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EXECUTIVE SUMMARY
Since its independence in 1975, Cabo Verde
has transformed itself from one of the poorest
countries in the World to one of the fastest growing
economies in Africa. Cabo Verde has also shown
significant improvements in human and social
development. As a result of its sound economic
and social performance in recent years, Cabo
Verde has gained the status of Middle-Income
Country in 2008.
The remarkable achievements of Cabo Verde
concerning growth and development outcomes
were built on four pillars: (i) a growth model with
increasing private sector-led development and
strategic State interventions since Independence;
(ii) good governance with low corruption rates; (iii)
prudent, credible macroeconomic management,
including fiscal soundness, a competitive exchange
rate supported by a peg between the national
currency (Cabo Verdean escudo) and the euro,
a simplified tax system, and robust PFM systems
and practices; and (iv) a strategic management
of foreign resources, including remittance inflows
from the Diaspora, generous external assistance,
and Foreign Direct Investment (FDI)—particularly
in tourism.
Over the past four decades, Cabo Verde
established itself as a services-based economy
with a prominent tourism sector. Cabo Verde’s
development model has evolved across time, from
a State-led system based on central planning and
supported mainly by remittances and overseas
development aid (1975-1990); to a private sectorled development model built around tourism and
foreign direct investment (1991-2007). The global
financial crises in 2008-2015 disrupted GDP
growth, which fell from 8.6% in 2007 to -1.2%
in 2009 (which was the first time since 1980
where real GDP posted a negative variation).
The Government sought to stimulate economic
growth via public investment, with debt more than
doubling during this stage, reaching nearly 127%
of GDP by 2015. From 2016 onwards, a new
X

administration in office embarked on an ambitious
growth agenda and budget consolidation
program. The new model was delivering positive
results, boosting economic growth, enhancing
public finances, narrowing budget imbalances,
and stabilizing the public debt, until the COVID-19
pandemic unfolded in 2020.
In March 2020, the COVID-19 pandemic triggered
a global economic and health crisis. Measures
to address the unprecedented health risk and
contain the spread of COVID-19 came at the
expense of dramatic disruptions in production and
trade worldwide. According to the World Bank, the
global economy would be going through the worst
recession since the end of World War II. Global
recession has had a significant impact on the
Cabo Verde economy because of its dependence
on tourism—a major activity subjected to severe
restrictions on international travel and individuals’
mobility.
In response to the emerging health crisis, Cabo
Verde adopted fiscal and monetary stimulus
measures and enhanced social protection and
employability programs to mitigate the impact of
the pandemic. However, these measures were
insufficient due to severity of the shock, which hit
key economic sectors. Real GDP fell by 14.8%
year-on-year in 2020, mainly due to the collapse
of activity in the services sector—particularly
in tourism. On the supply side, the economic
slowdown stems from the impact of travel
restrictions which reduced tourism revenues by
an estimated 73.8% in 2020 compared to 2019
levels, in a sector that accounts for 37.2% of GDP
and 39% of total employment. Disruptions in
global supply chains reduced sales in retail trade
by an estimated 30% in 2020 compared to 2019
levels, with severe consequences as the sector
covers 44% of formal firms and generates 42%
of formal jobs. Spillover effects were also felt in
the agriculture and fisheries supply chains, which
are heavily dependent on the tourism sector.

On the demand side, lower private consumption
and investment amid declining remittances and
foreign direct investment (FDI) dragged growth.
The current-account deficit increased as services
exports collapsed. The acute economic recession
also deteriorated the government´s fiscal position
and reduced revenues, with fiscal deficit reaching
9% of GDP.
Looking forward, the economic and fiscal
performance of Cabo Verde will be largely shaped
by the global recovery in the aftermath of the
COVID-19 pandemic. The African Development
Bank’s 2021 African Economic Outlook (AEO,
2021) envisages a gradual economic recovery of
Cabo Verde’s economy by 4.4% in 2021 and 4.8%
in 2022, underpinned by private consumption
and investment in transport, tourism, energy
and information, communication and technology
sectors, and on the back of improving economic
conditions and global economic recovery. However,
there is great deal of uncertainty surrounding the
pace of global economic recovery. Firstly, new
waves of disease transmission—and strains of
COVID-19 variants—may arise, triggering a new
round of preventive and containment measures.
Secondly, while sizable policy responses to
support the economic recovery—e.g., a large
fiscal stimulus in the United States or a significant
monetary expansion in the Euro Zone—are being
formulated, their effects will take time to manifest.
Thirdly, countries dependent on tourism, like Cabo
Verde, may not see a full recovery until vaccines
and health protocols become widespread—
particularly within countries where visitors often
come from.
Restoring debt sustainability has been a challenge
for Cabe Verde for more than a decade. In
the aftermath of the 2008 crisis, rising public
investment spending and support to SOEs led to
a rapid buildup of public debt. Cabo Verde’s debt
increased from 65% of GDP in 2008 to 128.4%
in 2016. In addition, guarantees were extended
to poorly-managed state-owned enterprises
(SOEs), which represented a significant source
of risk. Between 2016 and 2019, the government
embarked in an ambitious fiscal consolidation
and progress was made in structural reforms to
restructure SOEs, enhance broad-based growth
prospects, and take advantage of concessional
borrowing. As a result, total public debt declined

from 128.4% of GDP in 2016 to 124% of GDP
in 2019. However, the onset of the COVID-19
pandemic has eroded the progress made in
structural reforms. Government revenues declined
by an estimated 23.8%. The fiscal deficit widened
to 10.4% of GDP in 2020 (compared to just 1.8%
of GDP in 2019). Financing needs rose to 10% of
GDP, which combined with an estimated 14.8%
contraction in GDP, contributed to bringing the
ratio of public debt to GDP to 151.3% in 2020.
Prospects of Cabo Verde’s public debt
sustainability will also be conditioned by the
pace of economic recovery in the post-COVID-19
world and the fiscal policy options to be adopted.
This reports assesses the sustainability of public
finances in Cabo Verde in three scenarios: (i)
a baseline outlook for 2021-2025; (ii) a fiscal
adjustment program to restore a sustainable fiscal
and debt path; and (iii) a combination of a fiscal
adjustment program and a reform agenda, also
aimed at restoring sustainability.
The baseline scenario and fiscal adjustment
scenario suggest the sustainability of public debt in
Cabo Verde cannot be restored solely on the back
of economic recovery and an expenditure-based
budget consolidation envisaged for the period
2023-2025. Cabo Verde’s public debt currently
stands at 155% of GDP—an unprecedented
level. Under the economic performance and fiscal
policies envisaged in the baseline scenario and
fiscal adjustment scenario, the projected public
debt will reach 135% and 128% of GDP by
2025, respectively. Hence, the Government debt
is expected to remain elevated all throughout the
medium-term.
The fiscal adjustment plus reforms scenario
indicates restoring the sustainability of public debt
requires both an expenditure-based consolidation
program and a growth-friendly reform agenda.
Cabo Verde can benefit from reforms to enhance
expenditure efficiency and restructure SOEs,
but not much from fiscal multipliers. Cabo
Verde exhibits small fiscal multipliers for public
investment because of the sizable imports
requirements of capital projects—especially in
infrastructure. Under the economic performance
and fiscal policies envisaged in the fiscal
adjustment plus reforms scenario, the projected
public debt will reach 120% of GDP by 2025.
XI

While this would be a remarkable achievement,
the level of Government debt is still elevated.
Sustainability gap analysis indicates that
achieving a debt target of 100% of GDP by 2025
requires a fiscal adjustment of 9 p.p. of GDP per
year, on average, between 2022 and 2025—
relative to the baseline scenario’s fiscal path. The
baseline scenario projects an average annual
primary surplus (i.e., excluding interests) of about
1% of GDP during the period 2022-2025, which
helps to reduce the public debt from 155% of
GDP in 2021 to 135% by 2025. Considering the
same economic performance and below-theline support to SOEs assumed in the baseline
scenario, if the Government intends to reduce
the public debt to 100% of GDP by 2025, it must
run an average annual primary surplus of 10% of
GDP in the period 2022-2025. Thus, the required
fiscal adjustment to achieve the debt target is 9
p.p. of GDP per year between 2022 and 2025—or
a cumulative 36 p.p. of GDP in those four years.
The required fiscal adjustment to achieve the
debt target is significant and thus reinforces
the case for pursuing comprehensive budget
consolidation, SOE reforms, and debt reprofiling.
Never has Cabo Verde achieve a primary surplus
comparable to the level required to reduce public
debt to 100% of GDP in the medium term, and
therefore it appears unlikely to be achievable
in the aftermath of the COVID-19 pandemic.
Even more so when considering political and
social constraints on such a sizable budget
consolidation. Other measures should then
accompany a (feasible) fiscal adjustment program
in order to ensure a sustainable path for the public
debt—including comprehensive SOE reforms and
debt reprofiling.
In the debt-service suspension scenario, the
postponement of debt-service payments narrows
the financing needs facing the Government, but it
does not reduce the debt stock because unpaid
interests are capitalized and amortizations
are just rescheduled. Annual gross borrowing
requirements would be 9.4% of GDP on average
in 2021-2025 under the debt-service suspension
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scenario, compared to 13.1% in the baseline
scenario; thus, the Government will have to meet
much lower financing needs in the next few years.
The public debt will decrease to 120% of GDP by
2025—i.e., a level similar to that expected under
the fiscal adjustment plus reforms scenario—
thus achieving a sustainable path, although not
reaching the target of 100% of GDP. As debtservice obligations are postponed—as opposed to
written off—there are no additional fiscal savings
that can bring the public debt down.
Overall, Cabo Verde is expected to maintain a high
level of public debt and large gross borrowing
requirements in the medium-term, and hence
a conditionality-based concessional financing
package that includes a partial debt relief can help
address both the debt burden and the borrowing
needs. Cabo Verde’s public debt—currently at
155% of GDP—cannot be reduced below 100%
of GDP by 2025, even in the back of a tight
(expenditure-based) fiscal adjustment, reforms
to SOEs, PFM, and PIM, and a strong growth
performance in the medium term. Besides the
above mentioned four scenarios, the report also
analyzes a fifth scenario envisaging a stronger
debt-relief option, which is broadly aligned with
the G20 Common Framework proposed back in
November 2020 as well as with the experience
with HIPC Initiative and MDRI in the early
2000s. This debt-write off scenario formulates
a conditionality-based financing package that
includes (i) additional concessional funding for
public investment, (ii) a partial relief of multilateral
debt—whereby (selected) debt-service obligations
are written off—and (iii) strict fiscal-adjustment
measures and targets. While this debt-relief
option may go a long way to help Cabo Verde to
restore a sustainable fiscal and debt path, it must
be admitted that multilateral and other official
creditors may not be able to grant Cabo Verde
with debt forgiveness (write off). Still, the debtservice suspension scenario suggests the public
debt will be placed on a sustainable, decreasing
path. And the debt target of 100% of GDP will
eventually be reached—although not in 2025 but
a few years later.
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CHAPTER 1 - INTRODUCTION
Cabo Verde, as a tourist-dependent economy, has
been hit hard by the COVID-19 shock. Since the
report of the first case on March 19, 2020, the
government declared the State of Emergency, for
the first time on March 29th, 2020, including border
closures to contain the spread of the pandemic. As
at 24th May 2021, 29,334 cases were confirmed,
26,842 recovered and 256 resulted in deaths.
The pandemic has shown signs of deceleration
in March 2021 as total active cases stood at 553
compared to a peak of 1,140 cases in October 18,
2020. However, since April 2021, there has been
a surge in total active cases which reached 2,236
by 24th May 2021, in part explained by the gradual
lifting of the COVID-19 restriction measures and
compounded by increased social interaction
during the legislative elections campaign in April
2021. Long-term prospects for economic recovery
from the COVID-19 remain subdued amid the
uncertainty regarding the availability of vaccines
The authorities have strengthened the health
care system as it grapples with shortages in key
medical staff, equipment, and consumables for
laboratories, and as the geographic fragmentation
stresses capacity constraints. The government
also activated the National Emergency Fund
(US$10 million) to finance prevention and
response actions within the scope of national
health system and civil protection. The COVID-19
related expenditures in the health, education and
social protection areas stood at 2.1% of GDP by
end-2020 well above the initial prevision of 1.2%
of GDP at the onset of the pandemic. In terms of
human resources, a total of 235 health workers
were hired directly by the public sector and with
financial support from international partners.
Social protection measures include support to
informal sector workers and the population with
no income, as well as the elderly. The increase
in healthcare and social expenditure has been
partially compensated by reprioritizing capital
spending and containing non-essential current
spending.
Cabo Verde’s implementation of the Policy
Coordination Instrument (PCI) approved by the

IMF in July 15, 2019 has helped support the
authorities’ medium-term objectives for fiscal
and debt sustainability as well as broader reform
agenda under the Strategic Plan for Sustainable
Development (PEDS, 2017-2021). The reforms
delivered a strong performance before the onset
of the COVID-19 pandemic, as reflected by:
increasing GDP growth from 3.7% in 2017 to
5.7% in 2019, low inflation (averaging 1% over
2017-2019), improved fiscal performance (e.g.
overall fiscal deficit declined from 3% of GDP in
2017 to 1.8% of GDP in 2019) and the external
position (e.g. the current account balance moved
from a 7.8% of GDP deficit to a surplus of 0.3% of
GDP in 2019), and public debt also declined from
128.4% of GDP in 2016 to 124% of GDP in 2019.
The COVID-19 pandemic has eroded the recent
progress made in economic growth and fiscal
consolidation in Cabo Verde. According to
the AfDB’s African Economic Outlook, 2021,
Cabo Verde’s GDP contracted by 14.8% in
2020, weighed by containment measures and
disruptions in global and regional supply chains
due to the COVID-19 pandemic. The contraction in
real output wiped out the 5.7% growth recorded
in 2019, which was driven by construction, retail
trade, transport, and tourism. The fiscal deficit
widened to 10.4% of GDP in 2020 up from
1.8% of GDP in 2019, due to revenue shortfalls.
Government approved a budget review in June
2020 to adjust the fiscal framework to the new
scenario characterized by the sharp decline in
total revenues (25% in 2020 and compared to
pre-COVID-19 levels) and consider the outlays
related to COVID-19. The sharp decline in tourism
revenues by 69% year-on-year was partially
offset by a slight growth in remittances’ by 4.5%
yet insufficient to prevent the deterioration of the
current account deficit to 15.6% of GDP in 2020.
This reversed a surplus of 0.3% of GDP recorded
in 2019.
The overall objective of this report is to update
the Cabo Verdean government, development
partners, the private sector, and civil society
organizations on: (1) the economic impacts of the
1

COVID-19 pandemic; (2) its implications for Cabo
Verde’s debt sustainability; and (3) alternative
policy options to assist the country in bringing
public debt into a downward and sustainable path
in the post-COVID-19 world. This report describes
key transmission mechanisms of the COVID-19
pandemic into the Cabo Verdean economy
notably through: foreign direct investment and
remittances, commodity prices, travel and tourism
industry, monetary policy and financial sector, and
the socioeconomic impacts on gender, health,
poverty and unemployment. The report also
aims to contribute to the country dialogue by
assisting the authorities in identifying structural
reforms needed to enable the country ensure debt
sustainability in the post-COVID-19 world.
The report builds on recent analytical work1 and
evidence from assessments undertaken on Cabo
Verde by the AfDB and other multilaterals. This
report’s emphasis is unique though with a focus
on assessing the macroeconomic impacts of
the COVID-19 pandemic on debt sustainability.
Prospects for Cabo Verde’s public debt sustainability
are assessed in three scenarios, under different
assumptions concerning economic performance
and fiscal policy as follows: (i) a baseline outlook
for 2021-2025; (ii) a fiscal adjustment program
to restore a sustainable fiscal and debt path;
and (iii) a combination of a fiscal adjustment
program and a reform agenda, also aimed at
restoring sustainability. The baseline scenario
and fiscal adjustment scenario are predicated on
identical prospects for economic recovery in the
aftermath of the COVID-19 pandemic—which are

conservative in comparison to those envisaged
in the IMF’s Second Review Under the PCI (IMF
Country Report No. 20/297, November 2020)
and Third Review Under the PCI (IMF Country
Report No. 21/71, April 2021). On the contrary, the
fiscal adjustment plus reforms scenario assumes
a stronger growth performance in the mediumterm—which is slightly more optimistic than the
growth projections in the IMF’s PCI Reviews.
The three scenarios differ in terms on the fiscal
policy pursued by the Cabo Verdean Government:
While the baseline scenario essentially considers
the phasing out of emergency measures taken
in 2020 to cope with the pandemic, the fiscal
adjustment scenario and the fiscal adjustment plus
reforms scenario contemplate a tighter budget
consolidation that gravitates around measures to
reduce (or slowdown) public expenditure.
The rest of the report is structured as follows:
after the introduction, Chapter 2 provides an
overview of Cabo Verde’s economic, human,
and social development. Chapter 3 addresses
the macroeconomic impacts of COVID-19 in the
Cabo Verdean economy. Chapter 4 assesses
the COVID-19 shock and implications on debt
sustainability. Chapter 5 assesses alternative
policy options for rethinking debt financing for
achieving the SDG agenda by 2030 and Chapter
6 provides policy recommendations on the basis
of the above analysis.
In the last four decades, Cabo Verde has
transformed itself from one of the poorest
countries in the World to one of the fastest growing

1 Note that this analysis does not aim to be comprehensive, given space and time limitations, and instead focuses on the most salient trends and features of Cabo Verde’s economy.
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CHAPTER 2 - CABO VERDE’S
ECONOMIC, HUMAN, AND
SOCIAL DEVELOPMENT
economies in Africa. As a result of its sound
economic and social performance in recent years,
Cabo Verde has gained the status of MiddleIncome Country (MIC).2
Cabo Verde has also shown significant improvements
in human and social development. Cabo Verde is
among the highest ranked countries in Africa in
terms of the Human Development Index (HDI) of the
United Nations Development Programme (UNDP).
In 2018, the HDI was 0.651, positioning Cabo
Verde in the 126th position out of 189 countries.
Cabo Verde has been labelled a fast achiever of
the Millennium Development Goals (MDGs) and
continues progressing towards the realization of the
Sustainable Development Goals (SDGs).
The remarkable achievements of Cabo Verde
concerning growth and development outcomes

were built on four pillars: (i) a growth model with
increasing private sector-led development and
strategic State interventions since Independence;
(ii) good governance with low corruption rates; (iii)
prudent, credible macroeconomic management,
including fiscal soundness, a competitive exchange
rate supported by a peg between the national
currency (Cabo Verdean escudo) and the euro,
a simplified tax system, and robust PFM systems
and practices; and (iv) a strategic management
of foreign resources, including remittance inflows
from the Diaspora, generous external assistance,
and Foreign Direct Investment (FDI)—particularly
in tourism. The remainder of Chapter 2 elaborates
on these four pillars.
Cabo Verde has built a robust services-based
economy with an adaptive development model.
Over the past four decades, Cabo Verde

2 It now belongs to the sub-category of Low-Middle Income Countries.

2.1. SUSTAINED AND STEADY GROWTH FOR FOUR DECADES
(1980-2019)
2.1.1. ECONOMIC DEVELOPMENT AND GROWTH
established itself as a services-based economy
with a prominent tourism sector. It also built a
small industrial sector concentrated on processing
fish and tuna, and manufacturing clothing and
footwear. While no dramatic structural change
occurred since Independence, the Cabo Verde’s
FIGURE 1

development model has evolved across time,
navigating through four main phases (Figure 1 and
Figure 2).
Phase One: State-led Development After
Independence (from 1975 to early 1990s)

Main Phases of Cabo Verde’s Development Model.
Global Financial
Crisis
- GDP Growth &
FDI Slowdown
- Public Investment
- Debt Accumulation

State-led
Development
- Central Planning
- Growth Policies
- ODA & Remittances

1975-1990

1991-2007

Private Sector-led
Development
- Privatisation
- Liberalisation & FDI
- Tourism & Services
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Source: Elaborated by the Author.
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Since Independence in 1975 to 1990, development
was based on central planning. State intervention
was used to mobilize resources and regulate
markets. The economic policy framework
emphasized a prudent fiscal management,
relatively low inflation, and stable monetary and
exchange rate policies. Average annual growth of
Gross Domestic Product (GDP) was 5.2% in real
terms during the period 1982-1990 (Figure 2).
While the development model was based on
central planning, private enterprise flourished
alongside state-owned enterprises. Privatesector, market-oriented activity prevailed in
sectors like agriculture, retail commerce, and
small-scale manufacturing. Taking advantage of
cheap labour, productive activities targeted import
substitution of consumer and food products, and
basic industrial goods like clothing and footwear.
Official Development Assistance (ODA) and
remittances from Diaspora were key sources of
external financing and foreign exchange to foster
economic growth. Between 1980 and 1990, the
annual net ODA averaged 39.5% of GDP, reaching
a maximum of 54.5% in 1986.3 In the same period,
the annual remittances averaged 10% of GDP,
with a maximum of 24.9% of GDP in 1980.4 ODA
and remittances permitted the Government to
finance large fiscal and external deficits—mostly
resulting from major infrastructure investments
undertaken by the public sector, with significant
requirements of imported capital goods.
Growing macroeconomic imbalances emerged
3 Source: African Development Bank. See section 2.4 for more information.
4 Source: Central Bank of Cabo Verde.

during the second half of the 1980s. Fiscal deficits
were increasingly financed with domestic credit
created by the Central Bank, which ultimately
boosted inflation. External deficits, in turn, grew
relative to the flows of ODA, remittances, and
emigrants’ savings deposits—a major vehicle for
private capital inflows. In addition, many StateOwned Enterprises (SOEs) exhibited significant
losses and inefficiencies, thus becoming a
fiscal drain. Hence, the Government started
implementing a number of structural reforms in
1988, and in the early 1990s eventually transitioned
to a private sector-led development model.
Phase Two: Promoting Private Sector-led
Development and Building a Tourism-Based
Economy (from the early 1990s to 2007)
Between 1990 to 2007, Cabo Verde gradually
shifted to a development model led by the private
sector. Economic reforms adopted aimed at
restoring macroeconomic stability, privatizing
SOEs, liberalizing trade and finance, and promoting
export-oriented activities (notably, tourism) as
engines of economic growth. The adoption of a
peg between the national currency (Cabo Verdean
escudo) and the euro contributed to stabilize the
macroeconomy and facilitate foreign trade and
finance.
Cabo Verde’s business environment benefited
from successful policies to attract Foreign Direct
Investment (FDI). Privatization of various SOEs
(in sectors such as telecommunications, water,
energy, and banking) and a broad opening-up to
5

the private sector, led to a renewed growth path
with an outward orientation. Average annual
growth of GDP was 6.8% in real terms during the
period 1991-2007 (Figure 2.2). More impressively,
the GDP per capita increased steadily and more
than trebled, growing from US$ 1,759 in 1991 to
US$ 5,437 in 2007.
Dependency on ODA and remittances decreased
as new sources of external financing and foreign
exchange emerged. A structural transition reduced
the dependency on ODA and remittances. Private
capital inflows (now including significant FDI) and
services exports (especially tourism) gradually
became the major sources of external financing
and foreign exchange for Cabo Verde. Thus, while
ODA decreased from 31% of GDP in 1991 to
just 10% in 2007, the FDI inflows increased from
0.54% of GDP to 12.6% in the same period. This
inflow was crucial for what would become a key
driver of Cabo Verde´s economy: tourism.
Tourism emerged as the dominant services sector,
generating income, export receipts, fiscal revenue,
and jobs. Tourism—mainly targeting travelers from
the US and Europe—became a fundamental pillar
of Cabo Verde. Hotel services, finance, transport,
and telecommunications grew rapidly, exhibiting
growth rates between 200% and 300% during
the second half of the 1990s (AfDB, 2012a). In
contrast, secondary-sector activities (mainly basic
manufacturing) preserved their participation in
nominal GDP, and primary-sector activities (mainly
agriculture) diminished theirs to around 10%.
An efficiency-driven economic model financed by
FDI inflows in the tourism sector and remittances
proved to be successful.5 Abandoning the
interventionist model in the early 1900s proved to
be a right path of reforms, with sizable payoffs in
terms of growth and development. However, in an
adverse turn of events, the 2008 global financial
crisis and its aftermath would temporarily reignite
the role of the State in stimulating the domestic
economy.
Phase Three: Navigating Through the Global Financial
Crisis and its Aftermath (from 2008 to 2015)
The global financial crisis in 2008 disrupted the
pillars of the preceding phase of development.
The crisis and its aftermath largely disrupted
6

Cabo Verde’s economic and fiscal performance.
GDP growth and FDI flows slowed down to a large
extent—putting the country at risk of falling into a
middle-income trap. The Government responded
to these adverse conditions by pursuing
countercyclical fiscal policies and scaling up
public investment, including infrastructure projects
funded with foreign loans. Fiscal deficits and
financial support to SOEs then fueled a significant
accumulation of public debt.
Economic growth and FDI severely deteriorated in
2008-2015. Economic growth largely decelerated
between the 2008 global financial crisis and the
2015 Eurozone debt crisis. GDP growth fell from
8.6% in 2007 to -1.2% in 2009 (which was the
first time since 1980 where real GDP posted a
negative variation), and next bounced back to
3.9% in 2011—still underperforming relative to
the to the earlier years. FDI inflows became both
smaller and more volatile relative to the earlier
years. Annual inflows declined from US$ 210
million in 2008 to US$ 102 million in 2011, next
returned to US$ 186 million in 2014, but fell to US$
96 million in 2015.6
The Government sought to stimulate the economy
in the aftermath of the global financial crisis
as well as to address infrastructure deficits.
Strategically, the Government sought to stimulate
economic growth and to take advantage of
the remaining opportunities for accessing
concessional financing—which were expected
to phase out in view of Cabo Verde’s graduation
as a middle-income economy. Thus, public
investment, predominantly externally-financed,
grew sharply in the years immediately following
the global financial crisis. On average, annual
capital expenses reached 11% of GDP in 20082013, significantly exceeding the levels observed
since the early 1990s, and peaked at 15% of
GDP in 2010. Economic growth did not respond
immediately, and thus raised concerns about the
quality of investment projects being undertaken
(Figure 2).
Public debt funded active fiscal policies, including
public investment projects and support to
SOEs. Cabo Verde’s fiscal position deteriorated
from a nearly balanced budget in 2008 to an
unprecedented budget deficit of 11.3% of GDP
by 2012 (Figure 3), reflecting the impact of

5 FDI and remittances still play an important role in Cabo Verde. In 2018, FDI represented one-fifth of total investment, and about 73% was absorbed by the tourism sector;
remittances amounted to 10% of GDP.
6 Source: World Bank. See section 2.4 for more information.

expansionary fiscal policy and large infrastructure
projects. Most of these investments were financed
through a mix of concessional loans from
bilateral and multilateral lenders, and Treasury
bonds absorbed by local commercial banks and
other investors. Notably, the Government debt
more than double during this stage, climbing
from nearly 65% of GDP at end-2007 to 127%
FIGURE 3

of GDP at end-2015 (Figure 4). In view of this
significant accumulation of financial liabilities, the
sustainability of borrowings and public debt also
raised concerns.
Phase Four: Resuming Growth and Consolidating
Public Finances (from 2016 to 2019)

Cabo Verde’s Fiscal Balance (% of GDP, with and without Subsidies).
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Cabo Verde’s Public Debt.
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A new development model focused on reigniting
growth and restoring fiscal sustainability. With
a new administration taking office in 2016,
Cabo Verde embarked on an ambitious growth
agenda and budget consolidation programme.
Fiscal reforms and measures introduced
aimed at rationalizing public spending while
mobilizing revenue via improved legislation and
administration.
The Government’s policy was intended inspire
growth-friendly
fiscal
consolidation.
The
Government sought to consolidate public
finances, on the one hand, and on the other,
secure macroeconomic stabilization to mitigate
the potentially contractionary effects on economic
activity, income, and employment, to be expected
from austerity measures. Notably, improved
external economic conditions, higher tourist
arrivals, and reforms encouraging private-sector
investment, attenuated the costs of such a tradeoff. Thus, despite rising taxes and declining public
investment, the economy expanded at an average
annual rate of 4.7% in 2016-2019, compared
to an average growth of only 1.4% in 20122015. Government expenditure—an important
component of aggregate demand that often
represents nearly a third of the nominal GDP—
was fairly stable in nominal terms, and thus may
have prevented the fiscal policy from exerting
deleterious pro-cyclical effects in the short-run.
Fiscal consolidation efforts helped to boost
economic growth, enhance public finances,
narrow budget imbalances, and stabilize the
public debt. Driven by private consumption
and investment, GDP growth averaged 4.7%

since 2016—a relatively high figure compared to
the earlier years. Budget consolidation efforts
enhanced public finances and helped restore
fiscal sustainability—although at a high level of
debt. Revenue mobilization measures increased
tax collection, which raised to an annual average
of 20.9% of GDP in 2016-2019 from an average
of 19.1% of GDP in 2008-2015. On the other
hand, public expenditure was rationalized down
to an annual average of 30.8% of GDP in 20162019 from an average of 33.5% of GDP in 20082015. As a consequence, the budget imbalances
were brought back to sustainable levels: The
annual average fiscal deficit was just 2.6% of
GDP in 2016-2019, compared to 7.2% of GDP
in 2008-2015. Support to SOEs could not be
adjusted significantly, though, and thus continued
unabated at an annual average of 2.4% of GDP in
both periods. Public debt was stabilized at about
126% of GDP.
The
new
economic
development
model
successfully delivered upon its expected
outcomes in terms of economic growth and fiscal
consolidation—until the COVID-19 pandemic
unfolded. Since 2020, after four year of successful
transition towards a new development model,
Cabo Verde has faced the economic and health
crises caused by the COVID-19 pandemic and
its global ramifications. The economic and fiscal
performance during this dramatic episode is the
subject of Chapter 3.

Cabo Verde benefitted from significant productivity
gains, although the Total Factor Productivity (TFP)
is on a declining trend. A decomposition of GDP

2.1.2. A FOCUS ON SOURCES OF GROWTH AND
THE ROLE OF AGRICULTURE

8

growth into three sources—labour, capital, and
TFP—helps identify contribution of productive
factors to overall output growth performance over
the last four decades (Figure 5).7

significant investments in education and
infrastructure. Since 2008, labour productivity
growth declined to an average of 0.7%, reflecting
inefficiencies in skills training.

Labour has made limited but steady contributions
to economic growth. Labour productivity growth
oscillated between 0.7% in 1983-1997 to 1% in
1998-2007, i.e., all throughout the first two stages
of development when the country undertook

On the other hand, capital stock has made
significant contributions to economic growth.
Cabo Verde’s investments built a robust capital
stock, with remarkable contributions to economic
growth since the early 1980. Just a few occasions

7 The framework used to estimate the TFP is based on the neoclassical production function of Solow (1956).

exhibited negative contributions: (i) in 1987-1988,
when the prevailing centralized planning model
proved unable to promote technological upgrade;
(ii) in the aftermath of severe droughts experienced
in 2000 and 2002; and (iii) in the years 2012-2014
following the global financial crisis.
TFP made sizable, albeit volatile, contributions
to economic growth. Contributions of TFP
were sizable and volatile. In particular, negative
contributions characterized the stage of central
planning (1980-1987) because of slow progress
on trade reforms, openness, and competition.
More recently, negative contributions resulted
either from excessive physical investments in
2008-2015, or limited availability of resources for
investing in technological innovation during the
budget consolidation in 2016-2019.
Agriculture played an important role in Cabo
Verde’s growth only during the first phase of
economic development. Over the period 19841988, agriculture constituted an important sector
of economic activity, contributing to generating

output, income, jobs, and foreign exchange.
Significant investments have been undertaken in
subsistence farming and agriculture-enhancing
productivity (e.g., construction of dams and
irrigation systems for an efficient water harvesting
and management, which proved essential in
view of dramatic droughts). Nonetheless, the
agriculture sector has gradually reduced its
contribution to GDP, and it remained rather
volatile due to overreliance on erratic rainfall and
limited use of mechanization and technological
innovation. While agriculture’s contribution to GDP
was about 25% in 1980, it declined to less than
10% in 2019 (Figure 6).8 Still, agriculture employs
nearly 25% of the working-age population and is
essential to fight poverty, ensure food security, and
promote green growth.9 The African Development
Bank (AfDB) has therefore prioritized the support
to economic diversification through enhanced
agriculture value chains in its Country Strategy
Paper 2019-2024 (AfDB, 2019).
Cabo Verde’s human and social development has
been as impressive as its economic prosperity.
Cabo Verde grew up from a poor economy to

8 Peer countries have also shown a decline in the contribution to GDP, with the exception of Guinea Bissau that saw an increase from 42% in 1980 to almost 48% in 2020.
9 The AfDB has therefore prioritised the support to economic diversification through enhanced agriculture value chains in its Country Strategy Paper 2019-2024 (AfDB, 2019).
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FIGURE 6

Agriculture and Value Added in Selected Countries (% of GDP).
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2.1.3. HUMAN AND SOCIAL DEVELOPMENT
a lead position in Africa in terms of human and
social development. Between 2000 and 2018,
Cabo Verde’s HDI increased from 0.564 to
0.651. Currently, the country is classified as in
the medium human development and enjoys the
position 126th out of 189 countries. It is among the
30 best-performing countries in achievement of
the Millennium Development Goals and continues
to make progress towards the realization of the
SDGs (Table 1).
Cabo Verde managed to alleviate poverty to a
large extent, although there is room for further
improvements. On the back of sustained economic
growth and active social policies, Cabo Verde
largely reduced the proportion of population
living in poverty. Poverty rates calculated using
the national poverty line declined from 58%
in 2001 to 30.1% in 2019, while poverty rates
calculated with the international poverty line
fell from 16% in 2001 to just 3% in 2015 (UN,
June 2020). In terms of inequality, between 2001
and 2015, the Gini coefficient dropped from
52.5 to 42.2. However, significant inequalities
still persist in relation to access to basic
services and employment opportunities, which
disproportionately affect young people and rural
population. Similarly, other social conditions can
be further enhanced—e.g., access to sanitation
has been expanded considerably while the
10

prevalence of undernourishment increased from
14.6% in 2001 to 17.9% in 2017.
Unemployment remains a challenge for Cabo
Verde, particularly among the youth. The share of
youth not in education, employment, or training,
was at 22.9% in 2019, and youth unemployment
was at 24.9% in 2019, placing a high percentage
of the youth at high risk of social exclusion. The
ratio of employment has remained stable since
2000, at about 53%, with the percentage of
women increasing by almost 8% between 2000
and 2019, and the proportion of male employment
decreasing by almost 10% to 58.8%.
Cabo Verde adopted a policy of universal education
after Independence and has reaped significant
benefits from investing in human capital since
then. Under the MDGs, Cabo Verde succeeded in
achieving primary-school enrolment rates around
100%. In addition, secondary-school enrolment
rates jumped from 21.7% in 1990 to 88.1% in
2018.
A wide range of important gender issues has
been addressed over the years. In Cabo Verde,
indicators related to human development—
including maternal health, fertility, and girls’
access to primary and secondary education—are
among the highest in Africa. Of course, there

is still room for improvement: e.g., adolescent
fertility dropped about 23% between 2000 and
2017 but it remains high at 73.7%. Women gained
significant roles in Cabo Verdean society: e.g., The
proportion of seats held by women in the National
TABLE 1

Parliament more than doubled from 11.1% in 2000
to 25% in 2020.
Cabo Verde established a robust set of effective
institutions and governance practices. In the
early years after Independence, Cabo Verde was

Cabo Verde: Realizing the SDGs.

Poverty (SDG1), Nutrition (SDG2) and Sanitation (SDG6)

2001

2007

2015

2017

Proportion of population below international poverty line (%) Goal 1/Target 1.1.1

16.0

8.0

3.0

..

Prevalence of undernourishment (%) Goal 2/Target 2.1.1

14.6

12.4

17.6

17.9

Proportion of population using basic sanitation services. SDG 6/ Target 6.2.1

42.2

54.8

70.4

73.8

2000

2005

2010

2017

118

86

70

58

..

61.3

..

..

Mortality rate, under-5 (per 1,000 live births) Target 3.2.1

38.1

28.1

26.3

16.8

Adolescent fertility rate (births per 1,000 women ages 15-19) Target 3.7.1

96.5

90.6

82.6

73.7

Quality Education (SDG4)

1990

2000

2010

2018

Gross intake ratio to the last grade of primary, both sexes (%) Target 4.1.3

60.23

105.9

101.1

87.29

13.4

..

72.7

68.2

1990

2010

2015

2019

23

10.6

31.3

11.3

Unemployment, male (% of male labor force) (national estimate) Target 8.5.2

23.2

..

31

10.6

Unemployment, female (% of female labor force) (national estimate) Target 8.5.2

22.5

..

31.6

12

13,519

17,500

16,941

18,883

..

..

..

27.9

Good Health and Wellbeing (SDG3)
Maternal mortality ratio (model estimate, per 100,000 live births) Target 3.1.1
Contraceptive prevalence, any methods (% of women ages 15-49) Target 3.7.1

Gross intake ratio to the last grade of secondary, both sexes (%) Target 4.1.3

Decent work and Economic Growth (SDG8)
Unemployment, total (% of total labor force) (national estimate) Target 8.5.2

GDP per person employed (constant 2017 PPP $) Target 8.2.1
Share of youth not in education, employment or training, total (% of youth) Target 8.6.1

Sources: World Development Indicators, UNESCO, World Bank and African Development Bank.

2.2. GOOD GOVERNANCE AND QUALITY OF INSTITUTIONS
structurally unable to achieve self-sufficiency
in food production and its export potential was
limited. As a result, the country was heavily
dependent on donor support and remittances
for its survival. In a bid to maintain preferential

donor treatment, Cabo Verde became a
champion reformer seeking to establish a robust
set of institutions and adopt good governance
practices. An effective functioning of Executive
and Legislative branches, an independent
11

judiciary, and an autonomous Central Bank, were
fundamental pillars underpinning policies aimed at
economic, human, and social development (AfDB,
2012a). In view of such experience, citizens in
Cabo Verde were among the first among African
countries to recognize that good governance is a
valuable commodity (Baker, 2009).
Cabo Verde is a stable democracy with free and
fair elections at the national and local levels, and
with periodic transfers of power between rival
parties. Since the first open elections in 1991,
Cabo Verde has gone through three peaceful
government transitions. It has consistently ranked
as free by the Freedom House’s Freedom of the
World Report, which measures both political rights
and civil liberties, and achieved scores of 90/100
(or higher) between 2017 and 2020. Notably,
in October 2020 and despite of the COVID-19
pandemic, the country held elections for municipal
authorities.
Cabo Verde values accountability and is relatively
corruption-free. The country ranks very well in
Transparency International’s Perception Corruption
Index,
even
outperforming
middle-income
countries (Figure 7). Political accountability and
anti-corruption are strongly upheld. For instance,
there is no law providing immunity from prosecution
to top ranking officials (political appointees or civil
servants); top government officials are required to
disclose income and assets; suspected corruption
FIGURE 7

Cabo Verde pursues good governance practices.
Cabo Verde consistently outperforms other
African countries with respect to key dimensions
of governance. For instance, over the last
decade or so, it has ranked second in the Overall
Governance indicator of the Ibrahim Index of
African Governance—only behind Mauritius—
and exceeded the benchmarks of key World
Governance Indicators (WGI) for lower-middleincome countries (Figure 8).
Further progress can be made concerning
improving the effectiveness of government.
In contrast to the overall good governance
characterizing Cabo Verde, the country still
underperforms in specific World Governance
Indicators (WGI). In particular, the government
effectiveness remains subpar in relation to
the country’s weak capacity for designing
and implementing reforms, including policies
and regulations for promoting private-sector
development. In recent years, the government
has adopted several measures to accelerate the
country’s competitiveness and create a more
enabling environment for the domestic private
sector (World Bank, 2018).
Cabo Verde has relied on a policy of monetary and
exchange-rate stability to gain macroeconomic
stability and credibility and integrate to the

Transparency International Perception Corruption Index.

Source: Transparency International.
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is closely scrutinized; rules on conflict of interest
are observed and enforced.

Ibrahim Index of African Governance - Overall Governance (%).
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2.3. STRONG MACROECONOMIC MANAGEMENT
AND FISCAL DISCIPLINE
global trade and finance. Since 1998, the Cabo
Verdean escudo has been convertible at a fixed
rate, initially to the Portuguese escudo, and later
on to the euro in 2000. The fixed exchange rate
regime contributes to macroeconomic stability
and strengthened the credibility of the country
vis-à-vis European investors—a major source
of FDI flows. In addition, a positive interest-rate
differential between the Eurozone and Cabo Verde
has incentivized emigrants’ savings deposits and
remittances, and thus the Diaspora provides
substantial external financing and foreign
exchange. Together, these policies have improved
the stability of the macroeconomic environment
(AfDB, 2012a).
Fiscal policy is flexibly adapted to the prevailing
economic circumstances, striking a balance
between countercyclicality and sustainability
over the years. In view of the constrains on the
Central Bank’s monetary policy resulting from
the fixed exchange rate regime, Cabo Verde
has largely relied on fiscal policy as a pillar for
macroeconomic management, including providing
support to the domestic economy all throughout
its growth and development experience. In
retrospect, the approach to fiscal policy proved to
be pragmatic and adapted to changing conditions
and priorities. Thus, an expansionary, countercyclical fiscal stance was adopted in the aftermath

of the global financial crisis (2008-2015) in
order to stimulate growth and mitigate negative
effects on output, income, and jobs; and later on,
a budget adjustment was pursued to restore a
sustainable fiscal path and slowdown the pace of
debt accumulation (2016-2019). When conditions
and priorities changed, so did the fiscal policies
pursue by the country.
As fiscal policy plays a pivotal role in Cabo Verde’s
macroeconomic management, the reforms to the
tax system, the Public Financial Management
(PFM) system, and the SOE sector became
essential. Since the late 1990s, and more visibly
in recent years, important reform initiatives aimed
at strengthening the tax revenue available to the
Government, establishing a robust PFM system for
administering public resources, and modernizing
the SOE sector.
Tax reforms built up a robust source of revenue
for conducting fiscal policy and deliver essential
public services. Reforms have been an important
ingredient in the Cabo Verdean success story
since the late 1990s. Traditionally, tax legislation
aimed at supporting economic development
through the provision of tax incentives for private
investment (e.g., granting exemptions and
special tax regimes to tourism operators). Over
time, however, resource mobilization efforts and
13

improvements in tax-collection capacity helped to
boost the revenues available to the Government
to run fiscal policy. Thus, tax revenues increased
from about 18.5% of GDP in 2000 to an annual
average of 20.9% of GDP in 2016-2019. Tax
reforms eventually placed Cabo Verde ahead of its
FIGURE 9

West Africa peers in terms of tax revenue-to-GDP
ratios, including big economies like Senegal and
Nigeria (Figure 9).
In the last few years, the Government adopted
various measures to boost revenues and reduce
tax expenditures. Major initiatives included the

Tax Revenue (% of GDP, 2019).

Source: AfDB Statistics Department.

harmonization of Value-Added Tax (VAT) rates
at 15% across all sectors; an increase in excise
tax rates for tobacco and selected categories of
alcohol; the introduction of new taxes on tourism
and ecological-related activities; the utilization of
electronic tax filing (e-taxation); the simplification
of tax payment procedures for Small and Medium
Enterprises (SMEs); and setting limitations on the
fiscal and customs benefits granted to financial
institutions. Other measures under consideration
aim to streamline tax expenditures while
strengthening the tax and customs agencies to
improve fiscal efficiency and fight tax evasion and
fraud.
Institutional reforms set an effective Public
Financial Management (PFM) system for running
budgetary, planning, and financial activities.
PFM systems in Cabo Verde also contributed
to budgeting, planning, and financial activities
undertaken by the Government. Since 2016,
significant progress was made with respect to
budgeting practices, including expanding the
comprehensiveness of on-budget agencies and
operations, adopting policy-based budgeting
and internal controls, and using modern and
transparent accounting and reporting principles.
14

Institutional modernization of the public sector has
been supported by technology to enhance PFM
(e.g., adopting Financial Management Information
Systems (FMIS)) (World Bank, 2020). Overall,
the gradual reforms to budgetary, planning, and
financial activities are consistent with the principles
of accountability, fight-against-corruption, and
good governance highlighted earlier in Chapter 2.
Reforms to SOE sector characterized the second
phase of economic development in Cabo Verde,
resulting in a mix of private and public companies.
Privatization of SOEs in the 1990s targeted
public companies engaged in productive sectors
which were deemed ready for embracing market
principles and for-profit incentives, like agriculture
and manufacturing. While this process opened a
window of opportunity consistent with an evolving
model meant to support private sector-led
development, a large number of SOEs remained
un-reformed and became a fiscal drain over the
years.
Reforms to SOE sector have been forcefully
reignited in recent years. Currently, SOEs in Cabo
Verde still provide various essential services, such
as electricity, water, transportation, and postal

services. The weight of the SOE sector in the
domestic economy is very significant, with sales
as sizable as 26% of GDP (World Bank Group
(2018), Public Expenditure Review). While the
performance of SOEs vary, on aggregate, the
portfolio has been loss making and the stock of
debt increased over the years—peaking at around
32% of GDP in 2017-2018. Some SOEs even
defaulted on debt-service obligations, requiring
government assistance through emergency
loans and capitalization. To reduce fiscal and
financial pressures from SOEs, the Government
has reignited a drive towards privatization and
modernization. An ambitious plan to restructure
and sell to private investors more than twenty
SOEs, notably those operating in the energy
and transport sectors, was formulated in 20172018. Implementation proceeded smoothly and
the national airline has already been partially

privatized, with inter-island transport, ports, and
airports to follow. A dedicated unit in the Ministry
of Finance is responsible for oversight and
monitoring of SOEs, promotion of governance and
transparency, and fiscal-risk mitigation (The World
Bank Group, 2019).
Cabo Verde’s macroeconomic management and
policy framework are being tested by the COVID-19
pandemic. In 2020, the COVID-19 pandemic and its
global ramifications challenged the Government’s
technical and institutional capacity to formulate
and implement expansionary fiscal policies in an
unprecedented emergency. The specific fiscal
measures adopted during this dramatic episode is
the subject of Chapter 3.
This section investigates the role external
financing has played in supporting growth in Cabo
Verde. External sources of financing observed in

2.4. EFFICIENT USE OF EXTERNAL FINANCING
Cabo Verde include ODA, FDI and remittances.
Remittances have long been the main source of
financing during the first phase of development
in Cabo Verde in the 1980s, accounting for an
average 10% of GDP. However, with time, ODA
has taken over and peaked at 54.5% of GDP in
1986 to become the main source of financing. In
addition, FDI also plays an important role in Cabo
Verdean economy accounting for 19.7% of total
investment in 2019, with 73% being absorbed

by the tourism sector. Overall, Cabo Verde
strategically utilized foreign resources, including
remittance inflows from the Diaspora, multilateral
and bilateral external assistance, and Foreign
Direct Investment (FDI), to pursue development
objectives.
Given Cabo Verde’s scarce domestic resources
and vulnerabilities, international assistance was
critical to finance growth, imports, and technology.

2.4.1. Official Development Assistance
During its phase as a low-income developing
country, Cabo Verde benefited from financing for
development under rather favourable conditions,
both in terms of interest rates and maturities of
external loans (mostly, concessional financing).
ODA supported several early public investments
in infrastructure and human capital. It played a role
in the strategic economic diversification towards
tourism—which was pursued precisely to gradually
reduce Cabo Verde’s dependency from foreign
aid. ODA also improved the country’s institutional
setting and governance, e.g., enhancing
government effectiveness, accountability, and
transparency through the establishment of a
robust PFM system for administering public
resources. ODA was very large relative to the size
of the economy and peaked at 54.5% of GDP in

1986 (Figure 10). The country’s graduation as a
middle-income country back in 2008 marked a
sharp decline in ODA flows.
Cabo Verde effectively utilized foreign aid
compared to peer countries. ODA partially funded
public investment. Compared to other nations in
West Africa, Cabo Verde achieved the highest
benefit in terms of multiplier effects of ODA on
GDP growth (Figure 11). Such a remarkable level
of effectiveness results from several factors,
including the sequencing of economic policies
and strategies, favourable developments in the
external environment, and close attention to
implementation and delivery of results. These
factors related to the overall effectiveness of
institutions and good governance highlighted
15

other agencies. Cabo Verde is often recognized
for its government-driven strategic policy and
investment priorities; good governance and
prudent management of public resources; high
level of ODA and FDI; and close coordination with
donors and development partners.

earlier in Chapter 2.
Cabo Verde is a posterchild for economic and social
success within the international development
community. The country has established a longlasting, collaborative relation with the international
development community. Upon its merits and
achievements, it enjoys a Special Partnership with
the EU and won the approval of the IMF, World
Bank, and African Development Bank, among

Foreign Direct Investment gradually became a
major source of external financing and foreign
exchange for Cabo Verde. Against the background

Cabo Verde’s Net ODA (% of GDP).

FIGURE 10

Source: African Development Bank Group.

GDP Growth and Net ODA in West African Countries.
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2.4.2. Foreign Direct Investment
of dwindling ODA and remittances, the country
embarked on active polices to attract FDI since
the 1990s, particularly in tourism (Figure 12). FDI
gained momentum initially with the opening up to
private investment, and later with the real-estate
purchases to build hotels and provide leisurerelated services. A remarkable success in FDI
outcomes certainly reflects the credibility of the
country and its effective efforts to improve the
business environment.
FDI flows significantly contributed to economic
growth in Cabo Verde, although tourism-related
FDI exhibits limitations as a source of growth for
the rest of the domestic economy. The correlation
between average growth of FDI inflows and GDP
growth observed between 1990 and 2017 suggests
that FDI flows to Cabo Verde have been faster
and more beneficial than in most peer countries
in West Africa (Figure 13). However, the entry of
FDI into service sectors in Cabo Verde could have
more impact if the backward linkages of tourism to
the rest of the domestic economy were stronger. In
addition, FDI flows became more volatile in the last
decade and were severely affected by the 2008
global financial crisis and the 2015 Eurozone debt
crisis (Figure 12).

FIGURE 12

Tourism-related FDI has been mainly attributed
to greenfield projects of well-known hotel
chains, resort developers, and international tour
operators. Back in 1995, tourism’s contribution to
GDP, employment, and investment was just 7.2%,
7.6%, and 3.3%, respectively. Large FDI flows
towards the tourism sector boosted turned it into
a lifeline for Cabo Verde: In the last decade, the
average annual contribution has been one-third
for both GDP and employment, and one-quarter
for investment (World Travel & Tourism Council,
WTTC, 2020a). Hotel chains, resort developers,
and international tour operators are verticallyintegrated firms that manage bookings, inbound
and outbound transport, in-country transfer,
accommodation, leisure, and entertainment, as
well as excursions. Besides hotels, Cabo Verde
also attracted FDI to the entertainment, catering,
and restauration services sector. Despite its
overall positive impact on the Cabo Verdean
economy, tourism FDI often raises concerns on
whether it crowds out opportunities for other local
productive—given its weak backward linkages and
high imports requirements.
Diaspora is a major source of remittance inflows
since Independence and largely supported
economic development. Overseas residents regard

Cabo Verde’s FDI (Net Inflows in BoP, current US$).
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Main Phases of Cabo Verde’s Development Model.

FIGURE 13
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2.4.3. Remittances
Cabo Verde as a politically and economically
stable country, and thus provide significant flows
of remittances and savings deposits (Figure 14).
Remittance inflows, together with ODA, contributed
to economic growth in the earlier stages of
development. Remittances were as sizable as
25% of GDP in the early 1980s and continued at
robust levels of around 10% of GDP all throughout
since the 1990s to date. Similarly, to FDI inflows,
remittances slowed down during the 2008 global
financial crisis and the 2015 Eurozone debt crisis—
mostly as a consequence of adverse conditions in
the US and European countries where Diaspora
resides. Savings deposits are major vehicles for

private capital inflows, as the Diaspora invests
in local banks and helps funding the domestic
financial system. Policies aim at attracting these
flows by permitting banks to establish preferential
interest rates and offer investment opportunities
in construction, real-estate, and other activities.
Successive governments have been acutely aware
of the importance of Cabo Verdeans abroad and
established a Ministry for Diaspora Affairs (AfDB,
2012a).
COVID-19 pandemic triggered a global economic
and health crisis in 2020. Measures to address
the unprecedented health risk and contain the

Cabo Verde’s Remittances (% of GDP).
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CHAPTER 3 - MACROECONOMIC
IMPACTS OF COVID-19 IN THE
CABO VERDEAN ECONOMY
spread of the COVID-19 came at the expense
of dramatic disruptions in production and trade
worldwide. According to the World Bank (WB,
June 2020) and the International Monetary Fund
(IMF WEO, October 2020a), the global economy
has gone through the worst recession since the
end of World War II. Furthermore, it is the first time
since 1870 where so many economies would see
their GDP per capita decline simultaneously.
Global recession has had a significant impact
on the Cabo Verde economy because of its
dependence on tourism—a major activity
subjected to severe restrictions on international
travel and individuals’ mobility. Economic impact
of COVID-19 pandemic and its global ramifications
was more deleterious for Cabo Verde than for
other countries in Sub-Saharan Africa. This is so
because of its dependency on the services sector
and tourism, and the fact that the Eurozone—a
major trade partner and market for Cabo Verdean
tourism—is among the regions hit the hardest in
2020.

The economic development model followed by
Cabo Verde since 2016, as well as its underlying
macroeconomic
management
and
policy
framework, are being tested by the COVID-19
pandemic. Progress made in recent years in terms
of accelerating economic growth, reducing fiscal
imbalances, and stabilizing public debt, came to
a halt in 2020. The Government had to formulate
and implement expansionary fiscal policies in an
unprecedented emergency, thus stretching its
technical and institutional capacity. To support
households and firms and partially mitigate
contractive pressures on the domestic economy,
the Government resorted to active budget policies
largely funded through borrowing. The remainder
of Chapter 3 elaborates on the economic and fiscal
performance in 2020 throughout the COVID-19
pandemic.
COVID-19 pandemic hit the World and triggered
a global economic and health crisis in 2020.
Following the fast spread of COVID-19 through

3.1. WORLDWIDE ECONOMIC IMPACT OF
THE PANDEMIC IN 2020
East Asia, on January 30, the World Health
Organisation (WHO) declares a public health
emergency at the international level. Next, on
March 11, the WHO declares the coronavirus
outbreak a pandemic as 114 countries had been
already affected. As early as April, 4 billion people,
more than half of the world's population, from 90
countries, were under some kind of confinement,
as governments worldwide tried to contain the
COVID-19 pandemic and prevent its further
expansion (Kamps & Hoffman 2020).
Preventive
a drastic
Measures
productive
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and containment measures caused
contraction of the world economy.
imposing lockdowns, suspension of
activities, and social isolation were

adopted by various countries and eventually
caused a drastic contraction of output, income, and
jobs globally. According to the World Bank (WB,
June 2020) and the International Monetary Fund
(IMF WEO, October 2020a), the global economy
has gone through the worst recession since the
end of World War II. Furthermore, it is the first time
since 1870 where so many economies would see
their GDP per capita decline simultaneously.
Growth deteriorated all over the World in 2020
and a recovery is expected for 2021. International
Monetary Fund (IMF, 2021a) showed that 167 (out
of 194) experienced negative real GDP growth
during 2020 (Figure 15). At the world level, the
global real GDP is estimated to have contracted by

remain below the pre-pandemic levels of economic
activity.
Before the outset of the COVID-19 pandemic,
Cabo Verde´s economic and fiscal performance
was satisfactory. Between 2016 and 2019,

3.3%. For 2021, the global real GDP is expected
to grow by 6.0%, which would permit a V-shaped
recovery. However, some individual countries may
not be able to fully offset the output, income, and
job losses experienced in 2020, and thus will

IMF Forecasts for Real GDP Growth in Selected Countries.

FIGURE 15
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3.2. THE PANDEMIC IN CABO VERDE:
ECONOMIC REPERCUSSIONS IN 2020
real GDP growth averaged 4.6% per year and
reached 5.7% in 2019, while the unemployment
rate decreased from 15% to 11.3% (Table 2). In
addition, the current-account deficit had narrowed
to a nearly balanced position by 2019, on the
back of higher income from tourism, transport
exports, and remittances, and a slowdown in
imports. On the fiscal front, the successful budget
TABLE 2

consolidation pursued since 2016 narrowed the
fiscal deficit down to just 1.8% in 2019. Notably, the
SOEs-sector reform agenda had made significant
progress by restructuring and privatizing the
national airline—Cabo Verde Airlines (CVA).
Economic Performance in 2020
In response to the emerging health crisis, the
Government adopted strict preventive and

Cabo Verde’s Main Macroeconomic Indicators.
2016
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2020

Real GDP growth(%)

4.7

3.7
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5.7
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-2.7
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12.2
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Source: Central Bank of Cabo Verde, Statistical Bulletin, February 2021.
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containment measures that severely impacted
on all economic sectors. A first case of COVID-19
in Cabo Verde was reported on March 21 and
the Government adopted strict preventive
and containment measures immediately. In
particular, the Government closed international
air and sea borders, imposed lockdowns, and
restricted production to essential activities. The
repercussions on the domestic economy were
felt immediately as well: By the second quarter
of 2020, the real GDP fell by 31.7% year-onyear. More than half of this output contraction
was a result of collapsing activity in the services
sector—particularly in tourism-related services
such as accommodation, food, and transportation,
which were directly impacted by the borders
closure. Lockdowns and restricted production hit
manufacturing and construction, which decreased
more than 30%. More broadly, all sectors of the
domestic economy experienced negative growth
rates in the second quarter of 2020,with the sole
exception of agriculture and public administration
(Table 3). By the end of 2020, the real GDP
fell by 14.8% year-on-year, with only public
administration, construction, financial services,
and extractive industries showing an economic
expansion. Tourism-related sectors were the most
TABLE 3

affected, explaining more than 40% of the GDP
contraction.
Preventive and containment measures and
depressed economic activity also impacted
on aggregate demand and expenditures. As
measures adopted deteriorated output, income,
and jobs, a contraction in aggregate demand
and expenditures followed suit. By the second
quarter of 2020, private consumption, investment,
exports, and imports fell by 14.3%, 27.2%,
76.3%, and 35.8% year-on-year, respectively
(Figure 16). Only public consumption expanded—
by just 9%—due to expansionary fiscal policies
pursued to mitigate the negative effects of
the health and economic crises. By the end of
2020, total consumption, exports, and imports
decreased by 8.6%, 58.6%, and 22.6%, yearon-year, respectively. Total investment recovered
quickly and eventually increased by 20% in 2020
relative to 2019—largely due to a base effect,
since total investment in 2019 had already fell to a
historically-low level.
External-Sector Performance in 2020
Collapsing services exports caused large external
imbalances and foreign-exchange shortages.

Cabo Verde’s GDP Growth by Sector.
Share in total GDP

Agriculture
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Annual Variation Rate (%)
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FIGURE 16

GDP Growth by Expenditure.
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Since the second quarter of 2020 the services
exports plummeted (especially those related
to tourism and travel), and the service account
exhibited a deficit—as opposed to the serviceaccount surplus systematically observed in Cabo
Verde since the late 1990s (Figure 17). Travel net
exports decreased from CVE 10,907 million in
the first quarter to nearly zero in the next three
quarters (Figure 17). The economic recession also
FIGURE 17

depressed imports of goods and services, albeit
to a much lesser extent. As a result, the currentaccount deficit increased to CVE 27,211 million
(16.5% of GDP) in 2020—from a nearly balanced
position in 2019.
Fiscal Performance in 2020
The acute economic recession deteriorated the
Government’s fiscal position in 2020. COVID-19

Cabo Verde’s Current Account.
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pandemic, preventive and containment measures,
and expansionary fiscal policies impacted on
public finances since March (Table 4). In the
second quarter, the Government’s revenue fell
by 34.5% quarter-on-quarter, largely due to
the economic recession. On the other hand, the
public expenditure increased by 5.6% quarter-onquarter, mainly as a result of higher social-security
benefits and subsidies granted to provide relief
to households and firms. In the third and fourth
quarters, the Government’s revenue recovered—
although only partially offsetting the losses
experienced in the preceding quarter—and the
public expenditure continued expanding. Overall,
the fiscal deficit reached 9% of GDP (Table 2).

driven by the collapse in private consumption and
relief measures (e.g., the reduction of VAT rates
for companies in the tourism sector). Income Tax,
which constituted a fifth of total revenues in 2019,
decreased by 22.8% year-on-year—mainly due
to corporate losses and relief measures (e.g.,
the postponement of deadlines for declaring and
paying annual tax obligations).
Overall, the fiscal deficit and public debt reached
unprecedented levels in 2020. Cabo Verde
reached a fiscal deficit in the tune of CVE 15,025
million in 2020 (equivalent to 9% of GDP). As a
joint consequence of the economic contraction
and the fiscal imbalance triggered by the COVID-19
pandemic, the public debt jumped to 155% of GDP
by end-2020—an unprecedented level that dwarfs
all progress made towards debt sustainability in
the period 2016-2019. Whether this worrisome
fiscal and debt situation observed in 2020 can be
gradually worked out in the next few years is the
subject of Chapter 4.
Key transmission channels trace how the
COVID-19 pandemic, preventive and containment
measures, and policy responses ultimately impact

Revenue shortfalls accounted for most of the
deterioration of the Government’s fiscal position.
Total revenue collected in 2020 was nearly 25%
lower than revenue in 2019; while, in contrast, total
expenses broadly similar.10 Key sources of fiscal
revenue contracted in tandem with the domestic
economy. Valued-Added Tax (VAT), which
represented about a third of total revenues in 2019
(Figure 18), contracted by 24.7% year-on-year—

10 According to the Ministry of Finance’s Contas Provisórias - 4° Trimestre 2020, between January and December, the Government’s expenses directly related to COVID-19
measures amounted to CVE 2,772 million, representing 4.7% of total expenses.

FIGURE 18

Cabo Verde’s Fiscal Revenues and Expenses in 2019.
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TABLE 4

Cabo Verde’s Fiscal Revenues and Expenses in 2019.
Quarterly Variation Rate (%)

Total Revenues
Taxes
Income Tax
VAT
Consumption Tax
Tax on international transactions
Other taxes
Social Security
Other revenues
Transfers
Total Expenses
Personnel
Good and Services
Interest
Subsidies
Current Transfers
Social Security
Other expenses
Non Financial Assests

2° Q 2020

3° Q 2020

4° Q 2020

Annual Variation Rate (%)
2020

-34.5
-39.8
-29.0
-48.9
-46.1
-26.3
-58.7
154.4
-58.7
290.9
5.6
1.7
26.4
15.1
102.0
-5.1
13.8
-27.5
-15.8

38.3
31.8
55.6
23.7
35.7
10.9
32.6
-27.9
51.3
66.1
6.4
6.0
33.1
-26.5
-27.1
24.6
-3.8
-5.1
24.7

22.9
7.7
-22.2
28.2
27.3
20.5
24.4
5.3
160.3
8.7
42.6
5.3
74.2
-0.5
62.1
15.5
17.3
110.5
511.4

-23.8
-23.3
-22.8
-24.7
-22.4
-17.7
-35.1
-25.8
-31.2
-16.3
-3.6
4.7
26.8
-3.7
292.4
7.8
13.7
-62.2
-41.1

Source: Central Bank of Cabo Verde, Statistical Bulletin, February 2021.

3.3. COVID-19 KEY ECONOMIC IMPACT
TRANSMISSION CHANNELS
on economic and fiscal outcomes in Cabo Verde.
As the country is heavily dependent on tourism,
foreign trade, and external financing, the global
ramifications of the COVID-19 pandemic hinge on
its economic and fiscal performance in 2020, and
possibly also in 2021. Preventive and containment
measures and policy responses also impact on
such performance—even when acknowledging
that the COVID-19 pandemic shock could not have
been anticipated nor mitigated in its full extent.
Key transmission channels observed in the Cabo
Verdean economy include:
I. Reduction in tourism and travel activities that
generate GDP losses (output and income),
jobs, fiscal revenues, and foreign-exchange
inflows from exports.
II. Reduction in FDI flows towards the tourism
sector, which are expected to continue
beyond 2020, with consequent losses of

future GDP (e.g., hotels construction), jobs,
fiscal revenues, and foreign-exchange inflows
from FDI.
III. Lower oil prices in global markets, which
reduce the cost of imported fuels by Cabo
Verde and related foreign-exchange outflows.
IV. Additional public spending incurred to support
households and businesses, and to afford
higher demands from the health sector.
V. Reduction in consumption expenditure
prompted by preventive and containment
measures and heightened uncertainty.
VI. Socio-economic impacts on gender, health,
unemployment, and poverty.
The remainder of Chapter 3 analyses these
channels.
Global recession triggered by the COVID-19
pandemic had a significant impact on FDI to Cabo
Verde. In 2019, FDI amounted to CVE 7,156 million,
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3.3.1. Foreign Direct Investment and Remittances
with more than 90% destined to the tourism
sector, including investment in real estate. In
2020, FDI flows decreased by 25.7% compared
to 2019. Such contraction was particularly acute in
the tourism sector, where the FDI flows decreased
by 70.6% (Figure 19).
Remittances, in contrast, remained broadly stable
despite of the COVID-19 pandemic. Remittances
represented 10.2% of GDP in 2019 and nominal
flows proved to be resilient to the global recession
in 2020. In fact, between January and December
2020, total remittances were 4.5% higher than
the flows observed during the same period in
2019. Three countries account for 77% of total
remittances sent by the Diaspora: Portugal (24%),
France (24%), and the US (29%) (Figure 20).
Remittances have been relatively stable in 2020
FIGURE 19

worldwide. On May 12, 2021 the World Bank
released its Migration and Development Brief 34,
highlighting that officially recorded remittance
flows to low- and middle-income countries reached
$540 billion in 2020, just 1.6 percent below the
2019 total of $548 billion. The main drivers for the
steady flow included fiscal stimulus that resulted
in better-than-expected economic conditions in
host countries, a shift in flows from cash to digital
and from informal to formal channels, and cyclical
movements in oil prices and currency exchange
rates. Regarding Sub-Saharan Africa, excluding
flows to Nigeria, remittances increased by 2.3
percent in 2020, demonstrating resilience despite
the COVID-19 pandemic.
Cabo Verde—a small-island, open economy—is
highly dependent on imported goods and services,
and its exports focus on tourism. Significant imports

Cabo Verde’s Fiscal Revenues and Expenses in 2019.

7,156

6,604

Millons CVE

5,316

1,075

424

1,198 1,344

1,940

1,609

-1,722
TOTAL FDI

FDI in industry

FDI in retail
2019

Source: Central Bank of Cabo Verde.
Note: Negative values imply net disinvestment.
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2020

FDI in tourism
(including real
state)

Other sectors

FIGURE 20 Cabo Verde’s Remittances.
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4,831 4,983

4,896
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France
2019

4,496

5,983

United States

4,893 4,928

Rest of the World

2020

Source: Central Bank of Cabo Verde.

3.3.2. Commodity Prices and Trade
requirements emerge from local production and
consumption. For instance, imports supply about
80% of food consumption, while the domestic
agriculture provides the remaining 20%. Local
manufacturing and services are significantly
dependent on imported intermediate and capital
goods.11 Exports are concentrated in services
as well as in market destinations—in particular,
tourism largely attracts travelers from the US and
Europe. Exports of goods are scarce and mainly
consist in food products sold to Spain, Portugal,
and Italy, including those derived from the fishing
sector (WTO, 2020). Notably, Cabo Verde trades
with a handful of economies and so it is among the
top 10 countries in Africa in terms of vulnerability
related to the intensity of trade with Europe, China,
and the US (UN, June 2020).
As foreign trade and tourism are lifelines for
Cabo Verde, the global impact of COVID-19 on
international commerce and travel deprived the
country from access to both export receipt and
imported goods. COVID-19 pandemic severely
deteriorated Cabo Verde’s international trade in
the second quarter of 2020, and the recovery in

the rest of the year was insufficient to offset the
early losses. During the second quarter, total
exports and imports declined by 77.7% and
37.5% quarter-on-quarter, respectively. By the
end of 2020, those variables dropped by 58.5%
and 22.5%, respectively, relative to 2019 (Figure
21 depicts the dynamics of imports).
While Cabo Verde’s trade collapsed, some
relief stemmed from lower prices of imported
commodities. The recession in Europe and the
growth slowdown in China depressed the prices
of raw materials—including fuels, industrial inputs,
agricultural products, and fishery products—which
dominate Cabo Verde's imports and exports
(Figure 22). Between January and April, there was
a significant contraction in all these commodity
prices. By May, most prices started to increase—
but as of December, none had recovered the prepandemic levels, with the exception of industrial
inputs.12
Cabo Verde is a tourism-based economy, with
the sector experiencing uninterrupted growth
for more than two decades until the COVID-19

11 In 2019, imports represented 47% of GDP. Of the total imported, food represented 27%; other consumption goods, 14.6%; fuels, 11.6%; intermediate goods, 12%; and capital
goods, 35%. Of the goods imported, 81.4% were from the European Union, mainly from Portugal (44.6%), the Netherlands (12.9%) and Spain (10.7%); and 5.3% from China,
which provides supplies and equipment for industrial food processing (AfDB, June 2020).
12 The COVID-19 outbreak, coupled with an increase in production by major oil-exporting countries, caused the average price of oil to crumble from US$ 61.7 per barrel in January
to just US$ 21.2 per barrel in April, as indicated by a simple average of benchmark spot prices (Brent, West Texas Intermediate, and Dubai Fateh). As of December, oil price remained
below US$ 50 per barrel.
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FIGURE 21

Cabo Verde’s Imports of Goods.
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%
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Source: Central Bank of Cabo Verde, Statistical Bulletin, February 2021.

FIGURE 22 Commodity Prices.
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3.3.3. Travel and Tourism (T&T) Industry
pandemic unfolded. In 2019, the T&T sector’s total
contributions to Cabo Verde’s GDP, employment,
and investment reached 37.2%, 39.3%, and
24.3%, respectively (WTTC, 2020b) (Table
5). The T&T sector has grown faster than the
overall domestic economy for several years and
its contributions still continue to be on the rise.
Spending by recreational and business tourists is
a major source of foreign-exchange income and
aggregate demand. According to INE, 819,308
visitors entered Cabo Verde in 2019—a figure
equivalent to 1.5 times the local population. Visitors
are estimated to have generated foreign-exchange
income as sizable as CVE 41,091 million—a figure
equivalent to 21.1% of GDP, 71.6% of fiscal
revenues, and 44.9% of goods imports.
The COVID-19 pandemic brought the tourism
industry to a halt in 2020. With the implementation
of preventive and containment measure, both
worldwide and in Cabo Verde, including the
cancellation of air routes, the entry of tourists was
drastically reduced to negligible levels.13 As early
as in the first quarter of 2020, there was 27% less
tourists compared to the same period in 2019. By
the second quarter, only 942 aircraft movements
took place at airports and aerodromes—compared

to 7,721 registered during the same period in 2019.
In addition, passenger movements fell to just
4,858—compared to 610,386 one year earlier (INE,
2020a). These numbers just partially improved
during the second semester. Overall, aircraft and
passenger movements in 2020 were around 60%
and 70% lower than those registered in 2019,
respectively (INE 2021). Between January and
December 2020, tourism revenues were just onequarter of those recorded in 2019 (Figure 23).
Prospects for the T&T sector over the next few
years are dim. Local authorities estimate the T&T
sector would return to pre-pandemic levels only by
2023 (Opção Turismo, 2020). Notably, the current
crisis in the T&T sector has no historical precedent
in Cabo Verde, and the prospect appear dim.
14
There is a high degree of uncertainty on when
the recovery of the global tourism sector will
commence. In the case of Cabo Verde, a potential
advantage could be that its 2021 high-season
begins in November—and it may well be that
tourists coming from Europe may have accessed
immunization by then.
Within the constraints on the conduct of monetary
policy resulting from the fixed exchange rate
regime, the Central Bank expanded domestic

13 Cabo Verde cancelled international flights on March 19, 2020.
14 During the global financial crisis in 2008-2009, tourism revenues fell by 27%, while during the Zika outbreak in 2015, the reduction was only 2.1%.

TABLE 5

Cabo Verde’s T&T Sector.

Total contribution to employment
Direct contribution to employment
Total contribution to GDP
Direct contribution to GDP
Capital Investment

(% share of total
employment)
(% of GDP)
(% of total
investment)

1995
7.6
2.6
7.2
2.8

2005
21.4
7.6
20.7
8.2

2010
35.1
10.0
33.2
10.7

2015
34.4
11.0
32.8
11.8

2019
39.3
12.7
37.2
13.5

2010-2019
(Average)
36.7
11.4
34.7
12.2

3.3

14.5

23.2

25.0

25.4

24.3

Source: Central Bank of Cabo Verde, Statistical Bulletin, February 2021.
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FIGURE 23 Cabo Verde’s Travel Services in the Current Account.
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Source: Central Bank of Cabo Verde.
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3.3.4. Monetary Policy and Financial Sector
liquidity and preserved the stability of the banking
system. Cabo Verde's exchange rate regime
establishes a fixed parity between the national
currency (Cabo Verdean escudo) and the euro—
at a rate of 110.265 CVE/euro. To ensure the
sustainability of the currency peg, the Central Bank
aims to maintain a level of international reserves
equal or higher than 30% of the broad money
(M2)—an objective met for several years, including
in 2020. Between January and September 2020,
as the stock of international reserves remained
broadly unchanged while imports declined, the
reserves increased from 6.9 months of imports to
8.5 months of imports. During the last quarter, the
value of imports increased and the international
reserves fell further (Table 6).15
Exceptional monetary stimulus measures to
minimize the impact of the COVID-19 pandemic
were adopted by the Central Bank. In March,
the Central Bank reduced policy rates in order
to improve liquidity of the banking system and
incentivize banks to extend credit to households
and firms (Table 7).16 The banking system
remained stable and robust throughout the
COVID-19 pandemic (Table 8). Capital adequacy
ratios increased between the fourth quarter of
30

2019 and the third quarter of 2020. Earnings and
profitability continue to be positive, supported
by a higher interest margin-to-gross income
ratio and despite of Return on Equity (ROE) and
Return on Assets (ROA) being 30% lower than
in 2019. Banking liquidity increased, with liquid
assets representing 25.9% of total assets and
30.8% of short-term liabilities. On the other hand,
Non-Performing Loans (NPLs) increased as well,
reaching a peak of 11% of the banking asset
portfolio in June 2020.
The COVID-19 pandemic has not worsened the
Central Bank’s balance sheet. The authorities
had developed a three-year recapitalization plan
for CVE 2,100 million, but eventually suspended
its implementation in 2020 in order not to exert
pressure on scarce fiscal resources. However, the
recapitalization plan is expected to resume once
the economic and fiscal conditions improve (IMF,
2021b). As of November 2020, the Central Bank’s
net worth remains broadly unchanged relative to
2019, exhibiting a negative value of CVE -4,365
million. During December, the Central Bank´s net
worth markedly improved due to an extraordinary
increment of liquid domestic assets, reaching a
negative value of CVE -1,345 million.

15 As of December 2020, reserves were 12.4% lower than the year before. Regarding total imports, they had decreased 22.5% during the same period.
16 These policy measures were extended to 2021 on December 21, 2020 through an official statement from the Central Bank of Cabo Verde.

Cabo Verde’s International Reserves.

TABLE 6

A handful of important structural policies and
regulations were adopted in 2020. Cabo Verde
has been removed from the gray list of the
European Union thanks to strong progress made
in improving the Anti-Money Laundering and
Combating the Financing of Terrorism Framework.
Besides, a series of financial sector reforms have
been implemented to expand access to credit and
enhance supervision (e.g., implementation of a
credit registry and information system; a mobile
collateral registry; and the development of a
database of centralized official balance sheet data
for the business sector) (IMF, 2020b).

2017
2018
2019
2020
Jan-20
Feb-20
Mar-20
Apr-20
May-20
Jun-20
Jul-20
Aug-20
Sep-20
Oct-20
Nov-20
Dec-20

Unemployment
Unemployment has long been an issue in Cabo
Verde, with the country showing double digits even

Reserves/Months of current's
year total imports
6.0
5.6
6.9
7.8

7.0

8.3

8.5

7.8

Reserves/Broad
Money
32.0
32.1
37.1
31.3
37.0
37.6
37.2
38.9
37.9
36.8
37.5
36.4
34.8
34.8
33.3
31.3

Source: Central Bank of Cabo Verde, Statistical Bulletin, February 2021

TABLE 7

Cabo Verde’s Policy Rates.

Policy rate
Minimun reserve requirement
Overnight deposit rate
Marginal lending facility rate
Discount rate

Pre-pandemic rates
1.50%
13.00%
0.10%
3.00%
5.50%

New rates
0.25%
10.00%
0.05%
0.50%
1.00%

Source: Central Bank of Cabo Verde.

TABLE 8

Cabo Verde’s Financial Soundness Indicators of Banking Sector.

Capital Adequacy
Regulatory capital to risk-weighted assets
Regulatory Tier 1 capital to risk-weighted assets
Asset quality
Nonperforming loans to total loans
Earnings and Profitability
Return on assets (ROA)
Return on equity (ROE)
Interest margin to gross income
Liquidity
Liquid assets to total assets
Liquid assets to short-term liabilities

4° Q 2019

1° Q 2020

2° Q 2020

3° Q 2020

17.7
18.2

18.1
18.6

18.3
18.8

18.6
19.0

10.4

10.1

11.0

10.5

1.2
16.6
81.1

0.3
4.4
78.2

0.5
6.7
85.8

0.9
10.7
86.7

24.3
28.3

23.8
27.8

25.4
30.0

25.9
30.8

Source: Central Bank of Cabo Verde, Economic and Financial Indicators Bulletin, February 2021.
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3.3.5. Socio-Economic Impacts on Gender, Health,
Unemployment, and Poverty
before the COVID-19 pandemic started. During
2019, on average, there were 206,344 employed
persons and 26,259 unemployed. The overall
unemployment rate had fallen to 11.3% in 2019—
the lowest level in the last 8 years—but remained
high for young people (24.9%). An uneven
distribution of employment opportunities across
sectors and gender compounds the challenge to
create jobs. According the International Labour
Organisation (ILO), in 2019 the tertiary sector
employed 66.5% of the working population and
82% of the employed women; in contrast, the
primary and secondary sectors employed just
11.5% and 22% of the working population.
The acute economic recession deteriorated
labour-market conditions and employment. The
Ministry of Finance of Cabo Verde estimated that
the COVID-19 pandemic may lead to a loss of
nearly 20,000 jobs, mostly in the tertiary sector,
of which 56.3% will be in the informal sector and

43.7 % in the formal sector. Such a significant
deterioration in labour-market conditions would
imply the unemployment rate reach 19.2% in
2020 and 17.2% in 2021 (UN, 2020)17.
The Government implemented various measures
to support the growing number of unemployed
persons in 2020. A salary support program
began in April and provides temporarily laid-off
workers with an income equivalent to 70% of
their salary. Half of such income is funded by the
National Institute of Social Security (INPS). The
number of beneficiaries peaked at 16,000 people
in May, ending the year with 6,552 beneficiaries
(Figure 24). More than 60% of them worked
in the tourism sector and 52% were women.
Unemployment insurance was also reinforced;
among the beneficiaries, 57% are women.
Health
Since the first case of COVID-19 was registered in
March, the Government imposed strict preventive

17 The most affected sector should be the service sector, specifically tourism. Of the total job losses, it is estimated that almost half (9,587 jobs) corresponds to workers in the
tourism sector, and more than 25% to transport (3,660 jobs) and commerce (1,519 jobs). Given the greater participation of women in the tertiary sector, unemployment will hit them
the hardest (UN, June 2020). These estimations should be compared with the actual figures once published.

FIGURE 24 Cabo Verde’s Travel Services in the Current Account.
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and containment measures. Measures included the
closure of international air and maritime borders,
and restrictions on inter-island transport. All non32

essential activities were suspended, and all public
and private schools were closed. Despite these
measures, COVID-19 cases increased to 10,526

cases and 104 deaths by the end of November
2020.18
The Government allocated public resources to
respond to the emergency, including providing
social-security benefits and subsidies. Budgetary
spending in the health sector increased. According
to the Ministry of Finance’s Contas Provisórias (4°
Trimestre 2020), between January and December,
the Government’s expenses directly related to
COVID-19 measures amounted to CVE 2,772
million, representing 4.7% of total expenses.
However, as health-related human resources
were almost entirely devoted to treating COVID-19
patients, the population was recommended to
avoid demanding health services, except for
emergencies.
In Cabo Verde, there was a 90% reduction in the
demand for patients with chronic and serious
diseases in the capital’s main hospital. Access
to several services were also drastically reduced,
including maternal and child health, sexual and
reproductive health, and malaria and HIV services.
Additionally, social distancing and isolation
measures could have a significant negative impact
on mental health, especially in the young and the
elderly. Access to substance abuse treatment
and care services has been significantly limited
(UN, June 2020). All these restrictions will have
significant negative consequences in the shortand medium-term health of the population.
Poverty
Due to the COVID-19 pandemic, poverty is set
to increase worldwide as well as in Cabo Verde.
ILO highlights that the contractive pressures
on output, income, and employment will have
devastating consequences for workers who are
below or close to the poverty line—particularly
those with health problems, older adults, youth,
women, informal workers, and migrants (ILO,
March 2020a). In Cabo Verde, as a result of
layoffs and income losses, the poverty rate using
the national poverty line may increase to 31.3%.
Inequality would also increase due to lower access

of the most vulnerable population to certain health
services, and higher unemployment among young
people (UN, June 2020).
Poor households receiving support from the
Government were on the rise in 2020. Between
February and October, 8,453 households were
added to the Cadastro Social Único, involving
nearly 41,000 people.19 Of these, about 4,800
households and 25,600 people belong to the
group consider extremely poor. The number of
vulnerable households (i.e., nearly poor) grew by
about 3,100 families, equivalent to over 10,000
people (Observador, 2020).
Gender
In terms of employment, the pandemic has
affected women differently than men, as women
are overrepresented in the sectors most affected,
such as services and front-line occupations.
Women represent 70% of the total employees in
the health and care services sector. Also, 58.8% of
informal workers are women (INE, 2017), a sector
highly affected by the crisis. Additionally, women in
the informal economy, such as domestic workers,
face higher vulnerability (ILO, 2020b).20 Regarding
poverty, 60.5% of poor households are headed by
women; and so are 62.1% of indigent households.
Women also have less access to social protection
and bear a disproportionate burden in household
care, exacerbated by the closure of schools and
care centers.
School closures also affect women’s economic
opportunities. For many girls from low-income
households, not attending school means not being
able to access school feeding programs, with the
consequent impact on their food security and
nutritional outcomes. Women already have lower
literacy rates –83.9% versus 93.1% for men
(INE, 2020b)- and the pandemic could put their
education at risk.
Looking forward, the economic and fiscal
performance of Cabo Verde will be largely shaped
by the global recovery in the aftermath of the

18 The data correspond to November 25, 2020. Of the total of those infected, 52% were women, 48.9% were between 20 and 40 years old, and 71.6% lived on Santiago island.
19 Cadastro Social Único is a register of households that allows to know the socioeconomic characteristics of families and enables the identification of households living in poverty.
20 For example, in the informal sector, women earn on average 28.5% less than men (INE, 2017).
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BOX 1:

COVID-19 in Cabo Verde and Government’s response measures

Upon declaration of first cases of COVID-19 in Cabo Verde on 19th March 2020, the government took urgent steps to put
in place contingency plans to prevent and contain the virus. However, infection cases have been on the rise. As at 24th
May 2021, there were 29,334 confirmed cases, 26,842 recovered and 256 deaths corresponding to a case fatality rate
of 0.9% well-below the Africa’s average case fatality rate of 2.6%. Cabo Verde’s Government decision to put in place
a Crisis Preparedness and Action Plan for containment of the COVID-19 pandemic was meant to protect the economy
and vulnerable households from potential damaging effects of the pandemic. Key measures adopted include:

(i). Health measures: scaling up of the budget for key medical equipment and salaries for medical staff to strengthen
health security and logistics. The National laboratory capacity was also strengthened to perform 500 additional
tests but lack of reagents, limited surveillance, and early detection of suspected cases remains a challenge.
(ii). Economic measures: Government adopted a deferral of tax payments until December 2020, and approved
CVE 4 billion (EUR 36 million) of state-guaranteed lines of credit to protect private sector businesses. The
Cabo Verde Central Bank reduced its benchmark interest rate by 125 basis points to 0.25 percent; dropped
the permanent credit liquidity facility by 250 basis points to 0.5 percent; and approved a special credit line
of EUR 400 million to commercial banks at an attractive interest rate of 0.75 percent to boost liquidity.

(iii). Social measures: Government approved CVE 44 million (EUR 369,000)) for social income covering
8,000 households in extreme poverty, a CVE 300 million (EUR 2.7 million) budget for solidarity
income targeting 30,000 informal sector workers and put in place programs for provision of food
assistance to 22,500 families as well as scale up social protection for the elderly.
Source: African Economic Outlook, 2021, and Government of Cabo Verde.
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CHAPTER 4 - THE COVID-19
SHOCK AND IMPLICATIONS
ON DEBT SUSTAINABILITY
COVID-19 pandemic. International Monetary Fund
(IMF, 2021) envisages the global real GDP to
expand by 6% in 2021, i.e., a V-shaped recovery.
However, there is great deal of uncertainty
surrounding the pace of global economic recovery.
Firstly, new waves of disease transmission—and
types of COVID-19 viruses—may arise, triggering
a new round of preventive and containment
measures. Secondly, while sizable policy responses
to support the economic recovery—e.g., a large
fiscal stimulus in the United States or a significant
monetary expansion in the Euro Zone—are being
formulated, their effects will take time to manifest.
Thirdly, countries dependent on tourism, like Cabo
Verde, may not see a full recovery until vaccines
and health protocols become widespread—
particularly within countries where visitors often
come from.
The normalization (or lack thereof) of emergency
measures adopted in 2020 will also bear on the
fiscal and debt path of Cabo Verde in the medium
term. Measures to address the unprecedented
health risk and contain the spread of the
COVID-19 are gradually being lifted. Whether
emergency budgetary measures adopted in
2020—e.g., the postponement of tax payments,
increased health spending and transfers—would
be phased out gradually or rapidly, is likely to
depend on two conflicting policy objectives facing
the Government: (i) to continue supporting the
domestic economic recovery with a countercyclical
stance—particularly in view of a slow resumption
of tourism activity; and (ii) to consolidate public
finances to restore debt sustainability—notably if
financing opportunities narrow down. The fiscal
and debt outlook over the medium-term hinges on
such policy trade off.

Prospects for Cabo Verde’s public debt
sustainability are assessed in three scenarios,
under different assumptions concerning economic
performance and fiscal policy. The remainder of
Chapter 4 assesses the sustainability of public
finances in Cabo Verde in three scenarios: (i)
a baseline outlook for 2021-2025; (ii) a fiscal
adjustment program to restore a sustainable fiscal
and debt path; and (iii) a combination of a fiscal
adjustment program and a reform agenda, also
aimed at restoring sustainability. The baseline
scenario and fiscal adjustment scenario are
predicated on identical prospects for economic
recovery in the aftermath of the COVID-19
pandemic—which are conservative in comparison
to those envisaged in the IMF’s Second Review
Under the PCI (IMF Country Report No. 20/297,
November 2020) and Third Review Under the PCI
(IMF Country Report No. 21/71, April 2021). On
the contrary, the fiscal adjustment plus reforms
scenario assumes a stronger growth performance
in the medium-term—which is slightly more
optimistic than the growth projections in the
IMF’s PCI Reviews. The three scenarios differ
in terms on the fiscal policy pursued by the
Cabo Verdean Government: While the baseline
scenario essentially considers the phasing out
of emergency measures taken in 2020 to cope
with the pandemic, the fiscal adjustment scenario
and the fiscal adjustment plus reforms scenario
contemplate a tighter budget consolidation
that gravitates around measures to reduce (or
slowdown) public expenditure.21 A comparative
summary of results is presented in Table 9.
After experiencing a rapid build-up in public debt
until 2015, Cabo Verde managed to stabilize it
all throughout 2016-2019—until the COVID-19

21 Public debt refers to (i) the foreign and domestic liabilities owed by the central government, (ii) the external debt contracted by the central government on behalf of non-financial
SOEs (i.e., on-lending operations), and (iii) the publicly-guaranteed debt owed by local governments and SOEs for which data are available.
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TABLE 9

Summary Results for Baseline and Alternative Scenarios for 2021-2025.

Variables
GDP at current prices (CVE million)
GDP at constant prices, annual growth rate (%)
Revenue
Expenditure
Primary Balance
Overall Balance
Gross Borrowing Requirements
Overall Balance (+ indicates deficit)
Amortizations Payments
Support to SOEs (Cap. & On-Lend.)
Borrowing Sources
Issuance of Domestic Debt (% share) • • • • • •
Issuance of External Debt (% share)
Public Debt
Domestic Debt
External Debt

2017
173,097
3.7
28.7
31.7
-0.4
-3.0
8.2
3.0
4.9
0.4
8.2

126.0

Historical
Estimates
2018
2019
2020
183,698 195,202
164,958
4.5
5.7
-14.8
27.9
29.6
26.5
30.6
31.4
35.6
0.0
0.7
-6.2
-2.6
-1.8
-9.1
10.6
10.1
16.7
2.6
1.8
9.1
5.6
4.9
6.5
2.3
3.3
1.1
10.6
10.1
16.7
47.3
52.7
124.7
124.2
154.9
33.6
43.7
90.6
111.2

2021
177,143
5.8
29.3
37.7
-5.2
-8.4
17.8
8.4
7.2
2.1
17.8
75.4
24.6
154.8
50.4
104.5

Baseline Scenario
Projections
2022
2023
2024
189,690 202,162 215,666
5.5
5.0
5.0
30.3
30.5
30.5
35.1
33.3
32.6
-1.3
0.8
1.6
-4.8
-2.8
-2.1
14.6
12.2
11.0
4.8
2.8
2.1
7.9
7.5
7.2
2.0
1.9
1.8
14.6
12.2
11.0
78.1
73.8
70.9
21.9
26.2
29.1
151.3
146.7
141.4
55.0
57.4
58.5
96.4
89.3
82.8

2025
230,299
5.0
30.5
31.8
2.3
-1.3
9.8
1.3
6.9
1.7
9.8
67.5
32.5
135.4
58.6
76.8

2021
177,143
5.8
29.3
37.7
-5.2
-8.4
17.8
8.4
7.2
2.1
17.8
75.4
24.6
154.8
50.4
104.5

Fiscal Adjustment Scenario
Projections
2022
2023
2024
189,690 202,162 215,666
5.5
5.0
5.0
30.3
30.5
30.5
35.1
32.6
30.4
-1.3
1.6
3.7
-4.8
-2.1
0.1
14.6
10.6
8.0
4.8
2.1
-0.1
7.9
7.5
7.2
2.0
1.0
0.9
14.6
10.6
8.0
78.1
69.8
60.2
21.9
30.2
39.8
151.3
145.1
136.9
55.0
55.7
54.0
96.4
89.3
82.8

2025
230,299
5.0
30.5
29.0
4.9
1.5
6.3
-1.5
6.9
0.9
6.3
48.9
51.1
127.6
50.8
76.8

Fiscal Adjustment Plus Reforms Scenario
Projections
2021
2022
2023
2024
2025
177,143
189,690 205,050 221,872
240,311
5.8
5.5
6.5
6.5
6.5
29.3
30.3
30.4
30.3
30.2
37.7
35.1
32.1
29.6
27.8
-5.2
-1.3
1.9
4.2
5.7
-8.4
-4.8
-1.7
0.7
2.4
17.8
14.6
10.1
7.1
5.0
8.4
4.8
1.7
-0.7
-2.4
7.2
7.9
7.4
7.0
6.6
2.1
2.0
1.0
0.9
0.8
17.8
14.6
10.1
7.1
5.0
75.4
78.1
68.8
56.4
38.4
24.6
21.9
31.2
43.6
61.6
154.8
151.3
142.7
132.1
120.3
50.4
55.0
54.6
51.5
46.8
104.5
96.4
88.1
80.5
73.6

Notes:
(1) Real exchange rate defined as the CVE/Euro bilateral exchange rate times the ratio between int'l prices and domestic GDP deflator.
(2) Includes domestic debt issued for deficit fiancing and accumulation of government deposits and other financial assets.

Source: Author’s projections based on Ministry of Finance of Cabo Verde, Central Bank of
Cabo Verde, International Monetary Fund, and African Economic Outlook 2021.

37

4.1. FISCAL IMBALANCES AND PUBLIC DEBT IN THE RUN-UP TO
THE COVID-19 PANDEMIC
pandemic unfolded. Persistent fiscal imbalances
and support to loss-making SOEs had led to a
significant public debt burden until 2015. Since
2016 to 2019, notable efforts to mobilize new
sources of revenue and rationalize spending
helped to reduce fiscal imbalances and stabilize
the debt-to-GDP ratio at around 126% of GDP.
In 2020, however, the severe disruptions caused
by the COVID-19 pandemic, together with the
expansionary fiscal policies run to mitigate its
effect on the domestic economy, led to a large
budget deficit funded with Government debt. As
a consequence, the public debt reached 155% of
GDP by end-2020.
Fiscal Expansion and Debt Accumulation (20082015)
The sharp build up in public debt until 2015
resulted from countercyclical fiscal efforts in the
aftermath of the global financial crisis, intense
use of concessional financing while it remained
available, and continued support to SOEs. Public
investment, predominantly funded with foreign
loans, grew sharply in the years immediately
following the global crisis to an average of 11% of
GDP in 2008-2013. At that time, the Government
sought to stimulate growth given the adverse
impact of the global economic conditions, and to
take advantage of the remaining opportunities
for accessing concessional financing—which
were expected to phase out in view of Cabo
Verde’s graduation as a middle-income economy.
Continued support to SOEs also led to significant
borrowing and debt accumulation. Public
companies had predominantly been (and are still)
loss-making, systematically requiring financial
support from the Government—either through
(below-the-line) capitalization and on-lending
operations or via (above-the-line) budget transfers
and subsidies. SOEs have also benefited from
sovereign guarantees on loans obtained, mainly
from domestic banks and investors.
Between end-2007 and end-2015, the public
debt rose by 62 percentage points (p.p.) to 127%
of GDP (Figure 25). During this period, the stock
of external debt increased from 43% of GDP to
97%, while the domestic debt rose from 22%

of GDP to 30%. Primary deficits constituted the
single most important factor driving the dynamics
of the debt ratio and contributed with 43 p.p. to
the overall increase—largely as a consequence
of capital expenditure. Next, (below-the-line)
support to SOEs added approximately 20 p.p. The
performance of key macroeconomic variables also
impacted on the dynamics of the debt ratio, with
a net contribution close to zero. Slow economic
growth—which averaged 2.3% per annum in
the last decade following the global financial
crisis and the recession in the European Union—
contributed to a mild reduction of the debt ratio
by 6 p.p. Opposing influences resulted from
exchange rate movements and real interest rates.
In particular, the episodes of depreciation of the
euro against the US dollar—particularly in 20142015—increased the local-currency value of US
dollar-denominated liabilities.
Fiscal Consolidation Debt Stabilization (20162019)
A new administration took office in 2016 and
intensified efforts to further boost economic
growth and reduce fiscal imbalances. Driven
by private consumption and investment, GDP
growth averaged 4.7% per year since 2016—
almost doubling the annual growth in 2008-2015.
With the objective of consolidating the budget
and restoring sustainability of public debt, the
Government introduced revenue measures to
mobilize new sources of income (e.g., enhanced
capacity for tax administration, efforts to collect
tax arrears, simplification of tax procedures),
as well as expenditure measures to rationalize
spending (e.g., a deep review and phasing out of
the public-sector investment program).22 Revenue
mobilization measures increased tax collection,
which raised to an annual average of 20.9% of
GDP in 2016-2019 from an average of 19.1% of
GDP in 2008-2015. On the other hand, public
expenditure was rationalized down to an annual
average of 30.8% of GDP in 2016-2019 from
an average of 33.5% of GDP in 2008-2015. As
a consequence, the budget imbalances were
brought back to sustainable levels: The annual
average fiscal deficit was just 2.6% of GDP in

22 These measures consolidated gains from reforms in tax policy and administration which were adopted in 2013, including changes to VAT rates, revisions of tax codes (e.g.,
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procedural codes, codes for VAT, PIT, and CIT), organization of tax offices for large taxpayers, establishment of simplified tax regimes for SMEs, online self-reporting and digitalization
of tax returns, among other measures. These initiatives, together with the ongoing economic recovery, helped to increase tax collection in recent years.

2016-2019, compared to 7.2% of GDP in 20082015; and the primary budget (excluding interest
payments) was broadly balanced. Support to
SOEs could not be adjusted significantly, though,
and thus continued unabated at an annual average
of 2.4% of GDP.

around CVE 255,520 million (155% of GDP) by
end-2020—an unprecedented level that dwarfs all
progress made towards debt sustainability in the
period 2016-2019.

In a context of fiscal consolidation and economic
recovery, the public debt was broadly stabilized
at 126% of GDP. Fiscal austerity and economic
growth contributed to lessen the gross borrowing
requirements facing the Government—i.e., the
volume of funds to borrow that are required to
finance fiscal deficits, amortization payments
of maturing liabilities, (below-the-line) support
to SOE, and investment in financial assets. As a
consequence, the total public debt increased from
CVE 200,000 million at end-2015 to CVE 242,000
million at end-2019. Relative to GDP, the public
debt remained stable around 126% of GDP.

The public debt portfolio largely comprises foreign,
concessional loans and domestic government
securities placed among local banks and
institutional investors. External debt of the Central
Government and Local Government represents
71% of the total public debt, and includes loans
from multilateral institutions, bilateral creditors,
and commercial debt. Domestic debt accounts for
the remaining 29% and is largely instrumented
through Treasury bonds (Figure 26). While the
stock of public debt is high, the annual flows of debt
service are manageable due to the concessionality
of foreign loans. Amortization payments averaged
2% of GDP in 2017-2019, equivalent to 7% of
total revenue.

Between end-2015 and end-2019, the public debt
slightly decreased from 127% of GDP to 124%
(Figure 25). The stock of external debt decreased
from 97% of GDP to around 91%, while the
domestic debt rose from 30% of GDP to about
34%. A balanced primary budget had no impact
on the debt accumulation—in stark contrast with
the preceding years. Next, (below-the-line) support
to SOEs added approximately 9 p.p. Finally, key
macroeconomic variables reduced the debt ratio
by 12 p.p. Higher economic growth contributed
to a significant reduction of the debt ratio by 22
p.p. Exchange rate movements and real interest
rates, on the other hand, pushed the debt ratio
up by 10 p.p. The episodes of appreciation of the
euro against the US dollar—particularly in 2017—
decreased the local-currency value of US dollardenominated liabilities.
COVID-19 Pandemic in 2020
Fiscal deficit and public debt are estimated to
have reached unprecedented levels in 2020
(Figure 25). Cabo Verde’s real GDP is estimated to
have contracted by 14.8% in 2020. Cabo Verde
run a fiscal deficit of CVE 15,025 million in 2020
(equivalent to 9% of GDP). As a joint consequence
of the economic contraction and the fiscal
imbalance triggered by the COVID-19 pandemic,
the public debt is estimated to have jumped to

Public Debt Structure

The public debt portfolio is moderately exposed
to currency risk, and to a lesser extent to rollover
and interest rate risk. More than two-thirds of the
external debt is denominated in euro—to which
the Cabo Verdean escudo is pegged—and so the
exchange rate risk is limited. The concessional
nature of most foreign loans implies a narrow
exposure to rollover and interest rate risk. Most
loans to Cabo Verde have maturities over 30 years
and carries fixed, low interest rates—on average,
the effective interest rate is just 1%. Domestic
government securities are denominated in Cabo
Verdean escudo, issued at medium- to longterm maturities, and carrying fixed, low interest
rates—on average, maturity is 7.5 years and the
effective interest rate is 4.5%. In addition, these
securities are largely held by a few local banks and
the National Social Security Institute—satisfying
investors’ liquidity management and institutional
investment needs—and traded in a stable, albeit
concentrated, market. Thus, the domestic debt
also has a limited exposure to rollover and interest
rate risk.

A medium-term baseline outlook (2021-2025)
for Cabo Verde permits the evaluate the fiscal
and debt path in the aftermath of the COVID-19
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FIGURE 25 Drivers of Debt-to-GDP Ratio (% of GDP and p.p.)
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Source: Author’s calculations based on Ministry of Finance of Cabo Verde.

FIGURE 26 Public Debt Composition at end-June 2020.

Source: Author’s calculations based on Ministry of Finance of Cabo Verde.
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Public Debt (% of GDP, right)

4.2. ECONOMIC AND FISCAL OUTLOOK (2021-2025)
pandemic (Table 10). The outlook provides a
baseline scenario and is predicated upon a
macro-fiscal framework that is consistent with:
(i) the 2021 Budget’s economic growth and fiscal
forecasts for 2021; (ii) the IMF’s economic growth
and fiscal forecasts for 2021-2022 reported in
the Third Review Under the PCI (IMF Country
Report No. 21/71, April 2021); and (iii) an expected
convergence of economic growth rates towards
5% per year in 2023-2025, with unchanged
revenue policies relative to the 2021 Budget
and a gradual adjustment of public expenditure.
Ostensibly, the baseline scenario assumes
the Government will prioritize the economic
recovery in 2021-2022; thus, it will maintain
public expenditure—an important component of
aggregate demand—fairly stable in nominal terms
and avoid exerting pro-cyclical contractive effects.
Next, in 2023-2025, the Government is assumed
to place more emphasis on consolidating public
finances and restoring debt sustainability; thus, it
will restrict the expansion of public expenditure in
nominal terms to reduce spending relative to GDP.
Phasing out the emergency budgetary measures
adopted in 2020—e.g., increased health spending
and transfers—would be essential to achieve such
adjustment in public expenditure. The baseline
outlook envisages annual growth rates of 5% in
the medium-term (2023-2025), which is broadly in
line with the historical average observed in 20162019. These rates are somewhat conservative in
comparison to those slightly above 6% envisaged
in the IMF’s Second Review Under the PCI (IMF
Country Report No. 20/297, November 2020) and
Third Review Under the PCI (IMF Country Report
No. 21/71, April 2021).
The macroeconomic outlook reflects a gradual
recovery of economic activity in the medium term.
Real GDP is estimated to have plummeted by
14.8% in 2020, while a partial recovery is expected
for 2021 with growth picking up to 5.8%. The prepandemic level of economic activity observed in
2019, however, could be reached again by 20222023. In the aftermath of the COVID-19 pandemic,
with a global resumption of tourism and recovery
in Europe, Cabo Verde is likely to resume its

historical trend in terms of economic growth; thus,
the annual real GDP is assumed to expand at 5%
from 2023 to 2025. This implies the COVID-19
pandemic will leave behind a one-off output
loss—evident in 2020—but will not deteriorate the
country’s growth potential. Besides, assuming
the currency peg is maintained, GDP deflator
inflation would be anchored to international levels,
fluctuating around a range between 1.5% and
1.7% per annum in 2021-2025. Wage moderation
and price flexibility, particularly in the tourism
sector, would be instrumental to keep inflation low.
The Government is expected to maintain the
existing revenue policies over the mediumterm, while containing the expansion of public
expenditure from 2023 onwards (Figure 27.a
and 27.b). Under current policies, total revenues
will recover quickly from 26.5% of GDP in 2020
to 29.3% in 2021 and stabilize around 30.5%
of GDP in 2023-2025. Grants are expected to
decline after Cabo Verde’s graduation to middleincome country status in 2008, and the closure
of the Millennium Challenge Corporation program.
In an attempt to run counter-cyclical policy and
support the domestic recovery, the Government
would increase nominal spending from CVE
59,000 million in 2020 (35.6% of GDP) to CVE
67,000 million in 2021-2022 (i.e., an average of
36.4% of GDP). Next, in order to narrow fiscal
imbalances, spending could be gradually reduced
to 31.8% of GDP by 2025—to a large extent, by
phasing out emergency measures adopted in
2020 to cope with the COVID-19 pandemic (e.g.,
increased health spending and transfers). Capital
expenditure, however, is likely to remain around
4% of GDP from 2022 onwards—in line with the
figures observed in 2018-2019. Given the revenue
and expenditure policies described above, the
projected fiscal deficit remains above 8% of GDP
in 2021; next, it decreases to 1.3% of GDP by
2025—with a significant contraction following the
anticipated budget consolidation commencing in
2023.
Fueled by budget imbalances and financial support
to SOEs, the Government’s gross borrowing
requirements will persist at a high level—albeit on
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a decreasing trend—over the foreseeable future
(Figure 27.c). The gross borrowing requirements
projected for the period 2021-2025 emerge
from (i) the fiscal deficit, (ii) the (below-the-line)
financial assistance to SOEs funded with public
debt, and (iii) the amortization payments of
maturing liabilities—including both the existing
debt as of end-2020 as well as the future debts to
be contracted. As indicated above, the projected
fiscal deficit remains above 8% of GDP in 2021
and decreases to 1.3% of GDP by 2025. Assuming
the Government resume its decisive efforts
towards SOE restructuring in the aftermath of the
COVID-19 pandemic—as evidenced by actions
taken in 2018-2019—then the financial support
to public companies is expected to decline from
2.1% of GDP in 2021 to 1.7% by 2025. Debtfunded capitalization and on-lending operations
would therefore be significantly rationalized.
Based on the debt-service obligations associated
to the Government debt outstanding at end-2020
and the assumed financing terms applicable to
the future debts to be contracted in 2021-2025
(described below), the amortization payments are
projected to rise from 6.5% of GDP in 2020 to
levels exceeding 7% all throughout the period
2021-2025.23 Overall, the annual gross borrowing
requirements would remain around 17% of GDP
in 2020-2021, and gradually decrease to 9.8%
by 2025. This implies the Government must be
able to secure significant amounts of funding via
contracting new loans and issuing new securities
going forward.
High gross borrowing requirements are expected
to be met with a mix of domestic and external
financing. Although the projected gross borrowing
requirements are rather sizeable for historical
standards, the Government is likely to be able to
access affordable external financing, as well as
sufficient domestic financing, in order to meet those
funding needs. The baseline outlook assumes the
Government would pursue a borrowing strategy
in 2021-2025 whereby: (i) 50% of the capital
expenditure is to be funded with concessional
external loans (denominated in foreign currencies,
with a 15-year maturity and 5-year grace, and
carrying a 1% annual interest rate); (ii) 30% of
the capital expenditure is to be financed with

semi-concessional external loans (denominated
in foreign currencies, with a 10-year maturity and
3-year grace, and carrying a 3% annual interest
rate); and (iii) all remaining gross borrowing
requirements to be met with domestic loans and
securities (denominated in local currency, with a
7-year maturity and bullet-like redemption profile,
and carrying a 5% annual interest rate). Overall,
on average, the debt management strategy
assumed for 2021-2025 covers three-quarters of
the annual gross borrowing requirements through
external sources, and the remaining one-quarter
with domestic sources. Cabo Verde’s regular
access to financing sources mitigates rollover
risks that would otherwise be significant given the
size of the borrowing needs in the next few years.24
Hence, the willingness of creditors and investors to
continue providing funding on reasonable terms—
in particular, a sustained flow of foreign loans
extended by multilateral and bilateral agencies,
and a sustained appetite for government securities
placed in the domestic financial market—are
essential to meet all funding needs. If a liquidity
stress materializes, the Government may have
to accelerate fiscal consolidation and rationalize
financial assistance to SOEs.
Borrowings to fund budget deficits and financial
support to SOEs will lead to a significant
accumulation of Government debt and an
unprecedently high debt burden—measured
by the public debt-to-GDP ratio (Figure 27.d).
Public debt will continue at a high level in the
next few years, despite of the expected budget
consolidation, rationalization of support to SOEs,
and access to concessional external financing. In
the baseline outlook, the public debt is projected
to remain above 150% of GDP in 2021-2022,
and next, slightly decrease to 135% by 2025.
Therefore, there will be no significant reduction in
the debt burden relative to the current juncture.
Vulnerabilities associated to Cabo Verde’s
government debt will therefore continue unabated.
Expected fiscal policies will partially offset the
contribution of macroeconomic performance to
the dynamics of the public debt-to-GDP ratio over
the medium term (Figure 27.e). Throughout the
period 2021-2025, the debt-to-GDP ratio would

23 A bundling of maturing liabilities looms by 2022-2023, when annual amortization payments are expected to peak at 7.7% of GDP, on average. Such large debt-service
obligations are the direct consequence of the issuances of domestic securities in 2018-2019.
24 Financing terms assumed in the baseline outlook are in line with those observed in recent years and reflect the ongoing closure of the concessional windows provided by
multilateral agencies to Cabo Verde. Semi-concessional funding from the International Bank for Reconstruction and Development (IBRD) and the African Development Bank (ADB)
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is expected to expand. In addition, the Government aims to diversify its creditor base and has targeted other foreign creditors such as China and Arab funds. Domestic borrowing
aims not only to fund the Government but also to contribute to the development of local capital markets. According to the Public Debt Law approved in 2018, annual domestic
indebtedness must remain within a formal ceiling equivalent to 3 percent of GDP to avoid excessive demand for funds by the central government and financial crowding out effects
on the private sector. Notwithstanding, the ceiling has not been met in recent years.

decrease by 20 p.p. in cumulative terms. Notably,
the contribution of macroeconomic variables
(i.e., real GDP growth, real interest rate, and real
exchange rate) to the debt dynamics is significant:
jointly, these variables would reduce the debt-toGDP ratio by 31 p.p. However, on the opposite
direction, persistent fiscal imbalances largely
undermine such potential gains: jointly, primary
deficits and support to SOEs would add nearly 11
p.p. to the debt ratio, thus partially offsetting the
contribution from macroeconomic performance.

TABLE 10

The baseline outlook suggests the sustainability
of public debt in Cabo Verde cannot be restored
solely on the back of economic growth and the
gradual budget consolidation already envisaged
for the period 2023-2025. The adoption of
additional fiscal adjustment measures, growthfriendly reforms in the SOE sector, and even a debt
reprofiling, appear imperative actions to narrow
imbalances and bring the Government debt down.
A fiscal adjustment program that tightens the
budget consolidation and further cuts on financial
assistance to SOEs can deliver significant savings

Medium-Term Baseline Outlook for 2021-2025.

Variables
GDP at current prices (CVE million)
GDP at constant prices, annual growth rate (%)
GDP deflator, annual growth rate (%)
Exchange Rate CVE/EUR
Real Exchange Rate, Index 2015=100 • • • • • •
Revenue
Direct Taxes (Tax on Income & Profits)
Indirect Taxes (Taxes on G&S and Int'l Trade)
Grants
Other Revenue (incl. Other Taxes)
Expenditure
Compensation of Employees
Use of Goods & Services
Grants, Subsidies, and Social Benefits
Other Expenses
Interest Payments
Net Acquisition of Non-Fin.Assets
Primary Balance
Overall Balance
Gross Borrowing Requirements
Overall Balance (+ indicates deficit)
Amortizations Payments
Support to SOEs (Cap. & On-Lend.)
Net Acquisition of Fin.Assets
Borrowing Sources
Issuance of Domestic Debt (% share) • • • • • •
Issuance of External Debt (% share)
Public Debt
Domestic Debt
External Debt

Historical
Estimates
2017
2018
2019
2020
2021
173,097 183,698 195,202 164,958 177,143
3.7
4.5
5.7
-14.8
5.8
0.7
1.5
0.6
-0.8
1.5
110.3
110.3
110.3
110.3
110.3
100.0
100.5
101.9
104.8
105.3
28.7
27.9
29.6
26.5
29.3
6.5
6.7
6.5
5.9
5.9
13.9
14.9
14.7
13.2
14.9
3.7
1.4
3.2
3.2
2.3
4.6
4.9
5.2
4.2
6.2
31.7
30.6
31.4
35.6
37.7
10.9
10.7
10.6
13.1
12.7
4.0
4.1
4.1
6.2
5.7
6.7
6.9
6.9
9.3
8.4
1.6
1.9
3.2
1.4
2.3
2.6
2.6
2.6
2.9
3.2
5.8
4.4
4.1
2.7
5.5
-0.4
0.0
0.7
-6.2
-5.2
-3.0
-2.6
-1.8
-9.1
-8.4
8.2
10.6
10.1
16.7
17.8
3.0
2.6
1.8
9.1
8.4
4.9
5.6
4.9
6.5
7.2
0.4
2.3
3.3
1.1
2.1
0.0
0.0
0.0
0.0
0.0
8.2
10.6
10.1
16.7
17.8
47.3
75.4
52.7
24.6
126.0
124.7
124.2
154.9
154.8
33.6
43.7
50.4
90.6
111.2
104.5

2022
189,690
5.5
1.5
110.3
105.8
30.3
6.9
15.1
2.2
6.2
35.1
12.3
5.3
8.1
1.9
3.5
4.0
-1.3
-4.8
14.6
4.8
7.9
2.0
0.0
14.6
78.1
21.9
151.3
55.0
96.4

Projections
2023
2024
202,162 215,666
5.0
5.0
1.5
1.6
110.3
110.3
106.4
106.8
30.5
30.5
7.6
7.9
15.1
15.1
1.2
1.2
6.5
6.2
33.3
32.6
12.0
11.7
5.2
5.2
7.0
6.6
1.5
1.4
3.6
3.7
4.0
4.0
0.8
1.6
-2.8
-2.1
12.2
11.0
2.8
2.1
7.5
7.2
1.9
1.8
0.0
0.0
12.2
11.0
73.8
70.9
26.2
29.1
146.7
141.4
57.4
58.5
89.3
82.8

2025
230,299
5.0
1.7
110.3
107.1
30.5
7.8
15.1
1.3
6.3
31.8
11.4
5.3
6.2
1.3
3.7
4.0
2.3
-1.3
9.8
1.3
6.9
1.7
0.0
9.8
67.5
32.5
135.4
58.6
76.8

Notes:
(1) Real exchange rate defined as the CVE/Euro bilateral exchange rate times the ratio between int'l prices and domestic GDP deflator.
(2) Includes domestic debt issued for deficit fiancing and accumulation of government deposits and other financial assets.

Source: Author’s projections based on Ministry of Finance of Cabo Verde, Central Bank of Cabo Verde, International
Monetary Fund, and African Economic Outlook 2021.
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FIGURE 27 Baseline Outlook (2021-2025).
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4.3. A FISCAL ADJUSTMENT PROGRAM TO
RESTORE SUSTAINABILITY (2021-2025)
and help reducing the public debt. Even if (i) a
strong growth recovery were to be achieved in
the aftermath of the COVID-19 pandemic, and
(ii) the Government could reduce budgetary
spending and support to SOEs by about 6.5 p.p.
between 2021 and 2025 (as it is envisaged in the
baseline outlook analyzed above), it is expected
that Cabo Verde’s fiscal and debt position would
remain vulnerable—and arguably, un-sustainable.
Hence, additional measures should be formulated
and implemented in order to generate more fiscal
savings (i.e., beyond the removal of emergency
measures associated to the COVID-19 pandemic)
and thus further reduce the accumulation of public
debt. This is the motivation to formulate a fiscal
adjustment scenario. Such scenario identifies
and quantifies a few policies and targets that can
deliver a larger adjustment in budgetary spending
and support to SOEs—by about 10 p.p. of GDP
between 2021 and 2025. As a consequence of
a tighter fiscal adjustment program, the funding
needs facing the Government will be reduced
and the public debt-to-GDP ratio will eventually
embark on a steadily-decreasing, sustainable
path. In particular, the Government debt would fall
to 128% of GDP by 2025, i.e., close to the prepandemic level (124%) observed at end-2019.25
A fiscal adjustment program should focus on
controls and ceilings on current expenses—with
less emphasis on further revenue mobilization
since taxation has been recently increased.
Significant reforms to tax legislation and
administration introduced prior to the COVID-19
pandemic are expected to deliver higher budget
resources along the path of economic recovery.
Notwithstanding, the potential for further revenue
mobilization is limited—at least over the next few
years. A fiscal consolidation program, therefore,
should be expenditure-based and envisage
controls and ceilings on major budgetary spending
items, as well as on (below-the-line) support to
SOEs. Since capital expenditure was largely
rationalized prior to the COVID-19 pandemic, the
fiscal consolidation program should also focus on
current spending and do not exert further pressure
on public investment.

Expenditure in wages and salaries and purchases
of goods and services, together with support
to SOEs, should be reined in to generate fiscal
savings. The wage bill absorbed 37% of budgetary
resources in 2020, and the operating expense in
goods and services took up another 17%. Not only
these items are sizable, but also, they have been
expanded rapidly: Wages and salaries grew at 6%
per year on average between 2015 and 2020—well
above domestic inflation—and the purchase of
goods and services grew by 25% in 2020 relative
to 2019. A fiscal adjustment program can rein in
these expenses by setting ceilings on their growth
rates or levels. Besides, as discussed in Chapter
2, the SOE sector offers potential for corporate
restructuring and privatization. Reforms can
enhance the operational and financial performance
of public companies, and hence reduce the need
for government support—including both abovethe-line subsidies and below-the-line financial
assistance.
Policies identified and quantified in the fiscal
adjustment scenario could deliver total savings
in the tune of CVE 18,000 million in the period
2023-2025 (Table 11 and 12, Figure 28.b). Four
measures are assessed in the fiscal adjustment
scenario—all with effects between 2023 and
2025:
(vii). The expansion of the wage bill is capped by
the expected annual inflation rate; estimated
total savings amount to CVE 3,600 million.
(viii).
The acquisition of goods and services is
gradually brought back to the pre-pandemic
level observed in 2019; estimated total savings
amount to CVE 6,100 million.
(ix). Above-the-line subsides to SOEs are dropped
altogether; estimated total savings amount to
CVE 2,200 million.
(x). Below-the-line support to SOEs is capped at
CVE 2,000 million; estimated total savings
amount to CVE 5,400 million.
On top of these measures, the reduction in the
interest bill as a result of lower indebtedness,
generates savings totaling CVE 700 million.
Overall, the above-the-line adjustment is expected
to reduce the public expenditure from an average
of 36.4% of GDP in 2021-2022 to 29% by 2025—

25 The baseline and fiscal adjustment scenarios are predicated upon the same macroeconomic and revenue forecasts, as well as the borrowing strategy pursued by the
Government, all throughout the period 2021-2025. The fiscal adjustment scenario differs from the baseline scenario only in relation to the Government’s expenditure policy in
2023-2025. It is assumed that the fiscal multipliers associated to expenditure measures to be adopted in 2023-2025 be negligible, and thus the prospective economic and revenue
performance are not affected by the fiscal adjustment.
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compared to 31.8% in the baseline scenario,
where only emergency measures adopted in 2020
are phased out (e.g., increased health spending
and transfers). In addition, the below-the-line
adjustment would curtail the financial assistance
to SOEs from 2.1% of GDP in 2021 to 0.9 by
2025—compared to 1.7% in the baseline scenario.

TABLE 11

A tighter fiscal adjustment program will reduce
the gross borrowing requirements and ensure the
public debt-to-GDP ratio embark on a steadilydecreasing, sustainable path (Figure 28.c and
28.d). The fiscal adjustment will address the
budget imbalances and deliver a surplus of 1.5% of
GDP by 2025—as opposed to a deficit of 1.3% of
GDP in 2025 projected in the baseline scenario. A

Medium-Term Fiscal Adjustment Program for 2021-2025.

Variables
GDP at current prices (CVE million)
GDP at constant prices, annual growth rate (%)
GDP deflator, annual growth rate (%)
Exchange Rate CVE/EUR
Real Exchange Rate, Index 2015=100 • • • • • •
Revenue
Direct Taxes (Tax on Income & Profits)
Indirect Taxes (Taxes on G&S and Int'l Trade)
Grants
Other Revenue (incl. Other Taxes)
Expenditure
Compensation of Employees
Use of Goods & Services
Grants, Subsidies, and Social Benefits
Other Expenses
Interest Payments
Net Acquisition of Non-Fin.Assets
Primary Balance
Overall Balance
Gross Borrowing Requirements
Overall Balance (+ indicates deficit)
Amortizations Payments
Support to SOEs (Cap. & On-Lend.)
Net Acquisition of Fin.Assets
Borrowing Sources
Issuance of Domestic Debt (% share) • • • • • •
Issuance of External Debt (% share)
Public Debt
Domestic Debt
External Debt

Historical
Estimates
2017
2018
2019
2020
2021
173,097 183,698 195,202 164,958 177,143
3.7
4.5
5.7
-14.8
5.8
0.7
1.5
0.6
-0.8
1.5
110.3
110.3
110.3
110.3
110.3
100.0
100.5
101.9
104.8
105.3
28.7
27.9
29.6
26.5
29.3
6.5
6.7
6.5
5.9
5.9
13.9
14.9
14.7
13.2
14.9
3.7
1.4
3.2
3.2
2.3
4.6
4.9
5.2
4.2
6.2
31.7
30.6
31.4
35.6
37.7
10.9
10.7
10.6
13.1
12.7
4.0
4.1
4.1
6.2
5.7
6.7
6.9
6.9
9.3
8.4
1.6
1.9
3.2
1.4
2.3
2.6
2.6
2.6
2.9
3.2
5.8
4.4
4.1
2.7
5.5
-0.4
0.0
0.7
-6.2
-5.2
-3.0
-2.6
-1.8
-9.1
-8.4
8.2
10.6
10.1
16.7
17.8
3.0
2.6
1.8
9.1
8.4
4.9
5.6
4.9
6.5
7.2
0.4
2.3
3.3
1.1
2.1
0.0
0.0
0.0
0.0
0.0
8.2
10.6
10.1
16.7
17.8
47.3
75.4
52.7
24.6
126.0
124.7
124.2
154.9
154.8
33.6
43.7
50.4
90.6
111.2
104.5

2022
189,690
5.5
1.5
110.3
105.8
30.3
6.9
15.1
2.2
6.2
35.1
12.3
5.3
8.1
1.9
3.5
4.0
-1.3
-4.8
14.6
4.8
7.9
2.0
0.0
14.6
78.1
21.9
151.3
55.0
96.4

Projections
2023
2024
202,162 215,666
5.0
5.0
1.5
1.6
110.3
110.3
106.4
106.8
30.5
30.5
7.6
7.9
15.1
15.1
1.2
1.2
6.5
6.2
32.6
30.4
11.7
11.2
5.0
4.0
6.7
6.3
1.5
1.4
3.6
3.6
4.0
4.0
1.6
3.7
-2.1
0.1
10.6
8.0
2.1
-0.1
7.5
7.2
1.0
0.9
0.0
0.0
10.6
8.0
69.8
60.2
30.2
39.8
145.1
136.9
55.7
54.0
89.3
82.8

Notes:
(1) Real exchange rate defined as the CVE/Euro bilateral exchange rate times the ratio between int'l prices and domestic GDP deflator.
(2) Includes domestic debt issued for deficit fiancing and accumulation of government deposits and other financial assets.

Source: Author’s projections based on Ministry of Finance of Cabo Verde, Central Bank of Cabo Verde, International
Monetary Fund, and African Economic Outlook 2021.
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2025
230,299
5.0
1.7
110.3
107.1
30.5
7.8
15.1
1.3
6.3
29.0
10.6
3.8
5.9
1.3
3.5
4.0
4.9
1.5
6.3
-1.5
6.9
0.9
0.0
6.3
48.9
51.1
127.6
50.8
76.8

sustainable fiscal path is therefore achieved in the
medium term. Lower budget deficits and reduced
support to SOEs will alleviate the funding needs
facing the Government: Overall, in 2023-2025,
the gross borrowing requirements are expected to
be CVE 18,000 million lower than in the baseline
outlook. Annual gross borrowing requirements
would remain around 17% of GDP in 2021,
and rapidly decrease to 6.3% by 2025—thus
attenuating rollover risks, if any. The Government
debt would then fall to 128% of GDP by 2025, i.e.,
close to the pre-pandemic level (124%) observed
at end-2019. While such outcome is certainly
reassuring in terms of achieving a sustainable
debt path, the public debt will remain at a high
level after all. Vulnerabilities associated to Cabo
Verde’s government debt will therefore continue—
at least to the degree already perceived back in
2019 and prior to the dramatic events in 2020.

the medium term (Figure 28.e). Between 2021
and 2025, the debt-to-GDP ratio is expected to
decrease by nearly 27 p.p. in cumulative terms.
Macroeconomic variables (i.e., real GDP growth,
real interest rate, and real exchange rate) will
reduce the debt ratio by 31 p.p. Jointly, primary
deficits and support to SOEs would add just 4 p.p.
to the debt ratio.

A fiscal adjustment program can reinforce the
contribution of macroeconomic performance to
the dynamics of the public debt-to-GDP ratio over

Fiscal multipliers and public spending efficiency
may help to boost economic activity and growth.
Effectiveness of fiscal policy for boosting economic

TABLE 12

The fiscal adjustment scenario suggests robust
progress towards restoring the sustainability of
public debt can be expected from an expenditurebased consolidation program. However, despite
of the tighter spending cuts envisaged in the
adjustment program for the period 2023-2025,
the Government debt will remain at a high
level—and thus a vulnerable position. Additional
actions—involving growth-friendly reforms in the
SOE sector, and even a debt reprofiling—should
be considered as well.

Fiscal Savings in the Adjustment Program for 2021-2025, in CVE Million.

Revenues
Direct Taxes (Tax on Income & Profits)
Indirect Taxes (Taxes on G&S and Int'l Trade)
Grants
Other Revenue (incl. Other Taxes)
Expenditure
Compensation of Employees
Use of Goods & Services
Grants, Subsidies, and Social Benefits
Other Expenses
Interest Payments
Net Acquisition of Non-Fin.Assets
Gross Borrowing Requirements
Overall Balance (+ indicates deficit)
Amortizations Payments
Support to SOEs (Cap. & On-Lend.)
Net Acquisition of Fin.Assets
Public Debt (end-of-period)

Baseline Scenario
Avge. 2021-2022
Avge. 2023-2025
54,737
65,893
11,721
16,848
27,567
32,652
4,080
2,687
11,370
13,706
66,722
70,305
22,890
25,273
10,148
11,250
15,112
14,224
3,822
3,000
6,113
7,916
8,638
8,642
29,604
23,693
11,985
4,412
13,818
15,481
3,800
3,800
0
0
287,091
311,728

Fiscal Adjustment Scenario
Avge. 2021-2022
Avge. 2023-2025
54,737
65,893
11,721
16,848
27,567
32,652
4,080
2,687
11,370
13,706
66,722
66,121
22,890
24,081
10,148
9,200
15,112
13,500
3,822
3,000
6,113
7,699
8,638
8,642
29,604
17,709
11,985
229
13,818
15,481
3,800
2,000
0
0
287,091
293,777

Fiscal Savings (Rev.Gains & Exp.Savings)
Avge. 2021-2022
Avge. 2023-2025
Total 2021-2025
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
4,184
12,552
0
1,192
3,577
0
2,050
6,151
0
724
2,172
0
0
0
0
217
651
0
0
0
0
5,984
17,952
0
4,184
12,552
0
0
0
0
1,800
5,400
0
0
0

Source: Author’s projections based on Ministry of Finance of Cabo Verde, Central Bank of Cabo Verde, International
Monetary Fund, and African Economic Outlook 2021.
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FIGURE 28 Fiscal Adjustment Program (2021-2025).
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Source: Author’s projections based on Ministry of Finance of Cabo Verde, Central Bank of Cabo Verde, International
Monetary Fund, and African Economic Outlook 2021.
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4.4. FISCAL ADJUSTMENT AND REFORMS FOR
GROWTH AND SUSTAINABILITY (2021-2025)
performance depends on the size of fiscal
multipliers and the efficiency of public spending.
Even for a Government undertaking a budget
adjustment program to restore a sustainable fiscal
and debt path, it may be feasible to pursue an
expenditure-shifting strategy that takes advantage
of different spending multipliers to mitigate impact
on output (e.g., increasing public investment and
decreasing current expenses). Also, expenditure
efficiency-enhancing reforms may deliver higher
growth dividends through better capital projects
and government services (e.g., improving public
finance management (PFM) and public investment
management (PIM)). In addition, reforms to the
SOE sector can improve operational and financial
performance of public companies, with potential
for output gains.
Cabo Verde can benefit from reforms to enhance
expenditure efficiency and restructure SOEs,
but not much from fiscal multipliers. Cabo
Verde exhibits small fiscal multipliers for public
investment because of the sizable imports
requirements of capital projects—especially in
infrastructure.26 Hence, an expansion of the PSIP
may not deliver a significant boost to economic
activity. On the other hand, there is ample room
for pursuing reforms to SOEs, PFM, and PIM,
and expect higher output and growth dividends
afterwards. An estimation of such (potential) gains
is beyond the scope of this Chapter. However, an
illustrative scenario is formulated below to indicate
the (potential) impact of higher economic growth
on the prospective fiscal and debt path expected if
the Government undertakes the fiscal adjustment
program described earlier as well as the reforms
to SOEs, PFM, and PIM.
A combination of a fiscal adjustment program and
a comprehensive institutional reform agenda can
accelerate economic growth in the medium term
and thus further reduce the public debt (Table 13).
If a fiscal adjustment program were supported
by successful reform agenda, the Government’s
efforts may well be consistent with an even higher

economic growth—i.e., over and above the growth
rates reflected in both the baseline scenario
and the fiscal adjustment scenario. To explore
this possibility, a fiscal adjustment plus reforms
scenario is formulated assuming: (i) a convergence
of economic growth rates towards 6.5% per year
in 2022-2025—i.e., 1.5 p.p. higher than the annual
growth rates of 5% underpinning the other two
scenarios; and (ii) a fiscal policy geared towards an
expenditure-based budget consolidation in 20232025, with measures similar to those reflected in
the fiscal adjustment scenario.27
An important caveat must be considered
concerning the assumed medium-term economic
growth. Since there is no accurate estimate of the
economic effect of a reform agenda Cabo Verde
could pursue in the post-COVID-19 pandemic
setting, the assumed 6.5% growth rate serves
an illustrative purpose to show how the fiscal and
debt path may look like if such economic effect
were strong. For this reason, the 6.5% growth rate
should not be deemed as a forecast, and instead,
it should be considered a deliberately optimistic
assumption aimed at showing an upper-bound
scenario with a very favorable path for fiscal and
debt variables. Incidentally, the growth forecasts
for 2021-2026 reported in the IMF’s Second
Review Under the PCI (IMF Country Report No.
20/297, November 2020) and Third Review Under
the PCI (IMF Country Report No. 21/71, April
2021) also point to a medium-term growth slightly
above 6%, which is predicated upon a budget
consolidation and a reduced support to SOEs as
well.
While higher economic growth boosts revenue and
measures to reduce (or slowdown) expenditure
are adopted, the fiscal path will converge towards
a balanced budget (Figure 29.a, 29.b, and 29.c).
Given a higher level of nominal GDP and the
revenue policy assumed, total revenues will remain
at around 30.2% of GDP in 2021-2025. Similarly,
in view of the higher level of nominal GDP and
the expenditure measures described in the fiscal

26 See World Bank’s Country Economic Memorandum Technical Annex 2 (2013). Multipliers differ across countries depending, inter alia, on a country’s exchange rate regime, trade
openness, and stage of development. Small, open economies with limited productive sectors like Cabo Verde tend to have smaller fiscal multipliers due to imports dependence.
Also, multipliers vary across stages of the economic cycle—being stronger during recessions than during expansions—and the financial-market conditions facing the Government.
Different types of revenue and expenditure also have specific multiplier effects.
27 The fiscal adjustment plus reforms scenario is identical to the other two scenarios as far as the economic and fiscal forecasts for 2021 are concerned. The fiscal adjustment
plus reforms scenario has higher economic growth and tax revenues projected for 2022-2025 compared to the other two scenarios. The fiscal adjustment scenarios and the
fiscal adjustment plus reforms scenario have the same primary expenditure and below-the-line support to SOEs projected for 2022-2025, as the expenditure-reducing measures
are identical in both. All three scenarios are alike with regards to the grants and other non-tax revenues projected for 2022-2025 and the borrowing strategy pursued by the
Government.
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adjustment scenario, total spending will decrease
from an average of 36.4% of GDP in 2021-2022
to 27.8% by 2025. In addition, the below-the-line
adjustment would reduce the financial assistance
to SOEs from 2.1% of GDP in 2021to 0.8% by
2025. The fiscal adjustment will narrow the budget
imbalances and deliver a surplus of 2.4% of GDP
by 2025, thus ensuring a sustainable fiscal path is
achieved in the medium term.
Fiscal adjustment measures and growth-friendly
reforms could deliver total savings—including
revenue gains and expenditure savings— in the
order of CVE 22,600 million in the period 20232025 (Table 14). Savings will be achieved between
2023 and 2025, including: (i) capped wage-bill
growth (estimated total savings amount to CVE
3,600 million); (ii) reduction in acquisition of goods
and services (CVE 6,100 million); (iii) reduced
support to SOEs (CVE 2,200 million for lower
above-the-line subsidies, and CVE 5,400 million
for lower below-the-line financial assistance); (iv)
reduced interest bill (CVE 800 million); and (v)
revenues gains (CVE 4,500 million).
Jointly, higher economic growth and lower fiscal
deficits ensure the public debt-to-GDP ratio
embarks on sustainable path and is significantly
reduced by 2025 (Figure 29.c and 29.d). The
budget adjustment will proceed along a sustainable
fiscal path. Gross borrowing requirements are
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projected to be somewhat lower than the levels
estimated in the baseline outlook. The public debt
will fall to 120% of GDP by 2025, thus achieving
a sustainable path. However, it is noticeable that
the Government debt will continue at a high level—
and despite a much stronger growth performance
since 2022 onwards.
The dynamics of the public debt-to-GDP ratio
benefits from a stronger economic performance
and the fiscal adjustment program (Figure 29.e).
Between 2021 and 2025, the debt-to-GDP ratio
is expected to decrease by nearly 35 p.p. in
cumulative terms. Macroeconomic variables
(i.e., real GDP growth, real interest rate, and real
exchange rate) will fully explain such a reduction
in the debt ratio. Jointly, primary balances and
support to SOEs would offset each other and have
no effect on the debt ratio.
The fiscal adjustment plus reforms scenario
indicates restoring the sustainability of public debt
requires both an expenditure-based consolidation
program and a growth-friendly reform agenda.
Still, the Government debt will remain at a high
level, which may call for further measures—even
a debt reprofiling.
Significant budget consolidation efforts must be
made for the Government to reduce the public
debt below 100% of GDP by 2025—presumably

TABLE 13

Fiscal Adjustment Program Plus Reform Agenda (2021-2025).

Source: Author’s projections based on Ministry of Finance of Cabo Verde, Central Bank of Cabo Verde, International
Monetary Fund, and African Economic Outlook 2021.

TABLE 14

Fiscal Savings in the Adjustment Program Plus Reforms for 2021-2025, in CVE Million.

Source: Author’s projections based on Ministry of Finance of Cabo Verde, Central Bank of Cabo Verde, International
Monetary Fund, and African Economic Outlook 2021.
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FIGURE 29 Fiscal Adjustment Program Plus Reform Agenda (2021-2025).
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Source: Author’s projections based on Ministry of Finance of Cabo Verde, Central Bank of Cabo Verde, International
Monetary Fund, and African Economic Outlook 2021.
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4.5. DEBT SUSTAINABILITY AND FISCAL SPACE
a sustainable debt level, according to official
documents. According to documents published
by the Government of Cabo Verde (or even by
international organizations like the IMF who require
official authorizations for circulation), it would be
a desirable objective to reduce the public debt
ratio below 100% of GDP in the medium-term.
28
Such an objective is not met under the economic
performance and fiscal policies envisaged in the
three scenarios presented earlier in this Chapter.
Therefore, achieving a debt target of 100% of
GDP by 2025 constitute a difficult challenge that
call for budget consolidation and reform efforts,
as well as other growth-friendly measures. The
potential contribution of debt reprofiling to narrow
imbalances and bring the public debt further
down, is analyzed in Chapter 5.
Sustainability gap analysis indicates that
achieving a debt target of 100% of GDP by
2025 requires a fiscal adjustment of 9 p.p. of
GDP per year, on average, between 2022 and
2025—relative to the baseline scenario’s fiscal
path. The baseline scenario projects an average

annual primary surplus (i.e., excluding interests) of
about 1% of GDP during the period 2022-2025,
which helps to reduce the public debt from 155%
of GDP in 2021 to 135% by 2025. Considering
the same economic performance and below-theline support to SOEs assumed in the baseline
scenario, if the Government intends to reduce
the public debt to 100% of GDP by 2025, it must
run an average annual primary surplus of 10% of
GDP in the period 2022-2025. Thus, the required
fiscal adjustment to achieve the debt target is 9
p.p. of GDP per year between 2022 and 2025—or
a cumulative 36 p.p. of GDP in those four years.
The required fiscal adjustment to achieve the
debt target is significant and thus reinforces
the case for pursuing comprehensive budget
consolidation, SOE reforms, and debt reprofiling.
Never has Cabo Verde achieve a primary surplus
comparable to the level required to reduce public
debt to 100% of GDP in the medium term, and
therefore it appears unlikely to be achievable
in the aftermath of the COVID-19 pandemic.
Even more so when considering political and

28 See Ministério das Finanças de Cabo Verde’s Diretrizes do Orcamento Do Estado 2021, and IMF Second Review Under the PCI (IMF Country Report No. 20/297).

TABLE 15

Indicators of Debt Sustainability and Fiscal Space.

Source: Author’s projections based on Ministry of Finance of Cabo Verde, Central Bank of Cabo Verde, International
Monetary Fund, and African Economic Outlook 2021.
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social constraints on such a sizable budget
consolidation. Other measures should then
accompany a (feasible) fiscal adjustment program
in order to ensure a sustainable path for the public
debt—including comprehensive SOE reforms
and debt reprofiling. The remaining of Chapter 4

presents the calculation of sustainability gaps and
other important indicators of fiscal space, shown
in Table 15.
Assessing progress towards restoring debt
sustainability over the medium-term requires to
(i) identify a sustainable level of government debt

4.5.1. Debt Sustainability Gap
and (ii) measure the gap relative to the current
level. Debt sustainability gap is the difference
between a sustainable level of debt in a given year
T (denoted d*(T)) and the current level of debt in
year t (d(t)). The debt target of 100% of GDP in
year 2025 is utilized as the sustainable level of
debt d*(T). Table 15 shows the debt sustainability
gap for years 2022 to 2025, i.e., the difference
between the debt target d*(T) and the debt level
d(t) projected in the baseline scenario for year t
between 2022 and 2025.
Debt sustainability gap could indicate either
the availability of fiscal space or the imperative
for fiscal adjustment. For a Government whose
current debt level is below its debt target, the
debt sustainability gap is used as a measure of
fiscal space: The gap indicates how much the
Government can afford to spend more or reduce
taxes in the next few years, run larger primary
deficits (or smaller primary surpluses), borrow
more in order to fund such additional expenses
or forgone revenues, and hence allow the public
debt ratio to gradually rise until reaching the debt
target. The debt target becomes a sustainable
ceiling for the expansionary policy associated to
the idea of fiscal space. On the contrary, for a
Government whose current debt level is already
above its debt target, like Cabo Verde, the debt
sustainability gap is used as a measure of fiscal
adjustment: The gap indicates how much the
Government must reduce spending or increase
taxes in the next few years, run smaller primary
deficits (or larger primary surpluses), borrow less
thanks to savings resulting from lower expenses or
higher revenues, and hence allow the public debt
ratio to gradually decrease until reaching the debt
target. The debt target becomes a sustainable
floor for the contractive policy associated to the
idea of fiscal adjustment.
Achieving the debt target by 2025 requires a
very tight fiscal adjustment. To achieve the debt
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target d*(T), the Government must run a fiscal
policy much tighter than the expected policy which
underpins the baseline scenario. The required
primary balance path pb*(t) to achieve the debt
target d*(T) is shown in Table 15. This path runs
from year t1 (when the Government chooses to
initiate the fiscal adjustment and start converging
towards the debt target) to year T (when the debt
target is reached). (NB: For simplicity, the debtto-GDP ratio follows a linear path converging to
100% in 2025.) The required fiscal adjustment
is the difference between the required primary
balance path pb*(t) and the primary balance path
pb(t) projected in the baseline scenario. Notably,
the required fiscal adjustment depends on when
the Government starts the budget consolidation
efforts relative to the baseline scenario; in
particular, the more the adjustment is delayed, the
more sizable the adjustment becomes.
Fiscal policy able to deliver the debt target by
2025 requires to significantly improve the primary
balances run by the Government—by adopting
expenditure-reducing or revenue-augmenting
measures, or both. In the baseline scenario,
the Government is expected to run an average
annual primary surplus (i.e., excluding interests)
of 1% of GDP during the period 2022-2025, and
hence the public debt will reach 135% by 2025.
Instead, if the Government chooses to (i) maintain
the fiscal policy embedded in the 2021 Budget in
2021, (ii) commence a fiscal adjustment in 2022
to gradually converge towards a debt target of
100% of GDP by 2025, and (iii) maintain the
support to SOE assumed in the baseline outlook,
then it must run an average annual primary
surplus of 10% of GDP in the period 2022-2025.
(NB: This estimate assumes the same economic
performance underpinning the baseline scenario.)
The Government must then carry out a significant
fiscal adjustment to achieve the debt target: The
required fiscal adjustment is as sizable as 9 p.p.

of GDP per year between 2022 and 2025—or a
cumulative 36 p.p. of GDP in those four years.29
Fiscal policy able to deliver the debt target by
2025 is not politically, nor socially, feasible—
thus, other measures should be considered. In
money terms, the total required fiscal adjustment

amounts to CVE 76,000 million in the period 20222025. Ostensibly, neither this is politically nor
socially feasible—and hence other measures must
be considered alongside budget consolidation
efforts.
Evaluating progress towards stabilizing the public

29 The required budget consolidation is even larger if the Government commences it in 2023—as it is assumed in the fiscal adjustment scenario and fiscal adjustment plus reforms
scenario: To achieve the debt target, the Government must improve the primary balance by 12 p.p. of GDP per year between 2023 and 2025—or a cumulative 36 p.p. of GDP in
those three years.

4.5.2. Primary Balance Sustainability Gap and DebtStabilizing Primary Balance
debt-to-GDP ratio in the short-term requires to (i)
identify the primary balance able to deliver a stable
debt ratio between two consecutive years, and (ii)
measure the gap relative to the current primary
balance. The primary balance that stabilizes the
public debt ratio is known as the debt-stabilizing
primary balance (denoted pbds(t)); formally,
it is the primary balance required to ensure
d(t)=d(t-1). Primary balance sustainability gap
is the difference between the debt-stabilizing
primary balance pbds(t) and the primary balance
pb(t) projected in the baseline scenario. Table 15
shows the debt-stabilizing primary balance and
the primary balance sustainability gap for years
2022 to 2025.30
Primary balance sustainability gap could
indicate either the availability of fiscal space
or the imperative for fiscal adjustment. For a
Government whose current primary balance is
above the debt-stabilizing primary balance, the
primary balance sustainability gap is used as a
measure of fiscal space: The gap indicates how
much the Government can afford to spend more
or reduce taxes in the current year, run a larger
primary deficit (or a smaller primary surplus),
borrow more in order to fund such additional
expenses or forgone revenues, while ensuring
the public debt ratio is maintained at the same
level inherited from the preceding year. The debtstabilizing primary balance becomes a floor for
the expansionary policy associated to the idea of
fiscal space. On the contrary, for a Government
whose current primary balance is below the debtstabilizing primary balance, the primary balance
sustainability gap is used as a measure of fiscal
adjustment: The gap indicates how much the

Government must reduce spending or increase
taxes in the current year, run a smaller primary
deficit (or a larger primary surplus), borrow less
thanks to savings resulting from lower expenses
or higher revenues, while ensuring the public debt
ratio is maintained at the same level inherited from
the preceding year. The debt-stabilizing primary
balance becomes a ceiling for the contractionary
policy associated to the idea of fiscal adjustment.
Stabilizing Cabo Verde’s public debt at the current
level is not advisable because such level is too
high and (arguably) not sustainable. If the Cabo
Verdean Government follows the fiscal policies
underpinning the baseline scenario, it is expected
to run primary surpluses above the debt-stabilizing
primary deficits all throughout the period 20222025—and as a consequence, the projected public
debt ratio decreases from 155% of GDP in 2021
to 135% by 2025. However, since the public debt
is already very high—arguably, not sustainable—
and will remain high over the medium term in the
baseline outlook, it is not advisable to run fiscal
policies that stabilize—as opposed to reduce—the
public debt-to-GDP ratio. For this reason, the debt
sustainability gap analysis—elaborated earlier
in this Chapter and whose conclusion points to
the imperative for fiscal adjustment—is far more
relevant than the primary balance sustainability
gap for the purpose of guiding Cabo Verde’s fiscal
policy going forward.
Instead, stabilizing the public debt after the debt
target be reached is relatively more sensible.
Stabilizing Cabo Verde’s public debt at the current
levels is not advisable because such level is
(arguably) not sustainable. Instead, stabilizing the

30 Technically, the relation between the sustainability gap of debt and primary balance is straightforward: The primary balance sustainability gap is the fiscal adjustment required
to achieve a debt target d*(T) equal to last year’s public debt ratio d(t1-1) in just one year (i.e., with t1=T).
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public debt after reaching the debt target—which
is deemed a sustainable level—is more sensible.
Assuming that (i) the debt target of 100% of GDP
is achieved in 2025; (ii) Cabo Verde’s nominal
GDP growth rate is 7% (i.e., a 5% growth in real
terms and a 2% inflation) from 2026 onwards;
(iii) the average effective interest rate on public
debt is 5% (i.e., eliminating the concessional
component) from 2026 onwards; and (iv) the
below-the-line financial support to SOEs is zero

from 2026 onwards; then, the Government could
run a primary deficit of 1.9% of GDP from 2026
onwards to maintain the public debt stable at the
100% of GDP level. Notably, this required primary
deficit suggest that some degree of fiscal space
may become available after the Government
reached its debt target. However, the sizable fiscal
adjustment necessary before hitting the debt
target must not be overlooked.
Solvency refers to the Government’s capacity to

4.5.3. Average Tax-Years Required
to Repay Outstanding Public Debt
repay its outstanding financial obligations in the
long term, using its own budgetary resources—
including tax revenue. A creditworthy Government
must be able to generate sufficient budgetary
resources to afford debt-service obligations over
the medium- to long-term, without having to
borrow systematically in order to rollover maturing
liabilities and pay interests. Thus, a widely-used
sustainability indicator is the public debt-to-tax
revenue ratio, where tax revenue is a proxy for
the Government’s repayment capacity.31 (NB: The
ratio is similar to the debt-to-income indicator
used in corporate finance.) The public debt-totax revenue ratio is also known as the average
tax-years required to repay the outstanding
public debt since it measures how many years of
actual tax collection would provide the amount of
resources necessary to fully fund the repayment
of existing liabilities. Table 15 shows the average
tax-years required to repay the outstanding public
debt for the period 2020 to 2025.
The dynamics of the public debt-to-tax revenue
ratio could indicate either the availability of fiscal
space or the imperative for fiscal adjustment. For
a Government whose public debt-to-tax revenue
ratio is decreasing over time, the perceived
solvency and financial position become stronger.
This is because the repayment capacity (tax
revenue) is growing faster (or decreasing slowly)
relative to the financial obligations (debt). As
solvency strengthens, the Government is likely
to be able to borrow more and thus expand
fiscal space to run expansionary policy. On the
contrary, for a Government whose public debtto-tax revenue ratio is increasing over time, the
perceived solvency and financial position become
weaker. This is because the repayment capacity
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(tax revenue) is increasing slowly (or decreasing
faster) relative to the financial obligations (debt).
As solvency weakens, the Government is likely
to borrow less and undertake a fiscal adjustment
with contractionary policy.
Cabo Verde’s rising tax revenue should not
fund additional expenditure, but instead,
support the reduction in budget imbalances and
financial obligations that is required to restore
a sustainable fiscal and debt path. If the Cabo
Verdean Government follows the fiscal policies
underpinning the baseline scenario, it is expected
to increase the tax revenue collection from 19%
of GDP in 2020 to 23% in 2025. These additional
budgetary resources should not be used to fund
additional expenditure as if they were to provide
more fiscal space to the Government. Given that
grants are projected to decrease and both the
current deficit and debt level are unprecedently
elevated, then it is advisable to utilize the taxrevenue gains to support budget consolidation
efforts rather than expanding expenditure. In this
regard, if all the additional tax revenue projected
in the baseline outlook during the period 20212025—i.e., over and above the tax collection of
CVE 32,200 million estimated for 2020—were to
fund additional expenses—as distinct from the
expenses regularly incurred by the Government—
then the public debt would exceed 145% of GDP
every year during the period 2021-2025. For this
reason, the analysis of the dynamics of the public
debt-to-tax revenue ratio must not lead to the
conclusion that higher tax revenue going forward
implies larger fiscal space for Cabo Verde.

A country-specific debt threshold for assessing

31 Tax revenue is a better proxy than the nominal GDP because it reflects an important source of budgetary income appropriated by the Government—as distinct from the nominal
GDP, which measures the economy-wide income. In addition, tax revenue—as distinct from total revenue, which may include special charges and fees, one-off measures, etc.—better
captures a recurrent, sustainable source of budgetary income.

4.5.4. Ability-to-Pay Models of Sovereign Default
public debt sustainability in Cabo Verde can be
derived from ability-to-pay models of sovereign
default. According to this literature, a countryspecific public-debt threshold (i.e., a sustainable
debt ceiling) can be inferred from the maximum
level of fiscal discipline that the country is able
to achieve—or alternatively, the maximum level
actually achieved in the historical experience.
The intuition is that creditors and investors will
not be willing to hold public-debt instruments in
their portfolios beyond a maximum debt level they
believe the Government has ability to repay when
making its maximum effort of fiscal discipline.
Such maximum debt level acts as a threshold
(ceiling) imposed by market conditions in view of
the perceived ability-to-pay of the Government
when doing its best fiscal effort. Fiscal discipline
may relate to the level of primary balance or to the
change (adjustment) of primary balance that the
Government could achieve when trying to restore
sustainability of public finances by maximizing its
ability-to-pay.

managed to achieve an average primary deficit of
2% of GDP between 2013 and 2019. Assuming that
(i) a primary deficit of 2% of GDP is the maximum
level of fiscal discipline that can be achieved on
a sustained basis; (ii) Cabo Verde’s nominal GDP
growth rate is 7% (i.e., a 5% growth in real terms
and a 2% inflation) from 2026 onwards; (iii) the
average effective interest rate on public debt is
5% (i.e., eliminating the concessional component)
from 2026 onwards; and (iv) the below-the-line
financial support to SOEs is zero from 2026
onwards; then, the Government’s maximum debt
that can be maintained on a sustained basis
is equivalent to 100% of GDP in 2025—i.e.,
similar to the debt target based on the desirable
level of debt in the medium-term suggested by
Government’s documents. The value 100% of
GDP is now seen as a debt threshold—calculated
as the present value of a permanent sequence
of maximum primary balances (-2% of GDP, as
historical experience reveals), discounted using
the interest-growth differential (-2% = 5% - 7%).

Cabo Verde’s debt target of 100% of GDP can be
seen as a debt threshold related to its historical
experience of fiscal discipline. Cabo Verde

Cabo Verde aims to preserve its fixed exchange

4.5.5. The Sovereign Currency Issue
rate regime and hence it should not issue currency
to monetize fiscal deficits. The peg between
the national currency (Cabo Verdean escudo)
and the euro implies a strict constrain on the
possibility of monetizing fiscal deficits—e.g., by
the Central Bank issuing currency to purchase
government securities and provide funds to cover
the Government’s gross borrowing requirements,
particularly those expenses paid in local currency.
As the country is open to international finances,
with no capital-flow or foreign-exchange
restrictions, the monetization of fiscal deficits
is likely to undermine the sustainability of the
exchange rate regime—e.g., by creating excess
monetary balances that may reduce domestic

interest rates, promote capital outflows, and
create demand pressures in the foreign exchange
market.
The
Government
issues
local-currency
securities—which greatly facilitates public debt
management—but it should not issue local
currency to repay those liabilities. No additional
fiscal space can therefore be created by simply
issuing debt denominated in local currency and
then printing sovereign currency when that debt
matures to repay it.32 The Government should
then secure local currency through taxation, other
revenues, or new borrowings.
In the context of the COVID-19 pandemic, efforts

32 The ability of a country to issue debt denominated in its own currency is often taken into consideration when assessing fiscal space. In theory, a country able to issue localcurrency securities could easily pay them back by printing more money when they fall due—e.g., the Central Bank can fund the Government, directly or indirectly, with newly-created
currency. This possibility makes sovereign default unlikely and reduces borrowing costs facing the Government. A Government may nevertheless choose not to inflate away its
debt due to the significant economic, social, and political costs resulting from high inflation or pressures on foreign exchange markets—when residents utilize the excess monetary
balances to spend on goods or to purchase foreign currency. It has been argued that market confidence in the Japanese Government’s ability to steer clear from default can largely
explain the sustainability of the country’s public debt—which has been the highest in the World for years, carries low interest rates, and benefits from a broad, stable investors base.
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CHAPTER 5 - RETHINKING DEBT
FINANCING FOR ACHIEVING THE
SDG AGENDA BY 2030
towards achieving the Sustainable Development
Goals by 2030 are being reinforced. Prior to the
COVID-19 pandemic, progress towards the 2030
Sustainable Development Goals was slowing
down and key objectives were lagging behind
(UN, 2020a). The pandemic largely worsened
the challenges facing developing countries, but it
also revived concerted efforts by the international
community to assist them to speed up progress
and tackle the economic recovery. There is an
emerging consensus on the need to provide
developing countries with some sort of debt
alleviation, as well as with additional financing to
support the economic recovery in the aftermath of
the COVID-19 pandemic.
As far as development financing is concerned,
in 2020 Cabo Verde benefited from the Debt
Service Suspension Initiative, the IMF’s Rapid
Credit Facility, and loans from multilateral financial
institutions—and more is necessary going
forward. For Cabo Verde to fulfill its SDGs targets,
international financial support is still required
going forward (UN, 2018). Back in 2018, Cabo
Verde itself advocated for such support when
submitting its Voluntary National Review and
Strategic Sustainable Development Plan to the
international community. Currently, the prospects
for support are recognized in the foreign-aid
projections reported in the IMF’s Second Review
Under the PCI (IMF Country Report No. 20/297,
November 2020) and Third Review Under the PCI
(IMF Country Report No. 21/71, April 2021). In
particular, the annual external aid through grants
and loans is expected to average 8% of GDP in
2021-2026—albeit on a decreasing path.
In the aftermath of the COVID-19 pandemic, Cabo
Verde will continue bearing a heavy public debt
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burden and facing significant gross borrowing
requirements. Scenarios presented in Chapter
4 conclude that: (i) Cabo Verde’s public debt—
currently at 155% of GDP—cannot be reduced
below 100% of GDP by 2025; and (ii) large
borrowing requirements are expected for the next
few years—which may limit the local financing
available to firms and households in support
of economic recovery. High public debt and
large financing needs are projected even in the
fiscal adjustment plus reforms scenario, which
envisages a significant (expenditure-based)
budget consolidation, a comprehensive reform
agenda, and a strong growth performance in the
medium term. To what extent debt reprofiling
can help attenuate the high stock of government
liabilities and the sizable financing-need flow is the
subject of this Chapter.
Prospects for Cabo Verde’s public debt
sustainability are assessed in one scenario that
assumes alleviation of concessional debt burden.
A debt-service suspension scenario assesses the
contribution of a debt reprofiling to the sustainability
of public finances. This scenario builds upon
the fiscal adjustment plus reforms scenario by
introducing a DSSI-like support—increased in size
and lengthened in duration—whereby (selected)
debt-service obligations falling due in 2021-2025
are postponed beyond 2025. The debt-service
suspension scenario is predicated upon the same
forecasts for economic growth, revenues, primary
expenditures, and below-the-line support to SOEs,
presented in the fiscal adjustment plus reforms
scenario. The key differences refer to financing
variables, e.g., the debt-service obligations and
the stock of government debt.
The Debt Service Suspension Initiative (DSSI)

5.1. DEBT SERVICE SUSPENSION INITIATIVE
AND DEBT RELIEF INITIATIVES
launched in 2020 seeks to reprofile multilateral
debt, without debt write off nor involvement of
private creditors. DSSI was endorsed by the G20,
the G7, and the Paris Club. Its main goal was to
free up more than US$ 20 billion that developing
countries could use to strengthen their health
services. Debt payment moratorium is being
granted on the condition that funds be spent only
on critical public services—especially health—and
not on interest payments to private lenders.The
World Bank and the IMF have devised customized
fiscal policy responses that support weathering
the crisis in the short-term and accelerating the
economic recovery in the medium-term. Thus
far, the DSSI has enabled a fast and coordinated
response to provide additional fiscal space for
developing countries. As of mid-September 2020,
43 countries had benefited from an estimated US$
5 billion in debt-service suspension from official
bilateral creditors, complementing the scaled-up
emergency financing provided by the World Bank
and the IMF. However, private creditors that hold
commercial debt have not yet participated in the
initiative.
In 2020, Cabo Verde benefited from the DSSI,
the IMF’s Rapid Credit Facility, and loans
from multilateral financial institutions. Cabo
Verde received budget-support loans with soft
conditionality aimed at expanding fiscal space to
cope with the COVID-19 pandemic. In addition,
the country was eligible for the DSSI and the
Paris Club creditors provided it with a time-bound
suspension of debt-service obligations due from
May to December 2020, amounting to US$ 15.5
million. Under the DSSI extension to end-June
2021, the Government expects to receive another
US$ 25 million from bilateral creditors.
Traditional debt-relief initiatives such as the
Highly-Indebted Poor Country (HIPC) Initiative
and Multilateral Debt Relief Initiative (MDRI)
envisaged a write off of debt-service obligations

to restructure multilateral and bilateral debt. HPIC
Initiative and MDRI helped reducing the stock of
external debt of developing countries by forgiving
debt-service obligations that were unpaid and
in arrears for several years. Funds saved were
expected to be invested by Governments in
support of economic and social development.
Granting of debt relief was accompanied by
an IMF program and policy-based financing by
multilaterals—thus further strengthening the fiscal
and debt position. Cabo Verde was not eligible for
those initiatives—arguably, by the time they took
place, its public debt was not excessive.
Back in November 2020, the G20 formulated
the “Common Framework for Debt Treatments
beyond the DSSI” that may evolve into a debt
restructuring initiative. Extending the DSSI on its
own is not enough to address the growth and fiscal
challenges facing poor countries in the aftermath
of the COVID-19 pandemic. The G20 introduced
a “Common Framework for Debt Treatments
beyond the DSSI” to address the unsustainable
public debts that many DSSI-eligible countries will
continue carrying once the COVID-19 pandemic is
over—challenges that need debt restructuring and
not just postponement of debt-service payments.
While the G20 has provided very few details on how
the “Common Framework” would be implemented,
there seems to be a couple of agreements: (i)
eligible countries would be those assessed to face
high risk of debt distress according to the joint
WBG-IMF Low-Income Country Debt Sustainability
Framework (LIC DSF); and (ii) countries benefitting
from the debt-relief initiative would be subjected to
an IMF program involving additional IMF financing
and policy-conditionality. In view of point (i), Cabo
Verde would be eligible for the debt-relief initiative
since it was assessed at high risk of debt distress
in the latest LIC DSF undertaken jointly by the
WBG and the IMF in early 2020.
Cabo Verde faces significant gross borrowing
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5.2. DEBT-SERVICE SUSPENSION SCENARIO (2021-2025)
requirements in the next few years, and hence it will
benefit from an extension of the DSSI to attenuate
liquidity needs (Table 16). As indicated in Chapter
4, large borrowing requirements are expected
for the next few years—which may limit the local
financing available to firms and households in
support of economic recovery. A continuation
of DSSI, or a similar debt reprofiling initiative,
can reduce liquidity needs by postponing debtservice payments whose funding would otherwise
require the Government to borrow. This possibility
motivates formulating a debt-service suspension
scenario that postpones (selected) external debtservice obligations falling due between 2021 and
2025 to later years. In particular, the external debt
reprofiling is implemented as follows: (i) annual
financial obligations amounting to US$ 30 million
(of which US$ 10 million are interests and US$ 20
million are amortizations) that are due between
2021 and 2025, are postponed to 2026 or later;
and (ii) annual unpaid interests (US$ 10 million)
are automatically capitalized and thus added to
the government debt stock. Other than the debtservice suspension, the debt-service suspension
scenario is identical to the fiscal adjustment plus
reforms scenario in terms of economic growth,
revenues, primary expenditures, and below-theline support to SOEs.
While the debt-service payments are suspended,
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the (cash-basis) fiscal deficit and borrowing
requirements are reduced as well (Table 16 and
17, and Figure 30.c and 30.d). On cash basis,
total interest payments to be effectuated during
the period 2021-2025 are CVE 6,800 million
lower than in the baseline scenario, of which CVE
4,600 million are interests capitalized and added
to the debt stock (i.e., they are not fiscal savings),
while the remaining CVE 2,200 million interests
are true savings due to budget adjustment and
lower borrowings. Similarly, on cash basis, total
amortization payments to be made during the
period 2021-2025 are CVE 9,200 million lower
than in the baseline scenario, of which all derive
from the debt-service suspension and do not
subtract from the debt stock (i.e., they are not
fiscal savings). Overall, the cash-basis fiscal deficit
is expected to remain around 8% of GDP in 2021,
and next, the cash-basis fiscal position gradually
improves until reaching a surplus of 3% of GDP
by 2025.
Total savings—including revenue gains and
expenditure savings—are estimated at CVE
24,000 million in the period 2021-2025 (Table
17). Savings will be achieved between 2021 and
2025, including: (i) capped wage-bill growth
(estimated total savings amount to CVE 3,600
million); (ii) reduction in acquisition of goods and

services (CVE 6,100 million); (iii) reduced support
to SOEs (CVE 2,200 million for lower above-theline subsidies, and CVE 5,400 million for lower
below-the-line financial assistance); (iv) reduced
interest bill (CVE 2,200 million); and (v) revenues
gains (CVE 4,500 million).
The debt-service suspension lowers the financing
needs facing the Government, but it does not
reduce the debt stock because unpaid interests
are capitalized and amortizations are just
postponed (Figure 30.c and 30.d). Annual gross
borrowing requirements would be 9.4% of GDP
on average in 2021-2025 under the debt-service
suspension scenario, compared to 13.1% in the
baseline scenario; thus, the Government will have
to meet much lower financing needs in the next few
years. The public debt will decrease to 120% of
GDP by 2025—i.e., a level similar to that projected
in the fiscal adjustment plus reforms scenario—
thus achieving a sustainable path, although not
reaching the target of 100% of GDP. As debtservice obligations are postponed—as opposed to
written off—there are no additional fiscal savings
that can bring the public debt down.
Cabo Verde is expected to maintain a high
level of public debt and large gross borrowing
requirements in the medium-term, and hence
a conditionality-based concessional financing

package that includes a partial debt relief can help
address both the debt burden and the borrowing
needs. Cabo Verde’s public debt—currently at
155% of GDP—cannot be reduced below 100%
of GDP by 2025, even in the back of a tight
(expenditure-based) fiscal adjustment, reforms
to SOEs, PFM, and PIM, and a strong growth
performance in the medium term.
The Annex analyzes a stronger debt-relief option
inspired by the general principles referred to in the
G20 Common Framework. The scenario illustrates
a conditionality-based financing package that
includes (i) additional concessional funding for
public investment, (ii) a partial relief of multilateral
debt—whereby (selected) debt-service obligations
are written off—and (iii) strict fiscal-adjustment
measures and targets. While this debt-relief
option may go a long way to help Cabo Verde to
restore a sustainable fiscal and debt path, it must
be admitted that multilateral and other official
creditors may not be able to grant Cabo Verde
with debt forgiveness (write off). Still, the debtservice suspension scenario suggests the public
debt will be placed on a sustainable, decreasing
path. And the debt target of 100% of GDP will
eventually be reached—although not in 2025 but
a few years later.
Debt for Nature
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TABLE 16

Debt-Service Suspension Scenario (2021-2025).

Variables
GDP at current prices (CVE million)
GDP at constant prices, annual growth rate (%)
GDP deflator, annual growth rate (%)
Exchange Rate CVE/EUR
Real Exchange Rate, Index 2015=100 • • • • • •
Revenue
Direct Taxes (Tax on Income & Profits)
Indirect Taxes (Taxes on G&S and Int'l Trade)
Grants
Other Revenue (incl. Other Taxes)
Expenditure (cash basis)
Compensation of Employees
Use of Goods & Services
Grants, Subsidies, and Social Benefits
Other Expenses
Interest Payments (paid, cash basis)
Net Acquisition of Non-Fin.Assets
Primary Balance (cash basis)
Overall Balance (cash basis)
Gross Borrowing Requirements
Overall Balance (+ indicates deficit, cash basis)
Amortizations Payments (paid, cash basis)
Support to SOEs (Cap. & On-Lend.)
Net Acquisition of Fin.Assets
Borrowing Sources
Issuance of Domestic Debt (% share) • • • • • •
Issuance of External Debt (% share)
Public Debt
Domestic Debt
External Debt

Historical
Estimates
2017
2018
2019
2020
2021
173,097 183,698 195,202 164,958 177,143
3.7
4.5
5.7
-14.8
5.8
0.7
1.5
0.6
-0.8
1.5
110.3
110.3
110.3
110.3
110.3
100.0
100.5
101.9
104.8
105.3
28.7
27.9
29.6
26.5
29.3
6.5
6.7
6.5
5.9
5.9
13.9
14.9
14.7
13.2
14.9
3.7
1.4
3.2
3.2
2.3
4.6
4.9
5.2
4.2
6.2
31.7
30.6
31.4
35.6
37.2
10.9
10.7
10.6
13.1
12.7
4.0
4.1
4.1
6.2
5.7
6.7
6.9
6.9
9.3
8.4
1.6
1.9
3.2
1.4
2.3
2.6
2.6
2.6
2.9
2.7
5.8
4.4
4.1
2.7
5.5
-0.4
0.0
0.7
-6.2
-5.2
-3.0
-2.6
-1.8
-9.1
-7.9
8.2
10.6
10.1
16.7
16.2
3.0
2.6
1.8
9.1
7.9
4.9
5.6
4.9
6.5
6.2
0.4
2.3
3.3
1.1
2.1
0.0
0.0
0.0
0.0
0.0
8.2
10.6
10.1
16.7
16.2
47.3
73.0
52.7
27.0
126.0
124.7
124.2
154.9
154.8
33.6
43.7
48.8
90.6
111.2
106.0

2022
189,690
5.5
1.5
110.3
105.8
30.3
6.9
15.1
2.2
6.2
34.5
12.3
5.3
8.1
1.9
2.9
4.0
-1.3
-4.2
13.1
4.2
6.9
2.0
0.0
13.1
75.5
24.5
151.3
52.0
99.3

Projections
2023
2024
205,050 221,872
6.5
6.5
1.5
1.6
110.3
110.3
106.4
106.8
30.4
30.3
7.6
7.9
15.1
15.1
1.2
1.2
6.4
6.1
31.5
29.0
11.6
10.8
5.0
3.9
6.6
6.1
1.5
1.4
3.0
2.9
3.9
3.9
1.9
4.2
-1.1
1.3
8.6
5.7
1.1
-1.3
6.5
6.1
1.0
0.9
0.0
0.0
8.6
5.7
63.4
45.4
36.6
54.6
142.5
131.7
50.4
46.2
92.1
85.5

2025
240,311
6.5
1.7
110.3
107.1
30.2
7.8
15.1
1.2
6.1
27.2
10.2
3.6
5.6
1.2
2.6
3.8
5.7
3.0
3.6
-3.0
5.8
0.8
0.0
3.6
14.5
85.5
119.7
40.4
79.3

Notes:
(1) Real exchange rate defined as the CVE/Euro bilateral exchange rate times the ratio between int'l prices and domestic GDP deflator.
(2) Includes domestic debt issued for deficit fiancing and accumulation of government deposits and other financial assets.

Source: Author’s projections based on Ministry of Finance of Cabo Verde, Central Bank of Cabo Verde, International
Monetary Fund, and African Economic Outlook 2021.

TABLE 17

Fiscal Savings in the Debt-Service Suspension Scenario (2021-2025).

Revenues
Direct Taxes (Tax on Income & Profits)
Indirect Taxes (Taxes on G&S and Int'l Trade)
Grants
Other Revenue (incl. Other Taxes)
Expenditure (cash basis)
Compensation of Employees
Use of Goods & Services
Grants, Subsidies, and Social Benefits
Other Expenses
Interest Payments (paid, cash basis)
Net Acquisition of Non-Fin.Assets
Gross Borrowing Requirements (cash basis)
Overall Balance (+ indicates deficit, cash basis)
Amortizations Payments (paid, cash basis)
Support to SOEs (Cap. & On-Lend.)
Net Acquisition of Fin.Assets
MEMO: Unpaid Interests that are Capitalized
MEMO: Unpaid Amortizations that are Postponed
Public Debt (end-of-period)

Baseline Scenario
Avge. 2021-2022
Avge. 2023-2025
54,737
65,893
11,721
16,848
27,567
32,652
4,080
2,687
11,370
13,706
66,722
70,305
22,890
25,273
10,148
11,250
15,112
14,224
3,822
3,000
6,113
7,916
8,638
8,642
29,604
23,693
11,985
4,412
13,818
15,481
3,800
3,800
0
0
0
0
0
0
287,091
311,728

Debt-Serv. Suspension Scenario
Avge. 2021-2022
Avge. 2023-2025
54,737
67,381
11,721
17,347
27,567
33,615
4,080
2,687
11,370
13,733
65,735
64,718
22,890
24,081
10,148
9,200
15,112
13,500
3,822
3,000
5,126
6,296
8,638
8,642
26,778
12,980
10,998
-2,663
11,981
13,643
3,800
2,000
0
0
919
919
1,838
1,838
286,953
287,721

Fiscal Savings (Rev.Gains & Exp.Savings)
Avge. 2021-2022
Avge. 2023-2025
Total 2021-2025
0
1,488
4,465
0
499
1,496
0
963
2,888
0
0
0
0
27
82
988
5,587
18,736
0
1,192
3,577
0
2,050
6,151
0
724
2,172
0
0
0
988
1,620
6,836
0
0
0
2,826
10,713
37,790
988
7,075
23,202
1,838
1,838
9,189
0
1,800
5,400
0
0
0
-919
-919
-4,594
-1,838
-1,838
-9,189

Source: Author’s projections based on Ministry of Finance of Cabo Verde, Central Bank of Cabo Verde, International
Monetary Fund, and African Economic Outlook 2021.
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FIGURE 30 Debt-Service Suspension Scenario (2021-2025).
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5.3. OTHER ISSUES ON DEVELOPMENT FINANCING AND
DEBT RESTRUCTURING: DEBT FOR NATURE, DEBT
FOR DEVELOPMENT, AND COUNTERCYCLICAL LOANS
Post-COVID-19 economic recovery costs could
deplete the financial resources needed to address
the climate crisis and environmental degradation.
Protecting climate and biodiversity while debt
stands at record levels will be critical in the coming
years. During the 1990s and early 2000s, debt
swaps have resulted in transfers of about US$
1.2 billion to conservation projects worldwide,
with bilateral debt for climate and nature swaps
accounting for 93% of the total.
Multilaterals, donors, and private creditors
could be incentivized to help financing climate
and nature investments. Many of the most
indebted developing countries have a pressing
need for investment in programs to make them
more resilient to climate change and to protect
biodiversity-rich environments but they do not
have those resources. Private creditors can be
incentivized for a debt-relief program in exchange
for receiving greenhouse gas emissions credits
that have a market value.
Several
governments
and
international
organizations such as the IMF have already taken
a leadership role in promoting a post COVID-19
green recovery. The UN and WBG could deploy
their sustainable finance and climate expertise
to collaborate with the country to prepare and
implement a debt for nature program. The Green
New Deal of the European Union (EU) could
also be an important player. In 2021, the United
Kingdom is hosting the G7 summit and the 26th
Conference of the Parties to the United Nations
Framework Convention on Climate Change
(COP26), two further opportunities to move this
agenda forward.
Key elements of success for debt for climate swaps
include high-level political support, whole-ofgovernment support from the debtor’s government
and anchoring adaptation or mitigation programs
in pledges outlined in national development plans.
There is previous experience with debt for nature
swaps in the Caribbean and island countries,
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such as Jamaica, Haiti, Grenada and Antigua and
Barbuda that could provide promising practices
for Cabo Verde.
The 2017 Seychelles debt for adaptation swap
under the tripartite model is a good example for
Cabo Verde to consider (Figure 31). The Nature
Conservancy (TNC) created the Seychelles
Conservation and Climate Adaptation Trust to
raise grant and loan capital for the debt conversion
and, in exchange, the Seychelles government
committed to improve policies and increase
investment around marine conservation and
climate adaptation. The trust extended a specificpurpose loan to the Seychelles government to
purchase US$ 21.6 million of its sovereign debt at
a discount price. The debt conversion effectively
redirects the Seychelles’ debt payments from
official creditors to the newly created local trust,
and restructures debt payments to more favorable
terms (i.e., longer term and partial conversion to
local currency) (TNC, 2017).
An international trust serves to improve good
governance and monitor the debt-relief program.
A trust allows channeling resources to specific
sectors and impedes the country using those
resources for other purposes. The Government is
still a principal player in the trust architecture and
responsibilities are well defined. In the scenarios
presented, it was shown that a better investment
expenditure should improve economic growth and
consolidate macroeconomic soundness.
Debt for Development
In 1991, the Swiss Debt Reduction Facility (SDRF)
Fund was created with the objective of cancelling
all official bilateral and commercial debt owed to
Switzerland by highly indebted poor countries.
Counterpart funds were established to invest in
poverty reduction schemes, income generation
and environmental projects. After 1995, the SDRF
Fund was utilized as a ‘financing window’ for
Heavily Indebted Poor Countries (HIPC) initiative.
Nineteen countries benefited under the program,

FIGURE 31

Seychelles Conservation and Climate
Adaptation Trust

GRAN
P ARIS CLUB
CREDITORS

with counterpart Funds established in 12 countries.
The SDRF Fund model was subsequently used
by several other donor countries. Italy used
this framework to swap debt for development
programs with Egypt and Kenya. Germany used
it with The Philippines, Madagascar, Peru and
Indonesia. Norway with Ecuador, Egypt, Peru,
Jamaica and Sierra Leone. France with Morocco
and Madagascar (Buckley, 2009).
Besides the evident benefit of an instant debt
reduction, both Debt for Nature and Debt for
Development models have conditionalities that
could constrain Cabo Verde. Donor countries
have considerable control over how the debtor
country will spend the funds no longer committed
to debt servicing. A setback of these types of
debt exchanges (swaps) is that the debtor country
may not have any resources left at all to use
for development programs. This is the reason
why in the above-mentioned scenarios for Cabo
Verde, new debt resources are required from the
international community. Even after a fiscal effort,
Cabo Verde could have no resources to redirect
from its fiscal budget, needing further access to
liquid resources.
Countercyclical Loans
It is necessary to look for innovative solutions
to debt sustainability challenges in the context
of the COVID-19 pandemic. In March 2020,
UNCTAD called for a US$ 2.5 trillion coronavirus
crisis package to support developing countries
(UN, 2020c). Similarly, UNDP invited creditors
and borrowers to come together to explore how
new financial innovations can be taken to scale,
including for SIDS countries. Such initiatives could
take advantage of existing promising practices like
countercyclical loans.
Linking debt services to economic performance
might be solution to the debt burden that many
countries are experiencing. One way to perform
this is to pair the debt-service obligations with new
debt issuances for the same debtor, conditioned
to some economic performance goals. This will
benefit some countries if the maturity and interest
rate of those new instruments is better (according
to the country’s repayment capacity) than the one
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Source: TNC, 2017.

that is being replaced.
French
Development
Agency’s
(FDA)
countercyclical loan instrument could be expanded
to SIDS. This financial instrument, already used
in several African countries, reduces the debtservice costs (and even bring them to zero) for
a specified time if a major shock occurs. The
use of innovative financial instruments designed
to reduce risk should also be expanded. It is
necessary to explore whether amortizations and/
or interest payments associated to official loans
could be indexed to economic performance: e.g.,
when GDP growth is robust (or export receipts,
high), the debt-service obligations are higher, and
when GDP growth falters (or export receipts fall),
the debt-service obligations are lower).
Cabo Verde faces policy challenge ahead as it
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6. CONCLUSIONS AND RECOMMENDATIONS
must recover not only its public health but also its
economic and fiscal health. While the COVID-19
pandemic will certainly be left behind as preventive
measures remain in place and vaccination
campaigns progress, emerging challenges refer
to restoring a robust economic growth and a
sustainable fiscal and debt path. The preceding
chapters have explored specific conditions and
measures that can help the Government recover
fiscal health.
Looking forward, the economic and fiscal
performance of Cabo Verde will be largely shaped
by the global recovery. A gradual economic
recovery of Cabo Verde’s economy is expected
over the medium term, underpinned by private
consumption and investment in transport, tourism,
energy and information, communication, and
technology sectors, and on the back of improving
global economic conditions. There is great deal of
uncertainty, though.
The baseline outlook presented in Chapter 4
suggests the sustainability of public debt in
Cabo Verde cannot be restored solely on the
back of economic growth and the gradual budget
consolidation already envisaged for the period
2023-2025. The adoption of additional fiscal
adjustment measures in the short-term, followed
by growth-friendly reforms in the SOE sector in the
short- to medium term. appear imperative actions
to narrow imbalances and bring the Government
debt down.
A fiscal adjustment program accompanied with
growth-friendly reforms presented in Chapter 4
can deliver significant savings and help reducing
the public debt. Measures can be adopted by
the Government to generate fiscal savings (i.e.,
beyond the removal of emergency measures
associated to the COVID-19 pandemic) and thus
reduce the accumulation of public debt. Both
the fiscal adjustment scenario and the fiscal
adjustment plus reforms scenario identify and
quantify a few measures and targets that can
deliver a larger adjustment in budgetary spending
and support to SOEs.
A fiscal adjustment program should focus on
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controls and ceilings on current expenses—with
less emphasis on further revenue mobilization
since taxation has been recently increased.
Significant reforms to tax legislation and
administration introduced prior to the COVID-19
pandemic are expected to deliver higher budget
resources along the path of economic recovery.
Notwithstanding, the potential for further revenue
mobilization is limited—at least over the next few
years. A fiscal consolidation program, therefore,
should be expenditure-based and envisage
controls and ceilings on major budgetary spending
items, as well as on (below-the-line) support to
SOEs. Since capital expenditure was largely
rationalized prior to the COVID-19 pandemic, the
fiscal consolidation program should also focus on
current spending and do not exert further pressure
on public investment.
Expenditure in wages and salaries and purchases
of goods and services, together with support
to SOEs, should be reined in to generate fiscal
savings. The wage bill and operating expenses in
goods and services are sizable, and in addition,
have been expanded rapidly. A fiscal adjustment
program must rein in these expenses by setting
ceilings on their growth rates or levels.
SOE reforms should also be considered. As
discussed in Chapter 2, the SOE sector offers
potential for corporate restructuring and
privatization, thus reducing the above-the-line and
below-the-line assistance regularly provided by
the Government’s budget. Reforms can enhance
the operational and financial performance of
public companies, and hence reduce the need for
financial support.
The required fiscal adjustment to achieve the debt
target is significant and thus reinforces the case
for pursuing comprehensive budget consolidation,
SOE reforms, and debt reprofiling. Never has Cabo
Verde achieve a primary surplus comparable to the
level required to reduce public debt to 100% of
GDP in the medium term, and therefore it appears
unlikely to be achievable in the current juncture.
Debt relief initiatives presented in Chapter 5 can

also help Cabo Verde to restore fiscal health.
The debt-service suspension scenario extends
the DSSI and concludes that debt-service relief
can improve liquidity but not solvency. The debt
stock is not reduced because unpaid interests are
capitalized and amortizations are just rescheduled.
As debt-service obligations are postponed—as
opposed to written off—there are no additional
fiscal savings that can bring the public debt down.
Overall, Cabo Verde is expected to maintain a high
level of public debt and large gross borrowing
requirements in the medium-term, and hence
a conditionality-based concessional financing
package that includes a partial debt relief can help
address both the debt burden and the borrowing
needs. A stronger debt-relief option discussed
in the Annex is broadly aligned with the G20
Common Framework proposed back in November
2020 as well as with the experience with HIPC
Initiative and MDRI in the early 2000s. This debtwrite off scenario formulates a conditionalitybased financing package that includes additional
concessional funding for public investment, a
partial relief of multilateral debt, and strict fiscaladjustment measures and targets. While this
debt-relief option may go a long way to help Cabo
Verde to restore a sustainable fiscal and debt
path, it must be admitted that multilateral and
other official creditors may not be able to grant
Cabo Verde with debt forgiveness (write off). Still,
the debt-service suspension scenario suggests
the public debt will be placed on a sustainable,
decreasing path. And the debt target of 100% of
GDP will eventually be reached—although not in
2025 but a few years later.
Additional measures that Cabo Verde could
implement are identified in other analyses
prepared by the African Development Bank. In April
2020, the African Development Bank outlined a
set of short, medium, and long-term public policy
options to help countries face the consequences
of COVID-19 (ADBG, 2020a, ADBG 2020b). These
policy options emanated from a Global Community
of Practice (G-CoP) and focus on containing the
pandemic (short-term), reopening and rebuilding
post-pandemic economies (medium-term), and
building resilient economies after COVID-19 (longterm). These fiscal and monetary policies should
be tailored according to local contexts, existing

vulnerabilities, and the probable multiplier effects
and negative externalities within and between
sectors of national economies.
Short-Term Policy Options for Prevention and
Containment
Support the most vulnerable sectors of the
population and reallocate public resources
without jeopardizing fiscal sustainability. Support
to the most vulnerable population includes the reprioritization of health spending and the provision
of essential materials for prevention –such water
and sanitation supplies. It also includes welltargeted social protection measures to reach
vulnerable households as well as SMEs and
MSMEs. Tax reduction, moratoriums and deferrals
on the revenue side can also be useful tools. For
some countries, implementation of these measures
may require realigning inefficient subsidies and
reducing unproductive expenditures so as not to
harm public accounts.
Fiscal stimulus packages should be large enough
to impact the economy and authorities need to
carefully manage the effects of financing it through
easing of fiscal and monetary policy. With already
limited fiscal space, high levels of debt, and low
domestic resource mobilization, many countries
may not be able to finance such packages. It is
advised that fiscal stimulus packages, as far as
possible, be financed with idle domestic resources
such as pension funds, insurance and wealth
funds, and idle funds in Treasury single accounts
to minimize the impact on fiscal accounts, debt
and inflation. The challenge will not be easy,
African governments will require additional gross
financing of about $154 billion in 2020/21 to
respond to the Covid-19 crisis.
Monetary and exchange rate policies should
protect the financial system and support credit
stimulus policies. In the short-term, it is necessary
to provide liquidity to commercial banks and allow
bank forbearance on domestic private loans. This
will include moratoriums on microcredit repayment
and prudential regulation and protection for the
microfinance industry. This policy option should
be coupled with effective bank supervision
by monetary authorities to avoid an apparent
moral hazard in using government funds to bail69

out commercial entities. Central Banks should
provide liquidity support to the banking system
through the reduction of rates and reserve
requirements. Central banks must also enhance
their surveillance of the banking system to prevent
possible bankruptcy due to the predicted increase
in banks’ provisioning and difficult loans.
Medium-Term Policies for
Rebuilding the Economies

Reopening

and

Rebuilding and reinvigorating growth should be
the immediate policy focus once economies are
reopened. Specific attention should be paid to
accelerating investments in health infrastructure,
renewable energy, agriculture, digitization and
capacity building for the 4th industrial revolution
technologies
including
e-education
and
e-governance, e-markets, etc.
Budgets should be restructured to increase
investments in health, Research and Development
(R&D) and manufacturing capacity. Sectoral
spending priorities adjustments may be required
in order to shift the budget toward the healthcare
sector. One alternative is to reinforce the Abuja
Declaration on 15% of annual budget allocation
towards improving the health sector. Another
alternative is to set up an Infrastructure Investment
Fund mobilising domestic resources towards the
health sector. Investment in research, product
development and local manufacturing capacity
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must be reinforced with strong investments in
strategic sectors such as Science, Technology,
Engineering and Mathematics (STEM) education.
Considering the scarcity of public resources,
governments can evaluate alternatives such as
mandatory contributions from the private sector
for the R&D fund, or the issuance of Innovation
Bonds to finance specific R&D and scientific
projects.
Fiscal policy should be reset to raise tax capacity
closer to the global average, and to ensure value
for money to promote tax compliance. Domestic
resource mobilisation will be key to rebuild and
reinvigorate growth, and government should
work to improve transparency and accountability
in public financial management, as well as
to digitalise tax administration. Cape Verde’s
fiscal adjustment had already begun in the prepandemic period. Despite the latter, the pandemic
is having a negative effect on the public debt level
and dynamics, and additional fiscal efforts should
be considered—possibly supported with debt
reprofiling.
To avoid new debt, debt restructuring policies,
prudential indebtedness and selected debt
condonation should be coupled with budget
restructuring, targeted deficit financing and fiscal
austerity measures. Beyond the need for public
and private debt moratoriums and deferrals, the
African Development Bank should advocate for

debt forgiveness with G-20 member. The above
debt issues were tackled in Chapter 4, 5, and the
Annex. In parallel, governments should restructure
budgets to increase investment in research,
product development and local manufacturing
capacity as a critical path to multisector resilience
against exogenous shocks. Capital expenditure
was sustained in the sustainability analysis
undertaken earlier in order to increase the
probability of both social and economic recovery
and long-run development.
Long-term Policies for Building Resilience
Governments should build fiscal and monetary
buffers to weather negative exogenous shocks.
Even with limited fiscal space and budget
deficits, governments need to save resources in
economic boom periods to improve fiscal space
for recession. Such savings could be invested
in sovereign wealth funds, national reserve and
other sinking funds, without neglecting fiscal and
monetary prudence. Anti-corruption institutions
and civil society organisations must be stablished
and empowered to avoid corruption in the
management of such funds.
African countries should reduce external
dependency and invest in strategic sectors in
order to strength their economies. Countries have
to mobilise domestic resources to invest in priority
sectors to enhance structural transformation

(diversification) and therefore reduce dependence
on global supply system. Special focus should be
on building regional trade and regional value chains
for primary products, and export knowledge and
technology to the
global market. Investments
in capacity building, including social welfare
programs and education, should be prioritised to
achieve inclusive growth. Countries should also
invest in technology adoption and innovation
incubation (e-banking, e-education, e-health,
e-trade, e-payments). A strategic economic
diversification developing an internal demand
(internal market) is necessary for inclusiveness.
Supporting the development of the private sector
is key to accompany this process.
Seeking debt cancellation for African countries
should be a sustained objective in the medium
and long-term. The fact that many countries in
the region have been classified as middle-income
countries limits their access to concessional
financing. It is necessary to change the narrative
of what this means to ensure these countries
benefit from debt relief and are not disqualified
due to stratification. On the other hand, countries
must make significant efforts to reduce corruption
and waste of public funds to justify requesting
the cancellation of their debts. This would require
some re-calibration in light of global commitments
under the Paris Agreement and the United Nations
Sustainable Development Goals for 2030.
Prospects for Cabo Verde’s public debt
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ANNEX: DEBT-STOCK RELIEF SCENARIO (2021-2025)
sustainability are assessed in a hypothetical case
where the country receives a conditionality-based
financing package that includes (i) additional
concessional funding for public investment, (ii)
a partial relief of multilateral debt, and (iii) strict
fiscal-adjustment measures and targets. A debtstock relief scenario is formulated to illustrate
the impact of a conditionality-based financing
package that includes additional concessional
funding for public investment, a partial relief of
multilateral debt—whereby (selected) debt-service
obligations are written off—and strict fiscaladjustment measures and targets. This scenario is
predicated upon the same forecasts for economic
growth, revenues, primary expenditures, and
below-the-line support to SOEs, presented in the
fiscal adjustment plus reforms scenario. The key
differences refer to financing variables.
Such a package can bring advantages on several
fronts, being incentive-compatible and calling for
a joint effort from Cabo Verde and multilateral
and other official donors. The conditionalitybased concessional financing package can bring
advantages for Cabo Verde on three fronts: (i)
increase access to concessional resources—
including lower interest rates and longer
maturities; (ii) reduce the stock of Government
liabilities by partially writing off debt-service
obligations—thus facilitating achieving the debt
target by 2025; and (iii) provide a stronger anchor
for fiscal policy in the medium-term—through the
formal establishment of deficit targets and fiscal
adjustment measures. Ostensibly, the benefits for
Cabo Verde expected from points (i) and (ii) are
meant to be incentive-compatible so as to induce
the Government to accept the consolidation efforts
emerging from point (iii). Besides, the effort from
multilateral and other official creditors to extend
more concessional financing and partially writeoff their financial claims (i.e., points (i) and (ii)) are
match by the effort from Cabo Verde to carry out
a fiscal adjustment.
The debt-stock relief scenario illustrates a
conditionality-based financing package with
three pillars: more concessional funding for
capital expenses, debt forgiveness, and a fiscal

adjustment program with deficit targets (Table
A.1). The scenario assumes three important pillars.
(i). Firstly, concessional financing is offered
to the Government to fund 80% of the
planned capital expenses from 2021 to
2025—while the baseline scenario assumes
concessional financing covers 50% of those
expenses. Annual capital expenses are
projected to be around 4% of GDP in the
period 2021-2025 in both scenarios; hence,
the conditionality-based financing package
protects
public
investment—particularly
those projects oriented to achieving the
Agenda 2030 Goals—and circumscribes the
fiscal adjustment to current spending. The
Government is given more access to cheaper
funding for priority public investment, and
has to rely less on more expensive, semiconcessional financing. 33
(ii). Secondly, a partial relief of external debtservice obligations falling due between
2021 and 2025 is granted to Cabo Verde in
the following manner: (a) annual financial
obligations amounting to US$ 30 million (of
which US$ 10 million are interests and US$ 20
million are amortizations) falling due between
2021 and 2025, are written off; and (b) annual
unpaid amortizations (US$ 20 million) are
deducted from the government debt stock
as they fall due. Thus, the Government is
alleviated in terms of debt payments—which
are not postponed but cancelled outright—
and the stock of public debt is brought down
accordingly.
(iii). Thirdly, as for the policy conditionality
attached to this support package, the
Government is required to implement specific
fiscal measures—like those discussed earlier
in the fiscal adjustment plus reforms scenario.
And in addition, it is required to formally
establish fiscal-balance targets from 2021
onwards—which must be consistent with the
outcomes expected when the fiscal measures
are adopted, i.e., a deficit around 8% of GDP
in 2021, 5% of GDP in 2022, and 2% of GDP
in 2023, and next, a surplus of 1% of GDP in
2024 and 2.5% in 2025.
Other than these three factors, the debt-stock

33 This implies the Government would pursue a borrowing strategy in 2021-2025 whereby: (i) 80% of the capital expenditure is to be funded with concessional external loans
(denominated in foreign currencies, with a 15-year maturity and 5-year grace, and carrying a 1% annual interest rate); and (ii) all remaining gross borrowing requirements to be met
with domestic loans and securities (denominated in local currency, with a 7-year maturity and bullet-like redemption profile, and carrying a 5% annual interest rate).
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relief scenario is identical to the fiscal adjustment
plus reforms scenario.34
As more concessional financing is secured and
debt-service payments are written off, the (cashbasis) fiscal deficit and borrowing requirements
are reduced accordingly (Table A.1 and A.2, and
Figure A.1.c and A.1.d). In cash basis, total interest
payments to be effectuated during the period
2021-2025 are CVE 7,400 million lower than in the
baseline scenario, of which CVE 4,600 million are
interests forgiven (which are now fiscal savings) and
the remaining CVE 2,800 million interests emerge
from the budget adjustment and lower borrowings.
Similarly, in cash basis, total amortization payments
to be made during the period 2021-2025 are CVE
9,600 million lower than in the baseline scenario,
of which CVE 9,200 million are amortizations
forgiven (which are now fiscal savings, and explicitly
subtracted from the debt stock) and the remaining
CVE 400 million amortizations emerge from the
larger concessional financing.Overall, the cashbasis fiscal deficit is expected to remain around
8% of GDP in 2021, and next, the cash-basis fiscal
position gradually improves until reaching a surplus
of 3% of GDP by 2025—in line with the deficit
targets established from 2021 onwards.
Total savings—including revenue gains, expenditure
savings, and debt relief—are estimated at CVE
38,800 million in the period 2021-2025 (Table A.2).
Savings will be achieved between 2021 and 2025,
including: (i) capped wage-bill growth (estimated
total savings amount to CVE 3,600 million); (ii)
reduction in acquisition of goods and services (CVE
6,100 million); (iii) reduced support to SOEs (CVE
2,200 million for lower above-the-line subsidies,
and CVE 5,400 million for lower below-the-line
financial assistance); (iv) reduced interest bill (CVE
7,400 million); (iv) reduced amortization payments
(CVE 9,600 million); and (vi) revenues gains (CVE
4,400 million). Notably, the estimated CVE 38,800

million savings result from a joint effort undertaken
by the Government of Cabo Verde (as responsible
for the budget consolidation that generates 65% of
the total estimated savings) and the multilateral and
other official creditors (as providers of debt relief
that creates 35% of the total estimated savings).
The conditionality-based financing package lowers
both the financing needs facing the Government
and the debt burden—because unpaid interests and
amortizations are forgiven (Figure A.1.c and A.1.d).
Annual gross borrowing requirements would be
9.4% of GDP on average in 2021-2025 under the
debt-stock relief scenario, compared to 13.1% in
the baseline scenario. The public debt will decrease
to 114% of GDP by 2025—i.e., fairly close to the
debt target of 100% of GDP, and the lowest level
compared to all other scenarios presented earlier.
As debt-service obligations are forgiven, there are
additional fiscal savings that can bring the public
debt down.
The debt-stock relief scenario indicates that
restoring the sustainability of public debt requires
a mix of policies favoring budget consolidation,
growth-friendly reforms, and debt restructuring.
The Government’s fiscal and debt path will become
sustainable, and its debt target will be (almost)
achieved by 2025 under the numerous conditions
illustrated in the debt-stock relief scenario.
Admittedly, it may be difficult for multilateral and
other official creditors to grant Cabo Verde with debt
forgiveness in the tune of US$ 150 million in future
debt-service obligations (which is about 7.5% of
Cabo Verde’s current GDP). If such debt-relief
cannot be granted, the debt-service suspension
scenario still suggests the public debt will be placed
on a sustainable, decreasing path. And the debt
target of 100% of GDP will eventually be reached—
although not in 2025 but a few years after.

34 Strong growth performance envisaged in this scenario is reinforced by the following factors: (i) the fiscal commitments will support a better macroeconomic policy framework; (ii)
the monitoring of public investment can enhance the governance of capital projects; and (iii) Cabo Verde’s local financial markets can increase lending to the private sector since the
government borrowings from domestic sources are lower.
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TABLE A.1.

Debt-Stock Relief Scenario (2021-2025).

Variables
GDP at current prices (CVE million)
GDP at constant prices, annual growth rate (%)
GDP deflator, annual growth rate (%)
Exchange Rate CVE/EUR
Real Exchange Rate, Index 2015=100 • • • • • •
Revenue
Direct Taxes (Tax on Income & Profits)
Indirect Taxes (Taxes on G&S and Int'l Trade)
Grants
Other Revenue (incl. Other Taxes)
Expenditure (cash basis)
Compensation of Employees
Use of Goods & Services
Grants, Subsidies, and Social Benefits
Other Expenses
Interest Payments (paid, cash basis)
Net Acquisition of Non-Fin.Assets
Primary Balance (cash basis)
Overall Balance (cash basis)
Gross Borrowing Requirements
Overall Balance (+ indicates deficit, cash basis)
Amortizations Payments (paid, cash basis)
Support to SOEs (Cap. & On-Lend.)
Net Acquisition of Fin.Assets
Borrowing Sources
Issuance of Domestic Debt (% share) • • • • • •
Issuance of External Debt (% share)
Public Debt
Domestic Debt
External Debt

Historical
Estimates
2017
2018
2019
2020
2021
173,097 183,698 195,202 164,958 177,143
3.7
4.5
5.7
-14.8
5.8
0.7
1.5
0.6
-0.8
1.5
110.3
110.3
110.3
110.3
110.3
100.0
100.5
101.9
104.8
105.3
28.7
27.9
29.6
26.5
29.3
6.5
6.7
6.5
5.9
5.9
13.9
14.9
14.7
13.2
14.9
3.7
1.4
3.2
3.2
2.3
4.6
4.9
5.2
4.2
6.2
31.7
30.6
31.4
35.6
37.2
10.9
10.7
10.6
13.1
12.7
4.0
4.1
4.1
6.2
5.7
6.7
6.9
6.9
9.3
8.4
1.6
1.9
3.2
1.4
2.3
2.6
2.6
2.6
2.9
2.7
5.8
4.4
4.1
2.7
5.5
-0.4
0.0
0.7
-6.2
-5.2
-3.0
-2.6
-1.8
-9.1
-7.9
8.2
10.6
10.1
16.7
16.2
3.0
2.6
1.8
9.1
7.9
4.9
5.6
4.9
6.5
6.2
0.4
2.3
3.3
1.1
2.1
0.0
0.0
0.0
0.0
0.0
8.2
10.6
10.1
16.7
16.2
47.3
73.0
52.7
27.0
126.0
124.7
124.2
154.9
153.3
33.6
43.7
48.8
90.6
111.2
104.5

2022
189,690
5.5
1.5
110.3
105.8
30.3
6.9
15.1
2.2
6.2
34.5
12.3
5.3
8.1
1.9
2.9
4.0
-1.3
-4.2
13.1
4.2
6.9
2.0
0.0
13.1
75.5
24.5
148.3
52.0
96.4

Projections
2023
2024
205,050 221,872
6.5
6.5
1.5
1.6
110.3
110.3
106.4
106.8
30.4
30.3
7.6
7.9
15.1
15.1
1.2
1.2
6.4
6.1
31.5
28.9
11.6
10.8
5.0
3.9
6.6
6.1
1.5
1.4
2.9
2.8
3.9
3.9
1.9
4.2
-1.1
1.4
8.6
5.6
1.1
-1.4
6.5
6.1
1.0
0.9
0.0
0.0
8.6
5.6
63.2
44.7
36.8
55.3
138.4
126.5
50.3
46.0
88.1
80.5

2025
240,311
6.5
1.7
110.3
107.1
30.2
7.8
15.1
1.2
6.1
27.1
10.2
3.6
5.6
1.2
2.6
3.8
5.7
3.1
3.3
-3.1
5.6
0.8
0.0
3.3
7.6
92.4
113.8
40.0
73.7

Notes:
(1) Real exchange rate defined as the CVE/Euro bilateral exchange rate times the ratio between int'l prices and domestic GDP deflator.
(2) Includes domestic debt issued for deficit fiancing and accumulation of government deposits and other financial assets.

Source: Author’s projections based on Ministry of Finance of Cabo Verde, Central Bank of Cabo Verde, International
Monetary Fund, and African Economic Outlook 2021.
TABLE A.2. Fiscal Savings in the Debt-Stock Relief Scenario (2021-2025).

Revenues
Direct Taxes (Tax on Income & Profits)
Indirect Taxes (Taxes on G&S and Int'l Trade)
Grants
Other Revenue (incl. Other Taxes)
Expenditure (cash basis)
Compensation of Employees
Use of Goods & Services
Grants, Subsidies, and Social Benefits
Other Expenses
Interest Payments (paid, cash basis)
Net Acquisition of Non-Fin.Assets
Gross Borrowing Requirements (cash basis)
Overall Balance (+ indicates deficit, cash basis)
Amortizations Payments (paid, cash basis)
Support to SOEs (Cap. & On-Lend.)
Net Acquisition of Fin.Assets
MEMO: Unpaid Interests that are Written Off
MEMO: Unpaid Amortizations that are Written Off
Public Debt (end-of-period)

Baseline Scenario
Avge. 2021-2022
Avge. 2023-2025
54,737
65,893
11,721
16,848
27,567
32,652
4,080
2,687
11,370
13,706
66,722
70,305
22,890
25,273
10,148
11,250
15,112
14,224
3,822
3,000
6,113
7,916
8,638
8,642
29,604
23,693
11,985
4,412
13,818
15,481
3,800
3,800
0
0
0
0
0
0
287,091
311,728

Debt-Stock Relief Scenario
Avge. 2021-2022
Avge. 2023-2025
54,737
67,381
11,721
17,347
27,567
33,615
4,080
2,687
11,370
13,733
65,706
64,556
22,890
24,081
10,148
9,200
15,112
13,500
3,822
3,000
5,096
6,133
8,638
8,642
26,749
12,679
10,969
-2,825
11,981
13,505
3,800
2,000
0
0
919
919
1,838
1,838
281,382
273,393

Fiscal Savings (Rev.Gains & Exp.Savings)
Avge. 2021-2022
Avge. 2023-2025
Total 2021-2025
0
1,488
4,465
0
499
1,496
0
963
2,888
0
0
0
0
27
82
1,017
5,749
19,282
0
1,192
3,577
0
2,050
6,151
0
724
2,172
0
0
0
1,017
1,783
7,381
0
0
0
2,855
11,014
38,751
1,017
7,238
23,747
1,838
1,976
9,604
0
1,800
5,400
0
0
0

Source: Author’s projections based on Ministry of Finance of Cabo Verde, Central Bank of Cabo Verde, International
Monetary Fund, and African Economic Outlook 2021.
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FIGURE A.1 Debt-Stock Relief Scenario (2021-2025).

a. Revenue
(CVE Million and % of GDP)

b. Expenditure
(CVE Million and % of GDP)

c. Gross Borrowing Requirements
(CVE Million and % of GDP)

d. Fiscal Deficit & Public Debt
(% of GDP)

e. Drivers of Debt-to-GDP Ratio (% of GDP and p.p.)

Source: Author’s projections based on Ministry of Finance of Cabo Verde, Central Bank of Cabo Verde, International
Monetary Fund, and African Economic Outlook 2021.
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