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Decent work in least developed countries

The Fourth UN Conference on Least Developed CasifiiDCs) that opens in Istanbul on 9
May 2011 comes at a special juncture. Countriegeldping and developed, are under pressure
to recover from a succession of global crises dnatieaving deep scars on jobs and incomes. As
they struggle to sustain recovery, policy-makers eevisiting conventional approaches to
economic and social policy, searching for innovatand pragmatic solutions. This ILO report
reviews trends in growth, employment and decentkworLDCs, highlighting challenges and
opportunities for structural transformation, jobeation and poverty eradication. It offers a
portfolio of policy options to be tailored to comtneeds and circumstances. It aims at
contributing — within the wider debate on reshapiing development agenda — to the effort to
forge a stronger partnership for productive tramsfdion and social progress in LDCs.

The point of departure is the recognition thatemafhany years of lost ground, the episodes of
high growth many LDCs experienced in the decader o the global slump were producing
insufficient economic and social returns. Very fe@Cs are closer to graduation. For most,
production capacity in manufacturing and agricdtwemains limited, exports are more
concentrated in a narrow range of products, anderability to external shocks is very high. The
underlining labour market conditions are of spedatancern. Over the 2000-09 period,
employment in LDCs grew at an annual average ra%per cent, slightly above population
growth but much weaker than gross domestic prof@BBiP) growth. Most of the increase took
place in the services sector, with industry acdognfior a mere 10 per cent of total employment
in 2008 from 8 per cent in 2000. The share of wage salary workers increased slightly, from
14 per cent in 2000 to 18 per cent in 2008, butldhge majority of workers remain trapped in
vulnerable forms of employment that cannot liftrthabove the poverty line. Unemployment
remained constant over the decade but the glolmalosaic crisis took its toll, especially on
young workers and women workers, jeopardizing heded progress in human development
and women’s empowerment. The primary labour martellenge in the LDCs is not
unemployment but productive employment and decewrkvior the large numbers of working
poor. This is the main obstacle to the effortsdbieve the Millennium Development Goals and
to set the LDCs on a sustainable development route.

The report recognizes the potential for economiprowement in the LDCs. Some better
fundamentals are in place as a result of past imasds in education and health, a record of
macroeconomic stability, less pressing externalt,dabd improved governance and political
stability. The wide gap with countries at the teabgical frontier provides opportunities for fast
learning and catching up. In fact, islands of sascare emerging across countries introducing
robust agricultural policies in Africa or, even t&s in Asia where high productivity in
agriculture combines with exports of labour-inteesmanufacturing products. Learning lessons
from success is critical in order to design andlament new policies to facilitate large-scale
access to productive and remunerative employmetttanthis means, to leverage the benefits
of the demographic dividend and realize the LDQxéptial for growth.

The policy challenge ahead is twofold: (a) to aewe and sustain economic growth in the
context of an increasingly volatile internationalveonment; and (b) to make growth more
Xi



inclusive and job-rich, enhancing the resiliencelanfal households and local enterprises and
upholding social and political stability. The repsrdiagnostics suggest that what countries
produce and export matters. The composition of wuip of the first order of importance in
accelerating and sustaining growth. Successfuttstral transformation to a diversified set of
products for export, however, does not result aatarally from trade and financial
liberalization and deregulation; nor, alone, issiffficient in order to generate the adequate
number of jobs. A coherent set of policies in digf@ but complementary areas is required. The
report spells out some main elements.

A first element concerns macroeconomic framewolkt &re more friendly to job creation and
poverty reduction, with monetary policies going beg inflation targeting and being more
focused on financial inclusion of small and medi@nterprises (SMEs), capital account
management and maintaining competitive and staaleaxchange rates to stimulate exports. In
terms of fiscal policy, the report argues thasitiitical to generate space for public investment
and social transfers by mobilizing resources within‘fiscal diamond” that encompasses
domestic tax revenue, expenditure reprioritizama efficiency, deficit financing and official
development assistance (ODA), including debt reefpanding fiscal space in this way is a pre-
requisite to achieve internationally agreed develept goals and the MDGs.

Second, higher levels of public investment shoaldyét critical bottlenecks in infrastructure,
finance, skills and other inputs, crowding in ptevanvestments by means of addressing
coordination problems and barriers that discourpgeate enterprises from entering new
industries and new technologies, including greeodpction. The long-standing neglect of
agriculture should be reversed, especially in Anid_DCs. Parallel to an intensification of
agriculture, an increase in non-farm wage employraed successful entrepreneurship is a core
component. Achieving a well-integrated domesticnecoy, with strong inter-sectoral and rural-
urban linkages, is key to set the LDCs on a pagustainable and job-rich growth.

Third, labour market and social policies are esakobmplementary tools, given widespread
poverty and the dual structure of the labour markedlicies are needed to encourage the
transition from the informal to the formal econony,support micro- and small- and medium-
sized enterprises, and to protect the incomes efnibst vulnerable groups. The employment
generated by public investment in infrastructure ba increased by a factor of three to five by
using local resource-based methods compared to eatiomal technologies. Innovative
programmes such as employment guarantee schemesosdaie poor workers with a minimum
employment floor while accounting for improved lbaafrastructure and some adaptation to
climate change. Good design is a means to minimrmaeal hazard and the risk of long-term
dependence on public transfers.

Fourth, the report notes that a range of laboulketanstitutions are in place in LDCs, mainly
concerning employment protection legislation andimum wages. However, they apply only to
a minority of workers in the formal economy andeoftare very poorly enforced. Available
surveys show that labour market regulation is retsalered a major constraint to enterprise
development in LDCs. Nonetheless, efforts are néddereduce unnecessary administrative
hurdles and costs, and to encourage the formalizati informal enterprises, whilst preserving
the original purpose of labour law and institutiokBnimum wage legislation, in particular, is a
proven means to ensure that all workers receiveast a salary allowing a decent life for their
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families. Collective bargaining and freedom of &sson, organization and representation of
workers and of employers, and the strengtheningpoperatives and community organizations,
have important developmental impacts. Represestatid accountable national organizations of
workers and employers can play a role in develogialicies and building a strong sense of
shared and national consensus.

Fifth, the gradual introduction of a basic set sdential social transfers and services is part and
parcel of a sustainable growth and development dvaonk. Incremental national resources,
complemented by international support, can graguplilt in place a basic floor of social
protection, to uphold productive capacities andab@nomic and social resilience of people with
large positive economic benefits. The report shewdence of the positive economic impact of
improved social protection through labour markeeinventions, cash transfer schemes and
public employment programmes targeting vulnerabt®igs of women and of youth. Even at
very low levels of financing, LDCs can chart a g®of inclusive growth combining more
productive employment and wider social protectionerage.

To promote such an agenda for structural transfoomaand decent work is a formidable
challenge, given the many constraints on the céipabiand resources of the LDCs. The report
emphasizes that the policy mix should be adaptedatmnal circumstances and priorities. It
calls for shaping a long-term national developmasibn that encompasses the central goals of
productive employment and decent work and it iselyicshared through social dialogue. This
provides the necessary compass to monitor progeess to enhance coherence and
complementarities between measures in differentydbmains.

The report acknowledges that, within a framework nafitual accountability, international
assistance and regional cooperation are fundameragtlonly through trade concessions and
improved market access but also through stable@rable ODA levels; adequate concessional
finance and debt relief to improve fiscal space pullic spending; and technical assistance to
develop local capacities to design and manageteféeeconomic and social programmes.

The ILO has a wealth of distinctive experience &ndwledge in the area of employment and
decent work. It is ready to partner with LDCs, danand other international and regional
organizations in a new era of growth, developmendtsocial justice.

e

Juan Somavia
Director-General
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Introduction

This report examines the relationship between GidRilp, employment, and decent work in the
LDCs, within a longer-term perspective, but focgson the last decade. The report addresses a
number of key issues in growth and employment actios three main regions of Africa, Asia
and the Island countries.

It finds growth in the last decade to be high, \mlatile, because it has been based on exports of
primary commodities rather than a diversified prddhn structure. Lack of diversification is
reflected in weaker development of manufacturingd gerpetuation of low-productivity
agriculture and cereal deficits. Investment rateweh picked up, but from a low base,
perpetuating reliance on inflows and ODA. Macrodamentals improved. The opening chapter
on growth, and subsequent chapters on macro pdhage and sectoral growth address these
issues. There have been massive deficits in puipliastructure, education and skills,
constraining a more sustainable and balanced grastrtitegy, as the chapters on public
investment and productive transformation argue.

As a result of unbalanced growth and an uncertalityp environment, there has been a weak
increase in productive employment, especially fmung people. The opening chapter on growth
and employment, and the chapter on labour markstitutions and informality show the
persistence of high levels of working poverty, \arible employment, especially for women,
informality and low productivity. The need for sacprotection and a social floor is dire, as
much for protection as for development, as the @hragn social protection highlights.

The report is very conscious of the governancepaudic service delivery deficits, well analysed
in the UNCTAD 2009 report on LDCs. The report isaabnly able to address one aspect of
climate change, through its implications for agitiate, in the sectoral chapter.

A key feature of this report is its recognitiontbé heterogeneity of the LDCs, across the regions
of Africa, Asia and the Islands, and the granwaait the country level. Some regions and some
countries have done better than others in theitepet of growth, investment, productive
diversification and transformation, employment, g@dy, vulnerability, social protection, and
fragility. Based on Justin Lin’s axiom of countrigganning their pattern of growth and
development on other countries perceived to benargéon ahead, LDCs at least need to model
themselves on their peers who are currently dogtteh Therefore, each chapter in this report
brings out relative success in these areas of grawtl employment, for the conclusions chapter
to base its policy guidelines on.
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Chapter 1. Growth, employment and decent work in tle least developed
countries

1.1The broad pattern of growth, employment and decenvork in LDCs

Forty-nine countries are currently designated leyUiN as LDCs. Thirty-three of them fall in the
African region, 11 fall in Asia and five are islandAs appendix table A1 shows, they are quite
heterogeneous in terms of their economic performama structure. This chapter finds a broad
pattern in the nature of GDP growth and associatéitators of employment and decent work
across the LDCs.

After a prolonged slump, GDP growth across LDC&keicup to average 7 per cent per annum
over 2000-07. There was a surge in GDP growth f&}@4 to 2007, followed by global
financial crisis-led downturn. While GDP growth kéd up during the past decade, it was also
very volatile. This volatility is traced to the oa¢ of the growth, which was led by commodity
exports and their exogenously given prices. Theufamuring sector barely increased its share
in GDP. The growth was led by exports, while thendstic market shrank as a share of GDP, as
did much-needed government expenditures. Investmiehpick up from a low base, on the
strength of domestic savings and some foreign direestment (FDI), while reliance on ODA
persisted. Governance of macro fundamentals alpoowed, with inflation nudging down on
average, along with budgetary and current accoeifitits *

But this pattern of GDP growth varied significantgross the three regions. The volatility in
African LDCs’ GDP growth was much greater than fsian LDCs, while the Island LDCs
remained on a very low growth path. A major fadtwat accounts for the difference between
African and Asian LDCs is the relatively higheriaelce of African LDC growth on commodity
exports, and the relatively higher reliance of Adi®Cs on manufacturing exports.

This commodity-led export growth is the main fadbehind the weak indicators of employment
and decent work. Registered unemployment, whilee@rsd-best indicator of labour market
conditions in low-income countries, barely droppéth the growth spurt. The working poor, a
better indicator, dropped but still remained atyveigh levels. Wage and salary employment
shares inched up, but still remained at very lovele Vulnerable employment inched down
accordingly, from very high levels, with women poegerantly trapped in it. And the crisis hit
women and youth hardest.

The regional variation in GDP growth is also sigrantly reflected in some indicators of
employment and decent work. Unemployment levelsthadvorking poor have been in a lower
band range for Asian LDCs.

Finally, the MDGs will not be met by the currenbgth and employment trajectory. For the
MDG Employment Indicator 1A to be met, would regua doubling of the growth rate of non-
poor productive employment, i.e. the employmentvigliog income at least equivalent to the
poverty threshold of US$1.25 a day.

! The World Bank acknowledges the significant pregmnade by LDCs in improving macro fundamentals. tBe
background paper prepared by the World Bank foiGH20 Leaders’ Meeting, September 2009.
1



If the LDCs are reshuffled, not into regional greuypput into high-growth and low-growth
clusters, the preponderant pattern remains. The-drgwth countries tend to be commodity
export led for African LDCs with weaker employmeimdicators, and for Asian LDCs
manufacturing export led with better employmentgatbrs.

The policy implications for changing the naturetlois growth, and improving its employment
and decent work impact, suggest four prioritieodBact diversification from commodities to
manufacturing is needed to generate more employmemestment has to be raised in
manufacturing, and agriculture, to raise produttignd incomes. The high proportion of the
working poor needs to be addressed through a catibin of increased private sector
investment for more productive employment, and éased public sector investment for an
employment and social floor. The enhanced privatdos investment has to be based on higher
domestic savings, and the enhanced public sect@siment has to be based on raising the
revenue base. The appropriate macro policy frameWmrthis undertaking is addressed in the
next chapter.

1.2GDP growth
A longer-term perspective

In the 1970s most LDCs, with the exception of a famall island countries in the Pacific, were
still in a very early phase of the demographicditon. As mortality began to fall, while fertility
remained high, rapid population growth characteringost of the LDCs over the past 30-40
years. This served to bring down per-capita groaritd as a formidable constraint on poverty
reduction.

Economic vulnerability and high volatility of grolwthas been a defining characteristic of the
LDCs. Social unrest, at times regressing into airdl and state failure have, at times, more often
in the past than at present, imposed a bindingt@nson development of any kind. Most of the
LDCs have witnessed major policy shifts over thestpdecades. Development strategies
characterized by substantial state interventionthéneconomy, highly regulated external trade
and often a strong presence of public enterprisdgarastatals in the economy predominated in
many, if not most, LDCs until the 1980s. In most@$) structural adjustment programmes
(SAPs) in the 1980s and 1990s, based on the Washi@pnsensus and with deregulation and
rapid external and internal market liberalizatienmaain pillars, implied a far-reaching shift of
policies. Some two decades later, disenchantmehttive failure of SAPs to deliver on poverty
reduction in particular, but also on economic gigwias in recent years led to a new shift in the
development paradigm, towards assigning a more ritapbdevelopmental role to the State.
Throughout much of the 1990s the accumulation ofeasingly unmanageable external debt,
due to excessive reliance on external borrowingdtarelopment finance, also severely reduced
not only the fiscal space, but also the policy spat many LDCs, not least in sub-Saharan
Africa.

However, growth has gradually picked up from a vieny level in the 1970s, reaching quite

impressive levels in the past five to ten yearse preconditions for productive transformation

and sustained job-rich growth are arguably muchebehan they were a decade or two ago.
2



Significant advances have been made in the fielddoication, not least in sub-Saharan Africa,
albeit from a low level. Regime change is increglsirachieved through the ballot box and over
the past decade more countries have emerged oocordfict than submerged into conflict.
Population growth is slowing down resulting in iroped dependency ratios. Not least in sub-
Saharan Africa, the fiscal space as well as theyapace is also larger than it was a decade
ago.

Higher GDP growth in the last decade

GDP growth for LDCs over the last three decade8018 2010, has been volatile but has slowly
increased as table 1.1 shows, from 3.6 per cenapeum over 1980-89, to 4.2 per cent per
annum over 1990-99, to 7.3 per cent per annum 20@0—-07. LDCs’ GDP per capita has also
increased, from 1991 to 2009, from US$241 (cons2®I0 US$) to US$395. Long-run GDP

growth and GDP per capita have increased for Afrevad Asian LDCs, but not for Island LDCs

where GDP per capita for instance dropped by US$@00S$444 by 2009. Figure 1.1 below

shows the heterogeneity in country trajectorieGIDP per capita.

Figure 1.1: GDP per capita of LDCs, 2000-09
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A surge in GDP growth over 2004—-07, and then thelggl crisis-led slump over 2008-10

Focusing on the last decade, collectively, GDP gindar the LDCs over 1999-2007, running up
to the crisis, had been good at 7.3 per cent peuranwith the global average at only 4.1 per
cent per annum, as table 1.1 shows. The 33 Afridd@s grew the fastest at 7.8 per cent per
annum over this period, compared to the 11 Asia@&Bhich grew at 6.8 per cent per annum,
and the five Island LDCs whose GDP growth was wgifjustagnant at 1 per cent per annum.

Table 1.1: Annual real GDP growth rates (%), 2000-1p Average annual growth
2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010p | 2011p 1%20' 1320‘ 2%20'
LDCs 50 | 62 | 56 | 59 | 79 | 84 | 81| 87 | 6.9 | 48 55 6.0 3.6 4.2 7.3

ﬁgég 66 | 57| 53| 68/ 71 74 72 74 53 58 60 58| 50 | 52| 68

Acan 1 40| 68| 59| 53] 88 90 90 9B 81 41 54 1| 23 | 28| 78

Islands |\ 17 | 07| 04| 09| 22 28 25 34 16 21 -4 d3| 03 0.9 1.0

LDCs
Source: Calculated from IMR&Yorld Economic OutlogkOctober 2010.
Note: “p” represents projected figures

Figure 1.2 shows that this GDP growth in the lastadle has been volatile, with a surge over
2004-07 by about 2 percentage points, and a sldtap2007 with the global financial crisis by
about 2 percentage points. African LDC growth hasrnbmore volatile, with 3 percentage point
rises, and 4 percentage point falls, compared t@nmAEDC growth which rose and fell by 2
percentage points. Recovery has been about 1 pageepoint.

Figure 1.2: Real GDP Growth in LDCs, 1999-2011p
12

1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010p 201lp

LDCs == Asian LDCs African LDCs Island LDCs
Source: IMF

2 Recovery in the LDCs is projected by the IMF to\bshaped. See IMF (2009), “The Implications of iebal
Financial Crisis for Low-Income Countries — An Upala
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The surge and the slump in GDP growth are explainadgely by sectoral growth in industry,
led by commaodities, but not significantly manufacing, particularly in Africa

Appendix table Al shows that GDP growth over altha# last decade has been led by growth in
industry of 7.4 per cent per annum, less so by rfa@twring at 6.2 per cent per annum, and least
of all by agriculture at 2.8 per cent per annume hrge in 2004-07, and the crisis slump, were
particularly led by industrial growth rising by ®rgentage points, and then halving with the
crisis. Manufacturing growth increased by aboutecpntage points in the surge and fell by 2
percentage points in the crisis. And this trend wase pronounced for African LDCs than
Asian LDCs.

The volatility in GDP growth comes from the high lr@ahce on exporting commodities rather
than manufactures

The LDCs have done well in increasing the valudheir exports over 2000-08. But a large
proportion of this export growth has been based commodities® while the share of
manufactures in exports has decreased for LDCschwaccounts for the volatility in LDCS’
GDP growth being led by commodity growth.

Table 1.2 shows that LDC exports almost doubledvéet 2000 and 2008 to US$22 hillion,
giving a growth rate of 11 per cent per annum. @sini LDCs had a higher growth rate of exports
over this period.

Table 1.2: Merchandise exports in LDCs, 2000—09

Merchandise exports (millions of US$, constant 2005 gg‘ﬁ;a?;e G;?E\;\ggdri?]t;;;oan:
2000 2008 2009 2000-07 2008 2009
LDCs 11,40( 21,73¢ 19,00( 114 4.7 -12.€
African LDCs 1,29/ 6,08: 4,31« 27.2 4.t -29.1
Asian LDCs 10,098 15,652 14,683 7.5 4.8 -6.2
Island LCCs 8 3 4 -5.5 -20.¢ 19.€

Source: ILO calculations based on World Bank, War&lrelopment Indicators.

Appendix table A2, however, shows that for LDCsnofactures accounted for just under half
of all merchandise exports in 2000. By 2008, tthare of manufactures had dropped to 40 per
cent of all merchandise exports. And conversely,ghare of all fuel, ores and metal exports in
total merchandise exports rose from 20 per ceR000 to 38 per cent by 2008.

But even this large though declining share of mactuires in LDC exports was kept propped up
by Asian LDCs whose share of manufactures in ttwéal merchandise exports were very high
and fairly constant at about 90 per cent over #r@od 2000-08. African LDCs, however, had a
very low share of manufactures in their merchandigeorts, remaining constant at about 15 per
cent between 2000 and 2008. And conversely, Afrlda@s’ share of fuel, ores and metals was
already very high at 36 per cent of their merchsméixports in 2000, and increased significantly
to 58 per cent by 2008.

® The Least Developed Countries Report, 20480 brings out this aspect of commodity-drivepagts very
strongly.
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And commaodity volatility is in turn explained bysitprice volatility

Figure 1.3 shows that the surge in LDC growth o®@94-07 is correlated to the surge in
commodity and oil prices after 2003. The drop inG.Browth, presumed to be due to the global
crisis, is actually better correlated to the dnogommodity prices, which fell a year earlier in

Figure 1.3: GDP Growth in LDCs and evolution of cormodity price index
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2007. And indeed the sharp recovery in commoditgesrin 2009 led to the pickup in GDP
growth for the LDCs over 2010. Again, the correlatis better for the African LDCs.

So the volatility in LDC growth comes from a regiahpattern favouring commodity exports
over manufacturing, more so in African LDCs, lese 1 Asian LDCs

As a result of LDC growth being led by non-manufigictg industry — commodities — the
sectoral structure of these economies has veerey dwom manufacturing and towards
commodities. To the extent that commodities, atp&r cent of GDP, are now larger than
manufacturing, at 12 per cent of GDP for all LD@sd dwarf manufacturing in African LDCs
but not in Asian LDCs. The share of manufacturiaglfDCs remained almost constant over the
last decade at about 12 per cent of GDP, constemtfer African LDCs at about 8 per cent of
GDP, but increased to 16 per cent for Asian LD@péadix table A3).

There has been some growth in investment basedronvth in domestic savings, especially for
African LDCs. The exception has been the Island LBGwvhich have seen on the face of it
massive capital flight

Appendix table A4 decomposes investment into saviid@l and ODA. The 4.3 percentage
point increase in LDC investment between 2000 &@/Avas based entirely on an increase in
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domestic savings over this period to 18.5 per @¥nGDP, a marginal 0.8 percentage point
increase in FDI over this period to 3.2 per cenGafP, and allowed for a 0.3 percentage point
drop in ODA over this period to 6.9 per cent of GBHP

1.3  Growth and employment

The nature of commodity export-led growth in LDCsa$ had a very weak impact on
employment — weaker for African LDCs than for AsidnDCs. The gender and youth gaps
persisted, also bearing the brunt of the crisis

Employment growth for LDCs over 2000—09 was 2.9qeart per annum, for adults 3.2 per cent
per annum, and for youth only 2.1 per cent per aprao much weaker than GDP growth (ILO
Trends Econometric Model2010).

Table 1.3 shows that LDC unemployment for 2000 @:dsper cent of the labour force. And this
barely nudged down to 5.7 per cent by 2007, and thelged up again to 5.8 per cent for 2009
with the impact of the crisis. African LDC unempiognt has remained at a higher band range of
7 per cent of the labour force in spite of the higbwth in the last decade. Asian unemployment
has persisted at a lower band range of 4 per Géet.gender gap in unemployment of about 1
percentage point also remains unaffected by grawtr the last decade. The gender gap for
African LDCs remained above 1 percentage point dwedecade, while it remained much lower
for Asian LDCs. The youth gap for LDCs remainea &ctor of about 2.5 over the decade.

Table 1.3: Unemployment rate by sex and for youthrad adults (%)

Both sexe 2000 2004 2005 2006 2007 2008 2009 2010p 2011p
LDCs 6.1 6.2 6.2 5.7 5.7 5.7 5.8 5.8 5.7
Asian LDCs 3.8 4.4 4.4 4.3 4.3 4.2 4.3 4.1 4.1
African LDCs 7.8 7.5 7.4 6.7 6.7 6.7 6.8 6.9 6.9
Male 2000 2004 2005 2006 2007 2008 2009 2010p 2011p
LDCs 5.6 5.7 55 5.3 5.3 5.3 5.4 5.4 5.3
Asian LDCs 3.8 4.2 3.8 4.2 4.2 4.0 4.2 4.0 3.9
African LDCs 7.0 6.8 6.8 6.2 6.2 6.2 6.3 6.3 6.3
Female 2000 2004 2005 2006 2007 2008 2009 2010p 2011p
LDCs 6.8 6.9 7.1 6.2 6.2 6.2 6.3 6.3 6.3
Asian LDCs 3.7 4.8 5.4 4.6 4.5 4.5 4.5 4.3 4.2
African LDCs 8.8 8.2 8.2 7.3 7.3 7.3 7.4 7.5 75
Youth 2000 2004 2005 2006 2007 2008 2009 2010p 2011p
LDCs 11.0 10.3 10.5 10.1 10.1 10.1 10.9 10.3 108
Asian LDCs 9.1 8.1 9.1 9.9 10.0 9.8 10.1 9.8 9.6
African LDCs 12.3 11.6 11.3 10.1 10.1 10.2 10.9 10.% 106
Adults 2000 2004 2005 2006 2007 2008 2009 2010p 2011p
LDCs 3.9 4.5 4.4 3.9 3.9 3.9 4.0 4.0 4.0
Asian LDCs 15 3.0 2.7 2.3 2.3 2.3 2.4 2.3 2.3
African LDCs 5.8 5.6 5.7 5.1 5.2 5.2 5.2 5.3 5.3

Source: ILO, Trends Econometric Models, October®01
Note: “p” represents projected figures.

* According to the ECA, inflows of private capitalcmunted for much of Africa’s increase of finandieserves as
well as economic growth in the past decade.
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The table also shows that women’s unemploymeneas®d with the crisis rather than men'’s,
and youth unemployment increased with the cridiserathan adult unemployment. So women
and youth bore all the brunt of the crisis, anchwit projections for their recovery by 2011.

Industry-led GDP growth in LDCs did not result inomcomitant employment growth in
industry, but instead in services

Table 1.4 shows that agriculture accounted for s@Meer cent of total employment in the
LDCs in 2000, and this dropped by 5 percentagetpdip 2008. Industry accounted for only 8
per cent of total LDC employment in 2000, and thésely increased to nearly 10 per cent by
2008. Services accounted for 23 per cent of LDCleympent in 2000, and this increased by 3.4
percentage points to 26 per cent of total employmmsn 2008. African LDCs had lower
structural change in employment, of about 4 pesgtpoints of total employment change
between 2000 and 2008. Asian LDCs had slightly éigktructural change, of about 7
percentage points of total employment change bet2660 and 2008.

Table 1.4: Employment in major economic sectors (%)

2000 2008 Change 2000-08
Agriculture | Industry | Services | Agriculture | Industry | Services Agriculture | Industry | Services
LDCs 69.3 8.1 22.6 64.2 9.7 26.1 5.1 1.6 34
Asian LDCs 65.6 10.9 234 58.8 12.5 28.6 -6.8 1.6 52
African LDCs 72.6 5.8 21.7 68.4 7.7 239 -4.1 1.9 2.2

Source: ILO, Trends Econometric Models, October201
1.4 Growth and decent work

Additional indicators of decent work include the wong poor, vulnerable employment, wage
and salary employment and labour productivity. Tleeshow improvement, but from very weak
starting points in African and Asian LDCs

Table 1.5 shows that the proportion of working pawopped from 71 per cent of total
employment in 2000 to 60 per cent by 2009. AsiarCkDworking poor remained about 10
percentage points lower than for African LDCs.

Table 1.5: Working poor indicators (US$1.25 a day)

Numbers of people (millions) Share in total employment (%)
2000 2008* 2009* 2000 2008* 2009*

LDCs 189.7 203.0 206.2 71.3 60.5 59.8
Asian LDCs 78.0 77.4 77.4 67.5 55.5 54.2
African LDCs 109.6 122.7 125.9 74.4 63.9 63.7

2008* and 2009* are preliminary estimates.
Source: ILO, Trends Econometric Models, October201

The improvement in the share of the working poortatal employment is based upon
improvement in the incidence of poverty across tCs. For African LDCs whose data
permitted estimation, 14 out of 18 countries hateeline in their incidence of poverty between
1990 and 2007, while four out of 18 had an incre&ee Asian LDCs with such estimates for



this period, four out of five countries had a deelin their incidence of poverty, while one out of
five had an increase (appendix table A5).

Unfortunately, these declines in the incidence o¥gsty and the working poor were not
accompanied by a decline in the cereal deficitcWwinemained at about 15 per cent.

The share of wage and salary workers just inched, o lowering the share of vulnerable
workers. But the gender gap in such vulnerabilityfortunately also inched up

Table 1.6 shows that the share of wage and salariyans in total employment in the LDCs was
only 14 per cent in 2000, while the share of vudlitde workers comprising own-account workers
and unpaid family workers was a preponderant 8&@et. The high growth in the decade barely
increased the share of wage and salary worker8 fred cent of total employment, just lowering
the share of vulnerable employment to 81 per cent.

Table 1.6: Status in employment (%)

200( 200¢ Change 200-08
gy own- Unpaid Wage and Own- Unpaid ee Oown- Unpaid
alnd et account family salary Sy account family lid el account family
saary O¥eTS | workers workers workers ers workers workers salany OYEIS | \workers | workers
workers workers
LDCs 144 1.2 50.3 34.1 17.9 1.5 49.3 31.3 3.5 0.3 -1.0 -2.8
fg'gg 140 | 08| 554 29.9 17.9 08 52.4 28.7 3.9 00 | -28 1.1
fg'gg” 138 | 14 | 467 38.0 172 1.9 47.2 337 3.4 05 05 43

Source: ILO, Trends Econometric Models, October®01

Table 1.7 shows that the gender gap in vulnergbditually marginally increased over the
whole decade from 10 to around 11 percentage pdedsing some 87 per cent of women in
vulnerable employment by 2009.

Table 1.7: Vulnerable employment shares by sex (%)

Both sexe 2000 2005 2006 2007 2008 2009
LDCs 84.4 82.6 82.1 815 80.6 80.8
Asian LDCs 85.2 83.1 82.5 82.1 81.3 81.2
African LDCs 84.7 83.1 82.6 81.9 80.9 81.3
Male 2000 2005 2006 2007 2008 2009
LDCs 80.2 77.7 771 765 75.6 76.1
Asian LDCs 82.7 80.2 79.6 79.1 783 78.3
African LDCs 79.0 76.4 76.0 75.2 74.2 75.2
Female 2000 2005 2006 2007 2008 2009
LDCs 90.2 89.1 88.6 88.0 87.2 86.9
Asian LDCs 89.0 87.3 86.7 86.3 85.5 85.2
Aftican LDCs 92.0 91.3 90.8 90.2 89.2 88.9

Source: ILO, Trends Econometric Models, Octoberd201



While worker productivity has grown, it still remas the lowest in the world

Appendix table A6 shows that LDCs had the lowelsbia productivity in the world, in 2000, of
US$693. By 2009, this labour productivity had irased in real terms to US$954. This remained
the lowest labour productivity in the world. AsiaDCs had higher labour productivity growth
over 2000-08, of 4.5 per cent per annum, endingtugS$1,091 in 2009. African LDCs had
slightly lower labour productivity growth of 3.8 peent per annum over this period, ending up
at US$855 by 2009.

1.5 The MDGs and MDG1.A

As a group, the LDCs are not on target to achieeeMillennium Development Goal on poverty
reduction, halving the share of poverty in the gapon from 1990 to 2015.

Converting the MDG on poverty reduction to a prodive-employment target

The poverty measure in the Millennium Developmen@lS refers to the national population.
However, MDG 1.A can be viewed as an implicit enyphent target to halve the rate of working
poverty in LDCs by 2015, for both new entrantshe kabour market and for those currently in it
to find productive employment earning above US$h@5day, which is the poverty threshold.

Table 1.8 implies that LDCs need a rate of employngeowth of 7 per cent to achieve MDG
1.A and halve poverty by 2015, which is a heroisuasption given the much lower actual
employment growth rate.

Table 1.8: Summary of the productive-employment taget for the LDCs as a whole

Parameter 1990 2005 2015 (estimates)
Total LF 181'082'389 278'359'307 370'284'688
Population 435'408'043 638'401'449 805'787'704
Productive jobs 89'101'105 139'179'654 276'241'139
Working poor 91'981'284 139'179'654 94'043'549
Average poverty rate 50.8% 50%* 25.4%

2005-1990 2015-2005 (needed)

Annual change productive 3'338'570 13'706'149
employment
Productive employment growth 3.02% 7.10%
(annual average)

Source: UNOHRLLS

1.6 Implied policy

Figure 1.4 summarizes the argument made about dh&enof growth and its employment
impact in LDCs over the past decade. Rather thaegoszing the LDCs by region, it
categorizes them by success in terms of GDP pdtacapd GDP growth. The high-growth
LDCs are at the top, the low-growth LDCs are atltbéom. The enabling conditions for high
growth, especially with low incomes, have been lgghwth in exports, high growth in industry,
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higher growth in investment, but also a higher shar manufacturing. The higher share in
manufacturing has been seen to lower volatilityGBP growth, and improve labour market
outcomes in terms of unemployment levels, enhaeoadloyment in industry, a lower level of
the working poor, and a higher level of productivilThe high-growth/low-income LDCs

managed a working poor share 10 percentage powts ithan their low-growth counterparts.

This gives three policy caveats on growth and egmpént.

One, export and sectoral diversification is needfi®in commodities to manufacturing to
improve employment and decent work outcomes.

Two, the necessary condition, but certainly notdh#icient condition as the following chapters
show, is to increase investment in manufacturingl agriculture, to raise productivity,
competitiveness, employment and incomes.

Three, the high incidence of the working poor, thgh incidence of vulnerable workers, the
persistently high preponderance of women amongstiinerable workers, and the high ratios
of youth-to-adult unemployment, all call for antiease in private and public investment. Both
raise aggregate demand and employment. Public tmeas can play an additional role in

providing an employment floor as the detailed cbapt this points out below.
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Figure 1.4: GDP growth (average annual growth, 206@8) and per capita income (2008) in LDCs

Average GDP growth (2000-2008)
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Chapter 2: Macroeconomic policies to promote job aeation and poverty
reduction in LDCs

Introduction

The international community’s support to the twoats of job creation and poverty reduction in
LDCs are reflected in the MDGs and the social mtode floor (SPF) initiative (discussed in
Chapter 8). What role can macroeconomic policies i supporting MDG 1.Band the SPF
initiative? The standard macroeconomic framewort threvailed in the pre-crisis era and
continues to prevail today offers a clear presmiptfocus on stability and predictability in key
nominal targets pertaining to inflation, debts alsdicits. Such nominal targets usually pertain
to: (1) low, single-digit inflation; and (2) prudia limits on debt-to-GDP ratios supported by
low fiscal deficits. The rationale is that a conmmeint to key nominal targets over the medium-
to long-run boosts investor confidence, promotesvin, creates jobs and reduces poverty.

This chapter argues that the prescriptions of trevagling macroeconomic framework are
necessary for growth to be sustained. In any Gséhe contributions to this report emphasize,
growth alone will not be sufficient to make sigoént progress towards the attainment of MDG
1.B, nor will it fully fortify policy-makers to madk significant progress towards the SPF
initiative. The post-crisis macroeconomic framewareds to move beyond a preoccupation
with nominal targets and reflect much more on haostainable resources can be harnessed to
finance public investments in health, educationtewaupply, sanitation and infrastructure that
are crucial in attaining MDG 1.B (together with tbiher MDGSs) and the SPF initiative as well
as supporting targeted interventions, such as puriployment programmes. This should be
complemented by a more nuanced approach to inflatogeting that makes a distinction
between overall inflation and the behaviour of fauites. In addition, promoting the agenda of
financial inclusion, maintaining competitive an@lde real exchange rates and prudent capital
account management can provide much-needed pglmgyesfor LDCs to pursue a strategy of
economic diversification.

The standard macroeconomic framework and its contéed role in the LDC growth revival
of the 2000s

The LDCs — covering both Asia and Africa — expecesha growth revival in the 2000s after the
“lost decades” of the 1980s and much of the 199k a downward trend in inflation in the

2000s’ Such a growth revival with reduced inflation wdsoaassociated with a significant

decline in both growth and inflation volatility (msured by the coefficient of variation) as can
be seen in figure 2.1, where the strongest detlirvelatility occurs in African LDCs.

> MDG 1 .B: “Achieve full and productive employmeamd decent work for all, including women and young
people”.
® The standard macroeconomic framework in developmgntries was launched through the structuralsadjent
programmes of the 1980s and 1990s. By 1999, thefes#&ructural adjustment lending came to an endl \aas
replaced by “poverty reduction strategies” (PRSB){ the focus on the standard macroeconomic framewo
remained intact. See Independent Evaluation Offitehe IMF (2007) for a review of the applicatiof this
framework to 29 countries in sub-Saharan Africd thaeived financial assistance from the IMF.
" Easterly (2001) has coined the term the “lost desa
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Figure 2.1: LDC growth and inflation volatility by region
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Source: World Development Indicators, World Bankdhank, 2010, volatility based on author’'s caldatzsd of
coefficent of variation, aggregates compiled byhaubased on available data from LDC countries.

What can explain such a phenomenon? To some, dlgaasis is straightforward. As one senior
IMF economist puts it: “Prudent macroeconomic pelcand increased reform efforts in many
countries in (Africa) laid the foundation for theogith acceleration of recent years ..IME
Survey Magazine2007).

Others are less certain. As the foregoing Chapterdithe UNCTAD 2010 report on LDCs note,
the robust growth of the 2000s was propelled Igrdpl favourable external circumstances —
commodity price booms, rising exports and remittsnaéncreased capital flows, higher official
development assistance and debt relief — that rlikely to be replicated in the more austere
environment of today.

It appeared that, in the wake of the Great Recessite would move away from a “business as
usual” scenario. In the case of LDCs, the policyiesl offered by the IMF during 2008-09 was

that countries with fiscal space should allow bathomatic stabilizers and discretionary fiscal

policy to support countercyclical measures to caph the external demand shock engendered
by the Great Recession (Berg et al., 2009).

The emphasis on counter-cyclical measures proved-bhed. The IMF’s latest report on the
MDGs (IMF, 2010) attaches salience to the needgolicy buffers”, which essentially means
low inflation and fiscal discipline. An examinatiosf a random sample of 30 low-income
countries shows that macroeconomic policy advicemasifested in the IMF's article IV
consultations is dominated by concerns about fismaisolidation and, to a lesser extent,
inflation targeting. There are hardly any explreiterences to MDGs and none to MDG 1.B or to
the SPF initiative.

Aligning macroeconomic policies with the twin goal®f job creation and poverty reduction
in LDCs: Some suggestions

Given the risk of a “business as usual’ scenaribatware the alternatives? This section
summarizes the elements of a macroeconomic frankewWwt has the potential to lead to
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significant progress in job creation and poveruetion in LDCs. The discussion commences
with fiscal policy and proceeds to other policyase

Fiscal policy: Using the fiscal diamond to enhaffiseal space

The role of fiscal policy is twofold. First, robuahd regular estimates are required to assess the
financing needs associated with the MDGs and thE BRiative. An illustration of such
estimates is shown in box 2.1. The message istltlea¢ are conspicuous and unmet financing
needs. More importantly, they are likely to get seras the Great Recession has, at least
according to one study, created a huge “fiscal’haléhe case of LDCs.

Box 2.1: Financing the MDGs and the SPF

The World Bank estimates that, if countries imprdkeir policies and institutions, the additionarefign aid
required to reach the MDGs by 2015 is between US$4DUSS$60 billion a year (Devarajan et al., 20802) the
ADB estimates the additional per-person costs lier poverty income goal to be between US$550 and8BG$
(Markandya et al., 2010). To meet these per-caytds, foreign aid commitments would have to bér therrent
projected size.

A forerunner to the SPF is the “basic social ségysackage” that was proposed by the ILO in 200&chSa
package includes the following elements: (a) bakieage and disability pensions (benefits set atrétte of 30 per
cent of GDP per capita); (b) benefits at the rdteSoper cent of GDP per capita for the first twildren below the
age of 14; (c) 100 days guaranteed employmentatge of 30 per cent of GDP per capita for a maxinefitO per
cent of all people of all ages; and (d) essengallth care based on one health professional pep86®ns. Using
these benchmarks, the study examined 12 countrigspf which seven are in Africa (Burkina Faso, @aoon,
Ethiopia, Guinea, Kenya, Senegal, United Repullitamzania) and the rest are in Asia (Bangladesial Nepal,
Pakistan and Viet Nam), using projections for tB&®-30 period. The fiscal requirements range fraer A0 per
cent of GDP (Burkina Faso) to a little over 4 pentc(Guinea).

The fiscal challenges of meeting the MDGs and tR€ 8 the wake of the Great Recession are brougthby an
Oxfam study. It shows that the Great Recessioncheated a huge “fiscal hole” in the 56 low-inconwimtries
(LICs) by reducing their budget revenues (and thbility to spend to confront the crisis and rettula MDGS) by
US$65 billion over the 2009-10 period (Kyrili andaiin, 2010). As a result of the fiscal hole, afteme fiscal
stimulus to combat the crisis in 2009, most LICe antting MDG spending, especially on education sodal
protection.

Second, the aim is to identify a country’s “fischdmond” as shown in figure 2.2. The fiscal
diamond is a compact, but critical, summary ofvitay one can increase fiscal space to meet the
core development goals. This entails mobilizing detit and external resources within a
framework of fiscal sustainability to support enbeadh public investment in health, education,
water supply, sanitation and infrastructure thataitical in attaining the MDGs. This needs to
be combined with sustained efforts to harness ressuo finance an SPF that includes such
targeted interventions as public employment prognas
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Figure 2.2: The “fiscal diamond”
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It is well known that there has been a secularigecdh public investment in the LDCs — see
figure 2.3. What is now the scale of the publiceisiment challenge facing LDCs? The Growth
Commissionsuggests a public investment rate in infrastructiraround 7 per cent of GDP is

needed as an important element of a national denedat strateg§.Yet the data suggest that

barely 2 to 3 per cent of GDP is invested in irtftature in many developing countries and
emerging economies. This is clearly a policy chrgke given that 50 per cent of firms in Asia
and Africa cite lack of access to electricity ama@or constraint on their business operations.

Addressing these concerns requires determinedgatiion to cope with the public investment
deficit that has built up over decades. Hence,sauee mobilization strategy pursued through
improved budgetary execution and enhanced domestenue-to-GDP ratios in countries with a
low tax burden are core planks of a developmeatesy™® For example, estimates show that the
Bangladesh Government can fully upgrade its pubhigployment programme to an Indian
standard national employment guarantee schemedogasing its historically low tax-to-GDP
ratio by 3 percentage points and by better utitiradf its existing resources (Islam et al., 2011).
This can be complemented by other initiatives, saglpublic-private partnerships and efforts to
tap domestic savings and channel them into prodedtivestment. In addition, where energy
taxation can be used effectively and equitablyy tten be a new source of revenue that has the
benefit of supporting initiatives to cope with chie change.

8 Commission on Growth and Development, 2008, pp330

° These estimates can be derived from online datiadle atwww.enterprisesurveys.org

% This is an issue on which there is broad agreeinehe international community (IMF, 2010; UNDR1D).
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Figure 2.3: LDC public investment (% of GDP) by regons
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Domestic resource mobilization needs to be supgdryeenhanced development assistance from
donors. Hence, maintaining aid commitments and ek feasible options for identifying
alternative sources of reliable and low-cost dgwelent finance to supplement traditional
sources are important elements of a developmesidly macroeconomic framework.

As part of enhanced development assistance, anrtampassue is the role that debt relief has
played in enhancing fiscal space for LDCs — see »@x While debt relief in aggregate has
contributed to enhancing fiscal space, countryifige@xperiences suggest that there is
significant scope for improvement.

Box 2.2: The relationship between debt relief anddcal space in LDCs

According to the IMF’s African Department Directadhe fiscal space created by high levels of debéfrés
supporting poverty-reducing spending in LDQsitiatives such as the Heavily Indebted Poor Goes (HIPC) and
the Multilateral Debt Relief Initiative (MDRI) havgubstantially reduced the debt-to-GDP and deletxfmert ratios
of a significant subset of countries in the LDCgypimproving the overall sustainability of theielt and freeing
considerable amounts of resources that were prelyi@armarked for debt servicing (UNCTAD, 2010).

The trends indicate that the level of debt relmf EDCs spiked at a high level following tii&leneagles Summi
from 2005 to 2006, but swiftly came down in 2006tal debt service has steadily declined from ali¥@er cent
of total exports to less than 5 per cent in 2008weler, the progress does not mean that the dal# is no longer
relevant in LDCs. As of April 2010, 14 LDCs thaillstemain in debt distress or at high risk of delidtress were
not identified as HIPCs or had not reached the detigm point. Even in the best-case scenario cish fecovery
and a long-term growth path, LDCs and developingntides alike will face higher debt burdens as sulteof the
global economic crisis.

The relationship between debt relief and fiscalcspdiffers across LDCs. The fiscal space assessnfent
Mozambique and Malawi noted that debt relief unither HIPC initiative had expanded fiscal space dratety
allowed for a scaling up of public investments (UR2010). The MDG Report for Malawi noted that w4hper
cent of the country’s external debt stock cancelthd country’s annual debt service had been retltmwd)S$15
million, freeing up US$110 million for expenditurgspriority programmes. However, one country stualing the
MDG framework to critically examine fiscal polici@s Zambia, finds that they enjoy very little “poji space” and
when all calculations are carried out and attendantitionalities on policy-making are taken inmcaunt, HIPC
debt relief actually provides marginally less fisgpace, rather than more (Weeks and McKinley, 2006

L IMF Survey Magazind2007), interview with Abdoulaye Bio-Tchane, “Add’s Better Policies are
Paying Off".
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Monetary policy: Going beyond inflation targeting

In coping with inflation in LDCs, recent economiistory suggests that it is necessary to make a
distinction between the overall inflation rate @hd behaviour of food prices, given that there is
a close correlation between the latter and the dormsee figure 2.4. In particular, food prices —
which have risen again — have threatened to dpragress in the attainment of the MDGs,
exposed the paucity of social protection systents le@ve engendered social unrest. The latest
estimates are that the current increase in foodegrihas pushed over 40 million in the
developing world into a transient episode of povdiVorld Bank, 2011). The appropriate
response in this case is to undertake policy asti@ross a wide front that improves food
security. Using restrictive monetary policy to tansng food prices is unlikely to work in the
case of cost push inflation.

Figure 2.4: Co-movement of inflation and food priceéndex
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Source: World Development Indicators; World Bankdlank, 2010; US Energy Information Associatiord an
the Food and Agriculture Organization of the Uniiations. Aggregates and calculations compileduifiar.

When judged from a cost of borrowing perspectives by no means clear that the low inflation
environment of the 2000s has provided tangible fisnt® the private sector. The median real
lending rate in LDCs has risen between the 1998<2800s (figure 2.5). Furthermore, LDCs are
afflicted by rising interest rate spreads. Henceagor challenge for monetary policy in LDCs is
to find ways of reducing the cost of borrowing. §means taking account of the extent to which
lack of access to finance acts as a binding canstan growth. Private sector firms in
developing countries usually regard lack of actedmance as a major impediment to business
operations and their employment-creating poteriiaHence, central banks and financial
authorities have an obligation to enhance financielusion without forsaking their prudential
obligations and their role in safeguarding prica&bgity. Enhancing financial inclusion means:
(1) increasing access to finance for the privattaseespecially small and medium-sized firms;
(2) encouraging the development of well regulated efficient microfinance institutions (MFIs)
that can respond to the financing needs of poowvatrerable households who seek durable self-
employment.

" These estimates can be derived from online datiladle atwww.enterprisesurveys.org
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Figure 2.5: LDC Interest Rates by Regions
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Exchange rate and capital account management: Ajnfor competitive and stable real
exchange rates and coping with capital flows

In the sphere of exchange rate regimes and camtalunt management, the aim should be the
adoption of institutional arrangements that sustammpetitive and stable real exchange rates,
given the evidence that the real exchange ratetexerpowerful influence on structural
transformation (Rodrik, 2008). More specifically,saudy on South Africa using data for the
1970-2004 period shows that real exchange ratevaketion reduces growth and impedes
export diversification (Elbadawi et al., 2008). Bsx 2.3 shows, a similar effect applies in the
case of Malawi, where moving towards a competiéind stable real exchange rate regime is an
essential component of a pro-employment macroecanivamework.

In cases where unrestrained capital flow posesliaypchallenge, a more prudent approach to
capital account management might be justified &sdpens up policy space for initiatives that
create employment (Ostry et al., 2010). Forty pentcof African LDCs have significant
restrictions on the capital account (Berg, A. eR809) but for the remaining 60 per cent there is
little or no evidence that capital account liberation has necessarily provided them with the
capacity to boost growth (Cerra et al., 2009).

Box 2.3: The exchange rate regime and its implicains for growth and employment in Malawi

A study commissioned by the ILO shows that “macomeenic policy, particularly exchange rate policyatiers a
great deal” in affecting economic growth and empient creation. The study maintains that Malawi ha
“tradition of attempting to maintain a stable noaliexchange rate, i.e., fixing the value of the Khain terms of
US dollars ... The official purpose of maintainingtable exchange rate is primarily to reduce irgtatj with the
Government arguing that this anti-inflation dimemsiof exchange rate policy is worth preserving beeaexport
supply is not very responsive to the exchange it might be true in the short term, but it ige®the role that a
competitive real exchange rate plays in supporsimgctural transformation in the medium term. Thelg shows
that, given the higher inflation rate in Malawi aVe to its trading partners, attempting to mamta nominal
exchange rate leads to a real appreciation and iakhaces volatility. There is also evidence tha¢ treal
appreciation is associated with a sharp jump imipenetration from 4ger cent of GDP in 2007 to §%r cent of
GDP in 2008. The study urges policy-makers to racmgythat, with a competitive and predictable athange
rate regime, “firms would most likely have creatadre jobs, invested more and diversified more inaW#.

n

Source: Durevall and Mussa (2010), “Employment Da@sjic Analysis on Malawi”. A report prepared fdret
Government of Malawi Ministry of Labour; GenevaQ]_pp. 84-87.
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Chapter 3: Harnessing trade for growth, employmentand poverty reduction

Trade has the potential to contribute to growttpanticular if combined with incoming FDf.
Openness to trade can notably help LDCs to growodud highly concentrated production
structure because it provides LDCs with acces®to products and to new markets. Evidetice,
however, suggests that positive effects on growthdiversification are not automatic and have
not always materialized in the case of LDCs in néckecades. This leads to the question of what
governments can do to ensure that the potentialthreffects of trade are harnessed. A separate
and equally important question is what needs todree to ensure that eventual growth effects
translate into positive employment and poverty otidn effects.

Trade policy and trade performance in LDCs

Even though most LDCs significantly liberalizeditieade regime over the past decatithey
maintain on average slightly higher levels of fapgfotection than other countries. Average
unweighted most-favoured nation (MFN) tariffs afel8 per cent in LDCs as compared to 12
per cent for other low-income countries (LICs), @ cent for middle-income countries (MICs)
and 6 per cent for high-income countries (HICs).

Between 1996 and 2008the average ratio of exports to GDP has increéeed 25 to 33 per
cent for LDCs. Thus, LDCs have not been decoupiawh the global trend towards greater trade
integration. However, their average export-to-G##or remains significantly below that of
MICs (45 per cent) and HICs (62 per cent). There &lao been substantial dispersion among
LDCs’ trade performance, with some LDCs experiegorery fast export growth while others
fell behind.

One explanation for this relative lack of tradesgration, notwithstanding liberal trade policies,
is the continuing presence of barriers to traderotihan tariffs. Non-tariff barriers such as delays
at the border and transport costs continue to pagdficant obstacles to trade in LDCs, as
reflected in the World Bank’s Logistics Performaroelex, for which LDCs (index of 2.3)
continue to perform significantly worse than MI@s6) and HICs (3.5).

Characteristics of LDC trade and resulting effeate growth

Two statistical regularities are by now widely gutesl: the relationship between concentration
in production and GDP per capita is U-shaped amedstime U-shaped relationship holds for
export concentration and GDP per capitaAccordingly, export concentration would be
expected to go down and export diversification moréease as LDCs grow. Instead, the

12 5achs and Warner (1995), Wacziarg and Welch (20D8)ar (1992), Edwards (1998), Frankel and Rapett
(1999), and Warner (2003).
13 Wacziarg and Welch (2008).
14 This statement is based on an observation perinring 1995-2008. For 12 out of 15 LDCs with data
availability (World Development Indicators) for thageriod, most-favoured nation (MFN) tariffs avezdgpver the
period 2005-08 fell by 3.5 per cent when companeitié average MFN tariff ten years earlier, i.693:98.
5 Here, and in the following paragraphs, the yeddi&gather than 2009 is used as a reference periedalthe
significant abnormalities in global trade as a ltesiithe global economic crisis in 2009.
18 Imbs and Wacziarg (2003), Klinger and Ledermard@pas well as Cadot et al. (forthcoming).
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Herfindahl index for export concentration increassd0.03 for LDCs since the late 1990s,
reflecting an increase in export concentration 6no2it of 41 LDCs with data availability in a
period in which LDCs had on average a positive ghoperformance’

Figure 3.1 provides additional insights into thésrof export concentration in LDCs. It shows
that LDCs with a large share of mining productseaiperienced rapid export growth between
1996 and 2008. This is in line with the strong @age in world market demand for many mining
products during this period, which is often atttémito the rapid growth and resource-intensive
production in China and other emerging markets. AghbDCs with low mining exports, the
picture is much more diverse. Some also achievedrassive export growth based on
manufacturing (Bangladesh, Cambodia, Lesotho) ocalture (Ethiopia, Guinea-Bissau, Mali).
However, other non-mining exporters, such as Gaj¥epal and the Solomon Islands, fell
behind in terms of export growth. Consistent witlede patterns, the data reveal a significant
shift in the average export composition of LDCsrotlhes period. The average share of mining
exports increased from 17 to 31 per cent at theersg of agriculture, the share of which
declined from 46 to 33 per cent. The share of mastufing exports on average declined slightly
(1996: 38 per cent, 2008: 36 per cent).

Figure 3.1: Average annual export growth versus shra of mining in total exports
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It should be noted though that these relativelyamhetd average figures mask the fact that most
LDCs remain very strongly concentrated in one pob@wmoup. For instance, of the 46 countries
with data availability for this indicator, a shawé 70 per cent or higher is measured for seven
countries for agriculture, nine countries for mawifiring and 11 countries for mining. This is
also reflected in the Herfindahl index of exporbguct concentration, where LDCs on average

" The Herfindahl index of export product concentmatis defined on a 0 to 1 scale, where a value i@ptesents
complete concentration in just one product whilekie approaching 0 would mean complete diversifioaacross
products.
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score a value of 0.53, substantially higher thdreotICs (0.30), MICs (0.36) and HICs (0.29).
In addition, LDCs also show a higher average Iefetxport market concentration (0.41) than
other LICs (0.31), MICs (0.36) and HICs (0.32), mieg that they are more dependent on just a
few export markets than other countries. Both iattics are particularly high for small island
LDCs as reflected in table 3.1.

Table 3.1: Export concentration in LDCs

Export product Export market No. of products Trade relationship
concentration concentration exported Deathrate
2005-08 1995-99 | 2005-08 | 1995-99 2006 1996
Mean LDC: 0.5 0.5C 0.41 0.4¢ 237 152 0.47
Mean LDCs landlocked 0.48 0.53 0.38 0.55 242 152 47 0.
Mean LDCs small
Islanc 0.6¢ 0.61 0.47 0.6¢ 10t 53
Mean other Low
Income Countries 0.30 0.30 0.31 0.81 234 243 0.36
Mean Middle Income
Countries 0.36 0.31 0.3p 0.42 548 463 0130
Mean High Income
Countrie: 0.2¢ 0.2¢ 0.32 0.4C 744 707 0.1¢€
Author’s calculation
Data source: World Trade Indicatofs ~ World Trad#idators | based on mirror data] Brenton et al. (2011),
from COMTRADE

An interesting contrast with the Herfindahl indicesierges for the total number of products
exported (mean LDCs: 237). On this indicator, LDd&s not perform worse than other LICs

(234), with the notable exception of small islambreomy LDCs (105). The difference between
this measure and the Herfindahl index is that teefiridahl index weighs products (or markets)
by their share in the export portfolio. In otherrd®, it appears that LDCs do not export fewer
products to fewer markets than other LICs, but thatweights of individual products in the

overall export portfolio are distributed much lespially in the case of LDCs. The indicator in

the final column of table 3.1 presents a poteradlanation for this. This indicator is based on
Brenton, Saborowski and von Uexkill (2011) that suees the death-rate of bilateral export
relationships. This is a statistical measure of likelihood of a given trade relationship for a

particular product to a particular market to dissgopin a given year. It thus shows the ability of
a country to maintain and grow stable and lastirafe relationships. This measure is
extraordinarily bad for LDCs: 47 per cent of totlde relationships disappear within a given
year (36 per cent for other LICs, 30 per cent fd€CW)] 16 per cent for HICs). It thus appears that
while LDCs export a similar number of products teimilar number of markets as other LICs,

the problem for them is to maintain and grow therade relationships to a point where they
reach a significant size in the export portfolio.

In summary, LDCs have further liberalized theidgaegimes over the last decades, but a whole
host of competitiveness and supply-side restristiancluding high transport costs and other
non-tariff barriers, continue to pose significabstacles for exporting. LDCs have become more
export oriented and their exports have grown sultisily, in many cases based on mining
products. At the same time, export concentratiannfiany LDCs remains high and has even
increased on average, especially for small islaswh@mies. One reason for that appears to be
the fact that exporters often fail to establish gwdw lasting trade relationships. All this
indicates that LDCs may still not be well positidne harness the full growth potential of open
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trade regimes in the near future. Explicit effoidsaddress the diversification issue may be
required, also on the trade front.

Enhancing the employment effects of trade in LDCs

The structure of LDC exports is also likely to hare impact on the potential of trade to be a
driver of job creation in LDCs. Classical Hecksck#lin type thinking — focusing on
comparative advantage based on endowment with ptiodufactors — would predict an increase
in demand for unskilled labour in developing coig#ithat open up to trade. However, results in
this regard have often been disappointing oveptst decades, with many developing countries
— including LDCs — experiencing jobless growth. Qeason is that once endowment with
natural resources is taken into account, thesa afteninate LDCs’ comparative advantage and
resulting exports. However, direct job creatiomatural resource-based sectors is usually rather
low as argued in Chapter 1 and by UNCTAD (2010y, averall effects depend on how resource
revenues are managed.

Another reason why job creation effects of tradeeht@nded to be disappointing lies in the fact
that trade has tended to go hand in hand with tdolgical progress in the most recent wave of
globalization. While this is good news for overgllowth and productivity, the effects on
employment creation are ambiguous. On one handuptivity growth allows for the expansion
of exports, which leads to employment creation.t@nother hand, productivity growth implies
that the same amount of output is produced withefemroduction factors, which often means
less employment. While in most cases the formexcéifan be expected to dominate, the latter
will still diminish the impact of a given level growth on employment creation. Menezes-Filho
et al. (2007), in their analysis of the Braziliatpert sector even argue that the latter effect was
stronger than the former, leading to an overallatigg net employment effect in the export
sector. With ongoing technological progress andeasing trade openness, the challenges for
LDCs to ensure a positive labour market effect mfwgh are thus likely to increase. It will
notably be crucial to ensure that the positive dghoeffects in exporting sectors spill over into
the rest of the economy to allow for job creatibere.

LDC trade and poverty reduction: Spreading the bétsefrom trade

While in the past the assumption was that tradeldvaontribute to more equal income
distribution within developing countries, recentvel®pments in the empirical and theoretical
trade literature indicate that the opposite maythee case. The share of the benefits from
globalization going to workers may be lower tharthe past due to erosion in the bargaining
power of workers triggered by the combination dérnational competition and capital mobility
(lILS, 2008; Glyn, 2007). Among workers, benefitayralso be shared unequally. There are, for
instance, indications that skilled workers standyain more than unskilled workéfsand that
wage premiums will mainly materialize in exportingmpanies? These findings imply that as
they open up to trade and more generally to gledttin, LDCs are likely to face additional
challenges in terms of ensuring that the tradedadwgrowth contributes effectively to poverty
reduction.

18 Feenstra et al. (1997), Feenstra et al. (1999) Gximo (2009).
19 Bernard et al. (2007), and Mayer et al. (2007).
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Another challenge LDCs face when it comes to tlaeldrpoverty linkage, is to protect their
population against increased volatility that may lignd in hand with increased openness.
Haddad Saborowski and Lim (2010) find that traderomss increases growth volatility for
countries with low export diversification, but remhs it in countries with high levels of

diversification. Given high levels of export contation in LDCs and low income levels in

these countries, the vulnerability of the local plagion appears to be particularly high, as
evidenced in the 2008—09 criéfs.

With increasing openness to trade, LDCs are likelyace even more volatility in the future
unless they make significant progress in exporémivication. This makes it even more urgent
to cushion the effect on poor households througigaadte social safety nets.

Policy principles

LDCs as a group are rather heterogeneous and dleidsnto be taken into account in policy
design. Nevertheless, a number of general polimciples arise from the analysis above.

* A consensus is emerging in the development liteeathat free markets alone are
insufficient to accomplish economic diversificatiand that governments need to play an
important role in supporting the private sectorwdweer, in doing so, it is crucial to avoid
repeating the mistakes of past failed industrisitimapolicies and to learn from success
stories:

0 Supporting industries with a realistic view of auntry’s possibilities is perhaps
the most crucial determinant of failure or succé@sis. and Monga, 2010) propose
a framework where industries are selected by amgythe export patterns of
countries with similar endowments, but about twioe per-capita income.

o0 Quality upgrading within a given export sector, support for existing non-
traditional exports, including in agriculture aneingces, to access new markets
can also be promising (Brenton and Walkenhorst900

o Aid for Trade can play an important role to suppmnnove towards enhanced
export diversification.

0 Reducing trade costs — in terms of physical andckeatanfrastructure, man-made
barriers, etc. — is of particular importance for@H) and already a major field for
Aid for Trade.

e Education and the skills of the local workforce arentral for trade to lead to
employment creation and higher incomes of workeks.successful strategy for
maximizing the benefits of trade for LDCs shouldréfore put skills at the centre. This
means investing in education, vocational trainingd kfelong learning for workers.

2 See, for instance, the example of Liberia disaligsedansen and von Uexkiill (2010). See also Bjarkif2006),
who shows how rural households in Uganda reacteddecline in world market prices for coffee byitaktheir
children — and especially girls — out of school.
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o Woessmann (2010) emphasizes the importance of ehilyhood education for
enabling the future workforce to continuously atljies changes in the working
environment triggered by globalization and techgalal change.

0 Support to education and training policies thac#mally identify and target skill
needs for export growth and diversification presmtadditional and potentially
very rewarding field for Aid for Trad#.

* Given their current high level of export concentnaf LDC governments need to do
more to protect poor people against unforeseeahlecks from abroad through
strengthened social protection systems. In LDCsiabprotection systems can also play
a role in facilitating labour market adjustmenstauctural shocks to which modern, open
economies are continuously exposed (Bacchetta ansked, 2003). As a consequence,
initiatives like the UN Social Protection Floor tiative can play an important role in
strengthening the positive impacts of trade antalmation more generally.

» LDC governments may want to consider taking actioansure that gains from trade are
shared widely and effectively contribute to poverggduction. Redistributive policies
should be designed in a way that maintains incestfor employment and minimizes
moral hazard and the risk of long-term dependemcpublic transfers. Minimum wage
legislation has often proven to be an effective mse@ ensure that workers receive at
least a salary that allows them to maintain thamifies in decent living conditions. The
promotion of fair tripartite dialogue and publicvadacy for workers’ demands can also
help in this regard.

» Finally, while most of the policy discourse is omasures that LDCs can adopt in order
to perform within the global economy, the questiemains how the global economy
could be reformed in order to become more suppadi.DC development.

0 The first crucial point in this regard is marketess. While substantial progress
has been made through initiatives such as the EtVerything but Arms” and
the United States’ “African Growth and Opportunitgt” to reduce tariff barriers
to LDC exports, more can be done. This includesefarm of agricultural
subsidies in industrialized countries, reductionls non-tariff barriers and
technical support for compliance with standardswa#l as market access to
important emerging markets for LDCs.

0 Market volatility can be very harmful for both grdbwand social development in
LDCs. Measures at the global level to reduce conityodarket volatility would
be very helpful for LDCs to enhance the predictabdf export revenues as well
as import prices, including for food. Recent expece suggests that commodity
market volatility is on the rise, mainly due to rieased financial speculation
(World Bank, 2010), thus initiatives to regulatedk activities on a global level
would be highly desirable.

% The ILO has developed the Skills for Trade andrBooic Diversification (STED) methodology to provide
analysis and country-specific recommendationsimftald. For more information on STED, see:
http://www.ilo.org/employment/Whatwedo/Projectstigren/WCMS _151399/index.htm
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Chapter 4: What a country produces matters: Agricuture, industry and
services

A long history of neglect and stagnation of agri¢ute ...

By the turn of the millennium, per-capita produntiof cereals in Rwanda was a mere half of
what it had been 20 years earlier. This dismal ldgwveent was the combined effect of
population increase and a secular trend of slovaljinfy yields, which was only partly
compensated for by an increase of the cultivated.an a profoundly agrarian society, where
agriculture provides the main source of sustenamck employment for the vast majority, the
growth of per-capita food production captures clegngn productive employment, welfare as
well as overall economic development better tharstnother indicators. The story of Rwanda
was until recently one of long-term secular deveieptal regression.

The case of Rwanda is far from unique, but reflegtte well the picture in many LDCs, not
least in sub-Saharan Africa. The average ceredtlsyim LDCs are only half of the world
average, a gap that has remained constant overagiewo decad€d.The slow growth in food
production, combined with rapid population growtias resulted in an increasing food deficit.
Thus, the aggregate food import bill of the LDCsr@ased from US$9 billion in 2002 to US$24
billion in 2008% The development of agriculture was particularkyaid among the LDCs in sub-
Saharan Africa, where yields for main food cropsdhaincreased at all between 1960 and 2000,
while they fell substantially in per capita terniis development was in sharp contrast to the
picture in other parts of the world. Thus, whileeeage yields in sub-Saharan Africa were only
marginally lower than those in East Asia in 19692000 they were a mere quarter of those in
East Asia and 40 per cent of those obtained intSésia’* Meanwhile, population growth
continued unabated in sub-Saharan Africa, whited tapered off significantly in most of Asia.
By the turn of the millennium, it appeared that LECs in sub-Saharan Africa were caught in a
Malthusian trap and that they were losing the ratefood production versus population
growth® In 14 out of 22 LDCs for which data are availalpler-capita food production actually
fell between 1990 and 2065 Twelve of these countries were in sub-SahararcAfri

The development of agriculture displayed a difféfdemt somewhat mixed picture in the LDCs
outside sub-Saharan Africa. In all LDCs on conttaérAsia, value added in agriculture
increased at a faster pace than the rural popoldteween 1990 and 2065In Bangladesh,
Cambodia, the Lao People’s Democratic Republic Hegal, both yields and production of
cereals increased faster than the rural populaBamgladesh and Nepal stand out due to the
extremely high population pressure on land. Thistrasts with Cambodia and the Lao People’s
Democratic Republic where the population-to-lantdoraemained comparatively favourable.

% The Least Developed Countries Report, 2@10,5.
2 The Least Developed Countries Report, 2Q106.
2 World Development Report, 20G815.
% The same was true for Haiti.
% Burundi, Democratic Republic of the Congo, Eritretiti, Madagascar, Mali, Rwanda, Senegal, Siegane,
United Republic of Tanzania, Togo, Uganda, Yemesh Zambia \World Development Report, 200&. 320-327).
Data are not available for all countries.
2" World Bank Report, 200®p. 320-327. Data were not available for Bhutae llyanmar.
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The increase in per-capita food production in renaas was primarily a result of growth of
production, but also due to a slowdown of the glowt the rural population. The most

impressive growth of production was registered iamBodia and in the Lao People’s

Democratic Republic, in both cases starting fromv lgeld levels, while the performance of

agriculture in Nepal was lacklustre. The developnoéragriculture in Bangladesh has also been
very encouraging. By 2005, average yields were drigh Bangladesh than in any other LDC
and the danger of falling into a Malthusian trapmeed to have been averted. Haiti, the only
LDC in Latin America, suffered a decline in agricwll production between 1990 and 2005,
primarily due to a fall in yields. Combined withgdation growth, this development goes a long
way to explain the impoverishment of rural Haiti.

Most of the small island states have a long histislow-growing or stagnant agricultural

sectors. The prospects for agricultural developmerthe atoll-based countries (Kiribati, the

Maldives, Tuvalu) are severely constrained by rmatun Melanesia (notably the Solomon

Islands and Vanuatu) a continuation of subsistdérased slash and burn cultivation in the
context of rapid population growth has resultedunsustainable land use and competition for
land. Elsewhere, such as in Kiribati, Samoa andalvremittances from family members

working abroad often provide a valuable complentemheagre incomes from agriculture.

Agriculture®® provides the main source of employment and inctonapproximately two-thirds
of the labour force in the LDCs in sub-Saharan &sfrand for a slightly lower share in most of
the LDCs in Asi&” An even larger share of the working poor is foimthis sector. Increasing
productivity and returns to labour in agricultusetihe key to increasing productive employment
and decent work and progress towards the MDG ltBeast in the short and medium term.
There is a lack of comprehensive region-wide dataeturns to labour in agriculture. However,
the growth of production and of yields of cereastcagainst the growth of the rural population
provides a reasonable proxy for the developmentabbur productivity and incomes in
agriculture. Between 1990 and 2005, the growthieldg of cereals was slower than the rural
population growth in 18 out of 28 LD&<or which data are available. All but two of these
countries were in sub-Saharan Africa. In nine LD@swhich data are available, the growth in
production of cereals fell short of the rural pagign growth® As a result of this dismal
development, average output per worker in agricelfar the LDCs in 2008 is estimated to have
been below US$30%.The slow progress towards the halving of incomeepy among the
LDCs is closely linked to the slow progress in r@dg the deficit of productive employment
and decent work, which in its turn can primarily éelained by the slow growth and in many
instances even decline of labour productivity atdms to labour in agriculture.

2 ncluding fishing, hunting and forestry.
% The agricultural sector accounts for approximatedyf of the labour force in Bangladesh and Caméotivo-
thirds of the labour force in Nepal and more thaurffifths in the Lao People’s Democratic Republic.
%0 Benin, Burkina Faso, Burundi, Central African Rklisi Chad, Democratic Republic of the Congo, [Estr
Ethiopia, Haiti, Mali, Niger, Rwanda, Senegal, &ekeone, United Republic of Tanzania, Uganda, Yermed
Zambia.
31 Burundi, Democratic Republic of the Congo, Eritreiaiti, Madagascar, Senegal, Sierra Leone, Uriepublic
of Tanzania, Yemen and Zambia. Excluding the siskdhd states.
%2 The Least Developed Countries Report, 2QLa5. At 2000 constant prices.
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The generally bleak picture of the developmentgricallture in the LDCs in sub-Saharan Africa
and the more positive, though mixed, performancheLDCs in Asia can be attributed to a
range of factors. Some external factors that aélermsffected the development of agriculture
were common to more or less all LDCs.

World market prices for most food crops remainezbisant at low levels for several
decades, resulting in a gradual deterioration eftéhms of trade for agriculture.

Trade liberalization exposed domestic agriculturdyfto international competition. In
many instances trade liberalization was undertata@idly with scant attention paid to
the dislocational impact that this had on domegtieduction and to the inevitably
gradual nature of structural change. The result imasany instances Schumpetarian
destruction without any accompanying creation. lkemrnore, the world market for food
products is far from a level playing field. Massistebsidies to the agricultural sector in
developed countries provide the agricultural predsian these countries with an unfair
competitive advantage that agricultural producaer&DCs could not match, nor defend
themselves against.

Donor support to agricultural development also wdaas the focus shifted to the social
sectors and to investments in human resourcessabdequently, to governance issues.
The share of total ODA that was channelled to afjtical development fell sharply in
the 1980s and 1990s, from 16 per cent in 198049® tlean 4 per cent in 2005, while in
absolute nominal terms it declined by 50 per ceer the same periot.

A range of additional factors served to createi@adrly inimical conditions for agriculture
in the LDCs in sub-Saharan Africa.

During the period of structural adjustment prograamhich swept through sub-Saharan
Africa in the 1980s and 1990s, the publicly fundeshd at times publicly run,
infrastructure for rural and agricultural developmeas largely dismantled to give way
for market-based solutions. Not only subsidy sclenmit also government-funded
extension services and interventions to facilitai@rket access, were closed down. In
retrospect, it is clear that in most instancesmtaeket failed to step in where the State
stepped out. The result was a reversal of eargrds towards increased intensification
of agriculture and production for the market andredreat into low-productivity
subsistence farming, often combined with a divaraiion of household income
strategies under duress as agriculture no longécexdl as a source of sustenance and
income.

This period was also characterized by a stagnaiiodecline in investments in rural
physical infrastructure. In most countries, heagpteservicing burdens and a diminished
fiscal revenue badéreduced the fiscal space considerably, but there also a shift in
focus away from the productive sectors in genexadl agriculture in particular, towards
social sector expenditure.

The ability of domestic agricultural producers wmpete with foreign imports has in
many countries been further undermined by upwaessure on the exchange rate. In

33 World Development Report, 2008 41. Figures refer to all ODA, not just to LDCs
34 Not least through the reduction of import dutiehjch had been a major source of income in manyirms.
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many LDCs, revenues from export of minerals andinaatresources and/or inflow of
ODA have resulted in an upward pressure on theamgdhrate. It would appear that such
appreciations have in many instances also been osgigop and/or induced by
macroeconomic policies. According to the IMF, alitla few countries in sub-Saharan
Africa registered real appreciation of their exajmnate in the years 2004-%0.

» High costs of transport and poorly functioning neskresult in large discrepancies
between farm-gate prices and urban retail prices fadd products and make
diversification into high value but perishable pwots, such as fruit and vegetables,
difficult.

In Asia, Bangladesh in particular benefitted frdra Green Revolution. The combination of new
high-yielding varieties of rice, a further develogmbh of irrigation providing secure and
predictable access to water, and an increasedcafiph of fertilizers and other soil-enriching
and yield-enhancing inputs resulted in a signifidanrease in the returns to land and permitted
increased use of labour without diminishing returfikis development, which started in East
Asia already in the 1970s, had by the second liaHep1980s spread to much of South-East and
South Asia and continued to positively influencei@dtural development in Bangladesh in the
1990s*® By contrast, the Green Revolution appears to angely bypassed the other LDCs in
Asia.

... coupled with a failure to develop manufacturing

Parallel to the dismal development of agriculturaswwith a few exceptions, a similarly
lacklustre development of the manufacturing seatdrich until recently remained stagnant at a
very low level of development in most LDCs. In ofibwr LDCs did manufacturing account for
more than 15 per cent of GDP by 2G6@nd at least 30 out of the 49 LDCs did not exckd
per cent of GDP. Indeed, in more than half of ti&Ck, the share of manufacturing in GDP
actually fell over the past 20 yedfs.

In some instances, poor governance and enforceofighe rule of law, sometimes regressing
into violent conflict, provide a ready explanatitor an absence of productive transformation
and economic development. However, even when taesers are controlled for, the picture of
an undeveloped and stagnant manufacturing seatwaims. Table 4.1 provides information on
the growth of value added in manufacturing and8hare in total GDP for LDCs that fulfilled
the twin criteria of not having suffered any vidi@onflict in the past ten years and having had
an average Country Policy and Institutional AssesgniICPIA) score of 3.4 or more in the past
four years. In only two (Bangladesh and Lesothd) afuthe 17 countries that met these two
criteria did manufacturing account for more tharnp&b cent of total added value produced in the
economy in 2009, while in half of them this contition was less than 10 per cent. In a majority
of the countries (nine out of 17), the share of ufacturing in GDP had actually shrunk since
1990.

35 |MF (2008), pp. 11-12, IMF (2010), p.9.
% See for instance Ishikawa, Yamada and Hiroshir@8Z), and Gooneratne (1982).
37 Bangladesh, Cambodia, Equatorial Guinea and Madaga
3 See appendix table Al.
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Table 4.1: Economic growth and share of manufacturig in GDP in LDCs (fulfilling the criteria of
no violent conflict in past ten years and an averag CPIA score of 3.4 or above in the past four
years

% share of ttal value added (GD Avg. Annual growth (%
198( 199( 200( 200¢ 198(-94 199:-04 2005-0¢
Banglades 15 13.1 15.4 17.€ 3.7 6 8.4
Benir 6.2 7.4 8.€ 7.8 6.4 4.8 1.7
Bhutar 3.2 6.5 7.8 8.2 14.2 5.€ 12
Burkina Fas 13.F 13.t 11.€ 13.2 2 8.3 3.1
Ethiopiz 4.8 5.C 4.5 3.t 9.8
Lesothc 4.8 8.8 12.€ 20.1 10.1 12.€ 4.6
Madagascs 17.¢ 13.7 13.€ 14.Z -1.3 34 3
Malawi 9.¢ 11.¢ 9.2 11.2 2.8 -0.1 15.4
Maldives 7.5 8.8 7.7 6.€ 12.£ 7.8 4.4
Mali 7.1 8.€ 10.€ 6.2 8.t 3.8 -6.4
Mozambiqu: 12.€ 9 11.€ 13.€ -3.8 18.5 4.2
Rwand: 8. 9.7 6. 6.7 -4.1 7.4 5.6
Samo:i 18.2 18.2 15.2 10 0.2 3.€ -9.8
Senege 13.€ 16.5 15.7 13.2 3.2 3.t 0.2
Ugand: 5.t 4.€ 7.2 7.1 5 8.8 6.7
Tanzanii 11.€ 8 8.2 9.5 0 6.€ 9.5
Zambic 7.€ 11 11.1 10 2.7 4.5 3.2

Source: http://unstats.un.org/unsd/snaama

The dismal development of agriculture and the weasnufacturing base are strongly
interlinked. Intensification and increased markeéatation of agriculture, which agine qua
nonfor a dynamic and sustainable development ofgetor, depend crucially on secure access
to inputs and to markets for the output. The martufeang sector can create these much-needed
upstream and downstream linkages to agriculturels tfacilitating the development of
agriculture as well as enhancing the impact of tl@gelopment on growth and employment in
the economy as a whole. A dynamic development otature, on the other hand, provides an
indispensable source of broad-based domestic dethahdends to be crucial to sustain growth
and economic diversification, not least in the yathases of economic development. A more
efficient agricultural sector and stronger rurdbam economic links would also serve the
purpose of reducing food prices and the cost ahdivin urban areas. As food consumption
accounts for more than half of total household edgares among the urban poor, lower food
prices would reduce urban poverty at the same tamethey would serve to improve
competitiveness in the non-agricultural sectors.

The results of the twin failures of agriculture asfdmanufacturing are readily seen in many
LDCs in sub-Saharan countries as well as elsewleerg, in Haiti. Stagnating agricultural
production combined with population pressure ordlaesults in declining productivity and
returns to labour in agriculture and in accelegatand fragmentation and, more often than not,
depletion of soil nutrients and other forms of @omimental degradation. This vicious circle
pushes people out of agriculture in search of mdtiere sources of employment and income.
Push factors rather than pull factors fuel urbaira while informal sector services provide a
source of employment of last resort. Rural povdrgcomes urban poverty, and a quasi-
diversification of the economy appears as a resutiesperate survival strategies rather than
exploitation of economic opportunities and compaeatdvantages. The result, in the form of
unrelenting growth of urban ghettos, expanding rimfal economies and increasing divides
between the formal and informal urban economy,lEmwitnessed in many cities in the LDCs.
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In some LDCs, labour migration abroad has providettlief from this vicious circle. The
concept of MIRAB economies was coined some 30 yagosto characterize many of the small
island countries in the South Pacific, the econsnuie which were seen to be based on and
driven by migration, remittances, aid and bureamcra Here, labour migration abroad has
served to detach domestic consumption from prodaocind has permitted the perpetuation of a
subsistence-oriented mode of agricultural productiod a lack of development of tradables as
increasing consumption aspirations and need fdn sasomes have been met by an increasing
inflow of remittances from migrant worket8Elsewhere, too, labour migration has provided a
safety valve to an unsustainably slow progresomestic economic development. For instance,
Nepal has emerged as a major source country faiseas migration. It is estimated that some
1.3 million Nepalese currently work abroad and that aggregate amount of money they remit
home has reached the equivalent of 23 per cent@®.GAImost a quarter of all Nepalese
households receive remittances from family membenking abroad and much, if not most, of
the redﬂction in income poverty in Nepal in recgaars can be attributed to this source of
income?.

However, while export of labour may provide a fiiie in the short term, it hardly provides a
sustainable solution to the challenge of achieyarmductive employment and decent work for
all. Indeed, on balance, it may even make a progudransformation and a sustainable
development of the domestic economies more diffi¢titends to reduce the competitiveness of
the domestic economy through an upward pressutbeexchange rate as well as on domestic
wages at the same time as the pressure to undentglessary structural reforms is reduced as
economic activities and productive employment bez®pngeographically detached from
consumption. It results in a loss of human res@iesel can result in a migration culture where
people increasingly look abroad rather than at héonehe solution to their aspiration for a
better life, thus hampering entrepreneurship.

A bleak past need not imply a bleak future

Conditions for sustained high rates of economiomfnoseem better today than they have been
for decades. Indeed, the high rates of growth énpiriod leading up to the financial and global
crisis, averaging 7.4 per cent for the region agale between 2003 and 20%7s evidence of a
break with the past prolonged period of stagnatibhe past growth and present growth
optimism reflect significant improvements in a nentof key areas that underpin economic
development.

» Past investments in human resources are beginoingeld results. Net enrolment in
primary education has increased significantly, least in the sub-Saharan LDCs. While
enrolment rates in secondary education are stigitey far behind those in primary
education, many countries have achieved significamprovements in access to
secondary education in the past decade. Indeekf out of 35 countries for which data

39 Bertram and Watters (1985), pp. 497-519; BertrachWatters (1986), pp. 47-59; Watters (1984). $s@ Ward
and Proctor (eds, 1982).
“%1n most of these countries, the picture has chatitiEe since the MIRAB label was coined.
! Khare and Slany (2011).
*2The Least Developed Countries Report, 2(P1IL0: 4).
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are available, gross enrolment in secondary edutatcreased by 15 percentage points
or more between 2000 and 200%s a result, the young generation now entering the
labour market is much better equipped than prevgmrerations to take up productive
employment.

« Fertility has fallen quite sharply in the past talecades in most LDC8.As birth rates
fall in the wake of falling fertility, the dependanratio is expected to improve in the
coming years, while the population in the econoltycactive age groups will continue
to increase at a very rapid pace for at least adkecProvided that the large number of
new entrants into the labour force can be prodaltiemployed, this opens a window of
opportunity, as falling intra-household dependeratios will increase per-capita income
and the economic space for saving and investmeéntseasame time as pressure for
increased public expenditure on education may eradigitbegin to declin&

* The rule of law and the quality of governance magroved among the LDCs, with a few
exceptions. The number of LDCs involved in violennhflicts has declined to a handful
and changes in political power based on democedgictions have become a rule rather
than an exception.

» The vast majority of the countries in the regionnoyv have a well-established record of
macroeconomic stability. The levels of externaltdéimough rising, are also much below
what they were a decade ago.

» Access to anti-retroviral therapy (ART) among thaséfering from AIDS is rapidly
increasing at the same time as the numbers of nedgted with HIV is levelling off
and falling in most countries in most LDCs, notalohythe worst-affected LDCs in
southern Africa.

A number of factors augur well for agricultural grarth

First and foremost of these is no doubt the lowellef production at present. Yields of food
crops in LDCs are with a few exceptions far beldwose achieved in more developed
countries!® In most LDCs in sub-Saharan Africa, yields stitivered around 1,000 kg/ha in
2003-05. While climatic and other natural condisiodo matter, they do not explain the
comparatively lower yields among LDCs in sub-Sahakdrica. Agricultural research and
experimental farms have time and again and in cgwiter country confirmed that actual yields
are far below the potential.The very low use of cash inputs in agriculturdities to the low

“3 Bhutan, Cambodia, Comoros, Djibouti, Ethiopia, 1@, Guinea-Bissau, Lesotho, Maldives, Mali, Moz,
Myanmar, Senegal, Solomon Islands, Timor-Leste @adhbia (World Development Indicators, 2010: see
http://www.worldbank.ory

“4While most countries have seen a fall in fertjlityere are large differences in the current le¥dertility, which
ranges from over 6 in Chad, Mali and Uganda, ts kesn 3 in Bangladesh and some of the LDCs inSitngth
Pacific.

> This does not apply to some of the LDCs in thetB®acific, notably Kiribati, Samoa and Tuvalu, ahihave
already passed through this phase of the demograjainisition.

“®1n only one LDC in sub-Saharan Africa (Madagasdau four in Asia (Bangladesh, Cambodia, the Laogte’s
Democratic Republic and Nepal) did average yielidfod crops exceed 2,000 kg/ha in 2003—-05, asnagdior
instance, over 5,000 kg/ha in China and 4,300 kiyhadonesia.

" For example, in Rwanda average yields of mainin2000-05 were estimated to be a mere 25-35qerof
the potential (Ronnas, Backéus and Scheja, 200)0:SA@ilar discrepancies have been estimated foaMaand
Uganda.
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intensity of cultivation. By 2002, a mere 3 per ttefhthe arable land in sub-Saharan Africa was
under irrigation, improved seeds were used on ateuaf the land and fertilizer application had
reached a mere 13 kg of nutrients per hectare, atedpo 98 kg/ha in South Asia and 190 kg/ha
in East Asid’® The very low level of cash inputs in agricultureggests that even fairly modest
investments in an intensification of production mégid high returns and that there is a large
scope for increasing production through policiese at creating a more enabling environment
for farmers.

Indeed, in an increasing number of countries inréggon, a renewed policy focus on agriculture
and policy interventions aimed at creating a mar@béng environment and better incentives for
farmers to move towards a more intensive and mamiented mode of operation are yielding
very encouraging results indeed.

In Rwanda, an ambitious programme of modernizadiot intensification of agriculture and for
reversing environmental degradation has had quéetacular initial results. The programme
includes a series of actions to intensify and dgvesustainable production systems in
agriculture, to improve the technical and orgamiret! capacity among farmers, and to promote
market access, commodity chains and agro-busffi@s® response among the predominantly
smallholder population has been instantaneous.pfl iacrease in the use of cash inputs, such
as fertilizers and improved seeds, has resultedsaries of bumper harvests and to a growth of
value added in agriculture by 6.5 per cent in 2808 7.6 per cent in 2009.

In Malawi, which has a long and unfortunate histady recurrent crop failures and food
shortages, a highly controversial programme ofliset subsidies has resulted in a significant
boost in the production of maize, the main stafgethe point where the country has become a
net exporter’ Agricultural growth has boosted incomes from ergpient in agriculture in
Malawi and has led to an estimated decline in theegy incidence from 52 to 40 per cent in the
past five years!

In Ethiopia, a strengthened policy focus on agtimel and rural development accompanied with
a significant increase of public expenditure insthareas has resulted in sustained high rates of
agricultural growth, reaching over 10 per cent year since 2005’ Other LDCs in the region
where pro-agriculture policies have resulted inndigant per-capita increase in agricultural
production in recent years include Angola, MalaMali, Mozambique, Sudan and Togo.
Indeed, between 2005 and 2009, value added inudigrie increased by more than 4 per cent per
year in 20 of the LDCs in sub-Saharan Africa (sppeadix table A8). While conditions can
vary greatly from country to country and it is welly that there can be one salient formula, the
experiences of the increasing number of agricultsmacess stories in the region deserve to be
studied, not only as a source of inspiration bsb alith a view to distil generic conclusions and
lessons.

“8 World Development Report, 2008 52. In most countries, fertilizer use per heetof arable land did not reach
10 kg.
9 EDPRS (2007).
*0 Durevall and Mussa (2010).
*! Durevall and Mussa (2010).
%2 For details on the policies and the strategy,PA&8DEP (2006).
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Among the LDCs in Asia, intensification of agriauk has generally progressed much further
than among the LDCs in sub-Saharan Africa. Thmaisicularly the case in Bangladesh, but also
in the lowlands of the Lao People’s Democratic Réipuwhere rice yields exceed 3,000 kg per
hectare. In both Bangladesh and the Lao People’sndoeatic Republic, agricultural
development has contributed significantly to a mtn in income poverty and has also served
as a growth engine for SMEs and rural industries.

There is a need for a shift in focus from triggemgnto sustaining growth through a productive
transformation

As agricultural growth is taking off in an increaginumber of countries in the region, the policy
focus will need to shift from triggering agriculadrdevelopment to sustaining it. This is likely to
involve a whole range of challenges. There can delneprint for the road ahead as each
country will need to chart its own course. Howewame salient issues that will need to be taken
into consideration can nevertheless be identified.

Policies will need to recognize that in most coi@stithe agricultural population has for quite
some time been caught in a poverty trap, wheresasing population pressure combined with
stagnant levels of production have resulted in retag or falling farm incomes. The less
fortunate have been pushed downwards in a viciwake aintil they reach a point where work on
the farm is no longer sufficient to make ends naet they have to resort to distress migration
into the lowest end of the non-farm sectors. Onlgniaority have managed to escape from
poverty by acquiring more land and/or by findingame to intensify farming. This vicious circle
needs to be broken. To this end, sustained econgmowth will require a productive
transformation based on two pillars: intensificatiof agriculture with a focus on smallholder
farmers, and a broad-based and rapid developmetiteohon-farm sectors, with a particular
focus on manufacturing. Continued high rates ofoleibforce growth and the still-limited
capacity of the non-farm sectors to generate prbdeiemployment, even if high rates of growth
are achieved, imply that the agricultural sectdt @ontinue to absorb more labour in the short
and medium term, at the same time as incomes aptbgment conditions for the vast number
of working poor in this sector need to be improv€dmprehensive and forceful policies are
needed to break the vicious circle in agriculturack of secure market access and predictable
and sufficiently attractive prices, the risks abgrfailure inherent in weather-dependent rain-fed
agriculture and the inability to assume calculaiskls due to lack of economic margins, are all
binding constraints that need to be addressed k& maossible for farm households to make the
cash investments necessary to intensify produdimh increase the returns from farming. In
most LDCs, a productive transformation needs te tekstarting point in agriculture.

Sustaining inclusive, job-rich growth requires a ngprehensive approach

Parallel to an intensification of agriculture, axtrease in productive non-farm employment, in
the form of wage and salary employment or succésefo-farm entrepreneurship, must be a
core component in development strategies. The aon-Eectors of the economy will gradually
need to assume an ever larger role as the maigesofiproductive employment. To this end, a
successful economic diversification is needed. fEloe that most poor people live in rural areas
and derive their living from agriculture does natcassarily imply that policies aimed at
agricultural intensification will be particularlyrg@-poor. Access to land will largely determine
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the benefits to individual households from such iatensification. In many LDCs, land
distribution is today highly unequal, with largeldiags coexisting with large numbers of
landless or near-landless agricultural househdlids. least for the young growing up in these
impoverished rural households, access to producime-farm employment opportunities is
likely to offer the only viable road out of poverty

Such a two-pronged growth strategy can providebiss for sustainable and rapid job-rich
growth. At the same time as successful agricultum@nsification depends on development of
upstream and downstream linkages and the develdpmoErsupporting non-agricultural
economic activities, an improvement of agricultupmbduction and incomes resulting from
intensification would, through increased local detharelease growth constraints on the non-
agricultural sectors, resulting in enhanced nomfamployment and income opportunities,
which in their turn would create more attractivet epportunities for labour from agriculture,
leading to higher incomes for those remaining @nftéiim. A virtuous circle, based on pull rather
than push factors, shifting labour out of agrictdtucould result, as evidence from elsewhere
clearly shows. In order to be sustainable and gefitly forceful, such a development needs to
be supplemented by a broad-based — branch-wiseslh@svgeographically — industrialization,
aimed at creating a strong and competitive manufeg base.

There is increasing evidence that some LDCs, nhtianAsia, but also in sub-Saharan Africa,
have embarked on such a development. In Ethiop&,most populous LDC in sub-Saharan
Africa, value added in manufacturing has been emireg by 10 per cent per year since 2005, in
tandem with an equally rapid growth in agricultuAdmost equally high or higher rates of
manufacturing growth were registered in Malawi, Mgnia and the United Republic of
Tanzania. In all of these cases, growth in manufagy took place alongside agricultural
growth. Two other high performers were Rwanda amgnda® Indeed, a closer look at the
branch structure of manufacturing in some of theemé fast-growing countries shows that food
and beverages account for up to three-fourthsehtanufacturing value added, suggesting that
development of agriculture and of manufacturingifee, and into, each other. However, there
are exceptions to this rule. In Ethiopia, which laa$ong history of import substitution, the
manufacturing sector is much more diverse.

With the exception of Nepal, the LDCs in continérigia have achieved high growth since
2005, based on continued growth in agriculture adl \as economic diversification and
increasingly high rates of growth in manufacturi@@mbodia stands out as the clearest case of
export-led manufacturing growth, entirely dominabgdtextiles. Export has played an important
role for manufacturing development in Bangladestvel§ but in Bangladesh the manufacturing
sector clearly also feeds on the large and growdogestic market and, as a result, the
manufacturing base is quite diversified.

The very rapid developments in the field of infotroa and communications technology (ICT)
have removed a large number of technical barreetsatle in services, a process that seems set to
continue. Global trade in services is increasingdigt and a global market for many, though not
all, types of services is in the making. Many LD@suld prima facie appear to have a

3 In addition, a number of resource-rich countriegistered rapid growth of manufacturing, notablygéia,
Equatorial Guinea, and Sudan.
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comparative advantage in the production of tradablwices. Unlike manufactured goods and
commodities, impersonal services are not affectgdhigh transport costs resulting from
remoteness from main markets and poor transpadstrficture. They also tend to require less
capital investment, be less subject to economiescafe and to be skill- rather than capital-
intensive.

Indeed, there are a few success stories in theddreadable services. Among the small island
LDCs, the Maldives stand out as star performerg WMaldives offer a good example of how
lack of economies of scale and “the tyranny ofatise” need not be binding constraints on
growth, and that competitiveness and growth dribgriradables need not necessarily involve
manufacturing, but may be based on services -eicdlse of the Maldives, for example, tourism.
Cape Verde, which recently graduated out of the LéxBegory, also successfully developed
tourism as a source of productive employment armvtyr. Tourism is also emerging as an
increasingly important sector in a number of “coatital” LDCs in both Asia and sub-Saharan
Africa. Gambia has for some time been a well-dgyedbtourism sector. Cambodia, Rwanda, the
United Republic of Tanzania and Uganda are examplesDCs where “niche” tourism is
gaining momentum. In Rwanda, IT-based servicestategically being developed as a future
cornerstone of the economy. Some LDCs, notably "Wanuhave tried to specialize in global
financial services. However, with minor exceptioti;ge LDCs have yet to tap into and exploit
the rapidly developing potential resulting frombb&sed outsourcing of back-office services.

Domestically, the development of a wide range alises — trade, repair shops, financial

services, etc. — are part and parcel of a prodeictransformation based on agricultural

intensification and economic diversification. Theged to grow hand in hand with an increased
market-orientation and intensification of agricuétland development of manufacturing, feeding
on as well as into the development of these sectors

The road forward towards successful productive tsdormation and sustained inclusive job-
rich growth

The past half century of development under diffe@gvelopment regimes has taught us that
sustainable economic development that is both smtuand job-rich needs to be accompanied,
indeed driven, by a continued productive transfaioma Well functioning and efficient markets
are indispensable for efficient resource allocataomd are a necessary, but not sufficient,
condition for a level playing field for all econommactors. However, efficient markets are not by
themselves enough to ensure economic developmehtparductive transformation, nor are
openness to the outside world and integration e dlobal economy. Indeed, evidence from
most LDCs suggests that neither do efficient markd¢velop by themselves. When ILO
constituents are asked to identify main constraiats the development of productive
employment, poorly functioning markets are regyl&dught up as a main obstacle. Achieving a
well-integrated domestic economy, with strong irgectoral as well as interregional and rural-
urban linkages, is indispensible for enabling paithe transformation and putting the LDCs on
a path of sustainable job-rich growth. This willjué&e an active developmental role of the State:
it requires policies and interventions that activigdster the development of efficient markets,
but also steps in with compensating measures winar&ets do not function well. It requires
adequate provision of public goods and forcefuligied to ensure development with equity. It
requires a common vision of the future, develogedugh social dialogue, and a State that is
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equipped with the capacity, the mandate and thks tmoimplement well-designed strategies,

including industrial strategies, to this end. Alsput at a recent high-level conference of
ministers of economy and finance in Malawi, genegaproductive employment and decent

work for all “... reinforces the call for a ‘Devedmental State’ that goes beyond ‘the Capable
State’ by setting a long-term development visiomt tiprovides an anchor for economic

transformation and poverty reduction through sgiatpublic investment and other development
policy measures™

Indeed, the increasing number of emerging sucdeses of LDCs, not only in Asia, but also in
sub-Saharan Africa, who are beginning to break @lutthe vicious circle of agricultural
stagnation and near-absence of manufacturing, alh@drks of such successful policies; of the
fact that LDCs in sub-Saharan Africa and elsewla@esaddressing the challenges of making a
decisive break with the economic stagnation andraito generate productive employment and
decent work. Radical changes in overall developnpailbsophies and strategies — away from
the dogma of prescribing one-size-fits-all libexation, privatization and macroeconomic
stability as more or less successful prerequisdegconomic development to assigning a much
more active developmental role to the State —ratbase countries yielding impressive and rapid
returns.

The implications of climate change on the agricultre sector in LDCs

Approximately 3.4 billion people — slightly undealhof the world’s population — live in rural
areas. Developing countries constitute 97 per oétitat population. When these variables are
crossed with poverty indicators, it turns out thhout 75 per cent of the world’s poor reside in
rural areas. Further, the incidence and severifpyookrty in these areas are greater than in urban
areas in most developing countries.

While a strong relationship links developing coiggwith rural population and poverty, there is
evidence that rural poor will also feel most stignipe impact of climate change. This more
pronounced vulnerability to environmental stresevisng to their heavy dependence on natural
capital such as soil, forests and fish stocks, esabystem services for their livelihoods and for
their work in agriculture, forestry and fishing. &Bectors on which the poor tend to depend are
those most affected by climate change. At the sime, poor countries, communities and
persons are least able to adapt to climate chamgieealuce the immediate negative impacts on
their lives. In particular, sub-Saharan Africa, mawoor island states and other food-insecure
countries are mostly at risk from the effects ahelte change.

At the regional level, the IPCT Fourth Assessment Repoprovides evidence of the
implications of climate change on LDCs. The repmtes that sub-Saharan Africa — where food
typically makes up more than 60 per cent of thesaamption basket — is especially vulnerable to
climate change, with agricultural yields expectedalil by up to 50 per cent in some countries
and between 75 and 250 million people exposeddeased water stress by 2020 compared to
1990 levels.

> AU/ECA Conference (2010).
% Intergovernmental Panel on Climate Change (2007).
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At the country level, several cases expose thenpiateimplications of climate change on
LDCs?>®

* In Cambodia, the impacts of climate change, inclgdncreased frequency and severity
of floods, dry spells and drought events on agtizel particularly on rice cultivation,
are predicted to adversely affect food productioa od security in rural areas.

* In Samoa, climate change impacts, particularlyteeldo failing crops in conditions of
increasing average temperatures and rising grouedwalinity levels, are expected to
adversely impact agriculture and food security.

* In the United Republic of Tanzania, the Pangarerrtvasin is of major importance to the
country in terms of hydro-power production, irrigdtagriculture, livestock, fisheries,
etc., but water demand is rapidly rising while wdtews are in decline, largely due to
changing climatic patterns including a decreaseainfall and increase in temperature
and evapo-transpiration.

* In Uganda, one of the potential effects of climatange on the poor is that a 2 degrees
centigrade increase in temperature would rendetnadidJganda unsuitable for coffee
cultivation, which is a major export product anddely credited with being the primary
driving force behind Uganda’s success in reducioggepty in the 1990s (IPCC, 2007).

These tendencies may be exacerbated by the facpdharty is associated with unsustainable
practices and damage to the environment. Povertyresult in environmental consequences if
crop production is based upon unsustainable laedwbich in turn results in the depletion of

soil nutrients and cultivation of unsuitable, maajiland that can lead to soil erosion and the
reduction of natural habitats (UNEP, 2011).

Thus, climate change puts major pressures on theudgral sector and rural economy. Given
the relative weight of the sector as an employetTs, also the jobs and incomes of a large
number of workers, their families and their comntiesi are jeopardized. The argument for
developing and implementing strategies to reduceny by increasing productive employment
opportunities by making agriculture more resilibat also by promoting a more diversified, less
climate-exposed economy in rural areas is comge(linO, “Promotion of rural employment for
poverty reduction”, 2008).

In the realm of strategies to promote sustainghifitthe agricultural sector at the global level,
the Green Economy Report (GERJUNEP, 2011) describes a variety of farming peestiand
technologies that have the ability to “green” thexter and are expected to simultaneously
maintain and increase farm productivity and praiiity while ensuring the provision of food on
a sustainable basis. These practices include megtand enhancing soil fertility through the
increased use of naturally and sustainably produgdent inputs; reducing soil erosion and

¢ The cases of Cambodia, Samoa and the United Remfblanzania are referred to in UNDP (2010) tsalibe
the initiatives that the UNDP) has in these coestrirespectively. For a more detailed discussi@®: s
http://www.undp.org/gef/documents/publications/UNBEF _MDG1.pdf
" Towards a Green Economy: Pathways to Sustainableldpment and Poverty Eradication
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improving the efficiency of water use by applyingnrmum tillage and cover crop cultivation
techniques; reducing chemical pesticide and hetbiase by implementing integrated biological
pest and weed management practices; and reduangsfmilage and loss by expanding the use
of post-harvest storage and processing facilities.

According to the GER, a number of interventionstla global and national level would
encourage farmers to implement these practicesp@ugor improved land tenure rights of
smallholder farmers, targeting programmes for wosraallholder farmers and the promotion of
public procurement of sustainably produced foodragarded among these interventions.

The restoration of natural capital that makes fasnaed rural communities more resilient in the
face of climate change can be linked to direct pyweeduction measures such as income
transfers. A good example of this is the NationatdR Employment Guarantee Act (NREGA)
scheme in India, which provides 100 days of guaeshpaid employment per year to every poor
rural household. The works carried out under NREEBAmMostly geared at soil protection, forest
and watershed rehabilitation, water storage, itiogaand flood control.

As per decent work analysis, a study conducted HK GGHK Consulting, United Kingdom) in
2010 for Bangladesh sheds light on some prelimirdisgings for the sustainable agriculture
sector. On the bases of an input-output table atd ttom labour force surveys, the study
evaluates key indicators of decent work in theauoable agriculture sector in Bangladesh. The
main findings are that, in general, working staddaare better for sustainable than for
conventional agriculture and the smaller size @aaic farms often means there is a closer
working relationship between the employer and eygds. While figures for wage rates are not
reported, the study quotes the results of anotaort, which found that sustainable agricultural
practices can lead to significant increases (38€0cent) in household incomes for both men
and women? The GHK study showed as well a high incidencenéérimal and child labour in
the sustainable agriculture sector and found thesdtrof the labourers were paid on a daily basis
in rural areas and work under an individual farmer.

As a conclusion, GHK states that some social aspettthe jobs provided in sustainable
agriculture would need to be further improved beflhO decent work criteria are satisfied. The
study reports indications that working conditionsdawages are generally higher than in
conventional agriculture, but the evidence is fanf conclusive.

Agriculture and rural development have suffereanfreignificant under-investment for decades.
Reducing poverty and enhancing food security infdee of significant climate change will

require a reversal of this trend. The adaptationdfestablished under the United Nations
Framework Convention for Climate Change should bexa major contributor for adaptation in
LDCs.

*8Through the UK Department for International Devetemt (DFID); see DFID (2001).
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Chapter 5: The informal economy and labour market nstitutions

The problem of informal employment is rooted in ihability of LDCs to create sufficient

formal jobs for a fast-growing labour force (ILO)@. “Informal economy in Africa”). As these
trends are likely to continue if not combated, litating transition to formality and decent work
should be a policy priority in LDCs’ developmentipg frameworks.

To address these issues, this chapter focuseseoentiployment challenge of informality in
LDCs before examining the role of labour marketitosons. The chapter then outlines the key
policy responses to tackle the problems facingetlvesintries.

The challenge of informality for LDCs

As shown in Chapter 1, the share of the workingrpodotal LDC employment is estimated at
60 per cent in 2009, as compared with a rate gbé¥lcent at the global level. In the African
LDCs, the share of the working poor in total emphepnt is estimated at 64 per cent, while in the
Asian LDCs, the share of the working poor in tataiployment is 54 per cent (ILO, Trends
Econometric Models, 2010).

The main explanation for this is that, in LDCs, pkeofind work mainly in subsistence

agriculture and informal economic activities, whiahe both characterized by low levels of
productivity and earnings. High exposure to risknbined with low social protection coverage
place most informal economy workers in a very vidie situation. In Africa, it is estimated

that as many as nine in ten rural and urban workave informal jobs, and this is especially the
case for women and young people, who have no athe&ice than the informal economy for

their survival and livelihood. Figure 5.1 shows doyment in the informal economy (including

agriculture).

Figure 5.1: Employment in the informal economy as @rcentage of total employment (including
agriculture)
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Informal employment is generally a larger sourcemployment for women than for men in the
developing world. Outside of North Africa, where g& cent of women workers are in informal
employment, 60 per cent or more of women workerthen developing world are in informal

employment (outside agriculture). In sub-Saharancaf 84 per cent of female non-agricultural
workers are informally employed, compared with & pent of male non-agricultural workers
(ILO, 2009 “Informal economy in Africa”).

In all developing regions, self-employment constitua greater share of informal employment
(outside of agriculture) than wage and salary emmpknt: specifically, self-employment
represents 70 per cent of informal employment ib-Saharan Africa, 62 per cent in North
Africa, 60 per cent in Latin America and the Caghh, and 59 per cent in Asia. Self-
employment represents nearly one-third of tetah-agricultural employment worldwide and
constitutes as much as 53 per cent of non-agri@lamployment in sub-Saharan Africa, 44 per
cent in Latin America, 32 per cent in Asia and 8t pent in North Africa (ILO, 2009. “The
Informal Economy in Africa”). The share of own-aoc® and contributing family workers in
total employment was 81 per cent in LDCs in 20@8npared with 57 per cent in developing
countries (ILO, Trends Econometric Models, 2010pwdver, these aggregate data should not
overshadow disparities of employment by status anomuntries, as illustrated by figure 5.2.

Figure 5.2: Distribution of employment by status an informal/type of employment in selected
African countries (percentage of total non-agricultral employment/total employment)
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In addition to the status in employment, the diigrsf informal employment among countries

can also be captured through a set of charactsisglated to activity (type and size of

enterprise, location of activity), social protectigcontribution to social security), employment

protection (type and duration of contract, ann@ave protection) that can be considered to
define a “scale of informality® Figures 5.3 and 5.4 provide a distribution of ltetaployment

by “level of informality” in two countrie$§?

Figure 5.3: Mozambique — Distribution of Figure 5.4: Zambia — Distribution of employment
employment along the scale of informality, by sex  along the scale of informality, by sex (percentagef
(percentage of persons in employment) persons in employment)
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Rapid labour force growth, urbanization and inforntisy

The LDCs’ population has been growing faster thraany other large group of countries. Over
the period 2005-10, the LDCs’ population growtlenaas estimated at 2.4 per cent per year, as
compared to a world population growth rate of acbdr3 per cent (UN Population Division’s
database, 2008). Thus, estimates show an incrédse bDCs’ population from 750 million to
almost 950 million between 2005 and 2015 (UN-OHRLES810). This trend has three major
consequences:

» With a rapidly rising population in LDCs, peoplgitig in extreme poverty has continued
to increase, and by 2007 it was twice as high a3980 (see the Least Developed
Countries Report, UNCTAD, 2010, p.35)

% See, for detailed information regarding the methogly on levels or scale of informality, the followg
publications: ILO (2008), “Zambia. Social protectiexpenditure and performance review and sociagétigILO
(2008), “Tanzania Mainland. Social protection exgiere and performance review and social budgéi® (2005
revision), “Economic Security for a Better World”.
® The number of “informality levels” (which can diff from one country to another) depends on the reurnb
criteria used to define the scale according to dagdlability. Whatever the number of categoriés, $elected set of
criteria reflects the three main dimensions indidagbove: type of activity, social protection andp®oyment
protection.
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« With a very youthful population structure and atfg®wing labour force, LDCs are
confronted with a massive employment challenge.

e If in LDCs agriculture continues to be the main reguof employment, absorbing more
than two-thirds of the labour force, the rapid pagon growth associated with poor
employment opportunities in rural areas will pusbrenand more people to seek work
outside agriculture, contributing to a rapid urlzation. Between 2000 and 2010, the
urban population in the LDCs is estimated to hawsvg faster than the rural population.
The former is estimated to have grown by 61 millitom 107 to 168 million), whereas
the latter is estimated to have grown by 56 mill{nom 294 to 350 million) (Herrman
and Haider, 2008, p.6). And the growth of the ngriealltural labour force is expected to
exceed the growth of the agricultural labour farc010-20. Thus, by 2025, more than
50 per cent of the LDCs’ population could be livingurban areas according to estimates
(UN-Habitat, 2010). This rapid urbanization is atfeg the nature of the employment
challenge for LDCs as it is associated with a gngwurban informal economy. A
comparative labour market survey of selected Afric@apitals — Cotonou (Benin),
Ouagadougou (Burkina Faso), Bamako (Mali) and D&Ranegal) — shows that about 77
per cent of the labour force in these capitals Iasn employed in informal private
enterprises (Brilleau, Roubaud and Torelli, 2008)LDCs, the accelerating process of
urbanization, with more and more people in the aripdormal economy, calls for new
informal economy oriented-policy frameworks to impe productivity, earnings and
working conditions in urban areas.

What is the role of labour market institutions in LDCs?

The role of institutions, such as employment prideclegislation (EPL), minimum wages,
unionization (including collective bargaining) andemployment benefits schemes, is arguably
one of the most controversial issues surroundieddhour market, and has been at the centre of
policy debates for some decades. The discoursénese tinstitutions has mostly been in the
context of OECD countries and has typically focusety on the economic costs (Cazes and
Verick, 2010). Though the evidence on the impadnsfitutions on labour market outcomes is
far from clear cut, the general impression convetgegolicy-makers is that these regulations
hinder adjustment, create dualistic labour mar&atsdrive informality.

The ILO and other commentators present a more maanew that stresses not only the
methodological difficulties in identifying the casbf labour market institutions but also the
beneficial role they can play in terms of protegtiworkers’ employment conditions, and
ultimately, improving both economy efficiency angtdbution of incomes (see, for example,
Berg and Cazes, 2007; Berg and Kucera, 2008; Gare¥erick, 2010; and Freeman, 2009). It
is indeed important to remember the goal of labuarket institutions: these regulations seek to
protect a particular dimension of employment beeaus the absence of government
intervention, the resulting market failure would detrimental to the welfare of workers and the
economy in general. For example, without any fofrdismissal protection (provided by EPL),
employers would not internalize the social costsdafmissing workers (i.e. the costs of
unemployment borne by the government and socielgrge). As argued by Blanchard (2004),
severance pay forces employers in such a caseaimatize the cost of firing, while it protects
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workers’ incomes. Ultimately, it is crucial to rember the goal of labour market institutions
rather than focusing alone on their unintended egusnces.

Moving from these issues to the context of LDCsunexs fully acknowledging the profound

differences in labour markets as described aboveis,Tthe main issue for LDCs is not
unemployment and the lack of jobs per se, but dlo& bf decent work. These characteristics
have fundamental implications for understandinghbibte impact and role of institutions in

LDCs. In order to link these issues, the remairatehis section focuses on two key questions:
firstly, what types of labour market institutionsist in LDCs, and what is their impact?; and
secondly, acknowledging a positive role for thas#iiutions, what options do these countries
have in light of the specific characteristics afitHabour markets?

What is the impact of labour market institutions in LDCs?

Contrary to general perceptions, a range of lalmarket institutions actually exist in LDCs,
either in terms of formal institutions that wereeof established during colonial times or indeed
informal structures that have been in place for moager. Focusing on the formal institutions,
most LDCs have a range of labour laws and regulstievhich, for example, stipulate how
workers are protected from unfair dismissal oraiEl a minimum wage. According to Freeman
(2009), labour market institutions can vary consatdéy in developing countries, while collective
bargaining is weaker than in advanced countries.

However, acknowledging the existence of labour markstitutions is not sufficient. In
particular, given the low shares of formal employmeaegulations and labour laws such as
minimum wages and EPL are only applicable to a nitynof workers. Secondly, due to weak
enforcement stemming from poor governance and wieakitutional capacity (including
inadequate labour inspection), workers in the forseator do not benefit from the provisions of
legislation. Thus, even if institutions are seemstaist (in a de jure sense), the de facto impact o
the labour market is likely to be muted.

This point can be illustrated in the case of emplegt protection legislation. In terms of
identifying the impact of EPL in developing couatsi(mostly non-LDCs), there is a growing
literature that draws on evidence mostly from Lakimerica and Indi&* For example, Kugler
(2004) finds that deregulation of EPL in Colomhmatihe 1990s was associated with growth of
employment, a decline in job tenure in the formadtsr relative to the informal sector, and
increased job separations and hires in the forewtbs. There are very few studies investigating
the impact of institutions in LDCs.

Despite the lack of empirical work in LDCs, it i®metheless revealing to look at what firms
actually report as major constraints to doing bessn As captured in figure 5.5, using data
provided by the World Bank’s Enterprise Survey Hate®” labour market regulations are
perceived as a major constraint in only 8 and p@r7cent of firms in sub-Saharan Africa (SSA)
and South Asia (SA), respectively, which are regianth a high proportion of LDCs. In fact,

L For a further discussion and varying views on ¢nepirical evidence, see Boeri, Helppie and MacB0g),
Freeman (2009), and Djankov and Ramalho (2009).
®? Seewww.enterprisesurveys.org
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the most reported constraints are access to @iegtf49.7 per cent in SSA and 53.4 per cent in
SA), access to finance (46 per cent in SSA and @8c2ent in SA), and corruption (36 per cent
in SSA and 33.8 per cent in SA). Reflecting thebpem of skills shortages and mismatches in
developing countries, the skill level of the wonide is reported as a greater constraint than the
legislation that regulates the labour market (2iei7cent in SSA and 15 per cent in SA).

Figure 5.5: Perceptions of constraints among enterjses in South Asia and sub-Saharan Africa
(percentage of firms reporting constraints as a majr obstacle) (selected constraints)
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Source: World Bank’s Enterprise Survéytp://www.enterprisesurveys.orgiccessed 9 March 2011.

Figure 5.6: Percentage of firms in LDCs reporting &bour market regulations as a major constraint
(latest year)
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Using the same database, country-specific infoonator LDCs shows that firms in the vast
majority of these countries do not report reguladi@as a major constraint. Firstly, as illustrated
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in figure 5.6, the percentage of enterprises rapgptabour market regulations as a constraint is
lower than the OECD average in 27 out of 36 LDOse Tigure ranges from just 1 per cent in
Eritrea to 28 per cent in Chad (OECD average edl@lger cent). Moreover, in 21 of these 36
countries, labour market regulations are ratechaddast pervasive constraint in comparison to
11 other dimensions to doing business (taxatiorm, réxation administration, licensing,
corruption, crime, courts, access to finance, acdteselectricity, transport, trade and skills).
Taking a specific example, Nepal receives a scdrd.9 using the OECD’s Employment
Protection Index, which exceeds the highest ra®®&&D country (Turkey) and suggests that it
should be very difficult for Nepalese firms to agtjlemployment (Cazes and Verick, 2010).
However, looking at the perceptions of employerseg®rted in figure 5.6, only 9.3 per cent of
them actually complain that labour regulations arenajor obstacle to doing business. What
these figures show, therefore, is that legislagik@ection is not a major concern for employers
in LDCs. At the same time, these regulations artepnoviding protection to a large number of
workers due to the dominance of informal employnsetdt enforcement issues.

Turning to another institution, as reported in tBwbal Wage Report of 2010/1($tatistical
appendix table SA2) and reproduced in figure 5./iimum wage is in force in 29 LDCs but
its level varies considerably from just US$6 perntho(adjusted for purchasing power parity
(PPP)) in Burundi to US$219 in the Democratic Réipubf the Congo®® There is also
considerable variation when considering the minimuage as a percentage of GDP per capita
(PPP$ average for 2005-09). In this case, thedigamges from 1 per cent in Uganda to 78 per
cent in the Democratic Republic of the Congo. Intcast to EPL, there is surprisingly stronger
evidence that minimum wages are binding in develpmountries (although this is largely for
non-LDCs) and subsequently produce a spike in thgiltltion of wages (Freeman, 2009).
Interestingly, there are empirical findings thabwhminimum wages can also raise wages in the
informal sector as well (see references cited isefran (2009)). Though there is very little
evidence in the case of LDCs, these findings sughes a minimum wage can play a positive
role in decreasing inequality in incomes for woskén general and not just those privileged
enough to have a job in the formal sector.

As found in the case of minimum wages in develomagntries, labour market institutions can
indeed meet the intended goal of protecting workidmvever, as seen in the context of EPL,
there is less evidence that such regulations arggdbeir job. This leads to the question: how
can LDCs utilize labour market institutions moréeefively to promote decent work without

creating perverse effects and unnecessary judicidl administrative hurdles for employers?
This issue is tackled in more detail in the nextisa.

% In two cases, Comoros and Mozambique, a minimugevexists but a recent figure is not available.
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Figure 5.7: Minimum wages in LDCs, monthly minimumwage in PPP$ (most recent year)
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Promoting transition to formality and decent work

A pro-poor and inclusive growth in LDCs requiresisigeration of how informal employment
and working poverty are integrated into a broadaretbpment strategy (Heintz (2008), p.2).
This issue is central to realizing decent workaaglobal goal and for all workers, to achieving
the MDGs, and to promoting a fair globalizationisltagainst this background that the informal
economy debate and possible strategies towardsfization are gaining new momentum.

The first step toward designing effective intervens to improve conditions in informal forms
of employment is to recognize the heterogeneityfoirmal activities. For example, consider the
case in which informal workers are able to captheemajority of the value added they produce.
These activities could include the self-employeddprcing directly for the domestic market or
community-based enterprises in which the value @dde not appropriated. Under such
conditions, interventions that increase labour pobigity in the informal employment will raise
living standards, since workers will be able to toap the gains of the productivity
improvements. Targeted policies to improve proditgticould include access to credit and
capital, educational programmes for skill enhanggmand infrastructure development (e.qg.
electrification). However, for wage and salary wenk in the informal economy, a focus on
productivity improvements as a strategy to raigedj standards could be far less successful than
extending social protection or enforcing core latxaghts or minimum wages (Heintz and Polin,
(2008), p.61)
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The ILO has learned from many policy studies thatsmgle institutional arrangement works
across diverse policy areas or even diverse subtyitbin a broad policy area. Different types
of intervention work better in different circumstas and places. Taking into account the
heterogeneity of the informal economy and the rdintensional drivers of informality, the ILO
has developed an integrated framework to faciliteé@sition to formality and decent work
(figure 5.8).

Figure 5.8: Decent work strategies for the informakconomy
[ Adapted to local conditions, integrated policies that address:

Growth strategies and quality employment generation

Regulatory environment, including ILS and core rights

Organization, representation and social dialogue

Entrepreneurship, skills, finance, management, access to markets

Extending social protection, including social security

Local (rural and urban) development strategies

NN NN

Gender equality and the informal economy ]

Core labour standards, labour regulation and enfemment issues in LDCs

There is a new broad consensus that the rightstandards covered by the ILO Declaration on
Fundamental Principles and Rights at Work is a mimn floor that should apply to all workers,
regardless of whether they are in the formal oorimial economy? Extending protection to
workers and units in the informal economy is a kelmgle that LDCs have started to address in a
significant manner. But the dramatic size of thieimal economy in LDCs calls for innovative
approaches to reach its workers. However, therataleast two situations where the regulatory
environment needs to be adjusted to the charantsrisf the informal economy. The first is
when activities or groups are not covered by sonatiregulatory framework, for example in the
case of the self-employed, domestic workers or auifbactors. As most labour laws cover only
workers that have a clear employer-employee relakip, institutions established to carry out
labour protection activities, e.g. workplace adyidabour statistics, dispute resolution,
consultative bodies and vocational training progres, have mainly reached out to the formal
sector. However, in recent years, there have bderesting developments to extend the scope of
labour laws to the informal economy, such as thinoadministrative acts in Thailand and the
Philippines, the latter where laws have been edaste compliance or enforcement is weak.
This issue is related to capacity and commitmenstraints but also, importantly, to technical

% Adopted by the International Labour ConferencésaB6th Session, Geneva, 18 June 1998 (Annexa®\i§
June 2010).
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and logistical limitations. But some of the praatidifficulties encountered in applying labour
inspection methods to the informal economy candbeed as in the case of home-based workers
in Thailand (ILO, 2007).

Several countries have initiated programmes ange@aimed at the informal economy that
support the effective application of these corétsgincluding programmes/projects on freedom
of association and the right to collective bargagnielimination of all forms of forced or
compulsory labour, effective abolition of child @y, and elimination of discrimination in
respect of employment and occupation. For Cambeadiaport on “Extending labour law to all
workers” analyses conditions found among specifougs of unprotected workers and examines
how laws and institutions can extend their reacalltavorkers whenever they work (ILO, 2006).
This effort led to a “Handbook on decent work i tinformal economy in Cambodia” (ILO,
2006) that aimed at strengthening national stakims! capacities to contribute to the
formulation of policies and action plans to faeité transition to formality as a priority to realiz
Cambodia’s development strategy.

Promoting sustainable micro-, small- and medium-atzenterprises (MSMES) in LDCs

In line with the ILO’s Job Creation in Small and dlem-Sized Enterprises Recommendation,
1998 (No. 189), enterprise policies should havea tbcus. They should ensure that conditions
at work result in equity (in particular between wemmand men), poverty eradication and social
welfare and they should also aim at improving puatidity and having access to competitive
resources. Taking into account the slow job creaitiothe formal economy and the inclusion of
most new entrants in the labour market into infdrez@nomy units in LDCs, a policy priority is
upgrading the informal economy by gradually phasmgegulations and offering long-term
technical and financial assistance to help busessperating in the informal economy to be
more productive and more responsive to labour &g for compliance. Improving MSMES’
access to productive resources and the marketreathuting the magnitude of factors that limit
their growth, are key components to facilitate sraon to formality. From this perspective, the
ILO has carried out business climate assessmen@ambodia, the Lao People’s Democratic
Republic and Sri Lanka, including feasibility steslion setting up one-stop-shops for onsite
registration. It has further developed a manuadgess the business environment and developed
a tool that can, in a participatory manner, idgniifgh-potential sub-sectors in a given locality
and then, through analysis of their value chaireteminine constraints and opportunities to
market expansion. This tool, which has recentlynbie¢roduced in Viet Nam and Sri Lanka,
aims to strengthen value chains through a variétiyusiness development services, including
association-building, clustering, marketing actest such as trade or medium-sized enterprise
fairs, skills training and providing mentoring omproved production methods, strengthening
negotiating skills and understanding contracts. gsements and large companies can also open
market opportunities for micro and small entergrisg procuring goods and services from them.
The STEP IN programme in Zambia supported the @&wwolwof traditional meeting places for
informal sector business people into Centres féorinal Sector and Employment Promotions
(CISEP) where end users (those working in enterpria the informal economy) could meet
service providers to decide on the kind, qualitgt price of the services.
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Skills development

Improving the skills of informal economy workersaikey priority to enhancing their chances to
access gainful employment, as well as improvingr theoductivity and income. Yet, formal
training systems have proved inadequate in reacbuigo and meeting the needs of informal
economy workers. Community-based programmes arjdqgtscare partially filling this gap. The
ILO has developed a specific methodology to addtiessissue. The methodology, known as
Training for Rural Economic Empowerment (TREE), &iafizes the identification of potential
wage and self-employment opportunities, and thraining and non-training requirements, and
consists of organizing and providing training arabtptraining support services to poor and/or
disadvantaged individuals in communities. Such opities are assessed in the context of
communal development plans and make use of botilyoavailable formal and non-formal
training offerings. For example, TREE has been enp@nted in Pakistan, Bangladesh and in the
southern Philippines. In these countries, it wastbthat 70-90 per cent of persons trained were
able to become gainfully self-employed. The ComnyiBiased Training (CBT) project in
Bangladesh is one successful example of where mpertunities and technical options have
been opened to poor rural women in market-orientedconventional trades.
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Chapter 6: The role of public investment and publicemployment programmes
Public investment in infrastructure to achieve ecoamic and social development in LDCs

1. The challenge — reduce major deficit in infrasicture and balance those investments

A study’® conducted two years ago in 24 African countriesstof them LDCs, shows that the
poor state of infrastructure in sub-Saharan Afridés electricity, water, roads, and information
and communications technology (ICT) — cuts natie@nomic growth by 2 percentage points
every year and reduces business productivity.

Power. Inadequate access to energy is the single langgsdiment to economic growth.
Chronic power shortages affect 30 African countrilbe entire installed generation capacity
of 48 sub-Saharan African countries is 68 gigawatbsmore than Spain’s, and 25 per cent
of that capacity is unavailable because of agiagtsland poor maintenance.

Water: High hydro-climatic variability, inadequate storagsing demand and lack of trans-
boundary cooperation undermine the African watet®eLess than 60 per cent of Africa’s
population has access to clean drinking water. @heetast 40 years, only 4 million hectares
of new irrigation have been developed, compared5t@and 32 million hectares for China
and India, respectively.

Transport: Ineffective linkages between different transporbdes (air, road and rail),
declining air connectivity, poorly equipped portsgeing rail networks and inadequate
access to all-season roads are key problems fadngp’'s transport system. Only 40 per
cent of rural Africans live within two kilometred an all-season road, compared to some 65
per cent in other developing regions. Improvingdraacessibility in rural areas is critical to
raising agricultural productivity across Africa.

ICT: The number of African mobile phone users incredsad 10 million in 2000 to more
than 180 million in 2007. During 1992-2005, privatztor investment in ICT infrastructure
topped US$20 billion, but high prices of servicemain a problem. In 2007, the average
price of prepaid mobile services cost US$12 a manthfrica, six times the US$2 cost in
Bangladesh, India and Pakistan.

Although financing for infrastructure has rapidhcreased over the past three years to address
those gaps necessary to make progress toward axhite MDGs, more needs to be done, in
particular in African LDCs where the backlog is bugee table 6.1).

8 Africa Infrastructure Country Diagnostic (AICD) paoject designed to expand the world’s knowledigehysical
infrastructure in Africa. AICD is being implementdy the World Bank on behalf of a steering comritthat
represents the African Union, the New Partnership Africa’s Development (NEPAD), Africa’s Regional
Economic Communities, the African Development Bank major infrastructure donors.
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Table 6.1: Africa’s infrastructure deficit

Normalized units Sub-Saharan African LDCs Other LDCs
Paved road density (note 1) 31 134
Total road density (note 1) 137 211
Mainline density (note 2) 10 78
Mobile density (note 2) 55 76
Internet density (note 2) 2 3
Generation capacity (note 3) 37 326
Electricity coverage (note 4) 16 41
Improved water (note 4) 60 72
Improved sanitation (note 4) 34 51

Source Yepes et al. (2008), in Foster, V.; Bricefio-Gandia (2010).

Notes: 1: road density is in kilometres per kiloraetquared; 2: telephone density is in lines pensand

population; 3: generation capacity is in megawadtsmillion population; 4: electricity, water anarstation
coverage are in percentage of population.

In addition to the backlog in infrastructure, th@psopriateness of the infrastructure investments
in meeting the diverse needs of their populatiosegawo major challenges. First, the balance
between costly infrastructure meeting the needt@few but facilitating high growth potential
sectors and more low-cost infrastructure servifgrger part of the population poses a policy
dilemma. Second, and lesser known, the way in wimfthstructure is built and maintained can
entail large differences in its multiplier effeéts the economy.

Further, infrastructure can play a significant rsléncreasing the job content of growth, which
is much needed for LDCs.

2. Strategic use of public investment in infrastriuce — An integrated approach

Increased investment in infrastructure allows proomo of direct, indirect and induced
employment, using a local resource-based appfbathoth rural and urban areas.

Cross-sectoral and cross-ministerial integratianeahance impact considerably.

Further, a local resource-based approach can pedtivee to five times more direct employment
than conventional methods for small- and mediuntesaafrastructure. It can also have a
multiplier effect of about two times the direct gobreated and increase the purchase of local
goods and services by a factor of three.

Local resource-based approaches also require gmweltt of local capacity in governmental
institutions, especially in the areas of financd aranagement.

% |ocal resource-based approach means that an dptimaf locally available inputs in terms of labpmaterials,
equipment and tools is searched for including tioedased use of local actors for design and impi¢atien such
as local SMEs (consultancy firms and small-scatgrastors) and community-based organizations (CBOs)
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To ensure that the employment effect of infrastiieeinvestments are optimized, demand-side
policies must be operationalized through design @ndracting, and supply-side interventions
made through training for entrepreneurs in appedpriechnology options, and managerial and
operational requirements. Such an integrated apprbas to be implemented at three levels.

Macro level: The governments and social partners need to sisted in the development of
Employment Impact Assessments (EIAs) of public gtreent programmes (PIPs). This requires
a serious coordination effort between key ministteensure coherence, including the ministries
of finance, planning, labour, sectoral and localegoment. EIA tools play an important role in
facilitating dialogue and decision-making within vgonments and between governments,
representatives of employers and workers and sogliety. Legal barriers must be removed in
procurement systems and procedures to allow fal loontractors’ and local resource use in
delivering infrastructure programmes. These prognas1 often represent an important
contribution to productive and social developmant the creation of sustainable Green Jobs in
support of development and adaptation processes.

Meso level There is a need for institutional development aapacity-building of the
government at both the centralized and decentrhleeels. Private sector and civil society are
key features to guarantee the successful implementaf employment-intensive public
investment programmes. Networking local trainingtitations, technical colleges, universities,
as well as development agencies and regionalutistis into communities of practice facilitates
access to appropriate knowledge and technologgferem Organization-building with workers
and entrepreneurs is a crucial element of vibrardlip-private partnerships enhancing local
ownership that generates diversified opportunfegob creation.

Project level Local partners (governments, communities) needbeoassisted to implement
projects with an optimum number of productive dyaljobs. Local-level planning and
contracting methodologies (e.g. integrated ruraleasibility planning (IRAPS! private sector
and community contracting) facilitates organizatiand participation, and helps to ensure
targeting of infrastructure investments towardstdsetimpact and improved governance,
transparency and accountability. Technology optiwitishave to be introduced and analysed to
increase employment intensity and productivity.dRigis monitoring and evaluation systems are
equally vital to determine injections into the Ibeaonomy, employment created and identifying
beneficiaries.

3. Policy recommendations for public investment grammes in LDCs

LDCs can enhance their investment in infrastructanel ensure that these investments are
designed and implemented to boost employment, ggtgedemand and to create a floor for
economic growth. The following policy recommendasare relevant:

®”IRAP is a tool developed by the ILO to facilitateral accessibility interventions as an integrait pf rural
development focusing on mobility and location ofvsges to meet multiple access needs of rural conities. It
particularly enables gender-balanced participaam transparent problem analysis and solution pesse
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More ambitious new infrastructure projects shouddldunched, not only to avoid the

deterioration of the countries’ public capital #to@maintenance and rehabilitation

projects) but to build it up for higher growth aechployment. Investments in protection
and restoration of the productive natural resolnase are very timely to counter threats
posed by climate change, to take advantage of élaemarket opportunities (financing

and products) and for higher growth.

. When feasible, decentralized public investment khbe favoured. First, decentralized
decision-making processes usually commit the Ipcgdulation more to the works and
their maintenance. Second, the works undertakenusually on a smaller scale and
involve less expensive tenders, which means tlseless need for heavy machinery and
greater job creation for the amount invested. THdetentralized tenders are more likely
to be executed by local firms using resources abkilin the area, including workers,
materials and services that boost the local economy

LDCs, individually and as a group, stand a bettemce in leveraging domestic funding
for their programmes and negotiating more favowahltcomes of bi- and multilateral
agreements if commonly accepted measurements allatd@e. Countries should improve
monitoring of public investment programmes, throutje possible development of
globally accepted standard indicators, in ordeagsess their real impact on the economy
— in terms of job creation, skills acquired andegntises developed and supported,
including the gender perspective of these resudtisd-impact on the environment.

. While targets for direct job creation of public @stments have become more common in
many countries, it is also of crucial importanceatsess the overall labour outcome of
these investments. LDCs should apply new avail&nigployment impact assessment
(EIA) methodologies that measure direct, indirext enduced employment and effects of
technology choice, in the short and long term.

. As many infrastructure projects in LDCs are codficed by international financing
institutions (IFIs), these institutions should madk efforts to allow through their
regulations for a productive and efficient useafal resources and an increased labour
content in development cooperation. Readjustingir tliesign, procurement and
contracting modalities could have a major effeceaiployment, enterprise development
and on domestic demand.

Reducing inequality — The role of public employmenprogrammes

1. Introducing innovations in public employment pgpammes

The role of the State in providing direct employm#émough policies promoting productive
growth and investments is being more widely recogghi and can contribute to ensuring an
employment floor for those that are able to woskaacomplement to a social protection floor for
those who are not able to work.

56



This has also underscored the need to reinforcevlieige development and dissemination of
good practices in the design and implementatiopulilic employment programmeshis is an
area of significant innovation at present, in ielato the types of work, the conditions of work,
and in ensuring the right to work.

Public Employment Programmes (PEPSyuch as Public Works Programmes (PWPs) and
Employment Guarantee Schemes (EGSs), have beemdhdwe very useful tools to protect the
most vulnerable against shocks whether in respnaerisis, or as part of longer-term, counter-
cyclical employment policy. At the same time, isfracture, assets and services are developed
that promote social and economic development Usiraj resource®’

While emergency PWPs have been used widely forrg lome and are generally well
documented, there has been significant innovatiothé area of public employment in recent
years focusing on sustainability, which also chantie scope of options available for public
policy in this area.

First, such programmes are not only crisis resgng® many countries in the world,
unemployment is an ongoing challenge, with markeisble to create employment on the scale
required. PEPs are able to complement employmesation by the private sector, and offer an
additional policy instrument with which to tackleet problem of un- and underemployment, as
part of a wider employment and social protectiokcgo

Second, the range of work undertaken has chang&tsPand EGSs have been strongly
associated with infrastructure and constructionrksty but this has evolved, with examples of
work in the social sector, environmental servicasd multi-sectoral, community-driven

programmes.

And most significantly, the introduction of the Matal Rural Employment Guarantee Scheme
(NREGS) in India has moved towards a notion ofrtgkt to work, by making 100 days of work
per household a legal entitlement in rural aredss @lso raises new options for alignment and
convergence between public employment and wideiakpootection policy, and also between
sustainable productive employment and natural megsuconservation.

These developments significantly expand the rangd acope of policy choices and
opportunities available in relation to public empteent, whether as part of a crisis response, as
part of long-term employment policy, or as a commatary element within wider social
protection policy.

%8 PEP refers to any direct employment creation byegement through an employment programme rather tha
through the expansion of the civil service.
% For India, the Government expenditure for 2009eai0NREGA was US$10.7 billion (a fourfold increasefour
years), over 112 million households had registevitd NREGA and over 52 million households had bpssvided
with employment (Lieuw-Kie-Song and Philip (2010ase study, The Mahatma Gandhi National Rural
Employment Guarantee Act (NREGA) India). For Etliégpghe budget represents approximately 1.2 per aken
GDP with the scope to benefit 1.2 million peoplewally providing 150 days of work each combinedwitinsfers
to those that are not able to work (Lieuw-Kie-Samgl Philip (2010); case study, Productive Safetym™fegramme
(PSNP)). For South Africa, the expenditure in 20@% approximately 1.0 per cent of GDP with a tatgdienefit
4.5 million people over five years (Lieuw-Kie-Soramd Philip (2010); case study, Expanded Public Work
Programme (EPWP)).
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2. PWPs and EGSs in LDCs

There is a renewed interest in PEPs in many LDGB aiview to combining the objectives of
generating short-term employment, providing incomgport and creating and preserving
infrastructure and other assets, including a prodeimatural resource base. The impetus comes
from large-scale programmes such as the NREGSdia,Ithe Productive Safety Net Project
(PSNP) in Ethiopia and the Expanded Public WorkggfRyrmme (EPWP) in South Africa. Many
new PWPs and EGSs are now being established in Matsfinancial support provided by
development partners, creating a whole range atiaddl challenges. One of those is the Ghana
Social Opportunities Project, including labour-mé&ve public works and conditional cash
transfers (see box 6.1).

Box 6.1. Ghana

The Ghana Social Opportunities Project has beeigmes to support targeted social protection spendio
increase access to employment and cash-earningtopities for the rural poor during the agricultucéf-season,
to increase access to conditional cash transfast@improve economic infrastructure in targetrdits, mainly
located in the relatively poor northern parts af ttountry. The US$91 million project will be implented over g
five-year period, and is part of the Governmentatidhal Social Protection Strategy (NSPS). The Guwvent’s
NSPS vision is to create an all-inclusive and dhciempowered society through the provision of airgble
mechanisms for the protection of persons livingsituations of extreme poverty and related vulnditgband
exclusion.

The Labour-Intensive Public Works (LIPW) is thegast component (US$56 million), with an objectigeptovide
targeted rural poor households with access to gmm@at and income-earning opportunities, throughabdhation

and maintenance of public or community infrastreetuThis pertains particularly to seasonal laboamand
shortfalls during the agricultural off-season oedo external shocks such as floods or droughts. dim is to
maximize local employment while rehabilitating puetive infrastructure assets, which have potertial (i)

generate local secondary employment effects; apgrftect households and communities against pateshocks.
This component will establish a LIPW-based scalaid&rument that provides quick-response mechandumrisg a
crisis.

The second largest component is the ongoing LigeihEmpowerment Against Poverty Programme (LEARg [T
current programme is a pilot conditional cash tranthat is financed and implemented by the Depantnof Social
Welfare with technical assistance and other sugpom donors. There is recognition of the needuibdoadditional
capacity within the programme’s administrationka thational, regional, district and community leved allow for
the rapid expansion of the programme and improkgetang. The US$20 million programme component @aitio
finance incentive payments to the unified treasacgount to ensure that LEAP meets its target of,3/&%
households by 2012 and thereby contributes to imgatdnuman capital outcomes for these households.

Finally, capacity-building (US$4.1 million) at the natiorzaid local levels will be an important project comeot.
The NSPS will be implemented in selected projestridis, with a view to enabling a gradual scalim-and
targeting at the national level. This component| witherefore implicitly strengthen the Governmen
decentralization programme. Several distinct sdtxapacity-building activities will be undertakemcluding
activities to support the institutional, regulatanyd policy frameworks and the implementation &\W and LEAP.

—

S

Within a framework of fiscal sustainability, sufgat resources should be used for such PEPs
aimed at reducing inequality. With proper attentigiwen to wage-setting, proper working
conditions and appropriate capacity-building, peatand a better chance to graduate from these
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programmes. These issues are further developdttiRdlicy Paper and International Course on
Innovations in Public Employment Programmes deveddpy the ILO"

3. Policy recommendations for PEPs in LDC

Lessons learnt from other programmes:

1.

Learning from doing. Large-scale PEPs, such as NREGS and EPWP, haeditbdn
from experience gained over many years from previand similar schemes in their
respective countries.New LDC countries that have embarked on PEPsspomse to
the financial crisis should not be discouragediee gp if the results are not immediately
as expected.

Effective targeting. PEPs face targeting challenges to reach the iatebeneficiaries.
Different targeting mechanisms exist such as ggabgeal, categorical and self-targeting.

Capacity development.Ensuring satisfactory and balanced performancthe@multiple
objectives, including employment generation and etasseation, is challenging,
especially since very often such programmes arelemmgnted in contexts where
institutions and technical capacities are weaktir®@etip and operating long-term PWPs
with or without an employment guarantee is compleequiring a combination of
adequate resources, appropriate management sasictgffective planning and
administrative processes and adequate technicatsnp

Support to institutions. The institutional setup and capacity is of cruambortance for
efficient counter-cyclical measures such as PE&swil shrink and expand as economic
conditions change. A shift from a short-term pecsipe in the case of emergency public
works programmes towards a medium- to long-ternsgesative has to be considered as
one moves towards public employment guarantee sehiem

Social dialogue. Programmes must be designed to avoid threatensigbleshed
employment norms. If the PEP is to work under sgeprovisions, these should be
designed and negotiated through a dialogue protessnsure that they create decent
employment and abide by basic labour legislatiarhsas acceptable wage and health and
safety requirements. Indeed, recent large-scalgranomes have shown that the dialogue
process around employment norms for these prograntae positively contribute to
raising awareness and establishment of new decanktpractices.

%1LO (2010), “Towards the Right to Work — Innovat®in Public Employment Programmes”.
"L NREGS has benefited from the Maharashtra Employ@earantee Scheme implemented since the 1970s.
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Chapter 7: Promoting catching-up growth and productve transformation in
LDCs: A new approach

The challenge

LDCs face the challenge of triggering and sustgrandynamic process of development and
productive transformation. Development is definexl & process of economic and social
transformation, characterized by the adoption ofrensophisticated technologies and
diversification into non-traditional and higher watadded goods and services, the development
of domestic capabilities and the transformatioremiployment patterns. Increasing capabilities,
productive transformation and productive employmene interrelated processes that, in a
virtuous circle, create sustainable growth and leigbnomic performand®odrik, 2007; Cimoli,
Dosi and Stiglitz, 2009; Chang, 2009; Salazar-Xcims and Nubler, 2010).

Capabilities are defined by two dimensidfgirst, they are expressed in the opportunities and
option space a country has developed to trigger amstain the process of productive
transformation. Second, capabilities are definedhiey“knowing how to do”, the competences in
taking advantage of the potentials and opportwjitiand abilities for high performance.
Capabilities are developed at the level of indialdu/employability and competences). However,
they are also accumulated at the level of enteprigovernment, the economy and society.

The challenge for LDCs is therefore, firstly, teeare an option space for triggering economic
diversification and, secondly, to fuel the transfation process by enlarging the option space
and by facilitating the accumulation of competencksing the industrialization process.
Diversification and employment are instrumentalproviding learning opportunities in new
technologies and activities. Hence, “what you poedumatters” because the nature of
diversification and productive transformation stefee nature of the capabilities accumulated in
the labour force, in firms and in societies at éargnd the nature of capabilities accumulated in
the economy, in turn, defines the option spacduidher diversification into new products.

LDCs differ in their economic, social, politicalatural and cultural conditions. Eacbuntry has
developed distinct productive, educational and Kedge structures, formal institutions such as
the regulatory framework, and informal institutiosisch as social norms, attitudes, values and
traditions. These structures and institutions imghifjerent option spaces and competences to
imitate and adopt technologies, and to shift inewnproducts and sectors. Each country
therefore needs to analyse the particular constraamd opportunities it faces and design
appropriate policies. Education, training, tradegestment and technology policies are discussed
as key policy areas to promote productive transétion, capabilities, productive employment
and sustained catching-up growth in LDCs.

2 The concept of capabilities in the context of prctive transformation has been developed in a resqaroject
whose findings will be published in Nibler (fortmemg).
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Education policies as industrial development poligs

The educational structure of the labour force deiees the options of the economy for
diversification, which highlights the role of edtioam policies in triggering and fuelling a
process of productive transformatith

1. Lessons from successful catching-up countries

Empirical evidence from successful catching-up ¢oes shows that educational transformation
preceded productive transformation. Countries @giChina, Costa Rica, Ireland, the Republic
of Korea, Singapore and Taiwan had created a witierospace for diversification into low and
medium technologies by investing heavily into pnisnand lower secondary education, but at
the same time also investing in higher and posts#ary education as part of their
industrialization strategy.

Figures 7.1 to 7.3 show the transformation of tdacational structure in three catching-up
countries: the Republic of Korea, Costa Rica anth&hrespectively. During the 1960s, these
countries had achieved low educational levels, thaty rapidly increased the educational
attainment, as measured by the aggregate figuezerfage years of schooling (AYS). They all
had attained AYS of above 4.5 when they launchedymamic process of catching up.
Furthermore, these countries rapidly transformedetucational structure, which is measured by
the share of educational categories: no schoolirggmplete primary, complete primary, lower
secondary, higher secondary, tertiary educatioes@&tcountries rapidly decreased the share of
the population without schooling and with incompl@rimary education, while they increased
primary and lower secondary education at the esdge of industrialization.

In addition, these countries adopted a forward-loglapproach and they created an option space
for diversification into higher value-added produeand technologies by also investing in upper
secondary and post-secondary education. The RepobliKorea achieved the most rapid
educational transformation in a short period ofetil@hina follows the pattern of the Republic of
Korea by also applying a two-pronged approach:cedurapidly the share of non-schooling and
increasing the upper secondary share. In contCasta Rica moved more slowly.

Figure 7.1: Development of educational structuresiithe Republic of Korea
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3 This chapter draws on Niibler (forthcoming), Chapte
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Figure 7.2: Development of educational structuresi Costa Rica
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Figure 7.3: Development of educational structuresii China
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2. Educational structures and option space in LDCs

LDCs differ significantly in terms of their educatial structures, and they therefore have
different options for diversification, industriadidon and productive transformation.

a. A narrow knowledge base and limited options

First, LDCs with low levels of education (AYS belah5) represent about half of those LDCs
for which data is available on both education ammshuafiacturing. Countries with AYS below 4.5
have the highest share of the population withobibsling and they seem to lack the knowledge
base in the labour force that is required for &iggg an industrialization process and shifting the
economy out of traditional activities.

These countries are further distinguished accordmghe educational structure they have

developed. Firstly, group 1 is characterized bytretly high shares of primary education
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(incomplete and complete), which indicates priestfor investment in basic education, and very
small shares of secondary and tertiary educatitvesd@ countries have achieved the smallest
shares in manufacturing, with an average sharedDR &f just 7.8 per cent. Figure 7.4 depicts the
educational structure and AYS of these countries.

Figure 7.4: Education structures: average years afchooling (AYS) < 4.5
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Figure 7.5: Educational structures: average yearsfeschooling (AYS) > 4.5
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Secondly, group 2 represents those countries t@na hlso achieved AYS below 4.5 and high
shares of non-schooling. However, in contrast tugrl, these countries exhibit a much more
polarized educational structure: high shares of-s@holers combined with high levels of
secondary education (above 20 per cent), but @rédlv share of primary education (the share
of completed primary education is below 15 per centall countries). Such educational
structures reflect unequal societies, they areamesit to polarized educational investment
priorities and they fail to develop a broad knovgedase in the labour force. These countries
lack the strong primary education base that is e@ed enter low or medium technology
manufacturing on a broad scale and to trigger awhyo process of productive transformation.

The average share of manufacturing in GDP of tlcesmtries is 7.6 per cent. As this share is
about as high as in group 1, this indicates thatrétatively higher investments in secondary
education do not generate higher option valuesretuans in terms of productive transformation

64



for the group 2 countries. The relatively high ghaf secondary education, however, provides
the option to enter more advanced technologiesaativities.

Table 7.1: Characteristics of the different countrygroups

Group characteristics

Avg. manuf. . Polarized
AYS | value added]  AYS Non-schooled| Primary | Secondary| “missing middle”

Group 1 2.8 7.8 <4.5 High Low Low <20% No
Group 2 3.8 7.6 <4.5 High Very High Yes

Group 3 5.7 12.0 >4.5 Low High Varies No
Group 4 5.2 9.2 >4.5 Low High Varies Yes

b. Broader knowledge base and various options

Countries that achieved AYS above 4.5 have sigmitly higher shares of manufacturing as a
percentage of GDP, and they also exhibit higheeltewof diversification. Furthermore, countries
with a balanced educational structure showed higegormance than those with an unbalanced
structure. Figure 7.5 shows that group 3 countndsch have developed a relative balanced
educational structure reflecting a long-term inwestt in primary, lower and higher secondary
education, have also achieved higher shares of faetoning with an average manufacturing
share of around 12 per cent. Educational polidie$ strengthen the middle educational levels
provide the space for diversification into more aved technologies and products on a larger
scale, and they also provide the opportunitiesxfmaed into higher levels of education and to
upgrade the labour force.

The educational structure developed in group 4 twmscan be described as “unbalanced”.
While the United Republic of Tanzania invested ligain primary education, it achieved
extremely low shares of secondary and tertiary &ile, below 8 per cent. Hence, while the
United Republic of Tanzania has AYS similar to gn@®untries in group 3, it has achieved a
significantly lower share of manufacturing of orhys in the Tanzanian mainland, and 4.8 in
Zanzibar as compared to the average share of 18epenin group 3. In contrast, Haiti, Liberia
and Myanmar are characterized by the “missing meitldhat is, high shares of higher and post-
secondary education of above 20 per cent, and lmaves of primary and lower secondary
education. The “missing middle” limits the optigpase of the labour force for industrialization.
They have achieved average manufacturing sharasoahd 9 per cent, which is low compared
to the heavy investment in higher and tertiary etioo.

To conclude, the countries with the highest opsipace to diversify the production structure and
to continue transforming the educational structunethose that have achieved AYS above 4.5
(and drastically reduced the share of non-schopliswgd that have at the same time managed to
develop a balanced educational structure as theaéidoal level of the labour force increases.
Table 7.2 provides an overview of these points.
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Table 7.2: Educational structure and option spacedr productive and educational transformation

Average years of schooling (AYS)

Low (<4.5) High (>4.5)
Balanced Limited option space to enter low | Potential for low- or medium-
technology; to expand higher-level | technology manufacturing, and for
Educational education higher-level education
structure  ["ynpalanced | Potential to enter standardized low-| Potential for more sophisticated (e.g.

technology manufacturing, and to
expand higher-level education

high-technology) industries, limited
options to expand higher-level
education

c. The gender perspective and option space

Data further show that women are overrepresentexhgst the non-schooled part of a country’s
population, and that countries with higher sharésian-schooling demonstrate less gender
discrimination and more equal access to basic éducaFigure 7.6 demonstrates that those
countries with AYS below 4.5 show a very similattpe: in all countries, women account for
60 per cent of non-schoolers, while men accounéifoper cent. This suggests that access to the
limited schooling opportunities is distributed telaly equally along the gender lines.

By contrast, as figure 7.7 shows, countries withSA¥bove 4.5 and a sizeable part of the
population obtaining at least some schooling, higgender disparities as well as higher
variations between countries can be observed. Hdmgker investment in education seems to
provide more room for gender discrimination. Netfeg the talents and potential of women
limits the option space for diversification, ragigtching up and productive transformation.

Figure 7.6: Gender differences among the non-schaal population (AYS < 4.5), 2010
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Figure 7.7: Gender difference among the non-schoaleopulation (AYS > 4.5), 2010
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Productive transformation and learning in industries

Industrial policies need to explicitly support irstiial development and learning in industries in
order to trigger, fuel and accelerate the dynamigegoductive transformation and changing
employment patterns.

1. Limited learning opportunities

LDCs face very low transformation dynamics, limitdiversification and a concentration in
mainly resource-based and low-technology goodss Trovides extremely low learning
opportunities in many countries and contributes tlmck-in effect into traditional and simple
techno-economic paradigms. Low technologies tendhawee slow growing markets, limited
learning potential, a smaller scope for technolalgippgrading and less space for diversification.
Therefore, diversification into new manufacturirect®rs is key because these tend to be the
most dynamic sectors, as they provide substantiapes for diversification and can provide
highly learning-intensive activities. Technologyeansive products also offer better prospects for
trade and growth because they tend to be highynnecelasti¢Lall, 2000).

In addition, “what you produce matters” for the urat of knowledge, technologies and of
capabilities that can be acquired in industrieguf@ 7.8 provides a snapshot of learning
opportunities in selected countries. As expectad,dhares in manufacturing are associated with
high shares of production in traditional goods aadrelatively high concentration of
manufacturing on resource-based products, sucboasgroducts, beverages, tobacco, wood and
wood products. These shares are particularly highcountries with a total share of
manufacturing value added below 9 per cent (degibtethe black line). More than half of the
countries analysed have 60 to 80 per cent of fireuction in resource-based products, which
are associated with low technologies, low produtstiand very low opportunities for the labour
force and domestic enterprises to acquire moreramhcapabilities.

In contrast, countries with the highest shares anufiacturing also have the lowest shares in
resource-based products, at least 40 per centedf thanufacturing is in low and medium
technology, with few high-technology products. Rerinore, these countries tend to have the
highest degree of product diversification. Thisicatles that more experience in manufacturing
comes with higher diversification and with highdrases in low and medium technology
products.
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Figure 7.8: Diversification in manufacturing by product categories
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Countries with low shares in the textile, garmemd &ather industries seem to face particular
challenges. In many catching-up countries, thedastries have traditionally constituted one of
the first low-technology sectors entered, and bkarging markets through export promotion,
and diversifying into a wide range of different guats, they could create substantial domestic
capabilities. These capabilities were transferredthte production of other low-technology
products, and they help to also shift into mediwthhologies (Lall, 2000 The limited data
available confirm this argument and show that thfdge countries (Bangladesh, Cambodia,
Madagascar, Nepal and Eritrea) that have achielvaces of the textile and garment industry of
above 10 per cent could also obtain higher sharetheer low-technology products.

2. Industrial policies for productive transformatioremployment and learning

Government policies play an important role in fis@fing, supporting and shaping the process of
structural transformation. In order to acceleratyelbpment and increased transformation
dynamics, this process needs to result in highexduymtivity growth, more productive
employment and the accumulation of domestic cap@sil These three processes are
interrelated and they need to co-evolve for suatdendevelopment dynamics. Both policies and
institutions are required, and the accumulationnetitutional and of government capabilities
needs to be an integral part of the learning agusformation process.

Market forces are unable to trigger and sustaim slynamics. The growth experience of some
LDCs during the past decade has shown that groafied on exports of resources and raw
materials has neither created employment nor dameapabilities. While growth based on
exporters of food, agricultural goods and cut flesMeas created some employment, the building
of domestic capabilities has been limited.

The “new” approach to industrial policies is not swich about picking winners, but about

policies to facilitate the process of productivansformation and accumulation of domestic

capabilities. The challenge is to design policied mstitutions that provide incentives to search

for profitable activities, to invest in new techagical and commercial knowledge, and to shift

into higher productivity and learning-intensive tees that can create opportunities to
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accumulate capabilities. Industrial policies caaritefrom the experience of peers and successful
catching-up countries. In addition, industrial pes should take an exploratory and
experimental approach, combining interventions vigtedback mechanisms in order to rapidly
identify mistakes and consequently to keep thesco$tsuch mistakes low, and to improve
governmental capabilities.

a. Combining incentives and compulsion with supportcérrots, sticks and nurture”)

Policy-makers in LDCs need to develop a ‘“learnirigategy” that views industries as an
important learning place. Successful interventibtmpromote the desired learning processes
require the design of policies and institutions ethprovide “carrots, sticks and nurture”. This
implies creating incentives to establish new presl@nd industries, invest in the discovery of
new economic activities, in skills, and in new teclogies. Institutions need to develop the
capacity of the public education system, enterprés®l the vocational training system to provide
learning opportunities for individuals and entespd. But “sticks” and disciplinary measures are
also important as they create a compulsion to leduite limiting rent-seeking. These include the
application and monitoring of strict standards, oaudtic sunset clauses and time-limited
incentives. Competition policy is a means to disage rent-seeking behaviour (Salazar-
Xirinachs and Nubler, 2010Finally, policies need to also provide “nurture’dagirectsupport

in coping with the increasing complexity of leargpias more advanced technologies are adopted.
This relates to support measures for enterprisesldse technological gaps or supporting
enterprises in meeting standards and to qualifyS@r certificationNubler, forthcoming 2011).

b.  Criteria for selecting sectors for industrial poljctargeting

Experience from different catching-up countries @awbnomic frameworks suggest different
principles for the choice of sectors, and theynadly be applied. We may distinguish between
those following comparative advantages and the etadnd those taking the perspective of
capability accumulation and learning for developnhgBitibler, forthcoming 2011).

Follow the market and comparative advantagesldentify tradable goods and services that the
country already produces, and already has comparativantages or in which the country has
the potential to develop comparative advantagesvefponents support these sectors by
identifying bottlenecks and constraints, and pringdsupport in overcoming these constraints.
This approach has been proposed recently by thédvBank(Lin and Monga, 2010).

Deliberate “jump” into high value-added sectors Identify non-traditional, high-productivity
sectors that have the potential to create steapihgacurves (Reinert, 2008). These sectors
produce in new techno-economic paradigms and jugnipito new paradigms represents a major
challenge because the capabilities and competeegesred in the new activities are distant
from those acquired in past activities. Some LD&gehundertaken the effort to jump into such
activities; for example, Rwanda, which is estalfigran IT hub, or the Maldives providing high
class tourism service. “Green” technologies mayvig® the potential to leap into higher
technology markets.

Enter dense product clusters Support the development of product clusters téqtire similar
capabilities and therefore facilitate rapid divBesition. Textile, garment and electronics clusters
have high density and potential for diversification
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Meeting social and environmental development goal$romote the development of activities
and services that accommodate the developmenttd gba DCs. For example, LDCs are hit
hardest by climate change and these countries toedevelop local research and development
(R&D) capabilities and productive capacities to radgd urgent development goals. Important
areas are new irrigation, crop diversification) sonservation and organic fertilizers.

3. Policy instruments

Industrial policies to promote productive transfatian and domestic capabilities are complex,
they touch a wide set of policy areas and instrusjeand each LDC needs to design policies
according to its own history, interests and aspmttaking into account limited fiscal space,

government and institutional capabilities.

a. Trade protection to nurture infant industries anearn

Trade protection has been applied by all succegsftdhing-up countries in order to nurture
infant industries, provide learning opportunitiesdacreate incentives to invest. Successful
western and Asian catching-up countries have eielys used import substitution and
protection of manufacturing sectors to bring abprdductive transformation and at the same
time accumulate domestic capabilities for high stdal performancéCimoli, Dosi and Stiglitz,
2009). Both J.S. Mill, who argues within the classieconomic paradigm of free trade, and F.
List, a development economist, suggest trade proteas the means to develop experience and
skills for developing new competitive industriessade protection is justified on economic
grounds as it provides learning opportunities, iddpild capabilities and helps establish new
comparative advantages. The capability developrasguiment suggests that LDCs should use
the policy space provided under the multilateraldiing system to develop new industries,
diversify and learn. Countries need to catch ugapabilities, and trade protection has been
traditionally applied in countries with limited gennment and institutional capabilities and fiscal
space.

Bilateral free trade agreements (EPAs) drasticadbjuce this policy space by often requiring
zero-level tariffs. Countries therefore may becoloeked into low technologies, and into
existing comparative advantages in low value-addemtuction. Evidence from developing
countries on the impact of trade liberalizationgsawth, trade and inequality shows that those
countries that reduced tariffs rapidly and to vy levels between the 1980s and 1990s lost
most in terms of world trade share and growth. Bwt@ast, countries that reduced tariffs to
moderate levels, thus maintaining protection, acdethe highest levels of growth in GDP per
capita and export. Gradual liberalization to motiedavels of protection has been shown to
provide the space for industrialization, time tew@oulate domestic capabilities in technological
dynamic sectors, and to become competitive in matigonal markets. These countries, for
example, could benefit most from the increasindpglaemand for manufacturing goods and IT-
related products such as semiconduatdigbler, 2003).

b.  South-South cooperation for appropriate technologie

Learning how to adopt and use imported technoloigiescomplex and incremental process. It

challenges technology policies to support the actganon of technological capabilities of

workers, enterprises and society at large. Coopardietween developing countries provides a
70



major channel for LDCs to transfer appropriate tethgies and cheaper capital goods.
Technologies imported from other developing coesttend to be more adjusted to the specific
needs and the economic, educational and technalogpaditions of LDCs. Furthermore, LDCs
can benefit from South-South cooperation by impgrtcheaper capital goods. For example,
China is increasingly exporting cheap capital gaodsw-income countries.

c. Investment policies and learning networks

Investment policies to attract domestic and FDI ianportant to support diversification into
higher value-added products. FDI flows between libgpreg countries have risen substantially
during the past decade, and flows between Easfanth-East Asia are particularly pronounced.
Asian FDI is also flowing to low-income African catwies, supporting infrastructure projects in
sub-Saharan Africa; for example, in Angola and temocratic Republic of the Congo
(UNCTAD, 2009).

d. Expanding domestic and foreign markets for increagi returns and learning
space

Markets in many LDCs are small, and therefore taesyunable to benefit from the increasing
returns and learning opportunities that manufaegudreates. Export promotion of manufactured
goods facilitates access to international markaats, competitive pressures enforce adoption of
advanced technologies and learning. South-Soutberation and regional integration provide
the opportunities for LDCs to export low-technologgpods to other developing countries
because goods are less differentiated, and theyireedess sophisticated technologies and
capabilities(OECD, 2010). In particular, China and India maydrae major importers of
labour-intensive manufacturing goods as income d@chand of the emerging middle class
increases, and wages are rising giving a competigivantage to LDCESalazar-Xirinachs,
2011).

While it is often argued that catching up in Asieountries was export-driven, evidence also
shows that government procurement was used toaseréocal demand for locally produced
goods. For example, the Korean computer industiy esavily supported by the decision of the
Korean Government to computerize the public adrrgti®on and government sector as well as
the tax administration system. Although the induslid not succeed in becoming competitive,
firms and the labour force accumulated critical atalities, which they could use for the

development of high-technology goods, for examble flat panel display in the 1990s.

Training policies: Upgrading informal apprenticeship systems

Productive transformation in the craft and tradet@e(mainly informal economy) requires

competent workers, artisans and craftspeople with dapabilities to adopt more advanced
technologies, and diversify into new activities arades, as well as the social capabilities to
train young people and the labour force in the iregucompetences and occupations. Many
LDCs have developed a tradition of informal appeaghip training that represents the main
road to skills development. In Benin, in 2005, a®00,000 young apprentices were trained,
which represents ten times the number of studentgocational and technical education. In
Senegal, some 300,000 young people are trainegmerdgices as compared to some 10,000
graduates from the formal vocational training cemtiWalther and Filipiak, 2007). Formal
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training systems tend to be costly, providing tragnto only a small share of the labour force
and, therefore, embody limited social capabilittessupport the productive transformation
process.

A study in the United Republic of Tanzania showat informal apprenticeship is regulated by
“smart” institutions. Substantial apprenticeshigiimg is provided in micro- and small

enterprises, apprenticeship is widespread and esthblished in the various craft sectors
(NUbler, Hofmann and Greiner, 2009). Data also slioat informal apprenticeship has the
potential for upgrading and being transformed imoeffective training system in LDCs. Figure
7.9 shows that workshops train a significant numifeapprentices. Most apprentices have at
least achieved primary education, and about 10 geett have finished lower secondary
education. Master craftspeople tend to be the igessielection among former apprentices, as
they have achieved higher educational levels, rifzaa 20 per cent with secondary education.
About one-third of the master craftspersons hase béen trained in the formal training system.

Figure 7.9: Composition of staff working in enterplises (selected sectors)
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Source: Nubler, Hofmann and Greiner (2009)

Furthermore, apprenticeship in the United RepubficTanzania provides a broad range of
different skills. Figure 7.10 reveals that they tened in technical skills, but they also acquire
management and entrepreneurial competences. Dadashbw that employability of graduate
apprentices is high. About 80 per cent of gradulagéesset up their own businesses in the trained
crafts, 7 per cent became skilled workers, andréineaining 13 per cent went either to formal
training or found a job in other informal or forneiterprises.
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Figure 7.10: Type of skills provided in apprenticeBips
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The challenge for governments is to develop them@l of informal apprenticeships, and to
strengthen the institutional capabilities. Thisatet to the capacity to provide training in more
advanced technologies and theoretical knowledgeimjorove the quality of training and
effectiveness, to establish links with the fornrairiing system, and to formally recognize and
certify training while strengthening incentivesp@rticipate in apprenticeship training.

Policy recommendations

Increase the level of education and reduce thesstfahe population without schooling in order
to trigger a productive transformation process.

Transform the educational structure in the laboucd in a balanced manner in order to enlarge
the option space for sustained diversification int@- and medium-technology manufacturing.

Provide equal access for women to basic educatidrdavelop their talents in order to fully use
the potential of the labour force for rapid catchup.

Promote diversification into new technologies andhbar value-added manufacturing for
increased productivity, higher opportunities tolanalate capabilities in new techno-economic
paradigms, productive employment and transformatiyoramics.

Design learning strategies by combining incentiaed compulsion with support measures, and
targeting learning-intensive sectors in additioseotors with comparative advantages.

Use the available policy space provided by muéiak trade rules to provide temporary trade
protection in order to nurture infant industriesgate learning opportunities and build domestic
capabilities and new comparative advantages. Lizerarade gradually and in a sequenced
manner as capabilities are accumulated.

Take advantage of South-South cooperation by teams appropriate technologies, importing
cheaper capital goods and exporting low-technotpapds.
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Attract domestic and foreign investment in non-tiadal tradables and support learning
networks between domestic and foreign firms, suehvalue chains, joint ventures, clusters,
industrial parks or business incubators.

Promote exports and use government procurememitdaoge markets for locally produced goods
in order to benefit from increasing returns, maredoictive employment and learning space.

Develop the potential of the informal apprenticesBystem and strengthen the institutional
capabilities to provide training for advanced tedbgies, and improved quality and
effectiveness of training in order to promote prcidee transformation in the crafts sector and
informal economy.
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Chapter 8: Social protection: Investing in people

Introduction

It is now widely recognized that effective sociabfection policies are a key investment in
human development and a contribution to growthdpetive employment and decent work. As
such, social protection policies have a strongibhgayn countries’ efforts to achieve “equitable
growth and sustainable development based on ndtiooaned and people-centred poverty
reduction strategies” and to “realize the vast anthpped human and economic potential in
LDCs”, as stipulated in the Brussels DeclaratioBQ2’* Social protection policies are also
among the key components of policies to accelgraigress towards achieving the Millennium
Development Goals, as the UN General Assembly tgcemamphasized during the MDG
Summit, that “Social Protection systems that addeexl reduce inequality and social exclusion
are essential for protecting the gains towardsatttéevement of the Millennium Development
Goals".”

Many LDCs have acknowledged the need to embark are imclusive development paths that
are based on a broad-based expansion of produc#ipacities and the well-being of the
population’® Such efforts to create a more enabling environmensustainable and inclusive
economic growth require the investment in the hucegital of the population from a very early
age through access to health, education and obleel services, as well as at least a minimum
level of income security that empowers people tgage in productive employment and income-
generating investments. The joint UN initiative o6ocial Protection Floor, led by the ILO and
WHO, emphasizes the importance of such investmansoductive capacities that would help
to achieve substantial progress in poverty redoctimd the need to step up international efforts
to make the human right to social security a rngdbt people in LDCs. Such investments will
help LDCs to develop the full productive potentiall the population, contribute to the
formalization of employment, support economic amtia change, foster sustainable and
equitable growth, reduce vulnerability and boostnemnic and social development.

Status quo and challenges

Limited access to social protection mechanismsesaf the main policy challenges in achieving
sustainable growth, productive employment and deaemk. While comprehensive statistical
information is scarce, the ILO estimates that lgss one-tenth of the economically active
population in LDCs has access to social protectiooluding a minimum level of income
security and access to health care. The I\M¥tsld Social Security Report 2010/1$hows that

in the majority of LDCs, less than one in 20 elgdavbmen and men receive an old-age pension,
which would provide them with income security idahge. Likewise, less than one in ten
economically active women and men contribute t@maspn scheme and can thus expect to be
economically secure in the event of employmentripjdisability or old age (see figure 8.1).

"4 Brussels Declaration, para. 2 in United Natior@0@.

> Para. 23(f) and (h) in United Nations (2010).

® For example, se€he Least Developed Countries Report, 2010

1LO (2010), “World Social Security Report 2010/FIroviding coverage in the time of crisis and bejon
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Figure 8.1: Effective social security coverage in DCs and former LDCs: Access to pensions
(contributory or non-contributory), latest availabl e year
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Note: Cape Verde and the Maldives graduated fror@ Iskatus in 2007 and 2011, respectively.

Likewise, a large proportion of the population iIDCs face financial barriers in accessing
health-care services. On average, only 62 perafeiatal health cost is pre-paid through public
or private collective health financing mechanisthhis leaves 38 per cent of the total cost of
health care in LDCs to be paid out of pocket, whigsults in a high poverty risk for people at a
vulnerable moment of their lives, and the livestiéir families. This indicator does not,
however, reflect the fact that many of the pooggsups of the population do not access health
services in the first place as they cannot affordgend on health care at all. Overall, levels of
health spending vary strongly (see figure 8.2).rHigvels of spending are, however, also not
necessarily associated with a good health infrestra, a well-trained workforce of health
workers, and the accessibility of health servicegpkople in remote areas and very poor people.
International evidence shows that the efficient o$ethe available resources can make a
difference in ensuring quality health services,reaea relatively small cost.

8 Calculated based on WHO National Health Accourts;dsee also ILO (2010), “World Social SecuritypBe
2010/11: Providing coverage in the time of crisisl @eyond”, annex table 27.
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Figure 8.2: Total health expenditure and sources dfnancing, 2008
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The lack of social security coverage is closelyoasged with the prevalence of informal
employment in most LDCs. Informal economy workessally are not or are insufficiently
covered — in law or in practice — by formal soaiaturity arrangement&In most LDCs, social
insurance covers only wage and salary workers énftihmal economy, sometimes excluding
workers on temporary contracts or in small entsgwi In many countries, there have been
commendable efforts to extend the coverage of fbresaemes to additional categories of
workers through the extension of coverage of s@®alirity schemes to workers at the margins
of formal employment, or the complementary use afroasinsurance schemes. These efforts
have been successful where the design, financidgadministration of schemes respond to the
specific needs of the covered groups of workersiovative measures are needed to
accommodate the specific characteristics of tharkywsuch as irregularity or seasonality of
employment, low and/or fluctuating incomes, or thenployment status (own-account workers
and the self-employed).

International experience shows that, where nati@uwalial insurance schemes do not offer
comprehensive protection, micro-insurance schenags gtay an important role if designed
carefully. Where they are embedded in appropriagall frameworks and national social
protection strategies, where mechanisms have lmerdfto share excessive risks in larger risk
pools and to subsidize contributions for those pgsowf the population who have no or
insufficient contributory capacities, micro-insucanschemes contribute to closing the coverage
gap for groups that are difficult to reach.

Non-contributory programmes are another importarhmonent of national social protection
strategies, as they are designed in a way thatudesl the most vulnerable groups of the
population and guarantee at least a basic levaatl protection for all.

"91LO (2008), “The informal economy: Enabling tratisn to formalization”; ILO (2002).
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Investing in social protection for economic and saal development

While the economic and social realities in LDCs aeey diverse, so are the policy strategies

chosen to address the lack of social protectiohaigye groups of the population. In recent years,
many LDCs have embarked on national programmestené social protection coverage as a

key component of their development strategies. &tamples discussed below demonstrate that
well-designed social protection policies are a keynponent for achieving sustainable and

equitable growth and social cohesf8n.

It is also remarkable that those countries thaehalveady graduated from LDC status, namely
Botswana (1994), Cape Verde (2007) and the Mald{(2€41), have followed strategies of

gradual extension of social security coverage ane linvested strongly in social protection. For
example, Cape Verde has successfully moved towarogiding universal access to social

security through the parallel extension of contiaoy and non-contributory programmes, and
access to health care and other social serviced(se8.1).

Box 8.1: Extension of social security coverage indpe Verde

Cape Verde has followed a double-pronged strategthe extension of social security coverage, byluaing
progressive extension of contributory social insge (vertical approach) with the provision of basan-
contributory benefits (horizontal approach). Durithg last ten years, social insurance coveragedbabled
from 14 to 29 per cent of the economically actiapydation. Benefits of social insurance include-atgk,
disability and survivor pensions, health-care cager maternity, sickness, paternity benefits amdilja
allowance, among others. The main social insuransgtution (INPS) is currently engaged in improgin
efficiency, governance and compliance, and extendioverage to previously excluded groups such as
domestic workers and the self-employed.

Tax-financed social security programmes also exedrstharply in recent years. The non-contributorysjom,
launched in 1994, now reaches 90 per cent of ttgettgopulation and was strengthened with the ioneatf
the National Centre for Social Pensions (CNPS). [€liel of the pension has been regularly increassthing
today the amount of 4,500 escudos (about US$6@ ,06rthe highest in the African context. Esserttiedlth
services cover nearly 100 per cent of the populatimough the joint efforts of the Ministries of &lth and
Social Security. From the beginning of independef@pe Verde has used employment-intensive pulditsy
(FAIMOSs) as a means of guaranteeing an incomeHertorking poor. Between 15,000 and 20,000 peaple,
one-third of them women, have access to FAIMOs gaeln, representing a significant proportion of dlcive
population (around 15 per cent in 1990). Publicksdnave recently been reformed but remain an iraport
component to provide income security to both thenuployed and the working poor. An income security
programme for children is provided mainly througie school feeding programme. Children with distbdi
have recently been included in the non-contribup@ysion scheme.

The combined and well-coordinated efforts to extendial security coverage through both contributang
non-contributory programmes have resulted in anrésgive increase in the coverage rate. It is betiehat
this strategy of investing in human development laéso contributed to the improvement of human
development indicators that are now among the Bigimesub-Saharan Africa. Life expectancy at bistty2
years, the infant mortality rate has halved witttie last 20 years, the literacy rate is 80 per eert the
enrolment rate in primary education has recentached 100 per cent. The poverty rate has decrdesad
36.7 per cent in 2001 to 26.6 per cent in 2007.eCédprde is one of the few countries in Africa thatesee
reaching all of the targets for the Millennium Demment Goals. The country gained the status ofdteid
income country in 2008.

Source: ILO, 2011, “Social security for social justand a fair globalization: Recurrent discussionsocial
protection (social security) under the ILO Declamaton Social Justice for a Fair Globalization, k.

81L0 (2010), “Extending social security to all: Aiigle through challenges and options”.
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The increased interest in non-contributory sodiahdfer programmes in developing countries
also drew closer attention to the impact of suobgmmmes. Micro-simulation studies have
shown a strong impact of — even modest — transferthe reduction of poverty in low-income
countries, such as Senegal and the United Repobll@nzanid® An ILO meta-study? which
assessed the results of about 80 individual stuzhesash transfer programmes in 30 countries
during the last ten years, has demonstrated tleaméasured impacts of cash transfer schemes
have clearly and positively contributed to enhagdmuman development, supporting the full
utilization of productive capacities, enhancing atabilizing consumption and facilitating social
cohesion and inclusion (see figure 8.3).

Figure 8.3: Summary of impact assessments of exisgj social transfer schemes in 30 countries
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Source: Based on ILO (2010), “Effects of non-cdnitory social transfers in developing countries: A
Compendium”; Orton (2010), “Reasons to be cheeHokv ILO analysis of social transfers worldwide atgwell
for a basic income”, paper presented at: The I8frhational Congress of the Basic Income Earthvizi.

Note: The figure shows the number of studies thathldemonstrated a clear positive or negative teftety
categories covered by three or more studies). &sliowing no or unclear effects are not reflectatis graph.

81 Gassmann and Behrendt (2006).
821LO (2010), “Effects of non-contributory sociahtrsfers in developing countries: A Compendium”.
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Extending social security and building a social prtection floor
A two-dimensional strategy for the extension of esage

Balanced economic and social development requirgsoag commitment to the extension of
social security in line with the realities of eaobuntry. The ILO proposes a two-dimensional
strategy for the extension of social secufityhich includes:

(1) The extension of some income security and acce$ealih care, even if at a modest
basic level, to the whole population (“horizontdlfnension).

(2)  The gradual progression to higher levels of inca®eurity and access to higher-quality
health care at a level that protects the standfligiog of people even when faced with
fundamental life contingencies such as unemployminhealth, invalidity, loss of
breadwinner and old age (vertical dimension). Madical dimension seeks to increase
the scope of the coverage, i.e. the range and tustnefits, to at least a level that is in
line with the ILO’s Social Security (Minimum Standa) Convention, 1952 (No. 102)
and other Conventions.

Figure 8.4 shows the two dimensions of extensicschematic way.

Figure 8.4: The social security staircase
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While, in principle, the extension of social setualong the horizontal and vertical dimensions
should be pursued in parallel, the circumstancesnost LDCs would require a gradual
approach, starting with the countries’ main pripdteas.

Building a social protection floor

The pursuit of sustainable growth and public emplegt in LDCs would require more efforts in
extending social security to more groups of theutaton, particularly with respect to workers
in the informal economy, and to make the humantrighsocial security a reality for the

81L0O (2010), “Extending social security to all: Aiigle through challenges and options”; ILO (2011).
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population. This is also a critical element for MBG Acceleration Framework. Examples from
LDCs show that it is possible to gradually move doag ensuring universal access to health care
and a basic level of income security in line witdtional priorities. The ILO promotes a basic set
of guarantees that aim at a situation in which:

— all residents have the necessary financial pratedd afford and have access to a
nationally defined set of essential health-careises, in relation to which the State
accepts the general responsibility for ensuring #tequacy of the (usually)
pluralistic financing and delivery systems;

— all children have income security, at least at lineel of the nationally defined
poverty line level, through family/child benefitameed at facilitating access to
nutrition, education and care;

— all those in active age groups who are unable o safficient income in the labour
market should enjoy a minimum income security tigftogocial assistance or social
transfer schemes (such as a minimum income gua&rdatevomen during the last
weeks of pregnancy and the first weeks after defljver through employment
guarantee schemes;

— all residents in old age and with disabiliféfiave income security at least at the
level of the nationally defined poverty line thréugensions for old age and
disability.

Such a set of guarantees is part of the SocialeBwoh Floor Initiative, which the United
Nations has launched as one of its joint crisipaase initiatives. Jointly led by the ILO and
WHO, the Social Protection Floor Initiative builds a global coalition of UN agenci&sthe
IMF and the World Bank as well as development magnand leading non-governmental
organizations (NGOs) with a view to supporting does to plan and implement sustainable
different elements of social protection systemslripartite delegations from 47 African
countries, many of them LDCs, called for “decissteps to improve the level of social security
for all in Africa by the adoption of a two-dimeneal strategy for the extension of effective
social security coverage”, in the Yaoundé Triparfiteclaration on the Implementation of the
Social Protection Floor in October 20%(National initiatives have been undertaken in salver
countries, including Benin, Burkina Faso, CamboMazambique, Nepal and Togo, as well as
in Haiti, in the context of the joint UN supportaegy.

The social protection floor concept is explicitlpnceived as a set of guarantees that can be
adapted to national conditions and priorities, #vat can be achieved gradually. As such, this
concept is well suited for the realities of LDCshexe fiscal space is tight and institutional

8 This means a degree of disability that excludesntfrom labour market participation.
% This includes FAO, OHCHR, UNAIDS, UNDESA, UNDP, BSCO, UNFPA, UN-HABITAT, UNHCR,
UNICEF, UNODC, UN Regional Commissions, UNRWA, W&Rd WMO.
8 United Nations (2009), “Social Protection Flooitiltive: The sixth initiative of the CEB on theogal financial
and economic crisis and its impact on the workhef YN system: Manual and strategic framework famtj&JN
country operations”.
871LO (2010), “Yaoundé Tripartite Declaration on tineplementation of the Social Protection Floor”.
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capacities are scarce. In such contexts, the spédction floor concept helps to identify and
focus on the most important priorities while grabudurther expanding fiscal space and
institutional capacities, and gradually progresdmgards more complete levels of protection. It
is important to underline that the social protattilwor is a rights-based concept that emphasizes
the importance of institution- and state-buildinmg;luding legal frameworks and effective and
equitable tax policie® While donor support might be necessary to buildetfective social
protection programmes, appropriate consideratioedseto be given to the question of
sustainable financing of such programmes in thgdomnun.

The rationale for introducing a basic set of sosedurity guarantees is grounded in rights, but
the level and scope of benefits in any given couwill have to reflect the prevailing capacity to
finance the benefits. ILO estimates have shown, timaprinciple, a basic social protection
package is within the reach even of low-income toes as demonstrated by ILO cost
estimate¥ and various country experiences. Some resourheetantries have been successful
in channelling some of the proceeds of their comtgoexports into investments in social
protection with a view to achieving sustainablepdal-based economic growth and social
development. Some countries not endowed with natesources, and therefore more limited
fiscal space, have prioritized — albeit modest tadqggrotection programmes with a view to
investing in their people — their main asset. Aioral forward-looking social security strategy
and diagnosis of priority needs can help sequemhee itlnplementation of various social
programmes and policy instruments that addresyighal guarantees. The examples in many
middle- and low-income countries show that somemeld@s of the floor are affordable
everywhere, others may have to undertake stepgeactthe fiscal space through improving the
tax collection or through policy and governanceislens.

The vertical dimension: Reaching higher levels afcsal security

While the horizontal extension of social securgyesssential, and will certainly constitute the

main priority for many LDCs, it is also importamt $tress that social protection cannot stop at
the ground floor. As economies grow and become mesédient, so should people’s income

security and their effective access to health céhe experience of the global crisis in many
parts of the world has illustrated the importandesocial security schemes as automatic
stabilizers that play a key role in stabilizing eggpate demand, protecting the human
development gains achieved and supporting strdathemge. The ILO supports countries at all
stages of development of their social securityesystto build a long-term vision in line with the

aspirations articulated in the up-to-date higheelasocial security standards.

Moving forward with the extension of social secury

Despite the various challenges regarding the eixterts social security faced by LDCs, various
country examples demonstrate that social protecsi@m indispensable — and feasible — element
of a broad-based social and economic developmeategly. The following sections present
some country examples for various elements of eksecurity extension strategy for LDCs.

8 L0 and Townsend (ed.) (2009), “Building decentisties: Rethinking the role of social securitystate

building”.

89 |LO (2008), “Can low-income countries afford basaxial security?”, Social Security Policy Briefsg.
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Extending social health protection

Effective access to health care is one of the reaamal protection priorities for the population in
developing countries. Such access is not onlycatifior enhancing the immediate well-being of
the population, but also with respect to enhantegproductive capacities of the population in
the short and long term. The extension of socialtheprotection, defined as guaranteeing
effective access to affordable quality health Gard financial protection in case of sickness, to
previously uncovered groups of the population, heréfore high on the agenda for many
LDCs . Various policy initiatives in LDCs show that effa® social health protection policies
are not only a matter of financial resources, ltstb depend on well-designed legal frameworks,
institutional structures, quality controls and atinoation mechanisms. The example of Rwanda
(see box 8.2) demonstrates that a combination ridws health insurance mechanisms and well-
designed public subsidies, as elements of a natéfrat to promote universal mandatory health
insurance coverage, can help to quickly extendasd®alth protection to the population and
achieve better and more equitable health outcomes.

Social pensions, income security in old age and theole for development

The important role of social pensions for developtrie increasingly recognized worldwide,
including in LDCs. The low life expectancy ratesbath in many LDCs mask the fact that, on
average, women and men aged 60 can expect torbum@ 15 more years, yet they tend to face
a decline of their earning capacities and inconoeirsty.* As a result, old age constitutes one of
the major poverty risks for those without suffidigmension incomes from other sources. By
providing a modest regular income, social penslalp to secure at least a basic living standard
for older persons and their families, with posite#ects on the health, physical development
and school attendance of children living in housghavith pensioner¥ Social pensions are
likely to play an even more important role in thwufe, given that the share of older people in
the t%gal population of LDCs is projected to in@edrom 5.2 per cent in 2010 to 11.1 per cent in
2050:

A number of LDCs and former LDCs have already immated social pension programmes for
their elderly population (see table 8.1).

% |LO (2008), “Social Health Protection: An ILO stegy towards universal access to health care” @b&gcurity
Policy Briefings 1.
1 Estimates refer to the period 2000-05, based orPupulation Prospects (2008 revision) data.
°21LO (2010), “Effects of non-contributory sociahtrsfers in developing countries: A Compendium”.
% Population aged 60 years and older, calculated fst Population Prospects (2008 revision) data.
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Box 8.2: Extending health insurance coverage in Rwala

During recent years, Rwanda has made extraordigffmyts to rebuild its health-care infrastructurelaefocus its
health-care policy towards a rapid extension ofcage with a strong emphasis on decentralizationasfagement
In an effort to improve the financial access toltieaare and the mobilization of domestic resoutocesnsure the
necessary level of funding, community health ineoeaorganizations were designed to supplement dtéaith
insurance mechanisms. The coverage of communityebasalth insurance schemes gradually increased frper
cent in 2003 to 8@er cent in December 2009.

The financing of the community-based health inscegorogrammes is based on individual and familytrimtions
of around US$2 per person per year. Where thesgilmation rates exceed the family’s capacity to ,pegrious
mechanisms are in place to subsidize contributtbreugh transfers between insurance funds and pagnieom
charities, NGOs, development partners and the Govent of Rwanda. A new policy adopted in April 2Giths at
introducing a contribution system based on eaclsélonid’s capacity to pay in order to strengthenethpeity and
financial sustainability of the system.

Box Figure B1: Health expenditure and health systerndicators in Rwanda
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Source: Based on WHO National Health Accounts amdld\Health Statistics 201d.

The health-care reform has increased the resoumgested in the health-care system, yet it hasyebted to a
marked reduction in the proportion of out-of-pocketalth expenditure, which is often considered amagor
contributing factor of financial insecurity (seexbfigure B1 above). However, what becomes evidgnhat some
health indicators already have markedly improvekisTs true for indicators reflecting the utilizai of services
(see box figure B1), as well as on health outcosueh as a drop in infant mortality from 112 to T#ldren per
1,000 live births between 2000 and 2008. Furthfarisfto facilitate access to quality health seggiare likely to
further improve the achieved results.

Sources: Rwanda Ministry of Health (2010), “Rwa@ammunity-based Health Insurance Policy” (Kigalinidtry of Health of
the Republic of Rwanda); Logie, Rowson and Nda(fljg08), “Innovations in Rwanda’s health systemking to the future”,
The Lancetpp. 256-261.
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Table 8.1: Social pension programmes in selected I3 and former LDCs

Programme Monthly benefit level Eligibility Cost
Botswana Universal old-age 220 pula (US$31) Citizens aged 65 and | 0.4% of GDP
(LDC until pension, introduced 1996 older
1994)
Cape Verde Social pension, introduced 4,500 escudos (US$50) | Men and women aged 60
(LDC until 1994 equivalent to 20% of years and older with
2007) average income income below threshold
Lesotho Old-age pension, 300 maloti (US$40), Men and women aged 70 1.43% of
introduced 2004 equivalent to 64% of years and older GDP
average income
Maldives Social pension, introduced 2,000 rufiyaa (US$156), | Men and women aged 65
(LDC until 2009 equivalent to 45% of years and older
2011) average income 85,100 eligible older
Social pension reduced at persons (4.4% of total
a rate of 50% if other population)
pensions received
Nepal Social pension, introduceds0 rupees (US$7), Men and women aged 70 0.23% of
1995 equivalent to 17% of years and over (until GDP
average income 2008, 75 and over)
Timor-Leste Old-age pensi®ubsidio | US$30 Men and women aged 60 US$29
de Apoio a Idosos e (until 2010: US$20), years, and working-age | million
Invalidos introduced equivalent to 45% of persons with disabilities | (budgeted for
2008 average income 82,000 beneficiaries 2010)
3.26% of
GDP (2009)

Sources: Official information from the respectiva/grnments, HelpAge Pensions Watch database.

The example of Nepal (see box 8.3) shows that soclal pension programmes can start with
strict eligibility criteria and modest levels ofrdits, but nevertheless play an important role for
securing a regular income for some of the mostesalble groups of the population.

Box 8.3: The universal social pension in Nepal
The non-contributory social pension scheme of Neghich was introduced in 1995, demonstrates tipaaty

of a low-income country at a gross national inco{@& 1) per capita of US$440 to gradually extend abci

protection to its population. The provision of alances to older people aged 75 years and above
introduced along with the allowances to poor widaged 60 years and above. In the fiscal year 200&he
Government of Nepal reduced the age threshold ltterpeople from 75 years to 70 years. At the stime,

the Government also increased the pension to 58eruper person per month. This expansion of theigen

scheme had been taken as recognition by the Stdtee amportant role that older people play in thepali
society.

The pension is managed by the Ministry of Womenildtén and Social Welfare, and distributed by
Ministry of Local Development at the village levétlwas estimated that approximately 76 per cerdligible
older people received allowances in the year 2006F¥be scheme in 2006-07 represented 0.23 perofe
Nepal's GDP. The expenditure on the pension scheithéncrease not only because of the change inathe
threshold, but also because of an increase in tiheber and percentage share of people survivindd@age
(decline in mortality and fertility). Increased ipgvity and modernization have affected the stafuslaer
people in Nepali society. On one hand, family odigns are well accepted, so older people frequéint in
their own homes with their children and/or granttiiein. On the other hand, migration from rural tban
areas and modern lifestyles have changed traditfanaly structures and roles.
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Providing income security for children and their families

Children and families naturally stand at the footipolicies aiming at promoting investment in

human capital, and equitable and sustainable grgwtiductive employment and decent work. It
is now well accepted that early investments in itiatr, health and education of children

contribute to enhancing the productive capacityhef population in the long run. There is also
strong evidence for the positive benefits of wakidned social protection programmes for the
prevention of child labour. Various examples froatih America and other parts of the world

demonstrate the role of cash benefits in reduciomefy and achieving positive development
results. Some LDCs have also engaged in large-sedle transfer programmes focusing on
vulnerable children and their families. The exampiéimor-Leste (see box 8.4) demonstrates
the potential of cash transfers for children ag pama wider social protection strategy. It also
demonstrates how countries can use the proceedthenf natural resources to finance

investments in social protection.

Box 8.4: Extending social security coverage in TinteLeste

Since gaining independence in 2002, Timor-Lestenmade efforts to gradually extend social secuiityecage
to its citizens to overcome crises, fight hunged apverty and reduce social tensions. In 2008, ralitional
cash-transfer schemBdlsa-Ma@ was introduced, which focuses on female-headeddtwlds with children,.
The size of the cash transfer varies accordingedamily structure. As of 2010, the programme cs\d,000
families (about 6 per cent of the population).

Two pension schemes were introduced: a pensionrezii@ veterans of independence (2006) and a wsaler
basic pension programm8ybsidio de Apoio a Idosos e Invalidd808) that covers all Timorese citizens aged
60 years or older and those with disabilities agi@d/ears or older. The scheme now pays US$30 pethmo
(the initial benefit level was US$20) with 12 paymee per year, and had 82,000 beneficiaries dur@i@ 2t a
budgeted cost of US$29 million.

In addition to these non-contributory benefits, kiaistry of Social Solidarity is currently prepag, with ILO
support, the gradual introduction of a unified sb@nsurance scheme that will cover public servamigtary,
police and workers in the private formal sector.

Source: Official information from the Governmentlomor-Leste
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Moving forward with the extension of social securi: Policy recommendations

The following policy recommendations are made fdemsion of social security in LDCs:

Given the value of social protection as a key itwesit in human development and a
contribution to growth, productive employment areteht work, LDCs should step up
their efforts to extend social security to largesups of the population. The extension of
social security, including the establishment ofioral social protection floor policies,

should be pursued in line with national prioritiésd capacities, and with appropriate
technical and financial support from developmemtrgas.

All countries already have some mechanisms in piaggovide social protection. Social

protection floors should be built on a careful gee of existing structures and

mechanisms to exploit synergies, increase effigieaod smooth implementation.

Existing systems should be expanded, reorientextended to ensure optimal impact on
poverty prevention, poverty reduction and redistiidm.

National social protection strategies in LDCs skdug developed and monitored through
a broad social dialogue, involving social partnargl other stakeholders, in order to
ensure wide support and successful implementafibese social protection strategies
should aim at achieving a coordinated approach ambme contributory and non-
contributory programmes to realize the human rigtgocial security, including at least a
minimum level of income security and effective aax#® health care.

The establishment of national social protectioroffoin LDCs should be based on a
detailed assessment of existing fiscal space, ays wf ensuring sufficient fiscal space
in the future. Where fiscal space is tight, it mbg feasible to pursue a gradual
implementation of social protection programmesgxplore ways of enhancing effective
and equitable tax collection policies and proceslaed to request transitional financial
assistance from development partners.

Resource-rich LDCs should explore better ways okl some of the proceeds of their
commodity exports into investments in social proteg with a view to sharing their
natural wealth more broadly among their populatimvesting in human capital and
gradually moving to more diversified economic aityiand productive employment.

Sufficient attention needs to be given to strengtig institutional capacities, including the
training of staff for the design, management andiattration of national social security
systems, and ensuring good governance of socitgiion programmes.
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Chapter 9: Conclusions and policy guidelines

This report has reviewed trends in growth, emplayn@and decent work in LDCs, highlighting

challenges and opportunities for structural trarmefdion, job creation and poverty eradication.
It has highlighted in particular the relationshipetlween growth and employment;

macroeconomic policies, trade policies and employnthe sectoral patterns of growth; labour
market institutions and policies in countries cletgazed by high incidence of informality; the

role of public sector investment and public emplewtnprogrammes; the role of proactive
productive transformation and industrial policiaeg social protection.

This last chapter summarizes some of the main pointhe diagnosis and suggests a portfolio of
policy guidelines or directions to confront themthdugh the guidelines need to be tailored to
country needs and circumstances, it is hoped Heat provide a reasonably comprehensive and
useful checklist against which countries can tlabkut better policy rebalancing.

Growth and employment

Basic diagnosis

After stagnant growth in the previous decadesh&2000 LDCs experienced a growth revival.
Growth picked up to 7 per cent over 2002-07, tonplwith the crisis. The high and volatile
growth in African LDCs owes more to an export ptied investment boom in commodities,
with manufacturing stagnating. Lower and less viearowth in Asian LDCs owes more to
investment in export of manufactures. Island LD@gehbeen performing weakly on both counts.
Manufacturing-led growth has allowed lower unempheynt levels and better decent work
indicators, even though major gaps remain.

Policy guidelines

The analysis suggests two broad policy guidelingmprove the macro growth and employment
relationship:

1) To promote export and sectoral diversification. Mav from commodities to
manufacturing is needed to improve employment awdit work outcomes.

2) To raise investment in manufacturing and in agtizel and promote sustainable
enterprises. This is a necessary condition to rpieeluctivity, competitiveness,
employment and incomes. This requires increasingh barivate and public
investment to raise aggregate demand and put ae @gossible employment floor.
Raising private investment has to be based onngisavings and promoting
sustainable enterprises. Raising public investniiast to be based on raising the
revenue base and an accommodating macro policyefwank.
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Macroeconomic policies, job creation and poverty réuction

Basic diagnosis

Macro policy has not been growth-accommodatinghm tDCs, and certainly not responsible
for the pick-up in growth in the last decade. Maftrodamentals have improved in the LDCs,
especially in terms of price volatility and buddetiances, but the improved debt space may not
have afforded the full measure of the fiscal spessded by LDCs.

Policy guideline

3) To have a macroeconomic framework that expliciliets into account job creation
and poverty reduction. Fiscal space is better ssea four-cornered fiscal diamond
that harmonizes additively four elements: domesggources, official development
assistance (ODA), deficit financing and expenditiffeciency. Monetary policy has
to go beyond inflation targeting, recognize therbaing cost constraints on growth
and move towards financial inclusion. Exchange rated capital account
management regimes must aim for competitive anolesixchange rates that cope
with capital flows and accommodate structural tfamsation.

Harnessing trade for growth, employment and povertyreduction

Basic diagnosis

Export concentration is expected to give way a®nme increases to export diversification.
Instead, for LDCs, the Herfindahl index of expodncentration has increased since the late
1990s. There has been a strong product concemtratinining. One of the main reasons for
product concentration in exports appears to beirthbility of LDCs to establish long-term
trading relationships. The structure of LDC expdrés also not been employment-enhancing.
Productivity growth allows expansion of exportst mith less employment, while increased
growth volatility due to increasing trade makespler more vulnerable.

Policy guidelines

4) Not one trade policy is optimal, trade policy clesicdepend on the level of
development, the size of the market, and sequeramigtiming issues are key. To
counter weaknesses in trade, smarter industriadizgiolicies are called for, where
the State avoids the mistakes of the past, andwslthe export patterns of countries
with similar endowments but twice the incomes. Aaclenterprise promotion and
training strategy has to be at the centre of thddrstrategy. Social protection and
minimum wage policies are needed to cushion trdmeks and volatility, and to
protect the more vulnerable.

5) To ensure that the global economy better accomrmaedddCs’ trade needs. This can
be achieved by measures such as reducing tradeerbaand price volatility in
commodity markets.
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Agriculture

Basic diagnosis

Agriculture has been neglected and has stagnatadtcassequence, especially in African LDCs,
where cereal growth has mostly been slower thamlptpn growth. This has been due to a
number of factors, including a run up of declinitegms of trade for agriculture inhibiting
investment, trade liberalization exposing domesgdculture to international competition that is
often subsidized, structural adjustment programinasdismantled or discourage needed public
infrastructure in rural areas, and natural resodrogen appreciating exchange rates making
domestic agriculture less competitive. Weak martufaty has also inhibited a healthy
symbiotic relationship that demands agriculturaldarcts and vice versa.

Climate change particularly affects the rural pbecause of their dependence on natural capital
such as the soil, forests, water, fish and otheh cosystems, and these are the sectors more
subject to climate change. In LDCs, climate chaisgexpected to lower yields and increase
water stress. Rising temperatures will entail cling of high value crops such as coffee.
Unsustainable agricultural practice further lowlarsd productivity.

Policy guidelines

6) Toreduce the yield gap between domestic and majiidral agricultural production,
and invest in rural infrastructure and servicesisTiequires a green revolution in
African LDCs on the lines of Asia in the 1960s, lwénhanced irrigation, fertilizer
and infrastructure. Some African LDCs have demastl the efficacy of this
package. Population pressures in rural areas eequiaddition the development of
rural non-farm enterprises and employment. The oblthe developmental state in
expanding much-needed public infrastructure to niteeieeds of the private sector
is crucial for a productive transformation of LDCs.

7) To invest in a variety of agricultural techniquéstt maintain land productivity,
returns and sustainability. This can be achieveautdfh measures such as the use of
sustainably produced and biological nutrient inpetdacing chemical ones, soil and
water conservation, and improving post-harvesting processing technology. The
application of these types of measures has denaw@dtpositive impacts on yields
and incomes.

Labour market institutions and informality

Basic diagnosis

Informality has multiple causes and drivers in LD®ery low growth of formal employment,
high rate of population growth, high incidence of/erty and very weak social protection drives
surplus labour into informality. Urban and ruralfarmality are characterized by low
productivity, low returns, high risk and very lowcsal protection coverage. Self-employment
and vulnerable employment constitute the majorgmates of the informally employed, and
these have been seen to be weakly affected byigheghowth in LDCs. Outflows from weakly
growing agriculture largely supplies informality.
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Labour market institutions, such as regulationprmtect workers and their wages, are largely
judged by surveys to do just that, rather than italdr enterprise development. They exist,
however, only in the formal economy, where thefioecement is also variable.

Policy quideline

8) To promote the transition to formality. This reegrintegrated interventions that
attack the multiple drivers of informality, includj: job-rich growth, improvements
in regulations, strengthening the organization aegresentation of informal
economy workers, promoting entrepreneurship, skiiteance, extension of social
protection, local development strategies.

Public investment and public employment programmes

Basic diagnosis

The infrastructure deficit in power, water, trangpand ICT in LDCs is high and particularly
pronounced for African LDCs. This is because ofesbsd declining public investment. Poor
infrastructure is estimated to reduce GDP growtl2percentage points per annum in African
LDCs. On the other hand, increasing public investmae infrastructure can demonstrably
increase employment alone, using local resourceebasethods by a factor of three to five
compared to conventional infrastructure developmgéwctordingly, policy to increase public
investment in infrastructure should have the ambitio raise aggregate demand, growth and
employment.

There have been major innovations in the last dedadthe design and implementation of
effective public employment programmes. To the estAblished genre of public works

programmes and cash transfers has been added @rative employment guarantee scheme,
which in India provides 100 days of employment peal household on demand. LDCs like

Ethiopia have begun such types of programmes. Dpired employment guarantee programmes
may well be a way to cut structural unemploymend aeasonal surplus labour in LDCs.

Important challenges to be incorporated in suchgpammme development include: the large
budget running into 1-2 percentage points GDPetaing to eliminate leakages; and building in
a graduation strategy from such programmes.

Policy quidelines

9) To enhance investment in infrastructure and enshat these investments are
designed and implemented with the specific objecti’boosting employment.

10) To take advantage of the significant innovationthm design and implementation of
effective public employment programmes.
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Promoting catching-up growth

Basic diagnosis

Empirical evidence from successful catching-up ¢toes shows that educational transformation
preceded accelerated productive transformatiorotier words, capabilities are an important
condition for productive transformation. LDCs walklierage years of schooling above 4.5 years
tend to have higher shares of manufacturing in GDPCs with a symmetrical schooling
pyramid in primary and secondary education tentawee the highest shares in manufacturing.
These critical years of schooling help trigger atian space for industrial diversification and
transformation. Industrial diversification is a lb&toap learning programme, so what a country
produces matters. All successful catching-up coesithave also had some type of industrial
policy, with a smart mix of incentive carrots, &8do prevent rent-seeking, and nurturing infant
industries. Trade liberalization has been gradual sequenced to allow the private sector to
climb up the capability curve. Often, FDI has maate important contribution in terms of
allowing imports of technology and acceleratingridgag, but to maximize this process
complementary policies are necessary. The use agdade of the informal apprenticeship
system has also been observed to be an importatittzdion to enhance capabilities.

Policy quidelines

11)

12)

13)

14)

15)

To increase the level of education and to redueesttare of the population without
schooling. Transforming the educational structuréhe labour force in a balanced
manner is important in order to enlarge the opsipace for sustained diversification
into low- and medium-technology manufacturing. A/ ledement in this process is to
provide women with equal access to basic educaiuh develop their talents in
order to fully use the potential of the labour #®for rapid catching up.

To promote diversification into new technologies darigher value-added
manufacturing for increased productivity. This tenachieved by designing learning
strategies that combine incentives and compulsidin support measures, and
targeting learning-intensive sectors in addition $ectors with comparative
advantages. Multilateral trade rules provide sidfit policy space to provide
temporary trade protection in order to nurture mbféndustries, create learning
opportunities and build domestic capabilities asd/ iromparative advantages.

To take advantage of South-South cooperation tostea appropriate technologies,
importing cheaper capital goods and exporting leaktology goods.

To attract domestic and foreign investment in nawlitional tradables and support
learning networks between domestic and foreigndjrsuch as value chains, joint
ventures, clusters, industrial parks or businesshators.

To promote exports and use government procurereasnlarge markets for locally
produced goods in order to benefit from increasmeturns, more productive
employment and learning space.
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16) To develop the potential of the informal apprergidp system and strengthen the
institutional capabilities to provide training fadvanced technologies, and improved
quality and effectiveness of training in order torpote productive transformation in
the crafts sector and informal economy.

Social protection

Basic diagnosis

Less than one-tenth of the economically active faimn in LDCs has access to social
protection, including minimum income security arehlth care. Lack of access to social security
largely hinges on the prevalence of informality,iethhas no or low coverage. And to prove the
point, the three graduates from LDCs so far, Botew&ape Verde and the Maldives, all had
gradually extended social protection. By underngrinuman capital and increasing uncertainty
for the population, limited access to social prbtecis in itself an obstacle to achieving
sustainable growth and productive employment.

The ILO and WHO's Social Protection Floor Initis#giMaunched by the UN, has received strong
endorsement from many African LDCs, for example.telBding social protection to the
heterogeneous LDCs has to be step-based, movingdrsocial protection floor giving access to
essential health care and minimum income secuntyontributory social security benefits, to
voluntary insurance under governmental regulatida. such, the social protection floor is
particularly well suited to the LDCs where fiscglase and institutional capacity may be
constrained. Some countries not endowed with nlatesaurces have invested in modest social
protection programmes, while resource-richer coesthave channelled some of the revenue
into social protection. Examples of health care pedsions have been afforded by low-income
countries in Africa and Asia.

Policy quideline

17) To extend social security to larger groups of thepysation, including the
establishment of national social protection floaliges. Social protection floors
should be built on a careful analysis of existitrg&ures and mechanisms to exploit
synergies, increase efficiency and smooth impleatemt. National social protection
strategies in LDCs should be developed and monitdheough a broad social
dialogue, involving social partners and other dtakders. The establishment of
national social protection floors in LDCs shoulddzsed on a detailed assessment of
existing fiscal space, and ways to expand it inftitere. Resource-rich LDCs should
explore better ways to channel some of the procettteir commaodity exports into
investments in social protection. Sufficient atiemt needs to be given to
strengthening institutional capacities.
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Social dialogue and developmental governance

Basic diagnosis

Two common and mutually supporting themes run tinotinis report: first, the need for policy
formulation and implementation to be based on biwsskd social dialogue. From macro
policies, to productive transformation, to sociedtpction and transition to formality, experience
shows that broad participation and ownership oficgoframeworks is essential for more
effective policy design and implementation. Secopdlitical, technical and institutional
capabilities matter for positive outcomes, henceeithportance of good governance. In LDCs,
both skilled staff and financial resources arerofteshort supply. However, in LDCs, the good
governance agenda should not be only restricteéthtsparency and accountability, but should
also include good development governance in theesai building up the developmental
capabilities of the State over time.

Policy quideline

18) To commit to formulate and implement these polidi@®ugh broad-based social
dialogue and to improve the quality of governanoe public services.

International labour standards

Basic diagnosis

Fundamental values of freedom, human dignity, $qagtice, security and non-discrimination

are essential for sustainable economic and so@akldpment and efficiency. Freedom of
association, the right to collective bargaining thght to equal treatment, the abolition of forced
labour and child labour reflect not only fundaméiiiaman rights, but also essential conditions
for stable and strong democracies and for sustiErsaizial and economic development.

However, LDCs face significant implementation gagdany LDCs have not yet fully developed
the governance structures and institutions necgésapromoting the rule of law, implementing
labour law reform and complying with internatioraligations, including ILO Conventions
ratified by these countries. Fifteen of the 49 LO@se not yet ratified one or more of the eight
fundamental ILO Conventions (Conventions Nos. 2B, 88, 100, 105, 111, 138 and 1¥2)
while 47 of the 49 countries have not ratified ome more of the four ILO governance
instruments (Conventions Nos. 81, 122, 129 and.Y4®hose that have ratified are experiencing
significant challenges in meeting their obligationgerms of reporting and implementation. In
addition, the application of labour laws is genlgraleak, and labour inspection systems are

% The Forced Labour Convention, 1930 (No. 29); theeBom of Association and Protection of the Right t
Organise Convention, 1948 (No. 87); the Right tgadise and Collective Bargaining Convention, 1948.(98);
the Equal Remuneration Convention, 1951 (No. 10®);Abolition of Forced Labour Convention, 1957 (N65);
the Discrimination (Employment and Occupation) Gamton, 1958 (No. 111); the Minimum Age Convention,
1973 (No. 138); and the Worst Forms of Child LabGonvention, 1999 (No. 182).
% The Labour Inspection Convention, 1947 (No. 8hg Employment Policy Convention, 1964 (No. 122 th
Labour Inspection (Agriculture) Convention, 1969(NL.29); and the Tripartite Consultation (Interoatl Labour
Standards) Convention, 1976 (No. 144).
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under-resourced, and thus function poorly. Moreptrade unions and employers’ organizations
generally lack the capacity and resources necessagpable them to function effectively and
social dialogue institutions are weak. Despite spnogress in terms, for instance, of an increase
in the numbers of wage and salary workers, keycatdirs of decent work show at the same time
that the numbers of vulnerable workers and the imngripoor in the LDCs have increased.
Protection of and compliance with worker’s rightashbeen low. Protection of rights in the
predominant informal economy is very weak at b&gich of the labour force is in the rural
areas, where more onerous non-contractual fornvgodf abound, in both agriculture and rural
non-farm work, leading to protection gaps espegciédr vulnerable groups such as women,
children and indigenous peoples. Increased vigdaiscnecessary to ensure that respect for
fundamental principles and rights at work are ranpromised. International labour standards
provide the indispensable normative and rights-tbdeendation of the Decent Work Agenda
and are central to any strategies to foster moianbad economic and social development. They
are an important component of a rights-based apprttadevelopment and should be integrated
into Decent Work Country Programmes (DWCPs) and emgenerally mainstreamed into
national policies and development frameworks im@eted by LDCs.

Policy guidelines

19) Improve the promotion of the ratification and implentation in law and practice of
labour standards; design innovative schemes foretktension of protection to
workers in the informal economy, including throughbre effective labour inspection
systems. Effectively extend representation riglisall vulnerable categories of
workers, including rural workers, women, childremdandigenous peoples. Pursue
time-bound programmes to combat child labour amcefi labour.

20) Take advantage of ILO technical assistance to hedlpce the implementation gap
on international labour standards in LDC countr@esl mainstream international
labour standards into Decent Work Country Programrfi@WCPs) and United
Nations Development Assistance Frameworks (UNDA#H) a view to achieving a
progressively increasing coverage of each of tfaegiic objectives.
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Policy guidelines to promote growth, employment andlecent work in LDCs

1) To promote export and sectoral diversification. Magvfrom commodities to manufacturir
is needed to improve employment and decent worgomogs.

2) To raise investment in manufacturing and in agticel and promote sustainable enterprise

g

S.

3) To have a macroeconomic framework that expliciliikels into account job creation and

poverty reduction.

4) No one trade policy is optimal, trade policy cheidepend on the level of development,
size of the market, and sequencing and timing saue key.

5) To ensure that the global economy better accommedddCs’ trade needs.

6) To reduce the yield gap between domestic and meglaimal agricultural production an
invest in rural infrastructure and services.

the

d

7) To invest in a variety of agricultural techniqudsatt increase productivity, returns and

sustainability.
8) To promote the transition to formality.

9) To enhance investment in infrastructure and enthaethese investments are designed
implemented with the specific objective of boostergployment.

10)To take advantage of the significant innovationthmdesign and implementation of effect
public employment programmes.

11)To increase the level of education, ensuring equaéss for women and to reduce the s
of the population without schooling.

12)To promote diversification into new technologies dngher value-added manufacturing
increased productivity.

13)To take advantage of South-South cooperation tstea appropriate technologies, importi
cheaper capital goods and exporting low-technotpapds.

14)To attract domestic and foreign investment in nawhtional tradables and support learn
networks between domestic and foreign firms, suekaue chains, joint ventures, cluste
industrial parks and business incubators.

15)To promote exports and use government procurernaslarge markets for locally produc

and

ve

nare

for

ng

ng
rs,

ed

goods in order to benefit from increasing retumsye productive employment and learning

space.

16)To develop the potential of the informal apprergfdp system and strengthen the institutignal
capabilities to provide training for advanced tembgies, and improved quality and
effectiveness of training in order to promote prctdee transformation in the crafts sector and
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informal economy.

17)To extend social security to larger groups of tbheyation, including the establishment|of
national social protection floor policies.

18)To commit to formulate and implement these polidi@®ugh broad-based social dialogue
and to improve the quality of governance and putBivices.

19)Improve the promotion of the ratification and implentation in law and practice of labagur
standards; design innovative schemes for the emtensf protection to workers in the
informal economy, including through more effectiadour inspection systems. Effectively
extend representation rights to all vulnerable gaties of workers, including rural workers,
women, children and indigenous peoples. Pursue-biooed programmes to combat child
labour and forced labour.

20)Take advantage of ILO technical assistance to hetpuce the implementation gap pn
international labour standards in LDC countries amainstream international labour
standards into DWCPs and UNDAFs with a view to aeinig a progressively increasing
coverage of each of the strategic objectives.
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Appendix

What are the Least Developed Countries?
Forty-nine countries are currently designated ey as LDCS?

The list of LDCs is reviewed every three years bg tUnited Nations Economic and Social
Council (ECOSOC) based on recommendations by thean@ittee for Development Policy
(CDP). Three criteria were used by the CDP indis teview of LDCs in March 2009:

(a) Low income, based on a three-year average estiafa®NI| per capita, of US$905 for
addition to the list, and US$1,086 for graduation.

(b) Human asset weakness, based on a composite indgxismg undernourishment, child
mortality, secondary-school enrolment and adwdtdity.

(c) Economic vulnerability, based on a composite indeagricultural instability, disaster-
led homelessness, export instability, export cotreéion, economic smallness and
remoteness.

% These are: Afghanistan, Angola, Bangladesh, BeBtiutan, Burkina Faso, Burundi, Cambodia, CentraicaAn
Republic, Chad, Comoros, Democratic Republic of @@ngo, Djibouti, Equatorial Guinea, Eritrea, Ethim
Gambia, Guinea, Guinea-Bissau, Haiti, Kiribati, thao People’s Democratic Republic, Lesotho, Liberia
Madagascar, Malawi, the Maldives, Mali, Mauritarlidggzambique, Myanmar, Nepal, Niger, Rwanda, SarSaa,
Tome and Principe, Senegal, Sierra Leone, the Swolorslands, Somalia, Sudan, Timor-Leste, Togo, Twyva
Uganda, the United Republic of Tanzania, Vanuakm¥n and Zambia.

" United Nations Office of the High Representative the Least Developed Countries, Landlocked Depirtp
Countries and the Small Island Developing Statdd-QHRLLS).

To be added to the list, a country must satisfytlaée criteria. In 2009, the CDP recommended Htatatorial
Guinea be graduated from the list of least developaeuntries (LDCs). Tuvalu and Vanuatu were conside
eligible but not recommended for graduation dudduobts about the sustainability of their progréSebati, which
had met the criteria for the first time in the 20@¥iew, was no longer found eligible. Samoa arel Maldives,
which were scheduled for graduation in Decembe2f¥Xid January 2011, respectively, were found te lséown
continued positive development progress. Howewgg,td the devastating tsunami that hit the islan2i009, it was
decided to postpone Samoa's graduation initialhedaled for December 2010 until 1 January 2014 @ea&ilable
at: http://www.unohrlls.org/en/ldc/related/59/
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Appendix Table Al: Annual growth rate by sectors, griod average (%)

GDP Agriculture, value added | Industry, value added Manufacturing, value Services, value added
1999-2003 | 200407 | 200809 | %% | 2004-07 | 200809 | 1999-2003| 2004-07 | 200809 | %% | 2004-07 | 2008-09 | 19992003 2004-07 | 2008-09
African LDCs* 6.1 7.5 5.6 1.9 51 54 7.1 13.3 5.0 5.0 8.9 6.6 4.8 10.3 7.7
Angola 5.8 19.¢ 0.7 12.¢ 15.¢ 13.€ 6.4 21.C 5.1 102 33.¢ 8.1 16 18.: -9.2
Benin 4.8 3.9 3.8 4.7 . 6.7 . 5.9 4.2 .
Burkina Fas 5.3 5.1 3.5 6.4 7.1 3.7 6.2 2.C 4.3 6.€ 54
Burund 1.1 3.2 35| -2C -6.2 . . . .
Central African Rep. -1.5 3.3 24 1.7 14 -02 25 0.7 5.8 -6.6 4.3
Chac 8.3 56 -1€| 28 . .| 221 . . . . . . .
Comoros 2.7 2.0 12.8 5.7 -1.2 22 4.8 17 4.5 44 0 1 45 -1.3 11.0 .
Congo, Dem. Re -0.1 5.8 2.7 -3.€ 2.8 15 -0.8 9.¢ 1.3 -3.2 8.4 11¢ 11¢ 5.¢
Djibouti 21 44 5.C 2.7 3.€ . 3.8 4.t 2.7 24 . 2.1 0.8 .
Equatorial Guine 25.¢ 10.t -54 24 8.C 15 24.C 10. 2.2 80.€ 44. 13: 16.€ 127 19.¢
Eritree -1.3 1.0 .| -12.2 23.2 R 14 -3.5 24 -11.¢ . 1.8 -1.3 .
Ethiopie 34 114 8.7 -0.2 11z 3.1 6.3 9.¢ 9.6 3.2 10.€ 9.7 2 13.€ 14:
Gambit 3.6 6.0 4.€ 0.8 1.8 21 6.8 2 6.1 3.5 . 5.3 8.1 6.1
Guine: 3.5 24 -0.3 15.4 2.7 -15.4 3.5 5.1 6.6 3.5 4.2 -6.C -2.3 16.5
GuinezBissal -0.7 25 3.C - - .. .. .. .. .. .. .. .. .. ..
Lesothc 3.8 3.3 0.6 -5.8 -2.4 2.0 11¢ 14 0.0 21.¢ -0.7 -3.3 -2.5 9.1 6.2
Liberia -2.0 7.5 4.6 . . .. - .. .. .. .. .. .. .. ..
Madagasc 1.6 5.3 0.4 1.3 2.3 1.6 1.1 5.4 8.6 2.3 55 7.2 0.8 7.C 8.8
Malawi -0.5 6.4 7.7 -1.C 2.8 4.2 -2.1 8.C 3.5 -4.4 7.5 6.2 -0.1 6.C 6.C
Mali 6.7 5.2 4.3 3.1 5.2 7.8 5.4 -0.€ 21 5.C 6.€
Mauritanie 2.8 6.3 -1.1 -4.5 7.1 . 0.t 3.€ . -10.5 0.2 . 8.€ 6.7 .
Mozambiqur 6.8 8.1 6.3 3.2 8.3 5.2 141 6.€ 3.8 18.5 2.7 1.8 5.5 94 3.8
Niger 3.2 55 1.0 2.8 .. R 2.8 - R 3.7 R . 3.7 . .
Rwand: 6.8 74 5.3 6.2 2.2 4.7 5.6 9.t 6.0 4.8 6.7 -2.1 8.2 11: 34
Sao Tome and Principg . 6.1 4.C . . . . . . . . . . . .
Seneg: 3.8 4.3 2.2 -0.7 -1.3 3.5 5.2 24 0.6 4.4 0.1 0.5 4.1 8.C -0.2
Sierra Leon 142 7.0 4. - - 3.2 .. .. 0.0 .. .. .. .. .. 4.7
Sudai 6.8 9.2 4.5 2.7 2.6 24 152 13.€ 5.2 2.8 40 8.t 7.2 122 34
Tanzanii 6.1 7.1 558 4.5 4.5 8.4 9.€ 6.€ 8.0 5.8 7.1
Togc 14 2.3 2.5 0.6 .. R 6.3 - R 121 R . -0.1 . .
Ugand: 5.9 8.5 7.1 4.1 0.8 1.7 7.5 11.€ 7.0 5.1 7.4 8.3 7.5 8.8 7.5
Zambie 4.2 5.8 6.3 0.t 0.7 0.0 7.€ 8.¢ 108 5.3 5.0 5.1 4.4 10.C -2.8
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Appendix Table Al: Annual growth rate by sectors, griod average (%) (cont.)

GDP Agriculture, value Industry, value added Manufacturing, value Services, value added

12%%93' 2004-07 | 2008-09 12%%93' 2004-07 | 2008-09 12%%93' 2004-07 | 2008-09 12%%93' 2004-07 | 2008-09 12%%93' 2004-07 | 2008-09
Asian LDCs* 55 9.2 6.1 3.4 4.1 3.7 7.3 8.9 5.9 6.7 8.7 5.8 55 6.8 6.2
Afghanistan .. 8.3 18.7 . 5.1 221 13.1 1p.2 . 6.1 15.0 8.4 28.6
Bangladesh 5.2 6.3 57 3.4 3.9 2.0 6.8 8.8 6.6 5.9 9.6 6.9 5.5 6.6 6.3
Bhutan 8.0 10.9 7.4 35 1.1 0.9 11.6 12.5 16.2 3.8 4.3 5.7 8.0 10.6 12.1
Cambodia 8.0 11.4 -1.9 2.7 8.6 2.8 17.6 13.1 0.7 817 11.9 -1.5 8.4 11.1 -1.4
Lao PDR 5.9 7.7 6.4 3.6 4.1 . 10.7 12.0 . 9.6 .912 5.8 8.2 .
Maldives 5.8 6.5 -3.( 5.7 -2.8 -9/2 6.8 7.8 2.0 7.4 2.1 0.1 5.6 7.1 -0.7
Myanmar 12.7 8.6 . 10.6 .. . . . .. .. .. . ..
Nepal 3.7 3.4 4.7 3.9 2.1 1)1 3.9 3.8 1.8 1.3 2.4 0.2 3.4 4.0 5.9
Solomon Islands -4.9 7.7 =212 5.1 8.0 -4.3 -16.8 9 5. 34 -12.9 2.2 0.3 -5.6 8.3 5(1
Timor-Leste 0.5 2.6 1.9 . . . .
Yemen 4.0 4.0 3.8 1.3 . 3.0 10.8 . 8 5. .
Island LDCs* 0.6 2.8 1.9 0.2 1.3 -1.2 6.3 4.1 -6.4 6.3 -0.9 -12.7 3.5 4.4 2.4
Haiti 0.0 2.5 2.9 -1.6 2.1 2.6 1.2 2.0 3.2 0.4 1.7 1.8 0.7 2.8 1.4
Kiribati 3.6 0.9 -0.7 0.6 0.7 0.y -1.6 2.8 -4.4 1.0 7.7 -1.9 3.1 2.0 -2.3
Samoa 5.8 2.9 -5.b -2.4 0.9 -4.5 9.6 3.3 16.5 88 20 - -139 6.5 3.0 1.2
Tuvalu .. . . . . . . . . . .
Vanuatu 0.4 6.4 4.0 1.8 1.7 -1.1 7.5 -0.8 04 . 0.8 6.4 .
LDCs 5.7 8.4 5.8 2.8 4.6 2.2 7.4 11.5 5.3 6.2 8.7 6.0 5.1 8.3 4.9

Source: ILO calculations based on World Bank, War&elopment Indicators database.
* Aggregates are calculated based on data availblielece, they may not include all the countries.
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Appendix Table A2: Structure of merchandise exportsn LDCs, 2000 and 2008—-09

Merchandise exports Agricultural raw Manufactures exports Ores and metals
(millions of US$, cgnstant mategrials exports (% of nf(:rgg;:gggzgﬁo?tfs) mFeL:ngﬁzgésegpooorfts) (% of merchanc?ise export_s (% of
2005) merchandise exports) exports) merchandise exports)

2000 2008 2009 | 2000 | 2008 | 2009 | 2000 | 2008 | 2009 | 2000 | 2008 | 2009 | 2000 | 2008 | 2009 | 2000 | 2008 | 2009
African LDCs .. .. ..| 10.8 5.7 36.0| 20.6 17.2| 345 15.5 14.9 18.7| 23.0
Angols 146,21 | 44,62. | 25,88t . .. . .. .. . .
Benin 451 1,013 86 719 44.3* .. 20.7 40)6* . *0|7 . 7.3 . 0.1
Burkina Fas 24% 614 73| 59.z .. | 60.E 19.1 .. | 26.8 3.2 . 0| 184 .| 121 0 .. 0.€
Burundi 73 42 42 7.6 5.8 48 91 648 61.5 . L4 9]1. 0.5 18.1| 20.6 0.8 9.8 4)8
Central African Rep. 179 127 99 13.1 . 10.7 0.5 68.2 7.6
Chad 217 3,994 2,348 L. 0.0* . .. . . ..
Comoros Q 883 13.8* 3.56.3* 0
Congo, D.R . . . . .
Djibouti 35 57 61 Q 0.4 6|5 ..90.7 0.3
Equatorial Guine 1,51¢ | 13,90: . . . .
Eritrea . . 9.8 . . 53.9 .. 0.0* . . P8 .. . 8.3 . .
Ethiopie 61% 84: 7741 18.7 14.1] 11.¢ 70.€ 75.52 | 775 0.0* 0 0 9.8 9 8.7 0.6 0.6 0.8
Gambia 24 12 13 1.2 4.p 1 80,9 59.6 53 0.1 0.5 0 120.9| 39.1 0.2 14.9 6.8
Guinet 1,13¢ 81t 3 4.S 3.1 2.5 0 1.t 30.2 31.€ 63.4 59.2
Guinea-Bissau 67 106 99 . . . o .
Lesotho 308 696 552 0.1 4.7 D.0 ..4.99 0
Liberia . . . . . | . . .. . . . . .
Madagascar 1,361 975 784 3 4.8 b.2 38.3 21 P88 3.6.8 49| 52.2 66.4 57. 21 3|2 3
Malawi 752 621 634 2.9 4.1 3B 89,2 85.8 8.6 0.2 00.1 7.4 10 8.5 0.4 D 0.B
Mali 612 1,761 1,82¢ | 90.¢ 422 4.1 28.1 0 6 4.7 21.¢ 0.2 0.8
Mauritania 502 1,461 1,09b 0 0 20.8 12.5 . ..1.72 .. 0 0 . 457 59.9
Mozambigut 63E 1,96: 1,53¢| 11.: 3.5 3.1 417 14.7 | 23.: 21| 10.¢| 17.t 6.7 6.1 11.7 17.c 57.5 3.€
Niger 321 790 774 3.3 3.7 . 43|15 18.3 .. 1.6 1.9 .9.4 6.6 . 40.7 68.5
Rwand: 72 191 127 . 1.2 1.7 | 57.0* 66.5 | 42.2| 0.0* 0 0.1 3.0* 41| 194 11.8* 28.1| 31.€
Sao Tome and Principe] .. 1| .. 0.1 0.5 0.7 96.9 9255 9214 . 0 0 P.6 7 3 00
Senege 991 2,00z 1,927 1.7 1.€ 1.1 52.¢ 20.€ | 29.F 14| 34.:c 24| 26.€ 39.2 | 41.: 4.8 4.3 34
Sierra Leon 16¢ 16E 0.7 18.¢ 9.7 1.4
Somalia . . . . J. . . .. . . . .
Sudat 2,602 8,821 5,32 4.S 1.4 1.4 17.c 2.9 5] 69.2| 944 | 92.1 7.6 0.4 04 0.5 0.7 0.2
Tanzania 941 2,398 2,181 134 9.3 D.8 6/6.2 3745 B5.0.1 2.9 1] 19.6 31 24, 05 168 24.6
Togc 41% 80z 70C | 23.4 9.3* 19.€ | 15.7* .. 0.6 | 0.0* . 30.6 | 62.2* 255 | 12.8*
Uganda 571 2,126 1,720 15 5.8 . 71.2 63 . 5.7 1.3 . 3.1 27.4 .. 5 2.2 |
Zambie 2,24¢ 3,75¢ 2,80: 4.4 1.1 1.4 9.4 5.6 7.5 1.1 0.7 0.¢| 10.7 6.7 8.4 74.1 85.4| 81.1
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Appendix Table A2: Structure of merchandise exportsn LDCs, 2000 and. 2008—-09 (cont

Merchandise Exports mgt%rrigljétl;r;(algﬁvsv (% Food exports (% of Fuel exports (% of Manufactures exports Ores and metals
(rliefs O;é"OSSD’ constant of mercha?ndise ’ merchanc?ise expoorts) merchanzise ex;orts) 0 il [N TEIreliss Sl o0 @
) exports) exports) merchandise exports)
2000 | 2008 2009 | 2000 | 2008 | 2009 | 2000 | 2008 | 2009 | 2000 | 2008 | 2009 | 2000 | 2008 | 2009 | 2000 | 2008 | 2009
Asian LDCs .. .. .. 1.6 2.6 .. 6.6 6.5 .. 0.7 2.6 .. 90.8| 87.3 .. 0.0 0.9 .
Afghanistan . 364 434 . 5 716 . 52.5 54.7 . . . 34.6 18 . . 0.1
Bangladesh 8,316 12,116 11,2)9 1.4 3.1* .. 7.6 6.5* .. 0.2| 1.6* . 90.5 88.31 . 0.4} .
Bhutan 123 434 397 . 0 ojf 13.8* 48.3 6.1 419* 948 42.5| 39.9* 1.4 41.1 3.1f 1.8 10J2
Cambodii 1,594 3,051 2,96( 2.9 0.¢ . 1 0.7 .. 0 0 .. 96.1 95.5 .. 0 2.8
Lao PDF 53¢ 90z 782 .. . . . . .. . .. .. .. .. .. .. ..
Maldives .. 265 13C 0 0 . 53.7 98.4 .. .. 0 .. 46.2 0 .. 0.1 1.6
Myanmar 4,889 3,377 3,219 .. . . . . . . [ . . . . . .
Nepal 988 746 574 0.b . 219 9.9 . 251 0L0* . 066.7 ..| 66.5 0.2 . 55
Solomon Islands 102 150 149
Timor-Leste . . y . . .
Yemen .. .. . 0.4 0.1 0.p 212 5(3 9.7 96.9 924 292 0.3 2.1 1.7] 0.1 0.1 0.1
Island LDCs . . .
Haiti 790 338 407 . . . J. . . .. .. .. .. L ..
Kiribati .. .. .. .. . .. | 91.5* . .. . .. .. 0.0* .. ..| 0.0* .. .
Samoi 1¢ 9 9 04 0.1 04 .. 142 ] 214 .. 0.2 0.1 .. 83.€ | 69.€ .. 0.1 0.2
Tuvalu . . . . . . . . . . . . . . . . .
Vanuatt 2¢ 511 .. 14¢| 1.7* .. 76.€ | 61.5* .. 0| 0.1* .. 7.C 8.9* .. 0| 0.0*
LDCs (Total) .. .. .. 6.8 4.6 .. 23.1| 15.7 .. 9.9| 23.2 .. 48.6| 404 .| 105]| 152 ..
Source: World Bank, World Development Indicatot)Icalculations.
Notes:

1) * Refers to the value of the previous (or follog) year.

2) Calculation of aggregates for African LDCs iséa on the 16 countries for which data are avald®lirundi, Ethiopia, Gambia, Madagascar, Malawd)iM
Mauritania, Mozambique, Niger, Rwanda, Senegal aButhe United Republic of Tanzania, Togo, Uga@dambia.

3) Calculation of aggregates for Asian LDCs is blase the three countries for which data are avisldbangladesh, Bhutan, Cambodia.

4) Total LDCs include Vanuatu in addition to theintries listed above.
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Appendix Table A3: Value-added sectoral shares inIDCs by regions (per cent of GDP)

2000 2001 2002 2003 2004 2005 2006 2007 2008

Agriculture, value added 32.7 32.6 31.5 30.9 30.4 28.1 27.0 24.9 24.3

LDCs Industry, value added 23.9 23.7 24.2 24.4 24.8 26.6 27.5 28.8 29.1

Manufacturing, value adde 10.4 10.6 11.0 11.0 11.6 11.5 11.8 12.4 12.4

Services, value added 43.4 43.7 44.4 447 44.8 45.3 45.5 46.4 46.6
Agriculture, value added 317 32/1 30.3 29.4 278 6.92 26.5 25.0 24.(

African | Industry, value added 286 28.1 29.9 30.5 32.8 5.7 35.9 37.2 38.0
LDCs | Manufacturing, value added 719 8.3 8.3 3.4 8.2 78 7.7 8.1 7.7
Services, value added 40.6 40.8 40.8 40.9 40.2 38.138.2 38.4 38.5
Agriculture, value added 284 27,0 25.5 24.8 239 292 22.2 21.9 21.9

Asian | Industry, value added 247 25.2 25.5 2b.5 25.8 6.1 26.9 27.2 27.1
LDCs | Manufacturing, value added 14,7 15.0 15.3 15.3 15.6 15.6 16.1 16.5 16.8
Services, value added 46,9 47.8 4D.0 49.8 50.3 50.9 50.9 50.9 51.0
Agriculture, value added 215 20\7 20.7 19.1 20.1 9.21 18.2 18.6 17.8

Island | Industry, value added 17/9 177 18.4 18.9 18.6 18.5 18.3 18.3 19.0
LDCs | Manufacturing, value added 9|0 9.8 10.1 10.8 99 6(9. 89 8.1 8.4
Services, value added 60.6 61.7 6.0 g1.9 61.3 62.2 63.4 63.2 63.2

Gambia, Guinea, Lesotho, Liberia, Madagascar, Malslezambique, Rwanda, Senegal, Sierra Leone, Sudiganda, Zambia.

Source: ILO's calculations based on World Bank, M/Brevelopment Indicators database.
* African LDCs (19/33): Angola, Central African Relplic, Chad, Democratic Republic of the Congo, Egral Guinea, Ethiopia,

Asian LDCs (7/11): Bangladesh, Bhutan, Cambodia Lo People’s Democratic Republic, the Maldivespél, Solomon islands.
Island LDCs (3/5): Kiribati, Samoa, Vanuatu.
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Appendix Table A4: Capital inflows in LDCs by regians (per cent of GDP)

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009
Gross fixed capital formation 178 18,7 18.7 20.1 0.92 21.0 21.3 22.1 226 220
LDC Gross domestic savings 13.7 14.5 14.0 15.2 16,6 5 [17. 18.4 18.5 19.2 17.0
FDI 2.4 4.0 3.5 4.8 3.3 2.p 33 3.2 3.3 3.2
ODA 7.2 7.8 8.7 8.4 8.9 7.b 7[0 6.9 8.3 .
Gross fixed capital formation 16/5 177 17.5 1.2 0.22 20.0 20.6 21.7 22.9 22|6
Africa Gross domestic savings 12.8 14.4 14.5 16.4 175 5[18. 19.7 19.9 20.9 17.9
FDI 3.7 6.6 5.8 7.8 4.9 3.0 37 3.6 3. 4.2
ODA 10.0 10.9 12.3 11.3 123 9|7 8.7 8.4 7.3 .
Gross fixed capital formation 20/0 20.7 20.9 21.8 2.42 22.8 22.9 23.2 22.p 21}1
Asia Gross domestic savings 16.6 16.1 14.4 14.5 16.4 3 [17. 17.7 17.4 17.5 16.7
FDI 0.7 0.6 0.5 0.4 0.9 1.0 2|5 2\5 2.8 1.3
ODA 3.8 3.8 3.8 3.9 3.4 3.8 31 3.2 3.4 .
Gross fixed capital formation 14]1 137 13.7 14.0 4.01 14.8 15.2 15. 16.p 15(7
Island Gross domestic savings -911 -9.2 -9.0 -0.4 9.6 613 -12.2 -10.2 -10.4 -11.p
FDI 1.2 0.9 0.9 1.4 1.0 0./ 410 15 1.0 D.9
ODA 7.0 6.3 6.3 8.4 8.5 106 12/0 11.5 18.8

Source: UN Statistics, National Accounts Main Aggries; World Bank, World Development Indicators.
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Appendix Table A5: Poverty rate (US$1.25 a day)
| 1991 | 199: [ 1997 | 199« | 199t | 199¢ | 1997 | 199¢ | 199¢

200C | 2001 | 200z | 200z | 2004 | 200% | 200¢ | 2007 |

African LDCs
Angols 54.2
Benir 47 .2
Burkina Fas 71.2 70.C 56.5
Burund 84.2 86.4 81.2
Central African Rej 82.t 62.4
Chac 61.¢
Comoro:! 46.1
Congo, D.R 59.2
Djibouti 4.8 18.¢
Ethiopiz 60.5 55.€ 39.C
Gambi 66.7 34.:
Guine«Bissal 41.: 52.1 48.¢
Guinet 92.€ 36.¢ 70.1
Lesothc 56.4 47.€ 43 .4
Liberia 83.7
Madagasct 72.5 72.C 82.2 76.2 67.¢
Malawi 83.1 73.¢
Mali 86.1 61.2 51.4
Mauritanie 42 ¢ 23.4 21.2
Mozambigut 81.: 74.7
Niger 72.€ 78.2 65.¢
Rwand: 76.€
Senege 65.€ 54.1 44.2 33.t
Sierra Leon 53.4
Tanzani 72.€ 88.F
Togc 38.7
Ugand: 70.C 64.£ 60.5 57.¢ 51.t
Zambie 62.€ 65.2 62.1 55.¢ 64.€ 64.2
Asian LDCs
Banglades 52.7 49.€ 56.1 50.t
Bhutar 26.2
Cambodii 48.€ 40.z
Lao PDF 55.7 49.2 44.C
Nepa 68.4 55.1
Timor-Leste 52.¢
Yemer 4.5 12.¢ 17.F
Island LDCs
Haiti | | | | | | 54c] | | | | |

Source: World Bank PovcalNet Online Database, 2010.




Average
annual
Appendix Table A6: Output per worker (constant 2000US$) change
2000- | 2008-
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 08 09
LDCs 693 712 728 751 787 826 865 914 946 954 40 8 Q.
Asian LDCs 757 782 806 847 892 941 994 1,051 1,079 1,091 4.5 1.2
African LDCs 633 650 662 673 703 737 768 813 850 585 3.8 0.5
Developed Economies
& European Union 55,430 55,847 56,707 57,371 58,621 59,337 59,955 60,52 60,346 59,594 1.1 -1.2
Central & South Eastern
Europe (non-EU) & CIS 4,517 4,492 4,688 5,016 5,374 5,666 18,0 6,304 6,455 6,149 4.6 -4.8
East Asia 2,599 2,730 2,881 3,068 3,312 3,594 53,9 4,382 4,709 4,994 7.7 6.1
South East Asia & the
Pacific 2,557 256D 2,656 2,763 2,899 3,040 68,1 3,291 3,347 3,316 34 -0.9
South Asia 1,222 1,244 1,256 1,313 1,384 1,471 59,5 1,660 1,698 1,778 4.2 4.y
Latin America & the
Caribbean 10,365 10,260 9,996 10,027 10,250 10,425 10,695 074, 11,264 11,001 1.0 -2.3
Middle East 11,318 11,219 11,186 11,511 11,825 12,066 12,306 .65 13,097 12,905 1.8 -1.5
North Africa 5,132 512y 5,113 5,230 5,241 5,359 69,4 5,628 5,746 5,838 1.4 1.6
Sub-Saharan Africa 1,467 1,470 1,475 1,493 1,534 1,575 11,6 1,661 1,691 1,664 1.8 -1.6

Source: World Bank, World Development Indicato®1@; ILO, Trends Econometric Models, October 2010
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Appendix Table A7: Manufacturing as a percentage oGDP in LDCs (1980-2009)

Manufacturing % of GDP Average growth (%)
198( 199( 200C | 200¢ | 198(-94 1995-2004 | 200509

Afghanistan 22.30 21.12 17.62 17.69 -11.27 19.05 195
Angola 9.40 4.26 3.59 3.74 -4.85 6.88 13J19
Bangladesh 15.08 13.12 1543 17)82 3.69 5.99 8.39
Benin 6.24 7.38 8.63 7.81L 6.37 4.85 167
Bhutan 3.34 6.54 7.81 8.27 14.17 561 11197
Burkina Faso 13.44 13.4p 11.96 1333 2.0 g.28 B.14
Burundi 5.20 10.24 10.43 9.74 7.45 1.65 0|56
Cambodia 7.40 7.62 15.34 19.76 5.44 1868 1.15
Central African Republic 9.98 10.92 8.88 5.84 0.70 -1.44 1.53
Chad 7.22 11.8( 7.88 6.28 5.20 3.84 -0|51
Comoros 3.52 411 4.4b5 4.14 3.95 1,11 0,96
Congo, D.R. 21.21 15.79 6.716 5.86 -9.82 -1/68 3.52
Djibouti 4.05 3.75 2.68 243 -0.17 1.18 4.56
Equatorial Guinea 1.05 1.31 0.34 0.16 4.50 11.28 oAy
Eritrea 8.53 11.14 5.8p 4.26 -5.00
Ethiopia . 4.94 5.01 4.54 . 3.50 9.93
Gambia 6.39 6.2] 5.67 5.48 3.51 2.p7 3176
Guinea 5.65 5.72 6.36 6.41 3.37 3.82 3|16
Guinea-Bissau 11.19 7.58 8.90 1139 -0.58 4.70 5-0.5
Haiti 19.10 15.46 7.2] 7.32 -8.42 0.58 1[79
Kiribati 4.25 7.01 4.73 5.42 5.89 1.54 5.9
Lao PDR 3.47 4.3 7.42 9.35 9.73 10,65 11430
Lesotho 4.82 8.74 12.86 20.06 10.09 12|86 4.64
Liberia 6.89 11.63 0.33 7.24 -14.31 2317 11}18
Madagascar 17.88 13.73 13.93 14)30 -1.25 3.42 B.04
Malawi 9.89 11.94] 9.34 11.2B 2.80 -0.14 1540
Maldives 7.49 8.83 7.66 6.56 12.39 7.8 4/38
Mali 7.14 8.63 10.86 6.15 8.53 3.83 -6.40
Mauritania 7.26 9.5§ 10.99 6.98 3.30 1.90 9162
Mozambique 12.86 8.98 11.83 13.62 -3.77 18.46 4.15
Myanmar 9.26 8.79 983 12.92 221 1447 9,98
Nepal 4.17 5.75 9.0¢ 6.85 10.45 3.p4 0|65
Niger 8.89 7.48 6.4] 4.96 -1.07 1.68 -0.99
Rwanda 8.87 9.6 6.8p 6.14 -4.11 742 5,60
Samoa 18.29 18.20 15.28 9.97 0.15 3.64 -9.82
Sao Tome and Principe 7.13 6.94 6/88 658 -0.5Y 2 B.0 5.12
Senegal 13.64 16.5p 15.70  13.19 3.23 3.45 D.16
Sierra Leone 7.46 4.76 3.62 2.04 3.23 -14.26 2.04
Solomon Islands 7.6% 7.62 6.26 5.62 5.51 -5.65 5.58
Somalia 2.63 1.57 2.35 242 -4.10 5.89 2|07
Sudan 6.07 6.8( 7.2 742 2.78 10/78 6.87
Timor-Leste . 3.30 2.73 2.50 . -2.30 -109
Togo 7.06 9.25 8.54 9.4B 1.40 2.55 3/02
Tuvalu 1.83 6.28 2.99 3.5p 14.21 3.04 2|52
Uganda 5.53 4.59 7.3 7.06 5.04 875 6.65
Tanzania: Mainland 11.59 7.99 8.22 9.46 -0.04 §.60 951
Tanzania: Zanzibar . 6.41 6.80 478 . 7,37 1.88
Vanuatu 3.19 5.34 4.76 3.94 8.11 0.p7 4192
Yemen . 3.73 7.03 7.5p . 13.48 572
Zambia 7.61 11.03 11.0f 9.95 2.67 452 324

108



Appendix Table A8: Agriculture as a percentage osDP in LDCs (1980-2009)

Agriculture % of GDP Average arowth (%)

198( 199( 200C | 200¢ | 198(-94 1995-200<¢ | 200:-08
Afghanistal 52.1¢ 37.0¢ 59.17| 38.6¢ -2.217 1.1% 11.2C
Angols 15.5] 11.7¢ 7.717 8.1 -5.64 7.7z 13.22
Banglades 31.4Z 27.1( 23.12| 18.6¢ 2.2 3.84 4.3t
Benir 26.97 32.0¢ 36.4¢ | 35.6( 6.17 4,97 4.3
Bhutar 65.4¢ 42.5¢ 28.9¢ | 19.97 3.97 2.3¢ 5.17
Burkina Fas 27.21 30.0¢ 36.31| 32.67 4.9¢ 5.31 1.6¢
Burund 69.37 61.9( 45,57 | 45.4¢ -0.5% -1.22 3.4(
Cambodic 4711 51.0¢ 39.5( | 30.1¢ 5.47 2.7¢ 3.9C
Central African Republ 50.4¢ 55.7¢ 58.27 | 58.6¢ 2.1% 4.17 5.6t
Chac 39.3¢ 24.7¢ 34.9¢| 25.07 4.11 2.37 1.5C
Comoro: 37.23 40.4: 47.71| 48.5: 2.32 4.47 0.9¢
Cong¢, D.R. 29.0¢ 33.5¢ 54.1F | 42.5¢ 3.7C -3.8¢ 3.84
Djibouti 3.0t 3.1¢ 3.6¢€ 3.42 3.8¢ 2.9¢ 5.21
Equatorial Guine 46.2 46.4( 10.6: 2.11 1.2¢ 3.17 6.22
Eritree 26.3( 15.0¢ | 24.2¢ -2.7¢ 0.51
Ethiopiz . 53.92 48.6¢ | 44.8¢ . 2.81 10.2:
Gambi: 33.41 21.3¢ 28.0¢ | 27.4¢ 0.34 5.7¢ 5.0¢
Guines 26.5¢ 26.11 22.1¢ | 24.2¢ 3.07 1.7¢€ 2.9%
Guine&Bissal 29.8i 44.8¢ 58.07 | 43.5Z 6.4¢ -2.91 1.52
Haiti 33.6¢ 35.8¢ 29.8¢ | 26.8: -0.7% -0.9¢ 0.24
Kiribati 54.3¢ 41.2° 26.01| 26.5¢ 1.0¢ -0.4¢& 3.5z
Lao PDF 51.22 49.6¢ 42.31| 31.5] 5.2¢4 4.3¢ 6.6€
Lesothc 27.9( 17.5: 12.6] 8.3¢ -0.91 -0.3¢ 4.21
Liberia 38.9¢ 55.3¢ 72.82| 63.7: -13.6¢ 11.3( 8.0%
Madagasc: 25.9¢ 28.8¢ 28.2¢| 27.01] 1.8€ 2.01 2.2%
Malawi 32.27 29.7( 37.6¢ | 28.9: 0.3% 5.2% 6.3%
Maldives 25.2¢ 14.3¢ 8.4< 4.8¢ 4.4¢ 4.24 -10.1¢
Mali 51.87 50.2¢ 37.87| 39.1( 3.7C 3.5% 6.3t
Mauritanie 34.7¢ 32.9¢ 23.27| 18.6: 0.3¢ -4,1F 9.0t
Mozambigur 32.81 36.7( 28.4¢ | 27.0¢ 0.17 5.37 7.6E
Myanma 60.87 60.7( 54.2% | 46.0¢ 2.1€ 8.61 9.3t
Nepa 44,1¢ 43.81 34.0: | 33.2¢ 3.81 3.71 2.8¢
Niger 30.3¢ 35.3¢ 42.8¢ | 44.9¢ 2.6 3.84 3.23
Rwand: 49.1( 45.97 44,5, | 35.8( -4.47 8.1¢ 4.8¢
Samo: 25.4¢ 25.52 18.7¢ | 11.3: -0.34 -3.8¢ -1.44
Sao Tome and Princi 15.2¢ 16.6¢ 21.01| 17.2¢ 1.3€ 3.0C 4.2¢
Senege 21.8¢ 21.3: 19.82 | 17.7: 2.01 1.7¢ 4.9C
Sierra Leon 43,98 47.9( 58.8( | 49.87 0.2¢ 1.3¢ 4.3€
Solomon Islanc 40.9¢ 36.3¢ 21.0¢ | 34.4¢ 2.64 -0.92 5.8€
Somali: 69.9¢ 74.9¢ 60.8¢ | 60.4¢ -1.2¢ 1.44 2.81
Sudau 35.0¢ 31.6¢ 41.472 | 31.5( 1.4¢ 8.67 5.6(
Timor-Leste .. 26.3( 25.6¢ | 30.0¢ .. 2.07 5.1C
Togc 31.9(¢ 39.3¢ 40.97 | 47.0¢ 1.62 2.9¢ 5.24
Tuvalu 11.3¢ 29.9¢ 18.27 | 17.4¢ 11.2( 1.57 1.9¢
Ugandi 52.4] 40.67 31.12 | 22.2¢ 2.2¢ 3.5( 3.92
Tanzania: Mainlan 29.2¢ 34.5¢ 35.17 | 27.6¢ 4.3t 3.97 3.6(
Tanzania: Zanzib . 43.61 30.4¢ | 27.5¢ . 5.01 6.87
Vanuatt 22.11 18.2( 22.2¢| 21.17 3.8¢ 2.54 3.9C
Yemet . 11.4: 10.4¢ | 10.2¢ . 6.34 5.1¢€
Zambie 18.1¢ 21.9( 26.4¢| 15.3¢ 1.44 1.2¢ -2.7C
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Appendix Table A9: Development of agricultural production in LDCs

Rural Agricultur Cereal Cereals | Total food
population e value production Yield production
added

Country groupings Average Average Average | Average | Percapita| Changein| Change in

annual % | annual % annual % | annual % | average cereal cereal

growth growth growth growth annual % | yields production

1990-2005 | 1990-2005 | 1990- 1990- growth over over change

2005 2005 1990- change in | in rural
2005 rural population
population| %
, %

Suk-Saharan Africe
Resourcrrich countries
Angols 0.8 4.€ 7.2 4.E 2.1 4 6.5
Chac 2.8 3.€ 5.4 1.2 0.€ -1.€ 2.€
Guines: 2.2 4.4 4.4 2.€ 0. 0.4 2.2
Sierra Leon 0.8 .. -5.2 -0.1 -2.5 -1 -6.1
Zambig 2.7 3 -0.€ 1.2 -0.¢ -1.4 -3.3
Non-resource-rich
coastallislands
Benir 2.7 5.5 5.1 1.8 2.€ -0.¢ 2.4
Eritree 2.2 -1.7 -2.5€ -4.5 -2.€ -6.7 -4.7€
Madagasc: 2.€ 1.¢ 2 1.2 -1.¢ -1.4 -0.6
Mozambigut 1.3 5.2 10.5 7.7 0.€ 6.4 9.2
Seneg: 2.2 2.7 1.€ 1.€ -1.E -0.€ -0.€
Tanzani 2.3 3.7 2.2 -0.1 -1.2 -2.4 -0.1
Togc 1.9 3.1 3.€ 2.4 -0.4 0.t 1.7
Non-resource-rich
landlocked
Burkina Fas 2.€ 3.€ 3.€ 2.1 1.2 -0.E 1
Burund 1.€ -1.7 -0.4 -0.3 -2 -1.¢ -2
Central African 1.8 3.¢ 6.5 1.t 1.€ -04 4.€
Congo, D.R 2.4 -0.1 0.1 -0.2 -4.E -2.€ -2.3
Ethiopie 1.9 24 5.6 0.€ 1.6 -1 3.6
Malawi 1.€ 6.2 2.€ 1.8 3.7 0.2 1
Mali 2.1 2.S 3.2 1.4 -0.3 -0.7 1.1
Niger 3.2 3.2 3.8 2.1 0.5 -1.1 0.1
Rwand: 0.€ 4.E 2.€ -1.2 -1 -1.9 2.2
Ugandi 3.1 3.€ 3 0.€ -0.€ -2.5 -0.1
Asia
Banglades 1.6 3.2 3.2 2.E 1.2 1.2 1.€
Bhutar
Cambodi; 1.9 3.6 6.C 4.C 1.6 2.1 4.1
Lao PDR 1.8 4.5 5.€ 3.t 3.6 1.7 3.8
Myanma
Nepa 1.8 2.S 2.7 1.6 0.6 0.C 0.S
Yemer 3.1 5.C -0.6 1.2 -0.2 -1.8 -3.7
Latin Americe
Haiti 0.t -0.€ -1.4 -1.¢ -1.1

Source: Tables 4.1 and 42 UN Statistics, Aggeeditional Accounts, 2010; table 4.3, World BanB(2),
“World Development Report 2008, Agriculture for éepment”, pp. 320-327.
RemarkData not available for all countries.
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Appendix Table A10: Agricultural output in LDCs

Cereal production
. . Total food Meat
egeden iz productio | productio
Country groupings Average | Kgper | Kgper | Average | Per capita Kg per Net
annual % | capita | hectare | annual %| average capita cereal
growth 2000- | 2003-05| growth annual % | 2003-05 | imports
1990-2005| 05 1990- growth
2005 1990-2004
Suk-Saharan Africe
Resource-rich countries
Angola 7.3 49 583 4.8 2.0 9
Chad 5.4 165 741 1.p 0,8 13 .
Guinea 4.4 130 1476 26 08 6 57
Sierra Leone -5.7 58 1223 -011 -2.5 34
Zambia -0.6 107 1732 13 -0{9 B5
Non-resource-rich
coastal
Benin 5.1 135 1144 1.8 216 6 15
Eritrea -2.6 26 297 -4.5 -2.6 . 18
Ghana 3.6 91 143) 15 3i1 8 162
Kenya 0.9 101 1682 -0.1 -0J6 15 182
Madagascar 2 191 2369 1.2 -1.9 16 90
Mozambique 10.5 99 926 77 0.9 5 150
Senegal 1.6 115 1089 1|6 -1.5 1 345
South Africa 1.9 274 2882 4.3 -0}2 42 235
Tanzania 2.2 126 14083 -0/1 -1.2 10 122
Togo 3.6 132 1031 2.4 -0.4 6 22
Non-resource-rich
landlocked
Burkina Faso 3.6 263 104 2|11 1.3 7 52
Burundi -0.4 38 1324 -0.3 -2 3 11
Central African 6.5 49 1046 1.5 1.6 3R 9
Republic
Congo, D.R. 0.1 27 772 -02 -415 4 "
Ethiopia 5.8 157 1213 0.9 18 8 248
Malawi 2.6 141 1149 1.8 3.7 5 41
Mali 3.2 245 979 1.4 -0.3 20 50
Niger 3.3 246 409 2.1 0.b 7 92
Rwanda 2.8 39 102 -1.3 11 6 10
Uganda 3 87 155 0.6 -0J6 9 109
Zimbabwe -3.3 85 671 -3.7 0 16 217
Asia
Bangladesh 3.2 28b 3535 2.8 1.2 3 330
Cambodia 6.0 379 2231 40 1.9 16 14
Lao PDR 5.6 490 3648 35 3/8 17 .
Nepal 2.7 288 2286 18 08 10 21.2
Yemen -2.6 23 74( -1.p -02 12 4.5
Latin America
Haiti -0.6 45 824 -1.4 -1.1 1p
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Source: World Bank (2007), “World Development Re 008, Agriculture for Development”, pp. 320-327.

Remark: Data not available for all countries.



Appendix Table A11l: Selected inputs in agriculture

Arable and permanent Agro-chemical inputs
cropland
Country groupings Hectares per capita 2003-05 Fertilizer use, kilograer

hectare of arable land 2003-0
Sub-Saharan Africa
Resource-rich countries
Angola 0.3 3
Cameroon 0.9 8
Chad 0.5 .
Guinea 0.2 2
Sierra Leone 0.2
Zambia 0.7
Non-resource-rich coastal
Benin 5.2 .
Eritrea 0.2 1
Madagascar 0.3 3
Mozambique 0.3 5
Senegal 0.3 22
Tanzania 0.2 13
Togo 0.8 6
Non-resource-rich
landlocked
Burkina Faso 0.4 7
Burundi 0.2 1
Central African Republic 0.7
Congo, D.R. 0.2 .
Ethiopia 0.2 3
Malawi 0.3 23
Mali 0.5 .
Niger 1.2 0
Rwanda 0.2 .
Uganda 0.3 1
Asia
Bangladesh 0.1 198
Cambodia 0.4 3
Lao PDR 1.1 .
Nepal 0.1 12
Yemen 0.7
Latin America
Haiti 0.2

Source: World Bank (2007), “World Development Refg08, Agriculture for Development”, pp. 320-327.
Remark: Data not available for all countries.
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