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I. Development of the Balance of Payments   

According to the IMF’s balance of payments manual, 

by definition, the balance of payments is a statistical 

statement that systematically summarizes, for a spe-

cific time period, the economic transactions of an 

economy with the rest of the world. Transactions, for 

the most part between residents and nonresidents, 

consist of those involving goods, services, and income; 

those involving financial claims on, and liabilities to, 

the rest of the world; and those (such as gifts) classi-

fied as transfers, which involve offsetting entries to 

balance—in an accounting sense—one-sided transac-

tions.  

Hence, in the balance of payments there are account-

ing system recording applied, which is based on the 

double entry principle with every item booked as a 

credit and a debit. Therefore, the overall result will be 

in balance and the equation for the balance of pay-

ments should be zero.  

A term that in general is often argued is a deficit or 

surplus in the balance of payments. The registration 

of a current account deficit essentially means that a 

country spends more than it produces in a given peri-

od. The difference between absorption at home and 

domestic production constitutes the accumulation of 

debt or the sale of domestic assets to non-residents.  

In fact, the current account of Timor-Leste’s balance 

of payments statistics has demonstrated a remarka-

ble sign of surplus while declining. The current ac-

count reached its highest level in 2012 of USD 2.7 
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billion, while  continues declining up to just USD 240 

million in 2015, recording a  91.3% decline over the 

period. We have to recognized that, this current ac-

count surplus mainly was due to the incoming revenue 

received from the oil and gas, currently treated as pri-

mary income in the Timor-Leste’s balance of payment 

statistics.  

It is inevitable that the decline in world oil prices has 

had a negative effect on oil revenues, and as evidence 

the deterioration in the current account surplus in Ti-

mor-Leste’s balance of payments statistics.   

The current account become deficit, when it excluded 

the primary income, as the country’s import of goods 

and services are significantly high. In average during 5 

year from 2011, the deficit of goods and services 

reached USD 1.4 billion per year, resulting an averages 

current account's deficit of US770 million during that 

period, representing 58% of non-oil GDP during that 5 

years.  This essentially means that Timor-Leste is spend 

more than it produces during that period. By contrast, 

Timor-Leste will produce more than spend when we 

include the oil and gas revenue.   

For the balance in Timor-Leste’s balance of payments 

statistics, we should included all transactions, means 

the current account is surplus or positive while the cap-

ital and financial account is negative. However we are 

interested, in this analysis, to see what should be our 

capital and financial account when we exclude the oil 

and gas revenue.      

A negative current account balance requires a posi-

tive capital and financial account and this says that 

the holding of domestic assets by foreigners must 

increase. The simple rule states: when the residents 

of a country (individuals, businesses, and govern-

ment) sell more assets to foreigners than they buy 

from foreigners, the capital and financial account will 

be positive.  

By looking to the average (5 years) deficit of Timor-

Leste’s current account balance of USD 770 million 

(current account excluded primary income),  means 

that Timor-Leste should have in its capital and finan-

cial account a positive balance, in average during that 

5 years, of USD 860 million. For the balance, in ac-

counting purposes if necessity, it required an addi-

tional amount of foreign investment in the country of 

USD 2.5 billion. In the other word, Timor-Leste is re-

quired the additional holding of domestic assets by 

foreigners by that amount, which to be use to buy the 

goods and services imported. By contrast, to reduce 

it, additional production of goods and services in the 

country is required, at least to substitute and reduce 

both the import of goods and services. Another policy 

that could be designed is reducing public spending to 

reduce the demand in the economy. It is well note 

that this policy will conflict with other macroeconomic 

objectives, as with lower aggregate demand (AD), 

growth is likely to fall hence  will causing higher un-

employment. However, a policy may need to be con-

sider to improve the country current account deficit.  
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Let’s see the development of the secondary income,  

the current transfer. In fact, there is more incoming 

transfer than outgoing and that contributed to the sur-

plus of current transfer account, while declining.  Large 

incoming transfers were the result of the grants re-

ceived from the donors’ country to Timor-Leste, and it 

was actually declining.  From these transfer there is 

incoming and outgoing worker remittances. The in-

creasing of Timorese workers' abroad has resulting in 

the increase in the incoming worker remittances, esti-

mated be representing 4% of non-oil GDP in 2015. 

There is also numbers of foreigners’ workers in the 

country, as shown in the high value of outgoing remit-

tances, in fact it is higher than incoming remittances.    

 

II. Recent Monetary and Credit Development 

II. a. Money Supply 

Broad money growth has slowing down in the quarter, 

while the loan growth is declining. The broad money 

has decelerated again after having experienced recov-

ering in two consecutive quarter. The domestic eco-

nomic activities were the main driver of the decrease in 

the growth rate of broad money, reflecting the slow-

down in the growth rate of deposits, both of the enter-

prises and individuals'. After recorded an acceleration 

of the growth rate in the last quarter, M2 has slowed 

down again, has reduced from 27% to 15% in Septem-

ber quarter. The decrease, in some extend, was fol-

lowed by reduction in the other depository corpora-

tions’ net foreign assets (NFA), and the decline in the 

credit development from the banking system to private 

sector. 

As the intermediary between those that who has ex-

cess of the fund and those who lack of fund, banks 

have been performed their role by receiving and chan-

neling  the fund from and to the private sector in the 

economy, while for some reason they have to also di-

versify their assets by deposit or investing the funds 

abroad.  

In fact, the growth rate of the deposits of both corpora-

tions and individuals were slowing down. The annual 

growth rate of deposits of corporations decreased to  

21% compared to 28.4% growth rate observed in the 

previous quarter. Further, the individuals' deposits 

grew by 12% after having recorded an increased of 

26.4% in the last quarter.  

Transferable deposits, the demand deposits, contin-

ues as the main driver to the growth rate of the broad 

money, M2, in the quarter, has grown by 22%, followed 

by an increase of 37.6% observed in the last June 

quarter, has contributed by 12.3% to the deceleration 

in growth rate of M2 in the quarter of September.  

The time and savings deposits, or the term used in 

monetary statistics as other deposits, in conjunction, 

revealed a slow down growth of 5.2% reversing the 

increase growth of 14% in the last June quarter. To-

gether they contributed by 2.2% to the slowdown of 

the M2 in the quarter. The currency in circulation 
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(centavos), while slowing but continues grow, rising by 

26.6%, followed an increase of 28.5% in the last quar-

ter, contributed by 0.6% to  the M2 growth.  

The annual growth rate of commercial banks' credit to 

private sector continued with the tendency of declining, 

has reduced by 0.6% in the quarter, after recorded a 

growth rate of 1.1% in the last quarter of June 2016. 

Loan growth continue deteriorate during this period of 

2016.  This total amount of credit in September quarter 

2016 represented 35% of M2, decreased from 37% 

recorded in the last quarter and  41% compared to the 

same quarter last year. The reduction mostly was due 

to the decline in the growth rate of the credit, while the 

deposit growth just slow down. The conditions to push 

banks to continue tighten their terms and condition of 

the credit for approving loans still high. As the result, 

elevating the foreign assets. 

 

II. b. Net Foreign Assets 

The annual growth rate of net foreign assets (NFA) for 

the financial system or the depository corporations  has 

accelerated, rose by 37%, followed a 35% increased 

observed in the June quarter of 2016. In fact, this pro-

gress was driven mainly by increase in the other depos-

itory corporations' NFAs, with some contribution from 

the central banks’ NFS. The Central bank’s NFAs recov-

ered again by 2% after recorded a negative growth of 

9.8% in the last June quarter,  contributed by 0.6% to 

the increased in the growth rate oh total NFA. The 

growth rate of other depository corporations’ NFAs 

was slowed down, but still with large expansion, grew 

by 50.4% in September quarter, contributed by 36% 

to the total growth of the NFA.  

The main driver of the changes in the central banks’ 

NFAs was the increase in the growth rate of its claims 

on non-residents, both in transferable and other de-

posit, rose by 119% and 14% respectively.  In part, its 

liabilities decreased by 0.5%, followed a decline of 

0.8% observed in the last quarter. 

In fact, NFA of other depository corporations has ex-

panded during the last three years, oversize the cen-

tral banks’ NFAs.  The increased was mainly due to 

the development in its transferable and other depos-

its, rose by 42% and 50.6% respectively. The growth 

rate of other deposits was slowing down from 68.7% 

increase observed in the last June quarter. Cash hold-

ing has reduced by 25.7% after recorded a growth 

rate of 14% in June quarter, contributed negatively of 

2% to the slow down in the growth rate of the other 

depository corporations’ NFA. Its liabilities has con-

tributed to slowing down of the NFA, with a negative 

growth of 7.6%, which contributed –1.1% to the 

growth rate of the NFA. 

 

II. c. Net Domestic Assets 

The domestic assets composed by claims on central 
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government (net) and claims on private sector. Net 

claims on central government contain credit and liabili-

ties to central government from the financial system.  

The annual growth of Domestic Claims has a remarka-

ble increased in the September quarter of 2016, rose  

by more than 600% followed an increase of 84% ob-

served in the last June quarter. The liabilities of the de-

pository corporation, both the central bank and com-

mercial banks, to the central government are compo-

nents with the large contribution to the movement of 

the domestic claims.  

In fact the commercial banks liabilities to the central 

government start to lead the growth rate of domestics 

claim, representing 56.7% of the total liability of deposi-

tory corporations in the quarter, with the annual growth 

of 96%, or contributed about 48.6% to the growth rate 

of total liabilities. On the other hand, the liabilities of 

central bank increased by 52.5%, contributed 26% to 

the growth rate of total liabilities of the depository cor-

porations.  

While, the claims on private sector, has a negative an-

nual growth in the quarter, declined by 0.6% after rec-

orded a slow down growth of 1.1% in June quarter. This 

sector therefore contributed by 4.4% to the growth rate 

of total domestic claim in the quarter.  

From the total claims on private sector, loans represent 

about 98%, of which commercial banks occupied 

87.5% in the quarter and the rest was from other mi-

crofinance institutions. In fact, these total loans has 

declined by 0.5% while commercial banks loans to 

the private sector recorded a reduction of 4.1%,  

down from 14.5% increase observed in the last quar-

ter of June 2016.   

A beneficial part of subdued decrease in the credit to 

private sector from the commercial banks is account-

ed by sharp  decline in the non-performing loans, 

which has an annual reduction of 37%, followed a fall 

of 33% in the last June quarter. Provision for loan 

losses has also declined, reduces by 28.7% in the 

quarter under review, representing 22% of the total 

gross credit to the private sector.  

The individual sector continues become the main sec-

tor that has the higher share of credit from the com-

mercial banks,  representing 43.2% of the total credit 

in the quarter, decreased from 48% recorded in the 

last quarter, as the lending to this sector was declin-

ing, has reduced by 8%, which contributed by 3.6% to 

the decline in the total credit growth.  

Two sector that receive more credit in the quarter and 

has positive growth to brake the sharp decline in the 

total credit were the trade and finance and tourism 

and services sector. Trade and finance sector, record-

ed a growth rate of 79.5%, and contributed by 6.6% to 

the total credit growth,  representing the third larger 

share of total credit in the quarter, placed at 15.5%. 

The tourism and services sector were recorded as the 
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second sector that received more credits in the quarter, 

shown an expansion of 28.5% with 2% contribution to 

the total growth of credit. In fact the tourism and ser-

vice sector has shown negative growth consecutively in 

the last two quarter, however it seems that the nominal 

credit for this sector continue shown an increasing ten-

dency. We believe that the banking system is on track 

with the government objective to invest in the tourism 

sector as an priority sector to achieve its goal as an 

upper middle income country by 2030. 

Unfortunately, most of the other sectors had the nega-

tive growth in the quarter, and therefore contributed to 

the decline in the growth rate of the total credit conced-

ed. The credit to agriculture sector has dropped again 

in the quarter, recorded a reduction of 16%, after per-

formed an increase growth of 22.3% in the last quarter 

of June. The industry and manufacturing sector contin-

ue with decline trend, has reduced by 2.6%, after rec-

ord a reduction of 26.6% in the last quarter. This sector 

and transport and communication sector are sectors  

that representing the smallest share of the total credit 

in the economy for the quarter, placed at 1.4% and 

1.1% respectively. 

The effort continues been made to support the expan-

sion of the credit to the economy, include the hard ef-

fort in reducing the non performing loans by commer-

cial banks.  

 

II. d. Interest Rate  

There are some risk are considered when the money 

lender or banks will lend the money. Two of them are 

the risk of borrower may not pay back the loan and 

the risk of inflation. So, the banks or the lender will 

assume a risk that the borrower may not pay back the 

loan. It is therefore, the interest rate provides a cer-

tain compensation for bearing risk. In terms of the 

inflation risk, it normally considered that the price of 

goods and services will increase in the future when 

the loan is paid back. Thus, the money's original pur-

chasing power would decrease. Therefore, the inter-

est rate that banks will applied protects against future 

rises in inflation. We are certainly assured that  com-

mercial banks in Timor-Leste are highly taking into 

consideration these risk in determining their lending 

rate, especially the risk of borrower may not pay back 

the loan, we believe the risk of premium is applied, 

with some moderate consideration to the inflation 

risk. Adding to the factors in which commercial banks 

in Timor-Leste determining the interest rate, the 

weighted average interest rate of loan in the country 

stood at 14.5% in September quarter, increase from 

14.3% observes in the last quarter. 

 

II. e. Price and inflation 

The headline inflation continues with the negative 

rate up to September 2016. According to the General 
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Directorate of Statistics of Timor-Leste, the annual CPI 

inflation rate (Dili) increased to –1.5% in September 

2016, from –2.2% in June. This was mostly the result 

of upsurge in the price of goods with significant 

weighted within the CPI basket, the food price and 

mostly the transportation cost, while there were still 

decline in others related price of goods and services, 

however does not influence too much the headline in-

flation as its weighted too small.    

The transportation cost reflected the main change in 

the quarter. Transport related prices increase by 14.5% 

compared to the decline of 5% recorded in June quar-

ter. Contributed by 0.95% to the recover in the decline 

of inflation rate in the quarter. In fact energy price, the 

WTI crude oil prices, has increase compared to first 

three months of 2016.  

The price of food still declined but slowed down, has 

reduced by 2.3% compared to 3.1% recorded in the last 

quarter. Food items contributed by –1.5% to the de-

cline in global inflation, compared to –2% in June.  

  

III. Commercial Banks 

The total asset of the banking system and its key ele-

ments continue posted strong growth; particularly the 

deposit base, while lending to private sector consistent-

ly stood with slight growth in a long period of time, in 

fact decreased in September quarter 2016 compared 

with correspondent quarter of 2015.   

The total assets of the banking system showed a net 

expansion of USD240 million during the year from 

September 2015 and stood at USD1,046 million in 

September 2016. Hence, the assets of the banking 

system increased by 30%, followed an upsurge of 

40% recorded in the last June quarter. In the same 

time, the annual trend of total deposits of the banking 

system continue to increase, has achieved USD818 

million at the end of September 2016. Indicate an 

annual growth of 31%, after revealed a 41.6% growth 

in the last June quarter, denote about 78.3% of total 

assets at the end of September 2016. While, most of 

the deposits are placed abroad. The placement 

abroad recorded about 95.5% of total deposits or 

about 74.7% of total assets. 

Total lending of commercial banks up to the quarter 

of September 2016 were of USD184.7 million, just 

recorded a negative annual growth of  -4%, followed a 

decline growth of 0.5% at the end of June 2016. 

The income during the quarter of September 2016, 

as percentage of assets (RoA, or Return on Assets), 

was of 1.2%, rising from 0.9% recorded at last quarter 

of June 2016.  

The banks continue to have liquidity ratios above the 

minimum required by the BCTL, with an excess liquidi-

ty ratios of 73% in the quarter under review. The re-

quirement actual held was of USD875.5 million com-

pared to the liquid assets required of USD149.4 mil-

lion (15%).  
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