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EXECUTIVE SUMMARY

Rising above the daunting conditions facing it at inception, Cape Verde has become a
case of relative success today. This report seeks to look at the road that Cape Verde has
travelled since 1975 to the present time, and does not address the road ahead as it traverses to
the next phase of its development as this is the subject of a subsequent report: Cape Verde –
The Road Ahead. In December 2004, the United Nations General Assembly adopted
Resolution 59/209 on Cape Verde´s graduation from the category of Least Developed
Countries (LDCs) to the category of Middle-Income Country (MICs). This was effective
from January 2008. The decision was based on the three main criteria for performance
evaluation: (i) progress recorded in per capita income, (ii) human capital formation, and (iii)
reducing the economic vulnerability index. However, the country’s graduation from the
LDCs list was based on the two first criteria, with the General Assembly recognizing the
country’s structural vulnerability. While it is difficult to benchmark Cape Verde with other
countries because of its unique attributes, its experience still offers lessons on several issues
for developing countries across the world at a generic level, and in particular for countries in
Africa.
As a very small island economy in the Atlantic Ocean situated in the Sahelian belt
off the coast of Senegal in Western Africa, Cape Verde has managed to defy the odds and
transform itself from an extremely poor country into one of the better performing economies
in Africa in just over two decades. Cape Verde has transformed itself from one of the poorest
countries in the world to one of the fastest growing economies in Africa. In that time, it has
managed to transform itself from least developed country status into a lower middle income
country. During this period it has also consistently improved its human development
indicators. Cape Verde has benefited from sustained and stable growth over 35 years, leading
to the increasing well-being of its population. Its 6% average annual GDP growth during
1991-2010 far exceeded the continental average. Despite a scattered population spread over
nine inhabited islands, a very small economic size, an extremely low endowment in natural
resources, a high vulnerability to exogenous shocks, and remoteness from world markets, it
has managed to raise its GDP per capita over three decades by more than tenfold from $175
to $4188 (PPP, USD) in 2010.
As a result of its sound economic and social performance in recent years, Cape Verde
has gained the status of a Middle-Income Country (MIC). In doing so, it has overcome severe
geographic, economic, and social challenges to become an African success story. In spite of
its difficult beginnings, Cape Verde now ranks fifth in terms of the UNDP Human
Development index (HDI) in Sub-Saharan Africa. It has been labeled a “fast achiever” of the
Millennium Development Goals (MDGs), in which it is outperforming much of the rest of
Sub-Saharan Africa. Universal access to primary and secondary schools has been achieved, a
strong social safety net has been set up, and the benefits of growth have been distributed
through an inclusive approach to policy making and nation-building.
These achievements were made possible by prudent macroeconomic management,
including fiscal soundness and maintenance of a competitive exchange rate. Cape Verde has
gained international credibility for its macroeconomic policies: a stable currency pegged to
the euro, good governance with low corruption rates, a simplified tax system, and a reformed
banking sector. Cape Verde is regarded as a safe haven for investment. These achievements
ix

were also made possible by an earnest and sustained focus on building strong institutions free
of corruption. From independence onwards, successive governments have fostered pluralism
and a universal sense of citizenship, a participatory political process and trust between the
government and citizenry. The peaceful multi-party democracy has survived changes in
leadership. Cape Verde’s government is widely regarded as one of the most stable and
democratic in Sub-Saharan Africa. It is a society based on laws that also respects human
rights and civil liberties, including a free press.
Successive Cape Verdian governments of have also been conscientious about
adapting their policies and institutions to changes in the global economy, and to maintaining
strong strategic partnerships with a variety of countries and institutions. The country has
benefitted from steady remittance inflows from the Diaspora, and generous external
assistance, but since the mid-1990s it has also become a destination for foreign direct
investment, mainly in tourism. Together, these inflows have enabled modernization and
diversification towards a services oriented economy.
Cape Verde’s political, social and economic development consists broadly of three
phases, the period from independence in 1975 to 1990 when the nation’s foundations were
laid, a second from 1991 to 2000, and the current decade.
The common threads which run through each of these phases, point to the main
critical factors that have contributed to the country’s success in the past 35 years including:
good governance and political stability; sound and stable macroeconomic management—
particularly stable monetary policy and good management of public finances—a nationbuilding approach that emphasizes shared vision and national ownership and which,
importantly, has the strong buy-in from its Diaspora since independence; an inclusive growth
model with strong emphasis on equitable growth and poverty reduction; effective
implementation and results-orientation, bolstered today by an impressive state modernization
reform which is driven by an indigenous electronic governance system; strong international
partnerships; and effective use of international development assistance. The tone and
approach were set at the early stages. The pioneering leaders mobilized the whole population
towards the goal of nation building, and built credible institutions. From the outset they
emphasized not only good policy but also effective institutions, transparent governance,
human capital development with universal access to all, the need for the population to rely on
itself and contribute to nation-building, and reliance on broad external partnerships.
Through these three phases, the policies of successive governments have maintained
the common characteristics of prudent public resource management and sound public
institutions, combined with strategies that were sequenced to adapt to the changing global
economy, resulting in continuous adaptation to the external environment. Cape Verde has
gained international credibility for its macroeconomic policies: a stable currency pegged to
the euro, good governance with low corruption rates, a simplified tax system, and a reformed
banking sector. Peaceful multi-party democracy has survived changes in leadership and its
government is widely regarded as one of the most stable and democratic in Sub-Saharan
Africa. Cape Verde is regarded as a safe haven for investment. It is a society based on laws
that also respect human rights, and it enjoys a free press.
Cape Verde’s success is the result of its own efforts, but development aid and the
remittances of its Diaspora have been critical contributing factors to its growth performance.
Both have declined in terms of their share of GDP today, but Cape Verde is still ranked
x

among the biggest per capita recipients of both in the world. Its effective use of development
aid, together with good governance, not only fostered growth but garnered the country
international credibility. Foreign direct investments today have become the most important
sources of financing, mostly emanating from the booming tourism industry which Cape
Verde has been nurturing as a way of adapting to the global economy and taking advantage of
its strategic location. The country’s good governance and credible macroeconomic
management have undoubtedly inspired confidence among foreign investors as well as won
the confidence of its vast Diaspora. Remittances by Cape Verdeans living overseas remained
an important pool of resources since independence. Remittances have been boosted by policy
innovations, such as an interest differential for Diaspora bank deposits relative to those in the
Euro zone. Successive governments have been keenly aware of this group, which is eligible
to vote in national and local elections and thus also serves as an instrument of government
accountability.
With particular regard to good governance, investing in human development, and
sound macroeconomic management, the Cape Verde experience holds important lessons for
developing countries. Every development situation is unique, and Cape Verde itself is a
unique case. All the factors that facilitated Cape Verde’s transformation will not necessarily
apply to other countries—these include the historical influences, uniform ethnicity, and its
geography and insularity, among others. The lessons could be of help in the review of
alternative development strategies by other countries.
In summary, this success is down to two factors: firstly policies, and institutions,
secondly, and importantly, governance. Cape Verde’s success can be attributed to the
“necessary” elements of good policy and economic fundamentals, including macroeconomic
stability, which many countries have had. Cape Verde also met the “sufficient” condition,
namely, functioning institutions and governance, meaning transparency, inclusive
development, equitable sharing of the rewards of growth, and delivering results to the people
to sustain their confidence and gain their support for new initiatives. In other words, policy
matters, but good governance and institutions matter even more. Although good economic
policy is important, sound politics are also essential to delivering the results in a sustained
fashion over several years. This requires leadership at many levels, not merely at the top. It is
in this latter area where many lessons can be drawn from this experience.
Going forward, Cape Verde faces several challenges that need to be addressed in
order to sustain this steady pace of growth and development including further economic
diversification—the subject of the companion report—but the past experience, quality of
institutions and the country’s adaptability indicate that it should be able to deal with them
effectively.
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INTRODUCTION
1.
Cape Verde is a development success story in Africa as exemplified by this report
which looks at the road that Cape Verde has traveled since independence. In less than two
decades Cape Verde transformed itself from one of the poorest countries in the world,
declared “unviable” after independence in 1975 by the then US Secretary of State, and
thereafter by some international financial institutions, to one of the fastest growing
economies in Africa. In doing so, it has overcome severe geographic, economic, and social
challenges to become a success story. The country achieved the status of a middle-income
nation in 2008, and is labeled a “fast achiever” in recognition of the progress it has made
towards all or most of the Millennium Development Goals. It is the only country in subSaharan Africa to have negotiated a special status standing with the European Union.
2.
This study provides a general analysis of the factors contributing to Cape Verde’s
development success in the past thirty five years since its independence. The African
Development Bank’s decision to commission this report is to enable knowledge
dissemination on the factors that contributed to the successful transition of Cape Verde from
low- income to middle income status, and also draw lessons that could inform strategies for
growth in other developing countries, particularly in the African continent.
3.
The study analyzes Cape Verde’s growth story and its overall development since
1975. While recognizing the critical challenges facing the country today, particularly its
transformation into an upper middle income country—the focus of a companion report—this
report focuses exclusively on the development experience of the past 35 years.
4.
This report is aimed primarily at an audience of African policy makers, development
practitioners interested in Africa, civil society, and development partners. Lessons from the
key factors that have contributed to the successful transition of Cape Verde from low income
to middle income status are pertinent. The report also underscores lessons that could inform
strategies for growth in other developing countries, particularly on the African continent.
5
The report is based on consultations with staff and managers of the African
Development Bank (AfDB), interviews with a wide range of government officials, and
representatives of donor agencies, the private sector, non-governmental organizations (NGO)
and academia. In addition, the research covered an extensive review of available historic
documentation on Cape Verde, and of reports from international organizations and academic
literature on development issues covering countries Africa, and other countries that are
widely acknowledged as having been successful in economic and social development. The
bibliography lists documents and reports that were important as sources of data or which
helped to underpin analytical inferences and conclusions.
5.
The report is divided into three main parts. Part I provides an overview of Cape
Verde’s development experience since independence in 1975. It examines the country’s
initial conditions and the three main phases of its development. Part II of the report analyses
the principal factors contributing to Cape Verde’s development success, while Part III distills
the main lessons to be drawn from the country’s experience.

1

I. OVERVIEW OF CAPE VERDE’S DEVELOPMENT PATH
6.
During his visit to Cape Verde in 2010, Donald Kaberuka, the President of the
African Development Bank Group (AfDB) made the following statement: “Never has a
country in the continent taken up the many challenges facing Cape Verde. Natural resourcepoor, with an arid Sahelian climate and little arable land, the country is poised to achieve
most of the Millennium Development Goals'”.

1.1. The Setting
7.
Cape Verde is one of the Small Island Developing States (SIDS), characterized by
isolation, vulnerability to natural disasters, scarce soil and subsoil resources, recurrence of
drought, fairly small market size and a huge opening to the outside world. Another peculiarity
of Cape Verde is its marked territorial discontinuity. Despite these natural constraints, Cape
Verde is a noteworthy economic, social and political success story.
Map 1 Map of Cape Verde

1.1.1 An Unusual Geography
8.
Cape Verde is made up of 10 islands and eight islets1 (see Map 1), located some 450
km west of Senegal, approximately 2890 km from Portugal and 2600 kilometers from Natal,
Brazil. It has a land area of 4,033 square kilometers, and a 700,000 square kilometers
1

The main islands are: Barlaventos (northern island group)—Santo Antao, Sao Vicente, Santa Luzia, Sao
Nicolau, Sal, Boa Vista, and Sotaventos (southern island group)—- Maio, Santiago, Fogo, Brava. Only nine
islands are inhabited.
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Economic Exclusivity Zone (EEZ)2. The country has an estimated population of 491,875
according to the 2010 Census. The island of Santiago has the largest population
concentration, with a total of 55.7% and the city of Praia, the capital, is the most populated
city with 25.6% of the population (see table 1)3. The second largest city is Mindelo, on Sao
Vicente island, which is also the principal port.
Table1: Population dynamics

area
(sq.km.)

1940

1950

1960

1970

1980

1990

2000

2010

Santo Antão

754

35 977

28 379

33 953

44 623

43 321

43 845

47 170

43 915

São Vicente

228

15 848

19 576

20 705

31 578

41 594

51 277

67 163

76 140

São Nicolau

342

14 846

10 366

13 866

16 308

13 572

13 665

13 661

12 817

Sal

215

1 121

1 838

2 608

5 505

5 826

7 715

14 816

25 779

Boavista

622

2 779

2 985

3 263

3 569

3 372

3 452

4 209

9 162

34

0

0

0

0

0

0

0

0

Island
Ilhas
Barlovento

de

Santa Luzia
Ilhas de Sotavento
Maio

267

2 237

1 924

2 680

3 466

4 098

4 969

6 754

6 952

Santiago

992

77 382

59 397

88 587

128 782

145 957

175 691

236 627

274 044

Fogo

477

23 022

17 582

25 615

29 412

30 978

33 902

37 421

37071

Brava

65

8 528

7 937

8 625

7 756

6 985

6 975

6 804

5 995

4033

181 740

149 984

199 902

270 999

295 703

341 491

434 625

491 875

-

18 208

17 179

24 872

39 911

57 748

71 276

106 348

131 719

-

15 848

19 576

20 705

31 578

41 594

51 277

67 163

76 140

-

26 848

19 428

30 207

41 462

41 012

41 584

50 024

43 297

Urban

-

-

-

-

-

-

150 599

234 368

303979

Rural

-

-

-

-

-

-

190 892

200 257

187896

Total Country
Main City
Praia (Capital)
São
Vicente
(Mindelo)
Santa
Catarina
(Assomeda)
Area

Source: INE - Recenseamentos de População de 1900-2010

9.
For a small string of barren volcanic islands that is poor in natural resources, prone to
drought, with little arable land and heavily dependent on food imports, sometimes in the form
of aid, one of Cape Verde’s most salient characteristics is the geographical fragmentation of
islands with small populations spread over a relatively wide area. The distance between the
capital Praia in Santiago and the second most important town, Mindelo, (with an estimated
population of 76,140) is about 200 km. The same distance separates Praia from the main
2

EEZ-is a maritime zone in which a state has special rights over the exploration and use of marine resources. It
stretches from the seaward edge of the state's territorial sea out to 200 nautical miles from its coast. In casual
usage, the term may include the territorial sea and even the continental shelf beyond the 200 mile limit.
3
INE, 2010 Census

3

airport at Sal. All but three of the islands are quite mountainous, with prominent cliffs and
deep ravines. High ground and southwestern slopes support lush vegetation because of
moisture condensation. The other salient characteristic is Cape Verde’s location in the Sahel
climate system, subject to periodic droughts and very low annual precipitation. With global
climate change, drier and hotter weather patterns are forecasted. Like many other small island
states, Cape Verde also suffers from severe environmental degradation, such as soil erosion
and low fertility, deforestation, and dearth of fresh ground water.
10.
Taking into account these characteristics and the specificity of each island is essential
for any discussion on economic and social issues in Cape Verde. Whereas this report covers
the manner in which the insertion of Cape Verde as a nation sate into the global economy has
taken place, it is important to recognize that, for geographical and logistical reasons, Cape
Verde’s economy itself is still not well integrated. Cape Verde does not have a unified
domestic market, which adds to its costs of insularity. As an example, supplying the main
tourist island of Sal—which has almost no agriculture or industry—is often easier and
cheaper from the Canaries or Lisbon (by air) than from other islands, which may have an
agricultural or fish surplus. Similarly, whereas a large percentage of the population of the
island of Fogo has relatives in the United States who frequently come to visit, the residents of
Fogo may have little contact with those of Santo Antao or Maio. Such economic and spatial
differences also account for the existence of two Chambers of Commerce—for the windward
or Barlavento and leeward or Sotavento group of islands, respectively.

1.1.2 Difficult Initial Conditions
11.
These two salient natural characteristics explain two very important features of Cape
Verde’s development path and history: structural economic vulnerability and high rates of
emigration. Cape Verde started down the post-independence road of development with
virtually nothing. At independence in 1975, Cape Verde was faced with huge challenges.
Infrastructure was limited, and educational opportunities were scarce. There were two high
schools in the country and only one hotel with 12 rooms in the capital city. Complicating the
situation, the country had no money in the treasury at independence. It was due to personal
relationships with the Government in Portugal at the time that Cape Verde was able to secure
a line of credit of US$300,000. That was the total financial resource base that the Cape
Verdean government had to begin the journey of nation building.

1.1.3 Significant Economic Vulnerability
12.
Cape Verde is highly dependent on the outside world, and its development is
confronted by structural constraints. All small islands economies are vulnerable, as
recognized by the United Nations in creating the special category of Small Developing Island
States (SIDS). Unlike the other countries in the ECOWAS region, Cape Verde is a state
starved of natural resources. Beyond its vast oceans and untapped huge renewable energy
potential, it does not have significant quantity of any exploitable natural resources. Cape
Verde’s unique characteristics, especially its geography and miniature size, make it much
more vulnerable. Indeed, neither size nor natural resources are necessary nor sufficient for
development, as the polar cases of Singapore and the Congo-DRC illustrate. Cape Verde's
economy is limited by the difficulties of accessing the islands, the nation's small size in terms
of both population and geographical area, the absence of any mineral resources, and a chronic
uncertainty and shortage of rainfall. Even rain seems to bypass the archipelago. Agriculture is
difficult not only because of the lack of rain but also due to the nature of the geography of the
islands. In 1975, famine was still a recent memory. In fact, sporadic famine fuelled so much
migration historically that there are many more people of Cape Verdean descent living
4

outside than inside the country. The land is mostly bare and organically poor, with only an
estimated 10% of its area suitable for agriculture (See Box 1). The rocky terrain and lack of
rainfall hamper agricultural production. Hence, over the years a large proportion of Cape
Verdeans emigrated in search of opportunity and a better quality of life. It is estimated that
currently the number of Cape Verdean emigrants, mainly in the USA, Portugal, Angola,
France, Netherlands, and Senegal exceeds the country's population, and the country’s
economy remains dependent upon remittances from this Diaspora.4 The archipelagic nature
of the country and limited size of its domestic market (less than 500,000 inhabitants) pose
problems of economy of scale for the production of goods and services, and the development
of infrastructure and public utilities. One of the structural problems is that the cost of interisland transportation is on average one and half times higher than the cost of transportation
between Lisbon and Praia. The constraints of insularity also affect the energy sector, to the
extent that the non-connection of the electric grids of the various populated islands
necessitates the construction of a power generation plant on each island. All these factors
result in high costs that affect production and hence competitiveness. Extremely limited
domestic endowments also make the economy highly susceptible to exogenous shocks. This
susceptibility became evident with the 2008 global crisis that impacted the economy through
a dwindling tourism revenue (7% decrease in 2009) and FDI (40% decrease in 2009), thereby
decelerating GDP growth to between 4.5% and 5% in 2009.
13.
Historically oriented toward the world economy, and deeply enmeshed in global
commerce since the slave trade, Cape Verde’s export-oriented but small primary sector
products of the past (mainly fish, bananas, and coffee) have long lost their importance, or
disappeared. Domestic production of food has been structurally far below the national needs;
and manufacturing has never been a significant sector.

1.2 Successes and Achievements
14.
Despite the problems posed by its geography, its initial conditions and significant
economic vulnerability, following independence the country has had many remarkable
achievements in its economic and social development. The United Nations General
Assembly adopted Resolution 59/209 in December 2004 on Cape Verde’s elevation from the
group of Least Developed Countries (LDCs) to Middle-Income Country (MICs), effective in
2008.5 Cape Verde became the first country in the world whose upgrade is an outcome of
efficient economic and social policies and strategies. Indeed, the majority of past upgrades
have resulted either from the discovery of natural resources or from a positive trend in the
world prices of raw materials. The country is fast becoming a development showcase and a
source of hope for the continent. Cape Verde’s budding success is crowned by its anticipated
achievement of most of its MDGs. The sections below narrate Cape Verde’s economic,
social, and political achievements since 1975.

1.2.1 Sustained and Steady Growth

4

Strong pressures to migrate remain because of continuing high unemployment, but because of restrictions in
receiving countries, net emigration is estimated at around 2000 pa in the late 2000s compared with some 9000
pa in the 1990s.
5
It now belongs to the sub-category of Low Middle Income Countries, (LMIC).
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15.
Since independence, Cape Verde has been growing at a rapid pace. As noted, the
country has recorded one of the most impressive economic performances in Africa at the
macroeconomic level (see figure 1). From 1975 to around 1993 GDP per capita grew
annually at a rate of between 3 and 4%, achieved primarily by allocating scarce capital to the
most productive investments, along with cheap labour whose productivity gradually rose as a
result of a policy of universal access to education from independence onwards. Since 1994
Cape Verde has maintained an average annual GDP growth rate of some 5.7%. Between
2004 and 2007, GDP growth averaged 7%, with inflation (6.8% in 2008), the budget deficit
(1.2% of GDP in 2008) and debt (41.5% of GDP for external debt, and 15.8% for domestic
debt in 2008) brought under control. This performance allowed the country to attain one of
the highest GDPs per capita in sub-Saharan Africa (See Annex A). Cape Verde is part of the
group of countries whose GDP per capita on a PPP basis exceeds twice the average of the
continent (16th highest among 53 African countries-- c.f. annex A). This is particularly
significant considering that the country, unlike most other higher income African countries,
does not have any major natural resources whereas these other economies are often based on
exploitation and export of raw materials and other mineral products or fossil fuels.
Figure 1: Cape Verde GDP Per Capita, and Real GDP Growth, 1982-2010 (USD/PPP at current prices)

Source: AfDB Statistics Department Database, 2012

16.
Despite its vulnerability and high degree of external dependency, Cape Verde’s
economy has proven to be fairly resilient in the face of the successive global economic crises,
starting with the 2007/2008 food and energy crisis. Not surprisingly, the economy
experienced contraction beginning in 2007, with GDP growth dropping from 8.6% to 6.1% in
2008, and further declining to 3.7% in 20096. Growth resumed in 2010 and 2011, registering
5.2% and 5.1% respectively. However, the continuing global crisis, specifically the Euro
zone crisis, makes for a grim outlook for the Cape Verdean economy.
17.
Cape Verde’s growth experience since its independence on 5 July 1975 can be
divided into three main periods: the early period of central planning and one-party rule (19751990), the era of liberalization (1991-2000), and the age of transformation, beginning in
2001. Crucial to the Cape Verdean growth story is that each successive phase was
characterized by a set of consistent features: pragmatism, sound macroeconomic
6

GDP growth figures based on data from the Central Bank of Cape Verde (Banco de Cabo Verde, BCV).
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management—including stable monetary policy and policy continuity—investment in human
capital and key economic infrastructure, and adaptability of the strategies adopted to integrate
and achieve closer convergence with changes required to keep apace with the evolution of the
global economy.7

1.2.2 Phase 1 - (1975-1990): Growth since Independence
18.
During its first 15 years following independence (1975-1990)8, Cape Verde
successfully built the political, social, and economic foundations of a democratic
constitutional state. From an early stage, Cape Verde’s characteristic pragmatic approach to
development policy was evident. Even during this interventionist period, leaders emphasized
prudent fiscal management, relatively low inflation, and stable monetary and exchange rate
policies. In this first period, more than in the others, ODA and remittances were critical in not
simply fostering growth, but making the country a viable entity. Based on World Bank
estimates, the average GDP growth for 1982-1990 was a healthy 5.2%, with strong growth
mainly in the first half of the decade.9
19.
The development model during this first phase was based on central planning, but
private enterprise continued alongside, especially in sectors like agriculture, retail commerce
and small scale manufacturing. There were a number of mixed enterprises. Productive
activities targeted import substitution of consumer and food products, and simple industrial
goods, taking advantage of cheap labor. These small and limited import substitution efforts
focused on shoes, clothing, brewery, paint, soap, flour, basic pharmaceuticals, and
construction materials, mainly cement. While the supply of capital was extremely scarce—
except for the flow of remittances that increased after independence, and ODA from bilateral
donors in the early years—supply of cheap labor was abundant. Even as remittances shot up
to over 25,000 CVE or $317 per capita, (2007 prices) in 1978, 1979 and 1980, but because of
its unpredictability, the government strategy focused on allocating as much labor as possible
to economic activity. Although incomes were very low, with wages being paid from sale of
food aid, costs were also low and the propensity to save, high. Considering that at least as
many Cape Verdeans lived abroad as in the country, remittance inflows at over $300 per
capita when domestic per capita income was $175 in 1975, made available a sizeable pool of
incremental domestic financial resources from the onset of independence. The first
government invested in human capital development, particularly education at the primary and
secondary levels to boost labor productivity, with some 87% and 22.8% of the population
having completed primary and secondary education respectively by 1990. The steady flow of
remittances along with a perceptible rise in domestic savings,10 combined with increasing
access to ODA gave the government confidence to prepare the first development plan in 1982
covering a three year period. This practice of 3-year plans is still ongoing.
7

The political and technocratic groups in the country are already preparing for the next phase.
Statistical data, particularly for the early years are scarce and sometimes based on later estimates of national
accounts.
9
World Bank, World Development Indicators (WDI), 2012.
10
Data on savings for early years are spotty and therefore should be taken as indicative. Comments for those
years are based on empirical information.
8
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20. Cape Verde’s strategy of growth through factor accumulation (labor and capital) in the
first phase after independence is analogous to that of the East Asian “Tiger economies”, and
most particularly Singapore during the period 1966 to 1990. As Paul Krugman11 put it,
Singapore grew through a mobilization of resources.
21. In terms of physical capital, investment as a share of output rose from 11 to more than
40 percent. Also, from independence—1965 in the case of Singapore12, and 1975 for Cape
Verde—both countries relied on exhortation and severe sanctions against corruption, which
seems to have worked better in Cape Verde than in other Sub Saharan countries. (Both
countries are still highly ranked among their peers in terms of absence of fraud and
corruption.) The construction of infrastructure such as roads, ports and airports have also
been key priorities since independence. Water resources mobilization was also a major
priority, given the country’s scarce precipitation levels and struggles with drought. This is
crucial given the geographical fragmentation of the archipelago. Infrastructure was used as an
instrument to integrate the country, by ensuring that it was easy to move people and goods
around, and to create one national market. Infrastructure is also crucial to ensuring that Cape
Verde is able to convert its location to a competitive advantage.
22.
As indicated earlier, an explanation for Cape Verde’s growth in the first phase can be
found in the official development assistance comprising soft credits and grants, and
remittances from Diaspora, which were between 40 and 60% of GDP during that period. It is
noteworthy that even during the early years the government ensured that it was in the
‘driver’s seat’ and had clear ownership of development policies behind the investment
priorities in the use of ODA.
Remittances were buoyant and shot up to over CVE 25,000 per capita in 1978, 1979 and
1980. Remittances per capita stayed at a level of 15,000 to 20,000 CVE (2007 prices)
between 1982 and 1989 when statist policies were being pursued, reflecting a measure of
confidence. These remittances, combined with the high levels of ODA per capita, permitted
the government to cover the expanding fiscal and external deficits. Much of the expanding
deficits of this period were the result of the major infrastructure investments carried out, such
as Sal international airport and the upgrade of Mindelo port, both of which became major
revenue earners. These also enabled Cape Verde to sustain significantly higher fiscal and
external deficits and provide for some alleviation of the persistently high unemployment—
which, however, remains a problem even now. In the first phase of Cape Verde’s
development, it would appear that the steady flow of remittances was driven by family
connections and a commitment to the “home country” among the Diaspora. (Later, however,
during the second phase, the increase of deposits was a result of a policy of maintaining a
positive spread of these deposits within the banking system13. Cape Verde was thus, far
ahead in its practice in relation to remittances as compared to other developing countries in
the early 1990s). These resources are then channeled by the banking system for investment,
particularly in the construction sector.

11

Krugman, Paul. “The Myth of Asia’s Miracle, A Cautionary Fable” , Asian Development Fórum, Manila,
March 1998.
12
Singapore’s GDP per capita in 1975 is estimated at around $510, while in 2009 on a PPP basis it was
$52,200! It still follows “state capitalism” with industrial policy and other elements, but unlike many other
countries the quality of its institutions is outstanding, and the governance system is replete with checks and
balances.
13
Also, from an early stage, the government pegged the currency to the Portuguese Escudo, and later the Euro,
maintaining convertibility.
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23.
Paradoxically, on the one hand, the country’s physical isolation provided a level of
effective protection for import-substitutes, although the country’s micro scale meant import
substitution was severely limited in scope and value-added contribution to GDP. On the other
hand, budgetary resources were so constrained that subsidies for export of the same
domestically produced goods was not considered feasible, thereby limiting economies of
scale. Cape Verde’s import substitution strategy ran out of steam due to an unfavorable
structure of incentives for exports, the consequent absence of economies of scale, and
difficulties of adapting the economy to changes in relative prices. Growing macroeconomic
imbalances began during the second half of the 1980s—notably the fiscal deficit which was
compensated by expanding credit. Credit expansion in turn increased inflation and the
balance of payments deficits for which the safety valves were remittances and emigrant
deposits, besides ODA. These developments caused technocrats working on policy, and
leaders to consider changing course as was being considered in other countries at the time.
Nonetheless, as a result of efficient chaperoning of public resources and upgrading education
levels, in the space of just over a decade Cape Verde’s per capita income rose from some
$175 at independence to $1000—a level that few peers in Sub-Saharan Africa have
achieved.
24.
The state-led central planning model ran its course by the late 1980s, as the economy
entered a period of decline and macroeconomic instability. By 1988, the economy
experienced sharp growth decline during 1988-1991, along with rising inflation and growing
deficits. As in many other parts of the world, many of the public enterprises were big fiscal
drains because of their inefficiency. By 1988, the government decided to change course,
introducing reforms for a private sector-led development model. These reforms, however,
were not implemented in earnest until after the transition in 1991.

1.2.3 Phase 2 - (1991-2000): Liberalization—“Paradigm Shift”
25.
In 1991, peaceful political and economic reforms culminated in a multi-party system
and an open, free market economy. The incumbent government of the one-party state lost the
elections, and a new government elected. It immediately implemented major structural
reforms of the economy. Economic reform programs that followed were aimed at
macroeconomic stability, privatization of state-controlled companies, trade liberalization and
renewed focus on export-oriented production as the engines of economic growth. The
government had made a pragmatic “paradigm shift” from government-led growth,
management of public assets and delivery of public goods to a more regulatory role in this
liberalized environment.14 The privatization of several state enterprises (telecommunications,
water, energy, and banking) and the broader opening up to the private sector led to significant
growth, with an outward orientation. While public investment was still dominant during the
first half of the 1990s, from 1996 onwards as private capital inflows grew, private investment
exceeded half of total investment. A mixed economy had taken shape15.

14

Indeed China under Chairman Deng Xiao Ping also started to open its economy to private capital in 1989/90
as part of a ‘Great Leap Forward’, starting with infrastructure, and manufacturing in Guangdong province and
later across the economy. So did countries in Latin America, beginning notably with Colombia. Thereafter,
various developing countries in different regions pursued privatization and liberalization of their economies.
India which had also been heavily statist, liberalized in 1991, following a crisis in the balance of payments.
15
The 1996 draft of the 1997-2000 Plan explicitly stated that the ‘only option for self-sustaining development is
through the dynamic insertion of Cape Verde into the global economy’. The draft Plan added that ‘the country
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26.
The increase in private investment, its concentration in the most productive and
profitable sectors, and the rising levels of education amongst the population account for the
sustained growth in labor productivity and total factor productivity that occurred during the
1990s (Table 7). Foreign direct investment (FDI) also played a key role in the growth of
private investment. Following the liberalization of the economy with the opening to private
investment, from 1994 onwards the GDP growth rate in Cape Verde has averaged about 5.7
percent per year, resulting in a GDP per capita that is among the highest relative to countries
in the West African Region. During this period ‘technology’ is both the cause and
consequence of investment, which enhances total factor productivity as well16.
27.
The annual per capita GDP, which had increased at around 2 percent in the 1980s rose
at a rate of 4.3 percent in the 1990s. Unlike some other countries that shifted to market
oriented policies after 1990, Cape Verde did not experience a long lag in the rise in
productivity—most likely because of the increasing education levels and ‘socially inclusive’
policies that had become embodied in the country as part of the explicit policy of sharing the
fruits of development17. Thus, the share of the private sector economy seems to have attained
critical mass or “escape velocity”— a term coined by Lawrence Summers—18faster than in
many other countries that liberalized their economies.
28.
The quality of Cape Verde’s business environment benefited from some policy
changes since 1991. These policy changes were successful in attracting foreign investors. The
government offered investors extremely generous incentives that include: a five-year initial
tax holiday; an exemption on import duties for all construction materials; free repatriation of
all profits; and more flexible regulations for imported labor.
29.
With a restricted primary sector and lacking the basis and scale for industry, Cape
Verde has been a services-based economy. The basic structure of GDP has changed over time
only insofar as the growing share of the tertiary sector which generated most of the economic
growth experienced since 1990. Tourism represents the largest sector with receipts averaging
around 20% of GDP. The share of the secondary sector remained more or less constant for a
while but then seemed to decrease in the late 1990s and early 2000s. The share of the primary
sector diminished to around 10%. Agriculture grew even less in the 1990s, averaging less
than 1% per year. As a result, in the narrow sense, agriculture’s contribution to GDP fell from
12% to 8% during this period. Because of the importance (and growth) of the number of rural
inhabitants and the key role agricultural incomes play on the welfare of some 25% of the
labor force, the sector’s poor performance had a negative impact on the incomes and
increased the poverty risk factors facing rural workers.
30.
The dominance of the tertiary sector is due essentially to the strong performance of
tourism, which has, directly and indirectly, fuelled the growth of sectors such as transport,
construction, banking and insurance. Hotel services, finance, transport and
telecommunications grew rapidly at rates of between 200% and 300% during the latter part of
the 1990s. In 2000, these three sectors represented more than 1/3 of the tertiary sector,
compared to 23% in 1990. Over the same period, public services grew at the same rate as
GDP. In 2001 the government prepared the “Great Options for the Plan,” covering the period
should follow the lead of countries in East Asia and the Pacific and some in Latin America that had fully faced
up to the adjustment and adaptation needed’, even though Cape Verde had, in fact, already begun on this path.
16
Stiglitz, Joseph,,ibid.
17
The population at large was persuaded that it had a ‘stake’ in the country, its economic and social progress,
and the government maintained its focus on implementation and delivering results.
18
Summers, Lawrence. Discussion of US economy, June 2010, Washington D.C.
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2002-2005, calling for the transformation of Cape Verde into a service oriented economy
with a focus on tourism, increased FDI and greater integration with the global economy, and
trade. It was underpinned by sector strategy papers with supporting policies aligned with the
global strategy, all approved by the Legislature in 2002. Following an interim poverty
reduction strategy paper approved in late 2001 and an integral part of the larger strategic
planning process, the first Growth and Poverty Reduction Strategy (2004-2007) underscored
this era of formal plans with medium-term policies and strategies. The second GPRS was
implemented during the period 2008-2011. The GPRSP III (2012-2016) is currently under
preparation. It should be noted however, that since the early 1980s Cape Verde’s
development was guided by government platforms elaborated in ‘national development
plans’—NDPs I (1982-1985); NDPs II (1986-1989); NDPs III (1990-1994), etc.
Box 1: Cape Verde’s Booming Tourism Industry

Cape Verde is a “highly tourism-based economy.” The industry has witnessed impressive, sustained
growth for more than a decade. In 1995, the share of tourism in total external financing of the economy was 4
percent. By 2007, the industry accounted for nearly 50 percent of all foreign financing. Tourism receipts
accounted for a high of 21.9% of GDP in 2007, dropping to 18.3% in 2010 according to central bank estimates
of tourism travel receipts (the World Bank estimates a 28% share in 2007). Cape Verde was named one of the
top ten tourism destinations in 2011 by the widely used tourist guide, The Lonely Planet. Despite the 2008
global recession, tourists kept coming.
In a short period of time, tourism emerged as the dominant sector of the economy, inducing a structural
transition from an economy dependent on remittances and ODA for external financing to one where private
capital inflows and services exports were the dominant sources of external financing. Cape Verde has suddenly
become a popular destination for European tourists seeking sand and sun on the periphery of the European
Union. Between 2000 and 2008, the annual average growth rate was 11.4 percent in the number of tourists
entering the country. Over 300,000 tourists arrived in Cape Verde in 2008, totaling nearly two million bed
nights. Despite the global crisis, over 475,000 tourists arrived in 2011. The Government’s strategic plan calls for
half a million annual arrivals by 2013. The IMF estimates that travel exports has grown by more than 30 percent
annually for more than a decade, the fastest among all highly tourism-based economies. More interesting and
promising for the long run durability of the industry, Cape Verde has continued to be a popular destination
despite the global economic crisis since 2007. It was one of the few destinations that did not experience a
decline in arrivals. In fact, the numbers increased, registering a 27 percent increase from 2007 to 2008. After a
slight drop in 2009, the industry returned to high growth, registering a 25% increase in arrivals in 2011. Up to
this point in the industry’s evolution, demand volatility has not characterized the country’s experience. The
industry is estimated to employ some 10,000 people, although reliable data is lacking. The Government reports
4,000 individuals in direct employment in the industry in 2008.
The tourism industry in Cape Verde is based on the sun and sand, all-inclusive package model. As a
destination for leisure and direct investment, the Cape Verde tourism market is dominated by Europeans. It sells
Europeans convenience and ideal climate for sun and sand tourism. The islands are within three hours flight to
the European Union, Brazil and West Africa, and an easy six hours reach to the North American market. In
addition, the islands offer tourists a disease-free, sunny climate, with an ample supply of 365-days of sun and
pristine sandy beaches. Cape Verde’s biggest competitive advantage, however, is the security and social peace it
offers tourists.
In terms of demand, the tourism industry in Cape Verde has peculiarities which help it weather
international shocks. Tourism demand for Cape Verde is diversified. Tourists come from a number of different
countries in Europe. The major source countries are: Portugal, Italy, Germany, the United Kingdom, and France.
There has been a noticeable surge of tourists from the United Kingdom since 2007, becoming the largest source
country since 2008. Many Italians and British have purchased vacation homes and settled in Cape Verde.
Finally, although it has a diversified demand market, Cape Verde’s tourism sector is highly concentrated, in
product and location. Based on the all-inclusive, sun and sand model with foreign-dominated large resorts and
operators, the industry is basically concentrated on two islands, Sal and Boa Vista. Faced with this regional
imbalance and lack of diversification, resulting in weak backward linkage to the rest of the economy, the
government has recently adopted a new master plan to overcome these challenges.
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1.2.4 Phase 3 - (2000-2010): The Current Decade
31.
The elections of 2001 returned the former political party to power, but rather than
change the outward-oriented, free market-led economic development model, it deepened and
extended it. Hence, an important first point to make about the country’s growth story during
this period is the continuity and consistency of policy, and the deepening of reforms. The new
government sought to deepen reforms, focusing on institutional and business climate reforms,
while also looked ahead to position Cape Verde in the changing global landscape.
32.

At the beginning of the 21st century though, Cape Verde realized that its basis of
development—generous development aid and remittances from the Diaspora—may not
be as forthcoming in the future. The per capita income of Cape Verdeans had increased
several folds since independence. Donor fatigue and the emerging perception that Cape
Verde was no longer a poor country resulted in diming prospects for international
development assistance.

33.
The government has deepened reforms, focused on modernization of society and
public administration, introduced e-governance tools to ensure fast and efficient service
delivery, and built a conducive business environment to promote innovation and
entrepreneurial development. The Cape Verdean Government also put in place a prudent
fiscal policy to reduce domestic public debt and build reserves.
34.
The combination of reforms and continued strong inflows of external financing
contributed to real GDP growth at an average annual rate of 6.4 percent between 2001 and
2008. The strong economic performance and the major economic transformation in the
economy have been largely driven by the combination of strong public and private
investment aided by significant FDI. The share of total investment as a share of GDP has
grown from 34.6% in 2000 to 48.2% in 2008. The data show that Cape Verde has become an
attractive destination for FDI.
35.

Since 2000, the share of private investment in GDP has grown from 28.8% to an
impressive 40.8%, showing the progress made in expanding the role of the private sector
and market mechanisms, with emphasis on tourism and foreign direct investment. Indeed,
ffrom 2000 to 2007, FDI in Cape Verde was mainly absorbed by the tourism sector. From
2000 to 2003, tourism absorbed on average 73 per cent of the FDI. Despite a slight
decline in 2004 by 25 per cent compared with 2003, FDI in the tourism sector increased
considerably until 2007. In 2005 tourist receipts surpassed both other sources of inflows,
ODA and remittances. The growth of FDI from 2000 to 2008 has been positive overall.
During this period, FDI grew considerably, particularly from 2004-2008. In 2007, for the
first time, FDI inflows were higher than official development assistance (ODA) and FDI
contributed about 12% to GDP in 2008. As a result of the global crisis, not surprisingly
FDI inflows have been declining since 2008. The Central Bank (BCV) projects continued
FDI declines during 2010-2012.

36.
While economic growth was moderated in 2009 from spillover effects of the global
financial crisis, the crisis affected FDI and remittances. However, tourist receipts maintained
their growth and the small agriculture sector benefited from strong rains and the expansion of
12

new practices19 to increase productivity (see Box 2). Transportation and construction
contracted. According to estimates of the BCV, during the first half of 2010, growth in tourist
receipts was sustained, as was overall economic growth. The share of public investment in
GDP increased from 5.8% to 7.4% in 2008 and reached more than 10% in 2009. 20 These
investments have been designed and put in place in order to ease infrastructure bottlenecks
and to improve the nation’s investment climate. These objectives were to be achieved within
a stringent fiscal framework. Indeed, after a brief lapse between 2000 and 2003 due to a fiscal
deficit, the Cape Verdean economy rebounded with the assistance of the IMF’s Poverty
Reduction and Growth Facility. International investors consider Cape Verde as a “safe
haven” for investments because of the sustained stable political and social environment as
well as policy continuity over time. This macroeconomic stability and policy continuity have
contributed to the country’s high level of “credibility.”
Box 2: Emerging Agriculture

Agriculture is a key sector in today’s transformation in Cape Verde. The country has advanced from a
situation of utter dependence on external food aid in 1975 and a national agricultural policy focused exclusively
on assuring minimal food security and daily caloric intake for the population, to a situation today of rising
domestic food production and rapid growth of commercially-oriented drip irrigation. Ensuring food security has
also been a top agenda for all governments, in light of the historical legacy of famine. Governments have
promoted reforms in the agricultural sector and ensured that the people appropriated the reforms and made them
work. The first government essentially ended famine. The early land reforms were crucial, ensuring equal
opportunities and access while maximizing the amount of arable land under cultivation.
Cape Verde’s natural endowment is inhospitable to agricultural production, as noted previously. In
addition to limited arable land and poor soil fertility, Cape Verde has very low levels of annual precipitation,
about 200mm, nearly 80 percent of it concentrated in two months. Further, the rains are irregular and uncertain.
The result is an extreme food import dependency. In the first ten to fifteen years after independence, the
government resorted to recycling food aid, and using the revenues to finance public works such as building
dykes, constructing roads and planting trees to stem deforestation. Food import policies have been quite liberal,
and the government maintained close monitoring and regulation of food prices. Furthermore, the government
created agricultural research and training centers. It also put in place major extension programs.
The emerging trend in the sector today is the widespread adoption of drip irrigation. In the past decade,
the government has adopted a proactive policy framework to increase domestic agricultural productivity, expand
the available arable land for farming, and invest heavily in water resources mobilization, including building
dykes and dams, providing micro credit to farmers, and technical support to expand drip irrigation. Policies
targeted at the sector have rejuvenated agriculture. The country has made progress in building up the basic
economic infrastructure (roadways, ports, watersheds, dams), especially in the main agricultural islands. These
policies, which the government has committed to deepening and expanding, have made a big difference.
Productivity and output in the agricultural sector has increased substantially, though reliable data is lacking. The
improved performance of the sector allowed the country to better cope with the recent global food crises and
increase in prices. In addition to the increased local production, Cape Verde was able to weather the global food
crises also due to the work of its national agency for food security (Agencia Nacional de Segurança Alimentar ANSA) which maintains stocks of major staples for sale when needed to stabilize the market. The support of
donors was also critical. For example, Luxembourg initial food aid program of 5million euros for 2006 to 2010
was increased to 9 million euros.
The impact of the investments in Agriculture has been significant for the rural population. Poverty
declined substantially in the last decade, from 37 percent in 2001 to 27 percent in 2007, and the fastest drops
were recorded in the rural areas.

19

Drip irrigation was introduced in the early 2000s and has been spreading. Also, bilateral donors have helped
finance small barrages for storage of water which enables irrigation of additional land areas that were dry in the
past. NDPs - National Development Plans.
20
As a result of the stimulus package put in place by the Government as a response to the global financial crisis.
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1.3 Investing in Human Development and Social Cohesion
37.
Cape Verde’s social performance has been equally impressive and ranks among the
leaders in Africa. At independence in 1975, Cape Verde had two schools, two hospitals,
thirteen doctors and no courts of law. Over 60% of the population was illiterate, infant
mortality was around 86/1000 live births, and life expectancy is said to have been around 49
years. Reliable statistical indicators are difficult to find for the period from independence
until around the early 1980s, when work begun on the first national development plan
covering 1982-1985. Nonetheless, considering the initial conditions that the country faced
were highly challenging and carried distinct disadvantage, the progress since that time is
remarkable. Since 1975, there was an explicit political commitment to invest in the country’s
human capital.
38.
According to the UN’s MDG Monitor (table 2), Cape Verde is categorized as a “fast
achiever,” having already reached four of the 8 MDG targets, and is on track to achieve the
others before 2015, with the possible exception of the environmental sustainability indicators.
Indeed, universal primary education with gender parity, and female empowerment targets
have been achieved, along with almost full literacy rates among youth (see paragraph below
on ‘Education’ and annex 5). The infant mortality rate has declined significantly, and
maternal mortality rates are also declining. Efforts to combat HIV/AIDS, malaria and other
diseases have also been yielding positive results. As a result of economic growth and its
social policies, Cape Verde recorded a sharp decline in the poverty index at national poverty
line from 37% in 2001 to 26.6% in 2007, although it is higher in rural areas where an
estimated 44% of the population was living below the national poverty line in 2007.
Table 1: MDGs Realization
Indicators

1990 1995 2000 2005

2010

Goal 1: Eradicate extreme poverty and hunger
Employment to population ratio, 15+, total (%)
Employment to population ratio, ages 15-24, total (%)
GDP per person employed (constant 1990 PPP $)
Income share held by lowest 20%
Malnutrition prevalence, weight for age (% of children under 5)
Poverty gap at $1.25 a day (PPP) (%)
Poverty headcount ratio at $1.25 a day (PPP) (% of population)
Vulnerable employment, total (% of total employment)

57
57
..
..
..
..
..
..

57
54
..
..
..
..
..
..

56
47
..
4
..
6
21
40

55
42
..
..
..
..
..
..

61
52
..
..
..
..
..
..

..
..
..
54
93

..
..
..
67
95

..
..
90
103
99

98
96
89
82
92

99
93

12
94
98
..
..

11
96
91
..
..

11
97
104
98
38,9

11
95
109
102
..

18
92
120
129
..

79
49
63

85
40
51

78
33
41

92
27
33

96
29
36

..
..
..

..
54
..

105
89
53

98
78
61

74
..
..

Goal 2: Achieve universal primary education
Literacy rate, youth female (% of females ages 15-24)
Literacy rate, youth male (% of males ages 15-24)
Persistence to last grade of primary, total (% of cohort)
Primary completion rate, total (% of relevant age group)
Total enrollment, primary (% net)
Goal 3: Promote gender equality and empower women
Proportion of seats held by women in national parliaments (%)
Ratio of female to male primary enrollment (%)
Ratio of female to male secondary enrollment (%)
Ratio of female to male tertiary enrollment (%)
Share of women employed in the nonagricultural sector (% of total nonagricultural employment)
Goal 4: Reduce child mortality
Immunization, measles (% of children ages 12-23 months)
Mortality rate, infant (per 1,000 live births)
Mortality rate, under-5 (per 1,000)
Goal 5: Improve maternal health
Adolescent fertility rate (births per 1,000 women ages 15-19)
Births attended by skilled health staff (% of total)
Contraceptive prevalence (% of women ages 15-49)
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Maternal mortality ratio (modeled estimate, per 100,000 live births)
Pregnant women receiving prenatal care (%)
Unmet need for contraception (% of married women ages 15-49)
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10
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4
12

340
9
6,1
17
15

661
5
30
75
15

Goal 6: Combat HIV/AIDS, malaria, and other diseases
Children with fever receiving antimalarial drugs (% of children under age 5 with fever)
Condom use, population ages 15-24, female (% of females ages 15-24)
Condom use, population ages 15-24, male (% of males ages 15-24)
Incidence of tuberculosis (per 100,000 people)
Prevalence of HIV, female (% ages 15-24)
Prevalence of HIV, male (% ages 15-24)
Prevalence of HIV, total (% of population ages 15-49)
Tuberculosis case detection rate (all forms)
Goal 7: Ensure environmental sustainability
CO2 emissions (kg per PPP $ of GDP)
CO2 emissions (metric tons per capita)
Forest area (% of land area)
Improved sanitation facilities (% of population with access)
Improved water source (% of population with access)
Marine protected areas (% of total surface area)
Terrestrial protected areas (% of total surface area)
Goal 8: Develop a global partnership for development
Net ODA received per capita (current US$)
Debt service (PPG and IMF only, % of exports, excluding workers' remittances)
Internet users (per 100 people)
Mobile cellular subscriptions (per 100 people)
Telephone lines (per 100 people)

Source: AfDB Statistics Department. 2012 and World Bank, World Data Bank (MDGs), 2012

39.
Meanwhile, unemployment remains high at about 13% (2009) of the working
population, particularly for the 15-24 (25%) age group, according to the National Institute of
Statistics (INE).21 Social disparities exist as indicated by the Gini index of 50.5 according to
UNDP, HDR, 2009. Access to the Internet–currently an important indicator of human
development–is expanding extremely rapidly.
40.
During the period 2000-2010, significant improvements have been made in terms of
human development as calculated by the United Nations Development Program’s (UNDP)
Human Development Index (UNDP, 2011)22. Cape Verde’s HDI score improved from 0.500
in 2000 to 0.534 in 2010, placing it 106th in the world ahead of most African countries such
as Burkina Faso (126th) Burundi (132th), Senegal (121th) and Rwanda (120th).23 Moreover,
Cape Verde’s HDI is far ahead of the Sub-Saharan Africa as a region which was estimated at
0.389 in 2010. The HDI in Cape Verde has been the result of better life expectancy that
improved from 68.98 years in 2000 to 71.94 years in 2010. It also originated from a
significant improvement in human capital measured by the mean years of schooling which
increased from 11.06 in 2000 to 11.49 in 2010.

1.4 A vibrant democracy
41.
Cape Verde’s success has been socio-economic as well as political. Political stability
and good governance have been critical to the economic success story. The January 1991
transition was a dual transition, toward a free market economy and a multiparty democracy.
21

INE estimated the national unemployment rate at 11.9% in 2010.
The HDI, which was introduced as an alternative to conventional measures of national development such as
level of income and the rate of economic growth, represents a push for a broader definition of well-being and
provides a composite measure of three basic dimensions of human development: health, education and income.
23
The UNDP revised the HDI methodology in 2010, resulting in a significant drop in Cape Verde’s score from
0.708 in 2007 to the revised score in 2010. Nonetheless, the revised score still places Cape Verde 6th highest
among Sub-Saharan Africa.
22
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Cape Verde became the first country in the region to make the transition during the wave of
democratization that swept across the continent in the early 1990s, followed months later by
Benin in March 1991. Cape Verde’s democratic transition has been stable and durable,
exceeding most of the other similar cases on the continent. It has become not only a model of
economic performance but also a model of stable multiparty democracy and good
governance. In nearly every internationally recognized measure of good governance and
democracy, Cape Verde is usually ranked in the top three among Sub-Saharan African
countries.
42.
Independence was achieved by a non-military takeover, followed soon after by Cape
Verde’s severance of political links with Guinea Bissau after that country’s coup d’état in
1980. It avoided the militarization that Guinea-Bissau and other countries experienced.
Although in 1975, the country had a single party, the African Party for the Independence of
Cape Verde (PAICV), the government was explicit in calling for separation of government
and party activities, and within Parliament, debate was encouraged and required the
participation of representatives of each of the inhabited islands to ensure broad participation
in decisions. In addition, the public at large was given opportunities to participate in decisions
at the local and national levels, laying the ground for a democratic system in the future. In
1990, in response to calls in Cape Verde for a multi-party political system,24 an opposition
party Movement for Democracy (MpD), led by Carlos Veiga, was established and Cape
Verde was peacefully transformed to a multi-party democracy. The opposition leader,
António Mascarenhas Monteiro, won the majority of votes for the Presidency in the 1991
elections, while the MpD won the super majority of seats in Parliament.
43.
The successful and routine transfer of political power following multi-party elections
enhanced the country’s international credibility, and enabled the adoption of market oriented
policies including trade liberalization in 1991. As noted above, following the 1991 transition,
major structural reforms were introduced, and the new economic model was subsequently
embraced by all the major political parties. After losing the second multi-party elections in
1996, the PAICV was returned to office in 2001. In February 2006, the PAICV's leader,
Pedro Pires, was re-elected president with 51 percent of the votes, drawing support from
Cape Verdeans including those living abroad. Key issues in the 2006 elections were poverty,
unemployment, and the economy. Municipal elections were held in 2008. These early shifts
in political and economic strategies were accompanied by consistent pursuit of the same
principles and policies of participatory democracy, openness within the country to debate and
prudence in resource use with a focus on growth with equity.
44.
In the early 1990s, a free press and media environment emerged and has remained the
norm. Adherence to the rule of law and respect for human rights in Cape Verde are widely
recognized. Over the last decade to 2011, the country will have organized 5 presidential and
legislative elections (See Figure 2). These were not only conducted under regular conditions
but were also marked by democratic change-over that seems to have taken root in the nation’s
culture (figure 2). These actions have given Cape Verde a degree of social, political and
economic stability that is relatively rare in other sub-Saharan countries. It also contributes to
political credence and investor confidence. According to an annual report from Freedom
House, Cape Verde is considered the freest country in sub-Saharan Africa in terms of
24

Coincidentally, “Perestroika” or political opening was launched in the Soviet Union in June 1988 and the
Berlin Wall fell in 1989 signaling the beginning of the end of the “Cold War”. The Soviet Union’s collapse was
officially announced by President Mikhail Gorbachev in December 1991.
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political rights and civil liberties and its aggregate score of 1 ranks it among the world’s
freest countries.
Figure 2: Representation of Parties in Parliament

Source: AfDB Statistics Department

45.
Cape Verde has also become a model of good governance in Africa. It trails only
Mauritius in the Ibrahim Index on good governance in Africa, and it ranks on top within the
West Africa region. Its index supersedes those of Mauritius, Ghana, Senegal and others in
most of the good governance indicators in the Worldwide Governance Indicators.25 Cape
Verde is also among the least corrupt countries on the continent, trailing only Botswana in the
Transparency International Index.26

25
26

World Bank, Worldwide Governance Indicators, 2010.
Transparency International, Corruption Perceptions Index 2011.
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II.

EXPLAINING CAPE VERDE´S SUCCESS

46.
This Chapter presents in greater analytical detail, the role of different causal factors at
the level of historical origins, post-independence policy, development strategy and
institutions in enabling the country to attain its relatively high level of success. Some of the
contributing factors could be labeled as “soft” but others are more tangible, and therefore,
replicable in other country situations. While a future empirical study will be necessary to
decompose Cape Verde’s growth performance and quantify the relative weight of the various
drivers of growth, this first-cut analysis of Cape Verde’s growth performance underscores, in
particular, the critical importance of sound institutions and stable macroeconomic
management, which prioritized human capital development and efficient, results-oriented use
of external financing.

2.1 Early Influences
47.
Cape Verde has always had an outward orientation. It has been at the cross roads of
ocean-going vessels since the slavery. Sailing ships in the Atlantic were carried by the winds
to Cape Verde where they docked for rest and repairs. The first United States (US) trade
representative office was established in Boa Vista during this period to conduct trade in salt.
For over 200 years before independence, whaling ships, whose sailors, and occasionally
captains, were Cape Verdeans, sailed regularly to and from Cape Verde for trade with the
New England coast in the US. Some Cape Verdeans settled in the US even before slavery had
ended there. Cape Verdean ships also sailed to coastal African countries. These experiences
are said to have imprinted a “spirit” of boldness among the people. As a result of frequent
famines, with the worst occurring in 1932/33, some Cape Verdeans even volunteered as
contracted laborers in search of employment in São Tomé & Principe, Angola and
Mozambique. Indeed they travelled to many places to make a living, starting with Senegal.
Emigration to Europe commenced in the1960s in response to its labor shortages.
48.
The make-up of Cape Verde’s population essentially results from African slaves,
Portuguese, other Europeans and Arab traders who landed there, North Americans and South
Asian Indians. Because of this heterogeneity the country has not had the ethnic cleavages that
characterize the majority of Sub-Saharan African countries. Many Cape Verdeans served
regularly in the Portuguese Administrations27 as a cadre of “bureaucrats” which gave them
insights into the State and of bureaucracy, along with a strong insight on their “rights.” The
awareness of rights also led to a small business and commercial class of shopkeepers, and, in
the colonial days, the majority of staff in local banks was Cape Verdean. However, some say
the bureaucratic tendency may have also led to an affinity for “process” than for results.
Because of this range of exposures, Cape Verdeans have been used to change, and developed
a “capacity to adapt” to changing environments.

2.2 Leadership and Inclusive Nation Building
49.
There are a number of key threads that run through the various epochs and the
different governments since independence. Firstly, important efforts have been directed to the
construction of a credible state with effective institutions and one which has the confidence of
27

Cape Verdeans were also employed by the French colonial administration in Senegal.
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the people (and, no less important, international investors and donors). Through all three
phases of the post-independence development, leaders placed consistent emphasis on
mobilizing the entire population to the cause of nation building—with broad public
participation, including representation from each of the islands, in major policy decisions,
and ensuring the population shares the rewards of growth. The government had to ensure a
credible constitution existed, that the people are united, and that exclusionary policies which
could create divisions were minimized. In the last ten years the Government has been
implementing an ambitious state modernization reform process, which has resulted in
improved service delivery, greater transparency, good governance, and enhanced credibility
of state institutions from the standpoint of citizens and donors. A second key element was
education. The successive governments have focused on the idea of ‘democratizing education
and learning’. The belief since independence was that no society will develop without the
minimum basis of education, and a culture of learning. This allowed Cape Verde to build an
engaged and active populace. Health has also been a priority for social investment. Cape
Verde has made a major leap in terms of achievements in life expectancy, child and maternal
mortality, and in managing communicable diseases.
50.
Also, since independence the various governments have favored pragmatism,
moderation, and a gradualist approach. For example, at independence, the government
created programs where food aid received was sold in the market place and the money
received was used to fund public employment programs in which roads were built , trees
planted terraces created to reduce erosion and rain water run-off, and in this way, created
opportunities for the very poor. This facilitated a culture of work, reduced the
mismanagement of food aid, and supported the development of local agriculture. The only
ideology placed emphasis on “what works and is in the national interest”. The successive
governments remained neutral during the Cold War, and instead favored building diversified
networks and relationships. Openness and dialogue were encouraged even during the days of
one party state, and the movement for multiparty democracy arose from within the one-party.

2.3 ‘’Ownership’’ of Economic Reforms
51.
As discussed previously, Cape Verde’s development experience is divided into three
main periods. Each period has acted as a building-block for reforms by putting in place a
strategic framework and establishing a clear road map for the policies that the country wanted
to put in place. The three phases of development were each characterized by prudence, the
allocation of scarce capital, particularly ODA, and high return public investments.
52.
It is noteworthy that even during the early years the government ensured that it was in
the ‘driver’s seat’ and had clear “ownership” of development policies behind the investment
priorities and in the use of ODA. The country’s policy on the use and distribution of food aid
was an early example of this ownership and assertiveness. The very first government
program—and all subsequent plans—contained calls for ceasing all unnecessary public
expenditures and insisted on social and economic benefits by every new public investment
program to ensure that extremely scarce capital was allocated to the highest priority projects.
The Government engaged cadre of technocrats, initially within the Prime Minister’s office,
who were empowered to prepare detailed policy and programs28 that would translate the
28

This is akin to the Economic Planning Bureau in South Korea that was charged with preparing details of
policies, strategies and programs, with a good deal of insulation from day to day political pressures. A similar
institutional arrangement was also used in Taiwan and Singapore from the early years of their independence,
and still exists in China in the form of the Economic Research Bureau attached to the Communist Party’s
Cabinet.
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politicians’ vision into deliverables and results for the people. This tradition still continues
and has also expanded to some Ministries in similar vein to some of the ‘East Asian Tigers’.
The e-government reforms further ensured efficiency and transparency. Leadership was
encouraged at local levels as well. While the immediate tasks cited were ‘creation of wealth’
and ‘boosting productive jobs’, there were repeated calls for protecting the most vulnerable,
and for the government to be accountable to the people.
53.
The change in economic orientation during the second phase of the Cape Verdean
development process from 1991 has been conducted through a pragmatic “paradigm shift.”
This paradigm shift had been anticipated in the National Development Plan of 1986 which
called for economic liberalization. This Plan explicitly stated that the ‘only option for selfsustaining development is through the dynamic insertion of Cape Verde into the global
economy’. It added that ‘the country should follow the lead of countries in East Asia and the
Pacific and some in Latin America that had fully faced up to the adjustment and adaptation
needed’, even though Cape Verde had, in reality, already begun on this path.
54.
Continual reform has been the norm for Cape Verde. This reflects, in part, the
country’s adaptability to changing external circumstances—an understanding that it must
adjust and adapt its policies and institutions to changes in the global economy. Its current
transformation strategy is illustrative. The third phase of development began with a series of
participatory strategic thinking exercises initiated by the government. The main outcome was
the Economic Transformation Strategy (ETS), based on four pillars, which are embodied in
each GPRS. These pillars are cross-sectoral, and are all aimed at increasing the country’s
competitiveness and enhancing growth and the quality of life for the population in the
following key areas:
 Good Governance: Essential to sustain an attractive investment climate and for
investor confidence. Investment is recognized as a key factor for sustained growth.
 Infrastructure Development: Necessary to remove bottlenecks in the economy,
such as inter-island transport to reduce costs and enable better links between growth
in different islands, and markets overseas. Infrastructure covers transport, energy and
water, all of which are capital intensive, raising the issue of clearly determining
priorities among competing needs. Another focus is on ways to engage donors
towards support of priority infrastructure projects.
 Human Resource Development: An ongoing priority since independence so that
the skills of the local labor force are continually upgraded to meet the latest
developments around the world, not least in technology.
 Strategic Partnerships: These were considered necessary for the financing and to
ensure market access of the three other pillars, besides access to markets. Beyond
multilateral institutions, the country has expanded bilateral cooperation outside the
traditional partners in Europe and Africa, to include Brazil and China and is looking
towards attracting sources in India, Japan and Korea.
55.
Since 2001, the government has been identifying a set of “clusters” of development
that could generate new sources of growth and for diversifying the economy. For the present
period, the main sectors of focus of the ETS are tourism, fisheries including a regional center,
marketing and export of marine resources, transport hubs for cargo and passengers, and
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offshore services including IT29 and financial services. Later a fifth cluster, creative and
cultural industries was added. These clusters are all export oriented (rather than relying on the
domestic market) and consist overwhelmingly of activities in which Cape Verde would aim
to compete internationally. In keeping with the sequential strategy concept followed during
the three successive phases, policy makers are now preparing for the next phase of cluster
development comprising air, land, sea and ICT.
56.
Another important area of reforms, relying greatly on the e-governance infrastructure,
has seen improvements in the investment climate. Despite its positive economic performance
and good governance, Cape Verde’s score for business climate has remained above the
average for sub-Saharan Africa but lags considerably behind the high performing countries of
the continent. Although the World Bank’s 2011 Doing Business Report, rates Cape Verde as
one of the top reformers, in the 2009 Doing Business Report (DBR), the country dropped
from its 137th ranking to 143rd between 2008 and 2009, reflecting the bureaucracy and
rigidities of the labour market. However, since 2009 as a result of sustained reforms, the
country’s Doing Business rankings have consistently improved, making a big jump from 129
(2011) to 119 (2012). In 2012, Cape Verde was again recognized as one of the 12 countries to
have made the most improvement in the business climate.30
Box 3: Implementation of the Privatization Process

Today Cape Verde is a fast growing open market economy. Yet like so many other African and developing
countries, the first decade after independence was characterized by central economic planning and one-party
government. By the late 1980s the state-led development model was in crisis. The radical break with the statist
development model occurred in 1991 with the democratic election of a new government. A central component
in this transformation was the state’s divestiture from the economy, beginning in the early 1990s. Privatization
and economic liberalization in Cape Verde were very much consistent with the global pattern and influences.
The state-owned enterprises (SOEs) were inefficient, a drain on the treasury and on growth. The sector’s unsustainability required drastic changes.
There were four distinct phases of the privatization process in Cape Verde: the early 1990s, the follow-on phase
of 1997-2000, the so-called “second generation reforms” of 2001-2008, and the period after 2008. The first
phase involves the initial and sudden process of the state’s divestiture from a number of industries and sectors.
The state divestiture process was formally initiated with the 1992 Privatization Law. Privatization during this
first phase focused on the two critical areas of infrastructure, principally telecommunications and energy, and
financial services. The first divestiture took place in 1993, followed in rapid succession by much larger
numbers of privatizations in 2004, 2005, and 2006. At the beginning of the privatization process, Cape Verde
had 50 SOEs, estimated to employ over 6,000 people and accounted for 25 percent of GDP. From 1992 to 2004,
the number of SOEs in Cape Verde fully controlled by the state was sharply reduced from 50 to 6, primarily
during the first two phases of privatization. The subsequent phases since 2001 have focused primarily on
enhancing economic regulation, liberalizing sectors to spur competition, and improving the business and
investment climate.
In many cases during the first phase of privatization, the state continued to exercise majority control and only
relinquished its majority shares in the second phase in 1999. During the early stages, the biggest single
privatization occurred in 1995 with the full direct sale of the telecommunications company, Cabo Verde
Telecom, for about $20 million USD. In the financial sector, state divestiture allowed private participation and
the emergence of what has become a solid and credible banking sector. Notably, some of the biggest and most
notorious SOEs that remain today, namely the national airlines (TACV), the port authority (ENAPOR), and the
electricity and water producer (ELECTRA), were all on the proverbial chopping blocs as early as the first phase

29

Although Cape Verde has made progress in internal connectivity within the country, overseas telephony and
broadband services remain extremely expensive-a constraint that will have to be overcome for offshore services
to be attractive to buyers.
30
World Bank, Doing Business Report, 2012 (Washington DC: The World Bank Group, 2012).
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of privatization. The port authority is profitable, but the airlines and power companies have proven difficult to
privatize as they face financial difficulties.
The overall record of privatization in Cape Verde, narrowly in terms of the numbers involved in the state’s
divestiture, is positive and successful. The state managed to divest from most of the enterprises it controlled.
Finally, the politics of privatization in Cape Verde did not entail the same kinds of social unrest and political
clashes common in Latin America and the rest of Africa. The politics of privatization was characterized by two
features: broad political consensus and continuity. Important for the broad political and social consensus,
privatization in Cape Verde occurred without mass layoffs and job losses.
Notwithstanding the successes, the process of privatization in Cape Verde had its share of setbacks and failures.
In a number of critical sectors, privatization resulted merely in the transfer of a state monopoly to a private
monopoly. Cape Verde lunged into the privatization process without first, or simultaneously, putting in place the
necessary regulatory and legal framework to ensure post-privatization competition and economic regulation.
Second, there was a similar inattention to legislative, administrative, and judicial reforms necessary to
complement the pace of privatization and promote an enabling business environment. Third, consumers faced
high prices and low access, reflecting the lack of competition and effective regulation. Fourth, some key
divestitures did not work. The most traumatic and controversial has been the case of Electra, whose privatization
in 1999 proved a failure and the government took back its control in 2008. Since 2002, the government launched
a serious effort to put in place an economic regulatory framework and remains committed to moving ahead with
the outstanding privatization agenda.

2.4 Good Governance
57.
Cape Verde is one of the few African countries to recognize that good governance is a
valuable commodity (Baker, 2006). Structurally unable to achieve self-sufficiency in food
production and with only limited export potential, Cape Verde needed donor support, as well
as remittances for its survival in the early years. In a bid to maintain preferential donor
treatment, Cape Verde became a champion reformer, including institutional reforms and
public sector management. The establishment, growth and effective functioning of
institutions including the legislature and executive, the independent judiciary, and
autonomous Central Bank are also to the country’s credit.
58.
The establishment in 1993 of the Tribunal de Contas (Auditor/Controller General)
with assistance from the Netherlands was a significant step forward from relying on sanctions
and penalties against fraud and corruption. Earlier, the government had adopted laws and
regulations to make customs corruption criminally punishable. The 2009 Public Expenditure
and Financial Accountability Assessment (PEFA) by AfDB concluded that the country’s
financial environment is robust, confirming that the budget and parliamentary control
procedures are consistent with international good practices. The October 2010 Transparency
International (TI)31 report on corruption perception index ranks Cape Verde at 45 with a score
of 5.1, while Mauritius and South Korea are ranked 39, with a score of 5.4, and Botswana,
with the best scores in Sub-Saharan Africa, is at 33 with a score of 5.8.
Table 2: World Bank Governance Indicators for Cape Verde

Governance Indicator

Voice and Accountability

31

Year

Percentile
Rank

Governance
Score

Standard
Error

(0-100)

(-2.5 to +2.5)

2009

71.6

+0.85

0.16

2004
1998

69.2
70.2

+0.66
+0.73

0.24
0.42

Transparency International, Corruption Perception Index Report, October 26, 2010.
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2009
75.9
+0.82
0.29
2004
85.1
+1.11
0.42
1998
82.7
+1.05
0.54
2009
55.2
+0.00
0.21
Government
2004
61.7
+0.14
0.21
Effectiveness
1998
66.0
+0.45
0.48
2009
53.3
+0.04
0.20
2004
41.0
-0.34
0.23
Regulatory Quality
1998
42.4
-0.19
0.37
2009
63.7
+0.47
0.16
2004
62.9
+0.46
0.21
Rule of Law
1998
77.1
+0.86
0.41
2009
73.3
+0.70
0.20
2004
59.7
+0.20
0.25
Control of Corruption
1998
46.1
-0.32
0.44
Source: Kaufmann D., A. Kraay, and M. Mastruzzi (2010), The Worldwide
Governance Indicators: Methodology and Analytical Issues.
Political Stability

59.
Governance Indicators for Cape Verde (cf. Table 3) show that in terms of Political
Stability it has consistently ranked among the 75-90th percentile of countries in the world.
The record on “Control of Corruption” has been improving steadily since 1998 and it is now
approaching the 75th percentile. Under “Rule of Law” it has slipped somewhat since 1998,
but still remains at the 64th percentile. The weaker area is “Regulatory Quality”, an issue to
which the government has been paying closer attention since 2006. In general, apart from
this issue, Cape Verde seems to be near the upper quartile of countries in all other categories
of governance. In Sub-Saharan Africa, it trails only Mauritius albeit, by a slight margin in the
Ibrahim Index on good governance.
Figure 3: Ibrahim Index on Good Governance, Selected Countries, 2011

60.
State reform has been a major priority since the late 1990s, focusing primarily on
modernizing and simplifying the state’s financial management capacity as well as provision
of common services to citizens. A giant leap forward was the establishment of the
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Integrated System of Budget and Financial Management (SIGOF)32 to track all government
revenues and expenditures with a built-in Internal Audit mechanism in the year 2002 that
integrates tax revenue, the federal government budget, the Controller’s Office, and the
Treasury. This is considered the jewel in the crown of the Operational Nucleus for the
Information Society (NOSI) created in 2000 (see Box 4) to put in place an Electronic
Governance Action Plan (PAGE). The services of the “Citizen’s House,” the one-stop-shop
for the most common public services demanded by citizens and businesses, are a clear
example of the benefits of the digitization of administrative procedures. One important result
of the state modernization reform has been a big improvement in the doing business climate.
It has reduced business registration to 24 hours compared to 52 days in the past. Furthermore,
administrative documents such as birth certificates can now be issued almost instantaneously
in the country or “without borders” in the host countries of the Cape Verdean Diaspora. Of
all the systems that NOSI installed, the Budget Office reaped some of the most visible early
gains in efficiency. The process of auditing and approving budgets for each department,
which took one to three months, has been shortened to four days. The government is also able
to provide financial data more quickly and efficiently to aid donors, and if a particular donor
wants the data presented in a different way, the software is able to do so almost immediately.
Better than some other departments, the Budget Office has been able to translate the
technological improvement into visible gains in productivity. These steps enhanced the
government’s credibility while also boosting donor confidence, enabling multilateral and
bilateral donors to provide financial resources directly since 2004/5 as budget support to the
government. NOSI has now become an acknowledged “best practice” institution among
African countries, many of whose leaders visit Cape Verde to learn about e-Governance and
other areas. Also, reforms supported by e-governing tools in Cape
Verde led to the country being rated one of the top 10 performers by the 2011 ‘Doing
Business Report (see annex C). Recently referring to one stop shop for private business, ICF
Africa considered Cape Verde as a shining example for other African nations.
Box 4: Cape Verde, Public Sector Management and E-Government

At first glance Cape Verde might seem like a surprising place to find an exemplary case of how governments
can harness the new information technologies. Yet, the innovative use of “e-government” in Cape Verde would
stir the admiration of authorities even in the world’s most developed countries. A home-grown organization—
the Operational Information Society Nucleus (NOSI)—is making significant advancements in an ambitious
effort to overhaul the country’s government using information and communications technology (ICT). It
involves the broad incorporation of ICT into the public sector, integrating hardware and software into the
production of services, training of public servants in the use of the new technology, redefinition of services and
their production processes, and the interaction between government and its citizens.
NOSI has a unique internal structure and culture akin to a Silicon Valley start-up, even though it is under the
umbrella of government. NOSI began the ambitious e-government reforms in 1998. By 2008, it had set up a
national network for the public sector, including the municipalities; designed an integrated financial
management system (SIGOF) that provides budget information in real time; set up a national identification
database unifying information from several public registries; and developed domestic capacity to design
software applications adapted to the needs of Cape Verde’s public sector. NOSI is now providing technical
assistance to other countries on the continent.
By 2008 some of the results were visible to the average citizen: the use of IT has increased transparency;
enhanced tax collection and reduced opportunities for fraud and corruption. Many other benefits have now
accrued as different public sector units learned to exploit the information generated by the new systems and
redefined the way they enhanced their business practices. The public hospital in Praia is an example of how
NOSI’s technology has helped improve, and sometimes even save, people’s lives. Health officials now track
32
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cases much more efficiently and patient records are shared between one hospital and another. The hospital
system has also acquired greater control over receipts and the supply of medicines, helping to reduce costs
incurred for medicines by some 25%. The hospital has online connections with a hospital in Coimbra, Portugal.
More recently, using an interactive mapping system akin to Google maps, NOSI has begun to use the system to
track the progress of public works programs in real time. It has enabled municipal governments using the
internet to increase efficiency of tax collection. A Casa do Cidadão (Citizen’s House) has been set up as the
“front office or one-stop-shop” of the e-government program for government to citizen (G2C) and government
to business (G2B) portals, allowing dissemination of news and information, online payments for government
services and obligations (taxes etc.). Another set of functions that has been radically transformed is that of the
electoral commission. Near total results were made available to the public within three hours in the 2011
elections, compared with 3 days after the 1999 vote.
Integration of the Customs Office is ongoing since all but two of the country’s islands have their own customs
offices, and the goal was to integrate all of the offices and have them share real-time data. The integration
would permit import/export business to pay duties in the bank instead of going through Cape Verde’s Treasury
before the cargo arrives, speeding up the process and reducing transaction costs. It would facilitate trade, reduce
red-tape and possibly increase collections and compliance.
The jewel in NOSI’s crown is the financial management system known as “SIGOF” which integrates tax
revenue, the federal government budget, the Controller’s Office, and the Treasury. The system has been
improved to incorporate monitoring and evaluation, increase security and integrate with a Geographical
Information System. With the support of NOSI, the Budget Office developed software that tracks payments and
expenditures throughout the archipelago. Gradually municipalities have been brought on line-at the end of 2010
21 of the 22 municipalities in Cape Verde already had the system. The Budget Office has reaped some of the
most visible gains in efficiency and productivity. The process of auditing and approving budgets for each
department, which took one to three months, has been shortened to four days. The government is also able to
provide financial data more quickly and efficiently to aid donors.

2.5 Macroeconomic Management and Monetary Discipline
61.
Sound management of the country’s economy and public finances, based on a stable
monetary policy, has not only contributed to the growth success but also to the country’s
credibility. On the monetary side, Cape Verde has worked consistently since the early 1990s
to gain macroeconomic credibility and to integrate itself in the world economy, relying on a
policy of monetary and exchange rate stability. Improvements in economic policy have been
far-reaching. Discussions with key national policy makers and a review of recent IMF, World
Bank, AfDB and UN reports suggest that the key ingredients of Cape Verde’s economic
success include reform of the banking sector, pegging the Escudo to the Euro and
establishing an attractive investment climate.
62.
Since 1998, the Cape Verdean escudo has been convertible at a fixed rate, initially to
the Portuguese Escudo, replaced by the euro in 2000 (see box 5). In the past, it has also meant
that there was no exchange risk for investors’ transfers in and out of the country, although the
current Euro zone crisis casts some doubts on all this. This arrangement has been regarded as
a factor of stability, and important to increase the desirability of Cape Verde for European
investors. Indeed the currency peg with the euro and the incentive of a positive differential in
interest rates between the Euro zone and Cape Verde for emigrant transfers and savings
deposits have been key factors in the sustained attraction of Cape Verde as a destination for
Diaspora savings. Together, these policies have improved the stability of the macroeconomic
environment. The economic credibility of Cape Verde was further strengthened by the quick
and effective manner in which the government responded to the global financial crisis of
2008/9. It rapidly reduced corporate taxes, increased public investment, and improved tax
collection. As a result, Cape Verde weathered the crisis well and foreign investment already
showed a rise in 2009, as did remittances.
63.
In the third phase, reforms focused on both modernizing the management of public
finances and tax reform. Cape Verde’s current fiscal policy is aimed at preserving
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macroeconomic stability, strengthening the tax effort and prioritizing public sector
investment. Cape Verde has improved its tax effort through tax reform (see box 5) and
improved tax collection, an ongoing effort (see table 4). Tax revenues increased from about
18.5% of GDP in 2000 to 25.3% of GDP in 2008 and dropped to 20.4% of GDP in 2009, and
19.7% in 2010, reflecting the global economic contraction as well as the reduced tax rates
introduced for businesses. Despite the tax reform implemented in the country (see box 4), the
government has had to rely more on privatization and foreign assistance to compensate for
the decline in tax revenues. In this respect, and with the privatization of nearly 30 state owned
enterprises, total revenues, including Overseas Development Assistance (ODA) and
privatization increased from 27% of GDP in 2000 to 30.1% of GDP in 2010 (table 4). In
addition, the government is increasingly relying on foreign borrowing to finance its capital
expenditures, a situation which is common for a country with limited domestic savings.
Table 3: Changes in government revenues and expenditures (% of GDP)

Total Revenue, grants and net lending
Tax revenue
Consumption taxes
Income and profit revenues
Duties on imports
Other taxes
Non tax revenue
External grants
Total expenditure
Recurrent expenditure
Wages and salaries
Transfers and subsidies
Other recurrent expenditures
Capital expenditure
Foreign financed
Domestically financed
Government deficit

2000

2008

2009

2010

27.0
18.5
3.0
6.1
7.6
1.8
2.3
6.2
47.3
27.5
10.1
10.7
6.7
12.8
10.7
2.1
-13.3

33.4
25.3
11.4
7.3
5.2
1.4
2.7
5.5
34.9
19.9
11.6
4.1
4.2
13.9
10.0
3.9
-0.1

29.0
20.4
9.0
6.4
4.1
0.9
3.2
5.4
35.3
19.5
11.8
3.9
3.8
14.1
9.8
4.3
-4.6

30.1
19.7
9.1
6.6
4.3
0.9
3.7
6.2
41.6
21.0
12.5
3.6
4.9
22.6
19.4
3.3
-13.5

Source: IMF

64.
A review was started in 2008/9, with the assistance of the IMF, to rationalize and
streamline the use of tax incentives, exemptions and import and consumption taxes. Grants
continue to be an important source of revenue with grants and external loans financing some
80% of the public investment program. The improved public expenditure management, as
noted, which enhanced donor confidence, led to an increase in general budget support from 4
percent in 2006, to 7 percent of the total budget in 2007. Estimated total expenditure and net
lending amounted to about 29.8 percent of GDP in 2007. The overall fiscal deficit which was
4.8 percent of GDP in 2006 was reduced to 0.9 percent of GDP. The 2008 budget included a
13 percent increase in domestic financing compared with 2007, with revenue expected to
increase further to 29.9 percent of GDP, as a result of the improved efficiency in tax
collection, notably the tripling of local tax collected for the period 2004-2007, again thanks to
SIGOF.
Box 5: Reducing External Dependency through Tax Reforms

Fiscal reforms have been an important ingredient in the Cape Verdean success story since the late
1990s. Consistent and wide ranging fiscal reforms have been concentrated in three big areas: modernization of
the public financial system, improving tax collection capacity, and simplification—including the reduction of
fiscal burdens and the introduction of investment incentives. These fiscal reforms have been critical to the larger
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effort to create a favorable investment and business climate in Cape Verde. Cape Verde has undertaken several
tax reforms over the last decade and half. It launched its first big reform in 1995 with the unification of the taxes
on income and the creation of a single income tax which is known as Imposto Único sobre os Rendimentos
(IUR). The IUR is progressive and has undergone several reforms since its introduction. The top individual
bracket was lowered from 45% to 35% in 2009. The corporate tax was lowered from 35% to 30% in 2003, and it
was further reduced in 2009 to 25%. In 2004, taxes on imports were also unified. Prior to the reforms, import
tax regime included 64 taxes which varied from 0 to 328% of CIF value, with large exemptions. It was a
complex system and the complexity created situations in which similar goods were taxed differently. The
system created distortions and disincentives for domestic production. With the reform, the existing 64 taxes on
imports were replaced by only seven, with the largest set at 50%. The consumption tax which ranged from 10%
to 60% was also replaced in 2004 with the Value Added Tax (VAT) of 15%. The VAT is levied on all goods
and services, imported or domestically produced. However, some goods which are considered essential are
exempt, such as milk, vegetables, fruits and meat. Other exemptions include medication, banking services,
equipment and inputs used for agriculture, and exports. Given the importance of tourism to the economy, goods
and services related to hotel and restaurant business are taxed at 6% instead of the standard 15%. Additionally, a
special tax on luxury consumption, Imposto sobre Consumos Especiais (ICE), was also enacted with the VAT.
As part of the reforms, the government also made significant improvements in tax administration, including
capacity upgrade and the adoption of information technology. This included an integrated financial management
system that was developed and implemented at the national and municipal levels.

65.

Cape Verde embarked on tax reforms for several reasons, including the need to have a
simpler and more transparent tax system, to reduce distortions, and to diminish the incentives for
fiscal evasion. The reforms were also meant to promote savings and investment, making Cape Verde
competitive and in some cases to satisfy the requirements of its membership to the WTO. The
reforms thus far have had positive impacts. Tax administration and collection improved. There are
increased efficiencies and fewer distortions with the elimination of anomalies in the system. The
reforms have also reduced the importance of trade taxes in government revenue. The result is
increased reliance on domestic consumption taxes. The collection of domestic taxes has proven to be
efficient enough to increase faster than GDP growth. The reforms have also allowed Cape Verde to
create the fiscal space to reduce domestic debt and its dependency on external financing, especially as
ODA declines. However, the overall fiscal reform process is not yet completed. Much remains to be
done, especially in the areas of fiscal incentives and tax administration. The medium-term public

investment program was expanded in 2009 in response to the spillover effects of the global
financial crisis but also to strengthen growth and reduce poverty. The program and its
financing are the result of past efforts to build institutional capacity, assess projects and
mobilize concessional external resources. Most of the projects are pro-poor (social housing,
power and fresh water generation). These investments peaking in 2010 and 2011 are
expected to result in fiscal deficits of about 9.5% and 9.3% respectively. Capital expenditures
are expected to subsequently taper off as concessional financing declines.
Box 6: The Peg of the CVE to the Euro

The Cape Verdean Escudo (CVE) was first issued in 1977 by the Banco Central de Cabo Verde (BCV). The
new CVE was unlinked from the Portuguese escudo (PTE), which at the time was suffering depreciation. The
changeover to the new currency was completed in 1993 with the issue of local notes by the central bank. The
currency was linked to a weighted basket of 18 currencies. However, following the signing of the Acordo de
Cooperação Cambial (ACC, Exchange Cooperation Agreement) by Cape Verde and Portugal on 13 March
1998, the CVE was again pegged to the PTE at a rate of 0.50 CVE to 1 PTE. The CVE was devalued from 0.55
CVE to 1 PTE on 30 March 1998 before the accord became operational in July 1998. The fixed parity that was
established between the Cape Verde and the Portuguese Escudo was changed to the euro in January 1999 with a
fixed parity set at 110.265 CVE to 1 euro. The ACC agreement committed Cape Verde to a fixed exchange
rate. In theory, this has two main implications: firstly, that Cape Verde forgoes its ability to use its exchange rate
as an instrument for the management of external demand, and second, the loss of control over monetary policy
as an autonomous instrument for anti-cyclical economic policy. Additionally, the accord committed Cape
Verdean authorities to adhere to the macroeconomic conditions established in the EU Treaty, such as fiscal
reforms with the introduction of a value-added tax (VAT), the strengthening of tax collection, a huge reduction
in public debt through privatization, and limits to monetization of debt. It also calls for the removal of all
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restrictions on current and capital account transactions. By the 1990s, Cape Verde’s exchange rate regime was
becoming unsustainable. The current account deficit was rising rapidly. The government had to impose import
quotas given the significant strains on the availability of foreign exchange. Difficulty to accessing foreign
exchange had led to rationing, with long queues. Additionally, the reserves had become quite low. Cape
Verdean policy makers also saw significant opportunities in the ACC agreement and in establishing the fixed
parity. One immediate benefit was that, in return for the commitment by the Cape Verdean authority, the
Portuguese government provided a line of credit of €45 million in case of need, to be repaid at the end of each
year with an annual interest rate of 0.5 percent. The line of credit was quite useful in the first two years. Cape
Verde, at the time, was also in the process of liberalizing its economy, privatizing state companies, and aiming
to attract foreign direct investments not only in the privatization program but to also facilitate investments in the
then nascent tourism sector and to develop light industries such as textiles and clothing. The idea was that the
fixed parity will foster credibility, lower inflation and reduce pressure on the balance of payment.
The AAC has been a success. There have been significant benefits from the pegging of the CVE to the euro.
Among these are lower inflation and price stability, and a steady build-up of foreign reserves. The impact on
price stability is also reflected in the depreciation of the real effective exchange rate. The macroeconomic
discipline together with an emphasis on free markets and private initiative has led to sustained growth. It
allowed Cape Verde to establish a credible financial reputation which led to a lower risk borrower profile,
improved credit terms as reflected in Cape Verde’s international credit rating and facilitated more stable and
reduced domestic interest rates. The peg has stimulated trade and FDI. The peg has stimulated close economic
and financial relations with Europe, leading to the special partnership between the European Union and Cape
Verde for fostering dialogue and closer collaboration. Europe is now Cape Verde’s main trading partner, and its
main source of remittances, FDI and tourists.

66.
Cape Verde’s financial sector has been growing, albeit from a low base. The sector is
highly concentrated, and two dominant commercial banks account for around 90 percent of
assets and deposits. Two main players dominate the banking sector: Banco Comercial
Atlântico and Caixa Económica de Cabo Verde, while a few other smaller foreign banks have
entered the market, providing competition. The IMF and The World Bank have provided
significant support to the banking sector and the results have been successful. The country
now has an efficient and effective electronic payments system, an improved tax payment
system, and computerized company registration and customs systems. Its bankruptcy law still
needs reform, as do other issues affecting the business climate.

2.6 Efficient Use of External Financing:

2.6.1 Aid Effectiveness
67.
Cape Verde’s success is its own, testament to the prudent and effective use of the
scant internal and external resources available to it. While a product of its own labor and
vision, the country’s development also benefited from the support of many bilateral and
multilateral partners along the way. Given its vulnerability and scant domestic resources,
international assistance was critical, especially during its phase as a low income developing
country. The establishment of a category of least developed countries (LDCs), which
included Cape Verde, was first advocated in the 1960s to attract special support measures for
the most disadvantaged economies. Since then, Cape Verde started to benefit from financing
for development under highly favorable conditions, both in terms of interest rates and the
repayment period, financed by international financial institutions starting with the African
Development Bank in 1977. It has also benefited from grants from bilateral donors. The
concessional overseas development assistance (ODA) supported several early public
investments, beginning with infrastructure. Since independence, and the first food aid
program in the early 1970s, Cape Verde has tried to be in the “driver’s seat” on aid financed
programs, with priorities being determined by the national authorities.
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68.
Aid per capita has been relatively high—commensurate with the challenges—and
from 1980 to 1999 Cape Verde was one of the largest recipients of ODA per capita in the
world (Devarajan, Dollar and Holmgren, 2001). According to the UN, donor assistance
amounted to $163 million or $308 per capita in 2007, or some 11% of GDP—while
remittances amounted to some $139 million or 9.2% of GDP. The high reliance on aid was a
factor in the government’s strategic decision to promote further economic diversification in
sectors such as tourism. Governance also played a key role in aid effectiveness, first through
the establishment of the autonomous Tribunal de Contas in 1993 to increase accountability in
the use of public resources. Following the creation of NOSI to increase connectivity within
government agencies, since 2002/3, SIGOF,33 a rigorous computerized integrated public
financial management system, enables tracking of revenues and expenditures in real time,
unlike most countries in Sub-Saharan Africa. Since then, the system has been improved
continuously and is now incorporating mapping of all islands to track progress of publicly
financed projects across the country in real time alongside actual expenditures. Since the mid1990s ODA to Cape Verde fell significantly in relation to GDP, while maintaining its value
relatively unchanged over the years (Figure 4. Also see Annex B for ODA by donors).
Figure 4: Evolution of Net ODA Received (Millions of US Dollars)

Source: World Bank – World Development Indicators 2010

69.
Among Cape Verde’s multilateral partners, the African Development Bank (the
“Bank”) ranks among the earliest contributors to the country’s development. The Bank and
Cape Verde have a long and close partnership, dating to August 1977 when the first project
was approved, a year before the country began its collaboration with the World Bank. Since
1977 to the first quarter of 2010, the Bank has financed 39 projects, totaling over 164 million
units of account (UA), or approximately US$256 million.34 Since mid-2010, the Bank has
financed several more big projects, totaling to about an additional UA 49.42 million. This
includes further major support in the energy sector (UA 21.21 million), public finances (UA
28.21 million) and infrastructure, specifically earmarked for the expansion of the
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Uma África Melhor,” 2010. The UA-USD exchange rate in June 2012 was 1 UA = $1.51029 USD.
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international airport in Praia.35 As with the 1977 project, many of the Bank’s support have
focused on infrastructure development, especially transport and energy. Consistent with this
Report’s arguments, the Bank has also been a strong supporter of institutional reforms under
the country’s state modernization agenda, focusing on the areas of reducing administrative
burdens, electronic-governance, and public finances. Apart from the only major negative
comments relating to implementation delays, the Bank’s evaluation of Cape Verde’s portfolio
performance through the years have generally been satisfactory.
Table 4: African Development Bank and Cape Verde - Partnership36

African Development Bank and Cape Verde: Portfolio of Projects, 1977-2010
Total Approved Amount

Project Financing Sector

Number of Projects

Agriculture

10

22.98

Equipment

6

19.34

Transportation

7

31.48

Industry

1

0.98

Social

7

27.9

Energy

1

4.82

Multisectoral

7

56.78

(in millions UA)

70.
In terms of effectiveness of aid utilization, Figure 5 provides clear evidence about
Cape Verde which has achieved the highest benefit in terms of multiplier in GDP terms—
with the caveat that ODA is only a part of total incremental investment. Nonetheless, this
effectiveness results from several factors, beginning with the sequencing of economic
policies and strategies to keep pace with and adapted to, developments in the external
environment. It also resulted from the close attention to implementation and delivery of
results, all of which are at least in part, a result of the effectiveness of institutions and quality
of governance. The Millennium Challenge Corporation (MCC), which awarded Cape Verde
one of its first grants in 2005, noted in its report on the conclusion of the first Millennium
Challenge Account (MCA) compact that: “the government’s long standing political will in
support of the reform agenda, its commitment to transparency, and its interest in improving
government effectiveness” were key to the compact’s successful implementation.

35

Data from the African Development Bank. The energy sector financing includes UAC 8.4 million from the
African Development Fund (ADF) and UA 12.79 million from the Private Sector Window of the Bank..
36
Author’s calculations based on country portfolio information from the AfDB.
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Figure: 5 ODA and GDP Growth in Western African Countries

Source: World Bank – World Development Indicators 2010

71.
As noted previously, Cape Verde has repeatedly asserted ownership—even
initiative—in its international development partnerships. Donors in Cape Verde have worked
in close coordination with each other, and even more so since the formation of the Budget
Support Group in 2005 (see Box 7). Cape Verde is one of the few countries in which the
goals of the Paris Declaration of 2005 and Accra Agenda are being met, with conscious
efforts by the donors to harmonize procedures. The improving donor partnerships and
coordination, with some groups meeting regularly,37 have also contributed to economic
prosperity. The United Nations system has also been active in Cape Verde since the postindependence years. In 2008, and consistent with its pro-active engagement with donors,
Cape Verde volunteered to become one of the eight pilot countries in the world to restructure
UN country operations into the “Delivering as One/One Programme” model. The net result
has been an increase in UN funding through the One Fund and greater access to all the
agencies and resources of the UN system. The “Delivering as One” approach marks an
important step forward in aid effectiveness by allowing coordinated planning and alignment
with country defined priorities.
72.
The combination of: (i) government-driven strategic policy and investment priorities;
(ii) prudent management of public resources, with a focus on sound financial management of
these resources; (iii) relatively high level of ODA; and (iv) close coordination among donors
with a built-in M&E equivalent every six months since 2004/5, has most likely contributed
to the positive development outcomes. This experience also offers lessons for the aid
community.
37

E.g., Water and Sanitation donor group.
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Box 7: Budget Support Group

A budget support group was created in 2005 to align and harmonize donor support around the GPRS. Its
original members were the World Bank, the EU, and the Netherlands. The AfDB, Áustria and Spain, and most
recently Portugal have since joined. During the first three year period around 25 percent of foreign aid was in
the form of budget support. Donors meet twice yearly in the country to review the progress made and results of
the past six months and to prepare the road map for the upcoming six months. This implicit M&E serves as an
arm’s length mechanism for “results orientation.” As a result there has been even closer coordination thereby
minimizing overlaps and gaps and enhancing synergy among programs. Source: RM Development Services
Ltd.

2.6.2 Foreign Direct Investment
73.
Foreign direct investments have become one of the most important sources of external
financing for Cape Verde’s economy, especially in light of dwindling ODA and remittances.
As noted above, the strong FDI performance reflects the credibility of the country and is fruit
of its continual reforms to improve the business environment. The Government began
considering FDI as an objective since the late 1980's, but its growth has been irregular. It
gained momentum initially with the opening up to private investment, and later with the
growth of tourism, which started with real estate purchases. As seen in Figure 6, the peaks of
net inflows correspond to the wave of privatization of the largest companies in the country,
particularly those in the telecommunications sector (1995), water and finance (1999). 38 The
shift in development strategy in 1991 evidently yielded positive results, despite a somewhat
slow response from foreign investment until the mid-1990s. Not surprisingly, nearly all FDI
comes from the Euro zone. In terms of accumulated FDI during 2001-2010, the biggest
shares of total FDI have been the United Kingdom (35%), Italy (31%), Portugal (17%), and
Spain (11%). Equally unsurprising, over 90% of all FDI has concentrated in the tourism
industry.39

38

The state electricity company Electra was privatized (51%) in 2000 but was then renationalized in 2006 when
investors who had not realized the anticipated returns sold their shares back to the government.
39
FDI data from Cabo Verde Investments, 2011.
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Figure 6 Evolution of Net FDI Received (Millions of US Dollars)

Source: World Bank, National Accounts Data

74.
In general, FDI’s was strongest from 2005, rising to 4% of GDP between 1991 and
2005. Private investment in tourism, particularly FDI, started to increase in 1995, following
the country’s economic liberalization policies, but really only picked up momentum around
2003. Labor migration from the primary sector and, to a lesser extent the secondary sector
into the tertiary sector, played a key role in the productivity gains that occurred during the
decade from 1995. In the year 2000, the primary sector employed 24 per cent of the labor
force (as opposed to 57% for the tertiary sector) and contributed 9.7 per cent of GDP (as
opposed to 74.1 per cent for the tertiary sector). It is easy to understand that, with
productivity of the tertiary sector being three times higher than that of the primary sector,
labor migration from the latter to the former would lead to a global increase in productivity.40
75.
The correlation between average growth of FDI inflows and GDP growth between
2000 and 2008 in Figure 7 indicates that in Cape Verde FDI growth has been faster and more
beneficial than in most other countries in West Africa during this period. The entry of FDI
into service sectors in Cape Verde could have more impact if the backward linkages of
tourism to the rest of Cape Verde’s economy were stronger. The spillover of tourism
activities in terms of local employment and sub-contracting, other than in construction seems
to have been slow, and could be improved. The government started a hotel school in 2010 as
a joint venture with Luxembourg, and is also engaged in collaboration with Portuguese and
Spanish institutions on training. Tourism (see Box 1) has been based on sun and sea and is
concentrated in a couple of islands41 that offer all inclusive packages, but efforts are
underway to promote combinations with eco-tourism and cultural sites in other islands. To
get tourists to other islands requires continued improvements in transport and
communications as well as training local entrepreneurs in related local handicrafts etc., to
make the industry more inclusive. One of the serious challenges over the medium-term is
minimizing deterioration of the fragile environment in these small islands.

40
41

IMF 2005 - Cape Verde: Poverty Reduction Strategy Paper
Sal and Boa Vista islands.
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Figure 7: FDI and GDP growth in Western African Countries

Source: World Bank, National Accounts Data

76.
The negative impact of the current global economic crisis is evident in the recent
inflows of FDI into Cape Verde and three other African countries. For Cape Verde, this
decline began turning around in 2010 as evidenced by the inflows in the first half of the year.
A more remarkable trend is revealed by figures of the stock of FDI in Table 6, showing that
the growth in Cape Verde has accelerated at a faster pace than in the three other countries. In
fact, on a per capita basis in 2009 the stock of FDI in Cape Verde was $2186, while the
corresponding figure for Mauritius was $1453, for Senegal $113 and Seychelles $12,804--a
consequence of the very small population in the Seychelles. (In 2000 the per capita stock of
FDI in Cape Verde was $382, Mauritius $525, Senegal $24 and Seychelles $5149.)
Table 5: Foreign Direct Investment Stock (USD millions)

Foreign Direct Investment Stock (USD millions)
GDP,*
2008 (USD
millions)

GDP per
capita,
2008 (USD)

1990

2000

2009

Cape Verde
1 592
3 193
4
191
1 093
Mauritius
9 320
7 345
168
683
1 889
Senegal
13 273
1 087
258
295
1 378
Seychelles
833
9 580
213
448
1 114
Sources: United Nations Conference on Trade and Development. World Investment Report 2010; World Bank Databank

2.6.3 Remittances
77.
The Diaspora has been a steady source of remittance inflows ever since independence,
demonstrating both an affinity for their homeland and confidence in economic policies of
34

successive governments. Remittances now constitute the second major source of foreign
exchange for the country. Remittances continue to be one of the three most important sources
of external financing for the economy, even though its overall share in the economy has been
declining over the last decade. The top three source countries for remittances have usually
been Portugal, France and the United States. Over 70% of all remittances come from
Europe.42 Despite the relative decline, remittances from the Diaspora have been the most
reliable source of external financing and counter-cyclical buffer. Governments have also been
cognizant of the benefit of sustaining these remittances and have taken a number of specific
measures such as maintaining the value of the currency that was initially pegged to the
Portuguese Escudo, and later to the Euro. Another incentive scheme for remittances is the
interest spread for Diaspora transfers to the banking system. After liberalization in 1991 to
open the economy to greater private sector investment and foreign direct investment (FDI),
this became a new and sizeable source of capital inflows by the late 1990s that has continued
to grow. These external resources have enabled significant investments in all sectors.
Figure 8: Evolution of Remittances (% of GDP)

Source: National Accounts

78.
Cape Verde is one of the top recipients of remittances in Sub-Saharan Africa, trailing
only Lesotho in terms of ratio of remittances to GDP. As seen in Figure 8, since
independence the confidence shown by the Cape Verdean Diaspora with regular remittances
and bank savings deposits is relatively rare among the populations of other low income
developing peer nations. Indeed these inflows remained at steady and rising levels, albeit
aided by several incentives, as noted.43 The flow of remittances in early years enabled an
almost doubling of domestic resources available. During the first phase of Cape Verde’s
development, remittances as a share of GDP fluctuated at between 20 and 28%, while both
ODA and remittances combined ranged between 40 and 60%, the highest being in 1986 as
noted earlier.

42

Data and calculations on remittances based on figures from Banco de Cabo Verde (BCV), 2012.
Among developing countries, India has offered similar schemes for “Non Resident Indians” or NRIs since the
1970s, along with some other privileges introduced in the past decade for foreign born children of persons of
Indian origin.
43
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79.
The trend in remittances grew to new heights and has continued on this path after
economic liberalization in 1991, albeit with a decline following the 2008 global crisis. The
Diaspora bank savings deposits, based on preferential rates, have been intermediated to
finance construction and other economic activities. Successive governments have been
acutely aware of the importance of Cape Verdeans abroad and recently established a Ministry
for Diaspora Affairs and also enacted legislation to enable them to vote in national elections.
Indeed, of late, many Cape Verdeans have taken to returning to the islands of their origin
with retirement savings to purchase new homes.
Figure 9: Remittances and GDP growth in West African Countries

Source: World Bank, National Accounts Data

80.
Cape Verde has maintained close socio-economic relations with its Diaspora. The
average growth rate of remittances between 1980 and 2008 reveals that it ranks highest
among all the other countries in West Africa. This is because unlike many other countries,
Cape Verde has been regarded by its overseas residents as being politically and socially
stable. These remittance inflows, along with sound policy and institutional development and
good governance are factors in the relatively high GDP growth rates during this period as
well. In all of its strategic plans, the Government affirms its policy of attracting savings and
investments from the Diaspora. The new digital services44 provided by the administration are
likely to strengthen these relations.

2.7 Investing in Human Capital and Social Cohesion
81.
2.7.1 Education: Investing in human capital has been a top priority since 1975. This
investment has paid off in many ways, such as contributing to growth and ranking Cape
Verde among the top tier of regional countries in human development. Cape Verde has one of
the highest literacy rates on the continent. Each municipality in Cape Verde now has a
44

Notably with the issuance of on-the-spot administrative documents through the Citizen’s House portal (see section on
Governance).
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secondary school. Cape Verde performs well in terms of total mean schooling years (school
life expectancy), estimated at 12 years in 2009, among the top in Africa. 45 However, quality
is a major challenge. Education reform currently underway is aimed at enhancing quality,
with offers of courses in science and technology, humanities, economic and social studies and
the arts. Quality enhancement through teacher training is also receiving increased attention..
Furthermore, short-term post-secondary courses are offered to serve the labor market demand
for skills. The Ministries of Education and Higher Education make an effort to work with
company representatives and the labor market to match supply with demand, although this
collaboration needs to be more structured and deepened. There is political commitment to
align training and curriculum to produce the skills needed for the country to move the country
to its next phase of development. Cape Verde’s rapid growth, in addition to its need to
compete globally on the basis of its own internal capacity as a result of its graduation, means
that it must upgrade its human capital endowment and improve quality.
82.
The growth in HDI partially explains the steady increase in the overall productivity of
Cape Verde’s economy. Over the three previous decades (1980-2010), the average yearly
growth of Total Factor Productivity (TFP) in Cape Verde has been among the highest in
Africa. Compared to a list of countries (table 7), only Mauritius has been able to experience a
higher growth of TFP. Moreover, the GDP growth rate during the same period was among
the highest in Africa. Table 7 shows that only Botswana and Singapore have been able to
achieve highest growth rates—aided by a relatively better endowment in natural resources for
the former, and a more appropriate external environment for the latter—which is manifested
by significant inflows of FDI and growing external demand from neighboring countries.
Admittedly, it is difficult to disaggregate the influence of human capital, institutional quality
and absorptive capacity of FDI and trade on technology transfer and the resulting TFP
growth. According to this exercise, each of these has a contribution to make, as is also,
public capital, in particular in the form of infrastructure which has an important effect on
TFP, while financial development is viewed as beneficial for resource allocation and capital
accumulation. Each of these issues seems to have been implicitly recognized by Cape
Verde’s policy makers and planners.
Table 6: Changes in Total Factor Productivity (TFP)

Country

Budget allocated to
education as % of GDP
(average 1980-2010)

Changes in Total Factor
Productivity,
(average 1980-2010)

Average GDP Growth
1980-2010

Cape Verde
Botswana
Mauritius
Mozambique
Senegal
Seychelles
South África
Singapore

16.7
20.2
13.5
15.7
19.4
14.7
18.6
11.2

2.15
1.00
3.50
-1.13
-0.09
-0.79
-0.47
1.36

5.9
7.1
4.6
4.7
3.1
3.1
2.4
7.2

2.7.1 Social Inclusion:
83.
Cape Verde’s growth has been fairly inclusive. Despite a widening income gap in
recent years as a result of the country’s fast growth, the government has been conscientious

45

United Nations Education, Scientific and Cultural Organization (UNESCO), 2011.
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about ensuring social inclusion46, one of the main pillars of its growth and poverty reduction
strategy and donor support. Policies and programs to combat poverty have consistently been
top priority items in development plans, as the fast improving poverty rates demonstrates. For
a country with limited resources, the social safety net is generous, as detailed below.
Economists have noted the link between social inclusion and growth. Joseph Stiglitz47
maintains “East Asia’s productivity growth is the result of many factors, including an
emphasis on factor accumulation, both of physical and human capital. “But other policies
have mattered as well, such as the promotion of social inclusion and the transfer of
technology.” As he also notes, the countries of East Asia “…demonstrated a remarkable
ability both to maintain high saving rates and to allocate that capital to productive uses.”
While the case of Cape Verde is not comparable to the countries of East Asia in terms of
natural resources or access to capital, this also seems largely to be the explanation in this
case. A specific early example of social inclusion in Cape Verde was the addition of a
provision to cover a wide range of workers for work related injury as part of the Social
Security Law in 1978. The focus on implementation and results, concept of sharing the
rewards of growth, and the population at large being persuaded that they have a stake in the
country’s progress, seem to be factors that differentiate Cape Verde from other countries at a
similar stage of development.
84.
Cape Verde continued to allocate a sizeable share of its public resources to health
during the period 1980-2010, with the average share of public expenditures representing
some 10.1% of GDP. Life expectancy in 2010 reached 71.3 years which is far ahead of most
of the countries listed in table 8, except Mauritius, Seychelles, and Singapore. The results of
good economic growth and a continued improvement in HDI were also manifested in lower
poverty incidence than most of the comparator countries. However, Cape Verde still suffers
from high disparities in terms of income distribution as shown by the Gini coefficient which
has been estimated at 50.5 in 2008.
Table 7: Social Indicators

Country

Cape Verde
Botswana
Mauritius
Mozambique
Senegal
South África
Seychelles
Singapour

Budget allocated
to health % of
GDP
(average 19802010)
10.1
11.3
9.0
14.5
9.6
10.4
8.9
7.5

Life expactancy
2010

71.3
55.0
72.6
48.0
55.9
51.6
81.3
73.7

Poverty gap at 2$
per day (PPP) (%)

Gini
coefficient
(2008)48

15.2 (2002)
22.3 (1994)
Na
42.9 (2008)
24.7 (2005)
12.3 (2006)
0.4 (2007)
na

50.5
63.00
37.0
47.1
41.3
57.8
65.8
42.5

46

“A socially inclusive society is defined as one where all people feel valued, their differences are respected,
and their basic needs are met so they can live in dignity. Social exclusion is the process of being shut out from
the social, economic, political and cultural systems which contribute to the integration of a person into the
community” (Cappo 2002). Quoted in VicHealth Research Summary 2 – “Social inclusion as a determinant of
mental health & wellbeing”, (January 2005).
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Stiglitz, Joseph. “Sound Finance and Sustainable Development in Asia, Keynote Address”, Asia Development
Forum, Manila, March 1998.
48
Most recent data available for Cape Verde is 2008.
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Source: World Bank World Databank

2.7.1 Social Protection System:
85.
Cape Verde has had a social insurance system providing old age, disability and
survivors’ pensions whose regulatory framework was enacted by law in 1957. The first
amendment of the laws was enacted a year after independence in 1976 to include sickness
and maternity provision, as part of the first government’s platform of sharing the rewards of
growth. The current system, operated by the Ministry of Labor, is more comprehensive and is
based on laws self-employment laws of 2003, for the employed in 2004, and for those under
the labor code in 2007. The system is based on contributions of 3% of gross monthly earnings
from workers and 7% from employers, or 10% for the self-employed, while government
makes the full contribution for civil servants. Eligibility, which is based on at least 15 years
of contributions, for old age pensions begins at age 65 for men and 60 for women, and is
payable abroad. Workers’ medical benefits also cover general and specialist care, surgery,
hospitalization, laboratory services, medical consultations at home, medicines and dental
care. Furthermore, work injury was also covered beginning in 1978 by the first government,
including temporary disability benefits and survivor benefits. Finally since 2004, family
allowances have been paid for persons in insured employment.

2.7.2 Health:
86. The significant advances in indicators of Cape Verde’s health status reflect the attention
to social policies undertaken by the Ministry of Health and its National Health Service, which
provide medical, pharmaceutical and dental care.49 Since independence, the early government
programs treated investment in health promotion as a key strategic priority—as it would have
a strong impact on social and economic development in the country as well as being a factor
that decreases inequality between citizens. This too has remained a central element of the
goal of “growth with equity.” In the present decade the three GPRS programs have continued
this priority. The Cape Verdean health system is largely decentralized along central and
district lines, with central referral hospitals at the apex of the structure. Nevertheless, a poor
definition and communication of its modus operandi have made the population seek health
care directly from the central facilities, as they are perceived to be better. Nonetheless, the
rate of referrals from districts to central hospitals is high, especially for complicated cases.
The health sector has about 217 doctors and 417 nurses, equivalent to one doctor for 2,203
inhabitants and one nurse per 1,033 inhabitants. In 2006 all the islands had at least two
physicians in 2006. About 6.3% of the national budget is allocated to health— a long way
from the 15% target set in 2001 at the Abuja Accords. However, the per capita annual
expenditure is actually US$ 22.5, which is higher than the average for the region (it should be
noted that the health sector depends on external aid for 97% of its budget). Given its profile,
it is not surprising that Cape Verde suffers from a dual burden of communicable, and
increasingly of non-communicable disease, the latter being a common feature as development
advances and demographic profiles change.

2.8 International Cooperation, External Partnerships and Networks
87.
Ever since independence, the policies of successive governments in the international
sphere and towards external partnerships have been characterized by “pragmatism” and
49

See annex III on Social Protection System.
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openness to economic collaboration. Two days after independence, the first government
explicitly pronounced in its first program that the fight for independence had been against
colonialism rather than against the Portuguese people. Therefore, it set out to establish
fraternal relations with Portugal, today its biggest trade partner and bilateral donor. Soon
thereafter, Cape Verde established relations with the US, France, Italy, Netherlands and
Luxembourg among other European nations besides its neighbor, Senegal. It also established
relations with North African countries, to which Cape Verdeans were soon sent for higher
education. As noted above, the country avoided taking sides in the East-West cold war and
despite a general boycott of South Africa, it continued to permit their flights to land and
refuel in Cape Verde. The African Development Bank was the first multi-lateral donor to
come to the country’s assistance in 1977 and has remained a major partner in its development
since that time (see table 5 above). The World Bank and IMF are Cape Verde’s other major
multilateral partners.
88.
Cape Verde has a particularly wide international network. It is a member of the
African Union (AU), the Economic Community of West African States (ECOWAS), and the
Permanent Interstate Committee for Drought Control in the Sahel (CILSS). It maintains
strong relations and cultural links with Lusophone countries through organizations such as
Paises Africanos de Lingua Oficial Portuguesa (PALOP) and Comunidade dos Paises de
Lingua Portuguesa (CPLP). It is also a member of the Organisation Internationale de la
Francophonie (OIF). The government has, for a number of years, been cooperating with the
Canary Islands (part of Spain), Madeira Islands and Azores (part of Portugal), the four
archipelagos together forming Macronesia. It was one of the first countries to be chosen
under the Millennium Challenge Account (MCA) of the USA. The country has a fishing
agreement with Japan, and lately it has begun to develop cooperation with China, and most
recently India. In late 2007 it entered two important and innovative partnerships with the
European Union, the Special Partnership Agreement (SPA) and the Mobility Partnership.
This is one of the first times the EU enters into a SPA of this particular nature; the other pilot
country chosen by the EU is Moldova. Cape Verde became the 153rd member of WTO in July
2008.
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III. LESSONS FROM CAPE VERDE’S EXPERIENCE
89.
The Cape Verdean experience shows that broad-based development is possible even
in the context of adverse conditions such as the absence of natural resources, insularity,
adverse climate and external vulnerability. This experience offers several lessons. All the
factors that facilitated Cape Verde’s transformation will not necessarily apply to other
countries. These include the historical influences, absence of ethnic variation, and the
immediate post-independence experiences which can be used to draw lessons for
development. These are listed under four headlines or lessons with sub-lessons under each
and illustrated with examples of actions taken by Cape Verde in those domains that were
causal to outcomes. The sub-lessons may be amenable to being adapted to the specifics of
individual country situations.
90.
Getting the basics/foundations right: ensuring stability and credibility, investing
in people, and building national ownership and pride:
 Political stability and good governance, Many post-independence African
countries have been challenged in this area. A stable political system and relatively
well managed and clean institutions have been the necessary foundations for growth.
A key element in its international credibility, Cape Verde has also been able to
leverage this stability and good governance to win the confidence of its people, its
Diaspora, international investors and the donor community. Each government from
independence fostered pluralism and a sense of universal citizenship, to engender trust
between government and the citizenry, and were open to expression of citizens’
rights. As noted, today, Cape Verde is generally recognized as one of Africa’s most
stable democratic systems, with a free press and good record of human rights.
 Macroeconomic stability and credibility, the heart of which has been stable
monetary and exchange rate policy, anchored today by its peg to the Euro50, has been
critical to fostering a stable investment climate and enhancing the country’s external
credibility. Since independence, the country opted for pragmatic and transparent
institutions and processes to manage public finances, for example, by empowering
key institutions to operate free of political pressures: an independent central bank, an
independent judiciary, and later the Tribunal de Contas to audit public spending; by
ensuring all public investments allocate scarce capital to high return investments; by
not allowing corruption to take root; by computerizing all public revenues and
expenditures to enable tracking in real time to establish credibility, and verify use of
government spending; etc. A critical challenge moving forward, especially for
macroeconomic stability, will be the ongoing Eurozone crisis and the potential impact
on monetary stability, FDI and ODA inflow, tourism receipts, trade, and remittances.
This potential impact is in the context of the country’s dwindling fiscal space and
growing public debt.
 Investing in people and human capital development from the early stages through
universal access to education and health services for all, devoting a significant share

50

The Central Bank of Cape Verde (BCV) implements a prudent monetary policy in order to maintain the peg
for the Cape Verde escudo (CVE) with the euro. This peg has made it possible to mitigate the impact of higher
international prices for foodstuffs and oil products on domestic inflation.
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of public expenditures (91% in 2007) to social sectors compared with 64.8%51 in the
rest of Sub Saharan Africa; consistently demonstrating inclusiveness by ensuring that
all segments of the population share in the fruits of growth; broadening social
protection through public pensions, and accident and injury insurance for all.
Building national ownership, shared vision and ‘self-worth’ - by mobilizing the
people to the task of national reconstruction and think how they could contribute
instead of asking what the state could do for them; using earnings from the sale of
food aid to pay people for work on basic infrastructure to inculcate the spirit of
valuing work as the route to “dignity or self-worth”, “responsibility” and “selfreliance”, to breed a culture of self-worth and eliminate tendencies towards
‘dependency’ on the Government. A shared vision and inclusive approach was
practiced from the first government onwards with close consultations with civil
society.
91.
Adapting strategy and policies to keep pace with global evolution and potential
opportunities, inclusive and equitable growth:
 Adaptability of policy and strategy to keep pace with global evolution was the
concrete manifestation of the country’s pragmatic approach. Despite the strong
government intervention during the early stages, as the drawbacks of this approach
became evident, policy began shifting to a more outward oriented mix of policy and
strategy with opening to private capital and FDI that has been sustained. The
necessary incentives to attract private capital including FDI were also put in place,
while shoring up incentives to sustain Diaspora deposits in banks. The third phase
further increased integration with global markets through a variety of networks. An
inclusive and equitable growth strategy, pursued by each successive government
since independence has been a major contributor to social and political harmony and
stability. Within two years of independence the social protection system was
expanded to include maternity assistance and compensation for work injury, and since
its gradual expansion by2004, the country had adopted a system that is more akin to
that of Nordic and Northern European social democratic countries. This exists in only
a handful of other Sub-Saharan countries, few of which had faced challenging
beginnings like Cape Verde. This is also a reason for the increasing number of
Diaspora returnees from richer countries, along with their savings to retire back on
their forbearers’ islands. The inclusive approach thus also extends to the Diaspora
which as noted above, has voting rights.
92.
Effective implementation to deliver results to citizens is seen from the first phase
of the country’s development when the government prepared the first three year development
plan, with targets, to be followed by periodic plans, thus establishing a tradition that the
citizenry came to expect. In the first phase of state led development, leaders’ exhortations
against corruption were accompanied by their own example.52 The explicit objective of the
on-going state modernization reforms, the backbone of which is the impressive home-grown
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In some countries, there are no data for public expenditures on education for 2007.
Up to the present time, the current President lives in with his family in his private home daily, returning home
for lunch and using the Presidential mansion only as an Office and for official functions.
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42

e-governance infrastructure, is to enhance the state’s capacity and efficiency in delivering
results.
93.
Cape Verde is a model case of Ownership of development priorities and aid
effectiveness. Since the beginning, the country has taken ownership, at times leadership, in
where, how and when its development assistance is used—made possible by its credibility
and good governance. As exemplified by its Donor Support Group, it is one of the few
countries in the world where portions of donor support are transferred without being
earmarked. The country also focused on building external networks with countries that could
assist, in Europe, North America, North and West Africa, and East Asia. Cape Verde’s
experience is instructive in that the country has always been in the “driver’s seat” on aidfinanced programs and projects, starting with the first food aid program in the early 1970s,
with priorities being determined by the national authorities. Donors were open to this because
of the confidence in the leadership and national institutions, continuously enhanced
governance structures, and evident results. The Budget Support Group’s role and consistency
of aid with the Paris Declaration and Accra Agenda are also noteworthy. This experience also
offers lessons for the development aid community.
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IV. CONCLUSION
94.
The purpose of this report has been to provide an analytical review of Cape Verde’s
experience since 1975. As such, this report looks at the road that the country has traveled in
the past 35 years, and distills some of the lessons this development experience may offer
other countries, especially in Africa. This report, therefore, does not look at the road ahead
for Cape Verde, as it traverses the next phase of its development. A companion report will
focus on road ahead—on the challenges and opportunities facing Cape Verde as it attempts to
transform itself from a newly graduated low middle-income country to an upper middleincome country. As the companion report will emphasize, the challenges are daunting, but
Cape Verde possesses some critical advantages and raw ingredients, such as good governance
and adaptability.
95.
In summary, as noted above, the key lessons from Cape Verde’s experience are two
fold—sound policies being the first, and secondly, strong institutions and good governance
being the equally important elements. Cape Verde’s success can be attributed to the
“necessary” elements of good policy and economic fundamentals including macroeconomic
stability, which many countries have experienced. Cape Verde also met the “sufficient”
condition, namely functioning institutions and governance, including transparency, inclusive
development, equitable sharing of the rewards of growth, and delivering results to the people
to sustain their confidence and gain their support for new initiatives. In other words, policy
matters, but good governance and institutions matter even more. Although good economics is
important, good politics is also essential as that is the means to delivering the results in a
sustained fashion over several years, and it requires leadership at many levels, not merely at
the top. It is in the latter area that there is much to learn from this experience.
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ANNEXES
Annex A:
GDP, GDP per Capita and Annual real GDP growth in Africa (2010)

Africa
Seychelles
Equatorial Guinea
Botswana
Gabon
Mauritius
Libya
Guinea-Bissau
South Africa
Tunisia
Namibia
Algeria
Angola
Egypt *
Swaziland*
Morocco
Cape Verde
Congo
Mauritania
Nigeria
Djibouti
Cameroon
Sudan
Gambia
São Tomé & Príncipe
Kenya
Senegal
Zambia
Côte d'Ivoire
Ghana
Chad
Benin
Lesotho
Uganda
Tanzania
Burkina Faso
Comoros
Mali
Guinea
Mozambique
Ethiopia*
Togo
Rwanda
Madagascar
Sierra Leone
Malawi
Central Afr. Rep.
Niger
Eritrea
Liberia
Congo Dem. Rep.
Burundi
Zimbabwe
Somalia

GDP per Capita
(PPP valuation, USD)

GDP based on PPP
valuation (USD
million)

Annual real GDP growth
(average over 2002-10)

GDP per Capita
ranking

2 956
27222
26472
15376
14866
14278
14244
10740
10334
9698
6758
6622
6097
5940
5315
4827
4188
4183
2451
2427
2424
2303
2147
2013
1978
1745
1711
1703
1699
1526
1518
1502
1426
1422
1411
1289
1223
1144
1131
1127
1074
928
922
916
879
870
741
691
657
552
414
373
256
…

3 049 131
2303
18355
30407
22319
18513
93233
17693
521779
100606
14949
234572
115805
501752
6389
156306
2147
15722
8250
384084
2131
45971
92741
3525
327
71304
22009
22571
36652
37135
17469
13833
2972
48068
63549
20986
845
15243
11672
26386
91304
6289
9478
18454
5128
13650
3341
10979
3432
2266
28080
3176
3238
…

5,5
2,6
12,9
4,3
2,2
3,9
5,2
1,5
3,6
4,5
4,9
3,9
12,3
5,1
2,4
4,6
6,1
5,0
4,1
9,1
4,1
3,2
6,9
5,2
6,3
4,1
3,9
5,6
1,2
5,9
8,4
3,6
3,1
7,2
7,0
5,5
1,8
4,9
2,5
7,7
8,6
2,5
6,8
2,4
8,7
5,7
1,7
4,7
0,0
1,7
5,6
3,3
-3,1
…

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
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Source: ADB Statistics Department and African Economic Outlook, 2010

ANNEX B

Annex B.1: Composition of demand
Composition of Demand
Percentage of
GDP
(current price)
2001
2008

Percentage changes, volume

Contribution to real GDP growth

2009(e)

2010(p)

2011(p)

2009(e)

2010(p)

2011(p)

Gross capital formation

31,7

48,2

5,3

10,5

9,6

2,7

5,4

5,2

Public

3,5

7,4

45,5

20,0

5,0

3,5

2,2

0,6

Private

28,1

40,8

-2,0

8,0

11,0

-0,9

3,2

4,6

Consumption

105,4

91,0

7,0

3,4

4,7

6,7

3,3

4,6

Public

17,3

18,9

8,0

0,2

-0,1

1,3

0,0

0,0

6,7

4,0

5,6

Private

88,2

72,0

External sector

-37,1

-39,1

5,4

3,3

4,6

-5,5

-3,6

-3,4

Exports

18,9

16,6

-12,9

7,6

11,9

-2,4

1,2

1,9

Imports

-56,0

-55,8

4,6

7,3

7,8

-3,0

-4,9

-5,3

3,9

5,1

6,4

Real GDP growth rate

Source: ADB Statistics Department and African Economic Outlook, 2010

Annex B.2: External Aid

Main areas of development partners intervention in Cape Verde
Bilateral Partners

Intervention areas

Angola

Education, Defense, Transport, Infrastructure, Agriculture, Culture, Social Communication, Fishing,
Industry, Finance.

Austria

Water, Education, Governance, Budget Support.

Algeria

Education

Brazil

Education, Health, Tourism, Agriculture

China

Health, Infrastructure, Education, Construction, Food help, E-Governance, Trade.

Cuba

Education, Technical Assistance.

48

Spain

Budget Support

France

Education, Water Sanitation, Technical Assistance(Tourism and French Courses)

Germany

Education, Environment

Italy

Tourism, Infrastructure, Food Aid

Japan

Education, Basic Sanitation, Infrastructure, Environment

Luxembourg

Health, Education, Rural Development, Water and Sanitation, Social Development, Environment,
Human Recourses, Social habitation

Netherlands

Budget Support, Infrastructure, Food Help, Environment, Agriculture

Portugal

Governance, Capacity Building, Education, Budget Support , Health, Basic Infrastructure

USA

Governance, Defense

Multilateral Partners

Intervention areas

Africa Development Bank

Governance, Infrastructure

European Union

Agriculture, Budget Support, Water and Sanitation, Emergency Aid Management, Debt Relief etc.

FAO

Food Security, Agriculture and fisheries

United Nations

integrated health services, School‐Feeding and Water, Sanitation Initiatives

World Bank

Growth and Competitiveness, Road Sector Support, Poverty Reduction Support Credit, West Africa
Regional Fisheries

IMF

Budget Support

Source: OECD, 2010 and several sources
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Annex C: Cape Verde and Selected Benchmark Countries – Doing Business Indicators, 2009

Starting a
Business

Procedures

Number

Time

Days

Cost

Getting
Credit

Registering
Property
Trading

Montenegro Morocco
15
6

Spain
10

52

40

6

15

21

12

47

% of GNI per Capita

35,7

11,5

5

8,9

4,4

10,2

14,9

Minimum capital

% of GNI per Capita

47,5

16,6

0

13,4

0

58,3

13,1

Procedures

Number

18

19

18

30

20

19

11

Days

120

410

107

292

248

163

233

639,1

655,2

41

142,2

1323,2

292,5

62,3

Difficulty of hiring index

% of income per
capita
0-100

33

61

0

44

33

100

78

Rigidity of hours index
Difficulty of firing index
Rigidity of employment index
Firing cost
Strength of legal rights index

0-100
0-100
0-100
weeks of salary
0-10

60
70
54
93
3

40
50
50
39
6

40
50
23
35
5

40
40
41
37
8

40
40
38
39
9

60
50
63
85
3

50
56
56
6

Depth of credit information
index
Public registry coverage

0-6

3

3

3

0

2

2

5

% of adults

21.8

0

20.6

0

26.3

2.4

45.8

Private bureau coverage
Procedures

% of adults
Number

0
6

71.8
5

0
4

0
6

0
8

0
8

8.1
4

Time
Cost
Documents for export

Days
% of property value
Number

73
7.7
5

174
5
7

210
10.8
5

48
0.8
6

86
3.3
9

47
4.9
7

18
7.2
6

Dealind with
Time
Construction
Permits
Cost

Employing
Workers

Cape Verde Croatia Mauritius Moldova
12
8
5
9

50

Across
Boarders

Protecting
Investors

Paying
Taxes

Enforcing
Contracts
Closing a
Business

Time for export
Cost to export

Days
US$/container

19
1325

20
1281

1
725

32
1175

18
1710

14
700

9
1121

Documents for import

Number

5

8

6

7

7

10

8

Time to import
Cost for import

Days
US$/container

18
1129

16
1141

16
677

35
1895

19
1910

18
1000

10
1121

Disclosure Index
Director liability index

0-10
0-10

1
5

2
5

6
8

7
1

5
8

6
2

5
6

Shareholder suits index
Investor protection index
Payments
Time
Profit tax

0-10
0-10
Number
Hours
%

6
4
57
100
22

2
3
39
196
11.4

9
7.7
7
161
11.3

6
47
53
234
10.4

6
6.3
89
372
9.6

1
3.0
28
358
21.3

4
5
8
234
22.2

Labour tax & contributions
Other Taxes
Total tax rate
Procedures

%
%
% of profit
Number

18.5
13.5
54.0
37

19.4
1.7
32.5
38

3.6
7.3
22.2
37

31.4
0.3
42.1
31

20.0
2.2
31.8
49

21.5
1.8
44.6
40

37.2
0.8
60.2
39

Time
Cost
Time
Cost
Recovery rate

Days
% of claim
Years
% of estate
cents in dollar

425
21.8
practice
practice
0

561
13.8
3.1
15
30.5

750
17.4
1.7
15
33.6

365
16.6
2.8
9
28.6

545
25.7
2.0
8
43.7

615
25.2
1.8
18
35.1

515
17.2
1
15
73.3

Source: Doing Business - 2009, World Bank
Note: Indicators for Cape Verde significantly above or below those of the selected comparator countries are highlighted in bold print.
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