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Preface 

This Country Program Evaluation examines the World Bank Group‘s assistance strategy to 
Timor-Leste during the period FY00-FY10. It analyzes the objectives and content of the assis-
tance program during this period, the outcomes in terms of economic and social develop-
ment, and it notes the contributions of the World Bank Group to these outcomes. Appen-
dix 1 describes the methodological framework. 

The evaluation team visited Timor-Leste in June and August 2010, and met with past and 
present senior officials of the Government of Timor-Leste, representatives of the private sec-
tor, civil society and external development partners, as well as staff from the World Bank 
Group.  The June mission overlapped with the visit to the country of a team of the Asian 
Development Bank‘s Independent Evaluation Department.  During that period the two mis-
sions shared some meetings with government officials and stakeholders, and met regularly 
to discuss information and findings. Prior to visiting Timor-Leste, the evaluation team met 
with most of the World Bank Group staff members that had worked or are working on the 
Timor-Leste country program. All cooperation and assistance received is appreciated with 
gratitude. 

The CPE report is based on background papers covering the main areas of the World Bank 
Group‘s support to Timor-Leste, prepared on the basis of desk reviews and validated in the 
two evaluation missions as well as through interviews with World Bank Group staff.  The 
background papers relied on reviews of project files, economic and sector reports, imple-
mentation completion reports, project performance assessment reports, other IEG evalua-
tions, available Quality Assurance Group assessments including ratings of quality at entry 
and supervision for Timor-Leste projects and economic and sector reports. A list of persons 
interviewed during report preparation, including those in Timor-Leste during the 2010 mis-
sions, is provided in Appendix 8.  

Comments from the Bank‘s Regional Management were received on March 24, along with 
the Regional response to the Management Action Record. These comments have, to the ex-
tent possible, been addressed in the report.  A draft of the evaluation was shared with the 
Government of Timor-Leste on April 11.  The comments received from the Government, 
dated May 26, 2011, are reproduced verbatim as Attachment 1.  A discussion of the report 
by the CODE Subcommittee was held on May 23, 2011, and a summary of the discussion is 
included. 

The report was prepared by Chandra Pant, under the direction of Jaime Jaramillo-Vallejo 
(Task Manager), with background papers and other substantive inputs from Nils Fostvedt, 
David Gairdner, Gita Gopal, Maria Ines Agudelo, Min Joo Kang, and Allan G. Dizioli. Nils 
Fostvedt prepared the annex on Trust Funds.  With support from NORAD and as self-
standing papers,  Gita Gopal and Allan G. Dizioli prepared the annex on Public Financial 
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Management Capacity Building Efforts, and Maria Ines Agudelo on Money Path—From 
Budget Preparation to Budget Execution. Roderick L. de Asis provided administrative sup-
port, and Barbara Balaj provided editorial support. 

This evaluation benefited from the comments from peer reviewers Jose Braz (external) and 
Nalini B. Kumar (internal).  Prem Garg also provided comments. The report also benefited 
from comments received within IEG‘s review process, especially from Daniela Gressani, 
Cheryl W. Gray, Hans Martin Boehmer, Ali M. Khadr, Mark Sundberg, Stoyan Tenev and 
Anis A. Dani. 
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Timor-Leste:  
Summary of World Bank Group Program 
Outcome Ratings 
IEG‘s Country Program Evaluations assess and rate the outcomes (the ―results‖) of a given 
World Bank Group (WBG) country program relative to its objectives. This differs from rating the 
country outcomes of the Government of Timor-Leste or the WBG, as well as the performance 
of either of these.  The central question underlying the table that follows is ―to what extent 
did the WBG program achieve the outcomes that it set out to achieve?‖  Distinct ratings and 
sub-ratings are typically assigned to each ―pillar‖ or set of strategic goals set out in the rele-
vant WBG strategy documents. In the case of the pillar on growth and job creation, the eval-
uation gives greater weight to the areas of private sector development and agriculture, due to 
their high relevance for generating employment and reducing poverty.  Appendix 1 of the 
evaluation elaborates on IEG‘s rating methodology. 

WBG STRATEGIC AND 
OPERATIONAL GOALS 

ACHIEVEMENT OF RESULTS 
ASSOCIATED WITH WBG GOALS 

MAIN WBG INSTRUMENTS TO 
HELP RESULTS MATERIALIZE 

WBG PROGRAM 
OUTCOME 
RATINGS 

PROVISION OF BASIC SOCIAL SERVICES, SOCIAL PROTECTION AND ALLEVIATION OF POVERTY AND 

UNEMPLOYMENT  
Moderately 

Unsatisfactory 

WBG’s objectives in the health sector 
were to improve access to and quality 
of basic health services in the country.  

Many health centers built, mobile 
clinics made operational, hospitals 
rehabilitated and reconstructed. 
More immunizations and births su-
pervised by health care profession-
als led to declining infant mortality 
rates. However, progress was less 
than expected. Moreover, strict en-
forcement of WBG rules delayed 
procurement of the equipment for 
four new hospitals for a full year. 

The WBG’s provided support 
through four projects that sought to 
improve access and quality through 
reconstruction of primary health care 
centers and hospitals, and adequate 
provision of essential medical 
equipment and medicines. Through 
four development policy operations 
(DPOs), the WBG provided technical 
assistance and training for enhanc-
ing the capacity of the Ministry of 
Health and health service providers. 
Sector AAA was completed in FY07. 

Moderately 
Satisfactory 

In the education sector, the primary 
objectives of the WBG's program were 
to increase access to education at pri-
mary and secondary levels and improve 
the quality of education.  

Primary and secondary enrollment 
rates improved. However, little 
progress was made in improving the 
quality of education which remains 
poor. Progress on school infrastruc-
ture and textbooks was held back by 
the lack of adequate attention to the 
complex language situation for effec-
tive teaching. A full cohort of the 
population may be functionally illite-
rate. 

The WBG’s program provided sup-
port through six projects and four 
DPOs. The projects aimed at the 
reconstruction, rehabilitation and 
refurbishment of schools, and the 
production and distribution of text-
books and other learning material 
(which were for the most part in a 
language foreign to many teachers, 
pupils and parents). DPOs but-
tressed institutional capacity building 
in the Ministry of Education and 
educational institutions. An educa-
tion sector study was completed in 
FY03. 

Moderately 
Unsatisfactory 

In the area of poverty and unemploy-
ment alleviation, WBG objectives in-
cluded providing a short-term social 
safety net through labor-intensive jobs 
(urban and rural), and having a sus-
tainable and effective social safety net 
for the most vulnerable.  

Short-term jobs and income created 
with targeted Bank projects in the 
early years did well but, as ex-
pected, were not sustainable. In 
subsequent years, the WBG did 
poorly with unemployment and so-
cial assistance for the most vulnera-

In its initial interventions the WBG 
provided grants (three operations 
related to the second Pillar and five 
operations related to the third Pillar) 
to facilitate economic activity in rural 
and urban areas. Poverty and un-
employment issues were also areas 

Unsatisfactory 
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WBG STRATEGIC AND 
OPERATIONAL GOALS 

ACHIEVEMENT OF RESULTS 
ASSOCIATED WITH WBG GOALS 

MAIN WBG INSTRUMENTS TO 
HELP RESULTS MATERIALIZE 

WBG PROGRAM 
OUTCOME 
RATINGS 

ble. Poverty and unemployment rose 
significantly through most of the 
evaluation period and declined only 
after 2007, when the government, 
against Bank advice, increased its 
spending using petroleum resources 
including in the form of cash trans-
fers.  

in DPOs, but these interventions 
were at the policy level. The WBG 
did two poverty assessments (FY03 
and FY09). 

To address youth unemployment and 
disaffection, the WBG goals included 
temporary employment creation, partic-
ularly in rural areas and engagement of 
alienated youth in productive communi-
ty-based activities 
 

There is no evidence that youth 
empowerment has increased or 
youth disaffection has lessened.  
Youth issues were a major factor 
behind the 2006 civil strife. 

The Bank came late to a realization 
that youth unemployment was an 
issue and contribution to address 
youth issues has been modest. Two 
studies (FY08) helped inform the 
government’s policy responses to 
the youth challenges and a project 
targeted to the youth, which was 
approved in FY09 but has barely 
disbursed.  

Unsatisfactory 
 

WBG’s objective for veterans was to 
provide technical assistance and sup-
port to enable the Government of Ti-
mor-Leste to alleviate the veterans’ 
concerns about recognition, apprecia-
tion and assistance. 

By the end of 2005, more than 75 
thousand veterans or their survivors 
had been registered. A Veterans 
Law was adopted by Parliament in 
March 2006, providing the legal 
basis for the recognition of veterans 
and their assistance. A Veterans’ 
pension system was established and 
the first pension payments to 12 
thousand beneficiaries were made in 
July 2008. 

Veterans’ issues were addressed in 
the Transitional Support Program 
(2003-05) and first steps were in-
itiated. With Timorese government 
leadership, the 2006 Veterans Law 
was drafted and a veterans' data 
base was created to determine and 
administer benefits. In FY05 TA was 
provided on veterans’ policy and its 
implementation.   

Moderately 
Satisfactory 

GOVERNANCE AND DEVELOPMENT OF STATE INSTITUTIONS 
Moderately 

Unsatisfactory 

WBG's objective was the reconstitution 
of the capacity of the state, including 
establishing and re-enforcing key eco-
nomic ministries, procurement and 
audit agencies, customs, revenue 
agency, and developing and streng-
thening the state’s capacity for policy, 
planning and service delivery.   

Institutional capacity is uneven 
across ministries, and remains weak 
in many of them. Overall, the human 
skills base is still very low and the 
government remains dependent on 
foreign advisers even for routine line 
functions. Capacity building initia-
tives have not generally worked 
because of absence of strategy and 
of a needs-based assessment, in 
addition to barriers such as lan-
guage. 

Initial WBG efforts aimed at improv-
ing local governance through three 
projects. Health and education 
projects also bolstered capacity in 
the line ministries. A more frontal 
WBG effort came through an FY01 
capacity-building project, which was 
supported by four DPOs. Later, a 
major capacity-building project be-
came effective in FY06 and is still in 
place. 

Moderately 
Unsatisfactory 

Improved fiscal and public financial 
management, including revenues from 
petroleum, was an important part of the 
WBG's institution-building agenda.  

Fiscal policy in general and expendi-
ture policy in particular are now 
planned and with increasing focus 
on public service delivery.  Better 
budget execution was achieved with 
a significant number of foreign advi-
sors. Procurement system devel-
oped with the Bank’s help is not 
delivering on expectations and is 
now being reformed and in need of a 
comprehensive refurbishing. The 
Petroleum Fund is an effective and 
transparent mechanism, but the 

The WBG provided support, as 
noted above, through four DPOs, 
AAA, and the capacity building 
projects for the Ministry of Finance 
and the Petroleum Fund. Limited 
assistance was provided by the 
WBG to parliamentarians, focusing 
on the Petroleum Fund, but not on 
budget oversight. 

Moderately 
Unsatisfactory 



SUMMARY OF WORLD BANK PROGRAM OUTCOME RATINGS 

xi 

WBG STRATEGIC AND 
OPERATIONAL GOALS 

ACHIEVEMENT OF RESULTS 
ASSOCIATED WITH WBG GOALS 

MAIN WBG INSTRUMENTS TO 
HELP RESULTS MATERIALIZE 

WBG PROGRAM 
OUTCOME 
RATINGS 

savings rule does not factor in Ti-
mor-Leste’s significant deficit of 
human and physical capital. While 
Parliament’s oversight is now in 
place, its role in checks and bal-
ances is limited due to capacity con-
straints. The system of checks and 
balances is further weakened by the 
non-inclusion of donor-financed 
projects, including the Bank, in the 
overall budget. 

Legislation. Adoption of laws to im-
prove governance and creation of insti-
tutions to strengthen governance and 
accountability were also part of the 
WBG's governance objectives.  

New institutions for governance 
have been created and many laws 
have been adopted. However, their 
functioning remains constrained by 
shortages of trained and qualified 
staff, and the new laws’ weak con-
gruence with Timor-Leste’s legal 
system and its reality. New institu-
tions (the Ombudsman and the In-
spector General) have been mostly 
ineffective. No significant effort 
seems to have been made to adapt 
the new legislation to the civil ser-
vice capacity that was actually on 
the ground. Issuing the implement-
ing regulations and working on the 
consistency of the new laws are 
tasks where further work is needed. 

The WBG provided support, as 
noted above, through four DPOs and 
AAA.  

Unsatisfactory 

SUSTAINABLE AND DIVERSIFIED NON-PETROLEUM SECTOR FOR JOB CREATION AND ECONOMIC 

GROWTH  
Unsatisfactory 

The WBG’s objective under this pillar 
was to create a vibrant private sector 
that would generate sustainable non-
petroleum sector economic growth and 
productive jobs. Aside from the right 
legal environment, the objective in-
cluded stimulating local investment 
through improved access to credit and 
infrastructure. This objective included 
increasing the efficiency and coverage 
of the power supply.  

No significant improvement in non-
oil foreign or domestic private in-
vestment. Infrastructure and finance, 
key binding constraints on private 
sector growth, remain to be ad-
dressed properly, including by the 
WBG. Limited progress in improving 
regulatory framework for PSD, which 
is too complex and has yet to regu-
late contract enforcement and use of 
collaterals in loans.  

The WBG had two small enterprise 
projects until FY02.  Subsequent 
WBG support was largely centered 
on the adoption of laws and the 
establishment of institutions to facili-
tate private sector activity, with sup-
port through the three DPOs.  IFC 
focused mostly on advisory services 
including a hotel e-booking system, 
public-private dialogue, and busi-
ness registration and licensing 
reform. 

Unsatisfactory 

In the agriculture sector, the WBG’s 
objectives were to increase agricultural 
production and productivity, improve 
food security, enhance business-
oriented production of agriculture prod-
ucts, and promote sustainable resource 
management in forestry and fisheries.   

No increase in food production or 
agricultural productivity for most of 
the evaluation period.  Food insecur-
ity remains a serious concern. Very 
limited business-oriented production 
of agriculture products; the sector 
dominated by subsistence farming, 
and production hampered by poor 
roads and high transportation costs 
to markets. Some improvements in 
developing sector policy, but low 
WBG involvement. Rehabilitated 
irrigation only reached ten percent of 

The WBG promoted this agenda 
through three agricultural rehabilita-
tion projects approved during 2000-
04, as well as DPOs during 2003-06. 

Unsatisfactory 
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rice-production land. 

In the Hydrocarbon Sector, the WBG’s 
objective was to bring transparency and 
probity in managing petroleum reve-
nues, in order to effectively manage oil 
and gas revenues and savings to bene-
fit present and future generations.   

A petroleum regime that is interna-
tionally competitive in its terms and 
in line with international best practice 
was established. In many respects, 
the regime has set new standards 
for developing countries in regard to 
transparency and accountability in 
the management of petroleum reve-
nues. It has limited the scope for 
arbitrary use of revenues, even if the 
savings rule is not adapted to Timor-
Leste’s circumstances. Evidence of 
this achievement is the recent decla-
ration of Timor-Leste as EITI com-
patible, only the third member coun-
try to reach this stage. 

The WBG had two projects which 
aimed to provide technical assis-
tance in this sector. PTAP I provided 
support to the Government of Timor-
Leste on negotiations with neighbor-
ing countries and oil companies in 
the petroleum sector. PTAP II con-
tributed to the oversight of the petro-
leum sector in the areas of invest-
ment and project development, 
sector policy and administration, and 
revenue collection and manage-
ment. 
  

Highly 
Satisfactory 

In the Power Sector, the WBG’s objec-
tives included improved efficiency of 
power supply and collection efficiency 
in national capital to allow greater 
spending on district power services; 
and enhanced availability of reliable, 
affordable power in the districts to sup-
port social and economic development. 

Lack of access to reliable power 
supply is still a bottleneck for private 
sector development and there is 
limited evidence of a strong policy 
impetus for this sector.  

The Bank’s interventions include one 
completed project addressing Dili’s 
power supply and two ongoing, 
which have been troubled by cost 
overruns and delays. The projects 
aimed to improve the generation 
capacity and distribution efficiency 
and to provide technical assistance 
and training to support project im-
plementation and strengthening of 
the institutional capacity. 

Moderately 
Unsatisfactory 

Overall Assistance   
Moderately 

Unsatisfactory 
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Evaluation Summary 

Timor-Leste Country Program Evaluation, 
2000-2010 

The Evolving Role of the WBG in Timor-Leste 

From a new state under UN protection in 2000, entirely dependent on the international com-
munity, Timor-Leste has transformed itself into a state that stands on its own and has pro-
gressed considerably in developing its basic institutions and economy. The country is still chal-
lenged by potential instability, limited institutional and human capacity, and limited economic 
opportunity, but now has the benefit of substantial petroleum resources. Timor-Leste’s institu-
tional layout appears better able than before to manage political competition and tensions, and 
the expectations of citizens have matured in recent years. The Timorese leadership brought the 
country out of civil unrest in 2006-07 and its aftermath, and has become increasingly assertive in 
defining its development vision and priorities.  

The World Bank Group (WBG) strategy in Timor-Leste during 2000-10 was articulated in a se-
ries of documents. The Joint Assessment Mission Report (JAMR), produced in December 1999 
by the Timorese in collaboration with the Bank and other donors, formed the basis of the 
Bank’s initial interventions. In November 2000, the Bank’s Executive Board discussed a Transi-
tional Support Strategy (TSS), which covered the period until Timor-Leste became eligible to 
apply for membership of IBRD/IDA, expected to occur after full independence (May 2002). A 
first full CAS was prepared in June 2005, outlining the strategy for the period FY06-08. That 
strategy was derailed by the outbreak of civil strife in 2006-07, and a new Interim Strategy Note 
(ISN) that was discussed by the Bank’s Board in August 2009 defined the strategy of the WBG 
for the period FY10-11. Throughout these strategy documents, the WBG planned to support 
Timor-Leste in three broad areas: (a) poverty alleviation and the provision of basic social servic-
es, including health and education; (b) development of state institutions, including creating good 
governance and building the capacity of state institutions; and (c) promoting sustainable non-
petroleum growth, especially through the development of agriculture and the private sector. 

The relevance of the WBG strategy waned through the evaluation period, despite being broadly 
congruent with the country’s own aspirations. During the first three years, the WBG strategy 
was relevant, focusing on immediate reconstruction needs, the restoration of key social services 
and alleviation of basic deprivation. At that time the Bank was the trustee and co-manager of the 
Trust Fund for East Timor (TFET), which brought together resources from different donors 
and funded investments through grants. As years went by, this immediate focus dissipated. The 
strategy became more diffuse and all-inclusive, covering a very broad front to the detriment of 
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the most critical areas such as agriculture and capacity-building of state institutions. WBG sup-
port increasingly took the form of development policy operations and extensive analytical and 
advisory services. The WBG failed to respond to critical social challenges arising from youth un-
employment and rising poverty, as the initial emphasis on delivering early tangible benefits to the 
population lost momentum.  

The efficacy of the program varied over time and by sector. The Bank performed relatively well 
in the early reconstruction period, when conditions were most challenging. As a result, access to 
basic health and education services improved and dire human deprivation was mitigated. The-
reafter, measured against the objectives set by the WBG for itself, the results of its interventions 
with respect to long-term development challenges became much more uneven. Overall, mod-
erately satisfactory outcomes in health and veterans’ issues and highly satisfactory outcomes in 
the petroleum sector were offset by weak outcomes in other areas covered by the WBG pro-
gram. Despite the priority accorded throughout the succession of WBG strategy documents to 
agriculture, private sector development and employment generation, very little was achieved af-
ter the initial period of reconstruction and stabilization. Progress in improving governance and 
building state institutions, another priority area for the WBG, was good in some respects, but in 
others opportunities for greater impact were missed.  Overall, the outcome of the WBG’s pro-
gram was Moderately Unsatisfactory when rated against the goals that it set for itself. 

Country Context 

In 1999, after some 24 years of armed conflict 
against the Indonesian occupation and a referen-
dum for independence, Timor-Leste was beset by 
unprecedented violence and destruction.  Under 
the mandate of the UN Security Council, peace 
and security were restored and the country was 
governed directly by the UN, until in 2001-02 free 
elections led to the establishment of a representa-
tive government. The country became indepen-
dent in May 2002. 

Since then Timor-Leste has made much 
progress in building the institutions of the 
state and restoring basic services to the people.  
The architecture and institutions of government 
foreseen in the Constitution have been established 
and are functioning, albeit at varying levels of ef-
fectiveness. The government is managing a signifi-
cantly bigger budget and providing basic social 
services to an increasing share of its citizens. Oth-
er institutions outside of the executive branch—
such as the Parliament and the Judiciary—have 
also been established, and civil society is also more 
empowered and engaged. 

The violence following the 1999 referendum 
was devastating for the people and the econ-
omy of Timor-Leste.  More than a thousand 
people died, hundreds of thousands were dis-
placed and the country’s infrastructure was de-

stroyed. The agriculture sector suffered a major 
blow with the destruction of livestock and machi-
nery..  The modern sector was most affected by 
the destruction of vital physical infrastructure, as 
well as the exodus of the non-Timorese popula-
tion that had provided much of the public admin-
istration and technical expertise. Basic social ser-
vices were hit hard. There was a total breakdown 
in the health care system and the education system 
also ground to a halt. Valuable records and files, 
including land and property titles and the civil re-
gistry were destroyed. There were no government 
institutions left. The economy was devastated, and 
real GDP fell by 33 percent from already low le-
vels.  

Since the difficult beginning, the economy has 
gone through several periods of vigorous eco-
nomic growth, although with significant annual 
variations. Under the impetus of the reconstruc-
tion activities initiated with the support of donors 
following the restoration of peace and stability, 
economic activity picked up considerably in 2000-
01. The sharp draw-down of international pres-
ence following the withdrawal of UN peacekeep-
ing operations after independence in 2002 and the 
civil unrest of 2006-7 led to a slowdown of eco-
nomic activity, and poverty and unemployment 
increased during 2002-07. Once again, interna-
tional presence restored order, and following fresh 
presidential and parliamentary elections, a new 
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coalition government took office in August 2007, 
which took urgent steps to address the grievances 
of disaffected soldiers, unemployed and poor, and 
other sections of society. 

The improved security environment, the recovery 
of the agriculture sector from drought in 2007, 
and significantly increased levels of public spend-
ing (including capital expenditures) resulted in 
strong economic growth, averaging around 9 per-
cent annually between 2007 and 2010. However, 
unemployment remains high, especially among the 
youth. The country continues to face a serious 
shortage of qualified and trained professionals in 
most spheres. Institutional capacity is still very 
weak in many areas of government and outside, 
contributing to inefficiencies and leakages in gov-
ernment programs. 

The international community has had a sig-
nificant presence since 1999, when the UN 
moved quickly to restore peace and security and 
prepare the foundations for independence in 
2002. Apart from purely humanitarian aspects, 
development assistance supported reconstruction 
of damaged facilities including schools and hospit-
als, rehabilitation of infrastructure such as roads 
and ports, restoration of electric power and water 
supply and sanitation, support for agriculture and 
the private sector, and, most importantly, develop-
ing the capacity of state institutions at all levels.  

Support has been provided in the form of finan-
cial grants, technical assistance and analytical and 
policy advice. Since 1999, Timor-Leste has re-
ceived about US$ 3.6 billion of foreign assistance 
from roughly 28 bilateral donors (most promi-
nently Australia, Portugal, the European Union, 
Japan, and USA) and multilateral organizations 
(UN agencies, WBG, Asian Development Bank 
and IMF.) Few other post-conflict countries have 
received higher levels of financial support on a per 
capita basis.  Yet, poverty increased from 2001 to 
2007—the period of the largest aid inflow—and 
almost half of the population was poor in 2007. 

The role and influence of donors, including the 
WBG, has declined since 2007. Though the coun-
try still requires substantial international technical 
support, increased hydrocarbon revenues make it 
less dependent on foreign financial assistance. The 
government shows growing frustration with what 
it sees as complex, heavy donor mechanisms. It 
also appears more skeptical about the advice re-
ceived from the WBG and other donors. The de-

clining influence of the traditional donors includ-
ing the WBG is taking place in the context of an 
apparent larger realignment of Timor-Leste’s de-
velopment policy and international alliances, with 
particular expansion towards countries in Asia and 
in the Lusophone community. 

Program Overview 

The First Pillar – Human Development 

The stated objectives of the Bank’s program in the 
health sector were to improve access to and quali-
ty of basic health services in the country.  Bank 
projects sought to improve access and quality 
through reconstruction of primary health care 
centers and hospitals, adequate provision of essen-
tial medical equipment and medicines, and tech-
nical assistance and training to enhance the capaci-
ty of the Ministry of Health and health service 
providers. 

Progress was made in improving the population’s 
access to basic health services. A large number of 
health centers were built, mobile clinics were 
made operational, hospitals were rehabilitated and 
reconstructed and the supply of medical equip-
ment and drugs was improved. Basic health ser-
vices were restored. These interventions had a 
positive impact on the delivery of health care, de-
spite delays in the equipment of hospitals caused 
by strict enforcement of Bank procurement rules. 
Immunization coverage for children 12-23 months 
rose; an increasing number of births were super-
vised by health care professionals; and infant mor-
tality rates fell. However, progress was slower than 
expected, child malnutrition worsened and the 
health of the population in many respects (life 
expectancy at birth, maternal mortality, malnutri-
tion among children) still remains well below the 
average in the region and is closer to the average 
for low-income countries.  

In the education sector, the primary objectives of 
the Bank’s program were to increase access to 
education at primary and secondary levels and 
improve the quality of education. The Bank’s pro-
gram included the reconstruction, rehabilitation 
and refurbishment of schools, the production and 
distribution of textbooks and other learning ma-
terial and institutional capacity building in the 
Ministry of Education and educational institu-
tions. 

These interventions succeeded in bringing child-
ren back to school quickly and contributed to an 
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overall improvement in enrollment rates at the 
primary and secondary levels, though progress was 
much slower than expected after the initial years.  
As late as 2007, 40 percent of population aged 6 
and above had never attended school. Also, very 
little was achieved in improving the quality of 
education which remains poor. Moreover, the im-
plications of the complex language situation for 
effective teaching were not given adequate atten-
tion by the Bank, so that learning materials were 
for the most part unintelligible to many teachers, 
pupils and parents. 

Poverty and unemployment alleviation were 
also important objectives of the Bank under the 
first pillar. In its initial interventions the Bank 
provided grants and loans to facilitate economic 
activity in rural and urban areas. These interven-
tions succeeded in providing much needed cash 
among the poor in remote areas and, to some ex-
tent, in creating short-term jobs and employment, 
as was often the key intention. But many of these 
jobs were not sustainable and many of the new 
businesses did not survive the significant UN de-
partures in 2002-03.  

A major shortcoming of the WBG program was 
its inability to help develop a significant and sus-
tainable program for alleviating unemployment, 
especially of the youth, which remains a potent 
threat to social and political stability. The Bank 
also missed an opportunity to have impact by not 
providing hands-on assistance in designing and 
implementing a program of social assistance in the 
aftermath of the 2006 civil strife. Through most of 
the evaluation period, poverty and unemployment 
rose significantly and the youth issues were not 
addressed. 

The Bank played a useful role in supporting the 
government in developing and implementing a 
sensible policy to alleviate legitimate concerns of 
veterans for recognition, appreciation and assis-
tance, although earlier results would have abated 
tensions.  The Bank’s program of policy advice 
and technical assistance helped establish the gov-
ernment’s policy as well as the institutional 
framework and the administrative systems to im-
plement the policy. 

Overall, the outcome of WBG support for the 
first pillar is rated Moderately Unsatisfactory. 

The Second Pillar – Governance 

Taken from the starting point of 1999, the state’s 
capacity to govern and deliver public goods has 
increased significantly. The architecture and insti-
tutions of government foreseen in the Constitu-
tion have been established and are functioning. 
The Government of Timor-Leste is managing a 
significantly expanded budget, driven by growth in 
petroleum revenues. Ministries and agencies of the 
state are better able to plan and manage their ac-
tivities and resources. On its side, the legislative 
branch of government has produced a significant 
body of legislation and is making efforts to carry 
out its oversight functions. A cadre of well-trained 
and knowledgeable Timorese is at the heart of 
these considerable developments. 

Macroeconomic management was prudent 
throughout most of the period, although the fiscal 
stance was too tight until the civil unrest.  This 
stance was consistent, however, with the saving 
rule of the Petroleum Fund, which did not take 
into account the sizable deficit of human and 
physical capital faced by Timor-Leste, nor the ur-
gent need to provide social services and relieve 
deep poverty.  

Timor-Leste, however, still faces major gover-
nance challenges. Institutional capacity is uneven 
across ministries, and remains weak in many of 
them. There has been almost no strengthening at 
the district and local levels. The Judiciary remains 
a challenge.  Overall, the human skills base is still 
very low and the government remains highly de-
pendent on advisors, many of them foreign, with 
only limited success in transferring knowledge and 
skills between the advisors and national staff.  

The Bank had state capacity building as a key 
priority from the start.  However, the contribution 
to capacity development has been limited, as 
noted in the WBG’s  Interim Strategy Note (ISN).  
For most of the evaluation period the Bank did 
not have a clear needs assessment, a strategic vi-
sion, or a realistic and monitorable strategy that 
could have guided its actions to bolster capacity in 
Timor-Leste in a more effective way. Moreover, 
WBG technical assistance has been hindered by 
problems with the mentoring model, in addition 
to factors such as language and poor education. 

Timor-Leste has also made very significant 
progress in setting up a system of fiscal and 
public financial management. The stable ma-
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croeconomic environment and the improved 
budget execution in recent years are evidence of 
this progress. The basic institutions for fiscal and 
public financial management have been set up and 
are functioning. Fiscal policy in general and ex-
penditure policy in particular, are now planned 
and with increasing focus on public service deli-
very.  These policies are better grounded, using 
more reliable estimates of the macroeconomic 
aggregates and the needs of the population.  The 
utilization of petroleum revenues is governed by a 
prudent and transparent framework widely re-
garded as best practice. Institutions of the state 
outside of the executive, such as Parliament, are 
also in better condition to discharge their func-
tions on the petroleum fund.  

Nevertheless, use of the financial management 
systems needs to be spread evenly across all gov-
ernment agencies and all levels of government, 
including the local.  Parliament, the Judiciary and 
the other oversight institutions need to be streng-
thened so that they can fulfill their function as 
checks and balances. The part of the budget that is 
financed with donor funds must be brought into 
the overall budget, and the investment budget 
must catch up with the current budget in execu-
tion rates.  

The Bank’s efforts in this area were late to bear 
fruit, and have faced significant adaptation chal-
lenges. Had the system of fiscal and financial 
management been in place when the flow of pe-
troleum revenues started, the government would 
have been in a better position to tackle the unem-
ployment and the deficiencies that helped brew 
the civil strife of 2006. Moreover, some of com-
ponents of the system suggested by the Bank, e.g. 
procurement, turned out to be ill-adapted to Ti-
mor-Leste. The successes with the Petroleum 
Fund and the recent project on public financial 
management need to be weighed against these 
shortcomings.  

On the creation of a legal framework, Timor-
Leste has also made very significant progress. It 
now has laws that govern taxation and customs, as 
and the exploitation and use of its petroleum 
wealth.  It also has a public financial management 
law better adapted to its reality. Procurement legis-
lation has taken several rounds, but also seems to 
be better adapted now. However, Timor-Leste still 
needs to harmonize the different the pieces of 
legislation stemming from separate legal traditions, 
so that they are congruent and adapted to the uses 

and mores of the country. An additional challenge 
is to develop the implementing regulations that are 
needed to bring these laws to life.  Yet another 
one is to fill in the blanks that were left behind in 
the haste that seems to have dominated the legisla-
tive process until now.  

The WBG has supported the development of the 
legislative framework in a wide set of areas.  Per-
haps the coverage has been too wide for Timor-
Leste’s capacity constraints—too many draft laws 
for a new Parliament and for a few lawyers capa-
ble of adjusting the drafts to the Timor-Leste’s 
nascent legal system—which are  even greater if 
the capacity to implement the new laws is factored 
in. While the urgency was pressing, the need for a 
structured and strategic vision was all the more 
relevant in light of the limited resources and ca-
pacity. So were the need for a better understand-
ing of the challenges of setting up a new legal sys-
tem under a civil law tradition, and an 
acknowledgement of the limitations faced by Ti-
mor-Leste. 

Overall, the outcome for WBG support for the 
second pillar is rated as Moderately Unsatisfactory.  

The Third Pillar – Growth 

The WBG’s objective under this pillar was to 
create a vibrant private sector that would gener-
ate sustainable economic growth and productive 
jobs.  Timor-Leste’s non-petroleum economy is 
dominated by the public sector, which contributed 
roughly 45 percent of non-petroleum GDP in 
2007, the last year for which data on the sectoral 
composition of GDP is available, and private non-
petroleum investment was estimated by the IMF 
at US$12 million in 2007, about 3 percent of non-
petroleum GDP.   

The private sector development agenda supported 
by the WBG was largely centered on the adoption 
of laws and the establishment of institutions to 
facilitate private sector activity. Left aside were the 
more pressing binding constraints posed by bad 
infrastructure and the difficulty of accessing credit. 
Much of its agenda was implemented through the 
development policy operations of 2003-06. 

A number of laws meant to facilitate private in-
vestment were adopted during this period, includ-
ing those on commercial entities, investment, in-
surance, bankruptcy, cooperatives, and leasing of 
government property. A land law addressing pub-
licly owned real estate was also passed in 2003. 
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However, a clear sense of priorities or legislative 
strategy has been missing. As was the case with 
governance, congruence among the various sets of 
legal advice received by Timor-Leste is uncertain 
and critical laws, such as on contract enforcement 
and securitizing land for collateral, are still pend-
ing. Moreover, while a lot of attention was paid to 
developing laws, less attention was paid to the 
more difficult issues of developing enabling regu-
lations and enforcement, including the judicial 
system’s ability to resolve disputes within the ex-
isting legal framework.  

At a different level, IFC helped create the Better 
Business Initiative, a forum to improve the dialo-
gue between the government and the private sec-
tor. This forum was largely responsible for the 
recent creation of the Chamber of Commerce and 
Industry. IFC also helped develop an e-booking 
system to help international travelers and the tour-
ism sector, and has made some efforts in easing 
microcredit using resources from another donor. 
In total, there were four advisory services since 
IFC launched its operations in 2006. No IFC in-
vestment was approved during this period. 

Under a reasonable division of labor agreed at the 
start with ADB (but one that could have been 
revisited at some point), the WBG’s program did 
not address two critical constraints to private sec-
tor development: poor infrastructure (except for 
some relatively modest power projects) and lack 
of access to credit. Progress in both these areas 
has been quite limited, and they remain the key 
binding constraints on private sector develop-
ment. Shortages of electricity and poor roads and 
other infrastructure are increasing private sector 
costs, while banks remain reluctant to lend in the 
absence of debtor discipline and a credible frame-
work for contract enforcement. Overall, as noted 
in the ISN (p15), ―there has been a serious and 
damaging failure to create conditions conducive to 
the emergence of a vibrant private sector‖. 

In the agriculture sector, the WBG’s objectives 
were to promote sustainable resource manage-
ment (in forestry and fisheries), increase agricul-
tural production and productivity and improve 
food security.  This agenda was promoted through 
a series of agricultural rehabilitation projects ap-
proved during 2000-04 as well as the development 
policy programs approved during 2003-06. 

As a result of the Bank’s interventions, almost 
4,000 hectares of land were rehabilitated in 46 

community-based irrigation schemes, covering 2.4 
percent of arable land. An extensive program of 
vaccination of livestock was undertaken through 
early Bank projects, which reduced mortality rates. 
In addition, a sector policy framework was devel-
oped, as well as a forestry and watershed man-
agement policy and strategy. A fisheries decree law 
and supporting legislation were also approved. 

However, the overall impact of Bank interven-
tions on production and yields was limited be-
cause other complementary inputs such as fertiliz-
ers and high yielding seed varieties were not used. 
Many of the production activities supported by 
Bank projects in upland and coastal communities 
did not have a significant impact because they 
were hampered by poor roads and high transpor-
tation costs to markets. The pilot agricultural ser-
vice centers established by Bank projects to pro-
vide services to farmers were not viable as farmers 
were unwilling (or unable) to pay for the services 
on offer.  

Considering the entire period 2000-10, the out-
comes in the sector have been disappointing.  Af-
ter the early recovery that followed the 1999 col-
lapse, there was no generalized increase in 
production (but significant annual variations) of 
the three main food crops (maize, cassava and 
rice) between 2000 and 2008. However, there was 
a significant increase in the output of all three in 
2009. Nevertheless, agricultural productivity has 
not increased and remains very low, both for 
food-crops and livestock. The sector is still domi-
nated by subsistence farming, which suffers from 
poor quality of inputs (seeds, fertilizers, pesticides, 
irrigation) and lack of knowledge regarding new 
technologies and best practices. 

Food security remains a serious concern, especial-
ly in rural areas. Despite large imports of rice, the 
2007 Survey of Living Standards found that rural 
households did not have sufficient rice or maize to 
eat for about four months each year. As acknowl-
edged in the ISN (―…support for this sector since 
independence has not been adequate to tackle un-
derlying factors.‖ 

The energy agenda of the WBG included the hy-
drocarbon sector and power. Timor-Leste has 
made considerable progress in dealing with the 
petroleum wealth stemming from the find in the 
Timor Sea.  There is a negotiated treaty with Aus-
tralia, a set of rules governing taxes and royalties, 
and a Petroleum Fund to guide revenue use.  Evi-
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 The WBG’s program rightly emphasized 
the importance of monitoring actual 
results of its interventions on the ground. 
In practice, while a lot of effort was spent 
in developing indicators to assess 
progress measuring inputs and outputs, 
insufficient attention was devoted to 
acquiring accurate data to make the 
indicators a reliable guide for monitoring 
results. In addition, seldom did indicators 
measure outcomes or impacts on the ground. 
Moreover, some of the Bank’s programs had 
an over-load of information and monitoring 
requirements on inputs and outputs that may 
have diverted scarce government capacity 
away from implementation of programs. It 
would perhaps have been better to focus 
efforts on a few key outcome indicators 
underpinned by accurate data. 

Recommendations  

The above findings lead to the conclusion that the 
significance of the WBG’s role for Timor-Leste’s 
economic development has been declining over 
time, and thus also its relevance for the Govern-
ment of Timor-Leste. The WBG will regain its 
relevance if it is able to show Timor-Leste that it 
can be a knowledgeable, responsive and creative 
development partner, focused on helping the poor 
through sustainable development.  To this end, 
the WBG may want to consider ways to streng-
then its engagement, while providing additional 
resources to the work program. Innovative pro-
gram or project packages could conceivably help 
mobilize additional donor resources and could 
also be combined with the government’s own re-
sources. If needed, judicious use of some IBRD 
lending could be considered as and when the 
country is found eligible for such lending. 

Timor-Leste is in several ways in a unique situa-
tion – a new country with new and still developing 
institutions, a severe lack of capacity both inside 
and outside of the government, monumental de-
velopment challenges, and rapidly growing reve-
nues from its hydrocarbon resources.  Poverty 
remains rampant in the rural sector. 

At this stage, the challenge for Timor-Leste is to 
use its petroleum regime to make the most of its 
hydrocarbon wealth in a sustainable way, and to 
spend effectively and efficiently these resources, 
with a clear goal of addressing the critical devel-
opment constraints of the country in order to fos-

ter sustainable growth and reduce poverty. Key 
among these constraints are low capacity within 
the government; poor quality in education; inade-
quate infrastructure; unemployment, in particular 
among the youth; and the backwardness of agri-
culture.   

The WBG has the potential capacity to become a 
key development partner for Timor-Leste in ad-
dressing its challenges, in collaboration with other 
donors.  However in order to be an effective and 
creative partner, the WBG will need to change 
important aspects of its strategy and ways of oper-
ating in the country, thinking more in terms of 
teaming up with the country and moving beyond 
the traditional client-WBG paradigm.  

On this basis and based on the analysis and find-
ings of the Country Program Evaluation (CPE), 
IEG makes the following recommendations, 
which are summarized, together with the findings, 
in Table 1: 

On the WBG program in Timor-Leste: 

 The WBG set as its key objective going 
forward to help the government in its 
current efforts to promote vigorous and 
sustainable growth of Timor-Leste’s non-
petroleum sector, as a means of reducing 
poverty and unemployment.   With 
widespread poverty and unemployment, 
especially among the youth, poor physical 
infrastructure, and the petroleum revenues, a 
sustainable public works program to create 
jobs and build critical infrastructure such as 
roads, water supply and sanitation 
infrastructure and rural infrastructure could 
usefully be a priority area for WBG 
organizational and financial support. This 
program would be supported by rural 
development projects that could help Timor-
Leste move from subsistence farming into a 
surplus-producing sector capable of 
absorbing the underemployed rural poor. 

 Whatever the choice of direction Timor-
Leste makes, the WBG prioritize clearly, 
after renewed consultations with other 
development partners, the key goals of its 
work program and all its interventions, 
and be realistic with regard to the time-
frames required to achieve the 
institutional and social development 
objectives.  The situation on the ground 
needs to be factored in as well, as noted 
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Management Action Record 

Major Monitorable IEG Recommendation  
Requiring a Response 

Management Response 

 The WBG set as its key objective going forward to help 
the Government’s efforts to promote vigorous and sus-
tainable growth of Timor-Leste’s non-petroleum sector 
as a means of reducing poverty and unemployment.   A 
sustainable public works program to create jobs and build 
critical infrastructure could be a priority area for WBG 
support. This program would include rural development 
projects to absorb the underemployed rural poor. 
 

Management agrees on the need to continue to support 
broad based growth in the non-oil economy, to find crea-
tive ways to develop the nascent private sector, and to 
address unemployment – particularly amongst youth.  
These objectives are central tenets of the current ISN and, in 
consultation with the government and other stakeholders, 
expected to underpin the medium-term program outlined in 
the forthcoming WBG CAS.  The identification of infrastruc-
ture development as an imperative in the Government’s Stra-
tegic Development Plan provides an opportunity to explore large-
scale public works programs that provide interim employment 
opportunities for (particularly) unemployed youth in rural 
areas. 

 Within the direction taken by the country, the WBG 
prioritize clearly, after renewed consultations with other 
development partners, the key goals of its work program 
and all its interventions, and be realistic with regard to 
the time-frames required to achieve the institutional and 
social development objectives.  

Management agrees that WBG engagement should re-
flect the important and credible steps the government has 
taken to restore stability.  A focused and realistic WBG 
program should seek to blend pragmatic interventions cali-
brated to Timor-Leste’s growing capacity and priorities with 
less conventional operations and analysis that can help conso-
lidate and secure the country’s transition.  Such a program can 
only emerge through wide-ranging consultations with govern-
ment and other stakeholders. 

 As agreed with the Government, the WBG increase its 
focus on effective human resource development for insti-
tution-building and improved governance, within a clear 
overall strategy for capacity-building that fosters the 
transmission of skills and knowledge from foreign advis-
ers to local staff. 

Management reiterates its commitment to bring to bear 
international expertise to help Timor-Leste to help devel-
op capacity in both the public and private sectors. Capaci-
ty building and institutional development are long-term propo-
sitions.  Notwithstanding the extraordinary progress that 
Timor-Leste has made since independence, the deficit in ca-
pacity emerges as a critical constraint to the country’s efforts 
to pursue its development vision.  A successful capacity-
building strategy in such a dynamic and unconventional con-
text must provide a framework that can guide multiple inter-
ventions over time – both opportunistic and planned – rather 
than hope to achieve this through more rigid and conventional 
approaches.   

Management is pleased to note that the role of foreign 
advisers continues to evolve from a transitional mode of 
support to a more rational and sustainable approach to 
addressing critical capacity deficits.  A limited role remains 
for a reduced complement of Technical Advisers where there 
is demonstrated government support for them, and provided 
they take full advantage of a growing pool of national special-
ists who capable of providing these services. 

 The WBG follow more closely its own principles and 
guidelines on how to deal with fragile states in its pro-
gram in Timor-Leste.  Projects need to be simple, mind-
ful of the weak institutional capacity, with simple objec-
tives and one implementing agency.  WBG rules should 
be applied with the flexibility needed for fragile states. 

Management notes that many of the WBG’s “fundamen-
tal principles” of engagement in fragile states were tested 
– or developed – as a direct result of the World Bank’s 
experience in Timor-Leste.  Management nonetheless ac-
knowledges that greater attention on simplicity in project de-
sign and more realistic consideration of the nature and extent 
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Major Monitorable IEG Recommendation  
Requiring a Response 

Management Response 

The WBG incentive system should be brought to bear 
in order to mobilize the best knowledge and organiza-
tional skills.   

of the support needed by fledgling institutions would have 
helped increase the impact of the WBG program.  

Management accepts the need for flexibility in the appli-
cation of WBG processes.  Recent initiatives to: reform IL 
instruments; the development of the P4R mechanism; though-
tful guidance on the effective use of DPOs in fragile and con-
flict-affected states; and, consideration of how procurement 
and financial management requirements can be better cali-
brated to the needs and capacity of countries such as Timor-
Leste, provides staff with tools and approaches that were pre-
viously unavailable and which have the potential to enhance 
the quality of future WBG engagement. 

 The WBG strengthen its capacity to provide timely, 
high-quality policy and technical advice, together with 
enhanced use of its organizing skills and know-how. 
High quality of staff will be important to this end, to-
gether with more active management of the assistance 
program, including closer oversight of operations. 

Management concurs that the value of WBG engagement 
in Timor-Leste stems from the capacity to provide high-
quality, objective advice on policies and issues of national 
importance, and its ability to convene stakeholders 
around activities with potential national impact.   The 
WBG will continue to play this role – one acknowledged and 
valued by both government and development partners – re-
cognizing that continued relevance depends on the ability to 
attract and retain global expertise and to provide requisite 
implementation support. 

 The WBG be realistic with regard to the situation on the 
ground and what is needed to achieve the institutional 
and social development objectives in Timor-Leste. The 
WBG needs to have a better understanding of the politi-
cal dynamics in the country and only intervene when the 
Government asks it to do so.  The WBG also needs to 
find an effective way of mainstreaming gender and youth 
without slowing its interventions. 

Management recognizes that a deep appreciation of the 
political economy is critical to understanding the country 
context and to informing WBG interventions that respond 
directly to national priorities.  Timor-Leste’s development 
over the last decade has been anything but conventional.  Sus-
tained WBG efforts to deepen understanding of the political 
economy have helped the institution remain relevant and res-
ponsive.  Greater understanding may not always have been 
translated into appropriate, flexible, interventions specifically 
calibrated to the needs and capacity of Timor-Leste. 

Management recognizes a greater focus on gender and 
youth concerns is essential to institutional and social 
development objectives.  WBG has made efforts to address 
the issue of unemployed youth in an operation that represents 
the forerunner of similar interventions underway or planned in 
the Pacific.  Implementation challenges are intensified in this 
area and management expects to refine and adjust its approach 
to youth issues as it garners greater experience in this area.  
Management – with the support of EAP more broadly – is 
also actively engaged in identifying systematic opportunities to 
integrate gender considerations into all its operations. 

 IFC’s interventions should be sufficient and proportional 
to address the objectives of its program and help Timor-
Leste face the challenge of creating a viable private sec-
tor.  In doing so, IFC needs to factor in the real con-
straints to private sector development in Timor-Leste, 
and focus on the rural sector and the small and micro en-
terprises. These are the interventions that will maximize 
the impact of the program on employment generation 
and poverty reduction. 

Management would appreciate clarification of what 
would represent a “sufficient and proportional” role for 
the IFC in the context of a new, fragile, post-conflict 
country.  In a few short years following independence, the 
country has had to manage the blessings – and curses – that 
accompany large oil and gas discoveries even as the country 
reestablishes the basic functions of state.  This underscores the 
need for a measured private sector development program – 
one whose pace and progress is determined by the country’s 
capacity and not imposed by partners.   It is important to note 
that IFC is now, by virtue of a fundamental reassessment of its 
role in the Pacific, now far better placed to offer more com-
prehensive program of advisory and investment services. 
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Major Monitorable IEG Recommendation  
Requiring a Response 

Management Response 

 The WBG shift its monitoring and evaluation of the 
program toward a few key results and the improvement 
of the statistical capacity to obtain reliable and accurate 
date on outcomes. The monitoring and evaluation 
frameworks need to factor in the limited institutional ca-
pacity on the ground, and leave aside the emphasis on 
following inputs and outputs. 

Management accepts that the development of statistical 
capacity is a critical dimension of the broader capacity-
building challenge confronting the WBG and develop-
ment partners in Timor-Leste.  This effort will need to be 
sustained over the medium- to long-term and the challenge 
should not be underestimated – as illustrated by the IMF’s 
difficulties in developing accurate macroeconomic projects in a 
country whose development trajectory has been anything but 
conventional. 

Management also agrees on the need for selectivity and 
expects to exercise this discipline in the latest generation 
of interventions.  Management also notes the difficulty of 
reconciling the CPE’s call for selectivity with the exhortations 
to play a more active role in, for example: agricultural devel-
opment, employment generation, gender, youth, social safety 
nets and microenterprises.  Similarly agreeing “only [to] intervene 
when the Government asks it to do so” may prove neither feasible 
nor desirable.  Resolving dilemmas of this kind may determine 
the extent to which WBG is able to learn and adopt the many 
important lessons contained in this report. 
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CHAIRPERSON’S SUMMARY 

COMMITTEE ON DEVELOPMENT EFFECTIVENESS 
INFORMAL SUBCOMMITTEE REPORT: TIMOR-LESTE COUNTRY PROGRAM EVALUATION (CPE), 2000-2010: 
EVALUATION OF WORLD BANK GROUP PROGRAM 
(MEETING OF MAY 23, 2011) 

1. On May 23, 2011, the Informal Subcommittee (SC) of the Committee on Development Effective-
ness (CODE) considered an Independent Evaluation Group (IEG) report entitled Timor-Leste Country 

Program Evaluation 2000-2010: Evaluation of the World Bank Group Program (CODE2011-0027). 

2. In its opening remarks IEG informed members that the Timor-Leste CPE evaluates the outcome of 
the World Bank Group (WBG) assistance program against the objectives it set for itself. It noted the 
country context in 1999 after independence: infrastructure destroyed, inexistent political institutions, 
and a rudimentary economy based on self-subsistence agriculture. The main findings were that after an 
initial success the WBG’s program focus and sense of priorities were gradually lost with over-emphasis 
on long-term institutional objectives and less attention to immediate needs. It added that institution 
building could have paid more attention to human resource development as projects and programs were 
complex. Going forward, IEG recommended that the WBG and donors help Timor-Leste use well its 
petroleum resources, target job creation, address critical infrastructure and re-prioritize assistance strat-
egy.      

3. Management remarked that an effort to contextualize Bank engagement in Timor-Leste and apprec-
iation of the uncertainty of fragile and post-conflict situations were needed in order to identify lessons 
learned and contribute to the debate on engaging in such volatile environments. It noted that the evalua-
tion could have better distinguished the political periods in which the Bank operated under distinct 
strategies and could have benefited from greater consultation with Timorese civil society, media, 
project beneficiaries and Bank counterparts. Management questioned the assertion that the Bank should 
have predicted the social unrest of 2006.  It added that since independence, Timor-Leste institutions 
have begun to show capacity to discharge state functions effectively, while also managing natural re-
source revenues efficiently. In that sense, it remarked that the total rebuilding of the state from the 
ground up is a commendable achievement of the Timorese Government.  

4. Members appreciated the informative document and thanked both IEG and Management for the 
answers to the questions raised. Members noted that IEG findings were pertinent not only to Timor-
Leste but also to WBG engagement in fragile and post-conflict countries given the recent 2011 World 
Development Report (WDR) on Conflict, Security and Development. They remarked that advances 
were notable given the difficult country context and recognized that results were impacted by situations 
on the ground, which were out of WBG control. In that sense, they asked that the report pick up on les-
sons learned including on coordination and division of labor among development partners. They com-
mented that monitoring and evaluation are crucial to engagements in fragile scenarios as well as the 
need for flexibility to provide mid-course corrections. With regard to communication and dissemination 
a majority of members and speakers asked that the report properly frames the country context.   
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1. CONTEXT 

Recent History and Political Developments 

1.1  Timor-Leste has a population of slightly more than a million people on an area of 
just under 15,000 square kilometers. In spite of its small size a large number of languages are 
spoken on its territory - sources typically mention more than 30, of which only Tetum (or 
Tetun) can be considered a written language (see Box 1). The complex language situation 
has implications for education and administration. 

Box 1. Languages in Timor-Leste 

• The official languages of Timor-Leste are Tetum (or Tetun) and Portuguese while Indonesian and 
English are designated as working languages.  

• A large number of languages are spoken on the territory of Timor-Leste - sources typically men-
tion more than 30, of which only Tetum can be considered a written language, although in a rudi-
mentary way. The dialect of Tetum spoken around Dili, which has incorporated many Portuguese 
words, is the version now more widely used, and is now taught in schools, but other dialects are 
widely used in the country. 

• Before 1975 Portuguese was the language of education and administration. Under Indonesian 
rule, the use of Portuguese was banned, and Bahasa Indonesia was the official language and used in 
the education system. Portuguese was however used by the clandestine resistance, especially in 
communicating with the outside world, and gained importance as a symbol of resistance. 

• Upon independence the government therefore adopted Portuguese as one of the two official lan-
guages (with Tetum), and as a link to nations in other parts of the world. Portuguese and Tetum are 
used as educational languages. 

• Given the country‘s complex linguistic situation and history, and in a world where English has 
become the lingua franca (including for much development assistance), any choice of languages 
would clearly have created problems for administration and education.  However, the Lusophone 
world has extended considerable assistance for Portuguese training and educational material. 

 
1.2 Timor-Leste was ruled by Portugal for several hundred years until 1975, when Por-
tugal surrendered its colonies.  In that year the Indonesian army occupied the country, 
which was from then on ruled as part of an Indonesian province. After some 24 years of 
armed conflict against the occupation, and a vote for independence in a referendum in 1999, 
Timor-Leste was racked by unprecedented violence and destruction by the departing forces 
during the Indonesian withdrawal.  Under the mandate of the UN Security Council, peace 
and security were restored and the country was governed directly by the UN. In 2001-02 
free elections led to the establishment of a representative government and the country be-
came independent in May 2002.  

1.3 Since then much progress has been made in building the institutions of the state and 
restoring basic services to the people. However, poverty and unemployment increased dur-
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ing 2002-07, and progress has also been interrupted by periodic episodes of civil unrest, 
most markedly in 2006 when fighting broke out between the army and police following the 
dismissal of over a third of the army‘s soldiers. More violence erupted at that time with the 
involvement of disaffected youth gangs in and around the capital Dili. Once again, interna-
tional presence restored order. Following fresh presidential and parliamentary elections, a 
new coalition government took office in August 2007, which took urgent steps to address 
the grievances of the disaffected soldiers, the unemployed and poor and other sections of 
society. Though street violence and political instability have abated, the high level of unem-
ployment (especially among the youth) remains a serious threat for social and political sta-
bility. 

VERY DIFFICULT INITIAL CONDITIONS 

1.4  The violence following the 1999 referendum was devastating for the people and the 
economy of Timor-Leste.  More than a thousand people died, hundreds of thousands were 
displaced and the country‘s infrastructure destroyed, including buildings, roads, bridges, 
and telecommunications network. Valuable records and files, including land and property 
titles, civil registry, education and banking records were destroyed. There were no govern-
ment institutions left.  

1.5 The economy was devastated, and real GDP fell by 33 percent from already low le-
vels. The agriculture sector suffered a major blow with the destruction of livestock and ma-
chinery and the looting of food stock, seeds and agricultural inputs.  The displacement of 
people caused serious manpower shortages during cropping.  The modern sector was most 
affected by the destruction of vital physical infrastructure including roads and electricity 
supply, as well as the exodus of the non-Timorese population that had provided much of 
the public administration and technical expertise. Basic social services were hit hard. There 
was a total breakdown in the health care system following extensive destruction of hospitals 
and medical equipment and loss of medicines.  The education system also ground to a halt, 
with 75-80 percent of primary and secondary schools partially or completely destroyed and 
virtually all textbooks and school materials stolen or destroyed.  The collapse of the health 
care and education systems caused a serious erosion in health and educational services re-
spectively, from already low levels prevailing at the time.   

1.6 Moreover, the exodus of Indonesians from the country following the violence meant 
that the bulk of those employed by government agencies and providing many services left 
the country—at the time the country was reported to be left with only two power engineers, 
20 percent of its secondary school teachers, 23 medical doctors including one surgeon, and 
not a single qualified pharmacist.  

SIGNIFICANT PROGRESS SINCE 1999 

1.7 Table 2 shows that since the difficult beginning, the economy has gone through sev-
eral periods of vigorous economic growth, although with significant annual variations. Un-
der the impetus of the reconstruction activities initiated with the support of bilateral and 
multilateral donors following the restoration of peace and stability, economic activity picked 
up considerably in 2000-01 and real GDP rose by an estimated 18.9 percent. But the sharp 
draw-down of international presence following the withdrawal of UN peacekeeping opera-
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tions after independence in 2002 resulted in economic slowdown: real GDP then grew by 2.4 
percent in 2002 and 0.1 percent in 2003.  

1.8 Real GDP grew at an average of 5.2 percent per year in 2004 and 2005, driven mostly 
by a rebound of agriculture from drought in 2004 and some expansion of private activity in 
construction and services. Economic recovery was halted by the civil unrest that started in 
April 2006 and continued through the year and early 2007. Real non-oil GDP declined by 
about 6 percent in 2006. Thereafter, GDP growth averaged around 9 percent annually (2007 
to 2010).1 Several factors contributed to this swing, including the improved security envi-
ronment, the re-induction of donor spending, and the recovery of the agriculture sector 
from drought in 2007. The most important one, however, was a hefty  increase in total pub-
lic spending (including capital expenditures), which doubled between FY06-07 and calendar 
2008—additional expenditures amounted to three and a half times the increase in donor 
spending between 2006 and 2008. 

Table 2. Timor-Leste Average Growth Rates 

Series Name Timor-Leste 

 2001-03 2004-06 2007-10 2001-10 

Growth and inflation        

Real Non-Oil GDP growth (annual %)
1
 6.1 1.4 9.7 6.1 

Real GDP growth (annual %, including oil)
2 7.3 1.5 9.9 6.5 

Real GDP per capita growth (annual %, including oil) 3.5 -2.6 6.4 2.8 

Inflation (CPI, percentage change, period average)
1
 5.1 3.1 5.1 4.5 

Source: IMF 2005, 2008, 2009 and 2010 Article IV Consultation.  2009 and 2010 data are estimates from the IMF staff. World Bank estimates of population 
growth based on 2010 analysis using survey-to-survey imputation method. 

1/ International Monetary Fund, Article IV Consultation, March 2011 

2/ Fiscal Accounts for years 2004-2008 are from IMF Timor-Leste 2009 Article IV Consultation-Staff Report. 

 
1.9 The choice of the US dollar as currency, coupled with a restrictive fiscal policy, 
helped keep inflation low until 2006. However, prices increased rapidly from 2006 to mid-
2008, with inflation peaking at 8.9 percent a year, pushed in part by higher international 
commodity and food prices. As international commodity prices subsided, inflation also 
came down to 0.1 percent in 2009.  It rose again to an estimated 4.0 percent in 2010.2 

1.10 Timor-Leste has over this period made solid progress in several areas since its very 
difficult beginnings as an independent country. The security environment is much im-
proved. The political system and institutions are more mature and are better able to address 
serious social and political unrest without collapsing into anarchy. The architecture and in-
stitutions of government foreseen in the Constitution have been established and are func-
tioning, albeit at varying levels of effectiveness. The Government of Timor-Leste is manag-
ing a significantly bigger budget and providing basic social services, such as primary health 
and education to an increasing share of its citizens. Other institutions outside of the execu-

                                                 
1 IMF staff estimates for 2009 and 2010. 

2 IMF staff estimate for 2009. 
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The Transition Support Program (TSP) 

4.71 The support for the legislative agenda in the TSP series covered many areas. Begin-
ning with design of an annual legislative program, the TSP included legislation on the estab-
lishment of the Ombudsman (Provedor),  the Inspector General, the Petroleum Fund, legisla-
tion on local governments, a legislative and regulatory framework for civil service reform, a 
Budget and Financial Management Law, a Public Procurement Decree (revising the existing 
system), a Superior Council of the Judiciary Law, a Public Registrations Law, a Public Pros-
ecutors Organic Law, a Public Defenders Office Organic Law, a law on domestic violence 
and a law on veterans.92 These were in addition to other laws on education, private sector 
development and other areas that were part of the matrix. 

4.72 The outcome of all these efforts was mixed.  The Bank‘s support was central in creat-
ing the consensus and bringing about the Petroleum Fund Law, which was adopted as a 
prior action to the follow-up program CSP.  The Bank also provided some guidance on the 
Veterans Law, which was also approved after the TSP series closed.    

4.73 On two other cases (Ombudsman and Inspector General) the laws were approved, 
but the institutional development that was expected from them did not turn out as expected, 
despite the Bank‘s grants to support the implementation at an operational level.  These two 
institutions were alien to the legal system that was developing based on Portuguese Law, 
and did not seem to respond to widely acknowledged issues that needed redress.   These 
institutions come across as free wheels within the overall legal system of Timor-Leste. 

4.74 In the majority of cases, draft laws were presented and even approved, but their in-
stitutional development outcome is unknown or unclear. The overload that this ambitious 
agenda had on the government and the Parliament was quite significant.  More challenging 
was the impact on the team that was working in keeping the new legislation congruent with 
the rest of Timor-Leste Portuguese-based legal system, and in line with the uses and mores 
of the country. As noted before, there were just a few lawyers with legal training on the Por-
tuguese legal system.  Issues with the congruence and adaptation of the new legislation to 
the conditions and circumstances of Timor-Leste may have been a major force behind the 
delays in approval and the lack of implementation of the proposed legislation. Moreover, it 
seemed in practice often overlooked that most of these legislative pieces required of a set of 
implementing regulations to be able to come to life, a further challenge to the already over-
burdened government officials and the group of Portuguese Law trained lawyers.  

4.75 The revision of the procurement law is a special case that illustrates the issues of 
transplanting legislation without adapting it.  The reform, expected to be approved in 2005, 
was meant to reform the system that the Bank had helped put in place in 2000.93  The 2005 

                                                 
92 The staff acknowledges that the Bank only provided informal guidance to those in the government 
drafting the legislation on veterans. Under these circumstances, it is unclear why the veterans law 
was included in the TSP series 

93 Timor-Leste‘s initial regulation on procurement was the Regulation 2000/10 on Public Procurement 

for Civil Administration in East Timor, issued by the UNTAET, which remained in force after indepen-
dence. This regulation was based to a large extent on a draft prepared with technical assistance 
funded by the World Bank and reflects in a compact manner many basic principles and procedures 
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reform has been reformed once more in 2010.  Both the government and major stakeholders 
had pointed out the flaws that made the 2005 so difficult to implement.94 The 2005 version 
was perceived as too complex, generic, and ill adapted to the conditions and legal system of 
Timor-Leste, as was the initial one adopted by UNTAET. It became a challenge both for the 
Ministry of Finance and the line ministries. In particular, the law severely constrained the 
government‘s ability to spend, and led to patches that were perceived as non-transparent by 
some.      

Consolidation Support Program (CSP) 

4.76 The CSP aimed at consolidating efforts in the legislative framework, which had been 
initiated within the TSP series and were still either in the legislative process or in the im-
plementation process. These included the directive on the policy and legislative process, the 
Budget and Financial Management Law, the Public Procurement Decree Law, the Petroleum 
Fund Law, the disciplinary regulations for the civil service, and the Medium-Term Expendi-
ture Framework Budget.    

4.77 Eventually, some of these efforts did translate into legislative action, in spite of the 
difficulties with the CSP. The Petroleum Fund Law and the Public Procurement Decree Law 
were adopted in 2005, and the Budget and Financial Management draft, significantly wa-
tered down to reflect mostly institutional changes, became law in 2009. The directive on the 
legislative process and the civil service disciplinary regulations were left pending. 

Planning and Financial Management Capacity-Building Project (PFMCBP)95 

4.78 The PFMCBP was conceived as a complement to the TSP series and the CSP, and 
hence left the legislative agenda to them.  However, as the TSP and the CSP evolved and 
faded, the PFMCBP gained stage to help with two important pieces of legislation related to 
fiscal and public financial management—the new revision of the Procurement Law and the 
Budget and Financial Management Law. With advice from the EU and other donors, as well 
as support from the Bank, the government revised once more the Procurement Law in early 
2010. 

4.79 In 2009 the Government of Timor-Leste adopted the Budget and Financial Manage-
ment Law, which had started the rounds with the TSP series.  The Law, as adopted, in-
cluded adaptations to the institutional changes that had taken place since the UNTAET 
times, and a new provision for borrowing. This new law replaced the one that was in place 
since 2001, UNTAET Regulation 2001/13.  The old system was sound, but had many flaws 
that should have been addressed much earlier, especially before 2005.  A key one was that, 
in the view of the authorities, it was not appropriate to deal with a budget of the size and 
the complexity of the one that came with the flows from the Petroleum Fund.  A second one 
was that it had expenditure management systems that were rudimentary and biased to-

                                                                                                                                                       
set forth in the United Nations Commission on International Trade Law (UNCITRAL) Model Law on 
Procurement. 
94 The European Union raised several issues with IEG, and played a role in the most recent reform. 

95 The broader lessons regarding PFM capacity-building are discussed in Annex 4. 
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wards very strict controls that effectively slowed budget execution and, thus, spending. A 
third one was that it had no clear arrangements for external audits of the budget by Parlia-
ment.   

OUTCOMES FOR LEGISLATIVE FRAMEWORK  

4.80 Timor-Leste has made much progress in developing the legislative framework 
needed for its governance.  It now has laws that govern taxation and customs, as well as the 
exploitation and use of its petroleum wealth.  It also has a public financial management law 
that is better adapted to its reality, and that has allowed the increase in spending, something 
central for restoring social stability.  Procurement legislation has taken several rounds. Al-
though it seems to be making progress towards better adaptation, challenges still remain. 
Rudimentary systems of checks and balances are now in place. 

4.81 Timor-Leste, however, still has a long road ahead in the development of the legisla-
tive framework. A central challenge is to harmonize the different pieces of legislation that 
come from separate legal traditions, so that they are congruent and adapted to the uses and 
mores of the country. An additional one is to develop the implementing regulations that are 
needed to bring these laws to life.  Yet another one is to fill in the blanks that have been left 
behind in the haste that seems to have dominated the legislative process until now. How all 
the pieces of legislation come together to create a wholesome and comprehensive legal sys-
tem is a pressing question that needs to be addressed. 

4.82 The WBG has supported the development of the legislative framework in a wide set 
of areas (Table 16).  Perhaps the coverage has been too wide for Timor-Leste‘s capacity—too 
many draft laws for a new Parliament and for a few lawyers capable of adjusting the drafts 
to the Timor-Leste‘s nascent legal system. The capacity challenge is even greater if the ca-
pacity to implement the new laws is factored in—no significant effort seems to have been 
made to adapt the new legislation to the civil service capacity that was actually on the 
ground.   While the urgency is pressing, the need for a structured and strategic vision was 
all the more relevant in light of the limited resources and capacity. Just as with the efforts in 
capacity building, there was and still is an urgent need for a needs assessment, for a strateg-
ic vision, and for a workable plan of that strategy that can be monitored. In these regards, 
the WBG fell short by not bringing in a strategy, a thorough understanding of the challenges 
of setting up a new legal system under a civil law tradition, and an acknowledgement of the 
limitations faced by Timor-Leste. Taking these facts into consideration, the outcome of assis-
tance in this area is rated Unsatisfactory. 

Table 16 Timor-Leste - Legislation Adopted with World Bank Group Support 

2000 

Procurement Law - UTAET Reg. 2000/10 - Revised in 2005 

2002 

Organic Law for the Ministry of Health 

Statues of the Judicial Magistrates, 2002/8, 2004/11 

2003 

Aviation Law 2003/1 

Establishing the Communications Regulatory Authority and Approving the Statues 

Part I of the Land Law 
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Petroleum Development of Timor Sea (Tax Stability) 

Taxation of Bayu-Undan Contractors 

Telecommunications Regulation Law and Public Broadcast Corporation Regulation 

2004 

Civil Identification Law 2004/2 

Decree law on Community Authorities 2004/2 

Commercial Companies Law 

Customs Code 

Education Law- Organic Law for MoEC  2006/21 

Legal System of Notaries 2004/3, amended in 2009 

On General Bases of the Legal Regime for Fisheries and Aquaculture Management and Regulation 
2004/6 

National Defense Law 2004/7 

Organic Law for Office of the Inspector General (OIG) 2003/7 

Organic Law of Ombudsman 2004/7 

Health Act 2004/10 

Pharmaceutical Activities 2004/12 

2005 

Domestic Investment Law - 2005/4 Under Revision 

Foreign Investment Law - 2005/5 Under Revision 

Institute of Entrepreneurship Development Support (IADE) - Under Revision 

Leasing between private parties 

Petroleum Fund Law 

Procurement Law - 2005/10 Amended in 2010  

Regime for the Licensing, oversight and regulation of Insurance companies and insurance intermediaries 

Trade Invest Timor-Leste - Under Revision 

Law on Petroleum Activities 

Water Service 2005/14   

2006 

Organic Laws for Public Prosecutors and Public Defenders 2005/14 

Business Registry Code - 2006/1 Revised and Under Revision 

Organic Law of the Superior Council for Defense and Security 2006/16 

Education Law- Organic Law for MoEC  2006/21 

Tariff Regulation for Power Supply 2006/22 

Veteran's Legislation 2006/3 

2008 

Law on the Council of State 2008/7 

Tax law 2008/8 

Veteran's Legislation - additional. 2009/9 

Education Law 2008/14 

2009 

Legal System on Supply to the Autonomous Department for Drugs and Health Equipment 

Budget and Financial Management Law 2009/13 

2010 

Procurement Law 2010/2  

Law on Domestic Violence 2010/7 
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5. Pillar III. SUSTAINABLE AND DIVERSIFIED 
NON-PETROLEUM SECTOR FOR JOB 
CREATION AND ECONOMIC GROWTH 

The Setting 

5.1 Timor-Leste was primarily an agricultural economy, and remains as such if petro-
leum income is excluded. Prior to 1999, about three quarters of its people derived their pri-
mary means of livelihood from land. About a third of GDP derived from agriculture. Activi-
ties in the modern industrial sectors including manufacturing, utilities, banking and finance 
accounted for less than 8 percent of GDP. Economic activity, including private sector activi-
ty was governed by the legal and regulatory framework of Indonesia.  

5.2 The 1999 violence virtually destroyed the economy, including the private sector. 
Critical infrastructure (such as electric power, roads, telecommunication, the banking sys-
tem) were laid waste. The small modern sector, including manufacturing and services, was 
hardest hit by the exodus of the non-Timorese. The links to the legal and regulatory frame-
work (and institutions) of Indonesia that governed and regulated economic activity were 
severed and no new laws or local institutions existed to take their place. 

5.3 As laid out in the JAMR and the TSS, the immediate priority of the WBG (and the 
international donor community) in the aftermath of the 1999 destruction was to restore law 
and order, establish macro-economic stability, provide basic social services and help re-start 
business activity so as to create incomes and reduce unemployment.  

5.4 The expectation at that point was that the off-shore oil and gas fields shared with 
Australia would start to bring revenues in the middle of the decade, and that several steps 
were needed to help Timor-Leste move into a sustainable development path.  For one thing, 
the country needed assistance in negotiating with Australia and in putting into place a me-
chanism to deal with the impact of petroleum revenues.  For another, balanced and sustain-
able growth with high employment levels called for the development of a vibrant non-
petroleum sector in the economy. That non-petroleum sector would have to be rooted in the 
agricultural sector, and would have to rely heavily on small business development. Al-
though petroleum production may over time result in some down-stream industries and 
opportunities for growth in the service sector, such activities are unlikely to be a significant 
source of employment as these industries are largely capital-intensive. The main challenge 
was therefore to use the petroleum wealth prudently to stimulate sustainable non-oil 
growth and reduce poverty. 

5.5 The WBG‘s initial diagnostic about the need to develop a strong private sector based 
on agricultural development and small businesses remains valid to this date. IEG‘s consulta-
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tions with different stakeholders, including domestic and private investors, point at these 
two elements as central to any strategy to develop a non-petroleum sector.  Those same con-
sultations rank as the most urgent constraints to private development the absence of an 
adequate infrastructure that allows goods to flow from rural areas to the domestic and ex-
port markets, the lack of a reliable supply of energy, the low levels of agricultural productiv-
ity, and, lastly, the governance aspects, including the regulatory environment and the judi-
cial system. 

Private Sector Development96 

WBG’S STRATEGY AND OBJECTIVES FOR PRIVATE SECTOR DEVELOPMENT 

5.6 Starting in 2002 the WBG‘s program to generate a vibrant non-petroleum sector fo-
cused on creating an enabling environment for private sector development (PSD), including 
the legal and regulatory framework, and the development of key physical infrastructure 
such as electric power.97 The basic thrust of the WBG‘s strategy did not change after the 
production of oil and gas added significantly to the government‘s revenues.  

5.7 The CAS saw private sector development (along with agriculture) as central to sus-
tainable growth and job creation. In support of PSD, the CAS envisaged measures to create 
an enabling environment which included:  

 Development of the legal framework to make it business friendly, through the 
enactment of new laws (such as on investment, leasing, credit and collateral, and 
land and property rights) as well as the simplification of business regulations (such 
as registration and licensing) inherited from Indonesia; 

 Training for civil servants to improve their interactions with business;  

 Awareness and capacity-building programs for prospective entrepreneurs;  

 Creation of an Investment and Export Promotion Agency to promote foreign direct 
investment in sectors such as eco-tourism, niche markets for traditional products and 
agribusiness; 

 The development of a credit and collateral registry; 

                                                 
96 This section focuses on non-agricultural private sector development; the agriculture sector is dis-
cussed separately. However, in the initial strategy documents the Bank understood the importance of 
the agriculture sector as a key element in the development of a local private sector, and placed a high 
emphasis on fostering it as a means to private sector development (JAMR and TSS). The initial strate-
gy included a Rural Recovery Program based on a dozen different projects designed to move the 
agricultural sector from barter to trade (JAMR). 

97 Good governance, and in particular policies and programs to prevent corruption and strengthen 
the judiciary, were also an important part of the Bank‘s strategy and these programs were expected to 
improve the business environment as well.  
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 Training and support programs for microfinance institutions;  and 

 Supporting the expansion of the three existing commercial banks to rural areas.  

5.8 The CAS supported planned initiatives to create a structured dialogue between the 
private sector and the government so that key problems areas could be identified and ad-
dressed effectively. On financial sector matters, the WBG followed the lead of the IMF. 

5.9 The CAS envisaged the IFC establishing and implementing a five year technical as-
sistance program through the Pacific Enterprise Development Facility (PEDF). This pro-
gram‘s objective was to build upon the work undertaken by the Bank through TFET to im-
prove the business environment for small and medium enterprises, focusing on access to 
finance, tourism, agribusiness, and entrepreneurship development. All programs were to be 
designed to:  

 Facilitate investment in the priority sectors;  

 Complement and work in partnership with other donors;  

 Tackle obstacles in the business environment;   

 Integrate considerations of sustainability, including environment, gender, and go-
vernance; and  

 Identify clear metrics for effective monitoring and evaluation. 

5.10  The Foreign Investment Advisory Service (FIAS) was expected to complement work 
undertaken in these areas. 

5.11 In the immediate aftermath of the 2006 unrest, the ISN (prepared jointly with IFC) 
was largely focused on short-term measures to restore social stability, while at the same 
time laying the foundations for higher rates of growth in the non-oil sector. The ISN envi-
saged continued IFC support to the government and the private sector to improve the in-
vestment climate and help enable business development through business registration and 
licensing reform, improved access to financial services, and targeted legislative support and 
assistance to the tourism sector. IFC was expected to continue to serve as the Secretariat to 
the Better Business Initiative (BBI), which sought to provide a platform for effective and re-
sult oriented dialogue between the business community and the government on specific in-
vestment climate reform priorities. Other possible initiatives that the WBG could support for 
private sector development included:  

 Creation of a credit bureau;  

 Support to public private infrastructure partnerships;  

 Piloting of SME loan products and risk sharing facilities to connect local entrepre-
neurs to markets and increase the private sector‘s access to finance.  
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regulatory reforms undertaken under the budget support operations. Periodic Doing Busi-
ness Surveys were also undertaken starting in 2006. These have been extensively quoted in 
assessing progress in the business environment, and used to identify key changes in the 
regulatory regime. The Bank also prepared a private and financial sector assessment report.  

5.28 Two TA activities to help establish a credit registry were also completed by the Bank 
but these were not followed through to their logical conclusion. There were differences with 
IFC on the nature of the credit registry (public as desired by the government or private as 
desired by IFC), and its location (within country as desired by the Government or within the 
Pacific Islands Region as desired by IFC). Eventually the Government of Timor-Leste disen-
gaged from the WBG on this topic and is developing a simple credit registry at the Banking 
and Payments Authority (BPA), with cooperation from the existing three commercial banks.  

IFC IN TIMOR-LESTE 

5.29 IFC launched its operations in Timor-Leste in August 2006, a few months after the 
eruption of violence. Compared to the ambitious agenda laid out in the CAS and the subse-
quent ISN, IFC‘s actual program was very limited in scope and it has been unable to imple-
ment most of the ideas expressed in the CAS and later in the ISN. Thus IFC has not ap-
proved any investments, nor provided any support for public private infrastructure 
partnerships, or piloted any SME loan products or risk sharing facilities. The main focus of 
IFC activities was on technical assistance and advisory services, which are discussed below. 

Advisory Services 

 Table 18. IFC Advisory Services in Timor-Leste, FY06-10 

Approval FY Project Name Status as of July 2010 Total Funding, US$ 

2006 
Access to Finance Workshop 

in Timor-Leste 
Closed 15,079 

2008 
Timor-Leste e-booking 

implementation 
Active 50,000 

2008 
Timor-Leste Public-Private 

Dialogue 
Active 858,000 

2009 
Timor-Leste Business 

Registration and Licensing 
Reform Project 

Active 750,000 

Source: IFC database 

 
5.30 The Workshop on Access to Finance was a one-day workshop to identify barriers to 
finance in Timor-Leste. However, there was no follow-up action. The 2008 E-booking project 
supported the setting up (apparently successfully) of a dedicated web-site and on-line book-
ing engine for facilitating domestic lodging and hotel bookings from international travelers. 
The Public and Private Dialogue project created the Better Business Initiative, a forum for 
enabling effective and result-oriented dialogue between the government and the private sec-
tor. Finally, the Business Registration and Licensing Reform project was initiated at the re-
quest of the government, which has identified business registration reform as a priority. An 


