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Ad hoc Working Group of the General Assembly on the
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The General Assembly,

Recalling its resolutions 65/280 of 17 June 2011 and 65/28&9 June
2011,

Decides to adopt the annexed terms of reference of thénéa Working
Group of the General Assembly on thmooth transition strategy for countries
graduating from the list of least developed couwagri

Uln order for the General Assembly to take actiontlo@ present proposal, it will be necessary to
resume consideration of sub-item (a) of agenda 2@nand to consider it directly in plenary.



Annex

Terms of reference of the Ad hoc Working Group of the General Assembly on
the smooth transition strategy for countries graduating from the list of least
developed countries

Background

The Fourth UN Conference on the Least Developedn@des (LDCs), held in Istanbul from 9-13 May 2011,
adopted the Istanbul Declaration and Istanbul Paogne of Action (IPoA) for the Least Developed Caiag for
the Decade 2011-2020. “The overarching goal of Bregramme of Action for the decade 2011-2020 is to
overcome the structural challenges faced by thetldaveloped countries in order to eradicate pgyerthieve
internationally agreed development goals and enapéduation from the least developed country catggo
(paragraph 27). The Programme of Action also setsambitious goal of “enabling half the number ofdé
developed countries to meet the criteria for graaumaby 2020.” (paragraph 28):

The Istanbul Programme of Action is based on commaiits, accountability and partnership between least
developed countries and their development parttepursue or undertake action toward fulfilmenttloé above-
described goal. This implies supportive and intéegapolicies in a wide range of relevant economsiagial and
environmental areas. The IPoA is the first globadgramme of action for LDCs containing a full-fleztlychapter

on "graduation and smooth transition" (chapter Mh, addition to a specific objective regarding guation
prospects (paragraph 28).

The LDC category was initially established in 196% the General Assembly. Since that time, the bllgy

criteria for LDCs which consist of Gross nationatome (GNI) per capita; a human assets index (HAhd an
economic vulnerability index (EVI) have been peigally refined by Committee for Development Polig@DP).
The indicators used to assess the criteria to iflerdountries belonging to the LDC category refleat
measurement of long-term structural weaknesses. Sdtected indicators are sufficiently stable ovienet to
minimize the likelihood of easy reversibility ofasus from LDC to non-LDC and vice versa owing t@matic
fluctuations in any single criterion.

With the establishment of graduation rules in 198dditional principles were adopted to ensure tiraduation
takes place only after a country’s development pee$s have significantly improved and the graduatedntry
can sustain its development path. There is, theeefan intentional asymmetry between the inclusamd
graduation criteria, which can be summarized al®fod (based on CDP Handbook):

- Thresholds for graduation are established atghdri level than those for inclusion;

- In order to be eligible for graduation, a countnust cease to meet not just one, but two out ef ttiree
inclusion criterid;

plenary meeting

1 |f the criteria were applied symmetrically, ceasiio meet one single criterion would be enoughadaountry to
be considered eligible for graduation.



- Eligibility for inclusion is ascertained once, efeas eligibility for graduation has to be obsenwmer two
consecutive triennial reviews;

- Inclusion requires approval from the country cemed, whereas graduation does not.

The main benefitsreceived by LDCs

The implementation of the special support meastioed DCs differs among the various development pars,
including bilateral donors and multilateral orgaatipns.

Official Development Aid: Support measures in the area of bilateral devalp financing, technical cooperation
and other forms of assistance usually involve vetduy commitments made by donor countries. The tagje
providing 0.15 per cent of GNP as official develogmh assistance (ODA) to LDCs as a group, has oabnbmet
by 9 OECD-DAC donors by 2009. The higher threshold.2 per cent has only been met by 7 donors and o
average OECD members provided 0.10 % of GNI to LIXC2009 up from 0.05 during 1999. However, there a
no targets for individual.

Market access: LDCs exports benefit from a number of preferentimding schemes such as the European
Union’s Everything But Arms (EBA) initiative, whicprovides duty-free quota-free (DFQF) market acdesall
products from all LDCs. The EU has also recentlyabBshed more favourable rules of origin for LD@Gsing
trade preferences as compared to other developmgntcies. Most other developed countries also atcor
preferential treatment for products originating frd_DCs but with some products exempted. Other ativies
include the United States’ AGOA for most Africanurdries. In addition, a number of developing coiggrsuch

as China, India Brazil and Turkey have startedrimvige preferential treatment to products from LDCs

Special and differential treatment related to World Trade Organization obligations: LDCs that are members of
the WTO may benefit from special treatment withpest to WTO obligations safeguarding the interedteDCs
including through increased flexibility for LDCs mules and disciplines governing trade measuresetttension
of longer transitional periods to LDCs, and thepston of technical assistance. LDCs should alsodfié from
differential treatment with respect to WTO accessio

Support measures related to capacity-building: The Enhanced Integrated framework (EIF) was desigto assist
the LDCs in developing the necessary capacitieshin area of trade, including improving upon theipgly
response to trade opportunities and better intaggahemselves into the multilateral trading systéfarious UN
departments and agencies also provide capacitydimgjlactivities for LDCs.

Specific measures by the UN system: Several organizations of the United Nations systgve particular attention
to the development challenges of LDCs through dpeadly targeted technical cooperation programmers by
earmarking a proportion of their budgets for LDT#&is share has increased over the past decadeawithmber
of agencies providing more than half of their exgi¢ures for programmes in LDCs. Thus 5 LDCs are agthe
top 10 recipients of UN development support (se@6A79—-E/2011/107).

In addition, the United Nations provides financmlpport for the participation of representativesL&fCs in
annual sessions of the General Assembly. Likewiseimber of United Nations organizations and conimtg
have established voluntary financial mechanismsfuad the participation of LDCs in their processes.
Furthermore LDC contributions to the regular budgéthe United Nations are capped at 0.01 per adrthe
total United Nations budgéx.

The appraisal of these support measures beforedaridg the Istanbul Conference has led to the assioh that
while support measures had been stepped up in warégeas their impact on socioeconomic developnient

2This cap is applied regardless of their natiomabime or other factors determining a Member Stae&essment rate. A
minimum contribution of 0.001 per cent is, howewequired. Every LDC is also entitled to a 90 pentdiscount in their
contributions to peacekeeping operations.



LDCs has been limited and varies considerably bynty. Thus the implications of losing access to @D
specific support measures after graduation nedibtassessed for each country.

The graduation process

According to General Assembly Resolution 59/20% firocess before an LDC actually graduates fromlidte
takes at least six years. With regard to meetirggdtiteria for graduation, each LDC is considergdiee CDP in
its triennial review8 and only after a country has been found eligifiolegraduation in two consecutive reviews
the CDP may recommend the country for graduatioitsimeport to ECOSOC. After a country has metchéeria
for graduation for the first time, UNCTAD prepargsinerability profile and DESA prepares ex-ante auop
assessment report on the identified country.

A country is only recommended for graduation attegs second review when the two Reports for thoaentiees
deemed eligible for graduation, indicate that thé@velopment prospects are sustainable. The Ecanamd
Social Council, in turn, takes action on the recoemaiation of the Committee for Development Policytatffirst
substantive session transmit its decision to the@e®al Assembly and the General Assembly takes nbtthe
recommendation. A country graduates from the li§tL®Cs three years after the GA takes note of the
recommendations of the CDP. During this three-yearod, the country remains on the list of leastaleped
countries and will maintain the advantages assediatith membership on that list. The smooth traasiperiod
only starts after the actual graduation of the ¢oun

Graduation from the LDC status represents the agment of a major milestone for LDCs, including rficant
progress towards reaching at least some of theield@ment goals as reflected in increased per aapitome
and human capacities. In four decades of LDC hystonly three countries have graduated from LDCiusa
namely, Botswana (1994), Cape Verde (2007), anddMebk (2011). Samoa has been recommended for
graduation and is anticipated to graduate fromddutegory in 2014.

While graduated countries lose access to the sigesifpport measures for LDCs, graduation also comigk
new opportunities and potentials. Thus incentivegtaduate need to be strengthened. Graduated ri@sintill
continue to have access to general support measareieveloping countries to move further towardstainable
development and attaining the MDGs for example. alkidition, middle-income country status confers the
advantage of better access to international capitakets. It is also associated with a more favblergerception

of the business environment conducive to increge@dhte investment, particularly FDI. In case thaduating
country is relatively large, the new middle-incono®untry could provide a gateway for investment in
neighbouring countries and thus acting as a catdétysgrowth, employment creation and poverty retitue in the
region.

Existing provisions for the smooth transition of graduating LDCs

To ensure that the graduation from the list of tedsveloped countries should not result in a disp of
development plans, programmes and projects, GeAassgmbly resolution 59/209 stresses the need &maoth
transition for graduating countries. In the samsotation the guidelines for the preparation of thmooth
transition strategy and graduation from the LDCegatry are outlined. Among other provisions, theokeson
specifically invitesthe Government of the country to be graduated ftbm category to establish a consultative
mechanism, in cooperation with its trading and teital and multilateral development partners, toilfeate the
preparation of a transition strategy to adjust he fphasing out of the advantages associated wihLibC

3 The next triennial review is scheduled for 2012.
4 Equatorial Guinea has also been recommended f&augition but as of now the GA has not taken notéhefendorsement by
ECOSOC.



category and the identification of associated ardioUNCTAD has been supporting countries earmaried
graduation toward the formulation and adoption afnaooth transition strategy by analyzing the extentvhich
retaining LDC treatment is deemed vital for the tionation of development progress, on a sector-dgtes or
product-by-product basis.

Resolution 59/209 also invites the country, onceyriaduates from the category, to closely monitoithvthe
support of the consultative mechanism, the impletagon of the transition strategy and to keep tleer8tary-
General informed on a regular basis. The resolutigges development partners to support the impleatem of
the transition strategy and to avoid abrupt disias to the assistance provided to the countrydifig partners
are invited to continue to extend trade preferenmeso phase them out in a gradual manner. It ats@ted all
WTO members to consider extending to a graduatehiry, as appropriate, the existing special andedéntial
treatment and exemptions available to LDCs for dqukappropriate to the development situation.

As mandated by resolution 59/209, and reiterated régolution A/65/L.66/Rev.1 the CDP monitors the
development progress of graduated LDCs as a conguiewf its triennial review of the list of the LD€&tegory.
At the upcoming 2012 triennial review, and as ddwal up to the Istanbul Conference, the Committealso
undertaking a review and assessment of the cuprettices and provisions associated with the sménatisition
process so as to identify and propose possiblered@@ctions to further strengthen existing mecsiasi

The recently graduated countries expressed thageras that the existing smooth transition stratesg/not been
working in practice for the reason that there icammon understanding of what it means, and thene iclear idea of
who is responsible for it. The smooth transitiaatgtgy also lacks any concrete legislative mandatgiidelines for the
development partners to continue their supportdmetlopment assistance to the graduated countathier leaves the
responsibility to the graduated country to negetiaith their development partners to ensure that ld@nefits and
privileges were not abruptly discontinued. The gatdd countries have also expressed their frusirdtiat they had
received little support from UN or other internai@ organizations either in terms of capacity-tuitg advice or in terms
of other important and concrete issues.

While expressing their appreciation to the develepimpartners for extension of some of the LDC biaebd the
graduated country, graduated countries expressad ¢hncerns that these measures were taken od-ho@
rather than a systematic manner and the benefite geanted by some partners and not by all.

Further more, since the Istanbul Programme of Attias set an ambitious goal of enabling half thenlner of
least developed countries to meet the criteriagf@duation by 2020, smooth transition process tloeeeneeds to
be strengthened in such as way that it extendsisesef assurance to the graduating countries ttegt will not
abruptly be thrown out from all the benefits thegre entitled as being LDCs.

It is therefore strongly felt by many, both LDCsdatteir development partners that the existing psscshould
be strengthened so that future graduating countvidnot face the immense challenges and uncetisgnwhich
the recently graduated countries have faced Itss anportant to clarify what precisely graduati@md who is

responsible for what.

During a side event to the Second Committee ofethitn session of the United Nations General Assermbly
Enhanced International Support and Smooth TransibibLDCs towards Graduation” organised by OHRLLS,
concrete smooth transition measures, which hava gegnted to graduated LDCs, were discussed. Timetede
the extension of DFQF market access through EBAtoge additional years after graduation by the EU.
Likewise the Board of the Enhanced Integrated Fraork has decided to extend access to the progratome
graduated countries by three years. A possiblenskoa for a longer period of time of these kindimifiatives
might be considered on a case by case basis bgdhed. In June 2011 resolution A/65/L.66/Rev.lided to



extend the travel related support, within existiegources, to graduated LDCs for a period approptiathe
development situation of the country and for a maxin of three years (OP 4).

Mandate for the establishment of a working group on smooth transition

The Istanbul Declaration recognizes “that the gegohn process of least developed countries shoelddupled
with an appropriate package of incentives and supmeasures so that the development process afrideuated
country will not be jeopardized.” (Istanbul Decltdom, paragraph 14) Member States agreed “to warkttee
development and implementation of smooth transitstrategies for graduating and graduated least |dped
countries.” (Istanbul Declaration, paragraph 14)

The IPOA, building on General assembly resoluti®2®9, states that “the measures and benefits egedcwith
the least developed country membership status nedse phased out consistent with their smooth items
strategy, taking into account each country’s paittc development situation.” (IPoA, paragraph 141{ further
elaborates that “it is crucial for graduating caied to take the lead in the development of smdodimsition
strategies with the support of their development amading partners. Development and trading pasner
including the United Nations system, should con¢ita support the implementation of the transititnategy and
avoid any abrupt reductions in financial and techhiassistance and should consider extending tpaelierences
to the graduated country, on a bilateral basisPo@, paragraph 142). To further study and strengtte smooth
transition process the IPoA invited the Generalexsbly to establish an ad hoc working group (IPoArggraph
143).

Objectives of the Working Group

The general objective of the ad hoc working grohpud be to strengthen the smooth transition preaesl to
facilitate the widest possible consensus betweaduygting or graduated countries and their develayimpartners
to provide additional reassurance for LDCs thayth&l not fall back in their development process.

In order to prepare a smooth transition strategwmalysis of what measures will not be availablg bbmger and
what the likely impact of this will be, needs to barried out in a country-specific manner. Thus therking
group should look at the process that leads to smomnsition for graduating countries in generatl anake
recommendations how all stakeholders can contrilatenaking this process more effective and to pdong
additional incentives for graduation. The role b&tworking group could also be to offer recommerudet on
how to support graduating countries' efforts taefively tap into the benefits associated with thew status.

The working group could also make proposals on howetain the special support measures for a gradiuaDC
for a longer period of time in order to avoid nagatimpact from abrupt end of preferential treatinaocorded
to the least developed countries Most importanthe proposal would ensure smooth transition fordgeding
countries, since the risk that international assise would drop significantly after graduation wable reduced.

Specific objectives of the deliberations of the kiog group could be to:

- Review the existing smooth transition strateggluding the concessions and measures that have dreened
by the development partners to graduating or gresthaountries;

- Analyse the potential impacts of losing acces& B specific support measures by graduating coubtith in
terms of benefits and obligations

- Assess the challenges faced by LDCs and develaprpartners, including international organisatioms,
negotiating and implementing smooth transition nueas, including the determination of the smootmsition
period;



- Provide recommendations on how the incentivesviged by smooth transition strategies and their
implementation could be improved,;

Make specific recommendations on the continuatiéroenefits in some of critical areas by all devetemt
partners for the graduating countries and phasimgmt out in a gradual manner consistent with coestri
development situations and needs in a structureahera

Organisation

The working group should be established by the @G®En&ssembly under the auspices of the Presidentef
General Assembly, who might consider designating teo-facilitators, one from an LDC and one from a
development partner. The core of the working greuilh consist of LDCs, key development partners aallvas
other developing and key countries, with equitagd®graphical balance. In view of the open-endednmneaof the
group, other interested Member States should atstigipate in the deliberations of the Working Gpoto make
substantive contributions. The active participatiof countries which graduated recently or whiclvéhdeen
recommended for graduation will be crucial to shtreir experiences with the negotiation of smoatnsition
strategies.

The working group may hold an organisational megtio discuss its work programme. The working graup
hold as many meetings as deemed necessary by tfi@citibators. The working group should also draw a
number of experts, including from the UN systeme WTO and other financial and development instdng as
well as academia. These experts will be invitedntmke presentations for the benefit of members efwiorking
group. The working group should also draw on refgu@&ference documents, for example reports andicients
prepared by UN-DESA, CDP and UNCTAD. The workinggp should prepare recommendations on improving
the smooth transition process to thé"&ession of the General Assembly with a view tdiapa new resolution
on the topic.
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