Economic Bulletin

A Quarterly Publication of the Central Bank of Timor-Leste

ISSUE NO.4_December 2018

I. Balance of Payments Statistics Timor-Leste

BCTL has just published Timor-Leste's balance of pay-
ments statistics for the full year of 2018. Our current
account balance continued to record a deficit in 2018,
amounting to -50.7 USD million, or 2.9% of GDP.
These figures thus represent a substantial improve-
ment for our external accounts. The substantial de-
cline in the current account deficit was mainly due to a
decrease in our trade account deficit (goods and ser-
vices account balance), as well as an improvement of
the balance of our primary income account, on the
back of higher oil-related inflows.

Naturally and as a matter of accounting balance, the
current account deficit has to be financed by an equiv-
alent balance, but of opposite sign, in the capital and
financial accounts. In terms of the external deficit fi-
nancing sources, we highlight the importance of re-

sources relating to equity and foreign direct invest-
ment in our economy, banking system’s funds depos-
ited abroad, and public investment abroad, including
naturally the Petroleum Fund’s assets.

The overall trade account deficit was lower in 2018,
totaling -797.4 million, compared with the -958.8
USD million recorded in the previous years. In 2018,
this deficit represented -45.9% of non-oil GDP. The
overall trade deficit was due to both deficits in the
goods account of -610.7 USD million and services
account of -208.9 million. The goods account deficit
decreased in 2018, compared with the -614.8 USD
million deficit recorded in 2017, which was, in turn,
due to the slight fall in goods imports of -0.3%, to -
394.9 USD million in 2018
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The services account recorded a narrower deficit in
2018, amounting to -208.9 USD million, versus the -
344 USD million registered in 2017. This was due to
the simultaneous rise in services exports to 237.9 USD
million in 2018, compared with the 92.5 USD million in
2017, and reduction of services imports to 446.8 USD
million in 2018.

In turn, note that the increase in services export was
largely driven by the increase of tourism/travel related
inflows to USD218 million in 2018, compared with the
USD73 million recorded in 2017. On the other hand,
the decline in services imports was driven by the falls in
imports of transportation services (-3%), insurance ser-
vices (-3%), tourism /travel(-5), government services (-
18%), and telecommunications and other services,
which recorded declines of -31% and -38%, respectively

The primary income account surplus continued to re-
cover in 2018, on the back of 2017’s improvement.
Note also that the recovery in the last 2 years offset,
but only partly, the substantial and structural decline
recorded between 2012 and 2016, driven by the huge
decrease of oil-related revenue from the JPDA (Joint
Petroleum Development Area). In 2018, total primary
income increased by 14.6% to 842.6 USD million,
amounting to 48.5% of GDP, when compared to the
753.3 million recorded in 2017. Note also that this
substantial improvement explained the majority of the
improvement in our current account deficit, referred
above.

The secondary income account deficit continued to wid-
en in 2018, recording a net outflow of 95.9 million
USD, higher than the 60.7 million of 2017. In turn, this
was mainly due to the expansion of outward worker
remittances, despite the expansion of inward workers
remittances. Outflows corresponding to worker remit-
tances were 283.4 USD million, while inward remittanc-
es amounted to USD187.5 million. Note also that part
of rise of the deficit in this account was explained by
the reduction in donors’ programs disbursements

Total capital and financial account with transaction in
the rest of the world was positive in the three consecu-
tive years and amounted to 286.6 USD million (16.5%
of non oil GDP) in 2018, lower than USD532.7 USD
million (in 2017. This evolution of the financial account
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continues to be determined by portfolio investment
flows, which totaled 180.7 USD million, compare with
USD340.4 USD million in 2017 lower than USD690
million in 2016. The reduction in the price of oil and
the oil production in the Timor Sea, together with the
withdrawal of capital from the petroleum fund to fi-
nance the State Budget, resulted in the net decrease
in the country's foreign assets.



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

BCTL’'s monetary and financial statistics generally in-
clude data that covers our domestic financial system,
which includes the following institutions: the central
bank, commercial banks and other non-depositary fi-
nancial companies. This dataset is published monthly
by the central bank, on a regular basis.

Total broad money (M2) is calculated as the sum of
total coins issued by the central bank and in circulation
and bank deposits, including demand deposits, as well
as term and savings deposits. As depicted in chart 5,
money supply growth was 3.1% in the 4t quarter of
2018, compared with the -7% decrease recorded in the
previous quarter. This increase of broad money (M2)
was mainly driven by the expansion in demand depos-
its and coins in circulation, by 12.8% and 20.1% re-
spectively. This represented an acceleration for this
category, when compared with the decrease of -15.6%
of demand deposits in the previous quarter.

The growth in demand deposits in Q4-2018 was mostly
driven by the increase of private sector demand depos-
its denominated in USD. In terms of institutional sec-
tors, formal companies and households/retail deposits
rose by 4% and 26.7%, respectively.

Il b. Net Foreign Assets

Timor Leste’s Net Foreign Assets (NFAs) position corre-
sponds to the net balance of assets value that the
country and its institutions/agents own abroad, sub-
tracted of the value of domestic assets owned by for-
eigners (or liabilities of domestic economic agents).

After three consecutive quarterly declines, NFAs’ rec-
orded an annual increase of 12.9% in the last quarter
of 2018. Despite this rise, total net foreign assets re-
main lower, when compared to past years’ levels.

Net foreign asset growth was driven mainly by the ex-
pansion of central bank’s NFAs and NFAs of other de-
pository corporations. BCTL's NFAs rose by 24.3%,
compared with the decrease of -17.5% recorded in the
previous quarter. Additionally, other depository corpo-
rations NFAs increased by 4.4%, compared with a de-
crease of -19.3% in the previous quarter.

The main driver of changes in the central bank’s NFAs
was the increase in claims on nonresident by 23.4%,
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compared with the decrease of -17% in previous quar-
ter. The increase in claims on nonresidents was driven
by the expansion of other deposit by 34.6% in the De-
cember quarter, much higher than the -36.7% de-
crease in the September quarter. On the other hand,
financial liabilities continued to decrease by -2.3%,
after recording a fall of -1.3% in the previous quarter.

The increase in other depository corporations’ NFAs
was mostly due to the increase in claims on non-
residents of 5.1%, compared with decrease of -15.6%
in the previous quarter. On the other hand, liabilities of
other depository cooperation rose by 12.8%, compared
with 30.7% in the September quarter. The increase of
claims on non-residents was, in turn, due to the rise in
other deposit denominated in foreign currency, which
amounted to 16.8%




Il. c. Net Domestic Assets

The financial sector domestic assets are composed by
claims on the central government (net) and claims on
our private sector. Net claims on the central govern-
ment include financial system credit and liabilities to
the Public Sector. Since Timor Leste’s Public Sector has
no domestic borrowings, the net claims on this sector
in the monetary statistics have been and continue to be
negative. These then correspond to the value of Public
Sector funds deposited with domestic banks. On the
other hand, claims on the private sector consist of bank
credit to the domestic private sector.

After having declined for 3 consecutive quarters, do-
mestic claims’ annual growth was again positive in the
last quarter of 2018, rising by 32.3%, after having reg-
istered a reduction of -72.1% in the 3rd quarter. On the
other hand, the liabilities to the Public Sector grew by
12.5%, while the credit to private sector continues to
decrease, recording a fall of -2.4%. The increase in lia-
bilities to the State was mostly driven by the increase in
the liabilities of the central bank, which rose 22.4%.

Il. d. Credit to private sector

Overall bank lending growth has been trending down all
along 2018. As depicted in chart 8, total credit declined
-2.4% to 221.8 USD million in the last quarter of 2018.
The decline in credit was mainly due to the low demand
for credit from the private formal companies’ sector.
Lending to the agricultural sector recorded the worse
decline (-82%), followed by tourism and services with a
decline of -53.1% and construction (-14.7%). In terms
of contribution to total annual changes, the declines in
lending to tourism and services sectors contributed
substantially (-6.5%), followed by construction (-4.2%)
and agriculture (-2.1%). Note also that the decline of
overall credit lending seems to be in line with the sub-
stantial slowdown/contraction of our non-oil economy
in both 2017 and 2018.

Il. e. Interest rate

The weighted average lending rates for commercial
banks decrease by 0.2 basis points to 13.5% in Decem-
ber of 2018 from 13.3% in the same month last year.
This decrease was mainly attributed to a slight adjust-
ment in the six month Libor fluctuations applied by
commercial banks. While, demand deposits of
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weighted average interest rate decrease by 0.2 basis
point to 0.06% in December 2018 from 0.31% in the
same month last years, As the result increase the
spread (between deposits and loans), as measured by
the credit, increase 0.4% to 13.4% in December
2018, compared to same month previous year.




Il. f. Price and inflation

Economically inflation affect many factor and lead to
economic problems which can drop the economy
growth of a particular country. According to Friedman
(1977), inflation is monetary phenomenon, meaning
that growth rate of money supply increase or decrease
will affect inflation as well. Headline inflation, as meas-
ured by the consumer price index (CPIl), has decelerat-
ed in the last quarter of 2018. According to ‘Direcao
Geral de Estatistica’ (DGE), Dili's annual CPI inflation
was 2.1% in December 2018, down from 3.2% in Sep-
tember 2018. Meanwhile, the average annual inflation
rate rose to 2.4% in 2018, from a lower average figure
in 2017.

The decline recorded for inflation in December 2018
was driven by the slowdown of inflation rates for both
food and non-food categories. Non-food inflation contri-
bution to annual headline inflation was 1.32%, while
food inflation contribution was only 0.36%, in Decem-
ber of 2018. Charts 9 and 10 below depict the annual
percentage change and annual percentage change
contribution of each category to CPI headline inflation.

The slowdown of food inflation was mainly due to decel-
eration of price increases for milk, cheese and eggs to
5.4%, down from 12.2%, contributing only 0.15% to
headline inflation in December of 2018. This sub-
group’s contribution was followed by the slowdown of
rice price inflation to 3.7%, down from 7.2%
(contribution 0.29%), bread and cereals (to 0.9%, down
from 1.6%, with a contribution of 0.02%), oils and fats
(to 0.7%, down from 6.9%, with a contribution of
0.02%), and meat inflation (to 1.1%, down from 1.8%,
with a contribution of 0.10%.

In terms of non-food CPI items, the major changes were
for: alcohol and tobacco price inflation, which was
11.1% in December, down from 11.9%, and a contribu-
tion to headline inflation of 0.64%, transportation infla-
tion was 3.9%, down from 5%, and a contribution of
0.31% and housing inflation, which was 0.7%, down
from 1.5% in September, with a contribution of 0.05%.
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Table 1. Timour-Lesle Balance ol Paymenls

Current Account exclude others primari income 8881 8231 G000 -723.8 -740.1 -T2 .2 -7T05.9 SG0.8
1. Current Account 23520 27360 239041 10832 238.7 -545.5 -284.2 -50.7
A Goods and Services 17583 15582 10507 11967 -1Z14 .8 -1115.1 -295&8.8 T9T7 .4
1. Goods,fob 3733 S384 197 -603.0 -634.9 -546.5 -614.8 =107
Exports, fobr 28.7 333 17.7 15.5 185.0 20.0 1G.G 2.4

Imports. fob 4019 <009 -2999 -398.9 -297.9 -296.9 -295.9 2949

2 Bervices{net) 14151 =198 431 0 -583.7 5799 -5G8.6G 3440 2089
Exports of services TEBO 59 .4 702 738 T3.6 76T 925 2379
Imports of services 14941 S859.3 SO0l -GGT.0 -G53 .4 -G45.3 -436.0 4GS

B. Primary Income 35773 328621 33267 21335 12898 5431 T35.3 8426
1. Compensation of employees 1154 119 .4 1204 121 .4 122 .4 123 .4 124 4 125.4
2_Investment income 2188 207 4 2742 3159 310.8 3197 3118 3299
3. Other primary income (income from JPDA}, credit 17 32401 35591 30501 1817 .0 ars.9 2237 421 7 S510.1
C. Secondary Income 5330 4321 1141 156 .4 163.7 26.4 -60.7 -895.9
Il. Capital account and financial, Exclude Reserves 2248.7 22198 2544 .0 1364 4 ST.6 S32.9 S32.7 286.6
Capital account 262 224 201 13.7 29.0 47 .4 240 516
Financial account 22749 22432 -2564 .1 -137s.1 28.6 4855 4898.7 235.1
Overall Balance (I1+11) 1033 5162 1539 -271.2 296 .4 -12.6 2485 2359
1. Emmors and om issions 479 -S4 2 -2 7 -105.1 TG G -144 2 150 106 .4
Mon-oil GDP at contant prices 13736 144983 148592 1547.49 1608.7 169426 175356 173602

{in parcant of GOPS

Curmrent Account exclude others primari income 547 -SG5 ~14 4 6.5 ~16G.0 45 .4 -40.3 -32.3
1. Current Account 1712 1887 1609 706 14.8 -32.2 -16.2 -2.9
AL Goods and Services 1280 1075 To.T TT7.5 -TS.5 -85.8 -54.7 -45.9
1. Goods.fob 272 440 417 -39.0 -39.5 -32.3 -35.1 -352

Exports, fobr 2.1 23 u 10 1.1 1.2 o9 o.1

Imports. fob 293 463 =429 0.0 0.6 -22.4 -26.0 -353
2. 3ervices 1030 G344 290 =384 =360 -33.6 -19.6 120
Exports of services 5.7 48 4.7 4.8 4.6 4.5 5.3 13.7
Imports of services 1088 5852 =3.7 -43.1 40 .G -38.1 249 -25.7
B. Primary Income 2604 266 .4 2229 1379 80.2 321 419 485
1. Compensation of employees 8.6 GG o2 o0 .0 .0 o1 0.2
2. Investment income 159 143 185 20.4 19.3 189 i7.a8 19.0
3. Olher primaryinume (income from JPDA), credil 1,7 2359 2455 2053 117 4 &a0.8 13 .2 240 29.4
C. Secondary InCcCome 388 298 7.7 101 i10.2 1.6 -3.5 -5.5
1l. Capital and financial Excdlude Reserves -163.7 1531 1712 B5.2 3.6 31.5 S04 16.5
Capital account 19 -154.7 1726 =91 i.8 287 28.4 135
Financial account 7.5 356 104 A7.5 1s.4 0.7 14.2 13.6
Overal Balance 75 356 -10.4 -17 .5 18.4 0.7 142 13.6
1. Emmors and om issions =5 5.5 29 <. 8 -4 .8 8.5 o9 -G.1

Table 2 Timor-Leste Monetary Survey

Millions of US Dollars

| point cont. | change
Dec-18 ) .
‘ 1Y ago | 1Y ago
Met Foreign Asset 1250.6 8939 14120 129 129
Claim on non residents 1327.0 981.7 14965 136 128
Liabilities to nonresidents -716.4 -87.8 -813 04 6.4
Domestic claims -212.8 -47.9 2814 323 323
Met claims on central government 4724 -294 4 5313 277 125
Claims on central government 0.0 0.0 0.0 0.0 0.0
Liablities to central government 4724 -294 4 5313 125 125
Claims on other sectors 2596 24865 2499 4.6 38
Claims on private sector 2107 2465 2499 151 186
Broad money liabilties 8229 683 .3 8486 31 3.1
Currency outside depository corporations 151 17.6 182 04 201
Transferable deposits 4497 3518 5072 7.0 128
Other deposit 3580 3140 323.2 42 97
Securities other than shares
Deposit excluded from broad money 148 42 632 13916 3257
Loans 0.0 0.0 0.0 0.0 0.0
Shares and other equity 918 162 2 1716 58 &87.0
Other items(net) 43.5 3.0 47.2 -1369.3 8.7
Source: BCTL




