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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
graduation threshold, and a score under the Humssetd Index marginally above the
graduation threshold (by 3.5%). Its economic vudhdity is still regarded as high insofar as
the country has a score below the graduation thidsklevant to the Economic Vulnerability
Index. Therefore, for the third consecutive tim@91, 2000, 2003), Maldives meets two of
the three graduation criteria used by the Unitedidda in reviewing the list of LDCs. By
virtue of the graduation rule whereby a countrylwgualify for graduation from Least
Developed Country status if it has met at least tfdhe three graduation criteria (low
income, weaknesses in human assets, economic &blhigy) in at least two consecutive
reviews of the list, Maldives is deemed technicaligible for graduation, as it was in 2000.

2. However, there are legitimate concerns aboutitttieipated adverse consequences of
graduation. These concerns principally relate tp:t{e competitive threat faced by the
fisheries industry as a result of the presumedmatc loss, in the absence of relevant
“smooth transition” measures for graduating cowstriof preferential market access for tuna
exports (the second most important sector of tllm@ny, with a substantial socio-economic
impact in terms of employment and household incorae (ii) the erosion of concessionary
external financing that is likely to ensue from dyation, while the country faces
considerable needs for infrastructure developmerd aocial services, notably in the
perspective of the population relocation strateégythis context, retaining the highest level of
special treatment, particularly in internationalde and in the sphere of development finance,
seems vital for the socio-economic stability of ttwuntry. There is a fear that, immediate
graduation from Least Developed Country status dagive an erroneous signal to the
international community regarding the ability oétbountry to pursue its development efforts
in a more autonomous manner, at a time when the@oment is facing great socio-economic
challenges.

3. Maldives sharply illustrates the “island paradesereby a small island developing
State, though a Least Developed Country for overy8@rs, may demonstrate relative
prosperity in terms of domestically generated ineoftypically, as a result of tourism
development), and at the same time, may be highliyevable to a range of external shocks,
and faced with exorbitant structural costs becaiigés geographical characteristics. Such a
country, despite its apparent socio-economic peréorce, is likely to be among the countries
least prepared to graduate from LDC status in treemce of smooth transition measures to
mitigate the adverse consequences of losing maximomeessionary treatment. UNCTAD
takes the view that the Committee for Developmeuniick and the Economic and Social
Council should reconsider the question of Maldivgrsiduation with the utmost possible care,
in the light of: (i) the Government's efforts tocsee the most concessionary modalities of
external support to the country, given the pararhoeed to pursue the costly but necessary
regional development strategy; and (ii) the undetyain the prospects for progress, in the
international community, toward a consensus on smtsansition measures for countries that
may be called to graduate from Least Developed @puwhatus, despite continued efforts by
the United Nations to encourage such consensus.
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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
history of the category. Sustained economic grd@tf% average annual real growth in GNP
per capitain 1985-1995) explained a rapid increase in thellef nationalper capitaincome
(from $380 in 1989 to $1,090 in 1997). Improvemeh#sl taken place in the health and
education status of the nation, and the structfirdhe economy had widened rapidly as a
result of tourism growth. In this context, Maldivdemonstrated, during the 1990s decade,
more progress toward graduation borders than amgr &tDC. In the 2000 review of the list
of LDCs, a maintained performance above gradudticesholds was observed with regard to
the low-income and “quality of life” criteria, wiglthe graduation threshold relevant to the
economic vulnerability criterion was not met. Bytue of the rule whereby a country was
found eligible for graduation if graduation threkl® had been met in two consecutive
triennial reviews under at least two of the thre#eda, a recommendation to graduate
Maldives was made in 2000. Subsequently, howewer,United Nations decided that the
guestion of the graduation of Maldives should bmnsidered in 2003, in the light of further
information on the anticipated implications for t@untry of its graduation from LDC status.

5. This country profile has been prepared in goaiton of the April 2003 review of the
list of LDCs. It aims at providing the Committeer fDevelopment Policy (CDP) and the
Economic and Social Council (ECOSOC) of the UniMations with some qualitative and
guantitative information on the situation of theuntry under each one of the criteria, with a
view to complementing the core international dataduin the triennial review. The profile has
been designed in response to an observation, byCB, that “elements of structural
vulnerability and handicaps, besides those covbyethe indices used as criteria, need to be
considered on a case-by-case basiahd in accordance with the CDP’s recommendation
“that a document —to be called a country “vulndigbprofile”— should be prepared for that
purpose on a regular basis”

6. A first vulnerability profile of Maldives was rda available to the CDP by UNCTAD

at the time of the 2000 review of the list of LBCShe present profile is structured
differently from the 2000 profile, and not confinéel an examination of the situation of
vulnerability experienced by the country. It wasgmred after two field missions to Maldives
(in February 2002 and March 2003), in consultatvth the Government of Maldives, and
with special support from the United Nations Restd€oordinator in Male’. The views

expressed by the UNCTAD secretariat in this docunaee based on factual observations,
and the document aims at enabling the CDP and E@J®0nake sound recommendations
in answer to the question of graduation in the 2@¥8w of the list of LDCs. In carrying out

this exercise, UNCTAD recalled the insistence withich the CDP, ECOSOC, and the

! United NationsVulnerability and Poverty in a Global Econopfgeport of the Committee for Development
Policy on the first session (26-30 April 1999), qat22.

2ibid., para. 123.

3 UNCTAD, Vulnerability profile of Maldives, 3-7 Afir2000, 29 p.



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 impare of identifying the most desirable
special treatment of Maldives.

. Institutional context

8. Since 1971, the United Nations has denominatszhst Developed Countries” a
category of States (presently 49) that are deentedctgrally handicapped in their
development process, faced with the risk of failingescape from the poverty trap, and in
need of the most favourable treatment, in theirettgyment efforts, by the international
community. The U.N. grants these countries a spgdaourable treatment in its allocation
of resources under relevant cooperation programieshe same time, it gives a strong
signal to the development partners of the LDCs déxyaglically (triennially) identifying these
countries and highlighting their structural probsrthereby pointing to the need for special
concessions in their favour, especially in the apéadevelopment financing and in the
multilateral trading system.

Three criteria

9. In the 2000 review of the list of LDCs, the Eooric and Social Council of the United
Nations used the following three criteria for deigring the new list, as proposed by the
CDP:

. alow-income criterion, based on a three-year average estinfdtee@ross domestic
productper capita(under $900 for inclusion; above $1,035 for grauumg;

. alow human capital criterion, involving a compositdugmented Physical Quality
of Life Index (APQLIpased on indicators of nutrition, health, educatend adult literacy;
and

. aneconomic vulner ability criterion, involving a compositEconomic Vulnerability
Index (EVI)based on indicators of the instability of agriowdtl production, the instability of
exports of goods and services, the economic impoet@f non-traditional activities (share of
manufacturing and modern services in GDP), merdsandxport concentration, and the
handicap of economic smallness (as measured thipgipulation variable).

10.  Under the rule of eligibility for LDC status,cauntry qualified to be added to the list
if it met the above three criteria and did not haveopulation greater than 75 million.
Application of this rule resulted in the additiohSenegal to the list of LDCs in 2001.

11. Further work in 2001 and 2002 toward refiniing tcriteria has resulted into the
following changes in the indicators relevant to thigeria in anticipation of the 2003 review
of the list: (a) gross national income (GNI) pepita will replace gross domestic product per



capita among the criteria determining the list; b Augmented Physical Quality of Life
Index (APQLI) will be renamed Human Assets IndexA[(Hso as to reflect what this
indicator is intended to capture, that is, the llesk productive human capital; (c) the
combined primary and secondary school enrolmenb naill be replaced by the gross
secondary enrolment ratio in the HAI, since secon@arolment is a better indicator of the
level of education; (d) when comparable data orp#veentage of population made homeless
by natural disasters become available and suftigieeliable, they should be used as an
additional component of the EVI; (e) several techhoptions or simulations in the use of the
criteria, such as averaging of the components ahposite indices, or simultaneous
consideration of these composite indices, will besidered.

12.  The question of graduation from Least Develo@edntry status was first raised in
1991, at the same time as the first major revigibthe criteria for determining the list of
LDCs. The graduation mechanism was applied in 3811994 to Botswana (with effective
graduation in 1994), so far the only country thaeregraduated from LDC status. The
guestion became controversial in 1997, after then@istee for Development Planning had
found Vanuatu eligible for graduation. The contnsye continued in 2000, when the
(successor) Committee for Development Policy fo@age Verde and Maldives technically
eligible for graduation, and recommended the im@edgraduation of Maldives. Noting the
resistance of Vanuatu (1997) and Maldives (2000th&® recommendation that they be
graduated, ECOSOC, in recent years, has been gspegial attention to the notion of
“smooth transition” from LDC status for graduatioguntrie$.

The rationale for graduation

13. In 1990, the Second United Nations Conferentehe Least Developed Countries
noted the importance of envisaging the graduatiomfLDC status of countries that would be
deemed to have demonstrated sufficient socio-ecanpnoagress to be able to pursue such
progress in a less externally dependent manner.

14.  The principle of graduation is generally comséd important for the credibility of the
concept of Least Developed Country: the speciahttment offered to LDCs has been
expected to help these countries to reverse thaigimalization from the global economy. If
the LDC status is to continue to exist, there nfaestchances of success associated with it.
Therefore, it is only natural that the eventuabfygraduation be envisaged for some LDCs.
There is, however, another approach to the ragorial maintaining the category. This
approach rests on the fundamental definition of ED@hich recognizes that these countries
are structurally disadvantaged, essentially suféerirom external shocks and handicaps
beyond their control. By virtue of this definitioone tends to accept that most LDCs are in
permanent need of special treatment on the pdheointernational community, and ought to
retain their Least Developed Country status acogtdi If there is indeed a permanent
incapacity of some countries to “converge” with thet of the world in their performance, the

cf. Economic and Social Council resolution 2000{B&port of the Committee for Development Pliay
which the Council requested the Secretary-Genéoahfake recommendations on additional measures that
can be taken to ensure a smooth transition frorst ldaveloped country status for graduating cousitrie
(para. 3).



principle of graduation becomes more complex. ihfsoto a diversity of situations among
relevant countries: some LDCs can be expectedrneadoser to graduation thresholds, but a
large number of LDCs are bound to remain far fraadgation borders.

15.  With the current potential graduation casegérticular, the cases of Cape Verde and
Maldives), the issue of graduation is further caogied by the “island paradox”, which
policy makers of small island developing StatedDI have been pointing to: SIDS often
appear relatively prosperous on the basis op#recapitaincome criterion, which tends to be
the overriding factor of their eligibility for gradtion. However, they are generally among the
most economically vulnerable and structurally haagped countries. For this reason, they
are often least prepared to face the impact of ugitoh from concessionary treatment,
whether concessions have been received by virttieeof DC status (Least developed SIDS),
or as a result of other types of special treatnfetiier SIDS). The “island paradox” reflects a
facet of the limitations of the current special alifferential treatment of developing countries
by the international community. It reveals the fabat the treatment is insufficiently
“differentiated” in the responses brought to thecdfic problems of handicapped countries,
even though these problems have been widely reregmn the United Natiofs

The graduation rule

16.  The graduation criteria are conceptually simié&nd broadly speaking, symmetrical)
to the criteria for admitting new countries on st a low-income criterion, a low human
capital (“quality of life”) criterion, and an ecomic vulnerability criterion. The graduation
criteria have been based on specific quantitativesholds for the three indicators relevant to
the criteria:per capita GDP, APQLI, and EVI, respectively. For each ofsthendicators,
there has been a margin between the inclusionhbigsnd the graduation threshdld@he
margin is considered a reasonable estimate ofdbditional” socio-economic progress that
ought to be observed if one assumes that the giagusountry is effectively engaged on a
path of improvement: not only is the graduatingrtop expected to exceed the thresholds
under which non-LDCs would be admitted into theegaty, but it is additionally expected to
exceed these thresholds by the relevant margirs fille warrants the robustness of the
assumption that a graduating country must be uldeggstructural progress. Accordingly, it
dispels the risk that graduation be dictated by p@nmawry or insignificant economic
circumstances.

17.  Two other fundamental elements of the gradnatie also imply durable structural
progress in the graduating countries:

5 cf. Note by UNCTAD to the Economic and Social CaiuriThe benefits associated with the least depetb
country status and the question of graduation”0B12CRP.5, para. 59-60.

& Until the 2000 review of the list, a margin of 15&&s used under each one of the criteria. For G832
review, an expert group meeting in January 200®mewended that different margins be used among the
criteria: 20% for GNI per capita, 10% for HAI an&E The inclusion and graduation thresholds rele¢varthe
low-income criterion were established at $900 (isn) and $1,035 (graduation) for per capita GBRQ0O,

and at $750 (inclusion) and $900 (graduation) fargapita GNI in 2003.



» at least two of the three graduation critemiast 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
eligibility, which normally implies a recommendatioto graduate the country with
immediate effect, will be recognized only after tieéevant graduation criteria have been
met_in at least two consecutive reviews of the list

18.  Subsequent to the graduation of Botswana i 18%re have been three cases of
technically full eligibility for graduation from #h Least Developed Country status (i.e.,
eligibility pronounced after at least two graduatioriteria were met in two consecutive

reviews): Cape Verde and Vanuatu in 1997; Cape & ardl Maldives in 2000. Yet, none of

these three LDCs did graduate.

The “history” of Maldives’ non-graduation

19. In the 1994 review of the list of LDCs, the Quitiee for Development Planning
observed that Maldives marginally exceeded theugtion threshold (by 1.9%) under one of
the three criteria, namely, the “quality of lifefiterion, while none of the graduation lines
relevant to the other criteria was near to be redch was noted, however, that the relevant
per capitaGDP estimate ($721, an annual average based di9gte1992 period) was above
the threshold for adding countries to the list$8y'.

20. In the 1997 review of the list, the Committdxserved that Maldives exceeded pe
capitaincome graduation line by 10% (withpar capitaGDP estimate of $990 based on the
1993-1995 period), the “quality of life” graduatiolne by 30%, and the economic
diversification graduation line by 5.2%. An imprigesupturn was noted in the performance
recorded under the economic diversification criterithis performance had increased to
105% of the graduation threshold (from 38% in tB84Lreview), principally as a result of the
rapid expansion in tourism activities. The Comnaitteherefore —for the first time—
recommended “that Maldives be graduated from tte provided that it continue to meet the
criteria for graduation at the time of the nextieswin 2000, on the basis of a more detailed
assessment of its situation at that tifne”

21.  The United Nations General Assembly, in itohason 52/210 of 18 December 1997,
and in accordance with an earlier proposal by tiP Ccalled for an assessment of the
usefulness of a vulnerability index as a criterifam identifying the LDCs. This call,
essentially, was made in response to the issuésh#dthbeen raised by Vanuatu after that
country, in the 1997 review of the list, had beennd eligible for graduation. In turn, the
Economic and Social Council, at its substantivesisasof 1998, while deciding “to postpone

" United Nations, Committee for Development PlanniRgport on the Twenty-ninth Session (12-14 January
1994), Economic and Social Council Official Recoi®94, Supplement No. 2, para. 260 and Table 9.

8 United Nations, Committee for Development PlanniRgport on the thirty-first session (5-9 May 1997)
Economic and Social Council Official Records 198dpplement No. 15, para. 229(b).



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®.

22.  The (successor) Committee for Development PBDP), in the report on its first

session (April 1999), proposed the establishment ofulnerability criterion through the

construction of an Economic Vulnerability Index (EVto replace the Economic

Diversification Index (EDI). At the same time, ibrsidered that “an index of economic
vulnerability could give only a partial and appnmate measure of the relative level of
vulnerability of a country®®, and recommended that a country-specific “vulniitaiprofile”

be prepared for each potential graduation casbendcasion of every review of the list.

23. In February-March 2000, an expert group meetimgvened by the United Nations
Secretariat observed that, in the context of tr@2@view of the list, Maldives was meeting
two of the three graduation criteria, namely, th-income criterion (with @er capitaGDP
performance above the graduation threshold by 2@%),the “quality of life” criterion. The
margin by which Maldives now exceeded the graduaborder under the latter criterion had
decreased significantly (from 130% of the threshold 997 to 112% in 2000). The experts
therefore noted that the country would again “bgilge for graduation even if its [new score
under the] EVI did not meet the graduation thredhdlhe experts added that the findings of
the 2000 vulnerability profile of Maldives “corrotaded the conclusion based on quantitative
indicators ... that Maldives was less affected ... ijtlugher “borderline countries”] ... by
exogenous shocks”, thereby referring to the redlidow degree of economic instability
observed through specific indicators entering tlnposite EVI. Finally, the experts
recognized “the specific long-term challenge” fabydthe country as a result of the sea-level
rise phenomenon, and stressed the need to givéabpeaosideration to the high costs of
population relocation and infrastructure developnieihis context-

24. In the light of these findings, the Committe¢,its second session in April 2000,
recommended that Maldives be graduated from theflisDCs with immediate effett

25. In the annex to a letter of 22 July 2000 adsirégo the President of the Economic and
Social Council, the Permanent Representative ofdMes to the United Nations stated that,
despite the qualitative assessment offered by 0@ Z/ulnerability profile, “the level of
human development ... [was] ... overestimated and thkmevability of the economy
underestimated®. The Permanent Representative, in the same areguested the Economic
and Social Council “to look into the matter moresdly and defer the question of graduation
of Maldives until all relevant and critical facts have been thoroughly examined and an
accurate and proper analysis of the impending cprsees of graduation has been m&tle”

® Economic and Social Council, Resolution 1998/3t{®& of the least developed countries), 30 Jug81para.

2.

9 United NationsVulnerability and Poverty in a Global EcononiBeport of the Committee for Development

Policy on the first session (26-30 April 1999), qat22.

™ United Nations, Committee for Development Poliggport on the second session (3-7 April 2000), Booa

and Social Council Official Records, 2000, Supplatido. 13, Annex 1: Report of the Expert Group Niegt

on Testing and Simulations of the Economic Vulngitgindex, 29 February-2 March 2000, pp. 29-30.

2 |bid., para. 106.

13 Economic and Social Council, Annex to the lettated 22 July 2000 from the Permanent Representafive

Maldives to the United Nations addressed to thsiBeat of the Economic and Social Council, E/2000(2 2.
ibid., p. 3.



26. In the light of the CDP’s recommendation andtleé above reaction by national
authorities, the Economic and Social Council, snrgsolution 2000/34, decided “to defer to
its next substantive session the consideratiohefécommendation to graduate the Maldives
... [and requested the CDP at its 2001 session] .re-examine its recommendation in this
regard™, taking into accountinter alia, the necessity of measures “to ensure a smooth
transition from least developed country statusd@duating countrie$®, and UNCTAD's
assessment of the implications of graduation foldias in the context of an analysis of “the
effective benefits derived by the least developedntries specifically on the basis of their
inclusion in the list” of LDCY',

27. In a letter of 29 March 2001 to the Secretaen&al, the Permanent Representative of
Maldives to the United Nations stressed his undadihg “that CDP’s re-examination of the
Maldives case will be carried out in the light diftae relevant information referred t&"in
ECOSOC resolution 2000/34. In responding on bebtfathe Secretary-General, the Under-
Secretary-General for Economic and Social Affaissfcmed that all efforts were being
made by the United Nations so that “sufficient tih.] be cast on implications of graduation
and desirable measures for a smooth transition griseluation®®.

28. In the report on its third session (April 200the CDP recalled that, by meeting two of
the three criteria for graduation, Maldives wa#ly eligible for graduatio”. However, as
the additional information requested by the Ecomoarid Social Council was not available,
the Committee recommended that the Council extehd transition period until the next
triennial review in 2003 before a decision is tak®n the General Assembly about the
country’s graduatiorf’. At the same time, the Committee recommended tti&tCouncil
request relevant development partners and intemmatiorganizations “to make available the
relevant information on their likely response toaantry’s graduation ... [and] ... to respond
to the issue of “smooth transition”.??

29. In a statement made to the Third United Nati@oeference on the Least Developed
Countries (14-20 May 2001), the Minister who heatlexldelegation of Maldives described
as “a glaring omission” from the draft new prograenaf action for the LDCs “the absence of
measures designed to assist countries to graduate IDC status”, and denounced “the
propensity for a miscarriage of justice ... [vis-&]vi.. a country that does not have the
economic resilience to suffer the kinds of extestaicks that graduation would impo$e”

30. The Economic and Social Council, in its resolu2001/43, requested the CDP “to
continue its work on the re-examination of its moeendation to graduate the Maldives from
the list of least developed countries ... and to submfinal recommendations to the 2003

!5 Economic and Social Council, Resolution 2000/3dp@tt of the Committee for Development Policy, p&ra
%ibid., para. 3.

ibid., para. 4.

18 | etter from Ambassador Hussain Shihab, PermaneptdRentative of Maldives, to the Secretary-Genaral
the United Nations, 29 March 2001, p. 2.

9 Letter from Mr. Nitin Desai to the Permanent Repretative of Maldives to the United Nations, 24 iRpr
2001, p. 2.

20 United Nations, Participatory Development and Governance: Africé8pecial NeedsReport of the
Committee for Development Policy on the third sess(2-6 April 2001), United Nations, New York, 2001
para. 112.

“Libid., para. 119.

22 ibid., para. 120.

23 Maldives (Statement by), Third United Nations Gaehce on the Least Developed Countries, 14-20 May
2001, pp. 2-3.
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substantive session of the Countil’At the same time, it decided “to extend the titiors
period of the Maldives until the next triennial i@w of the list of least developed countries in
2003?°, as recommended by the Committee.

31. In the report on its fourth session (April 2RGRe CDP “recalled that the Government
of Maldives had pointed out some anomalies...” (ea&imation) in the statistics used in the
2000 review of the list, “...in particular, with reghto the nutrition and school enrolment
variables®®. In the light of a thorough review of the Maldigiaase by an expert group
meeting in January 2002, the Committee recommeritiet a new country profile be
prepared by UNCTAD with a view to assessing thabdity of the figures that will be used

in the 2003 review ... [and] ... the implications foraMives of the replacement of GDP per
capita by GNI per capita among the criterid”.. The Committee also stressed the importance
of examining the implications for Maldives of itggothetical graduation, in the light of new
and additional information from multilateral andiaeral donors.

32. In its resolution 2002/36 of 26 July 2002, teeonomic and Social Council again
requested the Committee for Development Policyctintinue its work on the re-examination
of its recommendation to graduate Maldives from liieof least developed countries at its
fifth session [April 2003] and to submit its recomnaations to the Council at its substantive
session of 2003 in the context of the triennialieev of the list of least developed
countries...?®. At the same time, the Council took note of then@ittee’s recommendation
“that country vulnerability profiles be preparedr feach country close to the graduation
thresholds, including Maldives, and that such pesfbe completed before the end of 2002, so
that they ... be available for the preparation ofribgt triennial review in 2003°.

The situation of Maldives with regard to the gratioa thresholds at the time of the 2003
review of the list of LDCs

33.  The three graphs below depict the evolution atestrated by Maldives vis-a-vis the
thresholds relevant to the three graduation cateAll graphic data are based on the
performance recorded, in the five institutionaliesws of the list of LDCs (1991, 1994, 1997,
2000, 2003), through relevant indicators: Gross Bstm Product per capita (replaced in
2003 by the Gross National Income per capita); Aigmented Physical Quality of Life
Index (renamed Human Assets Index/HAI in 2003); #rel Economic Vulnerability Index,
which replaced the Economic Diversification Index200G°.

34.  To make inter-temporal comparisons possibleundy criterion (e.g., to compare the
distance to the graduation threshold in 2003 whidt in 2000), all performance data have
been standardized in the form of an index undeckvitihe graduation threshold equals 100.

24 Economic and Social Council, Resolution 2001/480&t of the Committee for Development Policy),apar
1.
% ibid., para. 3.
% United NationsCapacity-building in Africa: Effective aid and humaapital Report of the Committee for
Development Policy on the fourth session (8-12 IA20D2), United Nations, New York, 2002, para. 155.
%" ibid., para. 156.
8 Economic and Social Council, Resolution 2002/86ort of the Committee for Development Plipgra. 2.
29 s

ibid., para. 4.
% These data and relevant comments constitute aategdversion of the profile of Maldives which was
presented in: UNCTADGraduation from the Least Developed Country statubere do the LDCs stand?
UNCTAD/LDC/Misc.83, 2002, p. 34.
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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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Graduation threshold
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/

- ~
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1 1
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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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Human capital weakness criterion
(APQLI until 2000, HAI in 2003)
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36. Under the quality-of-life criterion, the gradioa threshold was met in the latest three
reviews of the list, with a peak of 130% in the 719@view, followed by a declining trend
leading to a score marginally above the graduatioeshold in 2003. Re-examination of the
components making up the APQLI has revealed thatphmary and secondary school
enrolment ratio in 1996 (recorded as 92% at thee tohthe 2000 review) may have been
overestimated by 20%. Moreover, the enviable calaritake estimate (118% of the
requirement) in 1997 ought to be considered witlitioa in the light of findings, by UNDP,
of facts such as a nutritional situation “worsenttiiaat of Sub-Saharan Africa”. In 2003, the
HAI score, estimated at 104.4%, seems more raattstin the 2000 score, principally because
of the lower average calorie intake estimate (11#%he relevant requirement), and the
substitution of the secondary school enrolmenbré&dr the primary and secondary school
enrolment ratio.

Economic vulnerability criterion
Economic Vulnerability Index/EVI

150
Graduation threshold
100 ll\v. R
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50 F
1 1 1 1 1
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37.  The sharp upturn in the EDI performance whias wbserved at the time of the 1997
review (from 38% to 105%) was not explained by ghedominant tourism activities (services
exports were not reflected in the EDI), but causgdsudden growth in the clothing sector,
although the latter was still a small part of tkereomy. With the adoption of the EVI, a more
realistic picture has been drawn: the score (mahghunder the graduation line in 2000 and
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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 relevamvtoof the three graduation criteria (low
income; human capital weakness).

39. The following sections indicate some differenbetween the international data used
by the CDP, and relevant national data. Howevezsehdifferences do not challenge the
CDP’s findings that point to a technical qualificatfor graduation.

I". The situation of Maldives with regard to thmn-income criterion

40. The low-income criterion has always been at lileart of the methodology for
identifying the LDCs. Until 2000, the gross domegiroduct (GDP)per capitawas used as
the indicator relevant to this criterion. In theOROreview of the list, as in previous reviews,
the CDP used a three-year average of GIBP capitabased on the three latest years for
which relevant data were available for all coustr{#996-1998), with each year’'s estimate
being converted at the official exchange rate. tAtfourth session in April 2002, the CDP
recalled that “one of the starting points for detiming the list of least developed countries”
had been its consideration of the list of low-inewountries as determined by the World
Bank, and that the Bank, for that purpose, had lesémy “per capita gross national income
(GNI), not gross domestic produtt” The Committee decided that, “for the sake ofitylar
and consistency?, GNP per capita should replace GDP per capitaflzatdn every triennial
review of the list of LDCs, GNP per capita as cilted by the World Bank and found in the
World Bank Atlas would be the only indicator usadelation to the low-income criterion.

Significance to the CDP of the criterion and relet/aariables

41. The Committee for Development Policy has alwagssidered the low-income
criterion as a benchmark criterion, in the sense ithprovides a synoptic picture of LDCs as
countries that are structurally hindered in thevelopment efforts, and accordingly face the
greatest risk of remaining trapped in poverty aratgmalized from the global economy. A
lasting low income may not be a direct indicatortloé various factors of structural delays
(these are appropriately measured, instead, by huragital and economic vulnerability
indicators), but a low income will often reflectetteconomic consequences of structural
handicaps, for example, when malnutrition impairsdpctivity, or external shocks cause
economic stagnation. At the same time, a low lev@hcome is likely to explain the inability

31 United NationsCapacity-building in Africa: Effective aid and humaapital Report of the Committee for
Development Policy on the fourth session (8-12 IA20D2), United Nations, New York, 2002, para. 126.
% ibid., para. 127
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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
consideration is based on the observation thaeweral LDCs, remittances from nationals
abroad (a variable entering the formulation of ghess national product) have had a positive
impact on the productive capacity, in particulanrotigh direct investment in small
enterprises, or through savings that could be aoslfathtoward project financing under the
auspices of a local financial intermediary, or weatcapital investment. The Committee also
advised, in its 2002 report, that “the role playgdremittances, external aid, and other forms
of income be considered with regard to their imgamth on GNI figures and on domestic
productive capacity”, and added that “any significdestruction of capital, including natural
capital, should be considered as well, when releirgormation is available®® The latter
consideration points to an implicit notion of “n&dtional product”, in which an amortization
of natural or productive capital ought to be actedrfor. This notion is of special relevance
to developing countries in which key productive apes are closely linked to the natural
environment, such as small island developing caesitthat rely much on the durability of
fragile ecosystems for their tourism industry. Mgtthe absence of systematic consideration
—or only adequate knowledge— of relevant amortiratdata in LDCs, the Committee
stressed the importance of supplementing standatinal accounts aggregates with an
appropriate qualitative assessment of the impact fure productive capacities of
environmental erosion phenomena beyond domestidraipras well as environmental
degradation caused by “unsustainable” productieeties.

43.  Another issue that has been borne in mind by GEembers in their numerous
discussions about the most desirable criteriaggjtiestion of income distribution. In its 2000
report, the CDP recognized that situations of imdiuin income distribution are common in
LDCs and largely overshadowed by traditional natlosmccounts aggregates. However, the
Committee noted that national income distributican doe considered “largely a policy
variable’®® and thus not deemed fully relevant to the fundaaietefinition of the LDCs and

its reflection through criteria that capture sturat disadvantages caused by factors beyond
domestic control. Moreover, CDP members noted that health and education-related
components of the composite APQLI indirectly reflsituations of poverty, and therefore, of
income distribution.

44.  Overall, and primarily because of serious ktndns in the availability of relevant
data, the Committee has not considered issues wioemental degradation, income
distribution and poverty to be central componeritthe low-income criterion, even though

% ibid., para. 126

% ibid., para. 127

% United NationsPoverty amidst Riches: The Need for Changeport of the Committee for Development
Policy on the second session (3-7 April 2000), Anfie Report of the expert group meeting on testing
simulations of the Economic Vulnerability Indexraa51.
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some of these issues “might be considered in taterements” of both this criterion and the
human assets criterion.

Significance to Maldives of the criterion and relavvariables

45.  The variable making up the difference betwéenGDP and the GNP is the net inflow
from abroad of factor services income (externalgnerated income received from non-
residents minus domestic income transferred abtoadon-residents). In Maldives, this
variable has been negative over time (GNP smailen 1GDP), though decreasing in recent
years. It was estimated at US $40.7 million in 19889.8 million in 2000, $30.6 million in
2001, and $19.9 million in 2002. In the latter yethie relevant amount was equivalent to
7.8% of total foreign exchange earnings from expoftgoods and services. Of all payments
abroad of factor services income, profit remittanbg the tourism industry has been the
largest, with an average $9.6 million annually othex 1997-2001 period, accounting for an
average 25% of total payments of factor servicesrimre. Comparatively, payments of labour
income accounted for a very small portion of tggayments of factor services income (an
average 0.7% over the 1997-2001 period). Labownmereceipts from abroad, which were
estimated at $2-2.5 million annually between 198d@ 2001, have been 11 times greater, on
average, than labour income payments. The expatt@iour employed in Maldives, in
December 2001, was estimated at 29,200 personslyNE®6 of these foreign workers were
employed by tourism resorts (30%), constructioregmitses (16%), and various business
activities (12%). The fisheries sector, which ie gecond largest sector of employment in
Maldives, accounts for less than 2% of the totapagrate labour, but the garment
manufacturing sector represents 8% of the totalifadion of foreign workers.

46. Overall, net payments abroad of investment nmechave been the main factor
explaining the difference between the GDP and tN& Gor GNI). Using the latter aggregate
under the low-income criterion for graduation charefore be considered a methodological
improvement in the case of Maldives, because ngtnpats abroad of investment income
amount not only to an overall loss of domesticajlgnerated income, but also to lost
opportunities to expand the country’s productivepamaty and contribute to reducing the

structural disadvantages the country is faced vtbmparatively, had the gap between the
GDP and the GNP been explained mainly by expatmaigkers’ remittances abroad, the
likelihood of a changing trend in such remittand@sth the eventuality of permanent

residency for some expatriate workers) would haauced the significance of the gap in
terms of irreversibility of lost income.

47.  The issue of environmental degradation anandications for a realistic assessment
of the national income is much relevant to Maldivd$ie Vulnerability and Poverty
Assessment 1998 identified five factors that hawenb contributing to environmental
degradation: (i) beach erosion (a phenomenon maesuylting from natural processes and
affecting more than 90% of the atoll populationi); figh population density (mainly on the
capital island of Malé); (iii) deforestation (majrdaused by the use of fuelwood for cooking);
(iv) dumping of solid waste on beaches; and (v) kbaching of toilet waste into the
groundwater, which, from an environmental and tepkrspective, is a cause of hazards,
especially for the most densely populated islanlse coral bleaching phenomenon, a
consequence of ocean warming, has also —more heeertecome a cause of increasing
concern as it directly affects the main pillar bé teconomy, i.e., the tourism industry. The
gradual destruction of the coral mass affects aipus ecosystem that constitutes the natural
infrastructure for an important segment of the igarsector, namely, the diving industry.
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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
since 1997. The relevant score, in percentageeofjitaduation threshold, was 63% in 1991,
90.2% in 1994, 110% in 1997, and 126.7% in 20013 éistimated at 220% in 2003.
Per capita GDP according to national souftes
2000-2001-2002 average: $2,267
1999-2000-2001 aver age: $2,257
1998-1999-2000 average: $2,195
1997-1998-1999 average: $2,091
Per capita GDP according to the World B&nk
2000-2001-2002 average: $2,221
1999-2000-2001 aver age: $2,236
1998-1999-2000 average: $2,182
Per capita GNI according to the World Bank (Atlasthodf™:
2000-2001-2002 average: $2,113
1999-2000-2001 aver age: $2,100
1998-1999-2000 average: $2,003

Net private unrequited transférgnet outflows)-$49.6 million in 2001 and -$50.1 million in
2002 (equivalent to 11.5% of total export earnings)

Dominant factor explaining the difference betweddRGand GNI:
transfers abroad of profit generated by the toussstor ($10.7 million in 1999).

V. The situation of Maldives with regard to thenman capital weakness criterion

52. Maldives has been above the graduation thrdshwler this criterion since 1994. The
relevant score, in percentage of the graduatioestiold, has been 96.2% in 1991, 101.9% in
1994, 130% in 1997, 111.7% in 2000, and 104.4%©b32

53. Under the human capital (“quality of life”) wewess criterion, the graduation
threshold was met in the latest three reviews eflist, with a peak of 130% in the 1997
review. An examination of the four variables making the APQLI score observed in 2000
reveals that Maldives demonstrated a better pedoom than other LDCs with regard to
education-related indicators. In 1996, Maldiveskeghfirst, among all LDCs with respect to
the adult literacy rate (estimated at 95.3%), asxbsd in the same year with regard to the
primary and secondary school enrolment ratio (928he health-related variables entering
the composite APQLI scored less high, though ptacMaldives among the 10 least

% Source: Ministry of Planning and National Develapr Development Outlogkanuary 2003, No. 9, p. 12.
0 Source: calculations based on data from the WDeldelopment Indicators (on line: www.worldbank.org)
1 Source: World Development Indicators (on line: wwarldbank.org)

42 source: Maldives Monetary Authority, Economic 8ftits July 2002, Vol. 2, No. 7.
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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 irgads 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,
through this method, covers a population that % 1&reater than the Maldivian
population, essentially because of the magnitudéootl imports for tourists. The
government’s estimate of the rate of under-nouresfinin the atolls is close to 50%.
In particular, nearly half of all children in theiter islands suffer from poor nutrition
(stunting).

Under-5 child mortality

55. Variable used: under-5 child mortality rate (number of relevateaths per 1,000
inhabitants)
CDP estimate of the child mortality rate in the 2000 review of the list: 66 per
1,000 (1995-2000)
National estimation in 2003: two conflicting figures from national sources && per
1,000 and 88 per 1,080
CDP estimate of the child mortality rate in the 2003 review of the list*®: 47.3 per
1,000 (2000).

School enrolment

56. Variable used: gross secondary school enrolment ratio (numbestudents enrolled
in secondary classes as a percentage of the pimoulat secondary school age
children)

CDP estimate of the school enrolment ratio in the 2000 review of the list: 92%

(1996). This high estimate, a combined primary secbndary school enrolment ratio,
was explained by a very high primary school enroltmatio. The latter did not reflect
a high enrolment performance, but the consequeoicssrious inter-island transport
difficulties on school-year repetition. According government sources, only 11% of
the children who completed grade 7 have been abkntol in a secondary school.

3 data communicated to UNCTAD by UNDP in 2002
44 on the basis of international data from FAO
5 data communicated to UNCTAD by UNDP in 2002
46 on the basis of international data from WHO
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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
score of Maldives under the relevant index wastikaly high in 2000 (based on the
1979-1998 period): the country ranked as thé" 16ast unstable among 128
developing countries. Considering that Maldives aasmall agricultural production,
this index is a poor indicator of significant ptoadi shocks such as coastal erosion, and
of the adverse socio-economic impact of monsoortiveeaAn element of non-price
instability in the primary sector (not capturedotigh agricultural statistics) would be
the instability observed in the fish catch, a pheaeoon that has been caused by
variations in tuna stocks due to the highly mignatoature of relevant species. The
2003 estimate of agricultural production instapjlitased on the 1979-2001 period (as
opposed to 1979-1998 in 2000) is exactly identicahe 2000 estimate.

Index of instability of exports of goods and sessic

60.

This indicator reflects the impact of all exigr(economic and natural) shocks on total
gross foreign exchange earnings. The score of Meddiinder the relevant index since
the 2000 review has been high (based on a 20-yeaod), as the country ranks

47 on the basis of international data from UNESCO

48

on the basis of international data from UNESCGQar@ard methodology based on literacy in national

languages)
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61.

among the least unstable among 128 developing kGesntThis stability has been
mainly explained by the domination of tourism ire thalance of payments (70% of
total foreign exchange earnings in 2000), and stegmdwth in tourism receipts.

However, instability was observed in tourism retim 2001 (-1.3% in tourist

arrivals, compared with an average +8.2% per animurh996-2000) as a result of
events in Sri Lanka and in the aftermath of' IQeptember. The 2003 estimate of
export instability, based on the 1979-2001 periasl ¢pposed to 1979-1997 in the
2000 review) indicates a slightly growing instatyilof export earnings, subject to
comparability between 2000 and 2003 estimates.

of manufacturing and modern services in GDP

This indicator is regarded as reflecting thgrde of economic specialization into
economic activities with a higher value added. fdlevant share of GDP involves (in
addition to textile manufacturing) tourism, trangp@ommunications, and financial
and business services. It is therefore largelyrdeteed by the performance of the
tourism sector. The share of this sectoral clust€&DP has been stable, around 60%,
since 1995. The figure used in the 2000 reviewheflist (relevant to 1997) was 43%.
The figure used in 2003 is 44% (1998 or 1999).

Merchandise export concentration index

62.

This index is regarded as an indicator of engodaliversification. UNCTAD’s export
concentration index (for the year 2000) was 0°36Zhere has been no further
diversification of the Maldives economy in recentays. With the anticipated
termination of the Multifibore Arrangements after02Q prospects for a continuation of
the garments sector are questionable. Meanwhierslfication into new activities of
merchandise or service exports is unlikely to b&eoled, considering the smallness of
the economy. The figure used in the 2000 reviewvtheflist (relevant to 1998) was
0.356. The figure used in 2003 (for 2001) is 0.44@jch indicates an increased
merchandise export concentration.

Economic smallness (population in logarithm)

63.

Figure used in the 2000 review of the list: @iBion (1997)

Estimate from 2002 government statistics: 270, M8&r¢h 2000)

Estimate from the World Development Indicators (ioe): 276,000 (2000); 282,750
(2001)

Maldives is among countries most highly handicappszbnomically (facing
exorbitant structural costs, especially in the srehinfrastructure development and
transport). Considering the difficulties in measgrsuch handicaps, population size,
as an indicator of economic smallness, is deemegrowvide a fair quantitative
approach to the structural handicaps faced bydhatcy.

49 UNCTAD Handbook of Statistics, 2002, p. 398.
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VI. Anticipated implications of a hypothetical imdiate graduation of Maldives from
LDC status

64. Immediate graduation from Least Developed Qgustatus would have implications
in the areas of international trade, developmardrfcing, and technical assistance to
the country.

Implications in the area of international trade

65. At the bilateral levelgraduation would make canned and fresh fish mtsduaeligible
for LDC-specific GSP treatment on the EU market] anbject to Most Favoured Nation
(MFN) tariffs of up to 24.3%. This would put Maldig at a major disadvantage on the EU
market vis-a-vis, not only more competitive MFN erers to the EU, but also LDCs (e.g.,
Solomon Islands) and non-LDC ACP countries suclripsand Papua New Guinea, which
would continue to export fish products on a dugefrbasis to the EU under the Cotonou
Agreement. As fisheries constitute the second nmogbrtant sector of the economy (about
60% of domestic merchandise exports, 12% of taedifin exchange earnings, 11% of the
labour force), this loss of preferential access ldidwave a serious socio-economic impact on
the country, although exports of fish productshie EU market account for a small proportion
of the national income. Fishing is the main, aneémthe only, occupation in the atoll regions,
where an estimated 65% of the population directlyiralirectly depends on fisheries.
Graduation would also bring an end to market acpesterences under the SAP¥Afor
dried fish exports to Sri Lanka (destination of 30%total fish exports in 2001), where the
margin of preference has been 35%.

66. Clothing exports to the US, the EU and SAARQIntdes would not be affected

because they do not enjoy preferential access. kenvgraduation would imply a loss of the
more generous rules of origin currently extendeBARC countries to Maldives because of
its LDC status.

67. At the multilateral levelgraduation would imply the loss of a number gihsicant
advantages (in particular, implementation delaygh wegard to WTO obligations. These
advantages are regarded by Maldives as importansiadering the severe limitations faced by
the country in terms of institutional capacities.

68. The call, by the Economic and Social Counaif freater consideration —and
UNCTAD'’s echoing— of the importance of securing samboth transition” for graduating
countries has begun to be heard in the multilateading system. In reacting to a proposal for
“smooth transition” measures in the Work ProgranoneSmall Economies (WPSE) of the
World Trade Organization, the United States state: are interested in exploring this idea
further”, and considered that a transition peribdwdd involve “phase-in” modalities that
ought to be “optimally effective for the LGE.

69. On 4 November 2002, in the WTO’s Committee oad€ and Development holding
its third Dedicated Session on small economies durtde WPSE), Maldives, the only

® The South Asian Association for Regional Cooperat{SAARC) Preferential Trading Arrangements
(SAPTA) have been effective since December 1995.

1 World Trade Organization, Committee on Trade amvdlopment, Dedicated Sessi@uestions from the
United States and initial responses in regard togwsals contained in WTO document WT/COMTD/SE/W/3
WT/COMTD/SE/W/7, 4 November 2002, p. 8.
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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
“upgrade” Maldives eligibility for concessionaryeitment from maximum concessionary
treatment under the Asian Development Fund (ADR bdend of ADF treatment and limited
“ordinary capital resources” treatment, considetimat the country is still regarded as having
a relatively weak debt repayment capacity. Ovethd government fears that immediate
graduation would give an erroneous signal to theod@ommunity, which could result in a
lesser concessionary content of development fimgnar the imposition of a penalty in a
context of great need for external financial suppor

Implications in the area of technical assistance

74. No U.N. agency or programme is likely to sudgehscontinue the treatment it has
been granting to Maldives because of the graduadfothis country. However, graduation
would disqualify the country from applying for texdelated technical assistance under the
“Integrated Framework”, and might entail a lossimkrest in supporting Maldives among
bilateral donors that pay greater attention togbenomic performance than to the permanent
constraints facing a country.

75.  The Integrated Framework (IF) for trade-relatechnical cooperation in favour of
LDCs is sponsored by the International Monetaryd=(IMF), the International Trade Centre
(ITC), the United Nations Conference on Trade amdlopment (UNCTAD), the United
Nations Development Programme (UNDP), the World Baand the World Trade
Organization (WTO). UNDP, as the designated leaghag for the implementation of the IF
in Maldives, is to start coordinating a work pragrae in the country, with a diagnostic trade
integration study (DTIS) to be undertaken, throwglparticipatory process, by a team of
international and national experts. Based on thelirfigs of the DTIS, a programme of
technical assistance to strengthen the competés&nf the overall economy and of selected
sectors will be designed. Key projects of techniaasistance might includénter alia,
modernizing the fisheries sector to increase theacity of the fishing fleet, establishing
modern plant processing facilities in several at@hd assisting the country in diversifying its
export market for fish.

VII. Conclusion: the importance of identifying thmost desirable special treatment of
Maldives

76. For the third consecutive time (1997, 2000,300aldives meets two of the three
graduation criteria, and would normally be deenehnically eligible for graduation. One
can anticipate that a hypothetical immediate gridoaof Maldives would have serious
consequences for the country. As a Cabinet mingbanted out, graduation will harm the
country if it is envisaged in the absence of ant“sttategy” providing “breathing space” for
developing a structural capacity to face the Idssoacessions.

77. Considering the permanent structural handidsjgddives is faced with (mostly
resulting from smallness, remoteness, and sevefieoamental threats), there are modalities
of special treatment that are considered esseaatthk country. Retaining special treatment in
the context of graduation would imply a mix of fiedowing options: (i) continuing to enjoy
full market access for exports of fish productsaoquasi-permanent basis (for example, for a
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period of at least 10 years); (ii) accepting a geddphasing out of other concessionary
measures (“smooth transitiorpgar excellenck (iii) accepting, if deemed endurable, an
immediate loss of certain LDC-specific benefits;dativ) seeking new modalities of

differentiated treatment that were not even grabtedirtue of LDC status.

78. In the area of international tradke most critical need relates to the continuatb
preferential market access for tuna, as the lossucii preferential treatment is anticipated to
seriously affect the viability of at least a thotithe fisheries sector, and have a severe socio-
economic impact in the atoll regions. There is @sweed to retain the favourable treatment
that is currently granted to Maldives as an LDCteirms of certain obligations under various
WTO agreements, including tariff reduction obligats under the GATT.

79. In the area of development finangirthere is a paramount need for maximum
concessionary terms in financing several elemeirifseopublic sector investment programme,
particularly for the physical infrastructure that essential to the regional development
strategy of the country. As the pegged exchange magime restrains the Government's
macroeconomic leverage through fiscal policy, tltepe for implementing the national
development strategy in a financially more autonosnenanner (in particular, through
external commercial borrowing) remains small. MeeIo the obligation to accelerate tariff
reductions (and be content with less governmenemes accordingly) in the event of
graduation would put additional pressure on thdipubvenue, until adjustments are made to
the tax regime (such as converting import tarifte ivalue-added taxes). This makes external
financing all the more important. Considering timeited borrowing capacity of the country, a
wide range of needs for maximum concessionary @imgncan only be strongly advocated,
and will be high on the list of requests for “smodtansition” measures and other forms of
special treatment.

80. In the area of technical assistgntieere is a wide range of needs that only the
treatment currently granted under the LDC regime sagtisfy. Beneficiary sectors have been
receiving such assistance from several agenciespapgrammes of the United Nations
system. Of particular importance is the upcomingilglity of Maldives to technical
assistance under the Integrated Framework for4raldéed technical cooperation in favour of
LDCs. Maldives expects to begin to benefit from timegrated Framework technical
assistance and trust fund resources in the nearefuthe rationale for seeking continued
special treatment in the area of technical assistas largely explained by the permanent
need for strengthening institutional capacitieshi& context of the relative scarcity of skilled
manpower.

81. Considering the wide range of possible moeéslitof special treatment, Maldives
could gain much from seeking retention of a setighly concessionary measures on the part
of bilateral, regional and multilateral developmeattners. It could do this in the light of a
wide re-examination of relevant needs, from whiwh particular need for “smooth transition”
in relation to an eventual loss of the LDC reginauild be easily recognizable.

%2 Tariff revenue accounts for about 27% of the totatent revenue of the government.
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