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After years of instability and UN presence, President José Ramos Horta described Timor-Leste as “very calm.”  Four years after the political, humanitarian and security crisis of 2006 resulting from 24 years of Indonesian occupation, President Ramos championed the relative stability the country has achieved.  Although praise is warranted, the political and social environment in Timor-Leste is still regarded as fragile.  The United Nations Integrated Mission in Timor-Leste (UNMIT) that was established in 2006 to support peace-building and security will likely stay through the parliamentary and presidential elections of 2012.  
“Healthy” growth rate in real GDP projected through 2011, but latest figures give mixed signals.  The IMF estimates that Timor-Leste’s economy will grow by 7.5% and 7.4% in 2010 and 2011, respectively; however, latest available data paint an opaque economic picture.  Electricity consumption in the capital city rose by 26% year on year in the first quarter of 2010 and mobile phone subscriptions across the entire country increased by 181%, which both suggest an increase in economic activity.  Domestic credit, on the other hand, has remained stagnant growing only 2.7% since the first quarter of 2009 and credit actually declined since the end of 2009.  Furthermore, Non-performing loans as a percentage of total outstanding loans went from 28.8% to 43.3% during the 12 months between 2009Q1 and 2010Q1.  
The World Bank’s Ease of Doing Business ranks Timor-Leste last in registering property, enforcing contracts and closing a business.  In Timor-Leste, processes for registering property and closing a business are non-existent and enforcing a contract takes almost four years and costs more than the claim itself.  Timor-Leste is also among the bottom 20% of countries in terms of getting credit and starting a business, which takes 10 procedures and takes 83 days.  On a positive note, Timor-Leste has implemented reforms to substantially ease the burden of paying taxes for businesses.  From 2009 to 2010 the total profit tax has gone from 28.3% to 0.2% and the time it takes to pay taxes and the total number of payments were both reduced by over 50%.  Unfortunately, easing the tax burden is the only reform noted by the World Bank in recent years that has made it easier to do business in Timor-Leste.  
IMF, World Bank stress importance of sustainable and effective public expenditure for future economic growth in Timor-Leste.  The Petroleum Fund is estimated to be $5.27b at the end of 2010 and the country’s net present value of proven petroleum wealth is estimated at $15.2b.  This natural endowment offers a form of protection from external shocks and a means to economic growth as long as it is not squandered.  The increasing government spending over the last few years is not sustainable and is foreseen to peak in 2010 and drop to a sustainable level by 2012.  The Government of Timor-Leste (GTL) projects a 24.7% decrease in government expenditure in 2011 (assuming parliament accepts the current proposal for an increase in the 2010 budget).  Both the World Bank and IMF prescribe that government spending be sustainable and effective.  The IMF suggests that expenditure be directed toward health, education, security and infrastructure.  
Authorities have asked parliament to increase the 2010 budget on the grounds that it will achieve faster economic development.  Economic Growth in Timor-Leste is attributed to government spending.  Specifically the GTL is pushing for infrastructure development as they feel that the best strategy for economic development is to rebuild and expand Timor-Leste’s infrastructure.  In terms of general expenditures, the largest portion of the 2010 $660m budget is dedicated to “Capital and Development” ($217m), which is mostly being spent on infrastructure.  On May 31, the Council of Ministers submitted a “rectification budget” to parliament that would increase the 2010 spending by 27% to $811m.  Included in this proposed increase is $17.5m for the purchase and distribution of rice, $10m for power generators for the capital and $2m for the rehabilitation of the runway in the capital’s airport. 
The GTL proposes to fund increase in 2010 budget by depleting the Petroleum Fund.  In 2005 the GTL established the Petroleum Fund, a repository for petroleum revenues, in order for “the wise management of the petroleum resources for the benefit of both current and future generations.”  Currently, legislation makes withdrawal of more than the fiscal year’s estimated sustainable income (ESI) of the petroleum fund very difficult.  The ESI is the total amount that can be taken from the Petroleum Fund without depleting it, which is set at 3% of the country’s petroleum wealth.  For 2010, the ESI is $502m, which is already allocated in the approved budget.  The government is now asking to increase the withdrawals by $309m to cover the proposed budget increase plus any unexpected expenditures that may arise.  Some authorities—including Prime Minister José Alexandre Gusmão and renowned developmental economist Jeffery Sachs—currently oppose limits on withdrawals from the Petroleum fund.    
Inflation is driven by food imports and fiscal policy is the primary tool to influence prices due to dollarization.  Monetary policy is constrained in Timor-Leste because the country uses the U.S. dollar as the local currency.  Furthermore, inflation is heavily influenced by changes in international prices because of the country’s reliance on imported food and petroleum products and the weighting scheme of the CPI.  These qualities of Timor-Leste’s economy result in a large variance in domestic inflation rates.  In 2008 inflation was 7.6% and in 2009 it was 1.3%.  In 2010, inflation is expected to be 6.0% and in 2011 it is expected to be 6.5%.  The IMF recommends that the country continue to use the dollar locally due to Timor-Leste’s weak financial system and that prudent fiscal policy be used to cut inflation.  
Disputes with Australia grow over location of gas processing plant.  For three months, the GTL and Australia’s second largest oil company, Woodside, have argued over the location of a plant that is planned to process gas extracted from the Greater Sunrise gas field in the Timor Sea.  The GTL wants an onshore plant in Timor-Leste to provide jobs, expertise and general economic development, but Woodside wants to build a floating platform offshore arguing that piping gas to Timor-Leste is expensive and dangerous.  Currently talks are suspended and Timor-Leste plans on building an onshore plant with or without Woodside’s consent alluding to other companies that may be interested in the Greater Sunrise gas field.  The situation with Woodside has arisen in the midst of other disputes between Timor-Leste and Australia including the boundary of the Joint Petroleum Development Area between the coasts of the two countries and Australia’s recent decision to stop an aid program.     
Law to establish property rights awaiting discussion in parliament.  In April the Council of Ministers passed a new land law and it now awaits parliamentary discussion.  This Transitional Land Law establishes the right for all citizens to own land and a regime to identify and regulate land ownership.  

Adérito de Jesus is appointed Anti-Corruption Minister.  In February, parliament approved the first Anti-Corruption Minister to head the Anti-Corruption Commission that was established in August 2009.  The Anti-Corruption Commission is an independent body that reports to parliament only that was established to strengthen democracy and improve the overall investment climate of Timor-Leste.  The Anti-Corruption Commission has been allocated $1.045m in the 2010 budget including funding for 38 staff members.  
Decline in the price of coffee will hurt Timor-Leste’s only major non-oil export.  The Economist Intelligence Unit forecasts a decline in the price of coffee through 2012.  
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