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Ity: preference oft financiakasset-holders. Long and: Veneroso observe: that iny
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development. In less developedcountr:es-, commerqal banks. typically dominate— -
the financlal sector. Their-conservative credit policies, especially the strong
.preference. for short-term‘:lending, mﬂitate against !ong—term‘ riskyl Investment

projects. Thc Iarge contractual repayment flows irnbedded in bank finance con--

: stram}s prospzctive inveslors to low risk pro;ects with short pay-back perlods. .

Equ[;ty\f'nance becauso it has no fixed repayment obl:gahons Is more compatible

with risk—takm,g., Furthermore-, 'equity finance acts as. the fulcrum against which

debt finance: Is leveraged ..'" (Long. and Veneroso, 1978} . In the absence of stock

; markets the flow: of equ1ty capitzl tends to be narmw!y circumscribed.. The mairr

ba'rrter Is the :IIlquxd[t}s of corporate securities relative to the prqnounce-d‘.hquid—-

; cou'ntri’es: wheraﬂ'th‘ere is no siockr market equities more?closef\,ﬂ' resemb!e real assets

- /

' ,than ﬂnancnal assets" - By mcreasmg the l:qu;dlty of corporate equxty, stock mark—

"‘ets reduce the lnﬂuencc of rlsk—av rsxcn o the. supplyr of- equity f'_r,lance., E

T e

- The. stc-ck~market Isi ar reiat!velv naw phenomenon in Trmldad and:, Tobago
Although: capltal market transactlons were conducted through a C"a!I Exchange by

1967, theseractivities wera essentlally unreguiated und' were quantitatively minor.,

- A Stock: Exchange was. establ]shed ln October 1981 to create an mstltunonaf frame~

—— -

" ——— —

: wark ‘mthin wh:c:h capltal transacttons could bs_ effected The Ieg:slatlon prowded

. for" the reglstratlcn and regulatlon of: stcckbrokers and the regulatory guidance




. of securitics issues and listings on the Stock Exc‘hangu.'

The esta bhshment of an institutionz] frame work does not of itself -ensure
the huelthy development of s*ock markets nar the stt_ad) growth of equity Fn:«nc\.

The breadth, depth, and efficiency of the market are critical, Nzarrow and shallow

stock merkets are likely to exhibit several behavioural chzracteristics d-;m'éfg'in-g “to
the developmental role.of.capital markets. The more .important include excessive
l_~_~___‘___,___,———__—”-—‘ B R

stock price volatility, stock price manipulation, and merket inefficiency in the

sense used by Fama (1870).

This paper enzlyses the Trinidad and Tobago Stock Markat with 2 view
to assessing its ;performance and potential.  Attention Is limited to «corporate secuFs T
ities. The next section of thc-paper""discusrses.'the size and structural-character—

istics of the market for corporat'e equity. Remaining sections ana'iyses price

volatility, risk-return profiles, and market efficiency.

SIZE AND-ST'RUCTURE OF THE STOCK MARKET

The establishment of the Stock Exchange in 1981 may be properly regarded
Bs a turning pomt in stock market devciopmcnt in Trinidad and Tobage. Previously,
ihe markat was quite small. There were only 199 transactions-involving 1,211 shares

f each In 1970, Although there was s:gmf‘cant growth durmg the ‘next decade -85~ shown

'b‘i the !ndlces of transaction. volume In Table ‘I stock ;market-:actl.uity awas;istrll‘eequlte




Alimitedt. In 1981, Vthere were 5,276 ftran sactions irivol,ving 6, 06F zshares per

'.t-rarrsaction'-‘orr- aver-age In 1982, the number of’ transactions almost quintupled..
Thi&iarge Increasa I the volume of transactlons Was. acccmpamed by a. 50 per
cent decrease:in the average number of . shares per transactlon vhich suggests

that“the Stock Exchange induced a larger number of small trades,

it cannot be assumed that the stock market will grow substantielly nor
-steadlly In the future. The ew_kz_a_between.-;wse__gnd the present
time reveals that the size of stock markets in the Carlbbean. {if not el sewhere)

s acutei?fsenslt'i've to cyclical mavements In the ovarall' economy. During the

P

transactions ln ordmary corporate eqmty rose from: 7 g mlli;on to: 19. & milllon.
The market pretty rnuch coliapsed subsequently in 1975 there were 6.7 m!l-—
|Ion-= tran-sactfons. Actlwty! remamed at Iow Ievels untxl 1985 In view of the

| Jamalcan experience there may be some: market stgnif‘cance ir the: fact that act-
IV“Y_" levels: In the: Trinidad: andv Tobago' Steck Market have: also decreased.
synﬁ:h'm;r}..c)'*;:rsly with: decreases: in real g,_ross-dom_estfc product. '

-

" There: i& not: widespread ownersh:p of marketable corporate securities. The
—

—————_ ey
T . _____.

Stock Exchange was: I ntended fo w:den sharenwnershlp (‘r‘o’:lhams 1877, DeSouza 1983}
To accomplish this dtstributtonal ablective, restrictlions are p!aced on the size of

allotments for new Issues. This policy has not been effectlve. Multiple applications .

are made thmugh third part:es and share ownershlp transferred subsequently In
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INDICES OF STOCK MARKET SIZE AND GROWTH (1381 =

100)

TABLE 1 ¢

" YEAR NO. OF TRANSACTIONS AVERAGE NO.
— ' , "~ " OF SHARES PER
TRANSACTION
1570 3 20
1971 6 68
1972 8 90
1973 11 86
1974 11 39
1975 11 ijy
1976 14 113
1977' 15 igsi
1978 22 138
1879 28 112
1880 80 126
1981 10 100
o182 545 52 -
1983 590 86
1983 352 48

UNIT VALUE
OF SHARES
TRADED

93
64
b3

75

64

73

50

91 . _

106

114

124

100

SOURCE Based on-data {n Central Bank- of Trmidad and Tobago Stat:sticaf

ngest -varjous issues..




s:econdary- transéctfohs *As a result, the tendency noted by Yilliams (1977)

" whereby the- numbar of sharehoiders shrinks dr:st:caliy after @ primary issue’
_stiil exxsts, Dlvestment soon after primary acquisition occurs mainly among
smal[-asaethof_ders. Lata: from' Williams (_1977)' and: 0'B rien {1982) show that
the percentage contraction of shareholders tends to. be greater among reciplents.

.. of small allotments.

Other evidence indicates that stock ownership is highly concentrated,

Flow of' Funds. data reveal that the househcld: sector is a major holder of corporate:

' - shares accountmg for 37 per cent of the amount exnstmg i 1978 This feature

f:' combmecf w:th the: tendﬁncy of small asset holders to divest implies. a highly skew- -

' &d dlstrlbutlon OF corporata equtty among housahofds Fmanc:al institutions. with:
‘;.“.'3?-1» per cent were the second largest hoiders of shares i 1878.. Hospedales (1984}

"i'_rhnotesq that lnstztunonai hoiders are curre"rtly predommant. Smce there are. few:

_fmancsal mst:tutlons the ma;or share of fmancnai institutions.in' carporate stock”

. :further remforces asset concentration. Mora dlrect evidence is provided In
"'.Table 2 Wthh detalls the number of" shareholders for 30 of the 32 firms listed’on

. :the Stock Exchange o June 30, 19811 It is u.ndent that most f‘rms have fewer"

"'--:'i;than 3 000 shareholders. Indeed only commerc:lal bank equity is owned by a.

relattvely !arge number of assetholders.

. The: fundame_}n{ia[: Vrea_'sons: for the limited size of the stock market and the

" jf.é:kewed‘:d,l's"t}ibutfo'n"‘;of‘ st@cks; across.asset: holders: require careful study before




-any definite sta'tleemeﬁ'ts can be madc. Nonetheless, therc is ca'll.Jse-fo_if 'thinkin'g”
that powerfui constraints -exist on both the demand side and- the -s'upp!y sidéf E
Low per.sonal inéc'a-mé-s"'éric‘i 'rélative'ﬂnancial :Unsophistica'tion result in-a.strong.
aversion to corporate equity .and an equally strong prbf\_rc"\cc. for bank deposits
and other gquasi-monetary asscts. Risk aversion pruvails over (.Xpdctc‘d rates of
return. To lllustrate, local corporate equity comprised only § per cent of the
iofal firancial assct holdings-of the houschold and unincorporated enterprise'
sector in 1978. On thc supply side, corporate financing pre:-férences also re- _
tard the.development of'*the-étqck.rﬁarket. Thér.&-is.a»r;distinct preferencce for .
‘ _ commercial bank.credit. In 1978 .commercial. bank :credit comprised 28 pir cent

of total corporate f’nanc;ai hablllt;es and .corporaig shares only 18 pcr cent.

o As.a consequence of the pattern -of corperate financing, naw .stock issucs

are made infrequently. There .:wef'e only ‘seven new.issues between 1970 and 1930,

“and only four since 1981." In.addition to risk aversion, reluctance to dilute owner-

ship control, and traditional préferences, transactions.costs arc probably an import-
R ) 3 - L

‘ant constraint ‘on stock market ‘development. No information is readily available on

Issue costs, but thesa are ltkely tc be substantial. For secondar;y transactions,
which must be conductad through brokers, thc cost is 3 per cent of the valug of
_"transactibhs. This can turn out to be .quite considerable In absolute ierms and ‘may

| --=well dlscourage share acqwsxtlon in times of low rates of return.

—m e e ae . L \




TABLE 2: SHAREHOUDERS FOR LISTED STOCKS
v T (JUNE 30, 1934}

| STOCKS (COMPANY'  NUWBER OF . STGCKS NUMBER
NAME) SHAREHOLDERS | OF SHARE- -
| HOLDERS .

Bank of Commgrce" | _ | Uf—,’llﬁ3 | Ylest Indian Tobacco Ce. 5,105
B'an!’.c of Nava Scotiax o 10, 409 Ready Mix | 1,127
National Commercial Bank © 23,595 F.W. Woclwerth = 1,228
Republic Bank 16,422 | S'tephens- & Ross 7 3,233

Reyal. Bank of Trinidad. &
Tobago _ . 14,874 Agostini 1,475

f_}_,_..?{t_u:kersﬁ.B‘ank; - P 14,370° | Bata: - : 246
_C’éopera;ti“ve-'j Bank - Z, 241 ' Can'niﬁgs; - 1%
U'-niteld'fz_B'a.nK:_,_- S T,200- C;fibr"DevefbbﬁTeﬁt? - - 759
Geddes;Grant S L',E?.--""1-,._098 o | Na;tiarjafé B’ra-wihgf Co.. . 'éGCU_
?-'._'Mcz-:_r}e;a}éxég{a-ls:tcsh e 3,342 Trinidad: Publishing Co. w0y
CNealandMassy - ewr velpark 355
'-"-Arn'c_;dstura.-._':-:_' | o | REE) . T AWiil,iarri:\sQ ﬁ . gl B o
‘Befger F‘amts 5;: , o '_ V _ 1,069 | | |

Metal'Box 2,05 -

-Laver B'i'cis;”' L ' : 2,978

SOURCE: . Hospedales (1984). | S
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STOCK PRICE VOLATILITY
" it has been argued, for cxamplc, by Parter { } thatrr'stoc:k mar—kets;which
'!ac}l< '5-readth and depth will alsc exhlbit.conéiderableprice volatility. Small move-
r.'mer:'sts_ln demand and supply in any.one segmentof thc Amarket will tend te generate”
sﬁgstéhtiél price movements in the market s a whole. Exaggerated price changesr
can be damaging to invaestor cqq_fi_dence and thereby tc markct growth, An attempt
was made to méasure stock pr;ice va—riaksility, utifising we.e.-kly and .mon-thly data for
individual stocks. Mid-market quotations are the pribe variable. The sixteen stocks
examined affect Bé..par cent of sharcheolders. Table 3 presents frequency distribu-
.:-tid-n's of:‘the number of sfoc—](s for the coefficient of variation of stock prices. ‘- '_&‘f'iih "
, -'.waekly data for the 18671 1c 1984 pericd, only two out of 16 stocks have coefficients
' .of"-via‘riati‘o-n Jess than 10%. Ten havi coefficients of variation bl"etweén 30.and iigper___

cent, and twe arc slightly above 50 per.cent. Stock price variability, while some-

what less proncunced for monthly cata, is nonetheless considerable. Six out of

“thirteen stocks have coefficients ef variation between 30 and 50 per cent, and one
has a coefficient of variation equal t¢ 700, It’is further iluminating to consider -
~' - the ,,percentage changes in stock prices. For the.weekly data, -while mean percent-

I age changes are less than unity (frequently negative), the standard deviations are

‘f small.

RISK-RETURN RELATIONSHIP
;,d_ltjis:.useful to examine ‘the empi rical reletionship ‘between risks.and returns.

s ikhéélédge*of “the risk-return-trade off zprovidés some insight inte 'the-quaiity investor

. decisions.and into their attitudes ‘towards risk. .Strong investor demand for Jow return -




TABLE 3= FREQUENCY DISTRIBUTICGNS OF CGEFFICIENTS.
’ OF VARTATION: OF STOCK PRICES - 13231-8l: -

" NUMBER OF FIRMS

COEFF!CIENTS( %F' VARIATION. © MONTHLY DATA  WEEKLY DATA
0-9.9 0 0
! 10— 19.9 1 2
20 - 29.9 5 2
30 - 39,8 3 7
40 - 89,9 : 3 3
50 - 109 - 0 2
- e 16 T 3
ALk 13 16

SOURCE.: ;_Ccﬁmpu'c‘edf From Basic Price Data in West Indies Stockbrokars
Reports. :
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high risk stocks would imply either poor Cecision-making cn their part or risk-

lcving attributes.

Tha.r-isk—return configuration for corporate equity in Trinidad and Tebago
, Es_'quitc heteroéeneous. Tablc & dctails mean values anc ,standard deviationg for
'thir{een' stock basad on monthly date for 1576-1934. The first two columne pertain
to stock price levels. The degree of hetercgencity is striking.. The next two scls
 ¢f columns deal--witﬁ returns rather than price levels. The rate of return on a
stock is the sum-of tho dividend rate and the percentage capital gain or loss. Some
month[y lnffrrnatn.m an dwld‘.nd rates are supphed by a stockbroking firm, but these
data shoulcd be .treated cautiously since thay seem tc be mterp’)latscms of reported
quarterly'dividend payments When only the percentaae change in stock prices

are conmd;red 5ix of the stocks have negstive mean returns a"ud smal[ pusltwe | I

mean rcturns with sliohtly higher standard dev;atxons. -Expcctattons of ch[tal I
" gains do nct.appear tc b a major'moti\'/ationrfor’ stock transactions in Trinidad

and Tobagoe. | A ' |

Dw:dend payments stablllve rates of return in addition to raising expected
values. Mcan returns are seen- to be ‘much hlgher and the standard deviations relative- I

ly smalier than for capital gains (losses) alone.

Grant‘.d the weight of dividends in-total returns, it is worthwhile tc
:exphcnt!y examme the inﬂuence of the dividend rate on bid prlces {BIE} Annual
datzfor 197110 1982:were pocled for seven manufocturing i rms.and for ‘thrae banks.

for twe s_'epé,rate_"sets of regressions. For-manufacturing firms, the explanatory variables
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TABLE 4 - MEANS AND' STANDARD DEVIATIONS OF STOCK PRICES

PERCENTAGE aHKNGE IN STOCK PRICES, AND RETURNS : M@Niﬁ Y DATH

{1978- 1984)

STOCK  STOCK PRICES- - PERCENTAGE CHANGE -~ RETURNS -~
(FIRM)  MEAN  5.D. TN PRICE . MEAN.  S.D.

MEAN: s.D,

1 BER TN 0.05 0.3 7.3 2,11
T 3.15 ~ f.os  ~0.01 _ Q.13 5,15 1.87
3 5.80 2,61 036 0,10 5,98 1.19
" 2,71 -0.80 -0.012 0.09 5.0 2.62
5. 0.62 qﬁa -0.004 . 01T a@? 162
T e §7¢ 193 . 0.003 0.08 i mes ¢ tor

08,200 02226 ... =0.00T . . U0.06 L - H53 .13

e iy

10.65. - 4.27. 0.009 - . . 0.07 - - 54T - T1.36

F.06  1.3% 0 0.091. 009 3.60 T2y
10 5,99 2.7 09T 0.09- - 641 . 1.26
1t L B200 T8 . =001 - T 70006 B85 - 210

12 om . 110 " -0.01 0.07 R 1) 7.32.

T WIS 0.90. 0,003 0,08 5.69 0.9
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ére Dividends Per Share (YIELD) and Pricc:—_fE_arningsRatiq {PER). The fpf-mer

mzasures the dividend prysut rate and the latter reflects the iriﬂu_gnce of company
profitability. The ex-pla'naté}:jfifér:iabI:-_-s for commercial bank stock prices are
" Dividends ‘di'v-ided by paid-up shere capital (DIVR) and the post tex profits

divided by paid-up share capital (PROF). Thc results are set out_inrequation

fC-rm below.

MANUFACTURING FIRMS -

BID = 0.220 YIELD + 0.261 PER + 5,745 DS % 2,438.D7
(2.95) (5.08) (s.62) . (2.37)

R? =.0.5097 F = 16.86 DW = 1.87 RHO = 0.344

_BANKS

BID = 0.176 DIUR + C.C44 PRCE
(4.61) (0.90) -

R? =0,5052 .F = 14.78 DVW. = 1.64 ‘RHG = 0.437 .

The results for both-explanatory veriables are statistically significant at the

5 per cent level for manufacturing firms. The cross-section dummies for two Tirms

\: i were also statistically significant. For commercia]l banks only the dividend rate is
S statistically significant. "These results-show that’investors in corporate .securities
i ¥ . '

are Anfl L'J'enc‘-ed:by -di_.i/i*dep'd"éonsidera.tiohs -and-in‘the case .of :man ufacturing:equity

by .'pmfiit performance. ... -
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STOCK MARKET EFFICIENCY o

_MEfficiency" has a spacial meaning irv the context of éapital.‘ma'rk'ats.: "A market

in: \#hich' prices al'wa-ys-. "fully reflect", available information is. called Hafficient™ ™

(Fornax, 1970). This notion of "'Qfﬂcioﬁcy" is linked tc the concept of "fair game”.

With a fair game, expected gains and losses are zere. If markets are efficient

no single investor has an intrinsic advantage to profit parsistently. Securities

“ ;;riAces at ény point in time will fully reflect all available information,

The efficient market hypothesus has been tested by random walk mcdels.

The random:- watk Rypothasis pos;ts independence of successive changes. in stock

pi?ices-.or re.tur‘ns, and the identical dis.tribution of these changes... Granger (19-75]A

- has:argued: that.the random wzlk: hypothesis is better tested in log random walk:

(LR -« -

UM _1?‘?‘{;.-—71‘ ez (i)

or in capital _retufn ra:ndcm form. (CRV/}:

oGy pEPEmPlE (i) v
. :

A _wher“ P‘lsstock pr|Cb5, t s tlma z(i} is & constant m:an of P. ovar 1 tlmL umt;

r is the normal” bxpected value of C over i tlme units, and ¢ and n are errar terms.

The models impiy-= that lagged values are nct a basis for estimating mean values of log

" price changes or capltal returns..




Decembar 1984, .Tha-regression modgcis empioyed are:

._']q_

Granger pref\_rs the Cuplta] Peturn Random Walk model because of its "intuitive:
appea!“ lts property of 2 ‘-"yst ematic Itnl b\_twec: thu vc.r:abxhty of errors end price

levels, and because the presence of the "qormal expectod rcturn is ezsier to ex-

'plam from th‘, gc_ncral -n“rk\.t philasephy than is tha coqstawt z.

The models werc tested on weekly datas for the period‘ November 1981 to

.inP_i =g+ AbP_t—1 + €

.and

The results -are,presermted in Tables 53 and 6. In the LRW model a!l the cocff}c;ents

of the 139 ged stock prirce arec statistically significant at the 5% level, As can be seen,

the values of b are close to unity for each stock.. The LRW tests thus indicate that

-stock prices are serially depzndent. Tha CRW results contained in Table 6 are not con-

clusive. Six of the sixteen stocks exhibit serial-dependence. For the others, the -

coéfﬁc'iéﬁié"éf'ft'he Jaggad percentage price change are-not—slg-pif‘r:an'tly‘.di-ffarentﬁfmm
zero at the 5 per cent level. On tha wholg, the LRW and the CRW tests lcad to the

conclusion that the Trinidad and Tobago market for corporate equity is not efficient.

_Random walk tests arc "waak form" tests in that the informzation set is

__comprised of ‘historical :prices only. *Semi-strong-form" ‘tests would requireanalysis
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of stock pric.e r-esponsg.tol announcements ori corparate financial .performan-:a and
policies, "Strong form" tests involve the study of dtfferentxai access to stock: market
infarmation.. Tha.' scm:—strong and 'strong form tests could: not: be. employed: with -
the data avmlabtc. In any case, if the efficiency hypothgsis is r‘ejectad' by waak”

form tests it is unlikely to pass the semi-strong or strong form tests,

An alternative weak form test is the runs test. A run is defined asa . -
sequence of stock price changes of like signs, i.e. positive, negative or zzro. The
test compares the actual number of runs with the number expected from a randomly

distrirbute'd. seri'e& oﬁ price changes.  Formally, denoting the total number of stock

-~ —price-changes: by N, the number of price changes of each sign by N (where i =1
for positive changes =2 for" negative changes, and = 3 for no change), one can

- define: tha expected number of runs by:

= [N (N--_,Pf],—f Smit]IN ' . i n

iy
with standard devaatlon. S o o _ _ L T L
3 3* - ‘ '
X an n11+N(N+1}]-—2N3.Z 3-H3}}
Re=pi=1 " ":‘1 , =1 o
- , .

'NI‘(N-'- o )

The expected number of runs is. calculated on assumption that successive price
éhanges- are indepaendent and that sample: proportions are good estimates of population

proportions.
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TABLE '5: REGRESSION RESULTS : LOG RANDOM WALK

STOCK ' CONSTANT . ONE PERIOD "Rz W
LAGGED DEPENDENT _

1 o.018 0,974 .953 . 2.06
2 —p.0M4 © i.0054 850 1.93

3 -0.00c8 1.006 .987 7.64

y ©.083 C.951 .93% 1.99
5 - -0.020 ' [ 15) AR |1 1.79

. 084 ' 0.853 - .926  2.26

A T R T A T R
S R S L
]
<o

7 - 0.626 0,981 L9670 1.85

I
|
\

8 0.040 0. 974 950 2.10

: 9 o o-0.01 . 1.004 587 1,18
1 16 G.C18 0.385 979 2.2C
ii 11 . =0.618 . 1,007 L .951 1, 55
i |

E

i i | 1 ~0.018 1,005 993 1.56
i . . !
B

13 =0.,000 .7 - . - -0.998 - - (987 178

f;; ! o _ N

i 14 0.0037 " .0.995 . 982 2, 04
. 15 0,007 0.997 984 1.47.
i 16 0,045 0,967 .978 2,23
| U _

|

E‘ i \




TABLE 6 :
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3 " EIRM.

10.

11

13

L =

15_

!';,]15;“1

REGRESSION RESULTS : CAPITAL RETURN RANDOM WALK

OME PER{OD LAGGED
DEPENDENT

-0.045
0.078
O;TQT*-

—0.008
0,154*

-0.153%

0.053
- ~0.059.
0.424*

-0.102
0.251*
0,245*

0.136

C-0i0e

0.266*%

=0, 086

_.ﬁz

G.002
~-0.023
J.030C
-0.002
=Q0.0308
0¢.023
-0.003
g.00r1

0.158

0.009.

0.042

 0.038
0.010
~0.,008"

0.068

-0.003

NOTE; * denotes statistical signifi cance at the 5% level.

D.W.-

1,95
1.95

2,901

1,99

2,02
2.01
2.00
2.00

2.41
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The runs.test is conducted on the standardized normal variable.

= (Ra - Re + i)._U'Re

whera Ra is the actual number of runs and 4 is the discontinuity adjustmeht factor
( 0where Ra Re, and 0 when Fe Re}. N, K is approximately normal with zero

‘mean and unit variance.

"The results of the runs tests are presan;ed in Tablz 7. In nc case did the
axpected number of -runs exceed the actual numbér of"'runs.r The K statistic is
significantly differant from zero in ali instances., ‘.Moreover,.‘.the ,‘;:Ss.-rcc-ntag‘;:- dif-
ferencz between the. actual and expected.number of runs is never less than 50 per

cent. The runs test, thcrefon., provides strong ewdencs. that stock . prsce changc.s

are not serially. mdependcnt in the Trinidad and Tobago stock market.

EFFECTS OF INFLA'fION ON éTOCK PRICES AND-'RE‘TURHS 7

Several studies of stock ﬁrice bchaviour in the USA and Europe have
16Jestlgated the lnf’uence of mﬂatlon on. stock pr;ces Th'e:starti.ng'point for such -
studies is lrvmg Fisher's hypothe_»;s that in an efficient stock market the expected
real rate of return on co_mmon stocks alnd the expected mf!atlon rate vary independent-

ly or its corrollary ‘that nominal rates of refurn vary systematically with the expected

inflation ‘rate. - The absence of a systematic relationship between stock price changes
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and: the expected rate of inflation may thus be teken as indirect evidencz that

thastock- market is not efficient..
The modal gmp!oyed' in-this Trinidad and Tobago study is:

Rt -.—faw-b ﬁ’tfet
where |
Rt: is the nominal rate of rzturn (defined either by the onz period percentage
charge in stock prices or by the dividend rate plus the ona period changé in ;tock_
——.prices), T is the contemporaneous.r rate of inflation 25 a proxy for the expected
“rate-of Inflation {and is measured -by the one period percéntage change-in the .
_consumer pri{:e' index;. an&: .15 = stochastic.disturbance. Monthiy data-wera util-
ised: for 13. f‘rms over t"le 1973,tc 198% pcrlod
The rasults. Cdnclusiveiy shon’, that the. contemporanenus rate of inflation
| has no effect on month[y chanoas in stock prtces or on the ratc”éf" returs. bropbhy

d‘.fmed, Only for one: stock is: the coefficient of the | nfl c_tzon vartabie significantly

dlff'erent from zero at_ thebE per Ccfit s;gmﬁcc.nce [evel Although lt is planned to

conduct the test wuth dtfferent assumptions about expectatlons format;on it is un--

likely that the conclusion will be materially affected
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TABL.E 7. ACY ; UAL AND EXPEC

TED NUMEER OF RUNS:
"WEEKLY CATA 19211864 '

10

1.

12

13

Th

83
78
77

95

57

80

102

92

-85

98

89
84

77

R

155

161
161
155
158
108
152
153

155

- 157
R
157

159

181

i<

-18.
:'-28.
-29
17,
~22.
-35.

~18.

=13

-19.
-21.
-5

-20.

-24

-29.

10

85

17

08

27

77

.56

03

07

52

83

.03

52
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.- CONCLUSIONS'

| This.study. of the Trinidad and Tobago stock markat with emphasis on its.
behaviour subsecjuent to the establishment of & stock exchange in-1981 points to
saveral: wcaknaéscs still prevailing Vin the cepital markats of the country. The
§tock markat. is narrow and--thin if these charac:rteristic:s are measured by the

voluma of transactions, the-number of markat participants and the degres of price

volatility. Moresover, the market is not efficient in the sense of offering equal

the reasons. for the non-random. behaviour of stock prices and. for the absence of

{ prospect of gain to all market .participants. Although this study has. not analysed

inflation effects on stock prices and rates of return, Parris argues that inter-
locking directorates, insider trading. and collusion generate non-uniform flows
of information to market participants. [n such situations, the stock market will

.notA ba efficient.

In April 1983, the then Governor of tae Cantral Bank of Trinidad and
" " Tobago was reported as saying:

"Today wa have 2 stock exchange which we. feel is well establishad
along very sound lines and one which is expected. tor strengthen
the existing machinery in which trading takes place through the
introduction of measures relating to the protaction of investors'
valuation of shares." '

This.study yields a less sanguine assessment.
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; NOTES

1 (1) Former Prime Minister, Eric Williams, observed that in two new Issucs

by 2 mzjor commercial bank in 1973 2nd 1976, 12,555 individuals were allotted
less than 100 sharcs each. By April 1977, the number of sharcholders had
decreased to §12. A further 18,169 perscns were allotted 250 shares each,

but their number had contracted to 8,035 by April 1977 (Williams 1977).

Hospudzles (1984) claims that exporience between 1973 to 1985 shows 2 )

Shrinking" of share registars subsaquent to secondary market dealings.
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