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Abstract

Globalization and financial integration have cauagzhenomenal growth in cross-border equity
flows both internationally and regionally among iBeean Community (CARICOM) member
states. All CARICOM countries have open financiarkets and have been subject to worldwide
equity flows. Further, despite the absence of métly integrated market, there is much
evidence of cross-border trading in equity amond@EFOM countries. The paper accomplishes
the following (1) a study is carried out on thedtetical and empirical literature on cross-border
flows in developed and, especially, developing ¢oes; (2) empirical evidence of cross-border
flows and cross-listing of equity capital among ABRM member states is provided where the
information exists (3) a Gravity model is used xplain cross-border FDI flows between
countries of the Organization for Economic Co-ofiereand Development (OECD) and
CARICOM countries; (4) Policy recommendations asdswhich will inform policy makers,
stock exchange managers and others about thefgaimg&ross-border trading and aid in further
integrating CARICOM markets.

March 2010



1. Introduction

The existing literature examines equity flows priityaas they arise in industrialized countries
and in the bigger developing countries of Latin Alceg Asia and Africa. This paper is an
attempt to provide a study of cross-border flowsagithe very small countries of the
CARICOM region, which is generally an under studieela. Cross-border equity flows take the
form of Foreign Direct Investment (FDI) and Poritiolnvestment and data on these flows to and
from CARICOM countries, including flows between CKFOM countries, are difficult to

obtain. In most cases, the data simply do not exidtthis has been the biggest challenge faced
in doing this study. There are generally two typeEDI: FDI involving the acquisition of new
plant and equipment in a foreign country, knowiGasenfield investment, and FDI involving
the acquisition of an existing firm in the targetiatry which is referred to as a cross border
merger or acquisition. Data on both types of F2larailable although the literature generally
does not differentiate between the two. Data howpx@vide evidence that, since the 1980s,
world FDI flows mainly take the form of mergers aahuisitions (UNCTAD 2002), although
FDI flows to developing economies such as the CABCregion are principally Greenfield,

owing perhaps to the lack of suitable firms foreign companies to acquire or merge with.

Despite the existence of open financial marketsthagresence of international equity flows in
the CARICOM region, stock markets in the regioniaran embryonic stage of development and
cross-border trading of stocks is low. Furthehaligh the CARICOM region has been subject
to a fair amount of FDI activity, there are widsghrities across member states in terms of the
magnitude, timing and frequency of FDI flows (Céelan Trade and Investment Report 2005).
Cross-border equity inflows are concentrated, withbulk going to Trinidad and Tobago,
followed by the Bahamas and Jamaica, with invesigggnating mainly from the United States
(US) and Europe. Intra-regional investments congels from Trinidad and Tobago with the

major recipient being Barbados, followed by Jamaica

The rest of this paper is organized as followghafollowing section, there is a review and
synthesis of the theoretical and empirical resefinctings regarding equity flows across
national borders. In section three, theoretical @mgirical evidence on CARICOM cross-border
flows are presented while, in section four, theadatd methodology used in the study of the

gravity model of FDI behavior are laid out and dissed. Section five presents the empirical



findings of the gravity model and section six gipedicy recommendations. The paper then
concludes.

2. Literature Review: Theoretical and Empirical Research Findings

Globalization and financial integration have cauedgrowth of cross-border equity flows to be
larger than world GDP growth and growth in interoial trade (OECD 2002). Studies since the
1960’s and early 1970’s have highlighted the adages of holding a global asset base rather
than limiting portfolio composition to local assetsly (Grubel 1968, Levy and Sarnat 1970,
Solnik 1974 and Lessard 1973). This is consistetht meo classical theory which states that, if
capital is allowed to flow to where its marginabguct is highest, its owners would receive the
highest returns. World aggregate savings wouldhaameled to the most profitable investments
and investor risk reduced through more opportuniie international diversification.

Developing economies lack domestic savings. Foreggpital inflows could resolve this scarcity
problem and, theoretically at least, simultaneoustyease competition and improve economic
efficiency in the domestic financial market. Thetfthat capital controls and other barriers to
international capital have been relaxed is no dbebause emerging economies are hoping to
advance their development agenda through finahbgalization and integration. Furthermore,
technology has improved the access to informatioreducing transactions cost, differences in
financial institutions are disappearing and thexeehbeen enormous improvements in financial

products, all of which may have contributed to lirgher levels of worldwide equity flows.

However, the 1994-1996 Mexican crisis, the Asians$tan and Brazilian financial turmoil over
the period 1997-1999 and the current internatifinahcial meltdown, which began in the latter
half of 2007 in the US housing market, have shdvewblatility and danger of developing
economies relying on foreign capital flows for gtbvgince these flows may discontinue at any
time and without notice (the famous ‘sudden stoglyther, investors are more prone to
suddenly taking their money out of developing ecoi®s whenever financial crises occur. Also,
equity flows can act as external shocks which eagatively affect macroeconomic variables in
developing countries, such as growth, inflatiord archange rates. Furthermore, according to
OECD (2002), “developing economies have poorly tped financial markets, regulation and
legislation, which restricts the benefits of forequity inflows”.



2.1 Portfolio I nvestment

Lately authors have argued that models of portfimh@stment flows should not be based on
factor endowment, comparative advantage and autarkgs but should rather seek to
incorporate differentiated assets, transactionsscogormation asymmetries and “familiarity
effects” (Portes and Rey 2004). Within the literatthere are two conflicting types of empirical
results about cross-border portfolio flows. Firsthere is evidence of “home bias” provided by
French and Porteba (1991) and Portes and Rey (280#4)e bias results when domestic
investors prefer to hold less foreign securitiethir investment portfolios despite the benefits
of holding a globally diversified portfolio. The biate continues as to whether home bias is due
to transactions cost, information asymmetries amdilfarity effects or whether it is due to
trading costs on the goods market (Portes and B@%)2 According to Tesar and Werner
(1994) high transactions cost do not hinder inteonal diversification making it an unlikely

explanation for the home bias phenomenon.

Alternatively, there is evidence that domestic stoes often buy foreign securities particularly
following unexpectedly high returns in foreign ctrigs. Such investors are referred to as
“return chasers” and their behavior is describettragd chasing” or “momentum investing”.
Bohn and Tesar (1996) believe that return chasiragsignificant reason for US equity investors
turning to foreign markets. Froot et al (2001)their study of forty four countries from 1994-
1998, provide empirical evidence that portfoliotare strongly influenced by past returns,
which is evidence of return chasing behavior. Cld® and Stulz (2005) provide evidence of
this in the Korean stock market.

Compared to developed countries, developing ecoe®mappear to be at a disadvantage in
attracting portfolio investment flows. Griffin-Jomiand Leape (2000) posit that capital flows into
developing economies decreased significantly falhgwthe East Asian financial crisis. The
current global financial crisis may therefore lowertfolio flows to CARICOM as there is a
slowdown of world growth. Griffin-Jones and Lea@@@0) further claim that the stock markets
of developing economies have become more integmatedhe stock markets of developed
economies reducing the gains from diversificatiomw returns accompanied by extreme
volatility, a lack of adequate and timely data,ustainable growth, corruption and inadequate
laws and law enforcement were also found to beoresiple for low portfolio flows to emerging

economies (Griffin-Jones and Leape 2000). Furthesnportfolio investors felt that there were
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not sufficiently large companies left in developegpnomies to invest in as most of the large

profitable companies have been sold to foreignctlirevestors (Griffin-Jones and Leape 2000).

World equity flows to developing economies havedmee increasingly concentrated with Brazil,
China, Mexico and Turkey accounting for over 80%lbequity flows to developing economies
(World Investment Report 2007). There is evideine investors prefer to invest in FDI rather
than portfolio investment in developing economig$-BI allows them greater control and
resolves the problem of insufficient protectiorfarfeign investors. Furthermore, cross-listing of
emerging economy stock may not bring the benefipeeted. Edison and Warnock (2003) show
that cross-listingof emerging market companies on a US stock exahezsylt in an immediate

but short lived rise in capital inflows.

In the literature there appear to be no set fadtdiisencing cross-border portfolio investments.
There have in fact been few studies on this suljecause of inadequate data and there exists no
comprehensive theory of international portfoliofk However the factors affecting global
portfolio investment flows are often divided inteternal “push’ factors and domestic “pull”
factors. Baek (2006) reports that portfolio inwesht in Asia was pushed by investor risk and
other external factors such as world GDP growthrJadvstock market performance and US
interest rates, while pull factors such as domegtevth, domestic inflation and exchange rates
affect portfolio investment in Latin America, magiportfolio investment in Asia more volatile.
The size of a country’s market, interest ratesharge rates, information asymmetry, distance,
transactions technology, transparency, trade imgand services, stock returns, tax rates on
interest and dividends and barriers to internationeestments are factors that were studied and

empirically tested.

Portes and Rey (2004) and Portes, Rey and Oh (23@l1gravity models to prove empirically
that information asymmetry is a main factor deteyrcross-border portfolio flows. Gelos and
Wei (2005) use data from emerging markets and ecafly show that investors systematically
place less funds in countries that are not tramspaMoreover, funds have a tendency to exit

non-transparent countries more quickly during aridéalloy (2005) provides evidence that local

* Cross-listing occurs when a firm lists its equitages on one or more foreign stock exchanges itianldo its
domestic exchange. It is a frequently used metboéricouraging foreigners to purchase a counttgisksas it
supposedly creates an enlarged investor base ar@hges marketability of a firm’s stock.



stock market analysts are more accurate thanftireign counterparts. Bailey et al (2007), in
their study of Singapore and Thailand, find that ébility to process information more

efficiently by local investors constitutes a barti@ foreign investors.

International portfolio investment may also be &dko international trade in goods: given that
the typical investor does consume some level efinational goods and services, he/she can
hedge his international consumption basket by hgldn international investment portfolio.
Lane and Milesi-Ferretti (2004) posit that bilatexquity holdings are strongly correlated with
bilateral trade in goods and services. Other stusl®w that portfolio investment flows to
developing economies depend on the country’s osmieeforeign investment. Bekaert et al
(2002), for instance, study twenty emerging markets find that, following financial
liberalization, equity capital inflows increased by % but three years later there was a reversal.
Griffin et al (2004), based on a study of nine egireg markets, show that, within a few days,
equity flows into these countries increase follogvingh stock returns. Similarly, Lusinyan
(2002) studies US investors in thirty two emergimarkets and concludes that they were
attracted by strong growth and efficient stock netgk

2.2 FDI

There is an ongoing debate as to whether FDI isfimal for developing economies. The
OECD (2002) outlines the following benefits of Ribldeveloping economies: “technology
spillovers, improved human capital formation, cimttion to international trade and integration,
increased competitive business environment, enldagcierprise development, all of which
leads to higher economic growth which is an impdrtaol in poverty reduction, improved
environmental and social conditions through transfeleaner technology and more socially
responsible corporate policies. However, low lewéleducation, health, low technological and
entrepreneurial expertise, and insufficient opeanedrade, weak competition and inadequate
regulatory framework found in developing econonmesstrict the full benefits of FDI".

Numerous factors affect FDI flows and economistgehstudied the relative importance of these

factors in specific industries, over time and asrosuntries.



Macroeconomic variables such as national incomayarinflation and exchange rates are seen
as key factors in affecting FDI behavior. Studi@amining macroeconomic variables have been
done by Froot and Stein (1991) and Grosse and Ao€\i996). Foreign investors seek markets
that are large enough to support their operatioaisbenefit from economies of scale. Real GDP
can be used as a proxy for market size. UNCTAD 4)8%®und market size to be a primary
determinant of FDI. High inflation creates uncartgiregarding the net present value of a costly
long term investment. Trevino et al’s (2004) study atin American countries confirms that
foreign companies invest less in developing coastwith high inflation rates. Additionally the
exchange rate can affect FDI decisions. The val@ecountry’s currency can fall due to
economic and political upheaval and monetary pok@yreign investors incur higher costs when
a host country’s currency falls in value. Thus astant real exchange rate would attract greater
FDI inflows. CARICOM economies are characterizeddwy GDP and growth, high inflation
rates but exchange rates have remained relatitedhjesas most are pegged to the US dollar. In
the gravity model presented below real GDP of #éngdt and acquisition countries were looked

at and also the prevailing price level in targetrdoes.

Financial markets are also important in affectimg investment decision of firms. Any type of
investment is unable to take place without finahnaiarkets as they provide the capital needed.
The stock market and the banking sector act adges/of long term capital. These are the two
sources of capital looked at in this study. CARIC@b&bnomies tend to have less developed
stock markets compared to OECD countries and thiere€ly more heavily on private credit.

The ‘tariff-jumping’ hypothesis can be used to explFDI flows. This hypothesis states that
firms enter domestic markets either through expartsy setting up local production facilities,
but as the cost of exports increases thorougmtipesition of tariffs, firms are more likely to
establish local production facilities. See Braingtfl97), Markusen (2002), Carr et al (2001) and
Blonigen et al (2003). Trade flows between coustdan therefore shape FDI. If FDI acts as a
substitute for trade there would be a negativdicglahip between FDI and trade. A stylized fact
however is that FDI and trade are positively cated, which seems to suggest that the trade
coefficient can therefore be positive or negative further analyze the effect of trade on FDI,

various regional trade agreements can be lookédl &iovanni 2005).



Distance may act to stimulate or discourage FDAn$actions cost play a great role in a firm’s
FDI decision. In the international finance litenaulike the international trade literature, such
costs are assumed to increase with the geograjgténde between two countries due to
information asymmetries. Evidence is provided byté®and Rey (2004), Portes, Rey and Oh
(2001) and Ahearne et al (2000). In this case nicgtand FDI are negatively related. However, a

stylized fact is that FDI and distance are posijivelated.

Besides the distance between two countries cuthaginfluence transactions cost. One aspect
of culture is language. Information may be commatad more easily if both countries share a
common language and this acts to stimulate invegtamshown by di Giovanni (2005) and

Buch et al (2004). There are many other factorckvhct as a proxy for transactions cost such as
private sector regulations, bank specific and memwaomic factors (Buch et al 2004). For
practical reasons and limited data this study onlysidered distance and a common language in

affecting transactions cost.

Another factor that may affect a firm’s FDI decisiis the tax rate in the host country, though
Economists do not consider it be a major deterntitdowever, as the economy becomes more
globalized international investors will increasingbnsider the tax burden of different countries.

Table 1 below summarizes the main factor affeatimgs-border portfolio and FDI flows.

Tablel
Main Factors Affecting Portfolio Investment and FDI
Factor Effect Factor Effect
GDP/ market size + Transaction costs/ technology -
Inflation - Transparency +
Exchange rates - Trade in goods and services/ | -/+
agreements
Stock market development/ returng + Capital cdsitro -
Availability of private credit + Tax rates -
Information asymmetry - Interest rates -
Distance -[+ Dividends +




3. Theoretical and Empirical Evidence of Cross-Border Equity flowsin CARICOM

Data shows that CARICOM cross-border equity floasktoff in the late 1980s as member
states recognized the importance of intra-regiinahcial flows and financial integration. The
Grand Anse Declaration (1989) created a Single Btaakd Economy and proposed a
CARICOM Regional Stock Exchange (CRSE), which wauedmit the free movement of
capital. This period also coincided with the reViehthe neoclassical paradigm of outward-
looking, market-oriented development, with globatfian and financial liberalization being the
way forward. Since then CARICOM economies have hghof the global trend of increasing
financial liberalization, which has led to a sigesint increase in cross-border capital
movements. According to Williams (2009), greatempetition, firms seeking higher rates of
return and their need to expand their businedsamegion have also contributed. Worrell and
Jhinkoo (2008) posit that CARICOM intra-regionabdéy flows mainly take the form of cross-
border ownership involving the largest companietheregion, particularly in the financial
sector. It is also possible that CARICOM cross-deorequity flows are of a “resource and
market-seeking nature rather than of an efficiemrciechnology-seeking nature” (Caribbean
Trade and Investment Report, 2005). Also, the sm@an Trans-Caribbean corporations has
augmented equity flows in the region, with theirimnactivity being in Trinidad and Tobago
followed by Barbados and Jamaica (Caribbean Traddravestment Report, 2005). CARICOM
intra-regional trade is however still larger thesintra-regional equity flows (Caribbean Trade
and Investment Report, 2005).

3.1 CARICOM Portfolio Investment

CARICOM cross-border trading in stocks is a fandgent phenomenon, beginning only in April
1991 when the three major stock exchanges - thedBlas Stock Exchange (BSE), the Jamaica
Stock Exchange (JSE) and the Trinidad and TobagckSExchange (TTSE) - began cross-
listing. Since then all other CARICOM countries bastablished a stock exchange in one form
or the other. There are currently nine stock exghann the CARICOM region: in addition to
the three already mentioned, the six others ar8#iamas International Securities Exchange
(BISX), the Belize Stock Exchangée Guyana Association of Securities Companies and

Intermediarie{GASCI), the Haiti Stock Exchange, the SurinaneEExchange and the Eastern



Caribbean Stock Exchange (ECSE). At the moment CA&ARM stock markets are in an

embryonic stage of development, which poses chgdiefor cross-border activity in the region.

The Stock Exchanges are small in terms of the numidéested companies relative to the number
of companies in each given country (Jones-Hendnitk994). According to Bissember (1997)
there are rarely any new issues on the Guyanes& 8xahange and this is no different
elsewhere in the CARICOM region. Moreover, the CBRM Regional Stock Exchange
(CRSE) is still yet to be made a physical entitygugh it was created as far back as 1989 by the
Grand Anse Declaration. CARICOM has however ma@aghbs in its rules and regulations to
accommodate cross-listing. In the future “CARICOivha for the CRSE to advance the free
movement of capital across the region, increasesitmvent opportunities, encourage optimum
financing for CARICOM firms and enhance the attirgatess of the region as an area for
investment” (CARICOM Secretariat 2008).

Studies on cross-border trading and intra-regioagpltal flows in the CARICOM region have
been done by Ramsaran (1986), Jones-Hendricks®d ) aad Bissember (1997). According to
these authors, cross-border CARICOM flows ariseadest amounts as these markets are
characterized by low liquidity, low secondary tragli limited Initial Public Offerings and offer a
narrow range of products (Sergeant 2009). CARIC@lsmarkets have also been shown
empirically to be weak form inefficient (Watson Z)0mplying that trading volumes including
cross-border trading volumes, are low. In addit@ARICOM firms rely heavily on domestic
savings and prefer debt financing rather than gguihether domestic or foreign (Caribbean
Trade and Investment Report 2005). Also, the héglell of investor risk particularly foreign
exchange risk, deficiency in timely information dadk of hedging instruments which are
particularly important when there are floating exice rates have been identified as being

responsible for the low volume of cross-borderitrgdJones-Hendrickson 1994).

Regional trading in stocks in the CARICOM regionynadso be low because of inadequate
levels of investor education. The CARICOM Secretiaf2008) argues that “CARICOM
nationals are not used to investing in stocks;eratiey take investment to mean activity like
buying a house or putting money in the bank”. Tduk lof efficient trading systems is also

responsible for low cross-border trading though G&BM countries are moving towards



electronic trading systems. For example the JSElend TSE have implemented the Horizon
Electronic Trading System while the BSE has impletaé the Order Routing method. The
ECSE and the BISX also have automated trading mgstelowever Guyana, Belize, Suriname
and Haiti still use an open outcry system. To iaseeintra-regional trading of stock all
CARICOM countries have to implement modern tradiggtems (Sergeant 2009). There is also
the problem of inadequate regulation, interlockilirgctorates and few institutional investors
(Sergeant 2009).

Sergeant (2009) argues that the existence of naaniy-owned businesses, where there is little
or no effective division of ownership and contiiela major reason for the small number of listed
and cross-listed companies in the region. Alss @ipensive for firms to list on the domestic
stock exchange due to listing fees, legal feestla@dosts of producing proper financial
statements. Cross-listing, on the other hand, lerttagher costs as firms will have to comply

with foreign reporting standards and may have tomeile financial statements with

international standards. These costs may be hiphearthe benefits to be gained as secondary
trading activity in CARICOM is low.

Of the stock exchanges in the CARICOM region, thafsBelize, Haiti and Suriname at this
point in time have data neither on listed compan@sany cross-listed stocks. For a complete
enumeration of all listed and cross-listed compapie the other CARICOM stock exchanges,
see tables Al to A6 in the appendix. The JSE, wisithe oldest exchange, commenced
operations in 1968 and, to date (December 2008)tHehighest number of companies listed as
shown in table 2. The TTSE, which opened in 198%,the second highest number of listed
firms followed by the BSE. All others have lessrit2 listed companies. The fact that each
domestic stock exchange is at a different levelesfelopment would pose problems for cross-

border trading and the formation of the CRSE.
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Table?2
Number of Domestic and crosslisted firms as at December, 2009

Stock Exchange Total Number of Number of Local Number of Cross- Per centage of
Firms Firms Listed Firms Cross-Listed Firms

1.TTSE 38 26 12 32%

2.BSE 25 20 5 20%

3.JSE 46 43 3 7%

4. ECSE 14 11 3 21%

5.BISX 19 17 2 11%

6.GASCI 14 13 1 7%

Source: Individual Stock Exchanges

These numbers are inconsequential when compaedtmnges like the New York Stock
Exchange (NYSE), Nasdaq, the London Stock Exchahgelokyo Stock Exchange and
Euronext where over 3000 companies are listed. Allsmmber of listed companies would lead
to a low amount of foreign purchases of stocksiaestors are limited in their choice.

CARICOM countries must therefore seek to encouragee firms to list on their exchanges.

There have been marginal increases in the numhbspss-listed firms on each stock exchange
in CARICOM. The latest development has been theszhsting of Trinidad Cement Limited
(TCL) on the GASCI in January 2007. Overall there B4 cross-listed CARICOM firms. Of
these, First Caribbean International Bank of Badsashd TCL are cross-listed on 4 CARICOM
exchanges, followed by Grace Kennedy Limited om@ &damaica Money Market Brokers
Limited on 2 (see table 3 below). All other cros$dd companies are listed on their domestic
stock exchange and 1 other CARICOM stock excha@g&ICOM cross-listed firms tend to be
those with business operations across the regspecelly in the financial sector (see tables 3
and 4 below). Worrell and Jhinkoo (2008how that the cross-listing of securities on the
region’s 3 major securities exchanges (BSE, JSETAIRE) has made a limited contribution to
the deepening of financial integration. As the nemdf listed and cross-listed companies
grow(s) there would be an increase in equity investmesttiments available to regional

investors increasing equity flows in the region.
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Table3
CARICOM CrossListed Companies, as at December 2009

Cross-Listed Company Home Other Exchanges on which
Exchange Listed
1. First Caribbean International Bank BSE BISX, BECSSE, TTSE
2.Trinidad Cement Limited TTSE BSE, ECSE, GASCEJS
3.Grace Kennedy Limited JSE BSE, ECSE, TTSE
4. Jamaica Money Market Brokers Limited JSE BSESET
5. Neal & Massy Holdings Ltd. TTSE BSE
6. Guardian Holdings Limited TTSE JSE
7. National Commercial Bank Jamaica Limited  JSE ETS
8. Barbados Shipping & Trading Company Ltd. BSE ETS
9. Supreme Ventures Limited JSE TTSE
10.Capital and Credit Financial Group Limiteq JSE TSE
11.Sagicor Financial Corporation BSE TTSE
12.Scotia DGB Investments Limited JSE TTSE
13.Capital and Credit Merchant Bank Limited JSE ETS
14.Fortress Caribbean Property Fund BSE TTSE
Source: Individual Stock Exchanges
Table4
Distribution of Cross-listed Firms, as at December 2009
Sector Number of Firms Percentage
Conglomerates 3 22%
Financial Services 9 64%
Manufacturing 1 7%
Trading 1 7%
Total 14 100%

Source: Individual Stock Exchanges

There are different types of cross-listing. CARICGiNMhs have engaged in ordinary listing

whereby a firm lists its shares for trading oneatsit two exchanges located in different countries.

However, with financial innovation, there are otheethods of cross-listing. CARICOM

countries may implement depository receipts todase regional equity flow activity.

Depository receipts are bank issued financial seesirepresenting a share of ownership in a
public company traded in a foreign currency. lba# the investor to purchase equity in foreign
countries without having to go directly to the figremarket. A depository receipt listing
improves the liquidity of a firm’s stock as its ppective investor base is expanded together with
the visibility of the company on both the domesind foreign market stimulating cross-border

flows.
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Another phenomenon is that of firms in emergingkets seeking cross-listing on the world’s
largest stock exchanges. The Bahamas and Antigh8arbuda are the only CARICOM
countries to have done so. Teekey Tankers (Bahdoraged was listed on the NYSE in 2007
and Steiner Leisure Limited and Ultrapetrol Limitedre both listed on the Nasdaq in 1996 and
2006 respectively. Sinovac Biotech Limited from iyt and Barbuda was listed on the Nasdaq
in 2009. A priori, this is expected to increaseinational equity flows though empirical
evidence provided by Edison and Warnock (2001) shinat cross-listing of emerging market
equity on a US exchange results in an immediateshortt-lived rise in capital inflows.

3.2CARICOM FDI

FDI is playing an increasingly important role irethlobal economy: flows have increased
exponentially since the 1980s, rising from US$a0dni in 1980 to over US$600 billion per year
over the period 1998-2007 (UNCTAD 2008). What ige@d-DI outflows from OECD countries
account for a consistently large share of worlavver the period 1970-2007. On average,
they account for 74% of the total over the perisilh a maximum of 92% and a minimum of
58%. CARICOM inflows, on the other hand, are a staie proportion of world outflows: on
average 0.55% over the period 1970-2007, with aimax of 2.61% and a minimum of 0.03%.
CARICOM'’s share of the world’s inflows tends toltal the pattern of its share of OECD
outflows. Table 5 (a)-(b) below shows some bastistical information about the ratio of
OECD to world FDI outflows, of CARICOM FDI inflowsd world FDI outflows and of
CARICOM FDI inflows to OECD FDI outflows:

13



CARICOM Inflowsto OECD Outflows 1970-2007
(&) Summary Statistics
OECD/WORLD CARICOM/WORLD CARICOM/OECD

Mean 74.04
Median 73.94
Maximum 91.62
Minimum 57.86
Std. Dev. 8.77

1970
1980
1990
2000
2001
2002
2003
2004
2005
2006
2007

Table5
Ratios (%) (1) OECD to Total World FDI outflows (2) CARICOM Inflowsto World Outflows (3)

(b) Time Series Data

(1)
73.78
89.85
84.75
82.41
76.29
74.09
66.29
58.63
65.38
66.76
68.59

0.55
0.37
261
0.03
0.61

(2)

2.61
0.49
0.21
0.13
0.29
0.34
0.53
0.42
0.39
0.32
0.26

0.75
0.51
3.54
0.03
0.80

(3)
3.54
0.54
0.24
0.16
0.38
0.46
0.80
0.72
0.60
0.48
0.38

Source: UNCTAD, FDI database

Figure 1 below shows graphically the evolutionha tatios from 1970 to 2007:
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Figurel
Ratios (%) (1) OECD to Total World FDI outflows (2) CARICOM Inflowsto World Outflows
(3) CARICOM Inflowsto OECD Outflows 1970-2007
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Notwithstanding its small share of world FDI flowdARICOM has experienced higher levels of
international and regional FDI flows compared totfodio flows. International FDI flows are
largely Greenfield investments (which is the cagé wther developing countries) as there are
usually not many domestic firms attractive enoughfirms from developed companies to
acquire, while intra-regional flows are primarilyengers and acquisitions as CARICOM firms
find it cheaper to expand this way (Rambarran dbdwne 2006).

A major problem faced in the study of CARICOM crdmsder FDI flows is that flows by
geographic source and destination are difficutitlitain for CARICOM countries except in the
case of Trinidad and Tobago. The Central Bankkerrégion have only now begun
disaggregating the flows by source and destinafibe. |latest data available from the UNCTAD
gives information for the period 1990 to 2002 amel data are incomplete in that the data set is

based on only the few countries that chose to tepor
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World FDI inflows have increased five-fold from 1®f 2008 and CARICOM inflows
increased from US$827 million in 1995 to US$5608iam in 2008, a seven-fold increase
(UNCTAD, FDI database 2009) as shown in table 6wel

FDI Inflows by Region for Selected Years

Table6

Country/Region US$ Millions Per centage of total

1995 2000 2005 2008 1993 2000 2005 200
World 3411443 | 1381675 | 973329 | 16973532 | 100 | 100 100 | 100
Developed 22110358 | 1117795 | 613089 | 962258.67 | 65.4 | 81 64 61.45
Developing 115973.2 | 256882.8 | 329292 | 14909288 | 34.3 |18.71 |35.66 |38.23
CARICOM 826.51 1916.1 | 344535 | 5606.19 | 0.24 | 0.20 0.34 |0.33

Source: UNCTAD, FDI database.

CARICOM countries must however prepare for the wassthe UNCTAD’s World Investment
Report (2009) predicts a significant reductioniioss-border FDI flows because of the global
financial crisis which began in the US housing neaiik the late 2007. World inflows fell from
US$ 1.7 trillion in 2008 to US$ 1.2 trillion in 200There is expected to be a slow recovery in
2010 when inflows are estimated to rise to appraxaty US$1.4 trillion and to US$1.8 trillion
in 2011. CARICOM'’s share of world FDI inflows remaiminuscule compared to other
developing countries at a little more than 0.3 92008 compared to 38% for all developing

countries (see table 6 above).

CARICOM inflows have however been greater thamutlows since 1990: CARICOM
attracted, on average, over US$1.9 billion moretabghan it invested overseas in the period
1990 to 2007 (Overview of Global and CARICOM Invasnt Trends 2009). In 2008 the region
spent US$ 449.39 million in FDI outflows while rédag US$ 5606.19 million in inflows, a
difference of US$ 5156.8 million. Figure 2 belolwdtrates.
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Figure2
CARICOM FDI Inflows and Outflows, 1990-2008 (US $million)
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Source: UNCTAD, FDI Statistics database

Outflows come mainly from Trinidad and Tobago, whianks 36 out of 141 in the World
Investment Report Outward FDI Performance Indeg (able A7 in the appendix) while
outflows go largely to other CARICOM countries (Wbmvestment Report 2009).

The World Investment Report (2008) classified tlaa&@mas and Trinidad and Tobago as having
high FDI performance and potential, while Jamaité @Guyana were said to have high FDI
performance but low potential. Haiti and Surinaneenvboth considered to be underperformers.
The Report ranked the Bahamdsahid Guyana in terms of Inward FDI performance for
2007(see table A7 in the appendix). This is a ficamt improvement for Guyana given that it
was ranked 40in 2004. Trinidad and Tobago accounts for the ésglevel of inflows owing to
its large hydrocarbon industry. However in 2008nisard FDI Performance rank went from 36
to 54 out of 141 countries indicating a fall in feemance (World Investment Report 2009). All
CARICOM countries except Saint Kitts and Nevis &utiname experienced an increase in
inflows from 2000 to 2008. However, there have b&gnificant year to year fluctuations.
Bissember (1997) asserts that “CARICOM FDI inflogdesnot exhibit a smooth upward trend;
rather, the flows are erratic’. CARICOM economies primarily natural resource based with

activities concentrated in primary and tertiarytsessnamely, mining, energy, agriculture,
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forestry and tourism services with some diversifarainto garments and data processing

(Caribbean Trade and Investment Report 2005).

FDI inflows to the CARICOM region are becoming pregsively concentrated. The Caribbean
Trade and Investment Report (2005) found that B62Antigua and Barbuda, the Bahamas,
Jamaica, Saint Lucia, Suriname and Trinidad anchgolwere the main investment recipients,
attracting 85 % of FDI inflows, but, in 2008, orthe Bahamas, Jamaica and Trinidad and
Tobago accounted for this same percentage of isfldable 7 shows FDI inflows for individual
CARICOM countries for the period 2000-2008.

Table7
CARICOM FEDI inflows, 2000-2008
US$ Millions
Country 2000 2001 2002 2003 2004 2005 2006 2007 | 2008
Antigua & 67 112 136 179 95 238 361 358 255
Barbuda
Bahamas 469 498 312 642 443 563 706 746 700
Barbados 19 19 17 58 -12 62 105 233 133
Dominica 20 21 272 32 27 3P 29 61 50
Grenada 39 61 64 an g6 13 D6 190 168
Guyana 67 56 44 26 30 17 102 162 178
Haiti 13 4 6 14 6 26 160 7b 30
Jamaica 469 614 479 721 602 682 882 867 789
St. Kitts & 99 90 83 78 63 104 11p 164 94
Nevis
St. Lucia 58 63 119 11p g1 82 238 259 110
St. Vincent & 38 21 34 55 66 4( 100 117 96
Grenadines
Suriname -148 27 146 201 286 3P9 323 316 -P34
Trinidad& 680 835 791 804 1001 940 883 830 3047
Tobago

Source: UNCTAD, FDI database
CARICOM'’s share of world Greenfield investments basn low. From 2002 to 2008 it

averaged less than 0.1 %. Moreover, the numberedéi@ield investments has declined from 6
in 2007 to 3 in 2008 (see table A8 in the appendixgenfield investments coming out of
CARICOM have however been higher, reaching a highddn 2003 with Trinidad and Tobago

being the main investor (see table A9 in the app@ndlhe values of cross border mergers and
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acquisitions, where the seller was from CARICOM, filem 2003 to 2005 but increased
significantly in 2006. However, Grenada, Haiti kK#its and Nevis and Suriname did not
contribute. The Bahamas was the main recipientviagemore than 73 per cent of all mergers
and acquisitions in CARICOM (see table A10 in tppendix). In terms of CARICOM
purchases of foreign companies there has beehfeofal 2004 to 2005 with a recovery in 2006.

The Bahamas has been the main investor here (deefthl in the appendix).

The limited merger and acquisition activity in CAFDM may be due to the thinness of
CARICOM stock exchanges, the low level of developmee the financial sector and a
predominance of family owned and controlled buseegRussell and Khan 1996). According to
Russell and Khan “the 1990s marked the first wdwaerger and acquisition activity in
CARICOM and Trinidad & Tobago owned commercial bamlere the leaders”. Data on
CARICOM cross-border mergers and acquisitions atally not published. CARICOM

mergers and acquisitions take place mainly in ithenicial sector, particularly banking.
Internationally this trend also holds. Intra-regib@ ARICOM investment is principally of the
merger and acquisition type and it has been usatst cases of cross-border investment in the
financial services sector in the region and theylargely the result of government divesture
mainly among commercial banks and some activityragrinsurance companies and directives

from multilateral lending agencies (Russell and iK&i896 and Rambarran and Elbourne 2006).

The Central Bank of Trinidad and Tobago providesitkd data on all FDI inflows and
outflows. The main FDI investors into the economg the USA, the UK while inflows from
Germany and India have been mounting. Table 8 bgloes details:

Table8
Trinidad and Tobago FDI by country of origin, 2000-2007 (US$ Millions)

Country | 2000 2001 2002 2003 2004 2005 2006 2007

USA 315.9 372.3 352.Y 375.8 697.5 693.8 626.7 574.4
UK 254.7 307.1 290.9 2974 169.9 164.5 150.1 159.1
Canada 1.9 7.1 7. 117 2.6 1.4 2.6 2.9
Germany 14.9 36.% 348 35.6 42.5 41.4 37.6 43.1
Japan 0.0 0.1 o1 0.2 0.1 0.2 0.2 0.2

India 111 20.8 19.8 20.1 24.2 16.4 26.5 21.2
Other 82 91.1 85.2 675 61.3 22.0 39.0 29.1
Total 679.5 834.9 790.y 808.3 998.1 939.7 882.7 .30

Source: Central Bank of Trinidad and Tobago

19




Trinidad and Tobago continues to be the main ingional CARICOM investor, investing an

annual average of US $ 156.92 M for the period 1898009. Its primary recipient is Barbados

followed by Jamaica. Table 9 below gives detail§mfidad & Tobago’s FDI outflows by

company of origin and destination to countrieshef CARICOM region over the period 1999-

2005:
Table9
Trinidad and Tobago FDI Outflowsto CARICOM, 1999-2005
Year |Local Company Foreign Company Host Value of
Country Investment
US$M
1999 | Neal and Massy Barbados Shipping and Tradinddarbados 24.6
Company
Guardian Holdings Limited| Mutual Life Crown Eagleda Jamaica 30.1
Dyoll Life
Republic Bank Limited NBIC Guyana 5
Republic Bank Limited Republic Bank Barbados Lirdite Barbados y.
Trinidad Cement Limited Caribbean Cement Company maiea 29
Total 90.7
2000 | Angostura Holdings Suriname Alcoholic Bevesage | Suriname 0.7%
Royal Bank ABN, Amro Suriname 89
Total 9.65
2001 | RBTT Financial Holdings Union Bank of Jamaica Jamaica 35.6
Total 35.6
2002 | Ready Mix West Indies Premix and Precast Gdeacr Barbados 0.4p
Ansa McAL Grenada Brewers Limited Grenada 0.45
Total 0.87
2003 | Republic Bank Limited Barbados National Bank arlidos 109.4
RBTT Ernst and Young Trust Company  Barbados 3
National Insurance Board Barbados Shipping andifigad | Barbados 32
Republic Bank Limited East Caribbean Financial St. Lucia 8.4
Holdings
Total 152.8
2005 | Neal and Massy Holdings Shell Jamaica Jamaica 35
Total 35

Source: Caribbean Trade and Investment Report j2@&ntral Bank of Trinidad and Tobago BOP Rep6@®

Table 10 below gives details of total investmenfbyidad & Tobago companies in various
CARICOM countries over the period 1999-2005:
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Table 10
Trinidad and Tobago Investment in CARICOM countries, 1999-2005 (US $ Million)
Country Amount
Barbados 171.42
Grenada 0.45

Guyana 5
Jamaica 129.7
St. Lucia 8.4
Suriname 9.65
Total 324.62

Source: Central Bank of Trinidad and Tobago

Table 11 below gives the total FDI outflows fromnidad & Tobago to CARICOM over the
period 1999-2009:

Table1l
Trinidad and Tobago FDI inflowsto CARICOM for the period 1999-2009

Y ear FDI Outflows (US$M)
1999 90.7

2000 9.7

2001 35.6

2002 0.9

2003 152.8

2004 25.4

2005 341.0

2006 370.0

2007 0.0

2008 700.0

2009 0.0

Source: Central Bank of Trinidad and Tagba
4. A Gravity model for OECD-CARICOM FDI: Data and M ethodology

It has been shown above that the motives for iatenal equity flows are many and no single
econometric model can take into account all theabées. Furthermore, studies usually focus
specifically on FDI or portfolio investment flowsoae. While there is no fully developed theory
of cross-border equity flows, possible determinarithese flows have been identified as
economic size, macroeconomic stability, level oaficial sophistication, trade, transactions
cost, institutional/political/legal factors, geoghsy, common culture, information asymmetries
and the level of financial liberalization. Empiri@aalysis remains underdeveloped due to
limited data sets. Analysis of international equityvs are done mostly on FDI data which are

easier to obtain compared to portfolio data. Thg@mzhallenge faced by this study is the lack of
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data on cross-border equity flows among CARICOMntoes where both FDI and Portfolio
investment data sets are difficult to obtain. Asm@ably large data set is available for FDI data
flows between CARICOM and OECD countries, howeserthat some econometric modeling
and testing is possible.

The process by which FDI statistics are recordedlbgountries is by following the
international standards set out by the InternatidManetary Fund (IMF) in its Balance of
Payments manual. The OECD countries provide detaifermation, explicitly stating the
source and destination of all FDI flows. CARICOMuadries do not. The Central Bank of each
CARICOM country is responsible for recording FDiVils with the exception of the OECS
countries where the National Statistics Office iegrput this function. FDI statistics may be
found in the capital account of all CARICOM couagi Balance of Payments statement.
However the degree of detail varies. All CARICOMuatries in the study with the exception of
Trinidad & Tobago simply record gross inflows andflows. There is no information on cross

country flows, that is, the data do not say whheefltows come from or where they are going.

In this study, an attempt is made to model FDIlout$ of twelve CARCOM countries and eight
OECD countries using a Gravity model. Gravity maed&ve been traditionally used in
international Economics as an empirical model engtudy of bilateral trade in goods. The
model assumes that trade between countries canneaced to the gravitational forces between
two objects. Bilateral trade flows are directlyateld to the countries’ size measured by their real
GDPs and inversely related to the distance betwesmn. The model also states that a log linear
specification characterizes the data fairly weHu$ in estimating the model the logs of both
sides are taken. GDP captures the market dimeasidms expected to have a positive effect
while distance acts as a proxy for transport codtia expected to have a negative sign.
Additional explanatory variables and dummy varialdan be added for further analysis. The

basic model may take the following form:
InTj; = Bo + 1 INY;Y + B2 InDistance; + g;

whereT; is gross trade flows between country i an{ js the GDP of country Distance; the
physical distance between country i and countaygle; is the error term assumed to be

normally distributed with zero mean and varianceagdp 1.
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Pioneer studies using gravity models were doneiblgergen (1962) and Linneman (1966).
Though the models were empirically successful these criticized for their lack of theoretical
foundation. However, Anderson (1979), Deardorf @9®&venett and Keller (2002) and many
others have justified the use of gravity modeldleoretical grounds. Increasingly the model is
being adopted by financial economists for the stwfdyDI and portfolio flows between
countries. See, for example Portes and Rey (2B®tjes, Rey and Oh (2001), Flaven (2002),
and di Giovanni (2003).

The gravity model used in this study augments thedard gravity model with macroeconomic,
financial, trade, transaction costs and tax vagisisbme of which takes the form of dummy

variables. The specification is as follows:

In (FDIijx) = Bo + BalIn Yy + B2In Yy +B3In Py + B4ln (MC/YN); + BsIn (Credit/YN), + peln Dist; +
B7In Trade;: + Bs CUjjt + Po FTijt + P10 At + P11 Otherje + ProLang +Pizin
Taxiy +6;t

where i is the target country, j the investor coyritrepresents time arkDl;;; measures gross
FDI outflows from country i to country j in yearX,real GDP P the price levelMC stock
market capitalizationCreditis credit provided to the private sector by bané ather non bank
financial institutionsY" nominal GDPDist; the distance between the capital cities of coesitri
i and j, Trade; is real goods trade flow from country i taJU; is a dummy variable equal tol if
countries i and j belong to a common Customs Urfdijs a dummy variable equal to 1 if
countries i and j belong to a common Free TradeedgentSA; is a dummy variable equal to 1
if i and j belong to a common Service Agreem@iher;; is a dummy variable equal to 1 if the
target and acquiring countries i and j belong tp atimer type of Regional Trade Agreement,
Lang;;is a dummy variable equal to 1 if countries i astigre a common languadexis the
average corporate tax rate aggis the error term assumed to be normally distadwtith zero

mean and variance equal to 1.

A priori, the coefficients of the following variadd should be positively signed:MC Credit
andLang P andTaxare expected to be negatively signed while thessifrall the other
coefficients may be either positive or negative.

FDI data were taken from the OECD’s data base, hvhiees FDI inflows and outflows of all
OECD countries to the rest of the world in milliasfsUS dollars for the period 2000-2007.
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Twenty countries were examined: the OECD counttiee France, Germany, Hungary,
Luxembourg, Mexico, Netherlands, United Kingdom &hdted States of America while the
CARICOM countries were those for which data wadlalsbe-Antigua and Barbuda, Bahamas,
Barbados, Belize, Dominica, Grenada, Haiti, Jam&taKitts & Nevis, St. Lucia, St. Vincent &
the Grenadines and Trinidad & Tobago. Data forifled & Tobago FDI outflows to other
CARICOM countries were also included and were olgtdifrom that country’s Balance of
Payments Annual Report (2008). It must be statatlttie dataset is incomplete in that FDI
inflows and outflows were only given for the OECBuatries and Trinidad and Tobago. The
data for all other CARICOM countries represent leDtflows from CARICOM countries to
OECD countries only. This limitation is acknowleddaut the dataset was used because of the
lack of FDI statistics among CARICOM countries (Hswon 2005).

Real GDP data were taken from the World Bank’s \W@évelopment Indicators (WDI) where
they are recorded in billions of US dollars witB5used as the base year. Price level was
measured by the consumer price index in each opantt the data were obtained from the
International Financial Statistics (IFS) databag@ @005 as the base year. Market capitalization
data were taken from Standards and Poor’'s Emefgfiock Markets Factbook (2008) in

millions of US dollars and covering most of the swies in the study for all the years
considered. Private credit data were taken fromRRBedatabase and comprises credit provided
by banks and non bank financial institutions. Theadvere denominated in each country’s
national currency and had to be converted to Udolising the end of period national currency
to US dollars exchange rate for each year considénechange rate data were taken from the
IFS database. Nominal GDP data were taken fromi\Bé denominated in millions of US

dollars. The above was then used to construct #r&ehcapitalization to GDP ratio and the
private credit to GDP ratio for each year of thedst

Data on the gross bilateral trade flows among atesvere compiled from two sources: the
Caribbean trade (Carib trade) database and thedJNiations Commodity Trade Statistics (UN
Comtrade) database. The Carib trade database gasuif bilateral trade of only Caribbean
countries. The UN Comtrade database was thus osesld supplement. Information on whether
both countries belong to a common Customs Unioge Hrade Agreement, Service Agreement
and any other Regional Trade agreement was provigé¢de World Trade Organization

Regional Trade Agreements database. This was asgddte four dummy variables to further
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analyze the effects of trade. The database colldrade agreements up to December 2008 and
covers agreements which are in force but have een Inotified, those signed but not yet in
force, those currently being negotiated, and thoslee proposal stage. It also covers all the
countries in the study. Distance was taken to nilieaphysical distance between the capital
cities and was provided by the Central IntelligeAgency World Fact Book. Information on

whether two countries share a common language wa®htained from this source.

Tax data were provided by the World Tax Databasated by the Office of Tax Policy Research
at the University of Michigan Business. The databaf$ers a wide range of tax rates for 150
countries. It however does not cover all the yeatbe study. The average corporate tax rate of
the target country was used. Though this doesaqtice the full effects of taxes it was used to

simplify the analysis.
5. Analysisof Results

The gravity model was estimated by pooling the datass the twenty countries with the

method of estimation being (pooled) Ordinary Lezgtiares. Table 12 below summarizes the

results.
Table12
Summary of Results of Gravity M odel
Variable Coefficient p-value
Yi 1.198126 0.0000
Y 1.100664 0.0000
P -5.719124 0.0000
(MCIYY), 0.096901 0.0296
(Credit/YY); | 1.317641 0.0000
Dist -1.788559 0.0000
Trade -0.027167 0.1844
Cu 7.400023 0.0000
FT 15.00556 0.0000
SA -7.941388 0.0000
Other -8.793793 0.0009
Lang -2.937632 0.0000
Tax -0.245595 0.0000
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The real GDP functions as a measure of market Stz GDP coefficients were large, positive
and significant for both the target and acquiringrries. Thus countries with a high GDP are
more likely to be investors, and they are also ntikedy to invest in countries with high GDPs.
Buch et al (2004) found similar results in theudst of international bank mergers. The
coefficient for the price level is notably largedamighly significant. Firms wish to invest in
countries with a low and stable price level. Finaheariables appear to play a critical role in
influencing FDI outflows. A 1% increase in the markapitalization to GDP ratio leads to a
0.99% outflow of FDI. Private credit appears toypdd even more significant role since a 1%
rise in the private credit to GDP ratio causes Bltflows to increase by 1.32%. Similar results
are obtained by di Giovanni (2005) who finds thathithe market capitalization and private
credit to GDP ratios to be highly significant bioat the stock market played a greater role than
private credit. Also, Hijzen et al (2007), who studienty OECD countries, found that mergers
are positively affected by the size of the finahoiarkets in both the target and acquiring

countries.

The trade coefficient is not significant. FDI ménetefore be acting as a substitute for trade. In
examining the trade dummies a common service agneeamd other trade agreements

negatively impact on FDI. Alternatively a commonsBams Union and Free Trade agreement
positively impacts FDI. The precise impact of tragléherefore indeterminate, but it appears to

be more positive than negative.

The distance coefficient was negative and higtdyisicant. This illustrates the importance of
information asymmetries across countries in detgriiDI flows rather than transport cost
stimulating FDI flows. The larger apart two couesriare the higher the information cost which
would impact negatively on FDI. Portes and Rey @0Avestigated the hypothesis that distance
can be used as a proxy for information cost whiels highly significant.

The language dummy has a highly significant negatadue, which is contrary to a priori

expectations.

Taxes are highly significant in affecting FDI. Toeefficient is negative implying that lower
taxes attract greater FDI. However it must be nttatithe value of the coefficient is quite low.

FDI flows more freely from high income to high imoe countries. They are also facilitated by

the presence of a vibrant stock exchange and aretitet in the investor country but are
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discouraged by high price levels and oppressivedgines in the target country as by the
distance of that country from the investor countilye quantum of trade in goods does not
matter but the existence of trade and service agrts between target and investor countries
does.

6. Policy and other Recommendations

The following appear to be the most obvious poirasures that follow from the study above if

the intention is to encourage cross-border eqiotyd in the CARICOM region:

1. The Central Banks of the region must take stepet@lop procedures for recording the
inflows, by country of origin, and outflows, by aatuy of destination, of both portfolio
and foreign direct investment;

2. There is need to develop all stock markets in tARICOM region through the listing of
more local companies. Both the literature studedl the empirical study show that
cross-border flows increase with increasing mackgitalization. This may require
interventions to lower listing fees. This would bahe effect of encouraging cross-
listings and more FDI activity in the form of merg@nd acquisitions. It may also require
interventions at the level of families who own mokthe businesses that may be listed;

3. Special efforts must be made to develop the letbgeaexchanges (Suriname, Haiti,
Guyana and Belize), including the introduction lefcéronic trading platforms, since it
has been shown that cross-border activity in tereis favoured when the exchanges
are at a similar level of sophistication;

4. Development of the financial system is also to leoaeraged as both the extant literature
and our empirical study verify that this encouragess-border equity flows;

5. Monetary policy should be geared to keeping indlatiates low and exchange rates
stable as this is conducive to cross-border ediaitys.

6. Governments of the region should aim at a friemdé® regime since both the study of
the literature and the empirical study show thasstborder flows increase in the

presence of lower taxes.
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7. Conclusion

CARICOM economies are classified as small develppiconomies with inadequate savings for
capital accumulation. For this reason cross-boedeity flows play an important role. The data
however show that the majority of FDI comes from WS and Europe and, as for intra-regional
FDI, Trinidad and Tobago is the key player. Als&§RBCOM stock exchanges have a low
number of listed firms, limited IPOs, low secondamgding and limited financial instruments.

The large number of family-owned businesses, aostdved in listing, CARICOM citizens not
being used to investing in stocks, inadequate eggul, few institutional investors and
interlocking directors have all been identifiedoging responsible for the above characteristics.
To improve the levels of cross-border flows CARIC@buntries need to improve their
macroeconomic performance. Their GDP needs todrease and central banks must keep
inflation in check. Private credit facilities must expanded and oppressive tax regimes avoided.
International trade must also be encouraged anleiuenhanced through trade agreements. The
individual exchanges are too small to make a sicanit contribution to cross-border portfolio

flows. The proper establishment of the CRSE isefuge important.
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Appendix
Table Al: Local and Foreign Companieslisted on the JSE, as at December 2009

Company Local | Foreign | Company Local | Foreign

Finance 24.Pan Jamaican Investments
Trust Limited

1. Bank of Nova Scotia N Manufacturing

2.Barita Investments Limited N 25. Berger Paints (Jamaica) N
Limited

3. Capital & Credit Financial N 26. Caribbean Cement N

Group Limited Company Limited

4.Capital & Credit Merchant Bank 27. Desnoes and Geddes N

Limited Limited

5.First Caribbean International N 28. Jamaica Broilers Limited N

Bank

6.First Caribbean International N 29. Kingston Wharves Limited N

Bank Jamaica

7.First Jamaica Investments N 30. Mobay Ice N

Limited

8.Jamaica Money Market Brokers 31. Montego Freeport Limited N

Limited

9.Jamaica Stock Exchange N 32. Salada Foods Limited N

VP

10.Mayberry Investments Limited 33. Seprod Limited \

11. National Commercial Bank of 34. Trinidad Cement N

Jamaica Limited Limited

12. NCB Capital Markets Limited Other

13. Pan Caribbean Financial N 35.J.P.S N

Services

14. Scotia DBG Investments N 36. Jamaica Livestock N

Limited Association

15. Scotia Group N 37. Kingston Properties N

Jamaica Limited

Communications 38. Kingston Wharves Limited N

16. Cable and Wireless Jamaica] 39. Palace Amusement N

Limited Company Limited

17. Gleaner Company N 40. Pulse Investments N

18. Radio Jamaica Limited N 41. Supreme Ventures Limitedd

Insurance Retail

19. Guardian Holdings N 42. Carreras Limited N

Limited

20. Sagicor Life Jamaica Limited 43.Hardware and Lumber \

Conglomerate Tourism

21.GraceKennedy Limited N 44.Ciboney Group Limited \

22.Jamaica Producers Group N 45.Jamaica Pegasus Limited N

Limited

23.Lascelles, deMercado and N 46.Montego Freeport Limited N

Company Limited

Source: The Jamaica Stock Exchange (JSE)
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Table A2: Local and foreign companieslisted on the TTSE, as at December 2009

Company Local | Foreign | Company Local | Foreign

Banking 20.Trinidad Cement Limited \

1.BCB Holdings Limited N Trading

2.Firts Caribbean International N 21.Agostini’s Limited N

Bank Limited

3.National Commercial Bank N 22.Prestige Holdings Limited N

Jamaica Limited

4. Republic Bank Limited \ 23.Supreme Ventures Limited \

5.Scotiabank Trinidad and Tobago 24.Williams LJ B N

Limited

Conglomer ates 25. ANSA Merchant Bank N
Limited

6.ANSA Mc AL Limited N 26.Capital and Credit Financial N
Group Limited

7.Barbados Shipping and Trading N 27.Guardian Holdings Limited N

Company Limited

8.GraceKennedy Limited N 28.Jamaica Money Market N
Brokers Limited

9.Neal & Massy Holdings Limited 29.National Enterprises Limited \

Property 30.Sagicor Financial Corporation \

10.Point Lisas Industrial Port N 31.Scotia DGB Investments N

Development Corporation Limited Limited

Manufacturing Non-Sector

11.Angostura Holdings Limited N 32.Alstons Limited N

(SUSPENDED)

12.National Flour Mills Limited N 33.Capital and Credit Merchant N
Bank Limited

13.0ne Caribbean Media Limited Second-Tier

14.The West Indian Tobacco N 34.FNCU Venture Capital N

Company Limited Company Limited

15.Trinidad Publishing Company| v 35.Mora Ven Holdings Limited N

Limited

16.Unilever Caribbean Limited N M utual-Fund

17.Berger Paints Trinidad Limited 36.Fortress Caribbean Property N
Fund

18.Flavourite Foods N 37.Praetorian Property Mutual N
Fund

19.Ready Mix West Indies N 38. Savinvest India Asia Fund N

Limited

Source: The Trinidad and Tobago Stock Exchange E) TS
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Table A3: Local and foreign companieslisted on the BSE, as at December 2009

Company Local | Foreign | Company Local | Foreign

Banking 14.The West India Biscuit N
Company Limited

1. Barbados National Bank N 15.West Indies Rum Distillery N
Limited

2.FirstCaribbean International N Mutual Funds

Bank

Conglomerate 16.Fortress Caribbean Property N
Fund

3. ANSA McAL (Barbados) N 17. Barbados Farms Limited N

Limited

4. Banks Holdings Ltd. \ 18.0ne Caribbean Media \

5. Barbados Shipping & Trading 19.Jamaica Money Market Brokefs N

Co. Ltd.

6.Goddard Enterprises Ltd \ Tourism

7.Grace Kennedy Limited \ 20.Almond Resorts Inc. \

8.Neal & Massy Holdings N Trading

Limited

9.Trinidad Cement Limited N 21. Cave Shepherd & Co. Ltd. N

Insurance 22.Courts(Barbados) Ltd. \

10.Insurance Corporation of N Utilities

Barbados Limited

11.Sagicor Financial Corporatidn v 23.Cable & Wireless Barbados N
Ltd.

Manufacturing 24.Light & Power Holdings N
Limited

12.Barbados Dairy Industries N Other

Limited

13.Bico Limited \ 25.Sunbeach Communications \

Source: The Barbados Stock Exchange
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Table A4: Local and Foreign companieslisted on the ECSE, as at December 2009

Company Local | Foreign | Company Local | Foreign
Finance 9.Cable & Wireless St. Kitts & N
Nevis
1.First Caribbean International N Conglomerate
Bank Ltd
2.Republic Bank (Grenada) N 10.Grace Kennedy Limited N
Limited
3.The Bank of Nevis Ltd N 11.S. L. Horsford and Company N
Ltd
4.St. Kitts Nevis Anguilla National] 12.St Kitts Nevis Anguilla Trading]
Bank Ltd and Development Company Ltd
5. 12.East Caribbean Financial N Property
Holding Co. Ltd (Holding
Company for Bank of St. Lucia)
Utilities 13.Grenreal Property Corporation|
Limited
6.Dominica Electricity Services N Manufacturing
Ltd
7.Grenada Electricity Services N 14.Trinidad Cement Ltd N
Limited
8.St. Lucia Electricity Services Lt

Source: The Eastern Caribbean Stock Exchange
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Table A5: Local and foreign companies listed on the Bahamas I nternational Securities
Exchange as at December 2009

Company Local | Foreign | Company Local | Foreign

Banking 10.Cable Bahamas limited \

1. Fidelity Bank (Bahamas) N Health care

Limited

2.Commonwealth Bank Limited N 11. Doctors Hospital Health System

Banking Limited

3.First Caribbean International N Insurance

Bank

4.Finance Corporation of the N 12. FAMGUARD Corporation N

Bahamas Limited

5.Bank of The Bahamas Limited N 13. Colina Holdings Limited N

I nvestment 14. JS Johnson and Company N
Limited

6. Benchmark (Bahamas) Limited] Industrial

Property 15.Freeport Oil Holdings Compafy
Limited

7. Bahamas Property Fund Limited 16.ICD Utilities Limited N

8. Premier Commercial Real Estate 17.Freeport Concrete Company N

Investment Company Limited Limited

Waste Callection 18.Consolidated Water Company N
Limited

9.Bahamas Waste Limited N Retail

Communications 19.AML Foods Limited N

Source: The Bahamas International Securities Exgdnan
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Table A6: Local and Foreign companies on the official and secondary list of the GASCI, as
at December 2009

Company Local | Foreign | Company Local | Foreign

Finance \ M anufacturing

1.Republic Bank Guyana Limited 8.Caribbean Container Inc \

2.Guyana Bank for Trade and N 9.Demerara Tobacco Company N

Industry Limited

3.Citizens Bank Guyana Inc N 10. Guyana Stockfeeds N
Incorporated

4.Banks DIH Limited \ 11.Sterling Products Limited \

5.Demerara Bank Limited 12.Demerara Distillersnited

6.Globe Trust & Investment N 13.Trinidad Cement Limited N

Company Limited (Secondary List)

Retail Property

7.J.P. Santos & Company Limitdd 14.Property Holdings N
Incorporated

Source: The Guyana Association of Securities Comegaand Intermediaries (GASCI)
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Table A7 CARICOM Country Rankingsby Inward FDI Performance Index, Inward FDI
Potential Index and Outward FDI Performance Index, 2004-2007

Inward FDI Performance Inward FDI Potential Index Outward FDI Performance
Index Index
Country 2004 | 2005 2006 200 2004 2005 2006 2007 4200005 | 2006| 2007
Bahamas 8 8 5 51 38 50
Guyana 40 33 20 11 101 104 109 98 109 106
Haiti 135 131 107 105 139 139 140
Jamaica 137 20 23 26 93 90 92 43 65 124 124
Suriname 140 140 140 141 95 81 81
Tand T 15 22 36 54 48 46 45 35 33 36 36
Source: UNCTAD, World Investment Report 2007 an@&0
Table A8 CARICOM Greenfield Investments by destination, 2002-2008
2002 2003 2004 2005 2006 2007 2008
World 5703 9 469 10 254 10 632 12 441 11 703 3107
CARICOM 2 3 6 3 6 6 3
Bahamas 0 2 2 1 1 2 1
Barbados 0 0 0 0 0 1 0
Guyana 0 1 0 0 0 0 0
Jamaica 1 0 4 0 4 1 2
St. Lucia 0 0 0 1 0 0 0
Suriname 0 0 0 0 0 0 0
Tand T 1 0 0 1 1 2 0
Source: UNCTAD, World Investment Report 2007, 2003)9.
Table A9: CARICOM Number of Greenfield Investments by sour ce, 2002-2008
2002 2003 2004 2005 2006 2007 2008
World 5703 9 469 10 254 10 632 12 441 11 703 3107
Caribbean 13 14 9 15 12 9 1
Bahamas 2 3 1 2 0 1 0
Barbados 2 0 1 0 0 0 0
Guyana 0 0 1 3 3 1 1
Haiti 1 0 0 2 2 0 0
Jamaica 3 5 4 2 2 2 0
St. Lucia 0 1 0 0 0 1 0
Suriname 1 2 0 0 0 0 0
Tand T 4 3 2 6 5 4 0

Source: UNCTAD, World Investment Report 200002, 2009
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Table A10: CARICOM Mergersand acquisitions (US million) sales, 2002-2006

Region 2002 2003 2004 2005 2006

World 369788.6 296987.6 380598.3 716301.7 880456.7
Developed 322742.4 245840.8 317431.2 604882.5 727954.9
Developing 44169.7 38751.96 53120.03 94101.33 127371.8
CARICOM 1096.64 232.772 425.243 63.693 4165.496
Antigua and Barbuda 0 46.981 40 63.693 89.781
Bahamas 28.44 54.544 4.273 0 3077.063
Barbados 814.199 44.447 33.27 0 998.652
Guyana 0.00001 0.3 0 0 0
Jamaica 214 0 324 0 0
St. Lucia 0 0 5.7 0 0
Trinidad and Tobago 40 86.5 18 0 0

Table A11l: CARICOM Mergersand acquisitions (US million) Pur chases, 2002-2006

Region 2002 2003 2004 2005 2006
World 369788.6 296987.6 380598.3 716301.7 880456.7
Developed 343298.6 257363.4 341682.2 627064 752481.7
Developing 25799.32 30631.86 37925.41 82425.76 122940.7
CARICOM 715.15 825 810 166.6p 539.65
Bahamas 44.15 825 810 8.50 188.90
Barbados 671 0 0 107.6 0
Jamaica 0 0 0 0.56 195,55
Trinidad and Tobago 0 0 0 0 155.20

Source: UNCTAD, FDI database
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