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EXECUTIVE SUMMARY

This Country Strategy Paper (CSP) articulates the IDB’s strategy with The Bahamas for the
2003-2007 period. It has benefited from an extensive process of dialogue with the government
that took office in May 2002 and civil society, as well as from the recent Country Program
Evaluation (CPE) of The Bahamas (1990-2000).
Despite many strengths – which include a relatively high per capita income, a long tradition of
political stability, a mostly favorable location, and outstanding natural beauty – The Bahamas is
confronting or will confront in the near to medium term some significant development
challenges. After a boom in the late 1990s, economic growth sharply decelerated and renewed
dynamism is needed. Participation in the regional, hemispheric and global trade liberalization
processes that are underway could imply changes in the taxation system. The country is also
grappling with significant social problems, ranging from increasing crime and violence, growing
youth-at-risk issues, and poverty, to the provision of social services that is strained by the recent
rapid increase in Haitian immigrants and financial constraints. The environment is fragile and
under threat from a variety of sources. And, the country now faces pressing infrastructure needs,
from repairing hospitals to upgrading airports, from overhauling the water and sewerage
infrastructure to constructing sufficient pre-school capacity. In sum, over the period of this
strategy, 2003-2007, The Bahamas will have to confront a broad range of pressing development
challenges in the areas of: (i) sustaining economic growth and private sector development;
(ii) promoting social development and equity; (iii) improving environmental management and
natural resource conservation; and (iv) public sector reform.
The last Country Paper for The Bahamas (GN-2141-1) was approved in April 2001, and had a
limited time horizon, given that elections were due one year later. Unsurprisingly, there has been
only limited progress in the implementation of that strategy. Looking over a longer timeframe,
the Bank’s strategy and program has played a useful supporting role in the development of
The Bahamas. Nevertheless, the CPE concluded that the program during the 1990s had a
narrower focus than was warranted by the country’s development needs and was more successful
in capacity expansion investment projects than in promoting policy and institutional reforms.
In contrast with the traditional approach taken in The Bahamas to support relatively large
infrastructure projects, key features of this proposed new strategy are to focus on smaller projects
with a high technical assistance content and put greater emphasis on social sector development.
These features may increase implementation risks. Of further note, the Bank will look especially
favorably on projects and initiatives that are aimed at the development of the Family Islands,
which lag New Providence and Grand Bahama in most developmental aspects.
The principal areas of strategic focus are: (i) sustained economic growth and private sector
development; (ii) social development and equity; (iii) environmental management; and
(iv) public sector modernization. The Bank’s country and sector work program will include, at a
minimum, a review of the social safety net, a diagnostic of the water and sewerage sector, and a
labor market study.

Strategy Matrix
Development Objectives

Government
Strategy

Other Bilateral/
Multilateral:
Strategy/Actions

IDB Strategy

IDB Actions

Performance Indicators

Recent/Ongoing

Proposed

Geographic
Information System
TC (1998)

Land Use Policy and
Administration

IDB Strategy/Program
Implementation

Country Level Outcomes/Targets

A. Sustaining economic growth and private sector development
1. Competitiveness and an
enabling environment
Improve competitiveness and maintain
an enabling environment

Promote foreign direct investment
Renew competitiveness of financial
sector
Foster a safe and secure society

Continually
upgrade legal,
regulatory and
policy
frameworks
Reduce red
tape and
minimize
bureaucracy
Improve
government
responsiveness
and service to
private sector
Improve land
administration
and land use
planning

N/A

Support
improvements in
land administration
and land use
planning
Lay foundations for
addressing land
policy and titling
Support private
sector development
through direct
support (PRI) and
assistance with
concessions and
bidding documents,
and the establishment
of
regulatory/legislative
frameworks for
private sector
participation in
infrastructure (MIF)

Private Sector
Investment TC
(1998)

Land Use Policy and
Administration to Board
by end of 2004

Capital Markets
Modernization TC
(1998)

Studies and technical
activities related to
longer-term land use
development plans and
Commonage lands and
Generational Title
completed by 2006

Institutional
Strengthening of
Credit Union
System (1998)

Land records
computerized and
National Land Policy
prepared by 2007

Dialogue on possible
Trade Facility
support
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Property tax revenues exceed
$40 million by 2009 ($32 million in
2002)

Backlog of land surveys reduced by
50% by 2007

Strategy Matrix
Development Objectives

Government
Strategy

Other Bilateral/
Multilateral:
Strategy/Actions

IDB Strategy

IDB Actions
Recent/Ongoing

2. Transportation

Provide critical
infrastructure
as needed

EU –
infrastructure in
Family Islands

Improve
maintenance
management

Support provision of
infrastructure where
a critical bottleneck
exists
Improve routine
maintenance
management

Ensure
generation
capacity is
sufficient

Proposed

IDB Strategy/Program
Implementation

New Providence
Transportation
Program (2001)

Infrastructure
Rehabilitation –
Phase II

Economic feasibility of
Glass Window Causeway
completed in 2004

Infrastructure
Rehabilitation –
Phase I (2000)

PRI consideration of
LNG terminal
project

Public consultation on
EIA completed

Strengthening
Airports Security TC

Promote cost
recovery and private
sector provision

3. Electricity services

Performance Indicators
Country Level Outcomes/Targets

Safe, quick, and economic access
provided between north and south
Eleuthera

Infrastructure
Rehabilitation – Phase II
to Board by end of 2005

PRI consideration of
Freeport Harbour
project

Glass Window Causeway
constructed by 2007

N/A

Promote private
sector provision

Power Expansion
Program II (1996)

PRI consideration of
Grand Bahama
Power project

PRI decision on
participation in Grand
Bahama power project by
end of 2003

Generating capacity in New
Providence and Grand Bahama is
maintained above demand through
2008

Global Fund
and Clinton
Foundation
probable
support for
HIV/AIDS

Strengthen
institutional capacity
in human resources,
information,
management, and
financial systems

PPF: Health Sector
Strengthening
(2000)

Health Sector
Strengthening
Program (BH-0016)

Health Sector
Strengthening Program
(BH-0016) to Board by
end of 2004

Improved healthcare as reflected in
high satisfaction rates among system’s
users

PAHO – health
promotion and
prevention,
health systems
and service
development,
and disease
prevention and
control

Assist with
redevelopment of
principal hospital

B. Promoting social development and equity
1.

Health

Focus on
institutional
capacity first
Introduce
national health
insurance
system
Improve access
in Family
Islands

Reproductive
Health Education
TC (1998)
Support
Implementation of
Health Sector
Boards TC (1998)
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Improved human
resource, information,
management, and
financial systems in place
by 2007

Reduction in the average length of stay
at PMH
Average outpatient waiting time for
elective surgery reduced

Strategy Matrix
Development Objectives

Government
Strategy

Other Bilateral/
Multilateral:
Strategy/Actions

IDB Strategy

IDB Actions
Recent/Ongoing

2. Education

Universal preschool
education

N/A

4. Youth at risk

Proposed

Primary and
Secondary
Education
Improvement
(1994)

Education Program

Technical
assistance for
Living Conditions
Survey (2000-3)

Social Safety Net
Study

IDB Strategy/Program
Implementation

Study on existing TVET
providers and programs
completed in 2004

Country Level Outcomes/Targets

70% of eligible children attend preschool by 2010 (50% in 2003)

Education Program to
Board by end of 2005

Curriculum for technical and
vocational education revised by 2007
and implemented by 2010

Safety net study completed by mid- 2004

50% of target group covered by main
transfer program by 2010

Social Safety Net Program
to Board by end of 2005

At least 80% of beneficiaries in main
transfer program come from bottom
per capita expenditure quintile by
2010

National Youth Strategy
approved by Cabinet in
2005

Secondary school drop-out rates –
especially of young men- are reduced
significantly by 2010

Communications Strategy
developed

Teenage pregnancy is reduced
significantly by 2010

Life-skills
training

Pilot programs
implemented

Youth-gang involvement is reduced
significantly by 2010

Alternative
sentencing and
construction of
juvenile
correction
facility

Youth Development
Program to Board by end
of 2007

The capacity of specialized youth
NGOs and private sector organizations
to provide and coordinate life-skills
training, preventive and rehabilitative
programs has been fully developed by
2010

Re-examine
state of
technicalvocational
education in
country
3. Poverty and social safety net

Support phased
expansion of preschool education

Performance Indicators

Support
modernization and
expansion of TVET
in secondary and
post-secondary
schools

Investigate
needs through
quantitative
and qualitative
analysis

N/A

Maintain or
establish crosssectoral
preventive and
rehabilitative
programs

N/A

Evaluate current
social safety net
Support
comprehensive
reform for a modern,
more efficient, and
better targeted social
safety net
Support development
of a National Youth
Strategy and Action
Plan

Social Safety Net
Reform

N/A

Institutional support
for Youth
Youth Development
Program

Support pilot
activities

iii

Strategy Matrix
Development Objectives

Government
Strategy

Other Bilateral/
Multilateral:
Strategy/Actions

IDB Strategy

IDB Actions
Recent/Ongoing

Performance Indicators
Proposed

IDB Strategy/Program
Implementation

Country Level Outcomes/Targets

C. Improving environmental management and natural resource conservation
Improve
environmental
protection,
sustainability
and
conservation

N/A

Strengthen
institutional capacity
for coastal zone
management
Assist
implementation of
coastal zone action
plan

Rationalize
institutional
framework

Family Islands
Potable Water
Project (1998)

Masterplan for
Coastal Zone
Management

Solid Waste
Management
Project (1999)

Coastal Zone
Management
Program

Maintain dialogue
regarding water and
sanitation

Execute WSC
Business Plan

Creation of the DEPP
National capacity for
coastal zone management
strengthened

Rates of coastal erosion and loss of
mangrove areas slowed by 2011; coral
reef health, beach water quality, and
beach access improved in accordance
with quantitative outcome targets in
Masterplan for CZM

Key information on
coastal zone resources
collected
Approval of CZM
Masterplan by Cabinet
Coastal Zone
Management Program to
Board by end of 2007

D. Public sector reform
Improve
capacity and
responsiveness
of public sector

N/A

Support several
short-term activities
in the areas of studies
and institutional
strengthening

N/A

Public Sector
Institutional Support

Public Sector Institutional
Support to Board by
second semester of 2004

Public Sector
Modernization
Program

Improve
project cycle
management
and strategic
planning

Public Sector
Modernization to Board
by end of 2007
Justice sector study
completed by end of 2004

Improve justice
administration
effectiveness

iv

Capacity improved and response times
of public service providers reduced
according to benchmarks defined in
National Strategy

I.

INTRODUCTION

1.1

This Country Strategy Paper (CSP) articulates the IDB’s strategy with The Bahamas for
the 2003-2007 period. The last Country Paper for The Bahamas was approved in April
2001. With general elections due by May 2002, the Board requested Management to
submit a new country paper within one year of the government taking office.

1.2

In the May 2002 elections the Progressive Liberal Party (PLP) won a decisive majority,
taking 29 out of 40 seats in parliament, after ten years in opposition. Since the
government took office in May 2002, the Bank and Government of The Bahamas have
been in a process of dialogue regarding the Bank’s assistance to The Bahamas.
Following the government’s assumption of office, the Bank prepared and transmitted to
government a Strategy Dialogue Paper (SDP). A Bank mission discussed the SDP with
the government in July 2002. The mission also discussed the development challenges
facing The Bahamas with representatives of civil society. At the suggestion of the Prime
Minister, a follow up Bank mission on December 3, 2002, engaged the entire Cabinet in a
dialogue about the development challenges facing the country and strategies for
addressing those challenges. Subsequently, the government indicated preliminary
interest in a number of areas, which prompted five pre-programming missions in the
areas of private sector development, public sector reform, social sectors, infrastructure,
and environment and natural resources.
The results from this dialogue and
pre-programming missions have fed into this CSP. The CSP has also benefited from the
lessons learned from the Country Program Evaluation of The Bahamas (1990-2000)
[RE-278] that was prepared by the Office of Evaluation and Oversight (OVE).
II. KEY DEVELOPMENT CHALLENGES

2.1

The Commonwealth of The Bahamas is an archipelago of over 700 islands and cays with
a total landmass of 5,383 square miles, spread over 100,000 square miles of Atlantic
Ocean. Twenty-two of the islands are inhabited by a total of 311,000 persons.
Two-thirds of the population resides in New Providence Island, where the capital,
Nassau, is located, and which is only 7 miles wide and 25 miles long. Grand Bahama
Island (530 square miles), the second major center, contains 16% of the population. The
remaining islands are sparsely populated. Close proximity to the United States, a
sub-tropical climate, and extensive coral-based white sand beaches have contributed to a
vibrant tourism-led economy of around US$5.2 billion and a high degree of economic
linkages between the two countries. GDP per capita is estimated at US$16,592.

2.2

Despite many strengths – which include a relatively high per capita income, a long
tradition of political stability, a mostly favorable location, and outstanding natural
beauty – The Bahamas is confronting or will confront in the near to medium term some
significant development challenges. After a boom in the late 1990s, economic growth
sharply decelerated and renewed dynamism is needed. Participation in the regional,
hemispheric and global trade liberalization processes that are underway could imply

changes in the taxation system. The country is also grappling with significant social
problems, ranging from increasing crime and violence, growing youth-at-risk issues, and
poverty, to the provision of social services that is strained by the recent rapid increase in
Haitian immigrants and financial constraints. The environment is fragile and under threat
from a variety of sources. And, the country now faces pressing infrastructure needs, from
repairing hospitals to upgrading airports, from overhauling the water and sewerage
infrastructure to constructing sufficient pre-school capacity. In sum, over the period of
this strategy, 2003-2007, The Bahamas will have to confront a broad range of pressing
development challenges.
2.3

The key development challenges facing The Bahamas can be grouped in four areas:
(a) sustaining economic growth; (b) promoting social development and equity;
(c) improving environmental management and natural resource conservation; and
(d) public sector reform.

A.

Sustaining economic growth and private sector development

2.4

A pressing development challenge is to reactivate the economy and then ensure that
moderate economic growth is sustained. Further development of the private sector will
necessarily be fundamental to sustaining growth. Sustained growth will be essential for
raising living standards and creating employment opportunities, and thereby reducing
poverty. Growth will also contribute to economic welfare and poverty reduction by
generating revenue with which the government can finance its programs.

2.5

The economy performed well from 1996-2000 due to renewed dynamism in the tourism
sector and sound macroeconomic management (Table 1). GDP growth accelerated
sharply to a range of 3 to 6% per annum, while inflation remained below 2%. A surge in
private sector investment in the tourism sector drove the economic boom, with foreign
companies accounting for much of the investment. The investment caused a construction
boom and raised room capacity from 13,421 in 1995 to 14,613 at the end of May 1999.
The acceleration of growth and the construction boom had a very favorable impact on the
unemployment rate, which declined from a high of 14.8% in 1992 to 7.5% in 1999.

2

TABLE 1. INDICATORS OF RECENT ECONOMIC DEVELOPMENTS

Real GDP growth (%)

1998

1999

3.0

5.9

2000
4.9

2001
-2.0

2002p
0.7

Tourist arrivals (% annual change)

-2.6

8.9

15.3

-0.5

5.1

Foreign direct investment (% of GDP)

20.2

11.2

9.5

3.3

5.8

External current account (% of GDP)

-23.8

-8.9

-8.4

-6.4

-6.3

Net official reserves/Reserve money (%)

109.3

108.1

94.9

76.7

82.6

1.3

1.3

1.6

2.0

2.0

Consumer prices (% annual change)
Central government capital expenditures (% of GDP)

2.8

2.9

2.7

3.2

2.1

Central government overall balance (% of GDP)

-1.7

-1.1

-0.2

-2.0

-2.7

Non-financial public sector balance (% of GDP)

-2.4

-2.8

0.5

-2.1

-1.7

8.3

8.0

7.4

6.9

6.0

Total central government debt (% of GDP)

34.2

33.1

30.8

32.6

35.7

IDB disbursements/Public sector capital expenditures

14.8

5.4

9.8

7.6

7.9

External public debt (% of GDP)

Source: IMF, Central Bank of The Bahamas, and IDB

2.6

However, in 2001 the economy slipped into recession. The investment surge receded and
the economy was hit by a series of external shocks. Recession in the U.S. weakened
tourism activity mid-year and then the September 11th terrorist attacks greatly curtailed
tourism activity in the last four months of 2001. A fire in downtown Nassau and a
hurricane caused physical damage and economic dislocation. Finally, the recent
introduction of much financial sector legislation and uncertainties generated by the
initiatives taken by the OECD had an impact on the financial services sector. The
economy continued to stagnate in 2002.

2.7

While the immediate outlook is unclear, in the medium term a renewed upturn of foreign
direct investment should lead to an economic recovery. The government has approved
FDI projects with an estimated capital investment of US$727 million since mid-2002 and
development applications worth US$2 billion have been submitted to the government.

2.8

In view of the comparative advantages of The Bahamas, the present structure and
characteristics of the economy, and ongoing developments, the most important sources of
economic growth over the medium to long term are likely to be the tourism industry,
financial services sector, transshipment services, and other services. Certain agriculture
and fisheries sub-sectors also have potential. Some fisheries and agricultural products are
competitive and are either exported or efficiently supplied to the local market. However,
many agricultural products are heavily protected or subsidized. There is scope for
supplying a greater proportion of domestic – including visitor – consumption. It is
unlikely that manufactured exports will become economically significant. The challenge
is to ensure that the conditions for growth, particularly in the leading tourism and
financial sectors, are as conducive as possible.

2.9

Many factors are conducive to sustained growth in The Bahamas. The country is very
close to and accessible from the largest market in the world. It possesses outstanding
natural beauty that underpins a strong comparative advantage in tourism services. The
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Bahamas has a long tradition of political stability and high levels of social capital.
Similarly, it has a track record of macroeconomic stability and has established a favorable
climate for private sector investment. It has a relatively well-educated labor force and
linguistic and time-zone affinities with major markets. Finally, The Bahamas is currently
enjoying a favorable demographic phase – there are nearly two Bahamians of working
age for every dependent (individuals aged 0-15 or over 65). The dependency ratio is
likely to remain low for the next 13 years, thereby providing the country with a
“demographic window of opportunity” (IDB, Economic and Social Progress in Latin
America Report, 2000).
2.10

Against these advantages must be set some disadvantages of the country’s small size in
terms of population and economic activity, and its location. The small size of The
Bahamas prevents it from benefiting from economies of scale in many areas. Similarly,
the small size of the population, combined with geographic fragmentation, raises the unit
cost of infrastructure provision, particularly in the Family Islands.1 The country’s small
size and its location make it vulnerable to external shocks – both economic and natural.
The Commonwealth Secretariat’s vulnerability index places The Bahamas in the high
vulnerability country grouping.2 The Bahamas is highly dependent on the tourism
industry. This is only natural given the country’s strong comparative advantage in
tourism but the dependence makes The Bahamas vulnerable to problems in that industry.
Furthermore, The Bahamas is dependent on a single market – over 80 percent of its
tourists come from the U.S. The Bahamas’ location makes it vulnerable to natural
disasters in the form of hurricanes.

2.11

Enhancing the environment for private sector-led economic growth will require the
public provision of necessary public goods and an appropriate framework for private
sector development. The key public goods are macroeconomic stability, an enabling
policy environment that fosters competitiveness, and physical infrastructure.
a)

Macroeconomic stability

2.12

A fundamental requirement for sustained economic growth will be the maintenance of
macroeconomic stability. The Bahamas has built up a solid track record of
macroeconomic stability, anchored by fiscal discipline and a one-to-one currency peg
with the United States dollar.

2.13

However, the recent recession has cut government revenues since 2000 and complicated
the challenge of keeping the budget deficit within manageable limits. After steadily
decreasing, the central government deficit jumped to 2.0% of GDP in 2001 and 2.7% in
2002. This increase and the recession raised total central government debt from 31% of
GDP in 2000 to 36% by the end of 2002. The IMF recently estimated that the fiscal
deficit needs to be lowered to about 2% of GDP to stabilize the debt-to-GDP ratio at

1
2

The Family Islands are all the populated islands other than New Providence and Grand Bahama Island.
The Commonwealth vulnerability index ranks developing countries according to measurable components of exposure and
resilience to external shocks such as the lack of diversification, the extent of export dependence, and the impact of natural
disasters. See “Small States: Meeting Challenges in the Global Economy”, Report of the Commonwealth Secretariat/World
Bank Joint Task Force on Small States, 2000.
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around 38% and ensure debt sustainability.3 Important factors mitigating the public debt
situation are that most debt is domestic and long-term. External public debt was
equivalent to only 6% of GDP at the end of 2002. Unless growth picks up in the medium
term, revenues will continue to be constrained, thereby implying tough choices between
fiscal austerity or macroeconomic slippage (particularly in the levels of public debt and
international reserves). In this context, capital expenditures are likely to be scrutinized
intensely. An important challenge for the country will be to raise government saving in
order to expand public investment, while keeping the overall fiscal deficit low.
2.14

This challenge could be exacerbated by trends in the global economy and the growing
hemispheric commitment to trade liberalization, which could undermine the tax base of
The Bahamas as currently structured over the medium run. The Bahamas depends
heavily on import taxes for revenue. Taxes on international trade (overwhelmingly on
imports) have accounted for 64-74% of total tax revenues in recent years. Other indirect
taxes – tourism and miscellaneous taxes – account for a further 22-32% of tax revenue.
Direct taxes consist solely of a property tax, which accounts for the remaining 4% of tax
revenue. Tariff rates, which range from zero to 210%, are generally significantly higher
than rates in most other countries of the Caribbean Community and Common Market
(CARICOM) and Latin America. The average tariff is 31% and about two-thirds of
imports carry a 35% tariff. Such high tariff rates may become inconsistent with possible
future obligations under the Free Trade Area of the Americas (FTAA), if and when The
Bahamas chooses to join. The government intends to review the taxation system with
assistance from the IMF, while retaining the policy not to implement taxes on income or
capital.
b)

Competitiveness and an enabling environment

2.15

Attracting sufficient private sector investment to sustain growth will depend in part on
continued improvements in the environment for business and the maintenance of
competitiveness. Overall governance in The Bahamas, with respect to factors such as
adherence to the rule of law, government predictability and credibility, is strong.
Nevertheless, the government intends to continue to pay attention to the regulatory
environment. In general, simplification of the regulatory environment and reducing
“red tape” could improve the enabling environment for business and contribute to
competitiveness. The government established a new regulatory agency − the Public
Utilities Commission (PUC) − in 1999 with power to determine standards of services and
tariffs to be levied. As the privatization of public utilities gains momentum, the
government will need to keep reviewing the adequacy of the oversight regulation and
competitiveness in those services.

2.16

Containing productivity-adjusted labor costs in real terms must be a key component of
competitiveness. This implies that wage awards do not exceed productivity increases and
that steps are taken to improve productivity on a continuing basis. Hotel operating costs
are among the highest in the Caribbean and the country has been losing market share to
cheaper competitors such as the Dominican Republic. The Bahamas’ share of stopover
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IMF, “Staff Report for the 2003 Article IV Consultation”, June 2003.
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visitors in the Caribbean shrank from 17.5% in 1980 to 13.7% in 1990 and 9.3% in 1999
(World Tourism Organization, Caribbean Tourism Organization). Since The Bahamas
targets the upscale segment of the tourism market, the government is not
overly-concerned with losing market share in terms of visitor numbers at the lower end.
Nevertheless, for the economy as a whole improved labor market flexibility would help
to contain unit labor costs, cope with external shocks and ensure efficient balancing
between the supply and demand for specific skills.
2.17

From 1996 to 2001, the government progressively rationalized customs tariffs, thereby
reducing tariff levels of many products and reducing dispersion. This process
considerably reduced the complexity of the tariff system as well as the number of
separate duty rates. Nevertheless, tariffs and trade protection measures remain
considerably above those of other countries in the region. Further liberalization of
international trade would enhance the competitiveness of industries in which The
Bahamas has a comparative advantage and increase competition in the domestic market
but would have adverse implications for import-substituting manufacturing and
agricultural activities that are presently uncompetitive. Tourism, the financial services
sector, and consumers would likely be the biggest winners from further liberalization.

2.18

Further trade liberalization could be administratively challenging, given the need to
participate in various international trade fora simultaneously. The Bahamas is a member
of CARICOM but not of CARICOM’s Common Market and it does not participate in the
Common External Tariff. Exports to CARICOM accounted for 0.6% of total exports and
imports from CARICOM accounted for 1.4% of total imports in 2001. The Bahamas has
applied for membership of the World Trade Organization (WTO) but was delayed in
submitting a Memorandum of its Foreign Trade Regime.

2.19

Rationalizing the use of national land resources, improving the functioning of land
markets, and modernizing the real property rights system remain critical structural
challenges. Public policy for land use planning and administration is unclear. The lack
of a national land use policy framework causes a less than efficient use of land resources
and cedes the opportunity to encourage a pattern of growth and use of land resources that
supports long-term sustainability. The land tenure situation is unclear, which complicates
the efficient use of land. Current systems and procedures for allocating, administering,
and surveying Crown Lands do not allocate land to individuals to meet development and
housing needs effectively and transparently. The complexity of the records in the
Registry of Documents makes examination of titles time consuming and expensive, and
inadequacies in the administration of land use records reduce land tenure security,
resulting in increased cost of land market transactions. Information on land is out-dated,
incomplete, and scattered throughout various agencies, thus limiting its usefulness, and
causing duplication of effort and cost as well as inconsistencies. The country lacks a
sound cadastre of Crown and private land holdings and the current deed recording system
does not require the registration of land transactions.

2.20

The implementation of a progressive and equitable property tax policy is hindered
because many properties are undervalued (some by more than 50%) and many parcels are
not on the tax rolls. Land survey and mapping systems need to be strengthened and the
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absence of legislation regarding forestry and forested areas precludes clear policy on
balancing land use between forestry and agriculture.
c)

Physical infrastructure

2.21

An adequate physical infrastructure is a critical requirement for continued growth,
particularly in the tourism industry. However, the provision of infrastructure is a special
challenge for The Bahamas because its small population is spread over 23 islands.
Therefore, it has relatively large infrastructure needs per capita and it cannot benefit
much from economies of scale.

2.22

Transportation. A pressing challenge in the short term is to replace the Glass Window
Bridge linking north and south Eleuthera, which is in critical condition and hazardous to
users. Medium-term transportation challenges are: reducing severe traffic congestion in
New Providence (the Bank is helping to address this through its New Providence
Transport loan); providing reliable and cost effective inter-island transportation;
improving planning capacity in the Ministries of Public Works and Transport; and having
an adequate and comprehensive maintenance program for the Islands. Given the heavy
workload implicit in the administration of the ambitious road and infrastructure programs
for 2003-2007, it is likely that the Ministry of Works and Utilities will require additional
human and financial resources, if it is to avert delays in the administration of new
economic feasibility, engineering, environmental, construction, supervision and
maintenance activities. In the long term, there is a need to develop a long-term vision for
ground transportation in New Providence.

2.23

Airports. The large geographic spread and small population in a number of islands
creates a special challenge for providing adequate airport capacity and prevents the
country from benefiting from economies of scale. It has created a dilemma with respect
to the promotion of tourism in at least two Family Islands, where an expansion of tourism
would necessitate significant investment in airport capacity. There is an urgent need for
the expansion and rehabilitation of Nassau International Airport and some other airports
in the Family Islands. The airports, other than Freeport Airport, are state-owned and
therefore not eligible for PRI financing, unless and until the government opens up the
sector to private sector investment, for example through BOT schemes.

2.24

Seaports. The ports in New Providence, which are state-owned, require large
investments, particularly for the upgrading, expansion and modernization of Prince
George’s dock in Nassau. The privately-owned port in Freeport has grown rapidly in
recent years, with annual volume growth rates of 60%. At present, the port operator and
owner, Hutchinson Whampoa, is executing a fourth phase of expansion, with an
investment of $75 million.

2.25

Electricity services. The small and dispersed service area creates a challenge for the
efficient generation and distribution of electricity and prevents the country from
benefiting from economies of scale. Power demand increased significantly in the late
1990s and the Bank supported the expansion of generation and transmission capacity
throughout the 1990s, via three loans. One of these loans was oriented to expanding
generation capacity in the Family Islands, which had been severely inadequate. The
7

state-owned Bahamas Electricity Corporation (BEC) is the major supplier of electricity
services in the country and the government is not actively considering privatizing it.4
The power company in Grand Bahama (Freeport Power Co.) is privately owned and
needs to increase its installed capacity every three years. BEC’s tariff rate is somewhat
higher than Freeport Power Co’s, but comparable with that of other small island states in
the Caribbean. One of the Bank’s projects supported a study on long-run marginal cost
tariff pricing and BEC subsequently adopted and applied the LRMC tariffs. Another
report on the results of a cost-of-service study and recommendations on the design of the
tariff level and structure was produced in October 2001 and forwarded to the PUC.5
Although the tariff rate (outside of Grand Bahama) allows BEC to be a profitable and
viable company -- the tariff structure does not reflect the actual cost of power production
and transmission in many areas because the government has defined a policy of uniform
electricity rates throughout the country for equity reasons. This implies a significant
degree of cross-subsidization from ratepayers in New Providence to the Family Islands.
2.26

Telecommunications services. Key issues in the telecommunications sector include the
need for a more technologically advanced service in keeping with developments
internationally and supportive of a sophisticated service sector driven economy, and the
need to foster a more customer-driven, efficient and cost effective service. The Bahamas
has many attributes necessary to participate actively in the global information industry
but to achieve this it will be necessary to develop a modern telecommunications
infrastructure through full competition in the provision of those services.

2.27

Some of the major issues that are specific to the tourism industry are: (a) increasing
efficiency to lower costs; (b) improving the quality of services provided; (c) coordination
of private investment and infrastructure support among the various islands to ensure
sustainable growth; (d) improving industrial relations; (e) implementing environmental
protection programs and policies; and (f) increasing efficiency in key public entities in
the sector, notably, Bahamasair.

4

BH-0018 supported a study on privatization options, which examined restructuring and ownership options and the regulatory
framework for the privatization of the energy sector. A privatization strategy was also submitted to the government.
5
“Country Program Evaluation of The Bahamas (1990-2000)”, OVE, 2003 [RE-278].
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PRIVATE SECTOR DEVELOPMENT
The Bahamas has established a conducive environment for private investment, which has attracted large
amounts of foreign direct investment mainly in the tourism and financial services sectors.1 While such
investments have tended to be large, the domestic private sector consists mostly of small firms, which have
greater challenges in terms of financing and competitiveness. There are only 18 publicly-listed companies in
the country.
The vast majority of goods and services production is in the private sector but most utilities are publiclyowned. In the mid-1990s, the government had an active privatization program that divested most of the state’s
holdings in the tourism and financial sectors. By contrast, most utilities outside of Grand Bahama remain
state-owned. State utilities provide electricity, water and sanitation, and telecommunications. In addition to
the state-owned Water and Sewerage Corporation, a number of private operators (often hotels) provide water
and sanitation. The government is in the process of privatizing 49% of the state telecommunications company,
Batelco. Ports and airports are state-owned and the national airline, Bahamasair, is also state-owned.
However, liberalization in the early to mid-1990s introduced private competition in domestic air transportation
as well as in radio and television broadcasting.
In contrast to the rest of the country, the Free Zone Area of Freeport, which constitutes approximately a third
of Grand Bahama and which is run by the Grand Bahama Port Authority, Limited (a private company), is
almost exclusively served by the private sector. The port and airport are privately-owned and managed.
Private companies also provide electricity and water and sanitation. Freeport is the second largest population
center, after New Providence.
The aforementioned ownership pattern largely rules out PRI financing for infrastructure, except in Grand
Bahama, until the government opens up infrastructure sectors to private sector investment. PRI has identified
three potential opportunities for financing: (1) Capacity expansion of Freeport Harbour Company; (2)
Capacity expansion and upgrading of the Grand Bahama Power Company; and (3) Construction of an LNG
receiving terminal for the export of gas via an underwater pipeline to the US East Coast.
There does not appear to be a need for PRI’s partial risk guarantees in support of securitizations of commercial
banks’ assets because banks are looking for good investment opportunities rather than selling assets (high
liquidity), and the limited operations that have taken place have not required credit enhancements.
The still significant state presence in many activities could lead to a demand for MIF assistance with the
preparation of concessions and bidding documents for build-operate-transfer schemes (BOTs) and
management contracts, as well as with the establishment of regulatory/legislative frameworks to encourage
private sector participation in infrastructure.
The most immediate prospects for MIF funding, in addition to the Airport Security project already in
preparation, are: (1) to assist The Bahamas Institute of Chartered Accountants to adopt, apply and enforce
international accounting standards (MIF Cluster on Accounting and Auditing Standards); and (2) to assist an
NGO, YEAST, in providing ICT training to at-risk men aged 16-20 years (Entra-21).
The IIC has had discussions with eight companies involved in various sectors (fisheries, plastics, air services,
shipping, real estate, cable services, and health) regarding IIC funding for these companies’ expansion plans.
_______________________
1

Report on the Bahamas Diagnostic Study (April 2003), under the MIF operation “Investment Frameworks in the Caribbean Community”,
ATN/MT-7123-RG.
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B.

Promoting social development and equity

2.28

A second key development challenge is to promote social development and equity. The
Bahamas has achieved a high level of social development as reflected in generally
favorable social indicators (Table 2 and Annex III). However, some social aspects,
such as poverty, are not commensurate with the country’s relatively high per capita
income. Preliminary results from a recent living conditions survey suggest that poverty
varies from around 10% of the population in New Providence to around 20% in some
Family Islands. Similarly, while some islands have prospered from the tourism and
financial service industries, others have been left behind. The average per capita income
of some islands is only a fifth to a third of the national average. Individual income
distribution is unequal, with a Gini coefficient of 0.55. Moreover, The Bahamas’s
ranking in the United Nations Development Program’s Human Development Index has
slipped from 28 in 1991to 49 in 2003.

TABLE 2. SOCIAL INDICATORS OF DEVELOPMENT
The Bahamas
LAC
15-20 years ago Latest available (Most recent estimates)

Indicators
UNDP Human Development Index

n.a.

0.844

0.839

Crude birth rate (per thousand population)

24.5

18.0

23.0

Crude death rate (per thousand population)

6.0

5.3

7.0

Infant mortality (per thousand population)

31.1

15.8

30.0

Life expectancy at birth (years)

68.1

73.9

70.0

Physicians per 1,000 population

0.9

2.3

1.6

98.5

97.0

113.0

6.6

4.2

13.0

43.4

47.8

34.6

Gross enrollment ratio: Primary school
Illiteracy rate (% of population over 15 years)
Women: % of total labor force
Per capita GDP (US$)

8,820

16,592

3,600

Source: IMF, GOBH Department of Statistics, IDB Social Indicators, and CPE.

2.29

A growing challenge for the provision of social services in the country is the increasing
number of immigrants from Haiti. This influx not only strains the provision of services
such as health and education, but also creates special demands, such as coping with a
situation where English is a second-language for many pupils.

2.30

Health. Progress in health care has been significant in The Bahamas and health
indicators are relatively high compared with the region. The epidemiological pattern of
the country has seen a rise in chronic, non-communicable diseases such as cardiovascular
and cancer-related conditions, as is typical in relatively high income countries. Although
vector-borne communicable diseases are marginal, HIV/AIDS was the leading cause of
death for the 1996-2000 period and has become a major issue both in terms of health care
costs as well as economic development through its impact on the labor force. In recent
years, the government has successfully run programs to reduce the growth of the
epidemic and the number of new cases of AIDS and HIV infections has started to
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decrease in the last few years. The Bahamas is at an advanced stage of negotiation with
the Global Fund (with other CARICOM members) and the Clinton Foundation to seek
further financial resources to scale up the national capacity to fight the epidemic.
2.31

The Bahamas has a well developed network of public and private health-care facilities
that are capable of providing all levels of care to the population. However, there are
marked differences in the quality of health care between public and private providers. In
an effort to improve the management of public hospitals, and in keeping with its policy of
decentralization, in 1999 the government created the Public Hospitals Authority (PHA),
which is responsible for the management of hospital care.

2.32

One of the most pressing needs is to strengthen the institutional capacity of the health
system, especially in the areas of human resources, information, management, and
financial systems. The system for procuring and distributing drugs and medical
equipment also needs to be improved. In addition, the government is currently exploring
options for the establishment of a national health insurance system in order to expand
health care financing through payroll contributions. Notwithstanding the generally good
access to health care, the government would like to improve access to primary health care
services, particularly in the Family Islands, where it is difficult to attract and retain
qualified health professionals. In addition, the principal hospital in the country – the
Princess Margaret Hospital – is more than 50 years old, has serious structural
deficiencies, and needs to be completely overhauled or replaced.

2.33

Education. Although indicators of education achievements in The Bahamas are excellent,
several broad human resource development challenges remain to be addressed in order to
facilitate economic progress, reduce social problems, and enable Bahamian children to
develop their full potential. Primary and secondary education are universal and the main
challenges are now to: (i) expand pre-primary education; (ii) improve the quality of
secondary education, particularly regarding vocational education; and (iii) expand access
to post-secondary education.

2.34

In December 2002, the Ministry of Education (MOE) proposed legislation to make
pre-school education compulsory for the 3-4 age cohort. At present, 76% of children
aged 3-4 are enrolled in public and private pre-school.

2.35

The co-existence of acute skills shortages, notably in trades, and unemployment rates
consistently above 7% raise questions about the relevance of education, particularly for
males. Although core curricular subjects have been revised at the primary and secondary
levels, the delivery and content of vocational education remains outdated. Of particular
concern, male underachievement has resulted in about 40% of all boys dropping out of
the system prior to graduation.

2.36

At the post-secondary level, The Bahamas Technical and Vocational Institute (BTVI) is
the principal provider of technical education and vocational training. There is a
proliferation of small private providers of technical education and training. BTVI offers
entry-level training but does not have the capacity to deliver more advanced training.
Nor does it have the resources to develop customized training programs in response to
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private sector demand. Access to core and/or advanced technical training in many of the
Family Islands is either non-existent or limited.
2.37

Poverty and social safety net. Several recent initiatives have generated considerable
information on poverty and social conditions in The Bahamas. The Bahamas Living
Conditions Survey (BLCS) – which the Bank has supported through technical assistance
since June 2000 – provides excellent country-wide, quantitative information on welfare
and living conditions. This has been complemented by in-depth qualitative analyses of
specific geographic areas: the Farm Road Study and Urban Renewal Project. These
initiatives have demonstrated that the eradication of poverty and improvement of living
conditions remains an important challenge, in spite of the country’s relatively high per
capita income.

2.38

The two main programs of the social safety net (SSN) are the National School Lunch
Program (NSLP) and the Food Stamp Program (FSP). The NSLP covers all public
primary and secondary schools and provides a free lunch five times a week to eligible
students. Eligibility is based on recommendations from school administrators. The FSP
provides a monthly benefit of up to US$80 for a family of four children and has around
2,500 beneficiaries. Eligibility is determined by social workers. The current system of
distribution and management is not computerized and is thus very labor-intensive. In
addition to these programs, there are a host of other programs that provide one-off
benefits on an emergency basis. None have more than 200 beneficiaries but nevertheless
they also involve considerable staff time. Potential beneficiaries for each program are
required to go through separate eligibility assessment procedures.

2.39

Youth at risk. A range of growing social issues – school dropout, violence, gang
involvement, AIDS, drug abuse, incarceration, unemployment, and teenage pregnancy –
is associated with youth-at-risk6. Over half of births in The Bahamas occur out of
wedlock, 70% of youth come from single parent homes, and in 90% of these cases the
single parent is a teenage woman. An increasing number of boys are growing up without
a male role model and dropping out of school to join gangs, use drugs, and engage in
criminal behavior. Young men who have committed crimes are being sent to the same
jails as hard-core adult criminals, instead of to a juvenile correction facility where they
could learn a skill, develop their character, and become a contributing member of society.

2.40

The government has an array of preventive and rehabilitative programs that it currently
undertakes or plans to introduce in the near future. The Ministry of Health has a healthy
schools program and is introducing AIDS education into the school curriculum. The
Ministry of Education has programs aimed at reducing the dropout rate and better
preparing students for adulthood and employment. The Ministry of Youth’s strategy
entails the establishment of a National Youth Achievement Program, National Service
Program, and the National Service Call Program (community service). In addition, the
Ministry of National Security would like to expand alternative residential programs for
youth offenders, such as halfway houses and a juvenile correction facility.

6

Youth at risk has been defined as those youth who are unattached from school, parental supervision or other organizational
guidance.
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2.41

The private and non-profit sectors are also working on initiatives to help prevent and
solve youth-at-risk issues, with more than 400 youth projects underway throughout the
country.
These programs are primarily administered by denominational nongovernmental organizations (NGOs). The challenge for government is to coordinate all
of these initiatives better and to be more effective in dealing with youth at risk, on both
the preventive and remedial sides.

C.

Improving environmental management and natural resource conservation

2.42

A third key development challenge is maintaining and conserving the natural
environment, partly for its own sake and partly because a high quality natural
environment is critical for the country’s leading industry. The environment in The
Bahamas is fragile, in part because of the country’s archipelagic nature. The high rate of
tourist arrivals and growing physical development are placing pressure on water
resources, waste disposal systems, coral reefs, and fragile ecosystems, especially in New
Providence and Paradise Island.

2.43

Environmental policy is scattered across government, and environmental policies and
enforcement of regulations needs to be more coordinated. At present, the Department of
Environmental Health Services (DEHS) in the Ministry of Health and Environment is the
primary regulatory agency for environmental matters affecting human health, mainly the
so-called
“brown environment” issues related to water, sanitation and waste
management. The Bahamas Environment, Science and Technology Commission
(BEST)7 has responsibility for: (i) evaluating environmental impact assessments;
(ii) managing environmental agreements; and (iii) providing public education on the
environment. As such, it has functioned as an advisory body.

2.44

The government plans to merge the DEHS and BEST into a Bahamas Department of
Environmental Planning and Protection (DEPP). This merger is a natural evolution of
the government’s institutional arrangements for protecting the environment and benefited
from a Bank TC that supported the development of draft legislation and regulation for a
Ministry of Environmental Planning and Protection, and an institutional structure for the
ministry. The DEPP will have responsibility for ensuring that the environment is
protected and that natural resources are managed sustainably. The DEPP will continue to
perform BEST’s role as the country’s environmental coordination agency but will also
have a regulatory and enforcement mandate. This new institutional arrangement should
strengthen the country’s ability to meet the challenges in the areas of water and
sanitation, solid waste, and coastal zone management.

2.45

Water and sewerage. Adequate and efficient provision of water and sewerage services in
The Bahamas is crucial for health and quality of life reasons and for economic reasons,
not least because of the link with tourism. However, recent tests carried out by the
Bahamian public utility show that the natural supply of water in New Providence is
constrained in certain areas. The main source of water is groundwater, which collects in
narrow lenses of percolated water a few feet underground. With relatively low rainfall in

7

An IDB technical cooperation project (ATN/MT-579-HB) strengthened BEST.
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most of the islands, supply is limited and highly variable, with swings between the
hurricane season and the dry season. Furthermore, New Providence, the most populated
island, has a population density of 1400 per sq. mi. Consequently, water has a relatively
high economic value and the scarcity of the resource implies that it needs to be managed
efficiently, effectively, and sustainably. This, in turn, requires a good legal and
regulatory framework as well as good institutions and mechanisms to administer and
regulate water supply and demand.
2.46

Water and sewerage services are provided by an autonomous statutory authority, the
Water and Sewerage Corporation (WSC), private operators and consumers (households
and hotels) the majority of which source their water from wells and discharge it in septic
tanks. WSC supplies water to only one-third of its potential clientele in New Providence
due to constraints in the existing infrastructure and the quality of service. Non-WSC
supply is contributing to high levels of underground water abstraction, which jeopardizes
the sustainability of the resource. Groundwater abstraction due to the risk of water
pollution could jeopardize the health of consumers. Approximately 15% of the
population has a connection to WSC’s sewerage network. Most households, hotels and
tourist destinations have their own alternative solutions for wastewater collection,
treatment and disposal, whose efficacy is unknown.

2.47

The sector currently faces challenges in the regulatory framework, water losses, the
financial performance of WSC, and water pollution. There is legislative provision for the
Public Utilities Commission to function as the economic regulator for the water sector
but it lacks a sector policy and a legal mandate from the government to do so. Therefore,
the PUC does not yet monitor either WSC or the various small private operators
throughout the country. The DEHS is responsible for monitoring the quality of water as
well as the preservation of water resources. However, both the DEHS and BEST lack
updated standards and sufficient regulations for water pollution and the use of water
resources. As a result, the existing regulations are not enforced.

2.48

WSC’s performance has been weak in both technical and financial terms. Unaccounted
for water is roughly 50%, which is unacceptably high given the aforementioned scarcity.
The Corporation has had persistent financial problems, which has necessitated significant
fiscal transfers from central government. It is also still in non-compliance with the
financial targets of the Family Islands Potable Water Program (LO-1112/OC-BH).

2.49

Of most urgent concern are water pollution and the lack of control of sewage treatment
and sewage disposal. The shallow depth of the water table and the highly permeable
limestone soils make groundwater very vulnerable to contamination, mostly from septic
tanks.8 In a recent study, 100% of the water samples from the 50 wells tested were
contaminated.

2.50

Solid waste management. The dispersed geography and population of The Bahamas,
combined with tourism-intensive activities in coastal and marine environments, present
particular challenges for solid waste management and especially for locating appropriate

8

More than 90% of the total fresh water resources in the country are estimated to occur within one and a half meters of the
surface.
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disposal sites. The government has launched a comprehensive program to improve
coordination of solid waste disposal and treatment. In 1999, the Bank approved a loan
for solid waste management aimed at priority investments for disposal facilities in New
Providence and ten Family Islands, and services for managing waste disposal, including
hazardous waste. This loan provides institutional strengthening of the Department of
Health and Environmental Services.
2.51

Coastal zone management. The Bahamas’ geography and relatively small geographic
area makes resources such as fresh water, coastal wetlands, upland areas, fisheries, and
coral reefs extremely important. Due to the inherent link between the tourism, fishing
and shipping sectors and the coastal environment, further degradation of The Bahamas’
coastal resources could result in the destruction of the very resources upon which the
country’s economic and social well-being depends. Continuing development is
pressuring these already limited resources resulting in: land and water use and resource
allocation conflicts, degradation of coastal ecosystems, depletion of commercial fisheries
stocks, declining water quality, and erosion and shore instability.

2.52

These coastal zone management issues are exacerbated by insufficient inter-agency and
inter-governmental (national/local) coordination. Because of the tight interrelationships
between different coastal zone issues and the conflicts between different issues and
needs, the challenge is to take an integrated approach to coastal zone management.
Integrated coastal zone management should enable the country to manage its coastal
resources in a sustainable manner that improves living conditions, safeguards property
and protects coastal ecosystems. The Bahamas has begun to establish the basis for an
institutional, legal, and regulatory framework for integrated coastal zone management
and the Bank has financed a study and workshop on coastal zone management to assist
the government in its strategy to address coastal zone management issues.

D.

Public sector reform

2.53

Public sector reform is a fourth challenge that cuts across the three aforementioned
challenges. Public sector reform and modernization are required to improve public sector
effectiveness and ensure better delivery of services with the same or even less resources.

2.54

Civil service. The government has expressed the need to improve the performance of the
civil service, which it views as not providing adequate customer service. This view is
shared by the private sector and civil society. The government is concerned that the civil
service’s performance is undermining its ability to manage the country’s resources
efficiently and effectively, and compromising its ability to take advantage of
opportunities and surmount difficulties. This is viewed as jeopardizing the ability of The
Bahamas to compete and is viewed as untenable in an increasingly sophisticated world.

2.55

Various factors contribute to the need to improve the performance of the public service.
The staffing of the public service is bottom heavy due, among other factors, to
salary/incentive problems relative to the private sector. Remuneration, when including
job security and benefits, is higher in the public service than the private sector at lower
and middle levels, but inferior at the higher levels. In addition to excess staffing at the
lower levels, this has caused problems with the recruitment and retention of staff at the
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higher levels, especially in areas where skills can be readily used in the private sector.
Accountability also needs improvement in the public service. Internal accountability is
undermined by robust job security and the incentives facing managers in the public
service. External accountability is weakened by the lack of mechanisms for feedback
from clients. Information systems within the public service are generally deemed
inadequate. Last, budget constraints on state enterprises are soft, thereby engendering
significant subsidies to state enterprises and weakening the government’s fiscal position.
2.56

Judiciary. In its attempt to structure and organize itself to provide high quality justice
efficiently, the Bahamian judiciary faces similar challenges to those of other small
countries. Human and financial resources are scarce, fixed costs are relatively high, and
the country cannot benefit from economies of scale. In addition to these challenges, The
Bahamas judiciary faces additional costs and logistical problems stemming from its
geography as an archipelago. Magistrates, even if only lay magistrates, must be
maintained in far-flung islands with small populations and witnesses must be flown into
New Providence. Besides such structural challenges, The Bahamas is suffering from
growing violent crime.

2.57

There is a substantial case backlog but it is not clear whether this is due to inadequate
performance or capacity of the courts and legal bureaucracy or to attorneys being
unprepared. Court facilities in New Providence are insufficient, for the most part
antiquated, and divided over different locations. The inadequate number of courts is a
binding constraint on throughput because two justices do not have courts to work in. The
ad hoc renting of buildings to act temporarily as courts is also wasteful. The separation
of premises results in the movement of files between buildings, which is time-consuming
and costly and also raises security issues. The antiquated layout of courts prevents
separation of witnesses, defendants, and plaintiffs – which can result in witness
intimidation, inadequate sequestering of jurors, and inadequate security for justices. The
judiciary also faces the same personnel management and incentive issues facing the rest
of the public service. Finally, sentencing appears to be overly harsh for minor offences
resulting in too many people being sent to prison for minor cases. This can exacerbate
criminality because the prison does not rehabilitate such persons.

2.58

The judiciary itself has proposed a number of innovative ideas to address the challenges
that it is facing, encompassing a new judicial complex, a restructuring of the magistracy,
the introduction of restorative justice and alternative forms of sentencing, reducing the
number of jurors for certain cases, giving the bench more power over attorneys regarding
the scheduling of cases, legal reform regarding admissible evidence, court specialization,
and updating the rules of procedure for both civil and criminal cases.

2.59

Planning capacity. The institutional capacity for strategic planning and the coordination
of government policies and programs is limited. Greater attention to medium-term and
inter-sectoral planning and coordination might improve the allocation and use of scarce
public investment resources, as well as assist in the more timely identification of
development bottlenecks. To address this challenge, the government has requested the
Bank’s assistance in establishing a Strategic Planning Analysis and Policy Unit that
would be housed in the Prime Minister’s Office. In addition, project cycle management
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in the public sector is deficient. The public sector lacks a comprehensive system for
project management, and project identification, prioritization and selection,
implementation, and evaluation are generally weak. The Bank organized and sponsored a
workshop in project cycle management in April 2003 but, despite the success of the
workshop, more systematic improvements to project cycle management capacity are
required. These challenges were highlighted by the recent Country Program Evaluation.
III. PAST STRATEGY AND PORTFOLIO ISSUES
A.

Assessment of past strategy

3.1

The last Country Paper for The Bahamas (GN-2141-1) was approved in April 2001, and
had a limited time horizon, given that elections were due one year later. The principal
objective of the strategy for 2001-2002 was to support the economic and social
development of The Bahamas by supplementing the government’s efforts to provide
critical public goods in areas where the Bank could add value. The areas of focus were:
(a) supporting private sector development; (b) mitigating vulnerability to external shocks;
(c) promoting social development and equity enhancement; (d) integration of the Family
Islands; and (e) improving environmental management and natural resource conservation.
The operational program consisted of two loans and five technical cooperation projects.

3.2

There has been only limited progress in the implementation of the strategy, especially in
regard to development of the lending and TC program. One loan was approved in 2001,
while the other loan – which involved large-scale investment in hospital infrastructure
upgrading – has been postponed. All the TCs were dropped. The previous government
was reluctant to commit to the development of new projects in view of the elections that
were due to be held by May 2002 and the possibility of changes in policy priorities.
During the second half of 2002, the newly-elected government focused on delineating
new development priorities.

3.3

Looking over a longer timeframe, the Bank’s strategy and program has played a useful
supporting role in the development of The Bahamas. At the macroeconomic level, it is
probable that: (i) the Bank’s assistance has contributed to a higher national investment
rate; (ii) that such investment was in needed areas and has had a positive rate of return;
and (iii) therefore, the Bank’s program has had a positive impact on growth. The latter
accelerated to roughly 5% in 1999 and 2000 before declining by –2% in 2001, in part
because of the impact of the September 11th attacks. However, the Bank’s contribution
should not be overstated since IDB disbursements were equivalent to only 0.27% of GDP
from 1999 to mid-2002.

3.4

At the sectoral level, a Bank-supported power project has increased generation,
transmission, and distribution capacity in New Providence, while at the same time
increasing efficiency and lowering production costs. This project has been particularly
important in ensuring that a shortage of power was not a bottleneck to the rapid growth of
GDP and tourism-electricity consumption in the last three years. Other Bank
interventions in infrastructure have supported the rehabilitation of roads, docks and
seawalls in the Family Islands, and the upgrading of the road system in New Providence.
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By contrast, the Bank’s support for multi-sector credit was largely ineffective, neither
improving the efficiency of financial intermediation, nor stimulating diversification and
growth of the economy. In the social area, the Bank’s projects have expanded access to
potable water in the Family Islands and are contributing to improved quality and quantity
of services at the primary and secondary education levels. In the last several years, the
Bank has had less success in contributing to improved environmental management.
Attainment of this strategy objective will require better implementation of the Solid
Waste Management Program, and in particular the construction of more landfills.
3.5

Generally, the Bank’s technical and policy advice has brought qualitative improvements
and efficiencies that are important but unmeasurable. The government has stated that it
values the technical know-how, policy advice, and discipline (especially in procurement)
that the Bank provides throughout the project cycle.

3.6

The recently approved CPE for The Bahamas, 1990-2000 (RE-278), highlighted other
useful conclusions. It found that the Bank’s program during the 1990s had a narrower
focus than was warranted by the country’s development needs as diagnosed in Country
Papers. The Bank’s significant lending operations were mainly restricted to the area of
infrastructure (electricity, roads, water, solid waste and hurricane rehabilitation).
Although these projects were accorded high priority by the government and had generally
succeeded in producing their intended outputs, the CPE maintains that the Bank’s
program might have been even more effective if it had been broader. A second major
conclusion of the CPE was that, in general, the Bank’s program has been more successful
in capacity expansion investment projects than in promoting policy and institutional
reforms, such as privatization of the state power company or improved financial
performance of the water and sewerage company.

B.

Summary of portfolio issues

3.7

The country’s economic framework has been and continues to be conducive to the design
and execution of long-term development projects. The macroeconomic environment has
been stable and predictable, and the country’s relatively high per capita income and
general level of development have partially lessened some of the problems often
associated with project execution. Nevertheless, the tight fiscal situation does limit the
overall size of the public sector investment program and, consequently, the program with
the IDB. In terms of portfolio management and performance specifically, the economic
situation has not had a negative impact.

3.8

The Bank is The Bahamas’ only major development partner and our portfolio makes an
important contribution, especially with respect to technical know-how and policy advice.
At present, the portfolio consists of six loan operations valued at US$126.5 million
(including one PPF), of which roughly US$58.6 million (46%) has been disbursed, and
four non-reimbursable technical cooperation and MIF operations valued at
US$3.5 million (almost 96% disbursed). Each of these operations is well targeted and
fully consistent with the country strategy; but more robust strategy implementation is
otherwise constrained by the relatively few number of operations, limited new approvals
in 2001-2002, and the consequent lack of coverage across the principal areas of focus.
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3.9

Overall, portfolio performance has been and continues to be mixed. On the one hand, key
stakeholders remain committed to the projects. There are no serious problems with
counterpart funding or the management of the revolving funds. With a couple of
important exceptions, contractual clauses are complied with and procurement is carried
out in accordance with Bank policies. On the other hand, two of the five major loan
operations are considered to be “problem” projects, with unsatisfactory implementation
and low probability of achieving their development objectives, and another is classified
as unsatisfactory in implementation progress. The main issues, mostly project-specific,
have been identified and improvements are expected through implementation of an
agreed action plan. The only specific, cross cutting issue continues to be the late
submission of audited financial statements, while there is a broader concern regarding
institutional capacity. Disbursement performance had been improving, but in 2002 there
was a setback due to the suspension of civil works under one operation and net flows
were again substantially negative.

3.10

Looking ahead, in light of the current and projected tight fiscal situation, one key
challenge for 2003-2004 in relation to portfolio management and performance will be the
maintenance of a normal, steady pace of project execution. Another key challenge will be
the satisfactory resolution of major project-related issues, while at the same time
preventing similar new issues from arising in connection with other projects. These
challenges are expected to be met through continued and intensive government-Bank
collaboration, a proactive and anticipatory approach, a process of prioritization and the
application of measures to monitor closely the financial management of the counterpart
resources that will be required.

3.11

On the upside, the majority of the projects are likely to achieve their development
objectives. For those projects considered unsatisfactory and with low probability, agreed
corrective actions are already underway for their resolution. Other efforts, such as
planned training workshops with executing agencies, should also help to prevent
project-specific bottlenecks during the 2003-2004 period. In this connection, and at
government’s request, the Bank co-sponsored in April 2003 a special workshop for
senior-level public service officials in results-based management of the project cycle.
Disbursements are expected to remain low in 2003, at least until the New Providence
Transport Program gets moving again, but a modest rebound is expected in 2004.

3.12

The findings of the most recent Country Portfolio Review (approved in January 2003)
pointed to a number of lessons learned that should be taken into account in relation to the
Bank’s program with The Bahamas. The government, with Bank collaboration, should
continue to intensify and expand its monitoring and supervision efforts. For the longer
term, consideration should be given to upgrade the human resource capacity within the
public service in order to more effectively plan, design, manage and evaluate projects;
and, in the interim, measures should be adopted to strengthen the coordinating and
oversight function of Ministries regarding project execution and portfolio management.
The C & D Action Plan and other quick response mechanisms to help solve operational
constraints should be retained and fully utilized. The Bank has helped to instill important
elements of competition and transparency in the public sector procurement process, and

19

this type of assistance should continue. Finally, it would be useful in the future to expand
the involvement of civil society into all phases of the project cycle.
3.13

The Bank’s experience and results of the Country Portfolio Review also point to several
recommendations that should be considered for the dialogue agenda, future country
programming and project design. These recommendations include:
•

Careful dimensioning of projects, in size and scope, to take into full account the
constraints to counterpart funding that may emerge during the period of fiscal
austerity.

•

Promote the targeted use of reimbursable technical cooperation, in light of the
scarcity of grant funding for The Bahamas, and better integrate MIF and PRI into
the program for improved strategy implementation.

•

Explore the scope and strategies for modernizing the public service and upgrading
of its human resource capacity over the medium-long term, especially in the areas
of strategic planning and project management.

•

Examine closely the relationship between physical investments and institutional
capacity during project conceptualization and design, with the possible adoption of
the multi-phase modality for projects that have major institutional strengthening
components, sector reform or critical legislative/regulatory reform.

IV. BANK OBJECTIVES, STRATEGY, AND AGENDA FOR DIALOGUE
A.

Objectives

4.1

The Bank’s principal objective in this country strategy is to support the economic and
social development of The Bahamas by helping the government, as well as the private
sector and civil society, to successfully address the broad range of development
challenges facing the country.

4.2

Subsidiary objectives are: (i) to support a reactivation of the economy and continued
development of the private sector; (ii) to promote social development and equity, through
improving the quality of and access to social services, and improved targeting;
(iii) to increase the effectiveness of environmental protection and improve the
sustainability of the country’s natural resources; and (iv) to improve public sector
management and civil service performance with respect to efficiency, effectiveness and
responsiveness.

B.

Strategy

4.3

A key feature of this strategy is a strategic shift to place more emphasis on the social,
environmental, and public sector reform areas, and less emphasis on the infrastructure
sector. This contrasts with the traditional approach taken in The Bahamas where Bank
support has concentrated on relatively large infrastructure projects. Several factors have
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led to this strategic shift. First, the new government places more emphasis on the social,
environmental and public sector reform areas. In particular, the government views it as
important to undertake investments in the social and environmental areas now, as a
means to lay a solid foundation that will bring benefits to the country in the longer term.
This has been reflected in the governing political party’s election manifesto, several
policy speeches, and the government’s dialogue with the Bank. Second, the Bank, which
has long recognized the development challenges in the social and environmental areas,
has come to view such challenges as of more immediate and pressing concern. Third, the
central critique of the Bank’s program in 1990-2000 in the recent CPE was that the Bank
paid excessive attention to large-scale infrastructure, particularly in the energy sector.
Thus, there is a convergence of opinion on the desirability of such a strategic shift.
4.4

A second key feature, which is linked to the first, is that the Bank intends to focus its
support on relatively small projects, often with a high technical assistance content. This
technical assistance will be in the form of policy and technical advice, institutional
strengthening, training, capacity building and project expertise that will help the
government address policy, strategic and technical issues. The strategy proposes greater
use of reimbursable TCs. Such loans will be small and in the case of coastal zone
management and youth issues essentially will prepare or pave the way for a future
investment project. In addition, it is envisaged that the investment loans themselves will
also have a greater technical assistance content than previously.

4.5

The government has indicated on several occasions that it values the Bank’s development
knowledge, technical expertise in various sectors, and project development and execution
expertise. Thus, both the government and the Bank increasingly see the Bank’s major
contribution to the development of The Bahamas as the technical knowledge that it brings
rather than its financial support. Indeed, the country’s favorable credit rating and access
to private external finance was demonstrated by the issuance of a US$200 million bond in
July 2003 on excellent terms (30 year maturity and 6.7% yield). However, the fees for
issuing bonds would be prohibitively expensive for regular issues of relatively small
amounts. Moreover, it is likely that an attempt to issue relatively large amounts
repeatedly would result in a worsening of the terms. Consequently, access to IDB
finance remains important for funding the government’s investment program. In
addition, there is a continuing demand for Bank loans because technical and project
expertise come bundled together with project financing.

4.6

The aforementioned emphasis on a broader range of sectors and on smaller projects
should allow The Bahamas to address the wide range of development challenges facing it
while remaining within the constraints of the capital program.

4.7

Of further note, the Bank will look especially favorably on projects, components of
projects, and initiatives that are aimed at the development of The Family Islands, which
lag New Providence and Grand Bahama in most developmental aspects.
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1.

Principal areas of strategic focus
a)

Sustained economic growth and private sector development

4.8

The Bank will support activities that contribute to reactivating the economy and
sustaining economic progress, primarily through improvements in the environment for
private sector development.

4.9

Given the existing weaknesses in land policy and administration, its importance for
private sector development, and the need to improve revenue collection, the Bank will
look to assist the government in the development of a rational land policy that:
(i) encourages a pattern of growth that supports long-term sustainability; (ii) fosters a
decision-making process that is more comprehensive, encourages growth and addresses
the needs and circumstances of each community; (iii) allows government to take
environmental concerns into consideration directly; (iv) facilitates revenue collection;
and (v) facilitates equity in the allocation of land. This implies the development of a
comprehensive land use policy, the development of a systematic process to clarify land
tenure, the development of a digital title database, the updating of valuation criteria and
the assessment list, and the establishment of a systematic mechanism for billing and
collection.

4.10

The government has indicated a desire to focus first on two short-term priorities: land
administration and land use planning for sustainable development. It views issues of land
policy and land tenure as longer-term priorities. Given this, a relatively small technical
cooperation could address the government’s short-term needs in land administration and
land use planning for sustainable development, while laying the technical and legal
foundations for addressing longer-term issues in land policy and the transition to a more
reliable and cost effective system for registering land titles.

4.11

Given the importance and immediacy of the regional integration process, the Bank will
be prepared to provide support to the process of trade liberalization. The Bank would be
prepared to consider developing a Trade Sector Support Program under the Trade Sector
Facility in order to provide fast-track assistance for comprehensive institutional
strengthening of trade-related ministries or agencies. The Bank could also consider
providing support through the facilitation of relevant training courses, conferences, and
workshops in the areas of trade liberalization and integration. Another possible avenue of
support would be a MIF project for FTAA customs facilitation and implementation.
However, hitherto the government has preferred to seek grant support from other
organizations, such as CARICOM and the OAS, rather than access Bank support through
a reimbursable TC.

4.12

The Bank will continue to support the provision of infrastructure, particularly where such
infrastructure is critical to the development of the Family Islands and/or a bottleneck to
potential economic expansion. In this context, the Bank will consider financing the
construction of a glass window causeway on the island of Eleuthera to replace an existing
glass window bridge, as part of the Phase II works of the Infrastructure Rehabilitation
Program. The Bank will place emphasis on private sector provision of infrastructure and
transport services, where appropriate, and promote more attention to cost recovery in
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order to obtain a more equitable distribution of transport investment benefits. The Bank
will promote the development of sustainable transport policies and better transport
planning. Special emphasis will be placed on the development of comprehensive policy
options, including economic measures to promote travel behavior changes and improve
public transport services, to deal with long-term urban transport issues critical to the
future development of The Bahamas.
4.13

The Bank recently financed a study assessing the competitiveness of agriculture. The
objective of the study was to evaluate the current and potential competitiveness of the
main agricultural subsectors, identifying constraints, opportunities and measures required
to improve the competitiveness of the sector. The findings of the study was discussed
with the government in a workshop, and will form the basis for dialogue between the
Bank and the government on the agricultural sector.

4.14

While the above would be the primary means of Bank support for economic growth and
private sector development, the Bank will remain open to consider additional activities in
this area of focus.
b)

Social development and equity

4.15

The Bank intends to support activities that contribute to social development and equity in
The Bahamas. The importance of this area of strategic focus is underlined by the
country’s development challenges in this area (particularly a level of poverty that does
not reflect the country’s relatively high per capita income) and the fact that poverty
reduction is one of the Bank’s two over-arching priority areas.

4.16

The Bank will continue to assist in the health sector, primarily by following up on the
results of the ongoing project preparation fund loan for health sector strengthening. The
emphasis would be on strengthening the institutional capacity of the health system. Bank
support in the areas of human resources, information, management and financial systems,
could complement efforts to introduce a national health insurance system. The Bank is
prepared to assist with a project to upgrade the principal public hospital (Princess
Margaret Hospital). In view of the fiscal constraints confronting the government and the
consequent scarcity of resources for large-scale capital investments, as well as the need
for up front capacity building measures, the Health Sector Strengthening Program
(BH-0016) could be reformulated as a multi-phase project under the Bank’s flexible
lending instruments. The first phase could finance institutional strengthening and urgent
improvements of the Princess Margaret Hospital. The second phase could finance the
general re-development of Princess Margaret Hospital.

4.17

The Bank would also be prepared to support improvements in access to primary health
care services, especially in the Family Islands. In addition, the Bank will stand ready to
support the government in addressing HIV/AIDS and to complement the efforts of other
multilateral and bilateral donors. Furthermore, the Bank may seek to provide indirect
support through its programs in the social sectors (e.g. education and youth at risk).

4.18

In order to address the challenges in the area of education, the co-existence of skills
shortages and unemployment, and rising social problems related to the dropout of boys
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from secondary school, the Bank would be prepared to support the education sector in
three areas: (i) a phased expansion of universal pre-school education; (ii) the
modernization and expansion of technical education and vocational training at the
secondary and post-secondary levels; and (iii) strengthening the Ministry of Education’s
capacity to use technology.
4.19

The Bank will continue to provide technical support for the completion of the poverty
report that is based on the Bahamas Living Conditions Survey. It will also provide
follow up support for implementing some of the report’s recommendations, where
appropriate, and could provide technical assistance in the design of qualitative data
collection methods for initiatives such as the Urban Renewal Project.

4.20

The Bank intends to conduct a study to review in greater detail the country’s social safety
net and to provide concrete recommendations for reform. Following this study, the Bank
will be prepared to assist in the design and possibly the implementation of a reform of the
social safety net. Such reform would take a comprehensive approach to design a modern,
more efficient, and better targeted social safety net. Notably, it would seek to strengthen
the administration and monitoring/evaluation capacity of the Ministry of Social Services
and Community Development through the appropriate use of technology, streamline the
SSN by merging smaller programs and offering one or two core services, and designing a
transparent and uniform beneficiary selection mechanism. Using the accumulated
experience of other countries in the region, it could seek to make the SSN more
developmentally-oriented by linking benefits to human capital enhancing actions on the
part of poor families, in order to provide a mechanism for families to break out of the
cycle of poverty.

4.21

Regarding youth at risk, the Bank would be prepared to support the development of a
comprehensive National Youth Strategy and Action Plan that would provide a roadmap
for the government’s actions in the area for the next 5 to 8 years. Such a strategy would
address, among other issues, the coordination of efforts between the government and civil
society. To complement the preparation of such a strategy and action plan, the Bank
could also support: (i) the development and implementation of a communications strategy
to reach youth; (ii) the design and implementation of a pilot program for national service;
and (iii) the establishment of a youth development revolving fund to support eligible
youth-focused NGOs and the implementation of their programs. Following the
preparation of the National Youth Strategy in a first project, the Bank would consider
supporting the implementation of the strategy in a second, larger project.
c)

Environmental management

4.22

The Bank will continue to provide assistance in the area of natural resource and
environmental management. The Bank’s principal areas of involvement will be coastal
zone management and the water and sewerage sector.

4.23

Both the government and the Bank view improved coastal zone management as a
priority. Bank strategy in the sector is to focus initial support on institutional
strengthening in the following areas: (i) building capacity; (ii) supplementing the
information available on key resources for informed decision-making; (iii) training and
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development of specific mechanisms to strengthen the involvement of and relationship
with local government; (iv) developing policies and standards to support the regulatory
mandate of DEPP (BEST Commission and the DEHS); and (v) the development and
implementation of practical and cost effective monitoring and surveillance plans. These
initial steps to enhance institutional capacity and coordination would be supported best
through a reimbursable technical cooperation project. Successful implementation of such
a technical cooperation project and the associated preparation of a government action
plan or masterplan for coastal zone management could then be followed by an investment
loan to help implement the masterplan.
4.24

The water and sewerage sector clearly represents an important development challenge for
The Bahamas and warrants Bank support, if conditions would permit Bank support to be
effective. The Bank’s strategy in the water and sewerage sector is to support the country
in developing the institutions and mechanisms that allow a rational, efficient and
sustainable use of water. This will require the development of a sector policy and the
strengthening of the regulatory framework in both economic and environmental aspects.
This should include better coordination between the PUC and the DEPP. The Bank will
also consider supporting the WSC in becoming more effective and efficient, so that it can
improve water supply capacity, quality and reliability of service. This, in turn, depends
on WSC implementing a suitable corporate business plan that would help to reduce
unaccounted for water, increase service reliability, raise WSC’s market share, and
improve its financial performance.

4.25

In light of the pressing challenges in the sector, the Bank stands ready to further assist the
sector in the context of the government’s endorsement and financial support of the
Corporate Business Plan. Should the government seek Bank support in order to
implement the Corporate Business Plan, the Bank would be prepared to consider a
reimbursable technical cooperation project for such a purpose. Progress along these lines
could pave the way for consideration of additional Bank support in the form of an
investment operation.

4.26

The Bank does not envisage further involvement in the solid waste sector at this time,
given that it is already supporting a sizeable program (Solid Waste Program, (LO1170/OC-BH), which supports development of solid waste sites in New Providence,
Grand Bahama and 10 Family Islands, as well as helping the government to address
institutional and regulatory issues in the sector.
d)

4.27

Public sector modernization

Public sector modernization will be an area of strategic focus for 2003-2007. The
objective of Bank support will be to help the government develop and implement a
reform strategy to make the public sector more effective, efficient, transparent and
accountable. It is clear that public sector reform will be a long-term process that will
require activities over the short, medium and long term and that it will bring issues of
optimal sequencing. An initial intervention could lead to a larger project later that would
support the implementation of the reform agenda.
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4.28

Although the scope is still to be determined, the Bank would favor a comprehensive
approach, especially in the diagnostic and assessment phase. At this stage, possible
activities include: (i) a study to assess the public sector, analyze institutional bottlenecks
and identify major reforms; (ii) improving financial management – including public asset
management; (iii) building the capacity for medium-term strategic planning and the
coordination of sectoral priorities among ministries; (iv) strengthening project cycle
management; and (v) the development of e-government.

4.29

The Bank would be willing to support a national dialogue in order to reach a consensus
among the public sector, private sector and civil society on a strategic agenda for public
sector reform in the country. The government intends to establish a Council for Public
Sector Reform and Modernization that would serve as a permanent advisory body
regarding the design and implementation of a national strategy for public sector
modernization.
2.

4.30

The operational program

The Bank’s indicative operational program for 2004-2007 amounts to an estimated
US$151 million in total lending. It is spread across the four areas of focus, with
relatively greater emphasis on social development and equity (Table 3). The average
project size is lower than during the 1990s, in keeping with the strategy of focusing on
smaller projects with a high technical assistance content. Indeed, several of the
operations may take the form of a reimbursable TC (marked with an asterisk) or a sector
facility.

TABLE 3. BANK OPERATIONAL PROGRAM 2004- 2007
BY FOCUS AREA
Project Name

Amount (US$ million)

Sustained growth and private sector development
Land Use Policy and Administration *

3.0

Infrastructure Rehabilitation – Phase II (BH0032)

9.0

Social development and equity
70.0

Health Sector Strengthening Program (BH0016)
Institutional Support for Youth *

3.0

Youth Development Program

9.0
5.0

Social Safety Net Reform *

20.0

Education
Environmental management
Masterplan for Coastal Zone Management *

2.0

Coastal Zone Management Program

16.0
Public sector modernization

Public Sector Institutional Support

4.0

Public Sector Modernization Program

10.0

* Reimbursable TC.
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4.31

The indicative operational program for 2004-2007 is presented by estimated year of
approval in Annex 1. It is assumed that four loans would be approved in 2004, another
four in 2005, and again four loans in 2006-2007.

4.32

Table 4 presents a projected lending scenario that is based on Annex 1. Although this
scenario envisages significantly more approvals per annum than the historical level, in
financial terms it is only moderately above the level from 1998-2001. Under this
scenario, loan disbursements would rise from US$13.8 million in 2002 to between US$22
million and US$30 million from 2004 – 2007. With repayments also rising, outstanding
debt to the IDB would rise from US$194.8 million to US$222 million in 2007.

TABLE 4. LENDING SCENARIO
(US$ MILLION)
2002
Loan approvals

2003

2004

2005

2006

2007

0.0

0.0

30.0

36.0

35.0

50.0

Loan disbursements

13.8

14.6

26.6

22.5

24.6

29.3

Repayments

11.6

14.4

15.1

17.9

21.4

21.4

Interest and charges

12.4

12.1

11.4

11.6

11.8

12.2

Net cash flow

-10.2

-12.0

0.1

-7.1

-8.5

-4.3

IDB debt outstanding

194.8

195.0

206.5

211.1

214.3

222.2

0.9

1.0

1.0

1.0

1.1

1.0

32.3

35.8

35.7

39.7

44.7

45.2

0.4

0.4

0.4

0.4

0.4

0.4

IDB Exposure Guidelines *
IDB debt service/exports (8%)
IDB debt service/total debt service (30%)
IDB exposure (18%)

•

Thresholds are given in parentheses.

4.33

Lending to The Bahamas would remain well within the Bank’s exposure guidelines on
IDB debt service/exports and total IDB exposure. However, the share of IDB debt
service in the country’s total debt service would remain above the guideline of 30
percent. This reflects the government’s strategy of reducing overall external debt levels
and restricted access to other multilateral lending agencies (the IDB accounted for 82%
of multilateral debt and 64% of external debt in 2002). The relatively high share of the
IDB in total debt service is little cause for concern in view of the very low ratios of IDB
and total debt service to exports in The Bahamas.

4.34

The proposed operational program appears to be feasible from a macroeconomic and
fiscal perspective (Table 5). Therefore, financial absorptive constraints and counterpart
funding should not be an issue for program size or execution of the program. In a
scenario of moderate economic recovery, the IDB’s support to public investment would
rise moderately but would not exceed 20% of the central government’s capital
expenditures in any year. Consequently, under this scenario, the proposed program is
consistent with reasonable paths for the fiscal deficit, government debt, and share of IDB
financing of the public sector.
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TABLE 5. MACROECONOMIC OUTLOOK TO 2007
2002

2003

Real GDP growth (%)

0.7

0.9

2.5

3.0

3.0

3.0

Foreign direct investment (% of GDP)

5.8

6.7

6.9

7.1

6.9

6.8

External current account (% of GDP)

-6.3

-7.7

-7.9

-7.7

-7.8

-8.0

2.1

2.7

2.6

2.6

2.6

2.6

Central government overall balance (% of GDP)

-2.7

-3.2

-2.6

-2.7

-2.8

-2.9

Total central government debt (% of GDP)

35.7

38.1

39.0

39.6

40.6

41.5

7.9

6.9

12.5

10.3

10.8

12.5

13.2

10.4

18.8

15.1

15.7

17.8

Central government capital expenditures (% of GDP)

IDB disbursement/Public sector investment (%)
IDB disbursements/Central government investment

2004

2005

2006

2007

Source: IMF and IDB.

4.35

The Bank and the government also consider the proposed operational program to be
feasible from a human resource/administrative capacity perspective. Although there is a
higher number of estimated loan approvals than has been the case historically, the
proposed operations are spread across ministries and therefore the program should not
unduly burden any single ministry. In addition, several of the projects now in execution
are scheduled for completion during the program period, which would alleviate
administrative responsibilities. Finally, the component for results-based project cycle
management that is contemplated under the Public Sector Institutional Support project
(estimated for 2004) should provide institutional strengthening of executing agencies.
3.

Country and sector studies program

4.36

The Bank’s country and sector studies program for 2003-2007 will include, at a
minimum, a review of the labor market and two studies that follow on from previous
Bank work and may lead to future operational activities: a review of the social safety net
and a diagnostic of the water and sewerage sector.

4.37

The Labor Market study is related to the challenge of improving competitiveness, under
the first area of strategic focus (Sustained economic growth and private sector
development). The study will analyze the flexibility of the labor market, wage
determination mechanisms, and explore the paradox of skills shortages co-existing with
significant unemployment.

4.38

The Social Safety Net Review study is consistent with the second area of strategic focus
(Promoting social development and equity) in this country strategy. It also follows on
naturally from the assistance that the Bank has provided to the Bahamas Living
Conditions Survey over the last two years. It is critical to the policy dialogue with the

28

country and the government has expressed interest in the study. The study could lead to a
loan to support reform of the social safety net.
4.39

The Water and Sewerage Diagnostic study is consistent with the third area of strategic
focus (Environmental Management). It also cuts across the sustained growth and social
areas. The study is aimed at reviewing the institutional, policy, and regulatory
framework in the sector and analyzing the performance of the main institutions in the
sector. The results of this study will complement previous work performed by the Bank
in the development of a corporate business plan for the public utility and an underground
water pollution study.
4.

Strategy implementation risks

4.40

Implementation of the strategy faces two major risks. The first is unexpected
macroeconomic and/or fiscal weakness. The strategy has been designed bearing in mind
the tight fiscal and capital expenditure constraints facing the government. Based on an
assumption of a moderate economic recovery, the lending scenario is consistent with the
government’s policy goal of limiting the fiscal deficit (Table 5). However, should these
assumptions prove incorrect, due to unexpected macroeconomic and/or fiscal weakness,
the government may be obliged to reduce capital expenditures below projected levels. In
turn, such a reduction might lead to delays in implementing approved projects and delays
in bringing forward new projects.

4.41

A second risk is intrinsic to the strategy. This strategy focuses the Bank’s program on
areas where the Bank has had most difficulty in the past. As the CPE noted: “Over the
period being evaluated, therefore, the Bank’s program in The Bahamas was largely
successful in carrying out capacity expansion investment projects in the infrastructure
sector, but had less success in dealing with issues related to institutional change.” In
essence, the strategy chosen entails a trade-off between increased risks to implementation
for an increased chance of tackling the most relevant development issues.
5.

4.42

Consultation with civil society

The Bank consulted civil society twice during the preparation of this country strategy.
During a Bank mission to discuss a Strategy Dialogue Paper with the government in July
2002, the mission also discussed the development challenges facing The Bahamas with
COF/CBH’s Civil Society Advisory Group (CSAG). The seven members of the CSAG
are individuals committed to the country’s development and represent a cross-section of
civil society, covering the areas of women, labor, NGOs, youth, media, the environment,
private sector, and religious groups. The CSAG was convened in June 2002 and has met
periodically since, often in the context of an important strategic or operational mission.
In May 2003, the public sector reform pre-programming mission that provided inputs for
this strategy also consulted with the CSAG about the development challenges facing the
country and strategies for addressing those challenges. This participatory, consultative
approach is expected to continue as an integral part of Strategy implementation.
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6.

Indicators for program assessment

4.43

The performance indicators contained in the Strategy Matrix are designed to facilitate
assessment of the implementation and developmental effectiveness of the program.
Benchmark specificity varies depending on the availability of baseline information, the
extent of sector knowledge and dialogue, and the state of project development. In several
cases, notably Youth Development, Coastal Zone Management, and Public Sector
Modernization, the Bank’s strategy is to support a small initial project, in the form of a
reimbursable TC that will support a fuller diagnosis of current challenges and issues and
develop in a participatory way a strategy to address those challenges. In doing so, such
projects will develop useful baseline information, implementation benchmarks and
developmental goals. This information will facilitate the evaluation of these three
projects and their three follow on projects – six out of the proposed eleven projects.

C.

Agenda for Country Dialogue

4.44

To foster success in future development cooperation and strategy implementation in The
Bahamas, and to reach agreement in principle on the definition of the Operational
Program for 2003-2007, it is important for the Bank to maintain its open dialogue with
the government and other stakeholders on a number of key issues. Below is a summary of
the main topics that constitute an agenda for on-going country dialogue that will likely
continue into the next several years.

4.45

Macroeconomic Situation and Outlook. Given the importance of a sound macroeconomic
framework for sustained growth, and its underlying role in the Bank’s strategy, the Bank
should continue to discuss the most recent developments in this area. The fiscal situation
warrants close scrutiny in the near term because of its implications for the size of the
government’s investment program.

4.46

Portfolio Performance. Satisfactory management and performance of the portfolio in
execution not only helps deliver project benefits on a timely basis, but it also serves as a
foundation for effective strategy implementation and has a direct bearing on the ability to
mobilize and carry out a new operational work program. In this sense, and in light of
mixed portfolio performance over the last few years, further improvements in this area
should command careful attention.

4.47

Size, Composition and Timing of the Operational Program. Although the proposed
Operational Program is considered feasible currently, as indicated previously (paragraph
4.35), it will be important to carefully monitor and assess the size, composition, and
timing of the Program – in light of fiscal constraints, absorptive capacity, and project
readiness -- on an on-going basis and through subsequent programming exercises. Over
time, this could mean some re-ordering of priorities, along with some re-dimensioning of
project scope and size.

4.48

Pipeline Development. Progress on the Operational Program depends at least partly on
effective pipeline development. Since several of the projects proposed in the Operational
Program are new and have little advance work completed, a high and sustained level of
mutual commitment will be required from the outset in order to deliver such a program
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within the 2003-2007 period. Moreover, several of the operations slated for 2006-2007
are contingent on undertaking and completing related operations slated for 2003-2004
that are primarily of a preparatory or pre-investment nature. As a consequence, it will be
important to map out and define early on a specific preparation plan for each of the
projects in the pipeline. Similarly, it will be important for government to establish
capable counterpart teams, within respective executing agencies, that are charged with
the responsibility for coordinating and follow-through of project preparation activities.
4.49

Private Sector. The mission should discuss government’s current policies and practice
towards private sector participation in infrastructure, and the process/pace of privatization
(including the importance of international competitive bidding). The government is
currently pursuing the partial privatization of the telecommunications company
(BATELCO), and other state-owned companies, such as the electricity company (BEC)
and Nassau Airport Authority, are apparently under various stages of consideration for
possible private sector participation. There is no articulated divestment strategy. With
the exception of Grand Bahama, all major utilities are state-owned.

4.50

Trade Liberalization/Integration. Trade liberalization and integration is a critical
challenge for the country over the medium term. In addition, the Bank has much
expertise to offer in this area. However, the government has been reluctant to borrow
under the Trade Facility to access such expertise and prefers to seek grant-financed
technical assistance from other sources on an ad hoc basis. The Bank should continue
dialogue in this area and needs to stand ready to assist with a loan under the Trade
Facility, if the government seeks IDB assistance in this area.

4.51

Youth at Risk. This is an area that carries a good deal of political pressure and sensitivity.
There is a tendency to want to address this issue on an immediate and high priority basis.
Yet this is a complex issue that cuts across many sectors -- like education, health, justice,
the safety net and community development -- and one that usually calls for an integrated
and participatory approach. In dialogue with government, the key will be to help
construct a framework through which this issue can be addressed efficiently and
effectively over the medium to long term, while also undertaking at the same time some
initiatives that may have a positive impact in the shorter term (or at least provide some
experience for possible replication later).

4.52

Water and Sewerage. In light of the importance of the development challenges in the
water and sewerage sector, the mission should enquire whether Cabinet has approved a
suitable corporate business plan for the WSC, which updates the draft plan and includes a
section on recommendations and implications, and to what extent the government would
like Bank support through a reimbursable TC to help implement the plan.

4.53

Agriculture. The Bank will continue its dialogue with the government on the agricultural
sector, taking into account the results of the recent study on the competitiveness of
agriculture in The Bahamas.
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INDICATIVE OPERATIONAL PROGRAM 2004 – 20071
LENDING
Project Name (Number)

Amount (US$ million)
2004

Public Sector Institutional Support

4.0

Land Use Policy and Administration

3.0

Institutional Support for Youth

3.0

Health Sector Strengthening Program (BH0016-Phase I)

20.0

Subtotal

30.0
2005

Masterplan for Coastal Zone Management

2.0

Infrastructure Rehabilitation (BH0032– Phase II)

9.0

Social Safety Net Reform

5.0

Education

20.0

Subtotal

36.0
2006-2007

Coastal Zone Management Program
Youth Development Program

9.0

Public Sector Modernization Program

10.0

Health Sector Strengthening Program (BH0016-Phase II)

50.0

Subtotal

85.0

GRAND TOTAL

1

16.0

151.0

This indicative operational program, and the lending scenario derived from it (Table 4), assumes a reasonable pace
of project preparation and implementation. However, if the programmed preparation and/or implementation of four
“first phase” projects is delayed, the four “second phase” projects scheduled for approval in 2006-2007 would slip
beyond this period. This would imply a lending scenario in which approvals in 2004-2007 would be US$66 million - if none of the “second phase” projects were to be approved during this period -- instead of US$151 million.
Project preparation and execution performance will be monitored and any changes to the operational program will
be reported to the Board in the annual country strategy updates
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TECHNICAL COOPERATION/MIF

Project Name (Number)

Amount (US$ million)

Airport Security (MIF – TC0205000)

0.5

Accounting and Auditing Standards (MIF -- Regional)

0.6

TOTAL

1.1
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THE ROLE OF OTHER PUBLIC MULTILATERAL
ORGANIZATIONS

1.

Although the IDB is the principal multilateral organization in The Bahamas, several
other organizations provide support to The Bahamas.

2.

The Caribbean Development Bank (CDB) approved a US$10 million line of credit
to the Bahamas Development Bank (BDB) in 1999 to support economic
development in the agriculture, manufacturing and tourism industries. That loan,
which followed a technical assistance project of US$164,000 in 1998 to study
restructuring of the BDB, was the sole loan that the CDB has made to The Bahamas
since 1995.

3.

The European Union and the Government of The Bahamas signed a National
Indicative Plan for 1996-2000, under the 8th European Development Fund (Lomé IV,
second financial protocol) in early 1997. The NIP, which totaled Euro 4.5 million
(approximately US$4 million), concentrated on infrastructure projects in the Family
Islands. In 1998, the EU approved Euro 2.2 million for the rehabilitation of the
highway on Acklins Island.

4.

The European Investment Bank (EIB) has traditionally supported water and energy
projects in The Bahamas but has not approved a loan since 1996. Although USAID
does not have a formal program in The Bahamas, it recently provided support for
disaster management.

5.

The Pan-American Health Organization provides about US$400,000 per year in
grant support to the Government of The Bahamas in the areas of health promotion
and prevention, health systems and service development, and disease prevention and
control.

6.

The Bahamas graduated from eligibility for borrowing from the International Bank
for Reconstruction and Development (World Bank) in 1988.
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OBJECTIVES OF MILLENNIUM DEVELOPMENT GOALS 1/

Goals 1990-2015

Actual Situation in The
Bahamas

Probability
of Achieving

World Situation

1. Eradicate extreme poverty and hunger.
Halve, between 1990 and 2015,
the proportion of people whose
income is less than one dollar a
day. Halve, between 1990 and
2015, the proportion of people
who suffer from hunger.

The number of persons in
extreme poverty is minimal.
The Bahamas Living
Conditions Survey (2001)
suggests that approximately
10% of the population falls
below the national poverty
line.

Achieved

25% of the world’s
population lives in
extreme poverty.

Primary and secondary
education are already
universal in The Bahamas

Achieved

In Latin America and
the high income
countries, the net
enrollment rate in
primary school is
97% (1998).

Since education is universal,
lack of access for girls is not
an issue. Rather, the major
issue is the high dropout
ratio of boys.

Achieved

The ratio between
girls and boys in
primary and
secondary education
was 87% in 1998.

Infant mortality was reduced
from 29 in 1990 to 21.6 in
2000.

Probable

Infant mortality for
under fives was 78
per 1,000 live births.

Maternal mortality was
reduced from 31 per 100,000
births in 1987 to 10 in 1995.

Probable

In the world there are
400 maternal deaths
for every 100,000
births.

2. Achieve universal primary education
Ensure that, by 2015, children
everywhere, boys and girls alike,
will be able to complete a full
course of primary schooling.

3. Promote gender equality
Eliminate gender disparity in
primary and secondary education
preferably by 2005 and to all
levels of education no later than
2015
4. Reduce Child Mortality
Reduce by two-thirds, between
1990 and 2015, the under-five
mortality rate.
5. Improve maternal health
Reduce by three-quarters,
between 1990 and 2015, the
maternal mortality ratio.
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Goals 1990-2015

Actual Situation in The
Bahamas

Probability
of Achieving

World Situation

6. Combat HIV/AIDS, malaria and other diseases
Have halted by 2015, and begun
to reverse, the spread of
HIV/AIDS. Have halted by
2015, and begun to reverse the
incidence of malaria and other
major diseases.

Adult HIV-1 prevalence
increased from 3.8 in 1995
to 4.1 in 2000.

Likely

The incidence of
HIV/AIDS in adults
was 1.05% in 1999

Likely

80% of the world’s
population has access
to potable water
(2000).

7. Ensure environmental sustainability
Integrate the principles of
sustainable development into
country policies and programs
and reverse the loss of
environmental resources.

The Bahamas is seeking to
conserve its environment
and improve coastal zone
management.

Source: World Development Indicators, April 2002; Department of Statistics, GOBH; IDB Country
Strategy with Costa Rica, 2003.
1/ This annex reflects the indicators that were established at the Millennium Summit of September 2000.
The Bahamas, and other Caribbean countries, are in the process of tailoring the indicators for their own
circumstances.
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