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GENERAL CLAUSES

The European Commission and the Government of the Republic of Cape Verde hereby agree as
follows:
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)

3
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The European Commission and the Government of the Republic of Cape Verde, hereinafter
referred to as the Parties, determined the general orientations for cooperation for the period
2014 —2020.

These orientations which are included in the National Indicative Programme, regard the
European Union Aid in favour of the Republic of Cape Verde and were drawn up in
accordance with the provisions of Articles 2 and 4 of Annex IV to the ACP-EC Partnership
Agreement, signed in Cotonou on 23 June 2000, revised and signed in Luxemburg on 25
June 2005 and revised and signed in Ouagadougou on 22 June 2010.

The National Indicative Programme is annexed to the present document.

As regards the indicative programmable financial resources which the European Union
envisages to make available to the Republic of Cape Verde for the period 2012 - 2020, an
amount of € 55 million is foreseen for the allocation referred to in Article 3.2 (a) of Annex
IV of the ACP-EC Partnership Agreement (A-allocation). A B-allocation referred to in
Article 3.2 (b) can be established to cover unforeseen needs. Currently, no B-allocation is
foreseen. These allocations are not entitlements and may be revised by the Commission,
following the mid-term and end-of-term reviews, in accordance with Article 5.7 of annex IV
of the ACP-EC Partnership Agreement.

The A-allocation is destined to cover macroeconomic support, sectoral policies, programmes
and projects. The National Indicative Programme concerns the resources of the A-allocation. It
also takes into consideration financing from which the Republic of Cape Verde benefits or
could benefit under other European Union resources. It does not pre-empt financing
decisions by the Commission.

The B-allocation is destined to cover unforeseen needs such as humanitarian, emergency and
post emergency assistance, where such support cannot be financed from the EU budget,
contributions to internationally agreed debt relief initiatives and support to mitigate exogenous
shocks. The B-allocation shall be established according to specific mechanisms and procedures
and does therefore not constitute a part of the programming.

Pending the entry into force of the Internal Agreement between the Representatives of the
Governments of the Member States of the European Union, meeting with the Council on the
financing of European Union Aid under the multiannual financial framework for the period
2014 to 2020, financing decisions for projects and programmes can be taken by the
Commission at the request of the Government of the Republic of Cape Verde within the limits
of the A- and B-allocations referred to in this document under the condition that sufficient
financial resources are available in the transitional measures ("Bridging Facility") composed of
uncommitted balances from the previous EDFs and from funds decommitted from projects or
programmes under those EDFs. The respective ﬂ?roj ects and programmes shall be implemented
according to the rules and procedures of the 10™ EDF until the entry into force of the 11" EDF
implementing rules and financial regulation.



6) The European Investment Bank may contribute to the implementation of the present National
Indicative Programme/ Joint programming document by operations financed from the
Investment Facility and/or from its own resources, in accordance with Articles 2¢ and 3 of the
11" EDF multi-annual financial framework for the period 2014-2020.

7 In accordance with Article 5 of Annex IV to the ACP-EC Partnership Agreement, the National

Indicative Programme, as well as the A-and B-allocations can be revised following the mid-
term review and the end-of-term review or ad hoc reviews.

Done at Samoa on 0 2 SEP. 2014

For the European Commission ¢
e Republic of Cape Verde
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SUMMARY

Cape Verde is praised as an example among African countries for its democratic stability, solidity
and integrity of state institutions, good governance, wide respect of human rights and
developmental growth. Despite the lack of natural resources and all its vulnerabilities as a small-
island, the country is a middle income country since December 2007 and it is in the medium human
development category of the United Nations human development index. However, it still faces
many challenges mainly due to its economic dependence on tourism (27% of GDP), external trade
and diaspora revenues (remittances equivalent to around 10.4% of GDP) and is suffering from the
impact of the economic and financial situation in Europe.

Cape Verde is a multiparty parliamentary democracy in which constitutional powers are shared
between the elected head of state, President Jorge Carlos Fonseca (from the major opposition party)
and Prime Minister José Maria Neves (PAICV, ruling party). As regards security, Cape Verde faces
the challenges of illegal migration and trafficking (drugs, arms, human beings). Controlling its
extensive maritime economic exclusive zone (nearly 800.000 km?2) is a major challenge.

Poverty in Cape Verde is a structural problem primarily caused by poor natural resources - serious
water shortages, reduced arable land (barely 10%) and limited mineral resources - and the
underdeveloped, narrow economic base. The country's main challenge is promoting economic
growth, as well as reducing public deficit and debt. Other issues still need to be addressed:
strengthening human development, addressing structural and social challenges from
competitiveness and enhancing social cohesion.

The Government's Poverty reduction and Growth strategy paper (GPRSP III) represents a first step
in developing a new growth model based on improved productivity and human capital enhancement
rather than physical capital accumulation. It is designed to mitigate effects of current challenges by
strengthening the country’s macroeconomic foundations, supporting greater economic
diversification and promoting structural reforms to increase competitiveness and build resilience to
economic shocks. The GPRSP III includes five pillars of the strategy agenda for the 2012—2016
period (infrastructure, human capital, good governance, private sector and global nation).

In this context and as a continuation of the general budget support operations over the last years and
the on-going good governance and development contract, the new programme for Cape Verde
identifies one focal sector « Good Governance and Development Contract » (GGDC). The first
axe will be focused on macroeconomic issues, public finance management and poverty-related
indicators. It will support the implementation of the Government's Poverty reduction and Growth
strategy paper (GPRSP III).

The second axe of the GGDC will focus on fostering the implementation of the Special
Partnership between the EU and Cape Verde (main focus on security/stability and technical and
normative convergence, but also supporting other pillars of the Partnership).

The programme will support Cape Verde’s efforts in eradicating poverty as well as promoting
sustainable and inclusive growth, will foster domestic accountability, will strengthen national
control mechanisms, will improve basic services delivery, and will contribute to competiveness and
private sector development.

A Technical Cooperation Facility which aims to support or accompany the programming,
preparation or implementation of actions and a support to the National Authorizing Officer is also
foreseen.



Financial overview (EUR 55 million indicative global amount)

Focal sector 1: Good Governance and Development Contract | EUR 30 million 54.55%
(GGDCQ)

- first window: Support to poverty reduction and growth

Focal sector 1: Good Governance and Development Contract | EUR 20 million 36.36%
(GGDCO)

- second window: Strengthen the Special Partnership between

the EU and CV

Support measures:

Cross cutting: Technical Cooperation Facility EUR 04 million 7.27%
Support to the NAO EUR 01 million 1.82%
TOTAL EUR 55 million 100%

The national indicative programme was based on the GPRSP III. Complementarity will be sought
with other funding such as the regional programme, thematic lines and the European Regional

Development Fund.




NATIONAL INDICATIVE PROGRAMME CAPE VERDE

1. The overall lines for the European Union (EU) response

Cape Verde is often praised as an example among African countries for its political stability, good
governance and developmental growth despite its lack of natural resources. It is a multiparty
parliamentary democracy in which constitutional powers are shared between the elected head of
state, President Jorge Carlos Fonseca (elected with the support of the Movimento para a
Democracia, the major opposition party), and Prime Minister José Maria Neves (Partido Africano
para a Independéncia de Cabo Verde - PAICV, ruling party). The legal system, based on the
constitution adopted in September 1992 and revised a few times, promotes democratic values and
guarantees the separation of powers. The state institutions overall are functioning well. The law
provides for an independent judiciary, and the government generally respects this provision in
practice although the judicial system lacks sufficient staffing and efficiency. The country largely
respects core international human rights law, including through an adequate legal framework and its
enforcement. The constitution and law provide for freedom of speech and of the press, and the
government respects these rights. The pre-condition of a fundamental values assessment for a Good
Governance and Development Contract (GGDC) is fulfilled.

As regards security, albeit being less vulnerable, Cape Verde faces the challenges of trafficking
(drugs, arms, human beings...). These illicit activities affect the economy and development of the
country. Controlling its extensive maritime economic exclusive zone (nearly 800.000 km2) is a
major challenge. Illegal migration, piracy, drug trafficking, organized crime and eventually
terrorism (possibly associated with Islamic fundamentalism) are, to varying extent, the challenges
that Cape Verde has to face stemming from its proximity to the Sahel region. As far as peace is
concerned, however, Cape Verde's challenges are practically insignificant. The main concerns
regard violence against women and children, juvenile crime and trafficking of human beings. Cape
Verde remains a country with a good record on human rights and fundamental freedoms.

Cape Verde also faces a series of developmental challenges that have been adequately summarized
in the Government's Poverty reduction and Growth strategy paper (GPRSP III). Cape Verde faces a
set of intrinsic challenges as a small island economy: high vulnerability to global macroeconomic
fluctuations owing to its considerable degree of openness and global integration; reliance on an
undiversified set of economic drivers; a small domestic labour pool and consumer market that
limits the potential for economies of scale; high unit costs of core infrastructure (deficient in
production of water and energy) and public goods arising from indivisibilities and under developed
interisland transport resulting in a fragmentation of the internal market; and significant exposure to
natural hazards and environmental degradation.

The on-going European sovereign debt crisis has exacerbated Cape Verde's macroeconomic
vulnerability. The sharp decline in Foreign Direct Investment (FDI) inflows, the weakening of
external demand for tourism services, and the reduction of official aid flows have threatened the
country’s macroeconomic stability and interrupted the recovery of the economic activity initiated in
2010. The exhaustion of available fiscal space from 2008-11 and the imperative to both ensure debt
sustainability and maintain sufficient foreign reserves to defend the country’s currency peg have
forced the government to reverse its previous policy stance and adopt tighter monetary and fiscal
policies.

Public finance management is comparatively well developed in Cape Verde and the country is
engaged in an ambitious reform programme; however, some serious challenges remain.



The GPRSP III provides an overall adequate response to these challenges for the years 2012-2016
and has the additional advantage of translating this abstract response into specific programmes and
projects. It constitutes a strategy whose analytical approach and assessment of the challenges that
Cape Verde is facing is sufficiently sound and comprehensive. The proposed strategy of the
Government addresses the major issues and points a way forward for the years to come (through
2016). It is therefore worthwhile aligning ourselves with it. Its comprehensive character allows the
European Union and its Member States to formulate coordinated response strategies.

Both the EU and Member States on the ground agree that a continued emphasis on poverty
reduction is needed. The EU, however, is also going beyond this and is placing a stronger
emphasis on the need for economic reforms and competitiveness than in the past in order to
attract more investment and enable the country to move beyond aid. This is fully supported by the
future implementation of the regional Economic Partnership Agreement, which includes trade and
development, should contribute to the achievement of accelerated growth and sustainable
development. The above-mentioned objectives of the cooperation between the EU and Cape Verde
are also a response to the objectives expressed by the region in the EPA Programme for
development (PAPED). Currently, on trade, the country benefits from the EU Generalised Scheme
of Preferences plus (GSP+).The proposed strategy for the EU also continues the strong emphasis on
using budgetary support as a particularly appropriate instrument in the Cape Verdean context.

As a continuation of the general budget support operations over the last years and the on-going
good governance and development contract, the EU will choose as its only focal area (with two
windows though) a good governance and development contract. The first window of this
contract will be focused on macroeconomic issues, Public Finance Management and Millennium
Development Goals (MDGs) and possibly other poverty-related indicators. It will also address some
competitiveness issues and will aim to promote further reforms to improve the business climate in
Cape Verde. The first window of the suggested GGDC will be supporting the implementation of
the GPRSP IIl, thus fostering poverty reduction and promoting growth through the provision of
general budget support including technical assistance and capacity building. The implementation of
the GPRSP 11T will be supported with an indicative amount of EUR 30 million.

The second window of the EU response will further strengthen and broaden the implementation of
the Special Partnership between Cape Verde and the EU which includes six priority sectors:
governance, security, information society, regional integration, normative and technical
convergence and fight against poverty. It will aim at deepening the relationship and moving beyond
traditional donor-recipient relations. This is also achieved through general budget support in the
framework of the GGDC. The support for the implementation of the Special Partnership will be
supported with an indicative amount of EUR 20 million.

As in previous programming cycles, a Technical Cooperation Facility (TCF) will be set up to
provide short term technical assistance, and carry out analytical reports, studies and other short term
assignments. The amount foreseen for this TCF will be EUR 4 million. Technical assistance to the
National Authorizing Officer will be provided with an amount of EUR 1 million.

EU cooperation with Cape Verde in the Energy field will be reinforced, in accordance with the
Agenda for Change, mainly towards the goals defined by the Sustainable Energy for All programme
objectives, supported by other donors and especially by using EU expertise in the renewable energy
sector. Cooperation programmes involving Member States and Cape Verde that include the use of
the European Regional Development Fund (ERDF) appropriations for outermost regions (ORs) and
resources from the European Development Fund (EDF) could be also part of the effort to enhance
cooperation in the field of energy.
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Regional cooperation with West Africa will be bolstered further by regional programming. The
Regional Indicative Programme (RIP) for West Africa of the 11th EDF has allocated an overall
budget of EUR 1.15 billion for the period 2014-2020 and will cover the following three focal
sectors: (1) Peace and Stability (approximately 20%-25% of the total budget); (2) Regional
economic integration (approximately 50%); and (3) Resilience and natural resources (approximately
25%-30%). An allocation could be provided to support national authorizing officers and enable
them - according to their value added and the principle of subsidiarity - to implement projects when
they contribute significantly to regional cooperation and integration.

Given the increasingly important role of the fisheries sector in Cape Verde, governance aspects,
conservation and management of fisheries, as well as control and surveillance may be addressed at
the regional level. The intervention in the fisheries sector should be coordinated with other actions
of the European Union for the development of this sector, especially in the context of the
partnership agreement in the fisheries (SFPA) and the Regional Indicative Programme.

1.1.  Strategic objectives of the EU's relationship with the partner country
The strategic objectives are to assist the Government of Cape Verde in:

- eradicating poverty;

- promoting sustainable and inclusive growth;

- improving social cohesion and decreasing unemployment;

- consolidating and improving democratic and economic governance;

- addressing CV's challenges arising from vulnerability;

- fostering bilateral trade and assisting Cape Verde in strengthening its competitiveness;
- increasing domestic and regional security;

- strengthening the Special Partnership with the EU.

Donors, especially the EU and its MS, will continue to work on further promoting aid effectiveness.
Renewed focus will be given to better coordination of technical assistance.

1.2. Choice of sectors

Cape Verde has enjoyed more than a decade of strong GDP growth, averaging 6.1 percent from
2000-2010. Growth has been driven by the impressive expansion of the tourism industry and by
rapid private and public capital accumulation. These developments were enabled by a positive
global scenario, strong FDI inflows and extensive use of external concessional financing. In
December 2007 Cape Verde graduated from the United Nations (UN) Least-Developed Country
(LDC) status, and in 2011 it recorded a GNI per capita of $3,540", placing the country firmly in the
lower-middle-income category. Rapid economic growth has also translated into improved social
conditions: poverty in Cape Verde dropped from 37 percent in 2000 to 25 percent in 2010, and
steady progress is being made towards the achievement of its remaining MDGs.

" GNI per capita, Atlas method (current USS), World Development Indicators, 2011
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The tourism sector and related activities has been the engine of the country’s economic
growth, accounting for around 40 per cent of Cape Verde’s GDP and an increasing
proportion of employment and labour income. European enterprises have played an important
role in this sector and it is worth to highlight that most of Cape Verdean tourist resorts and
tourists visiting the country are from European origin. Despite the fact that rural population
accounts for more than one third of the total population, the contribution of agriculture and fishing
to GDP is only 8 per cent, and the share of industry is just 7 percent. The tourism boom has been
made possible by large-scale public investment in airports and other infrastructure and by foreign
investment in hotels and other tourist facilities supported by a generous system of fiscal incentives
granted to the sector. Capital accumulation, both through public investment and FDI, has been the
single most important factor in Cape Verde’s growth. Over the past decade, Cape Verde’s
utilization of concessional financing enabled the government to fund sizeable public investment
projects and alleviate crucial infrastructure bottlenecks, enabled by sustained large-scale FDI
inflows. Increases in labour-force participation and improvements in education have also
contributed significantly, while total factor productivity increase has been negligible. Levels of
competitiveness are low, especially when it comes to research and development and an enabling
economic environment.

Now that the government has built key infrastructure assets and is facing severe budget constraints
and an adverse global scenario, it is time for it to shift its focus from accelerated capital
accumulation to improvements in the quality and efficiency of its existing public infrastructure and
to accelerate its structural reform agenda. Cape Verde needs to move from a country that depends
on development aid to a country that attracts investment. However, in order to achieve this, it needs
to improve its business environment.

Cape Verde's growth has been made possible mostly by FDI, particularly in tourism (which
accounts for circa 20% of GDP). Tourism remains the back bone of CV's economy with the
potential to further develop and diversify (to reach other islands beyond Sal and Boavista).
However, there is a need to improve both the dialogue with existing investors and the conditions for
foreign investment in order to attract more investment into the country.

Prioritization of investments both at central and local level is essential to match the requirements of
the investors. Cape Verde seeks to diversify its economy and take advantage of its strategic
location, and in this regard, various factors such as political and social stability, good governance
and low levels of corruption endow the country with some unique selling points in the region.

Furthermore, one of the key challenges of Cape Verde as an archipelago is to combine profitability
of public investment and its geographical distribution. Major reforms in the management of public
enterprises are required so as to strengthen their operational and financial performance. Reduced
costs and better access to key utilities are essential. Some state-owned enterprises represent a high
fiscal risk to the budget because they regularly need to access short-term credit facilities and resort
to government guarantees. The government is committed to address these issues and the EU is
encouraging the restructuring of state-owned enterprises. Political dialogue has been reinforced with
Cape Verde in order to encourage a macroeconomic stabilisation process.

The social situation in Cape Verde can be characterized by a relatively high degree of social
coherence despite increasing income differences (Gini coefficient= 0.45). However, Cape Verde
has been able to develop performing social sectors (health and education) and a social protection
scheme. Increasing levels of violence and crime and of un- and under-employment are additional
challenges that the Government is trying to address. There is a marked difference in poverty levels
between urban and rural areas on the one hand and between islands on the other. In addition,
poverty in the country affects mainly women.
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Despite its considerable progress, Cape Verde currently faces development challenges that are both
complex and unprecedented. In order to continue growing, Cape Verde must successfully carry on
the transition from the economic conditions and institutional status of a low-income country to
those of a lower-middle-income, while continuing to face unique vulnerabilities (geographic,
climatic, environmental, dimensional, economic etc.) as a small island state. Cape Verde also faces
a set of intrinsic challenges as a small island economy: high vulnerability to global macroeconomic
fluctuations owing to its considerable degree of openness and global integration; reliance on an
undiversified set of economic drivers; a small domestic labour pool and consumer market that limits
from the potential for economies of scale; high unit costs of core infrastructure; deficiencies in
production of water and energy and; public goods arising from indivisibilities; and significant
exposure to natural hazards and environmental degradation.

Adverse developments in the global economic scenario present an especially critical challenge. Just
one year after its graduation from Less Developed Country (LDC) status, Cape Verde was hit hard
by the global financial crisis. The government responded swiftly by initiating a countercyclical
fiscal impulse that took full advantage of the fiscal space available at the time and the transitional
period granted by donors, during which the country could still access external financing on the
concessional terms of an LDC. The government cut both individual and corporate tax rates while
accelerating its public investment program by contracting as much concessional financing as
possible. However, a significant increase in the debt burden was inevitable, and the public debt
stock increased from 67.9 % of GDP in 2008 to 92 % in 2013.

Cape Verde is in a more vulnerable macroeconomic position as a result of having been affected by
the European sovereign debt. The sharp decline in FDI inflows, the weakening of external demand
for tourism services and the reduction of official aid flows have threatened the country’s
macroeconomic Stability and interrupted the recovery of economic activity initiated in 2010. The
exhaustion of available fiscal space from 2008-11 and the imperative to both ensure debt
sustainability and maintain sufficient foreign reserves to defend the country’s currency peg have
forced the government to reverse its previous policy stance and adopt tighter monetary and fiscal
policies despite the persistent weakness of the external environment. Growth has slowed and the
country has increasing difficulty in fighting unemployment while conserving some basic social
protection.

Public finance management is well developed, but there are still some weaknesses that Cape
Verde is engaged to address through an ambitious reform. The remaining main weaknesses of the
Cape Verdean PFM system can be summarized as follows: legal basis of the PFM system not fully
established yet; unclear mandate of Court of Accounts; limited effectiveness of internal audit;
insufficient predictability of external financial aid; absence of an effective tax arrears management
system; outdated accounting standards; insufficient roll out of PFM reforms to the municipal level,
and weak oversight of fiscal risks of public companies and municipalities.

Recognizing that the development model that enabled Cape Verde to reach Middle income country
(MIC) status cannot be expected to sustain high growth rates indefinitely, and that the positive
external circumstances that contributed to strong growth in the past have now become significantly
less favorable, the GPRSP III represents a first step in developing a new growth model based on
improved productivity and human capital enhancement rather than physical capital
accumulation. Even though these constraints are fundamental and cannot be completely overcome,
the GPRSP III is designed to mitigate their effects by strengthening the country’s macroeconomic
foundations, supporting greater economic diversification and promoting structural reforms to
increase competitiveness and build resilience to economic shocks.
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Maintaining environmental safeguards and improved natural-resource management are integral
components of the GPRSP III agenda. The GPRSP III focuses on how Cape Verde can realize its
transformation agenda and implement the Government Program with the aims of ensuring an
internally competitive and self-sustaining high growth economy and reducing poverty during the
planned implementation period - 2012 to 2016. The GPRSP 1II provides a strategic agenda for the
2012—2016 period, including the development and macroeconomic framework, the vision,
objectives, strategies and key priorities. The sector objectives, logical frameworks, and all programs
according to their classifications investment, recurrent and management — are also presented along
the five pillars of the strategy (infrastructure, human capital, good governance, private sector and
global nation).

Cape Verde's strategy overall i) is well conceived; ii) is relevant as it aims at combating poverty
through the development of a competitive economy, integrated in the international market; ii1) the
structural weaknesses of Cape Verde are well incorporated into the GPRSP; iv) proper
macroeconomic management is continuing to gain relevance in Cape Verde; v) the Government is
implementing an ambitious and credible public finance reform agenda in partnership with the major
donors including the EU.

Overall there is a positive history of EU general budget support to Cape Verde in the framework of
a relatively well functioning budget support group. Consequently the EU will support the
implementation of the Government's strategy through the instrument of a Good Governance and
Development Contract (GGDC). The GGDC will be the only sector of intervention and will
include two windows, one focusing on the promotion of poverty reduction and growth and one
strengthening the Cape Verde-EU Special Partnership (see more below).

The first window of this contract will be focused on macroeconomic issues, PFM and poverty-
related indicators. It will no longer be focused on specific subsectors, but will instead address
competitiveness issues and promote further reforms conducive to an improved business climate in
Cape Verde in view to tackle the country's challenges arising from its vulnerabilities. Support to
the creation of a legal environment that is business-friendly will be an important dimension of this
first window, which is expected to contribute to the improvement of the countries' competitiveness.
The first window of the suggested GGDC will be supporting the implementation of the DERCP 111
through the provision of general budget support, including technical assistance and capacity
building. The implementation of the DERCP III will be supported with an indicative amount of 30
million EUR.

The second window of the good governance and development contract will focus on fostering the
implementation of the Special Partnership between the EU and Cape Verde. While the EU support
will focus mainly on two pillars, namely security/stability and convergence of norms/standards
where it has been most active in the past, it will keep supporting the other four.
Security/stability challenges are a threat to Cape Verde in general and donors and support to Cape
Verde in this area need to be strengthened as the assurance of security is a necessary condition for
development in Cape Verde. Besides the EU, Portugal will also be active in this sector. The sector
is of strategic interest to the EU in a highly volatile region. The convergence of norms and standards
is strategic as it will help strengthening the institutional governance of the economic sector as well
as facilitate exports to Europe and other regions for Cape Verdean goods and services, hereby
promoting trade with the EU. It should also benefit European business investors wanting to do
business in and with Cape Verde. If possible, support to the business community should be
envisaged and should become an essential component of the regional programming in West Africa.
Cape Verde is compliant with International obligations as Flag, Coastal, Port and Market State as
defined by international law and agreements ratified by Cape Verde (including UNCLOS, UNF SA)
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as well as by Regional Fisheries Management Organisation (RFMOs) resolutions and
recommendations. This can be measured by an analysis of Cape Verde's ability to efficiently
monitor and control its fleet, its fishing arcas and data concering fisheries in its waters, as well as
how it enforces national fisheries legislation that is effective enough to prevent, deter and eliminate
IUU in its waters.

The support to the implementation of the Special Partnership will be provided with an indicative
amount of EUR 20 million.

The effective implementation of the bilateral cooperation between Cape Verde and the EU will rely
on a well-functioning National Authorizing Officer. Technical assistance to the National
Authorizing Officer will be provided with an amount of EUR 1 million.

Like in previous programming cycles, a Technical Cooperation Facility (TCF) will be set up to
enable carrying out studies, provide short term technical assistance, produce analytical reports and
carry out other short term assignments. The amount foreseen for this TCF will be EUR 4 million.
The implementation regulation of the 11™ EDF states in its preamble 15: "...this Regulation should
as far as possible contribute to the objective of addressing at least 20% of the overall EU funding to
climate action objectives while respecting the principle of partnership with ACP countries enshrined
in the Cotonou Agreement". Therefore this comment will be taken into consideration during the
implementation phase, if relevant.

Lessons learnt will be taken into account during the implementation phase and in particular during
the identification and formulation phases so as to inform the choices for implementation.

The EU response is consistent with EU development policy as good governance is soundly
integrated in the GPRSP III. Human rights, promotion of democracy and rule of law are other areas
in which Cape Verde is already performing well and is committed to further improvement.
Inclusive growth and sustainable development are indeed underlying objectives of the strategy
and the economic and social dimensions are well elaborated. The policy dialogue especially in the
framework of the SP will also address some of these issues.

In the same context, recognising the importance of the Information and Communication
Technologies (ICT) and their applications as proven drivers of inclusive and sustainable growth,
innovation and entrepreneurship attention will be paid to the deployment of ICTs and the full
exploitation of their potential in providing or facilitating viable solutions will be taken into account
during the implementation phase where relevant.

Furthermore, the GGDC will contribute to accompany Cape Verde and the West Africa region in
the implementation of the Economic Partnership Agreement with the European Union and the
EPADP.

The EU response and National Indicative Programme may be complemented by operations financed
by the EIB from the Cotonou Investment Facility and/or its Own Resources.

DAC Codes will be systematically included for all actions during the identification and formulation
phase when there is sufficient detail to allow the appropriate choice of the DAC Code.
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2. Financial overview (EUR 55 million indicative global amount)

Focal sector 1: Good Governance and Development Contract EUR 30 million | 54.55%
(GGDC)
- First window: Support to poverty reduction and growth

Focal sector 1: Good Governance and Development Contract EUR 20 million | 36.36%
(GGDC()

- Second window: Strengthen the Special Partnership between
the EU and CV

Support measures:

Cross cutting: Technical Cooperation Facility EUR 04 million | 7.27%

Support to the NAO EUR 01 million | 1.82%

TOTAL EUR 55 million 100%

3. EU support per sector

This section provides a description of the EU's support for each of the selected sectors, including overall
objective, specific objectives, expected results and the main indicators. These main indicators may be
further fine-tuned, if deemed necessary. Baselines and possible targets will be established in the
identification phase.

3.1 Good Governance and Development Contract (GGDC) window 1 Poverty reduction and
growth (indicative amount EUR 30 million)

3.1.1 The overall objective is to support the Government of Cape Verde's efforts in eradicating
poverty, promoting sustainable and inclusive growth, addressing Cape Verde's challenges arising
from its vulnerabilities and consolidating and improving democratic and economic governance.

The specific objectives are to address the identified constraints on sustained and inclusive growth,
foster domestic accountability and strengthen national control mechanisms, improve (basic)
service(s) delivery, support Cape Verde's competiveness and its private sector through the
improvement of the business environment.

3.1.2. For each of the specific objectives the main expected results are:

- The maintenance of macroeconomic stability and resilience to shocks, notably through
reduction in the levels of external and domestic debt and/or improvements in tax administration
and financial sector stability;

- Further progress in poverty reduction, social cohesion and decreasing unemployment;

- Improvements in the quality of public financial management, improving the credibility of the
budget, strengthening of Policy based budgeting, developing the transparency and efficiency of
the revenue systems, enhancing predictability in the control of budget execution, improving
Government accountability for fiscal and expenditure policies and implementation;

- Improvements in key indicators of (basic) service(s) delivery;

- A more enabling business environment, through rationalization of fiscal incentives,
improvement of relevant legal framework as well as investment protection, insolvency
resolution, among others;

- Improvements on bilateral trade and the competitiveness of Cape Verde's economy;
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- Improvements on addressing the countries vulnerabilities.

3.1.3. The main indicators for measuring the aforementioned results are contained in the sector
intervention framework attached in Annex 3. Baseline and Targets of these indicators will be drawn
mostly from the DSCRP III (2012-2016).

3.1.4. Donor coordination and policy dialogue

The policy dialogue works through the Budget Support Group that undertakes bi-annual joint
reviews with the Government and holds additional ad hoc meetings throughout the year. The
objective is to assess progress on macroeconomic policies, public finance management and the
implementation of the growth and poverty reduction strategy as well as of sector policies. EU
Member States that are not members of the BSG, other donors and United Nations agencies may
participate in some meetings. When appropriate, associated stakeholders and the Cape Verdean
Parliament will also be informed.

The mechanisms for monitoring, reviewing and evaluating progress follow the rules and procedures
established in the Memorandum of Understanding between the Government and the BSG.

Coordination is also implemented through the Development Partner Group, headed by the United
Nations, and through various technical working groups.

3.1.5. The Government's financial and policy commitments are:

The Government of Cape Verde, especially the concerned ministries and INE (Nationa] Institute for
Statistics) have to ensure the quality, regularity and reliability of overall/sector statistical data and
their timely availability as well as its financial sustainability. The Government commits to provide
all necessary information regarding public finances for the Budget Support disbursements.

A financial commitment of the Government cannot be foreseen at this stage.
3.1.6. The overall risk assessment of the sector intervention:

Macroeconomic risks are particularly strong. There are risks related to external shocks (negative
impacts from European debt crisis, decline in FDI inflows, weakening of external demand for
tourism, reduction of official transfers) but also risks related to domestic fiscal policy (exhaustion of
available fiscal space, overoptimistic revenue projections, high level of public debt and fiscal
deficit). Considerable risks lie also in capacity related issues, in lack of inter-and intra-ministerial
coordination (as well as coordination with the private sector). This could affect the implementation
of the EU assistance and measures that could mitigate them. Some of these risks will be addressed
by the programme through institutional strengthening measures. Enhanced monitoring in
partnership with the World Bank and policy dialogue in the framework of the BSG should enable
the EU to maintain pressure on the Government to continue to reform and recognize possible
slippages at an early stage.

3.2 Good governance and development contract (GGDC) window 2: Special Partnership
with the EU (indicative amount EUR 20 million)

3.2.1 The overall objective is to reinforce the Special Partnership with the EU, and strengthen
bilateral links.

The specific objectives are to enhance technical and normative convergence with the EU, and to
improve national and border security in Cape Verde. The support to these two sectors will ensure
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the continuity of the former 10th EDF budget support programme. Meanwhile, other pillars of the
Special Partnership should also be strengthened, such as good governance, regional integration, and
information and communication technology. The pillar concerning the fight against poverty will be
addressed in the DSCRP framework.

3.2.2. For each of the specific objectives the main expected results are:

- Increase of technical and normative convergence with the EU in various fields, namely in food
security, pharmaceutical products, quality and energy.

- Improvements in key security indicators
- Improvement in indicators of the other pillars of the Special Partnership.

3.2.3. The main indicators for measuring the aforementioned results are contained in the sector
intervention framework attached in Annex 3. Baseline and Targets of these indicators will be drawn
from the DSCRP III (2012-2016) and from the Special Partnership work plans.

3.2.4. Donor coordination and policy dialogue:

Policy dialogue with the Government and coordination with the Member States works mainly
through three different fora: i) annual ministerial meetings between Cape Verde and the EU, ii)
technical monitoring groups in Brussels; and iii) local monitoring groups in Cape Verde. The
monitoring groups take place every few months. However, this pattern may change in the future. A
more inclusive group dialogue involving civil society and the Cape Verdean parliament may also be
set up. The objective of the policy dialogue is to assess progress on the various pillars of the Special
Partnership, on mobility and migration issues, and on political/economic issues of mutual concern.
In addition, policy dialogue takes place through the Budget Support Group (see 3.1.4).

3.2.5. The Government's financial and policy commitments are:

The Government of Cape Verde, especially the Ministry of External Relations and other concerned
ministries must ensure some access for the EU to sensitive data and information. They must also
commit themselves to institutional reforms in matters concerning the SP, especially in the field of
normative convergence and in the security/stability sector. Finally, the Government must continue
to show willingness to discuss all kinds of political issues without restrictions.

A financial commitment of the Government cannot be foreseen at this stage.

3.2.6. When needed, the appropriate type of environmental assessment (Strategic Environmental
Assessment or Environmental Impact Assessment) will be carried out: N.A in principle,
except for certain individual actions.

3.2.7. The overall risk assessment of the sector intervention:

Besides macroeconomic risks (see 3.1.7), there is risk both a risk of institutional inertia and of poor
coordination between ministries and agencies involved.

4. Measures in favour of civil society

The involvement of civil society in policy dialogue as well as in monitoring the management of
public funds and budget support in particular is foreseen. Although a specific fund for civil society
was not included in the PIN, an effective monitoring mechanism should be created for this purpose.
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5. B-allocation

None foreseen

6. Support measures

6.1. Measures to support or accompany the programming, preparation or implementation
of actions

A Technical Cooperation Facility (TCF) which aims to support or accompany the programming,
preparation or implementation of actions is foreseen through a specific allocation of 4 million EUR.
The specific objectives are the identification and execution of actions foreseen in the framework of
the NIP, the RIP and other EDF envelopes, the improvement of knowledge for development leaders
and agents in Cape Verde in matters such as development policies, economic and trade integration,
as well as enabling exchanges related to EU policies in those fields.

Efforts aiming at reinforcing the value of good quality statistics to policy making at national level
will continue taking into account the findings of the recent UN 'High Level Report' which called for
a 'data revolution'. Project or programme components will be developed that strengthen the National
Statistical Offices linked to programme priorities.

6.2.  Support to the National Authorising Officer

An indicative amount of maximum EUR 1 million is foreseen for support for the National
Authorising Officer.
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ANNEXES

Annex 1: Country at a glance

Country Rank: ; LMC (Lower Middle Income Country)

Human development index : 133/187

GNI per Capita 2010 : 133/215

Worldwide Governance Indicators: 0.52

Red Flags for Food Security : ; No

Fragility according to OECD list of fragile states : | No

Member of the G7+ initiative for fragility : No

New Deal pilot country or assimilate: No

CO2 emissions (metric tons per capita): 0.6 (2011)

Rural population with access to water: 86 % (2011)

Life expectancy at birth: 74 (2011)
Annual indicators

2008"  2009* 2010 2011* 2012*

GDP at market prices CVEsc bn 117.6  127.1 138.1 150.8 164.5°

GDP US$ m

1,561.7 1,600.8 1,659.0 1,901.1 1,916.9°

Real GDP growth (%) 6.2 3.7 5.2 5.1 4.6°
Consumer price inflation (av; %) 6.8 1.0 2.1 4.5 2.5
Population ('000) 487 492 496 501 505°
Exports of goods fob (US$ m) 102.8 804 1228 196.6 173.1
Imports of goods fob (US$ m) 816.4 756.7 805.9 1,039.6 878.7
Current-account balance (US$ m) -205.5 -246.8 -222.9 -303.8 -209.9
Foreign-exchange reserves excl gold (US$ m) 361.0 398.0 382.0 339.0 376.0
® Actual. ® Economist Intelligence Unit estimates.
Quarterly indicators

2011 2012 2013
Prices 20Qtr 3Qtr 40Qtr{1Qtr 2Qtr 3 Qtr 4Qtr|1 Qtr
Consumer prices (av; 2005=100) 126.8 127.9 127.4]127.1 128.8 130.8 132.3|131.4
Consumer prices (% change, year on year) 53 47 41125 15 23 39|34
Financial indicators
Exchange rate CVEsc:US$ (av) 76.6 78.2 81.8[84.1 86.0 88.2 85.0(83.5
Exchange rate CVEsc:US$ (end-period) 763 81.7 85.2|82.6 87.6 853 83.6|86.1
Deposit rate (av; %) 35 34 33 (34 37 38 43| 42
Lending rate (av; %) 90 95 10.1]98 9.6 100 10.2|10.1
M1 (end-period; CVEsc bn) 40.6 39.0 76.2177.5 79.1 80.4 41.0(40.9
M1 (% change, year on year) 1.5 -39 77.9(86.6 94.6 1059 -46.2(-47.2
M2 (end-period; CVEsc bn) 109.9 112.6 115.6]116.5 118.2 118.4 122.1]122.4
M2 (% change, year on year) 33 3.1 48|40 76 52 56| 5.1
Foreign reserves (US$ m)
Reserves excl gold (end-period) 317 309 339 | 344 358 377 376 | 400

Public debt: 92% in 2013
Fiscal deficit: 11% in 2013
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Annex 2.

Sector intervention framework and performance indicators

Sector 1: Good governance development contract window 1 (support to poverty reduction and

growth)

Specific objective 1: To address the constraints on sustained and inclusive growth

Expected Results

Indicators

Means of verification

a) Maintenance of
macroeconomic stability and
resilience to shocks

Key macroeconomic stability
indicators including:

al) overall fiscal balance after
grants (% of GDP),
Baseline: - 9.862% in 2012
(source: IMF WEO)

a2) external current account
balance,

Baseline: - 11.49% in 2012
(source: IMF WEO)

a3) debt-to-GDP ratio
Baseline: 85.92% in 2012
(source: IMFWEO)

Possible targets will be
established in the action
documents

GPRSP III progress reports,
Budget support group aide
memoires, IMF reports, Banco
de Cabo Verde reports, INE
reports, Reports from public
enterprises

Specific objective 2:
mechanisms

To foster domestic accountability and strengthen national control

Expected Results

Indicators

Means of verification

b) Improvements in the quality
of public financial
management

PEFA indicators including:
b1) credibility of the budget,

b2) multi-year perspective in
fiscal planning, expenditure
policy and budgeting,

b3) predictability in the control
of budget execution (controls
in procurement, effectiveness
of internal audit),

b4) Government accountability
for fiscal and expenditure
policies (external audit,
legislative scrutiny of budget
law and audit reports)

Baselines and possible targets
will be established in the
action documents

Government PFM progress
reports, Budget support group
aide memoires, IMF reports,
Court of Auditors reports,
PEFA/PEMFAR reports
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Specific objective 3: to improve (basic) service(s) delivery

¢) Improvements in key
indicators of (basic) service(s)
delivery

cl) improvements in basic
service delivery for MDG 2, 4,
5 and 7 indicators.

Baselines and possible targets
will be established in the
action documents

DERCP progress reports,
Budget support group aide
memoires, Progress reports
from Ministry of Health and
Ministry of Environment, INE
surveys

Specific objective 4: To support the private sector

d) Improvement in the business
environment

d1) Score and ranking in key
private sector indicators (e.g.
Overall Doing business score,
International Labour
Organisation indicator KILM2
or employment to population
ratio ILO estimates)

Baseline: Doing business
2014 rank 121 (out of 189
economies), KILM 2 ILO
estimates 2010 labour force
participation rate 66.4%
(male/female, age 15 years
old and over 15 years old).
Possible targets will be
established in the action
documents

GPRSP III progress reports,
domestic legislation, Budget
support group aide memoires,
world competitiveness report,
WEF annual reports

Sector 2
the EU)

Good governance development contract window 2 (Special Partnership with

Specific objective 1: To enhance technical and normative convergence with the EU

Expected Results

a) Development of technical and
normative convergence with the EU in

various economic sectors

Indicators

quality and energy.

dissuasive sanctions.

al) Increase in share of norms
with European standards of all
standards in food security,
pharmaceutical products,

a2) Percentage of fisheries
activity of national fleet and of
all fleets in national waters
monitored by VMS; Number of
surveillance operations (aerial
and sea patrols); Number of
follow-ups on established
infringements and imposed

Means of verification

Government Special
Partnership progress
reports, Budget
support group aide
memoires,
Inspection reports
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Baselines and possible targets
will be established in the action
documents

Specific objective 2: To improve national and border security in Cape Verde

Expected Results

Indicators

Means of verification

a) Improvements in key security
indicators

al) Official crime rates

Baselines and possible targets
will be established in the action
documents

Government Special
Partnership progress
reports, Police
Statistics, Financial
Intelligence Unit
progress reports.
Budget support
group aide memoires

Specific objective 3: To strengthen other pillars of the Special Partnership.

Expected Results

Indicators

Means of verification

Improvement in indicators of the other
pillars of the Special Partnership

al) governance indicators (Mo
Ibrahim, Transparency
international, UNDP Human
Development Index etc.)
Baseline: Mo Ibrahim rank
3'/52, Transparency
international corruption
perception index (2013) score
58/100, UNDP Human

Development Index (2013) rank

132/187

Possible targets will be
established in the action
documents

Government Special
Partnership progress
reports, Budget
support group, aide
memoires,
international
governance and ITC
reports, PALOP
public administration
progress reports

The results, indicators and means of verification specified in the present annex may need to evolve
to take into account changes intervening during the programming period.
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COMMISSION DECISION
of 12.6.2014

on the adoption of the National Indicative Programme between the European Union and
Cape Verde

THE EUROPEAN COMMISSION,

Having regard to the Treaty on European Union and to the Treaty on the Functioning of the
European Union,

Having regard to Council Decision 2013/759/EU of 12 December 2013 regarding transitional
EDF management measures from 1 January 2014 until the entry into force of the
11th European Development Fund!, and in particular Article 2 thereof,

Having regard to Council Regulation (EC) No 617/2007 of 14 May 2007 on
the implementation of the 10th European  Development Fund under the
ACP-EC Partnership Agreement’, and in particular Article 4(5) thereof,

Whereas:

(1)  An Internal Agreement has been concluded between the representatives of the
Governments of the Member States, meeting within the Council, on the financing
of European Union aid under the multiannual financial framework for the
period 2014 to 2020 in accordance with the Cotonou Agreement and on the allocation
of financial assistance for the Overseas Countries and Territories to which
Part Four of the Treaty on the Functioning of the European Union applies (hereinafter
‘the Internal Agreement’). This Internal Agreement will enter into force after
ratification by the parliaments of the Member States.

(2) Council Decision 2013/759/EU of 12 December 2013 provides for transitional
measures for the management and financing of the EDF (hereinafter collectively
referred to as ‘the Bridging Facility’) to ensure the availability of funds for
cooperation with the ACP countries and with the Overseas Countries and Territories
(OCTs) between January 2014 and the entry into force of the
11™ EDF Internal Agreement referred to above. The Bridging Facility is to be
composed of the uncommitted balances from the 10th EDF and funds decommitted
from projects or programmes under the 10th and previous EDFs. Funds committed
under this Bridging Facility must be entered in the accounts of the 11th EDF.

3) The 2014-2020 National Indicative Programme annexed hereto is intended to serve as
the reference point both for financing decisions taken under the Bridging Facility
before the entry into force of the Internal Agreement and for those taken after the
Agreement's entry into force.

4) The projects and programmes carried out pursuant to the programme annexed hereto
should be implemented in accordance with the rules and procedures of the 10th EDF
until the entry into force of the Implementing Regulation and the Financial Regulation
applicable to the 11th EDF.

! OJ L 335, 14.12.2013, p. 48.
2 OJ L 152, 13.6.2007, p. 1.
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(5) In accordance with Article 9(3) and (4) of the Council Decision of 26 July 2010
establishing the organisation and functioning of the European External Action Service
(EEAS), EDF National and Regional Indicative Programmes are to be drawn up
jointly by the relevant departments of the EEAS and the Commission under the
responsibility of the Commissioner responsible for development policy, and then
submitted jointly with the High Representative/Vice President for adoption by the
Commission.

(6) The National Indicative Programme between the European Union and Cape Verde
should be adopted by the Commission on behalf of the European Union.

(7)  This Decision is in accordance with the opinion of the EDF Committee,
HAS DECIDED AS FOLLOWS:

Sole Article

The 2014-2020 National Indicative Programme between Cape Verde and the
European Union, which is annexed hereto, is hereby adopted on behalf of the
European Union.

The Member of the Commission responsible for Development, or the person designated by
him for this purpose, is authorised to sign the National Indicative Programme on behalf of the
European Commission.

Done at Brussels, 12.6.2014

For the Commission
Andris PIEBALGS
Member of the Commission
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