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TIMOR-LESTE

Oil production ended in 2025, shifting Timor-Leste into a
post-oil phase in which large fiscal deficits are financed pri-
marily by Petroleum Fund drawdowns, accelerating depletion
risks. Growth reached 4.5 percentin 2025 on high public
spendingandarebound intourismand s projectedtoaverage
about4percentin 2026-28. ASEAN and WTO membership
provide reform anchors, but the payoffhinges on reformim-
plementationand a credible path towards fiscal sustainability.

Key conditions and challenges

With national income per capita (in Atlas USD), the second lowest in
the region and less than a third of the working-age population eco-
nomically active, accelerating development hinges on improving the
quality and coverage of core public services, especially basic educa-
tion and health, while strengthening infrastructure and service deliv-
ery. Faster private-sector-led job creation depends on easing con-
straints in the enabling environment, including access to finance,
land administration, andregulatorybarrierstoentryandinvestment.

The end of oil and gas production last year marks a structural shift
in public finances: the Petroleum Fund (PF) has become the main
financing source for government spending. Petroleum resources
have funded roughly three-quarters of spending each year, and
without new inflows, persistent large withdrawals would gradually
erode the Fund. Sustaining progress in service delivery and domes-
tic activity therefore requires higher spending efficiency and bud-
gets aligned with a durable financing path.

Association of Southeast Asian Nations (ASEAN) membership in
2025 and World Trade Organization (WTO) accession in 2024

Population' Poverty’
million millions living on less than $4.20/day

1.4 0.8

Life expectancy at birth’

School enrollment®

years primary (% gross)
67.7 119.7
GDP’ GDP per capita®

current US$, billion current US$

1.9 1348.4

Sources: WDI, PiP, and official data. 1/ 2025. 2/ 2014 (2021 PPPs). 3/ 2023. 4/ 2023.
5/ 2025. 6/ 2025.

provide an institutional framework to improve trade facilitation,
standards, and the investment climate. The growth payoff depends
on sustained reform implementation, including customs and the
regulatory environment supporting firm entry and competition.

Recent developments

GDP growth increased to 4.5 percent in 2025 from 4.3 percent
in 2024, supported by strong domestic demand. High public
spending—through government consumption and expanded
social assistance—sustained household demand, while veter-
ans' transfers further supported private consumption. Invest-
ment expanded, though more slowly than in 2024, with public
investment concentrated in roads and irrigation. Inflation re-
mained low at 0.5 percent, reflecting lower global commodity
prices and a strong U.S. dollar. The Middle East conflict added
uncertainty, raising fuel import and food import costs through
shipping disruptions.

The external position deteriorated sharply after oil production end-
ed in mid-2025. The trade deficit widened to 56.6 percent of non-oil
GDP as petroleum exports ceased, while non-oil exports—mainly
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FIGURE 2 / Actual and projected poverty rates and real GDP per
capita
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coffee and tourism—remained at about 6 percent of GDP. Despite
an income account surplus supported by PF investment income
and remittances, the current account deficit widened to about 38.8
percent of GDP.

The fiscal deficit widened by 3 percentage points to 49 percent
of GDP as total expenditure rose to 93 percent of GDP. Higher
current spending reflected expanded veteran pensions, retroactive
payments, and increased social security benefits. Capital spending
eased following the 2024 acceleration. Domestic revenues (exclud-
ing Estimated Sustainable Income (ESI)) increased to 15.2 percent
of GDP but were outpaced by expenditure growth. PF with-
drawals—well above the ESI—financed most of the deficit, with
the remainder covered by cash balances, concessional loans, and
grants. Middle East conflict volatility has raised uncertainty around
PF returns, increasing the likelihood of further above-ESI with-
drawals without spending adjustment.

The 2021 Labor Force Survey shows low labor force participation
(30.5 percent) and high informality (77 percent). The Business Ac-
tivity Survey shows formal employment grew at roughly 8.5 per-
cent annually in 2022-2024—but from a small base. Rural service
gaps remain large, including limited access to improved water
and sanitation.

Outlook

Growth is projected at 4.1 percent in 2026, moderating as gov-
ernment consumption growth slows despite an expected in-
crease in public investment. Private consumption will be sup-
ported by retroactive veterans' payments, social transfers, and
remittances, before stabilizing as these effects fade. Growth is
projected to average about 4.0 percent in 2027-28, assuming

continued progress on public investment reforms, ASEAN com-
mitments ahead of the 2029 chairmanship, and Tasi Mane in-
vestment supporting domestic activity.

Inflation is forecast to rise to 2.3 percent, driven by higher global
food and commodity prices and elevated oil prices under the
extended Middle East conflict scenario, raising fuel costs and
subsidy pressures.

Non-oil exports are projected to grow modestly. With oil exports
ended and investment-related imports rising alongside higher fuel
import costs under extended Middle East conflict-related supply
disruptions, the current account deficit is expected to remain large,
financed mainly by PF withdrawals and investment income.

Fiscal sustainability is the central macro risk. Spending is projected
to stay high (above 95 percent of GDP), reflecting large infrastruc-
ture plans, while higher global energy prices could widen subsidy
needs and increase PF return volatility. Revenues could rise with
value-added tax implementation, partly offset by lower ASEAN-re-
lated import duties. As large withdrawals gradually reduce the ESI,
fiscal space could tighten, with PF depletion risks emerging in the
late 2030s. A credible consolidation path requires moderating re-
current spending growth, improving transfer targeting, prioritizing
higher-return investments, and strengthening revenue collection.

Risks are tilted to the downside. A deeper Middle East conflict than
assumed could slow growth through weaker financing conditions
and higher commodity prices, while supply chain disruptions could
raise food import prices and heighten food insecurity risks. Glob-
al financial market volatility could weigh on PF returns. Upside
risks include new upstream oil and gas projects—Kuda Tasi and
Jahal—while growth could strengthen further if broader structural
reforms boost productivity.

Recent history and projections 2023 2024 2025e 2026f 2027f 2028f
Real GDP growth, at constant market prices 2.4 4.3 4.5 4.1 4.0 4.0
Private consumption 3.4 4.1 3.6 7.6 9.4 9.7
Government consumption -0.8 0.9 4.4 4.3 4.1 4.0
Gross fixed capital investment 11.5 43.7 8.4 8.8 4.7 5.1
Exports, goods and services 31.8 13.3 20.1 8.8 9.5 10.0
Imports, goods and services 4.9 14.6 5.9 10.4 10.5 11.0
Real GDP growth, at constant factor prices 2.7 3.7 4.5 4.1 4.0 4.0
Agriculture 2.9 0.6 0.6 0.6 0.6 0.7
Industry -22.4 4.4 3.0 2.9 2.9 3.2
Services 3.4 4.4 5.5 4.9 4.8 4.7
Inflation (consumer price index) 8.4 2.1 0.5 2.3 2.1 2.0
Current account balance (% of GDP) -10.7 -31.1 -38.8 -47.0 -52.6 -55.6
Net foreign direct investment inflow (% of GDP) 10.6 11.2 13.2 4.0 4.1 4.0
Fiscal balance (% of GDP)1 -41.4 -46.1 -49.0 -56.7 -56.3 -55.6
Revenues (% of GDP) 40.7 40.5 43.9 43.0 41.3 38.3
Debt (% of GDP) 14.4 14.2 15.0 15.6 17.0 18.7
Primary balance (% of GDP) -41.1 -45.7 -48.8 -56.5 -56.2 -55.5
International poverty rate ($3.00 in 2021 PPP)%3 48.3 46.9 45.4 44.3 43.2 42.1
Lower middle-income poverty rate ($4.20 in 2021 PPP)>3 74.5 73.5 72.5 71.7 70.9 70.1
GHG emissions growth (mtCO2e) -0.3 -1.4 -1.8 -1.8 -1.7 -1.6

Source: World Bank, Fiscal Policy & Growth Department. Emissions data sourced from CAIT and OECD.

Notes: e = estimate, f = forecast. Data in annual percent change unless indicated otherwise.

1/ The sustainable income from Petroleum Fund (PF) is transferred to Government as annual fiscal revenue (above the line), known as ESI (Estimated Sustainable Income). However,
extra withdrawals from the PF are also used as the main source to finance the budget deficit (below the line).

2/ Calculations based on EAPPOV harmonization, using 2014-TLSLS. Actual data: 2014. Nowcast: 2015-2025. Forecasts are from 2026 to 2028.

3/ Projection using annualized elasticity (2007-2014) with pass-through = 1 based on GDP per capita in constant LCU.
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