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It is a great pleasure to thank the many people and institutions who have con-
tributed to this volume, and to the Dili Economic Forum on which it is based.
We began to plan this exercise seriously at a conference on East Timor in Wash-
ington DC in August 2000. The basic rationale then was that East Timor was
moving swiftly towards independence, that there was likely to be plenty of
international goodwill and support, and that what was critically important was
the development of a coherent set of development policies to guide the new
nation forward.

We therefore began to identify what we considered to be the key develop-
ment policy challenges, and to invite a group of leading thinkers and practi-
tioners to set out the policy options and issues under each topic. We wanted to
cast the net widely, examining not just �mainstream� economic issues but the
political and legal framework, social policy and the special challenge of rela-
tions with Indonesia. Moreover, we thought it highly relevant for East Timor,
as a latecomer, to absorb the lessons from other countries and regions. 

We began talking to potential donors and contributors shortly thereafter. The
Asian Development Bank (ADB) expressed interest in our proposal and quickly
provided the necessary support. We are most grateful to the ADB for its funding
and flexibility, and for giving us a completely free hand in organization and
implementation. In particular, Etienne van de Walle was with us all the way in
this endeavour, sharing our vision and providing unswerving support. We also
wish to single out the head of the ADB�s East Timor mission, Robin Boumphrey
who, despite many onerous duties, provided staunch support throughout.

Although this enterprise is funded by the ADB, it will be obvious that it does
not necessarily share or endorse any of the views expressed in the volume. 

Our authors made this volume what it is. We wish to thank them all for their
participation. They are all busy people. They were contacted at very short notice
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� many as they were about to take their summer vacation! � and given an excep-
tionally tight deadline. They all prepared high-quality, thoughtful and policy-rel-
evant pieces for the Dili Forum, and they all revised their papers promptly for
the book. The majority of contributors had not been to East Timor before, but all
had extensive knowledge of the region and shared a commitment to wanting to
help the new nation.

Planning for the Forum, held in Dili on 26�28 March 2001, was a major
logistical challenge. We thought initially of holding it nearby, in Darwin, which
would have been easier. But this would have lacked the immediate local impact.
In addition we thought that the Forum could be an exercise in institution build-
ing, to show the world what East Timor could do in difficult circumstances.

The East Timor Study Group assumed responsibility for organizing the
Forum, and we wish to place on record our debt to the many individuals who,
in very difficult circumstances, together made the Forum a great success. The
core planning was in the hands of Helder da Costa, Francisco da Costa Guter-
res and Francisco da Costa Soares � all members of the East Timor Study
Group. Their commitment, efficient organization and generous hospitality
made all the difference, and we appreciate very much their good work. Two
other members of the East Timor Study Group, Edmundo Viegas and João Can-
cio Freitas, were also instrumental in organizing the Forum. We spent much
time working over the plan for the Forum and the volume with Helder da Costa
and Jay Rosengard, whose wise counsel was always invaluable. 

We feel greatly honoured that several distinguished Timorese supported the
Forum, and took time out from busy schedules to address the gathering. These
include Xanana Gusmao, Bishop Carlos Ximenes Belo and José Ramos Horta,
whose speeches to the Forum are reproduced in modified form as prefaces to
this volume. In addition, Bishop Basilio do Nacimento, Minister Mari Alkatiri,
Mrs Maria Federer and Mr Mariano Lopes da Cruz all addressed the Forum at
some stage, and contributed much with their insights.

We also wish to thank the many Timorese and others who chaired sessions
and acted as commentators. These include José Abel, Rui Maria Araujo, Ben-
jamin Corte Real, Manuel Countinho, Jan van Houten, Felipe Mesquita,
Domingos Sousa, José Teixeira and Sofia Borges. 

Our appreciation goes to the National Council of Timorese Resistance
(CNRT) for allowing us to use its conference facilities, and for the strong sup-
port we received from its leadership and staff. Mr Virgilio Smith and his team
from the Secretariat helped to ensure strong logistical support.

Beth Thomson managed the production of this volume, working well
beyond the call of duty, and to a very tight timetable. As always, she edited the
papers with her customary care and efficiency. She also prepared the indexes.
It is always a pleasure to work with Triena Ong and her friendly and capable
editorial staff at the Institute of Southeast Asian Studies. We also thank our 
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co-publishers � Asia Pacific Press (Canberra) and Palgrave (London/New York)
� for their interest in and support of this volume. 

It is obvious that events are changing very quickly in East Timor, and so
inevitably parts of this volume will begin to date almost immediately. However,
while the very short term is critically important, we are also looking beyond it
in this exercise, by attempting to draw attention to major elements of a coher-
ent long-term development strategy for the new nation. 

It is also obviously the case that the country�s socio-economic database is
seriously deficient (though not to the extent that is sometimes assumed), and
that political parameters are in the process of being formed, and institutions
developed. We could have waited several years for all this to be worked out. But
that would have resulted in a very different kind of volume. Vital decisions are
being made now, and we thought it important to participate in the process. As
was mentioned by one of the participants, in a remark attributed to Lord
Keynes, �it is better to be approximately correct than precisely wrong�. We have
approached the many complex and delicate issues addressed in this volume
with such a proposition in mind. 

Our audience is first and foremost a Timorese one: the politicians, officials,
academics and students, and anybody with an interest in policy issues. To max-
imize local impact, this volume will be translated into Portuguese and Bahasa
Indonesia, and summary policy briefs of all the chapters are being prepared. 

In addition, East Timor attracts much more international attention than is
common for such a small, poor and isolated country. We hope that this volume
will also be of service to the international community with an interest in the
country. We take this opportunity to thank several international friends, from
Japan, Sweden, Portugal, Indonesia, Australia and the United States, for con-
tributing to the Forum. 

The people of East Timor are about to embark on the huge task of nation
building. If, in some very small way, this volume helps to make this journey a
success, we will all feel very satisfied. Bon voyage in the new millennium.

Hal Hill and João M. Saldanha

Canberra and Dili/San Diego
May 2001
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Since the dreadful destruction of September 1999, East Timor has been under-
taking the task of economic reconstruction under the guidance of the United
Nations Transitional Administration in East Timor (UNTAET) and with the
assistance of the multilateral and bilateral development agencies.

It is obvious that this process, which literally began from scratch, is a gigan-
tic task for UNTAET and for the Timorese people. Amidst the difficulties � rang-
ing from communication between international staff and East Timorese nationals
to the slowness of the reconstruction process itself � have emerged some initia-
tives that will establish the basis for the democratic governance of our country.
Other initiatives have also emerged to help us achieve quick economic recovery.
These include the rehabilitation of essential infrastructure and the transportation
network, the provision of basic health care, the re-opening of schools and, very
importantly, the resumption of markets and economic activities.

But a lot more will need to be done to address four important economic and
social problems we currently face: poverty, unemployment, inflation and illiter-
acy. The per capita income of East Timor was already very low, and sank still
lower with the destruction of September 1999. Unemployment, mainly in Dili,
is very high. Our country has had to cope with high inflation due to the short-
ages of goods and services and the high transport costs resulting from the
remoteness of East Timor from the main international routes.

Looking to the future, one of the main goals of our development will be to
create a fair society with an equitable distribution of income, in which those East
Timorese with lower incomes have their basic needs for education, health care
and public transport met. At the political level, we aim for stability through
democratic and orderly elections, and for good governance, with no corruption
and with transparency in the decision-making process. The National Council of
Timorese Resistance/National Council (CNRT/CN) and UNTAET agreed on the
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date of 30 August 2001 for the first Constitutional Assembly elections. The new
assembly will have as its main task the framing of the constitution of a democ-
ratic East Timor, prior to the proclamation of our independence.

CNRT will dissolve itself in June to give more room for the political parties
to organize themselves and compete against each other in the elections. As the
main UNTAET interlocutor and partner, CNRT has accomplished part of its task
in ensuring that East Timorese have an increasingly important role in the transi-
tional process to independence.

We hope that all this is a positive signal for national and international
investors, to attract their involvement in mutually beneficial economic activities
in East Timor. To this end, it is important to provide security, to clearly define
and publish laws on land and property rights, and to simplify the administrative
procedures for investment. We will develop an appropriate fiscal and tax policy
to give additional incentives to investment.

In this rehabilitation process, we recognize that our technical capabilities are
limited. Despite the best intentions and all the goodwill, the process of Timo-
rization is still too slow. This will pose problems for the future administration of
an independent East Timor.

At the CNRT/CN Congress of August 2000 several economic issues were
discussed, including strategies for development, investment, the environment
and natural resources. Let me share with you some issues that worry us, in the
hope that your suggestions may help us find alternatives for the future of an
independent East Timor. 

We still debate � though in a limited way for the moment � the options
regarding the creation of a national currency. Should we have our own currency
or should we maintain the present situation of using the American dollar? What
other options do we have, considering our small size and other characteristics?

We are concerned about fiscal policy, namely the budget, and whether it
should be balanced. This again involves the issue of a national currency. Besides
this, what are our options for offering fiscal incentives to investment? Another
important discussion has been about the income from the Timor Gap, and the
(so-called) �good life� that it can bring to us. Will it be possible to rely only on
oil revenues, or will we need to develop other resources that can complement
these? Of course, we would like to have a good living standard, relying on our
own resources. But the main issue will be to find a way to avoid the bad experi-
ences of other countries and to ensure that our resources will in fact be a bless-
ing for our country and not a source of even worse problems.

We acknowledge that for the time being, during this transitional process, we
are living off other countries� taxpayers. We believe that for at least some time
to come, we will benefit from the sympathy and support of the international
community. But this support will diminish in the future because we recognize
that there are other countries in the world which ask for the attention and sup-
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port of the international community � support which, just like that given to East
Timor, is well deserved. For all these reasons we wish to develop our non-oil
income, thereby ensuring our long-term growth.

We have considered the creation of a 'free economic zone'. Its objective
would be to stimulate new jobs for Timorese through the development of an �off-
shore� facility that would include a modern financial centre. What would be the
consequences of this for the East Timorese people? Is this a viable option for us,
considering our geographic position in the world?

Given our small production units, we also confront the problem of the com-
mercialization of agricultural production in several regions of our country. We
need to know how best to provide access to markets for small producers, includ-
ing access to credit. Some micro-finance initiatives are available, but they are
still very limited.

In considering all this, I salute the Dili Economic Forum and this book as an
initiative to help us identify our economic challenges and give us some alterna-
tive ideas in our efforts to overcome poverty, unemployment, inflation and illit-
eracy. I wish the Forum and this book every success, and extend my warmest
regards to the organizers � the East Timor Study Group, the Australian National
University and the Asian Development Bank (ADB) � for undertaking this
important work.

Kay Rala Xanana Gusmao

President, Concelho Nacional de Resistencia Timor
April 2001
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Poor economic management in East Timor has resulted in hunger, poverty,
unemployment and social instability.

Hunger refers to the shortage of food, which is the most fundamental need
of human life. Hunger is also a general indicator of a people�s backwardness.
The solution requires the development of a broad-based economic development
strategy. 

Poverty refers to the condition of those human beings who are deprived of
what they require to live with dignity. There are various dimensions to poverty
� economic, cultural and legal. 

The most alarming consequence of economic recession in developed coun-
tries is unemployment. In underdeveloped countries like East Timor, this is the
lack of economic means. Unemployment causes humiliation and depression,
leading to drug use, delinquency, family crisis and despair. It causes psychoso-
matic illnesses, psychological changes and personality disorders. Job creation is
the key to addressing all social issues (John Paul II).

Hunger, poverty and unemployment contribute to dehumanization. This
often results in social instability, which is one of the major human costs of an
economic crisis. The social life of any country cannot function without eco-
nomic stability. 

How are these economic and social ills to be overcome? They have to be
tackled by a free and unified people. The core moral solution entails recon-
structing human solidarity, both in theory and in practice, given that true eco-
nomic development must be guided by the criterion of solidarity. In the words of
Vatican Council II: �The economic activity regulated by its own methods and
laws has � exercised itself within the limits of moral order to fulfil God�s
designs of human beings� (GS, 64). 

Economic activity affects all human activities. 

xix
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Today, more than ever, there are strong reasons to increase our efforts to raise
agricultural and industrial production, as well as the level of services, in order to
meet the needs and growing aspirations of an expanding human population.
Greater efforts should be made to enhance technological progress, foster a spirit
of initiative, create and expand business opportunities, and adapt production
methods � in sum, develop all the factors that contribute to development. 

But the fundamental goal of production is not the mere increase in products,
revenues or power, but rather the service of the human being; of the human being
in its integrity, that is, taking into account the order of his material needs and the
demands of his intellectual, moral, spiritual and religious life. This is true for any
individual or group of people, of any race or religion in the world (GS, n.64).

The human being is the protagonist, the centre and the end of the whole of
economic and social life (cf. GS, n.63). In view of this, we believe the economy
of the new nation of East Timor has to be a planned one. What kind of planning
are we talking about? Democratic planning. In order to be truly democratic,
planning requires the presence of all social groups in the formulation, imple-
mentation and control of economic processes. The different points of view, the
tensions and conflicts, require the presence of organizations that represent dif-
ferent interests, even those that might be regarded as exploitative. 

Participation in economic life requires adequate information and data. Eco-
nomic development must be under human control; it should not be in the hands
of an economically strong few individuals or groups, one political party or a few
powerful countries. On the contrary, there is a need to involve as many people
as possible, at all levels. Equally important is the need for coordination and har-
monious organization between private initiatives and public institutions. 

The economy of East Timor is small scale. Most of the population still rely
on agriculture, much of it subsistence. Hence there is a need for agricultural
planning. In addition, we have been witnessing a flow of people from rural areas
to the main towns, particularly Dili, causing labour shortages in agriculture.
These outflows are motivated by several factors: the desire to escape from an
environment regarded as without future and narrow-minded; the thirst for nov-
elty and adventure; the hope of sudden wealth; the fantasy of a �free life� with
the means and facilities available in the city. 

What can be done to attract the population back to the villages? It is essen-
tial that the authorities provide basic services in rural areas, such as roads, trans-
portation, communications, safe drinking water, housing, health facilities,
primary, technical and professional education, and recreational facilities (cf.
Mater et Magistra, n.127). There is no industry in East Timor. Efforts are under
way to establish small industry. Support should be lent to this sector as well.

Commerce can be understood from various perspectives, and it is in reality a
complex phenomenon. Broadly defined, the �market� constitutes one element of
an economic system. Commerce is one of the fundamental processes of eco-
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nomic activity, as it helps to distribute the flow of goods. It is also an important
social activity, fundamentally related to the distribution of wealth and the regu-
lation of the economic cycle. Ethics and morality need to underpin commercial
activity, in order to eradicate fraud, speculation and �free-riding�.

The price of an economic good is a quantitative expression of the value of
exchange, through the medium of money. According to the traditional Christian
morality, a price is considered �just� when it is determined by the �law of equiv-
alence� between the goods being exchanged; that is, when the price is equal to
the cost of production plus a �reasonable� margin for the seller. But in addition
to this simple commercial dimension, prices have a social dimension. The ques-
tion of prices is a moral issue, and therefore raises questions of social justice. 

How should the government address the question of prices? Its regulatory
function needs to be balanced in a way which ensures that the economy facili-
tates the community�s access to basic needs, and also prevents speculation in,
for instance, housing. Pricing policy therefore needs to take account of the pur-
chasing power of individuals, including that of the disadvantaged groups in the
society.

Fiscal policy is one of the most important aspects of economic policy. Here,
attention needs to be given both to the structure of the fiscal system (its clarity,
simplicity, coherence and legal certainty) and to fiscal objectives. Social and dis-
tributional issues are also important. A similar set of ethical and political judge-
ments applies to the expenditure side of the budget. Here, too, clarity and
transparency are fundamentally important to ensure equity in the eyes of tax-
payers. Finally, expenditure decisions have to be consistent with the broader
development objectives discussed above.

Taxation legislation must be subject to moral scrutiny and considerations of
justice. Thus, for example, direct taxes should be favoured over indirect ones,
and certain products and activities should be exempt (for example, schools and
social institutions). On grounds of equity, a progressive tax structure should be
developed, including exemptions for those with incomes below a certain level.
Finally, there needs to be a public campaign and moral education to encourage
taxpayers to fulfil their obligations and not to regard laws merely as punitive
devices.

Within this framework, I welcome the Dili Economic Forum. I am glad to
know that the proceedings will be published in this book, which should prove
useful for anyone interested in the development of East Timor. 

Carlos Filipe Ximenes Belo, SDB

Apostolic Administrator, Dili Diocese
Nobel Laureate
July 2001

Preface xxi

East Timor/final  29/7/01  6:20 PM  Page xxi



East Timor opened a stormy new chapter in its history on 30 August 1999 when
its people voted overwhelmingly for independence from Indonesia. More than
98 per cent of registered voters defied intimidation to cast their ballots in an
orderly and peaceful manner. The people of East Timor won the world�s admi-
ration for their commitment to democracy. The discipline, patience and dignity
displayed on that day will be a hallmark of East Timor as it moves towards
recovery and independence. Implementation of the results of the ballot should
have been an occasion for celebration. Instead, the people of East Timor were
forced to watch the birth of their country with tears.

The reconstruction that will accompany the journey towards independence in
East Timor, while arduous and painful, will also provide a genuine opportunity
to establish appropriate infrastructure, institutions and economic policies at the
outset. That will facilitate the rebuilding of this small and devastated land into a
viable, self-sufficient, democratic state for the 21st century. 

In order to establish a sound macroeconomic framework for East Timor,
more hard choices will need to be made. These pose formidable challenges for
future policy-makers in this country. The Transitional Cabinet has endorsed poli-
cies establishing a framework for macroeconomic stability. This needs to be sup-
plemented by appropriate structural and social policies to increase investment
and employment in both the private and the public sector. Growth based on
attracting private investment, both national and foreign, requires public policies
and investment to provide better infrastructure, well-established property rights,
effective governance and the rule of law. 

Parallel with this, a future independent East Timor must begin to show its
commitment to sustainability by building a sound fiscal framework underpinned
by a stable, credible currency. Initiatives to establish a national currency in the

Preface
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future will include efforts to ensure it has strong financial backing and the cred-
ibility necessary to be welcomed by international financial markets. 

An urgent task in this newly emerging country is to establish a small, com-
petent and transparent government from the beginning. Given the experience of
previous administrations, East Timor will have a lean and cost-effective govern-
ment that will seek to keep aggregate expenditures aligned with the country�s
absorptive capacity. Domestic revenue sources are expected to provide a solid
foundation for financing the country�s recurrent budget without resource to
donor assistance. Equally fundamental are sound management of public
resources and maintenance of a good economic and regulatory environment con-
ducive to efficient private sector activities. 

While many doubt the country�s economic viability, East Timor is arguably
well endowed on a per capita basis with natural resources both on-shore and off-
shore. The projected oil and gas revenues for the medium term from the Timor
Sea are promising. This export income will be supplemented by earnings from
marble, coffee and other agricultural produce as well as tourism, since East
Timor has a comparative advantage in these activities. There are strong reasons
to believe that the revenues generated from oil and gas will be allocated appro-
priately. An endowment fund could act as a stabilizing force, safeguarding
income from resource sales that rightly belongs not only to the East Timorese
citizens of today but also to generations to come. 

Given that three-quarters of East Timorese are engaged in agriculture, a
future independent East Timor will need to strengthen traditional agriculture by
using appropriate technology inputs to increase crop yields. Providing access to
rural banking and micro-credit facilities will also help to increase the sector�s
output growth while improving its ability to market surpluses and build linkages
with the private sector. Appropriate policies can provide a sound basis for sus-
tained economic growth and poverty alleviation via export-oriented primary
activities. 

With its small natural resource base and limited domestic financial resources,
East Timor will need to engage actively in trade if it wishes to develop its econ-
omy rapidly. Again, a future independent East Timor will welcome sound invest-
ment by firms that wish to operate in an environment free of artificial barriers to
trade. East Timor�s magnificent landscape will be matched by an attractive
investment climate, with appropriate laws protecting property rights and con-
tracts, establishing a fair commercial code, codifying labour relations and mini-
mizing the cost of doing business. After all, this strategy is aimed at laying the
foundation for good governance based on democracy, accountability, trans-
parency and human rights so as to build East Timor into a modern civil society
run by efficient institutions based on the rule of law.

My fervent hope is that this book will contribute in some practical ways to
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help East Timor reduce its heavy reliance on foreign aid, achieve sustained eco-
nomic growth and fight unemployment and poverty effectively.

José Ramos Horta

Cabinet Member for Foreign Affairs, East Timor Transitional Administration
Nobel Laureate
July 2001

xxiv Preface

East Timor/final  29/7/01  6:20 PM  Page xxiv



xxv

It is recognized that sound economic policies are critical to the socio-economic
development of a country. This is a complex task. The policies and strategies
need to be �owned� by stakeholders, including government and civil society. It
is challenging to implement them and to monitor their developmental impact.
Such policies and strategies need to be flexible; they must be able to respond to
the changing needs of the society and the economy. East Timor needs to build
the capacity and skills required to put it on the desirable socio-economic devel-
opment path. 

The papers presented and discussed at the Dili Economic Forum deal with
a comprehensive framework of economic policy and strategy options which are
relevant to the emergence of a national poverty reduction strategy for East
Timor. Such a strategy needs to be designed and owned by the country.

The critical importance of social development goals in underpinning eco-
nomic policies needs to be emphasized. Such goals are best pursued by inte-
grating and mainstreaming social development concerns into development
planning, and into economic growth and other strategic objectives. This is best
done by promoting equality of opportunity, security and empowerment; by
bringing social concerns into the mainstream of development interventions; and
by mitigating the negative social impacts of development policies. Therefore,
economic policies and strategies need to be underpinned by adequate social
analysis and assessment of the causes of vulnerability. Vulnerability and
poverty are closely linked. Well-directed social development efforts are the
backbone of sound economic policies and strategies. They will help to promote
social responsiveness to, and the sustainability and ownership of, policies,
strategies, programs and projects. 

The economic forum publication is just one step in the process through
which the East Timorese people will prepare and formulate their development
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policy and strategy � not following the usual top-down approach so often prac-
tised in the past, but in a truly participatory manner, through an intensive and
long-term dialogue with societal groups and organizations. This is a daunting
task � and one that will take some time, as the civil society landscape and
human resources potential in government agencies will need to be built up. We
recommend that working groups be set up under East Timorese stewardship,
not only to fine-tune macro and sectoral policies but, perhaps equally impor-
tant, to formulate shorter-term action programs and concrete projects that
would quickly demonstrate progress and have an impact on the ground. 

The Asian Development Bank stands ready to provide assistance to the East
Timorese people in the realization of a consultative approach. We are commit-
ted to facilitate such a process in a sustained manner. 

Basudev Dahal

Director, Office of Pacific Operations
Asian Development Bank, Manila
May 2001
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