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SECTOR ASSESSMENT (SUMMARY): FINANCE1 
 
Sector Road Map 
 
 1. Sector Performance, Problems, and Opportunities 
 

a. Commercial banking 

1. Three foreign-owned commercial banks operate in Timor-Leste, providing a total of 
10 branches and 16 automatic teller machines. These banks are ANZ (one branch and eight 
automatic teller machines as of June 2011); Caixa Geral de Depósitos (eight branches and five 
automatic teller machines), and Bank Mandiri (one branch and three automatic teller machines). 
Each targets services toward their respective national customers. ANZ, the only merchant 
acquirer, had about 40 point-of-sales service points as of June 2011, all in Dili. The branches 
are not subject to capital adequacy requirements by the Banking and Payments Authority, which 
is scheduled to become Timor-Leste’s central bank by the end of 2011. 

2. Despite bank deposit growth (29.9% in 2009 and 5.2% in 2010), private sector credit 
was stagnant from 2005 until the emergence of an upward trend in early 2011. This has given 
rise to a high level of excess liquidity in the financial system—the ratio of loans to deposits was 
36.5% as of the end of 2010—with surplus funds held mainly abroad. The ratio of 
nonperforming loans to total loans was 41.7% as of the end of 2010, with the nonperforming 
loan-to-deposit ratio 15.2%. The nonperforming loan-to-asset ratio has been at around 20% 
since 2008. The International Monetary Fund has assessed provisioning for bad loans as 
sufficient. The weighted average interest rate margin is high at 10.5% as of March 2011, but 
below the 14.0% margin of December 2007. 

3. Timor-Leste’s first locally owned commercial bank, the Banco Nacional Comércio de 
Timor-Leste, was established in July 2011. This government-owned bank was formed from the 
conversion of the Instituição de Micro Finanças de Timor-Leste (IMTL), which was established 
in 2002. The new commercial bank has branches in 10 of the 13 districts. It was built on loans 
secured by public sector salaries. Many loans were used for housing and other household 
needs. Loans were also used within extended families to start small-scale business enterprises, 
such as small trading and taxi operations. Low-risk salary-backed loans account for around 70% 
of the loan portfolio. Alternative products—i.e., microfinance group loans, market vendor loans, 
agriculture loans, and microenterprise loans—account for around 30% of the loan portfolio. The 
salary-backing of most loans and careful lending practices are credited with a low overall 
provision for nonperforming loans of less than 2% of the total value of loans. 

4. IMTL was issued a restricted Class C banking license in 2002 and operated under 
Banking and Payments Authority supervision. IMTL's banking license was quite restrictive in 
terms of loan size, total deposits, and other factors. A $1 million ceiling on deposits under the 
Banking and Payments Authority Act delayed expansion plans (IMTL was the only microfinance 
institution regulated by the Banking and Payments Authority). The ceiling was lifted to $3 million 
after the government took sole ownership of, and recapitalized, IMTL in December 2008. This 
triggered a rapid expansion. In December 2004, IMTL had $1.0 million in outstanding loans. 
This had increased only slightly to $1.2 million by December 2006. Outstanding loans then 
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increased quickly to $4.8 million in July 2009, and to $8.0 million as of May 2011. As of May 
2011, IMTL had 39,000 depositors with $4.6 million in savings, and 10,600 borrowers, including 
4,000 women. As of March 2010, a cumulative 40,417 loans had been disbursed by IMTL, of 
which 54.6% (by number) and 34% (by value) were to women. 

5. IMTL was limited to loans to a maximum amount of $5,000. The business plan of the 
Banco Nacional Comércio de Timor-Leste provides for a strengthening of the agency’s capacity 
and systems so it can increase the maximum loan amount to $100,000 while continuing 
microfinance. A decree law to support the conversion was passed in early 2011, and IMTL 
submitted its application to the Banking and Payments Authority for an unrestricted banking 
license soon after. The new bank will continue to expand its rural outreach network to cover all 
districts in Timor-Leste and is beginning to channel government payments into rural areas. 

6. The low growth in commercial bank lending is mainly a result of (i) the overhang of a 
rapid buildup in nonperforming loans, attributable to the economic problems of 2006 and a 
period of weak lending practices; and (ii) difficulties in obtaining security for loans. Foreign 
banks cannot own land and need to rely on land leases or other assets as security. Uncertainty 
over the legitimacy of land titles and the nascent state of the system of land leases make it 
difficult for land to be used as collateral. Use of other assets as collateral is hindered by the 
shallow local insurance industry. The civil court system is slow as it is heavily overworked, 
adding to uncertainty in the ability to access security in the event of loan default. These 
difficulties contributed to the quick emergence of a nonperforming loan problem when economic 
conditions weakened in 2006. Other contributors to low lending ratios are a shortage of 
bankable entrepreneurs, the lack of business support service providers, and the lack of capacity 
for project appraisal and risk assessment for longer-term lending in the financial sector. 

b. Microfinance 

7. Microfinance has a narrow coverage but is showing it can find ways of working within 
the heavily constrained environment. In addition to the microfinance offered by the Banco 
Nacional Comércio de Timor-Leste, the main suppliers of microfinance are Moris Rasik and 
Tuba Rei Martin. These two agencies operate solely in rural areas and all microfinance is limited 
to women, along the lines of the well-known Grameen Bank approach. As of December 2010, 
the two agencies had 19 branches and 5 subbranches between them. As of March 2011, Moris 
Rasik had 11,000 borrowers, $4.8 million in loans, and $2.0 million in deposits, while Tuba Rei 
Martin had 6,000 borrowers, $1.3 million in loans, and $0.4 million in deposits. There are 31 
credit unions, which have a long-standing presence in Timor-Leste. Pawnshops and 
moneylenders are also active, as well as facilities for small loan.  

8. Microfinance interest rates are high. IMTL, for example, had been lending at 16%–18% 
per annum and rates at Tuba Rei Martin are up to 70% per annum. The high interest rates 
primarily reflect the high cost of providing a large number of small transactions. In an effort to 
lower interest costs, the Inclusive Finance for the Under-Served Economy program has been 
proposed as a source of low-cost wholesale funds (and technical support). 

9. A 2008 assessment concluded there is considerable unmet demand for microfinance. 
The shortfall was estimated to be as much as 80,000 microcredit loans worth more than 
$50 million.2 Lack of credit is a particularly important constraint to agriculture. Agribusiness is 
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hindered because loans are generally unavailable for the purchase of farm inputs or 
improvements, or for trade in farm products. Micro-savings services are also undersupplied.  

c. Other Financial Sector Initiatives 

10. There are long-standing proposals for a government-owned national development bank. 
Key issues that the bank would face are (i) the potential to displace rather than supplement 
existing financial operations, (ii) the potential fiscal downside of carrying too much risk in an 
effort to kick-start development, and (iii) whether it is desirable for governments to own financial 
institutions. The government has sought to mitigate the financial risks often associated with 
development banks by bringing in a private owner of the proposed development bank (for 
example, to own 49% of the bank). In 2010, $3 million was allocated for a building to house the 
bank and technical assistance for start-up activities. The bank is scheduled to commence 
operations before the end of 2012. 

11. The government has explored other options for participation in the financial services 
sector to facilitate the access to investment capital by small and medium-sized enterprises. A 
number of models have been considered, including government credit lines administered by 
commercial banks and the expansion of IMTL into a specialized small and medium-sized lender. 
The Ministry of Economy and Development also explored the option of a development fund. The 
fund was to assist the start-up and enhancement of nationally significant business projects by 
addressing market failure in the provision of credit. The fund was to serve as an incubator fund 
by helping entrepreneurs develop managerial skills, become familiar with the  financial 
accounting discipline, and build a credit history. It was to operate as a risk-sharing facility, with 
loans undertaken on a shared basis with private lenders. The proposal has not proceeded, with 
attention focused on the establishment of a development bank. 

12. Other programs are in place to help potential borrowers develop and then implement 
good loan projects, notably the Institute for Entrepreneurial Development in the Ministry of 
Economy and Development and the Business Operations Support Services supported by the 
International Labour Organization. 

13. The Banking and Payments Authority has recently established a credit information 
reporting system. Although this is not a full-fledged credit registry, it will improve the ability of 
banks to exchange detailed information about borrowers and supervise their portfolios better. 
The system is operated by the Banking and Payments Authority and has buy-in from the banks 
and the largest nonbank financial institution.  

14. There is only one small locally based insurance provider. There are elements of a legal 
framework for providing insurance, but the concept of liability is not understood and the market 
for insurance is undeveloped. A shortage of insurance services is a further impediment to 
business and the availability of credit.  

15. The government pays 40% of its workers in cash and makes cash payments annually to 
more than 70,000 beneficiaries of the social safety net. This system relies on a number of 
non-linked, physical distribution networks. There is a significant opportunity to rationalize these 
systems using technology for mobile payment distribution. 

16. The International Finance Corporation has been active in the finance sector. Most 
recently in 2009, it reviewed options for improving access to finance for small and medium-sized 
enterprises, recommending a tripartite public–private partnership structured as a credit 
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risk-share facility. It has also encouraged a development bank based on a joint venture between 
the government and a private commercial bank. The Australian Agency for International 
Development, the New Zealand Aid Programme, and the United Nations Development 
Programme are actively supporting the microfinance sector. Their support is largely channelled 
through the Inclusive Finance for the Under-Served Economy programme.3 

d. International Monetary Fund Assessment 

17. The International Monetary Fund has urged the swift passage of legislation and 
regulation required to stimulate financial sector development. The assessment identified unclear 
property rights, in particular regarding land ownership, and weak contract enforcement as key 
impediments to the efficient collateralization of loans. It encouraged continued efforts of data 
collection and analysis, on-site and off-site supervision, and close coordination with foreign 
banks’ home supervisors. It also noted that the law to safeguard the autonomy of the Banking 
and Payments Authority and the anti-money laundering law have been submitted to Parliament, 
and that the authorities have continued to strengthen financial supervision. 

 2. Government’s Sector Strategy 
 
18. The Strategic Development Plan, 2011–2030 was released in April 2010.4 It commits to 
facilitate the development of the domestic financial markets, including the provision of loans and 
banking services to people in every district by the Banco Nacional Comércio de Timor-Leste by 
2020, and the operation of a National Development Bank by 2015. 

 3. ADB Sector Experience and Assistance Program 
 
19. ADB assisted in the establishment of the IMTL through a $4.0 million grant from the 
multi-donor Trust Fund for East Timor.5 The objective was to reduce poverty by providing 
financial and other services to the poor. Support for IMTL remains ADB’s main activity in the 
finance sector. Recently, ADB assisted IMTL in developing a new strategy and business plan 
and a training plan for its staff. ADB also provided legal advice on IMTL's reincorporation, on 
secured transaction reform, and on the development fund concept. It is currently providing legal 
advice on branchless banking.  

20. ADB will continue during 2011–2015 to improve the provision of financial services, with 
an emphasis on microfinance (loans and accounts up to $5,000) and banking for small and 
medium-sized enterprises (accounts of $5,000–$100,000). ADB assistance to the Banco 
Nacional Comércio de Timor-Leste is winding down but will continue so as to complete the 
successful transition from IMTL. Assistance will increasingly adopt a sector-wide approach. The 
focus will be on catalyzing new technologies and market innovations that extend the coverage 
of finance, particularly in rural areas and to women. Assistance will draw on ADB’s experience 
in other small economies and economies at a similar stage of market development (e.g., 
experience with branchless banking and secured transactions). ADB will consider supporting 
deposit insurance initiatives and the protection of consumer rights in the finance sector. 
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Problem Tree for Finance 
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MFI = microfinance institution; MSE = micro and small enterprise  
Source: Asian Development Bank. 
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Sector Results Framework (Finance, 2011–2015) 
 

Country Sector Outcomes Country Sector Outputs ADB Sector Operations 

Sector 
Outcomes 
with ADB 
Contribution 

Indicators with 
Targets and 
Baselines 

Sector Outputs 
with ADB 

Contribution 
Indicators with 

Incremental Targets  
Planned and Ongoing ADB 

Interventions 
Main Outputs Expected 
from ADB Interventions  

Increased use 
of more 
efficient and 
sustainable 
finance 
services by 
households 
and micro, 
small and 
medium-sized 
enterprises.

a
 

The number and 
value of outstanding 
loans by micro and 
small financial 
institutions increases 
by at least 50% by 
2015, (estimated 
2010 level of 25,600 
borrowers and 
$12 million in 
loans).

a,b 

At least a 50% 
increase in the 
number of women 
with active savings 
accounts in micro and 
small financial 
institutions by 2015 
(2010 estimate of 
20,100).

a,b
 

Micro and small 
financial 
institutions are 
sound, efficient 
and provide 
improved access. 
 

Micro and small 
financial institutions are 
profitable in 2015.

b
 

 
Nonperforming loans no 
more than 5% of total 
loans of micro and 
small financial 
institutions in 2015. 
 
Interest rates of micro 
and small financial 
institutions in 2015 
below the 2010 level.

b 

 
Majority of loans (by 
number) of micro and 
small financial 
institutions in 2015 are 
to women.

b
 

Planned key activity areas 

Microfinance (90% of funds) 

Collateral reforms (10% of funds) 

Pipeline projects with estimated 
amounts 

Nil 

Ongoing projects with approved 
amounts 

TA 7430-REG: Private Sector 
Development Initiative Phase II ($12 
million) 

Planned key activity areas 

Micro and small financial 
institutions sustainably 
provide financial services to 
a substantially increased 
number of clients 

Pipeline projects  

nil 

Ongoing projects  

IMTL restructuring and 
licensing completed 

Adoption by micro and 
small financial institutions of 
innovative modes of 
operation 

ADB = Asian Development Bank, IMTL = Instituição de Micro Finanças de Timor-Leste, REG = regional, TA = technical assistance. 
a
  Small financial institutions are defined as those limited to loans of less than $100,000. Microfinance institutions are defined as those limited to loans of less than 

$5,000. 
b
  Excluding institutions too small for reliable and cost-effective monitoring. 

Sources: Government of Timor-Leste. 2011. Timor-Leste Strategic Development Plan, 2011–2030. Dili (July); Asian Development Bank. 

 


