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Timor-Leste (East Timor) became a fully independent republic in May 2002 after a long period 
of conflict. Economic conditions have remained poor since this time. The economy has primarily 
been driven by the oil and gas industry as well as aid-related expenditure. With frequent civil 
unrest and limited non-oil related output, the outlook for the economy appears difficult and will 
continue to require international assistance. 

• After a very strong performance in 2007, Timor-
Leste non-oil GDP growth is expected to slow to 
4.7 per cent in 2008 (Chart 1). Decreased UN 
expenditure and the poor business environment 
are expected to contribute to reduced growth.  

– It is estimated that non-oil GDP growth rose 
16.2 per cent in 2007 driven mainly by 
increased government and donor spending. 
The drought and poor security situation 
continue to depress private-sector activity. 

• Oil production increased significantly in 2004 and 
has continued at strong growth levels, resulting in 
large fiscal surpluses.  

– The current account surplus has been rising 
due to large oil/gas taxes and royalty income 
(Chart 2).  

– Coffee exports, which usually account for 
the majority of non-oil exports, suffered 
during the 2006 civil unrest and have yet to 
fully recover. 

• The budget position is very strong (Chart 3). This 
is due to oil/gas revenue as well as improved non-
oil tax administration. 

• Civil unrest in 2006 saw the introduction of 
international forces. The violence displaced a 
large percentage of the population. As of January 
2008, there remain 100,000 internally displaced 
persons. An apparent coup attempt in February 
2008 failed. President José Ramos-Horta was 
seriously wounded but returned to work in April. 

• In the long term, economic growth needs to be 
diversified. Reform of the business environment 
(particularly the legal structure) will be required to 
facilitate this. 

       CHART 1: GDP GROWTH & INFLATION 
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Source: IMF Timor-Leste: Article IV Consultation 2008 

       CHART 2: CURRENT ACCOUNT 
BALANCE 
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Source: IMF World Economic Outlook, April 2008 

        CHART 3: BUDGET BALANCE 

-50

0

50

100

150

200

250

300

2002 2003 2004 2005 2006 2007
-50

0

50

100

150

200

250

300

Budget balance Fiscal balance

Per cent of non oil GDP

 
Source: IMF Timor-Leste: Selected Issues & Stat Appendix 2008  
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BACKGROUND NOTES 

Economic Conditions 
• Economic growth in Timor-Leste is extremely volatile and has been impacted by the existence of 

aid-related expenditure.  

– The economic recovery of 2000 and 2001 was driven by aid-related expenditure. The poor 
growth outcomes recorded in the following years was driven by the removal of aid-related 
personnel (which began in 2002) and a drought in 2003.  

– Strength in the banking industry and an improvement in agriculture (following the 2003 
drought) helped to offset the decline associated with the decrease in donor activity in 2004. 

– Prior to the 2006 civil unrest, growth was expected to be strong, driven by public 
investment and coffee exports. The disorder, which occurred for much of the year, 
hampered both private and public sector activity.  

– Improved security conditions, demand stimulus from the international stabilisation force 
and increased government expenditure saw the economy rebound strongly in 2007. 

• The pattern of production in the economy has been relatively stable although agricultural 
production contracted last year due to drought and locust infestations. In 2007, it is estimated that 
the public sector accounted for 44.5 per cent of non-oil GDP, while industry and services was 
28 per cent of non-oil GDP and agriculture, forestry and fishing was 27.5 per cent of non-oil 
GDP.  

• Inflation rose to 8.9 per cent in 2007 mainly due to domestic food shortfalls and rising global food 
prices. Due to the dollarization (the U.S. dollar is the official local currency), inflation in Timor-
Leste is also significantly influenced by the inflation rates of its trading partners. 

– The civil unrest created some inflationary pressure due to reduced agricultural production 
and strong demand for goods and services by international defence forces, particularly 
transportation and housing. High food prices are likely to keep inflation high. The IMF 
expects inflation to be 9.0 per cent in 2008. 

– Timor-Leste’s principle import sources are Indonesia, Australia and Singapore, while its 
largest export destinations are Australia, Japan and Portugal. 

• Currently much of Timor-Leste’s business sector is not internationally competitive. Wages are 
significantly higher than neighbouring countries, while productivity is low. General infrastructure 
is poor.  

– Timor-Leste ranks 168 out of 178 countries in the World Bank’s 2008 Ease of Doing 
Business report, up from 177 in 2007. 

The Oil and Gas Sector 
• Timor-Leste inherited no permanent maritime boundaries when it gained independence. An 

agreement between Australia and Timor-Leste in 2002 established a Joint Petroleum 
Development Area (JPDA) in the Timor Sea. Timor-Leste receives 90 per cent of the tax and 
royalty revenues from petroleum production in the JPDA; Australia the remaining 10 per cent. 

– Bayu-Undan, the only currently operation field in the JPDA and estimated to have reserves 
of 400 million barrels of condensate and 3.4 trillion cubic feet of gas, began producing in 
February 2004. All the project’s production will be sold to Japanese companies Tokyo 
Electric and Tokyo Gas. The first processed LNG from Bayu-Undan was shipped from  
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– Timor-Leste royalty revenues from the Bayu-Undan project are about US$900 million per 
year. Timor-Leste also receives significant company tax revenues from the field bringing 
the total revenue for 2007 to US$1,309 million. Australian royalty revenues from the Bayu-
Undan project are currently running at about US$100 million per year. 

• Only 20 per cent of the Greater Sunrise gas field, the largest petroleum resource in the Timor Sea, 
falls within the JPDA. In January 2006, the Treaty on Certain Maritime Arrangements in the 
Timor Sea (CMATS Treaty) was signed by Australia and Timor-Leste equally split the revenue 
(potentially US$20 billion) from this area.  

– The Greater Sunrise field could commence production by 2015. Joint venture partners in the 
project are Woodside, ConocoPhillips, Shell and Osaka Gas Australia.  

• The introduction of large-scale oil production in 2004 resulted 
in Timor-Leste’s oil and gas revenues rising by over 
400 per cent. The share of oil and gas reserves within total 
revenues has increased strongly to 98 per cent in 2007/08 up 
from 36 per cent in 2002/03. The government introduced the 
Petroleum Fund which is a large intergenerational investment 
fund. Royalties and interest income are automatically placed 
into the fund. Only tax revenues are available for budget 
financing.  

– The Petroleum Fund, as of March 2008 US$2.6 billion, is estimated to reach US$3.12 
billion by December 2008. Sustainable income from the fund is currently estimated to be 
$US294 million per year. 

– Every $20 change in global oil/gas prices changes estimated sustainable spending by 10–15 
percent of GDP annually. 

– Money placed into the fund is invested in US securities, primarily US Treasury bonds, and 
parliamentary approval is required to withdraw funds above the Estimated Sustainable 
Income (ESI). The ESI is equal to the interest earned by the fund, and its use aims to ensure 
a continual income stream into the future. 

– Recently, the falling US dollar and low official US interest rates have reduced returns on the 
Fund’s investments. Diversification appears a possibility with a study being undertaken into 
equity investment in Europe. 

Low-tax proposal 
• In May 2008, President Ramos-Horta argued that Timor-Leste should aim to become a tax haven 

(in the style of Hong Kong) by the end of 2008. His proposal faces opposition from the 
government of Prime Minister Xanana Gusmão and from FRETLIN, the main opposition party. 

Australia’s aid and trade relationship with Timor-Leste 
• In 2006-07, Timor-Leste ranked as Australia's 97th largest trading partner, with total merchandise 

trade valued at around A$39 million.   

• AusAID’s official development assistance to Timor-Leste in 2008-9 is estimated to be 
A$96.3 million, up from A$72.8 million in 2007-08 and $43.6 million in 2006-07.  

Social Conditions 
• With a GDP per person of less than US$350 Timor-Leste is poorer than all Pacific Island nations. 

Timor-Leste ranked 150th (of 177 countries) down 8 spots in the UN’s Human Development 
Index of 2007, ahead of Zimbabwe (151st) but below PNG (145th) and Solomon Islands (129th). 
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KEY STATISTICS 

2003 2004 2005 2006 2007 2008 2009
Real GDP $US millions 323 324 331 320 383 393 395
Real GDP % growth -6.2 0.3 2.3 -3.4 19.8 2.5 0.6
GDP per capita PPP terms 2,090 2,108 2,155 2,089 2,506 2,560 2,568
Gross Investment % of non-oil GDP 29.4 20.5 20.7 20.7 28.1 - -
CPI % increase 7.0 3.2 1.8 4.1 7.8 4.0 3.5
Current account % of GDP -21.4 14.8 61 192.2 253.3 230.5 178.1
Exports % of non-oil GDP 12.0 11.9 11.5 12.1 11.0 - -
Imports % of non-oil GDP -102.5 -95.2 -79.1 -78.9 -93.6 - -
Budget balance % of non-oil GDP 13.5 83.0 128.7 241.5 148.5 - -

Sources: IMF WEO April 2008 and IMF Selected Issues and Statistical Appendix 2008. 
Note: Shading represents IMF estimates and forecasts. 
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