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FOREWORD
Asia’s landlocked developing countries face distinct development challenges and 
policy needs, amply highlighted by the Vienna Programme of Action for Landlocked 
Developing Countries, 2014-2024. The Vienna Programme of Action’s priorities concern 
fundamental transit policy issues, infrastructure development and maintenance, 
international trade and trade facilitation, regional integration and cooperation, 
structural economic transformation and means of implementation. The Outcome 
Document of the Euro-Asian Regional Midterm Review of the Vienna Programme of 
Action, which took place on 11-12 February 2019 at the United Nations Economic and 
Social Commission for Asia and the Pacific, showed that progress has been made 
towards implementing the priorities of the Programme. However, it also pointed to 
the remaining gaps, highlighting important shortcomings such as slow structural 
economic transformation towards higher value-added sectors. 

Hongjoo Hahm
Deputy Executive Secretary
ESCAP
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This report demonstrates the importance of structural transformation in reducing poverty. It emphasizes 
relevance of structural transformation to Asia’s landlocked developing countries, particularly, landlocked least 
developed countries whose economies are still dominated by the agrarian sector, and in which many people 
live below the poverty line of $3.20 a day. Slow structural transformation and insufficient poverty reduction 
hamper efforts to achieve the 2030 Agenda for Sustainable Development and should therefore be addressed.

To accelerate structural transformation, Asia’s landlocked developing countries must focus on economic 
diversification and reduce their dependency on extractive industries, including through foreign direct 
investment and mitigation of the consequences of premature de-industrialization. Both priorities require 
active policies to incentivize the development of manufacturing and high-productivity services as well as the 
creation of linkages through integrating the private sector into regional value chains. Establishing special 
economic zones in line with national development strategies should be considered, in order to attract foreign 
direct investment and build a manufacturing base that absorbs labour from the agricultural sector. Rural 
development is vital; agriculture employs a significant share of the labour force, especially in landlocked least 
developed countries. Labour markets should allow workers to move from low- to high-productivity activities, 
as this promotes investing in human capital and helps reduce poverty. 

Landlocked least developed countries also require extra support in financing their development. Given the 
lack of financial resources and the particular structural impediments that these economies face, they need 
additional capacity to mobilize financial resources, both internal and external, in order to embark on an effective 
trajectory of structural transformation to reduce poverty and pursue sustainable development.      

This report, Asia’s Landlocked Developing Countries: Structural Transformation, Poverty Reduction and 
Financing for Development, discusses these topics and provides pertinent policy recommendations. The aim 
of the study is to help address policy gaps and development challenges of landlocked developing countries, 
including landlocked least developed countries, and to support the implementation of the Vienna Programme 
of Action. 



EXECUTIVE SUMMARY
A. Structural transformation and poverty 

reduction

There are 12 landlocked developing countries 
(LLDCs) in the Asia-Pacific region – Afghanistan, 
Armenia, Azerbaijan, Bhutan, Kazakhstan, 
Kyrgyzstan, the Lao People’s Democratic Republic, 
Mongolia, Nepal, Tajikistan, Turkmenistan and 
Uzbekistan. Four of these are also classified as 
least developed countries (LDCs) – Afghanistan, 
Bhutan, the Lao People’s Democratic Republic, 
and Nepal. Overall, Asia’s LLDCs have made 
major development gains in recent decades. High 
economic growth in many of those countries has 
been accompanied by significant improvements 
across a range of development indicators. However, 
despite this progress, income poverty continues 
to persist, especially in the landlocked least 
developed countries and is usually concentrated in 
rural areas. 

The region’s landlocked developing countries are 
a heterogenous group that vary significantly in 
economic size, population size and geographic 
features. Notwithstanding their differences, these 
economies face deep structural impediments 
in their pursuit of sustainable development. 
Based upon employment shares in agriculture, 
industry and services, most of these countries 
are “structurally developing”, where the share of 
employment in services is highest, followed by 
agriculture and industry. The landlocked LDCs 
continue to be “structurally underdeveloped”, as 
the share of employment in agriculture is higher 
than in industry and services.

Unfortunately for an effective structural 
transformation aimed at poverty reduction, 
Asia’s LLDCs’ share of employment in industry, 
particularly in manufacturing, have stagnated 
or even regressed (“de-industrialization”), while 
the share of services in output has increased 
significantly.  This suggests that many countries 
are bypassing the dynamism of the manufacturing 

sector, which is a cause for concern and needs the 
attention of policymakers, as the manufacturing 
sector is fundamental to capital accumulation, 
technological progress and job creation. This 
is particularly true for landlocked LDCs where 
large proportions of the labour force are currently 
employed in the agriculture sector, but which 
could potentially be absorbed in manufacturing. 
Moreover, highest productivity growth has often 
been in the extractive industries sector, which 
tends to be capital intensive, yet bears only limited 
potential for employment and has only weak 
backward and forward linkages with the rest of the 
economy. Spillovers from growth in the extractive 
sector to the rest of the economy tend therefore to 
be limited. Moreover, greater activity in this sector 
often goes hand-in-hand with significant negative 
environmental effects.

In theory, structural transformation plays an 
important role in reducing poverty as it generally 
leads to increases in productivity and output, 
and raises incomes of workers. It also indirectly 
reduces poverty as higher levels of income tend 
to increase demand for goods and services, which 
in turn creates additional employment within and 
across sectors. In practice, however, the response 
of poverty to structural transformation depends 
on several factors and conditions. These include 
workers’ or firms’ abilities to absorb new technology 
as well as adapt to changes in the availability of 
natural resources or changes in input prices of 
materials and primary factors. Other pertinent 
factors include the distribution of ownership 
of capital, the extent of backward and forward 
linkages among sectors of production, and access 
to markets as well as rural-urban connectedness, 
to name just a few. For example, shifts towards 
capital intensive extractive industries in many 
Asia’s LLDCs have resulted in higher average 
economic growth. This has, however, been at 
the cost of lower long-term growth in other more 
labour-intensive sectors. The cost has also 
come in the form of pollution, greenhouse gas 

iv



emissions, groundwater scarcity and biodiversity 
loss in the absence of appropriate environmental 
management policies. These environmental and 
potential health consequences disproportionally 
affect the poor and the vulnerable due to their 
greater exposure to environmental pollutants 
and limited capacity to cope with them. It has 
therefore limited the potential impact of structural 
transformation on income poverty reduction. 

What matters for poverty alleviation, in the context 
of structural transformation, is a reallocation 
of production factors that involves productivity 
growth of labour-intensive sectors. This is because 
labour tends to be the primary input of the poor to 
production processes. In addition, creating more 
jobs in more productive sectors with higher wages 
will have a more significant impact on poverty 
reduction than creating jobs in low productivity, 
low wage sectors. Sustaining poverty reduction in 
the long term requires that sustainable agricultural 
transformation is complemented by dynamism 
in other sectors, particularly in manufacturing 
but also in high value-added services where the 
synergic effects of new technological advances 
are higher than in agriculture. One way to facilitate 
this transformation is to strengthen backward 
and forward linkages from existing domestic 
productive capacities. This entails creating linkages 
between existing primary production, including 
agriculture and mining, and the manufacturing of 
export products in order to increase intersectoral 
spillovers through input demand.

B. Financing for structural transformation

Structural transformation in the four Asian 
landlocked last developed countries – Afghanistan, 
Bhutan, the Lao People’s Democratic Republic 
and Nepal – is characterised by a declining 
contribution of agriculture, both in terms of 
output (GDP) and employment, and a declining 
share of manufacturing to GDP (except for 
Bhutan). Accompanied by an increasing share 
of employment in industry in all countries except 

for Afghanistan, this indicates a decline in 
relative productivity in the manufacturing sector. 
Structural transformation is further characterised 
by a stable or increasing trend of the service 
sector’s contribution to output and employment. 
As a result, in recent years, in terms of sectoral 
output, Afghanistan, Nepal and the Lao People’s 
Democratic Republic have experienced the 
process of de-agriculturalization as well as de-
industrialization. Productivity in the agriculture 
sector has been on a consistently declining trend, 
implying that the decline in output shares has been 
more rapid than the decline in employment shares. 
This is worrying as it implies that poverty in the 
rural sector may not be decreasing as rapidly as 
needed.

As far as financial resource mobilization is 
concerned, among the four landlocked LDCs, Bhutan 
and Nepal have been able to raise more government 
revenue and tax revenue (as percentage of GDP) 
than the Lao People’s Democratic Republic and 
Afghanistan. Tax revenue increased significantly 
in Nepal from 13.4 per cent in 2010 to 21 per cent 
in 2017. Moreover, the savings rates in Bhutan and 
Nepal are higher than the average figure for lower-
middle income countries, whereas in Afghanistan 
and the Lao People’s Democratic Republic they are 
significantly lower. 

The data for savings (as percentage of GNI) and 
investment (as percentage of GDP) allow for 
the following observations: (a) in Afghanistan, 
investment is generally financed by domestic 
savings, with the large inflow of aid having mainly 
been for humanitarian purposes; (b) in Bhutan, 
external finance plays a significant role as the 
domestic investment ratio is consistently higher 
than the domestic saving ratio. Given very low 
inflows of foreign direct investment, external 
finance has come from multilateral development 
banks and bilateral lending sources; (c) Nepal has 
not been able to fully use its available domestic 
finance for investment as the domestic saving 
ratio is consistently higher than the domestic 
investment ratio.
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Overall, the inflow of foreign direct investment (FDI) 
has been limited in the landlocked LDCs, with the 
exception of the Lao People’s Democratic Republic. 
However, FDI contribution to the Lao People’s 
Democratic Republic’s structural transformation 
is also insignificant, as it focuses on the resource 
sector. Moreover, in the long term, this trend could 
be counterproductive, as this capital-intensive 
sector is unlikely to contribute to the overall change 
of the economic structure. 

Attracting foreign investors could take place 
through financial markets. However, only Nepal has 
a relatively robust and functioning stock exchange 
with equity capitalization in excess of US$12 billion. 
The shares of official development assistance 
(ODA) as a percentage of GDP and as a percentage 
of government expenditure have been declining 
in Afghanistan, Bhutan and the Lao People’s 
Democratic Republic, and have remained relatively 
stable in Nepal, reflecting general declining global 
trends. As a result, greater attention needs to be 
paid to South-South cooperation. Due to their 
geographic proximity, Asia’s landlocked LDCs 
have a strong potential to leverage South-South 
cooperation in the region.

Financing rural modernization is critical for 
advancing structural transformation and poverty 
reduction in landlocked LDCs. It needs to target (a) 
farmers and small agricultural entrepreneurs; (b) 
actors along the value chain; (c) rural infrastructure; 
and (d) research and development (R&D). 
However, there are several related challenges. 
First, transaction costs in rural areas are higher 
than in urban areas, due to a more dispersed 
population with poor infrastructure; second, there 
is a prevailing reluctance of financial institutions to 
provide lending due to the risk factors inherent in 
agriculture; third, the financial sector may not be 
sufficiently sophisticated in some landlocked LDCs; 
fourth, financial providers often face difficulties in 
assessing credit suitability due to lack of records 
and statistics on farming in developing countries. 

Structural transformation to reduce poverty 
cannot be sustained without attempting to build 

a robust domestic private sector, and productive 
employment-creating micro, small and medium-
sized enterprises (MSMEs). MSMEs constitute 
the largest number of companies in any country 
and play a fundamental role in the creation of 
employment, the development of skills and the 
diffusion of technological knowledge. The lack of 
access to credit for expanding their activities that 
MSMEs face in Asia’s landlocked LDCs may be 
addressed, in some cases, through remittances. 
There is a growing literature which suggests 
that if an enabling institutional environment and 
favourable conditions are created, remittances 
can play an important role in the establishing a 
domestic business base. This is happening in 
South Asia, including in Nepal.

C. Policy recommendations

Asia’s landlocked developing countries are a 
diverse group. Therefore, any discussion on 
policy options for effectively managing structural 
transformation to reduce poverty needs to reflect 
this diversity.  

The two main policy targets of landlocked 
developing countries concern (a) economic 
diversification to reduce dependence on extractive 
industries, together with the related policy of 
strategizing FDI that prioritizes manufacturing and 
value addition, and (b) preventing and mitigating 
consequences of premature de-industrialization, 
even a “primitivisation” of the industrial base. 
The latter is particularly important for States in 
transition from the economic model based on 
central planning to a market-based one. For these 
countries, restructuring “socialist” industries is of 
paramount importance. Economic diversification 
away from extractive industries and mitigating 
“primitivisation” of the industrial base requires 
an active State policy aimed at incentivizing 
development of the manufacturing sector and 
productive services. This policy needs to facilitate 
the domestic business sector’s development and 
its engagement with the regional value chains 
as well as to increase access to global markets. 
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Moreover, in resource-rich landlocked developing 
countries, environmental degradation caused by 
extractive industries must be addressed through 
effective State policies.

As far as landlocked least developed countries are 
concerned, FDI plays a crucial developmental role. 
The emphasis should be on improving productive 
capacities and facilitating business for the private 
sector. Special economic zones are an effective 
strategy for attracting FDI to desired industrial 
sectors and for speeding up development.

Rural modernization is of particular importance for 
Asia’s landlocked LDCs where agriculture employs 
a significant share of the labour force. Efforts 
should be made to increase labour productivity in 
agriculture by modernizing the sector. This can be 
achieved through facilitating access to higher-yield 
seeds, commercializing agricultural production, 
mechanizing and using technology, linking 
agricultural production with market opportunities 
through development of the agribusiness sector, 
and creating robust food processing industries 
that are linked to regional and global value chains.

Countries must strive to establish well-functioning 
labour markets with supporting laws for structural 
transformation to translate into poverty reduction. 
In the short term, absorbing labour from agriculture 
requires concerted efforts to improve workers’ 
employability in other sectors by developing their 
skills. At the same time, to climb the value-added 

ladder, the economy will need a critical mass of 
skilled human capital that can apply knowledge 
to productive processes, in order to benefit from 
FDI in the form of knowledge and capacity gains 
that will subsequently allow them to participate in 
global value chains. Improving the business climate 
can foster the development of the private sector, 
thereby potentially attracting foreign companies. 
Minimum wages, unemployment benefits or 
collective bargaining have been identified as 
mechanisms that should be in place to ensure that 
workers’ conditions and jobs are decent, especially 
with regard to protecting vulnerable groups such 
as women and people with disabilities.

The international community must facilitate 
cooperation among landlocked developing 
countries and their respective transit countries, 
through which they can have access to global 
markets. This can promote regional sectoral 
integration for increasing inter-State economic 
interaction by promoting international frameworks 
that establish standards, rules and aims of 
cooperation. For example, the Eurasian Economic 
Union and the Belt and Road Initiative stand out 
as integration initiatives with extensive potential 
to accelerate structural transformation in Asia’s 
landlocked developing countries. This can be 
achieved either through building economic links 
(within, for example, global and regional value 
chains) or facilitating economic interaction with 
other economies in the region (for example, 
through eliminating trade barriers).
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Asia’s landlocked developing countries 
(LLDCs) face various challenges to sustainable 
development. Among them is a limited ability 
to undergo effective structural transformation. 
Structural impediments include high transport 
costs to world markets due to the lack of access 
to the sea, and thus inability to effectively engage 
with the world economy through international 
trade as well as participation in the global and 
regional production value chains. Isolation 
impacts poverty reduction efforts. Although many 
Asia’s LLDCs managed to extensively reduce 
poverty despite these predicaments, some efforts 
are still required, as poverty – particularly among 
Asia’s landlocked least developed countries 
(LDCs) – remains widespread.

The 2030 Agenda for Sustainable Development 
recognizes that structural transformation has an 
essential role to play in reducing multidimensional 
poverty, as envisaged in Goal 1 (End poverty in all 
its forms everywhere). Structural transformation 
is also related to Goal 8 (Promote sustained, 
inclusive and sustainable economic growth, full 
and productive employment and decent work 
for all) and Goal 17 (Strengthen the means 
of implementation and revitalize the global 
partnership for sustainable development).

The main United Nations’ programme of 
action dedicated to landlocked developing 
countries – the Vienna Programme of Action 
for Landlocked Developing Countries 2014-2024 
(A/CONF.225/L.1) – also recognizes the 
importance of structural transformation. It 
acknowledges that “landlocked developing 
countries remain reliant on a few export 
commodities, which often have low value 
addition” and emphasizes that  “it is important 
to undertake measures that could promote 
structural economic transformation capable 

of reducing the negative impact of their 
geographical disadvantages and external shocks, 
creating jobs and ultimately leading to poverty 
eradication and inclusive and sustainable growth 
and development. Increased value addition and 
economic diversification are keys to such structural 
economic transformation. Institutional capacity-
building and human resources development are 
equally important” (para. 59). “In this context, 
it is important to place proper emphasis on the 
development of manufacturing, agriculture and 
the services sector, including finance, information 
and communication technologies and tourism, as 
appropriate to national circumstances” (para. 60). 
Among the objectives of the Vienna Programme 
of Action is “[the promotion of] growth and 
increased participation in global trade, through 
structural transformation related to enhanced 
productive capacity development, value addition, 
diversification and reduction of dependency on 
commodities” (para. 22.e). 

This  report   assesses  the   structural 
transformation in Asia’s landlocked developing 
countries and its role in reducing poverty. It 
identifies the appropriate channels, conditions and 
patterns through which structural transformation 
can reduce poverty. Subsequently, it examines 
the availability of options for financing structural 
transformation. Finally, it provides policy 
recommendations aimed at the acceleration of 
structural transformation and poverty reduction. 
More specifically, Chapter 1 examines structural 
transformation and poverty reduction in Asia’s 
landlocked developing countries. Chapter 2 
analyses the options for financing structural 
transformation in Asia’s landlocked least 
developed countries. Chapter 3 provides relevant 
policy recommendations for more effective 
aligning of structural transformation and poverty 
reduction.

INTRODUCTION

1



2
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CHAPTER I

A. Structural transformation

The term “structural transformation” refers 
to a change in the long-term composition 
and distribution of economic activities. More 
specifically, it is a process of reallocating factors 
of production, both capital and labour, from one 
economic activity to another. While structural 
transformation can technically involve shifts from 
high to low value-added economic activities, it 
typically brings about positive outcomes and can 
be defined effectively as a process of shifting 
from low to high value-added economic activities 
(ESCAP, 2015; UNCTAD, 2016).

Traditionally, structural transformation has broadly 
involved an economy transitioning from agriculture 
to manufacturing and then to services at the macro 
level, as measured by their contribution to GDP 
and the proportion of the workforce employed. 
However, structural transformation also involves 
within-sector upgrading, for example, from low-
tech manufacturing to high-tech manufacturing, 
or from low value-added to high value-added 
services. This takes place as economies diversify 
and the sophistication of production within sectors 
increases. Structural transformation is therefore 
a multidimensional process that involves not 
only the movement/reallocation of factors of 
production across sectors, but also a reallocation 
of resources within sectors such that technologies 
of production change (ESCAP, 2016). 

Structural transformation can generate static 
and dynamic gains. The static gain is the rise in 
economy-wide labour productivity if workers are 
employed in more productive sectors. Dynamic 
gains, which occur over time, result from skills 
upgrading and positive externalities due to 
workers having access to better technologies and 

accumulating capabilities. A successful structural 
transformation process simultaneously generates 
productivity growth within sectors and shifts labour 
from lower to higher productivity sectors – thereby 
creating more jobs that are better remunerated, 
more formal and have higher productivity – in order 
to reduce poverty and inequality (see, for example, 
Kuznets, 1955; and Lewis, 1954).

Asia’s LLDCs are a heterogenous group and 
thus exhibit varying degrees and patterns of 
structural transformation. Based upon the share of 
employment in agriculture, industry and services, 
it is possible to distinguish between structurally 
underdeveloped, developing and developed 
economies (Sen, 2018): 
(a) Structurally underdeveloped economies are 

those where the share of employment in 
agriculture is higher than in industry and 
services;

(b) Structurally developing economies are those 
where the share of employment in services is 
highest, followed by agriculture and industry;

(c) Structurally developed economies are those 
where the share of employment in services is 
highest, followed by industry and agriculture.

Many landlocked developing countries are 
considered to be structurally developing as 
services have emerged as the largest sector in 
terms of employment, while the share of industry 
is still less than that of agriculture (figure 1). 
In Kazakhstan, Turkmenistan and Uzbekistan, 
industry has already surpassed agriculture to 
the extent that these economies are considered 
to be structurally developed. In contrast, all 
four landlocked least developed countries are 
categorized as “structurally underdeveloped”, as 
agriculture still accounts for the largest share of 
employment.

Structural transformation and poverty reduction in Asia’s landlocked 
developing countries
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However, these are also the countries that may 
gain most from structural transformation away 
from agriculture, as illustrated in fi gure 2, which 
captures each country’s position in terms of 
value-added shares, employment shares and 
labour productivity in the agriculture sector. 

Countries in the upper right quadrant have the 
highest potential for reallocation, as employment 
and GDP shares in agriculture are higher than 
average. Labour productivity in the sector is 
also low due to reasons such as low levels of 
 mechanization, fragmented landholding and, more 

Figure 2. Employment shares, gross value-added shares and productivity in agriculture, 2016

Source: ESCAP, based on data from ILOSTAT and UN-AMA (accessed 25 January 2019).

Note: The bubble size represents agricultural output per worker. Gross value-added and employment shares are based on 2016 data. 

Figure 1. Trends in employment shares, 1991 and 2016

Source: ESCAP, based on data from ILOSTAT (accessed 25 January 2019).



5

specifically, a limited integration of factor markets 
between the rural and urban areas (Timmer, 2017).

The slow movement of people out of agriculture, 
on the other hand, may partly be due either to 
the lack of opportunities in other sectors or to 
rigidities in labour transitioning to manufacturing 
and regulations governing use of land (Sen, 2018). 
Nepal, in particular, stands out with an extremely 
high share of employment and the lowest 
labour productivity in agriculture amounting to 
$540 per worker, which is in stark contrast to 
its manufacturing sector where productivity is 
$31,000 per employee. This is further compounded 
by Nepal’s high level of informality, and aptly 
captures the dichotomy between the modern and 
traditional sectors that is a common feature of 
lesser developed economies (Fields, 2007).1 

Generally, an initial shift from agriculture to labour-
intensive manufacturing, and which is consistent 
with an economy’s comparative advantage, 
has characterized successful transformation 
processes in a number of countries in the Asia-
Pacific region. This was evident in the Asian 
economies of Japan, Republic of Korea, Taiwan 
Province of China, Singapore and, more recently, 
China, Malaysia and Thailand. The benefits of 
manufacturing are manifold. It is characterized 
by significant static and dynamic economies of 
scale, and the sector has the highest capacity 
to disseminate productivity improvements to 
the economy as a whole (UNCTAD, 2013).2 
Manufacturing is also fundamental to the labour 
market as jobs in manufacturing tend to be more 
productive than others and better paid, in addition 
to offering better labour conditions. Through its 
spill-over and indirect effects, the productive 
linkages of manufacturing with other sectors lead 
to employment creation (Szirmai and Verspagen, 
2011; UNIDO, 2013).

Yet, in recent years, many economies have seen 
a jump from agriculture to services, thereby 
bypassing the dynamism of the manufacturing 
sector. Consequently, manufacturing employment 

is peaking at lower shares and at lower levels of 
income compared with the past (figure 3).3  In fact, 
as shown in figure 3b, manufacturing employment 
share has been steadily decreasing in a half of 
Asia’s LLDCs in the past 25 years, and currently 
only two countries have a higher share than the 
average for developing economies. As far as 
manufacturing value-added share is concerned, 75 
per cent of Asia’s LLDCs have recorded a decrease, 
and currently only the share in Turkmenistan is 
higher than the average for developing economies. 
Indeed, the fact that no country, with the exception 
of oil-rich economies, has been able to reach high 
income status without the manufacturing sector 
accounting for at least 18 per cent of employment, 
and that only two of Asia’s LLDCs have recently 
surpassed that level, highlights some of the 
concerns related to limited industrialization (ADB, 
2013).4 

The reasons for the limited growth of 
manufacturing are manifold and include, inter 
alia, the increasing adoption of labour-saving 
automation and the reduced policy space in the 
global trading regime compared with the context 
during the East Asian miracle (ESCAP, 2018d; 
Szirmai and Verspagen, 2011). On the other hand, 
a more consequential reason could be the lack of 
or shortcomings in domestic policies to enable and 
incentive structural change. Nevertheless, some 
countries, such as Turkmenistan and Uzbekistan, 
have achieved substantial employment growth in 
manufacturing, with the latter also experiencing 
large increases in value-added shares.  This 
suggests good potential for industrialization if 
pursued coherently (box 1).

To further assess the implications of the trends 
highlighted above, examining the interplay between 
employment and labour productivity is important. 
Figure 4 shows the reallocation of employment to 
the more “modern” sectors in Asia’s LLDCs (McCaig 
and Pavcnick, 2013).5  The change in employment 
share is plotted against initial relative sectorial 
productivity. In essence, a desired outcome would 
be an increase of the employment share in sectors 
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Sources: ESCAP, based on data from ILOSTAT and UN-AMA (accessed 25 January 2019), Groningen Growth and Development Centre (GGDC) (accessed 4 February 
2019). 
Note: Other developing countries include Brunei Darussalam, China, Georgia, Indonesia, India, Islamic Republic of Iran, Republic of Korea, Sri Lanka, Malaysia, Paki-
stan, the Philippines, Russian Federation, Thailand, Turkey and Viet Nam.

B. Manufacturing employment share C. Manufacturing value-added share

Figure 3. De-industrialization in Asian economies
A. De-industrialization

Figure 4. Change in employment and relative productivity, 1991-2001 and 2001-2016

Source: ESCAP, based on data from ILOSTAT and UN-AMA (accessed 25 January 2019).
Note: The bubble size refl ects the employment share of the sector at the start of the period. All fi gures are based on simple averages. 
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where productivity is higher. Visually, a position 
closer to the upper right corner would indicate 
positive contributions to aggregate productivity 
and income. The assessment is split into two 
periods to highlight the negative contributions for 
1991-2001 from the dissolution of the Soviet Union.

In many of Asia’s LLDCs, employment in services 
rose signifi cantly. However, labour productivity 
in services increased only marginally or even 
decreased in some cases (fi gure 5). Such 
negligible productivity growth relative to change 
in the employment share is evident except in the 
case of some outliers such as Armenia. In the 
case of  landlocked LDCs, agriculture has shed 

labour but industry has not been able to absorb 
the resulting rural-urban migration. Indeed, a 
large part of the urban workforce has moved 
into low-productivity informal services, especially 
in the retail and trade sector which is usually 
dominated by small-scale, family-run businesses. 
This is particularly the case for countries such 
as the Lao People’s Democratic Republic.

With a foundational view of the trends in labour 
productivity, income and employment, it is possible 
to assess how these movements contribute to per 
capita output, using a Shapley decomposition. 
This decomposition links per capita output growth 
to several components: (a) labour productivity 

250,000 cars, of which nearly one quarter were 
exported. In 2011, the Tashkent engine plant 
joint venture between the State Auto Company 
and General Motors became operational 
with a capacity of 360,000 engines a year.
The diversifi cation in industry and the expansion 
of manufacturing exports were mostly the result 
of both protectionism and the policy of a low 
exchange rate by the Government/central bank. 
Uzbekistan maintained a low (undervalued) 
exchange rate due to rapid accumulation of 
foreign exchange reserves. In addition, there 
were non-negligible tax measures to stimulate 
the export of processed goods (50 per cent 
lower tax rates for manufacturing companies 
exporting 30 per cent or more of their output). 
National statistics suggest that the share 
of non-resource goods in exports increased 
to more than 70 per cent against less than 
30 per cent in 1990 before independence.

As for the agricultural sector, diversifi cation 
was carried out mostly via state orders, with 
emphasis on cereals over cotton. Thus, the 
production of cotton decreased by 50 per cent 
compared to the late-1980s, while the output of 
cereals and vegetables increased several-fold. 

Sources: Chowdhury (2019); Popov and Chowdhury (2016).

Box 1. Manufacturing-led structural transformation in Uzbekistan

Uzbekistan is regarded as one of the best 
performing transition economies among the 
15 former Soviet Republics. It was the fi rst 
country to recover its pre-transition GDP level. 
By 2001, its GDP was 3 per cent above the 
1989 level. Uzbekistan succeeded in upgrading 
its industrial output – the share of machinery, 
equipment and chemicals increased at the 
expense of light industry. Consequently, the 
share of exports also increased; machinery and 
equipment climbed from 2 per cent to 7 per cent, 
chemical products grew from 6 per cent to 9 
per cent while the share of cotton tumbled from 
65 per cent in 1992 to only 9 per cent in 2012.

Uzbekistan created a competitive export-
oriented auto industry from the ground up. Car 
production was supported by the Government 
and the Republic of Korea’s automobile company, 
Daewoo. After Daewoo declared bankruptcy, 
General Motors of the United States became the 
partner of the Government. The Government also 
bought a stake in Turkey’s Koc Holding subsidiary, 
SamKochAvto, a producer of small buses and 
lorries. Afterwards, it signed an agreement 
with Isuzu Motors of Japan to produce Isuzu 
buses and lorries. In 2014, Uzbekistan produced 
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Figure 5. Percentage change in employment 
shares and labour productivity of the services 
sector, 1991 - 2016

Source: ESCAP, based on data from ILOSTAT and UN-AMA (accessed 25 
January 2019).

growth within a sector; (b) reallocation of workers 
across sectors; (c) changes in employment 
rates; and (d) demographic changes. Figure 6 
shows the results of such a decomposition. For 
example, in some countries, such as Bhutan, the 
reallocation of labour has been a strong driver of 
aggregate labour productivity growth as resources 
moved to more productive activities, whereas in 
some resource-rich economies the growth within 
sectors has dominated. In countries where labour 
moved to lower productivity activities the inter-
sector shift component is negative (see box 2 
for cases of reverse structural transformation). 
This is visible in Armenia, where a signifi cant 
increase in employment in high-productivity 
services was not enough to offset a collapse in 
manufacturing employment, resulting in a negative 
net contribution.

A successful structural transformation must 
include two interrelated outcomes; in addition 
to reallocation of labour to more productive 
existing activities, new and more advanced 
activities must also emerge. Despite some labour 

Figure 6. Contribution to gross value-added per capita change in 1991-2016, percentage of total

Source: ESCAP, based on data from the World Bank World Development Indicators Database (WDI), ILOSTAT and UN-AMA (accessed 25 January 2019).
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productivity growth, only limited progress in 
product sophistication can be observed. Indeed, 
for most LLDCs there appears to have been limited 
upgrading of production structures, whereas other 
developing countries have moved on to more 
complex products.

Moreover, among Asia’s LLDCs for which 
suffi cient data are available, Kazakhstan is the 
only country for which the Economic Complexity 
Index (ECI) has improved, albeit marginally 
(fi gure 7). In contrast, the ECI scores have improved 
for most of the other developing countries, such 
as China, the Philippines, Thailand and Viet Nam. 
This suggests that, in relative terms, LLDCs are 
now less capable of producing sophisticated 
and complex products than two decades ago.

While an important source of improvement in 
productivity in the case of the newly industrialized 
countries was capital-deepening, more importantly 
it was “productive assimilation”. By harnessing 
dynamic economies of scale through learning by 
doing, those countries not only expanded output 
of existing products but gradually ventured into 

increasingly sophisticated technology (Nelson and 
Pack, 1999).6  In contrast, while Asia’s LLDCs have 
witnessed gradual structural transformation that 
has resulted in some labour productivity growth, 
there has been virtually no improvement in the 
sophistication of the products they export. Rather, 
within-sector improvement has come about 
primarily through expanding production of existing 
products or harnessing natural resources. Without 
venturing into more sophisticated products, 
genuine transformation will eventually plateau.

In contrast to the newly industrialized countries 
and developed economies, today Asia’s LLDCs 
face the much more daunting task of structural 
transformation as production is increasingly 
taking place within global and regional production 
networks. Consequently, it is fragmented across 
countries rather than occurring in a single country or 
a single fi rm as was previously the case. Therefore, 
countries have to (a) develop niche areas to be 
able to face increased competition from other low-
cost production locations, and (b) avoid damaging 
“no-win” competition among themselves by racing 
to the bottom.

Figure 7. Economic complexity index – change between 1991/1992 and 2016

Source: ESCAP, based on data from the Observatory of Economic Complexity, the Massachusetts Institute of Technology Media Lab (accessed 25 January 2019). 
Note: Yellow bars in the fi gure represent improvements, while green bars represent deterioration.
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Box 2. Two contrasting periods of structural transformation

While 1991-2016 was marked by a broad pattern 
of structural transformation on average, the 
aggregate outcome masks certain contrasts. 
In 1991-2001, with the exception of Mongolia, 
the transition from centralized  planning was 
economically disruptive as market institutions 
were largely non-existent. The former Soviet 
economies, on average, witnessed a drop 
in per capita income of nearly 30 per cent, 
accompanied by high rates of infl ation, partial 
de-industrialization triggered by the loss 
of their primary market – the Soviet Union 
– and the collapse of Soviet-type welfare 
systems (Batsaikhan and Dabrowski, 2017).

The surge in unemployment was compounded 
by collapsing output within individual sectors, 
consequently resulting in signifi cant declines 

Two contrasting periods: 1991-2001 and 2001-2016

in productivity. This caused a type of reverse 
structural transformation. With the closure of 
state-owned enterprises the countries also 
saw declines in manufacturing output and 
productivity contributions across the board.

In the case of the landlocked least developed 
countries of Afghanistan and Nepal, a 
negative contribution of this term occurred 
during the initial period. For Nepal, this was 
not due to a fall in output, as in the case of 
Afghanistan, but to employment increasing 
in some sectors, implying a larger number of 
people to whom the output accrues. In the 
case of Afghanistan, it is not surprising that 
the devastating confl ict caused productivity in 
every sector apart from transport to collapse, 
dragging down aggregate productivity growth. 

1991-2001 2001-2016



increase in manufacturing productivity is again a 
desired outcome. However, this primarily came 
about as a result of a collapse in employment. 
Ensuring that the resources released are 
diverted to more productive activities is critical 
to achieving a positive contribution by structural 
change. The reverse appears to have occurred in 
Nepal, where employment increased in sectors 
with lower productivity than manufacturing, 
especially agriculture. Such an outcome can 
be attributed to the spill-over from the internal 
confl ict, a protracted energy defi cit and weak 
infrastructure (Shrestha, 2014). The benefi ts 
of productivity improvements were essentially 
concentrated among those remaining in the 
manufacturing sector. Thus, increases in 
productivity within a sector do not always result 
in, or are a result of socially optimal outcomes.

During the second period (2001-2016) consistent 
growth can be observed in aggregate labour 
productivity, buttressed by strong contributions 
of sector improvements. Landlocked developing 
countries experienced strong growth within 
sectors, with some marginal contributions also 
from structural change. For the former Soviet 
countries, the existence of a foundation for 
modern sectors in the form of infrastructure 
and human capital meant that reigniting growth 
simply required some institutional reforms and 
not the shifting of labour across sectors or large 
investment drives. Growth was also largely driven 
by growing exports of volatile commodities and 
minerals with limited employment generation.

In Nepal, manufacturing productivity increased 
signifi cantly during 2001-2016. At fi rst glance, an 

These challenges are compounded by the risk 
that is posed by automation (fi gure 8). While 
labour-saving technological progress is not a new 
phenomenon, it is the increasing pace and scope 
as well as the limited distribution of its benefi ts 
that make the current situation more disruptive 
(Frey and Osborne, 2016).

A possible approach could be to identify the 
areas where Asia’s LLDCs possess revealed 
comparative advantage, and map it against the 
sectors that are most at risk of automation on the 
product space map. This would reveal niches of 
opportunities that States could catalyse. Indeed, 
there may even be opportunities to ”leap frog” over 
others and gain a competitive edge (ILO, 2016). 

B. Implications for poverty reduction

Poverty is a result of economic imbalances 
whereby the poor are unable to secure decent 
jobs or deliver their produce to markets, and 
social depravations whereby they lack access to 
basic public services, such as education, health, 
drinking water, sanitation and electricity. This 

multidimensionality of poverty undermines human 
development on multiple fronts.

While general social policies, such as social 
protection schemes and conditional cash transfers 
to ensure access to education and health, are 
essential to addressing poverty effectively, 
structural transformation is also a key driver of 
poverty reduction. It can generate productivity 
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Box 2 continued

Figure 8. Automation risk in Asia’s LLDCs

Source: World Bank (2016); Frey and Osborne (2017).

Note: The index represents the share of employment at risk of computerization.
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(GDP) on education alone. Mongolia devoted 21 
per cent of its public expenditure, equivalent to 10 
per cent of GDP, on social protection, the highest 
share of all Asia-Pacifi c countries (ESCAP, 2018a). 
Most other landlocked developing countries in 
Asia, such as Armenia, Azerbaijan, Kazakhstan 
and Kyrgyzstan, have also allocated signifi cant 
social expenditure – ranging from 4 per cent to 
6 per cent of GDP – towards social protection, 
though they, being former Soviet republics, 
experienced lower levels of poverty in the past. 

However, as most of these countries are no 
longer low-income economies, their development 
progress also needs to be evaluated against 
higher standards. Using the standard poverty line 
for lower-middle income countries of $3.20 a day, 
it is estimated that more than one in four people 
still live in poverty in Asia’s LLDCs, compared 
with one out of 15 people in other developing 
Asian economies.7 Income poverty persists, 
especially in the landlocked LDCs (fi gure 10).

Furthermore, while poverty rates in Asia’s LLDCs 
appear to be falling faster in rural areas than in 

growth within sectors and shift labour from 
lower to higher productivity sectors. In doing so, 
it creates better remuneration, more formal and 
higher-productivity jobs, which in turn reduces 
poverty and income inequality. 

Rates of extreme poverty have been declining in 
almost all of Asia’s LLDCs (fi gure 9). In Armenia, 
Azerbaijan, Kazakhstan and Mongolia, income 
poverty headcount ratios were less than 2 per cent 
in 2015, based on the $1.90-a-day benchmark. 
In landlocked LDCs such as Bhutan, the Lao 
People’s Democratic Republic and Nepal, the 
rates of extreme poverty declined by more than 
20 percentage points between 1990 and 2015. In 
Bhutan, the rate of the population living in extreme 
poverty declined from 50.6 per cent in 1990 to only 
1.7 per cent in 2015.

The success in eradicating poverty in Asia’s 
LLDCs was due in part to high social spending. 
For example, Bhutan made considerable long-term 
investments during this period with major reform 
initiatives in education and health care, spending 
more than 7 per cent of the gross domestic product 

Figure 9. Poverty reduction between 1990 and 2015 at the $1.90 international poverty line

Sources: World Bank PovcalNet (accessed 25 January 2019) and World Bank World Development Indicators database (WDI) (accessed 6 February 2019).
Note: Yellow bars indicate a reduction in the poverty headcount ratio. Green bar indicates an increase in the headcount ratio. 
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cities, due in part to the higher base rate (fi gure 11), 
the incidence of poverty is still highly concentrated 
in the rural areas. The high ratio of rural to urban 
poverty rates in Bhutan and Kazakhstan are, 
however, a refl ection of successful urban poverty 
reduction. Moreover, in Bhutan and Nepal, the 
urban-rural divide in poverty rates is partly affected 
by geographic factors that make poverty reduction 
increasingly diffi cult for the remaining poor who 
are in far-fl ung, often mountainous, locations.

Nevertheless, urbanization has, in many cases, 
been accompanied by an increasing share of the 
urban poor (fi gure 12). This has been most evident 
in, for example, Mongolia and Nepal. In contrast, 
the pace of urbanization of poverty was much 
slower than that of urbanization of the population 
in Bhutan. In the Lao People’s Democratic 
Republic, the share of urban poor declined despite 
an increase in the share of the urban population. In 
fact, most landlocked developing countries, except 
Mongolia, did not experience signifi cant increases 
in their urban populations nor in their urban poor.

Urbanization can be looked at as a positive factor in 
overall poverty reduction because production and 
consumption are integrated, and public spending 

can be focused on cities rather than on rural areas 
where populations are dispersed. However, if the 
capacities of cities to accommodate an infl ux of 
people cannot keep up with increasing demand 
for dwellings, infrastructure and public services, 
it could result in social exclusion, instability and 
environmental degradation (ESCAP, 2018a). 
Rapid and uncontrolled urbanization, coupled 
with diffi culty in transitioning from farms to 
urban settings, could also bring about increasing 
informality of urban economic activities, especially 
in the services sector and youth unemployment.

While the informal economy contributes to 
employment growth, informality is not only strongly 
associated with poverty but also exceptionally 
persistent as there are constraints to moving 
towards higher productivity, higher wages and 
decent work (Ghani and Kanbur, 2013; Kanbur, 
2017). At the macro level, high rates of informal 
employment reduce public resources available 
for infrastructure development and redistributive 
policies. Furthermore, the association between 
poverty and informality is even stronger for women 
(Kanbur, 2017). Since women are more exposed to 
informal employment than men in many countries 
(ILO, 2018), particularly in the landlocked LDCs 

Figure 10. Poverty reduction at the $1.90, $3.20 and $5.50 international poverty lines, 2015

Sources: : World Bank PovcalNet (accessed 25 January 2019) and WDI (accessed 6 February 2019).
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such as Afghanistan and Nepal, a lack of policy 
actions to address informality would have a 
particularly detrimental impact on gender equality.

C. Structural transformation and poverty 
reduction

Structural transformation can enhance labour 
productivity – either through a reallocation 
of factors of production or through within-
sector upgrading, product sophistication and 
diversifi cation – thereby boosting income and 
creating employment. Figure 13 shows how 
structural transformation contributes to poverty 
reduction and that contextual factors matter 
in determining whether the poor benefi t from 
enhanced productivity. 

First, some drivers of structural transformation, 
such as new technology, changes in availability 

of natural resources, input prices of materials 
and primary factors, would mobilize factors of 
production, thereby increasing productivity and 
output, and directly raising incomes of workers. 
However, these benefi ts are conditional on the 
ability of workers or fi rms to absorb new technology 
or to adapt to changes in resource availability and 
prices. In turn, this is essentially determined by 
levels of education and training as well as access to 
information. In addition, if capital is distributed too 
inequitably within sectors to the extent that output 
growth is fully based on increases in output of only 
a small number of large fi rms, overall productivity 
enhancement will not directly translate into 
raising income of workers in small and medium-
sized enterprises and the informal sector. In this 
case, most of the gains from productivity growth 
will likely benefi t capital owners and a few highly 
skilled workers with strong adaptive skills, thus not 
contributing signifi cantly to reducing poverty.8

Figure 11. Poverty headcount ratios at the national 
poverty lines, rural and urban, early 2000s and 
most recent

Figure 12. Change in share of urban poor (relative 
to the change in urban population share), annual 
change, 2000-2016

Sources: WDI (accessed 6 February 2019) and Asian Development Bank Key 
Indicators for Asia and the Pacifi c 2018. 

Sources: WDI (accessed 6 February 2019) and United Nations National 
Accounts Main Aggregates Database (UN-AMA) (accessed 25 January 
2019).
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Productivity growth can also infl uence poverty 
levels through indirect channels. For example, 
productivity growth in one sector can stimulate 
employment growth and raise wages of workers 
in that sector as well as in other sectors through 
increased demand for labour with similar skill 
profi les. Higher output in one sector can also spill 
over to other sectors through increased input 
demand for goods and services via production 
linkages, and thus increase the income of workers 
in other sectors. However, the benefi t of such 
spillovers will be smaller if the growing sector 
does not have strong backward and forward 
production linkages with other sectors. The degree 
of production agglomeration through backward 
and forward linkages is signifi cantly lower in 
Asia’s LLDCs than the average of other developing 
economies of the region, and even lower than the 
levels in 2000 in some countries (fi gure 14). 9 This 
suggests that these indirect transmission links 

from productivity growth to poverty reduction are 
weaker in Asia’s LLDCs than in other developing 
economies in the region, further implying that 
productivity growth has not fully benefi ted these 
countries due to weak domestic production 
linkages. 

Another indirect channel by which productivity 
growth can benefi t the poor is through lower prices 
of the goods and services that they consume and, 
therefore, higher real wages. 

The impact of structural transformation on 
reducing poverty also depends on whether or not 
poor people end up moving to sectors with higher 
levels of productivity. If they do, it will contribute 
to reducing poverty. However, if the poor end up in 
sectors with identical or lower levels of productivity, 
it will not happen. Similarly, labour productivity can 
improve when the least competitive fi rms exit the 

Figure 13. Linkages between structural transformation and poverty reduction

Source: ESCAP.
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at the cost of lower long-term growth in other 
more labour-intensive sectors. The cost has also 
come in the form of pollution, greenhouse gas 
emissions, groundwater scarcity and biodiversity 
loss, in the absence of appropriate environmental 
management policies.

These environmental and potential health 
consequences disproportionally affect the poor 
and the vulnerable, due to their greater exposure 
to environmental pollutants and limited capacity 
to cope with them. It has therefore limited the 
potential impact on income poverty reduction. 
Indeed, in the Asia-Pacifi c region, countries that 
have high mining output per worker tend to have 
higher poverty rates. In addition, in contrast 
to the other sectors, the correlation between 
mining productivity and poverty rates is greater, 
the lower the level of international poverty 
lines that are considered. Other subsectors of 
industry (manufacturing and construction) have 
correlations similar to those of agriculture and 
services. While structural transformation is 

sector; however, the aggregate economic outcome 
will also depend on where the displaced workers 
are relocated, and on what type of retraining 
facilities and labour market programmes are 
available. This was observed in Nepal where 
manufacturing employment decreased more than 
output, raising productivity signifi cantly. However, 
most of the workers ended up in informal services 
or agriculture, depressing the positive contribution 
to aggregate productivity.

Moreover, poverty rates are lower in countries 
with larger services sectors. For agriculture and 
services, labour productivity is higher in countries 
with lower poverty rates. However, the valued-added 
share and labour productivity of industry have 
almost no association with poverty levels. This is 
because the output per worker in the mining sector 
is high, while its contribution to job creation and 
poverty reduction is limited. Thus, shifts towards 
extractive industries that are capital-intensive in 
some resource-rich LLDCs have resulted in higher 
average economic growth; however, this has been 

Figure 14. Degree of production agglomeration across sectors, 2000 and 2016

Source: ESCAP, based on data from the ADB-MRIO 2018.
Note: The degree of production agglomeration is measured by the degree and strength of backward and forward linkages of domestic production using ADB-MRIO 
and based on the methodology developed by Mercer-Blackman, Foronda and Mariasingham (2017). The red lines represent the simple averages of the agglomeration  
index for 2016, shown separately for Asia’s LLDCs (0.17) and for other developing economies of the region (0.25).
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linked to declining poverty in general, there are 
differences in the response of poverty to structural 
transformation, depending on sectors as well 
as certain existing conditions and patterns of 
structural changes. Transformation that results 
in the creation of more jobs in more productive 
sectors with higher wages will have a greater 
impact on poverty reduction than transformation 
that creates jobs in low-productivity, low-wage 
sectors. Importantly, transformation that pulls 
low and unskilled workers from low productivity 
primary sectors into relatively higher productivity 
non-primary sectors is likely to have the greatest 
poverty reduction potential (Aggarwal and Kumar, 
2012). 

The link between structural transformation and 
inequality can be complicated, as it is widely 
believed that structural transformation can lead 
to higher inequality, especially in the early stages 
of structural transformation. This is because 
traditional industrialization has generally been 
found to generate unequal income and wealth 
distribution effects in the short term as workers 
move from low-productivity agriculture to high-
productivity manufacturing (Kuznets, 1955). 
It is also well-known that the rise in inequality 
reduces the impact of growth on poverty reduction 
(Ravallion, 1997; Fosu, 2017; ESCAP, 2018b).

However, the historical data on income inequality do 
not show clear evidence of the claim that structural 
transformation can lead to higher inequality 
due to a heterogeneous process of structural 
transformation across income distribution 
(Paul, 2016; Baymul and Sen, 2018). In fact, in 
countries that have witnessed rapid structural 
transformation in the past two decades, much of 
the movement of workers was from agriculture to 
formal labour-intensive manufacturing where there 
is low variation of wages among workers (Baymul 
and Sen, 2018).10 Moreover, such manufacturing 
activities are mostly factory-based, where the 
historical presence of unions and collective 
bargaining often limits the extent of inequality that 
is possible. 

Two corollaries follow from the above 
observations regarding the link between structural 
transformation and poverty reduction. First, since 
earnings are influenced by productivity, differences 
in levels of productivity across sectors have 
important implications for cross-sector earnings, 
and hence inequality. Indeed, average wages tend 
to be higher (lower) in sectors with higher (lower) 
productivity.  The second corollary concerns the 
variation of employment shares across sectors. 
The implication is that differential growth 
performance of sectors should have implications 
for the extent of new employment opportunities 
generated, earnings, inequality and thus poverty. 
Therefore, growth will have a larger impact on 
reducing poverty when it is driven by sectors that 
employ a large proportion of an economy’s workers, 
such as agriculture. However, growth can also 
be driven by structural transformation involving a 
reallocation of workers from low productivity (and 
low earnings) sectors to higher productivity (higher 
earnings) sectors. Transformation and growth 
that are driven by such a reallocation should also 
be poverty-reducing (McMillan and Rodrik, 2011; 
Aggarwal and Kumar, 2012). 

For some LLDCs, particularly landlocked LDCs, 
agricultural development is a key factor of 
structural transformation. This is because the 
agricultural sector still dominates employment in 
some of them. Workers in this sector usually live 
in rural areas, have limited access to markets and 
public services, and earn below-average incomes. 
Under these conditions, the poor tend to benefit 
much more from agricultural growth than from non-
agricultural growth (Byerlee, Diao and Jackson, 
2005; Ivanic and Martin, 2018). 

A number of empirical studies have found a large 
elasticity of poverty with regard to agricultural 
outputs, especially in countries that are in the early 
stages of development and those that are resource-
dependent.11 Christiaensen, Demery and Kuhl 
(2011) estimated that agriculture growth was two 
to three times more effective at reducing poverty 
than an equivalent amount of growth generated in 
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other sectors, irrespective of the empirical method 
or the poverty metric used to estimate elasticity 
of poverty. However, asset inequality or the 
unequal distortion of land appears to reduce the 
impact of agricultural growth on poverty reduction 
(Bourguignon and Morrisson, 1998; Ravallion and 
Chen, 2007).

Indeed, in those LLDCs where agriculture is the 
largest employment sector, faster agricultural 
productivity growth tends to reduce poverty more 
rapidly than in countries with limited productivity 
growth in agriculture (fi gure 15).12

Agricultural productivity growth not only increases 
farm incomes; it also stimulates non-farm rural 
activities such as food processing, packaging 
and wholesaling as agriculture emerges as a 
supplier of intermediate inputs through forward 
linkages to these sectors. Promoting farm and 
non-farm activities in rural areas can, in turn, 
have a poverty-reducing effect by increasing the 
demand for labour, goods and services in urban 

areas. Benefi ts of agricultural growth can also be 
transmitted through backward production linkages.

However, while agriculture may have a large 
employment creation potential in the short term, 
its contribution to real wage growth would be 
smaller than that contributed by jobs created 
elsewhere, and increasingly more so as per 
capita incomes increase. Therefore, sustaining 
poverty reduction in the long term requires that 
agricultural transformation is complemented by 
dynamism in other sectors; this is particularly the 
case not only in manufacturing, but also in high 
value-added services where the synergic effects 
of new technological advances are higher than in 
agriculture. 

One way to facilitate this transformation is to 
strengthen backward and forward linkages with 
existing domestic productive capacities. This 
entails creating linkages from existing primary 
production – including agriculture and mining – with 
manufacturing of export products or services (such 

Figure 15. Rural poverty reduction and agricultural productivity growth, Asia’s LLDCs, 2000-2015

Sources: ESCAP, based on data from WDI (accessed 6 February 2019), Asian Development Bank Key Indicators for Asia and the Pacifi c 2018, ILOSTAT (accessed 25 
January 2019) and UN-AMA (accessed 25 January 2019).
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as the wholesale and retail trade and infrastructure 
services) in order to increase intersectoral 
spillovers through input demand. Linkage with the 
industrial sector, particularly the higher value-added 
manufacturing sector, is considered most effective 
in boosting aggregate productivity due to its greater 
economies of scale, fast learning and potential 
for the adoption of new and better technologies 
as well as its deep linkages with the rest of 
the economy (UNCTAD, 2014; Ocampo, 2005).

However, many of Asia’s LLDCs have not been able 
to develop strong production linkages that enable a 
more diversifi ed productive transformation. Rather, 
they have been unable to upgrade the relative 
sophistication level of their products, which has 
resulted in lower productive capacities. For example, 
fi gure 16 shows that the manufacturing sector of 
Asia’s LLDCs is much less integrated with other 
sectors of the economy than in other developing 
countries in the region, and thus less vibrant and 
diversifi ed. These linkages are particularly weak 
in the Lao People’s Democratic Republic (see box 
3). This suggests that the manufacturing sector is 
not well-integrated with the rest of the economy 
and hence not well-diversifi ed. Domestic value-
added in manufacturing exports is also low. 

To rapidly reduce poverty, greater public 
expenditure on social protection, education and 
health will be essential as these social strategies 
will prevent people from being locked into low-

paid informal jobs and enable them to fi nd better-
paid jobs in formal employment. In the context 
of structural transformation, what matters for 
poverty alleviation is not only the rate of economic 
growth but also its composition. It is important 
that the largest contributions of growth stem 
from sectors that are relatively unskilled labour-
intensive. In Asia’s landlocked LDCs, which suffer 
from the greatest degree of depravation, this 
means the rural sector, particularly in the case of 
agriculture. Indeed, without substantial structural 
and rural transformation, it will be diffi cult 
to achieve sustainable and inclusive growth.

Agricultural productivity growth can drive rural 
growth and catalyse a pro-poor development 
process, as it benefi ts poor and landless farmers 
by increasing production and employment. 
Promoting farm and non-farm activities in rural 
areas can, in turn, have a poverty-reducing effect 
by increasing the demand for labour, goods and 
services in urban areas. The impact of structural 
transformation on reducing poverty will be 
greater if increases in agricultural productivity are 
accompanied by greater production linkages with 
other sectors. Promoting policies that provide 
poor households with training in, and knowledge 
of utilizing modern and innovative technologies to 
improve their productivity will provide an additional 
boost to poverty reduction and make structural 
transformation more pro-poor and sustainable.

Figure 16. Participation in production by manufacturing, 2016

Bhutan         Kazakhstan      Kyrgyzstan      Lao PDR    Mongolia        Nepal
Source: ESCAP, based on data from ADB-MRIO.
Note: The index measures the degree of participation of manufacturing in other sectors and participation of other sectors in manufacturing. It is the share of 
economic subsectors (out of the 35 subsectors) that have production linkages with at least $0.02 per United States dollar of output from or to manufacturing 
activities.
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Box 3. Graduation of the Lao People’s Democratic Republic from least developed country status, and 
structural transformation

The Lao People’s Democratic Republic is on track 
to graduating from its least developed country 
status. The country passed the thresholds for 
gross national income per capita and the human 
assets index in the 2018 review. If that country 
sustains its development gains and meets the 
criteria again in 2021, it will qualify for removal 
from the list in 2024.

While meeting the criteria for graduation is a 
remarkable achievement, graduation can bring 
about challenges stemming from the withdrawal 
of specific international support measures for 
least developed countries, including access 
to concessional finance and preferential 
market access. In the context of structural 
transformation, the Lao People’s Democratic 
Republic may have to face more intense 
competition from other labour-surplus countries 
in low-end, assembly-type production than that 
confronted by the early industrializers, especially 
in a more globalized economy. The Lao People’s 
Democratic Republic cannot compete in the 
shifting of labour-intensive activities for long 
with its small labour force – labour-surplus 
Cambodia, Myanmar and Viet Nam will have an 
edge, especially as the labour force of the Lao 
People’s Democratic Republic is among the least 
literate and numerate in the South-East Asian 
subregion.

The economy of the Lao People’s Democratic 
Republic still lacks the structural transformation 
and economic diversification required for 
smooth transition. The major part of recent 
GDP growth has stemmed from low-productivity 
agriculture and the capital-intensive natural 
resources sector. Although the Lao People’s 
Democratic Republic’s share of agriculture in 
GDP declined from 35 per cent in 2000 to 18 
per cent in 2016, its share in employment did 
not decline commensurately, still accounting 
for more than 60 per cent of the economy’s 

total working hours. The fast-growing mining, 
electricity and gas sectors account for only 1 per 
cent of total working hours. The manufacturing 
sector’s share in total employment stagnated at 
around 5 per cent during 2009-2017.* Thus, the 
Lao People’s Democratic Republic’s growth has 
not been inclusive and broad-based.

Backward and forward linkages in the Lao 
People’s Democratic Republic’s manufacturing 
sector are weak. About 51 per cent of 
manufacturing value-added generated within the 
country is composed of inputs from the primary 
sector. Domestic value-added (49 per cent) 
in exports from the Lao People’s Democratic 
Republic’s manufacturing sector is below that 
of other countries such as Bangladesh (88 per 
cent), Cambodia (76 per cent), Thailand (80 per 
cent) and Viet Nam (64 per cent).

In addition, the Lao People’s Democratic Republic 
has not met the economic vulnerability threshold 
for graduation from least developed country 
status, suggesting that the country remains highly 
vulnerable to external shocks. The country’s 
exposure to economic vulnerability remains high 
due to overdependence on primary products. 
About 80 per cent of the country’s exports are 
primary products, with labour-intensive clothing 
and footwear manufacturing accounting for only 
13 per cent of total exports. Three countries – 
Thailand, China and Viet Nam – absorb close 
to 70 per cent of the Lao People’s Democratic 
Republic’s exports. The country’s narrow export 
base and high susceptibility to natural disasters 
also contribute to high economic vulnerability.

In this regard, the Lao People’s Democratic 
Republic needs to prepare and implement 
an adequate transition strategy to mitigate 
potentially adverse impacts of graduation, 
especially in view of the large and growing 
requirement for financing the development 
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needed to support the implementation of the 
2030 Agenda for Sustainable Development. 

Considering the challenges that may stem 
from graduation, the Lao People’s Democratic 
Republic needs to leapfrog and create 
competitive advantage in high-value-added 
niche products. This is necessary for its large 
rural, agricultural labour force to be rapidly drawn 
into high-productivity, non-farming activities 
in the manufacturing and services sectors as 
well as to lift the productivity of the agriculture 
sector, where the vast majority of the poor work. 
Creating backward and forward linkages among 

manufacturing, agriculture and services sectors 
by linking MSMEs to the supply chain and 
production network is a key criterion. In addition, 
improving access to low-cost finance is vital 
for MSMEs. Measures are also needed to raise 
agricultural productivity.

The Lao People’s Democratic Republic must 
also harness its resource sector in a sustainable 
manner in order to minimize vulnerability 
to natural disasters. This will require the 
country to strengthen its capacity to assess 
the environmental impact of mining and 
hydroelectric projects.

*Based on data from ILOSTAT (accessed 25 January 2019).
Sources: UNDP and Government of the Lao People’s Democratic Republic (2017) and Chowdhury (2019).

Box 3 continued
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CHAPTER 1 ENDNOTES
1 For a discussion on dual economy models also see Temple (2005).
2 Static economies of scale occur when unit costs of production decrease, as they are spread over larger volume of output. Dynamic 

economies of scale, on the other hand, occur when firms are able to reduce long-term unit costs due to improvements in processes, 
technological upgrading etc.

3 See, for example, Tregenna (2015), Rodrik (2015), ESCAP (2018d), and Felipe, Mehta and Rhee (2018). 
4 This figure reflects the seven-year moving average share of manufacturing employment.
5  “Modern” sectors refers to the more dynamic sectors, such as manufacturing and services, that are characterized by modern 

production and organizational approaches.
6 Assimilation theories attribute the success of the newly industrialized countries to entrepreneurship innovation and learning, all 

encouraged by the policy regime that enabled these economies to adopt new technologies from the more advanced industrial nations. 
While investment in human and physical capital is necessary, it is far from sufficient. See Collins and Bosworth (1996) for a more 
thorough account.

7 Other developing Asian economies include Georgia, the Islamic Republic of Iran, Republic of Korea, Malaysia, Pakistan, the Philippines, 
Russian Federation, Sri Lanka, Thailand, Turkey and Viet Nam.

8 See, for example, UNCTAD (2017). 
9    “Agglomeration” is measured by the degree and strength of backward and forward linkages of domestic production, using ADB-MRIO 

and based on the methodology developed by Mercer-Blackman, Foronda and Mariasingham (2017).
10 Using a panel for a large number of developing and developed countries for 1960-2012, Baymul and Sen (2018) examined the Kuznets 

postulate and found that the movement of workers to manufacturing decreased income inequality. 
11 See, for example, Ravallion and Datt (1996), Byerlee, Diao and Jackson (2005), Christiaensen, Demery and Kuhl (2011) and Ligon and 

Sadoulet (2018).  
12 Similarly, a review of 12 country case studies, including four Asian countries (Bangladesh, India, Indonesia and Viet Nam) shows that 

the highest agricultural labour productivity growth experienced the greatest rate of rural poverty reduction.



CHAPTER II

Landlocked least developed countries – 
Afghanistan, Bhutan, the Lao People’s Democratic 
Republic and Nepal – face particular challenges 
in addressing slow structural transformation and 
poverty reduction. Being classified as LDCs, they 
face the typical challenge of scarce financial 
resources to transform their economies. They are 
also confronted with a greater incidence of poverty, 
low levels of human assets and greater vulnerability 
to external shocks. Concerted and coordinated 
efforts, both domestic and international, at 
mobilising financial resources are thus necessary 
to advance structural changes and reduce poverty 
therein.    

Among the four landlocked LDCs, poverty reduction 
efforts have been most effective in Bhutan. This was 
largely the result of the country’s strong economic 
growth with an average annual GDP change of 
7.5 per cent between 2006 and 2015. While rates 
of extreme poverty halved in the Lao People’s 
Democratic Republic and Nepal between 2000 and 
2015, the latest estimate of people living below the 
national poverty line in those two countries remains 
high at 23.4 per cent and 21.6 per cent, respectively 
(World Bank, 2019). Owing to the acute security 
challenges facing Afghanistan, that country’s 
poverty rate has, in fact, increased recently; the 
majority of the country’s population (54.5 per cent)
live below the national poverty line (World Bank, 
2019). This is despite strong growth performance 
during 2000-2015.

As shown in table 1, structural transformation 
in these four countries is characterized by: (a) 
a declining contribution of agriculture both in 
terms of output (GDP) as well as employment; 
and (b) a declining share of manufacturing to 
GDP (except for Bhutan, where the share has 
stabilized at between 7 and 8 per cent). This has 

Financing for structural transformation in Asia’s landlocked least developed 
countries

been accompanied by an increasing share of 
employment in industry in all countries except 
Afghanistan. This indicates a decline in relative 
productivity in the manufacturing sector. Structural 
transformation is further characterized in these 
four countries by a stable or increasing trend 
of the service sector’s contribution to output 
and employment. Therefore, in recent years, in 
terms of sectoral output, Afghanistan, Nepal 
and the Lao People’s Democratic Republic have 
experienced the process of de-agriculturalization 
as well as de-industrialization. This does not 
reflect the traditional interpretation of structural 
transformation where the economy is expected to 
shift from lower productivity agriculture to higher 
productivity manufacturing. Bhutan, on the other 
hand, has to some extent displayed classical 
structural shifts.

Productivity in the agricultural sector has been 
showing a consistently declining trend across the 
four countries, implying that the decline in output 
shares has been more rapid than the decline in 
employment shares. Consequently, the majority 
of employment (and subsequently the population) 
is trapped in the agriculture sector with declining 
relative productivity. This is worrying as it implies 
that poverty in the rural sector may not be 
decreasing as rapidly as needed. Indeed, in the four 
countries agriculture is dominated by subsistence 
farming.

Moreover, the dominant narrative of structural 
transformation in the sense of intersectoral shifts 
from agriculture to industry has not taken place in 
these four economies (table 1). Indeed, industry has 
also experienced a decline in relative productivity 
as most of the labour from agriculture has been 
absorbed by the services sector, which is dominated 
by low productive, poorly paid employment.

23
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Source: World Development Indicators.

A. Financing sources

Financing for structural transformation is directly 
related to efforts to increase economic productivity 
either through intersectoral shifts or within-sector 
upgrading and diversifi cation. The literature on 
fi nancing for development lists several sources of 
fi nance. These include domestic sources (in the 
form of tax revenue and domestic savings) and 
external sources, which can take the form of foreign 
direct investment (FDI), offi cial development 
assistance (ODA), remittances and borrowings. 
Analysing the extent to which these are relevant 
for the LLDCs may provide pointers towards policy 
options that these countries could adopt in order 
to increase the availability of these resources. 

1. Domestic fi nancing resources

As development (and structural transformation) 
is primarily a national responsibility, a signifi cant 

part of its fi nancing must be sourced domestically. 
In this regard, government revenue (primarily in 
the form of tax revenue) and domestic savings 
for domestic investment through the banking 
system’s intermediary role, are the two main 
sources of domestic fi nance. However, in the least 
developed countries context, domestic sources 
have their limitations as tax revenue and domestic 
savings generally refl ect the low income level.

Tax and government revenues

Among the four landlocked least developed 
countries, Bhutan and Nepal have been able to 
raise more government revenue and tax revenue 
than the Lao People’s Democratic Republic (not 
in the chart) and Afghanistan (fi gure 17). Tax 
revenue (as percentage of GDP) has increased 
signifi cantly in Nepal from 13.4 per cent in 
2010 to 21 per cent in 2017. This is signifi cantly 
higher than the 15 per cent threshold of tax 

Table 1. Sectoral output, employment and relative productivity, 2005, 2014 and 2018



ratio suggested by the International Monetary 
Fund (IMF) as needed to stimulate growth. 
Tax ratios in the other three landlocked LDCs 
(Bhutan, Afghanistan and the Lao People’s 
Democratic Republic) are below the IMF threshold. 
Among them, the tax fi gures and related 
government revenues in Afghanistan and the Lao 
People’s Democratic Republic are the lowest.

Box 4 highlights some of the actions that have 
contributed to Nepal’s success in raising tax 
revenues. However, despite this success, it is 
important to recall that the levels of income per 
capita are signifi cantly lower in Nepal than in the 
other countries: in 2018, Nepal’s GNI per capita 
was $960, compared with levels of $3,080 and 
$2,460 for Bhutan and the Lao People’s Democratic 
Republic, respectively (World Bank, 2019). Thus, 
the nominal amounts collected in Nepal are, in fact, 
far lower per capita than those raised in Bhutan 
and the Lao People’s Democratic Republic, and 
are also far from suffi cient to support government 
expenditure in fi nancing structural transformation. 

Effective tax collection is not only related to 
domestic issues; it also requires close collaboration 
beyond national borders in addressing new 
tax challenges in an increasingly interlinked 
world. Indeed, effective taxation of cross-border 
economic activities in the age of globalization 
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Figure 17. Tax and government revenues (as a percentage of GDP)

Sources: World Development Indicators

poses a collective challenge, particularly for LDCs 
with limited capacities. Thus, while bilateral tax 
treaties determine the allocation of taxing rights 
among countries to avoid double taxation, since 
value chains include multiple jurisdictions, such 
bilateral tax treaties need to be harmonised to 
avoid loopholes and mismatches. As shown in 
fi gure 18, losses due to base erosion and profi t 
shifting are signifi cant in Bhutan, the Lao People’s 
Democratic Republic and Nepal (ESCAP, 2019).

Domestic savings

The second main source of domestic fi nancing 
is domestic savings. While the savings rates in 
Bhutan and Nepal are higher than the average 
fi gure for lower-middle income countries, they 
are signifi cantly lower in Afghanistan and 
the Lao People’s Democratic Republic. The high 
savings rate in Nepal is likely to be due to the high 
rate of remittances. The higher rate of domestic 
savings enables higher rate of total investment 
(fi gure 19).

Even though the data for savings (as percentage 
of GNI) and investment (as percentage of GDP) are 
from two different sources making them not fully 
comparable, following tentative observations can 
be made:
• In Afghanistan, investment is roughly fi nanced 
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Box 4. The transition to a federal system and taxation challenges in Nepal

Nepal embarked upon an ambitious 
constitutional transition towards a federal 
system in 2015, which introduced a three-
tier government structure comprising federal, 
provincial and local governments. Such a 
transition and the subsequent fiscal reforms 
significantly changed the fiscal landscape of 
revenue mobilization, revenue assignment and 
the devolution of expenditure responsibilities 
across the different tiers of government. Three 
key legislations, i.e., the Local Governance 
Operations Act of 2017, the National Natural 
Resources and Fiscal Commission (NNRFC) Act 
of 2017 and the Inter-governmental Financial 
Management (IGFM) Act of 2017, now govern 
the division of revenue mobilization powers 
and revenue assignment between different 
government bodies.

The new reforms provide local governments, 
and municipalities in particular, with a number 
of revenue handles for their own resource 
mobilization, including local taxes (such as 
land and property tax, local business tax 
and motor vehicle tax), charges and fees on 
locally provided public goods and services, 
and property rental contributions. Local taxes 
account for the largest share (48.6 per cent) 
of own source of revenue for municipalities, 
followed by service charges and fees (42.4 
per cent). However, the most productive and 
buoyant tax handles (such as income tax, value 
added tax, customs and excise) will remain in 
the hands of the central Government, which 
is expected to retain some 80 per cent of the 
current general government revenue.

The transition to a federal system is taking 
place at a time when Nepal’s public revenue 
performance has been strong, providing 
desirable fiscal space for the transition to 
be successful. However, the skewed division 
of revenue between central and subnational 
Governments and the vast gaps in economic 
strength of different local jurisdictions are 
expected to lead to both vertical and horizontal 
fiscal imbalances. To reduce the latter, 
intergovernmental fiscal transfers to fund 
subnational expenditures and reduce spending 
disparities across local jurisdictions could play 
an important role. Nepalese municipalities 
currently receive four different types of 
grants: the fiscal equalisation grant from the 
central government; the conditional grant; 
supplementary grant; and special grant from 
separate funds. Rationalizing the mechanisms 
and administrative procedures for assigning 
and managing these grants for greater 
efficiency, transparency and accountability will 
be crucial to making the new federal system 
function well. 

Strengthened efforts on own-source 
revenue mobilization at the subnational 
level will also be crucial to addressing the 
financing for development challenges at the 
subnational level. Per capita expenditure on 
urban infrastructure, for example, stood at 
an extremely low level of $47 in 2017, and 
public resources are expected to only be able 
to cover some 30 per cent of the total urban 
infrastructure financing demand in the coming 
years.

Source: ESCAP (2019).



Sources: ESCAP, based on data from Cobham and Jansky (2017) and Crivelli 
and others, 2016, United Nations National Accounts Main Aggregates 
database, and IMF World Revenue Longitudinal database. 

Figure 18. Tax losses due to base erosion and profi t 
shifting, 2013
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by domestic savings. The large infl ow of aid 
has mainly been for humanitarian purposes. 
This is also consistent with insignifi cant foreign 
investment (as shown later in the chapter);

• In Bhutan, the domestic investment ratio is 
consistently higher than the domestic saving 
ratio, implying that external fi nance plays a 
signifi cant role. However, given a very low 
infl ow of foreign investment (as shown later 
in this chapter), external fi nance is likely to 
come from multilateral development banks 
or bilateral lending sources, such as India;

• In the case of Nepal, the domestic saving 
ratio is consistently higher than the 
domestic investment ratio, implying that 
Nepal has not been able to fully use its 
available domestic fi nance for investment.

Figure 19. Gross savings (percentage of GNI) and total investment (percentage of GDP)

Source: World Development Indicators and IMF - World Economic Outlook.
Note: (a) Gross savings (percentage of GNI) are calculated as gross national income less total consumption, plus net transfers; (b) total investment (percentage of 
GDP) Expressed as a ratio of total investment in current local currency and GDP in current local currency. Investment or gross capital formation is measured by the 
total value of the gross fi xed capital formation and changes in inventories and acquisitions less disposals of valuables for a unit or sector.
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Figure 20. Foreign direct investment, net infl ows (percentage of GDP)

Source: World Development Indicators.

contribute to the overall change of the economic 
structure of the country where around 60 per 
cent of employment is still in the subsistence 
and low productivity agricultural sector (UNDP, 
2017). Similarly, FDI infl ows to Bhutan are also 
concentrated in the resource sector (investment 
in hydropower electricity), which is unlikely to 
make a signifi cant contribution to structural 
transformation. Therefore, efforts must be made 
not only to increase the volume of FDI, but also to 
ensure that it is adequately channelled to sectors 
that will enhance rather than impede structural 
transformation.

Financial markets

Another way of attracting foreign investors to 
the four countries could be through fi nancial 
markets. However, in this regard, only Nepal has a 
relatively robust and functioning stock exchange 
with approximately 217 listings and the equity 
capitalization of the companies in excess of 
$12 billion (October 2019).  The  Lao Securities 
Exchange lists fi ve companies, and plans for 
bond market development are being developed. 
A programme of capital market development, 
including sovereign bonds, with the support of 
ESCAP, is being implemented in Bhutan, and 
the Bhutanese authorities have been looking 

2. External fi nancing resources

Foreign Direct Investment

The infl ow of FDI has been limited in the 
four landlocked least developed countries, 
with the exception of the Lao People’s 
Democratic Republic where it has been 
signifi cantly higher than the average fi gure for 
lower-middle income countries (fi gure 20). 

In Afghanistan, Bhutan and Nepal, the infl ow 
of FDI is largely negligible. This means that the 
contribution of this external source of fi nancing 
for structural transformation is also insignifi cant. 
In the Lao People’s Democratic Republic, the 
higher infl ow of FDI is concentrated in the resource 
sector (electricity generation and mining), driven 
by a rise in demand in emerging economies, 
especially China. FDI is dominated by three 
neighbouring countries – China, Thailand and Viet 
Nam – which are also its main trading partners. 
The three neighbours account for almost three-
quarters of all approved FDI projects (OECD, 2017). 
Consequently, FDI contribution to the structural 
transformation in the Lao People’s Democratic 
Republic is also insignifi cant. Moreover, in the 
long term, this trend could be counterproductive, 
as the capital-intensive sector is unlikely to 
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into opportunities to enlarge the investors base 
(box 5). 

External development assistance   

The shares of offi cial development assistance 
(ODA) as a percentage of GDP and as a 
percentage of government expenditure have 
been declining in Afghanistan, Bhutan and 
the Lao People’s Democratic Republic, and 
have remained relatively stable in Nepal. This 
is a refl ection of the global trends in ODA.

As a result, greater attention needs to be paid to 
South-South cooperation. Asia’s landlocked LDCs 
are in a good situation as South-South cooperation 
in Asia and the Pacifi c is infl uenced by geographic 
proximity between donors and recipients, as 
illustrated by the support of Thailand to the Lao 
People’s Democratic Republic and the support of 
India to Bhutan and Nepal (Box 6). 

B. Channelling mechanisms

1. Rural modernization

Chapter one emphasized the importance of 
within-sector structural transformation to 
achieve results conducive to poverty reduction. 

Figure 21. Net ODA received, percentage of GNI and percentage of central Government expenditure

Source: World Development Indicators.

For LDCs, including the four landlocked 
ones, the agricultural sector thus constitutes 
the key to development advancements.

Indeed, the key to advancing structural 
transformation in these countries is productivity 
improvement in the agricultural sector rather 
than an intersectoral shift from agriculture to 
industry and/or services. Structural transformation 
should focus on within-sector upgrading in 
agriculture, which still accounts for the majority of 
employment opportunities. This does not suggest 
ignoring industry, particularly labour-intensive 
manufacturing, as the dominant model of structural 
transformation. Rather, productivity increases in 
the agricultural sector will provide a more solid 
base for developing industry and manufacturing 
as agriculture provides vital “wage goods” 
(food) and raw material as well as labour supply.

Financing rural modernization in  landlocked LDCs 
will, however, be challenging. First, transaction 
costs in rural areas are higher than in urban 
areas due to a more dispersed population with 
poor infrastructure. Second, there is a prevailing 
reluctance among fi nancial institutions to 
provide lending due to the risk factors inherent in 
agriculture, which include natural hazards, farmers´ 
weak ability to provide collateral and price volatility. 
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Box 5. Broadening the investor base through the issuance of a medium-term Green Bond in Bhutan

As investors’ interest in sustainable investing 
is growing, launching a Green Bond might 
attract larger, more liquid and more diversifi ed 
investors to Bhutan. The reasons are twofold. 
First, the global Green Bond market is more 
liquid than the Bhutanese capital markets, as 
many sovereign entities and corporates have 
entered the market across a wide range of 
maturities and investment classes. According 
to the Climate Bonds Initiative (CBI, 2019a) the 
Green Bond market reached a critical mass with 
a global labelled Green Bond issuance of $167.6 

billion in 2018. In particular, India, Bhutan’s 
neighbour, is the second-largest Green Bond 
market among emerging countries, with a total 
of $7.2 billion issued as of 2018 (CBI, 2018). 
In comparison, the Bhutanese public sector 
foreign currency denominated debt amounted 
to $ 2,405 million in 2017 (IMF, 2018) and is 
rather illiquid, as it is mainly held by multilateral 
and bilateral offi cials and therefore not traded 
on capital markets. Second, by issuing Green 
Bonds, Bhutan could benefi t from a large 
and diversifi ed investor base. The demand of 
climate-aligned products has been growing 

Outstanding debt of the Government of Bhutan by creditor in 2017/2018 
(in percentage)

Source: Ministry of Finance, Bhutan, 2018. 

thanks to the growth of Environmental, Social 
and Governance (ESG) investments (Morgan 
Stanley, 2017). According to the Climate Bonds 
Initiative (CBI, 2019b), investors with US$ 45 
trillion of assets under management committed 
themselves to invest in climate-friendly and 
responsible projects worldwide. Green Bonds 
are one of the fastest growing segments as 
they can help them achieve their pledges in 
fi xed income. A Green Bond issuance could 
therefore help Bhutan access this untapped 
fi nancing  source.  Key to attracting this investor 

base is a sovereign credit rating, which will be of 
great infl uence on the interest rate conditions. 
However, the credit rating will assess the overall 
creditworthiness of Bhutan rather than the 
return on investment of the specifi c projects 
fi nanced through the implementation of a 
Green Bond. The improving macroeconomic 
conditions and the gradual transition from 
the LDC category will help obtain a favourable 
credit score. Therefore, Government of Bhutan 
might need further support from international 
organisations towards the creation of a 
countercyclical stabilization fund (IMF, 2018).
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Box 6. Subregional cooperation on financing issues in South Asia

Regional cooperation for galvanising economic 
development and structural transformation 
could be critical in light of declining traditional 
sources for financing development. For Asia’s 
landlocked LDCs such as Bhutan and Nepal, the 
SAARC Development Fund (SDF), which was 
launched in 2010, has been an important source 
of finance. With an initial endowment of USD 
198 million, the SDF seeks to serve as a regional 
funding mechanism to accelerate growth and 
infrastructure development. 

The fund is also expected to raise funds from 
various IFIs, multilateral development banks 
and commercial banks to help finance the 
infrastructure gaps. While about 92 projects 
have been implemented so far, the fund 
is also implementing five major projects 
including the 220 KV transmission line for 
the Nepal Electricity Authority, the 37 MW 
Upper Trishuli and the 900 MW Upper Karnali 
Hydropower Projects in Nepal and the purchase 

of an ATR aircraft for Bhutan’s Druk Air to 
improve tourism and air links in South Asia. 
The financing of micro and small enterprises 
to promote the nascent manufacturing sector 
in the region is another important priority 
area for the SDF that will accelerate structural 
transformation. 

Another example of regional cooperation is 
the tri-national cooperation between Bhutan, 
Bangladesh and India in recently launching 
the inland waterways along the Brahmaputra 
that will ease trade and transit between 
Bangladesh and Bhutan. This will reduce the 
transportation cost of export goods by almost 
one third and decrease the time by half. The 
initiation of many such regional cross-border 
projects that promote trade and infrastructure 
development and their associated financing will 
help ameliorate the resource gap to advance 
structural transformation.

Third, the financial sector may not be sufficiently 
sophisticated in some LDCs. Fourth, financial 
providers often face difficulties in assessing credit 
suitability due to a lack of records and statistics on 
farming in developing countries.

In agriculture and rural development, the following 
groups have been identified for financing, requiring 
different forms of resource mobilisation (IISD, 
2015):
 
(a) Farmers and small agricultural entrepreneurs

For this group, direct financing mechanisms are 
more relevant including, through savings, inclusive 
finance (including micro-credit programmes) 
and traditional finance through a formal banking 
system. However, market mechanisms alone 
will not work for reasons highlighted earlier in 

this report. Thus, government interventions are 
essential. These may include creating state-
owned specialized banks for agricultural and rural 
financing, and providing funding and institutional 
support for micro-finance initiatives. 

While commercialization is good for transforming 
subsistent farmers into more productive business- 
oriented farmers and agricultural entrepreneurs, 
excessive commercialization tends to benefit large 
and medium landholders, while many smallholders 
and landless households may not be able to improve 
their circumstances (Kem, 2017). In many cases, 
agriculture commercialization has also led to the 
phenomenon of land grabbing. This refers to large-
scale land acquisitions, mainly by private investors 
but also by public investors and agribusinesses 
that buy farmland or lease it on a long-term basis 
to produce agricultural commodities (Oxfam, 
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2012). This process disenfranchises smallholder 
farmers and landless peasants, jeopardizing the 
notion of inclusive progress in agricultural and 
rural development.

A good example of successful government 
intervention to assist peasants has been Nepal’s 
High Value Agriculture Project in Hill and Mountain 
Areas (HVAP). Seen as a new generation 
agriculture commercialization project with a total 
outlay of $18.8 million, financed mostly by the 
International Fund for Agricultural Development 
(IFAD) ($15.3 million), HVAP has covered 126 
Village Development Committees in seven districts 
between 2012 and 2019. The main goal of HVAP 
has been to reduce poverty and social inequality 
and improve food security in the most challenging 
rural hilly areas of Nepal through the development 
of inclusive value chains as well as service market 
strengthening (IFAD, 2018).

(b) Actors along the value chain

Termed as “value chain finance for agriculture”, 
this type of finance is developed within the 
interlinked relations between suppliers, buyers, 
producers and banks. The focus of financing 
is on business transactions between two or 
more participants of the chain, rather than direct 
financing of the farmer or entrepreneur. The 
sources of finance can be internal as well as 
external to the value chain. 

(c) Rural infrastructure

Rural infrastructure, which is traditionally funded by 
the public sector, is often underfinanced. In addition 
to public spending sourced from government 
revenue, the role of development banks is essential 
to rural infrastructure modernization. This will, 
however, also require a more accommodating 
macroeconomic policy framework that allows for 
moderate levels of government debt.

(d) Research and development (R&D) to support 
rural modernization

Although R&D relies primarily on public financing 
because its public aim is to provide innovative 
knowledge for the sector as a whole, there is scope 
for broader participation by non-public actors given 
the interest of the private and financial sectors. 
The Lao Agriculture Competitiveness Project, led 
by the World Bank, is an interesting example of an 
initiative to help the country increase agricultural 
productivity through innovation. Supporting 
28,000 farming households in 224 rural villages, 
the project aims to expand access to high-quality 
seeds, machinery and irrigation schemes in order 
to reduce transaction costs and enable higher 
returns for farmers. 

2. Private sector development

Structural transformation to reduce poverty 
cannot be sustained without attempting to build 
a robust domestic private sector, and productive 
employment-creating MSMEs. Indeed, “micro, 
small and medium-sized enterprises (MSMEs) 
constitute the largest number of companies in any 
country and play a fundamental role in the creation 
of employment, the development of skills, and the 
diffusion of technological knowledge” (ESCAP, 
2019, p. 22). However, as shown in figure 22, the 
financing gaps for MSMEs in Asia’s landlocked 
LDCs are, with the exception of Bhutan, among the 
biggest in the region.  

Resource mobilization must therefore also 
focus on channelling the funds to MSMEs. 
Taking into consideration the characteristics of 
MSMEs, remittances may be seen as a viable 
source of financing.  Remittances are, however, 
predominantly used for conspicuous consumption 
and household expenditure, as they are financial 
transfers by household members employed 
abroad to their households back home. However, 
there is growing literature which suggests that if an 
enabling institutional environment and favourable 
conditions are created, remittances can play an 
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Figure 22. Micro, small and medium-sized enterprise fi nance gaps –  percentage of their total fi nancing 
needs, 2017

Source: ESCAP (2019).

Figure 23. Personal remittances received (percentage of GDP)

Source: World Development Indicators.

important role in establishing a domestic base of 
MSMEs; indeed, this is happening in South Asia 
(Afsar, 2014). While the fi gures of remittance 
infl ow are relatively low among Asia’s landlocked 
LDCs, Nepal is an exception as it has recorded a 

high infl ow rate (fi gure 23). 

High infl ows of remittances need to be treated with 
caution, however, as they may be counterproductive 
to structural transformation. For example, the 
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possibility of the “Dutch disease” effect of foreign 
exchange infl ow (through remittances) might 
jeopardise the country’s export prospects and thus 
disincentivise structural changes. Large infl ows 
of foreign exchange can lead to appreciation of a 
local currency, which acts as a disadvantage for 
tradeable sectors, especially manufacturing and 
agriculture. It is believed that the symptoms of 
remittances-induced Dutch disease have appeared 
in Nepal (Sapkota, 2013; Taguchi, 2016). 

3. Infrastructure

Infrastructure is another area where fi nancial 
resources need to be channelled. The Asia-Pacifi c 
Countries with Special Needs Development Report 
2017 examined the infrastructure gaps in the 
region and demonstrated that Afghanistan, Bhutan, 
the Lao People’s Democratic Republic and Nepal 
were indeed among those with the largest gaps. In 
an index ranking access to physical infrastructure 
among 41 Asia-Pacifi c countries, Afghanistan 
ranked 40, followed by Nepal at 35, the Lao People’s 
Democratic Republic at 34 and Bhutan at 29 (ESCAP, 
2017a). Similarly, low standing is visible when 
considering the APII score related to transport. 
Afghanistan is also ranked among the worst 
performers in the energy sector index score, ICT 
and water supply and sanitation, among Asia-
Pacifi c LDCs and LLDCs alike (ESCAP, 2017a).  

Conclusion

In order to advance their structural transformation 
and effectively reduce poverty, Asia’s landlocked 
LDCs need to pay particular attention to mobilizing 
fi nancial resources. Considering the limited size 
of their domestic tax base, various ways and 
mechanisms must be employed to generate 
funds. Although, in the long term, efforts need to 
be made to expand the tax base, it is important 
that the international community fulfi ls its pledge 
of ODA at 0.2 per cent of GNI to be directed to 
LDCs to reverse the current trend of stagnation. 
The international community must play a more 
central role in addressing the fi nancial resource 

gaps in Asia’s landlocked LDCs. However, with 
ODA being stagnant, Afghanistan, Bhutan, the Lao 
People’s Democratic Republic and Nepal need to 
consider other options, including closer regional 
and South-South cooperation. Considering 
the fact that the latter is often determined by 
geographic proximity, all four countries are well-
positioned to utilize resources offered by emerging 

Figure 24. Access to Physical Infrastructure Index 
(APII) in Asia and the Pacifi c

Source: ESCAP (2017a).
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donors, among whom are China and India. 
Moreover, FDI must be strategized and a broader
array of mechanisms must be employed to
attract investors as well as increase the flow of
resources, including through financial markets.

It is also important to ensure that financial 
resources are channelled in a way that they allow 
effective poverty reduction and accelerating 
structural transformation. At the core of structural 
transformation among Asia’s landlocked LDCs 
lies rural modernization. This is where the 

productivity gains are the highest. Financing should 
not only include farmers and small agricultural 
entrepreneurs, but also actors along the value chains 
as well as sectoral research and development, and 
infrastructure. Moreover, remittances used mostly 
for consumption can contribute to the establishment 
of the domestic private sector base that is composed 
predominantly of MSMEs who, in turn, could offer 
productive employment partly outside of agriculture, 
and thus facilitate structural transformation from 
agriculture to manufacturing and services. 
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CHAPTER III

Asia’s landlocked developing countries are 
a heterogeneous group that exhibit various 
institutional features and development needs. 
Some of them are economies that have been 
transformed from a centrally-planned state-
command model; many are resource dependent, 
with very concentrated production. Four belong 
to the category of least developed countries. 
Consequently, policy recommendations for 
effective structural transformation to reduce 
poverty and financing for development must be 
tailored and targeted towards the specific needs 
of each country.

In recent history, the most successful structural 
transformation was one which followed the 
East Asian development model (Bolesta, 2015). 
However, while some general lessons from the 
East Asian development miracle may indeed be 
useful, policy recommendations drawn from the 
experiences of those countries may not be entirely 
replicable today, due to various factors such as 
different international conditionality and different 
development challenges and conditions of Asia’s 
LLDCs. In principle, the main lesson of the miracle 
is that of the centrality of the State, as the state 
has the main responsibility for designing and 
implementing (in collaboration with other actors) 
the structural reforms, and reducing poverty.

A. Landlocked developing countries

Asia’s LLDCs suffer from various predicaments in 
advancing structural transformation; among them 
are the premature de-industrialization, extractive 
resource dependence and the primitivisation of 
the industrial base (Popov and Chowdhury, 2016). 
In the latter process, characteristic of formerly 
centrally-planned economies, industrial sectors 

Policy Recommendations

with more value addition give way to those with 
less value-added. 

As far as premature de-industrialization 
is concerned, the share of employment in 
manufacturing tended to peak at around 30 per 
cent of the workforce in early industrializers; this 
share has declined in economies that industrialized 
later (Rodrik, 2018). Indeed, manufacturing has 
been found to peak at a much lower share of 
around 16 per cent of employment shares (Felipe, 
Mehta and Rhee, 2018). As a result, economies 
move towards services at a much earlier stage 
of development, with much lower levels of per 
capita income (ESCAP, 2015). In some cases, as 
in Bhutan, this might be the only direction possible 
as factors such as geographical predicaments 
and small population size will persistently limit 
opportunities to develop a thriving manufacturing 
base. In general, however, this process has not only 
inhibited the creation of productive jobs, but also 
slowed the pace of poverty reduction. 

For most countries, the solution lies in 
implementing strategies to create and expand 
the manufacturing sector. This may not be an 
easy task, due to remoteness and high costs of 
accessing international markets. However, building 
a robust and diversified manufacturing base, 
closely linked with the regional and global value 
chains, appears to be among the most effective 
options, as only intensive engagement with the 
global economy may result in effective reduction 
of poverty. However, many of Asia’s LLDCs face 
another challenge in that regard, not related to 
impediments to accessing global markets, but 
their dependency on extractive industries. This 
phenomenon constitutes a significant obstacle 
in economic diversification, and disincentivises 
structural transformation. Economic diversification 
must therefore be supported by adequate FDI 
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policy that ensures continuous improvements for 
the domestic sector and does not inhibit structural 
transformation. Uncontrolled investment may 
cause as much harm as sectoral inaction. This 
is true particularly in resource-rich landlocked 
developing countries, where FDI in extractive 
resource sectors has tended to lock the economy 
into a low-value, often environmentally harmful, 
segment of production.

In Asia’s landlocked developing countries that 
have undergone a systemic transformation from 
a centrally-planned, state-command model, 
another phenomenon has occurred, i.e., “industrial 
primitivisation”. One reason that this happened is 
because of the “development illusion”, in which 
state-command economies invested significant 
resources in the development of capital-intensive 
sectors (such as heavy and chemical industries), 
omitting low-tech, labour-intensive industries in 
their development paths (Naughton, 2007; Bolesta, 
2015). By doing so, they created a temporary illusion 
that the stage of labour-intensive development had 
already been surpassed. Yet, once their economic 
systems were transformed and the post-state-
command economies engaged with the global 
economy following market rules, the inefficient 
and ineffective heavy and chemical industries were 
unable to compete in global markets and, in many 
cases, had to be gradually dismantled. Moreover, 
while these economies desperately needed to 
decrease unemployment (a widely spread side-
effect of early systemic reforms), low-tech, labour-
intensive sectors became attractive. The shift of 
the labour force to low-tech, low capital-intensive 
sectors consequently had a negative impact on 
labour productivity, which contributed to a lowering 
of living standards.   

Consequently, in addition to the development 
of labour-intensive sectors based on some 
comparative advantages as part of economic 
diversification, structural transformation in 
landlocked developing countries that had 
undergone systemic transition needed to involve 
a restructuring of existing capital-intensive 

industries – usually heavy and chemical 
industries and machinery. The various ways of 
addressing the issue have been: (a) through FDI 
with technology transfer requirement, aimed at 
sectoral modernization to increase productivity 
and improve environmental sustainability; (b) by 
closing down the heavy and chemical industries 
and machinery plants, and abandoning those 
sectors; and (c) through domestic reconstruction 
efforts and substantial investments in the HCI 
sector – in order to achieve the same goals as in the 
case of attracting FDI with adequate technology 
content (Bolesta, 2015). The first option appears 
to be the most adequate as it allows for sectoral 
modernization, preservation of workplaces and 
improvement in human capital, thus building 
capacity to compete in the global economy at 
relatively minimal costs.

Some countries have been able to successfully 
address their resource dependence and thereby 
avert industrial primitivisation. In Uzbekistan, for 
example, transitioning from a state-command 
economy was a three-step process, comprising: 
(a) a reduction in cotton production and exports, 
which was accompanied by an increase in food 
production; (b) an increase in fuel exports and 
achieving energy self-sufficiency; and (c) an 
increase in the share of industry in output, and the 
share of machinery and equipment in industrial 
output and exports (Popov and Chowdhury, 2016; 
see also box 1 in chapter 1). The diversifying of 
industry and expansion of manufactured exports 
were largely due to protectionism and the use 
of a low exchange rate policy. Uzbekistan was 
able to stimulate the export of processed and 
manufactured goods. This policy of supporting 
infant industries is estimated to have allowed the 
country to start manufacturing 80 new industrial 
products at an estimated value of $2.1 billion in 
2016 (TCA, 2017). 

Kazakhstan was also able to avert industrial 
primitivisation. Its 2050 Strategy (launched in 
2012) is explicit about industrial transformation. 
Four broad priority areas of this strategy are: (a) 



focusing on extractive, heavy and energy industries 
(i.e., oil and gas, mining and metallurgy, chemical 
and nuclear); (b) strengthening export-orientated 
industries (e.g., agriculture, light industry and 
services such as tourism); (c) fostering innovative, 
technology-intense industries (such as ICT, 
biotechnology, pharmaceuticals, space, alternative 
energy); and (d) supporting the development of 
“facilitating” industries (such as construction 
and infrastructure development) (Bolesta, 2019). 
As part of the support measures for small and 
medium-sized enterprises, more than 70,000 
businesses have received financial assistance 
(Konkakov and Kubayeva, 2016).

Tajikistan is another example of averting 
industrial primitivisation. In that country’s National 
Development Strategy, 2005-2015, the Government 
focused on diversifying exports and changing its 
economic structure. This was done by supporting 
exporters and accelerating development of light 
industry.1 At the same time, the aluminium industry 
continued to enjoy preferential treatment in the 
form of subsidized banking loans and special 
measures to limit imports (Bolesta, 2019). This 
policy of “picking winners” resulted in favouring 
aluminium and cotton, thus improving the existing 
strengths based on historical factors (Miramonov, 
2014).

B. Landlocked least developed countries

Landlocked least developed countries face an 
additional set of challenges, suffering from the 
lack of productive capacities (UNCTAD, 2018a 
and 2018b). Among the policies to improve the 
situation are those related to FDI and human 
capital. As the economies of many landlocked 
LDCs are still dominated by the agricultural sector, 
rural modernization is of paramount importance, 
also as it is the most effective way to advance 
structural transformation in the short term (Norbu 
and others, 2019). 
 

To enhance structural transformation, FDI-
focused policies must promote, rather than 
inhibit, domestic sector development. This can 
be achieved through, for example, local content 
requirements, technology transfer requirements 
and selective FDI support that is attractive for local 
businesses (UNCTAD, 2018b). As local content 
policies are effective only if they strike a balance 
between constraints and incentives, the linkages 
and value chains between foreign investors and 
local businesses are important for fostering 
employment and developing local capacities. 

There are various ways of fostering FDI through 
incentives. One way is by creating sectoral parks 
and special economic zones (SEZs). For example, 
between 2003 and 2016, the Lao People’s 
Democratic Republic established 12 special 
economic zones. There are 503 foreign and 
domestic firms investing in the country’s SEZs, 
with activities divided between the service sector 
(39.3 per cent), industry sector (28.4 per cent) 
and trade sector (32.3 per cent). Real invested 
capital already exceeds $3.28 billion and has 
generated more than $28.40 million of revenue 
for the Government. This has led to significant 
improvement of the infrastructure, both inside the 
zones and in surrounding areas, and has created 
more than 24,890 jobs. SEZs have attracted several 
world-leading companies such as Aeroworks, 
Essilor, Nikon, Toyota, Hoya and Mascot, which 
have been exporting their products globally with 
a total value of approximately $1.28 billion during 
2003-2018.  In 2016, the contribution of SEZs to 
the GDP of the Lao People’s Democratic Republic 
was about 0.85 per cent.

FDI should also be aimed at strengthening 
integration into regional value chains (RVCs) and 
global value chains (GVCs). As about 60 per cent 
of global trade today is in intermediate goods, 
global and regional value chains can provide 
an important avenue for diversification and job 
creation. Indeed, GVCs or RVCs are important 
for determining a country’s positioning in global 
production networks and gradually increasing its 
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role in the global economy. Such FDI must not, 
however, have a negative impact on the natural 
environment.  

For landlocked LDCs, the key to accelerate 
structural transformation is rural modernization. 
This is because the within-sector structural 
changes have greater impact on poverty reduction 
then the shifts between sectors, and landlocked 
LDCs must particularly focus efforts at eliminating 
poverty. As far as the agricultural sector is 
concerned, to increase levels of productivity 
(and hence incomes) in agriculture, the sector 
should primarily be seen through the prism of 
business activities (UNCTAD, 2018a). It is thus 
necessary to improve the sector’s links to market 
opportunities and supply, and global value chains 
as well as strengthen agricultural enterprises. 
Key aspects concern technological upgrades and 
mechanization. This includes the introduction of 
improved varieties of seeds, pest-resistant crops 
and plants. Such policies must be supported by 
improved agricultural research and development. 
Moreover, investment in rural infrastructure, 
including in irrigation, is necessary, as is the 
availability of services for rural entrepreneurs 
such as access to credit as well as skills training 
programmes for rural residents. All these actions 
can significantly boost agricultural production, 
labour productivity and agricultural wages, and 
promote accelerated transfer of production 
factors from the agricultural sector to the industry 
and services sectors.

Progress has been made towards tackling these 
challenges. For example, Bhutan has adopted the 
Rural Economy Advancement Programme to boost 
the rural economy and reduce poverty, while the 
Government of Nepal aims to double agricultural 
production in the next five years through 
modernization, diversification, commercialization 
and marketing in the agricultural sector. The 
Government of the Lao People’s Democratic 
Republic has embedded in the eighth Five Year 
National Socio-Economic Development Plan 
(2016-2020) efforts to “promote green and 

sustainable agro-processing in order to supply 
food for domestic consumption and exports by 
establishing agricultural production centres and 
laboratories, and commercial seed production 
centres” in different regions throughout the 
country (Government of Lao People’s Democratic 
Republic, 2016). As part of the initiative, the 
Lao Farmers Network assists young farmers in 
increasing income through the processing of 
agricultural products from their farms.

To enable rural modernization efforts must be 
made to build a robust domestic private business 
sector. To generate productive employment 
and to ensure domestic ownership, this sector 
must be composed of micro, small and medium 
sized enterprises (MSMEs). Landlocked LDCs 
suffer, however, from lack of financial resources 
to strengthen their MSME sector. In this case, 
remittances may prove a useful source. Usually 
spent on conspicuous consumption, the funds 
can partly be directed to creating local, family-
run companies. This is already taking place in 
Nepal, where remittances constitute an important 
share of GDP. Ultimately, financing for development 
must be supported by tax revenue. However, 
for the foreseeable future, alternative sources 
and channels must be considered, including the 
international community with its commitments 
and pledges.

Another issue is a lack of adequate human 
capital; a persistent feature of Asia’s landlocked 
least developed countries. To facilitate structural 
transformation, these countries should aspire to 
create a labour market where skilled individuals 
are abundant and can find decent jobs. Broadly, 
this requires policy elements from both the supply 
and the demand side of the labour market.

First, absorbing labour from agriculture – as 
rural modernization and the transformation 
of the agriculture will not utilize all the 
available rural workforce – requires concerted 
efforts to improve its employability in other 
sectors. This requires that workers be 

40



retrained so that they can carry out different 
functions in alignment with newly available jobs, 
e.g., operating more sophisticated machines 
and become industrial workers who are more 
capable of utilizing technical services in rural 
areas. 

Second, if countries are to climb the value-added 
ladder, they will need to continuously improve 
human capital that can apply knowledge to 
productive processes. This is crucial, as a lack 
of highly-skilled workers can easily be a binding 
constraint to attracting foreign investment and thus 
preclude access to global value chains. Moreover, 
for countries to benefit from FDI in the form of 
knowledge transfer, a critical mass of educated 
professionals is required. Improving levels of 
human capital, and moving up the value-added 
ladder and away from low-skilled employment, is 
particularly relevant in view of the fourth industrial 
revolution, as decreasing costs of automation 
may threaten the existence of low-skilled mass 
production. Consequently, the education sector 
should ensure that the available curricula provide 
students with the necessary training to undertake 
the jobs that countries wish to promote. There is 
no universal blueprint as to how much landlocked 
developing countries should allocate to education 
for a good reason – the level of countries’ spending 
by sector must be tailored to their specific realities. 
However, through the Education for All (EFA) 
initiative, UNESCO has suggested a benchmark of 
a minimum 20 per cent of government budgets.2

Third, the supply of decent jobs must also 
grow. These should primarily be created in the 
private sector, underlining the need for private 
sector development. Increasing the number of 
national entrepreneurs and firms in a country 
requires a business-friendly environment and an 
investment climate that eliminates obstacles to 
its development. This includes addressing hurdles 
to setting up a company, shortening the periods 
required to register property, and accessing 
services such as electricity and financing. These 
“doing business indicators” (World Bank, 2018), 

are important in the context of attracting foreign 
companies. 

Fourth, the labour market should have legal 
institutions to ensure that workers’ conditions 
and the jobs created are of a particular standard, 
especially with regard to protecting vulnerable 
groups such as women and people with 
disabilities. Labour market institutions can vary 
greatly depending on the political systems and 
history of countries. Nevertheless, minimum 
wages, unemployment benefits and collective 
bargaining have widely been identified as 
mechanisms that should be in place to improve 
workers’ conditions. Similarly, public authorities 
should make efforts to promote the formalization 
of jobs (e.g., law enforcement through labour 
inspections), as formal jobs are associated with 
better working conditions and provide benefits for 
the State overall, notably through tax revenue. 

C. Integration and cooperation

Mechanisms and structures aimed at regional 
integration and cooperation are important 
instruments for facilitating structural 
transformation and contributing to poverty 
reduction among landlocked developing countries. 
As much as the initiatives by the international 
community, they enhance access to international 
markets, allow easier integration into the regional 
and global value chains, and improve the physical 
and non-physical infrastructure for economic 
interaction. 

Among the most relevant for Asia’s LLDCs 
are the Eurasian Economic Union (EAEU) and 
the Belt and Road Initiative (BRI). The EAEU, 
which is an ambitious plan to create a single 
market that promotes free movement of goods, 
capital, services and people, common transport, 
agriculture and energy policies with provisions for a 
single currency and greater integration, will benefit 
landlocked developing countries such as Armenia, 
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Kazakhstan and Kyrgyzstan. Moreover, many 
of Asia’s landlocked developing countries are
situated along  one  or more of the six  BRI  corridors:
(a) Kazakhstan, Kyrgyzstan, Tajikistan, 
Turkmenistan and Uzbekistan along the 
China-Central Asia-West Asia Corridor; 
(b) Kazakhstan along the New Eurasian 
Land Bridge; (c) Mongolia along the China-
Mongolia-Russian Federation corridor; and 
(d) the Lao People’s Democratic Republic 
along the China-Indochina Peninsula Corridor. 
ESCAP’s estimates the additional potential output 
attributable to the BRI could be within the range 
of $152 billion to $372 billion per corridor, which 
includes at least one Asia’s landlocked developing 
country (ESCAP, 2017b). Although measurable 
benefits have yet to be accurately assessed, 
undoubtedly activities within the framework of 
the BRI have been contributing to the deepening 
of subregional cooperation and integration 
through, for example, creating greater levels of 
connectivity. This may contribute to the process 
of structural transformation.

A broader international community also has 
an important role to play in the structural 
transformation of landlocked developing 
countries. This is particularly the case with the 
transit countries upon which the landlocked 
developing countries depend for access to the 
sea. Indeed, being “landlocked” has impeded 
structural transformation, as it has contributed 
to greater trade and transport costs that, in 
turn, have inhibited the incentive for economic 
diversification. International organizations can 

play an important role in facilitating cooperation 
between landlocked developing countries and 
transit States, with a view to enabling easier access 
to international sea routes. For example, Asia has 
already become a host to several international 
initiatives for facilitating landlocked countries’ 
access to markets, and improving cooperation 
between them and relevant transit countries. They 
include: the Intergovernmental Agreement on Dry 
Ports, developed in 2016 under the auspices of 
ESCAP; ESCAP’s Regional Strategic Framework 
for the Facilitation of International Road Transport 
of 2012; and ESCAP’s Regional Cooperation 
Framework for Facilitation of International Rail 
Transport of 2015. These initiatives illustrate 
the importance of the international community’s 
role in facilitating improvements in connectivity 
and in assisting the enhancement of economic 
interaction. 

As far as financing development of landlocked 
LDCs is concerned, the international community 
must not shy away from its commitments and the 
donor countries should fulfil their pledges of 0.2 
per cent of GNI to be spent on ODA for LDCs. The 
trend of stagnant ODA should be reversed. At the 
same time, closer regional cooperation can lead to 
the intensification of the South-South cooperation. 
Asia’s landlocked LDCs are in close geographic 
proximity to the emerging leaders of South-South 
cooperation, the latter also having economic 
interests in neighbouring LLDCs. This is an ideal 
situation for landlocked LDCs to reap benefits 
from the new emerging trend.
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1 Two relevant programmes were the Programme of the Development of Export until 2015 (PDERT) and 
               the  Programme of Development of the Light Industry, 2006-2015.
2 See https://en.unesco.org/news/key-milestones-reached-new-education-goals-0.

CHAPTER 3 ENDNOTES



43

REFERENCES
Afsar R. (2014). Remittances and SME Development: Reflections from South Asia, in M. M. Rahman, Yong T.T., 

Ullah A.K.M.A. (eds.) Migrant Remittances in South Asia. International Political Economy Series. London: 
Palgrave Macmillan. 

Aggarwal, A. and N. Kumar (2012). Structural change, industrialization and poverty reduction: The case of India. 
ESCAP Development Papers, No. 1206. New Delhi: United Nations Economic and Social Commission for 
Asia and the Pacific.

Asian Development Bank (ADB) (2013). Asia’s Economic Transformation: Where to, How, and How Fast? Key 
Indicators for Asia and the Pacific 2013 Special Chapter. Manila.

Batsaikhan, U. and M. Dabrowski (2017). Central Asia – twenty-five years after the breakup of the USSR. Russian 
Journal of Economics, vol. 3, No. 3; pp. 296-320.

Baymul, C. and K. Sen (2018). Was Kuznets right? New evidence on the relationship between structural transformation 
and inequality. GDI Working Paper, No. 2018-027. United Kingdom, University of Manchester.

Bhutan Ministry of Finance (2018). Annual Financial Statements. Available at https://www.mof.gov.bt/wp-content/
uploads/2019/05/AFS2017-18English.pdf.

Bolesta (2015). China and Post-Socialist Development. Bristol, United Kingdom: Policy Press. 
_______ (2019). From socialism to capitalism with Communist characteristics: The building of a post-socialist 

developmental State in Central Asia (forthcoming). Post-Communist Economies. 
Bourguignon, F. and C. Morrisson (1998). Inequality and development: The role of dualism. Journal of Development 

Economics, vol. 57, No. 2; pp. 233–257.
Byerlee, D., X. Diao and C. Jackson (2005). Agriculture, rural development, and pro-poor growth: Country 

experiences in the post-reform era. Agriculture and Rural Development, Discussion Paper, No.21. 
Washington, D.C.: World Bank.

Chowdhury, A. (2019). Structural transformation and its role in poverty reduction in the Asia-Pacific Countries with 
Special Needs: A differentiated approach. Background paper prepared for the Asia-Pacific Countries with 
Special Needs Development Report 2019. Bangkok: United Nations Economic and Social Commission for 
Asia and the Pacific.

Christiaensen, L., L. Demery and J. Kuhl (2011). The (evolving) role of agriculture in poverty reduction: An empirical 
perspective. Journal of Development Economics, vol. 96, No. 2; pp.  239-254.

Climate Bonds Initiative (CBI) (2018). India Country briefing. Available at https://www.climatebonds.net/files/files/
INDIA%20country%20briefing_Climate%20Bonds%20Initiative_July%202018%281%29.pdf.

________ (2019a). Green bonds: The state of the market 2018. Available at https://www.climatebonds.net/market/
investor-appetite.

________ (2019b). Investor Appetite. Available at https://www.climatebonds.net/market/investor-appetite.
Country Economy (2019). Sovereigns Ratings List. Fitch Ratings. Available at https://countryeconomy.com/ratings.
Cobham, A. and P. Jansky (2017). Illicit financial flows: An overview. Background document prepared for the first  

session of the Intergovernmental Group of Experts on Financing for Development. Geneva. Available at 
https://unctad.org/meetings/en/SessionalDocuments/tdb_efd1_bp_CJ_en.pdf.

Collins, S. M. and B. Bosworth (1996). Economic growth in East Asia: Accumulation versus assimiliation. Brookings 
Papers on Economic Activity, vol. 27, No. 2; pp. 135-204. 

Crivelli, E., R. De Mooij and M. Keen (2015). Base erosion, profit shifting and developing countries. IMF Working 
Paper No. 15/118. Washington D.C.: International Monetary Fund.



44

Felipe, J., A. Mehta and C. Rhee (2018). Manufacturing matters… but it’s the Jobs that count. Cambridge Journal of 
Economics. Vol. 43, No. 1; pp. 139-168.

Fields, G. (2007). Dual Economy. ILR School Working Paper 17. Ithaca, New York: Cornell University. 
Fosu, A. K. (2017). Growth, inequality, and poverty reduction in developing countries: Recent global evidence. 

Research in Economics, vol. 71, No. 2; pp. 306-336. 
Frey, C. B. and M. Osborne (2016). Technology at Work v2.0: The Future Is Not What It Used to Be. Citi Group 

Research Report. United Kingdom: Citi Global Perspectives & Solutions and Oxford Martin School, University 
of Oxford.

_______ (2017). The future of employment: How susceptible are jobs to computerisation? Technological Forecasting 
and Social Change, vol. 114, issue C; pp. 254-280.

Ghani, E. and R. Kanbur (2013). Urbanization and (In)Formalization. World Bank Policy Research Working Paper, No. 
6374. Washington, D.C.: World Bank.

Government of the Lao People’s Democratic Republic (2016). Eighth Five-Year National Socio-Economic 
Development Plan (2016-2020). Vientiane: Ministry of Planning and Investment.

_______ and United Nations Development Programme (2017). The 5th National Human Development Report: 
Graduation from Least Developed Country Status, Lao PDR. Vientiane: Ministry of Planning and Investment. 

International Fund for Agricultural Development (IFAD) (2018). Nepal: High-Value Agriculture Project in Hill and 
Mountain Areas, Supervision Report. Rome. 

International Institute for Sustainable Development (IISD) (2015). Investment in Agriculture. Policy Brief No. 3. 
Winnipeg, Canada.

International Labour Organization (ILO) (2016). ASEAN in Transformation: The Future of Jobs at Risk of Automation. 
Bangkok.

_______ (2018). Women and Men in the Informal Economy: A Statistical Picture (third edition). Geneva. 
International Monetary Fund (IMF) (2018). Staff report for the 2018 Article IV consultation – Debt Sustainability 

Analysis. Washington, D.C.
Ivanic, M. and W. Martin (2018). Sectoral productivity growth and poverty reduction: National and global impacts. 

World Development, vol. 109, pp. 429-439. 
Kanbur, R. (2017). Informality: Causes, consequences and policy responses. Review of Development Economics, 

vol. 21, No. 4; pp. 939-961. 
Kem, S. (2017). Commercialisation of smallholder agriculture in Cambodia: Impact of the cassava boom on rural   

livelihoods and agrarian change. PhD thesis. Australia:  University of Queensland. 
Konkakov, A. and G. Kubayeva (2016). Progress in diversification of the economy in Kazakhstan. Working Paper 

2016. The Netherlands: Maastricht School of Management. 
Kuznets, S. (1955). Economic growth and income inequality. The American Economic Review, vol. 45, No. 1; pp. 1-28. 
Lewis, W. A. (1954). Economic Development with Unlimited Supplies of Labour. Seminal Paper. The Manchester 

School, vol. 28, No. 2; pp. 139-191. Willey Online Library. Available at https://onlinelibrary.wiley.com.
Ligon, E. and E. Sadoulet (2018). Estimating the Relative Benefits of Agricultural Growth on the Distribution of 

Expenditures. World Development, vol. 109; pp. 417-428.
McCaig, B. and N. Pavcnik (2013). Moving out of agriculture: Structural change in Vietnam. NBER Working Paper 

No. 19616. Cambridge, Massachusetts: National Bureau of Economic Research.
McMillan, M. and D. Rodrik (2011). Globalization, structural change and productivity growth, in M.  Bachetta and M. 

Jansen (eds.), Making Globalization Socially Sustainable. Geneva: International Labour Organization.
Mercer-Blackman, V., A. Foronda and J. Mariasingham (2017). Using input-output analysis framework to explain 



45

economic diversification and structural transformation in Bangladesh. ADB Economics Working Paper 
Series, No. 513. Manila: Asian Development Bank. 

Miramonov, F. (2014). East Asian industrial policy: Implications for Tajikistan in the World Trade Organization era 
Master’s thesis. Available at http://rcube.ritsumei.ac.jp/repo/repository/rcube/6082/51212610.pdf.    

Morgan Stanley (2017). Behind the Green Bond Boom. Available at https://www.morganstanley.com/ideas/green-
bond-boom.

Naughton, B. (2007). The Chinese Economy: Transitions and Growth. London: MIT Press.
Nelson, R. and H. Pack (1999). The Asian miracle and modern growth theory. The Economic Journal, vol. 109, No. 

457; pp. 416-436. 
Norbu, N., Y. Tateno and A. Bolesta (2019). Structural transformation, backward and forward linkages and job 

creation in Asia-Pacific Least Developed Countries: An input-output analysis. Paper presented at the 
WIDER-ESCAP Conference “Transforming economies – for better jobs”, 11-13 September 2019, Bangkok.

Ocampo, J. A. (2005). The quest for dynamic efficiency: Structural dynamics and economic growth in developing 
countries, in José Antonio Ocampo (ed.), Beyond Reforms: Structural Dynamics and Macroeconomic 
Vulnerability. Washington, D.C.: ECLAC, Stanford University Press and World Bank.

Organization for Economic Cooperation and Development (OECD) (2017). OECD Investment Policy Review: Lao 
PDR. Paris.

Oxfam (2012). Our land, our lives: Time out on the global land rush. Oxfam Briefing Notes, October 2012. Oxford, 
United Kingdom: Oxford Committee for Famine Relief.

Paul, S. (2016). Heterogeneous structural transformation and growth incidence across the income distribution: 
The Kuznets Curve revisited. Centre for Economic Institutions Working Paper Series, No. 2016-1. Tokyo: 
Hitotsubashi University. 

Popov, V. and A. Chowdhury (2016). What can Uzbekistan tell us about industrial policy that we did not already 
know? DESA Working Paper No. 147. New York:  United Nations. 

Ravallion, M. (1997). Can high-inequality developing countries escape absolute poverty? Economic Letters, vol. 56, 
No. 1; pp. 51-57. 

________ and S. Chen (2007). China’s (uneven) progress against poverty. Journal of Development Economics, vol. 
82, No. 1; pp. 1-42.

________ and G. Datt (1996). How important to India’s poor is the sectoral composition of economic growth? World 
Bank Economic Review, vol. 10, No. 1; pp. 1-25. Washington, D.C.

Rodrik, D. (2015). Premature deindustrialization. Journal of Economic Growth, vol. 21; pp. 1-33. 
________ (2018). Straight Talk on Trade: Ideas for a Sane World Economy. Princeton, United States: Princeton 

University Press.
Sapkota, C. (2013). Remittances in Nepal: Boon or bane? The Journal of Development Studies, vol. 49, No. 10: pp. 

1316-1331.
Sen, K. (2018). What impedes structural transformation in Asia? Asia-Pacific Sustainable Development Journal, vol. 

25, No. 1; pp. 1-35. 
Shrestha, P. K. (2014). Structural changes, employment and productivity in Nepal. Bank Negara Malaysia Economics 

Research Workshop 2014, Kuala Lumpur.
Szirmai, A. and B. Verspagen (2011). Manufacturing and economic growth in developing countries, 1950-2005, 

UNU-MERIT Working Paper series, No. 2011-2069. The Netherlands: United Nations University - Maastricht 
Economic and Social Research Institute.

Taguchi, H. and B. Lama, (2016). Do Emigrant’s Remittances Cause “Dutch Disease”? The Case of Nepal and 
Bangladesh, Research in Applied Economics, Macrothink Institute, vol. 8, No. 4; pp. 1-15, December.



46

TCA (2017).  Uzbekistan estimates the effect of import substitution at $2 billion in 2016. The Times of Central Asia, 
14 February 2017.  Available at https://www.timesca.com/index.php/news/17679-uzbekistan-estimates-
the-effect-of-importsubstitution-at-2-billion-in-2016.

Temple, J. (2005). Dual economy models: A primer for growth economists. The Manchester School, vol. 73, No. 
4; pp. 435-478. Wiley Online Library. Available at https://onlinelibrary.wiley.com/doi/abs/10.1111/j.1467-
9957.2005.00454.x.

Timmer, C. P. (2017). Food security, structural transformation, markets and government policy. Asia and the Pacific 
Policy Studies, vol. 4, No. 1; pp. 4-19. Canberra, Australia: Australian National University.

Tregenna, F. (2015). Deindustrialisation, structural change and sustainable economic growth. MERIT Working 
Papers No. 032. The Netherlands: United Nations University - Maastricht Economic and Social Research 
Institute.

United Nations Conference on Trade and Development (UNCTAD) (2013). Structural change and economic 
development: Is Brazil catching up or falling behind? Discussion Paper No. 211. Geneva.

________ (2014). The Least Developed Countries Report 2014. Growth with Structural Transformation: A Post-2015 
Development Agenda. Sales No. E.14.II.D.7. Geneva.

________ (2016). Virtual Institute Teaching Material on Structural Transformation and Industrial Policy. UNCTAD/
GDS/2016/1. Geneva.

________ (2017). Information Economy Report 2017. Sales No. E.17.II.D.8. Geneva.
________ (2018a). The Least Developed Countries Report 2018. Entrepreneurship for Structural Transformation: 

Beyond Business as Usual. Geneva.
________ (2018b). Achieving the Sustainable Development Goals in the Least developed Countries. A Compendium of 

Policy Options. Geneva.
United Nations Economic and Social Commission for Asia and the Pacific (ESCAP) (2015). Asia-Pacific Countries 

with Special Needs Development Report 2015: Building Productive Capacities to Overcome Structural 
Challenges. Sales No. E.15.II.F.9. Bangkok.

________ (2016). Economic and Social Survey of Asia and the Pacific 2016: Economic and Social Survey of Asia and 
the Pacific 2016 – Nurturing Productivity for Inclusive Growth and Sustainable Development. Sales No. E.16.
II.F.10. Bangkok.

________ (2017a). Asia-Pacific Countries with Special Needs Development Report 2017: Investing in infrastructure for 
an inclusive and sustainable future. Sales No. E.17.II.F.9. Bangkok.

________ (2017b). The Belt and Road Initiative and the Role of ESCAP. Available at https://www.unescap.org/op-ed/
china-belt-and-road-initiative. Bangkok.

________ (2018a). Social Outlook for Asia and the Pacific: Poorly Protected. Sales No. E.19.II.F.2. Bangkok.
________ (2018b). Inequality in Asia and the Pacific in the Era of the 2030 Agenda for Sustainable Development.Sales 

No. E.18.II.F.13. Bangkok.
________ (2018c). Asia-Pacific Countries with Special Needs Development Report 2018: Sustainable Development 

and Sustaining Peace. Sales No. E.18.II.F.15. Bangkok.
________ (2018d). Economic and Social Survey of Asia and the Pacific 2018: Mobilizing Finance for Sustained, 
Inclusive and Sustainable Economic Growth. Sales No. E.18.II.F.16. Bangkok.
________ (2019). Financing for Development in Asia and the Pacific. Highlights in the Context of the Addis Ababa 

Action Agenda. 2019 Edition. Bangkok.
United Nations Industrial Development Organization (UNIDO) (2013). Industrial Development Report 2013. Sustaining 

Employment Growth: The Role of Manufacturing and Structural Change. Sales No. E.13.II.B.46. Vienna. 
World Bank (2016). World Development Report 2016: Digital Dividends. Washington, D.C.
________ (2018). Doing Business. Washington, D.C. Available at www.doingbusiness.org/en/reports/global-reports/



United Nations publications may be obtained from bookstores and distributors throughout 
the world.
Please consult your bookstore or write to any of the following:

Customers in: America, Asia and the Pacific

Email: order@un.org
Web: shop.un.org
Tel: +17036611571
Fax: +1 703 996 1010

Mail Orders to:
United Nations Publications
PO Box 960
Herndon, Virginia 20172
United States of America

Customers in: Europe, Africa and the Middle East

United Nations Publications
c/o Eurospan Group
Email: info@eurospangroup.com
Web: un.org/publications
Tel: +44 (0) 1767 604972
Fax: +44(0) 1767 601640

Mail orders to:
United Nations Publications
Pegasus Drive, Stratton Business Park
Bigglewade, Bedfordshire SG 18 8TQ
United Kingdom

For further information on this publication, please address your enquiries to:

Director
Macroeconomic Policy and Financing for Development Division
Economic and Social Commission for Asia and the Pacific (ESCAP)
United Nations Building, Rajadamnern Nok Avenue
Bangkok 10200, Thailand
Tel: 662 288-1234
Fax: 662 288-3007
Email: escap-mpdd@un.org



ISBN: 978-92-1-120799-6

This report highlights the role of structural transformation in reducing poverty in Asia’s 
landlocked developing countries. It emphasizes the relevance of structural transformation to 
these economies, and particularly to those that are landlocked least developed countries, which 
are still dominated by the agrarian sector, and in which many people live below the poverty line 
of $3.20 a day.

To accelerate structural transformation, Asia’s landlocked developing countries must focus on 
economic diversifi cation and on reducing their dependency on extractive industries, including 
through foreign direct investment and mitigation of the consequences of premature de-
industrialization. Landlocked least developed countries also require extra support in fi nancing 
their development. Given their lack of resources and the particular structural impediments that 
those economies face, they need additional capacity to mobilize fi nancial means, both internal 
and external, in order to embark on an effective trajectory of structural transformation to reduce 
poverty and pursue sustainable development.

This report discusses these topics and provides pertinent policy recommendations to help 
address policy gaps and development challenges of landlocked developing countries, including 
landlocked least developed countries, and support the implementation of the Vienna Programme 
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