
Mid-Level Skills Training Project (RRP TIM 45139) 

ECONOMIC ANALYSIS 
 

A. Overview 

1. The economic benefits of the Mid-Level Skills Training Project derive largely from the 
(i) improved employment prospects of workers whose skills are upgraded through training 
supported by the project; and (ii) spillover effects of having more Timorese workers in higher-
skilled occupations commanding higher remuneration, which spurs growth in the local 
economy. In assessing the project’s economic return, only the expected higher earnings of 
graduates from programs supported by the project are quantified as incremental benefits. 
These are expected to accrue to about 1,200 graduates from the courses offered at the three 
project-supported training centers. The graduates are expected to face a reduced likelihood of 
unemployment and command higher wages as a result of the skills they acquired from          
mid-level training.1 A very modest 10% multiplier effect is assumed in the analysis: that is, the 
economic spillover effect from the higher spending of technical vocational education and 
training (TVET) trainees is assumed to equal 10% of the value of the higher wages received 
by the trainees.2 The monetized value of these two benefits compared with the projected 
economic costs of the project yields an economic internal rate of return (EIRR) of 26.6%. 
Sensitivity tests show project economic viability can withstand changes in the assumptions 
used in the cost–benefit analysis. The cost–benefit calculations and the incremental benefits 
monetized in the calculations follow established practice in project economic analysis for 
vocational training projects. 
 
2. The project’s high rate of return reflects the acute shortage of skilled workers in key 
industries in the Timor-Leste labor market, which is driven by the country’s rapid growth and 
rising demand for skilled workers in general, and for skilled workers in the construction and 
transport (automobile maintenance) sectors in particular. This economic analysis reviews 
recent growth and employment trends in Timor-Leste to establish the basis for its positive 
assessment of future labor demand in occupations that are the focus of the proposed project.  
 
3. There are other economic benefits of the project such as: (i) the upgrading of workers 
who, despite not participating in the TVET program, nonetheless benefit from the development 
of curricula and uniform certification standards that will be a central part of the project’s efforts; 
(ii) skills upgrading of non-participants working with TVET graduates; (iii) higher skills and 
earnings of trainees served by training centers funded under the expansion support program; 
(iv) value associated with construction work planned at training centers; and (v) the economic 
value of skills acquired by trainees who drop out of training before graduating (i.e., dropouts 
are assumed to leave programs with the same employment prospects they had when they 
started training). These additional project benefits are recognized but are difficult to quantify, 
either because the details will be worked out only during project implementation (as in the 
case of the trainees and the centers to be served by the project’s expansion program) or 
because of the diffused nature of the benefits. Therefore, they are not included in the cost–
benefit analysis. If the added benefits of the project were taken into account in the analysis, 
the EIRR would be higher.  

 

                                                 
1
  The EIRR is calculated based on each instance when a trainee goes from one skill level to a higher level, rather 

than on the number of trainees. Due to trainee attrition and trainees that take part in training to upgrade multiple 
skill levels, the number of individuals likely to enroll in training programs supported by the project is difficult to 
predict precisely.  

2
  Existing studies of multiplier effects from increased wage income of skilled craft workers generally show much 

higher effects. 
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4. The economic costs of the project are the same as the project budget detailed in the 
project financing plan, except that the opportunity cost of the time trainees spend in training 
(when they could otherwise be working and earning wages) is added to the total project 
economic costs.  

 
B. Labor Market Conditions—Demand for Skilled Workers in Construction and 

Automotive Trades 

5. The Timor-Leste economy has grown rapidly while undergoing a profound structural 
transformation since independence, particularly over the past 5 years. The Country Economic 
Indicators Table summarizes recent macroeconomic data and shows that non-oil gross 
domestic product (GDP) has grown by more than 10% per year since 2007.3 GDP associated 
with the industrial sector of the economy has grown at the fastest rate, averaging about 26% 
growth per year from 2007 to 2010, while the value of agricultural output has grown more 
moderately at about 5% per year. This extraordinary growth has been fueled by rising 
government expenditures and even stronger growth in total investment.  
 
6. The growth of the economy, particularly the growth in the industrial sector, is bringing 
about a major transformation in the labor market. Supplementary Appendix Table 1 
summarizes the structure of employment in Timor-Leste as captured in the 2004 and 2010 
population censuses.4 Consistent with the growth in the industrial sector of the economy, 
employment growth has been greatest in construction, mining, oil, and public utilities, with jobs 
in these areas increasing by roughly 45% per year. The census results suggest nearly 900 
new jobs in construction were added each year between 2004 and 2010. This underlines the 
growth in demand for skilled construction workers in the country and provides confidence that 
TVET graduates in construction fields should face positive employment prospects upon 
graduation. Motor vehicle repair is grouped with wholesale and retail trade in the census, with 
the overall sector showing very strong growth in employment (increasing by more than 30% 
per year over the period of 2004–2010). Data on the number of vehicle registrations 
(Supplementary Appendix Table 2) also suggest demand for skilled workers in motor vehicle 
repair will remain strong in coming years. 
 
7. Although reliable statistics on the number of foreign workers employed in Timor-Leste 
are hard to obtain, fieldwork carried out during project preparation included an informal survey 
of construction and auto repair shops in and around Dili. The results suggested that many 
skilled craft jobs in the construction and auto repair industries are currently filled by non-
resident foreign workers. All employers surveyed indicated that they would prefer to hire 
Timorese workers, if qualified workers in these fields were available, because doing so would 
enable them to avoid high costs and long delays associated with obtaining work visas for 
foreign employees. Along with broader macroeconomic and labor market trends, this further 
suggests that the labor market in Timor-Leste will continue to have strong demand for skilled 
workers in the construction and auto maintenance fields, and over time Timorese workers 
should be able to fill an increasing share of skilled craft jobs with adequate training. 
  
C. Economic Costs and Benefits 

8. The economic benefits of the project are estimated as the incremental value of higher-
earnings that workers can expect to receive in the labor market as a result of improved skills 

                                                 
3
  Available from the list of linked documents in Appendix 2. 

4
  Supplementary Appendix Tables are available upon request. 
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obtained through mid-level training supported by the project. Improved training reduces the 
likelihood of unemployment among graduates, and they can earn higher wages as a result of 
the skills they obtain through training. Project benefits also include a conservative estimate of 
the value of increased activity in the local economy expected to result from higher worker 
earnings and the greater portion of earnings expended in the local economy (i.e., multiplier 
effects). The monetized value of project benefits less the economic costs of the project yields 
an EIRR of 26.6%. Supplementary Appendix Table 3 provides a detailed summary of the 
figures used in calculating this EIRR. 
 
9. The economic cost of the project differs from the projected cost detailed in the budget 
by the value of the foregone wage earnings of trainees during their enrollment in training 
centers. Financial costs of the project are divided into investment costs and recurrent costs. 
Investment costs are expenditures for items associated with the upgrading of training facilities, 
generation of curricula and certification standards, expansion support for additional training 
providers and trainees during project implementation, and similar project expenditures that will 
be incurred during the initial years of the project. Recurrent costs cover trainer salaries, costs 
of public utilities and supplies, and other similar items that must be purchased each year in 
order to conduct training. Other non-financial costs involved in undertaking the proposed 
project—such as the opportunity cost of other resources (capital, land, materials) used to 
conduct project activities—are difficult to quantify and likely of minimal practical importance, so 
are not added to the economic cost of the project.  
  
10. In addition to these investment and recurrent cost items, the project also involves the 
value of the lost time of trainees who could be working if they were not engaged in training. 
The EIRR values the foregone wages by multiplying (i) the average wage the worker would 
expect to receive at her or his level of skill without training, (ii) the duration of training, and (iii) 
the probability of employment at the worker’s skill level. For entry-level workers lacking 
qualification level 1 skills, the overall unemployment rate in the economy (11.5% in 2010) is 
used in the calculation, along with the legally mandated minimum wage. Workers at level 1 or 
higher skill levels are assumed to not be at risk of unemployment, so their opportunity cost is 
calculated by multiplying the time spent in training by the wage rate that prevails for the 
worker’s craft specialty. Wage data from the 2010 Labor Force Survey,5 complemented by 
wage data collected from construction firms and auto repair shops during project preparation, 
provide the basis for the wages assumed in the cost–benefit analysis.  
 
11. The value of added earnings of TVET graduates is monetized as the difference 
between what the trainee would have earned at her or his existing skill level and the higher 
earnings she or he would command with level 1, 2, or 3–4 certification. For entry-level 
workers, the incremental benefit of TVET training is calculated as the monthly wage earned by 
workers at level 1 in each of the training fields multiplied by 12 (months per year) and the 
expected number of years during which the TVET training is expected to enable the worker to 
command a wage premium, less the earning that same worker would expect to earn as an 
unskilled worker in the labor market. It is assumed that unskilled workers will earn the 
minimum wage with a risk of unemployment defined by the 2010 unemployment rate. For level 
2 training graduates, the incremental benefit for training to upgrade skills from level 1 is 
calculated as the expected earnings over 10 years from full-time employment in a skilled craft 
occupation at level 2, less the expected earnings she or he would have earned working for 10 
years in the same field with only level 1 skill certification. Trainee attrition is considered in the 

                                                 
5
 Secretariat of State for Vocational Training and Employment and National Statistics Directorate. 2010. Timor-
Leste Labor Force Survey 2010. Dili. 
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analysis, and the value of foregone earnings of dropouts is subtracted from the added 
earnings of graduates during the period of training. Historical attrition rates from training 
programs provide the basis for estimates on the number of trainees likely to drop out from 
programs. Calculations also assumed future inflation at an annual rate of 5%.  

 
12. The economic benefit of increasing the number and earnings of Timorese workers in 
higher-paying skilled craft occupations extends to increases in the level of economic activity 
expected to result from having more highly trained and wealthier workers in the economy. 
Such workers tend to spend more due to their higher incomes, which in turn spurs higher 
profits and increased employment in local retail establishments. More highly trained and 
remunerated Timorese workers can also be expected to save and invest at higher rates—
including applying their enhanced skills to start their own businesses. These effects represent 
an additional positive economic spillover from the TVET training. More detailed data and 
models (for example, a social accounting matrix model of the Timor-Leste economy) are 
needed to estimate the likely value of such spillovers with rigor; unfortunately, such models are 
not currently available for the country. In lieu of calculation of income multipliers associated 
with higher earnings among skilled craft workers derived from an applied macroeconomic 
model for Timor-Leste, the economic analysis adopts a simple and conservative assumption 
that such spillovers will generate 10% of the value of the additional earnings of workers trained 
in TVET. Multipliers of 20% generally represent the lower bound of the magnitude of spillover 
effects from government efforts at economic stimulus, while more targeted increases in 
income among wage earners typically have much larger effects.6 
 
13. Skilled Timorese workers would sometimes replace foreign guest workers in these 
skilled craft jobs, which further justifies that incremental benefits to the local economy can be 
generated from the proposed project. Local workers spend more in the local economy (rather 
than remitting it to home countries), spurring added growth in the local economy.7  
 
D. Sensitivity Analysis 

14. The EIRR was subjected to sensitivity tests that show the project remains economically 
viable even if assumptions applied in calculating the EIRR turn out less favorably than 
projected. Scenarios assessed include relaxing the assumption that the skills obtained from 
TVET raise worker salaries for 10 years, which is assessed by recalculating the EIRR when 
the period is only 5 years; a 1-year delay in project implementation; and a 10% reduction in the 
wage premium commanded by higher-level trained workers in the labor market (relative to the 
wage differences across skill levels observed in the wage survey). Switching values on 
changes in key factors in determining the project’s EIRR further illustrate the robustness of 
project net benefits. These show that the project could maintain economic viability in spite of a 
decline in the number of years graduates benefit from training (to 4.25 years), nearly a 3 year 
delay in implementation, a 50% reduction in the wage premium more highly trained workers 

                                                 
6
 For example, Ducanes et al. 2006. Macroeconomic Effects of Fiscal Policies: Empirical Evidence from  

Bangladesh, China, Indonesia and the Philippines. Economic and Research Department Working Paper Series. 
No. 75. Manila: Asian Development Bank. found multipliers associated with increased fiscal expenditure in 
Indonesia in the range of 0.22–0.76 in the short run, with much larger effects found for increased capital 
spending. The application of social accounting matrix analysis tends to show even stronger income multiplier 
effects associated with increased earnings to skilled workers.  

7  For estimates of remittance levels of guest workers from the main countries which send their workers to Timor-

Leste, see Abella et al. 2009. The Effect of the Global Economic Crisis on Asian Migrant Workers and 
Governments’ Responses. Paper prepared for the International Labour Organization (ILO)/Scalabrini Migration 
Center (SMC) Workshop on Building a  Comparable, Up-to-date, and Sustainable Database on Labour Migration. 
Manila. 21–22 January 2009.  
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command in the labor market, or a 94% increase in project costs. Results of the sensitivity 
analysis are summarized in the table. 

 
Sensitivity Analysis 

 

Scenario EIRR 

(%) 

NPV (12%) 

($'000) 

Switching 
Value 

1. Baseline 26.6 7,131 -- 

2. TVET graduate employment prospects  
improved for only 5 years 

15.5 933 4.25 years 

3. Project implementation delayed by 1 year 21.6 5,317 2.92 years 

4. Wage difference between TVET 
graduates & others reduced by 10% 

24.0 5,655 48.4% 

5. Cost of project increases by 10% 24.2 6,368 94.0% 

EIRR = economic internal rate of return, NPV = net present value, TVET = technical and 
vocational education and training. 
Source: Asian Development Bank. 

 


