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PRIVATE SECTOR ASSESSMENT (SUMMARY) 
 

A. Constraints Facing the Private Sector 

1. Timor-Leste’s private sector is in the early stages of development. Agriculture still 
provides most employment, with wholesale and retail trade providing the second largest source 
of private sector employment.1 The public expenditure-driven construction and transport 
industries have provided key sources of employment growth since 2006. Micro and small 
enterprises dominate. The 2010 labor force survey reported that 80% of enterprises employed 4 
persons or less, 9% employed 5–9 persons, and 8% employed 10–19 persons. Most 
employment is unpaid, reflecting the importance of subsistence and informal sector agricultural 
activities; a 2009–2010 survey reported that cash-only work accounted for only 19% of female 
employment and 33% of male employment. 

2. A 2008 binding constraints analysis assessed the constraint to private investment and 
economic growth presented by poor financial intermediation; a lack of property rights; poor 
water supply, roads, and power; and a lack of human resources.2 The binding constraints were 
identified as the poor state of the road network, the poor quality and skills of school graduates, 
and a lack of property rights. The analysis recommended that these three constraints be 
addressed simultaneously. If resources were, however, insufficient to address all three, the 
analysis recommended a focus on addressing the poor state of the road network. This 
recognized the important role that roads play in: integrating domestic markets, by bringing 
products and buyers to markets; providing access to basic services (e.g., clinics, schools); and 
lowering costs and promoting efficiency. The construction of new roads, the improvement of 
existing roads, and the establishment of sustainable maintenance systems were seen as ways 
of promoting private investment and growth, and of offering immediate development impacts in 
most sectors.3 

3. The financial sector is shallow, and the repayment culture and legal enforcement of loan 
agreements are weak. Most financial sector activity is undertaken by three overseas commercial 
banks, which have undertaken very little lending since 2006 despite strong economic growth. 
There is also one government-owned commercial bank, a range of smaller microfinance 
institutions, and a recently established insurance company. The barrier the financial sector 
poses to private sector development is particularly severe in rural areas.4 

4. The challenges for the private sector are exacerbated by a shortage of the human 
resources required by private entities and the public agencies responsible for promoting an 
enabling environment for business. These limitations most clearly manifest in infrastructure. 
While there are many local contractors with the technical and financial capacity to undertake 
small-scale infrastructure projects, the capacity of local contractors to undertake larger projects 
is very limited. Local labor with the skills and experience required by construction work is also in 
short supply. At the same time, the public sector agencies responsible for planning public 
investment and supervising works are still developing; two key agencies are only 12 months old. 

                                                
1
  As reflected in data on employment shares, the economy is still in the early stages of the structural transformation. 

The living standard measurement surveys reported agriculture’s share of employment as 82% in 2001 and 84% in 
2007, with the 2010 population and housing census reporting agriculture’s share of employment as 66%. 

2
  J. M. Saldanha, F. Piedade, and A. Doraisami. 2008. In Search of Prosperity: Removing the Constraints to Growth 

in Timor-Leste. Prepared for the Millennium Challenge Fund. Dili. (October). 
3
  The road transport sector is reviewed in Sector Assessment: Road Transport (accessible from the list of linked 

documents in Appendix 2 of the country partnership strategy). 
4
  Sector Assessment: Finance (accessible from the list of linked documents in Appendix 2 of the country partnership 

strategy). 
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These factors put at risk the public infrastructure investment program planned for 2011–2015 
and the economic growth it can generate. 

B. Key Policy Issues 

5. A number of laws have been passed and agencies created to provide the enabling 
business environment required by the private sector. Large challenges, however, remain. In 
2010, Timor-Leste ranked 174 out of 183 countries in the World Bank’s Doing Business 2011.5 
The low ranking reflected shortcomings in the land law, land and property registration, leasing 
and collateral, bankruptcy, business licensing, accounting and auditing, competition policy, and 
intellectual property rights. Where laws and regulations exist, there can be sizeable gaps in 
implementation. However, improvements to the regulatory environment are under way, and 
Timor-Leste was ranked in the top half of those economies that have made it easier to do 
business over the preceding 5 years. Such initiatives need to continue if the non-petroleum 
economy is to be internationally competitive. 

6. Government ministries provide infrastructure services—notably power, ports, airports, 
water, and sanitation—that are commonly provided elsewhere by state-owned enterprises or the 
private sector. The absence of commercialized or corporatized structures for the utilities 
contributes to inefficiency in operations and has contributed to underfunding of development 
and maintenance. More commercially oriented business models would help lift performance. 

7. In the telecommunications sector, services are provided by a private company under a 
monopoly concession. The absence of competition is recognized as being detrimental to service 
quality and price, and government policy is to end the concession early (with compensation) and 
liberalize the telecommunications market. 

8. In the finance sector, the government-owned microfinance institution converted to the 
first locally owned commercial bank in July 2011. This will help expand financial services 
available to mid-sized businesses. The government is also exploring the establishment of a 
development bank to increase the penetration of financial services. A stronger legislative 
environment and enhanced capacity of the Banking and Payments Authority, the industry 
regulatory, are required to complement such initiatives, and generally facilitate expansion of the 
finance sector. 

9. Public–private partnerships (PPPs) are already in use, but results have generally been 
disappointing (e.g., in telecommunications). Increased use of more effective PPPs is one way of 
improving the quality of infrastructure and easing the constraint imposed by a shortage of 
human resources. The government began development of a PPP policy and implementation 
arrangements in late 2010. The policy will promote transparency and competitive tendering of 
contracts to build and operate infrastructure assets, thereby securing better services, increasing 
value for money for the government, and transferring performance risk to the private sector. 

10. The risk of insufficient human capacity can also be mitigated through an increased 
participation of international contractors and more attention to developing local skills. Increased 
use of international operators would help allay widely expressed concerns that insufficient 
competition among local contractors is raising profit margins and hence project costs. It may 
also enhance recourse in the event of poor performance. Infrastructure projects thus need to be 

                                                
5
  World Bank. 2010. Doing Business 2011. Washington, DC. 
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structured to make the engagement of international contractors a commercially viable option.6 
This will require careful management of expectations expressed by some groups that business 
and work opportunities arising from public investment should flow to local contractors and labor.  

11. Success in facilitating development of the private sector will require close attention to the 
distortions that can arise from a large public sector and dependence on petroleum revenue. 
Although there is no formal minimum wage, wages for unskilled workers in the public sector are 
high in relation to labor market conditions. This may be encouraging a reservation wage that 
dulls the incentive to work and reduces the economy’s international competitiveness. 

C. Regulatory Environment 

1. Trade Restrictiveness 

12. There are no quantitative barriers to trade and no export taxes. A very low, uniform 
customs duty rate and a sales tax levied on imports were adopted in 2008, at 2.5% each. This 
gives rise to low nominal rates of protection by regional and world standards. 

2. Customs and Trade Facilitation 

13. Timor-Leste was ranked 149 out of 150 countries in a 2007 trade logistics performance 
index. Good progress has since been made in the reform and modernization of the customs 
service, guided by a customs diagnostic study. In 2009, customs went through an organizational 
restructure and review of the Customs Code to bring it in line with World Customs Organization 
practice. Procedures were simplified and staffing rationalized. Customs operates on 
ASYCUDA++. Further modules are being adopted to automate risk assessment, including at the 
border, and automated goods and cargo manifest. The World Bank’s Doing Business 2011 
survey ranked Timor-Leste as 91 out of 183 countries in its ―trading across borders‖ indicator.  

14. In 2010, the National Directorate of Customs initiated a program that focused on staff 
training, the application of risk management principles and new cargo clearance arrangements. 
X-ray technologies and improved electronic systems have also been put in place, and the 
working relationship with industry and international trading partners has been strengthened. 
These measures have had an immediate impact, with the National Directorate of Customs 
collecting 55% more revenue in the first quarter of 2011 than in the same period in 2010. New 
sets of tax and customs laws have been prepared for adoption in 2011 and are expected to 
result in even higher compliance and revenue. New customs facilities are under construction at 
the land border with Indonesia and are due to become operational in 2011. 

3. Tax Policy and Administration 

15. Tax reforms adopted in 2008 established an internationally competitive tax regime for 
the non-petroleum economy and simplified tax administration. Timor-Leste was ranked 19 in the 
―paying taxes‖ category of the Doing Business 2011 indicators, up from 75 in 2010, and was 
rated as the best reformer globally in this category. The profit tax rate has been reduced to 10% 
(from 30%), and business can fully write off assets in the year of purchase. The maximum 
personal income tax rate has also been reduced to 10%, with high thresholds exempting most 
wage earners from payment. Continued improvements in tax administration capacity are, 
however, still required to fully exploit the benefits of these reforms. 

                                                
6
  The commercial imperative to minimize cost will provide a strong incentive for international contractors to engage 

capable and competitive national contractors and local labor. 
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4. Regulations Affecting the Entry and Exit of Business 

16. The Doing Business 2011 indicators ranked Timor-Leste as 167 in starting a business, 
and issued Timor-Leste the lowest rank in terms of closing a business. Procedures to start a 
business were found to be lengthy, costly, and excessively strict. The government identified 
business registration reform as one of its national priority areas, and enlisted the support of the 
International Finance Corporation to improve business entry. A new decree law covering 
incorporation procedures has been enacted, and the service time provided by relevant agencies 
has been increased by 300%. Staff received training in their job requirements, and internal 
administration procedures were improved. These actions reduced the number of forms required 
to start a business from seven forms to two forms, and quickly reduced processing times. A 
survey of new business registrations found that in January 2011 it took an average of 65 days to 
start a business. This was reduced to an average of 19 days by April 2011.  

5. Regulation of Factor Markets 

17. Private ownership of land is permitted, and the sale and lease of land is recorded by a 
government property registry. A development partner supported program to implement 
comprehensive land legislation has been under way since 2008. This process has produced a 
law that will recognize property ownership in undisputed cases; of the 35,000 plots surveyed as 
of April 2011, 92% were free of dispute. The law was approved by the Council of Ministers in 
May 2011 and is now awaiting approval by the Parliament. A Transitional Land Law, which has 
a broader legal scope, has been prepared with comprehensive consultations in all 13 districts 
and with national stakeholders. The law was approved by the Council of Ministers in March 
2010 and submitted to Parliament in April 2010. 

18. Timor-Leste has an open foreign investment regime. Foreign investors may invest in all 
sectors that are not specifically reserved to the state or otherwise restricted by law (e.g., 
criminal activities). Foreigners cannot own land but may conclude long-term (up to 50 years) 
leases. The petroleum industry is 100% foreign-operated. 

19. Timor-Leste was ranked 89 of 183 countries in the Doing Business 2010 indicator on 
employing workers, with relatively rigid labor regulations assessed as making it moderately 
difficult to hire and release workers.7 

6. Predictability, Transparency and Impartiality of Laws 

20. Laws and regulations are rarely changed arbitrarily and are publicly available. Many 
important laws are not yet passed by Parliament, and a large number of executive decree laws 
can make it difficult to establish the relevant legal provisions. The laws and decrees are 
functionally inaccessible to much of the population because they are in Portuguese, with only 
limited translation to Tetum, and because of the low literacy rate (slightly less than 50% of the 
population is illiterate). The court system has a large backlog of cases that makes it difficult to 
engage in commercial dispute resolution, debt collection, or other civil cases. The performance 
of the judicial system is improving, however, as capacity development programs increase the 
number of trained judges and court officials and streamline operations of the court and justice 
agencies. 

                                                
7
  The indicator on employing workers is not included in the Doing Business 2011 survey. 


