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AboutLDC IV Monitor

LDC IV Monitor is an independent partnership established in September 2011 by eight think
tanks and academic institu tions from least developed countries (LDCs) and partner countries.
Through monitoring and assessing the implementation of the Istanbul Programme of Action
(IPoA) for the Least Developed Countries adopted by the Fourth United Nations Conference
on the Least Developed Countries (UN LDC 1V), it aims to contribute to an improved delivery
of commitments made to the LDCs. Drawing its strength from the expertise and capacity of
its members, the consortium undertakes policy research, organises dialogues and carrie s out
outreach activities covering the key issues laid out in the IPoA.

The current seven members of the partnership are the following:
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Centre for Economics and Foreign Policy Studies (EDAM), Istanbul

Centre for Policy Dialogue (CPD), Dhaka

Commonwealth Secretariat (ComSec), London

Economic and Social Research Foundation (ESRF), Dar es Salaam

Fondation pour les Etudes et Recherches sur le Développement International (FERDI),
Clermont-Ferrand

International Centre for Trade and Sustainable Development (ICTSD, Geneva

OECD Development Centre(DEV), Paris

Centre for Policy Dialogue (CPD) is currently functioning as the Secretariat of the
partnership.

As a part of its contribution to the assessment process of IPoA, LDC IV Monitor has published
a volume of scholarly papers captioned, olstanbul Programme of Action for the LDCs (2011-
2020): Monitoring Deliverables, Tracking Progress i Analytical Perspectives 6 along with a
summary r e p dstabbul ProgrameofdActiordfor the LDCs (2011-2020): Monitoring
Deliverables, Tracking Progressfi Synthesis Report. 6

More information on the partnership is available on its website  www.ldc4monitor.org .
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Foreword by Under-Secretary-General Gyan Acharyg Office of
the High Representative for the Least Developed Countries,
Landlocked Developing Countries and Small Island Developing
States, UNOHRLLS

The 2016 report of the LDC IV Monitor, the second in a series, comes at a critical time for
the Least Developed Countries (LDCs): the staging of a High-level Midterm Review of their
Programme of Action, which was adopted in 2011 in Istanbul, Turkey.

Five years into the implementation of this global compact, the global community is holding

a midterm review to assess the rate of progress in fulfilling commitments made by the LDCs
and their development partners, to identify challenges, lessons learnt and best practices
and to propose recommendations for the remaining five years.

This report constitutes a major contribution to this exercise an d as such we welcome its

efforts. It focuses on four themes at the core of the Istanbul Programme of Action (IPoA):
structural transformation and export diversifica
graduation from the LDC classification; impli cat i ons of the 2030 Agende
concerns; and new challenges facing the LDCs in their pursuit of achievement of the

Sustainable Development Goals.

The report is also noteworthy as it encapsulates joint efforts by a partnership of seven
globally re puted think -tanks, international organisations and development partners to come
together and generate a knowledge product that all agree on. Such joint responsibility,
partnership and ownership will go a long way in ensuring buy -in with regard to the messa ges
of the report.

We would like to offer our gratitude to the partners of the ~ LDC IV Monitor for this evidence -
based assessment of the IPoA and the way forwardf taking into account the 2030 Agenda for
Sustainable Development.

It is our hope that policy -makers, academia and civil society, as well as the general public
within and outside LDCs and their development partners, will consider the messages of this
report as they move towards the next phase of implementation of the IPoA.



Foreword by Commonwealth Secretary-General, The Rt Hon
Patricia Scotland QC

The Commonwealth Secretariat has long been a pioneer in providing long -term capacity -
building support for its developing country members. We have consistently been in the
forefront of advocacy on behalf o f our Least Developed Country (LDC) members for a more
inclusive and responsive international trade and development support architecture.

This publication is the product of encouraging cooperation between the Commonwealth
Secretariat and other members of the LDC IV Monitor and assesses implementation of the
2011-2020 Istanbul Programme of Action (IPoA) for the LDCs.

It provides an independent and objective framework for analysing progress made, and offers
concrete suggestions as to how implementation proc esses can be reinvigorated for the
benefit of LDCs, emphasising the need for transparency and accountability in relation to the
implementation of the 1PoAby all development partners and by national governments.



Preface from the Chair

The publication, t itled Tracking Progress, Accelerating Transformation: Achieving the
Istanbul Programme of Action by 2020, is the second instalment of the LDC IV Monitor for
tracking progress on implementation of the Istanbul Programme of Action (IPoA). It is a set
of scholarly papers that address the multidimensional outlook for LDCs and analyses their
progress on different development criteria before the midterm review of the IPoA in May
2016.

The LDC IV Monitor independently evaluates the IPoA, which was the outcome document of
the Fourth UN Conference on the Least Developed Countries (UN LDC IV), held in May 2011.
This partnership of seven think tanks and academic institutions is aimed at expediting the
delivery of the IPoA for the LDCs and bringing issues of critical concern and interest to LDCs
to the forefront.

The IPoA was endorsed by the UN General Assemblythrough Resolution 69/231 of 19
December 2014, where itwas announced, inter alia , its decision to organise a comprehensive
and three-day high-level midterm review of implementation of the IPoA in mid -2016, and
accepted the offer of the government of Turkey to host the event.

In the run -up to the midterm review, the LDC IV Monitor has not only prepared this volume ,
but also organised meetings on critica | issues that have provided valuable inputs into it.
Toget her, the meetings and the volume have
to support the preparation process of the midterm review, along with generating credible
inputs into it. The C ommonwealth Secretariat and the Organisation for Economic Co -
operation and Development (OECD) Development Centre, two partners of the initiative, have
organised two expert group meetings, in Johannesburg (25 June 2015) and Paris (29 February
2016), respectively. More recently, the UN Foundation hosted a roundtable in New York (7
April 2016), which disseminated key findings of the LDC IV Monitor.

Against this backdrop, this present publication aims to feed into discussions at the midterm
review. Earlier co ntributions by the LDC IV Monitorhave included a set of uniqgue documents:
a volume on Analytical Perspectives and a Synthesis Report. Prepared with critical and in -
depth analyses on the status of IPoOA implementation and the feasibility of the LDCs meeting
these targets, the documents aimed to enhance transparency and accountability as well as
to shine a light on efficiency in the implementation of the IPoA.

The volume on Analytical Perspectives addressed a range of issues, including articulation of
a composite IPoA index, building productive capacity, enhancing trade in goods and services,
delivery of the Millennium Development Goals, flows of different forms of development
finance and consequences of climate change. The Synthesis Report captured the broad
messages and key recommendations of the Analytical Perspectives. Now the second
instalment of the LDC IV Monitoraims to give insight on the progress of IPOA implementation
up to the midterm review and the associated opportunities and challenges for the L DCs for
the next five years before the IPoA deadline in 2020.

The LDC category, established by the UN in 1971, comprises states recognised as the most
vulnerable and disadvantaged around the world. The LDCs are characterised as being
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susceptible to great risks and challenges and a failure to overcome poverty. The group
consists of 48 countriesfithe number of LDCs having doubled from its original 24. Only Cape
Verde (2007), Maldives (2011) and Samoa (2014) have managed to graduate from LDC stats.

The IPoA is the successor of the Brussels Programme of Action (BPoA), which was
unfortunately characterised by weak monitoring of implementation and strategy. The IPoA,

in contrast, urges an effective monitoring process and wider scope for involvement  for
stakeholders in the process.

Apart from the IPoA, LDCs are suitably prioritised in the recently adopted Agenda 2030 for
Sustainable Development, which has many synergies with the IPoA. The Sustainable
Development Goals (SDG} in Agenda 2030 could help realign the significance of mitigating
risks and obstacles facing the LDCs, at the level of national development and that of
development partners.

The upcoming high-level midterm review of the IPoA, which is to be held in Antalya, Turkey,
will take st ock of the actions taken by the LDCs and their development partners. It will
provide opportunities to share best practices and lessons learnt, and help identify, inter
alia, challenges, constraints and mitigation actions, as well as emerging issues and
challenges ahead for the LDCs.

The volume highlights recent critical achievements and missed opportunities for the LDCs in
the backdrop of the adverse global economic environment and inadequate delivery of global
commitments. More specifically, it sheds ligh t on the following issues: structural
transformation and export diversification in the LDCs; prospects of graduation of countries
from the LDC group; implications of the 2030 Agenda in view of LDC concerns; and new
challenges facing LDCs in pursuit of achievement of the SDGs.

This publication of the LDC IV Monitor aims to enhance the transparency and accountability
of IPOA implementation at national and international levels. Such enhancement will
hopefully entail integration of national and international e  ffort s and ownership of the IPoA.
It is expected that the key messages derived from this study will aid in constructing strategic
and effective measures to progress on IPoA implementation in the next five years. With these
aspirations, the seven partner or ganisations of the LDC IV Monitor expect that all engaged
stakeholders in LDCs and their development partners will recognise the intentions, ambitions
and value of the partnership.

As mentioned earlier, the second volume of LDC IV Monitor is an outcome of collective
endeavour of a large number of individuals and institutions. Sincere thanks go to the seven
partner organisations of the LDC IV Monitor: Centre for Economics and Foreign Policy Studies
(EDAM), Istanbul; Centre for Policy Dialogue (CPD), Dhaka; Commonwealth Secretariat,
London; the Economic and Social Research Foundation (ESRF), Dar es Salaam; Fondation pour
les Etudes et Recherches sur le Développement International (FERDI), Clermont-Ferrand,;
International Centre for Trade and Sus tainable Development (ICTSD), Geneva; and OECD
Development Centre, Paris for their support and participation.

A special thanks to H.E. Gyan Chandra Acharya, UnderSecretary-General and High
Representative for Least Developed Countries, Landlocked Developing Countries and Small
Island Developing States, and Rt Hon Patricia Scotland QC, Secretary-General,
Commonwealth Secretariat, for kindly providing very appropriate Forewords for the volume.



Sincere gratitude also goes to the authors, who have put vigorous effort into drafting the
various chapters of the volume. The LDC IV Monitor is sincerely grateful to Professor Rorden
Wilkinson, FRSA, University of Sussex, for undertaking the peer review exercise and adding
value to the volume.

In connection with prepar ation of the volume, the Commonwealth Secretariat and the OECD
Development Centre are particularly recognised for organising two expert group meetings ;
the UN Foundation is also appreciated for hosting a roundtable , where some of the findings
of the LDC IV Monitor were discussed.

The inputs, support and cooperation extended by the key members of the LDC IV Monitor
are also thankfully recalled. These came from Dr Mehmet Arda (EDAM), Mr Ricardo Meléndez-
Ortiz and Mr Christophe Bellmann (ICTSD), Mr Federico Bmaglia (OECD Development
Centre), Dr Alassane Drabo and Professor Patrick Guillaumont (FERDI) and Dr Tausi Mbaga
Kida and Dr Hoseana Bohela Lunogelo (ESRF).

Dr Mohammad Razzaque from the Commonwealth Secretariat is singled out because of his
purposeful engagement with and sustained support to the LDC IV Monitor. The key role
played by Dr Jodie Keane, Commonwealth Secretariat, in coordinating the preparatory
process for the present publication is thankfully mentioned. The role of the publication
section of the Commonwealth Secretariat in ensuring a high -quality output is also highly
appreciated.

Finally, CPD, as the Secretariat of the LDC IV Monitor, deserves special mention for providing
coordination and leadership to the partnership. Professor Mustafizur Rahman, Executive
Director, CPD, and other professionals from CPD have been generous in extending support
to the partnership.

Dhaka Debapriya Bhattacharya, PhD
May 2016 Chair, LDV IV Monitor
and

Distinguished Fellow, CPD
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Executivesummary

Since 1971, the UN has recognised the Least Developed Countries (LDCs) as a group of
economies with inherent characteristics that create particular economic vulnerabilities and

disadvantages. This has led to the international communit y 8 s arti cul ating spec
measures to ameliorate the situation in the worl
the number of LDCs has increasedfrom the original list of 24 to 48 currently.

Only a handful of countries have managed to grad uate from the group: Cabo Verde (2007),
Maldives (2011) and Samoa (2014). In view of the widespread failure of the LDCs to advance
economically and socially so as to achieve the necessary UN graduation criteria, the adoption
of the Istanbul Programme of Ac tion (IPoA) for the decade of 2011 1 2020 spelt out a set of
actions for the concerned countries and development partners to implement.

The IPoA follows on from the not -so-well -implemented Brussels Programme of Action (BP0oA)
for the period 2001 i 2010. Although this was rightly ambitious in scope, at that time there
was a failure to install an effective monitoring framework for effective implementation of

the agreed work programme. Subsequently, further to adoption of the IPoA, the LDC IV
Monitoriia partnership of eight partner organisations across the globe fiwas created to
provide an independent and objective assessment of its implementation on an ongoing basis.

As the midterm review of the IPOA approaches, this publication by the LDC IV Monitor makes
a contri bution to assessing the performance of LDCs vis-a-vis the aspirations and targets
initially set out. The analysis contained here is by no means meant to be exhaustive. Instead,

it is intended to provide a constructive review of progress made to date, so as to identify
areas where the international development community can better adapt to the stark
realities of the LDCs.

- The LDCsface a set of unique interrelated global challenges that must be addressed
if the objectives of the IPOA are to be met. Since the global financial crisis, a
structural break in the trade dyrowth nexus has become apparent.

- The growth target incl uded in the IPoA (7 percent per annum) was not achieved over
the first half of the IPOA period (2011 2015). Since the crisis of 2008 09, real gross
domestic product ( GDB growth in the LDCs has slowed to around 4 per cenfi half of
the rate prior to 2008. S ubsequently, GDP per capita growth has slowed to below 2
per cent on average among the LDCs in recent years.

- According to the analysis presented in Chapter 1, the IP oA target to double exports
by 2020 seems likely in value terms, including both goods and services. However, the
proportion of global trade the LDCs account for is unlikely to increase substantially
by 2020. Therefore, itis unlikely thatthe LDCs will double their share of world trade,
based on current trends.

- Worryingly, the export baskets of the LDCs have become less diversified over time.
This increased export concentration is taking place against a backdrop of dramatic
preference erosion for the LDCs.

- Inrelation to the achievement of structural economic transformation, policy = -makers
must confront the challenge of the declining share of manufacturing value added in
LDCs. Overall, results suggest an inability to achieve the desired objectives of the
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IPOA in the absence of more concerted efforts to enhance global economic
governance and cooperation.

The target set out in the IPoA to hal ve the number of LDCs by 2020 is extremely
unlikely to be achieved. Rather, it is more likely the number of LDCs will be reduced
by only a fifth.

Ten LDCsare likely to meet the graduation threshold by 2020, which combines an
income criterion, a human assets index and an economic vulnerability index,
according to the analysis presented in Chapter 2 ( Tuvalu, Angola, Kiribati, Bhutan,
Nepal, Sdo Tomé and Principe, Solomon Islands, Timor-Leste, Equatorial Guinea and
Vanuatu).

However, out of these possible 10 countries meeting the graduation criteria by 2020,
only three may be new graduates by 2020 (Equatorial Guinea, Vanuatu and Tuvalu).
Reforms to the graduation process should include indicators related to the structural
handicaps that constrain the graduation process and therefore the achievement of
structural economic transformation.

The 2030 Agenda, captured in the 17 goals and 169targets of the DGs, provides an
important opportunity to realise the work plan set outin  the IPOA, by way of drawing
synergies and establishing coherence between their implementation.

This year, 2016, marks the beginning of implement ation of the SDGs as well as the
midpoint of the period of implementation of IPOA . Lack of progress in terms of
implementing the IPoA will also mean weak progress in attaining the SDGs. On the
other hand, IPoA implementation will contribute to advancement of the SDGs.

The SDGs include related targets in the following areas: poverty, hunger,
employment, health, water and sanitation, education, gender, inequalities, climate
issues(including disaster risks), governance and global partnerships. All of these ar e
closely interlinked with the IPoA priority areas.

Only two goal areas (SDG14 and SDGL5) are new areas, beyond the IPoA priorities.

The LDCs face a set of interconnected global challengest economic, technological,
demographic, environmental, security and governance -wiset with the potential to
seriously undermine their prospects of achieving the SDGs, as well as the IPoA goals.
In terms of official development assistance (ODA), w hile the absolute volume of flows
to LDCs has increased, the share ofthe LDCs as a group of total ODA has declined.
Aid for Trade (AfT) resourcesremain inadequate and fall short of commitments. This
is a longstanding problem. Between 2002 and 2010, an average of 70 per cent of AfT
commitments were disbursed ; this is the same over the IPoA implementation period
(2011t 2014).

While the 2030 Agenda calls for a édata revolution d worldwide for monitoring global
development goals and targets, the availability of data in LDCs remains inadequate.
Monitoring progress against all of the targets set out in the SDGs, as with the IPOA, is
therefore likely to be a challenge. In this regard, some of the lessons learnt since the
BPoA and implementation of the IPOA must be heeded.
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1. Structural Economic Transformation and Export Diversification in

the Least DevelopedGntries
Jodie Keane, Gazwan Aldadaid Mehmet Arda

In response to some of the shortcomings of the Brussels Programme of Action (BPoA), the Istanbul
Programme of Action (IPoA) includes a greater number of explicit targets. However, while trade and
growth targets feature prominently, those related to structural economic transformation (SET) are
rather more implicit than explicit. In order to overcomeetbe shortcomings, Basnett et al. (2013)
assigned indicators to the higavel objectives of IPOA ratad to the achievement of SET. Therefore

in addition to monitoring progresgs-a-visthe explicit trade and growth targets of IPoA, this chapter
revisitsthe SErelated targets identified by Basnett et al. (2013

The evidence presented in this chapter sugg#sas, while some traderelated targets will be met by

2020, more limited progress across the selected SET indidatitkely based on currenténds. This
sanguine assessment suggests an inability to achieve the desired objectives of IPoA in the absence of
more concerted efforts to enhance global economic cooperation greddesignof 21st century
solutions to the trade challenges dfa Least Deeloped ©untries (LDCs).

International tradeis a crucialmechanism to sustain modern economic growth and achieve SET
through stimulating the diffusion ofechnological progressthis process facilitates movement from
low to higher value added activitiek order to achievehis objective the type and pattern of trade
matters. Sotoo does the ability to shift resources out of levowards highetproductive activities
which may require organisation and institutional changfence, achieving structurahange and
adapting to the way the world trades is an essential part of sustainable development.

In spite of some reasons for optimism, the assessment of progress against targets presented in this
chapter suggests an inability to achieve the desired objestof IPOAThis failure ign the absence of

more concerted efforts to enhance global economic cooperation and the design of 21st century
solutions to the trade challenges of the LDTRis chapter is organised as follows. We first review
progress agait the IPoAgrowth and trade targets. Then we assess progress in view ofe&fdd
indicators.

SET can be broadly defined as the reallocation of economic activity across three broad sectors
(agriculture, manufactunig and services) that accompanies the process of economic growth (Kuznets,
1966). As part of this transformain, technological developmenis advanced as an endogenous
process. Itoccurs asa result of withincountry interactions between human capital amdpital
formulation, as well as institutionadnd organisational change. It subsequently prompts movement
from low towards higher value added activitiebhese are the lessons heeded from the growth
experiences of successful industrialisers to date. Mweep the experiences of successful
industrialisers suggest that, in order to achieve SET, the overall level of growth must be relatively high
and sustained over time. In view ofdbe understandings, th€oA includes a target to achieve 7 per
cent per anm growth in the LDCs.
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However, @ven current trends, the target specified for the LDCs in IPoA is unlikely to be met (Figure
1.1). The global growth outlook remains weak, with several revisions imasbtns during and since
2015. These revisions have, part, been driven by therdmatic oil price declinethat occurred
between 2014 and 2015in addition to adverse exchange rate movements. Whereas in the past oil
price declines spurred global economic growth, the absence of this stimulus within tlestglobal
context is notable.

Figure 11 Real GDP growth, 20@2015, selected years (annual average growth rates, %)

Average 2002-2008

2010 2011 2012 2013 2014 2018

Bl Average LOGCs African LDCs and Haiti Il Asian LDCs Island LDCs

Soure: UNCTADeS8retariat calculations based on data from IMF World Economic Outlook database (accessed October
2015).

A structural beak in the tradegrowth nexus since the global financial crisis is becoming increasingly
apparent. Prior to the global financial crisis, a 1 per cent increase in growth translated into a 2 per cent
increase in trade. This relationship has changed dranibtisimce thenThere aresuggestions that the

limits to the global fragmentation of production so characteristics of recent decadésmve been
reached (Hoekman, 2015)hat is, recent global growth trends are driven more by structural than
cyclical factos particularly in view of the secular stagnation which is becoming increasingly apparent
in Northern economies (Mayer 2015).

Since 2008, the elasticity of trade with respect to growth has halved. This means that a one percent
increase in global growth nowanslates into a 1 percent increase in global trade, a much weaker
relationship compared to the prerisis eraHence, not only global trade has slowédt so too has

the potency of growth to drive trade. Ftine LDCs in particular, these developments particularly
worrisome.

The knoclon effects of the decline in LDC growth ratesn their longrun average prior to the global
financial crisis on subsequent increases in gross domestic product (GDP) per capita is even more
concerning (though IPoAdtudes no explicit target). Prior to the global financial crisis, an 8 per cent
increase in GDP growth resulted in a 5 per cent increase in GDP perfeafiiaLDCsSince the crisis,

real GDP growth in LDCs has slowed to around 4 per deit of the ate prior to 2008. Subsequently,

GDP per capita growth has slowed to below 2 per cent on average among thélbid€eer, & Figure

1.2 shows, island LDCs have experienced much larger declines in GDP per capita compared with the
average for the groupThisreflectsthe effects of devastating natural disasteia addition to the
dampening effect of the ability of global growth to drive growth.

1 A price reduction of US$59.2 per barrel occurred between 2014 and 2015.

18



Figurel.2 Real GDP per capita growth, 2062015, selected years (annual average rates, %)

2010 2011 201z 2013 2014
Bl Average LDCs African LOGs and Hait Bl Asian LOG= istand LOG=

Source: UNCTAD @etariat calculations based on data from IMF World Economic Outlook database (accessed October
2015).

The IPOA recognises the potentially powerful role of trade as a driver of SETinférnational
community in the Sustainable Development Goals (SDGs) has subsequently adopted some of the trade
targets included. In terms of progress against the IPoOA targets, the results presented in this section
present rather aglass halull scenar. While some tradeelated targets will be met, othersmore

directly related to known pathways towards $EWill not.

ThelPoA interprets the process of export diversification as one of the principal avenues to increase
retained value added, reduce riskgenerate positive externalities and, more generatityjmprove

[ 5/ a4Q LINBRdzOGAGS OF LI OAGASEd ¢KA& Aa o0SOFdzasS
sophistication of goods and services produced and consumed. It is therefore disconcertingriait cu

trends suggest increasing specialisation at low incomes for LDCs, in products with low levels of
technological sophistication. These results are suggestive of the need to more creatively consider how

best to facilitate export diversification withimé current global trading landscape, so as to effectively
leverage trade as a driver of growth and SET.

The IPoA target to double exports by 2020 is likely to be achieved if it includes bothagosgsvices.

However, increasing theDC share of world trade looks less likely, based on current trends (Eigure

lf GK2dAK [5/4Q GNI}RS LISNF2NXIYyOS Ay &ASNBAOSa 2
trends is challenging: most growth since 2010 has occurred on the impo#rréithn the export side.

[ 5/4Q GNIRS RSTAOA(GA KhiddsSpartyldiiven2og@ KSR[ 3 ¥ A QB HSNIBA &
deficit increaghg by more thanfour times (n nominalterms) between 1995nd2013.

Figurel.3 LD(progress in trade trends

::::::

0.0
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Bl LOC (total trade in goods and commercial services $bn) Share in world total (%)

Note: The base year is 2010; the projection is based on a simple extrapolation of trends from 2010 to 2014.

Source: Adapted from WTO (2015)
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In order to avoid a strictly mercantilist interpretation (e.g. that exports matter more than imports) in
view of theimportance of imported technologipr growth,we simply interpret the IPoA trade targets
Ay @1 fdzS GSNyaod 2S NBFSNI 2 3I22RAa YR aSNBAOSax
imports (Figure 1.4) The heterogeneity of LDCs and their economiud arade structures
notwithstanding, theirtotal trade in goods and services increased by an annual average of 12.5 per
cent between 1995 and 2013, thereby outperforming world trade, which grew by 7.5 per cent on
average (WTO, 2015). The favourable terfsame for mineral and fuel exporters contributed to this
development, as did the considerable foreign investment that flowed into extractive industries and
increased output. However, despite this impressive performance, overall LDC trade is charabterised
a structural deficit: for goods, exports covered about 83 per cent of imports in2012 but for
services, exports cover only 43 per cent of impérts.

Figurel4[ 5/ & Qbalanté RS
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Source: UNCTAD Stat Database.

In relation to services exports, W travel (tourism) is the main source of services revenue and
registers a net surplus, Mode 4 (presence of natural persons) is an important source of net exports but
cannot be measured satisfactorily. LDC participation in royalties and licence feesnsemegiigible

and in some cases has declined. This may be a reason for concern. For example, many island LDCs often
rely on foreign fishing vessels. OthH8ther commercial servic€¥e.g. communication, construction)
provided by the LDCs has progressiwgigjunk (WTO, 2015).

Apart from major tourist destinations such as Cambodia, witaeelyenerated a substantial share

of GDP (15 per cent in 2014), according to the World Trade Organization (WTO) (2015) the major LDC
services exporter is currentlxfghanistan (in constructionfollowed by Cambodia and Tanzaifia
transportation) These results are somewhat surprisifigne type of construction services exported by
Afghanistan is not currently clear (e.g. whether construction in Afghanistan is undeff@akimeign

firms domestically for reconstruction). Other questions arise regarding the reliability of services data
in the case of transportation exports for Cambodia and Tanzania (e.g. whether port facilities are
included). The largest LDC services ingrs according to the WTO includagola, Bangladesh and
Ethiopia,all in transportation.

Onaggregatd, 5/ 8Q SELRNI A& Ay 3J22R& NBYI A yThettng GBey (G NI (G SF
the falling price of oil in 20015 mayWe been beneficial to somé>C importerghe subsequenknock

on effecs on other commodity exportgbecause of a tendency towards -omvement within

commodity markets in view of the increased presence of institutional investsrajorrying. The

structure of the LDCgade on aggegate remains polarised in terms of the sectoral composition of

2 Seealso UNCTAD (2015: Table 1.3).
20



exports between commodities and services. Overall, there is a relatively low share of ahills
technologyintensive items irexport baskets.

Theprocess of economic development and structural transformation entails a shift in the productive
structure as expressed through movement towards more sophistiqatbdt is, higher value addad
products (Hesse, 2008)Diversification may entailat only producing items that have not been
produced and exported before but also theoduction ofHetter(products:those that create a higher
proportion of value added in the country and generate forward and backward linkaggspositive
externalities (Arda, 2014). Achieving this process isiibly challenging For the LDCs within the
contemporary global trading landscape, the process may have become even more so than compared
to in the past.

Theachievement of SET requires changaated tothe nature of interactions betweerstakeholders
within a given system of production sotastransform activities from low value added to higher value
(Gebreeyesus and lizuka, 2018Jthough this process may (or may not) take place within a defined
innovationsystem, it is the type of knowledge and technology transfer that may arise as a result of
stakeholders interaction both within and across borders, which really matters.

The approach to global value chain (GVC) analysis considers trade to be embedde:chiso Ibo a
considerable extent to be determined by, specific (but changing) institutional structures and
organisational aspects of international trade (Raikes et al., 20001®. literature recognises that
increasingly global trade takes place within paurtar organisational forms and structures between
related (or unrelated) firms precisely so as to either transfer (retain) types of technology, create
barriers to entry and therefore generate economic rents.

However, discussions of SET often omit govecraaspects related to ability to influence the system
and structure of production. This absence is particularly notable when it comes to the LDCs, given
limited governance capabilities and highly asymmetric trading relations within G\V€worrying in

view of theavailable evidencavhichsuggests increasing export specialisation at low levels of income
for the LDCsyithout acommensuraténcrease in thdevel oftechnological sophistication

The most recent data on egpt diversification processes for the LDCs confirm limited ability to induce
changes in productive structures. Instead of movement towards more diversified export structures,
the reverse is trueincreasing specialisation at low levels of incosiéecomiiy apparent(Figure 5).
These trends are deeply concerning givibie fact thatthe sustenance of economic growth requires
export diversificatioracross the product space so as to achiS#d .
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Figurel.5 Merchandise export structure of LDCs

1995 2014
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Source: UNCTARO015).

On average, almost 70 per cent of total LDC merchandise eXportgrise three main products; for
nine LDCs three products comprised 95 per cent or more of their export receipts and four of them
exported petroleum (Arda, 2014). However, in 19%& tsituation was markedly differenExport
baskets in the past for LDCs were far less concentrated. At that ¢intg around 40 per cent of the

[ 5/ & Q \Gagsatdbutdhla to ther top three exports.

In more recent years, what is becoming clearly agpt is how the LDUacrea®d exportproduct
concentration has been accompanied by a shith&ir market orientation. China accounted for 23 per
cent of LDC exports in 2014 compared with 3 per cent in 199&ctnin2013, China impoed more
fuels and mining productgrom the LDCthan the EU, US and India combitfadence, although ahift

in market orientation by the LDCs away from Europe has occlitfeas seeminglipeen replaced with

a similar dependence on Chirldoreover, becauséhe varietyof items imported from LDCs by China
is considerably narrower than thoggeviouslyimported by traditional importersvithin the EU, this
may represent a potentially monmgskykind of dependence.

1.4.2 Regional Export Structure

As LDC exports have beceness diversified over time, deepening patterns of regional product
concentrationare becoming apparerfor both trade in goods (Tablel), as well as trade in services
(Tablel.2). In relation to trade in goods:

1 The share of fuel and mining productashincreased for the African LDéPsl Haiti;

9 Theshare of textiles and manufactures has increased for the Asiarn LDCs

1 The share of fuels, ores and minerals, and agricultural raw materials has increased for the
Island LDCs.

With regards to trade inesvices, the share of travel has increased for all regions over the period 1995
to 2012; similarly, communications and financial services. The share of other commercial services as
well as government servicémvedeclined.

3LDC average 66 peent in2015; 43 percent in 1995.
4The EU maintained its position for manufactures agdcultural products.
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Tablel.1LDCs GoodsExpot Composition Percentagé

LDCs: Asia % LDCs: Islands % LDCs: Africa %
change change change

1995 2000 2014 (1995 1995 2000 2014 (1995 1995 2000 2014 (1995
2014) 2014) 2014)

Food| 11.4 75 86 | 27 |481 503 375| -10.6 | 204 16.7 10.1| -10.2
Agricultual Raw| 151 48 g5 | 66 |507 47.8 532| 25 |100 79 30| -7.0
Materials
Fuels| 21.8 272 148| -70 | 00 01 46 | 46 |203 475 562 36.0
Oresand| 13 07 57| 44 |01 02 41| 39 |226 152 17.4| 52
Minerals
Textiles| 395 524 534 139 | 03 02 02| 01 | 90 08 25| -65
Manufactured| 115 73 90| -20 | 08 13 04| -03 |178 118 108| -7.0

Goods
SourceUNCTAD Stat database and O (2015)

Table 1.2.DCg; Services K¥port Composition (Percentagég

LDCs: Africa and Haiti % LDCs: Asia LDCs: Islands %
chang % chang
e charge e
- 1995 280 221 (1995 129 280 221 (19;% 129 280 221 (1995
Services Category 2012) 2012) 2012)
Transport 21.3 19.2 239| 26 10.7 133 129| 22 11.8 16.0 11.1| -07
Travel 34.5 370 43.1| 86 |238 327 331| 92 |529 400 651| 121
Conmmunications 0.0 46 6.0 6.0 00 49 7.0 7.0 00 40 48 4.8
Construction 0.0 1.7 2.6 2.6 0.0 00 74 7.4 0.0 0.0 0.0 0.0
Insurance 0.0 1.4 09 0.9 00 00 11 1.1 0.0 00 16 16
Financial service 0.0 0.7 1.7 1.7 0.0 00 26 2.6 0.0 120 3.2 3.2
Compuer and
information 0.0 0.0 0.8 0.8 00 00 00 0.0 0.0 0.0 0.0 0.0
technology
Royalties anq 07 00| 00 |00 00 00| 00 |00 00 00| 00
licence fees
Otherbusinesg ) , 00 00| 00 | 00 00 186| 186 | 0.0 160 1.6 | 16
services
Personal, cultura
and recreational 0.0 0.0 04 0.4 0.0 00 01 0.1 0.0 00 32 3.2
services
Government) 503 151 120| -82 | 192 27.8 159| -33 |11.8 120 95 | -22
services
Othercommerical 39 197 84| -154 | 467 213 14 | -454 | 235 00 00 | -235
services

Thesetrends in ircreasing exporiproduct concentration are taking place against a backdrop of

dramatic preference erosion for the LDGAK A £ S (G KS & K| -Mde impoFts sfosd/ ak Q R dzil
F LILINREAYFGSte 11 LISNI OSyid O2YLI NBR ¢AGRI4RSOST 2|
developing countries had achieved around 80 per cent-fitg access in developed country markets,

compared with 85 per cent for LDCs (WTO, 2015). This trend looks set to cdntinue

Although there is scope father developing economies to offer mofavairable market access the
LDCscompetitive challenges are also arising within this markets as a sidepeningregionaland
bilateral trade agreements (Table3). Clearly,within the current global trading landscagbere is

5 For example, LDCs such as Bangladesh face formidable competiveness effects in the textiles and clothing industry further
to the inclusion of Vietnam within the Traf®acific Partnership Agreement.
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more limited sope to leverage preference margins to induce shifts in lead firm sourcing strategies
towards the LDCs, which could lead to their inclusion within more dynamic forms of aimdempared
to in the past

Table 13 Duty-free treatment ofLDGexports in diferent markets

Average applied tariff rate Average applied tariff rate
(weighted) (percentage)
Selected developed Australia 100.0 0.0
countries and regions
European Union 98.0 0.1
Japan 99.6 0.0
Switzerland 100.0 0.0
United Stgtes of 65.9 5.9
America
Selected developing Brazil 66.9 8.3
countries
China 98.2 0.1
India 66.5 53
Pakistan 77.9 3.6
Singapore 100.0 0.0
South Africa 78.1 21
Turkey 93.0 1.7

Source: UNCTAD (2015).

The need for more creative construction of 2tentury special and differential treatment for the LDCs
becomes apparent through a review of progress asfadotherSETrelated targets Table 1.4. Partly as

a result of higher petroleum prices, product diversification and the share of manufacturing value added

in GDP have declindéFigure 1.6)This is disconcerting, given the special role manufacturings phay
achieving SET (Rodrik, 2015). The commodities sector in LDCs has, to date, not been a driver of
structural transformation, in spite of some cases of successfully diversifying intodligd products.

Tablel.4LDC progress in comparable IPoA SETcatdis

Indicator LDC LDC IPOA

Average Average pillar
200508 (200913) Change

Mobile cellular subscriptions (per 100 people) 12.7 41.6 - Productive capacity

Cereal yield (kg per hectare) 1760.9 1949 + Productive capacity

Manufacturing, vale added (% GDP) 11.7 114 - Productive capacity

GDP per capita, PPP (current international $) 1603 1964.2 + Productive capacity

Gross capital formation (% GDP) 23.6 26.7 + Productive capacity

Manufactures exports (% of merchandise export; 8.1 9.8 + Trade

Service exports (BoP, current US$) as % of expd

goods and services 12.9 15.2 + Trade

Product diversification (Concentration Index) 0.5 0.4 - Trade

Market diversification (Diversification Index) 0.7 0.7 = Trade

Infant mortality rate (per 1000 levbirths) 68.7 58.3 - Other

Domestic credit to private sector (% GDP) 16 22.4 + Other

Note: These indicators are the best available data, over time, for all LDCs. Other indicators (e.g. labour market, skills,
employment, etc.) have been excluded becaatdata availability issues, as described in detail by Basnett et al. (2013).
Source: Adapted from Basnett et al. (2013).

An important advantage of manufacturess well asome specialised and differentiated commodities,
is the generation of positive exinalities For example knowledge spillovers are positive externalities
which may occur further tahe adoption of relatively advanced technologigaodern business
techniques, includingdhering tointernational trade practices (Ard2014).The availald evidence
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confirms that agcultural productivity and yields have risen most strongly in manufactured goods
exporters (UNCTAD, 2019)his is precisely becausesaong manufacturing sector cgsromote a
successful agriculture sector, through backwarddmes as well as labour market effects such as
increased wages

The crucial role of services in facilitating the functioning of productive sectors notwithstanding, we
simply do not know how services can contribute to the achievemerSifin the absenceof a
manufacturing sectoi(Rodrik 2015). Even in countries where tourism is an important economic
activity, highquality productsdemanded bytourists are often imported rather than procured
domestically, with local linkages often underexploited.

Progress on other indicatoref productive capacitysuch as mobile cellular subscriptions, has been
impressive between the two periods comparedFRigure 9 Other indicators of productive capacity
show an improvement, such as cereal yields, GDP per capitarassl ¢apital formation. Domestic
credit to the private sector has increased. The only indicator related to poputatifiant mortality

ratest has declined, which is suggestive of an improvement in health outcomes, or female education
and literacy rates.

Whilst agricultural yields have increasedie knowthat this processhas beenaccompanied by a
significant reduction in the share of agricultural employment in total employrféithough this could

be seen as an indication of structural transformation, matthis decreasing share for LDCs as a group
(from 68.8 percent in 2000 to 58.9 perent in 2014) has been towards services, while the share of
manufacturing in total employment has barely shifted: from 8.3 @amt to 11.7 peicent. Although
this is adudable increase in proportional terms, the interpretation in terms of the achievemeBE®f

is a challenge. Moreover, much of this increase has been driven by the Asian viiGe
corresponding sharef manufacturing in total employmembse from 10.8 prcent to 17.1 pecent.

For the other LDC regions, iifigportant to confront the conceptual challenges that a reduction rather
than anincrease in the share of manufacturing value added presents polédsers concerned with
the achievement of SEAnd the achievement of the IPOA by 20ZDhis indicator is currently up for
discussion as one additional indicator to monitor progresgshe SDGSE The evidence presented in
this chapter serves to reinforce the importance of its inclusion.

® See UNCTAD (2015).

"Manufadi dZNAy 3 A& ONRIFRt& RSFTAYSR a GKS aLK&aAOFt 2N OKSYAO!
of the process (by machines or by hand), location (factory or home) or sale method (wholesale or retail). The value added is

the net output ofthe manufacturing sector, calculated after adding up all the outputs and subtracting the intermediate

inputs. It is determined by the International Standard Industrial Classification Revision 3, and calculated without deducting

the depreciation of the faticated assets, or the depletion and degradation of any natural resources.

8 http://indicators.report/indicators/i61/
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Figue 1.6 Manufacturing,value added (%0 of GDP)

Average 2005-2009

2010 2011 2012 2013 2014

W Average LDCs African LDCs and Haiti M Asian LDCs Island LDCs

Source: World Developmeindicators(accessed February 2016)

However, indicatorsof SETsuch as manufacturing value added or the share of industry within overall
economic activity must be accompanied by otheFhese include, for examplbe forces governing

the process of capital accumulation and profits in the form of corporate retentions (as well as
household saving$)These aspectmust feature in any discussion of the achievement of KBES

This inaldes their contribution to boosting productive capacity, creating jobs and stimulating
technological progress (Amsden, 2001). Some coordination of investment decisions, in addition to the
investment promotion called for in thtioPA (andSDGsmay be necessy in view of public policy
objectives.

In relation to the external resource gap among the LDCs, it has grown for all excéglatie LDCs
which have a surplus (Figuter). Gross domestic savings as a percent of GDP and domestic credit have
increasedfor all LDCs. However, Asian g&he Island LDCs increased the share of domestic credit to
the private sector most dramatically over the period 26P815.In comparisonFDI flows remain
heavily concentrated in African LDCs (Figli®. Overall,while gross fixed capital formation has
increased among the LDCs as a group, as well as for AfricansbCf@dt has been insufficient to
achieve their stated growth target (Figute9).

Figurel.7 Externalresourcegap, 20022013, selected year®4of GDP)

Source: UNCTA®cretariat calculations, based on data from UNCTADstat database (accessed September 2015).

% This includes the process by means of which the richest stratum of sacigtjres and uses its income (UNCTAD, 2003).
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Figurel.8 Grossfixed capital formation, 2002;2013, selected year$4of GDP)

Source: UNCTA®cretariat calculations, based on data from UND3at database (accessed September 2015).

Figurel.9 FDI hflows, 200@ 2014, selected years(rrent US$ millior)
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Source: UNCTADstat (accessed October 2015).
1.5Concluding remarks

Overall, whilesome trade targets will be met, growth targets will ndhere are some reasons for
optimism regarding the achievement of some indicatoekated to the achievementf SETfor the

LDCs. These include increasing agricultural yields, reducing infant mortality rates, growing capital
formation and expanding the avability of domestic credit to the private sectddowever, there are

also some major reasons for concern.

Although manufactured goods exports have increased, the value added component has actually
declined for the LDCs as a grodjnat is performance irone of the known effective mechanisms
through whichSETcan take place, through increasing manufacturing value added, has exhibited poor
performance. Moreover, ncreasing product and market concentration is becoming apparent.
Although recent performance iservices trade looks promising, how this sector can contribute to the
achievement of SET over time, in the absence of a strong manufacturing sector, is unknown with no
historical parallel.

Only national governments can perform the vital role of desigrind implementing policiesn
relation toallocating resources among sectors, in view of specific sectors exhibiting major differences
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in productivity at any given point in tind€ However, given the clear challenges in achieving export
diversification andapparent increasing specialisation at low levels of income, the international
community has an obligation to at'.

Creative solutions for the LDCs, fit fof"2Enturytrading patterns soasto induce movement intdthe

modern export sectorand the stimuhtion of technological diffusionare needed.Trade policy
developmentswhich couldoffer scope for the LDCs to benefit finanore favourable market access,

include implementation of the WTO Services Waiver, Trade in Services Agreement giaSte
Environmental Goods and Services (EGS) Agreenidahy developed and increasingly developing
economies could go further with regards to more flexinles of originy 2 NB | G idzy SR G2 G2R
production networks.

There is a need to avoithmaging trade reasues affecting LDGxxport interestsLDCsvere hit hard

by protectionist measures implemented since the glofiahnce crisis of 2008 Acording to one
estimate, their exports could have been 31 perceighler if crisisera protectionism had been avoided
(Evenett et al. 2015)Trade surveillance and international support mechanisms may need to be
bolstered in this regard.

Although thelPoA provides important guidelines to promote the growth, development and eventual
graduation of LDCs, more targeted pi#s and actions focused on the improvement of productive
capacities in tandem with the process of export diversification across sectors are neédttedigh

this chapter has reviewed progress-aisis the growth, trade and SET related targets, furthealgsis

is needed in view of the actions of international development partners as well as national governments
themselves.
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2. Praspects of Graduation foehstDevelopedCountries
What Structural Range?

Alassane Drabo and Patrick Guillaumont

This chapter analyses the graduation trends and the prospects of graduation for the least developed
countries (LDCs), uptial before the MidTerm Review of the IstanbBrogrammeof Action (IPOA)A

major aim of the 2011 IPoA adopted at the Fourth UN Conference on the LB@alikng half the
number of least developed countries to meet the criteria for graduation by 2Q#9, 2011). Several
official UN documents have referred to or reiterated this goal. Even though it was considered not fully
realistic at the time of the Istanbul Conference, it is evidence of a change in international attitudes
towards graduationDuring tre first decade of the millenniupfear of and resistance to graduation
among some graduating countries dominated the picture. Since Istanbul, graduation has been
considered less of a threat to the development of the graduating countries and more of athigina
these countries are reaching a new phase of development. Moreover, the General Assembly
Resolution on Smooth Transition adopted in December 2012 (and following the Report of an Ad Hoc
Working Group of the General Assembly on this topic) has dampieefbar of graduation: several
measures are now implemented or considered to make the transition smoother, such as continuing to
provide some trade capacifyuilding after graduationthoughthe socalled Enhanced Integrated
Framework (ENF

This chapte first updates our contribution to the previous LDC IV Report (Drabo and Guillaumont,
2014). It outlines the implications of the previous and revised graduation rules for the graduation
prospects of LDCand shows that, in spite of a small change broughthe rules in 2015, no more

than one fifth of the Istanbul LDCs (instead of one half) are likely to meet the graduation criteria in
2020. Prospects after 2020 are more favourable, in particular if LDCs can achieve the high rates of
economic growth that ge another goal of the IPOA. The chapéésoquestions the consistency of the

IPOA graduation goal with the graduation rules.

The chapter also raises the issue of the consistency between the process of graduation and the
structural transformation of LDCthe importance of which is underlined in the IPoA (for more details
seeCariolle et al., 201%rabo and Guillaumont, 2016). By definitigmaduation is expected to occur
when a country has overcome the structural handicaps that nitaéificult to movesustainablyout

of low-income status that is, that make it an LDC. We here consider the structural change
corresponding to the reduction of the structural handicaps to growth on which graduationtrelies
namely, the improvement of human capital and the rettion of structural economic vulnerability.
This structural change is conceptually distinct from structural transformation, understood as a
reallocation of resources likely to make the economy more productiwe to a large extentt is
needed foriit. Thepolicy instruments involveoh achievinghe structural changes leading to graduation
could not be examined here.

The prospect®f graduation depend on the rules and criteria applied. Since the originagugtion
there has beenan asymmetry between inclusion and graduation criteria, set up for precautionary
reasons. To be included country should meet three complementary criteréalow level of income

per capita, a low level of human capital, asseasgdgthe Human Assets Index (HAI), and a high level
of structural economic vulnerability, assesseihgthe Economic Vulnerability Index (EVI1). Three main
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precautionsaretaken before an LD€@nbe recommended for graduation: (i) not only one but two of
the three criteria of inclusion should no longer be met; (ii) margeed to have beeset up between
inclusion and graduation thresholds for each criteriamgd (iii) a country is recommended by the
Committee for Development Policy (CDP) only after igieen found eligible at two successive
triennial reviews. Moreoveisince 2004acountry is graduated only three years after endorsement by
the General Assembly of the CDP recommendation. An exception to the Wtatriteria rulevas
introduced in2005: a country can be found eligible for graduation ib@scapita gross national income
(GNpc)is at least twice as high as the ordinary income graduation threshold and deemed sustainable,
making income per capita the only one criterion for gradomiin these cases (see more detail€iDP

and UNDESAR015 the CDP Handbowkand in Drabo and Guillaumont, 2014).

The impact of criteria asymmetry is high. At the 2015 review, among the 48 LDCs under consideration
31 were no longer meeting the three compientary inclusion criteria (at the 2012 revigiaere were

26 out of 49 LDCs) (C#®12 2015 CDP and UNDESA13). Thismeans that without the present
asymmetrythe IPoA goal would have already been reached, evenmamhed.

In order to examine gradhtion prospectsit should be supposed that the graduation criteria remain
unchangedeither two inclusioncriteria, adjusted by a given margineed no longer be met (initial
rule, but since 2015 with a new definition of thresholds, explained belowhlgranincome per capita
criterion at a higher thresholdghould be reachedadditional 2005 rule). Other results could be
obtainedusingalternative rules.

Until 2015, there was an important difference between the &\dHAI criteria and the GN¢criterion.

The former were relative thresholgsuit in place according tthe quartile value of a reference group

the number of which remains approximately the samie latter was and still is an absolute threshold,
unchanged in constant dollars. This differefa significant implications for eligibility. Since 2015

the HAI and EVI thresholds are suppoaksibto be absolute. In fagthey are maintained at a constant
nominal value of the indices corresponding to the threshold level in 202date of the pevious
review of the list of LDCs by the CDP), instead of moving with the whole set of the reference group.
This makes graduation easier, as shown below.

The graduation prospects are also constrained by the timeframe of the graduation process. In order to
Yheet the criteria by 202Q a country should be found eligible at two successive triennial reviews,
strictly speaking no later than at the 2015 and 2018 reviews! And a country meeting the criteria in
2018 cannot effectively be graduated before 2021

Three graduations occurred before IPoBotswana (1994), Cape Verde (19@ndMaldives (201T)

but only one country has graduated since 2011 (Samoa, 2014). For two other cougtaiésation
has already been decided (by tkéeneral Assemblyto be effective later: Equatorial Guinea (2017)
and Vanuatu (2020). Three ottseethavingtwice been found eligible, have already met the criteria:
Tuvalu (2012 and 2015, recommended for graduatipthe CDP in 2012 but without endorsement by
the Economic and Social CounElCOSOY; Angola and Kiribati in 2015 (Angola being recommended,
Kiribati not). Five other countriesere found eligible a first time in 2015, so they could be found so
again in2018 andtheet the criteria by 202Qas set up in IPoA: Bhutan, Nepah $onmé and Pincipe,
Solomon Islandand TimorLeste. Thusat the end of the decadel 0 out of the 48 LDCs of the IPoA
could havemet the graduation criteriawhich means around ondifth instead the IPoA goal of one
half. Moreover, among thdive countries foundeligible a first time for graduation,three (Bhutan,
Nepal, Solomon Islandsjould not have beenfound so had the method used for determining the
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criteria thresholds not chaged. Although graduation prospects are substantial, they significantly (and
unavoidably) lag behind the IPoA goal.

As for the date of effective graduation, the result is of course even more modest. Out of the possible
10 countrieghat havemet the gradudon criteria, onlyfour are likely to have graduated during the
period covered by IPOA (Samoa, already graduated in ;2B@datorial Guineaexpected in 2017
Vanuaty 2020 Tuvalu, IECOSOC, and then the General Assembly, endbs€DP recommendation

of 2012, before the end of 2017). The General Assenidtydedin January 2016 oan exceptional
additional postponement ofwo years for Angolawhich meanshis country will not be graduated
before 2021. That said, all or some among $irecountries, ncluding Angola, likely to have met the
criteria no later than 2018 may also graduate in 2021.

Among thel0 countries having met or likely to meet the graduation criteria before the end of the
decade, three have been found eligible according to the iresomly criterion Angola,Equatorial
Guinea, Timoteste) and seven according to two critetiadGNIpcand HAI for most of them (Bhutan,
Kiribati, S0 Torré and Pincipe, Solomon Islands, Tuvalu, Vanuatu) and only one according to HAIl and
EVI (Nepal). Amondné seven countries eligible with regard to two criteria, three actually were also
eligible according to the incomenly criterion (Kiribati, TuvaJlyanuatu) Bhutan is likely to be so in
2018.Thismeans six or seven out @0 likely to meet the criteriabefore 2020 may have met the
incomeonly criterion.

In the longer termseveral other LDCs could meet the inceamdy criterion if they achieve a significant
and sustained rate of growtfTable2.1 considers averal optionsstarting from the income levels of
2014:

1 With a rate of growth of GIgccorresponding to the rate achieved from 2001 to 2014, 14 LDCs
would meet the criterion in 2030

T With the same rate increased bypkr cent 17 LDCs would fall into this category

1 With a rate of (total) income growth corresponding to the IPOA target per cent gross
domestic productGDB growth, this number would rise to 18

1 |If a rate of 7per centGDP per capita was achieved, 24 LDCs would meet the ircniye
criterion, corresponihg to half the number of IPeAligible LDCs.

Before 2015, for reasons endogenous to the design of the criteria, the key driver of elidduility
graduation was likely to be growth of income per capita. Economic growth would progressively push
LDCs to met the incomeonly criterion, albeit slowly. Indee@ccording tathe pre-2015 method of
determination of graduation thresholdanprovementonthe HAI and EVI would have had little direct
impact on graduation likelihogas theHAI and EVI were consideredative criteriathat could bemet

only through a change in the country situation with respect to a reference group. An improvement

the HAI and EVI was rather expected to have an impact on graduation as a factor of higher economic
growth. However, wh the 2015 method of determination of the EVI and HAI thresholds, left at their
nominal value of 2012, some LDCs become more likely to meet the corresponding criteria. As noted
above, in 2015three countrieswere found eligible for graduatiora first time which wouldnot have

been the caséwith the HAlwith the previous method (Bhutan, Nepal, Solomon Islands). In the next
15years, the change in the determination of the graduation thresholds is likely to result in some LDCs
meeting the graduation critéa more easily Thiscould soon be the cas®r Lao PDR, Lesotho and
Yemen (HAI and GNIpc), Senegal (EVI and GNIpc) and Bangladesh and Myanmar (HAMéitld EVI
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this change, the IPoA goal for 2020 becomes realistic for 2030. At this time, if idemtifiocAtLDCs
remains what it is presently, the list of LDCs will include essentially African countries (and Haiti).

In its December 201Resolution on Followp to the FourthUN Conference on th&DCsthe General
Assembly rightly expressé#erious concerfthat, after a decade of steady growth, LD@=re facing
significant challenges in sustaining their economic growth. Of coupsmvth in GNpc may be
influenced by exogenous factors other than the two structural features identifying LDCs (weak human
capital and high economic vulnerability). Such factors have already been working durimpgghe
decadethe rise and decline of international prieef commaodities, in particular oil. Some other factors
may appear in the next decade, in particularough new oil or mineral exports, as a result of recent
discoveries. Another set of highly important factoetates tothe improvement in domestic as well as
international policies, in particular those recommended by |IPbiAese are ifficult to assess and
predict,and this chapter does not consider theexcept through simulation of the achievement of the

7 per centlPoA target of economic growth. The rather limited prospects of graduation in the period
covered by IPoA should be an incentive to implement and hdlyefeinforce the support measures
agreedonin Istanbul.

Table2.1 Countries likely to meet the incomenly graduation threshold at the next five reviews if
they keep last decade growth rate of GNI or grow at the 7% target of IPOA

Reviewyear 2018 2021 2024 2027 2030
List of countries Angola As previous As previous As previous As previous
likely to reach the | Bhutan column+1 column+3 column+2 column+1
incomeonly Equatorial Myanmar Lao PDR SBo Tomeé and Cambodia
graduation Guinea Sudan Principe
threshold if their Kiribati Zambia Solomon Islands
per capita growth | TimorLeste
rates remain those| Tuvalu
of 20012014 Vanuatu

(7 countries) (8 countries) (11 countries) (13 countries) (14 countries)
List of countries As above As above+1 As above + 2 As above+1 As above+3
likely to reach the Lao PDR Sao Tomé and Djibouti Bangladesh
incomeonly Principe Djibouti
graduation Solomon Islands Lesotho

threshold if their
economic growth
rates increase by
1% compareavith
those of 200¢
2014

(7 countries)

(9 countries)

(13 countries)

(14 countries)

(17 countries)

List of countries As above As previous As previous As previous As previous
likely to reach the column +1 column+5 column+2 column+3
incomeonly Solomon Islands | Djibouti Lesotho Bangladesh
graduation Lao PDR Myanmar Mauritania
threshold if their S&o Tomé and Yemen, Rep.
economic growth Principe
ratesare 7% Sudan

Zambia

(7 countries)

(8 countries)

(13 countries)

(15 countries)

(18 muntries)

List of countries As above As previous As previous As previous As previous

likely to reach the column+6 column+4 column+2 column+5

incomeonly Djibouti Lesotho Bangladesh Benin

graduation Lao PDR Mauritania Senegal Cambodia

threshold if their Sao Tomé and Myanmar Chad

per capita Principe Yemen, Rep. South Sudan
Solomon Islands Tanzania
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economic growth Sudan
ratesare 7% Zambia
(7 countries) (13 countries) (17 countries) (19 countries) (24 countries)

Prospects for graduation should be examined with respect to the ratiobel@nd graduation,
supposing that graduation rules are designed consistently. In pringpheluation corresponds to
chSO1Ay3a I O2dzyiNEBQa O LI OAlGe (2 &adzzaidlAy Ada RSGS
income per capita as well as the reductionin its structural handicaps to growth. Supplementing the
series already available of income per capita, repective series ofhe EVI and HAI set up #te
Fondation pour les Etudes et Recherches sur le Développement Interngf@nd) (Feindouno and
Goujon, 2016a2016b) allow us to identify the countrigbat haveachieved more promising results

with respect to graduation. Hergwe compare the evolution of the three key indicators of LDCs (GNIpc,
HAI and EVI) in countries having graduated since Istanbul and gradusatiggld, BhutanEquatorial
GuineaKiribati, Samoa, Solomon Islands, Tuvghnuatu) wih their average level (i) for all LDCs and

(ii) for other developing countries (details by country are available on the Ferdi website). Do graduated
and graduating countries evidence a more rapid change than (i) other LDCs and (ii) other developing
countries in the level of the three indicators supposed to represent their structural features and
handicaps?

1 The rate of growth of GNIpc, the initial level of which was higher than that of other LDCs, has
been higher than in other LDCs, while being not highantin other developing countries
(Figure2.1).

1 The HAI, the initial level of which was significantly higher than in other LDCs, but lower than in
other developing countries, has been increasing at a similar or slightly faster pace than in other
LDCs, busignificantly faster than in other developing counttfg§igure2.2).

1 The EVI, the initial level of which was significantly higher than in other LDCs, and even more
than in other developing countries, has been decreasing relatively fast, faster thahdn ot
LDCs, and even more than in other developing countries, still staying at a higher level than in
other LDCsHigure2.3).

These figures give a summary picture. They evidence that graduation has essentially been the result of
economic growth and of imprement in the absolute level of human capital, measured by traditional
indicators, and that it hardly corresponds to a reduction in structural economic vulnerability. This result
remains consistent with the basic rationale of the category where the trappgposed to correspond

with both weak human capital and high structural economic vulnerability (the reason inclusion criteria
are complementary), but it is not necessarily consistent with the IPOA goal of structural transformation.

It is indeed so only i#conomic growth supported by a significant improvement in human capital is
considered the basis of such a transformation and a sufficient condition to make development
sustainable.

12To some extent as the result of an upper bound to the index.
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Figure2.1 Evolution of GNbcin LDCsother developingcountries (ODCs)rad recently graduated or
on thetrack ofgraduation (RGTGjountries
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Figure2.2 Evolution of HAI in LDCs, ODCs and RGTG countries
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Figure 2.3volution of EVI in LDCs, ODCs and RGTG countries
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We have until now supposed the graduation rules roughly unchangedcawenot considered any
important change, except the recent change in the method of determination of the HAI and EVI
thresholds. This change, avoiding the choice offarezice group of countries for the determination

of the HAI and EVI criteria thresholds, has to some extent modified the nature of the LDCs, now
considered poor countries facing sbsolutglbut arbitrary) level of structural handicaps rather than
relative structural handicaps. It has made eligidlerst time forgraduationthree more countries that
otherwise would nohavereached the HAI graduation criterion.

Without changing the present rationale of graduation, other reforms could be consideredcddice

be the ranking of countries according to &xpected natural incom@determined usinglevels of
income per capitathe HAl andhe EVI. Easier to implement would be a revision in the measurement

of the EVI (Guillaumont, 2014). A still easy to impdetnbut deeper reform would be to follow a
previous suggestion of the CDP (2005) to combine the two structural handicap indices in a synthetic
index, used as an alternative criterion, which would have an impact on the path of graduation
(Guillaumont 20093 2009b, 2011). We explain elsewhere what could be the content and the use of a
Btructural Handicap Ind€%SHI) combiningthe EVI andhe (100)HAI with limited substitutability.

With such an index used as a graduation criterion, vulnerability woulddnessarily taken into
account as well as level of human capital, in a renewed rule of two criteria to be met (GNIpc and SHI),
still supplemented by an incormnly criterion at a higher threshold. Or it would be possible to
combine in an aggregate measutes EVIthe (100)HAI and income weakness in an indeXi&st
developmenflcombining thehree criteria. Actually, simulations of such changes do not lead to make

the LDCggraduating the firststrongly different from those identified from the presentriteria. But

they would make suréhe graduation procestakes into accounthe two kinds of structural handicaps
presently considered for the identification of LDCs. It would thethat graduation corresponds to a
$tructural chang€?®

Of courseredudion in structural handicaps to growth, inherent in the goal of graduation, is not the
same as Wtructural transformatio® also recommended by IPoA3ructural transformation,
understood as a reallocation of resources likely to increase productivity bmachievedn several
ways, not the same in all countrida.any case, it does needreductionin the structural handicaps to
growth.

The argument of this chapter can bemmarisedas follows.

1 Since Istanbulgraduation has been considst lessof a threat to the development of
graduating countries and moref a signal that these countries are reaching a new phase of
development

1 The impact of asymmetry between inclusion and graduation criteria is high: At the 2015 review
of the list of IDCs among the 48 LDCs under consideration 31 were no longer meeting the
three complementary inclusion criteria

1 In 202Q 10 out of the 48 LDCs of IPoduld havemet the graduation criteria, instead of half
set as a goal in the IPoOA

13 An even deeper reform wad be to take into account not only handicaps captured through the EVI and the HAI but also
vulnerability to climate change, through an appropriate index such as the Physical Vulnerability to Climate Change Index
(PVCCI), set up at Ferdi.
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1 The change broughhi2015 in the calculation of the thresholds of the two structural handicap
criteria (EVI and HAI), making them absolute instead of relative critag&amade easier to
meet the graduation criteria, witthree more countries found eligible a first time 2015

1 Out of the 10 countrieghat will have possiblynet the graduation criteridoy 202Q onlyfour
are likely to have actually graduated during the period covered by.IPoA

1 Sixor sevenout of 10countrieslikely to have met the criteria by 2020ay meet the income
only criterion.

1 Longterm prospects are better, in particular if LDCs are able to grow at the IPoA total income
target of 7per cent.

1 Butonly with a7 per centrate of growth of incomeper capita half ofthe 48 Istanbul LDGaill
be able tohave reached the incomenly per capita criterion by 2030

1 Graduated and graduatingDCs havechieved thisas a result of their economic growth and
improvement in their leves of human capital.Their structural economic vulnerability
remaining highhadnearly no impact on graduatigralthough ithas declird faster thanhas
been the caseén other LDCs

1 Reductionin structural handicaps the rationale behind LDC graduationcould be better
reflected in the design of the graduation criteria

1 Reduction in structural handicaps to development is also a condition of the structural
transformation recommended by IPoA.
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3. Implication of the 203@\genda for the Istanbul Program of

Action
Mustafizur RahmayiTowfiqul Islam Khaand Md. Zafar Sadique

A strong argument can be made that the 2030 Agenda, captured in thedls and 16%argets of the
Sustainable Development Goals (&), provides an important opportunity to realise the work plan set
out in the IstanbulProgrammeof Action (IPoA), by way of drawing synergies and establishing
coherence between these two aspirational documents. Indeeid,nibt an exaggeration to statidat
least developed countries DCx the most vulnerable among the developing countriese likely to
emerge as the battleground for implementation of the SDGs. As it happens, 2016 marks the beginning
of the SDGs as well as the midpoint of the periodnpfiementation of IPoAvhich was geared twards
helping the LDCs undertake a transformational journey over the periodi2020(UN,2011). Equally,
when the implementation period for IPOA approaches the finishing line in 2020, it willikdgpbe

time for the first review of implementation of the SDGYso, the end period of the Programme of
Action of the possible LDC V coincides with the end of the implementation period of the ZRGs

As may be recalled, the SDG declaration expressed strong sdippimnplementation of IPOAUNGA,

2015) Many of theSDGargets find resonance in the priority areas set out in IPoOA and also in the
envisaged actions implemented by various actors (LDCs, developed countries and jointly). It is from
this vantage point ltat the two global commitments could be mutually reinforcing and
complementary. Lack of progress in terms of implementing IPoA will also mean weak progress in
attaining the SDGs. On the other hand, IPoA implementation will contribute to advancing theo€ause
the SDGslndeed, recently Economic and Social Council (ECOSOC) of the United Nations has also
emphasised this issue (ECOSOC, 2016).

In view of the abovehis chapter seeks to examine progress in a number of key common areas in IPOA

and the SDGs ovethe period when IPoA was being implemented. This will also establish the
benchmark for the SDGs. At the same time,dhapter takes a close look at developments concerning
oFFAOAILIT RS@GSt2LIVSYyd aaradl yoS 6 h5wond whightate2 ¢ (1 2
defining factors in theealisationof both IPoA and the SDGs. As is known, developed countries have
made specific and similar commitments as regards ODA and exports to suppoiiolf@s both

IPOA and SDG targets. The analyses preskeint thischapter are based on 19 selected indicators
covering areas of poverty, health, education, inequality, water and sanitation, investment opportunity,
technology use, economic growth, trade and global partner$hip

GDP growth rates ithe majority of LDCs declined during the first four years of IPOA. The IPoA
envisaged an annual average growth rate opet cent for the LDCs. During the earlier Brussels
Programme of Action (BPoA) period (22Q10}°, the average GDP growth rate for the LDCs as a
group was 5.9 pecent. During 20142014, the corresponding GDP growth rate had indeed declined
to 5.1 percent. Among the 44 LDCs for which datare available, only sevelnadreached or crossed

14 Suitable refeence indicators are not readily available for areas such as commodity, governance and climate actions.
15UN (2001).

39



the threshold of 7 pecent GDP growth. The progress of LDCs as a group slowed down in such areas
as prevalence of undernourishment, matergaid childmortality rates and gender equality. On the

other hand, LDCs as a group witnessed accelerated progress in terms of eascesgto aimproved

water source and electricity.

In half of the LDCshe GDP growth rate aelerated during the first four years of IPoA (262Q14)
compared with the respective BPoA period averages. Indeed, in two LDCs, Central African Republic and
Yementhe GDP growth rate had declined in the reported IPoA period. In terms of other developmen
indicators, a number of LDCs were able to make notable progress. Bhutan, for example, emerged as
the best performer among LDCs in the areas concerning poverty, public expemditagacation, safe
drinking water, access to electricignd internet users On the other handpn the majority of the
indicators, the progress of Madagasted been slower comparedith its LDC peers.

An assessment of the trends in progress made by the LDCs in ¢éitims aforesaid selected areas
shows that LDCs experienced a diverse range of success in the various action areas. For example,
Malawi is one of worst performers in terms of poverty and prevalence of stunting; however, the
country is one of the highest spders on education among the LDCs. Similarly, Tuvalu is one of the
star performers among LD®@g safe drinking water and child mortality; in contrais performance

as regards gender equalibhas beerless than satisfactory. It has also been observed, tim spite of

policy priority, progress in certain areas has been limited. A case in point coticeeraployment to
population ratio in Bangladesh since adoption of IPOA.

It is worth noting that SD@lated targts in areasuch agpoverty, hunger, employment, health, water

and sanitation, education, gender, inequalities, climate issues (including disaster risks), governance
and global partnerships are closely interlinked with IPOA priority areas. In coriffast,addresses

those related to energy, technology and innovation, cities, consumption and production only partially.
Only two goal areas SDGL4 on life below water and SDIG on life and land are areas that are new

and go beyond IPoA priorities (Figi&é).
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Figure3.1 Synergies betweetthe SDGs and IPoA
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A number of SDG goal areas include crosscutting targets and correspond to multiple IPoA priority
areas. These are SO@n poverty (with IPOA 5 and 6), SPGn hunger (witHPoA 2, 3, 4 and 5), SDG

8 on decent work and growth (with IPoA 3 and 5), SID®n inequalities (with IPOA 3 and 3DGL1

on cities and communities (with IPoA 1, 5 and 6), $®Gn consumption and production (with IPoA

2 and 6) and SDGL7 on global penerships (with IPoA 1, 3 and 7). SB®n health, SD@& on
education, SDG on gender equality, SDG 6 on water and sanitation, DG energy, SDG 9 on
industry, technology and innovation, SR&on climate action and SO® on governance are similar

to only one particular IPoA priority areas.

3.2.5Not all LDCs will kickf SDG implementation from a single starfwoint

LDCs will commence implementation of the SDGs from a wide range of starting points. For example,
in eradicating poverty by 2030, Btam will need to reduce its poverty rate from only 2.2 pent (in
2012). For Madagascahis will be an uphill taskgiventhe poverty rate of 81.8 pecent (in 2010).
Indeed, between 2001 and 2010, the poverty rate in Madagascar increased by é¢8npeBimilarly,
with respectto eradicating hunger, Haiti will need to start from its undernourishment,ratdchwas
51.8 percent (in 2013); for Gambia, the benchmark figure was 6cpat (in 2013). As it appears from
the current vantage point, for manyDCs, despite notable progress, it will be very difficult to achieve
the envisaged SDG targets. For example, Sierra Leone reduced maternal deathsQ@gli@0births
from 2,650 in 2000 to 1,360 in 2015. The corresponding figure for Vanuatu was 78in&tich will
give the country an edge in terms of attaining the SBlated target in this area.
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LDCs have limited productive capacities to tackle multidimensional poverty; they aleditmied
opportunities available for enhancing social services for disadvantaged groups. Agriculture plays a
critical role in almost all LDCs, particularly from the perspective of providing employment and ensuring
food security.Lack of adequate investménn physical infrastructure for agriculture, research and
development, technology transfer and agricultural extension senigesmmon in LDCs. Agriculture
development has been, and is likely to, laelversely affected by the impact of climate changeain
number of LDCs.

Many of the LDCs have made significant improvements in reducing maternal mataligpder-five

child death and improving reproductive health. In contrast, a number of other h®@$&een lagging
behind andhave remained offtrack interms of achieving targets relating to child mortality and
maternal health. Large imbalances exist between and within counwiés respect to access to
improved healthcare. Enrolment in primary education has improved in,Mde quality issues and
completion rates call for urgent attention. However, enrolment in secondary and tertiary levels needs
significant improvement.

LDCs have achieved significant progress in terms of broadening coverage of safe drinking water and
basic sanitation. However, sewafrican LDCs are still struggling to lower the share of the population
without access to safe drinking water. Several LDCs have made notable progress dumiagtthe
decadewith regard toenhancing access to basic energywumberof them haveagged béind in this
respect. Lack of access to adequate physical infrastructure, electricity, tranggformation and
communication technologgind water is common in most LDCs. Reliable and affordable infrastructure
services, critical to attracting new investmt and the envisaged structural transformation, are absent

in most LDCs.

Many LDCs have attained commendable progress towards attaining gender equality in primary
education. On the other hand, youth unemployment remains a matter of great concern. Gender
equality and the empowerment of women are central to achieving inclusive growth and sustainable
development across the board in LDCs. The IPoA documemgnisesthat LDCs remained
marginalisedand continue to suffer from extreme poverty, inequality amaistural weakness. It is to

be recalled that IPOA addressed gender inequalitgyouth development and came up with dedicated
actionsto work onthese areas.

IPOA did not talk odn action plan that focuseg@articularlyon reducing inequalities, as hasen the

case with the SDGs. Actions for the eldetthg disabled andhe transgender population were not
highlighted. Indeed, SDG targets related to reducing inequality are particularly relevant to the LDCs.
Climatic phenomeadisproportionately affects / 8 Q a2 0A2S02y2YA O RS@St 2LIVS
capacity to tackle climatic and natural disastdérence the need for adequate and continuous support

from developed communities. Many LDCs have to divert limited resources to address the
consequences dhese IPOA mentiosseparate action areas concerning trade and commesliand

also for resourcenobilisation

In view ofthe above,we needto recognisethat, without establishing good governance, it will not be
possible for the LDCs to achieve both t8®Gs andhe IPoOA targets. This is an isstiee IPOA
emphasisedy specifying a dedicated action ardétis alsogiven prominence in SDI®. IPoA cadlfor

a renewed and strengthened partnership for development based on mutual commitment and
accountabiliy between LDCs and development partne8®GL7 hasalso highlighted this need. SDG
17 also includes: target related to malng data available for measuring and monitoring progress
which will be challenging for LDCs (8mx3.1 for details).
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Box3.1: Dda challenges confronting LDCs continue to be enormous

Data in LDCs are limited and irregular in many areas. AssedsimglPoA and SDG achievemghinges on
generating data and information. While the 2030 Agenda called fédasa revolutiorQworldwide for
monitoring global development goals and targets, data availability in LDCs remains inadequate.

This study used the 19 development indicators that are commonly available globally and that cover n
the areas prioritised in IPoA and the SDGsaDalating to LDCs reveal that the situation was comparati
better for indicators concerning variables such as primary health, undernourishment, maternal health,
and sanitation, electricity access, macro variables and development aid (see Arfoexmbre details).
However, consistent data were not available for many LDCs to measure progression over time as
LR @SNl esx S02y2YAO0O RS@OSt2LIVSyid YR SRdzOlF A2y >
these areas during the Millenniu Development Goal (MDG) era.

A few LDCs (i.e. Cambodia, Bangladesh) have periodic comparable data in these areas. On a posi
many LDCs, particularly African LDCs, have registered significant improvement in terms of data aya
thanks to rew surveys conducted. However, there is a need for further improvement in this respect. D3
of very poor quality in LDCs as regards employment indicators. Finally, regarding new areas identifie
SDGs (such as consumption, production, sustaiaities, life under water, etc.), monitorable data are r
available in most cases for most of the LDCs.

There is now a need for LDCs to undertake concerted efforts to address emerging data demands to
development indicators. First, LDCs must immlinvestment required to generate disaggregated d
according to national priorities and needs will entail searching for committed funds towards this. Secon
will need goodquality data more often and supplied in a udgendly and timely mannenyith easy access
for appropriate monitoring of developmental targets. Third, to widen data availability, a more methg
approach will be required as regards both data generated by-siate actors and development an
recognition of administrative reeds maintained by government institutions. Finally, strengthening
relevant institutions and development of a healthy data ecosystem are important for LDCs to addres
challenges. Technically skilled and digitally endowed human cagadlting is equired to strengthen
national statistical organisations and relevant government entities. These initiatives will need to be rein
by strengthened global partnerships to meet data needs in LDCs.

As may be recalled, the SDGs have provided indivichuadtries the opportunity to adopt the 2030
Agenda based on particular national situation and realities. However, it will be important for LDCs to
avoid Eherry pickin@and to push themselves to pursue ambitious but pragmatic targets. One key
aspect of tie SDGs leaveno one behind is a powerful driver of development that is participatory
and based on shared prosperity. This will give IPOA implementation in LDCs a new dimdmsieny
developmentisone of a more inclusivia nature.

It may be recalled that, among the MDGs, implementation of the goal concerning global partnership
(MDG8) was the weakésilt is becoming increasingly important to make effective use of @D# in

terms of reinforcing domestic efforts and also to draw benefits from global cooperation. These relate
to enhancing domestic resourerobilisationthrough capacitybuilding; devéopment, dissemination,
diffusion and transfer of environmentally sound technologiaagd international cooperation and
collaboration in science, research, technology and innovation. IPOA mergecific actions for
mobilisationof resources targeted ansuring committed ODA flows by donor countries to LDCs.
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However, in order to increase the resource flow for ODA, donor countries will have to raise public
awareness in support of resource allocation, provide data on aid effectiveness and ensure tangible
results. ODA then can also helptalyseadditional resourcanobilisationfrom other sources (public

and private). Achieving sustainable development remains a crucial challenge for theahBQDA

and other concessional finance geareaveydsimplementirg the SDGs will play an important role in
implementing IPoA in specific areas.

As part of the AAAA, developed countries have pledged to sevdris trend. Developed countries

have reaffirmed disbursing ODA equivalent to 0.7 ganmt of their respectivegross national income

(GN) and, 0.15¢0.20 percent of GNIsto be targeted to the LDCs. This target was also includdeein

IPoA. Regrettalg] net ODA as percentageDévelopment Assistance Committd@XGO 2 dzy 4t NA S&a Q D
increased from 0.14 peaxent in 2000 to only 0.24 peent in 2010 (Figurg.2). During the same period,

net ODAto LDCsasdJSNOSy G 3S 2F 51/ 02 deg4pdides th Q07Pdcent. A y ONS |
Indeed, both the figures are wedelow the corresponding targets. During the IPOA implementation

period, net ODA asaLISNOSy (I 3S 2F 5!/ O2dzy i NR Sa @entin2@13 A y ONB |
However, the correspondinfigure for LDCs remained stagnant at 0.07 gagrt in 2013. As a result

the share of LDCs in total aid flow declined from 34qmat in 2010 to 32 perent in 2013. With little
improvement inthe trend of ODA inflow to LDCs, some countries are lootdngdditional support

through SoutltSouth cooperation. The current scenario also indicates, laatimplementing SDGs

and IPoA, the LDCs will need to put increasingly more emphasis on domestic renobilisatiorn

but raisingthe revenue and taxo gros domestic productGDB ratio by a significant margin will be
challenging for many LD@SCOSOC, 2016)

Figure3.2 ODA inflow to LDCs
0.25%
0.20%
0.15%
0.10%
0.05%
0.00%
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LDC ODA/DAC GNI Norld ODA/DAC GNI

Source: Authors, using OECD/DAC database. Retrieved from:
http://www.oecd.org/dac/stats/idsonline.htn(Accessed on 16 March 2016)

AAAA also committed to ramgythe proportion of AfT directed to the LDCs. It promised that enhanced
technical assistance wtdibe provided to landlocked developing countries, including to enable them
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to participate in trade negotiations. Indeed, the Enhanced Integrated Framework’ (i4B)set up to
make AfT more effective. It may be recalled that the central objective of frésEo attain economic
growth and reduce poverty through the mainstreaming of trade in the LDCs. Betweem@02014,

the volume of AfT to LDCs increased by only an insignificant amo@1.@ billion). Average AfT
disbursement to LDCs was abdug10.2 billion during the first four years of IPOA. However, it is
important to note that AfT commitments were never fullyalised Between 2002 and 2010, on an
average, 70 pecent of AfT commitments were disbursed. During the reported IPoA implementation
period (201%2014) the corresponding figure was about the same (70.7 gat). The commitment

for the EIF over the next five years also falls short of what was hoped for.

During200052010 the LDG experienced a rise in the share of total global merchandise exports from
0.54 percent in 2000 to 0.97 pegent in 2010. In 2014, the figure further improved to 1.11 gent.
However as abackdropto this trend, it will be difficult for the LDCs tosatheir share in global exports

to 2 per cent by 2020, as committeid in IPOA and reiterated in the SDGs. It is also to be noted that
the export earnings of many LDCs are highly dependent on commaodity export prices, which tend to
experience significantolatility. For these LDCs, in view of the prevailing low level of global commodity
prices, it will become even more difficult to generate export earniihgsé then can be deployed to
attain IPoA andhe SDG$2 In thiscontext, greater and more meaningfularket access and enhanced
financial and technical assistance for LDCs have become more important. Indeed, to attain the
aforesaid SDG target, it is important to implement market access commitment for LDCs in litieewith
Doha Development Agenda.

LDC decadal conferences and the SDGs provide an opportunity for an alignment of efforts in LDCs to
attain common goals and aspirations. Indeed, the 2030 Agenda could be a powerful driver for attaining
the key deliveralds of IPOA in a number of way®e might notethat LDAV (from midway) and the

likely LDG/ (fully) will coincide with the 2030 Agenda. The discussion atlowessome of the key
milestones of both IPOA and the SDGs are closely aligned. The 2016 mielam of IPOA is indeed

a good opportunity to undertake an assessment of the likelihood of attaining the SDGs in the LDCs and
to identify the new initiatives needed to address the gaps and deficits. In addition, in 2020 there will
be an opportunity to degin the work programme in the context of LDC V in a way that could align the
targets of the two aspirational documents as well as their implementation.

When viaving from the current vantage point, it is important toecognisingthat successful
implementaton of the SDGs in the LDCs will face enormous challenges. These challenges may be
summarsedin six broad areas: #lligningLDC decadal action plans with goals and targets of Agenda
2030; (ii) ensuring coherence in implementing initiatives in the cantdé IPOA andhe SDGs; (iii)
identifying specific areas in the contexttbe SDGs where more attention will be needed in view of
implementingthem in the LDCs; (ivnobilisingfinancial and other resources for implementation of

IPOA and SDG measurestia LDCs; (v) addressitigg data revolution in the LDCs to monitor progress

of IPOA andhe SDGs; and (vi) leveraging global partnership and actions undertaken by national
stakeholders towards SDG implementation in orderaithieve IPOA targets. Indeed,uscessful

17 TheEIF covers 51 countri¢d8 LDCs plus Cape Vertitaldives andSamoa) with the combined effort of 23 donors and
eight partner agencies.

18]t needs to be conceded that a number of commodityporting LDCssuch as Bangladeshave benefited from the lower
level of commodity prices

19This commitment has been reaffirmed in both IPoA Hr@SDGs.
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implementation of boththe SDGs and IPoA will critically hinge on how LDCs and other relevant
stakeholders are able to address the aforesaid challenging tasks.

The preceding sections reveal that the global community meg towards the midterm assessment

of IPOA, the recently adopted Agenda 2030 offers a unique opportunity to take appropriate measures
to ensurethe SDGs get implemented in countries likely to emerge as battlegsofrfDGsuccess or
failure. The message dlh transpires from these discussions is that ensuring coherence, leveraging
initiatives, drawing synergies, generating resources and coordinating various implementation
measures will heln realisinghe ambitions of both the SDGs and IPoA in the pagdictibntext of the
LDCs.

ECOSOQ016). Report of the Secretargzeneral on Implementation of the Programme of Action
for the LeastDevelopedCountries for the Decade 2011 to 202Documentprepared for the
Groups of countries in special situatbns: Follow-up to the Fourth United Nations Conference on
the Least Developed Countriefor the 71st session of the General Assembl/71/66 -
E/2016/11 . New York:Economic and Social CoundfECOSOC).

UNGA (2015).Transforming our world: the 2030 Agenda fé&ustainableDevelopment
A/RES/70/1 Resolution adopted by the General Assembly on Zeptember 2015 New York:
United Nations General AssemblfUNGA).

UN (2011).Draft Istanbul Declaration Adopted inthe Fourth United Nations Conferencen the
Least Deeloped Countriesheld on 913 May 2011 in Istanbul A/CONF.219/L.1 Isanbul: United
Nations (UN).

UN (2001).Report of the Third United Nations Conference on the Least Developed Countries
A/CONF.191/13. Brussels: United Nations (UN).

Indicator Maximum number | Countries with no Number of LDCs (out Data
of data points data of 48 LDCs) reparig  availability
during 2000 and data in benchmark situation
2015 (16 years) year/latest year*
available
Goal 1: End poverty in all its form everywhere
Poverty headcount ratio at | 7 years (Cambodia) | Afghanistan 8 (2012) Below average|
US$1.90 a day (2011 PPP) (¢ Equatorial Guinea | 12 (2010)
of population) Eritrea 6 (2000
Myanmar
Somalia
South Sudan
Tuvalu
Yemen
Government expenditure on | 14 years (Togo) GuineaBissau 15 (2013) Average
education, total (% of GDP) Haiti 29 (2010)
Myanmar 30 (2000)
Somalia
South Sudan
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Data
availability
situation

Countries with no
data

Maximum number
of data points
during 2000 and

Indicator Number of LDCs (out
of 48 LDCs) repairig
data in benchmark

2015 (16 years) year/latest year*

available
Tuvalu
Health expenditure, public (% 15 years (Tuvalu) Somalia 47 (2013) Very good
of GDP) 47 (2010)
45 (2000)
Goal 2: End hunger, achieve food security and improved nutrition and promote sustainable agriculture
Prevalence of 14 years (38 LDCs) | No data forother 10 | 38 (2013) Very good
undernourishment (% of LDCs 38 (2010)
population) Bhutan 38 (2000)
Burundi
Comoros
Cago, DR
Equatorial Guinea
Eritrea
Somalia
South Sudan
Sudan
Tuvalu
Prevalence of stunting, heigh 11 years Kiribati 10 (2013) Below average
for age (% of children under | (Bangladesh) 17 (2010)
5) 26 (2000)
Prevalere of severe wasting| 11 years Kiribati 10 (2013) Below average
weight for height (% of (Bangladesh) 17 (2010)
children under 5) 26 (2000)
Goal 3: Ensure healthy lives and promote wékting for all at all ages
Maternal mortality ratio 16 years (47 LDCs) | Tuvalu 28 (2013) Very good
(modeled estimate per 26 (2010)
100,000 live births) 25 (2000)
Maternal mortality ratio 5 years (Bangladesh Angola 2 (2014) Below average|
(national estimate, per 6 (2013)
100,000 live births) 14 (2010)
8 (2000)
Mortality rate, under5 (per 16 years (for all 48 | None 48 (2015) Very good
1,000 live births) LDCs) 48 (2010)
48 (2000)
Goal 4: Ensure inclusive and equitable quality education and promote lifelong learning opportunities for all
Literacy rate, youth total (% | 5 years (Senegal) Djibouti 14 (2013) Below average|
of peple ages 124) Kiribati 8 (2010)
Solomon Islands 15 (2000)
Somalia
Tuvalu
Goal 5: Achieve gender equality and empower all women and girls
Proportion of seats held by | 16 years (22 LDCs) | None 46 (2015) Very good
women in national Minimum 6 years 44 (2010)
parliaments (%) (Myanmar) 38 (2000)
Goal 6: Ensure availability and sustainable management of water and sanitation for all
Improved water source (% off 16 years (44 LDCs) | None 47 (2015) Very good
population with access) Minimum 12 years | 47 (2010)
(Somalia 45 (2000)
Goal 7: Ensure access to affordable, reliable, sustainable and modern energy for all
Access to electricity (% of 3 years (all 48 LDCs| None 48 (2012) Very gad
population) 48 (2010)
48 (2000)
Goal 8: Promote sustained, inclusive and sustainable economic growth, full and productive employment and dec
work for all
GDP (constant 2005 USS$) 15 years (40 LDCs) | Myanmar 48 (2014) Very good
Somalia 48 (2010)
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Indicator Maximum number | Countries with no Number of LDCs (out Data
of data points data of 48 LDCs) repartig = availability

during 2000 and data in benchmark situation
2015 (16 years) year/latest year*
available

South Sudan 48 (2000)
Employment tgpopulation 9 years (Cambodia) | Angola 8 (2013) Below average|
ratio, 15+, total (%) (national Burundi 12 (2010)
estimate) Central African 5 (2000)

Republic

Chad

Comoros

Equatorial Guinea

Eritrea

GuineaBissau

Haiti

Myanmar

Somalia
Goal 9: Build resilientifrastructure, promote inclusive and sustainable industrigtion and foster innovation
Manufacturing, value added | 15 years (27 LDCs) | Equatorial Guinea | 29 (2014) Very gad
(% of GDP) GuineaBissau 34 (2010)

Haiti 38 (2000)

Liberia

Mali

Somalia

South Sudan
Mobile cellular subscriptions | 15 years (43 LDCs) | None 48 (2014) Very good
(per 100 people) Minimum 5 years 48 (2010)

(South Sudan 46 (2000)
Goal 17: Strengthen the means of implementation and revialihe global partnership for sustainable develomnt
Net official development 14 years (47 LDCs) | None 48 (2013) Very good
assistance received (current Minimum 3 years 47 (2010)
US$) (South Sudan 47 (2000)
Internet users (per 100 15 years (38 LDCs) | None 47 (2014) Very good
people) Minimum 3 years 47 (2010)

(South Sudan 44 (2000)

8 yearqTuvalu
Merchandise exports (by the| 15 years (43 LDCs) | Bhutan 43 (2014) Very good
reporting economy) Eritrea 43 (2010)

Lesotho 43 (2000)

South Sudan

TimorLeste

Note: Data availability is ranked in the following erdbelow average, average and very good.

South Sudan gained independence from Sudan in 2011. For a few indi2@@®sand 2010 data were extrapolated for South
Sudan. In most other cases, 47 LDCs were considered for these two time points.

Source: Authas, using World Development Indicator data. Retrieved from:
http://databank.worldbank.org/data/reports.aspx?source=woidievelopmentindicators(Accessed o4 March 2016)
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4. Obstacles t#chieving the Sustainable Development Goals:
Emergingdobal Challengesand thePerformance of thd.east
DevelopedCountries

Carl Dahlman and Sam Mealy

The least developed countries (LDCs) are definedvesnibome developing countries suffering from
severe structural obstacles to sustainable development (UNDESA, 2015). Indicators of such obstacles
include a low level of human assets and high vulnerability to economic and environmental shocks.
Nearly half tie population of the 48 LDE€some 400 million peopleremain in extreme poverty,
compared with less than a quarter in any othexvdloping country (UNCTAD, 201%he headline
commitment of the Sustainable Development Goals (SDGS) is to eradicate globay giyv@030.
Improving the prospects of the LDCs will play a crucial role in this.

This chapter argues that, despite relatively fast economic growth, the track record of LDCs graduating
from their category has been poor, with only four graduating sinceL 1Rlbreover, the LDCs are facing

a new set of interrelated global challenges that will hamper further progress. If the SDGs are to be met,
the international community must ratchet up development efforts to help equip the LDCs for
prosperity in an increasgly constrained development context.

This chapter pursues its argument in two sections. First, it outlines global challenges across six
domaing economic, demographic, technological, environmental, security and governahe¢

have significant implicationor LDCs in achieving the SDGs. Second, it explores the implications for
the international community and for LDCs, as well as for development strategies more generally, of an
increasingly constrained development context.

The period 20062015 was generally one of robust economic growth for the LDCs. From 2002 to 2008,
for the group, gross domestic product (GDP) grew at an average rate of more than 7 per cent. This
represented the strongest and longest period of sustainemwh achieved by these countries since
1970 (UNCTAD, 2010). Although, this growth slowed somewhat after 2010, it remained strong,
averaging around 5 per cent in tiperiod 201@2015 (UNCTAD, 201L5This rapid economic growth

has translated into better oabmes in terms of improving human assets and reducing susceptibility to
economic and environmental shocks.

Despite this progress, the LDCs as a group cannot be expected to meet most of the SDGs unless critical
action is taken. This argument is based oN®S 1 S& FIF OG2NARY TFANRGZ GKS
graduating from their category and meeting the previous Millennium Development Goals (MDGSs) has
not been stellar. In the 40 years since the LDC category was established, the Committee for
Development Blicy (CDP) recommended only seven countries for graduation, and found another two
countries eligible for graduation (Kawamura, 2014). While the pace of LDCs graduating/being found
eligible to graduate has accelerated since 2000, it has not been nedrgntaggh to meet the Istanbul
Programme of Action (IPoA) target or the MDGs. Moreover, the SDGs and their related indicators are
more comprehensive, more universal in scope and more ambitious in magnitude than the MDGs. For
example, SDG 1 is By 2030, eadicate poverty for all people everywhere, currently measured as
people living on less than USD 1.25 a@@WDP, 2016). As such, they will be more difficult to attain.
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Second, the LDCs failed to meet the MDGs and the targets for graduation duringod péri
unprecedented economic growth (20€2015), when they on average operformed other
developing countries. They now face a significantly more constrained development context in which
they must progress towards the SDGs. The global economic outlamteisf secular stagnation:
growth in China is slowing, global output is reduced, the favourable commaodity super cycle has come
to an end, interest rates are rising and it is becoming increasingly difficult to access international
finance.

Third, LDCs faca set of interconnected global challengesconomic, technological, demographic,
environmental, security and governanrugset that will hamper seriously their prospects of achieving

the SDGs. Compounding the more pessimistic economic outlook are incomalitggautomation,
jobless growth, demographic imbalances, climate chamdgted shocks, political instability and
security threats and weakened domestic governance. Underpinning all of these challenges is that,
despite the progress LDCs have made onicety their vulnerability, they remain the most susceptible

to economic and environmental shocks. Moreover, these shocks have the potential to proliferate
between now and 2030, and their associated costs will fall disproportionately on the LDCs. Taken
togethert the poor historical performance of the LDCs, the worsening economic climate and the
emergence of new global challengethese factors will limit LDC progress towards achieving the SDGs
unless serious action is taken, both domestically as well as byntemational community. The
remainder of this section explores the emergence of a series of global challenges pertinent to this
discussion.

Economic convergence between the advanced and emerging countries is slowing down: the gap in the
economic growth rate between Organisation for EconomieoPeration and Development (OECD) and
non-OECD countries has narrowed in the past decade. This is compounded by the slowing growth of
China (Figure 4.1), whose previously rapid growth benefited neigisband suppliers, in particular
exporters of natural resources, such as the LDCs (OECI)2014

Figure 4.1Actual and projected slowing growth
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The slowdown in LDC growth since 2010 can be attributed partly to their dependanmmmmodity
exports and falling commodity prices. All commodity price indices, including food, agricultural raw
material, mineral ores and metals and crude petroleum, declined between 2012 and 2015 (UNCTAD,
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2015. Falling prices were a result of weakendemand, oversupply (following overinvestment during

the preceding decade of higher prices), an appreciating dollar and unusually large harvests (World
Bank, 2015a). Decreasing demand from the US following the gains made by fracking and other
deposits, agvell as theOrganization of the Petroleum Exporting Countles RS OA aA 2y y2i
production, has pushed down oil prices. LDC reliance on commodities has also resultedéydipabd
investment strategy, leaving them vulnerable to price fluctuagioAlmost one quarter of LDCs (11)

are highly dependent on natural resource rents as an engine of growth and are thus especially
susceptible to commodity price shocks (Table?.1)

[atN

Table 4.1L DCs are highly dependent on n@anewable natural resources

Equatorial Guinea 53.3
Mauritania 41.9
Angola 34.6
South Sudan 25.8
Chad 23.3
Congo, Dem. Rep. 211
Eritrea 18.8
Zambia 16.6
Yemen, Rep. 15.7
Burkina Faso 13.7
Lao PDR 10.3

{ 2 dzZNXD S Y calculaiiok<2bhisedbn World Development Indicators 61

Slowing growth and falling commaodity prices are compounded by the prospect of jobless growth. GDP
and employment growth trends have been diverging over the past two decades in almost all countries
including the major OECD economies, the BRIICS (Brazil, Russia, India, Indonesia, China and South
Africa) and certain lovincome countries, such as Ghana and Bangladesh (Figure 4.2) (OECD, 2015a).
Jobless growth is thought to be a significant globalfaskhe coming decade (WEF, 2015).

Figure4.2 Jodess growth is occurring in LDC8angladesh
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Notes: Indexed GDP (constant 20059, total employment and total labour force, 199100 (LHS); labour force
participation rate, total in % of total population agesc68 (RHS)

Income inequality, both across and within countries, was also on the rise In 2015: the poorest 66 per
OSyid 2F GKS ¢2NI RQa LI Lz tlH3iperzent obghbabincdre,ivRile thel SR (i 2
NXAOKSad M LISNI OSyd NBOSAGSR ySIENIeé wmp LISNI OSyiod
owned by 1 per cent of the global population (OECD, api5f the 27 LDCs with data pertaining to

their Gini coeficient available, 12 have worsened in terms of income inequality since the early 2000s

(World Bank, 2014.

This more constrained economic environment is making international finance more difficult to come
by for the LDCs. Real bilateral official developmassistance (ODA) from OECD Development
Assistance Committee (DAC) members hagretged since 2010 (UNCTAD, 2018hile foreign direct
investment (FDI) to LDCs grew rapidly during the 2000s, it has stagnated since 2010. Moreover, FDI
inflows are concetnated in a few key resouregch countries. Mozambique, Zambia, Tanzania,
Democratic Republic of Conggquatorial Guinea and Haiti accounted for 58 per cent of total FDI to
the LDCs in 2014 (ibid.). Although extractive industries in LDCs will continattract foreign
investment, accessing the levels of international finance required to help meet the SDGs will be
problematic.

Technology has been responsible for significant productivity increases throughout human history and
technologi@l adoption and penetration have contributed to economic convergence between
advanced and emerging countries. Technology also poses risks, however. Automation may accelerate

the trend of jobless growth. The rise of processing power and digital informdiéesn enabled

computers to increasingly perform both routine manual and routine cognitive tasks more cheaply and
effectively than people. Moreover, skillased technological change is exacerbating income inequality

trends. The income and wealth gains thgitil revolution has generated are increasingly accruing to

capital owners and the highest { Af f SR 62NJ SNE® h@SNI GKS LI ad G§KNB
has shrunk globally from 64 to 59 per cefih€é Economis2014).

The prospect of digital tectologies and automation worsening income disparities and disrupting
society is relevant to developing countries too. Nike used 106,000 fewer contract workers in 2013 than
in 2012 because it i®hifting toward automatiorQeven in lowermargin countriessuch as China,
Indonesiaand Vietnam(McAfee, 2014)The rise of 3D printing and additive manufacturing has the
potential to relocalise parts of the production process and shorten global supply c¢haitts
significant implications for jobs in lewalue adéd manufacturing activities in developing countries.
These trends are contributing tgremature deindustrialisatiofand mean developing countries need
to think carefully about where they wd to position themselves iglobal value chas(Rodrik, 2013).
This implies a particular challenge for developing regions withdiemsting workingage populations,
such as South Asend $ib-Sahaan Africa, which may be less alite employ the millions of job
entrants in emerging basic manufacturing industries.

The world will experience larggcale demographic transitions over the next 50 years. Workgey
populations will expand rapidly in Ieimcome countries, particularly in Africa and South Asia (Figure
4.3). Africa in particular has experiencedapid decrease in child mortality combined with high fertility
rates, contributing to a population explosion. The LDCs have experienced a growing share of the total
global population but their share of global GDP has not matched this (Figure 4.4). MieanfCs

will continue to experience sustained population growth figures until 2050 (Figure 4.5).

52



Figure 4.3Norking-age populations are expected to grow substantially in lamcome countries
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Figure 4.9.DCs will experience sustained population growth figures (annual %)
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Countries with a high ratio of hetlependants to dependants can enjoy&emographic dividend A
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working-age population (ibid.). However, the gap between actual employment and the weeaikiag

population is significant, and is growing in several regions; it may reach about 200 million-in Sub
Saharan Africa in 2030 (ibid.). Such atldoulge and employment gap may cause significant social

and political problems if left untended.

Environmental degradation and GDP growth are tightly and negatively correlated (van Zanden, 2014)
and climate change is expected to redueeonomic growth in most regions (Figure 4.Bhe
International Panel on Climate Chan@feGCestimates that the global mean temperature will increase

by 0.51.2 degrees Celsius between 2015 and 2035 (IPCC, 2014). Significant portions of plant and
animal species face extinction risks a result The frequency of natural hazards, such as floods,
droughts, typhoons and hurricanes,already increasingpecause otlimate change. The number of
people exposed to droughts is expected to increase diy7 er ent in 2030 and 5690 per centin

2080. The number exposed to river floods is expected to increaselBpér centin 2030 and 1229

per centin 2080 (World Bank, 204k Coastal systems and ldying areas are at increasing risk from

sea level rise, whitwill continue for centuries even if the global mean temperature is stabilised (IPCC,
2014).People living in LDCs are disproportionately at risk from climate chatated shocks. LDCs
suffered 1.3 million climateelated deaths from 1980 to 2013, accuing for 51 per cent of global

Ol adz ft GASaz fGK2dzZ3K GKS& IINB K2YS (2 2yfte mH LIS

Figure 4.6Climate change will reduce economic growth in most regions
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Climate change poses a significant threat to food security: fisheries productivity and wheat, rice and
maize production in tropical regions will be severely challenged. Water scarcity will become
increasinglyrevalentin light of the projected reduction in renewable surface water and groundwater
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resources. Climate change is also expectedffect human health by compounding existing health
problems and diseases, such as malaria and diarrhoea.

Poorer people sffer disproportionately from climateelated shocks. In the absence of rapid and
inclusive development policies, climate change could result in an additional 100 million, mostly based
in LDCs, living in poverty by 2030 (World Bank, 80Meeting the SD&is highly unlikely under such

a scenario.

Security and peace are essential for development. Yet 1.5 billion people live in countries affected by
conflict. Interstate conflict is one of the most important global risks in terms of its likglihood and

probable negative impacts (WEF, 2015). Globally, forced displacement has been accelerating, reaching
unprecedented levels. By the end of 2014, conflict, persecution and human rights violations had
forcibly displaced 59.5 million people wdwide (UNHCR, 2015). The burden of these displaced

peoples falls disproportionately on Ieimcome countries and LDCs. Developing regions hosted 86 per
OSyiG 2F GKS ¢g2NIRQa NBFdASSa Ay Hmwone 3.6MlBoNS I a K
refugees (ibid.). Meanwhile, political instability and violence continues to blight many LDCs (Figure

4.7).

Figure 4.7Perceptions of political stability and absence of violence/terrorism remain high in the
LDCs
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Note: Political Stability and Absence of Viokefferrorism measures perceptions of the likelihood of political instability
and/or politically motivated violence, including terrorism. Estimate of governance ranges from approxir@eielyeak) to
2.5 (strong) governance performance.

Source: World Banf2015b).

Persistent conflicts in many leimcome countries have negative impacts on development, as the rise

in poverty in such countriedemonstrates. For example, countries that experienced major violence
between 1981 and 2005 had average poverty r@&gpercentage points higher than in countries that
experienced no violence (World Bank, 2011). Moreover, the negative externalities of conflicts spill over
to other countries: neighbouring countries host 75 per cent of refugees (UNHCR, 2015). Moreover,
while inter-state conflicts have declined, new forms of security risks have emerged. Terrorism has
become an increasingly salient problem for advanced countries and LDCs since 9/11. The rise of rogue
terrorist groups, such as A&laeda in the Arabian Peninsl@QAP) in Yemen, Boko Haram in Nigeria

and AlShabaab in Somalia, is making governance in already fragile states increasingly difficult. All these
groups are propagating conflict beyond their origin countries.
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The final global challengs bne of governance. Several significant challenges to governance have
SYSNHSR 62NI RGARSSE AyOf dZRAY I 0 dzNB | Hirdhdntdlity &nd Q NI £ d:
the weakness of subnational entities. Public trust in governments has stagnatefhden in many

places over recent decades. Moreover, the governments of LDCs face greater financial constraints and

find it increasingly difficult to carry out programmes of action with reduced mandates from the citizen

body. The World Governance Indices project estimates that government effectivengess

perceptions of the quality of public services, the quality of the civil service and the degree of its
independence from political pressures, the quality of policy formulation and implementation and the
credibility of the governmet's commitment to such policieshas deteriorated rapidly since the early

2000s (Figure 4.8).

Figure 4.8erceptions of government effectiveness in LDCs has been declining
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SourceWorld Bank (2015b)

Another way of assessing the governance prospects of the LDCs is through the concept of fragility. A
total of 31 of the 48 LDCs are definedftagile statesas classified byraOECD composite index (OECD,
2015b¥*. These are countries whose governmental effectiveness, regulatory quality and accountability
INBE 6SIF{® ¢KS h9/5Qa O2YLRaAGS tAad 2F FNFIAALS
{ 4+ G SaQ 210He S&mosi Eafile states on the 2015F Slarked as omery high alet@High

alertQand Hlert® 26 are LDCs (Table 4.2). Moreover, a critical portion of LDCs have become more
fragile over time. Since the Fund for Peace began compiling its inde@5n2HLDCs have experienced
Worsenind? significant worsenir@or Eritical worsenin@in their fragility indices (Fund for Peace,

2015).

21The OECD began ratiag on official development assistance (ODA) flows specifically to a group of cafféliced and

GFNFIAES adGriaSaéeé Ay wnnp o6FasSR 2y +y Fyydadffte NBBAASR 02 VYLxk
Development Banklarmonised Lidt Y R (i KS  C dzyFRuwil€ 2tatds ind¥(ESD Sddnderly the Failed Statindex).

22The FSI is a composite index that covers 178 countries and is based on 12 main social, economic and political indicators:

social (demographic pressures, refugees and internally displaced persons, group grievance, human flight and brain drain),
economic (uneven economic development, poverty and economic decline), political (state legitimacy, public services,

human rights and rule of law, security apparatus, factionalised elites, external intervention).
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Table4.Z 5/ a FINB |Y2y3d GKS g2NIRQA& Yzad FTNrXraAtsS adl

Ranking Country Fragility Index 2015 Status since 2006
Very High Alert

High Alert

9 Syria 107.9 Significant worsenin

12 Iraq 104.5 Strong improvement
13 Pakistan 102.9 Marginal change
14 Nigeria 102.4 Some worsening
15 Cote d'Ilvoire 100 Strong improvement
16 Zimbabwe 100 Strong improvement

Alert

21 Kenya 97.4 Significant worsenin

25 Libia 95.3 Critical worsenini
28 Cameroon 94.3 Some worsening

29 North Korea 93.8 Some improvement

33 Congo (Republic) 90.8 Some improvement
34 Sri Lanka 90.6 Marginal change

38 Egypt 90 Marginal worsening

Note: LDCs are highlighted in blue.
Source: Fund fordace (2015).

These governance issues should be cause for concern. Meeting the SDGs will require significant
domestic resource mobilisation, in terms of generating government revenues, coordinating and
implementing programmes and evaluating progress. SEvEDCs lack such effective government
capacity and are thus at risk of falling further behind in their development.

The challenges outlined above are of course not discrete. Rather, they interact with one another in
complex and often mutually reinforcingays. For example, automation and skitsed technological
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change may widen disparities in the income distribution and contribute to a worsening economic
environment. Moreover, the democratic youth bulge in many LDCs will place pressure on economies
already struggling to create sustainable jobs in large numbers. The negative effects of climate change
will interact with and exacerbate the other challenges, causing additional economic, governance and
security problems. It is important to emphasise thatgngéficant portion of the burden of these global
challenges falls disproportionately on the LDCs, and this has severe implications for whether or not
they can meet the SDGs.

4.3Implications for the international community and development strategy

This chater has highlighted the difficulty in achieving the SDGs for the LDCs. This is based on their
historical record of graduation from the LDC category, the more pessimistic global economic outlook
they now face and the emergence of a set of global challepgescularly problematic for their
development context. It is important to recognise that the ultimate objective is development, and the
SDGs are just one mechanism by means of which to gauge progress towards this. However, because
of their universality ofscope and unprecedented magnitude of ambition, they do represent a
significant departure from previous development frameworks and deserve to be treated seriously. It
is thus imperative that the LDCs and the international community realise tMHausinessas usudd
approach will be insufficient to meet the SDGs. Detailing a comprehensive framework for how the LDCs
can achieve the SDGs is beyond the remit of this chapter. That said, the remainder of this section
sketches what steps the international commiynand the LDCs can take to put themselves on a path

to success.

4.3.1Increase the total allocation of ODA to LDCs and improve ODA targeting

ODA to LDCs has stagnated since 2010. Moreover, it has become increasingly unevenly distributed,
with significantportions going to countries based on geostrategic imperatives. Between 2003 and
2012, 22 per cent of all OECD ODA was allocated to Afghanistan and Irag (OECD, 2015b). Per capita
ODA is also unevenly distributed across LDCs, heightening the gk affhan€® countries that are
potentially underaided and thus at risk of being left further behind.

4.3.2Improve the quality of aid distribution and testdmative aid modalities to LDCs

The ultimate objective of aid to LDCs is to develop local capadityituis no longer required as a
financing mechanism. As such, ODA should reward national reforms that enhance domestic resource
mobilisation, enable muklsectoral approaches, build trust and quality (not just quantity) of public
services, extend the usa technology among the poorest and most vulnerable people and scale up
SouthgSouth, regional and triangular cooperation (OECD, 2015b).

4.3.3Adapt traditional aid maalities,such asector and budget support, to more specific LDC contexts
This could incde supporting national ownership and capadtyilding by distributing aid through
national systems (OECD, 2015b).

4.3.4Ease access to international finance and agree on quantifiable targets for mobilising additional

sources of finance beyond aid

Thisy Ot dzRS& AYONBI&AY3 [5/4Q 26y R2YSAGAO NBOSYdzS
support for public financial management, reducing the transaction cost of remittances and a new

global partnership to stem illicit financial flows.

4.3.5Help LDCs aexisting global knowledge as well as develop new knowledge relevant teetiasr
Ultimately, aid and international finance will go only so far. The key tetiormgy crossnational income
convergence is the widespread adoption of policy knowledge amstirx technology (Comin and
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Ferrer, 2013). While the pace of technology adoption across developing countries and LDCs has been
increasing in recent years, its widespread penetration within countries has been slowing down. In
addition, there is rapid devepment of new digital technologies that disrupt existing ways of operating

as well as providing new possibilities to leapfrog to produce and deliver goods and services more
efficiently (OECD, 2015, 2016b). Moreover, equally large disruptions and potmetipbssible with

rapid advanced in biotechnology as well as new materials (OECD, 2016a). It is therefore important to
help developing countries tap into existing knowledge as well as to help prepare them to take
advantage of new technological developmenaither than being left behind. This requires deep
technical expertise and policy knowledge, and institutional capacity with which to select and use
relevant knowledge and technologies. This in turn requires significant investment in education. To
accelerae this process, the international community should invest heavily in knowledge exchange
programmes with LDCs, open up publatalplatforms and share intellectual propernd expertise

on key technologies around climate change mitigation, disease prewverdgricultural productivity

and new manufacturing technologies.

The SDGs are to be lauded for their universality. However, the international community should not
forget that the LDC category exists because thesentims face a specific set of obstacles to
development, as well as challenges unique to each member of the group. Two of the challenges
outlined in this chapter stand out in particular. demographic changes and vulnerability to climate
related shocks. SevalrLDCs face an explosion in their worldgg populations in coming decades.
This youth bulge can provide a demographic dividend if harnessed carefully. However, widespread
political unrest and economic instability could result if sound development pslion universal
education, female empowerment and job creation are not put in place. LDCs are also more exposed to
flooding, droughts and famines and more vulnerable to their effects, and possess less capacity to
prevent and manage those effects. Mitigagithe effects of climate change in LDCs will be a key task

in the short run, while the lonterm prevention of climate change will be instrumental to their
sustainable development. LDC private sector capacity can be built through access to establisied glob
funds for climate change mitigation.

This chapter has highlighted the difficulties facing the LDCs in meeting the SDGs based on their
historical record of graduating and meeting the MDGs, the more challenging economic environment
in which the SDGs mube attained and the emergence of a set of global challenges that will hamper
their progress if addressed rigorously. It should be a call to renewed and heightened action by the
international community and the LDCs to mobilise the resources and develapstitational capacity
necessary to meet these emerging development challenges.
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