If you spend four hundred million dollars, you don’t have it any more.
Analysis by La’o Hamutuk, 1 March 2012
A version of this article, with links, is at
http://laohamutuk.blogspot.com/2012/03/if-you-spend-400-million-you-dont-have.html
In late January, Timor-Leste’s Ministry of Finance published the “final” Budget Books for
the 2012 State Budget, which document the budget as amended and approved by
Parliament, and promulgated by the President. However, these books show projected
spending for 2013-2016 of about $100 million per year more than the Government told
Parliament when they submitted the budget last September, but do not show the
Petroleum Fund withdrawals that will finance that spending.
The Ministry told La’o Hamutuk that the increased spending comes from Parliament’s
amendments to the budget, which removed $200 million for the Timor-Leste
Investment Corporation but added $111 million in 2012 expenditures and earlier
implementation of projects planned for future years. According to the Ministry’s
projection model, Parliament unconsciously increased expenditures in 2013-2016,
although these cannot be executed until Government and Parliament enact the budgets
for each year.
Compared with the 2012 Budget as presented to Parliament, the “final” budget shows
larger future Estimates of Sustainable Income due to Parliament’s reduction of 2012
spending by $89 million, but it does not show reduced ESI due to a projected $397
million increase in spending in 2013-2016.
In countries where most revenue comes from converting nonrenewable resource
wealth into cash, policymakers often forget that spending costs money. This happens
here, as demonstrated by an inconsistency in the “final” 2012 Budget Book 1. Although
the additional $397 million in spending will be financed by withdrawals from the
Petroleum Fund, the balance in the fund does not reflect this, so the ESI (Estimate
Sustainable Income) is unrevised. In other words, the larger withdrawals in tables 2.2
and 4.2 of Book 1 are not reflected in tables 5.8 and 5.10 of the same book, which
attempt to show how much money will be in the Petroleum Fund.
The Ministry made a similar mistake when they proposed the 2011 State Budget to
Parliament in late 2010, but corrected it in the final 2011 budget after La’o Hamutuk
pointed out the error.
After La’o Hamutuk sent a draft of this article to the Ministry on 22 February 2012, they
quickly and quietly revised 2012 Budget Book 1 on their website. We appreciate the
prompt response, and hope that this is an indication of future collaboration and good
will in preventing Timor-Leste from falling further into the resource curse.
More details, including several versions of the tables, are in the following pages.
For more information on the 2012 State Budget, see
http://www.laohamutuk.org/econ/OGE12/10OJE2012En.htm (English) or
http://www.laohamutuk.org/econ/OGE12/10OJE2012Te.htm (Tetum).
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The following tables are from the “final” budget book 1:

For example, for 2013 budget tables 2.2 and 4.2 say
ESI $644.2m + excess withdrawal $1,013.8m = total Petroleum Fund withdrawal $1,658m
[These two tables are inconsistent for borrowing and excess withdrawals in 2016. We believe table
2.2 is right.]
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But table 5.8 (below) says only $1,565m will be withdrawn from the Fund in 2013.

The Petroleum Fund balances derived from the incorrect $1,565 million figure are used in table
5.10 to estimate future ESI; in this case, ESI for 2014 is calculated at $620.2 million. But if the
$1,658 million shown in tables 2.2 and 4.2 was withdrawn in 2013, Total Petroleum Wealth at
the end of 2013 would be $93 million less, so that the ESI for 2014 should be $617.4 million.

The difference gets larger in future years, and by the end of 2016 the balance in the Petroleum
Fund will be a half-billion dollars less than Tables 5.8 and 5.10 says, and the 2017 ESI will be
$14.7 million lower.
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Here is how La’o Hamutuk calculates tables 5.8 and 5.10 based on the withdrawal amounts given
in tables 2.2 and 4.2.
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The Ministry published a corrected version on 29 February 2012 with the following tables,
which are almost the same as La’o Hamutuk calculated. We believe that the slight difference in
PF interest is because we assumed the additional withdrawals were at the end of each year
(consistent with current practice) while the Ministry distributed them across 12 months.
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For reference, the tables from Budget Book 1 as presented to Parliament in September 2011 do
not include the error in the January 2012 version, although they spend more in 2012 and less in
2013-2016.
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