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AGENCY FOR INTERNATIONAL DEVELOPMENT 

ASMINGTON 0 C 20523 

ACT:ON MEMORANDUM FOR THE ACTING ASSISTANT ADMINISTRATOR FOR AFRICA
 

FROM: 	 AFR/D- m Bork
 

SUBJECT: 	 Cape've-r de Export Development Services (655-0014) Project
 
Authorization
 

I. Proposed Action: 'our approval is requested for a grant of $4
 

million fror -le Development Fund for Africa appropriations
 
account, for LiL, subject project. It is planned that $1.4
 
million will be obligated in FY 1989.
 

Ii. Discussion:
 

A. Description: This $4 million project is intended to provide
 
support to Cape Verde's private sector Dy mitigating constraints
 
to expanding export-oriented production and trade. It will
 
address a broad spectrum of issues and conditions related to
 

investment and commercial activity. Proj ct outputs will
 

include:
 

- The creation of a Center for Investment and Export 
Promotion, an autonomous institution with a mandate to 

infacilitate the establishment of new commercial ventures 

Cape Verde and to coordinate the new investment approval
 
process.
 

- Recommendations for policy and administrative reforms which 

facilitate and ennance investment and export activity. 

- Strengthened public sector capacity to promote Cape Verde 

as an investment location. 

short-term
- Development of human resource capacity, i.e., 


training.
 

To achieve these outputs, the project will provide:
 

- Short-term technical assistance in areas ranging from 

export marketing advice for fishing cooperatives, to design 

and production of promotional materials such as investor 

handbooks and informational brochures. 

- Long-term technical assistance in the form of business 

policy analysis and information specialists, and 

specialists in investment prc.notion and advisory services. 

These individuals will assist in establishing and
 

maintaining the Center for Investment and Export Promotion.
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in-country and out-of-country training in marketing an 

business techniques for center staff, GOCV officials and local 
entrepreneurs. 

uncing for a project aaministrator operating under a personal
 

services contract.
 
-

as vehicles, computers, office equipment, ana
Commodities such 

puo lications.
 

'Ihe project is attempting to help Cape Verde move toward greater
 
self-reliance through the establishment of an export led econowy.
 

By the end of the project, there should oe a policy environment in
 

Cape Verde capable of supporting export-oriented enterprises and
 
activities which can create significant quantities of increased
 
foreign exchange and local employment.
 

The USAID/Cape Verce Small Program Strategy Statement of 1988 states
 
that two of the A.I.D. program's objectives in Cape Verde are:
 

- To increase the productivity of the Cape Verdean labor force; 
and 

- To promote private domestic savings for investment and 

encourage foreign investment in export diversification and 

expansion. 

This project addresses both of these objectives. Moreover, the
 

project is specifically designed to further A.I.D. goals in the
 

areas of technology transfer, institution-building, policy dialogue,
 

private sector development, and donor coordination.
 

this project
B. 	 Financial Summary: The life of project funding for 


is $4 million. The first year obligation is to be $1.4 million.
 

Estimated Budget
 

($000)
 

4 	 LOP
Cost Element 	 Year 1 Year 2 Year 3 Year 


404 2012
Technical Assistance 420 588 600 

162 	 560
Commodities & Equipment 200 109 	 89 


62 305
Training 	 90 61 92 

171 	 1123
Other (Studies, 406 352 194 


Seminars, Evaluation,
 
Audit, Local Salaries)
 

Total 1116 1110 1025 749 4000
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In addition, the Government of Cape Verde will contribute the local
 
in kind for local
 currency equivalent of $522,000 in cash and /or 


salaries and administrative expenses.
 

The ECPR 	confirmed that the
C. Committee Action and Findings: 

project was socio-economicaliy acceptable and tecnnically sound.
 

The ECPR determined, however, that the Project Paper's original
 

Economic Analysis did not provide sufficient data to estimate the
 

the Cape 	Verdean economy. A revised
project's long-term impact on 

the Project
analysis 	was provided and is included as annex 6A of 


a result
Paper. No conditions precedent or covenants were added as 


of A..I.D/W review.
 

criteria 	for Categorical Exclusion
This project meets the 

22 CFR
 pursuant 	to the provisions of 22 CFR 216.2 (c)(2)(i) and 


216.2 (c)(2)(ix) since the project consists exclusively of technical
 

assistance, training, commodity procurement, and studies. No
 
adverse
construction or other activities which could have an 


annex 4 of the Project

environmental impact will be undertaken. See 


Paper.
 

The Project Paper's Implementation Plan was carefully reviewed
 

by the Project Committee which concluded that the plan is realistic
 

and establishes a reasonable time frame for carrying out the project.
 

Section 611 (a) of the Foreign Assistance Act requires that,
 

funds, certain analyses be made concerning
prior to 	obligation of 

the technical, financial and legislative plans germane to the
 

See Annex 10
These requirements have been met.
project's success. 

of the Project Paper.
 

Since the Center for Investment and Export
D. Special Concern: 

this entire project, the
the focal point of
Promotion (CIEP) is 


Project Paper contains a Condition Precedent to initial 
disDursement
 

The CP calls for
 
specifically addressing creation of this entity. 


the Governme-it of Cape Verde to issue a letter of understanding
 
and providing for that organization's
establishing the CIEF, 


A related special covenant
 financial and administrative autonomy. 


states that the Government of Cape Verde will take all necessary
 

steps to 	create and maintain the CIEP as an autonomous 
legal
 

See the attached authorization.
entity. 


The project will be implemented through a 
grant agreement with
 

(d)
In the absence of a Section 121 
the Government of Cape Verde. 


qualified Cape Verdean entity, disbursement 
for all project
 

in local 	and foreign exchange will be handled 
by


expenditures 

USAID/Cape Verde through direct procurement 

methods in accordance
 

with Handbook 1, Supplement B.
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!he pro3ect Duaget provides $300,000 for in-ano out-of-country 
snort-term training for oOth government officials and CIEP staff.
 
-his training will cover introduction of more efficient procedures 
to improve the Cape VeraeEii export climate, and a range of
 
promotion, marketing and information services skills essential for 
the Center's successful operation. The Project does not provide for 
any long-term participant training. Complementary training 
supporting the project purpose will also be available through the 
regional human resources development portfolio. The statutory
 
checklists have been satisfactorily completed and are included as
 
Annex 11 of the Project Paper.
 

The Project design team and the Project Committee considered
 
the advisability of involving Gray Amendment organizations. It was
 
concluced that the most appropriate contracting proceaures for the
 

Project woul. be full and open competition. However, the
 
participation of Gray Amendment entities as either prime contractors
 

the Federal
or suocontractors in accordance with part 19 of 

Acquisition Regulations will be strongly encouraged.
 

The A.I.D. official responsible for the Project in Cape Verde
 
is Mr. Thomas Luche, A.I.D. Representative. Mr. John Burns of
 

AFR/PD/SWAP is responsible for the Project in AFR/PD.
 

III. Waivers: No waivers are requested in this Project.
 

Congress was notified at Annex
IV. 	 Justification to the Congress. 

1, Page 111 of the Congressional Presentation for fiscal year
 

1989. Determination pursuant to FAA Section 121(d) is not
 

required for this Project.
 

V. Recommendation: It is recommended that you sign the attached
 

Project Authorization and thereby approve life-of-project
 
funding of $4 million.
 

Attachments: 

1. Project authorization
 
2. Project Paper
 

Clearances
 

Draft 	 Date 8/14/89
AFR/PD/SWAP:MGilDert: 

Date 817/77T
AFR/TR:RCOBB Draft 


AFR/DP:JWestley Drft 	 Date 8/17/89
 

GC/AFR: PJohnson -2 	 Date ___-2 
Date 8/15/49AFe/SWA:RSimmons Draft1 


AFR/PD:Aharaing Draft Date 6/14/89
 

5743M
drafted by AF?/PD/SWAP:JBurns:spe:8/l4/6
9
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PROJECT AUTHORIZATION
 

Name of Country: CAPE VERDE
 

Name of ProJect: Export Development Services
 

Number of Project: 6.55-0014
 

.. Pursuant to Sections 105, 106 and 121 of the Foreign 

Assistance Act of 1961, as amended, and the section entitled 
the Foreign


aSuD-Saharan Africa, Development Assistance" 
of 


Operations, Export Financing, and Related Programs
 
I hereby authorize the Export
Appropriations Act, 1989, 


the Republic
Development Services Project (the 'Project') for 

of Cape Verde (GOCV or the Grantee), involving plannec 

exceed Four Million United States Dollarso,Dligations of not to 

(the 'Grant') over a period of
(JS $4,000,000)in grant funas 


four years and three months from the date of authorization,
 

suDject to the availability of funds in accordance with the
 

help in financing foreign
A.I.D. OYB/allotment process, to 

the project. The planned


exchange and local currency costs for 

is four years from the date of initial


life of the project 

obligation.
 

Cape Verde's private
2. The Project consists of support to 

to mitigate


sector through: (a) the provision of resources 

trade
export-assisted proauction,
constraints to expansion of 


the Center
 
and private sector participation, (b) creation of 


(the 'CIEP'), (c) support

for :nvestment and Export Promotion 


of GOCV policy and administrative reforms 
that facilitate
 

domestic and foreign investment and export 
activity, and
 

sector
 
(d) support of a strengthened public and private 


The Project will
 
capacity to promote investment in Cape Verde. 


assistance and
 
finance the costs of commodities, technical 


and other
 
consulting services, conferences, site 

visits 

achieve
 

educational activities, and other services 
necessary to 


Project purposes.
 

The Project Grant Agreement(s) which 
may be negotiated and
 

3. 
to whom such authority is delegated
the officer(s)
executed by 


in accordance with A.I.D. regulations 
and Delegations of
 

the following essential terms and
 
Authority shall be subject to 


terms
 
covenants and major conditions, together 

with such other 


and conditions as A.I.D. may deem 
appropriate:
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a. Source and Origin of Commodities, Nationality of
 
Services
 

Commodities financed by A.I.D. under the Project shall have
 
their source and origin in countries included in A.I.D.
 
Geographic Code 935, except as A.I.D. may otherwise agree in
 
writing. Except for ocean shipping, the suppliers of
 
commodities or services shall have countries included in A.I.D.
 
Geographic Code 935 as their place of nationality, except as
 
A.I.D. may otherwise agree in writing. Ocean shipping financed
 
by A.I.D. under the Project shall, except as A.I.D. may
 
otherwise agree in writing, he financed only on flag vessels of
 
countries included in A.I.D, Geographic Code 935.
 

b. Conditions Precedent
 

(1) First Disbursement. Prior to any

disbursement, or the issuance by A.I.D. of documentation
 
pursuant to which disbursement will be made, the Grantee will,
 
except as the Parties may otherwise agree in writing, furnish
 
to A.I.D., in form and substance satisfactory to A.I.D., the
 
following:
 

(a) A statement of the name of the person
 
holding or acting in the office of the Grantee empowered to act
 
on behalf of the Grantee, and of any additional
 
representatives, together with a specimen signature of each
 
person specified in such statement;
 

(b) Certified copies of the Foreign

Investment Law and the Industrial Development Law as passed by

the National Assembly, together with a statement that both such
 
laws have entered into force;
 

(c) Evidence that the appropriate Minister
 
has proposed to the Council of Ministers a Decree Law that:
 

(i) Creates the Center for Investment
 
and Export Promotion (CIEP) as a legal entity under Cape

Verdean law, possessing financial and adrinistrative
 
autonomy;
 

(ii) Proposes articles of
 
incorporation reflecting the character and structure of
 
the CIEP, including an advisory board composed of both
 
public and private sector advisors and an executive
 
director.
 

(2) Subsequent Disbursements. Prior to the
 
disbursement under the Grant to finance any expenses of the
 
CIEP, or to the issuance by A.I.D. of documentation pursuant to
 



- 3 

which disbursement will be made, the Grantee will, except as
 
the parties may otherwise agree in writing, furnish to A.I.D.,
 
in form and suDstance satisfactory to A.I.D., the following:
 

(a) A certified copy of the Decree approved
 
by the Council of Ministries and signed by the President which
 
creates the CIEP;
 

(b) A statement identifying the person who
 

has been appointed to serve as executive director of the CIEP,
 
together with a specimen signature of such person;
 

(c) A workplan signed by the executive
 
director of CIEP, which includes staffing and budget and other
 
activities to establish the CIEP as a functioning office.
 

c. Covenants
 

The Grantee covenants that:
 

(1) It will take all necessary actions to
 
maintain the CIEP as a legal entity under Cape Verdean law,
 
with financial and administrative autonomy and an advisory
 
board composed of puDlic and private sector advisors;
 

(2) Except as A.I.D. may otherwise agree in
 
writing, studies and other activities financed under the Grant
 
shall not be designed or used specifically to suppoct the
 
manufacture for export in direct competition with United States
 
exports, of textiles, apparel, footwear, handbags, luggage,
 
flat goods, work gloves, or leather wearing apparel.
 

ater Bo /inger
 

Assistant Admini :rator,
 

Clearances as Stated on
 
Action Memorandum
 

GC/AFR,PGJohnson/tim:2lAug89:79218:3052H
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AID Agency for International Development
 
BCV Bank of Cape Verde
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CIEP Center for Investment and Export
 

Promotion
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of Cape Verde
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GOCV Government of Cape Verde
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Development
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IQC Indefinite Quantity Contract
 
MDI Market Development and Investment
 

(Africa Bureau's Private Enterprise
 
Office)
 

NDP National Development Plan
 
OAR Office of the AID Representative
 

African Party for the Independence
PAICV 

of Cape Verde
 

PID Project Identification Document
 
PL-480 U.S. Public Law 480
 
PMU Project Management Unit
 
PP Project Paper
 
PRE AID's Private Enterprise Office
 

Personal Services Contractor
PSC 
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PVO Private Voluntary Organization
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Services Office/West and Central Africa
 

United Nations Commission for Trade
UNCTAD 

and Development
 

USAID United States Agency for International
 
Development
 

UNDP United Nations Development Program
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I. Recommendations and Summary
 

A. Recommendations
 

1. Grant Amount: A grant in the amount of $4,000,000 over a period
 
of four years is recommended for authorization in the fourth quarter of
 
FY 1989 to the Government of Cape Verde (GOCV) for the execution of the
 
Export Development Services Project as described in the following
 
sections of this Project Paper.
 

2. Waivers: As the source of funds for this project will be the
 
Development Fund for Africa, no procurement waivers are required. The
 
authorized source/origin of commodities and nationality of suppliers of
 
services (contractors) being procured under this project will be AID
 
Geographic Code 935, which includes Cape Verde However, the Project
 
intends to obtain such goods and services from the United States to the
 
maximum commensurate with responsible management of project financial
 
resources.
 

B. Summary Findings
 

The Project Identification Document (PID) for this project was submitted
 
in December 1988 and approved by the Executive Committee for Project
 
Review in AID/Washington on February 28, 1989. Concurrence in the PID
 
from REDSO/WCA was provided on January 27, 1989 (Abidjan 01734). State
 
109470 authorized the USAID to proceed to the preparation of a Project
 
Paper. The Project Paper will receive REDSO/WCA concurrence prior to
 
being submitted to AID/W for final approval. An Initial Environmental
 
Examin tion was submitted with the PID and a categorical exclusion was
 
approve.d by the Africa Bureau's Environmental Officer. All of the issues
 
raised in the PID review in AID/Washington have been satis factorily
 
resolved during the final project design.
 

The project has been determined to be economically, financially and
 
technically feasible. The GOCV agencies responsible for project
 
execution, with the support of project-provided technical assistance,
 
have been found to be adequate to provide the necessary administrative
 
capability for project administration. The A.I.D. Representative has
 
attested that the GOCV has the financial capability and human resources
 
necessary to maintain and utilize effectively the goods and services
 
procured under this project (611e certification). The project has been
 
reviewed to establish that sufficient planning and analysis have been
 

performed to provide a reasonable firm cost estimate to the U.S.
 
Government and reasonable assurance that necessary host country
 
legislation will be timely completed. Thus, the requirements of Section
 
611a of the Foreign Assistance Act, as amended, have been met.
 

Finally, the A.I.D. Representative has certified for 121(d) purposes,
 
U.S. funds will be made available to the host government.
that no 
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This project conforms with and supports both the GOCV's Development Plan
 
and the USAID's Small Program Strategy Statement. The Social Soundness,
 
Economic and Institutional Analyses indicate that the project will be of
 
substantial benefit to the population of Cape Verde who are expected to
 
be indirect beneficiaries of the project. The direct beneficiaries of
 
the project will be those individuals who are actually employed or are
 
trained by the project. Ultimate beneficiaries are expected to be the
 
unemployed and underemployed population of Cape Verde who will receive
 
training and employment as a result of the economic activities generated
 
by the project. Thus, the project confirms to Congressional requirements
 
that direct project assistance to the most needy.
 

The project meets all other applicable statutory criteria. The Statutory
 
Checklist can be found in Annex 11.
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C. Summary Project Description
 

The long-term goal of this project is to enable Cape Verde to earn
 
foreign exchange through an export-led growth strategy and increased
 
private sector participation in the economy. The purpose of the project
 
is to provide support to Cape Verde's private sector by mitigating
 
constraints to expanding export-oriented production, trade and private
 
sector participation. By the end of the project, there should be in Cape
 
Verde a policy environment able to support export-oriented enterprises
 
and activities which can create significant quantities of increased
 
foreign exchange and local employment. The cost of the project will be $
 
4 million over a four-year life-of-project with $ 1.4 million obligated
 
in the first year.
 

The project has three planned outputs:
 

1. The Creatipn of a Center for Investment and Export Promotion;
 

2. Recommendations for Policy and Administrative Reforms;
 

3. Strengthening Capacity to Promote Investment in Cape Verde; and
 

4. Development of Human Resource Capacity.
 

In order to accomplish all four of these outputs, a Center for Investment
 
and Export Promotion is to be established. The CIEP will be an
 
autonomous institution with both public and private sector
 
participation. Its activities will be divided into three sectors:
 

1) Research and Policy/Project Analysis
 
2) Promotion and Marketing
 
3) Technical Advisory Services
 

Several activities and studies to assist the GOCV to actively promote
 
export-oriented investment activities are expected to be initiated both
 
before and after the CIEP is established. These will involve the
 
provision of short-term technical assistance and studies on a number of
 
subjects of vital interest to Cape Verde, including: transshipment,
 
export processing zones, information services/teleport, fishing, tourism,
 
Customs revision, and relevant preferential access agreements. The
 
project calls for two long-term U.S. technical specialists within the
 
CIEP who will advise the CIEP staff on the establishment and development
 
of all aspects of investment and export promotion. In addition, they
 
will help facilitate and coordinate the provision of AID resources to be
 
used for training, studies, short-term TA, and the attendance at
 
conferences, seminars and trade missions by public and private sector
 
individuals.
 

The project has been closely planned with the GOCV, in particular the
 
Ministry of Cooperation and Planning which is the sponsoring ministry.
 
The project has also been closely coordinated with other donors,
 
particularly the UNDP and the World Bank which have supported related
 
activities in the recent past and maintain an active interest in the
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progress of the program for export and investment promotion.
 

D. Alternate Approaches to Project Design:
 

The large number of complex variables underlying the Cape Verdean economy
 
no
make it difficult to design a cohesive project strategy. In fact, 


project could hope to address all of the issues relating to generating
 
foreign exchange and employment, as well as increasing the role of the
 
private sector. At a conceptual level, assistance in investment and
 
export promotion could follow two basic formats. On the one hand, the
 
project could have focused solely on the creation of an investment and
 
export promotion center. In effect, this strategy would have fostered a
 

to
demand for increased export-oriened investment, along with helping 

improve the overall business environment. On the other hand, the project
 
design could have concentrated on the supply side; thereby allowing the
 

Cape Verde economic environment to be strengthened through the
 
development of specialized mechanisms such as a transshipment center,
 
teleport, or export processing zone.
 

The problem with either of these approaches alone is that they focus on
 

only one side of the issue. Pure promotional activities, without the
 

establishment of mechanisms to attract investment, are likely to result
 
Cape Verde, but the
in a situation where investors are attracted to 


nation cannot ultimately provide the necessary facilities for success.
 

This failure to meet private sector-oriented needs would merely set the
 

stage for a languishing program. Thus, the need for a multi-faceted
 

approach encompassing promotion, research and policy development,
 

institutional strengthening, and the coordination and/or preparation of
 

identification, prefeasibility, and feasibility studies for the creation
 

of investment and export-generating mechanisms.
 

There were also a number of alternatives in terms of the CIEP itself.
 

Instead of creating an altogether new organization, the project paper
 

team considered funding an already existing institution such as the
 
The IPU, which is part of the Ministry
Industrial Promotion Unit (IPU). 


a key role in the development
of Industry and Energy, has already played 

of investment-oriented legislation. Despite this sic ificant
 

achievement, the IPU has been constrained by inter-ministerial
 
As this project envisions a number of activities outside the
rivalries. 


formal scope of the Ministry of Industry -- transshipment, teleports,
 
was decided that the promotion
tourism, and fisheries for example -- it 


center needed to claim a wider mandate.
 

The USAID and the project paper team similarly considered funding the
 
a vehicle to
soon-to-be established National Chamber of Commerce as 


investment and export activities. This organization is intended
promote 

Two factors ruled
to represent private sector interests in Cape Verde. 


out the Chamber as the focus for the project. Firstly, the present
 

statute to establish the Chamber is considered to be somewhat vague and
 

gives the GOCV wide latitude over the organization's actions. In
 

is difficult to measure the representational strength of the
addition, it 

private sector within the Chamber since public and parastatal
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organizations will also be allowed membership. Secondly, even the likely
 
private sector members of the Chamber have limited experience in
 
investment and export promotion. For these reasons, USAID and the
 
project design team decided against establishing the promotion center
 
within the National Chamber of Commerce in order to create a wholly new
 
institution that can be properly organized, autonomous, and remain
 
largely outside of inter-ministerial rivalries.
 

Another factor considered was the appropriate placement of the CIEP on
 
the GOCV organization chart. As discussed above in regard to the
 
Ministry of Industry, placement of the CIEP within any one ministry would
 
limit its ability to carry out its functions with other relevant
 
ministries. This is critical, as much of the technical advisory service,
 
research and policy development functions require amiable relations.
 

Good relations among the relevant ministries are important, and because
 

of this, having the CIEP report to an interministerial economic council
 

was discussed, but rejected. Promotional agencies in other developing
 
countries that report to similar councils have been hampered by a lack of
 

To allow CIEP to maximize its power and flexibility,
strong direction. 

the recommendation of the creation of an autonomous organization outside
 

the control of any one ministry has been accepted by the GOCV.
 

Lastly, the team faced the issue of the composition of the Advisory
 

Board. It was felt by the project team that an Advisory Board solely
 

composed of private sector representatives would have little influence
 
and thus restrict tne organization's ability to offer technical advisory
 

On the other hand, it was
services or offer policy recommendations. 

more than government
important that the Advisory Board consist of 


representatives from the appropriate ministries and agencies; private
 
the success of this project. Hence, USAID and
sector input is vital to 


the project design team believe that both public and private sector
 
for this project in the
representation is appropriate and advantageous 


Cape Verdean context.
 



- 6 -


E. Relationship to Overall AID and GOCV Goals
 

The USAID/Cape Verde strategy, as presented in the Small Program Strategy
 
Statement of 1988, views the basic problem of the Cape Verdean economy as
 
one of a lack of foreign exchange earnings resulting from a poor resource
 
base and low labor productivity. The strategy, Lherefore, seeks to
 
accomplish the following three objectives:
 

- increase the productivity of the Cape Verdean labor force;
 

- promote private domestic savings for investment and encourage
 
foreign investment in export (foreign exchange earning capacity)
 
diversification and expansion;
 

- improve the agriculture and natural resource base to maximize
 
agricultural exports and enhance the "platform" on which other
 
export-oriented development can occur.
 

This represents an evolution of the prior strategy by adding a critical
 

element of foreign exchange earning capacity and private sector
 
and agricultural
development to earlier investments in natural resources 


development. It also supports the liberalization process in the economy
 

and offers a broad range of opportunities fof policy dialogue. The
 

principal activities of the AID program, including this project, are
 

being focused on these three key objectives.
 

This strategy was accepted by AID/Washington during the June 1988 ABS
 

review and approved in State 188367 of June 11, 1988.
 

The Export Development Services project is consistent with the above
 

described strategy and, moreover, is specifically designed to further AID
 

goals in the areas of technology transfer, institution-building, policy
 

dialogue, private sector development, and donor coordination.
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F. Maior Issues:
 

During the PID review a series of issues were raised concerning the
 
proposed project described in the PID. The project described in this
 

Project Paper has responded constructively to all these concerns.
 

1. Scope of the Proiect. The ECPR concluded that the scope of the
 
project outlined in the PID was too broad and that private sector support
 
not 	related to export activities should be excluded. Support of these
 

The focus of the
activities are not included in the final project. 

project is exclusively on the development of export-oriented activities.
 
While much of the project's activities are devoted to investment
 
promotion, this is done to develop new export industries, since the
 

not currently have the capability to
existing domestic economic base does 

significantly expand export production or revenues. Given the continued
 

private sector orientation of the project, the local private sector's
 

efforts to develop.export industries, alone or through joint-ventures,
 
are also supported.
 

2. Plased Implemntat±ion. The project as described in the Project
 

Paper 	follows a phased implementation of activities similar to that
 
Rather than supporting the implementation
recommended in the PID review. 


of export activities before their feasibility is fully understood, the
 

project concentrates on the generation of information on export
 
a business environment that is conducive to
industries and the support of 


the development of competitive export industries.
 

The major focus of the project is the development of an investment and
 

export promotion institution that will provide three primary functions:
 

policy and project analysis to support export industries; direct
 
and advisory
promotion of investment in and exports from Cape Verde; 


services for investors to provide information and to facilitate
 

investment approvals. This export and investment promotion center will
 

resources to allow it to respond to changing conditions
be provided with 

are provided in a phased
and opportunities. In addition, resources 


the initial stages, efforts will concentrate on
manner, such that in 

initial studies and procedural
staff development and follow-up 	work to 


the Center will have the
reforms. If successful in these efforts, 

capability to support specific export projects, and devise more extensive
 

promotional campaigns.
 

Specific export projects such as export processing zones, inLormation
 

services/teleport and fisheries development are also supported under the
 
limited to market and feasibility
project, but initial support is 


Only when the results from these and other necessary
analyses. 

are completed and reviewed, will decisions to move
subsequent analyses 


In any case, the EDS project will
forward on implementation be taken. 

provide funds only for technical assistance, studies and training in
 

come
 
support of these projects. Capital investment support will have to 


from private, government or other donor sources.
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3. Donor Cooperation. The project design team has reviewed closely
 
the current and planned activities of other donors. Based on this review
 
the project has been designed to complement their current programs in
 
support of private sector and export development and to allow future
 
programs in this area to build upon the pathbreaking role of the EDS
 
project. Smaller programs will be able to provide technical assistance
 
training and trade promotion support through CIEP, while larger programs
 
could provide funds for the more expensive physical infrastructure that
 
may be necesary for some export programs, such as an industrial estate
 
export processing zone. Other donor representatives universally and
 
enthusiastically support the objectives and mode of the EDS project. In
 

indicated that they have tentative p.ans for complementary
addition, some 

new programs.
 

4. E.iect Manaaement. Following PID review recommendations, a
 
full-time project-financed PSC to oversee project administration and the
 

This person will be
utilization of USAID resources will be selected. 

located in Praia for the full duration of the project and will be hired
 

as soon as possible after the project agreement has been signed. (See
 

Section III. A. Project Organization and Management.)
 

5. Financial Markets. Financial markets are in need of reform in
 

Cape Verde. The primary problem is the lack of competition to the
 
as
banking monopoly of the state-owned Banco de Cabo Verde, which serves 


the country's central bank, development bank and commercial bank. While
 

the lack of competition in the financial sector is an obstacle to private
 
are not
sector growth, the conditions faced by the local private sector 


as dire as was reported in the PID. The vast majority of credit goes to
 

the private sector, even though industry is dominated by the public
 
The most recent Banco de Cabo Verde figures indicate that over
sector. 


the private.
two-thirds of the net credit disbursed since 1984 has gone to 

(See Annex 8, Private Sector Environment, for more details on
sector. 


financial services to the private sector.)
 

to credit, financial services
While the private sector does have access 

are poor. Delays for loan processing and access to foreign exchange are
 

insurance facilities are
unnecessarily long, and no export financing or 

The EDS project will provide technical assistance and
available. 


training to help the Banco de Cabo Verde establish these services.
 

It should be noted that the GOCV recognizes most of the problems in the
 

financial sector and has taken some tentative steps to correct them. In
 

December 1988, constitutional changes were adopted that ended the
 
the banking and insurance industries. While no
mandated state control of 


the local market and compete with the Banco de
private banks to serve 

Cabo Verde have yet been established, they are now legally possible. In
 

addition, the GOCV is proceeding with a program to establish an offshore
 

banking sector.
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6. Monitorina and Evaluation. A thorough and timely monitoring and
 
(See Section
evaluation program has been built into the project design. 


III. D., Monitoring and Evaluation Plan.) In addition to providing
 

timely and periodic reports to USAID on project progress and the
 
a
effectiveness of USAID inputs, the M&E plan includes the development of 


management information system at CIEP. This MIS system will be fully
 

integrated into the operations of CIEP to allow for continuous monitoring
 
to this system
and evaluation of CIEP activities. Access the databank of 


will also i:: rove the effectiveness of the more extensive mid-term and
 

final project evaluations.
 

One of the major questions that had to
7. Institutional Analysis. 

be resolved in the design of the EDS project has been the institutional
 

After a thorough review of options,
focus and location of the project. 

it was determined that the most effective means to meet the project's
 

objectives was through the establishment of a new autonomous joint
 

public-private agency dedicated to investment and export promotion (see
 

Alternative Approaches and Strategies). This agency would provide the
 

GOCV with the necessary institutional focus that its current export
 
In addition to meeting institution-building
development strategy lacks. 


objectives, the creation of CIEP also provides USAID with a vehicle to
 
to other GOCV agencies and the private
effectively channel resources 


sector which should be involved in a successful investment and export
 

development program.
 

8. Taining. Training will play an important role in the EDS
 

project. The lack of certain managerial skills and marketing experience
 
industries by the
is a significant obstacle for the development of export 


learn
local private sector. Government officials also need training to 


more efficient procedures to improve the export climate. Finally, CIEP
 

formal training in a range of promotion, marketing
staff will need some 

The EDS project will provide support in
and information services skills. 


The budget provides for $300,000 of training, to be

all these areas. 

provided on short-term basis in- and out-of-country. No long-term
 

participant training is included. Complementary training supporting the
 

prrjject purpose will also be available through the regional human
 

re!ources development portfolio (HRDA, AFGRAD, etc.).
 

9. Public and/or Private Implementing Agencies. During the project
 

design, the effectiveness of private sector organizations were
 
at this time, no private sector
evaluated. It was determined that 


organizations with the capabilty to undertake effective investment and
 
The nascent National Chamber of
 export promotion activities exist. 


Commerce has not yet been established and the rocus and make-up of the
 

Given the absence of an effective private
organization remain ambiguous. 

decided to help establish a new autonomous
 sector organization, it was 
 It was also
and export promotion agency.
joint public/private investment 


determined that no existing government agency or ministry 
had the
 

locate these functions in one
 
necessary capabilities. Moreover, to 


ministry could lead to inter-ministerial rivalries that would reduce the
 

(See Annex 7 Institutional Analysis
effectiveness of the organization. 

for the institutional framework
 for a detailed description of the reasons 


of the project.)
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Although no private sector organization was deemed capable of being the
 
primary implementing institution of the project, the private sector wi1l
 
play a very important role. The private sector will have significant
 
representation on an advisory board of the CIEP. In addition, project
 
resources will be channelled directly to the private sector, largely
 
through the Advisory Services section of the CIEP. Support for
 
development at the Chamber of Commerce will also be provided through the
 
CIEP as appropriate.
 



II. PROJECT DESCRIPTION
 

A.
 

Cape Verde is an archipelago of ten fairly widely separated islands about
 
400 miles cff the coast of Senegal. The total land area of the islands,
 
only nine of which are inhabited, is 1522 square miles, about the size of
 
Rhode Island. Total estimated populatior is approximately 360,000. The
 
capital (Praia), the main industrial center and seaport (Mindelo), and
 
the international airport (Sal Island) are all on different islands in a
 
triangular configuration separated by 135 miles or more of ocean. In
 
general, the islands lie in the Sahelian climatic zone. Winds carrying
 
dust from the Sahara sweep the islands for several months each year.
 
Cape Verde has recently suffered from a severe drought which lasted from
 
1967 to 1985.
 

Cape Verde became independent from Portugal on July 5, 1975 and has been
 
governed by a moderate civilian regime under the leadership of President
 
Aristides Pereira since that time. For the first five years of its
 
existence, Cape Verde was in a union with Guinea-Bissau which ended
 
following a coup in Guinea-Bissau in 1980. The country possessed a
 
significant number of experienced administrators at independence compared
 
to the other Portuguese colonies and it has since enjoyed political
 
stability and a virtual absence of corruption.
 

The development strategy of the Government of Cape Verde prior to and
 
during the 1982-85 period of the First Development Plan aimed at
 
"attaining maximum rates of economic growth consonant with internal and
 
external financial stability." Activities, therefore, concentrated on
 
necessary infrastructure development and on creating a capable
 
administration. The current Second Development Plan (1986-90) is similar
 
to the First Plan but focuses more specifically upon balancing regional
 
development, encouraging private savings and investment, and promoting
 
production in areas where Cape Verde has a comparative advantage. The
 
Second Plan also pays more attention to selecting projects that will have
 
an immediate or near-term impact on economic growth and exports.
 

The economy can also be characterized by the scope and depth of its
 
problems. The country has no mineral or fuel deposits. Export receipts
 
only cover some 3 to 7 percent of import costs and the country imports
 
from 70 to 90 percent of its food needs. Most of the food needs are
 
covered by international donor assistance. Aid inflows from foreign
 
assistance programs plus emigrant remittances sustain this massive trade
 
deficit. Foreign aid finances almost all government investment and the
 
internal deficit has amounted to about one-half of Gross Domestic Product
 

(GDP) in some years. GDP was approximately $145 million in 1986 and GDP
 
per capita was, therefore, about $415. In spite of the problems of
 
extended drought, limited endowment of productive land and natural
 
resources, and relatively high dependency on external support, economic
 
progress has been more than satisfactory. The real GDP per capita growth
 

to
rate was 5.3 percent from 1973 to 1983 and 5.9 percent during the 1980 


lIp
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1986 period. The composition of GDP has gradually shifted toward
 
and transport and away from agriculture during this period.
commerce 


Moreover, there has been significant social progress since independence.
 

Early success in expanding primary education has provided a strong basis
 

for the current program of adult literacy which currently stands at 40
 

percent. Health conditions in Cape Verde are gcod in comparison to other
 
at similar per capita income levels. Life _xpectancy is among
countries 


the highest, at 63 years, for any country in this category. At 70 per
 

1000, infant mortality is fairly low and the ratio of doctors per 1000
 
There is little malaria or other
population is well above average. 


tropical diseases.
 

This relative success has been attributed to several factors:
 

Prudent economic policies and careful management of public finances
1. 

by a well-led and stable government in a politically moderate, mixed
 

economy.
 

Favorable geograpi~c location in the trans-Atlantic shipping and air
2. 

to international ships and
transport lanes. Cape Verde provides services 


Public investments in
airlines, including major ship repairs. 

infrastructure development for the service sector have been primarily
 

used for developing the infrastructure for these services.
 

from Cape Verdeans who have either emigrated
3. Substantial remittances 

or temporarily live or work overseas. Remittances (about $25 million per
 

year) have amounted to about 20-30 percent of the GDP each year since
 

independence and they are a major contributor to GNP and other growth and
 

social development aspects of the economy.
 

Stable currency and domestic price stability. The Cape VErdean
4. 

Escudo is freely traded within the country and its exchange rate is
 

pegged against the currencies of its major trading partners. The Escudo
 
its real effective
devalued by about 26 percent from 1980 to 1986 but 


remained constant during the same period. There is no
exchange rate 

black market 	currency exchange in Cape Verde. Prices of goods and
 

almost entirely market determined. With few exceptions, the
services are 

set prices nor provide direct subsidies.
government does not 


5. Prudent government use of foreign assistance for development
 

investment purposes and efficient selection and management of public
 
Cape Verde has kept its debt service
investment programs and projects. 


strong.
obligations low and its overall balance of payments position is 

review its
The government relies on the IMF, the World Bank and donors to 


Cape Verde welcomes IMF advice
development plans and economic policies. 

but has not yet had to avail itself of that organization's lending
 
facilities.
 

Foreign assistance grants and food
 
6. Self-reliant rural development. 


finance labor-intensive
aid for local currency generations are used to 


soil and water conservation and management activities and other rural
 
As much as 86 percent of the funds


works and infrastructure projects. 

from foreign 	assistance and food
for rural investment projects now come 
 and
 

aid programs. Only about ten percent of the food is given away free, 
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that is only for the very poorest and most needy segments of the
 

population.
 

As a direct result of these policies and practices, Cape Verde's economic
 

performance has been impressive. Inflation has declined from 18-21
 
to 14 percent in 1984 and 8
percent in the late 1970's and early 80's 


percent in 1986. Lower inflation over the past three years, together
 

with an increase of 3.5 percent in savings interest rates, has increased
 

domestic savings and remittances held in savings accounts. The interest
 

rate on savings deposits had been a constant 6.5 percent since
 
interest
independence and, given inflation, this meant negative real 


Credit interest rates were also increased to more
rates on savings. 

leading to more efficient resource
positive real levels in December 1985, 


allocation and fewer imports of non-essential goods.
 

revenues have also been increasing about 20-25 percent per
Government 

and a
 year since 1985 because of recent improvements in tax collections 


ad-valorem tariffs on imports of nonessentials. Tax
switch from fixed to 

revenues are derived primarily from Customs, which provides about half of
 

the government's revenue.
 

a very few
Government market interventions are limited to the control of 


basic consumer goods, monitoring wholesale and retail markups, and
 
fees. Except for
subsidizing electricity, water and public transport 


power and desalinization, parastatals are intended to be profit making
 

and to operate without direct subsidies.
 

to foster economic growth, promote greater efficiency and
In an effort 

three major reform
increase labor productivity, the GOCV is carrying out 


An
 
programs aimed at improving the performance of the existing system. 


agrarian reform, having already redistributed former Portuguese
 

and capped rents payable by tenants, is now initiating a
plantations 

consolidation of scattered plots through a process of survey 

and
 

focusing upon teacher training and
registration. An education reform is 

Some 90 percent of children ages 7-10 are


increased literacy rates. 

enrolled in school but overall literacy is still only 40 percent. A
 

being carried out and increased attention is
 program of adult literacy is 


being paid to the high drop-out rate following the compulsory first four
 

The third major reform concerns public administration. In spite

grades. 


the past decade in both their numbers and real
 
of the steady decline over 

wages, the civil service remains honest and relatively capable. 


The
 

structure will be reorganized and
reform envisages that the parastatal 


redirected toward greater efficiency.
 

now undergoing a period of major policy
More importantly, the country is 
The
 

reform, including a significant opening towards the private 
sector. 


recently concluded Third Party Congress of the PAICV debated 
and endorsed
 

this new approach which is expected to have a long-term impact on the
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progress of the project. While it is difficult to gauge the importance
 
of policy pronouncements in the political arena, it is nevertheless
 
significant for a single party state with a strong social program.
 
Moreover, it is equally significant that representatives of the major
 
commercial associations were invited to address the Congress, and that
 
their input was listened to. In the past, the organized private sector,
 
as represented by these associations, was isolated from government policy
 
debates, and often at odds with the government concerning their principal
 
sphere of activity, the importation of consumer goods. Other developing
 
countries, when forced by necessity to open and liberalize their
 
economies, have often done so without the kind of commendable public
 
reorientation of economic policy as is now occurring in Cape Verde
 

A similar public commitment to the creation of viable export industries
 
and services also represents an important change in policy emphasis.
 
Beyond a mere public relations level, the government has taken concrete
 
steps to realize this initiative. Many of these steps are still in the
 
early stages of formulation, including conceptual definition, the
 
drafting of legislation, and obtaining of consensus and agreement among
 
the entities involved and which are subject to differing perspectives
 
from various elements within the government. The principal initiatives
 
relevant to this project include the following:
 

1) 	Reduction of parastatal role. The government is pragmatically
 
considering the reduction of its participation in some parastatals,
 
for example, the shipping companies. In others such as the clothing
 
producer, Morabeza, it has reduced a former majority position to that
 
of a minority one. While this does not represent an across-the-board
 
policy of privatization, and several state-owned enterprises have
 
even increased their sphere of activity, it is evidence of the
 
government's flexibility to reduce the parastatal role when it
 
appears to be an effective approach to management problems.
 

2) 	Steps leading to the development and approval of a foreign investment
 
code. As of May 1989, the GOCV was in the process of approving such
 
a code as well as an external industrial investment law and statute
 
which have been under study and development for some time and which
 
will constitute the basis for future foreign investment. Their
 
approval by the National Assembly is expected to take place in June
 
1989. The lack of a defined set of "rules of the game" has long been
 
an obstacle to the attraction of foreign private investment. While
 
the government has been able to negotiate the terms of investment
 
with major foreign investors on a case-by-case basis, the lack of a
 
defined code has been a deterrent to the ability of local firms to
 
attract joint venture partners, and to small and medium investors who
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might have been interested in Cape Verde. This legislative package
 
provides the basis for a unified set of incentives to promote export
 
industries, small enterprises, artisanal and cooperative sectors,
 
"new" industries, and enterprises located outside the principal
 
population centers. This legislation should improve the investment
 
climate considerably from a regulatory standpoint, and go a long way
 
towards the rationalization of an otherwise complex and constrictive
 
legislative framework for business inherited from the colonial
 
administration.
 

3) 	Revised Customs legislation for "industrial entrepots." This new law
 
is being developed with a view to implementing a set of regulations
 
which promote export industries. Its principal elements include the
 

suspension of duties on goods to be assembled or otherwise processed
 
for re-export and other measures.
 

This new law will p-rmit the establishment of
4) 	Offshore Banking Law. 

offshore banking in Cape Verde. Although Cape Verdean citizens are
 

not 	permitted to take advantage of this legislation, it is
 
nevertheless indicative of Cape Verde's interest in opening its
 
economy to the outside world. Foreign banks have begun to take some
 

interest in this new provision of the law and have made serious
 
inquiries.
 

These specific policy initiatives appear to be pragmatically developed
 

and 	formulated. The export incentives and foreign investment
 

regulations, for example, were developed with outside technical
 
Useful advice was provided by key business community members
assistance. 


from Mauritius and site visits by GOCV representatives to Senegal,
 

Tunisia and Mauritius. They contain the foundation for the attraction of
 

foreign investment and the creation of viable export industries such as
 

100 percent foreign ownership, capital repatriation, duty
provision for 

exemption on imports for the export sector, a pragmatic set of labor
 

These policy reforms
regulations, and efficient use of tax exemptions. 

provide the framework within which the Export Development Services
 

Project can function effectively.
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B. Other Related Donor Proiects
 

The GOCV has informed the donor community that the World Bank and USAID
 

are being asked to play the leading role in the development of the
 

private sector in Cape Verde. In addition, UNDP agencies have and will
 
on
continue to be involved in private sector and export support programs 


a smaller scale. All of the donors so far involved in these areas have
 
expressed a strong willingness to coordinate their activities with
 
USAID. This coordination should enhance the effectiveness of each
 
donor's program.
 

The World Bank (IDA) and the UNDP provided an SDR 4.1 million credit to
 

Cape Verde in 1985 with the aim of improving the country's capacity to
 

identify, prepare and promote industrial projects. Under the project,
 
the Bank of Cape Verde to appraise
technical assistance was provided to 


and finance projects. A line of credit of SDR 3.2 million was set up in
 
As of May 1989, the entire
the Bank for small-scale industrial projects. 


line of credit had been committed. Under the same project, technical
 
(IPU) in
assistance was also provided to the Industrial Promotion Unit 


the Ministry of Industry and Energy to identify and promote projects.
 

The IPU has been instrumental in drafting the new foreign investment
 

legislation.
 

The UNDP/UNCTAD is supporting a two-year project within the Ministry
 

of Commerce to encourage exports. The project's objectives are to: i)
 

develop the exports of products currently manufactured in Cape Verde for
 

which excess capacity is believed to exist; ii) develop concrete
 

legislative, administrative, and financial measures to encourage export
 

a national body of officials trained in
activities; iii) help develop 

access
international trade procedures especially preferential 


etc.;
opportunities offered by the EEC, Lome Convention, ECOWAS, U.S., 

as
and iv) institutional support within the Ministry as well 


interministerial coordination.
 

In light of rapidly changing export promotion legislation and policy,
 

and other proposed and existing projects, the UNDP/UNCTAD is refocussing
 
new
the project's objectives toward training of nationals in 


As such, visits have been proposed
non-traditional export activities. 

Jamaica and the Dominican
for Cape Verdean trade officials to Barbados, 


models for Cape Verde's
Republic. These countries could serve as 


development of non-traditional export activities, through the use of
 

export processing zones, teleport/information services, tourism and
 

The UNDP/UNCTAD program is complementary to
transshipment activities. 

the export enhancement efforts proposed in this project.
 

A pilot program to promote small-scale industry in Praia and Mindelo is
 

starting up in 1989 under the supervision of the Ministry of Industry and
 

Energy. The project is being funded by the Government of Switzerland
 
are skills development,
with ILO implementation. Project goals 


generation of productive employment, and diversification of production.
 

receive support are bakeries, furniture-makers and

Microenterprises to 

car repair shops.
 

'7o
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C. Goal and Purpose of the Proiect
 

The long-tern goal of the Export Development Services Project is to
 

enable Cape Verde to earn foreign exchange through an export-led growth
 

strategy and increased private sector participation in economic growth.
 

This cannot be accomplished within the limited timeframe of the project;
 

in spite of remarkably rapid progress on the part of the GOCV, a minimum
 

of ten years will be required in order to achieve that objective.
 
project is merely the first phase of what is expected
Consequently, this 


to evolve into a broader program of support. That eventuality will be
 

largely conditioned both on success in this project and on the progress
 

of Cape Verde in evolving toward an economy more open to the private
 

sector and foreign investment.
 

Progress toward accomplishment of the goal will be indicated by greater
 

economic activity of the private sector, particularly as indicated by an
 

increasing level of exports. Measurable indicators of progress will
 

include:
 

1) the value of exports of goods and services both as a percentage over
 
2) the amount of exports as a
previous levels and in absolute terms; 


percentage of the GNP; and 3) the other traditional measures of econcmic
 

progress such as higher per capita and national income.
 

Progress toward goal achievement is contingent upon the following set of
 

1) that the GOCV will continue to remain open to private
circumstances: 

and initiatives; 2) the continuation of political
sector development 


stability and responsible government and 3) adequate levels of foreign
 

assistance being maintained.
 

to Cape Verde's private
The purpose of the project is to provide support 


by mitigating constraints to expanding export-oriented production,
sector 

trade and private sector participation. At the end of the four-year span
 

this project, there should be existent in Cape Verde established
of 

institutional structures able to provide significant quantities of
 

foreign exchange and local employment. Achievement of success will be
 

contingent upon the Government of Cape Verde continuing to foster
 
as has been the case recently.
appropriate foreign investment policies, 


(World Bank, the United Nations,
It will also require that other donors 


ADB, etc.) continue to actively support related private sector
 

development activities.
 



D. 	 Project Outputs
 

In its efforts to promote economic growth and reduce economic
 
dependency in Cape Verde, the project will address a broad spectrum of
 
issues and conditions related to investment and commercial activity.
 
Project outputs, which are to be both qualitative and quantitative in
 
nature, will include:
 

1) 	 The creation of the Center for Investment and Export Promotion;
 

2) 	 Recommendations for policy and administrative reforms which
 

facilitate and enhance investment and export activity:
 

3) 	 Strengthened public and private sector capacity to promote Cape
 
Verde as an investment location; and
 

4) 	 Development of human resource capacity.
 

The most critical component of the project activity contributing to
 
these outputs will be a program of institutional development aimed at
 
facilitating pre-investment decision-making and the investment approval
 
process. Past experience elsewhere in the developing world suggest the
 
quantifiable results may be modest during the earliest years of the
 
project. However, in addressing the sequence of conditions and
 
procedures necessary for investment promotion, the project will initially
 
improve efficiency of the investment process. This, in turn, may evolve
 
into yet a further marketable aspect of the Cape Verdean investment
 
environment.
 

1. 	 Institutional Development
 

The project will assist GOCV efforts to increase export activity by
 
helping to establish and manage a national Center for Investment and
 
Export Promotion.
 

The CIEP will be an autonomous institution with a mandate to
 
facilitate the establishment of new commercial ventures in Cape Verde and
 

to coordinate the new investment approval process. The GOCV will be
 
assisted in establishing the Center as a central clearing-house for new
 
investments, particularly for export-oriented industry.
 

Oversight of the Center will be provided by an Advisory Board, which
 
may include representatives of GOCV ministries (e.g. Industry, Commerce,
 

Agriculture, Finance), relevant agencies (Customs Service, Bank of Cape
 
Verde), and of the local business community (e.g. Chamber of Commerce,
 

Sotavento and Barlavento island business associations).
 

The Center, which will include a headquarters in Praia and a field
 

office in Mindelo, will be composed of three functionally-oriented
 

divisions, corresponding roughly to the sequence of concerns and
 

processes that are critical to the achievement of the project purpose:
 

-50
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a. the Project and Policy Development Division will be responsible
 
for studies, market research, management information systems,
 
monitoring and evaluation, policy analysis and development;
 

the Promotion and Marketing Division will provide assistance to
b. 

governmental and private organizations, facilitating efforts to
 
attract and inform prospective international and domestic investors;
 

the Advisory Service Division will provide assistance to
c. 

investors and GOCV agencies by facilitating the investment approval
 

process and by providing training to public officials and private
 
entrepreneurs.
 

It is expected that by the end-of-project CIEP will have developed
 

and implemented self-financing mechanisms to increase the financial
 

independence of the Center. These mechanisms could include local and
 
fees and payment for services. While these
foreign private sector member 

be expected to end the Center's dependence
sources of revenues should not 


income, they could contribute significantly to
 upon outside sources of 

meeting the CIEP's operating expenses.
 

2. Recommendations for Policy and Adminstrative Reforms
 

In establishing an information management system, the project will be
 

from GOCV and commercial organizations
well-placed to respond to requests 

to monitor and evaluate the Cape Verdean business climate. The Policy
 

and Project Development Division of the CIEP will coordinate specific
 

sectoral marketing studies (described eslewhere in the PP), evaluations
 

of commercial policies, regulations and procedures, and recommendations
 

for reforms. This assistance may arise form requests by particular
 

the GOCV, or the domestic or international
ministries or agencies of 

business community. Problems identified by the monitoring and evaluation
 

such analysis.
efforts of the project might also become the object of 


on the definition of the

The effectiveness of the CIEP is conditional 


CIEP as an autonomous body having a significant role to play in the
 

country's economic life. This. relatively activist status will allow the
 

CIEP to be instrumental in providing governmental and parastatal
 

the business community, with credible and
authorities, as well as 

improve the efficacy of investment and export
pragmatic guidance to 


policies and procedures.
 

Promote investment in Cape Verde
3. Strengthening Capacity to 


At the present time, Cape Verde's competitive merits as an investment
 

location remain largely undefined and unpromoted. No single promotional
 

to facilitate the efforts of

philosophy or strategy currently exists 

the
 

and business organizations to attract

variety of government agencies 


enhance markets for existing products and services.
investment or 
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In order to compensate for this deficiency, the project will assist
 
the GOCV to formulate both information resources and marketing st:ategies
 
for promotional efforts. The guiding tenet for this aspect of project
 
activity will be that the highest rate of return on promotional efforts
 
will likely result form marketing to specific sectors of international
 
business for whom Cape Verde offers particular advantages. This approach
 
will enable the GOCV to avoid high-cost general promotion efforts of the
 
type that have produced poor results in other developing nations.
 

Technical assistance toward this end will concentrate, first, on the
 
establishment of a reliable data base within the Policy and Project
 
Development Division of the CIEP, allowing it to respond to the
 
information needs of prospective investors and GOCV policy-makers.
 
Secondly, assistance will be provided to the Marketing and Promotion
 
Division for the development of a pragmatic, cost-effective promotional
 
strategy. This effort will initially concentrate on addressing the needs
 
of investors who have already made the decision to evaluate prospects for
 
specific projects in Cape Verde. As the projeot evolves, generic and
 
sector-specific information and promotional materials will be produced
 
for use by existing outreach organizations (e.g. Ministry of Commerce,
 
Chamber of Commerce, Embassies and Consultants) and Cape Verdean media.
 
The project may also formulate and test promotional efforts aimed at
 
attracting investment from the principal Cape Verdean immigrant
 
communities in North America and Europe.
 

In addition to its specific promotional and marketing activities, the
 
project will contribute in a more general way to establishing a national
 
awareness of Cape Verde's business environment. The variety of training
 
activities, studies, and facilitative efforts carried out by the CIEP
 
will also serve an information "extension" function, enhancing the
 
ability of public officials, civil servants, and private citizens to
 
better promote Cape Verde.
 

The final, and critical, thrust of programming will assist the
 

Advisory Services Division of the CIEP to act as a liaison between
 
prospective investors and GOCV authorities. Although the existing
 
administrative environment precludes the establishment of a "one-stop
 
investment approval shop", the Center will serve as Cape Verde's
 
principal contact agency for investors' in-country efforts. In addition
 

to acting as a centralized information agency, liaison with regulatory
 
agencies, egal and banking professionals, and members of the business
 

community could all be coordinated by the CIEP. Depending upon its
 
eventual legal status, CIEP might also play an ombudsman role on behalf
 
of prospective investors vis-a-vis the GOCV.
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4. Development of Human Resource Capacity
 

It has been observed that the educational structure in Cape Verde is not
 

currently adequate to meet Cape Verde's goals of making the country
 

competitive internationally in the export of goods and services. In
 

spite of remarkable and commendable progress in reducing illiteracy, the
 

limited human resource capacity remains a problem which will have a
 
There are only two high schools in
continuing impact upon the project. 


Cape Verde, one in Praia and the other in Mindelo. There are over 3200
 

enrolled in both and overcrowding is a serious problem. There is one
 
some of
technical school in Mindelo with 700 students which addresses the
 

basic business and vocational needs, yet it is not sufficient for the
 

whole country, in spite of the currently rather low level of business
 

development and industrial output. International donor agencies have
 

selectively supported individuals in obtaining a university degree in the
 

U.S. or Europe, since there are no universities in Cape Verde. However,
 

a recently approved ADB sector loan provides financing for an additional
 

technical school and a new business school. In 1983, there were
 
very few
approximately 1000 Capa Verdeans pursuing university degrees but 


in
of these were in business or vocational training while many more were 


the field of public administration.
 

In order to begin the process of addressing this very deep-seated
 

problem, the project will take several initial steps:
 

1) Review the possibilities of various innovative and long-term
 

solutions to the problem including a tele-university, private sector
to the emerging educational
sponsored vocational training, direct support 


The project
institutions in Cape Verde for specific training needs, etc. 


can only support the initial exploration of such solutions through
 

short-term consultants and studies. Their financing must come from
 

externel to this project (although it might include eventual
 sourcesa 

U.S. 	project support at some time in the future, particularly if that
 

firmly based in the private sector).
solution was 


2) Short-term training activities in the U.S. or elsewhere which will
 

individuals to various opportunities for greater
expose private sector 

knowledge and/or skill development.
 

3) Cooperation with other U.S. training activities in Cape Verde, in
 
required!to
particular, the Human Resources Development project which is 


place an emphasis on providing training opportunities to the private
 

sector.
 

inherent in the seminars,
4) The educational/training opportunities 

to which Cape Verdeans will be exposed under the


conferences and missions 

private, local entrepreneurs who
project. The emphasis here will be on 


trade, marketing and production techniques which
will be given access to 


can be introduced into the evolving economic setting in Cape Verde.
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E. 	 Project Inputs
 

(Costs and duration of inputs are detailed in the Financial Plan.)
 

1. Inputs Provided Before the Establishment of the CIEP:
 

Several technical assistance projects and studies to support GOCV
 

export policy and project development are expected to be initiated before
 

the CIEP is operational and fully staffed. Some of these projects can
 

begin as soon as the Project Agreement is signed. It is expected that
 
the CIEP will support follow-up work on these projects leading to the
 

implementation of the most promising activities. The terms of reference
 

for these initial technical assistance projects and studies are detailed
 
in Annex 13.
 

Short-term Technical Assistance:
 

a. 	Assistance to Cape Verde's Port Authorities to
 
Support Transshipment Services and General Port Operations.
 

b. 	Analysis and seminar on Preferential Access to
 
Export Markets.
 

c. 	Reform of Customs Procedures and Operations to
 
Support Export Industries and Services.
 

d. 	Export Marketing Advice for Fishing Cooperatives.
 

a. 	Market Analysis of Transshipment Services.
 
b. 	Project Identification for an Export Processing Zone
 

Regime.
 
c. 	Review of Legislative and Regulatory Environment
 

for Export Development and Foreign Investmdnt.
 
d. 	Market Analysis of European and North American
 

Tourism Markets.
 
e. 	Sector Survey of Offshore Information
 

Services/Teleport.
 

Program Management: To oversee project financing and facilitate the
 

provision of USAID resources, a Project Administrator will be hired to
 
as soon as
work for USAID in Praia. This person should be in place 


possible after the signing of the Project Agreement.
 

2. 	Inputs Provided to and through the CIEP:
 

Once the CIEP is established, almost all project inputs will be
 

provided directly to, or channelled through, the CIEP to GOCV agencies
 

and private entrepreneurs. The specific terms of reference for the
 

short-term technical assistance, training and studies provided by the
 

project will be determined by CIEP staff to meet the specific needs and
 

demands of the GOCV, the private sector and the Center itself.
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Long-Term Technical Assistance: (See Annex 12 for the detailed job
 
descriptions for hese positions.)
 

a. 	Specialist i. business policy analysis and information
 
systems. Responsible for establishment and, initially,
 
operation of the Policy and Project Development Division
 
of the CIEP. Also responsible for the initiation and
 
operation of the CIEP's management information system.
 
Assist in professional training of the Cape Verdean
 
Director of Project and Policy Development Division.
 

b. 	Specialist in investment promotion and advisory
 
services. Responsible for the establishment and,
 
initially, operation of the Promotion and Advisory
 
Services Divisions of the CIEP and assist in professional
 
training of the Cape Verdean directors of these
 
divisions.
 

The senior of the two long-term advisors will also serve as Chief of
 
Party and counterpart to the Executive Director of he CIEP. In addition
 
to management responsibilities of the project, the Chief of Party will
 
also be the primary advisor to the Executiv.,.Director on the overall
 
development of and strateg,: planning for the Center. The resident
 
long-tern technical assistance team will be responsible for developing
 
te-ms-of-reference and appropriate expertise for short-term technical
 
assistance.
 

Short-term Technical Assistance:
 

a. 	Development of promotional strategies.
 
b. 	Design, establishment and update of management
 

information systems (MIS).
 
c. 	Design and production of promotional materials,
 

incl:iing investor handbooks and informational
 
brochu..res.
 

d. 	Coorcinated policy and project assistance with GOCV
 
agencies. Long-term advisor on policy/project analysis
 
would supervise and manage work. Projects would
 
include:
 
--	 follow-up to initial work on export projects, EPZs, 

teleports, customs reform etc. 
--	 additional assistance to be determined through 

discussions with and request by GOCV agencies. Topics 
might include: 

Banco de Cabo Verde (BCV): development of export financing
 
and insurance operations and improvement of existing
 
international finance operations.
 

Ministries of Finance and Commerce, and BCV:
 
Design and establishment of an investment promotion
 
campaign with the US-Cape Verdean community, including
 
development of an appropriate financial mechanism to
 
pool financial investments.
 

1$
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Sectoral export market studies, policy analyses and follow-up
 
to initial studies.
 

Topics to be determined by Center staff based on needs revealed by
 
discussions with entrepreneurs and GOCV officials. Long-term
 
advisor on policy/project analysis will supervise and manage this
 
effort.
 

A significant portion of the funds provided for this input is
 
expected to be used for required technical assistance and training
 
to support implementation of projects identified by these analyses.
 

Training:
 

Out-of-Country:
 
Trade, marketing & production techniques for CIEP staff, GOCV
 
officials and local entrepreneurs at the World Trade Center in New
 

York City; Overseas site visits to export and investment promotion
 
institutions (Mauritius, the Dominican Republic, Singapore, etc.)
 

In-Country:
 
Seminars for local entrepreneurs on export marketing, joint
 
ventures, export finance and other topics to be developed by the
 

CIEP staff based on discussions and requests from entrepreneurs.
 

Commodities:
 

1 sedan each in Praia and
Vehicles (3) and spare parts: 

Mindelo, and an additional station wagon in Praia. Replacement
 

vehicles to Le purchased three years later.
 

Office furniture for 8 rooms: 6 1/2 in Praia and 1 1/2
 

in Mindelo.
 

Computers: 4 PC's and software with networking and electrical surge
 
1 desk-top publishing system with
protection devices. 2 modems. 


software for promotional materials.
 

Office equipment and spare parts: 2 Fax machines,
 
photocopiers, telephones and air conditioning units (5).
 

Books, publications and documents: As information is the principal
 
it will
working requirement and the principal product of the Center, 


require extensive materials to keep abreast of market and techno-

Given Cape Verde's mid-ocean location,
logical developments. 


transportation by air for many of these materials will be required.
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Promotional materials and supplies: The production c-sts of
 
promotional materials in all media are very high. G: -n these
 
costs and the limited effectiveness of pro-active promotion until
 
other aspects of investment promotion are operating effectively,
 
funding for these commodities is scheduled to start at modest
 
levels and to increase steadily as CIEP's effectiveness and the
 
investment climate of Cape Verde improves.
 

General a.,d Administration:
 

The GOCV is being requested to support the following local support costs
 
on an increasing rate basis until all costs of this nature are covered by
 
the GOCV by the end of the project.
 

Local Staff:
 
Executive Director
 
Division Heads (3)
 
Mindelo Manager
 
Administrative Officer/Bookkeeper
 
Secretaries (4): 3 in Praia, 1 in Mindelo
 
Messenger/Driver (2)
 

Offices:
 
Rent including maintenance, utilities and
 
telephone service. Offices in Praia will
 
have 6 1/2 rooms and in Mindelo 1 1/2 rooms.
 

Travel: In-country travel will be frequent, between
 
Praia and Mindelo and to other islands. Out-of-country
 
travel should be rather limited, as promotional
 
activities are expected to be concentrated on locally
 
based activities. Many of the external promotions
 
are expected to be conducted by Cape Verdean
 
Embassy personnel. In addition, highly targeted
 
campaigns should limit amount of external travel.
 

Other: 

on
Seminars & Conferences: Substantial sums will not be spent these
 
types of inputs. However, an annual conference will be held to
 
briny together private and public sector officials with project
 
personnel and consultants to discuss the business environment,
 
especially regarding the development of export industries and
 
foreign investment.
 

Trade Missions: Funds will be available to send a Aimited number of
 

CIEP, GOCV or private sector officials on trade missions.
 
Experience in other developing countries in the initial stages of
 

export development has shown that these missions are only
 
successful when the objectives are highly targeted.
 

Evaluations and Audit: Funds are provided for a mid-project and an
 
Funds are also set aside for an audit,
end-of-project evaluation. 


if necessary.
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III. Implementation Plan
 

A. Project Organization and Management
 

In order to assure that the project successfully accomplishes the project
 
purpose and achieves the outputs described above, a Project Management
 
Unit (PMU) may be created at the outset of the project subject to further
 
review by USAID. The PMU would allow for continuous supervision of all
 
project activities, provide coordination among the USAID, the Ministry of
 
Planning and the other ministries directly concerned with the project,
 
and initiate desirable and planned-for project activities before the
 
creation of the CIEP. It will also be able to begin the monitoring and
 
evaluation of project results to assure that they are consistent with the
 
Project Paper and Project Agreement. Project management will be the
 
responsibility of the Executive Director of the Center for Investment and
 
Export Promotion with the assistance of the Chief of Party of the
 
resident technical assistance team.
 

As soon as the Project Agreement is signed, the USAID will recruit a
 
Project Administrator whose exclusive duties will be to support this
 
project. The Project Administrator will be hired under a long-term
 
personal services contract funded from the project. He/she will report
 
to and be supervised by the USAID's General Develrpment Officer. That
 
individual will have Portuguese language capability and a solid knowledge
 
of AID project procedures. Overall management of the project, as well as
 
the other projects in the USAID's portfolio, will be the responsibility
 
of the General Development Officer.
 

USAID/Praia is a "Schedule B" mission whose implementation actions,
 
including Project Agreements and amendments, Project Implementation
 
Letters and budgets, are subject to concurrence by the REDSO Director in
 

In addition, the project will benefit from REDSO's procurement,
Abidjan. 

contracting. legal, accounting, program and project officer services,
 
including REDSO's Office of Private Sector Development. Requirements for
 

REDSO support will be updated annually at the Scheduling Conference held
 

each September in Abidjan.
 

Although it is one of the project objectives to create a permanent Center
 

for Investment and Export Promotion, project activities initially will be
 

the responsibility of the PMU in order to maintain the current momentum.
 

Some or all of the staff will ultinmately be assigned to the Center. The
 

Center will have an Executive Director appointed by the GOCV. This
 
a special
individual will be supported by the project staff, including 


Monitoring and Evaluation Unit reporting directly to the Executive
 

Director. An important task of the Monitoring and Evaluation Unit will
 

be the establishment of a management information system, the coordination
 

of quarterly reports, the preparation of monitoring and evaluation
 

reports, and the holding of an annual in-country conference.
 

*1i
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a. Management Information System - A Management Information 
System (MIS) will be developed to provide timely reliable data and 
reports for supervision, control, and decision-making. The MIS will 
focus upon progress being made in producing outputs and achieving the 
project purpose through the use of project furnished resources. It will 
review and project the flow of finance, equipment, supplies, technical 
assistance, local personnel, training and other resources and their 
allocation to different uses. The MIS will be supervised and managed by 
the Research and Policy/Project Analysis Division of the CIEP. A 
description and evaluation of the MIS will be submitted to the GOCV and 
AID within six months of the beginning of the project and updated at 6 
month intervals. They will provide the basis for USAID's Project 
Impler'entation Reports for the project. 

b. Quarterly Reports - The M&E Unit will also coordinate
 
preparation of the quarterly reports which will focus upon progress being
 
made in the achievement of individual work plans. This information will
 
be furnished to the Executive Director and Chief of Party enabling them
 
to take timely action where deviations from accepted work plans have been
 
noted.
 

c. Monitoring and Evaluation Reports - These will focus upon the
 
work of the Center including progress being made in the achievement of
 
studies and research, policy reform measures being considered, investment
 
proposals and contact received, investments actually made, their size and
 
scope, etc.
 

d. In-country Conference - In-country conferences will be held
 
annually for the purpose of presenting and discussing the findings and
 

progress of the project. The annual conference will involve project
 
personnel and officials from AID and the GOCV, as well as other
 
interested parties. Papers will be presented and formal discussants will
 
be appointed. An important aim of the conferences will be to focus on
 

specific policy issues requiring action. The results of these
 
conferences will be to guide the Center in designing further studies and
 

actions required to move the policy issues towards resolution. The
 

conferences may take place in Praia or Mindelo.
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B. ImPlementation Schedule
 

The following is a list of implementation actions to be carried out by
 
the project, when those actions are expected to occur, and the party or
 
parties responsible for carrying out the action.
 

Responsible Projected
 

Activity Description Party Date
 

---------------------------------F89-----------------------------------------


Project authorized AID/W Jul 89 

Project Agreement signed USAID/GOCV Aug 89 

REDSO Scheduling Conference Abidjan REDSO/WCA Sep 89 

PIO/T issued for Project 
Administrator USAID Sep 89 

---------------------------- FY 90 .--

Project Administrator recruited USAID Oct-Nov 89 

Executive Director appointed GOCV Oct 89 

Proj Admin develops work plan Proj Admin Nov 89 

PMU established with office, 
purchase of local furniture, 
equipment & supplies, as required Proj Admin Nov/Dec 89 

REDSO/Contract TDY REDSO/WCA Dec 89 

PIO/T prepared for major TA contract ProAdm./USAID Dec 89 

PIO/T issued for 1st two IQC studies ProAdm/GOCV Dec 89 

REDSO/Procurement TDY REDSO/WCA Jan 90 

RFP for major TA contract issued USAID/REDSO/AID/W Feb 90 

ist two IQC studies begin Consultants Feb 90 

CIEP legally created GOCV Feb 90 

PIO/Cs issued for house & office 
furniture, vehicles, office equip. ProAdm/USAID Feb 90 

PMU assets transferred to CIEP PMU Mar 90 

1st two IQC studies completed and submitted Consultants Mar 90 
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PIO/Ts for 3rd and 4th iQC study issued 


TA proposals submitted 


TA contractor selected 


3rd and 4th IQC studies begin 


Contract negotiations 


PIO/T for 5th IQC study issued 


3rd and 4th studies completed and submitted 


Major TA contract signed 


U.S. commodities/vehicles arrive 


5th IQC study begins 


ProAg amendment signed 


Two TA specialists arrive Cape Verde 


Scheduling Conference Abidjan 


ProAdm/GOCV Mar 90
 

AID/W Apr 90
 

USAID/GOCV May 90
 

Consultants May 90
 

AID/W Jun 90
 

ProAdm/GOCV Jun 90
 

Consultants Jul 90
 

AID/W-Contr Jul 90
 

ProAdm/USAID Aug 90
 

Consultants Aug 90
 

USAID/GOCV Aug 90
 

Contr Sep 90
 

REDSO Sep 90
 

----------------------------------FY 91--------------------------------

5th IQC study completed and submitted 


TA Specialists prepare work plans 


MIS developed with Executive Director 


CIEP requests 4 studies through TA team 


Branch office established in Mindelo 


Mindelo staff hired 


4 studies completed and submitted 


First annual CIEP conference 


Investment promotion program planned 


2nd ProAg amendment signed 


Scheduling Conference Abidjan 


CIEP requests 3 studies through TA team 


Consultants Oct 90
 

Contr Oct/Nov 9C
 

Contr Dec 90
 

CIEP Dec 90
 

CIEP Jan 91
 

CIEP Feb 91
 

Consultants Mar 91
 

CIEP Apr 91
 

Contr/CIEP May 91
 

USAID/GOCV Aug 91
 

REDSO/WCA Sep 91
 

CIEP Dec 91
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-FY 92---

Mid-project evaluation 


Second year work plans developed 


3 studies completed and submitted 


Second annual CIEP conference 


Annual investment promotion program 


Scheduling Conference Abidjan 


----------------------------------FY 

Third year work plans developed 


2 studies requested through TA team 


2 studies completed and submitted 


Third annual CIEP conference 


Annual investment promotion program 


End-of-project evaluation 


Departure of long-term TA 


Project completion date 


USAID/GOCV Sep 91
 

Contr Oct 91
 

Consultants Mar 92
 

CIEP Apr 92
 

CIEP May 92
 

REDSO/WCA Sep 92
 

93---------------------------------
Contr Oct 92
 

CIEP Dec 92
 

Consultants Mar 93
 

CIEP Apr 93
 

CIEP May 93
 

USAID/GOCV Jun 93
 

Contr Sep 93
 

Sep 93
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C. Procurement Plan
 

All procurement under the Export Development Services project is financed
 
under the Development Fund for Africa (DFA) and thus subject to the
 
AID/Washington Procurement Guidelines issued April 4, 1988.
 

1. General Procurement Responsibilities:
 

a. GOCV: The Ministry of Planning and Cooperation is the coord
inating agency for the project. However, the only direct involvement of
 
the Ministry in the commodity procurement financed by the project will be
 
the approval of PIOs. A Procurement Services Agent will be employed
 
under a direct contract to furnish procurement services to the project.
 

b. USAID/Cape Verde: Contracting for most project commodities and
 
services will be undertaken by USAID/Cape Verde, primarily through the
 
PSA for the commodities. The USAID Project Administrator will initiate
 
procurement actions in coordination with the project's Executive Director
 

and with the approval of the Ministry of Planning. In those instances
 
where contract costs exceed the Mission's contracting authority, the
 
contracting will be completed by REDSO/WCA or AID/Washington.
 
Procurement of project commodities and services by USAID/Cape Verde will
 

be AID-direct contracting and will therefore be carried out in accordance
 
with the Federal Acquisition Regulation (FAR) and AID Acquisition
 

Regulation (AIDAR).
 

2. Procurement of Technical Services:
 

a. Technical Assistance Contract: Technical services will be
 

provided by a contractor consortium made up of one main contractor
 
supported by additional sub-contractors, a pattern similar to that now
 
commonly used by AID and REDSO for PRE services. The contractor will
 
provide two long-term technical assistance personnel for three and one
 

half years (42 person-months) each and 48 person-months of short-term
 

technical services. Job descriptions for the two long-term experts can
 

be found in Annex 12. Short-term technical services are described in
 

Section II E of this Project Paper. In addition, the contractor will
 
furnish or obtain technical studies for the project. Tentative terms of
 
reference, subject to review and approval by the GOCV, are included in
 
Annex 13. The contractor will also arrange for short-term training
 
programs in the United States and in third countries (Brazil, Portugal,
 
etc.) as appropriate. The contractor will also organize seminars and
 
conferences in Cape Verde and elsewhere and arrange for attendance at or
 
participation in trade missions, exhibitions and fairs on behalf of the
 

CEIP and the GOCV as requested. The total cost of this contract for
 
three and one-half years has been estimated to be $ 1,720,000.
 

b. Project Administrator PSC: The project will finance the costs of
 

a personal services contract for a Project Administrator for the duration
 

of the project. Total cost for the 45 person-month contract is estmll:ed
 

at $325,000.
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c. Evaluation/Audit: There will be two evaluations during the
 
course of the project. One of these will be a mid-term evaluation at the
 
end of two years of project implementation and a final project evaluation
 
is scheduled to take place before the departure of the technical
 
assistance team. Costs of these evaluations are estimated at $45,000
 
each. The evaluations will be procured through a REDSO/WCA or an
 
AID/Washington IQC contractor or other appropriate contracting
 
arrangements.
 

aside in case an audit is determined
An additional $30,000 has been set 

to be required for the project. The non-federal audit can be contracted
 
using one of the Regional Inspector General's Non-Federal Audit IQCs.
 

The RIG Office in Dakar would be responsible for preparing the scope of
 
work for the audit and for the management of the selected contractor
 
although the audit would be financed 	by the project.
 

3. Commodity Procurement:
 

The authorized source/origin for commodities financed with funds provided
 

by this project is AID Geographic Code 935. However, procurement from
 

U.S. 	sources will be maximized. As shown below, the total budget for
 
for purchasing services. It is
commodities is $559,000 plus $10,000 


anticipated that approximately $380,000 of this amount will be procured
 
from U.S. source/origin (Code 000).
 

The following illustrative list of commodities will be procured by the
 

project:
 
Estimated Cost Planned Source/Origin
 

(a) Vehicles:
 
$ 63,000 Japan/Western Eur.
Sedans (4) 

$ 41,000 Japan/Western Eur.
Station wagons (2) 


Parts 	 $ 31,000 Japan/Western Eur.
 

(b) Office Furniture $ 	24,000 U.S.
 

(c) Computers $ 	60,000 U.S.
 

(d) Office Equipment (Fax, type
writers, copiers) $ 20,000 U.S.
 

(e) Air Conditioners $ 8,000 	 U.S.
 

(f) Books and Publications $ 	28,000 U.S.
 
U.S./Cape Verde
(g) Promotional Materials 	 $175,000 


$ 93,000 	 Various
(h) Shelf items 

$ 16,000 U.S./Cape Verde
(i) Computer/equipt maint. 


(i) PSA fees (services) $_10000 	 U.S.
 

Total $569,000
 

4. Methods of Financing Commodity Procurements:
 

Commodity procurement will be carried out by four methods:
 

A direct contract will be executed
a) Procurement Services Agent: 

with a U.S. procurement services agent for procurement of office
 

furniture, personal computers and other office supplies and equipment.
 

The PSA will be obtained in accordance with procedures set out in the AID
 

successfully and satisfactorily used
Handbooks. The USAID has 

experienced PSA contractors who are already familiar with obtaining
 

similar commodities for delivery to Cape Verde.
 

.'4
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The PSA contract will specify, inter .alia, procurement requirements, 
freight forwarding, consolidation of procurement, shipping, insurance, 
follow-up and reports as part of the PSA scope of work. Payment of the 
PSA fee will be by direct reimbursement by REDSO/WCA, WAAC. Payment to
 
commodity suppliers (including transportation and insur3nce) will be by
 
letters of credit issued against an AID/W-established bank letter of
 
commitment to the PSA's selected bank.
 

The PS', will follow the procurement procedures in the AID Handbooks.
 
The PIO/C to obtain the PSA contract and to reserve funds for the
 
commodities will be prepared in accordance with Handbook 15, Appendix 5A.
 

Procurement will be initiated as soon as possible after signing of the
 

Project Agreement. The Regional Office of Procurement, REDSO/WCA will be
 

called on to assist in implementing the procurement process. Procurement
 
rules and regulations concerning competition, shipping, insurance and
 

marking will be observed in conformance with AID handbooks.
 

(b) AID-direct procurement: It is anticipated that USAID/Cape Verde
 

will procure the project vehicles and shelf items and that such
 
procurement will be in accordance with the the FAR and AIDAR. Although
 

not anticipated under this project, in instances where the commodity
 

contract exceeds the contracting authority of USAID/Cape Verde ($100,000)
 

the contract will be executed by AID/W or REDSO/WCA.
 

(c) S elf-item procurement: Approximately $90,000 is budgeted for
 

shelf-item procurement. Shelf items will consist primarily of locally
 

available office supplies, printing materials and other small items
 

needed for the project. Shelf-item procurement will be in accordance
 

with Handbook 1, Supplement B, Chapter 18. However, the DFA procurement
 

guidelines state that the HB 1B, Chap 18 limitations on the value of
 
are applicable to the
commodities procured from Code 899 countries not 


DFA. All other shelf-item rules still apply.
 

(d) contractor procurement: The technical assistance contractor
 

will be required to make certain procurements, particularly for
 

publications, subscriptions and documents, concerning which the
 
have a certain expertise. Approximately
contractor will be expected to 


$28,000 will be set aside in the contractor's budget for these
 

procurements which are expected to take place during the entire length of
 

the project. The contractor will also have a small emergency supplies
 

procurement element to handle equipment breakdowns, etc. Contractor
 

procurement will be in accordance with the appropriate AID Handbook.
 

Prices paid for locally procured commodities will be no more than the
 

lowest available competitive prices and purchases will be in accordance
 

with good commercial practices. Commodities on the local market that are
 

imported from non-free world countries are not eligible for AID financing
 

A specific P1O/C for shelf items will be established to maintain account
 

of the commodities procured and received under the shelf-item budget.
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5. Transportation:
 

U.S. shipping will be required to the extent possible. However, due to
 

infrequent 	U.S. flag carriers to Cape Verde, it is anticipated that
 
In order to comply with
substantial non-U.S. flag vessels will be used. 


the Cargo Preference Act, the PSA will be required to ship on U.S. flag
 

vessels and to request a certificate of non-availability of U.S. flag
 

vessels in accordance with Handbook 1, Supplement B, Chapter 10, from
 

M/SER/OP/TS on a case-by-case basis when U.S. vessels are not available.
 

contract. Customs clearance and documentation requirements 


6. Delivery Schedule: 

The PSA contractor will be informed of the delivery schedule in the PSA 
are 

use under other AID projects in Cape Verde.
established and have been in 


7. Special Commodity Requirements:
 

All vehicles listed in paraaraph 3 above will be of non-U.S. source.
 

This is necessary due to lack of adequate maintenance, service and spare
 

parts in Cape Verde for U.S.-manufactured vehicles. Such local service
 

and spare parts availability is essential for support of these project
 

non-U.S. manufactured makes.
vehicles and does exist for 
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D. Monitoring and Evaluation Plan
 

1. Project Monitorin
 

Project monitoring will be exercised through a Project Administrator
 
hired by USAID/Praia. The Project Adminstrator will work closely with
 
the CIEP to ensure that project implementation plans and objectives are
 
being met. Monitoring will follow the logical framework (see Annex 1)
 
which establishes objectives, outputs, objectively verifiable indicators
 
and means of verification.
 

The contractor chief-of-party will be responsible for the preparation of
 
quarterly progress reports and semi-annual Project Implementation Reports
 
detailing project activities, outputs and problems to be resolved. In
 
accordance with OAR/CV office policy, project review meetings will be
 
held monthly to review and direct project implementation. The A.I.D.
 
Representative or General Development Officer will chair these meetings.
 

The Project Administrator will also call on other A.I.D. monitoring
 
support as needed. This will include:
 

a. REDSO in Abidjan, which can provide implementation support
 
services upon request for such matters as procurement, legal, contracting
 
and project officer and other services. These requests are coordinated
 
annually for the coming year at the September Scheduling Conference held
 
in Abidjan;
 

b. The REDSO Controller's Office will review disbursement and
 
reimbursement request for conformity with A.I.D. regulations and will
 
ensure that adequate financial controls are exercised;
 

c. AID/W resources of the PRE Bureau and the Africa Bureau MDI.
 

2. Mid-Term Evaluation and End-of-Project Evaluation
 

The project design has specifically included a mid-term project
 
evaluation scheduled for the end of project year two. This important
 
exercise will assess mid-term performance against original objectives as
 
described in the PP logical framework and the Project Agreement. It will
 
examine the validity of project assumptions as expressed in the logical
 
framework of the PP, assess the efficiency a,.d appropriateness of project
 
management techniques and procedures; review the quality, number, and
 
appropriateness of project activities vis-a-vis those originally called
 
for; assess the level of demand shown for various project components; and
 
evaluate host country and USAID responses to project initiatives. The
 
evaluation will then make recommendations for changes in design or
 
implement3tion, as required.
 

An end-of-project evaluation will assess the overall impact of the
 
project in terms of its effectiveness in carrying out project objectives,
 
providing recommendations for appropriate follow-up activities after the
 
PACD.
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3. Iaforination Requirements and Criteria for Monitoring and
 

Monitoring and evaluation activities will be facilitated in this project
 
throuah the establishment of an internal management information system in
 
the CIEP. This data base, located within the CIEP Policy and Project
 
Development Division, will play a key role in both day-to-day management
 
of 'he CIEP and in the development of the Center's programming activities.
 

Two levels of information which relate directly to monitoring and
 
evaluation needs will be accessible through the CIEP management
 
information system.
 

It output data will monitor resources provided by the project
 

(inputs) and the direct results of the use of those resources (outputs)
 

The information generated for input/output monitoring will be used by
 
project managers and others to assess the quality and quantity of inputs
 
and outputs, to identify problems in a timely manner, and to make
 
subsequent modifications in project implementation. Examples of
 
monitioring at this level include assessing information of the number and
 
quality of technical assistants provided, studies and assessments
 
undertaken, strategies developed, entrepreneurs or government officials
 
trained, etc.
 

The second level, impact data, will provide information required to
 
monitor impact (monitoring at the purpose/goal level as expressed the
 
logical framework). This will contribute to efforts to determine the
 
extent to which the project .-tructure and programming contributes
 
directly to the accomplishment of its ultimate objectives. Examples
 
include such things as numbers of new investments approved by the GOCV
 
and the resulting employment and income generation, improvements in the
 
policy environment for private enterprise, and quantifiable efficiencies
 
that are introduced into the investment and export processes.
 

The design of this project makes it possible to identify a wide variety
 
of impact indicators, including the following:
 

a. Policy Environment/Business Climate
 

- Number and quality of activities targeted at analyzing or revising
 
the GOCV policy and business climate, including administrative and
 
procedural changes to enhance the performance of the export sector;
 

- Evidence of increased investment and exports, including the number
 
of .new firms, transactions, or sectoral orientations of business which
 
result from changes in policy and administrative performance.
 

b. Sectoral Development
 

- Number and quality of policy, regulatory, and feasibility studies
 

conducted for the expansion of private sector activitiy, including
 
sectoral feasibility studies for transshipment entrepots, teleports
 
export processing zones, tourism, or commercial fishing.
 

Cbi
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C. Enterprise and Export Market Development
 

- Number of investment inquiries, site visits, and approved
 
applications which are facilitated by the CIEP;
 

- Number and size of enterprises created or expanded;
 

- Number of newly-developed export markets, and revenues generated by
 
them.
 

d. Technical Assistance to Cape Verdean Organizations and Agencies
 

- Number and quality of project-generated initiatives for
 
improvements in the administrative, regulatory, or policy environment;
 

- Number and quality of cooperative promotional and marketing efforts
 
initiated with GOCV ministries, agencies, delegations, and private
 
businesses;
 

- Volume of increase in investments from, or exports to, targeted 
countries or business sectors. 

e. Training and Support Activities
 

- Number and quality of business development seminars, strategy
 
development and training sessions initiated, conducted, or assisted by
 
the project;
 

- Number of persons trained (by type of training) as the result of
 
project activities.
 

4. The Importance of Exogenous Variables on Project Performance
 

The ultimate performance indicators of investment and export promotional
 
activities are the volume of new investments and the export revenues
 
derived from those investments. However, project evaluators must bear in
 
mind that investment decisions are based on a wide variety of factors,
 
including exogenous variables which are beyond the influence and scope of
 
this project.
 

Such factors will include the geographical and political competitiveness
 
of other nations, and macro-level factors such as global economic and
 
monetary developments which could enhance or have a detrimental effect on
 
the competitiveness of Cape Verdean goods. It is, hence, difficult to
 
predict with any degree of accuracy the specific impact of promotional
 
efforts in the highly competitive global marketplace.
 

For this reason, the PP design has emphasized the element of
 
institutional and policy development. This focus will allow the Cape
 
Verdean government to enact policies which enhance the nation's
 
competitiveness as an investment site, and which position goods and
 
services to become competitive in an evolving global environment.
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5. Assessment of A.I.D. Monitoring and Evaluation Capacity
 

Although 	AID/CV is a Schedule B mission with limited staff, the
 
appointment of the Project Administrator, support from REDSO, and
 
provision for an internal management information system within the
 
project will facilitate the required project monitoring and evaluation
 
functions.
 

IV. Financial Plan
 

A. Cost 	Factors:
 

The budget projections for the project reflect the estimated cost of the
 
inputs required to achieve the outputs described in the Project
 
Description. All budget items in the first year are shown at current
 
prices. Subsequent years are based upon current prices plus a 5 percent
 
estimated inflation rate compounded annually for both the U.S. and Cape
 
Verde. This rate is in conformity with World Bank and IMF projections of
 
inflation in the United States and locally and the assessment of the
 
Project Design Economist. In converting local expenditures from Cape
 
Verdian Escudos to dollars, an exchange rate of $1 - 78 Esc. is used.
 
Details on the cost factors employed for major categories, where not
 
itemized, are provided below.
 

1. 	U.S. Technical Assistance (including housing and contract overhead)
 
Long-term US: (2) $ 180,000 per year each
 
Short-term US: $ 15,000 per month
 

2. 	Personal Service Contractors (No contract overhead)
 
Long-term US: $ 130,000 per year
 
Long-term third country: $ 80,000 per year
 

3. 	Training
 
Long-term US: $ 25,000 per year
 
Short-term US: $ 10,000 per month
 

4. Commodities and Equipment
 

Costs in 	this category of expenditure are based upon C.I.F. Praia prices,
 

less duties and taxes. The quantities and prices of commodities and
 

equipment to be purchased are shown in the Procurement Plan (Section
 

IIIC). In most cases,the price of each item is estimated individually.
 
For a few categories of commodity, however, standard factors are used to
 

estimate 	the cost component.
 

These are as follows:
 
$ 	 room
 -- Office furnishings 3,000 per 

-- Vehicles (non-US) 
$ 15,000 eachSedan 


Station Wagon $ 20,000 each
 
$ 5,000 	per vehicle/year
-- Operation/Maintenance of Vehicles 

$ 35,000 per set
 -- House furniture 

40 escudos/liter-- Gasoline 
-- House 	Rental (3 bedroom) $ 5,000 per year 
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5. Local Salaries
 

Most of the local personnel costs under this project will be GOCV
 
contributions. Their costs have been estimated on the basis of salary
 
information available to the USAID for the different categories of GOCV
 
personnel. These estimates at times may not be precise because:
 

a) It is not always certain what level of employee will occupy
 
particular positions;
 

b) There are many non-salary benefits based on seniority, family
 
size, location of work, etc. that cannot be projected in advance;
 

c) The relatively high percentage of these benefits vis-a-vis a
 
relatively low salary in the GOCV system.
 

With the exception of the personnel who will be permanently stationed in
 
Mindelo, the project will pay per diem for project personnel when they
 
are working away from Santiago Island (Praia). Per diem is expected to
 
cost approximately $500 per year per person and will be in conformity
 
with local prevailing practice and rates.
 

B. Methods of Implementation and Financina
 

Technical assistance under the project will be furnished through: 1) a
 
direct contract with a group (consortium) of economic consulting firms
 
for long- and short-term services and studies, 2) personal services
 
contracts for the Project Assistant and some of the short-term consulting
 
services, and 3) a direct contract with a Procurement Services Agent.
 
The Government of Cape Verde does not have the technical background to
 
manage a complex host-country contract with sub-contracts with U.S. firms
 
and organizations. Therefore, direct contract mechanisms will be used.
 
However, the GOCV will participate in contractor and sub-contractor
 
selection and in review and approval of all scopes of work or terms of
 
reference as well as PIO/T approval. The direct payment method of
 
reimbursement will be employed for the contractors through Letters of
 
Commitment and other AID Handbook 19 authorized methods of disbursement.
 

All training costs under the project will be funded either by direct
 
payment to the institution or organization providing third-country
 
training or by the transfer of funds to the Master Disbursing Account in
 
AID/Washington for any long-term participants. There is, however, no
 
long-term participant training planned in this project.
 

All commodity costs under the project will be funded either by direct
 
payment to the supplier or by payments under a Letter of Commitment with
 
a Procurement Services Agent.
 

A/ 



- 39 -


The cost of project evaluations, audits, studies not otherwise provided
 
for, and other miscellaneous costs associated with the project will be
 
covered by direct payment to the supplier of those goods and/or services.
 

Although the GOCV is expected to be able to fully support the local
 
contribution to the project without additional outside assistance,
 
USAID/Praia may make available local currency from conversion of dollar
 
components under the Other Costs element or, if appropriate, generated
 
from the sale of P.L. 480 food commodities for the reimbursement of costs
 
of goods and services if deemed necessary for the prudent administration
 
of the project.
 

In light of the potential risks in this multi-contract project, the
 
general unfamiliarity of Cape Verdian institutions with US accounting
 
practices, and the limited availability of Government of Cape Verde audit
 
personnel to provide oversight, it has been determined that an audit
 
provision should be included within this project. According, a separate
 
line item element of $30,000 is set aside for an audit as required.
 

Total U.S. costs for the project over its four-year life span are
 
expected to be $4 million. The initial obligation in the fourth quarter
 
of FY 1989 is to be $1.4 million. The value of GOCV contribution will be
 
approximately $522 thousand in local currency equivalent and in kind.
 
The following table shows in matrix form the proposed methods of
 
implementation and the AID payment process.
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Methods of Implementation and Financing
 

Element Method of Method of 
Descrintion Implementation Financing Amount 

1. 	Technical Direct Contract Direct Payment 1,687
 
Assistance
 

Personal Service Direct Payment 325
 
Contract
 

IQC 	Work Order Direct Payment 604
 

2. 	Training Direct Placement Direct Payment 305
 
(S&T/IT, in-country
 
and third country)
 

3. 	Commodities Purchase Order Direct Payment 135
 

Direct Contract Direct Payment 50-


Procurement Agent Direct L/Com 10
 
(fees)
 

Procurement Agent Bank L/Com 364
 

(commodities)
 

4. 	 Other:
 

Seminars, etc.Direct Contract Direct Payment 50
 

Local salaries/
 
admin costs Direct Payment 350
 

Evaluation Direct Contract Direct Payment 90
 

Audit Direct Contract Direct Payment 30
 

TOTAL 	 $ 4,000
 

• )% 
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C. Summary Cost Estimate
 

Export Development Services Project
 

($ 000) 

U.S. Total 

Technical Assistance: 2012 - 2012 44.5 
Long-Term (1487) - (1487) 32.8 
Short-Term ( 525) - ( 525) 11.7 

Commodities and Equipment 559 559 12.4 

Training 305 - 305 6.7 

Other: 1124 522 1646 36.4 
Studies ( 604) - ( 604) 13.3 
Seminars, Conferences, 

Missions ( 50) - ( 50) 1.1 
Local salaries, Administration (350) 
Evaluation ( 90) 
Audit ( 30) 

(522) 
-
-

(872) 
( 90) 
( 30) 

19.3 
2.0 
0.7 

TOTAL 4,000 522 4,522 100.0 



($ 000) 

1990 1991 1992 1993 Total 

U__---_- _.....______ U...... .... CV.. U.S..._QV .. . . 0GQV 

Technical Assistance: 420 - 588 - 600 - 404 - 2012 -

Lonq-Term 
Short-Term 

(240) 

(180) 

-

-

(462) 

(126) 

-

-

(484) 

(116) 

-

-

(301) 

(103) 

-

-

(1487) 

(525) 

-

-

Commodities & Equipment 200 - 109 - 162 - 89 - 559 -

Training 90 - 61 - 92 - 62 - 305 -

Other: 

Studies 

406 
(270) 

35 
-

352 
(175) 

101 
-

171 
( 80) 

161 
-

194 
( 79) 

225 
-

1124 
(604) 

522 
-

Seminars, Conferences, 

Missions ( 10) - (10) - ( 15) - ( 15) - (50) -

Local salaries, Admin. 

Evaluation 

Audit 

(126) 
-

-

(35) 
-

-

(124) 
( 43) 

-

(101) 
-

-

( 76) 
-

-

(161) 
-

-

( 23) 
( 47) 

(30) 

(225) 
-

-

(350) 
( 90) 

(30) 

(522) 
-

-

TOTAL 1116 35 1110 101 1025 161 749 225 4000 522 
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F. Obliaation Schedule
 

Export Development Services Project
 

FY 1989 $ 1,400,000 
FY 1990 1,000,000 
FY 1991 1,600,000 
FY 1992 

$ 4,000,000
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VI. A. Economic Analysis (Summary)
 

Economic Overview and Rationale for the EDS Project
 

Since independence Cape Verde has enjoyed strong economic growth.
 
Real GDP growth has averaged over 7 percent, or over 4 percent in per
 
capita terns. By 1988 per capita income reached approximately $500,
 
almost double the level at independence. Relative to the experience of
 
most other African nations whose economies have stagnated, Cape Verde's
 
consistently strong economic growth is especially impressive.
 

This strong performance is due to both large inflows of foreign aid
 

and emigrant remittances and sound macro-economic policies which have led
 
resources.
to the relatively efficient use of these Policies have
 

included: restrained monetary policies, a careful husbanding of public
 
while
expenditures, and the maintenance of a competitive exchange rate. 


the economy has performed well, it suffers from a range of structural
 
weaknesses, which lead one to question the sustainability of the past
 

performance without a change in the country's economic strategy toward a
 

more open and outward-oriented direction.
 

These characteristics include: an excessive dependency on foreign
 

aid and emigrant remittances, a small and geographically dispersed
 

national market, an under-utilized labor force, a very weak natural
 

base and a continued lack of basic infrastructure. Only by
resource 

turning outward will the nation have markets large enough to fuel
 

labor
competitive industries, and provide full employment for most of its 


force. Similary, in the initial stages of the development of a
 
foreign investors
significant export sector, only by turning outward to 


can Cape Verde obtain the capital and expertise necessary to establish
 

competitive export enterprises. The government of Cape Verde recognizes
 

the need for this change in economic strategy, and has already begun the
 

process of transforming the national economy through policy and
 
EDS is designed to support the government's and the
regulatory reform. 


local private sector's efforts to successfully implement a more open and
 

outward oriented economic environment.
 

Economic Impact
 

The primary outputs of this project, the establishment of an
 

investment and export promotion institution and assisting the country to
 

create a better environment for export industries and foreign investment,
 
While the
do not lend themselves to quantified economic analysis. 


to boost the country's export earnings
ultimate purpose of the project is 

the
through increased foreign and domestic investment, the role of 


encourage and facilitate the development of these export
project is to 

industries.
 

While the economic impact of the project itself cannot be measured
 

directly, the economic developments that it will facilitate will have
 
The costs of the


substantial positive effects with minimal costs. 
 Additional

project are essentially limited to direct project expenses. 


the primary Cape Verdean input into the development
costs are minimal, as 




- 48 

of export industries will be labor, which at this time is highly
 
under-utilized. Accordingly, for this project, expected employment under
this project is a benefit, since the resource was not being used
 
previously.
 

Other economic costs for the building of facilities and machinery
 
will be financed by foreign investors, and thereby not come from national
 
income or AID. The increased pressure on already overstretched
 
infrastructure, such as water and electricity, need not be an economic
 
cost to the project, as enterprises would be willing to pay the full
 
economic cost to use these facilities.
 

The benefits of the development of export industries generated by
 
foreign investment are obviously very significant. They will lead to
 
dramatic increases in national income through the Cape Verdean input of
 
labor, utilities, 1-d indirectly fiscal revenues. In most other
 
countries, assembi export industries, even without the use of
 
significant amounts of local primary inputs, have employment multiplier
 
effects of around 2. Accordingly, the employment impact of the project
 
will be much greater than the employment needs of export industries.
 

Sinc2 this project concentrates on institution building, the
 
benefits will continue beyond the end-of project. Indeed, most of the
 
benefit from the project in terms of increased foreign investment and
 

export revenues will come once the first phase of the project is over, as
 

the work of the Center for Investment and Export Promotion continues and
 
its i.iitial investment in promotion, policy development and advisory
 
services begin to bear fruit. The experience of other countries has been
 

that the return from effective promotional activities usually takes
 

several years to become evident.
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B. Technical-Summary: Social Soundness
 

The EDS Project is consonant with the GOCV social and economic program
 
and, over the long run, will address several of the most critical social
 
problems of Cape Verde's people.
 

Since independence, Cape Verde has registered significant improvements in
 
key indicators of social and economic well-being. Nonetheless, a complex
 
web of serious problems remains, including many of which are structural
 
or historical in nature. This is particularly true with regard to high
 
levels of unemployment and high rates of internal and outward migration.
 
While emigration has resulted in an extraordinary flow of remittances,
 
these have proven to be more of a stop-gap response to micro-level
 

a solution to economic crisis on the national
socio-economic needs than 

level.
 

While Cape Verde's principal social problems are similar to those of
 
other nations in the developing world, they emerge from conditions and
 

historical circumstances that are, in most respects, country specific.
 

The Cape Verde archipelago is limited in both the availability of
 

productive land and the variety of exploitable natural resources.
 

As a result of cyclical drought and famine, demographic history is
 
episodes of high
characterized by cycles of growth and decline, due to 


drought-related mortality and consequential outward migration.
 

The dispersion of the population among eleven islands mitigates against
 

social and economic integration, and poses serious barriers to internal
 

communication and transportation. This also prevents the creation of
 

centralized infrastructure and economies of scale in industry and
 

services.
 

One of the greatest social dilemmas facing the GOCV is the problem of
 
the 53.8 percent of
unemployment. According to the 1980 census, of the
 

population that is classified as "economically active" (i.e. able and of
 

nearly 30 percent were recorded as unemployed and 39.8
working age), 

percent were only temporarily employed.
 

Efforts to promote increased investment and exports of goods and services
 

may be expected to result in increased employment and household income.
 

The net effect of this development, both in the micro-economic and social
 

domains, will be to raise standards of living and fortify existing social
 

structures.
 

light
Industries most likely to be attracted to Cape Verde will include 

the type that are found in
manufacturing, assembly, and services of 


in Asia, Central America, and in the Caribbean.
export processing zones 

women workers.
Typically, these industries employ a high proportion of 


absorb new employment is
The capacity of Cape Verdean society to 

rates of unemployment and
extensive, given the extremely high 
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underemployment that have long characterized the nation. Although
 
concerns might arise regarding the prospect of drawing women with
 
dependent children into the working force, the high dependency ratios
 
that are characteristic of Cape Verde suggest an abundance of
 
available care-takeLs at the household and community levels.
 

CIEP efforts to increase exports will not be limited to urban and
 
semi-urban areas. A variety of rural-based industries (e.g.
 
artisanal fishing, tourism, and extraction) will benefit from CIEP
 
promotional efforts. Because these industries currently operate far
 
below capacity, the direct effects of enhanced marketing capability
 
could be to stabilize employment and income in these sectors.
 

Prospects for negative impact of project activities are practically
 
nil for the anticipated life of the project and over the
 
medium-term. A "best case scenario" of project impact could,
 
however, set in motion a process of rapid economic growth and
 
development that would have profound effect on Cape Verde over the
 

ten to
long-term. Such a scenario, developing over a period of 

fifteen years, could give rise to concerns regarding uncertainties of
 
absortive capacity for new industry, possibly erratic demand for
 
services in the apparel and textile-related industries, increased
 
population in urban and semi-urban areas, and a possible reversal of
 
emigrant movement.
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C. Technical Summary: Institutional Analysis
 

Although the ideological orientation of the GOCV is conservative and
 
pragmatic, it is host to a broad spectrum of opinion regardir4 the
 
role of the private sector in national development. The national
 
debate over economic and political liberalization is focused more
 
than anything on the pace of change. While there is some concern
 
regarding the possibly erosive effects of increased foreign
 
investment on national economic autonomy, there is consensus with the
 
PAICV on the need to bolster foreign exchange revenues by increasing
 
exports.
 

Liberalization initiatives which have emerged during the past year
 
include a new foreign investment code, a new law of association which
 
makes possible the formal emergence of professional constituencies in
 
a variety of economic fields; liberalization of the operations of the
 
Bank of Cape Verde; offshore banking legislation; and proposed laws
 
according greater political autonomy to municipalities.
 

At present, adminstration and oversight of investment and exports is
 
divided among a wide variety of agencies, including sectoral and line
 
ministries, state secretariats, the national bank, and the customs
 
service. No single agency is charged with responsibility for
 
coordinating or facilitating investment and exports, nor does there
 
exist a single source of information regarding procedures and
 
processes.
 

The Cape Verdean private sector may be characterized by its limited
 
size and by the large proportion of small retail and import
 
businesses of which it is constituted. Large-scale businesses are
 
few in number, and nearly all of these include a greater or lesser
 
proportion of GOCV equity. Until recently, only two formal private
 
sector associations existed, dominated by import and retail
 
businesses. However, a draft charter for a National Chamber of
 
Commerce. Industry, Agriculture and Handicrafts has been proposed by
 

the GOCV. While support for the creation of a chamber of commerce is
 

widespread in Cape Verde, controversy exists regarding concerns that
 

it not become an organ of offical intervention in private sector
 

activity.
 

The selection of an appropriate institutional locus for project
 

activity has been derived from an objective evaluation of
 

institutional and programming needs, based upon models provided by
 

successful institutions in other developing nations.
 

The focus of project activity will be the Center for Investment and
 
Export Promotion, an independent agency established by government
 

decree and enjoying fiscal and adminstrative autonomy. Technical and
 

adminstrative oversight will be provided by an Advisory Council,
 

which will include representatives of both the government and the
 

private sector. Internal management of the CIEP will be provided by
 

an Executive Director.
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The Center, which will include a headquarters in Praia and field
 
office in Mindelo, will be composed of three functionally-oriented
 
divisions, corresponding to the sequence of processes that are
 
critical to the achievement of the project purpose:
 

a. The Proiect and Policy Develooment Division will be
 
responsible for studies, market research, management information
 
systems, monitoring and evaluation, policy analysis and development.
 

b. The Promotion and Marketing Division will :ovide assistance
 
to governmental and private organizations, facilitating efforts to
 
attract and inform prospective international and domestic investors.
 
It will also produce informational and promotional materials,
 
possibly on a cooperative and cost-sharing basis, with business
 
associations and representative organizations.
 

C. The Advisory Service Division will provide assistance to 
investors and GOCV agencies by facilitating the investment approval 
process and ty providing training to public officials and private 
entrepreneurs. Although the existing administrative environment 
precludes the :tablishment of a "one-stop investment approval shop", 
the Center will serve as Cape Verde's principle contact agency for 
investors' in-country efforts. In addition to acting as a 
centralized information agency, the Advisory Services Division would 
also act as a liaison with regulatory agencies, legal and banking 
professionals, and members of the business community. 
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VI. CONDITIONS AND COVENANTS
 

Condition_-__ dt. Disbursement of funds will be governed by
 
Conditions Precedent in substance as follows:
 

First Disburs enl. Prior to the first disbursement under the Grant,
 
or to the issuance by A.I.D. of documentation pursuant to which
 
disbursement will be made, the Grantee will, except as the Parties
 
may otherwise agree in writing, furnish to A.I.D., in form and
 
substance satisfactory to A.I.D., the following:
 

(a) A statement of the name of the person holding or
 
acting .n the office of the Grantee specified in Section
 
8.2, and of any additional representatives, together with a
 
specimen signature of each person specified in such
 
statement;
 

(b) Certified copies of the Foreign Investment Law and the
 
Industrial Development Law as passed by the National
 
Assembly, together with a statement that both such laws
 
have entered into force;
 

(c) A letter of understanding signed by the appropriate
 
Minister promising to propose to the Council of Ministers a
 
Decree Law that:
 

(i) creates the Center for Investment and Export
 
Promotion (CIEP) as a legal entity under Cape Verdean
 
law, possessing financial and administrative autonomy;
 

(ii) proposes articles of incorporation
 
reflecting the character and structure of the CIEP
 
agreeable to the Parties including an advisory board
 
composed of both public and private sector advisors,
 
and an executive director.
 

Additional Diase . Prior to disbursement under the Grant for
 
or the
expenditures other than those covered by Section 4.3 below, 


issuance by A.I.D. of documentation pursuant to which disbursement
 
will be made, the Grantee will, except as the parties may otherwise
 
agree in writing, furnish A.I.D., in form and substance satisfactory
 
to A.I.D., the following:
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(a) For technical assistance, including contracts for
 
advising, consulting and training services, a formal
 
request to A.I.D. from the appropriate ministry,
 
agency or other group specifying the services
 
required;
 

(b) For participant training and conference attendance
 
evidence of the candidate's background,qualifications
 
and acceptance for training by the relevant
 
institution, together with a description of the course
 
of study or comparable agenda, including schedule and
 
t'iget;
 

For travel, a proposed itinerary for identified
 
•eller, together with a statement of the purpose of
 

:avel and budget;
 

(d) For other expenditures, such documentation as
 
A.I..D. may reasonably require.
 

Disbursement for CIEP. Prior to disbursement under the Grant
 
for any expenses of the CIEP including but nct limited to
 
procurement of commodities, and services, for CIEF, or to the
 
issuance by A.I.D. of documentation pursuant to which
 
disbursement will be made, the Grantee will, except as the
 
Parties may othetwise agree in writing, furnish to A.I.D. in
 
form and substancol satisfactory to A.I.D., the following:
 

(a) A certified copy of the Decree approved by the
 
Council of Ministers and signed by the President, to
 
create the CIEP substantially in the form described in
 
the letter of understanding referred to in Section 4.1
 
above;
 

(b) A statement identifying the person who has been
 
appointed to act bs executive director of the CIEP
 
together with a spe-imen of his or her signature;
 

(c) A workplan including staffing and budget signed
 
by the executive director of CIEP providing for
 
activities required to establish the CIEP as a
 
functioning office.
 

Disbursement Mechanisms.
 

In the absence of a Section 121(d) qualified Cape Verdean
 
entity, disbursement for all project expenditures in local and
 
foreign exchange will be handled by USAID/Cape Verde through
 
direct procurement methods in accordance with Handbook 1,
 
Supplement B. At such time as the Center for Investment and
 
Export Promotion is established, the Project will make use of
 
REDSO/WAAC services to set up and certify accounting procedures
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within the Section 121(d) requirements. It is anticipated that
 
the Agreement and Authorization will then be amended to permit
 
disbursement, at least of CIEP's annual czerating expenses, to
 
a CIEP bank account under standard advance/liquidation
 
procedures.
 

Covenan~s In addition to the standard General Covenants, the
 
Pro~ect Grant Agreement will contain Special Convenants in
 
substance as follows:
 

Center for Investment and Export Promotion. The Grantee will
 
take al, steps consonant with Cape Verdean law to create and
 
maintain the CIEP as a legal entity having financial and
 
administrative autonomy and an advisory board composed of
 
public and private sector advisors. The CIEP shall be
 
established with the following authorized funtions:
 

(a) to provide and/or coordinate research,
 
information management and analysis relevant to export
 
development;
 

(b) to promote international and domestic investment
 
in Cape Verde and support promotional efforts by other
 
public and private sector bodies;
 

(c) to advise both investors and governmental
 
agencies in the development and use of a regulatory
 
structure for investment.
 

CIEPReQrds and Reports. The Parties agree to provide the
 
CIEP with such technical assistance, personnel and other
 
resources as may be necessary to ensure that CIEP:
 

(a) Maintains financial books and records in
 
accordance with generally accepted accounting
 
principles regularly applied, which books and records
 
shall be accessible to authorized representatives of
 
A.I.D. at such times as A.I.D. may reasonably request;
 

(b) Provides the Parties with financial reports and
 
reports of its undertakings and accomplishments on at
 
least an annual basis.
 

Site Visits, Conferences, Trainin2. The Grantee agrees that
 
all individuals participating in site visits, training
 
conferences and like activities under the Project will be
 
selected by fair competitive procedures based on their
 
qualifications and abilities to contribute to Cape Verdean
 
economic development.
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Ex__rt Development Limitationa. Except as A.I.D. may otherwise
 
agree in writing,the Parties agree that studies and other
 
activities financed under the Grant shall not be designed or
 
used specifically to support the manufacture for export in
 
direct competition with United States exports, of textiles,
 
apparel, footwear, handbags, flat goods such as wallets, work
 
gloves or leather wearing apparel.
 

Project Evaluation. The Parties agree to establish an
 
evaluation program as part of the Project. Except as the
 
Parties otherwise agree in writing, the program will include,
 

one or more
during the implementation of the Project and at 

points thereafter:
 

(a) evaluation of progress toward attainment of the
 
objectives of the Project;
 

(b) identification and evaluation of problem areas of
 
constraints which may inhibit such attainment;
 

(c) assessment of how such information may be used to
 
help overcome such problems; and
 

(d) evaluation, to the degree feasible, of the
 
overall development impact of the Project.
 



. Logical Framework
 
2. Map cf Cape Verde
 
3. PID Approval Cable
 
4. Initial Environmental Examination 
5. GOCV Request for Support
 
6. Economic Analysis
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9. Social Soundness Analysis
 

10. 611(a), 611(e) and 121(d) Determinations 
11. Statutory Checklist 
1.2. Job Descriptions for Technical Assistance Team 

13. Terms of Reference for Proposed Studies
 

14. Investment and Export Promotion
 
15. Review of Investment and Industrial Development Legal Framework
 

16. Access of Cape Verde Products to the European Market 

27. Draft Project Authorization 
18. Draft Project Grant Agreement 



drafted :5/31 

NARRATIVE SUMARY 

Gual: To enable Cape Verde enhance 

its capacity to earn foreign ex-

change through an export-led growth 

strategy and Increased private 


sector participation in economic 


growth. 


Purpose: To provide support to 


Cmpe Verde's privite sector by 


mitigating constraints to expanding 


export-oriented production, trade 


and private sector participation. 


Outputs: 


1. 	Center for Investment and 

Export Promotion established 


on a permanent basis 

2. Recommendations for policy 


and administrative reforms 


J. 	Strengthened promotional 

capacity via: 


Market studies 

Feasibility studies 


Promotional activities 

Specific studies 


4. 	 Ilumain resource development 

1- -

Logical Framework
 

Export Development Services Project
 

4. Seminars, conf. and missions
 

ANNEX I
 

ASSUMPTIONS
 

I. GOLV will continue
 

to remain open to private
 

sector development and
 
initiatives
 
2. Continuation of psi. stab

ility & responsible govt.
 

3. Adequate for. assist saint.
 

I. GOCV will continue
 

to foster appropriate foreign
 
investment policies
 

2. Other donors continue
 

to support related private
 

sector development activities
 

1. Ministry of Cooperation and
 
Plan remains supportive of
 

project and private sector
 

initiatives
 
2. Other ministries remain
 

supportive of the private
 

sector and the project
 

OBJECTIVELY VERIFIABLE 

INDICATORS
 

I. Value of exports of 


gds & Svs increases as a 


2 and In absolute terms 

2. 	Exports as % of GNP incr. 


3. 	Higher per cap and national 


4. 	Greater levels of foreign 


investment 

End of Project Status: 


Policy environment able zo 

support enterprises & acLi-


vities able to create signi-


ficant foreign exchange & 


local employment 

Magnitude of Outputs:
 

1. One autonomous CIEP 

with three divisions 


2. Reforms in laws, 


statutes, regulations 


with Impact on exports 

and investments. 

3. 	Teleport
 

Transshipment
 

Export Processing Zone
 
Tourism
 
Fishing Markets studies
 

et 	al
 

MEANS OF VERIFICATION 


GOCV, World Bsnk 


and IMF reports 


income 


1. 	Project evaluations 

2. 	IMF reports 


3. 	GOCV statistics 


1. 	Project evaluations 

2. 	Contractor reports 


3. 	USAID/GOCV records 
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NARRATIVE SUNNARY 


Inputs: 	Activities and 

Types of Resources
 

1. U.S.: 


Technical Assistance 

Commodities 

Training 

other 


2. GOCV: 


Personnel
 
Office space
 
Recurrent costs
 

- 1-2 -

Logical Framework
 
Export Develope-nt Services Project
 

OBJECTIVELY VERIFiABLE EANS OF VERIFICATION 

INDICATORS
 

Level of effort
 

4,000,000 
 1. Contractor quarterly 

reports


2,011,000 
 2. Semi-annual Project

559,000 
 Implementation Reports

305,000 
 3. REDSO/HAAC records 


1,656,000 


5
522,000 local currency equiv. or in kind
 

ASSUNPTIONS
 

1. Suitable US personnel
 
with acceptable lang
uage capability
 

2. Adequate USAID manage
sent structure
 
established
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ANNEX X ' 

INITIAL ENVIRONMENTAL EXAMINATION
 
or
 

CATEGORICAL EXCLUSION
 

PROJECT COUNTRY: 	 Cape Verde
 

PROJECT TITLE: 	 Export Promotion/Private Sector Development Project
 
(655-0014) 

FUNDING: 	 FY(s) LOP US$ 4,000,000.00
 

IEE PREPAED BY: 	 Robert W. Hanchett
 
Regional Environmental Officer
 
REDSO/WCA
 

ENVIRONiENTAL ACTION R.ECOMKE9fDED: 

Posi cive Determination 

Negative Determination 
Categorical Exclusion XXX
 

Deferral
 

SUMMRT OF FINDINGS:
 

All project activities are eligible and recommended for categorical 
exclusion pursuant to the provisions of 22 CFR 216.2(c)(2)(i) and 22 

CFR 216.2(c)(2)(ix) since the project consists exclusively of technical 

assistance, training, commodity procurement, and studies; and no 

consrrucr.ion or other activities which could have an adverse 

environmental impact will be undertaken. 

CLEARANCE:4
 

AID Represen ive: /'ai (.
 

Bure u ir0n icer: A.PFROVD: X 
Bes * . -/d" FR/ R/ANR DISAPPROVED// 	 DATE: 

CLEARANCE:
 

GC/AFRICA: 	 DATE:
 

http:4,000,000.00


44 444 444444-4444444 )~~UNCLASS IF IED IN00EOMI NGt' 
Dep rtolt o Stte Annex 5

4 GOCV Request 1 

, ~ ~ ,*for Assistanice-

->E0 PRAIA >01958 021821Z 0367 003,1> A::5332 

' > ~AC- C OFFICE AFPD-04J' ~''4 44 

4> 

444, NFO- AFF W-6S4 
AMAD-01~ 

AFCW034 
/U13 Al0 

>AAAF-03 
4 

GC-I1 GCAF-01 ES-01' REL -11 

>4 

-4--4- 44---
~~R 02,18!SZAUG>3 44 

FM- AMEMBASSY PRAIA 
TO SECSTATE WASHOC 5960 
INFO AMEMBASSY ASIDJAN 

- --- 72673 

4>444 

0305 1 Z /39 444 

4 

4 

4 

4 

4$ 

>4 UNCLAS PRAIA 01968 

AZ3AC 

SECSTATE POP AF~PD0 
AB::).AN FOR PEDSO 

AND AFP,/SWA
w..A.PDO0 

$1--PROJECT 

E 0, 12356 N,,A 
5 t;SUJECT, CAPE VERDE EX12ORT DEVEL.CPMENT 

1655-001d2) 
SERVICES' 

4 

4$-

4COOPERATION 

44 

4 

4 

'4 

4 

44 

>4 

>4>4~DIRECTOR 

~44444.44 4' 

1. POLLOWING IS TRANSLATION OF JUNE 15. 1969 
..E-TER POMV GOCV DIRECTOR OF BILATERAL 
C0OCPEqAT:ON TO OAR/CV OFFICIALLY REQUESTING 
SU9jEC7 PROJECT ASSISTANCE. 
QOTE 
SUBJECT, PROJECT FO XOTDEVELOPMENT 
DEAR SIR;. 44 

FOLLOWINGTIIE VARIOUS >EXCHqANGES OF 4 

INFORMATION BET~WEEN THE MINISTRY 4OP PLANNING AND 
AND' USAID/PRAA.OVER 

4 THE ABOVE I4I 

SUBJECT, AND TH AIU ISOSTA EDT 

TH~E IDENTIFICATION AND>FORMULATION OF, A'RELATEDI 
PROGPAW I HEEY'N OFCEMK 

AN OFFICIAL REQUEST 4FROM TH4E GOVERNMENT, OF> CAPE 
VERDE TO TME GOVERNMENT OF~ TH4E UNITED STATES OF 
AMEQICA TO PROVIDE,4SUPP4ORT 'TO THE IMPLEMENTATION44 
OF THE MENTIONED PROGRAM . WITH~IN THE FRAMEWORK OF 
~THE B1LATERAL >COOPERATION RELATIONS4UETwEEN 'THE 
~~TWOCOUNTRIES. 4 4 4 4~~~,4 

- WE EXPECT SOON TOIBE ABLE' TO COMMUNICATE.OUR. 
COMMENTSON THE 4 "PROJECTPAPER".SUIMITTED DURING 
THE MEETING ON THlE FIFTH '(5TH) OF THIS M4ON TH.4' 
- PLEASE' ACCEPT-MY BEST WISH4ES, 4' 4 

OF BILATERAL COOPERATION 
4 4 ~JOSE LUIS ROCHA4 

END QUOTE > 

-44 

4 

4 

4 

444GHYU 

' 

> 

>4442,. 

4' 

MISSION ASSUMES THIS 
5 OF THE PROJECT PAPER,
~PENNER '4 47> 

~4~4T 

MSG WILL SERVE AS ANNEX . -- -

44444P 444 4 n' 



ANNEX 6
 
ECONOMIC ANALYSIS
 

Economic Overview and Rationale for the EDS Project
 

Since independence Cape Verde has enjoyed strong 
economic 
growtM. Real GDP growth has averaged over 7 percent, or over 4 
percent in per capita terms. By 1988 per capita income reacrec
 
approximately S500, 
almost double the level at indepenoenci.

Relative to the experience of most other African nations whose
 
economies have stagnated, Cape Verde's consistently strong economic
 
growth is especially impressive. While the economy has performed
 
well, it suffers from a 
range of structural weaknesses, which lead
 
one to question the sustainability of the past performance without
 
a change in the country's economic strategy toward a more open and
 
outward-oriented direction.
 

These characteristics 
include: an excessive dependency on
 
foreign aid and emigrant remittances, a small ano geographically

odspersed national market, an under-utilized labor force, a very
 
weak 
 natural resource nase and a continued lack of basic
 
infrastructure. 
 Only by turning outward will the nation have
 
markets large enough to fuel competitive industries, and 
provide
 
4ull employment for 
most of its labor force. Similarly, in the 
initial stages of the development of a significant export sector, 
only by turning outward to foreign investors can Caoe Verde Obtain
 
the capital and expertise necessary to establish competitive export
 
enterprises. The government of Cape Veroe recognizes the need 
for
 
this change in economic strategy, and has already begun the process
 
o transforming the national economy through policy and 
regulatr:

reform. EDS is designed to support the government s and the lczi.
 
private sector's efforts to successfully implement a more open a.,
 
outward oriented economic environment.
 

Economic P olicies
 

Cape Verde's strong economic performance to date is the result
 
of several factors. The most important of these has been the
 
maintenance of sound macro-economic policies and a careful
 
husbanding of public resources. Economic management has 
bee
characterized by its practical nature. 
 Cape Verdean policy make
have demonstrated a willingness 
to take the difficult steps
 
necessary to tackle problems.
 

Monetary and Credit 
oolicies have been restrained, keeping
 
inflation below 10 percent during most 
of the 19 80s ano below 5
 
percent 
in 19e7. For several years local interest rates were
 
negative in real terms. In 1985 rates were 
increased and with the
 
decline in inflation have become positive in real terms, ano
 
thereby more competitive internationally. To attract more emigrant
 
remittances, special emigrant 
remittance accounts denominated in
 
foreign currency and paying market rates were established. These
 



competition, it is likely that financial services would improve.
 

To the government of Cape Verde's credit, most of these 

been taken or are plannecproblems are recognized and Steps have 

these reform efforts,
to address them. EDS will support many of 


that hel " to create a more export-oriented ar=

especially tmose 


open economic environment.
 

an Export and Investment Promotion
Economic Structure and Logic for 

P; oi ect:
 

While economic policy management has led to a relatively
 
and


e;4icient use of resources, large Inflows of foreign aid 


emlorant remittances have provOeg the primary impetus to the
 

aid in most year' has been equal to almost 50
 
economy. Foreign 

percent of GDP. while remittances total between 10 and 20 percent
 

is excessively
of GDP. As these ratios indicate, Cape Verde 


income. Since Cape Verde cannot
dependent on external sources of 


these funds, its dependence on them places tne
control the flow of 


country in a vulnerable position. The aforementioned macroeconomic
 

led to an efficient
policies and puolic investment policies have 

other


of these inflows, an achievement rarely obtained by

use 


unless a domestic source of income
develooing nations. However, 


generation is developed, this past performance cannot be sustaineo
 

without continued increases in foreign income inflows, an unlikely
 

prospect.
 

Even though its economic performance has been strong, the
 

economy is extremely unbalanced and suffers from severe structural
 

Reflecting the economy's dependence on foreign income

weaknesses. 
flows, the Cape Verde economy is overwhelmingly concentrated in 

services), wMifnservices (commerce, transport and public 


constitute approximately 60 percent of GDP. Agriculture still
 
is declining rapidly as
employs over half of the labor force, but 


onepercen7t of domestic production -- from one third in 1980 to 

fifth. This rapid decline is due to Cape Verde's long drought and
 

the rapid growth in the services sector fueled by aid and
 

remittance inflows. Manufacturing and fishery production are both
 
GDP.
increasing but each still account for only about 4 percent of 


Mirroring its high foreign income flow, Caoe Verde suffers
 
from chronically hiah trade deficits (about 60 percent o; GDP).
 

are still
Exports, even though they have doubled since 1980, 


minimal, totalling less than 4 percent of GDP or s6.5 million in
 
sharply. In 1987, they totalled
1987. Imports have also grown 


almost 55 percent of GDP in 1987, resulting in a trade de'icit
 

the lowest level in several years.
slightly exceeding half of GDP, 


In addition to reducing its dependence on foreign income
 

Cape Verdean economy to increase its
inflows the need for the 

other reasons. Local
export orientation is required for several 


ten islands.
markets are extremely small and dispersed amongst its 

a relatively low per capita


with a population of only 340,000 and 




is e. ensive and unreliable, while telecommunication ano
 
teans:-tatun costs are hign, and 
for the latter inireQuent. 3o-ne
 
of these obstacles will be overcome only over time as the country
 
develops. However, some, Such as electricity ano water, wi 1 
reQuire the use of generators ano large storage systems 
or even
 
small oesalinization systems at the plant level. For large
enterprises the costs o 
 these systems and other capital costs are
 
Deyond the resources of local entrepreneurs or parastatais.
 
Foreign investors, however, have access to sufficient funds of
 
caoital and the expertise needed to finance and manage these
 
systems.
 

Cape Verde's general lack of capital is another basic reason
 
for the need to attract foreign investors to develop an export

industry. To date, Cape Verde has relied heavily on foreign aid
 
and remittances for its investment financing. Since these flows
 
cannot be expected to continue indefinitely, other sources oi
 
finance must be developed. Foreign investment is a Key area, as
 
it brings not only capital but also the managerial and technical
 
expertise 
to be combined with local labor to build a successful
 
export industry. It is this package of inputs which makes foreign

investment key to the success of Cape Verde's development of a
 
successiul export sector, and 
the reason that a primary component

of the EDS program will be the promotion of foreign investment in
 
Cape verce.
 

Economic Impact
 

The pri.mary outputs of this project, the establishment of an
 
investment and export promotion institution and assisting the
 
country to create a better environment for export industries ano
 
foreign investment, do not lend themselves to Quantified economic
 
analysis. While the ultimate purpose of the 
project is to coost
 
the country's export earnings through increased foreign and
 
domestic investment, the role of the project is encourage and
to 

facilitate the devulooment of these export industries. The project
 
is designed to play a supportive and catalytic role. Without the
 
project, and especially the development of the Center for
 
Investment and Export Promotion, foreign investment and exports
 
would be less, but the magnitudes cannot be measured.
 

It is expected that significant amounts of foreign investment
 
and a large increase in foreign exchange earnings will develop in
 
Cape Verde by the end of the project. The input of the EDS project
 
in promoting these developments should be important, but in the
 
final analysis these economic activities will take Place because
 
the economic conditions for their development are appropriate. The
 
Cape Verdean people and government are the ones that ultimately
 
create these conditions, while the project is designed only to
 
assist them in their efforts. By assisting them in creating these
 
conditions and providing resources to publicize their
 
accomplishments, this project will play a vital role. The
 
project's activities, especially those of the Center for Investment
 



Annex 6A
 
Expanded Economic
 

Analysis
 

EDS Project End-of Project Economic Objectives;
 

1. Exports
 

By the end-of project in 1993, net exports (actual 
exports less the value of imported imports) from light 
manufacturing activities should increase by $3.9 million 
or total over 1 percent of GDP, compared to current 
levels of around $0.5 million.
 

There should also be strong indications of new plants
 
coming on stream that should allow for a 50 percent 
increase in 1994.
 

2. Emplovment
 

Employment in the labor-assembly light manufacturing
 
export sector should total 1500 persons or 1.5 percent
 
of the labor force by 1993, with indications of a large
 
increase in 1994.
 

3. Foreign Investment
 

-- Foreign investment in the labor-assembly light 
manufacturing export sector should reach $1.7 million by 
1993. Cumulatively, foreign capital invested in this 
sector should total $3.7 million. It is understood that 
much of this foreign capital will not be in the form of 
foreign direct investment, but in the form of imported 
machinery and equipment and different forms of foreign 
lending. 

These economic targets are based on the assumption of adequate
 
policy performance by the GOCV in support of an outward-oriented
 
and open economic strategy. Adequate policy performance assumes
 
that half of the measures on the attached Cape Verde Export
 
Development Services Project Policy Agenda are implemented. With
 
better policy performance, these economic objectives would be
 
increased. With excellent policy performance, these objectives
 
would be doubled. (See Economic Impact for more detailed
 
information.)
 



Cape Verde Export Development Services Prolect
 
Policy Agenda
 

Introduction
 

In order to ensure the successful implementation of the Export
 
Development Services Project, certain key policy reforms will be
 
necessary. Although GOCV has made substantial progress in recent
 
years in improving the investment and export policy environment,
 
additional policy and regulatory reform-s will be necessary to
 
ensure that investment and exports increase as planned. Although
 
it is not envisaged that CIEP will be a policy-making body, it is
 
expected to play a critical research and advisory role, advising
 
Government on all policy matters relating to investment and export
 
promotion.
 

A summary of the key policy measures required to encourage
 
investments and exports is presented in the paragraphs below.
 
First, policy measures which have a direct impact on the project
 
are presented. These are policies directly affecting levels of
 
investments and exports in the non-traditional sector. Second,
 
more general private sector reforms are presented. These measures
 
will not have a direct impact on project activities per se, but
 
will indirectly support project activities by making the overall
 
Cape Verdean policy environment more efficient and conducive to
 
private sector activities. The main beneficiaries of reforms in
 
this area will be the Cape Verdean private sector, particularly
 
merchants, manufacturers and traditional exporters.
 

I. Policy Measures Directly Affecting the Proiect
 

Investment Regulations
 

Although the legal framework for investments has been
 
substantially improved ir recent years (see PP Annex 15), some
 
adjustments will still be required during the course of the
 
project. Specifically, it would be simpler and more transparent
 
if the Foreign Investment Code were more comprehensive than the
 
present situation whereby five separate statutes govern investment
 
and numerous cross-references to other laws are made in the Code.
 
As an example, the investment aproval process is not specified in
 
the Code, but is described in subsidiary regulations such as the
 
Industrial Statute.
 

Another example where refinements are required is the tim
 

table for investment approvals. Although the procedures for
 



CAPE VERDE
 
EXPORT DEVELOPMENT SERVICES PROJECT 

POLICY AGENDA
 

Policy Reform Heasures Directly Affecting the Project
 

Issue 


1. 	 Investment 

Regulations 


2. 	 business 

Approval 

Process 


3. 	 Access to 

Foreign 

Exchange 


4. 	 Streamlining 

of Customs 


5. 	Trade Policy 


Reform Measures 


Make Foreign 

Investment Code 

more comprehensive 


Specify approval 

process in Foreign 

Investment Code, 

develop timetable
 
for awarding of
 
incentives
 

Establish foreign 

exchange retention 

accounts
 

Substantial 

reduction in 

customs clearing 

time and
 
simplification in
 
classification
 
system
 

Abolition of 

importing and 

exporting permit 

requirements
 

Agency Responsible 


Ministry of 

Cooperation and
 
Plan
 
CIEP - strong
 
advisory role
 

Ministry of 

Cooperation and
 
Plan, CIEP
 

Central Bank, CIEP 

advisory role
 

Ministry of 

Finance, CIEP
 
advisory role
 

Ministry-of 

Commerce, Tourism,
 
and Transport
 

Target Date
 

end-1990
 

end-1990.
 

mid-1991
 

end-1990
 

mid-1991
 



CAPE VERDE 

EXPORT DEVELOPMENT SERVICES PROJECT 
POLICY AGENDA 

policy Reform Measures Directly Affecting the Project (Continued) 

Issue Policy Measures Agency Responsible Target Date 

6. Export 
Financing 

Establish 
investment, 
preshipment 
(working capital), 
and shipment 
export financing 
services in local 
financial 
institutions 

Central Bank, 
Ministry of 
Finance, CIEP 
advisory role 

end-1991 

general Private Sector Reforms 

Policy Neasures Agency Responsible Target Date 

1. Access to 
Foreign 
Exchange 

Wider public 
access to foreign 
exchange through 
auction or free 
market allocation 

Central Bank end-1992 

2. Pricing Policy De-control of 
prices to 
encourage greater 
investment 

Ministry of 
Commerce, Tourism, 
and Transport 

end-1992 

3. Credit Policy Xncrease of credit 
allocation to 
private sector -
target of 85 
percent 

Central Bank end-1992 

V. 



incentives -- is given no specific deadline. The awarding o 
incentives should be completed within a specified time period,
otherwise substantial delays could occur, and in some cases
 
investors would deterred, reducing overall investment levels.
 

Many of the refinements necessary for the investment
 
legislation will be reviewed in the legislative and regulatory

review to be funded under the project (see PP Annex 13 page 4).
 

Access to Foreign Exchange
 

Article 10 of Foreign Investment Code guarantees foreign
investors access to foreign exchange for repatriation of capital
and profits, or for servicing of offshore debts. However it is 
specified in the Code that access to fore..- exchange can be
 
delayed up to 60 days (or up to two years in Lxceotional cases).

These kinds of delays wou.d be totally unaccepa._e to investors.
 
Many other countries which have incentive programs to encourage
 
exports have established foreign exc>iange retention accounts. Under
 
these schemes, exporters are allowed to retain a specified
 
percentage of their export earnings (often about 30 percent) in
 
foreign exchange accounts for purchasing imports, debt servicing,
 
or remitting profits. Such a policy is highly recommended for Cape
 

environment the efficiency of the 


Verde in order to attract sufficient 
encourage efficiant export operations. 

levels of investment and 

Streamlining of Customs 

In 
exports 

order 
under 

to encourage 
the project 

targeted 
in a 

levels of 
free-zone, 

investment and 
low-regulation 

Customs Service in Cape Verde
 
will naed to be dramatically improved. Therefore, the proposed
 
study to be funded by the project (see PP Annex 13 p.13), which
 
will explore ways of streamlining customs procedures, is of high

priority. Currently, delays of up to several months in clearing

goods through customs are reported by Cape Verdean businessmen. 
One of the factors causing delays is the extremely complex and 
archaic customs classification system. At a minimum, a "fast
track system" will be needed for EPZ exporters under the project.
EPZ operators will require maximum customs clearing times in the 
order of one day.
 

Trade Policy Reforms
 

Currently separate permits are required for each individual
 
import or export order. Unless the importers or exporters are in
 
Praia, the process can take from 2-3 weeks. In order to introduce
 
an efficient and competitive framework for exporting, trade policy

regulations will need to be liberalized. One alternative would be 
to issue general import and export licenses for longer periods such 
as five years and lift the requirement for individual permits. 

4
 



:n the early stages of the project, it is envisaged that a 
large percentage (about 90 percent) of the investment and working 
capital requirements of the exporting firms will come from offshore 
sources. However, as the benefits to exporting under the incentive 
scheme become more evident, it is expected that higher levels of 
local capital will be invested in non-traditional export 
activities. As such, the banking system will be expected( to play 
an increasingly more important role in the development or export 
activities. Investment, working capital (pre-shipment export 
financing) and shipment financing services will be needed to 
accommodate expo-rt financing needs. (Funding is programmed in the 
project budget to help Cape Verdean financial institutions 
establish export financing capabilities.) 

::. General private Sector Reforms
 

Liberaliza:ion of Fcreian Exchange Policy
 

Access to foreign exchange in Cape Verde is limited (see PP
 
Annex 8 p.8). Foreign exchange ceilings are set by sector for both
 
government and private users. Individual ceilings are then set by
 
the government ministry relevant to that activity. Criteria for
 
foreign exchange allocation are based heavily on past usage, which
 
can act as a "barrier to entry" to potential new entrants to
 
various economic activities. To ensure new businesses and othersn
 
access to foreign exchange, a more transparent and open system
 
should be introduced. One option would be an auction system
 
similar to Ghana's. Alternatively, given the smallness of the Cape
 
Verde economy and consequently the narrowness of any local foreign
 
exchange market, a system with a flexible-pegged foreign exchange
 
rate, but with open access to foreign exchange, could be
 
introduced.
 

Pricing Policy
 

Although the prices of non-traditional exports are not subject
 
to control, many of the basic commodities sold in the local market
 
are fixed by the govvernment, which could have an indirect impact
 
on non-traditional exporters. If the prices of the basic inputs
 
and raw materials needed by non-traditional exporters are
 
controlled, it could lead to shortages in supply, whether stemming
 
from local production or imported materials. Because the
 
government is not in position to monitor prices in an effective
 
way, and because price controls can be a deterrent to investment,
 
the government should consider developing a more flexible pricing
 
policy which both stimulates investment and controls costs through
 
price competition.
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Credit PC1- cv 

In the past, a large percentage of domestic credit was
allocated to the public sector (central government and 
parastatals). For example, in 1984, only 40 percent of the stock 
of domestic credit outstanding was held by the private sector. The 
situation is improving, however, as by the end of 1988, 46 percent
of the stock of domestic debt was held by tha private sector. 
Given that a very high correlation "xists betwein economic growth
and percentage of cjedit allocated to the private sector in 
developing countries, it would seem advisable for Cape Verde to 
adopt a medium-term target of 85 percent of the domestic credit 
allocation to the private sector. "his , is consistent with 
private sector allocation levels in otbor developing countries 
which have achieved high economic growth rates. 

ISee Keith Marsden "Private Enterprise Boosts Growth" in
 

Journal of Economic Growth Vol. No.1; 1986.
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Economic Impact of EDS Project
 
Summary Table
 

Scenario: 
CIEP Established -- Adequate Performance 1993 

(Znd-of Project) 
2000 

Increased Exports (M Millions) 3.9 31.1 
(as Percent of GDP) 1.1% 6.4% 

Increased Employment (000's) 3.1 22.2 
both direct and indirect effects 

(as percent of total labor force) 1.4% 9.9% 

Increased Foreign Investment (S Millions) 1.7 2.6 

Cost-Benefit Analysis 
Economic Rate of Return through year 2000 27% 

Scenario:
 
CIEP Established --Excellent Performance 1993 2000
 

(End-of Project)
 

Increased Exports ($ Millions) 7.6 62.1
 
(as Percent of GDP) 2.3% 12.8%
 

Increased Employment (000's) 6.2 44.4
 
both direct and indirect effects
 

(as percent of total labor force) 3.5% 19.8
 

Increased Foreign Investment ($ Millions) 3.4 5.2
 

Cost-Benefit Analysis
 
Economic Rate of Return through year 2000 40%
 

Note: Above numbers detail impact of project activities, especially
 
those of CIEP, compared to a scenario where CIUP is not established.
 



ECONOMIC IMPACT.
 

introduction
 

The impact and success of the EDS project, specifically the
 
success of CIEP in promoting investment in Cape Verde for the 
establishment of export activities, will depend heavily on CIEP's 
success in working with the GOCV to implement policy and regulatory
changes to create a more attractive business climate. Without an 
institution such as CIEP to serve as a catalyst for needed policy
reform and ombudsmen for a liberalized and outward-oriented 
economic regime, the likelihood of Cape Verde successfully
continuing along this route is greatly lessened. Moreover, without 
CIEP to inform the world business community of these changes and 
to help them take advantage of the opportunities in Cai,, Verde, the 
benefits from the strategy will come much more slowly. In short,
wlthout CIEP it is unlikely that Cape Verde will be able to
 
implement successfully an outward-oriented and open economic
 
strategy, but even with CIEP, success will depend largely on a
 
continually improving policy environment. However, final control
 
over most of these business and economic policies that determine
 
this envrionment rests in the hands of other GOCV agencies.
 

To assess the economic impact of CIEP, given that much of its
 
success is dependent on actions of institutions outside of its
 
control, economic imnacts are assessed under three different
 
scenarios of overall policy performance.
 

Scenario 1: CIEP is not established. As a result the economic
 
environment does not improve. However, recent export incentives
 
lead to an improved export performance of existing export

industries, but a foreign-investment led labor assembly sector does
 
not develop.
 

Scenario 2: CIEP is established. Adequate performance. Policy
improvements continue but slowly. Less than half of the 
recommendations listed in the Suggested Policy Agenda are 
implemented by the end-of-project. 

Scenario 3: CIEP is established. GOCV policy performance is 
excellent. Three-quarters of the policy recommendations are 
implemented by end-of-project, and CIEP receives full cooperation
from other GOCV agencies. Under this scenario, twice as many firms 
are expected to invest in Cape Verde for labor-assembly export 
operations. 

The economic impact of CIEP is expected to grow gradually.

Given the lack of knowledge in the international business community

about Cape Verde, the fact that it has official socialist
 
tNditions, and that relatively poor transportation and
 
coutnication links with major markets will take time to improve,
 
foreign investment and the subsequent development of export
 
industries are expected to develop gradually. Accordingly,
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although the impact of CIEP should be clearly evident in terms of 
exports, employment and investment by the end-of-project in 1993, 
even with adequate policy performance, the most significant impact 
will be felt in following years, as knowledge about Cape Verde 
becomes more widespread and obstacles are removed. 

Moreover, the experiences of other countries with similar
 
types of institutions and programs, even in the most successful
 
countries, such as the East Asian NICs, and more comparable island
 
nations such as Mauritius, Barbados and St. Lucia, indicate that
 
it is only three to five years afte export and investment
 
promotion institutions and strategies are established does rapid
 
expansion of exports and employment begin. Investment and export
 
promotion has a significant gestation period. (See attached note
 
on experience of other developing nations with investment and
 
export promotion.)
 

The economic impacts desscribed below were estimated through
 
a procedure that evaluated the performance of and structure of
 
enterprises in the labor-assembly sector of other small island
 
nations and applied these experiences to Cape Verde. An
 
explanation of the methodology used in forecasting the impact of
 
this project and a table (Table 6) detailing the elements of the
 
forecast is attached at the end of this section. It should be noted
 
that the assessment of the economic impact of the EDS project
 
concentrates on the development of a foreign-investment led labor
assembly light manufacturing export industry. This is where the
 
greatest potential lies and where CIEP is expected to concentrate
 
its efforts.
 

Exports: Reduced Dependence (See Tables 2 and 3)
 

CIEP is forecast to have a large positive impact on Cape
 
Verde's export production. Even with adequate performance
 
CIEP activities should lead to the development of a significant
 
labor-intensive light manufacturing export sector. By end-of
project in 1993, net exports (excluding cost of imported inputs)
 
are forecast to reach almost $4 million, and $31 million by 2000.
 
With a 5 percent annual real increase in GDP and consequent 5
 
percent real increase of imports, the trade deficit which in 1989
 
is forecast by the IMF to be 36 percent of GDP, is forecast to fall
 
to 35 percent by 1993 and 29 percent by the year 2000. Without
 
CIEP, it is forecast to remain at 36 percent throughout the period.
 
Exports as a percent of GDP are forecast to triple to over 9
 
percent of GDP by the year 2000, while they would remain at the
 
current level of 3 percent without CIEP.
 

In addition, to leading to the development of an export
 
assembly sector, CIEP should also help to increase the growth of
 
non-traditional exports and service exports. CIEP's direct role
 
in these sectors' performance will not be as important. However,
 
if CIEP is not established, the policy climate to support the
 
growth of these industries will be worse, and therefore, growth
 
would be less. In the service sector, prospects are already good,
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Table 2
Effect of CIEP on Cape Verde Balance of Payments

(as percent of GDP)
 

Scenario 1: 
CIEP not established
 
1986 1989 
 1993 2000
 

Exports 
 1.6% 2.9% 2.9% 
 2.9%

of v ich: labor-asseibly 
 - - - -Imports 
 -39.5% -38.9% 
 -38.9% -38.9%
 

Trade Balance 
 -37.9% -36.0% 
 -36.0% -36.0%
 

Current Account 
 0.7% 
 0.1% -4.9% -11.6%
 

Scenario 2: CIEP established, adequate performance

1988 1989 1993 
 2000
 

Exports 
 1.6% 2.9% 4.1% 
 9.4%

of which: labor-assembly 6.4%
- - 1.1%Imports 
 -39.5% -38.9% -38.9% 
 -38.9%
 

Trade Balance 
 -37.9% -36.0% -34.8% -29.5%
 
Current Account 
 0.7% 0.1% -3.0% -2.8%
 

Scenario 3: CIEP established, adequate performance

198 1989 1993 2000
 

Exports 
 1.6% 2.9% 
 5.2% 16.1%
of which: labor-assembly 
 -
 - 2.3% 12.9%
Imports 
 -39.5% -38.9% 
 -38.9% -38.9%
 

Trade Balance 
 -37.9% -36.0% -33.6% 
 -22.8%
 

Current Ac=ount 
 0.7% 0.1% -1.8% 3.8%
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because of already announced plans for a large expansion of the 
tourism industry on Sal island. CIEP is expected to increase the 
annual growth rate of the service sector from 5 percent to 7.5 
percent. Increased growth by the verl small existing non
traditional export sector has a neglible balance-of payment impact. 

The net effect of CIEP on Cape Verde's current account is
 
sizeable Without CIEP, the current account deficit is forecast
 
to balloon to over $56 million in constant 1990 dollars, while with
 
adequate performance by CIEP, the current account wbuld increase,
 
bur to a much more manageable $13 million.
 

Under both scenarios, Cape Verde would need other sources of 
fi:oance either donor assistance, increased remittances or lending 
to be able to achieve a 5 percent GDP growth target. Without CIEP,
the arounts of additional funds would be extremely difficult to 
obtain. Official transfers would have to increase by almost 140
 
percent in real terms, while with CIEP the necessary increase would
 
be only 32 percent over 10 years. With CIEP, Cape Verde's relative
 
dependence on foreign aid would actually fall. Even if the
 
increased current account deficit was financed totally by official
 
transfers, official transfers as a percent of GDP would fall to 11
 
percent by the year 2000, compared to the current level of 16
 
percent, while without CIEP official transfers would have to
 
.ncrease to over 20 percent of GDP by the year 2000.
 

With excellent performance, which is not an unlikely outcome, 
labor-assembly exports are forecast to be double that of those 
under the adequate performance scenario. Other exports are 
forecast to remain at the same levels as those with adequate 
performance, since CIEP is not concentrating its activities in 
promoting these other areas. Under ecellent performance scenario, 
Cape Verde would be able to achieve 5 percent GDP growth and 
actually reduce the reZl level of official transfers it receives. 
By the year 2000, Cape Verde is forecast to run a $19 million 
current account surlus, and its trade deficit would fall to about 
23% of GDP. By 1993, exports are forecast to reach 5 percent of 
GDP, and 16 percent by 2000. 

Following the growth of the labor-assembly sector, the 
employment impact of CIEP is forecast to be significant as well. 
Even with adequate performance, direct employment in this new 
export sector is expected to reach 1550 persons by 1993, while with 
excellent performance it would be double this amount. By the year
2000, employment in the sector is forecast to exceed 11,000 persons 
with adequate performance, and over 22,000 with excellent 
performance. 

These estimates are in line with the experiences of comparable 
countries. St.- Lucia, for example, which has an effective 
investment ahd export promotion program, and a better educated 
English speaking labor force, but also a labor force less than half 
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that of Cape Verde, reached an employment level of 1500 persons in
 

the labor assembly sector five years after they initiated the
 

promotion program. Similarly, Barbados, with much better
 
transportation and communication ties with foreign markets, better
 

existing infrastructure and a much better educated labor force,
 

achieved employment levels of 20,000 after 7 years.
 

Using a conservative employment multiplier of one additional 

person employed due to the spillover effects from the growth of the 

export sector, the total'employment impact of CIEP activities 

begin to represent a sizeable portion of the labor force. With 

adequate performance, the total employment impact reaches almost 

3100 persons by.end-of-project in 1993 and over 22,000 by the year 

2000. With excellent performance, the numbers would be twice as 

large. With adequate performance, the employment impact would 

equal about 10% of the total labor force by the year 2000, and 20% 

with excellent performance. 

Even with this potentially dramatic employment impact, it is
 
suffer severe
likely that Cape Verde will still from under

employment of labor resources. Currently, 70 percent of Cape
 
Verde's labor force is under-employed. Since employment generated
 
by the establishment of export industries could generate jobs for
 

20 percent of the labor force by the year 2000 under a relatively
 
unless other Sectors generate substantial
opitimistic scenario, 


employment increases, close to halt the labor force is likely to
 
be underemployed by the year 2000.
 

Investment
 

It is expected that CIEP activities will also lead to
 

substantial increase in foreign investment. However, due to
 

already announced hotel expansion plans, foreign investment is
 
Foreign investment
expected to increase sharply even without CIEP. 


in labor-assembly export industries is expected to be significant.
 

Through 1993, 90 percent of investment funds in this sector are
 
By the year 2000, only 60
expected to come from foreign sources. 


from foreigners,
percent of new investments are expected to come 

as lcoal Cape Verdean entrepreneurs take a greater role in export
 

activities
 

Table 4
 
Foreign Investment
 

(Difference between Scenarios Reflects Foreign
 
Investment due to CIEP Activities)
 

1988 1989 1993 2000
 
($ Millions)
 

5.0
-0.4 0.7 3.4
Without CIEP 

Adequate Performance -0.4 0.7 5.1 7.6
 

6.8 8.3
Excellent Performance -0.4 0.7 


-7



Through 1993 most labor-assembly enterprises will be solely

foreign owned, with about 
25 percent being joint ventures. No
 
solely Cape Verdean owned enterprises are expected. By the year

2000, about half of new enterprises are expected to be joint
ventures, and about 15 percent are expected to be 100 percent Cape

Verdean owned and operated.
 

It should be noted that much of the foreign investment for
 
export activities will not show up in balance-of-payment statistics
 
as direct investment. Much of it will be in the form of imports

of machinery and equipment which the Central Bank often fails to
 
account as foreign investment because no foreign exchange was
 
transferred. In addition, a significant portion of investment
 
funds will come in the form of lending both from foreign fiancial
 
insitutions and lending from parent companies to Cape Verdean
 
subsidiaries.
 

Overall Economic Activity
 

The increase in exports, and spillover effects of these export

activities promoted by CiEP will have a very significant impact on
 
overall economic activity. Increased export activity alone is
 
expected to be equal to 6 percent of GDP in the year 2000, under
 
adequate performance and 12 percent with excellent performance.

Even by 1993, increased economic activity from exports would be
 
equal to 1.2% and 2.4% of GDP respectively. With a conservative
 
spillover effect of 
one to one, these numbers would double. Due
 
to restraints on the countries balance-of-payments, the full effect

of these spillover effects will not be felt, as they would lead to
 
unfinanceable levels of imports.
 

Cost-Benefit Analysis (See Table 5)
 

By catalyzing large amounts of economic activity in an economy

with severe underemploymcnt, the project generates a very large

surplus of benefits over costs. Under the adequate performance

scenario, the Economic Rate of Return of the project through the
 
year 2000 is estimated at 27 percent. This does not include the
 
benefits accrued from increased service exports which cannot be

tied as directly to CIEP activities. With excellent performance

the Economic Rate of Return of the project rises to 40 percent.

It should be noted that by the end-of-project in 1993 the benefits
 
do not yet exceed costs, as the costs of establishing CIEP are
 
concentrated in these early years, while the benefits continue to
 
increase through the year 2000.
 

Benefits are defined as the domestic value added by labor
assembly export activities. Spillover effects were not included,
 
as one could not clearly identify the costs associated with these
 
spillover activities. Costs of export activities included both
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Table 5 

C3st-rirefit Anatysis 
(S O's, 1990 prices) 

Scenario 2: Adequace PorPormwce 

1990 1991 1992 1993 1994 199 1996 1997 199U 1999 2000 

Project Costs 1601 2282 3527 49,34 695 8S15 11718 14012 16393 l&l" 21428 

AID 1116 1110 1025 749 

GOCV 35 101 161 225 400 400 400 W0 400 400 400 

0-1vate Casts 
:rvest ent 300 612 1248 1910 2923 2961 4054 4135 4218 4302 4388 

;roauction Laor 45 138 325 621 1072 1540 2179 283 3533 4249 4992 

:rolrect LabOr 45 138 328 621 1072 1540 2179 2113 3533 4249 4992 

Overnead 60 184 437 825 1429 2054- 2905 3791 4710 5665 6656 

Benefits 1/ 230 857 2039 3863 6668 9583 13559 '7690 21910 26435 31060 

Net Benefits -1321 -1425 •14M8 -1091 -227 1068 1841 3678 5587 7571 9632 

[RR 27, 
NPV (S 000's) 585 

Scenario 3: ExcekLent Performmre 
1990 991 1992 1993 1994 1995 1996 1997 19 1999 2000 

Project Costs 2051 3353 5868 8933 13389 16630 23036 27624 33 37'28 42455 

AID 1116 1110 1025 749 

=Ccc 35 101 161 225 400 400 4:0 400 4w0 400 400 

prvate Costs 
Investienc 600 124 2497 3820 5845 5962 8108 8271 "as6605 8777 

Proajctioni Labor 90 275 655 1242 2143 300 4358 5M 705 5497 994 

Lr.rectLor 90 7. 655 1242 2113 30 4358 5 765 597 99m 

1'0 367 874 1655 2858 4107 5811 7v.81 942 11329 13311 

lmefits 1/ 
Net luwftits 

560 
-1491 

1714 
-1639 

4073 
-1739 

7726 
-1207 

13336 
54 

19167 
2537 

27118 
42 

33310 
76 

43161 
11574 

S267 
15543 

62120 
19665 

IRA 40a 
mPv (S 000's) 14316 

....................................... 
1/ Ilfits o.aaL net eports, i.e sigaeticva u "d from Laoor-assly export activities. 
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(private costs). Detailed cost data from the Dominican Republic,

where wages are about equal to that of Cape Verde, were used to
 
identify these enterprise costs.
 

Given that underemployment is 70 percent, a "shadow wage" of
 
15 percent of wages, excluding fringe benefits, was used to measure 
the economic cost of production employment. This lowered the 
economic costs of the "project" significantly below the financial 
costs to the enterprise. Since the opportunity cost to the economy
of using this labor is so low because of its abundance, this 
relatively low "shadow wage" is justified. Indeed, some might

argue that with such high underemployment the "shadow wage" should
 
be zero, or that the labor used should be counted as a benefit.
 

Apart from production employees, economic costs were equal to
 
financial costs. Costs were based on employment levels and rates
 
were based on standard ratios between unskilled wages. Indirect
 
labor, technical and supervisory personnel cost 45 percent of
 
production employee wages, while overhead is equal to 60 percent.

Investment is equal to actual investment, which was based on the
 
assumption that plants in a low-wage environment such as Cape Verde
 
require a capital to labor ratio (K/L) of about 3 to operate

efficiently, i.e. for every production worker employed, capital

equal to three times there annual wage is necessary.
 

The cost-berefit analysis indicates that in economic terms
 
this project is very valuable, even under the moderately non
optimistic adequate performance scenario. Using a discount rate
 
of 12 percent, the Net Present Value of the project is $5.9 million
 
under the adequate performance scenario and over $16.4 million
 
under the excellent performance scenario.
 

Forecasting Methodologv (See Table 6)
 

To forecast the impact of the project through the year 2000 
in an integrated fashion, a model was developed that systematically
related investments, employment, costs and exports of a probable
labor-assembly light manufacturing export sector. These different 
components of export activities were tied together by evaluating
the experience of this sector in other small island nations. 

The methodology first estimated the number of exporting firms
 
investing each year. The average plant size was estimated to grow

gradually from 50 production employees/per firm in the first two
 
years to 150 per plant by the fifth year, which is slightly less
 
than the average of the Dominican Republic and Mauritius, but
 
comparable to other very small island nations such as Barbados and
 
St. Lucia. Then based on the cost of production labor, one could
 
beign estimate other production costs. In an labor assembly

operation, production labor is the basic production component, and
 
therefore other costs are a function of them. Finally, adding a
 
pricing margin one can use the production labor costs to forecast
 
the domestic value added of export production. This value also
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Table 6 
Econt i Impact ForecastS 

(Monetary vatu$ in constant 1990 prices) 

Scenario 2: Adewuate Performance 
1990 1991 1992 1993 1994 1995 1996 1997 1996 1999 2000 

New Firwiu 2 4 4 6 6 6 8 8 a a a 
Prouction EM[aoywat/Firim 50 50 100 100 150 150 150 150 150 150 150 
Wage:unkilted(S 000/year) 1.0 1.0 1.0 1.1 1.1 1.1 1.1 1.1 1.2 1.2 1.2 
CaitaL/La or latio(K/L) 3 3 3 3 3 3 3 3 3 3 3 
1nvustent(MOO' s) 300 612 1248 1910 2923 291 4054 4135 4218 4302 438 

Sec:or 1/ 

CAJOtaL(S000's) 300 912 2160 4071 6993 9974 14028 181646 22382 26684 31072 
P,oaction Errcoy1iwt 100 300 700 1300 2200 3100 4300 5500 6700 7900 9100 
Proc. Labor Costs(S000's) 100 306 728 1380 23I 3423 4L;2 6318 7850 9"41 11093 
C-Inge Berefits($000's) 30 92 218 414 714 1027 1453 1895 2355 2832 3328 

: <irect Labor(S00's) 45 138 328 621 1072 1540 2179 243 .533 4249 4992 
Cve'rela(S000's) 2/ 60 184 437 825 1429 2054 290S 3791 4710 5665 6656 
Mrgin(S000's) 75 230 546 1035 1786 2567 3632 .738 5888 7081 8320 
Net Exzorts(SO00's) 3/ 280 857 2039 3863 6668 983 13559 17690 21980 26435 31060 
E.voyment 118 355 81 1548 2629 3716 5172 6637 8113 9599 11097 

NuLtoDkier Enotoyment 118 355 83l 15W 2629 3716 5172 6637 8113 9599 11097 
Toat Eyt oymnit 236 710 1662 3097 5257 7432 10343 13274 16226 19199 22193 

Scenario 3: Exce[Lern Performance 

1990 1991 1992 1993 1994 1995 1996 1997 1996 1999 '000 
New Firms 4 8 8 12 12 12 16 16 16 16 16 
ProoJbction Envtoymant/Firm 50 50 100 100 150 150 150 I50 150 150 150 
Wage:U SKiLt ed($ 000/year) 1.00 1.02 1.04 1.06 1.08 1.10 1.13 1.15 1.17 1.20 1.22 
CapitaL/Labor fAtio(KIL) 3 3 3 3 3 3 3 3 3 3 3 
Investent(t000's) 600 1224 2497 3820 5845 5962 8108 8271 8436 8605 8777 

Sector 1/ 
Capitat(S000's) 600 1824 4321 8141 13966 19948 Z057 36327 44763 53368 62145
 
Prxcxtion EmLoymnt 200 600 140 2 "00 6200 8600 11000 13400 15800 18200
 
ProJ. Lbor ost(5000 's) 200 612 1457 2759 4763 6645 9685 12636 15700 18882 22186
 
Fringe *enefits(SO00's) 60 184 437 828 1429 2054 9M 3791 4710 5665 6656
 
Indirect Laor(SOO0'$) 90 273 655 1242 2143 3010 4358 5686 7065 8497 99Si
 
Overhead(%00' a) 2/ 120 367 574 1655 2858 4107 5811 7581 9420 11329 13311
 
Margin(S O0's) 150 459 1092 2069 3572 5134 7264 9477 11775 14162 16639
 
Wet Exports(SO0O's) 3/ 560 1714 4078 7726 1333S 19167 27118 35380 43961 52871 62120
 
Employment 236 710 1662 3097 5257 7432 10343 13274 16226 19199 22193
 

MuLtiplier E.ptoyment 236 710 1662 3097 5257 7432 10343 13274 16226 19199 22193 
Totat Eiptlaymlit 472 1420 3324 6193 10515 14864 20687 26549 32452 38396 44387 

-... . . . ......... ........o o
o. .. ..... . eo~~e
1/ Sector itin represent the cuutative invlestmntCaPital) a4 totl wnmL ceoets, exports and saeio t of 

of the tabor-asally export sector. It totatl the ctumiastive effects of additinatL firm to the swtor. 

2/ Overhead inckues, reinvestment and mintenrce to cover 10% annual stralght Line depreciation. 

3/ Net Exoorts is the domestic vaLue added of the export. It does not inctude inlrted inputs. 



represents net exports or export value less imported inputs. 

It should be noted that this method to estimate the value
added or net exports by building up the domestic costs of
production and adding a pricing margin is corrobited by other data.. 
In Mauritius it was found that from 1981 through 1986, when wages
were comparable to current levels in Cape Verde, the value-added 
from light manufacturing exports( exports from Iport Processing
Zones) remained an almost 'constant ratio of 2.8 times the cost of 
the production labor employed in the Zones. The adding of costs 
and pricing margins results in this same ratio. 

Investment levels were estimated by using a rule of thumb that
 
an enterprise m st invest three times the cost of labor to emp

loy that unit .f labor, i.e. a capital to labor ratio (K/L) of
 
three. Act..dingly, in Cape Verde where the annual wage of 
production labor is $1000, one must invest $30oo in machinery,

buildings and other captial costs. 
For a factory of 50 production

workers, the investment cost would be $150,000. As production wage
increases with assumed productivity increases, the investment costs
 
of a plant would increase as well.
 

-12



Experience of Other Countries in
 
Investment and Xxiort Promotion
 

Due to the numerous causal factors affecting business
 
decisions, it is impossible to measure the precise impact of
 
investment and export promotion centers on the growth of
 
investments and exports in any given country. Nevertheless,
 
experience indicates that nearly all developing countries which
 
have succoeded in achieving sustained growth of trade and
 
investment have established promotion agencies. In the cases of 
such nations as South Korea, the Republic of China (Taiwan), 
Singapore, the Dominican Republic, Thailand and Mauri .ius, 
impressive expansions in trade and investmert activities were 
catalyzed and sustained by the involvement of promotion centers. 
In addition to their important promotional functions, these 
organizations have played central roles in directing policy changes 
toward more open aiid outwardly-oriented strategies. The next 
section summarizes the institutional experience of several 
countries in the area of investment and export promotion. This is 
followed by a number of important lessons learned in these and 
other nations. 

Country Experiences
 

1. Taiwan. The origins of trade and investment promotion
 
in Taiwan date back tc the late 1950s, when a series of policy
 
reforms were undertaken to achieve economic stability and provide
 
greater incentives for private investors. The Council for
 
International Economic Cooperation and Development (CIECD) was
 
created in 1963, succeeding the Joint U.S.-Chinese aid organization
 
and becoming the lead agency for investment promotion. This
 
government agency has evolved over the years to become the
 
Industrial Development and Investment Center (IDIC), which
 
administers the syste ot approvals for investment incentives, and
 
the Joint Industrial Investment Service Center (JIISC - a
 
subsidiary agency within IDIC), which carries out marketing
 
campaigns and provides assistance to prospective investors. The
 
IDIC/JIISC are located in the Ministry of Economic Affairs. Other
 
government ministries are represented on the IDIC in reaching
 
approvals for investment incentives. The promotional arm, JIISC,
 
has always remained relatively "lean" in terms of staff size,
 
accounting for a professional staff size on the order of 20-30
 
individuals.
 

Taiwan's trade promotion institutions were formed largely in
 
the late 1960s and early 19708, just as exports of nontraditional 
goods began their "take-off" stage. These include the Board of 
Foreign Trade (BOFT), a government agency, the China External Trade 
Development Council (CETDC - currently called CETRA), a promotion 
organization supported by business organizations and exporters, and 
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the Far East Trade Service, an independent non-profit institution.
These organizations provide wide of
a range promotional and
information services to Taiwanese exporters.
 

These promotional organizations are supported by a number of
important auxiliary entities in Taiwan. 
These include the Export
Processing Zone Authority (EPZA) 
-- Taiwan's first export zone was
established in 1965, the Hsinchu Scince-based Industrial Park, the
Industrial Technology Research Institute (ITRI), 
 and the China
Productivity Center. Each 
of these organizations plays 
an
important role in efforts to promote 
private investment and
 
exports.
 

2. South KoreA Trade promotion in Korea carried
is out
primarily by the Korea Trade Promotion Corporation (KOTRA) and the
Korea Foreign Trade Association (KFTA). KOTRA was founded in 1962
by the government, well before the nation's successful export push.
KOTRA's mandate is to stimulate economic growth through 
trade
expansion. KFTA is 
a private, nonprofit organization, composed of
Korean manufacturers, exporters and importers. 
Both KOTRA and KFTA
offer a considerable range of services 
to exporters, including

market intelligence, promotional campaigns and training.
 

3. Sincrapore_- The Economic Development Board (EDB) ofSingapore has had primary responsibility for trade and investmentpromotion in Singapore since it was established in 1965. While itstill 
retains many important functions, especially investment
promotion, others have been 
"spun off" to other independent
statutory boards. 
 For txample, trade promotion is now the charge
of the Singapore Trade Development Board (STDB), a statutory board
undcr the Ministry of Trade and Industry, and by Intraco, a public
trading company. 
STDB was created as a result of lobbying by the
private sector 
in Singapore. Ownership and management of
industrial estates, an 
important source of economic activity, are
governed by the Jurong Town 
Corporation. The has
EDB become

recognized as one of the most 
effective investment promotion

agencies.
 

4. TJala. Investment promotion in Thailand is carried out
by tha Boar' of Investment (BOI), a government agency chaired by
the Prime Minister. The BOI was established in 1955, and is
charged not only with promotion, but also with administration of
the nation's attractive incentives policies. Export promotion is
the domain of the Department of Export 'romotion (DEP) a department

within the Ministry of Commerce.
 

5. Other Countries. Most countries seeking to expand exports
and private 
investment possess ongoing promotion organizations.

Many of these agencies are supported '.y A.I.D. funding and
technical assistance. 
 These include the Investment Promotion
Council and CEDOPEX (export promotion) in the Dominican Republic,
the Investment Promotion Centre in Kenya, the Investment Promotion
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Council in Panama, and BKPM (investment promotion) in Indonesia.
 
These and similar organizations are all charged with providing a
 
series of promotional activities, engaging in relevant policy

discussions, and offering services to traders and investors.
 

Lessons Learned
 

Research on investment and export campaigns inother countries 
has identified a number of lassons and principles which should 
underlie promotion efforts. Many of these principles could be used 
a guidance for the establishment of CIEP in Cape Verde. 

1. In successful countries, investment and promotion centers
 
have become actively engaged in policy formulation, focusing on
 
"getting the policy environment right" before or during active
 
promotion. Examples of effective countries where promotion
 
agencies became involved in policy include Taiwan, Thailand,
 
Ireland and Singapore. In Taiwan and the Dominican Republic, for
 
example, promotion agencies have also acted as ombudsmen and
 
advocates for private investors and developed and nurtured domestic
 
constituencies in support of private sector initiatives.
 

2. The most effective investment and export promotion
 
agencies have begun at small sizes and have expanded gradually

corresponding to increases in vol'kme of investment and export

activities. Examples of successes in this area include the
 
Dominican Republic, Taiwan, and Panama. Excessively large agencies
 
were created in Ghana, Egypt, Bangladesh, Indonesia, and Jamaica.
 

3. Successful agencies maintain modest or at least reasonable
 
expectations regarding the results of their activities in the form
 
of new investments, exports and jobs. Modest initial returns were
 
anticipated in the Dominican Republic, Taiwan, and Costa Rica, for
 
example, whereas excessive expectations led to problems in Egypt,

Jamaica and the Eastern Caribbean.
 

4. Effective promotion organizations have developed servicing

capabilities and basic promotional materials prior to engaging in 
active forms of overseas promotional activities. If they do not, 
they will not be able to respond effectively to inquiries resulting 
from promotional efforts. Countries which have failed to develop
adequate support services before engaging in promotion include 
Egypt, Kenya, and Haiti. 

5. Investment and export promotion activities should be 
grounded in a strong understanding of national economic advantages
and disadvantages, in absolute terms and in comparison to 
competitors. in this way marketing can aim at filling specific 
market "niches" in which the country is or can be competitive. 
Singapore and Thailand are two nations which have successfully
targeted promotional efforts. Mauritius and the Dominican Republic

have also found important market "niches."
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trie constitu.tional separation o4 church ano state; prohibition o4 
ewtracition 04 Cape Vercean citizens; anoa a ban on capital 
OlisMen 1.
 

Local administration in Cape Verde is a matter- o- consideraol1 
imove-tance. giver, tnat the nation is comprised o-; eleven separate
i 'anos (mine o4 which are inhabited) which ai44er getyi 
natural resources, population. and economic productivity. Fourteen 
regional administrative units include triree incorotatec 
municioalities,(Mindelo, Praia, and San Felipe), and eleven rural
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lin inamrpo.-atea borougm/townShIp-lii'e 4 reS~yesas whicm play a central 
role inr trie planning and implIemen tat ion o4 community-based 
ceyelopment programs. In addition to their local administrative 
r~nie. ?-n- -;?..ie5sa a'so.5ervq aps'qqeisla,:-,v Cist:-dtS ir* tNtictne. 
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see- -vea-s a-;ter imeoencence ano enjoying the sucort a-; "ne 

Na:;ral c-ssemoiv. it certi~fiec tne inoustriali ano services sectc
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Pr~ncipally on medium-siz IedparapuolIc ana mixec puolic-private 
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evaort. o-ie'ntation or else. intended to Mleet ,domestic neeaS. 
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preparation, implementation ano evaluation; in&deqljatL- exte-M-31 
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*:aev-.-ieo the respective roles o-i rrivate djomestic anc -orei-7n 
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based on marI time resources,, construction 'material factories, 
metalworking. and mechanical industries, and light industries geared 
toward export mark~ets.
 

Policy reforms under the Plan will emphasize improvement o; 
the environment for private investment througn 'tne acootion o .a 

-;oreign inves5tment cooe, pr!'r.notion of a national' engineering 
capacity, and the recefinitic ,i = the roles o-i =:vernme-t andr- tPhe 

orivate sector in the applica- :n of indlustria' itrate;',. A final-

Plement -,4 indiijstrjial oievel :ment is that wnlicn this 'P= 
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t-9 =-oliti!cal and institutional issues to ' nicn the NDP7 
~o':c 're seve-al T; wey interest to this project! 

&-iscussec- elsewhere in the PP, mrisrt. 
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pa~cu'rlyominoujs 4r- 'Cape Verde's prospects As a' site ;.:)r 
foreign. investment. 

Ti'. Second NDP has outlined a 'program' of re~orms whichl 
includes a simplification of &_a administrative procedures: the 
strengtnen'ing of management tools, policies anc procedures; and 
improved coordination of activity amon; government ministries.'
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Under the' NDP, 'increases in the pay-roll and sta - 4ing'o. 
.)LIliC enterprises will reauire the' approval OT the Council o' 
Ministers. At the same time' the GOCV is analvzing each of tne 
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privatize their ownership..
'to 




4~~-l esoncing to issue; 04,eqionalo -'mcalance *ninvesten

5,". 


'Sector 


'.'tI==,3~~ er 

Fo-'- isoar i *,aI reasons, economic develooment in Cap 'erce L5is, , , 
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.. .environment
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mmer-L.uflci [oi:~Minilster5 a eexetct conti.nue to- -evoze.''
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c vision cof sec tor-a I rspons ibillities )iiV'Cape_'Verde , is entire 1y ~ 
country speci'fic. Similarly,, -administration 4'and~ oversight o; 
proceduresPof key importance in, the 'investment -and export processes-
i.s di'vided among a variety of structurally disparate agencie, 

:na uring, but not 'limitedl to, secto'ral and line <ministries, tne 
'national banIk, and tra customs service., 

No single agency' is charged wit resonsibility ;or 
coo oainating or 4aciLl~tatinq investment and exports, nor-aoes thre 
exist a single source oi ir.;orrnation regarding the tneseiproceaures 
a-na processes. The onus oi responsibil'ity <for obtaining requis.i'te ' 
t:mnical,- legal an= administrative iriformaticn anrd, appro,.als.-44 

4alls entirely on the individual businessper-son.
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-investments. The future a; the JPU is in Question., howeve-, 91Ien 
"Mat donor funding for its activities wifl expire in late 19F3'. 

-Tnis 
 ministrY -is also, responsible for planning th'e suov', 
- 'distrioution, -and -pricing system for -petroleum' products, 

4electricity and water desalinization. Under the' present 
administrative regime, it could be cal lei: 'upon to'participate' in" 
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energy supply or deman-d. , ,-:- .4" 
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ANNEX 8
 

PRIVATE SECTOR ENVIRONMYNT
 

The Government of Cape Verde is now undertaking
program, including A significant opening tovards the private sector. 


a major Policy reform
Third Party Congress, held in Praia in November 1988, called for a
 
dreorientaton. Theof the economic system in Capedetermined the necessity for the country to open up the *Conoiy 


Verde. The Conressexternal forces, while encouraging the active participation of the
 
Foreign private inve 


intends is now considered 


private sector. 
to
 

essential element for stimulating the national 
 -*
 economy, and the GOCV
 
to encourage Joint ventures with foreign equity participation


The reorientation

utilization of new approaches such an export processin 


of the economic system is considering the
banking 

attractive

teleports, transshipment, zones, offshore
etc.
as an investent site and to 
in order to make Cape Verde more
tnderemployed 
 capitalize
Cape Verdean labor supply. on the low cost and
The incentives Proposed 


encourage the private sector include drafting of a new foreign investment
 
to
code, defining and streamlining
to regulations,promote export Industries
the foundation for the attraction of foreig 

a unified set of incentives
and new labor regulation.

reforms are They contain
investment.
bein.g presented for approval to the National Assembly 


These policy
legislative branch Of government, in June 
 the
 
1989.
 

II. P.4va It V
Setr tIon n ilcewt 
 oe~ vThere are 
currently two cOmercial associations
for the Windward Islands and one for the Leeward Islands 


in Cape Verde: 
one
nswitutions, with total membership

itrests Of commercial These


Iso..... 

oner Plof 180,' basically represer.t thehas-internef stsco~otnt o aial
rcia 
 ofe 


the main focus of the association#,impo ter. r ...
vin..
has been on negotiation bee -, the Gpovernognt.ne t
Policy dialogue with the Gover Ment
past,~
of t~h In the Past,
annual "plafond"
exchange to various users in Cape Verde. 
or allocation of foreign
 

commercial

Starting in 1988, the Governnts
ssociation 
began to Policy dialogue with the
representati iden. 


7es For example,
in November 198

from the two coercial associations 
were invited 


address the Third Party Congress and give their advice on proposed
 
to
 

thpas
associations,

changes in investment legislation.
tew oaed P TiwaasIgnfcn


when the orgaized private This-ws a aignificnt change from
-vesector, 
 hnefo

Isolated from Government as represented by these
private entrcreneurs Policy debates. 
Many of the
felt that previously the Government often treated
 

the private sector with distrust and reservation.
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the commercial associations 
also helped draw uP, 

In December 1988, a set of by-laws which 
provide
 

with the support of the Prime minister, 


framework for the establilshment 
of a National Chamber 

of
 

the legal 

The Chamber will represent 

the interests of all 
sectors of the
 

Commerce. 
in Cape Verde including 

commerce, industry, 
agriculture,
 

private sector 

fisheries, etc.
 

Members
 

The officers of the 
Chamber will be elected 

by its members. 


could be from private 
companies, private 

companies iu individual name,
 

The objectives of the 
Chamber
 

public enterprises.

mixed companies, or 

the voice of the private 
sector in policy
 

i) acting as
include: 

discussions with the 

Government; ii) promotion of Cape 
Verdian
 

an exchange
 
and iii) to establish networks 

and 


of ideas between Cape 
Verdeans and overseas 

business contacts.
investments and exports; 
The
 

funding of the Chamber 
has not yet been determined 

but it is envisaged
 

initially, funding 
contributions would 

be divided about
 

,hat, at least 


equally between the 
Government and the 

privete sector.
 

are proceedil fairly cautiously in
 

The private sector and 
Government 


Because the membership 
is open to
 

the establishment of 
the Chamber. 


parastatal enterprises 
and governmental 

officials, and since 
some
 

in the conception
 

some risk that the 
Chamber will be too 

dominated

governmental officials 

are playing a significant 
role 


of the Chamber, there 
is concern within the
 
There is also considerable 


private sector about 
Chapter V of the by-laws 

which gives the Government
by the public sector. 


Ameng the specific 
powers of
 

over the Chamber. 

the powers of "tutelage" : i) authorize or approve
 

tutelage, the Government has 
the authority to and ii)
 

the acts of the Chamber 
considered to be publically 

relevant; 


keep itself iniormed of 
the Chamber's activities 

through inspections 
and
 

leading some members 
of the
 

These powers are 

inquiries if necessary. 


question whether the 
proposed Chamber would 

really be
 

private sector to 


independent Chamber 
representing private 

sector interests.
 

an 


a private trade association 
of engineers and
 

In early 1989, 
 This represents the 
first time since
 

established.
architects was 

a private professional 

association vas established.
 

independence that : i) represent the 
interests of
 

The purpose of the association is 
to 

serve as a forum
 

architects and engineers 
vis-a-vis government; 

and ii) 


for the exchange of technical information 
in Cape Verde.
 

improve the efficiency 
of the economy and 

improve the
 

business operating 
environment, a special 

public sector adminittrative
 

The comission is 
headed by


In order to 


set up in early 1989. Among

reform commission 

was 


a Secretary of State 
who reports directly 

to the Prime Minister. 


reforms being considered 
are reduction in bureaucratic 

red tape,
 

the 

streamlining of importing 

and customs procedures 
and other forms of
 

deregulation.
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!I1. International Assistance to the Private Sector
 

The COCV has informed the donor community in Cape Verde that USAID
 
and the World Bank are being asked to play the leading role among the
 
donors in the development of the private sector in Cape Verde. In
 
addition, UNDP agencies have been involved in private sector and export
 
support programs on a smaller scale.
 

The World Bank (IDA) and the UINDP provided an SDR 4.3 million credit
 
in 1985 to Cape Verde with the aim of strengthening the country's
 
capacity to identify, prepare, and promote industrial projects. Under
 
the project, technical assistance was provided to the Bank of Cape Verde
 
to appraise and finance projects. A line of credit of SDR 3.2 million
 
was set up in the bank for lending to small-scale industrial projects.
 
As of May 1989, the entire line of credit had been committed. Projects
 
financed include: a gas bottling plant, bakeries, fish processing and
 
other small-scale ind'strial projects. Under the same project, technical
 
assistance Was also provided to the Industrial Promotion Unit (IPU) in
 
the Ministry of Industry and Energy to identify and promote industrial
 
projects. The IPU has also been instrumental in drafting the foreign
 
investment legislation and the industrial development law.
 

The UNDP/UNCTAD is supporting a two-year project within the Ministry
 
of Commerce, Tourism and Transport to encourage exports. The project's
 
main focus is on training national officials in now non-traditional
 
export activities. Visits have been proposed for Cape Verdean trade
 
officials to Barbados, Jamaica and the Dominican Republic. These
 
countries could serve as models for Cape Verde's development of
 
non-traditional export activities, in that those countries have made
 
considerable advancements with their export processing zones,
 
teleport/information services, tourism and transshipment activities.
 

In the past, most of the donors in Cape Verde have not generally
 
consulted closely with the private sector when discussing economic policy
 
issues in Cape Verde. Through the preparation of the Export Development

Services Project, USAID has developed more axtensive contacts vith the
 
private sector. During the preparation of the ISTI report in May 1988,
 
the private sector was invited for the first time since independence to a
 
vide-ranging policy discussion vith the Government. One of the ongoing
 
concerns of the private sector is that more aid funds should be channeled
 
to the private sector. Given that foreign aid represents nearly 50Z of
 
GDP, private sector access to aid funding is an important concern.
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In early 1989 Cape Verde signed an agreement to become a member of
MICA (Multilateral Investment Cu&rantee Fund) under the auspices of the
World Bank. 
MICA will provide insurance to foreign investors in Cape

Verde that their investments will be protected against non-commercia1

risks and volatile economic conditions. With this protection available,

direct 
foreign private investment conditions should be improved in Cape
 
Verde.
 

Cape Verde is not currently a member of the International Finance
 
Corporation of the World Bank. 
In light of thu recent policy changes
which substantially open Cape Verde 
to foreign investment opportumities,

it might be timely for the Government to consider joining the IFC. The
 
IFC has considerable-experience in identifying private inveetment

opportunities in countries similar to Cape Verde. 
 Some advantages in
 
working with the IFC are that: 
I) they are a reliable financial partner;

ii) they are usually the first partner to 
comit their own capital; and

iii) they often help identify a second foreign equity partner with
technical expertise in the area of the project. 
Membership in the IFC
also would give Cape Verde access to the Foreign Investment Advisory

Services of the IFC. 
 This service provides technical advice to member
 
countries on foreign investment laws and policies.
 

The establishment of the Chamber of Comerce in Cape Verde will also
 
provide Cape Verde with greater access to representative bodies of

international private enterprise such as the International Chamber of

Conerce. Members of the International Chamber could be invited to visit

Cape Verde to participate in seminars, conferences or workshops on
 
private enterprise development and investment issues.
 

IV. Private Sector Activities in Cape Verde
 

The private sector in Cape Verde is heavily concentrated in

activities which cater to the domestic market. 
The service sector
 
(including commerce, transport, and public services) constitutes

approximately 60% of GDP. 
Comerce is dominated by DIPA (a state owned

company) and by about 200 private commercial traders who sell mainly

imported consumer items in retail outlets. 
 Industrial production

accounts 
for only 20% of GDP while agriculture constitutes about 20% of
 
GDP.
 

Between independence and 1987, the GOCV 
undertook a substantial

import-substitution effort in the industrial sector. 
 As a result, growth

in the industrial sector since 1981 has exceeded GDP growth by over 3% on
 average per year. Hovever, the import-substitution strategy has had its

shortcomings: i) because of the small size of the local market,

industries have not achieved economies of scale and are operating at only
about 25Z of capacity; and ii) industries have not aggressively sought

overseas markets and special trade preferences have not been exploited.
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Because most of Cape Verdean manufacturing enterprises have been
 
conceived as import substituting firms they are not presently organized
 
to 
compete in export markets. The operations of the Morauz:z apparel
 
factory illustrate this point. 
 Morabeza is a mixed enterprise (71%

private and 28% 
state owned). Morabeza is a small plant by international
 
standards, employing between 100 and 400 workers depending on demand.
 
Yet it has a fully integrated production line including the sourcing of
 
material, cutting of fabric, sewing the pieces into garments and final
 
pressing and packaging. In contrast, an apparel firm operating of
 
similar size in the Caribbean would likely be limited to assembly of
 
pre-cut pieces, eliminating the need for investment in the cutting

machinery and training of workers on those machines. Production runs
 
would be specialized on one particular category of garment (e.g. 
men's
 
knit tops) to develop skill and speed in that type of good. Currez.-v
 
the company is operating at only 25% of capacity.
 

Moveis Claudio is a small 100% privately-owned furniture ak.
 
company based in Mindelo. The company employs 30 workers and in most
 
years 
runs a profit, although in 1988 the company registered a small
 
deficit. Movies Claudio produces almost entirely for the local market
 
and its largest customer is the GOCV. 
The biggest operating constraints
 
facing the company are the fixed "plafond" which limits foreign exchange
 
allocations for imports, and difficulties clearing goods quickly through
 
customs because of slow administrative procedures. Movies Claudio
 
generally does not produce for the 
export market because of shortages in
 
foreign exchange in neighboring countries and because of uncompetitive
 
prices as a result of high Cape Verdean import tariffs.
 

Metalcave is a small mixed company (51% G0CV, 36% 
private Swedish,
 
13% CABNAVE - a state owned ship repair company). Metalcave produces
 
metal and wooden furniture and cooking pans. The company employs 18
 
workers, six of which have received technical training in Sweden. The
 
company has been operating for two years but has not yet registered a
 
profit. Currently the factory is operating at only 10Z of capacity.

Matalcave had considerable difficulty in gettinS established in Cape

Verde as 
it took four years to obtain approval for establishment.
 
Current operating constraints include delays of up to three veek.s in
 
obtaining import licenses and delays of up to 6 months in clearing goods
 
through customs.
 

SOCAL is a mixed company (511 state owned and 49% private Cape

Verdean) shoe factory 
 The Company was established in 1979 and it 
currently employs 72 workers. SOCAL has registered small profits each 
year since 1984 (usually about 5% of sales). The company produces
currently only for the domastic market. 
 SOCAL has not specialized in any
 
particular types of shoes; it 
currently produces 278 different models.
 
The lack of specialization has most certainly led to higher costs of
 
production. Currently, exports are constrained by the infrequency and
 
high cost of shipping to the African mainland; Mauritania and Angola have
 
expressed interest in SOCAL's shoes at 
trade fairs but have been
 
restrained by a lack of foreign exchange.
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V, Governmient Business Resulation Procedures
 

A) Business Establishment Procedur
 

Currently, there are many delays in the business establishment

approval process. 
 For both domestic and foreign investors, there are no

minimum size requirements for approval, no standard application forms and
 no time limit for Government approval. 
 An a result, the process is very
slow and investors could be easily deterred. Once approval is granted,
there is still a need to negotiate and re-confirm each special incentive
 
on a case-by-case basis with the appropriate body (e.g. Customs, Ministry

of Finance, Bank of Cape Verde, etc.).
 

In order to expedite the process, the Ministry of Industry and Energy

is now recommending a more automatic and streamlined process for both
foreign and local investors. The business establishment procedures are
 
to be finalized by decree after the National Assembly votes on the
 
foreign investment code and industrial development law.
 

The proposed new business establishment procedures will be based on
the following principles for both foreign and domestic firms (although

the recommendations are still in draft form).
 

i) No formal approval will be required for firms below a certain size

(e.g. companies to employ less than 30 people or investment lower
 
than CVE 50 million).
 

ii) New standard application form for business above size indicated
 
in I) above.
 

iii) A 30-day approval limit by which time Government can either: a)
approve; b) reject; c) not respond 
- which is approving by default;

or d) propose negotiations for an especially difficult project after
 
which they will have 60 days to reach agreement.
 

iv) Approvals will be made by the Interministerial Council.
 

v) Once establishment approval has been made, a registration form is

required which will specify the import and material requirements

during the development phase so tax axoneration& and duty can be
 
awarded.
 

These steps should greatly reduce turn-around time on project

proposals and sake the granting of incentives much more automatic. The
only step which requires further specificity is the last one, where the

awarding of incentives and exonerations should be more automatic over a
 
specified time period.
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B) Foreln Investment Code and Industrial Development Law
 

In June 1989, the National Assembly is expected to approve
 
legislation for a new foreign investment code and an industrial
 
development law. The new foreign investment code will define much more
 
clearly the rules of the game. 
This new code should help attract new
 
foreign investors and assist local firms in attracting foreign joint
 
venture partners. The proposed industrial development law should provide
 
the basis for a unified set of incentives to attract export industries.
 
The:e laws are discussed and analyzed in detail in Annex 15.
 

C) International Trade Policies
 

The GOCV relies heavily on international trade duties for public
 
revenues. International trade duties represent about 50% of total
 
central government revenue. Import duties are ad-valorm and range from
 
3% to 40% depending on the product. There is also a conuamption tax on
 
imports averaging 19%. It is applied to CIF price plus customs duties.
 
Other customs duties (miamolmnt) of 5% ad-valorm are applied on all
 
products. The total import duty (including the above) ranges from about
 
28% to 65%. Export taxes are reasonable (le". than 1%) and do not
 
currently represent a deterrent to investment or exporting.
 

Procedures for importing and exporting 
in Cape Verde are highly
 
bureaucratic and are viewed by the business community as constraining.
 
To become a registered importer, a company is supposed to have total
 
capital of ECV 4 million (S 62,500). Although exceptions can be made for
 
small companies wishing to import a particular product, this policy tends
 
to act as a barrier to entry to new and small entrepreneurs. A fee of
 
ECV 10,000 is charged annually for this import registration license and
 
the license must be re-applied for each year to the Hinistry of Commerce,
 
Tourism and Transport. The criteria for approval are not extremely clear
 
and if an applicant has not had a response from the Ministry of Comerce,
 
Tourism and Transport in 90 days, the application is rejected by

default. In addition to the registration license, an individual import
 
permit is required for each import order. Unless the importer is in
 
Praia, this process com take from 2-3 weeks. For exporting, the process
 
is similarly control-oriented as permits are also required for individual
 
shipments.
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Access to foreign exchange can be a problem in Cape Verde as 
the ECV
is not an internationally convertible currency. 
The Bank of Cape Verde
establishes annually and reviews each quarter the global "plafond" or
ceiling of foreign exchange to be allocated, based on foreign exchange

reserves and balance of payments projections. The Government and the
Bank then set foreign exchange ceilings by sector 
(trade, industry,

services, ministries) for both government and private users. 
 Individual

ceilings are determined by the government ministry relevant to 
that
activity. 
 Criteria for foreign exchange allocation are based heavily on
past usage. 
 In 1986 the Government attempted to liberalize foreign

exchange distribution by allocating it 
to the private sector (after the

global ceiling was established) on a "first come, first served" basis.
Because the reserves were run down quite quickly and because it was more
diff!cult for individuals not located in Praia, the Government reverted
 
to the previous system of individual ceilings or quotas. 
A possible
alternative system might be to 
consider an auctioning system similar to
Ghana's to ensure 
that newer businesses have access 
in a fair and open

system. 
As of May 1989, the foreign exchange reserve levels at the
Central Bank were 
equal to 10 months of imports which suggests, in any

case, that the Government could currently allocate sore foreign

exchange. 
 Reserve levels of 6 months of imports are generally considered
 
adequate by officials of the IMF and World Bank.
 

D)Taxation
 

Corporate income 
tax is based on a flat tax rate of 20% on taxable

business profits (Contribuca Industrial), or 20% of salaries and income
of self-employed professionals (Imnosto Profissional). The complimentary

income tax (Impoito Comlementar) is progressive and ranges from 5 to
20%. Thus, the average effective corporate tax aaoimts 
to about 30%.

Mandatory fringe benefits paid by employers including social welfare and
 
disability insurance are 
252 of base salary.
 

For individuals, the incos 
tax is an aggregate of all household
income including salaries, interest and other incomes, with a deduction
for each family member. The personal income 
tax is progressive, ranging

from 3% for salaries of CVZ 200,000, to a top rate of 35% 
for salaries
above CVZ 1.5 million. Individuals also pay 15% 
of their gross income to
 
social welfare.
 



•,,I. Parascatal Policies
 

The Government is pragmatically considering the reduction of its
 
participation in some parastatals, for mzample, in the shipping company.

In others, such as the clothing producer, Morabeza, It has reduced a
 
former majority position to a minority one. The Government is also
 
considering entering into joint venture proposals vith foreign partners
 
for some of its parastatal companies. The Government has set the
 
objective that parastatals should be self-financing and that their
 
prices should cover costs plus a marketing margin.
 

In May 1989, the Government was preparing policy guidelines and draft
 
legislation for the June 1989 sescion of the National Assembly which
 
would define the roles of private and public sectors in Cape Verde.
 
While the 
team did not review the written proposals, it is expected that
 
the Government may 
limit or reduce its role in comercial activities that
 
can be more efficiently carried out by the private sector. 
The recent
 
amendments to the constitution which open the banking and insurance
 
industries to private competition are another indication of the direction
 
the Government is moving with resard to privatization of previously
 
Government-controlled activities.
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E) Pricina Policies
 

The Ministry of Commerce, Tourism and Transport is responsible for
 
the setting of retail and wholesale prices of imported commodities that
 
are subject to official pricing policies. Of the products traded through

the private sector, official prices are set for corn, rice, sugar, cement
 
and milk. The retail prices are usually set at import cost plus a 10-15%
 
margin. The Government makes its pricing decis!3ns on the basis of
 
social consideration, setting uniform prices throughout the archipelago.

Because the Government is not in a position to effectively monitor prices

and because price controls can be a deterrent to potential new foreign

investors, the Governent should consider developing a more flexible
 
pricing policy which both stimulates investment and controls costs
 
through price competition.
 

VI. Caoital Marketl
 

The financial sector in Cape Verde Is very small and centralized.
 
There are only two financial institutions, the Bank of Cape Verde (BCV)

and the Caixa Economic& Postal (CEP). After independence, the BCV was
 
formed by consolidation of two Portuguese banks. Since that time no
 
foreign banks had been allowed to operate in Cape Verde, as prescribed by

the Constitution. However, in 1989 the Constitution was amended to open
 
up banking ana insurance activities to the private sector. With this new
 
law, in principle, private banks and insurance companies could be
 
established in Cape Verde.
 

BCV currently performs the functions of central, commercial, and
 
development banking. The other financial institution, CEP, (also state
 
owned) attracts small scale deposits through the postal service network
 
and makes personal loans and mortgages sainly to civil servants. Since
 
1985 only 15% of its loans have been made to private individuals.
 

The BCV, however, is by far the largest source of credit in Cape

Verde. The BCV operates ander the system of global credit ceilings based 
on the level of foreign reserves and the economic growth of the country.
Under the BCV's charter, credit to the Central Government is limited to 
1S% of the Government's previous year's current revenue. However,
because of prudent financial management, Government deficits have been
small and their borroving requirements rarely approach the 15% ceiling. 

Credit to the private sector has been groving significantly (as a 
percentage of total domestic credit) since 1984. For example, in 1984 
the stock of domestic debt outstanding held by the private sector was 
only 40% of the total. Since 1984, however, 63% of domentic credit flows 
were to the private sector, resulting in 522 of the stock of debt
 
outstanding being held by the private sector at the end of 1988.
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A recent study* has demonstrated that, among 17 developing countries,

there was a very high correlation between economic grovth and percentage

of credit allocated to the private sector. 
The countries with the
 
highest economic growth allocated an average of 85% of their credit to
 
the private sector. It 
appears that Cape Verde's current allocation of
 
credit to the private sector is 
improving, and a medium-term target of
 
85% 
of credit allocation to the private sector would be appropriate.
 

Until 1985, interest rates were strongly negative in real terms. In
 
1985, however, the basic rato on short-term loans was increased from 6.5
 
to 10 percent. Medium- and long-term lending rates (except for
 
agriculture) range from 10% to 12.5%. 
 Lending and deposit rates are now
 
positive in real terms, while lending rates 
are still low enough to
 
encourage productive investment borrowing.
 

Because there is only one major bank in Cape Verde, there is
 
currently not a competitive atmosphere within the banking system.

Private managers have complained that the commercial loan approval
 
process at 
BCV is very slov and is an impediment to expanding their
 
businesses. Promotion of Cape Verde as a trade center will require a
 
substantial improvement in the operation of the BCV as well as 
an
 
in-depth analysis of the role that banking services could play in the
 
development of export activities.
 

VII. Labor Market;
 

The Republic of Cape Verde has a severe un- and under-employment

problem. Estimates place the combined total at 70% of the labor force.
 
Productivity is 
currently low but turnover, discipline and absenteeism
 
are not problems. 
 Wages are competitive by international standards with
 
starting wages of CVZ 40, or about 50 cents per hour for unskilled
 
labor. Fringe benefits are low at 25% of base salaries. These wage
 
costs make Cape Verdean labor 7ery competitive in the world market.
 
Industry employers are allowed to pay incentive or piece-work wages which
 
have increased productivity. Labor is the country's most abundant
 
resource and is its main asset in attracting foreign investment.
 

In 198C the Government introduced nav legislation giving employers
 
greater flexibility in dismissing employees. 
The employer is required to
 
pay severance pay of two months as long as the employee has worked at
 
least one year. The consensus within the business comnmity is 
that this
 
legislation leads to a more performance-oriented work environment.
 

*l.See Keith Marsden, "Private Enterprise Boosts Growth", in Journal of
 
Economic Growth Vol. I No. 
1, 1986.
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II. Underlyino Structure oc 
Soclo-Ecpnomic Problems
 

While Cape Verde's principal social problems are similar to
those of 
other nations in the developing world, they emerge from
conditions and historical circumstances that are 
in most respects
country-specific.
 

The Cape Verde archipelago is limited in both the availability
of productive land* and 
 the variety of exploitable
resources. It is estimated that a mere eight to 
natural
 

fourteen percent
of the nation's total 
land surface is arable. The steep profile of
the landscape results in high amounts of run-off and erosion, and
poor replenishment of aquifers.
 

More than-seventy percent of the population resides in
areas 
 rural
where population density is 
uneven and
scattered, due in 
land holdings are
large part to the islands' irregular topography.
Fragmented land-holdings stem ipom the multi-generational divisions
of inherited 
lands which have progressivaly limited the viability
and productivity of agrarian enterprise.
 

This situation is exacerbated by 
a long history of cyclical
drought and famine which, between the mid-nLneteenth and twentieth
centuries, claimed more 
than a quarter of a million lives. 
As aresult, demographic history is characterized by cycles of growth
and decline, due to episodes of high drought-related mortality and
consequential massive outward migration.
 

Agricultural output falls significantly short of consumption
neds. Since 
1967 the rural population's contribution 
to national
iooc 
needs has varied between 70 percent and
large part 10 per cent, due in
to chronic drought. Food and water deficits and droughtrelated underemployment have, thus, been key factors in an on-going
trend of migration from rural 
areas to 
the cities.
 

The dispersion of 
the population 
among eleven islands has
mitigated against social and economic integration, Posing serious
difficulties f'r 
internal communication and 
transportation. 
This
irregular distribution 
of population and 
 resources
prevented has also
the creation 
of centralized 
infrastructure

impossible economies of scale in 

and made
 
industry and services.
 

The geographical location 
of the archipelago has,
provided however,
the islands with a 
strategic historical advantage,
allowing 
it to act as an entrepot and source of maritime labor.
Between 
the 16th and 
19th centuries
principal port of 
Cape Verde served as a
call 
for the West African slave trade, European
commerce with the 
New World, and for the New
industry. By England whaling
the mid-20th century, however, the 
islands' maritime
importance had begun to wane. 


decades has built on 
The large scale emigration of recent
the existence of communities in North America
and Europe which were established over a period 
of several hunored
 years by seafaring Cape Verdeans.
 



Annex 9: Social Soundness Analysis
 

I. 	Intoduction
 

The EDS project responds to several of the highest social and
 
economic priorities of the GOCV. The government's commitment to
 
pragmatic economic management ha'A long been conditioned by its 
recognition of the need for employment generation and improvements 
in 	the quality of li.fe of the Cape Verdean people.
 

The social development program articulated by the PAICV has,
 
by and large, been successful in recent years. The nation has 
registered significant improvements in the key indicators of social
 
and economic well-being and in the enhancement of health and 
educational infrastructure. Although the role of foreign donors
 
has been important in this regard, policy and programming
 
priorities of the GOCV in the social sectors have been consistent
 
in 	the period since independence.
 

Nonetheless, a complex web of serious problems remains,
 
including many of which are structural or historical in nature.
 
This is particularly true with regard to high levels of
 
unemployment and high rates of migration within and outside of Cape
 
Verde. Although emigration has resulted in an extraordinary flow
 
of remittances, these have proven to be more of a stop-gap response
 
to micro-level socio-ecomomic needs than a solution to economic
 
crisis on the national level.
 

As discussed in Annex 7, the national political party (PAICv)
 
and the incumbent government have developed social, political and
 
economic priorities which constitute the foundations of t:we current
 
Second Nat.ional Development Plan. Of the Plan* eight principal
 
objectives, only two point toward macro-level economic concerns.
 
The remainder, reflect the GOCV.'S awareness and determination to
 
resolve problems which are of a socio-economic nature. These
 
objectives include:
 

a. 	Reduction of population'growth, particularly in the
 
cities;
 

b. Satisfaction of the basic needs and improvement of the
 

standard of living of the population;
 

c. 	Development of human resources;
 

d. Implementation of agrarian, educational, and public
 
administration reforms;
 

e. 	Creation of jobs in order to reduce unemployment;
 

f. 	Promotion of the economic integration of the country.
 

'ii
 



9-4
 

tie NDF provides short- to medium-term employment in rural 
Oublic

-Orks and development activities. NDF targets 
for 1992-1965 (the

last period 
for which figures are available) called for the

creation of some 
10,000 jobs 04 varying duration.
 

High levels of unemployment and underemployment have resulted
in low average productivity and income. Combined with the islandshigh dependency ratios, these figures suggest that average

household income 
is. at a subsistence 
level or lower. Househcl

viability is enhanced, however, by 
the flow of remittances f-

Cape Verdeans residing in Europe and North America.
 

The effects of demographic instability 
and low household

productivity are reflected 
in Cape Verdean social structure,
 
particularly in rural 
areas. Building upon 
social and cultural
4 oundations of the islands' 
African slave communities, rural
families are characteristically large 
in size and in many cases

polygynous. A significant proportio,
 of households at

level (15 to 20 percent) are headed by women. It not 


1 the national
 
is uncommon
 

for emigrant males to maintain several household units in both Cape

Verde and in 
their overseas locations.
 

The role of emigration as a social 
means of coping with
 
resource scarcity and 
low income is crucial for Cape Verde.

Estimates 
of the number 
of Cape verdeans residing abroad vary

between 
340,000 and 500,000; 
even the lowest of these estimates

exceeds the population 
of the country as calculated by the 192O 
census. The largest emigrant enclave is located in the UniteoStates (between 300,ooo and 400,000 persons), with sizeaole
 
communities also found 
in Portugai, Brazil, and Lusophone Africa.
Because of Cape 
Verde's isolatec geographical situation, 
GOCv 
oolicy and liberalized U.S. regulations 
which facilite family
unification, 
only a small proportion of emigration 
occurs on a
 
clandestine level.
 

Little is currently known about 
the role and size of return

emigration. The importance 
of emigrant remittances to the Cape
Verdean economy at the
both macro- and microeconomic levels i

critical, accounting for as much 
as 40 percent of GDP and 
4.
 percent of private consumption. This suggests that social pressures

may in 
fact encourage long-term and permanent emigration.
 

IV. ProjectImpacts and Social 
Soundness
 

The EDS Project is consonant with the GOCV social and economic
 
program and, over the long run, will address several 
of the most
 
critical social problems of 
Cape Verde's people.
 

The direct impact 
that this project will have on society is 
limited, given that the CIEP will concentrate on policy 
ano
regulatory reforms, and marketing and promotional services in thel
wiest sense. Because 
many project activities will involve
 
technical studies 
 to assess the feasibility of particila
industries and operations, the project will contribute to the ooY
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I1. DgmographV. Emplovmfnt. and Migration
 

Cape verde's population is estimated to be 330,000. For
 
historical reasons noted above, the Cape Verdean demograpnic
 
structure is unique. The bottom of the population pyramid is very
 
large, reflecting high fertility and low infant mortality. The age
 
34-45 age group is under-represented, however, due to hign
 
mortality and low birth rates associated with the famine of the
 
1940s , which is estimated to have taken some 40,000 lives. 

Similarly, working-age males (ages 20-55) are under
represented in the demographic structure due to high rates of
 
emigration. This has produced dependency ratios-- 109 dependent
 
persons per 100 persons of working age in 1990-- that are among the
 
highest in Africa.
 

While natural population increase is estimated to be at three
 
percent/annum, the real growth rate is only one per cent/annum, cue
 
almost exclusively to emigration. Although the effects of
 
emigration on the social fabric of Cape Verde are disruptive, the
 
fact remains that without outward migration, the population of the
 
country could be expected to double by the year 2010.
 

Regional population growth and distribution within Cape Verde
 
is not uniform. Population densities are related, in large part,
 
to natural resource availability of each island. According to tme
 
1960 census, these ranged from a low of 5.4 persons/km2 in Boa
 
Vista, to a high of 183.2 persons/km2 in Sao Vicente, where the
 
majority of the population resides in the port city of Mindelo.
 
Approximately 27 percent of the population lives in urban areas.
 

Internal migration since tIw 1970"s has led to major growth
 
on the islands of Sao Tiago (lication of the cepital, Praia) and
 
Sao Vicente. The growth of Praia, at more than five percent/annum
 
since 1975, stems from its establishment as the seat of national
 
government. As the result o4 both internal migration e-d
 
emigration, four islands (Boa Vista, Brava, Santo Antao, and Sao
 
Nicolau) have lost population in recent years.
 

One of the greatest social dilemmas facing the GOCV is problem
 
of unemployment. According to the 1980 census, of the 53.8 percent
 
of the population that is classified as "economically active" (i.e.
 
able and of working age), nearly 30 percent were recorded as
 
unemployed and 39.8 percent were only temporarily employed. The
 
World Bank (1985) has estimated that between 40 and 45 percent of
 

the potential labor force (population of working age, inactive 
persons who would seek work k4 it was available, and those involveO 
in non-wage subsistence activities) is underemployed. Between 6O 
and 70 percent of these reside in rural areas, with the remainder 

located in cities and semi-urOan areas.
 

The GOCV'S principal stop-gap measure for rural unemployment
 
has been lob creation through the National Development 5uno.
 

Utilizing grants and proceeds from the sale of donated commoitles,
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CIEP efforts to increase exports willand semi-urban not be limited
areas. A variety of rural-basoe to urban
ilnmstriesartisanal fishing, tourism, 

(e.g.
and extraction) will benefit fromoromotional efforts. CIEPBecause these industries currently operatebelow capacity, the direct 4ar

e04ects of enhanced marketing caOabillitcould be to 
stabilize employment and income in 
these sectors.
 

Prospects for negative impact 
of project activities
practically arenil for .the anticipated life of the project and overthe meoium-term. A "best 
case scenario" of project impact could,however, 
set in motion a process of rapid economic growth anddevelopment that would have profo-nd effects on Cape Verde Over the
long-term. Such a scenario, deve.ming 
over a period of
fiftein years, could ten to
give rise 
 -a uncertainties regarding
absortive capacity for 
the
 

new indus- ,f, possibly erratic demand
servxces 
in the apparel for
and textile-related industries, increased
population in urban and semi-urban areas, and 
a possible reversal
 
of emigrant movement.
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o; available information for assessing social and economic Impacts
 
of Increased investment. Hence, the project will have its mos.
 
orciouno impact only indirectly and over the long-term.
 

E44orts to promote increased investment and exports of goods
 
and services may 0e expected to result in increased employment ano
 
household income. During the earliest period of 
project activity, 
impacts will likely be most pronounced on only several of Cape 
Vere s Islands; the. pre-existing, but under-utilized industrial 
base is best developed on the most highly populated Islands of
 
Sao Tiago and Sao Vicente.
 

The capacity o4 Cape Verdean society to absorb new employment 
is extensive, given the extremely hLgh rates of unemployment ano
 
underemployment that have long characterized the nation. Industries
 
most likely to be attracted to Cape Verde will include light
 
manufacturing, assembly, and services of 
the type that are found
 
in export processing zones in Asia, Central America, ano in the
 
Caribbean.
 

Typically, these industries employ a high proportion of women
 
workers--the most likely beneficiaries of project success over the
 
long term.
 

Foreign-owned enterprises may also be expected to provide on
site day care or health facilities, as evioenced in a numoer of
 
free zone industrial parks in the Caribbean and Central America.
 
Some pre:edent for such programming already exists in Cape Verae,
 
where the country's sole apparel firm, Morabeza, provides factory
based gynecological care for its largely female production force.
 

Data from elsewhere in the world suggest that the socio
economic impacts of increased free zone-type employment of women
 
can be profound. Enhanced economic independence and improved
 
access to medical care are conducive to increased investment oy
 
women in housing, dependent education and health, and small
 
businesses. A heightened willingness 
to employ family planning
 
measures so as not to jeopardize earning capacity is also probable,
 
a development which would be consonant with the high priority that
 
the GOCV has assigned to the issue of population control.
 

Cape Verde'= demographic structure would be especially
 
conducive to this type of investment, given the high rates of
 
outward migration by working age males. Although concerns might
 
exist regarding the prospect of drawing women with dependent
 
children into the working 4orce, the high dependency ratios that
 
are characteristic of Cape Verde suggest an abundance of available
 
care-takers at the household and community levels. The net effect
 
of this development, both in the micro-economic and social domains,
 
will be to raise standards of livlhg within the context of existing
 
social structures.
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the executive branch Council of Ministers and by the PAICV's Third Party
Congress which represent the major decision-making bodies of the
country. The proposals have also been accepted by all seven Special
Committees of the National Assembly which together constitute a majority
of the lcgislature. 
 Formal adoption of the required legislation is,
thus, reasonably assured. 
 For Project purposes, this assurance is
bolstered by a condition precedent to 
first disbursement requiring
evidence that the framework laws have been enacted. 
 Sa Project

Agreement, Section 4.1.
 

Project implementation requires no 
further host-country legislation.
The other relevant legal actions 
- establishment of 1. 
Center for
Investment and Export Promotion and promulgation of Toeign investment
regulations - are 
within the authority of tb axecutive branch and 
are
currently under discussion for timely actior.
 

Accordingly, it is concluded that the requirements of Section 611 (a) (2)

are fulfilled.
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ANNEX 10
 

611(a),. 611(e) and 121(d) Determinations
 

SECTION 611 (a) ANMLYSIS
 

Section 611 (a) of the Foreign Assistance Act requires that, prior to
 
obligation of funds, certain analyses be made concerning the technical,
 
(e.g. engineering), financial and legislative plans germane to the
 
Project's success. As applied to this non-technical Project, the
 
statutory standards call for: (1) a complete financial plan and
 
reasonably firm estimate of the project's cost to the United States
 
Government, and (2) a satisfactory basis for reasonable anticipation
 
that necessary host-country legislation will be completed in time for
 
project implementation. These issues have been analysed as follows:
 

FINANCES - SECTION 611 (a) (1)
 

This Project Paper contains a financial plan controlling expenditures
 
over the four-year life of the project. Evidence for the validity of the
 
cost estimates is outlined in Chapter IV (Financial Plan) based on
 
research by the PP team in Cape Verde. To recapitulate briefly, costs
 
for first year expenditures are based on USAID/Praia's current experience
 
in procurement of servicts, comodities, leases and like expenditures;
 
costs for subsequent years reflect an inflation assumption of 5 percent

based on IMF and World Bank prcjections. In the category of "Studies,"
 
the sum of $334,000 has been alloted to the general item "Other Projects
 
to be determined by CLEF." This general category imposes a ceiling on
 
potential expenditure in this area while allowing for desirable
 
flexibility in implementation.
 

It is concluded that the Financial Plan provides sufficently specific and
 
realistic identification of recurrent costs, capital expenses and
 
resource development costs to fulfill the statutory requirements.
 

The Financial Plan also provides for a reasonably firm estimate of the
 
Project's cost to the United States Government. The limit is set at a
 
life-of-project eoamiteant of $4,000,000.
 

This analysis fulfills the requirements of Section 611 (a) (1).
 

LEGISLATION - SECTION 611 (a) (2).
 

All legislative action required for project implementation is either
 
complete or imminent. The Cape Verdean National Assembly has already
 
passed the "framework law", an enabling act permitting off-shore
 
banking; and now has before it the proposed Industrial Development Law
 
and Foreign Investment Law which will provide a legal structure for the
 
international investment and trade activities to be promoted by the
 
Project. These two laws are confidently expected to pass in the June,
 
1989 session of the National Assembly. Both proposals weri approved by
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Section 121(d) Certification
 

I certify that under the Export Development ServicesProject, 655-0014,
no A.I.D. funds will be made available to the Republic of Cape Verde or
 any agent thereof. 
Project expenditures will be accomplished through
USAID/Cap. Verde financial management under Handbook 19 and direct
procurement methods under Handbook 1, Supplement B. 
On this basis I
request a determination that Section 121(d) of the Foreign Assistance Act

does not apply to this Project.
 

Thomas C-. Luche 
A.I.D. Renreantative
 

USAID/Cane Verde
 

June AC 1989 
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Certification under-Section 611(e)
 

F2oreign Assistance Act of 1961. as amended
 

I, Thomas C. Luche, the principal officer of the Agency for International
 

Development in Cape Verde have determined that Cape Verde has the
 
to maintain and
capability in both financial and human resources 


effectively utilize the capital goods and services provided by this
 
The Project will
Export Development Services Project, 655-0014. 


establish an investment study and promotion 
center to facilitate
 

development of export, trade and related activities in the country.
 

funds will provide for technical assistanri and training and
A.I.D's 

modest capital assistance in the form of office dquipment, furnishings
 

and vehicles. Based upon A.I.D.'s knowledge of the coumtry and favorable
 

experience with past Cape Verdean projects, Cape Verde can sustain 
the
 

project.
 

in my judgement, Cape Verde has the
 Accordinlly, I certify that, 


financial and human resources effectively to maintain and utilize 
the
 

Project.
 

A.I.D.Representative
 
USAID/Cape Verde
 

June 1989
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Fund for Africa appropriation. The Conference Report

accompanying the FY 1989 Appropriations Act states, with
 
respect to be DFA account, that the *Assistance should continue
 
to the implemented in accordance with the statement of managers

accompanying P.L. 100-202" (the Continuing Resolution for FY
 
1988).
 

Discussion: In Abidjan 12699, dated June 20, 1989, (copy

attached), the A.I.D. Representative in Cape Verde has
 
certified that no Development Fund for Africa funds will be
 
made directly available to the Government of Cape Verde for
 
disbursement concerning the Cape Verde Export Development

Services Project (655-0014).
 

Recommendation: I recommend that you approve a finding that a
 
determination pursuant to FAA Section 121(d) is not required
 
for the Export Development Services Project (655-0014) in Cape
 
Verde.
 

Attachment: Abidjan 12699
 

APPROVED: Lac
 

DISAPPROVED:
 

DATE: AUG 3 9 

Clearances:
 
AFR/SWA, Nancy McKay alI.Isr,
 
GC/AFR, Edward Spriggs
 
.YR!SWA, Roger Sinnons _ 

Drafter:AFR/SWA:Louise H. Werlin:07/03/89:vd:0970U
 



UNITED STATES INTERNATIONAL DEVELOPMENT COOPERATION AGENC 

AGENCY FOR INTERNATIONAL DEVELOPMENT 
WASHINGTON 0 C 20523 

ACTION MEMORANDUM FOR THE DEPUTY ASSISTANT ADMINISTRATOR FO" AFRICA
 

- -eFROM : /AFR/SWA, Phyllis Dichter 


SUBJECT : 	 FAA Section 121(d) Determination for Cape Verde -

Export Development Services (558-0014))
 

Purpose: To make a finding that the Determination set out in
 

Section 121(d) of the Foreign Assistance Act of 1961, as
 
amended (the 'FAAo), for Development Fund for Africa Funds is
 

not required for the subject project. Funds for this project
 
will be obligated in AID/W.
 

Background: Section 121(d) states:
 

Funds available to carry out this section (including
 
foreign currencies acquired witn funds appropriated to
 
carry out this section) may not be made available to any
 

foreign government for disbursement unless the
 
Administrator of the Agency for International Development
 

determines that the foreign government will maintain a
 
system of accounts with respect to those funds which will
 

provide adequate identification of and control over the
 
receipt and 	expenditure of those funds.
 

The authority to make the required determinations was delegated
 
to tne Assistant Administrator, Bureau for Afr 7a, in
 

Delegation of Authority No. 500 dated January 6, 1982. The
 

Deputy Assistant Administrators, Bureau for Africa, have the
 
authority to make these determinations pursuant to alter ego
 

authority delegated to them through Delegation of Authority No.
 
552 to the Senior Deputy Assistant Administrator on July 17,
 

1986, and Delegation of Authority No. 555 to the Deputy
 

Assistant Administrator on September 22, 1987.
 

There is no longer a Sahel Development Program appropriation
 
account, inasmuch as appropriations to carry out the provisions
 

of FAA Section 103 through 106 and Section 121 are now a part
 

of the Sub-Saharan Africa, Development Assistance,
 

appropriation. However, the Joint Explanatory Statement of the
 

Committee of Conference for the Foreign Operations, Export
 

Financing, and Related Programs Appropriations Act, 1988 (the
 

Continuing Resolution for FY 1988), provides that it is the
 

intent of the Conferees that provisions of law that make
 

reference to FAA Section 121 (and to FAA Section 103 through
 

106) will apply to funds made available from the Development
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4. FAA Sec. 611(b); FY 1989 4. N/A
Appropriations Act Sec. 501. 
If Project is for water or 
water-related land resource 
construction, have benefits and
 
costs been computed to the 
extent practicable in
 
accordance with the principles,

standards, and procedures

established pursuant to the
 
Water Resources Planning Act
 
(42 U.S.C. 1962, et seg)? (See
A.I.D. Handbook 3-for
 
guidelines.)
 

5. FAA Sec. 611(e). If Project is 
 5. Yes - See Annex 10. 
capital assistance (e.q.,

construction), and total U.S.
assistance for it will exceed 
$1 million, has Mission
 
Director certified and Regional

Assistant Administrator taken
 
into consideration the
 
country's capability to
 
maintain and utilize the
 
project effectively?
 

6. FAA Sec. 209. Is Project 6. No. Project concerns national
susceptible to execution as institution building and is only
part of regional or suitable for execution withmultilateral project? If so, 

the 
particular host &oveanment.

why is project not so 
executed? Information and 
conclusion whether assistanct
 
will encourage regional
 
development programs.
 

7. FAA See. 601(a). Information 7. The project's primary aim is toand conclusions on whether encourage the flow ofprojects wLl encourage efforts international trade and privateof the country to: 
the 

(a) increase enterprise by opening Cape Verde
flow of internatLonal to export and foreign investmenttrade; (b) foster private initiatives, with consequentinitittive aud competition; (c) improvement in industry and encourage development and use 
 commerce.

of cooperatives, credit unions, 
and savings and loan
 
associations; (d) discourage
 
monopolistic practices; (e)

improve technical efficiency of
 
industry, agriculture and
 
commerce; and (f) strengthen

free labor unions. 



ANNEX I I 

STATUTORY CHECKLIST
 

Listed below are statutory criteria 
applicable to projects. This section 
is divided into tw parts. Part A 
Includes criteria applicable to all 
projects.. Part. B appliec to projects 
funded from specific source only: 
B(l) applies to all projects funded 
with Development Assistance; B(2) 
applies to projects funded with 
Development Assistance loans; and B(3) 
applies to projects funded from ESF. 

CROSS REFERENCES: IS COUNTRY 

O{ECKHIST UP TO 
DATE? HAS STANDARD Yes, yes 
ITEM Q{ECKLIST BEEN 
REVIEWED FOR THIS 
PROJECT?
 

A. GENERAL CRITERIA FOR PROJECT 

1. FY 1989 Appropriations Act Sec. 1. The project and correct total 
523; FAA Sec. 634A. If money authoriztion were presented to 
is sought to obligated for an Congress in the CP for FY 1989. 
activity mot previously 
juitified to Congress, or for 
an amount in excess of amount 
previously justified to 
Congress, has Congress been 
properly notified? 

2. FAA See. 611(a)(1). Prior to 2. Yes - see Annex 10 to PP
 
an nbligation in excess of
 
$500,000, will there be (a) 
engineering, financial or other
 
plans necessary to carry out
 
the assistance, and (b) a
 
reasonably firm estimate of the
 
cost to the U.S. of the
 

assistance?
 

3. FA Sect. 611(a)(2). If 3. The last of the needed legislation 

legislative action is required is before the current session of 
within recipient country, what the National Assembly, having 

is the basis for a reasonable already passed all of the 

expectation that such action Committees. See Annex 10 to PP. 
will be completed in time to 

perMiL orderly accomplisnment 

of the purpose of the 
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manufacture for export to the
 
United States or to third 
country markets in direct
 
competition with U.S. exports,

of textiles, apparel*, footwear, 
handbags, flat goods (such as 
wallets or coin purses worn on 
the person), work gloves or 
leather wearing apparel?
 

13. FAA Sec. 119(g)(4)-(6) & (10).

Will the assistance (a) support
training and education efforts 
which improve the capacity of 
recipient countries to prevent 
loss of biological diversity; 
(b) be provided under a 
long-term agreement in which 
the recipient country agrees to 
protect ecosystems or other 
wildlife habitats; (c) support 
efforts to identify and survey 
ecosystems in recipient
 
countries worthy of protection;
 
or (d) by any direct or 
indirect means significantly 
degrade national parks or 
similar protected areas or 
introduce exotic plants or 
animals into sucn areas? 

14. 	 FAA Section 121(d). If a Sahel 
project, has a determination 
been mide that the bost 
governmnt has an adequate 
system for accounting for and 
controlling receipt and 
expenditure of project funds 
(either dollars or local 
currency generated therefrom)? 

15. 	FY 1989 Appropriations Act. If 

assistance is to be made to a 
United States PVO (other than a 
cooperative development 
organization), does it obtain 
at least 20 percent of its
 
total annual funding for 
internatLional activities from 
sources other than the United 
States Government? 

13. 	N/A, the project has no biological 
or enviroamntal component. An
 
IEZ 	granted categorical exclusion.
 
See 	 Annex 4. 

14. 	No. The A.I.D. Representative has 
certified that o project funds 
will be made available to GOCV. 
Therefore It has been determined 
that Section 121(d) does not apply. 
See Annex 10. 

15. 	N/A
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8. 	 FAA See. 601(b). Information 
and conclusions on how project 
will encourage U.S. private 
trade and investment abroad and 
encourage private trade U.S. 
participation in foreign 
assistance programs Cincluding 
use 	of private trade channels 
and 	 the services of U.S. 
enterprise).
 

9. FAA Secs. 612(b), 636(h). 

Describe steps taken to assure 
that, to the maximum extent 
possible, the country is 
contributing local curreacies 
to meet the cost of contractual 
and 	other services, and foreign
 

currencies owned by the U.S.
 
are 	utilized in lieu of dollars.
 

10. 	 FAA Sec. 612(d). Does the U.S. 
owm excess foreign currency of 
the country and, if so, what 
arrangements have been made for 
its release? 

11. 	 FY 1989 Appropriations Act 
Sec. 521. If assistance is for, 
the production of any commodity 
for export, is the coimdity 
likely to be in surplus on 
world markets at the time the 
resulting productive capacity 
becomes operative, aud is such 
assistance likely to cause 
substantial injury to U.S. 
producers of the same, similar 
or competing commdity? 

12. 	FY 1989 Appropriations Act 
Sec. 549. Will the assistance 
(except for program in 
Caribbean basin Initiative 
countries under U.S. Tariff 
Schedule "Section 807," which 
allows reduced tarrifs on 

articles assembled abroad from 
U.S.-nade components) be used 

directly to procure feasibility 

studies, prefeasibility 
studies, or project profiles 
specifically designed for, the
 

8. 	Through studies, informations 
gathering and advisory services, 
the 	project will promote and
 
inform U.S. and other investors of
 
benefits to be derived from Cape
 
Verdean investment, and will
 
assist in administrative and 
institutional reforms to 
facilitate such investment.
 

9. 	 Although Cape Verde is a Saheliao 
RID, that is exempt from required 
contributions, it will supply 10 
of project financing. 

10. 	 No 

11. 	 No commodity production is planned 
under the Project.
 

12. 	No
 



11-6
 

3. F.NDING CRITERIA FOR PROJECr 

1. Development Assistance Project 
Criteria 

a. FY 1989 Appropriations Act 
Sec. 548 tsa interpreted by 

1.a. N/A 

conference report for 
original enactment). If 
assistance is for 
agricultural development 
activities (per ificaly, 
any testing or breeding 
feasibility 
improvement 

study, variety 
or introduction, 

consultancy, publication, 
conference, or training), 
are such activities (a) 
specifically designe to 
increase agricultural 
exports by thq host country 
to a country other than th* 
United States, where the 
export would lead to direct 
competition in that third 
country with exports of a 
simi.lar comdity grova or 
produced in the United 
States, and can the 
activities reasonably be 
expected to cause 
substantial ir-Jury to U.S. 
exporters of a siaLlar 
agricultural wtomdIty; or 
(b) in cupport of research 
that Is intended priarily 
to benefit U.S. producers? 

b. FAA Sees. 102(b), 111, 113, 
281(a). Describe extent to 
which activity will (a) 
effectively involve the poor 
in development by extending 
access to economy at local 
level, increasing 
labor-intensive production 
and the use of appropriate 
technology, dispersing 
investment from cities to 
small towns and rural areas, 
and insuring wide 
participation of the poor in 

b. By facilitating the 
expansion of private 
enterprise in Cape Verde, 
the project should (a) 
involve the poor by 
increasing employment 

opportunies; (b) N/A; (c) 
support Cape Verde's efforts 
to overcode dependence on 
foreign assistance; (d) 
increase employment
opportunies for women; and 
(e) encourage regional 
cooperation by opening Cape 

Verde to foreign inves::er." 
and trade. 
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16. FY 1989 Appropriations Act 16. N/A 
Sec. 538. If assistance is 
being made available to a PVO, 
has that organization provided 
upon timely request any 
document. file, or record 
necessary to the auditing 
requirements of A.I.D., and is 
the PVO registered with A.I.D.? 

17. FY 1989 Appropriations Act 17. N/A 
Sec. 514. If funds are being 
obligated under an 
appropriation account to which 
they were not appropriated, has 
prior approval of the 
Appropriations Comittees of 
Congress been ostained? 

18. State Authorization Sec. 139 18. Date of signing will be cabled to 
(as interpreted by conference 
report). Has confirmation of 

State L/T and A.I.D. LEG when 
known and agreement will be 

the date of signing of the pouched within 60 days of is 
project agreement, including entry into force. 
the amount involved, been 
cabled to State L/T and A.I.D. 
LEG within 60 days of the 
agreement's entry into force 
with respect to the United 
States, and has the full text 
of the agreement been pouched 
to those same offices? (See 

Handbook 3, Appendix 6G for 
agreements covered by this 
provision). 



being waived for a

"relatively least developed"
 

country)?
 

f. FAA Sec. 128(b). If the 
 f. Yes
 
activity attempts to
 
increase the insitutional
 
capabilities of private
 
organizations or the
 
governMent of the country,
 
or if it attempts to
 
stimulate scientific and
 
technological research, 
 has 
it been designed and will it
 
be monitored to ensure that 
the ultimlte beneficiaries
 
are the poor majority?
 

g. FAA Sec. 281(b). Describe 
 &. The project responds to aextent to which program broader movement within Cape
recognizes the perticular 
 Verde to expand privute
needs, desires, and 
 sector participation and
capacities of the people of 
 establish the institutional

the country; utilizes the capability to promote andcountry's intellectual manage industrial
 
resources to encourage development. Studies and
institutional developent; 
 educational activities willand supports civil education both make use of existingand training in skills intellectual resources and
required for effective 
 further develop Cape Verdea
 
participation in 
 human resources. 
governmental processes
 
essential to self-overnmut. 

h. FT 1989 Appropriations Act h. No 
Sec. 536. Are any of the
 
fungi to be used for the
 
performance of abortions as
 
a method of family planning
 
or to motivate or coerce any
 
person to practice abortions?
 

Are any of the furds to be
 
used to pay for the
 
performance of involuntary
 
sterilization as a method of
 
family planning or to coerce
 
or provide any financial
 
incentive to any person to
 
undergo sterilizatLions?
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the benefits of development 
on a sustained basis, using 
appropriate U.S. 

institutions; (b) help
 
develop cooperatives, 
especially by technical 
assistance, to assist rural 
and urban poor to help 
themselves toward a better
 
life, and otherwise 
encourage democratic private 
and local governmental 
institutions; (c) support 
the self-help efforts of 
developing countries; (d)
 
promote the participation of 
women in the natioanl 
economies of developing 
countries and the 
improvement of women's 
status; and (e) utilize and 
encourage regional 
cooperation by developing 
countries. 

c. FAA Secs. 103, 103A, 104, C. Yes 
105, 106, 120-21; FT 1989 
Appropriations Act 
(Developmnt Fund 'for 

Africa). Does the project 
fit the criteria for the 
source of funds (functioual 
account) being used? 

d. FAA Sec. 107. Is emphasis d. N/A 
placed on use of appropriace 
technlogy (relatively 
smaller, cost-saving, 
labor-using technologies 
that are generally most 
appropriate for the small 
farms, small businesses, and 
small incomes of the poor)? 

e. 	FAA Secs. 110, 124(d). Will e. Cape Verde will provide 

the recipient countr7 about 10% of project costs. 

provide at least 25 percent It in exempted from the 25. 
of the costs of the program, requirement as a Satiel 
project, or activitLiy with country under FAA Sec. I.'! 
respect to t.hich the 
assistance is to be 
furnished (or is the latter 
Cost-snaring requ irement 
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voluntary organizations 
which are controlled by 
individuals who are black 
Americans, Hispanic 
Americans, or native 
Americans, or who are 
economically or socially 
disadvantaged (including 
women)? 

1. FAA Sec. 11 8 (c). Does the 
assistance comply with the 
environmental procedures set 
forth in A.I.D. Regulation 
16? Does the assistance 
place a high priority on 
conservation and sustainable 

1. Yes. An 1EE has been 
performed and a categorical 
exclusion was granted. The 
project has no forestry, 
euvirOnmental or biological 
Components. 

management of tropical 
forests? Specifically, does 
the assistance, to the 
fullest extent feasible: (a) 
stress the importance of 
conserving and suatainably 
managing forest resources; 
(b) support activities which 
offer employ-ment and income 
alternatives to those who 
otherwise would cause 
destruction and loss of 
forests, and help countries 
identify and implment 
alternatives to colonizing 
forested areas; (c) support 
training pro gram, 
educational efforts, and the 
establishment or 
strengthening of 
instiwtlou to improve 
forest minaaenemt; (d) help 
end destructive 
slash-and-burn agriculture 
by sopporting stable and 
productive farming 
practices; (e) help conserve 
forests which have not yet 
been degraded by helping to 
increase production on lands 
already cleared or degraded; 
(f) conserve forested 
watersheds and rehabilitate 
those which have been 
deforested; (g) support 
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Are any of the funds to be
 

used LO pay for any
 
biomedical research which
 
relates, in whole or in
 
part, to methods of, or the
 

performance of, abortions or
 
involuntary sterilization as
 
a means of family planing?
 

I. FY 1989 Appropriations Act. i. No
 

Is the assistance being made
 
available to any
 
organization or program
 
which has been determined to
 

support or participate in
 
the management of a program
 
of coercive abortion or 
involuntary sterilization?
 

If assistance is from the
 

population functional 
account, are any of the
 
funds to be made available
 
to voluntary family planning
 
projects which do not offer,
 
either directly or through
 
referral to or information
 
about access to, a broad 
range of family planning
 
methods and services?
 

J. FAA Sec. 601(e). Will the j. To#
 
project utilize competitive
 
selection procedures for the 
awarding of coutracts,
 
except vbere applicable
 
procurent rules allow
 
othervise?
 

k. FY 1989 Appropriations Act. k. A.I.D. direct contracting 
What portion of the funds will be used in the 
will be available only for project. Statutory and 
activities of economically regulatory guidelines will 
and socially disadvantaged be followed inrespect of 
enterprises, historically minority contracting for the 
black colleges and project. 
universities, colleges and 
universities having a 
student body in which more 
than 40 percent of the 
students are Hispanic 
Americans, and private and 
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impacts of the proposed 
activities on biological 
diversity? 

n. FAA Sec. 118(c)(14). Will 
assistance be used for (a)
the procurement or use of 

a. (a) No; (b) No 

loUing equipment, umless an 
environmental assessment 
indicates that all tLimber 
h&rvesting operations 
involved viil be conducted 
in an environ.entally sound 
manner and that the proposed 
activity will produce 
positive economic benefits 
and sustainable forest 
management sy'.cem; or (b) 
actions which will 
significantly degrade 
national parks or similar 
protected areas which 
contain tropical forests, or 
introduce ezotic plants or 
animals into such areas? 

o. FAA Sec. 118(c)(15). Will 
assistance be used for (a) 
activities whlch would 

o. (a), Cb), (c), (d): No 

result in the conversion of 
forest land. to the rearing 
of livestock; (b) the 
construction, upgrading, or 
maintenance of roads 
(including temporary haul 
roeds for loUing or other 
extractive inadustries) which 
peS8 through ralatively
undagraded forest lands; or 
(c) the colonizatin of 
forest lands; or (d) the 
construction of dams or 
other water control 
structures which flood 
relatively undegraded forest 
lands, unless with respect 
to each such activity an 
environmental assessment 
indicates that the activity 
will contribute 
significantly and directly 
to Improv ing the 1 ivel.ir-ood 



training, research, and
 
other actions which lead to
 
sustainable and more 
environmentally sound
 
practices for tLimber 
harvesting, removal, and
 
processing; (h) support 
research to expand knowledge
 
of ;ropical forests and
 
identify alternatives which
 
will prevent forest
 

destruction, loss, or
 
degradation; (i) conserve 
biological diversity in
 

forest areas by supporting
 
efforts to identify,
 
establish, and maintain a
 
representative network of 
protected tropical forest
 
ecosystems on a worldwide
 
basis, by making the
 
establishment of protected
 
areas a condition of support 
for activities involving
 
forest clearance or
 
degradation, and by helping
 
to identify tropical forest
 
ecosystems and species in
 
need of protection and
 
establish and maintain
 
appropriate protected areas;
 
(J) seek to increase the
 
awareness of U.S. government
 
agencies and other donors of
 
the imediate and long-term
 
value of tropical forests;
 
and (k) utilize the
 
resources and abilities ,if
 
all relevant U.S. government
 
agencies?
 

m. FAA Sec. 118(c)(13). If the m. N/A See Above 
assistance will support a
 
program or project
 
significantly affecting
 
tropical forests (including
 
projects involving the
 

planting of erotic plant 
species), will the program 
or project (a) be based upon
 
careful analysis to achieve
 
the best sustainable use of
 
the land, and (b)/take full
 
account of the environmental
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and to take into account, in
 
assisted policy reform, 
 the
 
need to protect vulnerable
 
groups; (e) being used to 
increase agricultural
 
production in ways. that
 
protect and restore 
 the 
natural resource base,
 
especially food production,
 
to maintain and improve
 
basic transportation and
 
communication net wurks, to
 
maintain and restore the
 
renevable natural 
 resource 
base in ways that increase 
agricultural production, to
 
improve health conditions
 
vith special emphasis on
 
meeting the health needs of
 
mothers and children,
 
including the establishment
 
of self-sustaining primary
 
health care systems that
 
give priority to preventive
 
care, to provide increased
 
access to voluv'tary family
 
planning services, to
 
improve basic literacy and
 
mathematics especially 
to
 
those outside the formal 
educational system and to
 
improve primry education,
 
and to develop
 
income-generating
 
opporunities for the
 
unQUployed and underinployed
 
in urban and rural aras?
 

q. FT 1989Appropriatious Act q. NIA 
SeC. 515. If dob/rob 
authority is sought to be 
exercised in the provision 
of DA assistance, are the 
funds being obligated for
 
the same general purpose,
 
and for countries within the
 
same general region as 
originally obligated, and 
have the Appropriations
Committee of both Houses of 
Congress been properly
 
noLtified?
 



1.1-13
 

of the rural poor and will 
be conducted in an 
environmentally sound manner 
which supports sustainable 
development? 

p. FY 1989 Appropriations Act. p. (a) Yes 
If assistance will come from 
the Sub-Saharan Africa DA (b) Yes 
account, is it (a) to be 
used to help the poor (c) No PVO activities &re 
majority in Sub-Saharan appropriate for the project. 
Africa through a process of 
long-term development and (d): Yes. The project will 
economic growth that is assist in expanding private 
equitable, participatory, sector employment and income 
environmentally sustainable, generating opportunities and 
and self-reliant; (b) being will promote institutional 
provided in accordance with reforms in the public sector. 
the policies contained in 
Section 102 of the FAA; (c) 
being provided, when 

consistent with the 
objectives of such 
assistance, through African, 
United States and other PVOs 
that have demonstraded 
effectiveness in the 
promotion of local 
grassroots activities on 
behalf of long-term 
development in Sub-Saharan 
Africa; (d) belng used to 
help overcome shorter-term 

constraints to long-term 
sectoral economic policies, 
to support th. critical 
sector priorities of 
agricultural production and 
natural resources, health, 
voluntary family planning 
services, education, and 
income generating 
opportunities, to bring 

about appropriate sectoral 
restructuring of the 
Sub-Saharan African 

economies, to support reform 
in public administration and 

finances and to establish a 
favorable environment for 
individual enterprise and 
self-sustaining development, 
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Develooment Assistance Project
 
Cr"-.Leria ,Loaus Only) 

a. FA Sec. 122(b). Information a. N/A 
and conclusions on capacity of
 
the country to repay the loan
 
at a reasonable rate of
 
interest.
 

b. FAA Sec. 620(d). If assistance b. N/A 
is for any productive 
enterprise Vhich will compete
 
with U.S. enterprises, is there
 
an agreement by the recipient
 
country to prevent export to 
the U.S. of more than 20 
percent of the enterpri.e's
 
annual production during the
 
life of the loan, or has the
 
requirement to enter into w,.h
 
an agreement been waived by the
 
President because of a national
 
security interest?
 

c. FAA Sec. 122(b). Does the c. N/A
 
activity give reasonable
 
promise of assisting long-range
 
plans and progra-m designed to
 
develop economic resources and
 
increase productive capacities?
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laundered with the know:edge or
complicity of 
the government): 
 (a) Does
the country have in place a bilateral
narcotics agreement with the United
States. 
or a multilaterAl narcotics
a;reement? 
 and (b) Has the President in
the March 1 International Narcotics
Control Strategy Report (INSCR)
determined and certified to the Congress
(without Congressional enactment. within
45 days of continuous session, of 
a
resolution disapproving such a
certification), 
or has the President
determined and certified to the Congress

on any other date (with enactment by
Congress of a resolution approving such
certification), that 
(1) during the
previous year the country has cooperated

fuly with the United States or taken
aee;uate steps 
on its own to satisfy the
gcals agreed 
to in a bilateral narcotics
ag:eement with the United States 
or in a
ulr.tilateral agreement, to prevent
illicit drugs produced or processed in 
or
transported through such country from
being transported into the United States,
to prevent and punish drug profit
laundering in the country, and 
to prevent
and punish bribery and other forms of
pbIic corruption which facilitate

production or shipment of illicit drugs
or 
discourage prosecution of 
such acts,
cr that (2) the ..=l national interests

of the United Sta:es require the

provision of 
sucn assistance?
 

3. 198E Drug Act Sec.,2013: 
1988 Drug Act 
 Not Applicable
Sec. 44:4. 
 (This section applies to 
the
same 
categories of assistance subject to
the restrictions in FAA Sec. 481(h).
above.) If recipient country is 
a OmaJor
illicit drug producing country" or 
"major
drug-transit country" (as defined for the
 purpose of FAA Sec 481(h)), has the
President submitted a report to Congress

listing such country as 
one (a) which, as
a matter of government policy, encourages
or facilitates the production or
distribution of illicit drugs; (b) in
which any senior official of the
 



Annex "-A 
5C(l) - COUNTRY CHECKLIST - CAPE VERDE FY '89 

Listed below are 
statutory criteria applicable

to: (A) FAA funds generally; (B)(1) Development

Assistance funds only; 
or (B)(2) the Economic
 
S....:' Fund only.
 

A. GENERAL CRITEPIA FOR COUNTRY
 

1. FY 1989 Aromriations Act Sec. 578(b). 
 No
 
Has the President certified to 
the
 
Congress that the government of the
 
recipient country is failing to take
 
adequate measures to prevent narcotic
 
drugs or other controlled substances
 
which are cultivated, produced 
or
 
processed illicitly, in whole or in part,
in such country or transported through

such country. from being sold illegally

within the jurisdiction of such country

tc United States Government personnel 
or
 
their dependents or from entering the
 
United States unlawfully?
 

2. 
FkA. Sec. 41(h): FY 1989 Aprcriations Not Applicable

Act Sec. 576; 1968 Drug Act Secs.
 
44^S-7. (These provisions apply to

assistance of any kind provided by grant,

sale, loan, lease, credit, guaranty, or

insurance, except assistance from the
 
Child Survival Fund or relating to
 
international narcotics control, disaster

and refugee relief, narcotics education
 
and awareness, or the provision of food
 
cr medicine.) If the recipient is a
 
,major illicit drug producing country"

(defined as a country producing during a
 
fiscal year at 
least five metric tons of

opium or 500 metric tons of coca or
 
marijuana) or a "major drug-transit

country" (defined as a country that is a

significant direct 
source of illicit
 
drugs significantly affecting the United
 
States. through which such drugs are
 
transported, or 
through which significant
 
sums of drug-relatedprofits are
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either directly or indirectly to Angola.
Cambodia. Cuba. 
Iraq. Libya. Vietnam.

South Yemen, Iran or 
Syria? Will
essistance be provided 
to Afghani..an
without a certification, or 
will
assistance be provided inside Afghanistan
through the Soviet-controlled government

of Afghanistan?
 

7. UAASec. 620 ). 
 Has the country 
 NO
permitted, 
or 
failed to take adequate
measures 
to prevent, damage or

destruction by mob action of U.S.
 
property?
 

8. 	FAZ Sec. 620( 1. 
 Has the country failed 
 No
to enter intc 
an investment guaranty

agreement with OPIC?
 

9. 	FAA Sec. 620(o); Fishermen's Prot-ective
Act of 19E7 (as arende ")Sec. 5. (a) Has

the cc',.try seized, 

No
 
or imposed any
penalty or sanction against, any U.S.
fishing vessel because of 
fishing


activities in international waters?
(t) if so. 
has any deduction required by
the 	Fishermen's Protective Act 
been made?
 
Z. FAA Sec. 620() -
IY1989 Appropriation-s


A: 	Sec. 516. 
(a) Has the government of
the 	recipient country been in default for
mc:e than six months on interest or

principal of any loan to 
the country
under 
the 	FAA? 
 (b) Has the country been
in default for more 
than one year on
interest or 
principal 
on any U.S. loan
under a program for which the FY 1989
Appropriations Act appropriates funds?
 

1.. 	FAA Sec. 620(s). if contemplated
assistance is 	 No development
development loan or 
to come 
 loan 	or ESF is
from Economic Support Fund, has the
Administrator taken into account the* 

planned for 
percentage of the country's budget and 

Cape Verde for 
M '89.amount of the country's foreign exchange
or other resources spent on military


equipment? (Reference may be made to the
annual "Taking Into Consideration' nemo:
"Yes, 
taken into account by the
Administrator at 
time of approval of
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government engages in, encourages, or 
facilitates the production or 
distribution of illegal drugs; (c) in 
which any member of a U.S. Government 
agency has suffered or beer, threatened 
w:th violence inflicted by or with the 
con.;licity of any government officer;
(d) whict fails to provide reasonable 

or 

cooperation to lawful activities of U.S. 
drug enforcement agents, unless the 
President has provided the required 
certification to Congress pertaining to 
U.S. national interests and the drug
control and criminal prosecution efforts 
of that country? 

4. FA. Sec. 620(c). If assistance is to a No 
gcve:nment. is the government indebted to 
any U.S. citizen for goods
fu.:nished or ordered where 

or services 
(a) such 

c:tizen has exhausted available legal 
re:e!ies. (b) the debt is not denied or 
c:ntested by such government, or (c) the 
indettedness arises under an 
un=cnditional guaranty of payment given
by sucn government or controlled entity? 

5. FjA.' Se:. 620(e)C1). If assistance is to No 
a q:vernment, has it (including any 
gcve:nment agencies or subdivisions)
taKen any action which has the effect of 
na-icna.izin, expropriating, or 
c:he-wse seizing ownership or control of 
p:cperty of U.S. citizens or entities 
beneficially owned by them without taking 
steps to discharge its obligations toward 
such citizens or entities? 

6. FAA Secs. 620(a), 620f), 620D: FY 1989 NO 
A;Propriations Act Sec$. 512. 550, 592. 
Is recipient country a Communist 
country? If go. has the President 
determined that assistance to the country
is vital to the security of the United 
States, that the recipient country is not 
controlled by the international Communist 
conspiracy, and that such assistance will 
further promote the independence of the 
recipient country from international 
communism? Will assistance be provided 
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17. FAA Sec. 666(b). Does 
t... country
object, 
oL the basis of 
race, religion,
national origin or 
sex, to the presence

of any officer or employee of 
the U.S.
w!*: is present in such country to 
carry
out economic development programs under
 
the FAA?
 

18. FAA Secs. 669, 
670. Has the country,

after August 3. 1977. delivered to any
other country or received nuclear

enrichment or reprocessing equipment.

materils. or 
technology, without
specified arrangements 
or safeguards, and
without special certification by the

Presiden ? 
Has it transferred a nuclear
expicsive device 
to a non-nuclear weapon
state, or if such 
a state, either

received 
or detonated 
a nuclear explosive
device? 
 (FAA Sec. 620E permits a special

waiver of 
Sec. 669 for Pakistan.)
 

5. FA.A Se. 670. 
 If the country is 
a 

ncn-rnu.cear 
weapon state, has it. 
on or
after August 8, 1985. 
exported (or
attempted to export) illegally from the
United States any material. equipment, or
technclogy which would contribute

significantly 
to the ability of a country
tc ma ..facture 
a nuclear explosive device?
 

2:. Is:A of 198l Sec. 720. 
 Was the country
represented 
at the Meeting of Ministers
of Foreign Affairs and Heads of 

Delegations of 
the Non-Aligned Countries
to 
the 36th General Assembly of 
the U.N.
on Sept. 25 and 28. 
1981. and did it fail
to disassociate itself from the

communique issued? 
 If so. has the 
President taken it into account?

(Reference may be made to the "Taking

into Consideration" memo.)
 

21. FY 1989 Apropriations ACt Sec. 527. 
 Has

the recipient country been determined by
the President to have engaged in a
consistent pattern of opposition to the
foreign policy of the United States?
 

No
 

No
 

Cape Verde has not
 
yet entered written
 
reservations and the
 
matter was taken
 
into account by" the
 
Administrator at
 
the time o. approval
of Agencv OYB. 

No
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Agency OYB.', This approval by the

Administrator of 
the Operational Year
 
Budget can be the basis for an
affirmative answer during the fiscal year

unless significant changes in
 
circumstances occur.)
 

12. 	FAA Se:. 620(t). Has the country severed 

diploa:ic relations with the United
 
States? 
 If so, have relations been
 
resumed and have new bilateral assistance
 
agreements been negotiated and entered
 
into since such resumption?
 

13. 	 FAA Sec. 6 20(u). What is the payment
sta:us of the country's U.N. 
cb'iqajo-ns? If the country is 
in 

a:rears, were such arrearages taken into 

a::u=nt by 
the A.I.D. Administrator in
 
de:errinin; the current A.I.D.
 
Cperational Year Budget? 
 (Reference may

be Trade to the "Taking into
 
Ccnside:aticn" memo.)
 

14. 	F;A 
Se. 62CA. Has the President 

de:errined that the recipient country

grants sanctuary from prosecution to any

individual or 
group which has comnitted
 
an ac: of international terrorism or
 
ctherwise supports international
 
te:ro:ism?
 

15. 	FY 19E; A;ropr atlcr.s Act Sec. 568. 

the cc.urtry been placed 
on the list
 
p:ovided for in Section 6(j) of the
 
Export Administration Act of 
1979
 
(currently Libya. Iran. South Yemen.
 
Syria. Cuba, or North Korea)?
 

16. 	JSDCA of 1985 Sec. 552(b). Has the
 
Secretary of State determined that the
 
country is a high terrorist threat
 
country after the Secretary of
 

Has 


Transportation has determined, pursuant

to section 1115(e)(2) of the Federal
 
Aviation Act of 
1958. that an airport in
 
the country does not maintain and
 
administer effective security measures?
 

No
 

The GOC" is not 
in arrears in its 
obligations to 
the U.N. 

No
 

No
 



E. FUN::NG SOURCE CRiTERiA FOR CONTRY
 

1. Development 
 "c
jstance Country Criteria
 

FAA Sec. 116. 
Has the Department of

State determined that this government has
engaged in 
a consistent pattern of 
gross
violations of internationally recognized

human rights? If so, 
can it be
demonstrated that contemplated 
assistance
 
will directly benefit the needy?
 

FY 19qe A;roprjations Act 
Sec. 536.
Has the President certified that 
use of 

DA funds 
by this country would violate
any of the prohibitions against 
use of
funds to 
pay for the performance of
atortions as 
a method of 
family planning.
to m:tiva:e 
or 
coerce any perscr. to
practice abortions, 
to pay for the
performance of 
involuntary sterilization
 
as a method 
of family planning, 
to coerce
or 
provide any financial incentive to any
person to 
undergo sterilizations, 
to pay
fcr any biomedical research which
relates, 
in whole or 
in part, to methods

cf, o: the performance of, 
abortions 
or
involuntary sterilization as 
a means

fa.ily planning? 

of
 

2. Eccnoric Support Fund Country Criteria
 

FA) Sec. 502B. 
 Has it been determined 

that the country has engaged in 
a
consistent pattern of gross violations of
internationally recognized human rights?
If so. has the President found that the
country made such significant improvement

in its human rights record that
furnishing such assistance is 
in the U.S.

national interest?
 

F-Y 1989APproprationsActSec. 78(d).

Has this country met 
its drug eradication
targets or 
otherwise taken significant
steps to halt illicit drug production or
 
trafficking?
 

Nb
 

No
 

No
 

Not Applicable.
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22. FY 19e9 Appropriations Act Sec. 513. No
Has 

the duly elected Head of Government of

the country been deposed by military coup

or decree? If assistance has been

terminated, has the President notified
 
Congress that a democratically elected
government has taken office prior to the

resu.;tion of assistance?
 

23. FY 19E9 Appropriation
s Act Sec. 540. 
 Not A licable.
 
Dces the recipient country fully

cooperote with the international refugee

assistance organizations, the United
 
States. and other governments in

facilitating lasting solutions to 
refugee

situations, including resettlement
 
with:ct respect to race, sex. 
religion.
 
cr nazicnal origin?
 

N\ 
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ANEX 12
 

Job Descriptions and Oualifications
 
for Lon&-term Techinical Advisors
 

Soecialist in Research and Pollcv/Prolect Analysis
 

OUALIFICATIONS: This individual must have a combination of skills
 
and experience, including extensive experience in the analysis of
 
business policy issues in a developing country context, especially
 
regarding foreign investment and export development, excellent writing
 
skills, if possible with some journalism experience, and a broad
 
knowledge of management information systems. Excellent managerial skills
 
are required, as are a demonstrated track record in program and staff
 
development. The individual must be fluent in English and Portuguese or
 
French. Portuguese is preferable. If individual is not fluent in
 
Portuguese, he/she must have demonstrated ability to learn languages
 
quickly and be willing to devote considerable time to learning Portuguese.
 

JOB DESCRIPTION:
 

o 
 Conduct research in economic and and business statistics to
 
develop an accurate database for advisory and promotional
 
activities, and work closely with other organizations which
 
assist in generating such data.
 

o Conduct, supervise, and coordinate with GOCV agencies policy
 
analyses on the Cape Verdean environment for foreign investment
 
and the development of export industries.
 

0 	 Conduct, supervise and coordinate vith GOCV agencies the 
analysis and implementation of export projects, such as export 
processing zones, transshipment services and teleports. 

o 	 Prepare docmants and press releases, and work vith promotion 
department to disseminate information. 

0 	 Develop and manage a management information system to 
disseminate information internally for use by promotion and 
advisory service activities as vell to monitor and evaluate 
Center activities on an ongoing basis. 

o 	 Manage and supervise professional development of CIEP staff in
 
policy/project analysis, dissemination of business information
 
and management information systems.
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ermS Cf Reference
 
I.. Te-n1cal stanCe/Semfar On
 
P-e-nevntlal market ACCess Proceams
a 


r-. QpJectlve
 

The objective of this consultancy iS to increase GOCV and Cae 
VerOean Private sector awareneSs and understanoing of pre4erenta, 
market access and duty/quota reduction programs for wnicn Cape
eredean exoorts may be eligible. There is wide Consensus that Cape

Verdean products enjoy preferential access to U.S., European, ano
 
west African markets. However, the complex nature of the
 
agreements has constrained understanding of these opportunities
 
within Cape Verde. Research is needed in 
this area to determine
 
-hat products hold the greatest potential for Cape Verde.
 

8.Tasks
 

:. Obtain up-to-date information on rules of origin, eligibility

requirements, and Procedures associated with 
the following market
 
preference programs:
 

- U.S. Generalized System of Preferences
 
- Lome III Convention 
- TSUS Items 8o.3 and 907
 
- ECOWAS Trade Program 
- Other market preference/duty reduction programs for micn
 
Cape Verde may be eligible
 

2. Examine eisting patterns of Cape Verdean exports and markets
 
served, including patterns of current preerential market access
 
utilized, if any.
 

3. Prepare and conduct a wOrkshop (or workshops) for GCCV and 
private sector representatives for these programs. A package o'
 
written materials 
 should be prepared for distribution In 
conjunction with the seminar(s). The workshop(s) should increase 
the understanding and awareness of participants in terms of the 
existing rules and regulations of the preferential programs, anc
should identify the sources of information required to keep abreast 
of future changes and modifications. 

C. Qu.ojts 

1. A Package of written materials should be available for 
interested GOCV officials and private sector representatives at the 
time of the seminar. This package Should include a list Of gooSeligible under the various programs, with an empnasis on goods

holding special promise in Cape Verde such as Seafood, apparel.
 
agricultural goods, and other light manufactures.
 

2. The final report snail nave three annexes, with each oiscerni-;
 
tne concrete tax and other incentives for Cape Veroean orocucts in
 
the export markets o4 (a) Europe, to) the United States, and :c,
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Teems of Re;eIenc
 
Ix. Tecr-nical AssIstance to Cooesca 

A. QD-lec-,ve 

The overall objectIve of this task is to assist Co0eSca -- .aDe 
Verde S CooOeratlve of private commercial fisning industry -- to 
further develop its marketing caCi•bilItIeS. This marketi-
Assistance will allow Copesca increaseto tne quantity ana tyes
o0 seafooa. sold (and hence export revenues). 

B. Tasks 

I. Qnalyze the oresent marketing efforts of Cogesca. Prices

received from Interbase and other buyers should be examined as bvell 
as the marketing tools presently being utilized. 

2. Assess CoOesca's present storage, packaging, and distributing
network. 
 The ability of Cooesca to sell higher-valued fresh fish
 
And de6ow ter 
fish markets that are now widely ignored should oe 
explored. 

3. Make recommendations on how Copesca can improve its marketing

e@4ort without substantial expenditures on facilities and
equipment, and with regard to the present world market for the 
relevant seafood product. 

4. Present a seminar on the findings to the executive members of
 
Copesca.
 

C. Qy.out 

1. 0 report which presents the findings of the above tasks. 

2. A seminar as described in task 4 above.
 

D. Level of Effort and Consultant Qualifications
 

The estimated level of effort for this consultantcy is 2 oerson
 
months of on-site assistance in Cape Verde. The consultant sho%.ld
 
be an expert in the storage, packaging, distribution, ana marketing
 
of seafood products.
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*n :ape Verde. 

Tne team leader should possess wide exerience in the estaOLisnment 

o0 export :zrocessInq zone regimes, with a detalLed unertanaiIq 
of the reg.latory and policy environment needed for a project o4 

trIs type. The second team member should possess sectoral 

knowledge of apparel and other light manufacturing sectors, 

especially with regard to industry trends and requirements. 

4f the findings of the project identification are positive, the 

project may wish to fund a pre4easibility study. This generally 

includes the 4ollowing elements: market survey, site selection, 

preliminary engineering, delineation o4 remaining barriers, 

preliminary financial plan, identification on funding sources and 

prospective investors. The result of this phase will CciIist of 

a comprehensive implementation plan fora specific project. 

This stage of the project would be followed by a feasibility study 

which includws: physical plan, construction schedule, operations 

and management structure, enabling instruments, financial plan, 

economic impact, and environmental impact. The result of this 

4inal phase is a detailed project specification whiCh will enable 

the presentation of the project to third-party funding sources.
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oaseo on, a complex array of objeCtive and sucjective factors. One 
set o4 vaeiaoles relates to the overall investment climate: tmeinternational and domestic business climates, 
local oooortuni.t$
 
and ooerating condit'ions, and 
the nature of the incentive package
offered. A second 
set of variables 
refers to the subjective

considerations 
of the investor: overall 
 business Plans ano

strategies, caoital 
and managerial resources, 
commitment to tme
project, and even 
random events and corporate idiosyncraCies.
 

Despite the breadth of these factors, one should not conclude that
official promotion agencies 
can only Pay a minor role in bringing

about new private business ventures. Experience snows thatcarefully developed and properly managed promotion Programs caneffectively 
improve the investment climate, stimulate 
investor

interest, and 
bring to fruition new business activities. Nations
 
with effective promotion programs 
and competitive incentive

packages often 
have excellent business 
environments; in this 
manner, promotional activities and the investment climate 
oremutually reinforc ng. In addition, the impact of promotion can berelatively significant in countries where the domestic ousiness 
climate is good, but not widely known.
 

Promotional agencies are rarely self-sustaining. Host governmentsare willing to pay for the expense of a promotional center because 
of the employment and foreign exchange benefits a successful
promotional agency can bring. However, government expenditures can
be reduced through private sector Contributions; a number ofCaribbean 
and Central American private autonomous promotional
agencies, for example, receive funding of up to 25 percent from tmePrivate sector. Private sector contributions are justified on the

basis that promotional agencies provide a 
strong collective voice
 
for the private sector 
to the government. 
 In this manner, a
Promotional agency can become an effective mechanism for puolic ano 
private sector dialogue.
 

Promotional Activities
 

Promotional activities can be divided into three categories:

pulicity, are-investment assistance, cnd investment incentives.
These three sets of activities are employed 
in roughly sequential
 
order as they relate to the investment deCisLon-maxLng process.
 

Publicity activities consist of ztrategy formulation, aovertisLng, 
seminars, promotional missions, and direct contact with Potential
 
investors. These activities can 
be carried out through of4 icial
agencies (embassies, 
consulates, government-soonsoreo 
Promotion

offices) or through tme services of public relations 4irms. in 
oroer to attract the i,,itial interest of potentlal investzrs, 
provide general Information on the country's business climate, anoreassure current Investors of a continuation o polLtica, 
amd
 
economic staoillity.
 

O'ce potential Lnvesto-s mave eoressed interest in a country, te 

r \ 



Annex 14: Investment and Export Promotion
 

Because investment and exort promotion is the core activity o; 

tme Export Development Services Project, it was felt that a 
description of the experiences of similar centers in other 
countrieS was necessary.
 

Investment promotion iS a set of activities which Seek to encourage 

private entrepreneurs or businesses to invest in expandednew or 


ventures. The ultimate objective of investment promotion is to
 

bring about increases in employment, income, foreign exchange
 
earnings and other economic benefits such as the creation of
 

mackward linkages and the transfer of technology.
 

this discussion fOCuses primarily on communication to
 
potential investors, it is important to realize that the primary 

4ocus of the CIEP in its earliest stages will be to improve the 

oolicy environment. Because the legislative and regulatory 

constraints are discussed in depth in annexes a and 15, this annex 

concentrates Instead on the Promotional upect. Outreach to 

potenmial investors must come Second to the establishment of a 

hlghly favorable investment climate. (It should be noted tnat the 
the experience
 

While 


preparation of this annex Mas relied extensively on 


and Lnformation gathered by SRI International.)
 

In functional terms, investment promotion is neither mysterious Or
 

complex. It simply involves the employment of various tecnIues
 

to attract the interest of potential investors and sustain that
 

interest from the point of initial investor inquiry to the time at
 

which new ventures are implemented. Promotion can be likened tO
 

any marketing effort which aims to achieve a specified market
 
refers not to customers for a


share. Tre market in this case 

but rather to the relatively limited
particular good or service, 


pool of domestic and international capital.
 

from many
Imeodiments to successful investment promotion stem 

are government
factors. First, investment promoters often 


officials with little experience ' the private sector and hence,
 

have limited understanding Of businesS attitudes, needs, anO
 

often operate within the6
cemandii. Second. promotion agencies 
contex' of byzantine bureaucratic and legal structures, which 

comOliCate otnerwise simple activities. Third, Promotion is more 

o4 art form than a science, with no fixed rules which assur@ tnat 
orogram will be Successful. On¢c these complicating ;Actces 4re a 

a@ eAsily understood.
 Isolated, promotional activities can 


Both the PositLvv role and effective limits of investment PromOt-On 
m - s '
 

Smould be taken into consLderation by host country gOver- @ t
4 


tat the impact O all promotLonal activities *t must be emphasizec 

to oater 4actors involveO - te
 

small compared 

- . *- - - , em6S. instead. lvestme'k CeCISIC's


is elatvelv 


ILI
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,
3) Peovide inducements for -- and facilitate consummation o 
- negotiations. The promoting entity itself usually does mzt
 
possess the authority to approve investments (though this type
of system has been found to accelerate the processing o; 
applications and ease investors entanglements with unnecessary 
bureaucracy). Nevertheless, promotional agencies have playeo 
leading roles in the development of appropriate incentive 
packages and can serve an important intermediary role in 
gaining investment approvals in a quick fashion for foreign 
investors unfamiliar with local government processes.
 

The promotional agency should also refain prepared to involve
 
itself actively at critical points during the investment decision
 
process, both in the active sense of sustaining levels of interest,
 
and in the defensive sense of being prepared to deal with any
 
procedural problems that may arise. In addition, many promotion

agencies follow-up on the progress of projects after implementation 
to help solve infrastructural or bureaucratic problems, wi:h the 
knowledge that satisfied clients form the best advertisement for 
the country's hovpitable business climate. 

" Priori Considerations and Criteria
 

" promotion center, by itself, is a critical symbol to investors; 
its existence indicates a country's willingness and ability to 
attract investment. With this in mind, if a developing country
Coes seek to increase private investments, it should build, 
develop, and conduct its promotional programs within a ratiomal, 
internally consistent framework. As such, the construction of this
 
framework requires 
 a great deal of a priori thought and
 
'consideration. These considerations include:
 

1) Host country objectives 
2) Host country attitudes towards private investment -- Ootn 

local and foreign 
3) Existing host country assets and liabilities, esoecially 

as they relate to attracting investment, as well 4s those 
of important competing host countries 

4) Prevailing business atttitudes toward the local investment 
clifmrte 

5) Existing promotional e@forts 

The evaluation of these considerations should be carried out "itn 
the primary intention of producing an initial planning documert 
for a promotional center. It should include an honest assessment 
o the areas covered, including both problems and constraints anC 
positive factors. The importance a' assessing we"essts im ."e 
System at the outset is unmerscored by the fact that, in ter"s o* 

;
attracting additional private i-vestment, the ultimate Oavo4 =4 
steps to improve the policy framework or buSLness climate ;'a 

e-cees thnat of even major promotional activities. 
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Sjcn as 4*4siOility stuoies, investment missionS, prOJoCt 
with relevant governmentCounselling, or assistance in dealing 

agencies. Thes" services are intended to bring prospective 
investors closer to making positive Investment decisions. 

The final form of promotional activity includes the development of 
an Investment InCentiveS package provided Cv the Most Country to 
private sector investors. Most Country government% CAn create -

i they So desire -- an extensive battery of investment Incentives. 
Typical inducements include tax holidays, exemptions from trade 

restrictions, guaranteed access to foreign exchange, and simplifled 
regulatory procedures. 

Por analytical purposes, it is helpful to create an additional 
distinCtlon between the three sets o4 promotional activities 
oscriobed above. Programs related Zo both publicity and pre
investment assistance can be characterized as information-oased 
oromotion activities. Together, they represent efforts tL, provide 
Lnformation and analysis to investors Prior to the actual 
implementation of a new or expanded business venture. Incentive
based promotion activities, on the other hand, constitute various 
forms of assistance provided after the investment decision has town 
made, and can be defined as any policies, programs, or measures 
"Mich have the effect of increasing the rate of return on 
investments. The discusion which follows concentrates on 
Informatlon-based promotion. 

Promotional Functions
 

The functions and requirements for effective promotion can be
 
ivioqd into three basic components:
 

I) Identify and attract potential business entities interested 
in investment opportunities (the "publicity" component). The 

requireents for carrying out this role successfully include 
the development o4 information and efficient means for 

transmitting that information to both potential investors and 
the host country government.
 

2) After contacts have been made and initial levels o
 

interest have been determined, the investmOnt promoter must
 

then employ various methods to bring the potential investor
 
closer to a positive decision. This "Pre-nvestment
 

missions,
assistance" Component involves formal investment 


Oata-sw&aping sesaLons, informal Social functiOns, foeasilLt
 

studies, etc., aimed at increasing the stae and intores: C4
 
both the potential investor and the host countrv gOvernment.
 

The reouirements for this role include access to more detailed
 
to obtain su4ficLnt
Lnformation (or knowledge of where it). 

resources to oeal effectively
'Inancial and organizational 
-ith investOrS, and most importantly, adeQuate access c: t'C 

crope- a&tmorities nose Involvement is Instrumen tal t :e 

eventual approval ando implmentation of tne nvVet$Wet. 
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Qzazk.~-~o.Istructur~e
 

It is sae to 
assume that all promotional agencies are uniQue
their host cOuntry, at to
least in certain respects. Variations
Organizational in
structures 
 are functions of differences in
governmental systems, PriOrities Placed on investment, ministerial
orientations, 
and even 
the power ano preferences o4 individuals In
high-level positions.
 

ACcBoting 
thecaveat that each situation Should be aoproached on
& Case-by-case basis, a certain number of 
common organizational
characteristics 
are desirable. First, the 
units charged withcarrying out various
the functional activities described 
above
should oe integrated organizationally 
as closely as possioble.
Second, the organizational structure -- like the activities carried
out within it -- should aim to be uncomplicated and clearcut. 
This
is true for any organization, but Particularly for any organizationinteracting with the business community. Third, the general
management and operations 
of the promotional agency should 
be
overseen by an individual with a high level of stature oth within
government and 
among the 
private sector; too often, Promotional
agencies are not extended sufficient authority to carry Out their
 
mandated tasks.
 

Investment promotion units tend to follow one of four models. 
They

Include:
 

1) Ministry coordinated model. 
 Under this structure, the
reSponsibility for 
conducting investment-related 
ministries
 
falls on 
a single line ministry. 
 While this aproach often
has the benefit of focus due to its clear 
Position in the
 government, its efficacy 
is often constrained by political

Jealousies in related ministries.
 

2) Inter-ministerial committee model. 
 This structure is

tightly defined and typically includes 

less
 
representatives 4rom
the ministries of inoustry, 
 foreign trade, commerce,
economics, and 
finance. While this arrangement can limit
rivalries, 
the promotional organizations reporting to an
inter-minLsterial committee often 
lack clear direction.
 

3) Uncoordinate model. 
 Though defying simple descrLptin.

this model is perhaps the most Common. In this case,
promotional activities.are carried out concurrently by several
ministries or agencies, each 
of which vies for the samemarket. This 
structure lacks direction and often 
yielas

duplicative or contradictory efforts.
 

4) ndeoendent 1mvestment authority. 
 This model is "ct
attached to any Particular ministry Or ministeies and 
its SiCe
 ourpose is 
 to manage promotion-relateo activities. 
 "s
 
i1teraction With other government bodies is Imiteo t=
r@SearcM and develooment of Promotional material, iC5a,. 
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o 4 suostantive material 4or the promotion process etseLj. M1.C-% ri 

for ince.sic' 
tne iwnctional information 	generatoo could me e*ateo 

o aotiotra.In promotional literaturt, Without A great oal 

research. 

Elements o4 Promotion Strateay 

tnvestm@nt promotion activities vary COMSLO rlhbIY in SiZe and :OSt. 

tie needs, goals, and previous oromotLonal experienceaeOwmaing on 

a certain critical mass IS necessaryin the nost country. HOwever, 


ior a orogram to oe *ffective. The 4unct.ional aCtivitlel 
tu me
 

out +all into the following categorl.4;carpIed 

1) AcoOtion 04 economic oOpicins pa _ I.local, amework 

Conducive O investment. While tNjue reSponsloitles lIle 

with the most Country executive and legislative tranCm@S, a 
a voice in the formulationpromotional autnority should have 

o4 economic policies. particularly in the areas o4 investment 

to provide valuable feedOack from tme 
statutes, in order 

This IS tne core portion of 	 any promotiontuslness community. 

center in its earliest stages.
 

2) Pesearcm and development of oromotional mat..laj. Perhaos 

initial Component of promotion, at leastthe most important 
in efforts to Secure investor confidence, is the oevelooment 

provides an accarteand dissemination of information which 


and uo-to-date picture of 
business conditions in the Country. 
tmeAbove all, promotional material should honestly portray 


estaolism
host country's performance and prospects in order to 

credibility. Most investors are sufficLently soahisticatea 

to realize that promoters emphasize positive rother than 

negative factors, but investors tena to lose confidence in the 

promoter i0 basic information is misrepresented or if major 

problems are ignored in the material. 

most 

crucial functions of the promotional agency, since it involves 

activities to attract 

3) Direct Oublic relations *ffort. This is one o4 the 


Initial investor interest in the 

country. The promotion agency can conduct its activities 

through direct contacts with the business community, or it can 

carry Out its advertising campaign through the media. In 

can hire advertising agencies and/oraddition, the agency 

OuOlic relations firms to provide assistance ano guidance.
 

Once poteamta.
4) lnvestor assistance and 	advisory servIcts. 

an interest in rursuiLng a ;ivieenoressea 

the promotion agency can 


investors nave 

mame itse,
venture in more detail. 


to both local and 4o-ei 
to orovide assistanceavailaole 


t'e a.

.;ivs. t4mvestor assistance programs might also enlist 

oanis, law firms, or cons.-.t " 
o4 inte-national or local 


organ Iza t ions.
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almost every case, promotional aCtivities 4irst generate ImCreaSrg
returns but eventually reach 4 pont of dmLniSning retur..ThLrd, marketing budgets and strategies are most eiective .en
they are based on the sellers competitive poston and comparative
market strength. As a corollary, new market entrants ave to work
harder to garner a share of 
the market, while those with tarnished

reputations need to undertake special efforts 
to overcome negative

market perceptions.
 

In addition, promotion agencies must be staffed by i 1,motivated, private sector 
oriented individuals who have 
business
 
experience (directly or at 
 least by academic training) and

excellent communication skills. 
 Past experience shows that next
to the overall business climate, no single other factor 
is as
critical to investment and export promotion 
success as qualified
 
personnel.
 

Incremental 
Proarams
 

In addition to the activities described above that 
comprise the
foundation of a promotion unit, there 
are alSo a wide range of
options available depending on 
host country goals and financial
 
considerations. They 
include the following:
 

I) Overseas branch Offices. 
 If the host Country investment

authority wishes to increase its contacts with foreign 
firms
in order to attract new 
investmentl, the establishment o

independent branch in4ormation/assistance offices coulo be

considered. For example, in the mid-SOs, more than 50 nations
maintained investment offiCes of 
some kind in New Yorg City

alone. Many of these missions are tied to 
trade and tourism

offices or 
to U.N. missions and/or foreign consulates. The
 
basic annual budgetary cost for a relatively modest promotion

office in New York City is estimated between $250,000-s300,O00
 
per year. Due to Cape 
Verde unique histor-y, an overseas

branch of4ice might be more successful in Boston or Lisoon.
 

2) Advertising. Although advertising Is expensive and
 
measuring its effectiveness is highly problematic, nearly all

organizations, whether corporations, interest grouos,

political parties or governments, Pgres that advertising can
 
produce results. 
The challenge is to design and undertake an
advertising campaign which not only reaches 
the aopropr,,te

audience at the appropriate tine, but also effectively Lnduces
 
the target audience to take 
the desired course of action.

Officials at major 
public -elations firms suggest t-at
 
conceiving and implementlnq a moderately sized marketing

campaign would entail an 
annual fee of approximately s100,000

for the services of 
public relations firms. Comoarable 4ees 
for advertising firms might also be required. 

Another avenue that many promotional agencies have 40.n coe 
ost-ei4 mcLive Is targeted advertising In selectec t-ace 

\'
 



aOppOval 
orocess. Tmis type of struCture 
mas tne most 'cc.s 
and mas often yielded the oest results. In Costa Rica. te
Dominican Reauclic, 
and El Salvaoor, dnerenoent Investment 
authority performances 'ave far ONceeoo twos. of :e 
ministerial or inter-mnimiterLal models. 

There is almost universal 
COnsensus on the point that promotiona!
 
activities should oe targeted, both in order to 
direct inves,"e
;lOws into priority sectors 
and to utilize scarce promotiora.

resources efficiently. In some countries, because o4 Duagetarv

limitations, promotional activities are 
initially concentrated on
 
responding to prospective 
investors' inquiries. Scatter-shot
 
public relations efforts 
are not only time-consuming and costly, 
Dut also relatively Ineffective. From the host country
perspective, 
targets can relate to regions, economic sectors, or 
indivLdudl Industries. History has Shown that governments have a
 
poor recoro in choosing winners and 
losers among industries;

however, if sectoral targets are chosen on the grounds of basic 
economic facts -- factor endowments of land, labor, caoItal,

infrastructure and technology -- governments can more successfully
 
utilize their countries' comparative advantages. Strateg;es of
 
this kind have been effectively implemented 
 in the newly

inoustrializing countries of East Asia and more recently 
thitn tre 
Cariooean Basin. 

Those experienced in investment and export promotion claim that no
 
country is unpromotaole. 
Each nation has its own selling points
which must oe recognized and developed, whether they are low labor
 
costs, geographic proximity 
 to markets, preferential trade
 
agreements, 
resource availability, technological capaoilitles, 
or 
an extremely competitive incentives package. It is the task of the
 
promotional agency to recognize the basic strengths and -Qknesses 
of the host country, and to direct its activities accordingly.
 

Prom n Proram Options
 

Investment promotion is in almost every 
respect a marketing
operation. The objective of 
the promoter is to sell a product (in

this case, the host country as an investment site) and maintain or
 
increase the host country's market share of 
total investments. -The
 
promotional activity employs the 
same fundamental sales tecniaues
 
large manufacturers use to sell soap or haberdasheries employ to
sell clothing. These 
methods include: advertising, to interest
 
investors; pre-sales assistance, 
to give advice ana personalized 
service; incentives, to make the product more attractive. 

Seveapl basic marketing principles hold for investment Dromotc.
 
First, the quality 
of the product Is the most imPortan&t selling 
point. Simply put, promotional activities are no suostitute ioe 
LmrDoving investment cOnditions as an induCement tO new Lnvest~e-t. 
r 'ecttve CPomotion programs advertise objectively 'OO0 Investment 
ConoCtionS: eceo~tve promotion can 
 ork only once. Seccrc.
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types of #Irms that have ILnitalted InuLrles. %eco-s snould 
smo
whether the inquiry was 
the result of an advertisement, artice. 
seminar, Investment mission or other Promotional activity. 

Once Potential investOrs have been identified, the log sho..:
record the progress of new ventures as they Proceed through the
 
investment process. This 
ihould continue, at minimum, until the 
company has received investment approval. Effectiveness oi the
 
Oromotlonal agency can best 
be gauged through quantifying tri
 
number of investment inquiries, 
site visits, application for
investments completed, and investment approvals received. 
 Mature
 
investment programs consider a 
10-15 percent rate of new ventures
 
estaolishea compared 
 to inquiries to constitute a successful
 
program.
 

Immediate or dramatic results from 
promotion activities are

unlikely, and should not 0e expected. In fact, promotion programs
aimed at quic results will often fail, since prospective investors 
-- like all sophisticated customers -- react adversely to hard
sales pitches. Promotion programs take time to yield discernioie
 
results because they are essentially educational exercises. 
 The
 
more obscure the host country, or the more negative its image, the 
longer the lead time that will be required for programs to ovar
 
tangible results. lAs payoff 
period can only be shortened
 
marginally by substantially more ambitious 
 programs and
 
expenditures.
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attract apparel manufacturers mIqMt uMertake an aave-:,.;
 
b..ILcM
campaign specifically addresses apparel Inwstro 

concerns in publications read oy apparel execwtives s.cn as 
800 . Such hIghly-focused approaches are more likei/ to 
generate investor Interest for substantially less cost than 
general mass media campaigns. 

Direct mail advertising is another relatively inexpensive 
approach that can target higher potential audiences. The 
e49ectiveness of direct mail camoaigns can Oe Improved througm 
the use of list brokers who can generate tailored mailing 
lists.
 

3) Solicitation Of oress. Business executives are often
 
skeptical of the validity of advertisements placed by
 
countries promoting investment, and hence tera to pass them
 
by. They are more likely to be swayed instead Oy articles
 
written by business or economic reporters which they view as
 
being more objective. As a result, one effective method for
 
drawing the Ousiness community's attention is to promote press
 
coverage and reporting. This can be accomplisheo by several
 
means. First, business press tours in which a select number
 
of reporters or editors are provided with transportation and
 
living expenses and are briefed on business conditions and
 
economic achievements in the host country. While the results
 
are not guaranteed to be positive, tours can oe produceo to
 
accentuate the positive. This method is an important oath to
 
creating a greater depth o understanding of the most country
 
opportunities and problems. Second, is the media event wnicM
 
entails announcements of economic progress, new policy
 
pronouncements, or major achievements of the host country.
 
Alternatively, media and corporate attendance at one-day
 
conferences on the investment climates of host countries
 
normally assures both direct and indirect (word-of-mouth)

advertising.
 

One important but sometimes neglected activity ;or any 
promotion agency is the development of close worwing 
relationships with the host country media. The generation of 
public support is often a crucial ingredient reQuired for any 
investment program to be successful, particularly in countries 
where attitudes towards the privaie sector -- either 4oreign 
or domestic -- have been or are, generally negative. 

Conclusions and Monitoring o f Results
 

The ultimate measure of t e performance of promotion activities is 
the number ano size of neow investments, joos created. ano iorei;n 
exchange earnings generated. There is no practical methoO to 
determine the relative Impact of promotional efforts on investment 
decisions as distinct from the general investment clImate or otnee 
;actors. iowever, several simple and inexpensive proceCjres -ave 
been successfully utilized to measure promotional Crogress. -=r 

example, many ofices logs on t-e e-=promotional keep 3-:e-


\q'11
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4) Agricultural and Livestock Exploitation with an 
Industrial Nature
 
5) Transshipment
 
6) International Sea Transport

7) 
Services in Support of the Above Activities
 

The draft foreign investment code contains a nmber of clauses that
 are attractive to foreign investors. Foreign investment in many forms is

accepted including capital, goods and services. 
The sectors allowed are

clearly specified. Foreign investors are also promised equal treatment

before the lay. 
 The code guarantees that companies can repatriate their
capital investments, profits and dividends in foreign currency. 
The code

also does not 
impose any minimnm local ownership requirements.
 

Although the code contains a number of important comitments, there
 are a few provisions missina which are of interest to 
investors. For

example, in Article 5, (Submission to Authorization and to Register), the
code refers to prior approval procedures which will be specified by a
separate decree, (it was 
assued by the mission that the decree referred
 
to is the industrial statute). 
 Dncauae the approval procedures should be
the same for all sectors open to foreign investment, the team recomended

that approval procedures be specied in the more general investment code
 as opposed to the sector-specific industrial statute. 
 The coumtries that

have been most successful in attracting foreign investment are those vith
clear guidelines of hoy long the approval process can take and which
 
agency or agencies has authority to grant approval.
 

Article 10 (Currency transfer) of the proposed code guarantees

foreign investors 
access to foreign exchange for repatriation of capital,

profits and personal income or for servicing of offshore loans. However,

access to foreign exchange can be delayed up to 60 days (up to years in

exceptional cases) after applications have been submitted which could

deter potential investors. In addition access to foreign exchange for

imports was not mentioned. As an alternative, the mission recommended
that foreign investors be allowed to establish foreign exchange accounts

with the Bank of Cape Verde, similar to the accounts migrants are nov
able to maintain. In this vay access to foreign exchange would not be aconstraint to investors. 
The article should also specifiy the numbers of
 years that investors can freely repatriate profits and dividends, if in
 
perpetuity it should be specified.
 

Article 12 (Special Tax Incentives) offers exoneration from corporate

income tax for "an initial period" which is vague and discretionary. The
teas recomended exoneration from income tax of at least eight years.

Many countries offer a tax holiday in perpetuity to exporters

participating in special incentives schemes. teamThe also recomended
that the GOCV specify in the code the general package of incentives and

conditions applicable to all fins such as import and export duty
exemptions and re-investing of profits. 

Article 14 (Establishing Agreements) refers to special incentives
 
(more favorable) to investors undertaking activities that "given their

size or nature, economic implications, social or technological, or any
other circumstances prove to be exceptional interest in the context of
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ANNWEX 15 

REVIEW OF INVESTMENT AND INDUSTRIAL DEVELOPMENT LEGAL FRAJEORK 

Cverview
 

As of May 1989 the GOCV has prepared five separate statutes related
 
to the encouragement of investments and export Industry in Cape Verde.
 
Two of the five statutes have already been approved. The first, the
 
Offshore Banking Law was approved by the National Assembly in December
 
1988. The second, the Customs Regulations for Entrepota was approved as
 
a regulation by Cabinet in March 1989. 

The three remaining statutes are still in draft form. Two of those,
 
the Foreign Investment Code and the Industrial Development Law, provide
 
the overall framework for foreign investment and industrial development
 
and are expected to be approved by the National Assembly in the Jume 1989
 
session. The remaining law, the Industrial Statute, is expected to be
 
approved by Cabinet soon after the approval of the two framework lava to
 
be approved by the National Assembly.
 

Together the five statutes constitute an effective regime for the
 
encouragement of investment and export industries. The proposed new 
legislation Soes a long way toward establishing sore transparent rules
 
regarding investment approval and establishment. There are also
 
provisions for more automatic granting of incentives. In the past,
 
foreign investors often had to negotiate the terms of their investments
 
on a case-by-case basis leading to delays in establishment and ueven
 
treatment among investors.
 

In the sections which follow the five major statutes are smarized 
and briefly reviewed from an economic perspective and not a legal one. 
The major strengths and weaknesses are highlighted. • During the PP 
visit the team was asked to make specific recomnendations to GOCV on the 
draft legislation before it vas to be submitted to the National 
Assembly. It Is anticipated that during project implementation, periodic 
review and refineent of the regulations will be required in order to 
ensure that the investmut regulatory climate ts an attractive one. 

Foreian Investmmt Code 

The draft foreign investment code encapsulates the framework for 
providing guarantees for foreign investment in several different 
sectors. These include: 

1) Extractive and ProcessinS Industries
 
2) Hotels and Tourism
 
3) Fisheries
 

* Many of the sunmary findings of this annex are based on a previous 
detailed review of investment legislation carried out by The Services
 
G.-oup in March/April 1989
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development policy which will facilitate the 
internal and external

circulation of Cape Verdean industrial products." 
 A stronger statement 
vould be a commitment to establishing a low cost andcompetitive 
transport and communication system. 

The industrial development law also makes several references to
subsequent legislation (Articles 5,9,15,17,24) can be confusing to
investors. 
 It would be clearer to investors if all the rules and
 
incentives for industry were specified in one law. 
 In defense of this
practice the Cape Verdean authorities explained that it is customary inCape Verde for the National Assembly to approve lava which provide the
 
general policy orientation while laws specifying more precise technical
 
and economic regulations are approved by Cabinet.
 

If the law stated the Government's coemitment to the industrial terms
in stronger and more precise terms, the law could be used more
effectively as 
an internal policy guideline for industry, as well as

promotional instrument, 
to attract foreign investment.
 

Industrial Statute
 

The GOCV Ministry of Industry, (IPU) prepared a comprehensive
industrial statute in late 198 
which was subsequently reviewed by most
 
government agencies including the Bank of Cape Verde as veil as a few
foreign donors, including USAID. 
Based on the feedback obtained, the
GOCV will likely introduce only a few changes. 
 The core of the statute,
however, will remain. 
 Its approval and publication Is expected by August 
1989.
 

The current draft is divided in five chapters covering a wide rangeof regulations relating to: 1) procedures for approval of industrial 
projects and registration; 11) incentives; ii1) 
 special rules for export

companies; iv) inspections and penaltie; and v) 
 miscellaneous provisions. 

While an sizeable industrial activity requires authorization from

the GOCV, the specific procedures appear to be fairly clear and

ztraightforvard. It is 
 evident that the GOCV Ministry of Industry and 
Energy made an effort to ease the bureaucratic procedures and expedite
the approval process'of industrial projects, especially those targeted at 
the export market. 

Industrial companies will also be granted an attractive package ofincentivea designed to foster industrial production and exports. These

incentives include: 
1) no quantitative import restrictions; ii) exemption
of import duties on equipment and building materials; ii) temporary
exemption of import duties of raw and intermediate materials; and iv)
duty exemption of products imported for re-export. 

Special incentives are provided to 
the lanching of nev industries
 
outside the urban area of Praia (Santiago), Mindelo (S. Vincente) andSal. 
 The statutes also include specific income tx exemptions for
industrial companies for a fixed time period, (5 years for new industrial 
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national development.' These criteria are not very precise and could
 
lead to protracted negotiations, delays in establishment and a perception
 
of unequal treatment among investors. It was recommended that the
 
granting of incentives be automatic and transparent for all investors.
 

Finally, there is a problem of excessive legalism in the code that
 
several articles make cross references to other lava and regulations
 
which investors are subject to, yet it is never specified what the laws
 
are. These vague references are made in Article 6 (Applicable
 
Legislation), Article 11 (General Incentives), Article 10 (Cape Verdean
 
Emigrants), and Article 16 (General Conditions). The references to
 
unknown lavs are not viewed favorably by firms. They prefer clear and 

transparent rules and regulations and not "surprises" after getting
 
established.
 

Industrial Develooment Law
 

The Industrial Development Law i the legislation which, in its final 
approved form, will define the Government's policy objectives, 
development strategy and general regulatory framework for the industrial 
sector. 

The industrial development lay is comprehensive and generally 
provides a workable framework in support of industrial development. The 
law establishes the critical role that industry will play in Cape Verde's 
future development. The role of private enterprise (both foreign and 
local) is acknovledged to have an essential role in the process of
 
industrial development. The law provides a commtment by GOCV to promote 
industrial development and encourages the creation of EZ's. A very
 
general description of the incentives offered to industrial producers is
 
given (Article 14).
 

The law %Article 30) allows for the contracting of foreign vorkeri
 
although it does not specify any limits or quota. Many coutries
 
specify a specified percentage of the total vorkforce, (say 202) that can 
be foreign.
 

Although the law gives general support to the industrial sector it 
does not provide as strong a comitment to the sector as might be 
desirable in order for the law to have promotional value in the 
international investment coity. Several articles could be stated 
more strongly in order to be attractive to foreign investors. For 
example, Article 30 (Labor Policy) states that labor policy "vill attempt 
to take into consideration the specifics of the industral activity," a 
stronger clause might mention the need for manufacturing to have a 

flexible labor policy in order to compete effectively in the world 
market. Article 36 (Ezchange late Policy) states that "to the extent 

possible the exchange rate will take into consideration the 

competitiveness of national products in foreign markets." A more 

convincing statement might be that " exchange rate policy will be used to 
maintain the competitiveness of national prcJucts in foreign markets". 

In another section, Article 36 (Transport and Communication); the law 

states that "the Government will pursue a transport and comunrications 
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their exclusive use.
 

Overall the regime is complete and vell organized. The decree
 
establishing the customs regime of entrepots has five chapters. 
A
 
background section puts the regulations Into political and economical
 
perspective, relating 
them to the ongoing reorientation of GOCV's
 
economic strategy. It 
is &lso clearly stated that the establishment of
 
the entrepot regime can be a prerequisite for the creation of export
 
processing zones.
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plants and 3 years for expansion projects). The law also allows for the
 
deduction of selected expansions, such as reinvested profits and training
 
costs, form the yearly taxable income. Sales of any production inputs to
 
export companies will be dealt with, as far as tax incentive and import
 
duties are concerned, as exports.
 

For exporting industries, the statute devotes an entire chapter to
 
establishing special incentives. They comprise exemption of sales tax
 
over an initial period of ten years, easy access to foreign currencies at
 
the Bank of Cape Verde, and exemption of import duties on virtually any
 
products which would be re-exported. Export companies are allowed tomell
 
up to 5% of their production in the domestic market provided that they
 
pay the respective import duties and taxes on that production.
 

This statute is the first regulation in Cape Verde providing specific
 
incentives to encourage export industry. It clearly aims at fostering
 
industrial production and exports. Because it is a first step for a
 
country which is just uov embarking on an outward orientation, the actual
 
implementation of these regulations will certainly require adjustments
 
and amendments in the foreseeable future. However, in general this
 
statute is a well formulated set of regulations which will give a
 
comparative advantage to Cape Verdean industrial projects in export
 
markets. The statute's major strengths lies in its specificity and focus
 
on industrial exports. Its weakness relates to an overprotection of
 
local industry (duty exemption even when selling in the domestic market),
 
(Article 31), which might encourage to industries that, once the
 
examption period is over, can not survive competition from imports.
 
Furthermore, the limiting of customs duties incentives to goods "which
 
are not produced in the local market on similar conditions of price,
 
quality and delivery", (Article 34). If the local goods are competitive
 
with imports, exporters vould buy them on comercial %roumds and would
 
not require lavs to oblige them.
 

As new industries merge and exports increase theme and other
 

required adjustments to the regulations vill be made.
 

Customs Reclie of lntrenowm
 

In late 1988, the COCV prepared a draft decree (Operating Regulation)
 
establishing the legal regime of entrepots in Cape Verde. This decree
 
was widely circulated among the appropriate agencies of the government
 

and selected foreign donors including USAID. The regulation was approved
 
by the Cabinet in March 1939, and in May 1989 it was legally established
 
as the customs regime of entrepots in Cape Verde. The Cape Verde
 
entrepot program will allow merchandise imported into the customs
 
territory of Cape Verde to be temporarily stored vithout the payment'of
 
customs duties and associated taxes. Two types of entrepots are allowed
 
in the proposed regime -- I) stockage antrepots for the general storage
 
of merchandise not co be processed or manufactured; and ii) industrial
 
entrepots where merchandise can be manufactured or processed into other
 
goods. Two types of stockage entrepots are to be authorized -- i) public
 
entrepots operated by concession holder3 for the use of the general
 
public; and ii) private entrepots operated by individual importers for
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Cape Verde, as one of the 65 ACP signatories, enjoys all the general
rights and privileges otainad in the Agrmnt. In addition, Cape
Verde receives incrwtal benefits island nation, spified inas an as 
Articles 257 and 262. 

EC Guidelines
 

Article 130 of the 1mw Qzwntion exepts products ciginat.n in Acp
contries from any iot duty or tax wtn exported to the B mxiwt. in
addition, the E, is rat to establish any ciu.titative retrictias on 

*Cimorts from nations. Hever, A p.muct are not miittlad to
miprt duties thet are mre favorable then thorn ejore by g s
 
produe within the ErC.
 

Definin the origin of a prduct is often a €oplaw p dealtand is

with in Protool No. 1 of the Agrwt. Prodcts, originstin" in an
 
, coutry are see2tad into the foll€wingr tim:
 

1) Products thLt haw 100 pearwc wlu-a&d in an ocounty;
2) Products imoted trm the K, pemesd in an CI natic, and
 

the re-wcrted to the ER;
 
3) Prducts iFoted fz narraC P countries, p ssd in an A
 

naton, and eqxzted to the E.
 

Maty-fre status for the third cteory mn only rmin so lai as

value-ad from n--E,/ natia does no the pert of the
 
finished product' a toal vLbn as al2w w4 the Apm -t. The 
amotue vry within a ragp of 20-50 pwmt, dding an the partiaula
PrZucte~gory. 

In order to receive NC riwvages, the ocigin and prcssn of the
 
t must be stated in an Ois t t., This dcuent iusd
s toderibe the histaxy of the prout ad how it qULUfies undez the
 

requirwwta of the Losmw wt The stndad tinet to be 
 used is
conta~rsed in Am=~ V of Poocl ft. 1 of the Lose Agint. 

There are also a nmber ce Vcducft ancluded from qpsda-l ai n u
show in Anm IV of the ft cl docmet. 7he xv g00s
include em aI&I, lz , l2ti ts, mane, aid lubrimnt 
additiLS. 

Isv2ationi for CX ____* 

Cap Verde enjoys s a I si to the K mrket, wt oly &n to its
wmership in the ,P ratioar, but also as an islard natin. Wile these 
'secal rights' are left amiguous in the Iame documto Cap Vwdm
Procers mn be assured of aces as good as any cmntry outside of the 
Er itself. 

This preferential access, when oined with Cape Verde's lo labor 
rates, gives Cape Verde an eaxceluit prtwdty to eploit the EC

erket. These criparative advantages can form a strong foundatin for 
eport-oriented growth, if ained with a coqetitiwv legislative and 
regulatory package. 



Annex 16: Access of Cape Verdean Products to the EC tVArket 

One of Cape Verde's compat±ve advantages is its as to urkets in 
developed ottries. with the OVng of GS status in Taiwan, Sozth 
Korea, and Singpore retly, investors from these nations are looking 
for ne of fshore vifactring sites. The OO= has recived inqu'iries 
regardig its spe-A1 trade status from a: rubar of invstors. Due to 
Cape Verde 'l oc,"n, foreign and loca Invetors haew especially 
inte ested ix c4p Verdean prod t acces to the Eur n C umuity
(Ec). As such, the project tam has .mmrimd the min pvv ons of 
the im Agrea t. mow, tim cutraints and lad of infiantional 
material precluded an in-depth study of this imortant issue. Threfore, 
tenn of referento for a study aid semirr On Ca Ved product ascw 
to dewlopgd ountzy arkets he incu in Aim 13. 

o Mnder the Lme Coogtic III, signed in Lme, Top in Dmeutar 1984, 
cape Verde enjoys a ai nifiwet mrNza AdvntaWs in mPtiM 
products to the EC market. 

o 	The privile position of Cs Verde derive frmi: i) status as an ACP 
aurtry; ii) being an the List of less deveoe €untries; and ii) 
ainq one of 24 island nrins giVM uF al PrfGM= du to Pr~1Wa

resul". from isolation. 

o Narly all Cape Verdean or EC Products in Cape Verde a d 
exprted to ar a of the O=miAty are II frc any imp t duties 
or related taxe. This amme4i' will .ly attzat vaz an 
industries, eseally tUhn that an a -intemaiw. 

o Thid ccmty products (nz-AC/ ) which are procesd in Ca Verde 
also cjoy extian of duties and tams within U. K: if Uhe VIRue of 

nmtices med the LaM *WYW*iM. @This 

such produx-ts dm ri- cmed Uhe pretm 
that particular pr&. 

fim by the Convntion for 

overview 

As of : b 6. 1984 tbhR =en OMMadtY (C) aid the 
Africa/aujari /ciiC (") 

APvenmt cc- a wd rage of areas iiicloinq oacdai in MeY
 
ecric stors su as fisheries, irA'xty, &qp-wlti*, =M , and
 
trade. The Agummnt's statad goals are to pr A And MXdit Ur
 
erdc, adal, ad ag iual develommt of Cxoutie and to
 
strentbm aid diversify relation beb m the I aid ontries.
 

Te Cawuntian's sJaor obJectiv are as fOLIms, 

1) in ease trade bse EC aid nAtiOnf 
2) suort the deiw1o mt of 

. 

craitrim via the StrWqthug of-

the developing nat.ian's caacity for inmovation, adjas~iet, and use of 
technology; 

3) assist ACP nations in gaining aC s to the EC mrket and to 
encourage =vestet within the MP; 

4) ease the malancms fownd in the export price of agricultural 
=mTudities and support C:P nations in ovroming defiCi.Uies in the.r 

mining sector. 
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a. 	 Z=. The project assistance completion date is 
September 30, 1993. 

b. Source/Oritin and Nationality of Goods and Services.
 
Goode and se:vices, including ocean shipping, financed 
by A.I.D. under the Project shall have their source 
and origin or nationality in A.I.D. Geographic Code 
935 countries. Third Country training is authorized 
in A.I.D. Geographic Code 899 coumtries. Ocean
 
shipping financed by A.I.D. under the grant shall, 
except as A.I.D. may otherwise agree in writing, be 
only on flag vessels of the United States. As
 
required by A.I.D. policy for projects funded by DFA
 
appropriations, a Procurement Plan has been prepared 
to ensure aaximum U.S. source procurement consistent 
with 	effective project implementation.
 

c. 	 Conditions Precedent. Disbursement of funds will be 
governed by Conditions Precedent in substance as 
follows: 

First Disbursement. Prior to the first disbursement
 
under the Grantee, or to the issuance by A.I.D. of 
documencation pursuant to which disburbement will be 
Made, the Grantee will, except as the Parties may 
otherwise agree in writing, furnish to A.I.D., in form 
and substance satisfactory to A.I.D., the following: 

(a) A statement of the na of the person holding or 
acting in the office of the Grantee specified in 
Section 1.2, aM of any additional representatives, 
together with a specimen signature of each person 
specified in such statement;
 

(b) 	 Certified copies of the Foreign Investment Law 
and the Industrial Development Law as passed by the 
National Assemblytogether with a statement that both 
such 	laws have entered into force;
 

(c) 	 A letter of understanding signed by the 
appropriate Minister promising to propose to the 
Council of Ministers a Decree Law that: 

(i) 	creates the Center for Invesaent and Export 
Promotion (CIZP) as a legal enti:y under Cape
 
Verdean law, possessing financial and
 
administrative autonomy;
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ANWEX 17 

DRAFT PROJECT AUTHORIZATION 

Country : Republic of Cape Verde
 

Project Title : Export Developmcnt Services
 

Project Number: 655-0014
 

1/ Pursuant to the Foreign Assistance Act of 1961, as mended (FAA) and
 
to the section entitled, Sub-Saharan Africa, Development Assistance, of
 
the 1988 Continuing Resolution ("DFA"), I hereby authorize the Export
 
Development Services Project ("the Project") for the Republic of Cape
 
Verde ("GOCV" or "the Grantee"), involving planned obligations of not to
 
exceed Four Million United States Dollars (84,000,000) in grant funds
 
over a period of four years end three months from the date of 
authorization, subject to the availability of funds for the purpose in
 
accordance vith the A.I.D.Is 013 allotment process, to help in financing
 
foreign exchange and local currency costs of the Project.
 

2/ The Project viii provide support to Cape Verde's private sector by
 
mitigating constraints to expansion of export-assisted production, trade 
and private sector participation. The Project viii support 1) the 
creation of a Center for Investment and Export Promotion to study, 
promote and assist investment and export activities; 2) GOCV policy and 
administrative reforms that facilitate domestic and foreign investment 
and export activity; and 3) a strengthened public and private sector 
car4c ty to promote investment in Cape Verde. The Project vill finance 
the costs of technical assistance and conaulting services, conferences, 
aite-visits and other educational activities, comodities and equipment,
 
and other gooda and services necessary to achieve the Projact purpose and 
produce Project outputs.
 

3/ The Project Grant Agreement, vhich may be negotiated and executed by 
the officer(s) to whom such authority is delegated in accordance vith 
A.I.D. regulations and Delegations of Authority, viii be subject to the
 
folloving term and conditions together vith such additional term and 
conditions as A.I.D. may deam appropriate:
 

http:A.I.D.Is
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(a) A certified copy of the Decree approved by the
 
Council of Ministers and signed by the President, to
 
create the CIEP substantially in the form described in
 
the letter of understanding referred to in Section 4.1
 
above.
 

(b) A statement identifying the person who has been
 
appointed to act as executive director of the CIEP
 
together vith a specimen of his or her signature;
 

(c) A vorkplan including staffing and budget signed
 
by the executive director of CIEP providing for
 
activities required to establish the CIEP a,' a
 
functioning office.
 

d. Disbursement Mechanisms.
 

In the absence of a Section 121(d) qualified Cape Verdean
 
entity, disbursement for all project expenditures in local and 
foreign exchange vill be handled by USAID/Cape Verde through 
direct procurement methods in accordance vith Handbook 1, 
Supplement B. At such time an the Center for Investment and 
Export Promotion is established, the Project will make use of
 
RZDSO/WAAC services to set up and certify accounting procedures
vithin the Section 121(d) requirements. It Is antcipated that 
the Agreement and Authorization will then be amended to permit 
disbursement, at least of CIRP's annual operating, expenses, to 
a ClIP bank account under standard advance/liquidation
 
procedures
 

e. Covenants. In addition to the standard general Covenants, 
the Project Grant Agreement vill contain Special Convenants in
 
substance as followe:
 

Center for Investment and lbrnort Promotion. The Grantee will 
take all steps consonant vith Cape Verdean law to create and 
maintain the CIEP as a legal entity having financial and 
administrative autonomy and an advisory board composed of
 
public and private sector advisors. The CII? shall be
 
established with the folloving authorized functions;
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(ii) proposes articles of incorporation
 

reflecting the character and structure of the
 
CIEP agreeable to the Parties including an
 

advisory board composed of both public and
 
private sector advisorsand an executive director.
 

Additional Disbursements. Prior to disbursement under
 
the Grant for expenditures other than those covered by
 

Section 4.3 below, or the issuance by A.I.D. of
 

documentation pursuant to which disbursement viii be
 

made, the Grantee viii, except as the parties may 

otherwise agree in writing, furnish A.I.D., in form 
and substance satisfactory to A.I.D., the following: 

(a) For technical assistance, including contracts for 

advising, consulting and training services, a formal 

request to A.I.D. from the appropriate ministry, 

agency or other group specifying the services 

requirel; 

(b) For participant training and conference attendance 

evidence of the cand.da:e's background,qualifications 
and acceptance for tiaining by the relevant 
institution, together with a description of the course
 

of study or comparable agenda, including schedule and 
budget;
 

(c) For travel, a proposed itinerary for identified 
traveller, together with a statement of the purpose of 
travel and budget; 

(d) For other expenditures, such documentation as
 

A.I.D. may reasonably require. 

Disbursement for CIRP. Prior to disbursement under the Grant
 

for any expense of the C1IP including but not limited to 
procurement of comodities, and services, or to the issuance by 

A.I.D. of documentation pursuant to which disbursemant viii be 

made, the Grantee viii, except as the Parties may otherwise 

agree in vriting, furnish to A.Z.D. in form and substance 
satisfartory to A.I.D., the folloving: 
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(a) evaluation of progress toward attainment of the
 
objectives of the Project;
 

(b) identification and evaluation of problem areas of
 
constraints which may inhibit such attainment;
 

(c) assessment of how such information may be used to
 
help overcome such problems; and
 

(d) evaluation, to the degree feasible, of the
 
overall development impact v: the Project.
 

4/ Waivers. No waivers are required for this Project. 

5/ Section 110W. The requirement of a host coutry
 
contribution of 25% of project cost (FA, Section 110(a)) does 
not apply to Cape Verde, a Sahlian coumtry vhich, under 
Section 121, is not subject to Section 110(a). GOCV is, 
however, contributing 10 percent of the total project expenses. 

6/ Section 121LS. Section 121(d) of the FMA requires a 
determination of the adequacy of host country accounting 
system before DTA assistance funds are made available to that 
country. In this case, the A.I.D. representative haa certified 
that no grant funds will be made available to GOCI, and the 
determination that Section 121(d) does not apply to this 
project is attached to the Project Paper in Anna 10. 

Date
 

clearances:
 

draft:RLA:MAlexander
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(a) to provide and/or coordinate research,
 
information management and analysis relevant to export
 
development;
 

(b) to promote international and domestic investment
 
in Cape Verde and support promotional efforts by other
 
public and private sector bodies;
 

(c) to advise both investors and governmental
 
agencies in the development and use of a regulatory
 
structure for investment.
 

CIEP Records and Reports. The Parties agree to provide the
 
CIEP with such technical assistance, personnel and other
 
resources as may be necessary to ensure that CIZP:
 

(a) Maintains financial books and records in
 
accordance vith generally accepted accounting
 
principles regularly applied, which books and records
 
shall be accessible to authorized representatives of
 
A.I.D. at such times as A.I.D. say reasonably request;
 

(b) Provides the Parties with financial reports and
 
reports of its undertakings and accomplishments on at
 
least an annual basis.
 

Sits Visits. Conferences. Traiainz. The Grantee agrees that
 
all individuals participating in site visits, training,
 
conferences and like activities under the Project vill be
 
selected by fair competitive procedures based on their
 
qualifications and abilities to contribute to Cape Verdean
 
economic development.
 

Extort Devalooment Limitations. Ezcept as A.I.D. may otherwise
 
agree in writing, studies and other activities financed under
 
the Grant shall not be designed or used specifically to support
 
the manufacture for export in direct competition vith United
 
S:ates exports, of textiles, apparel, footwear, handbags, flat
 
goods such as wallets, work gloves or leather vearing apparel.
 

Project Evaluation. The Parties agree to establish an
 
evaluation program as part of the Project. Except as the
 
Parties otherwise agree in vriting, the program vill include,
 
during the implementation of the Project and at one or more
 
points thereafter:
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ANNEX 18
 

DRAFT
 

PROJECT GRANT AGREEINT
 

Between
 
The Republic of Cape Verde ("Grantee")
 

And
 
The United States of America, acting through the
 
Agency for International Development ("A.I.D.").
 

Article 1: The Aareaant
 

The purpose of this Agreement is to set out the understandings of the 
parties named above ("Parties") vith respect to the undertaking by the 
Grantee of the Project described belov, and vith respect to the financing 
of the Project by the Parties. 

Article 2: TheProiact
 

SECTION 2.1. Definition of Project. The Project, vhich is 
further described in Annaz 1, attached, will finance export studies and 
technical assistance, and viii establish an independent Zenter for the 
study, promotion and facilitation of foreign investment, exports, trade
 
and service activities in Cape Verde. Within the limits of the above 
definition of the Project, elements of the amplified description stated 
in Annex 1 may be changed by written agrement of the authorized 
representatives of the Parties named in Section 8.2, vithout formal 
amendment of this Agrement. 

SICTION 2.2. 7neranmntal Nature of Prolace. 

(a) 	A.I.D.'. contribution to the Project viii be 
provided in increments, the initial one being made 
available in accordance vith Section 3.1 of this 
Agreement. Subsequent incrmemts viii be subject to 
availability of funds to A.I.D for this purpose, and to the 
mutual agreement of tbhe Parties, at the time of a 
subsequent increment, to proceed. Subject to the abova, it 
is anticipated that A.I.D.'s contribution viii amount to 
four million United States dollars ($4,000,000) over the 
life of the project. 
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(b) Within the overall Project Assistance
 
Completion Date stated in this Agreement,

A.I.D., based upon consultation Vith the
 
Grantee, may specify In Project Implementation
 
Letters appropriate time periods for the
 
utilization of funds granted by A.I.D. under
 
an individual increment of assistance.
 

Article 3: Financinga
 

SECTION 3.1. The Grant. To assist the Grantee to meet 
the costs of carrying out the Project, A.I.D., pursuant to the 
Foreign Assistance Act of 1961, as amends,;, agrees to grant the 
Grantee under the terms of this Agreement not to exceed one 
million, four hundred thousand United States ("U.S.") Dollars 
($1,400,000) ("Grant"). 

The Grant may be used to finance foreign exchange costs, as 
defined in Section 6.1, and local currency costs, as defined in 
Section 6.2, of goods and services required for the Project. 

SECTION 3.2 Grantee Resources for the Proiect
 

(a) The Grantee agrees to provide or cause to be
 
provided for the Project all funds, in
 
addition to the Grant, and all other resources
 
required to carry out the Project effectively
 
and in a timely maner.
 

(b) The resources provided by Grantee for the 
Project vii be not loss than the equivalent 
of U.S. 8478,000, together vith such costs 
borne on an "in-kind" basis an may be 
necessary. 

SECTIOI 3.3. Proltet Assistance Comelation Date.
 

(a) The "Project Assistance Completion Date" 
(PACD), vhich is September 30th, 1993, or such 
other date as the Parties may agree to in 
vriting, is the date by which the Parties 
estimate that all services financed under the 
Grant vill have been performed and all goods 
financed under the Grant will have been 
furnished for the Project as contemplated in 
this Agreement. 
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(b) Except as A.I.D. may othervise agree in 
vriting, A.I.D. vill not Issue or approve 
documentation vhich vould authorize 
disbursement of the Grant for services 
per.ormed subsequent to the PACD or for goods 
furnished for the project, as contemplated in 
this Agreement, subsequent to the PACD. 

(c) Requests for disbursement, accompanied by
 
necessary supporting documentation prescribed
 
in Project Implementation Letters are to be
 
received by A.I.D. or any bank described in
 
Section 7.1 no later than nine (9) months
 
folloving the PACD, or such other period as
 
A.I.D. agrees to in writing. After such 
period, A.I.D., upon giving notice in writing 
to the Grantee, my at any time or times 
reduce the amount of the Grant by all or any 
part thereof fir which requests for 
disbursement, accompanied by necessary 
supporting documentation prescribed in Project 
Implementation Letters, were not received 
before the expiration of said period. 

Article 4: Conditions Precedent to Disbugement
 

SECTION 4.1 First Disburammnt. Prior to the first 
disbursement under the Grant, or to the issuance by A.I.D. of 
documentation pursuant to which disbursement vill be mde, the 
Grantee will, except a" the Parties my otherwise agree in 
writing, furnish to A.I.D., in form and substance satisfactory 
to A.I.D., the following: 

(a) A statement of the name of the person holding 
or acting in the office of the Grantee specified in 
Section 8.2, and of any additional representatives,
 
together with a specimen signature of each person
 
specified in such statement;
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(b) Certified copies of the Foreign Investment
 
Law and the Industrial Development Law as passed

by the National AZsembly,together with a statement
 
that both surh lava have entered into force;
 

(c) A letter of understanding signed by the
 
appropriate Minister promising to propose to the
 
Council of Ministers a Decree Law that:
 

(i) creates the Center for Investment and
 
Export Promotion (CIEP) as a legal entity

under Cape Verdean law, possessing financial
 
and administrative autonomy;
 

(ii) proposes articles of incorporation
 
reflecting the character and structure of
 
the CIEP agreeable to the Parties including
 
an advisory board composed of both public
 
and private sector advisors, and an
 
executive director.
 

SZCTION 4.2. Additional Disburements. Prior to

disbursement under the Grant for expenditures other than those
 
covered by Section 4.3 below, or the issuance by A.I.D. of
 
documentation pursuant to which disbursement vill be made, the
 
Grantee vill, except as the parties may otherwise agree in
 
vriting, furnish to A.I.D., in form and substance satisfactory
 
to A.I.D., the following:
 

(a) For technical assistance, including contracts
 
for advising, consulting and training services, 
a
 
formal request to A.I.D. from the appropriate
 
ministry, agency or other group specifying the
 
services required;
 

(b) For conference attendance, training, and site
 
visits, evidence of the candidate's background,

qualifications and acceptance for training by the
 
relevant institution, together with a description

of the course of study or comparable agenda,

including schedule and budget;
 

(c) For travel, a proposed itinerary for
 
identified traveller, together with a statement of
 
the purpose of travel and the budget;
 

(d) For other expenditures, such documentation as
 
A.I.D. may reasonably require.
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Article 5: Special Covenants
 

SECTION 5.1. Center for Investment n or 
Promotion. The Grantee will take all steps consonant with Cape
Verdean law to create and maintain the CIEP as a legal entity 
havinS financial and administrative autonomy and c&.i advisory 
board composed of public and private sector advisors. The CIEP 
shall be established with the following authorized functionsi 

(a) to provide and/or coordinate research,
 
information management and analysis relorant to export 
development; 

(b) to promot international and domestic investment
 
in Cape Verde and support promotional efforts by other
 
public and private sector bodies;
 

(c) to advise both investors and govensental

agencies in the development and use of i regulatory
 
structure for investment.
 

SECTION 5.2. ClEP Records and Renorts. The Parties
 
agree to provide the CIZP vith such technical assistance, 
personnel and other resources as may be necessary to ensure
 
that CIEP:
 

(a) aintains financial books and ricords in 
accordance vith generally accepted accounting 
principles regularly applied, vhich books and records 
shall be accessible to authorized representatives 
of A.I.D. at such times as A.I.D. may reasonably 
request;
 

(b) Provides the Parties with financial reports and 
reports of its undertakings and accomplishments on at 
least an annual basis. 

SECTION 5.3. Sit. Visits. Confeaeneas. Training. The
 
Grantee agrees that all individuals participating in site
 
visits, training conferences ana like activities under the
 
Project vill be selected by fair competitive procedures based
 
on their qualifications and abilities to contribute to Cape
 
Verdean economic development.
 



SECTION 4.3. Disbursement for C;EP. Prior to
 
disbursement under the Grant for any expenses of the CIEP
 
including but not limited to procurement of commodities and
 
services, or to the issuance by A.I.D. of documentation
 
pursuant to which disbursement will be made, the Grantee will,
 
except as the Parties may otherwise agree in vriting, furnish
 

to A.I.D., in form and substance satisfactory to A.I.D., the
 

following:
 

(a) A certified copy of the Decree approved by
 

the Council of Ministers and signed by the
 

President, to create the CIEP substantially in
 
the form described in the letter of understanding
 
referred to in Section 4.1 above.
 

(b) A statement identifying the person who has 
been appointed to act as executive director of 
the CIEP together with a specimen of his or her 
signature; 

(c) A vorkplan including staffing and budget 

signed by the Executive Director of CIEP 

providing for activities required to establish 
the CIEP as a ftmctioning office. 

SECTION 4.4. HLi z . When A.I.D. has determined 
that the conditions precedent specified in Section 4.1 and 4.3 

have been net, it viii promptly notify the Grantee. 

SECTION 4.5 Terminal Dates for Conditions Precedent. 

(a) If all the conditions specified in Section 
4.1 have not been met within 90 days from the 
date of this Agreement, or such later date as 
A.I.D. may agree to in vriting, A.I.D., at its 
option, may terminate this Agreement by written 
notice to Grantee. 

(b) If all the conditions specified in Section
 
4.3 have not been met within 9 months from the 
date of this Agreement, or such later date as 
A.I.D. may agree to in writing, A.I.D., at its 
option, may cancel the then undisbursed balance 
of Grant, to the extent not irrevocably committed 

to third parties, and may terminate this
 
Agreement by written notice to the Grantee.
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SECTION 5.4 Export Development Limitations. Except as
 

A.I.D. may othervise agree in writingthe Parties agree that
 
studies and other activities financed under the Grant shall not
 
be designed or used specifically to support the manufacture for
 
export in direct competition with United States exports, of
 
textiles, apparel, footwear, handbags, flat goods such as
 
wallets, work gloves or leather wearing apparel.
 

SECTION 5.5 Proiect Evaluation. The Parties agree to
 
establish an evaluation program as part of the Project. Except
 
as the Parties otherwise agree in writing, the program will
 
include, during the implementation of the Project and at one or
 
more points thereafter:
 

(a) evaluation of progress toward attainment of the
 
objectives of the Project;
 

(b) Identification and evaluation of problem areas of
 
constraints which may inhibit such attaimment;
 

(c) assessment of how such information may be used to
 
help overcome such problems; and
 

(d) evaluation, to the degree feasible, of the 

overall development impact of the Project. 

Article 6: Procurement Source. 

SECTION 6.1 Foroia Ixehae Coats. Disbursements 
pursuant to Section 7.1 will be used exclusively to finance the 
costs of goods and services required for the Project "aving, 
with respect to goods, their source and origin, and with 
respect to services their nationality in coutries included in
 
A.I.D. Geographic Cede 935 as in effect at the time orders are
 
placed or contracts entered Into for such goods and services,
 
("Foreign Exchange Costs"), except as A.I.D. may otherwise
 

agree in writing, and except as provided in the Project Grant
 
Standard Provisions Amex, Section C.l(b) with respect to
 
marine insurance. Ocean transportation costs will be financed
 
under the grant only on vessels under flag registry of the
 
United States, except as A.I.D. may otherwise agree in
 
writing.
 

SECTION 6.2. Local Currency Costs. Disbursements
 
pursuant to Section 7.2 will be used exclusively to finance
 

costs of goods and services required for the Project having
 
their source and, except as A.I.D. may otherwise agree in
 

vritiug, their origin in Cape Verde ("Local Currency Costs").
 

To the extent provided for under this Agreement, "Local
 

Currency Costs" may also include the provision of local
 
currency resources required for the Project.
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Article 7.: Disbursement.
 

SECTION 7.1. Disbursement for Foreimn Ethane-Costs.
 

After satisfaction of conditionr,precedent, the Grantee my
request that A.I.D. make disbursements on its behalf upon 
presentation of necessary supporting documentation as 
prescribed In Project Implementation Letters. A.I.D. will
 
arrange for disbursements to suppliers in accordance vith its 
standard procurement methods.
 

SECTION 7.2 Disbursement of Local Currency Costs.
 

(a) After satisfaction of conditions precedent, the
 
Grantee may request that A.I.D. make disbursements of 
funds under the Grant to suppliers for Local Currency
Costs required for the Project in accordance vith the 
terms of this Asrement, by submitting such requests 
to A.I.D., vitt necessary supporting documentation as 
prescribed in Project Implementation Letters. A.I.D. 
vill handle such disbursements in accordance vith its 
standard procurement methods. 

(b) The local currency needed for such disb' "sments 
may be obtained: 

(i) by acquisition by A.I.D. vith U.S. 
Dollars by direct purchase; or 

(ii) by A.X.D. (A) requesting the Grantee 
to make available the local currency for 
such costs, and (3) thereafter making
available to the project an munt of U.S. 
Dollars equivalent to the mout of local 
currency made available by the Grantee, 
vhlch dollars will be utilized for project
 
purpAsee. 

The U.S. dollar equivalent of the local currency made
 
available hereunder will be, in the case of sabsection
 
(b)(i) above, the mount of U.S. dollars required by
 
A.I.D. to obtain the local currency, and in the case
 
of subsection (b)(ii) above, an amount calculated at
 
the rate of exchange as specified in Section 7.4 on
 
the date vher A.I.D. obtains the local currency.
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SECTION 7.3. Other Forms of Disbursement.
 
Disbursements of the Grant may also be made through such other
 
means as the Parties may agree to in writing.
 

SECTION 7.4. Rate of Exchange. Except as may be more
 

specifically provided under Section 7.2, if funds provided
 
under the Grant are introduced into Cape Verde by A.I.D. or any 
public or private agency for purposes of carrying out 
obligations of A.I.D. hereumder, the Grantee will make such 
arrangements as may be necessary so that such fumds may be
 
converted into currency of Cape Verde at the highest rate of
 
exchare vhich, at the tine the conversion ir mde, is not
 
unlawful in Cape Verde.
 

Article 8: Ml&.llmneolaA.
 

SECTION 8.1. Comeireat au. Any notice, request,
 
docment, or other com ication submitted by e@.ther Party to
 
the other umder this Agrement will be in writing or by
 
telegram or cable, and will be demed duly given or sent when
 
delivered to such party at the following addresses:
 

To the Grantee:
 

Mail Address:
 

Alternate address for cables:
 

To A.I.D.:
 

Mail Address: 

Alternate address for cables:
 

All such coimicatious will be in English, uless the Parties 
otherwise agree in writing. Other addresses my be substituted 
for the above upon the giving of notice. The Grantee, in 

addition, will provide the USAID Mission with a copy of each
 

comication sent to A.I.D.
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SECTION 8.2. Represencatives. For all purposes
 
relevant to this Agreement, the Grantee viii be represented by
 
the individual holding or acting in the office of Director of
 
Bilateral Cooperation, Ministry of Cooperation and A.I.D. viii
 
be represented by the individual holding or acting in the
 
office of A.I.D. Representative, each of whom, by written
 
notice, may designate additional representatives for all
 
purposes other than exercising the power under Section 2.1 to
 
revise elements of the amplified description in Annex 1. The 
namts of the representatives of the Grantee, with specimen 
signatures, will be provided to A.I.D., which may accept as 
duly authorized any instr-ment signed by such representatives 
in implementation of this Agreement until receipt of written 
notice of revocation of their authority.
 

SECTION 8.3. Standard Provisions Annex. A "Project
Grant Standard Provisions Annex" (Annex 2) is attached to and 
forms part of this Agreement. 

SECTs'ON 5.4. Lanhup~e of Aarent. This Agreement is 
prepared in both English and Portuguese. In the event of 
ambiguity or conflict between the two versions, the English 
language viii control. 

IN WITNESS WHZROF, the Grantee and the United States of 
America, each acting through its duly authorized
 
representatives, have caused this Agreement to be signed in
 
their names and delivered as of the day and year last below
 
written.
 

REPLtLIC OF CAPE VERDI MITED STATES OF AMERICA 

By: By: 

Title: Director of Bilateral Title: Ambassador to 
Cooperation Cape Verde 
Ministry of Cooperation 

Date: Date: 

By:
 

Title:
 

A.I.D.
 
Representative
 

Date:
 


