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Abstract

This report presents new data on, and a comprehensive, cross-sectoral analysis of Cabo Verde's ocean
economy. It examines economic and sustainability trends, assesses the country’s ocean governance
architecture, and explores policies and financing instruments for a more sustainable ocean economy. In
light of the impacts of the COVID-19 crisis, the report suggests that Official Development Assistance and
other innovative financing mechanisms be maximised to make the ocean a driver for a resilient and
inclusive recovery.
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Foreword

Sustainable Ocean Economy Country Diagnostics are part of the OECD Sustainable Ocean for All
Initiative. They provide country-specific evidence for developing countries to address the increasing
pressures on marine and coastal ecosystems (e.g. from pollution, overfishing, climate change, etc.) and
chart a new course for sustainable development through the conservation and sustainable use of ocean
and coastal resources. They are founded on a multi-dimensional understanding of sustainability,
encompassing social, environmental and economic dimensions. They reflect a holistic view of the ocean
economy as a complex set of varied and highly interconnected sectors requiring co-ordinated and mission-
oriented policy making.

Sustainable Ocean Economy Country Diagnostics are built upon three analytical pillars (Figure 1): (i)
Economic and sustainability trends: to understand the size and composition of a country’s ocean economy
as well as key environmental stressors and socio-economic sustainability across ocean economy sectors;
(i) Governance and policy instruments: examining a country’s institutional architecture governing the use
and conservation of the ocean and existing policy instruments and approaches aimed at increasing the
sustainability of the ocean economy; (iii) Financing flows and instruments, with a specific focus on
development finance, to understand the scope and nature of Official Development Assistance (ODA) in
support of a more sustainable ocean economy, as well as innovative financing mechanisms to mobilise
private and public finance.

This Sustainable Ocean Economy Country Diagnostics of Cabo Verde uses the OECD’s unique statistical
sources and multi-disciplinary expertise on the sustainable ocean economy. This includes original ODA
figures developed using a dedicated methodology, to be visualised and downloaded on the Data Platform
for Development Finance for the Sustainable Ocean Economy (https://oecd-main.shinyapps.io/ocean/).

Figure 1. OECD Sustainable Ocean Economy Country Diagnostics: Analytical framework
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Executive Summary

Economic and sustainability trends

Cabo Verde is a small island developing State (SIDS) and a Lower Middle Income Country (LMIC),
whose economy and prosperity depend on the health and sustainable use of the ocean. The ocean
makes up 99% of Cabo Verde’s territory and constitutes its most important link to the rest of the world.

In the past two decades, Cabo Verde’s ocean economy has grown fast mainly because of a quickly
expanding marine tourism sector, which contributed to lifting the country out of the Least
Developed Country (LDC) status in late 2007. Tourism is the largest economic sector of the country’s
ocean economy as well as of its national economy overall. It accounts directly for more than 20% of GDP
and indirectly contributes an estimated 45%. In 2019, more than 819 000 tourists stayed on the
archipelago, inhabited by 550 000 people.

Fisheries and maritime transport are the next two largest sectors of Cabo Verde’s ocean economy.
Fisheries includes both artisanal fisheries, a pillar for the livelihoods of small coastal communities, and the
growing industrial fishing sector for processed fish products and the export market. A growing mariculture
sector is also emerging. The third pillar of the country’s ocean economy is the expanding maritime transport
and port infrastructure, driven by the ambition to become a logistics and supply hub in the mid-Atlantic.

Small size, a highly concentrated economy and geographic isolation make Cabo Verde susceptible
to economic shocks, natural disasters and the impacts of climate change and environmental
degradation. Its dispersion over 10 islands, 600 km off the West African coast poses unique challenges
and high costs when it comes to service provision, effective patrolling of territorial waters and advancing
infrastructure such as electricity grids. Tourism has transformed parts of the country but is concentrated
on two islands, and has led to the rapid deterioration of natural capital. The sector has thus far failed to
integrate into the local economy and supply chains: its reliance on imports reduces the scope for backward
and forward linkages to the rest of the economy and for more diffuse economic benefits.

Governance and policy instruments

The government of Cabo Verde attaches high importance to protecting its marine natural capital
and to a development path centred on a sustainable ocean economy. The country, one of the few
with a dedicated ministry, has created the Blue Economy Observatory to provide technical assistance and
promote institutional co-operation in ocean governance. This recognises the cross-cutting nature of ocean
governance that affects a multitude of economic sectors and social issues.

Cabo Verde’s high-level strategy on the ocean economy focuses on the trajectory, sources of
investment and on-the-ground implementation of ocean-based economic growth. It is part of the
country’s commitment to implement the 2030 Agenda, and includes explicit links to the SDGs, particularly
SGD 14, and the African Union’s Agenda 2063. In terms of data, the Statistical Office is conducting a
satellite accounting exercise in co-operation with Portugal, to better ascertain the economic contribution of
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ocean economy activities. The government promotes Marine Spatial Planning (MSP) as a means to
operationalise this strategy. Clearly outlined Marine Protected Areas (MPAs) would facilitate the patrolling
and control of some important areas that may offer benefits for marine ecosystems and local communities.

Financing flows and instruments

Cabo Verde needs to mobilise more domestic public finance and private investment to effectively
foster economic, social and environmental sustainability and offset decreasing levels of concessional
finance experienced since LDC graduation in 2007. Public debt stood at 128% of GNI in 2019.

Official Development Assistance (ODA) to Cabo Verde’s ocean economy has increased since 2017
but remains low relative to the central importance of the latter for the country. While Cabo Verde’s
ocean economy makes up between half and two thirds of the overall economy, only 13% of allocable ODA
in 2017-2019 targeted ocean economy sectors and marine conservation. Further, less than half of the ODA
towards the ocean economy went to projects that actively enhanced its sustainability. The bulk went to
infrastructure projects, in particular port infrastructure, with no explicit sustainability considerations. Marine
protection programmes in Cabo Verde are left to be financed predominantly by private philanthropies.

Way forward: leveraging the ocean economy for sustainable development and a
blue recovery

Cabo Verde’s strong reliance on the tourism sector has amplified the impacts of the global
economic downturn and travel restrictions due to the COVID-19 pandemic. On average, it suffered
much larger economic consequences than other developing countries, plunging into the worst recession
in its recent history. A vulnerable, small and undiversified economy, Cabo Verde must use the economic
recovery as an opportunity to build forward better, bluer and more inclusive.

Building forward better is a critical opportunity to address growing anthropogenic pressures that
threaten Cabo Verde’s unique biodiversity and its development prospects. One of 11 global
biodiversity hotspots, Cabo Verde’s most important anthropogenic pressures result from the joint impact
of climate change, ocean acidification, overfishing and marine pollution, especially of plastics.

Emerging sectors, such as mariculture and renewable energy, can help Cabo Verde harness the
benefits of the country’s extensive marine resources, if developed through an integrated, multi-sectoral
approach. Marine renewable energy with smart grids incorporating desalination plants and energy storage
facilities could set the country on track towards energy autonomy, while addressing water shortages.

Exceptional COVID-19 development assistance and new global financing mechanisms could help
a more sustainable recovery in Cabo Verde. New sources of liquidity and exceptional support measures
need to be integrated in a blue sustainable recovery plan and associated financing strategy. Cabo Verde
can expand the toolbox of innovative instruments to lower its debt burden and increase liquidity, through
its access to the Debt Service Suspension Initiative launched by the G20, and potentially through a
proposal to re-allocate a special USD 650 billion Special Drawing Rights (SDR) to vulnerable countries.
Cabo Verde can also explore innovative debt-relief instruments, such as debt-for-ocean swaps, to free up
resources for investment in sustainable ocean economy activities. In addition, it can tap into emerging
sovereign borrowing instruments for sustainable investments, such as blue bonds and sustainability-linked
bonds, although the constraint of public debt makes it necessary to explore other instruments
simultaneously. Finally, Cabo Verde can enhance the volume and stability of tax revenues to finance
sustainability through tax reforms and better management of key industries, such as tourism, where
revenues could be earmarked for conservation efforts in order to safeguard Cabo Verde’s large natural
wealth for the future.

SUSTAINABLE OCEAN ECONOMY COUNTRY DIAGNOSTICS OF CABO VERDE © OECD 2022
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1 The urgency of transitioning to a
sustainable ocean economy

1.1. A global transition to sustainable ocean economies is urgent and possible

A healthy ocean is at the heart of human well-being, a healthy planet and a prosperous economy.
The ocean forms more than two thirds of the earth’s surface and is an integral part of the cultural identity
of many countries and communities. It provides humanity with a range of indispensable ecosystem
services and natural assets that are key to economic and social well-being. The ocean plays a key role in
regulating the climate, producing half of the earth’s oxygen and absorbing more than 90% of the heat
resulting from anthropogenic greenhouse gas emissions. The ocean provides habitat for marine species,
including many that people depend on for food, and nutrient cycling. Marine and coastal ecosystems offer
flood control, protection from natural disasters, natural hazards and from pollution. The ocean is also critical
for the global economy and livelihoods of billions of people. More than 90% of world trade uses sea routes
and many economic sectors are either directly or indirectly dependent on ocean resources. They include
traditionally exploited marine resources — either living resources (fish) or non-living resources (oil and gas)
— as well as the use of the ocean for tourism, research and shipping.

The acceleration of ocean-based economic activities creates new development opportunities for
coastal communities, as well as risks to be managed. Well-established economic sectors that depend
on the ocean and coastal resources have expanded significantly in recent years. International tourism, for
instance, has expanded from 25 million international arrivals in 1950 to a projected 1.8 billion by 2030 prior
to the COVID-19 crisis. The off-shore oil and gas sector, which accounts for the largest share of the ocean
economy today, is expected to record a USD 2.79 billion growth in off-shore oil and gas pipeline markets
during 2020-24 (Technavio Research, 20211) after a sudden halt in early spring 2020 because of the
impact of the COVID-19 crisis. Further, a new range of economic activities located in the ocean have
recently emerged as new technologies have opened the way for new economic opportunities. Among the
fastest-growing sectors are off-shore wind energy; aquaculture and mariculture; and marine
biotechnologies, while rising and long-term demand for minerals and metals, along with the depletion of
land-based resources is leading to growing commercial interest in exploiting resources on the seabed in
national waters and the high seas. These new and intensifying economic activities risk putting additional
pressure on marine ecosystems that are already under unprecedented conditions of ocean acidification,
ocean warming, pollution and loss of oxygen (IPCC, 20192)). Therefore, it is critical that new and emerging
economic activities are pursued in a way that conserves and sustainably uses ocean resources. Ocean
economy sectors that integrate sustainability can create new opportunities for developing countries,
including more jobs, cleaner energy, improved food security, and enhanced resilience.

The COVID-19 crisis must be turned into an opportunity to set ocean-based sectors on a
sustainable footing. While the COVID-19 crisis has halted key ocean-based sectors — particularly marine
and coastal tourism and cruise shipping — demand for marine resources such as food, energy, minerals,
leisure and other needs of a growing global population will persist (OECD, 2020;3). The policies and
interventions for the recovery from the crisis therefore create an opportunity to fundamentally rethink and
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transform business and economic models which develop sources of clean, renewable energy, enhance
society’s resilience to climate and coastal changes, and deliver healthy food and livelihoods to billions.

1.2. Small island developing states and Cabo Verde stand to benefit from more
sustainable management of their ocean economies

For small island developing states (SIDS), a transition to a more sustainable ocean economy is
particularly important. In lower middle-income developing countries, value added from six key ocean
economy sectors account for 11% of GDP in 2015 on average, compared to less than 2% in high-income
countries (OECD, 2020p4). In SIDS, where ocean resources are on average more than 2 000 times the
size of their land masses, the dependence on ocean-based sectors is even stronger, and one ocean
economy sector alone, such as tourism, can account for over 20% of the GDP in many SIDS. This greater
reliance on ocean-based sectors can present opportunities from an expanding global ocean economy, as
well as pose substantial risks from increasingly deteriorating ocean ecosystems. Overfishing, ocean
pollution, and increasing impacts from climate change are already deteriorating SIDS’ wealth of maritime
resources, risking to derail the economic sectors that depend on them and SIDS’ development trajectory.
Therefore, it is critical that ocean resources be used in more sustainable ways that integrate the
conservation of natural assets while allowing for innovative uses of ocean resources (OECD, 2021(s)) .

As a SIDS, Cabo Verde’s economy is strongly linked to its marine natural capital. Recent GDP growth
in Cabo Verde, which determined graduation from the Least Developed Country status, was largely driven
by the expansion of the tourism sector. However, the tourism sector expanded with limited consideration
of environmental and social sustainably, with important consequences on Cabo Verde’s natural assets,
and leading to unbalanced and unequal economic development. Cabo Verde’s vast ocean resources and
the new economic opportunities from the global ocean economy, have led the government of Cabo Verde
to identify the sustainable ocean economy as one of the key opportunities to diversify the economy and
enhance resilience. This Country Diagnostic aims to provide country-specific evidence to support policy
making in Cabo Verde towards a more sustainable use of ocean resources that can foster inclusive and
resilient development in the country.

" This figure refers to the average ratio of EEZ to land mass in the 34 ODA-eligible SIDS. This ratio is highest for
Tuvalu (EEZ exceeds its land mass by 28 838 times), followed by Nauru (EEZ exceeds its land mass by 14 689 times).

SUSTAINABLE OCEAN ECONOMY COUNTRY DIAGNOSTICS OF CABO VERDE © OECD 2022
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Z The ocean economy of Cabo Verde:
Economic trends and sustainability
stressors

2.1. Cabo Verde’s ocean economy in the context of its overall economic
development and the COVID-19 crisis

As a small island developing state (SIDS) located in the Macaronesia? region, the surface of
Cabo Verde consists of ocean to 99.5%. Cabo Verde is an archipelago composed of 10 islands and 18
islets situated in the mid-Atlantic Ocean, approximatively 600 km off the West African coast. Only 10% of
its terrestrial territory is classified as arable land, and its exclusive economic zone (EEZ) is almost 200
times larger than the surface of all its islands taken together. The population of Cabo Verde is estimated
at 550 000 inhabitants scattered across nine islands®. The diaspora of Cabo Verde is estimated to be twice
as numerous as Cabo Verdeans living across the archipelago (IOM, 2014).

Cabo Verde is a large ocean state with a thriving ocean economy. Approximatively three quarters of
Cabo Verde’'s GDP* are generated from service-oriented activities, such as commerce (e.g. shipping),
transport (e.g. maritime interconnections), tourism (e.g. sea, sun and sand destinations) and public
services. As the largest economic sector, tourism directly accounts for more than one fifth of GDP and
indirectly drives more than two fifths of the overall economy (World Bank, 2021i7;). The government
originally aimed at expanding this sector by targeting to receive 1 million tourists annually by 2021 — almost
double the size of Cabo Verde’s population (Cabo Verde, 2016s;) — but the COVID-19 crisis has averted
reaching this target. Industrial production accounts for less than 20% of GDP, notably including ocean-

2 Macaronesia comprises volcanic islands in the Atlantic Ocean off the coast of Europe and Africa, such as: Cabo
Verde; Azores and Madeira Island (belonging to Portugal); and Canary Islands (belonging to Spain).

3 Cabo Verde's EEZ expands over almost 800 000 km?2 and stands out as the largest in the sub-region (comprising
Cape Verde, the Gambia, Guinea, Guinea-Bissau, Mauritania, Senegal and Sierra Leone). Compared to its extensive
EEZ, Cabo Verde is constituted of only 4 000 km? of land.

4 Cabo Verde's total GDP in 2019 amounted to USD 2 billion (World Bank, 202110)) representing the second smallest
economy among ECOWAS counties, preceded only by Guinea Bissau (USD 1.3 billion). Contributions to the national
GDP from the nine inhabited islands varies greatly from one island to the other: Santiago (where Praia, the capital, is
situated), contributed 53%, Sao Vicente 15%, Sal 11%, Sao Antado 6%, Boa Vista et Fogo 5%, Sao Nicolau 2%, Maio
1% and Brava 1% (INE, 2019122)).
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based activities such as fish processing, salt mining and ship repair. Agriculture yields less than 10% of
economic wealth® (African Development Bank, 20199)).

Tugged mainly by the tourism sector, Cabo Verde’s economy has experienced remarkable growth
in the past 25 years. A decade after its independence from Portugal in 1975, Cabo Verde embarked on
an impressive spree of development, witnessing a remarkable increase of its GNI per capita, from around
USD 900 in 1990 to USD 3300 in 2008 and to USD 3600 in 2019 (World Bank, 202110)). The four-fold
increase in GNI per capita in thirty years has been institutionally backed by a stable democracy®. The
poverty rate decreased from 49% in 1989 to 37% in 2002 and by 2013 less than three out of ten Cabo
Verdeans (26.6%) were living below the poverty line (World Bank, 2018;11;). In addition to economic growth,
schooling and life expectancy in Cabo Verde improved, too. It ranked 125th out of 189 countries and
territories in the Human Development Index in 2017, maintaining the highest position among the members
of the Economic Community of West African States (ECOWAS)? (United Nations Development Program
(UNDP), 2018[12)).

Despite the improved living conditions resulting from economic growth overall, development did
not benefit all parts of the population equally. Social inequalities in Cabo Verde are large for a middle
income country as indicated by the Gini coefficient, which marked a +12.7% increase between 2007 and
2013 (from 0.45 to 0.51) (United Nations Development Programme (UNDP), 201313)). Inequalities can be
traced in income differences across islands. In 2017, average income on the two tourist hubs of Boa Vista
and Sal was roughly 6000 USD per capita - almost twice as high as the national average and more than
two-and-a-half times as high as on the least advantaged island of Maio (Figure 2.1). A further source of
social inequality are high rates of unemployment among the country’s youth (under the age of 25), which
stood at 50% in 2019. This is particularly severe as the country comprises a large young population with
46% of people under the age of 25 (World Bank, 2021(10)).

5 The main products of Cabo Verdean agriculture are bananas, corn, beans, sweet potatoes, sugarcane, coffee,
peanuts.

8 With a Freedom House Global Freedom score of 92 in 2020, the Cabo Verdean democracy ranks in front of
established democracies such as France (90) and the United States (86) and is on par with Spain (92) (Freedom
House, 2020;119)). In March 2016, the ruling African Party for the Independence of Cabo Verde was defeated in a free
election by the Movement for Democracy, which resulted in a peaceful transition of power. In March 2021, elections
were held that led to the re-election of the Movement for Democracy.

7 Between 1990 and 2017, Cabo Verde witnessed a +2.6 years increase of mean years of schooling, +1.1 years of
expected years of schooling, and +8.1 years of life expectancy at birth (73 years of age).
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Figure 2.1. Large variations in GDP per capita across islands point to significant inequalities
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Source: Authors’ visualisation based on (INE Cabo Verde, 2017(14)).

Cabo Verde’s graduation from least developed country (LDC) category at the end of 2007 coincided
with the financial crisis. Having met two out of the three graduation criteria at two consecutive triennial
reviews (GNI per capita and the Human Asset Index, but not the Economy Vulnerability Index (EVI1)8),
Cabo Verde graduated from the LDC category in late 2007. Yet, with a GNI per capita of USD 3600 in
2019, the country’s per capita income remains roughly 30% smaller than the average SIDS (World Bank
Group, 2021p151). The loss of LDC status also resulted in increased difficulty to access sources of
concessional finance for sustainable development, most notably as concessional finance had to be
replaced by non-concessional sources (Morris, Cattaneo and Poensgen, 201816]). Furthermore, during the
global financial crisis directly subsequent to LDC graduation, the economy suffered a stronger slowdown
than most developing countries. This dynamic has posed a major challenge for Cabo Verde’s ability to
attract finance for development and increases the country’s risk of development setbacks.

The COVID-19 crisis has had a major impact on the Cabo Verdean economy, which had just begun
to recover from the adverse effects of the financial crisis and the indirect impacts of the European
debt crisis. Following a period economic stagnation between 2009 and 2015, a surge in tourism, fisheries,
and some manufacturing set the country on a trajectory of economic recovery (Figure 2.2). Between 2016
and 2019, GDP growth rates of around 4% signalled a reviving economy that saw large investments in
public infrastructure. However, the economic impacts of the COVID-19 crisis in Cabo Verde have been
very severe and greater than in other SIDS or other developing countries on average (OECD, 20215)). The
tugboat sector of tourism, in particular, has experienced a sharp decline as a result of travel restrictions.
These factors have led to a contraction in GDP of more than -14% in 2020 compared to an average -6.7%
in other SIDS and -4.3% in other ODA-eligible developing countries (Figure 2.2).° Having accumulated

8 The EVI captures an economy’s projected reaction to external (e.g. economic or climate-related) shocks. Like many
other SIDS, Cabo Verde is considered vulnerable due to its remoteness and small size (OECD, 201825)). The EVI is
one of the criteria used by the United Nations Committee for Development Policy (UN CDP) and is based on eight
indicators: 1) population size, 2) remoteness, 3) merchandise export concentration, 4) share of agriculture, forestry
and fisheries in gross domestic product, 5) homelessness owing to natural disasters, 6) instability of agricultural
production, and 7) instability of exports of goods and services, 8) the share of population living in low elevated coastal
zone.

9 Other GDP growth projections for 2020 and 2021 have been corrected from a growth of 5% per annum before the
pandemic hit (African Development Bank, 2020;120]) to a contraction between -4% and -7% in 2020 and around 0% to
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over 56 cases per 1000 capita by June 2021, the country has suffered from a higher number of cases per
capita than most SIDS and ranked slightly above the world average of 53 cases per 1000 capita (World
Health Organization, 202117).

Figure 2.2. Cabo Verde’s GDP growth has been strongly impacted by the COVID-19 crisis
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Source: Authors' calculations based on (IMF, 2020p1s)) and (IMF, 202119)).

Record revenue losses resulting from the COVID-19 pandemic risk aggravating surging debt levels
and depressing the recovery response. Since 2016, the government of Cabo Verde fuelled the economy
through expansive policies, which included extensive investment projects in infrastructure — most notably
in large seaports. This led to a significant increase of the archipelago’s sovereign debt to the extent that in
2016, the International Monetary Fund (IMF) classified the country at “high risk” of debt distress (IMF,
20161201). In 2020, the stock of debt was expected to reach 136% of GDP (IMF, 2020;21;). Unlike other highly
indebted countries in the region, Cabo Verde could not benefit from an IMF pardon period on debt service
because it accessed its first IMF credit only in response to the crisis and mainly owes to other creditors.
However, Cabo Verde has recently accepted to participate in the “Debt Service Suspension Initiative”
launched by the G20 and the Paris Club in 2020 (G20, 2020}22)) that was established to create fiscal space
for developing countries affected by the COVID-19 crisis. The benefits for Cabo Verde are estimated at
0.9% of its (2019) GDP (OECD, forthcomingpzs;). Overall, the impacts from the COVID-19 crisis lay bare
some of Cabo Verde’s structural challenges, common to other SIDS. Both the global financial crisis and
the COVID-19 shock have exposed Cabo Verde’s high dependence on few economic sectors and trading
partners. Throughout the last decade, its main export partner Spain - which itself was suffering from the
European sovereign debt crisis - consistently accounted for more than 30% of exports, even increasing to
more than 60% in 2018. Collectively, trade with the EU accounts for over 85% of Cabo Verde’s exports
and more than 70% of its imports. Additionally, almost half of Cabo Verde’s tourists arrive from the EU
followed by another fifth from the United Kingdom (INE Cabo Verde, 2020p247). This concentration is typical
for SIDS and driven by small domestic markets and geographical remoteness (OECD, 201825)).

The small size of Cabo Verde’s economy also leaves the country exposed to large adverse effects
of natural disasters. Recently, the country was hit by extreme rainfall (Sdo Nicolau in 2009, Boavista in

1% for 2021 (African Development Bank, 2020121}). The most recent estimates by the IMF however paint an even
bleaker picture.
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2012, Sao Miguel in 2013, and Santo Antado in 2016), the eruption of the volcano of Fogo (2014-2015
causing damages estimated at USD 30 million, almost 2% of GDP), the first tropical storms to hit the
archipelago in modern times (hurricane Fred in 2015 and Rene in 2020) (Government of Cabo Verde,
2015p2¢]) (American Meteorological Society, 2017271), and a strong drought event in 2017, which affected
70 000 people. The small size of Cabo Verde's economy implies that natural disasters have a
disproportionally large effect on the economy. The decentralised and remote nature of its islands
furthermore render support measures in the aftermath of a disaster more costly and difficult. Furthermore,
the effects of climate change stand to increase the likelihood of some disastrous events. The IPCC Sixth
Assessment Report points particularly to increases in extreme precipitation patterns linked to the West
African Monsoon, which affects Cabo Verde directly (IPCC, 20212¢;). The arid climate and small size of
the islands render Cabo Verde particularly susceptible to water shortages, which has been recognised in
the country’s National Adaptation Programme of Action on Climate Change (Ministry of Environment and
Agriculture of Cabo Verde, 200729)). The small size and remoteness of the islands imply that Cabo Verde
must address these threats swiftly in order to enhance its resilience in the face of increasing climatic
changes.

2.2. Economic structure and trends of Cabo Verde’s ocean economy

Tourism is the largest sector of Cabo Verde’s ocean economy and national economy
overall

The ocean economy is a key pillar of the economy of Cabo Verde. Although data on the specific size
of the ocean economy are scattered, the ocean economy seems to constitute the backbone of Cabo
Verde’s economy, with available estimates suggesting that ocean-related sectors make up between half
and two-thirds of Cabo Verde’s Gross Value Added (GVA). The largest economic sector is by far tourism,
which in Cabo Verde is essentially ocean-oriented. The GVA of the ocean economy of Cabo Verde reaches
two thirds of total GVA when upstream and downstream economic activity induced by tourism is included
in the estimate. Despite the evidence that the ocean economy is of paramount importance, there is a lack
of precise national accounts on the ocean economy in Cabo Verde. To fill this gap, the National Statistical
Office (INE) is currently engaged in a satellite accounting exercise, whose advancement is however
hampered by resource constraints and lack of data (INE, 20200)). Building statistical capacity in this area
might guide policy in a more informed manner. International partners could endeavour to provide support
in this area following best practises from international experience (OECD, 202131)).

Cabo Verde’s economy is strongly dominated by its service sector, and growth is driven to a large
extent by maritime tourism. From 2007 to 2017, the service sector has contributed a consistent 70%-
71% of the country’s GVA (INE Cabo Verde, 2021(32;). Meanwhile, the share of the population working in
services has increased from 58% in 2011 to 68% in 2019, mostly driven by a surge of service-sector
employment in rural areas (INE Cabo Verde, 202033)). Although overall GVA in the service sector grew at
the economy-wide average rate of 3.6% per annum between 2007 and 2017, growth in the hospitality
sector was far greater at 11.8% per annum during the same period. This reflects the strong growth of
tourism on the archipelago and exemplifies Cabo Verde’s dependence on tourism revenues. Hospitality
alone made up 8% of Cabo Verde’s GVA in 2017. Although expenditures in hospitality are to a large part
attributable to tourists, they fail to capture the entire economic benefit incurred from visitors. A satellite
accounting exercise for the tourism sector conducted by the INE for the years 2011-2014 found that the
direct contribution of tourism to GDP rose from 19% to 21% during the period. This exercise took into
account hospitality, transport services, as well as the purchase of further goods and services by tourists
(INE Cabo Verde, 201434)). Nonetheless, the satellite accounts omitted upstream and downstream activity
arising from tourism. For instance, tourism constitutes one of the main purposes for FDI-flows to the
country. As such, a considerable part of the construction activity making up another 11% of Cabo Verde’s
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GVA in 2017 are indirectly financed through tourism. Overall, the direct and indirect effects of tourism
combined have been estimated to contribute as much as 45% of GDP in 2018. Meanwhile, 39% of jobs
in 2018 were estimated to be based on tourism either directly or indirectly (World Travel and Tourism
Council, 201835)).

The impacts of COVID-19 on tourism have been detrimental to the economy. Travel restrictions and
the measures against unhindered proliferation of the COVID-19 pandemic have led to a sharp drop in
tourist arrivals. The number of ship passengers (domestic and foreign) fell by 29% from 2019 to 2020 with
arrivals in Q2 falling by as much as 80% year-on-year (ENAPOR, 20216)). These numbers conceal the
devastating impact that the near annihilation of tourism revenues has brought upon an economy centrally
dependent thereupon. This is because most tourists arrive by plane, where arrivals particularly in Q2 and
Q4 2020 fell by between 90% and almost 100% year-on-year respectively (United Nations, 202137;). The
pandemic resulted in a marked decrease of active hotel establishments with more than 56% of hotels
(temporarily) going out of business in 2020. Employment in the hotel industry alone fell by more than 82%
between 2019 and 2020 (INE Cabo Verde, 2020s)). To restore trust in the health measures on the
archipelago, the government has brought forward a testing regime for inter-island travel and established a

web-platform to inform potential tourists of the health measures in place°.

Fisheries and fish-processing form the centrepiece of Cabo Verde’s non-service
economy and dominate its exports

Marine fisheries and related downstream industries are the largest non-service sectors in Cabo
Verde’s ocean economy. Official data point to a small direct contribution of fisheries of only 1% of GVA
between 2007 and 2017 (INE Cabo Verde, 2021i32). This data, however, is affected by the high level of
informality that characterises artisanal fisheries, and the FAO estimates that the true contribution of
fisheries could lie between 3% and 4% of GVA (FAO, 202039). Downstream industries that depend on
fisheries also dominate the country’s goods exports with processed and unprocessed fish accounting for
almost three quarters (72%) of the country’s overall exports in 2019 (UNSTATS, 202107). The fish
processing sector is furthermore growing much faster than the overall economy. GVA in the food
processing industry of Cabo Verde grew at an average rate of 9.4% per annum between 2007-2017
compared to 3.6% for economy-wide GVA (INE Cabo Verde, 20212). The sector is furthermore
concentrated around very few companies (section 2.3).

Steps are being taken to expand aquaculture, but this industry is still in its infancy. Globally, aquaculture
is regarded as a growth sector that could help maintain food security while sparing local ecosystems from
increased pressure due to overfishing. At the same time, the introduction of marine aquaculture introduces
new challenges and potential threats to the environment, which include accidental pollution, breakouts of
fish which could harm native fish stocks and an adverse pressure of increasing need to catch fish for feed,
as most species currently farmed in aquaculture rely on wild-catch for feed (High Level Panel for a
Sustainable Ocean Economy, 202041;). Prior to 2018, there was no aquaculture operating at an industrial
scale in Cabo Verde. The potential to produce fish in aquaculture has been outlined in a 2010 report by
the National Institute on Fisheries Development (INDP). This report reviews the potential of aquaculture
based on native species, but also produces impact assessments for the introduction of new species to the
archipelago (Box 2.1). The first 3 tonnes of aquaculture-harvested fish have been reported by the INDP in
2018 compared to over 14 000 tonnes of wild-catch fisheries. Despite its small current volumes, the
aquaculture industry can be expected to grow considerably in the near future (INDP, 2010p2)), especially
in light of the global forecasts pointing to aquaculture replacing wild-catch as the key driver of fish
production growth in the future (FAO, 201843))

0 The website http://www.caboverdesafe.com/ is designed to induce prospective tourists to come to the island state.

SUSTAINABLE OCEAN ECONOMY COUNTRY DIAGNOSTICS OF CABO VERDE © OECD 2022


http://www.caboverdesafe.com/

18 |

Box 2.1. Aquaculture as an emerging sector in Cabo Verde

A number of pilot projects in Cabo Verde have recently set out to prove the economic feasibility of
aquaculture in the archipelago. Private investors are now seizing the opportunity to further develop this
niche. Notably, the aquaculture sector in Cabo Verde is developing using a range of farming methods
and species farmed. Although most of these projects are pilots and therefore still in their infancy, the
diversity of methods indicates the feasibility to foster a diversified and promising industry in the near
future. Economic viability of the sector could also serve as a way to attract private investment to the
island and therefore diversify the FDI portfolio of Cabo Verde away from tourism.

An aquaculture farm near Mindelo seeks to reduce imports of shrimp for local consumption:
Cabo Verde imports up to 120 tonnes of shrimp annually for consumption (Ocean Science Center
Mindelo, 2017p4). An aquaculture project established in Cabo Verde seeks to reduce the dependence
on these imports by locally producing shrimp in aquaculture on the island on Sao Vicente and ultimately
transition from an importer to an exporter of shrimp*". Additionally, a cooperation with a German supplier
of tidal energy converters serves as a pilot for this technology on the island and in cooperation with
wind and solar capacities ensures a renewable energy supply for the project. A higher degree of autarky
in this market will free up foreign currency for investment. The availability of locally produced shrimp
facilitates the goal of supplying the tourism sector with adequate locally sourced supplies of seafood
(World Bank, 2019u5)). It will also play a role in reducing Cabo Verde’s vulnerability to external economic
shocks in this area. The autonomous production of goods for local consumption and production forms
part of Cabo Verde’s goal to become a circular economy in the mid-Atlantic.

The introduction of aquaculture of Tilapia Species as live-bait for tuna fisheries could increase
the efficiency of wild tuna fishing. Fishing vessels for tuna have to spend considerable amounts of
time during the tuna season searching for live-bait to subsequently catch tuna using pole-and-line
techniques. The limited availability to instead purchase live-bait of adequate size limits the capacities
of Cabo Verde’s fisheries. A feasibility study conducted by FAO and INDP has concluded that
introducing the Tilapia species to aquacultures in Cabo Verde has the potential to increase significantly
the efficiency of pole-and-line fisheries of tuna while reducing environmental risks associated with
loosely regulated imports of live-bait. Furthermore, the environmental risks posed by escaped Tilapia
as an invasive species was deemed manageable (INDP, 2010p2)). Although large-scale production of
Tilapia has so far not taken place, projects are planned to scale up aquaculture of Tilapia for this
purpose.

A new aquaculture project on Sao Vicente relies on innovative and cutting-edge full-cycle
hatching and farming techniques to harvest tuna. A Norwegian company is establishing a full-cycle
aquaculture plant for Atlantic Bluefin Tuna on Sao Vicente (Nortuna, 20216)). As opposed to more
established capture-based aquaculture for tuna (also called fattening operations), full-cycle aquaculture
does not rely on wild catch of juvenile fish to populate the aquaculture facilities at each rearing cycle.
Therefore, it has the potential to alleviate pressures on the wild population of tuna and to substitute wild
catch (FAO, 20217). Full-cycle aquaculture for Atlantic Bluefin Tuna is an emerging technology and
the farm will serve as a pilot project for this method. As Atlantic Bluefin Tuna belongs to the most
important commercial species fished in Cabo Verde, this project has the potential to transform and
increase fish production in the archipelago without the equivalent associated increase in pressure on
local ecosystems.

" In 2019 the net import of crustaceans amounted to USD 1.46 million (UNSTATS, 20210)).
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Despite its importance for the island’s development strategy, ship connectivity has
remained stagnant throughout the last decade

Port infrastructure and maritime connectivity are highly important for large ocean states like Cabo
Verde. In order to enhance economic integration both among the different islands within the country and
internationally, maritime transport infrastructure is indispensable. The means by which either type of
maritime connectivity can be achieved differs, however. Whereas international connectivity requires
investment in few centralised ports, improving domestic connectivity requires the maintenance of smaller,
decentralised landing points and the either profitable or subsidised creation of regular shipping services.
With 15% of GVA in 2017, the transport and logistics sector is the largest sub-sector detailed in Cabo
Verde’s national statistical accounts. Cabo Verde’s location in the mid-Atlantic serves as a strategic asset
for the country, which has prompted the government to seek to turn it into a transport hub in the mid-
Atlantic as a means for development. This would help integrate Cabo Verde into the world economy and
increase the presence of high value-added maritime services. The strategic importance has led the
government to actively seek large investments in its port infrastructure and promoted the expansion of the
sector by providing tax cuts on investment, particularly when new jobs in the sector are created. Despite
these ambitions, the Liner Shipping Connectivity Index depicted in Figure 2.3 indicates that, over the past
15 years, there has been no significant increase to Cabo Verde’s maritime connectivity, and the index in
2021 ranks below levels achieved when Cabo Verde graduated from LDC status. Furthermore, the
archipelago remains less connected than the average SIDS (UNCTAD, 2021ys)).

Figure 2.3. Cabo Verde’s maritime connectivity remains below that of peers according to the Liner
Shipping Connectivity Index
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Source: Authors' calculations based on (UNCTAD, 20214s)).

The establishment of Cabo Verde as a local transportation hub aims at growing auxiliary industries
such as ship repair, warehousing, distributional logistics and bunkering and to turn Cabo Verde
into an international hub for high value-added maritime services. As part of a new special economic
zone on Sao Vicente, the government plans to privatize the existing ship repair facility (Cabnave). This
facility, which is in need of major investments, continues to receive and repair ships from Europe and
China. Cabo Verde’s geographic location in combination with its ambition to become a trans-shipment hub
in the region provide an opportunity to grow ship repairing activity on the archipelago. In a similar vein, the
provisioning of fuel and supplies to ships that pass through Cabo Verde’s Porto Grande on Sao Vicente
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(called bunkering in industry jargon) is a critical component of transforming the country into a maritime
platform in the Atlantic.

2.3. Socio-economic sustainability trends

While driving economic growth, the tourism sector has contributed to a polarised
distribution of benefits

Cabo Verde’s tourism sector has traditionally been centred around sea, sand and sun tourism and
heavily concentrated on two islands. The island of Sao Vicente and Sal jointly accounted for 78% of
foreign arrivals and 92% of foreigners’ hotel stays in 2019 (INE Cabo Verde, 2019ug9]). A recent World Bank
study found that among these, a share of more than 70% was channelled through only one large
international tour operator (TUl/Thomson) (World Bank, 2019ps)). The stark concentration of the industry
raises the question whether a transformation towards a more diffused, community-based tourism could
extend social benefits of touristic activity to a broader range of Cabo Verde’s population. This in turn could
incentivise and fund the development of improved connectivity and integration of the more remote islands
of the archipelago, help protect natural treasures and cultural attractions and provide resources for
improved waste management systems. The government of Cabo Verde has brought forward a long-term
strategy for the tourism sector that outlines the aim to diversify the local tourism industry. This is a positive
step and is in line with similar efforts by other countries that have traditionally attracted sea, sand and sun
tourism in often foreign-owned resorts. For instance, Indonesia is developing peripheral tourist destinations
to complement tourism on the island of Bali with its “10 New Bali’s Project”. A number of Caribbean
countries including the Turks and Caicos Islands also aim at re-shaping their image from pure beach-side
destinations by promoting visits to places of cultural heritage, natural beauty and history (Cameron and
Gatewood, 200850)). These transformations require thoughtful investment, but the recovery from the
COVID-19 pandemic provides a window of opportunity to instigate change in this direction.

Box 2.2. Cabo Verde’s Grand Strategy for the Sustainable Development of Tourism

The government’s Grand Strategy for the Sustainable Development of Tourism in Cabo Verde 2018-
2030 (GOPEDS-TURISMO) outlines the need and opportunity to diversify its tourism to a more inclusive
and diverse offer of services for foreigners. The plan identifies six areas of growth:

e Continued investment in sea, sand and sun tourism (on Boa Vista and Sal);

e Rural and nature-based tourism (including the volcanic island of Fogo and the northernmost
island of Sao Antao);

e Urban and event-based tourism;

e Cruise-ship tourism;

e Circuit tourism involving various destinations on the archipelago;
¢ Nautical and sports tourism.

The GOPEDS-TURISMO put forwards four scenarios for the future development of local tourism, the
most pessimistic of which envisaged reaching 1 million arrivals by 2025 and full employment through
direct and indirect increase in tourism based jobs by 2030. This led to the prediction that in the medium-
term, Cabo Verde would turn from a country characterised by emigration into one characterised by
immigration (Cabo Verde, 201851)). The disastrous impacts of the COVID-19 crisis have evidently
dented these plans and the focus is now on re-building tourism. This provides the opportunity to build
back better and increase the inclusive growth of the sector.

SUSTAINABLE OCEAN ECONOMY COUNTRY DIAGNOSTICS OF CABO VERDE © OECD 2022



121

The tourism sector has so far been widely de-coupled from local supply chains. In 2018, only 5-10%
of food requirements in the hotels on Boa Vista and Sal were catered by local producers. A survey of hotel
operators conducted by the World Bank found that, despite these low rates, there is sufficient supply of
local products, particularly fresh produce with high perishability such as fresh fish, seafood, fruit,
vegetables and meat (World Bank, 2019us]). To achieve a higher level of local sourcing however, cost-
effective inter-island connectivity between the touristic centres and the islands featuring agricultural
production is important. It was noted anecdotally that many local vessels serving inter-island links operate
not on a regular schedule but rather when their transport capacity is reached. This has inhibited the
establishment of reliable supply chains that the hotel operators require. Recent improvements in scheduled
services through the establishment of CV Interilhas — a local transport company that is majority owned by
the Portuguese ETE group and was established in 2019 — were partly aimed at tackling this issue (CV
Interilhas, 2021s27). CV Interilhas has received a 20-year concession to operate a maritime inter-island
transportation network. The goal of the concession was to serve each of the 9 inhabited islands with a
scheduled connection at least every 48 hours. The company is currently operating 7 shipping lines with a
fleet of 6 vessels and offers regular scheduled transport linkages between the 9 islands as requested under
the concession (CV Interilhas, 2021(s2;). Under these improved circumstances, a renewed assessment of
food accessibility would be helpful to shed light on its impact on local supply chains and to identify the most
relevant bottlenecks. One such bottleneck is a lack of cooling infrastructure on islands with agriculture,
which negatively affects the quality and sanitary standards of locally sourced produce. Another inhibiting
factor is the lack of quality assurance certificates and food safety checks of produce, which is required for
food supplied to hotel operators. The government has attempted to improve the post-harvest handling of
agricultural produce through the creation of post-harvest centres that centralise the treatment of produce
and supply quality checks. Unfortunately, these centres have been under-funded and under-utilised due
to the charged fees as well as remote geographical location on the respective islands, which renders
access to them costly for small-scale producers.

The fisheries sector suffers from the impacts of illegal, unreported and unregulated
(IUU) fishing and strong concentration in the processing industry

The structure of fishery sector is transforming from predominantly small-scale artisanal fisheries
to large-scale operations, requiring accompanying measures for local fishers. Whereas artisanal
fisheries accounted for two thirds of landings in 2001, this partition had been reversed by 2018, where
industrial landings made up 69% of landings. The reversal in shares was primarily driven by a speedy
increase in fish volumes landed industrially. Meanwhile however, artisanal fisheries experienced a decline
not only in market share but also in terms of total volumes, which fell by 29% between 2001 and 2018
despite a 44% increase in overall landings across all types of fisheries. The reduction in artisanal catch
reflects increased difficulty for artisanal fisheries to operate profitably. This development has been partly
driven by the overfishing of some predatory species in deeper waters driven by large vessels operating in
the area (Cabo Verde, 2015(53)) (see also section 2.4).
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Figure 2.4. Evolution of artisanal and industrial fishery landings
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A duopoly governing local tuna processing leads to low prices for local semi-industrial operators
of fishing vessels, inhibits the further development of Cabo Verde’s higher-margin fisheries
industry and excludes artisanal fisheries from accessing export markets. The local market for tuna
processing is highly concentrated around two tuna processing companies. The Spanish-owned Frescomar
is one of the leading employers in the country and accounts for a bulk of Cabo Verde’s overall exports and
as much as 2% of Cabo Verde’s GDP'2. The smaller national company SUCLA caters more towards the
domestic market (UNIDO, 2016is5]). The lack of an operational competition authority has meant that public
interventions to curb this development have remained largely ineffective (UNCTAD, 2018;s6]). Furthermore,
the processing facility operated by Frescomar relies to a large extent on imports of frozen fish into Cabo
Verde. A third tuna processing facility partly owned by Frescomar relies purely on supplies from European
fishing fleets combined with imported fish (European Commission, 2018s7;). Overall, the market
concentration and specific requirements made by the fish-processing plants currently in operation render
it difficult for artisanal fisheries to access higher-margin sales for the export market and instead restricts
them to local markets, which are often informal, reliant on personal relationships and offer limited mark-
ups (UNIDO, 2016ss1). This implies that artisanal fisheries are highly vulnerable to external shocks and
disruptive events to their targeted fish stocks or their equipment.

A sustainable fisheries agreement with the EU could further strengthen Cabo Verde’s local
capacities. A sustainable fisheries agreement with the EU allows a number of EU vessels to engage in
tuna fishing until 2024. The EU pays Cabo Verde around EUR 500 000 annually to gain access to fishing
tuna and tuna-like species in its EEZ. Additionally, the vessel operators have paid a joint average of EUR
490 000 annually in the 2015-2017 period'®. This arrangement has been in place in different forms since
the 1990s, and the current agreement has been renewed on a rolling basis since 2007. The agreement
includes the provision of national observers to supervise activity on EU vessels during fishing operations.
This provision has not been applied until 2018 due to the lack of a standing corps of observers in Cabo

12 |ndirectly, Frescomar is estimated to account for as much as 4% of GDP (European Commission, 2018s7).

13 During this time and prior to the renewal of the agreement, the benchmark access fee paid by the EU itself stood at
only EUR 275 000 annually.
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Verde (European Commission, 201857). Under the West Africa Regional Fisheries Program, the
concessional arm of the World Bank (i.e. the International Development Association) in co-operation with
the Global Environment Facility have provided finance for the training of observers in 2016 (World Bank,
2017s81). Since 2018, a total of 22 maritime safety inspectors have been in employment working from the
port of Praia. However, the position of fishery inspector has only been established within Cabo Verde’s
legal framework in 2021 (Inforpress, 2021s9). In its evaluation study of the agreement 2014-2018, the
European Commission pointed out that monitoring of the EU vessels by Cabo Verde has proven
problematic because the Vessel Monitoring Systems installed on EU vessels are incompatible with the
systems operated by Cabo Verde (European Commission, 201857). The lack of oversight of foreign
vessels active in Cabo Verde's EEZ may contribute negatively to rising pressures on local fisheries. This
is particularly true for the practice of transhipping, where fish caught are not landed in Cabo Verde but
rather exported directly thus increasing the difficulty to patrol and verify the stocks caught.

Extensive by-catch from industrial fisheries negatively impacts local artisanal fisheries and marine
ecosystems. Disturbance of deeper waters’ ecosystems also has an effect on coastal artisanal fisheries
targeting smaller fish species. Some shark-species in particular are subject to targeted 1UU fishing driven
by the economic value of their fins in East Asian markets. The declining population of shark in Cabo Verde’s
EEZ increases ecological pressure on a species important to the balance of the ecosystem, which affects
fish populations also in coastal areas. This in turn negatively affects the ability of artisanal fisheries to
operate profitably while destabilising the local ecosystem (Cabo Verde, 2015;s3). Prior to 2013, it was
possible for EU vessels to legally engage in shark finning. A number of European vessels actively engaged
in this practise under the fisheries agreement between Cabo Verde and the European Union (European
Commission, 2016s0]). Between 2009 and 2012, a large fraction of species caught by European vessels
in Cabo Verde’s waters were sharks, which increased pressure on these predatory species and contributed
to changes to the local ecosystems (Cabo Verde, 2015s3). This in turn affected the ability of coastal
communities to engage in their traditional fishing activities. It is therefore important to involve coastal
communities in the management of marine resources. This is especially important when it comes to the
establishment of Marine Protected Areas, which can only be effective if general acceptance can be
achieved in the population. Furthermore, local communities have considerable political power over local
spatial planning policies.

The fisheries sector remains segregated by gender. A 2018 report by UNWOMEN has outlined the
high degree of segregation between genders in the fisheries sector (UNWOMEN, 2018s1;). Despite noting
that many of the policy objectives towards political gender equality in Cabo Verde have been met, women
particularly in rural communities remain largely excluded from fishing activity and rather engage in artisanal
fish processing or alternative economic activities such as sand collection (Ferreira et al., 20212)). To
guarantee an inclusive development of the fisheries sector that benefits the society more widely it is
important that the differential impact of fishery policies for all genders is taken into account. This includes
the need to ensure that access rights to fish resources do not work against the empowerment of people
belonging to disadvantaged groups (Blue Action Fund, 2020p3)). It also requires the collection of
disaggregated data on the issue.

2.4. Environmental sustainability trends

Climate change and other excessive anthropogenic pressures threaten Cabo Verde’s
ecosystems and the economic activities that depend on them

As a small island development State, Cabo Verde has one of the world’s lowest greenhouse gas
emissions per capita. However, it is among the countries most vulnerable to climate change and it suffers
from widespread natural resources over-use. Available projections suggest that by 2100, temperatures
can be expected to increase up to 4°C and rainfall to decrease by up to 20% in Cabo Verde (Ministry of
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Environment and Agriculture of Cabo Verde, 200729)). In the next 10 to 20 years, impacts from climate
change will include seasonal water shortages, more storms, floods and droughts, and a shorter rainy
season. These will result in growing challenges in terms of water resources availability, food and energy
security, and desertification.

In the marine and coastal environments, climate change will result in coastal erosion and sea-level
rise. According to Cabo Verde’s own definition in the Voluntary Report on the Agenda 2030, 80% of Cabo
Verde’s population resides in the immediate vicinity of the coast (Cabo Verde, 20184). Erosion of coast
lines poses a great risk to the country that has intensified because of coastal sand-mining for construction
projects as well as illicit sand-mining (GFDRR, 2020s;). The majority of Cabo Verde’s islands are at
medium risk of experiencing a major coastal flood, and the island of Brava is at high risk of landslide in the
medium term (GFDRR, 2021ge)). Therefore, critical infrastructure will have to incorporate resilience
measures against sea level rise or risk exposure to climate change-induced damages. However, most port
projects and other critical infrastructure that constitute long-term investments so far have not yet taken sea
level rise into account in their planning.

Changes in precipitation patterns put the country at risk of droughts in the future. Cabo Verde is
already experiencing water scarcity and uses as much as 50% of this valuable resource to irrigate
agricultural lands (World Bank, 2021s7;). Changing rainfall patterns with extended periods of drought
therefore constitute a serious threat to the country’s food security and water supply. Increasing desalination
capacity would help alleviate this pressure but requires large investments in both energy and desalination
infrastructure and adequate management of waste and by-products.

The combined effects of climate change, overfishing and pollution threaten Cabo
Verde’s unique biodiversity

As one of the 11 marine biodiversity hotspots in the world, Cabo Verde’s marine biodiversity is at
risk. The hotspots approach pioneered by Norman Myers defines a biodiversity hotspot as an area hosting
a large number of endemic species that is exhibiting a significant loss of biodiversity and must thus be
considered threatened (Myers, 19886s]). This concept applied to marine ecosystems has identified 11 such
biodiversity hotspots globally including the waters and coral reefs of Cabo Verde. A recent study of endemic
plants in Cabo Verde found that of the roughly 120 species (taxa) endemic to the archipelago, 78% are
currently threatened (Moreias et al., 2016(s9]). These facts signal the fragility of ecosystems in Cabo Verde
and renders it imperative to weigh policies against their potential impact on biodiversity in the archipelago.
Cabo Verde is home to many fragile ecosystems (e.g. salt water marshes or seagrass beds (Creed,
20161701)) and species, including cold and warm water corals, five types of sea turtles, over twenty types of
whales, dolphins and porpoise (IUCN, 202171)). It is also an excellent research base offering unique
insights for a variety of research disciplines (e.g., chemical/physical/biological oceanography, atmospheric
chemistry, meteorology, geology, etc.). The “Ocean Science Center Mindelo” is a joint facility of the IMar -
Instituto do Mar and supported by the GEOMAR Helmholtz Centre for Ocean Research from Germany.
The Centre strengthens capacities and academic education in Cabo Verde and contributes to long-term
ocean observation and field research in the tropical Northeast Atlantic region.

To ensure a sustainable use of fish resources, it is imperative to take into account natural limits to
depleting fish stocks. The state of fisheries in Cabo Verde is overseen by National Fisheries
Development Institute (INDP), which conducts regular surveys on the status of fish stocks and landings.
The main fish stocks for Cabo Verde’s fisheries consist of a variety of tuna species, many of which — owing
to their migratory behaviour — are exploited seasonally. Following estimates by the International
Commission for the Conservation of Atlantic Tunas — of which Cabo Verde is a member — some tuna
species such as Yellowfin Tuna or Bigeye Tuna targeted disproportionally by foreign vessels active in Cabo
Verde’s EEZ are overfished (ICCAT, 2018(72)). Yellowfin Tuna, however, was also the second most landed
tuna species in the country’s most important industrial fisheries port of Porto Grande amounting to 17% of
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tuna landings in 2019 (ICCAT, 201973)). Local fisheries targeting small pelagic fish stocks for sale in the
domestic market have been reported to occasionally violate closed season rules thus putting into jeopardy
the reproductive cycle of these stocks. The species offering highest profit margins in local fisheries are
four types of lobster endemic to the archipelago. Due to long life spans and slow reproduction rates, these
are highly susceptible to over-exploitation. Despite no comprehensive studies on three of the four lobster
species, there are signs to suggest that their exploitation is at the limit of sustainable exploitation. For pink
lobster - the only local deep-water lobster species — a regime with only four licensed operators has been
established (UNIDO, 2016;ss)).

Curbing IUU fishing is critical for achieving a more sustainable fisheries sector. IUU fishing poses a
great threat to marine ecosystems. Globally, the practise accounts for significant shares of overall fishing
activities, which result in losses for legal fisheries on the order of 10-30% (Agnew et al., 200974). Globally,
it is estimated that the direct exploitation of organisms (mainly fishing) has had the largest relative impact
on marine ecosystems, followed by land-/sea-use change, including coastal development for aquaculture
and infrastructure, and pollution (IPBES (201975))). In line with this global trend, The 5" Report on the
Status of Biodiversity in Cabo Verde (Cabo Verde, 2015s3)) points out that fish volumes in coastal water
have been diminishing. The report clearly points out that certain species of fish are over-exploited, including
because of by-catch from industrial fishing, and that this issue has generated both ecological and socio-
economic negative impacts (IPBES, 2019rs)). Artisanal fisheries in particular are highly affected by this
trend, which increases efforts and therefore costs for artisanal fisheries.

Effectively combatting IUU fishing exceeds the current capacity of Cabo Verde’s coastal security
forces, but technological improvements might improve this capacity in the future. IUU fishing in
Cabo Verde’s waters is conducted by both international vessels intruding into Cabo Verde’s EEZ without
registering and national fisheries not or under-reporting their catch. Due to the country’s extensive EEZ,
Cabo Verde is currently unable to effectively and comprehensively patrol its waters despite efforts by the
Coast Guard. Cabo Verde has implemented the FAQ’s International Plan of Action to Prevent, Deter and
Eliminate lllegal, Unreported and Unregulated Fishing. Building capacity to survey and effectively govern
fisheries should therefore constitute a central priority for the country and the country’s supporting partners.
Portugal has engaged in bilateral support towards capacity building of the Coast Guard of Cabo Verde.
Nonetheless, physical patrolling of Cabo Verde’s vast EEZ will likely prove insufficient if not accompanied
by other policies and technologies. Efforts have further been undermined by the fact that the Vessel
Monitoring Systems (VMS) installed on EU fishing vessels were incompatible with the systems in place in
Cabo Verde and delayed updates have led to periods during which the country was unable to effectively
monitor EU vessels active in its EEZ (European Commission, 2018s7;). Cabo Verde does not stand alone
with this challenge. Many large ocean states are finding that effective control of fishing operations in their
waters exceed their current capacities. Some have resorted to policy measures that render fishing activities
more easily controllable. For instance, Indonesia has outlawed transhipment in its EEZ, which either limits
the amount of time fishing vessels can spend fishing in its EEZ or requires them to come into port where
controls are more readily implemented. However, Cabo Verde’s ambition to become a logistic hub in the
mid-Atlantic might render such extreme policies less attractive to the country. The operation of a VMS by
Cabo Verde also does not tackle the issue of so-called dark vessels that enter Cabo Verde’'s EEZ with the
intent to engage in fishing without complying with legal requirements to be equipped with or activate VMS
transponders. New satellite-based technologies are increasingly used to detect such vessels and facilitate
maritime surveillance (OECD, 202176)). Cabo Verde could strive to be included in recently launched
projects that aim to equip SIDS with this technology, which would allow the Coast Guard to deploy their
limited assets in the most efficient fashion to effectively tackle IUU fishing (Government of Canada,
2021177)).

The combined effects of overfishing and a rise in water temperature put at risk Cabo Verde’s marine
ecosystems and food security. Cabo Verde’s Strategic Sustainable Development Plan recognises that
both overfishing and a rise in water temperature threaten the marine habitats of local fish. This in turn
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would not only greatly impact the economic foundation of coastal communities but also impact the country’s
food security. Particularly, the numerous coral reefs around the archipelago are at risk of suffering from an
increase in ocean temperatures and ocean acidification. Protection of coral reefs in Cabo Verde is
instrumental in ensuring long-term attractiveness as a tourist destination. Furthermore, the West Africa
region is projected to be one of the world regions most negatively affected by climate change in terms of
productivity of fisheries. The stress induced on local ecosystems by changes in water temperature and
acidification must be reflected in local governance of fisheries in order to not irreversibly strain local fauna.
However, this must be weighed against ensuring food security. The increased use of mariculture offers the
potential to fill this gap (High Level Panel for a Sustainable Ocean Economy, 202041) and positive
examples exist in Cabo Verde (Box 2.1). The increasing use of new technologies to survey the ocean can
also prospectively help shape an ecosystem-based fishery policy and inform protection efforts at reduced
costs (OECD, 2021(7g)).

A number of seabird species unique to Cabo Verde are increasingly threatened by the direct and
indirect effects of human activity. Around one in five bird species indigenous to Cabo Verde are
seabirds. These birds rely on coastal rocks and terrains for reproductive purposes, at which stage they are
highly vulnerable to disruptions by human activity both directly and indirectly. Legislation for the protection
of biodiversity and educative initiatives of local communities in recent years have, in conjunction with
increased patrolling and surveillance of breeding sites, reduced the direct impacts on the seabird
populations in some locations. However, increased touristic activity around breeding sites could threaten
this progress. Furthermore, invasive species that proliferate through human waste left in the environment
— particularly cats and rats — pose threats to the eggs of breeding seabirds that are generally not adapted
to defend their young from these large terrestrial predators. Therefore, effective and environmentally sound
waste management practises and the management of invasive populations are required to safeguard the
stability of marine and coastal ecosystems below and above the surface (Cabo Verde, 2015;53)).

The effects of inadequate environmental safeguards and a lack of waste management
infrastructure jeopardise Cabo Verde’s ecosystems and natural beauty

Inadequate environmental safeguards in the tourism sector have contributed to deteriorating
coastal and marine environments. Environmental practises by tourist resorts have repeatedly been
criticised as not taking sufficient account of their local impacts despite being critically dependent on Cabo
Verde’s natural capital and beauty. This extends to badly managed beaches, limited impact assessment
of construction projects and solid waste management by tourist resorts, which threaten local endangered
species (World Bank, 201811;). Further, Cabo Verde is home to a number of endangered sea turtles and
unique sea bird species. The main breeding grounds for these turtles can be found on the beaches of the
island of Boa Vista, which hosted 63% of identified sea turtle nests in 2013 (Cabo Verde, 2015s3)). Many
of the turtles nest in the vicinity of one of the country’s touristic hubs. These turtle populations are a major
attraction point of the archipelago and were linked to major sources of income through turtle watching. In
2016 alone, the NGO Project Biodiversity linked Cabo Verde’s turtle population to an EUR 900 000 industry
comprising turtle watching tours and conservation efforts (Project Biodiversity, 20217g)). A continuous
increase in the monitoring of known nesting sites of sea turtles by the government and private actors
constitutes an effective measure to protect these species during their vulnerable spawning season (Cabo
Verde, 2015s3)).

A lack of infrastructure for solid waste management as well as limited awareness among the
population has led to significant plastic pollution in the ocean and coastal areas, which negatively
affects ocean-based economic activities. The problem of plastic waste in the ocean is threatening
marine wildlife and human health, damaging equipment of fisheries and leading to polluted coastlines. This
in turn threatens the appeal of the archipelago as a tourist destination and decreases the productivity of
coastal economic activities such as artisanal fishing and the collection of sand, which support a significant
number of coastal communities. A recent study of two small coastal communities on the country’s largest
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island of Santiago has identified two main causes of increased plastic pollution in Cabo Verde (Ferreira
et al., 202162)). First, the absence of infrastructure and know-how for solid waste management induces the
local population to dispose of their solid waste in the community’s surroundings, ultimately leading to
leakage into the ocean. Second, a lack of awareness of the environmental impacts of this practise among
parts of the population reinforces this behaviour. Third, building on increased awareness, a reduction in
the use of plastic products — especially single-use plastic - could prove effective especially in the tourist
resorts but also throughout the archipelago. Local artisanal fisheries have reported damages to their
equipment arising from plastic debris in the ocean and the presence of chunks of plastic in fish, including
invisible microplastic. Improving infrastructure and awareness for environmentally sound solid waste
management practices is therefore vital to protect both marine and coastal ecosystems and to support
ocean-based economic activity, particularly for small coastal communities on the archipelago.

The Ocean Health Index confirms these trends. The index ranks Cabo Verde's EEZ as 96" of 221
globally assessed maritime zones for 2019, with a score (69) slightly below the global average (71). Cabo
Verde’s score has only increased by 1 point since 2015. The index is compiled by an independent group
of scientists and attempts to measure the prosperity of ocean resources and their use. Given the complex
interactions of marine ecosystems and the ocean economy, it should be seen as an indication rather than
a definite ranking. The index assesses 10 socio-ecological goals of healthy oceans ranging from food
production, opportunities for artisanal fisheries, biodiversity, touristic and cultural values to coastal
protection and carbon storage. Cabo Verde ranks very high on the value of coastal tourism and coastal
economies in general. In contrast, the sub-indices for food-provision and artisanal fishing opportunities
rank far below global averages. This indicates that current fishing practices and governance of fisheries
need to be improved in order to secure long-term sustainable use of maritime food resources and to ensure
their inclusive accessibility for small-scale artisanal fisheries. The country also has a low score for ‘sense
of place’ — a variable measuring the state of iconic local marine species combined with the overall share
of protected coastal areas. This is in part due to the endangered state of some iconic species like sea
turtles. It is noteworthy that the quality of coastal protection infrastructure is not assessed for Cabo Verde.
Therefore, the index for Cabo Verde does not take strong account of the resilience of coastal communities
against adverse effects of climate change (Ocean Health Index, 201979)).
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Figure 2.5. Sub-components of the Ocean Health Index for Cabo Verde, 2019
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Cabo Verde’s dependence on fossil fuel imports for energy production dominates its
carbon footprint and exposes the country to global price shocks

Cabo Verde is still highly dependent on fossil fuels for energy production but aspires to expand
renewable energy production as a key pillar in the transition towards a circular economy in the
mid-Atlantic. In 2017, Cabo Verde was reliant on fossil fuel imports for 80% (Cabo Verde, 2018s0)). In
2018 and 2019, the renewable energy penetration in Cabo Verde even receded slightly from 20.3% in
2018 to 18.4% in 2019. Furthermore, progress was not uniform across islands. Whereas Sao Vicente
(29.4%), Sal (26.4%), Boa Vista (21.8%) and Santiago (17.9%) produced considerable shares of energy
from renewables, the remaining five inhabited islands produced either no or little energy from renewable
sources (Ministério da Industria, Comércio e Energia, 2021s1)). Reducing fossil fuel dependence is
desirable for two main reasons. First, the transition towards renewable energy is necessary to contribute
to mitigating the effects of climate change. As Cabo Verde’s greenhouse gas emissions (GHG) are low in
absolute terms due to its small size, this is a necessary contribution but not the central argument. Second,
fossil fuel dependence renders Cabo Verde susceptible to shocks to the world market prices and supply,
and requires a large amount of foreign currency for energy imports. Therefore, Cabo Verde has the
ambition to become independent from imports of fossil fuels to meet its energy demand as formulated in
the Master Plan for the Energy Sector 2018-2030, which sets out to reach a 50% penetration rate of
renewable energy by 2030. This constitutes a downward correction of ambition with respect to earlier plans
to attain a 100% penetration rate of renewables by 2025. As for many SIDS, the fragmented nature of
Cabo Verde’s energy grid poses challenges to the transition to renewable energies, which in many cases
are highly intermittent. The challenges linked to fragmented grid systems are not, however, unique to
renewable energies but also pose constraints under a mostly non-renewable energy mix. Indeed, the
decentralised nature and small scale of many renewable sources of energy such as tidal power can help
overcome some of these challenges. Further, a focus on renewable energies also mitigates the risk of
investing in technologies that need to be phased out in the medium and long term, thus preventing
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investment in future stranded assets. A pilot project aims to render the island of Brava self-sufficient by
expanding renewable energies with the goal to attain full energy autonomy on the island. A key motivation
behind the project is the creation of knowledge on how to overcome the challenges faced by small and
decentralised grid systems with a particular focus on the energy required to fuel mobility for both
commercial and personal reasons. This pilot could serve as a model to kick-start progress particularly on
the small and sparsely inhabited islands of the archipelago and in other SIDS (Cabo Verde, 2018is0)).
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3 Governance and financing of Cabo
Verde’s ocean economy

3.1. Institutional architecture and governance

Cabo Verde has developed a dedicated institutional framework to enhance the
governance of the ocean economy

Effective governance of the ocean requires a holistic approach of social, environmental and
economic aspects across sectors. The ocean economy comprises a range of highly interdependent
economic activities and sectors where policies and actions in one likely affect the others. (OECD, 20204)).
This issue is particularly salient in small island nations, where the ocean plays a ubiquitous role in the
everyday lives and livelihoods of citizens. Ocean policies that aim at protecting natural capital such as
coral reefs or marine biodiversity in many cases have a direct impact on the ability to utilise ocean
resources, for instance by marine fisheries or maritime transport routes potentially affecting short-term
employment. At the same time, positive long-term effects may secure and sustain the ocean capital for the
future and thereby support economic activity in areas such as fisheries and tourism. This illustrates the
importance of taking interlinkages into account when designing ocean policies. A holistic approach to
governing the ocean can lead to conscious evaluations of trade-offs between sectors and the identification
of policy synergies that benefit multiple areas of governance. Conversely, co-ordinating these multiple
policy dimensions under a fragmented administrative system of competences risks focusing on isolated
problems and policy challenges. Therefore, the institutional framework of ocean governance should reflect
the interconnectedness of ocean policies (OECD, 20204)).

Cabo Verde is one of the few countries in the world to have established a dedicated Ministry for
the Ocean. In 2018, Cabo Verde established a Ministry for the Maritime Economy (since 2021 called
Ministry for the Ocean), which has authority over a wide array of ocean-related policies. The portfolio of
the ministry includes maritime policy, maritime economy and industry, marine resources, fisheries,
aquaculture, ports, and maritime transport. Until late 2019, the ministry’s portfolio was also closely tied to
tourism and transport because the Minister for the Maritime Economy headed the Ministry for Tourism and
Transportation at the same time. Since early 2020 however, the Ministry for Tourism and Transportation
has been separate from the Ministry for the Maritime Economy. Furthermore, based in the city of Mindelo
on the island of Sao Vicente, the Ministry for the Maritime Economy constitutes the only ministry that is not
located in the capital Praia. This is explained by the strategic importance of Mindelo - the second largest
city and the main port of Cabo Verde - but also implies physical distance to the remainder of the
government. Nonetheless, the centralised institutional arrangement has allowed the government of Cabo
Verde to promote a holistic view of the ocean as an integral part of the country’s natural capital and take a
forward-looking perspective on the ocean economy as a driver for sustainable development. This approach
to reaching coherent policies for managing the ocean over both geographical areas and sectors has
enabled the country to develop and promote grand strategies for the development of the ocean economy
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and has helped develop promising operational policies including a recent initiative to realise marine spatial
planning in Cabo Verde.

Cabo Verde’s high priority towards the sustainable development of the ocean is enshrined in the
Strategic Sustainable Development Plan (PEDS) — the country’s official development strategy. The
PEDS provides the overarching short-term strategy for Cabo Verde’s development policy. It identifies a
sustainable ocean economy as a strategic pillar for Cabo Verde’s development path and sets specific
development targets for the 2017-2021 period. It is embedded in the wider context of the national
implementations of the UN’s Agenda 2030 and the African Union’s Agenda 2063. As part of this strategy,
Cabo Verde aims to transform into a circular economy and become a strategic hub for maritime transport
and exchanges in the mid-Atlantic. The strategy also emphasises the country’s strong and ancestral
relation with the ocean and its paramount importance for the prosperity of the country.

Conserving the ocean is part of Cabo Verde’s ambition for a sustainable ocean economy, and the
country has joined a number of international initiatives to conserve and sustainably use its marine
resources. Cabo Verde has become a member of the Global Ocean Alliance and its 30by30 Initiative - a
coalition of 40 countries that aim to conserve, by 2030, 30% of the ocean through the establishment of
marine protected areas where no destructive or extractive activities can take place. The country is
furthermore leveraging its 2021 presidency of the Community of Portuguese-speaking Countries — which
stands under the motto “People, Culture, Oceans” — to deepen international cooperation for the protection
of marine natural capital and the ocean. This community has committed in a 2010 high-level strategy to
cooperate on the following areas: maritime security, mapping of the ocean, establishing marine protected
areas (MPAs), sustainable use of ocean resources, education and fostering scientific exchange on the
ocean (Comunidade dos Paises de Lingua Portuguesa, 2010s2)). In 2018, the government of Cabo Verde
also entered into the Mindelo Arrangement with the European Union. This agreement on scientific
cooperation in the area of marine sustainability and ecosystems sets out areas of scientific cooperation
and awareness building to improve knowledge of the Atlantic Ocean.

The development strategy of Cabo Verde has a strong focus on the ocean economy

Cabo Verde has partnered up with international organisations to build a comprehensive strategic
framework of its ocean governance and blue development. Specifically, the country has benefited from
technical assistance by the Food and Agricultural Organisation (FAO)'s Blue Growth Initiative
accompanied with financial support from the African Development Bank (AfDB) to develop the 2015 Blue
Growth Charter'. This charter identifies more than ten strategic axes of the blue economy in Cabo Verde,
among which feature: fisheries and aquaculture, ecotourism, maritime transport and port development,
urban development, as well as responsible management of coastal and maritime renewable energies. It
enshrines blue growth as a priority of government policy, which should seek to develop the sustainable
development of oceanic and coastal areas while minimising environmental degradation and loss of
biodiversity and maximising the economic and social benefits for the local population. The cooperation with
the FAO financed by the AfDB has furthermore culminated in the adoption of three strategic documents at
different levels of functionality, which have entered into force in late 2019 and March 2020 (Figure 3.1).
This detailed set of strategies to leverage blue growth as a vehicle for sustainable and inclusive

4 FAO's assistance to Cabo Verde is determined by the United Nations Development Assistance Framework
(UNDAF) for the period 2018-2022, and is based on three medium-term priority areas: i) strengthening the governance
of food security ii) ensuring that the income of the working population increase through transformation and growth into
key economic sectors, namely the Green and the Blue Economy iii) developing and implementing integrated
approaches and innovative approaches to sustainable and participatory management of natural resources.
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development is aligned with the PEDS — Cabo Verde’s general development strategy - and constitutes a
positive example to explicitly link development policy with sustainable blue growth at the national level.

Figure 3.1. Cabo Verde's Ocean Strategy

The Unified Strategic Framework for the Blue Economy (QEUEA) adopted in
late 2019 provides the general development strategy for sectors within the
ocean economy. This includes the promotion of infrastructure, fisheries,
aquaculture, sustainable tourism, an initiative to implement Marine Spatial
Planning (MSP), environmental protection as well as social inclusivity of the
ocean economy. The strategy is aligned with the PEDS — the country’s general
development plan.

The National Plan for Investment in the Blue Economy (PNIEA) adopted in
March 2020 sets out an investment strategy in the blue economy, which
encompasses the improvement of port infrastructure, protection of natural
capital and the environment. The plan includes the provision of tax benefits for
investment in the ocean economy. These tax benefits incentivise allocation
towards other islands than Boa Vista and Sal - the main tourist destinations -
and Praia — the capital.

The Blue Economy Promotion Programme (PROMEA) also adopted in March
2020 aims at operationalising the development strategy set out in the QEUEA
by supporting entrepreneurship and innovation, promoting public-private
partnerships, raising awareness and education on the vulnerabilities of the
ocean, and reducing the environmental impacts of economic activity while
improving living conditions of coastal communities.

Source: Authors’ representation based on official documents.

The government has established the Blue Economy Observatory (OEA), a technical body that
oversees the implementation of the aforementioned development. This body has already collected
experience in drafting and implementing strategies for the blue economy under the Blue Growth Charter.
The OEA thus serves as a hub for methodological support and technical expertise on ocean governance
and co-ordinates different institutions and stakeholders both nationally and internationally by conducting
assessments, providing technical expertise and raising awareness of the government policy. Increasing
the resources of this body could improve co-ordination of policies across different sectors and help achieve
the goals set out in the aforementioned comprehensive ocean strategy.

The importance of building resilience against the adverse effects of climate change has been
recognised in high-level documents issued by Cabo Verde. The realities of climate change have
received consideration by Cabo Verde’s government from the perspective of mitigation as well as
adaptation. From the mitigation perspective, the government has issued a plan to become a circular
economy in the mid-Atlantic. This plan includes a stark reduction of fossil fuel dependence, which have
been dominating the energy-mix of the archipelago, and to transition to energy autonomy through
renewable energy. It also entails the improvement of waste management facilities, which is a pressing
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issue in the country. Acknowledging that as a small economy Cabo Verde’s global contributions to
mitigation will remain equally small, the particular dangers faced by the SIDS have been reflected in various
high-level documents by outlining adaptation strategies at different levels. The PEDS recognises that the
country faces dangers from changing climate patterns, which include changes in the precipitation patterns
as well as rising sea levels. The country furthermore issued a voluntary report in the implementation of the
Agenda 2030 (Cabo Verde, 2018s4). With regards to SDG14, this report frames the threat of climate
change to marine resources as a threat to the country’s “greatest wealth” (Cabo Verde, 2018, p. 1034)). It
clearly states the challenge of adaptation to climate change in the context of extreme precipitation events,
biodiversity, fisheries, coastal erosion and sea-level rise. The 2020 update to the Nationally Determined
Contributions developed with support of Luxembourg and the UNDP spell out more detailed plans and
ambitions in all of these fields (Cabo Verde, 2020;s3)).

The vertical integration of municipal authorities and local communities into sustainable blue
development initiatives is central to a successful implementation of national policies. In addition to
the horizontal distribution of mandates and competences between different branches of government, the
vertical distribution of competences between national and local actors has the potential to impact the
management of ocean resources and the ocean economy both positively and negatively. This vertical
component of ocean management is of vital importance in order to include the local communities into the
efforts of sustainable use of ocean resources. Government officials have emphasised that including local
communities in the process towards creating a sustainable ocean economy is of the utmost importance to
ensure compliance with policies and create flexible and suitable solutions for the local circumstances. The
national government in Cabo Verde shares the competence in establishing marine territorial management
systems with the 22 municipal administrations, which possess considerable sway over local policy
implementations (World Bank, 2018;11;). For instance, the municipal governments have extensive power
to engage in the land use regime in accordance with national policies. Therefore, local governments must
be involved closely in the creation of coastal and marine spatial plans. This requires close consultation
with the municipalities and the Minister for Foreign Affairs, Communities and Regional Integration
alongside other government ministries.

3.2. The structure of finance for Cabo Verde’s ocean economy

Cabo Verde is facing increasing costs for financing its sustainable development

Cabo Verde has reduced its dependence on ODA in recent years starting from relatively high levels.
Prior to LDC graduation (2000-2007) ODA financed a large part of Cabo Verde’'s economy accounting for
18% of GNI annually as compared to an average of 13% of GNI in SIDS overall during the same period'®.
This situation did not fundamentally change in the period immediately following LDC graduation (2008-
2014), during which ODA still amounted to 17% of GNI in Cabo Verde. Since 2015 the picture has started
to change with ODA amounting to only 8% of the country’s GNI from 2015-2019 compared to a continuous
14% in SIDS. This dynamic reflects the changing mix of financing sources that Cabo Verde can access to
promote sustainable development, and the necessity to gradually shift towards broadening the sources of
private capital and domestic resources to finance development projects.

Since its graduation from LDC status in late 2007, the level of concessionality implicit in ODA to
finance development projects in Cabo Verde has decreased. The share of grants in Cabo Verde'’s
ODA has decreased from 77% in 2000-2007 to 46% in 2008-2019. This was in part driven by a drastic

5 The SIDS in question are Antigua and Barbuda, Belize, Comoros, Cuba, Dominica, Dominican Republic, Fiji,
Grenada, Guinea-Bissau, Guyana, Haiti, Jamaica, Kiribati, Maldives, Marshall Islands, Mauritius, Micronesia, Nauru,
Palau, Papua New Guinea, Saint Lucia, Saint Vincent and the Grenadines, Samoa, Sao Tome and Principe, Solomon
Islands, Suriname, Timor-Leste, Tonga, Tuvalu and Vanuatu. The figure provides unweighted averages over SIDS.
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increase in ODA loans to the country, from an average of USD 45 million annually in 2000-2007 to USD
119 million in 2008-2019. Additionally, providers of development co-operation have also begun extending
official loans with a level of concessionality lower than required for ODA, which are counted as other official
flows (OOF). These hovered around USD 32 million annually in 2008-2019. These trends exemplify the
increasing costs faced by Cabo Verde for financing its development.

Figure 3.2. Cabo Verde: composition of financial inflows (excluding commercial loans)
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Source: Authors' calculations based on the (OECD, 2021(s4]) Creditor Reporting System and the (World Bank, 2021(10)) World Development
Indicators.

Foreign Direct Investment (FDI) flows to Cabo Verde are large but have declined following LDC
graduation. Cabo Verde attracts a higher level of FDI (7% of GNI from 2000-2008) than most other LMICs
(2% of GNI in the same period). The inflow of capital through this channel was however highly concentrated
in the tourism sector and constituted the main tugboat forces towards LDC graduation in 2008. The high
concentration of investment on two islands (Boa Vista and Sal) meant that this source of finance had an
unequal impact across the archipelago and played a part in increasing inter-island inequalities (Morris,
Cattaneo and Poensgen, 20181¢)).

Cabo Verde remains reliant on remittances from its large diaspora. Cabo Verde's diaspora is
estimated to comprise as much as twice the number of the country’s local inhabitants (IOM, 2014). This
population continuously contributes a large and slowly rising amount of remittances to the country’s
income. With a volume of almost USD 200 million in 2019, net remittances amounted to 10% of GNI — as
much as ODA and OOF combined. The largest source countries for remittances in 2019 were Portugal
(29%), France (24%), the United States (23%) and the Netherlands (5%) (Banco de Cabo Verde, 2020ss)).
During the COVID-19 pandemic remittances have provided one of the few steady inflows of foreign capital
alongside ODA. The World Bank estimates remittances to Cabo Verde to have increased by USD 8 million
in 2020 (+3.4%) despite the global pandemic (World Bank, 2021ss). Remittances have been a stable
source of external funds over the last 20 years and prove to be resilient to economic shocks. As transaction
costs for remittances remain high (9.1% in 2016 compared to 8.8% in other SIDS), reducing these costs
could leverage the impact of remittances for sustainable development (Morris, Cattaneo and Poensgen,
201816)).
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A major obstacle for financing future investments are the high levels of public debt that have
accumulated since graduation from LDC status in late 2007. Cabo Verde’s sovereign debt soared after
reaching a low-point in 2008. In 2016, this deteriorating debt situation led the IMF to classify the country
as under high risk of debt distress. Following this event and the 2016 elections, the gross debt stock of the
general government has stabilised at roughly 130% of GNI. Additionally, the government issued debt
guarantees to domestic companies amounting to USD 130 million (7% of GNI) and loss-making state-
owned enterprises held a further debt-stock of USD 669 million (35% of GNI) on their books in 2019 (IMF,
2020;s71). Nonetheless, a joint debt-sustainability analysis by the IMF and the World Bank conducted in
September 2020 concludes that Cabo Verde’s public debt path is overall sustainable. This conclusion
arises because the country’s outstanding debt still contains a high level of concessionality with average
maturities of 30 years and interest rates of below 1% on average (IMF, 2020;s7;). Despite its long-term
sustainability, the high levels of public debt continue to impose a burden on the country. In 2020 services
on official public debt amounted to 5% of GNI - a quarter of which was the payment of interest (World
Bank, 2021sg)). Furthermore, they limit the government’s fiscal space to respond to crises and to finance
new development projects for the sustainable ocean economy.

The health and economic crisis triggered by COVID-19 has aggravated the country’s debt situation.
The combined effects of the decline in international tourism and in the broader economy with the costs of
combatting the pandemic have taken a large toll on Cabo Verde’s balance sheets in 2020. The country’s
tax revenue fell by 22% in 2020 and the debt-to-GNI ratio rose for the first time since 2016 (IMF, 20207).
This prompted the country to access the IMF’s Rapid Credit Facility for the first time ever (IMF, 2020;s9)).
Cabo Verde also participates in the Debt Service Suspension Initiative launched by the G20 and the Paris
Club in 2020. It is estimated that this initiative will lead to freed-up savings of up to 0.9% of Cabo Verde’s
2019 GDP (OECD, 2021s)).

Domestic resources already constitute a key financing pillar for sustainable development in Cabo
Verde due to relatively high domestic resource mobilisation. Aided by relatively high levels of
transparency and good governance, Cabo Verde maintained an average tax-to-GDP of 19% between 2008
and 2018 (OECD, forthcomingieo), which is high when compared to other African countries but around
average for SIDS. In light of the reduced levels of concessional finance received in recent years and the
high levels of public debt, this implies however that the potential to increase domestic resources to finance
sustainable ocean economy is probably limited, unless the productive base, and thus the taxable base,
broaden. As decreasing levels of ODA are likely to be accompanied by a reduction in sources of finance
that target explicit SDG objectives, clearly linking up domestic financing plans to the SDGs could offer a
pathway to prevent financing gaps for sustainable development (Morris, Cattaneo and Poensgen, 20181¢)).
Nonetheless, the COVID-19 crisis has exemplified the risks associated with domestic resources during
strong economic turndowns as experienced through the record 22% reduction in tax revenues in 2020.
Common to many SIDS, volatility of tax revenues remains a problem due to the low degree of economic
diversification in Cabo Verde (IMF, 2020;s7)).

Following LDC graduation, Cabo Verde’s efforts to secure loans from private providers have
included modest but growing volumes of investment from China, which the country actively seeks
to increase via the creation of a Special Economic Zone (SEZ) on the island of Sao Vicente. Some
of the public debt held by non-traditional, non-Paris-Club creditors, particularly from China, tends to remain
off the radar of public external debt statistics if it is not reported to the IMF. A recent OECD study has
estimated that Cabo Verde has a modest stock of such obligations standing at 2% of GNI (OECD,
forthcomingpe1;). Nonetheless, in its attempt to tap into broader sources of finance from private creditors,
the government of Cabo Verde is increasingly seeking to increase foreign investment from new sources,
especially from China. One vehicle to achieve this is through the creation of a SEZ on S&o Vicente — the
same island where the main port of Mindelo is located.
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Development finance for the ocean economy has been relatively low in volume and only
partially focused on enhancing sustainability

ODA towards the ocean economy has long remained at very low levels but has increased since
2016. From 2008 to 2016 ODA for the ocean economy, or ODA in support of ocean economy sectors and
marine ecosystems, remained low, with the exception of a single Portuguese line of credit valued at USD
36.8 million committed in 2014-2015 to modernise the port of Sal — one of the two tourist hubs. When
excluding this project from the analysis, the average ODA investment in the ocean economy amounted to
only USD 5.7 million annually during 2008-2016, representing only 3% of total allocable ODA to Cabo
Verde. In the period 2017-2019 however, the share of ocean projects in ODA has increased to 13% of
Cabo Verde’s allocable ODA and amounted to USD 17.8 million annually (Figure 3.3). The growing share
of ocean-related ODA in the country has accompanied the development of the strategic framework on the
blue economy (see section 3.1).

Figure 3.3. ODA commitments towards Cabo Verde's ocean economy
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Source: Authors' calculations based on the Creditor Reporting System (OECD, 2021s4)). For more visualisations and data downloads see the
associated Data Platform on Development Finance for the Sustainable Ocean Economy.

ODA towards the ocean economy in per-capita terms is higher than in other LMICs but can largely
be explained by its small size and large fixed costs of project implementation comparable to other
SIDS. Cabo Verde received an average of USD 32.70 per capita in ODA towards the ocean economy
during the period 2017-2019. This compares to a (weighted) average of USD 6.41 per capita for SIDS,
USD 0.30 per capita for LMICs."® It is well documented that development projects in SIDS face large fixed
costs and little effects of scale due to the small populations and remote location of the countries (OECD,
201825)). This partly explains the comparably large figure of ODA per capita towards the ocean economy

'8 Note that the per-capita figures for SIDS and LMICs are calculated as weighted averages of ODA towards the
respective group of countries. The weighted average compares the ratio of total ODA volume for the respective group
over its total population. By contrast, the unweighted average computes the average of national per-capita rates.
Compared to unweighted averages, Cabo Verde has a lower level of ODA per-capita than other SIDS, which is mostly
driven by very high level in very small SIDS.
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in Cabo Verde, which for a SIDS is not extraordinarily large. In fact, Cabo Verde’s per-capita ODA towards
the ocean economy is smaller than for many SIDS on the lower end of the population scale.

Less than half of ODA towards the ocean economy in Cabo Verde went towards projects that aimed
at enhancing its sustainability. Even when excluding the Portuguese 2014-2015 line of credit for the
modernisation of the Port of Sal, 41% of ocean ODA during the period 2008-2019 was provided to projects
that enhance sustainability in this area. Increases in ODA for the ocean economy were driven by ODA
towards the maritime transport sector and port infrastructure with no explicit account of sustainability
issues. This compares to, on average, half of ODA towards the ocean economy integrating sustainability
in other developing countries over the same period."” The sustainable share of Cabo Verde’s ODA for the
ocean economy, however, fluctuated widely in this period, from 8% in 2013 to 100% in 2016 and 89% in
2019."® Therefore, the slight increase in sustainable ODA since 2016 does not represent a clear and
unambiguous trend.

ODA towards curbing land-based pollution of the ocean has experienced an increase since 2015
but remains low. Marine and land ecosystems are interrelated and much of ocean pollution originates
inland. With a total volume of USD 21 million in the period 2008-2019, ODA towards curbing land-based
pollution of the ocean amounted to one fifth (18%) of the volume of ODA towards the ocean economy in
Cabo Verde. The most notable contribution in this category is the provision of a USD 17.5 million
concessional loan by Kuwait in 2016, which was used to improve the water supply and wastewater
management system in the capital Praia (

7 When ocean ODA allocated to regional and inter-regional projects is included, the share of sustainable ocean ODA
worldwide increases to 65% during 2008-2019.

8 When the line of credit is included, this lowers the overall share of sustainable ocean ODA between 2008 and 2019
from 41% to 31%. The large share for 2016 reflects a very low overall volume of investments into the ocean economy
in that year (only USD 360 000). The large share in 2019 is driven by a large infrastructure investment project financed
by the EU, which took account of sea-level rise and is therefore identified as sustainable by the OECD methodology.
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Table 3.1). However, even when excluding this project from the analysis, ODA towards curbing ocean
pollution from land has increased from an average of USD 70 000 per annum during 2008-2014 to an
average of USD 720.000 during 2015-2019 (Figure 3.3). These land-based projects predominantly tackle
wastewater management and consist almost exclusively of grants. The volume of ODA improving solid
waste management infrastructure and awareness was markedly lower standing at only USD 22.000 per
annum on average. These low volumes persist despite increasing environmental and economic impacts
of plastic pollution on the archipelago and a lack of infrastructure and effective policy measures to cope
with the problem (Ferreira et al., 202162)).

Compared to other SIDS and LMICs, a very large share of development projects in Cabo Verde
focuses on investment in transport infrastructure, particularly in ports, with no consideration
explicitly given to environmental sustainability (Figure 3.4). The sectoral break-down of ocean-related
ODA reveals that more than three quarters of ODA towards the ocean economy in Cabo Verde are
channelled towards transportation infrastructure projects such as the construction, modernisation and
extension of ports (Figure 3.4)."® Four out of the five largest ODA investments in ocean-related activities
in the period 2008-2019 were made in the maritime transport and tourism sector and four of them went
towards ports. Although inter-island connectivity is a key inhibitor for domestic economic development
particularly on the less developed islands in Cabo Verde, these investments focused on connectivity in the
more developed parts of the country — namely the tourism-heavy island of Sal, the capital Praia and the
country’s largest port in Mindelo (

19 Closer inspection of the tourism-related projects entering Figure 3.4 reveals that this category is dominated by a
USD 19.5 million loan to construct a cruise terminal at the port of Mindelo, which has been classified as investment in
tourism by the providing OPEC Fund for International Development. Therefore, this category essentially captures
investment in (tourism-related) transport infrastructure, as well.
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Table 3.1). This focus of investment on the already more developed regions of the country has the potential
to aggravate social inequalities by locking in the spatial concentration of higher-margin economic activity.
Although extending the country’s capacity to fulfil their target of becoming a local trade-hub will benefit
from these investments, it is vital to take into account the inclusivity of ODA investments for the more
peripheral regions of the country. A future port infrastructure project financed by the EU and the African
Development Bank signed in late 2020 will continue the trend of large infrastructure investments in the
ocean economy by providing EUR 44 million (more than USD 50 million) towards port infrastructure on Sal
and Maio (European Commission, 2020i92)). In contrast to past large-scale investments, this project also
extends to less developed regions, particularly the island of Maio which ranks among the economically
least advantaged islands of the archipelago (Figure 2.1). Thereby, the project partly serves the goal to
develop sustainable tourism throughout the archipelago. As port infrastructure projects constitute long-
term investments, resilience to the adverse effects of climate change should receive due consideration in
their planning and execution in order to make the investments economically sustainable in the long-term
(OECD, 2020;4)).

Figure 3.4. Composition of ODA for the ocean economy (2008-2019)

Ocean Economy ODA Sustainable Ocean Economy ODA

Cabo Verde Il Cabo Verde

SIDS SIDS
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= Other Il Energy 1 Environmental protection
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Source: Authors' calculations based on the Creditor Reporting System (OECD, 2021s4;). For more visualisations and data downloads see the
associated Data Platform on Development Finance for the Sustainable Ocean Economy.
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Table 3.1. Examples of large ocean-related development finance projects since 2008 (> USD 1

million)
Commitment
Purpose Project 2018 constant ~ Year Provider
prices
Line of Credit for the modernisation of the port of USD 32 million 2014 Portugal
Sal USD4.8milion 2015 9
Africa Investment Facility to improve infrastructure ~ USD 15.8 million 2019 ~ EU
Supply and installation of a maritime traffic control USD 7.3 million 2008 Spain
system USD 6.1 miion 2009 "
Transport: Mod.ernlsa'tlon and expansion of the ports on Sal USD 9.6 million 2014 EU
Infrastructure and in Praia
Infrastructure project for port activity USD 1.5 million 2008  United States
USD 2.2 million 2013
_ o USD 26 million 2014  Interational
Various projects in the transport sector - Development
USD 3.4 million 2017 Association
USD 2.5 million 2019
Tourism : Infrastructure = Construction of a cruise terminal in Mindelo USD 19.5 million = 2018 = OPEC Fund
West Africa Regional Fisheries Program to govern International
and manage fisheries USD 6.1 million 2009 = Development
Association
Study on the blue economy in Cabo Verde USD 1.4 million 2017 African
Fisheries Development Bank
Implementatlor) of operational plan to support USD 1.2 million 2009 Spain
artisanal fisheries
West Africa Regional Fisheries Program phase I Global
USD 1 million 2017 Environmental
Facility
Praia water supply and wastewater project USD 17.5 million = 2016 = Kuwait
Water supply . -
Development on an action plan for water resources ~ USD 1.1 million 2015  Luxembourg
Managing multi-sector threats to marine eco- Global
systems USD 4.4 million 2017  Environmental
Facility
Regional maritime systems research USD 2 million 2019  Germany
Enviror?mental Infrgstructure and support for marine research USD 1.2 million 2011 Germany
protection station
Conservation of sea-birds USD 2.2 million 2017  MAVA Foundation
SusFamabIe management of the Santa Luiza USD 1.3 million 2017 MAVA Foundation
Marine Reserve
Conservation of Loggerhead Turtles USD 1.3 million 2017 MAVA Foundation
Waste management Develop a roadmap for waste management and USD 1 million 2016 Portugal

water resources

Source: Authors' calculations based on the Creditor Reporting System (OECD, 2021;s4]). For more visualisations and data downloads see the
associated Data Platform on Development Finance for the Sustainable Ocean Economy.

Development finance towards the ocean economy was provided to a large extent by few
institutions. The three largest providers - Portugal (27% of ocean-related ODA), the EU (18%) and Spain
(15%) — accounted for 60% of the provisions of development finance towards the ocean economy during
the period 2008-2019. This reflects the close partnership that Cabo Verde maintains with Portugal, Spain
and the European Union and is similar to concentration of overall ODA providers. Cabo Verde’s ocean
strategy for instance is closely co-ordinated with the Community of Portuguese-speaking Countries. The
three largest multilateral providers accounted for an additional 30% of funds during this period and
consisted of the OPEC Fund for International Development (14%), the International Development
Association (12%) and the Global Environmental Facility (4%). Multilateral institutions provide a much
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larger share of ODA to the ocean economy than they represent in overall ODA, where all multilateral
contributions together make up a mere 17.6% of ODA. Finally, the MAVA foundation — a private
philanthropy active in biodiversity and conservation efforts — provided additional grants equivalent to 6%
of ocean-related ODA.

Individual providers of ocean-related ODA tend to focus their assistance on few areas of the ocean
economy leading to a division of labour among providers. During 2008-2019, 88% of ODA towards
the ocean economy that focused on infrastructure investment?® — predominantly port infrastructure — was
provided by four institutions: Portugal (34% of ODA towards infrastructure investment in the ocean
economy), the EU (23%), the OPEC Fund for International Development (18%) and Spain (16%). Only
one fifth of these overall investments in infrastructure for the ocean economy can be classified as ODA
towards the sustainable ocean economy. Likewise, ODA towards fisheries is concentrated among 3
providers, who contributed 85% of ODA in this area. These providers are the International Development
Association (34% of ODA towards fisheries), Spain (29%) and Japan (22%). ODA towards fisheries contain
a higher share of sustainable ocean ODA with 62% of commitments classified as sustainable mostly
through a focus on supporting artisanal fisheries and by tackling IUU fishing.

The bulk of development finance towards environmental protection of the ocean in Cabo Verde has
been provided by the MAVA foundation — a private philanthropy. Like in other areas of ocean-related
development finance, 82% of commitments towards environmental protection in the ocean in the 2008-
2019 were made by three providers. It is notable, however, that the largest provider in this area is the
MAVA foundation — a philanthropic organisation working on biodiversity. This philanthropy has massively
increased its engagement in Cabo Verde since 2017 and thereby provided 41% of development finance
towards environmental protection of the ocean in the period 2008-2019. Their focus was on providing
protection for endangered bird and turtle species and financing the sustainable management of a marine
reserve. This activity was followed by projects by the Global Environment Facility (21% of finance towards
environmental protection) supporting national strategies for environmental protection and projects by
Germany (20%) focussing on scientific projects for environmental protection.

Compared to other SIDS and LMICs, Cabo Verde receives very little ODA towards educational
projects related to the ocean, initiatives on marine disaster risk reduction and industrial
development in the blue economy. Projects to enhance the education on the ocean, contribute to
disaster risk reduction, support industrial development in the blue economy or similar projects have made
up less than 1% of Cabo Verde’s ODA towards the ocean economy in the period 2008-2019. These areas
make up a combined average of 26% of ocean ODA in other SIDS and 16% in non-landlocked LMICs
(Figure 3.4). Many projects in these areas contribute to the sustainability of the ocean economy in the
medium and long term or enhance resilience against climate and disaster related risks. In addition, not a
single ODA project in Cabo Verde took explicit account of sea-level rise and addressed this issue as a
major priority to enhance coastal resilience to climate change. Filling the gap of ODA in these areas could
provide an opportunity to diversify the portfolio of development projects for the ocean away from a strong
focus on marine infrastructure in the economic centres towards a more inclusive structure of financial
development assistance in all parts of the country. These could include conservation efforts and the
protection of natural capital while also increasing the opportunity to diversify the range of touristic activities
towards islands other than the touristic centres of Sal and Boa Vista. In addition, pilot projects
spearheading the application of new technologies in the domains of marine renewable energy and
integrated decentralised grids could help the country achieve its ambitious goals to become self-sufficient
in terms of energy. Finally, the challenge of waste management and especially the management of plastics
could be addressed.

20 This figure includes the USD 19.5 million loan to construct a cruise terminal in Mindelo, which has been classified
as investment in tourism by the provider.
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4 Setting sail for sustainability:
Opportunities and tools for
fostering a sustainable ocean
economy

This chapter takes a forward-looking perspective to outline promising ocean economy sectors, policy tools,
and financing instruments that could help Cabo Verde enhance the sustainability of its ocean economy
and turn it into a driver for more inclusive, resilient and sustainable development. In particular, this chapter
first discusses integrated and cross-sectoral policy tools that can allow Cabo Verde to manage its ocean
resources more holistically, balancing the need for conservation with alternative ocean uses. Second, the
chapter highlights specific sectors that could help boost Cabo Verde’s sustainable ocean economy with
positive effects on the overall development trajectory of the country, such as renewable energy and
disaster risk preparedness. Third, the chapter explores how new international financing initiatives and other
financing approaches could be leveraged and integrated in a financing strategy for a sustainable ocean
economy that could allow Cabo Verde to turn ambitions into actions.

4.1. Integrated and cross-sectoral policy tools

Cabo Verde’s Marine Spatial Planning policy can operationalise the ocean strategy
ambitions but requires adequate implementation and resources

Marine Spatial Plans can serve as an important tool to enable governments to manage their marine
capital effectively and ensure a sustainable use of marine resources. Marine ecosystems are valuable
resources that are required for both cultural and economic ocean-based activity to flourish (OECD,
20171931). However, co-ordinating conflicting interests of resource exploitation and use in the ocean is a
complex task. Increasingly, Marine Spatial Plans (MSP) are being recognised as a key tool for
governments to effectively govern their resources and mediate between conflicting interests on ocean use.
These plans establish clear zoning rules and can be used to establish Marine Protected Areas (MPA) to
support and preserve marine biodiversity as well as clearly define the rules of using marine resources. The
potential for positive impacts of MPAs are well documented. MPAs can be a tool not only for the
conservation of biodiversity and management of fisheries stocks, but also for harmoniously integrating the
human populations and tourism into the local natural environment. Furthermore, in some instances they
enable the collection of ocean-use fees, which in turn generate revenue for conservation efforts. MSPs
have additionally become a prerequisite to attract investment in offshore projects, as private investors are
increasingly incentivised not to invest in unsustainable ocean-related practices. One indicator to assess
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sustainability in this context is the presence of comprehensive MSPs that take due consideration of both
ecosystem impacts and the interests of local stakeholders in ocean usage?'.

In order to be effective, MPAs require solid governance and a sustainable economic model. MPAs
require a clear institutional and legal framework, which must be regularly monitored in order to have the
desired effect. Furthermore, local stakeholders should be included in the process of their creation and be
given a voice. The most fundamental requirement is a clear set of policy objectives to which the MPA
contributes. These could be founded in an integrated strategy for MSP and ocean management generally
and incorporate ecosystem-based approaches that take account of ecosystem services provided by MSPs
and thus aid the involvement and interest of local communities in the exercise. To be effective, MPAs need
to be clearly defined and outlined. This requires detailed knowledge and maps of marine areas that are
accessible to all potential ocean-users in the area (OECD, 2017(94)).

Cabo Verde is advancing its policy to establish MPAs. The basis for the creation of protected areas in
Cabo Verde was laid through the National Biodiversity Action Plan in 1999 followed by legislation that
allows the government to establish four categories of protected areas passed in 2003 (Cabo Verde,
2015(531). Cabo Verde is a member of the 30by30 Initiative, a club of countries pledging to protect at least
30% of their EEZ by 2030. 21 of Cabo Verde’s 46 protected areas extend to marine and coastal areas.
These cover 5.6% of Cabo Verde’'s marine area, which falls short of an international target under the
Convention for Biological Diversity but is in line with current national targets. However, to achieve the
30by30 target, the area of MPAs in the country must be increased almost six-fold over the course of less
than 10 years. In fact, in its 2020 update to the Nationally Determined Contributions supported by
Luxembourg and the UNDP, Cabo Verde pledged to extend the area covered by coastal and marine
protected sites by 50% by 2030 (Cabo Verde, 2020s3)). In December 2020, the government furthermore
held a workshop exploring the creation of further protected areas, which would work towards the
achievement of this goal. To this end, mapping exercises of coastal areas have been undertaken and the
central government is liaising with local communities to deliberate on spatial planning exercises of coastal
areas. The application of selected digital technologies to enhance monitoring are explored with researchers
in the framework of the “Ocean Science Centre Mindelo”, as such new technologies could contribute to
improved and cheaper monitoring of Cabo Verde’'s EEZ and MPAs.

MPAs offer unused potential to generate revenues from access fees. The Department of the
Environment within the Ministry of Environment and Agriculture in charge of managing MPAs has limited
capacity to fund conservation efforts through MPAs. However, so far the potential to generate revenue
from charging use-fees for designated maritime activities has been explored to a very limited extent
therefore leaving scope to increase resources available for conservation. Ocean-use fees can be levied
on touristic activity within MPAs or on controlled and limited exploitation of certain marine resources such
as lobsters. Revenues thus generated can fund various types of efforts including monitoring and mapping
of endangered endemic species such as seabirds and sea turtles. Although awareness raising is central
to such efforts, disadvantaged rural communities in particular need alternative sources of income in order
to effectively create change, as the use of local marine resources in many cases provides a significant part
of their livelihoods. Anecdotal examples of income generated from activities that preserve local wildlife
include a fisherman on Sao Vicente that offers for tourists to swim with turtles that he feeds around his
house (INE, 2020(30)). Tours to observe seabirds or marine mammals can likewise generate employment
from showcasing a healthy ecosystem. Thus far, these activities are mainly offered by European
entrepreneurs. In pursuing these opportunities, it is important to note that revenue-seeking efforts have
the potential to perturb local wildlife and that an ecosystems-based and co-ordinated approach to

21 The exclusion list of the new UNEP-FI principles for sustainable private finance in the ocean lists the absence of a
coherent MSP in the preparation to invest in offshore windfarms as a criterion for private investors to reject their
participation (UNEP FI, 2021111)).

SUSTAINABLE OCEAN ECONOMY COUNTRY DIAGNOSTICS OF CABO VERDE © OECD 2022



44 |

conservation should be implemented to manage and check such efforts. Use-fees from tour operators and
similar schemes can then serve as a basis for funding this co-ordinated conservation.

A Special Maritime Economic Zone in Sao Vicente is set up to kick-start foreign
investment in the ocean economy

The Zone de Calhau on the island of Sao Vicente is a Special Maritime Economic Zone that is
designed to kick-start investment in the blue economy and test strategies to attract investment in a
controlled fashion before extending the lessons learned to the wider economy. In this sense, it is regarded
by the government as both a pilot project and a policy laboratory (Cabo Verde, 2020p9s;). The project is
built around four columns of investment: port infrastructure for fisheries, commercial activity and nautical
sport; development of aquaculture (see the projects outlined in Box 2.1); maritime renewable energy; and
conservation and tourism, which entails the surveillance of protected zones in neighbouring islands. It thus
incorporates a large fraction of ocean economy activities present in Cabo Verde and aims to increase the
value-added retained from these activities on the archipelago. For instance, a focus on improving the value
chain for tuna processing and making it more accessible to fisheries from Cabo Verde is a central part of
this effort. The project incorporates both local private actors and foreign stakeholders to advance the
incorporated industries. The public component of the project requires an estimated investment of
USD 11 million.

4.2. Transformational areas that could act as SDG multipliers

The transition to renewable energy can be aided by marine energy sources and
potentially open doors for new maritime industries in the future

Cabo Verde has issued very ambitious targets to transition to energy autonomy based on
renewable sources but faces technical challenges and financing gaps. In their first Nationally
Determined Contribution (NDC) in 2016, Cabo Verde issued an ambitious goal to achieve a 35% renewable
energy penetration rate during 2016-2018, a 50% rate by 2020 and a 100% rate during the period 2020-
2025 (Cabo Verde, 201696). In 2020, this timeframe was corrected downwards to a 50% penetration rate
by 2030 with the aim to reach net-zero emissions by 2050 in line with some G20 countries (Cabo Verde,
2020s31). While these targets demonstrate the high level of ambition of the government of Cabo Verde on
advancing sustainable policies, their revision also speaks to the concrete issues to realise them, such as
large infrastructural challenges and lack of finance. For instance, the geographic fragmentation of the
islands of Cabo Verde means that each of the nine inhabited islands must rely on individual small and
independent grid systems, which poses a challenge when it comes to installing renewable but intermittent
sources of energy such as wind and solar power, which so far form the majority of Cabo Verde’s renewable
energy mix (Ministério da Industria, Comércio e Energia, 2021s1)). Addressing the financing gap requires
cooperation with providers of ODA to help mobilise bankable projects in blended finance instruments. To
this end, Cabo Verde is a member of the International Renewable Energy Agency’s Lighthouse initiative,
which helps transform SIDS into leaders in the energy transition. Cabo Verde is also home to the ECOWAS
Center for Renewable Energy and Energy Efficiency (ECREEE). The ECREEE located in Praia serves as
a regional hub with a mandate to contribute to the sustainable economic, social and environmental
development of West Africa by improving access to modern, reliable and affordable energy services,
energy security and reduction of energy-related externalities. Among other things, it seeks to strengthen
private investment in renewable energy projects in the ECOWAS region. In cooperation with the Global
Environment Fund, the ECREEE has engaged in a project in Cabo Verde to implement small-scale
demonstration projects for renewable energies on various islands in Cabo Verde and to subsequently seek
out private finance for the larger-scale realisation of similar projects (ECREEE, 202197)).
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Improvements in grid development and energy storage capacity can help enhance renewable
energy penetration. Cabo Verde’s insular nature implies that the variation of energy supply provided by
intermittent sources poses a greater challenge than in other countries. This is because Cabo Verde is
unable to integrate into larger power grid systems that allow for offsetting regional supply shortages with
energy produced elsewhere. Cabo Verde therefore needs to increase its storage capacity in order to be
able to increase the use of intermittent renewable sources of energy such as sun and wind, which have
high potential on the archipelago. The installation of battery storage facilities or additional pump storage
plants would be one potential way ahead to tackle this issue. A further potential is to regulate the demand
side by designing smart grids. In Cabo Verde, the use of desalination plants for this purpose is promising,
as they are able to flexibly react to fluctuations in energy supply and fresh water can be easily stored
(Segurado et al., 2015p9s)). Furthermore, integrating increased electric mobility into a smart grid system
using vehicle-to-grid systems where the batteries in electric vehicles are used as energy storage systems
that charge when energy supply exceed demand and provide energy back to the grid when demand
surpasses supply. The decentralised nature of such systems may prove highly adequate for the micro-grid
context of Cabo Verde’s islands (Nordman et al., 201909)).

So far, the focus of the energy transition has remained largely on on-shore sources of renewable
energy, but ocean-based energy sources are receiving increasing attention. Cabo Verde’s renewable
energy sector is dominated by its on-shore wind-farms. Investment in wind power was kick-started by the
creation of the Cabeolica wind farm, which alone raised power generation from renewable sources from
less than 2% in 2009 to more than 20% in 2011. The project was financed with blended finance instruments
where the EIB and AfDB provided grants to mobilise private finance for the commercial wind farm project,
which was the first of its kind in sub-Saharan Africa (Africa Finance Corporaton, 2010p100)). Increasingly,
other sources of renewable energy — both marine and terrestrial — are being considered for the country’s
energy mix. To address the issue of stability in power supply, pump-storage facilities have been
constructed that allow for the storage of energy during slumps in wind supply. Furthermore, the country’s
reliance on desalination for water supply allows it to use excess energy during low-demand hours for
desalination and store this water to be used during peak hours in energy demand (Segurado et al.,
201519g)).

Marine sources of energy could complement land-based renewable energy sources as their energy
production is less prone to environment-induced fluctuations. Most marine sources of energy are
much more predictable than solar and wind power. Tidal energy production can be almost perfectly
predicted and therefore offers a potential reliable base-load production. However, at the current level of
technology, the tidal range in Cabo Verde comprising roughly one meter is insufficient to effectively deploy
tidal energy (Nordman et al., 20199q]). Wave energy is an intermittent source of energy as wave strength
varies over time. More importantly, wave height is correlated with wind speed, which renders the
technology less adequate to compensate for energy shortages during calm winds. However, due to the
large mass of water wave energy production is much less sensitive to fluctuations than wind. Pilot projects
deploying wave energy for decentralised projects are currently underway on the archipelago. For instance,
the AfDB has granted initial finance to explore the construction of a purely wave-powered desalination
plant that is set to support the fresh-water needs of up to 48 000 people and that is currently under
development by the company Resolute Marine Energy (African Development Bank, 2015(101). The project
could serve as a pilot demonstrating the economic viability of wave energy in Cabo Verde and thus laying
the foundation for future private investment in the area. Technologies also exist that combine wave energy
infrastructure with either offshore wind energy or coastal protection infrastructure. These combined
solutions help lower the cost of wave energy and in some cases serve adaptation purposes at the same
time (IRENA, 20201021). Emerging technologies could also provide promising complements to the existing
marine energy sources in the future. These technologies will be particularly important if Cabo Verde is to
reach its ultimate goal to achieve 100% renewable energy penetration. Ocean thermal energy conversion
is an emerging technology that uses temperature differences between the surface and deep ocean water
to generate electricity. It has the advantage that, unlike the above sources of renewable energy, it provides
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baseload power. Cabo Verde’s geographical location places it just outside ideal temperature conditions for
this technology to work efficiently, which requires a difference of surface to deep ocean water temperature
of 20 degrees Celsius compared to 19.5 degrees in Cabo Verde (IRENA, 2020;102;). These almost ideal
conditions render the technology worthwhile exploring. A pilot project has been deployed in Hawaii, but
the lack of commercial projects of this technology make it a costly and risky investment at present, thus
rendering the technology commercially unviable for the time being (Nordman et al., 2019j99)). The lack of
large freshwater outflows into the ocean also renders salinity gradient energy — a different emerging
technology that generates energy from different degrees of salinity, for instance by freshwater discharges
into the ocean - unattractive for the archipelago. Therefore, complementing mature land-based renewable
sources of baseload power such as geothermal energy with increased intermittent sources of marine
energy in conjunction with extended energy storage capacity may be more feasible at this point.

Bunkering services for a de-carbonising shipping industry

Cabo Verde could potentially benefit from the trend to de-carbonise the shipping industry by
offering bunkering services particularly if maturing zero-emission propulsion systems necessitate a more
regular uptake of fuel — but this would require cheap renewable energy and a developed grid. The path
towards net-zero economies and the commitments to become carbon neutral by 2050 issued by an
increasing number of countries — among which rank all members of the G7 and the majority of G20 nations
—is mounting pressure to de-carbonise the shipping sector. Some large shipping companies have followed
this trend and begun exploring their own commitments to carbon neutrality by 2050. Whereas in the short
term this trend will likely be driven by increasing the efficiency of fossil fuels and propulsion systems, in
the medium term the phasing-out of hydrocarbons and their replacement by renewable alternatives seems
likely. Technological candidates for long-distance shipping include green hydrogen and green ammonia
as fuel systems (ITF, 2020;103]). These technologies have the advantage that alongside energy they require
raw materials that are ubiquitously available. The European Union has launched a pilot project to test and
increase shipping based on green ammonium in the North Sea. An island nation like Cabo Verde with
abundant sources of cheap renewable energy may in the future hold the ability to provide fuel bunkering
services from domestic energy sources. Cabo Verde’s proximity to major shipping routes between Europe
and South America might enable the country to capitalise on such trends. However, as these technologies
are still in their infancy, their future development and uptake in the industry are hardly foreseeable at the
present stage. Nonetheless, technological progress as well as dynamics within the shipping industry world-
wide should be followed closely in order to assess whether the potential to build on these developments
becomes realistic in the medium term. A prerequisite for this development opportunity is a developed grid
with access to cheap renewable energy.

Increasing disaster risk preparedness and coastal resilience for adapting to climate
change

Coastal planning and MSPs should take account of projected sea-level rise, and investment
addressing coastal protection needs to increase. With 80% of its population residing in the immediate
vicinity of the coast, sea-level rise constitutes a real and tangible threat to Cabo Verde. Much of its
economy is reliant on infrastructure that is susceptible to extreme weather events, and large debt-financed
investments in coastal infrastructure such as ports in recent years imply that the country is heavily invested
in coastal infrastructure. Current projections of sea-level rise estimate increases of 1m on average until
the end of the century following intermediate scenarios and increases of over 2.4m in more extreme
scenarios (OECD, 202111041). At the same time, coastal storm events are likely to increase in both likelihood
and strength. Particularly the south of the tourism-heavy and low-lying island of Sal would be heavily
affected by even moderate increases in sea-level and the increased impact of storms would exacerbate
coastal erosion. This is aided by the fact that informal sand-collection currently provide the livelihood of
many coastal communities — especially for women (Ferreira et al., 2021s2;)). Cabo Verde needs to find
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ways to anticipate and adapt to rising sea-levels and to decrease coastal erosion without erasing the
livelihood of disadvantaged members of the community. This complicated task can be spearheaded by
creating knowledge of the local requirements using MSP policies. By incorporating different scenarios for
sea-level rise into zoning regulations and construction permits, infrastructure investment can anticipate
sea-level rise and provide services in the long-term. Mobilising finance for climate adaptation is an urgent
endeavour that will be challenging for the SIDS to achieve. Financial support for SIDS in general is currently
falling short of requirements to effectively adapt to climate change. It has also been established that single
large disasters attract higher financial support than smaller, recurrent ones that accumulate a similar
impact over time (OECD/The World Bank, 2016105)). In light of the projected rise in damages from sea-
level rise and climate change-induced disasters, existing financial investments should incorporate
adaptation elements to the extent possible.

There is scope to increase Cabo Verde’s disaster response preparedness. The adverse effects of
climate change are projected to increase the incidence of not only storms but also other extreme weather
events on the archipelago. In 2015 and 2020, tropical storms hit the country, which is a marked increase
to the frequency of previous decades. The eruption of the Fogo volcano in 2015 left local communities,
road infrastructure and agricultural production heavily impacted by the destruction. A post-disaster needs
assessment found that disaster preparedness in the country focussed mostly on reactive measures and
could focus more on proactive risk reduction (GFDRR, 20151061)). A more recent report on emergency
preparedness found that whereas on the legal and national policy level there is an advanced strategic
framework in place, local authorities tasked with maintaining the operational capacities for disaster
preparedness in many cases lack the resources and capabilities to realise the ambitious strategy goals.
This is furthermore augmented by a lack of national standards for minimal equipment requirements
(GFDRR, 2020i65)). In light of the projected increased risk of natural disasters due to climate change,
building capacity in this area is essential to safeguard the development progress achieved in recent years.
This capacity building needs to take place at the national level by the creation of a national emergency
operations centre and at the municipal level by providing training, equipment and resources to local
authorities to enable them to effectively fulfil the operational responsibilities that the national emergency
response strategy tasks them with. These capacity-building efforts should take into account the increased
risk posed by sea-level rise and coastal erosion due to climate change. Furthermore, capacities to address
marine disaster — such as damage to coral reefs or oil spills — should receive due consideration at both the
national and the municipal level.

4.3. Accessing finance for a sustainable ocean economy and sustainable
development under surging debt

Transitioning from concessional finance to a more diversified set of financial sources

From a financing standpoint, since its LDC graduation, Cabo Verde has faced a dual challenge
around: (i) transitioning to a more diversified set of financial sources away from concessional ones and (ii)
using scarce concessional resources in a more targeted and effective way to unlock new sustainable
investments and reduce the country’s economic and environmental vulnerabilities. LDC graduation has
meant that Cabo Verde has been able to access diminishing levels of international concessional finance,
requiring an increasing focus on mobilising greater public finance as well as on attracting private finance
with a proven sustainability focus.

The current COVID-19 crisis, which is severely affecting Cabo Verde’s heavily tourism-dependent
economy, has led to the provision of exceptional development assistance and to discussions on
new global financing mechanisms that hold the potential to benefit Cabo Verde in important ways.
Together with other existing financing opportunities, these could potentially transform Cabo Verde's
financing landscape and put the country on a different trajectory of more inclusive sustainable
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development. In particular, it will be important that new sources of liquidity and exceptional support
measures be combined with additional efforts and be part of a financing strategy for a blue sustainable
recovery that leads to building forward better. In 2020-21 Cabo Verde has been able to access exceptional
international assistance to counter the effects of the pandemic, such as USD 32 million under the IMF
Rapid Credit Facility to address the urgent balance of payment needs, which together with exceptional
support from the World Bank and the EU brought to an estimated USD 42.6 million the direct international
support for the country’s COVID-19 response — amounting to 29% of Cabo Verde’s annual overall ODA in
the immediate pre-COVID period 2017-2019 (OECD, 2021(5)). The following paragraphs illustrate some of
these initiatives and other promising financial tools and approaches. They could be part of this integrated
financing strategy, helping Cabo Verde mobilise greater public and private finance to chart a new course
towards a sustainable ocean economy that can act as a driver for inclusive and resilient sustainable
development.

Enhancing the volume and stability of tax revenues through tax reforms and better
management of key industries to finance sustainability

Domestic revenues, and taxation in particular, are a key source of financing for sustainable
development and resilience in SIDS such as Cabo Verde. Compared to external finance, tax revenues
are in general a larger and more stable source of revenues, and therefore critical for SIDS to finance their
own development in a sustained and sustainable manner. Over the past decades, many ODA-eligible SIDS
have implemented a range of tax policy and tax administration reforms which, combined with increasing
GDP levels and a favourable economic context, have successfully contributed to raising tax revenue levels
in many of them, in particular smaller SIDS (OECD, forthcomingieo;). However, SIDS’ domestic revenues
remain highly susceptible to external shocks, as witnessed in the current COVID-19 crisis. Even prior to
the COVID-19 crisis, in the 2008-18 period, on average tax-to-GDP ratios fluctuated more strongly in ODA-
eligible SIDS than in other countries (OECD, forthcomingisg)). In addition, Cabo Verde’s high stock of public
debt implies that over the next years it faces relatively low fiscal space to borrow in order to support
development of ocean-based sectors or invest in sustaining its natural capital in the ocean. Although the
current high levels of public debt are largely concessional and therefore deemed manageable by the IMF,
fiscal space for future government borrowing is limited and must be assessed carefully (IMF, 2020;s7)).

Three main areas were identified as critical for SIDS’ governments and providers of development co-
operation to partner on in order to enhance domestic resource mobilisation (OECD, forthcomingeo) and
these seem highly relevant to Cabo Verde as well. They are:

e Introduce tax policy and tax administration reforms, learning from and building on previous
experience of many SIDS’ national jurisdictions, to enhance the volume and stability of tax
revenues.

e Enhance the management of existing ocean economy sectors and harness new opportunities from
an expanding global ocean economy.

e Support international and domestic efforts to curb illicit, unreported and unregulated fishing.

Further, domestic resources of finance for the ocean could be levied specifically targeting beneficiaries of
ocean services such as the tourism sector. The tourism sector constitutes one of the main sources of
revenue for the country and profits immensely from its natural beauty and marine natural capital. In order
to preserve and protect this asset, the idea of levying a blue tax for tourism has been introduced. The
revenues of such a tax could be ear-marked for use in conservation efforts and the preservation of
ecosystem services provided by the ocean. Additionally, access fees for marine areas could be raised to
support those areas. The great advantage of domestic revenue streams is its independence of foreign
providers and lack of impact on the country’s debt stock. However, the COVID-19 crisis has shown that
domestic revenue streams are also subject to fluctuation and vulnerable to global and local economic
shocks. Furthermore, Cabo Verde already boasts a comparably high tax-revenue to GNI ratio, which limits
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the extent to which domestic resource mobilisation can be increased (OECD, forthcomingieq)). Therefore,
earmarked levies on specific activities linked to the ocean are the most appropriate tool to redirect rather
than increase domestic resources for investment in sustaining ecosystems services provided by the ocean.

Tapping into new sovereign borrowing instruments for sustainable investments

Sustainability-linked bonds

A new market segment on the rise is that of sustainability-linked bonds (SLBs), defined as a type of
bond in which the financial and/or structural characteristics can vary depending on whether the issuers
achieve predefined sustainability/ESG objectives. This new type of debt instrument, pioneered in 2019, is
the latest addition to the green & sustainable financing toolbox which will broaden the scope of eligible
issuers and is a good complement to the green/social/sustainability bond products (with dedicated Use-of-
Proceeds) (OECD, 20211071). On June 9, 2020, the International Capital Market Association (ICMA)’s
Green & Social Bond Principles published a new set of voluntary process guidelines for debt capital market
issuances related to sustainability-themed borrowing activity: the Sustainability-Linked Bond Principles.
The G20 has also adopted its High-Level Principles on Sustainability-Related Financial Instruments in
2021 (G20, 20211081). Since October 2020, more than 25 SLBs have been issued in alignment with ICMA’s
principles. As of mid-February 2021, outstanding SLB issuances totalled over USD 12 billion, and the SLB
market is expected to reach approx. USD 25 billion in 2021, mainly supported by corporates’ appeal for
this new sustainable debt instrument.

The success and positive growth prospects of these corporate bonds are leading to increasing
discussions, especially among international development finance institutions, around the
replicability of such debt instruments in the sovereign sphere as a means to support developing
countries to tackle increasing levels of debt and at the same time meet increasing financing needs for
climate and environmental action. Most corporate SLBs are multiple times oversubscribed, indicating high
demand. However, the large interest in these instruments also stems from the high credit ratings of the
issuing bodies. This signals that one way for international partners to leverage finance for Cabo Verde'’s
sustainable development would be by guaranteeing for SLB's, which would mean that they can be issued
at a lower interest rate than a standard bond (OECD, 20211071). Unlike a sustainable bond, such as green
or blue bonds, a sustainability-linked bond has no restrictions on the use of proceeds and their KPIs don’t
have to be Paris-aligned. Instead, it has its own unique characteristics that are designed to promote
sustainability while providing general-use liquidity to the issuer.

Sovereign SLBs could potentially provide Cabo Verde and other developing countries with a new
source of liquidity to be invested in the conservation and sustainable use of ocean resources in a
view to unlock new development opportunities. In addition, the choice of the KPIs underlying the SLBs
could be used to incentivise the achievement of ambitious, predetermined sustainability performance
objectives with a specific focus on fostering a sustainable ocean economy. For instance, among the
possible KPIs under discussion for a sovereign sustainability-linked bond is the coverage of protected
areas in relation to marine areas, as well as GHG emissions, and other KPIs linked to the environmental
impacts of ocean economy industries could also be added.

Blue bonds

A blue bond would mobilise limited direct finance but could raise Cabo Verde’s profile on the
private capital markets. The issuance of a blue bond with credit enhancement by development partners
is under study. In a study published in 2020, the World Bank investigated the possibility for Cabo Verde to
issue a blue bond similar to the first such instrument ever issued by the Seychelles in 2018 (World Bank,
2020r109)). A blue bond is a debt instrument raising private investments in ocean-based activities that exert
positive environmental, economic and social benefits. The study posits that realistic maturities for such a
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finance instrument are between 5 and 10 years. As such, a blue bond poses a heavier burden on the
country’s debt stock than concessional sources of finance, which regularly have much longer maturities.
This is one factor that limits the volume of blue bonds that the government could issue without threatening
the sustainability of its debt portfolio. The study furthermore found that it would be very difficult for Cabo
Verde to issue a blue bond as a pure private-market instrument, as coupon payments for the country would
be too high. This is partly because Cabo Verde would enter the private capital market as a first-time issuer,
which at current levels of debt would push annual interest in the range of 7-10 percent. Instead, the study
suggests to issue a blended version of a blue bond as was done by the Seychelles in 2018. One option is
for a provider of concessional finance to underwrite a guarantee for the blue bond so as to de-risk private
investment. Another option is for a provider of concessional finance to subsidise coupon payments so as
to drive down the interest paid by Cabo Verde. A mix of these two blended finance approaches was used
in the Seychelles. In any case however, the debt-based nature of the instrument implies that the maximum
sustainable volume of blue bonds that the government of Cabo Verde could issue according to the World
Bank study is in the order of USD 10 to 15 million and thus remain below Cabo Verde’s average annual
ODA for the ocean economy since 2017 (USD 17.8 million per annum).

Issuing a blue bond would create a track record of Cabo Verde in the private capital markets and
increase its profile among investors with an affinity for the ocean economy. Although the amount of
finance raised by a blue bond would not be transformative per se, the issuance of such a bond could have
important reputational effects for Cabo Verde. First, it would enable Cabo Verde to take an important step
into private capital markets. With increasing levels of development and the associated decrease in
concessional finance, this transition is a route that the country needs to progress on in order to retain
access to finance for development. Second, it would increase Cabo Verde’s profile among investors with
a sustainability focus, particularly those with an interest in investing in the blue economy. This would also
raise awareness among financiers of Cabo Verde’s development strategy, of which the blue economy is a
key component. Overall, these reputational effects could facilitate future access to private finance.

Possible areas of investment can be designed to combine progress in multiple dimensions of the
ocean economy. The World Bank has identified three overall areas that could realistically benefit from
investment through a blue bond (World Bank, 2020109]). These areas are: sustainable and diversified
tourism; plastic pollution and solid waste management; and fisheries. More specifically, investment in the
first category - sustainable tourism - could focus on establishing MPAs, protecting the natural capital and
beauty of the marine environment, and improving infrastructure to better integrate tourism into local supply
chains. While MPAs could be financed by use-fees in the medium term and infrastructure to integrate local
businesses and the tourism sector might also generate revenues, the repayment of funds spent on
protection of natural capital would ultimately be borne by the government. Nonetheless, these investments
are necessary as destruction of the natural beauty threatens the viability of tourism, especially as more
activity-oriented kinds of tourism are promoted. Investment in the second category — plastic pollution and
waste management — could entail improved waste-collection and recycling capabilities with a particular
focus on solid waste. Investments in this area would have important positive effects on other parts of the
ocean economy, as increasing plastic pollution puts at risk the beauty of beaches, fishery activities and
the islands’ water supply, which relies heavily on the desalination of seawater. Investment in the third
category — fisheries — has the potential to affect a large number of artisanal and small-scale fisheries that
are currently facing limited opportunities to sell their products and whose profitability is increasingly
threatened by environmental pressures such as plastic pollution and unsustainable fishing practices. The
goal of investment in this area could be the improvement of cooling facilities and quality certification, which
would help integrate local fisheries into supply chains for higher-margin export-oriented markets and the
local tourism industry. It thus becomes evident that investment in fisheries may also enhance the social
sustainability of the tourism sector, that investment in solid waste management would also benefit fisheries,
etc. Sectoral investments should therefore not be assessed in isolation but rather holistically.
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The sustainability aspect of private finance in Cabo Verde’s ocean economy should receive due
consideration — not only to protect Cabo Verde’s natural assets but also for the country to remain
attractive to private investors that increasingly incorporate sustainability aspects into their investment
decisions. Increased visibility of Cabo Verde would ultimately help mobilise private investment in Cabo
Verde’s ocean economy. Steering the sustainability of private investment at the same time as attracting
investors however poses new challenges to the government. The increasing popularity of impact
investment in the blue economy provides the opportunity to mobilise private finance, especially in a
politically stable country with a comprehensive ocean strategy such as Cabo Verde. Whereas impact
investment generally follows a broad definition that includes philanthropic activity, the increased
engagement of private investment funds in impact investment poses the greatest opportunity to mobilise
finance for sustainable investments. FAO has found that one in five impact investment funds consider SDG
14 (Life below water) in their portfolio, albeit often as a secondary priority (FAO, 2020;1107). To ensure that
investments are sustainable not only in name but also in reality, the UN Environment Programme Finance
Initiative (UNEP FI) has recently launched a set of guidelines that provide the private sector with
information on how to incorporate sustainability considerations into private investment towards the ocean
economy (UNEP FI, 20211111). This exercise was accompanied by an exclusion list of damaging activities
that investors should refrain from financing, including port and maritime transportation projects that exert
adverse impacts on local communities, threaten the loss of biodiversity habitats or do not comply with
either MARPOL, IMO rules or national regulations regarding waste management, runoff and emissions.
The government of Cabo Verde has incentivised investment in the ocean economy using tax exemptions
— particularly in the Calhau Special Maritime Economic Zone and in the less developed regions of the
archipelago (Cabo Verde, 2021(112]). At the same time, the Ministry for the Maritime Economy has issued
a portfolio containing private investment opportunities in Cabo Verde’s ocean economy. Out of the 11
projects listed there, 7 constitute investments in port infrastructure, and these comprise 87% of the
proposed EUR 717.5 million of foreseen investment. Two of the remaining projects comprising another 9%
of this overall intended investment are designated for naval yards (Cabo Verde, 2018(113;). Such a strong
focus on infrastructure development in attracting finance necessitates that port projects take due
consideration of their environmental impacts as well as their resilience to climate change. It is also
important that sustainable investment in other areas of the ocean economy, such as marine renewable
energy, environmental protection and sustainable tourism is not crowded out by disproportional investment
in only one area of the ocean economy. Granting tax benefits in such a way that they target investment in
sustainable ocean economy sectors and practices that have so far received less private investment could
provide the government with a tool with which it could steer private finance in a direction that benefits both
the country and the ocean. Raising awareness of such diverse investment opportunities in the same way
that the government is doing for port infrastructure would constitute another step in this direction. The
increasing interest of investors in sustainable investments can help create an interest of financiers to
support Cabo Verde’s efforts.

Conservation in particular is beginning to become subject to private investment, particularly
through blended finance instruments to be targeted by impact investors. A recent blended finance
initiative established by the Ministry of the Blue Economy of Belize in cooperation with an impact
investment fund and the NGO International Union for the Conservation of Nature has created a novel
finance instrument with the aim to fund the management of the Turneffe Atoll, an MPA containing coral
reefs, mangroves and sea-grass meadows in Belize. The MPA is designed so as to contribute to
conservation efforts within the atoll by generating revenue from nature-based tourism. It also incorporates
the needs and protects the biodiversity that supports artisanal fisheries in the area. This pilot project will
attract natural capital investment and allow the country to raise funds for governing its MPA (Mirova,
202111141). Due to its similar needs regarding growing nature-based tourism and protection of artisanal
fisheries, Cabo Verde could aim to attract investment in a similar fashion. The country’s comprehensive
ocean strategy may prove a valuable asset to attract impact investors for such endeavours.
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The allocation of ODA to LMICs such as Cabo Verde could have a higher focus on reducing
economic and environmental vulnerabilities, which are disproportionally large in SIDS. The
Economic Vulnerability Index (EVI) is the only criterion which Cabo Verde failed to meet when graduating
from LDC to LMIC status. This fact reflects the small size of the country, its geographic isolation,
vulnerability to changes in the natural environment, the extremely low degree of economic diversification
and the high dependence on the world economy that the small size of the economy invariably brings about.
It is an established fact that SIDS despite relatively large per-capita incomes exhibit high per-capita costs
of development and are disproportionally exposed to economic shocks such as the COVID-19 crisis. A
recent initiative led by the UNDP has developed an alternative vulnerability indicator coined the
Multidimensional Vulnerability Index (MVI), which further confirms SIDS’ and Cabo Verde’s strong
vulnerabilities. Instead of focussing purely on economic vulnerability, this index additionally incorporates
measures of financial, environmental and geographic vulnerability. For SIDS, an important result follows
from this broader definition: Whereas only 20 of the 50 most vulnerable countries according to the EVI are
SIDS, the MVI classifies 28 SIDS as among the 50 most vulnerable countries in the world. Cabo Verde in
particular is ranked as the 15" most vulnerable country in the world according to the MVI, compared to
ranking only 42" on the EVI despite relatively high per-capita income levels (UNDP, 2021115)). This high
vulnerability is illustrated by the fact that, as a result of COVID-19, the country’s most important source of
income all but vanished due to a complete halt of worldwide tourism. Therefore, the economic downturn
was more severe in Cabo Verde than in other LMICs.

To increase the sustainability of investment, finance in maritime projects causing harm to the
marine ecosystem will need to be re-directed towards sustainable alternatives. With reduced
amounts of ODA, the focus of policy makers to support investment in a sustainable ocean economy must
shift towards channelling private finance towards sustainable investment opportunities. In the National Blue
Economy Investment Plan — the financing element of Cabo Verde’s blue economy strategy — there is a
clear focus on investment driven by public-private partnerships. Providers of development assistance can
furthermore assist the country’s effort to access private funds by leveraging blended finance instruments
for development projects that introduce Cabo Verde to private investors at preferential rates of return. This
can lead to increased trust and visibility among private investors. For instance, in 2018, the Global
Environment Facility funded a project directed at improving Cabo Verde’s water supply using renewable
sources of energy. This project was executed by UNIDO in cooperation with a number of ministries in Cabo
Verde and included private stakeholders as investors thus leveraging in excess of USD 1 million in private
finance for the project (GEF, 201811¢)). This type of engagement with a focus on the sustainable ocean
economy can help create institutional processes and physical infrastructure needed for future private
investment in the country. The OECD has published principles for the sustainable implementation of
blended finance instruments, which provide guidance in this process (OECD, 2020;117)).

Expanding the toolbox of innovative instruments to lower the country’s debt burden

From Debt Service Suspension to the allocation and possible reallocation of SDRs

Already before the COVID-19 pandemic, many developing countries, including Cabo Verde, had
been struggling with rising public and private debt levels. Cabo Verde’s domestic revenues suffered
a large contraction largely due the effects on the global economic downturn and travel restrictions affecting
the tourism sector Cabo Verde’s economy heavily depends on. Other developing countries’ debt situations
were exacerbated by record portfolio capital outflows from emerging economies and often sharp currency
devaluations have made debt servicing more onerous, worsening pre-existing unsustainable debt burdens.
This situation has led to a number of international initiatives, such as the Debt Service Suspension Initiative
(DSSI) launched by the G20 and the Paris Club, which Cabo Verde is benefitting from and which is
estimated to free up resources of up to 0.9% of Cabo Verde’'s 2019 GDP (OECD, 2021s)).
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While this is a positive step, there may be a need to address some of the limitations of the DSSI,
such as: (i) its limited time horizon (although it has been extended for a final time to December 2021); (ii)
incomplete implementation of the agreement by official bilateral creditors and (iii) no private sector
involvement, although this may have limited bearing for Cabo Verde, whose debt is largely owned by
bilateral and multilateral creditors. In addition, the DSSI is a debt repayments suspension and not a debt
relief mechanism. As such, it can provide short-term fiscal space to countries facing a liquidity crunch as
a result of the pandemic, but it offers an incomplete way of addressing long-standing debt issues. More
broadly, the DSSI also exposes the shortcomings of an international system that lacks a comprehensive
debt moratorium mechanism that can kick in in times of crisis. This is why proposals for changes in the
international debt architecture have recently re-emerged, and in particular around the establishment of a
multilateral sovereign-debt restructuring mechanism to deal with obligations owed to private creditors as
well as the creation of a multilateral credit rating agency.

In addition, in order to address the long-term global needs for reserves during the worst crisis since the
Great Depression, the IMF agreed to issue a new general Special Drawing Rights (SDRs) allocation
equivalent to USD 650 billion, the largest allocation in IMF history. The SDR allocation is expected to boost
the liquidity and reserves of IMF member countries and strengthen their response to the COVID-19 crisis,
as well as build confidence, and foster the resilience and stability of the global economy. Currently,
proposals have been presented to re-allocate also part of SDR to developed economies towards more
vulnerable countries (CEPAL, 2022;11g)).

Debt-for-ocean swaps

Innovative debt-relief instruments such as debt-for-ocean-swaps could free up resources for
investment in ocean services and thus contribute to the ocean as a global public good. The strained
debt situation is one of the main inhibiting factors to public investment in the sustainable ocean economy
in Cabo Verde. Freeing up borrowing capacity for investment in preserving the ocean could therefore yield
promising results for a highly indebted country such as Cabo Verde. The Seychelles have in the past
engaged in a debt-for-ocean swap, where the Paris Club of international creditors forgave debt in return
for the establishment of MPAs and on the condition that the financial resources thus available to the debtor
country be used towards conservation projects. As Cabo Verde is part of the 30by30 initiative pledging to
protect 30% of their EEZ by 2030, such a deal would align with the country’s overall strategy and interest.
However, debt-for-nature swaps in general and debt-for-ocean swaps in particular constitute highly
complex financial instruments that require a high level of expertise, commitment and effort from all parties
involved and entail significant transaction costs.

The risk of damage to coral reefs could be partially mitigated using parametric insurance schemes.
Cabo Verde’s coral reefs constitute one of the country’s natural capital assets that serve to attract tourism
and are therefore vital to the country’s economic progress. The increasing risk of environmental damages
to such reefs therefore threatens not only the environmental integrity of local ecosystems but also the
economic and social sustainability of the island nation. A quick response to restore reef ecosystems after
a damaging event is vital to preserve the biodiversity and natural beauty of coral reefs. New parametric
insurance products have been created that allow for quick mobilisation of funds after a disaster and have
successfully been employed to insure coral reefs in Mexico and elsewhere. Cabo Verde could use this
new tool to adapt to the rising risk of environmental damages to its coral ecosystems and thus increase its
resilience to a select type of disasters.
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5 Conclusion

The ocean is Cabo Verde’s most important resource and affects many industries and aspects of
everyday life in the country. Up to two thirds of the economy depends on ocean resources and
ecosystem services either directly or indirectly. The tourism sector in particular, which is largely made
up of sea, sand and sun tourism, forms the centrepiece of the country’s economy and has been the
main driver of economic development over the past two decades. Additionally, a large number of
inhabitants are employed in the fishery sector, and maritime transport constitutes a key pillar of
economic activity. The COVID-19 pandemic has had a detrimental effect on Cabo Verde’s economy
and exposed the low degree of economic diversification and resulting vulnerabilities to economic
shocks that characterise Cabo Verde’s economy. This vulnerability is augmented by social and
environmental pressures that threaten the sustainability of Cabo Verde’s economy. For instance, the
low integration of local supply chains in the tourism sector lead to unequal benefits from this large
source of revenue. Furthermore, the mounting risk of the effects of climate change, unsustainable
fishing practises and environmental pollution, especially marine plastic pollution lead to increasing
damages to ocean-based industries and put at risk the country’s vital but fragile marine ecosystems.
For instance, Cabo Verde is considered one of 11 global biodiversity hotspots. Diversifying the
country’s ocean economy and building resilience of the marine resources available therefore constitute
necessary steps to safeguard Cabo Verde’s prosperity.

The government has committed to a high level of ambition regarding the ocean and dedicated political
and economic resources to this issue. Cabo Verde is one of the few countries to have set up a Ministry
for the Ocean and with the support of the international community has put forward a number of high-
level strategies to improve the sustainability of ocean use and the ocean economy. The ocean features
prominently on the country’s development agenda. At the same time, high levels of public debt and
increasingly limited access to concessional finance limit the amount of resources that can be mobilised
to operationalise this ambition. To overcome this challenge, the country faces three not-mutually
exclusive options. First, the international community can direct existing ODA towards the ocean
economy towards a more diverse set of sustainable activities. The overwhelming majority of current
ODA projects finance port infrastructure, which may be able to levy private investment. However, this
development for the most part does not take into account resilience to the adverse effects of climate
change nor contributes to enhancing the sustainablity of the ocean economy and inclusive economic
development. Second, access to private finance can be increased by creating a track record of
borrowing by Cabo Verde using innovative blended finance instruments. Third, domestic resources
towards the ocean could be increased through the creation of access-fees for certain ocean activities
or a tax on tourism, a sector which profits heavily from the country’s natural marine capital.

The ocean holds great potential for Cabo Verde’s future development. Cross-sectoral management of
ocean resources using Marine Spatial Planning offers the opportunity to apply a holistic strategy to
overcome use-conflicts of ocean resources across sectors and catering to the requirements of
ecosystems. Emerging ocean-based industries such as mariculture and marine renewable energies
have started to set foot in Cabo Verde and can be built upon. With a keen eye on future developments,
Cabo Verde can position itself to cater to the needs of prospectuous industries such as providing
bunkering services to a de-carbonising shipping sector. Exceptional development assistance to Cabo
Verde to counter the COVID-19 crisis and current discussions on new global financing mechanisms to
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face the crisis hold the potential to benefit Cabo Verde in important ways. Together with other existing
financing opportunities, these could potentially transform Cabo Verde’s financing landscape if new
sources of liquidity and exceptional support measures be combined with additional efforts and be part
of a financing strategy for a blue sustainable recovery that leads to build forward better.
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