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Mergers and Acquisitions in the Financial Sector: Some Issues and
Leasons for The Caribbean

1. Introduction

It can be argued that technological advances have made the world a
“Global Village”. The news of any scientific advance, discovery,
or =2ven the threat of war, even in the most remote part »f the
planst, is transmitted almost instantaneously by satellite to our
living rooms. What this implies, therefore, is that in anv area of
activity, knowledge is diffused and disseminated quickly, and that
events which occur in other countries, influence local behaviours.
This 1is perhaps nowhers more pronounced than in the esconomic
spher=, and, especially in the financial sector, whose health

detezrminzs the overall success of an =conomy.

The debt crisis of the 1960s had a crippling effect on several
Caricom countries, and in virtually all cases, thoss countries
underwent pariods of structural adjustment, under IMF sponsorsd
programmes. But these facts are well known, and are the subject of
another discussion. We alluded to that situation, however, because
out of that -—risis the “free marketb” model came to be seen as the
“received doctrine” of almost all of the Caricom countries.
Liberalisation of their economiess soon held primacy and financial
reform was its handmaiden; all of this at the bshest of the
multilateral financial institutions. Local financial institutions
are now faced with the prospect of competition from large foreign
banks anxious to get “a piece of the pie”. These events have by
themselves ushered in a sSeries of new, and in some cases,
undesirable business practices, which have, for the most part, been
gsubjects of interest, and things which we read about in pericdicals
like Business week or the Econcomist. The issues of hostils
takaeovers, and mergers and acquisitions ars no longer things which

we read about. They are now beginning to colour our financial
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landscape. This is where our story begins!

With liberalisation nf the Caribbean economies, and the increase in
competition that should result, merger and acguisition activity
will be part of normal financial transactions in the not to distant
future. The existing capital markets are increasing in importance,
and their further development will heighten merger and acquisition
activity. It 1s against this background that our papsr attempts to
raview the main issues in mergers and acguisiticons in the financdial
sector. Our approach 1is qualitative, largely because of ths
general deficizncy of "geod" data in the region, but morsso because
merger activity is in its infancy stage and hence only limited
information is available. B8till we present this document, however
limited, which indicate that within the region, the greater
percentage of mergers have occurrsd largely through government
initiative. We conclude with a look at some issues relevant to the
Caribbean.

2. Definitions

Mergers and merger policy ars issuss of considerable topical
interast within Caricom in recent time. Perhaps, the most well
known recent event has been the highly publicised "feud" betweesn
C.L. Finmancial Limited and Republic Bank Trinidad and Tobago
Limited. But Trinidad and Tobago has not been the only country in
the region where mergers and acquisitions are occurring. Both in
Jamaica and Guyana there have been similar experiences. In the
discourse which follows the reader will notice that our references

are principally to the developed sconomies.

What is a merger? It is common practice to use the terms: “merger”
“acquisition” and “take-over” interchangeably. This convention
will be followed by us throughout this prasentation. Howevar, we

shall describe each term separately for completeness.
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HMerger:

A merger occurs when two companies amalgamate into one entity. If
there is no designated survivor company, and a newly created legal
entity is formed, which represents the merged units, this is
referrad to as a consolidation.

Acquisition:

An acquisition is generally considersd to be a part of the “normal”

process of growth of a company, but it may alsc be a means of
rationalising the structure of declining industries (Chiplin and
Wright, 1987). An acquisition is an act of mutual exchange in
which the owners of a company accept cash, securities or some
combination, in rsturn for their shares in the existing company.
To the acguirer, the purchase is an act of investment which is
probably evaluated as any other investment.

Mergers and acquisitions (M+As) ares financial transactions that
rasult in a change in ownership of a <ompany. A “target”’ firm
which changes hands through an M+A tyvpically experiences
fundamental operating changes. At the verv least, it will have a
new controlling sharzholder and a newly constituted Board of
Diractors. In many cases, 1t may experience a changes in
management, or a change in its approach to business.

Tender offer/Take-over

A tender offer is an invitation to sharsholders of a target company
requesting tenders Df sharss for purchase by the bidder. Cash is
usually offerad, though other forms of security mav be put forward.
Tender offers may be partial, but unlike M+As which are suppossdly
friendly, and with the consent of the company concerned, do not
require the approval of the acquiree’s Board of Directors. Since
contact 15 made with the ultimate owners of the corporation, a

tender offer is, therefore, a means by which to accomplish a
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hostile takeover. A take-over occurs when a company acguires
control {usually 51 percent or morz) of the equity sharss of
another entity. The bidder usually buys a certain percentage of
the shares of the company he is after and once his share is large
encugh, he may offer to buy some or all of the rest of stock at or
above the prevailing market price in order to gain control!. Such
an offer d4is usually attractive to the sharsholders, as it is
assumed theft they benefit by selling their stock, but the
management of the company concerned runs the risk of losing
control, or even their jobs. Takeovers can, tharefore, be se22n as
part of the managerial labour market, in which alternative
management teams compete for these rights. {(Chiplin and Wright,
1987). 1Interestingly, while hostile biddexrs tend to offer higher

premiums than friendly bidders, their success rate i1s much lower.

3. Mergers in Re&trospact:

Historicallv, mergers have led, in the major industrialised
countriss, €0 increasing concentration by firxms. Most writexs
contend that there have been four (4) merger waves thus far. The
first wave resulted in greatly increased markst concentration
because of horizontal mergers, the majority being in consolidations
of five or more firms. This wave which began during the last
quarter of the 19th century lastad until the first decade of the
20th century. It has been estimated that three thousand firms
disappeared during that period, which is thought to hawvs
facilitated the obtaining of monopcly power.?

In Trinidad and Tobago an individual of Companwy which
acquires more than 30% of the issued share capital of a public
company has triggered the takeover zode. Such a company or
individual may be granted a lgicence by the. stock exchange
which precludes it from having to maks a formal bid.

see Case pg. {31-3)
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The second merger wave rasulted in the disappearance of an
zstimated twelve thousand firms®, but it did not result in market
concentration as did the first wave. It was characterised by
mergers in the public utility sector, and secondary firms, and is
believed to have led to the cresation of oligopnly power in that

sector.

The third wave began after World War II and peaksed during the late
19605. 1In many cases totally unrelated f£irms, usually small cnes,
were acquired by larger cnes and merged under a singls conglomerats

structure. This was the era of conglomerats mergers.

The fourth wave started around 1974 and has been characterised by
very large transactions. The 1980s witnessed the reversal of the
craation of conglomerates which occurred in the 1%60s, and thers
have be=n fewer mergers since then. Quite a large number of the
M+As within recent time have been in the 21l and gas sector and in
the financial services industry. It has been suggested that this
occurrence was due to restructuring, because of difficult sconomic
circumstancas and to deragulation, especially in the financial
sector. Although accounting for only a small percentage of all
transactions, the hostile takeover offer has come to symbolise the
current wave®. In fact, until 1974, when Morgan Stanlzy and
Company represented the Intsrnational Market Company of Canada in
its hostile tender offer for another compény hostile tendsr offers
were not pursued as part of an acquisition strategy. Since that
time, however, it has ©become an established option, and
conseguently a community of professionals has grown up to
facilitate this strategic option.

3 Ibid pg. 31-3

N Ibid pg. {31-4)
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4, Why Hostile Takeovers Occur/Why Companies Merge?

It is perhaps useful to first examine the structure of the modern
corporats entity since the structurs itself is what facilitatss the
actions of portfolio managers. There is a distinctive line of
demarcation between corporate ownership and control, though theres

are instances where employses are the ownexs of the firm.

The providers of equity. and therefore the true owners of the
corporations are: indiwviduals, who purchase stocks for investment
purposes, and institutions, such as insurance companiss, mutual
funds, and pension funds, banks and other corporations which have
substantial assets to invest. Investors tend to be relatively
passive, and generally concerned only about receiving the highest

return from their investment, and have no desirs to manage firms.

Corporate managers, on the other hand ars entrusted with control
over corporaticons and their policies, but seldom have ownsrship
stakes in their companies. Thelr mandate is to maximise the long
run value of the ccwpany, and thereby increase shareholders wealth
Because of the separation bstween ownership and control, managers
have the ability to deviate from their central focus and may engage
in conspicuous consumption for erxample, building huge head cffices.

it is the capital markets which serve as a check against corporatsz
mismanagement. Poorly managed companiss find it difficult to raise
additional squity, and may therefore become an acquisition target.
If the management of the target company opposes the acquiror’s
effort, a struggle may develop for control and hence we have a
hostile takeover attempt.

It has been suggested that there ars as many reasons for mergers
and acquisitions as there ares mergers and acquisitions, but

asgentially, companiss merge and arsz acgquired bpecause they must
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adapt to constantly changing markets and the competitive
environment {(Case 1985).

Financial groups acguire companies mainly because they identify
opportunities to increase their financial returns, either by
changing the structure or business stratsgy of the target entity.
In theory, however, acguisitions are pursued because they are
expectad to increase the per share values of the acquiror over ths
long term. Typically, a buyer will be either; an opsrating
company; a group of managers; a group of financial investors or; a
combination of all three. A seller is usually a controlling
shareholder or ths Board of Directors of the company.

Most theories which seek to explain the causess of mergers an

£

acquisitions assume that the transaction is undertaken bsrause
economic benefits will flow to the owners of the firms. The

undermentioned list is not exhaustive, but benefits may include:

i) The desixe to gain markest power;
ii} The ability to achieve tax savings;
iii} The exploitation of undervalusd assets;
iv) The ability to take advantage o5f asymmetric information;
v} The goal of eliminating management inefficiencies;
vi) The creation of symergies;

+ii) The achievement of esconomies of scale.

The above benefits seem to evolve from the valus maximising
approach of firms, which suggest that the decision to merge is a
purely =conomic one and that the expected economic gains must be
positive. While we subscribe to this view we believe that the
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alternative theory of the firm cannot be discounted®. That view
contends that management pursues its own obj=ctives, such as sales
maximisation or growth, or some other activity which they consider
desirable which may not necessarily be of benefit to the ultimate
owners of the company.

5. Issues in Mergers and Acquisitions:

As was earlier noted there i1s genexal agrzement that the 135%0s has
seen unprecedented activity in the merger and acquisition movement.
This wave has been characterized by and has become svmbolic of ths
worldwide hostile-tender offer, =ven though it had not been the

dominant form.

Many studies weres undertaksn to carafully sxamine and anal:yse this
economic activity, but there is no single hypothesis that can fully
explain this phenomenon. The take-over movement of the 1380s
appears to have been brought about by two major s=ts of forces: (1)
the environment; and (2) fundamental issues of corporats
governance. These will be the major issues discussed in this
section of the paper.

1. The Envircnment

Globally a number of economic factors impacted upon the snvironment
and spurred the take-over movement, these include: (1) increassad
global competition for domestic and int=rnational markets and the
rapid dissemination and innovation of technology which required a
great deal of restructuring; {(2) dersgulation especially in the
financial sector, which Dbrought about new and innovative
instruments used to finance this activity. This included the

development of the high-yield, non-investment grade bonds (junk

3 See W.J. Banmel: Business Behaviour, wvalue and growth,
Micmillan, New York 1967 referred to in Chiplin and Wright pg.
25.
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bonds)which removed size as a significant Aimpediment to
participation in the take-~over market.

However, the major factor within the environment, which exercted a
profound effect on mergers and aczguisitions was the legal and
regulatory framework. The legal framework within an economy
influences the extent to which mergers and acquisitions take place.
There are laws which regulate ownership. These Jlaws govarn
ownership patterns; that is, they decide who may own companies, how
much theyv may own and to what extsnt they can exert control over
these companies. In developed countries, there are a number of
diffsrences in the lesgal framework and these differences ars
accentuated in those countries where hostile take-overs occur as
opposed to those where they do not occur.

In the United States of America, banks ars prohibited from owning
stock on their own account and thus play a small role in monitoring
largs companies. Bank helding companies arz allowed to hold up to
five percent of the voting stock of any non-bank company. They are
alsp regtrictad from affiliating with other financial institutions.
Lifs insurance companiss are also subject to regulation that
restrict them from acquiring controlling interests in firms and
other financial institutions. Mutual and pension funds play =
relatively modest role due to requirements for diversification

based, in part, on safety and soundness critzria.

Any active shareholder or shareholding group that acguires a five
per cent stake in a company must f£ile with the Securities Exchange
Commission under the Securities Exchange Act, revealing ownership
plans and sources of financing. 2As a result of these regulations,
individuals had become the dominant shareholding group. Financial
institutions in the United States that are desirous of undertaking

mergers and acquisitions activities are required to obtain approval
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from the Federal Reserve Board 1in the case of Bank Holding
Companies, and from the Office of the Comptroller of Currency (0OCC)
for national banks. One result is that virtually everv bank
merger, no matter how small, is subject to a government review and
approval. Certain factors are taken into account when giving
consideration for the approval of merger applications: (i) the
likely effects of the acquisition on bank competition. The Federal
reserve determines the extent to which sxisting competition could
be adversely affected by the acquisition if an acquiring bank or
bank holding company already has one or more banking offices in the
market in which it seeks to acguire a bank. The tool £or
evaluating the competitive aspects of marksts is the Harfindahl -
Hirshman Index (HHI), which 1s calculated by adding together the
squar=s of ths market shares of =ach compstitor in a given market.
The lower the HHI, the less concentrated the markets. In banking,
mergers that result in an ¥HI of less than 1800 ars generally not
investigated further. (ii) Financial and managerial resources and
prospects for the acquirer’s future. This 1s to ensure that safsty
and soundness criteria ars met, especially in the following arsas:
(a) the acquiring firm’s pressnt and future capital position; (b)
the means by which the acguirer intends to £finance the
mexger/acquisition and its level of debt and ability to service
that debt; (c} the quality of acguirer’s management and any plans
for improving it. (iii) convenience and needs of the community to
be served: this is concerned with the =ffect of acguisition on
banking products and services in the relevant banking market. If
new or better ssrvices or lower prices f£or bank services are likely
to result, then the merger is more likelyv to win approval. The
Federal Reserve alsc examines the acgqguirsr’s record undex such
criteria as its performance in meeting the credit needs of its

community, including low and moderate-income areas by shareholders.
Institutions in Germany and Japan play a much larger role bescause

149



they have more latitude in owning equity and exerting active
control over firms. In Germany, banks and the investment companies
they own, have large ownership interests in firms and an even
larger ’voice’ in monitoring. This is due to their l=gal rights
which under existing proxzy rules allow them to vote the shares of
their clients for whom they act as custodian. In the Japaness
system, which is similar to that of Germany, commercial banks are
not prohibited from owning corporatsz stock although they ars
subject to anti-monopoly ragulation that limits a single bank’s
holdings of a firm’s shares to five percent.

Within any lesgal framework ares contained company laws, securities
laws, rules of the stock sxchange, competition laws ana laws on
fiduciary responsibilities, which define the powsr of sharehslders,
oversight boards and outsiders to observe and influence managerial
behaviour. <Company laws contain a number of ways in which a firm’s
ownership structure can be translatad into shareholder influencs

through wvoring:

fa) shares can be assigned different voting rights. In the
United States of America, companies may Issus stock
carrying more than one vote. However, firms listasd on
the New York Stock Exchange have a one-share one-vote
rule. Under Japan's company law, all common stock 1is
subjected to the one-vote rules while Germany also has a
one-ghare one-vote rule, although companies may 1ssu2

multiple-vote shares in =xceptional circumstances.

{(b) Quorum and/or majority voting rules can be adjusted to
shift the powers and corporate voting blocs. Company
laws generally set minimum requiremsnts Ifor both gquorums

and voting majority, although companies are free to set

11
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(d)

their own rules above these minimum Ievels. Low quorum
figures (30%) or majority vote requirements give minority
blockholders more powar to push through their own
initiatives if other shareholders are pasgive; high
requirements (70%) give minority blockholders more power
to veto the majority, simply not ‘showing up‘’ or by
voting against a proposal. The former is likely to be
desirable if strong action is needed in the face of many
dispersed and passive shareholders. The latter may bz
desirable in rcertain cases of less dispersed ownership
where 3 minority shareholder wants firm controsl over the
actions of the majority sharsholder, as may be the caszs

in joint veantures.

The voting power of certain shareholders on issues that
most concern them (such as choice of directors), can be
enhanced through ‘cumulative voting’ rulss. This was
developed primarily as a way to give minority
shareholders a greater chance of representation on the
Board of Directors.

Proxy Rules can mobilise the votes of otherwise passive
sharchold=srs. Proxy rules ars intended as a device to
inform voters about issues and candidates and let them
exercise their ‘ownership voice’ through designatad
agents rather than shareholder mestings in person. In
Germany, the vote of a passive shareholder is cast by an
active shareholder whereas in the United States of
America, the passive sharceholder’s is lost. Most passive
shareholdexrs vote in the United States of America tend to
vote along with management sven though management’'s
proposal may not be compatible with the shareholder’s
interest.

12



An effective legal infrastructure is required to specify disclosurs
standards for all companies especially those issuing equity or debt
to the public. The enforceability of these rules is also of
importance since the weakness of znforcement capacity in the public
sector may constrain governance capacity in the private sector.
Another important legal issue is the dJdistribution of decision

making auvthority among management, the board and shareholders.

2. Corporate Governance

The merger and acquisition activity of the 1980z laid bare soms
fundamental problems in the governance and management of
corporations. It was a response t2 tensions and weaknesses
associated with the separation of cwnerzhip and management in the
large corporation with widely dispersed ownership.

Corporate governance is another ts=rm for shareholder monitoring and
can be passive or active, Passive sharsholders rely on ‘exit’ as
their main discipline on managers. In a widely dispersed ownership
structure, it is often difficult for sharsholders to monitor and
exert control over managers to ensure that they operate in their
{the shareholdsrs) best intersst. The costs involved in meonitoring
usually outweighs the bensfits. Therefors when shareholders cannot
exerclise their rights and are dissatisfied they have an option of
selling their sharss on the market, thus ‘exiting’ from the firms
shareholding. The US model is heavily welghted towards this tvps
of governance. Active shareholders rely more on ‘wvoice’ and this

i
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characteristic of the German and Japanese models, when ownership
is more concentrated and it is easier for shareholders to exerciss
contrcl over managers so that they are more active in monitoring

their performance through representation on the Board of Directors.

Aocording to economic theory, the wider the ownership dispersion,
the greater will be sharaholder passivity. This is because

13



shareholders with small shareholding will not gain a lot from an
improvement in the company’s performance and will not have the
incentive to invest the optimum amount of resources in monitoring.
Rather, they have an incentive to ‘free ride’ off the efforts of
others. If all shareholders adopt this attitude, monitoring of
managers will be minimised and they would be free to maximise their
own interests rather than that of the company or its owners. Whsn
there is a large number of shareholders, the transactions costs of
organising shareholders, to exert a unified veoice, ars usually
high, thereby inhibiting collective action. Shareholder monitoring
1s therefore likely to be more difficult in larger firms. To ths
axtent that there are more owners, there is a greater separation of
ownership and management, and thers are higher information costs
involved ln collective action.

The availability of exit mechanisms will also affact corporats
governance. The presence of a highly liquid stock exzhange whers
a seller can zasily find a ready buver, may tempt sharsholders to
bail out of a troublad firm if the costs of that bail-out are lowexr
than the costs of reforming and monitoring management. A liguid
market may also make it =asier for outsiders to acquirs troubled

firms that they balisve can be turned axound with new management.

The =ffectiveness of corporata gdvernance must also address the
gquestion of who the owners are and whether different types of
owners face different incentives that influence their goals in
monitoring and their ability to monitor. The incentive to monitor
can be enhanced by linking ownership ties with other economic
relationships in an economy. Corporate governance in Germany and
Japan 13 characterized by ‘linked sharsholders’. Banks in Germany
are gignificant owners of firms. Deuteshs Bank, Germany’'s largest
bank held squity stakes of 10% or more in about seventy industrial

and commercial companies and the bank executives held seats on mors

14



than four hundrad corporate boards. These banks not 2nlv invest in
these firms, they also provide credit to them on an ongoing kasis.
Their simultaneocus debt and equity int=rests appear to reduce the
conflicts of interest betwsen shareholders and debt holders,
theraby tempering both the incentive of creditors to recover debt
at the expense of the firm’s long-tarm interest, and the lncentive
of sharsholders to make sub-optimal investments that compromise
creditors interest. Many firms in Japan have very close ties Lo a
‘main bank’. This bank provides debt financing to the firm, owns
soms of its equity and mayv =ven place bank executives in top
management positions. For many o©of these £firms, the main-bank
r=lationship is part of a larger industrial structurs known as the
*keirstsuw’ . Keiretsus are groups of Japanese firms charactarised
by intricat= eqguity cross-holdings, with a strong lead bank that is
both a dominant lender to and an =quity holder in members of the
group with close ties to common supplisrs and customz2rs. Firms in
industrial groups also have strong product-market ties to =ach

other that ar= strengthensd by cross-shars ownership.

Companies that deal with =ach other commercially also have cross-
holdings of squity which dncreases their incentive to monitor the
health of these commercial partners; rather than just exit in times
oE trouble. A firm is wmoxres likelv to fulfill its commexcial
obligations to another firm that is also an owner, and if a dispute
arises, the cross-holdings between the parties give them a greatsar
incentive to find a negotiated socluticn that endures the longer
term ¢commercial relationship.

Another relationship is between labour and eguity where ownership
nf stock by ‘insiders’ enhances sharsholder monitoring, because
emplovyees have both mora information about company performance and
more to lose if such performance is poor. Insiders can be =2ither

company managers and directors or employses at all lewvels. The
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former is common in the United States of america where manager or
diractor compensation is often ti=d to company performance through
stock options and other performance based compensation schemes.

This is less common in Japan.

The ability to monitor is linked to access to information which is
often dependent upon the natur=s of the relarionship with the
company. Given their natural insider position as well as their
accumulatz=d sxperience in making many loans, banks are likely to be
well positioned to take a lead in corporate govarnance. The sams
may be tru= for institutional investors who have the power ta
demand information, and the resources and expertise to intsrpr=t it
adeguately. In all cases, contractual linkages le=ad to greatsr
information and this snhances the ability of sharsholders to

monitor management .

Sincz few shareholders can actively monitor the day-to-~day
activities of management, they a=lect representatives to do the job
for them. Companiss in the United States of America and Japan have
Board of Directors. Boards in the U5 ars tvpically composed of
both insids officers and outsiders while Japanese boards ars
composed entirely of insiders. The Board appoints the chisf
axecutive officer of the company who in turn appoints other
oificers. In addition to selecting and dismissing management, the
Board approves major decisions such as declaration of divwidends,
corpprate borfowing and other business stratesgies. It also
approves proposals for mergers, sales of sgubstantial corporate
assets and dissolution which are then subjected to shareholder

vote.

In contrast, oversight bodies have always been significantly more
independent in Germany. Each German corporation has a management

board and a supervisory board. The former is responsible for
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running the company on a day-to-day basis, while the latter is
composed exclusively of ocutsiders. Unlike the United States of
America, members of the management board may not sit on the
supervisory board and vice-versa. The supervisory board has two
main responsibilities - to supervise the management board and to
appéint all of its members. The members of the management board
may be fired only on performance grounds and thus they maintain a
fair amount of independence in their day-to-day decision-making.
Much of the independence of the German supervisory boards arisss
from the more concentrated patterns of ownership in German firms.
In most cases, no one shareholder has absolute control, but a
coalition of independent share-holders do=s. Although the formal
Japanese over-sight structure resembles that of the Unitad States
of America, the balance of powsr between managers and shareholdexrs
appear in reality to be closer to that of Germanv. The mors
concentrated instituticonal ownership »f individual firms, and the
interlocking businsss relationships within the ¥eiretsu both
strenathen tha voice of shareholder representatives, functioning in
Japan not so much through formal board meetings as through lsss

formal monthly meetings of the Presidents’ council.

Governance power in all thre=z countries is alsc relatad to the

power to set compensatlion levals for directors and managers.

Throughout the 1980s the markst for corporate control had baen very
active in the United States of America. In contrast, howevax,
take-overs had been rar=s in Japan and to a large extent in Germany.
The main reasons being the difference in the iegal and regulacory
framework in the United States of America as against Germany and
Japan, as well as a different approach to corporate governance.
Although Japanese take-over rules are modelled on those of the
Unitad States of Amexrica, certain provisions inhibited hostile take

over activity throughout the 1980s. 3Similarly, takeovers had been

17



legs common in Germany than in the United States of America. The
reliance of German firms on debt rather than equity financing has
had two major implications: first, companies have tended not to
look to equity markets for capital whizh reduced turnover in the
stock market and second, powerful bank holdings and proxy voting
strength have discouraged investors from seeking control. Also
Garmany was known for having the toughest anti-takeover devices in
all of Europe.

In the 1990s, corporate governancs appears to be changing in all
three countries. In the United States of America, a new form of
governance is fast becoming the norm; one that is based on politics
rather than finance, and whizh scems to be more 2ffective and far
less 2xpensive than the take-overs in the 1280s. The new political
approach to governancz draws its strengths from the broad based
public backlash against hostile take-overs and debt based financing
and the rise of informed instituticnal inwvestors. The former
creates the need for active investors to develop new approaches to
influencing corporate policy while the latter creat=ss a class of
owners who can and will respond to a politically substantive
approach. The new banking merger wave in the United States and
other developed sconcmies 1s based on the desire to have large
enough banks which can effectively compets in the globalised market
placz. BRanks, through merger activity, are positioning themsslves
strategically and are using size to solidify their global presence.
Witness the merger between Chase Manhattan and Chemical Bank in the
United S8tates. In Japan, there weres dramatig¢ changes in the
Japanese corporate sector including improved access to global
capital markets and the deregqulation of domestic capital markets
which led to a significant weaksning in the Keiretsu tiss between
banks and those firms strong enocugh to obtain financing on the
international capital markets, in addition to the slowing of growtn

opportunities for Japansse firms in their traditional lines of

i8.
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business and the huge build-up 2f cash on the balance sheets of
Japanese firms. T1f these trxrends continue, the corporate governance
mechanism in Japan might evolve to more of a US type model. There
is also a czhanging philosophy towards corporate governancs in
Germany. A law is scheduled to go before German parliament in
October 1996, which, if passed, will =liminate banks’ right to
exercise proxy votes for other investors whose shar=zs they manags,
thus depriving banks of a powerful tool at annual general meetings.
It is =nvisaged that for next year, explicit approval from clients
will be needed before their banks can sx=rcise their proxies. A
number of acguisitions are taking place without the knowledge and
approval of their banks. Also, with the approaching Europesan
Monetary Unicn, a number of mergers are expected to take placs in

-

Europe .

6. The Caribbean Pinancial Sector

The following description 1s a gensralization of the typical
Caribbean econcmy (if such a term is permissibls): a lack of
diversification 1n production; strong reliance on agricultural
activity and tourism; high openness and =xport-orientation;

exposure to natural disasters; democratically conptrollsd; and with

high levels of unemployment. If the countriss are comparad one
with another, it will be noticed that some are more
“industrialized’ (if that is the corrzct term) than othexrs. In

fact, the larger countries such as Guyana, Jamaica and Trinidad and
Tobago have pursued development strategies based on mining in the

case of the first two, and cil production in the latter case.

The financial sector in the Caribbean has basically followed the
pattern of the economic sector, with some c¢ountries having
financial systems which are relatively more developed than othzsrs.
While the level of development in this sector has bezn uneven,
financial reform has played a prominent role within recent times,
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and some countries have implemented new legislation to regulate
their individual systems and to improve their prudentcial
standards®.

Even though the level of financial development wvaries in each
country, there are similarities in the way in which the sector
developed, and this 1is due 1largely to thesir sharsd colonial
experiences. Commercial banks dominate. They occupy the premier
position among private financial institutions. The banks emsrged
in response to the needs of the post colonial sra when economic
activity centered on importation and distribution of commodities,
so that historically, foreign banks have enjoyed success in these
economies. It was only after gaining independsnce that zeveral of
the larger territories undertook a period of nationalization and
cons=quently there now a2xigts indigenous commercial banks togsther
with localized banks. The institution which stands at the aperz of
each country’s financial systam is, however, the local central bank
which is charged with the responsibility of znsuring the health and
stability of the financial system.

In all of the =conomies an official financial sector operates side
bv side with an unoificial sector. The official sector is
comprised of a central bank, commercial banks, trust and mortgage
finance compani=s, insurance companiss, finance houses, developmsnt
finance agencies and the cooperative sactor. The unofficial
sector, sometimes called Informal Financiai Markets {(IFMs) ars
those organizations which operate outside of the systematic
monitoring and regulatory framework administered by the country’s
monetary authorities. IFMs are characterized by the activities of
informal financial instituticns; the wmost widely researched in

developing countries are money-lenders; pawnbrokers; and rotating

6 Financial Institutions in Trinidad and Tobago are regulated by
the FIA 1993, while those in Guyana are regulated by FIA 1995.
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savings and credit associations.’

We believe that it is a conjuncture of the following events, which

have limited the merger and acguisition activities within Caricom:

i) the thinness of the regional stock markets;
id) the leval of development of its financial sectors; and
iii) the predominance of family owned and controlled
: businesses.
7. Merger and Acquisition Activity In The Caribbean

The breaking up of the former Soviet Union has resulted din
increased competition for scarce investment resources from the
international financial community by small undexdevelopsd
countries. Resources which previocusly were channellsd to small
aconomigs, such as those in Caricom, are now being reallocatsd to
the countries in transicion in =astern Europe which have become the
beneficiaries of large foreign inflows. This reality has,
therefore, imposed yvet another challengs tEo the region, the need to
mobilize domestic financial resources for dinvestmant projscts.
Unfortunately, the domestic cepital markets are relatively thin,
and hence wmost businesses continue to rely on bank financing for
projects. 1In additicon, the local stock markets are very limited
and in the countries whers they 2xist the level of activity is verv
low, couples with that, the regional stock exchanges have not
operated 1in a way which have to flow cross-horder, in any
meaningful way. (see statistics on  individual countries in
appendix) .

Among the member countries of the Caribbean Community only four

Claremont D. Kirton: Potating savings and Credit association
in Jamalica - some empirical findings on partner, paper
presented at the X¥VIIT Annual Monetary Studies Conference,
St. Kitts, November 38 - 11, 1985
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have stock exchanges: Jamaica; Trinidad and Tobago; Barbados and
Suriname. A fifth member, Guyana, has recently rejuvenated its
Call =Exchange with a view to establishing a full-fledged exchange
in the future. Of the three =xchanges, Jamaica’s was the first to
be established, in 19269, followed by Trinidad and Tobago in 1331,
Barbades in 1987 and Suriname in 19--. The Jamaica exchange is the
most active, with a daily avesrags share volume of 3.59 million
units at the end of 1994%, and market capitalization of UES351.75
billion (see Appendix). It is noteworthy, in all cas=s3, that
within the last five years the number of companies list=d has
varied only marginally. This in 1itself is an 4indication that
equity financing is still not seen or accepted widely as a

altarnative to debt financing.

A possible explanation for the containusd reliance on bank financing
iz that most businesses are family owned and controlled, and the
owners, perhaps out of fear of losing control, or maybe simply to
continue a tradition or l=gacy. have opted to procure hank cradit
{largely through overdrafts) to finance their operations. Also,

historically banks are the first to appear in the £financial

structures of =conomizs - they are many and dominats relativelw
garly. In these circumstancss, it is wusually the large

conglomerates such as Neal and Massy in Trinidad, and Carxr=zras
Group Limited of Jamaica, or financial sector institutions, such as
banks and insurance companiss, and large manufacturing concerns
which seek to increase their capital base through =gquity financing.

Of ~ourse, some mergers have occurred as a result of divestiture
undertakzn by the Governments of individual countriess, especially

in Guyana, Jamaica and Trxinidad and Tobago and to some extant

Average share volume is given for 1394 and not 1995 since the
1995 figures is grossly inflated because of one largs
transaction involving 3.01 billion units.
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Grenada. This method has been a way of attracting significant
resources to the region. In Guyana, these initiatives have
occurred in the mining sector, as well as in banking. The pattern
has been similar in Jamaica but in Trinidad and Tobago the bulk of
foreign investment has besn in the energy sector. All of these
arrangements have come about through government initiative and

hence can be considered friendly transactions.

The experience with mergers and acquisitions, on the whols has besn
very limited, in the region, and with hostile taksovers in
partizular, almost non-existent. Thers was a period in the late
19705 where governments in the Caribbesan undertook a process of
naticnalization of what they termed "critical sectors" of thelir
zconomies. Financial institutions, and banks in particular wer=
severely criticised for not providing resources to important local
activity which tended to be risky, and hence indigenous banks
sprang up in dirsct responss to this need and many of the forzign
banks ware localized and finally "natiopalized" though not for the
Iame reason. Following the debt crisis of the 12808 and the
resultant sconomic difficulties of many of the Caribbean economies,
a rzversal of strategies was pursued with the urgings of the
nmultilateral financial institutions. In our view, it is the
liberalization of Caribbean economies which has opened up the
pogsibility to mergers and acguisitions. Hence we can refer to the
activities which commenced around the =zaxrly 1590s as the first wave

of Caricom mergers and acquisitions.

Caribbean Experience

As intimated earlier, there ars not many examples of mergers and
acquisition activity to be found throughout the region. However,
in most instances wnere they have occurred, the Government has been
the initiatoxr. Only Barbados, among the countries in which there

is active trading, has not erxperienced this phenomenon. In fact,
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there has been no merger activity there whataver.

Trinidad and Tobago

In Trinidad and Tobago there have been only f£ive (5) mergers in the
financial sector, while in the entire economy perhaps no more than
ten. Such activity began in the late 1980s when Citicorp (which
already owned 20 percent of =shares) purchased eighty percent
sharsholding of the United BRank of Trinidad and Tobago for
approximately TT$25.1 million. In 18%0, Guardian Life of the
Caribbean Limited, a firm in the insurance industry, purchased the
entire assets of Crown Life, its compstitor, for approximatzly
T&T$20.8 million. Some vears latsr, Guardian Life formed an
alliance with the Royal Bank of Trinidad and Tobago Limited (EBTT
in which RBTT purchasasd 50 pesrcent of the assests of Crown Life.
This represented the first such transaction in which firms in the
banking and insurance industrises came together to offzr joint

servic=s in a "one stop shop!" arrangsment.

All of the above =vents wers fairly routine, in the senss that they
did not elicit much public debatz. Howsver, 1n 13%%4 whsn the
Republic Bank of Trinidad and Tobago Limitad (Republic) announced
its intention to acquire the EBank of Commerce Trinidad and Tobago
Limited {BOC), there was much anxiety on the part of the =zntirs
kanking community which recognised the potential iwplicaticns of
such a merger. Though BOC was consider=d to be a =mall bank, its
merger with Republic would produce the largest financial
institution in the country, with control over a significant
percentage of the market share (somewhers in the rasgion of 40-45%}.
This evaent was probably the first occasion in which a local
financial (banking) institution was poised to take over a
competitor, and it had the potantial to bacome a hostile takeovar
attempt.
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At the time of announcement both the management and staff of the
BOC became anzious perhaps even traumatised by the events, since
many of them began to fear for the loss of their jobs. It had aven
been rumour=sd that the management of BOC, after consultation with
a government minister, had agreed to a meeting with a "White
Knight" from the United States, who it was suggested, was willing
to buy into the BOC. All of this hysteria came about becauss the
foreign parent of the BOC (Canadian Imperial Bank of Commercs) was
no longer attracted to the environment. The outcome was that
Republic purchased a substantial holding and was able to influsnce
BOC’s future direction through membership on its newly constitutead
board and by replacing the incumbent Managing Diractor with one of
its staff. One year later Republiz now has controlling interest
(approzimately 70% shareholding) and it is =xzpectad that as scon as
they acquire 90% sharsholding both instaitutions will be merged.
Usually as a result of M+A activity, the entity which is acguired
will be restructured in respect of itz =taff and operations. This
has been happening at the 20C where -acancies, as a result of
rzsignations, are keing filled by Eepublic staff, and where a cross
fertilisation of staff is being undertaken. Even the price of
BOC’s shars increased by over 30% as a xesult of the Eepublic
initiation , while Republic showed a very bullish pattsrn. It is
curr=ntly the highest guoted bank share. It has, however, taken a

small reduction following the recsnt impasse.

All of the above transactions were undertaken supposedly to
diversify existing portfolioss and/or to increase market share, but
there was another merger in the financial sector which resulted
from government intervention. Three indigenous banks, (Trinidad
and Tobago Cooperative Bank Limited, Worksrs Bank (1989) Limited
and National Commercial Eank Limited) wers merged inta one entity
in 1993 becausge of an alarming number of bad loans in their

respective portfolic, as well as low or declining profitability.
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In some instances, individual branches wers unprofitable. 1In all
cages, the GCovernment was the major sharcsholder and therefore took
action to avert a potentially catastrophic situation. In the case
of one of the banks, individual shareholders have been the main
victims, the price of their share hit rock bottom. In fact, while
the share is still quotad on the eaxchange, trading has been

suspended since 1993. The Central Bank has placed a nominal valus

0

n the shares and it is unclear whether any sharsholder has
redeemed his certificate.

But merger activity by companiss in Trinidad and Tobago has not
been confined to their country of origin. Acquisitions have besn
made throughout the region (even including non-anglophonz Caribbean
Territories) . In most cases, controlling interest has bssn
acquirsd but there are instancss wherz 100 percent purchases havs
been complet=d. The strategy of the companies involved appears to
be one of diversifying their portfolin across differsnt curresncy
arsas and economies to derive the bensfaits of the cyelical natuxe
of businegs arctivity, since they believe that all economies would
not =xperience decline at the same times, and also to benefit from
the depresciation of the local =zchange rate sincz their forsign
profits are remitted in hard currency. The banks have also
diversified into non-banking arsas of activity. They now own
security firms as well as property development companiss. Trinidad
and Tobago Companies (banks) have a pressnce throughout the region,
in: the Caﬁman Islands; Grenada; St Lucia; 3t Maarteen; St Vincent:
Mavis; and Venezuela, and no doubt thev would soon arrive at othex
frontiers, possibly including Guvana. Perhaps the banks are taking

the lead in bringing the Caribbean closer.

Guyana:
In Guyana we have our first merger experience among Caricom

financial institutions, perhaps even the first such experience of
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its kind in any sector. In that country the merger sxperience has
resulted largely £from government initiative, as the Government
sought to divest itself of state enterprises. In the financial
sector, the =arlisst example of merger activity occurred in 1910
and the most recent in 1395. 1In between those two experiesnces

there have besen only sporadic transactions.

The first bank merger in Guvana’s history occurrad in 1910 when a
court order permitted the amalgamation of the Government Savings
Bank {(GSB) and the Post Office Bavings Bank (POSB}, under the name
and control of the lattsr. In the vear prior to the merg=sr, the
joint net deposits of both banks stood at G31.4 million. Danns
(1986) has suggest=d that the decision to merge those institutions
was incorrect, and that it was apparently promptad by a political
decision of the Colonial Govaroment t0 substantiallyv reducs its
involvemsent in banking in the country, perhaps leaving that

activity to the privats ssctor’.

Another sixty-four years elapssd before the second bank merger ctook
place, and it involved the institution that was merged in 1910. By
1574, the Govsrnment of Guyana had established an indigenous
zommercial bank, the Guyana National Commercial Bank (GHNCRB) whose
mandatzs was to provide critical support to the loral seztors which
were neglected by the largelv foreign-ownsd banks. In that vear
POSE was merged into the GNCB, for which it had actad as a conduit
for small savers. It has been suggssted that a loss of public
confidence in the POSB together with the Government’s desire to
expand the newly created GNCB caused its decline.'®

Dannsg, Donna: pg. 28
10 Ibid pg. 17
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In the mid 19280s, the Government took control of three foresign
banks in Guyana: The Roval Bank of Canada; Chase Manhattan Bank:;
and Barclays Bank DCO. Thess institutions were having difficulty
in repatriating profits, and their activities were being closely
regulatad by the Government becauss of the foreign exchange crisis
at the time. The Government was able to acquire those institutions
at nominal cost since the banks were no longer interested in
operating in those depressed and hostile sconomic conditions. The
assets of Chase Manhattan Bank were taken over by Republic Bank, a
newly crzated bank, which was subseguently incorporated as the
Guyana Bank for Trade and Industry {(GETI). The assets of the Royal
Bank of Canada were taken over by another newly crzated state bank,
the National Bank of Industry and Commerce (HRICY., At the time
when these mexrgers occurred, the Government was engagéd in
widaspread nationalisation of wvarious sectors, and that was
consistent with its statad objective of controlling the "commanding
heights” of the sconomy.

In the late 19808 and early 199%0s, there was a rsversal in economic
strategy as Guyana had to seek assistance from the multilateral
lending agencies. The Government began to divest itself of shares
in both GBTI and NBIC but it retained controlling interest. By ths
middle of the 13%0s, however, all of the Government sharss in GBTI
were placad on the market as the ftate scught to attract privats
investment and to reduce 1its direct participation in economic
activity. One unintended, and perhaps undesirable consequence, was
that Securs International, a subgidiary of the Beharry Group of
Companies purchased 23 percent of the shareholding, and togsther
with already acquired holdings, from previous 1issues, gained
controlling Ainkterest in GBTI. This conglomerate, whose main
business activity is manufacturing, had previously acquired an

insurance company.
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In 1595 occurred the merger between GNCB and the, Guvana
cooperative Agricultural and Industrial Development Bank (GAIBANK) .
It has been reported that this merger was undertaken because of
problams relating to uncollected loans which it was thought could
undermine the financial system.'!' We, however, hold the view that
it was politically motivatad since we cannot understand how a
development bank could be merged with a commercial bank given their
different focus. Also in 1995, NBIC’s shares were put on the
markst, as the Government continued to privatise State enterprises.
Before doing so, however, the financial Institutions Act, 1995 was
amended to prevent any person who alresady owned a commarcial bank
from gaining control of another bank, by limiting purchases of
shares. 1In essence, the amended Act sought to snsure that no ons
individual could gain controlling int=rest in more than one bank.
apart from the activity in the banking sector, thers have besn a
small number of privatisations in the insurance industryv. In the
case of Cuyana, it is abundantly clear then that Government has

been at the centre of mergers and acguisitions actavity.

Jamaica: .

Jamaica poss=ssses the largest population within Caricom and
together with this ths most sophisticated finapcial system. Its
stock exchange is the most acktive of all thre= mentioned in thas
study, and the number of companies listed iz greater than the
others combined total (sze Appendix). In these circumstances, ons
would expect the level of merger activity to be more intense than
in either Trinidad and Tobago or Barbados. We are, howevar, unapls
to confirm whether this is s0 as we do not have sufficisnt
information. We promise to update this aspect of the study as scon
as such information is received. What we do know is that there

have been mergers in the financial sector and that the largest thus

1 See Annual Report of Bank of Guyana 1993 pg. 28.
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far has been the merger between the Hational Commercial Bank and

Mutual Security Bank, which was officially complsted on October 1,

1996. The transaction involved a share swap, and assets to the
value of J5400 million changed hands. It was a frisndly
transaction.

Based on our review of the Caribbean experience we believe that
merger and acquisition ipitiatives have plaved a limitad role thus
far but we =xpect this to change in the next century as the level
of competition intensifies throughout the region. We suggest that
it is the level of competition which has rastricted merger
activity, inter alia. The mergers which have occurred wers largely
initiated by governments and were undertakan out of necasaity and

perhaps under direction of the multilatzral lending zgencies.

There have been almost no hostile attempts, save and axcept, ths
recent Republic Bank/C.L. Financial impasse in Trinidad and Tobago,
when C.L. Financial attempted tc have the Republic board replaced
by one of its own choosing. This was vigorously opposzd by ths
Management of the Republic bank and an sxpensive media campaign
snsued by both parties, aimed at gaining public support to thear
position. Tha Government, through the Minister of Finance,
intervened and compromise was reached to avoid what many believad
would lead to a weakening of the financial system. The matter is,
however, still unresolved and will be soon raviewed by the

authorities.

We are of the opinion that as the financial sector despens, as the
stock exchange broadens, and as citizens become more awars of the
benefits that <an be derived from a properly, functioning exchange,
that the scope for merger and acquisition activity will widen.
Consider that cross border trading began in 1991 but only one shars

{CIBC Holdings Limited) has been issued on all three exchanges.
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What therefore is the reason why there has been no more activitv?

3. Implications for the Caribbean

An examination of the two systems which operatad in developed
countries in the 1980s shows two distinct pattsrns. In the Unitsd
States, tight legal and ragulatory svstems constrained sharsholders
somewhat and sntrusted power in the hands of management which
exacerpbated the agency problem and led to takeovers. In Germany
and Japan, the systems of corporate governance allowed sharsholdars
the power to control public corporations basically through proxies
to banks. This was so bacause banks held extensive =sguity in
industry through their own sharszholding and those of others whom
they reaprsssnted.

In the 1390s, howesver, both =vstems sszemed td> be converging, and
given that ths world is now a global wvillage, merger and

acquisition activity will mimic the convergence trand.

?he experiznce in the Caribbean of this type of activity followed
neither pattern and was a result largely of government’s aztivities
regarding divestment of states-owned entities. Wich the anticipatad
growth of stock exchanges and with the increased competition
expectad by the liberalisation of our economisg. Caribbean
countrizs must prepars chemselves for the eventuality of mergers
and acquisiftions which will become a meore prominent part of
sveryday economic activity. Therefore, the legal and regulatory
framework must be creative and dynamic so as to adopt strategies to
accommodate these types of activities, bearing in mind the
different constituenciss that have to ba satisfied and our special

circumstances as small devealoping countries.

While economic theory and some empirical evidence show that

concentrated ownership results in improved corporate performance,
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adopting a govermnance system to account for that may not be
necessarily beneficial. For example, in the ocurrent impasse
betwsen Republic Bank and CL Financial Limited in Trinidad and

Tobago -~ consider who will be the ultimate beneficiaries of this

situation - Would it be the shareholders, the management, the
depositors or society? Another relatzd question is - who reallwv
among this group should benefit? The legal and regulatory

framework must pursues appropriate laws to answer such critical
guestions?

The systams which operated in advanced countries were basically a
result, not only of policy initiatives, but more importantly of
country specific economic, political, historical and cultural
factors. While, we in the Caribbean, may want to use aspects 3f
these systems, we must taks nota of the factors mentioned above and

tnus fashion legislation to taks aczount of them.

Conclusion

We wish to conclude ocur presentation with an admonition. 3Sincs
technologizal ipnovaticns have gresatly improved the operational
zfficiency of the financial services industry and because
liberalisation of our fipancial systam has ops=ned the gateway to
forsign competition, mergers between local financial institutions
are a sine gqua non 1f these jinstitutions are to achieve the
critical mass necessary to compete effectively with large foreign
competitors, whose penetration into domestic markets cannot for
long be xestricted because of new techndlogies and relaxed
regulations. Rather than trxying to retain their identity we
suggest that discussion proceed among local financiers to avert
what 1is a potentially imminent thrsat to our local banking
sovereignity - the return of foreign banks.

32



e

Bibliography

Bradley, James W. and Korn, Donald H. "Acquisition and Corporate
Development — A Contemporary Perspective for the Manager"®,
Lexington books, 13981.

Case, Robert "Mergers and Acquisitions, in Handbook of Modern
Finance, 2nd Edition, eds. Dennis E Logue, published by, Warren;
Graham and Lamont (1994).

Chiplin, Brian and Wright, Mike, "The Logic of Mergers - The
Competitive Market in Corporate Control in Theory and Practice",
The Institute of Economic Affairs, London 1987.

Danns, Donna, "The Development and Demise of the Savings Bank
System in Guyana, Bank of Guyana (unpublished).

Davies, Paul, "The Regulation of Takeovers and Mergers" London,
Sweet and Maxwell, 1976,

Demsetz, Harold and Lehn, Xenneth — "The structure of corporate
ownership: Causes and consequences.” Journal of Political Economy,
1985.

Ellwood, John E., "The Effects of Mergers and Acquisitions on the
Governance of the Modern Corpeoration" in Handbook of Modern
Finance, 2nd Edition, eds Dennis E. Logue, published by Warren,
Graham and Lamont (1984).

Gray and Hanson "Corporate governance in central and eastern
Europe: Lessons from advanced market economies." World Bank
working Papers WP3 1182, 1993.

Grundfest, Joseph A. "Subordination of American capital. — Journal
of Financial Economics, Vol 27#1 September 199%0.

Hunter and Wall "Bank merger motivations. "Federal Reserve Bank of
Atlanta, Economics Review 74 (September/October 1989)

Jarrell, Greqgq A; Barkley, James A; and Netter, Jeffrey M "The
market for corporate control: The empirical evidence since 1980" —
Journal of Economic Perspectives Vol 2#1 Winter 1988.

Jensen, Michael (ed) "Symposium on the market for corporate
control.” Journal of Financial Economics, April 1983.

"TPakeovers; their causes and consequences’ — Journal of
Economic Perspectives. Vol 2 #a Winter 1988.

"Agency costs of free cash flow, corporate finance and
take—overs." — American Economic Review, Papers and proceedings,
May 1986.



Y

Jensen, Michael C., "Take—overs: Folklore and Science, "Harvard
Business Review, November/December 1934.

Jensen, Michael and Ruback, Richard, "The market for corporate
control: the scientific evidence." — Journal of Financial
Economics, Vol 11 #5, April 1983.

Organization for Economic Cooperation and Development, "Mergers and
Competition Policy"™ — Report of the Committee of Experts on
Restrictive Business Practices, 18974.

Pilloff, Steven. "Performance changes and shareholder wealth
creation associated with mergers and publicly traded banking
institutions." — Journal of Money, Credit and Banking, Vol 28 #3

(August 1986, Part 1).

Pound, J. "Beyond take—overs: Politics comes to corporate control.”
— Harvard Business Review March — April 1992,

Prowse, Stephen. " Institutional investment patterns and corporate
financial behaviour in the United States and Japan ~Journal of
Financial Economics Vol 27 #1, 3eptember 1880.

"The structure of corporate ownership in Japan." — Journal
of Finance 47:3, July 1992.

Samuels, J.M. (ed) Readings on Mergers and Take—overs, The Active
Society Trust, 1572.

Stallworthy, E.A. and Xharbanda, 0.P. "Takeovers, Acquisitions and
Mergers — Strategies for Rescuing Companies in Distress , Xogan
Page, 1988.

Steiner, Peter O., "Mergers— Motives Effects and Policies"™,
university of Michigan, 1975.

"Mergers and acguisitions in Japan: Lifting a barrier or two,"
Economist, August 12, 1989 p 68.

Furope’s corporate castles begin to crack, "Economist November 30,
1391, p.67.



g PP Dve A

TABLE 1

NUMBER OF FINANCIAL INSTITUTIONS IN EXISTEI‘ECE,
SELECTED YEARS "T'bab~ Wi (o0 .

institution 1 1956 1 ‘1973! 1974l 1975| 1978 I 19771 1978! 1979! 1980[ 1935 I 1990 ‘ 1995
Central Bank i i 1 1 1 1 1 1 1 1 1 1
Commearcial Banks 7 9 9 3 3 9 9 9 g9 8 3 | 5
(Branches) 59 [@d o (11 1192 (e En [ laes | mn oz o
Finance Compantes & !
Merchant Banks 2] 3l sl 7] alu12jr|z]|ns b 12 ] i0
Trust and Mortgage ' I 4 '
Finance Companies 3 . 5 | 5 5 3 5 7 7 7 8 ' v ‘ E
Deveiopment Banks ! 2 sl 3 3 3 3 3t 3 3 ( 3 l 2
Credit Unions? 312 | 299 { 297 | 234 1285 | 288 1308 |313 |420 {381 ! <00 I 393
Insuranca Companies ‘ 51 i 55 57 36 27 52 84 1 50 57 l 55 l g3
Thaft Insytutions P : 3 l 3 4 4 4 4 4 4 4 : 4 i K1
Maflonal Insurance ' i I
Zoara -1 1 1 1 ! 1 1 1 I | !
Tonidad and Tobage S i
Slock Exchange - - - - - - - -t - o 1 ]
Unit Trust Carporation - - - - - - - - -1 | 1
Export Ciadit Insurance - 1 1 1 1 4 1 1 i 1 1 1
Aeinsurance Company . - - - - - 1 1 1 1 1 1
Deposit Insurancs . ]' l
Carporation - - - - - - - - - - 1 1
Home Mortgage Bank - - - - - - . - '] - - 111
TOTAL 527 376 1381 (372 374 | 381 | 409 | 421 | 515 | 481 438 483
, i ‘

SOURCE: Cantral 8ank of Trinidad and Tobago; Ministry of Industry, Enterpnse and Taurism;
Annual Reports, Supervisor of Insuranca.
U jncluges Tnnidad & T obago Mongaga Financa Company .

2 Tha data reprassnt the number of ragistaced sociaties. The numbser of active credit umens is much 1855 Tt data on such
institulions ara cnly avalable for 1379, 1986 and 1985.

3 As at Decembar 31, 1994,




at 1é '. .
(: RV SRR
Tne. NUMBER OF FINANCIAL INSTITUTIONS IN EXISTENCE
vy o= 0 and

INSTITUTICN 1970 71 72| 73] 74| 75| 78] 77| 78] 78] 8Q] BI] 82| B3| B4] ®5] B8] 87 B8] 03] 0] 51| 92| 93] 53] 95
CENTRAL BANK 1 1 i 1 1 1 tH | ) ! 1 1 1 1 11 1 i 1 1 1 1 1 1
GOMMERCIAL BANK ] B 6 6 6 6| 8 6 8 8 6 8| & 6] s s 8 6] B 5 s g s s 71 6
{ ) No. of Branches 36)| anl oy e @] eeles] eal e g8l @n us| pe| pe 18y (20)|_123)
TRUST COMPANIES 2 2 2 2 2 2] 2] 2| 2l 2l | obiara fulelpe bt ata) ne o fage | o] ran ] 2l 3 4
LICENSED FOREIGN . - - - - - T PR - - - - - . . - |- - . 3| a8 na
EXCH. DEALERS
INSURANGE COMPANIES. R R R A - R Y BT s R Y I L I E R R I R L S S s N R P K S IR AR AR IR e 11
COOPERATIVE CREDIT Nal Al s4g] NA) NA| O RA] N Al MUA] MA| HPA| MA wal tea| rea| ta| Na| Al s sl m| | wal wal s e
SOCIETIES
DEVELORMENT BANKS - v 2 2| 2| 2] 2f 2 2 2| 2 2] 2] 2] 2 2l 2| 2| 2 H I 2l 2 1
SAVINGS BANKS 1 1 1 1 1 - - L] - . - . - - -l - - - - .
NEW BUILDING SOGIETY 1 1 1 1 1 1 1 i1 1 ) i i 1 1 1 1 1 11 1 1 1 1 1
NATIONAL INSURANGE 1 i 1 1 1 1 1 1 i 1 1 1 1 1 ) 1 1 1 1 1 | 1 1 \ | t
SCHEME
PEsz:onscHEME s | o g [eapa | ebs by [ ek g | e | et o IR R o IR TR N R EN R R R L A ELC T A
UNIT TRUST 1 1 1 - - - - | - - . - - . - - - . - . . .
INVESTMENT COMPANIES 1 1 1 - - - - - - - - - - - v |- - - - -

Source: Bank of Guyana Annual Reports
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Comparatwe Operational Review (1991-1595).
Jamaica Stock Exchange

Year
No. of Transactions
Réported Share Volume Units (Mn)*
Daily Avérage Share Volume { Mn)

Reposted Dollar Volume ($Mn)*

' Dailv Average Dollar Yolume (Mn}

Total Listed Compames

ch'a‘lrﬁharejs' Lis‘.ted (Bn)

Aggregate Markat Value (J$Bn)
(US$Bn}

Number Q,f Trading Days

" lncludes Block Transactions.

1991

24073
144,26
0.88
1156.81
7.05
44

2,36

22.21

164

1982
49791
395.80
1.94
4687.34
22.98
48

4.74

76.97

204

lnc!udes One Large Transaction of 3.01 Billion Units.

Source: The Ja au;a SiQCK Exchange T |

Annual Report.

1993
55519
567.45
2.81
8346.77
41.32
48

8.18

41.87
{1.28)

202

1984
43114
741.75
3.69
§5165.46
25.65
50

8.78

58.01
(1.75)

201

1985
42600
3565.80"
17.82"
11560.48"
57.80

51

11.36

50.75
(1.53)

200



TRINIDAD AND TOBAGO

Comiparative Operational Review (1991-1%95).
Trinidad and Tobago Stock Exchange.

Year 1981 1992 1993 1994 1995

Share Volume (Mn) 103.5 343 18.0 67.6 131.7

Daily Average Yolume (Mn) 0.694 - 0.226 0.522 0.445 0.879

Daily Average Value (TT8Mn) 230 062 200 2.00 5.40

Market Value (Listed Shares) 28517 21848 28509  3873.9  6750.7

(US$Mn) (670.9) (514.1)  (495.8)  (845.7) (1125.1)

'Tgtal Listed Companies | .29 28 26 27 27

Number of Trading Déys 149 152 152 162 150
Market Value of Share

Volume (TT$Mn) 338.7 94.6 301.2 300.9 812.4

No. of Transactions : 6409 4408 4665 4223 6168

Source: Tripidad 2
Stock Exchangg;




SECURITIES EXCHANGE OF BARBADOS

Comparative Operational Review (1991-1995).

Trinidad and Tobago Stock Exchange.

Year
Share Volume {Mnj}
Daily Average Volume {Mn)

Daily Average Value (Bds$Mn)

© Market Value (Listed Shares)

(US$Mn)
Total Listed Companies
Numiber of Trading Days-

 Market Value of Share
- Volume (Bds$Mn)

No. of Transactions

Source: Securilies Exphangs of Barbades.

1991
7.2

0.072

- 0.182

5165
(308.3)

14

100

182

634

1982

1.9

0.019

0.044

518.3

© (259.2)

15

98

4.3

289

1993
3.5
0.035
0.090

656.2
(328.1)

16

89

8.9

500

1694
6.4
0.065
0.117

1035.4
(5617.7)

18

98

11.6

499

1895
3.0
0.021
0.064

1051.4
(525.7)

18

87

6.2

525

o el s a s el



