that nation is - its people. A measure of progress 
for that country ultimately can be captured or described by improvements in the 
quality of the lives of its citizens, however that is defined. That is what our ultimate 
goal is - improving the quality of lives of the people. 

 
Often a nation’s progress is summarised by some economic figure such as its gross 
domestic product (GDP) or its rate of economic growth. These representations are 
seen as a magic number that tells us how the society and economy are performing. 
This is to misrepresent these numbers. These are only indicators and instruments; 
they are means to a greater end, but are not the end in themselves.  

 
“GDP is not intrinsically harmful or incorrect, but it measures only partial economic 
activities. Using it as an indicator of overall wellbeing is ambiguous and dangerous.” 
(Giannetti et al., 2015, p.12) 
 

At the same time, money and wealth are actually quite important. Virtually all of the 
improvements in qualities of lives of people require money. For example, consider a 
project aiming to improve the quality of lives of women in Timor-Leste, who feel 
unsafe because of being at risk of violence from their partner. Some of the ways in 
which we improve the safety of women in those contexts would include: developing 
support services; educating both men and women in the society about at the ways to 
treat others with respect; and enforcement, so there is appropriate punishment and 
deterrents. All of these initiatives require investments of money. This provides one 
simple example of the connection between money and wealth and quality of people’s 
lives.  
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3.1 Where does the Money come from? 
 

Money is essential to improving the quality of life for the citizens of Timor-
Leste, with still many challenges ahead. High rates of malnutrition, high rates of 
underemployment and low agricultural productivity have all been well documented. 
Other areas of human development, such as education and health, represent sectors 
where significantly more money could be invested.  

 
Funds for developing an economy tend to come from three different sources: 
 

1) Productive activities 
2) Foreign aid 
3) Natural resources 

 
3.1.1 Productive Activities 
 

Productive activities generate income for people and tax revenue for 
governments. If people are working in businesses or in employment, they generate 
income for themselves (i.e. private income), which allows them to provide for their 
families and be well fed, comfortably housed, etc. In addition, this productive activity 
is likely to generate some tax revenue – possibly income tax, or tax on the goods 
they sell to others. In other words, there is revenue flow to the government which, in 
turn, allows the government to invest in other services for citizens to enjoy an 
improved quality of life.  

 
3.1.2 Foreign Aid 
 

The second area where the money comes from is aid. Foreign organisations, 
including governments, provide aid money and generate development projects which 
aim to improve the quality of lives of local citizens. Some countries are very 
dependent upon aid – foreign funds represent a very high percentage of economic 
activity (for example, in 2009 Gambia relied on Aid money for 62.4% of its 
government expenditure – ActionAid, 2011). Timor-Leste, by comparison, has a 
relatively small dependence on aid, with typically around 10% of the Government 
budget sourced from development partners. 
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3.1.3 Natural Resources 
 

The third main source of funds is natural resources. Timor-Leste, as we know, 
has access in the Timor Sea to a relatively large volume of oil and gas which has 
been able to produce significant revenues for the people over the last 15 years. 
Those natural resources generate private income for companies, but also the 
government, on behalf of the citizens, is able to collect taxes and royalties from 
those natural resources as they are mined and exploited by private companies. It is 
from this source that funds which can be used by the government to develop the 
economy are extracted.  

 
It is very common for relatively young countries such as Timor-Leste to rely quite 
heavily on aid or on natural resources for their money. That is the reality that they 
face, as often their infant economies do not have a diverse range of productive 
activities and as a result have a very small tax base. The challenge for the future for 
these emerging countries arises from the limited supply of aid money and natural 
resources. The donors, who provide aid money, will eventually want to reduce their 
assistance in favour of economic and social independence of the recipient. Natural 
resources are depleted over time, further reducing income flow. 

 
“…the performance of resource-rich countries could be further enhanced if they used the 
GIFF (sic. resource funds) to support structural transformation. This would require them to 
invest an appropriate share of revenues from their natural resources in human, 
infrastructural and social capital, and create incentives for domestic or foreign firms to 
facilitate the development and upgrading of industries in the non-resource sector” (Lin, 
2012, p. 207) 
 

In the long run, the only ongoing sustainable source of money for improving the 
quality of people's lives is broad-based productive activity. For a society to continue 
to grow economically and therefore ultimately in quality of life, it is necessary to find 
more and better ways of helping people engaging in productive economic activity. As 
this happens, incomes will increase, wealth will be generated, and the capacity of 
government to provide centralised and coordinated services from the revenues that 
they collect will improve.  

 
In the context of Timor-Leste, this inevitable transformation towards relying more on 
productive activities is the source of much of the language of diversifying the overall 
economy, and strengthening the non-oil economy. Timor-Leste needs to move from 
reliance on natural resources to reliance on broad-based productive activities.  
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Questions for Timor-Leste: 

“The challenge for the future … arises from the limited supply of … natural 
resources.” 

How will Timor-Leste move beyond this heavy reliance on petroleum revenues in the next 
phase of economic development?   

Budget priorities in recent years suggests a Government view that diversifying the economy 
relies on: 

• investing in major infrastructure such as electricity and major roads, ports, etc 
• creating geographic concentrations of economic activity (e.g. ZEESM) 
• reducing investment in agriculture 
• placing a comparatively low priority on human capital – health, education and training 
• injections of funds into local communities via social transfers aimed at addressing past 

injustices or needs amongst the marginalised. 

Is this the set of priorities that will deliver the kind of growth to meet the challenges of the 
future? 
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3.2 Economics is not Everything 
 

Policymakers may at some point be faced with a conflict between economic and 
social development. If economic development reduces the quality of people’s lives, 
then it is not wise. There are many examples of this in different parts of the world, 
particularly in developing countries where large foreign investors can take advantage 
of governments that are desperate for quick paths to development, and often lacking 
the experience to ensure appropriate environmental and social protections. 

 
Take some examples: 

• An extractive industry, such a mine that opens in a particular area. This may 
create large amounts of environmental damage, displace people from their 
land, and also take away their source of clean water because of pollution that 
takes place, etc. 

• Perhaps there’s a private project that concentrates power in the hands of a 
few, increases inequality and raises a range of concerns about the stability of 
society. E.g. Providing a monopoly power to the provider of a 
telecommunications network to a company that is owned by certain elites in 
the country. 

• Some forms of economic development increase economic activity, but actually 
at the expense of the health and wellbeing of the people. An example of this 
could be a company that builds factories to produce cigarettes cheaper than 
those currently imported, meaning that people can buy cheaper cigarettes. As 
a result, more people are able to smoke or to smoke more. This increases 
economic activity, creates employment and increases GDP. On the other 
hand, is this improving the quality of lives of people if it increases access to an 
addictive drug that is ultimately bad for people's health? 
 

These are just a few examples of the potential conflict between economic 
development and social development, i.e. improvements in people's lives. While 
economic development is critical, it must be put in context of the ultimate goal. 
 

“Market mechanisms and technological innovations can be powerful drivers of human 
development expansion, but … entrepreneurial actions and innovations do not automatically 
address or foster human development. The concerted action … is required to promote 
variety growth, not just towards profit maximization, but also towards welfare maximizing 
activities. Industrial and social policy need to go hand in hand to facilitate entrepreneurial 
actions addressing societal needs and demands.” (Hartmann, D., 2014, p. 180) 
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The functions of an economic system 

An economic system is a means of coordinating the economic activities undertaken by market actors. 

An economy is like a society – it is full of complex interactions between multitudes of people, companies, 
organisations and government. In simple terms, some of these groups produce things while others want 
to consume those things. The economic system is the method by which the producers and the consumers 
learn about each other - that the producers find out what the consumers need and the consumers find a 
way of getting access to what is being produced.  

We can think about this system in two ways; the short term, and the long term. 

In the short term, the economic system exists with a given set of resources, a given set of wants or 
desires on the part of consumers, and a given set of technologies that are used to produce things. These 
are called ‘endowments’. Based on that short-term reality of unchanging endowments, the system helps 
us to resolve the questions of what, how and who: 

What goods and services are to be produced, and in what quantity? 

How should the production of these goods and services be organised? 

Who gets to consume these goods and services? 

Those are the core activities that an economic system seeks to coordinate, usually and mostly through 
markets. 

In the long-term, the endowments taken as fixed - the resources we have, the wants that people have, 
the technologies used in production - can all evolve and change.  

Economic development, or economic growth, over a long period of time is about transforming the access 
to resources, perhaps shifting people's wants and desires, and changing some of the technologies. It 
increases reliance on technology, reorganises business activities, builds infrastructure, and educates 
people about what is good for them, thereby shifting their preferences. That provides a further 
dimension to the functions and roles of an economic system (Gans et al., 2015). 

Questions for Timor-Leste 

“If economic development reduces the quality of people’s lives then it is not wise. …  
Investors can take advantage of governments that are desperate for quick paths to 
development …” 

• How will Timor-Leste avoid the paths taken by so many other countries where development 
agendas are ‘captured’ by an elite few, and do not benefit the majority? 

• How can transparency and openness in public decision making and information be maintained? 
• Are there sufficient safeguards to protect the natural environment and retain cultural traditions 

in the midst of modern economic development? 
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4. WISE DEVELOPMENT IS SUSTAINABLE 
DEVELOPMENT 

 
Sustainable development is a concept that is well known and well used. Its most 
common definition is from a famous work called the Brundtland report (Our Common 
Future, 1987), where the authors describe this as, “development that meets the 
needs of the present without compromising the ability of future generations to meet 
their own needs” (World Commission on Environment and Development, 1987, p. 
41). This emphasises making use of limited resources, in particular making sure that 
we don't deplete them in the present at the expense of the future.  

 
That is one concept of sustainability, but let us think for a moment about a different 
view of sustainability. While the Brundtland report focuses on the use of scarce 
resources in a responsible way, there is also the idea of creating growth that can be 
ongoing - growth that produces subsequent growth, or development that continues to 
produce further development in the future. 

 
In some cases, a particular type of growth may simply increase, for example, the 
technologies being used and the way in which things are produced, just increasing 
the amount of output that you can produce in a fixed amount of time. However, this is 
a one-off improvement. There will be a new level of production, but that will not 
continue into the future. In contrast, if we produce economic growth of a different 
type or source, that growth itself will propagate other growth.  

 
For example, if there is new investment in Information and Communications 
Technology (ICT), that is an expenditure which increases growth. This growth is not, 
however, limited to the initial investment; it also creates possibilities for businesses, 
entrepreneurs, and individuals to create further economic activities as a result - in 
other words, to create further growth. There is no limit to the gains that can take 
place there. 
 

“…the benefits from ICT use is unlimited and are far higher than the costs of ICT use.” (Vu, 2011, 
p. 371) 

 
Similarly, an investment in education can increase the capacity of people when they 
enter the workforce, improve their ability to work with new technologies and to 
continue to lift their productivity. So we don't simply teach people the stock of 
knowledge or how to do things, we teach people how to work out how to do things 
better; that is, a way of learning and continuing to improve. Education of that type 
doesn't just provide us with a one-off increase in productivity because our workforce 
is now more educated, it actually provides us with a platform for continued 
improvements in productivity. People, as well as businesses and organisations, 
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continue to learn and to innovate and improve, and that is where sustained economic 
growth can actually happen.  

 
In terms of the development of Timor-Leste as a young nation, the relevance of this 
concept of sustainable or self-propagating growth is very important. The areas that 
produce this type of gains should be most heavily prioritised when investing in 
economic development. Simply investing effort in producing one-off growth, which is 
not sustained, is not the best use of resources. Instead, we need to invest in growth 
that, in turn, produces growth. Certain types of investment create the opportunities 
for economic activity to continue growing and adapting are a relevant example – the 
most important being human capital, or the capacity of people to learn, improve, and 
adopt new technologies as things change. Improvement in this field, as well as 
physical capital, can in turn can produce further and ongoing growth into the future. 
Those are the areas of great priority in developing a country like Timor-Leste.  

 

 
  

Questions for Timor-Leste 

“Certain types of investment … create the opportunities for economic activity to 
continue growing …. the most important being human capital, or the capacity of 
people to learn and to improve and to adopt new technologies.” 

• Where is information and communication technologies in the policy priorities of Timor-
Leste? 

• How is the next generation of adults being prepared for the workplace of the future, with 
greater reliance on digital technology, ongoing learning and adapting? 
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5. STRATEGIC PLANNING IS A PROCESS 
 

Developing a strategic plan, whether it's for a nation's development, or any other 
entity for that matter, is best done with a fairly carefully thought-through process that 
follows the logical evolution of ideas. In this section, we will explore in very brief 
terms the way in which a strategic plan process may be developed, and the different 
steps involved. Later we will unpack some of those different steps in more detail.  

 
Step one: Who are we? Having a clear view of who we are 

There is plenty of evidence to suggest to us that countries develop in a way 
that is closely linked to their current endowments, which reflects their recent history 
and current situation (Lin, 2016). Two countries will not develop in the same way - 
perhaps because of their geographic locations, but also because of the existing 
stock of economic activity, the existing levels of human development, the human 
capital they have, and so on. Having a realistic and honest view of where we are 
right now is an important first step to developing a strategic plan. 
 
Step two: Who do we want to become? Forming a long-term vision  

This is as simple as asking the question, ‘who do we want to become in the 
long-term?’ It is not necessarily the case that every country wants to end up in the 
same place. For example, in the Timor-Leste NSDP, there is a clear long-term vision 
of becoming an upper-middle income country by the year 2030. 
 
Step three: How do we get there? Developing a development philosophy 

Step two, the long-term vision, explains who we want to become. The 
development theory or philosophy is our belief about how we will get there – the 
ways in which the society and the economy will develop. There are different views 
about how economic development actually happens, and these would prescribe 
quite different policy and development priorities. Worse still, some approaches may 
be effective, and others not effective in a given situation. It is possible to invest a 
great deal of effort in programs for development, and achieve little, if the effort is 
poorly directed. It thus becomes paramount in a national conversation about 
development to put into words the beliefs that underlie the development strategy, 
and to allow these beliefs to be tested. Testing the beliefs and strategy would need 
to include asking whether there is relevant evidence that our strategy will be 
effective. 
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Step four: Sequencing & Priorities - the order things need to happen in 
Having identified what we ultimately want to become, and the means by which 

we are going to get there, it is likely that the country will be faced with a very large 
agenda for the tasks that need to be done. Some things probably need to happen 
before others in order for the agenda to be developed, so to be successful, some 
sequencing and ordering needs to happen. This will largely be an evidence-based 
process, reflecting what other critical constraints need to be satisfied before we can 
move ahead satisfactorily.  
 
The priorities come from this sequencing. There will be some stages of development 
which will be binding constraints – these must be addressed before we can see 
progress in other areas. Some things can improve slowly and later in the process, 
while others are more urgent and necessary, thus priorities become critical. 

 
Step five: Planning 

Planning brings together the first four steps in a more specific way, and asks 
the questions: 
 What needs to happen? 
 How will it happen? 

When will it happen? 
How much will it cost?  

This stage is critical because this is where the scarcity of resources (such as money) 
comes in. What you would find in any strategic plan is a fantastic vision and idea 
about how to get there, but a very long list of things that need to happen - far too 
long for what can be done in the constraints that we have. Whether it is building 
infrastructure, or establishing governance institutions, or providing improved 
services, etc, all of these tasks require two essential inputs: people and money. 
There is never enough money and never enough human capacity to do everything at 
once. Planning involves working out how much money and human resources are 
involved in different tasks, and based on the sequencing and priorities, allocating the 
resources to these tasks to make them happen in a given time period. 
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6. WHO ARE WE? 
 
The current situation matters in defining the path of development. 
 

“At any given point in time, the structure of a country’s endowment, that is, the relative 
abundance of factors that the country possesses, determines relative factor prices and thus 
the optimal industrial structure. A low-income country with abundant labor or natural 
resources and scarce capital will have comparative advantage and be competitive in labor-
intensive or resource-intensive industries.  

 
Hence, the optimal industrial structure in a country which will make the country most 
competitive is determined by its present endowment structure.” (Lin, 2012, p. 226) 
 

Timor-Leste has enjoyed relative peace and stability alongside strong non-oil 
economic growth in the last decade, thanks largely to the stimulus of a large 
government budget funded primarily through the petroleum revenues. 
 
The structure of this economic growth highlights some interesting facts. While the 
economy is growing, there is little evidence of growth in the productive capacity of 
the domestic economy. The Agriculture sector represents the source of livelihood for 
approximately 70% of the population, and there is virtually no growth in total incomes 
in that sector. Nor is there much sign of rapid transition out of agriculture, with only a 
modest decline in the number of households who rely on agriculture as their main 
income source (from 76% in 2010 to 69% in 2015) (GDS, UNICEF & UNFPA, 2017; 
NSD & UNFPA, 2013).  With a steady drift towards urbanisation, the level and nature 
of the economic growth in the non-agriculture sectors cannot generate sufficient jobs 
for the growing numbers of working-age population. Growing unemployment and 
under-employment among the youth and young adults emerges as a noticeable 
symptom of this economic reality. 
 
The consequences of this pattern of growth is that while poverty has been declining 
overall, poverty in rural areas is still significantly higher than at the national level. 
World Bank analysis shows that the gap in poverty between urban and rural areas 
has been increasing over the past 10 years (World Bank Group, 2016). In 2014, 
consumption poverty was 28% in urban areas and a very high 47% in rural areas. 
Multidimensional poverty ranges from only 25% in Dili Municipality to over 80% in 
several of the rural municipalities (Cornwell, Datt & Inder, 2015).  
 
Economic growth has benefited the small but growing middle class who live in Dili 
mostly through their connection to petroleum-funded public spending. Consider 
increase in motorcycle ownership as an example: going from less than 8% 
ownership in 2007 to almost 24% of households owning a motorbike in 2015 
suggests some economic progress in the higher income bands (NB. Compare this 
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with over 80% in Indonesia!). The wide variation in ownership across municipalities 
is also informative: while only 10% of households in Ermera owned a motorbike in 
2015, the rate was 47% in Dili. Alongside the virtual stagnation of the agriculture 
sector, where almost 70% of households engage economically, this suggests the 
economic benefits of the current development strategy are more at the upper and 
middle end of the income distribution (Cornwell et al., 2015).  
 
Here are some other facts from the 2015 Census. 
 
Agricultural Activity: 
 
A very low percentage of farmers are using ‘modern’ techniques designed to improve 
productivity, such as: 

• Mulching 8% 
• improved seed varieties 15% 
• organic or chemical fertiliser 10% 
• use of a handtractor or four-wheel tractor 20%  
• Irrigation 8% 
• 66% of farming households have less than 1 hectare of cultivated 

land, 98% less than 5 hectares 
 

In other words, the agricultural sector continues to be predominantly a subsistence, 
traditional, household-based economy. A wide range of efforts to rebuild this sector 
and increase productivity have produced very slow progress to this point. 

 
Employment: 
 
The Table below shows the distribution of primary occupations of working adults, as 
reported in the 2015 Census. Where there are matching categories available with 
Indonesian data for the same period, these are also reported. 
 
Here are the main observations from this table: 

• To reinforce the prominent role of agriculture reported above, around 60% of 
working adults report themselves as farmers.  

Questions for Timor-Leste: 

With close to 70% of households relying on agriculture as their main source of income, and so little 
progress towards modernising the Agricultural sector, where will the energy come from to 
developing a proactive strategy for developing this sector?  Business-as-usual will not be enough! 
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• The second most common occupational category is the services and sales 
sector, with 17% of occupations.  

• Note the very small percentage in “crafts, trades and machinery” occupations, 
at 3.6%. Compared to over 27% in Indonesia, this highlights the very low level 
of economic activity in the manufacturing and secondary processing areas in 
Timor-Leste. 

 

 
The message from this analysis is that the Timor-Leste economy, as described by 
the type of work people engage in, is dominated by agricultural work, with a large 
services sector, and a very small manufacturing and processing sector. 
 
Analysis of industry of occupation using the 2015 Census tells a similar story. 

• While the Oil and Gas sectors comprise the vast majority of the economy in 
GDP terms (almost 80%), very few jobs are generated in this sector. In fact, 
only 0.1% of employed persons report working in the Oil and Gas industry.  

• While around 60% of people are employed in the agricultural sector, the next 
largest industry is government employment, with over 10% of workers. 

• Around 2.4% of occupations are in the business and entrepreneurship 
industry category, and 2% in transportation. 
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As noted earlier, this realistic assessment of “who we are” is an important first step to 
strategic planning: countries develop in a way that is closely linked to their current 
endowments, strengths and weaknesses. Here we highlight one key message for 
Timor-Leste from the current situation: 
 
Timor-Leste is still in the early days of transitioning from a rural, subsistence 
economy to a modern economy. The vast majority of citizens have seen little change 
in the way they engage with the “productive economy”. 
 
The lessons of Infant Economy development are vital guide to the development 
process in this context – see Inder and Cornwell (2016). These lessons centre 
around the importance of labour productivity: labour productivity in an infant 
economy is typically quite low. This makes it difficult to find industries that are 
competitive internationally, because low labour productivity means high labour costs 
to business. 
 
The keys to developing an Infant Economy revolve around: 

• building human capital (investing in education, training and ongoing learning 
of workers) so that labour can be more productive. 

• nurturing productivity, businesses and industries from the “ground up”.  
 

“In some models of development it is assumed that entrepreneurial potential is present and 
ready to emerge, and just needs the right environment in which to thrive … In an infant 
economy, however, the level of entrepreneurial activity (and potential) is also still in its 
infancy, and …needs to be developed and nurtured” (Inder and Cornwell, 2016, p.4) 
 

In terms of sectors of focus, a development strategy needs to look forward to sectors 
and industries that are likely to be competitive in future years, but also cannot ignore 
the current levels of experience and expertise that are present in the economy. In 
that light, it makes sense for Timor-Leste to: 

• Invest heavily in modernising the agricultural sector, which will include 
developing businesses that support modern agriculture, and which add value 
to agricultural production. 

Questions for Timor-Leste: 

“While Oil and Gas may provide funds to support Government activities, they 
contribute a tiny amount to employment opportunities to the people of Timor-Leste.” 

• If it is a high priority for creating massive growth in employment opportunities for the 
growing working-age population in Timor-Leste, where is the effort to generate growth in 
the non-oil industries? 
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• Nurture industries that are labour intensive, where sizeable growth in 
employment will be created, but not primarily requiring highly skilled labour. 
The obvious example of this kind of industry is those relying on the services 
sector, particularly Tourism.  

 
We will return to some of these themes through the rest of this report, as we explore 
other stages of the strategic planning process. 
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7. DEVELOPMENT PHILOSOPHY 
 
In this section we will expand on the issues around the establishment of a 
development philosophy.  

 
Underlying the path to development is a basic set of beliefs about how our economy 
and our society will transform itself from what it is at the moment, to what we hope it 
will become in our vision for the future. Here we will think about economic 
development philosophy and lay out some of the basic parameters, and finally also 
explore some of the controversies as they might relate to Timor. 

 
7.1 The Pillars of Economic Development 

 
There are two main pillars to economic development: 
 

1. Laying basic foundations  
2. Creating sustainable incomes 
 

7.1.1 Laying Basic Foundations 
 
This deals with the basic foundations that have to be set up, such that economic 
development takes place as the key characteristics of society are transformed. So by 
the ‘basic foundations’, we mean the following four areas: 

 
1) Education 
2) Health 
3) Core Infrastructure 
4) Institutions 

 
For people to be more productive, they need to be more educated, and have 
stronger underlying health, which together add up to strong human capital - the key 
input to economic productivity from the from human side.  
  
 
 
 
 
 
 

 

 

Questions for Timor-Leste: 

“For people to be more productive, they need to be more educated, 
and have stronger underlying health.” 

• How will the human capital of Timor-Leste be developed and strengthened, 
to produce the foundations of long term growth? 
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Core infrastructure is required for any economy in its functioning and can be 
separated into two categories, ‘hard’ and ‘soft’. Examples of the former include road 
networks, ports, airports, and communications networks. The latter is less tangible, 
and includes the institutions that define and control the way the society and the 
economy functions. These institutions cover areas like dealing with conflict - legal 
structures, bankruptcy laws, and land laws that provide rules as to how the economy, 
and society more broadly, operate. Whether it’s land or ideas, investors and firms 
need to have certainty in the way in which they function. Market regulation is a 
further example of critical soft infrastructure; as this structure is relied upon in 
modern economies for connecting producers and consumers, it, alongside the 
behaviour of companies and consumers, needs to be managed. 
 
Each of those four categories represent the foundations of other mature, developed 
economies, and are needed in order for economic productivity. 
 
7.1.2 Creating Sustainable Incomes 
 
The second pillar of economic development, creating sustainable incomes, is about 
increasing economic activity, particularly in the case of a relatively young economy 
like Timor-Leste. That includes stimulating growth in productivity at the level of 
workers and firms, as well as helping new industries or employment opportunities to 
emerge. The latter occurs through new businesses emerging and existing 
businesses becoming more productive and successful, ultimately expanding so that 
there is a creation of greater economic opportunities and of greater wealth.  

 
The key to stimulating growth and productivity and establishing new industries is 
found in narrowing down the focus of investing in economic development to just a 
few key sectors or industries (Lin, 2012). An assessment is required about which 
particular industries are likely to be most suitable for investing in, expanding and 
developing, in order to further establish modern economic activities. 

 
There are two main reasons for prioritising a few select industries as a base to 
creating sustainable incomes. Firstly, a country starting from a relatively low level of 
modern economic activity simply cannot expand in everything. It is just not feasible. 
The human and physical resources required to develop on many fronts would not 
normally exist, and effort spread too thin would end up being ineffective. Secondly, it 
is widely observed that firms do not exist in isolation - it is not easy for one company 
of a particular type to exist on its own in the country. Firms experience benefits, 
despite potential competition, if they conglomerate with others who engage in similar 
economic activity into what economics literature calls ‘clusters’. The term ‘clustering 
of firms’ refers to businesses with common activities gathering together.  
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The most obvious example of clustering in Timor-Leste might be the coffee industry. 
Here, there are around 20 different coffee companies operating at different levels of 
the industry, in addition to tens of thousands of coffee-farming households. As such, 
there is a great deal of knowledge and expertise around coffee. Economic activity 
clusters around this product, and one coffee company does not have to pioneer 
everything on their own. Firms learn from each other and as a result, all are able to 
improve their practices. In addition, the cluster can develop a common brand or 
recognition of Timor-Leste coffee internationally, thereby producing a marketing 
advantage enjoyed by the entire Timorese coffee industry. There are many other 
benefits in terms of developing the support networks for the coffee industry to 
mature. This is a perfect example of an industry developing not in isolation, but 
rather as part of a group of other firms doing very similar things.  
 
Once a priority sector is identified, a strategy needs to be created for developing that 
sector, and actions put in place. 

 
Effective sector plans are not easy to create, as they represent an attempt to 
coordinate the activities of government and of the private sector. There will therefore 
be two roles, each of which associating with one side of the market. 

 
Private sector firms, in most cases, drive the emergence of a given cluster. Private 
firms and entrepreneurs look for opportunities to invest in an industry, developing 
businesses that produce a product or service that others want to consume, and the 
marketing that product. This is what private firms do naturally well. So their input into 
a strategy will be to inform the places where coordinated effort will help these firms 
to operate more effectively. 

 
The role of the government is to look at the industry as a whole, and identify what the 
binding constraints that are limiting firms from being willing or able to invest and 
develop their businesses. Return to the example of the coffee industry: if there exist 
a number of coffee firms but we know there is potential for this industry to grow 
more, the role of the government would be to look at that and see if there are 
common issues that are being faced by all the coffee companies that they would be 
able to do something about. Broadly speaking, the government should identify 
constraints to this industry which are stopping it from flourishing, and then coordinate 
activity that can perhaps address some of those constraints. 

  
For example, one of the reasons why coffee companies may be struggling could be 
due to a problem with disease. This has been the case in some other countries, 
causing a major loss of coffee harvest. One firm is unlikely to have the capacity to 
address that problem, to do the research, identify the solution, and implement the 
solution to deal with this disease. That has to be a coordinated activity. Here, there is 
scope for government to invest some effort and time in addressing and solving the 
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problem, thereby generating benefit for all firms and the industry. Firms will then 
become more productive and the industry will flourish. This is a simple example of a 
strategy that would bring out the best of the private sector contributors, whilst 
simultaneously enabling the government to take an effective role in coordinating 
solutions. 

 
7.2 Top-down, Bottom-up Approaches to Development 

 
A key issue with a Development Philosophy centres around where the initial focus of 
effort needs to be placed. This debate can be framed as a tension between a top-
down versus bottom-up development. Here we explore these concepts. 
 
Recall we see the task of economic development in two dimensions: 
 

1. Laying basic Foundations 
2. Creating sustainable incomes 

 
In this context, the top-down versus bottom-up debate could be characterised as 
follows. 
 
7.2.1 The Top-down Approach  
 
The focus of effort on the part of government is on the first category of supports that 
need to take place for development to happen, on the foundations. We focus quite a 
lot of effort on infrastructure and institutions. The primary role of government in 
developing the economy is to give leadership in providing core infrastructure, such 
as a road network, electricity network, ports, airports, telecommunications networks 
and so on, as well as creating and strengthening institutions – legal frameworks, a 
range of government services, etc.  
 
The top-down approach is built on the assumption that if you create all of those 
support structures, then there is a great deal of what is referred to as ‘latent 
economic activity’ waiting to burst into existence, once some of these facilitating 
infrastructures and institutions are in place. The approach assumes that the areas 
that you need to give priority to - creation of a high quality transportation network or 
reliable electricity network, for example – are what is holding back the emergence of 
a wide range of new firms, the diversification of the economy, etc. If we just create 
the appropriate environment, then the firms that previously did not exist, or were 
perhaps very small and not growing, would finally now have that constraint to their 
existence or growth removed, and they would be able to burst forth with rapid growth 
or new creation of firms.  
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Under this top-down approach there is not a lot of proactive work on the part of 
government to develop at the industry level - the focus is more on setting up the 
institutions and the infrastructure which support and provide the space in which firms 
emerge.  
 
An example of this of top-down approach might be the creation of a large-scale of 
lending scheme – a Development Bank or equivalent. The assumption behind this is 
the main thing holding us back from seeing the greater economic activity bursting 
forth, is that firms don't have access to the funds. There are businesses out there 
waiting to flourish and take off, but their limited access to finance prevents them from 
investing and growing.  

 
7.2.2 The Bottom-up Approach 
 
In terms of the two pillars of the development philosophy, the bottom-up approach 
focuses more on the ‘creating sustainable incomes’ pillar. In other words, the bottom-
up approach involves ‘getting our hands dirty’ with the grassroots creation of these 
firms and businesses. This approach is built on the assumption that there may not be 
much of this latent economic activity about to burst forth, and what actually needs to 
happen is some proactive work into nurturing that kind of economic activity.  

 
Of course, the bottom-up approach would acknowledge the need for some large-
scale infrastructure projects - roads, ports, and electricity networks to be established, 
along with direct business support services such as financial institutions that give 
greater access to funds. All those things are still important to the bottom-up 
approach, but the key point is that these basic foundations, in themselves, will not be 
enough.  

 
Whilst the bottom-up approach acknowledges the importance of these big picture 
investments, it would also emphasise putting a great deal of effort into establishing 
industry strategies and then to supporting the emergence of businesses at what 
could be described as the grassroots level. This creates economic growth that 
emerges from the ‘bottom up’.  

 
Under the bottom-up approach, the large-scale infrastructure projects emerge in a 
different way: they tend to emerge in response to the constraints that businesses are 
actually experiencing. For example, suppose it is a 
priority to build strength in a particular industry, such 
as the tourism industry. The first step might be to 
develop a tourism strategy and look for some 
strategic ways of supporting businesses who 
operate in the tourism industry – hotels, accommodation, guesthouses, 
transportation, et cetera. As these firms seek to build their businesses, a common 

Binding Constraint: The most 
important issue that is blocking 
progress or expansion 
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message forms among the majority of stakeholders in the tourism industry: they are 
constantly getting feedback from their clients that it is difficult to get good and 
accurate information about tourism, accommodation and other services in Timor-
Leste. This is limiting the attractiveness of Timor-Leste as a destination for tourists. 
This feedback provides a pretty clear signal that this is where the ‘binding constraint’ 
is actually operating to hold back the growth of the industry. Having identified the 
binding constraint that seems to be hindering growth to the greatest extent, this 
determines priorities for which basic foundations are most critical to give priority to. 
In this example, the government could respond by funding the development of a 
tourism and travel website portal, which providers can contribute to, and where the 
public can access essential information. Such a website would need constant 
maintenance and updating, but would provide a valuable resource for travellers.  

 
This example illustrates the way in which a bottom-up approach would actually have 
its say in the development of these co-ordinated priority investments, by laying the 
basic foundations of the economy in a way that responds to emerging economic 
opportunities. 

  
  

Case Study: 
When Top Down Development can go so badly wrong 

Mattala Rajapaksa International Airport 

 
 
Sri Lanka’s second international airport was opened in 2013, named after the then-
President.  It was built in a sparsely populated and under-developed area, at a cost of 
$270m, with capacity of 1 million passengers per year.  Annual running costs are an 
ongoing burden, and usage steadily declining.  In early 2018, there was only one 
flight per day. Daily usage averaged 10-20 passengers.  Its sealed 4-lane highway 
access road is used mostly for drying crops and grazing cattle … 
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7.3 Top-down or Bottom-up??? 
 

To summarise, the Top-down Vs Bottom-up debate is in essence a question of 
where the priorities are given, which part to focus on first, and which are flow-on 
effects from the areas of first priority.  

• With top-down development, the focus is on the large-scale projects and 
supporting infrastructure, hoping that the businesses will grow as flow-on 
effects from that, and providing some strategic interventions to facilitate 
development.  
 

• The bottom-up approach focuses instead on the emergence of the businesses 
with industry strategies and programs, and investment in large-scale 
infrastructure and institutions takes place in response to the critical issues that 
are faced by those businesses.  
 

There is ample evidence that in a developing country context, following the ‘build and 
they will come’ top-down approach is rarely successful; a great deal of effort needs 
to be put in at the grassroots level. The key reason for this is that the top-down 
approach assumes there is a significant amount of potential economic activity in the 
broader population, just waiting to emerge, once the constraints to this activity are 
removed. This is unlikely to be true, particularly for countries with limited exposure to 
the ‘modern economy’, and where the education institutions have not been strong in 
the recent past (a well-educated population is more likely to be able to take the 
opportunities as they arise).  

 
“The apparent effectiveness of top down formal institutions in rich societies may still depend 
on these institutions having evolved from the bottom up. … Attempting to introduce formal 
institutions into poor societies where bottom up factors are lacking will not replicate the 
institutional successes of rich countries.” (Easterly, 2008, p. 96) 

 
  

Questions for Timor-Leste: 

“There is ample evidence that in a developing country context, following the 
‘building and they will come’ top-down approach is rarely successful.” 

• Are there investments being undertaken by government that follow the top-down 
approach?  Do they run the risk of producing little ongoing economic benefit? How are 
these project proposals assessed for their likely impact / benefit compared to costs? 
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Consider a specific example of the importance of bottom-up investments: 
transforming the agricultural sector from subsistence agriculture to more productive 
commercial agriculture. The Box on the next two pages describes the lessons 
learned internationally about this transition. The vast majority of required 
interventions and developments are bottom-up activities – helping farmers improve 
their skills, changing farm technology and inputs, seeing businesses emerge that 
manage the farm input and output markets. Top-down interventions alone will do 
little to transform the sector without these investments. 
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From Subsistence to Commercial Farming – what are the driving factors? 

Developing economies are frequently characterised by labour-intensive industries and methods of 
production. In agriculture, many households operate at the so-called ‘subsistence’ level, where food is 
produced primarily for consumption within the household (Bruentrup & Heidhues, 2002).  

Subsistence farmers can find themselves trapped in poverty.   Due to the large amounts of time involved 
in daily chores and farming activities, this basic level of farming is usually the primary, if not only, 
productive activity undertaken by the subsistence household.  This means there is little opportunity to 
invest in improving productivity, or in finding alternative income sources outside the farm.  The 
subsistence farming household remains trapped in low levels of production, just enough to feed their 
families (usually), not enough to work / invest themselves out of poverty. 

What would it take to help transition an agricultural sector from primarily subsistence farming to more 
productive commercial farming activities, where agricultural output is big enough so that producers can 
sell their excess production and generate income?  This transition is essential to seeing sizeable 
reductions in poverty in rural areas, as well as helping improve food security and nutritional intake, and 
allowing expenditure on non-farming related expenses such as healthcare and education. Commercial 
farming income can allow further investments in tools and other labour-saving devices that further boost 
output, placing farmers in a prosperous cycle of ingoing improvements in income. 

There has been extensive research into the process of transitioning from subsistence agriculture to 
commercial farming. Figure 1 provides a simple illustration of the various changes that are needed. .  

 

 

 
 

Figure 1. Determinants of subsistence versus commercial orientation. Adapted from Quan (2009) 
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Brief description of each determinant 

The input and output markets  

Input markets are vital in providing the ‘inputs’ that allow productivity to increase.  These inputs include 
things like better seed varieties that increase productivity, fertilisers that can improve soil quality and 
tools and equipment that can make farmers more productive with their time.  Input markets develop as 
businesses emerge that source the supplies and establish distribution networks to farmers. 

Output markets are essential to providing an outlet for the surplus production that commercial farmers 
will produce.  For output markets to grow, businesses need to emerge that will purchase from farmers, 
transport the production, process and prepare for market, promote and market and establish 
relationships with buyers, etc. 

Institutional factors influence how smoothly goods can be bought and sold. This includes policy (e.g. 
what programs has the government introduced to facilitate agricultural trade?), infrastructure (e.g. is 
there road access to the nearest market?), and legal systems (e.g. if theft occurs, will the thief be 
punished?). These are typically organised by the government and are an example of top-down 
institutions.  

Individual farmer characteristics. For the transition to commercial production to happen, farmers need 
to build their level of knowledge and skills to learn about the use of inputs and new technologies, 
managing quality assurance, dealing with suppliers and buyers, managing cash flows, etc. 

Farm enterprise characteristics. Farms that are transitioning to commercial activities are generally larger 
than subsistence farms (once more productive processes are available, farmers can manage a greater 
amount of land). They also tend to specialise in a smaller range of crops, so that expertise can be 
developed and the other benefits of specialisation can be experienced. 

 
Take-home message 

The combination of all these factors ultimately determines whether a farmer has the opportunity and 
capacity to scale up production. A minimum threshold in every aspect must be reached for the 
commercial upgrade to be possible – in other words, determinants are complements. It is not enough for 
simply a few, or even the majority of factors to meet the benchmark; all are required to present a 
worthwhile and achievable opportunity. 

The key point about the list of essentials to transformation is that almost all are “bottom-up” activities.  
While there are top-down / institutional factors to be considered (e.g. road access to markets, adequate 
property rights), these will be ineffective without the many “bottom-up” / grassroots initiatives described 
here. These grassroots changes will not happen spontaneously.  They need to be intentionally made to 
happen and supported to grow in their scale and influence. 
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7.4 Selecting Key Industries 
 
An economic development strategy requires the selection of key industries within the 
economy. With limited resources, as well as starting from a relatively low base as in 
the case of Timor-Leste, not all needs can be addressed at once. As previously 
discussed, selecting key industries or sectors can help an economy to develop with 
the help of the government to overcome information, coordination and externality 
problems. 
 
Before we think too much in specifics about Timor-Leste’s situation, it is worth 
stepping back and asking about the general approach to choosing such sectors. 
Care and attention must be paid to this, as a lot of time and money could be wasted 
investing in a sector which ultimately will never be a highly productive part of the 
economy. This section details four criteria by which to analyse potential candidate 
sectors, put in context with examples from Timor-Leste and other countries. Finally, 
the importance of defining government intervention will be examined. 
 
Policymakers should evaluate sectors based on how well they fit into the following 
four criteria: 

1) Cost competitiveness internationally 

2) A unique offering, making the industry internationally competitive 

3) Operation in natural resources industry 

4) Operation in non-tradable industry – this reduces the requirement for 
international competitiveness (yet is a priority for the economy) 

 
Belonging to one of these criteria indicates a sector may be considered a priority.  
 
7.4.1 Competitive Costs 
 
Investments in a particular sector that deal with imported or exported goods compete 
in the international market – if products are priced too high, imported versions of a 
product will undercut the locally produced good. For a sector to be viable on a global 
scale, it has to be able to produce that commodity or product for a price which is 
competitive in the world market. For example, bottled water can be imported from 
Indonesia at a very low price. Timor-Leste produced bottled water will only be 
economically viable if it can be produced for a low enough cost to compete with the 
imported product. 
 
The key ingredient to prices are input costs. To illustrate, take the garment industry 
in Bangladesh. This grew rapidly because of the low cost of labour. Garment 
production is very labour-intensive under the current methods of production. Labour 
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is very cheap in Bangladesh compared to competitor countries, so investors are able 
to enter the market and produce clothing with lower costs than neighbouring nations 
with higher labour costs. In the past, countries such as China were active in garment 
manufacturing, but as their labour costs increased, they moved on from this relatively 
low-skill type of activity onto higher-skill activities. This paved the way for countries 
with lower skilled and cheaper labour, in this case Bangladesh, to enter the garment 
industry in its place. So we see the dynamic process of moving on and up as a 
country becomes more sophisticated, accompanied by higher labour costs, thereby 
creating an opportunity at the entry end. So that's option one for Timor-Leste: select 
a sector with low input costs, thereby possessing international competitiveness. 
 
7.4.2 Unique Offering 
 
The second criterion revolves around the idea of a unique brand in the international 
market. Perhaps the best example of this might be specialist commodities like 
coffee. If Timor-Leste was to produce coffee targeted at the commercial market, 
commercial buyers are not as concerned about its specific properties – types, 
flavours, origins, etc. They just want it to be of an acceptable quality range, as they 
blend the Timorese coffee with other countries of origin to produce a product that 
they can sell on the international market. At that point the only thing that matters is 
price, and Timor-Leste would need to be able to be internationally competitive with 
respect to cost – i.e. fall into the first criteria. But the alternative is to offer a coffee 
with a special property - for example organic certification, specialty status, high 
altitude, etc. These aspects of the coffee allow it to have unique claim in the market, 
thereby targeting a niche audience which is different to the broader commercial 
market. Even though the cost of production may actually be higher than some 
competitors, due to this differentiating factor, consumers are willing to pay a 
premium, substituting out of commercial coffee and into the Timorese product. 
Investing in a sector with a unique claim in the international market has potential to 
yield high returns. 
 
7.4.3 Natural Resources 
 
The third criterion is to give priority to sector / industry that relies on natural 
resources unique to the country. Timor-Leste’s reliance on oil, gas and other 
possible future mining opportunities is a clear example of this criteria. The reason 
this becomes a viable industry is because natural resources cannot be instantly 
moved from one country to the next, lending a natural and comparative advantage to 
the country in which they lie. In Timor-Leste’s case, this identifies the oil and gas 
industry as a priority sector.  
 
Of course, the problem is this reliance on natural resources is not sustainable as the 
resources themselves do not last forever and are non-renewable. However, as a 
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medium-term strategy for a priority industry it absolutely makes sense to rely on and 
to build on those natural resources. Thus, prioritising natural resource industries in 
the medium-term can boost overall economic development. 
 
7.4.4 Non-Tradable Industries 
 
The final criterion highlights non-tradable goods and services as possible priority 
sectors. If a commodity is only able to be produced and consumed within our own 
country, it is known as non-tradable. With non-tradables, international 
competitiveness is less of a concern, as there is no option for an imported 
alternative. For example, a meal in a restaurant in Dili could be classified as a non-
tradeable – you cannot import a restaurant meal and experience from Bali! 
 
It is not typically feasible to prioritise industries that are non-tradables. First, most 
industries / sectors are non-tradeable only to a limited extent. For example, while 
restaurant meals in Dili are not truly non-tradeable, consumers will still be price-
sensitive, and compare with alternatives such as cooking at home, where the costs 
depend mainly on raw ingredients that are indeed tradeable. Secondly, most non-
tradables are in the category of business and social support services, such as 
banking, transportation or retail services. These business activities are important and 
vital to development – when run well, they reduce costs for businesses and increase 
productivity in the economy. But they are themselves mainly support services for 
business – a great freight transport network is only needed if there are plenty of 
goods being produced that need transporting. 
 
Given this framework, deciding on priority sectors should be a clearer, more 
objective choice. In Timor-Leste’s case, tourism, agriculture, coffee (a subset of 
agriculture), petrochemicals and mining all fit quite well into the criteria outlined 
above. However, other sectors across the economy could also be assessed to 
determine whether there are better alternatives. Secondary processing light industry 
and agribusiness processing are two areas worthy of attention, but should be 
assessed as to their viability.  
 
Finally, an important proviso on industry competitiveness: infant industries are 
frequently unsustainable in the short-term. This may be due to a number of factors – 
cost can be high in the early stages of any industry, with relatively small levels of 
production making it hard to benefit from economies of scale. Similarly, gaps in 
infrastructure or other business services can add to costs. In light of this, it will likely 
take time for the industry to mature and become cost-competitive; in the meantime, 
some government protection may be required for long-term sustainability. Subsidies, 
tax breaks and protection from cheap imports are possible solutions from the 
government side, however it is crucial that these are seen as short-term measures. 
In the long-term, an industry will only be viable if it is able to operate independent of 
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government intervention. In order to foster infant industries, protection can 
encourage growth, but this must be temporally restricted to ensure long-term 
sustainability. 
 
This report is not the place to undertake a thorough analysis of sectors to guide 
strategy. That requires a much greater level of detail. The purpose here is to make 
clear the economic logic that underlies the selection of priority sectors. For Timor-
Leste, it also allows us to highlight the key factors that are likely to provide for the 
success or failure of different sector strategies. Here are a couple of examples to 
illustrate. 

 
The Coffee Industry:  
Currently, Timor-Leste coffee faces a relatively high cost structure, mainly due to 
difficulties with transportation within the country, and high shipping and other costs. 
Most exported coffee falls into the second category of “Unique Offering”, where 
international buyers are prepared to bear this higher price because the coffee comes 
with an ethical or environmental message, or some unique specialty flavour and 
characteristics. For the industry to grow significantly, at least a portion of the industry 
will need to be able to fall into category 1, being internationally price-competitive 
commercial coffee. This can only be achieved via improved efficiencies so that costs 
can be reduced, and prices made internationally competitive. At the same time, 
continued investment in the quality and volume of specialty coffee will provide good 
opportunities for the industry to grow significantly. 

 
Tourism: 
Tourism has been identified as a priority sector for the development of Timor-Leste. 
In the context of this discussion, some countries build their tourism industry on price: 
they offer a quality but economical tourism experience. This is one of the main 
attractions of a destination like Bali, where for westerners (like Australians), costs are 
very low compared to their local destinations. In this case, the country’s focus on 
tourism is justified under the first criterion – competitive costs. This strategy will be 
difficult for Timor-Leste: compared to several neighbouring destinations, Timor is an 
expensive option, and structural issues (gaps in infrastructure, low volumes, heavy 
reliance on imports, high labour and transportation costs, etc) make it difficult to 
reduce costs rapidly.  
 
Alternatively, a country can build their industry around the second criterion – a 
unique offering. Timor-Leste has the potential to offer a unique and different 
experience compared to other countries. It is therefore possible to market this sector 
in a way that Timor-Leste makes an attractive proposition for the tourist market. 
Following the second criterion, there is an element of unique offering that reduces 
the significance of price competitiveness here.  
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The important point for the tourism industry in Timor-Leste is to emphasise that 
Tourism is a highly competitive international industry. Tourists have many choices for 
destinations, which offer a wide range of high quality experiences, and operate very 
efficiently so as to keep costs low. While Timor-Leste can offer a unique experience, 
this must be well presented and effective at attracting the kinds of tourists suitable to 
the Timor-Leste experience. And even then, with many choices available, tourists 
are also price sensitive, so it will be important to keep costs comparable with other 
similar experiences internationally. Other unique experiences in other destinations 
will be competing for the attention of the tourist. 

 
7.5 Summary 
 
This section has illustrated how we can think about development and provided a 
framework in which to view planning for development and help firms to overcome 
barriers to their growth. By laying the four basic foundations to a modern economy – 
education, health, core infrastructure, and institutions – higher-level economic 
functions are facilitated. This represents the first pillar of economic development, 
while the second deals with creating sustainable incomes. This concerns workers 
and firms, and deals with increasing productivity and fostering employment and 
business opportunities. Here, government strategies should identify key industries 
around which clusters form, find sector-wide limits to growth, and invest resources to 
eliminate these – yielding the greatest possible return for the economy. There is a 
need for a great deal of effort to build the economy from the bottom up.  
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8. SEQUENCING, PRIORITIES AND PLANS 
 
In this section we focus on the topic of sequencing and priority setting, and how this 
is best done. Hard decisions have to be made in development, and a key word in 
those hard decisions is ‘priorities’. What do we do first, how much do we invest in 
one area versus another– these are decisions constantly faced by government and 
civil society.  
 
Setting priorities is necessary in order to best use the finite resources available. 
There are typically two major constraints that limit the pace of economic 
development: money and human capacity. Budgets are not unlimited, and neither is 
the human resource capacity to deliver on all the reforms, projects and programs 
that might be seen as desirable. Plans without accurate costings and an assessment 
of the human resource requirements and capacities, can result in a long lists of tasks 
that are so unrealistic to be overwhelming, and can lead to a paralysis of activity. 
 
So where do priorities come from? The development philosophy of a nation is a 
critical starting point in considering priorities, as it determines the path by which the 
economy is likely to develop. Following the emphasis on bottom-up thinking 
presented in Section 7, this section will outline two key elements to consider in 
bottom-up development thinking. In addition, we will introduce two important 
economic concepts highly relevant to setting priorities: opportunity costs, and 
diminishing marginal returns. 
 
For Timor-Leste, we would place a fairly strong emphasis on what we’ve termed 
“bottom-up” development - working on creating opportunities for improvements in 
people’s sustainable livelihoods. As this work proceeds, areas will emerge where 
larger-scale infrastructure or institutional development are needed. The important 
point is that these infrastructure priorities emerge in response to the growing levels 
of economic activity.  
 
So with that general framework in mind, as policymakers consider how to prioritise in 
different areas of expenditure, two key questions can be asked: 

1) What are the critical issues that are being faced in this bottom-up approach? 
What are the things that are stopping us from being able to move forward?  

2) Within the priority industries that we've identified and really need investment, 
what are the critical paths and issues? 

 
Asking these two questions will help to identify the most important areas of 
investment within the context of bottom-up development strategies.  
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Next, let us consider a few economic concepts that are relevant and significant to 
this area of priority setting: Costs-Benefit Analysis, Opportunity Cost, and 
Diminishing Marginal Returns. 
 
8.1 Cost-Benefit Analysis 
 
The first step in making decisions about investments involves evaluating whether the 
investment is “worth making”. The economic framework for this is built around 
comparing the costs of making the investment with the benefits that investment will 
produce. At the most basic level, if the benefits do not outweigh the costs, then it 
does not make sense to go ahead with the investment. 
 
In simple situations, cost-benefit comparisons are simple. For example, a farmer 
currently uses seeds for planting a crop that are retained from the last year’s harvest. 
They are not high quality seeds, but at least they cost nothing to purchase. It is 
suggested that the farmer purchase new, improved seeds for the next year’s crop. 
Experiments in the community show these new seeds will lead to double the harvest, 
and the farmer will be able to sell the extra produce in the local market. Should the 
farmer go ahead with the purchase? Using cost-benefit analysis, the farmer would 
calculate the cost of the seeds, and then calculate how much extra production they 
will have with these seeds. Based on market prices, they could then estimate how 
much extra income they would earn. If the extra income (the benefit) is more than 
the cost of the seeds, then it makes sense to go ahead with the purchase. 
 
However, for most government and larger scale decisions, calculating and 
comparing costs and benefits is much more difficult. For example, say the 
government is considering allocating additional funds to a training institution, so that 
more young people can be given skills training in particular areas. The costs of this 
initiative are reasonably easy to estimate. However, estimating benefits is much 
more difficult. The benefits come to the wider society in that trainees are better 
prepared for work, and potentially gain better, more highly paid employment. 
Employers are able to use these more skilled employees, and provide better service 
to the community, as well as increasing business activity and profit. In this example, 
all of these benefits are uncertain and difficult to quantify – just how much business 
growth will arise? How much additional employment and income will graduates 
achieve? Etc. 
 
Despite the difficulties estimating costs and (especially) benefits, it is still an 
important step in the process of decision making and priority setting. Simple and very 
approximate estimates at least provide some objective basis for evaluating a 
particular proposal. In addition, with the concept of “Opportunity Cost” (see below), 
some basis emerges for arguing that certain areas ought to be given higher priority 
than others. 
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8.2 Opportunity Cost 
 
This refers to a decision to spend in a certain area means a decision to not spend in 
another. Every time resources are allocated to particular sector, the choice is 
implicitly made to not allocate those resources elsewhere. So rather than simply 
advocating the benefits of a given spending in an industry, we should ask whether or 
not the benefits received from making 
this decision are outweighed by the cost 
of not spending on another industry. 
Opportunity cost highlights that every 
decision involves a trade-off against 
other options.  
 
Often in political dialogue, a 
conversation may centre on the 
justification for a particular spending 
decision. For instance, somebody asks 
the question of government if it was a waste to spend a large sum on a beautiful new 
bridge spanning a river. The government official will respond that the bridge is 
wonderful, as it gives great access for people to an area that they couldn’t get to 
before, and there are more cars travelling to this area than ever before. In other 
words, they describe the potential benefits of the project. 
 
In this hypothetical case, it is most likely true that the bridge has brought some 
positive benefit, in the form of improved access. But that is not the crucial issue. The 
important question is whether or not the funds spent on that bridge could have been 
better utilised - that is, what is the opportunity cost of that expenditure on the bridge? 
In certain cases, the bridge may bring only small benefit – the population is small, 
and vehicle traffic minimal. One alternative use of the funds might have been to 
spend the money providing tools to a large number of farming households, and a 
service transporting their crops to market. Building that bridge has a cost beyond the 
cost of the bridge: it is the households who have been denied the chance to improve 
productivity and access to markets through the tools and the transport services.  
 
Examining opportunity costs requires thinking about the best alternatives to a 
decision. In this example, the opportunity cost of building the bridge is the benefit 
forgone from not engaging in that best alternative (most beneficial) activity. When 
making decisions on how to best use resources, opportunity costs provide a very 
helpful way for us to make useful assessments. 

Opportunity Cost: a decision to spend in a 
certain area means a decision to not spend in 
another.  

“Are the benefits received from investing in 
this project outweighed by the cost of not in 
another project?”  

Every decision involves a trade-off against 
other options. 
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8.3 Diminishing marginal returns 
 
Diminishing marginal returns refers to the tendency of the best return for a given 
investment to come from the very first amount actually spent, with subsequent 
investments supplying decreasing returns.  
 
To illustrate diminishing marginal returns in context, let’s continue with examples of 
building a bridge or a road. If we imagine going into particular regional area and 
spending some money on improving the road network, the first $50 million, for 
example, might be spent on building a main road between two towns. This project 
has potential to bring a great deal of economic benefit, because it is linking large 
population bases where most of the economic activity is happening at the moment 
and is likely to grow. As such, the return to this investment is potentially quite high.  
 
Suppose in the following year, there is another $50 million to spend. The first major 
road has already been completed, so now we have the next $50 million to spend on 
some of the minor roads that might go from a regional town into the particular rural 
areas where smaller communities live. After building these smaller roads, we would 
likely observe that second spending produced far less economic and social benefits 
than the first $50 million. The first expenditure gave a population base of perhaps 
10,000 people in that main town access to a nearby larger town and its many 
services. The second $50 million faced more substantial challenges. Firstly, it had to 
go to more difficult areas; it was more dispersed across a larger area; and it really 
only reached a relatively small population. So what we found is the relatively larger 
benefit came from the initial expenditure, while the next spending of the equal 
amount of money brought less benefit, thus illustrating this economic concept. 

  

Questions for Timor-Leste: 

“Examining opportunity costs requires thinking about the best 
alternatives to a decision. The opportunity cost of a project is the benefit 
forgone from not engaging in that best alternative (most beneficial) 
activity.” 

• How can decision making about Government spending be based more on 
comparing costs and potential benefits?  

• Those who are likely to benefit most from a project are usually best able to 
judge the relative benefits of different options.  How can civil society be given 
voice to offer their views about priorities in spending as it affects them and 
their livelihoods? 
 

 

 
 

 



 
51 

 

Diminishing marginal returns are easily illustrated with infrastructure, yet hold in 
practically all areas. For example, consider education spending: the best returns on 
education are achieved by investing in pre-primary, primary and secondary 
education, i.e. the foundation educational areas. The first amount of money spent will 
get potentially fantastic returns because you'll be able to achieve the main 
improvements that were essential – quality training for teachers, alongside access to 
basic resources and facilities, will improve conditions enormously. Once you have 
basic training and reasonable resources and facilities, improvements get harder to 
achieve. They are still feasible, but you need to spend more money further training 
teachers, getting better resources in other areas, building leadership expertise, etc. 
The increasing difficulty of creating benefits helps explain diminishing marginal 
returns. 
 
The implications of this concept on prioritising and planning is that returns are 
maximised when multiple investments across sectors are made simultaneously. To 
illustrate this, the construction of a world-class electricity network would allow 
factories to be built in a community to process agricultural production, utilising the 
power grid to increase output. However, if there is no road access or limited road 
access during certain times of the year, then the potential benefits of that electricity 
network cannot be fully harnessed, because produce cannot always reliably be 
transported, or perhaps cannot reach a large enough market. As such, large returns 
could not be expected from building the electricity network alone if the accompanying 
transport links are poor. In other words, returns on one investment can be limited in 
one area, because of some parallel investment that has not taken place. 
Development is best thought about spanning all sectors, incrementally stepping 
through and improving. 
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9. CASE STUDY:  
NATIONAL EDUCATION STRATEGIC PLAN 
 
This section presents a case study of the Timor-Leste National Education Strategic 
Plan (2011-2030), including the priorities outlined, associated costings and forecasts, 
total budget, and actual spending.  
 
9.1 Summary of National Education Strategic Plan 
 
The Ministry of Education’s (MoE) National Education Strategic Plan 2011-2030 
(NESP) establishes a highly detailed and comprehensive plan to educate youth in 
Timor-Leste (MoE, 2011). The overall objective of the NESP outlines in broad terms 
what it seeks to achieve: 
 

“All individuals will have the same opportunities to access a quality education allowing them 
to participate in the economic, social and political development process to promote social 
equity and national unity” (p. 54) 

 
This vision has been broken up into 13 Priority Programmes (PP), each with its own 
focus, indicators, means of verification, and assumptions. The first eight PPs discern 
action for each stage of education (i.e. pre-school, basic, secondary, higher), while 
the final five pertain improvements to management and Human Resources. Table 1 
contains a summary of the 13 PPs, including a general overview and indicator (taken 
directly from the NESP). In addition, recent results pertaining to indicators have been 
included under “Most Recent Results”, taken from the Timor-Leste Population and 
Housing Census 2015: Analytical Report on Education (General Directorate of 
Statistics [GDS], United Nations Children’s Fund [UNICEF], & United Nations 
Population Fund [UNFPA], 2017). 
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Table 1. Summary of the 13 Priority Programmes of the NESP. 

Priority Programme1 Indicators1 Most Recent Results2 

PP 1 
“By 2015 at least half of the 
total population of children 
between three and five years 
old will be enrolled and 
receive quality Pre-School 
Education” (p. 54). 

“-General Enrolment Rate (GER) ≥ 50% in 2015 
-Enrolment ≥ 43,700 of which at least 20,000 in public 
schools  
-1080 new classrooms 
-New curriculum fully implemented  
-1080 new fully trained teachers” (p. 54) 
 

-25.1% of three to five-year 
olds enrolled in in pre-
primary education, or 
21,266 students (p. 23) 
 

PP 2 
“By 2015, 95% of eligible 
students will be enrolled and 
receive quality Basic 
Education and student 
retention to Grade 9 will be 
significantly improved” (p. 
54). 

“-Net Enrolment Rate (NER) ≥ 95% in 2015 
-Net Intake Rate (NIR) ≥ 56%  
-Dropout Rate (DO) ≤ 1.5%  
-Repetition Rate (RR) ≤ 4.2 in G6 and 3.4 in G9 
-All teachers qualified 
-New curriculum for all cycles fully implemented 
-Improved students learning outcomes 
-Escola Basica comply with MoE policies and 
procedures” (p. 54) 
 

-50.9% of 6-11-year olds in 
primary education, or 
213,586 students 
-18.6% of 12-14-year olds 
in pre-secondary, or 
77,982 students 
-Net Attendance Ratio 
(NAR) of 80.8% 
-Gross Attendance Ratio 
(GAR) of 123.2% (p. 23) 
 
 
 

PP 3 
“There will be a paradigm 
shift in terms of quality and 
relevance of Secondary 
Education allowing students 
to learn the core of scientific 
and humanistic knowledge 
needed to continue studies 
in Higher Education or to 
enter employment” (p. 55). 

“-GER ≥ 62% 
-DO ≤ 1.49% 
-Transition Rate G9 ➝ Sec ≥79.8% 
-RR ≤ 1.2 in G10 and 0.2 in G12 
-Expanded enrolment in 2015 to 50,308 students of 
which at least 7,400 enrolled in ESTV 
-New curricula for SGE and ESTV 
-Fully qualified teachers 
-Programme for International Student Assessment (PISA) 
test results improve 
-New school management structure and system 
developed and implemented” (p. 54-55) 

-Transition rate of 78.4% 
(77,982 students in pre-
secondary and 61,139 
students in secondary) 
-61,139 students in 
secondary (p. 23) 
-NAR of 32.8% 
-GAR of 76.3% (p. 40) 

PP 4 
“A comprehensive system of 
Higher Education is 
expanded, which is 
regulated by rigorous quality 
standards and meets the 
development needs of the 
country (p. 55)” 

“-New regulatory framework and funding mechanisms for 
public and private institutions 
-New organisational structure for MoE  
-National Commission for Academic Accreditation and 
Evaluation (ANAAA) and National Qualification 
Framework (NQF) system fully operational 
-New in-service training programmes and scholarships 
-New curriculum for polytechnics 
-Three new polytechnic institutes established” (p. 55) 

 

PP 5 
“By 2015, completely 
eradicate illiteracy in all age 
groups of the population and 
complete the introduction of 
the NEP that will allow 
accelerated completion of 
Basic Education for all 
graduates of Recurrent 
Education (p. 55)” 

“-270,000 adults complete initial literacy programmes 
-65 new Community Centres established 
-All teachers complete in-service training 
-Post-literacy programmes introduced 
-New curriculum for NEP fully implemented 
-New management structure and capacity building plan 
for National Directorate for Recurrent Education (DNER)  
fully implemented” (p. 55) 

-Adult literacy (>15 years 
old) is 64.4% (p. 51) 
-Literacy across all age 
groups has improved since 
2004, but has not yet 
reached 100% in any age 
bracket (p. 51) 

PP 7 
“Improve the quality of 
education by substantially 

“-Substantial improvements in results of a series of 
standardised quality measurements in schools 
(EGRA/EGMA/PISA) 

-16,618 teachers across all 
levels in 2015, up from 
11,270 in 2008 (p. 85) 
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increasing the quality of 
teaching Pre-school, Basic, 
Secondary and Recurrent 
Education” (p. 56) 

-A HR management system to ensure efficiency in the 
usage of the resources and effectiveness in achieving  
educational results 
-Efficient in-service training systems 
-System implemented so pre-service institutions provide 
a sufficient number of teachers” (p. 56) 

PP 8 
“Ensure that the general 
management functions are 
strengthened to provide the 
capacity to manage the 
strategic and administrative 
processes necessary to 
achieve the outcomes of the 
NESP” (p. 148) 

“-Minister’s Office and Director Generals support 
structures fully operational 
-General management capacity development plan 
designed and implemented 
-A Management Strengthening Action Framework 
(MSAF) designed and implemented. 
All managers trained and undertake their duties to the 
required standard” (p. 147-148) 

 

PP 9 
“Human resource 
management functions are 
strengthened to provide the 
capacity to manage all 
processes necessary to 
improve the quality 
education service delivery” 
(p. 148) 

“-HR Directorate established 
-Systems and procedures required for effective HR are  
developed and implemented by 2012 
-HRMIS developed and staff capable of maintaining it 
-80% of non-management staff fully trained 
-System to analyse the impact of training on 
performance” (p. 148) 

 

PP 10 
“Ensure the Ministry’s 
regional and district 
structures, operating 
systems, and HR systems 
are sufficiently robust to 
support the implementation 
of the NESP” (p. 148) 

“-The capacity of the Regional and District Directorates is 
developed to fully perform their duties -Quality Regional 
and District Directorates operation plans  
developed and implemented 
-Regional and District Directorates functions are 
integrated with municipal and other government 
Programmes” (p. 148) 

 

PP 12 
 “The Ministry will be capable 
of producing quality plans 
based on evidence and 
precise information which will 
be integrated into 
transparent and well-defined 
budgets in programmes that 
will sustain the process 
management by results” (p. 
149) 

“-AAPs and Budgets that adequately address NESP 
implementation needs Bottom-up, evidence-based plans 
are used 
-A quality, transparent financial management system” 
-NESP implementation is monitored and evaluated to 
assist further planning” (p. 149) 

 

PP 13 
“A Sector-Wide Approach is 
established between the 
Ministry and Development 
Partners to coordinate 
implementation of the NESP” 
(p. 149) 

“-Development partner support is aligned and co-
ordinated with NESP 
-Harmonised systems to monitor and review progress in 
the implementation of the international co-operation by 
2011 are developed 
Capacity of the Ministry to request and manage 
development partnerneeds is developed” (p. 149) 
 

 

1MoE, 2011 
2GDS, UNICEF, & UNFPA, 2017 
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The list detailed in Table 1 is extremely comprehensive. The NESP covers a very 
broad scope, including many obstacles facing the education system - from revising 
the General Secondary Education curricula, to ensuring equitable access to 
schooling for minority groups and women. The Plan identifies well the issues across 
the sector, suggesting solutions, and providing indicators by which to measure 
progress.  
 
The risk with such a comprehensive plan across so many areas is that resources 
can be spread too widely and investments of money and effort may prove ineffective. 
In the interest of pursuing goals that best reflect the availability of funds and human 
capacity, it is generally seen as best to target a few key obstacles to progress rather 
than large-scale reform. Hausmann, Rodrik and Velasco (2008) give justification for 
this strategy. 
 

“Presented with a laundry list of needed reforms, policymakers have either tried to fix all of 
the problems at once or started with reforms that were not crucial to their country’s growth 
potential. And, more often than not, reforms have gotten in each other’s way, with reform in 
one area creating unanticipated distortions in another area. By focusing on the one area that 
represents the biggest hurdle to growth, countries will be more likely to achieve success 
from their reform efforts” (p. 92) 
 

9.2 Cost Analysis 
 
The NESP provides cost estimates, both for each PP and in total, initially over four 
years and thereafter at five-year intervals. Combining cost forecasts from the NESP 
with budgeted and actual spending taken from the Timor-Leste Budget Transparency 
Portal (BTP), Table 2 details a comparison between the two categories.  
 
The cost forecasts published in the NESP are calculated from a number of different 
factors. Population growth, for example, formed a major component of projections, 
and was estimated using population data from the 2010 census. Following this, 
future student enrolments were taken from both population growth (i.e. new students 
entering the education system), as well as from the Education Management 
Information System (EMIS). The latter aids in calculating dropout rates, repetition 
rates, allowing more accurate student enrolment forecasts. A census of teaching 
staff conducted by the MoE and Civil Services Commission helped the Ministry to 
accurately determine the current and future number of teachers, in addition to 
relevant salary costs. 
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Table 2. Breakdown of Ministry of Education Planned and Actual Expenditures 

Year 2011 2015 2020 2025 2030 
Education Spending Required 
for Activities in the NESP1 

      
$90.8m  

     
$192.0m  

 
$225.8m 

 
$273.7m 

 
$313.2m 

Education Budget2     $74.7m  
   

$103.0m  
   

Actual Education Spending2     $70.1m  
   

$100.4m  
   

Education Budget as % of Total 
Government Budget 

            
5.7%  

            
6.6%  

   

Actual Education Spending as % 
of Total Government Spending 

            
6.4%  

            
7.5%  

   

 
The key message from Table 2 is that there is a large and growing gap between the 
level of expenditure required in order to implement the NESP, and the Actual Annual 
Education budget. The shortfall in budget of $16m in 2011 grew to $89m by 2015; 
the budget in 2015 is a huge 46% below what is needed according to the plan. 
 
The level of funding is best measured relative to the size of the student population. 
As the population grows and enrolment rates improve, the Ministry has to increase 
the allocation of funds – more students mean more classrooms, teachers, resources, 
etc. In Table 3 we show calculations of MoE expenditure per student. To allow 
comparison across years, we also adjust for the effects of inflation across the years. 
 
Table 3. Comparison of 2010 and 2015 cost/student, adjusted for inflation and student 
population growth 

2010 spending per student $210.11 
% Change in Prices, 2010-2015 42.45% 
% Student population growth, 2010-2015 28.87% 
  
2015 spending per student – Real, in 2010 $$  $168.05 

  
% Change in Real spending per student, 2010-2015 -20% 
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Table 4. Funds required to maintain 2010 levels of spending per student, adjusted for 
inflation and student population growth 

2010 spending/student $210.11 
% Change in Prices, 2010-2015 42.45% 
% Student population growth, 2010-2015 28.87% 

  
Required spending per student in 2015  $385.71 

  
Total Budget required in 2015 to retain real spending per student at 2010 levels  $161,731,967  

  
% required, above actual 2015 spending 61.12% 

1NESP data 
2BTP data 
3National Account data  
42015 Housing and Population Census data  
 
Table 3 reveals that in real terms, per student the average amount of funds allocated 
to Education has decreased by 20%, from $210 to $168. This is a result of a 22.4% 
increase in the student body, coupled with spending that has only just kept up with 
the rate of inflation (2.98% real increase). 
 
To simply keep up with growth and inflation, the MoE would have needed to spend 
61%, or $61,353,714 more than they actually did in 2015, as shown in Table 4. 
Clearly, this alone, let alone significant increases, present a real challenge to the 
MoE. 
 
We note that the NESP also includes costs per student. These are not directly 
comparable to the analysis in this report, as the former were calculated based on 
budget allocations to each level of education (i.e. pre-primary, primary, etc) and the 
number of students at each level.  

 

Questions for Timor-Leste: 

“Education Spending is little over half that which is required to make 
progress towards the Education Strategic Plan.  Real spending per student 
has declined by over 20% over 5 years 2010-2015.” 

• Where is the commitment to investing in the country’s most valuable asset - its 
people? 
 

• Among all the many priority areas for improving Outcomes in Education, what 
are the critical ‘next steps’ that need to be taken, that give the best 
improvements? 
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9.3 Conclusion 
 
The NESP outlines a highly-detailed 20-year plan for education in Timor-Leste, 
including a thorough list of tasks and a breakdown of associated costings. The 
analysis in this case study shows a very large increase in education spending would 
be required in order to implement this plan. However, a brief analysis of actual 
spending against the recommended levels highlights a substantial shortfall of 46% 
by 2015, with a 20% decrease in real spending per student over the same period. 
 
This case study on Education highlights the challenges of national planning and 
priority setting. In this case, a comprehensive plan has been developed, including 
costings. But in the broader context of the national budget and priorities, insufficient 
funds were allocated to support the implementation of the Plan. In fact, allocation of 
funds did not even increase enough to keep up with current levels of spending per 
student. 
 
Delays in improvements to the education system directly affect the experience of 
students across the country, but also teachers and administrators. The significance 
of education cannot be overstated; as time passes, the lack of improvements made 
will have substantial economic and social consequences.  
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10. PRIORITIES: WHERE TO NEXT? 
 

This section summarises the main messages of this report with a brief statement of 
priorities for the next chapter of Timor-Leste’s Economic development story.  
 
Priority One: A major investment in human capital 

Human capacity is the biggest constraint to economic development. The best 
investment in long term economic development is to invest significantly 
greater funds and effort in improving the quality of formal education from pre-
primary to vocational training and University. 
 

Priority Two: Slower spending on top-down major projects; increased 
investment in bottom-up economic development 

It is vital at this stage of Timor-Leste’s development to invest heavily in 
creating grassroots economic activity – helping modernise farming, supporting 
small and medium businesses, providing business support, etc. A focus on 
improving major infrastructure will not be enough to stimulate economic 
development. 
 

Priority Three: A Major effort and Focus on Modernising Agriculture 

Given the current make-up of the economy, agriculture is vital in the next 
stage of Timor-Leste’s economic development. But the sector needs major 
reform to improve productivity and transition from subsistence to modern 
agricultural activity. 
 

Priority Four: Strategies for Key Industries that create sustainable growth 

Creating a boom in grassroots economic activity relies on focusing on a few 
industries, so that businesses can benefit from the networks with other similar 
businesses. Thoroughly researched Industry strategies need to be developed, 
and significant resources allocated to implementing the strategies.  
 

Priority Five: Evidence-based decisions about spending priorities 

Spending money on good things is not good enough. Every dollar spent on 
one project is money NOT spent on something else. Decisions about how to 
allocate budget need to be based on evidence about “what works best”, and 
evidence about what is the best use of the funds.  
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