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Respondent spotlight:
..ensuring a reliable Internet and telephone communications system.

The Internet laws must be brought up to date. Banks must offer Internet merchant
accounts to facilitate the growth of ecommerce. Businesses in car garages in the USA,
Canada, Europe and the world at large, are selling online to Bahamian consumers and
businesses with no problem but Bahamian businesses cannot sell to them online.
Therefore, we are using up our foreign reserves to purchase goods and services but not
limiting the inflow of foreign currency that may be used to purchase Bahamian goods and
services online.

..access to additional funding to expand. Most banks skimp in initial funding especially
with working capital and advertising budgets...

More practical programs. ..

Make curriculum and programs more relevant to needs of the community and
workplace.

More technical and vocational training to meet the demands of the job market.

...having to pay customs duty upfront on products purchased for sale is a major strain on
businesses.

The main thing is they should make loans for new or expanding business easier to
get and more information about getting loans out there. Also keep the interest on
the loans very low. Also the national health insurance needs to go. They want the
new business people to pay a part of National insurance and part of medical and
minimum wage and now National health insurance. It is hard on the entrepreneurs.

Educate Bahamians on how to set up and operate Investment clubs of 6 to 12
investors to ease the burden of raising capital...Bahamians must be exposed to skills
necessary to grow their businesses beyond The Bahamas - for example how to
develop and grow a global niche market.

Viable governmental small business enterprises programs. Most critical hurdle facing new
business is availability of operational capital.

)
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WELCOME

For the last decade, | have focused on developing innovative solutions for the chal-
lenges Fortune 1000 corporations face in the dynamic and changing conditions of a
global marketplace. Working as a consultant based in Rhode Island (U.S.), my experi-
ence has crossed a variety of sectors including the technological, consumer, com-
mercial, healthcare, finance, and retail sectors. Understanding the capacity for firms to
innovate through the use of design and technology has become noticeably critical to
extracting new value and achieving profitable growth on both a local and global scale.
Additionally, focusing on the geographic constraints and locational endowments has
contributed to my understanding of innovative sustainability; it has placed me on a
new path of intellectual and professional curiosity.

This study is the first independent innovation study conducted in The Bahamas. An
important impetus for undertaking this study was to address the current economic
slowdown along with the significant barriers preventing foreign-educated young en-
trepreneurs (like myself) from returning home to find opportunities in compatible and
technologically advanced markets. Therefore, the ultimate aim is to spark discussions
that drive efforts toward alleviating current constraints on the activities of firms on the
island.

As the OECD (2005) recommends, (although it will knowingly require additional re-
sources) the results of innovation surveys should be widely distributed to encourage
participation, increase awareness, and support usage. These initial results will hope-
fully promote awareness on the nature of innovation, and to mobilize key stakeholders
towards setting new expectations for future trajectories. That said, it is recognized that
strategies, action plans, and frameworks for fully appraising and justifying the eco-
nomic impacts for the recommendations posited are beyond the scope of this report
and will require Bahamians to take action. It is my intention to disseminate the results
in hopes to encourage formalizing the first regional innovation platform.

Readers are invited to consider the potential image of the island and of the country.
During the study, | received a number of emails from interested parties and encourage
individuals to continue to make contact with the Organization for Bahamian Innova-
tion (www.Bahamianlnnovation.Org). Finally, | would like to extend a special thanks to
all the participants in this report, especially the SMEs of New Providence Island, who
were, after all, the inspiration for drafting this report.
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ABSTRACT

In the modern global economy, The Bahamas remains overly dependent
on two sectors: tourism and financial services. After five years in opposi-
tion, the Free National Movement (FNM) political party, led by Hubert
Ingraham, returned to power armed with a publicized manifesto aimed
at stimulating innovative practices for the country’s business leaders.

This report aims to improve the understanding of the innovative capac-
ity for small private firms located on New Providence Island, The Baha-
mas. The research findings re-assert the socio-economic influences on
coevolving firms within a geographically isolated context. Such close

proximity promotes cooperation and collaboration on a variety of social
and economic dimensions, some of which are not traded directly in the
market place, but influenced by the ecosystem that makes up the local
business environment.

Adopting a regionally-based systemic approach, this study assesses the
critical factors influencing economic strengths and weaknesses of New
Providence Island. Recommendations are posited to foster a favorable
environment to promote evolutionary growth to enhance innovative
performance for small enterprises in the private sector. These recom-
mendations respond to the need for advocacy at the local, national
and regional levels in hopes of formalizing the first regional innovation
platform.

Copyright © 2008. BahamianInnovation.Org 6‘
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WHAT IS INNOVATION?

There has been tremendous debate throughout the literature on the ex-
act definition of innovation. It will, therefore, be important to clarify the
term “innovation” for the context of this report as management scholars
have not yet come to agreement on a single definition. What is com-
mon to modern interpretations is the foundation of the Schumpeterian
perspective as it was he who first recognized the importance of the
notion. According to Schumpeter (1934), who expands on arguments
dating back to Karl Marx, innovation is the driving force of economic de-
velopment. It was Schumpeter’s modification of Marxian argument that
noted that “imitators” were more likely to succeed in their aims if they
improved on the original innovations. This interpretation contends that
innovation can facilitate or induce new innovative opportunities. The
Marx-Schumpeter model was introduced with the purpose to explain
this long-run economic change referred to as “development”. Schumpet-
er also defines innovation to be a result of “new combinations” of exist-
ing resources. For example, existing knowledge and resources pave the
way for continuing change. For a myriad of reasons, many innovations
are seen in varying degrees as “modifications’, which ultimately deliver
new levels and platforms that pave the way for increased economic sig-
nificance. From this perspective, the potential opportunities for secur-
ing economic growth for actors in less developed economies, like The
Bahamas, can now be better understood.

Copyright © 2008. BahamianInnovation.Org 7‘
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W CONTEXT

GLOBALIZATION

Economic globalization has introduced the process whereby national markets have be-
come more integrated and more interdependent. Spatial boundaries are increasingly
emerging into systems of innovation with increasing emphasis placed on socio-eco-
nomic globalization and unique economic cultures (Porter, 2000).

Opponents of globalization suggest that globalization continues to worsen the in-
equality between and within developed and developing countries. The controversial
perspective denounces the “Washington Consensus”, a concept coined by Williamson
(1989) with the original meaning alluding to the lowest common denominator of
policy advice (advocated by Washington-based institutions including the World Bank)
that ideologically marginalizes developing countries. These arguments also shed light
upon the distributional issues of uneven shares of gains from both trade and foreign
direct investment (FDI).

Nevertheless, globalization is a somewhat new phenomenon and the pace of change
is accelerating, all the while affecting economic structure, social structure, industry,
communication, information technology, knowledge, competition, and policy. In

the 1990s, knowledge became the key to establishing competitive advantage and
economic wealth in what was known as the knowledge economy. Today, the develop-
ment of the innovation economy has advanced through applying this knowledge into
factors such as uniqueness, relevance, and speed. This perspective supports the shift
from an old paradigm of competition to a new paradigm of competitiveness. Charac-
teristics of this shift are presented below (Figure 1). At the local level, the relationships
between economic actors acknowledge the world is shifting towards a more complex
and networked environment.

Figure 1: Characteristics of a shift from an old competitive paradigm towards a new innovative paradigm

for competitiveness.
Protected markets Competition and globalization
Influences leaders Firm-level productivity
Natural capital Human capital and knowledge
Hierarchy Meritocracy
Economies of scale Agility and focus
Event driven Sensing and shaping
Redistribution of wealth Wealth creation
Paternalism Innovation

Adapted from OTF Group (2007)
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Figure 2: Nominal GDP Per Capita (USS) for The
Bahamas
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Despite the dramatic progress of information and communication technology (ICT),
more attention is being paid to the regional contribution to innovation, address-

ing concerns in regard to stimulating and enhancing innovative capabilities within a
rapidly changing environment. The most important issue for economists, geographers,
policy-makers, and entrepreneurs is ensuring attractive sustainable development. It is
widely accepted that no single model is applicable to all areas; therefore, it is impor-
tant to identify the models that fit the characteristics of New Providence Island, The
Bahamas (commonly referred to by its indigenous people as Nassau).

TERRITORIAL INNOVATION OVERVIEW

Contributions from a variety of disciplines such as economics, business manage-
ment, and sociology have fused into a common viewpoint that raises the issues of the
complexities of innovation and local economic development. This has moved analysis
beyond the internalist bias and towards the adoption of a systemic approach that has
emerged under the umbrella of “new regionalism” and “territorial innovation models”
over the past two decades (Moulaert and Sekia, 2003). This approach also incorporates
concepts such as clusters, industrial districts, innovative milieus, learning regions and
regional innovation systems into regional attributes of innovation where local institu-
tional dynamics play a significant role within a geographical construct. The following
chapters will seek to examine a territorial approach to innovative capacity as it relates
to private firms on the island of New Providence, The Bahamas.

THE BAHAMIAN CONTEXT

The Commonwealth of The Bahamas is located 80km off the southeastern coast of Flor-
ida (U.S.A.). The country has relied on its close proximity to the United States to sustain
its economic growth. The country remains a centrally managed and highly regulated
economy that advocates protectionism for its business and labor sectors from outside
competition. This has fostered a clear split in the economic systems of the country to
often favor the coexisting economies of proximity and globality. The country maintains
good relations with the U.S., Canada, and Europe, but is not a member of the World
Trade Organization nor does it participate as an official member of the Caribbean Com-
munity (a group of 13 Commonwealth Caribbean countries).

The small economy of The Bahamas has performed well (in terms of per capita income)
and has developed successful tourism and financial service industries — a pattern that
is notable in other high-performing small economies throughout the Caribbean (Fig-
ure 2). The dynamics and the consequent specificities of such economies are a central
concern of this report. The Bahamas is one of the most prosperous countries in the
Caribbean (it boasts the third-highest per-capita income in the Western Hemisphere),
with GDP per head of U.5.$20,956 in 2008 (up- to- date economic data is notoriously
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difficult to gather, making it impossible to apply econometric models).

In the modern global economy, The Bahamas can no longer rely on basic advantages
(i.e. warm climate, clear waters, and proximity to the U.S.) and remain overly depen-
dent on two sectors: tourism and financial services. The institutional setting remains
inwardly focused, leaving the business environment at a competitive paradox. Eco-
nomically, the benefits of free trade allow the importing of products from lower cost
producers around the world, competing in the global market for tourist and financial
services, yet the country maintains policies that protect (through isolation) the busi-
ness and labor sectors from competition. With the strengthening of foreign competi-
tion and technological advancements, these policies demand a new business mindset
to be considered in order to ensure future efficiencies and profitability. The Bahamas
maintains negligible control on the prices of the products they import and export. As a
result, many economic actors remain price-takers. Additionally, as the islands are geo-
graphically isolated, consideration for local production processes and the threshold of
resources, capabilities and competencies prove to be limiting factors.

The Free National Movement (FNM) political party, led by Hubert Ingraham, returned
to power after a general election held on May 2, 2007, after five years in opposition.
The new government, armed with a publicized manifesto, outlined one of the nation’s
new imperatives as sustainable innovation.

ISLAND CONTEXT

The context of locational advantages has been a subject of debate within the broader
geographic literature for centuries. In the early 19th century, Herich von Thunen (1780-
1850), in his book Der Isolierte Staat (“The Isolated State”), introduced a production
model based on the cost to transport goods over various distances to a single market
center (Thunen, 1826). Although Thunen focused on the agricultural sector, the under-
lying assumption to this model was that costs of transport to market centers dictate
the value of resources. He theorized that producers would seek to maximize profits by
producing higher value, more intensive products closer to the market center and lower
value, less intensive products further away from the market. This concept formed the
basis for more recent approaches such as“new economic geography” (Krugman, 1995)
but fails to account for the island context alongside the technological advancements
of today.

A clear disadvantage for an island like New Providence is the limitation within the
production system. There are several rationales towards technological trajectories of
firms and sectors that require different types of innovation support. Small size is often
considered to go hand-in-hand with economic disadvantages that result from insular-
ity and remoteness from the commercial centers of the world. Additional limitations

10‘
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include: High per unit transport costs and marginalization; limited natural resources
endowment; limitations on the extent to which they can diversify their economies;
small domestic markets and dependence on export markets; dependence on narrow
range of products; limited ability to exploit economies of scale; and limitations on
domestic competition (Briguglio, 1995). Restricted macroeconomic policy exacerbates
the pressures on administrators, and, therefore, has a strong impact on the modus ope-
randi. Protected by tariffs (the basic ad valorem tariff for imported goods is 35 percent,
but many items have separate tariff rates) and regulations, national policies (e.g. Baha-
mian Government policy prohibits foreign investors from opening retail and wholesale
outlets) play a significant role towards creating a platform for competitiveness and
enforcing the economic sovereignty of the island-state. This protectionism has predict-
ably sheltered businesses from the full effects of key global trends such as technologi-
cal-evolution and the enhanced efficiencies of trans-nationalization of production and
distribution.

THEORETICAL FOUNDATIONS

Classical economic theory (Smith, 1776) raised the question of how a society could be
organized around a system in which every individual sought his or her own monetary
gain. Also known as “laissez faire”, Smith's approach claims that leaving individuals to
make free choices in a free market results in the best allocation of scarce resources
within an economy. This would imply that innovation should be left entirely to market
forces or to a combination of market forces and voluntary intervention of individual
economic actors. Although the orthodox school of innovation economics would sug-
gest market liberalization, The Bahamas' national protectionism policies foster suitable
conditions for policy interventions to enhance the diffusion of technological advance-
ment and increased productivity: the market of innovation works by the interaction of
demand and supply.

AIMS AND OBJECTIVES/RESEARCH QUESTION

A spatial-economic approach that opposes the principles of classical and neo-classical
theory, advocates that firms can strongly influence and be influenced by their environ-
ment. As a result of examining a selection of mainstream approaches, which empha-
sized the dichotomy of the social and economic views, two pivotal positions emerged.
The social view often relies upon neo-institutional evolutionary theories to explain
how innovations are adopted, adapted and driven by factors other than market forces.
These factors include local networks, trust, and institutionalized practices. Secondly,
the economic view considers economic behavior of firms to be partly determined by
transaction cost along with the local production system.

This has guided our approach to recognize growth as a self-reinforcing, multi-faceted

11‘
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process linked with strong interconnections and influences of micro-mechanisms.
Businesses and entrepreneurs are increasingly utilizing open innovation strategies,
placing increased importance of the complex web of actors within the business eco-
system. This emphasis has highlighted a systemic approach within a regional domain.
Although a singular definition of the systemic approach is yet to be agreed by scholars,
this construct understands the term "“system” as a specific methodological and analyti-
cal framework used to assess a wide array of determinants of innovation from its influ-
ence on production. The underlying principle to this systemic approach is that innova-
tion is achieved through the multidisciplinary and multi-organizational interactions
between actors. The numerous schools of thought that support this have suggested
new regionalism and territorial innovation models to advocate a theoretical construct
consisting of principles that explain interdependencies between actors. It is commonly
recognized that every region has different sets of assets, networks, and underlying
economic cultural characteristics that link the region’s capacities to new opportunities,
resources and influences. As shown below in Figure 3, the interplay between these in-
novation inputs creates the regional innovation environment that impacts the ultimate
prosperity of the region.

Figure 3: Regional Innovation Environment Input and Outputs
INPUTS

REGIONAL OUTPUTS

INNOVATION

ENVIRONMENT

NETWORKS

CULTURE

*

Source: Council on Competitiveness (2005)

This report aims to improve the understanding of innovative capacity on New Provi-
dence Island. The study of territorial dynamics highlights the significance of local
institutional dynamics, as they are critical to the success of firms. As the first innovation
assessment, the following study will assess the regional factors that influence econom-
ic strengths and weaknesses to develop benchmarks from which to measure progress
in the future.

RESEARCH

INTRODUCTION
This chapter outlines the design of the investigation covering the research ques-
tion that aims to utilize a cross-sectional survey design to assess the strengths and

12‘
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weaknesses of the island’s innovative capacity within the context of a geographically
isolated island.

RIS SURVEY

The methods described by the Council on Competitiveness (CoC) have established
credibility through live application (funded by the U.S. Economic Development Ad-
ministration), as part of the CoC’s Regional Innovation Initiative from 2003-2005. The
methods described in this guidebook were tested and refined in six regional projects:
Central New Mexico; northeast Ohio; Wilmington, DE; western Michigan; the inland
northwest and greater St Louis. As this tool has successfully been applied to multiple
regions that differ, it is considered to be a valid and reliable construct. Furthermore,
this methodology recognizes regions to be part of a socio-economic paradigm where
a firm’s interactions and relationships are situated within the institutional context in
order to generate economic value. The survey is categorized into three subscales: the
regional business environment (assets); innovation networks (networks); and regional
economic beliefs, norms, and attitudes (culture). This methodology also goes as far as
to recommend methods for identifying a reliable sample frame.

PARTICIPANTS

UNIT OF ANALYSIS

It is accepted that innovations may take place in all parts of the economy: in manufac-
turing; finance and accounting; insurance; real estate; legal; medical, including dental
and health; telecommunications services; transportation and utilities; construction;
architecture and engineering; data processing services; wholesale; resale and distribu-
tion; education; marketing; research and development labs; consulting; computing;
hospitality and tourism; food services; agriculture; and more. It was also important that
the target population focus on units that could be considered as innovators, non-in-
novators, R&D performers and non-R&D performers because of the ongoing debate to
agree on a single definition of innovation. Although a number of practical constraints
exist, a convenience sampling method was utilized. The aim was to establish a collec-
tive or accumulated view of their perceptions and opinions on factors regarding the
innovative capacity of New Providence Island.

DATA COLLECTION

The survey was distributed to a representative group of businesses located in New
Providence Island. This is the most populated island in The Bahamas and the majority
of businesses are registered in the city of Nassau on New Providence Island. Within this
sampling frame, managing directors (or equivalents) were targeted as the question-
naire aimed to collect detailed operational, logistical and economic data. It was vital to
communicate that the information would remain confidential and all results would be
automatically reported in aggregate by the collection system.

13‘
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RESPONSE RATE
Three attempts were made to collect additional responses. This generated a final re-
sponse rate of 4%. Several factors may have contributed to this low response rate.

MEASURES

As innovation is understood to be a continuous and dynamic process, the adopted
approach aimed to identify the strength and weaknesses of factors that impacted
innovation activities. This section outlines the divisions of the questionnaire along
with an overview of the measurement methods. Three levels of analysis (of business
environment, innovation networks, and regional norms and attitudes) were necessary
to understand the dynamics and are explained below. The majority of the questions
were based on a Likert type scale, as it is simple to administer (Zikmund, 2000), and
offers a high degree of reliability and validity. This questionnaire can be described as a
“mixed questionnaire” (Teddlie and Tashakkori, 2003) as it included both Likert scales
and open-ended questions. Furthermore, according to Hair et al. (2003), Likert scales
are best suited for most research designs that use online methods. It should also be
noted that any inferences on the general findings were based exclusively on the survey
answers.

The first level of the survey, dealing with the business environment, focused on the
competitive assets that affect business performance. These included: the educational
system, research and development base, technical and scientific concentration, quali-
fied workforce, quality of life, and the concentration of firms. Identifying the degree
of influence for these factors provided a clearer understanding of the forces that drive
fragmegration (a label used to explain the intersection between the fragmenting
forces of localization and the integrative forces of globalization) within the island’s
business environment (Rosenau, 1997). The first 27 questions utilized a Likert scale
format. This response format consisted of a five-point scale, meaning respondents
could indicate whether they strongly agreed or strongly disagreed with statements.

A sixth option was presented where respondents could declare that the question was
not applicable; they could also evaluate the level of concerns regarding attitudes that
support innovation such as: willingness to partner, risk-taking, tolerance of diverse
people and perspectives, and openness to new ideas. The final four questions of this
level of the survey made up a summary section. Questions 28 and 29 sought to assess
the attitude toward the collective condition of the region now and five years into the
future. Finally, questions 30 and 31, asked open-ended questions to encourage the
respondents’ own words. This was deemed important to collecting the most critical
issues impacting a business’s success.

The second level of the survey, innovation networks, consisted of another 16 questions
that utilized the same Likert Scale (described above) to explore the linkages between

14‘
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institutions through innovation networks. It was accepted that formal and informal
networks developed through associations, chambers, and technology transfer offices
could generate key relationships, strengthen institutional fragility, create awareness
and foster innovation. This perspective provided a key understanding of how relation-
ships with regional institutions helped business to innovate. Additionally, it assessed
the perceived value of interaction with regional institutions. This section ended with
another open-ended question that sought to record the most valuable institutions for
the respondent’s business. The final question ensured that any unique relationships
were captured.

The regional norms and attitudes section of the survey, comprised of 12 questions,
measured the dynamics of the business and civic environment. Again, this section

ended with an open-ended question to record the most important regional issues
related to the respondent’s prospects for business success.

The final sections aimed to collect demographic information from each of the re-
spondents on their businesses. A key activity is to collect data from units that had an
employee base below 100 employees.

The following procedures and explorative analysis aimed to assess the strengths and
weaknesses of the innovative environment within the geographically isolated para-
digm of New Providence Island. The assessment followed the survey recommenda-
tions, guidelines, and suggested metrics outlined by the CoC (2005). The descriptive
analysis that followed described key results.

Results of the analysis were recorded without further weighting, as observed for the
individual units. No absolute conclusions could be drawn from the results because the
figures referred only to the participating units. For this kind of analysis, unit non-re-
sponse rate was of minor importance.

DATA ANALYSIS

The descriptive method was adopted because of the commitment to the methodologi-
cal framework. It was appropriate to the research proposition, and it was fitting to the
practical conditions and sampling context.

The purpose of the analysis was to determine whether there were significant strengths
and weaknesses in the regional inventory of New Providence Island and to develop a
baseline from which to measure progress in the future.



‘ Special Report 2008

oL

BAHAMIAN
INNOVATION
.ORG

RESEARCH RESULTS

INTRODUCTION

This chapter covers the critical findings of the quantitative data resulting from the
survey’s questionnaire and provides descriptive analysis of the results. Figure 4 pres-
ents an overview of the findings.

In brief, the results were considered critical when they demonstrated significant dis-
parities between the strengths (benefits) and weaknesses (harmful). Attributes of ho-
mogeneous and cohesive results were also considered in regards to their contributions
towards the territorial identity. Strong regional assets can offer wide strategic options
just as well as weak assets can limit strategic choice (CoC, 2004).

Results suggest that the primary strengths of the business environment existed in the
accepted overall quality of life (e.g., climate, cultural and recreational opportunities). In
addition, the majority of business leaders felt that the quality of promotional and mar-
keting campaigns featuring the island were also beneficial along with the availability
of a local customer demand base. However, the number of barriers far outweighed the
strengths, with cited dissatisfaction concerning the effectiveness of: island programs
aimed at training entrepreneurs, local programs to help start-up businesses, and gov-
ernment-sponsored growth incentives containing consistent references for tax breaks
and seed funding. Chief among these recorded concerns were a lack financial mecha-
nisms, strained infrastructures (hard and soft), high costs of doing business, as well as a
high cost of living. Moreover, the research indicated a high reliance on local customers
with a thin supporting layer of social dialogue and social mechanics that is fundamen-
tal to potential and fertile market growth.

BUSINESS ENVIRONMENT

To gauge the influences of proximity in overcoming the challenges Bahamian busi-
nesses face on a day-to-day basis, business leaders were asked a series of questions.
These elicited information concerning factors that influence their site of production
and choice of suppliers. It is clear that the regional business environment influences
the specificities in which firms compete. A variety of assets and conditions surveyed
included: transportation and communications infrastructure, human capital, requlatory
environment, financial capital, research and development institutions, quality of life
and existing industrial base.

The most notable factors identified to be real threats towards a prosperous business
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environment included: national and local governmental regulations and permitting
procedures, the island’s cost of living for employees, costs of doing business (specifical-
ly, the cost of real estate, wages and salaries, and utilities), quality of the local commu-
nications infrastructure (e.g., telephone, wireless, high-speed Internet) and the overall
quality of the island’s transportation infrastructure (e.g., roads, buses, air transport, and
ports).

QUALITY OF THE REGION'S TRANSPORTATION

Figure 5: The overall quality of the region’s transportation (e.g., roads, air transport, and ports)

The overall quality of the island’s
transportation (e.g, roads,
buses, air transport, and ports)

T T T T T T T T T 1
0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

‘. Harmful O Neither ll Beneficial ‘

The quality of the island’s transportation system is a subset of physical infrastructure,
and meets a variety of economic, social, cultural and environmental needs. As tech-
nological and social change progress, new infrastructure needs emerge. This plays an
important role in supporting innovative activities. Conditions like factors in produc-
tion, such as the state of infrastructure, may contribute to sustained competitive suc-
cess (providing significant economic benefits) while creating a disadvantage to those
of smaller margins or incomes. Business leaders on New Providence Island expressed a
strong dissatisfaction (54.6% versus 9.1%) with the state of the island’s transportation
infrastructure (Figure 5) and specifically with roads and congestion.

This negatively impacted the effectiveness of spatial proximity facilities such as
face-to-face communications, common conventions and norms, knowledge sharing
activities, the capacity for localized learning by firms and the level of interdependen-
cies. Additionally, the impact on the local production system’s trustworthiness and
reputation of suppliers, partners, and customers can be adversely affected. From an
evolutionary perspective, the efficiency of the island’s infrastructure could increase the

17‘



r

BAHAMIAN
INNOVATION

.ORG

Special Report 2008

variety of locally available knowledge by linking actors to multiple environments and
pools of knowledge both local and non-local.

ROADS

Concentrated economic activity on the island has become a catalyst to economic
development. With approximately two-thirds of the nation’s population residing on the
island, this results in a densely populated island with strained physical infrastructure.
As one disaffected business executive suggested in the study,”...a proper transporta-
tion policy is also needed to alleviate the chronic traffic congestion that will only get
worse”.

Local government as well as the Inter-American Development Bank (IDB) have both
contributed funds to help alleviate the problem, but this remains a work in progress.
Although this is a small island (80 sq mi), transportation conditions do play a signifi-
cant role towards business prosperity. From an economic perspective, the implications
of congestion result in raising operational costs, loss of productive time, increased
vehicle-running costs, purchase of additional vehicles to achieve equivalent service
delivery, and increased crash risk, “road rage” and pollution.

PORTS

Although this demands periodic development in infrastructure, established deep-sea
trans-shipment ports on New Providence have improved access to international mar-
kets as well as providing increased viability with multinational corporations to consider
the potential outsourcing and factory-relocating destinations although high labor
costs remain a key barrier. There are 23 seaports in The Bahamas, allowing for increas-
ing shipping connections to the Americas and Europe.
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Figure 4: Overview of survey results.
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QUALITY OF THE ISLAND’'S COMMUNICATIONS INFRASTRUCTURE

The canonical view of industries was largely based on traditional physical infrastruc-
ture. There is increasing recognition that the transformation towards knowledge-
based economies has placed increased importance on the emergence of information
and communications technologies (ICT) as a vital component to the developmental
framework for social connectedness, economic growth, and innovation. The arrival of
the information society and the computer web has provided new perspectives on the
diffusion of knowledge, transforming the interaction between economic partners with
regard to costs and interdependencies (traded and non-traded).

The overall quality of the island’s communication infrastructure is critical for reducing
the digital divide between different classes and stimulating innovative potential in
order to overcome the geographically isolated paradigm. With the assumption that an
island’s geographic constraints may lack availability of some ingredients during busi-
ness cycles, there is a greater importance for networking through strong and reliable
communication channels. While this does not nullify the importance of proximity as
innovation, it is still considered a social construct although not all aspects of every
development and product cycle should be required to rely on the immediate regional
capacity. In this respect, business leaders have expressed strong dissatisfaction regard-
ing the quality of the island’s communications infrastructure. One respondent added
that there is a strong demand for “ensuring a reliable Internet and telephone commu-
nications system.”

Another respondent advocated:

The Internet laws must be brought up to date. Banks must offer Internet merchant
accounts to facilitate the growth of ecommerce. Businesses in car garages in the USA,
Canada, Europe and the world at large, are selling online to Bahamians (consumers and
businesses) with no problem but Bahamian businesses cannot sell to them online. There-
fore, we are using up our foreign reserves to purchase goods and services but not limiting
the inflow of foreign currency that may be used to purchase Bahamian goods and services
online.

An improved communications infrastructure can provide the fundamental support of
existing and emerging opportunities (such as access to wider markets) while alleviat-
ing some pressures for consolidation and cost containment offered by online efficien-
cies. When appropriately utilized, communications infrastructure can redefine space to
involve networks of both contiguous and non-contiguous relations held together by
virtual communications, flows of ideas and information through the supply chain, and
symbolic logic (Amin and Cohendet, 2005). This emphasizes the importance of estab-
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lishing efficient local and non-local channels, networks that can provide accessibility
to distant knowledge centers and nodes. The quality of the firm’s ability to obtain and
utilize external knowledge determines to a large extent the innovation capability of an
economy. Additionally, the accessibility of this knowledge is of a primal concern for the
innovation process and offers a potential shift away from the current dependency on
high cost tangible resources.

Figure 6: The quality of the island’s communications infrastructure (e.g., telephone, wireless, high-speed
Internet)

The quality of the island’s
communications infrastructure
(e.. telephone, wireless, high-
speed internet)
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This unsatisfactory level of the island’s communications infrastructure (Figure 6) carries
strong negative implications towards commercial offerings, learning potential, and
players within the island’s institutional and business environments. The systematic
provision of information can ensure realistic evaluations for market attributes, increas-
ing the efficiency and success rate of corporate innovation activities. Furthermore,

the communications infrastructure can reduce the cognitive distance between actors
and create a reciprocal learning and collective affinity through increased absorptive
capacity to promote effective communication. This emphasizes the need to bridge

the knowledge gap by building on cognitive proximity and social affinities that can
compensate for the geographic isolation and dissatisfaction with the island’s physical
infrastructure. Businesses with frequent and effective communications tend to co-
evolve complementary capabilities, for example, the standards, know-how, values and
norms and shared competencies, which Gueguen, et al. (2006) referred to as “ecosys-
temic competencies”. A recognized ongoing challenge is the attempts by The Bahamas
government to privatize The Bahamas Telecommunications Company (Batelco). It has
consistently been met by public opposition and outcry (Global Insight, 2008). There-
fore, a new tactical and transformative plan will have to be carefully considered with all
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stakeholders in mind.

COST OF DOING BUSINESS

The Bahamas offers a laissez-faire business and investor environment with a stable
government. The public policy environment along with other locational attributes,
such as the cost of real estate, wages and salaries, and utilities are key drivers of the
cost in business operations. According to the research findings (Figure 7), the cost

of doing business was the primary concern for 70.5% of the business leaders who
recorded that business was harmful compared to an opposing 13.6%. These findings
suggested that although each licensed business was required to pay an annual fee
(based on the gross profit as a percentage of turnover), the other high costs were key
challenges to encouraging business growth and expansion.

Figure 7: The cost of doing business on New Providence Island (specifically, the cost of real estate, wages
and salaries, and utilities)
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of real estate, wages and
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According to a country intelligence report issued by Global Insight (2008) that draws
upon the latest occupation wage survey of 2004, a large disparity in wage compensa-
tion exists throughout The Bahamas. Although it is beyond the scope of this analysis
to examine the contributing factors of this disparity, it is important to recognize it, as
innovation strategies will often depend on the accessibility to entrepreneurial capital
and financing. Without such access, the range and scope of the innovative activities
will be constrained and/or prolonged. The island’s business leaders are feeling these
limitations. As one respondent emphasized the most critical issue to improving his/her
business was the limited “access to additional funding to expand. Most banks skimp in
initial funding especially with working capital and advertising budgets”.
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The cost of innovation can be financed internally (through use of retained earnings) or
externally (through debt or equity). As the cost of capital can have a strong influence
on the rate of investments, the accumulation of working capital plays another critical
role in contributing to the nation’s capital stock (e.g., machines, equipment) and busi-
ness ecosystem, hence, generating productivity growth for the island. Working capital
optimization places priority on operational programs (supply chain financing and in-
ventory optimization strategies) and theoretically jeopardizes the allocation of capital
assets for innovation programs. Tariffs were another voiced concern for the businesses
on New Providence as they are paid on entry of goods into the country increasing

the upfront investment on inventory and supplies. Tariff rates are very high with the
government collecting approximately 65% of its total revenues by this method. The
general rate of duty charges on imports ranges from 0% to 210%, with an average rate
of duty of 30% to 35%. Moreover, this impacts the rate and cost of adopting new tech-
nologies that are vital to sustaining a strong competitive profile, and limits the number
of adopters, which, in essence, raise the associative costs of technologies (including
the total cost of ownership) to impact the macro-economic environment. This was
indicated in the 2005/2006 Budget Communication, when the Hon. Cynthia A. Pratt,
M.P., acting Prime Minister and acting Minister of Finance (May 25, 2005), stressed that
“the ratio of Revenue to GDP of 20% is becoming increasingly hard to achieve because
of the narrowness of our revenue system, heavily dependent as it is on Customs rev-
enues and the non-taxation of services”.

Finally, a promising initiative on the national level worth mentioning is the introduc-
tion of The Bahamas International Securities Exchange (BISX). This offers a potentially
promising contribution as a powerful incentive for financing innovation by mobilizing
capital to create strong platforms to support new product (and service) development
and technological advancements. Predictably, the outcome of this initiative stands

to stimulate the local economy and induce keystone business. Fundamentally, New
Providence must consider lowering transaction cost, providing a greater accessibility
to capital and markets while maintaining a strong currency valuation.
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COST OF LIVING

Figure 8: The region’s cost of living for employees on New Providence Island
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Household consumption continues to be a major source of economic growth (it
represents 68% of total GDP) although it is expanding at a slower pace. According to
the Labor Force Report of 2005 (the latest available data), household income declined
while consumption continued to expand.

New Providence Island experiences high living standards, and according to this mea-
sure the cost of living is adversely affecting the prosperity levels of its residents and
businesses (Figure 8). A high cost of living can impact businesses by raising the cost of
wages, retention, recruiting of staff, and the economic vitality of the area. These influ-
ences, in turn, can influence pricing strategies associated with product development
and market introductions. Rising cost has also been known to effect government bud-
gets adversely (e.g. higher administration costs and higher pensions) and, ultimately,
the operating environment and community. From this macroeconomic perspective,
competitiveness is regarded as essentially determined by the growth rate of productiv-
ity. One view offered in a draft report for The European Commission Directorate-Gen-
eral Regional Policy links competitiveness to living standards:

A nation’s competitiveness is the degree to which it can, under free and fair market condi-

tions, produce goods and services that meet the test of international markets while simul-
taneously expanding the real incomes of its citizens. Competitiveness at the national level
is based on superior productivity performance and the economy’s ability to shift output to
high productivity activities, which in turn can generate high levels of real wages. Competi-
tiveness is associated with rising living standards, expanding employment opportunities,
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Figure 9: Real GDP % Change (2002-2008)

45

4

35

3

25

2

15

1

05

0

T T T T T T
2002 2003 2004 2005 2006 2007 2008

Figure 10: Consumer Price Index % change (2002-
2008)

4

Special Report 2008

and the ability of a nation to maintain its international obligations. It is not just a measure
of the nation’s ability to sell abroad, and to maintain trade equilibrium. (The Report of the
President’s Commission on Competitiveness, 1984)

The World Economic Forum’s Global Competitiveness Report contends that micro-eco-
nomic reforms are key to reversing unemployment problems and translating economic
growth into a rising standard of living. This appears to be a concern as decreases in the
annual percentage change of real GDP currently indicates a strong potential for eco-
nomic slow down and future risk of recession (Figure 9). Also presented below (Figure
10), the declining CPI supports the signal that the economy is softening (or slowing
down).

QUALITY OF LIFE

Figure 11: The Island’s overall quality of life (e.g., climate, cultural and recreational opportunities)
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The ideological foundation of the new economy has brought increasing emphasis on
the human dimensions where basic factors like the quality of life in a region can heav-
ily influence the inflows and retention of human capital and the evolutionary notions
conducive to productive growth and regional competitiveness. Although the mobility
of talent is confined to the geographical constraints of the island (e.g. it is not feasible
to commute to/from other islands), the quality of life has assumed greater importance
in economic development practices along with the facilitation of effective “business
ecosystems” (CoC, 2005; Moore, 1996). The ultimate goal of a region (or nation) is to
establish economic growth that is highly stable and sustainable. Although the quality
of life is arguably a subjective measure, it still contributes to economic resiliency of the
island and ultimately the business environment. Despite the suggested dissatisfaction
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with the transportation and communications infrastructures, the island enjoys a 50%
rating favoring a beneficial quality of life (Figure 11).

The prescription for successful regional strategies rests on the belief that people are
innovators, and, therefore, the quality of place should be a central feature of economic
development strategies. For New Providence, recreational assets with accompany-

ing cultural amenities and island life all contribute to this perception of quality. This
quality is communicated by promotional and marketing campaigns that feature the
island, continue to attract visitors, set expectations, and deliver an economic base that
provides a number of opportunities for economic participants. This was supported by
the research findings that recorded that 40.9% of business leaders found the promo-
tional and marketing campaigns to be beneficial to the business ecology with an equal
portion unmoved by suggested benefits of promotional efforts for their businesses
and a remaining 11.4% who suggested these campaigns are actually harmful to their
business (Figure 12).

Figure 12: The quality of promotional and marketing campaigns featuring the island
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The country’s educational system is supported by the Government with The College
of The Bahamas, the country’s center of higher education, being primarily located on
New Providence. The College is slowly making progress by transitioning into a four-
year institution, offering associate, bachelor and master’s degrees, the latter through
alliances with American universities. Students often travel to international universities
for higher education programs. Respondent views support that The College is making
progress and list the following issues that should be addressed to improve New Provi-
dence Island’s business prospects for success.
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‘More practical programs...”
"Make curriculum and programs more relevant to needs of the community and workplace”
“More technical and vocational training to meet the demands of the job market”

Since 1990, the Human Development Report (formulated by the United Nations Devel-
opment Program) has published the “HDI-ranking” that represents a country’s relative
rank, in terms of a“Human Development Index” computed from a range of socio-
economic indicators. The HDI places The Bahamas in the high human development
category, at 49th place. Moreover, since the mid-1970s (and in comparison to other
high performing countries in relative proximity to The Bahamas) countries have pro-
gressively increased their HDI score with the exception of The Bahamas, which appears
to be stagnating in progress (Figure 13). This is partly due to economic vulnerability
that includes exposure to negative conditions in foreign places as recognized in the
Prime Minister Hubert Ingraham’s annual New Year’s speech (on January 13, 2008). He
posited the slowing growth to be due to a“cooler U.S. economy’, which was softening
tourism and reducing investment inflows. The Prime Minister went further to suggest
that this presented varied opportunities for Bahamian entrepreneurship (Caribbean,
2008).

Figure 13: Human Development Index trends for The Bahamas and other high performing countries in
relative proximity to The Bahamas
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INNOVATION NETWORKS

Although maintaining a number of connections to the Americas and Europe, the
dissatisfaction with the island’s operational environment and infrastructure placed a
higher reliance on local actors. The efficiency of the supporting mechanisms maintains
a strong relationship with the effectiveness and influences on the economy.

Business can play an important role in establishing institutional order and improving
working conditions. Schumpeterian principles of innovation advocate the bundling of
dynamic institutional complementaries. Collaborative efforts can promote policy-mak-
ing facilities such as business associations and other groups committed to institutional
dialogue. Currently, the local business environment can be interpreted as having low
instrumental power, leaving abundant opportunities for actors to negotiate position
within the national structure (Figure 4).

LOCAL CUSTOMERS

Figure 14: Local customers
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Evidence shows that local customers are highly valued actors in the economic de-
velopment of New Providence. The majority of firms (75.7%) in the sample indicated

a strong dependency on the supply of local customers (Figure 14). Such territorially
embedded customers suggest a grassroots RIS where demand is user driven and is less
influenced by the systemic attributes often observed within technologically advanced
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Figure 15: Forecasted Real GDP % change
(2005-2012)
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learning regions. This local context encourages vigorous competition among locally
based rivals that can accelerate the rate of economic churn. As assets shift into more
productive cycles that exploit the localized proximity and linkages to generate innova-
tion, this inherently necessitates closer and more flexible relationships with customers,
suppliers, and even competitors. However, assets that are acquired off the island can-
not be considered a competitive advantage because those assets are available to all
competitors. Unique local assets and relationships reinforce the locational paradox as
they take center stage in a more global economy. Local focus and the independencies
of home-buyers can act as an incubator for concentrated innovative activity, generat-
ing spillovers and increasing returns on knowledge. These innovations can be seen to
be endogenous to the economic system as value creation is dispersed into the local
economy through consumption mechanisms.

The results stress the advantages of home demand which can allow local firms to learn
quickly how to succeed in their industry. This should also encourage domestic firms to
“upgrade” competitive advantage and raise the incentive to pursue innovations. How-
ever, a recent forecast of the country’s percentage changes for Real GDP (Figure 15) ob-
served moderate growth rates that would discourage the pursuit of radical innovative
strategies. This often results in incremental growth, rationalization, and a resistance to
embracing new technologies among individual firms (Porter, 1990).

The local market demand is limited; 61.5% of respondents indicated their company
sells (exports) products or services off the island. This alters the size of a market served,
hence, providing opportunities to gain an advantage through increased economies of
scale and learning. However, worth noting, if these exports target only other Bahamian
islands within the cultural boundaries of the country, the idiosyncratic nature of the
demand can undermine the competitive advantage of local firms by failing to antici-
pate needs elsewhere (Porter, 1990). That said, Porter (1990) supports that although
domestic demand is often perceived to be predictable, it can only provide an advan-
tage if it encourages investment, and reinvestment or dynamism. The confidence of
this dynamism does not seem to be reflected in the economic forecast offered by
Global Insight’s (2008) dataset for percentage changes in Real GDP (Figure 15) which
forewarns continued economic slow down and stagnation (and future risk of reces-
sion).

NON-PROFESSIONAL ASSOCIATIONS

Institutions are often more successful at translating tasks stemming from new and
existing regional policies as they pose a wider knowledge of local realities and retain
a stronger credibility in the eyes of market participants (Cooke and Morgan, 1998;
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Diez and Esteban, 2000). For example, clusters are well known to beget other clusters
as interactions across disciplines seed new platforms and present new opportunities
for entrepreneurs to stimulate economic growth. Porter (1998) identifies a shift of

Irl

key responsibilities for economic development moving from the “old model” where
Government drives economic development through policy decisions and incentives
towards a “new model” where economic development recognizes collaborative efforts
among actors influencing operations, policy-making facilities, and establishing new
institutional dialogues. On the island of New Providence, many of these efforts are
recognized to fall under the umbrella of government agencies, and limited regulatory
agencies. Less understood is the role of entities that Porter and Emmons (2003) refer

to as“institutions for collaboration” (IFCs) that include and are not limited to: cham-
bers of commerce, non-profit think tanks, entrepreneurs networks, standard setting
agencies, and non-professional associations (alumni clubs, athletic clubs, etc). These
IFCs can affect productivity and competitiveness through a variety of roles, activities,
behaviors, and relationships. Although IFCs offer promising enhancements to competi-
tiveness, they can also hinder the business environment by undermining the economic
system by pursuing actions that reduce competition. These entities are also particu-
larly important in emerging economies because they often enable a better dialogue
between government and the business community. Maintaining an appropriate model
of behaviors and attitudes among economic actors is vital for strengthening the fibers
of the multi-level territorial-institutional construct.

Thirty-nine point four percent (39.4%) of respondents reported that non-professional
association was of little value compared to 24.3% who did not agree. The results
suggest there remains the need for aggregators in the private sector to fill the institu-
tional voids by operating as intermediaries in product and factor markets (Khanna and
Palepu, 2006). Aggregators in these markets can improve the flow of information to
propagate and support network development. Additional mechanisms can replace the
remnants of the old institutions and increase collaboration in order to address the key
innovation challenges facing the community, improving commercialization and tech-
nology transfer, and supporting start-ups. These mechanisms enable co-ordination
through: the sharing of resources, allowing visible performance comparisons, rapidly
diffusing best practices, enhancing the ability to perceive innovation opportunities,
promoting standards and behavioral norms and facilitating common actions. Fur-
thermore, establishing functional IFCs recognizes that innovation is fundamentally a
localized, path-dependent and interactive process between industry, government and
university (including other higher education and research institutes)-also referred to as
the triple helix--and can strengthen the collaboration and association with innovating
partners (Cooke and Morgan, 1998).
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Figure 16: Non-professional associations (alumni clubs, athletic clubs, etc)

Non-professional Associations
(alumni clubs, athletic clubs,
etc)

T T T T T T T T T 1
0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

Ml Less Valuable O Valuable Il More Valuable

NORMS & ATTITUDES

The responsiveness and adaptability of institutions is expected to have shifted in the
context of globalization (Meil and Tengblad, 2006). Aoki (2000) defines the economy
as an “over-all institutional arrangement” made up of a complex set of inter-dependent
“socializing agencies” (Hall and Soskice, 2001) and domains that are relevant for eco-
nomic performance and development. Development can encourage norms that are
efficient as well as discriminatory (Young, 1998).

Local ecological conditions evoke culture (Kameda, 2003) that empowers participants
through interaction and knowledge transmissions (Sperber, 1996; Tooby & Cosmides,
1992). However, business leaders largely disagreed that the culture of proactively shar-
ing information exists (Figure 17). Socially-shared rules are sustained through autono-
mous interaction, and guide and/or constrain social behavior without formal regulat-
ing mechanisms, such as laws (Cialdini and Trost, 1998). Aoki (2001) adds that historical
and social factors matter for norms to influence the selection of (social) equilibrium.
Thus, systemic effects between institutions establish norms and attitudes exist in a
normative realm and can strongly influence the structure of political regimes, econom-
ic transactions, and social interactions. Normative behaviors (i.e. communal sharing)
function as a collective risk reduction device and have been traced back to primordial
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societies (Kaplan and Hill, 1985). This primordial foundation highlights the behavioral
desire to seek position through collectivism and perhaps rationalism. Through the
development of market incentive and coordination-oriented policies, the institutional
setting shapes a culture for innovation and social learning.

The island’s social and political milieu as well as the posture of the country to the out-
side world shapes the market contexts (Khanna et al., 2005). New operating principles
driven by the market have been identified to weaken the governance potential of
existing systems due to new complexities introduced since the advancement from
the traditional Fordist/Taylorist production era (Meil and Heidling, 2003; Bergmann,
2001). Even within the laissez-faire business environment of The Bahamas, it is clear
that government plays a role in determining certain conditions of the operational and
competitive environment. Management strategies must not only consider the market,
but the conditions of the regulatory and institutional regimes within each component
of their local production system. Furthermore, Knill and Lehmkuhl (2002) suggest that
since the emergence of globally integrated markets, redesigning national regulations
in order to avoid regulatory burdens can be seen as a form of “regulatory competition”
between national governments.

Figure 17: Local government institutions eagerly partner with the private sector to promote new business
development
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The majority of business leaders who responded (66.7%) disagreed that local govern-
ment institutions eagerly partner with the private sector to promote new business
development. Regional growth and innovation systems are dependent on market and
production conditions and the methods through which they are regulated and sup-
ported. Although popular for larger multinational organizations, this can threaten the
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private business environment on New Providence as firms begin to consider “regime
shopping” (Streeck, 1998, 2001) to find more suitable operational and production
resources off the island. Nassau’s famous straw market that historically sold and traded
indigenous fruits, vegetables, meat, and fish is a prime example of this shift in strategic
orientation. Today, there is no formal requirement that the origin of products should
remain Bahamian, and in an informal study reported by The Nassau Institute (2007),
only 19% of the products sold are made of straw; 13% of the products sold are Baha-
mian, 52% of the stalls sell no straw products and 50% of the stalls sampled sell no
Bahamian products. Moreover, it was also reported that vendors claimed that foreign-
made products were more profitable and Bahamian products were not only poor in
quality but the supply was less reliable rendering the poor configurations within the
national systems. Increased dialogue can help negotiate a more appropriate, flexible,
and adaptable environment with new configurations that enhance the competitive-
ness of the island and influence the various ways the social, economic, and political
processes provide goods (Knill and Lehmkuhl, 2002). Hall and Soskice (2001) examined
the means of co-ordination under different institutional structures and reported, “each
economy displays capacities for co-ordination that will condition what its firms and
government do”. With such strong dissatisfaction, there is need for increased social
dialogue to promote the necessary solidarity for new linkages among institutions,
value-driven orientations, co-evolution, and institutional restructuring demanded by
the increasingly global and knowledge-based society.

PROACTIVELY SHARING INFORMATION AND RESOURCES

Figure 18: Business leaders proactively share information and resources when possible
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According to transaction cost theory (Williamson, 1985), a firm exists because it is
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capable of organizing resources more efficiently than markets. This approach is not
explained by economies of scale but rather by transaction costs, which include the
costs connected to conventions, communication, coordination and decision-making.
Accordingly, Boulton et al. (2000) classify the intangible and tangible assets as the keys
to creating value in changing business environments.

Information supply is considered a key component in the process of innovation. It is
dependent on the notions of environmental sensing, limited rationality, decision-mak-
ing, and “organizational relationship capital” (Agarwal and Selen, 2007), along with the
learning and diffusion process that affects the directions of technology development
(Porter, 1990). Schumpeterian principles of innovation between bundling and dynamic
institutional complementarities influence interactions through the economic, political,
social, and organizational interface. However, enhancing coordination or bundling is
seen to be a particular challenge on New Providence, as 56.6% of respondents ex-
pressed business leaders do not proactively share information or resources (Figure 18).
This can ultimately result in potentially higher transaction costs as actors cannot rely
on efficient (with limited unforeseen contingencies), equitable, and mutually benefi-
cial transactions often afforded ex ante by good reputation. This factor was identified
in the study to be one of the most important issues to improving business prospects
for success and trust. Additionally, the island’s business environment lacks an efficient
information and communication infrastructure and the government accepts little
responsibility to signaling the emerging trends and problems for firms (as noted with
MITl in Japan), and up-to-date information is notoriously hard to garner. Local firms
must therefore fend for themselves and play a stronger role in sensing factor disad-
vantages and trends, while identifying opportunities. Solidarity and social capital are
necessary conditions for establishing self-organization and building of bottom-up
initiatives through effective use of local knowledge (Cooke and Morgan, 1998). Partici-
pants identified the following factors which supported the need to exchange ideas,
information and resources in order to improve their prospects for success on New Prov-
idence: increased participation in business decisions; the need for continuous learning;
overcoming the inefficiencies of many businesses/daily activities; improvement of the
social environment; more small business interaction with large ventures; maintaining a
good reputation; partnering with local government and successful business leaders to
promote successful new businesses; and enhanced government responsiveness with
improved infrastructural developments (e.g. improved services from BTC). This entails
persuading private-sector actors to share information, improving the ability to make
credible commitments, and altering their expectations about what others will do so as
to pursue long-term benefits from mutual cooperation. However, the study suggested
that 56.7% of respondents expressed that entrepreneurs, start-ups, and new compa-
nies did not receive all aspects of industry cooperation and partnership (Figure 19).
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Figure 19: Business leaders on the island treat entrepreneurs, start-ups, and new companies as full partners
in all aspects of industry cooperation
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Porter (1990) recognizes that sharing information and/or resources can introduce cir-
cumstances of conflicting economic interests between vertically or horizontally linked
firms (e.g. suppliers’and buyers’ negotiations ultimately to determine the division of
profits) that may bias or restrict information flow in the pursuits for stronger relative
bargaining power. Mechanisms (such as trade associations, alumni networks, family/
quasi-family ties, concentrated geographic proximity, etc.) must facilitate interchanges
to ease transactional difficulties. Information flows, along with the information archi-
tecture within territorial structures, act as a conduit for innovation and give meaning
to something intangible or “in the air’, as Marshall (1891) described it, which permits
innovation to proceed in some places while not in others.

Nevertheless, as identified in the study, the interconnectedness of firms enhanced the
exchange and flow of information. Improving the social environment can become a
mechanism for overcoming inertia and inflexibility and is of growing importance in
modern competition. This may also encourage business leaders on the island to treat
entrepreneurs, start-ups, and new companies as full partners. Respondents expressed
that industry cooperation was of importance for New Providence’s business environ-
ment. This could improve the likelihood of new approaches that according to Porter
(1990), tend to impact the environment by vertically deepening (more specialization)
or horizontally widening (diversification) industrial developments. Porter further states:
“Information is a means to overcome inertia and create a sense of urgency in firms.

It is integral to upgrading of competitive advantage in established industries and to
compete successfully in new industries.”
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Figure 20: Current ratings of the island as an
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Figure 21: Five-year outlook for the overall
quality of the island as a place of business
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Both the informal and formal mechanisms, ranging from relationship capital to con-
tract enforcement, play a critical role for structuring the market and ultimately shaping
the sub-optimal norms and business behavior observed on the island.

SUMMATION

Despite the critical factors identified in the research, respondents rated the island as an
overall moderately good environment for conducting business (Figure 20). The major-
ity of respondents considered the island to be “fair,’ with a notable faction awarding a
“good”rating. When presented with a question that focused on a five-year outlook, the
majority of respondents were split on setting their expectations beyond the level of
conditions as they exist today (Figure 21).

RECOMMENDATIONS EMERGING
FROM RESULTS

OVERVIEW

This study adopted a systemic approach to the non-linear, evolutionary, and functional
perspectives on socio-economic innovation processes. It is clear that existing business-
es and entrepreneurs will face significant challenges to establishing an environment
more conducive to economic progress. Although a strong environment of regional
innovation does not guarantee a prosperous economy, a weak one has been found to
almost always result in an under-performing one (CoC, 2004).

Many microeconomic factors need to be revisited in order to support the island’s criti-
cal social development. Wint (2003) postulates that ignoring the smallest firms can
lead to serious negative implications. For example, using the latest numbers for em-
ployment-generation (provided by the Bahamas Department of Statistics, 2004), it is
estimated that approximately three times more employees work in smaller companies
with employees ranging from 1 to 49, compared to larger companies.

The innovation climate within New Providence has been cited to possess problematic
features such as:

- a mediocre business environment (poor infrastructure),

- inadequate levels of operations,

« challenging norms and behaviors,
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Benefits can only be sustained if national investment and reinvestment are encour-
aged. The literature points to various dichotomies affecting global and local produc-
tion systems, national and regional level innovation and trade versus non-traded

market activities. This paper draws on early lessons learned from the Commission of
the European Communities (2004) by choosing to reduce these dichotomies to basic
forms. Approaches range from, “not doing anything” (a laissez-faire approach that

implies that innovation should be entirely left to market forces) to “doing something”
(presenting options for continual efforts intended to stimulate debate and launch a
process of consultation). The “doing something” option accepts the new innovative

paradigm (Figure 1), and requires removal of key barriers to foster a favorable innova-

tion climate.

KEY PRIORITIES FOR NEW PROVIDENCE
The analysis in the foregoing sections identified a number of barriers impeding in-
novative capacities (Figure 22). New Providence Island must make attempts to support
and promote innovative initiatives to sustain their quality of life while building global
competitiveness. New Economic Strategies (2003) describe innovation”...as not simply
about technology or the adaptation of technological tools; it is about new governance
models, new ways of working together, and new uses of technology to address a chal-
lenge or exploit an opportunity in a continuous fashion.”

Figure 22: Largest disparities detected by results
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The results of the research suggested that transformational and transitional activities

remain highly reliant on a stable macroeconomic foundation. It will require new kinds
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of institutional mechanisms, which can shape the needed microeconomic change to
overcome geographic isolation and build new competencies to attract foreign invest-
ments.

The most effective mechanisms for government support of small firms lie in activities
that respond to their most pressing challenges. Chief among these are the disparities
that inhibit the formation of innovative systems. To overcome the current inertia and
revamp economic trajectories, the island’s immediate priorities lay in developing new
policies and incentives to strengthen the business environment, innovation networks
and linkages, and the social constructs (norms and attitudes). It is accepted that the
island cannot be competitive in all areas of production and services. Its leaders must
commit to a common vision and agenda. For the immediate term, development is
contingent on activities that deliver strong growth potential supported by research.
Factors that currently have the largest impact on business prosperity (Figure 22) are
those that reduce the cost of conducting business (directly or indirectly), improve the
efficiency and effectiveness of local and national government regulations and improve
the dialogue between local government and the private sector. Table 1 presents the re-
lationship between most disparate factors and the recommended response strategies.

Table 1: Top three disparities with priority responses aimed at delivering strong innovative potential

PRIORITY  DISPARITY FACTOR RESPONSE STRATEGY

1 Local customers Improving the efficiency and effective-
ness of local and national government
regulations and permitting procedures
while taking advantage of dependency
on home demand

2 The cost of doing business on New Reducing the cost of conducting
Providence Island (specifically, the cost business (directly or indirectly)
of real estate, wages and salaries, and
utilities)

3 Local government institutions eagerly Improving the dialogue between local
partner with the private sector to government with the private sector in
promote new business development order to promote new business devel-

opment.
RECOMMENDATIONS

The following recommendations constitute an action plan to address key barriers to in-
novative performance and productivity. These barriers are considered to be adversely
affecting the productivity and growth of the island. The current stagnation of growth,

poor productivity, and low innovation performance implies deterioration of Bahamian
enterprises’ competitive performance. Looking through the lenses of social agency, the
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lack of entrepreneurial spirit and narrow global consideration is an important issue to
the negative socio-economic system and innovation. Maintaining the current trajec-
tory, the island will soon experience difficulties sustaining its real wages and quality

of life. Building an innovative culture will contribute to sustainable developments

and growth patterns that improve productive capacities and strengthen business
competencies and profitability. The basic conditions for development of the innova-
tion capacity require: building awareness, involvement of stakeholders, a shared and
realistic strategic vision, building endogenous process for the exploitation of loca-
tional specificities and assets, and the knowledge of the changing global, national and
regional contexts. Asheim’s (2004) findings can be applied to support this prescription.
Notably, New Providence will have to reduce risk and promote sustained business per-
formance for its indigenous and ambitious small enterprises. The following speculative
solutions aim to enhance a new economic dynamism while recognizing the heteroge-
neity of firms. The mutually reinforcing multiplier effects are better understood against
a complex adaptive system theory. The associative complexities demand multiple
approaches at the firm, region and national level. The ultimate goal is the development
of new behavioral characteristics and interfaces throughout the business ecosystem.
As this innovative outlook is the first of its kind for New Providence, instructional cases
will be selected to support the recommendations and lessen barriers.

REDUCING THE COST OF CONDUCTING BUSINESS (DIRECTLY OR INDIRECTLY)

Today, on New Providence, no programs exist which explicitly target improving the
technological capabilities of local suppliers. Reducing the cost of conducting business
(directly or indirectly) will demand ongoing identification of local assets, creation of
strategic government programs, access to new information and knowledge, and new
policies. Strong rhetoric captured during the study suggested the need for an endog-
enous approach to access financial resources. It is recommended financial resources
be pooled from several sources. These include personal funds, private sector contribu-
tions, development agencies, academic institutions, funds from subsidiaries or associ-
ated companies, joint guarantees of loans, venture capital or local investment funds,
micro-credit schemes, funds from other business enterprises, venture capital funds,
local authorities, funds from government and funding from supranational and interna-
tional organizations. A number of instructional cases have been identified (Appendix
1). One successful example is reported by the European Regional Development Fund
(ERDF), namely under the IMP (Integrated Mediterranean Programme).

The research findings suggested that businesses are restricted by a financial chasm or

equity gap limiting products and services. The view was often expressed that the up-
front cost of incremental innovative initiatives is simply too high, challenging the likeli-
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hood of economic success. The island faced fundamental challenges to linking its pri-
vate sector with its capital providers and establishing business support organizations.
This challenge is not new, as other countries have dealt with similar circumstances,

as witnessed in the EU through the Risk Capital Action Plan (RCAP) and Gate2Growth
program. Both seek to match supply with the demand for risk capital. (Currently, Ba-
hamian governmental policies display little confidence concerning the ability of small
firms to create new ideas, processes and products and to translate them into economic
value and wealth). Nevertheless, renewed policies and enhanced financial engineering
tools (Appendix 2) can increase confidence in the Bahamian business environment by
encouraging access to diverse forms of financing (seed, angel, venture, and corporate),
influencing micro-level cost-benefit calculations, and installing new incentives for
economic development.

Successful models in the UK are observed where business “angels” have delivered
financial support and experience to innovative projects. For example, in Wales, to
improve the understanding of demand for innovation finance amongst Welsh firms
and to identify supply weaknesses, the Wales Innovation Relay Centre (WIRC), Welsh
Development Agency (WDA), and Xénos were established to provide access to capital
through connecting wealthy individuals (so-called “business angels”) to promising
small and medium enterprises (SME). Also in the UK, the Aston Reinvestment Trust
(ART), based in Birmingham, is being used to fill the gaps in the conventional finance
market. It operates in a niche between bank lending, grant funding, and charitable
donations. Their return is social rather than financial and repayment terms range
from six months to 10 years. On New Providence, for financially engineered initiatives
(like those in Kera, Finland in 1971 at the regional level) to be successful, the business
environment must offer the needed capital. Supporting businesses need to open their
capital to third parties while mainstream financial institutions work on heightening
their level of risk tolerance. The reduction of upfront investments is seen to be espe-
cially important for small start-up businesses that normally have limited funding. This
notion was expressed by one of the research respondents, who stated that “...having
to pay customs duty upfront on products purchased for sale is a major strain on busi-
nesses”.

Increasing interaction between businesses can lead to the development of mutual
innovative strategies (i.e. cooperative supply of inputs) that can help firms cope with
the rising costs and promote a quality driven focus as opposed to price competition.
Similar cases are observed in Wales through the North Wales Training and Enterprise
Council Limited (Celtec).

Many respondents displayed neo-classical reasoning by advocating a system of sales
tax or value added tax (VAT). Although introducing a new tax system would incur
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high implementation and maintenance costs, a successful program would theoreti-
cally allow tax to be applied to higher valued goods, post the innovation process. This
could fundamentally alter the absolute cost of a number of production processes
and ultimately impact the island’s comparative advantage. However, tax reductions
or subsidies may not induce the needed change to overcome the existing barriers to
innovative processes. Furthermore, considering the government’s dependency on
this revenue, taxation presents a critical challenge to building a strong innovation-
based economy without eroding the island’s current locational conditions. The CoC
(2001) suggests that models targeted at lowering costs of inputs (i.e. wages, taxes,
and recruiting companies through financial incentives) are ultimately self-defeating.
An evolutionary approach encourages the path to sustainable prosperity through the
development of corporate and strategic capabilities (at the firm, regional and national
levels) that lower risks and the associated costs to support higher productivity (in
terms of value creation and social conditions) and enhanced regional economies. The
CoC (2001) further suggests that such conditions may be measured by the costs of
products and services.
Figure 23: Financial Supply Chain
Preconditions 5
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' -Venture capital funds - including seed capital funds — and - Avision for the regional future, - Factoring
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Adapted from: www.eurada.org (2008)

New Providence firms that hope to innovate rely heavily upon a variety of local sup-
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port agents, such as banks, investors, lawyers, consultants, and training bodies. A num-
ber of weaknesses in the financial supply chain were identified during the research
(Figure 23). These weaknesses were noted in the following statements from survey
respondents:

« The main thing is they should make loans for new or expanding business easier to get and
more information about getting loans out there. Also keep the interest on the loans very
low. Also, the national health insurance needs to go. They want the new business people
to pay a part of National insurance and part of medical and minimum wage and now
National health insurance. It is hard on the entrepreneurs.

« Educate Bahamians on how to set up and operate Investment clubs of 6 to 12 investors to
ease the burden of raising capital..Bahamians must be exposed to skills necessary to grow
their businesses beyond The Bahamas - for example how to develop and grow a global
niche market.

- Viable governmental small business enterprises program. Most critical hurdle facing new
business is availability of operational capital.

Although the island is home to a strong financial services industry, banks are posi-
tioned as lenders not investors meaning that firms seeking growth finance must meet
strict criteria to qualify for loans. As a result, indigenous small enterprises often depend
on a negotiated bank overdraft to continue operations, which Cooke et al. (2001) state
is not the best route for new economy growth firms. Cooke et al. report a similar case
in Northern Ireland. Banks should not be expected to take the lead in boosting the
island’s innovation economy. Subsequently, to guide and nurture new businesses, and
as the Northern Ireland case demonstrates, it is essential to disseminate information
and financial know-how (i.e. different risk mitigation methods) through mechanisms
such as entrepreneurship classes. Activities of investment facilitators can proactively
provide the tools necessary for firms to overcome risk and cost barriers. Simply bring-
ing investment seekers and providers together periodically and complementing more
informal “First Tuesday” style monthly gatherings with expert public presentations
would make a compatible first step.

IMPROVING THE EFFICIENCY AND EFFECTIVENESS OF LOCAL AND NATIONAL GOVERN-
MENT REGULATIONS AND PERMITTING PROCEDURES WHILE TAKING ADVANTAGE OF
DEPENDENCY ON HOME DEMAND.

The regional view of innovation systems ascribes a strong role to regional government
because of the strong impact of public and private governance (Porter, 1990, 1998;

42‘



‘ Special Report 2008

oL

BAHAMIAN
INNOVATION
.ORG

Best, 1990, 2000). As Guinet and Pilat (1999) state:

Innovation is no longer dependent on how firms, universities, research institutions and reg-
ulators perform, but on how they work together. Institutional and organizational rigidities
can stifle innovation and deliberate government policy is needed to break such strictures
down...The barriers to innovation are several and a detailed analysis of the functioning of
[the] innovation system is often needed to identify the possible policy responses...Govern-
ments have a new and responsible role, which is to build the coherent policies needed for
innovation to flourish and the knowledge-based economy to grow and prosper.

Business leaders expressed key concerns about the structural nature and inefficiencies
of government regulations, corruption, rent-seeking behaviors, poor training, and anti-
productive permitting procedures. Market inefficiencies and less effective regulations
must be resolved to induce effective change. Additionally, for efficient and effective
regulations to be installed, knowledge must be diffused and policy lessons learned
(Asheim, 2004). Existing bottlenecks in the local production systems must also be ad-
dressed. Strengthening government permit procedures, institutional mechanisms, and
local infrastructure will generate necessary linkages for upgrading the innovation sys-
tem as was achieved in Scotland. The lack of systemic thinking through unproductive
industrial and innovation policies led to the inception and successful implementation
of the Scottish Enterprise Association.

One respondent referred to the issue of corruption in government agencies as another
area of concern. It was expressed that in his industry, “favored” competitors enjoyed
reduced rates on imports while he suffered the disadvantage of a slow (perhaps
deliberate) application processing time. Such diseconomies of time, either intention-
ally or due to poor processes, demand changes. The establishment of efficient counter
powers (such as a Department of Institutional Integrity) can ensure a more reliable
system of meritocracy as well as a control on bureaucratic inefficiencies. For example,
the World Bank’s Department of Institutional Integrity (mandated by the World Bank
Group) offers another instruction model for developing a department committed to
investigating allegations of fraud and corruption in operations as well as allegations of
staff misconduct. Nevertheless, implementing regular institutional audits that focus on
innovation related obstacles would begin a process of transparent reform and devel-
opment while encouraging the new institutional mechanisms to act as honest brokers
to serve a common vision. Such audits should be implemented by independent bod-
ies, which possess the capabilities to make recommendations and monitor the applica-
tion and effectiveness of resulting programs. Furthermore, as Aubert (2004) supports,
establishing efficient counter powers, made chiefly of users of the public services
(including entrepreneurs), will get the services better functioning and less sensitive to
corruption. Ensuring increased transparency will strengthen the regulatory and proce-
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dural frameworks by enhancing standards and operating practices; policy reform will
improve the overall environment for healthy competition. The evolutionary approach
that advocates for the learning-to-innovate framework must complement the will-
ingness to adopt new social behaviors. Strengthening the social fabric provides vast
contributions to the absorptive capacity of firms (e.g. in the case of Third Italy), rais-

ing the level of competitiveness-- which is the greatest challenge to Bahamian firms.
Undeniably, there will still remain the risk of vulnerability to market versatility but this
approach can help to upgrade local markets and enhance sophistication. The current
lack of sophistication in New Providence’s home markets, contributes to bottlenecks
for pursuing innovations (historically proven in the cases of the Bahamian tobacco,
tomatoes, shipbuilding, and pineapple industries). Craton (1962) recounts a number of
these cases where more economical technologies of competing regions (Florida, Cuba,
Jamaica, and Hawaii) gradually replaced Bahamian trade.

IMPROVING THE DIALOGUE BETWEEN LOCAL GOVERNMENT WITH THE PRIVATE SECTOR
IN ORDER TO PROMOTE NEW BUSINESS DEVELOPMENT.

The results of the study identified that, generally speaking, existing policy instruments
do not promote the advocacy needed to provide synergies for private sector develop-
ment and economic growth. Improving the dialogue between local government and
the private sector begins with building awareness for an innovation culture. Interna-
tional examples can be observed in regions such as the Da Vinci Overijssel Innovation
Award (Netherlands), Forum Innovation Limburg (Belgium), Technological Institutes

in Valencia (Italy), and the ‘Smart Wales'initiative (Wales) to name a few (Appendix 1).
Improved social agency will also require a long-term commitment to improving the cli-
mate of mutual trust among partners. Local proponents must begin by bringing atten-
tion to the key issues and policies affecting the private sector and needed to strength-
en the links within the region to increase capacity for global opportunities, resources
and influences. Intermediate structures (such as development agencies, chambers of
commerce, businessmen’s associations, etc.) offer tools for interface between the gov-
ernment and private sectors, managing transactions, and pursuing objectives towards
implementing/improving regional public policies.

Results of the study mirror the results found in the SMEPOL project, implemented in
the European Union. Another example is observed in the introduction of the OECD
LEED methodology confirming that strategic alliances are becoming increasingly im-
portant for developing new processes. This is not to suggest abandoning the current
hierarchical mode of intervention (where principal institutions dictate the coordination
of markets through hierarchies and with formal arrangements between firms in a sup-
ply chain) but to recommend a wider and more diverse set of policy modes to suit mul-

44‘



r

BAHAMIAN
INNOVATION

.ORG

Special Report 2008

tiple environmental conditions. A consistent flow of mutual interchange can address
issues of the “people’s climate” as well as of the “business climate” (Florida, 2000; 2002a;
2002b). In Limburg, Belgium, actions aimed to foster conditions for innovation have
resulted in initiatives that aim to bring government and firms closer together while
fostering closer co-operation between the government services and departments.
These actions include the successful implementation of a“one stop shop”in combina-
tion with a feedback box, which allow actors to participate directly and efficiently in
forums (referred to as‘Forum Innovation Limburg’) to collect feedback and reports of
contradictions and shortcomings in laws and/or regulations.

Shifting towards a new business paradigm demands businesses reconsider their insti-
tutional and regulatory context and self-sustaining paradigm to include key relation-
ships between local government agencies to harvest the advantages of non-market
relations. This perspective recommends the development of new specialized institutes
for collaboration in order to support horizontal strategic interaction, both across and
within supply chains. These linkages also help to communicate a powerful collective
voice and tool for interfacing with government while pursuing objectives towards
implementing regional policy instruments. At the same time, caution is recommended
for any departure from the well-established and historical institutional endowment.
Radical changes toward new institutional models may disrupt the existing routines

for solving coordination problems and ultimately risk dissolving existing sources of
comparative institutional advantage. Specialized collaboration should focus on the key
challenges of effective proximity to increase their embeddedness within local agglom-
erations. Experience from the Technological Institutes in Valencia (Italy) demonstrates
the valued contribution of specialized centers.

Considering the required interventions for indigenous small enterprises within the
island’s context, new policies are indicated to help these small enterprises overcome
size-related barriers that currently limit their innovative capability (Smallbone et al.,
2000). Specific emphasis on good practice with innovation policy principles can be
identified through a number of cases world-wide (Appendix 1). Common to the major-
ity of cases, developmental agencies often are established to act as the needed change
agents in their sectors and regions. Within many of these cases, institutional recogni-
tion of genuine and efficient representation (especially within management and deci-
sion-making bodies) is a prerequisite for success. For New Providence, key benchmarks
should include: number of jobs created, number of companies supported, number and
duration of partnerships, volume of co-financing mobilized, methods used to mobilize
private partnerships, composition of decision-making and management bodies, legal
framework developed, intervention mechanisms, budget involved, and duration of
operation.

45‘



r

BAHAMIAN
INNOVATION

.ORG

Special Report 2008

Finally, strengthening the dialogue between the triple helix (university, industry and
government) would increase the utilization of local knowledge resources towards gain-
ing alignment among institutions, economic developers, and entrepreneurs to support
innovation. Less innovative small firms need to be mobilized toward a more coopera-
tive mode that encourages local mediation and negotiation between economic actors
and government while defining common strategies and institutions. This will enhance
the degree of local autonomy while improving vertical and horizontal co-operation
mechanisms throughout the value chain.

CONCLUSION

It is apparent that the effectiveness of the island’s operational environment and sup-
porting infrastructure are influenced by the interplay of many businesses operating

in the island. Each of the recommendations has responded to the need for advocacy
activities at the national, regional and firm levels. In a perfect market, it is accepted
that economic value is agreed upon by supply and demand. However, the novelty and
uncertainties of innovations influence the price mechanism toward quixotic responses.
Therefore, it is argued that businesses as well as policy-makers must consider advocacy
activities to reinforce the success rate within local economic systems. Stimulating the
regional economy and promoting long-term change and improvement will be critical
to the future competitiveness of the island.

The aforementioned discussion identifies New Providence Island to be unique in terms
of size, economic structure, culture, and history. The legacy of the past has resulted in

a relatively low level dynamism between economic actors restraining the atmosphere
for entrepreneurship. Many of the tangible assets in the region are operating at moder-
ate levels making it hard to sustain competitiveness. A new focus on enhancing intan-
gible assets is needed to reinforce the value of the creation process and the perception
of regional excellence. Despite it all, the island possesses the autonomy to address its
place-specific barriers and enhance the seemingly neglected contribution of its indig-
enous small enterprises. Inter-institutional relations and new methods of implement-
ing supportive policies may deepen the absorptive capacity needed to induce change.

In the open-ended questions, the majority of respondents advocated for reactive
policy orientation that would attempt to raise local endowments. However, allocat-
ing additional inputs for innovation must be accompanied by increased awareness
and supporting efforts that contribute to enhanced resource utilization (Nauwelaers
and Wintjes, 1999). Greater investments in local developments, infrastructures, finan-
cial mechanismes, institutions, training, and institutions for collaboration can enable
economic development and economic growth potential. Innovation policies should
build on the evidence and remove the key barriers to systemic innovation. In the
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longer term, through an evolutionary perspective, new policies should begin to display
more pro-active orientation and ultimately strengthen the island’s innovative capacity
and regional prosperity. In the shorter term, the complex model for policy intelligence
must take into account island specificities with emphasis on engaging in an interac-
tive and “partnership minded” mode of policy intervention to provide for the needs

of small enterprises (Nauwelaers and Wintjes, 1999; Ashiem and Isaken, 2002; Ashiem,
2004).

AREAS FOR FURTHER RESEARCH

Knowledge gained in other countries has clearly made key contributions to the innova-
tive initiatives of economies worldwide. However, the results of this analysis detected
that regional specificities play a significant role in hampering the innovative potential
of small enterprises within the context of an island. Acquiring local experience will
make vast contributions to the reliability and validity of future results. To make an im-
pact in the future, the priorities in the aforementioned recommendations will need to
be supported and strengthened by complementary efforts at the operational, regional
and national levels. In this respect, a concentrated innovative body will need to be
constructed to consider tactical approaches for addressing the disparities related to
the innovative potential of New Providence Island. Thus, establishing consensus, along
with a strong impulse to mobilize available resources, and building relevant indicators
will be areas for action in further steps. More specifically, this will require the success-
ful formation of a steering group with key representatives from both the regional and
local business and governmental bodies.

The primary goals of this steering group will be that of influencing and justifying priori-
ties, policies, and practices for strengthening the regional innovation platform. In turn,
this demands constructing optimal indicators to inventory, evaluate and monitor inno-
vative assets in combination with the changing environment (regional and global). The
resource limitations applied to the aforementioned study will need to be overcome

to include the entire population and to adopt a full research process that includes
face-to-face interviews. It follows that enhanced measurement instruments must rely
on key indicators to monitor the economic strengths and weaknesses for both the
short and long term (as seen in the regional and national measures outlined by the
European Commission in the context of the Lisbon strategy). Continuous intelligence
related to the broader-based innovation strategy must actively evaluate the activi-
ties, obstacles, capabilities, linkages, and benchmarks (i.e. PRO INNO Europe initiative)
to remain current on its agreed agenda. Such practical considerations will require
annually collected and more up-to-date location-specific data. Today, relatively weak
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statistical programs and facilities lack reliable information (concerning key aspects of
innovation), and largely dampen the enablement of innovative strategies that seek to
develop the island’s competitiveness, economic growth, and social agenda. Relying on
existing metric programs (for these innovative initiatives) restricts any possibility for
implementing targeted innovation interventions or support for sophisticated mea-
surement methodologies. Moving forward, involving the Department of Statistics in
the collection process can improve the non-response rate and extend industry cover-
age, resulting in a valuable contribution to the reliability and validity of results. By
extension, this can play a key role in strengthening consensus among regional leaders
responsible for introducing a regional innovation program.
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APPENDICES
APPENDIX 1: TABLE OF PRACTICAL RECOMMENDATIONS, BEST PRACTICES, AND INSTRUCTIONAL CASES.

The table below presents practical recommendations and best practices for New Providence Island (through the relationships between the island's priorities with the strategic level for transformation)
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VISION: Increasing the capacity of Indigenous small businesses to innovate and prosper in the context of New Providence Island.

C.Improving the efficiency and effectiveness of

D.Improving the dialogue between local government with the private

INTIATIVES FOR
REACHING THE
OBJECTIVES

Annual national award &
competition programs
(Wales ~'Smart Wales'
initiative; Overijssel - Da
Vinci'and the Overijssel
Innovation Award)

A2

Open days'at different
firms, universities, and
institutions

Al3

Setting up of an
innovation information
network, including
financing, consultation,
intermediaries etc.

Al
Competition for innovative
educational programs

ALS

Create Economic
Development Agency to
support and advise SMEs
at every step of the set-up
and development of
projects. (Lyon Area
Economic Development
Agency, France)

Setting up of:
Regional funds for
crediting
innovation

B12.

Financing patents
(and to
communicate the
winners). (Renaud
Dutreul, France)

B3,
Reduced p interest
rates on bank loans
through subsidies
granted by public
or semi-public
organisations. (Kera
Ltd, Finland)

B.14.

Setting up local
initiative platforms
where capital is
made available at
low costand
without interest
and/or guarantee
to enterprising
people. (Sarthe
Economic
Expansion
Committee
(France); ARD
Nord-Pas de Calais
(France) through
the various local
initiative platforms;
AGATE (France)
Initiatives tarnaises;
Private sector
Nord-Entreprise
(France); Kera
(Finland) and ALMI
(Sweden) :in the
form of investment
loans or other
special loans)

B1S.

Setting up a
‘joint-guarantee
society'for the
purpose of
allowing its
members access to
capital through
bank loans
quaranteed by a
third party. (EU)

B16,

Financial
organisation
specialising in
investments
related to
sustainable
development,
social economy,
social
development,
education, health,
culture, etc.
(Triodos Bank (B,
NL, UK); Okobank
D))

B.17.

Pooling of financial
resources from
several sources to
finance a
predefined
regional
development
strategy to form an
“Integrated
regional
development
operation”.
Supported - and
experimented with
~ by the ERDF,
namely under the
IMP (Integrated
Mediterranean
Programme).

Cooperative supply of inputs

B22.
Funding for technological
modernization (Central Macedonia)

822
“The financing of innovation (Limburg,
Belgium)

823

Informal investor network established
(Welsh Business Angels Network called
“Xenos’, Wales; LINC (UK), South West
Investment Group (UK), SITRA (Finland))

824
First stop shop in combination with a
subsidy expert (Limburg)

825
Accessing finance for innovation
(Strathclyde)

B26.

EMM Venture Capital Fund (Yorkshire
and the

Humber)

8.27.
Innovation fund (South Sweden)

B28.

Technology Development Programs
Grants to assist with the costs of
employing a full time technologist to
develop anew product or process
(Glasgow Development Agency, UK)

Establish a prototype development

Setting up of:

B Regional fund for guarantees for venture
investment. (Wales, UK)

8 Early financing program (i. Finance Wales
Program) aims to develop self-sustaining funds
to support the continued growth of SMEs.
Provides commercial funding (debt and equity)
toinvest in start-up and early stage SMEs (Wales,
UK

832
Setting up a mechanism for co-financing of
projects (Birmingham, UK - Aston Reinvestment
Trust)

B33.
Establishment of institutions for collaboration for
joint guarantee of loans and services

B34

Grants and loans should be considered
differently when defining equity within a
company.

B35
Setting up a supervisory framework (the
assessment of management process to identify,
measure, monitor and

control risks).

B36.

Innovation Network Program (West Midlands,
UK) offers financial support to groups of at least
three regional SMEs who are working together
on the development of an innovative product,
process or service and to enable the sharing of
best practice, widen the skills base, reduce
overheads and improve competitiveness

B37.
Establish Bankruptcy Prevention Centers

program. Repayable grants to assist with
the costs of developing a full scale
production prototype for new and
innovative products. (Glasgow
Development Agency, UK)

B30.

Third-Party Financing which is a
technique that consists in having the
engineering or material supplier finance
the investment. Itis especially used to
finance investment in energy savings
and new performing technologes.
(Essentially in the central part of
Northern Europe)

B3.1
Financial Mediation. Advice given to
SMEs by intermediary organisations on
how to approach financial institutions
when seeking loans or venture capital,
(GOM Viaams-rabant, Belgium)

Establish business incubators and
innovation centres can pursue general
objectives and offer general services
(general management advice, secretarial
and marketing support, access to
financing, accounting, technological and
legal advice, etc)

Incubators networks in Flanders
(Belgium), Nord-Pas de Calais (France)
Régie Départementale des Ruches
d'Entreprises; Réseau des Directeurs de
Pépinieres dEntreprises; The Sussex
Innovation Centre, (Brighton, UK);
SOCRAN (Liége, Belgium); BIC Liguria
(Genova, Italy); Twente (Netherlands)

8.33.
New tax system (VAT, Sales Tax)

B38
Financing start-ups without oss of
independency (SPINCRETE, Regional VC in
Crete)

B39.

Risk Capital for new product and services. Grants,
Ioans to be repaid after success,

owners capital (shares). (Fund of Innovation of
the Department of the Rhone)

83.10,
Fit for purpose financial systems. (PRAXE
Program, Greece)

B3.11
Setting up local venture capital or a local
investment fund. (AGATE; Filtarn, France)

B3.12.

Micro-credit Schemes/ Mechanisms

(Hackney, (UK); ALMI (5) : for women creating
enterprises WMEB (UK) : for migrants and ethnic
minorities; Kera (Finland) : for micro-enterprises
in creation or already existing. A special fund for
businesses created by women is also
operational)

8313
Solidair savings and loans bank/associations
which ask private individuals to invest part of
their savings in small local companies that are
not eligible to mainstream bank loans. (Ghent,
Belgium; Roubaix, France)

B3.14.
European Regional Development Fund (ERDF)

B3.15.

Risk Capital Action Plan (RCAP) and Gate2Growth
program that seeks to match supply with the
demand for risk capital. (EU)

B3.16
European Private Equity and Venture Capital
Association (EVCA). EVCA's role includes
representing the interests of the industry to
regulators and standard setters; developing
professional standards; providing industry
research; professional development and forums,
facilitating interaction between its members and
key industry participants including institutional
investors, entrepreneurs, policymakers and
acadennics. (Brussels, Belgium)

Diffusion and
communication
activities through
seminars in different
places around the
region. (Castilla-La

Setting up stronger
legal regulations
concerning the
protection of
intellectual property.

Mancha) c22
Install a Department
21 of Institutional

Innovation and
entrepreneurship
(commercial requests) | €22
systemtosimplifythe | Implementation of a
access to finance to “one stop shop" in
early stage innovation combination with a
through creating aone | "feed-back box"
stop shop for the (Limburg, Belgium)
available public
resources.
(Ostergotland, Sweden)

Integrity

c22
Human resources
support mechanisms
used to train, re-train or
reintegrate workers in
the labour market

c23.

Second Chance
Schools, Plan aimed at
reintegrating youth
falling out of school in
the world of
learning/training
(Marseille, France;
Setdbal, Portugal)

Establish new targeted
regional policy measures

D12

Mentoring program to
provide access to
know-how at affordable
prices for SMEs. (Lyon,
France) with retired
executives. (PLATO
Programme; Kempen,
Belgium)

D13,

Create agency that
assumes tasks to fund the
needs-driven research
required by a competitive
business and industrial
sector, and to strengthen
the networks that are such
anecessary part of this
work. (VINNOVA, Swedish
Governmental Agency for
Innovation Systems)

D14

Create project that enables
and facilitates small and
micro enterprises to
perform effective
technology transfer and
establish national and
international partnerships.
(ISOPTT; UK, Germany, Italy,
Sweden, Greece, Bulgaria)

AR

Close co-operation
between the public and
private sectors aimed at
achieving joint,
pre-defined objectives.

D16,
Setting up of intermediate
structures'for pursuing
objectives of public interest
by means of interfaces
between the public and
private sectors. (Shannon
Development (Ireland),
Scottish Enterprise (UK),
CDDE Haute-Garonne
CDDE (France), Nord-Pas de
Calais RDA (France), GOM
(Belgium), Idelux (Belgium)
)

D17

Setting up a regulatory
framework conducive to
innovation (avoid
over-regulation, reduce the
cost of doing business,
eliminate red tape). (EU)

D18,

Adopting a new
‘partnership minded’
approach to policy
interventions and shifting
away from the hierarchical
policy modes. ("Third Italy’
Italy; SMEPOL Study, EU)

PRIORIIES A.Build an B. Reducing the cost of conducting business (directly or indirectly) local and national government regulations and | sector in order to promote new business development
innovation culture permitting procedures while taking advantage
of dependency on home demand
STRATEGIC Al Bl B2 83 c1 C2. D1 D2,
QBIECTVE Broadening the Creation of news Reducing upfront Improving access to financial resources through | Increasing the innovative | Strengthen Promoting dynamic New vision and policies
understanding about governance costs new financial mechanisms culture regulatory framework |interaction
innovation programs in light of reducing
tisks for SMES.
ACTIVITIES & Al B1.1 821 831 c21 c21 D11 D21

Setting up a project Steering
Committee consisting of
representatives of the regional
government, chambers of commerce,
industrial associations and trade
unions, higher education institutes,
research centers, financial institutions
and innovation support actors.

D22

Strong role for regional government in
partnership with entrepreneurial firms,
mission-driven agencies and
education and training institutions, to
create a coherent innovation policy
response (Northern Ireland; Best 2000)

D23,

Establish group of experts to promote
the need for"structural mobility”to
address the gap between the political
thetoric about the knowledge society
and the reality of budgetary and other
priorities that have shown little shift
(EU; see January 2006 press release
WWw, europa.eu)

D24

Conduct Foresight exercises as
framework to inspire, select, and
launch some new initiatives from
governmental side. (Flanders, Belgium)

D25

Community Policy in favour of SMEs
and the Regional Policy.

West Midlands Enterprise Board and
Lancashire PLC (which in the
meantime became Enterprise PLC)
(UK) for the public sector; CDDE
Haute-Garonne (France) : Conducting
files 3i for the private sector;

Kera Ltd. (Finland) develops regional
venture capital funds in technological
centres.

D2s.

Introduce new measures to allow
companies to adapt their workforce to
changing requirements. Labour
market flexibility namely makes it
easier to use part-time and
close-ended contracts, and improve
working time management. It
sometimes leads to changes in
occupational regulations

D27,
Regional Development Plans (Plan
Implementation Agreements, CSF,
etc). (France, EU).

D28,

Policy instruments should promote
synergies between tools and
environment through enhanced
*communicative interaction’. (SMEPOL
Study, EU)

D29
Establish Centers of Expertise’program
to identify regional strengths, and
create economic growth by increasing
the number of competitive products,
services, enterprises and jobs based on
the highest standard of knowledge
and expertise. (Finland)

D30.

Target policies to help SMEs to
overcome size-related barriers that
limit their innovative capabilites,
(Global Connection Strategy, Scotland)

31
Lisbon Strategy (EV)
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APPENDIX 2: SAMPLE FINANCIAL ENGINEERING TOOLS

EURADA (EU Association of Regional Development Agencies) define financial engineering tools,
as the following:

Business angels (informal venture capital): private individuals who invest part of their estate
in start-ups in the form of venture capital and also contribute their personal managerial exper-

tise.

Business Angels Networks (BANs): standing regional platforms that promote the matching of
business angels with potential investees.

Buyouts: existing investors’shares in a business are bought by the latter’s own management
team (MBO—Management Buy Out) or by another management team supported by a venture
capital fund.

Corporate venturing: venture capital invested by existing firms for the purpose of funding
innovative businesses set up by their own staff or active in industries considered of strategic
importance.

Development or expansion capital: financing provided for the growth and expansion of a
company, which may or may not break even or trade profitably. Capital may be used to: finance
increased production capacity; market or product development; provide additional working

capital.

Early stage (or start-up) finance: equity invested in businesses that are past research and de-
velopment but need additional funding to market their products and services.

Equity: Ownership interest in a company, represented by the shares issued to investors.
Expansion: growth, bridging or restructuring capital.

Factoring: a technique whereby SMEs sell invoices to specialized firms.

Financial package: a combination of different funding sources.

Grants: subsidies paid—without an obligation to refund—by public authorities to companies
investing in a region for the purpose of facilitating their establishment or expansion.

Leasing: hire-purchase of capital goods.
Loans and debt: the main sources of funding for SMEs.

Mezzanine: combination of equity and loans. Applicable interest rates are often comparatively
high.

Proof of concept: Finance provided to a researcher’s team to support the validation of their
business ideas. Often, the financial instrument takes the form of a grants and subordinated
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loans.

Quasi-equity investment instruments: Instruments whose return for the holder (investor/
lender) is predominantly based on the profits or losses of the underlying target company, are
unsecured in the event of default and/or can be convertible into ordinary equity.

In assessing the nature of such instruments, the Commission will have regard to the economic
substance of the instrument rather than to its name and the qualification attributed to it by the
investors. In particular, the Commission will take into account the degree of risk in the target
company’s venture borne by the investor, the potential losses borne by the investor, the pre-
dominance of profit-dependent remuneration versus fixed remuneration, and the level of sub-
ordination of the investor in the event of the company’s bankruptcy. The Commission may also
take into account the treatment applicable to the investment instrument under the prevalent
domestic legal, regulatory, financial, and accounting rules, if these are consistent and relevant for
the qualification.

Replacement capital (also called secondary purchase): Purchase of existing shares in a
company from another private equity investment organization or from another shareholder or
shareholders - an investor buys another’s stake.

Risk capital: Equity and quasi-equity financing to companies during their early-growth stages
(seed, start-up and expansion phases) in the hope of a return on investment (ROI) that is both
large and speedy, on a par with the level of risk taken.. It includes: (1) informal investment by
business angels; (2) venture capital; (3) alternative stock markets specialized in SMEs and high-
growth companies.

Seed capital: Financing provided to study, assess and develop an initial concept. It precedes the
start-up phase. Seed capital is required to fund a business project before the product or service
is marketed. Seed capital is often pivotal in high-tech projects to allow businesspersons to con-
duct surveys as well as research and development on prototypes that will become companies’
core business.

Start-up capital: Financing provided to companies for product development and initial market-
ing. Companies may be in the process of being set up or may already exist, but have not sold
their product or service commercially and are not yet generating a profit.

Venture capital: Investment in unquoted companies by investment funds (venture capital
funds) that, acting as principals; manage individual, institutional or in-house money. It includes

early-stage and expansion financing, but does not include replacement finance and buy-outs.

NB: Loans and debt are still the main sources of funding for SMEs; this is why regional guarantee
schemes are also useful tools to support SMEs in their search for financial sources.
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Who are we?

Bahamianinnovation.Org is a small group of elite business minds committed to the future
position of Bahamian competitiveness. A nonpartisan, nongovernmental organization,
Bahamianinnovation.Org aims to urge the debate on competitiveness, technological
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