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Executive summary

1. Maldives has a gross national income per cdpgtimated at $1,983 on a three-year
average basis, in accordance with the CDP’s metbggpmore than twice greater than the



Vulnerability profile of Maldives

l. Introduction

4. Maldives was admitted in the category of Leastédoped Countries (LDCs) in 1971,
when the LDC denomination was instituted. In 1987 the first time, the country met all the
criteria for graduation from LDC status (at thahei a low-income criterion, a “quality of
life” criterion, and an economic diversificationterion). This rise above the graduation lines
relevant to all criteria at the time of a particulaview of the list of LDCs was unique in the



General Assembly have, since 1991, stated thaugtexh from LDC status should not harm
a graduating country in its continued developméiores.

7. Section Il of the profile recalls the “historgf the (hon-)graduation of Maldives, and
the institutional and methodological aspects thatralevant to the principle of graduation.
Sections lll, IV and V summarize the situation loé ttountry with regard to the low-income,
human capital and economic vulnerability criteri@spectively. Section VI then underlines
the anticipated implications of a hypothetical inthiag¢e graduation of Maldives. Finally,
section VII offers concluding remarks on the import






principle of graduation becomes more complex. ihfsoto a diversity of situations among
relevant countries: some LDCs can be expected to co



at least two of the three graduation critemast be met for the relevant country to be
found eligible for graduation, whereas a symmelraaplication of the inclusion and
graduation rule would have implied that only onigecion ceased to be met, since all three
criteria (plus the 75-million population ceilingdauld be met for a country to be added to
the list;

while pre-eligibility for graduation can be obged on the occasion of any review of the
list (subject to the threshold margin and asymroelrirule referred to above), full



its consideration of the graduation of Vanuatuuested the Committee for Development
Planning to assess the usefulness of such an iadexto consider “the work of all relevant
international agencies on the vulnerability of dréahtes®.



26. In the light of the CDP’s recommendation and of
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Each graph, at the same time, shows a line repirgeahe inclusion threshold. The distance
between the two lines is the margin between théusien threshold and the graduation
threshold.
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35.  Among all LDCs, Maldives has demonstrated thadiest and fastest progress across
the graduation line relevant to the low-incomeecitn. The graduation threshold was met at
the time of the 1997 review of the list, after atbirically high growth performance had been
recorded. A score of 127% of the threshold was meskin the 2000 review, when tiper
capita GDP performance was estimated at $1,311. In thieyiears of the 1990s decade, a
sustained tourism performance kept Maldives ongh lgrowth path, compared with most
developing countries. In 2003, the performance dldiwes (relevant to the 1999-2001
average period) is estimated to culminate at 220%e graduation threshold, although the
real growth of GDP decreased during the three-peaiod (from 7.2% in 1999 to 3.5% in
2001), and the real growth of per capita GDP, assalt of high demographic pressure,
diminished even more rapidly (from 5.1% in 19991t3% in 2001). It should be noted that
the sharp increase above the graduation thresatgdant to the low-income criterion was not
caused by the substitution of GNI per capita forRGper capita as the relevant income
aggregate, since the nominal value of the graduaticeshold changed at the same time as
the income aggregate did.
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in 2003 is mainly explained by the serious struatdrandicaps faced by the islands and
measured through the smallness of the populatidiewhe steady growth in tourism and

fisheries earnings has made Maldives, among akldping economies, one of those with the
least unstable exports of goods and services.ittpertant to note that the narrowness of the
economic base (a dimension that is captured by B¢ exacerbates the economic

vulnerability of the country, as any adverse depelent in only one of the two dominant

sectors can destabilize the overall performandbetconomy.

Technical eligibility for graduation
38. The simultaneous performance, in 1997, aboeegtiaduation lines relevant to all
three criteria was unigue in the history of the D@ the 2003 review of the list, the

technical eligibility for graduation is observed Wiytue of the graduation rule, because of the
maintained performance above the lines relevant to
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of the relevant country to overcome its structurapediments, because poverty places
obstacles on the road to structural progress. Wdatgnhizant of the range of impediments a
low income can imply, the Committee has been lessitve to the fallacy a higher-than-

average income may sometimes entail. There have tages that more efforts will be made
to recognize as a fact of life the paradox of stameity between a rising per capita income
and a continuously high economic vulnerability, eepomenon that is specially common to
small island developing States.

42. In substituting per capita GNP for per capiaRGthe Committee noted that “GNP is
regarded as reflecting the productive capacity @bantry as adequately as GBP"This

15






Like beach erosion and the related threat of sesl-lase, but in the shorter run, coral
bleaching is one of the factors dampening the dlilsabf productive capacities that ought to
be fully taken into consideration in the nationed¢@unts.

48. The issue of income distribution is also ofnffigant importance to Maldives and
cannot be disregarded in any interpretation of nagonal income. A household income
survey conducted in 1997-1998 throughout the cqumtvealed that the average income of
households was 75% higher in Malé than in the sitalhd that the average household income
of the four atolls with the highest average incomas 116% higher than the average
household income of the four atolls with the lonegérage incont@ These facts, reinforced
by parallel contrasts in various social indicat@nsluding those entering the HAI), show that
income distribution is highly unequal in MaldiVésThis inequality is a reflection of the
limited domestic income multiplier effect of tourisgrowth in the country, even though
tourism development has been the dominant factoamtl real growth in GDP or GNP in the
last decade. Considering the magnitude of leakagegoreign factor income (profit
repatriation, expatriate labour’s income remitta)cand accordingly, the limited multiplier
impact of manufacturing and modern services on rgelaproportion of the national
population, GDP growth can be regarded as a padicadior of progress in the overall
standards of living of Maldivians. GNI brings angravement in providing a benchmark for
the low-income criterion, but yet remains much ffisient to substantiate the case for
graduation, considering the high structural codtecting a large part of the population
(including transport costs and a high cost of kvim the context of heavy reliance on
imports), and the absence of quantitative consiagrdor environmental degradation and
inequality in income distribution.

Relevant data from national and international s@sc

49. In the last years of the 1990s decade, a sestaourism performance kept Maldives
on a high growth path, compared with other LDCse Tdml growth of the tourism sector was
relatively high (between 5% and 11%) during the 6:9900 period. However, real growth
was estimated to be less high in the early yeathkeohew decade, with annual rates of 4.8%
in 2000 and 3.5% in 2001, compared with 10.2% i8719.8% in 1998, and 7.2% in 1989

50. The main factors explaining the recent econastoevdown were a recession in the
fisheries sector in 2000 (followed by a stagnatudrthe sector in real terms in 2001 and
2002), a sharp decline in the construction sectdhé same year, and a zero-growth reaction
of the tourism sector to international instabiiity2001. As a result of the recent decrease in
the real growth trend, per capita GNP at currentketaprices was lower in 2002 ($2,090)
than in 2000 ($2,130) and 2001 ($2,120).

% Republic of Maldives, Vulnerability and Povertys&ssment 1998, p. 19-20.

3" The WTO Secretariat, in its report to the TradéidyaReview Body for the first Trade Policy Revie#
Maldives, stated thatlthough the Maldives has made considerable pregieseducing poverty, some 43% of
the population still live below the poverty line RfL5[US $1.2]per day, most residing in regional atdtisf.
WTO, Trade Policy Review, Maldives, Report by thec®tariat, WT/TPR/S/110, 13 December 2002, p. 28.
Some 183 islands of the country (92% of all inhedbislands) have a population under 2,000. Moreipally,

141 islands have a population under 1,000 inhatsitefb islands a population under 500, and 16 dislaan
population under 250.

8 Source: Maldives Monetary Authority, Economic 8tits January 2003, Vol. 3, No. 1.
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Summary of the performance observed under therigarie criterion

51. Maldives has been above the graduation thrdstotier the low-income criterion

18



disadvantaged LDCs: six LDCs had lower averagedahibrtality rates than Maldives during
the 1995-2000 period, but eight LDCs scored béftan Maldives in 1999 with regard to the
calorie intake in percentage of the relevant rement.

Calorie intake

54.

Variable used: calorie intake ratio (average daily calorie irgas a percentage of the
relevant requirement)

CDP estimate of the calorieintake ratio in the 2000 review of thelist: 118%

National estimation in 2003: the latest survey of food supply for household
consumption (1997) revealed an average value d&02¢hlories per day. An earlier
estimate (in 1993) had given a calorie intake 663,calorie¥’.

CDP estimate of the calorie intake ratio in the 2003 review of the list**113.8%
(1998).

The government has pointed out the limitations iehein the FAO’s estimation of
the food supply and calorie intake in Maldives, evhis based on combined domestic
production and importation data. It takes the vignat the estimated food supply,

19



Substitution of the secondary school enrolmenor&dr the combined primary and
secondary school enrolment ratio allows a mordastalepresentation of the national
performance in this area, and more meaningful matiional comparisons.

National estimation in 2003: gross secondary school enrolment ratio (base200i
data): 59%

CDP estimate of the secondary school enrolment ratio in the 2003 review of the
list*": 42.7% (1999-2000).

Adult literacy

S7.

V.

58.

Variable used: adult literacy rate (number of literate adultsagsercentage of the total
adult population)

CDP estimate of the adult literacy rate in the 2000 review of the list: 95.3%
(1996). This figure is correct if the notion ofeliacy is understood as being in the
national language (dhivehi). However, it has besticized by Maldivian authorities,
who take the view that a more meaningful definitaniteracy would imply literacy
as conducive to socio-economic progress in theexordf globalization, i.e., literacy
in an international language. This, in the casMaldives, means literacy in English,
which has been estimated at 35% (1998).

CDP estimate of the adult literacy rate in the 2003 review of the list*®: 96.9%
(2000).

The situation of Maldives with regard to the pomic vulnerability criterion

Maldives was above the graduation thresholgt onte: in 1997. The relevant score,

in percentage of the graduation threshold, has Beéftin 1991, 37.9% in 1994, 105.2% in
1997, 96.3% in 2000, and 99% in 2003.

Index of instability of agricultural production

59.

This indicator is regarded as reflecting thgspdal impact of natural disasters. The
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among the least unstable among 128 developing count

21



22



member State of the WTO facing the eventuality oddgation, provided the following
response to a question by the United States (“Dreefsmooth transition] proposal envision a
transition that includes benchmarks for phased @@lopf normal WTO obligations?”):

Benchmarks for a phased adoption of normal WTQgakibins could be envisaged as
part of smooth transition modalities for memberadyrating from LDC status. Such
benchmarks should be commensurate with the coimpetiaind institutional
constraints faced by the graduating member. Aspatential graduation cases are
cases of small and vulnerable economies, detergnismooth transition modalities
ought to be done in the light of the peculiar cimatances surrounding the graduation
of such States, wherein the economy, though rengrdn improved performance,
remains structurally handicapped and highly deperias preferential market access.
This applies to Maldives (presently the only mengiate near graduation), where the
viability of the fisheries sector acutely dependdite LDC treatment received on the
EU market.

70.  The notion of smooth transition for graduatoayintries has therefore been placed on
the agenda of the Work Programme on Small Econonfiégse World Trade Organization,
where Maldives, as a member State, hopes to segregs toward acceptance of some
concrete smooth transition proposals. Whitehocsmooth transition measures are likely to
be considered favourably with regard to systemiiogabons under various Agreements, the
chances of success of the idea of retaining prefiefemarket access after graduation are
uncertain. Regarding preferential access to thenkduket for tuna (the most vital trade
concession to the country), Maldives, in the ewengraduation, could request a 10-year
extension of the GSP privilege, thereby askingBbepean Union to adopt, for the first time
in the history of LDCs, a specific measure of caunéid LDC treatment for an ex-LDC.

71. In answering a question to India, on 17 Jang868, in the first Trade Policy Review
of Maldives at the World Trade Organization, theldii\zees delegation stategdrbatin:

The consequences of graduation is not a matterNtadtlives can deal with alone. We
need the understanding and support of the WTO mmsimpe the Secretariat, other
international development organizations, and bilatelonors. If the country is to be
graduated without a trajectory for phasing-out an-to the appropriate levels the
preferential treatment in terms of WTO obligaticasd treatment, unilateral trade
preferences, development grants and concessionande as well as technical
assistance from all sources, we may find MaldiVideng back into the LDC category.

72. In the final meeting of the Trade Policy ReviBady gathered on the same day, the
representative from the European Commission prairtiseonvey the “tuna concern” to the
Commission, and assured the Maldivian delegatiorthef Commission’s willingness to
examine the question in the light of relevant ongoiprogress in the World Trade
Organization.

Implications in the area of development financing
73.  Although development partners generally recognihe structural disadvantages
Maldives faces in its development efforts, mostmpens are likely to interpret the eventuality

of Maldives graduation from LDC status as the digriaan enhanced capacity of the country
to pursue these efforts in a less externally degeinohanner. Such interpretation could result
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in decreased concessionary treatment in bilatdomadions, with a lesser grant element and a
decline in overall allocations at the time of rea¢wf aid cycles. This could result in an
increased debt burden, which even a sustained krgattern, considering the small
economic base, would not be able to overcome. Th&nrADevelopment Bank might

24






