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Executive Summary

Introduction

This report has been prepared by The Services Group under
subcontract to Coopers & Lybrand in fulfilment of Request Number R-
12 under the Private Enterprise Development Support Preject Il
(PEDS IIt) with the U.S. Agency for International Devsiopment
(USAID). This report is a review of the Cape Verde Export
Development Services (EDS) project under AID's Policy etermination
20 (PD-20) of January 3, 1994. The current study builds upon an
earlier analysis conducted to determine the implications for the £DS
project of the provisions of Section 599 oi the FY 1992 Foreign
Operations, Export Financing, and Related Programs Appropriations
Act (FAA).

Background and
Study Context

In the fall of 1992 the FY 1993 Foreign Operations, Export Financing,
and Related Programs Appropriations Act was adopted by Congress
and included a provision, which prohibits the use of funds
appropriated by the Act to provide financial incentives to a U.S.
business to relocate its operations outside the United States; to provide
assistance for the purpose of establishing an export processing zone
in a foreign country, in which the tax, tariff, labor, environment and
safety laws of that country do not apply; and to provide assistance for
any project or activity that contributes to the violation of internationally
recognized workers rights. Section 547 of PL 103-87 centinued this
prohibition for FY 1994, and AID/W issued its final guidelines regarding
the legislation on January 3, 1994 as Policy Determination 20.

Given that the USAID/Cape Verde EDS project was designed %o
promote exports from Cape Verde and investments into the country,
it was deemed necessary to conduct a review of the project to
determine its applicability to the legislation and PD-20. The project’s
primary purpose is "to enable Cape Verde to increase and diversify its
foreign exchange earning capacity through an export-led growth
strategy and increased private sector participation in the economy", in
support of the Government of Cape Verde's (GOCV) strategy to
increase private sector investment anc exports.

The project was designed to provide technical assistance on
investment pclicy, unuertake feasibility and marketing studies, develop
financial packages to increase the export of producis and services
through the private soctor, and support the development of the newly
created Center for Investment and Export Promotion (PROMEX).




Overview of EDS
Project Activities

The primary focus of project activities has been in the area of institution
building. At this time PROMEX is fully staffed with 17 employees and
functions well as an investment and export promotion agency. The
majority of the tasks carried out under the program have been in
support of creating an oparational institution, supplemented by a
number of studies and outside technical assistance in areas which
required expertise not available in-house.

PROMEX’s mandate is primarily to promote Cape Verdean exports and
investments into Cape Verde. Moreover, one of its key roles is to
assist the GOCV in the enhancement of the “product" it promotes,
which is the country’s overall investment climate and economic
environment, as well as increase its export potential.

In the coming years, the activities of PROMEX will continue to focus
on instiwticral strengthening and increase PROMEX's direct
promotional activities. In its promotional strategy PROMEX has
identified three sectors -- light manufacturing, tourism, and fisheries --
as its target sectors. This active promotion will be focused in only two
regions, Europe, primarily Portugal, and Asia, primarily Hong Kong.
Moreover, PROMEX intends to continue its efforts in raising awareness
amongst local businesses, and provide basic training to local
entrepreneurs in such areas as joint ventures, investment appraisal,
and other basic techniques to encourage export development.

Review of Section 547
and its implications for
EDS

Section 547 has three distinct provisions which prohibit the use of funds
for financial incentives to U.S. enterprises to relocate abroad; for
establishing or developing export processing zones, if such activities
are likely to result in the loss cf jobs in the United States; and
providing assistance which would contribute to the violation of
internationally recognized workers rights.

PD-20 expands on Section 547 (a) in making it AID policy to stop any
activity that would lead to the loss of jobs in the U..S.; through any
action, not only through financial incentives. In order to determine if
a project is in violation of this quideline, a project must undergo a test
of two questions: (i) is the project designed to attract foreign or local
investment into the host country? and (ii) could the project reasonably
be foreseen to involve the relocaticn of any U.S. business that would
resultin the loss of jobs in the U.S? While the answer to question one
is clearly yes, this report concludes, after some careful analysis, that
the answer to question two is no.

Question wo was answered in the negative due to the following facts:
Cape Verde is not an attractive investment location for footloose U.S.
enterprises, due to its poor infrastructure, such as infrequent shipping




and air freight connections, lack of readily available industrial space,
high cost of basic utilities, such as electricity and water, and the
geographic distance from the U.S. Moreover, historical investment
patterns by U.S. enterprises in Cape Verde further support that there
is no interest from U.S. investors at this time. Lastly, PROMEX's
planned promotional efforts do not include any promotion to U.S.
investors.

As stated in PD-20, if the answer to either of these questions is no,
then the project is not in violation of the guideline and it does not need
to be subject to greater scrutiny or controls. This is the conclusion
reached in this analysis.

Section 547 (b) states clearly that any support in the development of
EPZ projects is prohibited unless a presidential waiver is obtained.
The EDS project had originally provided for a feasibility study to
determine the viability of EPZs in Cape Verde. After its initial EDS
project review, USAID/Cape Verde concluded that without a waiver,
this activity can no longer be supported by USAID/Cape Verde. It was
recommended at that time that waiver would not be requested given
the fact that this was only a minor component of the EDS project.
USAID/Cape Verde included a prohibition of any of the funds provided
under EDS from being used for EPZ development in its Grant
Agreement Amendment Number 4. As such EDS is no longer in
violation of this provision.

The internationally recognized workers rights are guaranteed by the
Cape Verdean Labor Code and no project activities are planned to
undermine those provisions. The institution created under the project,
PROMEX, operates under Cape Verdean law and its employees are
guaranteed their rights under the country’s labor code.

Conclusions

The major conclusions are as follows:

. There is no reasonable likeimood that a relocation of U.S. jobs
could take place within the context of the EDS project.

. The EPZ feasibility study, which was originally planned under
EDS, violates the provisions of Section 547 and PD-20.
However, as the EPZ study component under EDS was
cancelled after the initial AID guidelines on Section 599 were
issued, this is no longer an issues under PD-20.

. The internationally recognized workers rights are guaranteed
by the Cape Verdean Labor Code and the project does not
support any activity that would violate those rights.




USAID/Cape Verde does not need to file for a categorical
exemption for the EDS project under PD-20.

Recommendations The following recommendations are to be considered by USAID/Cape
Verde in its support to the EDS project:

Reiterate that support to EPZ development is not allowed
under the project.

Inform PROMEX and the institutional contractor of the
provisions of Section 547 and the contents of PD-20.

Develop a monitoring system that periodically reviews the
project in light ot Section 547.

Prepare a compliance report, stating that EDS is not in
violation of 547 and PD-20.

iv



Section 1

Introduction

Introduction

This study has been prepared by The Services Group (TSG) under
subcontract to Coopers & Lybrand, in fulfillment of Request Number R-
12 under the Private Enterprise Development Support Project Il
(PEDS 1) with the U.S. Agency for International Development
(USAID). This report is a review of the Cape Verde Export
Development Services (EDS) project under AlD's Policy Determination
20 (PD-20) of January 3, 1994 (The Terms of Reference for this study
are attached as Annex A of this report.) The current study builds upon
an earlier analysis conducted to determine thie implications for the EDS
project of the provisions of Section 599 of the FY 1993 Foreign
Operations, Export Financing, and Related Programs Appropriations
Act (FAA).

This analysis is based on a review of the Cape Verde EDS projsct and
Policy Determination 20, for irnplementing tha provisions of Section
599 and 547 of the Foreign Operations, Export Financing, and Related
Programs Appropriations Acts of 1993 and 1994, respectively, as well
as discussions with AID/W staif involved in drafting PD-20.

Following this introductory section, this report is organized according
to the following framework:

. Chapter Il presents an overview of the context for the study,
reviewing the U.S. Government's and AID/Washington's policy
regarding Section 547 of the Foreign Appropriations Act, as
well as PD-20, and summarizing USAID/Cape Verde's strategy
to support the country's current export development objectives.
Moreover, this chapter provides a brief overview of the Export
Development Services (EDS) project and its importance to
USAID/Cape Verde.

. Chapter lil provides a brief summary of the overall goals and
objectives as defined in the EDS program design, and reviews
activities and programs that have been undertaken and are
planned under the EDS project. This chapter provides the

! Cape Verde, EDS Projoct Review under Section 592 Legislation
Requirements, Draft Final Report, May 1993, The Servicas Group, Inc.
under contract to Nathan Associates, Inc.




foundation for the analysis conducted in Chapter IV to establish
whether the program is in violation of PD-20 or not.

. Chapter 1V reviews the provisions of Section 547 in detail and
elaborates on the provision’s implications for and applicability
to the EDS project. This chapter also reviews
AlD/Washington's January 3, 1994 PD regarding each of
Section 547's provisions 2nd applies them to the project.

. Chapter V presents the conclusions and recommendations,
highlighting the maior findings, and providing a summary on
how to proceed regarding the implementation of the program.

This report has been prepared by Torge Gerlach, a Vice President with
The Services Group. Mr. Gerlach spen: the August 1 - 6, 1994 period
in Cape Verde for first hand project discussions with USAID/Cape
Verde staff, PROMEX representatives, and other relevant project
personnel, such as Nathan Associates’ long-term advisor Ana Maria
Cochat and project officer Paola Lang, who was in country at the same
time, as well as USAID/REDSO/MCA Private Sector Officer Oren
Whyche. Moreover, prior to travel to Cape Verde, interviews were
conducted with AlD/Washington staff to discuss the EDS project in
ganeral and the implications of PD-20 in particular.

The findings and conclusions of tho report are those of the TSG
consultant and do not necessarily represent the point of view of
USAID/Cape Verde, PROMEX, AID/Washington, or other parties
consulted during the course of the study.




Section 2

Study Context

Summary of PD-20

Background and
History of PD-20

This chapter provides an overview of the context and purpose of this
study, starting with a review of the history and background to PD-20
and a brief review of the U.S. Government's and the Agency for
International Development'’s policy regarding AlD support to programs
which may lead to the relocation of U.S. jobs overseas. The following
section reviews USAID/Cape Varde’s current strategy to assist Cape
Verde in diversitving its economy by encouraging private investment
and exports and introduces the EDS project. The final section of this
chapter provides a brief overview of the EDS project and summarizes
why it may be of concern given the new legislation.

In the fall of 1992 the FY 1993 Foreign Operations, Export Financing,
and Related Programs Appropriations Act was adopted by Cengress;
under the Act is was prohibited to:

] use funds appropriatec by the Act to provide financial
incentives to a U.S. business to relocate its operations outside
the Uiiited States;

. to provide assistance for the purpose of establishing an export
processing zone in a foreign country, in which the tax, tariff,
labor, environment and safety laws of that country do not

apply;

. and to provide assistance for any project or activity that
contributes to the violation of internationally recognized workers
rights.

Section 547 of P.L. 103-87 continued this prohibition for FY 1994,
except that subsection (c) was modified to exempt the informal sector,
micro and small scale enterprises, and smallholder agriculture. (The
full text of Section 547 is presented in Annex B oi ihis report.) In
November 1992 AID/W issued policy guidelings stating that all USAID
missions were to raview their project portfolios and were to phase out
projects that are in violation of the provisions of Section 599,
regardless of the year the project was originally funded. The final
guidelines regarding the legislation was issued on January 3, 1994 as
Policy Detarmination 20. (The full text of PD-20 is presented in Annex
C of this report.)




Review of Changes over
Initial Guidelines

While the intent of the law is to prohibit the use of U.S. tax dollars to
encourage, or entice, U.S. firms to shut down operations in the United
States and relocate overseas, it should be noted that it is difficuit to
draw a clear distinction between this intent and the Agency for
International Development's mandate to support private sector
development and U.S. investment overseas. The postwar policy,
during both Republican and Democratic Administrations has been
consistent in strongly supporting foreign directinvestment by U.S. firms
based on the link that such investment has with growing economies
abroad, more U.S. exports, and more American jobs.? Given the new
legisiation, however, a clear distinction has to be made between
promoting new U.S. foreign investment on the one hand and
persuading U.S. firms to relocate overseas on the other.

As stated above, PD-20 is founded on Section 599 of PL 102-391 and
the more recent Section 547 of PL 102-87. It represents USAID’s
interpretation of these public laws and the means for complying with
them. PD-20 contains one or two changes from USAID's initial policy
guidelines and much more information on the compliance process.

] PD-20 notes that the current legistation -- Section 547, which
serves as the foundation for PD-20 -- explicitly exempts the
informal sector, micro and small-scale enterprises, and
smallholder agriculture from compliance with internationally
recognized workers’ rights. Section 599 did not explicitly state
this exemption.

e  PD-20 extends the application of Sections 599 and 547 to all
projects financed with appropriated dollars (and projectized
local currency funds) from prior year funds as well as funds
from FY 1993 and FY 1994 forward.

. An importani clarificaticn contained in PD-20 is that "any type
of assistance, regardless of whether it might be considered
financial assistance, will be considered subject to Section 547
restrictions." This differs significantly from the initial guidance

which focused on financial assistance activities only.

2 The Foreign Assistance Act of 1961, as amended, instructs A.1.D. to
encourage free enlerpriso in developing countries, among many other
objectives. Interprotation of this instruction has evolved through the
agency's history. In 1981 A.1.D. announced a Private Enterprise Initiative,
intended to orient programming toward facilitating private-sector-led
growth. In 1990 this was supplemented by the announcement of a
Partnership for Business and Developmont Initiative, intonded to
encourage greator U.S. private-sector involvement in developing
countries.




PD-20 includes a five step compliance process:

= Step 1 contains two "baseline" tests framed as
questions to be posed at the project
design/authorization stage. If the answer to either
question is no (see Chapter IV, Section A below for
questions), then the activity is permitted and there is no
need to apply Steps 2 through 5.

. Step 2 identifies specifically permitted activities. Even
if the answer to each of the questions in Step 1 is
"yes", USAID may still be able to fund an undertaking
if it is listed as one of the permitted activities.

Step 3 identifies specifically prohibited activities. If the
answer to each of the questions in Step 1 is "yes" and
the activity appears on this list it is categorically
prohibited.

= Step 4 provides guidance on the design and
implementation of projects that may present potential
problems but may be funded if proper controls are built
in.

- Step 5 offers guidance for analyzing projects that are
amix of permitted, prohibited, and potentially prohibited
activities.

The appendices to PD-20 suggest several standard
clauses/certifications pertaining to Section 599 and 547
restrictions for inclusion in various project documents, such as:

. Grants, inter-agency agreements, and contracts.

. Current contracts for trade imp'ementation and policy
program.

. Implementation agreements between the USG and
enterprise funds.

L] Statements provided by U.S. firms benefiting from

project activities.

As with the previous guidelines, any work in connection with an
EPZ is considered a lightening rod and prohibited. This
exclusion applies to any area in which relief from normal tax,
tariff, and labor laws is provided, e.g., bonded warehouses. As
before, a Presidential wavier may be sought; however,
Missions are highly discouraged from attempting to do so.




A more detailed discussion of PD-20, AID/W'’s guidelines to assure that
USAID programs do not result in the loss of jobs in the United States,
its provisions and their implications for the EDS project is presented in
Chapter IV.

USAID/Cape Verde and
GOCYV Strategy and Goals

Background and Cape Verde attained its independence from Portugal in 1975, and

Economic Context entered this period with a per capita income arcund US$200. Through
acombination of sound fiscal management, expatriate remittances, and
foreign assistance the economy (GDP) of Cape Verde grew at a rate
of seven percent annually through 1990, and reached a per capita
income of approximately US$800 by the end of 1992.

The economy of Cape Verde is unusual in its dependence on external
financial flows. External transfers represented over one half of the
GDP in 1591, according to the latest World Bank Economic Report of
the Country. In straight forward terms this means that one third of the
national income comes from people outside the country. For instance,
over 90 percent of Cape Verdean imports are paid for by foreign
exchange coming from sources other than exports of goods, mainily
external transfers. While it is fortunate to receive these transfers, the
country needs to embark on a path which will permit less dependence
on external assistance.

Another important point to note about the structure of the Cape
Verdean economy is the strong dependence on the teriary (i.e.,
services sector) and the relatively smali role played by "Transformative
Industry”. The primary sector, which includes agriculture and fisheries,
accounts for between 11 and 18 percent of GDP. Nearly one half of
the tertiary sector activity comes from retail comrerce. Finally in the
secondary sector, which includes industry and transformative
enterprises, roughly iwo thirds of the activity comes from construction.
“Transformative Industry’, which includes typical manufacturing
activities, such as garment assembly, shoes, etc., represents around
only one percent of the GDP.

Given the economic situation summarized above, it is imperative for
Cape Verde to encourage investment and develop its export sacter to
reduce its dependence on remittances from emigrants and foreign

assistance.
USAID/Cape Verde The USAID/Cape Verde strategy, as presented in the Small Program
Strategy Strategy Statement of 1988, views the basic problem of the Cape

Verdean economy as one of a lack of foreign exchange earnings
resulting from the poor resource base and low labor productivity. The
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strategy, therefore, identified the following three nbjectives to be
accomplished:

. increase the productivity of the Cape Verdean labor force;

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

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

This strategy represented an evolution of the prior strategy by adding
a critical elemsnt of foreign exchange earning capacity and private
sector development to earlier investments in natural resources and
agricultural development. It also supports the liberalization process in
the economy and offers a broad range of opportunities for policy
dialogue. The principal activities in USAID/Cape Verde's program,
including the EDS project, focus on these three key objectives.

USAID/Cape Verde was in the process of updating its strategy during
the last Quarier of 1993, when the notice to phase out the Mission by
the end of FY 1996 came. The draft s‘rategy document currently
states the Mission’s goal as follows: "... to improve the economic
well-being and health of Cape Verdeans." The draft program
strategy includes two strategic objectives that respond to priority needs
and development constraints for which USAID is in a unique position
to provide. Strategic Objective One, is Expand Private Enterprise
Development and underscores USAID'’s belief that improved economic
conditions in Cape verde are key to sustainable deve'opment,
especially those of the private sector with the potential to earn foreign
exchange and provide productive eimployrent. To accomplish this, the
Missior: intends to address both the needs of the potential export
investor and the indigenous entrepreneur, through such measures as
streamlining the investment process and creating opportunities for
private enterprise expansion.

As mentioned above, pursuant to the guidance contained in State
349291, the USAID Program in Cape Verde will be phased-out by the
end of FY 1996. In response to the phase-out schedule, USAID/Cape
Verde submitted a Phase-Out Plan, dated March 14, 1994, to the
Assisiant Administrator for Africa. This phase-out plan builds upon the
draft strategy, described above, and recommends to extend the PACD
for the EDS project until September 30, 1996 with an increase in the
authorized life-of-funding by US$1,400,000. As stated in the plan,
USAID/Cape Verde expects this to permit the implementing institution
[PROMEX] to achieve financial sustainability and programmatic




GOCYV Strategy
and Goals

autonomy which cannot be reasonably attained within the current life
of project.

The proposed extension of the PACD fits well into the program focus
to emphasize export-led growth and private sector development, which
USAID adopted a few years ago, and is also in line with the
government’s new economic liberalization program. As has been
repeatedly stated by the Government of Cape Verde, the country’s only
hope for sustained economic growth lies in the creation of an export-
oriented private sector.

Inthe initial years after independence the country struggled to deal with
basic needs, and to address the effects of a drought which lasted ‘rom
19868 through 1986. As the country met with some success in these
efforts, a desire to strengthen the industrial sector led to a strategy of
import substitution with public enterprises playing a key role. In the
late 1980s, the government began shifting its policies to liberalize the
economy and promote stronger involvement of the private sector.

The new MPD government, which came to power in elections held in
January 1991, has affirmed its support for the continued liberalization
of government policy toward greater private sector participation and
foreign investment in trade. The policy program of the new
government builds upon the Second Develepment Plan (1986-1990),
which focused on balancing regional development, encouraging private
savings and investments, and promoting production in areas where
Cape Verde has a comparative advantage. Moreover, the second, as
weil as the current Plan emphasizes the selection of projects that have
an immediate or near-term impact on economic growth and exports.

The Export Development Services project fits well into the current
economic environment in Cape Verde, and is consistent with the
GOCV strategy described above. Moreover, it was specifically
designed to further AID goals in the areas of technology transfer,
institution building, policy dialogue, private sector development, and
investrnent. The following Section presents & summary description of
the EDS project and outlines how it was to accomplish USAID/Cape
Verde's overall goals and support the GOCV's development strategy.

L e

EDS/PROMEX Overview

The EDS project was designed to address some of the needs identified
in the USAID and GOCV strairgies to foster the economic
develnpment of Cap# Verde. Since one of the major objectives of the
U.S. assistance program in Cape Verde is tc assist the country in
diversifying its economy by encouraging priva*e investment and export
development, the EDS project was designed to:




"enable Cape Verde to increase and diversify its foreign
exchange earning capacity through an export-led growth
strategy and increased private sector paricipation in the
economy."

As such, the Export Development Services Project (655-0014) was
initiated in FY 1989 to support the GOCV's efforts to promote rrivate
sector development, by providing technical assistance on izivestment
policy, undertaking feasibility and marketing studies, developing
financial packages to increase the export of products and services
through the private sector, and supporting the newly created Center for
Investment and Export Promotion (PROMEX).

The EDS project is a five-year intervention, with a total planned funding
of US$4,000,000 from the Development Fund for Africa. The original
PACD was September 30, 1993, but was subsequently extended to
September 30, 1994. USAID/Cape Verde is currently preparing an
amendment to the preject, which would extend the PACD for another
two years and add approximately US$1.4 million in funding. The
extension and continuatior of the ZDS project until end FY 1996 is part
of USAID/Cape Vorde's phase-out plan, and will ensure that PROMEX
is well prepared for the end of USAID’s program support. The Ministry
of Foreign Affairs is the GOCV'’s official representative for this project,
through the Secretariat for Cooperation and Foreign Affairs. PROMEX
is the implementing agency.

The project was closely plarned with *he GOCV. Moreover, the project
was closely coordinated with other donors, patticularly the UNDP and
the World Bank, which have supported related activities in the recent
past and maintain active interest in the progress of the program for
export and investment promotion.




Section 3

Assessment/Summary of ERS Project Activities

This Chapter provides an overview of the EDS project's goals,
objectives, and outputs, as well as a brief review of the activities
supported by the project. A detailed review of the project status and
activities carried out to-date is beyond the scope of work for this
assignment; copies of the mid-term project evaluation completed in
May 1993, as well os the institutional contractor’s quarterly reports are
available at USAID/Capc verde. These documents should be referred
to for a more in-depth analysis of the project activities that have been
cariied out. Moreover, the recently completed PROMEX Business
Plan for 1995 - 1997 provides a detailed overview of the institutions
planned activities and strategy for the next three years.,

The purpose of this Chapter is to lay the foundation for the review of
the project in light of the provisions of Section 547 and PD-20, to
determine whather or not any of the project activities are in violation
of the new legislation.

Program Objectives
and Goals

As mentioned above, the project’s primary purposa is "to enable Cape
Verde to increase and diversity its foreign exchange earning capacity
through an export-led growth strategy and increased private sector
participation in the economy.” As such the project consists of support
to Cape Verde's private sector through: (a) the provision of resources
to mitigate constraints to expansion of export-assisted production, trade
and private sector participation, (b) creation of the Center for
Investment and Export Promotion (PROMEX), (c) wupport of GOCV
policy and administrative reforms that facilitate domestic and foreign
investment and export activity, and (d) support to a strengthened public
and private sector capacity to promote investment in Cape Verde. The
project preovides financing for costs of commodities, technical
assistance and consulting services, conferences, site visits and other
educational activities, and other services necessary to achieve the
Project purpose.

The long-term goal of the nioject is to enable Cape Verae to earn
foreign exchange through an export-led growth strategy and increased
private seclor participation in the economy. Progress toward
accomplishment of the goal will be indicated by greater economic
activity of the private cector, particularly as indicated by an increasing
level of exports. Progress toward goal achievement is contingent upon
the following set of circurnstances: (i) that the GOCV will continue to
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remain oper to private sector davelopment and initiatives; (i) the
continuation of political stability and responsible government; and (jii)
adequate levels of foreign assistance being maintained.

Project outputs are expecled to be as follows:

. The creation of the Center for Investment and Export
Promotion (PROMEX);

. Recommendations for policy and administrative reforms which
facilitate and enhance investment and export activity;

. Strengthening public and private sector capacity to promote
Cape Varde as an invastment location; and

. Development of human resources capacity.

The most critical component of the project activity contributing to these
outputs is a program of institutional development, through the
establishment of PROMZX. PROMEX, the Center for Investment and
Export Promotion, is largely responsible for implamenting the project,
and it is hoped will greatly enhance the GOCV's institutional capability
to promote investment and export activity in Cape Verde, stimulating
job creation and foreign exchange generation, two of Cape Verde's
most important development objectives.

For additional detail on the project, a full copy of the EDS Project
description, excerpted from the 1983 Cape Verde Export Development
Services Project Paper, is presented in Annex D.

Activities
Completed/Underway

Institutional Develo~ ment

Since the inception of the project, the primary focus of project activities
has been in the area of institution building. At this time PROMEX is
staffed with 16 employees and furictions well as an investment and
export promotion agency. With the recent opening of an office in
Mindelo, the industrial and commercial center of the Cape Verde
Islands, the staffing plan envisages a total employmont of 20 people.
The majority of the tasks carried out under the contract have been in
support of creating an operational institution, supplemented by a
number of studies and outside technical assistance in areas of policy
dialogue which required expertise not available in-house. The
following is u prief overview of the activities carried out to date. A
more comprchensive roview of these activilies is available through
Nathan Associates’ Quarterly and Annual reports, as well as the mid-
term project evaluation,

In terms of the institutional development of PROMEX, activities
focused on the following:
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(i) refinement of the institution’s legal and organizational
structure, through activities such as the revisions of the legal
statutes, formulation and refinement of an institutional strategy,
and clarification of the organizational structures;

(ii) development and improvement of operational aspects, such
as staff training, improvement and completion of office
facilities, development of a Management Information System
(MIS), and the establishment of a personne! evaluation and
incentive system; and

(iii) cultivation of external relations with other bilateral and
multi-lateral donor institutions, as well as other GOCV
agencies, involved in regulating and promoting investments in
Caoe Verde.

Most of these activities have been carried out in-house, by PROMEX
staff and the two long-term technical advisors that were in place until
Novermber 1993. Some outside technical assistance, however, was
contracted under the Nathan Associates prime contract, in the area of
MIS design and computer training. Moreover, PROMEX has engaged
a local consultant to assist in the development of the personnel
evaluation system.

Over the past twelve months, project activities focused primarily on
PROMEX's organizational restructuring, as well as renrogramming
some of the technical assistance activities in response to the mid-term
project evaluation. The reorganization was based largely on a report
prepared under the technical assistance program in November 1993.°

Moreover, a report outlining the new organizational structure and
staffing of PROMEX was prepared in June 1994, which furiher
cemented this restructuring and established a guideline for the internal
structures of the organization. Discussions with PROMEX staff
indicate that this restructuring has been met with enthusiasm and has
increased the organizations overall efficiency, as well as heightened
worker morale.

3 Technical Assistance to PROMEX on Investment Promotion and
Invostmont Servicos in Cape Verde, November 1893, preparad by
Ignatius Rossi, Intermational Development Ireland, under contract to
Nathan Associatos Inc.

‘ Organizational Structuro and Staffing of PROMEX, Juno 1994, Nathan
Associatos Inc.
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Development of an
Economic Knowledge
Base within PROMEX

Research and
Development

In its efforts to develop an in-house database on Cape Verde's
economic and factors of production data, PROMEX has relied primarily
on World Bank and GOCV sources. In late 1992, the World Bank
completed an Economic Report on Cape Verde, which has been the
principal and best source of macroeconomic and financial data.
PROMEX has developed excellent relations with the World Bank and
will continue to use the Bank as its primary source for this kind of
information.

Data on Cape Verde's factors of production, as well as information
regarding the Cape Verrdean business community is limited to GOCV
sources, which focus on information regarding state-owned enterprises,
but can be completed through information available from the Export
Processing Zone prefeasibility study prepared under AID’s Private
Enterprise Development Support (PEDS) project in 1991.

PROMEX's database, which is part of the MIS system developed
under this project, is crucial in providing economic and production cost
factor data to potential investors on a timely basis and will be upkept
continuously. While a large amount of recent data is available through
the World Bank's recent Economic Report, information on some
specific subjects, not available through other sources, has been
complemented through PROMEX's research and dsvelupment
activities.

The original EDS project design called for a number of studies to be
carried out in support of the project. Of the five studies originally
envisaged, only three, the Review of Legislative and Requlatory
Environment for Export Davelopment and Foreign Investment, the EPZ

Prefeasibility Study, and the Export Processing Zone Feasibility Study

have been carried out under the project; and the latter of the two has
only been partially completed. Other studies that were planned under
EDS, such as a review of the potential for transshipment services, a
tourism market study, and an offshore information services/teleport
studv have been carried out by other donors, such as the World Bank,
the Germans, and the Dutch.

The Beview of Legislative and Requlatory Environmient for Export
Developn.ent_and Foreign Investment was carried out during the
summer of 1392 by The Services Group, under subcontract to Nathan
Associates. The study's terms of reference called for “a study of the
legislative ana regulatory environment in Cape Verde, focusing on the
framework necessary for the promotion of investments and exports.”
The study was based on a review of more than 300 relevant laws and
detailed analysis of the 30 most relevant to the problem of enhancing
the policy and regulatory environment for export-otiented investment
in Cape Verde. The study has served well to identify the major
bureaucratic and legislative constraints to export development and
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Other Activities

forms a basis for future discussions with the GOCV to enhance the
regulatory zid legislative environment in Cape Verde.

In the 3pring of 1991 an EPZ Prefeasibility Study was carried out
through the Private Enterprise Development Support (PEDS) IQC
contract with Ernst & Young. The study was carried out by The
Services Group prior to the enactrnent of Section 599 and provided
basic background on EPZs and Cape Verde's economic environment
and established the country's potential for £PZ development.

The first phase of the Export Processing Zone Feasibility Siudy
consists of a market demand analysis to determine the near- to mid-
term investor interest in locating in an Industrial Park/Free Zone in
Cape Verde. The study was conducted by The Services Group over
the course of the Fall of 1992, and a druft report submitted to
USAID/Cape Verde in February 1993. A final repont, incorporating
USAID’s comments was submitted in April 1993. The study identified
sufficient detnand to justify proceeding with the subsequent phases of
the feasibility study, and provided more insight into the sectoral and
geographic investment opportunities for Cape Verde. Given the
provisions of Section 599, USAID/Cape Verde did not procead with the
subsequent phase of the study, until further clarification regarding its
legality under 599 is established at the completion of this roview. A
more detailed discussion of this issue is presented in Chapter IV. B.
below.

In support of its activitics, PROMEX has prepared some promotional
materials, consisting of a general purpose fold-out in full color and an
investor information kit with replaceable inserts, as well as an in-house
video produced by PROMEX personnel. Morecover, PROMEX
publishes a monthly newsletter, targeted at the local business
community, providing overviews of PROMEX's activities and
summaries of potential investrnents into the country. Lastly, PROMEX
has sponsored a number of conferences, again targeted at the local
population, providing information about PROMEX'’s services and
activities. The primary purpose of these conferences, as well as the
newsletter, is to raise in-country awareness about the existence and
capabilities of PROMEX,

Given the nature of the activities doscribed above, it is clear that
PROMEX has not yet embarked on an active promotion campaign. Te
date the meiority of promotional contacts have been reaclive, rather
than proactive. Even though PROMEX has led some missions to
Northern Europe, Portugal, and Russia, most of them ware to follow up
on exisling contacts, rather than actively promote the country.
Moreover, PROMEX has focused its attentiors on improving the overall
investmen! climate and developing the capabilities of local exporters.
This is primarily due to the fact that PROMEX is still developing its
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Project Achievements
Date

promotional capabilities, as well as the fact that much of the legislative
and regulatory environment in Cape Verde is still somewhat unclear.
in the coming year, PROMEX will continue its focus on supporting and
“educating” local exporters, as well as acting as a lobbyist on behalf of
the investor to improve the overall investment climate, prior to
embarking on active pron:otion.

Just recently, an Investment Promotion Strategy has been completed
under the technical assistance component of the EDS project.” This
document outlines a basic promotional strategy for both the short-term
(year 1) and the medium-term (years 2-5) and is based on a review of
international investment promotion trends, as well as a review of the
factors affecting investment promotion in Cape Verde. The document
identifies three target sectors, light manufacturing, tourism, and
fisheiies, to be promoted in a narrowly defined geographic area,
namely Portugal and the Far East, primarily Hong Kong. The
investment strategy for PROMEX clearly recognizes the country’s
limitations in recommending such a narrowly defined targeted
approach. Moreover, the short-term strategy recommeids to only
focus PROMEX's active promotion on light manufacturing in Portugal
and Asia, and to continue its work through policy dialogue and image
building campaigns to improve the overall investment climate in Cape
Verde and the international perception of Cape Verde as an investment
location. The mid-terrn strategy recominends to continue a cautious
and low budget active promotional campaign and to keep building on
the contacts made during the initial promotional phase. Moreover,
depending on improvements made on the investment climate, rnore
active promotion of tnurism and fisheries is recommended.

As of the second quarter of 1934, the project had accomplished the
following:

(1) PROMEX became fully operational, established its
headquarters in Praia, opened a branch office in Mindelo, and
recruited highly qualified professional staff, as well as
conducted aninternal reorganization and developed a business
plan to guide the institution over the next three yoars.

(2) PROMEX drafted new legislation for an External Investment
Law, a Free Enterprise Law, an Export Promotion Law, an
Investment Promotion Law, and helped in the drafting of the
revised Labor Code, all of which have been adopted.

’ Investmont Promotion Stategy for PROMEX, March 1994, Nathan
Associates Inc.
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(3) New foreign investments totalling US$9.4 million of new
investments (sites in operation), and an additional US$3 million
in the immediate pipeline (sites under construction or in pre-
operational phases) have been negotiated by PROMEX on
behalf o the Government. These new investments will create
an estimated 1,200 new jobs.

(4) On the export side PROMEX has played a role of trouble-
shooting and facilitating, resulting in the export of
approximately US$700,000 of pharmaceuticals to Angola, and
US$300,000 in exports of shark oil to Hong Kong. The latter
of these accomj.lishments may lead to an estimated US$7
million of shark oil exports in the near future.

(5) PROMEX has been instrumental in negotiating joint venture
agreements and raising financing for local entrepreneurs, which
has resulted in an increase in the activities of local firms. The
sectors assisted in this area included ceramics, fishing,
construction materials, as well as tourism development.

(6) Lastly, PROMEX has played an important role in promoting
Cape Verde's overall image, both locally and internationally
through workshops, seminars, and participation at trade shows,
as well as through the dissemination of newly prepared
promotional materials in the media.

Planned Initiatives

As previously mentioned, PROMEX 1ecently completed a three year
business plan, which will guide its activities over the 1995 to 1997
period. The following is a brief summary of those activities and the
strategy that PROMEX has chosen to fcllow. The opening statement
of the business plan mentions the promotion of exports from Cape
Verde and the promotion of investment in Cape Verde as the
organization's primary objectives. Promex’s Mission Statement reflects
these objectives as follows:

"To maximize desirable external investment and exports in
Cape Verde by adopting the best practices in investment and
export promotion, given available resources in Cape verde,
continually working to improve business climate, and
performing our advisory, requlatory, monitoring and
coordinating functions to the highest standards.”

PROMEX has focused its activities in the following three areas: (1)
general promotion and image building; (2) investment promotion; and
(3) export development.
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(1)

()

General Promotion and Image Building. PROMEX’s overall
objective in its’ image building campaign is to create an image
or identity for Cape Verde in targei countries by highlighting
interesting cultural, historical, political and business success
stories. The target countries for this activity include Portugal,
France, Germany, Spain and Hong Kong/China, and Macau.
Moreover, PROMEX intends to improve its image among the
local business community and general public.  Lastly,
PROMEX will support the investment and export promotion
effots through the development and dissemination of
promotional materials.

Specifically, PROMEX intends to conduct an image building
campaign that will include the following activities over the next
three years: local media activities to educate the local
business community about PROMEX's role and services; local
seminars on investment opportunities and international
business topics; magazine and newspaper articles to be
published in each of the target countries; broadcast pieces in
each of the target countries; aitendance of special avents in
the target countries; production and distribution of four annual
issues of the PROMEX Investor Newsletter “Contact' in
English, Portuguese, and French; and production and
distribution of an annual 4-color PROMEX general promction
magazine.

In order to realize this ambitious program, PROMEX will
require short-term technical assistance in the form of a Public
Relations Specialist, who will assist in the developinent and
implementation of the public relations carnpaign outlined
above. This specialist will alsc provide valuable on-the-job
training to PROMEX staff.

Investment Promotion. As outlined in its investment
promotion strategy, PROMEX will focus its aclivities on three
sectors: light-manufacturing, tourism, and fisheries; and be
directed at the target countrics of Porugal and Hong
Kong/China. Initially any active promotion will be in the light
manufacturing sector in Portugal and Hong Kong. This activity
will be supported by two individuals, one each in Lisbon and
Hong Kong, who will act as PROMEX's representatives.
These positions are to be funded by The World Bank and are
in no way full PROMEX offices, but rather support staff, who
will most likely be housed in Cape Verdo's embassies in both
these cities.

PROMEX's goal aver the next three years is to creato 1,200
new jobs, attract US$19.3 million in new investments, and
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3)

facilitate the start-up of 17 new investments through its efforts.
In order to achieve this goal, PROMEX expects to undertake
the following activities:

J In support of its promotional efforts in the light
manufacturing sector, PROMEX will develop investor
profiles, develop cost data, undertake marketing
activities, conduct sector evaluations, and undertake
site visits with investors and provide investor
assistance and facilitation. PROMEX intends to
maximize investor contacts through face-to-face
interaction in the form of presentations to small,
regional groups of Portuguese manufacturers and a
marketing trip to Hong Kong for one-on-one meetings
with potential investors.

. Promotional efforts in the tourism sector will be more
limited and take the form of reactive rather than
proactive promotion. PROMEX intends to develop
profiles, draft sector specific information, attend trade
shows, and undertake two studies in support of
developing the tourism sector -- cne air passenger
transport study, and one small hotel development
study.

. In the fisheries sector PROMEX again expects to
concentrate on preparing for more active promotion
after the next three year period. At the current time,
activities will focus on responding to inquiries,
developing a fisheries development strategy,
developing investor profiles, and undertaking study
tours and attending trade shows, with the primary goal
of obtaining a better understanding of the sector and
the opportunities that may present themselves.

Export Development. PROMEX's goal for export
development is US$4 million in exports during the 19951997
period.  With limited exceptions, constraints to export
development in Cape Verde are on the supply side.
Development of supply is a very intensive and costly endeavor
and one which PROMEX does not have resources for.
Therefore PROMEX will play a limited, more passive role in
export promotion, primarily responding to requests for
marketing assistance from experienced oxporters with
ostablished products. PROMEX'’s approach will be to focus on
opening new markets for established Cape Verdean export
products. They will also sponsor one export-related workshop
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per year and will participate in and provide limited support for
the Cape Verde International Fair.

PROMEX will also continue its institutional development efforts through
training, improvements to internal structures (detailed operating
procedures are currently being drafted), enhancement of the investor
tracking and MIS systems, and other similar activities. PROMEX will
also build upon its work in the area of legislative and regulatory
improvements, through continued policy dialogue with GOCV officials,
as necessary.

PROMEX will benefit greaily from outside expertise in undertaking the
activities outlined above and in accomplishing the goals set by the
organization. Given this need, it is recommended that the EDS
institutional coniractor develop a technical assistance and support plan,
which should strive to facilitate PROMEX’s growth and contribute to the
achievement of the organization's objectives as much as possible.
This plan should be developed as part of the project amendment and
nxtension currently under consideration.
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Section 4

Review of Section 547 and PD-20 and Their implications
for EDS

L e )
The following Chapter reviews the provisions of Section 547 of tie FY
1994 FAA and relates them to the Cape Veide EDS project to
determine whether the project is in violation of the new legislative
requirements under Section 547. Furthermore, this chapter analyzes
the provisions of PD-20 and relates them to the EDS project. The
Chapter is divided into three segments, which parallel the three
sections of Section 547, i.e. (a) financial incentives, (b) export
processing z¢ ies, and (c) internationally recognized workers' rights.

T R T

SECTION 547 (A)

-- FINANCIAL

INCENTIVES(RELOCATION

OF U.S. BUSINESSES)

Summary and Intent Section 547 (a) prohibits the use of funds to provide financial incentives

of the Law to a U.S. enterprise to relocate its operations outside the United

States, if such an inducement is likely to cause the loss of jobs in the
U.S. The full text of Section 547 (a) reads as follows:

None of the Funds appropriated by this Act may be obligated
or expended to provide:

(a) Any financial incentive to a business enterprise
currently located in the United States for the purpose
of inducing such an enterprise to relocate outside the
United States if such incentive or inducement is likely
to reduce the number of employees of such business
enterprise in the United States because United States
production is being replaced by such an enterprise
outside the United Siates.

The original guidelines issued in November 1992 stated that direct
obligations to enterpiises which are likely to result in relocations and
job loss are now prohibited. Moreover, indirect support to U.S,
enterprises, through intermediary institutions which can lead to job loss
in the U.S. is also prohibited. Additionally, general budget support to
investment promotion agencies that can provide financial benefits, such
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The Five-Step Compliance
under PD-20

Step 1

as training, direct financing, credit guarantees, insurance, research
services, and technical management assistance, which could be seen
as financial incentives to relocation and U.S. job loss, is prohibited.

PD-20 introduces an important change from the prior guidance in that
it introduces the concept of job loss or relocation as the important
factor, rather than “financial incentives”, which may ericourage
enterprises to relocate all or part of their production. Specifically, PD-
20 states that;

“.. aithough the statute uses the term ‘“financial incentive,"
under these final guidelines, the determination of whether an
activity is permitted or prohibited under Section 547 no longer
depends on that concept, which proved to be difficult to define
and apply. Henceforth, any type of assistance, regardless of
whether it might be considered "financial assistance," will be
considered subject to Section 547 restrictions."

In order to facilitate application of the statutory provisions of Section
547 (a) and focus attention on those projects which are most in need
of scrutiny, PD-20 defines a five-step review process to evaluate
projects in question. This process is summarized below.

The following section provides a brief summary of the five step Process
compliance procedures prescribed under PD-20 to facilitate the
application of the statutory provisions and focui's attention on those
projects which are most in need of scrutiny.

The following questions are to be applied on an either/or basis. That
is, if the answer to either one is no, the proposed project is not
affected by the guideiines contained in PD-20. If the answer to both
questions is "yes", then project activities must be examined more
closely as oullined in Step 2 through Step 5.

a. Question 1

"Is the project, or are components or activities under the project,
directed at promoting either foreign or local investment into the
recipient country?"

Ir. responding to this question, PD-20 emphasizes that the intent of the
legislation is not to prohibit all activities but only those "consciously
directed at promoting investments in the recipient country." In
answering this question, USAID's policy determination emphasizes that
it there is any doubt how to answer then it is best to respond in the
affirmative -- i.e., error on the side of caution.
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b._Question 2

"Could the project reasonably be foreseen to involve the relocation of
any U.S. business that would result in a reduction in the number of
emplovees of the business in the U.S.?"

The focus is on the potential impact of the project, not the activities
themselves. The same activities may have a different impact
depending on the country and the situatior.. "If there is no reasonable
likelihood that a reiocation could take place within the context of the
project, then the project is acceptable under the terms of these
guidelines and need not be subject to greater scrutiny or controls."
This is a Mission determination but can require coordination, review,
and/or approval -- even tacitly -- with and by USAID/W.,

With respect to this first step, PD-20 provides a couple of important
clarifications. First, a U.S. business is defined by physical location, not
ownership. Second, relocation is defined in terms of the impact on
jobs in the U.S., not the form the overseas relocation may take (e.g.,
joint ventures, expansions, start-ups, foreign subsidiary of U.S. parent).
Third, if there is a loss of any U.S. jobs, even to preserve others
(possibly through out-souring or production sharing), the activity is in
violation.

This last point is a potentially critical difference from USAID’s initial
policy reaction to 599, which allowed for the possible short-term loss
of jobs where a company did not relocate production but expanded
production to an overseas location. The dif. »nce appears to be that
PD-20 focus.os clearly on the loss of jobs, rather than just the
relocation of proauction, so the purpose of a production shift is
irrelevant, even if it is an expansion of an existing operation. In
contrast, the earlier guidelines appeared to accept short-term job
losses resulting from production expansions abroad:

"In an investment of this kind [i.e., a U.S. business increasing
or starting offshore production that does not decrease U.S.
production}, where no production is moved offshore, in all
likelihood the result would be greater U.S. employment in the
medi'.m term. In such circumstances, that is, where no U.S.
production is relocated abroad, Missions may go forward with
projects that encourage investments despite the possibility of
a short term (and minimal) reduction in U.S. employment."

An activity resulting in this scenario apparently would be prohibited
under PD-20's interpretation of the more recent Section 547.
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Step 2 PD-20 provides a more succinct, clearer explanation of activities that
are permitted even though they may have a commercial or investment

orientation.

Each of these was also permitted under the previous

guidelines for 599.

Policy dialogue designed to imprcve the overall
domestic business and economic climate.

Policy dialogue designed to improve financial and
capital markets.

Legal, regulatory, and judicial projects, including those
explicitly aimed at commerciai activities.

Dissemination of information regarding the general
economic and business climate in a country.

Step 3 PD-20 provides a more succinct, clearer explanation of activities that
are not permitted because they represent an unacceptable risk of
being directly linked to potential relocation and the loss of jobs. Each
of these was also prohibited under the previous guidelines for 599.

Investment promotion missions to the U.S.

Media advertising in the U.S. aimed at encouraging

relocation of U.S. firms to the host country.

Training of workers for firms that intend to relocate.

Support for a U.S. office of an organization whose
mission includes promoting investment in the host
country.

General budget support for such an organization if it
engages in some activities not permitted under the
statute.

Step 4 PD-20 offers guidance on implementing activitics that fall into a gray
area: activities that could be either permitted or prohibited depending
on the result include:

Technical as-istance in establishing linkages with U.S.
businesses.

Offices, trade fairs, exhibitions and seminars in the
host country.
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Step 5

Applicability to EDS

J Media advertising in the U.S. directed at investment
promotion.

. Credit, guaranties, insurance, research services,
studies, travel to the host country, and technical and
management assistance offered to firms contemplating
or planning invesiments in the host country.

To guard against these activities leading to prohibited results, i.e.,
relocations, the project grant agreement must include the grant clauses
appended to PD-20, and referenced above. Likewise, the terms of
reference for all confractors should also include a clause about
relocations. And such clauses coniaining Section 547-type restrictions
must te included in subcontracts. It is also suggested that
implementing agencies or contractors obtain a statement from any U.S.
firm benefiting from project activities certifying that the firm does not
intend to relocate productive operations.

Funding for projects which mix permitted and prohibited activities
depends on the interdependeicy of the activities. If permissible
activities can be segregated and are distinct from prohibited activities
then USAID may tund them. If the activities are interdependent,
USAID may not fund them. For example, a feasibility study which
could lead to the provisicn of incentives to relocate could not be
financed, cven though by itself a feasibility study may not be a
prchibited activity.

In applying the provisions of PD-20, the following section will answer
the two questioi., presented as slep one. As instructed by the PD, if
the answer to both questions is yes, the analysis wiii continue to go
through steps two through five. If, however, either one of the two
questions can be answered in tho pegative, the project is not in
violation of PD-20 and steps twoe through tive are no longer relevant.

a. Ouestion 1

"Is the projeci, or are components or activities under the projoct,
directed at promoting either foreign cr local investment into the
recipient country’?"

Again, inresponding to this question, PD-20 emphasizes that the intent
of the liegislation is not to prohibit all activities but only those
“consciously dirocted at promoting investments in the rocipiont
country." In answering this question, USAID's policy determination
emphasizes that if there is any doubt how to answer then it is bost to
respond in the affirmative -- i.e., error on the side of caution.
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Without much analysis, the answer to this question is clearly yes. The
EDS project is not only an export promotion project, but has always
had as one of its purposes the promotion of foreign and local
investment. Moreover, as stated above, the opening statement of
PROMEX’s business plan mentions the promotion of exports from
Cape Verde and the promotion of investment in Cape Verde as the
organization’s primary objectives. Moreover, this objective is retained
in Promex’s Mission Statement, which includes the following language:
"To maximize desirable external investment and exports in Cape Verde
by adopting the best practices in investment and export promotion, ..."

PD-20 states ihat if the project is directed in whole or in part at
promoting investment, test number two must be applied. Since the
answer to question one is a clear yes, the next section reviews the
project under question number two.

b. Question 2

“Could the project reasonably be foreseen to involve the relocation of
any U.S. business that would result in a reduction in the number of
employees of the business in the U.S.7"

This question cannot be answered as easily as question one and
requires some careful analysis. PD-20 provides some guidance as to
the kinds of factors that should be analyzed in answering this question.
These factors include: whether the recipient country or region is
geographically attractive to U.S. firms; whether existing infrastructure
is adequate to support external investment; whether normal investment
patterns refiect activity in the country by U.S. firms; and whether the
types of firms targeted under the project are likely candidates for
relocation. In including the second quastion and defining the factors
to be analyzed, the Genaral Council had much of Africa in mind where
the region is relatively unattractive to U.S. firms, infrastructure is
limited, normal investment patterns do not include U.S. firms, and the
types of firms that may invest are not likely candidates for relocation.

The following section is a review of these factors as they pertain to the
EDS project:

. Geographic attractiveness of Cape Verde to U.S. firms.
Cape Verde is clearly not geographically attractive to U.S.
investors. In its review of U.S. support for Caribbean Basin
assembly industries, the GAO found that ono of the primary
reasons for U.S. assembly operations to move to an offshore
location is access to cheap labor in close proximity to the
United States. This conclusion is based on discussions with
and site visits to 53 U.S. assombly operators in Honduras, El
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Salvador, the Dominican Republic, and Costa Rica.® Cape
Verde's remote location is exacerbated by the lack of frequent
transportation links to the United States, with only one regularly
scheduled sea transport every 45 days, and very limited air
connectioris compared to other competitive locations for U.S.
investment. This factor alone, would preclude most investment
from U.S. labor-intensive firms. Increasing competitive
pressures and "just-in-time" production and delivery schedules
further reduce the attractiveness of Cape Verde to the U.S.
investor. Moreover, the language barrier is further deterrent for
U.S. investors. While some of the Spanish speaking countries
in the Caribbean Basin have done extremely well in attracting
U.S. investors, language and proper communication with the
work force is always a concern and Cape Verdes Porluguese
language would further complicate the investment process.
Given these factors, Cape Verde is not geographically
attractive to U.S. investors.

Adequacy of infrastructure to support investment. As
stated above, and clearly identified in PROMEX'’s promotional
strategy, one of Cape Verde's major irmpediments to foreign
investment is its poor infrastructure. Infrequent international
shipping connections, poor air freight connections, lack of
readily availabl.: industrial space, and high cost of other basic
utilities are only a few of the most apparent infrastructure
constraints. Other than the availability and quality of basic
infrastructure is the cost of such services. For instance,
shipping a 40 foot container from Cape Verde to the U.S. costs
approximately US$7,800, whereas the same container from the
Dominican Republic costs only US$1,580, or from Costa Rica
or El Salvador no more than US$2,500 -- less than a third than
from Cape Verde. Similarly, electricity is US$0.16 per kwh in
Cape Verde, compared with US$0.06, US$0.07, and US$0.09,
in Costa Rica, El salvador, and Honduras respectively. Lastly
the cost of water is astronomical at US$2.04 per cubic meter,
as opposed to a range of US$0.25 to a high of US$0.75 in tho
Caribbean Basin,

Other factors that deter investors is the geographic nature of
the islands itself, where an investor would have to fly into one
Island (Sal), travel frequently to another to obtain his required
government approvals and licenses (Praia, Sao Tiago), and
most likely base his operation in yet another (Mindelo, Sao

Foreign Assistanco, U.5. Support for Caribboan Basin Assombly
fndustries, United Gtates General Accounting Office, Roport o
Congressionatl Requesters, Decomber 1993,
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Vicente). These weaknesses have been clearly recognized by
PROMEX in targeting its active promotional activities to light
manufacturers in Portugal and Hong Kong/China only.
Portuguese investors are more likely to accept the ~hallenges
of investing in Cape Verde, since other factors, such as
historical and cultural ties, language, lower wage rates than in
Portugal, and relative proximity to Portugal. Moreover, Cape
Verde enjoys much higher political stability than any of its other
former colonies. The Chinese investors are also targeted since
they are looking at quota-free investment locations, proximity
of Cape Verde to Europe, political stability and low wage
rates.

Investment patterns of U.S. firms in Cape Verde. As
discussed elsewhere in this section of the report, PROMEX
does not view the United States as a major source of
investment capital. The purpose of this section is to
demonstrate the low level of interest from U.S. investors in
Capo Verde, as well as in the rest of Africa. As evidenced by
recent investment trends in Africa in general, and in Cape
Verde in particular, as well as the findings of a recent market
study undertaken by the EDS project, interest form U.S.
investors in the continent has been very limited. The majority
of U.S. investment on the continent is in areas where the U.S.
firm is either expanding its markets or seeking to explore
natural resources, such as agricultural products and mining
and oil exploration. These are not the types of activitios that
cause a loss of jobs in tire U.S. but rather add employment
opportunities in the U.S. due to administrative, managerial, and
technical support needs of the overseas operation.

Historically, there has been very little interest from U.S.
investors_in Cape Verde. This is evidenced by the lack of
inquiries received by PROMEX, as well as the absence of any
U.S. production facility in the islands. Of the 31 investment
applications received by PROMEX during the 1993 to July
1994 period, only one is form a U.S. firm. The vast majority of
interested investors are from Portugal, with 13 investment
applications, followed by Russia with 4 applications, and Hong
Kong with three. The remaining invesiment applications are
from Halian, French, Swiss, and English investors. The
majority of these investments are in light manufacturing,
tourism development, and fisheries sectors, the rest in other
miscellancous aclivities, such as construction, services, and
shipping. The only U.S. investor, Murphy Associates, is
interested in hotel and casino development. Moreover, this
firm is not a direct investor bat the licensee for casino
operations in Cape Verde, seeking international investors to
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develop this type of activity in the country. This clearly will not
result in the relocaiion of any jobs in the U.S, if anything, it
may add to the U.S.-based staft of Murphy and Associates if
their venture is successful.

The same trend can be observed in investment inquiries. Of
the 41 investment inquiries, that PROMEX received between
September 1993 and July 1994 which did not result in an
investment application, onlv one was from tho U.S. This firm
was in real estate development and saw an opportunity to
expand its operations into Cape Verde in the construction
business. Again, a business that is trying to expand into
overseas markets and not reiocate its production. Lastly, the
market survey for an industrial park/free zone, carried out
under the EDS project prior to the passing of section 599 in the
FAA of 1993, confirmed that interest from U.S. sources is
extremely limited. Hence, any American investment which
Capeo Verde is able to attract, will probably be oriented towards
capital-intensive natural resource processing (fishing sector)
and tourism activities, rather than any footloose operations.

One last issue that should be reviewed here is the likelihood of
any business relocation from the Cape Verdean expatriate
community currendy living in the U.S. Again, historically there
has been no such aclivity. To the contrary, Cape Verdean
emigration is still quite high due to the lack of opportunities in
the islands. Moreover, the types of activities in which Capeo
Verdeans in the U.S. are involved are not prone to be
relocated to Cape Verde. The few U.S.-based Cape Verdeans
that are engaged in their own businesses are in the restaurant
sector, or very small service business that support the Cape
Verdean immigrant comrnunity, such as legal and immigration
assistance. Another problem is that there are no incenuves or
guarantecs available for returning Cape Verdean, which further
discourages them to invest in their country. Lastly, PROMEX
is not targeting this sector at all and does not see the potential
of investments coming from this sourco.

Aro target firms under the project likely candidates for
relocation from the U.S.? The answer to this question 15 a
clear no. Due to the factors raised above, the promaotional
efforts of PROMEX are not at all geared towards the U.S.
investor. PROMEX's promotional strategy and busmess plan
for the next three years doos not envisage any promotional
activities in the U5, PROMEX will of courso react and
respond 1o inquines from interested U.S. parties, however,
theso aro not likely to come from the types of industries that
would relocate their production and resultin tho loss of jobs in
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Future EDS Activities

the U.S, but rather from businesses that seek to expand their
markets and their overseas operations, such as in the tourism,
fisheries, or ccnstruction sectors.

Given the findings and the discussion above, the answer to the
second test, or _question number two, is clearly no. U.S.
investment in Cape Verde, if any, would involve business
expansion, not relocation. More than likely, any U.S.
investmont would likely increase employment in the U.S., albeit
modestiy. fhis would result from added technical,
administrative, and financial backstop responsibilities based in
the U.S. As such the conclusion to this analysis is that there
is no reasonable likelihood that relocation of a U.S. firm would
take place as a result of the planned EDS project activities.

Given this conclusion, there is no need to further review the
project under steps two through five. As stated in the PD-20,
“if there is no reasonable hikelihood that a relocation could take
place within the context of the project, then the project is
acceptabie under the terms of the guidelines and noed not be
subjoect to grator scrutiny or controls.”

The EDS project is not in violation of Section 547 (a) as discussed in
the provinus section, and there is no need to introduce any further
safeguards or conditions into the project, other than the standard
clauses, w"ich are to be included in all grants, inter-agency
agreements, and contraclz as specified in the PD. The mission
should, howaver, continua monitoring the aclivities under the project
to assure that PROMEX does not change its focus in targeting
investments in the United States.  As clearly demonstrated above,
investment targeting of "footloose” industrics would bo a waste of
resources and PROMEX is fully aware of this fact.

Section 547 (B)
-- Establishment of
an EPZ

Summary and Intont
of the Law

Paragraph B of the new legislation essentially prohibits funding for an
export processing zone (EPZ) in which the general laws of the country
do not apply. The full text of section 547 (b) 15 as ollows:

None of the Funds approprated by this Act may bo obliyated or
expondod to provide.

(b) Assistanco for the purpose of ostablishing or dovoloping in a
toreign country any oxport ptocessing zono or designated aroa
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in which the tax, tariff, labor, environment, and safety laws of
that country do not apply, in part or in whole, to activities
carried out within that zone or area, unless the President
determines and certifies that such assistance is not likely to
cause a loss of jobs within the United States.

Again, PD-20 is very clear in stating that it is AID’s policy to avoid any
direct and indirect support for export processing zones, unless
Presidential certification that U.S. job loss is unlikeiy is deemed fully
feasible. The Policy Determination goes further in suggesting that
presidential certification is going to be rare and should only be
requested if it can be demonstrated that U.S. jobs are not endangered
by the project. It should be further noted that Presidential certification
is delegated to the AID Administrator.

As discussed in previous sections of this report, the EDS project
design included support to the development of an export processing
zone regime in Cape Verde, through both technical assistance in the
area of legislative and regulatory issues, as well as the preparation of
a feasibility study for an industrial park/free zone.

As part of the legislative review study, carried out during the summer
of 1992 under the EDS project, USAID/Cape Verde participated in the
policy discussions regarding the development of free zone legislation,
and collaborated with PROMEX to work with the GOCV in finalizing the
various investment incentiva legislation, including the free zone law.
USAID and its consultar.s, throughout their work, have ensured that
the draft free zone legislation does not violate internationally
recognized workers rights or otherwise encourage activities which
would lead to the promotion of activitics which are environmentally
unsafe.

Regarding the feasibility study originally planned to be carried out
under the EDS project, this is clearly a violation of Section 547 and
PD-20. This conclusion had been reached during the May 1993
project review based on USAID/W's initial guidelines on Section 599
of FAA 1993. Based on that review, the Mission decided to drop all its
assistance to support the development of an Export Processing Zone
regime in Cape Verde. This approach was incorporated into the Grant
Agreement Amendment Number 4, which includes a prohibition against
using USAID funds for any direct activitics related to export processing
zones. Since then, no project funds have been used for technical
assistance that contributes 1o the development of EPZs in Cape Verde.
Moreover, PROMEX has been informed that none of their activities,
other than continued policy dialogue in the areas of export promotion
and legislation, and the dissemination of the overa.l investment climate
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in Cape Verde, which may include mention of the EPZ incentives, are
to be directed towards the creation and development of EPZs.

As previously stated, based on AID/W's initial guidelines, USAID/Cape
Verde determined that the originally planned EPZ feasibility study was
a violation of Section 599, and subsequently removed all EPZ support
from the project. This conclusion is still valid under PD-20.
USAID/Cape Verde has no intention to contribute any further to Cape
Verde's EPZ development, and as such the EDS project is not in
violation of PD-20 and/or Section 547 of FAA 1994. As stated in the
Grant Agreement Amendment Number 4, no EDS project funds will be
used for any EPZ related support.

Section 547 (C)
-- Violation of

Internationally Recognized

Workers Rights

Summary and Intent of the
Law

Paragraph (c) of the new legislation prohibits funding o provide
assistance for any project that contributes to the violation of
internationally recognized workers rights. The exact text of Section
599 (c) is as follows:

None of the Funds appropriatad by this Act may bo obligated or
expended lo provide:

(c) Assistance for eny project or activity that eontributes to the
violation of internationally recognized workers rights, as defined
in section 502(A) (4) of the Trade Act of 1974, of workers in
the recipient country, including any designated zone or area in
that country: Provided that in recognition that the application of
this subsection should be commensurate with tho level of
development of the recipient country and sector, the provisions
of this subsaciion shall not preclude assistanco for the inficrmal
sector in such country, micro- and small-scale enterprise, and
smallholder agriculture.

For further clarification the text of Section 502(A) (4) of the Trade Act
of 1974 is provided below:

For the purposes of this Title, tho Term *internationally rocognized
workers rights" includes:

(a) The rights of association,
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(b) The right to organize and bargain collectively;

(c) A prohibition on the use of any form of forced or
cornpulsory labor;

(d) A minimum age for the employment of children; and

(e) Acceptable conditions of work with respect to minimum
wages, hours of work, and occupational safety and
health.

While the U.S. Congress wishes to support these internationally
recognized workers rights, there is a clear congressional intent that the
definition of these rights be interpreted to be commensurate with the
development level of the particular country. This is consistent with the
text of Section 502(A) (4) which, for example, requires a minimum age
for employment for children but does not set a particular age and
requires "acceptable" conditions of work regarding wages, hours,
health and safety but does not further define them. This principle has
been formally accepted when the language of section 599 was
amended in Section 547 of FAA 1994 to explicitly exempt the informal
sector, micro- and small-scale enterprises, ar.d smallholder agriculture
from compliance with internationally recognized workers' rights.

The previous Cape Verdean Labor Code was based on the socialist
model and goes quite far in protecting worker rights. As such the code
provides for a minimum working age of 14 years, and strongly
regulates the employment of children between the age of 14 and 18,
limiting or prohibiting night work, overtime, etc. Similarly, labor unions
are permitted and exist in Cape Verde, and the rights of association
and the right to organize and bargain collectively is guaranteed.
Lastly, the Labor Code aiso regulates work hours, and provides for
consideration of occupational safety and health standards. A revision
of the labor code was completed in the last quarter of 1993 and a new
revised code adopted by the end of December 1993. The underlying
principles of the revision of the old code was to make it more business
oriented and less restrictive, howovor, the international workers rights
have boen iespected in that revision and the new code meets those
requirements,

PD-20 states that the test to be applied under Section 547 (c) is
whether the preject would contribute to the violation of workers' rights.
Tho EDS project does not support any activiti2s that would lead to the
violation of internationally recognized workers rights. Under the
project, funding is provided to PROMIZX, which operates under the
country’s labor code and as such proter:ts the rights of its employees.
No direct assistance is provided under the project to individual
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enterprises or activities that could lead to the violation of the
internationally recognized workers rights. Moreover, in its efforts to
create a more open legislative and regulatory environment, conducive
to investment and export development, USAID does not support any
deviation from the minimum workers rights guaranteed by the current
Cape Verdean Labor Code.

PD-20 suggests the State Department’s annual human rights report as
a good source of information on the degree of respect for workers'’
rights in a particular country. The State Department’s annual human
rights report for Cape Verde was reviewed for this analysis. The report
does not mention any violations of the internationally recognized
workers' rights, but rather, it goes through each one of the rights listed
in Section 502(A) (4) of the Trade Act of 1974 and confirms that they
are respected in Cape Verde.

Future EDS activities should not be affected by the provisions of Section
547(c), since none of the activities are designed to encourage
operations that would violate internationally recognized workers rights.
Moreover, the country’s current labor code guarantees internationally
recognized workers rights, and none of the proposed new investment
legisiation suggests any changes to those basic rights.
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Section 5

Conclusions and Recommendations

The EDS project’s primary purpose is to "provide support to Cape
Verde's private sector by mitigating constraints to expanding export-
oriented production, trade and private sector participation." As such
the project supports the creation of an investment and export
promotion agency, whose primary functions are to (i) assist in the
GOCV’s efforts to improve the legislative and regulatory environment
to enhance the country’s overall investment climate, and (ii) promote
the country’s exports, as well as investment into Cape Verde. Given
this focus, the project is in line with AlU’s mandate to support private
sector development and U.S. investment overseas.

The new legislation, however, prohibits AID funds to be used to (i)
provide support any type of activity that would lead to the relocation of
a U.S.-based enterprise, if such relocations lead to the reduction of
jobs in the United States; (ii) support the development of export
processing zones in which the general laws of the country do not
apply; and (iii) support activities which would violate the internationally
recognized workers rights. This review was conducted to determine
whether the EDS project is in violation of any of those provisions. The
major conclusions are as follows:

There is no reasonable likelihood that a relocation of U.S.
jobs could take place within the context of the EDS
project. Cape Verda is not an attractive investment location
for footloose U.S. enterprises, due to its poor infrastructure,
infrequent shipping and air freight connections, lack of readily
available industrial space, high cost of basic utilities such as
electricity and water, and the geographic distance from the
U.S. Moreover, historical and current investment patterns by
U.S. enterprises in Cape Verde further support that there is
little interest from U.S. investors at this time. Lastly,
PROMEX's planned promotional efforts do not include any
promotion to U.S. investors,

The EPZ feasibility study, which was originally planned
under EDS, violates the provisions of Section 547 and PD-
20. Section 547 (b) states clearly that any support in the
development of EPZ projects is prohibited unless a presidential
waiver is obtained. The EDS project had originally provided for
a feasibility study to determine the viability of EPZs in Cape
Verde. After.is initial EDS project review, USAID/Cape Verde
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concluded that without a waiver, this activity can no longer be
supported bv USAID/Cape Verde. It was recommended at that
time that waiver would not be requaested given *he fact that this
was only a minor component of the EDS project. USAID/Cape
Verde included a prohibition of any of the funds provideu under
EDS from being used for EPZ davelopment in its Grant
Agreement Amendment Number 4. As such EDS is no longer
in violation of this provision,

The Internationally recognized workers rights are
guaranteed by the Cape Verdean Labor Code and the
project does not support any activity that would violate
those rights. The EDS project is clearly not in violation of
Section 547 (c). None of the activities directly support any
project that could lead fo the violation of internationally
recognized workers rights. The labor laws in the country
guarantee these rights, and USAID will continue to stress that
these rights be maintained. The review of the State
Depantment's annual labor rights report confirmed that Cape
Verde was not in violation of the internationally recognized
workers’ rights.

USAID/Cape Verde does not need to file for a categorical
exemption for the EDS project under PD-20. It was
confirmed by AID/W's GC office that PD-20 interpretation does
not include a Washington approval procedure, but adherence
is a mission responsibility. As such the determination that the
project is not in violation of the iegislatinn and PD-20 is the
responsibility of the Mission Director/Representative. This is
supported by the USAID/Cape Vurde's approved Closeout
Policy Plan, which states that continuation and extension of the
EDS rroiectis recommended, pending a Determination for the
fles by the USAID Representative that the project is in
conformity with the USAID PD-20 guidelines regarding possible
loss of U.S. jobs.

The following recommendations are to be considered by USAID/Cape
Verde in its continued support to the EDS project:

Reiterate that support to EPZ developmont is not allowed
under the project. Even though this fact has been made
clear to PROMEX, as well as the GOCV, and has baen
incorporated into Grant Amendment Number 4, tha Mission
should again emphasize this paoint in future  project
amendments,

Inform PROMEX and the institutional contractor of the
provisions of Scction 547 and the contents of PD-20. Even
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though PROMEX officials and the technical assistance
contractor seem well aware of the provisions of the law, USAID
should ¢~ ntinue its discussions wich PROMEX and the GOCV
to heighten their awareness of the provisions of Section 547.
The findings and conclusions of this analysis should be shared
with PROMEX staff to heighten their awareness of the
sensitivities raised by the guidelines.

Develop a monitoring system that periodically reviews the
project in light of Section 547. USAID/Cape Verde should
establish a simple monitoring systern which periodically reviews
the activities funded under its projects to determine whether
any changes have taken place that would place them in
violation of Section 547. This could be simply in the form of
requiring the institutional contractor's quarterly reports to
include a brief discussion of the issues raised by PD-20.

Prepare a compliance report, stating that EDS is rot in
violation of 547 and PD-20. The findings cf this review
should be transmitted to the RLA in Abidjan for his review and
comiaent and then forwarded to AID/W for their information.

Given that USAID/Cape Verde is currently preparing a project
amendment to extend the life of project by another two years and
increase the funding by US$1.4 million the following recommendations
should be considered:

Prepare a detailed Technical Assistance (TA) plan to guide
the activities of the institutioral contractor. The institutional
contractor should be required to prepare a detailed plan of
action for its proposed short- and long-term TA activities. This
plan srould include position description and workplan for the
long-term advisor, as well as a workplan for the short-term TA
activities to be undertaken before the end of the new PACD.

Prepave a detailed plan to guide the phasing out of USAID
TA support at the end of the project. PROMEX should be
required to prepare a detailed plan outlining how the
organization intends to prepare for the “pull-out* of USAID's
long-term supnort to the organization. Not only is financial
sustainability important, but organizational capabilitics should
be such at the tima of the withdrawal of USAID that PROMEX
can survive and function properly.

Assist in identifying new sources of financial support to
PROMEX. USAID/Cape Verde should actively participate in
discussions with othe. donors to pick up financial support to
PROMEX at the end of September 1936. While a numbe. of
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donors, such as The World Bank and the Swedish Government
have already contributed to PROMEX's funding, it is imperative
to ensure that this kind of support will continue and will be
sufficient to assure PROMEX's financial viability.
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I

1V.

ATTACHMENT I
STATEMENT OF WORK

Title: Updating of the Export Development Services Project in the Context
of Policy Determination Number 20

Background:

The Export Development Services (EDS) Project (655-0014) was developed
in responsc to an encouraging Cape Verdean environment in which the
Government of Cape Verde (GOCV) is undertaking major policy reform,
including a significant initiative directed toward the development of the private
sector. The purpose of the EDS Project is to enable Cape Verde to increase
and diversify its forcign exchange eaming capacity through an export-led
growth strategy and increased private sector participation in the economy.
Toward this end, the project has four principal objectives: 1) Establish the
Center for Investment and Export Promotion (PROMEX) to strengthen the
GOCYV institutional capacity to cffectively promote domestic and foreign
investment for the export market; (2) assist the GOCV in the process of
policy and administrative reforms nccessary for the development of the export
and support sectors;  (3) strengthen public and private sector capacity to
promote Cape Verde as an investment location; and (4) develop human
resources capacity in support of principal project objectives and the attainment
of project goals.

In order to accomplish these objectives, PROMEX was established as an
autonomous institution with both public and private sector participation.
Through PROMEX, the project will provide technical assistance, training,
commodities and studies to assist the GOCV to actively promote export-
oriented investment policies and activities, to build institutional capacity within
PROMEX and enable it to effectively encourage and assist privatc domestic
and forcign investment in Cape Verde aimed at the export market. These
inputs will provide the expertise and knowledge base necessary for making
decisions in a number of areas of viial interest to Cape Verde's investment and
export promotion program.

Objective of the Consultancy:

The purpose of this consultancy is to update the EDS project in light of the
most recent guidelines regarding Policy Determination Number 20 (previously
Section 599 Legislation) and A.L.D. requirements, taking into consideration
project extension for an additional two years.

Scope of Work:

Specific tasks contained in this Scope of Work are intended to serve as
minimum guidelines for the consultant to follow in the course of undertaking
the project review. Additional questions that add to a greater understanding
of the problem should be addressed, as appropriate.



VI.

VIL

The consultant is required to undertake the following tasks:

Meet briefly with A.1.D. Washington Officials, namely Louise Werlin, at
AFR/SWA, Richard Greene, Mary Alice Kleinjan, at GC/AFR, and Gail
Lecce, at GC/CP, and other pertinent A.1.D. personnel involved with PD-20
issues prior to traveling to Cape Verde. Contacts will b2 made through Louise
Werlin.

Review throughly PD-20, relevant A.1.D. policy and pertinent USAID/Cape
Verde, project and PROMEX documentation as a framework for assessing
project implementation impact.

Assess current and aniicipated EDS activities for the .iext two years, which
bear on issues raised by PD-20, and resulting A.LD. policy and
documentation, with special attention to the following issues: (1) project
activities in the domains of export processing; (2) the likelihood of potential
relocation of U.S. companies which may lead to loss of American jobs; (3)
labor issues (recently amended Cape Verdean labor code); (4) incentives
provided to businesses; and (5) other PD-20 issues which may impact on EDS
project activitics in the period of extension.

Meet with USAID/Cape Verde, PROMEX and GOCV officials and discuss
PD-20 related issues.

Work Days Ordered:

Position Work Days
Economist, Social Scientist or MBA with experience
in project and program review o
(2 days in Washington, D.C.
and 7 days in Cape Verde
including international travel)

Reports:

Upon finishing the data collection phase of the study, the consultant will
prepare a draft report by COB June 22, including a draft categorical exclusion,
if deemcd appropriate, and a statement for the Mission Dircctor, to be
presented to USAID/Cape Verde for review and comments. The report will
then be reviewed and commented by appropriate Mission personnel within one
work day.  After review and comments, the report will be returned to the
consultant who will finalize and present the final draft for USAID/Cape Verde
approval prior to departure.  As such, it is expected that, cxcept the
recommended contacts in Washington, D.C. (2 days), all tasks related to this
assignment will be completed in Praia, Cape Verde priori to the consultant's
departure,

Period of Performance:

The services in Cape Verde are to start by June 20 and completed by Junc 24,
1994.  Contacts in Washington, D.C. may take place any time before
consultant’s departure to Cape Verde.



VIII. Special Provisions:

a.

Supervisory Responsibility:  The consultant will undertake this assignment
under the general Mission supervision provided by the A.I1.D. Representative.
The Mission contact person for day-to-day work will be the EDS Project
Management Specialist.

Duty Post: The work is to be performed in Washington, D.C. and in Cape
Verde.

Language Requirements: The majority of the work and the report will
conducted in English. Preferably, the consultant will have fluency or good
working knowledge of Portuguese. Lacking Portuguese, a good working
knowledge of French will be required.

General Documerntation: The consultant should obtain relevant documentation
from the Cape Verde Desk Officer at A.1.D. Washington, D.C. (AFR/SWA)
and review same prior to arriving in Cape Verde.

Background Information on Cape Verde and the project will be obtained in
Praia.

Office Space will be provided by PROMEX and the USAID Mission.

Logistic Support:  All logistic support will be provided by the USAID
Mission.

Work Wecek: A six day work week is authorized.
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FAA 1994 SECTION 547 TEXT
impact on Jobs In the United States
Section 547. None of the Funds apprepriated by this Act may be obligated or expended to provide:

(a) Any financial incentive to a business enterprise currently located
in the United States for the purpose of inducing such an enterprise to
relocate outside the United States if such incentive or inducement is
likely to reduce the number of employees of such business enterprise
in the United States because United States production is being
replaced by such an enterprise outside the United States;

(b) Assistance for the purpose of establishing or developing in a
foreign country any cxport piocessing zone or designated area in
which the tax, tariff, labor, environment, and safety laws of that country
do not apply, in part or in whole, to aclivities carried out within that
zone or area, unless the President determines and cetities that such
assistance is not likely to cause a loss of jobs within the United States:
or

(c) Assistance for any project or activity that ~ontributes to the
violation of internationally recognized workers rights, as defined in
section 502(A) (4) of the trade act of 1974, of workers in the recipient
country, including any designated zone or area in that country:
Provided that in recognition that the application of this subsection
should be commensurate with the level of development of the recipient
country and scctor, the provisions of this subsection shall not preclude
assistance for the informal sector in such country, micro- and small-
scale enterprise, and smallholder agriculture.
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PD-20
January 3, 1994

USAID
ICY DE I 10

GUIDELINES TO ASSURE USAID PROGRAMS DO NOT RESULT IN THE
LOSS OF JOBS IN THE U.S.

I. BACKGROUND

Section 599 of P.L. 102-391 prohibited the use of FY 1993
appropriated funds for financial incentives to U.S. enterprises
to relocate abroad, or for establishing or developing export
processing zones, if such activities were likely to result in the
loss of jobs in the United States. It also prohibited use of
funds for assistance which would contribute to violations of
internationally recognized workers’ rights. Section 547 of P.L.
103-87 continued this prohibition for FY 1994, except that
subsection (c) was modified to exempt the informal sector, micro
and small-scale enterprises, and smallholder agriculture.

These final Agency quidelines expand tha application of sections
599 and 547 to all Agency funds (including local currency
generated through foreign assistance act.vities), reqgardless of
the year appropriated. It is Agency and Adminictration policy
that no assistance be provided if it is likely to result in the
loss of jobs in the United States.

The guidelines are divided into six parts: DBackground, Policy
Context, General Principles, and specific quidance for the
application of each of the three subsections of the statutory
provisions. The guidance incorporates and expands on the
statutory requirements. The text of the 1994 legislation is
attached as Appendix A. Standard clauses for inclusion in
grants, intur—agcncy agreements, and contracts are attached as
Appendix B.  Examples of certifications, resolutions, clauses,
etc. are attached as Appendix cC.

II. POLICY CONTEXT

Section 547 of P.L. 103-87 prohibits the use of appropriated
funds for a number of activities related to investment promotion.
The asscciated legislative history recognizes that such
prohibitions are made in the context of a consistent postwar
policy to support foreign direct investment by U.S. firms based
on the link that such investment has with growing cconomies
abroad, more U.S. cxports, and more American jobs.

Section 601(a) of thn Foreign Assistance Act states the policy of
the United States "to encourage the contribution of United States
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enterprise toward the economic strength of less developed
friendly countries through private trade and investment abroad."
Section 601(b) instructs the executive branch to "make
arrangements to find, and draw the attention of private
enterprise to, opportunities for investment and development in
less develoned countries and arcas."

The mandate contained in Section 601 of the Forcign Assistance
Act to encourage private U.S. investment abroad is not
unconditionai. The legislative history of Section 547 draws a
distinction between promoting U.S. foreign investment and
persuading U.5. firms to relocate abroad, particularly when such
relocation results in a reduction of existing U.S. jobs owing to
the replacement of existing U.S. production with production
abroad.

This concevn is shared by USAID. Administrator Atwood stated in
his testimony before the House Committee on Foreign Affairs on
May 12, 1993: "We feel very strongly that we should not be
exporting American jobs. We ought to be exporting American
goods." He laid out a proactive role for USAID in creating
demand for American exports and supporting American jobs:
"Exports to the developing world have been the largest and
fastest growing sector of our GNP. If we can manage to encourage
the development of free markets in *hese arcas, then wve are going
to create opportunities for American businesses to sell their
products in these areas of the world."

The Agency is also committed to implementing Agency programs and
activities in a manner consistent with internationally recognized
worker rights and related U.S. law, regardless of the year in
which funds are appropriated. The legislative history of Section
502 (a) (4) of the Trade Act of 1974 states .hat the underlying
intent in promoting the internationally recognized rights of
workers is to ensure that the broadest sectors of the population
benefit from trade and development.  The capacity to form free
labor unions and to bargain collectively to achieve higher wages
and better working conditions is essential for workers in
developing countries to attain decent living standards and to

overcome hunger. Congress has also expressed concern thart “the
lack of basic rights for workers in many less developed countries
is a powerful inducement for capital flight and overseas

production by U.S. industries."

The legislative history accompanying Section 502 (a) (4) of the
Trade Act of 1974 states that Congress recognizes that workers’
rights should be interpreted commensurate with the development
level of the particular country. 1In particular, it recognizes
that the prevailing labor standards in the United States and
other highly industrialized developed countries may not be
appropriate in some developing countries, and paragraphs (d) and
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(e) of Section 502(a) (4) permits some flexibility in that regard.,
IXI. GENERAL PRINCIPLES

A. Applicavion. Section 599 applies to activities financed with
dollars appropriated in Fiscal Year 1993. Section 547 applies to
FY 1994 appropriated funds. As a matter of policy, USAID is
extending the application of Section 599 and 547 to all projects
financed with appropriated dollars -- prior year funds as well as
funds from FY 1993 and FY 1994 forward -- and to all projectized
local currency funds, including those generated through P.L. 480
programs.

" B. On-going Activities. On-going activities should be reviewed
for compliance with these final guidelines. Proscribed
activities funded with either FY 1993 or FY 1994 funds must be
terminated immediately. Dollar-funded projects from earlier
fiscal years, which do not comply either in whole or in part with
the restrictions included in Section 547, as defined by this
guidance, must be redesigned or terminated within 30 days of the
effective date of these guidelines. Exceptions to this
termination date may be approved only by the Administrator, and
in no case will an extension of activities be permitted beyond
120 days of the effective date of these guidelines. The cost
that may result from ensuring compliance with this provision
should be taken into account in a Mission’s or Bureau’s decision
of whether to redesign or termirate an on-going activity. on-
going local currency activities should also be brought into
compliance with these guidelines.

C. Statutory Checklist. Compliance with these guidelines must
be verified at the time of project authorization; the statutory
checklist has been modified accordingly. Handbook 3, Appendix

5C(2), Assistance Checklist, contains the relevant materials.

D. Grants and Inter-Agency Agreements. Standard c. auses
incorporating these guidelines are to be inciuded in all HB3,

HB13, and Inter-Agency agreements. These standard clauses, which
will be incorporated into the appropriate handbooks, are
contained in the Appendix B to thic guidance. The clauses should

also be included in subgrants.

E. Agreements with International Organizations. These
guidelines apply to funds transferred to international
organizations for implementation of project activities. In most
cases, therefore, the standard clauses contained in Appendix B
should be included in these agreements.  Sometimes thig may not
be feasible. 1In such cases, the Mission or Bureau may take other
appropriate steps to ensure compliance with the statutory
restrictions.



-4- PD-20
January 3, 1994

IV. RELOCATION OF U.S. BUSINESSES -~ SECTION 547(a)

A. Summaxy In order to facilitate application of the statutory
prov151ons and focus attention on those projects which are most
in need of scrutiny, this section is broken into five distinct

steps.

There is one important change in this five step process from
prior guidance: although the statute uses the term "financial
incentive," under these final guidelines, the determination of
whether an activity is permitted or prohibited under Section 547
no longer depends on that concept, which proved to be difficult
to define and apply. Henceforth, any type of assis tance,
regardless of whether it might be considered "financial
assistance," will be considered subject to Section 547
restrictions.

Step one defines two baseline tests which are to be applied at
the project design/authorization stage, and wnich are intended to
eliminate broad categories of projects which do not present
problems under the guidelines. These tests, framed in terms of
questions, are:

1. 1Is the project, or are components or activities under
the project, directed at promoting either foreign or local
investment in the recipient country?

2. Could the project reasonably be toreseen to involve the
relocation of any U.S. business that would result in a
reduction in the number of employees of the business in the
Uu.s.?

If the answer to either of these qguestions is no, the proposed
project is not affected by these guidelines.

If a project is not excluded by either of these baseline tests,
the next four steps, which involve greater scrutiny of project
activitics, must be applied. These steps identify four separate
categories of projects/activities within the overall category of
problem projects:

Step two identifies activities which USAID/W has already
specifically determined to be permitted under the
guidelines. These activities may be funded without
additional controls being built into the project
implenentation stage.

Step three identifies other activities that have also
alrcady been scrutinized and are considered per se
prohibited under the legislation. These activities may not
be funded under any circumstances.
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Btep four provides additional guidance for designing and
implementing the projects that remain after steps one
through three have been followed. These projects present
potential problems under 547 (a), but may be funded if
adequate controls are built into the implementation stage.

step five provides guidance for analyzing projects which
include a mixture of both activities that are either
permissible under the legislation or can be subject to
adequate implementation controls, and activities that are
prohibited under the statute.

B. Step One: Application of Baseline Tests.
Test Number 1. Is the project, or are components or actjivities

under the project, directed at promoting either foreiqgn or local
investment into the recipient country?

The legislative history of 547(a) makes clear that it is not
intended to prohibit all activities that could tangentially or
indirectly result in U.S. investments that may also involve a
relocation overseas, but only those activities consciously
directed at promoting investments in the recipient country. 1In
general, USAID’s investment promotion activities are well-
defined, and these are the projects which merit the highest
levels of scrutiny. Other projects may have some effect on
fereign investment in the long run, but they are not directed at
investment promotion.

For example, most infrastructure projects would pot be prohibited
under these guidelines, even though the adequacy of
infrastructure may be one factor a firm takes into account when
deciding to invest or relocate. As another example, a proje-=t
designed to improve primary health care may create conditions
which later may provide some inducement for a U.S. firm to
relocate its operations, but since the project itself was nos
directed at promoting U.S. investments, it would not be
prohibjited by Section 547{a).

If there is any doubt about whether a project is directed at
investment promotion, that doubt should be resolved in favor of a
determination that it is.

If the project or activity is pot directed in whole or in part at
promoting investment, no further analysis is required. If it io,
then Test Number 2 should be applied.

Test Humbey 2: Could the project rearsonably be foreseen to
involve the relocation of any U.S. business that would result in
a_reduction in the number of employees of the business in the

u.s.? o
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This test is directed at analyzing the potential impaszt of the
project, rather than the activities themselves. The same types
of activities may have different impacts in g.lven situations
depending on other circumstances. The kinds of factors that
should be anulyzed in answering this question are: whether the
recipient country or region is geographically attractive to U.s,
firms; whether existing infrastructure is adequate to support
external investment; whether normal investment patterns reflect
activity in the country by U.S. firms; and whether the types of
firms targeted under the project are likely candidates for
relocation. 1If, in analyzing these and similar factors, the
conclusion is reached that the project may result in the
relocation of a U.S5. business and loss of U.S. joks, then the
project is subject to the more detailed guidance set forth bhelow.
If there is no reasonable likelihoed that a relocation could take
place within the context of the project, then the project is
acceptable under the terms of these guidelines and need not be
subject to greater scrutiny or controls.

For the purposes of applying this test, drawn direccly from the
Statute, a U.S. business is defined as one which is physically
located in the U.S., rather than one which is owned by U.S.
citizens. Additionally, the focal point in examining potential
relocations is what inay happen in the United States, not what

form the overseas relocation may take. Regardless of whether
the overseas operation i '~1lves a foreign subsidiary rather than
the U.S5. parent, a join: 1iture with a local firm, establishment

of a new overseas entcrprise, or an expansion of the U.S. firm’s
operations, if a loss_ of jobs in the U.S. is involved, these
quidelines _are violat.ed. Even in the case of outsourcing and
productien sharing, where the objective is to breserve U.S. jobs,
if the immediate effect would be a loss of some U.S. jobs to an
oversecas operation, a violation would czeur.

If a project is not categorically excluded by one of the above
tests, then the project presents a potential problem under the
guidelines and the project activities must be cxamined more
carefully, as described below.

C. Steps Two - Five: Analysis of Potential Problem Projects.

Step Two: Permitted Activities. There are some types of
activities wiich, ecven though they have a ccocmmercial or
investment orientation, by their nature would be too ind’ ectly
linked to any potential relocation to be considered to be
prohibited by the statute. These activitioes may therefore be
financed by USAID. Activities which fall into this category are:

- policy dialogue designed to improve the overall
domestic business and economic climate;
- policy dialogue designed to improve financial and
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capital markets;
- legal, requlatory, and judicial projects, including
those explicitly aimed at commercial activities; anqg
- dissemination of information regarding the general
economic and business climate in a country.

Step Three: Prohibited Activities. Some activities are at the
other end of the spectrum and are prohibited regardless of the
specific circumstances, because they represent too high a risk of
being directly linked to a potential relocation. These
activities .inay not be financed. Activities which fall into this
category are:

- investment promotion missions to the U.s.;

- media advertising in the U.S. aimed at encouraging
relocation of U.S. firms to the host country;

- training of workers for firme that intend to relocate;

- support for a U.S. cffice of an organization whose
mission includes promoting investment in the hout
country; and

- general budget support for such an organization if it
engages in some activities not permitted under the
statute.

It should be noted that some activities which Are not on this
list can easily evolve into ther. For example. a trade missiesn
targeted at increasing a country’s exports can easily begin
engaging in investment promotion activities as well. An
organization which focuses on export promotion and trade may
incrementally begin to undertake additional activities directed
at investment promotion. Missions should pay particular
attention to activities they are financing when there is
potential for evolution »f this sort.

Step Four: Implementation Controls. Many other activities fall
into a gray area where they are permitted if they don‘’t lead to a
relecation, but would be prohibited if they did lead to a
relocation. Examples of such activities are:

- technical assistance in establishing linkages with U.S.
busin~2sses;

- offices, trade fairs, exhibitions and seminars in the
hort countiry;

- media advertising in the U.S. dirccted at investment
promotion; and

- credit, quaranties, insurance, research services,

studies, travel to the host country, and technical and
managemnent assistance offered to firms contemplating or
planning investments in the host country.

Such activities may be included in a project if adequate controls
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can be built in to guard against relocations taking place. Aas a
first step, the project grant agireement will include the grant
clause discussed above, which will alert the implementing
agencies to the need to ensure that no violations of these
guidelines take place in circumstances under their control. The
standard provisions of the grant agreement also include refund
rizhts which should be exercised if the guidelines are violated.

The scope of work for any contractors involved in project
implementation should also include a clause directed at these
guidelines. The contractor will then be aware that it is
responsible for ensuring compliance during the implementation
phase. The sample grant clauses included in Appendix B may also
be used as contract clauses; however, the Mission may find that a
more elaborate clause tailored to the specific project activities
is more appropriate for inclusion in a contractor’s scope of
work. The contractor also should be made aware that the contract
clauses containing Section 547-type restrictions need to be
passed on to subcontractors.

Finally, the responsible office may want to require f:hat the
implementing agency or contractor obtain from any U.5. firm that
is a beneficiary of project activities a certification that such
firm does not intend to relocate any of ite productive operaticns
to th: host country. 7Tn some cases this may be the only feasible
mechanism for ensuring compliance with these guidelines without
completely terminating otherwise desirable activities. The need
or utility of such a certification will depend on the specific
circumstances of the project. An example of such a
certificatica, which should be modified a5 necessary, is attached
as Appendix C,.

Step Five: Mixed Permitted-Prohibited. The final category is
one in which permitted and prohibited activities are intermixed.

If the permissible activities are clearly distinct and can be
segregated from those which de not comply with these guidelines,
USAID may fund them. For example, if a host country investment
promotion agency carries out discrete proyrams, some of which are
acceptable, USAID may finance the permissible programs if it
ensures that the USAID funds are Segregated and used only for
these activities. Adequate implementation controls should be
included, as nccessary. A Mission may not provide general budget
support to such an agency. e

If, on the other hand, the activities are interdependent, USAID
may not fund them, even if, when taken in isolation, they would
be permitted. For example, a feasibility study which in itself
would not violate these guidelines may not be financed if, based
on that feasibility study, there ig a recasonable likelihood that
the host country or other donorsg would offer incentives to a U.S.
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firm o relocate.

V. ASSISTANCE TO EXPORT PROCESSING ZONES =-- 547(b)

Paragraph (b) of Section 547 prohibits funding for "establishing
or developing" an export processing zone "in which the tax,
tariff, labor, environment, and safety laws of that country do
not apply." The very nature of an export processing zone
generally involves some simplification or reform in local laws,
and few activities which USAID would undertal-o related to export
processing zcnes could be charactarized as other than
"establishing or developing." Studies and technical assistance
for zone design would fall under the prohibition; pre-feasibility
studies are one of the few activities which might not, but even
these are discouraged, unless required to provide materials for a
presidential determination and certification as discussed below.

By its terms, the statute applies not only to designated export
processing zones, but also to any "area" subject to the same
relief from normal tax, tariff, and labor laws. "Area'" means a
physically defined, geographic space, including bonded
warchouses. Although exoort processing zones or areas share many
features, the essence of such zones or areas is a secure space
that is outside the customs territory of the host country.
Foreign-made inputs imported into such Zones or areas do not ever
officially enter the country and are therefocre cxempt from import
duties.

Generally, assistance to export processing zones would involve
discrete project activities that can be easily avoided. There
may be some cases, however, in which a project’s beneficiaries
are not fully identified and may potentially include zones or
businesses operating in zones. In these cases, as with Section
547 (a), the standard clauses that are to be included in all grant
agreements will act as the first level of protection against a
grantee carrying out prohibitad activities. 1In some cases, it
may also be prudent to include either a similar or more detailed
clause in the scope of work of contractors implementing project
activities, particularly if such contractors would have some
discretion in identifying project beneficiaries.,

The statute permits an exception to the broad prohibitions of
547(b) if "the President determines and certji{ies that such
assistance is net likely to cause a loss of jobs within the
United States.v We have interpreted the Statutory language of
547 (b) expansively signifying concern with any loss of jobs in
the United States, whether or not such loss may be offset
elsewhere in the U.S5. cconomy by the positive effects of USAID
assistance to an export processing zone, or by the positive
effects of other USAID interventions. This is a very low
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threshold, and we believe that certifications under the statute

that job loss is not likely to occur will be extremely rare.

In those limited cases where a certification may be appropriate,
the Mission or Bureau making the request will need to provide an
in-depth analysis of the factors which would demonstrate that job
losses in the United States are unlikely to occur, cither as 3
result of the relocation of U.s. firms to the Zone, or as g
result of increased competition from foreign firmsg Operating in
the zone which could cause Uu.-, firms to lose business and
consequently reduce their operations. These may include such
general economic factors as a lack of comparative advantage of
the host country (labor costs, infrastructure, availability of
transportation, andg fnergy costs, including factors specific to
the zone); lack of geographic attractiveness to Uu.s. investors;
and traditional investment and market patterns that mitigate the
likeiihood of job loss in the U.5. The results of any cpecific
market surveys and feasibility studies that analyze the
attractiveness of the zone to U.5. or other investors should also
be included. Finally, any analysis available on the effect on
specific industries, particularly those which may be declining or
import sensitive industries in the U.S., should be part of the
request for certification.

Missions or Bureaus requesting a certification should also
include a discussion of any particularly controversial 1ssues
with respect to the zone that the Administrator should be aware
of, even though they may not be relevant to the point of job
loss.  Such issues may include exemption from normal
environmental controls, lower than normal ninimum wage standards,
and reduced protection of workers’ rights.

The authority to make determinations and certifications under the
statute has been delegated to the USAID Administrator. Requests
should be directed to PPC for initial vetting, in conjunction
with the responsible Burcau. pPC will then forward them to the
Administrator for final determination. Requests will be
considered only on a case-by-case basis; no blanket waivers for a
country or region will be granted.

VI. INTERNATIONALLY RECOGHIZED WORKERS RIGHTS -- 547 (c)

Section %47(c) differs from previous legislation designed to
protect workcra! rights, which focused on the degree of
protection afforded and Progress made at the country level, by
focusing instead on project level activities.

The test to be applied under Section 547(c) is whether the
project would contribute to the violation of workers? rights,
The Agency has been proactive tn implementing a consistent policy
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of promoting workers’ rights, which has included enhancing the
capabilities of ministries of labor and local labor
organizations.

Because the statute is directed at the project level rather than
the country level, that does not mean Missions should not be
concerned with failure of a host country’s labor laws to comply
with Section 502(a) (4) of the 1974 Trade Act. Missions and
Burcaus should give particularly close scrutiny to projects
involving the labor sector in such a country.

A good source of information on the degree of respect for
workers’ rights in a particular country is the State Department’s
annual human rights report. This report is the mechanisn by
which the Executive Branch complies with the requirement of the
GSP Renewal Act of 1984 to rzport on the ctatus of
internationally recognized workers’ rights within each
beneficiary country. The human rights report may identify
particilar sectors or industries in a country that are recognized
a5 engaging in serious violations of workers? rights. USAID
should pay particular attention to those industries and either
avoid projects which could contribute to violations or build
adequate controls into the projects,

Additionally, as with the other two provisions of the statute,
all grant agreements should include a standard clause requiring
compliance by the grantee with Section 547(c). A similar clause
should be included in the scope of work of implementing
contractors who are carrying out activities in sectors where
problems may occur. The standard claus attached in Appendix B,
which is the one which will be included in the Handbook 3
standard provisions, is general in nature. It does not specify
the rights which are incorporated into Secction 547 (c) by
refercnce to Section 502(h) (1) of the Trade Act of 1974. There
may be some circumstances where the Mission finds it important to
include this level of specificity. Appendix A contains the text
of Section 502(A)(4), and nissions may include this text in grant
agreements or contracts when they consider it appropriate to do
50.

In some cases, Missions may require that the grantee or
contractors obtain certifications of compliance from the ultimate
beneficiaries.  Under <ome circumstances, however, thigs may not
be a meaningful mechani=nm for ensuring compliance with the
statute.

Activitics involving the informal sector, micro and small-scale
enterprise, and smallholder agriculture present a somewhat unique
situation in terms of assessing respect for workers’ rights. It
ic clear that the rights cnumerated in Sections 502 (A) (4) (a)-(e)
of the 1974 Trade Act may not be fully enforced with regard to
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these sectors in many of the countries in which USAID work.
Although individual countries may on the whole be found to be
taking steps toward implementing workers’ rights, these sectors
may be the last to receive the benefits of on-going reforms.

Congress recognized the distinct nature »f these sectors when it
exempted them from application of the prohibitions contained in
Section 547.
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APPENDIX A
TEXT OF LEGISLATION
IMPACT ON JOBS IN THE UNITED STATES

Sec. 547. None of the funds approsriated by this Act may be
obligated or expended to provide-

(a) any financial incentive to a business enterprise
currently located in the United States for the purpose of
inducing such an enterprise to relocate outside the United States
if such incentive or inducement jis likely to veduce the number of
employees of sich business enterprise in the United States
because United States production is being replaced by such
enterprise outside the United States;

(b) ass.stance for the purpose of cstablishing or
developing in a foreign country any expor: processing zone or
designated area in which the tax, tariff, labor, environment, and
safety laws of that country do not. apply, 1n part or in whole, to
activities carried out within that Zzone or area, unless the
President determines and certifies that such assistance is not
likely to cause a loss of jobs within the United States; or

(c) assirtance for any project or activity that contributes
to the violation of internationally recognized workers’ rights,
as defined in Section 502 (A) (4) of the Trade Act of 1974, of
workers in the recipient country, includirg any designated zone
or area in that country: Provided, That in recognition that the
application of this subsection should be commensurate with the
level of development of the recipient country znd sector, the
provisions of this subsection shall not preclude assistance for
the informal sector in such country, micro and small-scale
enterprise, and smallholder agriculture.

SECTION 502(A) (4) OF THE TRADE ACT OF 1974

For the purposes of this title, the term "internationally
recognized workers rights" jncludes-

(a) the right of association;

(b) the right to organize and bargain collectively;

(c) a prohibition on the use of any form of forced or
compulsory labor;

(d) a minimum age for the enployment of children; and

(e) accepteble conditions of work with respect to minimum
wages, hours of work, and occupational safety and
health.
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APPENDIX B

STANDARD CLAUSES TO BE INCLUDED IN ALL GRANTS AND INTER-AGENCY
AGREEMENTS, AND IN CONTRACTS AS APPROPRIATE:

"No funds or other support provided hereunder may be used in a
project or activity reasonably likely to involve the relocation
or expansion outside of the United States of an enterprise
located in the United States if non-U.S. production in such
relocation or expansion replaces some or all of the production
of, and reduces the number of employees at, said enterprise in
the United States."

“No funds or other support provided nereunder may be used in a
project or activity the purpose of which is the establishment or
development in a foreign country of any export processing zone or
designated area where the labor, environmental, tax, tariff, and
safety laws of the country would not apply, without the prior
written approval of USAID"

"No funds or other support provided hereunder may be used in an
activity which zontributes to the violation of internationally
recognized rights of workers in the recipient country, including
in any designated zone or area in that country."
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APPENDIX C

EXAMPLES OF CERTIFICATIONS, RESOLUTIONS, CLAUSES, ETC.:

CERTIFICATION

"I have reviewed Sec:ion 547 of P.L.103-87 (the FY 1994 Foreign
Operations Appropriations Act) and certify that my participation
in this (trade mission) (project] ([activity}] will not result in a
reduction in the number of my firm’s employees in the United
States because my firm is replacing U.S. production with
production outside the U.5.%
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APPENDIX C

SECTION 547 CLAUSE
CURRENT USAID CONTRACT FOR
TRADE IMPLEMENTATION AND POLICY PROGRAM (TIPP)

"Restricted Assistance Activities. The Contractor agrees that,
unless otherwise authorized by USAID in writing, no advice,
services or assistance of any kind will be provided under thisg
Contract by the Contractor, its employees or subcontractors,
which would:

1) Induce & business enterprise in the United States to
relocate productive facilities outside the United States; or

2) Assist in the establishment or development of export
zones in Indonesia; or

3) Contribute to the violation of internationally
recognized workers’ rights as defined in Section 502 (A) (4)
of the Trade Act of 1974.

In the event the Contractor is requested or wishes to provide
assistance in any of the arecas listed above, or requires
clarification from USAID as to whether the provision of advice,
services or assistance in any opecific instance would be
consistent with the limitations set forth above, the Contractor
will immediately notify the Contracting Officer, providing a
detailed description of the proposed contract activity and the
restriction affected. The Contractor will not proceed with the
activity unless and until advised by the Contracting Officer that
it may do so.

The provisions of this clause are intended to implement Section
5.7 of P.L. 103-87, the Foreign Operations, Export Financing, and
Related Appropriations Act, 1994, and related USAIC policy

guidance.  The Contractor agrees to comply with all policy
quidance issued by USAID with regard to Section %47, ac from time
to time revised and/or supplenmented.

The Contractor will ensure that all employees and subcontractors
providing services under this contract are made avare of the

restrictions set forth in this clause and wiil include thig
clause in all subcontracts and other subagreements entered into
hereunder."
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APPENDIX C
SECTION 547 IMPLEMENTATION AGREEMENT
BETWEEN THE ENTERPRISE FUNDS
AND THE U.S. GOVERNMENT

To comply with Section 547 of the "Foreign Operations,

Export Financing, and Related Programs Appropriations Act, 1994,"
the Enterprise Funds and the U.S. Agency for International
Development agree as follows:

Each Enterprise Fund shall:

1.

Add to its Due Diligence process the responsibility for the
collection of irformation as to whether a potential
investment would be in violation of Section 547.

Amend Article I'I, Section 2 of each Fund’s "Statement of
Corparate Policies and Procedures" by adding part (c) so
that Section 2 reads in its entirety as follows:

"2. As a matter of policy, the Corporation shall require
that recipients of grants and other forms of assistance from
the Corporation certify, as a condition to such assistance,
that such funds as are provided by the Corporation not be
utilized for:

a. the manufacture or sale of ahortion equipment or
the provision of abortion services:

b. the manufacture or sale of munitions articles or
services; and

c. any action that would be in violation of Section
547 of the "Foreign Operations, Export Financing,
and Related Programs Appropriations Act, 1994."
The Corporation shall discuss with each recipient
the intent of the legislation, the language of the
Act itself, and each recivient shall represent to
the Corporation at the time the assistance is
authorized or before that it will not use the
assistance in a manner that would violate Section
547."

Use the semi-annual USAID program reviews to provide to
USAID written confirmation that the Funds’ actions regarding
Section 547 are in order for investments authorized by the
funds during such program review period.

These principles will be incorporated in the December 30, 1991,
Protocol Agreement between the Enterprise Funds and USAID. The
- Protocol Agreement, as modified, will then be incorporated by
USAID into its Grant Agreements with the Funds.
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APPENDIX C

RESOLUTION TO AMEHD THE .
BULGARIAN-AMERICAN ENTERPRISE FUND
STATEMENT OF CORPORATE POLICIES AND PROCEDURES

RESOLVED, that Article III, Section 2 of the "Bulgarian-
American Enterprise Fund Statement of Corporate Pclicies and
Procedures" be amended to read in its entirety as follows:

"2. As a matter of policy, the Corporation shall require that
recipients of grants and other forms or assistance from the
Corporation certify, as a condition to such assistance, that such
funds as are provided by the Corporation not be utilized for:

a. the manufacture or sale of abortion equipment or the
provision of abortion scrvices;

b. the manufacture or sale of munitions articles or
services; and

c. any action that would be in violation of Section 547 of
the "Foreign Operaticns, Export Financing, and Related
Programs Appropriations Act, 1994." The Curporation
shall discuss with each recipient the intent of the
legislation, the language of the Act itself, and each
recipient shall represent to the Corporation at or
before the time the assistance is provided that it will
not use the assistance in a manner that would violate
Section 547."
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II. PROJECT DESCRIPTION

A. a round

Cape Verde is an archipelago of ten rairly widely separated islands about
400 miles orf the coast of Senegal. The total land area of the iclands,
only nine of which are inhabited, is 1522 square miles, about the size of
Rhode Island. Total estimated population is approximateiy 360,000. The
capital (Praia), the main iadustrial center and seaport (Mindele), and
the international airport (Sal Island) are all on different islands in a
triangular configuration separated by 135 miles or more of oceran.
general, the islands lic 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.

In

Cape Verde became independent trom fortugal on July 5, 1975 and has been
governed by a moderate civilian regime unader the leadership of President
Aristides Pereira since that time. ior the first tive years of its
existence, Cape Verde was in a union vith Guinea-Bissau vhich ended
folloving a coup in Guinza-idissau in 1980. The country possessed a
significant number of experienced administrators at independence compared
to the other Portupuecse 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 prriod of the First Development Plan aimed at
“attaining maximum rates of economic growth consonant with internal and
external financial stability.” Activities, thererore, concentrated on
necessary infrastructure development and on creating a capable
administracien. The current Sccoid Development Plan (1986-90) is similar
to the First Plan but focuscs more specifically upon balancing regional
development, cncourasing private savings and investment, and promoting
production in areas where Cape Verde has a ccmparative advantage. She
Secona Plan alzo pays more attention to selecting projeces that will have
an immediate or near-term impact on economic prowth and exports,

The cconomy can also be characterized by the scope and depth of its

problems. The country has no mineral or fuel depesits.  Export receipts
only cover zome 3 to ] percent o/ import costs and the country 1mpores
from 70 to J0 percent of {ts food needs. !ost of the tood needs
covered by international donor assistance. Add intlows

are

from forespn
assistance program: plus earzrant remittances sustain this massivze trade
daficit. VYoreipn 1d (inances almost all povernment fnvestment and the
internal deficit has amcunted to about one-half ot Gross Domestic Froduct
(G2P) in nome yeara. GDP vas approximately $149 million in 1986 and GDP
per capita wvas, thecectore, about $41%. In spite of the problems ot
extended drought, limited endowvmment ot productive land and natural
resources, and relatively hieh dependency on external Luppoatrt, rconomic
progresa has been more than satisfactory., The real 6GDP per capita grovwth
rate vas 5.3 percent from 1973 to 1983 and 5.9 percent during the 1980 (o
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1986 period. The composition of GDP has gradually shifted towarg
commerce and transport and away frem agriculture during this period.
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 adultc literacy which currently stands at 40
percent. llealth conditions i Cape Verde are good in comparison to other
countries at similar per cap.ta iucome levels, Life expectar.cy is among
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
population is well above average. There is little malaria or other
tropical diseases.

This relative success has been attributed to several factors:

l. Prudent economic policies and careful management of public finances

by a well-led and stable government in a politiecally moderate, mixed
economy.

2. Favoraple gecographic location in the trans-Atlantice chipping and air
transport lanns. Cape Verde provides services ro international ships and
airlines, inciuding najor ship reraire. Public investments in
infrastructure development for the service sector have been primarily
used for developing the infrastructure for these secvices.

3. Subctantial remittances from Cape Verdeans vho have either emigrated
or temporarily live or work overseas. Remittances (about $2% million per
vear) have amounted :o about 20-30 percent of the GDP each year since
independence and they are a major contributor to GNP and other grovwth and
social development aspects of the economy.,

4, Stable currency and domestic price stability. The Cape Verdean
Escudo is freely traded within the councry and its exchange rate is
pegred against the currencies of its major trading partners. The Escudo
devalued by about 2§ nercent from 1980 to 1936 but its real effecrive
erxchange rate remained constant durinpe the same period. There ic no
black market currency exchange in Cape Verde. ’rices of goods ard
services are almost entirely market determined. With few exceptions, the
government does not set prices nor provide direct subsidies.

5. Prudent sovernment use of foreign assistance for development
investment purposes and efficient selection and lmanagement of public
investment pPrograms and projects. Cape Verde hasg kept its debt service
obligations lov and jts overall balance of payments position isg strong,
The povernment relies on the IMF, the World Bank and donors to reviev its
development plans and economic policies. Cape Verde wvelcomes IMF advice

but has not yet had to avail f{tself of that organization's lending
facilities.

6. Self-reliant rural development . Foreign assistance prants and food
afid for local currency g nerations are used to finance labor-intensive
soil and wvarer conservation and management acrtivities and other rural
vorks and infrastructure projects. As much as 86 percent of the funds
for rural investment projects novw come from foreign assistance and food
aid programs. Only about ten percent of the food is riven avay free, and
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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 i, ressive. Inflatioa has declined from 18-21
percent in the late 1970's and early 80's to 14 percent in 1984 and 8
percent in 1986. Lower inflation over the past three yearg, together
vith an increase of 3.5 percent in zavings interest rates, has increased
domestic savings and remittances neld in savings accounts, The interest
rate on savings deposits aad been a constant 6.5 percent since
independence and, given inflation, this meant negative real interest
rates on savings. Creoit intercst rates were also inc-cased to more
positive real levels in December 1985, leading to mcre efficient resource
allocation and fewer imports of non-essential goods.

Government revenues have also been increasing about 20-25 percent per
year since 1985 because of recent improvements in tax collections and a
switch from rixed to ad-valorem tariffs on imports or nonessentials., Tax
revenues are derived primariiy trom Lustoms, which Provides about half of
the government's revenue.

Government market interventions are limited to the control or 4 very tew
basic consumer goods, mcnitoring wnolesale and retail tarkups, and
subsidizing electricity, vater and public transport fees., Except tor
power and dcsalinization, parastatale< are intended to be profit making
and to operate without direct subsidies.

In an effort to foster ecconomic growth, promote greater erficiency and
increase labor productivity, the GOCV is carrying out three major rerorm
programs aimed at improving the perrormance ot the existing system. An
agrarian reform, having already redictribured former Portuguesc
plantations and capped rents payable by tenants, is novw initiating a
consolidation of scattered plots througn a process of survev ang
registration. An education rerorm 15 tocusing upon tecacner training ana
increased literacy rates. Zome 90 percent ot children ages 7-10 are
enrolled in school byt overall literacy 1z scill oniy 40 percent.
program of adult literacy is being carried out and increased attention 15
being paid to the high drop-out race tollowing the compulsory first tour
grades. The third major reform concernsg public administration. in spite
of the steady decline over the past decade in both their numbers and real
vages, the civil service remains honest and relatively capable. The
reform envisages that the parastatal struccure will] be reorganized and
redirected toward frecater efficiency,

More importantly, the country is now undergoing a period ¢! major policy
reform, including a significant opening towards the private secror. The
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. ‘hile jt is difficult to Bauge the importance
of policy pronouncements ip the political arena, it is nevertheless
significant for a single party state with a strong social program.
Moreover, it iy equally significant that representatives of the major
commercial associations were invited to addrecs the Congress, and that
their input was listened to. In the past, the organized private sector,
as represented by these associations, was jsolated from government policy
debates, and often at odds vith the government concemning 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 <o without the kind of commendable public
reorientation of economic policy as is now occurring in Cape Verde .
A similar public comamitment to the creation of viable export industries
and services also represents an important change in policy emphaszis.
Beyond a mere public relations level, the government has raken concrete
steps ro realize this initiative. ‘lany or these steps are 3Till in the
early stones ot formulacion, including conceprual dcfinition, the
drafting or lepislation, and obtaining or consensug and agreement among
the entities involved and which are subject to differing perspectives
from various elements within the povernment. The principal initiatives
relevanc to this project include the follovwing:

1) Reduction of parastatal role. The government is pragmatically
considering the reduction of its particination in jome parastatals,
for example, the shipping companies. In others such ag the clothing
producer, Morabeza, 1: has reduced a former majority position to that
of a minority one. “hile thig does not represent an across-the board
policy of privatization, and several State-owned enterprises have
even increased their sphere of activity, it {g evidence of the
governmenc s flexibility to reduce the parastutal role when it
appears to be an effective approach to managesent problems.

2) Steps leading to the development and approval of a foreifgn investment
code. .5 of May 1989, the GOCV was 1n the rrocess of approving such
a code as well as an external induscrial investment law and statute
vhich have heen under ttudy and development for zome time and wihich
will constitute the basis for futurse toreign investment., Thear
approval by the Mational Assembly ig expected to take place 1in June
1989. The lack of a defined set of "rules of the rame" has long been
an obstacle to the attraction of foreign private investment, “hile
the government has been able to negotiate the terms of investment
with major foreign investors on a case-hy-case basis, the lack of a
defined code has been a deterrent to the ability of local fitms to
attract joint venture partners, and to small and medium investors who
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might have been intecrested 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 repulatory standpoint, and go a long vay
tovards the rationalization or an othervige complex and constrictive
legislative framework for business inherited from the colonial
administration.

3) Revised Customs legislation for "industrial entrepots.” This nev law
1s being developed with a view to implementing a set of regulationg
wvhich promote export industrjes. Its principal elements include the
suspension of duties on goods to be assembled or othervise processed
for re-export and other measures.

Foy
R

Offshore Banking Law. This new law will permit the establishment or
of fshore banking in Cape Verde. slthough Cape Verdean citizens are
not permitted to take advantage ot this legislation, it s
nevertheless indicacive of Cape Verde's interect in opening its
economy to the outside world. Toreign 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 vith outside technical
assistance. Useful advice was provided by key business community members
from Mauritius and site visits by GoOCv representatives to Senegal,
Tunisia and Mauritius. They conrain the foundation for the attraction or
foreign investment and the creation of viable export industries such as
provision for 100 percent foreign ewnership, capital repatriation, duty
exemprion on imports for the export tector, a pragmatic set or labor
regulations. and efficient use or tax exemptions. These policy reforms
provide the rramework within which the Export Development Services
Project can function effectively.



3. Other Pelated Donor Projeces

The GOCV has infsrmed 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, Ia addition, UNDP agencies have and wil}
continue to be involved in Private sector and export Support Programs on
a smaller scale. A1) of the donors o far involved in thesge areas have
expressed a Strong villingness to coordinate their activities vith
USAID. This coordination should enhance the effectiveness of each

donor ‘s program.

The World Bank (IDA) and the UHDP provided an SDR 4.] nillion credic to
Cape Verde in 1935 vith the aim oy inproving the country's Capacity to
identify, prepare and promote industryal Projects. Under the project,
technical assistance wag Provided to the Bank of Cape Verde to apprajise
and finance projeces. A line of creqjy ot SDR 3.2 millfon Yas set up {n
the Bank for tmall-scale industria) pProyects. Asg of May 1989, the entire
line or creaie had been commrtted. inder the same projecet, technical
assistance was also provided to the [nauzneryaj Promoctien Unit (IPU)Y in
the Ministry o Industry ang Enerpy to identify anpg promote projects,

The IPU has been instrumental jp drarting the nev foreig

R investment
legislation,.

The UNDP/UNCTAD is supporting a tVo-year project vithin the Miniscry
of Commerce to encourage exports. The projece's objectives are to: {)
develop the exports of productsg currently Danufactured in Cape Verde for
vhich excess Capacity {s believed to exist; {1) develop concrete
legislative, adminiscracivc, and financija] aeasures to encourage exporte
activities; iii) help develop a national body of officilals trained in
international trade procedures ¢ipecrally preferentfa’ access
pportunicics offered by the EEC, Lomé Convcn:ion, ECOWAS, U.5 cte
and {v) 1nstitutional support withijnp the Minisery ag vell as
interminicteriy) coordination,

In lighe o1 rapidly changing txport promotion legiclation ana policy,
and other proposed aad existing Projecrs, the UNDP/UNCTAD 15 ferocussing
the project's objectyives tovard lraining of Nationals in pev
non-traditicnaj cXporec activicies, As sueh, vigics have beep proposed
for Cape Verdean trade officfalg to uArbndos, Jamaica and the Dominican
Republic. Thege countries could serve 45 models for Cape Verde's
development of nen-traditional export activictes, through tne use of
export processing Zones, Lcleporn/intormatlon servicey, tourfzsm and
transshipment activiedes. The UHDP/UNCTAD Program ig complementary ¢o
the export rnhancement ctfores Proposed i1n thig froject.,

A pilot Prorram to promate small-scale industry {n Praja and Hindelo |5
starcing uyp in 1989 under the supervision of the Mindsery o Industry and
Energy. The Project {5 being fundeqy by the Government ot Svitzeriand
with ILO implcmannLion. Project poals are skills dcvclopmrn(,

generation of productive employment, and divoral(icattun of productinp,

Microcnccrprlscs to recefve support are bakcrlcs‘ turniturc~makcrs and
cur repair shops,
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C. Goal and Purpose of the Projecs

The long-term goal of the Expurt Development Services Project is to
riiable Cape Verde to earn foreign exchange through an export-)ed growth
strategy and increasea private sector participation in econemic growth.
This cannot be accomplished within the linited timerrame of the project;
in spite of remarkably rapid progress on the part of the GOCV, a minimum
of ten years vill be required in order to achieve that objective.
Consequently, this project is merely the first phace of what ig expected
to evolve into a broaaer program of support. That eventuality will be
largely conditicned both on success 1n this project and on the progress
of Cape Verde in evolving towvard an econory more open to the privatce
sector and foreign investment.

Progress toward accomplizhment of the goal will be indicated by greater
economic activity of the private sector, particularly as indicated by an
increasing level of expeorts. llecasurable :ndicators of progress will
include:

1) the value ot exports of pOOAS ana SErvICes CLh a5 4 Jercentane over
previous levels and in absolure rerms; 2) the arount orf exports as a
percentage ot the GHP; and J) the otner zraditicnal nrasures orf economic
progress such as hipher per capita and national .ocome.

Progresc tovard goal achievement is continzent upon the folloving set of
circumstances: 1) that the GOLVY will continue to remain open to private
sector development and iniriatives; 2} the continuation of political
stability and responsivle povernment and 3) adequate levels of foreign
assistance being maintained.

The purpose of the project {z to pravide support (o Lepe Verde's private
sector by mitigating constraints to expandin;, ..purt-ortented production,
trade and private scetor participation. “U the end of the four-year span
of this project, there nhould be existent :n Cape Yerde established
institutional structures able to provade Sipniticant guantitics ot
foreirn cxchanre and local exployment. .chievement 21 success wiil L
continfent upon the Govermment of Cape Verde continuing to toster
approgridte torelfn inveswment policies, as has been the case recently.
[t w1ll alzo require that other donors (World Bank, <he United ilations,

e

ey

ADB, ctc.) continue to actively support related nrivate sector
development activities.



D. Project Qutputs

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 oe both qualitative and quantitative in
nature, will include:

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

2) Recommendations tfor policy and administrative reforms which
fazilitate and enhance investment and export activity:

3) Strenpthened public and private sector capacity to promote Cape
Verde as an investment location: and

4) Development of human resource capacity.

The ..ust critical component ot the project activity contributing to
these outputs will be a program or instituticnal development aimed at
facilitating pre-investment decision-making and the investment approval
process. Past experience elsevhere in the developing vorld suggest the
quantifiable results may be modest during the earliest yeats of the
project. iowever, in addressing the sequence of conditions and
procedures necessary for investment promotion, the project will initially
improve cfficiency of the investmen:z process. This, in turn, may evolve
into yet a further marketable aspect of the Cape Verdean investment
envirnnment.

1. Inutitutional Development

The project will assist GOCV efforts to {icrease export activity by
helpinp to establish and manage a national Center for Investment and
Zxport Promotion,

The CIEP w1ll be an autonomous institution with a mandate to
facilitate the establichment of new commercial ventures in Cape Verde and
to coordinate the new investment approval process. The GOCY will be
assirted in establishing the Center as a central clearing-house for new
investments, particularly for export-oriented induscry,

Overszipht of the Center will be provided by an Advisory 8oard, which
may include representatives of GOCV ministries (e.p. Industry, Commerce,
Agriculture, Finance), tclevant agencies (Customs Service, Bank of Cape
Verde), and of the local business community (e.p. Chamber of Commerce,
Sotavente and Barlavenzo iszland businesn associacions).

The Center, which vill include a headquarters in Praia and a field
office in Mindeclo, vill be composed of three funcrtionally-oriented
divisions, corresponding roughly to the sequence of concerns and
proceszes that are critical to the achievement of the project purpose:
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a. the Project and Policy Development Division will be responsible
for studies, marker researcn, management information systems,
monitoring and evaluation, policy analysis and developmcnt;

b. the Promorion and Marketing Divisicn will provide assistance to
governmental and private organizations, facilitating erforts to
atctract and inform prospecrive international and domestic investors;

€. the Advisory Service Division will provide assistance to
investors and GOCV agencies by facilitating the investment approval

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

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 tocal and
foreign private sector member fees and payment for services. "nile these
sources orf revenues should not pe expected to end the Center's depenaence

upon outside sources of income, they could contribute signiricantly to
meeting the CIEP's operating expenses.

2. Recommendations for Poljecy and Adminstrative Reforms

In establishing an information management syscem, the project will be
vell-placed to respond to requests from GOCV and commercjal organizations
to monitor and e.aluate the Cape Verdean business climate. The Policy
and Project Development Division of the CIEP will coordinate specific
sectoral marketing studies (described eslevhere in the PP), evaluations
of commercial policies, regulacions and procedures, and recommendations
for reforms. Thisg assisctance may arise form requescs by particular
ministries or agencies of the GOCV, or the domestic or intermnational
business community. Problems identified by the monitoring and evaluation
efforts of the project might also become the object of such analysis.

The e:fecziveness of the CIZ? s conditional on the aciinition ot the
CIEP as an autonomous body having a significanr role to play in :the
country's economir life. This relatively activisge status will allow the
CIEP to be instrumenta) in providing govermmental and parastatal
authorities, as well ag the business tommunity, with credible ang

pragmatic guidance to improve the efficacy ol investment and export
policies and procedures,

3, Strenpthening Capacity tn Promote Investment in Cape Verde

At the present time, Cape Verde's competitive merits as an 1nvestment
location remain largely undefined and unpromoted. lio single promotional
philosopiy or stratepy currently exists to facilitate the efforts of the
variety of government afrencies and business organizations to

attract
investment or enhance marketsy tor existing products and

services,
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In order to compensate for this deficiency, the project will assist
the GOCV to formulate both information resources and marketing strategies
for promotional efforts. The guiding tenet for this aspect of project
activity will be chat the highest rate of return on promotional efforts
will likely result form marketing to specific sectors nf international
business for whom Cape Verde offers particular advantages. his approachn
will enable the GOCV to avoid high-cost general promotion efforts of the
type that have produced poor resul:is in other developing nations.

Technical assistance tovard this end will concentrate, first, on the
establishment of a reliable data base within the Policy and Proiect
Development Division of the CIEP, allowing it to respond to the
information needs of prospective investors and COCV policy-makers.
Secondly, assistance will be provided to the Marketing and Promotion
Division for the development of a pragmatic, cost-effective promotional
strategy. This e’'fort will initially concentrate on addressing the needs
of investors who have already made the decizion to evaluate prospccts for
specific projects in Cape Verde. .5 the project ecvolves, peneric and
sector-specific information and promotional materials will be produced
for use by existing outreach orgfanizations (e.n. Miniscry ot Commerce,
Chamber of Commerce, Embassies angd Consultants) and Cape Verdean media.
The project may also formulate and test promotional efforts uimed at
attracring investment from the principal Cape Verdean iralsrant
communities in Nnrth America and Europe.

In addition to its specific promotional and narketinp activitices, the
project will contribute in a more general way te establishing a national
avareness of Cape Verde's business environment. The variety of training
activities, studies, and facilitative efforts carried our »v 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 ot programming wi1ll azoint the
Advisory Servaices Division or the CIL? to act as a lisizon between
prospective investors and GCOCY authicricies. Althourn the existing
administrative environment precludes the eztablishment o!f o “one-stop
{nvestment approval shop”, the Center Y1ll serve as Cape Verde's
principal contact ajency for investors' in-country ecfforts. In addition
to acting a% a centralized information apency, llalson waith regulatory
agencicc, legal and banking protessionals, and members of the business
community could all be ccordinated by the CIEP. Depending upon its
eventual legal wtatus, CIEY might - -0 play an ombudsman role on behalf
of prospective investers vis-a-vis tho cocv,



4. Development of Human recource Capacity

[t has been observed that the educational structure in Cape Verde isc not
currently adequate to meet Cape Verde's goals of making the country
competitive internationaily in the export of poods and services. Ia
spite of remarkable and ccmmendable progress in reducing illiteracy, the
limited human resource capacity remaings a problen vhich will have a
continuing impact upon the project. There are only two high schools :in
Cape Verde, one in Praia and the other in Mindelo. There are over 3200
enrolled in both and overcrowding 15 a serious problem. There 15 one
technical school in Mindelo with 700 students vhich addresses some of the
basic busincss and vocational nceds, set it is not sutficient for the
whole country, in spite ot the currently racher low level of business
development and industrial outpur. nternactional donor afencies have
sclectively supported individuals in obtaining a university degree in the
U.5. or Europe, since there are no universities in Cape Verde. Hovever,
a recently approved ADB sector loan provides tinancing tor an acditional
tecunical school ana a nevw business scnool. In i983, there were
approxamately 1000 Cava Jerdean. nursuinea unmiversity degrees put wvery tew
of these vwere 1n businecs or vocational training vhile many rore were 1n
the ficld of public adaministration,

In order to bepin the process or addressing this very deep-seated
prcblem, the project will take several initial steps:

1) Review the possibilities or various lnnovative and long-term
solutions to the provlem including a tele-university, privare sector-
sponsored vocational training, direct support to the emerging educational
institutions 1n Cape Verde for specific training needs, ctc.  The project
can only support the initial exploration of zuch solutions tarougn
short-term consultants ang studies, Their tinancing must czme {rom
sourcesa cextermnel to this project (althousn it etipght 1aciude cventual
U.S. project supporf at some tize in the ruture, parcticulariv 11 that
solution was firmly basea in tne private seccor).

2) Short-rerm traiming activities in the 1), 5. or elsewnere wnich will
expose private sector individuals to various opportunitics tor freater
latowledre and/or sk1ll developnent.

3) Cooperation with ovaer .5, training aceivitles 1 Cape Verde, 1n
particular, the Human Eerources Development project which iz required to
place an erpnazis on providing tralning opportunitien to the private
5ector.

4) The educational/training opportunities isherent in the LeR1INars,
conferences and aissions tH which Cape Verdeans wvill be expased under the
project. The emphasis heor will be on private, local rentrepreneurs who
vill be given cccess to trade, “arketing and production techniques which
can be introduced into thr “volving economic setting 1n Cape Verde.,



£t. Proiject [nouts

(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 is5 operational and fully szaffed. Some of these projects can
begin as soon as the Project Agreement is sipgned. It {s expected that
the CIEP will support follov-up work on these projects leading to the
implementation of the most promising activities. The terms of reference
for these 1nitial technical assistance projects and studies are detailed
in Annex 13.

Short-term Technical Assistance:

a. aAssictance to Cape Yerde's Port Authorities to
Support Transsnipment services and General Port Operations.
b. Analysis and seminar on Preferential Avcess to
Export Markets.
c. Reform of fustoms 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 Erport Processing Zone
Regime.

¢, Review of Legislative and Regulatory Environment
for Export Development and Foreign Investment.

d. HMarket Analysis cof Eurcpran and Horth American
Tourizcm Markets.

¢. Secctor Survey ot Offshore nformation
Services/Telvepore.

Brogram Management: To oversee project financing and facilictate the
provision of USAID resources, a Project Admipnistrator will be hireda to
<“ark for USAID in Prala. This persen should be in place as soon as
pussible after the sagning of the Project Apreement.

2, Inputs Provided to und throuph the CILP:

Once the CIEP {5 established, almost all project inputs will be
provided directly to, or channelled througn, the CIEP to GOCV agencies
and privace entreprencurs.  The specific terms of reference for the
short-term technical assistance, training and studles provided by the
project will be determined by CIEP statf to meet the specific needs and
demands ot 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 these positions.)

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

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

fhe senior of the two long-term advisors will also serve is chief ot
Party and counterpart to the Executive Director of the CIEP. In addition
to managenent responsibilities of the project, the Chief of Pa-ty w111l
also be the primary advisor to the Executive Director on the overall
development of and strategic planning for the Center. The resident
long-term technical assistance team will be responsible for developing
terms-of-reference and appropriate expertise for short-term technical
assistance.

—term a sois i

a. Development of promotional strategies.

b. Design, establishment and update of management
information systems (MIS).

c. Design and production of promotionai materials,
including 1nvestor nandbooks and informationa’
brochures.

4, Coordinated policy and project assistance with SOCV
agencics. Long-term advisor on policy/project analysis
would supervise ana manage work. Projects would
include:

-~ follov-up to initial wvork on export projects, EP2s,
teleports, customs reform etc.

~-- additionti assistance to be determined through
discuszions with and request by GOCV apencies. Topics
might include:

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

Ministries of Finance and Commerce, and BCV:

Design and establishment of an investment promotion
campaign with the US5-Cape Verdean community, including
development of an appropriate financial mechanizm to
pool financial investments.



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

Topics to be determined by Center staff based on needs revealed by
discuscions with entreprenecurs ana GOCV officials. Long-term
advisor on policy/project anaiysis will supervise and manage chis
effort.

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

Iraining:

Qut-of-Country:
Trade, rarketing & proauctizn tezhniaves tor CITP seatf, COCV
officials and local entrepreneurs ot the World Trade Center 11 Hew
York City; Overseas site vi2its to expsort and investment promotion
institurions (Mauritiuc, the Demintcon Eeoublic, Singapore, ¢ic.)

In-Country:
Seminars for local entreprenecurs on export marketing, Joint

ventures, export finance and other topics to be developed by the

CIEP ntaff bazed on discussions and requests frem entrepreneurs,

Commodjtics:

Vehicles (3) and spare parts: | sedan ecach in Praia ana
Mindelo, and an additional statien wvagon in fraja. Replacement
vehicles to bLe purchased three years later.

Office turniture tor 8§ rooms: & /2 4n Prata and | /2
in Mindelo.

Computerz: 4 PL's anu sortware with networking and electrical surge
protecticn devices, U omoders,, Vdrok-top publishing system v'th
software tor prorotional zateriale.

Office equiprient and spare farts: " Pax machines,
photocopier ., trlephones st At cnntitiontng ynatsn (%),

Books, ,ublicatiuny, and ocu-ente, . Infoimation g the principal
working tequirecent and the princspal preduco of the Center, §t will
require ecxtennive materialy to verep ableast of carket and techo-
logical developments.  Glven Lape Verde's sid-coean location,

transportation by alr for many of thewe materials 11 Le tequired,



