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ABSTRACT

This dissertation presents the main characteristick development drawbacks of
two groups of countries in special situations, #pedly LDCs and SIDS. In this
context, issues related to international supportasuees aimed at easing the
development process of LDCs are addressed, as allthe (sometimes
controversial) question of graduation from LDC s$at

Against this background, the case of Cape Verdee-fitst SIDS to ever graduate
from the LDC list — is examined, anticipating thensideration of crucial
development financing issues, of particular impurgato the country’s ability to
ensure continued development once its graduatam ttDC status takes effect, in
January 2008.

Keywords: Countries in Special Situations, Leastvédgped Countries (LDCs),
Small Island Developing States (SIDS), Middle-ined@ountries (MICs), Economic

Vulnerability, Graduation

JEL (Journal of Economic Literature) Classificati®@ystem: F41, F43, O10, O11,
019, 020, 055, 057, P52, Q54
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RESUMO

Esta dissertacdo analisa as principais caractaxsste as dificuldades que se
levantam ao desenvolvimento de dois grupos de adge situacdes especiais,
especificamente os PMA e os SIDS. Neste contexo, abordadas questbes
relacionadas com medidas de apoio por parte damdade internacional, visando
facilitar o processo de desenvolvimento dos PMAnalisada a questao (por vezes
controversa) da transicao da lista de PMA.

Neste quadro, é analisado o caso de Cabo Verderimeiro SIDS a transitar da
lista de PMA —, com a consideracdo prévia de ingmbes questdes de
financiamento do desenvolvimento, de suma impoigpara a capacidade do pais
suster o seu desenvolvimento, a partir da entradeigor da sua graduacéao da lista
dos PMA, em Janeiro de 2008.

Palavras-chave: Paises em Situacfes EspeciaisePaienos Avancados (PMA),
Pequenos Estados Insulares em Desenvolvimento \SH2$ses de Rendimento

Médio (PRM), Vulnerabilidade Econdmica, Graduacao

JEL (Journal of Economic Literature) Classificati®ystem: F41, F43, O10, O11,
019, 020, 055, 057, P52, Q54
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INTRODUCTION

It is evident that all countries are not createdakgCountries’ characteristics
are culturally, politically and historically motited, as not every country has had the
same opportunities, experienced the same develdppsh, endured the same
problems or faced the same challenges. Hence tithetiges with which countries
are endowed to face development challenges and ewmestomic responsibilities
tend to differ greatly. The spectrum of institubneconomic and administrative
arrangements is, indeed, quite diverse.

Other characteristics, specifically those thatraeman-made or at least not
easily influenced by human action, result from dastover which countries have
little or no control. These are related to, for rpée, the size and topography of the
territory, the geographical situation, the landfate, the quality of the soil, the
percentage of cultivable area, environmental padtexbserved over time, natural
resource endowment, etc. In fact, a significant Ioeimof developing countries —
considered to be in special situatibassee their growth opportunities and economic
progress curtailed, to a great extent, by theseontnallable and development-
hampering conditions, imposed by none other thathktaNature.

In addition, it is also important to keep in mirftht the great majority of
today’s developing countries have suffered the equsences of long-term
colonization and late independence. Indeed, thesentdes have experienced
several distresses that still impede both posiieenomic performance and social
cohesiveness. Other factors — among which, thelssird of the population, its
illiteracy and deficient or non-existent accessirttormation and communication
technologies — also tend to impose severe limitation these countries’ economic

growth and development. It is, therefore, undedttimat natural and structural

1 The United Nations General Assembly, within its @&t Committee on economic and financial mattersually debates and negotiates resolutions interaded

responding to the particular needs of countriespiecial situations.
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handicaps are important factors that have playedtive current (and in some cases
chronic) underdevelopment status of these countries

Yet, some of these countries have managed to suiageeer particularly
difficult geographical, environmental and econowriilcumstances, and stand out as
positive and encouraging examples to the wholernateonal community. Cape
Verde — simultaneously a Least Developed Countipd). and a Small Island
Developing State (SIDS) — is one such country, mégefound eligible by the
United Nations (UN) to graduate, in 2008, from LBGtus. What remains to be
seen, however, is whether or not the country véllable to pursue its development
efforts without LDC treatment, given that, at leakeoretically, part of the
international support measures it has benefiteoh fas an LDC (which have made
possible its good economic and social performamoay be lost, as a direct
consequence of graduation. Indeed, despite itaugteh, the country will continue
to be confronted with serious insularity constraitommon to all SIDS.

Against this background — and keeping in mind Bape Verde, although
still economically vulnerable, will be the firstlamd-nation to ever graduate from
the LDC list —, the main purpose of this disseotatis to analyze the consequences
of this status upgrade and suggest courses ohaatid policy responses expected to
compensate the inevitable losses imposed by LD@ugtion and help seize the
opportunities that may arise as a result of thaslgation.

With this in mind, the dissertation is divided ma parts, each encompassing
two chaptersPart | presents the conceptual and theoretical framewowkhich the
question of Cape Verde's graduation is taking plaClapter | presents a
description of groups of countries in special gitues, specifically LDCs, Small
Developing States and Small Island Developing Std&DS). Additionally, the
cases of Landlocked Developing Countries (LLDC),umtain countries, post-
conflict countries and Low Income Countries Und&eSs (LICUS) are also briefly

mentioned.
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In Chapter Il the notion of graduation is introduced, along witlke three
graduation criteria used by the UN, and relevadicietors of structural progress.
Questions are also raised regarding the soundrig¢bs current graduation rule, an
issue that has been debated within and outsideUtiie In addition, the World
Bank’s definition of Middle-income Countries (MICg& presented, as well as the
main geographic, demographic and economic charsitsrof these countries. Part
| ends with a presentation of the case of Botsw#mafirst and only country that
ever graduated from LDC category, in 1994.

Part Il is devoted to the case of Cape Verde, aiming aenstahding the
impacts of graduation from the LDC listhapter Il starts with the country’s
historical background, with particular emphasis pmiitical, social and economic
matters. It also presents a diagnosis of the cggninacroeconomic situation and
the figures behind the economic growth and soceéaletbpment it has recorded
since becoming independent from Portugal, in 1®&ticular attention is focused
on the role of Official Development Assistance (ODa#kad emigrants’ remittances,
given the significance of these sources of extefoalding in Cape Verde’s
development and economic growth. The role currepthyed by Foreign Direct
Investment (FDI) is also briefly mentioned, in d@tempt to highlight the role of the
private sector in the country’s economic developimen

In Chapter IV, the background of Cape Verde’s graduation proeessthe
current situation regarding the three graduatidgterta are presented. The expected
changes following Cape Verde’s exit from the LDG@egary are also mentioned, as
well as aspects related to the need to overcomdegdndence. Additionally, issues
related to the three-year transition period, wheaids in December 2007, are
debated, namely the role of international partnardelping to guarantee Cape
Verde’s smooth transition in losing LDC treatmeriie post-graduation experience
of Botswana is also discussed and, lastly, pokmpommendations expected to help

Cape Verde do without LDC treatment.
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PART |

CONCEPTUAL AND METHODOLOGICAL CONTEXT

THE LOGIC BEHIND INTERNATIONAL COUNTRY GROUPING
AND THE MECHANICS OF GAINING ACCESS TO AND
GRADUATING FROM LDC STATUS
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CHAPTER |

COUNTRIES IN SPECIAL SITUATIONS

This chapter (specifically sections 1, 2 and 3sents a description of some
groups of countries in special situations, namelyadt Developed Countries
(LDCs), Small Developing States and Small Islandddaping States (SIDS). The
purpose is to highlight the development constramtsthese countries, and to
introduce the concept of economic and environmentalnerability — the
consideration of which is, indeed, decisive in desig and implementing sound
development strategies and effective internaticnaperation programs.

The cases of Landlocked Developing Countries (LLDG@hountain
developing countries, post-conflict countries anowLIncome Countries Under
Stress (LICUS) are also briefly mentioned in sectth representing examples of

other special situations.
1. Least Developed Countries

1.1. The Establishment of the LDC Category

In general terms, LDCs can be defined as low-incamentries with low
human capital and high economic vulnerability. Gamss of the many economic
disadvantages faced by these poor countries, thedJhations (UN) created, in
1971, through its Committee for Development Plaghithe LDC category. The
establishment of the LDC list was primarily intedda&t providing these countries

with conditions — namely, international advocacy sppecial and differential

2 Later succeeded by the current Committee for @weent Policy (CDP).
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treatment for LDCs - that would enable them to cetepon equal or at least
improved terms, with more advanced countries. Hetiee LDC list was created in
recognition of the many disadvantages faced byethmsuntries, which tend to
greatly inhibit their ability to promote sustainaldevelopment. In other words, the
fundamental purpose of instituting the LDC categoas “to ensure a level playing
field in the arena in which small as well as larggions of the world engage one
another.®

With the inclusion of Timor Leste in 2003, today thDC list is composed of
a total of 50 countriés spanning three continents (Africa, Asia Pacifiw ahe
Middle East), with Africa clearly assuming the lesidce 34 out of 50 LDCs are, in
fact, African countries, representing, therefoi@ocof the list.

Since its establishment in 1971, periodic reviewshe LDC list have been
made. In the 2006 triennial review of the list ofDCs, and following
recommendations made by the UN Committee for Dgratnt Policy (CDP), the
Economic and Social Council of the United NatioBE€OSOC) used the following
three criteria for the identification of LDCs:

« A low-incomecriterion, based on a three-year average estimlafger capita
Gross National Income (GNI), according to whichaurtry is included in the
LDC category if itsper capitaGNI falls under $750 and graduated if it raises
above $900;

« A human resource weaknessterior?, measured through a Human Assets Index
(HAI) that includes indicators of nutrition, heglégducation and adult literacy;

e An economic vulnerability criterion, measured through an Economic

Vulnerability Index (EVI) based on the followingditators: (i) instability of

3 Baldwin Spencer, Antigua and Barbuda Prime Minjstedress to the 59th UN General Assembly, Septeaaizt

4 Afghanistan, Angola, Bangladesh, Benin, Bhutan kar Faso, Burundi, Cambodia, Cape Verde, Centiidd#@n Republic, Chad, Comoros, Democratic Repudidlic
the Congo, Djibouti, Equatorial Guinea, EritreahiBpia, Gambia, Guinea, Guinea-Bissau, Haiti, Kitib Lao People’s Democratic Republic, Lesotho,elrid,
Madagascar, Malawi, Maldives, Mali, Mauritania, Moabique, Myanmar, Nepal, Niger, Rwanda, Samoa, T®aoe and Principe, Senegal, Sierra Leone, Solomon
Islands, Somalia, Sudan, Timor-Leste, Togo, Tuvdlyanda, United Republic of Tanzania, Vanuatu, Yreared Zambia.

5 Prior to the 2000 triennial review, this criteriaas called Augmented Physical Quality of Life Ind@®QLI)
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agricultural production; (ii) instability of expartof goods and services; (iii) the
economic importance of non-traditional activities, the share of manufacturing
and modern services in Gross Domestic Product (G@®B)merchandise export

concentration; (v) the handicap of economic smaBnemeasured through
population size; (vi) the proportion of people diéged by natural disasters; and
(vii) the country’s remoteness. In this regardisiimportant to stress that the
CDP “does not consider that vulnerability causedjbyernment policies should

be taken into accourft”

According to the CDP, in order for a country todmded to the LDC list, it
must meet all three criteria mentioned above. lditaah, its population size must
not exceed 75 million people — a rule explicitlyopted by the CDP in 1991The
UN expects the development partners of LDCs to takeaccount (through aid and
other development instruments) the structural laapdi LDCs have to deal with.

The CDP also recognizes that the establishmenD& Qualification criteria
is a work-in-progress, as knowledge of issues emland new data become
available. In fact, the criteria for inclusion dmetLDC list have been reviewed in
many instances. The CDP “emphasizes that the fadmibn of least developed
countries should be viewed as a dynamic and openeps, requiring periodic
refinement of the criteria, in the light of sociem@&lopment and ongoing
improvements in and the availability of reliabledamternationally comparable
data’®.

In particular, the CDP acknowledges that one ok#weindicators it uses, the
EVI, needs “to be refined progressively, as tacdatent, and (...) be supplemented
by the consideration of other important elementsubherability which (...) are not

yet taken into account” For example, there was once a discussion, witirCDP,

6 CDP (2004): 15

7 Only one country with a large population (Banglstt) was ever added to the list (in 1975).
8 CDP (2004): 15-16

9 UNITED NATIONS (1999): 15
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on whether or not an e-readiness criterion sholdd ke added to the set of
indicators for determining the list of LDCs, givdre importance of Information and
Communication Technologies (ICT) in promoting deyehent and eradicating
poverty.

1.2. Positive Discrimination: Benefits Associated with IDC Status

As previously stated, the main purpose of establisthe LDC category is to
guarantee that these countries will have accesgamational support measures that
help them overcome their structural handicaps #retefore, make possible (or at
least facilitate) the accomplishment of sustainatdgelopment. As stated by the
CDP in 1999, “least developed countries are lowsine developing countries that
are in need of specific international measuresioave the handicaps constraining
their development®.

The “benefits associated with the least developrthty status are believed
to fall into three main areas: multilateral tradaiance for development; and
technical cooperation®. More specifically, LDC status is known to offgpecial

treatment in the following areas:

. Official Development Assistance (ODA)
. Preferential market access for LDC products;
. Exemption from obligations (and other special aiftexéntial treatment) in

implementing World Trade Organization (WTQO) agreatagand

. Access to special measures and programs of ted¢ragsestance offered by
various international agencies, notably the Inteonal Monetary Fund
(IMF), the International Trade Center (ITC), UN Gerence on Trade and
Development (UNCTAD), UN Development Program (UNDHEje World

10 UNITED NATIONS (1999): 13
11 ECOSOC (2001): 2

12 ODA includes three components: financial assistgdgrnts and concessional loans), technical sugpaifood aid.
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Bank (WB) and WTO, under the Integrated Framewarnk frade-Related

Technical Assistance to LDEs

According to JOHNSON (2006), the benefits granteg rnultilateral
organizations include “non-reciprocal prefereneegmption from the obligation to
reduce trade barriers, and favorable treatmentéamin LDC exports”, with the
European Union’s Everything But Arms (EBA) Initie¢f®> and ACP Agreements
representing concrete examples. In addition, LDIEs eeceive significant benefits
from bilateral arrangements, including the Unitetht&’ African Growth and
Opportunity Act (AGOAJ®.

It is also known that “concessionary financing engrally allocated under
cooperation schemes that do not refer (or refey orarginally) to the LDC status as
an operational determinant of the eligibility fod &'’ This is to say that, contrary to
what would be expectéd the main determinant of the aid received by LOCsot
their status as such. In fact, according to UNCTAi2, impact LDC status has had
on the attribution of ODA to LDCs is difficult tosemate and, by and large,
believed to have been limited Most ODA inflows and other financial transfers
have been determined under criteria other than la@is, withper capitaincome-—
along with political stability and the countrieg’editworthiness- being by far the
most important criterion considered by internatiad@nors when deciding where to
allocate ODA®.

13 The Integrated Framework for Trade-Related Tieelhssistance to least-developed countries (iFgffect since 1996, is a multi-agency, multi-dopeogram that
assists least developed countries to expand tleeticipation in the global economy by enhancingirtlezonomic growth and poverty reduction strategiBise
participating agencies are IMF, ITC, UNCTAD, UNDNoprld Bank and the WTO (www.integratedframework)org

14 JOHNSON (2006): 5-6

15 Under this Initiative, which entered into force Miarch 2001, LDC exports to the EU are duty-freghvifie exception of armament.

16 Provides duty-free access to the US market for 686900 products from eligible African countries.

17 UNCTAD (2002): 4

18 Given the international community’s acceptance raf aommitment towards the implementation of insents such as the Brussels Program of Action for $DC
and the Monterrey Consensus, which advocate theaibn of 0.7% of the GNI of donor countries to &Df which 0.25% should be directed at LDCs.

19 UNCTAD (2002): 4

20 idem, ibidem
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Consequently, up until 2002, UNCTAD had estimatedl,tas low-income
countries, a total of 42 LDCs and 23 non-LDCs hahdfited from several
concessionary financing facilities, “a treatmentichh(...) seven ‘lower-middle-
income’ LDCs cannot necessarily expéttdespite their status.

All in all, there is a gap between internationgbsort measures (supposedly)
due to LDCs and the actual benefits that internatiodlevelopment partners grant to
these countries, with discrepancies mainly in tleéd fof development financing.
Inconsistencies between what has been pledged @sldnd what has actually been
implemented are also recognized in areas such aketmaccess and technical
assistance, which have not been put into practecdully, or as promptly, as
anticipated. Moreover, trade preferences grantedvidue of LDC status have

remained underutilized due to obstacles such agardhbarriers.
2. Small Developing States

2.1. An Attempt at Defining small States: The (Inevitab€) Relativity of Size

When measuring the size of countries, in order ébtemhine smallness
thresholds (i.e., to decide what exactly constdusesmall country), the existing
literature takes into account the following econorand geographic indicators: (i)
population size, (ii) GDP, (iii) geographical aremd (iv) the country’s terms of
trade. However, since dimension and size are, dogpito READ (2001), relative
concepts, no particular definition of small Statas ever been agreed upon. This is
also because the concept of size will greatly démenthe issues being considered.

Studies undertaken by the COMMONWEALTH SECRETARIAZO00)

have concluded that “no definition, whether it bspplation, geographical size or

21 UNCTAD (2002): 4
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GDP, is likely to be fully satisfactory®. As a matter of fact, “the dividing line
between small and large countries changes throudhsiory, as population grows,
and on the other hand, as the number of countniasges®.

As a result of the lack of a consensual definibbsmallness, random cut-off
points and less-than-rigid boundaries have beenloymeg by different authors
throughout the years, to differentiate between karal large staté For example,
the Commonwealth Secretariat recognizes the existerf a total of 45 small
State$’.

The truth of the matter is that small developingrdoes in general be they
micro State® (with a surface area no larger than 1,000 km&eoy small States —
do share a lot of the same smallness characterestid economic constraints.

Despite the lack of consensus regarding the deimaf small States and the
disagreements around the determination of smalltlesshold, it is commonly
accepted that many of the following characterisics present in most small States,
which explain their development challenges and endhilities: small population,
limited natural resources, small-sized internalkagrdeficient domestic capacities,
scarce domestic demand, limited production diviesdion, vulnerability, weak
institutional arrangements, remoteness and insylgnopensity to natural disasters,
openness, access to external capital, income ihstand poverty.

Indeed, most small States present several commamacieristics, the
understanding of which will facilitate the implentetion of development and
poverty reduction policies. It is, however, impottéo keep in mind that, despite the
above-mentioned commonalities, small States are eay vdiverse group.

Consequently, it would be difficult to develop aeesize-fits-all theory dedicated to

22 COMMONWEALTH (2000): 3

23 PEREIRA (2005): 8

24 For further details see PEREIRA (2005): 8 - 10

25 There are 12 small states in the Caribbean, 14st Asia and the Pacific, 12 in Africa, 2 in Soé#ia, 2 in the Middle East and 3 in Europe. Alstenthat in the
LDC list there are 15 small states (See Table dt. &fiLDCs, small States and SIDS).

26 See Table 2. Developing Micro States (13)
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these countries. In fact, experience shows thath'saall state is unique and needs
to address its development prospects in the confatg own cultural, historical and
social realities®”. For this reason, policy options will, necessarihave to be
customized to specific regional and country circtamse&®.

2.2. The Impact of Size on Economic Growth

It is commonly acknowledged that small countriepezience considerable
hurdles to economic growth, often enjoying lowendeun rates of economic
growth than larger countries, specifically becanistneir sizé°.

For example, on the above-mentioned LDC list, cosepoof a total of 50
countries, 16 are considered small States, repiagesround one third of the LDC
category (32%). For these countries, developmenstcaints may be more critical
than for LDCs with a larger land mass. In fact, Bi8tates’ economic structufés
adversely affected by their difficulty in achievisgfficient economies of scale in a
wide range of basic economic activiti&s”

In addition, thesmall size of the domestic marké¢he limited domestic
resource baseand thenarrow structure of domestic output, exports angoeik
marketsare all negative aspects that small economies tmgvercibly, deal witfi".
Hence, generally speaking, small size is considamedmpediment to economic
growth since it renders small states sub-optimakionomic terms.

According to READ (2001), the imperfect market aggmh provides the
theoretical framework that explains the economib-gptimality of small States,

notably the critical negative impacts adfiseconomies of scalandivisibilities

27 PEREIRA (2005): 6
28 COMMONWEALTH (2000): 5
29 READ (2001): 18

30 READ (2001): 13

31 READ (2001): 14-16

32 READ (2001): 13
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(namely in the provision of public serviceslack of both efficiency and
competitivenessand diseconomies of scop@hese are factors that greatly curtail
small States’ ability to undertake sound and rédiazonomic activities. As a result,
in small States it is common for a relatively largemportion of the economic
activities to be based in the public settor

Small States are also known to have a structurinsic openness to trade
This is because smaller economies tend to relyilyeam external trade and on
foreign investment in order to overcome their sdmhétations™. In fact, the “high
degree of trade intensity, necessary because of ¢hi#cal dependence on both
imports and exports, requires small states to enthat they are internationally
competitive” *°. For this reason, small States are known to be npoome to
maintaining growth-conducive, export-friendly padis than large economies,
reaping (with the implementation of these policEighificant gains from trade.

However, it is also true that small economies’ opss to trade, though a
strength, “cannot completely offset the adverseat$f of small size because of the
increased exposure to exogenous shd€kRelated to exogenous shocks is the fact
that small economies in general “have a limiteditgtio influence domestic prices,
a situation that combined with other factors (...3ules in a high exposure to
international economic condition¥” Additionally, small States’ growth rates tend
to be volatile, since these countries face a ratihigher external expostife

In fact, the “general view of the literature istthay potential advantagefor
small states conferred by their small s&ge greatly outweighedby their inherent

33 COMMONWEALTH (2000): 6
34 Idem, ibidem

35 READ (2001): 17

36 Idem, ibidem

37 PEREIRA (2005): 28

38 PEREIRA (2005): 21
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disadvantages. This suggests that small statdgkahe to experience challenges in
generating and sustaining economic growth relatvarger states®.

Evidence shows thatp be able to guarantee economic robustness, tlze si
of a country does matter. Smallness presents comstrwith inherent adverse
effects in terms of their economic performance and irdggn into the world
economy, imposed primarily by disadvantages reladdte size of the territory and,
consequently, low population density.

According to READ (2001), the viability of small éés was strongly
contested by a number of early studies, which arghat the economic challenges
these countries are forced to deal with — namedgainomies of scale — are so great
that their independence should not even be coreiddiowever, experience has
shown the exact opposite in many instances, withnarease in the number of
independent small States. Fortunately, this pessonriew “has not been borne out
by the continued survival and prosperity of an @asing number of small states in
the world economy*.

In reality, in spite of their small size, there averal cases of small States
that have achieved, quite successfully, continummh@mic growth and reasonably
high levels ofper capitaincome. This reality “is reflected in disproportately
fewer small states (...) being found in the World’'sankR lowest income
categories™.

Thus, it seems fair to infer that small size isnmymeans, an insurmountable
limitation on the economic growth of small coungti®e that as it may, it has to be
recognized that the economic sub-optimality of $r8&tes inhibits their scope for
output specialization and domestic policy auton&iiy is also important to keep in

mind that, statistically, there is no “significadtifference inper capitaincomes and

39 READ (2001): 17
40 READ (2001): 18
41 idem, ibidem
42 idem, ibidem
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in economic growth rates between large and smaliest indicating that other
factors have offset the inherent disadvantagesndlisstates’ remoteness, small
domestic markets, and public sector dominanceeif #tonomies®.

Social cohesion is also known to be a valuableasharistic of small States,
with important economic implications. This cohesican make possible and
encourage “the formation of social capital througleater communal interaction
leading to greater consensus in economic managemndrolicy-making™.

In addition, it is believed that, exactly becaudetheir small size, these
countries tend to be more receptive to change aock ritexible in their policy-
making, which facilitates, to a great extent, eanitogrowtt{>. On the other hand, it
is somewhat worrisome to find out that the proxyntietween decision-makers and
constituents, a result of the country's small s also stimulate “rent-seeking

behaviour based upon family ties or clientelidtn”
3. Small Island Developing States

3.1. Defining SIDS

Given their economic specificiti&sand the fact that these small and disperse
masses of land are many around the globe; it isadrat surprising to find out that
“there is no clear definition for what constitutas island-natiori*®.

Of the 50 LDCs, 15 are small States, 10 of whicghamsidered small island
developing States (SID®) thus representing 66% of small developing stites

43 COMMONWEALTH (2000): 6

44 READ (2001): 17-18

45 READ (2001): 18

46 ldem, ibidem

47 It is important to keep in mind that, since dmsland developing states (SIDS) are concurrestiyall developing states and island-nations, soméhef
characteristics highlighted in this section witievitably, overlap with the ones mentioned in thevipus section.

48 SCHMIDT (2005): A 607

49 See Table 1. List of LDCs, Small Developing Stated SIDS
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general’. It is, therefore, fair to state that SIDS araib-group of small developing
states.

The Alliance of Small Island States (AOSIS) — ath hoc lobbying and
negotiating group (created in 1990 at th¥ World Climate Conference) that
represents the interests of SIDS, be they LDCsaby within the UN system —
currently has, among members and observers, a mshipeof 43 countries and
territories (including non-self-governing islandspresenting 28% of the world’s
developing countries and 20% of UN the membershipis important to note that,
“AOSIS members include Belize, Guinea-Bissau, Gayamd Suriname, which are
all coastal — although not technically island —iera™?. In addition, Cuba, with a
population of 11.3 million, is also a member of ASS.

In addition to the AOSIS list of SIDS, which ENCORE (2004a) considers
a political list, there is areconomic listof SIDS (implicitly recognized by the UN
and composed of 48 SIDS, including several nong®lerning territories), an
institutional list of SIDS (46 SIDS identified by the UN Secretariat¢cluding
continental states and non-self-governing tere®riand theJNCTAD non-official
list of SIDS (composed of 29 SIDS, all self-governtig)

Notwithstanding the discrepancies in the definitadnSIDS and absence of
eligibility criteria to determine an internationalagreed SIDS list, it seems clear
that island-nations are uniquely threatened by a numbesf economic
shortcomings which oftentimes challenge their survival and epdndence. In
addition to all the drawbacks mentioned in sect@ above, regarding the
economic disadvantages of small States in gen8iBIS are forced to deal with

added constraints, given their insularity, remossnand (sometimes) difficult

50 Note that in the LDC list alone, being them smtdtas or not, 12 are SIDS, thus representing 24D6fs.

51 AOSIS’ website: www.sidsnet.org

52 SCHMIDT (2005): A 607

53 Idem, ibidem

54 See Table 3. Three Different Lists (Economic, Raitand Institutional) of SIDS and Table 4. UNCTADRnon-official) List of SIDS.
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accessibility. In fact, SIDS face the following straints® small siz&°, remoteness
and insularity, proneness to natural disaster, renmental fragility, high
dependence on foreign financing sources and sraplllption.

Remotenesss often translated into high (domestic and intéomal)
transportation costs, the lack of communicatiorrastifucture, and the difficult
access to information technolodywhich are factors that greatly reduce SIDS’
competitiveness and export returns. These factecsiacrease the costs of imports,
leading to considerable consumer losses. Thiststuaesults from the fact that
many island-nations are located at large distafroes the world’s major markets
and from research and development centers. Howéwee positive aspect of
remoteness is that some isolated small states dratitéiements to vast areas of the
ocean, through the designation of Exclusive Econcdfones®®.

Natural disaster propensity and environmental fliygi are particular
characteristics of SIDS, which are often threatdmgdloods, hurricanes, tsunamis,
typhoons, droughts, desertification and dangeranlsawmic activity. When these
natural phenomena strike small islands (as theylaeyg do), more often than not,
they result in “severe economic disruption througlffrastructure damage and
production and export loss&g”

As a result of “the catastrophic nature of many tbése disruptions,
considerable income and development opportunitiesregularly forgoné®. For
instance, the Indian Ocean tsunami that struck Meddin December 2004 resulted
(according to a joint assessment by the WB and\gi@n Development Bank) in the

loss of roughly 60% of its GOP. This was mainly due to the negative impact of the

55 PEREIRA (2005): 48

56 This aspect (the economic implications of smalksthat is) has been extensively considered iptaeious section. However, it is imperative tesg the fact that
the many economic disadvantages of small sizexaeegbated in the case of SIDS, due primarily &rtimsularity.

57 SCHMIDT (2005): A 608

58 http://wbin0018.worldbank.org/html/smallstates.(@tachmentweb)/MoreonWhatMakesSSDifferent/$FILE/dtmWhatMakesSSDifferent.pdf

59 COMMONWEALTH (2000): 11

60 Idem, ibidem

61 http://siteresources.worldbank.org/INTMALDIVES/Resces/mv-na-full-02-14-05.pdf
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event on the tourism sector, which compelled the tdNsuspend its earlier
recommendation to graduate Maldives from the LDegary.

Other problems SIDS have to deal with include thst fdeterioration of
agricultural land, the growing demand for non-reable resources, a high ratio of
coast line to land area, the prejudicial use ofstalaareas for tourism purposes,
excessive fishing activity and the shortage of rattesources, including drinking
water. Additionally, the rise in sea level — a direonsequence of global warming —
imposes serious threats to the very existence 83|

The high dependence of SIDS on foreign financing s@uiseanother
worrisome characteristic that merits close attentioespecially because
“development aid to island-nations decreased frdnigh of US$ 2.3 billion in 1995
to US$ 1.7 billion in 2005,

The effects of SIDSsmall populationinclude the existence of a relatively
small pool of skilled workers, a high populatiomdey (leading to a high demand
on resources), and a higher propensity to largksraigration (leading to massive
brain drain), which deprives these countries froomtimneeded human resources.

As a result of emigration, SIDS are also known ® the recipients of
considerable inflows of emigrants’ remittances. ifhas aspects benefiting SIDS
also include the following: a higher life expectarat birth, higher rates of literacy,

and political stability.

3.2. On the Concept of Vulnerability

Vulnerability has been defined as “the potential dtributes of any system,

human or natural, to respond adversely to ev&hes” in simpler terms, as “the risk

62 For more details on this issue, see Section 3Ethhasis on Environmental Vulnerability: The Thre&€limate Change
63 SCHMIDT (2005): A 608
64 UNEP, SOPAC (2005): 4
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of being negatively affected by shocf® These shocks, which can bedogenous
or exogenousn nature, have also been referred to as ‘negatnfereseen events’
and can result, essentially, from: €nvironmental phenomenaamely earthquakes,
prolonged droughts, hurricanes, tidal waves, logusisions, volcanic activity, etc.,
(i) economic distressesincontrollable by national authorities, such asapid
decline in the international price of a country’aimexport product, fluctuations in
interest rates on international capital marketsremtuced access to crégjt (iii)
political instability or (iv) social pressurescaused, for example, by an increase in
criminal activities, worsening of the public healklistem, deterioration of public
infrastructures, brain drain, among others.

It is important to note that, contrary to economard environmental shocks,
political and social instability are vulnerabilgiggenerated primarily by endogenous
factors.

According to recommendation from the CDP, thereushde a distinction
betweeneconomic vulnerabilityand ecological fragility (i.e., vulnerability of the
ecosystem), though ecological factors often exaterbconomic vulnerability. In
addition, “an important distinction should be mamtweenstructural vulnerability,
which results from factors that are relatively impeus to national policies, and the
vulnerability deriving from economic policy, whichsults from choices made in the
recent past, and is therefarenjunctural”®®

Small States are known to be particularly vulnezalbb exogenous,
unforeseen events and SIDS are even more so. thaewrding to ENCONTRE
(2004), “smallness is the most significant factbeconomic vulnerability, which is
based on the argument that permanent structurali¢egs are crippling factors of

economic vulnerability of no lesser importance thexternal shocks beyond

65 UNITED NATIONS (1999): 6
66 idem, ibidem

67 UNITED NATIONS (1999): 13
68 UNITED NATIONS (1999): 14
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control”. READ (2001) is also clear in pointing dhtat small States in general are
“more vulnerable to external economic, strategid amvironmental events over
which they have little, if any, contrdf

As a result, the “vulnerability hypothesis”, refrby READ (2001) asserts
that small States are subject to disproportionagelater instability than larger
states, possessing fewer resources to alleviatatimegshock®. For this reason,
there are higher costs and risks in attemptingempte growth and development in
small States in general, and in SIDS in particuMdrich can only be partially offset
by appropriate endogenous strateffies

In the case of SIDS, their vulnerability resultseasttially from structural
factors, given their isolation and higher-than-ager propensity to natural disasters,
worsened by their intrinsic income volatility, ré#ug from low diversification in
production and trade and high export dependenceorfling to data presented by
the CDP in 200324 of the 33 most vulnerable states are island-nat’?, which is
to say that 72% of the most vulnerable states #P&S.SIn addition, according to
ENCONTRE (2004), evidence collected by CDP has shdwat SIDS are
economically more vulnerabfethan non-SIDS developing countries by 17/5%

Thus, the CDP “has fully recognized that small ddea are economically
more vulnerable to external shocks than large dmeEsmuse their economies are
heavily dependent on external trade, are less slfied and suffer from
diseconomies of scale. In particular, most smdlnds and landlocked least
developed countries face a range of structural ibapd, such as high international

transportation costs and relative isolation fromjanavorld markets™. For this

69 READ (2001): 26

70 idem, ibidem

71 READ (2001): 26

72 ENCONTRE (2004): 80

73 Measured by the UN Economic Vulnerability indexeSection 3.2.1. Economic Vulnerability Index: Tiatgle and Considerations Regarding its Emergence
74 ENCONTRE (2004): 79

75 CDP (2004): 18
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reason, vulnerability management, especially in §iis considered a critical

element of any trustworthy sustainable developrpefity.

3.2.1. Economic Vulnerability Index

The economic vulnerability of poor and structurdilgndicapped countries
has been acknowledged since 1971, the same yeath#hd DC category was
established. However, it was not until the earl@d® that the idea of measuring
economic vulnerability, through the constructioraafindex, came to fruition.

In 1991, at the International Conference on Islasuad small States, held in
Malta, the need to construct a vulnerability indexhighlight the special problems
of small States, and the special treatment thegexurently deserve, was formally
recognized.

The following year, UNCTAD commissioned a study éxplore the
feasibility of constructing an Economic Vulneratyllindex (EVI), a subject that
was discussed during a meeting of experts on isteev@loping countries, held in
Geneva in July 1992.

In 1994, the outcome of the Global Conference or ®ustainable
Development of SIDS, namely the Barbados ProgranoheAction for the
Sustainable Development of SIDS, recognized the teadopt an EVI, “a tool that
was expected to demonstrate that SIDS were geymemalte vulnerable than other
countries”®. However, this Programme of Action “did not eladter on the
envisaged use of such an indicafar”

Three years later, faced with the prospect of begragluated from the LDC
category (and, hence, having to forego the spéaltment associated with that
status), Vanuatu (both an LDC and a SIDS) calletheaUN General Assembly, for

76 ENCONTRE (2004): 73
77 ENCONTRE (2004): 75
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the construction of a vulnerability index to be dises a criterion for identifying
LDCs'® Consequently, UN General Assembly resolution A2%Q of 18 December
1997 and ECOSOC resolution 1998/39 of 30 July 66 adopted, withholding
Vanuatu’'s graduation and requesting the CDP to sasdbe usefulness of
constructing such an ind€x This, in turn, led to the “introduction of thisiterion
in the methodology for reviewing the list of LDGS"with the CDP proposing, in
replacement of the Economic Diversification Ind€&D() (used since 1991), the
establishment of an EVI.

As a result, in 2000, the EVI developed by the Umitially integrating a
simple weighted average of five componé&hteas first developed by the CDP for
that year’s review of the list of LDCs. UNCTAD wasstrumental in persuading the
CDP and relevant intergovernmental bodies that #ermm of economic
vulnerability should be introduced in the methodpldor identifying LDCs.

The EVI evolved over the years. It now includesividbal indicators
relevant to: instability of agricultural producticimstability of exports of goods and
services, the share of the primary sector in GD&chandise export concentration,
population size, and the proportion of people @disptl by natural disasters.

In academic circles the “dominant methodology floe theasurement and
empirical analysis of vulnerability is based on (an)index, originally developed by
Briguglio”®, in 199583 This index, initially a weighted composite measof three
central causes of vulnerability, namely small sfgemprising 50% of the total
weight), insularity/remoteness and propensity turs disastef$, was intended to

take into account the particular problems facedsimall countries. This index has

78 See Section 1.1. The Establishment of the LDC Qageg

79 ENCONTRE (2004): 73

80 ENCONTRE (2004): 75-76

81 Namely, the instability of agricultural productiothe instability of exports of goods and servidéeg, share of manufacturing and modern serviceshDi® Gexport
concentration and population size.

82 READ (2001): 27

83 BRIGUGLIO, L. (1995), “Small Island Developing Statand their Economic Vulnerabilities.” World Deygent, 23(9), 1615-1632

84 Measured by openness to trade, the share of treinsysds in trade and the cost of natural disastespectively.
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evolved since then, incorporating components sush eaonomic openness,
dependence on a narrow range of exports, dependencstrategic imports,
peripherality, economic vulnerability and resiliefic

Briguglio’s initial approach has also been the badethe work first
developed, in 1998, by the Commonwealth Secretarieteating its own economic
vulnerability index, which includes the followingrables: income volatility, export
concentration, export dependence, the effect ofirahtdisasters and GDP to
measure resiliené®

In 2003, Briguglio, together with Galea, playedt ggain, the leading role in
another important development, constructing a \Valbiity Index Adjusted for
Resilience, “in which 50% of the weight is assignedhe vulnerability components
and 50% to the resilience component (usually @BPcapitaadjusted for PPP§”.

Contrary to Briguglio’'s and the Commonwealth Sesmat's economic
vulnerability indexes, the UN’s EVI was developedhathe purpose of identifying
LDCs and, therefore, cannot be “freely applied ID®8. For example, according
to the Commonwealth Secretariat’'s index, nearlySIDS are considered highly
vulnerable, while the UN index places islands sashFiji, Maldives, Barbados,
Jamaica and Mauritius among the 50 least vulneralee®. It is, therefore,
important for policymakers to keep these methodohkigissues in mind when
measuring the economic vulnerability of countrias,the application of different
indexes will, necessarily, generate different, antimes contradictory, outcomes.

The CDP is currently “considering how the notiorr@ioteness of countries

could be included in the economic vulnerability temion (...). Noting the

85 PEREIRA (2005): 45
86 READ (2001): 28
87 PEREIRA (2005): 46
88 PEREIRA (2005): 44
89 READ (2001): 28
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importance of e-readiness for development, the Citieenwill also reflect on

whether that factor might be taken into accotfht”

3.2.2. Environmental Vulnerability: The Threat of Climate Change

According to UNEP, SOPAC (2005), the environmentuisequivocally the
life support system for all human endeavotitsThus, although an unquestionable
global threat, climate change is a serious andngiatey catastrophic problem for
SIDS, given their inherent ecological fragility. rHeland-nations in particular, the
worrisome fact is that, due to global warming, “theerage global sea level rise has
increased 50% during the past 12 ye¥rdf this trend continues, in a worst-case
scenario, it is estimated that the lives of mothO0 million people, specifically
from island-nations and coastal communities, wdagdhegatively affected as these
countries would simply be irreversibly flood&dwhich would challenge their very
existence.

As a matter of fact, “recent human history contaramples of entire islands
rendered uninhabitable through environmental destm owing to external causes
(...)"%%. Therefore, “low-lying islands are especially eflable to the effects of
hurricanes and typhoons while global warming andiag sea-level will affect their
long-term habitability®.

In addition, research from the Massachusetts utstibf Technology (MIT)
indicates that “hurricanes in both the Atlantic &hatific Oceans have become 50%
stronger during the last 50 yeat$"which explains the reason why, lately, many

SIDS have been battered by storms of increasedifero

90 CDP (2004): 18-19

91 UNEP, SOPAC (2005): 2

92 SCHMIDT (2005): A608
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The truth is that, because of global warming, wea#gvents have become
considerably more intense, greatly worsening SNafherability to climate change
and seriously deteriorating the already fragileneroic situation of these countries.
This is especially true when we consider other equnences of global warming,
namely “changes in agriculture and food productioiodiversity loss, damage to
coastal reef (...), saltwater intrusion to coastalif@gs (making potable water
production more expensive), and increases in certhsease vectors due to
increased humidity”. In fact, “environmental factors are of particil@portance to
islands and archipelagos in that their unique estesns and bio-diversity are
highly sensitive to environmental encroachmefitsAdditionally, according to the
UN, it is known that during the 1990s, SIDS becanwre vulnerable mainly due to
climate change and sea level fise

Furthermore, SIDS also experience the exhaustiomaitiral resources,
namely minerals, forests, freshwater and fish #pekd oftentimes bear the costs
that result from the international community’s @@ to effectively and assertively
take action on climate charig®

Therefore, faced with the threat of all these niggagénvironmental shocks,
SIDS must, somehow, learn not only to adjust tmate change and overcome their
vulnerabilities (environmental and others), butstoat a faster speed than other
countries, which given their lack of resources doest constitute an easy task. In
fact, the Barbados Program of Action, adopted i®420recognizes that “the
difficulties they face in the pursuit of sustairabdevelopment are particularly

severe and comple¥™.
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In this context, it is also important to stresst ienen thougIlSIDS tend to be
the group of countries more seriously threatened blymate change northern
developed countries are to blame for the curreniremmental devastation. In
addition, the current state of harmful environmepigents indicates that the world
has in fact reached the end of a development aodoatic growth model based

exclusively on fossil fuel energy, first startedtwtihe industrial revolution.

3.2.3. Overcoming Vulnerability and Building Resilience

Resilience can be defined as a country’s abilitsegist damaging impacts or,
in other words, its ability to effectively cope fmonegative shocks or hazards.
Therefore, resilience is the ability to prevent tlegative effects of vulnerability.
Vulnerability and resilience are, therefore, theo tgides of the same coin: if a
country is highly vulnerable, it probably has loesitience, and vice-versa.

It is indeed recognized that small developing coastin general, and SIDS
in particular, are more vulnerable than other coest and therefore less resilient to
external shocks. Resilience can be inherent owureat when it results from what
can be referred to as deliberate coping policiestpgsely developed and
implemented to manage and overcome vulnerabilities.

In the case of SIDS, due to their small size andndru and natural
constraints, the capacity to absorb the effectthadardous events tends to be
extremely limited. For this reason, “the effectshaizards will be more pronounced

and cause greater damage in SIP%”

102 PEREIRA (2005): 64
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3.3. In Search of SIDS-Specific Special and Differential reatment

In multilateral circles, it is somewhat consensyalthough not always
explicit) that special and differential treatmestdassential for SIDS, given their
particular vulnerabilities and structural inabilityp, autonomously, overcome
negative shocks, build resilience and promote swabée development. Thus,
“islandness is generally appreciated by the intevnal community as an economic
disadvantage®® that deserves special attention.

According to ENCONTRE (2004), there is, therefdee)egitimate question
relating to the aim of promoting fair differentiati in the special treatment of
developing countries, with particular referencectmuntries with highly vulnerable
economies, such as SID&" ENCONTRE (2004) goes on, reminding that to some
advocates “of a more differentiated special treatnué SIDS, there ought to be a
measurement of island-specific handicaps if the b special consideration and
special treatment is to gain credibility, and ifpegpriate responses to these
handicaps are to be develop¥d”

The concept of economic vulnerability has not bemed (at least not
systematically by major bilateral and multilatedainors) as an operational criterion
to determine the eligibility for special treatm@mthe field of ODA concession or in
any other development area. In order to effectiedtablish a link between special
problems and adequate responses, and achieve $sogosvard appropriate
international support measures, “a prerequisitethat the beneficiaries be
systematically defined, on the basis of critefi&- which is not currently the case,

given the lack of an internationally agreed deiomitof SIDS.

103 ENCONTRE (2004a): 92
104 ENCONTRE (2004): 74
105 idem, ibidem

106 ENCONTRE (2004a): 91
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Within the multilateral trading system, small WT@Gmber states have made
efforts to gain special concessions on grounds mélleess and vulnerability.
However, the acknowledgment of these constraintd ah the special and
differential treatment they should trigger withihet framework of international
cooperation, “has not been supported by any sggmti move to define or measure,
through criteria or threshold, who is vulnerabféin the WTO.

In the UN the concept of vulnerability has beemtieely well accounted for.
In fact, the UN is the only international organiaat “that made vulnerability an
operational criterion with direct implications ftre treatment of relevant countries
(through the methodology for determining the listL®Cs)"*°® which is certainly
beneficial for SIDS that are concurrently LDCs, cginthis recognition will,
theoretically, prompt the concession of severarimational benefits.

However, for SIDS that are not LDCs, the recognitiof development
constraints imposed by their islandness will hattke leffect on how they are treated
by the international community, since their SIDShdition alone will guarantee
little special support. In short, poor SIDS benéfttm differential treatment only
because of their LDC status, not as SIpE3 se The special handicaps of non-
LDC SIDS are still not adequately addressed or ascted for, at least not
explicitly in terms of support from the internatedrcommunity.

SIDS have been supported by international partmessentially through
“North-South arrangements such as those maintaiyethe European Union to
benefit ACP countries, or by the United States @&volur of specific regions
involving island States (e.g. through the CaribbBasin Initiative)*°°. Apart from
the World Bank’s small island exceptidhand the EU-ACP Agreemént (which

107 ENCONTRE (2004): 74

108 idem, ibidem

109 ENCONTRE (2004a): 92

110 This exception reflects the recognition, by Werld Bank, that SIDS typically have to deal whigher transportation costs, fewer opportunitieptosue
economies of scale and severe human capital cortsti@ecause of their small size and small poparati Thus, the small island economy exception gerthe

provision of IDA resources to small island econanmigith per capitaincome above the operational cut-off for IDA eliidjty.
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envisages special treatment for ACP countries dnatSIDS), not much has been
done to convert “the recognition of SIDS-specifssues into (...) SIDS-specific
concessions, although this specificity has beeoeated and sought by SID'$*

In short, the lack of an internationally agreedfliaidon of the SIDS category
has been the most fundamental reason for whichtdearnhat claimed to fall in that
category were not able to gain special treatment gsounds of ‘small

islandness’®*3,

3.4. The “Island Paradox”

The “Island Paradox” lies in the fact that des@t®S’ many handicaps and
vulnerabilities — namely remoteness and insulamyyironmental fragility, high
dependence on foreign financing sources, lack adrahresources and economic
constraints resulting from their small size — wkkempared to other countries, SIDS
tend to do relatively well in terms of economic gtb performance, measured by
per capitaGDP.

In fact, “SIDS often appear relatively prosperous the basis of theer
capita income criterion (...). However, they are generadynong the most
economically handicapped and vulnerable countaesl for this reason, they are
often among those least prepared to face the ingfagaduation (...)"**

This is to say that, SIDS’ economic performance banmisleading in the
sense that it ‘covers up’ some permanent structuaaldicaps that can seriously
hamper development in these countries. Thereforesystem of special and

differential treatment based exclusively on incandicators may not be appropriate

111 The Cotonou Agreement allows the implementatiospafcific measures benefiting landlocked and iska@& countries.
112 ENCONTRE (2004a): 92

113 idem, ibidem

114 UNCTAD (2002a): 9
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for SIDS, because, it will not account for the stanal developmental impediments
imposed by insularity, and therefore will not capt$IDS’ real needs.

The truth is that the relative prosperity of seV&HDS is, for the most part,
explained by the growth of tourism and the incremseemittance inflows that,
nonetheless, do not reduce their economic vulni@sabior induce significant
structural progress in these counttiés

The “Island Paradox” tends to blind the internagionlonor community,
which sees the relatively high income level of SIB& moves its attention from
SIDS to other countries with lower income, thougbt nrmore structurally
handicapped. Overall, the “Island Paradox” refledise limitations and
imperfections of the current special and differaintireatment of developing
countries by the international community, demonstgathat it is “insufficiently
‘differential’ in its attempt to deal with the spgc problems of vulnerable

economies®™®.

4. Other Special Situations: Landlocked, Mountain, PosConflict
Countries and Low-Income Countries Under Stress

Aside from the LDCs, small developing States anBDSlthere are other
countries in special situations. In this sectior will briefly mention four other
examples, namely, landlocked developing countrig¢Cs), mountain countries,
post-conflict countries and low-income countrieslemstress (LICUS).

RegardingLLDCs'"’, it is important to recognize that “the lack ofrierial
access to the sea, aggravated by remoteness frold markets, and prohibitive

transit costs (...) continue to impose serious cairtds on export earnings, private

115 ENCONTRE (2004): 95

116 UNCTAD (2002a): 9

117 Afghanistan*, Armenia, Azerbaijan, Bhutan*,IBi@, Botswana, Burkina Faso*, Burundi*, Centrafridan Republic*, Chad*, Ethiopia*, Kazakhstan, l§yzstan,
Lao People’s Democratic Republic*, Lesotho*, Malawiali*, Republic of Moldova, Mongolia, Nepal*, Mer*, Paraguay, Rwanda*, Swaziland, Tajikistan, The

Former Yugoslav Republic of Macedonia, Turkmenistaganda*, Uzbekistan, Zambia*, Zimbabwe (* Also CB)
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capital inflow and domestic resource mobilization.)(and therefore adversely

affect their overall growth and socio-economic depment™'®

Thus, being
landlocked imposes significant economic burdenghese countries, which, in turn,
contribute to increased poverty and adverse effatidevelopment.

Despite technological improvements in transportpds continue to face
structural challenges that greatly inhibit theicess to world marketsS. As a result,
these countries “often lag behind their maritiméghbkours in overall development
and external tradé® since higher transport costs substantially cardte
competitive edge of LLDCs. According to UNCTAD, LIKI3 spend, on average,
nearly two times more of their export earnings tloe payment of transport and
insurance services than other developing countaesl three times more than
developed countrié$.

Among developing countries, LLDCs present somehaf poorest growth
rates and “are heavily dependent on a very limitgchber of commodities for their
exports. As a matter of fact, of 31 LLDCs 16 amesslfied as least developétf”

The Almaty Programme of Action, agreed upon by ihé&rnational
community in 2003, sets priorities that, if implamed, are expected to reduce the
costs faced by LLDCs (primarily due to their gequriaal condition) and help them
achieve sustainable development. It representsdghemitment of the international
community to address the special needs of LLDCs.

Mountain developing countri& constitute another important group,
representing 26% of the Earth’s land and housirig b2 the world’s populatiori*

118 UNITED NATIONS (2006): 2

119 G77 & CHINA (2004): 1

120 idem, ibidem

121 idem, ibidem

122 idem, ibidem

123 Afghanistan, Algeria, Altai Republic of the Russiaederation, Andorra, Argentina, Armenia, AustBautan, Bolivia, Cameroon, Colombia, Democratic &#ic
of Congo, Cuba, Ecuador, Ethiopia, France, Geof@lmna, Guatemala, Guinea, Indonesia, Iran, If#yaica, Jordan, Kenya, Kyrgyzstan, Lesotho, Léddtein,

Mexico, Monaco, Nepal, Pakistan, Peru, Romaniabi&eSlovakia, Slovenia, Spain, Sri Lanka, Swiaed, The former Yugoslav Republic of Macedonia, iian
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In addition, this group is also the source of freglter for almost half of humankind
and important reserves of biodiversity, food, ftsemd mineral$®, which are being
degraded due to “unsustainable agricultural prasti@and (...) inappropriate
development™®.

However, despite their economic potential (in tewhsvater resources and
tourism), “most mountain regions are politicallydaeconomically marginalized and
(...) mountain populations are at a clear disadvantag comparison with other
regions™?’. According to the UNITED NATIONS (2004), “one haif the world’s
approximately 700 million mountain inhabitants andnerable to food shortages
and chronic malnutrition. Mountain people (...) suffmore than others from
unequal distribution of assets and from conffi&t”

International recognition of the development camsts dealt with by
mountain countries (namely, high vulnerabilitysfitook place at the Earth Summit,
held in Rio de Janeiro, in 1992. In 2002, the MaimPartnershis® was launched
at the World Summit on Sustainable Development (B$S%eld in Johannesburg.
In 2003, the First Global Meeting of the Mountaexthership took place in Merano,
Italy. In 2004, at the Second Global Meeting of Meuntain Partnership, in Peru,
the Cusco Plan of Action was adopted, aimed at, ngmothers, providing a
framework for effective collaboration in promotingustainable mountain

development.

Turkey, Uganda, Ukraine, Venezuela. Note that sofrthese mountain countries (all members of the Main Partnership) are simultaneously LDCs, SID8/@n
LLDCs.

124 UNITED NATIONS (2004): 2

125 idem, ibidem

126 idem, ibidem

127 MOUNTAIN PARTNERSHIP (2002): 1

128 UNITED NATIONS (2004): 2

129 An alliance, whose members include mountain coestintergovernmental organizations and other ngrjoups, with the goal of achieving sustainable ntan
development. With this purpose in mind, the Moumf@artnership addresses the opportunities andecigegs of mountain regions, in order to stimulaigaiives that

will improve quality of life in the mountain regien
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In the case opost-conflict countri€s®, promoting sustainable development is
indeed a serious challenge given the particulardfewvar-torn societies, where long-
term situations of political instability obstrudtet regular operation of economic
structures. According to COLLIER (2004), “unles< timcidence of civil war is
sharply reduced by international efforts a substhgtoup of the poorest countries
are likely to be stuck in a ‘conflict trap’ — a dgof war and economic decling®.

However, it is important to keep in mind that degpghent policies in post-
conflict countries need to be adapted to partic@iacumstances, which differ
significantly among post-conflict countries. In #duh, development promotion
policies, suitable to these countries, differ “froéinose appropriate for equally poor
countries that are not post-conflitt

Thus, “service in the reconstruction of East Tinrmay have only limited
applicability to the reconstruction of Afghanistaf"— two LDCs that also happen
to be post-conflict countries. The internationaitnoounity through the UN Peace
Building Commission launched in October 2006, isny to “introduce a greater
degree of standardization into post-conflict inesTttons while differentiating them
from other situations in which the state is (...)lifag™ *3*.

Low-Income countries under stress (LICUSa category created in 2002 by
the World Bank (WB), in an attempt to improve aifkeetiveness in these fragile
countries — gathers countries characterized byy“werak policies, institutions, and
governance*®>. The WB Task Force on LICUS stressed the fact ‘thiat does not
work well in these environments because governmdst& the capacity or

136

inclination to use finance effectively for povenmgduction™. It recognizes that

130 Note that post-conflict countries may accumulate tlondition with other statuses: LDC (e.g. Afghstan, Angola, Sierra Leone, Timor Leste), SIDS.(klaiti,
Timor Leste), LLDC (e.g. Chad, Ethiopia, Rwandajr@untain countries (e.g. Afghanistan, Democragpblic of Congo).

131 COLLIER (2004): 1

132 COLLIER (2006): 1

133 idem, ibidem

134 idem, ibidem

135 WORLD BANK (2002): iii

136 WORLD BANK (2002): 1
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neglecting such countries will, most likely, pere poverty and lead to their
collapse, with undesirable regional and global egngnces. The fact is that their
fragility does not allow them to adequately absaddvelopment assistance. In
addition, because of “their exceptionally challemgienvironments and (...) poor
performance, they often are also in danger of éWfely being abandoned by the
international community, to the great detrimenthbot their suffering populations

and the wider world, which cannot afford a prokféon of failed states®’.

Chapter | in a Nutshell:

The establishment of the LDC category was an atteémpgystematize aid concession to
poor countries with a common set of developmenblpms. Around it a number of
development support instruments have been creabedd at helping LDCs overcome (or
at least alleviate) structural handicaps. For sommall developing states and SIDS,
handicaps are of a permanent nature (i.e., the bBras$ of the territory, insularity,
remoteness, etc.), rending them economically vabier Moreover, today, these countries,
particularly SIDS, face increased environmental ldreges that endanger their very
existence, which should justify international suppmeasures purposely aimed at
minimizing island-specific vulnerabilities. Withettsame logic — i.e., systematization of
international support targeted at countries witimgar characteristics — other groups of
countries have been singled out,, namely LLDCs, ntadmu countries, post-conflict

countries and LICUS.

137
http://web.worldbank.org/WBSITE/EXTERNAL/PROJECTSRATEGIES/EXTLICUS/0,,contentMDK:20288808~menuPK233 3~pagePK:64171531~piPK:64171
507~theSitePK:511778,00.html (04/04/07)
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CHAPTER I

THE QUESTION OF GRADUATION

As previously stated, membership on the LDC likived countries to benefit
from special international support measures in agesp to their special
disadvantages. The ultimate purpose of LDCs anid tlezelopment partners is to
make graduation from LDC status possible.

Sections 1 and 2 of this chapter introduce thend&fn of graduation, in this
particular context, and the three graduation cateendorsed by the UN and
considered trustworthy indicators of the structpralgress (or drawback) undergone
by LDCs. Section 3 raises some questions regattimgoundness and reliability of
the current graduation rule, which is often regdrdes somewhat remote from
reality.

In section 4, the World Bank’s definition of Middlecome Countries
(MICs) is presented, along with the main geograpte@mographic and economic
characteristics of these developing countries. Ifinsection 5 presents the case of
Botswana, the only country to ever graduate fronCLbatus.

1. Graduation from LDC Status

Graduation implies the loss of LDC-related advaesagnd special treatment,
once the progress in the socio-economic performafce country starts to set it
apart from other LDCs. Graduation criteria are nidied to reflect “the country’s

success in its development and its ability to adahia favourable transformation of
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its economy**® which is “attributable to a mix of sound domespiclicies and
propitious external condition&®.

Thus, in 1990, the ™ UN Conference on the Least Developed Countries
recognized, for the first time, the importance dbwing the LDC list evolve,
permitting the addition of countries and the grasumaof LDCs that demonstrate
“sufficient socio-economic progress to be able twspe such progress in a less
externally dependent mann&¥® The possibility of graduation from LDC status was
first raised in 1991, the year of the first majevision of the criteria for determining
the LDC list*".

According to ECOSOC and UN General Assembly deditbens, to become
eligible for graduationa country must meet the thresholds for two of thed
criteria*% to qualify for graduation,it must do so in two consecutive triennial
reviews™*3

An LDC will graduate six years after the CDP hasognized, for the first
time, that the country met the criteria for gradwat and three years after the
subsequent CDP triennial review, in which, becauset the criteria for the second
consecutive time, it is found to qualify for gratdoa'**. During the 6-year period
preceding effective graduation, (i) UNCTAD is exfeetto prepare a vulnerability

profile'*®

of the relevant country (in the period betweegibiiity and qualification
for graduation), and (ii) the graduating countryy close cooperation with

international partners, is expected to developtlia 3-year period immediately

138 CDP (2004): 20

139 idem, ibidem

140 UNCTAD (2002): 1

141 idem, ibidem

142 See Section 2. The Three Graduation Criteria

143 CDP (2004): 18

144 See Figure 1. Graduation Timeframe

145 In certain cases these profiles can help thE Giderstand that an immediate graduation can teengountry in its development process, since ghinnot be

structurally prepared to pursue socio-economic gsgywithout the concessionary treatment assoawthdts LDC status.
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before effective graduation) a transition strategyned at ensuring a smooth
transition procesé®.

There are two transition periods identified by @i2P: (i) thepre-graduation
transition period so called because it “refers to the three-yeaimog@ebetween a
triennial review of the list that finds a countryigéble for graduation and the
subsequent triennial review when its qualificationgraduation is confirmed by the
Committee®*’ and the (ii) thepost-graduation transition perigdvhich takes effect
“when the General Assembly endorses a recommemdaterde by the Economic
and Social Council to graduate a country from tlst, lon the basis of the
Committee’s finding that it qualifies for graduatid*®.

Regarding post-graduation transition, it is recomdssl that country-specific
smooth transition strategies be devised (by thdugting country and international
partners), in order to “ensure that the graduatadchity continues to build on the
progress achieved thus fd> Thus, “the primary aim of a smooth transition
strategy (...) relates to post-graduation support smess provided by the
international community on the graduated courtd”In reality, being able to
guarantee a smooth transition to an ex-LDC is gdlyervery important, as
graduating countries are likely to remain dependesnt international support™.

The CDP is also expected to continue monitoringdéeelopment progress of
graduated countries, with the support of otherviate entities, and to report the

countries’ advances and/or shortcomings to the BDGS.

146 CDP (2005): 2
147 CDP (2004): 19
148 idem, ibidem
149 idem, ibidem
150 idem, ibidem
151 CDP (2004): 20
152 CDP (2005): 2
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2. The Three Graduation Criteria

The graduation rule is conceptually similar to tlwe for admitting new
countries on the LDC li§t Hence, to qualify for graduation, a country mirstwo
consecutive triennial reviews, meet thresholdsatdeast two of the following three
criteria: (i) per capitaincome level, measured Iper capitagross national income
(GND); (ii) human capital development, measured tbg Human Assets Index
(HAI); and (iii) economic vulnerability, measured lthe Economic Vulnerability
Index (EVI). To be added to the LDC list, or toltflaack’ into it, thresholds must be
met for all three criteria”.

Moreover, a graduating country is not only expedtedxceed the thresholds
under which LDCs are admitted into the category, iBuexpected to do so by
relevant margins: 20% fquer capitaGNI and 10% for HAI and EV°. These are
considered ways of ensuring that indisputable &irat progress has taken place in
the country.

2.1. Per Capita Income

The per capitaincome level criterion is measured throyggr capitaGNI.
While for inclusion on the LDC list thper capitaGNI threshold is set at less than
US$ 750, a country is considered for graduation nelrer it presents a 3-year
averageper capitaGNI of US$ 900 or higher, according to a decisioade by the
CDP in its 2003 triennial review of the LDC (it

In potential graduation cases, it is also importanpay attention to the role

played by emigrants’ remittances, external aid atiter types of international

153 UNCTAD (2002): 2

154 See Chapter 1, Section 1.1. The Establishmeneof BC Category
155 ENCONTRE (2004): 84

156 CDP (2003): 42
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financial transfers, with regard to their impact @hNI and on domestic productive
capacity®’, because these factors may ‘disguise’ the countrgal per capita
income, in the sense that, although economic imglisamay be positive, structural
improvements may not have occurred. This is to #Hagt good economic
performance may actually be influenced by elemsoth as remittances and aid,

and not by positive structural changes in prodecti&pacities, for example.

2.2.  Human Capital

Human capital is measured through the Human Assdxi (HAI), which
includes four equally-weighted indicatorsitrition, measured by (i) the percentage
of the population that is malnourishdwalth measured by (ii) the under-five child
mortality raté®® and education measured by (iii) the gross secondary school
enroliment ratio and (iv) the adult literacy rate

According to the CDP, for a country to be considefar inclusion on the
LDC list, its HAI score must be 55 or under, whitmnversely, the threshold for

graduation under this index is set at%1

2.3. Economic Vulnerability

Economic vulnerability, i.e., the relative risk ® country's development
posed by exogenous shocks, reflects the structwdakerability of LDCs and is
measured by an average of six indicators: (i) bt of agricultural production;

(i) instability of export earnings; (iii) the ecomic importance of primary activities

157 UNCTAD (2002): 2

158 Regarding the health indicator, it is importanstate that, for certain graduation cases, otheltthealicators could be considered to complemeatuhder-five
child mortality rate indicator. As suggested by @@P, this is particularly relevant to countriesam HIV/AIDS has significantly reduced life expeuts.

159 CDP (2003): 43-44

160 CDP (2003): 45
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in GDP; (iv) merchandise export concentration; population size; and (vi) the
proportion of people displaced by natural disasters

Under this index, a country with an EVI score of @8higher is considered
economically vulnerable, while for graduation, ¥l score will need to be 34 or

smaller®®

3. Challenging LDC Exit Guidelines

The controversy around the question of graduaiish &rose when Vanuatu,
in 1997, and Maldive$? in 2000 — both SIDS — objected to the recommeéaondy
CDP that they be graduated from the LDC catefdryThough they were
considered technically eligible for graduation .(itheoretically ready to ‘stand’ on
their own), these countries did not feel prepacesubsist without adequate external
support, given their structural vulnerabilities. Asresult, the ECOSOC refrained
from endorsing CDP’s recommendation.

Since 2002, several voices have advocated a redbdrthe graduation rule
whereby not only two but all three graduation ci@e@ught to be met for an LDC to
be deemed able to exit the LDC category, so thatoomtry with a poor score under
any criterion is found eligible for graduatiGh

With the exception of Botswar® all countries found eligible for
graduation from LDC status have been SIF§ all with a high economic
vulnerability —which points to the flaws revealed by the “Islandafadox™®’. In

addition, with the exception of Tuvalu, all case$ possible graduation from LDC

161 CDP (2003): 47

162 In 1997, Maldives became the only country to exsrehmet the three graduation criteria. Yet, in 266llowing the introduction of the EVI (in substiton of the
EDI, used in the 1997 triennial review of the LO&Y), the vulnerability of Maldives was more clgarévealed, deeming it unable to meet the econeuiiverability
graduation criterion. It did, however, meet theesttwo criteria that year.

163 UNCTAD (2002): 1

164 UNCTAD (2004): 105

165 See Section 5. Botswana: The Only Graduation ExamepDate

166 Vanuatu, Tuvalu, Kiribati, Maldives, Cape Verde &amoa.

167 See Part |, Chapter 1, Section 3.4. The “Islancéac’
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status are middle-income countries from the Worldifik’s standpoint®® The fact

is that, for SIDS in particular, the EVI criterigwhich has actually never been met
by SIDS in CDP graduation assessments) is very litapbsince their survival is
greatly dependent on the indicators incorporatedigindex.

In dealing with potential graduation cases, sonlewe that “a growing issue
seems to be the question of the importance thaitdogoe given to the vulnerability
criterion. While some take the view that vulnerépilis neither less nor more
important than the other criteria (...), others arthsg economic vulnerability ought
to be regarded as a paramount criterion, and thnat ghould have operational
implications for the graduation rufé®,

Hence, questions have been raised regarding thebitiey of the current
graduation rule, often regarded as remote fromtyeaiven that the vulnerability
criterion — so crucial in appraising the real neefdisland-countries — does not seem

to be given sufficient weight.

4. The Numbers Behind Middle-income Countries

According to the WB, the group of middle-income cwoies (MICs) is
composed of countries whog®r capitaincome is between US$ 906 and US$
11,118 Thus, as of July 2007, the WB reported the emisteof a total of 96 such
countries, representing about 71% of developingt@s '* in general.

The MIC group can be further divided into two sudagps: lower-middle-

income economiggencompassing 55 countries whqee capitaincome is between

168 See Table 5: Lower and Upper-Middle-income Econsr(@é)

169 ENCONTRE (2004): 74

170 www.worldbank.org (July 2007) It is important tadfy that these are not constant values since dheyalculated using the World Bank Atlas methvaich uses
the Atlas conversion factor, i.e., the average opantry’s exchange rate for a given year andxtchange rates for the two preceding years, adjUstethe difference
between the rate of inflation in the country anattih the Euro Zone, Japan, the United Kingdom, thedJnited States (representing internationahtidh).

171 Here we include all low and middle-income countreecording to the World Bank classification, totgl149 countries.
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US$ 906 and US$ 3,595) amgbper-middle-income economiés group composed
of 41 countries witlper capitaincome between US$ 3,596 and US$ 11,1%5)

Like LDCs, in the UN, MICs are also included in tteveloping countries
category. They are still not developed economiegestheir income level inhibits
them from exercising the economic independencagf-income countries. In fact,
according to the WB, around 40% of the world’s pldee in MICs' "2

Therefore, “MICs are distributed across the wrafl¢he developing world,
although most of them can be found in two regidrstin America (32%) and
Europe and Central Asia (25%); to those regionsare add, with lower numbers,
East Asia (16%) and North Africa and Middle Eash%d) (...) The percentages
found in Sub-Saharan Africa and Southern Asia alatively small: 10% and 2%
respectively (...)*"*

In addition, the region with the largest proport@inMICs “is, by far, Latin
America: 79% of this region’s countries are parthi$ income group”>, followed
by North Africa and Middle East (with 67% of MICd$ast Asia (with 43%) and
Europe and Central Asia (with 42%%)

Other relevant aspects concerning the geographdiatribution and
demographic weight of MICs, and their contributionthe world economy, include
the following"’":

. In Latin America and Sub-Saharan Africa there Isalanced distribution of
the lower-middle and upper-middle-income sub-groups

. More than 2/3 of MICs in East Asia, North AfricacaMiddle East, and
Europe and Central Asia belong to the lower-middsme sub-group. In

South Asia all MICs belong to the lower-middle-ino® sub-group.

172 See Table 5: Lower and Upper-Middle-income Econsrn(@é)

173 See Table 6. Middle-income Countries at a Glance

174 INSTITUTO COMPLUTENSE DE ESTUDIOS INTERNACIONALESQ06): 14
175 idem, ibidem

176 INSTITUTO COMPLUTENSE DE ESTUDIOS INTERNACIONALE20(Q06): 14
177 INSTITUTO COMPLUTENSE DE ESTUDIOS INTERNACIONALES0Q06): 15-18
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Out of the 109 countries found in the tropics, 85.8%) are MICs.

Nearly 85% of MICs have sea access, “a higher pgage than the world’s
average (79%) and very close to that of high incomentries (89%)*®. In
addition, 23 out of the 98 MICs are islands or grelagos (roughly 23%).
There’s a high disparity of country size among MI@re is a large group
of small countries, with fewer than 2 million inhtamts, while five countries
surpass 100 million inhabitants (one of them isn@hiwith roughly 1.3
billion people; the other four are Mexico, Rus8aazil and Indonesia).

Just about half of the world’s population lives MICs. However, it is
important to highlight the fact that the demographeight of China (roughly
20% of the world’s population) is decisive in explag this high percentage.
Within MICs, lower-middle-income countries are momepresentative in
terms of demographic weight (roughly 42% of the ld/artotal); while the
demographic weight of upper-middle-income countisesonsiderably lower
(about 5%). Again, China’s demographic weight ex@ahis asymmetry.
MICs contribute with about 35% to the world’s GD PPP). Of this
percentage, lower-middle-income countries contgbwith 28% and upper-
middle-income countries with 7%.

The MIC group is responsible for more than 31% ofld/trade. In addition,
according to 2003 WB figures, nearly 24% of ForelDmect Investment
(FDI) is directed to these countries, as well a%4& bilateral ODA and
about 58% of emigrants’ remittances.

Important conclusions can be drawn from thesefigates, namely that the

percentage of remittances directed at MICs illuesgdahe high emigration rates of

these countries. Moreover, the considerable ODA&ived by MICs (even though

donors are ‘pushed’ to exclusively focus their ad the poorest countries,

178 INSTITUTO COMPLUTENSE DE ESTUDIOS INTERNACIONALES006): 15
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especially in Sub-Saharan Africa) shows that, ir theld of international
cooperation, the MIC group has not lost its releearFinally, the significance of
MICs in world trade and FDI gives the idea that tang them are some of the most
promising and dynamic markets of the developingldidf®.

Nevertheless, one should keep in mind that “tlablepms and development

challenges faced by the MICs vary enormously, atahe-size-fits-all’ approach is

unworkable®®°,
5. Botswana: The Only Historical Example of Graduation from LDC
Status

Botswana — a small, landlocked, diamond-ittSouthern African country,
independent since 1966 and democratic since'thenis the only country to have
effectively graduated from the LDC list, after bgiconsidered apt to do so in 1994.

Today, Botswana is a successful upper-middle-incooumtry (according to
the WB'®%, with a per capita GDP of US$ 10.758* — which represents an
impressive growth, considering that, in the ev@ofswana’s independence, fisr
capita GNP was around US$ 50 and aid from Great Britiésncolonizing country,
represented almost 60% of the country’s developntemtget®>. As part of “a
region where the average country has been eitt@epthan at independence or/and
in socio-economic crisis, Botswana stands out &sadrthe few countries in Africa

with both an impressive sustainable developmentpartitical stability records. The

179 INSTITUTO COMPLUTENSE DE ESTUDIOS INTERNACIONALESQ06): 18

180 FALLON et al. (2001): 18

181 According to RAPOSO (2007), Botswana is the warhbiggest diamond producer, responsible for 35#@fvorld’s diamond production.
182 Along with the Mauritius, Botswana is the only Afain country to have opted for a democratic systapests independence.

183 See Table 5: Lower and Upper-Middle-income Econsn(@s)

184 OECD (2006): 137

185 BRAUTIGAM, (2000): 51
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country is also the region’s longest democracy wibod governance/state
management recortf®,

Botswana (oftentimes referred to as ‘Africa’s Seitand™®") has been, over
the last 25 years, “one of the fastest-growing t@es in the world**®, mostly due
to its “enviable record of (...) economic achievemé&fit The country has “gone
from being one of the poorest, most aid dependeunntries to a middle-income
country no longer in need of significant amountseafernal assistance (..'§".
Moreover, for several years in a row, Botswana Ib@sn rated the least corrupt
country in Africa by Transparency Internationalttwthe highest sovereign credit
rating on the contineft"

However, Botswana is currently coping with consatde, and possibly
growth-hampering, development challenges imposedpbyerty (30% of the
population lives with less than US$ 1 a d&y)high unemployment (currently
around 23%)° high social inequality (with a Gini index of % the country
presents one of the world’s highest inequality ssprand high HIV/AIDS
prevalence rate (38¥% of the population, representing one of the higliestction
rates in the world). The economy remains highlyeshelent on mining activities
(namely diamond exports and a few other minét3Jswhich account for about 35%
of GDP*’, 90% of export earnings and over 45% of governmewenué®,

186 MAIPOSE, G. S. and Matsheka, T. C. (?): 1
187 RAPOSO (2007): 1

188 OECD (2006): 139

189 idem, ibidem

190 COMMISSION FOR AFRICA (2005): 365
191 OECD (2006): 139

192 RAPOSO (2007): 1

193 idem, ibidem

194 UNDP (2006)

195 RAPOSO (2007): 2

196 See Figure 2. Botswana: 2004 GDP by Sector
197 RAPOSO (2007): 1

198 OECD (2006): 140
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Diamond exports alone account for around 80% ddl tekport earninds®, even
though this industry only employs about 2% of forsector employeé?®.

Economic growth has slowed to 3.9% in 2005/06, f&i#6 in 2004/05 and
around 8% in 200%*, contrasting with the 1980-1990 period when thentoy
recorded yearly economic growth rates of around 0%

Yet, “Botswana stands out (...) as a country that erase very poor, but that
has managed its aid and its natural resources evebling it to graduate from most
aid programs®3 In fact, in an attempt to efficiently respond development
challenges (and, in the process, deal with thedieompetition from South Africa),
the Government has put into practice a strong nakidevelopment plan, entitled
Vision 2016 Plan — a macroeconomic policy papet thas forth broad goals for
economic growth and poverty reduction, through itm@lementation of reforms
aimed at diversifying production and exports aweynf diamonds. The"™9Plan
(NDP9), covering the period 2003-2009, “continu@s stress macroeconomic
stability and financial discipline as necessarydittons for long-term growth and
poverty reductior®®. The implementation of NDP9 is expected to inceeas
economic diversification, reduce dependence on ainl® and foster employment in
labor-intensive industries, in a clear effort tokle unemployment.

ODA has played a fundamental role in promoting ecoic growth and
development, especially during the period immedjaaéter independence and, to a
lesser degree, before graduaffdnit has been recognized that “high levels of aid
can work well to help a country graduate from aépehdence®®. Botswana “began

receiving aid during a period when (...) governingtitutions were weak, and (...)

199 OECD (2006): 143

200 COMMISSION FOR AFRICA (2005): 366

201 See Figure 3. Botswana: Real GDP Growth and PeitaC@DP (1997 — 2007)
202 RAPOSO (2007):1

203 BRAUTIGAM (2000): 51

204 OECD (2006): 142

205 See Figure 4. Aid and GDP Per Capita in Botswana

206 BRAUTIGAM (2000): 52
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used aid to build centralized, insulated governmastitutions that then became
critical for managing the aid relationship¥” It “relied on centralized strategic
planning, combined with market-based growth stia&stf® and good governance.
The Government now relies more on the private s&cttas the engine of growth
rather than nationalizing local and foreign firf8’ and has “emphasized
maximizing foreign exchange earnings, (...) througellanegotiated deals with
mining companies (... 7.

These wise choices — possible due to the high tguadipolitical leadership
and good governance — show that Botswana made gsedf a period of high
levels of aid to put itself on a sustainable depaiental path and, consequently, was
able to successfully weather economic crisis (ngrttee ones that struck most of
the developing world in the late 1970's and ea®B8@'sf*? and, thus, sustain its
middle-income status.

In addition, despite its mineral wealth, the cogrtas prudently escaped the
so-called ‘natural resource curse’ by endorsingratitutional system exclusively
based on meritocracy, instead of nepotistic prasticonducive to rent-seeking
behavior and generalized poverty. The success tfwma is largely explained by
the quality of its institutions and the maturity itéf political actors, who recognize
the priceless importance of political stability.

The World Economic Forum is clear in pointing olbatt Botswana, ranked

81% in the 2006 Global Competitiveness Index, “hasceaded in using its wealth

207 BRAUTIGAM (2000): 52

208 idem, ibidem

209 According to COMMISSION FOR AFRICA (2005), througitahe years, the Government has consistentlyniefit development to the private sector, which has
been possible due to the establishment of a géynéambrable investment climate, achieved througtumber of measures: (i) maintaining macroeconataibility, (ii)
sustaining a constant real exchange rate agaiestdtntry’s main trading partners, (iii) managiaddr relations, (iv) retaining membership of theutBern African
Customs Union (SACU) and agreeing free trade agee&smwith the EUand USA, (v) investing in institutions promotingiyate sector interests, (vi) avoiding
extending Government ownership other than to thia malities, (vii) channeling most credit to theiyate sector, (viii) having few import controls careliminating
exchange controls gradually, and (ix) sustainirggltiwest level of corruption in Africa.

210 BRAUTIGAM (2000): 52

211 BRAUTIGAM (2000): 52

212 BRAUTIGAM (2000): 53
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from key natural resources to boost the growth taésy to Botswana’s success have
been its reliable and legitimate institutions, gredence of government spending
and public trustworthiness of its politicians. Tin@nsparency and accountability of
public institutions have contributed to a stable croaconomic environment,

efficient bureaucracy and market-friendly regulatfd®

Chapter Il in a Nutshell:

In a synchronized international environment, thelementation of LDC-related support
measures could have accelerated or induced progreddDCs, helping them overcome
development challenges and, eventually, graduate &tDC status, according to UN rules.
However, some have questioned the soundness efrililes, considered somewhat out of
touch with reality. Nearly all graduation cases fso have been SIDS, and despite their
acute economic vulnerabilities, the EVI criterioeems to have been given insufficient
weight in the graduation rule. Botswana, a landiedkState, is the only country that ever

graduated from LDC status.

213 http://www.weforum.org/en/fp/gcr_2006-07_highlighntslex.htm

Djalita@post.harvard.edu 58



PART Il

THE CASE OF CAPE VERDE

UNDERSTANDING THE IMPACTS OF GRADUATION FROM
LDC STATUS

Djalita@post.harvard.edu 59



CHAPTER 1l

ECONOMIC, POLITICAL AND SOCIAL OVERVIEW

This chapter introduces the case of Cape Verde rlaflyo presenting, in
section 1, the country’s historical backgroundhvemphasis on political, social and
economic aspects.

Section 2 presents the diagnosis of the countryiseat macroeconomic
situation and the figures behind the sizeable ecwmogrowth and social
development it demonstrated since independencE)7B. In this section, the focus
is on the particularly important role played by OBRAd emigrants’ remittances in
facilitating Cape Verde’s development and econognawth. Finally, the economic
liberalization the country embarked on in the 18%nd the role played by FDI are
also mentioned, in an attempt to understand the gblprivate sector investments,

particularly tourism-oriented FDI, in promoting ewmnic growth in Cape Verde.

1. An Overview of the Archipelago

Cape Verde is a ten-island and thirteen-islet @f&barchipelago, located in
the North Atlantic Ocean, 455 km off the wester@astoof Africa, with a resident
population of 495,000 peopf@ total land surface of 4,033 km2 and an Exclusive
Economic Zone (EEZ) of about 700,000 ki The country, home to the first
Portuguese city in Africd’, gained independence from Portugal in July of 19%5

214 In this context, a country with such characterisdiaunderstood as one whose people are of mixeitakfrand European ancestry. In this case, the dorin
language is Cape-verdean, a creolized form of Bodse.

215 Human Development Report 2006

216 Note that Cape Verde's water surface is extraordynéarger than its land surface, adding to theirtoy’s unique characteristics, among which cam dle
mentioned the fact that its emigrant populatioalisost two times larger than its resident popufatio

217 Cidade VelhaformerRibeira Grandeis located in the island of Santiago and was diedrnby the Portuguese in 1462.
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that time, it was labeled ‘unviable’ by the Worlark, due to its dramatic economic
situation and the seriousness of the uncertaimggarding its ability to be self-
sufficient.

Cape Verde’s independence arrived roughly 500 yediesr first being
discovered and colonized by the Portuguese in May4®60, uninhabited until
therf*®. The independence process, headed by one of tise legendary African
freedom fighters, Amilcar Cabral, came to fruitiafter years of struggle with the
colonizing power, which was itself, until 1974, @ngbolitical dictatorship.

Following independence, the country embarked, urad@macific one-party
political regime, on deep structural reforms, sgsédly building economic and
social foundations at the state and local levelsapimg up, in the process,
tremendous international support, as measured byathount of development
partners it managed to gather during that period.

In 1991, following the end of the Cold War and Coamism, the fall of the
Berlin Wall and in a shift that unequivocally dermstmated willingness to converge
with the new world order that was emerging at theet Cape Verde opted for a
democratic regime and implemented a multi-partytipal system. The changes that
took place since then include successive and veargplitical change and economic
liberalization. From independence (1975) to thaaumsation of democracy (1991)
the State played a decisive role in successfulhydaoting the country’s economy.
However, from 1991 on the State transferred parttsofeconomic development
responsibilities to the private sectr

Today, 32 years after its independence, and agalhsidds, Cape Verde’'s
economic growth is undeniabf@ The country is broadly recognized by the

international community as a success case, freyu@nhised due to important

218 Subsequently, the country became an importantrtgacinter for African slaves.
219 REIS (2000): 98
220 See Figure 5. Cape Verde: Evolution of GDP (1980630
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development achievements and political stabilitygd aftentimes considered, by
international organizations, a development exanmphgrica.

In 2004, Cape Verde — a lower-middle-income coyrdaocording to the WB
classificatioi** — achieved a human development level of *7qghe third in sub-
Saharan Afric&f° and aper capitaGDP of US$ 1,915% compared to 1990 figures
when the country presented a HDI of 0.82&ndper capitaGDP of US$ 1,118°
In fact, according to UNCTAD (2006), of all Africalmsophone countries, Cape
Verde is today the one with the highpst capitaGDP, even though, at its starting
point (1975), it was one of the poorest Africantguese-speaking countries.

In fact, the country is well on its way to achiayiby 2015, and in some cases
possibly earlier, most of the Millennium Developrh&vals (MDGs}’, agreed by
the international community in 2000, under the segfi the UN. According to
UNECA (2005), Cape Verde will successfully attaire ttargets related to MDG
goals 2 (achieve universal primary education),etlifce by two-thirds the under-
five child mortality rate), 5 (reduce by three-geas the maternal mortality ratio)
and 7 (ensure environmental sustainabflff)

These are, definitely, quite remarkable achievemgdrticularly when taken
into account the country’s economic vulnerabilitiesumerous geographic
constraints, the environmental adversities it deelth regularly (e.g. prolonged
droughts and deforestation) and the lack of natesdurces.

However, it is also true that, not withstandingriéddatively highper capita
income, Cape Verde is still (i) extremely vulnembd external shocks, (ii) limited

221 See Table 5: Lower and Upper-Middle-income Econsr(®s)

222 UNDP (2006)

223 According to the 2006 Human Development Report (IMD 2006), life expectancy in Cape Verde is 70cha®| enrolment ratio 67.0 and GDP per capita (PPP
US$) 5,727.

224 UNDP (2006)

225 UNDP (2006)

226 BANCO DE CABO VERDE

227 PIRES (2007)

228 UNECA (2005): 21 - 24
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by its insularity and the aridness of its solilj) (estricted by the lack of natural
resources and (iv) excessively dependent on tloeutition of variables it detains no
control over, namely ODA and emigrants’ remittancés this context, it is
important to mention that remittances sent bydtgé Diaspord® are significantly
responsible for the entry of international reservi® reduction of balance of
payments’ imbalances and play an important rolg@rimmoting development and
alleviating poverty. On the other hand, emigratiso allows a certain control over
population growth and, consequently, somewhat resitice demographic pressure
over the already limited amount of resources.

It is also important to stress that the produttivof the Cape-verdean
economy remains, albeit the considerable advandceis\ed, quite fragile, mainly
due to the country’s structural handicaps, namely:

. Limited production capacity and weak competitivenesnational products;
. Smallness of the internal market, resulting frosnaall population with low

purchasing power;

. Particularly weak primary sector;

. Extremely unfavorable physical and environmentalditions;

. Openness of the economy, negatively affected bylamzes in international
trade>’,

It is, however, broadly recognized that politicaldasocial stability in Cape
Verde, consistently sustained since its indepergenas contributed to economic
growth and development. In fact, the political sldmsas, in general, favored good
governance practices and an efficient managemer®@@A. It is precisely this

concern with financial stability and commitment s the well-being of its

229 Few countries have experienced an emigration salmassive as that of Cape Verde, with a emigrapailption almost two times greater than the redider,
and whose remittances have represented, in soms, yatues close to 18% of GNI.

230 The Cape-verdean economy is characterized by adgghee of openness, which is due to the coundisfendency on import products. In fact, importgadds
and services represent more than half of the ciesh®DP. REIS (2000)
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citizens that have guaranteed a good level of publiestment in the social sector
(which in 2006 reached 34.2 % of annual public exjitares>?).

The European Commission (EC) has actually recognizat, throughout the
30 years of its cooperation with Cape Verde, tlsoueces it made available to the
country have been managed “(...) in a judicious mgnegplaining the fact that
successive Cape-verdean administrations have bagamed renewed trust, which
they have always known how to build and keep amotagnational partners, among
them the European Union (.2}

Not being able to count on domestic resources ad flevelopment, simply
because they are non-existent, it is evident tmatgibod conduct of Cape-verdean
political authorities seeks to gear the countryamg international credibility and
reinforce its bargaining capacity in dealing wittternational partners. It can even
be said that in Cape Verde, probably more thamaher country in the world,
international credibility is one of the most pragogoods, especially when taken
into account the structural imbalance between abkilresources and the mounting
necessities of the growing population.

To the importance of international credibility wancprobably only associate
the importance of its human capital, the qualifamatof which since independence
has only been possible due to Cape Verde’s go@iniational image, which has
allowed the establishment of several long-lastiogperation agreements in the area

of education.

231 BANCO DE CABO VERDE (2007): 54
232 COMISSAO EUROPEIA (2004): 10, translated byahéehor

Djalita@post.harvard.edu 64



2. Assessment of Cape Verde’s Current Macroeconomict8ation

2.1. General Characteristics and the Structure of the Egnomy

Due to its small size, the economy of Cape Verdedgroblems related to
insufficient production diversification, tendency tconcentrate production on
sectors on which it detains competitive advantdges, tourism services) and heavy
dependence on import produétsand external capital flo&.

Being a SIDS and an archipelago exacerbates evea tnese problems due
to the country’s territorial discontinuity, the tiace and isolation from major
markets and transport and communication difficaltisn addition, the lack of an
important production base, that allows capital awaclkation (essential for
development funding) and the absence of an ecomtisnidynamic regional space
represent factors that significantly worsen thest@ints associated with a small
scale econonfy®.

Therefore, in its quest for development, Cape Vdades several structural
handicaps: the small size of its internal markeeypnting it from reaping the
benefits of economies of scale), the high costetilarity’>°, ecological fragility,
weak agricultural capacity and lack of natural resources. In short, the econof
Cape Verde can be characterized in the followingmea

. Small, archipelagic economy;

233 In 2005, imports represented about 42% of GREPUBLIQUE DU CAP VERT (2006): 14

234 REPUBLIQUE DU CAP VERT (2006): 10

235 idem, ibidem

236 Because it is a 10-island archipelago, consistiriglands somewhat dispersed, it is necessaryct@ase the number of main infrastructures, nametfispairports,
health and educational services, among otherse¥ample, when considered the number of airportdew@& promote tourism and facilitate communicatidthin the
country and between the country and the rest ovibrdd, it is estimated that at least 4 internaaioairports are needed, even though 1 would be thareenough for a
country of 500.000 people living in a contiguousitery. This kind of constraint greatly affectsethompetitiveness of the economy.

237 Only 10% of its soil is cultivable.
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. Quite fragile agricultural and industrial productisectors, while trade and
services represent roughly 70% of internal proauGif;
. High import dependency, which increases its vulbiitg to external shocks

(e.g., fluctuations in international oil prices);

. Utterly insufficient internal production, which doenot cover population
need§*®.

Table 7. Cape Verde - GDP by Sector (1994, 2003,020
(% of GDP) 1994 2003 2004
Primary sector 12,8 6, 8 6,8
Secondary sector 19,8 19,7 20,2
Tertiary sector 67,4 73,4 73,0
(Average annual growth 1994-04 2003 2004
rate %)
Primary sector 54 1,5 1,5
Secondary sector 5,6 4,5 4.5
Tertiary sector 6,1 57 6,4
Total 5,9 5,0 5,5

Source: REPUBLIQUE DU CAP VERT (2006)

Hence, the Cape-verdean economy functions witrstipgport of private and
public international capital transfers, which alsgisvate consumption, increase
public financing capacify® and ensure the availability of international reser
which guarantee access to both consumption andstimest imports. Emigrants’
remittances and ODA represent the two most impbondernational resources made
available to the country, allowing the stability thie balance of payments, despite
high trade deficits, and guaranteeing part of #sources necessary to finance the
public deficit*.

Despite the constraints previously referred to, egalty speaking, the

economy of Cape Verde is performing positively,tigatarly in terms of GDP

238 See Table 7. Cape Verde - GDP by Sector (1994, 2Z1B}) below.

239 According to REPUBLICA DE CABO VERDE (2005): 13, @aVerde can only guarantee about 20% of its fotd needs.
240 From independence until 1995, economic growth &ffor Cape Verde were made essentially throughipirblestment.
241 REPUBLIQUE DU CAP VERT (2006): 10
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growth, inflation, budget control and external amus performancéd’, where
balance of payments’ deficit is under control, fiites of the considerable imbalances
in trade balance and the weakness of exports, wieijglesent only 4% of imports
and less than 12% of external debt servitihg

Another positive aspect worth mentioning is thet fdzat, Cape Verde
currently operates a fixed exchange rate regimechyhsince 1998, links the
national currency to the EWf8. Considering that the Euro zone is the country’s
main commercial mark&f, this currency peg, by strengthening the country’s
foreign reserve position, has, evidently, many eowoic benefits. “In other words,
Cape Verde has ‘got it right’ when it comes to @srrency peg, as the peg
apparently reflects the (...) credibility of Cape ®i@&n economic policy and so has
successfully withstood the scrutiny of internatiomarkets<*®.

From 1996 to 2006, GDP growth performance has lupgte positive,
presenting an average annual growth of more thaff 5%hich demonstrates the
vitality of the Cape-verdean economy, relativelyotber parts of the worféf, not
withstanding its inherent fragility. It is, in fadtnown that this positive economic
growth — possible due to external capital transfeesnely emigrants’ remittances
(for private consumption) and ODA inflows (for pithinvestments) — has resulted,
to a large extent, from the ever-increasing leviepublic expendituréd®, mainly
targeted at transport infrastructures, developn@nthe agricultural sector and

improvements in the educational syst&in

242 See Table 8: The Evolution of GDP in Cape Verd®¢t2006)

243 REPUBLIQUE DU CAP VERT (2006): 11

244 The Cape-verdean Escudo (ECV) was first peggdldet@ortuguese Escudo and later to the Euro.
245 See Table 9: Cape Verde’s Main Commercial Partf2080-2005)

246 BRAGA DE MACEDO (2006): 20

247 See Table 8: The Evolution of GDP in Cape Verd®(2R006)

248 See Tablel0: Cape Verde: GDP and Inflation (2004-2006)

249 According to BANCO DE CABO VERDE (2007), public expditures reached 34.2 % in 2006.
250 REPUBLIQUE DU CAP VERT (2006): 11
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On the other hand, the positive economic growthtaedyains resulting from
it have not been transferred, at least not siguitiky, to the reinforcement of the
internal production structure, characterized byrang tertiary sector and relatively
weak primary and secondary sectors. In fact, thdcesector is currently the main
force behind Cape Verde’s economic growth, repitasgmore than 70% of GDP,
while the industrial sector has been sluggish aedateight of the agricultural sector
relative to GDP has significantly diminished, pautarly over the past dec&de

In terms of external debt, the country’s situatienconsidered sustainable,
which makes it impossible for Cape Verde to berfedin the World Bank’s Highly
Indebted Poor Country (HIPC) Initiati¥?® and others of that sort, namely G8'’s debt
relief and write-off plans. In 2005, external delefpresented 48.8% of GDP,
compared to 59.7% in 2082 This considerable improvement is explained by the
fact that, over the last few years, GDP growth basn reasonably stronger than
external debt growth. However, in some years, debticing can be more costly
than certain social projects. This is particulatigturbing when we know that about
1/3 of the country’s population is still strugglihg get out of poverty. For example,
in 2004 debt servicing amounted to US$ 33 milliwhjle health investments, which
benefit, first and foremost, the poor, totaled 2B%million®>”.

Therefore, it seems fair to say that, despite Gowent’s positive and quite

commendable efforts over the years, the economgZage Verde preserves, in

251 REPUBLIQUE DU CAP VERT (2006): 11

252 According to the WB, “the HIPC Initiative involves agreement among all (...) major international éeado provide an opportunity for a fresh startdontries
struggling to cope with heavy debt. The HIPC Ititia was further strengthened in 1999 as the ErdthitiPC Initiative to provide deeper, broader aastdr debt
relief to a larger group of eligible countries aadstrengthen the program's links to ongoing pgvegtiuction efforts in these countries. Virtually @f the world's
multilateral creditors are participating in HIPC..Y In return for debt relief, (.).countries (...) pledge to introduce a series of key designed to encourage
sustainable economic growth that will drive redoes in poverty levels. (.. The decision point for participation is reacheuew a country makes this pledge to reform;
has established a track record of macroeconomiilista has prepared an interim Poverty Reductidrat®gy Paper (.).that describes key structural and social
reforms; and has cleared any outstanding arreemn Tt is accepted into the scheme, and debt risligfanted. To reach the completion point, a cgumiust maintain
macroeconomic stability under an International ManeFund (IMF) Poverty Reduction Growth Facilitygported program; satisfactorily carry out the kéwctural
and social reforms in its poverty reduction strgtgg..), for one year; and maintain macroeconomic stgbilthe amount of debt relief then becomes pernénen
www.worldbank.org

253 REPUBLIQUE DU CAP VERT (2006): 13

254 REPUBLIQUE DU CAP VERT (2006): 29
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essence, its adverse characteristics and handibasldition, the distribution of
wealth, essential in the fight against poverty, agm rather deficient, given that
social inequalities have not been surpassed arshnre cases, have even worsened.
In fact, in 2002, Cape Verde presented a Gini inde%2.5>°, not very different
from the group of Latin American countries, knovendeal with chronic inequality

problem$>®.

2.2. The Role of ODA and Emigrants’ Remittances in Develjpment Financing

ODA inflows and emigrants’ remittances have plagadc:xtremely important
and positive role in promoting economic growth awtial development in Cape
Verde. In reality, the generally good managemen®bfA has made the country’s
independence possible. Even though it cannot lektbat economic independence
has been fully reached, the country was given,udinoODA and emigrants’
remittances, the opportunity to build an econonwvandation that enables the
exercise of political independence, with its gowagnclass gearing the country in
accordance with its own choices. In fact, the cousit relative economic
independence has given it enough freedom to mak®anh mistakes and learn from
them, and not passively implement remedies impbgeskternal forces.

Hence, ODA and emigrants’ remittances are the tvaonnpillars of Cape
Verde’s economic growth and development since iaddpnce, in 1975.

ODA inflows®®” have contributed to: (i) guarantee balance of paym
stability, (ii) develop important social and econommfrastructures and (iii) improve
the social sector, in addition (iv) to contributit@ythe generally positive outcomes

of the structural reforms undertaken in Cape Vefdén fact, “Si aujourd'hui le

255 Instituto Nacional de Estatistica (INE), www.ine.cv

256 According to the 2006 Human Development Repors, gioup of countries presents Gini indexes thagedrom 52 to 60.
257 See Figure 6. Cape Verde: ODA Profile

258 REPUBLIQUE DU CAP VERT (2006): 15
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Cap-Vert est relativement bien placé dans la s@&ggan ouest africaine ou il
s'insére géographiquement, par rapport aux indicasesociaux et en terme de
performance économique, c’est surtout grace a umisation judicieuse et a des
fins de développement de l'aide publique au dépelment®°,

It is also worth mentioning that the inclusion cige Verde in the LDC list,
since 1977° has been paramount in guaranteeing the counagégss to ODA
resources, made available through the disbursewiehilateral and multilateral
grants and highly concessional loans. In the cds€ape Verde, total ODA
resources have been composed, on average, of 70%labéral and 30% of
multilateral fund$®”.

When analyzing ODA data from 1990 to 2686it can be concluded that, in
absolute terms, ODA has not suffered major fluetuest in Cape Verde,

representing an average yearly value of US$ 86amif®

Source: REPUBLIQUE DU CAP VERT (2006), BANCO DE C&B/ERDE (2007)

259 REPUBLIQUE DU CAP VERT (2006): 15
260 REPUBLICA DE CABO VERDE (2005): 2
261 REPUBLIQUE DU CAP VERT (2006): 16
262 See Figure 7: Cape Verde - ODA in absolute valukaan% of GDP (1990-2006) below.
263 See Figure7: Cape Verde - ODA in absolute value and as %P &1990-2006) below.
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On the other hand, the progression of ODA as aepeage of GDP has
assumed, over the years, a clear downward trendnech so that in 2006 it
represented 5.5% of GBPB, compared to 22% in the 199%°%

The evolution of emigrants’ remittances over thst |45 years presents a
similar behaviot®®, also decreasing its importance relative to GD#hpagh not as

significantly as ODA.

Figure 8. Cape Verde: Evolution of emigrants' remtances in
USD and as % of GDP (1981-2006)
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Source: REPUBLIQUE DU CAP VERT (2006), BANCO DE C@B/ERDE (2007)

In fact, during the 1990’s, emigrants’ remittana@sresponded to roughly
18% of GDP, while nowadays the average is about?i0%owever, in absolute
terms, remittances have clearly increased, withrectiramounts representing the
highest values since the country’s independence.

Like ODA, emigrants’ remittances contribute to #gtability of the balance of
payments, greatly increasing international reservesg they also play an extremely
significant role in improving the livelihood of Cejverdean families, many of

264 BANCO DE CABO VERDE (2007): 53

265 REPUBLIQUE DU CAP VERT (2006): 15

266 See Figure 8: Evolution of emigrants' remittances $$ and as % of GDP (1981-2006) below.
267 BANCO DE CABO VERDE (2007): 69
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which have no other source of income. In additithhe return of emigrants has
meant more private investment, namely in the l|abmnsive sectors of
infrastructure building, transports and tourf&fnwith positive results in tackling

unemployment.

2.2.1. Is There Aid Dependence?

Cape Verde is actually a very good example of howoantry can be
successfully built on aid. This means that it owtesan important extent, its very
existence to the international aid (food aid, techirassistance, grants, concessional
loans) made available by international partners.tt@nother hand, it also needs to
be said that, in general, the ODA made availabtbéoccountry has been managed in
a responsible and savvy manner, fully respondinghéorecommendations of the
international community, as recognized by the oveiwing majority of Cape
Verde’s bilateral and multilateral partners.

In fact, notwithstanding all the pessimism arouidi and the dependence it
can create, “new research shows that with a gostitutional environment large
amounts of aid can have very positive results webttging countries. Aid can help
governments to more quickly and effectively meeirtdevelopment objectives, and
can improve the standard of living of the poor. Aih be part of the solutioff®.

This can actually be seen in Cape Verde, wherduaids have been used to
build capacity, namely through substantial investtee in human capital
development and in projects aimed mainly at surpgsthe ever-disadvantageous
structural handicaps imposed by an archipelagialamgy. These investments have
been made in the context of the country’s developrs&rategy, intended, among
others, at decreasing aid dependéffcyNonetheless, this has not been entirely

268 REPUBLIQUE DU CAP VERT (2006): 16
269 BRAUTIGAM (2000): 1
270 REPUBLICA DE CABO VERDE (2005): 17
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achieved. Thus, in a graduation context, where doitateral partners have given a
clear sign of (relative) disengagenféhtaid dependency does constitute a serious
vulnerability.

In Cape Verde, according to data related to thegnession of ODA,
particularly its importance relative to GDP, it damargued that if in fact there is aid
dependence, lately it has been considerably lessopnced, since over the past 15
years a descending pattern can be unmistakablyifieedA’> In fact, today at 5.5%
of GDP*"® ODA signifies a great contrast to 1990’s levelsgen it reached 27.2%
of GDP*"*,

Be that as it may, it is only fair to acknowledge existence of a high degree
of aid dependence in Cape Verde, especially wheis known that nowadays
international aid finances more than 80% of the ntgls total public
investment%’®. In addition, about 40% of the national Publicdstments Program is
financed by highly concessional 104ffs In this context, when analyzing the
country’s ODA structure, it is also important taghlight the growing importance of
loans, in detriment of grarit$. In fact,“le poids des dons dans I'ensemble de I'aide
est passé de 80% dans la décennie 90 & environesB2605="8

In addition to aggravating the country’s undeniabid dependence, the
decrease in grants and consequent increase in\alreertainly create, or worsen,
still another crucial problem for the already vubdgde Cape-verdean economy:

external indebtedness.

271 The growing importance of concessional loans, tniment of grants is a good example of this.
272 See Figure 7: Cape Verde - ODA in absolute valutzan% of GDP (1990-2006)

273 BANCO DE CABO VERDE (2007): 53

274 REPUBLIQUE DU CAP VERT (2006): 16

275 REPUBLICA DE CABO VERDE (2005): 16

276 REPUBLIQUE DU CAP VERT (2006): 24

277 REPUBLICA DE CABO VERDE (2005): 16

278 REPUBLIQUE DU CAP VERT (2006): 24
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2.3.  Understanding FDI Inflows in Cape Verde

Private investment — particularly FDI — started itwrease in 1995°
following the country’s political reorientation t@ands economic liberalization.
Since then, private investment became, along withlip expenditures, one of the
drivers of economic growth.

From 1994 to 1999, projects implemented through FB@ached
approximately US$ 173 millidgfi°. However, from 2000 to 2004, a clear and abrupt
retreat in FDI inflows can be identifi&d, following the country’s financial woes
(high fiscal deficit and low level of internationadserves, which led to generalized
investors’ distrust) in the late 1990’'s and proldein the dialogue with the
country’s main international donéfé As a result, in the period of 2000-2004 there
was a substantial decrease in FDI inflows, whickehitaus far leveled out at about
US$ 40 million per ye&f In this regard, it is also important to recogrilze very
significant role played by FDI from Portug¥l

From 2004 on — with the assistance of the IMF'selgvReduction and
Growth Facility (PRGF) and the supply of budgetag — the Cape-verdean
economy has regained macroeconomic stability, Fi3 teturned to an ascending
trend, dialogue with the country’s main internaéibdonors has been resumed and
investors’ confidence was reestablished.

The decision to create, in October of 2004, a guwental body responsible

for the promotion of private investmentGabo Verde Investiment33— has been

279 See Figure 9: Approved Foreign Direct InvestmeB89@t2006)

280 REPUBLIQUE DU CAP VERT (2006): 17

281 See Figure 9. Approved Foreign Direct Investmef84:2006)

282 REPUBLIQUE DU CAP VERT (2006): 18

283 idem, ibidem

284 For more on this topic see CARVALHO COSTA (2003)

285 Cabo Verde Investimentassults from the merger and restructuring of twbliz organizations: IADEI{stituto de Apoio ao DesenvolvimerEmpresaria) and
PROMEX.
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fundamental in ensuring a renewed drive in thedfief private investments,

increasing FDI inflow&®° and improving its management.

Table 11. Cape Verde: Approved Foreign Direct Invesnents (2000-2006)

Year 2000 2001 2002 2003 2004 2005 2006 ey
FDI (000 USD) 119.403 17.454) 38.929| 38.789 43.863] 250.021] 509.117/1.017.576
Employment 1.347 495 876 1.024 596 2.377 2.712 9.427

Source: CABO VERDE INVESTIMENTOS (2007)

These investments have been an important sourfoeedfcapital, essential to
GDP increase and job creation. In addition, thesip@nce of political, social and
macroeconomic stability has allowed the entry aitohal FDI resources, which in
2005 reached approximately US$ 250 milfffrand in 2006 US$ 323.5 milliéf¥.

Finally, it is also important to mention thdar the first time since Cape
Verde’'s independence, the contribution to GDP ofvemue from private
investments, particularly FDI in the tourism sectdf — mainly investments in
tourist real state and services —, have surpass$ed of emigrants’ remittances and
ODA. In fact, from ECV 754.10 million in 1995, tourisravenues have reached, in
2005, ECV 10,770.9 million (12% of GD®. In 20086, it reached ECV 19,247.4
million, representing 18% of GBP — while, in that same year, emigrants’
remittances represented 10.3% of GDP (i.e., EC\82I06 million¥®? and ODA
5.5% of GDP (i.e., ECV 5,789.4 milliofi}.

The growth in tourism revenue results from a 26%dase in the search of

Cape Verde as a tourism destination in the past fgear$® an increase

286 See Table 11. Cape Verde: Approved Foreign Dimegdtments (2001-2006) below.

287 REPUBLIQUE DU CAP VERT (2006): 18

288 BANCO DE CABO VERDE (2007): 73

289 See Figure 10. Cape Verde: Tourism Revenue Br(#995-2006)

290 BANCO DE CABO VERDE (2007): 31

291 idem, ibidem

292 BANCO DE CABO VERDE (2007): 69

293 BANCO DE CABO VERDE (2007): 53. In 2006, directdincial aid totaled ECV 4,170.4 million, food aid ¥@15.5 million, and budgetary aid amounted to
ECV 1,203.5 million, totaling ECV 5,789.4 million ODA.

294 CABO VERDE INVESTIMENTOS (2007): 10
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considerably higher than world (4.5%) and Africarermages (9%). Additionally,
there has been an increase, from 3.9 to 4.6 nigihtd)e average stay of foreign

tourist$®°,
It seems, therefore, evident that the tourism s$edto assuming an

increasingly important role in mobilizing domesti@sources and securing
development funding in Cape Verde, clearly outpeniag emigrants’

remittance®® and ODAY’,

Figure 11. Cape Verde: Tourism Revenue and Emigrast Remittances
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Source: BANCO DE CABO VERDE (2007)

Chapter Il in a Nutshell:

Cape Verde, a small North Atlantic archipelago,aoted by the Portuguese since 1460, is
today a 32 year-old independent country, home ttari@ing (but fragile) economy, despite
its many vulnerabilities and structural handicapgtimarily due to insularity and
smallness. Regardless of its relatively good ecan@md social performance, sustained

295 BANCO DE CABO VERDE: 31
296 See Figure 11. Cape Verde: Tourism Revenue andrEn& Remittances below.
297 As previously stated, the importance of ODA relativ GDP has shown, over the last years, a clesedeling pattern.
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over the years through good governance practides country is still extremely dependent
on external capital inflows, namely ODA and emigsanemittances. Since independence,
these resources have been responsible for the gdmmeémarkable economic growth and
social development, as confirmed by the third b#3Lt score in sub-Saharan Africa held
by Cape Verde. Today, along with these resourcegressively growing inflows of FDI,
particularly directed at the tourism sector, keéy teconomy well afloat, in the midst of

considerable international challenges.
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CHAPTER IV

GRADUATION AND ITS IMPLICATIONS

This chapter discusses, in section 1, the backgrairCape Verde's LDC
graduation process and introduces the country’sentsituation regarding the three
graduation criteri@® The probable changes following Cape Verde’s &grin the
LDC list are also considered, as well as aspetasect to the need to overcome aid
dependence.

Section 2 examines issues related to the threetsaaasition period provided
by the UN, namely, the desired contributions o&inational partners, expected to
play a key role in helping to guarantee Cape Verdanhooth transition. The
experience of Botswana — where graduation tookceffe very different and
considerably more positive economic circumstanceas discussed in section 3.
Lastly, policy recommendations expected to helpeCdprde sustain its post-LDC
status are presented, as well as issues and centatncannot be fully addressed

prior to graduation.
1. Graduation and its Immediate Consequences

For the first time, in the 1991 triennial review tbie LDC list, Cape Verde
surpassed by 5.996 the exit threshold foper capitaincome, without meeting any
of the other two graduation criteria (i.e., humapital and economic vulnerability).
Three years later, the country surpassed by 17@2exit threshold foper capita

income and by 21.2% the exit threshold for humapitah meeting for the first time

298 See Part |, Chapter Il, Section 2. The Three Gramucriteria
299 CNUCED (2003): 8
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two of the three graduation criteffa According to CNUCED (2003),cé contexte
apparaissait comme résultant largement de I'impsatio-économique positif du
financement extérieur recu par le Cap-Vét

In the 1997 triennial review of the LDC list, Cagerde again surpassed the
exit threshold fomper capitaincome, this time by 4.6%, and the exit threshold
human capital by an impressive 32.5%. Accordingheo CDP“le Cap-Vert [sera]
retiré de la liste s’il continue a satisfaire legtéres de sortie lors de la prochaine
révision de la liste en 2000, sous réserve d'unaluation plus détaillée de sa
situation a cette daté®?

In 2000, the country met, for the third consecutivee, two of the three LDC
graduation criteriaper capitaincome (with goer capitaGDP 5.2% higher than the
graduation threshold) and human capital (which esed from 32.5% higher than
graduation threshold in 1997 to 6.8% higher in 3880In April of that year, the
CDP noted that Cape Verti@pparaissait comme un des pays en développemsnt le
plus vulnérables selon I'indice de vulnérabilitéodomique, car le pays se situait a
seulement 54% du seuil de sortie au titre de dereri*®* Taking this into account,
the Committee recommended that Cape Verde’s grimubt re-evaluated in the
2003 triennial review of the LDCs list.

In 2003, having met, yet again (for the fourth candive time) graduation
thresholds foper capitaincome and human capital, the country was constapt
to graduate by the CDP — a recommendation enddrgddN General Assembly
resolution A/59/210, of 20 December 2004, notwdhsling the country’s still high

economic vulnerability recorcf.

300 CNUCED (2003): 8

301 CNUCED (2003): 9

302 idem, ibidem

303 CNUCED (2003): 10

304 idem, ibidem

305 See Figure 12. Cape Verde's Situation Regarding tree Graduation Criteria
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Following a three-year transition period, whichrtd in 2005, after the
adoption of resolution A/59/210, the country wiffextively graduate from LDC
status in January 2008 and as a result probabdyrtasst of the international special
treatment specifically aimed at LDCs (i.e., Offldevelopment Assistance (ODA),
trade benefits and technical assistance), from hvitiddad benefited since 1977,
when added to the list of LDC. It will not, howey&se island-specific concessions
provided by multilateral partners such as the W@&#&hk (WB) and the European
Union (EUY.

Actually, Cape Verde’s graduation from LDC statusl Wwave no impact
within the WB framework, sincéDC status and WB country classification are
unrelated In fact, it is interesting to note th@ape Verde has been a MIC from the
World Bank's viewpoint for many yeatfs. LDC status is, therefore, a UN concept
only, with implications merely within the UN.

Moreover, graduation is not an exact science arel dhtual changes
graduation will cause in ODA disbursements, carb@imechanically identified.In
fact, “il est quasi-impossible de pouvoir discerner awectitude dans quelle mesure
le montant de I'APD (et les modalités s’y rappotjaast octroyé en vertu de
I'appartenance & la catégorie des PMA, ou pour tfas raisons®°®.

What can be asserted with a reasonable degreetaintg is that, once it has
lost LDC status, Cape Verde will no longer beneéim LDC-specific measures and
preferential arrangements, notably those estallishéhe context of international
conferences or within the WTO. Yet, graduation widit eliminate the country’s
inherent vulnerabilities, since the structural haags, stemming primarily from
geophysical characteristics, will continue to pokallenges that Cape Verde is still

not able to address on its own. In addition to ¢bentry’s permanent or quasi-

306 See Part |, Chapter I, Section 3.3. In Search BSS$pecific Special and Differential Treatment
307 See Table 5: Lower and Upper-Middle-income Econsr{®é)
308 REPUBLIQUE DU CAP VERT (2006): 24
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permanent constraints (economic, geographic anglagmaental), security has been
identified as a possible future liabilff§, because, if ill managed, it can obstruct the
country’s development process by diverting sub&hregsources from investment in
the social sector.

Thus, from January 2008 on, the country will nez@dapt to a new reality,
where (contrary to what happened thus far) aid wdlla lesser extent be the
centerpiece of the development strategy. But tlgaina many development partners
have actually come forward to guarantee thastatut de PMA était seulement un
facteur parmi d’autres qui avaient déterminé leiveau d’aide au développement
et que la graduation n’aurait aucun effet diresttr I'octroi d’'une telle assistance a
un pays individuel**°. Statements like this one and cooperation agresnadready
in placé™?, lead us to believe th&ape Verde will, after its graduation, continue to
have access to concessionary assistance from baat@nd multilateral partners
Moreover, according to the Organization for EcormomtCooperation and
Development (OECD), worldwide aid disbursementdgeeted to increase by 62%
between 2004 and 2016 which might be a positive indication for Cape tes
post-LDC era.

In short,following Cape Verde’s graduation, ODA inflows wilepend, as
they do now, on several other factors, not excletywvon LDC statusin fact,“rien
ne permet de craindre un effondrement du montantAdRD et d’'un durcissement
de ses modalités au Cap-Vert dans les prochainegem Si dans quelques cas,
certains pays ont méme anticipé la sortie, en r&ghii leur programme, certaines

autres sources envisagent un essor ou des améddipsat*>

309 REPUBLIQUE DU CAP VERT (2006): 20
310 REPUBLIQUE DU CAP VERT (2006): 24
311 See Table 12. Cape Verde: Development PartnerstriBotion (2001-2005) & Future Actions Following &tuation
312 REPUBLIQUE DU CAP VERT (2006): 28
313 REPUBLIQUE DU CAP VERT (2006): 28
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Be that as it may, the continued support and caaijoer of the international

community will be vital for the country’s developnigeven after graduation.

1.1 Cape Verde’'s Situation Regarding the Three Graduatin Criteria

Cape Verde’s current situation regarding the thgeaduation criteria is

summed up in Table 1 and Figure 12, below.

Figure 12. Cape Verde’s Situation Regarding the Thee Graduation Criteria
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Source: REPUBLIQUE DU CAP VERT (2006)

As can be clearly seen, even though Cape Verdemesper capitaGross
National Income (GNI) of US$ 1,487 (well above traduation threshold of US$
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900) and a Human Asset Index (HAI) score of 82.&l(vabove the graduation
threshold of 61), its Economic Vulnerability Ind€kVI) score is roughly 58,
considerably worse than the graduation threshoB4Sf.

Overall, Cape Verde is performing well in terms inEome and human
development, but remains quite vulnerable to ealeshocks, as clearly depicted in
Figure 12. In fact, Cape Verde’s high economic eudbility is believed to be the
evidence of a vulnerability that is higher thanttled conflict and post-conflict
countrie§™.

When comparing data from the 2003 and 2006 tri¢maiaews of the LDCs
list, we see thaCape Verde improved its score in terms of GNI andlHone of
the best in Sub-Saharan Africa), while marginallyeteriorating its EVI score.
This means that, today, with an EVI score of 5#@,country is economically more
vulnerable than in 2003, when it presented an Edfes of 56.7. In fact,|lés deux
variables qui contribuent le plus lourdement a maegla vulnérabilité du Cap-Vert
(...) sont la petite dimension de I'économie (...petdgre tres élevé d’instabilité de
la production agricole. A la lumiére de ce derniedicateur, le pays se situait au
premier rang (était considéré comme le plus ingpbparmi 128 pays en
développement en 2000 (sur la base d’une observatilative a la période 1979-
1998) et bat encore ce record en 2003 (période 18X®). Cet élément
d’instabilité reflete la fréquence de la séchereskmnt est victime le Cap-Vert de
facon chronique®®®.

This situation exemplifies, to some extent, thdats Paradox” by showing
that improvements in income and advancements inalsacdicators have not
induced significant structural progress in Cape déeror reduced economic

vulnerability (to the contrary). The truth is thegrtain structural handicaps are

314 See Part |, Chapter I, Section 2. The Three Gréglu&riteria
315 GAT (2007): 1
316 CNUCED (2003): 13
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extremely difficult (if not impossible) to surpadsor example, knowing that only
10% of Cape Verde’s soil is arable and that th& lafcrain is a chronic problem,
improving the country’s extremely deficient agricwal production capacity’ (and,
consequently, insure food safety) is certainly ohéhe country’s main challenges,
given its direct impact on economic vulnerabitty

An added vulnerability currently haunting Cape \@&sddevelopment — and
not considered in the UN’s methodology — is the oslated to security issues,
representing costly budgetary and institutionalliogpions. In fact,’la localisation
stratégique, (...) et I'extension du littoral et dezlone économique exclusive rend le
Cap-Vert particulierement exposé aux nouvelles menaelles que le trafic de
drogue et des personnes, I'immigration illégale,latcriminalité internationale.
Indépendamment des aspects strictement sécuritéarégte contre ces menaces se
traduit par une grande pression sur le budget d@dadt, déja serré, avec un risque
de drainer les ressources des secteurs sociaux pawve face aux défis de

sécurité™,

1.2. Expected Changes Following Graduation

As previously stated, the extent of changes, pddity those related to the
role of Cape Verde’s partners following graduatiempy no means certain. The
same can be stated in regard to the impact thdugtimn will have on the country’s
development. Thus, development partners’ futurermniments towards Cape Verde
cannot be anticipated with certainty and, as altiesar can the future impact of
graduation. Establishing and maintaining strong relations withinternational

partners and continuously guaranteeing good govenca and transparent

317 See Figure 13. Cape Verde: Cereal Production ariidifp@990-2002 (in tons)
318 See Part |, Chapter |, Section 3.2.1. Economic ®kalhility Index: Timetable and Considerations Rdgay its Emergence
319 GAT (2007): 1

Djalita@post.harvard.edu 84



political practices are much more decisive for tle®untry’s development than
graduation itself.

Yet, we can point out some aspects that will meéindely change following
the country’s graduation, notably the loss of LD#ated advantages (specifically
related to ODA and international market access)is Thss might lead to the
(sometimes mistaken) belief that the country’s ¢tgwment will unavoidably be
jeopardized. This negative perception has, in faegn the argument behind the
requests for graduation deferment made by the dearfound eligible to graduate
from the LDC list, and has been the force behingl dldoption of UN General
Assembly resolution A/59/209 on smooth transitiotrategy for countries
graduating from the LDC lig°.

The connection between the loss of LDC specialtireat and negative
impacts on development is not linear. In fact, esnsearlief?, contrary to what
would be expected, membership on the LDC list hatsbeen a decisive factor in
securing special and differential treatment to ¢hesuntries, being more a question
of rhetoric than one of practité

The case of Cape Verde should be no different -chvig to say that its
graduation will entail a loss of LDC-related adag#s, but not necessarily negative
impacts on its development. The impact of graduafreegative or positive) will
depend on how the country is able to manage itsitian period, which will lay the
ground for future development accomplishments, iartnership with the
international community.

ODA might decrease with the country’s exit from tHeC list. Taking into

account that, at present, ODA funds more than 80%ublic investment in Cape

320 See Section 2. In Between: Ensuring a Smooth TtrandProcess

321 See Chapter I, Section 1.2. Positive Discriminati®enefits Associated with the LDC Status

322 In fact, G77 and China recognized in July of 2afifing ECOSOC's review of the implementation of Bressels Program of Action (BPOA) for the LDCs tfoe
Decade 2001-2010, that “the responsive support {romndevelopment partners in terms of fulfillingeihcommitments made in the BPOA is insufficientl &t times
completely lacking”. GROUP OF 77 & CHINA (2007): 2
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Verde’”® even a slight ODA decrease might represent a coesiblle negative
impact in the country’s sources of development fiiang (if there is no
diversification of such sources). In a worst-casenario, given the dependence on
aid, the country’s GDP performance could also bé qturisk, which would,
ultimately, imply an increase of unemployment anovesty and less social
investment (for instance, in education and healtih)short,“il risque de mener a
une érosion des acquis sociaux existants et pduaxaiir des conséquences néfastes
dont les dimensions sont imprévisibl&s”

In terms of the trade benefits and special conutiassociated with LDC
status, these will also be lost once Cape Verdednaduated. In a worst-case
scenario, graduation will have negative consequencethe national export sector,
which might result in, for example, more unemployinand less external reserves.
However, considering that the weight of exportdhi@ economy is not significant,
even a reduction of exports by 50% (resulting fignaaduation) would represent less
than 0.9% of GDP". In addition, WTO accession conditions will surdlg less
favorablé®®, making it more difficult (though not impossibl&r Cape Verde to
become a member. Therefore, it seems fair to assbhat¢éhe negative impact of
graduation on trade will be somewhat limited.

Yet, Cape Verde’s graduation will signify the loes§ eligibility for the
European Union’s Everything But Arms (EBA) initiagi, but will not put at risk the
benefits currently being accrued through the Unitdtes’ African Growth and
Opportunity ActtAGOA)?*?’. This results from the fact that the United Statess
not use the UN list of LDCs to identify countriedigible to benefit from

323 See Part II, Chapter Ill, Section 2.2.1. Is Ther@ Bependence?

324 REPUBLIQUE DU CAP VERT (2006): 37

325 REPUBLIQUE DU CAP VERT (2006): 38

326 Negotiations for Cape Verde's accession into theO\are currently underway. To have an idea of thmplexity of these negotiations, other cases can be
mentioned, namely Nepal and Cambodia, countriesvileat through 14 and 10 years of negotiationgpeetvely, before gaining access into the WTO. Thse of
Vanuatu is even more dramatic, since after yeamnegbtiations, that ended in 2001, the countryilisn®t a WTO member.

327 See Part |, Chapter |, Section 1.2. Positive Disicration: Benefits Associated with the LDC Status
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concessions under AGOA,; it uses, instead, the g@irafelesser developed country’
— a group of countries evaluated by criteria ottem those used by the UN to
identify LDCs.

By boosting the country’s confidence, graduatiory gave renewed impetus
to Cape Verde's quest for development and enhansealready positive
international image. In this sense, it is possilde it to capitalize on its good
reputation among international partners, whichmisdvantage for a country such as

Cape Verde, with little more to offer.

1.3. Catch-22 or a (Forced and Much-Needed) Way Out of il Dependence?

The proposal to graduate Cape Verde from the LBC dan certainly be
considered a catch-#3 situation. A situation that — depending on one’sspective
— can be viewed either as a blessing (in this dasesnational recognition of the
country’s successful efforts to promote human dgwalent and economic growth)
or as a curse (since graduation might entail augtgn in the country’s successful
implementation of a development model based, toeatgextent, on international
support measures).

In fact, the lack of an international support sgst® assist newly graduated
countries might seem equivalent to a fall in thesab since, if ill-preparéd’,
countries can be ‘left on their own’. In the caseCape Verdegraduation will
probably accelerate, even if mildly, the downwarérid that the ratio Aid/GDP
has been presenting over the last few yé&3tsand very possibly change the
structure of ODA In effect, future ODA directed at Cape Verde wost likely

than not, completely lose its food component (djarding the country’s acute

328 Catch-22 is an idiomatic expression, meaning alproatic or conflicting situation, a dilemma, a poa.

329 Which is to say: if during the transition periodepiewed in UN General Assembly resolution A/59/268 country is unable to gather enough internatio
support to help ‘cushion’ the negative impacts emsged with the loss of LDC status.

330 See Figure 5. Cape Verde: ODA in absolute vaheeas % of GDP (1990-2006)
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difficulty in guaranteeing food securify)), while concessional loans will tend to
surpass grants.

However, if well managed, graduation and the comsetjchanges in ODA
should trigger internal changes in terms of the €&poment’s selection of public
investment financing sources. Taking into accobat,tfor some time now, ODA is
responsible for more than 80% of public investmeifitsid funds are expected to be
fewer and more expensive (with loans surpassingtgy@fforts should be made to
diversify public development financing sources awlagm ODA. This will, in turn,
signify a much-needed way out of the country’s sgoee aid dependence.

All things considered, Government authorities stddaind, in fact, seem to)
steer away from a defensive outlook towards gradmatnd regard it as an
important development milestone and opportunitye dmat can enable the country

to achieve progress toward greater economic indkpere.
2. In Between: Ensuring a Smooth Transition Process

2.1. Smoothing Out Cape Verde’'s LDC Exit

UN General Assembly resolution A/59/209, approve@004, established a
three-year smooth transition period before gradunatiakes effect. During this
period, the graduating country should implementpantnership with development
partners, a “transition strategy to adjust to thaging out, (...), of the advantages
associated with its membership on the list of lelsteloped countrie¥®. It was
precisely with this is mind, that the Government ©@&pe Verde created the
Transition Support Group (GAT), on which it takeartpalong with some of its
multilateral (ADB, WB, EU and the UN System) andableral (Austria, China,
France, Luxembourg, Netherlands, Portugal, Spaid, @SA) partners. Actually,

331 See Figure 13. Cape Verde: Cereal Production arfidi&990-2002 (in tons)
332 UNITED NATIONS (2004a): 2
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“en prenant l'initiative de créer le GAT, un desjettifs du Cap-Vert est de se
prémunir contre de possibles effets négatifs. Lev@&mement ne fait pas autre
chose que de se conformer a I'esprit et & la ledrda Résolution 59/208*

The GAT was created on May 8006, and since then has met twice: in
October of 2006 and in June of 2007, with a vieveudding international goodwill
(which, from 2008 on, is expected to be translameol concrete support measures)
in the context of graduation. The GAT is committedsupport and follow-up Cape
Verde’s exit from the LDC category.

Aside from the work currently being developed by tiGAT on the
diplomatic front, following the recommendations taned in UN General
Assembly resolution A/59/209, the Government haded studi€s* on the
economic impact of the country’s graduation, in atempt to devise effective

responses to this change.

2.2. The Expected Contribution of International Partners

Once Cape Verde’s graduation has become effeativdanuary 2008, the
contribution of international partners will be cial¢c as it has been since the
country’s independence. Despite the internationkhawledgment of the country’s
successful efforts to promote human development ecwhomic growth, Cape
Verde continues to face major development challgngdich, given its structural
handicaps, it cannot properly address on its oinseedms, thus, fair to assert tHat
Cap-Vert pourra difficilement relever seul les défuxquels il est confront&®,

For that reason, the continued engagement of kalatend multilateral
partners to support Cape Verde’'s development vellelktremely important in the

years following its graduation. In fact, in Capertfe, as in many other MICs, “there

333 REPUBLIQUE DU CAP VERT (2006): 34 - 35
334 REPUBLICA DE CABO VERDE (2005) and REPUBLIQUE DU ®A/ERT (2006)
335 GAT (2007): 2
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is a continuing role for international developmamititutions, such as the World
Bank, (...) as a substantial part of the developnaggnda in these countries
remains unfinished®®,

The Government has identified several measuresatieatonsidered decisive
for the country’s economic sustainability, and estpd to be adopted by its
international partners. In fact, Millennium Devetognt Goal 8 -Develop a global
partnership for development calls for precisely this kind of shared respbitity,
with the aim of helping poorer countries surpassrtirulnerabilities and achieve
development. With this in mind (and to help buigkitience in order to overcome
the country’s inherent vulnerabiliti®d, Cape Verde's international partners are
expected t&>
. Clearly express their agreement with the Governimepblicies and

strategies and align ODA disbursements accordingateoonal priorities, set

internally;

. Confirm their purpose to support Cape Verde in @&itspf “smooth
transition”;

. Express appreciation for good governance practiaed efficient aid

management mechanisms adopted in Cape Verde.
In terms of external resource mobilization andnmeanagement, the following
measures have been identiff&d
. International partners should attempt to maintaith vlume, especially
bilateral aid, at least at its current level, aadorably consider the option of
increasing ODA levels, preferably to an averagerlyedisbursement of
around US$ 200 million during the 2008-2010 periahjich is considered
essential for the 10% economic growth rate enviddoyethe Government;

336 FALLON et al. (2001): 22

337 See Part |, Chapter I, Section 3.2.3. Overcominp&hability and Building Resilience
338 REPUBLIQUE DU CAP VERT (2006): 5

339 REPUBLIQUE DU CAP VERT (2006): 6
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Give preference to grants over loans;

Maintain the favorable conditions of concessionahis;

Agree on interest subsidies for loans acquireduiinothe financial market
and provide collateral for credit obtained throwgimmercial banks;

Give preference to budgetary aid;

Accept and apply the principle of greater aid predility;

Support debt write-off or relief, namely througle textension of Multilateral
Debt Relief Initiatives (MDRI) to Cape Verde.

With a view to both increasing Cape Verde’'s invohant in international

trade and reinforcing its competitive advantagée, following measures, to be

undertaken by international partners, have beentifidd>*

Recognize and support Cape Verde's need for spemd differential
treatment at the WTO, for a period of at least Harg following its
graduation;

Support the implementation of the Integrated Fraorekwor Trade-Related
Technical Assistance to LD&3in Cape Verde, even after its graduation;
Support Cape Verde’s accession to the WTO;

Continue to grant trade preferences to Cape Ver@bly through the EU’s
EBA Initiative and the United States’ AGOA,;

Negotiate immigration agreements with the Cape-ea&ndsovernment.

As optimistic as some of these measures might seentruth is that they are

feasible. In reality, the international communitgeif, specifically the UN, has

invested a lot of time and effort in prescribingvel®pment remedies for poorer

340 REPUBLIQUE DU CAP VERT (2006): 6 - 7

341 The Integrated Framework for Trade-Related Techmisaistance to least-developed countries (IFeffect since 1996, is a multi-agency, multi-donoogyam

that assists least developed countries to expagid participation in the global economy lenhancing their economic growth and poverty reduacstrategies. The
participating agencies are IMF, ITC, UNCTAD, UNDNoprld Bank and the WTO (www.integratedframework)org

Djalita@post.harvard.edu 91



countrie§*?, namely LDCs, expecting that these would help thpromote
development, overcome the cycle of poverty and sy rise to higher income
levels. However, as of today, the track record aiceably poor: since the
establishment of the LDCs list by the UN, in 19@tly one country has effectively
been able to graduate from it (Botsw&f)a two countries are earmarked to graduate
(Cape Verde and Maldives), and another countryois (reluctantly) entering its
three-year transition before graduation (Saiffpa

One could argue that Cape Verde's expectationeimg of international
contributions are unreasonable, because once dgembitashould be prepared to
‘walk on its own’ and no longer need internatioeapport. However, we have seen
that graduation will not dramatically change, eitlfi@vorably or unfavorably, the
many development-hampering structural handicapseCé&grde has been facing
(i.e., insularity, territorial discontinuity, pradged droughts, deforestation,
smallness, etc.). Indeed, graduation itself wikhrgpe little in terms of the country’s
adverse geographical and environmental framewdrtk. f€w changes will probably
be in terms of the international preferential meatt Cape Verde has benefited
from.

Overall, it seems to be in the interest of therimaional community to help
implement the development support measures idedtiby the Cape-verdean
Government, which, in reality, are nothing morenthlose inscribed in most
internationally agreed instruments endorsed byliNe Not doing so might defeat
expectations and offer a grim future to potentiabhdgiation cases, thereby
hampering the credibility of the UN in its effottts prevent the risk of disruption in

the development of countries that will be losingd Btatus.

342 Examples of this include the several action platfoigenerated in the many international confereaoesconsensuses promoted by the UN during the 4988’
well as the Monterrey Conference on Financing fev&@opment, the Johannesburg World Summit on Swugi@ Development and the Millennium Developmenal&o
agreed by the international community in 2000.

343 See Part |, Chapter Il, Section 5. Botswana: Thly Gnaduation Example to Date

344 See Section 5. Some Unanswered Questions
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3. Is Botswana’'s Post-Graduation Experience a Developamt Example for

Cape Verde?

Given Cape Verde’'s geographic particularities, eooic distinctiveness and
environmental challenges, it seems fair to staaeith graduation process is, surely,
unparalleled. In fact, being the first SIDS to ewwaduate, Cape Verde will
undoubtedly set an important precedent for othkmdsnations, representing an
important example for future graduation cases.

As previously acknowledged, the only other gracumgxample to compare
Cape Verde with is Botswafig, the only country to ever graduate from the LDC
category. In the case of Botswana, however, gramluanok effect in very different,
more positive economic circumstances. Unlike Capd¥, Botswana has no
territorial discontinuity, no major distressful emnmental conditions and is rich in
natural resources (notably minerals, among themmainals). Another positive aspect
is related to the fact that Botswana has a prosgeanad influential neighbor — South
Africa — with which it has established a long-stagd and relatively well-
functioning trade and monetary union, with posig®nomic consequences.

Cape Verde, on the other hand, is located in anetjiat, although strategic
(an intersection connecting Africa, Europe and Ao#&y is not economically
vibrant. In fact, the high level of illegal immidian movements taking place in the
region (a lot of them heading for Cape Verde, aber®d a stopping point towards
Europe) is a good example of the economic and lspmalems lived in that African
sub-region. The establishment, in 1975, of the Bouo Community of West
African States (ECOWAS), of which Cape Verde is ember, has not eased the
region’s complex economic problems, nor has it bal@e to stimulate trade among

its member states and, consequently, promote edorgyowth.

345 See Part |, Chapter II, Section 5. Botswana: Thly Gnaduation Example to Date
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Thus, apart from graduation itself, very little gemties between Cape Verde
and Botswana can be identified. One of the few sigtilarities is, certainly, both
countries’ proved commitment to the rule of lawnumberatic values and political
stability.

Notwithstanding the above mentioned differencesmesoaspects of
Botswana’s successful post-graduation experience oa fact, represent good
examples to pursue and replicate, namely in tHevimhg fields: good governance
practices, high quality of institutions, sensibl@amagement of aid resources and
meritocracy-based political and economic system.

In addition, in terms of ODA inflows, Botswana’sgpagraduation experience
might shed some light, as dim as it might be (givke above-mentioned
differences), into what could happen in Cape Vaaftter its graduation becomes
effective, in 2008. After graduation in 1994, ODMws to Botswana suffered
considerable fluctuatiof®, signaling a clear downward trend that had, howeve
started some years prior to the country’s exit ftbmLDC list.

However, as previously stateles (...) «impacts» qui seront effectivement
observés dans les années a venir concernant ldappeanent du Cap Vert et des
relations avec ses partenaires seront davantagecdaséquence de facteurs
«exogenes» (notamment économiques, climatiquepplitipues, technologiques),
ainsi que des actions du Cap Vert lui-méme, qusingle fait de la graduation.
C’est d’ailleurs ce qui ne permet pas de se saluviBotswana comme modeéle pour
prévoir I'<impact» de la graduation du Cap-Vett*.

What can be unequivocally stated, regarding Botswaost-graduation
experience, is the fact that the country has, o#ytanot suffered economic turmoil

in the years following its graduation. In facthds experienced continued economic

346 See Figure 14. Botswana: Evolution of ODA (19904900
347 REPUBLIQUE DU CAP VERT (2006): 33
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growth**®, despite decreasing levels of ODA. HoweVeela ne prouve évidemment
pas qu’il a «bénéficié» d’avantages «découlantyrpainsi dire, de sa sortie. Le
fait, par exemple, d’étre devenu le premier productde diamant du monde est une

explication autrement plus pertinenté®

4. Sustaining the MIC Status: Policy Recommendations

Along with the need for the continued involvemerit ©ape Verde’s
international partners in the country’s post-graidumadevelopment proces§ it
also seems clear that, in order to efficiently lacknd overcome aid dependence,
Government authorities will need to continue wogkitbwards an increase in
domestic resource mobilization. For this reasomr, tbllowing measures are of
particular relevance:

. Continue to actively promote private sector invesiits, including but not
exclusively FDI, namely in the service sector;

. Continue to implement policy measures encouradiegriflow of emigrants’
remittances and develop incentives aimed at fatiiig the productive use of
these resources, by gearing them towards invessinealings, business
creation and/or community development projects;

. Further increase fiscal revenue, by implementingasuees designed to
decrease tax evasion and increase transparenay,iren® more complete
coverage of those obliged to pay taxes.

In promoting private sector investments and FDllows (by raising
international awareness of Cape Verde as a conveeiitvestment destination and
assisting prospective investors in dealing withametl regulationsjhe main goal is

to, ultimately, have these resources replace, eifepartially, the role currently

348 See Figure 3. Botswana: Real GDP Growth and PeitZlC@DP (1997-2007)
349 REPUBLIQUE DU CAP VERT (2006): 35
350 See Section 2.2. The Expected Contribution of h#gonal Partners
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played by ODA(which, in fact, seems to be happeriflg Moreover, Government
authorities seem to, rightly, be making an effod tdegovernmentalize’
development activities, working on incentives irded to encourage private sector
actors (local and foreign) to implement productimeestment projects that create
jobs and, consequently, greatly support the figjatirzst poverty. Guaranteeing FDI
inflows — notably, but not exclusively, in the t@mm sector — is, therefore,
particularly important because, as global capietdmes gradually more mobile,
FDI is, as a rule, regarded as one of the mostlestiloms of capital, since it
involves a significant long-term commitment fronvastors in acquiring business
facilities and hiring local employees. By contrasther forms of capital and
investment can be recalled relatively quickly, wiittle, if any, impact on the
country’s development.

On the other hand, to encourage remittance trag)siiers important to, in
partnership with some of the main destination coestof the Cape-verdean
Diaspora, implement policies aimed at neutralizitgg politiques restrictives des
pays d’accueil des émigrants capverdiens, la tendaa la réunification des
familles dans les pays d'émigration et I'éloignentkas nouvelles générations, (...),
[qui] pourraient avoir des effets négatifs sur lelsme du flux des remises?
These policies include, for example, the reductériransaction costs, increasing
the volume of remittances sent through formal cle#)nwith numerous positive
macro-economic impacts. In fact, as previously esfal remittances increase
international reserves, improve the balance of mate) facilitate the import of
capital and other goods and serve as potentiaceswf savings and investments,

promoting capital formation and development. Reanites also improve the

351 See Chapter Ill, Section 2.3. Understanding FDbim$ in Cape Verde
352 REPUBLIQUE DU CAP VERT (2006): 47
353 See Chapter Ill, Section 2.2. The Role of ODA anudtants’ Remittances in Financing for Development
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standard of living of poor families, decreasing @ay, easing income distribution
and levelling out social inequalities.

Unlike FDI, remittances tend to increase in timéseoconomic downturn,
when other private capital flows tend to decreétsis, therefore, economically and
politically wise for the Government to focus on ipglinstruments that will direct
increased amounts of remittances through the foomahnel, improving, with this,
their development impact. These policies, spedificaargeted at Diaspora
communities, should focus, for example, on settum premium interest rate
accounts and promoting financial literacy prograansied at banking the unbanked.

In short, these measures are expected to help gfpskevelopment funding
gaps that will, very possibly, be created with twmuntry’s graduation and the
consequent loss of certain international prefea¢ntieatment. Thusdomestic
resource mobilization will assume a particularly portant role in guaranteeing
Cape Verde’s development financing and economitasability.

In addition, special attention also needs to be paid to the ps% of
economic integration, preferably with a dynamic argtowth-conducive region
Given Cape Verde’s geographic situation, the nataomrse of action would
probably be an association with the West Africaroneenic region, through
ECOWAS. On paper, at least, this has already bemrte,dwith no significant
positive economic results for the country sd¥ar

Recently, a new opportunity has presented itsledf: gossibility of a special
partnership with the EU, indisputably a much moibrant economic region,
capable of boosting the country’s economy. Althougdme might argue that
geographically it would make more sense to panvidtr ECOWAS, pragmatically
(given the currency peg with the Euro, the stromgl dong-lasting economic

relations with Europe, the large Cape-verdean iasfiving in the old continent

354 See Section 3. Is Botswana's Post-Graduation Eempeei a Development Example for Cape Verde?
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and the geographic proximity) a special partnershigh the EU — Cape Verde’s
main commercial partner since independence — waddainly bring more
economic benefits to the country. In fact, resedrat shown that the development
level of adjacent regions explains the economifoperance of small economi&sa
“This means that a region in good economic he&tid$ to favor the development
of nearby small economies, while a poor region camransmit favorable impulses
to these countries®®

It should, however, be clear that there is no igecoity in establishing a
special partnership with the EU while maintainirigse ties with ECOWAS. The
real challenge is in being able to identify effeetsynergies in dealing with these
two regional axes. Against this background, it doedke sense for the country to
function as a hub or mediator of goods and interrstm and to Europe, via Cape
Verde™’,

Cape Verde will als;meed to optimize the positive international imadge i
currently detains by continuing to invest in a worldwide diplomattampaign
based on‘«réalisations» ou «prix» obtenus comme celui dupdéme meilleur
gestionnaire mondial de I'IDA (et le premier enigfre) en 2005, un des premiers
pays a mettre en ceuvre le Millennium Challenge dac@VCA), et le seul jusqu’ici
a qui I'on a confié la gestion directe & la partiationale™>%, However, this cannot
be done in a way that will send thmessage erroné que le Cap Vert a atteint un
niveau de décollage auto-entretenu. Toutefois, arnait envisager des actions de
communication et de relations publiques avec pdyjedif d’ouvrir la voie a des
comportements favorables de la part de divers paldibles. Ceux-ci comprennent
les investisseurs étrangers, les entrepreneursresadt syndicats nationaux, les

partenaires de l'aide (et leurs opinions publigussicieuses d’étre rassurées que

355 ESTEVAO (2004): 151

356 ESTEVAO (2004): 151, translated by the author
357 NEVES (2004): 18

358 REPUBLIQUE DU CAP VERT (2006): 45
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leurs impots soient bien utilisés), les partenacesmerciaux, et les capverdiens de

la diaspora™®®.

5. Some Unanswered Questions

It is only reasonable to accept that not everyassgarding Cape Verde’s
graduation can be fully addressed, at least ndohiatpoint, as some will only be
perceptible after January 2008. In fact, questguth as the extent of ODA redesign
(in terms of grants, loans, food aid and techrasaistance) or donors’ exact take on
Cape Verde's status change are not easy to prétkcice, one can forec&8tbut
cannot state with full certainty the exact futureaction that, for example,
international financial institutions (IFIs), reg@ndevelopment banks or bilateral
partners will have to Cape Verde’s status upgr&dene might choose to continue
to support the country’s development efforts, somight not and others might
decide to adopt less-favorable development suppechanisnis”.

It remains to be seen if Cape Verde’s graduatitme-first within SIDS — will
in fact trigger any sort of international watchdagovement in defense of
international SIDS-specific development support soeas, notably for
economically vulnerable graduating island countrlasthis regard, it would make
sense for Cape Verde itself to assume a leadirgmddringing together — within the
UN system, AOSIS and other multilateral platformstakeholders interested in

pushing this issue forward. Other SIDS, among tl&amoa — whose graduation

359 REPUBLIQUE DU CAP VERT (2006): 45
360 See Section 1.ZExpected Changes Following Graduation
361 To have an idea of some partners’ expected futctierss, See Table 1Zape Verde: Main Development Partners’ Contribu{@®01-2005) & Future Actions

Following Graduation
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was endorsed, against its Wifi in the July 2007 substantive session of the
ECOSOG®3 — can be a good partner in this endeavor.

Besides, it might also make sense to debate timg-@owerdue) issue of an
international support system aimed at assistinglédwelopment process of MICs — a
system, obviously, less ‘invasive’ than that algead place for LDCs. This is
because, as it is currently designed, the graduatystem seems to be quite askew,
as graduating countries are compelled to go, ilma@atseriod of time, from one
extreme (protective environment with extensiveriméional assistance) to the next
(no international support system).

Additionally, it is also not certain if Cape Verdgjraduation — consequence
of good governance and sensible aid management wltivhately be translated into
more losses than gains, endangering or disruptiegcbuntry’s development. In
fact, a burning question is whether or not gradumawill end up being unfair and
excessively penalizing for Cape Verde, as the wempyport system that made the
country’s development possible, and made it a ggaduation candidate, will be, at
least theoretically, (abruptly) taken away. In fabe same type of question is often
raised regarding the issue of debt relief; as thstmpoorly ‘behaved’ countries seem
to be the ones that benefit the most from debevwnft measures.

Moreover, it will also be interesting to see if,arpost-graduation scenario,
Cape Verde’s already high (and apparently chroeégynomic vulnerabilit$?* will
be aggravated, and thus become even more of aopenweht hurdle. Cape Verde’'s
future performance in this regard can be a goodcaticbn of whether or not the
graduation rule should in fact be reformed, so timgeting the EVI criterion

becomes aine qua nomrecondition for any graduation candidates.

362 Like Cape Verde and other SIDS, Samoa did not itieeEV!| criterion for graduation, and it considérat its high vulnerability represents a seriougedgoment
constraint - one that it will not be able to faciheut an international support system, namelyathe it benefited from as an LDC.

363 It is expected that, until December 2007, the UNi&al Assembly willdecide favorably on this ECOSOC graduation appamtm

364 See Chapter IV, Section 1.1. Cape Verde’s Situdiegarding the Three Graduation Criteria
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All things considered, with respect to Cape Verdg&us upgrade, the main
uncertainty can be summed up as follows: will gedotuin end up being more of a
penalty than a prize? As the first island-countwyeixperience graduation, Cape

Verde will have to learn by doing.

Chapter IV in a Nutshell:

In 2003, the CDP recommended Cape Verde's gradodtiom LDC status, after the
country had met, for the fourth consecutive tinvep graduation criteria: per capita
income and human capital. In 2004, the UN Genersdefbly endorsed this decision,
despite the country’s still high economic vulnelitypi Following a three-year transition
period, the country’s graduation — the first amd®dpS — will take effect in January 2008
and, as a result, LDC-related international supporéasures are expected to be reduced.
Although the exact effects of graduation cannoebsily predicted, it will certainly not
eliminate Cape Verde’s vulnerabilities and handsaphich will continue to pose great
development challenges. Graduation can, howevehide the diversification of public
development financing sources away from ODA, signgfa much-needed way out of aid
dependence. Following graduation, the continuedagegent of international partners,
domestic resource mobilization and economic inteégnawith a dynamic region, among
others, will be extremely important to enable C&eede to pursue its development efforts

in a stable and viable manner.
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CONCLUDING REMARKS

The UN’s decision to establish the LDC category veaslear effort to
facilitate and systematize aid concession to poa@untries facing common
development constraints. In order to operationaimeh an effort, international
support instruments intended to help LDCs overca@eeclopment handicaps and
eventually graduate from LDC status have been ddvand agreed upon by the
international community in general. Yet, for someds, specifically those that are
also SIDS (24% of LDCs), most development handicaps of a lasting and
permanent nature (e.g., small size, insularity,atemess), which greatly increases
their economic vulnerability. Furthermore, with tharrent (man-made) threat of
climate change, these countries face particulasiyplex environmental challenges,
not adequately addressed by the support instrumemtgided under the LDC
initiative.

Some have questioned the reliability of the curtéNtgraduation rule, which
is seen as not doing justice to least developedSSID particular. In fact, even
though, up until now, most graduation cases hawn #®DS (countries that do
systematically meet most graduation criteria agslt of the “Island Paradox”),
factors related to their particularly harmful ecomo vulnerability seem not to be
given due consideration in the UN graduation rule.

Irrespective of arguments regarding the inadequacthe graduation rule,
Cape Verde’s rather unique development experieand, consequent graduation
(despite its still high economic vulnerability),omes that a poor and structurally
challenged country, with several environmental desctagainst it, can overcome
development hurdles and attain reasonable econogn@mvth and human

development. With international partnerships, pit stability, good governance,
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effective and transparent aid management, a meaitgebased institutional system
and a development-oriented political class and sigiety it is, indeed, possible.

Being the first SIDS to ever graduate from the LIXEC (following a 14-year
hiatus since the only other graduation case: Batayvand the first country to do so
under a smooth transition strategy endorsed byUlNeGeneral Assembly, Cape
Verde is a groundbreaking case. Graduation seemgduwnlikely for a country like
Cape Verde, with virtually no valuable natural nes®s and economically fragile,
since it maintains, in essence, all its adverseadteristics and handicaps.

One of the concerns regarding graduation is whetlvatl cause a disruption
in Cape Verde’s successful implementation of a kbgraent model predominantly
based, up until now, on international support messuThus, there is some
uncertainty concerning the country’s financial dtgh in case most international
support measures are in fact withdrawn. It seehesefore, obvious that there will
have to be a strong effort to decrease aid depegdéy broadening development
financing options, namely through increased dorogstgource mobilization. In this
regard, private sector investment (notably in th&ism sector) and the productive
use of remittances have been pointed out as gotanspo follow, given their job
creation and capital formation potential.

Finally, it would also be wise for Cape Verde tdiojze and gain dividends
from a number of other factors playing in its fav@y its large Diaspora(which,
besides regular financial contributions, can fumrctas a valuable source of human
capital and/or of dynamic entrepreneurship, capable of egath international
goodwill towards the country); (ii) itsizeable and strategically positioned EEZ
(that can be used, by western countries, as anrtargocontrol point for Europe-
bound illegal African immigration and other illicétctivities); (iii) its long-lasting
relationship with several EU countrie@hat can be of great assistance in the
country’s efforts to establish a special partngrshith the Union, with evident

economic advantages); (iv) ifgositive international imageass a model African
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democracy gradually progressing towards sustainddelopment (which can earn

it considerable international support outside eftioC framework).
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Table 1. List of LDCs, Small Developing States an8IDS

Small Per capita
Country LDC Developing SIDS GNI HAI EVI

State (Uss)
Afghanistan X 122 11.5 60.3
Angola X 823 28.8 43.4
Bangladesh X 403 50.1 25.8
Benin X 450 39.9 52.0
Bhutan X X 690 44.4 46.6
Burkina Faso X 303 24.6 46.7
Burundi X 90 20.1 59.9
Cambodia X 303 46.0 52.3
Cape Verde X X X 1,487 82.1 57.9
Central African Republic X 277 27.3 50.8
Chad X 237 22.2 62.8
Comoros X X X 450 37.8 63.6
Democratic Republic of the X 103 212 426
Congo
Djibouti X 943 44.7 60.2
Equatorial Guinea X X 3,393 55.6 70.7
Eritrea X 163 34.1 64.0
Ethiopia X 100 26.6 39.3
Gambia X X 277 415 55.7
Guinea X 433 36.2 34.6
Guinea-Bissau X X 143 25.6 66.2
Haiti X X 410 38.5 56.8
Kiribati X X X 917 90.5 84.3
Lao Pepple s Democratic X 350 54.0 57.9
Republic
Lesotho X X 623 61.2 50.5
Liberia X 117 28.9 68.0
Madagascar X 273 41.6 41.6
Malawi X 163 40.5 48.8
Maldives X X X 2,320 81.9 50.5
Mali X 300 215 42.6
Mauritania X 403 46.4 40.6
Mozambique X 220 25.6 43.6
Myanmar X 167 68.4 42.2
Nepal X 243 56.0 374
Niger X 203 12.7 50.0
Rwanda X 220 33.6 59.3
Samoa X X X 1,597 90.4 64.7
Sao Tome and Principe X X X 333 63.6 58.2
Senegal X 557 38.8 41.8
Sierra Leone X 190 15.7 63.7
Solomon Islands X X X 557 70.6 56.9
Somalia X 193 5.4 68.4
Sudan X 463 49.0 49.9
Timor-Leste X X X 467 55.3 65.2
Togo X 323 46.0 45.8
Tuvalu X X X 1,267 89.7 91.9
Uganda X 253 49.0 47.4
United Republic of Tanzania X 313 32.8 34.1
Vanuatu X X X 1,187 66.0 64.3
Yemen X 523 48.3 42.1
Zambia X 390 35.2 46.2

Source: UNCTAD, AOSIS, CDP (2006). Shaded countridicate LDCs that are also SIDS.

Djalita@post.harvard.edu 114



Table 2. Developing Micro States (13)

Country Surface (Km2) Population (thousand) GDP (PP) US$
Saint Kitts 261,00 446 12,510
Maldives 298,00 300 4,485

Malta 316,00 400 17,273
Grenada 344,00 100 7,580
Grenadines 389,30 100 5,555
Seychelles 404,00 1,000 12,508
Barbados 430,00 300 15,494
Antigua 442,00 100 10,541
Saint Lucia 616,00 151 5,703
Singapore 620,00 4 000 23,356
Bahrain 622,00 600 15,084
Dominica 751,00 100 5,880

S&o Tome & Princips 964,00 200 1,792

Table 3. Three Different Lists (Economic, Politicaland Institutional) of SIDS

Source: TOLENTINO (2007)

SIDS implicitly
recognized by the
UN (48)

The economic list

SIDS within
the membership of
AOSIS (39)
The political list

Members and
observers of AOSIS
(43)

SIDS according to
the UN Secretariat
(46)

The institutional list

American Samoa
Anguilla

Antigua and Barbuda
Aruba

Bahamas

Bahrain

Barbados

British Virgin Islands
Cape Verde

Comoros

Cool Islands

Cuba

Dominica

Dominican Republic
Fiji

French Folynesia
Guam

Grenada

Hait1

Jamaica

Kiribati

Maldives

Marshall Islands
Mauritius
Micronesia (F. States of)
Montserrat

Naum

Netherlands Antilles
New Caledonia
Northern Mariana Is
Niue

Palan

Papua New Guinea
Puerto Rico

Samoa

Sao Tome and Principe
St. Kitts and Nevis

St. Lucia

St. Vincent and the Gr
Seychelles

Singapore

Sclomon Islands
Timor-Leste

Tonga

Trinidad and Tobago
Tuvalu

United States Virgin Is.
Vanuatu

American Samea
Antigua and Barbuda
Bahamas

Barbados

Cape Verde

Comoros

Cook Islands

Cuba

Dominica

Fijt

Guam

Grenada

Haiti

Jamaica

Kiriban

Maldives

Marshall Islands
Mauritins

Micronesia (F. States of)
Nauru

Netherlands Antilles
Niue

Palau

Papua New Guinea
Fuerto Rico

Samoa

Sao Tome and Principe
St. Kitts and Nevis

5t. Lucia

St. Vincent and the Gr
Seychelles

Singapore

Solomon Islands
Timor-Leste

Tonga

Trinidad and Tobago
Tuvalu

United States Virgin Is.
Vanuam

American Samoa
Antizua and Barbuda
Bahamas

Barbados

Belize

Cape Verde
Comoros

Cook Islands

Cuba

Dominica

Fiji

Guam

Grenada
Guinea-Bissau
Guyana

Haiti

Jamaica

Kiribati

Maldives

Marshall Islands
Mauritius
Miecrenesia (F. States of)
Naum

Netherlands Antilles
Niue

Palau

Papua New Guinea
Puerto Rico

Samoa

Sao Tome and Principe
St. Kitts and Newvis
5t Lucia

St. Vincent and the Gr.
Seychelles

Singapore

Solomon Islands
Suriname
Timor-Leste

Tonga

Trinidad and Tobage
Tuvalu

United States Virgin Is.
Vanuatu

American Samoa
Antigua and Barbuda
Aruba

Bahamas

Bahrain

Barbados

Belize

Cape Verde
Comoros

Cook Islands

Cuba

Dominica
Dominican Fepublic
Fiji

Guam

Grenada
Guinea-Bissau
Guyana

Haiti

Jamaica

Kiribati

Maldives

Marshall Islands
Mauritius

Miecronesia (F. States of)
Naurz

Netherlands Antillas
Niue

Palan

Papua New Guinea
Samoa

Sac Tome and Principe
St. Kitts and Nevis
&t Lucia

St. Vincent and the Gr.
Seychelles
Singapore

Solomon Islands
Suriname
Timer-Leste

Tokelau

Tonga

Trinidad and Tobago
Tuvalu

United States Virgin Is.
Vanuatu

Non-independent territories are in italics
Sources: Permanent Mission of Mauritius to the United Nations in New York, 3 February 2004

www sidsnet org/aosis/members html (AOSIS)

www.un.org/special-rep/ohrlls/sid/list htm (Office of the High Representative)

Source: ENCONTRE (2004a)
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Table 4. UNCTAD’s (nhon-official) List of 29 SIDS

Antigua and Barbuda
Bahamas

Barbados

Cape Verde
Comoros

Dominica

Fiji

Grenada

Jamaica

Kiribati

Maldives

Marshall Islands
Micronesia (Fed. States of)
Mauritius

Palau

Papua New Guinea
Samoa

Sao Tome and Principe
Seychelles

Solomon Islands

St. Kitts and Nevis

St. Lucia

St. Vincent and the Grenadines
Timor-Leste

Tonga

Trinidad and Tobago
Tuvalu

Vanuatu

Nauru

Source: ENCONTRE (2004a)

Table 5: Lower and Upper-Middle-income Economies (®)

Lower-middle-income economies (55)

Albania El Salvador Namibia

Algeria Fiji Nicaragua

Angola Georgia Paraguay
Armenia Guatemala Peru

Azerbaijan Guyana Philippines
Belarus Honduras Samoa

Bhutan Indonesia Sri Lanka

Bolivia Iran, Islamic Rep. Suriname

Bosnia and Herzegovina Iraq Swaziland
Cameroon Jamaica Syrian Arab Republic
Cape Verde Jordan Thailand

China Kiribati Tonga

Colombia Lesotho Tunisia

Congo, Rep. Macedonia, FYR Turkmenistan
Cuba Maldives Ukraine

Djibouti Marshall Islands Vanuatu
Dominican Republic Micronesia, Fed. Sts. WestlBamd Gaza
Ecuador Moldova

Egypt, Arab Rep. Morocco

Upper-middle-income economies (41)

American Samoa Kazakhstan Poland

Argentina Latvia Romania

Belize Lebanon Russian Federation

Botswana Libya Serbia

Brazil Lithuania Seychelles

Bulgaria Malaysia Slovak Republic

Chile Mauritius South Africa

Costa Rica Mayotte St. Kitts and Nevis

Croatia Mexico St. Lucia

Dominica Montenegro St. Vincent and the Grenagline
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Equatorial Guinea Northern Mariana Islands Turkey
Gabon Oman Uruguay
Grenada Palau Venezuela, RB
Hungary Panama
Source: www.worldbank.org
Table 6. Middle-income Countries at a Glance
Percent of the World's Poor living in MICs 40%
Percent of the World’s Poor living in MICs (excladi China and India) 33%
Chance that a MIC is in Latin America or the Caeab 1in3
Chance that a World Bank client country in the MéHast / North Africa 5in6
isa MIC
Percent of world’s carbon emissions in MICs 41%
2004 per capita growth in OECD countries 2.8%
2004 per capita growth in MICs 6%
Highest per capita income among MICs $10,000
Lowest per capita income among MICs $950
Percent of MIC population living in China 43.5%
Percent of MIC population living in the 25 smallstites 0.3%
Source: http://www.worldbank.org/ieg/mic/facts.html
Table 8. The Evolution of GDP in Cape Verde (19960D6)
Years 1996 1997 1998 1999 2004 2001 2002 2003  2004Q005(p) | 2006(p)
GDP L
(millions of ECV) 41,7 46,0 51,6 61,8 64,5 69,4 72,9 79,5 82/6 93,3 05,3
GDP 5022 | 5064 | 5395 5834 5566 5715 6336 8262 ,89311.0289| 1.197.§
(millions of US$)
?S'Sg‘p"a GDP | 1301,7| 13378 1.401,9 14829 14840 15708 4a1%| 1.761,3| 1.9947 2163f 2.4633
gGrg‘fnﬁ””“a' 6.7% | 7.6% | 8.4% | 11.9%  7.3%  6.19 53%  47% 5.0 6.4%6.1%
Inflation rate 6.0% 8.6% 4.4% 4.4%) -2.4% 3.7% 1.9% 1.2% -1.9% 0.4% 5.4%
Source: REPUBLIQUE DU CAP VERT (2006), BANCO DE C@®B/ERDE, Instituto Nacional de Estatistica de Cs¥lbede
117
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Table 9. Cape Verde’'s Main Commercial Partners (200-2005)

Countries Imports Exports
% of Total Average % of Total Average
Portugal 45,8% 72,0%
Netherlands 13,5% 0,31%
Spain 4,1% 10,9%
USA 5,1% 13,4 %
Brazil 3,8% 0,10%

Source: REPUBLIQUE DU CAP VERT (2006)

Table 10. Cape Verde: GDP and Inflation (2004-2006)

World Economy
Advanced Economies
USA
European Union

Emerging Markets and
Developing Economies

China
India
Africa

Cape Verde

| GDP | Inflation
. Fluctuation (%) Fluctuation (%)
20M4 2005 2006 2004 2005 2006
5.1 49 5.4 2,7 2.8 2,7
3.3 2.5 il 2,0 2.3 2,3
472 3,2 3,3 2,7 3.4 32
2.0 1.4 2.6 2,1 2,2 2,2
7.3 7.5 7.8 5.8 5.4 5.3
9.5 10,4 10,7 3.9 3.0 1.5
7.3 9.2 2.2 3.8 3.9 5.6
5.3 5.6 5.5 a1 8.1 7.2
50 6.4 6,1 -1.9 0.4 5.4

Table 12. Cape Verd

Source: BANCO DE CABO VERDE (2007)

e: Main Development Partners’ Qatribution (2001-2005) &
Future Actions Following Graduation

ing;

Partners (200/%?3%05) Areas of Intervention and Future Actions FollowingGraduation
Areas of intervention: Basimfrastructures; Institutional reforms; Educati
and capacity building; Private sector promotiondBetary aid.

World Bank 17,9
Will continue to support (possibility of taking eatvage of other aid an
financing sources, other than IDA).
Areas of interventionHuman resource development and capacity build

Portugal 13,5 Land use planning and recovery of cultural herit&pial services; Aid.
Will continue to support.

Areas of interventionRoad and health infrastructures; Water and staaita
EU 12,1
Will continue to support and possibly reinforceassistance.
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Areas of interventionEnvironmental protection; Financial reform of fiab
administration; Education; Budgetary aid.

tion

—

ra

ral

Netherlands 10,0

Will start phasing out its assistance in 2008.

Areas of intervention Health; Education; Capacity building; Road
Luxembourg 9.8 infrastructures; Water and sanitation.

Will continue to support.

Areas of interventionGood governance; Water and sanitation; Popula

United and development; Decentralized cooperation; EdowatiHealth; Rural

Nations 76 development; Children’s protection; Fight againsvegrty.

System Will continue to support. A Cooperation Agreemestanning until 2010 angd
previewing the disbursement of US$idlions, has been signed.

Areas of interventioninfrastructures; Education; Rural developmenghFi

ADB 55 against poverty; Budgetary aid; Energy.

Will continue to support.
Areas of interventionFisheries infrastructures; Exploitation of growader.

Japan 5,4
Will continue to support.

Areas of intervention of MC&® 2005 — 2011(US$ 110 millions): Transpof

USA 42 infrastructures; Rural development; Private sepgtomaotion.

Will end food aid in 2007, will continue to support through MCA
German 24 Areas of interventionNatural resources, Education and Capacity buildin
y ’ Will start phasing out its assistance in 2007.
Areas of intervention Decentralization, Culture and recovery of cultu

Spain 21 heritage; Budgetary aid (starting in 2007).

Will continue to support and will reinforce its atance

Areas of interventioninfrastructures; Education; Rural developmenghfi
BADEA 21 against poverty; Private sector promotion.

Will continue to support.

Areas of intervention Good governance; Decentralization; Water and

sanitation.

France 1.8 Will continue to support and will reinforce its &gance A Cooperation
Agreement (2007-2010), previewing the disbursenoédS$ 35 million, is
expected to be signed.

Areas of intervention Decentralization; Water and sanitation; Ru

Austria 16 development; Budgetary aid (starting in 2007)

Will continue to support.
Areas of interventionConstruction of physical infrastructures.

China 0,9
Will continue to support and will reinforce its atance

TOTAL 96,7

Source: REPUBLIQUE DU CAP VERT (2006)

365 The Millennium Challenge Account focuses on promptsustainable economic growth to reduce poventguigh investments in transportation, water and

industrial infrastructure, agriculture, educatiprivate sector development, and capacity build®guntries are selected to receive assistance loaséxir performance

in governing justly, investing in their citizensdaencouraging economic freedom. The Millennium @mge Corporation has made fighting corruption oféts

priorities.
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Figure 1. Graduation Timeframe
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Source: UNCTAD

Figure 2. Botswana: 2004 GDP by Sector
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Figure 3. Botswana: Real GDP Growth and Per Capit&DP (1997 — 2007)
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Figure 4. Aid and GDP Per Capita in Botswana
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Source: COMMISSION FOR AFRICA (2005), “Annex 8: Batana Graduating from Aid”

Figure 5. Cape Verde: Evolution of GDP

(1980-2006)
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Figure 6. Cape Verde: ODA Profile
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Top Ten Donors of gross
Receipts 2003 2004 2005 ODA (200405 average) (USD m)
Net ODA (USD million) 143 140 161 1 Portugal 43
Bilateral share (gross ODA) 82% 54% 54% 2 EC x2
Net ODA / GNI 18.3% 14.5% 17.1% 3 DA 21
4 Luxembourg 15
HNet Private flows (USD million ) 43 66 52 5 HNetherlands 10
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For reference 2003 2004 2005 7 Spain 7
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Sources: OECD, World Bank.

Figure 9. Cape Verde: Approved Foreign Direct Invesnent
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Figure 10. Cape Verde: Tourism Revenue Growth
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Figure 13. Cape Verde: Cereal Production and Defiti 1990-2002 (in tons)
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Figure 14. Botswana: Evolution of ODA (1990-2004)
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