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Timor exports oil & gas, tourism, and coffee (and not much else)

2019 exports, $193 million
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No diversification in exports over time
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Attempts to export new products generally fail after 1-2 years

Number of products Timor-Leste exported with a comparative advantage (RCA>1), by sector
Number products in each sector*

Total
Services Textiles Agriculture| Stone Minerals Metals Chemicals | Vehicles Machinery | Electronics
2019 1 2 14 3 3 2 2 27
3yrs 1 7 1 1 10
(2017-19)
3yrs & >1m 1 2 1 4
(2017-19)
Only 4% of new exporting firms
* out of over 1200 globally traded products are still exporting that product
after 3 years. (World Bank)
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Imports are very diversified, reflecting limited domestic production

Services ~$1billion ($1.54 bn in 2021)
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Why does diversification matter for Timor-Leste?

Diversification: The process of expanding a country's economy by developing a range of different industries and
sectors.

Ml

Diversification yields faster, more sustainable, and inclusive growth by supporting:

* Resilience - reducing the risk of economic instability that can result from dependence on a few industries,
products, markets, and sources of income.

 Dynamism and growth - producing more complex and sophisticated products, creating opportunities for
innovation and growth, creating new employment opportunities, and ultimately driving economic growth and
poverty reduction.

* Gender equality - Diversification often leads to a ‘feminisation of the labour force’, creating new industries
and more formal job opportunities, and opening sectors that are more inclusive.

And importantly for TL and other Pacific Island Countries, generating new exports and sources of government
revenue.
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Women’s participation in the labour force remains below men’s...

Timor-Leste: Labour force participation rate, 2021
(% of working-age population 15+)
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Source: Labour Force Survey (2021).
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...with 50% of women not in the labour force constrained by family duties.

Timor-Leste: Reasons given for not being in the labour force, 2013
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Detrimental social norms seem to be present from early childhood

* The gender gap in educational attainment is apparent from primary school and continues throughout
higher levels of educational degrees.

Timor-Leste: Educational Attainment, 2021
(% of population 25+)
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Higher education correlates with higher labour force participation

* The higher the educational degree attained, the higher the rate of participation in the labour force.

* This is the case for all degrees, with the exception of those with less than primary education or none, as
those are most likely driven into the labour force to escape poverty.

Timor-Leste: Educational Attainment in Labour Force, 2021
(% of working-age population with such education degree)
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Many women are entrepreneurs and highly active in agriculture...
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Timor-Leste: Status in Employment, 2021
(% distribution)
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Source: Labour Force Survey (2021).
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....yet they are overrepresented in the informal sector.

* Women tend to be located in informal and vulnerable forms of employment, which lack
stable incomes and benefits. Women entrepreneurs tend to develop informal income-
generating activities around traditional skills of cooking, sewing, and craft production —
a potential diversification pathway.

* Women employed in the informal sector: 45.7% (vs. 33.9% for men)
* Employment in the informal sector contains all jobs in informal sector enterprises.

* Women with informal employment: 80.4% (vs. 75.3% for men)

* Informal employment can be carried out in formal sector enterprises, informal sector enterprises,
or households.

* Employees are considered to have informal jobs if their employment relationship is not subject to
national labour legislation, social protection or entitlement to certain employment benefits
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Diversification and gender equality

1. Diversification often leads to an increase in female labour participation through
several channels, including:

* Creating new industries and more formal job opportunities. This benefits women in particular
as they are often over-represented in traditional, low-paid, and insecure jobs.

* Balancing employment disparities by opening sectors that are more inclusive or traditionally
employ more women, relative to extractive industries that tend to dominate undiversified
economies, like mining or logging.

* Improving economic stability, especially employment stability, benefits women in particular, as
they are typically over-represented in vulnerable employment.
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Diversification and gender equality

2. Gender inequality decreases export diversification, especially in developing
countries as:

* Gender gaps in opportunity, such as lower education enrolment rates for girls than for boys,

harm diversification by constraining the potential pool of human capital available in an
economy.

* Gender gaps in the labour market impede the development of new ideas by decreasing the
efficiency of the labour force.
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Impact of equal employment on long-term GDP

To illustrate the potential of such benefits for Timor-Leste specifically, we calculate the impact of

equal employment between men and women on long-term GDP. Such equality could increase GDP per
capita by 25% and total GDP by US$906 million.
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https://unsplash.com/@tanushreerao?utm_content=creditCopyText&utm_medium=referral&utm_source=unsplash
https://unsplash.com/photos/aerial-photography-of-island-during-daytime-zAW8Oc5bkis?utm_content=creditCopyText&utm_medium=referral&utm_source=unsplash

Four potential diversification pathways that account for constraints,
opportunities, and investor interest

Viability timeline

1. Agriculture (and fisheries*) to food and beverage

Short
term Processing
2. Sustainable forestry to manufactured forestry products
(paper, wood, furniture, biofuel, PES, etc.)
3. Niche export-oriented manufacturing
4. Tourism™ to other tradable services
Long
term We define short-term as within one decade, medium-term within two decades and
long-term as within three decades.
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Diversification pathway 1: Agriculture and Fisheries to Agro-processing ﬁ

* Short term: niche speciality agriculture & beverage
products, leveraging Timor-Leste’s comparative .
advantage in producing organic, premium, high-value ———
cash crops with strong export potential (e.g. cocoa, —— — ¥
vanilla and candlenut oil).

* Medium-term: agro-processing sector (including
seafood).

v’ Investor interest + supports import substitution + food
security + job creation (especially for women).

* Longer term: high-value-added, premium food
exports.

* Leverage organic status & ‘halo effect’ of coffee.
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Diversification pathway 2: Forestry to Manufactured Paper and Wood
Products

* Short term: agroforestry products (including bamboo & sandalwood)

+ payment for environmental services.

v/ Sustainable forestry as a point of differentiation — higher prices. Climate
finance opportunities.

v" 1 kg sandalwood oil = AS6,875!
* Medium-term: wood, paper, furniture, and other wood-based

products
v/ Existing carpentry SMEs, demand for ethically produced forestry products.

* Long-term: higher-technology wood-based products such as textiles,

chemicals, and biofuels.
* Inputs into niche-manufacturing e.g. bamboo products, natural textiles.

Image source: Unsplash.
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Diversification pathway 3: Niche export-orientated manufacturing lﬁ‘

* Short term: textiles & garments,
recycling (in addition to agro-processing
Share of contribution to value added per worker
& wood products). (manutacturing)
v Existing business + Aus. investor interest

Publishing and

\/ JObS for women Textiles and printing, 7% Other
apparel, 7% manufacturing,
* Medium term: carpets, footwear, textile otor vehicles 2
rags, furniture, rubber products, fabrics, ansportation
equipment,

18%

and essential oils (particularly

sandalwood, vanilla, and clove, which

would link to diversification into e g
agriculture and forestry products). w B

Source: World Bank Enterprise Survey
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Diversification pathway 4: Tourism to other tradable services ﬁ

* Short term: further develop niche tourism sectors including eco-tourism, cultural
tourism, marine tourism & adventure tourism.

v" Jobs for women, aligns with broader sustainability focus.

* Long term: Business Process Offshoring (BPO) successful in the Caribbean &
Pacific islands (especially Fiji)

* Includes customer service, finance and accounting, human resources,
information technology, and other administrative functions.

* Jobs for women
This industry requires:
* Aviation linkages
e Comparatively lower labour costs

* Good infrastructure, especially reliable internet connectivity,
transportation facilities & affordable office space.

* Alarge pool of workers trained in customer service, developed through
the tourism sector with English language & digital skills.

* A favourable business climate, low tax rates, and supportive government
policies.

Australian| & ) pposivy
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Promote complementarities between industries

The Blue Economy provides opportunities for
diversification for Timor-Leste across industrial and
service sectors such as:

e Sustainable fisheries, mariculture and aquaculture
(including seaweed, tilapia, mud crab and oysters), and
value-added seafood processing.

e Low-carbon marine transportation, ports and
shipping leveraging Timor-Leste’s strategic location
along major shipping routes and the newly completed
Tibar Bay Port to develop a regional maritime hub.

e Coastal and marine tourism including eco-tourism,
community-based tourism, dive and snorkel and
whale-watching tourism.

* Marine renewable energy e.g. offshore wind farms and
tidal and wave energy.

Australian
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Photo by James Tay on Unsplash
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https://unsplash.com/photos/two-boy-sitting-on-gray-pavement-ubnm8R49PZQ?utm_content=creditCopyText&utm_medium=referral&utm_source=unsplash

A high-level overview of our recommendations

We focus our recommendations on:

* How to acquire knowhow and facilitate diversification, such as:

Via scaling up targeted FDI attraction efforts (e.g. developing sector value propositions for priority

diversification sectors), identifying and supporting pioneer entrepreneurs looking to start new industries.

* Prioritise attracting skilled immigration.

Scaling up labour mobility (aligning with diversification sectors) allowing workers to gain exposure to
‘international standard’/best practice tourism, hospitality, agriculture and manufacturing.

Better utilising returned PALM workers to train incoming workers/the broader domestic labour force.
* Alleviating the binding constraints to competitiveness.
* Land reform, including 1) reforming law relating to land tenure, 2) implementing a land registry and 3)
establishing a database of state land available for investors.

* Boost aviation connectivity.
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A high-level overview of our recommendations

* ‘Low-hanging’ or high-impact interventions that cut across our proposed diversification paths.

* Technical support for quality control testing laboratories, SPS & certification services (to meet market access
requirements) (E.g. Twinning with DAFF & Standards Australia)

* Investment in English language training & digital skills — needed for tourism industry development + BPO.

* Increasing access to finance via:

* Accounting specialisation stream under Australia Awards to support the urgent need for a standardised accounting
framework.

* Support to fast-track implementing a bankruptcy law (currently preventing banks from collecting loans).

* Support international financial market integration

* Technical support for Timor-Leste’s bid for Financial Action Taskforce (FATF) membership through enhancing
Timor-Leste’s AML/CTF regime (AUSTRAC).

* Assistance from RBA (under South Pacific Governors Meeting) to support TL in overcoming correspondent bank
challenges.

* How the government can best use incentives and other industry support to facilitate diversification.

e Support for R&D for agriculture & agro-processing industry development, targeted investment attraction
incentives (e.g. for cold chain storage & logistics, renewables, a digital skills hub), and high-quality DO MORE THAN BANK

ACROSS ASIA PACIFIC.

agricultural extension services (TOMAK & ACIAR can support). et L2
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