hel"ule- }a 'N§ ff ee f he h epece;la I
f-»he es_ese et Cr phes,
a LS a
5.-, e e . @/ gk LU MLeS Thy
« e W\ saec
ﬁ& s







Acknowledgements

This study was commissioned by the United Nations Office of the High Representative
for the Least Developed Countries, Landlocked Developing Countries and Small Island
Developing States (UN-OHRLLS). UN-OHRLLS is grateful to Prof. Léonce Ndikumana for
preparing this report.

The report was prepared under the overall guidance of Mr.Gyan Chandra Acharya,
Under-Secretary-General and High Representative for Least Developed Countries,
Landlocked Developing Countries and Small Islands Developing States.

Mr. Sandagdorj Erdenebileg, Chief, Policy Development, Coordination and Reporting Service
of the OHRLLS, and Ms. Gladys Mutangadura, Economic Affairs Officer, supervised and
guided the preparation and finalization of the report. Ms. Miniva Chibuye contributed to
the finalization of the report. The UN-OHRLLS professional team provided valuable inputs
through reviewing and commenting on earlier drafts of the report. These include

Mr. Andre Nikwigize, Mr.Kennedy Chesoli and Ms. Dagmar Hertova. OHRLLS is also grateful
for comments received from Mr. Gunter Fischer and Mr. Bashir Conde.

The views expressed in this draft report do not necessarily reflect those of the United Nations.

Acknowledgements .



Acronyms and Abbreviations

A DB
A 2A
ECE
FDI
G8
GA
GD ?
HDI

1\ DC

.. Acronyms and Abbreviations

African Development Bank

Almaty Programme of Action

Economic Commission for Europe

Foreign Direct Investment

Group of Eight

General Agreement on Trade and Tariffs

Gross Domestic Product

Human Development Index

Information and Communication Technology
Landlocked Developing Country

Official Development Assistance

Logistics Performance Index

Multinational Corporation

Organisation for Economic Cooperation and Development
Small and Medium-sized Enterprises

Sub-Saharan Africa

Science, Technology, Engineering and Math
Technical and Vocational Education and Training
United Nations

United Nations Capital Development Fund

United Nations Conference on Trade and Development
United Nations Development Programme

United Nations Economic Commission for Africa
United Nations Industrial Development Organization

United Nations Office of the High Representative for the

Least Developed Countries, Landlocked Developing Countries

and Small Island Developing States

United Nations Secretary-General’s Special Advocate for
Inclusive Finance for Development

Vienna Programme of Action

World Trade Organisation



Landlocked developing countries (LLDCs) are confronted by structural challenges that are
directly or indirectly related to their remote position from global markets that put them at
a comparative disadvantage relative to other developing countries and severely constrain
their growth and development prospects. In 2003, under the auspices of the United Nations,
the Almaty Programme of Action was adopted that was specifically aimed at addressing

the special needs of the LLDCs. Under the resolution 66/214 of the United Nations

General Assembly, a ten-year review of the Almaty Programme of Action was undertaken

in November 2014 to take stock of the performance of LLDCs over the past decade and
adopted the Vienna Programme of Action (VPoA).

While the Almaty Programme of Action was focused on the development of transport
systems and transit trade, it is important to emphasize that these issues are only part of the
impediments to growth and development in LLDCs. The LLDCs also face other challenges
critical for enhancing structural transformation that include inadequate supply of energy
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While the attention to the problems of LLDCs has typically focused on the implications of their long distance to markets,
distance to markets is only one factor. The ability of LLDCs to achieve their potential depends, in the first instance, on their
own domestic conditions, especially the quantity and quality of their infrastructure, such as, transport, power and information
and communication technology (ICT). In addition to their own infrastructure, the economic performance of LLDCs depends
also on the quality and quantity of infrastructure of their neighbours and especially those hosting transit corridors.

Transport infrastructure is an important determinant of economic performance in LLDCs. It comprises two key components.
The first is the physical infrastructure namely roads, rail, ports and airports. The second component is soft infrastructure, which
involves all the logistical facilitation services that affect the movement of goods and services.

The causes of high transport costs in LLDCs can be grouped into three broad categories: Factors related to quantity and quality
of physical infrastructure; factors related to the industrial organization of the transport sector; and political factors.

It is important to emphasize that the factors of high transport costs pertain to conditions and the environment in the LLDC

as well as in the neighboring and transit countries. In that sense, LLDCs are faced with several dimensions of dependence:
dependence on their own infrastructure; dependence on neighbors’infrastructure; the political relations with neighbors; political
stability in the neighboring and transit countries; and the quality and effectiveness of administration in the neighboring and
transit countries.

The first implication of the foregoing discussion is that physical infrastructure is only part of the causes of high transport costs
in LLDCs.The second implication is that LLDCs have control on only a subset of the components of the costs of transports; and
in many cases it is not the most important component.

The negative effects of being landlocked arise through various channels. The main channel is through the negative effects on
international trade. LLDCs are at a comparative disadvantage compared to coastal developing countries due to the asymmetric
effects of remoteness on import and export prices and their implications on the terms of trade.

The second channel of the effects of being landlocked operates through the behaviour of the transit states which can artificially
either exacerbate or ameliorate the effects of remoteness on the LLDCs. Transit states may regard LLDCs as captive buyers of their
transit services. This puts them in a monopoly situation, enabling them to extract rents from their strategic geographical position.

Transit costs are also influenced by political factors in the transit country, relations between the transit country and the LLDC,
and relations between transit country and other neighbouring states. The foregoing analysis suggests that for LLDCs, their trade
is affected both by the economic costs of transit as well as the reliability of transit corridors. In fact, in some cases the reliability
of transit may be a bigger problem than the direct costs of transit. This implies a need to promote diversification of transit routes
as a means of resolving the problem of access to markets for LLDCs.

The costs of remoteness have dynamic and long-term implications on the economies of LLDCs. There are four key implications.
The first implication of remoteness is that LLDCs are at a disadvantage in competing in the global production and trade systems
due to high production costs arising from high import and export costs. The second implication of remoteness is that it makes it
more difficult for LLDCs to develop dynamic comparative advantage in production and trade. The third implication of remoteness
is that it is relatively more difficult for LLDCs to develop and retain their human capital base due to brain drain. The fourth
implication, which derives from the previous three implications, is that LLDCs face higher difficulties in developing agglomeration
economies on their territories. On the one hand they face challenges in developing domestic entrepreneurship because of the
high production costs and the negative human capital effects of being landlocked. On the other hand, they face challenges in
attracting foreign entrepreneurs because of the low productivity.

Information and communication technologies infrastructure

In addition to their geographical remoteness, LLDCs also exhibit major challenges in the area of information and communication
technologies (ICTs). Yet, ICTs are an important driver of overall economic performance, competitiveness and integration into

the global economy. For LLDCs, ICTs are especially important as they enable them to overcome some of the constraints due

to remoteness, by facilitating access to information on global markets for producers and consumers. ICTs are also a critical
channel for technology transfer, which is an important vehicle for productivity growth and economic transformation. LLDCs
exhibit relatively low levels of development in the ICT sector as demonstrated by low rates of utilization of the internet,
subscription to mobile telephony, and access to fixed telephone services.
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Energy infrastructure

In addition to relatively weaker transport and ICT infrastructure, LLDCs also face severe challenges in access to energy. Moreover,
there are substantial variations within LLDCs, with LLDCs in Africa fairing worse relative to their counterparts in other regions.
LLDCs face challenges at three levels: generation, transmission, and utilization of energy. Most LLDCs have very low power
generation capacity, despite substantial untapped potential including in renewable sources notably hydroelectricity, solar,and
wind energy.

Finally it is important to note that other forms of infrastructure also depend on energy. The lack of adequate energy supply limits
options for expansion of the transport infrastructure as it makes all options for power-propelled transport equipment unviable.

It also severely undermines the development of information and telecommunication infrastructure which also relies on electricity.
Thus it is important to think of infrastructure development as a comprehensive industry-wide strategy that takes into account all
the interconnections between the various forms of infrastructure.

Performance of LLDCs during the implementation of the Almaty Programme of Action

The 2003 Almaty Programme of Action was the first international policy framework dedicated explicitly and solely to the
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This is a serious impediment to their medium and long term growth and development. Industrialization is in fact even more
important for LLDCs relative to their coastal counterparts as it enables them to alleviate the impediments due to their landlocked
position. In particular, through industrialization, countries are able to produce goods with a higher value to weight ratio, which
reduces the relative cost of transport. Thus the development of manufacturing is critical for the ability of LLDCs to compete in
global markets. It is therefore critical to reflect on the causes of this failure to industrialize and the strategies that can help LLDCs
to reverse this course.

Private sector development

The private sector in LLDCs is predominantly composed of small and medium-sized enterprises (SMEs). It is dominated by informal
activities,and it is characterized by low technical capacity and low productivity. The key constraints to private sector development
as singled out in various firm level surveys include lack of access to stable long term financing, inadequate infrastructure,
cumbersome regulation, and low human capital especially due to skills mismatches between training and the needs of enterprises.

Institutions and the regulatory environment

It is well recognized that the quality and efficiency of institutions and the regulatory environment are key factors of long-term
economic growth. In the case of LLDCs, institutions and regulation are important tools for ameliorating the conditions for private
sector activity. They specifically reduce the costs of doing business through lower political and economic uncertainty, transparency
and predictability of the rules of the game, and by enforcing competitiveness.

Overall, while the majority of LLDCs have made substantial progress in improving political institutions, democratic governance
and the rule of law, they have made much less progress in the areas of institutional support for private sector activity. In the 1980s
and 1990s, the focus was on privatization, the retrenchment of the state, and economic liberalization in general; but this proved
to be ineffective in stimulating a dynamic private sector. The institutional and regulatory environment in most LLDCs remains

a constraint to private sector activities.

Why focus on productive capacity in LLDCs?

The analysis of the economic situation and performance of LLDCs over the past decades clearly shows that there is a need

to rethink their development strategy for several reasons. First, the majority of the LLDCs, like other developing countries, continue
to face high and stubborn levels of poverty as well as slow progress along important dimensions of economic development.
Second, LLDCs face structural disadvantages due to their remote position relative to global markets. Hence, LLDCs need to develop
production and trade systems that are less dependent on transport.

The third reason to rethink development strategy in LLDCs is that globalization continues to increase pressure to become
competitive and innovative in order to gainfully integrate into the global system. Thus far, the production base in LLDCs continues
to be narrow with a heavy dependence on primary commodities, and technology intensity is also very low, which is a major reason
for the low productivity in most sectors, especially agriculture and manufacturing.

In this report, productive capacity is understood as the whole set of capabilities that enable countries to produce efficiently and
competitively. It is the combination of physical, human, technological, institutional, and environmental assets that determine the
level and dynamic path of a country’s efficiency and competitiveness in production. In that sense, productive capacity is a critical
determinant of not only the country’s current economic performance but also its future performance internally and in comparison
to other countries.

Seven main pillars of the strategy are emphasized: infrastructure, productive resources (natural resources, human capital), private
sector development, regional integration, financing, science and technology, and institutions, policy and regulations. These pillars
interact in a complex fashion in such a way that successful implementation of each pillar of the strategy depends and determines
the success of implementation of the other pillars.

Pillar #1: Infrastructure

A key pillar of the strategy for productive capacity building in LLDCs is the development of infrastructure and associated services.
While infrastructure is critical in all developing countries, in the case of LLDCs it is especially essential for alleviating the specific
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For LLDCs, transport infrastructure is a critical element of the infrastructure network given their remote position relative to the sea.
This includes roads, rail, and air freight. The road network includes both national roads as well as the transit corridors linking the
LLDCs to the sea.

A key feature of the transport infrastructure for LLDCs is their reliance on transit systems that fall outside of their direct control.
The complexity of transit systems implies that action has to be engaged at various levels. The focus of action should be especially
on improving the maintenance of hard infrastructure, increasing efficiency in border crossing, promoting and enforcing
competition in the trucking industry, and reducing corruption in the public sector, especially by eradicating informal charges
incurred by trucking service providers.

In addition to transportation infrastructure, LLDCs must also scale up infrastructure in the energy sector, ranging from generation,
to transmission, to utilization of electricity. They also need to scale up investment in ICTs. ICT infrastructure remains unreliable even
when it is available, and it is expensive relative to the purchasing power of the population in LLDCs.

Pillar #2: Productive resources

. .'}tu?- ﬁes,,t.weyd'-L *g4e*

Some of the LLDCs are among the top resource-rich countries in the world; others have substantial reserves, and although they
may not rank high on a global scale, they are in fact resource dependent in the sense that natural resources represent a large share
of their exports of goods.

Many of the resource-endowed LLDCs have failed to utilize their resource endowment to develop a base for sustained long-run
growth and development. It is therefore urgent for LLDCs to establish a strategy for maximizing the gains from natural resource
endowment. Such a strategy should be organized around three interrelated objectives: maximizing revenue accruing to the
producing LLDCs; moving up the value chain in the resource exploitation process; maximizing synergies with and spillover effects
on non-resource sectors.
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While there has been some progress since the turn of the century, developing countries in general still face substantial shortage
in human capital at all levels of skills from semi-skilled to highly skilled labor. This is the result of a combination of inadequate
investment in human capital as well as lack of alignment of the supply and demand sides of skills development. Traditionally,
discussions on human capital have focused on formal schooling, while practically, human capital development encompasses a
wider range of channels through which the productive capacity of the labor force is acquired and enhanced. These include pre-
labor market training, on-the-job experience, health and nutrition, and “early life investments” or investments in children. Thus the
productive capacity building strategy must take this comprehensive approach to human capital development.

The productive capacity building strategy for LLDCs must emphasize human capital for a number of important reasons: human
capital enhances the productivity of physical capital in all sectors; it is an essential ingredient for innovation and technological
progress, which are important drivers of economic dynamism and competitiveness; it is an important tool to reduce social
inequalities through improved social mobility; and it is critically important for LLDCs to help alleviate the disadvantages of
remoteness.

Pillar #3: Private sector development

Developing a vibrant and dynamic private sector is an indispensable element of the productive capacity building strategy

for all developing countries in general and for LLDCs in particular. The development of the private sector requires a comprehensive
strategy aimed at reducing production and trade costs, ensuring protection of property rights, and creating an overall conducive
business environment. The proposed productive capacity building strategy for LLDCs aims to achieve these goals through
investment in physical and soft infrastructure, increasing the quality of human capital, facilitating access to long-term investment
capital and, stable and transparent institutions.

Pillar #4: Regional integration

As LLDCs are highly dependent on their neighbours for transport and trade, regional integration through development of regional
transportation networks, improved trade facilitation, and strengthened connectivity is critical for building productive capacities of
these countries. It is imperative to complete the numerous missing links in physical transport infrastructure, which requires forging
sub-regional and regional cooperation on infrastructure projects, strengthening national budgets and international development
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assistance, and enhancing the role of the private sector in infrastructure development. Furthermore, LLDCs need to exploit the
potential regional integration benefits of increased intra-regional trade and intra-regional foreign direct investment, increased
market size and access to regional and global value chains and increased connectivity to regional energy and ICT networks.
Furthermore, all LLDCs should accede to key international conventions and agreements in order to significantly reduce transaction
costs and facilitate trade.

Pillar #5: Financing productive capacity building

The shortage of investment capital constitutes one of the critical constraints to LLDCs’ ability to address the other constraints

to growth such as lack of inadequate infrastructure and shortage of skilled labor. Financing productive capacity building in LLDCs
requires refocusing financial policies to develop financing institutions and instruments that meet the needs of the private sector
and especially those of the rural sector. The strategy should be organized around three main pillars: infrastructure-focused finance;
specialized agricultural and rural finance; and SME and informal sector friendly finance.

Pillar #6: Science, technology and innovation

Science, technology and innovation are important drivers of economic dynamism and determine both the level and trend of
productivity in an economy over time. In the case of LLDCs, science, technology and innovation have an even more vital role than
in other developing countries: (1) LLDCs can move up the value chain faster and increase the share of high-technology content
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Policy suggestions

The objective of the proposed productive capacity building strategy for LLDCs is to focus policy on the priority factors that
constitute the most binding constraints to productivity and growth in these countries so that unlocking those constraints will
generate a substantial impetus on growth and structural transformation in these countries.

At the national level, governments in LLDCs need to put priority on alleviating the most binding constraints to productivity and
trade. All LLDCs must put a priority on infrastructure with a focus on hard and soft transport infrastructure, energy infrastructure,
and ICTs. With regard to resource mobilization, LLDCs should consider developing dedicated financing instruments for
infrastructure. One option is to design domestic-currency infrastructure bonds targeted at specific infrastructure programs such
as roads, power generation, and ICTs.

LLDCs need to scale up efforts in the area of human resource development. Private sector development is critical for the success of
the proposed strategy. Thus LLDCs need to focus on creating an enabling environment for private business, and facilitating and
incentivizing the channeling of financing into the private sector, including SMEs. The proposed development strategy requires
LLDCs to bring science, innovation and technology at the center of development policy in two ways: increasing acquisition of skills
in science and technology; increase the connection between training and practice, and the diffusion of scientific knowledge into
industry, agriculture and private sector activity in general.

Finally, at the national level, LLDCs must also focus on improving policy coordination,and most specifically, the coordination
between a flexible and developmental macroeconomic framework on the one hand and strategic sectoral policies on the other
hand.
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1. Introduction

Landlocked developing countries (LLDCs) are generally among the poorest of the developing
countries. This can be demonstrated by the fact that about half of the LLDCs are also
classified as least developed. LLDCs are confronted by structural challenges that are directly
and indirectly related to their remote position from global markets that put them ata
comparative disadvantage relative to other developing countries and severely constrain
their growth and development prospects. Due to long distance from the sea, these countries
face disproportionately high transport and transactions costs which are exacerbated by
poor infrastructure, inefficient logistics systems, costly and cumbersome procedures along
the transit corridors, weak institutions and poor regulation. These high costs undermine the
capacity of LLDCs to take advantage of globalization as illustrated by low and stagnant share
in international trade.

The difficult conditions faced by LLDCs have steered efforts by the international community
to design special programs and frameworks to assist this group of countries reach their
growth potential and accelerate their progress towards national and international
development goals. In this context, in 2003, under the auspices of the United Nations, the
Almaty Programme of Action was adopted by the Conference. It was specifically aimed at
addressing LLDCs' special needs to accelerate economic development. The main objective

of the Almaty Programme of Action was to “establish a new global framework for action for
developing efficient transit transport systems in landlocked and transit developing countries
(United Nations, 2003, article 10). Under the resolution 66/214 of the United Nations General
Assembly, a ten-year review of the Almaty Program of Action was undertaken in 2014 to take
stock on the performance of LLDCs over the past decade. Based on the review, an outcome
document — the Vienna Programme of Action - was adopted at the Conference in Vienna.

Compared to the Almaty Programme of Action, the three priorities found in APoA have been
further reinforced and expanded in the VPoA. For example, infrastructure development

and maintenance has been expanded to encompass energy and ICT infrastructure; the
international trade and trade facilitation priority further seeks to increase value addition

and manufactured component of LLDC exports and takes note of the importance of

timely implementation of the WTO Trade Facilitation Agreement. In addition, the VPoOA
includes three new priorities on regional integration and cooperation, structural economic
transformation and means of implementation. The structural economic transformation
priority for example focuses on capacity building, increasing value addition, economic
diversification, promoting services sector,and private sector development.

Developing productive capacities is among the integral elements for achieving the identified
objectives in the VPoA. Paragraph 12 of the VPoA states the following:“...many LLDCs rely
heavily on a few mineral resources and low-value agricultural products for their exports

to a limited number of markets, making them highly vulnerable to commodity price and
demand volatility. The problem is further exacerbated by their low productive capacities and
structural weaknesses, which limit the adding of meaningful value to their exports and the
diversification of their exports and markets” (Vienna Programme of Action, 2014).

While the Almaty Programme of Action largely focused on the development of transport
systems, it is important to emphasize that transport costs are only part of the impediments
to growth and development in these countries. As such, in addition to transport, the VPoA
recognises that LLDCs also face challenges arising from inadequate supply of power
generation and transmission infrastructure as well as information and communication
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technology. Economic growth in these countries is also constrained by weak institutions and regulatory frameworks, low human
capital, poor management of natural resources, inadequate financing, and low technology intensity of production.LLDCs must
overcome these impediments in order to move to a path of productivity-led growth through structural transformation. In this
context, this report presents a strategy for enhancing the development of productive capacities in LLDCs, which is the most
effective way to enable these countries to achieve the goals of sustainable growth and structural transformation.

The notion of productive capacities as a constraint to development was explicitly referred to in the Brussels Programme of Action
for the Least Developed Countries for the Decade 2001-2010. It has been emphasized in relation to trade in UNCTAD’s reports

and it was the theme of its 2006 LDCs Report (UNCTAD, 2006)*. However, the concept has far reaching meaning beyond trade.
The present research uses the comprehensive definition of productive capacity proposed by UN-OHRLLS in 2013.“Productive
capacity is the set of capabilities enabling a country to produce efficiently and competitively. They consist of a combination of
physical, human, technological, institutional, and environmental assets that determine both the current level of efficiency and
competitiveness as well as their dynamic path. Thus productive capacity determines not only how well a country is doing today
but also how it is likely to perform in the future”

The design and implementation of a productive capacity building strategy requires the definition of goals that need to be
achieved in a specified timeframe. By goal we imply a statement of a country’s ambition in a specific domain. Setting clear and
precise goals serves as a tool for communicating the policy stance and orientation of the country in a particular area. Ex ante,

this helps the government to articulate its objectives and to establish a sense of urgency and purpose. Ex post, clear goals facilitate
the evaluation of policy implementation and also help to establish credibility of policy. Moreover, clearly defined goals serve as

an important instrument for resource mobilization at the national and international level. They also help to assess the degree of
alignment of national policy with the global development agenda in a specific domain.

The operationalization of the goals of productive capacity building requires the identification of targets. To be effective, targets
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2.1 Transport infrastructure and the high costs of
remoteness

Landlocked developing countries face special constraints due to remoteness relative

to international markets that predispose them to perform less than coastal developing
countries that have easier access to global markets. Moreover,and most importantly, the
economic performance of LLDCs depends both on their own domestic circumstances as well
as conditions in neighbouring and transit countries. In other words, the economic fate of
LLDCs is dictated to some extent by factors that are under the control of other countries. For
this reason, the analysis of development performance and the setting of global development
strategy must pay special attention to the case of LLDCs.

The attention on the problems of LLDCs has typically focused on the implications of their
long distance to markets. But in fact distance to markets is only one factor. The ability

of LLDCs to achieve their potential depends, in the first instance, on their own domestic
conditions, in particular, the quantity and quality of their infrastructure, especially transport,
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be in one direction given the inability of LLDCs to attract foreign human capital. These negative human capital impacts contribute
to perpetuating the low-productivity and low-growth traps.

The fourth implication, which derives from the previous three implications, is that LLDCs face higher difficulties in developing
agglomeration economies on their territories. On the one hand they face challenges in developing domestic entrepreneurship
because of the high production costs and the negative human capital effects of being landlocked. On the other hand, they

face challenges in attracting foreign entrepreneurs because of the low productivity. Without a critical mass of firms in the same
industries, production and transaction costs remain high for individual producers, further depressing prospects for private sector-
led industrialization.

2.4 Information and communication technologies (ICT)
and Energy infrastructure

2.4.1 ICT Infrastructure

In addition to their geographical remoteness, LLDCs also exhibit major challenges in the area of information and communication
technologies (ICTs). Yet, ICTs are an important driver of overall economic performance, competitiveness and integration into

the global economy. For LLDCs, ICTs are especially important as they enable them to overcome some of the constraints due to
remoteness, by facilitating access to information on global markets for producers and consumers. ICTs are also a critical channel
for technology transfer, which is an important vehicle for productivity growth and economic transformation.

LLDCs exhibit relatively low levels of development in the ICT sector as demonstrated by low rates of utilization of the internet,
subscription to mobile telephony, and access to fixed telephone services. As can be seen in Table 3, LLDCs trail behind their coastal
counterparts in access to mobile telephony: 30 subscribers per 100 persons compared to 42 for coastal countries. The same holds
for internet usage: 6.9 users per 100 persons compared to 12 for coastal countries. The remoteness of LLDCs contributes to some
extent to the gaps in access to internet services. For example, the distance from submarine fiber optics lines makes it relatively
more costly for LLDCs to access high speed internet compared to coastal countries. But these physical barriers can be overcome
with appropriate strategy especially through regional cooperation.

Despite the fact that access and coverage remains insufficient in most LLDCs, there is reason for optimism going forward. Indeed,
this group of countries has experienced rapid increase in the penetration of ICT infrastructure and services since the turn of

the century. As can be seen in Figure 2,in the span of just over a decade, access to mobile phones and internet has dramatically
increased in LLDCs in all regions, although sub-Saharan Africa lags behind. The ICT sector offers a potential avenue for dynamism
in LLDCs that must be given serious consideration in development strategy at national and regional levels.
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2.4.2 Energy infrastructure

In addition to relatively weaker transport and ICT infrastructure, LLDCs also face severe challenges in access to energy. Moreover,
there are substantial variations within LLDCs, with LLDCs in Africa fairing worse relative to their counterparts in other regions. As
can be seen in Table 4,average consumption of electricity in LLDCs located in Africa is about half the average in LLDCs as a whole.
In addition to shortage of supply, regulatory inefficiencies and red tape increase the cost of access to electricity. In many LLDCs, it
takes three or more months to get a connection to the grid. The monetary cost of electricity is very high;in Africa it is twice as high
as the average for the group.

LLDCs face challenges at three levels: generation, transmission, and utilization of energy. Most LLDCs have very low power
generation capacity, despite substantial untapped potential including in renewable sources notably hydroelectricity, solar,and
wind energy. These countries lack the capacity to mobilize the large amounts of financing that are required to invest in major
power generation projects. Thus the bulk of energy generation resources at their disposal remain idle. LLDCs also face challenges
with regard to transmission of energy from the generation point to the end users. In particular, there are large gaps in access to
power between the rural area and the urban area. Power generation and transmission typically relies on public financing, which
is in short supply in these countries due to budget constraints and limited attractiveness of the energy sector vis-a-vis external
private financing.

The lack of adequate energy supply is a serious structural constraint to economic development in LLDCs. It not only reduces
overall economic performance in terms of growth but it is also a constraint to economic diversification. For example, in agriculture
based LLDCs, economic diversification can be achieved through moving up the value chain by developing the agro-processing
industry. However, this requires adequate supply of energy for transformation of the produce and conservation of raw material
and manufactured output. In the absence of reliable public energy provision, private operators tend to rely on private power
generators which are both expensive and bad for the environment.

Moreover, the shortage of energy supply has implications for health and poverty in general. Due to lack of clean heating and
cooking energy, rural households are forced to rely on energy sources (such as kerosene and biomass) that expose them to major
safety hazards.Women and girls are particularly heavily exposed as they are responsible for cooking and thus incur more risk due
to indoor air pollution. The lack of access to energy for the poor, or “energy poverty”is an often overlooked and yet extremely
development issue in LLDCs.

In this context, the United Nations Sustainable Energy for All (SE4ALL) initiative is important as it stresses among others, the
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Afghanistan . 109 1,731.7
Armenia 1505.7 242 98.9
Azerbaijan . 241 570.8
Bhutan . . .
Bolivia 491.3 42 952.3
Botswana 1383.8 121 389.1
Burkina Faso . 158 10,956.6
Burundi . 158 20,509.0
Central African Rep. . 102 11,674.9
Chad . 67 9,580.1
Ethiopia 36.1 95 1,879.5
Kazakhstan 41154 88 65.3
Kyrgyz Rep. 1481.1 159 2,256.4
Lao PDR . 134 1,913.0
Lesotho . 125 1,991.8
Macedonia, FYR 3268.2 107 258.6
Malawi . 222 7,468.5
Mali . 120 3,771.9
Moldova 1878.9 140 542.1
Mongolia 1312.3 104 7427
Nepal 82.4 70 1,380.8
Niger . 115 6,936.4
Paraguay 949.1 67 202.6
Rwanda . 30 4,018.7
Swaziland . 137 1,232.7
Tajikistan 2031.9 185 10774
Turkmenistan 2075.4 . .
Uganda . 132 13,456.7
Uzbekistan 1708.7 108 1,159.6
Zambia 655.2 117 955.8
Zimbabwe 803.3 106 3,686.8
A e:t-‘i &) DCs 1486.2 124 3,843.5
Chst,y ee,, . 1112.9

R
A -2} DCS 719.6 120 6,567.2
Ast\\ DCs 1829.6 120 1,290.9
Euv-,. é) DCs 2217.6 183 367.6

Source: World Bank, World Development Indicators (online); Doing Business Report (online).
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3.1 The Almaty Programme of Action
as a reference

The 2003 Almaty Programme of Action was the first international policy framework dedicated
explicitly and solely to the group of LLDCs. Previous policy frameworks did not distinguish
LLDCs from other developing countries. Starting from the 1990s, there was increasing
attention to the concerns and difficulties faced by LLDCs. This increased awareness derived
from the recognition of the role of trade for growth on the one hand and the role of transport
and transit for trade in the international policy frameworks and debates on the other hand.
Under the Washington Consensus that dominated economic policy thinking in the 1980s

and 1990s, trade was recognized as a major driver of long-run growth. In 1995, in the context
of this heightened attention to the role of trade and trade policy the General Agreement
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It is worth noting that the countries that have made the largest improvements are those that were at the bottom of the scale

in the pre-Almaty period. This can be clearly seen on Figure 3.The leading countries in that regard are Rwanda, Afghanistan, Mali,
Niger, Ethiopia, and Uganda. In that sense there has been convergence in human development characterized by catching up by
countries that started at lower levels of human development. This is a positive development for the group as a whole but most

importantly for the least developed countries within LLDCs.
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3.4 Performance in international trade

Overall international trade by LLDCs has expanded during the Almaty period with increasing exports and imports. Total trade

for the LLDC group increased from $123 billion in 2004 to $434 billion in 2012, representing a 17 percent average annual increase
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Source: Computed using data from UNCTAD database (online).
Source: http://hdr.undp.org/en/data-explorer.
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Total trade contracted in ten countries and increased by 10% or less in four other countries. On balance, the trade position
improved for the majority of LLDCs. For the group as a whole, the trade balance improved from a deficit to a surplus (from -6.4%

to 2.8% of GDP). In fact six LLDCs went from a trade deficit in 1990-2003 to a trade surplus in the Almaty period (Azerbaijan, Bolivia,
Chad, Kazakhstan, Uzbekistan and Zambia). The improvement was especially higher in the group of European LLDCs compared

to other regions. But an important concern is the substantial deterioration of the trade balance in several countries resulting

from a combination of slow growth in exports and fast increase in imports. In the case of the group of LLDCs in Africa, the trade
balance deteriorated in the Almaty period (from -9% to -10% of GDP). Therefore, trade imbalance remains a structural problem for
a substantial number of LLDCs.

3.5 Structural transformation

While many LLDCs have been able to make progress in several areas of overall economic performance, trade and even in human
development, the critical challenge remains their inability to initiate a sustained process of structural transformation of their
economies. It involves the process of creating new areas of activities and the shifting of resources from low value-added and
low productivity to higher value-added and high productivity activities. Structural transformation is an essential condition for
successfully integrating in the global economy and achieving sustained, broad-based and employment-creating economic
growth. The record of structural transformation in the Almaty period is rather disappointing for the majority of LLDCs. Here we
present two sets of indicators to gauge progress in structural transformation in LLDCs. The first is the contribution of the key
sectors to aggregate output; that is, the percentage of the value added of agriculture, manufacturing, and services in total GDP.
The second set of indicators focuses on exports and specifically the degree of concentration as well as the technology content
of exports.

Analysis of the trends in the sectoral composition of GDP shows a systematic decline in the contribution of agriculture and the
manufacturing sector to GDP and an increase in the share of services in total output (Table 8). The share of agriculture in total
output increased in only four LLDCs in the Almaty period relative to 1990-2003: Burkina Faso, Central African Republic, Paraguay
and Zimbabwe. The share of the manufacturing sector in GDP increased meaningfully in only three countries — Swaziland,
Turkmenistan and Uzbekistan. In contrast, the share of services increased in all LLDCs except for four countries — Azerbaijan,
Bolivia, Chad, and Zimbabwe.

These developments raise two main concerns. The first concern is with regard to the agricultural sector. The decline in the

share of agriculture to GDP in LLDCs is problematic given that it is not accompanied by a reduction in the share of employment

in the sector. This would require an increase in productivity to enable the transition of labor toward other sectors notably the
manufacturing sector and services. In contrast, in the case of LLDCs, the decline in the share of agriculture in GDP has been
accompanied by a decline in productivity. In Figure 5, average agriculture productivity measured by the value added per worker

is plotted against the average size of the agriculture sector over the period 2004-12 for all developing countries. LLDCs are labelled
for comparative purposes and to focus the attention on their position relative to other developing countries. Two facts emerge
from the graph. First, countries with a larger agricultural sector have also lower productivity in agriculture. Second, non-landlocked
countries are relatively more concentrated in the top left corner of the scatter points, indicting lower size of agriculture and higher
productivity. In contrast, as we move to higher size of agriculture sector and lower productivity, the points are dominated by
LLDCs. Therefore, compared to other developing countries, LLDCs have both lower productivity in agriculture and a higher size

of agriculture sector.

In Figure 6, the size of the agriculture sector is plotted against agriculture productivity growth measured by the percentage
change of the agriculture value added per worker between the pre- and Almaty period;i.e., 1990-2003 relative to 2004-12.The
same picture emerges as in the case of the level of productivity. Here also, non-landlocked countries are clustered on the top left
of the figure, indicating that these countries have both relatively smaller agriculture sector and higher productivity growth. Within
LLDCs, it is also the case that the countries that have experienced more rapid increase in agriculture productivity are among those
with relatively small size of the agriculture sector. The low productivity growth in agriculture must therefore feature prominently
in the discussions on how LLDCs can move to a path of higher growth rate in the VPoA era. A key part of the strategy is to increase
productive capacity geared to transforming agriculture into a launching pad for industrialization in addition to guaranteeing food
security.

The second concern is with regard to the manufacturing sector. The share of manufacturing production in GDP is a strong
indicator of industrialization of an economy and a measure of the process of value addition in the production system. It is an
indication of the creativity and innovation in the economy. The evidence presented in Table 8 shows that LLDCs have failed along
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