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EAST TIMOR ECONOMIC UPDATE 

SUMMARY 

• The global recession is having little impact on 
East Timor.  Given limited international linkages 
via trade, investment or finance, commodity prices 
are the main transmission mechanism. 

• Stabilised rice prices will improve food security 
but lower oil prices will impact revenue and 
farmers’ incomes are adversely affected by the 
downward trend in the price of coffee. 

• After a 6 per cent contraction in 2006 due to civil 
unrest, the economy grew strongly in 2007 and 
2008 on the back of improved security and large 
increases in government spending. 

• After doubling in 2008, public expenditure is only 
expected to rise 13 per cent in 2009 reducing 
economic growth to below 8 per cent. 

• The adoption of the US dollar as the national 
currency has kept inflation low, bar a spike in 
2007 and 2008 due to high food prices. 

• While falling oil prices have reduced revenue, the 
size of receipts keeps the budget in surplus 
(178 per cent of GDP) and has allowed government 
expenditure to continue to rise. 

• The Petroleum Fund, established in 2005, 
receives all oil revenue and is currently worth 
US$4.8 billion (841 per cent of non-oil GDP).  The 
Fund currently invests in US Treasury bonds 
leaving it untouched by recent equity market falls.  

• In 2009, for the first time, the government will 
withdraw more than the estimated sustainable 
amount from the Petroleum Fund.  Transfers are 
unlikely to return to sustainable levels until 2012. 

• The current UN operation, which began in 2006, 
continues to have important spill over benefits for 
the economy through its expenditure. 

• A fall in real non-oil GDP per capita between 2001 
and 2007 saw poverty incidence increase to 
50 per cent of the population.  Recent economic 
growth should have decreased this number. 
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OVERVIEW OF THE ECONOMY1 

East Timor’s oil and gas sector (see Box 1) 
dwarfs the rest of the economy.  Because of this, 
and because the sector is offshore and thus has 
very few spill over benefits (outside of 
government revenue), all measures of the 
economy used in this paper exclude the oil and 
gas sector. And all, except the pie chart (right), 
exclude UN activities. 

Agriculture and government activities dominate 
the East Timorese economy. 

Agriculture 

Agriculture accounts for over a quarter of output2 and approximately 85 per cent of employment.3  
The majority of rural households rely on subsistence farming of corn, cassava and other root crops.  
Some farmers specialise in rice.  Fruit, particularly bananas, and beans are also important 
agricultural outputs.   

About 30 per cent of agriculture activity is 
commercial, much of this focused on coffee. 

Rainfall and its distribution significantly 
impacts agricultural production.  For example, 
drought and an outbreak of locusts in 2007 cut 
output 25-30 per cent compared to the average 
of the previous few years.4 

Current food production is not sufficient to meet 
the needs of the population and significant 
quantities of rice are imported.  A FAO/WFP 
mission in 2007 estimated 30 per cent of the 
population are unable to meet basic dietary 
needs for at least 2 months each year.5 

Government and UN operations 

The East Timor government and UN operations account for 45 per cent of GDP.  The government 
receives substantial revenue from oil and gas production – over the last four years it has averaged 
$1.3 billion (270 per cent of GDP) annually.  This revenue is placed in the Petroleum Fund (see 
Box 2) from which the government is expected to take a sustainable amount to fund its Budget.  A 
tiny portion of expenditure is funded by domestic taxation.   

                                                 
1 All dollar figures are US dollars. 
2 IMF Art IV 
3 ADB ADO 2009 
4 FAO/WFP 
5 ABD ADO 2009 
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BOX 1: THE OIL AND GAS SECTOR 

All current oil and gas activity takes place in the Timor Sea in an area shared with Australia called 
the Joint Petroleum Development Area (JPDA).  A 2003 agreement allocates 90 per cent of the tax 
and royalty revenues from petroleum production in the JPDA to East Timor; Australia receives the 
remaining 10 per cent.   

Bayu-Undan, currently the only operational field in the JPDA, began producing oil in April 2004 
and LNG in February 2006.  The LNG is processed in Darwin and sold to Japanese companies 
Tokyo Electric and Tokyo Gas.  Production is forecast to have peaked in 2008 and will gradually 
decline before ceasing in 2022.  Revenue is forecast to average $600 million over the remaining life 
of the project. 

The Kitan oil field has recently been approved for development and the East Timor government 
expects it to come on stream in 2010.6  The lead developer, Italian energy firm ENI, estimates the 
field has 30-40 million barrels of oil, 5 per cent of the size of Bayu-Undan. 

The Greater Sunrise gas field could commence production around 2013.  20 per cent of the field 
falls within the JPDA.  In January 2006, Australia and East Timor signed the Treaty on Certain 
Maritime Arrangements in the Timor Sea (CMATS Treaty), splitting equally the revenue 
(potentially $30 billion) from this area. 

 

 
While there have been problems with execution, expenditure has risen steeply in recent years.  The 
2009 Budget forecasts government spending equivalent to 114 per cent of GDP.  Over the last four 
years expenditure has focused on goods and services (50 per cent), capital expenditure (20 per cent) 
and salaries (16 per cent).  Transfer payments (14 per cent) have been used to calm civil unrest and 
encourage internally displaced people to return home.  A significant portion of government 

                                                 
6 2009 Budget, p119. 
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expenditure is dedicated to imported goods, thus muting its effect on GDP growth (outside of the 
productivity increases it generates). 

The UN mission has an annual budget around half that of the Government.7  While its activities are 
not normally included in measures of GDP, the presence of 1,500 uniformed personnel and more 
than 1,350 civilian staff has important spill-over benefits for the economy through its expenditure. 

The public sector and development agencies account for 7.5 per cent of employment.  (With 
agriculture employing 85 per cent of the workforce, wholesale and retail trade and other sectors are 
responsible for the rest.) 

External position 

Thanks to the oil and gas sector, East Timor maintains a strong external balance.  The current 
account balance has averaged above 200 per cent annually over the last four years.  The non-oil 
merchandise trade deficit, however, continues to widen as government expenditure increases.  Even 
after significant growth in the production of coffee (the vast majority of non-oil exports) in 2008, 
non-oil merchandise exports totalled just 2 per cent of GDP.  Imports were equivalent to 18 per cent 
of GDP. 

Currency 

The US dollar was adopted as the official currency in January 2000.  Small denomination Timorese 
coins were introduced in November 2003 to encourage greater monetisation of the economy. 

The US dollar has served East Timor well.  Its adoption has avoided the problems of currency 
convertibility and monetary instability and has allowed the Petroleum Fund, which invests primarily 
in US bonds, to be protected from currency risk.   

While it has removed a substantial public policy lever, significant fiscal policy freedom and an 
undeveloped financial sector mean this loss has had no significant cost.  With no independent 
monetary policy, domestic inflation is largely determined by inflation rates in trading partners.   

ECONOMIC HISTORY (POLITICAL HISTORY AT ATTACHMENT A) 

Violence and the scorched earth policy undertaken by opponents to independence after the vote in 
1999 caused economic activity to contract by more than 35 per cent and around 175,000 people to 
flee East Timor.8  Population levels did not return to pre-independence levels until 2002.9  Growth 
rebounded in 2000 and 2001 but it took until 2007 for economic output to return to pre-1999 levels. 

Strong growth in 2000 and 2001, supported by the spill-over effects of the UN intervention, 
returned the economy to about 90 per cent of pre-independence levels.  2002 and 2003 saw sluggish 
growth as the economy struggled with the reduction of UN personnel, the slowing of reconstruction 
efforts and the impact of substantial flooding on agricultural output. 

                                                 
7 ADB 2008 ADO 
8 ADB, Key Indicators for Asia and the Pacific, 2008.  World Bank – ‘An estimated 75 per cent of the population was 
displaced and nearly 70 per cent of all buildings, homes, schools etc were destroyed…’ 
9 Ibid. and WHO report ‘The independence of East Timor in August 1999 led to an influx of 290,000 refugees into West 
Timor’ and Wikipedia – ‘300,000 forcibly pushed into West Timor as refugees’ 
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Economic growth picked up over 2004 and 2005 as agricultural output increased, thanks to better 
weather and continued rehabilitation of the sector, and bank lending expanded.  Increased 
government expenditure was also important as revenue from oil and gas production began to flow. 

BOX 2: THE PETROLEUM FUND 

The introduction of large-scale oil production in 2004 resulted in significant revenue increases for 
the East Timor government.  Originally revenue from Timor Sea production was placed in the First 
Tranche Petroleum account (the ‘Timor Gap’ account) held at the East Timor Banking and 
Payments Authority (BPA), and in consolidated revenue. 

The Petroleum Fund was established in August 2005 to improve management and investment of oil 
and gas revenue.10  Managed by the BPA, its current custodian is the investment bank J. P. Morgan 
(which replaced the Federal Reserve Bank of New York in June 2008).11  Royalties and tax revenue 
from the oil and gas sector are automatically placed in the Fund.  At the end of March 2009 the 
Fund was worth $4.75 billion. 

All investments are currently made in AAA-rated US government debt instruments (although 
legally 10 per cent of the fund may be invested in equities).  The average annual rate of return on 
funds invested (5.6 per cent) has not been enough to maintain the domestic purchasing power of the 
Fund (annual domestic inflation averaged 6.3 per cent over the same period).  This has caused some 
to call for investment diversification but a lack of political consensus has hampered any moves in 
this direction.  The safety of the Fund’s 
investments, however, has seen it outperform 
other sovereign wealth funds (SWF) recently.  
While Norway’s SWF lost 23 per cent of its value 
in 2008 and Singapore’s 31 per cent, the 
Petroleum Fund doubled in size.  

In the absence of extenuating circumstances, the 
government is unable to withdraw more that the 
Estimated Sustainable Income (ESI) annually 
from the Fund.  The ESI is designed to ensure a 
constant steam of revenue from the Fund in 
perpetuity and is set at 3 per cent of petroleum 
wealth (ie the balance of the Fund plus the net 
present value of future petroleum revenue).  If the 
government wishes to withdraw more than the 
ESI it must provide a ‘detailed explanation to 
parliament of why it is in the long-term interests 
of East Timor’.12  This explanation can be challenged in court.  

In 2007, the Peterson Institute for International Economics ranked the Petroleum Fund third (out of 
32) on its list of SWFs, finding that the Fund had excellent structure, governance, and transparency 
and accountability.13 

 
                                                 
10 First quarterly report, 30 September 2005. 
11 The First Tranche Petroleum account (the “Timor Gap” account) combined with $125 million from consolidated 
revenue provided the Petroleum Fund with an opening balance of $205 million. 
12 East Timor Petroleum Fund Law, Law No. 9 /2005 
13 http://www.iie.com/research/topics/hottopic.cfm?HotTopicID=11  
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The civil strife of 2006 caused a significant economic contraction.  Public investment projects were 
suspended, commercial activity heavily restricted and agricultural output fell.  Coffee production 
was hit particularly hard as violence peaked at harvest time.  Capital fled and banks, which were 
forced to close for a time, experienced a spike in loan defaults. 

The economy rebounded in 2007 as international security forces underpinned law and order and 
provided demand stimulus.  Government and donor spending, which increased by more than 50 per 
cent over 2006, helped push economic growth to above 8 per cent.  Agriculture fared poorly 
however, due to a shortage of seeds, locust infestations and poor weather.  The sector contracted 
6 per cent causing a significant food deficit in many rural areas.  Up to 30 per cent of the population 
received some support from the World Food Program. 

Agricultural production recovered in 2008 and with the continued presence of the United Nations 
Integrated Mission in Timor-Leste and a 90 per cent increase in combined government and donor 
spending, GDP growth exceeded 12 per cent.  High commodity prices were a mixed blessing.  
Record high oil prices helped more than double the value of petroleum fund ($4.2 billion at the end 
of 2008) but high food prices added significant pressure to those already struggling to meet their 
nutritional needs.  The government responded by increasing rice subsidies, through the 
establishment of an ‘Economic Stabilization Fund’.  While $240 million was originally set aside for 
the Fund, only $54 million was spent on rice imports in 2008.14  Significant government 
expenditure on transfer payments ($85 million) also aided stability and boosted consumption. 
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THE EFFECT OF THE GLOBAL RECESSION 

The global recession is having a limited impact on East Timor – given limited international linkages 
via trade, investment or finance, commodity prices are the main transmission mechanism.  

On the downside, the global recession will hit oil and gas revenue as the price of oil has fallen 
significantly.  The East Timor Ministry of Finance (MoF) estimates that every $1 change in the 
price of oil changes estimated sustainable income (ESI) and thus spending by $8.5 million annually. 

                                                 
14 World Bank - The government purchased milled rice from Thailand and Vietnam totalling around 100,000 metric 
tons.  Recent estimates show that 65,000 metric tons have been delivered, with the rest still awaiting delivery at Dili 
port, with the delays due to capacity constraints and limited storage facilities. 
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The 2009 Budget assumes an oil price of $60 and an ESI of $408 million.  The 2009 average oil 
price to date is $51 a barrel.  If oil prices average 
$60 over the next 5 years, as the World Bank is 
forecasting, one year of low oil prices will only 
reduce the ESI by about $10 million.  However if 
oil prices stabilise at $50, the ESI will fall more 
than $80 million. 

As the budgeted withdrawals from the Fund exceed 
the ESI in 2009 this is unlikely to affect the 
government’s behaviour.  An oil price of $50, 
however, particularly in conjunction with 
drawdowns above ESI, will limit future 
expenditure. 

The extent of the impact of falling oil prices has not 
yet been felt by the Petroleum Fund due to the 
lagged manner in which revenue is received.  
Revenue will be further hit this year as Bayu Uden 
production falls to a forecast 57 million barrels of oil equivalent (mboe) from 64 (mboe) in 2008. 

The price of coffee, East Timor’s main export after oil, did not spike like that of oil and rice and has 
returned to mid-2007 levels this year.  The reduction in coffee prices is likely to dampen economic 
growth as farmers’ incomes fall. 
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On the upside, rice prices have also fallen significantly (although not returning to pre-2008 levels), 
reducing import costs and food insecurity.  The fall in rice prices also reduces fiscal pressures and 
provides scope to reduce rice subsidies. 
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MACROECONOMIC OUTLOOK 

The IMF is predicting economic growth of 
7.4 per cent in 2009 (down from 12.8 per cent in 
2008).15  This fall in expected growth is primarily due 
to a fall in public expenditure growth.  Expenditure 
on a cash basis increased $320 million in 2008 while 
it is forecast to increase only $75 million in 2009.  
Donor activity is also forecast to decline 8 per cent 
and agriculture is unlikely to grow as strongly as in 
2008.  Lower coffee prices will depress exporters’ 
income. 

Inflation rose in 2007 and 2008 as food prices spiked.  
It has since moderated as commodity prices have 
weakened and the US dollar has appreciated against 
the currencies of East Timor major trading partners 
(Indonesia and Australia).   

Over the medium-term the IMF expects annual 
economic growth to stabilise around 7 per cent as the economy converges on long-term 
fundamentals (productivity and labour supply).  

FISCAL POLICY AND THE PETROLEUM FUND 

After years of struggling with budget execution, 2008 saw a large increase in government 
expenditure, nearly doubling the amount spent in 2006/07.16 
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* While the transitional 2007 Budget only covered 6 months the data has been annualised to allow comparison with 
other years.  Halfway though 2007, the fiscal year was changed from the financial year to the calendar year. 

                                                 
15 2009 IMF Art IV 
16 This section uses pre-2009 fiscal data from the MoF Budget Execution Reports.  These differ markedly from the data 
found 2009 Budget and slightly from those found in IMF Article IV reports.  Post-2009 forecasts are from the 
2009 Budget.  (It is worth noting that the East Timor Budgets are internally inconsistent.  For example, in the 2009 
Budget the figures in Table 2.2 mean that domestic revenue is US$-12 in 2008 when it is listed as US$58 elsewhere.) 
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In 2008, while every aspect of the Budget increased, wages rose 50 per cent from 2006/07 and 
spending through the Economic Stabilisation Fund (ESF) accounted for 11 per cent of expenditure.  
Transfer payments rose 400 per cent compared to the previous full Budget. 

Transfer payments take many forms.  A pension system awards $20 a month to those aged 55 or 
older.  Soldiers sacked in 2006 for striking have each received $8000 to peacefully return to their 
villages and internally displaced persons (IDPs) are eligible for up to $4500 for returning home.  

2008 Budget controversy 

The 2008 Budget underwent considerable revision throughout the year, amidst much controversy.  
Halfway through 2008, as high commodity prices boosted oil and gas revenue and doubled the price 
of rice, the government decided to increase the Budget from $347.8 million to $788.3 million.  
$686.6 million was to be withdrawn from the Petroleum Fund and $240 million spent on rice 
subsidies through the ESF.   

The revised Budget was challenged in the Constitutional Court by 16 opposition MPs on the basis 
that the government had not properly justified the withdrawal above the ESI.  The Court found 
against the government.  The second revised Budget was $601.8 million.  The government only 
managed to spend $479.9 million by years’ end, including only $53.6 on rice subsidies, and the 
drawdown from the Petroleum Fund was at the ESI level, $396 million. 

2009 Budget 

The 2009 Budget, like the first revised 2008 Budget, proposes a large increase in expenditure and a 
withdrawal from the Fund above the ESI.  Expenditure is budgeted to increase 42 per cent on 2008 
levels with wages increasing sharply by 86 per cent.  Transfer payments continue to rise, up 13 per 
cent.  Positively, capital spending is forecast to rise 134 per cent.   

Can the Budget be spent?  The Budget execution report for the first quarter of 2009 shows that the 
wages budget is on target to be met and that 80 per cent of transfer payments and capital 
expenditure are already committed.  How predictive these figures are is hard to tell, although it 
appears that significant under-expenditure is unlikely.  

Parliament has approved the withdrawal of $589 million from the Fund in 2009, well above the ESI 
of $408 million.  The average oil price for 2009 is currently $9 under the 2009 Budget estimate of 
$60.  If the second half of 2009 sees a similar average, the ESI for the year will be reduced to 
$323 million.  Any withdrawal above the ESI will reduce the size of future sustainable withdrawals.  
(Considering the successful court challenge last year to the government’s attempt to withdraw 
above the ESI, opposition MPs may return to the Constitutional Court.) 

Post-2009 

The 2009 Budget fiscal forecasts are concerning.  2010 expenditure looks similar to 2009 with an 
increase in capital expenditure covered by a fall in transfer payments (plausible as the number of 
IDPs falls).  The Budget forecasts a 33 per cent fall in capital expenditure in 2011.  In both 2010 
and 2011 despite a fall in expenditure, total revenue, including transfers from the Petroleum Fund at 
the ESI level, are only enough to cover recurrent expenditure.  The budget is forecast to balance in 
2012 thanks to a 90 per cent fall in capital expenditure. 
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Unless there are significant cuts to expenditure in 2010 and 2011, from 2009 levels and from levels 
forecast by the MoF, it is likely the government will withdraw from the Petroleum Fund above the 
ESI both years.   

If expenditure continues to grow at 42 per cent, as it did in 2009, the value of the Petroleum Fund 
would be wiped out in less than 7 years.  While this is not plausible (as it would lead to East Timor 
having a budget greater than $23 billion in 10 years) other, more realistic scenarios are troubling.  
An increase in expenditure of 15 per cent annually over the next 10 years (which would lead to a 
$2 billion budget in 2019, about the size of PNG’s 2009 Budget) would leave future generations 
with an ESI level of only $35 million. 

That is, unless new major oilfields come on stream.  It may be that the government has already 
factored this possibility into their expenditure decisions.  The Prime Minister noted, when bringing 
down the 2009 Budget, that, ‘Kitan … should start in 2010 – this field’s revenues may soon be 
included in the calculation of Petroleum Wealth, thereby increasing even more the estimate balance 
of the Petroleum Fund.’17  Kitan is only about 5 per cent the size of Bayu-Undan. 

The Greater Sunrise project is larger than Kitan and could potentially generate income of a 
magnitude close to that remaining from Bayu-Undan.  A final investment decision on the project is 
expected by year’s end although significant revenue would take almost a decade to materialise.18 

OTHER AREAS OF POLICY 

Poverty, food and demographics 

Poverty is widespread in East Timor.  The country ranks 158 out of 179 countries on the 
Human Development Index.  Infant mortality is high – 8 per cent of infants die before age one, 
significantly more than in PNG (6.5 per cent), Solomon Islands (6.0 per cent) and Australia 
(0.5 per cent). 

                                                 
17 2009 Budget, p.13 
18 IMF 2009Article IV  
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Poverty increased in East Timor between the 
country’s two Living Standards Surveys (LSS) in 
2001 and 2007.  In 2001, 36 per cent of the 
population were unable to attain 2100 calories per 
day19 and some basic non-food requirements.  By 
2007, this had risen to 50 per cent.  One-third of the 
population lives in extreme poverty (defined as at or 
below the income to attain just the basic calorie 
requirement).  The increase in poverty was not due to 
increased inequality (in fact it fell) but reflects a 
general decline in consumption across the whole 
population as real non-oil GDP per capita stagnated.  
The 2007 LLS also found that 49 per cent of children 
under 5 are underweight (15 per cent severely) 
indicating serious food insecurity.   

While strong economic growth is likely to have 
reduced poverty since 2007, widespread food 
insecurity continues due to low crop yields, lack of income, drought and underdeveloped markets.  
The impact of the government’s rice subsidy on food insecurity is unclear.  The subsidy is also 
regressive – the 2007 LLS found that rice purchases increase as income increases so that, for 
example, the 10 richest per cent of the population buy 147 per cent more rice than the poorest 10 
per cent.  Sustainable food security is only obtainable with improved agricultural productivity, 
better infrastructure and the removal of barriers to investment. 

A high population growth rate puts upward pressure on poverty and increases the possibility of civil 
unrest.  The population growth rate is estimated at around 4 per cent with a fertility rate of 8 births 
per woman.20  As a result, the country has a significant youth bulge – the median age is 15 and 
34 per cent of the population is in the 12-29 age group.  The UN forecasts East Timor’s population 
will more than triple between 2000-2050 to 3.2 million. 

Governance and business environment 

Despite strong economic growth in recent years, the private sector environment in East Timor 
remains poor.  Unemployment is high and an estimated 15,000-16,000 young people enter the 
labour market each year to fill about 500 jobs in the formal sector.21 

The country is ranked 170 out of 181 economies on the World Bank’s Ease of Doing Business 
rankings, well behind other nations in the region like Cambodia (135), Indonesia (129), 
Papua New Guinea (95) and Fiji (39).  The World Economic Forum’s Global Competitiveness 
Index returns a similar finding – East Timor is ranked 129 out of 131.  Contact enforcement, access 
to credit and ability to register property in particular are areas in need of reform. 

The Worldwide Governance Indicators (WGI) report, which aggregates hundreds of different 
governance indicators, also finds the East Timor regulatory environment lacking.  On other 
indicators East Timor performs better, with above average voice and accountability arrangements.  
Control of corruption and rule of law, on the other hand, have fallen in recent years. 

                                                 
19 The level required for a required for a normal, healthy life. 
20 World Bank 
21 World Bank 
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ATTACHMENT A 

A BRIEF HISTORY OF EAST TIMOR 

In August 1999 a significant majority (78.5 per cent) of East Timorese voted for independence from 
Indonesia.  Violence by Indonesian military backed Timorese militias led to the deployment of the 
Australian-led peacekeeping force (INTERFET).  After approximately two and a half years under 
the authority of the UN Transitional Administration in East Timor (UNTAET), East Timor became 
a fully independent parliamentary democracy in May 2002.  Mari Alkatiri, FRETILIN's Secretary 
General, was elected Prime Minister and Xanana Gusmao President.  The presidency is a mostly 
ceremonial position, with executive power concentrated in the office of the Prime Minister. 

The UN presence in the country wound down in 2005-2006.  The country’s institutions remained 
underdeveloped, however, and when 400 military personnel (from a total military strength of 1,400) 
were dismissed after complaining about discrimination, violence ensued.  Deadly clashes among the 
East Timor Defence Force (F-FDTL), dissident military forces, civilians, and some police took 
place in May 2006 and civil order collapsed.  Mob and gang violence took over the capital Dili, 
resulting in further deaths and widespread destruction of property.  The unrest forced around than 
150,000 people from their homes. 

The collapse of civil order forced the East Timor government to request international security forces 
and led to the resignation of Prime Minister Alkatiri in June.  Jose Ramos-Horta – the Foreign and 
Defence Minister in the Alkatiri government – became Prime Minister.   

In August, the UN Security Council passed Resolution 1704, creating the United Nations Integrated 
Mission in Timor-Leste (UNMIT).  UNMIT’s mandate was to assist in restoring stability, 
rebuilding the institutions comprising the security sector and assist with the 2007 elections.  
UNMIT also has a policing component of about 1,500 foreign police personnel.  The UN Security 
Council extended UNMIT's mandate for one year in February 2007, February 2008 and again in 
February 2009. 

Ramos-Horta won the presidential election and after no party received a majority in the 
parliamentary elections, Ramos-Horta asked Xanana Gusmao, the leader of a coalition with a 
majority of the seats in the parliament (the Alliance with a Parliamentary Majority or AMP), to 
form a government.  The appointment of the AMP government sparked violent protests in the east 
of the country by supporters of Fretelin which claimed a right to govern as the party with the most 
votes polled, though lacking partners to form a majority coalition. 

On the whole, however, the transition was peaceful and the AMP government has made progress 
assisting IDPs, reducing the number displaced to 100,000.  The government also succeeded in 
resolving the grievances of the military petitioners.  Accepting monetary compensation, they closed 
their encampment in Dili and returned to their homes. 

On 11 February 2008, followers of former military police commander and fugitive Alfredo Reinado 
attacked President Ramos-Horta.  Reinado was killed in the ensuing battle and Ramos-Horta 
sustained gunshot injuries.  Prime Minister Gusmao was attacked separately on the same day, 
escaping unharmed.  After temporary state of emergency measures, including a curfew and 
increased powers for the security forces, conditions stabilised and Reinado’s followers surrendered 
to authorities.  President Ramos-Horta returned from treatment in Australia in April. 

The President and members of Parliament serve 5 year terms.  The next election is scheduled for 
2012. 
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