
20 6 A ti
Ou

IV Con ation
ach S m-nar

2/11/2016

IMF Timor-leste Team
Oili, Timor-Leste

February 11, 2016

Outline

• World Economic Outlook
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• Cross-cutting Issues

Financial Inclusion

Economic Diversification
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Su d ed de and, diminis ed prospects
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Growth 2015

Acceleration

Minor change

Deceleration

Future growth downgraded

• Acceleration

Minor change

Deceleration
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Global isks and Spillovers
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Sharp growth slowdown In China:

o Insufficient progress with reforms leads to a continued buildup of vulnerabilities

o Sharp slowdown in 2016-17

Sharper-than-expeeted global growth slowdown:

o Significant slowdown In other large EMs/frontier economies

o Structurally weak growth in key advanced and emerging economies

",Tighter or more volatile global financial conditions:

o Sharp asset price decline and decompression of credit spreads

o Surge in the US dollar

,.A sudden rise in global risk aversion could generate a broader contagion effects

...An escalation of ongoing geopolitical tensions affecting confidence and disrupting global
trade, financial, and tourism flows
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Policy Recommendations
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Rol of h IMF

Support members facing a changing world
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c Develop en and Out 00

• Stable non-oil GDP growth

• low inflationary pressure

• Fiscal and external balances deteriorated due
to falling oil prices

• Petroleum Fund balance: first decline in value

• Oil prices remain low in the medium term

Crude Oil Price Assumptions
(US Dollars per Barrel)
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Policy Recommendations

• Preserve fiscal sustainability

a Scale back ambitious plan to front-load public
investment

a Rationalize recurrent spending

a Strengthen non-oil revenues

a Commit to a medium-term fiscal consolidation plan

• Maintain an appropriate balance between promoting
financial inclusion and safeguarding financial stability

• Facilitate economic diversification

a Catalyzing private sector development
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Financial Inclusion
A Multifaceted Concept

Financial inclusion:
"Access to and use of formal financial services"

Financial institution
access index
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Specific Questions We Ask

ings
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inanciallnclusion7 Growth?

~ Channels Similar to Financial Development
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Financia Inclusion: Positive but Effect on
Growth Falls at High Levels of Financial Depth

FilUlndallncluslon (F!) = ATM_ p.r 100,000 adulb
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Financial Inclusion: Positive but Effect on
Growth Falls at High Levels of Financial Depth

Marginal Effects on Growth

Financiallndu<ion IF!) = Percentage of firms not Id....tifying acclllS to !inan"e as a major "onstralnt
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Inequality in Access to Banks and
in Income Go Hand-in-Hand

Gender Gap in Bank Accounts
Coexists with Income Inequality
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Financiallnclusion~Stability?

Trade-Offs and Synergies
,!

-

Systemic
Risk

Deposi as
Stable

Funding
Basedunng

Crisis

Risk Mitigation
Tools

Financial Stability: Risks with Broadening Credit
Access Rise as Supervisory Quality Falls
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Output Stability: Risks with Broadening Credit
Access Rise as Supervisory Quality Falls
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International experience suggests:

Diversification depends on country circumstances

~ There is no one-fits-all answer

Diversifying away from oil is very difficult

Success or failure appears to depend on the
implementation of appropriate policies ahead
of the decline in oil revenues

Based on IMF (2014) "EconomIc Olve~mciltJon In GCC: Past, Present, and fllt\lre."

The case of Mauritius:
Focus on comparative advantage areas...
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Mauritius; Export Products (1970)

Source The Observator)' of Economic COmpll!Xlty, MIT.

Mauritius: Export Products (2013)

15



...and move up the product ladder
Mauritius: Export Product Space (2013)

Note: Network shows he rei. edneu between produm (See Hidalgo, Hausmann et al. (2007)).

Soure!'. The Observatory of Economic Complexity, MI1

Policies to upport diversification
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Growth with low
inflation

Lesal and regulatory
framework

Promote trade and FDI

SME's access to finance

Enhance Infrastructure

efficiency

Based on lMF (2014) "Economic Diversmcation In Gee: Past, Present. and Future"
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Landscape of imor-Leste's export prod cts

Timor-Les e: Export Products (2013)

Source: The Observatory of Economic Complexity: MIT

W at a e the comparative advantages of
Timor-Leste?

Young labor force has potential

• Invest in education and vocational training
• Exploit opportunity to work abroad and bring
capital, skill and know-how

Agriculture & tourism with branding and marketing

• Coffee, spices, candlenuts ...
• Access to market, product innovation

GOOlle Search Volume "TImor & Tourism"
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Role of the Government?

./ Enabling business environment

./ Serve as a facilitator

./ Establish an effective dialogue with the private sector
for better partnership

e.g. legal frameworks, regulatory rules,
labor training services, market access, access to
finance, and infrastructure
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