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Abstract
The economies of least-developed countries (LDCs) had been steadily improving until the global economic meltdown in 2008 and are currently on the path of a faltering recovery. Growth is still being generated mainly by exports of raw materials and semi-processed products to the markets of developed countries and major emerging economies. The new investments are predominantly targeting LDCs’ natural resources and are creating jobs and value-added only in the short term. Opportunities for the export of services continue to remain very limited. Growth in these countries has done little to create sustainable employment opportunities and add value to the products exported, or to help find new markets. In an increasingly volatile economic environment, coupled with stalled delivery of the Doha Development Agenda, diversification and flexibility of LDC economies have become a critical necessity. This need has been accentuated by the emerging shifts in trade and investment flows and their changing institutional arrangements. LDCs are facing a serious dilemma about the prospect of structural transformation of their economies. One of the key questions is how to take a decisive step forward to increase the opportunities for exports of goods and services while at the same time creating an economic framework conducive to investments and trade expansion. 

The session concentrated on the following two key areas:

•
diversification of export base and the opening up of new export markets
•
creating a predictable and transparent economic framework.
1. Presentations by the panellists
(a) Mr Josip Pervan, Senior Policy Advisor, IDEAS Centre

Mr Pervan introduced the two institutions which organized the session, presented the panellists and gave a short introduction to the topic.
Until the global meltdown, LDCs had experienced increasing growth rates. However, this development was mainly due to trade in natural resources and raw commodities, which only added value to the economies in the short term. As such, the sustained growth has done little to create employment opportunities or create markets. Today, LDCs are facing a serious dilemma of structural transformation. In order to increase the development in LDCs, exports need to be increased via the diversification of a country’s export base and by creating a predictable and transparent economic framework.
(b) Dr Vinaye Dey Ancharaz, Senior Development Economist, ICTSD

Focusing on Africa, with 33 out of 48 LDCs, Dr Ancharaz emphasized that diversifying the export base entails diversifying the products produced as well as markets. As indicators of industrial diversification have shown, Africa has failed to industrialize and diversify. With a reference to the Istanbul Programme of Action (IPoA), he mentioned that one of the main goals of the IPoA is also export diversification, as this is essential to increase trade for LDCs. Two important aspects of diversification is the resistance towards external shocks as seen in other countries during the crisis and the relation between diversification and jobs as seen in the recent developments in Tunisia, where the revolution was driven by the need of jobs for young people. The export-oriented growth in Africa has so far failed to address high unemployment rates. This means that a country needs to grow by 28 per cent to cause a country’s employment to increase by just one per cent. 
In terms of exports, African countries have shown a sharp increase in exports from 2000 onwards but then suffered a decrease caused by the global crisis in 2008. However, most of this growth was driven by commodities – fuels and minerals only. This leads to the measure of export concentration by country which shows that many countries are exporting mainly one good (e.g. oil in Angola). Countries such as Gambia are nevertheless showing a gradually diversified export base. Export diversification is, however, not a matter of quantity but rather a question of which products have been exported. In order to gain from its exports, a country should aim to engage in processing, in order to add value to its exports of raw products.
Creating the right environment for these developments requires the institutional set up, the regulatory framework, the governmental set up in a country and the ease of doing business. As rankings show, such as those by the World Bank, much needs to be done in LDCs in order to create a healthy business environment allowing countries to move out of the natural resource trap.
However, there are opportunities for LDCs to diversify, such as via increased regional trade with other African countries, especially as intra-African trade is more diversified than in the rest of the world. Another opportunity can be seen in the rise of global value chains (GVCs) and the emerging research in trade in tasks. GVCs, by their nature, need different steps of production and different tasks. They are important to LDCs who are in a position to produce a component of a product or to provide services along the GVCs. 
Diversification is possible for LDCs when the countries move up the production ladder and engage in processing, as this in itself provides significant scope for diversification. If a country wants to achieve long-term growth, a bigger set of more sophisticated products is needed. 

Aspects such as trade facilitation and aid for trade (North–South corridor) have shown results in Africa, but also accession to WTO and the regulation it implies can support and unleash the dynamic needed for export diversification. The focus should lie on structural transformation rather than on a narrow focus of export diversification.
(b) Dr Jaime de Melo, Senior Fellow, FERDI
Mr de Melo emphasized the marginalization of LDC exports not only in goods but also in services. He mentioned that LDCs were not that different from other landlocked, low-income countries or small islands when it comes to the problems of diversification. With regards to trade in services, the share of LDCs has not increased in recent years, but given the countries’ geographical situation, this area might hold potential for further development.
In general, more diversification brings higher growth of exports and less volatility. Countries become rich by producing what rich countries consume, he explained. Given the age pyramid of LDCs and low-income countries, the importance of creating jobs becomes imperative. It should be in the interest of these countries to expand exports in labour-intensive industries.

Firm-level data show that larger transactions have a longer duration. However, this is very specific to the industry, and LDCs which have limited export markets are encouraged to export to their neighbours in small quantities, with low costs. There is potential to increase these transactions step by step.
The latest trade data show that it becomes more and more profitable to specialize in a specific task in order to plug into factory chains around the world. Services can be one aspect of integration into GVCs.
(c) Mr Nicolas Imboden, Executive Director, IDEAS Centre
Mr Imboden began that the real problem of diversification lies in providing employment to the many young people in LDCs. The question is how this can be achieved.
A country cannot add value without economic transformation, but no country has developed only on commodities or only on agricultural production. It must also be considered that no country has ever developed under free market conditions (e.g. China or the United States). However, after a certain stage of development, a country is unable to develop further if protectionist measures are in place.
What needs to be diversified in general is the production base. The comparative advantage of a country must be developed, preferably by clustering. However, knowing that LDCs are the latecomers in the system, it is particularly difficult for them to do so as they are competing with more developed countries with cheap labour. 
With regards to GVCs, these are providing new opportunities for LDCs, as they give the big advantage of becoming competitive in one product in order to enter the value chain. This means that any producer has the whole world as its market. The problem lies in supply constraints and not in market access. 

In order for LDCs to increase their exports, a regional approach and depending on the type of industrialization, a labour-intensive path is needed in order to take care of the high unemployment rates. 

Valid framework conditions are needed for these kinds of development and that is why the WTO accession process is so relevant: accession gives both security and predictability for the country itself and others.
(d) Professor Mustafizur Rahman, Executive Director, CPD
In Professor Rahman’s view, the creation of a predictable economic framework is vital. However, although it is a necessary condition for sustainable development, it is not in itself a sufficient condition. By talking about predictable and transparent frameworks, it is not only the WTO which is important in this regard but also regional trade agreements and structural adjustment policies.
He further emphasized the importance for a country to appreciate how to transfer from comparative advantage to competitive advantage. One aspect is rules, but also industrial policies have to be in place, even if they are undermined by many conditionalities. It is not only the WTO the discussions should be limited to but other forums as well.

Given the low percentage of LDC trade in world trade, Professor Rahman encouraged the audience to rethink how LDCs are supported in order that valuable and focused help is provided to them which offers true competitive strength. Only predictable and transparent policies are good for LDCs, but these will not be enough. One has to go beyond those and to think about the challenges.

2. Questions and comments by the audience
A representative from Global Voice, Australia, raised a question on the negotiations for a closer cooperation between Australia, New Zealand and the Pacific islands, as the talks have experienced some difficulties in finding agreement, and asked how this could progress.
A representative from Our World Is Not For Sale network commented on the recently agreed accession guidelines for the LDCs, which were approved by the General Council in July 2012. She said that these would make many demands on LDCs regarding their tariffs when acceding to WTO. In addition, the issue of the process knowing that every country could “veto” the accession of another country was mentioned. The question was raised as to how the WTO could be more responsive to the needs of LDCs and developing countries and in particular with regards to the accession process and the two issues raised.
3. Conclusions

Mr Bhattacharya concluded the session. First, when talking about diversification in LDCs, one has to keep in mind their heterogeneity – landlocked, small island states and others have different needs. The concept of diversification has a different meaning for different countries. However, the structural impediments are common for all countries.
Second, what does diversification mean? Is it structural transformation? As a general definition, Mr Bhattacharya said that in his view, it meant creating sustainable changes by relocating your resources from a low-productivity sector to a high-productivity sector. For example, agriculture to non-agriculture, but today it also includes services.
Third, the change in gross domestic product is not the only factor which is important, as it does not show change in employment, which is key for LDCs, in livelihood or in poverty levels.
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