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1. INTRODUCTION

1.01 The current cycle of the Special DevelopmemidE covers the period 2005-2008, and the
resources available for SDF 6 are expected to tgelia committed in that time period. Additional
commitment authority will be needed to permit olggrlanning and the continuation of SDF operations
to meet priority needs of the traditional Borrowihdember Countries (BMCs) and to provide a
reasonable capacity to assist the Bank’s newestbhmeniaiti, beyond 2008. The establishment of a
carefully targeted framework for SDF 7 operatioril ae an essential element of the SDF 7 negotiatio
process and a necessary basis for effective remaltegement.

1.02 Given the many issues that impact on BMCsettgayment prospects, and the limited resources
that the Caribbean Development Bank (CDB) has abhl for policy and programme analysis, it is
important to target the Bank's efforts in a phaseatk programme that meets the requirements of
Contributors and that will provide the necessamycitire and focus for SDF 7 operations.

1.03 This paper is a revised version of the documeetitied: SDF 7 Process: Themes, Issues and
Roadmap which was discussed at the Preparatoryiddeet Contributors on SDF 7 on December 14,
2007. Revisions have been made to the originalmeat based on the comments and suggestions made
by Contributors during those discussions. The qsgpof the revised paper is to provide a frameviark
planning the work and setting a timetable for tBplenishment negotiations. The paper also proposes
some key themes and issues that are intended valera focus for replenishment discussions and the
preparation of documentation, as well as the pdimgtext for subsequent SDF operations. The themes
have been revised and include one on the environamehclimate in accordance with the suggestions by
Contributors.

2. THEMES FOR THE REPLENISHMENT

2.01 The proposed special themes for SDF 7 are:

Q Strengthening poverty reduction and addressing the Millennium Development
Goals (MDGs) in the Caribbean, including the Bank’s strategic response to the
challenge of providing effective and meaningfulistssice to Haiti, and supporting
the Caribbean MDGs and related MDG targets in thiekis BMCs.

L] Further enhancing development effectiveness, includingManaging for Development
Results (MfDR)and application of théaris Declaration on Aid Effectivenesand
including strengthening of the Bank’s human resesi@nd institutional capacity.

Q Supporting regional cooperation and regional integration, including an appropriate
operational framework to support priority needstef Caribbean Community and its
members and the provision of regional public goods.

L] Supporting environmental sustainability and advancing the climate change agenda,
including addressing the vulnerability of the BanBMCs to environmental risks and
climate change mitigation and adaptation.

L All references to SDF in this paper are to thefigdiSpecial Development Fund unless otherwisecatéd.
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3. KEY ISSUES

3.01 Itis now proposed, in light of discussion at thregaratory Meeting and the need to allow more
time for discussion of SDF issues and milestonasttie April meeting focus on SDF 6 papers, ant tha
an additional negotiation meeting be held togettidr the Annual Meeting of SDF Contributors in May
2007 (see Table 1). This will allow for the schéulglof the discussions on some of the key SDF
documents during the April 2007 meeting.

3.02 The key issues that Contributors may wish to cansiddjusted to reflect some of the discussion
at the Preparatory Meeting in December, can be pgaunto a number of clusters, and these are
discussed briefly below.

Implementation of SDF 6

3.03 A Mid-Term Review of SDF 6 was prepared, as reauesty Contributor$,and, together with
the Management Response, was discussed at ther&oepaMeeting in Decembér. This was
undertaken as an independent evaluation, and ahvameong other issues, the particular topics sigekcif
by Contributors. As requested by Contributors iec@mber, a further report on implementation and
progress under SDF 6 will be prepared for the Apdeting. This will include an updated review of
progress on the SDF 6 Action Plan and an actiom gtgolanned milestones for the balance of SDF 6.

3.04 A review and further strengthening of the SDF ResewAllocation Strategy was undertaken
earlier in 2007 and endorsed at the Annual Meatingontributors in May 2007. This will be submite
for review as a part of the SDF 7 process, aslitbgian integral part of SDF 7. Progress repontshe
poverty reduction strategy and on governance, dlsasepapers on currently ongoing work on several
other subjects, such as the environmental poligieve the Mid-Term Evaluation of BNTF 5 and an
overall CDB gender strategy, will be reported opasately as the work involved is completed.

The Caribbean MDG Framework

3.05 Contributors initially established the MDGs as ategiral part of the SDF policy framework
during SDF 5, and subsequently welcomed the aaticunl of a Caribbean-specific set of MDGs and
MDG targets that were developed with the BMCs orBGiltiative and supported by the United Nations
Development Programme and the Caribbean Commu@&R(COM). For SDF 6, Contributors placed
substantial emphasis on the MDGs as a frameworkplanning, implementing and monitoring SDF
operations and for monitoring the context withinieththe Bank and SDF operate. They underlined thei
expectation that such a framework would be intésadl in SDF 6 and assist in the development of
results-based country strategies, the selectiordasigin of programmes and projects, and the mamgtor
and reporting of SDF 6 operatiohsThey also underlined the importance, as a pyiarifestone in the
SDF 6 Action Plan, of further work on a monitoriagd evaluation system using the MDGs.

3.06 During SDF 6, the Bank has supported the use ofChebbean MDGs in various contexts,
including support for strengthening the statistiead analytical capacity of BMCs for measuring,
monitoring and evaluating progress towards the MI#Ssan essential context for country strategy 1zape
(CSPs), country poverty assessments (CPAs) anohadtboverty reduction strategies (NPRSs), and as a
key element in the Bank's strategic planning andults-based management (RBM) system.

2 Resolution and Report of Contributors on SDF 6,abet 2005 section 5.2 in the Report.
® SDF 7/1-PM-2 rev. 1.

* Report of Contributors, Executive Summargra. 7. and paras. 2.02 — 2.05.

® |bid., para. 3.08.
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3.07 Further work on a monitoring and evaluation framgwugsing the MDGs is currently underway,

and progress in this respect will be reported totflloutors. The Bank’s approach will draw on that
developed by other MDBs, including the African Dieyenent Bank, the Asian Development Bank and
the World Bank/IDA.

CDB'’s Role and Operational Strategy in Haiti

3.08 Haiti is the CDB’s newest member, and in many wagsents the greatest challenge, in terms of
the number of the extremely poor, the human antitutisnal strengthening needs, and the state sicha
development infrastructure, as well as the diffeesnin institutional culture and language. An intaot
element of the SDF 6 Replenishment was the sek asidb27 million for initial programming and
operational costs for Haiti. Planning for SDF opierss in Haiti began in 2004 and was developed with
the assistance of a special report on a medium-@bB Action Plan for Haiti. An initial operational
programme has since taken shape since Haiti's mestmipevas formally completed in January 2007.

3.09 A report on CDB’s strategic planning for operatiansHaiti over the period 2007-2012 was
provided to the Board of Directors in October 26This set out the conditioning factors for assistato
Haiti, the proposed strategic focus, an operatistrategy — in terms of both programme prioritied a
strengthening the Bank’s capacity for operationghit country. In addition, it outlines the projeatt
commitments up to the end of 2008 of the fundslabk from SDF 6, as well as a programme and
funding level for the period to be covered by SDF2009-2012. This envisages an incremental, but
significant and targeted level of operations, whiehll require considerable support from SDF
Contributors.

3.10 An updated paper on the Bank’s strategic and odpekdtplanning, including operations to date,
will be submitted to Contributors as an input te 8DF 7 process and a key element of resourceiptnn
for SDF 7.

Managing for Development Results (MfDR)

3.11 As part of its commitment to MfDR, the Bank has piga a comprehensivieesults Agenda
proposed initially as a submission to SDF Contopsiin May 2005and endorsed in the SDF 6 Report
of Contributor$. The various measures and steps are set out umeer pillars:Pillar 1: Country and
Regional LevelPillar 2: Institutional or Corporate LevelndPillar 3: Partnerships, Harmonisation and
Alignment

3.12 These include, among other measures: supportingBiM@easuring, monitoring and evaluating
progress towards the MDGs; a priority for CPAs aidRSs; strengthening of CDB’s own country
strategy process; strategic planning and RBM; th& 8source allocation strategy; operationalisihg o
the Bank’s poverty reduction and sector and themmsttiategies; monitoring and evaluation of CDB
programmes and projects; and increased emphagararerships, harmonisation and alignment, as these
objectives are now applied in the international alegment community. Many of these measures are
reflected in the SDF 6 Action Plan, and some areie by a special set of indicators, as requdsfed
Contributors and reported on annually to the Badidirectors.

3.13 The Bank has made considerable progress in maag,areluding in its strategic planning and
evaluation work, and further steps are being takeing the balance of SDF 6. An update on the Resul
Agenda and a similar structured agenda for SDFIl7beiset out in one of the key papers to be pexpar
for the SDF 7 process. MfDR and the Results Agemifisbe an important part of further strengthening
development effectiveness for SDF 7.

® BD 45/07,Strategic Plan for Caribbean Development Bank Opiens in Haiti — 2007-20120ctober 2007
" SDF 6/2-NM-3 Managing for Development Resylégril 2005.
8 Report of Contributorssection 4, paras, 4.01- 4.54.
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CDB Institutional Strengthening

3.14 Pillar 2 in the Bank's Results Agenda includes deseof ongoing measures at the corporate
level, including work on longer term strategic piary, strengthened tools for RBM, continuing pragre

on results-based country strategies, restructunad’rojects Department to better address SDF ted o
CDB strategic and operational priorities, accekstgprogress in staff recruitment and broadening the
recruitment base, introduction of new business ggses and improved technologies, and realising gain
through staff retraining. It also includes a Cogte Human Resources Report, which is being deedlop
for presentation to the Board of Directors. Gitka importance of these steps, and the emphadgis tha
some Contributors have placed on them, a sepaegter will be prepared for the SDF 7 process on
institutional strengthening, and the Human ResauReport will also be submitted to Contributors, in
addition to the paper on MfDR.

Supporting Regional Cooperation and Integration

3.15 The Bank’'s proposed approach and policy frameworkstipporting regional cooperation and
integration were presented to Contributors during SDF 6 negotiatiofsContributors endorsed the
conclusion that the Bank had a critically importesie to play in supporting regional integratios,veell

as the proposed policy framework and programmectigs. They placed particular importance on
developing an operational policy and programme rtan capability for regional programmes and
regional public goods (RPGs), and suggested thatplanned evaluation of the Bank’s technical
assistance (TA) operations should include exanonadf the focus and effectiveness of regional ard s

regional TA® The SDF 6 Action Plan includes both the establithimof an operational policy and
programme planning capability and the identificatiof a carefully selected priority programme for
supporting regional and sub-regional integratiott RPGs™

3.16 As already reported to Contributors, however, wagkains to be done during the balance of
SDF 6 in meeting these Action Plan milestones. Bhek has attempted to be guided by the regional
policy framework, and TA for regional projects wasluded in the recently completed evaluation @& th
Bank’s TA operations, which commented on areasoth Istrength and weakness in regional TA work.
Limitations in availability of operations staff arlde restructuring of the Projects Department, h@ane
have delayed the planned establishment of a relgiahay and programming capability. The step®eo
taken during the remainder of SDF 6 and the prapeseategy for SDF 7 will be set out in a separate
paper to be submitted to Contributors. The Bamgproach will take into account the findings and
recommendations of the TA programme evaluation elbag those of the SDF 6 Mid-Term Review, and
the comments by Contributors at the December ngetinthe need for selectivity and focus in terms of
comparative advantage.

Environmental Sustainability and the Climate ChangeAgenda

3.17 Environmental Sustainability. The Bank has consolidated its separate guidefmethe social

and environmental review of projects into a singkt of draft environmental and social review
procedures (ERSP). This integrated ESRP will hiegh as part of the appraisal process for newitend
instruments such as policy-based loans and pobsgth guarantees and sets the framework for managing
environmental and social impacts of CDB’s investtaemore effectively. Work on the Bank’'s new
Environmental Policy is well underway. A draft pamssessing progress, achievements and the main
challenges being faced by BMCs in establishing remvhental sustainability and mainstreaming
environment has been prepared. The paper idehsfimtegic directions and strategic objectivebiic

for CDB’'s work in environmental sustainability andgill inform the main elements of CDB's

° Supporting Regional Cooperation and Integrati®evised, April 2005.
19 Report of Contributorssection 3.4, paras, 3.45-3.56.
1 SDF 6 Action Plan, Milestones 6 and 19.
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Environmental Policy. The draft ESRP and the deaftironmental Policy will be submitted to the Bobar
and to SDF Contributors for their meeting in May.

3.18 Climate Change. The vulnerability of the Caribbean to natural dras was highlighted in
SDF 6 and natural risk management has since ineghrato project design and the Bank’s permanent
establishment. The Bank has provided supportedtribbean Catastrophe Risk Insurance Facility and
to other regional initiatives working in the fietd comprehensive disaster management. Followirg th
Gleneagles communiqué in 2005, multilateral developt banks (MDBs) have revisited their climate
change strategies to shift the focus from mainljigation to a combined approach that also addresses
climate change adaptation. During SDF 6, the Baadkprovided loans for alternative energy projécts
the area of adaptation, support has been givenet€aribbean Community Climate Change Centre and
the Bank has participated in several regional deatsons. CDB staff is currently preparing a pasit
paper on climate change that will support BMCs didrassing their climate change priorities, and will
include both climate change mitigation and adaptatheasures. Recognising that adaptation to @imat
change is based on sound development practiceshvitaly incorporate environmental sustainability,
this position paper will draw on lessons learntrirdisaster risk reduction and present an agenda for
responding to climate change in both short- ang-tenm time scales. It is expected to be readyjnie

for submission to SDF Contributors for their megtim May.

SDF Operational Priorities and Strategy

3.19 The policy and operational focus of SDF has evolvesr successive replenishments in response
to the needs of the Bank's BMCs and prioritieslseContributors. The SDF Performance Review in
2000 confirmed that the Bank was on track in SDin 4hifting the balance in SDF programming to
greater emphasis on poverty reduction, human resodevelopment, institutional strengthening, the
environment and water systems, and other priohgmes agreed by Contributors. The operational
priorities for SDF 5 were targeted on three elemenft poverty reduction — enhancement of the
capabilities of the poor and those vulnerable teepiy, reduction of vulnerability to economic valiayg,
natural disasters and other risks, and good gomeen# support and facilitate poverty reduction and
broad-based economic growth that was environm@nsaistainable. This poverty reduction focus was
also to be extended to all of CDB’s operationspgighe concept of a “poverty prism” for the Bank’s
operations. This, and other aspects of SDF 5, searabitious agenda, with progress being made
according to the Bank’s capacities.

3.20 SDF 6 reinforced the focus on poverty reductiocjuding good governance, but also sought to
consolidate and strengthen the initiatives that beeh begun or planned in the previous replenishmen
period, and on further developing the Bank’s caliss for this work. Emphasis was also placed on
environmental sustainability and a strengthenettyaind operational framework for supporting region
cooperation and integration, and on preparing fod andertaking initial operations in Haiti, and
prospectively in Suriname, if that country’s mendigp could be completed in time.

3.21 In addition, as noted above, the MDGs and Targetparticular the Caribbean-specific MDGs
that had been developed with CDB support in SDFeéeived further emphasis as a policy framework
and, specifically, as a framework for monitoringe thvork and context of SDF operations, and as an
important element in structuring the Bank’s focusazhieving results. Progress has, again, beere mad
according to the Bank’s developing capabilities] &rther progress is expected during the balarfice o
SDF 6.

3.22 In each of the past two replenishments, Contrilsub@ve considered an overall SDF Operational
Strategy intended to give greater guidance for §idégramming and implementation. A general
approach to the operational strategy for SDF 7 béllsuggested in the Overview and Issues papeinand
some of the other operational policy documents siibdnto the initial meetings of Contributors on
SDF 7. This will be followed by a consolidated SDPperational Strategy paper, discussion which wil
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provide an important input to preparation of thécome document for the Replenishment process, which
will be the Report of Contributors.

4. PROPOSED DOCUMENTATION

4.01 In addition to a progress report on SDF 6 and amnaew and issues paper on SDF 7, a number
of other documents will be prepared on particuidaués for consideration during the negotiationisesé
include some key evaluation studies and policy pafieat were requested by Contributors and that are
included in the SDF 6 Action Plan.

4.02 Other proposed papers include: a paper on the arorgtframework for SDF, as requested by
Contributors'” a Progress Report on implementation of the powerdyction strategy; an updated paper
on the Bank’s operations in Haiti; a paper on tostnal strengthening of CDB, the status report on
human resources, a progress report on operationplihe governance strategy; a strategy on
environmental sustainability and the climate charagenda; a paper on BNTF planning and
strengthening; the Bank's gender strategy; an @oddfDR Action Plan; a strategy for supporting
regional cooperation and integration, and the psedaverall SDF 7 Operational Strategy to proviue t
programming framework for SDF 7.

4.03 The report of the multi-cycle evaluation of SDFtthas requested by Contributbtsiill also be
submitted for consideration as soon as it is alkdla

4.04 A paper on resource requirements for SDF 7 wildbeeloped on the basis of discussion of the
initial papers and of the proposed SDF 7 OperatiStrategy, and as requested by Contributors viilis

be accompanied by a short paper on SDF liquidificy@nd use of net income. After discussion, this
will be followed by submission of the Bank’s propfsson funding for SDF 7.

4.05 The results of the SDF 7 negotiations will take tiseal form of &Report of Contributorsto be
agreed by Contributor governments and formally pm by the Bank! An outline for the Report will
be submitted at the second negotiation meetingpetdollowed by preparation of a Draft Contributors’
Report for detailed review and discussion. Thalfitext will need to include the agreed level and
funding of the Replenishment.

5. ROAD MAP AND TIMELINE

5.01 A tentative timetable and road map for the SDlprocess is provided in Table 1 below.
Completion of the negotiation process is targeted the end of 2008, to allow time for funding
instruments to be approved by governments and degdaosith the Bank in early 2009, and to permit an
orderly planning of continued SDF operations.

5.02 Contributors are requested to nominate reptathees to participate in the Replenishment
negotiations, and other interested governmentsagedcies will be invited to participate as Obsesver

Dates are intended to avoid conflict with other cassional fund meetings, and the objective is to
encourage a high level of representation and thecymation of other prospective Contributors. The
assistance of existing Contributors will be neeidetthe latter respect.

12 Report of Contributorsparas. 2.05, 3.08, 4.43 and 5.03, and SDF 6 A&lan, Milestones 24 (d) and 33.

13 Report of Contributorspara. 4.41.

14 Contributors in the past have referred to thisaafeplenishment Agreement or “contract” between the
Contributors and the Bank.
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5.03 The scheduling of meetings will need to alkwficient time for the preparation and revision of
documentation - including in some cases documemtahat will need to be prepared on the basis of
discussion of previous papers - as well as timednsideration by governments.

5.04 The April 2008 meeting will be held in Beliz&llowing the practice in the previous
replenishment, to provide an opportunity for Cdnitor representatives to visit and discuss SDFddnd
projects in an important SDF beneficiary countjhe necessary arrangements for this have been made
with the Government of Belize and agencies conekrne

5.05 It is now proposed that the meeting focus arily1 on outstanding issues from SDF 6, although
these are also forward-looking to SDF 7. The damisiplanned for the meeting include a Status Repor
on SDF 6, the Progress Report on the Bank’'s PoWetjuction Strategy, the paper on CDB Institutional
Strengthening, and a Human Resources Status Regsomiell as the BNTF 5 Mid-Term Evaluation,
which provides part of the basis for design of BNG,Fand the new Environmental and Social Review
Procedures, for noting by Contributors.

5.06 It is also now proposed that the opportundytdiken of the time set aside for the SDF Annual
Meeting during the Board of Governors meeting idifila in May, a possibility that was mentioned at
the Preparatory Meeting, to discuss the overvied igsaues paper for SDF 7, an updated Operational
Strategy for Haiti, and a draft paper on the Batltisironmental and Social Review Procedures.

5.07  Subsequent meetings are planned to be hele &ank’s headquarters in Barbados, subject to
views and suggestions of Contributors.
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TABLE 1: PROPOSED TIMETABLE FOR MEETINGS OF CONTRI BUTORS

Preparatory Meeting,
Barbados,
December 14, 2007.

SDF 6 Mid-Term Review and Management Response
SDF 7 Process. Themes, | ssues and Road Map
Evaluation of TA Operations

First Negotiation Meeting,
Belize,
April 9-12, 2008.

oUurWNRIONE

Themes, I ssues and Road Map (revised)
Status Report on SDF 6

Poverty Reduction Strategy: Progress Report
CDB Institutional Strengthening

Corporate Human Resources Report

BNTF 5 Mid-Term Evaluation

Second Negotiation Meeting,
May 27, 2008 (concurrent with
SDF Annual Meeting in Halifax)

whh P

Overview and I ssuesfor SDF 7

Operational Strategy for Haiti (updated)

Environmental Sustainability and Climate Change Agenda
- Draft Environmental and Social Review Procedures
- Discussion Paper on Environmental Policy

- Position Paper on Climate Change

Third Negotiation Meeting,
July 24-25, 2008.

wn e

Revised papers (if required)

Multi-Cycle Evaluation of SDF

Operational Strategy on Environmental Sustainability and the
Climate Change Agenda

Strengthening BNTF Operationsand BNTF 6

MfDR Action Plan

Gender Strategy

Monitoring Framework for SDF 6 and SDF 7

Discussion Paper on Environmental Policy

Position Paper on Climate Change

. SDF 7 Operational Strategy

. Resource Requirements for SDF 7

. Review of Resource Allocation System (as previously circulated)
. SDF Liquidity Policy and Use of Net Income

. Outline of Draft Contributors Report

Fourth Negotiation Meeting,
October 17, 2008.

Revised papers (if required)

Operational Strategy for Supporting Regional Cooperation and
Integration

Operationalising the Governance Strategy: Progress Report
Level of the Replenishment

Draft Report of Contributors

Fifth Negotiation Meeting,
December 12, 2008.

Revision of any outstanding papers (if required)

Revised Draft Report of Contributors (final draft negotiation text)
Contributions to the Replenishment

Draft Resolution of Contributors






