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Abstract 

 

 

Timor-Leste is a post-conflict nation with multiple administrative regimes that each 

contribute different social, cultural, economic and political legacies. The country’s 2010 

census indicated that there had been rapid growth of the rural population (71%) during 

the previous five years (Timor-Leste Household Census 2010, p. 2). Creating viable 

economic conditions is critical to preventing poverty and urbanisation, which can lead 

to social and economic problems. The Timorese Government has developed a Strategic 

Development Plan (SDP) with a clear vision for 2030. The SDP outlines a goal whereby 

the traditional rural economy will be transformed into a diversified economy, with an 

emphasis on exporting, by 2030 (Government of Timor-Leste 2011, p. 195). The plan 

also foresees the possibility of establishing a special economic zone with the long-term 

purpose of promoting job creation, enabling foreign exchange earnings, increasing 

foreign direct investment, increasing access to markets, and enabling a higher level of 

skills to compete in international market. The purpose of this research was to assess 

which factors could determine the establishment of a special economic zone in Timor-

Leste by taking into account the private sector perspective. 

 

Using qualitative research methods, this study gathered data from both primary and 

secondary sources. The study used questionnaires and direct interviews with 

government officials and private sector representatives in order to answer the research 

question: what are the determinant factors for the establishment of a special economic 

zone in Timor-Leste? 

 

KEYWORDS:  Viable economic, Prevent poverty, Urbanisation, rural 

economy, diversified economy, international market.  
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Chapter 1: Introduction 

 

 

1.1 Background 

 

A special economic zone (SEZ) is an important policy that seeks to promote economic 

growth and foreign direct investment (FDI). The policy enables companies to enjoy tax 

breaks, duty-free importing and streamlined customs procedures. All these incentives 

are intended to promote investment, create employment opportunities, increase export 

and increase foreign exchanges. Implementing an SEZ is proven to have significant 

effects on employment generation, the transfer of skills and technology, and 

manufacturing, including a multiplier economic effect to other productive sectors (such 

as agriculture and tourism), which ultimately leads to poverty reduction. In India, SEZs 

have contributed significant growth to international trade, amounting to exports of 

Rs996,890 million during the financial year 2008 to 2009 (Rawat et al. 2011). This 

policy is considered an engine for economic growth with specific fiscal incentives and 

adequate infrastructure, as established by law (Patil 2015). 

 

The Minister of State and Presidency of the Council of Ministers of Timor-Leste, Agio 

Pereira, defined SEZs as follows: 

‘Specialised zones are zones established to promote highly technical products 

and services unique to an industry. These zones focus on production and 

technology bases, carbon-neutral industrial zones (green cities), highly 

technical logistics and warehousing sites, and airport-based economies’. 

The reasons being Timor-Leste petroleum industry experience massive 
 

transformation in the last 15 years and such experience contributed to fostering   its   

economy.   However,   such   developing   required   highly technical products and 

service for both onshore and offshore areas including  maximizing  greater  participation  

of  Timorese  in  all  supply chain activities pertaining to petroleum operations. Despite 

massive development in the petroleum sector, Timor-Leste continues to face massive  

challenges  on  how  to  increase  its  capacity  as  a  nation  in promoting its private 

sector, particularly how to it competitiveness including how to enhance local skills to 

proactively engage in petroleum and mineral industry.  Since both  Petroleum and 
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Mining are considered as strategic sectors which could trigger other sectors to grow 

such as agriculture,  tourism,  manufacturing,  thus  it  is  indispensable  to  have private 

sector perspective on how to create a productive business enabling environment through 

establishing special economic zone in Timor-Leste..  

 

To ensure steady economic growth, Pereira emphasised that the Timorese Government 

will explore the use of an SEZ to enable the industrialisation of Timor-Leste through 

creating regional development corridors to attract both national and international 

investors. 

 

The SEZ is also considered a suitable policy to diversify Timor-Leste’s economic 

reliance on oil and gas revenues. To diversify the country’s economy adopting an SEZ 

could also have tremendous benefits in addressing Timor-Leste’s most pressing issues, 

such as unemployment and poverty. Historically, there are two important strategies 

underpinning Timor-Leste’s struggle for independence: (1) liberate the country and (2) 

liberate the people. The first strategy has been achieved; however, liberating Timorese 

people from unemployment, malnutrition, extreme poverty, social disparities, lack of 

access to quality education, and gender inequality requires a clear strategy that can only 

be achieved via government policy that is realistically achievable, measurable and 

sustainable. 

 

Tracing back government policy, in 2002, the Timorese Government adopted a National 

Development Plan and designated five locations as potential special zones for trade and 

economic activities in order to promote investment in the country (Khuu 2005). 

Unfortunately, the policy was not implemented due to poor infrastructure, the absence 

of regulations, lack of capital investment and the absence of rigorous evidence from 

previous research to indicate that the SEZ policy was both socially and economically 

viable. In 2013, Timor-Leste’s fifth constitutional government agreed to launch SEZs 

for social markets to stimulate economic development in the Oecusse District (Council 

of Ministers 2014). To initiate this program, the Timorese Government conducted a 

pilot test in Oecussi-Ambeno, where they established specific conditions to encourage 

the private sector to develop the zone (‘Gusmao government appointed’ 2013). 

Widespread consultation occurred with many different stakeholders across the country, 
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including with the Fundancao Lusitania para o Dezenvolvimento—a prestigious 

Portuguese institution with extensive research experience pertaining to economic policy 

development. To demonstrate the state’s commitment to the policy, the Timorese 

Government and National Parliament of Timor-Leste enacted a law (Law No. 3/2014) 

to create a special administrative region in Oecusse and establish an SEZ for the social 

market economy. 

 

As a result, since its supporting regulations were established by both Timorese 

government and Timorese parliament, which enable the transfer of power from central 

government to designated Authority for the special zone of a social market economy. 

Despite some regulatory framework have been in place, the special zone has not been 

able to attract foreign investors as it should have been happened as what normally 

occurs such as export diversification, export growth, employment generation, 

technology transfer which help to improve the country's manufacturing industry. 

 
Timor-Leste  needs  the  private  sector  to  diversify  its  economy  which 

 

depends    on    government    revenue    from    oil    and    gas.     The country 

abundance of natural resources derived from fishing, agricultural, tourism, petroleum, 

and mineral industry provide it with enormous SEZ advantages that are capable of 

delivering spin-off economic benefits to other development sectors. 

 
 

Private sector investment is considered critical for Timor-Leste to generating 

employment, improve the living standard of its people, developing specific industry 

with the overall objective of economic development (Tony Jape 2016). 

Timor-Leste  strategic  development  plan  outlines  its  vision  that  the 
 

country has obligation create conditions to a flourishing private sector and this can be 

done through private sector investment (SDP 2011). With institutional  reform  that  

being  implemented  by  Timorese  Government such regulatory reform, establish one 

stop and access to finance could make SEZ as a feasibility alternative development. 

 
 

As the country,  Timor-Leste's national strategic development plan envisages private 

sector as an important pillar to promote economic development, hence, it important 

look at private sector as an engine for development within a special economic zone. 

Private sector domino effect among  others  creating  employment,  promoting  
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technology  transfer, export diversification, backward linkages, and export growth and 

this can be   done   by   assessing   what   are   the   determinant   factors   for   the 

establishment of the special economic zone in Timor-Leste. 

 

The development SEZ in Timor-Leste initiated and implemented  by public sector required 

maximum participation, inputs, perspective of the private sector in all stages including but not 

limited to how to create competitive business regulation, how to provide fiscal incentives that 

could attract private investors, how to develop adequate infrastructure facilities, how to provide 

access to finance, access to cheap labour, how to address land issues and most important good 

governance. Therefore, this research focused on the factors that could determine the 

establishment of an SEZ in Timor-Leste. 

 

In order to answer the research question, the researcher applied qualitative methods to 

collect both primary and secondary data from selected respondents. The researcher also 

used data collection instruments, such as questionnaires and interviews, and targeted a 

research location based in Dili—the capital of Timor-Leste. The researcher used a 

deductive approach to attain specific conclusions regarding the factors that could 

determine the establishment of an SEZ in Timor-Leste. This approach included 

considering the advantages and disadvantages of using certain methods of data 

collection, such as questionnaires and interviews, including their compliance with ethics 

requirements. 

 

 

1.2 Structure of the Thesis 

 

This thesis examines which factors could determine the establishment of an SEZ in 

Timor-Leste, comprising the following chapters: 

1. Chapter 1 has presented background information on the technical definition of 

an SEZ and the importance of an SEZ in addressing Timor-Leste’s pressing 

issues. It has also presented the research question and the methods applied to 

answer this question. 

2. Chapter 2 presents a literature review on SEZ that encapsulates the following 

issues: 
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a. an overview of SEZ policy across regions, and the advantages and 

disadvantages of adopting an SEZ policy 

b. adopting relevant SEZ policy to meet Timor-Leste’s social and economic 

challenges, and why an SEZ is an economically and socially viable option 

for Timor-Leste 

c. which key issues need be addressed if an SEZ is created. 

3. Chapter 3 describes the research method used to collect the primary and 

secondary data, and discusses the method of data analysis used by the 

researcher. 

4. Chapter 4 outlines the results of the study. 

5. Chapter 5 outlines the analysis of the research findings. 

6. Chapter 6 presents a number of conclusions and limitations based on this study’s 

findings regarding the establishment of an SEZ in Timor-Leste, and presents 

recommendations for policy development in Timor-Leste. 
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Chapter 2: Literature Review 

 

 

2.1 Overview of SEZ Policy across Region: Advantages and 

Disadvantages of Adopting an SEZ Policy 

 

An SEZ is conceptually defined as ‘a geographical region that has economic laws 

different from a country’s generally applicable economic laws, with the underlying 

objective being an increase in economic growth and activity through increased foreign 

investment’ (Agrawal and Verma,2014). Farole and Akinci (2011) described SEZs as ‘a 

fenced-in industrial estate in a developing country, populated by footloose multinational 

corporations (MNCs) enjoying tax breaks, with laborers in garment factories working in 

substandard conditions’. 

 

SEZs are different to other economic free zones, such as SEZs. An SEZ is defined as ‘a 

zone with a broader political other part component and normally closed to a port which 

unlimited trade activities is allowed to the other part of the world’ (Howard 2007). In 

contrast, an SEZ is defined ‘as geographically delimited areas administered by a single 

body, offering certain incentives (generally duty-free importing and streamlined 

customs procedures, for instance) to businesses which physically locate within the zone’ 

(FIAS 2008). 

 

A policy towards economic development through establishing an SEZ is intended to 

attract investment, generate jobs, trigger exports and promote foreign exchanges (Zeng 

2015). Accordingly, countries such as South Korea, North Korea, Jordan, Mauritius, 

Malaysia, Singapore and China have used SEZs as a policy to promote economic 

development. China is considered the most prominently successful nation in adopting an 

SEZ because the policy contributed for about 22% of national GDP, 46% of FDI, and 

60% of exports and generated in excess of 30 million jobs to Chinese people’ (Zeng 

2010). Zeng (2010) argued that the success of China’s SEZ was supported by the 

following conditions: 

1. strong commitment to support the pilot project in implementing the SEZ 

2. investment incentives and institutional autonomy 
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3. land reform 

4. FDI and contribution Chinese business players in diaspora 

5. technology learning 

6. innovative culture 

7. clear objectives, benchmarks and competition 

8. location advantages. 

 

Figure 1: Direct Employment Effect of SEZs 

 

Referring to the table.1, the implementation of SEZs has had enormous effects on 

employment generation across regions. In 2007, the implementation of SEZs in Asia 

and the Pacific directly generated 61.089 (million) employment or about 0.21 of 

national employment. In America, SEZs contributed to generating 3.084 (millions) 

employment. In western Sub-Saharan Africa, the implementation of SEZs generated 

1.040 (millions) of employment opportunities. The SEZ also contributed to generating 

employment in other regions, as indicated in Table 1. For example, in Myanmar, the 

government granted tax exemptions on various industries, such as production, 

technology, livestock breeding, forestry and banking. In addition, the government 



8 

invested in economic infrastructure, such as improving airport and seaport facilities, and 

enacted SEZ-relevant laws (Baffa 2013). 

 

In Malaysia, since the establishment of an SEZ in 2008, the country has experienced 

positive economic growth. The SEZ has contributed RM23 billion to the country’s gross 

domestic product (GDP), as well as generating approximately 220,000 jobs (East Coast 

Economic Region 2016). The development of an SEZ in Mauritius contributed to the 

modernisation of the manufacturing industry by enabling manufacturing textiles 

garments to grow with  sophisticated technology, and has multiplied the economic 

effects to support other sectors’ growth (Kim 2013). 

 

As a member state of the Association of Southeast Asian Nations (ASEAN), Cambodia 

implemented an SEZ with the intention of promoting economic development. Since the 

establishment of the SEZ policy in several locations, it has generated 80,000 jobs and 

established 300 factories, particularly in the Sihanoukville SEZ (Open Development 

Cambodia 2016). Panama’s economic free zone was officially established in 1948 when 

the government enacted Law No. 18 in June. Since then, the free zone has become the 

second-largest duty-free economic free zone after Hong Kong, with the area mainly 

dedicated to re-exportation and promoting exports to Latin America and the Caribbean 

(Ernst 2013). 

 

After being severely affected by international sanctions, North Korea adopted an SEZ 

and devoted attention to promoting economic development. As a result, the North 

Korean Government has taken major steps to restructure agriculture farms and offer 

increased power to state-owned contractors. The government’s efforts have included 

simplifying investment law, which has led to the creation of dozens of SEZs that fall 

under the following categories: (1) export processing/trade zone, (2) agriculture 

development zone, (3) tourism development zone, (4) industrial development zone and 

(5) economic development zone (Abrahamian 2014). In addition, in 2003, South Korea 

implemented SEZs, one of which is the Icheon Free Economic Zone, which aims to 

transform Cheongna, Songdo and Yeongjon into connections or hubs for international 

business, logistic and tourism sectors (Free Economic Zone 2016). In 2013, the South 

Korean Government established the East Coast Free Economic Zone (2016) as a centre 

for information technology components, logistics and promoting the tourism sector. 
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Jordan implemented an SEZ in 2001 aimed at promoting Aqaba’s commercial and 

culture, as a precondition for developing regional hubs for tourism, trade and culture 

(Aqabazone 2016). Argentina’s SEZ is called the La Plata Zone, and is considered the 

country’s centre for business and entrepreneurship, being located in Buenos Aires 

(SpecialEconomicZones 2013). The zone is approximately 70 hectares in area and is in 

Argentina’s industrial zone, with good access for trucks and vessels 

(SpecialEconomicZones 2013). As a result, it has quickly transformed Argentina into a 

logistics and distribution centre, enabling Argentina to connect to South America and 

the rest of the world (SpecialEconomicZones 2013). 

 

The proliferation of SEZs as policy for economic development mainly initiated focused 

on policy adopted and implemented by developing and industrialised countries, not by a 

least developed country (LDC) such as Timor-Leste. Therefore, there is a gap in the 

research, which this study seeks to fill by answering the research question: Which 

factors could determine the establishment of an SEZ in Timor-Leste? 

 

2.2 Adopting Relevant SEZ Policy to Meet Timor-Leste’s Social and 

Economic Challenges 

 

Considering the essence of establishing an SEZ, as illustrated above, this study argues 

that implementing an SEZ in Timor-Leste would promote economic development and 

provide solutions to many of the country’s most pressing issues, such as unemployment 

and poverty. A recent study on agribusiness undertaken by the Market Development 

Facility (MDF) (funded by the Australian Agency for International 

Development/Department of Foreign Affairs and Trade in Timor-Leste in 2013) 

revealed the following: 

1. Timor-Leste is a country with approximately 1.2 million inhabitants, with the 

average household size being 5.8 people per household (Timor-Leste Household 

Census 2010, p. 2). The majority of these households are heavily dependent on 

agriculture as their main source of income (World Bank—Poverty Reduction 

2010).  
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2. Agriculture contributed 30% to the country’s non-oil and gas GDP, and has 

become the largest employment sector, following by retail, wholesale and 

construction (SDP 2011). Despite becoming a source of income, limited access 

to agriculture markets has contributed to low agricultural productivity and a vast 

increase in rural unemployment (International Labour Organization [ILO] 2010). 

3. An in-depth analysis in the MDF agribusiness report revealed that food 

insecurity is another major issue, which is strongly related to the fast-growing 

population and strict access to the market, which has disincentivised the 

agriculture sector. The agricultural sector requires good infrastructure to 

function effectively—poor infrastructure means that trade is limited to inter-

district trade activities. The largest issue associated with poverty is that farmers 

require access to markets so that sales can translate into money, which is 

eventually used by the farmers to purchase inputs to increase yields, or to buy 

household essentials and improve the quality of their lives. 

4. Market linkages for agricultural products are not well connected. Poor 

infrastructure affects the cost of transporting goods and prevents cash transfer at 

district level. This phenomenon of market fragmentation has contributed to an 

imbalance of the same products in the same districts (JICA 2011). Despite of 

previous government buy back product for agriculture product produce by 

farmers but such policy did not provide sustainable solution. Moreover, such a 

purchasing program depends on the government’s budget and the Timorese 

government policy on market intervention contributed to make local rice become 

uncompetitive and thus unattractive to local traders (Food and Agriculture 

Organisation-FAO 2011). Although the balance of trade in Timor-Leste is 

considered deficit, the country’s exports remain focused on the following 

commodities: coffee, mung beans, peanuts, tamarind, cashews, coconuts, 

candlenuts, candlenut oil and teak wood. According to Timorese Ministry of 

Trade Commerce and Industry (MTCI), for trade between 2005 and 2010, 

Timor-Leste exported 14,000 MT of agricultural products, including teak wood. 

These products targeted Indonesia, Portugal, the United States (US), Germany, 

Hong Kong, Malaysia and Taiwan (MTCI 2013). 

5. The government’s overspending of state revenue (generated from the petroleum 

sectors) without proper planning has become a major concern among the wider 

community, including non-government organisations. The limited economic 
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infrastructure available has reduced the opportunities for agriculture producers to 

reach Domestic markets. Various allegations of maladministration have been 

made against members of government, as reported in the local newspaper 

(Suaratimorlorosae 2015). This has created an unproductive business 

environment and resulted in distrust among business stakeholders regarding the 

government’s commitment to good governance. 

A recent speech delivered by the Australian Ambassador to Timor-Leste, Peter Doyle 

(2016), to the Northern Territory Business Council highlighted that, ‘Timor-Leste’s 

economic challenges remain profound. Foremost among them is its fiscal sustainability. 

The country is highly dependent on oil revenue for its budget and most of its economic 

activity’. 

 

With the above said, a key factor to overcoming poverty is promoting economic growth. 

This can be achieved through adopting smart policy, including establishing an SEZ. A 

policy on SEZ could help the country promote trade by being export oriented, and 

thereby adding value to products produced in Timor-Leste for both domestic 

consumption and the export market. This policy could lead to the creation of 

manufacturing for food processing and contribute to employment generation in sectors 

other than agriculture. An SEZ may cause the private sector in Timor-Leste to have 

increased demand for agricultural produce, which would increase farmers’ income and 

create export diversification. 

 

The Timorese Constitution entrusted the Timorese Government to further develop SEZ 

as policy for economic development. As an LDC, Timor-Leste is blessed with great 

petroleum resources, and petroleum has become the country’s main source of revenue. 

However, such development is considered premature and unsustainable due to its 

reliance on revenue generated by the upstream petroleum sector. The recent drop in the 

global oil price has had a significant effect on the state revenue (through profit share) 

(Lao Hamutuk 2015). In view of this, this study argues that it is time for the Timorese 

Government to seek alternative development, such as an SEZ, with the long-term 

objective of encouraging private sector participation as a vital pillar to support 

sustainable economic development in Timor-Leste. 
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2.3 Social Performance and Cultural Performance  

Timor-Leste social and cultural transformation was strongly influenced by Portuguese 

colonial administration in the island previously known as Timor Portuguese. As a small 

country in Europe, Portuguese has strongly influenced by the idea of mercantilism. The 

King of Portugal Emmanuel I designed a strategic plan by sending a Portuguese admiral 

Alfonzo Albuquerque subdued the city of Malacca in 1511(West, 2009). The port of 

Malacca controlled the narrow strategic Strait of Malacca, through which all sea-going 

trade between China and India was concentrated (Newton 1929).  Timor island was 

inhabited with sandalwood which becomes valuable trade commodity ( Pigafetta, A 

1969a )  This initiative was initially noted when the Portuguese empire established an 

academic school of a navy in Lisbon to generate famous sailors such as Vasco Da Gama 

and Ferdinand Magellan ( Pigafetta, A 1969b ). All the expeditions were heading 

toward the eastern part of the world for the purposes of the spices trade. Most of them 

were successfully reached the destination with few were lost to other places such as to 

Africa and Asia which most of the European considered as the new colony( Pigafetta, A 

1969c ). 

Furthermore, James J.Fox illustrates one fundamental factor contributes to Portuguese 

presence in the Timor Island was the abundance of white sandalwood ( Fox JJ et al 

2003a). The island was considered to have extensive valuable plantation such as white 

sandalwood (Santalum album) that once grew, almost as weed, by root propagation 

throughout the limestone hills and mountain of the island( Fox JJ et al 2003b). 

 

The similar historical appreciation was cited in a Chinese report ‘’ the island has no 

other product but sandalwood which is abundant was traditionally bartered with foreign 

trader pre-colonial regimes with silver, iron, cup(0f porcelain)His-yang-Ssupu(a kind of 

cloth) and colored taffetas (Rockhill 1915:257-258). 

The Portuguese presence in Timor Island was illustrated by some anthropologist and 

historian as cited in (Saldanha,J 1994)  such as following: 
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‘‘Na verdade, não fomos a Timor com nenhuma outra ambição do que comercializar e 

evangelizar, o que inicialmente requeria o estabelecimento do pequeno mundo 

comercial e religioso, com a necessária defesa militar de pessoas e bens (1968:58) 

Andrade ‘’In fact we did go to East Timor with  no other ambition than trading  and 

evangelize, what, at first, only required to establish a small  world of commerce and 

religion, with necessary military approach to defend people and assets  

Andrade(1968:58)’. 

  

Timor Portuguese was connected to outside world such as Javanese, Arab and China 

through spice trading. The skills of trading were assimilated into the Timorese blood 

and form part of its culture identity. Such skills have been built up through two different 

regimes as mentioned above. The evolution of Timor-Leste trade pattern until post-

independence gave the country a unique experience, resilience to seek an opportunity to 

promote its economy including exploring alternative solutions such as the establishment 

of  SEZ. The change occurred reflecting positive transformation as well articulated 

under  theory of transformational growth which envisaged  development as 

commutative process in which economic institution evolve in a single , mutually 

engendering dynamic ( N, Edward,1998).  ‘‘The change of attitude to work for the 

country interest is  reflecting behavior  approach which built on idea that the logical gulf 

‘is’ and ‘ ought’ is more sophisticated than just dividing premises into categories (M, 

Gunnar cited in  (S, Berger, 2009). Therefore, the positive transformation emerged from 

the historical pathway become an important asset for character building, resilience 

against external challenges and able to secure any opportunities available in the 

future.’’   However, to materialize such expectation required alternative economic 

policy such as the establishment of the special economic zone that can help the country 

to address its most pressing issues such as poverty and unemployment. The SEZ 

provide a productive investment climate where Timorese entrepreneurs can participate 

in form of joint venture with foreign company by promoting export growth, 

encouraging the transfer of skills and technology and others. 
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2.4 Why an SEZ is an Economically and Socially Viable Option for 

Timor-Leste? 

 

2.4.1 Strategic Location 

 

Timor-Leste connects the Asia-Pacific region to Southeast Asia; thus, its location is 

ideal for establishing an SEZ. The country should invest more in economic 

infrastructure, such as improving port facilities, to support the export and import of 

goods and services to Timor-Leste. For example, the government is currently investing 

in improving facilities in Timor, such as the construction and operation of a 600-metre 

wharf along the western side of Tibar Bay, together with container storage infrastructure 

and other contemporary cargo terminals. The total cost of this project is estimated to be 

around US$300 to 400 million, the majority of which is to be invested by the winning 

bidder through Public Private Partnership program (Timor-Leste Ministry of Finance 

2016). Tibar Bay is a suitable location for an SEZ because it is near the Timorese 

International Airport, and the project is fully supported by the government, international 

agencies (such as the World Bank) and representatives of the private sector (both 

domestic and international). 

 

The commitment to implement an SEZ has been demonstrated by the State of Timor-

Leste through implementing an SEZ for the social market in Oecusse. The Timorese 

Parliament enacted a law to enable the establishment of an authority to administer this 

SEZ. To attract FDI, this authority is currently implementing a number of mega 

projects, such as building new roads, ferry boats, power stations, an international airport 

and a tourism and cultural information centre (ZEESM 2016). A Diagnostic Trade 

Integration Study (DTIS) on expanding Timor-Leste’s near-term non-oil exports 

revealed that the country’s trade policy is considered as a liberal trade policy, and such a 

trade-enabling condition could assist the country to promote international trade, 

particularly in the non-petroleum sectors, such as agriculture (World Bank 2010). 

 

Timor-Leste has enormous economic potential because it benefits from its status as an 

LDC, which encourages international support (United Nations Development Policy and 

Analysis Division 2016. Additionally, due to being classified as an LDC, Timor-Leste 
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derives certain trade concessions and benefits. The special treatment for which Timor-

Leste is eligible includes non-reciprocal access to developing and developed markets 

under the Generalized System of Preferences. Timor-Leste’s proximity to Australia and 

Indonesia provides it with market linkage opportunities that could support supply chain 

value adding or small-scale niche product production (such as organic coffee) for the 

Australian market. The strategic location facilitates access to markets through exports 

and imports of agricultural commodities. In addition, Timor-Leste’s economic 

comparative advantages lie in its natural resources and organic agricultural 

commodities. The country’s export commodities are dominated by coffee, with 

approximately 67,000 Timorese households growing coffee (World Bank 2010) and 

Timorese coffee being sold internationally to Asia, Australia, Europe and the US (Da 

Costa  2003). 

 

2.4.2 Political Stability 

 

Timor-Leste is a post-conflict nation situated between the two large nations of Australia 

and Indonesia, with a strategic position in Southeast Asia and the Pacific. Political 

stability is considered an important factor in building trust and encouraging both 

domestic and international investment in Timor-Leste. The 2006 military and political 

crises established Timor-Leste as an unattractive location, with investors reluctant 

because of its high political instability (Dolven, Margesson & Vaughn 2012). However, 

the Timorese Government took reasonable steps to settle the crisis through national 

reconciliation, compensation and the repatriation of thousands of internally displaced 

people (Van der Auweraert 2006). The parliament and presidential election in 2013 

have indicated strong commitment by all Timorese entities to restore peace and stability 

in the country. 

 

Political stability is a precondition to triggering growth, and the ability of a country to  

reduce high tension of political crisis would contribute to promote economic growth 

(Aisen & Veiga 2013). The political instability may have significant effect on national 

security and could jeopardise Foreign Direct Investment (FDI). For instance, in the 

Kaesong industrial park, which is managed by both North and South Korea, North 

Korea unilaterally ceased operations, which affected economic activity and caused 

thousands of workers from both sides to lose their jobs (Melvin 2013). Thus, it is 
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undeniable that political instability can deteriorate a nation’s economic and social 

structure (Kingsbury 2013). Two prominent academicians, Cerra and Saxena (2008), 

found strong evidence to suggest that conflict always has negative effects on the output 

and growth of a nation. Their analysis was mainly concerned with the effect of the 

Basque conflict on the Spanish economy, which was a post-conflict nation such as 

Timor-Leste. 

 

It is noted that, since the 2006 military and political crisis, there has been a steady 

increase in international investors from Asia and Europe visiting Timor-Leste (State 

Secretary for Support and Promotion of the Private Sector [SEAPRI] 2013). Since 2006, 

Timor-Leste has hosted a number of international conferences, such as the Timor-Leste 

Development Partners Meeting, a g7+ conference, a Community of Portuguese 

Language Speaking Countries (CPLP) conference, an ASEAN preparation meeting and 

conference on Timor-Leste’s decentralisation, and an International Conference on Peace 

and State Building (Pagina Governo 2013). Post-2006, all entities in Timor-Leste are 

looking forward to promoting dialogue and embracing peace as an important tool in 

mitigating conflict. As evidence of this, a report published by an international crisis 

group stated that Timor-Leste has successfully restored peace and security to the 

country since the 2006 crisis (Nolan 2013). Peace and stability boost the confidence of 

investors because they indicate that the country will continue to move forward in a 

nation-building process. Independence is not only about national liberation, but also 

about liberating the Timorese people from poverty, malnutrition, unemployment, 

illiteracy and unequal access to healthcare (Gusmão 2013). Sustained political stability 

will determine future policies in adopting and implementing an SEZ in Timor-Leste. 

 

2.4.3 Creating a Productive Business-enabling Environment 

 

Creating viable conditions that support private sector investment is paramount if Timor-

Leste is going to diversify its economy. Since its independence in 2002, the 

Government of Timor-Leste has been under pressure to create economic conditions to 

enable private sector investors to participate in rebuilding the country, particularly in 

critical sectors, such as tourism and agriculture. This is being achieved through 

infrastructure development. However, there are some crucial challenges in creating 

good land law, clear business registration systems, good infrastructure projects and a 
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one-stop-shop system. To overcome these challenges, the Timorese Government—

alongside international agencies, such as the World Bank, Asian Development Bank 

(ADB), Australian Agency for International Development (AusAID) and other 

donors—has supported the establishment of important business-enabling instruments, 

such as a new business registration system and Chamber of Commerce. The Timorese 

Government has  enacted to private investment and trade legislation, and submitted a 

land law to the national parliament for final approval. 

 

The Timorese Government has established a one-stop-shop department called the 

Service for Registration and Verification of Entrepreneurs (SERVE) and a Specialised 

Investment Agency—Agencia Specializada do Investimento (AEI)—which aim to 

facilitate investment and eliminate red tape. If the AEI fails to guide and convince 

investors to invest in rural areas, where the majority of the Timor-Leste population 

reside as subsistence farmers, the agency will have little effect (da Costa 2003). Private 

sector investment in Timor-Leste’s rural economy will help address a number of 

bottlenecks facing the agribusiness sector, such as a lack of resources to invest in inputs, 

lack of knowledge of how to use inputs, gap between producers and consumers, lack of 

input to increase productivity, and regulation surrounding the sector (Market 

Development Facility 2013). Create a condition that enable agriculture producers in 

Timor-Leste to reach markets is vital because it helps to reduce poverty. 

 

The AEI could play a critical role if the Timorese Government eventually adopts an 

SEZ because it could act as a central point for sharing accurate information on potential 

sectors that are capable of attracting investment, such as tourism, agriculture, food 

manufacturing. The AEI could also promote inclusive and productive discussion with 

business stakeholders, and address what needs to be done in order to implement an SEZ 

in Timor-Leste. In strengthening the AEI, the Timorese Government could learn from 

the successful case of the Indonesia Investment Coordinating Board (BKPM). The 

BKPM has become a central point for investors to attain all-important information and 

the various types of licensing associated with investment, and  become a frontline in 

guiding investors to invest in SEZs in Batam/Indonesia. 
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2.4.4 Availability of Cheap Labour 

 

The shift of investors from Europe and the US to Asia has been driven primarily by 

access to cheap labour (Castillo & Benzaken 2010). Timor-Leste possesses great 

potential for demographic dividends because 45% of its population is younger than 15 

years of age (World Bank Indicator 2011). The Timorese Government needs to manage 

this demographic dividend by investing in human capital development. This will help 

prepare a skilled labour force for the SEZ. However, this approach could have both 

positive and negative effects related to establishing an SEZ. A positive effect is that 

more companies would be willing to invest in the zone because of the availability of 

skilled and cheap labour, while a negative effect is indirect exploitation, such as 

workers being paid below the standard minimum wage (Hertanti & Chaturverdi 2012). 

 

The availability of skilled and unskilled workers, alongside new labour regulations, will 

make it feasible to establish an SEZ in Timor-Leste. Through the establishment of an 

SEZ, many Timorese could gain employment. A report published by the World Bank on 

‘population growth and its implications in Timor-Leste’ stated that there is a growing 

labour force for both employed and unemployed people, and predicted that the number 

of population will grow 80% by  2025 (World Bank 2013). Since 2011, the Timorese 

Government create conditions where a number of skilled Timorese workers are able to 

work in South Korea and Australia. However, to develop sustainability in job creation, 

the Timorese Government needs to find a comprehensive solution by increasing the 

capacity of the labour force, creating regulations to protect the labour force and attract 

investment, establish a SEZ could achieved this. 

 

In addition, training the labour force in Timor-Leste needs to emphasise the transfer of 

skills and technology, as this can address unemployment and poverty. It appears that 

improving access to technology imports has not improved labour productivity or met the 

demand for skilled labour in many low-income countries (Mayer 2000). The mechanism 

of transferring skills and technology should involve both private and public sectors in 

Timor-Leste. A highly skilled labour force will be able to contribute to a productive 

working environment, and help increase agricultural productivity (Wingender 2015). 

Firms with highly skilled workers in their labour force are able to adopt technology 

from foreign entrants that other firms cannot (Blalock & Gertler 2008). Therefore, it is 
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very important for both public and private sectors to work together to prepare skilled 

workers to support the implementation of the SEZ. 

 

2.4.5 Timor-Leste’s Economic Performance (Post-independence) 

 

Despite challenges post–independence referendum in 1999, Timor-Leste has been 

successfully rebuilding its economy and undergoing steady growth due to massive 

public investment in infrastructure. The presence of the United Nations Transitional 

Administration in Timor-Leste (UNTAET) has slowly restored employment 

opportunities, with an approximate 65% increase in employment (Carnahan et al. 2005). 

However, in 2006, this growth was slightly reduced due to the scaling back of UN 

activities. However, this reduction in UN activities has insignificant effect on Timor-

Leste to boost its economy through its key development priorities, such as agriculture, 

tourism and public spending in economic infrastructure. 

 

Figure 2: Timor-Leste’s GDP Growth 
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Figure  3: Supply-side Contributions to Growth in Timor-Leste 

 

As indicated in Table 2, the government’s budget allocation in favour of public 

infrastructure has continued to boost the country’s economy. This spending is aimed at 

creating viable infrastructure conditions to trigger growth, particularly in non-oil 

sectors, such as agriculture and tourism. However, the challenges to developing the 

agriculture sector are evident due to low production, disconnection of market linkage, 

poor infrastructure in rural areas and lack of investment in agribusiness sectors. The 

economic performance of Timor-Leste in 2015 was predicted to be slow, but to recover 

due to large investment in some mega government projects (Asia Development Outlook 

2015). The ADB’s forecast of growth in Timor-Leste predicts growth to slow to 4.5 % 

in 2016 as stimulus from increased public spending in some major public and private 

investment projects including diversification of its investment in Construction Minerals 

and Tourism (Asia Development Outlook 2016).  

 

With the goal of long-term investment and prudent resource management, the Timorese 

Government and its national parliament have established a National Petroleum Fund in 

order to secure the country’s long-term development. This fund is usually used to 

finance the entire government expenditure on public investment because law 

incorporates it into the state budget. However, government revenue generated from the 

petroleum fiscal regime—such as taxes and royalties—is currently being affected by the 

downfall of the oil price. For instance, lower oil prices will likely reduce the estimated 

sustainable income to less than USD $600 million—significantly below the planned 

withdrawals of $1.3 billion in 2015 and USD $1.7 billion in 2016, according to the Asia 

Development Outlook (2015). The decline of petroleum production in the Kitan Field in 
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the Joint Petroleum Development Area, alongside the termination of the production 

sharing contract for various reasons, mean there are limited options to generate revenue 

from offshore petroleum operations other than Bayu Undan. As such, it is time for the 

Timorese Government to explore other revenue channels to diversify the Timorese 

economy so that it is not heavily dependent on revenue from the petroleum upstream 

sector. An alternative solution is to explore the feasibility of implementing an SEZ in 

the country. 

 

2.4.6 Potential Diversification of the Timorese Economy 

 

Diversification in the agricultural sector plays an important role in supporting the rural 

economy and eradicating poverty. Timor-Leste produces food crops and industrial 

crops, such as coffee, rice, maize, peanuts, soybeans and vanilla. Most of these crops are 

produced for domestic consumption, with the exception of coffee, which is Timor-

Leste’s main agricultural export (Costa et al. 2002). Non-oil exports rose to US$8 

million in 2004, US$7 million of which comprised coffee sold to major markets in the 

US, Australia and Indonesia (United States Agency for Development  2005). According 

to the DTIS conducted by the World Bank (2010), coffee could increase the country’s 

export earnings and eradicate poverty. However, there is insignificant post-subsistence 

agricultural development. The agricultural economy is dominated by subsistence 

agriculture and few agribusiness investors are active in rural areas (Nixon 2009). Hence, 

it is very important for the Timorese Government to consider alternative development 

policies, such as SEZs. An SEZ would help the country by attracting foreign investors 

and increasing rural investment, which would help the country diversify its economy 

and exports. 

 

The SDP of Timor-Leste indicates that the government is committed to diversifying its 

economy by developing non-oil sectors (World Bank 2010). Therefore, it is important to 

invest in agricultural diversification, which would increase rural income and tackle the 

country’s largest problems—unemployment and rural poverty—both of which could 

lead to urbanisation. Establishing an SEZ could increase private sector investment in 

certain critical areas, such as infrastructure, inputs and technical assistance, and (most 

importantly) could link agriculture producers to domestic and international markets. 
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2.5 Key Issues to Address if an SEZ is Created 

 

Timor-Leste is currently confronted with huge challenges in all sectors of development, 

including agriculture, infrastructure, education, governance, investment regulation and 

health. The Timorese Government must create viable conditions to encourage private 

sector investors to invest in Timor-Leste and develop the country’s economy (as 

mandated by the country’s constitution, República Democrática Timor-Leste 

Constitution, Section 140). The presence of a private sector would significantly 

contribute to the economy by creating employment opportunities, improving rural 

infrastructure and maintaining food security (SEAPRI 2013). The 2010 census 

registered a trend of population increase. The total population living in rural areas 

during the 2010 census was 751,442, representing 70.4% of the total population. This 

implies that the largest proportion of Timor-Leste’s population live in rural areas 

(Directorate-General for Statistics 2010). The Timorese economy relies heavily on 

agriculture, which accounts for one-third of the GDP. The majority of this is subsistence 

agriculture (Costa et al. 2002). An increased rural population will increase pressure on 

access to resources, encourage mass urban migration and create difficulties in producing 

sufficient food for domestic consumption. The Timorese Government must determine 

an appropriate policy to address these challenges. 

 

In 2011, the Timorese Government created the following vision to achieve by 2030: ‘the 

country’s traditional rural economy which is based on subsistence agriculture will be 

transformed into commercial smallholder agriculture ; be self-sufficient in food and be 

producing a range of agricultural products for world markets including staples, 

livestock, fruit and vegetables and other cash crops, as well as forestry and fisheries 

products’ (SDP 2011, p. 106). Private sector development can play an important role in 

stimulating economic growth, reducing poverty and reducing the social imbalance 

between rural and urban areas (Government of Timor-Leste 2011, p. 5). To promote 

implementation of an SEZ with the intention of facilitating the participation of the 

private sector in the nation-building process, Timor-Leste requires a healthy and 

improved business-enabling environment. To achieve this, the following issues need to 

be addressed. 
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2.5.1 One-stop-shop Investment Authority 

 

It is essential for investors to have access to important information in an efficient and 

effective manner. Since 2002, Timor-Leste has been successful in attracting more 

investors, especially those involved in exploration for natural resources (such as oil and 

gas) (Power Oil and Gas 2013). Despite the country’s weak business-enabling 

environment, there are important opportunities for investment growth, including the 

construction industry, agriculture tourism and future onshore exploration of natural 

resources, such as oil and gas. The increased emphasis on the role of the private sector 

is coherent with the government’s SDP, which has endorsed private sector investment in 

three main areas: agriculture, oil (upstream and downstream) and tourism (Government 

of Timor-Leste 2011, p. 17). 

 

Accordingly, the AEI of Timor-Leste was established in 2014 with the long-term vision 

of promoting FDI in the country. The country economic policy  is to  create attractive 

investment opportunities for both domestic and international investors (Trade and Invest 

Timor-Leste 2013). This includes the establishment in 2013 of a new one-stop-shop 

called SERVE to minimise red tape and unnecessary bureaucracy in Timor-Leste 

(Service for registration and verification of entrepreneurs  2013). However, these 

institutions require adequate human resources; thus, Timor-Leste must have sufficient 

human resources prior to the establishment of an SEZ (Aritenang 2009). Timor-Leste 

possesses some great advantages in demographic dividends, with 45% of its population 

being younger than 15 years of age (World Bank Indicator 2011). The Timorese 

Government needs to manage this demographic dividend by investing in human capital 

development to help prepare skilled labour to participate actively in SEZ development. 

 

Foreign companies operating in manufacturing have shifted their operations to some 

countries in Asia because of the low cost of labour (Castillo & Benzaken 2010). In 

South Korea, some companies established in free export zones have grown dramatically 

due to the benefits of cheap and excellent labour (Changbok 1974). However, this cheap 

labour can have both positive and negative effects on the establishment of an SEZ. A 

positive effect is that more companies are willing to invest in the zone because of the 

cheap labour. A negative effect is that companies might exploit workers by paying them 

low minimum wages (Hertanti & Chaturverdi 2012). Therefore, it is critical for the 
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Timorese Government to create conditions that will empower the Timorese workforce. 

This can be achieved through appropriate labour regulations and training in relevant 

sectors  such as Petroleum, Mining and Manufacturing. 

 

Regulation for undertaking business is important to control customs-free zones, 

industrial activity, intellectual property and export and import activity (Jahed & Asa 

2012). The SEZ in Uruguay is an example in which regulations were created to 

stimulate investment in the zone. The supporting regulations include tax holidays, free 

customs entry provisions and special regulations for incorporation of partnerships (Area 

of Special Economic Zones 2013). In a supranational organisation such as the European 

Union (EU), a special customs policy regulated by EU customs authorities enables the 

free flow of goods among member states, which are exempt from customs duties (De 

Jong 2013). With regard to regulations to support business activity, business regulation 

is essential to stimulate growth, but is also related to the quality of the supporting 

regulatory institution (Kirkpatrick, Jalilian & Parker 2007). Regulation can take many 

forms, and each developing country must adjust its policy regulations to meet its 

economic development needs (Minogue 2005). 

 

Although business regulations play an important role in supporting SEZs, excessive 

regulations can be disadvantageous to companies gaining profit. The US is the most 

excessively regulated business country in the world (Prince 2011). Excessive regulation 

is also considered an obstacle to innovation, and it is suggested that policymakers 

should be cautious not to burden businesses with further compliance and costs (Ramos-

Roberts 2012). Therefore, regulation should not be excessive, but should be designed to 

help businesses grow so they can contribute to the country’s economy. Trade barriers 

have significantly affected the welfare of nations; thus, many countries are now working 

to reduce trade barriers and induce international exchange of goods and services (Elwell 

2006). Since 1990, a number of countries in ASEAN have been pursuing trade 

liberalisation policies that emphasise welfare, production and efficiency through the 

establishment of SEZs between member states (Feltenstein & Plassmann 2008). 

 

Despite the progress mentioned above, the World Bank doing business report  2017 

reveals the country overall performance from starting doing business until resolving 

insolvency put the country position stood at 175 out of 190 countries. Therefore, it is 
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important to assess productive business private sector perspective on the existing 

business regulation in place in order to ensure that Special economic zone can 

become a tool that capable of promoting economic development, help Timor-Leste to 

address its most pressing issues such as unemployment and poverty. This includes 

whether Timorese government and its lawmaker are required to revisit existing policy 

and regulation in place or whether simplification and harmonization of business 

regulation are needed in order to cut unnecessary cost and excessive bureaucracy for 

promoting business enabling environment.   

   

 

2.5.2 Property Rights and Financial Inclusion 

 

Timor-Leste has undergone a long process to define its national land policy. In many 

societies, land can bring fortune, but can also bring a legacy of conflict that affects all 

aspects of life, including the nation’s economy. The Timorese Government is currently 

developing a suitable regime for land and property, not only to ensure investment 

security, but also to ascertain property rights for individuals, the government and the 

community (Babo, cited in UNDP 2013). The Timorese Ministry of Justice has just 

concluded public consultations on the current draft of the land law, which will be 

discussed by the national parliament this year (UNDP 2013). However, the Timorese 

National Parliament rejected the proposal of land law and advised the government to 

write a new draft land law. This was a major setback for the country to have its own 

land and property law. The absence of a land law creates high risk for investors to enter 

the country. Without clear property rights guaranteed by law, it is difficult for both 

natural and legal person to attain a commercial bank loan. In march 2016; the Timorese 

Council of Minister approved newly draft land law and expropriation law for public 

utility submitted by the Timorese Ministry of Justice. The Laws have now been 

forwarded to the National Parliament for approval.  

 

Other crucial issues include difficulty accessing financial resources in order to expand 

business and prepare to engage in an SEZ. International firms operating in foreign 

countries rely on financial support and other instruments to facilitate the transaction of 

goods and services (Financial Action Task Force 2010, p. 3). Normally, international 

banks play an important role in facilitating financial transactions that enable 



26 

international trade (Olsen 2010). The most common instruments used to finance trade 

fall into three categories: letters of credit, export guarantees and export insurance 

(United Nations Economic and Social Commission for Asia and the Pacific 

[UNESCAP] 2005). For example, a developed country such as Singapore has well-

established financial institutions with online banking services, which are well received 

by small to medium-sized enterprises (OCBC 2013). Previous research undertaken by 

Shirashi and Yano (2012) indicated that rural companies in China consider trade credit 

to be more resilient and efficient than bank finance. In Japan, trade companies provide 

finance to their customers through financial instruments and trade credit (Uesugi & 

Yamashiro 2006). 

 

However, the use of trade finance is different between developed and developing 

countries. For instance, Angola is a former Portuguese colony and the second-fastest-

growing economy in Africa, yet its financial sector is still considered underdeveloped 

for two reasons: (1) foreign investors do not have access to credit and (2) local 

companies financing their trade through foreign investment attain loans from non-

Angola banks (Aguemon, Mireles & Oglivie 2010). Cape Verde has better financial 

institutions to support trade than Angola. The country has a sound banking sector; two 

insurance companies; and other international financial institutions, such as mutual fund 

entities, insurance entities, banks and financial service firms (Asias 2013). 

 

Generally speaking, access to trade finance is different from one country to another due 

to different circumstances. It may seems too ambitious for Timor-Leste to seek to catch 

up with developed countries such as Singapore, but access to finance should be an 

available option for both domestic and foreign investors, particularly to support all 

activities related to SEZs. 

 

2.5.3 Economic Infrastructure 

 

Infrastructure development is paramount to promoting a nation’s economic 

development, particularly in Indonesia, as a new emerging economy (Mulyani 2013). 

Investment in infrastructure development affects economic growth and reduces 

transportation costs (World Trade Organization [WTO] 2013, p. 42a). For example, a 

well-established seaport facility can reduce shipping costs (WTO 2013a p. 42). In 
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addition, investment in physical infrastructure accelerates the integration of new market 

entrants to support both distribution and international supply chains (WTO 2013b, p. 

113). Infrastructure development is regarded a short-term solution to overcoming 

unemployment through infrastructure projects that contribute to the country’s growth 

(African Development Bank 2011). 

 

Timor-Leste considers infrastructure development paramount, as reflected in the 

country’s SDP (Government of Timor-Leste 2011, p. 13). The highest priority is given 

to roads because they connect producers and markets (Government of Timor-Leste 

2011, p. 72). In 2013, the Timorese Government allocated US$166 million of its state 

budget to improve highways throughout the country (Government of Timor-Leste 

2013). However, despite this investment, the quality control of the road projects remains 

in question. 

 

Investment should also focus on communication infrastructure in order to support the 

establishment of an SEZ (Baltagi 2008). Improving telecommunication system will 

support efficient and effective international trade both for goods and services (Evans 

2010). For example, in Indonesia, both the public and private sector invest capital in 

communication infrastructure to support sustained growth (Indonesia Investment 2013). 

In 2011, the country introduced a Master Plan for Acceleration and Expansion of 

Indonesia’s Economic Development (MP3EI), which aims to connect 33 provinces of 

Indonesia with international investors, with the ultimate objective of fostering inclusive 

and sustainable economic growth across the archipelago (Indonesia Investment 2013). 

To support this investment, the Indonesia Government restructured its regulatory system 

by terminating the monopoly of the telecommunication system by its state-owned 

contractor (Mahardika 2010). Consequently, the Indonesian market’s opportunities for 

cellular technology boomed. Based on the above information, Timor-Leste should focus 

on improving its economic infrastructure, particularly its telecommunication system. 

The country should align its policy to free market and trade liberalism in order to 

encourage international investors to invest in the country. 

 

To conclude, based on the literature review, and considering the magnitude of 

implementation of SEZs in other countries by  contextualising the concept of SEZ in 
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Timor-Leste Nation Business process, the researcher  hereby developed the following 

research question: 

 

What are the determinant factors for the establishment of an SEZ in Timor-Leste, 

considering the private sector perspective? 
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Chapter 3: Methodology 

 

 

3.1 Objective of the Research 

 

This chapter examines the approaches were adopted in order to achieve the research 

objectives regarding the determinants for in determining the establishment of an SEZ in 

Timor-Leste. The process was initiated through assessing various common feature of 

literature assessed was the heterogeneous feature of the establishment of SEZ. 

A number of previous studies highlighted different types of zones such as  export 

processing zone (EPZ), free trade zone (FTZ), special economic zone, High Tech 

Development Zone (HTDZs, industrial park, economic and technological zone 

(ETDZs) Each of these initiatives was based on incentives for attracting offer different 

incentives in attracting capital, investment, production and private sector engagement 

(Aggarwal,2007; Rubini et al ,.2013).  Each zone has its own characteristic in serving its 

objective or purposes. For instance, Shannon free zone in Ireland promotes 

industrialization and structural adjustment.  These initiatives are based on variations of 

the HO trade model where EPZ There are theories built on trade model created 

by hekschers-Ohlin (h-o) where EPZ become a factor to change a production pattern, 

which eventually affects national income. (Zhen et al 2016). 

 

More studies outlined cases for the establishment of EPZs in Less industrialized 

countries (Deveraux and Chen,1995; Din, 1994). However, according to Johansson & 

Nilsson (1997) recent studies have distanced themselves from the theoretical trade 

model as it neglected international mobility of capital goods and the mobility of the firm 

to operate beyond the jurisdiction of the nation in which it is located what can be 

considered as  the footloose character of the firm to operate within the zone. 

  

Farole & Akinci 2011 outlines the ability of economic zone to facilitate backward 

linkages with the host country. This is very critical to encourage participation of private 
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sector to address market demand for goods and services produced within a special 

economic zone. 

  

Other studies indicate that EPZ could become a means of fostering economic 

development of the local industry through the acquisition of the basic level of 

production based on acquired a basic level of production expertise and technological 

capabilities (Madani 1999). 

  

In recent years, new literature put more emphasizes on  ‘’place-based policy’’ as this 

theory contributed more on spatial equilibrium and investigated the effect of local 

welfare (wages, housing price, cost of living or they model on the effect of place-based 

subsidies on investment, employment or wages at the facility level (Zhen et al 2016) . 

  

The previous study on the causal effect of an industrial policy outlined further reduced 

the cost of capital to the beneficiary firm. With such reduction, the government as a 

regulator can authorize the firms located in the place to undertake marginal investment 

and the investment is expected can influence on output productivity and employment 

(Criasculo et al 2012). 

 

Both the placed-based policy and the EPZ as outlined above are both identical and 

similar in nature such as in ‘’geographic boundary’’ but different in their objective.  As 

we could clearly observe that place-based policy widely adopted in the USA and Europe 

aims to encourage economic growth to reach lagging region, which impacted on 

territorial distribution of economic activities (Zhen et al 2016). 

 

Whereas EPZ mainly adopted by developing countries and serves as a good starting 

point for initial economic activities that are then expected to trigger a wide process of 

industrialization and growth. Other studies on China development zone reveal that 

Special economic zone is pivotal to Chinese industrial development but such 

development is at the expenses of an enormous amount of land resources, intensive 

capital investment, and loss of public benefit (Zhen et al 2016). 

 

Many accredited economist perceived that SEZs in some way has contributed in making 

industrial zone become more effective and efficient (Lim and Monga 2010) among 
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others by enhancing urban development, facilitating cluster development, increasing 

funding on public services, improving efficiency on government budget on 

infrastructure, including creating condition to generate both job and income and uphold 

pro-green policy (Lin and Wang, 2014) 

  

According to Zeng (2010), a well-established SEZs are capable of attracting a large 

number of both domestic and international company and significantly contribute to 

create a productive and competitive business enabling environment, create employment 

opportunity and trigger economic development. 

  

Timor-Leste Strategic Development plans further underline ‘‘ Timor-Leste will build a 

modern, diversified economy based on agriculture, tourism, and petroleum industry, 

with a flourishing a private sector with opportunity for all people’’ and the plan also has 

foreseen the development of several strategic zones in the country (SDP 2011).   

   

Oil and Gas sector has significantly contributed to Timor-Leste State Budget. However, 

oil and gas as non-renewable resources are declining and required immediate action to 

diversify Timor-Leste economy.  

  

There are challenges in acquiring local manpower with high skills for the manufacturing 

industry, high labor cost, ineffective business regulation environment, inefficient supply 

chain for agriculture produced to reach end market either domestic or international 

including poor infrastructure. To overcome the aforesaid deficiencies requires private 

sector participation to diversify of its economy,(2) to increase Productivity and (3) to 

improve the livelihood of the Timorese as the SEZ could facilitate backward linkages 

(ADB 2015).  The strategic development envisaged the critical role of private sector 

investment in diversifying the economy to other sectors such as agriculture tourism and 

petroleum (SDP 2011). 

  

Opting SEZ as an alternative solution by putting private sector as the engine for 

development is indispensable. The Private investment in activity in the non-oil sector 

can address any direct and indirect demand from public investment. A productive 

business environment can help the private sector to capitalize their resources in 
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selecting critical economic sector aimed at generating new sources of income, creating 

jobs for the country’s underemployed and expanding population. 

  

With the above consideration, the researcher decided this study aimed at addressing 

what are determinant factors for the establishment of the special economic zone in 

Timor-Leste by assessing Private sector perspective and taking into consideration the 

sense of urgency of having SEZ in Timor-Leste at current development stages. 

 

3.2 Research Strategy 

 

According to academic research standard practices, the researcher must design the 

research strategy prior to undertaking the research activities. Given that the research 

location was focused in Timor-Leste, it was important to design a suitable strategy in 

order to secure accurate and reliable information from the Timorese private sector. The 

strategy explicitly outlined several options, tools for data collection and appropriate 

research methods for data collection in order to ensure the validity and reliability of the 

data and support the final data interpretation. 

 

The strategy further elaborated the method of data analysis in order to identify 

loopholes or gaps from previous research focused on SEZs. The strategy helped the 

researcher write a comprehensive thesis by considering the relevant literature in order to 

develop reasonable conclusions and recommendations for policy development on the 

determinants for the establishment of an SEZ in Timor-Leste. 

 

3.3 Research Methods 

 

To collect both primary and secondary data, the researcher considered and used a 

qualitative research method. The qualitative method is defined as ‘all non-numeric data 

or data that have not been quantified and can be a product of all research strategies’ 

(Saunders et al. 2009). ‘Most obviously, qualitative research  tends to be concerned with 

words rather than numbers’ (Bryman & Bell 2015). Additionally, the method is 

considered, ‘An appropriate method for business research’ (Bryman & Bell 2015). The 

qualitative research method was deemed suitable for this study because it was able to 
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capture the different views and perceptions of the private sector on the determinants for 

the establishment of an SEZ in Timor-Leste. 

 

3.4 Data Collection 

 

As aforementioned, for the purpose of collecting primary data from a selected location 

in Timor-Leste, the researcher used interviews and questionnaires. Interviews are 

defined as ‘a conversation with a purpose, and the purposes for which interviews are 

conducted are many and various’(Kahn & Cannell 1957). For the interview itself, the 

researcher employed semi-structured interviews to explore more information from the 

selected respondents through face-to-face and internet-mediated interviews (Saunders et 

al. 2009). When conducting interviews with the respondents, the researcher took into 

account the following conditions: 

 the interviewer’s level of knowledge 

 the level of information supplied to the interviewees 

 the appropriateness of the interview locations 

 the researcher’s appearance 

 opening comments 

 notes and tape recordings (with the consent of the respondents). 

The advantage of completing interviews was to obtain comprehensive, detailed primary 

data in order to support further analyses and thesis writing (Saunders et al. 2007). 

Accordingly, the researcher conducted a series of interviews from June to July 2013 

with 19 respondents, 13 of whom were the largest traders in Dili and six of whom were 

government officials as a complementary information. 

 

Alongside using the interview technique, the researcher also used other techniques to 

collect primary data, such as questionnaires. Questionnaires are defined as, ‘Techniques 

of data collection in which each person is asked to respond to the same set of questions 

in a predetermined order’ (Saunders et al., adapted from De Vaus 2002). ‘A 

questionnaire becomes a self-report instrument used for gathering information about 

variable interests in an investigation on a specific topic’ (Cohen & Manion 1980). The 

questionnaire has two types of questions with different characteristics: (1) ‘the open-

ended question, which gives opportunities and options to the respondent’ and (2) ‘the 
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closed-ended question, which limits the option or alternatives’ (Foddy 1994 p. 127). For 

this research, the researcher used a self-administered questionnaire. For example, one 

questionnaire was sent via email to His Excellency of Minister of State and of the 

Presidency of the Council of Ministers due to his circumstances that made him unable to 

attend a direct interview. 

 

To ensure the questionnaires were capable of capturing all necessary information, the 

researcher paid attention to the following conditions: 

 wording 

 order of questions 

 type of questions 

 important design features, such as a clear layout, logical order and flow of 

questions, and easily completed responses. 

 

As aforementioned, the purpose of the research was to identify the determinants for the 

establishment of an SEZ in Timor-Leste. Therefore, sets of questions were designed to 

capture information from the private sector companies on these determinants. One 

questionnaire was designed to acquire information from the selected respondents—the 

private sector and Timorese government officials. The questionnaire for the private 

sector and Timorese government officials was broken down into three main categories: 

1. the current state, comprising: 

 a list of countries from which services or products were imported 

 the existing mode of trade 

 comments on trade policy and regulations 

 comments on the economic infrastructure 

 the intention to establish an SEZ 

 the total annual value of imports 

 the total annual customs entry 

 the total merchandise processing fees 

 the weighted average duty rate of imported merchandise 

 the total annual value of imported merchandise shipped directly to the 

customer 

 the annual value and volume of domestic merchandise 
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 a forecast of the annual growth of dutiable imports over the next three years 

2. the factors influencing business activities, comprising: 

 regional demand 

 regulatory bodies 

 competitiveness 

 export diversification 

 transport links 

 cost of transport services 

 access to finance 

 standard compliance 

 customs and border procedures 

 informal restrictions 

3. the difficulties faced by the government or private sector that could be solved 

through establishing an SEZ, comprising: 

 lack of a clear mandate 

 dependence of government on national tariff revenues 

 overlapping regional agreements 

 lack of implementation of regional agreements 

 export diversification. 

 

3.5 Research Approach 

 

A deductive approach was selected by the researcher because, at the time of undertaking 

the research, an SEZ policy had not been adopted in Timor-Leste and it was not possible 

for the analysis to commence from broader theories in order to reach a specific 

conclusion. Therefore, this research applied a deductive approach, where ‘ the 

researcher used the literature to help him to identify theories and ideas will test using 

data’ (Saunders et al. 2009). The researcher considered the implementation of SEZs by 

developed and developing countries in order to reach a specific conclusion and answer 

the research question. 

 

 



36 

3.6 The Participants 

 

As aforementioned, the objective of the research was to answer the research question by 

collecting data that represented a certain population. This approach is aligned with the 

definition of sampling, where a sample is defined as ‘a selected part of the population 

which represent the characteristic of the population’ (Saunders et al. 2009). Since, it was 

almost impossible to conduct a research focus large sample size of respondents covers 

private sector companies and government officials, the researcher selected a sample 

representing both parties. To ensure the information collected using appropriate 

procedures apply in scientific research (Wiyono 2011)—the researcher decided to use 

purposive (judgment) sampling. The sampling ‘is widely used in qualitative research for 

the identification and selection of information-rich cases related to the phenomenon of 

interest’ ( Pelikans et al, 2015).  The criteria set for selecting the respondent including 

but not limited to: 

1.     Knowledge  and expertise of the respondent; 

2.     Share similar experience on issues related to private sector;  

3.     Share similar experience on issues related to public sector; and  

4.     Rational and Impartial; 

The purposive sampling  consists of a small number of samples, and was deemed 

suitable to explore the information necessary to support the research objective. 

There were two groups as part of the research: 

1. Group 1 comprised private sectors involved in various trading areas, including 

(but not limited to) wholesale, electronics, general trading, construction 

materials, furniture supply, pharmacies and laboratories, and supermarkets. The 

private sector provided information on the current state of business activities in 

Timor-Leste, such as the factors influencing business decisions and present 

constraints on trade that could be solved through an SEZ. The information and 

data were obtained through direct interviews with representatives of the 

following business stakeholders: 

 importer of fresh food 

 importer of electronic devices 
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 importer of foods, cars and other merchandise products 

 wholesaler and trader 

 supplier of electronic devices 

 importer of clothing for men and women 

 importer of clothing for  young people  

 importer of construction materials 

 importer of furniture products 

 importer of pharmaceutical products 

 Wholesaler, trader and supermarket  

 Wholesaler, trader and importer  

 wholesaler and trader. 

2. Group 2 included government officials, and provided information on the 

Timorese Government’s policy to promote international trade, the factors that 

influence business activity, and the difficulties of engaging in trade that could be 

solved through an SEZ. The respondents from this group were: 

 National Adviser on Decentralisation from the Ministry of Finance 

 His Excellency Secretary of State of Commerce 

 a government officer from the National Directorate of Statistics Timor-Leste 

 a senior auditor under the Ministry of Finance of Timor-Leste 

 His Excellency Minister of State and of the Presidency of the Council of 

Ministers 

 His Excellency Former Prime Minister and Current President of Special 

Economic Zone for Social Market. 

 

3.7 Selection of Location 

 

The researcher was aware that selecting an appropriate location to conduct the research 

was crucial to collect the necessary information to answer the research question 

(Wiyono 2011). To be consistent with the research topic, the researcher decided one 

research location to conduct the research activities: Dili, the capital of Timor-Leste. In 

this location, all relevant information from the Timorese Government and private sector 

investors was collected, including information on the existing government trade policy 
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and procedures, the economic infrastructure, the difficulties in undertaking business, 

and whether the government was seeking the establishment of an SEZ. 

 

3.8 Compliance to Ethical Issues 

 

When undertaking research, it is essential to ensure that the research activities will 

cause no harm or detrimental effects to the respondents—that is, research must comply 

with the ethics requirements. Saunders et al. (2009) stated that, during data collection, it 

is important to pay attention to the following conditions: 

1. Privacy—in the course of data collection, the respondents reserved the ultimate 

right to participate in or withdraw from the research. This understanding was 

clearly explained in the consent form prior to conducting each interview with the 

respondents. 

2. Confidentiality—this was another critical issue, which was explained in the 

plain language research statement and consent form. 

3. Anonymity—the researcher covered this issue in the consent form. 

4. Misuse of the findings—the researcher comprehensively explained that the 

purpose of data and information collection was mainly to support the research in 

order to conclude his thesis for a Master by Research and contribute to fill up 

gaps on literature development pertaining to Special Economic Zone. 

 

Upholding ethical standards included devoting serious attention to the exclusion criteria 

outlined in the National Statement on Ethical Conduct in Human Research (NHMRC 

2007) as indicated as follows: 

 children and/or young people (under 18 years) are not mature enough to discuss 

the substance of the policy related to establishing an SEZ in Timor-Leste 

 people with an intellectual or mental impairment are not capable of making 

rational judgement on the research topic of SEZs 

 women who are pregnant and the human foetus 

 people who are highly dependent on medical care were excluded because they 

may be unable to give consent 
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 people in existing dependent or unequal relationships with any member of the 

research team and the researcher(s) were excluded because the researchers 

wished to avoid biased information and conflicts of interest. 

 

3.9 Data Analysis 

 

Upon completion of data collection, the researcher proceeded with data interpretation 

and analysis. All the information gathered was presented in a logical order through 

qualitative analysis. The researcher noted the following advantages of using qualitative 

analysis: 

(a)   Study in depth and detail, without predetermined categories or 

directions, rather than emphasis on analyses and categories determined in 

advance 

(b)  Sensitivity to context rather than seeking universal generalizations 

(c)    Attention to the impact of the researcher’s and others’ values on the 

course of the analysis rather than presuming the possibility of value-free 

inquiry (Denzin & Lincoln 2000, pp. 8–10) 

  

Furthermore, Denzin &Lincoln(2004) defines "Qualitative research as multi-method in 

focus, involving an interpretive, naturalistic approach to its subject matter. This means 

that qualitative researchers study things in their natural settings, attempting to make 

sense of, or interpret phenomena, in terms of the meanings people bring to them. 

Qualitative research involves the studied use and collection of a variety of empirical 

materials… that describe routine and problematic moments and meanings in individuals' 

lives."  

Based on the above information, the researcher applied qualitative research methods in order to 

understand different perspectives from private sector investors as an important pillar for national 

development in Timor-Leste. To ensure systematic order, the researcher designed suitable 

coding in a logical order to link categories, and established themes to support data analysis 

through the following steps: 
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1. the researcher used statistical descriptive methods, such as pie chart diagrams 

and histograms, in order to describe the following questions: 

a. percentages of trade mode through which trade is undertaken 

b. countries from which resources are imported to Timor-Leste 

c. difficulties in implementing trade strategies that could be solved by 

establishing an SEZ 

2. the researcher identified difference perspectives from the private sector 

respondents, which emerged out of the results 

3. in-depth interviews were undertaken with private sector respondents to capture 

the company profile 

4. respondents were revisited if deemed necessary to attain complete information. 
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Chapter 4: Results  and Analysis 

 

 

 

4.1 Introduction 

 

This chapter is divided into two parts, part one presents the findings of the data 

collected using the questionnaire and semi-structured interviews with 13 private sector 

respondents and were divided into the specific categories with details of the profiles of 

the interviewed companies were as follows. Whereas, part two contains comprehensive 

analysis based on the data and information collected from the private sector 

representatives in Timor-Leste. This analysis seeks to answer the research question 

about which factors could determine the establishment of an SEZ in Timor-Leste.  

 

4.2 Description of Finding 

As aforementioned, data collected utilising the questionnaire and semi-structured interview with 

13 private sectors respondent with details as follows: 

 

4.2.1 Importer of Fresh Food 

 

This company’s core activities are wholesale food supply for the military, police, 

hospitals and general public. One hundred per cent of its imported product is imported 

from Singapore. The company noted a business opportunity in the supply chain of 

agriculture commodities. Through a rigorous assessment on the ground, the company 

decided to engage in the business of importing food to Timor-Leste. During a number of 

meetings with other investors, the company representative always gave a positive 

impression and encouraged investors to invest in Timor-Leste. 

 

4.2.1.1 Business Strategy 

 

The establishment of the company was aimed at providing fresh fruits and fine imported 

goods to customers in Dili and other municipalities in Timor-Leste. In doing so, the 

company and its members sought to ensure that the supply chain and distribution of 
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fresh fruit and imported foods to Timor-Leste were sustained and made the customer 

feel comfortable and certain about the quality of goods and services provided. To 

achieve its target, the company planned to: 

 increase the capacity of its employees on stock management, hospitality and 

work safety 

 develop and tailor training on food marketing 

 maintain communication with its customers in an efficient manner, and increase 

operational efficiency 

 liaise with relevant government entities, such as the customs office, to ensure the 

imported goods (particularly perishable products) reached stores on time. 

 

Purpose: To be a leader in importing fresh food, both in quality and quantity, and to 

increase profitability. 

 

Vision: To ensure high-quality services that met the expectations of customers. 

 

Goals: To expand its business to other parts of Timor-Leste and other countries in the 

region. 

 

The company sought to ensure that the supply chain of the imported product reach it 

customers in Dili such as catering company, restaurant hotels in large quantity. 

Foreseeing a sustainable business opportunity to provide fresh fruits and vegetables to 

its customers, the company hoped to source fresh vegetables and fruits from local 

producers in Timor-Leste. However, inconsistent domestic production affected the 

company’s supply chain; thus, the company still relied on imported goods. 

 

The research findings revealed that the company conducted more than 100 times of 

customs entries with approximately 40% annual merchandise processing fee and  

average six containers receive per month. In addition, the minimum product sold to its 

customer around 1,000 kg, with minimum average of  income range from US$  800 to  

US$ 900 per 1,000 kg. However, the company business plan did not last long or operate 

smoothly due to difficulties related to delays in getting products out of the Dili Port on 



43 

time. Therefore, the company has now ceased operations in Timor-Leste due to its 

internal business plan, and has moved to Myanmar. 

 

4.2.2 Importer of Electronic Devices 

 

This company’s core business is importing electronic devices for both heavy and light 

electronic devices through shipping and airfreight. The volume of heavy electronic 

devices imported through shipping amounts to 95% of their total imports. The light 

electronic devices imported to Timor-Leste through airfreight amount to 5%. The 

company has located its business in a very strategic area in Dili, and has attracted many 

customers to buy its imported products. 

 

4.2.2.1 Business Strategy 

 

The company wished to influence the Timor-Leste market with high-quality electronic 

products imported from Indonesia, Singapore and so forth. In doing so, the company 

and its members sought to ensure the satisfaction of its clients in Timor-Leste with its 

imported goods. To achieve its target, the company planned to: 

 maintain flows of goods from its primary supplier 

 ensure both shipping and airfreight mode were safe and supporting the business 

 comply with import regulation requirements applicable in Timor-Leste 

 advertise in local newspapers of the types of electronic products offered 

 provide high-quality customer service to its clients in a professional manner. 

 

Purpose: To provide high-quality electronic devices to customers in an efficient and 

timely manner. 

 

Goals: To increase profitability while maintaining good relationships with customers 

in Timor-Leste. 

 

To achieve its goals, the company is currently seeking to expand its business to other 

strategic locations in Timor-Leste. This includes the possibility of expanding to a new 

location designated as an SEZ. The volume of electronic devices in containers imported 
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to Timor-Leste is one container per month. The value of imported product is 

approximately US$20,000 to US$40,000, with a total of 12 customs entries annually. 

The reasonable price of electronic devices supplied to customers in Timor-Leste starts 

from a minimum of US$5,000. The company hopes to engage with the government plan 

to establish an SEZ that will offer benefits in terms of tax holidays and the abolishment 

of custom entries. 

 

4.2.3 Importer of Foods, Cars and Other Merchandise Products 

 

This company is a prominent private sector business operator in Timor-Leste. The 

company activities are classified into multi-business segments, such as supermarkets, 

wholesalers and trading (including a permanent Toyota car dealer in Timor-Leste). All 

the company’s products are stocked and shipped to Timor-Leste, which directly 

contributes to generating government revenue through customs entry. The company 

employs many Timorese workers and is committed to contributing to the national 

development of Timor-Leste. Through its multi-segment business, the company is able 

to provide broader options of goods and service to the Timorese people. 

 

4.2.3.1 Business Strategy 

 

The company is a prominent business player in Timor-Leste, with various business 

activities, as mentioned above. To ensure all of its businesses create profit, the company 

prioritises the following steps: 

 improved stores and office facilities 

 greater investment in transportation link to ensure that shipping and airfreight 

support its business 

 training local people to deliver high-quality services 

 compliance with business and commercial laws applicable in Timor-Leste 

 more active advertising. 

 

Purpose: To become a prominent supermarket and wholesaler, and the largest Toyota 

car dealer in Timor-Leste. 
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Goals: To increase profitability and generate employment for Timorese people. 

 

Considering the growth of its business, the company is now in the process of expanding 

its investment to cover the manufacturing industry, such as the cement factory in 

Liquica. The company was reluctant to disclose its annual profit; however, the volume 

of products imported to the country amounts to approximately 179 containers every 

month of the specified products above. This figure indicates that significant trade 

activities occur and, considering the size of the company, goods and services can be 

delivered in a timely manner. To expand its business, the company is carefully assessing 

the investment climate in the country and determining which business opportunities 

might be available, including the future expansion of the business to an area designated 

as an SEZ. 

 

4.2.4 Wholesaler and Trader 

 

This company’s main activities relate to retail and furniture shops. The company is 

located in a very strategic location in Timor-Leste, and had been undertaking its 

business for more than six years, employing many Timorese workers. In conducting its 

business, the company maintains high-quality service delivery to its customers in a 

professional manner. 

 

The company operates three businesses in a very strategic location in Timor-Leste. The 

company maximises its effort to introduce goods and services to its customers with a 

significant discount price. The discount is part of the company’s business strategy to 

attract customers. 

 

4.2.4.1 Business Strategy 

 

The business strategy adopted by the company encompasses: 

 providing training to its employees on hospitality and management 

 providing high-quality goods 

 providing transportation services to deliver furniture to customers’ residences 

 advertising its products through local radio stations and newspapers. 
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Purpose: To reach as many customers in Dili as possible. 

 

Goals: To increase profitability and generate employment for Timorese people. 

 

To support the national development of Timor-Leste, the company believes there is a 

need to participate in Timor-Leste private sector businesses. The company predicts that 

future investment in human resources is critical to leverage the capacity of local 

entrepreneurs in the free market area. The company’s volume of trade ranges from 

US$100,000 to US$150,000 per month—or equal to 10 containers per month. The 

annual volume of imported goods ranges from US$1,200,000 to US$1,800,000—or 

equivalent to 120 containers. 

 

4.2.5 Supplier of Electronic Devices 

 

This company’s main activity relates to the supply of electronic devices to its customers 

in Dili. In doing so, the company targets relevant government institutions through a 

public procurement process. The supply of electronic devices to the government 

generates more profit and enables the government to gain access to high-quality and 

sophisticated technology. 

 

The demand of electronic devices in Timor-Leste is very high, with no manufacturing 

industry developed in the country. Therefore, all electronic devices are imported from 

other countries—mainly Indonesia, Singapore and China. To avoid low-quality 

electronic devices, this company devotes attention to the quality of its products and 

ensures its customers are satisfied. 

 

4.2.5.1 Business Strategy 

 

To be more competitive in implementing its business, the company focuses on the 

following: 

 improving service delivery to clients 

 providing training on marketing and management to staff 

 providing incentives to staff, such as bonuses through performance reviews 
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 advertising its products through newspapers 

 providing better service delivery to customers 

 complying with applicable laws in Timor-Leste. 

 

Purpose: To provide quality electronic devices to customers—mainly targeted at 

relevant government institutions. 

 

Goals: To increase profits and introduce new technology to customers. 

 

The company is keen to engage in any future plan to implement an SEZ in Timor-Leste. 

The value of electronic devices imported by the company has reached US$20,000, with 

an annual value of imported goods of approximately US$24,000. The company expects 

that a future SEZ would enable the company to increase its competitiveness. 

 

4.2.6 Importer of Clothing for Men and Women 

 

This company engages in importing clothing for men and women to Timor-Leste via 

West Timor, Indonesia. The manifestation of its business through shopping stores in 

Dili has attracted many young people to buy its products. The company was capable of 

importing fashionable clothes to Timor-Leste. The researcher noted that there was rapid 

expansion of the business, with the first store expanding to two more stores in Dili. This 

type of business offers a great opportunity for Timorese  private sectors to  in 

supporting economic development of the country. 

 

4.2.6.1 Business Strategy 

 

To offer a different business approach, the company prioritises the following steps: 

 improve its store facilities 

 improve its service delivery through training staff in customer service 

 advertise its products through local newspapers 

 comply with rules and regulations for importing goods through the terrestrial 

border between Timor-Leste and West Timor. 
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Purpose: To provide what is most needed by its customers—particularly young 

Timorese—in terms of fashionable clothing. 

 

Goals: To increase profits and continue importing. 

 

Thus far, the company and its other two stores are able to provide the required clothes 

with supply chain of the product taken place three times in a month accounted for 15 

massive bags. These bags are worth the equivalent of US$20,000. By undertaking this 

business, the company complies with its obligation to pay import duty, with the 

maximum spent each year reaching approximately US$80,000. The company believes 

that trade across borders—such as the international border between Timor-Leste and 

West Timor—is important because there is reciprocal benefit attained by both nations. 

 

4.2.7 Importer of Clothing for young people 

 

This company is currently operating through a single store in Dili. The company’s core 

business is selling men’s and women’s clothes to its customers. In view of its business 

prospects, the company aims to expand to Baucau Municipality—the second-largest city 

in Timor-Leste. 

 

4.2.7.1 Business Strategy 

 

To improve its service delivery, the company will proceed with the following steps: 

 import the high-quality (fashionable) clothing demanded by young Timorese 

 provide training on customer service to its employees 

 pay taxes and import duties under Timor-Leste law. 

 

Purpose: To provide what is most needed by its customers—particularly young 

Timorese—in terms of fashionable clothing. 

 

Goals: To increase profits and continue importing. 

 

All this company’s products are imported from West Timor, Indonesia, to Timor-Leste. 

Since engaging in this activity, the company has not encountered any problems that 
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become inhibiting factors that prevent its trade across the terrestrial border. The 

company imports 17 bags of clothes (or equivalent to US$24,000) every three months, 

with a total of four customs entries each year. The company looks forward to engaging 

in discussion with the Government of Timor-Leste on matters pertaining to establishing 

an SEZ in Timor-Leste. The company perceives that, with the current political stability, 

many investors will enter Timor-Leste and generate more employment for the Timorese 

people. 

 

4.2.8 Importer of Construction Materials 

 

This company’s core business relates to selling construction materials to its customers 

in Timor-Leste. All company products are imported from China through shipping. The 

value of imported goods is approximately US$15,000 per month, with a total of 12 

customs entries each year. 

 

4.2.8.1 Business Strategy 

 

Considering the massive government expenditure on public investment projects—such 

as roads, government buildings and other infrastructure—the company imported 

construction materials from other countries  This includes ensuring that the supply chain 

of materials is consistent with its customers’ needs. 

 

Purpose: To provide construction materials to Timorese general construction 

companies. 

 

Goals: To increase profits and employ Timorese people. 

 

The company believes that the investment climate in Timor-Leste needs to be improved, 

particularly in terms of custom procedures and avoiding unnecessary cost burdens on 

importers. The company is keen to expand its business through the establishment of an 

SEZ in Timor-Leste, and looks forward to the improvement of business regulations. 
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4.2.9 Importer of Furniture Products 

 

This company supplies furniture to customers in Dili. All its furniture products are 

imported from West Timor, Indonesia. The company is currently exploring every 

business opportunity to expand to other areas in Timor-Leste. The company 

acknowledges that it has many competitors in the country, but is committed to 

increasing its performance, both in quality and quantity, in order to attract more 

customers. 

 

4.2.9.1 Business Strategy 

 

To deliver high-quality furniture to its clients in Dili, the company ensures that: 

 its primary suppliers provide good products 

 the furniture is imported to Timor-Leste in good quality 

 its employees are trained on how to take care of furniture and conduct good 

service delivery 

 it advertises its products through local newspapers. 

 

Purpose: To provide high-quality furniture to customers in Dili. 

 

Goals: To increase profits and expand its business. 

 

The company imports two containers of furniture every month, with an additional 

US$200 for operational costs. The increased cost of transportation is heavily influenced 

by road conditions. The company believes that establishing an SEZ in Timor-Leste 

would help increase the capacity of local business through partnerships with foreign 

companies. 

 

4.2.10 Importer of Pharmaceutical Products 

 

This company is currently supplying pharmaceutical products to relevant government 

entities and private clinics operating in Dili. Since the pharmacy industry is not well 

developed in Timor-Leste, all pharmaceutical products are imported from overseas, 
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such as from Indonesia and India. Fifteen per cent of this company’s products are 

imported through airfreight services, and 50% through shipping. 

 

4.2.10.1 Business Strategy 

 

Due to Timor-Leste’s dependence on imported pharmaceutical products, this company 

maintains good flow with an advance supply chain of its imported products to Timor-

Leste through appropriate trade modes, such as shipping and airfreight. It provides 

appropriate training to its technical employees to ensure its business operates 

successfully and generates profit. 

 

Purpose: To provide the pharmaceutical products needed by its customers in Dili. 

 

Goals: To increase profits and expand its business. 

 

The total value of imported products ranges from US$100,000 to US$200,000 per 

month. The company also imports essential medicine through airfreight, with the total 

amount spent per week amounting to approximately US$5,000 to US$20,000. In 

addition, the company runs a private drugstore to supply essential medicine to its 

customers. The company looks forward to expanding its business to other locations in 

the country, particularly in designated locations for implementing an SEZ. 

 

4.2.11 Wholesaler ,Trader and Supermarket 

 

This company is one of the largest wholesalers in Timor-Leste, with most of its 

products imported from Singapore. The company considers Singapore a hub for 

international trade; hence, all its products are accessible and can be shipped to Timor-

Leste. Despite importing goods from overseas, the company also purchases local 

products through contract farming arrangements. Every day, the company spends over 

US$1,000 to collect vegetables from its farmer group. 

 

4.2.11.1 Business Strategy 
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As one of the largest wholesalers in Timor-Leste, this company devotes attention to the 

following: 

 ensuring the flow of its imported goods to Timor-Leste within a reasonable 

timeline 

 ensuring custom clearance pursuant to applicable laws in Timor-Leste 

 training local employees on stock management, customer service and finance 

 improving its facilities, such as stores, warehouses and other storage facilities. 

 

Purpose: To become a forefront wholesaler in Dili. 

 

Goals: To increase profit and expand its business. 

 

The business plan pursued by the company contributes to the national development of 

Timor-Leste, particularly in generating employment and promoting cash transfer to 

local farmers. Goods imported by the company increased sharply particularly in the last 

three years. For example, the product imported from Singapore annually is 

approximately 60% and from Brazil is approximately 16.6%. The overall goods 

imported from the two countries constitute 20 to 30 containers every month, with one 

container valued from US$45,000 to US$90,000. 

 

4.2.12 Wholesaler, Trader and Importer  

 

This company is one of the largest wholesalers In Timor-Leste and is owned by Chinese 

Timorese decedent. All its products are imported from Portugal, Australia, Singapore, 

the People’s Republic of China and Indonesia through shipping. The company imports 

15 containers of goods every month, with each container valued at US$20,000. 

 

4.2.12.1 Business Strategy 

 

The foremost business strategy currently implemented by the company is advertisement 

services. In addition, the company implements the following: 
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 ensuring movement of its imported products out of Dili’s port as quickly as 

possible in order to avoid dwelling time, which may cause additional demurrage 

costs 

 improving its store facilities 

 complying with applicable laws in Timor-Leste. 

 

Purpose: To provide the goods required and demanded by its customers in Dili. 

 

Goals: To increase profits and expand its business. 

 

Considering the demand of its imported products in the market, the company is 

increasing its imported products in order to supply its customers in Dili. As result, the 

company imports more goods and pays more than 100 customs entries each year. 

 

4.2.13 Wholesaler and Trader 

 

This company is one of the largest wholesalers in Timor-Leste, and has two large 

supermarkets in Dili, with most products imported from Vietnam, America and Brazil 

through shipping. The company has a decisive business plan to attract customers in the 

capital of Timor-Leste, but is also a major distributor and wholesaler to other 

municipalities in the country. 

 

4.2.13.1 Business Strategy 

 

The company’s business strategy encompasses the following: 

 improve the supply chain of its products through improving the distribution line 

 train its employees on customer service and store management 

 provide incentives to employees, such as transportation services 

 improve its store facilities 

 follow trading regulations applicable in Timor-Leste. 

 

Purpose: To provide the goods needed by its customers in Dili. 
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Goals: To increase profits and expand its business. 

 

The volume of import ranges from US$100,000 to US$150,000 per month. The annual 

value and volume of imports ranges from US$1,200,000 to US$1,800,000. The number 

of customs entries made by the company is approximately more than 100. Despite tight 

competition between companies operating in Dili, this company has an attractive 

business plan that includes sourcing local products from Timorese farmers and the home 

industry. This engagement with local farmers is intended to enable local products to 

reach domestic market.  

 

The company believes that the role of the private sector in Timor-Leste is very 

important as a pillar to promote economic development in the country. To support this 

role, the company owner actively engage  in Timorese Chamber of Commerce and 

contribute his or her experiences with other business stakeholders regarding how to 

promote productive investment in Timor-Leste. 

 

4.3 Specific Variables of Study 

 

This research examined various factors that could affect the establishment of an SEZ. 

The following are additional descriptive variables obtained from the data collection. 

 

 

Figure 4: Government Officials’ Perspective on the Percentages of Trade Modes 

Used to Import Goods and Services to Timor-Leste 
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The research findings revealed that the majority of goods and services are imported 

through shipping, followed by land. Airfreight remains the least used mode of trade 

employed by private sector business operators in Timor-Leste. 

 

 

Figure 5: Private Sector’s Perspective on the Percentages of Trade Mode Used to 

Import Goods and Services to Timor-Leste 

 

Figure 5 reveals that shipping remains a prominent trade mode used by private sectors 

in Timor-Leste. Trade across land borders is the second-largest trade mode, while 

airfreight remains an insignificant trade mode used by private sector business operators 

in Timor-Leste. 
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Figure 6: Countries from Which Resources are Imported to Timor-Leste 

 

Figure 6 indicates that the majority of government official respondents stated that 

Indonesia, Australia and Singapore remain the largest contributors for imported 

products to Timor-Leste. Malaysia and the People’s Republic of China are the second-

largest contributors, followed by Vietnam, Brazil, Thailand and Portugal. 

 

 

Figure 7 Largest Contributor of Imported Product to Timor-Leste 
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Figure 7 indicates that the majority of private sector respondents stated Indonesia as the 

largest contributor of imported products to Timor-Leste. Singapore, the People’s 

Republic of China and Australia remain the second-largest contributors, followed by 

Malaysia. The respondents also identified Vietnam, Brazil, India, Portugal, New 

Zealand and Thailand as countries with insignificant product imports to Timor-Leste. 

 

4.4 Designated Locations the Private Sector Considered to Expand 

Businesses through Establishing an SEZ 

 

The following table indicates the locations in Timor-Leste that were deemed strategic 

locations by both the private sector and government official respondents to consider 

expanding their business through establishing an SEZ. 

 

Table 1 Strategic Locations from Implementing SEZ 

Respondent Locations in the Territory of Timor-Leste 

Government officials Bobonaro Municipality  

Oecusse Municipality  

Covalima Municipality 

Atauro Island 

 

The government official respondents indicated a number of strategic locations where the 

private sector may choose to expand their businesses through an SEZ. Those strategic 

locations were located in three municipalities, which directly shared a terrestrial border 

with West Timor, Indonesia. Those three municipalities were Bobonaro, Oecusse and 

Covalima. 

 

Table 2  Strategic Locations for Implementing SEZ 

Respondent Locations in the Territory of Timor-Leste 

and Other Countries 

Private sector Dili Municipality  

Baucau Municipality 

Myanmar 
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The private sector respondents considered Dili and Baucau to be strategic locations for 

implementing an SEZ. One private sector respondent also indicated Myanmar as a 

potential country for implementing an SEZ. 

 

4.5 Factors Influencing Business Decisions to Engage in Establishing 

an SEZ 

 

The following figure presents the factors that influence private sector decisions to invest 

in an SEZ. 

 

 

Figure 8 Factors Influencing Business Decisions to Engage in Establishing SEZ 

 

Figure 5 reveals that the majority of respondents highlighted all the factors are 

important for establishing an SEZ in Timor-Leste. In addition, the research findings 

revealed that half of the private sector respondents suggested that access to trade finance 

is not important or a determinant factor for establishing an SEZ in Timor-Leste. 
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4.6 Difficulties Implementing Trade Strategies That Could be Solved 

by Establishing an SEZ 

 

 

Figure 9  Difficulties Implementing Trade Strategies That Could be Solved by 

Establishing SEZ  

 

The majority of respondents indicated that all the inhibiting factors outlined in Figure 6 

are important problems that could be solved through establishing an SEZ. For example, 

the findings revealed that 13 private sector respondents outlined the above inhibiting 

factors as important in influencing their decision to undertake business, which could be 

solved through establishing an SEZ. 

 

There was also an insignificant suggestion from the respondents that overlapping 

regional agreements are not important in determining the establishment of an SEZ in 

Timor-Leste. The respondents also made an insignificant suggestion that the lack of 

clear mandate is a problem for implementing an SEZ in Timor-Leste. Another 

insignificant suggestion was that lack of implementation of a regional agreement can 

become an inhibiting factor for implementing an SEZ in Timor-Leste. A respondent 

made a final insignificant claim that the dependence of the government on tariff 

revenues could prevent the establishment of an SEZ in Timor-Leste. 

 

The above information will be further comprehensively discussed in the subsequent 

chapter. 
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4.7 Description of Analysis  

 

The purpose of part two of this chapter is to provide a comprehensive analysis based on 

the data and information collected from the private sector representatives in Timor-

Leste. Through a series of interviews with private sector representatives, the following 

factors were found to be determinants for establishing an SEZ in Timor-Leste: (1) 

regional demand, (2) the regulatory environment for undertaking business, (3) 

competitiveness, (4) export diversification, (5) transport links, (6) the cost of 

transportation services, (7) access to trade finance, (8) standard compliance, (9) customs 

and border procedures and (10) informal restrictions. Each of these factors is elaborated 

below. 

 

4.8 Regional Demand 

 

This section defines regional demand in the context of implementing an SEZ in Timor-

Leste. It elaborates the connection between regional demand and economic geographic 

or agglomerations, and further discusses the extent to which regional demand affects the 

nation’s economy. 

 

4.8.1 Definition 

 

Regional demand is defined as a desire or willingness from member states of a 

particular region to establish an SEZ. There is growing demand for the establishment of 

SEZs. In 2008, it was estimated that ‘approximately 3,000 zones in 135 countries today, 

accounting for over 68 million direct jobs and over $500 billion of direct trade-related 

value added within zones’ (Akinci and Crittle,2008). However, this number has now 

significantly increased: ‘it is estimated that 2015 4,500 SEZs established across 140 

countries employing around 66 million people in the world’ (The Economist 2015). 

 

Regional demand has a strong connection with the concept of economic geography, 

which indicates the formation of different kinds of economic agglomeration in 

geographic space (Aritenang 2009). This is affected by regional growth, which leads to 

convergence among regions (Cricelli & La Bella 1999). For example, one region with 
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high prosperity has a dominant effect on other regions via factors of endowment, such 

as capital, labour and other resources, which link to one another in a ‘spread effect’ 

(Hirschman 1985). The presence of multinational companies in source products and 

services stimulates the economic growth of the host country by generating jobs for 

regional suppliers and transferring skills and technology (Crone & Roper 2001). 

 

Further, regional demand is associated with economic agglomeration, which contributes 

to technology spillovers and affects regional economic development. For example, a 

previous study on technology spillover, agglomeration and regional development 

determined that the benefits of new innovative technology can spill over from one area 

to another (Koo 2005). Economic agglomeration affects employment in industrialised 

countries—when one firm is in close proximity with other firms, this tends to facilitate 

skilled workers and transaction of goods and information, which fosters productivity 

(Dauth 2013). 

 

Regional demand also relates to oil and gas energy, which has led to countries such as 

Indonesia, Malaysia, Vietnam and China increasing their oil and gas exploration 

investment (Kliewer 2012). The rapid growth of economy in Asia has affected energy 

prices and could lead to soaring energy demand, as well as placing the regional 

economy at risk (ADB 2013). However, some ASEAN member states have overcome 

energy deficiency by adopting a regional energy market strategy. For example, the 

Indonesian province of Kalimantan imports hydropower from the Malaysian state of 

Sarawak, and this trade of resources benefits both countries (Liu 2013). 

 

4.8.2 Importance of ‘Regional Demand’ Factor for SEZ in Timor-Leste 

 

Timor-Leste’s current trade balance is negative, and the majority of FDI flowing into 

the country is focused on the oil and gas sector. The private sector respondents stated 

that they needed to achieve a trade balance, and were seeking to expand business 

opportunities, such as manufacturing, agricultural and processed food, and textiles. 

Therefore, according to Minister of State and Presidency of the Council of Ministers of 

Timor-Leste, Agio Pereira, Timor-Leste is currently exploring SEZ opportunities to be 

implemented in Timor-Leste (Pereira 2013). 

 



62 

When measured on a three-point Likert scale, all respondents from private sector 

companies rated regional demand to be a very important factor for establishing an 

SEZ in Timor-Leste. 

 

This finding reflects the country’s SDP to develop three corridors for implementing an 

SEZ (SDP 2011). Former Prime Minister Dr Mari Alkatiri was appointed to develop a 

master plan to establish an SEZ for social markets in an enclave district of Oecusse 

(Council Minister 2013). Since then, the program has been implemented through 

various steps, such as enacting a parliamentarian law for the zone, establishing a 

regional authority to manage the zone, and institutional development on how to 

implement the SEZ master plan in an efficient and effective manner. The ultimate 

objective of the zone is to promote economic development and eradicate poverty, and it 

is expected to bring benefits not just to the people in Oecusse and border regions, but 

also to the entire nation (Alkatiri 2013). 

 

4.9 Regulatory Environment for Undertaking Business 

 

This section further elaborates the details of the regulatory environment for undertaking 

business to support the establishment of an SEZ. The section also outlines and considers 

the experience of other countries. It explains the reasons underpinning the private sector 

responses regarding the importance of the regulatory environment for undertaking 

business as a determinant factor for establishing an SEZ in Timor-Leste. 

 

4.9.1 Definition 

 

The regulatory environment for undertaking business is described as a set of business 

regulations that is established with the ultimate intention of securing investment by 

stipulating the clear rights and obligations of all parties to form part of business 

activities within the jurisdiction of a nation. 

 

Regulation is also intended to overcome various constraints associated with business 

activities (Posner 1974). Indeed, business regulation has significant effects on growth—

countries with better regulations for undertaking business are considered to grow faster 
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(Djankov, McLiesh & Ramalho 2006). For instance, reform undertaken in product 

market regulation has a strong influence on the overall economy because it affects 

resource allocation among sectors, thereby affecting the productivity of firms (Griffith 

& Harrison 2004). A previous study on the effect of external trade barriers on product 

markets indicated that smooth relocation of resources favours productive firms through 

lowering trade barriers (Melitz 2003). Efforts to improve business regulation are 

considered important. For example, business and regulatory factors contributed to the 

establishment of the Real Estate Investment Trust in the Philippines, which determined 

its growth and success (Wenceslao 2008). In the United Kingdom, business regulation is 

regarded important, yet reducing the burden of regulation will increase the country’s 

GDP by US$16 billion per annum and raise business productivity (Hampton 2005). 

Relaxing business regulations can have a significant effect on supporting business start-

ups and speeding up business registration (Kaplan, Piedra & Seira 2011). 

 

High and rigid regulations can have a significant negative effect on economic growth 

(Bolaky & Freud 2004) because they tend to disincentive investors. A government 

creating distortions that affect heterogeneity, capital and labour among firms can lead to 

misallocation of resources and a lower total production factor (Hsieh & Klenow 2006). 

Excessive regulation is believed to have a major effect on the underperformance of 

Europe and the US macro economy (Blancard 2004). Thus, excessive regulation has 

become a constraint to growth in developing countries (World Bank 2004). 

 

4.9.2 Importance of ‘Regulatory Environment for Undertaking Business’ Factor 

for SEZ in Timor-Leste 

 

To measure whether business regulations are properly implemented and benefiting 

many business players, the government as regulatory body always implements a 

regulation effect assessment (Serpell 2008). This assessment helps the government 

make systematic decisions or deregulate policy to address regulation problems. 

Regulation effect assessments also provide an opportunity for the government to 

undertake regulation reform and prevent overlapping business laws that lower the 

market competitiveness, as in the US (Vance 2012). 
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When measured on a three-point Likert scale, all respondents from private sector 

companies rated the regulatory environment for undertaking business as an 

important factor for establishing an SEZ. 

 

This finding reflects the Doing Business Report, which was used as an indicator to 

measure the effect of regulation on undertaking business in Timor-Leste. In 2013, the 

country’s ranking was 169 of 185 nations on the Ease of Doing Business Index 2013 

(World Bank 2013a, p. 5). A number of factors contributed to this rating. Timor-Leste 

has low performance on the following indicators: starting a business is considered a 

slow process, it is not easy to obtain a construction permit, registering a property and 

ownership become  a major issue, there is no access to credit, there is no protection for 

investors for risks associated with investment, and the tax procedures are complicated. 

However, currently, the country’s ranking is 173 of 189 nations on the Ease of Doing 

Business Index 2016 (World Bank 2016b, p. 5). One of the major contributors to this 

rating is the absence of a land law in Timor-Leste, which creates uncertainty for 

investors. 

 

Despite the challenges in creating a suitable regulatory framework, the Timorese 

Government is seriously implementing regulatory reforms. For example, in 2013, the 

government established a new one-stop shop called SERVE to minimise red tape and 

unnecessary bureaucracy in Timor-Leste (International Finance Corporation [IFC] 

2013). The government is also currently improving the business registration system to 

facilitate fast registration and build trust and confidence between the government (as the 

regulatory body) and the private sector (Nheu 2013). A list of business regulations—

such as taxation law, customs duties and quarantine procedures—are being assessed by 

a government committee to create productive regulation that will balance the need for 

state revenue and the attractiveness of investment opportunities. 

 

The government or legislative body needs to create policy and regulations to control all 

activities related to the establishment of an SEZ, with the intention of securing 

productive investment. Excessive regulation is considered an obstacle to innovation; 

thus, it is suggested that policymakers be cautious in burdening business with further 

compliance and costs (Ramos-Roberts 2012). The head of the SEZ for the social market 

economy, Alkatiri, underlined that the intended zone would provide opportunities—
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such as adequate infrastructure and friendly business regulations, including stock 

market exchanges—to enable the private sector to invest in the zone. Therefore, 

regulation should not be excessive, but should be designed in a way that helps 

businesses grow and contributes to economic development (Alkatiri 2013). 

 

4.10 Competitiveness 

 

This section describes what constitutes competitiveness by considering the lessons 

learnt from other countries in terms of increasing economic productivity. It further 

elaborates the theoretical aspect that forms part of competitiveness, including the extent 

to which competitiveness could be a determinant factor for establishing an SEZ in 

Timor-Leste. 

 

4.10.1 Definition 

 

The term ‘competitiveness’ is defined as ‘the set of institutions, policies, and factors 

that determine the level of productivity of a country’ (Schwab 2009). Competitiveness 

is regarded a cornerstone in increasing world economic integration (Organization for 

Economic Co-operation and Development [OECD] 2010). Competitiveness is also 

regarded a fundamental determinant of the level of prosperity of a nation (Porter 2005). 

 

Firms regard competitiveness as the ability to compete in a global market with a global 

business strategy (Porter 1998). For example, the economic downturn in America and 

Europe are heavily affected European firms operating in the manufacturing sector, and 

policymakers are currently developing strategies to increase the competitiveness of 

firms to increase their productivity (Fafaliou & Polemis 2013). For example, Indonesian 

exports do not face significant problems with access to markets, but their tariff has a 

significant influence on the competitiveness of export products (Farole & Wingkler 

2011,). Indonesia possesses competitive advantages because of its cheap labour, which 

has attracted multinational companies to invest in the country. 
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4.10.2 Importance of ‘Competitiveness’ Factor for SEZ in Timor-Leste 

 

Competitiveness cannot be separated from sustainable development because the 

concepts interact with one another (Balkyte & Tvaronaviciene 2010, p. 360). In 

addition, national competitiveness cannot be separated from the concept of comparative 

advantages in trade between two countries as a result of different production costs and 

trigger  a country to specialise in products for which it has comparative advantages in 

cost (Latruffe 2010). 

 

When measured on a three-point Likert scale, all respondents from private sector 

companies rated competitiveness as an important factor for establishing an SEZ. 

 

As aforementioned in  chapter III on  the basis of framework for addressing the research 

question, the researcher believe that one of advantages for establishing SEZ is to 

increase Competitiveness in domestic industry with ultimate objective is to 

strengthening domestic economy. Broadly speaking, the competitiveness of a country 

(particularly export competitiveness) can only be achieved by means of trade (Nihon, 

Whitwell & Yao 2005). Despite Timor-Leste’s domestic market predominantly 

influenced and  dominated by imported goods, with a negative trade balance (World 

Bank 2010).On the hand,  Timor - Leste  has experienced  modest enlargement of the 

middle class  and have better chance to increase if ‘‘complementary policies are put in 

place to support more rapid and inclusive growth, such as more extensive infrastructure 

development and trade facilitation ‘‘( N Chun, 2010). 

 

 It is important for Timorese government come up with smart policy aimed at 

strengthening domestic economy by developing agriculture and manufacturing industry 

to maintain the country’s  competitiveness in the region through promoting export 

growth. Hence, the establishment of an SEZ in Timor-Leste not just to implement the 

country’s vision as outlined in its strategic development plan, but it becomes 

alternatives means to promote economic development.  

.  
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4.11 Export Diversification 

 

This section defines export diversification by considering the lessons learned from other 

countries. It also contextualizes the concept of export diversification and assesses the 

extent to which it helps shape Timor-Leste’s trade policy, particularly regarding 

whether it is a determinant factor for establishing an SEZ in the country. 

 

4.11.1 Definition 

 

Export diversification is defined as ‘as widening the range of product that a country has’ 

(Dennis & Shepherd 2007). Export diversification is variously defined as ‘the change in 

the composition of a country’s existing export product mix or export destination’ (Ali, 

Alwang & Siegel 1991) and ‘the spread of production over many sectors’ (Berthelemy 

& Chauvin 2000). According to the Word Bank Diagnostic trade integration study 

(2011) reveals that Timor-Leste has an enormous potential of export diversification on 

agriculture product such as coffee, maize, soybean, candlenut, and others.  The country 

also has another potential to be developed such as tourism. It is estimated nearly 60,000 

of international arrivals in the country every year and this could potentially increase 

(F,Anthony,2017). 

  

4.11.2 Importance of ‘Diversification’ Factor for SEZ in Timor-Leste 

 

 

When measured on a three-point Likert scale, all respondents from private sector 

companies rated diversification as an important factor for establishing an SEZ. 

  

Timor-Leste’s main commodity for export is coffee that contributes to increasing non-

oil revenue (National Directorate of Statistics 2011). The country’s export commodity is 

concentrating on coffee, which has a well-established market in Asia, Australia, the US 
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and Europe. The coffee sector plays a very important role, with almost 22,000 

household members in rural areas taking part in a cooperative called the Cooperativa 

Café Timor, which receives significant support from the United States Agency for 

Development (Piedade 2002). Coffee is now a source of livelihood for almost 30% of 

the population in Timor-Leste (Ministry of Agriculture, Forestry and Fisheries 2008). 

However, to increase economic growth, Timor-Leste needs to promote export 

diversification. For example, in addition to coffee, Timor-Leste has enormous potential 

such as maize, raise and peanut and the improved verities of crops have been introduced 

through seeds of life program (ACIAR 2017). The country also has enormous potential 

in livestock industry which can contribute to reducing the country reliance on import 

meat. Other potential agriculture commodities, such as candlenuts, mung beans, and 

soybeans, which are in high demand in the Asian market and could help farmers 

generate cash from agribusiness transactions (Ministry of Agriculture, Forestry and 

Fisheries 2007). 

  

In terms of export diversification, it is important to consider the experience of Latin 

America, where concentrating on exports with an abundance of natural resources has 

tended to create economic volatility and lower growth (Prebisch 1959). Export 

concentration tends to slow the growth of a nation (Gylfason 2004). Export 

diversification that focuses on natural resources has positive implications for economic 

growth (Herzer & Nowak-Lehmann 2004). However, international diversification can 

have both costs and benefits (Majocchi & Strange 2012). For example, a firm practicing 

diversification has access to more diversified resources in the market framework but is 

also prone to a lack of foreign market knowledge (Buckley & Strange 2011). A 

government or firm implementing a diversification program always experiences small 

growth in the first year of implementing the policy. For example, energy production 

diversification of chemicals by the Gulf Corporation Council has steadily increased and 

is now expected to reach 144.4 million metric tonnes per year (Alperowicz 2013). 

  

Diversification can also help a country’s economic sectors, such as agriculture. For 

example, India’s agriculture is dominated by smallholders, and the consumption pattern 
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of fruits and vegetable has grown by 2.1 to 2.9% annually, compared with other export 

commodities (Gulati et al. 2005). A similar situation has occurred in Indonesia, where 

the diversification of vegetable crops from estate crops (coffee, palm oil, rubber, and 

cocoa) has increased in the past 10 years (Siregar & Suryadi 2006). The diversification 

of crops is considered important by the Indonesian Government because it is an 

instrument for income growth, poverty alleviation, food and nutrition security, 

generating employment and promoting sustainable development (Siregar & Suryadi 

2006). The agricultural diversification in Indonesia was intended to increase rural 

income (Mariyono 2007). According to Hill (2000), agriculture contributes about 20% 

to Indonesia’s GDP and absorbs 50% of national employment in rural areas. 

 

In New Zealand, diversification has occurred since the 1970s and contributed to the 

agricultural sector until the present day (MacLeod & Moller 2006). In Bangladesh, 

agriculture diversification plays an important role in assisting the agricultural sector, 

where it has become a source of livelihood for 80% of the population (Hoque 2001). 

Diversification in the agricultural sector plays an important role in supporting the rural 

economy and helping eradicate poverty. Therefore, export diversification is considered 

extremely important for promoting a stable economy of a nation. To reiterate the 

importance of having an SEZ Inter Alia is to promote export growth.  The export 

growth can only be a feasible option if there are more goods and service produced in 

country and Timor-Leste is moving toward such direction. .  

 

4.12 Transport Links 

 

This section explains the essence of transport links in supporting trade activities. This 

encompasses other factors that can enable transport links to operate taking into 

consideration lessons learnt from other countries and the extent to which transport links 

affect a nation’s economic activity. This section further elaborates why transport links 

are an important factor for establishing an SEZ in Timor-Leste. 
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4.12.1 Definition 

 

Generally, a transport link is described as the link between different modes of 

transportation to support trade or other economic activities. International trade is vital to 

drive a nation’s economy, and high transportation costs will hamper or discourage 

international trade, according to Nowak (2005). Nowak added that a number of factors 

are associated with the effect of transport links on trade, such as poor physical 

infrastructure, and that landlocked countries have a high probability of higher transport 

costs of up to 50% as direct consequent of poor infrastructure. For example, a highway 

in Azerbaijan offers a corridor for heavy freight cargo and passengers connecting to the 

Caucasus region, Central Asia and Europe, which contributed US$480 million to the 

state budget in 2010 (Ziyadov 2011). Transport links are very important to connect 

centres of agricultural production with markets. The Mekong Delta in Vietnam has 

become a key driver for Vietnam’s economy, contributing 60% of the output for 

agriculture, fisheries and industrial centres (Mekong Delta Project, cited in ADB 2013). 

As a result, the ADB and development partners, such as South Korea and Australia, are 

supporting building a new highway to connect the Mekong Delta with other cities, with 

the intention of facilitating private sector investment, access to health services and food 

security (Verbiest 2013). 

 

Transport links adjust to the geography of a nation, which affects the mobility of 

resources. For example, Indonesian roads are the predominant transport links, followed 

by railways that connect Java Island and Sumatra. As a mode of transportation, the sea 

is vital to supporting economic integration and links to overseas traders, while air 

transport has also considerably increased in recent years (World Bank 2013b). 

Considering the importance of transport links for regional economic development, 

China has increased transport links with Southeast Asian countries through building 

telecommunications, roads and power links to boost the regional economy (‘Wen: China 

to speed up’ 2011). Transport links also play an important role in enhancing investment 

and economic development through supporting the market economy (Eberts 2000). 

Transport links play an important role in determining the efficiency of logistics 

movements (Tseng et al 2005); thus, there is a strong connection between international 

trade and international transportation, as highlighted in a study by (Kveiborg 2004), 
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which found that there is rapid growth in demand for transport through increasing 

economic activity. 

 

Despite the importance of transport links, but such links shall not override safety matter  

and regional organisations, such as the EU has zero tolerance on the safety issues.  For 

example, in 2007, the EU banned 51 Indonesian airlines from entering its runways 

because of a lack of air safety standards. However, in 2009, the EU lifted this ban by 

allowing the state airline, Garuda, to begin operations in the EU region (Gelling 2009). 

Transport links also entail environmental effects, such as noise, carbon monoxide 

emissions, smog and acid rain, which add to the economic costs of a nation (Rodrigue 

2013). 

 

4.12.2 Importance of ‘Transport Link’ Factor for SEZ in Timor-Leste 

 

The research finding indicated that all respondents considered transport links an 

important factor for establishing an SEZ in Timor-Leste. 

 

Timor-Leste’s demographic trends reveal that almost 71% of the country’s population 

live in a rural area (Direcção Nacional De Estatística Timor-Leste 2010). With respect 

to national roads, ‘around 80 per cent of the approximately 3,000 km of rural roads in 

Timor-Leste are in a poor condition’ (ILO 2013). This places the highest transportation 

cost burden on the communities living in rural areas, which has become a constraint to 

economic development. There are three transportation modes in Timor-Leste: air, land 

and sea. Each of these transport links is considered expensive—especially land transport 

because the national roads connecting business districts are in a poor condition (ADB 

2013). 

 

The private sector respondents indicated shipping as the primary trade mode 

connecting Timor-Leste with its trade partners. 

 

To support the shipping trade mode, the private sector suggested that immediate action 

should be taken by the Timorese Government to improve port facilities in order to 

reduce the cost of demurrages and other fees. This finding reflects the current conditions 

associated with Dili’s seaport. The steady growth of Timor-Leste’s economy has 
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triggered high volumes of freight through Dili’s seaport. The volume of trade increases 

every year, and has reached around 200,000 tonnes per year (80% imports and 20% 

exports) passing through Dili’s seaport (Government of Timor-Leste 2011, p. 95). A 

recent study conducted by the IFC revealed that, over the five-year period from 2006 to 

2011, the number of containers increased from 15,255 TEU in 2006 to 42,411 TEU in 

2011—an average growth of 22.7% annually. In addition, Dili’s seaport’s water depth is 

considered limited and a constraint for feeder vessels. The limited space available has 

contributed to demurrages, which are a burden to importers and prejudice the shipping 

activities due to unnecessary cost related to shipping. 

 

These limitations create problems for business operators, such as importers, because 

their products are subject to demurrages fees and the lengthy processing times affect the 

quality of perishable goods. A well-established seaport facility could reduce shipping 

costs (WTO 2013, p. 42a) and investment in physical infrastructure would accelerate the 

integration of new market entrants, thereby supporting both distribution and the 

international supply chain (WTO 2013b, p. 113). Therefore, developing a new 

international port could accelerate international trade and alleviate the aforementioned 

problems. 

 

All private sector respondents indicated that trade across international terrestrial 

borders remains the second-largest trade mode in Timor-Leste. 

 

Since 2011, the trade volume between Indonesia and Timor-Leste increased by 27.68%, 

with the total volume of trade between the two nations at US$258,8 million (Luwamanu 

2016). Exports from East Nusa Tenggara Province (or West Timor) to Timor-Leste 

accounted for 65.46% of the overall Indonesian exports to Timor-Leste is moving 

toward a robust trade relationship (holst et al 2009). Therefore, improving economic 

infrastructure, such as roads, is indispensable to promoting international trade. This 

finding is consistent with the secondary data collected by the researcher where  Timor-

Leste shares a terrestrial border with East Nusa Tenggara Province of Indonesia (West 

Timor). According to Indonesia’s former Foreign Minister Natalegawa, in 2012, 

Indonesian exports to Timor-Leste reached US$220.1 million. The trade relationship 

between the two countries has contributed significantly to reciprocal benefits, such as: 
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1. East Nusa Tengara Province has gained benefits from exporting goods and 

services to Timor-Leste in return for millions of dollars of cash outflow from 

Timor-Leste. In return, East Nusa Tengara Province has become one of the 

major importers to Timor-Leste, with 80% of its products traded across the 

border to Timor-Leste. The increase of trade volume and the effect of this trade 

has gained attention, appreciation and admiration from government levels, 

particularly the Governor of East Nusa Tenggara, who stated: 

This cooperation should be as an umbrella that will serve to develop 

trade relations between NTT [Nusa Tenggara Timor—Indonesian 

Province of East Nusa Tenggara] and Timor-Leste. NTT exports more to 

Timor-Leste than to other countries for a total of 82%. A little for China, 

Hongkong, Surabaya and Bali. Hopefully with this cooperation we can 

improve by increasing our export products such as fish, building 

materials, furniture and other basic consumer needs (Leburaya 2011). 

2. The trade exchange helped improve the local economies, particularly for 

communities living on the border between the two countries. These communities 

were previously regarded as Timorese refugees who lived in scatterings on the 

border region as a direct consequence of the independence referendum in 1999. 

The presence of these communities increased both social and economic pressure 

on the Indonesia Government. Taking into consideration many Timorese still 

living under poor condition in West Timor as direct consequence of Referendum 

1999, promoting trade across the border not only focuses on economic benefit 

between the two nations, but also minimises gaps and social disparities that may 

trigger conflict in the border region. In a speech at Indonesia’s National 

Parliament, former Indonesian President Dr Susilo Bambang Yudhoyono stated: 

It is very important to change the old paradigm in developing border 

region in order to prevent disparities of the social welfare that potentially 

affect the national security and the territorial integrity (President SBYs 

state speech at Indonesia National Parliament 2007). 

 

Further, the findings from the interviews with the Timorese government officials and 

private sector representatives indicated that Indonesia is Timor-Leste’s largest trading 

partner, followed by Singapore and Australia. This finding is consistent with the 
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secondary data collected by the researcher, which indicated that, in 2014, the volume of 

trade between Timor-Leste and Indonesia reached US$100.838,6 million (BPS and the 

Ministry of Trade 2015). 
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The significantly increased trade volume has been supported by both the proximity of 

the two countries in terms of sharing a terrestrial border, and the traditional ties between 

the countries, pre-dating Portuguese discovery of Timor Portuguese Island. Prior to 

Timor-Leste’s independence in 2002, the country was a province of Indonesia for 

almost 27 years. Thus, there are strong historical ties between the two countries, 

particularly from a trade perspective. For over 400 years, traders from different regions 

have visited Timor Island to exchange valuable goods, such as sandalwood, because the 

island has abundant resources of sandalwood (Fox 2003, p. 17). These resources have 

attracted many traders from China, Java and other parts of Indonesia (Fox 2003, p. 18). 

Further, the research findings indicated airfreight as the third-largest trade mode in 

Timor-Leste. The private sector respondents highlighted that: 

1. Only a few companies use airfreight because, while it is quicker to send

important light devices to Timor-Leste, it is more expensive to use airfreight.

2. Not all business stakeholders in Timor-Leste are familiar with airfreight, which

may affect their decision to use airfreight.

3. The current airfreight is conducted through commercial airlines, not cargo

airlines.

If the aforementioned issues could be addressed, it is expected that the volume of trade 

mode using airfreight in Timor-Leste would increase state revenue from fiscal regimes, 

such as tax. It may also lead to other sectors’ growth, such as cargo-carrying airlines, 

freight forwarders, ground handlers and airport logistics handlers. Each of these 

components plays a decisive role in supporting the flow of goods in and out of Timor-

Leste. International experience demonstrates that in 2013 around  US$6.4 trillion of 

goods travelled by air and accounted for 35% of all world trade by value (International 

Air Transport Association 2013, p. 38). 

4.13 Cost of Transportation 

This section illustrates how the cost of transportation affects trade performance. It 

discusses the experience of other countries in promoting international trade, with due 

consideration to transportation costs. It also outlines the extent to which the cost of 

transportation is related to transportation links. 
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4.13.1 Definition 

Transportation cost is defined as ‘any cost incurred by company on its effort to transfer 

its inventory or other assets to another locations’ (Farlex Financial Dictionary 2016). 

Infrastructure facilities have a positive effect on transportation movement and can 

reduce transportation costs (OECD 2002). For example, two countries with different 

total factors of productivity were heavily influenced by the quality of the public 

infrastructure (Yeaple & Golub 2002). There is strong evidence that transport costs 

determine the nature of trade (Hummels 1999) and the quality of infrastructure has a 

strong influence on the cost of transportation. Transport costs are decisive in 

determining the region’s ability to extract profit from an abundance of natural resources. 

For example, the lack of infrastructure in Latin America and the Caribbean contributed 

to global congestion in the logistic chain, which affected a substantial part of firm 

profits (Moreira et al. 2008). A firm deciding to invest in an economic spatial 

development is influenced by market opportunities, transport costs and workforce 

availability (Mejia-Dorantes, Paez & Vassallo 2012). There is also a strong nexus 

between transportation costs and trade costs (Xu & Julian 2012). Investing in transport 

infrastructure will help firms reduce the cost of transportation and enable firms to 

expand their business (Albarran, Carrasco & Holl 2013). The cost of transportation in a 

nation increases or decreases depending on the quality of the economic infrastructure in 

the country or region. 

The research findings indicated that the cost of transportation is an important 

factor in establishing an SEZ in Timor-Leste. 

4.13.2 Transportation Cost as a Determinant Factor in Establishing an SEZ in 

Timor-Leste 

There is an interrelationship between transportation links and the cost of transportation. 

For example, for the perspective of supply chain management, transportation is a key 

factor to ensure that a product is processed, manufactured and transported to the end 

market in an efficient and effective manner. As stated above, the majority of the 

Timorese population lives in rural areas, mainly working in subsistence agriculture 
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(DNE 2010). The ILO (2013) reported that ‘around 80 per cent of the approximately 

3,000 km of rural roads in Timor-Leste are in a poor condition’. Consequently, this 

places the highest burden on business farmers in the Timor-Leste rural area to bring 

agriculture produce to district markets, where the purchasing power is larger than in 

rural market segments or spot markets. 

 

A report published by the ILO suggested that there has been some attempt to settle this 

prominent infrastructure problem. For example, the ADB is taking on more of a role to 

improve its roads project, while AusAID and ILO are assisting rural road projects 

around the country (ILO 2013, p. 13). The quality of infrastructure can contribute to 

improving comparative advantages. This study finding illustrates the dependence of 

market stakeholders on infrastructure in Timor-Leste; hence, transportation costs could 

be reduced by immediate action to improve economic infrastructure facilities—such as 

roads, the seaport and the international airport—to trigger economic development in the 

country. 

 

4.14 Access to Trade Finance 

 

This section discusses how access to finance is an important tool to promote 

international trade. It illustrates how important this access is to support businesses to 

grow, with a particular focus on the importance of an SEZ. This includes discussing 

lessons learnt from other countries, which can serve as good reference to shape Timor-

Leste’s policy to establish an SEZ. 

 

4.14.1 Definition 

 

Access to finance is defined as ‘the ability of individuals or enterprises to obtain 

financial services, including credit, deposit, payment, insurance, and other risk 

management services’ (Kunt and Levine 2008). Access to finance is indispensable to 

support traders and farmers to finance their business activities. For example, the US 

Government helps US firms through financial strategies, with significant support from 

US export and import banks, the Trade and Development Agency and others (‘Improve 

trade finance’ 1994). In considering trade finance to support the national economy, 
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China took major steps by allowing international banks to engage in trade for finance 

and services in China. As a result, foreign firms operating in China have access to trade 

finance, and international banks, such as HSBC (2016), have more branches in China. 

Firms produce goods and services and sell them to different countries in the region; 

thus, access to finance trade is indispensable (Peters 2001). Firms operating in a foreign 

market may incur additional financial costs, either fixed or variable, which differ from 

production for the domestic market (Feenstra, Li & Yu 2009) and it is estimated that 

almost 90% of world trade relies on trade finance instruments (Auboin 2009). 

Therefore, trade finance is very important to facilitate the exchange of goods and 

services by foreign firms. The link between financial development and trade is 

paramount (Do & Levchenko 2007). Letters of credit are used as an instrument to 

finance trade, and international trade may require more credit protection (Ahn 2011). 

The research findings indicated that different opinions exist on access to trade 

finance. Half of the respondents stated that access to trade finance is extremely 

important for establishing an SEZ, yet almost half also argued that access to trade 

finance is not important for establishing an SEZ in Timor-Leste. 

Details of these difference perspectives are discussed as follows. 

4.14.2 Access to Trade Finance is Important for Establishing an SEZ in Timor-

Leste 

More than half of the respondents indicated that access to trade finance is very 

important for establishing an SEZ in Timor-Leste, based on the following reasons. 

Considering the large numbers of farmers, many small businesses are desperately 

seeking financial support; thus, access to trade finance is very important. 

Interviews with a few large traders indicated that they find it difficult to access 

finances from commercial banks in Timor-Leste due to requirement on collateral 

assets, such as a land certificate approved by the land law. 

A comprehensive study by Silvia Wronka on access to finance in Timor-Lest revealed 

that: 
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 The commercial banks operating in Timor-Leste are very selective in their loan

scheme. They require information regarding credit history and collateral, which

may be difficult for new entrepreneurs to provide.

 Almost all commercial banks operating in Timor-Leste suffered losses due to

credit default, which makes bankers sceptical about providing loans to Timorese

borrowers.

 All commercial bank in Timor-Leste give preferential loans to borrowers who

have a secure government contract due to the lower credit risk.

 Event micro-financers, such as Tuba Rai Metin and Moris Rasik, are engaged

with small entrepreneurs, but mainly focus on well-established businesses, rather

than new businesses. These two micro-financers do not provide loans to start-up

businesses.

 There is inconsistency in the microfinance interest rate offered by the two above

institutions, as it was previously agree on flat rate but when the borrower get

loan the rate is double o 30% per year.

 Timor-Leste does not have a credit agency bureau; it only has a credit registry

that is supervised and managed by the Central Bank (Wronka 2014–2015).

In contrast, almost half of the private sector respondents indicated that access to trade 

finance is not important for establishing an SEZ in Timor-Leste due to the following 

reasons: 

 The private sector respondents did not have sufficient information on how to

secure loans from commercial banks in Timor-Leste.

 The private sector respondents had financial resources to fund their business in

Timor-Leste. Some had a parent company operating in Indonesia or Singapore.

To overcome constraints to accessing trade finance, the government could play a 

decisive role as a regulatory body by facilitating access to trade finance, guaranteeing 

credit for enterprises and supporting the establishment of finance trade enterprises 

(UNESCAP 2013, p. 62). Access to trade finance is very important, and traders expect 

the government to create conditions in which this access is available to support firms 

with innovative business plans and an export-oriented mindset. 
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4.15 Standard Compliance 

This section describes what constitutes standard compliance by considering examples 

from other countries. It elaborates the effect of standard compliance on trade 

performance, particularly as an important factor for establishing an SEZ in Timor-Leste. 

4.15.1 Definition 

Standard compliance is defined as a set of regulations to ensure parties involved in 

business activities conform to laws and regulations (Silvera et al. 2012). According to 

the UN Industrial Development Organization (2010), traders who are meeting the 

standard requirements of trade have a better chance of accessing markets. 

Technically, a standard of compliance is divided into two main parts: regional standard 

compliance and the standard compliance that exists in each democratic state. Regional 

standard compliance is a regulation implemented by the WTO that aims to abolish trade 

distortion, such as tariffs and non-tariff barriers. For example, a technical barrier to 

trade is a mechanism used by the WTO (2013b) to regulate trade distortion and address 

complaints made by WTO member states. In contrast, standard compliance exists in 

each democratic state to deal with import and export requirements, customs regulations 

and quarantine regulations, and to support trade activities. For example, to import a 

product to Indonesia, an importer must comply with import requirements, such as 

completing import documents and obtaining clearance before discharging the goods 

(Deloitte 2010). Another example is that the export of cattle to Indonesia requires 

certification, such as SPS standards, and only countries conforming to the SPS 

standards are allowed to export cattle to Indonesia (Sullivan & Diwyanto 2007). 

There are a number of cases in which companies have failed to follow standard 

compliance in trade. For example, Canada placed a complaint against Australia’s import 

restrictions for fresh chilled salmon (WTO Dispute Settlement DS18, 2016). There are 

many cases registered with the WTO on failing to adhere to trade compliance. In 

relation to standard compliance on SPS, distinctions are made between (1) capacity-

based indicators, (2) compliance-based indicators and (3) trade-based indicators 
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(Henson & Masakure 2009). These three indicators help traders fulfil their obligations 

related to trade in the agricultural sector. There are other important compliances, such as 

technical barriers to trade, which aim to ensure that the existing regulations and 

technical standard conformity will not become an unnecessary barrier to international 

trade. For example, a health prevention measure taken by Brazil and Thailand through 

labelling alcohol based on public health disruption was considered to create an 

unnecessary barrier to trade (WTO 2010). The increase in international trade around the 

world has led to multinational companies undermining compliance with labour 

(Harrison et al. 2003). For example, when the Provincial Government of Jakarta 

increased the minimum wage in Jakarta, many multinational companies closed their 

factories in Jakarta and sought other places where they could afford to pay the factory 

workers’ wages (Dewi & Muhammadi 2013). Overly rigid labour regulations and high 

tax rates are considered the main constraints for larger firms operating in Indonesia (Ing 

& Varela 2012). 

 

When measured on a three-point Likert scale, all respondents from private sector 

companies rated standard compliance as an important factor for establishing an 

SEZ. 

 

4.15.2 Standard Compliance as an Important Factor for Establishing an SEZ in 

Timor-Leste 

 

Timor-Leste’s export of cattle to Indonesia has been banned since 2011 because the 

country has failed to comply with the requirements of trade, such as SPS standards (ILO 

2008). Timor-Leste also has its own regulations related to importing and exporting, 

including standard compliance on customs and quarantine; however, there is a critical 

need to establish a land law, access to credit and SPS standards (World Bank 2010, p. 

18). 

 

Another example of standard compliance in Timor-Leste is related to 

telecommunication services. The government established Decree Law No. 15/2012 to 

licence foreign companies that adhered to market liberalisation. As result, two more 

international companies invested in Timor-Leste to provide telecommunication services 

to the country. The presence of two new telecommunication companies has contributed 
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to improving market competitiveness and delivering high-quality telecommunication 

services to the Timorese people. 

Timor-Leste’s nearer-term non-oil exports mainly come from the agricultural sector and 

livestock industry; thus, the country needs to establish certification and SPS standards to 

enable traders to take their products to market (World Bank 2010, p. 15). The 

government needs to create conditions to ensure Timor-Leste’s exports and imports are 

meeting the standard requirements applicable in the destination country of the export. 

4.16 Customs and Border Procedures 

This section outlines why customs and border procedures are important to secure 

economic development. It explains to what extent the application of customs and border 

procedures affect the establishment of an SEZ in Timor-Leste.  

4.16.1 Definition 

According to Decree Law No. 11/2004 of 19 May, particularly Article 3, customs 

procedures are a set of legal and regulatory formalities that determine the legal status of 

goods to be introduced to the customs territory (Timor-Leste Government 2016). In the 

context of international trade, the act of simplifying trade is defined as ‘the 

simplification and harmonisation of international trade procedure’ (WTO 2016). For 

example, the US enacted a law on safe ports that changed the way importers interacted 

with customs, and failing to comply with the law could bring substantial costs (Rutter 

2007). This situation is different from the EU, where the free flow of people and goods 

between member states is permitted by law. The EU Treaty Articles 28 and 29 prohibit 

import and export restrictions between EU member states (Woods 2004). Apart from 

the EU single market, other countries are working on customs and border procedures to 

regulate the flow of goods across international borders. 

Countries with weak institutions tend to create unnecessary barriers through customs 

and border procedures (Aidis 2005). Under these conditions, customs officers tend to 

create disproportional charges for customs entry or undertake illicit acts that negatively 
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affect firms and importers (Xheneti 2006). For example, in Lithuania, where there is a 

high frequency of tax, corruption committed by tax inspectors has become the most 

frequent informal barrier (Aidis 2005). 

In contrast, in countries with strong institutions, customs administrations perform their 

duties to collect taxes and oversee export and import activities as subordinates of the 

Ministry of Finance (Widdowson 2007, p. 31). A study by the National Center for Risk 

and Economic Analysis of Terrorism Events on the effect of customs and border 

protection on the US economy indicated that the presence of customs and border 

officers at 33 selected areas and airports could potentially lead to an increase of GDP of 

about US$61.8 million and generate 1,053 jobs (CREATE Homeland Security Center 

2013). The customs law enables customs officers to collect precise amounts of tariff 

(Cirincione et al. 2007, p. 25). In performing customs policy, there is a need for 

advanced, standardised technology (Bennett & Chin 2008). At the regional level, 

customs and border procedures are very important to tackle global concerns, such as 

transnational crime. For example, in 1997, ASEAN signed a memorandum to boost 

economic cooperation prior to the Asian Free Trade Area and to combat narcotic and 

psychotropic smuggling across international borders (ASEAN 2013). 

When measured on a three-point Likert scale, all respondents from private sector 

companies rated customs and border procedures as an important factor for 

establishing an SEZ. 

4.16.2 Standard Customs and Border Procedures as an Important Factor for 

Establishing an SEZ in Timor-Leste 

The Timor-Leste Customs Directorate was established by the Government of Timor-

Leste under the Ministry of Finance. The customs authority acts in accordance with 

laws passed by the council minister and parliament. The laws encompass regulation of 

customs duties, customs tax offences, customs code and customs fund. Customs 

authorities undertake their duties in accordance with Timor-Leste’s customs law, as well 

as international principles, such as the Kyoto Protocol and convention of the World 

Customs Organization. The government has established or improved facilities at borders 

to support the flow of goods in compliance with the customs and border procedures 
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applicable in Timor-Leste. For example, in 2010, the government inaugurated a new 

compound for customs at the Batugede border that includes sophisticated technology, 

such as x-rays, donated by the Japanese government through previous bilateral 

cooperation between the two countries (Government of Timor-Leste 2016). 

While discussing the importance of customs and border procedures, a few respondents 

from the private sector indicated that customs border procedures are clear, but not 

implemented. Therefore, more communication and socialisation of customs and border 

procedures with business users and the public is needed to mitigate risks and illicit acts. 

In institutions with overloaded regulations and no proper mechanisms to disseminate to 

the public, there is potential for corruption and nepotism (Barlett & Bukvic 2001). The 

role of customs and border procedures is important to protect a nation’s economy and 

law enforcement (Widdowson 2007). Overall, the findings indicate that both the 

government and private sector respondents highlighted that customs and border 

procedures are important factors in establishing an SEZ in Timor-Leste. 

4.17 Informal Restrictions 

This section describes informal restrictions as an important element of trade barriers. It 

also elaborates the extent to which such informal trade becomes an inhibiting factor for 

promoting international trade. This barrier is also considered an important factor in 

establishing an SEZ in Timor-Leste. 

4.17.1 Definition 

A formal trade barrier is defined as ‘direct action taking for the purposes of limiting 

export’ (Menzie & Prentice 1987), such as import taxes and customs charges under 

provision of applicable law. An informal restriction or trade barrier is described as 

‘transport cost, customs practices bribes etc or in other words it is defined as export 

taxes that distort the efficient allocation of recourses’ (Porto 2004). Self-restraint in 

trade protection has become the responsibility of every nation in exercising WTO rights 

(Lamy 2009). Informal restriction refers to imposing disproportionate customs entry 

charges on traders or importers, which is considered an unlawful act (Fugazza & Fiess 
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2010). Informal restrictions emerged as part of economic growth where some people 

have opportunities for education and capability to explore opportunities (Ucbasaran, 

Westhead & Wright 2006). Individuals with high skills and knowledge have better 

understanding of neglected businesses and possess advantages in making strategic 

decisions (Colombo & Grilli 2005).This situation is commonly faced by many 

countries, but is most likely to occur in developing countries (Schneider & Enste 2000). 

Using resources to influence the business regulatory environment to benefit one or two 

people is considered unproductive (Baumol 1990). This informal barrier tends to 

unlawfully benefit or enrich firms through corruption (Xheneti 2006). 

 

A comparative economic sociologist outlined the characteristics of informality as an 

attitude that tends to escape obligation towards business registration, regulation and 

taxation. In normal situations, a citizen or business should obey the law (Boroch 2000). 

To overcome informality, there is a systematic effort namely reforms that has proven to 

have conflicting effects on corruption and informality (Marjit, Ghosh & Biswas 2007). 

For example, economic growth in Egypt in the 1990s—due to a liberalisation policy in 

the trade reform framework—increased the number of workers, yet most had no formal 

contract (Assaad 2009). In Colombia, trade reform resulted in the expansion of the 

informal sector, which employed 50 to 60% of the national labour force in the 1990s. A 

similar case happened in Morocco, where liberation of trade allowed many firms to hire 

more workers (Goldberg & Pavcnik 2003) 

 

When measured on a three-point Likert scale, all respondents from private sector 

companies rated informal restrictions as an important factor for establishing an 

SEZ. 

 

In the context of Timor-Leste, the government, with support from the IFC, has 

undertaken significant financial reform. This reform was initiated through the 

establishment of Timor-Leste’s Chamber of Commerce, and by simplifying business 

registration (IFC 2013). The Timor-Leste Ministry of Finance (2013) has conducted 

extensive reform in business regulations and public finance management to facilitate 

trade activities in Timor. The Government of Timor-Leste (2011, p. 31) is investing 

many resources into a Human Capital Development Fund to increase its human 

resources. All these reforms are expected to prevent informal restrictions related to 
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economic activities. A few respondents highlighted the issue of informality in their 

business when dealing with customs officers, and the situation is regarded 

counterproductive. Hence, it is important to establish a proper controlling system and 

complaint handling mechanism to address this informal restriction. Improving the 

business-enabling environment requires cooperation from all stakeholders to determine 

better solutions to tackle this issue. 

Individuals and government officials normally impose informal restrictions; thus, strong 

action needs to be taken to find comprehensive solutions to informal restrictions, which 

constitute an illicit act. It has become the responsibility of all stakeholders to ensure 

good practices and avoid informal restrictions in economic activities, such as trade. 

Overall, informal restrictions were highlighted as an important factor by respondents 

from both the private sector and government officials. 

4.18 Difficulties Resolved by Establishing an SEZ 

As well as outlining important factors for establishing an SEZ in Timor-Leste, the 

private sector respondents indicated the following difficulties that could be solved 

through establishing an SEZ: (1) lack of clear mandate, (2) dependence of the national 

government on tariff revenue, (3) overlapping regional agreements, (4) lack of national 

implementation of regional agreements and (5) export diversification. The details of 

these difficulties are discussed as follows. 

4.18.1 Lack of Clear Mandate 

This section discusses the lack of a clear mandate in economic activities, and the extent 

to which this affects a nation’s trade activities. It discusses the private sector’s 

perspective on clear mandate attributed to government as regulatory body to ensure 

legal certainty to foreign investors. 

4.18.1.1 Definition 
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Lack of clear mandate is defined as an overlapping task among government institution 

who acted as regulatory body. Implementing SEZ programs requires mutual and 

effective coordination in two important aspects: regulation and institutional building 

(African Development Bank Group 2016). Establishing SEZs has led to economic 

activities across the global, with approximately 3,000 SEZ established in 135 countries, 

accounting for 68 million jobs and over US$5,000 billion of trade value (Akinci & 

Crittle 2008). The Government of Timor-Leste is aware of the urgency to assess the 

opportunities and risks of adopting regulations for establishing an SEZ. The Ministry of 

Finance has a strategic plan to assess both the negative and positive aspects of 

implementing an SEZ (Government of Timor-Leste 2011, p. 154). 

The research findings indicated that an insignificant number of respondents stated 

that lack of a clear mandate is an important inhibiting factor for trade that could 

be solved through establishing an SEZ. 

This finding reflects the situation where it is noted that despite of government already 

has its own ministries assigned for areas such as the economy, finance, trade, 

infrastructure and telecommunications but those Ministries in exercising their power 

tend to overlap one another. However, a Timor-Leste DTIS highlighted that the country 

needs to strengthen its institutions, particularly with respect to matters related to trade 

policy and business regulations (World Bank 2010, p. 2). The DTIS also recommended 

that the government create a committee to improve coordination in certain areas related 

to trade by increasing human resources and strengthening business regulations (World 

Bank 2010, p. 3). 

It is noted that, in some countries, lack of a clear mandate tends to be misused by 

government officers to enrich themselves unlawfully. For example, in 2012, a customs 

officer at Sydney airport faced charges of receiving bribes and drug trafficking despite 

of clear powers and functions attributed by Australian Law (McKenzie & Baker 2012). 

Another recent case involved an Indian customs commissioner who allegedly received 

bribes (‘Top customs officer’ 2013). Bribes have also brought Iraq’s economy to 

stagnation because hundreds of checkpoints were manned by police who charged road 

users, such as lorry drivers, US$9 per driver, which became a lucrative business for law 

enforcement officers (‘Iraq’s economy’ 2010). 
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In Brazil, the sixth-largest economy in the world, it takes up to 12 days for customs 

authorities to process paperwork dealing with agricultural imports. In addition, for 

licensing in Russia’s computer sector, the process of issuing can take from 10 days to 

eight weeks (United Parcel Service of America 2013). A similar case was found in the 

literature, in which a barrier that can cause import delays in removing imported products 

from ports is having customs authorities inspect containers on the company’s premises. 

If this supply chain barrier is resolved, it will benefit traders by enabling them to take 

their products to market quickly, and help stabilise market prices. Reducing supply 

chain barriers in transport, border administration, communication and services related to 

trade is extremely important. This could increase GDP by nearly 5% cent and trade by 

15%, and contribute to increasing global GDP by US$2.6 trillion (4.7%) and exports by 

US$1.6 trillion (14.5%) (World Economic Forum 2013). However, eliminating tariffs 

completely would only increase global GDP by US$0.4 trillion (0.7%) and exports by 

US$1.1 trillion (10.1%) (World Economic Forum 2013). Therefore, overcoming supply 

chain barriers could boost Timor-Leste’s trade and contribute to the country’s GDP, as 

well as the global GDP. 

 

4.18.2 Dependence of National Government on Tariff Revenue 

 

This section illustrates how countries around the world consider tariffs important 

revenue to support the economic development of a country. It also illustrates the 

difference between taxes and tariffs, and discusses how the two are interrelated and 

important for the development of a nation. 

 

4.18.2.1 Definition 

 

Previous studies undertaken by the South Center on its Analytical note 2014 indicated 

that there is no established definition to indicate whether a country has high dependence 

on government tariff revenue. This assumption was triggered by the lack of consensus 

on fiscal points around the need to separate tariff from taxes. 

 

Many countries across regions have imposed trade policies, such as tariffs, on imported 

goods for two fundamental reasons: (1) to protect domestic industry from competition 
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and (2) to increase government revenue. However, tariffs are also seen as a market 

distortion because they affect prices. To overcome this distortion, regional trade 

agreements are considered an alternative solution to reduce tariffs. 

 

In moving towards trade liberalisation policy, it is noted that adjustment costs become a 

problem because the adjustment cost required further adjustment for loss of 

employment. The unclear adjustment on the cost and uncertainty of relocation and 

mobilisation of resources, investment policies, exchange rate cause some countries to 

avoid signing trade agreement. 

 

The book on International Trade Theory and Policy by Steven M Suranovic revealed 

the effect of tariffs as follows: 

‘Consumers of the product in the exporting country experience an increase in 

well being as a result of the tariff. Whereas, Producers in the exporting country 

experience a decrease in well-being as a result of the tariff.’ (Suranovic 2010) 

The book further states that: 

‘there is no effect on the exporting country government revenue as a result of 

the importer’s tariff and the aggregate welfare effect for the country is found 

by summing the gains and losses to consumers and producers.’ (Suranovic 

2010) 

 

When measured on a three-point Likert scale, all respondents from private sector 

companies rated dependence of national government on tariff revenue as not a 

significant inhibiting factor that could be solved through establishing an SEZ. 

 

The responses provided reflect the current conditions in Timor-Leste. Legally, tariffs on 

imports and sales taxes apply to all imported goods. The rate of import tariff is 2.5% 

and sales tax is 2.5%. Based on the Taxes and Duties Act 2008, an entity under the 

Timorese Ministry of Finance (called the Timor-Leste Revenue Services) is responsible 

for tax administration. 

 

According to the fiscal bulletin of Timorese financial statistics from 2015, revenue 

generated from tariffs imposed on international trade and transactions was 9.5% of tariff 
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revenue , which amounted to US$12.1 million by the end of 2015. The same bulletin 

also indicated that Timor-Leste’s main revenue is still generated from the petroleum 

sector, which represents 80.9% of total revenue (Timorese Ministry of Finance 2015). 

Overall, the dependence of the national government on tariff revenue was not 

considered a significant inhibiting factor that could be solved through establishing an 

SEZ. 

 

4.18.3 Overlapping Regional Agreements 

 

This section analyses the effect of overlapping regional agreements, which directly 

hamper a nation’s economic development. This includes discussing lessons learnt from 

other countries, and how the government, as a regulatory body, can ensure that such 

overlapping will not create economic stagnancy. 

 

4.18.3.1 The Nature of Overlapping Regional Agreements 

 

Trade agreements were described by Bhagwati (2003) and Baldwin (2006) as a 

‘spaghetti bowl’, illustrate different integrate objective, which constitute overlapping in 

free trade agreement aspect. Overlapping regional agreements refer to a country’s 

adherence to one or more regional organisations, in which the regulatory framework is 

considered to overlap with another regional agreement. For example, Indonesia’s 

adherence to a bilateral free trade agreement is considered to overlap with other regional 

agreements, such as ASEAN and Asia-Pacific Economy Cooperation (APEC), which 

could lead to confusion for its customs authorities in executing customs policy (Chandra 

2013). Adherence of many countries (such as Japan, Singapore, the US, South Korea, 

Australia and Thailand) to free trade areas and enable those countries to become trade 

hubs to their trading partners (Chong & Hur 2007). 

 

Overlapping free trade areas in the 1990s had a strong influence on multilateral trade 

agreements (Cheng, Wang & Tu 2009). The expansion and overlapping of free trade 

agreements can lead to multilateral free trade (Hur 2006). For example, countries such 

as Brazil, Argentina, Paraguay and Uruguay—who are signatories to Mercosur—have 

expressed their intention to be part of North America’s free trade area (Krueger 1997). 

Although overlapping regional agreements bring economic benefits, it is important to 
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define the scope of the agreement in order to minimise the negative effects and 

implications on trade regulatory policy. 

 

According to the research findings, all private sector respondents stated that 

overlapping regional agreements are not a significant issue in implementing a 

trade strategy. 

 

As an LDC, Timor-Leste is entitled to preferential trade agreements, which allows it to 

export certain qualified agriculture commodities to other developing countries (World 

Bank 2010). The country is also in the process of becoming a new member of ASEAN; 

thus, at this point in time Timor-Leste  is not bound by the ASEAN agreement. 

 

Further, Timor-Leste is now part of the CPLP, which was established in 1996 prior to 

the country’s independence (UNESCO 2013). The main objective of the CPLP is to 

strengthen diplomatic relationships between member states, promote the Portuguese 

language and cooperate in all aspects of development. The CPLP agreement signed by 

Timor-Leste and other CPLP members State outlined cooperation in judicial sector and 

economic cooperation. For example, in 2011, the president’s official visit to Angola 

indicated an attempt to explore science cooperation involving oil, agriculture and other 

sectors (Horta 2011). In 2016, Timor-Leste increased the level of cooperation among 

Portuguese-speaking countries to cover private sector investment. 

 

Considering Timor-Leste is in the current process of nation building, the Timorese 

Government should devote serious attention to developing business regulations that aim 

to attract investment to the country. This should include reforms on tax regulation and 

other business and commercial regulations that aim to promote investment in Timor-

Leste. 

 

4.18.4 Lack of Implementation of Regional Agreements 

 

This section illustrates the importance of implementing a regional agreement that in 

absence of it would become inhibiting factors for implementing international trade. It 

further elaborates the extent to which implementing a regional agreement could 
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contribute to promoting trade liberalisation in a country, including implementing an 

SEZ in Timor-Leste. 

 

4.18.4.1 Definition 

 

A regional trade agreement (RTA) is defined as a ‘reciprocal trade agreement between 

two or more partners’ (WTO 2016). RTAs are important to support trade activities, such 

as exporting and importing. Australia recognises that RTAs are very important to 

support economic development and, in the 1980s, the Australian Government signed a 

Closer Economic Relations agreement with New Zealand and other major trading 

partners within the scope of competitive liberalisation (Liu 2007). 

 

As a sizeable economy in Southeast Asia, Indonesia has become more active in realising 

free trade agreements. Since July 2012, the country has engaged in eight trade 

agreements, six regional agreements and two bilateral agreements, as follows: ASEAN 

Free Trade Area constitute framework agreement comprising  ASEAN with other 

countries such as India, China, Australia, New Zealand, Japan, South Korea and 

Pakistan. As a direct consequence, the trade agreement contributed to  the largest 

portion of Indonesia trade (Ing 2015). 

 

Currently, Timor-Leste is still in the process of becoming a member of ASEAN; hence, 

the country is not yet bound by the regional agreement implemented by ASEAN. 

According to the World Bank DTIS report, Timor-Leste trade policy is considered 

substantially regardless the country has not formally become a member of ASEAN or 

WTO. The bilateral cooperation and commercial arrangement is believed to stimulate 

development for Timor-Leste as an LDC, and influence its closest neighbours, such as 

Indonesia. Timor-Leste’s SDP illustrates that the country’s priority is to diversify its oil 

economy to other sectors, such as tourism and agriculture, through promoting private 

sector investment. In terms of foreign policy, Timor-Leste has adopted a collaborative 

approach to encourage stronger cultural, economic and trade relations with other 

countries, and be an active, contributing member of the international community (SDP 

2011). In terms of international trade, there is no restriction on quota and the country 

has reduced its tariffs to stimulate export and import to Timor-Leste. All these efforts 

seek to support development in the country by tackling many issues, such as poverty 
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eradication, unemployment, urbanisation, low agriculture productivity, deforestation 

and land degradation. These efforts seek to tap into the potential market for agriculture 

products, enable free access to health and education, encourage the private sector and 

increase the trade volume. Achieving all these goals will contribute national revenue 

and promote sustainable economic development. 

 

When measured on a three-point Likert scale, all respondents from private sector 

companies rated lack of implementation of regional agreements as not a significant 

inhibiting factor that could be solved through establishing an SEZ. 

 

This finding reflects the current situation in Timor-Leste, in which the country has not 

signed or aligned with any RTA. With its status as an LDC, the country is entitled to a 

common preferential tariff, which would allow Timor-Leste to benefit from 

manufactured goods and processed agricultural products (Korinek & Melatos 2009). If 

Timor-Leste became part of RTAs, the agreements may have a positive effect on the 

country’s trade policy. For example, a study using cross-country regression to examine 

the effect of RTAs from 1960 to 1999 indicated that RTAs had a positive effect on 

growth through substantially enlarged markets (Berthelon 2004). 

 

Based on the above analysis, the researcher identified that the following are important 

factors for establishing an SEZ in Timor-Leste: (1) regional demand, (2) regulatory 

environment for undertaking business, (3) competitiveness, (4) export diversification, 

(5) transport links, (6) cost of transportation services, (7) access to trade finance, (8) 

standard compliance, (9) customs and border procedures and (10) informal restrictions. 

 

In addition, the data indicated that access to finance was not always an important factor 

for the private sector respondents because: 

 The private sector respondents did not have sufficient information on how to 

secure loans from commercial banks in Timor-Leste. 

 The private sector respondents had their own financial resources to fund their 

business in Timor-Leste. Some had a parent company operating in Indonesia or 

Singapore. 
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4.18.5 Social and Cultural Aspect 

 

As mentioned in chapter II, the transformation of Timorese social-cultural in relation to 

trade activities really affects Timorese characters in securing the opportunity for 

business activities.  To develop Timorese character of doing business required proper 

approach not just vested in access to finance but also create a condition where Timorese 

entrepreneur can stimulate innovative business ideas and seek potential collaboration 

with foreign partners in a form of a Joint venture.  This can be done through the 

establishment of Special Economic Zone because SEZ can offer both static and dynamic 

benefit as stated in chapter II.  
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Chapter 5: Conclusions 

 

 

The findings from this research have outlined which important factors could determine 

the establishment of an SEZ in Timor-Leste, particularly aimed at generating 

employment, transferring skills and technology, promoting export diversification and 

(most importantly) addressing the country’s most urgent challenges of unemployment 

and poverty. In doing so, this research focused on the question: which important factors 

could determine the establishment of an SEZ in Timor-Leste? 

 

With this clear research question, the researcher undertook an extensive literature 

review on the effect of SEZs on nations’ economic development, and the extent to 

which this policy could contribute to reducing poverty and creating employment 

opportunities. This included rigorous assessment of the factors that could determine the 

government’s policy in adopting an SEZ, encompassing lessons learnt  for Timor-Leste 

. 

 

The evolution of Timor-Leste’s trade pattern has brought a different dimension to the 

government’s policy on SEZs. Timor-Leste has a long historical trade connection with 

Portugal because for more than 400 years, the island was under Portuguese territorial 

administration (Duncan 2011). The aforesaid legacy  of trade during Portuguese and 

Indonesia regime truly assimilated Timor-Leste into trade activity, and has become an 

important factor in defining its economic policy. The legacy of trade is heavily 

connected with Timor-Leste’s prominent industrial crops, such as coffee. Coffee has 

become the colony’s leading export commodity and source of income generated by the 

Portuguese administration, with massive exports of the commodity targeting countries 

in Europe (Clarence-Smith 1992). Although the Portuguese colonial government has 

explored every trade opportunity in Portuguese Timor, it has done little to transform the 

infrastructure development or improve the livelihoods of Timorese people (Saldanha 

1994, pp. 1–20). 

 

In 1976, the Indonesian Government annexed the territory of Timor-Leste (at that time, 

a Portuguese colony) and integrated it into the Republic of Indonesia. Little progress 
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was achieved with regard to trade and economic activities during Indonesia’s 

occupation (at the time, it was called ‘Timor Timur’). As a consequence, Timor-Leste 

was ranked as the poorest province in Indonesia, with an annual income per capita of 

around US$350 in the mid-1990s (Valdivieso et al. 2002). There were various reasons 

for this, including the fact that every economic policy was determined by the national 

government (centralistic) and all revenue from taxes was collected by the central 

government, without the benefits being fairly distributed between the Timor province 

and central government (Valdivieso et al. 2002). Further, most trade activities 

undertaken during Indonesia’s occupation involved interisland trade; for example, most 

coffee was shipped to Surabaya before being exported to Singapore and beyond. 

Another reason is that Timor-Leste was not registered as an international destination for 

trade because of the extreme political situation occurring in the province (Valdivieso et 

al. 2002, p. 11). 

 

However, things changed dramatically in 1999 when most Timorese voted 

overwhelmingly in favour of independence. UN administration was established shortly 

after the independence referendum, with the key objective of restoring public 

administration and developing appropriate legal regimes to stimulate economic 

development and generate employment (Tais Timor 2000). In May 2002, Timor-Leste 

retained international recognition of its independence; however, the country continues 

to face massive challenges in all development priorities, including how to promote a 

sustainable and vibrant economy in Southeast Asia with its legacy of being a post-

conflict nation. 

 

Although Timor-Leste experienced double-digit economic growth in 2013 (ADB 2013), 

this growth was caused by large revenue from oil and gas, which was spent on funding 

public investment in infrastructure projects, such as building government offices; 

repairing roads, schools and bridges; and transferring cash into community-driven 

projects. With Timor-Leste’s current situation, developing an appropriate policy on SEZ 

is crucial to foster the country’s economy post-independence, particularly for tackling 

the country’s most pressing issues of unemployment and poverty. The significant 

reduction in the global oil price has severely affected Timor-Leste’s revenue, which is 

mainly derived from the petroleum sector. Thus, it is time for the country to diversify its 

economy, and SEZ is a smart policy to help the country liberate the Timorese people 
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from unemployment and poverty. Therefore, this research has focused on which 

important factors could determine the establishment of an SEZ in Timor-Leste. 

 

To answer the research question, this study employed appropriate research methods to 

collect primary and secondary data, which were then further processed via analysis and 

writing this thesis. This research used a qualitative research method that included 

interviews and questionnaires as methods to gather information from different 

respondents. A deductive approach was considered appropriate and adopted by the 

researcher in order to reach specific conclusions and address the research question. All 

information was gathered, coded and tabulated with suitable research methods. The 

researcher identified Timor-Leste as the location for undertaking the research, and the 

private sector and a few government officials were selected as respondents for the 

research. 

 

The researcher conducted a series of interviews from June to July 2013 with 19 

respondents, which led to the following findings: 

1. Shipping is Timor-Leste’s prominent trade mode to import goods and services, 

followed by land transport. Airfreight is the least popular trade mode used by 

private sector business operators in Timor-Leste. 

2. Most private sector respondents indicated Indonesia as the largest contributor for 

import products to Timor-Leste. The second-largest contributes are Singapore, 

the People’s Republic of China and Australia, followed by Malaysia. The 

respondents also indicated Vietnam, Brazil, India, Portugal, New Zealand and 

Thailand as countries with an insignificant quantity of products imported to 

Timor-Leste. 

3. The respondents indicated a number of strategic locations where the private 

sector may choose to expand their business through an SEZ. Those strategic 

locations were in three municipalities that directly share a terrestrial border with 

West Timor, Indonesia: Bobonaro, Oecusse Covalima (including Dili) and 

Baucau. 

4. The majority of respondents highlighted that all the factors discussed in Chapter 

5 are important for establishing an SEZ in Timor-Leste. However, half the 

private sector respondents suggested that access to trade finance is not an 

important determinant factor for establishing an SEZ in Timor-Leste. 
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5. The majority of respondents perceived that all the inhibiting factors discussed in 

Chapter 5 are important and can be solved through establishing an SEZ. 

6. Only a few respondents indicated that overlapping regional agreements and lack 

of a clear mandate are important in determining the establishment of an SEZ in 

Timor-Leste. 

7. An insignificant number of respondents indicated that the lack of a regional 

agreement and the government’s dependence on tariffs were inhibiting factors 

for implementing an SEZ in Timor-Leste  

 

Further, the researcher identified that the following are determinant factors for 

establishing an SEZ in Timor-Leste: (1) regional demand, (2) regulatory environment 

for undertaking business, (3) competitiveness, (4) export diversification, (5) transport 

links, (6) cost of transportation services, (7) access to trade finance, (8) standard 

compliance, (9) customs and border procedures and (10) informal restrictions. 

 

To implement an SEZ in Timor-Leste, the Timorese Government should devote 

attention to: 

1. enacting appropriate laws on SEZs and creating a regulatory authority for SEZs 

with clear attribution of powers and functions 

2. preparing secure and attractive regulation to enable private sector companies to 

invest in Timor-Leste, including land law, investment law, asset guarantee, 

access to finance, business registration, import and export regulations, 

quarantine law and tax holidays for SEZs. The business-enabling environment in 

Timor-Leste should be improved to encourage private sector investors to invest 

in the country. Regulation for undertaking business needs to be improved to 

facilitate efficient and productive investment in Timor-Leste 

3. investing in human resources, including economic infrastructure, to support the 

establishment of SEZs, such as new ports, airports and roads, which will 

enhance the supply chain of goods and services 

4. maintaining and promoting political stability, including establishing economic 

cooperation with other countries (bilateral, multilateral and regional) 

5. transforming its demographic dividend to skilled workers through good 

education and vocational training, and investing more in human resources to 
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increase the country’s productivity and achieve the main goals of implementing 

an SEZ 

6. implementing an export diversification policy—Timor-Leste’s export 

commodities are mainly coffee, candlenuts and peanuts, yet more investment 

should be allocated to agricultural programs to increase production for both 

domestic consumption and to sell to international markets 

7. enhancing the capacity of the private sector through a number of potential 

investments, such as agribusiness, infrastructure, tourism and transportation to 

help the sector deliver goods and services to customers and to stimulate 

economic growth in the country. The government should also promote access to 

financial services not only to expand business activity, but also to overcome 

financial constraints. It is crucial to have financial service institutions in place to 

provide financial schemes, such as credit and loans. This needs to be managed 

using a sustainable approach with low interest rates to allow creditors and 

traders to pay back the lender or bank 

8. continuing its efforts to be a member state of ASEAN; however, the priority 

shall be given to the domestic economy. Investing more in human resources will 

lead to an increase in the country’s competitiveness. 

9.  Capitalized the transformation occurred during three different regimes in 

Timor-Leste into a productive business opportunity by establishing Special 

Economic Zone.   

 

5.1 Limitations 

 

This research had the following limitations: 

 The sample size was too small in number of respondents; however, the 

respondents come from wider industry, hence, it becomes strong. 

 It would have been useful to attain more government data. However, Due to the 

lack of government data, this research only targeted private sector respondents. 

Future research should be undertaken to focus on the government perspective. 
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Appendix 2: Consent Forms and Plain Language Statements 

 

CDU Human Research Ethics Committee 

 

 

 

Consent Form for Private Sector Company Representative 

 

PROJECT TITLE: Determinants for the Establishment of a Free Trade Zone in Timor-Leste  

 

 

I, …………………………... of .......................................................................(Address)  

 

Hereby consent to participate in a study to be undertaken by Carlos Alves ................................................ 

Of ………................................................................................................................... (date) 

 

and I understand that the purpose of the research is: 

 

To collect some information related to:  

 

a) Private sector perspectives on the determinants for the establishment of a free trade zone in Timor-Leste. 

b) The challenges faced by the private sector with respect to international trade and economic development in 

Timor-Leste. 

 

I acknowledge that: 

 

 The aims, methods, anticipated benefits and possible risks of the study have been explained to me by Mr 

Carlos Alves. 

 I voluntarily and freely give my consent to my participation in such study. 

 I understand that aggregated results will be used for research purposes and may be reported in scientific 

journals and academic journals. 

 Individual results will not be released to any person except at my request and on my authorisation. 

 I understand that the researcher will not discuss my personal responses with other participants. 

 I am free to withdraw my consent at any time during the study, in which event my participation in the 

research study will immediately cease, and any information obtained from me will be destroyed and tape 

recording deleted. 

 

I would like to receive a copy of the report: 

 

Yes □ Contact details ……………………………………………………………………… 

 

No □ 
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Signature: ....................................................................... Date: .................................... 
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Human Research Ethics Committee 

Plain Language Statement for Private Sector Representative 

PROJECT: Determinants for the Establishment of a Free Trade Zone in Timor-Leste 

_________________________________________________________ 

PRINCIPAL INVESTIGATOR: Carlos Alves ________________________________________________________ 

PURPOSE OF THE STUDY 

You are invited to assist us by allowing us to interview you about a specific subject on the economic effect of the 

establishment of a free trade zone in Timor-Leste. This research will provide good empirical analysis on: 

a) Private sector perspectives on the determinants for the establishment of a free trade zone in Timor-Leste.

b) The challenges faced by the private sector with respect to international trade and economic development in

Timor-Leste.

BENEFITS OF THE STUDY 

 Inform government policy development: Timor-Leste is a post-conflict nation with many challenges ahead

related to diversifying the economy, which is predominantly reliant on agriculture, with small oil and gas

revenue used to fund the national administration. The effort to define an appropriate policy is very

important to the promotion of investment, generation of investment, promotion of market access,

development of the agriculture sector, construction of infrastructure and addressing the two main problems

of poverty and unemployment. Therefore, this research will help the government formulate appropriate

strategies to advance the country development through the establishment of a free trade zone, while also

identifying the risk factors and groups that may be disadvantaged by inappropriate policy.

 Develop literature: this research provides an excellent opportunity to develop literature on a post-conflict

nation or new emerging state out of conflict, with its own challenges in establishing free trade zones.

WHAT WOULD BE EXPECTED OF YOU 

If you decide to take part in this research, you would take part in an interview of up to 60 minutes duration, and 

answer questions prepared by the researcher based on your genuine knowledge and consent. 

DISCOMFORTS/ RISKS 

There are no specific risks associated with this study. 

CONFIDENTIALITY 
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Your confidential information will not be disclosed and will be protected. [You could consider writing something 

along these lines in all PlS: Full confidentiality of your answers will be maintained.] Your real name will not appear 

in the transcription of the interview or any public communication arising from this research. The researcher will not 

discuss your personal responses with other participants. Your personal details will be kept separately from 

information that you provide during the interview (please note this indicates coding—only write this if you decide to 

code your interviews). Only the researcher will have access to a document with your personal details.] 

YOUR PARTICIPATION 

We would be grateful if you did participate in this study, but you are free to refuse to participate. Even if you do 

decide to participate, you may withdraw from the research at any time. In this case, information obtained from you 

will be destroyed and any tape recording deleted. 

RESULTS OF THE STUDY 

The responses to the interviews will only ever be communicated in an aggregate manner—that is, the results will not 

be attributed to an individual participant. If you wish to see the research report at a later date, arrangements will be 

made for you to do so. A copy of the report will also be made and you are welcome to arrange a time to read it if you 

wish. [Will there be a report, in addition to the PhD thesis?] 

In addition, all prospective participants will be advised that their participation is completely voluntary and that they 

should freely choose whether they wish to be involved or not. No sanctions of any kind will apply to those who 

decline involvement or withdrew from the research. For a participant who withdraws from the research, their 

information in the notes will be destroyed, including delete any audio-recording. [Please re-write this with your 

supervisory panel so that it does not read like a description] 

PEOPLE TO CONTACT 

If you have any questions about the project, please don’t hesitate to contact: 

1) Carlos Alves

Principal investigator

Mobile: +61423775171

Email:carlinhos678@gmail.com

2) Professor Don Fuller

Principal Supervisor

Mobile or other phone number:

Email: Don.Fuller@cdu.edu.au

3) Professor Ram Vemuri

Associate supervisor

Mobile: +61889466087

Email: ram.vemuri@cdu.edu.au



137 

4) Dr Abhishek Shukla

Associate supervisor

Phone number:

Email: abhishek.shukla@cdu.edu.au

Note: You could also pass your concern directly to the village leaders and I will get in touch with village leaders in 

order to address your concern. [This is irrelevant - this PLS is for the investor] 

If you have any concerns about the conduct of this project, you are invited to contact the Executive Officer of the 

Charles Darwin University Human Research Ethic Committee on 1800466215 or by email: cdu-ethics@cdu.edu.a. 

The Executive Officer is not connected with this project and can pass on any concerns to appropriate officers within 

the university. 
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Consent Form for Government Representatives in Timor-Leste 

PROJECT TITLE: Determinants for the Establishment of a Free Trade Zone in Timor-Leste 

I, …………………………... of .......................................................................(Address)  

Hereby consent to participate in a study to be undertaken by Carlos Alves ................................................ 

Of………...................................................................................................................(date) 

and I understand that the purpose of the research is: 

To collect some information related to: 

a) The Timorese Government’s perspective on determinants for the establishment of a free trade zone in

Timor-Leste

b) The perspective of the investment climate in Timor-Leste

c) Understandings about the Timorese business-enabling environment

d) The government’s view on business regulation applicable in Timor-Leste.

I acknowledge that: 

 The aims, methods, anticipated benefits and possible risks of the study have been explained to me by Mr

Carlos Alves.

 I voluntarily and freely give my consent to my participation in such study.

 I understand that aggregated results will be used for research purposes and may be reported in scientific

journals and academic journals.

 Individual results will not be released to any person, except at my request and on my authorisation.

 I understand that the researcher will not discuss my personal responses with other participants.

 I am free to withdraw my consent at any time during the study, in which event my participation in the

research study will immediately cease, and any information obtained from me will be destroyed and tape

recording deleted. I suggest editing this point. Can you see that as it stood, information therein was

conflicting?

I would like to receive a copy of the report: 

Yes □ Contact details………………………………………………………………………

No □ 

Signature: ....................................................................... Date: ........ ............................ 
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Human Research Ethics Committee 

Plain Language Statement for Timorese Government Officials 

PROJECT: Determinants for the Establishment of a Free Trade Zone in Timor-Leste 

_________________________________________________________ 

PRINCIPAL INVESTIGATOR: Carlos Alves ________________________________________________________ 

PURPOSE OF THE STUDY 

You are invited to assist us by allowing us to interview you about a specific subject on the economic effect of the 

establishment of a free trade zone in Timor-Leste. This research will provide good empirical analysis on: 

a) The Timorese Government’s perspective on determinants for the establishment of a free trade zone in

Timor-Leste

b) Perspectives of the investment climate in Timor-Leste

c) Understandings of the Timorese business-enabling environment

d) The government’s view on business regulation applicable in Timor-Leste.

BENEFITS OF THE STUDY 

 Inform government policy development: Timor-Leste is a post-conflict nation with many challenges ahead

related to diversifying the economy, which is predominantly reliant on agriculture, with small oil and gas

revenue used to fund the national administration. The effort to define an appropriate policy is very

important to the promotion of investment, generation of investment, promotion of market access,

development of the agriculture sector, construction of infrastructure and addressing the two main problems

of poverty and unemployment. Therefore, this research will help the government formulate appropriate

strategies to advance the country development through the establishment of a free trade zone, while also

identifying the risk factors and groups that may be disadvantaged by inappropriate policy.

 Develop literature: this research provide an excellent opportunity to develop literature on a post-conflict

nation or new emerging state out of conflict, with its own challenges in establishing free trade zones.

WHAT WOULD BE EXPECTED OF YOU 

If you decide to take part in this research, you would take part in an interview of up to 60 minutes duration, and 

answer questions prepared by the researcher based on your genuine knowledge and consent. 

DISCOMFORTS/ RISKS 

There are no specific risks associated with this study. 
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CONFIDENTIALITY 

 

Your confidential information will not be disclosed and will be protected. [You could consider writing something 

along these lines in all PlS: Full confidentiality of your answers will be maintained. Your real name will not appear in 

the transcription of the interview or any public communication arising from this research. The researcher will not 

discuss your personal responses with other participants. Your personal details will be kept separately from 

information that you provide during the interview (please note this indicates coding – only write this if you decide to 

code your interviews). Only the researcher will have access to a document with your personal details.] 

 

YOUR PARTICIPATION 

 

We would be grateful if you did participate in this study, but you are free to refuse to participate. Even if you do 

decide to participate, you may withdraw from the research at any time. In this case, information obtained from you 

will be destroyed and any tape recording deleted. 

 

RESULTS OF THE STUDY 

 

The responses to the interviews will only ever be communicated in an aggregate manner—that is, results will not be 

attributed to an individual participant. If you wish to see the research report at a later date, arrangements will be made 

for you to do so. A copy of the report will also be made and you are welcome to arrange a time to read it if you wish. 

[Will there be a report, in addition to the PhD thesis?] 

 

In addition, all prospective participants will be advised that their participation is completely voluntary and that they 

should freely choose whether they wish to be involved or not. No sanctions of any kind will apply to those who 

decline involvement or withdraw from the research. For a participant who withdraws from the research, their 

information in the notes will be destroyed, including delete any audio-recording. [Please re-write this with your 

supervisory panel so that it does not read like a description] 

 

PEOPLE TO CONTACT 

 

If you have any questions about the project, please don’t hesitate to contact: 

 

5) Carlos Alves 

Principal investigator 

Mobile: +61423775171  

Email:carlinhos678@gmail.com 

 

6) Professor Don Fuller  

Principal Supervisor 

Mobile or other phone number:  

Email: Don.Fuller@cdu.edu.au 

 

7) Professor Ram Vemuri 

Associate supervisor 

Mobile: +61889466087 
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Email: ram.vemuri@cdu.edu.au 

8) Dr Abhishek Shukla

Associate supervisor

Phone number:

Email: abhishek.shukla@cdu.edu.au

Note: You could also pass your concern directly to the village leaders and I will get in touch with village leaders in 

order to address your concern. [This is irrelevant - this PLS is for the investor] 

If you have any concerns about the conduct of this project, you are invited to contact the Executive Officer of the 

Charles Darwin University Human Research Ethic Committee on 1800466215 or by email: cdu-ethics@cdu.edu.a. 

The Executive Officer is not connected with this project and can pass on any concerns to appropriate officers within 

the university. 
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Appendix 3: Questionnaire 

1. List countries from which resources/products/services are imported:

2. What percentage of your trade is done through:

3. Does the Government of Timor-Leste have plans to expand into new counties with which you would like to

establish a free trade zone?

4. How important are the following factors in your business decision to engage in trade:

Factors 1 = Most important 3 = Neutral  5 = Not important 

Regional demand 

Regulatory environment for doing 

business 

Competitiveness 

Export diversification 

Transport links 

Cost of transport services 

Access to trade finance 

Standards compliance 

Customs and border procedures 
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Informal restrictions 

 

   

Other (please specify) 

Tax payment or import tax  
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5. What difficulties do you face in implementing trade strategies that could be solved by establishing a free

trade zone:

Difficulties/constraints 1 = Most important 3 = Neutral  5 = Not important 

Lack of clear mandate 

Dependence of national governments on 

tariff revenue 

Overlapping regional agreements 

Lack of national implementation of 

regional agreements 

Export diversification 

Other (please specify): 

6. Comment on existing trade policies and regulations.

7. Comment on economic infrastructure.

8. Comment on building productive capacity for your government through establishing a free trade zone.

9. Comment on other trade-related needs.

10. Do you engage in dialogue with the private sector in the formulation of free trade zones?

We will be interested in participating in dialogue with the government in the formulation of free trade zone.

11. Total annual value and volume of imported (dutiable) resources/products/services from individual country:

12. Number of customs entries made annually:

13. Total Annual Merchandise Processing Fee(s) paid, if known:

14. Weighted average duty rate of imported merchandise, if known:

15. Total annual value of imported merchandise shipped directly to the customer (if applicable):
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16. Annual value and volume of domestic merchandise (if available):

17. Forecast of annual growth of dutiable imports over next three years:


