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What are the least developed countries?

Forty-eight countries are currently designated by the United Nations as “least developed countries” (LDCs).
These are: Afghanistan, Angola, Bangladesh, Benin, Bhutan, Burkina Faso, Burundi, Cambodia, Central African
Republic, Chad, Comoros, Democratic Republic of the Congo, Djibouti, Equatorial Guinea, Eritrea, Ethiopia,
Gambia, Guinea, Guinea-Bissau, Haiti, Kiribati, Lao People’s Democratic Republic, Lesotho, Liberia, Madagascar,
Malawi, Mali, Mauritania, Mozambique, Myanmar, Nepal, Niger, Rwanda, Sao Tome and Principe, Senegal, Sierra
Leone, Solomon Islands, Somalia, South Sudan, Sudan, Timor-Leste, Togo, Tuvalu, Uganda, United Republic of
Tanzania, Vanuatu, Yemen and Zambia.

The list of LDCs is reviewed every three years by the Committee for Development Policy (CDP), a group of
independent experts reporting to the United Nations Economic and Social Council (ECOSOC). The Committee,
in its report to the Council, may recommend cases of addition to the list, or graduation from LDC status. The
following three criteria were used by the Committee in the latest review of the list, in March 2015:

(@) A per capita income criterion, based on a three-year average estimate of the gross national income (GNI)
per capita, with a threshold of $1,035 for possible cases of addition to the list, and a threshold of $1,242 for cases
of graduation from LDC status.

(b) A human assets criterion, involving a composite index (the Human Assets Index) based on indicators of:
(i) nutrition (percentage of undernourished population); (i) health (child mortality ratio); (i) school enrolment (gross
secondary school enrolment ratio); and (iv) literacy (adult literacy ratio).

(c) An economic vulnerability criterion, involving a composite index (the Economic Vulnerability Index) based
on indicators of: (i) natural shocks (index of instability of agricultural production; share of victims of natural disasters);
(i) trade-related shocks (index of instability of exports of goods and services); (i) physical exposure to shocks
(share of population living in low-lying areas); (iv) economic exposure to shocks (share of agriculture, forestry
and fisheries in the gross domestic product (GDP); index of merchandise export concentration); (v) smallness
(population in logarithm); and (vi) remoteness (index of remoteness).

For all three criteria, different thresholds are used for identifying cases of addition to the list of LDCs, and cases
of graduation from LDC status. A country will qualify to be added to the list if it meets the admission thresholds
on all three criteria and does not have a population greater than 75 million. Qualification for addition to the list
will effectively lead to LDC status only if the Government of the relevant country accepts this status. A country
will normally qualify for graduation from LDC status if it has met graduation thresholds under at least two of the
three criteria in at least two consecutive triennial reviews of the list. However, if the three-year average per capita
GNI of an LDC has risen to a level at least double the graduation threshold and if this performance is considered
sustainable, the country will be deemed eligible for graduation regardless of its score under the other two criteria.
This rule is commonly referred to as the “income-only” graduation rule.

Four countries have so far graduated from LDC status: Botswana in December 1994, Cape Verde in December
2007, Maldives in January 2011 and Samoa in January 2014. In March 2009, the Committee recommended
the graduation of Equatorial Guinea. This recommendation was accepted by the Council in July 2009, and
endorsed by the General Assembly through a resolution adopted in December 2013. The same resolution also
stated the Assembly’s endorsement of the Committee’s 2012 recommendation to graduate Vanuatu from LDC
status. Equatorial Guinea and Vanuatu are scheduled to be taken off the list in June 2017 and December 2017,
respectively. In the March 2015 review of the list of LDCs, the Committee recommended the graduation of Angola,
by virtue of the “income-only” graduation rule. In March 2012, the Committee recommended Tuvalu’s graduation
from LDC status. In the absence of endorsement by the Council, this recommendation has remained without
effect.

After a recommendation to graduate a country has been endorsed by the Council and the Assembly, the
graduating country benefits from a grace period (normally three years) before graduation effectively takes place.
This period, during which the country remains an LDC, is designed to enable the graduating State and its
development and trading partners to agree on a “smooth transition” strategy, so that the loss of LDC status at the
time of graduation does not disrupt the socioeconomic progress of the country. A “smooth transition” measure
generally implies extending to the graduated country, for a number of years after graduation, a concession to
which it had been entitled by virtue of its LDC status.
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EXPLANATORY NOTES

The term “dollars” ($) refers to United States dollars unless otherwise stated. The term “billion” signifies 1,000
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Annual rates of growth and changes refer to compound rates. Exports are valued f.o.b. (free on board) and
imports c.i.f. (cost, insurance, freight) unless otherwise specified.

Use of a dash (-) between dates representing years, e.g. 1981-1990, signifies the full period involved, including
the initial and final years. An oblique stroke (/) between two years, e.g. 1991/92, signifies a fiscal or crop year.

The term “least developed country” (LDC) refers, throughout this report, to a country included in the United Nations
list of least developed countries.

In the tables:

Two dots (..) indicate that the data are not available, or are not separately reported.
One dot () indicates that the data are not applicable.

A hyphen (-) indicates that the amount is nil or negligible.

Details and percentages do not necessarily add up to totals, because of rounding.
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Classifications used in this Report

Least developed countries

Geographical/structural classification

Unless otherwise specified, in this Report the least developed countries (LDCs) are classified according to a
combination of geographical and structural criteria. The small island LDCs which are geographically in Africa or Asia
are thus grouped with the Pacific islands, due to their structural similarities. Haiti and Madagascar, which are regarded
as large island States, are grouped with the African LDCs. South Sudan declared its independence on 9 July 2011,
and became both an independent State and a United Nations Member State on 14 July 2011. Accordingly, starting
with 2011, data for South Sudan and Sudan (officially the Republic of the Sudan), where available, are shown under
the respective country name. For periods prior to the independence of South Sudan, data for Sudan (former) include
those for South Sudan unless otherwise indicated. The resulting groups are as follows:

African LDCs and Haiti: Angola, Benin, Burkina Faso, Burundi, Central African Republic, Chad, Democratic Republic
of the Congo, Djibouti, Equatorial Guinea, Eritrea, Ethiopia, Gambia, Guinea, Guinea-Bissau, Haiti, Lesotho, Liberia,
Madagascar, Malawi, Mali, Mauritania, Mozambique, Niger, Rwanda, Senegal, Sierra Leone, Somalia, Sudan (former)
or South Sudan and Sudan, Togo, Uganda, United Republic of Tanzania, Zambia.

Asian LDCs: Afghanistan, Bangladesh, Bhutan, Cambodia, Lao People’s Democratic Republic, Myanmar, Nepal,
Yemen.

Island [LDCs: Comoros, Kiribati, Sao Tome and Principe, Solomon Islands, Timor-Leste, Tuvalu, Vanuatu.

Export specialization

UNCTAD has classified the LDCs under six export specialization categories, according to which type of export
accounted for at least 45 per cent of total exports of goods and services in 2010-2012. The group composition is
as follows:

Food and agricultural exporters: Guinea-Bissau, Malawi, Solomon Islands, Somalia.

Fuel exporters: Angola, Chad, Equatorial Guinea, South Sudan, Sudan, Yemen.

Manufactures exporters: Bangladesh, Bhutan, Cambodia, Haiti, Lesotho.

Mineral exporters: Democratic Republic of the Congo, Eritrea, Guinea, Mali, Mauritania, Mozambique, Zambia.

Mixed exporters: Benin, Burkina Faso, Central African Republic, Kiribati, Lao People’s Democratic Republic, Myanmar,
Niger, Senegal, Sierra Leone, Togo, United Republic of Tanzania.

Services exporters: Afghanistan, Burundi, Comoros, Djibouti, Ethiopia, Gambia, Liberia, Madagascar, Nepal, Rwanda,
Sao Tome and Principe, Timor-Leste, Tuvalu, Vanuatu, Uganda.

Other groups of countries and territories

Developed countries: Andorra, Australia, Austria, Belgium, Bermuda, Bulgaria, Canada, Croatia, Cyprus, Czech
Republic, Denmark, Estonia, Faeroe Islands, Finland, France, Germany, Gibraltar, Greece, Greenland, Holy See,
Hungary, Iceland, Ireland, ltaly, Israel, Japan, Latvia, Lithuania, Luxembourg, Malta, Netherlands, New Zealand,
Norway, Poland, Portugal, Romania, Saint Pierre and Miquelon, San Marino, Slovakia, Slovenia, Spain, Sweden,
Switzerland, United Kingdom, United States.

Other developing countries (ODCs).: All developing countries (as classified by the United Nations) which are not LDCs.
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Product classification
Goods: The figures provided below are the codes of the Standard International Trade Classification (SITC), revision 3.
Primary commodities: sections 0, 1, 2, 3, 4, division 68 and groups 667 and 971.
Agriculture and food: sections O, 1, 2, and 4, excluding divisions 27 and 28.
Minerals: divisions 27, 28, 68, and groups 667 and 971.
Fuels: section 3.
Manufactures: sections 5, 6 (excluding division 68 and group 667), 7 and 8.

Labour-intensive and resource-intensive manufactures: divisions 61, 63, 64, 65, 82, 83, 84, 85, 66 (excluding
group 667).

Low-skill and technology-intensive manufactures. divisions 67, 69 and groups 785, 786, 791, 793, 895, 899

Medium-skill and technology-intensive manufactures: divisions 62, 71, 72, 73, 74, 77 (excluding group 776),
81, and groups 781 to 784, 893, 894.

High-skill and technology-intensive manufactures: section 5, divisions 75, 76, 87, 88 and groups 776, 792,
891, 892, 896, 897.

Section 9 (Commodities and transactions not classified elsewhere in the SITC) has been included only in the total
of exports of goods and services, but not in the goods classification above, except for group 971 (Gold, non-
monetary (excluding gold ores and concentrates)), which has been included in Minerals.

Services: Total services cover the following main categories: transport, travel, communications, construction,
insurance, financial services, computer and information services, royalties and licence fees, other business services,
personal, cultural, recreational and government services.
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Recent trends and outlook for LDCs

Economic growth in the least developed countries (LDCs) has slowed since 2012, when impressive performance
by fuel-exporting countries took the growth rate of their real gross domestic product (GDP) to a post-financial crisis
peak of 7.2 per cent. In 2014, less favourable external conditions (compounded by the impact of the Ebola outbreak
in Guinea, Liberia and Sierra Leone) contributed to a further deterioration in their economic performance. The average
growth rate of LDCs as a group was 5.5 per cent in 2014, with very similar average rates across all geographical
subgroups. This was a reduction from 6.1 per cent in 2013 and well below the 2002-2008 average of 7.4 per cent,
but significantly stronger than the 4.4 per cent growth recorded by other developing countries (ODCs).

The LDCs’ collective current account deficit increased to a record level of $49.4 billion in 2014, 40 per cent higher
than in 2013 and 87 per cent higher than in 2012, the increase originating primarily in the African LDCs and Haiti.
The merchandise trade deficit nearly tripled to $33.6 billion in 2014, as imports rose by $20 billion and exports fell by
$1.9 billion.

Across LDCs as a whole, gross fixed capital formation (GFCF) increased to 26.3 per cent of GDP in 2013. This is
not only higher than the 2012 level and the 2002-2008 average, but also, more importantly, slightly above the 25-per-
cent level deemed necessary to sustain long-term growth. Inisland LDCs, however, GFCF recovered only partly from
its slight decline in 2012, and stayed well below that threshold level (though also well above the 2002-2008 average),
at 20.3 per cent. Savings rates remained stable overall at 19 per cent of GDP, a decline in the African LDCs and
Haiti being offset by increases in the Asian and island LDCs. The shortfall relative to the investment rate resulted in a
resource gap of 7.2 per cent of GDP, signifying continuing dependence on external resources.

The external resource gap was financed from a combination of official sources (mostly official development
assistance (ODA)) and private sources (mostly migrants’ remittances and foreign direct investment (FDI)). ODA
inflows rose by 2 per cent to $44.2 billion in 2013, accounting for 93 per cent of total official capital flows, but
bilateral ODA flows are estimated to have fallen by 16 per cent in real terms in 2014. Remittance flows grew by 7.1
per cent to $35.8 billion in 2014, with increases in all three geographical subgroups. FDI flows rose by 4.1 per cent
to $23.2 billion. While FDI flows to the African LDCs and Haiti increased by $1 billion, recovering half the reduction
experienced in 2013, those to Asian LDCs fell marginally, and those to island LDCs fell by a further 31 per cent to less
than one fifth of their 2010 level.

The slowdown in developing economies is expected to continue in 2015, partly reflecting further falls in commodity
prices, while economic performance in developed economies is expected to improve. Against this background,
growth in LDCs as a group is projected at 5.2 per cent in 2015, continuing the gradual slowdown experienced since
2012 but remaining above the projected rate for developing countries as a whole (4.4 per cent).

The 2030 Agenda for Sustainable Development
and the rural development imperative

The 2030 Agenda for Sustainable Development represents a paradigm shift in the development agenda,
establishing, for the first time, a collectively agreed set of universal goals for an inclusive and sustainable global
development process. It also represents a step change in ambition, which implies a new and different approach to
development and development palicies, especially in the LDCs.

The present human rights framework places responsibility for the “progressive realization” of economic and social
rights on national Governments — which are supposed to act within the means available to them — alongside
the international dimension. The Sustainable Development Goals (SDGs), by contrast, represent two fundamental
changes as compared with the existing framework. They constitute an acceptance by the global community as a
whole of collective responsibility for the achievement of economic and social rights by the world population as a
whole. They also set a date for the realization of these rights (2030). These two shifts are mutually interdependent:
Collective responsibility provides the means of overcoming national resource constraints within the given time frame.

The absolute nature of the SDGs — eradicating human development shortfalls rather than merely reducing
them — has critically important implications. First, it requires an enormous acceleration in the rate of progress:
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Recent estimates suggest that the “global consumption floor” (in principle, the consumption per capita of the poorest
household in the world) has stagnated for 20-30 years, but must double in the next 15 years if poverty is to be
eradicated. Second, it implies a fundamental shift in focus, towards areas of greatest need. This, in effect, means
the least developed countries, because this is where poverty is systematically highest, where it is falling most slowly
and where the obstacles are greatest. The LDCs are, quite simply, the battleground on which the 2030 Agenda for
Sustainable Development will be won or lost.

Since the majority of the LDCs’ population live and work in rural areas, rural development is the main driver of
poverty reduction and will be essential to achieving the SDGs in these countries; but this does not mean that urban
development can be ignored. Sustainable development and poverty eradication clearly require both; and, even for
rural economies, the relationship with urban areas is a key consideration. Many rural households depend on urban
markets or remittances from urban migrants. Equally, rural-urban migration is an important for urban economies,
at best providing an urban workforce for industrial development, but at worst — when it results from failing rural
economies — fuelling unsustainable urbanization, increasing urban poverty and exacerbating strains on social
infrastructure.

But there is a limit to the potential of urban areas to drive growth. There is a limit to how quickly cities can
grow sustainably; the peak level of manufacturing employment (i.e. the maximum contribution of manufacturing to
total employment along the process of structural transformation) has been declining, even in the most successful
developing countries. Moreover, extractive industries create little employment. National economies depend more
than ever on a balanced process of rural and urban development, allowing an upward convergence of minimum
income levels in rural and urban areas, and a rural-urban migration process driven by choice rather than necessity.

Rural areas vary very widely across LDCs. A key dimension of this variation is proximity to urban areas (and the
size, nature and connectedness of the nearest town or city), which is a major determinant of the opportunities and
potential for rural development. While peri-urban areas have good access to urban markets, and intermediate areas
have some access, this is more limited for remote and isolated areas — particularly in LDCs with limited transport
infrastructure. As infrastructure improves — which it must do if the SDGs are to be fuffilled — this will result in a
progressive economic opening of the more remote rural areas; and ensuring that their economies are ready to
withstand the shock and to exploit the opportunities that come with such opening will be crucial to successful rural
development.

Rural development is of particular importance in LDCs. First, more than two thirds of their total population lives
in rural areas, and in only six LDCs is the proportion below 50 per cent. This pattern is not expected to change
substantially by 2030: Rural population growth will remain much faster, and the rural share of the population will
remain much higher, than in ODCs throughout the SDG period (2015-2030).

Second, agriculture plays a crucial role in all LDC economies, accounting for 60 per cent of total employment
and 25 per cent of value added. It also represents a major source of export revenues, except for LDCs specialized
in exporting fuels and manufactures and some LDCs specialized in mineral exports. Food accounts for 18 per cent
of imports, and the trade deficit in food products of LDCs as a whole has widened dramatically from $2 billion in
1995-1997 to $21.8 billion in 2011-2013, largely as a result of increasing deficits in fuel and manufactures exporters.

Third, shortfalls in human development are much greater in rural than in urban areas. The proportion of people
below the national poverty line in rural areas is generally around double that in urban areas, and the average income
shortfall relative to the poverty line is around 20 per cent greater. The challenge of eliminating rural poverty will be
further heightened by rapid growth of the rural workforce in most LDCs over the next 15 years. Agriculture has a
particularly important role, both as the primary driver of poverty reduction at the national level, and as a source of
staple and non-staple foods.

Typically, rural people in LDCs are 50 per cent more likely than their urban counterparts not to have access to
sanitation or to attend secondary school, twice as likely not to have access to electricity or to attend primary school,
and more than four times as likely not to have access to clean water. Achieving the SDGs would mean 45 per cent
more rural children attending primary school and four times as many attending secondary school. It would also mean
70 per cent more rural people having access to an improved water source, 250 per cent more to sanitation, and 10
times as many to electricity. This would require a quantum leap in infrastructure investment in rural areas of LDCs:
Access to water needs to increase more than twice as fast as in 2011-2012, access to electricity four times as fast
and sanitation six times as fast.
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Structural transformation will be central to rural poverty eradication: While income transfers will be needed to
reach the last few poor households, the sheer scale of poverty in most LDCs and the logistical challenges mean
that such transfers cannot be the main driver of poverty reduction. Incomes from economic activity will need to be
increased; and, to be economically sustainable, higher incomes must be matched by higher productivity. This will
require both increasing productivity within sectors and a shift of productive resources between sectors and activities,
from those with lower productivity to those with higher productivity.

Sustainable poverty eradication in LDCs requires a particular kind of poverty-oriented structural transformation
(POST). It must simultaneously:

¢ Increase the overall level of labour productivity, as a basis for a sustained development process;
¢ Provide productive economic opportunities for the entire workforce;

¢ Increase the lowest levels of labour productivity to a level sufficient to generate an income above the poverty
line, even for those households with the highest dependency ratios; and

e Ensure that such increases in productivity are fully translated into higher household incomes.

Ideally, it should also ensure a sufficient increase in the tax base to allow public revenues to meet the recurrent
costs of the social provision needed to achieve the SDGs and the costs of effective governance and economic and
social policy, without the tax burden pushing the poorest households below the poverty line.

As well as changing the goals of development strategies, the SDGs — assuming they are matched at least in
part by appropriate actions nationally and internationally — signal a major change in the context in which they will
operate, especially in rural areas. The considerable increase in infrastructure investment implied by the SDGs wiill
have important implications for the availability of infrastructure and production factors essential to production. If this
investment is based on labour-based construction and maintenance methods and local procurement of the inputs
required by public works, it can also be expected to give rise to a substantial increase in the demand for labour
and locally produced input goods (e.g. construction materials) and services. And accelerated poverty reduction will
accelerate demand growth for those goods purchased by poor households as their incomes rise, notably staple and
higher-value foods (vegetables, vegetable oils, fruit, meat and fish), and basic household goods and services.

Achieving rural economic transformation, and hence sustainable poverty eradication, requires development
strategies to exploit to the fullest the opportunities offered by such a “post-2015 world”.

The key to this is harnessing the synergies between agricultural upgrading and rural economic diversification
through development of the rural non-farm economy (RNFE). Agricultural growth generates demand for goods and
services from the non-farm sector; and the income generated by development of the non-farm sector generates
demand for more and higher-value foods. This gives rise to a multiplier effect within the local economy (typically of
the order of 1.6-1.8 in Asia and 1.3-1.5 in sub-Saharan Africa). Equally, increasing income in each sector provides
resources for investment — essential in a context where credit is unavailable or unaffordable — and the non-farm
economy can generate income opportunities for rural workers as labour is shed due to increasing agricultural
productivity. The development of agricultural processing can also increase agricultural incomes by making produce
more tradable, as well as generating non-farm income.

What is required is a shift from a process driven by “push” factors — the critical need to maintain a minimally
adequate level of consumption — to one driven by the “pull” of new and economically attractive non-farm
opportunities. “Push” factors result in a proliferation of suppliers in activities with very low entry barriers (minimal need
for capital, education, skills, etc.), which are generally also characterized by low incomes and productivity; and the
resulting oversupply depresses incomes still further. Successful rural development simultaneously reduces “push”
pressures, by raising agricultural incomes, while generating more productive non-farm income opportunities through
the creation of viable non-farm enterprises.
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Agricultural productivity:
Developments, determinants and impacts

Agricultural productivity is critical both to the well-being of the population in LDCs and to the structural
transformation of their economies, playing an essential role in rural economic transformation and development and
strengthening the RNFE. Increasing agricultural productivity tends to lower food prices, thereby increasing real wages
in both rural and urban areas; prevents the terms of trade from turning against urban activities (a potential obstacle to
structural transformation); and improves food security by increasing and stabilizing food supplies.

In the archetypal structural transformation process, increasing agricultural productivity releases labour and capital
to be employed in other (in principle more productive) sectors, while generating agricultural surpluses that provide
a source of domestic demand for industrial goods and services, spurring growth in their supply. It thus increases
productivity in other sectors, accelerating the development process.

Agricultural labour productivity in LDCs is much lower than in ODCs and in developed countries, and has grown
more slowly, resulting in a widening international labour productivity gap. Agricultural value added per worker has
grown by 2.2 per cent annually since 1991 in LDCs, compared with 4.2 per cent in ODCs and 3.9 per cent in
developed countries. In 2011-2013, LDC agricultural labour productivity was 19 per cent of that in ODCs and 1.8
per cent of that in developed countries, a much wider gap than in industry or services. Given the concentration of
the labour force in agriculture in LDCs, this wider productivity gap is the major cause of income divergence between
LDCs and these other country groups.

In African LDCs and Haiti, agricultural labour productivity declined in the 1980s and 1990s, and has grown
relatively slowly since 2000 (slightly above 1 per cent annually). This is largely a consequence of the decline and
subsequent stagnation of spending on agricultural research and development (R&D), and of policies (e.g. exchange
rate and trade policies) that discriminate against agriculture. In the Asian LDCs, by contrast, productivity growth
picked up earlier, in the 1990s, and has risen robustly (oy 3.5 per cent annually) since 2000, faster than the averages
for all ODCs. The positive performance has been driven by greater investment in R&D and more favourable policies.
Over the past decade, agricultural labour productivity in Asian LDCs has overtaken that of both the African and island
LDCs.

Output per worker can be broken down into land productivity (yield) and the land/labour ratio. Yields have increased
more strongly than labour productivity in LDCs, but have lagged behind the robust growth in ODCs since the 1980s,
reaching 38 per cent of the ODC average in 2010-2012. Among LDCs, yields have grown most vigorously in Asia,
more than doubling since 1980, to reach a present level 17 per cent higher than that of ODCs. In African LDCs and
Haiti, performance was weaker and more varied across countries. It was especially sluggish during the 1990s, but
has picked up somewhat since the turn of the century.

Increased agricultural production in LDCs since the early 1980s has come partly from extension of the cultivated
area, particularly in African LDCs and Haiti and in island LDCs, with a more limited extension in Asian LDCs, similar to
that in Asian ODCs. Land/labour ratios are generally lowest in Asian LDCs, but are declining most strongly in African
LDCs and Haiti.

These developments have had an adverse impact on the well-being of the population and have limited the pace
of poverty reduction.

Total factor productivity (TFP) growth in LDCs as a group has also historically lagged far behind that of other
country groups, stagnating from the 1960s to the 1980s, but rising in the 1990s and accelerating somewhat since
2000. Asian LDCs have outperformed all other major country groups since 2000. In African LDCs and Haiti, by
contrast, agricultural TFP was largely stagnant from the 1960s to 2000, and has been slower than in other country
groups since then. In island LDCs, TFP has grown very slowly since the 1960s.

Agricultural labour productivity and yields have risen most strongly in manufactures exporters and mixed exporters,
indicating that greater structural transformation and economic diversification are generally associated with greater
improvements in agricultural productivity. This confirms the link between agricultural progress and overall economic
development, and the mutual reinforcement of development in agriculture and other productive sectors.
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The main factors driving (or constraining) productivity growth in agriculture in LDCs are the quantity of inputs;
technology, human capital and input quality; public investment and policies; agroecological conditions and climate
change; and rural diversification.

The quantity of inputs (land, labour, material inputs and physical capital) used is especially important in countries
at earlier stages of agricultural development. LDC agriculture is generally characterized by very intensive employment
of labour; extensive use of land; and very limited use of other inputs, reflecting low incomes, inadequate water supply
and foreign exchange shortage. Overall use of synthetic fertilizers per hectare in LDCs is only 10 per cent of that in
ODCs and 15 per cent of that in developed countries. Mechanization is similarly limited, as is irrigation, except in
Asian LDCs, where use of fertilizers and machinery is also greater.

Technology affects the adaptation of plant and animal varieties to local agroecological conditions, the quality of
inputs, the choice of cultivation and rearing techniques, and so forth, as well as variety yields. While public investment
in agricultural R&D generates high rates of return, commitment has generally been low in LDCs, resulting in limited
and volatile public spending. In African LDCs, the much greater variety of farming systems than in Asian LDCs is a
further challenge to R&D appropriate to particular agroecological conditions.

Since the diffusion of innovations among producers is neither automatic nor rapid, agricultural extension services
are an essential link between the generation of innovations by R&D and their adoption at the farm level. Poverty
represents a further obstacle to the adoption of new agricultural technologies, especially in LDCs.

Human capital plays a major role in technology adoption, affecting the use and combination of inputs by
farmers. Education contributes to the acquisition and assimilation of information, and to the learning, mastery and
implementation of technologies.

There is increasing recognition of the importance of public policies to agricultural productivity, through spending on
R&D, extension services and education, investment in “hard” (physical) infrastructure, “soft” (institutional) infrastructure
and sectoral measures. Public investment in hard and soft infrastructure is a precondition for private investment in
agriculture, while constraints on financial market development can be a substantial obstacle.

Over the long term, land productivity is weakened by underinvestment in land improvement as a result of low
incomes and limited financial market development, leading to a progressive deterioration in land quality. Climate
change is expected to exacerbate this process, resulting in a projected 18-per-cent reduction in cereal yields in low-
income countries between 2000 and 2050. The resulting changes in total agricultural output in LDCs range from
+5 per cent to -40 per cent, with much stronger effects in African than in Asian LDCs. This is likely to reduce labour
productivity.

Rural diversification is also a key driver and facilitator of productivity growth and upgrading in agriculture. Rising
off-farm incomes provide additional financing for agricultural investment and technological upgrading and boost
demand growth for agricultural produce; and the development of off-farm activities increases the supply of key
inputs and services for agriculture. Improved vertical coordination is critical to achieving a timely flow of productivity-
enhancing inputs to farmers and of quality agricultural raw materials to agro-industry.

Rural structural transformation
for sustainable poverty eradication

While the principal income source of rural households is farming, most of them engage in a range of economic
activities. Motivations vary widely between households. Better-resourced households are often “entrepreneurs
by choice”, pursuing opportunities to increase their incomes. Poorer households are generally “entrepreneurs by
necessity”, driven to seek additional incomes by the need to sustain a minimum level of consumption, or else seeking
to diversify their incomes as a means of self-insurance against high levels of risk in agriculture.

Agricultural demand for wage labour is typically limited to seasonal and casual work, and farm wages are low,
reflecting an excess supply of labour due to “push” pressures. Income from rural non-farm (RNF) activities thus
generally exceeds income from agricultural wage employment. Non-farm income also generally exceeds migrant
remittances (with a few exceptions, such as Lesotho), contrary to conventional wisdom. With these limitations on
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other income sources, non-farm activities are a critical element of household income diversification strategies. Within
the non-farm sector, wage income can be as important as self-employment income in African LDCs, and more so in
some Asian LDCs.

Given the limitations of subsistence production and agricultural wage employment, the main route out of poverty
is through some combination of market-oriented smallholder farming, non-farm activities and emigration from rural
areas.

Distance from urban areas plays a key role in opportunities for non-farm activities, so that RNFE development
has tended to be concentrated around towns and cities. Non-farm employment opportunities and wages are higher
in peri-urban areas, while producers in more distant rural areas are disadvantaged in urban markets by the need to
compete with peri-urban producers who have advantages in delivery times and costs, as well as generally greater
access to services and infrastructure.

There is thus a fundamental contradiction between need and opportunity, both at an economy-wide level and
among households. It is the most disadvantaged areas and households that have the greatest need for economic
diversification (since they have the least access to agricultural markets, the lowest incomes and the highest risks);
but they also have the least opportunities and face the greatest obstacles to taking such opportunities (due to
limited financial and human resources, infrastructure, access to inputs and ability to bear risk). Overcoming this
contradiction, and ensuring that those with the greatest need for economic diversification have the means to achieve
it, will be critical to rural structural transformation and sustainable poverty eradication.

Since data on non-farm activity in LDCs (and also in ODCs) are very limited, this Report provides new estimates
based on raw data for nine LDCs — five in Africa and four in Asia. This confirms the general trends described
above, while highlighting the variation of rural diversification and RNFE development across LDCs. Among these nine
countries, RNFE development is most advanced in Bangladesh and Nepal (47-49 per cent of rural employment), and
least advanced in Ethiopia and United Republic of Tanzania (11-12 per cent). However, these new data contradict the
widespread view of a simple Africa/Asia dichotomy: The importance of the RNFE in rural incomes and employment
is very similar across the five other countries, which span both regions (Malawi, Rwanda, Zambia, Myanmar and
Yemen, with 20-28 per cent of rural employment in the RNFE).

A more detailed assessment of Bangladesh, Malawi and Nepal highlights differences in the sectoral composition
of non-farm activities, the largest subsectors being manufacturing, services and construction, respectively. However,
manufacturing and services are important in all three cases, each accounting for 22-42 per cent of total RNFE
income in every country. There are also considerable differences between these countries in the roles of women and
young people in the rural economy. While those engaged in non-farm activities have consistently higher levels of
education than those in agriculture, the highest level of education is in the country with the lowest level of non-farm
activity (Malawi). This suggests that education alone is insufficient to drive rural economic diversification.

The great majority of LDCs in all categories remain in the first stage of rural economic transformation, in which
RNF activities are focused mainly on agriculture (though often fairly evenly divided among commerce, manufacturing
and other services), and mainly informal. However, using the categorization of agriculture-based and transforming
countries presented by the World Bank’s World Development Report 2008 as a proxy suggests that a small group
of African and Asian LDCs — Angola, Bangladesh, Senegal and Uganda — are in the second stage of RNF sector
transformation. In this stage, rural-urban links are more important, and non-farm activities are more varied, also
encompassing such activities as tourism, mining and services as well as agribusiness in commercial farming areas.
Small-scale labour-intensive production in rural areas often coexists with relatively capital-intensive enterprises
producing similar products in intermediate cities.

Farmers in areas of good agricultural potential and with access to markets have relatively greater opportunities to
upgrade by increasing production of higher-value products, for domestic, regional and wider export markets. Product
standards and non-tariff barriers can be a serious obstacle to exports: Quality management is increasingly important,
but capacity for implementation and policing in LDCs is often limited. In African LDCs, however, the low level of
intraregional trade points to particular potential for regional exports.

Non-farm activities can act as a driver of agricultural upgrading by providing investable resources and upstream
and downstream services for agriculture, particularly in higher-value crops. RNFE income is generally the main source
of cash for investment, especially in African LDCs, and is sometimes used as a substitute for collateral.
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RNFE activities in the production of agricultural inputs can affect choices of crops and technologies by increasing
access to input supplies and adapting them to the needs of local farmers; others, such as agroprocessing, may
provide additional and/or more favourable market outlets, and increase profitability, including through contract-
farming arrangements and integration in value chains. Transportation services and commerce contribute to both.
However, just as RNFE activities can contribute substantially to agricultural upgrading, so underdevelopment or
inappropriate development of the off-farm sector can act as a constraint on agricultural development.

While governments and donors pay a great deal of attention to the supply-side needs of RNFE development, the
equally important demand side is often neglected. Major sources of demand for RNFE are nearby urban markets (for
peri-urban areas), local rural markets, and exports (primarily for agroprocessing and in some areas tourism). Domestic
demand plays a critical role, both in agricultural upgrading and in RNFE development. Growth engines such as urban
markets, market-oriented agriculture, and entrepbts and transport corridors can thus provide a substantial boost,
as can “implanted” natural resource-based projects such as mines and forestry (although these often operate as
enclaves, with limited linkages to the local economy).

Beyond the geographical reach of such engines, migrant remittances can also act as a growth engine, although
they are often concentrated among a few households, limiting their impact. In relatively closed local economies, local
demand within the rural economy can act as a (somewhat weaker) engine, as the additional demand for agricultural
produce and RNF activities associated with increasing incomes gives rise to multiplier effects, estimated in various
LDCs at 1.3-2.0.

The key to rural structural transformation is to enable rural producers to respond effectively to demand changes as
development progresses and incomes rise. This means moving beyond a focus on increasing agricultural productivity
to paying more attention to rural non-farm activities and increasing production of higher-value agricultural products.

Increases in income translate into disproportionate increases in spending on non-food items and higher-value
and more processed foods, generating opportunities for both agricultural upgrading and the development of
agroprocessing. Recent evidence from LDCs in southern and eastern Africa and South Asia points to substantial
demand for non-food products and non-staple and processed foods, indicating considerable potential for growth in
local demand to drive agricultural upgrading and RNFE development.

Density and quality of infrastructure are crucial — to access markets for output and inputs, to reduce production
and transaction costs, and hence to ensure effective supply response — and are associated with greater farm and
non-farm investments and higher RNF incomes, especially in more favourable agroclimatic zones. This includes
both soft infrastructure (e.g. marketplaces, communications networks, education and health services, financial and
payments systems and market information systems) and hard infrastructure (e.g. electricity and water supply, storage
facilities and roads). Infrastructure is extremely limited in most rural areas in LDCs, especially beyond peri-urban
areas.

Electrification is a critical element of rural infrastructure investment, with a potentially transformative effect; and
renewable energy technologies now have the potential to overcome some of the key constraints on rural electrification.
Better access to, and improved quality of, education can also have a substantial impact on RNF development over
the longer term.

Transport infrastructure plays a pivotal role as well, and increased connectedness will be indispensable to poverty
eradication in rural areas. However, this is not a linear process, and the opening associated with strengthening
transport connections is a two-edged sword, exposing local producers to competition from urban products and
imports which they are ill-placed to withstand, as well as increasing access to inputs and markets. Key challenges in
the post-2015 context will be to enable rural producers to compete effectively in an increasingly open local market;
to identify and move successfully into new and remunerative activities; and to harness the economies of scale and
develop the marketing skills needed to compete in markets elsewhere.

Construction of rural infrastructure can also play a very important secondary role in rural development, by creating
employment through labour-based construction and maintenance methods and RNFE opportunities through local
procurement. As well as potentially reducing costs, this could contribute substantially (albeit temporarily) to reducing
the deficit in demand that constrains RNFE development.

The key role of urban proximity in the development of rural areas, and of their opening to wider markets through
improved transport infrastructure, highlights the importance of a differentiated approach to peri-urban, intermediate
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and remote and isolated areas, according to their respective comparative advantages. The comparative advantage
of peri-urban areas lies primarily in servicing urban markets, notably for higher-value and processed foods, as well as,
for example, leisure activities and transport services.

In intermediate areas, export production is often more important, providing opportunities for upgrading and
processing activities, as well as increasing export value through product differentiation (e.g. organic certification).
Diversification of agricultural production into higher-value crops and agroprocessing to increase tradability of
agricultural produce may also provide useful opportunities, as may biofuel production and biofuel crop cultivation.
Other options include commercialization of craft production, construction materials (especially in the post-2015
context) and, where local conditions are conducive, mining, tourism, forestry, fisheries and so forth.

Remote and isolated areas are generally oriented primarily towards subsistence production, making increased
production of staple foods a precondition for structural transformation. Limited connection with wider markets makes
local demand the primary driver of development, suggesting a focus on progressively increasing production of higher-
value foods, livestock and artisanal agroprocessing. While demand for “Z goods” (non-food goods, typically of relatively
low quality, produced on a small scale using traditional labour-intensive methods) is also likely to increase over time, the
long-term viability of such production is limited. High transport costs and the potential for substantial local demand arising
from post-2015 infrastructure investments point to a potential market for construction materials where these are available
locally.

Gender-based constraints
on rural economic transformation

Women make up half of the agricultural labour force in LDCs, and this proportion has increased progressively
over time in all three geographical subgroups. However, rural women in LDCs continue to face multiple constraints
on their productive potential. The double burden of productive activities and care work gives rise to greater time
constraints for women than for men, and also limits their mobility and the time they can devote to upgrading their
skills. This is compounded by a disproportionate burden of unpaid agricultural work: While food crops are traditionally
viewed as “female” and cash crops as “male”, the distinction arises primarily in control over the proceeds, as women
generally provide as much of the labour as men in cash crop production. There are, however, gender differences in
the distribution of agricultural tasks and in livestock: While men generally predominate in cattle herding, women tend
to raise poultry and other small livestock and dairy animals.

There are also significant gender differences in non-farm activities, women often predominating in petty and retail
trade, and men in transport and construction. Artisanal agroprocessing is often a traditionally female occupation, and
employment in agro-industrial processing of high-value products also tends to be predominantly female. However, even
when they are in wage employment, women are more likely than men to be segregated in part-time, seasonal and/or
low-wage work. While new forms of organization can provide new opportunities for rural women, they thus also pose
new challenges.

Women face particular constraints on access to productive resources. There is a consistent pattern of inequality
in access to land across LDCs. However, this arises primarily from sociocultural practices enshrined in customary
law and practices rather than from civil law, which creates major challenges in turning legal enactments into de
facto rights. Rural women, and particularly female heads of household, also tend to have lower literacy rates and
significantly fewer years of education than their male counterparts.

These disadvantages contribute to limited access to credit, where it is available, as women are less likely to
have land to use as collateral, and are less able to complete application formalities. Partly for this reason, they are
less likely to use inputs such as fertilizers and improved seeds; and the benefits of input subsidy schemes are often
limited by lack of gender sensitivity in their design. When women farmers do use purchased inputs, the effect on their
productivity can also be more limited, possibly reflecting gender biases in agricultural extension services. Female-
headed households are also often disadvantaged by limited male family labour and cultural constraints on their ability
to hire non-family labour.

These factors contribute to significant differences between male- and female-managed plots in terms of yields,
harvested areas and crop losses. These gender-based obstacles compound and interact with other market
imperfections in rural areas to diminish women’s productivity and entrepreneurial potential, reducing the dynamic
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potential of rural economies and slowing their transformation. Unless such constraints are addressed, the supply
response to incentives aimed at increasing production and marketed surpluses will remain sluggish, as half of the
labour force will remain unable to respond effectively. Globally, the Food and Agricultural Organization of the United
Nations (FAQO) estimates that providing women with the same access to productive resources as men could increase
yields on their farms by 20-30 per cent, raising total agricultural output by 2.5-4 per cent.

However, there is an important distinction between gender inequalities that arise directly from gender norms,
and what might be called contingent inequalities — those which arise indirectly from the interaction of the resulting
disadvantages with those arising from poverty. The double burden of care and productive work, discriminatory
practices in land ownership and inheritance, differences in access to education and gender segregation in labour
markets, for example, arise directly from gendered social structures and norms; and addressing them effectively
requires direct, gender-specific action to correct or compensate for structural gender biases.

However, the consequences of these disadvantages — low incomes, limited savings and assets, lack of access to
inputs, markets and/or credit, etc. — are shared by many men, whose productivity is similarly impaired as a result. These
indirect disadvantages are more appropriately addressed through more inclusive but gender-sensitive approaches,
directed both at women and at equally disadvantaged men. Directing support to women while arbitrarily excluding
similarly disadvantaged men, particularly in a context of strongly patriarchal traditional cultures, could result in alienation,
potentially undermining longer-term efforts to tackle the underlying causes of gender inequality.

Domestic policies for rural economic transformation

In principle, poverty eradication ultimately requires: (1) decent work for all; (2) a minimum wage at a level sufficient
to provide households at least with an income that is above the poverty line; and (3) social safety nets. However,
this is better seen as a destination than as a route. To be feasible and economically sustainable, poverty eradication
requires poverty-oriented structural transformation (POST), to ensure that productivity is sufficient to support wages
at this wage level and that dips in income below the poverty line are limited and temporary. Structural transformation
of rural economies, encompassing agricultural upgrading and diversification into non-farm activities, is a key part of
this process.

Agricultural needs vary widely between locations, but key elements include:

e Agricultural right-sizing. Rather than seeking to promote either small- or large-scale agriculture, policies should
be based on optimal plot sizes in each location, given the agroecological and other conditions as well as the
potential crops, taking account of economic, social and environmental considerations.

¢ Increasing use of locally appropriate inputs to increase agricultural productivity and yields, while maintaining
labour intensity and increasing environmental sustainability. This can be achieved through extension services
and measures to boost the local supply of these inputs.

¢ Promoting early adoption of innovations and new technologies, especially by women and other disadvantaged
producers, e.g. through input subsidy schemes encompassing packages of inputs for different agroecological
and farm systems, and measures to tackle scale issues in input supply.

¢ Increased support to R&D and extension. This should also include measures to ensure that R&D and extension
meet the needs of small and women farmers and local conditions, by integrating gender considerations into
extension services, establishing a two-way communication process between producers and R&D agencies
through extension services, and identifying and supporting local farm advisers.

e Market differentiation, through organic, fair trade and sustainability certification, as a means of increasing
the value of agricultural exports. Capacity-building for producers and government facilitation of certification
processes can help to prevent such schemes from becoming de facto non-tariff barriers.

Agricultural upgrading can reduce push pressures for “survivalist” income diversification. Together with support
to “entrepreneurs by choice” (and increased opportunities through rural electrification), this can help to create a
more dynamic non-farm sector. While microenterprise creation is likely to be needed in remote and isolated areas,
enterprise expansion can create more employment in peri-urban areas. Non-farm activities are particularly important
in generating productive employment in seasons of low agricultural labour demand.

Increased staple production is an early priority, particularly in remote and isolated areas, to provide small farmers
with the confidence in future food availability that is essential to investment in other activities. Local food stocks
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can also help in this regard. Agroprocessing provides an important synergy between agriculture and non-farm
activities, as agricultural upgrading and diversification create new opportunities, while processing increases product
life and tradability. It is particularly beneficial in generating employment and business opportunities for women. With
appropriate incentives, export crops can create opportunities for increased agricultural incomes and agroprocessing
through integration into global and regional value chains.

Gender-specific measures are required to tackle the causes of disadvantages faced by rural women, particularly
land and inheritance rights and time poverty. Gender sensitivity is essential in resolving land rights issues, to
avoid further marginalization of women. Gender inequality in access to finance can generally be addressed most
satisfactorily by mainstreaming gender into core programmes and policies, although gender-specific interventions
may be needed in specific contexts.

The unrealized potential for a virtuous circle of agricultural upgrading and rural diversification highlights the need
for demand- and supply-side mechanisms to kick-start the process of rural economic transformation. On the demand
side, the need for a major increase in infrastructure investment can provide such a mechanism through the use of
labour-based construction and maintenance methods and local procurement of materials and other inputs. Rural
electrification can provide a similar boost on the supply side, but needs to be supported by appropriate policies and
interventions in finance, access to technology and enterprise support.

Sequencing infrastructure investments and interventions is critical. This Report envisages three phases of rural
economic transformation. In the first phase, the primary focus is on investments and interventions that promote
effective supply response (enterprise promotion, training, finance and access to inputs), paving the way for the
second phase, in which the emphasis is on demand-creating infrastructure investment, local connections within rural
economies and increasing supply capacity. The combined effect should create the capacity for local producers to
exploit economies of scale and withstand competition from urban producers in the third phase, where rural-urban
connections are improved.

The demand created by agricultural upgrading and rising rural incomes is a critical driver of rural transformation,
but requires an effective supply response. This calls for appropriate policies and interventions in finance, human
resources and enterprise support.

The limitations of microfinance in the context of rural economic transformation and poverty eradication suggest
a need for selectivity (focusing on dynamic “entrepreneurs by choice” and small and medium-sized enterprises,
while avoiding its use in non-commercialized areas) as well as for modifications and alternatives. Conditional interest
subsidies of microcredit (with ceilings on interest rates to borrowers) may provide a useful mechanism, while annual
in-kind microgrants of productive inputs (phased out over an extended period) may be necessary to provide access
to finance, productive technologies and associated inputs in remote and isolated areas.

While increasing schooling of children has major long-term benefits, adult education is critical to rural economic
transformation in the shorter term. Male biases in education make adult education for women especially important.
Particular priorities are basic literacy and numeracy, vocational skills, financial literacy and business skills. Financial
literacy and business skills are critical where productive investment is financed by credit and in areas where production
is predominantly subsistence-oriented; but basic numeracy and literacy will be a precondition in many contexts.
Progressively higher levels of business skills will be needed as the transformation process advances.

Vocational training should reflect the priority sectors in each local context, and construction-related skills (and
electricians and mechanics) will be a particular priority in the initial phase of rural transformation. By employing local
workers in skilled positions and providing follow-up training on the application of the skills acquired in longer-term
activities, infrastructure investment can provide an additional human-resource legacy. The benefits of vocational
training can be enhanced by encouraging or requiring beneficiaries to take on apprentices; and migrants may provide
a useful means of urban-rural skills transfer.

Long lead times in investment in agriculture, in new non-farm activities, and in areas where access to inputs is
limited make information about anticipated changes in demand essential to an effective supply response. This is
particularly important, since the risk aversion inherently associated with poverty makes a high level of confidence
a prerequisite for diversion of efforts or resources to new activities. In principle, household expenditure surveys
can provide a basis for estimating local demand changes as incomes rise; and providing such information (and
information on other prospective market changes, e.g. those arising from transport infrastructure improvements) as a
public good could substantially improve supply response and business viability.



X1l The Least Developed Countries Report 2015

Where cell phone coverage exists, it can provide an invaluable means of targeted information provision; but
issues of limited coverage, access, literacy and affordability mean that older technologies such as radio still have an
important role as a means of wider communication.

Rural economic transformation requires effective policy coordination; but responsibility is generally spread across
multiple ministries and agencies. An effective interministerial coordinating mechanism, chaired by the head of
Government or someone at the highest level of government, could contribute substantially to this goal.

Decentralization is also critical, but often constrained by financial and human resources; and areas remote from
markets are also remote from public institutions, limiting policy effectiveness and the potential for effective action at
the local level. In this context, cooperatives, producers’ associations and women’s networks can play a key role,
including in access to finance, inputs, equipment, new technologies, training, information, markets, etc., as well as
strengthening small producers’ bargaining power and economies of scale. They could also provide an organized
constituency for rural development. Streamlining procedures for the establishment of such organizations and
networks, facilitating their development, and channelling interventions through them (with appropriate support) can
thus make a major contribution to rural transformation.

The international dimension

Rural economic transformation on a scale sufficient to eradicate poverty in LDCs by 2030 is an immensely ambitious
undertaking, which will require changes at the international level. In particular, given the severe financial constraints of
most LDCs, it will necessitate a considerable increase in official development assistance (ODA). However, in adopting
the SDGs, the international community has effectively committed itself to delivering the means necessary to their
achievement: It is a long-established philosophical principle that “to will the end is to will the means”.

In the context of the SDGs, there is a strong case for increasing the target level of ODA from 0.15-0.20 per cent
of donor gross national income to 0.35 per cent — half of the overall ODA target of 0.7 per cent to which donors
are committed under SDG 17 (“Strengthen the means of implementation and revitalize the global partnership for
sustainable development”). This would be commensurate with the LDCs’ share in the human development deficits
addressed by the SDGs, and with the increase in the rate of extension of access to rural infrastructure required to
achieve them. It would lead to an increase in ODA to LDCs from $30 billion in 2013 to around $250 billion by 2030,
while also allowing a major rise in ODA to ODCs, provided the 0.7-per-cent commitment was fulfilled. Realizing the
SDG undertaking to fulfil existing commitments on aid quality is also important, particularly with respect to recipient
country ownership and policy space. This means ensuring that ODA conditionalities provide the policy flexibility
needed to enable recipient countries to pursue nationally appropriate strategies and opportunities for learning and
experimentation. It is equally important that productive sectors are given appropriate priority in allocation of additional
ODA, especially in rural areas. The ultimate objective of ODA should be to support the development of productive
capacities in LDCs and of their capacity for domestic resource mobilization, progressively reducing their need for
ODA.

Since the benefits to LDCs of further multilateral tariff reductions are offset by the resulting erosion of existing
preferences, fulfilling commitments on duty-free, quota-free market access and improving the terms of preferential
agreements (particularly regarding rules of origin) are a primary consideration. Developmental regionalism could
also provide a means of strengthening regional industrial bases, particularly among African LDCs, where limited
intraregional trade in agricultural produce signals significant unrealized potential.

Beyond the trading system itself, developing a “sustainable development” brand linked to the SDGs that builds on
existing fair trade and sustainability labelling initiatives, could provide substantial benefits in terms of marketing and
product differentiation. Innovative approaches to cross-border investment could also offer a means of financing rural
transformation and infrastructure, for example through the development of proactively ethical investment instruments
and mechanisms for diaspora direct investment. These two mechanisms could be linked to harness their synergies.
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The average growth rate of LDCs in
2014 was significantly stronger than
that of other developing countries
(ODCs)...

... but only Asian LDCs achieved
faster growth than ODCs in
per capita terms.

GDP growth was strongest in
mineral exporters and mixed
exporters, while the slowest growth
rates were the 3.3 per cent recorded
by fuel exporters.

A. Introduction

Economic growth in the least developed countries (LDCs) has slowed since
2012, when impressive performance by fuel-exporting countries took the growth
rate of their real gross domestic product (GDP) to a post-financial crisis peak of
7.2 per cent. In 2014, less favourable external conditions (compounded by the
impact of the Ebola outbreak in Guinea, Liberia and Sierra Leone) contributed to
a further deterioration in their economic performance.

The merchandise trade deficit of LDCs as a whole nearly tripled to $33.6
billion in 2014, bringing their current account deficit to a historical high of $49.4
billion, which reflected continued import growth as exports stagnated. LDCs also
remained heavily dependent on foreign resources, the largest source of which
was official development assistance (ODA), followed by migrants’ remittances.

This chapter summarizes LDCs’ recent performance in terms of economic
growth (section B), foreign trade and current account balances (section C),
and domestic and external financing (section D). Section E concludes with a
brief review of the outlook for LDCs. Country-level data are presented in an
accompanying online statistical publication.’

B. The real sector

The average growth rate of LDCs as a group was 5.5 per cent in 2014.
This represented a decline from 6.1 per cent in 2013 and was well below the
2002-2008 average of 7.4 per cent (table I.1), but significantly stronger than the
4.4-per-cent growth recorded by other developing countries (ODCs).

Economic growth in 2014 was very similar across LDC geographical and
structural groupings,? and in all cases above the ODC average: 5.5 per cent in
African LDCs and Haiti, 5.4 per cent in Asian LDCs and 5.2 per cent in island
LDCs. However, only Asian LDCs achieved faster growth than ODCs in per
capita terms, suggesting a more moderate improvement in living standards in
African LDCs and Haiti and in island LDCs.

LDCs’ relatively steady growth performance in 2014 is indicative of stronger
GDP growth in mineral exporters (6.8 per cent) and mixed exporters (6.5 per
cent),® while the slowest growth rates were the 3.3 per cent recorded by fuel
exporters — previously the main drivers of LDC growth — and the 4.8 per cent
for exporters of food and agricultural products. The favourable performance of
mineral exporters reflects a remarkable 9.1-per-cent growth in the Democratic
Republic of the Congo (as a result of strong growth in copper output) and 7.4
per cent in Mozambique (due to a robust expansion of natural gas and coal
production). Conversely, fuel exporters (Angola, Chad, Equatorial Guinea, Sudan
and Yemen) were adversely affected by a sharp fall in oil prices in the second half
of 2014. Worst affected were Equatorial Guinea and Yemen, where production
also fell, leading to contractions of 3.1 per cent and 0.2 per cent, respectively.

C. Current account and international trade

1. CURRENT ACCOUNT BALANCE

The LDCs’ collective current account deficit increased to a record level of
$49.4 billion in 2014 (chart 1.1), 40 per cent higher than in 2013 and 87 per
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Table I.1. Real GDP growth rates in LDCs, other developing countries and developed countries, 2002-2015

(Per cent)
2002-2008
LDCs (total) 7.4 5.7 45 7.2 6.1 5.5 5.2
African LDCs and Haiti 8.0 5.4 4.7 7.7 6.1 5.5 5.0
Asian LDCs 6.7 6.3 4.0 6.5 6.0 5.4 5.6
Island LDCs 3.9 6.9 11 6.1 4.5 5.2 5.0
Food and agricultural exporters 5.0 6.3 5.9 1.6 4.3 4.8 5.1
Fuel exporters 9.8 4.3 -0.5 10.0 6.1 3.3 2.4
Mineral exporters 6.2 71 6.0 5.9 6.4 6.8 6.8
Manufactures exporters 6.3 5.6 6.5 6.2 6.1 6.0 6.2
Services exporters 71 7.3 7.2 6.9 5.7 6.1 6.1
Mixed exporters 6.9 5.8 5.6 6.4 6.3 6.5 6.1
Other developing countries 7.0 7.8 5.8 4.8 4.8 4.4 4.4
All developing countries 7.7 7.8 5.7 4.9 4.8 4.5 4.4
Developed countries 2.4 2.6 1.5 1.1 1.3 1.7 2.3
Source: UNCTAD secretariat calculations, based on data from IMF, World Economic Outlook database (accessed July 2015).
Notes: Data missing for Somalia. Data for 2015 are estimates.
For the classification of LDCs according to export specialization, see page xiii.

Chart I.1. Current account balance of LDCs, 2000-2014
(Billions of current dollars)

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

I African LDCs and Haiti [ Asian LDCs [_Jlsland LDCs e | DCs (total)

Source: UNCTAD secretariat calculations, based on data from IMF, World Economic Outlook database (accessed July 2015).

cent higher than in 2012. This increase originated primarily in the African LDCs
and Haiti, whose deficit rose by $10 billion to $41.7 billion. Particularly large , )
deteriorations in current account balances occurred in Angola, where a 2013 The LDCs’ collective current
surplus of $8.3 billion gave way to a deficit of $1.1 billion, due to lower oil- account deficit increased to a record
related export earnings and growing imports, and in Ethiopia, where the deficit level of $49.4 billion in 2014...
expanded from $2.8 billion in 2013 to $4.7 billion, as greater net inflows for
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services and transfers were insufficient to offset declining prices and volumes of
coffee and gold exports.

The current account deficit of Asian LDCs climbed from $5.6 billion in 2013
to $8.6 billion in 2014, largely reflecting an increase in Myanmar’s deficit from
$2.9 billion to $4.5 billion, and the return of Bangladesh’s current account to
deficit ($0.1 billion, after a $1.8 billion surplus in 2013). Island LDCs’ current
account surplus declined from $2 billion in 2013 to $0.9 billion, almost entirely
due to a reduction of nearly $1 billion in Timor-Leste’s surplus as a result of
falling energy revenues.

... as their merchandise trade

deficit nearly tripled.
2. TRADE IN GOODS AND SERVICES

The merchandise trade deficit of LDCs as a group nearly tripled in 2014,
increasing by 187 per cent to $33.6 billion, as imports rose by $20 billion and
exports fell by $1.9 billion. The surplus of African LDCs and Haiti plummeted,
from $17.5 billion to $2.5 billion, while the Asian LDCs’ deficit widened from
$27.8 bilion to $34.7 billion. Island LDCs’ deficit grew only marginally, from
$1.32 billion to $1.35 billion (table 1.2).

Merchandise imports increased in all three geographical and structural LDC
subgroups, by $7.2 billion in African LDCs and Haiti, $12.8 billion in Asian LDCs

Table 1.2. LDC exports and imports of goods and services, 2005-2014, selected years
(Millions of current dollars and per cent)

2005 2010 2011 2012 2013 2014 | P ggj‘:ge
Goods

Exports LDCs (total) 83848 168809 207402 210794 218917 217511 -0.6
African LDCs and Haiti 59063 124831 155403| 158529 161901 158101 -2.3
Asian LDCs 24 608 43 625 51424 51 611 56 444 58 794 4.2
Island LDCs 178 353 575 653 572 616 7.7

Imports LDCs (total) 79908 163427 197009 216418 232252 246 132 6.0
African LDCs and Haiti 50293 | 103086 122608| 136180 145999| 149318 2.3
Asian LDCs 28 966 59 068 72 893 78 421 84 358 94 858 12.4
Island LDCs 649 1274 1508 1817 1895 1956 3.2

Trade balance LDCs (total) 3940 5382 10 393 -5624| -13335| -28620 -114.6
African LDCs and Haiti 8770 21745 32795 22 349 15902 8784 -44.8
Asian LDCs -4 358 -15443| -21469 -26809 -27914  -36 064 -29.2
Island LDCs -471 -921 -933 -1164 -1323 -1340 -1.3

Services

Exports LDCs (total) 11 756 25619 31177 33477 38177 40913 7.2
African LDCs and Haiti 7 568 14123 18 207 19 526 22 044 23 690 7.5
Asian LDCs 3942 10 964 12 382 13 336 15 477 16 504 6.6
Island LDCs 246 532 587 615 656 719 9.5

Imports LDCs (total) 28 387 61 601 73018 76 022 78 895 85 168 8.0
African LDCs and Haiti 22 777 48 871 58 273 59 815 62 020 66 172 6.7
Asian LDCs 5 368 11175 12 697 14 631 15712 17 939 14.2
Island LDCs 243 1554 2048 1576 1163 1056 -9.2

Trade balance LDCs (total) -16 631 -35982 -41842| -42545 -40718  -44 255 8.7
African LDCs and Haiti -15208| -34748| -40065, -40289 -39976  -42482 6.3
Asian LDCs -1427 -211 -316 -1 295 -235 -1435 510.0
Island LDCs 3 -1023 -1 461 -961 -507 -338 -33.4

Source: UNCTAD, UNCTADstat database (http://unctadstat.unctad.org/EN/) (accessed July 2015).

Notes: Figures on services in 2014 are estimates. Data based on the Balance of Payments Manual, sixth edition (BPM6).




Introduction: Recent Economic Trends and Outlook for the LDCs 5

and $68 million in island LDCs. Merchandise exports were up in Asian and island
LDCs (by $6 billion and $38 million, respectively) but down in African LDCs and
Haiti (oy $7.9 billion), mainly as a result of lower commodity export earnings.

There remains a sharp contrast

There remains a sharp contrast between the composition of LDCs’ imports ~ between the composition of LDCs
and that of their exports (chart 1.2). Merchandise imports are mostly (62 per  imports and that of their exports.
cent) of manufactured goods, while fuels account for 49 per cent of exports,
and manufactured goods only 23 per cent. There is also a strong regional

bl

Chart 1.2. Composition of merchandise trade of LDCs

(Per cent, average for 2012-2014)
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Source: UNCTAD secretariat calculations, based on data from the UNCTADstat database (http://unctadstat.unctad.org/EN/) (accessed
August 2015).
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pattern. In African LDCs and Haiti, fuels represent 62 per cent of merchandise
exports; in Asian LDCs a similar share (60 per cent) is of manufactured goods.
The heavy dependence of most  Among island LDCs, the largest category of merchandise exports is agricultural
LDCs on primary commodity exports raw materials, which make up 48 per cent of the total. The heavy dependence
renders them very vulnerable to of most LDCs on primary commodity exports renders them very vulnerable to

fluctuations in commodity prices.  fluctuations in commaodity prices (box I.1).

Box I.1. Recent trends in international commodity prices

LDCs' dependence on commodity exports is a central factor in their slower economic growth in 2014, and weighs heavily
on their economic outlook: The recent dynamics of international commodity prices have had a major impact on their export
earnings. All commaodity price indices declined from January 2012 to May 2015, to levels similar to those of the 2009 crisis
year (box chart I.1), as a result of weakening demand, increasing supplies (following overinvestment during the period of high
prices), a stronger dollar and unusually large harvests (World Bank, 2015). Downward pressure on oil prices was accentuated
by a decrease in imports by the United States, coupled with increasing supply and major producers' decision not to curb
their production.

Between January 2012 and May 2015, crude petroleum prices fell by 46 per cent, agricultural raw materials and mineral
ores and metals by 26 per cent, and food products by 24 per cent. Among major LDC commodity exports, cotton prices
dropped by 19 per cent, iron ore by 56 per cent, and gold, copper and aluminium by 28 per cent, 22 per cent and 10 per
cent, respectively. Prices of food products such as sugar, rice and wheat declined by between a quarter and a third.

Box chart I.1. Commaodity prices, 2000-2015
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Source: UNCTAD, Commodity Price Bulletin. Crude petroleum: average of United Kingdom Brent (light) / Dubai (medium) / Texas (heavy),
equally weighted (dollar/barrel).
Note: *January-August.

D. Resource mobilization

Across LDCs as a whole, gross fixed

capital formation (GFCF) increased 1. DOMESTIC RESOURCE MOBILIZATION

to a level higher than the level Across LDCs as a whole, gross fixed capital formation (GFCF) increased to
deemed necessary to sustain 26.3 per cent of GDP in 2013 (table 1.3). This is not only higher than both the
long-term growth. 2012 level and the 2002-2008 average, but also, more importantly, above the

25-per-cent level deemed necessary to sustain long-term growth. This threshold
was exceeded by both African LDCs and Haiti (25.5 per cent) and Asian LDCs
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Table 1.3. Gross fixed capital formation, gross domestic savings and external resource gap in LDCs

(Per cent of GDP )
Gross fixed capital formation Gross domestic savings External resource gap
2002-2008| 2010 2012 | 2013 |2002-2008| 2010 2012| 2013 | 2002-2008 | 2010
LDCs (total) 20.6  23.7 246 26 26.3 189 | 18,5 19.2(19.0| 19.0 -1.7 -5.1| -5.4| -71 -7.2
African LDCs and Haiti 19.5 | 23.0 24.1| 25.4| 25,5 19.3 | 17.8| 18.4 /17.8 17.2 -0.2 -51 -58| -7.6| -84
Asian LDCs 229 | 251 255|272 277 17.9 | 19.3| 20.2/20.6| 21.8 -5.0 -5.8 -5.3| -6.6| -5.9
Island LDCs 122 | 18.8 20.7| 20.1| 20.3 30.8 | 35.7 39.832.8| 35.7 18.6 16.9| 19.1|12.7 15.4
Source: UNCTAD, UNCTADstat database (http://unctadstat.unctad.org/EN/) (accessed July 2015).

(27.7 per cent). In island LDCs, however, GFCF recovered only partly from its
slight decline in 2012, and stayed well below the threshold level (though also
well above the 2002-2008 average), at 20.3 per cent.

. . o The shortfall in saving relative to
Savings rates remained stable overall at 19 per cent of GDP, a decline in the

African LDCs and Haiti being offset by increases in the Asian and island LDCs. investment resulted in a resource
The shortfall relative to the investment rate resulted in a resource gap of 7.2 per gap of 7.2 per cent of GDF,
cent of GDP, signifying a continuing dependence on external resources. While  Signifying a continuing dependence
the resource gap of the African LDCs and Haiti widened by 0.9 per cent, to on external resources.

8.4 per cent of GDP, that of Asian LDCs narrowed by 0.7 per cent, to 5.9 per
cent. In island LDCs, by contrast, high savings rates and lower investment rates
resulted in a continued surplus, amounting to 15.4 per cent of GDP.

Chart 1.3 Private capital inflows to LDCs, 2000-2013
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Sources: UNCTAD secretariat calculations based on data from World Bank, World Development Indicators database for portfolio equity
(accessed July 2015); UNCTAD (2015) for FDI; and World Bank, Migration and Remittances database (accessed July 2015) for
remittances.

Note: Remittances do not include Central African Republic, Chad, Equatorial Guinea, Eritrea, Mauritania, Somalia or South Sudan.
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ODA inflows rose by 2 per cent in
2013 to $44.2 billion, accounting for
93 per cent of total official capital
flows; but real bilateral ODA is
estimated to have fallen by 16 per
cent in 2014.

FDI flows to LDCs increased by 4.1
per cent in 2014 to $23.2 billion,
but have remained broadly constant
over the past five years and are
concentrated in a few countries.

2. OFFICIAL CAPITAL FLOWS

The external resource gap was financed from a combination of official
sources (mostly ODA) and private sources (mostly migrants’ remittances and
foreign direct investment (FDI)).

ODA inflows rose by 2 per cent in 2013 to $44.2 billion, accounting for 93
per cent of total official capital flows. The greatest increases were in Myanmar
($815 million), Ethiopia ($562 million), United Republic of Tanzania ($528 million),
Bangladesh ($476 million) and Mali ($383 million). The greatest decrease was
in Afghanistan ($1.5 billion), with smaller reductions in South Sudan ($130
million) and Mauritania ($121 million). Preliminary data indicate that net bilateral
ODA from members of the Development Assistance Committee (DAC) of the
Organisation for Economic Co-operation and Development (OECD) to LDCs fell
by 16 per cent in real terms (8 per cent excluding debt relief) in 2014, to $25
billion (OECD, 2015).

3. FOREIGN DIRECT INVESTMENT

FDI flows to LDCs increased by 4.1 per cent in 2014 to $23.2 billion (table
1.4). While flows to the African LDCs and Haiti rose by $1 billion, regaining half
the reduction experienced in 2013, those to Asian LDCs fell marginally, and
those to island LDCs fell by a further 31 per cent to less than one fifth of their
2010 level. Following very strong growth between 2005 and 2010, overall FDI
flows to LDCs have remained broadly constant over the past five years.

FDI inflows are concentrated in a few countries, with five countries in the Africa
plus Haiti group accounting for 58 per cent of the total in 2014: Mozambique
($4.9 billion, down 21 per cent), Zambia ($2.5 billion, up 37 per cent), United
Republic of Tanzania ($2.1 billion, up 1 per cent), Democratic Republic of the
Congo ($2.1 billion, down 2 per cent) and Equatorial Guinea ($1.9 billion, up 1
per cent) (UNCTAD, 2015).

Among the African LDCs and Haiti, two countries recorded robust increases
in FDI inflows: Ethiopia (up 26 per cent to $1.2 billion), and Zambia (up 37 per cent
to $2.5 billion). Three Asian LDCs recorded a decline: Bangladesh (down 5 per

Chart 1.4 Official capital inflows to LDCs, 2000-2013
(Millions of current dollars)
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Source: UNCTAD secretariat calculations based on data from the OECD DAC database (accessed July 2015).
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Table 1.4. FDI inflows to LDCs, 2004-2014, selected years
(Millions of current dollars )

2004 2005 2010 2011 2012 2013 2014
LDCs (total) 10 048.3 6 739.6 23774.2 21851.9 23 524.4 22 326.8 23 239.3
African LDCs and Haiti 8 333.5 5331.5 13 669.4 17 918.7 19 669.1 17 727.4 18733.3
Asian LDCs 1677.7 13421 9721.0 3613.7 3624.5 4 497.6 4 435.5
Island LDCs 37.2 65.9 383.8 319.5 230.8 101.8 70.5
Source: UNCTAD (2015).

Table 1.5. Remittance inflows to LDCs, 2004-2014, selected years
(Millions of current dollars)

2004 2005 2010 2011 2012 2013 2014
LDCs (total) 10 951.3 12 184.2 25473.4 28 421.8 32 831.6 33 391.4 35 754.2
African LDCs and Haiti 4957.2 4 680.6 8 260.0 8 880.1 9 250.0 9392.7 9 956.9
Asian LDCs 5979.4 7 430.8 16 924.8 19 236.5 23289.4 23765.5 25544.8
Island LDCs 14.7 18.7 183.5 196.9 182 117.2 131.8
Source: UNCTAD secretariat calculations based on data from World Bank, Migration and Remittances database (accessed July 2015).
Note:  Data missing for Central African Republic, Chad, Equatorial Guinea, Eritrea, Mauritania, Somalia and South Sudan.

cent to $1.5 billion), Cambodia (down 8 per cent to $1.7 billion) and Yemen (with
$1 billion of net divestment). Lao People’s Democratic Republic and Myanmar,
however, saw strong FDI growth of 69 per cent and 62 per cent, respectively.
Among island LDCs, Vanuatu continued to experience net disinvestment.

Remittance flows to LDCs are
estimated to have risen by 7.1 per

s cent to $35.8 billion in 2014 ...
4. MIGRANTS’ REMITTANCES $

Remittance flows to LDCs are estimated to have risen by 7.1 per cent to
$35.8 hillion in 2014 (table 1.5), with increases in all three geographical and
structural groups: 12 per cent inisland LDCs, 7.5 per cent in Asian LDCs and 6
per cent in African LDCs and Haiti. While major increases were experienced by
Bangladesh ($1.1 billion), Nepal ($322 million), Liberia ($144 million), Cambodia
($129 million) and Yemen ($112 million), flows declined sharply in Cambodia (by
73 per cent), Sierra Leone (by 54 per cent) and Liberia (by 38 per cent).

... but declined sharply in Cambodia,
Sierra Leone and Liberia.

E. The economic outlook for LDCs

The slowdown in developing economies is expected to continue in 2015,
while economic performance in developed economies is expected to improve.
The continued slowdown in growth in developing countries reflects, inter alia,
declining commodity prices, tighter external financial conditions, structural
bottlenecks and continued rebalancing in China (International Monetary Fund,
2015). China’s continued rebalancing (from a production- and export-oriented
economy with a strong appetite for investment towards a stronger focus on
household consumption) is expected to have a significant impact on demand for  Prices is expected to continue for all
raw materials, further depressing prices. The recent downward trend in prices ~ commodities, particularly energy.
is expected to continue for all commodities, particularly energy, with a projected
45-per-cent fall in oil prices (World Bank, 2015).

The recent downward trend in

Against this background, growth in LDCs as a group is projected at 5.2 per
cent in 2015, continuing the gradual slowdown experienced since 2012, but
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Extractive industries in LDCs are
expected to continue to attract
foreign investment.

remaining above the projected rate for developing countries as a whole (4.4
per cent). Despite lower commodity prices, however, extractive industries in
LDCs are expected to continue to attract foreign investment, with continued
investment also in manufacturing and services. The expected 15-year extension
of the African Growth and Opportunity Act (AGOA) may contribute to a
diversification of the FDI flows in Africa, though not in the short term. Among
Asian LDCs, announced greenfield investments in various sectors led by a
Myanmar-Japanese joint venture are expected to contribute to a further increase
in FDI flows to Myanmar (UNCTAD, 2015).

Notes

1 Available at: unctad.org/LDCs/statistics.
2  The classification according to geographical/structural criteria is presented on p. Xii.
3  The classification of LDCs according to export specialization is presented on p. Xiii.
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A. The significance and implications of
the 2030 Agenda for Sustainable
Development for LDCs

The year 2015 marks the transition from the Millennium Development Goals
(MDGs) to the much broader 2030 Agenda for Sustainable Development! and

the much more ambitious Sustainable Development Goals (SDGs) (box 1.1).

The 2030 Agenda for Sustainable This represents a paradigm shift in the development agenda. The SDGs, for the

Development represents a paradigm
shift in the development agenda.

first time, establish a collectively agreed set of universal goals for an inclusive
and sustainable global development process. They also represent a step change
in ambition, seeking not merely to reduce poverty in all its dimensions, but to
eradicate it within just 15 years. Achieving this will require a new and different

approach to development, and nowhere more so than in the least developed
countries (LDCs).

Clearly, the SDGs are not the only reason for concern about poverty and
human development. Poverty eradication, better health, education and access
to basic services are of intrinsic importance. Indeed, they are the motivation for

The SDGs represent an acceptance

economic development. However, the SDGs reflect two fundamental changes:

e They represent an acceptance of collective responsibility for fulfilment of

by the global community of social and economic rights among the world population by the global
collective responsibility for fulfiiment community as a whole.

of social and economic rights.

e They specify exact parameters for what constitutes fulfilment of economic
and social rights, and a date (2030) by which this should be done.

The absolute nature of the SDGs also has critical implications for global and
national approaches to development. First, it requires an enormous acceleration
in the rate of progress. For example, poverty eradication means increasing the

Box 1.1. The Sustainable Development Goals

Goal 1
Goal 2
Goal 3
Goal 4
Goal 5
Goal 6
Goal 7
Goal 8

Goal 9

Goal 10
Goal 11
Goal 12
Goal 13
Goal 14
Goal 15

Goal 16

Goal 17

End poverty in all its forms everywhere

End hunger, achieve food security and improved nutrition and promote sustainable agriculture
Ensure healthy lives and promote well-being for all at all ages

Ensure inclusive and equitable quality education and promote lifelong learning opportunities for all
Achieve gender equality and empower all women and girls

Ensure availability and sustainable management of water and sanitation for all

Ensure access to affordable, reliable, sustainable and modern energy for all

Promote sustained, inclusive and sustainable economic growth, full and productive employment and decent work
for all

Build resilient infrastructure, promote inclusive and sustainable industrialization and foster innovation
Reduce inequality within and among countries

Make cities and human settlements inclusive, safe, resilient and sustainable

Ensure sustainable consumption and production patterns

Take urgent action to combat climate change and its impacts

Conserve and sustainably use the oceans, seas and marine resources for sustainable development

Protect, restore and promote sustainable use of terrestrial ecosystems, sustainably manage forests, combat
desertification, and halt and reverse land degradation and halt biodiversity loss

Promote peaceful and inclusive societies for sustainable development, provide access to justice for all and build
effective, accountable and inclusive institutions at all levels

Strengthen the means of implementation and revitalize the global partnership for sustainable development
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minimum level of income in the world — the “global consumption floor” — to a
level no lower than the specified poverty line ($1.25 per person per day at 2005
purchasing power parity (PPP)).? Recent estimates suggest that this would
require the global consumption floor to be approximately doubled by 2030, after
stagnating for 20-30 years (chart 1.1.) As discussed later, field data from rural
areas of LDCs indicate that minimum incomes are often far below this estimated
floor.

Second, the absolute nature of the SDGs implies a fundamental shift in
focus, towards areas of greatest need. Under the MDGs, global poverty has
been halved, mainly by accelerating poverty reduction in the more successful
developing countries, where the potential is greatest, but with much more limited
progress elsewhere. It can only be eradicated if it is eradicated everywhere; and
this requires a much stronger focus on those countries where poverty reduction
is most difficult — that is, in the LDCs.

As shown in chart 1.2, all but seven LDCs have a poverty headcount ratio
above 30 per cent, while only five other developing countries (ODCs), all in sub-
Saharan Africa, have ratios above 25 per cent. In six LDCs the figure is 70-90
per cent, and in eight others, 50-70 per cent. As of 2011, only eight LDCs were
on track to halve poverty between 1990 and 2015 (those below the solid line
in chart 1.2), while poverty had increased since 1990 in seven (those above
the dotted line). Outside sub-Saharan Africa, only four ODCs, all with poverty
between 4 and 7 per cent, were off track, while half of ODCs in sub-Saharan
Africa are on track.

The SDGs require an enormous
acceleration in the rate of social
progress and a shift of focus
towards areas of greatest need.

Poverty is systematically higher, and
has fallen more slowly, in LDCs than
in ODCs...

Chart 1.1. Estimated global consumption floor, 1981-2011, and 2030 target
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Source: Ravallion (2014), table 1, p. 32. The solid lines indicate estimates of the global consumption floor (the per capita consumption
level of the poorest households globally) until 2011; the dotted line indicates the increase required from 2015 (assuming no further

reduction since 2011) if poverty is to be eradicated by 2030.
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Chart 1.2. Poverty headcount ratio, 1990 and 2011

(Per cent)

100

Typical range -

80

of LDCs P ¢

60

40

Typical range
of ODCs

Poverty headcount ratio, 2011

100

Poverty headcount ratio, 1990

<> ODCs (SSA) ¢ ODCs (Other) @ African LDCs & Haiti 4 Asian LDCs Island LDCs

Source: PovcalNet: the online tool for poverty measurement developed by the Development Research Group of the World Bank (http://
iresearch.worldbank.org/PovcalNet/index.htm, accessed July 2015).

Not only is poverty systematically higher in LDCs, and falling more slowly,
but the means available to them are also much more limited. As shown in chart
1.3, both the poverty gap® and infrastructure shortfalls in aimost all LDCs are
much higher than in nearly all ODCs relative to gross domestic product (GDP). In
only seven of 54 ODCs for which data are available (all but one in sub-Saharan
Africa) is the poverty gap greater than 1 per cent of GDP or is there more than
one person per $1,000 GDP without access to water, electricity or sanitation;
in two thirds, both indicators are less than one fifth of this level. Among LDCs,
only Bhutan and Djibouti fall within this range. At the other end of the scale, four
..and shortfalls from SDG standards | DCs have both a poverty gap greater than 20 per cent of GDP and more than

are much greater relative to GDP.  four people per $1,000 GDP without access to water, electricity or sanitation.
In many LDCs, limited administrative capacity, transport logistics, geographical
challenges and/or conflict represent additional serious obstacles.

Thus the LDCs are, quite simply, the battleground on which the 2030 Agenda
will be won or lost: Their performance will very largely determine whether the
SDGs are met or missed. It is here that poverty is highest and falling most slowly,
and where the obstacles to its eradication are greatest. Within LDCs, by the
same logic, the key battleground will be the rural economy.

Rural development is of particular B. The importance of rural development
importance in LDCs, partly because and agriculture in LDCs
their populations are predominantly
rural...

Rural development is of particular importance in LDCs, in part because
of their predominantly rural populations. Two thirds of the total population of
LDCs live in rural areas, and in only six (Djibouti, Gambia, Haiti, Mauritania, Sao
Tome and Principe, and Tuvalu) is the proportion below 50 per cent. Even with
continued rapid urbanization, and projected rural population growth slowing
from 1.6 per cent per annum in 2010-2015 to 0.5 per cent per annum in 2045-
2050 (UN/DESA, 2014), this pattern is unlikely to change substantially by 2030.
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Chart 1.3. Poverty gap and infrastructure gap relative to GDP, LDCs and ODCs
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As shown in chart 1.4, the rural population of LDCs is projected both to
remain generally larger than in ODCs as a share of total population and to grow
more quickly.* The average rural share in LDCs’ population in 2030 is projected
to be two thirds higher than in ODCs (56.5 per cent compared with 34 per

...and partly because of the
cent), and the average growth rate up to 2030 to be 1.3 per cent per annum in importance of agriculture to the
LDCs, but -0.1 per cent in ODCs. This pattern is fairly consistent across LDCs: economy and employment

in most cases, 50-60 per cent of the population will reside in rural areas in 2030.
While the proportion in nine LDCs is projected to be significantly below this
level, a similar number are in a range of 70-85 per cent. The rural population is
projected to grow at around 1-2 per cent per annum in most LDCs, stagnating
or declining only in seven cases (four of them in Asia).
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Chart 1.4. Projected developing-country rural population (2030)
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Source: UNCTAD secretariat calculations, based on UN/DESA, World Urbanization Prospects: the 2014 revision (http://esa.un.org/unpd/wup/
CD-ROMy/), Files 4 and 5 (accessed January 2015).

A second reason for the importance of rural economies in LDCs is the major
role of agriculture in employment, production and (in most cases) exports.
Despite a slight reduction in most LDCs in the past 25 years, agriculture still
accounts for 40-80 per cent of employment in most LDCs (chart 1.5), with an
average of 60 per cent in LDCs as a whole, and 68 per cent in the Africa plus

Chart 1.5. Share of agriculture in total employment in LDCs, 1991-1993 and 2010-2012
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Source: ILO, Trends Economic Models, October 2014 (http://www.ilo.org/global/research/global-reports/weso/2015/lang-en/index.htm,
accessed July 2015).
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Haiti group. The greatest reductions have occurred in Cambodia, Equatorial
Guinea, Myanmar, Timor-Leste and Yemen, while only five LDCs (Central African
Republic, Comoros, Madagascar, Niger and Senegal) have experienced an
increase.

Agriculture also accounts for 25 per cent of value added across LDCs as
a whole, with a substantially lower share in islands (12.9 per cent) than in Asia
(24.1 per cent) or the Africa plus Haiti group (25.9 per cent) (chart 1.6). This
represents a major reduction and a divergence since the early 1990s, when
all three groups were in a range of 33-36 per cent. In most LDCs, agriculture
accounts for around 20-50 per cent of output, and the reduction has been
general, with increases in only 11 cases, all in sub-Saharan Africa. In Gambia
and Guinea, the share of agriculture increased by more than half, but larger
absolute increases occurred in Comoros (from 39.1 per cent to 50.7 per cent)
and Liberia (from 52.2 per cent to 70.7 per cent). The largest decline (from 51.3
per cent to just 1.9 per cent) was in Equatorial Guinea, reflecting the growth of
energy production.

Agriculture accounts for 25 per cent
of value added across LDCs as a
whole...

The share of agriculture in total merchandise exports has also generally
fallen since the mid-1990s, although with substantial increases in some
services exporters, such as Gambia, Liberia and Tuvalu (chart 1.7). In food and
agricultural exporters (see the classification of LDCs by export specialization, ...but its share in exports has
p.xiii), the figure remains above 80 per cent, agricultural exports being mostly declined since the mid-1990s...
(89-99 per cent) food in Guinea-Bissau, Malawi and Somalia, but mostly (78
per cent) non-food in the Solomon Islands. The share of agriculture in imports
has changed less systematically, although there is a strong tendency for the
proportion to decline in mixed exporters (chart 1.8). Generally increasing shares
of food imports have been partly offset by declining shares of non-food imports,
with the notable exceptions of Bangladesh and Sierra Leone, which experienced
substantial increases.

Chart 1.6. Share of agriculture in gross value added in LDCs, 1991-1993 and 2010-2012
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Source: UNCTAD, UNCTADstat database (http://unctadstat.unctad.org/EN/) (accessed June 2015).
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Chart 1.7. Agriculture share in total exports of LDCs, 1995-1997 and 2011-2013
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Source: UNCTAD, UNCTADstat database (http://unctadstat.unctad.org/EN/) (accessed 8 June 2015).
For the classification of LDCs according to export specialization, see page Xxiii.

Note:

Chart 1.8. Agriculture share in total imports of LDCs, 1995-1997 and 2011-2013
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Note:

For the classification of LDCs according to export specialization, see page Xxiii.
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The net result has been a major increase in the trade deficit of LDCs in
agricultural goods, from $2.0 billion in 1995-1997 to $21.8 billion in 2011-2013
(chart 1.9). This essentially represents increases in the deficits of fuel exporters
(from $0.7 billion to $11.9 billion) and manufactured exporters (from $1.1 billion
to $10.6 billion). In the former case, the increase has occurred mainly in food
trade; in the latter case, non-food trade plays a more significant role, reflecting  ...contributing to a major increase
the importance of textiles industries. Food and agricultural exporters (except i their trade deficit in agricultural
Somalia) have experienced increased surpluses, while the majority of mixed
exporters and some services exporters have also improved their agricultural
trade balances. Among geographical and structural groups (see classification
of LDCs on p. xii), the pattern is more consistent, with all groups experiencing
major deteriorations in their food trade balances (table 1.1).

goods.

Chart 1.9. Agricultural trade balances of LDCs, 1995-1997 and 2011-2013
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Source: UNCTAD, UNCTADstat database (http://unctadstat.unctad.org/EN/) (accessed 8 June 2015).
Note:  For the classification of LDCs according to export specialization, see page xiii.

Table 1.1. LDC agricultural trade indicators

Agrlcul;cure asf Ag{lcultufr_e S i Agricultural trade Food trade balance
percentage o percentage of imports, balance, 2011-2013 (Millions of dollars)
exports, 2011- 2011-2013 (Millions of dollars)
2013 (of which, food) 1995-1997 2011-2013
LDCs (total) 12.4 19.6 (17.7) -18 872 -1 980 -21 800
African LDCs and Haiti 11.9 18.3 (17.3) -7 521 -393 -10 285
Asian LDCs 13.0 21.6 (18.4) -11 259 -1623 -11 195
Island LDCs 72.2 26.4 (24.2) -92 36 -320
Source: UNCTAD, UNCTADstat database (http://unctadstat.unctad.org/EN/) (accessed June 2015).
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Sustainable development and
poverty eradication require both
rural and urban development...

...and rural-urban interactions are
critical to the development process,
particularly in its earliest stages.

Manufacturing alone will be
insufficient to eradicate poverty.

Rural development is critical to
poverty eradication and improved
living standards in urban as well as

rural areas.

C. Rural economies, urban economies
and proximity

Focusing on rural development clearly does not imply that urban development
should or can be neglected: The idea of rural development as an alternative
to urban development represents a false choice. Sustainable development
and poverty eradication clearly require both; and even for rural economies, the
relationship with urban areas is a key consideration.

Proximity to towns provides both a market for labour and outputs and access
to productive inputs and services; and rural-urban migration provides both
an exit mechanism for surplus labour and a source of income for some rural
households through remittances. Rural-urban migration is also an important
consideration for urban economies. Successful development has typically been
driven by increasing agricultural productivity, simultaneously providing an urban
workforce for industrial development via rural-urban migration and surplus
agricultural production with which to feed them. This interaction is critical to the
development process, particularly in its earliest stages.

However, such developmental benefits of rural-urban migration are far
from universal or automatic. It is the possibility of formal-sector employment
rather than the actual securing of a formal-sector job that attracts migrants to
urban areas; and most are either unemployed or engaged in low-income, low-
productivity informal activities while seeking formal employment (Harris and
Todaro, 1970; Fields, 1972). This can give rise to the “Todaro paradox” of urban
job creation increasing urban poverty (Todaro, 1976).

Adverse effects on urban poverty are more likely where, as in many African
LDGCs, rural-urban migration is driven more by “push” factors — particularly the
lack of economic opportunities in rural areas — than by the “pull” of urban job
creation. Where rural-urban migration exceeds urban job creation, this adds
to the chronic oversupply of labour in the urban informal sector, increasing
urban poverty and exacerbating strains on social infrastructure (housing, water,
sanitation, schools, health facilities, etc.).

While the manufacturing sector can provide valuable opportunities for
employment creation, there are growing indications that this alone will be
insufficient to eradicate poverty. Historically, manufacturing employment peaked
at around 30 per cent, and countries achieving high-income status have
consistently achieved a peak of at least 18-20 per cent; but it now peaks at
just 13-15 per cent (Rodrik, 2014; Felipe, Mehta and Rhee, 2014). Even if all
LDCs could simultaneously expand their manufacturing sectors to this peak
level in the next 15 years, it would fall far short of the employment needed for
poverty eradication. Equally, while extractive industries have played a central
role in economic growth in many LDCs, their direct contribution to employment
creation is limited, giving rise to a process of jobless growth (Ancharaz, 2011;
UNCTAD, 2013) unless the rents are harnessed for inclusive development.

Hence, rural development in the broader sense will be critical to poverty
eradication and improved living standards, not only in rural areas, but also in
towns and cities, by limiting “push” pressures for rural-urban migration. Research
has confirmed that rural growth reduces poverty more than urban growth
(Wodon, 1999), as does movement of labour from agriculture to rural non-farm
employment and to smaller towns rather than to large cities (Christiaensen and
Todo, 2014).
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The ideal is therefore a balanced process of urban and rural development,
allowing an upward convergence of the lowest incomes in rural and urban areas.

By creating the conditions for a rural-urban migration process driven primarily by
choice rather than necessity, this would benefit people in both rural and urban The ideal is a balanced process

areas, and not least those who move between them. of urban and rural development,

It is also important, particularly in LDCs, to move beyond the convention of a allowing an upward convergence

simple urban-rural dichotomy. Aside from the often blurred distinction between of incomes.
rural and urban areas (see box 1.2), there are very considerable differences

between rural areas themselves. Since linkages with urban markets play a key
role in rural development opportunities, a critical dimension is distance from,
and transport connections with, towns and cities. Four broad categories of rural

economies can be distinguished:

e Peri-urban areas, within daily commuting distance of a town or city; A critical dimension of differences

* Intermediate rural areas, beyond commuting distance but with regular among rural areas is distance from
trade links to urban areas; towns and cities.

e Remote areas, with only occasional links; and

e |solated areas, where connections with urban areas are minimal.
[ ” [13 ”

The distinction between rural and urban areas is less obvious than it might appear. The only (nearly) standardized definition
is that of OECD, which defines a rural area as one with population density of less than 150 per km?. Even here, however, a
much higher threshold (500 per km?) is used for Japan, and individual member countries use different definitions (including
other criteria, such as size of population, commuting intensity and the share of agriculture in production). The European Union’s
(EU) EUROSTAT has proposed, but not adopted, a higher population density threshold of 200 per km?.

OECD'’s different threshold for Japan highlights the problem of a standardized definition. In a developed country, an area
with a population density of 300 per km?2 might well be a prosperous suburb of a major city, with large houses set in their
own grounds. In an LDGC, it is more likely to be composed of farmsteads of two hectares, each housing a family of six, 20
km from the nearest town. It would clearly be as inappropriate to classify the former as rural as it would to classify the latter
as urban. In some LDCs, the average reported rural population density (approximated as rural population divided by total
land area) is far above the 200-per-km? threshold (800 in Bangladesh, 360 in Burundi, 353 in Rwanda and 290 in Comoros).

The Global Rural-Urban Mapping Project (GRUMP) of the United States National Aeronautics and Space Administration
(NASA), hosted by Columbia University, takes a different approach, seeking to create internationally comparable measures
of rurality by merging satellite images showing population agglomerations with census data. However, its reliability in some
LDCs may be limited by its reliance in part on observations of light at night.

In view of these factors, the United Nations Department of Economic and Social Affairs (UN/DESA), responsible for the
United Nations work on population and demographics, uses national criteria to demarcate urban and rural areas. In general,
these define rural areas as everywhere except urban areas, the latter being defined on the basis of size; as designated
administrative centres; or as civil divisions meeting specified criteria (e.g. type of local government, number of inhabitants
and/or proportion of population engaged in agriculture).

This inevitably gives rise to significant variations in definitions between countries. Among LDCs, the most inclusive
definitions of urban areas are those used by Equatorial Guinea (district centres and localities with 300 dwellings and/or
1,500 inhabitants), Ethiopia and Liberia (localities with at least 2,000 inhabitants). Cambodia also has a threshold size of
2,000, but with additional criteria of population density and agricultural employment. Sudan and Zambia have a threshold of
5,000 inhabitants, and Senegal of 10,000. Most other LDCs for which information is available rely on legal or administrative
definitions, the most restrictive being Burundi, which includes only the commune of Bujumbura, the capital (UN/DESA, 2013,
table 6, technical notes).

These variations in definitions should be borne in mind when interpreting rural and urban data provided in this Report (and
elsewhere). Beyond issues of consistency between countries, they suggest that some smaller and newer urban settlements
are likely to be incorrectly defined (from an economic standpoint) as rural. This means on the one hand that rural population
figures will be somewhat overstated, and on the other hand that rural-urban differences will be somewhat understated.

Source: UNECE et al. (2007); UN/DESA (2013); Global Rural-Urban Mapping Project (GRUMP), Version 1, http://sedac.ciesin.
columbia.edu/data/collection/grump-v1.
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It should be emphasized that this is a conceptual distinction rather than a
clearly defined classification, each term corresponding to a broadly defined
range along a spectrum, with at best weakly defined boundaries. As highlighted
in map 1.1, traveling times to the nearest substantial town can be very
considerable even in relatively small LDCs with moderate population density
such as Senegal, and still more so in larger and more sparsely inhabited LDCs
such as Madagascar and Mali.

The extent of urban economic The extent of urban economic influence also depends on the size, nature

influence depends on the size, and connectedness of the urban area concerned. A broad distinction can be
nature and connectedness of the  made between large, highly urbanized cities and smaller towns located within
urban area. rural regions (Haggblade, Hazell and Reardon, 2007a, figure 1.3). The former

generally have large economies with relatively strong outward connections,
acting as national or subnational hubs. Rural towns are generally much smaller
and less connected, limiting their role as a source of demand, but act as
local hubs connecting the surrounding rural areas and as stepping stones to
larger urban markets, so that their economies are much more defined by their
relationship with the surrounding rural area.

This categorization of rural areas by proximity to towns and cities may be
seen as broadly reflecting the stages of growth of the rural non-farm economy
(RNFE) described by Haggblade, Hazell and Reardon, (2007b, pp. 390-392)
(table 1.2). The first stage is characterized by high rural-urban transport costs,
Remote and isolated areas are resulting in rural-led growth but low agricultural and rural non-farm (RNF)
productivity. Isolated and remote areas are generally at the beginning of this
stage (1a). Intermediate areas, with regular urban trade, may hope to enter
stage 1b, with rising productivity; and peri-urban economies to reach stage 2,
with higher productivity and primarily urban- or export-led growth.

generally in the first stage of
economic transformation, peri-urban
areas at a more advanced stage.

Since the primary determinants of the urban proximity categories are travel
time and cost, given available transport options, the categorization of rural
locations may be expected to change over time,® as rural transport is improved
and new local hubs emerge. This process, and the corresponding opening of
local rural economies and progression through the stages of RNFE growth,
represents a key dimension of the post-2015 context for rural development.

Clearly, other aspects of local specificity are also very important, including
land access, distribution and tenure systems (including landlessness and plot

Table 1.2. Urban proximity and stages of RNFE growth

Proximity catedo Relationship Stage of RNFE Rural-urban Productivity
y gory with town/city growth transport time/cost
Agriculture RNFE activity
. Within commuting Stage 2: urban/ . .
Peri-urban distance export-led Low High High
A
Intermediate Regular trade .
SFage 1b: rural-'le.d, Moderate Moderate Moderate
higher productivity
Remote Occasional trade A
[J
L]
°
Isolated Minimal contact Stage 1a: rurgl-.led, High Low Low
low productivity
Source: columns 1-2, see text; columns 3-6, Haggblade, Hazell and Reardon (2007b), table 16.4.
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Map 1.1. Travel time to nearest city: Mali, Madagascar and Senegal
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sizes); agroecological conditions (climate, soil type and quality, hydrology, etc.);
location (e.g. proximity to coasts, lakes and rivers); terrain (e.g. mountainous
areas, river deltas); vegetation (desert, semi-desert, scrub, savannah, brush,
forest, mangrove, etc.); and population density. Many of these factors are
interrelated, and all unquestionably have major implications for both agricultural
and non-farm potential. However, while it is important to tailor policies and
development approaches to the nature of a particular rural area in all these
dimensions, it far exceeds the scope of this Report to address all of these
contexts systematically.

Women represent about 50 per
cent of the agricultural labour force

overall, but with wide variations D. The gen der dimension
among countries.

Women represent about 50 per cent of the agricultural labour force of the
LDGCs. This share is fairly consistent across the different LDC geographical
groups, but slightly higher overall in African LDCs and Haiti than in island and
Asian LDCs (table 1.3).

The regional averages mask wide variations among countries (Chapter
4, Annex table 4.1), ranging from 36 per cent in Mali to above 60 per cent in
Lesotho, Mozambique and Sierra Leone among the African LDCs, and from 27
per cent in Kiribati to more than 50 per cent in Comoros and Sao Tome and
Principe among the island LDCs. In the Asian LDCs, the share ranges from 34
per cent in Bhutan to more than 50 per cent in Bangladesh, Cambodia and Lao
People’s Democratic Republic.

There has been a slight increase in the proportion of women in agriculture
across all LDC geographical groups, indicating a process of “feminization” of
agriculture (Lastarria-Cornhiel, 2006; Deere, 2005). This reflects a number of
factors, including migration, conflict, male labour mobility out of agriculture, and
increased female participation in the labour force (including as farmers on their
own account and as unpaid family workers).

Patterns of rural-urban and
international migration are gender-
specific, but gender patterns differ

between countries.

Patterns of migration are gender-specific, at both the domestic (rural-urban
migration) and international levels, but gender patterns vary markedly between
countries.® Domestic rural-urban migration generally exhibits a bias towards
women in countries with rapidly expanding “female-intensive” manufacturing,
such as clothing or light assembly manufacturing (e.g. Bangladesh and
Cambodia), but towards men where new employment is generated mainly in
extractive sectors (e.g. Angola).

In the LDCs as a group, about 78 per cent of men and 61 per cent of women
(aged 15+) are employed (table 1.4). The aggregate figure masks wide variations
across regions.

Table 1.3. Female share of the agricultural labour force

Labour force
Total Share in agriculture .Female share of
agricultural labour force
(Thousands) (Percentage of total)
(Percentage)
1980 1995 2010 2014

LDCs (total) 161032 | 242811 | 368329 | 410983 | 79 73 66 64 46 47 49 50
African LDCs and Haiti 92854 | 142046 | 227 337 | 258984 | 82 78 71 69 47 48 49 50
Asian LDCs 67619 | 99936 | 139816 | 150690 | 75 66 57 54 43 44 48 49
Island LDCs 559 829 1176 1309 76 72 66 64 46 45 47 48

Source: FAO, FAOSTAT, Population Statistics (http://faostat3.fao.org/home/E) (accessed May 2015).
Note:  The female share of the agricultural labour force is calculated as the total number of women economically active in agriculture
divided by the total population economically active in agriculture.
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Table 1.4. Employment to population ratio, aged 15+, in LDCs, 2000 and 2014

(Per cent)
Female
2000 2014p 2000 2014p
LDCs 78.7 78.3 59.6 61.5
African LDCs and Haiti 771 77.6 62.8 65.1
Asian LDCs 80.6 79.4 55.5 56.1
Island LDCs 73.7 74.8 37.4 40.6

Source: UNCTAD secretariat calculations, based on data from ILO, Global Employment Trends 2014, supporting data set: Employment-to-
population ratio by sex and age group (http://www.ilo.org/legacy/english/get/2014/GET_EPR.xIsx) (accessed May 2015).

Notes: Data are unavailable for Djibouti, Kiribati, Sao Tome and Principe, Sudan (Former), South Sudan, Timor-Leste, Tuvalu and Vanuatu.
Consequently, data for island LDCs are based on only two countries, Comoros and Solomon Islands.
p: projected.
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