As the oil runs dry: Timor-Leste economics and government finances

By Charles Scheiner, La’o Hamutuk, May 2019’

Abstract

Timor-Leste has received USD $22 billion from oil and gas, but its last producing reserve is nearly gone, and will
provide less than $2 billion more. The country has invested two-thirds of this windfall in a Petroleum Fund to
finance the government in the future. However, annual oil and gas revenues in 2016-2018 were one-seventh of
what they had been in 2011-2013. The Petroleum Fund ended 2018 with less money than it held in 2014, and
expected investment earnings are less than half of planned withdrawals. If this continues, the Fund could be
empty by 2028. Although petroleum revenues dominate Timor-Leste’s state finances and economy, they have not
yet been used effectively to prepare for the non-oil era.
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Beginning in hope

Timor-Leste restored its independence in 2002 with great hopes for the future. The illegal Indonesian
occupiers had departed, leaving the country in ruins, but international good will and promises of
assistance, together with a sense of national unity and the people’s commitment to build a democratic,
prosperous nation, were reasons for optimism. Furthermore, many expected the oil and gas reserves
under the sea between Timor-Leste and Australia to provide billions of dollars to jump-start economic
development.

Many Timorese leaders, aware of what was happening in mineral-export-dependent countries around the
world, hoped to learn from those experiences and avoid the ‘resource curse’ — the set of negative
economic, political and social consequences that afflicts nearly all nations who rely on extractive
industries.

On their first day of independence, Timor-Leste ceded more than 10% of its oil and gas reserves to
Australia, a confidence-building measure to allow development to proceed. Three years later, they
established a sovereign wealth fund called the ‘Petroleum Fund’ to manage oil and gas revenue
sustainably and transparently. The following year, their Petroleum Activities Law established a visible
and consistent way to contract with oil companies, intended to avoid corruption and diversion of funds.

The petroleum market gods smiled on Timor-Leste. When independence began in 2002, the price of oil
was around US$24/barrel. Capital costs for the oil industry were low, allowing the wells, pipeline and
Australian gas liquefaction (LNG) plant which would extract and process oil and gas from the largest
field, Bayu-Undan, to be built at reasonable cost. By the time oil production started in late 2005, prices

1 An earlier version of this article is a chapter in the Routledge Handbook of Contemporary Timor-Leste (2019).
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had more than doubled, and when gas production began half a year later, oil was fetching around
$70/barrel on the international market. Japan, the principal market for Bayu-Undan LNG, was paying
around $7 per million BTU, nearly double the price in 2002 (Santos 2019; Y-Charts, 2017).

Bayu-Undan ran at full production for the next eight years, as oil prices continued to rise (interrupted by
the global financial crisis in 2008-2009), and for a time it was the most profitable project in
ConocoPhillips history. At the peak of production in 2012-2013, world oil prices exceeded $110/barrel,
LNG sold for $16/million BTU, and Timor-Leste was receiving more than three billion dollars per year.

1000 ——---':‘---:—---':----:—---':--—-:——-":--—-r—--1----r—--1----r---'\----r---'\---—r-—-'\—--—r-—-ﬂ——— 50
“ . . 1 1 1 =——Remaining Proved + Probable reserves
) 1 1 1 1 1 1 1
[= : : : : : : . . "
] Py ! ' ' 1 ==s=Cumulative production to date £
© 800 R T 40 8
% ' ¥ ! N\ | | ==<Reserve/Production ratio (right) =
[=3 : ‘ : : ) : : ' ' i 1 i i i i i i i 1 L)
o ' ' ' ' . ' ' ' I ' I i i i R LLE At A =
L e N R e e e e s e e S o il I
2
° i i \ i i i i i ) i i H i i i i i i i ©
ﬂ 1 1 ‘I 1 1 1 1 1 1 1 1 1 1 1 1 1 1 I %
g 400 -\‘ (AT e 200 9
‘ ‘ : " ‘ ‘ ‘ ] : i : : : : : l l | o
2 I St T D o) U A A T T T A A A N >
1 1 1 1 $~ I‘ 1 1 1 1 1 1 1 1 1 1 1 I w
c 1 1 1 1 1 - 1 \I 1 1 1 1 1 1 1 1 1 1 E
o i i i i i ] i '~ V H i i i i i i i i
L 5 i B S I A R At st St e ol L I
= i i i : i i i i N i i : . i i i i i
E 1 1 1 1 1 1 1 1 1 ‘--~I 1 1 1 1 1 I z
i i g i i i i i i i H ‘P-.}__L ., i i i
i i i i i i i i i i i i il T TN i i
0 —ttt— 44— — —F==f—— 0
N & N O N 0O OO O = N O < 1N O N 00 O O =
© O O © O © O v # =#H =# A o = =" - = N N
© O O O O O O 0O O 0O 0O o 0o 0o o o o o o
AN N N &N N N N N N N N N N N N N N N N N

Figure 1. Bayu-Undan reserve and production. (Santos 2019, with author’s projections after 2018)
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Figure 2. Oil and gas income peaked in 2012 and continues to fall.
(EIA 2018, ANPM 2019, CBTL 2019, MoF 2019a)
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By 2016, oil prices were stable again—at less than half of their previous levels, and gas prices had fallen
to about $6/million BTU. Timor-Leste produced half as much oil and gas in 2018 as it did in 2012, and
the government expects the last producing field to be dry by 2023. The country is fortunate to have sold
most of its petroleum while prices were high.

Between 2002 and 2018, Timor-Leste received US$22 billion in revenues from extracting oil and gas.
According to government projections, it will receive less than two billion more before Bayu-Undan shuts
down. Although Greater Sunrise, Buffalo and possible new fields might provide more revenues after
2022, government budget planning wisely does not include hypothetical income, although some policy-
makers continue to be entranced by the mirage of buried treasure waiting to be extracted.

Payments from oil companies are deposited into the Petroleum Fund (PF), invested overseas, and
gradually withdrawn to finance the state budget. The Fund was worth $15.8 billion at the end of 2018. It
has earned $4.3 billion from its investments since its inception, and $10.6 billion has been withdrawn to
finance government activities (CBTL 2019). The balance in the PF in December 2018 was lower than it
had been in early 2014, and it could be entirely spent within a decade (La’o Hamutuk 2015d updated).
Although financial markets rebounded in the first quarter of 2019 and the PF balance swelled to nearly
$17 billion, the volatility does not guarantee fiscal sustainability. Although saving money in the PF has
kept the state solvent thus far, but it is not a long-term solution.

Averting some of the ‘Resource Curse’

Paradoxically, people in most countries which depend on exporting non-renewable resources, such as oil
or minerals, end up worse off than they would have been if those resources had never existed. In
countries as wide-ranging as Venezuela, Congo, the USSR, Iraq, Nigeria, Mongolia, Ecuador, Sudan,
Myanmar and Libya, the wealth from exporting mineral capital has brought poverty, war, environmental
damage, corruption and economic stagnation. Although a few individuals and international companies
benefit from extractive activities, local people have to live with the destructive consequences.

Economists, political scientists, accountants and psychologists describe this ‘curse’ differently. This
chapter uses the term to encompass a variety of negative political and economic impacts which occur
when exporting natural wealth, such as oil and gas reserves, dominates a country’s economy and state
revenues.

Timor-Leste started to export oil after other countries had suffered from their resource dependency.
Leaders and their international advisors learned from those experiences and set up mechanisms to
manage the oil industry and its revenue in a more transparent, streamlined and sustainable manner than
most. Although these ameliorated or postponed some of the most devastating consequences of the
‘paradox of plenty,” especially those due to deliberate malfeasance, they have not prevented the effects of
well-intentioned but short-sighted decisions which may lead to long-term damage.

Failing to diversify the economy

Since oil and gas money comes in with little effort (and, in Timor-Leste, from out-of-sight offshore
projects), it substitutes for economic activity that requires more planning and harder work. Even though
the petroleum industry provides few jobs, its revenues allow the state to employ people, pay pensions,
purchase imports and subsidize nonviable businesses, giving the appearance of economic growth.
Although such spending builds support for populist politicians in the short term, it is not sustainable.

When the petroleum sector dominates the economy, it attracts the most ambitious, creative and articulate
policy-makers, who persuade top leaders to spend millions on concept studies and proposals to develop
their sector. They then leverage those proposals to multi-billion-dollar infrastructure projects, such as
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Tasi Mane, without serious cost-benefit analysis. Less glamorous sectors, such as agriculture, tourism,
small industries and food processing, become lost ‘opportunity costs’ due to the tilted playing field.

As the Eighth Constitutional Government consolidated in the second half of 2018, it accelerated work on
extractive industries (buying into Greater Sunrise oil and gas, promoting the Tasi Mane project, onshore
seismic exploration for possible petroleum fields and promoting mining activities, for example) claiming
that these would “diversify the economy.”? However, budgetary allocations and public debate continue
to prioritize petroleum development, as is described in more detail on page 19.

Ignoring the inevitable exhaustion of non-renewable wealth

As long as oil and gas money continues to finance the state, there is no incentive to acknowledge that it
will not last forever. In a democracy, leaders rarely plan beyond the next election. Pessimism is not an
effective campaign strategy, and unelected candidates are powerless to address pending problems. As
long as the Petroleum Fund remains solvent, politicians can avoid hard decisions to prepare for its
inevitable bankruptcy.

One example of the lack of serious planning is the often-cited National Strategic Development Plan
2011-2030, which has no costing or schedules. More a wish-list than a serious plan, many of its
components may not provide reasonable social or financial return on their investment (RDTL 2011).

Policies are based on unsubstantiated dreams that more oil and gas will be discovered in the country’s
small territory, or that eventual development of the Greater Sunrise field will make the country rich. In a
minimalist gesture toward diversification, some policy-makers look to mining, but Timor-Leste’s limited
mineral wealth will never provide as much money as petroleum has already. Although the IMF and other
agencies point out that “Over the long-term, development of the Greater Sunrise fields constitutes a
significant upside risk, conditional on technical and economic viability and that proper safeguards are
taken to minimize funding risk,” policy-makers are betting that the risk will become a certainty. (IMF
2019)

Spending without thinking

When money comes in easily, it can go out without much thought. It is easier for the state to award
contracts to foreign companies than to develop local contractors, to pay for scholarships at overseas
universities than to build a solid educational system; to send ‘important’ people abroad for health care
than to improve the quality of hospitals and clinics.

From 2006 to 2012, Timor-Leste’s state spending increased five-fold, the second fastest in the world
(World Bank 2019).? Although this escalation has slowed somewhat, the 2019 budget appropriates more
than the government has spent in any year other than 2016.

Between the national elections in 2017 and 2018, Timor-Leste failed to enact a state budget. The 2018
budget, hastily submitted by the new government eight months after the year had begun, appropriated
less than previous budgets did (MoF 2018).* The 2019 budget, enacted after Presidential veto in January
2019, is 16% higher than its predecessor, indicating a return to fiscal ‘normalcy’ of continuing to
prioritize large infrastructure projects.

The words “economic diversification” or “diversify the economy” appear 32 times in the Program of the
Government which took office in 2018 (RDTL 2018).

Only Zimbabwe, afflicted with triple-digit inflation, accelerated spending more quickly.

The 2018 budget also anticipates higher oil revenues in coming years, due to changes in forecasting
methodology, and its projections are overly optimistic. In the 2019 budget, the Government returned to a more
conservative methodology which complies with the “prudent” spirit of the Petroleum Fund Law.
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In order to avoid depleting the Petroleum Fund even faster, Timor-Leste is financing some large
infrastructure projects by borrowing money which it will have to repay with interest. Although the
government had spent only $133 million from loans (from the World Bank, Asian Development Bank,
and Japan) through the end of 2018, in 2017 it had planned to borrow more than a billion dollars in the
next three years, leading to annual repayment obligations of over $100 million each year (more than it
spends on health care) between 2026 and 2037. If no oil money remains, the money will have to come
from cuts in public services (La’o Hamutuk 2016h). Although, the 2018 and 2019 budgets cut back on
borrowing plans for future State Budgets, many expect that large loans will be taken out by the state-
owned oil company to finance the Greater Sunrise project, and Sunrise implementers have mentioned
possible loans from China International Capital Corporation and Europe.

Although some ‘front-loading’ of expenditures on physical infrastructure can be justified to bootstrap
future economic development, deeper analysis is needed to identify which projects will bring benefits
greater than their costs and risks. Large public investments in petroleum infrastructure, airports,
highways and container ports are unlikely to produce comparable long-term benefits, especially while
human and rural infrastructure (education, health care, village roads, water and sanitation) remain
underserved (GDS 2018d).

Macroeconomics

In addition to running large trade deficits (see page 21), economies dominated by resource exports often
experience inflation because the amount of money circulating is larger than the supply of goods, driving
prices up. As raw materials get more expensive in Timor-Leste, it is harder for local industries to
compete with those in other countries. Although Timor-Leste suffered double-digit annual inflation in
2011-2013 due to rapidly rising state spending, price increases have moderated since then. Because
Timor-Leste has few industries which rely on imported inputs, inflation hit consumers harder than it hit
businesses. Since 2014, the U.S. dollar (Timor-Leste’s official currency) has risen rapidly compared with
the currencies which importers use to purchase goods, the price of oil had dropped, and state spending
has slowed, resulting in lower inflation (GDS 2019).’

Violence and crime

Timor-Leste has already survived the most obviously devastating consequences of resource wealth —
foreign invasion and armed conflict. Although greed for oil and gas was a motivation for Indonesia to
invade the country in 1975.° that war is over, and Timor-Leste’s leaders and citizens are deeply aware
that the damage from renewed conflict would be much greater than its spoils. Petroleum was significant
in Timor-Leste’s intermittently argumentative diplomacy with Australia, but the 2018 Boundary Treaty
resolved the principal issue of national sovereignty, although some petroleum-related questions remain to
be decided.

Petroleum does not dominate the country’s foreign policy. Furthermore, enough oil wealth has been
distributed within the country to avoid insurrection, and the remaining reserves are too small to attract
potential invaders. However, the country’s desire to borrow billions of dollars to finance the Greater
Sunrise project could be attractive to unscrupulous lenders who use such arrangements to gain leverage.

The country has also apparently succeeded in avoiding widespread misappropriation of public funds for
private gain. Thanks to transparent systems to manage petroleum revenues and contracts, very little
money has been siphoned off to private bank accounts. Although the Anti-Corruption Commission,

5 Adollarin 2015 was worth 14,000 Indonesian rupiah, 65% more than in 2011.

6 Australian government documents verify that the desire for petroleum reserves was also a significant factor in
Australia’s support for Indonesia’s invasion (McGrath 2017).
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Transparency Portal,” procurement processes and judicial system all have room for improvement, they
have not yet seen massive diversions of government funds; every reported case of corruption has been
less than $4 million, about what the state spends in one day.

If there have been larger thefts connected with procurement or infrastructure projects, they have not yet
come to light (although Timor-Leste pays far more for such projects than neighbouring countries do).
However, the allocation of a disproportionate share of public funds to key constituencies (such as
politicians, veterans, those working in the petroleum sector), has generated a growing popular backlash
against, for example, the lifetime pensions which former office-holders receive as soon as they leave
their positions.

Postponing the inevitable

In the early 2000s, one of the most often prescribed immunizations for the ‘resource curse’ was to
manage oil revenues transparently, simply, and with an eye toward the future. Recognizing that there is
no logical connection between the amount of petroleum revenue a state receives during a given year
(which fluctuates with project cycles, global market prices and production rates) and how much money
that state needs to spend, the World Bank and others encouraged Timor-Leste to establish a sovereign
wealth fund (the Petroleum Fund, PF) which would decouple current oil revenues from state expenditures
(see Figure 4). The PF has been invested outside Timor-Leste, primarily in bonds and stocks, and its
earnings were expected to support state spending after the oil and gas was exhausted (La’o Hamutuk
2005).

Timor-Leste established this system in 2005, after extensive public consultation and before significant oil
and gas money started to come in. At the time, the nation was a world leader in the responsible
management of oil revenues, and the Petroleum Fund Law and Petroleum Activities Law (which defined
how Timor-Leste would contract with oil companies) required significantly more transparency than the
global Extractive Industries Transparency Initiative (EITI), which was being developed simultaneously.
In 2010, Timor-Leste became the third country in the world certified as EITI-compliant. However, the
annual EITI reports take 2-3 years to prepare, by which time much of the data they include has already
been published by the Central Bank (CBTL, which manages the PF), the Ministry of Finance, and/or the
National Petroleum and Minerals Authority (ANPM) (La’o Hamutuk 2005a, La’o Hamutuk 2018f,
ANPM 2019, CBTL 2019). In 2011, Timor-Leste revised the PF law to allow investments with more risk
and to make it easier to withdraw unsustainable amounts. Nevertheless, the basic structure is the same,
even as the PF shrinks.

The Petroleum Fund Law specifies that all income from oil and gas activities must be deposited into the
PF, and each state budget withdraws enough to cover the ‘non-oil deficit’ between appropriated
expenditure and non-oil revenues. A formula specifies the recommended maximum annual withdrawal —
the ‘Estimated Sustainable Income’ (ESI) — based on expected future oil revenues and investment return.
However, the ESI has gradually been downgraded from a rule to a benchmark to a guideline, and is
largely ineffective. Governments have withdrawn more than the ESI in every year since 2009 (except for
2013, when unspent excess withdrawals made in 2012 were carried over). Budgets since 2015 have
withdrawn double the ESIL.

In October and November 2018, Parliament approved a government proposal to amend the Petroleum
Activities Law to enable the Petroleum Fund to be directly invested in the Greater Sunrise project,
through Timor-Leste’s national oil company TimorGAP. The amendment, which also exempts
petroleum-related contracts and loan agreements from prior review by the Audit Chamber of the Court of

7 Timor-Leste’s government posts data on income, revenues and contracting to
www.transparency.gov.tl/english.html, but it is not always accessible or up to date (MoF 2018a, MoF 2019).
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Appeal, contradicted provisions of the Petroleum Fund Law. Nevertheless, it passed over a Presidential
veto, and was enacted as Law no. 1/2019 of 18 January. Opposition politicians filed a challenge to its
legality and constitutionality, but the Court of Appeals validated the law (La’o Hamutuk 2019).

In April 2019, Timor-Leste used the newly-amended law to invest $650 million from the Petroleum Fund
in TimorGAP, which used it to purchase a 56.56% share of the Greater Sunrise joint venture from
ConocoPhillips and Shell. Following an eight-year grace period, TimorGAP will pay 4.5% annual
interest back into the Petroleum Fund.
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Figure 4. Timor-Leste’s petroleum revenue flows in 2012.
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In addition to revenues from the oil companies, the Petroleum Fund’s investments earn interest and
dividends, which were intended to replenish the PF after oil extraction ends. Before 2012, nearly all of
the PF was in U.S. and other government bonds; it was the only sovereign wealth fund in the world
which did not drop in value during the 2008 global financial crisis. However, 40% is now invested in
international stocks (equities), and returns go up and down with the optimism of stock traders. In 2013-
2017, the Ministry of Finance expected that the nominal (before adjusting for inflation) annual return on
PF investments would be 5.7%, but it has rarely earned that much and in 2018 the Ministry lowered the
benchmark to 3.9%.
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Figure 5. Nominal annual return on Petroleum Fund investments. (CBTL 2019).

Investment returns were negative in 2015 and 2018. In 2017, the PF earned a record $1,612 million,
although four-fifths of that was unrealized and much of it vanished during 2018 when PF investments
lost $460 million, although some was recovered during the first quarter of 2019. The Ministry of Finance
predicts that PF investment earnings will be $480-$620 million/year from 2019-2023. As planned state
spending is more than double that amount and other revenues will be less than $230 million/year, the
balance in the Petroleum Fund will continue to drop. La’o Hamutuk estimates that if the government
implements all the projects it has announced, the PF could be entirely spent by 2028 (La’o Hamutuk
2015b, 2015¢, 2015d, with updated analysis).
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It will be a difficult transition. In 2017-2018, the Petroleum Fund paid for 87% of state spending, which
is not sustainable. The Ministry of Finance does not envision an alternative, but expects the PF to pay for
86% of the budget until 2023, the last year they predict (MoF 2019a). If investments from the Petroleum
Fund in TimorGAP turn out not to be profitable, the PF could be depleted even faster.

Although Timor-Leste may have protected itself against billion-dollar-scale corruption, this cash-rich
government with limited experience and safeguards is an inviting target for scammers and thieves. One
who succumbed to temptation was Bobby Boye, a petroleum tax advisor hired by Norway and the
Ministry of Finance. Boye claimed that oil companies had short-changed Timor-Leste by billions of
dollars, and the Ministry billed them for more than $300 million in arrears. The companies paid to avoid
escalating penalties and appealed the assessments (La’o Hamutuk 2018d).

Boye, riding high, convinced Ministry officials to contract with the U.S. law firm Opus & Best to revise
the petroleum tax laws, paying them $3.5 million. But Opus & Best was a fake company consisting only
of Bobby Boye, who was charged with wire fraud in U.S. court. In 2015, Boye pled guilty and was
sentenced to six years in prison, although he continues to protest his sentence from behind bars. No
Timor-Leste officials have been charged in relation to his scheme (La’o Hamutuk 2018b).
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In 2016, Timor-Leste and the oil companies settled the back tax disputes, and the companies began
deducting unjustified prior assessments from ongoing tax payments. Although the total amount returned
has not been made public, it is around $275 million. As Figure 8 shows, this debacle increased petroleum
revenues while they were at their peak, and made them fall even faster as they decline.
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Figure 8. Where the Petroleum Fund gets its money. Projections after 2018 are by the Ministry of
Finance. (CBTL 2019; ANPM 2019; MoF 2018, La’o Hamutuk 2018d)

Timor-Leste has already received the great majority of the income it will get from the three oil and gas
fields which have been developed, and will have to depend on other revenues, including Petroleum Fund
investment returns, in the future.

Will more oil wealth be recovered?

Like most addicts, Timor-Leste will need another fix to feed its habit after Bayu-Undan is used up. The
only large confirmed gas and oil reserve is Greater Sunrise. Discovered in 1974, Greater Sunrise was a
principal factor in the prolonged, bitter dispute with Australia that was mostly resolved with the signing
of a Maritime Boundary Treaty in March 2018. For many years, Sunrise development was stalled
because Timor-Leste’s government wants to liquefy the natural gas in Timor-Leste, while the oil
companies believe that it is more lucrative to process it on a floating platform or in Australia.

However, in 2019 Timor-Leste used $650 million from the Petroleum Fund to purchase ConocoPhillips’
and Shell’s participation of the Sunrise joint venture, making the country the owner of 56.56% of the
field. With this majority, Sunrise development will follow the government’s wishes and the gas will be
piped to the south coast, notwithstanding continuing controversy over whether this is the safest and most
profitable way to develop the field. The Australian company Woodside Petroleum remains a 33.4%
participant and will operate the offshore project, although they are unwilling to invest their own money in
the onshore LNG plant. Timor-Leste will be responsible for 57% of the in-field capital expenditure and
100% of the pipeline and onshore development, which could total more than $12 billion. They are
seeking financing from international sources, including China.

Once the development methodology is finalized and implemented, Timor-Leste will receive 70% of the
government ‘upstream’ revenues from extracting Sunrise gas and oil, which some hope will bring in $40
billion to the state (Strating 2017), but this seems overly optimistic. Increased development costs and
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lower world gas prices are likely to reduce the government take, perhaps to less than $10 billion. In any
event, such revenues are probably at least eight years away, and if Timor-Leste subsidizes onshore gas
processing through the Tasi Mane Project, there may not be much money to pay for other state activities
(La’o Hamutuk 2016e, 2018c, 2019).8

Timor-Leste’s petroleum officials, including the National Petroleum and Mineral Authority (ANPM) and
the TimorGAP state-owned oil company, fervently believe that Timor-Leste’s land and seas, a “proven
petroliferous zone,” contain undiscovered oil and gas fields (da Silva 2016, Monteiro 2016). However,
the most geologically promising parts of Timor-Leste’s maritime territory have been explored for
decades, and most of the areas which are now ‘vacant’ (see Figure 9 and Figure 10) were relinquished by
former contract-holders who found nothing worth extracting. Kitan is the only commercial discovery
since 1995, when Bayu-Undan was found. Timor-Leste’s last bidding round for new contracts was in
2006; the next one has been repeatedly postponed during the last six years (Rigzone 2015, Scheiner
2017).

DB o
I OPeskiza e e
. @ Dezenvolvimentu ]
B Produsaun

L e GGRCCECEELERREEE R | B
B oo oo o] L U
6 __________________________________________________________________ L [ [ R g [
4 _____________________________________________________________ - e [ _———— —_————
e o ol H | 8 Hi """" 1] |
o 0 8 Af 0O 1A [ N 0 [0 [0

B B B BE B BEBEEE BEEEE EB EEEEEEEEE BN NN NENN N N

E E B S 9 BEg2g 882N Ea NWAumNSSERNewAaaa =eBE B H

Rai maran — tasi Tratadu Timor Gap Tratadu Tasi Timor

Viqueque, Suai, mina matan suai————————r GS BU, EK, GS Bayu--— Kitan— BU

Figure 9. Number of oil and gas wells drilled each year in Timor-Leste territory. (CBTL 2019; ANPM
2018a and historical sources)

The only contracts awarded in the last 12 years have been no-bid ‘direct awards’ to TimorGAP without
an open process: JPDA 11-106, TLEA S0-15-01, and the first on-shore contracts since the Portuguese
era, TL OT-17-08 and TL OT-17-09. TimorGAP and its partners have not found any commercially
exploitable fields in these areas, although prospecting continues (La’o Hamutuk 2018e, Scheiner 2017).

Both countries are expected to ratify the 2018 Boundary Treaty in mid-2019, after which Timor-Leste
will receive all of the remaining upstream revenues from Bayu-Undan, 10% of which have been going to
Australia. It will also receive revenues from the formerly shut-down Buffalo oil field, previously
considered in Australian territory. However, additional revenues from these two fields will total less than
$2 billion, barely enough to cover one year of the State Budget.

8 See further discussion on page 19.
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Figure 10. Timor-Leste areas currently or formerly under oil and gas exploration contracts. (ANPM
2018a, La’o Hamutuk 2006, La’o Hamutuk 2018e)

One consequence of the ‘resource curse’ — as well as of internalized colonialism and dependence on
foreign assistance from 2000 through 2005 — is to hope for ‘manna from heaven,” a kind of cargo cult
(Bovensiepen, 2016). As promises of future oil revenues become less credible, some expect mining to
underwrite the state. In 2016, the National Petroleum Authority became the National Petroleum and
Minerals Authority, Parliament began debating a mining code, the government started to establish a
national mining company, and Timor-Leste agreed to subsidize a project to mine limestone and export
cement. Now that the electoral transitions are over, the TL Cement project has received $55 million in
state money, and mining legislation and activities are likely to accelerate.

Although the most promising mineral deposits in the country are likely to be sand, gravel, limestone and
marble, some people believe that valuable metals or gems are waiting to be discovered. Timor-Leste has
limited capacity and will to protect its environment and local communities, and onshore mining could
bring a new set of negative impacts. In any event, it can never be as lucrative as oil and gas has been
(La’o Hamutuk 2007g).
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How the state spends its money

Timor-Leste has finite resource wealth and limited sources of revenue, so it needs to maximize value for
money. Wise budget allocations can improve people’s quality of life today while building for the future
by investing in human resources and appropriate physical infrastructure. However, in recent years, nearly
half of public spending has been on large construction projects, many of which may have few lasting
benefits (L.a’o Hamutuk 2015a).
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Figure 11. Budget appropriations in 2019, totalling $1,482 million. (MoF 2019a)

Timor-Leste uses standard budgeting categories and appropriated these amounts for 2019:

e Salaries and wages ($214 million): Public employee (but not consultants and advisors) salaries,
overtime and benefits.

e Goods and services ($473m): Materials and services (consultants, maintenance, travel, etc.)
usually purchased by tender and contract. The largest components are professional services,
operational expenses, and generator fuel.

e Minor capital ($31m): Equipment, such as vehicles, computers or furniture.

* Development capital ($401m): Construction of infrastructure, such as roads, buildings, ports and
airports.

e Public transfers ($363 million): Disbursements to individuals (pensions or social assistance) and
to institutions (special economic zone in Oecusse, TL Cement, and petroleum agencies).
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Figure 12 shows how revenues and expenditures by category have shifted since independence was
restored in 2002. Development capital spending was high in 2011, 2012 and 2014 for electricity
infrastructure, and in 2016 for roads, Tibar port and Suai airport. Nearly 70% of the 2019 capital budget
will pay for roads.

Narrow bars: revenue

2,000

The narrow bars show revenues from various sources. Borrowing )
Carmy-over {rom prior year

The upper diagonally striped (lower left-upper right) . Domestic revenues

area is loans which must be repaid in the future. \ i . | un@mm Fund spent
The white part shows unspent money carried over : I ; ,,,,, . | B Est. Sustainable Income
from the previous year to be spent this year. ! ‘

1,500

The lower diagonally striped part is non-oil revenue
1,000(- from taxes; fees and autonomous agencies:

Wide bars: spending
_Donor support

Most is from the Petroleum Fund
(solid color), with the darker area
showing the Estimated Sustainable
Income (ESI).

M Capital Development
[ Minor capital
[MPublic transfers

500

Millions of US dollars. Not adjusted for inflation.

. ) _ - o ‘ ‘ ZGoods & Services
; 7 W7

N % We
2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

Nz
olss N

2002 2003 2004

Figure 12. State revenues and spending 2002-2019. (MoF 2015, 2016, 2017, 2018, 2018a, 2019, 2019a)

Public transfers were the largest budget category in 2017, receiving 33% of all spending, but have gotten
smaller as allocations for ZEESM have declined. Some are paid to individuals (veterans, elderly, widows,
pension recipients, disaster victims), but most went to state agencies (ZEESM, petroleum agencies, local
government, etc.) which are outside the transparency requirements applied to other state spending, or to
subsidize businesses like TL Cement. During 2014-2019, the government transferred $1.3 billion to such
agencies, more than fifty times as much as they generated in revenue.

Finance Ministry reports do not show when or if the transferred money has been expended, or what it
was used for. If the money is not spent by the end of the fiscal year, it remains in the recipient’s bank
account. Some agencies, including TimorGAP and the National Petroleum and Minerals Authority,
publish financial reports (often showing retained earnings), but others, including the ZEESM Authority,
do not reveal how much they have kept (MoF 2019, TimorGAP 2018, ANPM 2018).

Although the Government proposed to pay $650 million for Sunrise participation through a public
transfer in the 2019 budget, the President vetoed it, and the payment was subsequently made as an
‘investment’ from the Petroleum Fund, bypassing the budgetary process.
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Figure 13. Spending on public transfers. (MoF 2018, MoF 2017, TimorGAP 2018, ANPM 2018).

Actual spending failed to keep up with the rapid growth in appropriations in 2012-2013, when several
capital projects were delayed (see Figure 14). Since 2014, planning and budgeting have improved, and
overall budget execution rates are now around 81% for capital and 92% for recurrent spending.’
Between 2009 and 2014, recurrent spending rose about 17% each year, but it has since stabilized due to
lower fuel costs, budget cuts and more efficient management.
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Figure 14. Annual budgeted and executed spending. (MoF 2015, 2016, 2017, 2018, 2018a, 2019a)

Although the ESI rule for Petroleum Fund withdrawals was originally intended to apply to the entire
budget, a revisionist approach to preserving the PF would allow withdrawals above the ESI to ‘front-

9 Recurrent spending includes salaries, goods and services, and public transfers except for the portion used for
infrastructure construction by the ZEESM authority.
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load’ capital investment, while keeping recurrent spending below ESI to improve sustainability.
However, executed recurrent spending overtook ESI in 2014 and continues to greatly exceed it.

Timor-Leste is still grappling with financial management. Spending starts slowly each year, as
procedures for the new budget and programs are put into place. In a normal year, spending is relatively
steady from April through October, but disbursements soar toward the end of the fiscal year, especially
for goods and services, minor capital and development capital, as a spend-it-or-lose it mind-set prevails.'°
Other peaks in Figure 15 represent power plant purchases, veterans’ payments and lump-sum transfers to
the ZEESM Oecusse Economic Zone.

$450 . .
Development Capital
$400 | @ Minor Capital _—
Includes $130 million
M Transfers for Tibar Port
$350 R
O Contingency
£ 4300  BGoods&Services B
E [ Salary & Wages 7
B $250 |
g o
3 $200 eSSl
> _
£ $150
=
$100
$50

$

No 2018 state budget was enacted in 2017, so the Seventh Government (which served from September
2017 until June 2018) reduced or deferred spending. The Eighth Government then weathered a cash-flow
‘crisis’ until Parliament approved an extraordinary $140 million transfer from the Petroleum Fund in
August 2018, and a state budget at the end of September. The difficulties stemming from this temporary
inability to spend petroleum wealth presage the less tractable absence of money when the Petroleum
Fund no longer exists, but few political leaders acknowledged this, perhaps because it will not happen
until the mandate of the Ninth or Tenth Government.

As shown in Figure 11 above, physical infrastructure receives the largest share of the budget. However,
the sectors most essential to developing human infrastructure — education and health care — remain
severely short-changed. Only 9.5% of Timor-Leste’s 2019 budget is allocated to education, barely half of
the 16% average for Least Developed Countries (World Bank 2019). Timor-Leste appropriated 5.2% of
its budget for health; the global average is 10% (WHO 2018a).

10 Although a few autonomous agencies and special funds can roll over money received in a given year, ministries
and most government entities cannot.
Salary outlays are doubled in December because workers get a ‘13" month’ bonus payment.
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After the long, brutal occupation ended in 1999, Timor-Leste’s population grew more than 3% per year,
faster than any other country. Although the rate has dropped to 2.1%, the majority of the population is
under 20 years old (GDS 2017a). This post-war ‘baby boom’ strains the education system today and will
dominate the job market in coming years. It will reverberate with another surge when boomers have
children. Unfortunately, Timor-Leste’s appropriations for education and health are lower than they were
five years ago, and inadequate education and nutrition can permanently damage people’s lives and
livelihoods (UNDP 2018a).

—-- Education o

5150 """"""""""""""""""""""""""" P i ST TTTTTTTTTTTTTTTTToTTTTTTTTTTTTTooT
——Health == ~——— -
5125 '""'""'""'""'""'""";,""__'"""___"___'""".1:_"_._1'.'___" T
——=Agriculture s

S100
$75

$50

Million SUSD

$25

$0
2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

Figure 16. Appropriations for education, health, agriculture and veterans.
(MoF 2015, 2016, 2017, 2018, 2019a)

Agriculture provides the livelihood for two-thirds of Timorese households, but inefficient practices and
difficulty of accessing markets make it challenging for farmers to feed and sustain their families.
Nevertheless, government support for this sector is very small and has declined since 2015, reflecting a
Dili-centric bias against subsistence farming and rural life. Although the agriculture sector employs a
hundred times as many people as the petroleum sector, it received one-third as much public funding.
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Dreaming of a Greater Sunrise

The Tasi Mane petroleum infrastructure project on the south coast includes a supply base for offshore oil
operations, an oil refinery, an LNG plant, onshore oil and offshore gas pipelines, two airports, two
seaports and a 156-km highway. Although more than $400 million had been spent on this project by the
end of 2018, the author estimates that 90% of its capital costs have never been mentioned in budget
documents, and no outside investors have publicly expressed interest. The following table includes the
main components, in millions of U.S. dollars:

Money spent, budgeted and required for the Tasi Mane project (millions of USD)
Spent| Estimated
n Budgeted| Budgeted . |Percent
Component Location Status through 2019| 2020-2023 total capital budgeted
2018 cost

Airport Suai Constructed 70 10 3 920 92%
Supply base Suai Tender pending 6 10 668 850 80%
High Sual- Mostly built 267 50 8 340 96%

'ghway Fatukai ostly bul °
Highway Fatukai- (o4 ctarted 3 - . 1,320 0%

Beacgu

Airport Viqueque  Not started - - - 60 0%
Oil refinery & pipelines Betano Pending design 3 - - 1,500 0%
Gas pipeline, LNG plant & Sunrise- Pending design 12 _ . 6,000 0%
port Beagu
57% share of Greater Sunrise May be taken directly from _ .
Joint Venture Offshore Petroleum Fund EE 650 100%
57% of Sunrise upstream " _ _ .
e Il e e Offshore If ownership approved 6,840 0%
Administrative and other Dili 49 12 50 400 28%
costs
TOTAL 410 732 729 18,050 10%

Table 1. Conservative estimates of capital costs of the Tasi Mane project. (MoF 2018, 2018a, 2019a;
ACIL 2016; La’o Hamutuk 2008, 2016a, 2016e, 2016g, 2018h, 2018i, 2019)

In late 2018, Timor-Leste reached agreements with ConocoPhillips to purchase the company’s 30% share
of the Greater Sunrise project for $350 million, and Shell’s 26.56% share for $300 million. The
government hopes to persuade the other joint venture partners Woodside and Osaka Gas to pipe the
field’s natural gas to Timor-Leste for liquefaction. New legislation allows the $650 million to purchase
participation to be taken from the Petroleum Fund, but it unclear where the government will find the
more than ten billion dollars that it will have to invest in developing the field (La’o Hamutuk 2018h,
2019).

Tasi Mane has become controversial because of its impacts on local communities, but issues of national
concern — total cost, financial and social return on investment, limited employment potential, sources of
feedstocks, and markets for its products — have yet to receive serious public attention. Many decision-
makers defer to Xanana Gusmao or the project managers, the Ministry of Petroleum and Minerals and the
TimorGAP national oil company. Although the maritime boundary debate with Australia has been
resolved, there is still no agreement on where Greater Sunrise gas will be liquefied. Nevertheless, Tasi
Mane is accelerating (La’o Hamutuk 2018c, 2018g, 2018h, 2019a). The project has powerful backers
who make grand promises, and the technical and financial issues are complicated, causing few among
Parliament, development partners or civil society to ask serious but necessary questions.
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This is what the economy looks like

From 2005 through 2014, petroleum activities dominated Timor-Leste’s Gross Domestic Product.
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Figure 17. Oil and non-oil GDP per capita, current prices. (GDS 2019a)

Although ‘non-oil” GDP comprised less than one-fifth of the total during the peak petroleum years, it
may soon be all that remains. From 2007 through 2011, as state spending grew, ‘non-oil’ GDP also
increased, surpassing inflation and population growth. Nearly all its growth has been in construction and
public administration, which are primarily driven by the state spending oil money (see Figure 18). The
productive sectors of agriculture and manufacturing have not increased since 2003 (GDS 2017). When
government disbursements fell due to the political crisis in 2017, Timor-Leste experienced its first drop
in non-oil GDP since the 2006 ‘crisis’, which continued into 2018.

B 00 o
E=SConstruction

$1,200

% FZZPublic administration
$1,000 X5

é [ 10ther

$800 FffiReal estate
7

$600 [T Info. & communication
ESSTrade, transport, hospitality
5400
Il Manufacturing

$200 [Agriculture

—Government spending

S0

2003 2004 2005 2006 2007 2008 2005 2010 2011 2012 2013 2014 2015 2016 2017

Figure 18. Sectoral contributions to non-oil GDP per capita, current prices, 2015 dollars. (GDS 2019a)

GDP counts dollars (not people), so it gives a misleading impression of how the economy interacts with
the citizenry. It includes non-productive activities like disaster recovery or higher oil extraction costs,
imputes ‘rent’ for people living on or farming their traditional lands, and isn’t influenced significantly by
the fortunes or misfortunes of poor people.
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Figure 19 shows that only about one-quarter of the working age population has formal employment,
roughly divided among the public sector, the private sector, and self-employment in very small
businesses. Another quarter are students, a quarter work as subsistence farmers or fishers, and the
remainder are not working for pay, although many of them do unpaid domestic work and other informal
jobs.

Employed by TL government
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retired or not seeking

work
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0.1%
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fisherpeople Int'l agencies; local and int'l NGOs
27% | 1%
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2%
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Figure 19. How 700,000 Timor-Leste people aged 15-64 earn their livelihoods."" (MoF 2017; GDS 2015,
2017a, 2019a)

When (some) people have money but there is little local productive capacity, they use it to purchase
imports from overseas, as does the state itself. Since 2012, Timor-Leste has imported around $600
million worth of goods every year, most of which are bought by the public sector or state-paid
individuals. Non-oil goods exports (nearly all coffee) average about $20 million/year.

About 31% of imported goods come from Indonesia, followed by China (16%), Singapore (13%) and
Hong Kong (12%) (GDS 2019). Although exports could be increased, the most effective way to reduce
the trade deficit is to reduce imports, and about 40% of the goods imported for consumption could be
produced in Timor-Leste if agriculture, food processing and small manufacturing were improved.

Timor-Leste also imports about $500 million in services each year, mainly travel, construction and
services to government. Service exports total about $80 million, mainly for travel and hospitality sold to
non-residents (CBTL 2019a). By increasing tourism and reducing the use of foreign contractors and
advisors, the services balance could be improved significantly.

Once the Petroleum Fund is gone, Timor-Leste will not be able to sustain such unbalanced trade. If local
production has not expanded, many people will have no way to obtain daily necessities.

11 This graph incorporates estimates and data from several sources, and is consistent with the 2015 Census.
Unfortunately, international reporting methodologies are designed for economies with a small informal sector,
and don’t consider subsistence food producers part of the ‘labour force,” leading to meaningless
unemployment numbers. Similarly, some international agencies use ‘non-oil’ GDP instead of total GDP, and
therefore publish inconsistent statistics on sectoral spending as a fraction of GDP (La’o Hamutuk 2015e).
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Figure 20. External Balance of Payments. (CBTL 2019, 2019a)

Import dependency for consumption may be leading to misguided policy decisions. In 2016, Timor-Leste
paid $130 million toward building a new container port in Tibar, just west of Dili. The port, which is a
Public-Private Partnership with Bolloré Africa, is designed to handle about five times as much traffic as
current levels, although planners estimated that 97% of departing containers will still be empty years
after the port is operational (Hamburg Port Consulting, 2013).'? In addition to consuming money and
disrupting the local community, the new port effectively subsidizes imports, making it harder for local
production to compete (La’o Hamutuk 2016¢, 2016d).

Timor-Leste’s leaders have also embraced globalization. The country hopes to join the WTO and
ASEAN soon, which will involve free trade agreements with suppliers of 80% of Timor-Leste’s imports.
In 2016, Timor-Leste revised its private investment law to attract foreign companies and joined the
International Centre for the Settlement of Investment Disputes (ICSID) surrendering its power to regulate
investors. As local farmers and businesses struggle, national policies appear to prioritize solutions from
outside the country, even though foreign investors will repatriate more money than they invest (La’o
Hamutuk 2016i).

Local businesspeople have begun to complain that foreign contractors, imported labour, and small
immigrant businesses (kiosks, retail stores) are infringing on the local private sector. Unfortunately, these
protectionist reactions sometimes verge on racism, without analysing why local companies and families
are unable to compete with visitors. Although some in Timor-Leste’s private sector worry that the
country could ‘fall to foreigners in 20 years’ (Timor Agora 2017), government and most consumers do
not prioritize purchasing locally-made products.

12 These figures are from traffic projections which underlay planning for the port a few years ago. The relevant
authorities refuse to make more recent projections available.
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Domestic private investment and employment are still very limited, with most business owners choosing
to take profits out, rather than to reinvest them to grow their businesses.”> During 2017, businesses spent
only 9% of gross revenues on labour, and private sector employment was 7% lower than it had been in
2014. Wages in the two largest sectors, construction and trade, averaged about $200/month, slightly
above the $115/month statutory minimum. Timor-Leste businesses invested only $35 million in capital
expansion (with about the same amount of foreign investment from Heineken), while extracting more
than $370 million (19% of gross revenues) in profits (GDS 2019b).
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13 During 2017, Heineken invested more than $30 million to build a brewery in Hera. This unusual foreign direct
investment dwarfed total profits in the Manufacturing Sector, causing them to appear negative in the graph.
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How are Timor-Leste’s people doing?

The lives of nearly everyone in Timor-Leste are much better than they were in the 1990s. No foreign
soldiers are torturing and killing them, and most have rebuilt the homes that Indonesia destroyed in 1999.
Maternal and child mortality rates are half of what they were fifteen years ago, and some preventable
diseases, such as malaria, appear to be under control. People travel and speak their minds freely, and
democratically elected political leaders purport to act in the public interest. National electricity and road
systems connect major population centres, and most of the country, especially urban areas, has mobile
phone service and access to TV and radio (GDS 2018c). Although many Dili politicians and intellectuals
perceived the 2017-2018 political impasse as a “crisis’, it was resolved through the provisions of the
Constitution, without anyone resorting to violence.

In the 2018 update from the U.N. Development Program, Timor-Leste’s Human Development Index
dropped slightly, and it ranked 132 out of 189 countries. The slight increase in statistically-extrapolated
life expectancy was less than the drop in GNI due to falling petroleum revenues; education indicators
were unchanged. Between 2010 and 2017, Timor-Leste’s HDI increased by only 0.13%/year. By
comparison, other Medium Human Development Countries increased their HDI by 1.15%/year, and
many of the nine countries which did worse than Timor-Leste are still at war (UNDP 2018).

Child malnutrition rates remain very high, and education and health indicators are far below average.
Although a portion of Dili’s population (especially government officials and contractors, and their
families and employees) is doing fairly well, most of the billions of dollars in oil money has not reached
the majority. According to the government, 42% of the population lived in poverty in 2014 (down from
50% in 2007, but about the same as in 2004), and 45% of children were malnourished (down from 49%
in 2007) (GDS 2016), although Timor-Leste’s children remain among the most stunted in the world
(WHO 2018).

In Dili, 29% of people were living below the national poverty line in 2014, but more than half of the
people in four rural municipalities lived in poverty (GDS 2016)."* More recent information about
inequality is limited, but in 2011 the top tenth of the population had 14 times the income of the poorest
tenth, whose household income was about $50 per month (GDS 2013). In 2016, 86% of people in Dili
were among the wealthiest 40% of Timor-Leste’s population, and 3% were in the poorest fifth. In
Ermera, only 15% were among the richest 40%, while in Oecusse, 46% were in the bottom 20% (GDS
2018c, table 2.6).

Low spending on education is reflected in how well children learn. Many schools have high absentee
rates, large class sizes, double or triple sessions due to inadequate facilities, and a shortage of
experienced teachers, books and furniture. Political controversies about language (Portuguese had been
the official language of instruction, but many teachers and parents do not speak it), preferred schools (a
few Portuguese-language CAFE public schools get far more resources per student than other public
schools), and curriculum (a revision was implemented in 2015, reversed in 2017, and reinstated in 2018)
have reduced the effectiveness of schooling, as do long distances (and no public transport) between
homes and schools, especially in rural areas (La’o Hamutuk 2018;j, 2019b). Although enrolment levels
have improved, even those who graduate appear to be below international levels in problem-solving,
critical thinking, reading and numeracy.

One contributing factor to inadequacies in public health and education is that decision-makers’ families
do not use them. The government spends several million dollars every year to send ‘important’ people
abroad for medical treatment, but most citizens have no access to this. Similarly, parents with some
money can send their children to Catholic schools, and more affluent ones join expatriates at several

1 Oecusse (63%), Ermera (57%), Covalima (53%), and Bobonaro (52%). In four other municipalities (there are 13
in total), more than 43% of people lived in poverty.
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international schools in Dili. Donors and government pay for overseas university studies for the most
promising students — usually those who have had better primary and secondary school opportunities.

Prospects for the future

Timor-Leste’s greatest resource is its people. Preceding generations endured trial by fire during the
Japanese and Indonesian occupations, each of which killed a large fraction of the population and brought
unspeakable hardships upon everyone. Nevertheless, many parts of Timor-Leste’s culture remain intact
even after five hundred years of foreign rule, and the bonds uniting most families are stronger than the
tensions which could divide society. Defying the odds, the 17-year-old nation is peaceful, democratic,
and mostly unified. Although political rhetoric is occasionally ad hominem, polarized or confrontational,
the citizenry and politicians resolved the 2017-2018 “constitutional crisis” through an early election --
without violence, violating the Constitution or breaking the law."> One need only look to South Sudan,
Yemen, Syria or South Africa to appreciate what Timor-Leste’s people have accomplished.

The strength of Timor-Leste society will be tested once again when the oil money is gone. That ordeal
will be tougher if current trends continue and the remaining resources are not effectively used to prepare
for the non-oil era.

Although some opportunities were missed during the past decade due to misspent money and misdirected
policies, it may not be too late to recover. If Timor-Leste’s leaders work toward building an economy
based on local skills and local needs, the country will be better prepared for the non-oil era. It will not be
the upper-middle-income petro-state envisioned in the Strategic Development Plan — but it may be able
to avoid economic collapse. The social fabric is resilient enough to survive lower levels of state spending,
especially of an objective, comprehensive evaluation of the Tasi Mane project averts a fiscal black hole.

There is no magic solution to Timor-Leste’s economic future, and this author does not have all the
answers. However, a few guidelines could improve prospects for the next several decades, including:

e Strengthen human resources by investing more in education, health care, child nutrition, rural
water supply and sanitation. The last two generations of Timor-Leste’s children have been
challenged by war, destruction and reconstruction; the next ones need to be better prepared for
the future.

e Improve agricultural production and processing, with the goal of nourishing the citizenry,
providing employment and reducing imports. Timor-Leste is primarily an agricultural country
and rarely uses expensive and often toxic pesticides, hybrids, GMOs and chemical fertilizers.
These strengths can be maintained, even as productivity, value-added processing and distribution
are reinforced.

¢ Develop small industries to produce for local needs, such as wood and plastic furniture, candles,
food, water, juice and other simple manufactured products. Timor-Leste companies will not be
able to compete for overseas markets with highly-mechanized, large-scale or sweatshop factories,
but they can provide many things that their workers, neighbours and families buy every day.
Selected exports are also appropriate, but they should be for niche markets (such as organic
produce) rather than competing for a tiny percentage of a global commodity.

e Utilize Timor-Leste’s great tourism potential, but don’t try to compete with luxury resorts in Bali
for high-end tourists. Preserve the country’s attractions — nature, history, environment, culture —
while upgrading tourism infrastructure to enhance the experience of those visiting the country.

15 The legality of the unauthorized transfer from the Petroleum Fund in May 2018 is debatable, but it was not
challenged in court.
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* Use money effectively, avoiding waste and corruption and obtaining maximum value for each
dollar spent. Timor-Leste’s petroleum wealth belongs equally to every citizen, not
disproportionately to those who are linked to people in power.

e Carefully analyze spending on major infrastructure projects, ensuring that the benefits to the
public are greater than the costs and risks. Be wary of exploitation by foreign companies or
special interests, especially when public funds subsidize a project. Invest the country’s limited
finite wealth in sectors and projects which will produce social and economic returns. Don’t
borrow money or enter into ‘partnerships’ which impose obligations on future governments or
generations after the oil is used up.

* Plan for the longer-term future, not just for one electoral cycle. Although the inter-generational
right to non-renewable wealth was a fundamental principle in creating the Petroleum Fund in
2005, it has largely been forgotten. Planning is more than promoting a vision — it includes
analysing the costs, economic viability, public investment, timetable, preconditions, social and
environmental impacts, alternatives, suppliers, customers, beneficiaries, possible scenarios and
return of every project.

e Listen to the people. Unfortunately, foreign occupiers rejected consultation (asking people what
they need and want) in favour of socialization (telling people what the state is going to do to/for
them). People should be empowered to provide for their own needs and those of their
communities, rather than waiting for the state or outside generosity.

None of this will be easy, but all of it is possible and necessary. It is the next phase of the struggle for
independence.



Scheiner: After the oil runs dry: Timor-Leste economics and government finances. May 2019  Page 27

References
Many documents are referenced on both La’o Hamutuk and official websites, as the latter don’t always
work or endure. All were accessed in September 2018.

ACIL Allen Consulting (2016). ‘Tasi Mane Project: Potential implications for the economy of Timor-Leste’ report
to TimorGAP. www.laohamutuk.org/Oil/Sunrise/2018/ACIL Tasi Mane Study Final Report 20160830.pdf

ANPM (Autoridade Nacional do Petréleo e Minerais; National Petroleum and Minerals Authority) (2018). Annual
Report for 2017. Error! Hyperlink reference not valid.
www.laohamutuk.org/Qil/PetRegime/ANP2014/ANPMAR?2017en.pdf or www.anpm.tl/wp-
content/uploads/2018/07/Annual-Report-2017-ENGLISH.pdf

ANPM (2018a). Interactive map of Timor Sea contract areas. web.anpm.tl/webs/anptlweb.nsf/pgl.afackMap

ANPM (2019). JPDA production and revenue data. webO1.anpm.tl/webs/anptlweb.nsf/pgl.afackDataGasListHTML
and www.anpm.tl/publish-what-you-pay/

Bovensiepen, J. (2016). ‘Visions of prosperity and conspiracy in Timor-Leste’, Focaal—Journal of Global and
Historical Anthropology 75 (2016): 75-88.

CBTL (2019). Petroleum Fund annual, quarterly and monthly reports. Dili: CBTL.
www.bancocentral.tl/en/go/publications-key-report-petroleum-fund-report

CBTL (Central Bank of Timor-Leste) (2019a). Balance of Payments 2006-2018. Dili: CBTL.
www.bancocentral.tl/uploads/portfolio/ficheiros/1552883487 6967 Last review for BOP.xlIsx

da Silva, G. (2016). ANPM presentation to Petroleum Fund Consultative Council Conference, 27 October 2016.
www.laohamutuk.org/econ/OGE17/docs/ ANPMKKFPOct2016.pdf

EIA (U.S. Energy Information Administration) (2018). Annual Energy Outlook 2018: With Projections to 2050.
Also see associated statistical tables. Washington, DC: EIA. www.eia.gov/forecasts/aeo/

EIA (2018a). Short-Term Energy Outlook August 2018. Washington, DC: EIA. www.eia.gov/outlooks/steo/

GDS (Timor-Leste General Directorate of Statistics) (2013). Household Income and Expenditure Survey 2011, Dili:
RDTL.
www.statistics.gov.tl/wp-content/uploads/2013/12/HIES2011_Report_20-_20Final.pdf or
www.laohamutuk.org/DVD/DGS/HIES2011Apr2013en.pdf

GDS (2015). Timor-Leste Labour Force Survey 2013. Dili: RDTL.
www.statistics.gov.tl/wp-content/uploads/2015/04/LES 2013 ENGLISH VERSION.pdf or
www.laohamutuk.org/DVD/DGS/LFS2013en.pdf

GDS (2016). Poverty in Timor-Leste 2014. Dili: RDTL.
www.mof.gov.tl/wp-content/uploads/2016/09/012 TL. REPORT_ RO1.pdf or
www.laohamutuk.org/DVD/DGS/SLS2014/PovertyReport2014-Sep2016en.pdf

GDS (2017). Timor-Leste National Accounts 2010-2016. Dili: RDTL.
www.statistics.gov.tl/wp-content/uploads/2018/01/01 TL-NA-2000-2016_Publication 180215 1012.pdf or
www.laohamutuk.org/DVD/DGS/NA2016.pdf

GDS (2017a). Timor-Leste 2015 Census. Dili: RDTL.
www.statistics.gov.tl/category/publications/census-publications/2015-census-publications/ or

www.laohamutuk.org/DVD/DVDIndexEn.htm#census15

GDS (2018). Consumer Price Index reports. Dili: RDTL.
www.statistics.gov.tl/category/survey-indicators/consumer-price-index/?lang=en

GDS (2018b). Business Activity Survey of Timor-Leste 2016. Dili: RDTL.
www.statistics.gov.tl/wp-content/uploads/2018/01/BAS-2016-publication-Versaun-Inglesh1.pdf or
www.laohamutuk.org/DVD/DGS/BAS2016en.pdf

GDS (2018c) Demographic and Health Survey 2016. Dili: RDTL.
www.dhsprogram.com/publications/publication-FR329-DHS-Final-Reports.cfm or
www.laohamutuk.org/DVD/2018/DHS2016.pdf

GDS (2018d). Quarterly Statistical Indicators. Dili: RDTL.
www.statistics.gov.tl/category/survey-indicators/quarterly-statistical-indicators/ or
www.laohamutuk.org/DVD//DVDIndexEn.htm#QSI




Scheiner: After the oil runs dry: Timor-Leste economics and government finances. May 2019  Page 28

GDS (2019). External Trade Statistics, Monthly and Annual Reports. Dili: RDTL.
www.statistics.gov.tl/category/survey-indicators/external-trade-statistics/?lang=en or
www.laohamutuk.org/DVD/DVDIndexEn.htm#gov

GDS (2019a). Timor-Leste National Accounts 2000-2017. Dili: RDTL.
www.statistics.gov.tl/wp-content/uploads/2019/04/190401-TL-NA-2000 2017-Report-to-be-
Published_Rev_20190403.pdf or www.laohamutuk.org/DVD/DGS/NatlAccts2017Apr2019en.pdf

GDS (2019b). Business Activity Survey of Timor-Leste 2017. Dili: RDTL.
www.statistics.gov.tl/wp-content/uploads/2019/04/Publikasaun-BAS2017-English.-Rev.pdf or

www.laohamutuk.org/DVD/DGS/BAS2017en.pdf

Hamburg Port Consulting (2013). Traffic analysis for Tibar Port conducted for the International Finance
Corporation (unpublished).

International Monetary Fund (IMF) (2019). 2019 Article IV Consultation, IMF Country Report No. 19/124.
www.imf.org/en/Publications/CR/Issues/2019/05/07/Democratic-Republic-of-Timor-Leste-2019-Article-1V-
Consultation-Press-Release-Staff-Report-46874

La’o Hamutuk (2005). Public Consultation and Enactment of Timor-Leste Petroleum Fund Act.
www.laohamutuk.org/Oil/PetFund/Act/05FundActConsult.htm

La’o Hamutuk (2005a). Enactment of Timor-Leste Petroleum Regime.
www.laohamutuk.org/Oil/PetRegime/05Petrol ActPassage.htm

La’o Hamutuk (2006). Production Sharing Contracts in the Joint Petroleum Development Area.
www.laohamutuk.org/OilWeb/JPDA/JPDA %20PSCs.htm

La’o Hamutuk (2008). Sunrise LNG in Timor-Leste: Dreams, Realities and Challenges
www.laohamutuk.org/Oil/LNG/LNGReport.pdf

La’o Hamutuk (2015). 2015 General State Budget. www.laohamutuk.org/econ/OGE15/140GE15.htm

La’o Hamutuk (2015a). ‘It Takes More Than Money to Achieve Development: Lessons from and for Timor-Leste.’
laohamutuk.blogspot.com/2015/02/it-takes-more-than-money-to-achieve.html

La’o Hamutuk (2015b). ‘Timor-Leste’s Oil and Gas are Going Fast.’
www.laohamutuk.org/Oil/curse/2015/0OilGoingFast15Apr2015en.pdf

La’o Hamutuk (2015c). ‘Update: How Long Will Timor-Leste’s Petroleum Fund Last?’
www.laohamutuk.org/econ/model/OilSustain2June2015.pdf

La’o Hamutuk (2015d). ‘How Long Will the Petroleum Fund Carry Timor-Leste?’
www.laohamutuk.org/econ/model/13PFSustainability.htm

La’o Hamutuk (2015e). ‘TL’s Human Development Index dropping, but data is lacking’.
laohamutuk.blogspot.com/2015/12/tls-human-development-index-dropping.html

La’o Hamutuk (2016). 2016 General State Budget. www.laohamutuk.org/econ/OGE16/150GE16.htm

La’o Hamutuk (2016a). Environmental assessment for Betano refinery.
www.laohamutuk.org/QOil/TasiMane/Betano/EIA/16RefineryEIA .htm

La’o Hamutuk (2016b). Indicators have consequences.
laohamutuk.blogspot.com/2016/03/indicators-have-consequences.html

La’o Hamutuk (2016c). Is the Tibar container port what Timor-Leste really needs?
laohamutuk.blogspot.com/2016/06/is-tibar-container-port-what-timor.html

La’o Hamutuk (2016d). Public-Private Partnership for Tibar Port: Helping economic growth or limiting
sustainability?
www.laohamutuk.org/econ/PPP/Tibar/TibarIndexEnTe.htm

La’o Hamutuk (2016e). South Coast Petroleum Infrastructure Project.
www.laohamutuk.org/Oil/TasiMane/11TasiMane.htm

La’o Hamutuk (2016f). ‘Spinning straw into gold: Facts remain true, regardless of public relations.’
laohamutuk.blogspot.com/2016/11/spinning-straw-into-gold.html

La’o Hamutuk (2016g). The Suai Supply Base. www.laohamutuk.org/Oil/TasiMane/13SSBen.htm

La’o Hamutuk (2016h). Timor-Leste is going into debt. www.laohamutuk.org/econ/debt/12Borrowing.htm




Scheiner: After the oil runs dry: Timor-Leste economics and government finances. May 2019  Page 29

La’o Hamutuk (2016i). Timor-Leste's Private Investment Law and Policy.
www.laohamutuk.org/econ/invest/16InvestPolicy.htm

La’o Hamutuk (2017). Writing a new Mining Code for Timor-Leste
www.laohamutuk.org/Oil/Mining/17Miningl.aw.htm

La’o Hamutuk (2018). [Operation of] Timor-Leste Petroleum Fund.
www.laohamutuk.org/Oil/PetFund/05PFIndex.htm

La’o Hamutuk (2018a). 2017 and 2018 General State Budgets. www.laohamutuk.org/econ/OGE17/160GE17.htm

La’o Hamutuk (2018b). Bobby Boye: Convict, Advisor and Fraud.
www.laohamutuk.org/econ/corruption/Boye/14BoyeCase.htm

La’o Hamutuk (2018c). Information about the Treaty between Australia and Timor-Leste on Certain Maritime
Arrangements in the Timor Sea. www.laohamutuk.org/Oil/Boundary/CMATSindex.htm

La’o Hamutuk (2018d). Making the Oil Companies Pay What They Owe.
www.laohamutuk.org/Oil/tax/10BackTaxes.htm

La’o Hamutuk (2018e). Petroleum Production Sharing Contracts. www.laohamutuk.org/Oil/PSCs/10PSCs.htm

La’o Hamutuk (2018f). Extractive Industry Transparency Initiative (EITI) in Timor-Leste.
www.laohamutuk.org/Oil/EITI/10EITTindex.htm

La’o Hamutuk (2018g). Submission to Parliament on the proposed State Budget for 2018
www.laohamutuk.org/econ/OGE18/L HSubPNOJE2018en.pdf

La’o Hamutuk (2018h). Buying part of Greater Sunrise from ConocoPhillips: What does it mean for Timor-Leste
and the Pipeline? laohamutuk.blogspot.com/2018/10/buying-part-of-greater-sunrise-from.html

La'o Hamutuk (2018i). 2019 General State Budget. www.laohamutuk.org/econ/OGE19/180GE19.htm

La'o Hamutuk (2018j). The National Curriculum for Preschool and Primary Education.
www.laohamutuk.org/educ/18CurriculumEn.htm

La’o Hamutuk (2019). Timor-Leste buys into the Sunrise Oil and Gas Project.
www.laohamutuk.org/Oil/Sunrise/18SunriseBuyout.htm

La’o Hamutuk (2019a). Compulsory Conciliation leads to a Maritime Boundary Treaty.
www.laohamutuk.org/QOil/Boundary/18Concil Treaty.htm

La’o Hamutuk (2019b). The CAFE Project / Portuguese Language Reference Schools.
www.laohamutuk.org/educ/CAFE/18CafeTeEn.htm

McGrath, K. (2017). Crossing the Line: Australia’s Secret History in the Timor Sea. Carlton, Vic, Australia:
Redback Quarterly.

MoF (Ministry of Finance, RDTL) (2012). State Budget documents for the 2012 rectification budget.
www.laohamutuk.org/econ/OR12/120R2012.htm#docs

MoF (2015). State Budget documents for 2015. www.laohamutuk.org/econ/OGE15/140GE15.htm#docs
MoF (2016). State Budget documents for 2016. www.laohamutuk.org/econ/OGE16/150GE16.htm#docs
MoF (2017). State Budget documents for 2017. www.laohamutuk.org/econ/OGE17/160GE17.htm#docs
MoF (2018). State Budget documents for 2018. www.laohamutuk.org/econ/OGE17/160GE17.htm#docs

MoF (2018a). Budget Transparency Portal. www.budgettransparency.gov.tl/public/index?&lang=en

MoF (2019). eProcurement Portal. www.eprocurement.gov.tl/public/indexeprtl ?&lang=en

MoF (2019a). State Budget documents for 2019. www.laohamutuk.org/econ/OGE19/180GE19.htm#docs

Monteiro, F. (2016). TimorGAP presentation to Petroleum Fund Consultative Council Conference, 27 October.
www.laohamutuk.org/econ/OGE17/docs/TimorGAPKKFPOct2016.pdf

RDTL (Repiiblica Democrdtica de Timor-Leste; Democratic Republic of Timor-Leste) (2011). Timor-Leste
Strategic Development Plan 2011-2030. Dili: RDTL.
timor-leste.gov.tl/wp-content/uploads/2012/02/Strategic-Development-Plan EN.pdf or
www.laohamutuk.org/econ/SDP/2011/Timor-Leste-Strategic-Plan-2011-20301.pdf




Scheiner: After the oil runs dry: Timor-Leste economics and government finances. May 2019  Page 30

RDTL (2018). Program of the Eighth Constitutional Government. Dili: RDTL.
timor-leste.gov.tl/wp-content/uploads/2018/10/VIII-GOVERNO-CONSTITUCIONAL-

FINAL Programa ENG.pdf or www.lachamutuk.org/misc/gov8/VIIIGovtProgramEn.pdf

Rigzone (2015). 5-Feb-2015. Timor-Leste Reviews Investment Rules, Plans New Bid Round.
www.laohamutuk.org/Oil/curse/2015/RigzoneBid5Feb2015.pdf

Santos (2019). Quarterly, Annual and Reserve reports for 2003-2018.
www.santos.com/share-price-performance/company-reporting/

Scheiner, C. (2011). Timor-Leste Must Win Independence from Petroleum. Presentation at launch of UNDP 2011
Human Development Report. www.laohamutuk.org/econ/HDI10/1 INHDREn.htm

Scheiner, C. (2014). How Long Will the Petroleum Fund Carry Timor-Leste? In Understanding Timor-Leste:
Proceedings of the 2013 Timor-Leste Studies Association conference. tstudies.org/tlsa_confpro2013.html or
www.laohamutuk.org/econ/model/ScheinerPetrolFund 1 7Feb2014en.pdf with additional information at
www.laohamutuk.org/econ/model/13PFSustainability.htm

Scheiner, C. (2015). Can the Petroleum Fund Exorcise the Resource Curse from Timor-Leste? in A New Era?
Timor-Leste after the UN. Canberra: ANU Press.
www.laohamutuk.org/econ/exor/ScheinerFundExorciseCurseJun2015en.pdf

Scheiner, C. (2017). As Bayu-Undan dries up: Challenges and Opportunities in New Research on Timor-Leste. Dili:
Timor-Leste Studies Association. www.laohamutuk.org/misc/TLSA2017/ScheinerTLSABayuDriesEn.pdf

Strating, R. (2017). JSCOT Hearing 14/03/2017 CMATS, Response to questions on notice. Canberra: Australian
Parliament.
www.aph.gov.au/DocumentStore.ashx ?id=1b759¢23-2085-4092-b393-d8a4d919e23c&subld=508997 or
www.laohamutuk.org/Oil/Boundary/JSCT/2017/Sub29Strating Answers.pdf

Timor Agora (2017). Ekonomia TL iha ‘Ameasas’ Boot, Tinan 20 Tan Bele Monu ba Ema Estranjeirus, Dili: Jornél
Nasiondl. 28 January 2017. timoragora.blogspot.com/2017/01/ekonomia-tl-iha-ameasas-boot-tinan-20.html

TimorGAP, E.P. (2018). Annual Report 2017.
timorgap.com/databases/website.nsf/vwAllINew2/Annual %20Reports or
www.laohamutuk.org/Oil/TimorGAP/TGAR2017en.pdf

United Nations Development Program (UNDP) (2018), 2018 Statistical Update.
hdr.undp.org/en/2018-update

UNDP (2018a). Timor-Leste National Human Development Report: Planning the Opportunities for a Youthful
Population. www.tl.undp.org/content/timor_leste/en/home/library/poverty/TLNHDR2018.html

World Bank (2019). World Development Indicators. Washington, DC: World Bank.
databank.worldbank.org/data/reports.aspx ?source=world-development-indicators

WHO (World Health Organization) (2018). Global Health Observatory on Child Stunting.
apps.who.int/gho/data/node.sdg.2-2-viz-1?lang=en

WHO (2018a). Global Health Observatory on Health expenditure.
apps.who.int/gho/data/view.main. HEALTHEXPRATIOTLS ?lang=en

YCharts (2017). Japan Liquefied Natural Gas Import Price Chart, accessed 28 March 2017.
ycharts.com/indicators/japan_liquefied natural gas import price/chart/




