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The Caribbean Stock Exchange was established over ten years ago in April 1991. It was originally envisaged that it would be a single regional institution, which would replace the existing Stock Exchanges of Jamaica, Trinidad and Barbados. It was subsequently decided that all that was necessary to get it started was to create the conditions whereby public companies could be listed and traded on the three major exchanges of Caricom, (henceforth we shall use the term Caribbean Stock Exchange to denote collectively the cross border activity of the individual Caribbean Exchanges). 

Up to now, the Caribbean Stock Exchange has been mainly limited to the cross border trading of securities, and a few cross border listings such as Grace Kennedy (which is in fact the only cross listed Jamaican company). Over the last few years the “Harmonisation of Caribbean Capital Markets Project”, piloted by the Jamaican Stock Exchange (JSE), has succeeded in installing a common technology platform for trading, settlement and clearance in the Caribbean. The project involved establishing individual trading platforms and Central Securities Depositaries (CSD’s) at the three original Caricom Stock Exchanges and The Bahamas. 

Having achieved this preliminary objective however, the people of the Caribbean should now move beyond this initial stage of facilitating trading and listing on our separate Stock Exchanges. Instead, I believe that we must now realize the strategic opportunity and economic advantages of merging the Trinidad and Tobago, Barbados, Jamaica and OECS exchanges into a single Regional Stock Exchange as the key component of a unified Caribbean Capital Market. The individual Exchanges could be demutualised and merged into a single public company, which could itself be listed on the resultant Caribbean Stock Exchange. 

The most important advantage of replacing our individual exchanges with a single Regional Stock Exchange is the potential it creates for increasing market liquidity (the amount of trading and turnover of shares). Liquidity – as measured by stock trading- is a critical factor in attracting and retaining investor capital and as such has been positively and significantly correlated with rates of economic expansion, capital accumulation and productivity growth. 

Currently the region has several separate small, illiquid markets that do not support continuous trading. The JSE is the only market in the region where trading sessions are conducted continuously during the five-day business week. In contrast, Barbados conducts trading sessions two days per week. However, it should be noted that the region’s level of continuous trading is limited by the fact that JSE trading sessions end before mid-day. 

The combined value of stocks traded on the three major exchanges in 1999 had a minimal turnover value of $200m U.S., the majority of which was traded on the Trinidad Exchange operating on a three day trading week. In the same year, the average daily volume of the most liquid exchange, the JSE, was only 2.6 million shares per day, although it should be noted that volume has increased significantly since then. However, the best way to quantify the lack of liquidity that has historically plagued the Exchanges is to look at the value of trading in relation to market capitalization. In 1999 the annual value of trading on the Trinidad Stock Exchange was less than 3% of its market capitalization (the total value of shares quoted on the Exchange), while in Barbados it was less than 1%. These percentages drastically lower than developed markets where the annual value of trading on many markets may exceed market capitalization. 

Why is liquidity so important? ...........Continued. 
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Why is liquidity so important? Many investors in our local stock market have experienced the frustration of looking at share prices quoted in the paper, deciding to buy or sell and then not being able to do so at anything like the prices quoted. Simply stated, in too many cases when investors want to buy, there are no sellers and when investors want to sell there are no buyers. In financial markets it is a generally accepted truism that domestic and international investors will avoid markets with a low level of liquidity. It is extremely important that investors perceive a securities market as a venue wherein a critical mass of willing buyers and sellers are available on a continuous basis. 

Developing countries, such as those in the Caribbean, do offer long - term investment opportunities. However, due to actual or perceived price volatility that may occur over time, many investors are averse to the risks associated with committing their capital for long periods of time. A liquid stock market, therefore, allows investors to buy and sell shares easily, while still providing local firms with much needed long term capital through the sale of equity. 

A single, unified Regional Stock Exchange would increase and broaden the pool of potential investors and increase market liquidity, as the same economic circumstances should not affect every country simultaneously. 

Another primary advantage offered to investors in a Regional Stock Market is timely and standard access to market information, particularly the dissemination of price and company information. Centralising the process of price determination is necessary to ensure that security transactions can be effected with the full disclosure of prevailing prices, order flows and transaction flows. Currently, large discrepancies emerge from time to time between the prices of the same shares listed on the different Caribbean Exchanges. Economists have noted that companies listed in liquid stock markets regulated by bodies requiring timely disclosure of financial information have better access to bank loans. The ratio of local bank loans to Gross Domestic Product rises in line with local stock market turnover, leading to increased economic growth. 


Over the past ten years international markets as far apart as Tokyo, London, New York and Hong Kong have effectively been fused into one global market by advances in telecommunications and trading technologies that simultaneously disseminate prices struck in one market to the others. In the past five years the cost of global trading technologies have decreased and access options to international telecommunications networks have increased, thus there is no reason why the same component modules could not fuse the individual Caribbean Markets into a single Regional Stock Exchange. A single, unified market could be achieved by connecting all market participants via a network of remote computer screens to report market information from individual exchanges and to disseminate price information to all participating exchanges and investors. Such an approach would allow all brokers in all exchanges to feed their trades into a single electronic trading platform, so that each broker and each listed company, while retaining their respective national and legal business identities, would be perceived from a market and investor perspective as Caribbean as opposed to Jamaican or Trinidadian. 

The creation of a truly Regional Stock Exchange will also require a high level of reciprocity between national Company Laws, Stock Exchange regulations and Market Regulatory regimes. 

For example, to allow Jamaican companies to list on the Regional Stock Exchange, we clearly need to establish a high level of reciprocity between the regulatory requirements of the existing Securities and Exchange Commissions in Caricom. In the case of Company Law, if bargains are to be struck on a regional basis, harmonization of the laws relating to the settlement of contracts and legal ownership is essential. 

.........Continued. 
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Exchange control is another impediment to the orderly, efficient and cost-effective operation of a Regional Stock Exchange. Not all Caribbean currencies are yet fully convertible, as is the currently the case in The Bahamas or to a lesser degree Barbados. Further efforts need to be made to facilitate the movement of capital and professional services within Caricom, as is already the case with tradable goods. Surplus savings in St. Vincent must be available for investment in a public offering in Jamaica. One possible solution to this problem would be for the Regional Stock Exchange to designate a single, globally convertible currency to be used in the execution and settlement of securities transactions. 

We also need to ask ourselves such questions as “Why has no Jamaican company other than Grace Kennedy taken advantage of the opportunity to raise capital in the Caribbean? Would a Common Stock Exchange increase the capital market activity of Jamaican companies?” 

Grace thought it was important to list on all three Exchanges in order to: 

o Establish the fact that whilst Jamaican based, it is a truly Caribbean company 
o Increase its visibility in the Caribbean 
o Provide an opportunity to all Caribbean nationals to invest in its shares 
o Raise the valuation of its shares by widening the pool of potential investors 

Grace hoped that when it listed on the Trinidad Stock Market over one year ago, its price earnings ratio would move closer to the average of 15 times earnings existent in the Trinidad market rather than the six times earnings ratio prevailing in the Jamaican market at the time. While its share price has indeed increased since the successful Trinidad listing, its price earnings ratio still trades at a substantial discount to its Caribbean peers outside of Jamaica, as do the rest of the companies traded in the Jamaican market. 

This is in fact not altogether surprising due to the following key factors : 

1) Home Country Investment Preference: As yet, most Caribbean individual and institutional investors still invest almost exclusively in their own home market, and seek diversification through investing in the U.S. market. 

2) Currency Risk: Many international and Caribbean investors are concerned about the currency risk associated with the Jamaican dollar. 

3) Poor Home Market: Some specific stocks have actually done very well over the past couple of years in terms of price performance. Nevertheless, the overall performance of the Jamaican Stock Exchange since the bull market of 1992 has been poor compared with international markets and our Caribbean neighbours, reflecting in large part our higher level of interest rates. As a result, confidence in the stock market has not yet returned to the local investment community, despite the relatively positive recent earnings of some public companies and generally cheap valuations. 

4) Local institutional investors, These investors should be the driving force of our local stock market, but they are still hugely underweight equities in their equity asset allocations. Nevertheless, we believe that the recent fall in interest rates will encourage a shift from debt to equity by our resident institutions, helping our local stock market to produce a good performance in the coming months. 

In summary, I believe that the creation of a common Regional Stock Exchange is the key to mobilizing the regions’ limited capital, attracting additional international capital and providing the Region’s companies with access to capital at a cost that will allow them to compete effectively in an increasingly global marketplace. 
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