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EXECUTIVE SUMMARY

1. The Special Development Fund (Seventh Cycle) (SPptrategy is anchored in the Caribbean
Development Bank's (CDB) Strategic Plan 2005-2008 developed within the context of the regional
economic and social environment, the impact of gldbends on this regional environment and the
lessons learned from the Bank’s experiences irsgfexial Development Fund (Sixth Cycle) (SDF 6) and
earlier Special Development Fund (SDF) cycles the. Strategic Context). The strategy is, theeefor
built around the Millennium Development Goals (MDGthe international economic context and the
major transition challenges facing the Caribbedm.addition, the SDF 7 strategy is aligned with the
themes and objectives of the new Strategic Plarighmder preparation.

2. The economic and social environment and the chgdlefacing Caribbean economies define the
context within which the strategy for SDF 7 is tedf Poverty, inequality and social exclusion rema
defining features of the economic and social ngalit the Region and constitute important targets fo
development intervention. Increasing the rate afnemic growth and reducing the volatility of that
growth, are major macroeconomic objectives. Unegl growth performance is the issue of
competitiveness. The Region’s vulnerability to mmmic shocks and natural disasters and the need for
adaptation to, and mitigation of climate change, aso critical issues. Fiscal and debt perforraaare
also important determinants of growth performanoe @must be addressed if sustainable growth is to be
achieved. All of these issues need to be apprakichthe context of the threat of a global recessind

the reality of sharply rising commodity and foodcps, with their implications for growth, employnten
and poverty reduction in the Caribbean. CDB'’s mapacity and the lessons learned when implementing
SDF 6 and earlier cycles of SDF also influencerthwire of the SDF 7 strategy. The Caribbean MDGs
and the related Caribbean-specific targets willaienas the basis for the overall monitoring of pesg
towards reducing poverty.

Strategic Themes

3. Contributors have agreed on the following four diwemes for the replenishment of SDF 7, with
gender equalityas a cross-cutting theme:

Q strengthening poverty reduction and human development, including the Bank’s
strategic response to the challenge of providirigcéf’e and meaningful assistance to
Haiti, and supporting the MDGs and Caribbean-spedfDG targets in the Bank’s
Borrowing Member Countries (BMCs);

Q supporting environmental sustainability and advancing the climate change agenda,
including addressing the vulnerability of the BamBMCs to environmental risks and
climate change mitigation and adaptation;

Q supporting regional cooperation and regional integration, including an appropriate
operational framework to support priority needs ife Caribbean Community
(CARICOM) and its members and the provision of oegi public goods (RPGs); and

L] further enhancing development effectiveness, including Managing for Development
Results (MfDR and application of the Paris Declaration on AideEfiveness, and
including strengthening of the Bank’s human resesii@nd institutional capacity.



Poverty Reduction and Human Development

4. The reduction of poverty remains the core vagluesued by the Bank in all of its BMCs. The
strategic levers of the Bank’s Poverty Reductioat8gy (PRS)Capability Enhancement, Vulnerability
Reduction and Good Governandacilitates the effective targeting of the Banlgeverty reduction
efforts. Within the framework of these strategiudrs, it is recognised that rapid, broad-baseda@o@
growth is critical for sustaining poverty reductioddressing issues of poverty, at the nationatlle
will thus continue to require actions on:

promoting the economic opportunities and productigpabilities of the poor through
action affecting the human, physical and naturséissof poor people;

facilitating the development of the private sedigrsupporting an enabling environment
and contributing to financial sector development;

targeting vulnerabilities that affect the poor — those at risk of becoming poor —
resulting from personal risks (e.g. health) orarai risks (e.g. economic shocks, natural
disasters) by reducing macro risks and establighintgancing social protection

mechanisms; and

promoting good governance by:

o] improving access to, and delivery of, services tbahefit the poor and
vulnerable;
o] promoting sound policy and equitable resource atioo, i.e. sound

macroeconomic management; and

o] encouraging increased citizen/stakeholder participain the decision-making
processes and in policy, programme and projectamphtation.

Environmental Sustainability and Climate Change

5. It is proposed that the focus of the Bank's opera strategy on environmental sustainability
and climate change during SDF 7, should be to taB8IKCs to design and implement interventions that
promote environmental sustainability in areas that:

(@)

widen the options for sustaining the livelihoodstbé poor and vulnerable through
improved protection and sustainable managemerditofal resources;

(b) improve coverage of the population with accessoroved water and sanitation services
to reduce pollution and improve the health and petidity of the poor;
(© reduce BMCs’ vulnerability to natural hazards amgiove resilience and adaptation to
climate change; and
(d) strengthen the capacities of regional and natiemstitutions capacity for improved
environmental and natural resource management.
6. Given resource limitations, however, the areas<fdB’s interventions will need to be carefully

selected using the following criteria:

(@)

provide opportunities for significant beneficialpacts for the poor and vulnerable;



(b) contribute to BMCs stated BMC environment priogtie

(© offer opportunity to significantly improve envirommtal benefits and natural resource
management in areas where CDB has experiencebilitgdind comparative advantage;
and

(d) offer potential for synergies with other CDB aredishe Bank’s operations and those of
other development partners.

7. CDB'’s interventions should, therefore, target prt#d areas management; improved water,
sanitation and solid waste management systemsstdrsask reduction; and the climate change agenda.
In relation to the latter area, particular attemtshould be focused on climate change mitigatioth an
adaptation measures. Mitigation will require aiddial support for policy, regulatory and governance
mechanisms so that renewable energy sources amgyegiéiciency measures can be fully exploited.
Assistance will be provided to BMCs to integratienelte change adaptation measures into their agendas
for sustainable development and poverty reduct®mell as for sectoral policies. The most vulnérab
group likely to be impacted by climate change & poor, thus targeted measures that help to build
community resilience to climate change will be iempknted, together with the Basic Needs Trust Fund
(BNTF) and other programmes. Support will be pded to regional institutions to strengthen and
advance the Caribbean knowledge base about clechatege and to monitor adaptation measures. BMCs
will also be assisted in accessing innovative d@@ange funding mechanisms.

Regional Cooperation and Integration

8. CDB recognises that its BMCs have entered a cripbase of the integration process, one that
will determine not only how well the objectives smit in the Preamble to the Revised Treaty of
Chaguaramas are achieved, but whether the cemfrifmices are strong enough, with coordinated
development partner support, to overcome the geniigiars that accompany the eventual subsuming of
the individual sovereignty of small states intaaeger, more flexible and responsive entity, bedtde to
cope with the demands of a new global reality. SDF 7, CDB will continue to focus its project
interventions in developing common structures arwtgsses in its borrowing members, based on best
practices. This approach will facilitate coordinatand mutual support among officials and stakesl

in the BMCs themselves, both generally, and in ifipeareas of activity and operations. Support for
RPGs’ initiatives will be an important element inet Bank’'s support for regional cooperation and
integration.

Gender Equality

9. Improving gender equality stands on its own mex#tsa development objective. The primary
rationale for addressing gender equality in the GOBogramming is the strong link between gender
inequality and poverty in the region, in both rusall urban contexts. To effectively address pgyert
the Bank will continue to utilise strategic entryiits for integrating gender issues into existiraB
processes. At the same time, it proposes to be syatematic in the way the effort to achieve gende
equality is mainstreamed. Further, in order tergjthen the performance of the Bank in its policy
dialogue with BMC officials on economic managemand to assist the Bank in being more efficient
in the use of its investment resources in a devedop context, it needs a framework to improve
analytic and sector work. It also needs a methagofor designing loans and grants that exhibit a
greater responsiveness to the priority developmerts related to gender equality issues of BMCs
and the region. The development of a gender palic/strategy is therefore critical.



Development Effectiveness

10. As in the case of most developing countries ancrottevelopment agencies, managing for
development results (MfDR) and increasing develapnedfectiveness at CDB are a work in progress,
and further steps need to be taken in SDF 7. &sang development effectiveness is a shared obgecti
with roles and responsibilities for both the Bamkil®BMCs. There are factors beyond the Bank’s obntr
that need to be addressed by BMCs, as well as atbeelopment partners. The Bank’s agenda,
therefore, addresses those steps that the Barkdgsetake, including, where appropriate, supporti
BMCs in their MfDR and development effectiveneseratps, and working with other development
partners towards increased harmonisation and aéghmThe agenda has been developed to be capable
of implementation with modest resources and withie overall demands of CDB’s work programme,
including that expected to be set for SDF 7.

11. The Bank’s MfDR agenda will be paralleled byeaults monitoring framework, which will be
similar to that adopted by other Multilateral Deyminent Banks (MDBSs) in recent replenishment
discussions, although incremental and adapted tB’€particular circumstances, operational priositie
and capacities. The results framework will be didko the MDGs, particularly those that are most
relevant to the Bank’s operational programme, ailidivelude more consistent identification, monitog
and reporting of results at various levels. Itlwitlude performance indicators to measure pragmes
terms of institutional and operational effectivenes

Operationalising the Strategy

12. The mix of measures adopted to operationalise tiiategy is determined biphe availability of
human and financial resources, the Bank’s own dgpaand on the institutional capabilities of the
different BMCs. It also depends on the effectivemef the partnerships that can be built with other
development agencies operating in the Region. Hdmk's interventions need to become more finely
focused so that they are consistent with its cdiiebj and this underscores the importance of
partnerships. Country-level interventions needeéacomplemented by regional public action to datl w
areas where externalities or public good charatiesi at the regional level have a direct or inttire
impact on poverty reduction. The approach to diifié countries may be differentiated depending on
country conditions and capabilities. It is envisaghat the Bank will increasingly rely on locapaaity

for analysis and will adapt its modalities to refléhese changes. The Bank’s result-based country
strategy will be the basis on which the Strategylvd operationalised in each BMC.

13. The instruments that will be used to operationatlisestrategy are the standard MDB products,
but designed with increased flexibility to allonegter responsiveness to the dynamic environmeoit. F
CDB, these instruments include:

L] Investment Loans — either Special Funds Resources (SFR) alone emdbd with
Ordinary Capital Resources (OCR). OCR could ingalge of the Interest Subsidisation
Fund (ISF).

Q Technical Assistance (TA) Loans and Grants- in the case of TA loans, these could

involve SFR, SFR/OCR blend, OCR or OCR/ISF. Gravilisbe funded from SDF and,
when appropriate, specific SFR resources suchef#mnadian Technical Cooperation
Fund (CTCF) or the China Fund.

L] Policy-Based Loans (PBLs)/Policy-Based GuaranteePBGs) — PBLs and PBGs are
usually part of a broader assistance strategy fardwe a country’s debt dynamics,
enhance public sector management systems, fosteal fsustainability and improve



14, The strategic levers of the Bank’s PR&apability Enhancement, Vulnerability Reduction and
Good Governancecan be used to identify the modalities used ierajonalisation of the SDF 7
Strategy. The categorisation of modalities undersé¢ strategic levers is not rigid because most
interventions contribute to more than one areaeséhare, essentially, the same modalities useD4$

overall macroeconomic fundamentals. PBLs usuaflyolve SFR/OCR blending.

Country eligibility and resource availability woultttermine use of ISF resources.

Contingently Recoverable Loans- especially in instances where there is considierab
uncertainty regarding the viability of the investrher the ability of the investment to be

financed.

5 and/or 6, and are not exhaustive.

15. The modalities are as follows:

Capability Enhancement

COoO00O0DOOD

Solid Waste Management

Student loans Scheme

Technical and Vocational Education [including seettde approaches (SWAPS)]
Tertiary Education (including SwWAPS)

Natural Resource Management/Ecotourism Development

Rural Enterprise Development Projects

Essential Infrastructure and Services

Rehabilitation/Expansion of Productive Capabilities

Micro and Small Enterprise Development — Especidie/Caribbean Technological
Consultancy Service (CTCS).

Vulnerability Reduction

QD

CoO00O0DOD

Natural Disaster Response:

o] Immediate Response
o] Rehabilitation
o] Risk Reduction and Management

Climate Change Mitigation and Adaptation
Renewable Energy and Energy Efficiency
Social Investment Funds

Basic Needs Trust Fund (BNTF)

Low-income Housing

Shelter Development

Early Childhood Education (including SWAPS)
Basic Education (including SWAPS)

Good Governance

Q Institutional Strengthening Technical AssistancA)(T
Q Public Sector Reform
L] Policy-based Interventions
16. SDF 7 would, therefore, employ essentiallyghme modalities as before and this is reflective of

the need for the Bank to maintain strategic focspeeially in the areas where it has competitive
advantage. In applying these modalities, CDB waumgbhasise reinforcement of the strategic framework
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already developed, consolidation of changes alréadyain and setting more realistic and achievable
targets that allow sufficient time for transfornaeial change. In particular, managing for develapme
results (MfDR) is vital to future success in addieg most of the deficiencies described and will be
strengthened and deepened as a central proceldutuee interventions. Towards this end, morfosf
and resources would be invested in a strategicsgstmatic way to develop the policies, institusion
human resources, information systems and toolsregtjto design and manage projects for development
results and to sustain project benefits. CDB isaaly making interventions in this direction. Tdes
interventions would be designed to be more stratégiegrated and systematic. SDF 7 would supgort
comprehensive strategy and programme to build eaphcity at the national, sub-regional and rediona
levels. This would form the core of the TA prograem CDB would also address issues such as
inflexibility, human resource limitations and inag&te supervision which make MfDR difficult or
impossible. A stronger commitment by BMCs to MflaRd to engage in the transformation processes
required is imperative to the success of SDF imtetions.

- Vi-



1. INTRODUCTION

1.01 SDFis a partnership between countries of the Caribpbath borrowing and non-borrowing,
and countries from outside the region. SDF prav@enajor element of the resources of CDB and allow
a range of operations that would not otherwise bsgsiple, including operations in the poorest, most
vulnerable and most highly indebted countries anmthiegBank’s membership. It plays a critical rate i
the international effort to achieve poverty redoctithe MDGs, and major economic adjustment in the
Caribbean.

1.02 This role has become increasingly important as gpuweduction efforts and targeting of the
MDGs have become more focused and based on a deegerstanding of the poverty and economic
vulnerability in Caribbean countries. The SDF nmatedchas expanded with a doubling of the nhumber of
persons in its client base and a greater incradss she number of the poor that it is intendedhelp,

and as the economic challenges and potential hagentie clearer. It is also becoming increasingly
effective, with better information, more effectiiestruments, learning through the evaluation oft pas
experience, and a focus on MfDR and cooperativinpeships as part of the international Harmonisatio
and Alignment agenda. A stronger framework fogééing and measuring results has also been provided
by the Caribbean MDGs, developed with CDB’s leddi@rand support.

1.03 Progress and achievements under SDF 6 to datebleavereported to Contributors and discussed
both at a Preparatory Meeting in December 200theaFirst Negotiation Meeting held in Belize inlgar
April 2008 and at the Second Negotiation Meetingi e May 27, 2008 in Halifax, CangaThe SDF

6 cycle covers the period 2005-2008, with a revigegyramme level of $238.5 million (mn), of which
$224 mn is expected to be committed by the end082 This leaves some $14.5 mn to support planning
and operations in the early part of 2009, when3bé& 7 replenishment will need to be put in place to
support continued operations of the SDF 7 partiiygrsh

1.04 The present paper provides an overview of theegyafor planning and implementation of
SDF 7. It is based oA Strategic Framework for SDF 7: Discussion Outl{iee Framework Paper),
presented at the May 2008 Meeting of Contributord i draws on a Background PapeCaentext And
Issues For SDF 7: Economic Performance and Prospedhe Caribbeamvhich is attached to this Paper
(See Attachment A).

1.05 The Framework Paper indicated that an SDF 7 styategst be anchored in CDB’s Strategic Plan
2005-2009 and developed within the context of dganal economic and social environment, the impact
of global imbalances on this regional environmert the lessons learned from the Bank’s experieimces
SDF 6 and earlier SDF cycles (i.e. the Strategint&d). The strategy must, therefore, be builuatb

the MDGs, as these have been adjusted for the liganih) the international economic context and the
major transition challenges facing the Caribbeadyuiding the nature and extent of poverty in thalBa
BMCs, and the issues of vulnerability to econontiocks and natural disasters and adaptation to and
mitigation of climate change. In addition, the SDDFstrategy must be aligned with the themes and
objectives of the new Strategic Plan that is updeparation.

Y Al references to the Special Development Fund@tae Unified Special Development Fund [SDF (e8fablished in 1983.
2 status Report on the Special Development Fundcth Slycle, SDF 7/1-NM-2, Rev.1, May 2008

-1 -



FIGURE 1. THE STRATEGIC FRAMEWORK
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2. THE STRATEGIC CONTEXT

2.01 The economic and social environment and tl#lertges facing Caribbean economies define the
context within which a strategy for SDF 7 must bafted. Poverty, inequality and social exclusion
remain defining features of the economic and saedlity of the Region and constitute importanyéts

for development intervention. Increasing the @teconomic growth and reducing the volatility bat
growth, are major macroeconomic objectives. Undlegl growth performance is the issue of
competitiveness. Fiscal and debt performance lae important determinants of growth performance
and must be addressed if sustainable growth ig tachieved. All of these issues need to be appeahc
in the context of the threat of a global recessiad the reality of sharply rising commodity and doo
prices, with their implications for growth, emplognt and poverty reduction in the Caribbean. CDB’s
own capacity and the lessons learned when implenge8DF 6 and earlier cycles of SDF also influence
the nature of the SDF 7 strategy. The CaribbeanGkIlvill remain as the basis for the overall
monitoring of progress of implementation of SDF fbgrammes. Figure 2 illustrates the strategic
context.

THE ONGOING CHALLENGE OF POVERTY AND INEQUALITY

2.02 Country Poverty Assessments (CPAs), surveykviolg conditions and household budgetary
surveys conducted in many Caribbean countries letvi®98 and 2005 provide the basis for assessing
the incidence, poverty and economic vulnerabilityhie Region. Looking at the Region as a whole, th
results confirm that, despite significant gainslinareas of social life, poverty is very much mtsin the
Caribbean, and has taken new forms and dimensiaisas the growth of urban poverty, new types of
rural poverty and poverty arising from the impaétHiV/AIDS and the ageing of the population.
Poverty, inequality and social exclusion thus remfustrating features of the economic and social
development of the Region.



2.03 Several complex, interrelated factors havetritiried to offsetting and sometimes erasing
previous gains in the levels of living in the Céxélan. These include the slowing down of economic
growth, the decline in growth of single crops octses on which strong reliance had been placed, the
impact of natural disasters, and diminishing ra#lic expenditures essential for access to vitalaso
services such as education, health and sanita@her compounding factors contributing to the lefe
indigence and poverty include the economic disiearivithin countries and communitteshe decline in
family income as a result of economically debilitgthealth challenges arising from both chronic and
communicable diseases, environmental degradatiggnti problems of food price inflation and food
security, and weakening of the traditional famityaan institution.

FIGURE 2: THE STRATEGIC CONTEXT
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ECONOMIC GROWTH PERFORMANCE

2.04 The rate of economic growth is a major fastgracting on the level of poverty. As indicated by
the experience of some of the Asian economies, Inghtively stable growth rates over extendedquisri

can reduce poverty levels substantially. Thesg geiccessful economies have been able to sustain
growth rates of between 8% and 10% per annum (fmagn extended period. Such growth rates have
allowed, for example, Singapore to reduce its pgviavel from 31% in 1970 to 10% in 2003; China
from 30.7% in 1978 to 9.1% in 2003; South Korearfr89.6% in 1990 to 13.4% by 1999.

2.05 Real income growth for CDB’s BMCs averaged 8%er the period 1990-2007, and with
considerable variability. The average reached 318%ing 2002-2007, or 3.4% excluding the very sgron
performance of Trinidad and Tobago of approxima®@ly. During the periods 1992-96 and 1997-2001,
growth averaged 2.2% and 2.9% (2.7% without Trididend Tobago). In the 1992-96 period, the
Region began to feel the effects of the diminutibizuropean trade preferences. During the 199y al

%12 of the 14 BMCs that reported on income distidruexhibited Gini Coefficients greater than 0.3Ehis compares with only
5 of the top 20 countries on the UN HDI exhibiti@ini Coefficients in excess of 0.35.
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several regional economies (Guyana, Jamaica anii@d and Tobago) underwent structural adjustment
programmes with the international financial ingtdns, of which an important component was the
opening up of these economies to internationaktrathe second period also includes the impactidf.9

2.06 Additionally, the considerable variability gfowth performance was highly problematic for most
countries. Estimates of the coefficient of vadat{the ratio of the standard deviation to meanvgnp of
growth performance for several countries was graaten 1, underscoring the vulnerability of regibna
economies to exogenous shocks. A coefficient ahtian of 1 implies that a shock such as a hungca
or an event such as 9/11 can throw an economy etetyploff its trend growth rate and into a recassio
depending on the severity of the shock.

2.07 The substantial vulnerability of Caribbeanremnies to economic shocks and natural disasters
has particular implications for the poor and thénewable, and especially the latter, which represen
significant proportion of the population. Thesesoms can be pushed into poverty because of ecanomi
shocks and/or natural disasters. Meanwhile, theofidhe poor is also made worse. This is a very
important characteristic of the poverty landscapehe Caribbean that needs to be understood and
considered in designing of poverty reduction inéetions in BMCs.

BOX 1. VULNERABILITY INDEX

In 2006, an earlier study on deriving an economnilmerability index (EVI) for CDB'’s
BMCs was updated. The 2006 study included an iaddit variable that captured th
“quality of the insertion of nation states into jlebal economy by evaluating the ty
of exports of goods and services. The study shbatscountries exporting goods a
services with low income and/or price elasticitg anore vulnerable than those thpt
engage in products that are technologically dynaamid¢ have high price and inconfe
elasticities.

EVI SCORES AND RANKING

Country Groups EVI | Ranking
All Countries 0.50 6
Caribbean 0.62 4
Islands 0.63 3
Landlocked 0.50 6
Large States 0.36 10
Medium States 0.50 6
Micro States 0.68 1
Non-Small States 0.44 9
SIDS 0.64 2
Small States 0.62 4

The Caribbean ranked fourth in economic vulnerghiliNine of CDB’s BMCs are
among the most vulnerable countries and 12 are griftm36 most vulnerable. On
of the major vulnerabilities is the exposure tounal disasters, which are frequent agd
often devastating. Every BMC has been affectedddme way and several ha
suffered more than one such event in the 1998-2@0ibd. The estimated cost {f
these events over this period is $9.2 billion (bmt including the economic outp
foregone.

(D




FISCAL AND DEBT PERFORMANCE

2.08 A significant number of BMCs are in fiscal adebt difficulties, thereby compromising their
ability to address the problems of poverty and etdbility. During 2002-06, six BMCs averaged fisca
deficits of more than 5% of Gross Domestic Prod@&®P). By the end of 2007, five BMCs had ratios
of public sector debt to GDP of more than 100% afidwere facing problems of fiscal and debt
sustainability. Others, while not as heavily intdel are substantially above what has emergedeas th
prudential norm internationally, i.e. a public sgaebt to GDP ratio of no more than 60 % of GDP.

2.09 The ratios of debt servicing to recurrent nese reflects the considerable burden on the budget
the heavily indebted countries of the Region. lanynof these countries, the substantial portions of
recurrent revenue dedicated to debt servicing wodee the high opportunity cost of significant debt
accumulation in terms of expenditure foregone amcation, health, housing, water, sanitation anéroth
services that are critical to empowerment and welksmhancement of the poor and vulnerable

THE ECONOMIC CHALLENGES

2.10 The openness of Caribbean economies makespasditularly vulnerable to terms of trade and
other shocks from the external environment. Theetl international environment is very unstablghw
several dangers looming for the Caribbean. Arguable greatest threat is the possibility of a glob
recession. The effects of such an event on thibl@san could be very destabilising, depending sn it
severity and duration. With the concomitant exagtiah of lower export levels for both goods and
services and reduced growth and employment in #gidR, the impact on the poor and vulnerable is
potentially devastating.

2.11 Another significant threat to the Region s tipward trend in inflation. Estimates of inflatim

the Caribbean during the period 2003 to 2007 indithat in a significant proportion of countrielse t
rate of inflation is increasing, driven by importadlation, essentially from rising oil and foodiqes,
which account for 50% or more of the rise in pricdhe consequent erosion in the standard of liisng
leading towards a tense political and industriahate in which unions are pressing for higher wages
sometimes from governments that are already fiscalallenged. In those countries where governments
have taken action to protect their populations frgpiraling inflation through the foregoing of tax
revenues on imports of food and oil, or have elated or reduced certain border taxes, there haste be
significant fiscal costs.

2.12 Independently of the impact on inflation, mgsifood prices, given the heavy dependence of the
Caribbean on food imports, are of major concerthe®oRegion. Regional food imports, including for
Suriname and Haiti, amount annually to more thanb$2 Between 1994 and 2004, regional food
imports grew in real terms by 2.4% p.a. In somentdes, food dependence, defined by the ratimof f
imports to consumption in volume terms, is alreelge to or more than 80%.

2.13 In the absence of strong energy conservation fivitis, the development of alternative sources of
energy, or significant oil discovery, the vulnetdito oil shocks will continue and likely interfigi This

will fuel inflationary pressures; reduce growthestand increase unemployment and poverty. Inogas
raw material demand, related to strong economieviran East Asia, China and India, however, will
continue to benefit regional producers of miningdurcts - Trinidad (oil), Guyana (bauxite) and Jaraai
(bauxite and alumina). These countries are likelgxperience improved terms of trade, growingdrad
surpluses, improved current account balances, andicaumulation in reserves. But it must be
remembered that the quality of growth is also ingmatr Unsustainable extraction of resources, for
example, undermines environmental sustainability @mpromises future growth.



LESSONS FROM SDE 6 AND EARLIER CYCLES

2.14  One of the principal assessments of SDF performanitée the multi-cycle evaluation of SDF
that is currently underway and for which some pneiary findings are now available. Although thss i
focussed primarily on the two most recently congdetycles of SDF (SDF 4 and SDF 5), for which
outcomes and performance can be better assessedydluation is expected to put its findings in the
context of more recent developments during SDRIee multi-cycle evaluation follows on from the SDF
Performance Review in 2000, which assessed themsemf SDF to new directions set by Contributors.
Other important contributions to the lessons leaiinelude the SDF 6 Mid-Term Review/Evaluation, the
Evaluation of the Bank’s TA Operations and the Mieim Evaluation of BNTF 5.

2.15 The detailed findings have been or will be repoitedhe individual review/evaluation reports
and summarised in a separate p4pétor present purposes, however, it is useful éntify those lessons
that are likely to havetrategic significance in the context of SDF 7. The lessons identifiedehare,
therefore, those that focus on the broad desi@Ddéf 7 and not on individual modalities or inteniens.

Overall Performance and Effectiveness

o] The Bank needs to sharpen its focus on its povedyction mission, by expanding its
use of MfDR, and other management improvementitivés where appropriate.

o] There is a priority need for the Bank to strengthiemesults orientation. An outcomes-
oriented culture needs to be more deeply imbedded.

o] The Bank needs to establish priorities, consistétiit its capacity and capabilities. CDB
needs to focus and avoid new commitments that @&y to unreasonable expectations
on the part of Contributors.

2] Human resource constraints have become a chrasue iat the Bank and affected the
Bank’s performance in SDF 5. For example, theamnisirgent need to improve the level
and type of supervision required, particularly ialtidisciplinary projects.

o In a small organisation like CDB, giving effect tolicy shifts and programme
improvements in a four-year time frame - the SDEIEY is a significant challenge.

o Greater effort needs to be placed in the developrmepartnerships and collaboration
with other development actors.

o More resources need to be directed to improvingptiley and institutional frameworks
for supporting project interventions in BMCs.

TA Operations

o CDB’s TA programme needs to more strategic andseed.

o There is a need for a central focal point for TAegtions and a greater level of training
should be provided to Operations staff.

L] Mechanisms need to be put in place to ensure atcegsecialised TA experience and
skills.

# performance and Results Analysis: Lessons Leamoed ise of Various Modalities in SDF Operations émglications for
SDF 7, SDF 7/3 NM-2
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Basic Needs Trust Fund

& The foundations of the social orientation of BN'Heusld be strengthened.

o] BNTF should enhance and further define its stratggirtnerships with government
ministries, non-governmental organisations, anémodevelopment partners.

-] BNTF should continue its shift from one-off subgdjs in the community to a more
integrated and comprehensive targeted approaabverty reduction.

Q The programme should enhance integration of thesetatting themes that are directly

relevant to BNTF, such as Gender and the Envirohmen

2.16 During discussion on the Framework Paper, Contiisudlso identified a number of features that
should guide strategy formulation for SDF 7:

O The importance of economic growth as a central aomapt of the strategy.

o] The continuing importance of poverty reduction, ismvmental sustainability, climate
change and regional integration in regional develeq (i.e. the Strategic Themes).

Q The significance of the current global environmenteconomic slowdown, rising
commodity and food prices — in strategy formulation

Q The critical importance of a well-developed restittsnework to measure and monitor
performance.

The need to build in flexibility in strategy implemtation.

o The importance incorporating institutional capatitylding in BMCs as an element of
the Strategy.
3. THE SDF 7 STRATEGY

3.01 The SDF strategy is an important sub-set of thekBaoverall strategy and must be built around
this strategy. In a real sense, the strategy ¥ % would be a continuation of SFD 6, but with giag
emphases. Significantly, the SDF 7 themes (outlibelow) are consistent with the current Strategic
Plan. The themes reinforce the linkages betweerBdnk’s Mission Statement, the Strategic Plan, and
other guiding documents such as the ResolutionRegbrt of Contributors to the SDF (U), PRS, and
other thematic and sector policies and stratedieshould noted that 2008 is the mid-point of pegiod

set for the achievement of the MDGs and that tivergé cycle (2009-2012) of the SDF is the last full
cycle before the MDG target date of 2015. Thisleyand its action plans and programmes should
provide the momentum for BMCs to achieve thesegjoal

Strategic Themes

3.02 Contributors have agreed on the following four dbvemes for the replenishment of SDF 7, with
Gender Equality as a cross-cutting theme:

L] strengthening poverty reduction and human development, including the Bank’s
strategic response to the challenge of providifigcef’e and meaningful assistance to
Haiti, and supporting the MDGs and Caribbean-spe8ifDG targets in the Bank’s
BMCs;
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Q supporting environmental sustainability and advancing the climate change agenda,
including addressing the vulnerability of the BanBMCs to environmental risks and
climate change mitigation and adaptation;

L] supporting regional cooperation and regional integration, including an appropriate
operational framework to support priority needC#RICOM and its members, and
the provision of RPGs; and

Q further enhancing development effectiveness, including MfDR and application of the
Paris Declaration on Aid Effectiveness, and inabgdstrengthening of the Bank's
human resources and institutional capacity.

FIGURE 3: STRATEGIC THEMES

3.03 Separate papers have been prepared for each efrétiegic themes. The sections that follow
summarise the core elements of the themes to wuatersheir relevance in the context of the Region’s
development options and challenges.



Poverty Reduction and Human Development

3.04 The reduction of poverty remains the core esgdursued by the Bank in all of its BMCs. The
strategic levers of the Bank's PR&apability Enhancement, Vulnerability Reduction aGdod
Governancefacilitates the effective targeting of the poyarduction efforts. Within the framework of
these strategic levers, it is recognised that ttaproad-based economic growth is the single most
important factor in sustaining poverty reductién.Appendix 1 outlines the Caribbean-specific MDG
targets for the relevant poverty and human devetopnMDG goals (Goals 1, 2 and 3). Addressing
issues of poverty, at the national level, will tmostinue to require actions on:

. promoting the economic opportunities and productigpabilities of the poor through
action affecting the human, physical and naturs¢tssof poor people;

. facilitating the development of the private sedigrsupporting an enabling environment
and contributing to financial sector development;

. dealing with vulnerabilities that affect the pooro+those at risk of becoming poor —
resulting from personal risks (e.g. health) oravai risks (e.g. economic shocks, natural
disasters) by reducing macro risks and establigaimgncing social protection

mechanisms;
. promoting good governance by:
o] improving access to, and delivery of, services tbanefit the poor and
vulnerable;
o] promoting sound policy and equitable resource atioo i.e. sound

macroeconomic management ; and

o] encouraging increased citizen/stakeholder particpain the decision-making
processes and in policy, programme and projectémphtation.

BOX 2: HAITI

—

Haiti poses additional challenges to CDB. As gifeastate Haiti has especially difficult developmet]
challenges and greater needs. Haiti accountslfoosht 60% of the population of BMCs and 70% pf
Haitians are living below the poverty line. Theuntry exhibits weak institutional capacity arfl
governance such that the capacity of the statelteed basic social and infrastructure serviceseisously
undermined. As noted in CDB'’s operational stratéagyHaiti, the Bank’s interventions in Haiti wille
guided by the country’s development priorities imgttl in the recently approved Growth and Povejty
Reduction Strategy (GPRS), the proposed intervestaf other development partners, and CDB’s ojvn
capacity and areas of strength. Consistent with @approach, the Bank is developing a results-baged
country assistance strategy which would take adcafinthe development objectives and modalitips
outlined in Hait's GPRS. Efforts to support Haitiust continue to involve close collaboration wijh
development partners, increasing field presence lanitHing on lessons learned from successjul
interventions. The instruments and modalities usethe Bank will need to be flexible and adaptedjt
reflect the realities of the Haitian environment.

° Enhancing the fight against poverty in Asia andRlaeific: the PRS of the Asian Development BankJB} December, 2004.
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3.05 Translating these objectives into actual ietions will result in operations in the following
areas:

Q Economic Growth — especially through increased edpfor economic and social
infrastructure;
L] Human Resource Development (HRD) - to increase laodden equitable access to

educational opportunities, improve efficiency anflfeeiveness of the educational
system, strengthen the system’s institutional dapaod enhance technological capacity;

Q Agriculture and Rural Development — to remove thestraints to food production and to
facilitate sustainable livelihoods in rural areas;

Q CPAs and National Poverty Reduction Strategies (88)R
L] Direct Poverty Reduction including Social Proteatiand
Q Civil Society Organisation (CSO) Capacity-Building.
Environmental Sustainability and Climate Change

3.06 The regional economies have made progressresitect to the basic targets and indicators of
Goal 7 “Environmental Sustainability” of the MDGs, areas such as coverage of the population with
access to improved water and sanitation and therage of areas given protected status. Howewveseth
indicators mask deeper concerns related to effeethd sustainable management of these resourges. |
addition, the fundamental inter-linkages betweevepty and environmental degradation, which result i
the loss of these resources to the poor or theo#afibn and unsustainable use by those better off,
appears not to be well understood. High ratesodfesosion, degradation of watersheds, and loss of
habitats of both precious terrestrial and maringoueces are significant environmental and natural
resource management issues. Large segments obidlepopulation still remain dependent for their
livelihoods on natural resources and ecosystemen én the face of their rapidly degrading and
diminishing productivity.

3.07 CPAs of nearly all BMCs of CDB consistentlyoghthat rural areas usually have the highest
incidence of poverty. In many BMCs, issues of laigthts and security of tenure still remain obstacl
and prevent many of the poor from responding tanenoc programmes which might offer the possibility

of improving their livelihood options. The urbaagy live just as precariously as the rural popatatnd

are as vulnerable to natural hazards, and ext@ar@homic shocks. They are also just as likely to
contribute significantly to pollution and environmal degradation and stress ecosystems because of
limited or no access to basic infrastructure, servitilities (water, sanitation, electricity, fuelhd are
often unemployed or underemployed.

3.08 BMCs have been slow to respond effectiveltheomany environmental challenges facing them.
This has been due to a seeming disconnect betwadromment and natural resource management
concerns and wider development policies and progresn They have been unable to adapt
administrative and legislative frameworks to reflelsanging needs and priorities. Fiscal constsaamid
overall limited financial resources have severeipacted capacity of environmental institutions.eyrh
remain understaffed and limited in terms of thetdegf technical expertise and experience. Very few
countries have even rudimentary technical suppgstesns such as databases with natural resource
inventories, environmental monitoring reportingteyss and laboratories.

3.09 BMCs cannot easily achieve environmental suebdity without addressing fundamental issues
of poverty, and the adoption of an approach torenmental and natural resources management, which
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encourages the participation and inclusion of tdkeholder groups. This is an approach that is in
keeping with the CDB’s mandate of poverty reduction

3.10 It is proposed that the focus of the Bank'sraponal strategy on environmental sustainability
and climate change during SDF 7 should be to aB8ikIs to design and implement interventions that
promote environmental sustainability in areas that:

(@ widen the options for sustaining the livelihoodstbé poor and vulnerable through
improved protection and sustainable managemematofral resources;

(b) improve coverage of the population with accessngroved water and sanitation services
to reduce pollution and improve the health and petigity of the poor;

(© reduce BMCs’ vulnerability to natural hazards amgiiove resilience and adaptation to
climate change; and

(d) strengthen the capacities of regional and natiamsgtitutions’ capacity for improved
environmental and natural resource management.

3.11  Given resource limitations, however, the afeasCDB interventions will need to be carefully
selected using the following criteria:

(@) provide opportunities for significant beneficialpacts for the poor and vulnerable;
(b) contribute to BMCs-stated BMC environment priostie

(© offer opportunity to significantly improve envirommtal benefits and natural resource
management in areas where CDB has experiencebitgdand comparative advantage;
and

(d) offer potential for synergies with other CDB aredishe Bank’s operations and those of
other development partners.

3.12 CDB interventions should, therefore, targettguted areas management; improved water,
sanitation and solid waste management systemsstdisask reduction; and the climate change agenda.
In relation to the latter area, particular attemtshould be focused on climate change mitigatioth an
adaptation measures. Mitigation will require aiddial support for policy, regulatory and governance
mechanisms so that renewable energy sources amgyegiiciency measures can be fully exploited.
Assistance will be provided to BMCs to integratienelte change adaptation measures into their agendas
for sustainable development and poverty reduct®well as for sectoral policies. The most vulnérab
group likely to be impacted by climate change & poor, thus targeted measures that help to build
community resilience to climate change will be iempented, together with BNTF and other programmes.
Support will be provided to regional institutiormsgtrengthen and advance the Caribbean knowledsge ba
about climate change and to monitor adaptation ureas BMCs will also be assisted in accessing
innovative climate change funding mechanisms. Agpe3 outlines the proposed SDF 7 contribution to
MDG outcome targets for Environmental Sustainab{liMDG Goal 7).
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Regional Cooperation and Integration

3.13  While CDB’s interventions in its BMCs will, @fecessity, involve project implementation at the
national level, the overall context of interventiomill increasingly be regional in design and
conceptualisation. This is in keeping with theisiens of BMC governments to achieve economic and
social development through a process of intensifinaof economic integration and functional
cooperation. The approach on the part of regi@mlernments has its genesis in the widespread
acceptance that, individually, most if not all bEtBMCs do not have the capacity to provide foirthe
populations the range of services that are cuyel@inanded of a modern state. Further, the siaallo$
each country and its resource endowments limitcdqeacity to provide exportable output at globally
competitive prices with the flexibility required obnstant changes in product demand and the need fo
continuous improvement in living standards.

3.14 CDB recognises that its BMCs have enteredtigairphase of the integration process, one that
will determine not only how well the objectives smit in the Preamble to the Revised Treaty of
Chaguaramas are achieved, but whether the cemdripmices are strong enough, with coordinated
development partner support, to overcome the genigars that accompany the eventual subsuming of
the individual sovereignty of small states intaeger, more flexible and responsive entity, bedtde to
cope with the demands of a new global reality. SDF 7, CDB will continue to focus its project
interventions in developing common structures aratgsses in its borrowing members, based on best
practices. This approach will facilitate coordinatand mutual support among officials and stakes

in BMCs themselves, both generally, and in specifgas of activity and operations. Support for RPG
initiatives will be an important element in the Bansupport for regional cooperation and integnatio

Gender Equality as a Cross-Cutting Issue

3.15 Improving gender equality stands on its ownitsh@s a development objective. The primary
rationale for addressing gender equality in CDBisgpamming is the strong link between gender
inequality and poverty in the region, in both ruaiad urban contexts. To effectively address pgyéne
Bank will continue to utilise strategic entry pantor integrating gender issues into existing Bank
processes. At the same time, it proposes to be systematic in the way the effort to achieve gende
equality is mainstreamed. Further, in order tergithen the performance of the Bank in its policy
dialogue with BMC officials on economic managememit] to assist the Bank in being more efficient in
the use of its investment resources in a developi@mntext, it needs a framework to improve analytic
and sector work. It also needs a methodology fsighing loans and grants that exhibits a greater
responsiveness to the priority development neeldgerk to gender equality issues of BMCs and the
region.

3.16 The Bank is, therefore, in the process of lbgweg a gender policy and the related
implementation framework. This will be based onBEZ®mandate, strategic objectives and the three
strategic levers of the poverty reduction and go&ece strategies. The Policy will incorporate sults-
based approach and will establish links betweenmatlvpolicy and programming priorities and gender
equality. The Policy will be able to respond to BMgiority needs related to gender and development

3.17 The core issues that will be incorporateduidel
(a) analysis of the economic and social dimensionsatigr issues and efforts to address the
issues integrated into all CDB policies, programraesl projects. In this sense, all

CDBs' interventions should contribute to genderadigy

(b) integrating approaches to address undesirable ntugender-related outcomes into all
policies, programmes and practices of BMCs. In thedium to long term, such
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integration will support sustainable developmemtod) governance and reduce poverty
and vulnerability; and

(© developing approaches to gender equality throughctkation of partnerships between
women and men, thereby supporting both women’s grapoent and men’s inclusion.

3.18 The development of the gender policy will mnsultative in nature and will draw on the
experiences of other MDBs such as the African Demient Bank and AsDB as well as regional and
international development agencies. This is tawsnanot only the quality of the policy but to diglie

on issues of implementation such as human res@mndeskills development and to establish effective
gender management systems for accountability ardsight monitoring. CDB will ensure that gender
issues are included in planned Country StrategyeRafCSPs), CPAs, and in social and economic
analyses for the design of project interventionsluding gender-related indicators.

3.19 In order to address issues of internal capae€itiuipping Bank staff with gender analysis
capability will be a starting point. The Bank wéllso draw on external gender expertise to suppart
and sector operations as required. The Bank Vgt Aave to commit more resources to complement
country processes of producing reliable social gedder statistics and disaggregated data in ocder t
identify gender gaps and inequalities, as wellraside support for BMC gender policy formulation.

3.20 In alignment with CDB’s harmonisation procasggth a range of development partners, CDB
will explore the potential of working with partneasd research institutions in collaborative seuatork,
gender research and in specific areas of progragisuch as gender budgeting. Donor coordination on
gender will continue to ensure consistency of apgines and avoid duplication of effort in workingwi
BMCs and to report on good practice in gender ni@aming among other MDBs.

DEVELOPMENT EFFECTIVENESS

3.21 Development effectiveness - the extent to Wwhite policies and programmes of developing
countries contribute to the achievement of impdrsacial and economic development outcomes, and the
extent to which external development agencies kelpchieve those outcomes - has long been the
objective in the development assistance relatignslii is also recognised that addressing developme
priorities at the country level requires a longsieand holistic vision or strategy, to which a raride
different actions can contribute most effectivel@ountry ownership of that strategy and a courgd/-I
partnership with agencies supporting a countryisetimment efforts is critical to successful outceme

3.22 As in the case of most developing countries ancerottevelopment agencies, MfDR and
increasing development effectiveness at CDB arerk i progress, and further steps need to be taken
SDF 7. Increasing development effectiveness ibaaesl objective, with roles and responsibilities fo
both the Bank and BMCs. There are factors beybadiank’s control that need to be addressed by the
BMCs, as well as other development partners. TéekB agenda, therefore, addresses those steps that
the Bank itself can take, including, where appratgri supporting BMCs in their MfDR and development
effectiveness agendas, and working with other dgveént partners towards increased harmonisation and
alignment.

3.23 The MfDR Agenda builds on progress to date andsséep already underway, as well as setting
out additional measures. Taken together, the elsnef the MfDR agenda, including the incentive
structure built into new performance indicatorspudd make a significant difference over the nextrfo
years. The Agenda is formulated in terms of thakBawork priorities. It responds to key findings
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recent evaluations that have helped to identifykmeases in current processes and in results atizmfa
The Agenda has been developed to be capable oémngpitation with available resources and within the
overall demands of CDB’s work programme, includingt expected to be set for SDF 7.

3.24 The Bank's MfDR agenda will be paralleled by a tesmonitoring framework, which will be
similar to that adopted by other MDBs in recentleashment discussions, although incremental and
adapted to CDB'’s particular circumstances, opemnatipriorities and capacities. The results framdwo
will be linked to the MDGs, particularly those thate most relevant to the Bank’s operational
programme, and will include more consistent idésdtion, monitoring and reporting of results ativas
levels. It will include performance indicatorsrt@asure progress in terms of institutional and atpmral
effectiveness. Appendix 3 summarises the propoesdts framework.

4. OPERATIONALISING THE STRATEGY

4.01 The mix of measures adopted to operationalise tiadegy is determined bihe availability of
human and financial resources, the Bank’s own dgpaand on the institutional capabilities of the
different BMCs. It also depends on the effectivemnef the partnerships that can be built with other
development agencies operating in the Region. Hdmk's interventions need to become more finely
focused so that they are consistent with its cdiiebj and this underscores the importance of
partnerships. Country-level interventions needeéa@omplemented by regional public action to datl w
areas where externalities or public good charastiesi at the regional level have a direct or intdire
impact on poverty reduction. The approach to diifié countries may be differentiated depending on
country conditions and capabilities. The modaditoé CDB’s intervention will need to evolve ovemg

as countries develop greater institutional capaditys envisaged that the Bank will increasingiyy on
local capacity for analysis and will adapt its middks to reflect these changes.

Results Framework

4.02 The overall results framework, outlined in Sect®nis the focus for operationalisation of the

SDF 7 Strategy. With regard ¢éountry and regional level outcomest is proposed to track 18 selected

indicators under those MDGs and Caribbean-spetdfigets that are likely to be most significant for

SDF 7 operations and CDB'’s overall strategic goafdl of the indicators, except for one additional

indicator related to regional integration, are udgd in the CMDG framework, with some adjustments
recently proposed by Caribbean statisticians. Kingcthe indicators should, therefore, help to fiaice

the use of the same indicators by BMCs and avadntred for additional work in an area that already
presents a number of capacity challenges.

4.03 Another set of indicators will track progress oragiical steps to strengthewperational
effectivenessas well as on the operational response to keyebleaand priorities for SDF 7. The number
of indicators is deliberately kept small, to pravid clear focus on strengthening incentives antksys
for a limited number of measures that will driveeogtional improvements and results. The list,
therefore, is not exhaustive, as complementary érgments will be undertaken as appropriate and
necessary. The measures selected are those ehabat likely to make a significant difference ottes
next four years. As already noted, it is expedted each year’'s annual results framework repdtt w
also include qualitative reporting similar to somiethe non-quantitative indicators in the COMPAS
reporting of the larger MDBs. Some of the perfong® indicators will track progress in improving
accountability for results and strengthening thpasfunities for institutional learning. All of the will
highlight important areas for progress during SDF 7

 The Multi-Cycle Evaluation of SDF is expected tomfion some of these findings and will be taken iattxount in further
development of the Bank’s Results Agenda.
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4.04 The third set of indicators relates to thartnership, harmonisation and alignment agenda
developed in the Paris Declaration on Aid Effeatiees.

4.05 There are a number of areas in which the Bank rigeslsengthen its operational monitoring and
opportunities for institutional learning. Thisas area for continuing review, and the areas fogqass
identified in the results framework are not an edte list. Improved staffing in the operational
divisions, together with the recent strengthenihthe divisional structure, will facilitate progigswyhich
should be relatively rapid in the period immediatahead.

4.06 Further progress needs to be made in ensuringiriedyt completion of Project Completion
Reports (PCRs), which need to include more sysienthscussion of project outcomes and lessons
learned. Improved staffing will also facilitate arcrease in project supervision missions, inclgdias
appropriate and feasible, for TA projects. Timedynpletion of supervision reports, with attentidsoao
steps that might be taken to strengthen resultstl@timely posting of supervision reports on Basmk’'s
Project Portfolio Management System (PPMS), alsarie be tracked more systematically.

4.07 Improvements in the user-friendliness and timebnek PPMS will also receive attention, and
together with more timely posting of reporting asults, will improve the effectiveness of PPMS as a
management tool.

Country Strategies

4.08 CSPs are at the core of strategy operationalisatidre CSP is prepared every 3-5 years and is
developed in close partnership with developmeningas and stakeholders and reflects full ownerbkip
BMC. It analyses the macroeconomic, sectoral aitypenvironment and identifies the development
challenges facing BMC. This allows the definitimnd selection of the intervention modality bestesli

to address the issues based on the country-spegiitext and national strategies and prioritieke TSP
incorporates a results framework which identifiemvhthe outcomes, set within the context of the
Caribbean-specific MDGs, will be monitored. ByHKing each intervention to one or more outcome
indicators, the CSP indicates how desired outcanesnet through the country strategy.

4.09 Figure 4 outlines how the SDF 7 Strategy will bemapionalised. Macroeconomic performance
and the associated policy environment create gmadwork for preparation of the results-based cguntr
strategy. CPAs and the associated NPRS are Ctritipats into the CSP, as are sector and thematic
evaluations. The lending and non-lending interesst that are identified during the CSP process are
prepared, appraised, approved and implementedseTject/programme cycle activities generate the
lessons learned that supply the feedback loopetoasults framework, CPAS/NPRS and CSP.

INSTRUMENTS AND MODALITIES

Instruments

4.10 The instruments that will be used to operationaliee strategy are the standard MDB products,
but designed with increased flexibility to allonegter responsiveness to the dynamic environmeoit. F
CDB, these instruments include:

Q Inves/tment Loans— either SFR alone or blended with OCR. OCR cowdlve use of
ISF;®

" Adapted from Figure 1: Operational Cycle in Enliagcthe Fight Against Poverty in Asia and the HacifThe Poverty
Reduction Strategy of the AsDB, Page 14.

% The ISF was approved in February 2007 and is tsemibsidise the OCR interest rate on PBLs andstmvent Loans for
projects that focus on poverty reduction, addreesMDGs or strengthen development effectiveness$fanspecific countries —
Belize, Dominica, Grenada, St. Kitts and Nevis,L8tia, and St. Vincent and the Grenadines.
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TA Loans and Grants — in the case of TA loans, these could involve SERR/OCR
blend, OCR or OCR/ISF. Grants will be funded fr&@DF and, when appropriate,
specific SFR resources such as the CTCF or theaGhind;

PBLs/PBGs— PBL and PBG are usually part of a broader assist strategy to improve
a country’s debt dynamics, enhance public sectonagement systems, foster fiscal
sustainability and improve overall macroeconomicd@mentals. PBLs usually involve
SFR/OCR blending. Country eligibility and resouesailability would determine use of
ISF resources; and

Contingently Recoverable Loans- especially in instances where there is considierab
uncertainty regarding the viability of the investrher the ability of the investment to be
financed.

FIGURE 4: OPERATIONALISING THE STRATEGY

Lessons
Learned

Lessons
Learned
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Modalities

411 The strategic levers of the Bank's PRapability Enhancement, Vulnerability Reduction and
Good Governancecan be used to identify the modalities used ierajonalisation of the SDF 7
Strategy. The categorisation of modalities underse¢ strategic levers is not rigid because most
interventions contribute to more than one areaes€hare the same modalities used in SDF 4, 5 aéd/or
and are not exhaustive.

412 The modalities are as follows:
Capability Enhancement

Solid Waste Management

Student loans Scheme

Technical and Vocational Education

Tertiary Education

Natural Resource Management/Ecotourism Development
Rural Enterprise Development Projects

Essential Infrastructure and Services
Rehabilitation/Expansion of Productive Capabilities
Micro- and Small-Enterprise Development — Espegi@lCS

COoO00O0DOOD

Vulnerability Reduction

Q Natural Disaster Response:

o] Immediate Response

o} Rehabilitation

o] Risk Reduction and Management
Social Investment Funds

BNTF

Low-income Housing

Shelter Development

Early Childhood Education

Basic Education

000D O

Good Governance

Q Institutional Strengthening TA
2 Public Sector Reform
L] Policy-based Interventions.

4.13 New areas for intervention include climate changfgation and adaptation, including renewable
energy and energy efficiency and SWAPs particulany education, and agriculture and rural
development. Apart from allowing a holistic appbato sector development, SWAPs are ideal for
harmonisation of development partner interventions.

4.14 Apart from these additions, SDF 7 would employ etally the same modalities as before and
this is reflective of the need for the Bank to niaim strategic focus, especially in the areas witdnas

competitive advantage. In applying these modaliti€DB would emphasise reinforcement of the
strategic framework already developed, consolidatdd changes already in train and setting more
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realistic and achievable targets that allow sufititime for transformational change. In particula
MfDR is vital to future success in addressing madghe deficiencies described and will be strengéue
and deepened as a central process in all futueevaritions. Towards this end, more effort and us=sss
would be invested in a strategic and systematic twalevelop the policies, institutions, human reses,
information systems and tools required to desigth rranage projects for development results and to
sustain project benefits. CDB is already makingmventions in this direction. These interventions
would be designed to be more strategic, integreaed systematic. SDF 7 would support a
comprehensive strategy and programme to build gaphcity at the national, sub-regional and rediona
levels. This would form the core of the TA prograsmn CDB would also address issues such as
inflexibility, human resource limitations and inagkte supervision which make MfDR difficult or
impossible. A stronger commitment by BMCs to MfRRd to engage in the transformation processes
required is imperative to the success of SDF imtetions.
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APPENDIX 1

CONTRIBUTION TO MDG OUTCOMETARGETS FOR POVERTY AND HUMAN DEVELOPMENT (MDG GOALS 1, 2 AND 3)

TARGET

AREAS FOR CDB INTERVENTION

CDB’s CONTRIBUTION TO OUTCOMES

Goal 1: Eradicate Extreme Poverty and Hunger
Target 1

Halve, between 1990 and 2015, the proportion
people who fall below the poverty line.

Target 2

Halve, between 1990 and 2015, the proportion
people who suffer from hunger.

CPAs

HRD

Agriculture and Rural Development
digenous Peoples Development

Youth Enterprise Development

CSOs — Capacity-Building

Social Protection

NPRS

€rcs

SLS

The collection and analysis of data will help withcking
changes in poverty levels.

TA to assist with the preparation and implementatad
specific policies, programmes and projects to askithe
poverty-related issues.

Project financing and TAs to support policies, peogmes
and projects to improve household income and dauttito
livelihood protection through employment creationdg
enterprise development for rural and urban housish
including youth and indigenous people.

TA to support institutional strengthening and catyac
building of CSOs will enhance their capability &spond to
the issues of poverty and deprivation.

Improved access to quality primary and secong
education and to resources for tertiary trainingyoying
persons from low-income households will improveirthiée

chances and help in breaking the cycle of poventytlie
households.

1
ol

ary

Goal 2: Achieve Universal Primary and Secondary
Education

Target 5

Ensure that, by 2015, children everywhere (boys
girls alike) will be able to complete a full coursé
primary and secondary schooling, up to Grade 12.

HRD

Gender Equality
NPRS

SLS

and

Project financing and TA to support access to €3
primary, secondary and tertiary education for males
females along with support to implementation of dgm
equality policies should help in reducing the dréEes
between males and females in the education system.

BMCs project financing and TA to enhance access
quality primary and secondary education for boyd ginls
and will contribute to universal basic education.

ali

to
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TARGET

AREAS FOR CDB INTERVENTION

CDB’s CONTRIBUTION TO OUTCOMES

Goal 3: Promote Gender Equality and Empower
Women

Target 6

Eliminate gender disparity in primary and second
education, preferably by 2005, and in all

Target 7

Eliminate gender disparity in income and occupaia
opportunities at all levels and in all sectors, later
than 2015 levels of education

Target 8

Reduce by 60% by 2015, all forms of gender-ba
violence no later than 2015.

HRD

Gender Equality
Social Protection

NPRS
agTCsS
SLS

sed

Support to the implementation of gender equalitjcpes in
BMCs should contribute to the reduction in dispesit
between project financing and TA to support acces
quality primary, secondary and tertiary educationrhales
and females, support to implementation of genderaky
policies in BMCs, enhanced opportunities for empient
and enterprise development for men and women sh
together help in reducing the disparities in théola
market.

Project financing and TA support to bring about ioyed
educational outcomes and enhanced opportunities
employment and enterprise development for men
women should address the critical factors suchaek bf
education, low self esteem and inadequate skillsoinflict

resolution that contribute to gender based violence

ould

for
and



CONTRIBUTION TO MDG OUTCOME TARGETS FOR ENVIRONMENT

APPENDIX 2

AL SUSTAINABILITY (MDG GOAL 7)

CMDG Targets

AREAS FOR CDB INTERVENTION

CDB’s CONTRIBUTION TO OUTCOMES

CMDG 7:
Ensure Environmental Sustainability

CMDG Target 14:
Integrate the principles of sustainal
development into country policies ai
programmes and reverse the loss
environmental resources.

CMDG Target 17:

Construct and implement a vulnerabili
index for the Caribbean within the next fi
years, which is sensitive to economic, so
and environmental threats.

Integration of Environmental Sustainability in

BMCs Development Programmes

Institutional strengthening and capacity-buildingr
lemproved natural resources management at the raigi

sfrengthened administrative technical systems
disaster risk reduction, environmental managemadt
climate change adaptation.

tyCapacity-building through provision of technig
d@raining and awareness building specifically in
@ ECS.

ndub-regional, national levels through improved armpacity-building for improved environmental managat.

Further integration of environmental sustainabiiityCDB'’s
policy work, CSPs, Country Environmental AnalysGRA
and contributions to NPRSs.

f
oA - OECS BMCs for institutional strengthening a

for
&apacity-building — technical training for enviroanal and

natural resource management, with emphasis on
development of more robust administrative regulat
aframeworks.

he

Updating and refinement of CDB’s Vulnerability Inde

CMDG 7:
Ensure Environmental Sustainability

CMDG 14:
Integrate the principles of sustainal
development into country policies ai
programmes and reverse the loss
environmental resources.

CMDG Target 15:
Halve, by 2015, the proportion of peoqg

without sustainable access to safe drink
water and improved sanitation.

CMDG Target 16:

Have achieved by 2020, significa

improvements in the lives of at least 70%
persons living in poor communities.

Sustainable Land Management and Biodiversity
Protection

lévelihoods for the poor, through improved managetr
nabf natural resources and ecological services. plesy
afclude:

Establishment and co-management of prote
areas including urban revitalisation projects;
le

ing Land management - improved agricultu
production and watershed management;

- Increased interventions under BNTF for discr

nt environmental beneficial community initiativel

and

infrastructure to widen coverage and reliability.

Investment projects that widen options for sustaima

Financing investments in water and sanitation

Environmental component provided for BMCs under BNT
programme.

elnvestments in water and sewerage projects withhesip
on increasing coverage and reliability for the poorural
and urban areas.

cf€ds to improve understanding of water resou
management issues and strengthen management gapla
resource  management institutions, and impro
rahanagement of national utilities.

ete

the
or

rce
cit
ved
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CMDG Targets

AREAS FOR CDB INTERVENTION

CDB’s CONTRIBUTION TO OUTCOMES

Additional Target:

Environmental Protection

Achieve by 2015, a significant contributig
to sustainable land management
biodiversity protection.

q

n
and

CMDG 7:
Ensure Environmental Sustainability

CMDG Target 14:

Integrate the principles of sustainal
development into country policies ali
programmes and reverse the loss
environmental resources.

Additional Target:

Renewable Energy, Energy Efficiency and
Climate Change

Increase the contribution of alternati
sources of energy to at least 10% of
energy mix in BMCs by 2010.

Renewable Energy and Energy Efficiency
Programme

- Financing viable renewable energy capital ptsjec

le

nd Promoting improved national policies and regulat

of framework to facilitate expansion of renewal
energy and energy efficiency at the regional
national levels.

- Resource mobilisation for innovative financing

climate change initiatives for the Region to finar
ve renewable energy and climate change adaptg
the issues.

TAs for capacity-building and strengthening subioagl or
national regulatory framework to promote redud
dependency on fossil fuels.

pRromotion and financing of viable renewable prgect

nle

and
Mobilise support for renewable energy and climdtange
adaptation projects for BMCs through the carbonketar

of

c

tion

ed

CMDG 7:
Ensure Environmental Sustainability

CMDG Target 14:
Integrate the principles of sustainal
development into country policies ali
programmes and reverse the loss
environmental resources.

Indicators 65, 66, 67
65: Incidence of natural disasters
66. Economic losses resulting from natu
disasters

Disaster Risk Management (DRM): Contribute to
the Caribbean Comprehensive Disaster Managemern
(CDM) Framework

le Regional sustainable development is advanced

nd the lives of people living in poor communities §

of  improved through disaster risk reduction g
mitigation activities within the overall CDN
framework.

ral

67 Social dislocation
natural disasters

resulting frov‘n

tInstitutional support for CDM programme implemeidatat
national and regional levels (Outcome 1 of CDM)sagn
by:

and

iIrBRM policies and strategies formally adopted inBiCs;
nekgional and sub-regional DRM initiatives implemeshivith

1 other donor/MDB partners; expansion of scope oflibaan
Catastrophe Risk Insurance Facility to include otrezards,
e.g. floods.

Capacity-building in BMCs to monitor and assess D
achievements (Outcome 2 of CDM) as seen by:
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CMDG Targets

AREAS FOR CDB INTERVENTION

CDB’s CONTRIBUTION TO OUTCOMES

CMDG Target 16:

Have achieved by 2020, significa
improvements in the lives of at least 70%
persons living in poor communities.

of

CDM database established and maintained; additiDRaV
monitoring tools developed and adopted in 50% of(&iVi
consolidation of ongoing work on Caribbean Buildidgde
and monitoring of implementation.

Capacity-building at the national level to integr&@RM and
Climate Change Adaptation into economic planningl
finance  sectors, environmental impact
procedures, and business continuity planning (Quéc8 of
CDM) as seen by:

DRM integrated into economic planning and finaneetars
in 50% of BMCs; DRM (and climate change adaptati
integrated into environmental impact assessmertegiures
at the national level in 50% of BMCs; business tuiity
planning strengthened in microfinance institution8MCs.

Build local capacity in vulnerability reduction arshfe
building practices in low-income communities, a
collaborate with BNTF programme projects (Outcomef4
CDM) as seen by:

Best practices in DRM shared and implemented widiel
low-income communities; formal and informal DR
training programmes supported; 10 BNTF proje
implemented that include specific DRM measures.

an

assessinent

on)

cts

CMDG 1: Eradicate extreme poverty and
hunger

CMDG 4: Reduce child mortality

CMDG 5: Improve maternal health

CMDG 6: Combat HIV/AIDS, malaria
and other diseases
CMDG 7: Ensure
Sustainability

Environmental

Climate Change Adaptation

Help society develop ways to live with the degrde
global warming that cannot be stopped by integgal
climate change adaptation measures into sustair
development and PRSs.

Support for the development of national climate nijel
adaptation policies, strategies and action plaosrjporating
cesults based management as seen by:

tin

ableate change adaptation policies formally adogtecll
BMCs; climate change adaptation plans with specégults
adopted in 50% of the BMCs.
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CMDG Targets AREAS FOR CDB INTERVENTION CDB’s CONTRIBUTION TO OUTCOMES

Support BMCs in the mainstreaming of climate chapge
adaptation measures into sector policies and péspecially
in sectors dealing with economic planning, finanueysical
planning, environment and disaster risk managemeseer

by:

Climate change adaptation measures integratedspeoific
sector policies and plans in 50% of the BMCs.

Build local capacity in vulnerable low-income commities,
including BNTF projects, to adapt to climate chaageseer

by:

Climate change adaptation incorporated into exdsBINTF
policies and procedures; 15 BNTF projects impleméhat
include specific climate change adaptation meas@eE€S
expanded to include climate change adaptation,walle
energy and energy efficiency, climate-proofing dimgs and
projects; support for small-farmer crop insurance.

Support regional institutions in monitoring climatbange
adaptation in the region, and the scientific madeglland
forecasting of climate change.

Support regional climate change funding mechaniamd
collaborate with other MDBs and donor agencieslimate
change adaptation as seen by:

Establishment of a climate change adaptation datgba
improved climate change modelling and predictigmscgic
to individual BMCs.

Support regional climate change funding mechanismd
collaborate with other MDBs and donor agencieslimate
change adaptation.




SDF 7 RESULTS MONITORING FRAMEWORK

LEVEL 1: COUNTRY AND REGIONAL OUTCOMES

Selected Caribbean-specific Millennium DevelopmerBoals and Targetd *

Poverty and Human Development CMDGs

Proportion of population below the poverty line,d®x.

Proportion of population below the indigence libg,sex.

Proportion of population below minimum level of @igy energy consumption, by sex.
[Proportion of population living in inadequate himgs by sex of head of househofd]
Net enrolment ratio in primary education, by sex.

Net enrolment ratio in secondary education, by sex.

Ratio of girls to boys in primary, secondary andiaey enrolment.

Share of women in wage employment in the non-aljural sector.

Proportion of seats held by women in national panként.

CNOTr~WONE

Environmental Sustainability
10. Proportion of land area covered by forest.
11. Energy use (kg. oil equivalent) per $1 GDP (PPP).
12. Proportion of population with sustainable accessrtimproved water source.
13. Proportion of population with access to improveditsdion, urban, rural.

Global and Regional Partnership for Development
14. Proportion of ODA to basic social services (basiaaation, primary health care, nutrition, safe waied
sanitation).
15. Proportion of ODA for the environment in Caribbeamall Island States.
16. Services as a proportion of total exports of gceamts services.
17. Intra-regional trade as a percentage of total regitrade.
18. Debt service as a percentage of exports of goodisenvices

LEVEL 2: OPERATIONAL EFFECTIVENESS

Project Cycle Management
1. Number of country strategies in place with a resfitimework.
2 Number of new or updated country poverty assessfenCDB BMCs in the past five yedfs
% Number of national poverty reduction strategiesSttCs developed in the past five yedts.
4. Percentage of projects other than technical assisteeceiving two or more supervision visits duniagt
two years, by category.
Percentage of all projects with one or more sug@mireport on PPMS.
Percentage of completed projects with project cetigoh reports that include reporting on outcomes, i
past 2 years.
7. Percentage of projects receiving satisfactory ttebeatings with respect to achievement of develept
objectives.
8. Number of project, country and programme evaluaticompleted during the past five years

5.
6.

Concessional Resource Allocation
9. Percentage of concessional resources allocateddaicgdo performance-related criteria, current and
previous two SDF cycles.

% MDG 8 has been extended to cover regional partiggrathich is important for the Caribbean and CDBFS@ivals.

19 Indicators have been worded to reflect recommémitatof the meeting of BMC statisticians on Cariaspecific MDG
targets and indicators held at CDB in January 28408 financed by TA PRN-3357. An additional regioimalicator, however,
has been included.

W Feasibility of this indicator or a relevant proisyunder consideration. Construction of a housinglity index as such will
require further discussion and agreement by Caaibls¢atisticians.

2\Whether supported by CDB or otherwise.
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Operational Programming
10.
11.
12.
13.

14.
15.

Number of BMCs receiving support for MfDR.

Number of BMCs receiving support for direct povemguction programming.

Number of BMCs receiving support for environmerstagtainability and climate change.

Number of investment projects or TA operationsrégional public goods and significant regional
initiatives.

Number of projects with explicit consideration @&frgler issues in project design.

Number of projects with good governance and capaetelopment components.

LEVEL 3: PARTNERSHIP, HARMONIZATION AND ALIGNMENT

1.

2.

Number of BMCs with operational national developir&nategies, such as a national poverty reductio
strategy.

Percentage of CDB country strategies with exptioitsideration of other agency programming in aneas
which CDB/SDF may provide support.

Number of capacity development interventions presithrough coordinated programmes.

Number of project interventions provided througimooon arrangements or procedures such as
programme-based approaches (PBAs), SWAps or jpiatadions with other agencies.

Number of cases of joint or shared analytic worthwither agencies, such as joint field missiongioit
diagnostic reviews.

Percentage of BMCs for which there is an explieftults-based framework at (a) country level or (b)
programme or sector level.

Number of aid coordination initiatives led by CDBrihg the past two years.




ATTACHMENT A

CONTEXT AND ISSUES FOR SDF 7: BACKGROUND PAPER ON
ECONOMIC PERFORMANCE AND PROSPECTS IN THE CARIBBEAN

1. INTRODUCTION

1.01 Over the last three decades, and particularly duttie last decade-and-a-half (1993-2008), the
Caribbean has had to confront the major challenfi¢sade liberalisation and globalisatith. This has
meant an intensification of international competitiresulting from the growing integration of masket
stimulated by rapid technological change, a sigaift reduction in transportation costs internafigna
and new directions in national and internationdigydocused essentially on the freeing up of méske

1.02 For the Caribbean, trade liberalisation has had ngmits consequences the diminution of
preferences for major exports such as bananas wagat,son which the Caribbean has depended for
decades, as the European Union (EU) moved towhsdsiévelopment of its Single Market in the early
nineties. Likewise, on the import side, the libsedion of trade has led to the contraction omalation

of uncompetitive domestic and regional industrieargd largely to the domestic and regional markets.
The overall result has been a slowing of economoevth, and the persistence of high unemployment and
poverty™” In fact, the average real Gross Domestic ProfBEtP) growth for the Caribbean was 2.8%
during 1990 to 2005 compared to growth of 3.5%albsmall states [states with a population equalrto
less than 1.5 million (mn)] and 4.2% for all devgifg countries”

1.03 While freer trade offers greater international asce® markets far and wide, thus being a conduit
for economic growth and development, financial vese and other constraints (narrow resource base,
limited skills development, limited institutionahpacity in both the public and private sectors,) étave
made it very difficult to effect the transition hew competitive industries. Without considerableemal
assistance, the adjustment period for Caribbeanagsi@s can be long and difficult. Navigating the
adjustment process remains one of the Region’srerglahallenges. For many countries, the limited
availability of financial resources on appropridegms has been a major constraint on beneficial
participation in the new world trading order, ciegtindecision and delays in the adjustment pracess

1.04 While it is true that the Caribbean has been aifsigmt beneficiary of Foreign Development
Investments (FDI) and donor inflows, the fact iattthe distribution in both cases has been skewed i
favour of a few countries. Between 1997 and 28@6example, 70% to 80% of net FDI inflows have
gone consistently to three countries — Trinidadhalaa and The Baham¥5. An analysis of the sectoral
distribution of FDI inflows also indicates signifiot gaps in the agriculture and manufacturing secto
which have borne the brunt of the trade liberalisajprocess and are in dire need of resources for
economic adjustment and transformation. Indicaticare that a similarly skewed distribution
characterises the inflow of concessional resources.

2. REGIONAL VULNERABILITIES

2.01 Small states such as those in the Caribbean berigic weaknesses to the globalisation process
making them highly vulnerable to external shock®mmon weaknesses include a small resource base
in terms of both skills and natural resources; tiahiinstitutional capability within both the publmd

¥ The beginning of the current period of globalisatie generally dated from 1980, coincident with treginning of the

administrations of Ronald Reagan (1981-89) and Biatglrhatcher (1979-90).

For a discussion of the high levels of unemployniletihe Region, see the Caribbean Trade and InezgtReport, 2005,
p.381.

1% Commonwealth Secretariat and World Bank (WB) @00.3.

16/ UNECLAC, Foreign Investment in Latin America ane fBaribbean, 2006, p.59.

14/

1-



private sectors; small domestic markets inhibitthg realisation of economies of scale; remoteness
(lying outside of established trading routes, mgkitternational transportation very costly); proegsnto
natural disasters; environmental fragility; highpesrt dependence, and particularly dependence on a
small number of exports (export concentration) arignited number of markets (market concentration);
high import dependence including, in particularpeledence on imported energy; and limited access to
capital markets” In the Commonwealth Secretariat and WB studydAQ2on vulnerability of states
within the CommonwealtH’ ten Caribbean countries were categorised as highilyerable and three
exhibited high to medium vulnerability.

2.02 The Caribbean Development Bank (CDB) in 2806pdated an earlier CDB study on economic
vulnerability? The 2006 study included an additional variabl traptured the “quality of the insertion
of nation states into the global econory.”This variable evaluates the type of exports ajdgoand
services. The study points out that countries gxpgpgoods with low income and/or price elastiang
more vulnerable than those that engage in prodhatsare technologically dynamic and have highepric

and income elasticities.

TABLE 1: EVI SCORES AND RANKING

Country Groups EV|2%SO%|;U’ Ranking
All Countries 0.50 6
Caribbean 0.62 4
Islands 0.63 3
Landlocked 0.50 6
Large States 0.36 10
Medium States 0.50 6
Micro States 0.68 1
Non-Small States 0.44 9
SIDS 0.64 2
Small States 0.62 4

2.03 In the 2006 study, the Caribbean ranked fourtleims of economic vulnerability. There was a
small marginal reduction in vulnerability of Carddn countries with the EVI declining to 0.62 in the
2006 study from 0.64 in the 1999 study. The 20@@l\s reported that the Caribbean had performed
somewhat better with respect to vulnerability exdep the indicator relating to the number of death
from natural disasters. The main reason giventlier reduced vulnerability was lower freight cost
compared with medium-sized states and landlockemtdes. The study concluded, nevertheless, that
“9 of CDB'’s Borrowing Member Countries (BMCs), incling Haiti, are among the most vulnerable
countries and 12 are among the 36 most vulnerdBlerable 1 shows the EVI scores and the rankings
based on the 2006 study.

2.04 One of the major vulnerabilities of the Caribbearihe exposure to natural disasters, which are
frequent and often devastating. They include bames, which are the most common, as well as floods

17" Briguglio, 1995; Crowards, 1999; Downes and Magij 2001.

18 Commonwealth Secretariat and World Bank (20p0322.

19" These results for the Caribbean were very aimbil those of Briguglio (1995).

20" cDpB, SERU, 2006.

2V Crowards, 1999. This was the study drawn on forathalysis of vulnerability presented to SDF Conttilrs at the time of
the SDF 5 and SDF 6 Replenishments and used ioahstruction of the formula for the SDF resourdecation system
(RAS), which introduced performance-based as wellvainerability factors for the first time into ttelocation of SDF
resources.

22/ SERU, 2006, p.18.

%/ SERU, 2006, p.22.



landslides; volcanic activity; and earthquakes.sAswn in Table 2, which details major natural slises
that impacted the Region between 1998 and 28@¥ery BMC has been affected in some way. Several
countries have suffered more than one such evamigithe period. These include Anguilla, Antigua
and Barbuda, Dominica, Jamaica, St. Kitts and Né&iisLucia and St. Vincent and the Grenadinese Th
estimated cost of these events has been USD9,200 mn

TABLE 2: NATURAL HAZARDS IMPACTING BMCs, 1988-2007

Hazard Year | Magnitude Estimated Cost Countries Affeted
Hurricane Gilbert 1988| Category 5| USD1.1 bn, 65% of GDR Jamaica
Hurricane Hugo 1989| Category5  USD3.6 bn, Antigua and Barbuda, St. Kitts apd
200% of GDP for Nevis, Montserrat, British Virgin
Montserrat Islands
Tropical Storm Debby 1994 n.a. USD79 mn, 18%DbP | St. Lucia
Hurricanes lris/ 1995 | Iris (cat. 3/4)|USD700 mn Anguilla, Antigua andBarbuda
Marilyn/Luis Marilyn (cat. Dominica, Montserrat, St. Kitts and
1) Nevis
Luis (cat. 3)
Hurricane Georges 1998 Category 3 USD450 mnifretuding | Antigua and Barbuda, Dominica,
Dominica) St. Kitts and Nevis
Hurricane Floyd 1999| Category 4 n.a. Bahamas
Hurricane Lenny 1999| Category 4/6 USD274 mn AnguilAntigua and Barbuda,

Dominica, Grenada, St. Kitts ar
Nevis, St. Lucia, St. Vincent an
the Grenadines

Qo

Tropical Storm Lili 2002 | n.a. XCD21 mn Grenada
XCD26 mn St. Vincent and the Grenadines
Tropical Storm Earl 2004| n.a. n.a. St. Vincand the Grenadines,
Grenada
Hurricanes Charley/ 2004 | Charley/ USD150 mn The Bahamas, Cayman Islan
Frances/ lvan/ Jeanne Frances (cat. Grenada, Jamaica, St. Lucia,
4) Vincent and the Grenadine
Ivan (cat. 5) Trinidad and Tobago
Jeanne (cat. 4)
Hurricane Emily 2005 | Category 5 USD75.5 mn Grenada
Hurricane Dean 2007 Category 5 USD90 mn (initial Belize, Dominica, Grenada,
estimate of damage to | Jamaica, St. Lucia, St. Vincent
infrastructure for and the Grenadines

Dominica and Belize)

OTHER EVENTS

Volcano 1995 | - 1995 negative growth - | Montserrat
to 7.61%,
present 1996 negative growth -
20.15%
Landslides 2002 - USD116 mn Jamaica
Floods 2005 - USD2.6 bn Guyana

Source: Caribbean Disaster Emergency Response p¢ERERA)

2.05 The estimates include only the cost of damage danmabt include economic output foregone as a
result of a natural disaster. The economic effetis natural disaster can last for several yeémnsthe
case of Montserrat, the effects will last for dexgdif not centuries. The replacement cost of

24 Excluding Haiti.



infrastructure, crops and other assets is very,hagll is one of the major economic burdens of these
economies, which have had in some cases to refilacgame infrastructure several times.

2.06 Given all of the abovementioned weaknesses ancekalbilities of the Region, integration into
the world economy on the basis of international petitiveness is extremely difficult. While some of
the vulnerabilities, such as high export and madgatcentration, can be reduced as a result of trade
liberalisation, other vulnerabilities, such as aamesource base or susceptibility to natural stexs,
remain. In fact, current predictions with respextglobal warming are that the frequency and the
intensity of natural disasters are likely to in@®a Also, in the globalised economic environmeety
vulnerabilities have emerged, particularly the @$Kinancial crisis/contagion and increased expesa
fiscal instability with greater integration intoagal financial markets. This is discussed below.

3. ECONOMIC GROWTH PERFORMANCE

3.01 The rate of economic growth is a major factor intjpecon the level of poverty. As indicated by
the experience of the East Asian tigers (Hong K&iggapore, South Korea and Taiwan), together with
China, high, relatively stable growth rates oveteagled periods can reduce poverty levels subshgntia
These very successful economies have been ablastairs growth rates of between 8% and 10% per
annum (p.a.) (even higher in the case of Chinagfoextended period. For example, Singapore was ab
to reduce its poverty level from 31% in 1970 to 10?4985%® In China, it is estimated that the level of
poverty declined from 30.7% in 1978 to 9.1% in 2603Between 1990 and 1999, South Korea was able
to reduce its poverty level from 39.6% to 13.%%6.

3.02 Real income growth for CDB's BMCs averaged 3Mer the period 1990-2007, with
considerable variability, as shown in Table 3. Twerage reached 3.8% during 2002-07, or 3.4%
excluding the very strong performance of Trinidadl alobago of approximately 9%. Table 3 also
indicates the difficulties confronted by the Caghh, particularly during the periods 1992-96 anél7t9
2001, when growth averaged 2.2% and 2.9% (2.7%owitfrinidad and Tobago). During 1992-96, the
Region began to feel the effects of the diminutbbfEuropean trade preferences. During the 199@s als
several regional economies (Trinidad and TobagyaBGa and Jamaica) underwent structural adjustment
programmes with the international financial ingtdns, of which an important component was the
opening up of these economies to internationaktrathe second period also includes the impactidf.9

3.03 While average growth performance improved gradudlising 1990-2007, it can be considered
moderate at best and was below the average famalll states for most of the period. For six @& th
countries in Table 3, growth rates were below 3%itlie most recent period (2002-07), and for three o
them, it was at 2% or less. It can be arguedpbétaps only four countries in recent years hawtepo
growth rates that might have had a significanttpasimpact on poverty levels. These were Antignd
Barbuda (6.4%), The Bahamas (4.8%), Belize (5%) Enmddad and Tobago (8.9%). But even in these
faster growing economies, with the exception ohifldd and Tobago, the unemployment rate, which
impacts on poverty levels, has remained stubbgoelgistent at high levels, and even increasedén th
case of The Bahamas and BefZe.

2/ Quibria (2002), p.9

2/ “poyerty Statistics in China,”Rural Survey Origation of National Bureau of Statistics, ChinaQ20

271 poverty Equivalent Growth Rate with Appplicets to Korea and Thailand, WB, Poverty Net Library

28 For a discussion of the high levels of unempient in the Region, see the Caribbean Trade arestment Report, 2005,
p.381.



TABLE 3: CARIBBEAN GROWTH RATES, 1990-2007

ANT BAH BAR BZ DOM GRE GUY Haiti JAM SKN StL. SVG T&T
1990 2.5 11 -48 106 5.3 52 -3.0 -01 4.2 23 523 5 15
1991 20 27 -29 116 0.6 2.3 6.0 4.2 4.8 0.4 2.70.6 2.7
1992 08 -20 -50 119 20 -03 7.8 -13.2 2.0 3.37.0 75 -16
1993 5.4 1.9 1.0 6.2 1.7 -26 8.2 2.4 9.4 6.7 2602 -14
1994 6.3 0.3 4.0 0.3 1.4 2.8 85 -83 1.4 5.1 14 3 - 36
1995 -4.2 0.3 1.5 0.3 2.0 25 5.0 -4.0 2.3 3.7 33 1 4
1996 6.7 4.2 1.8 1.7 2.6 4.1 7.9 4.1 -0.1 6.5 14 3 1 39
1997 4.9 3.3 6.4 3.6 1.5 4.6 6.2 2.7 -1.1 6.8 0.6 .2 3 27
1998 4.4 3.0 4.1 3.7 5.0 6.5 -1.7 2.2 -0.2 1.1 4.75.2 7.8
1999 4.1 5.9 2.6 8.4 0.7 10.1 3.0 2.7 0.7 5.2 2.9 344
2000 3.3 5.0 2.3 12.3 0.7 7.6 -1.4 0.4 0.6 2.8 50 2 6.1
2001 0.4 0.4 -2.6 4.9 -3.8 -4.9 2.2 -1.0 1.4 20 5-5 -01 4.1
2002 2.5 135 -0.5 5.1 -4.0 1.6 1.1 -0.3 1.6 09 4 2. 14 7.9
2003 5.2 5.2 2.0 9.3 2.2 7.1 -1.0 0.4 2.7 0.8 3.0 .5 1135
2004 7.2 1.2 3.7 4.6 6.4 -5.7 3.3 -3.5 1.1 8.8 5.89.1 6.5
2005 5.3 2.6 4.1 3.1 3.4 11.0 -2.2 1.8 1.8 4.1 5.82.2 7.9
2006 12.2 3.4 3.9 5.6 46 -24 5.1 2.3 2.5 4.0 5.66.7 12.2
2007 6.0 3.1 4.3 2.0 1.6 3.1 5.4 n.a. 1.4 3.5 3.0.9 6 55
Overall
Averages: Average
2002-2007 6.4 4.8 2.9 5.0 2.4 2.5 2.0 0.1 1.9 37 .3 4 46 89 38
1997-2001 3.4 35 2.6 6.6 0.8 4.8 1.7 14 0.3 36 .5 1 27 50 29
1992-1996 3.0 0.9 0.7 4.1 1.9 1.3 7.5 -4.8 3.0 5.13.1 1.4 1.7 22

Source: CDB

3.04 The growth performance of several regional cousitwas significantly below the average. For

Haiti, the average growth rate for the period 12006 was 0.7%, and during 2002-2007 was 0.1%. In
the case of Barbados (whose performance improvgfisantly towards the middle and end of the

period), the average was 1.3%. Average growthBfambados during 1992-96 was only 0.7%. Other
countries registering growth of 2% or less for plegiod were The Bahamas and Dominica.

3.05 Additionally, as shown in Table 4, the consideraldaability of growth performance was highly
problematic for most countries. Estimates of tlefficient of variation (the ratio of the standard
deviation to the mean) of growth performance foresal countries was greater than one, underscoring
the vulnerability of regional economies to exogenshocks. A coefficient of variation of one imglie
that an economic shock such as a hurricane or emt such as 9/11 can throw an economy temporarily
off its trend growth rate and into a recession eteling on the severity of the shock.

3.06 Of course, the coefficient of variation gives ndormation with respect to the duration of the
effects of the shock on economic activity, whichyrtast for several years, such as, for examplecése

of Hurricane Ivan in Grenada. Also, the higher toefficient of variation, the higher the level of
economic instability. Thus, while the Caribbeanenent years has averaged approximately 3% growth,
this is by no means stable growth. For the peti®@0 to 2006, the coefficient of variation was ¢eea
than 1 for seven of the 13 countries in Table 4.

3.07 For Haiti, the coefficient was 16.4, with an averagowth rate of less than 1%, underscoring the
tremendous challenges that Haiti, with a povertyelleestimated at 65%, is facing. Given current
predictions on the effects of global warming, imthg an increase in the frequency and intensity of
climatic events and the possible flooding of lowsty areas, the Caribbean seems likely to witness ev
greater variability in economic performance.



TABLE 4: AVERAGE GROWTH RATES AND COEFFICIENTS OF VARIATION

(CV) 1990-2006

Average Average Average Average

Growt% cv Growt% v Growt% cv Growt% cv

1990-2006| 1990-2006| 1992-961992-961997-20011997-20012002-20062002-06

% % % %

Antigua and Barbuda 3.8 0.79 3.0 1.55 34 0.52 5.6 0.38
Bahamas 2.0 1.31 0.9 2.40 3.0 1.01 3.1 0J52
Barbados 1.3 2.60 0.7 5.10 2.6 1.24 2.7 074
Belize 6.0 0.68 4.1 1.23 6.6 0.57 5.2 0.46
Dominica 1.9 1.47 1.9 0.23 0.8 3.82 2.4 1.61
Grenada 3.0 1.41 1.3 2.10 4.8 1.21 2.6 1,80
Guyana 3.2 1.24 7.5 0.14 1.7 1.98 1.2 2.40
Haiti 0.7 6.50 -4.8 -1.36 1.4 1.17 0.1 164
Jamaica 2.1 1.14 3.0 1.23 0.3 3.42 2.0 0.35
St. Kitts and Nevis 3.8 0.64 5.1 0.31L 3.6 0.66 3.8 0.85
St. Lucia 4.2 1.36 3.1 0.73 15 2.79 4.4 0.36
St. Vincent and the Grenadines 2.6 1.13 1.4 2.72 2.7 0.73 3.7 0.88
Trinidad and Tobago 5.1 0.81 1.7 1.72 5.0 0.39 9.7 0.32

Source: WBWorld Development Indicatorand CDB Estimates

3.08 The substantial vulnerability of Caribbean remuies to economic shocks has particular
implications for the poor and the vulnerable, ampegially the latter, who represent a significant
proportion of the population, and who can be amdprshed into poverty because of economic shocks.

Meanwhile, the lot of the poor is also made wofdds is a very important characteristic of the pbye

landscape in the Caribbean that needs to be unddrsind considered in the crafting of any poverty

reduction strategy for the Region.

FIGURE 1: CARIBBEAN GROWTH PERFORMANCE, 1990-2006
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4. FISCAL AND DEBT PERFORMANCE

4.01 Another area of macroeconomic performance that atspan the level of poverty is fiscal and
debt performance. Governments can use expendgitliey as a means of reducing income inequalities
through transfers. Governments can also use thedndial resources to provide housing, health,
education and other services to improve the weléaré life chances of the poor and disadvantaged.
Furthermore, governments in a strong fiscal pasitithat is, with overall surpluses and/or small
budgetary deficits and relatively low debt ratiasg best placed to help the vulnerable in an ecanom
crisis. For these reasons, a review of the fiseal debt performance is important in evaluating the
policy environment with respect to the poverty rethn capacity of BMC governments.

4.02 A significant number of BMCs are in fiscal and delifficulties, thereby compromising their
ability to address the problems of poverty and ecdbility. During 2002-06, six BMCs averaged fisca
deficits of more than 5% of GDP — Belize, Grenddayana, Jamaica, St. Kitts and Nevis and St. Lucia.
By the end of 2007, five BMCs had ratios of pulsléctor debt—to-GDP of more than 100%. These were
Antigua and Barbuda, Grenada, Guyana, Jamaica tari€it& and Nevis, all facing problems of fiscal
and debt sustainability (see Table 5). Othersleniit as heavily indebted, are substantially alvolvat

has emerged internationally, as the prudential naem a public sector debt-to-GDP ratio of no more
than 60% of GDP. These are Barbados, Belize,taral|esser extent, St. Vincent and the Grenadines.

TABLE 5: RATIO OF TOTAL PUBLIC DEBT TO GDP (%)

ANG | ANT |BAH. | BAR | BZ BvI | TCI |DOM | GRE | GUY | JAM | SKN | StL | SVG | T&T

2001 17.0 137.7 46.6) 72.3] 519 4.3 9.7 100.13 77.1] 209.1 130.3 132.3 47.2 71.2 37.0
2002 20.2 137.7f 51.3] 79.8 62.4 4.4 8.5/ 115.9 102.6 211.5 137.3 152.3 53.5 72.3 56.8
2003 20.2 1389 54.6) 754 817 52 9.0 112.5 100.5 188.9 140.0 193.6f 59.4 754 49.9
2004 23.6 158.4 54.00 75.1 100.2 12.9 9.3 94.7] 118.20 179.00 140.9 178.8 ©65.9 79.4 44.6
2005 254 1239 539 80.20 98.4 3.8 9.6 99.9 109.7 173.8 135.0 178.3 64.1 84.3 37.6
2006 21.9 109.77 37.3 na| 921 4.4 8.5| 985 113.6 125.8 132.4 178.7 65.8) 89.2 30.5
2007 21.§ 101.4 38.1 90.0f 90.2 na na| 950 113.2 1258 1281 n.a| 682 77.0 28.3

Source: CDB

4.03 Table 6, which presents the ratios of dehticeg to recurrent revenue, reflects the consiblera
burden on the budget in the heavily indebted coemtsf the Region. In Jamaica, debt servicingugjno
declining, has been more than 100% of recurrergme® for almost a decade. In Belize, the ratidedit
service to recurrent revenue breached the 80% ssdral times during 2002-07. In St. Kitts and iSev
the ratio averaged between 40% and 50% during P@0J-he substantial portions of recurrent revenue
dedicated to debt servicing underscore the sigmifiopportunity cost of high debt accumulationemis

of expenditure foregone on education, health, mysivater, sanitation and other services that atieat

to empowerment and welfare enhancement of the podrvulnerable. For example, during 2001 to
2005, recurrent expenditure on health as a pergerdbGDP by five of the most indebted countrias fo
which data are readily available (Antigua and BdehuBelize; Dominica; Jamaica and St. Kitts and
Nevis) averaged 3.3% compared to 4.3% for counthas were not similarly indebted (The Bahamas,
Barbados, St. Lucia, St. Vincent and the Grenagifgaidad and Tobago). Similarly, during 1997 to
2006, recurrent expenditure on education as a pege of GDP averaged 4.7% for the first group
compared to 5.4% for the second group. Lack oésEto quality education by the poor and vulnerable
because of high debt servicing can doom large setgnad the population to remain in poverty becaafse
the inability to obtain the necessary skills antbime for the purchase of basic necessities anapfoard
economic mobility in a globalised knowledge economy



TABLE 6: RATIO OF DEBT SERVICE TO RECURRENT REVENUE

Anguil. Aﬂgg Br";"‘a BaJ.ba Belize | BVI | T.C.l. D?{“i G;g” G#;’a J"’::“;ai SK-N | stL. | sve | TaT

2001 29 14.0 11.6 22.6 4210 nja. 1.3 .a. 7.8 2 24145.2 39.6 n.g 17.% 8.p
2002 5.0 433 16.2 243 808 nla. 80 204 319 4181389 452 n.a 16.8 289
2003 7.9 32.2 37.5 22.4 60/0 nja. 39.7 2p.1 34.7 .4 251311 50.3 16.4 14.5 10/0
2004 7.3 41.7 9.9 22. 81,8 16 52 209 614 202405| 502 184  16. 14.9
2005 4.0 111.4 8.0 20.6 82]1 2|0 45 15.4 19.5 8.728.6 47.8 23.2 19.4 29.p
2006 14.8 40.7, n.a n.a. n.a. 25 49 156 188 . [n.a053| 41.6| 254 26. 7.6
2007 4.0 27.5 n.a| 27.y n.a. 2.8 n.a. 16.5 40.2 . |n.a86.9 39.5 24.9 25. 9.8
Source: CDB, International Monetary Fund (IMF) * External debt service only

4.04 It can be argued that slow growth and the needgwucture regional economies in the context of
trade liberalisation forced several governmentske a more proactive role in investment expanaiwsh
growth stimulation. During 1992-96 (when the impaxf trade liberalisation on the Caribbean
accelerated with the establishment of the Eurofgagle Market in 1993 and the diminution of trade
preferences for major Caribbean exports, mainlyaswsmd bananas), there was a general slowing of
growth rates in the Region (see Table 3).

4.05 At the same time, the limited access to conceski@msaurces, due to resource constraints of
multilateral development banks and the reducedngifless of bilateral donors (because of a focus on
Africa and Eastern Europe) was replaced by acoesstérnational financial markets. There were
substantial capital inflows into the Caribbeanha latter half of the 1990s, even as investmentheayy
withdrawn from East Asia in the wake of the finadirisis of 1997/98” Thus, the Caribbean region
in the late 1990s began to participate in what essentially a rapid acceleration in global finahcia
activity in emerging markets. The increased abdity of financial resources through the market,
however, exposed new vulnerabilities in the Region.

4.06 The change from concessional to commercial debgther with an increased debt stock, meant
that interest and amortisation payments quicklyabee onerous. As debt repayments increased, so also
did the pressure for increased borrowing. In otlerds, some countries soon found themselves in a
vicious cycle or, more familiarly, in a debt trapt the end of 2003, 15 Caribbean countries wereragm

the most indebted in the world. Six countries in the Caribbean region were also most severely
indebted. These were countries with a public setsbt-to-GDP ratio of more than 90%. The coustrie
were Antigua and Barbuda, Belize, Dominica, Grendeeaica and St. Kitts and Ne¥s.

4.07 The greater availability of financing facilitatedhet postponement of fiscal adjustments.
Governments were induced by relatively easy adoelgge loans from the external financial sedtioe,
absence of conditionalities, reduced scrutiny ie tmse of funds, and the significantly reduced
transactions cost in terms of time — “advantagést were largely absent in bilateral and multilater
lending. At the same time, growth in lending te fRegion was also stimulated by increased knowledge
of regional economies in financial markets, as tinegerwent economic reviews and credit ratingshiey t
international credit rating agencies.

2/ source of data, WB, World Development Indicators.

30/ sahay (2004).
3 Also, according to Sahay (2004), the main reasoriHe rapid debt accumulation during the periodg8t2002 was fiscal
policy slippage as evidenced by the rise in thegletaty deficits.
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4.08 The ballooning of the debt stock was to some extadilitated by the inexperience of the
newcomers, but also by the lack of appropriatdtutginal mechanisms and skills to carefully evédua
the terms of loans and provide the necessary claukdalances, given the incentives to borrow. nkoa
were at times negotiated on terms that were, irospect, highly disadvantageous. One key study
pointed out that the interest rates paid by theidteduring the period 1998-2002 were on the upswing
while global interest rates were declinitfg. This would certainly explain the eagerness tal lenthe
Region. The highly disadvantageous fiscal and dmlitomes that accompanied this foray into
international financial and capital markets underscthe substantial institutional inadequacies with
respect to fiscal and debt management, inadequdb#s unless addressed, will continue to limit

beneficial participation in those markets and campse the ability of governments to reduce poverty
levels.

5. POVERTY, VULNERABILITY AND INCOME DISTRIBUTION

5.01 Country Poverty Assessments (CPAs), surveys ofdiwconditions and household budgetary
surveys conducted in many Caribbean countries lgtvi®98 and 2005 provide the basis for assessing
the incidence of indigence, poverty and economlnemability in the Regior® Looking at the Region as

a whole, the results confirm that, despite socahgin all areas of social life, poverty and iretige are
very much present in the Caribbean, and have takenforms and dimensions, such as the growth of
urban poverty; new causes of rural poverty; povarising from the impact of HIV/AIDS; and the aggin

of the population. For example, recent CPAs fotigAra and Barbuda and St. Lucia point to the grgwin
urbanisation of poverty and the consequent swebinipe ranks of the working poor. Also, the remlov
of preferences for major agricultural exports amellbwering of trade barriers to agriculture impdrave

led to a substantial decline in output in certaibsectors, leading to the creation of new segmeints
poverty in the rural sector. Examples of this #ne contraction of the banana industry in the
Organisation of Eastern Caribbean States (OECS)atfte rice industry in Haiti. Also, the Cariblnea
has the highest incidence of HIV/AIDS outside ob-<@aharan Africa. It is estimated that in the
Caribbean, 250,000 people are currently living with//AIDS.3*

5.02 Poverty, inequality and social exclusion remairstrating features of the economic and social
development of the Region. Social exclusion regmsa situation of chronic scarcity of accessasid
and quality services; to labor and credit market$ adequate physical infrastructdfe The most recent
data on indigence, poverty and vulnerability in @aibbean are provided in Table 7.

%2 sahay (2004).

3 The concept of indigence is premised on the natian every individual must satisfy certain basidritional requirements
for survival. A basket of goods is selected sot@smaximise one’s nutritional intake at the lowgstssible cost.
Households or persons unable to meet the cost w@iinihg this basket of goods are categorised dially poor or
indigent. The income line for the vulnerable i92%8bove the poverty line, and helps to determireepircentage of the
population that is likely to fall into poverty agesult of an economic shock.

“HIV/AIDS in Latin America and the Caribbean,”&d Bank Brief, April 2007.

35 Melville and Wint (2007).

34/



TABLE 7 : MAJOR POVERTY INDICATORS

Country Below the Below the Gini
(in descending order Survey Poverty Line Indigence Line Poverty Coefficient Vulnerability
of % below poverty| Year |Population|Householdg Population |Householdg Gap o %

line) % % % % °

Haiti 1997 65.6” n.a. n.a. na.| na. n.a. n.a.
Suriname 2000 63.1" n.a. n.a. na.| n.a. n.a. n.a.
Guyana 1999 43.0 n.a 28.0 n.a.| n.a. n.a. n.a.
Dominica 2002 39.0 29.0 15.0 11.0| 10.2 35 45
St. Vincent 1995 38.0 31.0 26.0 20.0| 12.6 56 n.a.
Belize 1996 33.0 25.( 13.0 10.0] 87 51 n.a.
Grenada 1998 32.1 24.0 12.9 11.0| 15.3 45 n.a.
Nevis 1999/200( 32.0 16.0 17 n.a. 2.8 37 n.a.
St. Kitts 1999 30.5 16.0 11 4.3 2.5 40 n.a.
St. Lucia 2005 28.8 214 1.6 1.2| N/A 42 40.3
Turks & Caicos lsl. 1999 26.0 18.8 3.2 3.0 5.7 37 n.a.
Anguilla 2002 23.0 20.( 2.0 20| 6.9 31 n.a.
BVI 2002 22.0 16.0 1.0 1.0/, 41 23 n.a.
Tobago 2005 19.0 n.a. n.a. n.a.| n.a. n.a. 3.2
Antigua & Barbuda | 2006 18.3 13.4 3.7 3.1 6.3 48 10
Jamaica 2001 18.0 n.a n.a. n.a.| n.a. 38 n.a.
Trinidad 2005 15.4 n.a, 1.2 n.a.| n.a. 43 9.2
Barbados 1996 14.0 9.0 1.0 1.0/ 23 39 n.a.

Sources: CPs conducted by CDB; Jamaica Annual Survey oingiConditions (SLC); Barbados CPA (IDB); Guyanaihg Conditions
Survey (United Nations Development Programme);idled and Tobago Household Budget Surveys; Belizg; 8ahamas SLC.

5.03 As shown in Table 7, while the level of indigencesome countries (Anguilla, Antigua and
Barbuda, Barbados, British Virgin Islands, Grendslia,Lucia, Trinidad and Tobago) is low, in others
(Belize, Dominica, Grenada, Guyana, St. Kitts amdibl and St. Vincent and the Grenadines), it iy ve
high, ranging from 11% in St. Kitts and Nevis t®2én St. Vincent and the Grenadiriés.As regards
the poverty level, Haiti and Suriname (which aré inoluded in Table 8 because of data limitatica®)

at the high end of the spectrum, with an estimé&d and 63% respectively of the populations belwsv t
Clustered in the 30% to 40% range are Belize, hma, Grenada, Guyana, St. Kitts and
Nevis, and St. Vincent and the Grenadines. Coumntrigh levels of poverty between 20% and 29% are
Anguilla, British Virgin Islands, St. Lucia, Tringl and Tobago, and the Turks and Caicos Islands.
Barbados had a poverty rate of 14% in 1997, anditana poverty rate of approximately 20% in 2002.

poverty line®

5.04 Progress has been made in lowering poverty levet®ime countries. The level of poverty in
Jamaica declined from 24% in 1993 to 20% in 2008, ia Guyana from 43% in 1993 to 35% in 1999.
In the case of Jamaica, this occurred at a timenvdiicial estimates of the average growth rateewer
approximately 1.5% p.a., suggesting either an weslienate of growth performance and/or the
considerable effect of non-growth factors (suchreduction of inflation, impact of targeted poverty
reduction initiatives, etc.). In Guyana'’s case, teduction in poverty occurred during a period mtiee
growth rate averaged close to 8% p.a. Since tiremwth has slowed significantly (see Table 3).

36/
37/
38/
39/

One more recent estimate is 80% as of 2003.
One more recent estimate is 70% as of 2003.
Probably much higher in Haiti, for which compdeaflata on indigence levels are not available.
There have also been higher estimates of 80%7@%d respectively.
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FIGURE 1: POVERTY INDICATORS FOR SELECTED CARIBBEAN COUNTRIES (1996-2006)
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FIGURE 2: GINI COEFFICIENT FOR SELECTED CARIBBEAN COUNTRIES
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5.05 In some other countries, poverty levels hasteribrated, largely as a consequence of severe
external economic shocks and natural hazard ocwese In fact, a salient point shown in Table thés
very large proportion of the population that isnerable in two of the five countries for which dare
available. Approximately 40% of the population $t. Lucia and 45% in Dominica are considered
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vulnerable, i.e., susceptible to falling into pdyebecause of an economic shock. If comparabla dat
were available, similar high percentages mightigecse for other countries as well.

5.06 On a more positive note, the income distributioBMCs, while skewed, compares favourably,
for example, with that of Latin America. The awggaof the Gini coefficient for the 16 countries in
Table 7 is 38.1%, ranging from 23% for British Mirdslands to 56% in St. Vincent and the Grenadines
The Latin American average is 50%. Still more retmlbe done in a number of BMCs, however, to
achieve a better income distribution as a meamschfcing poverty.

5.07 Several complex, interrelated factors have contetbuto poverty in the Caribbean. These
include relatively poor growth performance, stragflance on output growth of a single crop (sush a
bananas in the OECS) or of a sector that is inmgainacroeconomic instability, limited job growtbw
productivity and low wages in the informal sectand inadequate access to social services. Other
compounding factors contributing to the level ofvexy include the economic disparities within
countries and communities, the decline in familgoime as a result of economically debilitating Healt
challenges such as HIV/AIDS, environmental degiadaincreased difficulties and uncertainties ia th
agriculture sector, and weakening of the traditidamily as an institution, with consequent economi
and social impacts on single-parent householdstlaaalderly. Poverty in the Caribbean also results
from the reduced capacity of the Region to addtgzens’ concerns and ambitions, thereby conthitgut

to the migration and depletion of valuable skittznh the workforce.

5.08 Common characteristics among poor households iadiom-quality housing, inadequate access
to basic services, large family size, low levelsediication, and limited access to water and adequat
sanitation facilities. Issues related to food siggare also of concern. Most of the poor in Begion

still live in rural areas, although with rising eatof urbanisation and the high vulnerability of tirban
poor to economic and social problems, urban poveasyalso become a major concern.

5.09 The majority of the employed poor work in the imf@ sector - in rural areas as small-scale
farmers or as agricultural labourers, and in urdr@as as wage employees. Small farmers faceieuttiff
period, as preferential access to markets contitiesode, and as barriers to food imports declihés
extremely difficult for small and vulnerable agiitwial economies to benefit from some of the caitic
gains from increased trad®.Also, the impact of natural disasters and theiéng devastating effects on
the rural poor has been somewhat underestimateaturdl hazards, such as floods, hurricanes, and
earthquakes can hit unexpectedly, and infrastraagtluilding and recovery costs are very high.

5.10 In addition to having low incomes, the rural po@vé limited access to quality health and
education services, physical infrastructure, andame cases, farmable land. Urban bias in public
funding toward expensive hospital-based medicad eard more elite secondary schools has channeled
resources away from facilities that provide bagcvises in rural areas. Frequently, health centers
health posts, and schools in rural areas lack liagsigs such as medical supplies and computensgls

as trained staff.

5.11 Although unemployment rates throughout the Regimn lagh, and thus adversely affect the
poor, levels of unemployment are similar amongpber and non-poor. The duration of unemployment
is, however, longer for the poor. Low wages initifermal sector, low returns to rural self-emplaymh
activities, under-employment, and, in some casesjtrgcted periods of unemployment, are
characteristics of poverty patterns in the Regidinemployment rates of between 10% and 20%, and
even higher, are prevalent in the Caribbean.

40" Fordet al, 2007.
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6. MEDIUM-TERM PROSPECTS

External Environment

6.01 As regards the medium term, there are several giieds that one can make with reasonable
certainty. The process of trade liberalisation/glaation will continue, as will its opportunitieend
challenges. The pace of trade liberalisation mayslmwed somewhat as a result of the negative
outcomes, or potentially negative outcomes, andltieg political opposition. Examples include the
current debate over NAFTA in the United States (Big) the failure of the US, Japan and the EU tmope
their markets to agriculture exports, thus bringimg World Trade Organisation (WTO) negotiationgto
halt. The Free Trade Area of the Americas hassiHted.

6.02 Indications are that the multilateral tradgot@tion process is being overtaken by bilateral a
regional trade agreements. In the Caribbean, thezespecial trading arrangements with Cuba, the
Dominican Republic and several other Latin Americanntries through the Association of Caribbean
States. Another important event that is expedateichpact on the medium-term, though its likely iropa

is not yet well defined, is the Region’s recentbyncluded Equal Partnership Agreement with the Eé (s
Box).

6.03 Indications are, also, that the price of oil, besmawf depreciation of the US dollar, capacity
constraints in the industry, continuing politicahsions in Middle East and in other major oil praets,
and strong growth in demand from India and Chindl, @ntinue to trend upwards. This is likely to
continue to fan inflationary pressures globallypant negatively on growth performance, and herse al
on employment and on the level of indigence andepgv In the US and other developed countries
(Japan, the EU), this scenario is being complicéigdhe fallout from the sub-prime mortgage crisis,
which has induced substantial turbulence and uamicgyt in credit markets and compromised the
availability of credit. The full effects of theisis are still emerging, and will help determineetiter the
world economy in the medium term will withess ammamic slowdown (with world economic growth
averaging perhaps 4%), or fall into a recessiostagflation, with all of the consequent negativieas.

6.04 Another major medium-term concern will be the comitng rise in food prices as a result of the
increase in energy costs and fertilizers, bothtedl#o the upward trend in oil prices. Also, praion of
biofuels using agriculture commaodities will contento place additional pressures on food pricese Th
increase in the prices of oil and food, on bothmbich the Caribbean is very dependent, will have a
significant impact on the rate of inflation, asertestimates already indicate. This will impadatesely

on the cost of living, potentially pushing vulndealsegments of the population into poverty and poor
segments into indigence.
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THE ECONOMIC PARTNERSHIP AGREEMENT

On December 1% 2007 the countries of CARIFORUM and the EU codetli negotiations for an Econonmlic
Partnership Agreement (EPA) to formalise a tradgnme between the two parties. Prior to the EPAddrwas
conducted under a temporary regime under the Catéxgreement, but this was non-reciprocal in nataneg
required a waiver from WTO rules. With the expgwoatof both the waiver and the temporary trade megin
December 2007, a new arrangement was necessamp\ae predictable and preferred access to the Hiley
removing the threat of WTO litigation. The EPA dids, as trade will now be acceptable under theO/éTrules
governing free trade areas.

Some of the more critical aspects of the EPA affieetRegion’s main agricultural exports (sugar,dreas and rice
which are to be afforded (with different commencatrechedules) duty-free-quota-free (DFQF) acceshddEU.
Additional market access has also been grantedeniices, with some TA provisions for the importémtrism
sector. In total, the EU will liberalise 90% of iservices sector, while CARIFORUM will liberalibetween 65%
and 75% of that sector. Other important aspectee@bhgreement include the elimination of 80% efdity on EU
imports over a period of 15 years, with some gaedsiving indefinite protection, while others wilhve a 25-yeaf
transition period; EDF funding of €165 mn; provissofor the movement of natural persons; and pronssfor the
establishment of firms.

There are several significant implications for Regil economies as a result of the EPA. Firstlyrehare fiscal
implications, particularly for countries that refavily on border taxes as the main source of &¥ewhich in
some instances may be half of tax revenues. Témsetries will come under increasing pressure tivermedium
term to implement some form of transactions-bas&dd diversify the tax base and cushion some @fstiock of
revenue losses. Under the EPA, however, thereoiagion for TA with respect to fiscal reform anaktitutional
capacity-building. On the expenditure side, comsition will need to be given to spending for ampremic
dislocation arising from the increase in EU imporfche EU is providing additional funding under tBBA, albeit
amidst concerns on the part of CARIFORUM countaksut the adequacy of such funds.

The impact of the EPA on the agricultural sectasfisome concern in the face of increased compatitiom large
producers in the Dominican Republic and also frowramefficient producers in the ACP grouping. Thd, E
however, has committed to providing assistancentwease the sector’s competitiveness; developingetiag
capacity; the promotion of private investment amigie-public partnerships; TA for the developmehtquality
standards and other initiatives to strengthen seggsformance. With respect to services, the EP@vides
opportunities for substantial liberalisation of 88 market (and also of the CARIFORUM market, dbeia lesset
extent), thereby providing significant opporturstifor the development of export services. Addaibn the
Agreement provides for the temporary movement afb®aan professionals in 29 sectors and for tenmgaatry
by independent professionals or self-employed gsifmals in 11 sectors.

Risks and Opportunities
Risks

6.05 Given the acute openness of Caribbean economigwtii continue to be vulnerable to terms
of trade and other shocks from the external enumemt. The current international environment with
high oil and food prices, unstable financial maskein economic downturn in major developed coustrie
with the possibility of a recession and even sagh in the US, a major trading partner, presents
significant challenges to the Caribbean. WithéRkpectation of lower export levels for both goods a
services, reduced growth and employment in thedReghe impact on the indigent, poor and vulnerable
can be severe.

6.06  Another emerging problem for the Region is the upwaend in inflation. Estimates of
inflation in the Caribbean during the period 20032007 indicate that in a significant proportion of
countries, the rate of inflation is increasingyvdn by imported inflation, essentially from risiod and
food prices, which account for 50% or more of tise in prices. The consequent erosion in the stahd

of living is leading towards a tense industriah@te in which unions are pressing for higher wages,
sometimes from governments that are already fiscalallenged. In those countries where governments
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have taken action to protect their populations frgpiraling inflation through the foregoing of tax
revenues on imports of food and oil, or have elated or reduced certain border taxes, there haste be
significant fiscal costs in some cases and evericypaleversals because of concerns about the
sustainability of such action.

6.07 Independently of the impact on inflation, risingpébprices are of major concern to the Region
given the impact particularly on the poor who munstke adjustments in their consumption pattern and
nutrition intake. The balance of payments impaclso significant. Regional food imports, inchgli

for Suriname and Haiti, amount annually to morent$ia billion (bn). In 2004, the estimate was #22
Between 1994 and 2004, regional food imports greweal terms by 2.4% p.a. In some countries, food
dependence, defined by the ratio of food importsaiesumption in volume terms, is already closerto o
more than 80% (Antigua and Barbuda, The BahamabaBas, St. Kitts and Nevis, St. Vincent and the
Grenadines, and Trinidad and Tobagj6).

6.08 Governments in the Region will need to review tlagriculture policies in order to provide the
necessary food security for the population, an@@sfly for the indigent, poor and vulnerable. il
require expanding food supply, paying particuldergtion to import substitution possibilities espadigi

as regards high cost imports and to possibilitias dfficiency enhancements through technological
improvements. It needs to be reiterated that e @aribbean most of the poor reside in rural areas.
Hence, the rise in food prices provides an exceb@portunity to revitalise output growth and incasn

in the agriculture sector.

6.09 Increasing raw material demand, related to straz@nemic growth in East Asia, China and
India, however, will continue to benefit regionabgucers of mining products - Trinidad (oil), Gugan
(bauxite) and Jamaica (bauxite and alumina) - &sadtin Latin America, where some countries (Chile,
Brazil, Venezuela and Peru) have in recent yeaper@nced improved terms of trade and an export
boom, trade surpluses, improved current accoumioak, and an accumulation in reserves. At the sam
time, however, countries dependent on energy impaitt find themselves increasingly vulnerable tb o
shocks, forcing the implementation of strong eneogyservation initiatives; the development of
alternative sources of energy and further oil esgilon.

6.10 As indicated in the discussion above on fiacal debt performance, the Region needs to be more
circumspect and strategic in its engagement innfirsd markets, given the known dangers and
imperfections (asymmetric information, currency @pation, herding behaviour, moral hazard, adverse
selection, risk of contagion, the potential for @ssive borrowing, etc.), and the fact that the fitsne
expected from such involvement are in many caseasiangible as hoped f5t.

“If financial integration has a positive effect gmowth, there is as yet no clear and robust emplrroof
that the effect is quantitatively significant®

6.11 The foregoing statement is significant, comingtadoes from the IMF, which is an advocate of
financial globalisation. This does not imply a aeunendation for cessation of external commercial
borrowing, but rather a more circumspect approachpmpanied by significantly enhanced monitoring
of the financial sector. The current crisis in th8 financial sector as a result of subprime morgag
shows the potential implications of lax vigilancAlso very important, given the excessive commércia
borrowing that has taken place in recent years| bl strengthened fiscal and debt management
institutional infrastructure to enhance the potdrftr improved outcomes on both counts.

4" Kendall and Petracco, 2007.
42/ IMF, 2003.
4 IMF (2003), p. 3.
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Opportunities

6.12 While trade liberalisation has presented major lehgkes to the Caribbean, the Region also
needs to be aware of the opportunities that itgass One notable opportunity is the possibility o
increased exports, given the dynamism of the teamronment. During 1990 to 2005, growth in world
trade volume (commodities and services) averaggth 6significantly faster than growth in economic
activity.*” Exceptional growth performance in China, East &ulith Asia and several other high
performers among the less developed countries Ghide, Cyprus, Mauritius), in recent decades has
been significantly rooted in export expansion. idatlons are that, while major regional commodity
exports have so far been impacted negatively bgletrberalisation, the opportunity exists, with
adequate resource inflows and appropriate traddhagige rate and other economic policies, to benefit
substantially from the general “freeing up” of tead

6.13 The challenge is the identification and exploitatadf new and dynamic trading opportunities as
they present themselves. This assumes the regiapakity, both in the public and private sectws,
respond effectively to these opportunities. Foalénsland states such as those in the Caribbden, t
consensus is that the export opportunities wiliizenly in the service sector (tourism, financialveses,
offshore health care, software development andtaitienent etc.), which has shown greater dynamism
than merchandise trad®.

6.14 Trade liberalisation also allows a wider array lobices in the trading arena with respect to both
products and target markets, thus potentially redutvo of the major vulnerabilities of small staite
product and market concentration. Additionallynoteness and its cost implications, and indeed its
implications for the Region’s competitiveness irrtaim sectors, are being eroded by the significant
increase in communications efficiency, which is afidhe hallmarks of globalisation. High transport
costs of cargo, however, remain a constrainingofafcr continued reliance on high volume commodity
exports, suggesting strongly that the Caribbean,th@ context of a more competitive trading
environment, has to change its trading strategyatdss export services and lighter, higher value-ddde
products.

6.15 Together with increased trade and the resultingem@l for enhanced income flows,
employment and poverty reduction, new prospectparcific areas or sectors have also emerged. One
such area is that of corporate outsourcing. Outsoy is defined simply as the contracting of an
external supplier to carry out a specific taskis lh market that will most likely continue to groapidly

as international competition intensifies, forcirgrpanies, particularly in the industrialised coig#y to
constantly seek least cost options. From the Gaab perspective, an important reason for expioitat

of this new market opportunity is the fact thaisitan export service industry, helping the Region t
escape the constraints of high transport and oiffeastructure costs that have compromised the
Region’s competitiveness.

Caribbean Single Market and Economy (CSME) as a Sategy for the Emerging
International Economic Environment

6.16 In July 1989, the political leaders of the Caribib€@mmunity decided to move the Caribbean
economic integration process forward from a commmarket to a single market and economy. The
rationale was that it was the appropriate regioagponse to the severe economic challenges posed by
trade liberalisation and globalisation. The padtideadership views CSME as moving the Region
towards greater economic competitiveness in regpdos the new international economic order

4/ IMF, World Economic Outlook Database, April 2006
4/ Commonwealth Secretariat and World Bank JoirskTeorce (2006).
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dominated by marketisation and the loss of prefagen In 2006, after a period of 17 years, thelsing
market came into effect, with the steps necessaegtablish a single economy as the next stage.

6.17 Major policy initiatives that are intendedjrigeimplemented, or under consideration, include a
common trade strategy, a Regional Development FRF), financial sector integration, integration of
the regional labour market, fiscal policy integoati tax harmonisation and monetary integration.e Th
common trade strategy — removal of barriers toomgi trade, the implementation of a common external
tariff, and unified positions on international teagssues through the Caribbean Regional Negotiating
Machinery — has been implemented. The RDF is umdetementation and is expected to become
operational by July 2008. Integration of the regilolabour market, one of the cornerstones of the
integration process, has so far been implementedlitoited extent. However, attempts are beingenad
to accelerate the process. Financial integrasamder substantive discussion. The foregoing lapas

of the first phase of the CSME implementation tégdefor the period 2006-2010. The last three
initiatives (tax harmonisation, fiscal policy andometary policy integration) together with the
establishment of common sectoral policies are tath®r the second phase during the period 201-201

6.18 Establishment of the CSME is a substantial regiamadertaking and its completion would
represent a significant accomplishment. Howevaplémentation has been slower than anticipated and
hence, so far, there has been a weaker than imtangeact in terms of support to the Region in its
attempt to confront the challenges of trade libsasion and globalisation. Currently an attemgiesng
made to reorient integration initiatives towards iaoreased emphasis on the production of regional
public goods (technological development; enhancémkregional transportation links; human resource
development etc.) as a means of strengthening @adegating the integration process.

46/ Members of CSME comprise Antigua and Barbuda, B#wbaBelize, Dominica, Guyana, Grenada, Jamaic&i®s and

Nevis, St. Lucia, St. Vincent and the Grenadinesindme, and Trinidad and Tobago. The Bahamadaitil are members

of the Common Market but not of CSME. Montservétjch is a dependent territory, is awaiting perimoisgrom the United
Kingdom to join the CSME.
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