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Ex-ante impact assessment - Tuvalu
2012 triennial review update
November 2011

Abstract

This impact assessment considers the likely impéajraduation on Tuvalu from the list of the least
developed countries (LDCs). A recommendation talgagion is to be considered by the Committee for
Development Policy (CDP) at its triennial reviewtb& LDC in 2012 and implemented in accordance with
current graduation procedures adopted by the Ecmnamd Social Council. This report updates the
previous assessment conducted for the 2009 trieregew and examines the implications of possible
changes in international support measures, inctuttade preference and official development agsista
(ODA), as a result of graduation of the countrynirthe LDC category. It argues that the impact of
eventual loss of preferential market access dud)® status on Tuvalu's exports would be limited dae
the country’s underdeveloped export sector. Orother hand, Tuvalu depends heavily on ODA and could
be exposed to risks associated with the possitdactsn of ODA. However, consultations with the
country’s major donors have suggested that mobilateral and multilateral donors’ ODA flows willoh

be affected by Tuvalu’'s graduation. At the sameetigraduation may lead to the loss of access awa f
LDC-specific funds and/or reduced access to commeaisfinancing where LDC status is binding. In, all
the impact of graduation on the support extendeddwelopment and trading partner seems to be limite
Nevertheless, and regardless of its LDC statuss itritical that the international donor community
continues to provide the country with financial aadhnical support in particular to reduce Tuvahigh
vulnerability to the adverse impact of climate ofpan

1. Background

This report updates information available in th®2@x-ante impact assessment which
was prepared by the Department of Economic andaSdtifairs (DESA) for the
Committee for Development Policy (CDPJs its predecessor, this report examines the
likely consequences of graduation from the Leastelped Country (LDC) category for
Tuvalu.

The Committee found Tuvalu eligible for graduatimn the first time in 2006 when it

established that Tuvalu met two criteria for gradra gross national income (GNI) per
capita and the human asset index (HAI). Of the tresreviewed, while the country

was among those with the highest levels of HAI, dluvhad the highest score on the
economic vulnerability index (EVI).

! See DESA/CDP Secretari@ix-ante impact assessment of likely consequences of graduation of Tuvalu
fromthe least developed country category, February 2009 available at
http://www.un.org/en/development/desa/policy/cdpiidc _impact_assessment.shtml



In the 2009 review of the list of LDCs, the CDP sumiered that the country met the
graduation requirements for the second consectitive. The country’s per capita GNI
was $2,544 in 2005-2007, well above the graduatiweshold ($1,086). The HAI was
also above the graduation threshold level. Tuvhls tfulfiled two of the criteria as

required for graduation. However, in view of thesufficiently developed productive

capacity, the CDP questioned the sustainabilitthefcountry’s level of income and did
not recommend Tuvalu for graduation at the 2008V

This ex-ante impact assessment report focuseseolikgly consequences of graduation
for the country’s economic growth and developmemi an potential risk factors, or
gains that countries may face after graduatingnétlyses and assesses information from
several sources including the country’s main ddfidevelopment partners, multilateral
organizations and trading partners.

In September 2011, the country’s development pestnere approached by DESA for
an input to the impact assessment. Donors wereddskeheir views with respect to the
likely treatment they would extend to Tuvalu, inrfpaular, concerning the continuation
of development aid, technical cooperation and trapdeferences if the country’s

graduation were confirmed at the review in 2012 andlemented by 2015. As of 10

November 2011 DESA had received responses frorktnepean Union, France, Japan,
New Zealand, and the United States.

The first draft of the 2012 impact assessment ofalluwas finalized and circulated to
the country in November 2011. According to estdlgles procedures, the country, if it so
wishes, can make an oral presentation on its vaawshe possibility of graduation at the
expert group meeting of the CDP on 16-17 Januad22@hich will take place in
preparation for the triennial review in March 2012.

2. M ethodology

Methodological considerations underlying the exeanimpact assessment were
established in the 2009 report and will be follovhede?

The LDCs derive special support measures both fiteendonor community, including
bilateral donors and multilateral organizations,vesl as from the special treatment
accorded to them by trading partners and certairtilataral and regional trade
agreements. These measures fall into three maias:aiaternational trade; official
development assistance, including development ¢imgnand technical cooperation; and
other forms of assistance. Currently, the majopsupmeasures extended owing to LDC
status vary among development partners and ardymesdted to trade preferences and
the volume of official development assistance (OPA)

2 DESA/CDP (2009), op. cit.
% For more information, see United Nations (200&n#book on the Least Developed Country Category,
available at http://www.un.org/en/development/destcy/cdp/cdp_publications_archive.shtml



It is important to emphasize that the analysis iedrrin this report involves the
identification of support measures that are madailave to the country concerned
exclusivelyon the basis of its LDC status alone. Some of those measures can be easily
identified, for instance, the preferential marketess granted to LDCs, such as in the
‘Everything but Arms (EBA)’ and other similar iratiives, or the support provided by the
United Nations in terms of caps to budget contrdyutand participation at various
international meetings.

However, in some other instances, it is not posdibimake a distinction between LDC
specific measures and “regular” development asgistaFor example, it is difficult to
specify LDC-specific ODA flows. Hence, this repavill identify major bilateral and
multilateral donors and briefly provide an overvie their development assistance
strategies vis-a-vis Tuvalu. Then the report walcds on the main areas where donor
assistance is received and highlight those thdtideei potentially affected.

3. Support measures and special treatment related to trade

Due to Tuvalu's LDC status, its exports can recesmecial treatment including
preferential and duty-free rates. In 1968, the éthiNations Conference on Trade and
Development (UNCTAD) recommended the creation af theneralized System of
Preferences (GSP). Under this system, selectedugi®doriginating in developing
countries would be granted zero or reduced taafés instead of the Most-Favoured-
Nation (MFN) rates of duty, and wider product cags and deeper tariff cuts for LDCs.
In 1971, the contracting parties to the Generale&grent on Tariffs and Trade (GATT)
granted a temporary waiver from Article 1 of the T3Awhich prohibits discrimination,
in order to allow preferential treatment to expdrtam developing countries. In 1979,
GATT contracting parties adopted the decision ornffédential and More Favourable
Treatment, Reciprocity and Fuller ParticipationDeveloping Countries” (the so-called
Enabling Clause), which allows developed membergyite differential and more
favourable treatment to developing countfids.this regard, several developed countries
established special programmes for LDCs withinrti&sPs. The EU’s ‘Everything but
Arms’ Initiative which was launched in 2001 is aean point.

Independent of its LDC status, Tuvalu can accesketgmon a preferential basis due to
its participation in bilateral and regional freade agreements (FTA). Tuvalu is one of
the Forum Island Countries signatories to the SoRé#cific Regional Trade and
Economic Cooperation Agreement (SPARTECA), whicHoved duty free and
unrestricted or concessional access for most ptedonarkets in Australia and New
Zealand. Tuvalu also participates in the Pacifianids Trade Agreement (PICTA) which

* For more information, see United Nations (20®&ndbook on the Least Developed Country Category:;
World Trade Organization (2007), Market Access Fayducts And Services of Export Interest to Least
Developed Countries (WT/COMTD/LDC/W/41) availablehttp://www.mdg-
trade.org/WTCOMTDLDCW41_english.pdf



grants benefits to signatory countries not assediatith LDC status. PICTA was
signed in 2003 by 12 of the countries of the Paddland Forum (Australia and New
Zealand excluded) and aims to reduce tariffs ondgommnports from Pacific island
countries to zero by 2021.

Main export products

The exports of goods generate little foreign cuwyesarnings for the country. According
to the International Monetary Fund (IMF), the valoieTuvalu’s merchandise exports
was estimated between Au$400,000 and Au$ 600,009ga& from 2004 to 2009, which

corresponds to less than 2 per cent of GDP—ondefidwest export to GDP ratios

among the Pacific island economfespart from fish resources, Tuvalu has limited
natural resources and a small and poor quality &ed. Additionally, data on the total
value of exports are not reliable or easily avddab

Possible impact of lossin preferences

Tuvalu’s main sources of foreign exchange come fifshing license fees paid by
foreign fishing fleets, the “.tv” internet domairame lease, remittances, ODA and
income received from the Tuvalu Trust Fund (TTF)iakhwas established in 1987 by
donor countries (see Figure 1).

Figure 1 Tuvalu: Foreign exchange earnings, 2@@10 (millions of Australian dollars)
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Source: IMF (2011), Tuvalu: 2010 Article IV Congtlon.

® Integrated Framework (2011), Tuvalu DiagnosticdEréntegration Study: 2010 Report, available at
http://www.enhancedif.org/documents/DTIS%20engli2idtocuments/english/Tuvalu%20DTIS%20Repo
rt%202010.pdf

® IMF (2010), Tuvalu: Calculation of Quota; IntegrdtFramework (2011), Tuvalu Diagnostic Trade
Integration Study: 2010 Report. Trade data vargsgthe sources, but in general the total value of
Tuvalu’s export is very small. UNCTAD data indicdbe value of Tuvalu’'s export at about Au$700,000
on average per year during the period 2005-2008 \.8¢CTADstat online database.



Due to the limited productive capacity and insuéit development of the export sector,
Tuvalu has not been able to take advantage ofnergtfal access arrangements.

In this regard, should the country develop someodxgapacity in the future, exports to
Australia and New Zealand would receive preferérttigatment despite the possible
graduation from LDC category as exports would etttese markets duty free owing to
Tuvalu’s membership in SPARTECA. Tuvalu can alsgage in trade with neighbouring
island countries under PICTA. But trade creatiodamPICTA is likely to be minimal
due to the low level of intra-regional trade ancklaf capacity of the island countries for
effective implementation of the agreemént.

LDCs are also granted differential and special ttneat related to World Trade
Organization (WTO) disciplines which is additioreadd beyond the special treatment
accorded to developing countrféSuvalu is not a member of the WTO, and thus the
country does not benefit from the special constitama for LDCs. Should Tuvalu join
the WTO in the future, it can still benefit fromeferential treatment being extended to
developing countries.

Capacity building in trade

Tuvalu’'s LDC status allows access to the Enhancgdgtated Framework (EIF) to
receive financial and technical assistance on r@mgowbstacles to trade development.
Under the EIF, Tier 1 funds can be used to fundpiteparation of DTIS and provide
operational support to National Implementation &nifier 2 funds will be available to
finance priority small-scale projects to build vade-related and supply-side capacities.

Tuvalu joined the EIF in 2007 and undertook prepana for a Diagnostic Trade

Integration Study (DTIS) in 2010. The 2010 DTISweg that Tuvalu has little choice but
to be more proactive in identifying new sourcesecbnomic growth, which means
mainstreaming trade policy into the overall develept strategy and devoting more
resources to trade-related initiatives, particylan the area of services. The EIF can
make a useful contribution in this area, primarihrough capacity-building in the

Department of Trad®.

As of October 2011, documents for EIF Tier 1 fumgdare being finalised and the Tier 1
projects are likely to be scheduled to start in20he projects also include an activity to
formulate Tier 2 proposals and Tuvalu will seekrTi funding for projects to be
implemented by the end of 2012.

Possible impact of graduation on capacity building in trade

"IF (2011), op cit

8 See for more information, the UN LDC informatioorgl. http://www.un.org/ldcportal
°IF (2011), op cit.

9 The information is based on a communication resmbivom EIF and UNDP.



Graduation of Tuvalu from the LDC category will nmtmediately affect the current
programme in effect or under consideration, becdhsegraduation will take place in
2015 at earliest. Additionally, the EIF adoptedbsith transition provisions in July 2010
for countries leaving the LDC category. Accordingly graduating EIF country has
access to full EIF benefits for three years andadditional two years subject to
justification and approval by the EIF Board.

Specialized training and technical assistance adetrwill continue to be provided to
Tuvalu under the framework of the Aid-for-Tradethé country graduates from the LDC
category. Aid-for-Trade is available to all devétapcountrie$” According to the WTO,
the total Aid-for-Trade amounted to $12 billion fobCs, and to $20.8 billion for other
developing countries in 2009 (commitments in 2008stant price}>

4. Official Development Assistance

The Istanbul Programme of Action for the Least Deped Countries for the Decade
2011-2020 was adopted by the Fourth UN Conferenci® Least Developed Countries
in 2011. At Istanbul, the international communigreed to implement actions to enhance
the resources for LDCs and reaffirmed donors’ comm@ants in meeting established
ODA targets by 2015. Donors also agreed to revigwheir ODA commitments for
further enhancing resources to LDCs after 2015.aAsLDC, Tuvalu will potentially
benefit from the priority being assigned to thisgy of countries?

ODA flows to Tuvalu are considerable: on averadee tountry’'s ODA/GNI ratio
reached 36 per cent over the period 2007-2009.|Tiueaeived $17.8 million as ODA in
2009 (see Annex table ) Tuvalu’s donors have been involved in the Govemise
Development Partners Agreement (DPA) which aimsngtoving aid coordination and
effectiveness and ensuring support for the implaatemn of Tuvalu’'s national
development strategy “TeKakeega 11" (2005-2015)e Elrategy focuses on eight priority
areas: good governance; economic growth and statsbcial development; outer island
development; employment and private sector devedopm human resource
development; development of supportive infrastrieeand utilities; and natural resource
management for agriculture, fisheries, tourism, dhe environment. However, the
Government has insufficient fiscal capacity to futsdnational development strategy and
heavily replies on development partners for develept assistance.

Bilateral Flows

1 F (2011), op cit.

12\WTO (2011), Aid-for-Trade and LDCs, available at
http://www.wto.org/english/tratop_e/devel_e/a4tiddrade_e.htm

B WTO (2011), Aid for Trade At a Glance 2011: ShoyvResults, available at
http://www.wto.org/english/res_e/booksp_e/a4tll 28t notes_e.pdf

14 United Nations (2011), Programme of Action for tleast Developed Countries for

the Decade 2011-2020 (A/CONF.219/3), availabletatMdc4istanbul.org/uploads/IPoA.pdf
!> The ODA/GNI ratio excludes aid flows from Taiwarovince of China.



Australia, Japan and New Zealand are Tuvalu’s mijateral donors during the period
2005-2009 (see Annex table 1). Taiwan Province lwh& is also an important bilateral
donor. As described below, most bilateral donorehdevelopment assistance plans and
strategies in place which seem to have been establiregardless of Tuvalu’s status as
an LDC. Generally, the bilateral assistance app¢arde guided by humanitarian,
economic or political considerations.

Overall, bilateral ODA has been allocated on gonent and civil society support (23

per cent of the total ODA receipts), transportataom storage (17 per cent), education
(16 per cent), energy (14 per cent), and commaaldy(13 per cent) during the period

2005-2009 (Annex table 2). Annex table 3 providagadn ODA receipts of Tuvalu by

sector and main donors (excluding Taiwan Provirfaglona).

Japan

Japan is Tuvalu’s largest donor, contributing $8illion in 2009 (58 per cent of the total

ODA to Tuvalu, excluding Taiwan Province of Chindpanese ODA to Tuvalu focuses
on projects in the fisheries sector. The Japanebg@ragram has also been active in
supporting projects that are of indirect value tbe tourism sector. Support to the
improvement of the Tuvalu National Council of WoriserCraft Centre and to the

construction of the inter-island vessels are casepoint.’® Annex table 3 presents

Japan’s ODA disbursements by sector.

The Government of Japan indicated that Tuvalu'slgation from the LDC category will
not have immediate impacts on the level of develemnaid and technical co-operation
of Japan. However, special treatment such as csioted interest rates available for
LDCs on the funds provided though International Ylewans, would no longer be
accessible for Tuvalu if the country graduates. Goeernment of Japan also remarked
that there is no recent project utilizing such Bamnce all the projects in Tuvalu are
funded by grant or technical assistahce.

Australia

Australia is Tuvalu’'s second largest OECD donorhwat total aid allocation of $4.6
million in 2009 (see Annex table 1). Australia’sl dias been directed mainly toward
supporting the government and civil society, healtid water sectors. The total ODA
from Australia to Tuvalu for 2011-2012 is anticipatto be around $9.9 million and will
focus on addressing the implications of climatengfga government budget support,
gender balance, and work force improvemé&htFor the detailed breakdown of
Australia’s ODA to Tuvalu, see Annex table 3.

%1F (2011) op cit.

7 etter from the Permanent Mission of Japan, dag@®ctober 2011, in response to inquiry by DESA
concerning support measures provided to countiiestified for graduation.

18 AusAid, Country programs, available at http://wawsaid.gov.au/country/country.cfm?Countryld=22



The Government of Australia had previously indidate the Secretariat that LDC status
in itself did not determine Australia’s ODA alloaat. Therefore, Tuvalu’s graduation is

not likely to alter the level of development assiste and technical cooperation provided
by Australia™®

New Zealand

At 52 per cent of total ODA flows, New Zealand'ssistéance to Tuvalu was heavily
concentrated in the education sector in 2009. TH®/2011 allocation of New Zealand’s
aid to Tuvalu is $3.5 million. The New Zealand pidgramme supports the priorities set
out in TeKakeega Il and focuses on three core afe@scial management, outer island
development, and workforce skills developm&hSee Annex table 3 for a detailed
breakdown of New Zealand’s ODA by sector.

Graduation from the LDC category may not impactNew Zealand’s ODA policies to
the country. The Government of New Zealand confarieat Tuvalu’'s graduation would
not influence New Zealand’'s policy stance vis-a-Wiee country as development
assistance will continue to be determined by a tiigol agreement based on New
Zealand'’s aid priorities and partner country’s refed

Taiwan, Province of China

Data on Taiwan Province of China’s assistance aterecorded by OECD and are
difficult to obtain. There are indications that Wan Province of China’s assistance
accounts for a significant share of the total aaste to Tuvalu, with a particularly active
role in the area of agricultural developmé&nficcording to the data provided to the
Asian Development Bank (ADB) by the Government afvdlu, ODA grants from
Taiwan amounted to about 13 per cent of the tatakgiment budget and about 20 per
cent of the grant component of the government regein 2009 It is unlikely that
Taiwanese assistance will be affected by a changevalu’s status as an LDC.

Multilateral Flows

European Union

19 United Nations (2011), Bilateral Official Developmt Assistance (ODA) Survey on LDC-specific
International Support Measures, Australia, SumniRegults, available at
http://webapps01.un.org/ldcportal/c/document_liptget file?uuid=01101fc4-41ba-4d89-a602-
e6f0d18e93d3&groupld=10136

2 New Zealand Ministry of Foreign Affairs and Tradég Program on Tuvalu, available at
http://www.aid.govt.nz/programmes/c-tuvalu.html

2 etter from Permanent Mission of New Zealand ® N, dated 28 October 2011, in response to inquiry
by DESA concerning support measures provided tofigs identified for graduation.

%2 |F (2011) op cit.

3 Calculations are based on data received from B.A
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Development cooperation between Tuvalu and theg&ao Union has steadily increased
since the Lomé Agreement (1975) and, subsequentlg, Cotonou Partnership
Agreement (2000) between African, Caribbean andififaéACP) countries and
European Union member States. Sustainable managemeatural resources has been a
key element in EU’s development agenda for TuvReliable provision of water and
sanitation, waste management, costal protectiosgster preparedness and renewable
energy are important issues for Tuvalu-EU develagmaeoperation. The priority area of
co-operation under the 10th European Development REDF) is water and sanitation,
including waste management and renewable energy.ELlmopean Commission’s total
allocation for Tuvalu under 10th EDF funding (20B8t3) amounts to €5.4 million of
which €4.4 million are earmarked for the priorityctor. Additional assistance will be
provided for programmes in support of non-stateracand trade-related issifés.

The EU indicated to the CDP Secretariat that theeld be no change regarding current
programmes under fOEDF. A change in the country’'s LDC status mightvéna
consequences under™LEDF (2014-2020), but in view of Tuvalu being a #nsland
state, and the disadvantages this entails, the HEuldvexpect to have special
consideration and discussion on the next programmyele®

United Nations Framework Convention on Climate GeaUNFCCC)

Under the United Nations Framework Convention omm@&te Change (UNFCCC),
financing sources have been created to addresspdwal needs of developing countries
in the area of climate change mitigation and adegta Among others, the Global
Environment Facility (GEF) Trust Fund was made afienal in 1994° In 2001, the
parties to the UNFCCC established the Least Deeelopountries Fund (LDCF) to
support LDCs in carrying out the preparation anglementation of national adaptation
programmes of action (NAPAS). The Special Climate Change Fund (SCCF) was
established in 2004 to finance activities, prograansl measures relating to climate
change?® The Adaptation Fund, made operational in 2009, been established by the
parties to the Kyoto Protocol of the UNFCCC to fina concrete adaptation projects and
programmes in developing countri&Among these funds, the LDCF is available
exclusively for LDCs, while the GEF Trust Fund, S€@nd Adaptation Fund are
available for all developing countries.

% Tuvalu and European Commission (2007), Countrgit8gy Paper for Tuvalu (2008-2013), available at
http://ec.europa.eu/development/icenter/reposisoarined_tv_cspl0_en.pdf?CFID=160883&CFTOKEN=
66219861&jsessionid=24309d464799196e8774

% Letter from European Union Delegation to the Uhltedi 8 November 2011, in response to inquiry by
DESA concerning support measures provided to caiglentified for graduation.

6 The GEF Trust fund has received a total of $15/#®n during its five replenishments. See
http://www.thegef.org/gef/trust_funds

" The voluntary contributions of about $180 millibave been made for the LDCF. See
http://unfccc.int/cooperation_support/least_devetbprountries_portal/ldc_fund/items/4723.php

% As of 2011, the GEF has received voluntary contiitns of about $120 million for the SCCF. See
http://go.worldbank.org/4ABAWXIM100

29 As of 2011, total amount deposited to the Adaptafund is $249.86 million. See
http://www.adaptation-fund.org/about
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Most recently, parties adopted the Cancun Adaptdtimmework (CAF) as the outcome
of the conference of the parties (COP) meetingand@in, Mexico, in 2010. At Cancun,
parties affirmed that adaptation must be addresgdd the same level of priority as
mitigation. The Cancun Adaptation Framework compdsiare likely to come in force in

2012, pending a successful conclusion of the COP inl7December 2011. Its

implementation cluster includes a process to enbbIEs Parties—building upon their
experience with the NAPAs—to formulate and impletmeational adaptation plans
(NAPs). The NAP process is designed to addressunmednd long term concerns which
are not taken over in NAPAs (immediate needs).

The Cancun Agreements also established the Greaemat€l Fund, which will support
projects, programmes, policies and other activiledeveloping countries using thematic
windows. Both mitigation and adaptation will be eocad. The Fund is expected to be
fully operational several years from now. In geheal developing countries will be
eligible to access funds, which will channel a #igant share of new multilateral
funding for adaptation. The Cancun Agreement ntitasfor adaptation funding, priority
will be given to the most vulnerable developing minies, such as LDCs, small island
developing States (SIDS) and Africa. Hence prioigyto be given on the basis of
vulnerability, and it is unclear whether a possigitaduation would affect eligibility or
allocation of funding under the Green climate Fimthe future®

Tuvalu has prepared a NAPA in 2007. The LDCF haspsued the country with
US$200,000 on the NAPA preparation. Currently, Tunva implementing a $3 million
project on increasing resilience of coastal argab @mmunity settlements to climate
change, supported also by LDEF.

It is uncertain at this stage how much access Tuwaluld have to the LDC-specific
funds, if the country graduates from the LDC catggdhe current practice is that
project proposals funded by LDC-specific resourads continue to completion, even
though a country may have graduated while the projas still being processed or
implemented. But this might be the case for a Bahihumber of projects. For instance,
Cape Verde graduated in 2007 and is implementingA&®2A project funded with
resources from the LDC Fund. Cape Verde, howeveuldvnot be able to access
funding and support for the NAP process which isigieed for LDCS? Should Tuvalu
graduate, new projects may not be eligible to beléa by LDCF but the country remains
eligible to access funds available at other finag&ources, such as the GEF Trust Fund,
SCCF and the Adaptation Fund.

Multilateral Development Banks and Internationaldcial Institutions

World Bank

% UNFCCC. See
http://unfccc.int/cooperation_and_support/finanaméchanism/green_climate_fund/items/5869.php
31 GEF Project Details, available at http://www.gdfiom.org/projectDetailsSQL.cfm?projlD=3694

%2 The information is based on a communication resstivom UNFCCC.
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Tuvalu became the 187th member of the World Bank0d0. The World Bank is
currently in the process of formalizing the couigtrgccess to International Development
Association (IDA) resources which is the World Bankoncessional financing arm for
the poorest countries. The review process has heeessary since Tuvalu's GNI per
capita (Atlas method) is $3,700 in 2010, a levat #ignificantly exceeds the current IDA
threshold for inclusion of $1,175.

IDA financing for Tuvalu is being sought under tmall island economy exception -- a
provision that acknowledges that despite the mughen income level, small island

economies share many of the same characteristitts langer low income countries,

including severe capacity constraints, high ecowmomulnerability, and so on. The

proposal under consideration is that Tuvalu wildaccess to IDA16 resources totaling
SDR3.3m (US$5 million equivalent) on 100% grantrter The World Bank is currently

working on the outline of the Country Assistanceatgy laying out the program for the
country over the medium-term. The main focus migkt on budget support, and
investment operation to help bring Tuvalu’'s aviatiofrastructure up to international

safety standard¥.

The World Bank’s operations in Tuvalu will not biéeated if Tuvalu graduates to non-
LDC status. The determination on IDA eligibility]lacation amount, and terms are
factors that are evaluated on an annual basisr@naoa contingent on LDC stattis.

International Monetary Fund (IMF)

Before joining the IMF, Tuvalu was already benefitifrom technical assistance
provided by the Pacific Financial Technical Assis&a Centre (PFTAC), which is
operated by the IMF, in a number of areas: taxcgaiind administration (2007, 2008,
and 2010); financial sector supervision (2008); @athnce of payments and national
accounts statistics (2006, 2009, and 2630).

Tuvalu became a member of the IMF in 2010. The @p&rawing Rights quota is 1.80
million. An Article IV mission was conducted in 20]ointly with the World Bank, and
the Debt Sustainability Analysis is in progress.

There are no LDC-specific financing modalities #afale in the IMF. Thus regardless of

its LDC status, as a member of IMF, Tuvalu will baaccess to the organization’s
financing and expertise when necessary.

Asian Development Bank (ADB)

33 World Bank (2011) IDA Allocation, available http://go.worldbank.org/F5531ZQHTThe information
is also based on a communication received fronWbdd Bank.

34 The information is based on a communication resmkivom the World Bank.

% IMF (2011) Tuvalu: 2010 Article IV Consultation.
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Since the country joined ADB in 1993, the Bank pesvided Tuvalu with two loans and
one grant totaling $11.06 million from the Asianv@®pment Fund (ADF) and 21
technical assistance programs with the total budfei5.91 million. The ADB’s most

recent activities in Tuvalu include a grant of $Brillion and two technical assistance
projects ($1.13 million) in 2008. In recent yeatise ADB'’s operational strategy for
Tuvalu has focused on improving governance and @oan management, as well as
providing skills development to enhance employmepportunities. Improvement of
services on the outer islands, where most of ther @md vulnerable groups are
concentrated, has also been undertdRken.

The LDC status is not the primary considerationdetermining a country’s access to the
ADF which is the ADB’s main source of concessionkyding. ADF eligibility takes
into consideration, per capita GNI, access to peivapital, and the level of development
of institutions Additionally, the ADB classifies countries-- forettpurposes of access to
different financing modalities -- based on theskriof future debt distress, and general
credit worthiness criterid’ Currently, Tuvalu is classified by the ADB as auoty at
high risk of debt distress. This suggests that highly unlikely that Tuvalu’s eligibility
for the ADF grants would change if it were remo¥exn the LDC list®®

Other forms of international support measures

Contributions to the budget of the United Nations

All Member States have to contribute to the UN fagiudget. Assessments to the
budget are established on the basis of gross mé&tinoome and other considerations,
such as debt-burden adjustment. Contributions by.[2G@ are capped at 0.01 per cent
(ceiling) of the total UN budget, regardless of twuntry’s national income or other
factors. A minimum contribution of 0.001 per cefibdr) is, however, required for all
Member States. For 2011, Member States at the {@O01 per cent) were assessed at
$23,487 for the regular UN budg8t.

Tuvalu is assessed at the minimum rate of 0.001ceet for the 2011 budgé!.
Assuming that the assessment methodology remattsanged, Tuvalu is very likely to
remain close to the minimum assessment rate ofl(p@d cent, far below the maximum
rate of 0.01 per cent for LDCs. Since the maximwseasment rate of 0.01 per cent for
LDCs is not applied to Tuvalu, the graduation wilit affect Tuvalu’s contribution to the
UN regular budget.

% ADB (2011) Tuvalu: Country Profile; IMF (2011) Tab: Article IV Consultation.

3" ADB (2009) the 2008 Review of the Graduation Bglavailable at
http://www.adb.org/Documents/Policies/Graduatioadlyration-policy.asp

3 The information is based on a communication resbivom ADB.

39 United Nations (2011), Report of the CommitteeGamtributions (A/66/11), available at http://dacses
dds-ny.un.org/doc/UNDOC/GEN/N11/408/12/PDF/N11408#i#?OpenElement

%0 United Nations (2010), Assessment of Member Stategributions to the United Nations regular
budget for the year 2011 (ST/ADM/SER.B/824), aVa#aat
http://www.un.org/ga/search/view_doc.asp?symbolABM/SER.B/824
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United Nations peacekeeping budget contributions

Contributions to the UN peace keeping budget asedban gross national income and
other considerations, such as the LDC status. Tugaincluded in the J level group of
countries which consists of the LDCs, receivingOap@r cent discount on its regular
budget assessment of 0.001 per é&thould Tuvalu graduate from the LDC category, it
will be included in the | level which consists bktnon-LDCs with GNI per capita below
US$6,708 (2010-2012) threshold, receiving 80 pet déescount rate. The ten percentage
point margin of the discount rates would transtatan extra contribution of the amount
of $7,060, calculated from the total peacekeepindglet of $7.06 billion for the fiscal
year, 1 July 2011-30 June 20%2.

Attendance to UN General Assembly meetings

The United Nations offers air tickets for up toefivepresentatives of each Member State
designated as a LDC to attend the regular sessiotie General Assembfyj.If Tuvalu
were to graduate from the LDC list, this benefituiebbe extended, if requested, within
existing resources of UN, to Tuvalu for a periograpriate to the development situation
of the country and to a maximum of three yérs.

The potential graduation of Tuvalu may not impagtits eligibility for most of the UN
related travel benefits, because, as a small islewveloping state (SIDS), Tuvalu would
continue to access to benefits made available gfiroroluntary trust funds to assist
LDCs, SIDS and landlocked developing States, &ndtimeetings of the UN consultative
process” The UNFCCC trust fund also facilitates the papation of LDCs and SIDS in
the Convention process.

Possible impact of graduation on ODA

Regardless of whether Tuvalu graduates, the couetnains highly vulnerable to abrupt
changes in aid flows. As seen above, developmehisaa critical source of income for

“1 United Nations (2009), Implementation of Generasémbly resolutions 55/235 and 55/236 (A/64/220),
available at http://www.un.org/ga/search/view_dspZsymbol=A/64/220

“2 United Nations (2011), Approved resources for pkaeping operations for the

period from 1 July 2011 to 30 June 2012 (A/C.5/68%/available at
http://www.un.org/ga/search/view_doc.asp?symbol=B/€5/19

*3 United Nations (1991), Rules governing paymeritafel expenses and subsistence allowances in
respect of members of organs or subsidiary orgatieedJnited Nations (ST/SGB/107/Rev.6), availadie
http://documents-dds-ny.un.org/doc/UNDOC/GEN/NS0/2Q/img/NS000021.pdf?OpenElement

“4 United Nations (2011), Implementing the smoothsition strategy for countries

graduating from the list of least developed coast{iA/65/L.66/Rev.1), available at
http://www.un.org/en/development/desa/policy/cdp/aets_dec/a65_166revl.pdf

4> Codex Alimentarius Commission and Convention afl@jical Diversity are the examples of such
meetings.
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the country. Reductions in development assistamom fmajor donors may have a
significant effect on government revenues (seer€i@) and could impact on the country
negatively, particularly on those sectors receivielgtively large amounts of ODA such
as education and health (see Annex table 2). Acogried the ADB and IMF, Tuvalu’s
fiscal performance has worsened significantly inl@Omainly due to poor fiscal
management, weak demand for services provides &arees, which has resulted in a
steady decline in remittanc&sDistributions from the Tuvalu Trust Fund (TTF) avet
anticipated to contribute significantly to the gowaent budget in the next few yeéfs.
The income flows generated from the internet donfesse are not likely to be sustained,
as the value of the “.tv’ domain name may diminisier time with emergence of more
generic internet domain namé¥.Given this fiscal situation, many of the public
investment projects and the provision of basic isessrmight be negatively affected if
there are abrupt changes in ODA flows following tleentry’s graduation.

Figure 2 Tuvalu Government Revenues (2004-2008)
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Source: Asian Development Bank (2011) Outlook 201ddate
Note: Nontax revenue includes interests and didderGrants includes distribution from Tuvalu Trust
Funds.

“S ADB (2011) Outlook 2011 Update; IMF (2011) Tuval@10 Article IV Consultation.

*"The TTF was signed in 1987 by Australia, New Zed)auvalu, and the United Kingdom as original
parties, and Japan and Republic of Korea joinednitiative afterwards. When the market value @& th
TTF exceeds its targeted value, the surplus isiloiged to be used by the Government to fund recirr
budget expenditures, development projects and @stments in the fund. In recent years, however, no
distributions from the TTF have been made, becthesglobal financial crisis and the weak recovefry o
the global economy have reduced the market valtleeof TF. See IMF (2011), Tuvalu: 2010 Article IV
consultation.

*8 The Government of Tuvalu has a contract on domaine lease with Verisign, a company in USA, until
2016. The company pays $2-3 million per year todluyrom 2003 and 2010. In recent years, more
general top level domain names, such as “.biz’useum”, “.travel”, etc., are allowed to be registerand
they are likely to reduce demand for the limitedntwer of premium domain names, including “.tv". See
Internet Corporation for Assigned Names and NumfB€&raNN) http://www.icann.org/en/tlds/Asia Pulse
(2010), Tuvalu's Dot-Tv Domain Code to Diminishvalue.
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Several of the country’s main bilateral donors hawdicated to the Secretariat that a
change in Tuvalu’s LDC status would not affect thevel of assistance to the country. In
fact, development assistance strategies do not sedma associated with the country’s
LDC status. Instead, donors appear to be guidgzbbtfcal and economic considerations
in determining their aid priorities for Tuvalu.

At the multilateral level, it is not clear how Tuu&s graduation would affect access to
development finance. While the country may not ble o access to some LDC-specific
financing sources, the overall impact will dependiwe availability of alternative sources
of financing which, although not providing exclusiaccess, entail much larger sums of
funding. For instance, Tuvalu access to EIF fundinldj be phased out but the country
still has access to a much larger pool of resowoder Aid-for-Trade. Similarly, Tuvalu
would not have access to LDCF (for new projectsj,voould retain access to GEF Trust
Fund, SSCF and Adaptation Fund which are availtlall developing countries.

Tuvalu’s eligibility for concessional lending by ttilateral development banks and
international financial institutions is not liketg be affected by the country’s graduation
from the LDC category. For example, it is highlylikaly that Tuvalu’s eligibility for the
ADF grants of the ADB would change, because ofcthentry’s high risk of debt distress.
The IDA allocation of the World Bank and the intemtion of IMF are not influenced by
a change in the country’s LDC status.

Tuvalu, with other island countries in the Pacifegion, is experiencing disruptive
consequences of global climate change, includingeased frequency and severity of
coastal erosion, floods, drought, storm surgegjrgtaovater degradation, saline intrusion,
coral bleaching, more widespread and frequent oeoues of vector-borne diseases, and
periods of exceptionally high sea levels. Thesaale change impacts will increase over
time and are likely to threaten food security adl.WeGiven Tuvalu’s high vulnerability
to climate change, continuous support in this areeof critical importance.

5. Conclusions

On the basis of available information, the gradwratf Tuvalu from the LDC category is
unlikely to have a large negative impact on thentigts development achievements as
far as the withdrawal dfDC-specific support measures are concer ned.

With respect to trade, the possible graduationwfalu from the LDC category does not
appear to be a concern for the country’s limitedanandise exports. Preferential market
access enabled by the country’s participationee trade agreements will continue to be
in effect because these advantages are not contingd.DC status.

Most of the current support with respect to ODAIVikely remain unaffected by the
country’s graduation from the LDC category. Repl®s major donor countries and
organizations suggest that a vast majority of TugalODDA flows from bilateral and

9 ADB (2011), Food Security and Climate Change i Racific: Rethinking the Options.

17



multilateral donors will not be affected by a chanm the country’s LDC status.
Financial assistance and technical support by tB8,Athe IMF, and the World Bank
would not be influenced by the possible graduation.

Graduation may have some negative impact on thetoos access to LDC specific
financing, such as some concessional flows avalabtclusively for LDCs made
available by some donor countries (e.g., Japan) sorde multilateral LDC-specific
funding (EIF, climate change), which will be phdseut after graduation takes place.
Currently Tuvalu has a few development projectsfiact or in process of being financed
by such funds. The overall impact of graduationpooject finance in certain specific
areas (trade capacity building and climate chamiggptation) is thus contingent on how
easy access to alternative —and often larger--cesuof finance will be. Many of the
multilateral financing sources for climate changéated programs and trade capacity
building projects will be unaffected, as the acdeshose funds is not associated with the
LDC category.

The most immediate and measurable impact of Tusajtaduation would be limited to
the loss of LDC-related travel support for Gen&asembly sessions (to be phased out
over the period up to three years after graduaaod)a slight increase in the contribution
to the UN peacekeeping budget.

It is worth emphasizing that the Istanbul Progranohéction for LDCs calls upon the
international community to avoid any abrupt redmesi in financial and technical
assistance and should consider extending traderprefes to the graduated country on a
bilateral basis. The measures and benefits assdcwith the LDC membership status
need to be phased out consistent with their smivatisition strategy, taking into account
each country’s particular development situati®hn the case of Tuvalu, any abrupt
reduction in development assistance is likely teeha significant effect on the economy
and on the delivery of social services, given itighhdependency on ODA and high
vulnerability to climate change. Regardless oflL¥C status, reducing vulnerability to
natural shocks will be a key issue of the econameielopment of Tuvalu. Accordingly,
it is critical that development partners continaestipport the country in addressing its
developmental challenges.

*0 United Nations (2011), Programme of Action for theast Developed Countries for the Decade 2011-
2020 (A/CONF.219/3).
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Annex table 1. Tuvalu: Composition and distributiohODA flows by donors, 2005-2009.

(gross disbursements)

Million US$ (current)

Percentage in total

2005 2006 2007 2008 2009 | 2005 2006 2007 2008 2009
A. Bilateral DAC donors
1. Grants
Australia 2.91 3 354 427 458 49 24 39 29 31
Canada 0.2 0O 034 002 0.12 3 0 4 0 1
France 0.07 0 0 0 0 1 0 0 0 0
Greece 0.04 0.01 0.04 0 0 1 0 0 0 0
Japan 1.04 828 294 576 858 18 65 33 39 58
Republic of Korea 0.04 0 0 0.2 0.1 1 0 0 1 1
New Zealand 163 141 216 449 132 27 11 24 30 9
Switzerland 0 0 0 0 0.06 0 0 0 0 0
United States 0 0 0 0 0.01 0 0 0 0 0
Total bilateral DAC grants 593 127 9.02 14.74 14.77 100 100 100 100 100
2. Total DAC non-grants 0 0 0 0 0 0 0 0 0 0
Total (A.1 + A.2) 593 127 9.02 14.74 14.77 100 100 100 100 100
B. Multilateral donors
1. Multilateral Grants
AsDF 0 0 0O 009 161 0 0 0 9 54
EU Institutions 205 131 141 032 041 63 50 52 31 14
GEF 0.22 0 0 0 0.5 7 0 0 0 17
UNTA 0.09 015 0.19 0.03 0.03 3 6 7 3 1
Total multilateral grants 236 1.46 16 044 255 72 55 59 42 86
2. Total multilateral non-
grants 091 118 1.12 0.6 0.43 28 45 41 58 14
Total (B.1 + B.2) 327 264 272 104 2.98 100 100 100 100 100
ODA total | 9.2 1534 11.74 16.36 17.76

Source: OECD (2011) OECD.StatExtracts online da@aba
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Annex table 2. Tuvalu: Total receipts of ODA byteec2005-2009 (gross disbursements
in current US$ million)

2005 2006 2007 2008 2009 Average

|. SOCIAL INFRASTRUCTURE & SERVICES 435 470 6.07 6.42 340 4.99
I.1. Education 312 191 257 111 0.89 1.92
I.2. Health 022 012 004 014 043 0.19
I.3. Population Pol./Progr. & Reproductive

Health 0.18 0 0 0 0 0.04
I.4. Water Supply & Sanitation 0 0 0 0 031 0.06
I.5. Government & Civil Society 070 262 344 515 173 2.73
I.6. Other Social Infrastructure & Services 013 004 001 0.02 0.03 0.05
II. ECONOMIC INFRASTRUCTURE AND

SERVICES 058 682 254 403 6.10 4.01
II.1. Transport & Storage 0.03 026 043 386 581 2.08
I1.2. Communications 003 001 001 014 0.19 0.08
I1.3. Energy 050 655 1.07 0.03 0.01 1.63
I1.4. Banking & Financial Services 0.01 0 1.03 0 0.08 0.22
II.5. Business & Other Services 0 0 0 0 0.02 0
Ill. PRODUCTION SECTORS 034 046 040 040 043 0.41
IIl.1. Agriculture, Forestry, Fishing 031 037 039 039 034 0.36
lll.1.a. Agriculture 0.01 0 0 0.01 0 0
I1l.1.b. Forestry 0 0 0 0 0 0
Ill.1.c. Fishing 030 037 039 038 034 0.36
I11.2. Industry, Mining, Construction 0 0.07 0 0 0 0.01
lll.2.a. Industry 0 0.07 0 0 0 0.01
I11.2.b. Mineral Resources & Mining 0 0 0 0 0 0
Ill.2.c. Construction 0 0 0 0 0 0
Ill.3.a. Trade Policies & Regulations 0.03 002 0.01 0.01 0.09 0.03
111.3.b. Tourism 0 0 0 0 0 0
IV. MULTISECTOR / CROSS-CUTTING 051 149 073 060 0.74 0.81

V. TOTAL SECTOR ALLOCABLE (I+l1+111+IV) 578 1346 9.73 1145 10.67 10.22

VI. COMMODITY AID / GENERAL PROG.
ASS. 056 025 0.17 313 381 1.58

VIIl. HUMANITARIAN AID 0 0 0 0.07 0.56 0.13
VIIl.1. Emergency Response 0 0 0 0 0.8 0.04
VIII.2. Reconstruction Relief & Rehabilitation 0 0 0 0 0 0
VIII.3. Disaster Prevention & Preparedness 0 0 0 0.07 0.38 0.09

Source: OECD (2011) OECD.StatExtracts online da@aba

20



Annex table 3. Tuvalu: receipts of ODA by sectod anain bilateral and multilateral
donors, 2009 (gross disbursements).

Australia Japan New Zealand
US$ Us$ Us$
million % | million % | million %
|. SOCIAL INFRASTRUCTURE & SERVICES 219 479 0.26 3.1 0.87 65.8
I.1. Education 0.20 4.3 0 0.1 069 521
I.2. Health 0.39 8.5 0 0 04 3.1
I.3. Population Pol./Progr. & Reproductive
Health 0 0 0 0 0 0
I.4. Water Supply & Sanitation 0.29 6.3 02 0.2 0 0
I.5. Government & Civil Society 1.31 287 0.21 2.5 0.14 10.6
I.6. Other Social Infrastructure & Services 0 0 03 0.4 0 0
IIl. ECONOMIC INFRASTRUCTURE AND
SERVICES 0 0 577 68.1 0.31 235
II.1. Transport & Storage 0 0 558 65.8 0.23 17.7
I1.2. Communications 0 0 0.19 2.2 0 0
11.3. Energy 0 0 0 0 0 0
I1.4. Banking & Financial Services 0 0 0 0 08 5.8
II.5. Business & Other Services 0 0 0 0 0 0
Ill. PRODUCTION SECTORS 0 0.1 0.30 3.6 0 0
lIl.1. Agriculture, Forestry, Fishing 0 0.1 0.27 3.2 0 0
lll.1.a. Agriculture 0 0 0 0 0 0
I1l.1.b. Forestry 0 0 0 0 0 0
Ill.1.c. Fishing 0 0.1 0.27 3.2 0 0
I11.2. Industry, Mining, Construction 0 0 0 0 0 0
lll.2.a. Industry 0 0 0 0 0 0
I11.2.b. Mineral Resources & Mining 0 0 0 0 0 0
Ill.2.c. Construction 0 0 0 0 0 0
Ill.3.a. Trade Policies & Regulations 0 0 03 0.4 0 0
111.3.b. Tourism 0 0 0 0 0 0
IV. MULTISECTOR / CROSS-CUTTING 054 117 0 0 0.14 10.7
V. TOTAL SECTOR ALLOCABLE (I+11+1lI+IV) 273 59.7 6.33 747 1.32 100
VI. COMMODITY AID / GENERAL PROG.
ASS. 1.67 364 214 253 0 0
VIIl. HUMANITARIAN AID 0.18 3.9 0 0 0 0
VIIIl.1. Emergency Response 0.18 3.9 0 0 0 0
VII1.2. Reconstruction Relief & Rehabilitation 0 0 0 0 0 0
VIII.3. Disaster Prevention & Preparedness 0 0 0 0 0 0
Total 4.58 100 8.47 100 1.32 100

Source: OECD (2011) OECD.StatExtracts online daaba
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