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National Financing Framework for 

Sustainable Development of Timor-Leste: 

Summary for the Policy Makers 

1. What is Integrated National Financing Framework?  

Integrated National Financing Framework – henceforth referred to as INFF – is a United 

Nations resource for national 

governments to develop 

financing mechanisms for 

sustainable development at 

country level. INFF identifies the 

whole array of financing sources a 

country can draw upon to finance 

its sustainable development. It has 

four building blocks (Figure 1) that 

builds on and reinforces each 

other through an iterative process. 

The first building block – 

Assessments and Diagnostics – 

assesses financing needs, sources, 

risks, and constraints; the second 

building block – Financing 

Strategy – identifies suitable 

financing policies to fund country 

specific priorities regarding 

sustainable development; the 

third building block – Monitoring and Review – lays out mechanisms for monitoring the use of 

relevant financial resources and feeding lessons learnt back into the policy design process; and 

the fourth building block – Governance and Coordination – details how the implementation of 

INFF will be coordinated, lead, and how the relevant stakeholders will be engaged.  

As the development priorities and strategic position of a country evolves, so should its INFF. 

INFF is a deeply contextualized planning instrument that reflects the unique realities, abilities 

and priorities of the country in question. It is neither a one-size-fits-all solution, nor a static 

process.  

The present document summarizes the key findings and recommendations of the ‘Integrated 

National Financing Framework for Sustainable Development of Timor-Leste'. The discussion 

is organized around the building blocks of INFF which offer a synopsis of the detailed technical 

discussion contained in the main document.  

Assessments 
and 

Diagnostics 

Financing 
Strategy

Monitoring 
and Review

Governance 
and 

Coordination

Figure 1: Building Blocks of INFF 
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2. Assessment and Diagnostics  

The story of Timor-Leste is a story of resilience, of youth, and of the sea. Occupied for its 

natural wealth for ages, the country gained its independence in 2002 through a resilient 

movement. With thousands of lost lives and an almost complete destruction of all institutional 

and infrastructural resources, the challenge was uphill of rebuilding a nation almost from a blank 

slate. Blessing came in the form of the Petroleum Fund (PF) which accumulates revenues from the 

nation’s offshore oil and gas reserves and the returns on foreign financial investments, and 

finances major share of the burgeoning state budget (Figure 2). The high levels of public 

expenditure, for all intents and purposes, has been the key driver of the national economy 

averaging at over 84% of GDP since 2011. 

 
Figure 2: Sources of Funding Expenditure of The Government 

Data source: Ministry of Finance and author’s calculations, values in USD millions 

The high levels of transfers from the PF to the state budget (Figure 2) have supported Timor-

Leste’s advancement towards Sustainable Development Goals (SDGs) till date. In its first 20 

years of independence, the country has utilized drawings from the PF to frontload investments 

on infrastructure, deliver electricity, rehabilitate the devastated road network, and increase 
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access to schools and health care services (Government of Timor-Leste, 2019). The results have 

been impressive with the first Voluntary National Review published in 2019 reporting impressive 

gains (Figure 3). It is estimated, however, that with the current expenditure levels the PF will run 

dry in about a decade (World Bank, 2021). Such impending depletion of the PF is, thus, making 

the call for financial diversification for continued progress towards SDGs urgent.  

 
Figure 3: Key Gains Reported in Voluntary National Review 2019 

Information source: Voluntary National Review 2019 

While the scale of public expenditure has undoubtedly been high, its allocative equity and 

efficiency have registered significant room for improvement. Both a public expenditure review 

focused on health and education sectors published by the World Bank in 2021, and a Climate 

Public Expenditure and Institutional Review (CPEIR) co-published the Ministry of Finance and 

UNDP Timor-Leste in 2022 echoed this sentiment. To rebuild the country devasted during the 

struggle for independence, public investment has largely focused on infrastructural 

development. Little has, however, been budgeted for maintenance of the expensive infrastructure 

requiring expensive reconstruction and repairs in the aftermath of climatic events. Health, 

education, water supply, and agriculture have been touted as priorities of the government, but 

budgetary allocations have not kept up with this claim. The consequence has been grim with the 

Voluntary National Review 2019 reporting major backlogs towards achievements of SDGs (Figure 

4).  
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Figure 4: Persistent Challenges Towards Achievement of SDGs 

Information source: Voluntary National Review 2019 

Particularly vulnerable are the children and youth of the nation who constitute the biggest 

segment of its population. Timor-Leste has one of the youngest populations in the world with 

children aged 0-14 years constituting 39.96% and youth aged 15-24 years constituting 20.32% of 

the population (CIA World Factbook, 2022). This largest segment of the Timorese population, 

however, is under threat. Half of the Timorese children live below poverty level. The country has 

the highest neonatal and child mortality rates in the region, with 19.4 and 42 deaths per 1000 

live births in that order. With every second child malnourished, Timor-Leste suffers from the 

third highest child malnutrition rate in the world. These malnourished children have a four-fold 

increased risk of death, are more likely to get sick due to a weakened immune system, and have 

impaired brain development. Because of their lower IQ and cognitive capacity, they are less likely 

to complete their schooling and, as a result, earn less (Ramos-Horta, 2022). On top of it, as a 

country with a high birth rate of 4.3 children per women, Timor-Leste has 30,000 youngsters 

reaching working age on an annual basis (Rose, 2022). This growing workforce, however, 

overwhelmingly lacks both opportunities and skills to secure decent employment. The challenge 

is, thus, two-fold of first creating a skilled, educated, and healthy workforce who can propel the 

economy forward by starting productive enterprises and obtaining gainful employment, and 

second of creating an economic environment where the workforce can pursue entrepreneurial 

ventures and secure waged work opportunities matching their skill levels (Figure 5).   
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Figure 5: The Timorese Jobs Market Puzzle 

Source: Author’s elaboration 

The Assessment and Diagnostic led to the conclusion that the ‘Integrated National Financing 

Framework for Sustainable Development of Timor-Leste' essentially needs to seek answer 

this question:  

With the expected depletion of Petroleum Fund within the next 10 years, 

how can Timor-Leste transition into an era of private sector led inclusive, 

climate resilient green growth, and continue to finance its sustainable 

development? 

The answer, for better or for worse, lies in the solving the Timorese jobs market puzzle. Public 

sector is the biggest formal employer in Timor-Leste. For those who can’t secure a job with the 

government, there is little less. Domestic private investment is low, and so are the foreign direct 

investments (Figure 6). The formal private sector, in all its smallness, is largely dependent on 

government contracts. The economy is small and largely informal, and the youth are increasingly 

obliged to migrate overseas in search for employment.  
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Figure 6: Aggregate Finance Landscape in Timor-Leste 

Data source: Ministry of Finance, values in USD millions 

The high reliance on the PF for financing public expenditure, and the fund’s impending 

depletion portend ominous future for the formal private economy that is highly reliant on 

work contracts from public projects. Those lucky to have secured employment with the public 

sector also have reasons to be worried as - in absence of a strategic redirection immediately put 

in place – the government might be forced to go through painful structural readjustments by 

significantly cutting its expenses in the post-PF age. In 2021, for example, the recurrent expenses 

of the government stood at $1,302 million, while tax and non-tax revenues combined were only 

$145 million. The government financed the reminder of its recurrent expenses with withdrawals 

from the PF. Once the PF is depleted, there will a funding gap of $1,157 million only to finance 

the government’s recurrent expenses at current levels, notwithstanding any capital expenditure 

that are made on top of the recurrent expenses. Based on the identification of such unique 

realities and key complexities challenging the sustainable development of Timor-Leste, the key 

question that our work sought to answer in the remaining building blocks of INFF post the 

Assessment and Diagnostic, is thus, to reiterate, how can Timor-Leste transition into an era of 

private sector led inclusive, climate resilient green growth and continue to finance its sustainable 

development? 
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3. Financing Strategy  

The financing strategy chapter sits at the heart of INFF. Based on the findings of Assessment 

and Diagnostics we identify ten priority areas for financing Timor-Leste’s progress towards 

sustainable development.  They are: blue economy diversification and blue finance, climate 

finance, disaster risk financing, diaspora finance, forest finance, investments on education, WASH 

finance, investments on food security, pro-health finance, and investments on social protection 

programs (Figure 7). Each of these priorities, directly or indirectly, relate to addressing the supply 

and/or demand side challenges surrounding the Timorese jobs market (Annex 1). All the pieces, 

ultimately, come together to propel the country towards achievement of SDGs at national and 

household levels.  

 
Figure 7: Pathways to Finance Timor-Leste's Sustainable Development 

Source: Author’s elaboration 

The main document details a host of financing strategies addressing the country specific 

challenges related to each of the priority areas listed in Figure 7. Sources to mobilize finance 

for these priority concerns are grouped into four broad sources – national and international 

public finance, and national and international private investments (Figure 8). Below we 

summarize some cross-cutting themes from the financing strategies and overarching messages 

grouped according to the four broad financing sources.  
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Key Challenges: 
▪ High levels of inefficiencies of public 

expenditure  
▪ Depleting PF   
▪ Low tax and non-tax revenues of the 

government 
 
 
 
 
 
Key Recommendations: 
▪ Significantly improve efficiency of public 

expenditure by improving forward planning 
and monitoring and review systems 

▪ Make public investment management 
process more climate responsive and 
disaster resilient  

▪ Issue performance-based contracts for 
provision of key social services  

▪ Explore use of innovative financing 
instruments to increase the fiscal space of 
the government like project bond, resilience 
bond, parametric insurance, diaspora bond, 
and social impact bond 

▪ Free-up fiscal space by scalping up 
investments on renewable energy to 
reduced reliance on imported, expensive 
fossil fuel 

▪ Use fiscal instruments like excise tax and 
tariffs to influence pro-health and 
sustainable consumption practices 

▪ Establish mariculture based state-owned 
enterprises  

▪ Undergo tax policy and administration 
reforms to address the very large budget 
financing gap 

Key Challenges: 
▪ Small domestic market comprised of mostly 

poor populace making a weak case for domestic 
private investments 

▪ Partially complete legal and regulatory 
framework for doing business  

▪ Poor access to finance and weak financial 
intermediation 

▪ Lack of skills for starting and operating 
profitable ventures at scale on market principles  

 
Key Recommendations: 
▪ De-risk financing provided to domestic MSMEs by 

providing guarantees  
▪ Make microfinance and microinsurance products 

available and accessible to poorer segments of 
populace  

▪ Transfer skills and ensure sustainable use of 
microfinance at grassroot levels 

▪ Provide remittance-linked insurance to build 
financial resilience at household level  

▪ Develop local supply and value chains 
▪ Eliminate the binding constraints surrounding 

legal and regulatory framework for doing 
business – specially address the challenges 
involving land laws, enforcing contracts, and 
reorganizing or winding up businesses. This 
recommendation is equally, if not more, relevant 
for mobilizing finance from international private 
sector as well 

 Public  Private 

In
te

rn
a

ti
o

n
a

l 

Key Challenges: 
▪ Declining volume of grants mobilized 
 
 
 
 
 
 
 
Key Recommendations: 
▪ Seek to mobilize international public finance 

for establishing specific purpose funds  
▪ Align the support of development partners 

with nationally owned development 
priorities 
 

Key Challenges: 
▪ Partially complete legal and regulatory 

framework for doing business  
▪ Wage-cost disadvantage making a weak case for 

efficiency-seeking FDIs 
▪ Small domestic market comprised of mostly poor 

populace making a weak case for market-seeking 
FDIs 

 
Key Recommendations: 
▪ De-risk international private investments by 

blending them with national public investments  
▪ Strategically develop market conditions to attract 

foreign direct investments  
▪ Explore use of innovative financing instruments 

to mobilize funding from international private 
sector like conservation impact bonds, blue 
carbon credits, plastic credits, nature-based 
carbon credits 

▪ Target impact investments from foreign investors 
▪ Connect to international supply and value chains 

Figure 8: Key Challenges and Recommendations for Mobilizing Finance from the Four Broad 
Sources 

Source: Author’s elaboration 
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3.1 Strategies Concerning National Public Finance   

As discussed earlier, the assessment and diagnostics documented three key challenges 

concerning national public finance: decreasing petroleum revenues combined with high-levels 

of withdrawals from the PF portending impending depletion of the PF, low tax and non-tax 

revenues of the government leaving a funding gap of $1,157 million only to finance the 

government’s recurrent expenses at current levels1, and high levels of inefficiencies of public 

expenditure inhibiting translation of the high levels of expenditure into sustainable human, 

social, and infrastructural capital formation. Strategies to address these challenges fall in two 

broad categories: one, strategies to use the money well; and two, strategies to increase the 

government’s fiscal space (Figure 9).  

Strategies Concerning National Public Finance 

Strategies to Use the Public Money Well: Strategies to Increase the Government’s 

Fiscal Space:  

▪ Significantly improve efficiency of public 
expenditure by improving forward 
planning and monitoring and review 
systems 
 

▪ Make public investment management 
process more climate responsive and 
disaster resilient  

 
▪ Issue performance-based contracts for 

provision of key social services 

 

▪ Explore use of innovative financing 
instruments to increase the fiscal space 
of the government like project bond, 
resilience bond, parametric insurance, 
diaspora bond, and social impact bond 
 

▪ Free-up fiscal space by scalping up 
investments on renewable energy to 
reduced reliance on imported, expensive 
fossil fuel 
 

▪ Use fiscal instruments like excise tax and 
tariffs to influence pro-health and 
sustainable consumption practices 
 

▪ Establish mariculture based state-owned 
enterprises  
 

▪ Undergo tax policy and administration 
reforms to address the very large budget 
financing gap 

Figure 9: Strategies Concerning National Public Finance 

Source: Author’s elaboration 

We discuss both of these categories of strategies shown in Figure 9 in this segment.  

 

 
1 Notwithstanding any capital expenditure that are made on top of the recurrent expenses. 



 

 

Page | 17  

 

              INFF for Sustainable Development of Timor-Leste: Summary for the Policy Makers 

3.1.1 Strategies to Use the Public Money Well   

▪ Significantly improve efficiency of public expenditure by improving forward planning 

and monitoring and review systems 

It is not enough to only advocate for increased budget allocation to priority sectors. The 

expenditure has to be efficient and effectively spent.  

In Timor-Leste, for example, the capital and operational expenditures for WASH services are 

generally separately identifiable in the budget documents. However, there is no identifiable 

allocation for maintenance of WASH infrastructure. Responses to WASH infrastructural damage 

is highly reactionary with emergency funding allocated to respond to emergency repair or 

replacement. Forward planning or proactive steps to maintain WASH infrastructure is absent. To 

avoid costly reconstruction and replacements, it is thus required that budgetary allocations for 

WASH infrastructure maintenance is planned ahead. 

Another example involves the inefficiencies of expenditure on education. The salaries and 

wages of teachers constitute two-thirds of total expense on education by the government. 

However, high absenteeism among teachers and low incentives to perform well have hindered 

translation of this expenditure into improved learning outcomes of the students. To tackle this 

challenge, the government may introduce a mobile app based real time attendance and learning 

outcome monitoring system. Building blocks of such an app-based system is shown in Figure 10. 

The above are only two examples where forward planning and improved monitoring and 

review systems can address the high levels of inefficiencies of public expenditure related 

challenge. It is beyond the scope of the document to identify solutions to address inefficiencies 

involving public expenditure at all sectoral level. The key message is that forward planning and 

better monitoring and review systems are needed to address the inefficiency related challenge.  
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Figure 10: Ideation for an Android Based App for Increasing Efficiency of Public Expenditure 

on Education2 
Source: Adapted from the work of (Khan & Urmi, 2019) 

 

▪ Make public investment management process climate responsive and disaster resilient 

While mobilizing additional finance for climate change adaptation is a priority concern for 

the nation, ensuring that money spent on public capital formulation is building a climate 

resilient future for the nation is also critically important. This is because in absence of climate 

adaptive and disaster resilient design, the public capital remains susceptible to climate induced 

damage requiring expensive repair and reconstruction, and consequently increasing fiscal burden 

for the government. In this aspect, it is important to mainstream the ethos of climate change 

adaptation in public investment management by mandatorily requiring assessments of climate 

impacts of new investment projects; embedding adaptation measures in project design by 

addressing climate risk; and requiring incorporation of climate specific objectives, targets, and 

indicators in the performance contracts for public infrastructure development (Figure 10). Here 

it is to be noted that, even though the Feasibility Study Guideline (FSG) for Infrastructure Fund 

financed projects published by the Major Projects Secretariat (MPS) already includes requirements 

regarding climate and disaster survey (Major Projects Secretariat, Infrastructure Fund 2020), 

according to the 2018 PEFA Assessment it cannot be confirmed that if findings of such surveys 

actually impact final selection of projects (The World Bank 2020). 

The CPEIR published in early 2022 had robust recommendations for how public investment 

management could be made more climate resilient at sectoral level. Specific areas it drew 

 
2 This low-cost model has already been developed and deployed by a team of computer scientists 
hailing from Bangladesh for the largest NGO run school network in the country. This solution 
was winner of a national competition that brings together students and professionals for solving 
social challenges using technology.  
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attention towards included making education, health, roads and bridges, WASH, electricity, sea 

ports, air ports, and telecommunications infrastructure climate adaptive and disaster resilient. 

For the health sector, for example, it noted that while the importance of adapting health care 

services to the impact of climate change is well recognized in policy documents, the importance 

of adapting health care infrastructure to the impact of climate change is not documented. Given 

the high vulnerability of Timor-Leste to climate induced natural disasters, it is imperative that 

health care infrastructure is designed to be disaster resilient so that undisrupted provision of 

healthcare services is ensured during and after extreme weather events3. It is important that the 

government takes into account the recommendations made in the CPEIR about climate adaptive 

and disaster resilient public investment management, and that initiatives are taken to implement 

them (Figure 11).  

 
Figure 11: Fundamental Requirements for Making Public Investment Management Climate 

Responsive and Disaster Resilient 
Source: Author’s elaboration 

▪ Issue performance-based contracts for provision of key social services  

Another strategy Government of Timor-Leste can adopt for increasing the efficiency of public 

expenditures on social services is issuing performance-based contracts through the usage of 

social impact bond.  

Social impact bonds are unique public-private partnerships that fund effective social services 

through performance-based contracts. Impact investors provide the capital to scale the work of 

high-quality service providers, and government repays4 those investors if and when the project 

achieves outcomes that generate public value at a pre-agreed level (Social Finance, 2022). To date 

there are 58 social impact bonds operational in 12 countries, and worldwide more than 100 

proposals are in development (Health Movement, 2022). Government of Timor-Leste can use 

social impact bonds to increase the efficiency of public expenditure specially in health, education, 

social protection, skills training, and nutrition services.  Along with efficiency improvements, the 

potential benefits of this approach includes transfer of risk from the public to the private sector 

and alignment of project partners towards the common goal of measurable improvement in the 

provision of social services. 

 

 
3 A case study on how hospital infrastructure can be designed to be climate adaptive and disaster 
resilient appears in Annex 2 as Case 1.   
 
4 The repayment usually covers the initial investment plus a financial return which is a fraction 
of the savings made the government in contracting the service provider.  

Make public investment management climate responsive and disaster resilient by...

Mandatorily requiring 
assessments of climate 

impacts of new investment 
projects

Embedding adaptation 
measures in project design by 

addressing climate risk

Requiring incorporation of 
climate specific objectives, 

targets, and indicators in the 
performance contracts for 

public infrastructure 
development
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3.1.2 Strategies to Increase the Government’s Fiscal Space   

 

▪ Explore use of innovative financing instruments to increase the fiscal space of the 

government like project bond, resilience bond, parametric insurance, and diaspora bond 

 

Our analysis in the main document points towards a range of innovative financing 

instruments that the Government of Timor-Leste can use to increase its fiscal space. They are: 

project bond, resilience bond, parametric insurance, diaspora bond, social impact bond (Table 1).  

Table 1: Innovative Financing Instruments for Increasing the Fiscal Space of the 

Government 

Type of IFI Suitable Usage Rationale Behind 

Recommending its Usage 

Suitable 

Time-Frame 

for Earliest 

Usage 

Project 

bond  

Solar and marine 

renewable energy 

development 

Would help the government 

maintain its favourable debt 

position by limiting credit 

exposure to only revenue earning 

projects  

Short-term  

Resilience 

bond 

Financing construction of 

disaster resilient 

infrastructure and 

transferring residual 

disaster risk 

Would facilitate financing for 

both pre-disaster preparedness, 

and post-disaster reconstruction 

and rehabilitation  

Short to 

medium-

terms 

Parametric 

insurance  

Financing post-disaster 

relief and recovery   

Would facilitate quick availability 

of funds for post-disaster relief 

and recovery efforts  

Short to 

medium-

terms 

Diaspora 

bond 

Mobilizing inward 

remittance from migrants  

Would help mobilize diaspora 

savings for national development   

Medium to 

long-terms 

Social 

impact 

bond 

Mobilizing international 

impact investments for 

delivery of social services  

Would increase efficiency and 

effectiveness in delivery of social 

services  

Short to 

medium-

terms 

Source: Author’s elaboration 

Project bonds are bonds raised specifically to finance the operations of a specific project, and 

which will be paid back exclusively by the proceeds from this one activity, without recourse 

to the issuer’s other potential revenue streams. Given the large scale of financing required for 

solar and marine renewable energy sector development, Government of Timor-Leste can explore 

issuing solar and blue project bonds specifically for raising funding for renewable energy 

investments5. The benefit of using project bonds to mobilize debt financing for large-scale 

renewable electrification initiatives is that it would help the government maintain its favourable 

debt position by limiting credit exposure to only revenue earning projects.  

 
5 A case study on how project bond has been used for mobilizing finance for the construction 
of a large-scale renewable energy project appears in Annex 2 as Case 2.  
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A resilience bond is a new insurance instrument designed to help cash-strapped governments 

increase both physical protection and financial insurance against disasters. These bonds link 

insurance coverage that public sector entities can already purchase (including parametric 

insurance policies and catastrophe bonds) with capital investments in resilience projects (such 

as, flood barriers and building retrofits) that reduce expected losses from disasters (RE.bound 

Program, 2015). Resilience bonds are one of the only financial instruments that link catastrophe 

insurance with project finance. They can offer unique opportunities for policy makers at Timor-

Leste to meet multiple objectives of financing construction of disaster resilient infrastructure 

and transferring residual disaster risk with an integrated financial strategy.  

 

Parametric insurance, also known as index-based insurance, settle payment of claims based 

on modelled loss of a disaster event. Instead of indemnifying for an actual loss, it offers pre-

determined cover for a disastrous event - such as a cyclone, drought or flood - if certain 

parameters are met or surpassed. The main benefit of parametric insurance policies is that they 

offer faster pay-outs than traditional insurance based on the nature of the trigger event. Because 

it is quick to verify if the trigger event passed the threshold specified in the policy, parametric 

policies can pay-out quickly. These quick pay-outs are especially beneficial for the liquidity to 

successfully recover after a disaster strikes.  Subscription of parametric insurance can provide 

Timor-Leste important defence against disaster induced loss and damages. Combining the use of 

resilience bond and parametric insurance, we recommend redesigning Timor-Leste’s disaster 

financing approach as shown below in Figure 12.  
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Figure 12:Proposed Sequence of Utilizing Disaster Risk Management Finance Vs. Current 

Practice 
Source: Author’s elaboration 

A diaspora bond is a debt instrument issued by a country6 to raise financing from its overseas 

diaspora (Ketkar & Ratha, 2013). Given the small size of Timorese diaspora that primarily earns 

low-skill job wages, issuing diaspora bond is unlikely to be a feasible solution in short-time frame. 

Regardless, once the size and earning capabilities of Timorese diaspora increases, the 

Government of Timor-Leste may be in a favourable position to issue diaspora bond in the medium 

time-frame.  

The features, uses, and benefits of social impact bond has already been discussed in the last 

section on strategies to use public money well.  

 

 
6 Sub-sovereign entity or private corporations can also be potential issuers.  
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▪ Free-up fiscal space by scalping up investments on renewable energy to reduce reliance 

on imported, expensive fossil fuel 

On average, Timor-Leste spends over $100 million importing diesel every year, and a 

significant share of that import is subsidized by the government. So far, the country has 

financed its high reliance on imported fuel with transfers from the PF. The impending depletion 

of PF will increase the fiscal burden associated with importing fossil fuel unless investments are 

made to expand renewable energy resources. Thus, for the dual benefit of achieving low carbon 

emissions as a nation, and prudent fiscal management, Timor-Leste should scale up investments 

on renewable energy resources.  

As per the photovoltaic power potential assessment conducted by the World Bank, most 

regions of Timor-Leste have significant prospect to generate solar power (Figure 13). 

Additionally, the successful examples of solarization of UN House and SAMES7 project 

demonstrate practical and financial feasibility of solarization projects. Capitalizing on this 

learning, the country can explore more solarization projects like solarization of educational 

establishments8, food warehousing and storage facilities9, and water desalination plants10 – all of 

which are examples discussed in detail and supported by case studies in Annex 2 of this 

document.  

 
Figure 13: Photovoltaic Power Potential of Timor-Leste 

Source: World Bank 

 
7 Strengthening Medicines Supply Chain Timor-Leste project of UNDP.  
 
8 Refer to Case 3 in Annex 2.  
 
9 Refer to Case 4 in Annex 2.  
 
10 Refer to Case 5 in Annex 2.  
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▪ Use fiscal instruments like excise taxes and tariffs to influence pro-health and sustainable 

consumption practices 

The Government of Timor-Leste can use fiscal instruments like excise taxes and tariffs to 

promote pro-health and sustainable consumption practices.  

The government has recently taken initiatives to increase excise on tobacco in the 2022 

budget from $19/kg to $25/kg. This will generate an extra $4 million in tax revenues for the 

government and reduce the smoking rate by 0.4%. Based on the government’s aim to inhibit 

tobacco consumption and mobilize domestic revenues, WHO suggests that the excise rate on 

tobacco should be further raised to $50/kg to generate an extra $18 million in tax revenues and 

reduce the smoking rate by 1.9% (WHO, 2021). WHO is also working with the government to 

introduce and/or increase excise taxes on alcohol and sugar-high processed food and drinks.  

Additionally, the government may consider imposing excise tax on products made of or 

packaged in non-recycled virgin plastic material. Though home to only a small population and 

with little industrial development, Timor-Leste produced nearly 70 tonnes of plastic waste per 

day in 2018, according to the Asian Development Bank. The majority of this rubbish was either 

openly burned or flushed into the sea. In 2019, even though a memorandum of understanding 

(MoU) was signed between Government of Timor-Leste and Mura Technology for development of 

a chemical plastic recycling plant able to process all the plastic waste produced in the nation, due 

to the pandemic its construction has not materialized yet. It is important that Timor-Leste follows 

through establishment of the recycling plant, and additionally introduce excise taxes on non-

recycled virgin plastic products and packaging to reduce creation of plastic waste in the first 

place.  

Tariff is another fiscal instrument that the government can use to increase its earning and 

promote sustainable consumption. Urban water services, currently, for example, are fully 

subsidized by the government creating incentive for wastage. There is an urgent need of the 

realization that government cannot fully subsidize water services in the urban region indefinitely. 

However, given the current socio-economic profile of the urban regions, it will not be feasible to 

charge tariffs for water services in informal urban settlements. To ensure financial sustainability 

of the sector, regardless, it is important that steps are taken towards introducing tariffs for water 

services, especially in the urban regions, so that operating expenses for urban water services are 

eventually largely or fully paid for by the users themselves. Thus, it is recommended that urgent 

steps are taken to levy tariffs for water services in formal urban settlements.  

▪ Establish mariculture focused state-owned enterprise 

It is imperative that the government looks to extend its income base to prepare for the post-

PF age. Towards that end, potentials of the mariculture sector should be explored with the same 

attention as has been extended to the Tasi Mane project.  

Timor-Leste has a marine Exclusive Economic Zone (EEZ) of 75,647km2, while the land area is 

only 14,873km2. It is important that the country commissions marine spatial planning to 

economically best utilize its vast marine space, and works with internationally reputed deep sea 

aquaculture technology firms (e.g., InnovaSea, GiliOcean Technology, Forever Oceans) to realize 
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the potential of commercial scale offshore mariculture in Timor-Leste. A strategically developed 

large-scale, sustainable marine aquaculture sector can help the country substitute its reliance on 

the PF. In 2019, Türkiye, for example, had aquaculture production worth $1.1 billion that is 

expected to increase to $2 billion by 2023. If Timor-Leste can replicate a fraction of Türkiye’s 

success in mariculture, it would be well placed to avoid the fiscal cliff predicted on the depletion 

on the PF in about a decade. Timor-Leste’s close neighbours Indonesia and Australia are also 

engaged in sustainable open ocean mariculture development. The country should, thus, establish 

the mariculture focused state-owned enterprise following the successful models of public-private 

partnerships utilized in the cases of Tibar Port and Bayu-Undan gas and condensate field, so that 

the government can continue to directly earn export revenues to support the state budget.  

 
Picture 1: Open Ocean Aquaculture 

Source: The Regulatory Review 

▪ Undergo tax policy and administration reforms to address the very large budget financing 

gap 

Given the very large budget financing gap, it is imperative that Timor-Leste focuses on tax 

policy and administration reforms.  The country currently has one of the lowest statutory tax 

rates in the world. Due to the narrow tax base and limited compliance and enforcement, average 

effective tax rates are also very low. According to World Bank, Timor-Leste has the potential to 

at least double its tax revenue if it undergoes tax policy and administration reforms (World Bank, 
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2021).  We reckon with the recommendations made by the World Bank in its latest edition of 

public expenditure review published in 2021, and summarize the recommended tax policy and 

administration reforms in Table 2.  

Table 2: Recommendations for Tax Policy and Tax Administration Reform 

Recommendations for Tax Policy Reform 

Recommendation Rationale 

Introduce value-added tax 

(VAT) 

Would generate considerable revenue in an efficient 

manner. Concerns over its regressive nature could be 

addressed through pro-poor public spending or through 

targeted exemptions. 

Streamline and raise income 

tax rates  

Could boost revenues without deterring business activity or 

undermining the purchasing power of individuals. Even at 

15 percent, the corporate tax rate would remain low by 

international standards, and thus unlikely to affect (foreign) 

investment. 

Introduce property tax Could support the diversification of tax sources and raise 

further revenue in the medium term. 

Revise import duty rates  Current import duty rates are non-compliant with 

international, including ASEAN standards. This would also 

implicitly lead to the elimination of the sales tax and the 

services tax to avoid duplication. 

Minimising discretionary tax 

exemptions 

Could yield significant increase in tax collections.  

Recommendations for Tax Administration Reform  

Recommendation Rationale 

Adopt and fully implement an 

appropriate IT systems (e.g. 

ASYCUDA and SIGTAS) 

Would reduce collection costs, enhance information sharing 

across relevant agencies, integrate and mainstream tax 

procedures, and minimise errors and arrears. 

Introduce taxpayer 

registration  

Would increase tax compliance. 

Introduce and communicate 

clear and simple regulations  

Would facilitate implementation of the regulation and 

increase tax compliance. 

Build institutional and human 

capacities within the Tax and 

Customs Administrations 

Would increase service orientation and tax collection. 

 

 

Source: Based on the discussion in (World Bank, 2021)  



 

 

Page | 27  

 

              INFF for Sustainable Development of Timor-Leste: Summary for the Policy Makers 

3.2 Strategies Concerning International Public Finance   

 

Foreign grant disbursements - once a key source of public finance - have been declining in 

Timor-Leste over the years (Figure 14). From a high of $276 million in 2012, expenditure by 

development partners came down to $161 million in 2021. Given the global economic turmoil, as 

recurrent commitments by development partners come under tremendous pressure we propose 

two specific strategies concerning mobilization of international public finance:  

 

One, Timor-Leste should seek to mobilize international public finance for establishing specific 

purpose funds, so that the funds – once set up with return earning financial investments – could 

continue to support specific development priorities over long-term, even though the flow of 

grants may dwindle over time.  

 

Two, it is necessary to align the support of the development partners with nationally owned 

development priorities, and specially so in areas that will help the country develop its technical 

self-reliance.  

 
Figure 14: Public Expenditure by Development Partners 

Data source: OECD 

We discuss both of these strategies below in this segment. 

▪ Seek to mobilize international public finance for establishing specific purpose funds  

To strengthen awareness about specific development priorities, Government of Timor-Leste 

should lobby to establish specific purpose funds with funding mobilized from international 

sources. Three specific purpose funds that we recommend Timor-Leste to establish are - 

Conservation Trust Fund (CTF), Climate Adaptation Fund, and Revolving Loan Fund (Table 3).  
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Table 3: Suitable Uses of Specific Purpose Funds 

Type of Specific 

Purpose Fund 

Suitable Uses 

Conservation Trust 

Funds (CTFs) 

Conservation of protected areas, future payment for ecosystem 

services (PES) programs customized for the country context. 

Climate Adaptation 

Fund 

Increasing awareness about climate adaptation among line ministries, 

and competingly allocating resources for highly climate relevant 

adaptation projects. 

Revolving Loan Fund Providing credit to smallholder farmers and small business owners to 

develop the mariculture and agriculture sectors.  

Source: Author’s elaboration 

Conservation Trust Funds (CTFs) are private, legally independent grant-making institutions. 

They are established to provide sustainable financing for biodiversity conservation and often 

finance part of the long-term management costs of a country’s protected area system. They can 

serve as an effective means for mobilizing large amounts of additional funding for bio-diversity 

conservation from international donors, national governments and the private sector 

(Conservation Finance Alliance , 2008). Government of Timor-Leste should proactively initiate an 

international fundraising campaign for establishing a CTF for the nation. Once established, an 

independently managed CTF could finance conservation of protected areas of the nation, and 

future payment for ecosystem services (PES) programs customized for the country context11. 

A national Climate Adaptation Fund is a financial mechanism that can allow Timor-Leste to 

collect, blend, and manage resources related to climate change adaptation into one, 

centralized fund. The fund can then competitively allocate the accumulated resources to a 

variety of adaptation-oriented climate projects adopted by public and private institutions. For 

successful implementation, governance of the national climate adaptation fund should be 

connected to the government, but autonomous in its investment decisions, allowing it to be more 

agile and independent from political pressures. A Climate Adaptation Fund could be particularly 

useful to increase awareness about climate adaptation among line ministries to address the 

challenge involving declining allocations to highly climate relevant programs and projects as 

reported in the CPEIR12, 13.  

Finally, a Revolving Loan Fund (RLF) could be set up to provide lending to smallholder farmers 

and small business owners who cannot otherwise access capital. In an RLF, loans are allocated 

from a central fund, which is replenished as individuals pay back their loans. Once replenished, 

the fund can then issue new loans to other actors, hence they ‘revolve’. Establishment of an RLF 

is a particularly suitable solution for the smallholder farmers and microentrepreneurs of Timor-

Leste as it has a high-risk tolerance and more flexible borrowing terms than traditional lending 

institutions like commercial banks. Timor-Leste should aim to set up an RFL specially to fund 

 
11 Examples of some CTFs appear in Annex 2 as Case 6.  
 
12 As per the CPEIR, in 2018 Timor-Leste spent 4.67% of its GDP in highly climate relevant 
programs and projects, but it came down to 2.31% of GDP in 2020. 
 
13 Example of a national Climate Adaptation Fund appears in Annex 2 as Case 7.  
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development of its agriculture and on and near-shore mariculture sectors with initial investment 

from the PF and grants from the development partners.  

▪ Align the support of development partners with nationally owned development 

priorities 

While the flow of grants from development partners have drastically declined in recent years, 

receipt of technical assistance is slowly gaining momentum (Figure 14). Government of Timor-

Leste should continue to leverage technical assistance from development partners and take 

initiatives to align the support with nationally owned development priorities. Specially, as the 

country seeks to develop its private sector and skills base, technical assistance should 

particularly be sought for private sector growth and skills development initiatives (Table 4).  

Table 4: Examples of Key Areas for Seeking Technical Assistance 

Priority Area Explanation 

Commercial-

scale, export-

grade non-fed 

and fed 

mariculture, 

and marine 

fisheries 

production 

A number of key development partners of Timor-Leste are importers of 

seafood items. China, Japan, and the US, for example, imported seaweed 

worth $277 million, $139 million, $60 million respectively in 2020 (Garay, 

2022). Australia, as a net importer of seafood, imported seafood valued at 

AUS$2.1 billion14 from 97 countries in 2019-20. Top five items imported by 

Australia in that year were: fish (generic) AUS$497 million, prawns $393 

million, tuna $341 million, and cuttlefish $88 million (Fisheries Research 

and Development , 2022).  

Timor-Leste should seek technical assistance from such close partner 

nations to produce commercial-scale, export-grade seafood items that can 

satisfy the quality requirements to enter their market.  

 

Roadmap for 

renewable 

electrification 

Lack of planning for adopting a suitable mix of variable renewable energy 

(VRE) resources stands as a barrier towards scaling up investments on low 

carbon energy sources. Thus, in the short-term, Timor-Leste should first 

aim to secure technical assistance for developing a roadmap for large-scale 

renewable electrification, and then target funding from appropriate sources 

to implement the roadmap over medium to long time frames. 

 

International sources that provide technical assistance for developing 

evidence-based VRE targets include – ACP-EU Energy Facility, Global Energy 

Efficiency and Renewable Energy Fund (GEEREF), Strategic Climate Fund 

(including Scaling Up Renewable Energy Program (SREP), ADB Clean Energy 

Financing Partnership Facility (CEFPF),  Global Environment Facility (GEF), 

World Bank’s Sustainable Renewables Risk Mitigation Initiative (SRMI). 

 

Hygienic 

Sanitation 

Facility 

In both rural and urban regions, sanitation services are self-financed by the 

households in Timor-Leste. Public expenditure on sanitation infrastructure 

is practically non-existent. This has meant that quality of sanitation 

infrastructure is largely uneven. To tackle this challenge, it is important to 

 
14 Approximately equal to USD$1.3 billion as of October 2022.  



 

 

Page | 30  

 

              INFF for Sustainable Development of Timor-Leste: Summary for the Policy Makers 

Priority Area Explanation 

technically guide self-finance of urban, and especially rural, sanitation 

services. They government needs to engage with local community to guide 

urban non-formal settlement dwellers, and rural inhabitants about safe 

construction of sanitation services. Development partners could be 

requested to provide technical assistance in this regard. 

Source: Author’s elaboration 

Table 4 only provides some key examples drawn from the detailed discussion in the main 

report. Documenting the full list of key areas where technical assistance should be sought by the 

nation is well beyond the scope of this work. The key message is that technical assistance should 

be particularly sought in areas that will enable the country develop its technical self-reliance as 

a result of the technical cooperation.    

3.3 Strategies Concerning National Private Finance   

As noted earlier, domestic private investment is negligibly low in Timor-Leste (Figure 6).  The 

assessment and diagnostics revealed four key challenges at the root of private sector 

development: small domestic market comprised of mostly poor populace making a weak case for 

investments by the private sector, partially complete legal and regulatory framework for doing 

business, poor access to finance and weak financial intermediation, and lack of skills for starting 

and operating profitable ventures at scale on market principles (Figure 15). Domestic private 

sector development, thus, is not a challenge that can be solved just with easing access to finance. 

Private sector development would require a four-prong approach of creating enabling market and 

regulatory conditions, and enhancing adequate access to both skills and finance (Figure 16). 

 
Figure 15: Key Challenges at the Root of Private Sector Development 

Source: Author’s elaboration 
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Four-prong Approach to Mobilizing Domestic Private Investments  

Strategies to Create Enabling Market 

Conditions: 

Strategies to Create Enabling Regulatory 

Conditions: 

▪ Develop local supply and value chains 

 

▪ Eliminate the binding constraints 

surrounding legal and regulatory 

framework for doing business – specially 

address the challenges involving land 

laws, enforcing contracts, and 

reorganizing or winding up businesses 

This strategy is equally, if not more, 

relevant for mobilizing finance from 

international private sector as well 

 

Strategies to Enhance Adequate Access to 

Skills: 

Strategies to Enhance Adequate Access to 

Finance:  

▪ Transfer skills and ensure sustainable use 
of microfinance at grassroot levels 
 

▪ Invest in active labour market programs 

that train youth in skills that are in high 

demand  

 

 

▪ De-risk financing provided to domestic 

MSMEs by providing guarantees  

 

▪ Make microfinance and microinsurance 

products available and accessible to 

poorer segments of populace  

 

▪ Provide remittance-linked insurance to 

build financial resilience at household 

level  

Figure 16: Strategies Concerning National Private Finance 

Source: Author’s elaboration 

In this segment we discuss the strategies grouped into the four categories as shown in Figure 

16.  

3.3.1 Strategies to Create Enabling Market Conditions 

 

▪ Develop local supply and value chains 

The challenge of low agricultural activity in Timor-Leste – the sector employing 64% of the 

populace – is partly caused by missing or weak supply and value chains. While domestic 

producers lose incentive to produce at commercial scale and resort to subsistence farming due 

to lack of access to markets, imported food products flood Timorese markets owing to their 

access to established supply chain (Marça, 2022). To address this issue, it is important to develop 

local supply and value chains for produce targeted for the local market, and connect with 

international supply and value chains for export-oriented items.  

Public financing home-grown school feeding program, for example, is an initiative planned 

by the government to address the local produce distribution related challenge. The initiative 
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aims to leverage the institutional demand associated with school meals to support local 

smallholder farm production through local purchases. The scheme can also strengthen the nexus 

between nutrition, dietary diversification, agricultural production, and social protection in Timor-

Leste (Figure 17). With the planned expansion of school feeding program from 150,000 to 300,000 

students (Government of Timor-Leste, 2021), this initiative can incentivize substantial increase 

in domestic production of diversified food items.   

 
Figure 17: Beneficiaries and Potential Benefits of School Feeding and Home-Grown School 

Feeding 
Source: (FAO & WFP, 2018) 

3.3.2 Strategies to Create Enabling Regulatory Conditions 

▪ Eliminate the binding constraints surrounding legal and regulatory framework for doing 
business  

Development of the private sector in Timor-Leste is hindered by a number of legal and 
regulatory bottlenecks. The assessment and diagnostics pointed to some critically challenging 
binding constraints like – partially complete land laws and registry, uncertain secured transaction 
framework for moveable property, issues surrounding contract enforcement, challenges with 
licensing and business start-up processes, and challenges with reorganizing or winding up a 
business (Table 5). For development of the private sector it is imperative that urgent actions are 
taken to eliminate the aforementioned legal and regulatory binding constraints.  
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Table 5: Legal and Regulatory Binding Constraints for Private Sector Development 

Legal and Regulatory Binding Constraints for Private Sector Development 

Constraint Explanation 

Partially complete 

land laws and 

registry 

The country doesn’t have any clear land tenure policy. There are 

several layers of overlapping land claims and no legal framework to 

determine ‘original’ land rights. A considerable number of land 

parcels remain under dispute, and even claimants of land areas that 

are not under dispute do not have any mechanism to safeguard their 

claims.  

The Constitution only allows Timorese citizens to own lands. This 

makes it difficult to use land as collateral for business loans from 

the foreign owned commercial banks operating in the nation. 

Uncertain secured 

transaction 

framework for 

moveable property 

The legal framework for pledging movable property as loan security 

is riddled with challenges like non-permissibility of creation of 

security interests over floating charges, absence of central registry of 

security interests over movable property, and non-permissibility of 

enforcing security interests with respect to mortgages outside of the 

court through private sale.  

Issues surrounding 

contract enforcement 

Although Civil Code 2011 provides the legal backing for entering and 

enforcing contracts, there is very little awareness about it. Even when 

contracts are entered, they are seldom settled through the country’s 

judicial system. Commercial banks generally seek out international 

courts to resolve contract disputes, but this is a very expensive 

process. There is neither any legislation establishing the acceptability 

of alternative dispute settlement procedures, nor any officially 

recognized commercial mediation or arbitration facility. 

Challenges with 

licensing and 

business start-up 

processes 

There is no central repository of information describing the 

requirements to obtain a license for some 200 business activities 

classified as ‘middle to high risk’ in SERVE15 , 16 .There is also no 

clarity about which public institution is responsible for issuing the 

licenses. 

Challenges with 

reorganizing or 

winding up a 

company 

 

The bankruptcy legislation inherited from the time of Indonesian 

occupation fail to specify the type of claims covered, or the order by 

which assets are to be distributed to creditors in the event of 

bankruptcy.  

Source: Based on the discussion in (Asian Development Bank, 2015). 

 
15 SERVE stands for Services for Registration and Verification of Entrepreneurs.  
 
16 With the introduction of SERVE, requirement to obtain license for ‘low risk’ business activities 
were eliminated. The majority of business activity fall within this category. 
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3.3.3 Strategies to Enhance Adequate Access to Skills 

 

▪ Transfer skills and ensure sustainable use of microfinance at grassroot levels 

The challenge of promoting private-sector led growth in Timor-Leste is not just a challenge 

involving lack of access to finance; it is also a challenge involving lack of skills for engaging 

in productive ventures and doing business. The challenge with development of mariculture 

sector, for example, cannot only be solved by offering inputs and loans for buying equipment. It 

is also important, and critically so, to transfer skills, and to handhold smallholders towards 

developing successful income generating opportunities.  

Remittances sent to Timor-Leste, as another example, are primarily used for consumption 

purposes partly because the remittance receiving families lack the knowledge of using the 

funds for productive usage.  The growing presence of grassroot level organizations in rural 

regions can be utilized to address this challenge. Grassroot level organizations could counsel the 

remittance receiving families on productive use of remittances like seaweed cultivation and other 

non-fed mariculture, cattle ranching, poultry farming etc.  

Different models for transferring skills and ensuring the sustainable use of microfinance at 

the grassroot level discussed in the main document is shown in Figure 18 to 20.  

 
Figure 18: A Model to Finance Biogas Plants in Rural Areas for Clean Cooking Solution and 

Income Generating Activities 
Source: Author’s elaboration 
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Figure 19: Model for Financing Sanitation Infrastructure at Household Level 

Source: Author’s elaboration partially inspired from the discussion in (World Bank, 2018) 

 

 
Figure 20: Model for Capitalizing on IDH Farmfit Fund to Finance Locall Smallholder 

Farmers and Agricultural MSMEs 
Source: Author’s elaboration 

▪ Invest in active labour market programs that train youth in skills that are in high demand 

in key labour markets 

Currently, Timor-Leste does not have any active labour market program in its social 

protection schemes portfolio. Given the high number of youths entering workforce every year 

and the dearth of skills for doing technical jobs and doing business, it is important that active 

labour market programs are adopted to increase the supply of skilled workers to the domestic 

and international labour markets. Investments on skills that are in high demand in key 

international labour markets should be a particular priority as remittances sent back home by 

Timorese migrants can facilitate domestic private investment.  
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Timorese nationals currently migrate to work in primarily three markets: the UK, Australia, 

and South Korea. Migrants to the UK self-sponsor and self-arrange their migration, while those 

going to Australia and South Korea are usually sent through government managed programs. 

Overwhelming majority of migrants find employment as low-skill labour that comes with low pay 

(compared to the host country wage scale).   

To address this issue, Government of Timor-Leste should strategically target to export 

Timorese labour in a more diversified market, and train them in skills that are in high demand 

and offer higher pay. This will, in effect, increase the volume of the flow of inward remittances 

and domestic private consumption and investment. For example, there is a high demand for 

skilled hairdressers, chefs, hospitality staffs, plumbers, electricians, refrigerator and air 

conditioner technicians, caregivers, lab technicians, and nurses in major labour markets. 

Government of Timor-Leste should prioritize designing vocational training programs that train 

youth in such high demand skill set.  

3.3.4 Strategies to Enhance Adequate Access to Finance     

▪ De-risk financing provided to domestic MSMEs by providing guarantees  

 

Given the fundamental weaknesses of the domestic economy like underdeveloped supply 

and value chains, legal and regulatory binding constraints for doing business, and lack of 

skilled workers, providing commercial loans to MSMEs in Timor-Leste is considered a risky 

business. To facilitate the MSMEs’ access to finance, thus, at least in the short-term it is 

imperative that the government guarantees at least partial repayment of the loans provided to 

them. The government should additionally – and more importantly – work on addressing the 

aforementioned fundamental weaknesses so that in the medium to long-terms confidence is built 

for providing loans to Timorese MSMEs even in absence of guarantees.  

Ministry of Tourism, Trade and Industry (MTCI) and UNDP have already launched a Loan 

Guarantee Facility for MSMEs that provides soft loans with up to 75% guarantee. Additional 

uses of guarantees recommended in the main report is sketched in Figures 18, 20 and 22 of this 

summary document.  

▪ Make microfinance and microinsurance products available and accessible to poorer 

segments of populace  

While it is important to develop resource mobilization capacity of the national government at 

macro-scale, it is also important to build financial resilience of households and MSMEs at 

micro-level. Towards this end, microfinance and microinsurance products should be made more 

extensively available and accessible to poorer segments of populace. Together with public 

financing directed to achieve SDGs at national scale, microfinance can be a possible measure to 

achieve SDGs at household level.  

For example, while the public sector initiatives towards adaptation activities follow a top-

down approach, it is imperative to address adaptation requirements at household or MSME 

levels through a bottom-up method. Despite the financial flows available for adaptation top-

down, funds seldom reach the household level in enough quantities to promote resilience 

bottom-up. Microfinance is a key solution Timor-Leste can explore in this aspect. Microfinance 

can be used to support climate change adaptation in housing, agriculture, fisheries, food security, 



 

 

Page | 37  

 

              INFF for Sustainable Development of Timor-Leste: Summary for the Policy Makers 

and WASH sectors at micro level. Timor-Leste already has two microfinance institutions - Kaebauk 

Investimentu no Financas (KIF) and Moris Rasik (MR). To build resilience bottom-up, the house 

improvement loans provided by KIF, for example, could have specific conditionalities about 

climate resilient design of the homes constructed with the loan provided by them.  

 

Another challenge microloans can help address is the challenge most willing Timorese 

individuals face for accessing funds to travel overseas for work. Some families wait for months 

to years, to accumulate the necessary fund for migrating abroad for work. Some families also 

count on current migrants to send back remittances that could be used to fund other family 

member’s travel abroad for work. Active labour market programs that offer loans to finance 

migrants’ travel related costs could be a solution this regard. Additionally, public or private bank 

mediated migrant travel loan programs could be a critical stimulus to increase export of Timorese 

labour services.   

Along with microfinance, microinsurance is another product that should be made available 

to smallholders in Timor-Leste. For example, given the high reliance of agricultural production 

on meteorological conditions, it is important to insure farmers against losses caused by bad 

weather. Although farmers prefer insurance for production loss, many financial institutions – 

even in advanced markets - find the assessment too subjective and tedious (Ruete, 2015). Given 

the small market size for insurance products in Timor-Leste, and the nascent financial sector, it 

would not be practical to introduce insurance products that covers against the volume of loss. 

Weather-based microinsurance that use objective parameters like rainfall or temperatures can 

thus be used to address the gap. Giving farmers access to weather-based microinsurance would 

also decrease the credit risk of lending to them. 

 

▪ Provide remittance-linked insurance to build financial resilience at household level  

Remittance-linked insurance are insurance products that enable migrant workers to directly 

pay premiums for policies covering their families and themselves against a range of risks 

(health, assets, natural-disaster etc., employment loss etc.). A variety of risk events may limit the 

migrant’s ability to earn and send remittances, but the majority of low-skill migrants are usually 

unable to access any kind of employment insurance in the countries they work in (Thom, 

Rinehart-Smit, Waal, Scribante, & Hougaard, 2021). Migrants also face financial shocks when their 

remittance receiving families face a health, asset, or business-related17 risk event that has a large 

financial implication, and requires the migrants to send additional money to cover the financial 

costs associated with the risk event. The financial shock migrants face in these situations is 

exacerbated by the fact that most low-skill migrants have low savings, and are usually unable to 

respond to urgent request for substantially higher amount of extra remittance by their families 

living in Timor-Leste. Thus, it is important that the country explores avenues of providing 

remittance-linked insurance. Subscription to such insurance scheme with a public insurer could 

be mandated by the government so that the pool of premium grows sustainably to service claims. 

The policy could be designed to require a specific amount of monthly or quarterly or annual 

payment as premiums, or the premiums could be cut as a certain percentage of each transfer 

sent.  

 
17 Usually, kiosks or agribusiness.  
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3.4 Strategies Concerning International Private Finance   

Weak market conditions, underdeveloped legal and regulatory framework for doing business, 

and inadequate supply of skilled labour that were discussed as three of the four fundamental 

challenges at the root of private sector development, impact mobilization of international 

private investments as well. International private investments are further deterred due to the 

wage-cost disadvantage, and small domestic market comprised of mostly poor populace. We offer 

a three-prong strategy to address these challenges as shown in Figure 21.  

Challenges towards mobilizing 

international private investments 

Three-prong strategies to address the challenges  

Fundamental 

challenges of 

private sector 

development that 

impact mobilization 

of international 

private 

investments as well 

 

Additional 

challenges to 
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international 

private 

investments 

Strategies to 

develop market 
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Strategies to de-
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international 
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Strategies to 
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‘right financing 

instruments’  
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and value chains 
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and invest in skills 

development as 

discussed earlier for 
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private sector 

investments 

De-risk 

international 

private 

investments by 

blending them 

with national 

public investments  

Target impact 

investments from 

foreign investors 
 

Explore use of 

innovative financing 

instruments like 

conservation impact 

bonds, blue carbon 

credits, plastic 

credits, nature-based 

carbon credits 

 

Figure 21: Challenges Towards and Strategies to Mobilize International Private Investments 
Source: Author’s elaboration 

In this segment we discuss the strategies grouped into the three categories as shown in Figure 

21. The strategies involving elimination of legal and regulatory bottlenecks and investments on 

skills development were discussed in the earlier sector so we do not repeat them. 

3.4.1 Strategies to Develop Market Attractiveness 

▪ Strategically develop market conditions to attract foreign direct investments  

Foreign direct investment (FDI) experts distinguish between three kinds of FDIs. Natural-

resource seeking FDI where the foreign investor is primarily interested in exploring natural 

resources (such as Santos’s investment in Bayu-Undan gas field); market-seeking FDI where the 

investor is seeking to operate in the host country in order to serve the local market (such as 
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Heineken’s FDI in the country); and efficiency-seeking FDI where the investor seeks to produce in 

the host country in order to sell abroad.  

While all three types of FDIs can be good for a country, it is important to be strategic about 

what kind of FDI would be best suited for a country’s development context. With the 

impending depletion of its oil and gas resources, Timor-Leste is running out of opportunities to 

attract resource-seeking FDIs at large scale. Additionally, given the small population of mostly 

poor households, it is difficult for the nation to attract market-seeking FDIs as they often do not 

make a business case. Further, given the high wages for a largely unskilled workforce, attracting 

efficiency seeking FDIs has proven to be an uphill challenge. It is important for Timor-Leste to 

realize that offering tax holidays will not be sufficient to make the country an attractive 

destination for FDIs. The country needs to strategically develop its market conditions to attract 

investments from the international private sector (Table 6). 

Table 6: Suitable Sectors and Enabling Market Conditions for Different Types of FDIs 
Type of FDI Suitable Sectors Enabling Market Conditions  

Resource-

seeking 

Non-timber forest products Developing community-based forestry 

schemes addressing the legal 

bottlenecks regarding land rights  

Market-

seeking 

Microcredit, microinsurance, mobile 

financial services for bottom of the 

pyramid market 

Eliminating legal and regulatory 

bottlenecks 

Efficiency-

seeking 

Export oriented value-added 

mariculture products  

Increasing labour productivity to 

address the wage-cost disadvantage  

Source: Author’s elaboration 

▪ Connect to international supply and value chains 

Given the small size of the domestic market, it is important for the country to connect with 

international supply and value chains to attract export oriented international private 

investments.  

Business models surrounding tight value chain financing could be particularly useful for 

export oriented agricultural and maricultural produce that are aimed to obtain sustainability 

certification requiring specialized handling and processes. With the growing awareness about 

environmental and social sustainability, different surveys show that consumers in developed 

country markets are willing to pay premium prices for sustainably farmed and processed 

maricultural and agricultural produce. Government should encourage export oriented private 

enterprises to obtain such international certification so that higher levels of export revenue could 

be earned for a given volume of exported items. A possible model for tight value chain financing 

for export oriented processed maricultural and agricultural produce is shown in Figure 22.  
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Figure 22: Tight Value Chain Financing for Exporting Processed Produce 

Source: Author’s elaboration 

3.4.2 Strategies to De-risk International Private Investments  

▪ De-risk international private investments by blending them with national public 

investments  

As one of the lowest ranking countries in the World Bank’s Ease of Doing Business Index, 

Timor-Leste needs to do more than just offer low tax rates to attract private investment. A 

critical enabler of mobilizing more private finance would be de-risking private investments by 

blending private capital with public investments.  

Blended finance - broadly understood as the strategic combination of public and/or private 

development finance flows18  with private return-seeking capital - has emerged as a 

particularly important financial tool to support developing states. Private investors, businesses 

and project developers respond to and are constrained by risks and returns associated with 

investments. As a result, investments with important public good dimensions may be backed by 

a sound business case, but cannot necessarily be financed by commercial investors due to high 

risks associated with projects or uncertainty related to returns (Ghosh, et al., 2019). Blended 

finance schemes can address the dilemma by de-risking private investment, and mobilizing funds 

for initiatives that would otherwise have not attracted private investment.  

Timor-Leste has already experienced success in mobilizing blended finance for the 

construction and management of Tibar Port. The country can further capitalize on this 

instrument to develop its blue economy, construct disaster resilient infrastructure, increase local 

agricultural production, and build climate resilience. 

 
18 E.g., Concessional donor funds or philanthropic funds. 
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3.4.3 Strategies to Attract the ‘Right Kind of Private Finance’ with the ‘Right 

Financing Instruments’  

▪ Target impact investments from foreign investors 

Impact investments are investments made with the intention to generate positive, measurable 

social and environmental impact alongside a financial return. Given the challenges towards 

mobilizing international private investments highlighted in Figure 21, attracting sheer profit 

oriented international private investments is a challenge for Timor-Leste. The country should, 

thus, aim to attract impact investments from the global marketplace for which the return is 

expected not only in terms of financial profit but also in terms of social and environmental 

benefits generated through the investment. Policy making for attracting international private 

investments, thus, need a shift in mindset, whereby the fundamental social and environmental 

challenges Timor-Leste grapples with are re-appraised as potential opportunities to draw impact 

investments.  

For example, given the financial viability and high levels of socio-economic and 

environmental impact generated by non-fed mariculture, Timor-Leste can target to attract 

impact investment for non-fed mariculture sector. Given the high tolerance for lower returns 

and patience with getting return on investment, impact investments at below the market-rate can 

be a suitable pathway for financing non-fed mariculture at community level in as early as the 

short-time frame. Financing non-fed mariculture development as a blue economy sector through 

impact investing will provide systemic opportunities to encourage sustainable use of ocean 

resources for economic growth and improved livelihoods while preserving and improving the 

health of ocean ecosystems. For financial sustainability, however, market conditions must be 

developed to attract impact investments at market-rate from the medium time-frame.  

 
Figure 23: Suitable Time-frame for the Earliest Usage of Different Financing Instruments for 

Mobilizing Impact Investments from the International Private Sector 
Source: Author’s elaboration 
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▪ Explore use of innovative financing instruments to mobilize funding from international 

private sector like conservation impact bonds, blue carbon credits, plastic credits, nature-

based carbon credits 

 

The main document discusses a variety of innovative financing instruments that Timor-Leste 

can use to mobilize funding from international private sector (Table 7). They are: conservation 

impact bond, blue carbon credit, plastic credit, and nature-based carbon credits19.  

Table 7: Innovative Financing Instruments for Mobilizing Investments from the International 
Private Sector  

Type of IFI Suitable Usage Suitable Time-Frame for 

Earliest Usage 

Conservation impact 

bond 

Marine fisheries sector development  Long-term 

Blue carbon credit Coastal and marine ecosystem 

restoration and protection 

Short-term  

Plastic credit Ocean-bound plastic waste 

management 

Short-term 

Nature-based carbon 

credits   

Sustainable management of forests  Medium to long-terms 

Source: Author’s elaboration 

Conservation impact bonds (CIB) refer to financial packages where private capital is invested 

upfront for a conservation initiative or scheme, against agreed measurable conservation 

outcomes. They closely replicate Pay-for-Success (PFS) and Pay-for-Performance (PFP) 

arrangements, where investors finance environmental or conservation-based schemes with 

contracting parties paying for services based on agreed and prescribed outcomes. Investees work 

with governments, philanthropic institutions and NGOs to support deal structuring. When agreed 

conservation outcomes are verified, the investor is repaid. CIBs can be an appropriate mechanism 

for funding the development of Timor-Leste’s marine fisheries sector, since conservation of the 

wild fisheries stock and promotion of sustainable fishing practices are key concerns in this 

industry.  

Blue carbon credits are created by the growth and conservation of carbon-absorbing plants, 

such as mangrove forests and their associated marine habitat. Through the GEF funded and 

UNDP implemented Coastal Resilience Program, Timor-Leste made major strides in conserving 

and restoring its mangrove forest line. Nearly 2,000 hectares of mangroves and wetlands were 

conserved and restored in the country’s north and south coasts through this project (GEF, 2020). 

Towards completion of the project, however, it was realized that a more sustainable funding 

mechanism was needed to maintain the mangrove conservation momentum. Towards this end, 

Timor-Leste can launch a program for selling blue carbon credits for financing mangrove 

restoration and conservation. 

Plastic credits offer an innovative pathway for mobilizing funding from international private 

sector for waste management in Timor-Leste. A plastic credit is a transferable certificate 

 
19 Another instrument for international private capital mobilization for delivery of social services 
– social impact bond - is dissed earlier in Section 3.1.2. 
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representing the collection of a specified weight of recovered or recycled plastic waste that would 

have otherwise ended up in the natural environment (Sustainable Brands, 2022). Ocean Bound 

Plastic (OBP) Credits are a type of plastic credits focused on removing low value OBP from nature. 

Each OBP Credit is equivalent to 1Kg of low value OBP that has been removed from the 

environment and adequately treated by a certified organization (Zero Plastic Ocean, 2022). OBP 

Credits are a particularly important blue economy financing instrument because the OBP 

certification program awards plastic credits for only non-commercially recyclable OBP. This 

means OBP Credits are only issued for plastic waste that cannot be sold for recycling profitably 

and therefore is never collected for safe handling and disposal.    

Finally, very recently, guidelines for nature-based carbon credits for sustainable forest 

management have been developed (Haryanto, Affandi, & Tanaya, 2022). While it is a very new 

and emerging avenue, Timor-Leste should closely follow this trend to potentially tap on the 

opportunity of selling nature-based carbon credits to finance sustainable management of its 

forests.  
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4. Monitoring and Review  

In the context of an INFF, monitoring and review brings together existing data and tracking 

systems from across different types of finance, and links them to results. It does not aim to 

replace or duplicate these systems. Rather it acts as an ‘integrator’ by streamlining efforts and 

providing access to policy-relevant information across multiple financing policy areas, and 

feeding it back into integrated policy making processes.  

We propose a three-pillar framework for monitoring and review of Timor-Leste’s INFF (Figure 

24). The first pillar would track inputs to the INFF, i.e., financing channelled from domestic and 

international public and private sources. The second pillar would assess the efficiency and 

effectiveness of the investment on a quarterly to annual basis. The third pillar would focus on 

evaluation of outcomes annually to every five years.  

Source: Author’s elaboration 

We discuss the three pillars shown in Figure 24 in the current segment. 

4.1 Tracking Inputs 

Inputs to the INFF – as have already been discussed in detail -  can come from national and 

international public and private sources.   

Timor-Leste has a continuously developing public expenditure and investment tracking 

system that is well able to trace budgetary allocations at program level. The process to 

introduce program budgeting first initiated in 2015, and in 2021 the program budgeting 

approach was fully implemented. For the 2022 General State Budget (GSB), the entirety of 

government activity went through a rationalization process to reduce the number of programs 

from 145 to 45 in a bid towards quality improvement and control enhancement. The government 

Figure 24: INFF Monitoring and Review Framework 
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has also been implementing gender markers in the budget since 2019, and from 2023 plans are 

in place to introduce climate, nutrition, child, and disability markers in the GSB as well.  

While the progresses towards program budgeting and budget tagging demonstrate 

remarkable commitment of the government in improving the budget planning process, these 

systems have rooms for improvement.  There is, for example, a program called Gender Equality 

and Social Inclusion20 - which covers issues related to women, children, youth, elderly, people 

with disabilities, war survivors, and veterans as well as addressing critical equality issues within 

the public service and infrastructure sector - that accounts for 12% of the 2022 GSB. At the same 

time, going by the gender markers which are applied to subprograms, 5% of the 2022 GSB has 

been allocated to subprograms that directly contribute to advancing gender equality, while 24% 

of it has been allocated to subprograms for which gender equality and social inclusion is an 

important and deliberate expected result, but not the principal reason for undertaking the 

subprogram. This raises the question – and potential room for confusion – that then what 

percentage of the Gender Equality and Social Inclusion program is allocated to subprograms that 

directly contribute to advancing gender related concerns?  

Another issue with the current program classification, for example, is that there is a program 

called Sustainable Development21. Sustainable development is widely understood to be an issue 

relevant to all sectors of the economy and operations of the government; a separate program 

called Sustainable Development with allocations of 0.07% of the 2022 GSB is not able to capture 

what allocations are directed towards sustainable development of all key sectors of the economy 

like health, education, agriculture, tourism, or rural and urban development.  

The above are just two examples, but the main message is that the program-based budgeting 

– which is a respectably diligent initiative – has further room for improvement.  

External assistance provided by donors in Timor-Leste is reported through the Aid 

Transparency Portal (ATP) established in 2011. Development partners are required to submit 

information on all their spending contributions, including actual disbursements and projections 

on a quarterly basis in the ATP. The information and data from the ATP are used to compile 

Budget Book 5 which provides details of the development partner funded projects. Development 

partner funding, however, neither form part of the GSB nor is subjected to the same program-

based classification used for nationally funded public expenditure of the government. This limits 

the possibility of integrated government and development partner planning, and strategic 

allocation of resources around priorities owned by the government.   

Information on private finance – both from domestic and international sources – is scarce and 

fragmented. Apart from the national accounts survey collecting data on fixed capital formation, 

there are no other mechanisms to track private investment and spending, both from domestic 

and international sources. 

The recommendations for tracking inputs to the INFF are, thus,  as follows – one, improve the 

government’s program budgeting and budget tagging systems to ensure clear communication on 

public expenditure data that minimizes rooms for confusions and questions; two, apply uniform 

 
20 Program 980. 
 
21 Program 165. 
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program budget classification and budget markers on public expenditure from domestic and 

international sources; and three, develop a private investment tracking mechanism that aligns 

with the program budget classification and public budget markers to a reasonable extent22.  

4.2 Assessing Efficiency and Effectiveness 

Assessment of efficiency and effectiveness of national public expenditure continues to be a 

challenge in Timor-Leste for at least three reasons. First, as noted earlier, Timor-Leste follows 

a program budgeting approach wherein the programs are divided into subprograms. The 

subprograms are further broken into activities comprising them. Performance indicators are 

available at activity level, but the indicators and their associated means of verification, are often 

ill-defined and have substantial scope of improvement. The CPEIR, for example, mapped 

institutions with the mandates to take climate actions at sectoral level, and reported absence of 

key performance indicators (KPIs) that could increase climate awareness among those institutions 

and hold them accountable for their climate change related performance. Second, another 

challenge concerning performance evaluation of public expenditure is that while the data on KPIs 

are collected by ANAPMA through Dalan ba Futuru, it is not available for public access. This 

challenge is particularly concerning as it limits public assessment of public expenditure’s 

effectiveness. Third, due to capacity and resource constraints of institutions in charge of 

performance measurement, performance evaluation of public service delivery is conducted on 

only ad-hoc basis. Sector reviews, public expenditure reviews, and assessment of effectiveness 

and efficiency of service delivery have till date been conducted only with the support of 

development partners active in Timor-Leste. 

Assessment of efficiency and effectiveness of public expenditure by development partners 

is also constrained. When development partners work directly with line ministries, those 

ministries report back on their overall results within their annual action plans review process, 

including for the joint programmes funded by development partners working with them. Apart 

from this, while the government tracks development assistance spending through the ATP, there 

is no harmonization between monitoring of outcome and impact generated by national public 

expenditure and by funds mobilized from development partners.  

Finally, as it has been noted earlier, information of private investments is scarce and 

fragment. Due to the lacking of private investment data in the first place, it is not possible to 

measure the outcomes of private spending and investment.  

To overcome the aforementioned challenges, we recommend development of an integrated 

results framework for assessing the efficiency and effectiveness of inputs to the INFF. 

Features expected of the integrated results framework include: better and SMART23-er indicators, 

public access of the data on performance, and harmonization of the indicators used for assessing 

 
22 For example, it would not be reasonable to attempt to trace private investments on programs 
like Administration Decentralization and Local Authority (Program 025), State Reforms (Program 
029), or Timor-Leste Foreign Policy (Program 400); but private investments could be tracked on 
programs like Agriculture (Program 797), Water and Sanitation (Program 798), Electricity 
(Program 802), Tourism (Program 982) etc. To the extent feasible, using the same codes and 
classifications for tracking private investments as it used for public expenditures would facilitate 
impactful deployment of the INFF.  
 
23 Specific, measurable, actionable, relevant, time-based.  
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national public expenditure with indicators used for assessing public expenditure by 

development partners and private investments at program level24.  

4.3 Evaluating Outcome 

The availability of financial and non-financial data (quantitative and qualitative) is essential 

for determining the country’s progress toward the SDGs and implementation of national 

development plan. While to date significant improvements have been made to upgrade national 

statistical capacity, Timor-Leste’s VNR identified that gathering of timely and reliable data for 

national reporting on SDGs and for implementation of its key national policy document 

Strategic Development Plan 2011-2030 (SDP) can be a difficulty. Strengthening data 

collection and analysis has been identified as one of the key areas for accelerating progress 

towards the SDGs and implementation of SDP in Timor-Leste.  

To ensure no one is left behind, more effort and investment is needed to disaggregate national 

survey data by income, gender, social groupings and other grounds. It will be important to 

collect data with more frequency and from a wider geographical coverage than current surveys. 

New survey questionnaires for qualitative and quantitative data collection will also be required 

to ensure progress is monitored on certain priority SDGs and SDP targets. According to VNR, 

strengthening and resourcing capacity in statistics is crucial not only to report data against the 

SDG indicators but also to produce relevant, quality, and timely statistics providing evidence for 

national decision-making and policy.  

ANAPMA and UNDP are currently working on National Monitoring and Oversight Framework 

to strengthen the INFF outcome evaluation process. The initiative is building an SDG-aligned 

National Monitoring and Oversight Framework in support of financial reforms grounded on 

results delivery.  The framework would help Timor-Leste not only monitor its progress towards 

SDGs, but also its implementation of SDP. 

The INFF process is an opportunity to review whether the data and information being 

collected via the existing monitoring and review systems is relevant and adequate. This is 

also an opportunity to adjust related indicators and data sources where lacking is detected. The 

overall recommendations involving monitoring and review framework of INFF, starting from 

tracking inputs to evaluating outcomes, are visualized in Figure 25.  

 

 

 

 

 

 

 
24 It will not be feasible to harmonize the indicators at activity level. Thus, new indicators should 
be adopted at program level, which could then be harmonized with indicators used for assessing 
efficiency and effectiveness of public expenditure by development partners and private 
investments.  
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Tracking Inputs Assessing Efficiency and 

Effectiveness  

Evaluating Outcome 

▪ Improve the 

government’s program 

budgeting and budget 

tagging systems25 to 

ensure clear 

communication on public 

expenditure data that 

minimizes rooms for 

confusions and questions 

  

▪ Apply uniform program 

budget classification and 

budget markers on public 

expenditure from 

domestic and 

international sources 

  

▪ Develop a private 

investment tracking 

mechanism that aligns 

with the program budget 

classification and public 

budget markers to a 

reasonable extent26 

▪ Develop an integrated 
results framework for 
assessing the efficiency 
and effectiveness of 
inputs to the INFF 
 

▪ Features expected on the 
integrated results 
framework include: better 
and SMART27-er 
indicators, public access 
of the data on 
performance, 
harmonization of the 
indicators used for 
assessing national public 
expenditure with 
indicators used for 
assessing public 
expenditure by 
development partners 
and private investments 
at program level28  

 

▪ Complete development of 

the SDG-aligned National 

Monitoring and Oversight 

Framework to strengthen 

the INFF outcome 

evaluation process 

 

▪ Review whether the data 

and information being 

collected via the existing 

monitoring and review 

systems is relevant and 

adequate  

 
▪ Adjust related indicators 

and data sources where 

lacking is detected 

Figure 25: Recommendations Involving Monitoring and Review Framework for INFF 
Source: Author’s elaboration 

 
25 From 2023, GSB will have five budget markers : gender, climate, child, nutrition, and 
disability. Given the importance of blue economy development for the nation, it is 
recommended that initiatives are taken to also introduce blue economy budget tags.  
 
26 For example, it would not be reasonable to attempt to trace private investments on programs 
like Administration Decentralization and Local Authority (Program 025), State Reforms (Program 
029), or Timor-Leste Foreign Policy (Program 400); but private investments could be tracked on 
programs like Agriculture (Program 797), Water and Sanitation (Program 798), Electricity 
(Program 802), Tourism (Program 982) etc. To the extent feasible, using the same codes and 
classifications for tracking private investments as it used for public expenditures would facilitate 
impactful deployment of the INFF.  
 
27 Specific, measurable, actionable, relevant, time-based.  
 
28 It will not be feasible to harmonize the indicators at activity level. Thus, new indicators should 
be adopted at program level, which could then be harmonized with indicators used for assessing 
efficiency and effectiveness of public expenditure by development partners and private 
investments.  
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5. Governance and Coordination  

The INFF process is to be owned and led by the Government of Timor-Leste. In 2019, the 

Government of Timor-Leste established the Inter-Ministerial Council (IMC), chaired by the Prime 

Minister, to oversee all initiatives related to public finance management (PFM), state 

administration and other major reforms in the country. The INFF ownership will be ensured by 

its championship by the IMC.  

The IMC will oversee, coordinate and align government’s approach toward financing across a 

wide spectrum of public and private finance policy areas. This include – but are not limited to 

- program budgeting and monitoring, capital investments, private investment promotion, banking 

reforms etc. The IMC will work towards implementing the recommendations put forth in the INFF, 

and also lead the process of operationalizing of the INFF in Timor-Leste by providing substantive 

guidance, convening stakeholders, and supervising the implementation of the reform initiatives 

recommended by the INFF. A preliminary agreement has been reached for the current IMC to take 

on mandate over INFF oversight, in parallel to other PFM reform initiatives spearheaded by the 

World Bank and International Monetary Fund (IMF).  

As per the preliminary agreement, an INFF Secretariat will be housed within the PFM Reform 

Secretariat (Figure 26). Representatives of Ministry of Finance and ANAPMA will chair the INFF 

Secretariat with continued support of UNDP’s technical assistance. Representatives of the key 

line ministries with specific relevance to the INFF – including but not limited to Ministry of 

Tourism, Trade and Industry; Ministry of Agriculture and Finance; Secretariat of State of the 

Environment; Banco Central de Timor-Leste; Ministry of Public Works; Ministry of Education, 

Youth and Sport; Ministry of Health - will also partake in the INFF Secretariat.  

 

Figure 26: Governance Arrangement for the INFF 
Source: Adapted from the Timor-Leste Public Financial Management Reform Strategy 2022 – 2027 
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Annex:  1 Relevance of the Priority Sectors to Addressing the 

Supply and Demand Side Constraints in Timorese Jobs 

Market 

Priority Sector Supply 

Side 

Relevance 

Demand 

Side 

Relevance  

Explanation 

Blue Economy 

Diversification 

and Blue Finance  

High High Demand side relevance: Blue economy 

diversification holds the key for creating 

job opportunities in multitudes of blue 

economy sectors like fisheries and 

mariculture, value-added processing of 

maricultural products, plastic waste 

management, and coastal tourism.  

 

Supply side relevance: The fisheries and 

maricultural outputs from blue economy 

diversification can address the nutritional 

challenges to nurture a healthy workforce 

for the nation.  

 

Climate Finance High High Demand side relevance: Investments on 

climate mitigation can create green job 

opportunities in renewable energy, solar-

powered electrical rickshaw, and clean 

cooking sectors.  

 

Supply side relevance: As has been 

discussed in detail in Timor-Leste’s CPEIR, 

the country needs to invest in adapting the 

health and education sectors to the 

impacts of climate change.  

 

Disaster Risk 

Financing 

High High Demand side relevance: To mobilize 

private investment, it is important to 

manage impression of the nation as a low-

risk investment destination. Towards that 

end, as a highly climate vulnerable 

country, Timor-Leste needs to invest in 

disaster risk mitigation of its key 

infrastructural resources.  

 

Supply side relevance:  As the recent 

experiences of Covid-19 and Cyclone 

Seroja have shown, disasters can 
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Priority Sector Supply 

Side 

Relevance 

Demand 

Side 

Relevance  

Explanation 

significantly undo gains in human capital 

formation. Appropriate financing 

arrangements, thus, must be put in place 

to protect the human and social capital 

from impacts of disaster events.  

 

Diaspora Finance Moderate High Demand side relevance: Timor-Leste does 

not have an economy that is big enough to 

generate employment for the 30,000 

youths joining workforce on a yearly basis. 

Export of labour services, thus, should be 

a core part of the strategy to address 

demand side challenges of the jobs 

market.  

 

Supply side relevance: The remittances 

sent home by the migrated workers 

finance SDGs at household level, and are 

used to fund education, training, and 

nutrition of relatives and children who will 

join the labour force next. 

 

Sustainable 

Forestry 

Investments  

Low High Demand side relevance: Commercial 

Production of export oriented non-timber 

forest products (NTFPs) through 

community-based forestry can create 

significant number of employments.  

 

Investments on 

Skills and 

Education 

High Low Supply side relevance: Investments on 

skills and education is a core condition for 

addressing the supply side related 

challenges surrounding jobs market.  

 

WASH Finance High Moderate Demand side relevance: Investments on 

the WASH sector, specially in the rural 

regions, can create some job opportunities 

along the WASH value chain. 

 

Supply side relevance:  Investments on 

WASH sector is critically important for 

increasing supply of healthy workers who 

are less prone to fall sick and are able to 

take on productive employments. 
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Priority Sector Supply 

Side 

Relevance 

Demand 

Side 

Relevance  

Explanation 

Investments on 

Food Security 

High High Demand side relevance: Tremendous 

opportunities of creating additional 

employment lie along the food systems 

value chain consisting of production, 

storage, processing, distribution, and 

consumption phases.  

 

Supply side relevance:  Investments on 

food security is a key condition for 

supplying healthy human capital with 

adequate levels of cognitive prowess.  

 

Pro-health 

Finance  

High Low Supply side relevance:  Pro-health finance 

is a fundamental requirement for 

increasing supply of healthy workers to 

take on productive employments. 

 

Investments on 

Social Protection 

High Low Supply side relevance:  Strategically 

designed active labour marker programs 

can significantly enhance supply of skilled 

labour for the domestic and international 

markets. 
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Case 1: Caribbean Example of Building Climate Adaptive and Disaster 

Resilient Healthcare Infrastructure 

 

“The most expensive hospital is the one that fails.” If built or retrofitted to cope with extreme 

weather events, hospitals can save money and continue to provide services when they are needed 

most, especially during disaster scenarios. The Pan American Health Organization ’s Smart 

Hospitals program, launched in 2015 across the Caribbean, promotes green and “smart” hospitals 

by investing in technologies and improvements that not only ensure their functionality during 

disasters, but also reduce operating costs and their environmental footprint. To identify and 

finance green and smart investments, the Smart Hospitals Toolkit works through a three-step 

framework to: 1) determine the probability that a health care facility will be able to continue 

functioning in an emergency; 2) assess how the building measures up against current code, 

regulatory requirements, and zoning regulations; and 3) outline feasible areas where “smart” 

measures can be introduced, such as solar water heaters and adequately located backup power 

sources. Following the 2017 hurricane season, this investment shows promising signs of paying 

off. For example, facilities under the smart, green hospitals initiative in St. Kitts and Nevis not 

only survived the storms, but also became a source of water for area residents when loss of power 

limited water availability for days.”  

Source29: (Keuck, et al. 2019) 

 
Picture 2: Design of a Climate Adaptive and Disaster Resilient Smart Hospital 

Source: (PAHO; WHO, 2022) 

 

 
29 This case is reproduced verbatim from the source document.  
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Case 2: Ørsted (Gode Wind 1) Project Bond 

 

In 2015, financing the construction and operation of offshore wind farm projects saw the 

adoption of new approaches when Ørsted issued the world’s first project bond for the Gode 1 

wind farm in Germany’s part of the North Sea. Consisting of 55 turbines, Gode 1 is located just 

over 30km off the island of Nordeney, and is a part of the wider 900MW Gode wind cluster. Now 

operational, it is expected to provide the electricity needs for 340,000 homes.  

The use of a project bond in the financing of the project represented, at least in part, a change 

in risk perception from investors in offshore wind energy projects, with a steady mainstreaming 

of renewable energy investments in the European energy market. €556 million were raised 

through the issuance for 10 years at a coupon rate of 3 to 4%. 

Source: (Friends of Ocean Action, 2019) 

 
Picture 3: Gode Wind 1 Offshore Wind Power Plant 

Source: Ørsted  
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Case 3: Powering Pakistan’s Schools through Solar Energy 

“Around 10% of schools in Punjab are not connected to the electricity grid due to their remote 

locations, leaving them completely without power. Those that are connected to the grid aren’t 

faring much better. Power outages in Pakistan can last up to 10 hours a day in rural areas and 

four hours in urban areas due to inefficient transmission and distribution networks. 

To bring reliable power to schools in far-flung areas that previously had no or limited electricity, 

the government began installing solar facilities. The Asian Development Bank (ADB) supported 

this through a $325 million loan that covered both Punjab and Khyber Pakhtunkhwa province, 

where about 20% of schools are off-grid. Almost 2,500 basic health units are also being fitted 

with solar panels to ensure the continuous delivery of healthcare services. 

As a result of this initiative, schools are not only enjoying uninterrupted electricity, they are also 

saving millions in utility bills. Punjab schools that were fitted with solar power collectively save 

around 509 million PKR (about $2.8 million) annually. Some schools are even earning by selling 

excess electricity to the national grid.” 
Source: (Asian Development Bank, 2022) 

 
Picture 4: Rooftop Solar Panels Installed at a Public Elementary School in Pakistan 

Source: (Asian Development Bank, 2022) 
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Case 4: Solar Powered Perishable Food Warehousing and Storage 

Nigeria has a food warehousing challenge. Half the fruits and vegetables produced in Nigeria are 

never consumed due to post-harvest losses, while poor storage conditions often reduce what 

farmers can charge for their products. 

Knock-on health issues are also prevalent — the consumption of unhygienic food that has not 

been properly stored is common, contributing to the sobering statistic from the World Health 

Organization that about 200,000 people die each year from foodborne pathogens in Nigeria. 

Manamuz Electric’s solution, Coldbox Store, set out to address these challenges by helping rural 

farmers maximize the value of their produce, and reducing the environmental impacts of their 

work. They do this by harnessing the power of the equatorial sun, normally causing food to perish 

rapidly, and converting that power into electricity for cooling and refrigeration — “the cool 

solution to Africa’s burning challenge.” In doing so, Coldbox Store can increase the shelf life of 

fresh produce, from two to up to 365 days.  

The ColdBox Store is 100% solar-powered as it has been optimized for off-grid rural environments 

where most small farms are located. However, they are also deployed in urban environments 

where electricity bills may be too expensive for farmers and vendors. Up to 90% of operational 

costs for commercial cold storage solutions go into energy bills. This high operational cost is why 

small farmers and vendors do not invest in cold storage. Powering the ColdBox Store with off-

grid solar significantly drives down operational costs. Hence, the shelf life of perishable 

agricultural products is improved without incurring huge operational costs. 

Source: (Fraser, 2021), (Coldbox Store, 2022) 

 
Picture 5: Off-grid Solar Powered Cold Storage 

Source: (Coldbox Store, 2022) 
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Case 5: Using Solar Energy to Desalinate Ocean Water in Kenya 

In Kenya, a nonprofit called GivePower has been providing fresh water to thousands from a solar-

powered desalination plant. The desalination plant opened up on the coasts of Kiunga in July 

2018, and by 2019 was capable of creating 75,000 liters of drinking water each day. That’s able 

to support around 25,000 people. The system includes a solar panel array, Tesla batteries and 

two parallel pumps that allow it to run continuously without pause during maintenance. 

Residents of Kiunga pay one cent for four liters of potable water. 

The Kiunga facility initially cost $500,000 to build and took one month to construct. It was 

estimated that the plant would generate $100,000 per year, and that money would be used to 

build new facilities.  

The eventual goal is to cut construction costs to $100,00 per solar-powered desalination plant in 

the future. GivePower hopes that the systems will fund each other to create an additional system 

every five years. 

Source: (Business Insider, 2019) 

 
Picture 6: Solar Powered Seawater Desalination Plant 

Source: GivePower 
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Case 6: Examples of CTFs 

Phoenix Islands Protected Area (PIPA) Conservation Trust, Kiribati: The PIPA Trust was 

established in 2009 by the government of Kiribati, Conservation International and the New 

England Aquarium, with the aim of providing sustainable financing for the protection of PIPA, 

one of the largest MPAs in the world. The PIPA Trust has some sinking funds (e.g. US$1 million 

from GEF and support from regional governments) which are allocated to projects that require 

major capital expenditure. It also established the PIPA Trust Endowment Fund (PTEF) to cover the 

operation costs of the Trust itself, the core costs of PIPA in accordance with the management 

plan and, most importantly, to finance the ‘conservation contract’ or PES arrangement between 

the PIPA Trust and the government of Kiribati. Often termed a ‘reverse fishing license’, the 

arrangement compensates the government for the fishing licenses which would have been sold 

to foreign fishing operations if the PIPA were not protected, in return for the closure of agreed 

areas to fishing. 

Banc d’Arguin Coastal and Marine Biodiversity Trust Fund (BACoMaB), Mauritania: ACoMaB 

was established in 2009 with the aim of ensuring long term financing for Banc d’Arguin National 

Park (PNBA), a UNESCO World Heritage Site and the largest marine park in Africa – established 

over 40 years ago – and other Mauritanian coastal and marine sites. BACoMaB is partially financed 

through the EU-Mauritania Fisheries Partnership Agreement, an international PES scheme (Binet 

et al. 2013). In exchange for commercial exploitation of Mauritania’s Exclusive Economic Zone 

(EEZ), the EU pays Mauritania a fee and, since 2006, a proportion of this has been set aside to 

finance the operating costs of the National Park. There was an initial period where the Mauritanian 

government agreed to earmark this proportion of the Fisheries Agreement funds, but used it in 

place of its own contribution to the park. This situation was rectified in 2008, and in 2009, part 

of this annual payment was allocated to BACoMaB as an endowment. 

Mesoamerican Reef Fund (MAR): MAR was created in 2004 to help support financing of the 

conservation and sustainable use of the marine and coastal ecosystems of the Mesoamerica Reef, 

an ecoregion shared by four countries (Mexico, Belize, Guatemala and Honduras). By 

encompassing an entire ecoregion, it aims to consolidate and allocate donor contributions to 

common and strategic objectives with an ecosystem perspective and local action. MAR launched 

its fundraising campaign in 2007, but the economic climate made it difficult to raise project 

funds. Over six years it developed a partnership with the German government via KfW for a first 

direct donation of €1 million. Having proved that it could operate effectively at the regional level, 

it managed to secure a second grant from KfW of €10 million, this time from endowment 

resources. Consequently, MAR Fund has attracted additional investment from FFEM (€1 million) 

nd is optimistic about growth of the endowment, the revenue from which will help finance 

operation costs and ensure a steady flow of finance to conservation initiatives in the region. 

Although this investment took longer to raise than would have been desirable, the Director noted 

that this time has allowed MAR to incrementally improve and strengthen its framework and 

procedures. 

 Source: (Bladon, Mohammed, & Milner-Gulland, 2014) 
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Case 7: Bangladesh Climate Change Resilience Fund 

BCCRF was established in May 2010 with the signing of a Memorandum of Understanding 

between the Government of Bangladesh, development partners and the World Bank. This 

innovative mechanism enabled the Government of Bangladesh to channel US$ 17030 million in 

grant funds to millions of Bangladeshis in order to build their resilience to the effects of climate 

change. The trust fund contribution from the development partners stood at Denmark (US$1.2 

million), the European Union (US$37 million), Sweden (US$13 million), the United Kingdom 

(US$95 million), Switzerland (US$ 3.4 million), AusAID ( US $ 7 million) and USAID (US $ 13 

million) as of May 2012. There are no special conditions attached to the disbursement of the fund 

by the donors or by the World Bank. It was envisaged that 84.6% of the total activities funded by 

the BCCRF will be implemented by government institutions, 10% by NGOs and other civil society 

organizations under the community-based program, and 2% by the World Bank to provide 

analytical work and technical assistance under Climate Change Strategy and Action Plan’s 

(CCSAP’s)31 fourth and sixth pillars. The World Bank charged, in total, 3.4% for overall trust fund 

and project management. 

Source: (World Bank, 2012) 

 

 
30 Value of fund mobilized until May, 2012. Additional funding was raised until the fund was 

dissolved in 2017.  

 
31 CCSAP is Bangladesh’s climate change strategy paper that consists of six climate action pillars: 

(i) Food security, social safety and health; (ii) Comprehensive disaster management; (iii) Develop 

climate proof Infrastructure; (iv) Research and knowledge management; (v) Mitigation and low 

carbon development; (vi) Capacity building. 
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