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I. Encouraging financial inclusion in Timor-Leste
- The experience of the Central Bank of Timor-Leste

Timor-Leste is a fairly new developing nation, and fi-
nancial inclusion is especially vital to empower its citi-
zens with the tools that allow them to meet their finan-
cial needs. The Central Bank of Timor-Leste (BCTL) is
committed to ensure that no Timorese will be left be-
hind as the financial sector develops and grows. To
promote financial inclusion in Timor-Leste, the BCTL
started in 18 July 2016 the report on financial inclu-
sion in Timor-Leste, which was officially released on 13
September 2016.

After one year since the report was published, some
development has been occurred. It is therefore, this
bulletin, beside highlighted the key point in the report,
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would provide also some new development in the fi-
nancial inclusion in the country.

Despite being a new country, with a financial system
under development, Timor-Leste has already 4 com-
mercial banks: one local - BNCTL - and three branch-
es of foreign banks -ANZ Bank, Mandiri Bank
(Indonesia) and BNU/CGD (Portugal). There are also
available microfinance institutions, credit unions, sav-
ing groups, insurance companies, and money transfer
operators. After the report was published, one new
commercial bank was entering into the system in
2017, namely Bank Rakyat Indonesia (BRI).

The report shows that, as at June 2016, a total of
484 access points was reached, including bank
branches, automated teller machines (ATMs), elec-
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tronic funds transfer point of sales (EFTPOS) and meet-
ing centres. Of this total, 48% were related to meeting
centres, 34 to EFTPOS, while ATMs and bank branches
represented 11% and 7% respectively. As at September
2017 the meeting centres were reduced to 46%, EFT-
POS to 29%, while ATM and bank branches have in-
creased to 17% and 8% respectively (Table 3).

It was noted that Banks have shown a remarkable pro-
gress in widening outreach of financial services through
the years: the total number of access points expanded
from 198 in 2009 to 484 in June 2016, an increase of
144%. On the other side, non-banks also promoted
721 access points, which corresponds to 59% of the
total access points in the country. Non-banks bridge the
gaps in areas where banks are not able to serve.

In fact, all municipalities (13) are served with financial
services access points, and the majority of administra-
tive posts also benefit from the presence of financial
services. As at June 2016, 88% from 65 administrative
posts were covered. At the sucos level, 58% of 442
have the presence of financial services access points.
It is evident that gaps still exist, as there are adminis-
trative posts that are not yet covered by financial ac-
cess. The numbers are more concerning at the sucos
level. 187 among a total of 442 sucos still do not have
financial services access points, while 314 sucos re-
main unserved by banking regulated financial services.
This limited coverage, in some extend, was due to the
distance, which was identified as some barriers. People
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living in remote areas, for instance, may need to trav-
el up to 25km to reach the nearest bank branch.

On the Usage Indicators, there were 422,941 clients
with accounts in banks, MFIs and credit unions. Given
this figure, it is estimated that about 42% of the popu-
lation (or 68% of adult population) use financial prod-
ucts and services. The largest share of clients in the
financial system is held by banking institutions, with a
total of 388,018 customers (91.7%), of which 96.5%
are individuals, while the remaining 3.5% are corpo-
rate clients. The individual client shows that a slightly
higher percentage of males are using financial ser-
vices by banks (52% of total banking clients), the rest
are females. Recent data shows that, on September
2017, the total amount of banking institutions’ clients
reached 388,539, registered an increase of 0.13%.

It was observed that, related to the credit market, only
6% of adult population has an outstanding loan, of
which 55% borrowed from the banking system and
45% borrowed from MFls. It was noted also that Loan
products offered by banks are granted in a higher pro-
portion to male clients, corresponding to 63% of the
total costumers. While, MFIs loan products are more
demanded by female, representing 96% of total cos-
tumers (16,257). In fact, the other financial products
usage still limited, which out of the total 387,063 de-
posit accounts registered in banks, only 7% of the
clients are using debit cards, 297,630 clients with
deposit balances below USD100.00. In fact, young
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adults (15 -30) is the age segment with lowest bank
account penetration.

Insurance providers in the country have been motivat-
ed to expand their product range. Currently, there are a
total of 1,052 individual insurance policy holders and
212 collective insurance policy holders. Timorese also
use the MTOs to conduct international transfers, being
the majority of transactions outbound, represent
70.5% of total transactions in the first half of 2016.

The actual state of financial sector also suggests that
there is a need for supporting the infrastructures to
improve information asymmetry and manage emerging
risks. In fact, there are still many people within the un-
banked and underserved segments who simply do not
comprehend what financial services are available, why
they are important, how to use and what are the bene-
fits of using them. It is therefore, the BCTL introduces
key initiatives to promote financial inclusion in the
country, including promoting E-Wallet, promoting bank-
ing agent, small and medium enterprises’ (SME) ac-
cess to credit, modernizing national payments system,
and financial literacy and consumer protection.

Il. Recent Monetary and Credit Development
Il. a. Money Supply

Broad money (M2) growth has accelerated again in
September quarter of 2017, at the same time there
are continue to progress in the recovery of loan growth
to the private sector. After demonstrated a decelera-
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tion growth in the last quarter of June 2017, the annu-
al growth of broad money expanded again. The expan-
sion in the growth rate of broad money was reflecting
with the progress in the growth rate of the deposits,
both of the enterprises and individuals'.

After recorded a deceleration of the annual growth rate
in the last quarter, M2 has recovery again, recorded a
growth rate of 22.3% in September quarter of 2017,
compared to 16.5% growth observe in June 2017. The
acceleration in M2, in some extent, was followed with
the expansion in the credit development from the
banking system to private sector, at the same time the
growth rate of other depository corporations’ net for-
eign assets (NFA) was declined in the quarter.

It was noted that, the growth rate of the deposits, es-
pecially of corporations had expanded, while individu-
als has shown a deceleration. The annual growth rate
of deposits of corporations increased by 46.9% or
USD91.6 million to USD286.6 million compared to an
increase of 23.4% or USD39.9 million observed in the
last June quarter. In addition, the individuals' depos-
its have decelerated by 10.1% to USD422.9 million,
after having recorded a growth rate of 13.3% in the
last quarter.

Transferable deposit, while in terms of the value, still
continues as the main driver to the expansion of broad
money, M2, in the quarter, however other deposits
has grown more than it. Transferable deposit grew by
16.9%, compared to an increase of 10% observed in
the last quarter, which contributed by 10% to the
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growths rate of M2 in the quarter of September 2017.
While, the time and savings deposits, or the term used
in monetary and financial statistics as other deposits,
in the other side, started to manifest the acceleration
growth. In fact, this other deposit, grew surpass the
growth rate of transferable deposit in the last two con-
secutive quarter, grew by 31.1% in the current quarter,
following an increase of 26% observe in the last June
quarter of 2017, contributed by 11.9% to the growth
rate of the M2 in the quarter. The currency in circula-
tion (centavos), continues grow, rising by 12.8%, fol-
lowed an increase of 117.9% observed in the last quar-
ter, while contributed by only 0.3% to the M2 growth.

On the other side, the annual growth rate of commer-
cial banks' credit to the private sector was continue to
recover, has increased by 12.4% in the quarter, after
recorded a growth of 6.4% observed in the last June
quarter. It is expected that, with the continued reduc-
tion in the non-performing loans, will be resulting in the
expansion of credit to the private sector by banking
sector. The portion of non-performing loans represent
14% of total loan in the quarter, compared to 15% rec-
orded in the last June quarter.

It was noted that, while the lending from the banking
system to the private sector is recovering, still consider-
ing low. The amount of credit to the private sector in
September quarter represented only 32.7% of M2, in
fact decelerated from 33.8% observed in the last quar-
ter. It is expected that, with the expansion of credit to
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the private sector, will lower the application of the
deposit abroad, reducing the foreign assets.

Il. b. Net Foreign Assets

The annual growth rate of net foreign assets (NFA) for
the financial system or the depository corporations, in
fact, has accelerated, rose by 14.2%, after recorded
an increase of 1.5% in the last June quarter.

In fact, this progress was driven mainly by increased
in the NFA of central bank, while the NFA of other
depository corporations has contributed negatively to
this growth. The Central bank’s NFAs continue recov-
ered, increased by 77.1%, after recorded an increase
of 10.8% in the last quarter, contributed by 16.3% to
the growth rate of total NFA.

The main driver of changes in the central bank’s NFAs
was the increase in the growth rate of other deposit,
has rose by 98.6%, supported by the foreign currency
of 3%, while transferable deposits decline by 59%.
The liabilities increase as well, rose by 1.5%, after
recorded a decline of 0.5% in the last quarter.

While, the other depository corporations’ NFAs has
decreased by 2.7%, which contributed negatively by
2.2% to the total growth of the NFA. Although de-
clined, however the NFA of other depository corpora-
tions continue oversized the NFAs of the central bank,
occupied 67.1% of total NFA in the quarter. The de-

crease in the NFA of other depository corporations
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was mainly due to the reduction in both holding of cash
and other deposits, which decreased by 14.1% and
10% respectively, contributed by -0.6% and 7.5% to
the growth rate of total NFAs. Both deposit, respective-
ly, account for 3.6% and 69.6% of the total Commercial
banks' NFA in the quarter. Transferable deposit, on oth-
er side, has increased by 10.3%, reversing a reduction
of 15.5% recorded in June quarter, contribute by 2.9%
to break the decline in the growth rate of the other de-
pository corporations’ NFA. Its liabilities also decline,
reduce by 8.5%, and contributed by -0.7% to the
growth of NFA in the quarter.

Il. c. Net Domestic Assets

The annual growth of Domestic Claims continue decline
in September quarter of 2017, has reduced by 16.7%
after recorded a reduction of 38.7% in last quarter of
June. The liabilities to central government is declining,
has reduced by 1.9%, while the credit to private sector
is increasing, rose by 12.4%. This situation, has driven
the claims on private sector to become the larger con-
tributor to the decline in domestic claims, has contrib-
uted by 12.9%. The liabilities to the central govern-
ment, in turn, contributed only by 3.8% to the declined
in the growth rate of domestic claims. The decline in
liabilities to central government mostly was driven by
the decline in the liabilities of central bank, has re-
duced by 7.4%, of which contributed by 3.2% to the
decline in liabilities to central government. On the other

Table 1
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side, the liabilities of commercial bank is increasing,
rose by 2.3%, and contributed by 1.3% to break the
decline in the total liabilities to central government in
the quarter.

While declining, however the commercial banks' liabil-
ities to the central government continue represent the
higher weighted in the total liability of depository cor-
porations, amounted to 59.2%, after recorded 70.2%
and 67.5% in March and June 2017 respectively. In
turn, the weighted of central banks' liabilities to the
central government increasing, placed at 40.8% after
recorded 32.5% in June quarter. The claims on pri-
vate sector, on other side, produced a positive annual
growth in the quarter, rose by 12.4%, after recorded
an increase of 6.41% in June quarter, however nega-
tively contributed to the growth rate of total domestic
claims by 12.9%. From the total claims on private sec-
tor, loans represent about 97.8%, of which commer-
cial banks occupied 89.7% in the quarter and the rest
was from other microfinance institutions (9.2%) and
credit union (1.0%). The rest of 2.% from the total
claims on private sector are other claims, include
claims from the central banks.

In fact, these total claims increased by 12.4% while
commercial banks loans to the private sector record-
ed an acceleration of 14%, followed by an increase of
4.9% observed in the last quarter of June 2017. The
non-performing loans, in other side, have increased in
the quarter by 6%. However, its share to the total
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gross loans portfolio was declining to 14%. While the
non-performing loans is increasing, but the provision
for loan losses have falling, which reduced by 5% in the
quarter under review, which representing 18% of the
total gross loans to the private sector, compared to
20% observed in the last June quarter.

The individual sector remained the main sector with the
higher share of credit from the commercial banks, rep-
resenting 36.4% of the total credit in the quarter, albeit
continue decline, as the lending to this sector was de-
creasing in the quarter by 3.8%, contributed by -1.7%
to the total credit growth in the quarter under reviewed.

Noted that, construction sector was the sector in which
banks has granted more credit in the quarter, both in
terms of quarter and annual changes. This sector, rec-
orded an annual changes of USD23.2 million or about
48.5% in the quarter, followed an increase of 5.1% ob-
served in last June, which contributed by 12.6% to the
total credit growth, representing the second larger
share of total credit in the quarter, placed at 33.7%.

The trade and finance, the sector that recorded the first
larger recipient of credit by commercial banks in the
last June quarter, are listed now as the second sector,
recorded a nominal annual changes of USD10.6 mil-
lion, which shown an expansion of 36.7%, with a 5.7%
contribution to the total credit growth. Industry and
manufacturing sector, fortunately continue recover,
grew by 45.1% in the quarter (USD1.2 million), after
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demonstrated a growth rate of 46.7% in the last June
quarter, which contributed 0.6% to the total credit
growth. As this sector is an important sectors in the
development of a country, it is expected that support
into this sector will continue evidence in the future,
therefore could become the main engine of fast mod-
ern economic growth in the country.

Il. d. Price and inflation

The headline inflation slowed down again in Septem-
ber 2017. According to the General Directorate of Sta-
tistics of Timor-Leste, the annual CPI inflation rate
(Dili) slowed down to 0.3% in September 2017, from
0.9% in last June. This was mostly the result of the
deceleration in the price of goods with significant
weighted within the CPI basket, the food price, while
there were still increase in others related price of
goods and services, non-food inflation, mostly house-
hold equipment and transportation, however it does
not influence too much the headline inflation as its
weighted is quite small compared to food items.

It was note that the behavior of food price in the last
September quarter of 2016 was negatively contribut-
ed to the price change in the quarter, pull down the
global price inflation to -1.5% (chart 11). By contrast,
the current September quarter, the food price contrib-
uted positively to the global inflation, represent 0.31%
of its contribution to headline inflation of 0.3%, while

Chart 11
TL Inflation (Dili)

Annual percentage change; percentage point contributions
mSep-16  MJun-17  MSep-17

150 ~

1.00

0.50 -

0.00 +

CGom. |

-0.50 -

Health

Housing1
Household ed™ X,
Transpo?

Rec. & ¢ult. J

Ed ucqtl'on r

Glo. & ffoot

-1.00 ~

00
Alc.|& tobaco r

-1.50

-2.00

Source: General Directorate of Statistics and BCTL analysis




slowing down compared to last June of 2017. Non-food
inflation contributed with -0.01% to the global infla-
tion in the quarter, include transport related prices,
which had 0.2% changed, contributed 0.01% to the
headline inflation, compared to a 0.0% contribution in
the last quarter of June.

Il. e. Interest Rate

It was observed that the average bank lending rate re-
mained declined in the quarter. The weighted average
of bank lending rate reduced by 0.15% to 12.70% in
September quarter of 2017. In turn, in average, the
deposits rate is less than 2%. The time deposits for in-
stance, in average, situated at 1.7%, while demand and
savings deposits registered about 0.35% and 0.26%
respectively in September 2017.

lll. Commercial Banks

The annual growth of total assets of the banking sys-
tem and its key elements continue posted the strong
development, particularly its liquid assets which mostly
accounted by the deposit base. The lending to private
sector consistently stood with slight growth in a long
period of time, decreased in last three consecutive
quarter, while recovered in the last quarter and contin-
ue grow in the current quarter compared with corre-
spondent quarter of 2016.

Table 2
Highlights of the Banking System

The total assets of the banking system showed a net
expansion of USD74.1 million during the year, and
stood at USD1,120 million in September 2017.
Hence, the assets of the banking system rose by 7.1%
compared to an increase of 0.2% recorded in the last
June quarter of 2017. In the same time, the annual
trend of total deposits of the banking system contin-
ued to increase, has achieved USD953 million at the
end of September 2017. Indicate an annual growth of
16.5%, after revealed a 10.2% growth in the last June
quarter, denote about 85.1% of total assets at the
end of September 2017, decelerated from 85.6% in
last June. While, most of the deposits are placed
abroad. The placement abroad recorded about 78.7%
of total deposits, from 81.3% recorded in last quarter,
represented most part of the banking system assets,
about 67% of total assets, fortunately decelerated
from 70% in last June quarter.

Total lending of commercial banks up to the quarter
of June 2017 were of USD210.6 million, recorded an
annual growth of 14%. Meanwhile, the income re-
ceived during the quarter, as percentage of assets
(ROA, or Return on Assets), was of 1.3%, increased
from 1% recorded at last quarter. Banks continue to
have liquidity ratios above the minimum required by
BCTL, with an excess liquidity ratio of 72.06% in the
quarter under review. The requirement actual held
was of USD910 million compared to the liquid assets
required of USD157 million (15%).

Chart 12
TL Banking Systems: Assets Development

in million USD
change | change
Sep-16 [ Jun-17 | Sep-17 | from | from
Sep 16 | Jun 17
Total Assets 1046 1074] 1,120 71 43
Liguid Assets 876 880 911 40 36
Investments 9 18 18] 100.2 0.0
Total Loans 185 187 211 140 69
Non-performing loans 23 30 30 5.6 09
Provision for Loan Losses 40 39 38 -4.8 17
Total Liabilities 996| 1,003 1,046 50 42
Deposits 818 919 953 165 37
Capital 50 71 74 487 49
Liguid assets requirement (15%) 149 151 157] 5.0 42
Income 39 29 43| 103| 469
Expenses 26 18 29] 101| 588
Net income 13 11 141 105| 274
ROA (%) 12 10 13

Source: Commercial Banks balance sheets and BCTL analysis
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Table 3: Financial Sector Access Points Coverage

June 2016: access Points

Financial Services Providers Fiz::':;;;i& ATM EETROS h;zi::;g Other Total
Banks 33 =52 154 235 484
MFls a7 534 671
Credit Unions 32 32
Insurance 2 2
Others (MTD, CEE) 10 10
Total 82 52 164 269 a2 1199

September 201 7: access Points

Financial Services Providers Fiz::rgf:ie ATM EFTPOS h;ziiig;g Other Total
Banks a9 85 149 235 511
MFls a7 534 ET1
Credit Unions 32 32
Insurance 3 3
Others (MTO, CEB) 11 11
Total 90 88 149 869 32 1228

Source: Banco Central de Timor-Lests

Table 4 Timor-Leste Monetary Survey
Millions of LS Dollars

AL % change
Jun-17 cont

1Yagn 1Yago

MET FOREIGMN ASSETS 263.11 102728 109964 142 142
CLAIMS ON NONRESIDENTS 103534 107993 116952 136 126
LIABILITIES TO NOMRESIDENTS -7T5.23 5265 -89 25 0.6 -7l
DOMESTIC CLAIMS -206.17 -175.98 17177 -16.7 -16.7
MET CLAIMS ON CENTRAL GOVERMMENT -419.62 -402.90 -411 80 -3.8 -19
CLAIMS OM CENTRAL GOVERNMENT 0.00 0.00 0.00 0.0 -41.0
LIABILITIES TO CENTRAL GOVERMMEMNT -A18.82 -A02.90 -411 20 1.9 -1.8
CLAIMS ON OTHER SECTORS 21345 22693 240.03 -12.9 124
CLAIMS OM PRIVATE SECTOR 21345 22693 240.03 12.4 124
TOTAL ASSETS T56.94 851 .30 927.87 226
BROAD MOMEY LIABILITIES 601.08 67233 73496 223 223
CURRENCY OUTSIDE DEPOSITORY CORPORATION 13.89 1584 15687 0.3 128
TRAMSFERAELE DEPOSITS 35647 36725 416 25 10.0 189
OTHER DEFPOSITS 23071 28923 302.44 119 311

SECURITIES OTHER THAM SHARES

DEPOSITS EXCLUDED FROM BROAD MOMEY 279 82288 1487 4324
LO&MNS 0.03 0.02 0.02

SHARES AND OTHER EQUITY 117.75 14115 15187 29.0
OTHER ITEMS [NET) 3528 2893 26.16 259
TOTAL LIABILITIES T56.94 85130 927.87 226
Source: BCTL

Memorandum item: Petroleum Fund Assois 16,605 16,505 16,6887 o5




