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Key conditions and 
challenges 
 
Fiscal policy remains the key driver of 
economic activity, but its inability to ease 
structural constraints has led to a steady 
growth deceleration since 2008. Public 
spending levels have been among the 
highest in the world, averaging 86 percent 
of GDP in 2008-2020. However, production 
has struggled to absorb additional de-
mand, which has mainly leaked into im-
ports. Private investment is also low, at 
about 4 percent of GDP. Given the very 
large fiscal deficits and the finite nature of 
petroleum resources, it is vital to secure 
fiscal sustainability to avoid an agonising 
fiscal adjustment with damaging socio-
economic consequences. Large trade defi-
cits have also been financed by withdraw-
als from the Petroleum Fund – through 
divestments in foreign assets – but external 
balances will be in jeopardy when the Pe-
troleum Fund is exhausted. A more fa-
vourable growth outlook will require 
better (rather than more) public spending, 
and the adoption of critical reforms to 
boost productivity and competitiveness.  
Intermittent political uncertainty in 2017-
2020 and the COVID-19 pandemic have 
undermined recent economic performance 
– producing three recessions in the past 
four years. The country has been experi-
encing a second (and larger) wave of 
COVID-19 cases since December 2020. The 
Government has subsequently approved a 
set of pragmatic containment measures – 

such as border closures, compulsory use of 
face masks in public spaces, and limits on 
public gatherings. However, potential evi-
dence of community transmission could 
lead to stricter public health measures and 
changing individual behaviours, which 
would weaken the economic recovery. A 
swift COVID-19 vaccination effort and 
continued political stability will be crucial 
to support the economy. 
 
 

Recent developments 
 
The economy contracted by over 7 percent 
in 2020, owing to political uncertainty and 
the effects of COVID-19. Tourism-related 
activities, construction, and commerce 
were particularly affected. Exports halved, 
as travel services were hindered by interna-
tional travel restrictions. Private consump-
tion and private investment also shrank, 
notwithstanding economic measures to 
support households and businesses. 
The current account moved from a sur-
plus of 8 percent in 2019 to a deficit of 20 
percent of GDP – predominantly due to 
lower primary income. Lower prices and 
production reduced petroleum revenues, 
which are recorded as primary income in 
the balance of payments. Imports declined 
by nearly 20 percent, with services being 
particularly affected by lower domestic 
demand. Exports of travel services – the 
main export earner – declined by 64 per-
cent. Nonetheless, the trade deficit nar-
rowed due to the large weight of imports 
in total trade. Positive asset revaluations 
pushed the Petroleum Fund balance to a 
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Economic activity is expected to re-

bound by about 3 percent in 2021, bol-

stered by the second largest budget 

since independence. However, COVID-

19 will remain a key risk to the outlook 

– at least until critical vaccination lev-

els are achieved. Estimates suggest that 

poverty increased by 3 percentage 

points in 2020, despite economic relief 

measures targeting households. While 

public spending will underpin the eco-

nomic recovery in the short term, accel-

erating and sustaining growth will re-

quire deep structural reforms to support 

a more dynamic private sector.  

FIGURE 1  Timor-Leste / Real GDP growth and contributions 

to real GDP growth 

FIGURE 2  Timor-Leste / Actual and projected poverty rates 

and real GDP per capita 

Sources: Ministry of Finance & World Bank staff estimates. Sources: World Bank. Notes: see Table 2.   

Table 1 2020

Population, million 1 .3

GDP, current US$ billion 1 .6

GDP per capita, current US$ 1 21 8.1

International poverty rate ($1.9)
a 22.0

Lower middle-income poverty rate ($3.2)
a 65.9

Gini index
a 28.6

School enro llment, primary (% gross)
b 1 1 2.5

Life expectancy at birth, years
b 69.3

(a) M ost recent value (2014), 2011 PPPs.

(b) WDI for School enrollment (2019); Life expectancy (2018).

Source: WDI, M acro Poverty Outlook, and off icial data.

Notes:
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record high of $19 billion at the end of 
2020 – which is now 11 times larger than 
the size of the economy. 
Total public expenditure was 9 percent 
lower than in 2019, as spending was partly 
undermined by the lack of an approved 
budget until October. Public transfers 
were 14 percent larger, owing to direct 
support to households – such as a cash 
transfer in May and a food basket in De-
cember. However, capital spending was 
nearly 50 percent lower than in the previ-
ous year, likely due to implementation 
constraints. Domestic revenues recorded 
their lowest value since 2015, with tax 
revenue declining by 6 percent – mostly 
caused by weak economic activity. The 
fiscal deficit eased to 26 percent of GDP 
and was mainly financed by excess with-
drawals from the Petroleum Fund. 
The real exchange rate appreciated by 1.1 
percent in 2020, owing to a stronger US 
dollar – the legal tender in Timor-Leste. 
Price differentials played a minor role, as 
consumer price inflation decelerated to 0.5 
percent. Commercial credit grew by 11 
percent in 2020, as lending to individuals 
continued to expand. 
The largest economic contraction since 
independence will likely increase poverty 
levels, despite policy measures to mitigate 
the impact of COVID-19. Estimates sug-
gest that the poverty rate will increase by 

3 percentage points between 2019 and 
2020 – based on the $1.90 international 
poverty line. It is difficult to assess the 
impact of the economic recession on the 
labour market due to limited data. A small
-scale UN socio-economic survey conduct-
ed in mid-2020 suggested that 59 percent 
of household members lost their income. 
Among those who retained their income, 
55 percent reported an income reduction. 
 
 

Outlook 
 
The economy is projected to grow by 2.9 
percent in 2021, accelerating to 3.8 per-
cent in 2022. Public spending will be a 
key force behind this recovery – with a 
budget of $1.9 billion, equivalent to 
about 125 percent of GDP. In particular, 
large capital outlays and public transfers 
are expected to stimulate growth in the 
short term. Private consumption is ex-
pected to rise by 2.5 percent, as consum-
er confidence is gradually re-established. 
Imports will recover on the back of 
stronger domestic demand, but exports 
will remain subdued. The current ac-
count will persist in deficit, partly be-
cause future offshore petroleum income 
will be insufficient to cover the very 
large trade deficit. Production from the 

last field in operation – Bayu-Undan – is 
expected to cease in the next couple of 
years. Poverty levels are expected to de-
cline from 2021 onwards. 
This outlook assumes that there will be no 
community transmission of COVID-19 and 
that vaccination efforts start by mid-2021. 
However, if stricter public health measures 
are required to contain the spread of 
COVID-19, then the economic recovery 
could be weaker than projected. Political 
and environmental risks are moderate, but 
could also have significant impacts on the 
outlook. In particular, emerging tensions 
within the coalition government could un-
dermine budget implementation and agree-
ment on much-needed policy reforms. 
However, better-than-expected budget 
execution – possibly accompanied by im-
provements in the quality of spending – 
could lead to faster growth. The 2021 
budget includes some of the measures 
proposed in the Economic Recovery Plan 
(ERP), which was approved in August 
2020. The ERP seeks to respond to the 
challenges caused by the pandemic, as 
well as tackle some structural weaknesses. 
The plan is focused on agriculture, tour-
ism, housing, education, health, and social 
protection. Nonetheless, potential growth 
will remain hampered in the medium-
term, largely due to an incipient private 
sector and limited productive capabilities.  

TABLE 2  Timor-Leste / Macro poverty outlook indicators (annual percent change unless indicated otherwise) 

2018 2019 e 2020 f 2021 f 2022 f 2023 f

Real GDP growth, at constant market prices -1.1 1.8 -7.3 2.9 3.8 4.2

Private Consumption 1.7 3.6 -3.8 2.5 3.2 3.7

Government Consumption -0.3 3.2 -1.7 -1.1 1.9 1.5

Gross Fixed Capital Investment -1.5 -17.2 -46.5 39.0 21.4 14.0

Exports, Goods and Services 16.6 -17.2 -50.8 13.5 11.7 13.8

Imports, Goods and Services 2.8 -6.5 -19.1 9.7 8.6 5.6

Real GDP growth, at constant factor prices -0.6 2.1 -7.8 2.9 3.8 4.2

Agriculture 2.9 2.5 1.2 2.6 2.9 2.9

Industry 5.3 -4.7 -9.3 1.1 2.4 2.4

Services -2.7 3.6 -9.9 3.4 4.3 4.9

Inflation (Consumer Price Index) 2.2 0.9 0.5 1.6 2.1 2.5

Current Account Balance (% of GDP) -12.3 7.9 -20.0 -28.8 -36.7 -42.0

Fiscal Balance (% of GDP)a -29.1 -30.5 -25.9 -32.4 -37.3 -42.3

International poverty rate ($1.9 in 2011 PPP)b,c 24.0 24.1 27.2 26.8 26.1 25.3

Lower middle-income poverty rate ($3.2 in 2011 PPP)b,c 67.8 67.8 70.6 70.3 69.7 69.0

Source: World Bank, Poverty & Equity and M acroeconomics, Trade & Investment Global Practices.
Notes: e =  estimate, f = forecast.
NA
(a) The ESI is part o f to tal revenue, while excess withdrawals from the PF is a financing item.

(b) Calculations based on EAPPOV harmonization, using 2007-TLSLS and 2014-TLSLS.Actual data: 2014. Nowcast: 2015-2020. Forecast are from 2021 to 2023.

(c) Projection using annualized elasticity (2007-2014)   with pass-through = 1 based on GDP per capita in constant LCU. 


