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The formal accession of Timor-Leste into ASEAN in late 2025 represents a transformative
shift from post-conflict nation-building toward long-term strategic and economic viability.
As the nation faces a looming fiscal cliff due to the depletion of active hydrocarbon fields
like Bayu-Undan, membership in the regional bloc is a structural necessity to move beyond
a dependence on petroleum. By tethering its domestic economy to a collective market of
over 670 million consumers, Timor-Leste aims to signal a lower-risk environment for Foreign
Direct Investment (FDI) and catalyse the professionalization of its state apparatus.

The country’s strategic roadmap highlights several key opportunities to capitalize on its
unique geographic and institutional position. Central to this vision is the development of
the Greater Sunrise energy fields and the Tasi Mane project, which are designed to
transition Timor-Leste into a regional energy hub. Beyond extraction, the government is
prioritising high-value exports, including organic coffee, vanilla, and sandalwood, while
leveraging its dual footing in both the Pacific Islands Forum and ASEAN to position itself as
a "Pacific Bridge" for regional logistics. This economic vision is anchored by the Tibar Bay
Port and a focus on high-value, low-impact ecotourism. 

Despite these opportunities, the road to economic integration is obstructed by significant
structural hurdles. A critical shortage of specialised technical expertise within the civil
service limits the nation’s ability to engage meaningfully in the 1,000+ annual ASEAN
technical meetings. Domestically, the state must also rapidly upgrade its laboratory
infrastructure to meet Sanitary and Phytosanitary (SPS) standards. Failure to achieve these
regional safety benchmarks risks relegating Timor-Leste to a passive consumer market for
imports rather than a competitive participant in Southeast Asian value chains. 

Compounding these challenges is the rising threat of transnational organised crime
exploiting the country’s nascent regulatory environment. In late 2025, intelligence reports
warned of criminal syndicates shifting operations toward Timor-Leste for cyber-fraud and
money laundering, exemplified by the emergence of scam compounds in the Oecusse
Enclave. In response, the government took emergency action via Resolution No. 54/2025 to
cancel all gambling licenses and implement stricter oversight of Special Economic Zones. 
Ultimately, the long-term value of ASEAN membership depends on the pace and quality of
these domestic institutional reforms.
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As one of the world's youngest sovereign states,  Timor-Leste’s modern history is defined by
a rapid transition from conflict to proactive nation-building. Following the profound systemic
and violent disruption of 1999 and the formal restoration of independence in 2002,  the state
has dedicated the past two decades to the dual mandates of consolidating domestic peace
and fostering robust democratic institutions. This period of post-conflict stabilization has
been characterized by the establishment of foundational governance structures  and the
successful management of internal security dynamics.   
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Having successfully navigated the initial phases of state formation, the national priority has
shifted toward the complex task of building a fast-moving, stable, middle-income country,
making a progression from crisis management and toward long-term strategic planning.      
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The Timorese economy remains  characterized by a dependence on hydrocarbons,
managed through the institutional framework of the Petroleum Fund (PF). Established in
2005 to capture and invest receipts from the Joint Petroleum Development Area, the PF
serves as the nation’s primary fiscal instrument,  which equaled 88 per cent of the country’s
GDP in 2023.  While this sovereign wealth fund provided a critical financial buffer for post-
conflict reconstruction and the expansion of national infrastructure, the looming depletion
of active fields, particularly the Bayu-Undan, has created a pivotal fiscal cliff.   
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This reality has intensified the strategic urgency for the development of additional energy
resources, centered primarily on the Greater Sunrise fields.  The successful
commercialization and domestic processing of these reserves are now viewed as essential
to maintaining long-term fiscal solvency and national development momentum.  
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Beyond the energy sector, the non-oil economy continues to provide the essential social and
livelihoods fabric for the majority of the population, focused in two key sectors:  
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Brief Economic Landscape &
Strategic Sectors  

Agriculture: Coffee remains the country's largest non-oil export, involving more
than one-quarter of all households.  However, the sector is characterized by low
yields and a reliance on raw bean exports.  Current policy aims to transition
toward high-value, organic-certified processing to insulate farmers from volatile
global commodity prices.
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Ecotourism: Beyond agriculture, Timor-Leste has a nascent but growing tourism
potential. With some of the highest marine biodiversity in the Coral Triangle and a
rugged interior suitable for trekking,  the sector is positioned as a sustainable
alternative to the mass-tourism models seen elsewhere in Southeast Asia.  

14

Strengthening these sectors is increasingly recognized as a policy priority to mitigate the
risks associated with hydrocarbon volatility and to ensure a more inclusive, diversified
economic future.  
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To date, Timor-Leste’s foreign policy has necessitated a delicate
navigation of its complex historical and bilateral relationships
with immediate neighbours. Central to this strategy is the
ongoing management of relations with Indonesia following the
transition from the era of occupation, alongside the resolution
of protracted resource sovereignty disputes with Australia.  

A defining moment in this dynamic was the 2004 maritime
boundary negotiations, where allegations of surveillance by
Australian intelligence services severely compromised bilateral
trust.  This incident highlighted the inherent vulnerabilities of a
smaller state engaged in high-stakes resource diplomacy and
reinforced the need for a more balanced diplomatic framework.  
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To mitigate over-reliance on any single neighbour and to hedge
against localized diplomatic frictions, Dili has implemented a
policy of strategic diversification. By expanding bilateral
cooperation with global powers, including China  and the
United States,  and deepening its engagement within the
Community of Portuguese Language Countries (CPLP),  Timor-
Leste is effectively diluting the disproportionate influence of its
immediate regional neighbours. This multi-polar orientation
serves a critical national interest, as it preserves strategic
autonomy while providing the state with a broader spectrum of
developmental, economic, and security partnerships. 
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Geopolitical Positioning &
Diplomatic Navigation 
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The Path to ASEAN 
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The pursuit of regional integration has served as the core
pillar of Timor-Leste’s foreign policy since its formal
application for membership in 2011.  This decade-long
endeavor involved extensive institutional reforms and the
alignment of national governance frameworks with the
bloc’s multi-sectoral standards. A decisive breakthrough
occurred in 2022 when ASEAN leaders granted Timor-
Leste "in-principle" membership and observer status.
This phase provided a critical transition period, allowing
Timorese officials to participate in high-level summits and
technical working groups to build the necessary
diplomatic and administrative capacity. 
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This process culminated in a landmark achievement in
late 2025, as Timor-Leste officially assumed its seat as the
11th member state of ASEAN.  This accession signifies
that the nation has successfully met the rigorous criteria
outlined in the official Roadmap for Full Membership,
particularly regarding its ability to fulfill the obligations of
the three ASEAN Pillars: Political-Security, Economic, and
Socio-Cultural. By integrating Timor-Leste, ASEAN has
successfully consolidated the majority of Southeast Asian
geographic region into a single, unified political and
economic entity.  

21

The formal accession of Timor-Leste into ASEAN
introduces a dual-track transformation that is both
economic and structural in nature. This integration should
serve as a catalyst for professionalizing the state
apparatus and realigning the national growth trajectory
with regional trends. 
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Economic Integration and Market Access  

Accession provides Timor-Leste entry into a collective market exceeding 670 million
consumers, positioning the nation within one of the world's most dynamic economic
zones.  Beyond mere market access, membership serves as a critical signaling
mechanism for Foreign Direct Investment (FDI). By anchoring the domestic economy
to the broader growth engines of Southeast Asia and committing to the ASEAN
Economic Community (AEC) standards, Timor-Leste reduces the perceived risk for
international investors.  This framework encourages the diversification of the
investment portfolio away from hydrocarbons and toward manufacturing, tourism,
and agribusiness, effectively integrating the nation into regional value chains.  
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The Evolution from Nation-Building to State-Building  

Beyond the immediate fiscal advantages, ASEAN membership marks a pivotal shift in
the country's developmental maturity. It represents the transition from nation-
building to state-building. This latter phase is characterized by the enhancement of
technical institutional capacity and the rigorous alignment of domestic regulations
with international standards.  

Operating within a multilateral framework mandates a higher level of bureaucratic
efficiency and policy consistency. This socialization requires the Timorese civil
service to manage complex regulatory environments and participate in a high volume
of technical working groups.  Ultimately, this process strengthens the internal
architecture of the state, ensuring long-term economic viability and governance
stability through regional accountability and cooperation. 
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Tourism & Niche Market
Positioning 

Timor-Leste’s entry into ASEAN also represents a pivotal shift in the Indo-Pacific’s strategic
landscape, transforming the nation into a vital maritime crossroads. By positioning itself as a
Pacific Bridge, Timor-Leste leverages its unique status as the only nation with a dual
institutional footing in both the Pacific Islands Forum (PIF) and ASEAN.  This dual identity
allows Dili to act as a diplomatic and logistical conduit between Southeast Asia and the
South Pacific. This strategic positioning is likely to attract significant connectivity funding for
undersea fiber-optic cables and port infrastructure from partners eager to secure a stable
and diversified Indo-Pacific transit corridor. 
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Geostrategic Significance &
Opportunities  
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Economic
Diversification & Export  

Oil & Gas
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Timor-Leste’s macroeconomic landscape remains anchored in its oil and gas sector,
underpinned by a Petroleum Fund valued at approximately $18 billion.  The nation’s
primary strategic opportunity lies in the development of the Greater Sunrise field,
where high-stakes negotiations continue regarding the construction of a subsea
pipeline to the Timor-Leste mainland.  To capitalize on these reserves, the government
has committed significant capital to the Tasi Mane project along the southern coast,
which is a multi-modal infrastructure initiative designed to establish a domestic
Liquefied Natural Gas (LNG) plant.   
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This project is intended to catalyze Timor-Leste’s transition into a regional energy hub,
providing essential refinery and processing services to neighboring markets including
Indonesia. Beyond extraction, the state is pivoting toward sustainable innovation
through Carbon Capture and Storage (CCS), utilizing depleted offshore fields as
sequestration facilities for regional carbon emissions.  This energy-centric initiative is
further complemented by a burgeoning mining sector, which is seeing increased
exploration activity and formalization as the government seeks to diversify its extractive
portfolio. 
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Oil & Gas



Timor-Leste is actively prioritizing economic diversification to move beyond the export of raw
commodities, most notably unprocessed coffee beans.  By investing in local processing
and packaging infrastructure, the government aims to move up the value chain, capturing a
greater share of export profits domestically. This strategy extends to high-value niche
agricultural products, such as vanilla.  Central to this vision is the newly commissioned
Tibar Bay Port, which serves as the cornerstone of a broader strategy to transform the nation
into a regional logistics hub.  This will position the country as a strategic bridge between the
ASEAN markets and the Pacific.  
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Complementing these terrestrial efforts is the development of the Blue Economy, focusing
on sustainable fisheries and maritime resource research to unlock the potential of the
country's vast exclusive economic zone.  However, realizing these ambitions requires
surmounting significant structural hurdles, including the establishment of internationally
certified laboratories, the enhancement of institutional capacity, and strict adherence to
Sanitary and Phytosanitary (SPS) standards.  The nation’s accession to ASEAN is viewed as
a critical catalyst in this regard, as the requirements for membership are expected to compel
the government to standardize regulations, streamline trade protocols, and modernize its
quality control frameworks to meet international benchmarks. 
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Economic Diversification
& Export 



Timor-Leste’s tourism sector is in a nascent stages. Rather than attempting to compete with
the mass-market models of regional giants like Bali or Singapore, the national strategy
deliberately focuses on high-value, low-impact ecotourism.  This niche positioning targets
affluent travelers seeking authentic and preserved environments.  
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The country’s competitive advantage lies in its world-class marine biodiversity, particularly
its pristine coral reefs which offer some of the most untouched diving sites in the Coral
Triangle.  Furthermore, the annual whale migration season serves as a proven anchor
attraction, drawing international visitors and researchers alike.  As with other emerging
sectors, ASEAN integration is viewed as a critical driver for progress. The government
anticipates that meeting regional benchmarks will necessitate the professionalization of
hospitality services, the streamlining of visa processes, and the adoption of international
quality standards required to sustain a premium tourism brand. 
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Tourism & Niche
Market Positioning 



Economic Challenges  

A primary economic challenge to Timor-Leste’s successful integration into the ASEAN
Economic Community (AEC) is the standardization and enforcement of Sanitary and
Phytosanitary (SPS) measures.  In the context of regional trade, SPS compliance acts as a
non-tariff barrier; without the ability to certify that exports meet international safety and
quality standards, Timor-Leste’s key sectors such as coffee, fisheries, and agro-industry, will
face exclusion from high-value regional markets. Failure to achieve rapid upgrades in testing
infrastructure risks relegating the nation to a passive consumer market for regional imports,
rather than an active participant in Southeast Asian value chains.  
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Infrastructure and Laboratory  Upgrades: To address these technical gaps, the
Authority for Inspection and Supervision of Economic, Sanitary, and Food Activity
(AIFAESA) is currently spearheading the renovation of a dedicated facility in Tibar.  This
site is designated to serve as the primary national laboratory for food quality and safety
testing. A critical component of this project is the bilateral technical cooperation with
Indonesia’s National Agency of Drug and Food Control (BPOM).  This
partnership facilitates the transfer of technical expertise, equipment calibration
standards, and personnel training, ensuring that Timorese testing protocols align with
established regional benchmarks. 

39

40

Legislative & Institutional Frameworks: Strategic legislative amendments have
recently been enacted to streamline the national quality infrastructure and eliminate
institutional overlaps. These legal clarifications establish a clear division of labor within
the state apparatus:  
The National Institute of Public Health (INSP-TL): Designated as the national reference
laboratory, responsible for high-level scientific analysis and the setting of safety
benchmarks.   41

Challenges Ahead 
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Institutional Challenges  

The nation’s civil service remains relatively small, with a
critical shortage of specialized technical expertise in
key policy domains mandated by the ASEAN Economic
Community (AEC).  This includes, but is not limited to,
trade facilitation, digital regulation, competition policy,
customs modernization, and international standards
and benchmarks. Such gaps in domestic capacity have
historically led to a high dependence on external
advisors and international development partners,
creating a potential risk for the long-term sustainability
of policy implementation.  
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This capacity constraint poses a significant challenge to
Timor-Leste’s ability to attend and meaningfully engage
in the high volume of ASEAN sectoral bodies, working
groups, and technical committees. With over 1,000
meetings held annually across the three ASEAN
pillars,  the administrative burden on a nascent civil
service is immense.  
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Without a strategic scaling of human capital, there is a
risk that Timor-Leste’s participation may remain
nominal, limiting its influence in regional decision-
making processes and its ability to negotiate favorable
terms within the bloc. 
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The risk has a deep implication to the national security. In 2025, a private entity, "Tech
Company A," was initially designated to lead and fund the Digital ID initiative. However,
subsequent intelligence revealed that the company’s chairman was a convicted
cybercriminal with documented links to the 14K Triad and Chinese underground banking
syndicates.  The appointment of an entity with such affiliations to manage sensitive
biometric and blockchain-based citizen data posed a catastrophic risk to national security
and data sovereignty, potentially providing criminal actors with an entry point into the
nation’s entire digital architecture. 

46

In response to these emerging threats and the findings of the UNODC report, the
Government of Timor-Leste took swift legislative action in October 2025. The Council of
Ministers approved Resolution No. 54/2025,  which enacted the following measures: 47

Revocation of Licenses: All existing and pending domestic and online gambling licenses
were immediately cancelled.   48

Moratorium on New Applications: A total prohibition was placed on issuing new gaming
licenses until a more robust, anti-money laundering (AML) compliant regulatory
framework is established.   49

Enhanced Scrutiny of SEZs: The government has signaled a move toward stricter
oversight of Special Economic Zones and "Digital Centers" to prevent them from
functioning as extraterritorial hubs for illicit activity.   50

As Timor-Leste integrates into the global economy, it faces a sophisticated infiltration by
transnational organized crime syndicates. According to a UNODC Threat Alert issued in late
2025, these groups are increasingly targeting vulnerable jurisdictions like Timor-Leste to
establish sanctuary zones for cyber-fraud, illegal gambling, and money laundering.  As law
enforcement pressure intensifies in traditional regional hubs, such as Cambodia, Myanmar,
and the Philippines, criminal syndicates are shifting operations toward Timor-Leste,
exploiting its nascent regulatory frameworks and its strategic location within Southeast Asia. 
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The Risk of Criminal FDI and
Cyber-Fraud 

The Oecusse Enclave (RAEOA) Case Study: the Special Administrative Region of Oecusse-Ambeno
(RAEOA) has emerged as a primary focal point for criminal FDI. In August 2025, Timorese law
enforcement, in coordination with national intelligence services, conducted a high-profile raid on a
hotel facility in Oecusse.  The operation led to the seizure of high-density SIM card arrays and Starlink
satellite terminals, deemed key infrastructure indicators for large-scale, offshore online scam
operations. The investigation revealed that the site was being professionalized as a scam compound,
mirroring the decentralized operational models seen in the Mekong sub-region. 
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Conclusion

The formal accession of Timor-Leste into ASEAN marks a
fundamental shift in the nation’s developmental trajectory, signalling
a transition from the era of peaceful sovereignty to an era of long-
term strategic viability. While the restoration of independence in
2002 provided the nation with its flag and its sovereign voice, regional
integration now provides the institutional and economic frameworks
necessary to sustain its population and secure its future.
Membership in the bloc is not merely a diplomatic achievement, but
a structural necessity that anchors Timor-Leste within the world’s
most dynamic economic theatre. By tethering its domestic economy
to the broader Southeast Asian growth engine, Dili can move beyond
a mono-sectoral dependence on petroleum. The requirement to
keep pace with more developed neighbours serves as an internal
catalyst for civil service reform and human capital development,
ensuring that the state apparatus can manage complex multilateral
trade and security environments.  

For the Association of Southeast Asian Nations, the inclusion of
Timor-Leste marks a step towards the geographical fulfilment of the
"One Southeast Asia" vision. By bringing the final sovereign state
(conventionally defined within the region) under its umbrella, ASEAN
reinforces its Centrality and ensures that no part of the core
archipelago remains a geopolitical gray zone.

However, this expansion is not without internal risks. There is an
ongoing concern that integrating a less developed economy could
dilute the bloc's decision-making efficiency, particularly under the
"ASEAN Way" of consensus-based diplomacy. Despite these
challenges, the bloc is making a calculated strategic bet that the
long-term value of ensuring Timor-Leste remains firmly within the
Southeast Asian security architecture outweighs the short-term
economic and administrative burden of integration. By incorporating
Dili, ASEAN effectively denies extra-regional powers a potential
foothold or proxy jurisdiction in a sensitive maritime corridor, thereby
preserving regional autonomy and stability. 
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The Southeast Asia Public Policy Institute is a research institute based in Bangkok and
Singapore, working across the region. Our mission is to support the development of
solutions to the most pressing public policy challenges facing Southeast Asia in the 21st
century. The Institute works on a range of issues across sustainability, technology, public
health, trade, and governance. 

We convene dialogues with stakeholders and decisionmakers to drive discussion on the
challenges and opportunities facing markets in the region. The Institute draws on a network
of in-market researchers, advisors, and partners to provide insights and recommendations
for governments, policymakers, and businesses. 

We work with partners on projects to explore and drive discussion on policy challenges
through: 

Research and policy development – in-depth research providing insights and actionable
policy solutions aimed at policymakers looking to move the needle on key issues. 
Policy dialogues and roundtables – to present policy ideas and start a dialogue with the
most relevant stakeholders holding the pen on policy development in markets across the
region. 

The Institute is founded on the premise that direct connection and candid, informed
dialogue is crucial for both policymakers and business leaders operating in the region’s
changing economic and public policy landscape.



Timor-Leste Innovation Hub (TLIH) is an innovation-driven organization dedicated to
advancing entrepreneurship, innovation, and sustainable economic development in Timor-
Leste. It works to strengthen the national innovation ecosystem by supporting startups and
entrepreneurs, fostering cross-sector collaboration, and promoting evidence-based
approaches to development. TLIH operates through three core pillars: Entrepreneurship,
Innovation, and Investment. Through entrepreneurship, it provides incubation, acceleration,
mentorship, and skills development; through innovation, it promotes technology adoption,
digital transformation, and creative problem-solving, including research and development
(R&D) as an integral part of its work; and through investment, it facilitates connections to
funding opportunities, strategic partners, and pathways for startup growth and scaling.

In addition to its pillars, TLIH undertakes research to generate insights that inform policy
development, entrepreneurship ecosystems, innovation strategies, and inclusive economic
growth. By engaging with government, private sector, academia, and development partners,
TLIH produces evidence-based recommendations that support more effective decision-
making and strengthen the enabling environment for innovation and investment. Overall,
TLIH serves as a platform that connects people, ideas, and opportunities to empower Timor-
Leste’s next generation of innovators and contribute to a more resilient and knowledge-driven
economy.
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