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Beginning in hope

Timor-Leste restored its independence in 2002 gidat hopes for the future. The illegal Indonesian
occupiers had departed, leaving the country insguit international good will and promises of stssice,
together with a sense of national unity and thepf® commitment to build a democratic, prospenoaison,
were reasons for optimism. Furthermore, many exggkitte oil and gas reserves under the sea between
Timor-Leste and Australia to provide billions oflidos to jump-start economic development.

Many Timorese leaders, aware of what happens iemirexport-dependent countries around the world,
hoped to learn from those experiences and avoittébeurce curse’ — the set of negative econonalifigal
and social consequences that afflicts nearly aibng who rely on extractive industries.

On their first day of independence, Timor-Lesteatkthore than 10% of its oil and gas reserves tdralis,
a confidence-building measure to allow developniemiroceed. Two years later, they established areayn
wealth fund called the ‘Petroleum Fund’ to manaijard gas revenue sustainably and transparerttly. T
following year, their Petroleum Activities Law eBlizhed a visible and consistent way to contrath wil
companies, intended to avoid corruption and dieersif funds.

The petroleum market gods smiled on Timor-LesteelMindependence began in 2002, the price of oil was
around US$24/barrel. Capital costs for the oil stdpwere low, allowing the wells, pipeline and #rasian

gas liquefaction (LNG) plant which would extracdgerocess oil and gas from the largest field, Bayatan,

to be built at reasonable cost. By the time oildoiciion started in late 2005, prices had more ttarbled,

and when gas production began half a year latiewas fetching around $70/barrel on the internation




market. Japan, the principal market for Bayu-Unidislis, was paying around $7 per million BTU, nearly
double the price in 2002 (Santos 2018; Y-Chart4,720

Bayu-Undan ran at full production for the next eigbars, as oil prices continued to rise (interedgdby the
global financial crisis in 2008-2009), and for @éi it was the most profitable project in Conocdiisl
history. At the peak of production in 2012-2013 @il prices exceeded $110/barrel, LNG sold for
$16/million BTU, and Timor-Leste was receiving mahan three billion dollars per year.
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Figure 1. Bayu-Undan reserve and production. (Ssur2@18, with author’s projections after 2017)
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Figure 2. Oil and gas income peaked in 2012 andicoas t
2018, MoF 2018a)

fall. (EIA 2018, ANPM 2018, CBTL 2018,Av

By 2016, oil prices were stable again—at less tiahof their previous levels, and gas prices l&ié to
about $6/million BTU. Timor-Leste produced 44% lefisand gas in 2017 than it did in 2012, and the



government expects the last producing field todyebg 2023. The country is fortunate to have sotzbiof
its petroleum while prices were high.

Between 2002 and 2017, Timor-Leste received US$illidn in revenues from extracting oil and gas.
According to government projections, it will receiless than two billion more before Bayu-Undan shut
down. Although Greater Sunrise, Buffalo and possit#w fields might provide more revenues after 2022
government budget planning wisely does not inclwgeothetical income, although some policy-makers
continue to be entranced by the mirage of burieglstnre waiting to be extracted.

Payments from oil companies are deposited intd*gteoleum Fund (PF), invested overseas, and gigdual
withdrawn to finance the state budget. The Fundweash $16.9 billion in mid-2018. It has earned%4.
billion from its investments since its inceptionda$9.7 billion has been withdrawn to finance goweent
activities (CBTL 2018). At the time of writing, thmlance in the PF is lower than it was in mid-2Cird it
could be entirely spent within a decade (La’o Harki2015d updated).

Saving money in the PF has kept the state solbestfar, but it is not a long-term solution.

Averting some of the ‘Resource Curse’

Paradoxically, people in most countries which depb@m exporting non-renewable resources, such as olil
minerals, end up worse off than they would havenbethose resources had never existed. In cownaise
wide-ranging as Venezuela, Congo, the USSR, Iréggrid, Mongolia, Ecuador, Sudan, Myanmar and Ljbya
the wealth from exporting mineral capital has bidygpverty, war, environmental damage, corruptioa a
economic stagnation. Although a few individuals @ridrnational companies benefit from extractive
activities, local people have to live with the destive consequences.

Economists, political scientists, accountants atipologists describe this ‘curse’ differently. Fshapter
uses the term to encompass a variety of negatiMecpband economic impacts which occur when expgr
natural wealth, such as oil and gas reserves, ddesra country’s economy and state revenues.

Timor-Leste started to export oil after other coigsthad suffered from their resource dependenegders
and international advisors learned from those egpees and set up mechanisms to manage the ogtiiydu
and its revenue in a more transparent, streamtinddsustainable manner than most. Although these
ameliorated or postponed some of the most devagtatinsequences of the ‘paradox of plenty,” esfigcia
those due to deliberate malfeasance, they havereeented the effects of well-intentioned but stsaghted
decisions which may lead to long-term damage.

Failing to diversify the economy

Since oil and gas money comes in with little effantd, in Timor-Leste, from out-of-sight offshonejects),
it substitutes for economic activity that requinesre planning and harder work. Even though theofeim
industry provides few jobs, its revenues allowstate to employ people, pay pensions, purchaserismpnd
subsidize nonviable businesses, giving the appearmaineconomic growth. Although such spending Isuild
support for populist paliticians in the short tenitris not sustainable.

When the petroleum sector dominates the econoraitrécts the most ambitious, creative and artieula
policy-makers, who persuade top leaders to spehimsi on concept studies and proposals to devitlep
sector. They then leverage those proposals toAillion-dollar infrastructure projects, such assiTilane,
without serious cost-benefit analysis. Less glamss®ectors, such as agriculture, tourism, smallstroes

and food processing, become lost ‘opportunity ¢ahis to the tilted playing field.



As the Eighth Constitutional Government consolidatethe second half of 2018, it accelerated wark o
extractive industries (buying into Greater Sunos@nd gas, promoting the Tasi Mane project, onsho
seismic exploration for possible petroleum fieldsl @romoting mining activities, for example) clangithat
these would “diversify the economy.’However, budgetary allocations and public delsatginue to
prioritize petroleum development.

Ignoring the inevitable exhaustion of non-renewablevealth

As long as oil and gas continues to finance the sthere is no incentive to acknowledge that ik mot last
forever. In a democracy, leaders rarely plan beybacext election. Pessimism is not an effectarmpaign
strategy, and unelected candidates are powerlestdiess pending problems. As long as the Petrofeurd
remains solvent, politicians can avoid hard deoisitm prepare for its inevitable bankruptcy.

One example of the lack of serious planning isoften-citedNational Strategic Development Plan 2011-
203Q which has no costing or schedules. More a wisttfian a serious plan, many of its components may
not provide reasonable social or financial retunrtfeeir investment (RDTL 2011).

Policies are based on unsubstantiated dreams thataii and gas will be discovered in the countsyisall
territory or that eventual development of the Gee&unrise field will make the country rich. In &nimalist
gesture toward diversification, some policy-makeck to mining, but Timor-Leste’s limited mineralealth
will never provide as much money as petroleum lraady.

Spending without thinking

When money comes in easily, it can go out withoutimthought. It is easier for the state to awartireats
to foreign companies than to develop local contnactto pay for scholarships at overseas univessthan to
build a solid educational system; to send imporpeaple abroad for health care than to improvetizdity
of hospitals and clinics.

From 2006 to 2012, Timor-Leste’s state spendingeased five-fold, the second fastest in the woNdr(d
Bank 2018 This escalation has slowed somewhat, but spendif§16 was still 36% higher than in 2012.

Between the national elections in 2017 and 2018pTHLeste failed to enact a state budget. The 2Qmtget,
hastily submitted by the new government eight meather the year had begun, appropriated less than
previous budgets did. However, it may not indicatghange in direction, as many projects which reckided
in the plans and program of the new government Vedreut of the 2018 budget (MoF 2018).

In order to avoid depleting the Petroleum Fund daster, Timor-Leste is financing some large infmasture
projects by borrowing money which it will have &pay with interest. Although the government hadspe
only $109 million from loans (from the World Banksian Development Bank, and Japan) to the end b7 20
it had planned to borrow more than a billion dalar the next three yeatslf all the loans anticipated in the
2017 budget are taken out, the state will be otdidj#o repay more than $100 million each year (ntoae it
spends on health care) between 2026 and 2037if awadoil money remains, the money will have to @m
from cuts in public services (La’o Hamutuk 2016h).
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Although some ‘front-loading’ of expenditures onypltal infrastructure can be justified to bootstfagure
economic development, more careful analysis isirequo identify which projects will bring benefiggeater
than their costs and risks. Large public investsma@npetroleum infrastructure, airports, highwand a
container ports are unlikely to produce comparsing-term benefits, especially while human andlrura
infrastructure (education, health care, villagedsjavater and sanitation) remain underserved (GII8®.

Macroeconomics

In addition to running large trade deficits (se®bg, economies dominated by resource exports often
experience inflation because the amount of moneyileiting is larger than the supply of goods, drivprices
up. As raw materials get more expensive in Timostegit is harder for local industries to competthwhose
in other countries. Although Timor-Leste sufferenible-digit annual inflation in 2011-2013 due tpichy
rising state spending, price increases have maetbsice then. Because Timor-Leste has few inasstri
which rely on imported inputs, inflation hit consera harder than it hit businesses. In recent y#azd).S.
dollar (Timor-Leste’s official currency) has riseapidly compared with the currencies which impartase to
purchase goods, and therefore inflation has beersiloce 2014 (GDS 201883).

Violence and crime

Timor-Leste has already survived the most obviodslyastating consequences of resource wealth igfore
invasion and armed conflict. Although greed forasld gas was a motivation for Indonesia to invhaeée t
country in 1975, that war is over, and Timor-Leste’s leaders atidanis are deeply aware that the damage
from renewing conflict would be much greater tharspoils. Petroleum was significant in Timor-Léste
intermittently argumentative diplomacy with Austealbut the 2018 Boundary Treaty resolved the jyadc
issue of national sovereignty, although some petrolrelated questions remain to be decided.

Petroleum does not dominate the country's foreigiicy. Furthermore, enough oil wealth has been
distributed within the country to avoid insurrecti@nd the remaining reserves are too small tacittr
potential invaders.

The country has also apparently succeeded in angigidespread misappropriation of public funds for
private gain. Thanks to transparent systems to gepatroleum revenues and contracts, very littlaepdas
been siphoned off to private bank accounts. Altihaihg Anti-Corruption Commission, Transparency &ldrt
procurement processes and judicial system all hawa for improvement, they have not yet seen massiv
diversions of government funds; every known caseldesen less than $4 million, about what the sfaads
in one day.

If there have been larger thefts connected witlcymement or infrastructure projects, they haveyebicome
to light, although Timor-Leste pays far more foclsyrojects than neighbouring countries do. Howeter
allocation of a disproportionate share of publiedsi to key constituencies (such as politiciansregis, those
working in the petroleum sector), has generatexbwigg popular backlash against, for example, ifietilne
pensions which former office-holders receive ansamothey leave their positions.
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Postponing the inevitable

In the early 2000s, one of the most often presdritrenunizations for the ‘resource curse’ was to aggnoil
revenues transparently, simply, and with an eyatdwhe future. Recognizing that there is no ldgica
connection between the amount of petroleum revang@vernment receives during a given year (which
fluctuates with project cycles, global market psiesd production rates) and how much money a Steés
to spend, the World Bank and others encouraged rfireste to establish a sovereign wealth fund (the
Petroleum Fund, PF) which would decouple currentesienues from state expenditures (see Figuréhs.
PF is invested outside Timor-Leste, primarily imis and stocks, and its earnings were expectedpimos
state spending after the oil and gas was exhagistéénl Hamutuk 2005).

Timor-Leste established this system in 2005, ak#ensive public consultation and before significaihand
gas money started to come in. At the time, theonatias a world leader in the responsible manageaoiasit
revenues, and the Petroleum Fund Law and Petrofativities Law (which defined how Timor-Leste would
contract with oil companies) required significamhpre transparency than the global Extractive Itroess
Transparency Initiative (EITI), which was being dmped simultaneously. In 2010, Timor-Leste bectmee
third country in the world certified as EITI-comgtit. However, the annual EITI reports take 2-3 y¢ar
prepare, by which time much of the data they inelbds already been published by the Central BaBR(C
which manages the PF), the Ministry of Finance/@ntthe National Petroleum and Minerals Authority
(ANPM) (La’o Hamutuk 2005a, La’o Hamutuk 2018f, AMF2018, CBTL 2018). In 2011, Timor-Leste
revised the PF law to allow investments with magk and to make it easier to withdraw unsustainable
amounts. Nevertheless, the basic structure renvatanst, even as the PF shrinks.

The Petroleum Fund Law specifies that all inconeenfioil and gas activities must be deposited ineoRF,
and each state budget withdraws enough to covendmeoil deficit’ between appropriated expenditard
non-oil revenues. A formula specifies the recomneehichaximum annual withdrawal — the ‘Estimated
Sustainable Income’ (ESI) — based on expectedddgilirevenues and investment return. HoweverEtbie
has gradually been downgraded from a rule to atbeack to a guideline, and is largely ineffective.
Governments have withdrawn more than the ESI imyeyear since 2009 (except for 2013, when unspent
excess withdrawals the previous year were carnved)oBudgets since 2015 have withdrawn doubl ek
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Figure 3. Historic and planned withdrawals from tRetroleum Fund. (MoF 2018)




Figure 4. Timor-Leste’s petroleum revenue flow @12
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In addition to revenues from the oil companies,Re&roleum Fund's investments earn interest andelids,
which were intended to replenish the PF after xiflaetion ends. Before 2012, nearly all of the RIS\
U.S. and other government bonds; it was the onbgrgn wealth fund in the world which did not diiop
value during the 2008 global financial crisis. Hoe 40% is now invested in international stockgu(ges),
and returns go up and down with the optimism oflstoaders. Until 2018, the Ministry of Finance egfed
that the nominal (before adjusting for inflatiomnaial return on PF investments would be 5.7%, tthas
rarely earned that much and the Ministry loweredlibnchmark to 3.9%.
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Figure 5. Nominal annual return on Petroleum Funddstments. (CBTL 2018).

Investment returns were negative in 2015. Two yksHes, the PF earned a record $1,612 million,caigfn
four-fifths of that is unrealized and could vanisthe stock market falls or the U.S. dollar riséhe Ministry
of Finance predicts that PF earnings will be arob®20 million/year over the next few years. As plaah
state spending is more than double that amounbtire revenues will be less than $230 million/yé#ze,
balance in the Petroleum Fund will continue to diggo Hamutuk estimates that if the government
implements all the projects it has announced, theduld be entirely spent by 2028 (La'o Hamutuk 51
2015c, 2015d, with updated analysis).
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Figure 6. Sources of state revenue during 2017284 million total. (MoF 2018)




It will be a difficult transition. In 2017, the Reteum Fund paid for 83% of state spending, whschat
sustainable. The Ministry of Finance does not eamian alternative, but expects the PF to pay 28 &f the
budget until 2022, the last year they project (N26R.8).

Although Timor-Leste may have protected itself agabillion-dollar-scale corruption, this cash-rich
government with limited experience and safeguasdsiinviting target for scammers and thieves. Wine
succumbed to temptation was Bobby Boye, a petrokaxmadvisor hired by Norway and the Ministry of
Finance. Boye claimed that oil companies had stiwatiged Timor-Leste by billions of dollars, and the
Ministry billed them for more than $300 million &rrears. The companies paid to avoid escalatinglies
and appealed the assessments (La’o Hamutuk 2018d).

Boye, riding high, convinced Ministry officials tontract with the U.S. law firm Opus & Best to ssithe
petroleum tax laws, paying them $3.5 million. Bygu® & Best was a fake company consisting only dftBo
Boye, who was charged with wire fraud in U.S. colnt2015, Boye pled guilty and was sentencedxo si
years in prison, although he continues to protissséntence from behind bars. No Timor-Leste affichave
been charged in relation to his scheme (La’o Hakngil8Db).

In 2016, Timor-Leste and the oil companies setiihedback tax disputes, and the companies begarctiiegiu
unjustified prior assessments from ongoing tax payist Although the total amount returned has nehbe
made public, it is around $275 million. As Figurehbws, this debacle increased petroleum revenhis w
they were at their peak, and made them fall evsterfas they decline.

Figure 7. Where the Petroleum Fund gets its moRmjections after 2017 are by the Ministry of Fircan
(CBTL 2018; ANPM 2018; MoF 2018; La’o Hamutuk 2018d

Timor-Leste has received the great majority ofitle®me it will get from the three oil and gas fighthich
have been developed, and will have to depend aar otfvenues, including Petroleum Fund investment
returns, in the future.

Will more oil wealth be recovered?

Like most addicts, Timor-Leste will need anothertb feed its habit after Bayu-Undan is used upe dhly
large confirmed gas and oil reserve is GreateriSeinDiscovered in 1974, Greater Sunrise has treemain
subject of a prolonged, bitter dispute with Ausérahat was mostly resolved with the signing of aritime
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Boundary Treaty in March 2018. However, Sunriseetlqpment is still stalled because Timor-Leste’s
government wants to liquefy its natural gas in Titheste, while the oil companies say that it is enor
lucrative to process it in Australia.

After both governments and the Sunrise Joint Venaigree on the development methodology, Timor-Leste
will receive 70-80% of the government ‘upstreanveieues from extracting Sunrise gas and oil, whaches
hope will bring in $40 billion to the state (Stradi2017), but this seems overly optimistic. Inceshs
development costs and lower world gas prices kedylto reduce the government take, perhaps tatess
$10 billion. In any event, such revenues are prigbableast a decade away, and if Timor-Leste slibss
onshore gas processing through the Tasi Mane Rrtjece may not be much money to pay for othdesta
activities (La’o Hamutuk 2016e, 2018c).

Timor-Leste’s petroleum officials, including the tmal Petroleum and Mineral Authority (ANPM) arftet
TimorGAP state-owned oil company, fervently beli¢ivat Timor-Leste’s land and seas, a “proven
petroliferous zone,” contain undiscovered oil and @elds (da Silva 2016, Monteiro 2016). Howevle,

most geologically promising parts of Timor-Lestaiaritime territory have been explored for decadas,
most of the areas which are now ‘vacant’ (see E@)rwere relinquished by former contract-holder®w
found nothing worth extracting. Kitan is the onlgnemercial discovery since 1995, when Bayu-Undan was
found. Timor-Leste’s last bidding round for new trats was in 2006; the next one has been repgatedl
postponed during the last six years (Rigzone 28theiner 2017).

The only contracts awarded in the last 12 yeare b@en no-bid ‘direct awards’ to TimorGAP withouat a
open process: JPDA 11-106, TLEA S0-15-01, anditeedn-shore contracts since the Portuguese éra, T
OT-17-08 and TL OT-17-09. TimorGAP and its partnemse not found any commercially exploitable fields
in these areas, although prospecting continue(Hamutuk 2018e, Scheiner 2017).

Under the 2018 Boundary Treaty, Timor-Leste willaiwe all of the remaining upstream revenues from
Bayu-Undan, of which 10% had previously gone tothals. It will also receive revenues from the famhy
shut-down Buffalo oil field, previously consideredAustralian territory. However, additional revesufrom
these two fields will total less than $2 billiorarbly enough to cover one year’s State Budget.
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Figure 8. Timor-Leste areas currently or formerlyder oil exploration contracts. (ANPM 2018a, La’o
Hamutuk 2006, La’'o Hamutuk 2018e)

One consequence of the ‘resource curse’ — as welf mternalized colonialism and dependence oeidor
assistance from 2000 through 2005 — is to hopérfanna from heaven,’ a kind of cargo cult (Bovepsig
2016). As promises of future oil revenues become teedible, some expect mining to underwrite theesin
2016, the National Petroleum Authority became th@idtal Petroleum and Minerals Authority, Parliaien
began debating a mining code, the government dtéotestablish a national mining company, and Timor
Leste agreed to subsidize a project to mine lirmesemd export cement. Although the most promising
mineral deposits in the country are likely to bedsagravel, limestone and marble, some believevhlaable
metals or gems are waiting to be discovered. Tibeste has limited capacity and will to protect its
environment and local communities, and onshorengicibuld bring a new set of negative impacts. i an
event, it can never be as lucrative as oil anchgaseen (La’'o Hamutuk 2007g).
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How the state spends its money

Timor-Leste has finite resource wealth and limsedrces of revenue, so it needs to maximize value f
money. Wise budget allocations can improve peopjedity of life today while building for the futerby
investing in human resources and appropriate palsittastructure. However, in recent years, nehdlf of
public spending has been on large constructiorept®j many of which may have few lasting benelitsq
Hamutuk 2015a).

Figure 9. Budget appropriations in 2016 and 20IMoF 2016, MoF 2017)

Timor-Leste uses standard budgeting categoriegppibpriated these amounts for 2018:

Salaries and wages ($200 million): Public emploeé not consultants and advisors) salaries,
overtime and benefits.

Goods and services ($422m): Materials and serymmasultants, maintenance, travel, etc.) usually
purchased by tender and contract. The largest coem® are professional services, operational
expenses, and generator fuel. This includes $6mib reimburse over-collected oil revenues.

Minor capital ($4m): Equipment, such as vehiclesnputers or furniture.

Development capital ($392m): Construction of infirasture, such as roads, buildings, ports and
airports.

Public transfers ($267 million): Disbursementsrtdividuals (pensions or social assistance) and to
institutions (special economic zone in Oecussepaticbleum agencies).

shows how revenues and expenditures by categoeydtafted since independence was restored in 2002.
Development capital spending was high in 2011, 20422014 for electricity infrastructure, and irl8Gor
roads, Tibar port and Suai airport.



Figure 10. State revenues and spending 2002-20A&- 2015, 2016, 2017, 2017a, 2018)

Public transfers were the largest budget catego?Pil7, receiving 33% of all spending. Some weid fm
individuals (veterans, elderly, widows, pensiornipmmnts, disaster victims), but most went to stajencies
(ZEESM, petroleum agencies, local government, etbigh are outside the transparency requirements
applied to other state spending. During 2014-2@1& government transferred a billion dollars totsuc
agencies, more than fifty times as much as thegrgeéed in revenue. However, in 2018 the new govermm
sharply reduced ZEESM transfers (forcing it to sheroney retained from past transfers) and says KEES
will return to normal budgetary mechanisms.

Finance Ministry reports do not show when or if ttansferred money has been expended, or whasit wa
used for. If the money is not spent by the endheffiscal year, it remains in the recipient’s backount.
Some agencies, including TimorGAP and the Nati®®tfoleum and Minerals Authority, publish financial
reports (often showing retained earnings), butrsthacluding the ZEESM Authority, do not revealho
much they have kept (MoF 2017a, TimorGAP 2018, ANEM?7).

Figure 11. Spending on public transfers. (MoF 20#8F 2017, TimorGAP 2018, ANPM 2016).
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Actual spending failed to keep up with the rapidvgh in appropriations in 2012-2013, when seveagital
projects were delayed (see Figure 12). Since 28la4ning and budgeting have improved, and ovetaliget
execution rates are now around 81% for capital%9d for recurrent spendirigBetween 2009 and 2014,
recurrent spending rose about 17% each year, hasisince stabilized due to lower fuel costs, btidgts
and more efficient management.

Figure 12. Annual budgeted and executed spendiwigi-(2015, 2016, 2017, 2018, 2018a)

Although the ESI rule for Petroleum Fund withdrasvais originally intended to apply to the entireldpet, a
revisionist approach to preserving the PF wouldvalvithdrawals above the ESI to ‘front-load’ capita
investment, while keeping recurrent spending bdk&Vto improve sustainability. However, executed
recurrent spending overtook ESI in 2014 and coesrio greatly exceed it.
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Timor-Leste is still grappling with financial maremgent. Spending starts slowly each year, as proesdor
the new budget and programs are put into placa.narmal year, spending is relatively steady fropnilA
through October, but disbursements soar towareéitldeof the fiscal year, especially for goods andises,
minor capital and development capital, as a spentHose it mind-set prevaifé. Other peaks in this graph
represent power plant purchases, veterans’ payraadtfump-sum transfers to the ZEESM Oecusse
Economic Zone.

Figure 13. Monthly budget execution by category fN2018a).

No 2018 state budget was enacted in 2017, so tren8eGovernment (which served from September 2017
until June 2018) reduced or deferred spending.Higbth Government then weathered a cash-flow risi
until Parliament approved an extraordinary $140Qioniltransfer from the Petroleum Fund in August 01
The difficulties stemming from this temporary in#lyito spend petroleum wealth are an omen of ¢ss |
tractable absence of money when the Petroleum Raohger exists, but few political leaders ackrenged
this, perhaps because it will not happen untilrtftaedate of the Ninth or Tenth Government.

As shown in Figure 9 above, physical infrastructeeeives the largest share of the budget. Howéwer,
sectors most essential to developing human infretetre — education and health care — remain sevghekt-
changed. Only 8% of Timor-Leste’s 2018 budget liscalted to education, half of the 16% average fasdt
Developed Countries (World Bank 2018). Timor-Lespent less than 6% of its budget on health; thieadlo
average is 10% (WHO 2018a).

After the long, brutal occupation ended in 1999nadii-Leste’s population grew more than 3% per yiester
than any other country. Although the rate has dedpp 2.1%, the majority of the population is uner
years old (GDS 2017a). This post-war ‘baby boomaigs the education system today and will domitiage
job market in coming years. It will reverberatetwginother surge when boomers have children.
Unfortunately, Timor-Leste’s appropriations for edtion and health are lower than they were foursyago,
and inadequate education and nutrition can perntigregmage people’s lives and livelihoods.
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Figure 14. Appropriations for education, healthrigglture and veterans. (MoF 2015, 2016, 2017, 2018

Agriculture provides most people’s livelihoods, imgfficient practice and difficulty of accessingrkets
make it challenging for farmers to feed and sudtaéir families. Nevertheless, government supparttis
sector is very small, having steadily declined 8ig015, reflecting a Dili-centric bias against ssiesce
farming and rural life. Although the agriculturece® employs a hundred times as many people as the
petroleum sector, it now gets about one-tenth ashrpublic funding.

The Tasi Mane petroleum infrastructure projectr@ndgouth coast includes a supply base for offsbibre
operations, an oil refinery, an LNG plant, onshaiteand offshore gas pipelines, two airports, tvwaorts
and a 156-km highway. Although $325 million hadbepent on this project by August 2018, the author
estimates that 90% of its capital costs have negen mentioned in budget documents, and no outside
investors have publicly expressed interest. THewiohg table includes the main components, in l§ of
U.S. dollars:
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Table 1. Capital costs of the Tasi Mane projectof\2018, 2018a; ACIL 2016; La’o Hamutuk 2008,
2016a, 2016e, 20169, 2018h)
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In September 2018, Timor-Leste reached an agreemgnConocoPhillips to purchase the company’'s 30%
share of the Greater Sunrise project for $350 onlliThe government hopes to persuade the othér join
venture partners to pipe the field’s natural gasitnor-Leste for liquefaction. It is unclear howeth
government will come up with the billions of doKathat it will have to invest in developing thediéLa'o
Hamutuk 2018h).

Tasi Mane has become controversial because ahfiadgts on local communities, but issues of national
concern — total cost, financial and social returrirvestment, limited employment potential, souraies
feedstocks, and markets for its products — havéoyedceive serious public attention. Many decigigakers
defer to the project managers, the Ministry of életrm and Mineral Resources and the TimorGAP nation
oil company. Although the maritime boundary delwitd Australia has been resolved, there is still no
agreement on where Greater Sunrise gas will befieg. Nevertheless, Tasi Mane is acceleratinggLa’
Hamutuk 2018c, 2018g, 2018h). The project has pivieackers who make grand promises, and the
technical and financial issues are complicatedsiogufew among Parliament, development partnecsvar
society to raise serious but necessary questions.



This is what the economy looks like

From 2005 through 2014, petroleum activities don@dalimor-Leste’s Gross Domestic Product.

Figure 15. Oil and non-oil GDP per capita, currgprices. (GDS 2017)

Although ‘non-oil’ GDP comprised less than onekitif the total during the peak petroleum yeamay
soon be all that remains. From 2007 through 204 state spending grew, ‘non-oil’ GDP also increased
surpassing inflation and population growth. Neaitlyts growth has been in construction and public
administration, which are primarily driven by thate spending oil money (see Figure 16). The prideric
sectors of agriculture and manufacturing have mateased since 2003 (GDS 2017).

Figure 16. Sectoral contributions to non-oil GDP mapita, current priceGDS 2017)

GDP counts dollars (not people), so it gives aeaiding impression of how the economy interacts igh
citizenry. It includes non-productive activitiekdidisaster recovery or higher oil extraction costputes
‘rent’ for people living on or farming their traghhal lands, and isn’t influenced significantly the fortunes

or misfortunes of poor people.
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Figure 17 shows that only about one-quarter ofabeking age population has formal employment, rdugh
divided among the public sector, the private seend self-employment in very small businesses tiAgro
quarter are students, a quarter work as subsisfaroers or fishers, and the remainder are not imngrior
pay, although many of them do unpaid domestic vaordk other informal jobs.

Figure 17. How 700,000 Timor-Leste people aged 4&#n their livelihoods! (MoF 2017; GDS 2015,
2017a, 2018b)

When (some) people have money but there is ldttallproductive capacity, they use it to purchaggorts
from overseas, as does the state itself. Since, Z0a®r-Leste has imported around $560 million woot
goods every year, most of which are bought by tli®ip sector or state-paid individuals. Non-oil dso
exports (nearly all coffee) average $18 milliontyea

About 32% of imported goods come from Indonesifipfeed by China (17%), Singapore (12%) and Hong
Kong (11%) (GDS 2018b). Although exports could ease, the most effective way to reduce the trafieitde
is to reduce imports, and about 40% of the goog®ited for consumption could be produced in Timesie
if agriculture, food processing and small manufactuwere improved.

Timor-Leste also imports about $600 million in Sees each year, mainly travel, construction andises to
government. Service exports total about $75 millioainly for travel and hospitality sold to nonidents
(CBTL 2017). By increasing tourism and reducing tise of foreign contractors and advisors, the sesvi
balance could be improved significantly.

Once the Petroleum Fund is gone, Timor-Leste willbe able to sustain such unbalanced trade. df loc
production has not expanded, many people will maveray to obtain daily necessities.
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Figure 18. External Balance of Payments. (CBTL 2@D28)

Import dependency for consumption may be leadingisguided policy decisions. In 2016, Timor-Lesasdp
$130 million toward building a new container parfTiibar, just west of Dili. The port, which is al#¥ig-
Private Partnership with Bolloré Africa, is desidrie handle about five times as much traffic asentr
levels, although planners estimate that 97% of dieygacontainers will still be empty ten years froww
(Hamburg Port Consulting, 201%).In addition to consuming money and disruptinglteal community, the
new port effectively subsidizes imports, makingatder for local production to compete (La’o Hankutu
2016c, 2016d).

Timor-Leste’s leaders have also embraced globadizaThe country hopes to join the WTO and ASEAN
soon, which will involve free trade agreements gitippliers of 80% of Timor-Leste’s imports. In 2016
Timor-Leste revised its private investment law tioaect foreign companies and joined the Internation
Centre for the Settlement of Investment Disput€S(D) surrendering its power to regulate investAss.
local farmers and businesses struggle, nationaigslappear to prioritize solutions from outside tountry,
even though foreign investors will repatriate mama@ney than they invest (La’o Hamutuk 2016i).

Local businesspeople have begun to complain theigio contractors, imported labour, and small inmang
businesses (kiosks, retail stores) are infringinghe local private sector. Unfortunately, thesatgutionist
reactions sometimes verge on racism, without aimgyshy local companies and families are unable to
compete with visitors. Although some in Timor-Léstgrivate sector worry that the country could|'tal
foreigners in 20 years’ (Timor Agora 2017), neithensumers nor government prioritize purchasingllge
made products.




Domestic private investment and employment arbvarly limited, with most business owners choogimg
take profits out, rather than to reinvest themrtmngtheir businesses. During 2016, businesses spé&n©%
of gross revenues on labour, and private sectotogment was less than it had been in 2012. Wagtein
two largest sectors, construction and trade, aeeragout $184/month, only a little above the $11Hm
statutory minimum. Timor-Leste businesses investag $49 million in capital expansion, while extiiag
more than $467 million (21% of revenues) in profi&ES 2018b).

Figure 19. How private, non-oil businesses usedtbaey they took in during 2016. (GDS 2018b)

How are Timor-Leste's people doing?

The lives of nearly everyone in Timor-Leste are mbetter than they were in the 1990s. No foreiddiers
are torturing and killing them, and most have rilibe homes that were destroyed in 1999. Mateaxndl
child mortality rates are half of what they weriefen years ago, and some preventable diseasésasuc
malaria, appear to be under control. People travélspeak their minds freely, and democraticakyteld
political leaders purport to act in the public mnat&t. National electricity and road systems connegbr
population centres, and most of the country, esfigairban areas, has mobile phone service andadoe
TV and radio (GDS 2018c).

In the 2018 update from the U.N. Development PnogrBimor-Leste’s Human Development Index dropped
slightly, and it ranked 132 out of 189 countrieReElight increase in statistically-extrapolatéel éxpectancy
was less than the drop in GNI due to falling petwoh revenues; education indicators were unchanged.
Between 2010 and 2017, Timor-Leste's HDI incredsednly 0.13%/year. By comparison, other Medium
Human Development Countries increased their HD1 4%%/year, and many of the nine countries which di
worse than Timor-Leste are at war (UNDP 2018).

Child malnutrition rates remain very high, and eatian and health indicators are far below average.
Although a portion of Dili's population (especialipvernment officials and contractors, and themifies



and employees) is doing fairly well, most of thitidms of dollars in oil money has not reached e ority.
According to the government, 42% of the populatiead in poverty in 2014 (down from 50% in 2007 tbu
about the same as in 2004), and 45% of childrere welnourished (down from 49% in 2007) (GDS 2016),
although Timor-Leste’s children remain among theshebunted in the world (WHO 2018).

In Dili, 29% of people were living below the natadrpoverty line in 2014, but more than half of feople in
four rural municipalities lived in poverty (GDS 2)1** More recent information about inequality is ligdt
but in 2011 the top tenth of the population hadid¥s the income of the poorest tenth, whose haldeh
income was about $50 per month (GDS 2013). In 286%; of people in Dili were among the wealthies¥s40
of Timor-Leste’s population, and 3% were in the igso fifth. In Ermera, only 15% were in the top dbjle

in Oecusse, 46% were in the bottom 20 (GDS 20Hdde 2.6).

Low spending on education is reflected in how whlldren learn. Many schools have high absentes rat
large class sizes, double or triple sessions dumttequate facilities, and a shortage of expeeéieachers,
books and furniture. Political controversies adanguage (Portuguese had been the official langaage
instruction, but many teachers and parents dopwidlsit), preferred schools (the few Portuguesgtage
CAFE public schools get far more resources thaargshblic schools), and curriculum (a revision was
implemented in 2015, reversed in 2017, and reiedtiat 2018) have reduced the effectiveness of dicigno
as do long distances (and no public transport) &etvhomes and schools, especially in rural arddsough
enrolment levels have improved, even those whougtdappear to be below international levels itblgm-
solving, critical thinking, reading and numeracy.

One contributing factor to inadequacies in pubbealth and education is that decision-makers’ fagitio not
use them. The government spends several millidamdokvery year to send ‘important’ people abraad f
medical treatment, but most citizens have no adoesss. Similarly, parents with some money camdsiheir
children to Catholic schools, and more affluentsojoen expatriates at several international schvol3ili.
Donors and government pay for overseas universigias for the most promising students — usualbgéh
who have had better primary and secondary schqaroynities.

Prospects for the future

Timor-Leste’s greatest resource is its people. &liag generations endured trial by fire duringdapanese
and Indonesian occupations, each of which killéatge fraction of the population and brought ungpble
hardships upon everyone. Nevertheless, many piftsnor-Leste’s culture remain intact even afteefi
hundred years of foreign rule, and the bonds upitmost families are stronger than the tensions hvbowld
divide society. Defying the odds, the 16-year-cition is peaceful, democratic, and mostly unifigthough
political rhetoric is occasionallgd hominempolarized or confrontational, the citizenry andipmans
resolved the 2017-2018 “constitutional crisis” thgh an early election -- without violence, viol&jithe
Constitution or breaking the law. One need onlkltmSouth Sudan, Yemen, Syria or South Africa to
appreciate what Timor-Leste’s people have accoimmgdis

The strength of Timor-Leste society will be testede again when the oil money is gone. That husildoe
higher if current trends continue and the remaimesgpurces are not effectively used to preparé®non-oil
era.

Although some opportunities were missed duringpthst decade through misspent money and misdirected
policies, it may not be too late to recover. If BimLeste’s leaders work toward building an econdrayed
on local skills and local needs, the country wéllietter prepared for the non-oil era. It will betthe upper-
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middle-income petro-state envisioned in the StiatBgvelopment Plan — but it may be able to avoid
economic collapse. The social fabric is resiliemaggh to survive lower levels of state spending.

There is no magic solution to Timor-Leste’s econofature, and this author does not have all thevars
However, a few guidelines could improve prospestdtie next several decades, including:

Strengthen human resources by investing more inaidun, health care, child nutrition, rural water
supply and sanitation. The last two generationBimior-Leste’s children have been challenged by
war, destruction and reconstruction; the next oreesl to be better prepared for the future.

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

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

Timor-Leste has great tourism potential, but shawddtry to compete with luxury resorts in Bali for
high-end tourists. Preserve the country’s attrastie nature, history, environment, culture — while
upgrading tourism infrastructure to enhance theeeepce of those visiting the country.

Use money effectively, avoiding waste and corruptiad obtaining maximum value for each dollar
spent. Timor-Leste’s petroleum wealth belongs dgualevery citizen, not disproportionately to
those who are linked to people in power.

Carefully analyze spending on major infrastrucfungects, ensuring that the benefits to the public
are greater than the costs and risks. Be warymbgation by foreign companies or special intesgst
especially when public funds subsidize a projeotest the country’s limited finite wealth in secor
and projects which will produce social and econaratarns. Don’t borrow money or enter into
‘partnerships’ which impose obligations on futumgrnments or generations after the oil is used up.

Plan for the longer-term future, not just for ohectoral cycle. Although inter-generational righas
non-renewable wealth was a fundamental principla&ating the Petroleum Fund in 2005, it has
largely been forgotten. Planning is more than promgoa vision — it includes analysing the costs,
economic viability, public investment, timetablegeponditions, social and environmental impacts,
alternatives, suppliers, customers, beneficiapessible scenarios and return of every project.

Listen to the people. Unfortunately, foreign ocaupirejected consultation (asking people what they
need and want) in favour of socialization (tellpgpple what the state is going to do to/for them).
People should be empowered to provide for their negds and those of their communities, rather
than relying on the state or outside generosity.

None of this will be easy, but all of it is pos&ilsind necessary. It is the next phase of the d&tiog
independence.
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