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• With real GDP growth estimated at 4% in 2017 and 
projected to reach 4.1% in 2018, economic recovery is 
gaining momentum, reflecting a more favourable external 
environment and the payoff of ongoing economic reforms. 

• The country achieved an impressive fiscal consolidation in 
recent years but reducing public debt has proved difficult, 
owing in part to the depreciation of the Cabo Verde 
escudo (CVE) vis-à-vis the US dollar, but also reflecting 
the need to support loss-making public enterprises.

• The country has made significant public investment 
over the last decade, but an important gap in core 
economic infrastructure remains. Constraints due to the 
indebtedness level and the low multiplier effects of public 
spending have led the authorities to consider placing 
the private sector at the centre of economic growth and 
infrastructure investment financing.

 
OVERVIEW

In 2017, the Cabo Verdean economy was largely dominated 
by services that account for nearly 65.5% of GDP, including 
20% for tourism. Following weak GDP growth averaging 1.8% 
between 2010 and 2015, the economy picked up in 2016, regis-
tering 3.8% growth, driven by agriculture and services (primar-
ily tourism). The trend continues, with GDP growth estimated 
at 4% in 2017 and projected at 4.1% in 2018, boosted by the 
recovering tourism sector. Diversifying the economy remains a 
priority for long-term sustainable growth. In 2016, inflation was 
at -1.6%, owing primarily to low energy and food prices. It is 
estimated at 0.9% in 2017 and projected to rise to 2% in 2018.

High public investment spending combined with a low level of 
economic growth and tightening of global financial conditions 
(appreciation of the US dollar against the CVE), led to a dete-
rioration of the budget deficit and an increase in public debt 
levels during the period 2010-2014. Consequently, the country 
is grappling with difficult conditions, given the strong pressures 
on public finances exacerbated by a still-uncertain external 
environment. Indeed, fiscal consolidation started in 2015 and is 
expected to continue in the medium term, supported by higher 
tax revenue and careful rationing of current and capital spend-
ing. In 2013, the fiscal balance stood at -8.9% of GDP. It pro-
gressively decreased to -3.5% in 2016. In 2017, it is expected 
to stand at -3% and at -3.2% in 2018. The debt increased from 
71.9% of GDP in 2010 to 129.7% in 2016. In 2017, estimates 
show it had declined to 126.5% of GDP, the first decline in a 
decade. The Government is committed to rationalizing its public 
investment pipeline and to improving the performance of or 
restructuring public enterprises.

The cost, quality and reliability of Cabo Verde’s core economic 
infrastructure constitute a critical constraint on its future devel-
opment and its ability to compete in the global economy. The 
country’s geographic fragmentation makes infrastructure 
build-up a costly undertaking, as roads, energy and ports have 
to be duplicated across the nine inhabited islands, as does the 
provision of utilities such as water and energy. Moreover, the 
country’s micro market size and insularity magnify the costs 
of imported construction materials, technology, capital goods 
and energy. Despite significant public investment over the last 
decade, infrastructure challenges remain for information tech-
nology and communications (ITC), water and energy, and trans-
portation. Finally, constraints posed by the indebtedness level 
and the low multiplier effects of public spending have led the 
authorities to consider placing the private sector at the centre of 
economic growth and infrastructure investment financing.
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RECENT DEVELOPMENTS  
AND PROSPECTS 

Following a period of strong growth averaging 6.6% between 
2000 and 2008, the country went into recession in 2009 in the 
aftermath of the global financial crisis before bouncing back 
with growth averaging barely 1.3% between 2010 and 2015. It 
was only in 2016 that a real recovery began, with an estimated 
3.8% growth rate, thanks to improvements in agriculture, man-
ufacturing and tourism and related services. The trend con-
tinues, with GDP growth estimated at 4% in 2017, boosted by 
the recovering tourism sector with an increase of the number 
of tourist arrivals (+18% as of end-2017 compared to the same 
period in 2016), and the number of overnight stays (+17.1%). On 
the demand side, that performance is backed by an increase of 
private consumption (11.5%), an increase in imports of goods 
and services (+15.0%) and an increase in total investment 
(+22.7%). This was despite a slow-down in global consumption 
caused by the reduction of public consumption (-11.7%), and a 
decrease in exports (-5.2%). On the supply side, the performing 
sectors included hotels and restaurants (+22.3%), electricity and 
water (+18.4%), manufacturing (+15.1%), financial services and 
insurance (+8.6%), transport (+7.7%) and trade (+6.1%). Sectors 
that contributed negatively to output growth in 2017 include 
agriculture (-17.9%) due to a drought season, extractive indus-
try (-10.7%) and construction (-8.9%). GDP growth is projected  
at 4.1% in 2018.
 
At the same time, the productivity of both capital and labour has 
been decreasing, and the total factor productivity contribution 
from 2007 to 2014 has been negative. However, that outlook is 
still subject to major challenges in the future, including improving 
factor productivity (currently trending downward), diversifying 
the economy, and increasing resilience to exogenous shocks 
such as climate and dependence on trade with Europe. Achiev-
ing success with the ongoing restructuring of public enterprises 
will also have an impact on growth and long-term development. 

Due to tighter monetary conditions and the slowdown in eco-
nomic activity, inflation fell from 4.5% in 2011 to 2.5% in 2012. In 
2016, it was down to -1.6%, owing primarily to low energy and 
food prices. Inflation is estimated to have been 0.9% in 2017 
and is projected to rise to 2% in 2018.

Lacking natural resources and economies of scale to sustain a 
significant manufacturing base, the economy is concentrated 
in the services sector. In 2016, the tertiary sector represented 
about 70% of GDP and was dominated by tourism and foreign 
direct investment (FDI) in tourism. Projections for 2018 include a 
huge increase in private investment in tourism. However, boost-
ing tourism and generating more substantial economic benefits 
will require structural reforms, including better organization of 
the local production of goods and services, the creation of a 
quality certification system for local products, and improvements 
in inter-island transportation. Over the last decade, the share of 
the agriculture sector in GDP has been relatively stable, reaching 
8.1% in 2017. Despite poor natural conditions, it remains a critical 
sector for inclusive growth, poverty reduction, the promotion of 
green growth and resilience to climate change. The manufactur-
ing sector, which accounts for 8.8% of GDP, is marginally devel-
oped and is highly concentrated in export-oriented canned fish 
activities. Construction plays an important role in the economy 
and represented 8.4% of GDP in 2017. The authorities’ commit-
ment to the blue economy, as a lever for growth that extends 
beyond the fisheries sector, reflects the desire for diversification. 

The Government is currently set to implement a change in the 
growth paradigm and to boost economic growth so as not to 
fall in the ‘middle income trap’. Considering the constraints cre-
ated by the indebtedness level and the low multiplier effects of 
public spending, the authorities are looking to place the private 
sector at the centre of economic growth. The new national 
development plan (PEDS) approved in 2017 is geared toward 
medium-term economic diversification, with particular attention 
given to the domestic private sector and local actors, given their 

TABLE 1. Macroeconomic indicators

 2016 2017(e) 2018(p) 2019(p)

Real GDP growth 3.8 4.0 4.1 4.3

Real GDP per capita growth 2.6 2.8 2.9 3.1

CPI inflation -1.6 0.9 2.0 1.2

Budget balance (% of GDP) -3.5 -3.0 -3.2 -3.3

Current account (% of GDP) -2.7 -7.6 -9.1 -5.8

Source. Data from domestic authorities; estimates (e) and predictions (p) are based on the authors’ calculations.
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potential contribution to the economy. In addition to macroeco-
nomic stability, achieving this goal requires improving the qual-
ity of public spending, most notably on education and training 
to minimize the skill mismatch in the labour market, reducing 
the regulatory burden on firms, improving access to finance by 
small and medium-sized enterprises, and creating an enabling 
environment to facilitate structural transformation.

Cabo Verde continued to make progress towards strengthening 
its external buffers. The balance of payments has been charac-
terized by a current account deficit (about 10% over the period 
2003-2015) fuelled primarily by FDI and Government borrow-
ing. The main driver of imports until 2008, FDI has declined, 
along with grants, since the euro crisis. The current account 
deficit has thus been increasingly driven by Government bor-
rowing to finance investment, leading to a rise in external public 
debt. The main export is tourism for European markets. Other 
exports include fuels, lubricants and fish. The current account 
deficit fell in 2016 to 2.7% of GDP, due to increased tourism, 
weak oil prices, and higher remittances from overseas nation-
als. It is expected to climb to 7.6% in 2017, tracking rising oil 
prices. As a result of favourable balance of payments condi-
tions, gross international reserves accumulated and reached six 
months of prospective imports of goods and services at end-
2017. Over the short and medium term, the current account 

balance is expected to widen to about 9.1% of GDP in 2018 
owing to strong FDI and recovering growth, and then to gradu-
ally improve to around 6% of GDP as goods exports continue to 
grow and the tourism sector recovers. Given the slight growth in 
Europe, remittances are expected to continue to increase and 
have a positive impact on economic growth. 

MACROECONOMIC POLICY

Fiscal policy 
Over the last three years, Cabo Verde has achieved impressive 
fiscal consolidation. Faced by a high risk of debt distress, the 
Government has significantly scaled down the size of its public 
investment programme, which dropped from 11.8% of GDP in 
2012 to 3.5% of GDP in 2016. It is currently expected to reach 
around 2% of GDP by 2020. Raising fiscal revenues is also an 
important component of the consolidation strategy. The author-
ities continue to make progress in broadening the tax base, 
enhancing collection, recovering tax arrears and strengthening 
the capacity of the tax agency.

As a consequence, the overall deficit of the central Government, 
which was 10.3% of GDP in 2012, was curbed to 4.6% in 2015 
and reached 3.5% of GDP in 2016. The budget deficit narrowed 

TABLE 2. GDP by sector (percentage of GDP)

2011 2017

Agriculture, forestry, fishing and hunting
of which fishing

9.1

0.8

8.1

0.8

Mining and quarrying 
of which oil

0.5

-

0.4

-

Manufacturing 6.3 8.8

Electricity, gas and water 1.7 3.8

Construction 12.1 8.4

Wholesale and retail trade; repair of vehicles; household goods; restaurants and hotels
of which restaurants and hotels

19.5

4.6

17.7

5.6

Transport, storage and communication 15.9 14.3

Finance, real estate and business services 17.5 19.4

Public administration and defence, security 17.3 19.1

Other services * - -

Gross domestic product at basic prices / factor cost 100.0 100.0

* Other services include: Education, health and social work and other services. 

Source. Data from domestic authorities.
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to 3% of GDP in 2017 and is targeted at 3.2% in 2018. Fiscal 
consolidation is expected to continue in 2018 and in the medium 
term, supported by higher tax revenue and careful rationing of 
current and capital spending. Plans are underway to approve 
a new organic budget law which would include the non-finan-
cial public sector and introduce a debt ceiling. Strengthening 
domestic revenue mobilization would require revisiting existing 
tax expenditures and avoiding granting additional tax exemp-
tions that erode the tax base.

Overall financing needs, including on-lending to State-owned 
enterprises (SOEs), declined from 10.6% of GDP in 2014 to 
8.3% of GDP in 2015. Efforts are under way to address the fiscal 
risks related to poor-performing SOEs. The six largest public 
enterprises now have performance-based management con-
tracts and their results have improved slightly, except for IFH 
(a public housing company) and the national airline TACV. The 
liabilities of the latter two enterprises, which have the largest 
deficits, account for 20% of GDP. The authorities have decided 
to restructure the TACV (now Cabo Verde Airlines), whose 
monthly deficit was close to EUR 3 million. Eliminating need for 
Government support of SOEs would allow for faster growth in 
credit to the private sector, boost investor confidence, acceler-
ate medium-term growth, put public debt on a downward path, 
and reduce the risk of external debt distress. By rationalizing 
current spending and curtailing lending, the medium term fiscal 
framework (MTFF) envisions reducing total financing needs to 
about 4% of GDP by 2019. 

Monetary policy 
Since 2013, the Banco de Cabo Verde (BCV) has adopted 
an accommodative monetary policy stance to ensure money 
supply is in line with the goals of price stability and preserva-
tion of the value of the national currency. Since 2000, the CVE 
has been pegged to the euro based on a fixed parity of CVE 
110.265 to EUR 1. The need to maintain this parity often con-
strains monetary policy. Due to tighter monetary conditions and 
the slowdown in economic activity, inflation fell from 4.5% in 
2011 to -1.4% in 2015. In 2016, inflation was -1.6%, due mainly 
to low energy and food prices. Inflation was estimated at 0.9% 
in 2017 and is projected to rise to 2% in 2018. This low inflation 
rate provides the BCV with space to soften its monetary policy, 
to promote growth. 

In light of deflation pressures, the policy rate was lowered to 
3.5% in February 2015 and has remained unchanged since 
then. In the same month, reserve requirements were reduced 
to 15% from 18% in order to stimulate economic growth and 
support the resumption of bank loans to the private sector. 
The response to those measures was modest, with a slight 
uptick in loans to the private sector in 2016, despite the gen-
eral decrease in interest rates. The supply of bank loans to the 
economy and to the private sector did not meet expectations, 
despite the excess liquidity, expansion of the risk premium, 
and the spread between the lending rate and the deposit rate. 
Short-term loans were intended primarily for service activities 
(transport, import-export trade), tourism, the real estate sector 

TABLE 3. Public finances (percentage of GDP)

2009 2014 2015 2016 2017(e) 2018(p) 2019(p)

Total revenue and grants 
Tax revenue

Grants

Other revenues

27.6

18.8

5.5

3.3

22.9

17.5

1.8

3.5

26.2

19.1

2.3

4.9

26.5

19.8

2.4

4.3

27.9

19.9

3.7

4.3

27.7

19.6

3.8

4.3

27.8

19.5

4.0

4.2

Total expenditure and net lending (a)
Current expenditure

Excluding interest

Wages and salaries

Goods and services

Interest 

Capital expenditure

33.5

23.7

22.4

10.5

3.9

1.3

9.8

30.7

24.3

22.1

11.1

3.7

2.2

6.4

30.9

25.7

22.8

10.7

4.3

2.9

5.2

30.0

26.1

23.5

11.2

4.1

2.6

3.9

30.9

26.7

24.3

11.2

4.5

2.5

4.2

30.9

26.5

24.2

10.6

4.6

2.3

4.4

31.0

26.5

24.3

10.5

4.7

2.2

4.5

Primary balance -4.5 -5.6 -1.7 -1.0 -0.5 -0.8 -1.0

Overall balance -5.8 -7.8 -4.6 -3.5 -3.0 -3.2 -3.3

(a) Only major items are reported.

Source. Data from domestic authorities; estimates (e) and predictions (p) are based on the authors’ calculations.
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and construction. The difficulties of these sectors, marked by an 
increase in unproductive loans that may jeopardize their profita-
bility, led banks to maintain and even reinforce their aversion to 
insolvency risks. 

In June 2017, BCV adopted measures to strengthen the mon-
etary transmission mechanism. Plans to adopt a new foreign 
exchange law and a new BCV organic law are underway. Con-
solidating the existing foreign exchange legislation and liberal-
izing the already de facto open capital and financial accounts 
will support efforts to further integrate Cabo Verde in the global 
economy. In 2014, the BCV approved a gradual increase of the 
minimum capital requirements from 10% to 12% of risk-weighted 
assets by 2020. In 2015, the BCV increased to five years the 
time limit for banks to sell the real estate assets they received as 
payment for non-performing loans during 2013-2016. 

Economic co-operation, regional integration  
and trade 
Regional integration is a major challenge for Cabo Verde, which 
is the only island country in the ECOWAS sub-region. Its level 
of participation in ECOWAS institutions remains low, and the 
volume of trade between Cabo Verde and the other ECOWAS 
member countries is insignificant (about 0.1% of Cabo Verde’s 
total trade). The trade complementarity index for the ECOWAS 
zone scored Cabo Verde 23 out of 100 (where 100 indicates 
perfect complementarity between partners). That score reveals 
that Cabo Verde needs to diversify its economy to align it with 
regional demand and benefit from the advantages of the eco-
nomic zone. This would also strengthen its economy. The Gov-
ernment has made regional integration a key priority. To facilitate 
this transformation, the Government implemented a partnership 
in January 2018 to create an international air hub on the island 
of Sal, with the aim of opening the country to the world as well 
as the region.

Exports of services, which have continued to rise steadily from 
an average of USD 130 million (2004-2008) to USD 230.8 million 
(2009-2013) and USD 245 million (2014-2016). Goods exports 
amount to a quarter of services exports and are largely limited 
to fish and fish products (with the latter accounting for 74.4% 
of total merchandise exports in 2017). By end-2017, merchan-
dise exports reached CVE 4 893 million. Spain and Portugal are 
the main recipients, accounting for 95.6% of the country’s total 
merchandise exports. Diversifying the composition and destina-
tion of exports remains a key challenge. 

On the import side, consumption and intermediary goods 
account for more than 80% of total imports. Cabo Verde’s 
regional trade is tiny: less than 5% of total imports are from 
Africa and 0.6% of exports are to Africa. In cumulative terms, 
by end-2017, merchandise imports reached CVE 77 206 mil-
lion, resulting in a trade balance deficit of CVE -72 313 million. 
For 2017 as a whole, the trade balance was estimated to have 
reached -35.5% of GDP. 

Debt policy 
As a result of high public investment spending, low growth 
rates, declining prices as well as the appreciation of the USD 
against the ECV, the public debt level increased drastically, from 
71.9% of GDP in 2010 to 129.7% in 2016. In 2017, the public 
debt stock declined to 126.5% of GDP, the first decline in a 
decade. External Government debt represents 77% of the total 
public debt. While external public debt is high, it is overwhelm-
ingly concessional, with a long maturity profile and low average 
interest rates. Multilateral institutions are the main external cred-
itors. The domestic debt structure and maturity remain favoura-
ble. Treasury bonds make up about 96% of domestic debt. The 
average maturity of domestic debt at the end of 2014 was about 
7 years and the average interest rate was 5.7%. 

TABLE 4. Current account (percentage of GDP)

2009 2014 2015 2016 2017(e) 2018(p) 2019(p)

Trade balance
Export of goods (f.o.b)

Import of goods (f.o.b)

-38.7

5.4

44.1

-32.6

13.6

46.2

-29.6

9.4

39.0

-32.6

9.1

41.7

-35.5

8.8

44.2

-35.2

9.3

44.5

-36.1

9.5

45.6

Services 9.4 14.2 14.2 16.0 14.6 13.9 16.8

Factor income -2.5 -5.0 -3.7 -3.8 -3.8 -3.6 -3.3

Current transfers 18.1 14.3 15.9 17.7 17.1 15.8 16.8

Current account balance -13.7 -9.1 -3.2 -2.7 -7.6 -9.1 -5.8

Source. Data from domestic authorities; estimates (e) and predictions (p) are based on the authors’ calculations.
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Despite impressive fiscal consolidation in recent years, reducing 
the public debt burden remains a major challenge. There are 
basically two reasons for this situation. First, the State granted 
loans to public enterprises. In 2016, TACV and IFH maturing 
bonds equal to 3% of GDP were redeemed by the Government. 
Given that TACV and IFH are unable to cover the repayment 
of such bonds, the central Government may be required to 
cover public enterprise debt to the tune of up to 12% of GDP. A 
second factor is the appreciation of the dollar against the euro. 
At first glance, only 5% of the debt comes directly in USD, but 
this ratio rises to 21% since the debt is exposed to the US dollar 
via the Special Drawing Rights.

The Government is challenged to accelerate efforts to ration-
alize public investments and contain contingent liabilities in the 
country’s public bodies without impeding the recent growth 
momentum. Gross financing needs are increasing, limiting the 
ability of the Government to use fiscal policy to absorb shocks. 
Fiscal consolidation is needed to create a sustainable debt path 
and allow for a growth-oriented fiscal policy. To reduce the risk 
of debt distress, emphasis should be placed on streamlining 
expenditure rather than adopting austerity measures. Tackling 
transfers/subsidies to public enterprises and reducing contin-
gent liabilities is crucial for debt sustainability.

ECONOMIC AND POLITICAL 
GOVERNANCE

Private sector 
Most economic activity in Cabo Verde is conducted by small 
informal firms. In 2015, the business sector comprised 9 357 
formal firms providing 52 783 jobs and approximately 33 000 
informal firms providing close to 40 000 jobs. Micro, small and 
medium enterprises (MSMEs) constituted 98% of firms oper-
ating in Cabo Verde, providing more than 40% of jobs and a 
significant share of the economy (when informal businesses are 
included). The Government has invested heavily in the coun-
try’s infrastructure in recent years, and the challenge now is to 
enable the private sector to utilize it for growth, job creation and 
poverty reduction.

Cabo Verde has made great strides in improving its business 
environment, which is critical for local business and FDI. The 
Government’s recent efforts (e.g. the Doing Business commit-
tee set up under Prime Minister’s office and the adoption of a 
national action plan for investment climate reforms) are begin-
ning to pay off. The World Economic Forum ranked Cabo Verde 
110 out of 138 countries for global competitiveness in 2017-2018. 
Cabo Verde has three reforms recognized in the World Bank’s 
2018 Doing Business report. Cabo Verde’s overall position on 

the index – at 127 out of 190 economies globally in 2017 – has 
not changed significantly over the past few years, although its 
distance-to-frontier score of 56.24 points represents a progres-
sion of two places compared to the country’s position in the 
2017 report. The Index found that the most problematic fac-
tors for doing business in Cabo Verde were access to financing, 
Government bureaucracy, tax rates and complexity of the tax 
system, and restrictive labour regulations. Despite its positive 
reform efforts, Cabo Verde’s performance across all ten of the 
Doing Business indicators left room for improvement, especially 
compared to the pace of reforms undertaken by the region’s 
(and the world’s) leading reformers. Structural reforms aimed 
at improving the business climate therefore remain critical for 
enhancing competitiveness and attracting private investment.

Financial sector 
The financial sector in Cabo Verde is dominated by banks, which 
are liquid but risk averse. The sector is highly concentrated 
with two out of seven licensed banks dominating the credit 
and deposit markets with a combined market share of almost 
70%. Bank liabilities are predominantly deposits from residents, 
migrants, and the Government. At the end of 2016, financial 
sector assets were estimated at 138% of GDP. Domestic credit 
provided by the financial sector is estimated at 86% of GDP as of 
end-2016. The average cost of finance is high with lending rates 
of about 10% in real terms for loans of up to one year. In 2016, 
the average interest rate spread was 7.0%. Cost-to-income 
ratios were very high (an average of 69% during 2012-2016), 
indicating room for improvement in banking sector efficiency.

Access to finance is a significant constraint. Domestic credit to 
the private sector has declined to an estimated 60% of GDP in 
2017, from 66% in 2011, as banks increased the share of their 
assets deposited with the BCV and lent to the Government and 
SOEs. This reflects both a higher risk aversion by banks and 
the lack of viable investment opportunities. Despite progress, 
in 2016 there were only 184 commercial bank borrowers per 
1 000 adults. Lending rates are also high in real terms. There 
is limited institutional capacity to facilitate greater provision of 
bank credit to MSMEs. Public support programmes and agen-
cies have some capacity to support development of small 
enterprises but their activities remain modest. 

The BCV has made efforts to strengthen banking sector reg-
ulation and supervision. Financial stability indicators have 
improved, but low asset quality, low profitability, and limited cap-
ital buffers need to be addressed. The level of non-performing 
loans (NPLs) increased to 17.4% of total loans as of June 2017. 
Average return on assets during 2011-2016 was only 0.3%. In 
June 2017, capital was only 8.4% of total assets and varied by 
bank. Some banks have experienced capital constraints. In 
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March 2017, the BCV took measures to deal with an insolvent 
State-owned bank (Novo Banco) established in 2010 to support 
MSME finance and low-income housing. The BCV withdrew 
Novo Banco’s license in June 2017. The Government is likely to 
bear losses up to the amount of the bank’s capital (about USD 
9 million or 0.5% of GDP). To mitigate risks, the BCV is rein-
forcing its banking supervision team, increasing the frequency 
of on-site audits, and encouraging banks and corporates to 
recognize and address NPLs while rebuilding capital buffers.

Public sector management, institutions  
and reforms 
Cabo Verde is known as one of the African champions of good 
governance. In 2017, it was listed 4 out of 54 countries on the 
Mo Ibrahim Index of African Governance (IIAG), scoring higher 
than the African average (50.8) and higher than the regional 
average for West Africa (53.8). The country has also been effec-
tive in combating corruption. Transparency International’s Cor-
ruption Perceptions Index for 2017 ranked Cabo Verde 48 out of 
175 countries in the world (in third position in Africa).

There have been significant strides in advancing reform of the 
public financial management system (PFM), including approval 
of the PFM Reform Action Plan 2017-2020 following the 2016 
PEFA assessment. Weaknesses that still have to be addressed 
include: budget credibility, exhaustiveness and transparency, 
accounting and reporting, and control and external auditing. 
In 2017, the Government prepared a draft Law of the Court of 
Auditors and submitted it to the National Assembly. The Gov-
ernment is also preparing a new budget framework law. 

Moreover, efforts are under way to address the fiscal risks 
related to poor-performing public enterprises. As noted above, 
the liabilities of the two enterprises with the largest deficits (TACV 
and IFH) account for 20% of GDP. The Government decided to 
restructure TACV by splitting operations into two. Priority was 
given to domestic operations considering their impacts on terri-
torial continuity. A protocol agreement was signed in December 
2016 with Binter Airlines (from the Canary Islands) to cover the 
domestic market thus ensuring public service. In parallel, the 
authorities have been looking for private sector investors to take 
over the international business of TACV. In August 2017, the Gov-
ernment signed a management contract with Iceland Air Group, 
with a view to restructuring and then preparing the enterprise 
for privatization. Recognizing the unsustainability of the Casa 
Para Todos (House for All) social housing programme managed 
by IFH, the Government in November 2016 began exploratory 
talks with Portugal, with a view to restructuring and/or partially 
cancelling Cabo Verde’s EUR 200 million debt to Portugal. 

Natural resource management and  
the environment
Cabo Verde faces difficult weather conditions and is highly vul-
nerable to climate change and extreme weather events. The 
major environmental challenges are related to water scarcity 
(the Sahelian climate and rugged topography are not conducive 
to water retention) and great vulnerability to soil erosion. The 
main productive sectors are vulnerable to climate variability and 
climate change. This vulnerability is deepened by changes in 
the social and economic situation, which put undue pressure 
on already limited and fragile natural resources, as well as on 
ecosystems. Moreover, the country’s tourism-based economic 
model increases the demand for electricity and water and gen-
erates a volume of waste that is difficult to manage for a country 
that does not have a centralized waste management strategy. In 
this context, the priority objectives of Government policy are to 
improve energy security, reduce dependence on imported fossil 
fuels and promote renewable energies. With regard to climate 
change-related problems, Cabo Verde has shown real political 
will and has established an institutional framework to combat 
climate change. Ongoing initiatives for collaboration with inter-
national partners include the ECOWAS Centre for Renewable 
Energies and Energy Efficiency (ECREEE).

While public authorities are committed to good governance and 
transparent management of natural resources, foreign firms 
engaged in the exploitation of natural resources, especially fish-
ery resources, are doing so in an increasingly illegal and abusive 
manner: only a fraction of catches in the exclusive economic 
zone (EEZ) are declared to the authorities. 

Political context 
With a strong multi-party system, Cabo Verde continues to be 
one of the most democratic countries on the continent, accord-
ing to the Economist Intelligence Unit Democracy Index (which 
ranked Cabo Verde 23 globally and 2 in Africa in 2017). In 2018, 
Freedom House accorded Cabo Verde a high freedom rating, 
due to its respect for a wide range of civil liberties (including 
freedoms of expression, assembly, association, education and 
religion) and political rights (including free and fair elections) 
enjoyed by the population. The March 2016 parliamentary elec-
tions were won by the Movement for Democracy (MpD), after 15 
years of Governments led by the African party for the Independ-
ence of Cabo Verde (PAICV). In the same year, the MpD also 
won presidential and local elections. The smooth political transi-
tion is a testimony to the maturity of Cabo Verde’s political pro-
cess and institutions. However, after two years in power, MpD 
has been slow to implement its campaign promises. With high 
level of public debt, the Government has little room for manoeu-
vre. PAICV has criticized the Government for hurting the poorest 
segment of the population by raising water and electricity tariffs. 
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Cabo Verde ranked 27 out of 180 countries in the 2017 World 
Press Freedom Index. A distinguishing feature of Cabo Verde is 
the absence of attacks on journalists and the exceptional media 
freedom, which is guaranteed by the constitution. 

SOCIAL CONTEXT AND  
HUMAN DEVELOPMENT

Building human resources 
Since independence, the Governments of Cabo Verde have 
made human development a constant priority. With the support 
of international donors and a vibrant and committed civil soci-
ety, the country has improved social and economic conditions. 
Cabo Verde’s score on the 2016 Human Development Index 
(HDI) was 0.648, the tenth highest score in Africa.

Education outcomes put Cabo Verde at the top of Sub- 
Saharan Africa. The adult literacy rate is estimated at 87%, 
although disparities continue to persist between men and 
women. Basic education is satisfactory overall. The literacy rate 
is 85% for women and 93% for men; in rural areas, it stands at 
74% for women and 87% for men. Parity between boys and girls 
has been achieved at primary school level and the literacy rate is 
at 98% for both genders in the 15-24 age group. At secondary 
school level, the enrolment rate is 98.3% for boys and 87.7% for 
girls. Despite progress made, the mismatch between the educa-
tion system and the needs of the labour market persists. Improv-
ing the quality of education and its relevance for the needs of 
the economy remains a challenge, and the low quality of labour 
hinders Cabo Verde’s competitiveness. In 2014, the Govern-
ment approved the Integrated Policy for Education, Training 
and Employment (PIEFE), which focuses on youth employability. 

With life expectancy at 72 years for men and 80 years for 
women, the quality of life of the people of Cabo Verde is higher 
than the continental average (60 years). The main health sector 
indicators are much higher than those of most African coun-
tries. The infant mortality rate fell from 22 per 1 000 in 2013 
to 21 per 1 000 in 2015. However, there are major disparities 
in terms of access to health services and the quality of health 
care. Given the country’s geographic fragmentation, this is a 
difficult equation to solve. In 2015, the Zika virus hit the country. 
By the end of July 2016, 556 cases had been confirmed, and 
7 508 cases were suspected. While the health authorities in the 
capital had the resources to deal with the potential epidemic, 
health centres in other parts of the country had limited capacity, 
owing to geographic disparities. 

Poverty reduction, social protection and labour 
Poverty declined sharply from 1990 to 2007, but stagnated from 
2007 to 2015. National poverty rates dropped sharply from 49% 
in 1990 to 26.6% in 2007 and 24.2% in 2015. Gender-based 
disparities persist: 33% of women-headed households are poor 
compared to 21% of male-headed households. Therefore, pov-
erty remains widespread among women-headed households, 
which represent almost half (46%) of all households. The poverty 
rate was 15% in urban areas, compared to 40.9% in rural areas. 
Similarly, poverty rates on islands with better tourism infrastruc-
ture, notably Sal and Boa Vista, are less than half of the national 
average. A more equitable development between islands, 
between rural and urban areas, and between women and men 
is key for inclusive growth in the country. Cabo Verde outper-
forms its peers on most non-monetary dimensions of pov-
erty, including life expectancy, maternal mortality, net primary 
school enrolment, and access to an improved water source.

The structure of the country’s labour market is marked by 
regional disparities and the vulnerability of young people to 
unemployment. The budget recovery plan for the period 2010-
2011 helped to reduce unemployment, bringing the rate down 
from 13.1% in 2009 to 10.7% in 2010, although the rate rose 
again to 12.2% in 2011 and reached 15% in 2016. There are also 
regional disparities, with unemployment hitting certain regions 
particularly hard: 15.9% in Boa Vista; 15.7% in Praia; and 14.5% 
in Sao Vicente. Unemployment among young people, who rep-
resent half of the working population, is a source of concern. In 
2015, the unemployment rate stood at 28.6% for the 15-24 age 
group and 19.2% for the 15-35 age group. 

Unemployment is more pronounced in rural areas, where the 
underemployment rate is 46.3%, compared to 17.5% in urban 
areas. The rate of paid work is 56% for men and 44% for 
women. The increase in the unemployment rate at national level 
is due to the sharp rise in unemployment among women, which 
rose from 11.2% in 2015 to 17.4% in 2016, whereas unemploy-
ment among men dropped from 15% to 12.9% over the same 
period. Therefore, women face more underemployment (28.4%) 
and are overrepresented in the non-working population (47%), 
suggesting significant ‘marginal unemployment’. The question 
of social protection for workers also arises, with 50% of workers 
having a work contract but only 36% being registered with the 
national social security institute (INPS) in 2015. Social security 
continues to cover a relatively small part of the dimension of 
the population because of the high incidence of informality and 
low percentage of registered workers who are able to rely on 
benefits from INPS.
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Regarding labour market efficiency, the Global Competitiveness 
Report 2017-2018 ranks the country 110 out of 138 (up from 
122 out of 140 in the 2015-2016 Report). This improvement may 
partly reflect the measures taken by the Government to improve 
labour market flexibility. In April 2015, with the support of the 
trade unions, employers and other partners, new changes in 
the national labour code were approved. They entered into 
force in October 2016. The Government also created unem-
ployment benefits through Decree-Law nº 15/2015 (published in  
March 2016). 

Gender equality 
Cabo Verde has a legal and institutional framework that fosters 
gender equality for more inclusive development. In 2016, the 
country ranked 36 among 144 countries for gender equality on 
the Global Gender Gap Report of the World Economic Forum, 
which reported an improvement in the number of women, wage 
equality and estimated earned income. Nearly one third of the 
candidates for deputy in the March 2016 elections were women 
(173 of 551) and women secured 23.6% of the seats (17 of 72), 
placing Cabo Verde 17 in the Index of Women in National Par-
liaments. However, in the area of economic participation and 
opportunity, Cabo Verde ranked poorly (104 in this category 
on the Gender Gap Index). Women in Cabo Verde, espe-
cially the 36% of them who live in rural areas, continue to face  
gender-based disparities, notably with regard to access to 
decent income and participation in political life. Even when they 
obtain access to basic infrastructure and can improve their pro-
ductivity in small-scale agriculture, fisheries and trade, they are 
more vulnerable than men, especially in rural areas. Gender dis-
parities in unemployment rates, particularly between young men 
and women, indicate an uneven access to resources. Access to 
jobs for women in Cabo Verde is especially important to further 
reduce poverty. According to a recent IMF study, closing the 
gap between men and women in the workforce could increase 
the country’s GDP by 12.2%.

THEMATIC ANALYSIS: 
INFRASTRUCTURE FINANCING 

Cabo Verde’s geographic fragmentation means that reinforcing 
the country’s infrastructure and service provision is costly. Key 
infrastructure such as roads, energy, and ports must be dupli-
cated across the nine inhabited islands. The provision of utili-
ties such as water and energy must be decentralized, adding to 
costs. Moreover, the country’s small market size and insularity 
magnify the costs of imported construction materials, technol-
ogy, capital goods and energy supply. 

Over the last two decades, the country has invested heavily in 
infrastructure, taking advantage of the cheap external financ-
ing that was then available. Despite the relatively higher cost 
of setting up infrastructure and the lack of economies of scale, 
Cabo Verde performs relatively well along several infrastructure 
benchmarks. It has one of the highest densities of road net-
works in Africa at 3.5%, even higher than Mauritius at 2.0%. 
It is one of the few African countries that have satisfied inter-
national air security standards for its national carrier, includ-
ing certification by the US Federal Aviation Administration. 
Although a tiny country, Cabo Verde has an extensive domestic 
air transportation network. The country compares favourably 
to nearly all Sub-Saharan African countries in terms of elec-
trification, with electricity reaching nearly 95% of the popula-
tion in 2010. Indeed, in terms of number of incidents of water 
insufficiency and days of delay for mainland telephone con-
nection, Cabo Verde scores very well across the board and 
surpasses Mauritius. The country is prone to far fewer power 
outages per month (4.87) than the rest of the region (10.30) 
and all countries (8.48), but slightly higher than Mauritius. Still, 
these power outages translate into lost productivity and dam-
aged goods and equipment, as reflected in the country’s rank-
ing in the Getting Electricity Survey (a companion to the Doing  
Business Report). 

Still, the high costs, low-quality performance and low reliability 
of infrastructure in Cabo Verde, including the power sector, put 
a burden on the economy. Cabo Verdean businesses and con-
sumers pay among the highest rates in the world for electricity, 
water and telecommunications. Moreover, the country loses 
USD 50 million each year from underpricing and operational 
inefficiencies related to infrastructure. 

Finance landscape
Cabo Verde’s public investment programme (PIP) increased 
from CVE 13 963 million in 2007 to CVE 21 017 million in 2013. 
Given the deleterious impact of these investments on the debt-
GDP ratio, the Government began to reduce its investment, 
which dropped to CVE 13 502 million in 2016. Historically, the 
investment programme has been financed by external sources, 
namely, loans and grants, with internal resources representing 
just a small part of the overall financing. Of the total CVE 21 017 
million invested in 2013, internal financing amounted to CVE 
2 766 million; external financing (CVE 18 251 million) comprised 
grants (CVE 3 660 million) and external loans (CVE 14 537 mil-
lion). In 2016, domestic resources grew to CVE 6 884 million, 
with external financing at CVE 12 430 million.



102018 African Economic Outlook Country Note 

 
Cabo Verde

While the Government has been using internal commercial 
banks to finance public investment, the private sector has had 
very limited access to infrastructure financing. Credit remains 
an obstacle to private sector economic development. Govern-
ment at the national, municipal and local levels is seeking new 
sources to finance the economy in the medium to long term. 
A study conducted with the support of the UN highlighted the 
potential of diaspora funding, particularly at local level. Some 
initiatives have been developed in co-operation with the pri-
vate sector. One example is Credit-Info Cabo Verde, a credit 
bureau created with the technical support of the Chamber of 
Commerce, which aims to improve the credit environment in 
the country. 

International partners have financed several projects in Cabo 
Verde, mainly concerned with agriculture, transport, and water 
and sanitation. Institutions such as the African Development 
Bank, China Cooperation, the Millennium Challenge Corpora-
tion have played crucial roles in financing infrastructure devel-
opment, whereas the private sector has been more active in the 
management of this work. 

Despite the huge investments in infrastructure in recent years, 
more needs to be done. Yet public financing is limited. The Gov-
ernment is looking to augment its efforts with leadership from 
the private sector, seeking opportunities to form public-private 
partnerships (PPP). One example is in tertiary education, where 
the private sector has been investing in private universities. Cer-
tain sectors, however, may be not be attractive to private inves-
tors. For example, maritime connections among some islands 
are not financially sustainable, requiring some sort of public 
incentive or subsidy. 

Moving forward 
In order to increase the private sector role in the economy and 
attract new sources of financing, the Government has instituted 
the Strategic Plan for Sustainable Development 2017-2021 
(PEDS). It explores the potential of diaspora funding, as men-
tioned above, and aims to develop PPPs in sectors such as 
health. In addition, a focus group has been created under the 
supervision of the Prime Minister to address constraints high-
lighted in the Doing Business Report.

Local Governments have key role to play in national devel-
opment. Decentralization is an active theme in the PEDS, 
which emphasizes the need to strengthen the role of locali-
ties in national economic development in order to mitigate the 
unbalanced development between islands. The Law for Local 
Finance (nº 79/VI/2005) allows local areas to assume debts in 
the domestic financial market in order to fund local investment, 
but they need approval from the central Government for exter-
nal financing (article 8, Law for Local Finance). In this context, 
some municipalities are looking for sources of financing outside 
the country such as the Cabo Verde diaspora.

In addition to further diversifying the financial market, the sec-
ondary capital market might be developed. There is a need to 
structure this market and make it dynamic, for instance by intro-
ducing bonds and T-bills.


