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ABSTRACT

Least developed countries (LDCs) are characterized by limited productive capacities, which constrains 
their efforts towards structural transformation and sustainable development. At the same time, the 
actual policy choices countries that have graduated or have made significant progress towards gradu-
ation from the LDC category provide a wide range of lessons other LDCs and the international com-
munity can learn from. Whereas countries can be on different pathways towards graduation, a diverse 
set of social, macroeconomic, financial, agricultural and industrial policies can be effective. However, 
good development governance is the key factor for successfully expanding productive capacity.

Keywords: Least developed countries, productive capacity, development governance, Angola, 
Bangladesh, Bhutan, Botswana, Cabo Verde, Equatorial Guinea, Ethiopia, Ghana, Maldives, Rwanda, 
Samoa, Solomon Islands, Vanuatu, Viet Nam

JEL Classification: F63, O1, O2, O57

Lessons Learned in Developing 
Productive Capacity:  
Fourteen Case Studies

Committee for Development Policy (CDP) secretariat

Bruckner, Daniel Gay and Marcia Tavares as well as Taffere Tesfachew, former Director at the United Nations 
Conference on Trade and Development. The paper does not necessarily reflect the views of the CDP. Comments 
should be addressed by e-mail to the authors at cdp@un.org. 



CONTENTS

I. Introduction  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .   .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . 1

II. Case Studies  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .   .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . 2

A . Pathway I: Rapid growth through natural resource exploitation (Angola and Equatorial Guinea) 2
1 . Introduction  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . 2
2 . Development governance  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . 3
3 . Macroeconomic and financial policies  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . 4
4 . Social policy  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . 5
5 . Industrial and sectoral policies   .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . 6
6 . International support measures  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . 6

B . Pathway II: Economic specialization and investment in human capital (Botswana, Bhutan, 
Cabo Verde, Maldives, Samoa, Vanuatu and Solomon Islands)   .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . 7
1 . Introduction  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . 7
2 . Development governance  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . 10
3 . Social policy  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . 13
4 . Macroeconomic and financial policies  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . 16
5 . Industrial and sectoral policies   .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . 21
6 . International support measures  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . 26

C . Pathway III: Graduation through economic diversification, structural transformation and the 
development of human capital (Bangladesh, Ethiopia and Rwanda)  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . 28
1 . Introduction  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . 28
2 . Development governance  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . 29
3 . Social policy  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . 32
4 . Macroeconomic and financial policies  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . 34
5 . Industrial and sectoral policies   .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . 36
6 . International support measures  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . 38

D . Productive Capacity Building and Structural Transformation in Non-LDC Developing 
Countries (Vietnam and Ghana): Potential Lessons for LDCs  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . 39
1 . Introduction  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . 39
2 . Development Governance  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . 40
3 . Social Policy  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . 41
4 . Macroeconomic and Financial Policies   .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . 42
5 . Industrial and Sectoral Policies   .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . 43

III. Conclusion  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .   .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . 44

References . . . . . . . . . . . . . . . . . . . . . . . . . . . .   .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . 45

CDP Background Papers are available at https://
www.un.org/development/desa/dpad/cdp-back-
ground-papers/. The views and opinions expressed 
herein are those of the author and do not necessarily 
reflect those of the United Nations Secretariat. The 
designations and terminology employed may not 
conform to United Nations practice and do not imply 
the expression of any opinion whatsoever on the part 
of the Organization.

Typesetter: Nancy Settecasi

UNITED NATIONS

Committee for Development Policy

UN Secretariat, 405 East 42nd Street

New York, N .Y . 10017, USA

e-mail: cdp@un .org

http://cdp .un .org



 I  Introduction 

Developing productive capacities is key for least developed countries (LDCs), and developing countries in general, 
to overcome their development challenges. Productive capacity consists of the productive resources (natural, human, 
physical and financial), entrepreneurial and institutional capabilities, and production linkages. These elements jointly 
determine the capacity of a country to increase production and to diversify its economy into higher productivity 
sectors for faster growth and sustainable development.

Whereas the recognition of lack of productive capacity as binding development constraint for LDCs is an important 
finding, it does not directly answer the questions what and how this constraint can be overcome. The Committee 
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  II  Case Studies 

A. Pathway I: Rapid growth through natural resource exploitation  
 (Angola and Equatorial Guinea)

1. Introduction

Angola and Equatorial Guinea are two major oil exporting LDCs that have experienced massive and rapid increases 
in national income in recent years. While oil has been the main driver for economic growth in both countries, 
there are nevertheless important differences between the two. Whereas Equatorial Guinea is a small country with a 
population of less than a million, Angola is the seventh largest country in Africa with a population of more than 26 
million. In terms of sectoral composition and economic diversity, Equatorial Guinea is largely an ‘oil-only’ economy, 
while Angola has a sizeable non-oil economy based on agriculture and other natural endowments. However, the oil 
and gas industry accounts for almost all of Angola’s exports reaching as high as 97% of the total merchandise exports 
in 2014, although the share of the whole mining sector was only 30 per cent of total value added, which is less than 
most oil producing and exporting countries. Not surprisingly, the contribution of oil and mining to employment is 





4 CDP BACKGROUND PAPER NO. 37

of the NESDP (National Economic and Social Development Plan) enabled advances in the development of transport 
infrastructure, electricity networks, housing and public buildings, thanks to oil revenues. In 2013, however, invest
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agencies or groups that effectively control these entities. The fact that in Angola Sonangol acts simultaneously as 
producer and regulator and has quasi-fiscal attributions, coupled with a lack of transparency may, among other 
problems, have limited, or at least delayed, the volume of resources that effectively reached the public budget over 
time (IEA, 2006).4 In Equatorial Guinea, the oil sector is partially excluded from the reach of the tax authorities, as 
tax and royalty provisions for production-sharing contracts with the government can be negotiated, and are not made 
public (Goldman, 2011). 

A major macroeconomic policy concern of resource-rich countries is how to avoid Dutch disease effects and stabi-
lize the economy in the presence of a highly volatile commodity market. Generally, the establishment of sovereign 
wealth funds and fiscal rules are effective policy responses to these challenges. However, although both Angola and 
Equatorial Guinea have formally established mechanisms for fiscal stabilisation and accumulation of reserves, these 
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products, the need for trade-related ISMs has remained redundant for these countries. The same also applies for ISMs 
through ODA, which was not provided to Angola and Equatorial Guinea for many years due to their less constrained 
financial situation. From these observations, one can conclude that the costs often associated with post-graduation 
loss of ISMs, in particular with regard to trade preferences and ODA, are less of a challenge to countries graduating 
due to rapid growth of income resulting from exploitation of natural resources. 

B. Pathway II: Economic specialization and investment in human capital  
 (Botswana, Bhutan, Cabo Verde, Maldives, Samoa, Vanuatu and  
 Solomon Islands)

1. Introduction

Four countries have already graduated from the LDC category and a significant number have made progress towards 
graduation by specializing in a specific sector or a few economic activities, while at the same time investing in 
human capital. The seven countries considered in this section specialize in natural resource based activities (mining, 
hydropower generation or forestry) or in tourism. Notably, none of these countries has a sizeable manufacturing 
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also increased in importance since the 1990s. One of the inspiring achievements of Botswana since independence 
has been the impressive progress that the country has made in providing education, including at the secondary 
level. Although it had difficulties in improving child mortality, largely due to the impact of the HIV/AID epidemic, 
it is regarded as a success story in view of the Government’s determined efforts to improve the living standards of 
citizens. Economic and environmental vulnerability, however, remains high, as ‘fixed factors’ such as small size 
and remoteness are particularly relevant and exports are concentrated due to the continued dominance of diamonds. 

Bhutan

Like Botswana, Bhutan is also a small landlocked country. Its population is less than a million and it borders two 
of the fastest growing and dynamic Asian economies namely, India and China. Economically and politically, the 
country is closely aligned with India, which provides significant financial contributions to the Bhutanese budget. 
India is also Bhutan’s main trading partner, accounting for more than 85 percent of Bhutan’s merchandise exports 
and almost 80 per cent of imports. Trade between the countries is mainly governed by an extremely liberal bilateral 
trade agreement. The main driver of economic growth has been the production (and export) of electricity generated 
through hydropower.  In addition, economic growth has benefited from tourism, mining and the manufacturing 
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about the treatment of vulnerability in the EVI and the setback created by the 2004 Tsunami. Due to the small size of 
the economy and its extreme exposure to climate and climate change impact such as sea level rise and storm surges, 
the country remains highly vulnerable to external shocks. 

Samoa
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2. Development governance

By LDC standards, the group of countries falling within Pathway II graduation framework represents success stories.  
All have met two of the three graduation criteria and through economic specialization; they have laid down the basic 
foundations for expanding productive capacity. Investments in infrastructure and human development are critical for 
expanding productive capacity and initiating the process of structural transformation. It seems that practically all of 
the countries considered in this section have followed this pattern of development. A key factor in their success has 
been their ability to acquire, although in varying degrees and from different starting points, the type of ‘governance’ 
structure that the analytical framework in this report has described as essential for economic development. 

The motivations, starting positions and the main drivers behind the development of ‘good development governance’ 
system differ among countries, in line with the discussion in chapter II. The central features, however, can be sum-
marized as follows:

�� In some cases, the need and exigency, in the immediate post-independence period, to fill the vacuum created 
by the end of colonial rule and to carry forward the mantle of State-building and economic development seems 
to have been the main factor instigating the emergence of a State whose priorities are shaped by developmental 
outcomes. In this situation, the challenge is how to sustain this process and upgrade it into one that is capable 
of adjusting to new development demands and challenges, while remaining focused on the central development 
objectives, which are lifting the living standards of all citizens and achieving prosperity for all. The experience 
of Botswana, which is regarded as exemplary for its effective development governance system comes nearer to 
this model. 

�� In other cases, countries could build upon existing governance structures during a smooth and peaceful tran-



LESSONS LE ARNED IN DE VELOPING PRODUC TIVE C APACITIES:  FOURTEEN C ASE STUDIES 11

hunter-gathering agro-pastoralist society, it fell to the state to drive the modernization agenda and map out how the 
transformation to modernity and higher levels of productivity would proceed under limited resources. 

The governance model adopted by the state centred around a strategic five year social and economic development 
plan and annual budget allocation processes which depended on rapidly building key areas of state capacity to 
enhance planning, policy/law making, enforcement of rules and resource mobilization to create investible resources 
in key sectors that would give the country rapid and sustained growth. Development planning meant setting national 
priorities within which the donor community could select areas they wished to finance: thus ensuring that the projects 
remained largely owned by Botswana and not donor driven. To maintain the flow of such donor finance, Botswana 
sought to build a reputation for accountable management of these scarce resources and to ensure that implementation 
was strongly aligned to clearly identified projects and measurable expected outcomes that could be monitored.

A key element in building development governance was the rapid development of local expertise and competencies 
(Selolwane, 2004). Other elements that helped to strengthen the development governance were the actions taken by 
the Government to build state regulatory capacity and to develop negotiation skills within the bureaucracy to ensure 
that the proceeds of natural resources exploitation accrue to the State rather than foreign investors. The latter enabled 
Botswana to secure a favourable deal when negotiating with the giant diamond mining company - De Beers. That 
deal lead not only to double-digit growth, it also ensured sufficient revenue for the State to achieve its broad based 
developmental goals. It also allowed the State to use public expenditure as the single most important driver of growth 
through allocation of public resources to infrastructure development, the provision of basic services, education, 
subsidies to productive activities and the provision of credit. Botswana also managed to establish effective separation 
of powers, particularly between the executive and the judiciary, thereby implementing early a key element of modern 
and transparent governance systems. 

Cabo Verde

Another former LDC, which from the very early days of independence has recognized the need to build the State 
machinery and both the trust of its own people and, equally important for a country of scarce domestic resources 
and productive capacity, the trust of its large diaspora, donors and foreign investors is Cabo Verde. The main factors 
that moulded Cabo Verde’s development governance and political stability are: (i) a peaceful transition to inde-
pendence and later to a consolidated multiparty democracy, and sound macroeconomic policy (including stable 
monetary policy and prudent fiscal policy); (ii) the introduction of governance solutions that ensured openness, 
opportunities for participation in strategy formulation and implementation, transparency, and effective institutions; 
and iii) development strategy that included an emphasis on inclusiveness, human capital development and poverty 
reduction, a pragmatic and realistic approach to the country’s potential, making the most of partnerships (with donor 
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for building productive capacity and structural transformation. This inextricable link between human and economic 
development means that Governments should formulate and implement social policies that create positive synergies 
between social outcomes and the process of expanding productive capacity. 

From available evidence, the graduated and graduating countries considered in this section have given priority atten-
tion to all aspects of social development from the early days of post-independence development. This is one feature 
that distinguished them from many other LDCs. As shown below, social policies aimed at ensuring food security, 
creating opportunities for education, including at the secondary level, easier access to health care services, and 
generally improving living standards by raising income were the policy areas that Governments gave priority in the 
post-independence nation-building process. This has enabled them to advance faster in human asset development 
as defined by the CDP and to generate the knowledge, skills and productive capacity necessary to initiate economic 
specialization. Their experiences in this respect, including, as shown below, the specific policies and measures used 
to advance human asset development, offer useful lessons for other LDCs.

Botswana

Botswana is a country that placed great emphasis on social policy from the start, rather than subordinating it to 
economic policy. For example, when Botswana received food aid following a bad harvest, its distribution was often 
tied to a condition where recipients are expected to contribute to community development projects by offering their 
labour. In fact, in Botswana, social policy had multiple interlocking objectives, beyond the overall goal of providing 
social protection. One of the important objectives was to build national cohesiveness, stability and peace by distrib-
uting wealth as evenly as possible across various ethnic and racial groups, while taking account of the historical 
legacies of racial and ethnic discrimination. 

Another key objective of social policy was facilitating economic growth and employment. The 1966 Transitional 



LESSONS LE ARNED IN DE VELOPING PRODUC TIVE C APACITIES:  FOURTEEN C ASE STUDIES 15

In short, in addition to the focus on education, Botswana has extensive social policies covering a wide range of 
areas such as social insurance, labour regulations, targeted programs against hunger and malnutrition, employment 
schemes, input subsidies for small farmers and entrepreneurs and provision of basic social services. Together with 
a stable macroeconomic environment, these policies have served to reduce extreme poverty, achieve progress in 
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excess revenues caused by high diamond prices or sudden increases in production could be absorbed by the sovereign 
wealth fund (Pula fund) established in 1994, reducing incentives to overinvest in times of positive revenue shocks. 
Generally, the Pula fund shows that sovereign wealth funds can indeed play an important role in macroeconomic 
stabilization in resource-dependent developing countries, as long as they are backed by effective development gov-
ernance structures. 

Bhutan - Avoiding instabilities caused by extreme but predictable volatility 
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trade and knowledge that other LDCs, especially those with large diaspora population, can learn from Cabo Verde’s 
experience. 

Cabo Verde was, in fact, among the very few countries to act upon the potential of remittances and the diaspora, 
including through the establishment of a Ministry of Diaspora Affairs (AfDB/AfDF, 2012). The elevation of Diaspora-
related affairs to the Ministerial level was an indication of the importance that the Government attached to the role 
of the Diaspora.in the country’s economic development. More importantly, it helped the Government to establish a 
formal engagement with the Diaspora and also involve them in national policy making process. In subsequent years, 
a number of measures were introduced to encourage the flow of remittances through formal channels and to create 
the confidence and trust necessary for the Diaspora to have accounts, including saving accounts with competitive 
rate, in local banks (Rocha, 2013). Starting in the early 1980s, for example, the Government established a series of 
specific measures aimed at attracting remittances. These include Central Bank legislation that enable emigrants 
to have accounts in escudos or foreign currency, and benefit from favourable interest rates for savings accounts 
dedicated to construction, acquisition of real estate for housing or productive activities, or the establishment of 
industrial activities. Special accounts have also been implemented for returning retirees and physical presence in 
Cabo Verde is not required in order to open a bank account (Banco de Cabo Verde, 2011). All these measures enabled 
Cabo Verde to increase the size of foreign exchange available to the country, prevent balance of payment crisis and 
it allowed trade deficits to be financed. More importantly, it created an appropriate policy conditions for some of the 
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and communications capacity. Public sector investments in these areas were financed partly from domestic resources 
but largely through mobilization of ODA and concessional loans. Second, in 1983, the Government issued the First 
Tourism Master Plan, which laid down in detail the Government’s plans for sustainable and higher-quality tourism 
aimed at tourists from higher income countries, thereby targeting tourism-related services with higher value added. 
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cent of GDP in 2008 before falling for the next five years then increasing rapidly to over 31 per cent of GDP in 2015 
following cyclone Pam. This is a high rate for an LDC, particularly one reliant on trade and consumer tax revenues. 
A total of seven major debt-financed infrastructure projects are planned from 2016-21, worth US$397 million, or 
around half of 2014 GDP (IMF, 2015).

Solomon Islands - Pitfalls of austerity

In this connection, the contrast between Vanuatu and Solomon Islands, another small Island economy in the 
Melanesian sub-region, is striking. The latter followed restrictive macroeconomic and fiscal policies, which slowed 
down the rate of economic growth and blocked the opportunities for expanding productive capacity and diversifying 
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countries like Zimbabwe to provide its industry with requisite skills while young Batswana endure high rates of 
unemployment.

Like most African countries, Botswana’s economy is overwhelmingly dependent on its natural resources and like 
many of them, the natural environment, in particular scarcity of water and poor quality of soils, is a real threat to 
overcome through national and sectoral industrial policies and other mitigation-related measures. Since the 1980s, 
Botswana has developed and implemented a series of national policies and strategies on environmental issues.10 
However, Botswana’s initial efforts assigned the responsibility for environmental issues to a single ministry, and it 
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Building on these programmes, greater efforts were made to attract diaspora investment into Cabo Verde and facili-
tate the permanent return of emigrants. Customs tax exemptions and other concrete support were given to returnees, 
through the Agency for Entrepreneurial Development and Innovation (ADEI), to enable returnees to develop busi-
ness plans, acquire relevant skills before returning, facilitate contacts with banks in order to obtain credit and obtain 
access to tax exemptions for investment. In addition, the 2013 law reforms revised the incentive structure for private 
investment and eliminated many restrictions against foreign investors. Access to treasury bonds has also been facil-
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example through Marine Stewardship Council certification). The Maldives experience reveals an important policy 
lesson. It implies that loss of preferences after graduation may not necessarily have a negative effect, which is often 
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is interesting, however, is not the size of ODA received but the policies that these countries applied to manage ODA 
and to ensure that it contributes towards productive capacity abuilding and the process of economic specialization 
and structural transformation. 

An important lesson for other LDCs is the manner in which the Governments of all graduated countries have man-
aged donor support and how ODA has been utilized within the respective countries. They all adopted proactive 
policies towards ODA, highlighting country ownership in the coordination of donor support and ensuring that the 
development finance provided through ODA is in line with the country’s national development objectives and plan-
ning process. In Botswana, for example, donor support was integrated into the national planning and budgetary 
cycle, so that donor supported projects could not be initiated unless provision has been made for their recurrent cost 
and they are targeted at priority areas (Mogae, 2016). Samoa, likewise, had a reputation for effective coordination 
and ODA. The Government takes the lead in identifying priority areas and the need for projects and then seeks donor 
assistance accordingly. The Government is known to reject donor support if the proposed projects do not match the 
national priorities. This instilled a much stronger sense of ownership of aid-funded activities (Delay, 2005). 

In Cabo Verde, too, ODA played a major role in the development of the tourism sector, at least up to graduation. It 
also helped to finance major investments in economic and social infrastructure. Before graduation, thanks to support 
through ODA, Cabo Verde’s infrastructure spending was among the highest in Africa at around 15 per cent of gross 
domestic product (GDP) (Briceño-Garmendia et al., 2011). 

Vanuatu and the Solomon Islands provide an insightful contrast with regard to the use of official development assis-
tance. Both countries receive high amounts of ODA compared to their size, with Vanuatu receiving $380 per capita in 
2014 and Solomon Islands $ 347. However, in Solomon Islands ODA was not used primarily for investment purposes 
or for the development of productive capacity. Tourism, one of the most promising areas for economic development, 
has received only a negligible share of Aid for Trade, and less than mining, which tends to receive large sums of 
incoming foreign investment. Energy appears to have received limited investment despite the continued problem 
of black-outs and high electricity prices. Of the A$2.6 billion in expenditure under the Regional Assistance to the 
Solomon Islands (RAMSI) in the decade following the Tensions, A$2.2 billion was spent on law and order, ten  
times the outlays on economic development. In fact, the RAMSI expenditures could have met every Solomon 
Islanders’ basic needs during the decade (officially calculated as 5900 Solomon dollars per capita per year, or approx-
imately $760). 

To the contrary, grant-funded infrastructure investments have proven particularly successful in Vanuatu, including 
the $65 million US Millennium Challenge Corporation completed in 2011 which financed the rehabilitation and 
sealing of the two most important roads in the country as well as supporting the Department of Public Works. These 
infrastructure projects have not only facilitated a variety of economic activities but in themselves supported demand 
during economic volatility, such as during the global financial crisis from 2008 onwards.  

In international trade policy, the trade-off between the resources and time spent negotiating for market access and the 
actual long-term benefit from trade needs to considered carefully. This point is illustrated by Vanuatu’s trade policy 
and the resources and efforts that the country has devoted to trade negotiations. Vanuatu has been urged to liberalize 
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the ingredients of sustainable productive capacity – human assets, physical assets and linkages – than on domestic 
or international liberalisation; or at least that trade liberalisation should be assessed in part on the basis of its impact 
on productive capacity. An important lesson is that given the limited pool of human resources, the considerable time 
that negotiations take, the and travel costs, it is essential that the emphasis devoted to trade negotiations do not detract 
from efforts to raise productive capacity.

C. Pathway III: Graduation through economic diversification, structural  
 transformation and the development of human capital (Bangladesh,  
 Ethiopia and Rwanda)

1. Introduction

The three countries considered in this section are among the twenty-six developing countries that the United Nations 
General Assembly identified as least developed when the LDC category was established in 1971. There are at least 
five features that distinguish them from those considered under graduation Pathways I and II above. 

First, they are not resource-rich countries like Angola and Equatorial Guinea and, therefore, the potential for rapid 
income growth through exploitation of natural resources is limited. 

Second, they are not as small as the countries that have already graduated or are graduating through economic 
specialization and investment in human assets. The population of the latter group of countries range from 250,000 
to 3 million, while Bangladesh is the largest LDC with a population of 140 million, Ethiopia 90 million and Rwanda 
12 million. 

Third, as will be discussed below, the experience of all three countries include periods of armed conflict, whereas 
in Pathway II only one country (Solomon Islands) was affected by armed conflict, not coincidentally the country 
farthest away from graduation among those considered in the previous sub-section.

Fourth and strongly influenced by the three previous features, none of the three countries considered here has yet 
met the graduation criteria, even though Bangladesh appears on track to meet the criteria for the first time in 2018. 
Moreover, whereas all countries even after graduation maintained elevated vulnerability to economic and environ-
mental shocks, Bangladesh and Ethiopia have a relatively low EVI score.

Finally, the three countries considered in this Section are agrarian-based economies with a significant proportion of 
their population (in the case of Ethiopia nearly 80%, Rwanda 71% and Bangladesh 65.7%) living in rural areas, often 
working and earning income from subsistence agriculture and other related economic activities. The predominance 
of rural economy and dependence on economic growth driven by subsistence-based agriculture means that the pro-
cess of expanding productive capacity and registering rapid progress towards graduation will be more challenging 
for these countries than for more urbanized LDCs. This is because in LDCs the shortfalls in human and economic 
development are much greater in rural than urban areas. According to a recent study of rural economic transforma-
tion in LDCs, for example, “Typically, rural people in LDCs are 50 per cent more likely than their urban counterparts 
not to have access to sanitation or to attend secondary school, twice as likely not to have access to electricity or to 
attend primary school, and more than four times as likely not to have access to clean water. Achieving the SDGs 
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so that it makes extensive use of the country’s natural resources and manpower” (Yusful, 2014, p. 9). ADLI empha-
sizes small farm14 agricultural growth to stimulate growth in other sectors of the economy, most notably industry. In 
a second phase, and in order to accelerate structural transformation, the government adopted in 2010/11 a five-year 
Growth and Transformation Plan (GTP1) that contained massive industrial and infrastructure projects, improve-
ments in social and human development, and improvement in national governance and democracy. The subsequent 
five-year Growth and Transformation Plan from 2015 (GTP2) aimed at improving the productive and competitive 
capacity in the manufacturing sector and providing support to new and emerging sectors.  

Ethiopia’s governance approach can clearly be described as State led and developmental. Given the country’s impres-
sive growth performance in recent years and its success in reducing poverty and diversifying its economic and 
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the GTP2 envisages the deepening of the existing institutional setup to accelerate industrial development in line with 
the focus of the GTP2 objectives.  Sector specific institutions have been established to provide financial and technical 
support and extension services to firms in respective sectors. In this respect, therefore, institutional arrangements 
in Ethiopia have been the result of development not the cause of development, another useful lesson for other LDCs. 

3. Social policy

Bangladesh

As already mentioned above, Bangladesh has made impressive progress in expanding its human assets. Indeed, the 
bulk of the rapid improvement in human assets occurred before the acceleration in economic growth, which suggests 
that rising national income was not the main factor behind the notable progress in HAI. In this regard, the Bangladesh 
experience confirms the view that ‘social policies’ come first, rather than taken as objectives to be addressed after 
income growth and structural transformation. However, a remarkable feature in Bangladesh is that neither external 
aid nor budget prioritization appear to be the crucial factors in the development of the country’s human assets.  
(Asadullah et al., 2014). In fact, Bangladesh made more progress than other South Asian countries, despite spending 
fewer resources. The explanation for Bangladesh’s progress in social outcomes is the specific institutional setup 
under which the public provision of health and education services has been engineered by non-government service 
providers, combining low-cost solutions with public awareness campaigns (Mahmud, 2008). Hence, the pursuit of 
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by 2010. This had important co-benefits, as increased educational level of women resulted in lower probability of 
teenage pregnancy and teenage marriages.

The Government’s drive to improve the social conditions necessary to expand productive capacity includes focusing 
on the health sector, which may explain the relatively low inequality over the decade of rapid growth. As discussed 
in NPC (2016) and World Bank (2016), several important policy initiatives in this regard include the establishment of 
health posts and health centres in all areas providing essential health services accessible to all citizens, as well as the 
deployment of 38,000 “health-extension workers” (both mid-level and highly qualified health professionals) all over 
the country, ensuring that 98 per cent of the population is covered by public health programs. 

It should also be underscored that rising education (in particular for girls; facilitated by the provision of free schooling 
and free school lunches in rural areas) as well as a participative governance stimulated community engagement and 
particularly the participation of (governmental) women’s groups, contributing to changing traditional habits leading 
to health improvements, disease prevention, primary treatment, and socio-economic changes. This demonstrates 
how important it is that a country mobilizes its citizens in the implementation of development goals.

Rwanda

Ethiopia’s efforts to improve human asset development may be impressive but Rwanda’s achievement in HAI has 
been even more spectacular. Over the last 15 years, the country registered the largest absolute increase in HAI 
scores in the world. Initially, progress has been strongest in reducing child mortality and undernutrition. However, 
in recent years, greater emphasis has been given to universal education, including at secondary and tertiary levels, 



3 4 CDP BACKGROUND PAPER NO. 37



LESSONS LE ARNED IN DE VELOPING PRODUC TIVE C APACITIES:  FOURTEEN C ASE STUDIES 3 5



3 6 CDP BACKGROUND PAPER NO. 37

5. Industrial and sectoral policies

Bangladesh

In pursuing economic diversification through reallocation of resources to the manufacturing sector, Bangladesh had 
the advantage of benefiting from existing capabilities in the sector, as Bangladesh already had an established clothing 
and textile industry from the colonial times. For the recent boom in the sector, the abundance of female labour was 
a key element, as these workers had the sufficient experience and dexterity necessary to acquire the basic skills 
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of land and labour resources in rural areas. For example, as reported by Shiferaw (2015, p.5), massive public invest-
ment in road construction, at a cost of more than $7 billion during 1997-2010, was carried out through a series of 
Road Sector Development Programs. 

Other achievements include investment in the energy sector, including the construction of the Grand Ethiopian 
Renaissance Dam at a cost of around $4 billion, and the broadening of the customer base of Ethiopian Telecom (26 
million customers in 2011-2014 compared to 7 million in 2002). Public investment is also used to accommodate 
rural-urban migration and facilitate the process of structural transformation. For example, during the first GTP, 
174,190 housing units were constructed in the capital city, Addis Ababa, to cope with the influx of people from 
rural area, with impressive results in terms of job creation (845,900) (NPC, 2016, p.46). These examples are only 
a small number of the public-investment driven infrastructural, institutional and other support measures that the 
Government implemented during the early 2000 and the first Growth and Transformation plan to improve agricul-
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Generally, these agricultural support programs have been a huge success in achieving productivity expansion, food 
security, poverty reduction and linkages with other sectors (World Bank 2011; MINAGRI 2012; Kathiresan 2013; 
Mushara et al. 2014; WB 2014). Recent studies, including by the World Bank and others, report the astonishing and 
historical growth record achieved by 2012 averaging 5.6% of GDP, a reduction in rural poverty by 49%, growth in 
agricultural exports (44%), GDP share investment in agriculture of 22.2%, and off-farm share in total employment 
(26.6%), among others (Republic of Rwanda 2014). In the longer-run, these achievements will enable Rwanda to ben-
efit from trade-related international support measures that many important trading partners have offered the LDCs. 

6. International support measures

While ODA has played a significant role in all countries considered in this section, the most notable impact of 
ISMs has been Bangladesh’s utilization of trade-related support measures provided in favour of the LDCs. With 
diversification into the manufacturing sector and increasing investment in textile and leather products, Ethiopia, 
and to a lesser extent, Rwanda are beginning to make effective use of trade-related support measures, especially the 
duty-free-and-quota free market access in major economies. Bangladesh’s experience shows that the usefulness of 
trade preferences depends both on external market conditions and on complementary domestic policies to increase 
productive capacities. Another remarkable feature of Bangladesh is that information gaps on ISMs are far less perva-
sive in Bangladesh than in other LDCs, for which the leadership role of Bangladesh in global LDC processes as well 
as the prominent role of domestic think tanks in the international and national policy dialogues are important factors. 

As already noted, Bangladesh is one of the few LDCs that has developed a sizeable manufacturing sector, in particular 
clothing. In fact, in 2014 the country was the second largest exporter of garments after China, with a market share of 
over seven per cent.20 Hence, Bangladesh can be seen as example of a country that has successfully used trade-related 
support measures to expand its productive capacity, diversify its economy away from dependence on agriculture and 
promote structural transformation by shifting resources from low-productivity to higher-productivity sectors and 
activities. The benefits are tangible and multidimensional. Overall, for example, the export oriented garment sector 
consists of around 4,000 production facilities and employs around 2.8 million workers, corresponding to 40 per cent 
of total manufacturing employment (Rahman, 2014). Taking into account backward and forward linkages, the sector 
accounted for 7 per cent of GDP (Center for Policy Dialogue, 2003). As 70 per cent of the employees are women, the 
sector had been significant in terms of women’s status and decision-making within families, higher domestic savings 
rate (in Bangladesh poor women have higher savings rates than poor men), reduced fertility, and higher demand for 
education and health services as well as for public transportation, communication and safety (Rahman, 2014). 

The success is partly attributed to domestic policy reforms as discussed above and Bangladesh’s success in expand-
ing its productive capacity. Equally important, however, have been, international support measures (in particular 
duty-free quota-free access to most developed country markets) and a capacity to take advantage of global market 
opportunities.21 Bangladesh entered the global clothing market in the 1990s under the Multi Fibre Arrangements, 
under which Bangladesh was unaffected by quotas in the EU and less binding quota in the US. Before the MFA 
dismantled, most expert analysis predicted a decline in clothing exports. Interestingly though, Bangladesh actually 
benefited from the dismantling of the MFA, as it contributed to the fast growth of the global market and rendered a 
number of countries with unfavourable cost structure uncompetitive. A major factor for Bangladesh growth has been 
the duty free access to major developed markets, as non-LDC developing countries face average tariffs between 6 
and 11 per cent in the EU, Japan, Canada, Australia, or Republic of Korea.22 The country has also benefited from a 
relaxation of rules of origin in Canada (in 2003), Japan and the European Union (in 2011). 

20  Data is from United Nations Comtrade, downloaded 20/11/2016. Clothing is understood as covering HS codes 61 and 62.

21 Most of the following observations are also based on Rahman (2014).

22 The notable exception is the US, where garments are excluded from LDC preferences and where many non-LDCs have access 
to other preferential rates.
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remained dominant. The reforms also opened Vietnam to the rest of the world making it an important trading partner 
both regionally and beyond. As shown below, however, despite Vietnam’s outstanding achievement in economic 
growth and structural transformation and its success in improving the social wellbeing of its citizens, which are both 
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strict control and surveillance of the press by the State. Whereas the Constitution issue in 2013 has promulgated 
fundamental human rights such as freedom of expression, freedom of press, and freedom of association, these rights 
have yet to be translated into laws and implemented. This highlights that implementation of rights-based approaches 
can be more challenging than their propagation.

Low transparency and accountability have also enabled vested interest groups to influence public investment deci-
sions on key areas such as the construction of highways and seaports, public procurement, land use, mineral exploita-
tion and the privatization (equitization) of State-Owned Enterprises (SOEs). 

Coordination of Government institutions is also limited and insufficient, both between various mainline ministries 
and between the central Government and local authorities which rely on transfers from the central Government for 
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to transfer the land right to another farmer, and to pass the land-using right to children as inheritance. In addition, 
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liberalization and privatization, reforms in the ICT sub-sector enhanced private sector participation in the provision 
of mobile and telephone services to the Ghanaian population (Frempong 2002). Another important element of the 
reform was the establishment of the National Communications Authority which is responsible for issuing licenses, 
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