








Macro-economic situation

Timor-Leste is an island country in Southeast Asia,
situated on the eastern half of the Island of Timor
and it includes the nearby islands of Atauro and Jaco
as well as the enclave of Oecusse in the western
half of the island surrounded by Indonesian West
Timor. The country gained its independence from
Indonesia in 1999, following a referendum supervised
by the United Nations (UN). The country became a
new sovereign State in May 2002 and, since then,
has made signi cant progress in key development
areas, including the construction of roads, ports,
airports, water and sanitation systems as well as
the establishment of government facilities and
institutional frameworks. Despite this progress,

the country is classi ed by the UN as a Least
Developed Country (LDC) and is one of the most
oil-dependent country in the world with around

85 percent of government expenditure nanced

by a budget from the Timor-Leste s Petroleum

Fund. The Petroleum Fund was established by the
government in August 2005 under the provision of
the Petroleum Fund Law, which has been amended
on 23 August 2011. The purpose of the Petroleum
Fund Law is to guarantee the management of the
country s petroleum resources in order to bene t both
current and future generations. The Petroleum Fund
Law was valued at a record level of USD 18 billion
in June 2020, re ecting large investment returns
and limited withdrawals. Petroleum revenues
consist of taxes and royalties from the off-shore
production of the Bayu-Undan eld. The main
challenge of the national economy is to effectively
manage its petroleum wealth and reduce its

public sector dependence, by diversi cation of its
petroleum-dependent economy to other sectors.

The national economic growth, measured by real
Gross domestic product (GDP), has uctuated
during the previous ve years. After a period

of negative growth in 2017 and 2018, the

GDP increased to 3.4 percent in 2019 driven

by a combination of strong public expenditures
and private investments, with large public
spending and household consumption. In 2020,
the GDP was estimated to have contracted by
7.9 percent, the strongest fall since the countrys
independence, due to the negative effects of the
COVID-19 pandemic on the domestic economy
and delays in the approval of the 2020 State
budget. The implementation of restrictions to
contain the COVID-19 pandemic have caused
severe income losses, increased unemployment,
resulted in closure of rms, decreasing both
demand and the supply of goods and services,

as consumers reduced spending and companies
postponed investments. The global impact of the
COVID-19 pandemic, in the form of transport
disruptions in tourism and business, the low
demand for key export commaodities, including
coffee, also contributed to the decline in the
economy. The political uncertainty has resulted in
lower consumer and business con dence causing a
decline in public spending and private demand.
Growth prospects for 2021 and 2022 still depends
on how the COVID-19 pandemic will evolve, but
some positive signals stem from the Governments
Economic Recovery Plan, approved in October 2020.






















































