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I. Economic activity 

The National Directorate of Statistics has recently pub-

lished Timor-Leste’s National account for 2000—2013, 

in which demonstrated that the economy is slowing 

down. Real GDP grew by only 2.8% in 2013, after hav-

ing been 6.4% in 2012 (see chart 1). The experience 

occurred in several previous years proves that the in-

crease in GDP growth mostly was driven by domestic 

demand. In fact for 2013, the slowing down in GDP 

growth rate was suggested by the downward in the con-

tribution of domestic demand. While, net export has 

made huge positive contribution to growth in some 

years, includes 2013, however it was due to the nega-

tive contribution in both export and import. 

This development can also be validated by  the ten-

dency of both consumption and investment, they 

drive the movements of total GDP (see chart 2). After 

2006, these two components of domestic demand 

continue with the increase trend in supporting the 

economy growth while has gone down after 2011, 

mostly in 2013. The public sector share on the GDP 

growth still representing a determinant factor,  while 

seems declining in recent year. The weighted of gov-

ernment consumption and investment has declined to 

46% and 77% respectively in 2013 from 54% and 

85% in 2012. Furthermore, private sector share on 

investment by contrast increased to 18% from 10% in 

2012, as far as the consumption rose from 41% to 

50% in 2013.  
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This phenomenon is expected to be continue for the 

future. The strong private sector contribution to the de-

velopment of economy in any country is important, be-

side can be viewed in terms of pushing the demand, it 

also is expected, and more important, to produce the 

production of goods and services of the country.    

However, we can see also the interesting tendency of 

several components important in the non–oil GDP by 

production approach, manufacturing for instance. This 

field has very small portion and small contribution to 

the economy growth of the country since 2000, hence 

the tendency is declining, which does contrary with our 

expectation to drive and/ or to produce domestically. 

The same tendency could be seen in agriculture, 

while has significant share in the GDP but also de-

clined. Performed an unfortunately negative contribu-

tion in 2011 however has recovered in 2012, but 

then dropped again in 2013. Represent an unsustain-

able behavior. This situation could be reasonable as it 

was backed by other field, construction in this regard.  

Hotel services has a good behavior. It seems sus-

tained. A well performance in maintaining services for 

tourists in the country. The tourism services should be 

continue driving to attract more tourist, then the de-

velopment of production of services and income for 

the country. 

 

II. Recent Monetary and Credit Development 

II. a. Money Supply 

In an environment of high interest rate, people tend or 

is encouraged to save more than borrow. In turn, high 

interest rate will reduce people's disposable income 

because they will spend more on interest payment, 

then less consumption. Timor-Leste’s banking system 

has very low interest rate on deposits with high lend-

ing rate. This situation has affected money and loans' 

growth. Moreover, the reduction in the growth rate of 

government budget and its execution, affecting slow-

down in  private sector and household saving.  

The decline in M2 growth has strengthened. The an-

nual growth rate of M2 in June has decreased to 

3.1%, down from 12.1% in the first quarter of 2015 

and was 22.2% in June 2014. The tendency of the 

monetary data seems constant when it is viewed 

from 2010, however is declining when it is pulled 

from 2009. The decline, in some extend, was fol-

lowed by both positive credit development from the 

banking system to private sector, while still low, and 

the increase in its net foreign assets (NFA), albeit 

slowing.  

The development in cash withdrawal by depositors in 

June was increasing, a reflection of support the slow-

down in the growth rate of M2. In fact the deposits of 
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both corporations and individuals were declining. The 

annual growth of Deposits of corporations declined by 

1.2% in the quarter compare to an increased of 22.1 in 

the previous quarter. Further, the individuals' deposits 

declined by 4.5% compared with a 7.5% increase arose 

in the last quarter. 

The quarterly growth rate of broad money declined by 

6.4% followed a 19.1% drop observe in the last first 

quarter of 2015.  

The reduction mostly was driven by  most of the sector 

of deposits in the banking system that include in broad 

money. Demand deposits, as transferable deposits, 

declined by 7.1% followed by a decrease of 21.6%  in 

last first quarter of 2015, which contributed 3.8% to 

the decline of M2 in June quarter. Time and savings 

deposits or called other deposits in monetary statistics, 

in conjunction,  declined by 6% from 16.7% in the last 

first quarter 2015. Together they contributed by 2.6% 

to the decline of the M2 in the quarter.  

The currency in circulation (centavos) continues grow, 

rising by 4.8%, followed by a 3.6% increase in the last 

first quarter of 2015, a reverse contribution of 0.1% to 

brake and slow down the decline of M2 in the quarter.  

Credit to private sector just grew by 8.5%,  year on 

year,   after having a 5.4% growth in the last first quar-

ter of 2015. In fact , the development of credit growth 

continues low as the banking system continue take in 

to consideration the high risk of loan. It can be seen 

the relation with the analysis on bank lending survey. 

The  bank lending survey of June 2015 showed that 

banks continued to not changes their credit standard 

or continue tighten the credit standard to  enterprises, 

while easy somewhat to household. Factors that con-

tributed to tighten the banks' credit standard was re-

lated to the cost of fund and balance sheet constraint, 

risk on collateral demanded, and the issue of non-

performance loans. This condition has pushed banks 

to continue tighten their credit terms and condition for 

approving loans.  

 

II. b. Net Foreign Assets 

The annual growth rate of net foreign assets (NFA) 

were increased, rose by 13.6%, reversing a decline of 

14.7% in the last first quarter of 2015. In fact this pro-

gress mostly was due to the increase in the commer-

cial banks' NFAs, rose by 26.8%, following a 40.9% 

increase observed in the last first quarter of 2015. 

While, the central bank's  NFA was decreased, has re-

duced by 4%, followed a reduction of 55.3% observed 

in the last quarter. 

The main driver of the changes in the commercial 

banks’ NFAs was the increased in its claims on non-

residents, mostly from the deposit, rising by 31.4%, 

followed by a 37.1% upsurge record in the last first 
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quarter of 2015.  Its liabilities declined by 13.3% after 

having lifted by 1.7% in the first quarter 2015. 

While the decline in the central bank’s NFAs was due to 

the reduction in its security investment abroad, revers-

ing the increase of foreign currency and other deposits 

by 67% and 107% respectively. The BCTL’s liability on 

non-resident also was decreased, mostly due to ex-

change rate changes in the SDR allocation with the 

IMF, has reduced by 8.7% after a reduction of 10.4% in 

the first quarter 2015. 

 

II. c. Net Domestic Assets 

Domestic assets mostly composed by claims on central 

government (net) and claims on private sector. Net 

claims on central government contain credit and liabili-

ties to central government from the financial system.  

Actually, there is no credit from the financial system to 

the government of Timor-Leste, therefore the net 

claims on the central government, in the monetary sta-

tistics' point of view, is negative, which means that  all 

corresponding amount is government deposits or the 

depository corporations liabilities to the central govern-

ment. Simultaneously, claims on the private sector con-

sist of credit to domestic private sector and others 

claims.  

The annual growth of Domestic Claims has increased in 

the second quarter of 2015, risen by 63.5%, reversing 

a 65.3% decline observing in the last March quarter. 

This development of domestic claims mostly has con-

tributed by the increase in the  liabilities of depository 

institutions, especially the central bank, to the central 

government, record about 83.6%.  

The credit from commercial banks to private sectors 

contributed negatively by 20.2%, while it is observed 

an increase in the growth rate. The annual growth of 

credit was of 8.5%, followed by a 5.4% growth in the 

last first quarter of 2015. Part of subdued increase is 

accounted by sharp rise in provision for non-

performing loans by banks , which is deducted from 

gross lending to arrive at the reported net figure of 

borrowing.  

An expectation to support the development of agricul-

ture sector in the country is the involvement of bank-

ing system, and this can be seen through the lending. 

Credit to agriculture sector has significant growth in 

June quarter of 2015, rose by 577.5%, which contrib-

uted about 4.2% to the total credit growth.  This im-

portant progress is expected be continue for the fu-

ture.  The second area that required attention is in-

dustry and manufacturing, which is expected to sup-

port the production of goods in the country. The lend-

ing to this area represents only 1.8% of total credit, 

contributed about 0.2% of the growth, rising by 

10.5%, followed a 34% increase in the last first quar-

ter of 2015.   
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The liquid fund is not a matter for the banking system 

in Timor-Leste. The banks hold liquid asset more than 

the requirement of the Central Bank. The risk of loans 

is the case and that oblige the banks to save the fund 

abroad, increasing the  foreign assets.  

 

II. d. Interest Rate  

Despite some development in credit supply from banks 

in Timor-Leste arose, credit standards remain tight.  In 

this respect, the tightening in credit package have con-

tributed to continue increasing the borrowing cost, the 

bank lending rate continue high. The interest margins 

have remained relatively high in Timor-Leste.  The 

weighted average interest rate of loan stood at 13.4% 

by June 2015, while the deposit rate about 0.9%, re-

sulting the margin of 12.5%. The absence of reference 

rate applied by the Central Bank, the banks set their 

own rate taking in to consideration some determinant 

factor for the calculation, including the risk.   

 

II. e. Price and inflation 

Inflation is the rate at which the general level of prices 

for goods and services is rising over a considerable pe-

riod of time, and, subsequently, purchasing power is 

falling. "Inflation is always and everywhere a monetary 

phenomenon" (Milton Friedman, look at Frederik F. 

Miskin, 2010: 619). Means that, the source of all epi-

sodes of inflation is the high growth rate of the money 

supply. Inflation can be caused by various factors, 

both in terms of very strong public demand for a varie-

ty of items so-called demand inflation, as well as due 

to the increase in production costs or cost inflation.  

As inflation rises, every dollar will buy a smaller per-

centage of a good. For example, if the inflation rate is 

2%, then a $1 kg of sugar will cost $1.02 in a year. 

Means that people is losing 2% of its purchasing pow-

er, considering everything held constant.   

When look at the inflation experience in Timor-Leste, 

for an illustration let’s put 2006 to 2015, the inflation 

rate is about 78.2% (CPI Dec 2006 – June 2015).  If a 

kg of meat cost $5 in 2006, today will cost $8.9, an 

increase of 78.2% in price of meat. This mean that 

population in Timor-Leste is losing 78.2% of its pur-

chasing power. If 50% of that population hold a con-

stant income, then they become poor with the in-

crease in that rate of inflation, as they will consume 

less goods today compare to 2006.  

Considering that this high inflation experience was 

caused by the strong demand. Starting from the 

strong public sector demand and then spreads to the 

demand of households and private sector. It can be 

seen, for instance, from the contribution of  domestic 

demand in supporting the GDP growth,  albeit invest-

ment has been dominant by public sector, but appear 

signs from household's consumption which has now 

50% share on total consumption in 2013.  



Economic Bulletin Page  6 

High rate of inflation in some extend is expected by pro-

ducers, as it can be augment their income by selling in 

a high price of goods. However continues increase in 

price will affect also the behaviour of consumer then 

the reduction in their demand for goods, which does 

not expected by producer. Therefore a stable inflation 

is required for both producer and consumer then the 

development of the economy.     

It is very pleasure as recent year inflation has slowing 

down. Since 2014 the inflation stood below the target 

band set by the government in its strategic develop-

ment plan, of 4—6%. The annual inflation rate for June 

2015 was about 1.5%, up from 0.5% in first quarter 

2015, which was –0.7% at June 2014.  

The most contributor to the change of inflation rate in 

Timor-Leste has been the component of food. In aver-

age food contribute about 8.4% in the increase of infla-

tion during 2007, while non-food about 1.6%. In 2009 

inflation was slowing down even negative in some 

month, and food contributed at 0.5% to this reduction. 

Still the same case for the other years in which food 

has significant influence to the change in the CPI infla-

tion experience.   

 

III. Commercial Banks 

The total number of banks as of June 2015, still stood 

at 4, which comprises by 3 branches of foreign banks 

and 1 local bank (the BNCTL). Hence these banks has 

expanding their Subsidiary (foreign banks) and 

branches (BNCTL). The total subsidiary at the end of 

June 2015 are 18 while branches of BNCTL are 15, 

with the total of 33, an increase of 6.5% compared to 

2014, still there is no changes from first quarter 

2015.  

The asset base of the banking system and its key ele-

ments continue posted strong growth; particularly the 

deposit base, while lending to private sector consist-

ently stood with slight growth in a long period of time, 

increased over the second quarters of 2015 compare 

with correspondent quarter of 2014.  

Total assets of all banks showed a net expansion of 

USD 90.8 million during a year from June 2014 and 

stood at USD 765.2 million. Hence the asset base of 

the banking system increased by 13.5% over the year 

to June 2015, while declined by 3% over the last 

March quarter of 2015. The annual trend of total de-

posits of the banking system continue increases, 

reached 22% growth at June quarter of 2015 to be 

arrived at USD 570.3 million, after record a 26.8% 

growth in last March 2015. Total lending in the quar-

ter to June 2015 was of USD 188.8 million, record an 

increase of 8.5% from June 2014.  

The annual income as percentage of assets (RoA, or 

Return on Assets) was 0.8% in June 2015, up from 

0.7% as in June 2014 and 0.5% in last March. This 
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increase in ROA for June 2015 compared to the same 

month last year, was essentially due to the increase in 

income while followed by some increase in assets. In 

turn, the increase in RoA for in June compare to  March 

2015 was due to the increase in income (about 70.2%) 

reversing the decrease in assets.  

In the other side, the banks continue to have liquidity 

ratios above the minimum required by the BCTL, with 

an excess of  liquidity ratios of 69.7% in  the quarter of 

June 2015. The requirement actual held about USD 

612.4 million compared to liquid assets requirement of 

USD 108.5 million. All of the banks have high liquidity 

fund. It is recognized as the percentages allocation to 

the credit is too small. Then, no interbank transaction  

occur between banks, especially for lending’s necessi-

ty. Loans to deposit ratio at June 2015, just situated at 

33%, with the average for 5 years of 36%.  

 

IV. Fiscal development 

In most of the countries, it is expected to have a fiscal 

consolidation, beside to reduce the fiscal deficit it also 

could reduce fiscal debt accumulation. The effort is 

needed to set the high public deficit and debt ratio as a 

prudent fiscal policy. It could be given as a per cent of 

nominal GDP. This deficit can be reduced by economic 

growth leading to more revenues and less expenditure.  

By looking to the experience of Timor-Leste’s govern-

ment budget, it is noted that government has decided 

to reduce its budget expenditure. There was some 

fiscal consolidation emerged. The government budget 

expenditure started to decline since 2012, which reg-

istered a growth of 38.3%, after having an increase of 

55.9% in 2011, and continues to decline in 2013 and 

2014,  while has a slight increase in 2015 by 4.7%.  It 

is noted also that the fiscal deficit continue high but 

declining in percentage of nominal GDP. In 2011 the 

deficit reached 86.6% of nominal GDP (non-oil GDP), 

declined further in 2012 and 2013 of 81.8% and 

70.5% respectively.  Fortunately that the deficit does 

not finance by public debt. Thanks to the availability 

of oil resources.  

By contrast the government has continued rising its 

domestic revenue, in nominal terms, while it slow 

down in the growth rate in some years. The actual 

domestic revenue grew in 2012 by 23.6%, reduced to 

7.5% in 2013 and recovered to 13.6% in 2014. It was 

projected to grow by 2.6% in 2015 to USD170.4 mil-

lion. The actual domestic revenue received for 2015, 

up to the end of June, reached 48.5% or about 

USD82.7 million.   

It is expected that the government of Timor-Leste will 

continue in the future with the fiscal consolidation 

and its prudent fiscal policy.  
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