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Family-owned Businesses - The Seat of 
Entrepreneurship: The Case of Three 
English-Speaking Caribbean Countries

Lawrence A. Nicholson
Mona School of Business and Management, UWI

Abstract

In recent years increased attention has been given to family-owned 
businesses (FOBs), concomitant with robust entrepreneurial 
activities in the English-Speaking Caribbean (ESC).   This raises the 
relevant question of any possible link between the two constructs, 
in the context of the ESC.  Using data from three countries, the 
study explores the impact of FOBs on entrepreneurship in the 
ESC and concludes that FOB is the ‘seat’ of entrepreneurship 
in the region. With the seemingly global push in promulgating 
entrepreneurship as a platform for economic development, the 
study has implications for policy makers and family business and 
entrepreneurship researchers. 

Key Words: Family-owned business, entrepreneurship, English-
speaking Caribbean
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Introduction

In recent years, the global economic impact of family-owned businesses 
(FOBs) (Bertrand and Schoar, 2006; Gersick, Davis, McCollom-Hampton 
and Lansberg, 1997; O’Hara, 2004) seems to have extended to the English-
speaking Caribbean (ESC).1 Evidence of this is reflected in the increase in 
the number of family business-related courses being offered by the region’s 
business schools, the number of conferences and seminars on FOBs and the 
interest shown by Caribbean-based researchers (Nicholson, 2010; Williams, 
2010). Over this period, the region has also seen a concomitant interest in 
entrepreneurship (Kelley, Singer and Herrington, 2012). Examined within 
the context of a theoretical nexus between FOBs and entrepreneurship (Dyer 
and Handler, 1994; Hoy and Verser, 1994; Hoy and Sharma, 2010), there is 
much currency in asking if this nexus extends to the ESC.
 
Hoy and Verser (1994) stated that while there is overlapping between FOBs 
and entrepreneurship, they represent distinct domains. Sharma (2013) on 
the other hand, views them as complementary; stating that FOBs should 
foster entrepreneurship during the life of their existence. Blenkinsopp and 
Owens (2010) remind researchers of the need to build bridges between the 
two constructs. This is in concert with Kellermanns, Eddleston, Barnett, 
and Pearson’s (2008) call for future research to identify the relational bond 
between family ownership and entrepreneurship. This paper is a response to 
such a call.  Using data from Barbados, Jamaica and Trinidad and Tobago, 
the study addresses the question: What is the impact of family-owned 
businesses on entrepreneurship in the English-speaking Caribbean?  

The Resource-Based View (RBV) of the firm (Barney, 1986 and 1991) 
provides a useful theoretical lens in answering this question; especially 
when discussed within the context of ‘familiness’.  The RBV argues that the 
competitive advantages of the firm are generated from a set of resources that 
are valuable, unique and not easily imitated (Barney, 1991; Peteraf 1993). 
‘Familiness’ refers to the set of resources that are distinct to the firm as a 
result of family involvement (Habbershon, Williams, and MacMillan, 2003).  

1The English Speaking Caribbean is the term used in this paper to refer to the independent Anglophone 
Caribbean countries, formerly referred to as the British West Indies. This sub-region includes the 
following 12 nations: Antigua and Barbuda, Bahamas, Barbados, Belize, Dominica, Grenada, Guyana, 
Jamaica, St. Kitts and Nevis, Saint Lucia, St. Vincent and the Grenadines, and Trinidad and Tobago
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The relationship between the RBV and familiness is captured by Habbershon 
and Williams (1999) in stating that ‘the Resources-Based View (RBV) of 
competitive advantage provides a theoretical framework from the field of 
strategic management for assessing the competitive advantages of family 
firms’ (p. 1).  In reference to the internal resources of FOBs, Chua, Chrisman 
and Sharma (1999) stated that FOBs are not distinguished from non-family 
businesses by components or level of family involvement, but rather by how 
these components are combined in the pursuit of the family’s vision.  

The rest of the paper is organised as follows.  A brief overview on the relevant 
area of the three countries referenced is followed by a review of the extant 
literature, the research method, findings, discussion and conclusions.

Barbados, Jamaica and Trinidad and Tobago

Barbados, Jamaica and Trinidad and Tobago represent approximately 67% 
of the ESC (inclusive of Belize and Guyana on the mainland) (World Bank, 
2014), and about 70% of the total GDP (World Bank, 2015). The 2014 
Global Entrepreneur Monitor (GEM) classified Jamaica and Barbados as 
efficiency-driven economies, and Trinidad Tobago as an innovation-driven 
economy (Singer, Amorós and Moska, 2015). The report also showed the 
total early-stage entrepreneurial activity (TEA) for the three countries as 
follows: Barbados (12.7), Jamaica (19.3) and Trinidad and Tobago (14.6). 
The TEA is an indicator that provides a measure of the level of new enterprise 
creation in the economy. The 2015 (World Bank, 2015) ranking for ease of 
doing business (1 – 189) showed the following: Barbados (119), Jamaica 
(64) and Trinidad and Tobago (88). A high ranking means that the regulatory 
environment is more conducive to the starting and operation of a business.

Interest in entrepreneurship in the Caribbean is not new (Ryan and Stewart, 
1994; Higman and Monteith, 2010). But research on FOBs is relatively new 
(Nicholson, 2010; Small and McClean, 2002; Williams and Jones, 2010). 
Research on FOBs in Jamaica reported that the revenues generated from 
FOBs in 2006 were equivalent to 30-32% of the country’s GDP (Nicholson, 
2010). A measure of recognition has been given to the role of FOBs in the 
economic development of Jamaica; evidenced the mentioning of this sector 
in the national Micro, Small and Medium Enterprise (MSME) policy of 
Jamaica (Jamaica, 2013). 
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FOBs are in the control of the Caucasian population in Barbados, with 
people of African ancestry socialised to value status over wealth (Small and 
McClean, 2002).  Phillips (2011) reported a contrast between family and 
non-family businesses in Barbados, stating that there were differences in 
attitude towards issues such as succession planning and level of commitment 
to business. As suggested by the following quote by Industry Minister, 
Donville Inniss, the government places value on the role of FOBs in the 
economy of Barbados:

‘Big business’ is no longer being seen as the main driver of 
the Barbadian economy, as more family-owned enterprises are 
emerging as the ‘main plank on which the modern economy hinges’. 
(Blackman, 2013)

The Lebanese/Syrian ethnic group has historically dominated FOBs in 
Trinidad and Tobago (Barclay, 1994; Ramsaran, 1994). The importance of 
FOBs to the economy of Trinidad and Tobago is captured in one of Rahael’s 
(2006) essays on FOBs.  In this essay, she gives a good overview of FOBs 
in Trinidad and Tobago.  However, no explicit mention is made of this role 
in the Small and Medium Enterprise (SME) policy for Trinidad and Tobago 
(Trinidad and Tobago, 2013).

In summary, the three countries represent a significant segment of the ESC, 
and FOBs and entrepreneurship form an important part of their economies. 
Therefore, policy makers and others will benefit from empirical research in 
these areas.  

Review of Literature

FOBs

It is widely accepted that FOBs, however defined, have been pivotal in the 
economic development of many countries (Bertrand and Schoar, 2006; 
O’Hara, 2004), including economic giants such as China (Goetzmann and 
Köll, 2003) and Japan (Morck and Nakamura, 2003).  However, the broad 
distinction between FOBs and non-family-owned businesses is still without 
a universally agreed framework (Stewart and Hitt, 2012), and a consequent 
consensus on a definition for FOBs (Littunen and Hyrsky, 2000).  
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Definitions of a family-owned business include: (i) one in which family 
members own at least 60 percent of the equity (Donckels and Frohlich, 1991); 
(ii) majority ownership or control lies within a single family (Rosenblatt, de 
Mik, Anderson and Johnson, 1985); (iii) control is primarily in the hands 
of a particular family, in which at least two members of the family work 
(Jennings, Breitkreuz and James, 2013); (iv) there is a close identification 
with at least two generations of a particular family, having a mutual 
influence on the policy of the business and on the interests and objectives of 
the family (Donnelley, 1964); and (v) multiple members of the same family 
are involved as major owners or managers, either contemporaneously or 
over time (Miller, Le-Breton-Miller, Lester, and Cannella, 2007).  Amidst, 
the different definitions, there seems to be the general agreement that the 
presence of a dominant family in a business does not always equate to being 
a family-owned business, but it is the intention of generational continuity 
that is important (Handler, 1994).  There is also some consensus that a 
business owned and managed by a nuclear family is a family business (Chua 
et al. 1999).  The definition posited by Chua, Chrisman, and Sharma (1999) 
represents the closest fit to what obtains in the ESC, and therefore is used for 
the current discourse.  They defined the FOB as:

a business governed and/or managed with the intention to shape 
and pursue the vision of the business held by a dominant coalition 
controlled by members of the same family or a small number of 
families in a manner that is potentially sustainable across generations 
of the family or families (Chua et al., 1999, p. 25).

The lack of a consensus on a common definition for FOBs has not significantly 
affected the scope of research done in the domain. The dominant themes 
in family business research include issues on succession planning (Birley, 
1986; Handler, 1990 and 1994; Lansberg, 1988; Ward, 1987 and 2004); the 
economic contribution of FOBs (Bertrand and Schoar, 2006; O’Hara, 2004; 
Ward, 2004), and conflicts in family business (Kaye, 1991; Levinson, 1971).  
Two other areas relevant to the current discourse are generational comparison 
(Gersick et al., 1997; Sonfield and Lussier, 2004) and the nexus between 
FOBs and entrepreneurship (Aldrich and Cliff, 2003; Steier, Chrisman and 
Chua, 2004).  

In the area of generational comparison, the differences between first or 
founder generation and later generations, helps in the trace of any FOB/
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entrepreneurial link. These differences include: (i) decision making approach 
(Dyer, 1988) - first generation tends to be more centralised in its decision 
making; (ii) management style (Dyer, 1988; Gersick et al., 1997; Sonfield 
and Lussier, 2004) - first generation tends to be less professional than later 
generations; and (iii) attitude towards risk (Kellermanns and Eddleston, 
2006; Kepner, 1991) – the first generation tends to be more risk averse. 
The founder generation is also said to be more innovative (Beck, Janssens, 
Debruyne, and Lommelen, 2011). The founder-CEO led firms are also said 
to be significantly superior to successor-CEO led firms (Stewart and Hitt, 
2012).   

Entrepreneurship

As is the case with FOBs, there is no universally agreed definition for 
entrepreneurship (Gartner, 1990; Sharma and Chrisman, 1999), but few 
would disagree with Miller’s (1983) characterisation of entrepreneurship 
as ‘a multidimensional concept encompassing the firm’s actions relating to 
product-market and technological innovation, risk taking and pro-activeness’ 
(p. 771). Words and phrases echoing this multidimensional concept include 
innovation (Miller, 1983; Steier et al., 2004); growth (Drucker, 1985; 
Hadjimanolis and Poutziouris, 2011); new product or business venture 
(Schumpeter, 1934; Steier et al., 2004); creation of new enterprises (Gartner, 
1988; Schumpeter, 1934); risk-taker (Brockhaus, 1980; Miller, 1983; Shane 
2008); and opportunities (Shane and Venkataraman, 2000; Stevenson and 
Jarillo, 1990; Zahra, 2005). Schumpeter (1934) for example emphasised the 
concepts of newness in products, production methods, markets and forms 
of organisation. Shane (2008) sees entrepreneurship as ‘the activity of 
organising, managing, and assuming the risks of a business or enterprise’ 
(p. 2).  A group of researchers seem to have adopted an ‘opportunity-based 
view’ of entrepreneurship. Shane and Venkataraman (2000) define the field of 
entrepreneurship: ‘as the scholarly examination of how, by whom, and with 
what effects, opportunities to create future goods and services are discovered, 
evaluated and exploited’ (p. 218). Stevenson and Jarillo (1990) on the other 
hand, view entrepreneurship as ‘the process by which individuals – either on 
their own or inside organisations – pursue opportunities without regard to the 
resources they currently control’ (p. 23).  Zahra (2005) states that the core 
of entrepreneurship ‘centres on recognising and exploiting opportunities by 
reconfiguring existing and new resources in ways that create an advantage’ 
(p.25).  This paper adopts the ‘opportunity-based view’ of entrepreneurship, 
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contending that opportunities created by the internal processes and systems 
of FOBs are different, and can be attributed to the unique bundle of resources 
available in FOBs (Habbershon and Williams, 1999). 
 
Irrespective of the different definitions, entrepreneurship is usually seen as 
a platform for innovation, the generation of jobs and economic growth and 
economic saviour (Carree, Van Stel, Thurik and Wennekers, 2002; Thurik, 
Wennekers and Uhlaner, 2002). But not all researchers see entrepreneurship 
exclusively in this light (Jennings et al., 2013; Shane, 2008). For example, 
Jennings et al. (2013) stated that ‘the rhetoric regarding the benefits of 
fostering entrepreneurial activity’ (p. 472) is less contested in the debate 
on the merits of entrepreneurship. More importantly, they pointed to the 
poverty of scholarship on the effect of entrepreneurship on family members 
of FOBs, and therefore call for more research to be done in this area. Shane 
(2008), in covering a number of important areas on entrepreneurship in 
his book, concluded with a scathing critique of the positive light in which 
entrepreneurship is usually viewed:

We need to change the way we think about entrepreneurship. Our 
collective belief that the typical entrepreneur is a hero with special 
powers that lead him to build a great company, which innovates, 
creates jobs, makes markets more competitive, and enhances 
economic growth, is a myth. And our sense that the typical new 
business provides a great deal of benefit for its founder, his employees 
and customers, and society at large is also wrong. Our myths about 
entrepreneurship, and the policies we have developed in response to 
them, are leading too many people to become entrepreneurs, causing 
financial hardship for many, and hindering our economic well-being 
(p. 160).

FOBs and Entrepreneurship

There is an established theoretical nexus between FOBs and entrepreneurship 
(Dyer and Handler, 1994). Dyer and Handler (1994) delineated and 
expanded on what they refer to as ‘career nexuses’, in explaining points of 
intersection between the two constructs. These ‘career nexuses’ are: (i) early 
experiences in the entrepreneur’s family of origin; (ii) family involvement 
in the entrepreneur’s start-up activities; (iii) employment of family members 
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in the entrepreneurial firm; and (iv) the involvement of family members in 
ownership and management succession (p. 72). 

There is also a common theme in the literature of the importance on the 
family in developing an entrepreneur (Bagozzi and Yi, 1989; Bird, 1988; 
Dyer, 1992; McClelland, 1965; Ronstadt, 1984; Shapero and Sokol, 1982).  
Bagozzi and Yi (1989) state that the foundation of entrepreneurial behaviour 
is the intention to engage in entrepreneurship; this intent sets the precedence 
for the realisation of the behaviour.  Bird (1988) defines entrepreneurial 
intention as ‘the entrepreneur’s state of mind that directs attention, experience, 
and action towards a business concept’ (p. 442).  She also suggests that the 
personal history and family business background are factors that affect the 
rational intentions of the entrepreneur to engage in entrepreneurship.  

The observation is also made that many times entrepreneurs came from 
homes where parents were self-employed (Dyer, 1992; Ronstadt, 1984).  
Hadjimanolis and Poutziouris (2011) found a correlation between an 
individual’s family business background and the intention to start a new 
business.  Kepner (1991) states that the presence of the family unit in the 
firm may instigate change and disseminate the risk taking behaviour of 
the founder (Feltham, Feltham and Barnett, 2005).  Menaghan and Parcel 
(1995) support this by stating that parental work experiences have significant 
effects on children, which can help to form normative behaviour in their 
adult lives.  In acting as the initial role models, parents therefore help to 
influence their children in choosing an entrepreneurial path (Aldrich and 
Cliff, 2003; Drennan, Kennedy and Renfrow, 2005; Matthews and Moser, 
1996). The involvement of parents also helps to shape values and orientation 
of the business (Dyer, 1988).  

It is also argued that the entrepreneurial drive required to start the family 
business and sustain its growth is aided by the endowment of a distinct family 
capital (Aldrich and Cliff, 2003; Chang, Memili, Chrisman, Kellermanns and 
Chua, 2009).  Family capital is defined as the totality of the human, social 
and financial resources of the owning family members (Danes, Stafford, 
Haynes and Amarapurkar, 2009). The family’s social capital –  described 
as non-financial resources and support offered by family members to the 
entrepreneur – positively affects the decision to incur the risk of starting a 
business (Chang et al., 2009). This paper contends that, for the FOB, there is 



9Family-owned Businesses - The Seat of Entrepreneurship 

a measure of convergence in what is captured in the RBV, ‘familiness’ and 
family capitals.

In summary, the literature points to a clear link between FOBs and 
entrepreneurship. This study explores if such a link extends to the ESC, and 
the impact of this nexus.

Method

Research Design and Sample

The sample and data were drawn from Barbados, Jamaica and Trinidad and 
Tobago; three of the major economies in the ESC. Data was collected on 
FOBs of different sizes and industries, using a questionnaire and focus group 
sessions (see Table 1). The study covered a wide range of family business 
related areas, including business and entrepreneurship. Questions for both 
questionnaire and focus groups were informed by the literature on FOBs, 
entrepreneurship, and areas of interest by owners of family businesses 
(Nicholson and Garvey, 2006). Table 2 gives the relevant close-ended 
questions (relevant sources given in parentheses).  A 5-point Likert scale 
was used for the closed-ended questions, with 1 = strongly disagree, 5 = 
strongly agree. With less than 10 choosing neither strongly disagree nor 
strongly agree, these were grouped under ‘disagree’ and ‘agree’, respectively. 
The question asking for a listing and ranking of the most important factors 
needed to be successful in business was the only open-ended question that 
proved to be relevant for this study.2  

2The question asking for a similar listing and ranking of drivers of entrepreneurship was inadvertently 
omitted from the questionnaire.  These were covered in the focus group sessions.
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Table 1: Questionnaires and Focus Group Distribution

* N = 192 of the 216 were identified as family-owned businesses

Questionnaires were administered randomly in major towns and some minor 
towns, among businesses identified as FOBs. In the case of Jamaica, samples 
were drawn from a sample frame established in 2005 (Nicholson and Garvey, 
2006). In the absence of an established sample frame in either Trinidad and 
Tobago or Barbados, a resident with knowledge of the business community 
was employed to administer the questionnaires.  A random sample3  was also 
used in selecting participants for the focus groups. A ‘roundtable’ setting 
was used, with an external facilitator from the respective country. This was 
done to minimise potential problems with difference in accents and the 
introduction of possible bias if the researcher were to fill the role of the 
facilitator. In-depth interviews with 3 owners from each of the countries also 
formed part of the focus group sessions.

10                                 Journal of Eastern Caribbean Studies 

 Table 1: Questionnaires and Focus Group Distribution 

Country Valid
Questionnaires

Focus Group 
Participants

Jamaica 93/100 12
Trinidad and 
Tobago    

79/100 8

Barbados 44/60 7
Total* 216/260 27

* N = 192 of the 216 were identified as family-owned businesses 

Questionnaires were administered randomly in major towns and some 
minor towns, among businesses identified as FOBs. In the case of 
Jamaica, samples were drawn from a sample frame established in 2005 
(Nicholson and Garvey, 2006). In the absence of an established sample 
frame in either Trinidad and Tobago or Barbados, a resident with 
knowledge of the business community was employed to administer the 
questionnaires.  A random sample3 was also used in selecting participants 
for the focus groups. A ‘roundtable’ setting was used, with an external 
facilitator from the respective country. This was done to minimise 
potential problems with difference in accents and the introduction of 
possible bias if the researcher were to fill the role of the facilitator. In-
depth interviews with 3 owners from each of the countries also formed 
part of the focus group sessions. 

3 It was discovered that the focus groups in Jamaica and Trinidad and Tobago 
each included a participant who also completed the questionnaires. 

3 It was discovered that the focus groups in Jamaica and Trinidad and Tobago each included a participant 
who also completed the questionnaires.
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Table 2: Business and Entrepreneurship

The analysis employed a combination of descriptive statistics, cross-
tabulations and factor analysis. The Nvivo software was used to analyse 
recordings from the focus groups, using the constant comparative method 
of data analysis (Merriam, 1998). This involves constantly comparing the 
responses of each participant, each time seeking to extract a unit of data; 
defined as any meaningful or potentially meaningful segment of data 
(Merriam, 1998). The units of data extracted were placed in categories and 
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Table 2: Business and Entrepreneurship 

Variables/Questions 
There is a difference between being a businesswoman/man and being 
entrepreneurial? (Stevenson and Gumpert, 1991; Wagener and Rijsdijk, 
2010) 
Early experiences in the family business are important for its success(Carr 
and Sequeira, 2007; Dyer and Handler, 1994; Menaghan and Parcel, 
1995) 
Family involvement (including being employed) is important for the 
success of the family business (Bertrand and Schoar, 2006) 
Personal qualities of the owner (self-confidence, charisma, perseverance, 
local reputation and trustworthiness) are critical for the success of the 
business (Gibb and Davies, 1990; Yusuf, 1995) 
Innovativeness is a critical driver of for the success of the family business 
(Hausman, A. 2005; Miller, 1983; Steier, Chrisman and Chua, 2004)
Risk taking (willingness to take risk) is critical in the success of the 
family business and a driver of entrepreneurial activities (Cromie, 2000; 
Ward, 2004) 
Access to funding is critical for the success of the family business and to 
motivate entrepreneurial activities (Financing is a critical component).  
(Dreux, 1992) 
Government support is critical for the success of a business and to 
encourage entrepreneurial activities (claim of many owners of family 
businesses from pilot study and evidenced by the many government 
policies to encourage the growth of SMEs) 
Having prior experience (outside the family business) is critical for the 
success of the business (Handler, 1994; Scott, 2000) 
Level of education and training are critical for the success of the family 
business(Henry, Hill and Leitch, 2003; Morris, Williams and Nel, 1996) 

The analysis employed a combination of descriptive statistics, cross-
tabulations and factor analysis. The Nvivo software was used to analyse 
recordings from the focus groups, using the constant comparative method 
of data analysis (Merriam, 1998). This involves constantly comparing the 
responses of each participant, each time seeking to extract a unit of data; 
defined as any meaningful or potentially meaningful segment of data 
(Merriam, 1998). The units of data extracted were placed in categories 
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subcategories based on whether or not they were consistent with the other 
units, followed by comparisons with each unit.

Findings

Findings are based on the analyses and procedure as described in the previous 
section. Direct quotes from the focus groups are enclosed in quotation 
marks, with added explanations in brackets. The findings reflect a general 
convergence between results from the questionnaire and the focus groups. 
The experienced input of participants in the focus groups proved insightful, 
having been in business for at least 15 years, with at least 2 from each group 
having over 30 years business experience.  About 70% of the FOBs sampled 
had 15 or less employees, and can therefore be categorised as micro, small 
and medium sized businesses.  Just over 48% of these businesses have been 
operating for 19 years, with about 88% being owned and managed by the 
founder.

The findings show that the opportunities created by the FOB environment are 
considered to be different from those gained otherwise. In addition, each of 
the families provided different scenarios that created opportunities assessed 
to be ‘ideal’ for the particular family unit.  Majority agreed that the role of 
the founder/owner is very important for the success of the business, and 
the creation of these opportunities. The personal qualities of the owner are 
considered important in this regard. Personal qualities highlighted include: 
self-confidence; decisiveness; ‘ability to get along with others’; humility; 
perseverance; ‘having an inner drive’ to succeed; and trustworthiness.  

Approximately 50% of respondents disagreed that there is a difference 
between being a businessman/woman (operating a business) and being 
entrepreneurial, while almost 26% agreed that there is a difference. There 
were differences across the countries: Barbados (15%), Trinidad and Tobago 
(16.4%) and Jamaica (39.7%). On the other hand, about 42% agreed that one 
has to be entrepreneurial to be successful in business.  The main components 
of ‘being entrepreneurial’ include: (i) willing and ready to take risks – ‘not 
afraid to failure’; (ii) having a clear plan of action for the business; (iii) 
willing to work 24/7 to ensure that the business succeeds; (iv) driven by the 
desire to satisfy the customer – ‘the profit will flow when this is done’; (v) 
always ready to take advantage of opportunities in the market place and (vi) 
been innovative – ‘the owner must be creative and stop at nothing to make 
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things happen’.  There was however, uncertainty regarding differences in the 
entrepreneurial activities at the operational level, and whether or not one is 
entrepreneurial.  The following quotes are instructive:

Participant 1: ‘I’m not sure if entrepreneurship is different whether 
you’re doing a family owned business or not.  I got into business 
because I was tired of working for bad bosses, I saw them make bad 
decisions and treat people badly, not being straightforward and I just 
couldn’t wait to get out from under it and so this opportunity came 
and we started the business’.  

Participant 2: ‘[It does not matter, whether or not one is 
entrepreneurial], just don’t put the family before the business, put 
the business before the family and the business will take care of the 
family’.

Majority agreed that early experiences in the entrepreneur’s family of origin 
are critical for business success (see Table 3), and that family involvement 
is important for success and sustainability of the business (see Table 4).  It 
was emphasised that early entry into the FOBs should be encouraged, since 
this helps to develop an ‘entrepreneurial mindset’, and reduces the lure of 
going ‘overseas’ for entrepreneurial opportunities.  On the other hand, late 
inclusion of children/family members in the FOB delays the development 
of this ‘entrepreneurial mindset’ and increases the likelihood of conflicts, in 
both family and business. Consider the following comments:

Participant 1: ‘I believe that there isn’t any other institution that can 
teach you how to be an entrepreneur; it’s just something that you 
have and you exercise every day and you do something and don’t 
even know why you do it and you see the results and the success, 
now when you get bigger you’re a lot more cautious...’ 

Participant 2: ‘I don’t believe that you’re born with being an 
entrepreneur, I believe that you learn it from early based on your 
socialisation so if you go into a family where you know it’s hard 
work 24/7, because that is one of the qualities of an entrepreneur, 
so you have to be geared up for hard work you have to have self-
motivation and some of these come from the way you are socialised 
so I think from very early you can see it’.
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Participant 3: ‘I think that the family unit is what really spurs 
that entrepreneurship in people and it’s the difference between 
a successful family business and a not so successful one. The 
successful one is where the parent created it, fostered it, nurtured it 
in the children and then the unsuccessful one is where businesses are 
not progressive, they have been the same for the last 20 years or so...
perhaps they didn’t have that growing up, that family element that 
really causes it to grow’. 

Table 3: Early Experiences in Business 

Table 4: Family Involvement and Business Success

Access to funding was shown to be an important component to the success of 
the FOB, and seen as a driver of entrepreneurial activities (see Table 5), but 
only 42% agreed that financing from government was critical.  Institutional 
support was deemed to be more important – support such as the provision 
of infrastructure conducive to ‘running’ a business; less tax on the business, 
and protection from violence and extortion.  Most of the funding for FOBs 
came from personal savings and loans from family members. Loans from 
financial institutions were seen as a last resort, and more necessary as the 
business expands. Generally, there is less dependence on ‘outside’ loan, 
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businesses are not progressive, they have been the same for the 
last 20 years or so...perhaps they didn’t have that growing up, that 
family element that really causes it to grow’.  

Table 3: Early Experiences in Business  

Country
Early experiences in the family business -important 
for its success 
Disagree Neutral Agree 

Jamaica 19% 15.5% 65.5% 
Barbados 25% 32.5% 42.5% 
Trinidad and 
Tobago 

16.4% 29.1% 54.5% 

Table 4: Family Involvement and Business Success 

Country
Family involvement  is important for the success of 
the family business 
Disagree Neutral Agree 

Jamaica 20.7% 25.9% 53.4% 
Barbados 25% 25% 50% 
Trinidad and 
Tobago 

14.5% 25.5% 60% 

Access to funding was shown to be an important component to the 
success of the FOB, and seen as a driver of entrepreneurial activities (see 
Table 5), but only 42% agreed that financing from government was 
critical.  Institutional support was deemed to be more important – support 
such as the provision of infrastructure conducive to ‘running’ a business; 
less tax on the business, and protection from violence and extortion.  Most 
of the funding for FOBs came from personal savings and loans from 
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success of the FOB, and seen as a driver of entrepreneurial activities (see 
Table 5), but only 42% agreed that financing from government was 
critical.  Institutional support was deemed to be more important – support 
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when there is early entry into the FOB, when there is more involvement of 
family members.

Table 5: Access to Funding

More than 65% agreed that education and access to training are important 
for business success and for driving entrepreneurial activities. But the 
presence of education and training does not necessarily lead to an increase in 
entrepreneurial activities for the FOB. There was nothing conclusive on the 
issue of having outside experience as an important input for entrepreneurial 
activities, thus no link between outside work experience and training was 
established.

A summary of the responses from the open-ended question shows a further 
ranking of the factors needed to be successful4  in FOBs in the ESC.  The 
top five are (i) personal qualities of the owner; (ii) having good management 
in place; (iii) innovativeness (willingness to innovate); (iv) having a good 
marketing strategy; and (v) having access to funding.  There was a high 
degree of consistency in this ranking, when triangulated with the output 
from the focus groups. One participant reported the following: ‘I grew up 
in a family business and learnt that (i) the business must be seen as bigger 
than the family...it must not exists for the sake of the family, (ii) relationships 
with people [internal and external customers] are extremely important, (iii) 
accountability [is crucial for success] and (iv) the need to be relentless 
[always be hungry to succeed]’. 
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family members. Loans from financial institutions were seen as a last 
resort, and more necessary as the business expands. Generally, there is 
less dependence on ‘outside’ loan, when there is early entry into the FOB, 
when there is more involvement of family members. 

Table 5: Access to Funding 

Country
Access to funding is important for the success of a 
business and is a driver of entrepreneurial activities 
Disagree Neutral Agree 

Jamaica 6.9% 8.6% 84.5% 
Barbados 2.5% 17.5% 80.0% 
Trinidad
and Tobago 3.6% 16.4% 80.0% 

More than 65% agreed that education and access to training are important 
for business success and for driving entrepreneurial activities. But the 
presence of education and training does not necessarily lead to an increase 
in entrepreneurial activities for the FOB. There was nothing conclusive on 
the issue of having outside experience as an important input for 
entrepreneurial activities, thus no link between outside work experience 
and training was established. 

A summary of the responses from the open-ended question shows a 
further ranking of the factors needed to be successful4 in FOBs in the 
ESC.  The top five are (i) personal qualities of the owner; (ii) having good 
management in place; (iii) innovativeness (willingness to innovate); (iv) 
having a good marketing strategy; and (v) having access to funding.  
There was a high degree of consistency in this ranking, when triangulated 
with the output from the focus groups. One participant reported the 
following: ‘I grew up in a family business and learnt that (i) the business 
must be seen as bigger than the family...it must not exists for the sake of 
the family, (ii) relationships with people [internal and external customers] 
are extremely important, (iii) accountability [is crucial for success] and 
(iv) the need to be relentless [always be hungry to succeed]’.  

4 Given the inadvertent omission of an open-ended question on the listing and 
ranking of drivers of entrepreneurship, there could be a conflation between the 
success in business and drivers of entrepreneurship. These findings should 
therefore be interpreted with this in mind. 4Given the inadvertent omission of an open-ended question on the listing and ranking of drivers 

of entrepreneurship, there could be a conflation between the success in business and drivers of 
entrepreneurship. These findings should therefore be interpreted with this in mind.
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The findings revealed areas of potential impact with each of the factors found 
to be important for business success and entrepreneurship in the ESC. Figure 
1 lists the factors identified (from the close-ended questions and corroborated 
with feedback from the focus groups) and potential areas of impact. The 
different types of connecting lines are used to aid readability. 

Figure 1: Factors that help to drive entrepreneurship in FOBs and 
Potential Impact
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readability.  

1: Factors that help to drive entrepreneurship in FOBs and Potential 
Impact 

Fig

Factors Potential Impact 

Better chance of surviving to 2nd

generation and easier generational 
transition 

Children pursuing tertiary education in 
discipline that has direct impact on the FOB 

Less sibling rivalries (leading to a more 
harmonious working environment) 

Retention (in the Caribbean) of profits 
generated from business 

Less dependent on government/external 
support (including loans) 

Positive effect on the longevity of the FOB 

Explore/Exploit more opportunities for the 
FOB 

Speed up the growth of the FOBs 

Personal qualities of the ow
ner and O

pportunities of the FO
B

 

Early Entry 
(Experience) in the 
FOBs 

Family Involvement 
in FOBs 

Being
Entrepreneurial 

Access to Funding 

Innovativeness 

Risk Taking 
(Willingness to 
Take Risk) 

Level of Education 
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Discussion and Conclusions

The current research sets out to investigate possible links between FOBs and 
entrepreneurship by answering the question: what is the impact of family-
owned businesses on entrepreneurial activities in the English-speaking 
Caribbean?  

The major finding is the revelation of the pivotal role of FOBs in establishing 
an ‘entrepreneurial mindset’ in the ESC. While FOBs were thought to be 
important in the development of an ‘entrepreneurial mindset’, it was not 
anticipated that the impact was so broad-based across the three countries 
covered in the study. Though not necessarily a new theoretical insight, the 
set of finding has practical implications for entrepreneurship in the ESC, 
especially given the empirical nature of the study.   

The finding on the role of the FOB in providing unique opportunities finds 
favour with the concept of ‘familiness’ (Chrisman, Chua and Steier, 2005; 
Habbershon, Williams and MacMillan, 2003). That is, there is evidence from 
the data that ‘...exposure to family transitions can provide individuals with 
idiosyncratic knowledge that heightens their ability to identify entrepreneurial 
opportunities’ (Aldrich and Cliff, 2003, p. 574).  It is of interest to note that 
while majority underlined the importance of FOBs in the development of an 
‘entrepreneurial mindset’, not all FOBs seemed to have had internal systems 
that supported entrepreneurial activities (Habbershon, 2006). There were 
those whose sense of ‘being entrepreneurial’ was developed despite parents 
being risk averse and not encouraging them to ‘get into business’. So, while 
there is an acknowledgement that FOBs provide opportunities not easily 
available otherwise, not all of these opportunities are consistent with the 
dimensions entrepreneurship articulated in the literature (Miller, 1983). For 
example, an entrepreneur who is a risk taker can emerge from a FOB whose 
founder was risk averse, validating the observation that the first generation 
is more risk averse (Kellermanns and Eddleston, 2006).  

A number of researchers have indicated that FOBs benefit from the early 
entry of children/family members (Carr and Sequeira, 2007; Dyer and 
Handler, 1994; Menaghan and Parcel, 1995).  Majority of the owners across 
the three countries sampled agreed with this finding. This merges well with 
the view that parents are the initial role models for children in developing 
entrepreneurs (Menaghan and Parcel, 1995; Ronstadt, 1984).  Early entry 
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into the FOB will also provide parents with a greater scope to form normative 
behaviour in children that will be a guide in their adult lives (Menaghan and 
Parcels, 1995). Providing the opportunity for the early entry of children into 
the FOB is one way to sustain the business and to develop ‘an entrepreneurial 
mindset’. 

The finding that education and training are regarded as important for business 
success and can act as a driver for entrepreneurship, seems to run counter 
to one of the findings from a study of FOBs in Jamaica (Nicholson, 2010). 
The referenced study found that many owners held the view that formal 
education is not needed to ‘run a business’.  The thinking for many has been 
that those who are educated must pursue traditional occupations, such as 
being lawyers, engineers and doctors.  But the ESC stands to benefit if this 
finding is indicative of a change from position held in the Nicholson’s study. 
This finding also has implications for educational institutions – there is a 
need for the continued development of context-specific courses in FOB and 
entrepreneurship.

The finding that majority continue to hold the view that the success of the 
FOB is largely dependent on the personal qualities and characteristics of 
the founder/owner seems to find favour with previous research (Feltham, 
Feltham and Barnett, 2005; Gibb and Davies, 1990; Yusuf, 1995), and counter 
to others (Adkins, Samaras, Gilfillan and McWee, 2013). For example, 
Feltham, Feltham, and Barnett (2005) observed that FOBs tend to be overly 
dependent on a single decision maker; while Adkins et al. (2013) in her 
study of women-owned businesses did not find this to be the case. Though 
the personal qualities have been found to be a common theme across the 
FOBs in the study, more research is needed to be conclusive on this issue. 
Any such study must consider FOBs versus non-family-owned businesses 
and women-led business versus men-led businesses.  

The coverage of only three countries in the Caribbean can be regarded a 
limitation of this study, thus affecting the scope to generalise. However, 
given the historically broad influence of the three countries in the ESC, it is 
not unreasonable to generalise to other countries in the region. But context 
matters, so care should be taken in generalising beyond the ESC region. 
It can also be argued that the study could have employed a more rigorous 
quantitative approach, such as the testing of various hypotheses, with clearly 
defined dependent and independent variables. However, it asserts the view 
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that the current approach allowed for the capturing of the nuances around the 
diversity of FOBs across the three countries. 

This study in essence adds to the debate on the FOBs and entrepreneurship 
in two ways: (i) from the context of investigating such a link in an emerging 
economy, and (ii) by providing empiricism to support various theoretical 
constructs, such as ‘familiness’(Habbershon, Williams and MacMillan, 
2003) and ‘family capital’ (Chang et al., 2009). 

In concluding, beyond the observations and claims from previous research, 
this study concludes that FOBs represent the ‘seat’ of entrepreneurship in the 
ESC, and therefore can be considered as incubators for entrepreneurship in 
the region. However, care should be taken to provide appropriate institutional 
framework to facilitate this; assuming that there is a commitment to use 
entrepreneurship as a platform for economic development in the ESC.
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Among the literary works that deal with sexuality in the Caribbean one must 
include the novel Del rojo de su sombra (1992). (Translated as The Red 
of his Shadow in 2001) by the Cuban-Puerto Rican writer Mayra Montero 
(Havana, 1952) who contextualises her story within the milieu of Haitian 
immigrants who cut sugarcane in the Dominican Republic. Framed within 
the archetypical circularity of myth, in this case of African origin, sexuality 
acquires a complex dimension that is not reducible to the merely carnal but 
rather reveals religious, spatial and behavioral transits in the unfolding of 
syncretic worship typical of the region. Bodily relationships play a key role 
in the ideothematic development of the novel insofar as they condition the 
being in the world of individuals and their ethico-religious motives. The 
polymorphous erotic experiences of the protagonist are existential trials 
that transfer to her the spiritual energy necessary to transgress different 
boundaries (geographic, existential or strictly sexual). 

Following the affect theory of G. Deleuze (1988) which in turn is based 
on Spinoza’s Ethics, I plan on analysing the different connotations of the 
aforementioned corporeal relationships in Montero’s novel to illustrate how 
multisexual female passion, that is to say, the passion linked to a multiple and 
changing sexuality, constitutes a powerful means of resistance, especially 
through the protagonist and her incarnation of the mythical figure Erzulie, 
tutelary deity of the Voudon pantheon. Likewise, I will take into account the 
ideas of M. Foucault and G. Bataille concerning sexuality and eroticism, 
respectively, for the historical and philosophical focus they offer with respect 
to these themes within the framework of Western European civilisation, 
which has significant contrasts with the Afro-Antillean sensibility.

Among the contemporary authors that have best displayed a literary 
representation of a transnational vision of the Caribbean, Mayra Montero 
stands out as an author that has dedicated various novels to making visible 
and denouncing the dramatic socioeconomic situation of Haitians. One of 
them, The Red of His Shadow, utilises as its subject matter the foundational 
conflict between Haiti and the Dominican Republic to demonstrate how the 
life cycle of the slave plantation still reproduces itself in the Caribbean. Based 
on a true story, identified by the Dominican press as a crime of passion, the 
novel manifests a rhizomatic structuration of the pleasures of the flesh, where 
the opposition between good and evil tends to become neutralised in favor of 
a liberated sexuality. The erotic experiences of the main character (engaging 
in such experiences as a girl, participating in a ménage à trois, engaging in 
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voyeurism, being the object of a voyeur, being an active and passive sexual 
subject and demonstrating lesbian tendencies) not only endow, according to 
M. A. Gosser Esquilín (2010), ‘profundidad y complejidad a la vida de una 
pobre, negra haitiana exiliada en tierras dominicanas’ (p.7) [profundity and 
complexity to the life of a poor black Haitian female exiled in Dominican 
land] but also vindicate a Caribbean dimension of the feminine, silenced 
for a long time and proscribed from the identitarian models that rejected 
modernity as postulated by the Haitian Revolution and, therefore, any 
relationship with its culture and religious practices. 

The novel follows two narrative lines that progressively intertwine: on the 
one hand, the initiation and growth processes of Zulé Revé as mambo1 and 
mistress of one of the most powerful Gagás2  present in the Dominican sugar-
cane plantations. On the other hand, there is the pilgrimage that she leads in 
the surrounding areas on the occasion of Holy Week that will bring about a 
confrontation between her and Similá Bolosse, bokor3  and master of another 
influential Gagá from the region. The narrative structure exhibits a palpable 
fractality since the story resumes narrative elements that recursively acquire 
fullness of meaning from different points of view in accordance with the 
notion of Chaos4 as applied by A. Benítez Rojo (1992) in his interpretation 
of the culture of the Caribbean. There is a persistent internal focalisation 
whose aim is to represent reality as it is experienced by the characters without 
distinguishing between reality, myth and magic in a possible reworking of 
the principles of magic realism and the real maravilloso (the marvelous real), 
aesthetics that had become rather trite at the beginning of the 1990s. 

1 Mambo: a Voudon priestess (M. Montero, 2001: 158). (Nota Bene: This and the following definitions 
have been taken from the glossary provided by Mayra Montero at the end of her book).
2 Gagá: a socio-religious form of worship practiced by Haitians and Dominicans in the sugar-growing 
regions of the Dominican Republic (p.158).
3 Bokor: a Voudon priest. He differs from a houngan because he works with both hands, that is, with the 
forces of both good and evil (p.157).
4 Chaos ‘to mean that, within the (dis)order that swarms around what we already know as Nature, it is 
possible to observe dynamic states or regularities that repeat themselves globally’ (Benítez Rojo, 1992: 
2).
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The first significant encounter in the life of Zulé is the result of her inclination 
to lead, her early interest in different ritual acts and magical abilities. That 
said, her baptism in these matters takes place in a traditional religious 
ceremony during the preparations for the Gagá of Coridón who would 
become her mentor and later her husband. Zulé’s fascination with dance 
and music leads her to execute her first transgression by invading the sacred 
space used for the dance of the queens5: 

She moved forward to see the dancing more closely, breaking 
through the circle of spectators, and one of the Gagá’s guards came 
over and ordered her back. Zulé not only refused but walked directly 
to the spot where at that very moment an eternal group of queens 
was singing an old, seditious song (Montero, 2001: 10). 

Precisely speaking, the chants are incorporated at different points of the 
narration as anecdotal correlates within the divine plane of events. These 
brief lines give a kind of sacred and premonitory tone to the story in the 
human sphere, a kind of impersonal and collective voice of wisdom: ‘Atibo 
Legbá, open the gate for me! / Papá Legbá, open the gate / so I can go in’ 
(Montero, 2001: 10).

The test by fire to which Zulé is subjected as a consequence of her 
transgression takes on an erotic character since, according to G. Bataille 
(1986): ‘Eroticism taken as a whole is an infraction of the laws of taboos’ 
(p.94), a concept that defines every sexual practice of the main character. Her 
initiation is effectuated by means of a phallic element, a long, thick and dark 
cigar, whose unlighted end is puffed on by an enraged Coridón while Zulé, 
undaunted, sucks on the lighted end: ‘Master Coridón pushed hard until the 
reddened ash was extinguished on Zulé’s throat’ (Montero, 2001: 11). In this 
way, the order of bodily composition proposed by Spinoza, in the sense of 
affecting and being affected as a result of a series of encounters of forces, 
is introduced: Zulé starts to acquire the necessary knowledge to strengthen 
her abilities beginning with the transference conducted by Coridón whose 
power is depleted as a consequence of their encounter. That is to say, the 
girl receives the masculine energy implicit in the houngan’s fury in order to 
give shape to her hierarchical predisposition to the extent that, since ancient 

5 Queens: women who hold high positions in the Gagá (p.159).
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times, through rage, the male projected his heroic individuality as a means 
of separating himself from his peers, to differentiate himself from others and 
to achieve power or governance over them.6  

It is no coincidence that fire is the element secured for Papa Luc, Zulé’s 
father, to ward off a water curse that is afflicting their family, almost all of 
its members having drowned in a river following a succession of natural 
disasters in their native Haiti. This Promethean fire which is fundamental to 
the process of formation and consolidation of the girl as leader and spiritual 
guide – a role carried out primarily by men within a strict patriarchal 
environment – brings to mind blood as a symbol of love and hope. In fact, 
the story of love and conflict that takes place between Zulé and Similá 
Bolosse, the latter an ex tonton macoute – a paramilitary force created by 
the dictator ‘Papa Doc’ Duvalier, – is ultimately the nucleus around which 
the whole narrative gravitates. The search for fire is not only motivated 
by the personal protection it provides but also for the protection of Zulé’s 
brotherhood and community of immigrants whose magico-religious unity 
is for all practical purposes their only means of resistance in the face of 
precarious circumstances. However, this unity is now threatened by the 
bokor’s drug-trafficking activities. Thus, it is no surprise that the bonfire that 
protects the Gagá of Zulé (who is devoted to keeping it lit through her own 
passion) likewise suggests another phallic symbol in its divine correlation to 
the girl’s ‘masculinisation’ following her test by fire: ‘Zulé turns and walks 
to the sacred fire to make certain it will not be extinguished in her absence. 
Trapped inside the blue flames is the burning rod through which Ogún 
Ferraille, the old Baron of Iron, speaks and punishes’ (Montero, 2001: 36).

Upon acquiring attributes conventionally considered masculine, the main 
character assumes step by step sexual conducts without fear of being judged 
by her people since they are sanctioned by a supernatural impetus and 
integrated into the dynamic of her personal development. Zulé inches ever 
more close to a strictly physical encounter for which a learning experience 
is required in a paratopical space, that is to say, that of the preparatory and 
qualifying tests. Her decision to go and live with Coridón is preceded by 
her experience as a voyeur, the first indication that the opposition good/evil 

6One need only remember the rage of Achilles, a key passion in the Homeric tradition.
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is devoid of its consuetudinary moral foundation within the axiology of the 
novel. Sexuality here is not measured in terms of transcendence but in terms 
of immanence, that is, of its nature as either good or bad or in the words of 
G. Deleuze (1988): 

Hence good and bad have a primary, objective meaning, but one 
that is relative and partial: that which agrees with our nature or does 
not agree with it. And consequently, good and bad have a secondary 
meaning, which is subjective and modal, qualifying two types, two 
modes of man’s existence (p.22).

Therefore, after bluntly suggesting to Anacaona that she get married to Papa 
Luc after the death of her husband (Zulé’s uncle), Zulé asks Anacaona to let her 
see them while they have sex: ‘“I want to watch,” Zulé said, barely disguising 
the command in her words’ (Montero, 2001: 27). It is actually a requirement 
that stems from her capacity as a potential community leader, which is 
how the rest of the characters take it, despite the incestuous connotation 
of such a desire. But neither voyeurism nor incest can be interpreted here 
as perversion or sin because they transcend the repressive sense of non-
reproductive sexuality that Foucault attributes to modern bourgeois society. 
They are, therefore, neither objects of surveillance nor exemplary punishment 
but means of potentiating individual being by taking desire to its maximum 
ontological limits. The Socratic dichotomy of good and evil, deconstructed 
by F. Nietzsche in his critique of modern rationality and Christian religion 
is irrelevant for the future mambo, who is given to expressing being with all 
of its values, virtues and passions. Upon observing her father and his wife in 
an unrestrained act of lovemaking, the girl apprehends the modus operandi 
of the female and masculine sexual subject, which responds to a latent 
bisexuality in accordance with her presumed ambivalence: a female body 
that will assume ‘masculine’ functions (religious, ideological and sexual). 

This is why such an experience constitutes a necessary phase for Zulé’s 
purpose: ‘Now you’ll let me live with Coridón’ (Montero, 2001: 27), that is, 
it was a moment of learning previous to another vital and spatial stage: going 
to live with her mentor. However, her first relationship with Coridón will 
not be that of the typical married couple: ‘Coridón has a wife’ (p.29), replies 
Papa Luc, who goes along with the ethical limits continuously undermined 
by the active and iconoclastic nature of his daughter: ‘Papa Luc thought 
that the dizzying ascension of his daughter was unlike anything ever since 
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in any Societé [sic]. He sought out the knowing eyes of Zulé, who at that 
moment was kissing Coridón’s wife on the lips’ (Montero, 2001: 30), the first 
lesbian glimpse in the budding woman. Though she conserves the traditional 
feminine roles within the slave system, Anacaona, Zulé’s new stepmother, 
understands that this kiss represents a desiderative act that will lead the girl 
to a key position in the socio-religious ladder and thus allows her to leave: 
‘I say yes, I want to be a queen’ (Montero, 2001: 30), decides Zulé after 
detaching herself from María Caracoles, the wife of her mentor.  

Sure enough, the Haitian mambo commits various ‘grievous sins’ and 
exhibits other peripheral sexualities as enumerated by M. Foucault (1990). 
She does not hesitate to incorporate sex into discourse – a longtime absence 
deeply ingrained in modern civilisation – as the first thing she asks Coridón 
and María Caracoles is if they would allow her to observe them while they 
engage in sexual intercourse:

Coridón knew right away what she wanted, but María Caracoles 
didn’t understand and Zulé had no trouble explaining it to her:
‘Anacaona lets me see everything when she goes to bed with my 
father.’
The master’s wife finally understood, and contrary to all expectations 
she burst into laughter and kissed the girl on both cheeks (Montero, 
2001: 55).

This second stage as voyeur provides her with the necessary abilities to revert 
lived experiences for the sake of others, that is, Zulé’s body erects itself 
within a territory of searching and knowledge that does not exhaust itself 
but becomes a collection of pragmatic variants that responds to personal 
necessities as well as those of others: ‘[H]er name was becoming important 
in the area, and it was common now for people to come from Hato Mayor 
and even El Seibo to consult with her’ (p.31). The teachings of Coridón 
concretise precisely in a tripartite sexual encounter, and are translated into 
three magico-religious laws assimilated by the girl: the law of amarres7 and 
protections, the law of laying down a spell-pot and the law of caring for the 
dead. 

7Amarre: a name ordinarily used to indicate a certain kind of spell (p.157).
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If at first María Caracoles did not mind being intimate with Zulé, she now 
peacefully accepts to be part of a ménage à trois: ‘They slept as they always 
did, the three of them in the same bed, and they woke as they did every 
day: Coridón curled around Zulé’s improbable body and María Caracoles 
embracing them both’ (Montero, 2001: 58). The power of passion increases 
notably under the influence of the two bodies to the point where the girl is 
now ready for the next stage: a type of spiritual voyeurism that would test 
her capacity for action. Zulé feels ready to see beyond the limits of life: ‘she 
wanted to see the natural landscape of all the dead’ (Montero, 2001: 56), for 
which she requires that Coridón work on her eyes despite the fact that her 
mentor increasingly fears the ‘voraciousness of his pupil’ since ‘she was no 
longer satisfied with his authorising a vision of the double ground of life. 
She also wanted to know how he accomplished it’ (Montero, 2001: 57). 

That is how she experiences one of the various trances described throughout 
the text, always accompanied by rapture, cries and spasms to then realise 
the first transcendental journey. Journey’s mythical value is well known not 
only as the act of traveling from one place to another but also as one of 
interior growth, an anagnorisis of one’s being and the gaining of entrance 
to a higher existential dimension.8 However, there is also the journey to the 
world of the dead, the descent into the underworld.9  In the case of Zulé, her 
stroll through the great beyond happens as if in a dream; it is no wonder that 
there are allusions to death through dreams in various passages of the text.10 

Nevertheless, Zulé’s journey through the transcendental space is a means 
of throwing light on her immanent space as it results in a direct dialogue 
with the trail her family left behind: the mother and brothers that drowned 
in the river as a result of the curse which prompted Papa Luc to emigrate 
to the Dominican Republic to save his only surviving child, not only from 
natural disasters associated with water but also from the havoc wreaked by 
Duvalier’s dictatorship. 

8One need only mention the voyage of Ulysses in The Odyssey – the mythico-literary journey par 
excellence – to confirm the ancestral roots of this theme.
9As narrated by the classic Greco-Roman tales of Ulysses, Orpheus, Aeneas and others, not to mention 
the Divine Comedy by Dante.
10We must remember that in Homer death appears as a sister, even as a twin sister, of sleep. In Hesiod 
both of these coexist at the palace entrance to the world of the dead.
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Thus, after coming back from her journey, Zulé has taken a decisive step in 
her aspirations to lead upon becoming clairvoyant. She has become fuller 
with meaning and more lucid, a process which is completed with a subsequent 
trip to Haiti (a return, literally a geographical one) in which she is entrusted 
as a priestess to find a Dominican woman who has been transformed into 
a zombie, in other words, into the living dead, inverting now the duality 
of the experience life-death (sleep). This is how a first corporeal cycle is 
completed, which allows her to put what she has acquired in favor of her 
coreligionists with greater profundity and reach: 

She had emerged from her journey wasted and wise, and she devoted 
herself so feverishly to doing the work that María Caracoles had to go 
on caring of her […]. She began at the bottom, preparing protections 
and paquetes for the cutters in Colonia Azote, and as time passed 
people from the surrounding area were asking her to make offerings 
and arrange burials (Montero, 2001: 59-60).

In the same way, an unconscious encounter with Jérémie Candé, son of 
master Coridón, contributes to this when he is surprised sleeping on top of 
Zulé’s tied up body which is also in a state of trance. If we accept the idea 
that sleep and death are part of the same entity, it would not be unreasonable 
to interpret that Zulé has had an encounter as a necrophilous object, given 
that she also seems to be making use of each bodily interaction, even when 
she is not conscious of her actions. It is worth noting here that during the 
19th century, in the context of the occupation of Santo Domingo by Haiti 
(1822-1844), the racist position of the Dominican elite was accompanied by, 
precisely, a crisis of virility related to the sexual substratum of the syncretic 
Haitian religion which threatened to secularise the Catholic tradition. In 
addition to rapes and other denigrating acts, for Dominicans, the invaders 
had introduced all kinds of sexual perversions, among them necrophilia, 
which suggested a post-human social condition and, therefore, the very 
end of history. Unsurprisingly, the alternative modernity proposed by the 
Haitians had to be rejected by the privileged class, in terms of both race and 
gender (Fischer, 2004: 178), and had to be replaced by a Hispanic version 
of modernisation. 

The character Jérémie also plays an important role with respect to his 
relationship to Zulé who, once engaged to Coridón after the death of María 
Caracoles, becomes intimate with the former, this time in a conscious and 
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deliberate manner. When Anacaona catches them together unawares, she 
perceives how ‘the hunger of recent days11 had not ravaged the splendid 
body of the woman who would be in command’ and then says: ‘Coridón 
will kill you’ (Montero, 2001: 46), but Zulé’s status as chosen one cancels 
out any possible reprimand. In fact, in other moments Zulé herself allows 
Jérémie to observe her and Coridón while having sex in order to become 
the object of voyeurism: ‘She not only let him watch, but there were nights 
when she made sure to wake Jérémie Candé if he happened to fall asleep 
before the two of them went to bed’ (Montero, 2001: 55). In other words, her 
strength is benefited both by direct and indirect physical contact and, before 
the coronation rite, Anacaona stresses again fire’s erotic dimension when 
she expresses to her future mistress: ‘I can tell you you’ve tasted the flame’ 
(Montero, 2001: 33). Her active capacity in sex –even in the heterosexual 
relations– translates into a capacity for leadership within her brotherhood 
and vice versa. It is a dialectic that is maintained throughout almost the 
entire plot structure of the novel. However, a necessary turning point had to 
develop in the corporeal dynamics of Zulé Revé.

Indeed, the most relevant sexual encounters of ‘Coridón’s widow’ (described 
as being ‘as tough as a man’) are with the suspicious Similá Bolosse, who 
later threatens to kill her for refusing to help him with his drug-trafficking 
activities. If the erotic acts described accentuated her potential for passion 
and action, both in body and in soul, to use the words of Spinoza, the first 
exchange with Similá will entail a loss, a bad encounter that will undermine 
her cohesion. It is no coincidence that the bokor’s sexual vigor is described 
in reference to the magnitude of his penis and having three testicles, an 
allegory of an exaggerated masculinity. His grandfather had died in the 
Parsley Massacre (1937), during which Trujillo ordered the assassination of 
thousands of Haitian immigrants, primarily in the border region between the 
two nations. Similá became one of Duvalier’s repressive troops and, after 
the fall of his dictatorship, he flees to the Dominican Republic to avoid being 
killed. Once widowed, Zulé takes him in and for the first and only time, she 
allows herself to get overtaken by love and cedes the power she accumulated 
in her diverse sexual encounters. 

11 The narrator here refers to downtime, period after the sugar harvest in which the laborers became 
unemployed and whose poverty became more extreme.
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If within that period the mambo had carried out an active role, a ‘masculine’ 
one, now she becomes passive by letting herself be dominated by the bokor 
and as a result restores the consensual roles of gender. ‘She obeyed, happy 
to take orders after so many years of only giving them’ (Montero, 2001: 
73). She fails to fulfill, consequently, her habitual activities in the batey,12 

unaltered even by being seen naked in public: ‘Zulé’s breasts were still bare, 
the first time in her life she had carried lunch to the fields without putting 
on a housedress’ (Montero, 2001: 74). Evidently, Similá sapped her power 
in both the planes of passion and action, an effect not lost on Anacaona: ‘“I 
think he put an amarre on her” [...] He must have fed it to her in the end of 
his tail’ (Montero, 2001: 76). Thus, Zulé introduces a prohibition when she 
does not allow Jérémie to observe her while engaging in sexual intercourse 
with the future bokor and the consequences of this are felt until she has 
a miscarriage: ‘That black man’s seed is finished’ (Montero, 2001: 89), 
declares Papa Luc. Previously, the mistress had lost a child conceived with 
Jérémie, after which she pronounces: ‘No more babies!’ (Montero, 2001: 47), 
upon which maternity, a role venerated throughout history since Paleolithic 
Venuses, is desacralised. Suffice it to say that her narrative trajectory was a 
kind of chronicle of a death foretold.

Upon travelling to Haiti in search of the Dominican zombie, Zulé takes 
advantage of a second sexual encounter with Similá in order to recuperate her 
spiritual energy since she already knows that an alliance with him could only 
result in depleted sexual, ideological and religious energy and, therefore, 
threaten the subsistence of her own Gagá. Her ‘mannish obstinacy’, as the 
narrator points out, will lead her to maintain an unrestrained position with 
respect to the habitual trajectory of her coreligionists during her tour of the 
neighboring sugar mills, a type of symbolic voyage in the context of Holy 
Week. All of her close relations try to persuade her to change her itinerary 
and in that way avoid a mortal confrontation with Similá, who altered the 
prevailing norms of the community of Haitian expatriates due to his use of 
firearms, normally prohibited in their conflicts. Most significant for Similá 
is the incarnation of the most terrible god of the Voudon pantheon, Taureau 
trois graines (a fierce bull with three testicles), which will endow him with 
the darkest forces that will allow him to carry out the most execrable acts, 

12 Batey: an area containing worker’s houses and barracks on the outskirts of the sugar mill (p. 157).
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such as threatening to drown Zulé in a mountain stream and in that way 
perpetuate the water curse that had befallen her family. 

This specific episode between Zulé and Similá has been interpreted as a 
reconstruction of the allegory of the myth of Erzulie-Freda and Taureau trois 
graines. The former, the goddess of sensuality, loved and sought after by 
all, surrenders lovingly before the latter, who rejects her and mistreats her 
in the worst way. In the final encounter scene between Zulé and Similá, 
both of them become human vehicles through which a divine conflict is 
manifested by analogy resulting in a renewal of the myth and confirming 
its circular character. In fact, the idea of the eternal return implies a desire 
to re-experience history not so much in its events as in its sentiments and 
emotions with the aim of bettering humanity and achieving superior states of 
existence. Hence Zulé’s predilection for Passion over Reason.
 
From the point of view of the narrative, there is an alternation of each 
confrontation which results in the fusion of both. Similarly, Jérémie Candé 
has been mounted by Papa Carfú, a bellicose god willing to go to war for the 
sake of avoiding any chance of reconciliation between Erzulie (Zulé) and 
Taureau trois graines (Similá). This explicit splitting of personality into two 
is not the product of fission or of a subject being divided, according to the 
Romantic treatment of the double, but of fusion or union. The human and the 
divine converge onto the same ontological plane. However, what we have 
here is a belligerent coexistence that, paradoxically, indicates a resolution 
of the conflict between the characters. Said communion of contraries 
cannot be anything more than fleeting as it only allows the transit toward 
new circumstances, or else the necessary circularity of the myth would be 
truncated. 

In the end Jérémie kills Zulé but this death is also characterised by eroticism: 
‘The machete comes down, brushing her cheek, plunging into her neck, and 
in passing cutting off the tip of her nipple’ (Montero, 2001: 152), a variation 
of the communion between Eros and Thanatos or the drive for life defeated 
by the drive for death. In this sense, G. Bataille (1986) conceives of eroticism 
as the ‘assenting to life up to the point of death’ (p.11). From the beginning 
of the novel the death of Zulé is announced as a fatal predestination and it 
is repeated globally like Benítez Rojo’s Caribbean meta-archipelago. But 
unlike Oedipus, who tries to avoid his destiny by changing the natural course 
of events, Zulé approaches her predestined outcome with bravery, not fleeing 
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from it: ‘If I have to die, I’ll die’ (Montero, 2001: 67).13 Having dragged her 
people to a fateful confrontation with Similá, the Haitian mambo proposes 
instead an individual sacrifice to guarantee collective salvation. Even if 
the Zulé’s sexual passions originate from a personalist end, they always 
transform into the instruments needed to inscribe the spirit of her people in 
history and so to endow it with consciousness and reality. 

‘Men as discontinuous beings try to maintain their separate existences, but 
death [...] brings them back to continuity’ (p.83), affirms G. Bataille (1986) 
in his foundation of religious sacrifice. This explains Zulé’s continuous 
debauchery14 with respect to the pleasures of the flesh – petites morts that 
strung together lead to her definitive demise– in a context in which passion 
recovers – or rather conserves – the following Indo-European etymological 
meanings as enumerated by I. Bordelois (2006): the sacred, (masculine) 
rage, the (feminine) sexual and the poetic. 

It would not be unreasonable to think that Zulé’s death entails an acephalous 
permanence of her community, but a lesbian act with Christianá Dubois, 
goddess of war, before dying, ensures her spiritual legacy in the kingdom of 
this world, to evoke A. Carpentier: 

The girl, still frightened, curls around the body of Papa Luc’s 
daughter, who kisses her face gently and tells her to go to sleep […] 
Christianá stops asking questions and she too begins to lick the lips 
of the woman who gives the orders […] Zulé tries not to make noise, 
but the sweet breasts of her queen quiver and leap in her mouth like 
little fish on the shore (Montero, 2001: 120).

The scene strips itself from the characteristic violence seen in the rest of her 
sexual encounters – the emotional fury of human beings in their connection 
with the divine, the origin of religion according to Durkheim– and here a 
lyricism predominates that crowns and sublimates the existence of a being 

13 An attitude that evokes Greek hubris (Prometheus, Achilles, etc.), consummated with the cry of ‘Not 
even God can stop me now’ (p.64).
14 With regard to this matter, Foucault (1990) has pointed out: ‘Similarly, in the civil order, the confused 
category of “debauchery”, which for more than a century had been one of the most frequent reasons for 
administrative confinement, came apart’ (p.39).
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subjected to a third class marginality (woman, black, immigrant). The 
denouement takes place under the poetic gaze of reality, where even death 
rites acquire an erotic character: ‘She [Anacaona] rubs her arms, covers the 
purple hole where her nipple had been, and without really knowing what 
good it will do, sprinkles her hips generously with talcum powder’ (p.154). 
Christianá’s final kiss of Zulé’s corpse completes the transference of power 
in perfect symmetry with María Caracoles’ kiss when the girl was only just 
being initiated into the art of lovemaking. It is a matter of continuing and 
perpetuating a model where the feminine is also an unmarked member in the 
gender opposition and, therefore, a signifier of sexual polysemy which is not 
exclusive to the masculine. 

Zulé’s multierotic body reveals the very nature of Caribbeanness and 
responds to, at first, centripetal forces insofar as it is the place where myriad 
experiences that satisfy individual spiritual needs converge. Later on, 
it responds to centrifugal forces insofar as it transmutes acquired energy 
to satisfy the spiritual needs of both men and women. That is why Zulé 
Revé transcends the opposition of both genders, the same as the sexist 
constructions associated with it, and surrenders herself to unbridled pleasure 
in her status as one chosen by supernatural forces that exceed her, and the 
rest of the characters. The nomadic energy of her existential, geographic and 
symbolic journey (to the great beyond, to Haiti and her pilgrimage during 
Holy Week), so characteristic of Caribbeanness, corresponds to a mobile 
and protean sexuality, present also among the loas or Voudon gods, which 
constantly and befittingly change their sex. Therefore, Zulé is a body always 
in transit like an imaginary dot in constant movement, which is the way 
Benítez Rojo (1992) summarises being Caribbean. Likewise, Zulé lives out 
her body as an extension of diverse erotic experiences, whose affectivity 
circulates as the cause and effect of divinity, and becomes autonomous and 
flows within the heart of her brotherhood, nourishing it.

In Montero’s novel, each sexual relationship constitutes a turning point in the 
evolution of Zulé Revé’s affects by depriving her of or privileging her with 
magico-religious attributes that guarantee the fundamental cohesion of her 
community. Therefore, sexuality becomes a key form of intransigence in the 
face of the real-life circumstances of Haitian immigrants in the Dominican 
Republic, where the ghost of the slave plantation still lurks as another 
trope that repeats itself in the Caribbean. In a way, Zulé points to what A. 
Badiou (2012) says about love: ‘you can experience the world on the basis 
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of difference and not only in terms of identity’ (p.16), as what prevails here 
is an ecumenical vision, open and anti-essentialist, of the feminine subject 
in accordance with the transnational poetics of Caribbeanness proposed by 
the author. 
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Introduction

Throughout the Caribbean region, countries facing pervasive unemployment 
have looked to entrepreneurship as a means to creating meaningful 
development and well-paying jobs (Ramkissoon-Babwah, 2013). In Jamaica, 
the economy has been experiencing low growth over the past several years 
and has faced tremendous difficulty in rebounding from the significant 
drop in GDP growth during the 2008-2009 global financial crises (World 
Bank, 2013). Unemployment, which had hovered around 11% since 2005, 
increased to almost 13% in 2010, and climbed to more than 16% by April 
2013 (STATIN, 2014). Employment has therefore become a major source of 
political pressure in the country. 

Jamaican unemployment is a particularly serious issue for women and young 
people. The female unemployment rate is 1.5 times greater than the male 
rate (19.1% versus 12.4%) and the unemployment rate among youth aged 
15-24 years has soared to 38.5% (STATIN, 2014). In 2012, almost 46,000 
new job seekers entered the labour market while only 8,700 jobs were 
created to absorb them. As a result, the inability of the public and private 
sectors to create productive employment for young Jamaicans has become a 
major driver of policy development. Entrepreneurship has been recognised 
by Jamaican policymakers as a potentially significant tool for tackling the 
challenge of creating jobs and solving the problem of acute unemployment, 
especially among youth (MIIC, 2013).

Across diverse countries, rates of entrepreneurship and levels of 
entrepreneurial intent (EI) are frequently observed to vary with the stage of 
economic development and level of GDP (Amoros and Bosma, 2013). Very 
high levels of subsistence entrepreneurship are seen in emerging factor-driven 
economies (based on unskilled labour and natural resources), moderate levels 
of mixed entrepreneurship are seen in efficiency-driven economies (based 
on education levels, and efficient markets for goods, labour, and capital), 
and somewhat lower levels of opportunity-seeking entrepreneurship are 
seen in the innovation-driven economies (based on novel product/services 
and production processes) of the most-developed countries (Schwab and 
Sala-i-Martin, 2013). But the subsistence-based ‘necessity entrepreneurship’ 
of lesser-developed countries is essentially just job replacement that 
creates few jobs for others, while only the high-expectation ‘opportunity 
entrepreneurship’ found in highly developed countries has multiplier effects 
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that create many more good jobs (Amoros and Bosma, 2013; Birch, Haggerty 
and Parsons, 1997). Compared to highly developed countries such as Canada, 
the Caribbean is widely believed to have a lack of this high-expectation 
entrepreneurial culture, largely attributable to the lack of opportunities in 
emerging economies (Devonish, Alleyne, Charles-Soverall, Young Marshall 
and Pounder, 2010). In particular, the development of entrepreneurship in 
the Caribbean is thought to be constrained by a comparative lack of access 
to capital, lack of entrepreneurship training and development, unfavorable 
tax policies, and excessive bureaucracy in the new venture creation process 
(Ramkissoon-Babwah, 2013; Amoros and Bosma, 2013; Black, Golding, 
Williams-Myers, Boodraj and Reid, 2013). There is a need for much more 
research that compares the Caribbean region with the more highly developed 
countries that are the usual setting for EI research, and which can therefore 
establish a meaningful application of that past research.

One such comparative effort is the Global Entrepreneurship Monitor (GEM) 
– a major multi-year international research program into the prevalence and 
conditions of entrepreneurship. GEM considers entrepreneurial intention 
narrowly as the percentage of individuals in the working age population who 
plan to create a business within three years. The GEM results clearly indicate 
that intention rates in factor-driven economies are nearly four times higher 
than in the innovation-driven economies of the most-developed countries 
(Amoros and Bosma 2013). In the case of the efficiency-driven economy 
of Jamaica specifically, the intention rate appears to now be rapidly rising, 
jumping from 19.5% in 2011 to 39.5% in 2013 (Black et al., 2013).

It should be noted that, in the same GEM reports, Jamaica registered 
a relatively low ‘fear of failure’ rate of 27%. This was much lower than 
the group average rate for efficiency driven economies. This boldness 
of entrepreneurial orientation (Lumpkin and Dess, 1996) augurs well 
for fostering new business development if the appropriate policies are 
instituted to enhance business opportunities. In fact, the GEM indicators 
of high firm-creation intention rate, low ‘fear-of-failure’ rate, relatively 
high perceived opportunity rate, and very high perceived capability rate all 
clearly indicate that Jamaicans have particularly entrepreneurial attitudes. 
This disconnection between highly positive attitudes but comparatively low 
levels of entrepreneurial behaviours makes exploration of the question of EI 
in Jamaica particularly important.



45An Improved Measure of Entrepreneurial Intent

In many economies of the world, governments look to the micro, small and 
medium-sized enterprise (MSME) sector to create jobs and help move the 
economy forward. But although the total MSME sector is said to account for 
nearly 80% of employment in Jamaica, it is primarily composed of very small 
enterprises; the majority of the MSME jobs are as one-person businesses. In 
fact, about 36% of the employed Jamaican labour force is self-employed, 
mostly without creating jobs for others or having positive economic multiplier 
effects (STATIN, 2014). In other words, most of the self-employed persons 
in Jamaica are pursuing ‘survivalist’ activities in heavy competition with 
each other, and are not creating significant wealth for the economy. GEM 
refers to these as ‘necessity’ entrepreneurs, since they are typically pushed 
into entrepreneurship by necessity – lacking viable alternative job prospects 
(Amoros and Bosma, 2013). The survival rate for such firms is low, which 
can lead to an unproductive ‘churn’ of people and capital that is therefore 
not available to support the few high-expectation entrepreneurs that may 
exist (Birch, 1987). Thus the MSME sector is highly vulnerable and not 
producing its full potential for the growth of the economy.

The Jamaican government appears to recognise this opportunity for greater 
performance of the MSME sector. Their Vision 2030 – Jamaica National 
Development Plan (PIOJ, 2009) notes the importance of promoting and 
developing entrepreneurship as an avenue to support economic growth in 
sustainable livelihoods. Similarly the 2013  ‘Entrepreneurship Policy Paper’ 
that was recently approved by the Jamaican Parliament acknowledges the 
importance of entrepreneurship as a tool for economic development as well 
as the importance of MSME firms as important drivers of economic growth 
because they create employment, facilitate wealth creation and tax base 
development, and form the backbone for private sector consolidation and 
expansion (MIIC, 2013: 61).

With so much focus and effort being given to the development potential of 
Jamaican entrepreneurship, it is important that policy makers understand the 
structural and social factors that support entrepreneurship (Boxill, 2003). 
For this they must have accurate measures of entrepreneurial intent to be 
able to gauge specific policy needs and to assess the effects of any policy 
changes that may be implemented. Poor measurement of EI can lead to the 
misallocation of scarce resources to ineffectual programs, to the incorrect 
identification of factors that support or inhibit entrepreneurial intent, or to 
the wasteful continuation of program investments past the point of goal 
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achievement. But reviews of past research into the measurement of EI and its 
causal determinants show that the accurate measurement of entrepreneurial 
intent is not so easy to achieve.

For these reasons this paper aims to develop an improved scale to measure 
EI, to use this scale to accurately measure the level of EI in Jamaica, and 
to compare these results with equivalent results from Canada (as a typical 
example of the developed countries that are the usual setting for EI research). 
We begin with a review of the literature around entrepreneurial intent and 
the measurement of the EI construct.

Literature Review

Entrepreneurs are considered important drivers of the economic growth and 
development of all nations. So the questions of why some people intend to 
become entrepreneurs and what factors create these intentions have sparked 
ongoing interest from entrepreneurship scholars (for example, Bird, 1992; 
Carr and Sequeira, 2007; Días-Garcia and Jiménez-Moreno, 2010; Engle, 
Dimitriadi, Gavidia, Schlaegel, Delanoe, Alvarado, He, Baume and Wolff, 
2010; Souitaris, Zerbinati and Al-Laham, 2007). Most of this research 
has been done in developed countries with innovation-driven economies. 
But it is widely recognised that entrepreneurship represents an important 
development tool for emerging countries with factor-driven and efficiency-
driven economies too. So there is a clear need for theories of entrepreneurship 
and intent that have been tested and modified where needed to accommodate 
the context of less-developed countries like Jamaica (Devonish et al., 2010; 
Bruton, Ahlstrom and Obloj, 2008; van Stel, Carree and Thurik, 2005). 

Using an outcomes expectations approach, Brenner, Pringle and Greenhaus 
(1991) suggested that individuals choose to become entrepreneurs based on 
the value they attribute to the outcomes they think most likely to occur – that 
individuals become entrepreneurs when they expect the entrepreneurial path 
to create results that they value highly. Their research identified eight specific 
results that may especially encourage individuals to become entrepreneurs: 
independently working to their own methods, enjoying a sense of personal 
accomplishment, having intellectual stimulation, participating in a wide 
range of activities, being well-respected by others, finding opportunity for 
advancement, being adequately compensated for their achievements, and 
working with colleagues and partners of their own free choice. These results 
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show that EI is closely linked to a wide range of individual and environmental 
factors.

Expanding on this expectations approach, many researchers of entrepreneurial 
intent (for example, Fayolle and Gailly 2004; Shook and Bratianu 2010; 
Krueger, Reilly and Carsrud 2000) have since anchored their work in Ajzen’s 
Theory of Planned Behaviour (TPB) (1987; 1991). This theory provides a 
powerful and insightful perspective on the causes of intentions of many 
types – especially when the behaviours are rare and hard to observe, such as 
with entrepreneurship. According to TPB, intentions are closely associated 
with beliefs, attitudes, and behaviours. Through an instrumental logic, 
individual beliefs about the consequences of a potential behaviour influence 
individual attitudes towards that behaviour. Any resulting positive attitudes 
can then create desire and intent to perform the behaviours. And, under the 
appropriate conditions and with the necessary triggering event as impetus, 
this positive intention can cause the individual to act with specific behaviours. 
When applied to the case of prospective entrepreneurs, TPB has helped 
theorists to identify the specific antecedents and causes of entrepreneurial 
intent. Shapero (1975; Shapero and Sokol 1982) argued that EI arises from 
beliefs and attitudes about three factors: the perceived desireability of 
entrepreneurship, the perceived feasibility of acting entrepreneurially, and 
a general individual propensity to act. Davidson (1995) further argued that 
that connection between attitudes and entrepreneurial intent was mediated 
by a sense that entrepreneurship is personally suitable for oneself.

Krueger et al. (2000) then tested competing models in which beliefs about the 
desireability of entrepreneurship are the result of expectations for outcomes, 
and beliefs about feasibility are the result of perceived entrepreneurial 
self-efficacy. They found TPB better at predicting entrepreneurship, than 
are simple models of situational factors. Further refinements to this model 
have included adding the effects of  individual psychological traits and 
characteristics (Luthje and Franke, 2003; Shook, Priem and McGee, 2003; 
Chen, Greene and Crick, 1998) and contextual variables like employment 
status or information access (Carr and Sequeira, 2007; Souitaris, Zerbinati 
and Al-Laham, 2007; Kennedy, Drennan, Renfrow and Watson, 2003; Shane, 
2000; Amit, Muller and Cockburn, 1995), the availability and accessibility 
of the resources needed (Kristiansen and Indarti, 2004), and the important 
role played by mentors and other role models (Van Auken, Fry and Stephens, 
2006).
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Despite the clear importance of entrepreneurial intent as a driver of 
entrepreneurship and its resulting national economic benefits, the EI 
construct remains loosely defined and operationalised in the research 
literature (Thompson, 2009). As a result, previous research into EI and its 
causes has used measures that have suffered from a variety of weaknesses that 
threaten the validity of past findings. Most significantly, many of these past 
measures have confounded the measurement of intent with measurements 
of the other key constructs in TPB, including personal beliefs and social 
attitudes, performance of specific entrepreneurial behaviours and actions, 
and expectations for likely future outcomes.

Confounded measures like these can be a serious methodological weakness 
for research. To mitigate this risk requires the use of a new and better measure 
of EI that has adequate construct validity and reliability when used in 
international contexts. Unreliable measurement of EI may lead to inaccurate 
data, incorrect conclusions, and inappropriate national policy decisions with 
large economic and social consequences. For these reasons this paper aims 
to develop a better new scale to measure EI and use this scale to accurately 
compare the level of EI in Jamaica with equivalent results from Canada. 
The next section describes the process by which this scale was created and 
applied.

Methodology

Scale Development

An important issue in scale construction is the number of measurement items 
to include.  On the one hand, adequate domain sampling and parsimony 
are important to obtain content and construct validity (Cronbach and 
Meehl, 1955), since the total scale information captured is a function of the 
number of items in a scale. Scales with too few items may therefore lack 
content and construct validity, internal consistency and test-retest reliability 
(Kenny, 1979). But on the other hand, scale length affects response rates 
(Roznowski, 1989), since scales with too many items can create problems 
with respondent fatigue or response biases (Anastasi, 1976). Keeping a scale 
short is an effective means of minimising response biases (Schmitt and Stults, 
1985; Schriesheim and Eisenbach, 1991); adequate internal consistency and 
reliability can sometimes be obtained with very few items (Cook, Hepworth, 
Wall and Warr, 1981). Additional items also demand more time in both the 
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development and administration of a scale, and adding items indefinitely 
makes progressively less impact on scale reliability (Carmines and Zeller, 
1979).

The scale-development process used in this research is based on the methods 
described by Hinkin (1995) and DeVellis (2003) in which a set of potential 
questions or measurement items is generated, and a selected subset is validated 
by experts and then administered to a population of survey respondents. 
Factor analysis of the resulting data can then identify relationships among 
the items that suggest the underlying latent constructs.

Because our research crosses a boundary of nationality and culture, we must 
further test these identified constructs to confirm that they are stable in both 
national contexts by analysing and comparing the characteristics of sample 
data obtained in Jamaica and in Canada. Only then are the EI measurement 
scores of both countries suitable for interpretation.

Item Generation and Validation

The initial pool of potential scale items should be broad enough to fully 
capture the domain of interest, but should not include extraneous content 
or closely related but distinct theoretical constructs (Schriesheim, Powers, 
Scandura, Gardiner and Lankau, 1993). A top-down approach was therefore 
employed, informed by theory and encompassing related perspectives of 
causation, effectuation, and bricolage theories of entrepreneurship. From 
this, a pool of 45 novel items was created.

A major impetus for this study was the observation that the majority of previous 
EI scales in the literature are flawed by the use of confounded measures 
of theoretically distinct constructs. For example, in the scale of Thompson 
(2009), most of the items used are actually measurements of behaviours, 
not intentions. Using Likert-type questions, the scale asks respondents to 
rate their agreement with statements about their entrepreneurial views. Only 
one item asks about having an intention (to particularly set up a company 
in the future). The other items ask about current activities (searching for 
opportunities, saving up money, reading relevant books, creating plans, or 
learning relevant information), and do not actually ask about intentions to 
do things in the future.
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Similarly, the scale of Chen et al., (1998) confounds measurements of 
attitudes, intentions, behaviours, and expectations. On page 306 of their 
article they reported ‘In five items, we asked the respondents how interested 
they were in setting up their own business; to what extent they had considered 
setting up their own business, to what extent they had been preparing to set 
up their own business, how likely it was that they were going to try hard to 
set up their own business, and how soon they were likely to set up their own 
business’. These items respectively are measuring current interest levels, past 
thoughts (whether or not they led to increased intentions), past preparatory 
activities, an estimated likelihood of future activities, and an estimate of 
future timings. While all of these are likely to be highly correlated with 
intentionality (which is exactly the causal relationship that TPB predicts), 
none are measuring EI itself.

Many other previous scales suffer similar defects (for example, Souitaris, 
Zerbinati and Al-Laham, 2007; Van Auken, Fry and Stephens, 2006; 
Hmieleski and Corbett, 2006). For this reason, most of initial items for 
the creation of this new scale were not drawn from past scales. Instead, 
the initial set of potential items contained new questions to specifically 
assess the respondent’s intentions to perform specific behavioural acts of 
the entrepreneuring process (not their attitudes towards the behaviour or 
their expectations of conducting the behaviour). Standard five-point Likert 
scales (anchors ‘strongly agree’ and ‘strongly disagree’) were employed 
to provide for reasonable granularity of item responses without creating 
the undue respondent fatigue of longer scales and the associated biases. A 
twelve-month horizon was used for questions involving expectations of the 
future, as a shorter horizon may be biased by transient mood states and a 
longer horizon may be biased by the all-or-nothing shortcomings of previous 
measures

The initial set of 45 items was then judged for construct adequacy by a panel 
of six experts comprising practicing entrepreneurs and academic researchers 
in Canada who are experienced in the use of measures of entrepreneurial 
intent. Experts were invited to review the prospective items for clarity, 
to suggest any additional items that may capture aspects of the construct 
that may have been omitted, and to assess the relevance of the items with 
reference to entrepreneurial intent. This content validation was performed 
using the method recommended by Schriesheim et al. (1993), whereby each 
expert rates the relevance of each item to the underlying construct, and these 
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ratings are factor analysed to produce a quantitative metric for the content 
adequacy of the proposed set of items. Based on these results, a questionnaire 
comprising the 38 items that have most consistently been rated highly by the 
experts was prepared as a survey and administered to sample groups in each 
country.

In Jamaica, respondents for this study were obtained by random intercept 
(n = 100) from different parishes, both urban and rural. In Canada, 
respondents were obtained by random intercept at a major commercial 
market in downtown Toronto (n = 116). No demographic information was 
collected.

Factor Analysis

Using the collected survey data we performed exploratory factor analysis 
of the combined data from both countries. Using SPSS software (version 
22) we conducted principal components analysis with varimax rotation and 
extraction of factors with eigenvalues greater than one. Items that cross-loaded 
onto multiple factors at greater than 0.4, were dropped from the subsequent 
analysis. The final analysis therefore retained nine items. Rotation of this 
set of items extracted two factors (KMO = 0.898, Bartlett’s Sphericity p < 
0.001) (Snedecor and Cochran, 1989). These are shown in table 1.
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Table 1: Exploratory Factor Analysis

The first factor explains 43.4% of the variance in the sample and has been 
labelled ‘Value’ to reflect the loading of items concerned with the creation and 
testing of a value proposition for the marketplace. The items loading onto this 
factor pertain to developing a value proposition, creating a minimum viable 
proposition for validation, testing it with prospective customers, prototyping 
the real product, and creating a plan to produce it at scale. It excludes the 
items related to innovation, organising a new venture entity, and developing 
a competitive business strategy.

The second factor explains an additional 27.1% of the variance in the sample 
and has been labelled ‘Innov’ to reflect the loading of items concerned with 
innovation and creativity in the use of resources. The items loading onto this 
factor pertain to developing clever new ways of using available resources 
and combinations. It excludes the items related to spotting a problem, 
developing a solution, organising a new venture entity, and developing a 
competitive business strategy.

Next, the stability of this factor structure between the two countries was 
tested. A structural measurement model was created in AMOS software 
(version 22), with items serving as indicator variables for two latent variables 
corresponding to the two emergent factors. This model is shown in figure 1.
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Table 1: Exploratory Factor Analysis 

Component 
Within the next 12 months I intend to… Value Innov 
Q30: Develop a minimum viable product to deliver my value 
        proposition to customers .878  .295

Q29: Develop a customer value proposition .867 .282
Q31: Test my value proposition in the market .845 .289
Q28: Develop an initial version (prototype) of a 
         product/service .831 .224

Q17: Write a formal business plan .641 .300
Q10: Quit my current job, or substantially reduce my hours so
        I can focus on a new business .559 .127

Q25: Experiment with existing resources to see what they can
        do in new combinations .269 .864 

Q24: Develop ways to work around obstacles, rules, 
        standards, and norms .175 .855 

Q26: Reuse resources for clever purposes other than their 
        original design .386 .743 

The first factor explains 43.4% of the variance in the sample and has been 
labelled ‘Value’ to reflect the loading of items concerned with the 
creation and testing of a value proposition for the marketplace. The items 
loading onto this factor pertain to developing a value proposition, creating 
a minimum viable proposition for validation, testing it with prospective 
customers, prototyping the real product, and creating a plan to produce it 
at scale. It excludes the items related to innovation, organising a new 
venture entity, and developing a competitive business strategy. 

The second factor explains an additional 27.1% of the variance in the 
sample and has been labelled ‘Innov’ to reflect the loading of items 
concerned with innovation and creativity in the use of resources. The 
items loading onto this factor pertain to developing clever new ways of 
using available resources and combinations. It excludes the items related 
to spotting a problem, developing a solution, organising a new venture 
entity, and developing a competitive business strategy. 

Next, the stability of this factor structure between the two countries was 
tested. A structural measurement model was created in AMOS software 
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Figure 1: Structural Measurement Model

 

Convergent validity of this measurement model was confirmed by review of 
the CFI metric between the specified model and a baseline model without 
latent constructs (0.989). Discriminant validity was confirmed by constraining 
the covariance between the two latent constructs to unity and observing an 
increase in χ2 from 38.96 to 66.16, where any increase of more than 3.84 
clearly indicates the discrimination between the factors (p = .05). From these 
two results the validity of the measurement model is strongly inferred, and 
the two-factor solution is demonstrated to a better conceptualisation than the 
assumptions of unidimensionality and simple reporting of Cronbach’s alpha 
that is typical of previous EI scales.

Factor Structure Stability

Stability of the measurement model across countries was tested using nested 
SEM models where the responses for the two countries were treated as 
distinct datasets. In the first stage, the measurement model was estimated 
simultaneously for the two datasets. In the second stage, the free parameters 
in the model (item loadings, covariance between factors, and the variances of 
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(version 22), with items serving as indicator variables for two latent 
variables corresponding to the two emergent factors. This model is shown 
in figure 1. 

Figure 1: Structural Measurement Model 

 Convergent validity of this measurement model was confirmed by review 
of the CFI metric between the specified model and a baseline model 
without latent constructs (0.989). Discriminant validity was confirmed by 
constraining the covariance between the two latent constructs to unity and 
observing an increase in χ2 from 38.96 to 66.16, where any increase of 
more than 3.84 clearly indicates the discrimination between the factors (p
= .05). From these two results the validity of the measurement model is 
strongly inferred, and the two-factor solution is demonstrated to a better 
conceptualisation than the assumptions of unidimensionality and simple 
reporting of Cronbach’s alpha that is typical of previous EI scales. 
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the factors and error terms) were all constrained to be equal between the two 
countries, and again the two countries models were simultaneously estimated. 
The stability of the model across the two populations can be inferred from 
whether the thus constrained model has a statistically significant increase in 
χ2 (at the changed number of degrees of freedom).

Results

Table 2 shows the results of the nested SEM analysis. Between the models 
that were unconstrained and the models that were fully constrained (that is, 
forced to be equivalent between the two countries) we observe a change of 
13.35 in χ2 and a change of 18 in the number of degrees of freedom. This 
result is not statistically significant (p = 0.773), so we conclude that the 
factor structure reported in table 1 is stable and invariant between the two 
datasets.

Table 2: Comparison of Nested Jamaican and Canadian Measurement 
Models

On this basis we propose to compare EI in the two countries by using a Value 
scale comprising the first six items of table 1 at their reported loadings, and 
an Innov scale comprising the final three items at their reported loadings. 
Table 3 shows the computed mean values and standard deviations of these 
scale scores, for each of the two countries. On both scales, Jamaica appears to 
have marginally lower mean values than does Canada. But Anova confirms 
that these apparent slight differences are not statistically significant. Both 
countries may be taken to have the same scores for Value and for Innov.

< Table 3: Anova of Mean Factor Values Between Countries
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Factor Structure Stability 

Stability of the measurement model across countries was tested using 
nested SEM models where the responses for the two countries were 
treated as distinct datasets. In the first stage, the measurement model was 
estimated simultaneously for the two datasets. In the second stage, the 
free parameters in the model (item loadings, covariance between factors, 
and the variances of the factors and error terms) were all constrained to be 
equal between the two countries, and again the two countries models were 
simultaneously estimated. The stability of the model across the two 
populations can be inferred from whether the thus constrained model has 
a statistically significant increase in χ2 (at the changed number of degrees 
of freedom). 

Results 

Table 2 shows the results of the nested SEM analysis. Between the 
models that were unconstrained and the models that were fully 
constrained (that is, forced to be equivalent between the two countries) we 
observe a change of 13.35 in χ2 and a change of 18 in the number of 
degrees of freedom. This result is not statistically significant (p = 0.773), 
so we conclude that the factor structure reported in table 1 is stable and 
invariant between the two datasets. 

Table 2: Comparison of Nested Jamaican and Canadian 
Measurement Models 

Unconstrained Fully constrained Δ 
χ2 96.65 110.00 13.35 
DF 54 72 18
p(χ2,DF) 0.773 

On this basis we propose to compare EI in the two countries by using a 
Value scale comprising the first six items of table 1 at their reported 
loadings, and an Innov scale comprising the final three items at their 
reported loadings. Table 3 shows the computed mean values and standard 
deviations of these scale scores, for each of the two countries. On both 
scales, Jamaica appears to have marginally lower mean values than does 
Canada. But Anova confirms that these apparent slight differences are not 
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statistically significant. Both countries may be taken to have the same 
scores for Value and for Innov. 

< Table 3: Anova of Mean Factor Values Between Countries 

 Jamaica Canada p
Value 14.73 (sd 4.94) 14.84 (sd 5.46) 0.885 
Innov 8.33 (sd 2.63) 8.35 (sd 2.57) 0.956 

Discussion 

The primary objective of this research has been to make a more accurate 
assessment of the relative level of EI in Jamaica. Due to discovered flaws 
in previous measurement instruments, the development of an improved 
measurement scale was a necessary precursor. But it means that, as an 
ancillary contribution, this study has created a novel scale for measuring 
EI in a manner that is not confounded with closely related but 
conceptually distinct constructs. The new scale illustrates a two-
dimensional structure comprising separate intentions towards value 
creation and innovation, and has been shown to be stable and robust to the 
two very different countries that were measured. 

Our results clearly show that Jamaica has no comparative deficit of 
entrepreneurial attitudes or intentions, but only one of effective 
entrepreneurial actions. As Shane and Venkataraman (2000) pointed out, 
entrepreneurship is the nexus of attractive opportunities and enterprising 
individuals willing and able to exploit these opportunities. In Jamaica, it 
is the prevalence of enterprising individuals that matters most. The 
prevalence of enterprising individuals depends on positive beliefs and 
attitudes towards entrepreneurship, positive intent to act upon these 
beliefs and attitudes, and the crystallisation of this intent into specific 
entrepreneurial behaviours and actions. 

Past research has shown that opportunities, beliefs, and attitudes that 
support the creation of entrepreneurs all exist in Jamaica. What is newly 
contributed by the present study is a careful demonstration that these 
factors are also accompanied by a strong prevalence of entrepreneurial 
intent in Jamaica. Any observed deficit in the magnitude of 
entrepreneurial activities and spinoff economic benefits in Jamaica cannot 
be attributed to a lack of these precursor factors. 
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Discussion

The primary objective of this research has been to make a more accurate 
assessment of the relative level of EI in Jamaica. Due to discovered flaws 
in previous measurement instruments, the development of an improved 
measurement scale was a necessary precursor. But it means that, as an 
ancillary contribution, this study has created a novel scale for measuring 
EI in a manner that is not confounded with closely related but conceptually 
distinct constructs. The new scale illustrates a two-dimensional structure 
comprising separate intentions towards value creation and innovation, and 
has been shown to be stable and robust to the two very different countries 
that were measured.

Our results clearly show that Jamaica has no comparative deficit 
of entrepreneurial attitudes or intentions, but only one of effective 
entrepreneurial actions. As Shane and Venkataraman (2000) pointed out, 
entrepreneurship is the nexus of attractive opportunities and enterprising 
individuals willing and able to exploit these opportunities. In Jamaica, it is 
the prevalence of enterprising individuals that matters most. The prevalence 
of enterprising individuals depends on positive beliefs and attitudes towards 
entrepreneurship, positive intent to act upon these beliefs and attitudes, and 
the crystallisation of this intent into specific entrepreneurial behaviours and 
actions.

Past research has shown that opportunities, beliefs, and attitudes that support 
the creation of entrepreneurs all exist in Jamaica. What is newly contributed 
by the present study is a careful demonstration that these factors are also 
accompanied by a strong prevalence of entrepreneurial intent in Jamaica. 
Any observed deficit in the magnitude of entrepreneurial activities and 
spinoff economic benefits in Jamaica cannot be attributed to a lack of these 
precursor factors.

One must therefore conclude that any entrepreneurial deficit in Jamaica is 
due to the lack of realisation of intentions – to the existence of systemic or 
structural obstacles to the ability of prospective entrepreneurs to act upon their 
intentions. Earlier research into the connection between entrepreneurship and 
economic growth has implicated three environmental factors that connect 
entrepreneurship with economic benefit (Valliere and Peterson, 2009). The 
first is the development of knowledge-generating institutions, their degree 
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of integration into a system operating together with challenging market 
partners, and the degree to which this new knowledge is made available for 
commercial exploitation. The second is the degree to which a country is free 
of regulatory burdens or obstacles to business, whether for new ventures or 
for established businesses. And the third is a measure of access to government 
markets and the formal economy. In emerging countries, with per capita 
GDP of much less than US $20,000 per year (such as Jamaica), it is this third 
factor that appears to be most significant. In such countries, entrepreneurs 
typically settle for small ‘low-growth’ subsistence or ‘lifestyle’ businesses, 
and operate outside of the formal economy where they are free of regulatory 
and administrative obstacles, but where they lack access to the systems and 
institutions that can create economic multipliers.

Therefore, one possible policy objective for governments and institutional 
actors in Jamaica would be to focus entrepreneurial development efforts 
to the identification and mitigation of the systemic obstacles that may be 
obstructing the intentions of prospective new Jamaican entrepreneurs or may 
be constraining the growth aspirations of existing Jamaica entrepreneurs. 
Such policies would be likely to address questions of availability and 
accessibility of capital, training and development of entrepreneurial skills and 
competencies, examination of tax policies relevant to the risks and rewards 
of entrepreneurship, and streamlining of the administrative bureaucracy 
that must be navigated to start a Jamaican business and connect it to world 
markets. Additionally, programs should consider the broader cultural aspects 
that can inhibit or can encourage Jamaican entrepreneurs to dream bigger 
and to aspire to create businesses that grow to become significant value 
creators globally, and significant employers locally.

Recently the Government of Jamaica has started to address some of these 
systemic obstacles with the result that in 2014 the World Bank’s Ease of 
Doing Business Index moved from 85th (out of 190) in 2013 to 58th in 2014 
(World Bank, 2014). The Logistics Performance Index also progressed from 
124 to 70 in less than two years. Similarly the Global Competitiveness Index 
moved from 94 (out of 144 countries) in 2013 to 86 (out of 190) in 2014 
(Schwab and Sala-i-Martin, 2013). The Government of Jamaica therefore 
seems to be making strides in the right direction.

In comparison, Canada’s position in terms of its entrepreneurial pursuits is 
different to that of Jamaica. In Canada the systems and infrastructure for 
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new entrepreneurs are much more supportive (Valliere and Peterson, 2009). 
The issue in Canada is more the lack of enterprising individuals to take 
advantage of these supports (Singer, Amoros and Moska, 2014). Addressing 
these cultural attitudes towards the social desirability of entrepreneurship can 
be slower and more difficult than the removal of the systemic obstacle facing 
Jamaica. So it is possible that, with the continued efforts of the Jamaican 
government to remove obstacles, entrepreneurship in Jamaica may well 
surpass that in Canada – at least in terms of the raw prevalence of individuals 
engaged in new entrepreneurial ventures. One remaining difference, not 
explored in this study, is the degree to which these new ventures may be high-
expectation ‘gazelle’ firms that create significant jobs and economic wealth 
generation, or simply modest lifestyle businesses without much multiplier 
effect (Autio, 2005; Moreno and Casillas, 2007). This is important from a 
development perspective, where a country like Jamaica tends to foster many 
retail operations instead of pursuits in high growth areas like IT, energy, 
health, agro-processing and others.

Conclusions

This paper has contributed three concrete outcomes that may be of value. 
First, an improved scale for measuring entrepreneurial intent has been 
developed and has been tested as stable in an international setting. This 
novel scale avoids the flaws found in the majority of previously employed 
EI measurement scales, in that it does not confound measurement of EI 
with measurement of beliefs and attitudes about entrepreneurship, past 
entrepreneurial activities, or expectations of future outcomes that are made 
without consideration of degrees of agency or individual control. By avoiding 
this confounds, this scale more carefully corresponds to the definition of the 
EI construct as utilised in the Theory of Planned Behaviour.

Secondly, it has been shown that, contrary to earlier expectations, the level 
of entrepreneurial intent in Jamaica is not in deficit, but is the equal to that 
found in a developed country. On a normalised scale, Jamaica was found to 
have 54.7% intention to value creation (Canada 55.3%) and 59.6% intention 
to resource innovation (Canada 59.8%). Clearly there is a strong desire 
among many Jamaicans to pursue something entrepreneurial.

Finally, as contribution to the collective research endeavor, this paper has also 
proposed a specific and novel new instrument for measuring entrepreneurial 
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intent. This new scale instrument exhibits good reliability and has the content 
and construct validity that may make it a better choice for measuring EI in 
future research of a similar nature. Using this validated and non-confounded 
measurement, there now appears to be two distinct and different dimensions 
related to the entrepreneurial intent construct – one which is concerned with 
the intent to develop and offer a value proposition that meets a need or solves 
a problem in the marketplace, and another which is concerned with the intent 
to innovate to find creative ways to combine and use existing resources to 
unlock additional value.

These results are subject to the various limitations of this study, one of the 
most significant of which are the small samples. Although care was taken to 
obtain randomised samples from similar contexts in both countries, the small 
size of the samples should be noted. Such samples may not have sufficient 
statistical power to demonstrate small effects that may exist in the populations. 
Moreover, these samples were taken from limited locations in each country 
and may therefore not be typical of overall values of the countries until this 
research is confirmed by replication using broader national samples.

Finally, our results suggest a number of possible avenues for additional 
research. The first and most urgent is to develop a better understanding 
of the impediments that are preventing the high levels of entrepreneurial 
intent in Jamaica from being converted into equally high levels of actual 
entrepreneurship, and that are constraining existing entrepreneurs from 
seeking to grow larger and more sustainable enterprises that may employ 
many others and may generate more significant economic impacts. Another 
is a specific investigation into the motivations of prospective entrepreneurs 
in Jamaica and the forces in Jamaica that affect individual perceptions of 
the desirability and feasibility of entrepreneurship. It would be useful to 
compare differences in the various factors motivating entrepreneurship in 
the respective countries and to see whether approaches to entrepreneurship 
education in Jamaica and Canada, for example, have played a differential role 
in directing their populace towards entrepreneurial ventures. We hope that 
the new measurement scale presented here will be used to pursue research 
into these questions and others.
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Abstract

This paper re-examines the issue of the determinants of economic 
growth in the countries of the Organisation of  Eastern Caribbean 
States (OECS) in the period 1980-2011.  It answers two questions. 
What are the determinants of economic growth in the countries 
of  the OECS? What are the sizes of  their short-run and long-
run impacts? To this end, the paper uses the cointegration 
autoregressive distributed lag (ARDL) approach at the country 
level to draw conclusions concerning each country individually 
and  the region as a whole. External debt, natural increase 
rate, and  private consumption are found to negatively affect  
economic growth in the region in the short  and long runs, and 
trade openness and foreign direct investment (FDI) positively 
impact economic growth. Overall, long-run impacts are far bigger 
than the corresponding short-run impacts. Natural disasters have  
negative impacts on economic growth, but only in a handful of 
countries. The negative impact of budget deficit shows up in one 
country with a complete  data set.  These  results have policy 
implications. 
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Introduction 

The countries of  the Organisation of Eastern Caribbean States (OECS) are 
island countries  located in the Caribbean Sea.  The independent countries of 
the OECS include Antigua and Barbuda, Dominica, Grenada, St. Kitts and 
Nevis, St. Lucia, and St. Vincent and the Grenadines. These countries share 
many features such as a common British legacies, common currency (the EC 
dollar), small economic size, small land size, small population, high degree 
of vulnerability, and low degree of  economic diversification.  At the same 
time, they also differ from one another in more than one aspect including 
the degree of social partnership, level of crime, and frequency of natural 
disasters.
  
Remarkably, against the odds, all the countries of interest as well as 
territories in the sphere have so far recorded a noticeable degree of success 
in areas such as poverty reduction, education or schooling achievement, and 
economic growth and perhaps development as the levels of their respective 
human development index (HDI) rankings indicate.   This does not mean that 
these countries should rest on their laurels.  Indeed, in many instances, much 
needs to be done concerning  poverty reduction,2 high external debt,3 and 
high exposure to external shocks.  These issues and others ultimately affect  
their economic growth prospects or  the quality of their  economic growth.  
In fact, it can be observed that the high economic growth, in the order of 
5.9% per year,  that characterised the  region  in the 1980’s,  has been eroded 
in  recent times, such that only an economic growth of 0.6% was  registered 
in 2011.  Of course, although there is variability among the countries, the 
downward economic growth trend has been generally experienced by all, 
with some countries registering even negative economic growth (Antigua 
and Barbuda with -5.5% in 2011 and  likewise St. Kitts  and Nevis with 
-2%). 

2‘Despite their middle upper income country status, however, between 18% and 30% of the population 
live in poverty’. http://www.worldbank.org/en/country/oecs/ov retrieved on 18/3/2013. 
3 Most of these countries are per GDP among the most indebted countries in the world. 
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This paper deals with the economics of the six independent countries of the 
OECS. It re-examines the issue of the determinants of economic growth in 
the countries of the OECS in the period 1980-2011. Specifically, the paper 
answers two questions. What are the determinants (drivers and constraints) 
of economic growth in the countries of  the OECS? What are the sizes of  the  
short-run and long-run impacts?  Naturally, the objective can be approached 
from at least two perspectives. Indeed, the analysis can target the causal 
factors of economic growth in the six countries taken as a whole. By the 
same token, the focus may be on individual countries. The paper uses a 
single country approach to deal with the two perspectives.  

There are several reasons which motivate the re-examination of the 
determinants of economic growth in the OECS countries. First, it is imperative, 
at a time of economic crisis, to shed light on some key determinants of 
growth/development of the region and individual countries, since such 
an endeavour can help the region as well as individual countries build a 
platform for growth resumption that can further be conducive to sustainable 
development. Second, most studies which have addressed the topic for the 
OECS countries are quite old. Consequently, there is a possibility to foresee 
result changes in the context of recent data. Third, there is a paucity of studies 
which deal with a larger set of determinants of  economic growth in the OECS 
countries; indeed, quite a number of studies are merely concerned with the 
impact of a specific determinant (for example, public investment and natural 
disasters) or a very small set of determinants. Despite the recourse to some 
control variables, it can be implied that in general  most regression results 
suffer from omitted variable bias. Fourth, the study outcomes most often 
depend on the methodology used to conduct the investigation. In addition, 
in quite a number of  previous studies, the sample size is small and  yet 
techniques used did not often take this fact into account.  In this paper we use 
the autoregressive distributed lag approach to cointegration to deal with this 
issue. Note the recourse to panel data is not a panacea. Last but not least, the 
distinction between short-run impact and long-run impact is not forcefully 
emphasised in empirical work. Yet, for policy point of view the distinction 
is extremely relevant.  

The literature indicates that many models – neo-classical, endogenous growth, 
dependence theory, plantation economy model, etc. – can explain, with 
some degree of  success, a country or region’s economic growth.  This paper 
adopts a variant of endogenous growth model to explore the determinants of 
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economic growth in the OECS countries.4  Basically, models are formulated  
based on quantitative data capturing, among others, information on human 
resources, physical capital, structural policies and institutions, financial 
depth, the availability of public services and infrastructure, external 
conditions, natural disasters, good governance, and stabilisation policies.  
Time series data covering the period 1980-2011 and 6 independent countries 
are of interest.   

The paper uses the autoregressive distributed lag (ARDL) bounds testing 
procedure initiated by Pesaran, Shin and Smith, (2001) to estimate and test 
the relationship between economic growth and a host of variables.  Compared 
to other cointegration methods or distributed lag methods, this methodology 
has three advantages. First, contrary to other cointegration techniques 
which are based on variables with the same level of integration, the ARDL 
methodology allows a mixture of  integrated of order zero, I(0), and order 
one, I(1), variables. The methodology serves well our paper as we have 
indeed a mixture of I(0) and I(1) variables. Second, and more significantly 
the ARDL methodology can be conducted even if the sample size is small. 
Our sample size is 32 observations, which is not large from pure time series 
point of view. Third, it provides valid test statistics even when some of the 
regressors are endogenous (see Pesaran et al., 2001). This applies here as 
variables like investment and consumption are endogenous too. Overall, it 
leads to more accurate parameter estimates compared to other cointegration 
techniques.    

The  paper makes three empirical contributions to the literature. First, it is 
among the very few empirical studies which squarely deal with the countries 
of  the OECS.5  Indeed, as far as the Caribbean is concerned, although there 
exist some reports from the World Bank and the Inter-American Development 
Bank (IADB) as well as working papers from the IMF, most of these studies 
deal with either Jamaica, Barbados or Trinidad and Tobago. In addition, in 
quite a number of studies dealing with Latin America and the Caribbean, the  
focus is  heavily on  Latin America (see, for example, Loayza, Fajnzyelberg 
and Calderon, 2005). Second, this is also a rare study which uses the ARDL 

4Another valuable approach is the growth diagnostics approach initiated by Hausmann, Rodrick and 
Velasco (2005).
5Others include Roache (2007), Sosa and Cashin (2009), and Acevedo (2014).
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approach in the context of economic growth. By doing so, more reliable 
estimates are obtained, particularly in the context of small sample sizes. 
Third, unlike many authors, a clear distinction is made here  between short-
run and long-run impacts. 

The paper is organised as follows. Section 2  provides the background of 
the countries of interest. Section 3 deals with the literature review. Section 
4 develops the methodology. Section 5 provides the results.  Section 6 
concludes and provides policy implications. 

The OECS Countries:  A Background6  

The Organisation of Eastern Caribbean States (OECS) consists of six 
independent Member States –Antigua and Barbuda, Dominica, Grenada, St. 
Kitts and Nevis, St. Lucia, and St. Vincent and the Grenadines – as well 
as 3 associated Members which happen to be British dependent territories 
– Anguilla, the British Virgin Islands, and Montserrat. This paper only deals 
with the independent states. 

The OECS was officially launched in June 1981 with the signing of the 
treaty of Basseterre by the individual Heads of Government. The two major 
objectives of the Organisation are to promote economic integration as well as 
to issue and manage a common currency (Eastern Caribbean dollar) through 
the Eastern Caribbean Central Bank (see Mamingi 1999).  

The OECS countries were all colonised by Great Britain. Grenada became 
independent on February 7, 1974, Dominica on November 3, 1978, St. Lucia 
on February 22, 1979, St. Vincent and the Grenadines on October 27, 1979, 
Antigua and Barbuda on November 1, 1981 and St. Kitts and Nevis on 
September 19, 1983. It is worth noting that these islands changed colonial 
tutelages (French to English) once or several times before they became 
British settlements.

The countries of interest possess the following other salient characteristics.  
They are all small in population, land area and economic endeavours.  

6This section is somewhat an up-to-date version of section 2 in Mamingi (1999, 17).
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Indeed, their populations range from 51,134 inhabitants in St. Kitts and 
Nevis to 175,365 inhabitants in St. Lucia.  Precisely, their total population 
is just about 600,000 inhabitants.  Their land areas range from 261 square 
kilometres in St. Kitts and Nevis to 750 square kilometres in Dominica. 
They are also characterised by small economic sizes. The latter, in terms of 
GDP (PPP), are in 2011  US$billion: 0.918  for St. Kitts and Nevis, 1.020 
for Dominica, 1.224 for St. Vincent and the Grenadines, 1.428 for Grenada, 
1.743 for Antigua and Barbuda, and 2.142 for St. Lucia. As a consequence of 
their small economic sizes, these countries are highly opened. The countries 
are highly vulnerable to external shocks and natural disasters (environmental 
shocks), particularly hurricanes (for example, Luis and Marilyn (1995) in 
Dominica, Georges (1999) in St. Kitts and Nevis and Ivan (2004) in Grenada).  
The impact of natural disasters has somehow decreased since resilience 
mechanisms have been put in place in many countries.  Natural resources in 
the sense of minerals and fuel are rather scarce. However, the story changes 
if one considers beaches with white sand and coral reefs as natural resources.  
In any event, these countries depend on a limited range of items.  The share 
of agriculture to GDP is dwindling as time passes. Indeed, agriculture, 
which occupied a great deal of good position at the independences, has been 
progressively replaced by industry and services.  To corroborate, the share of 
agriculture to GDP in percentage passed from 7.10 in 1980 to 2.28 in 2011 
in Antigua and Barbuda, from 30.60 in 1980 to 13.54 in 2011 in Dominica, 
from 24.71 in 1980 to 5.31 in 2011 in Grenada, from 15.94 in 1980 to 1.77 in 
2011 in St. Kitts and Nevis, from 14.39 in 1980 to 3.26 in 2011 in St. Lucia, 
and from 14.28 in 1980 to 5.4 in 2011 in St. Vincent and the Grenadines. 
The literature underlines the negative role played by globalisation and trade 
liberalisation on major commodity exports, sugar and bananas, in addition 
to environmental catastrophes or disasters such as hurricanes, floods and 
volcanic eruptions.  

Remarkably, despite their small sizes and other impediments, the economies 
of the region have performed well compared to many large middle income 
countries.  To substantiate the records, the 2011 per capita GDP (PPP) ranges 
from US$11,700 in St. Vincent and the Grenadines to US$17,300 in Antigua 
and Barbuda. The countries also rank high in the Human Development 
Index (HDI). In fact, the six countries are in the category of ‘higher human 
development’ in 2011.  For sure, the economic growth/development of the 
region is attributed to the importance attached to the development of human 
capital, physical capital, and societal capital. The recent economic crisis 
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has, however, shaken  the region, which has to revamp itself to  stay afloat, 
particularly from rising unemployment, pockets of poverty (1/3 to 1/5 of 
population), high level of indebtedness  (from 90% to 170% of GDP), and 
high sensitivity to environmental quality.

Literature Review

The literature on the determinants of economic growth or development 
is quite wide and reflects ideas from a number of schools of thought or 
models (the neoclassical growth theory, the endogenous growth theory, the 
plantation economy model, etc.). The present literature review concentrates 
on empirical work dealing with the determinants of economic growth with 
emphasis on the Caribbean, particularly the OECS countries. It is organised 
around three themes: (i) size of growth equation, (ii) sample size and 
econometric methodology, and (iii) endogeneity of determinants.    
 
Size of growth equation

For sure, there is no clear-cut answer to the question of size of growth 
equation. Nevertheless, despite the impact of some limiting factors such as 
the sample size, the degrees of freedom, the severity of multicollinearity, the 
data availability, and the data quality on the number of variables to include in 
a growth equation, it is generally acknowledged that an appropriate growth 
equation should contain a large number of variables given the nature of the 
phenomenon. 

Perhaps the most comprehensive study from economic growth determinants 
point of view is Sala-i-Martin, Doppelhofer and Miller (2004). Indeed, 
they explored the robustness of 67 explanatory variables in cross-country 
regressions of 88 countries7 in the period 1960-1996 by using Bayesian 
averaging of classical estimates. They found 18 to be significantly and robustly 
partially correlated with long-term growth. Relative price of investment, 
primary school enrolment, and the initial level of real GDP per capita were 
proved to be the strongest predictors of growth.  Loayza et al. (2005) is another 
interesting study which builds on endogenous growth model and embeds the 
key determinants of economic growth.  Indeed, this panel data study  dealing 

7The sample does not include the countries that we are dealing with.
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with Latin America and the Caribbean in the 1960-2000 period includes a 
large set of  important explanatory variables: physical capital (investment), 
human capital (schooling, literacy and fertility), financial development 
(credit to private sector, M2/GDP), trade openness, government burden 
(government consumption), income inequality (income shares), governance 
(civil liberties, political rights and rule of law), infrastructure, stabilisation 
policies (inflation, inflation variability), real exchange overvaluation, BOP 
crises, external conditions (terms of trade shock, capital flows), transitional 
convergence, cyclical reversion, structural policies (education, financial 
depth, government burden, and public infrastructure), stabilisation policies 
(policies to control inflation, cyclical volatility, real exchange overvaluation 
and banking crises), and  external conditions (terms of trade shock, and 
prevailing conditions in the world).   Using a Generalised Method of Moments 
(GMM) the authors uncovered 5 key explanatory factors of economic 
growth in the region: transitional convergence, cyclical reversion, structural 
policies, stabilisation policies, and external conditions. If we consider these 
two studies the norm for economic growth determinants  then most  growth 
studies suffer from omitted variable bias. 

As far as the OECS countries are concerned, McCarthy and Zanalda (1995) 
attempted to explain why although facing the same external shocks six 
small Caribbean islands (the six countries of the OECS) economically 
performed better than four larger islands (Barbados, Jamaica, Trinidad and 
Tobago, and Dominican Republic) in the period 1980-1992. They found 
that higher investment and the presence of the currency board were key 
elements that made the difference. Other variables of interest in the analysis 
include interest rate/debt ratios burden, government consumption, public 
services average balance, net official development assistance/GDP, terms 
of trade/GDP, inflation, annual rate of tourist arrivals, OECS dummy, and 
public savings/GDP. They, however, overlooked variables such as natural 
disasters, FDI, and human capital. Ramkissoon (2002) also explained why 
the six small Caribbean states have superior performance compared to nine 
bigger Caribbean states.  He concluded that a high degree of openness, 
high contribution of services and offshore finance sectors, greater political 
stability, and strong societal cohesion justify the finding. He too did not 
account for quite a number of important variables, for example,  population 
growth, and  FDI.  Roache (2007) examined the quantitative effect of public 
investment on economic growth in the Eastern Caribbean Currency Union 
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(ECCU).  Like other studies, this one too includes control variables such as 
OECD growth rate, aid flows, dummy variables for natural disasters, and 
elections.  Endogenous variables are real GDP, real public investment, and 
the bilateral exchange rate with the United States.  The results indicate a 
positive impact of public investment on growth. The elasticity varies from 
0.06  to 0.08. The author missed such control variables as debt,  population 
growth, and human capital.  Sosa and Cashin (2009) explained the drivers 
of economic fluctuations in Eastern Caribbean countries by external shocks 
including foreign and climatic (natural disasters), and demand shocks.  
Although the model includes oil price, and world interest rate, it leaves out 
important control variables such as FDI, debt/GDP, and population growth.  
Acevedo (2014) who scrutinised the impact of natural disasters on per 
capita GDP and the debt to GDP ratio in 12 Caribbean countries over a 
period of 40 years omitted population growth, FDI, human capital, inflation, 
inflation variability.  Using both the augmented Solow model and the new 
endogenous growth model, Peters (2001) looked at the determinants of 
economic growth in 12 English speaking Caribbean including the 6 OECS 
countries in the period 1977-1996.  This study omitted quite a number of 
important variables: natural disasters, distance to main market, political 
climate, inflation variability, private consumption, and external debt. 

Most studies concerning the other Caribbean countries concentrate by far on 
Barbados. Lewis and Craigwell (1998) examined the determinants of growth 
for Barbados in the period 1960-1991 using an endogenous growth model 
which includes human capital, domestic policy and sectoral policy. The 
study omitted some important variables. Downes (2002) attempted to find 
out the key driving factors of Barbados’ economic growth /development in 
the period 1960-2000.  He uncovered six major factors: (i) the international 
environment context favourable to migrant labour and a large inflow 
of foreign investment; (ii) the important role of physical capital; (iii) the 
enhancement of human capital through ‘investment in health and education’; 
(iv) the big role of ‘government consumption relative to total output’; (v) the 
‘good macroeconomic management’; (vi) the good quality of institutions. 
The number of determinants used is quite comprehensive. Mamingi and 
Perch (2013) examined the nature of the relationship between population 
growth and economic growth/development in Barbados, in the period 1980-
2010.  The study also seems comprehensive in terms of determinants.
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Thomas and Serju (2009) attempted to elucidate the economic ‘growth 
puzzle’ of Jamaica which manifests itself in the form of  low growth rate 
(0.7 % over the last 10 years) accompanied by a high investment/GDP ratio 
(28.8%) over the same period, at least in comparison with other Caribbean 
countries. Using growth accounting and panel data regression analysis, they 
found that the quality of political and institutional climates are important 
factors explaining economic growth within the Caribbean region. In addition, 
capital investment and FDI contribute positively to economic growth. There 
are missing variables such as population growth and remittances.  

To reiterate, a growth equation should contain a great number of core 
variables. In this connection, quite a number of studies fail this test; they 
suffer from omitted variable bias.
   
Sample Size and  Econometric Estimation Methods8 

Time series, cross section and  panel data are the key data types in economics. 
The sample size can have an impact on econometric estimation method to 
use or  motivate a change  of  data type.  It is well known that in the presence 
of small sample sizes most estimators do not in practice behave well. There 
are at least two solutions for small sample size issue. First, one option is 
to enlarge the sample. If the original sample is a time series sample then 
it needs to be transformed into a panel data sample. Indeed, an increase in 
sample size, in general, boosts the power of test statistics and leads to more 
efficient estimators.  Panel data is not, however, a panacea. Second, instead 
of attempting to enlarge the sample size one can look for estimation methods 
or techniques  which yield  estimators with good finite sample properties 
even in the context of small sample sizes.  In the time series context, the 
dynamic OLS  (DOLS) model of  Saikkonen (1991) and Stock and Watson 
(1993) as well the autoregressive distributed lag (ARDL) of  Pesaran et al. 
(2001)  are  such methods or models. 

Where do the papers under review stand in terms of issues just pointed out ?  
For recall, the papers of interest are either of  time series type (Ramkissoon, 
2002;  Sosa and Cashin, 2009;  Lewis and Craigwell, 1998; Downes, 2002; 

8The first part borrows heavily from Mamingi (2016).
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Thomas and Serju, 2009 and Mamingi and Perch, 2013)  or  panel data type 
(Loayza et al., 2005; McCarthy and Zanalda, 1995;  Peters, 2001; Roache, 
2007; Thomas and Serju, 2009 and Acevedo, 2014). A fraction of papers 
which used growth diagnostics approach  can be assimilated to cross section. 
These include  Kida (2005) and  Grenade (2012). These papers are, however, 
not analysed here.  

Ramkissoon (2002)  utilised descriptive statistics to answer the question 
of interest. The analysis is based on correlation rather than causation. Sosa 
and Cashin (2009) used a VAR model to explain the drivers of economic 
growth in the OECS countries in the period 1975-2008. The sample is small  
for a good VAR study. In addition, the VAR framework only allows us to 
uncover unanticipated shock impact. In the regular non VAR regression the 
anticipated shock impact is also derived. A framework like the ARDL is 
suitable for studying the impact  of variables on economic growth.  In the 
context of a small sample size, 1960-1991,  Lewis and Craigwell (1998) used  
the DOLS  to examine the impact of  determinants of  economic growth for 
Barbados.  Althougth this method also deals with  small sample sizes, the 
overall preference should be given to the ARDL. Within the set of papers 
reviewed here, Mamingi and Perch used the ARDL to study the impact of 
population growth on economic growth of Barbados in the period 1980-
2010. 

In many instances, panel data structure is a response to short time series 
dimension. McCarthy and Zanalda used  a panel  of 10 countries  with 6 
OECS countries in the period 1980 -1992. Although the method of estimation 
is not clearly pointed out, we suspect that they used panel OLS. Peters 
(2001) developed a fixed effects model to deal with 12 English speaking 
Caribbean countries including the 6 OECS countries in the period 1977-
1996. He concluded that physical capital, human capital and information 
are the biggest contributors to economic growth. Roache (2007) dealt 
with the 6 OECS countries in the period 1975 – 2005. The author used a 
Panel VAR (PVAR) to model economic growth. He pointed out that PVAR 
has more advantages than limitations. In our view, the limitations cannot 
be underestimated; indeed, they might even render panel data useless. 
Of all limitations, the following is perhaps the most compelling. In some 
instances, panel data variable suffers from ‘variable content syndrome’, that 
is, the variable does not have the same content across its components. The 
example of consumer price index (CPI) is illustrative to the extent that the 
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different countries involved in a panel data CPI often use different baskets 
of goods and services to build CPI.  In this context, a shock to CPI becomes 
dubious if not meaningless.  This means that in some circumstances, instead 
of  resorting to panel data, finding solutions to small sample size issue in 
the  time series context itself  would be advisable. In this connection, the 
recourse to estimation techniques which yield estimators with good finite 
sample properties is the way to go.  An argument can be made for the wide 
use of the ARDL.   Thomas and Serju (2009) enlarged their time series data 
(1990 -2005) by  bringing in 14 other Caribbean countries including the 6 
OECS countries.    Acevedo (2014) used a fixed effect unbalanced PVAR 
to study the impact of natural disasters (floods and storms) on economic 
fluctuations  and debts. The study is competently conducted.  Note, however, 
the remark on panel data just made, applied to Acevedo (2014) and Thomas 
and Serju (2009)  too. 

Endogeneity

Most explanatory variables in growth equation are endogenous variables.  
That is, they are jointly determined with economic growth. This is the case, 
for example, of population growth, FDI, consumption, budget deficit, external 
debt, inflation, trade openness, and government burden. Some of  these 
variables are present in  most papers reviewed here. To avoid inconsistent 
estimators, there is a need to use an appropriate estimation method or model.  
There is no issue of endogeneity, however, with the reduced form VAR or 
PVAR as the right-hand side variables in equations are all lagged variables.   
The  endogeneous variables on the right-hand side of  equations  are in the 
structural VAR or PVAR  judiciously transformed to yield reduced form 
VAR or PVAR  eliminating thus  the issue of endogeneity.  The authors 
who appropriately used VARs or PVARs include Acevedo (2014), Sosa and 
Cashin (2009),  and Roache (2007).  Although they all dealt well with the 
endogeneity concern, they still have to confront  ‘variable content syndrome’.   
In the non VAR context, endogeneity is dealt with either instrumental 
variables or method of estimation that takes the phenomenom into account.  
Since finding good instrument variables can be a very daunting task, the 
ARDL approach to cointegration is to be recommended because it solves 
three issues: small sample size, endogeneity and the order of integration of 
variables. That is, it yields estimators that are valid with small sample sizes, 
endogenous explanatory variables, and I(1) and  I(0) variables. Lewis and 
Craigwell (1998) used the DOLS approach to cointegration combined with 
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an error correction model (ECM) to deal with the issues of small sample 
size, mixture of I(0) and I(1) variables and potential endogeneity. As already 
pointed out, although the method is valuable, the overall preference should 
be given to the  ARDL. Thomas and Serju (2009)  used GMM but here the 
question of appropriate instrumental variables  remains important. Mamingi 
and Perch (2013)  resorted to the ARDL  to deal with the issue of endogeneity, 
among others. 

Let us re-emphasise the key issues from the literature review. First, most 
empirical models presented here suffer from omitted variable bias; their 
estimates are most likely overestimated. Second, in many instances the 
sample size is small. The problem was apparently solved with the use of 
panel data as the latter boosts the sample size and increases the efficiency of 
estimators. In fact, whatever the type of panel data used, there is the issue of 
‘variable content syndrome’ that needs to be considered. This reason alone 
can justify the time series approach with the ARDL as the model or technique 
of interest.  Another solution to the problem of small sample size is to use an 
appropriate method that deals with this consideration. The ARDL approach 
to cointegration seems a suitable method or model.  Third, most explanatory 
variables in regular growth equations are endogenous. Here too either one 
uses appropriate VAR, instrumental variables or model.  Again, the ARDL 
is the ideal candidate model to deal with endogeneity. Fourth, as an add-on, 
the distinction between short-run impact and long-run impact is quasi-absent 
in the majority of papers. 

Methodology and Data

This section concentrates on methodology to obtain short-run and long-
run estimates. In addition, it also deals with the origin of data and their 
meanings. 

Determinants of Economic Growth

As pointed out above, many factors affect economic growth. Here, we 
develop the most important ones that serve our paper (see also Loayza et 
al., 2005). 
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Economic Growth Variable 

Several measures can in principle capture the economic performance of a 
country or a region. In the first instance, the economic performance has to 
do with some income measurement which is generally captured by some 
GDP or GDP per capita in level or growth terms. These two measures 
have been criticised to the extent that, among others, they ignore quite a 
number of items, particularly the environmental endeavours. In other words, 
they, in general, overestimate the extent of wealth. It is also possible to 
take the antipode of wealth, that is, a measure of deprivation as a scale of 
measurement of economic performance. Concretely, the percentage or the 
evolution of the percentage of people below the poverty line is a candidate.  
The issue is that such a measure is not often produced. Alternatively, one 
can target a measure that encompasses economic, educational, and health 
aspects. This is the essence of the Human Development Index (HDI) (see 
also Ramkissoon, 2002). It seems that continuous series are hard to find for 
some countries and also the development of the HDI is quite recent. Despite 
its flaws, we use the growth of real GDP per capita as the measurement of 
economic performance. 

Human Capital: Education  

One of the key distinctions between the neoclassical growth model and the 
endogenous one is the emphasis of the latter on the role of human capital 
in economic growth. Human capital is understood as ‘knowledge and 
skills embodied in the labor force’ (Easterly and Wetzel, 1989: 4). Much of 
human capital is captured by the level of education of the population. The 
assumption is that the level of education captures the level of knowhow, and 
hence leads to a positive effect of education or human capital on economic 
growth. Which level of education captures the best phenomenon of education 
is not clear-cut.  Here, as in Loayza et al. (2005), education is represented by 
the rate of gross secondary-school enrolment.  It is, however, worth noting 
that the level of education does not necessarily fully reflect the quality of 
human capital. 
   
Fertility Rate / Natural increase rate / Population Growth
        
Fertility rate can to a large extent be associated with structural policies 
and institutions, particularly through family planning. The variable affects 
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economic growth through population growth, precisely through the age 
structure effect; the youth effect, the female availability, and the retirement 
effect (see also Tietenberg, 2010). Although there is no consensus on the 
effects of fertility rate on economic growth, the belief that in the long run a 
high rate of fertility probably brings about a decrease in economic growth 
seems to have an edge over other views.  In reality, whether population growth 
negatively affects economic growth depends on the behaviour of its two 
components: fertility rate/net increase rate and net migration (immigration 
– emigration) rate. In many Caribbean countries the latter factor is extremely 
important since it is linked to the phenomenon of remittances. We mainly use 
net increase rate in this paper since information on net migration is sketchy. 
Natural increase rate is expected to negatively affect economic growth. 

International Trade Openness  
      
There seems to be a consensus in the literature that trade openness 
brings about economic growth. Indeed, trade leads to the expansion of 
economies of scale, boosts specialisation, and hence offers the possibility 
of exploiting comparative advantage, can enable countries to take advantage 
of technological innovation through diffusion and pushes firms to behave 
competitively (see Loayza et al., 2005; Yanikkaya, 2003).  There are several 
measures that capture trade openness, these include: the trade intensity as the 
share of exports and imports to GDP, the share of exports to GDP, population 
density, and volume of trade.  Here the share of exports plus imports to GDP 
is of interest. It is expected to have a positive impact on economic growth.   

Government Burden 

Government burden refers to Government expenditures.  The impact of 
government burden on economic growth depends on which components 
dominate overall.  Recall that, one can decompose the Government burden 
into consumption and investment. Either component can target a particular 
sector and generate various results.  It is generally agreed that expenditures 
on education, health, and infrastructure have a positive impact on economic 
growth; otherwise, the impact of consumption on economic growth is rather 
negative. Here, government burden is captured by the ratio of government 
consumption to GDP.  It is expected to negatively impact economic growth.
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Fiscal Deficits

For recall, fiscal deficits arise when expenditures are greater than revenues 
(tax proceeds). It is generally accepted that fiscal deficits negatively affect 
economic growth. The way fiscal deficits are financed explains the negative 
outcome. Indeed, borrowing domestically or externally or even printing 
money ultimately create macroeconomic imbalance which soon or later will 
negatively affect economic growth (see Easterly and Wetzel, 1989: 9). Like 
elsewhere, we expect fiscal deficits to have a negative impact on economic 
growth, at least in the long run.

External Debt

External debt is, in the long run, a drag on economic growth. The OECS 
countries are among the most indebted countries in the World.  We expect 
external debt be a major determinant of economic growth in the region. Note, 
however, that in many countries data on this sensitive variable are missing. 

Natural Disasters

The Caribbean is prone to natural disasters (hurricanes, storms, etc.).  Overall, 
we expect that the latter will negatively affect economic growth via their 
often negative effects on people, infrastructure and the economy at large.  
Care should be taken for in many instances, in the short run, one might have 
a positive relationship between natural disasters and economic growth. We 
use a dummy variable to capture the phenomenon in our model.

Social Partnership Cohesion 

The emergence of social partnership cohesion is a bonus for any country 
to solve the development issues and others. Indeed, it has been noticed 
that strong social partnership induces economic growth.  It is possible that 
social cohesion could be the key factor which explains why small states 
in general escape the Dutch disease. Although social cohesion has become 
to a greater extent a component of societal structure of the Caribbean, its 
impact on economic growth is difficult to show in the context of a time 
series study because certainly the variable will lack variability. In addition, 
the related data are simply not available. The variable is thus not included in 
the regressions.
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Good Governance 

Without any doubt, ‘good governance’ is the key variable that differentiates 
the economic growth paths of many countries. To recall, good governance 
basically encompasses bureaucratic efficiency, absence of corruption or 
rather very low level of corruption, enforcement of contractual agreements, 
the respect of civil and political rights, and prevalence of law and order (see 
Loayza et al., 2005: 23-24).  As can be seen, governance basically dictates 
the framework in which the society must evolve. That is, it is expected that 
good governance positively affects economic growth.  Of course, there is the 
issue of its measurement since it includes many elements each being able to 
justify an index.  Further comments will be made on this variable later in the 
discussion. 
 
Macroeconomic Stabilisation Policies 

Price stability generates an environment for economic growth through the 
confidence of business, particularly investment.  Inflation captures such an 
endeavour. As many authors acknowledge, inflation rate is the indicator par 
excellence of macroeconomic stability. Indeed, it is generally accepted that 
inflation (and its variability) negatively affects economic growth.    In addition, 
another important measure is the cyclical volatility of GDP (lack of output 
stability).   In brief, three measures can be used to capture macroeconomic 
stability policies: inflation rate, inflation variability, and GDP volatility.  Here 
we use both inflation and inflation variability and expect them to negatively 
affect economic growth. 

A couple of variables are not included in our model because they are either 
unavailable or unreliable. These comprise of crime, remittances and social 
cohesion. 

Estimation Methods

Time series data are of interest here.  In this context, the autoregressive 
distributed lag approach (ARDL) to cointegration initiated by Pesaran et 
al. (2001) is used to fulfill the major goal of the paper.  As indicated, this 
methodology presents three major advantages compared to its competitors. 
Indeed, the ARDL bounds testing procedure assumes that all variables are 
endogenous. In addition, unlike most cointegration techniques, the ARDL 
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can be applied to regressors which are purely I(0), purely I(1), or mutually 
cointegrated. Finally, it is also suitable for cointegration analysis even if the 
sample size is small.

Consider the following function
                                                                                              
                   (1)
where t stands for time index, y is the dependent variable and V is the matrix 
of explanatory variables. The relationship (1) can be expressed in linear 
form as follows:
                                                                                                       (2)
where V, the matrix of explanatory variables, is of dimension n x k, B is the 
vector of parameters of dimension k x 1, and e is a random variable which 
represents the error term.

In the first instance, the bounds approach requires estimating an unrestricted 
error correction model version of equation (2) by OLS.  The unrestricted 
error correction model (ECM) proposed by Pesaran et al. (2001) follows the 
fundamental principles of the Johansen five error correction multi-variance 
VAR (see Pesaran et al., 2001; Boamah, Jackman and Mamingi, 2011: 28-
30):

Case 1: no intercepts and no trend 
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Case 2: Restricted intercepts and no trend
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Case 3: Unrestricted intercepts and no trend
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Case 4: Unrestricted intercepts and restricted trends
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Case 5:  Unrestricted intercepts and unrestricted trends
                    
                                                      (7)  
                                        
where yt is defined as above, Vt is the matrix of explanatory variables, zt is 
(yt Vt,), ∆ represents the first difference operator, t captures the deterministic 
trend, and ut is the error term.

To test for the existence of a level relationship between yt and Vt, in equations 
(3) – (7), the bounds procedure recourses to an F-test (or Wald test) on the 
joint null hypothesis that the coefficients of the level variables are jointly 
zero. Concretely, the null hypotheses are defined as �yy = 0 and �yVV = 0, 
and the alternatives as �yy ≠ 0 or �yVV ≠ 0. Here, these F-statistics follow a 
non-standard distribution. This means that the critical values of the regular F 
distribution are no longer valid. Instead, use can be made of two asymptotic 
critical bounds derived by Pesaran et al., 2001, covering three possible 
classifications of the variables (all are I(0), all are I(1), or variables are 
mutually cointegrated).  While the lower value bounds  concern the case of 
the variables being purely I(0), the upper value  bounds assume that they are 
purely I(1). A computed F-statistic that is greater than its respective upper 
value bound indicates the existence of a long-run relationship between or 
among variables, that is, cointegration; on the contrary, if smaller than the 
lower value bound, then the null of no-cointegration is not rejected; and 
finally, if the value lies within the bounds, inference is inconclusive. In fact, 
for cointegration to really hold the F-test needs to be supplemented by a t 
test on the adjustment coefficient. The latter t- statistic does not follow a 
t distribution.  Concretely, if �yy = 0 and �yVV = 0 are rejected then test 
�yy = 0 against �yy < 0. If the t-statistic to test for the latter null hypothesis 
is negative and greater, in absolute value, than the upper value bound of 
the t (see for example table 1), then cointegration is confirmed.  Naturally, 
the existence of cointegration implies that the long-run relationship among 
variables and corresponding error correction models can be estimated. 

Algebraically, we can write �yVV = LRyVV 
* (– �yy). In other words, 

LRyVV =        . The above can be understood in the context of equation (5’):
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where the first relationship in parentheses represents the long-run 
relationship between yt and Vt. 

Data
 
The data were obtained from the following sources: Eastern Caribbean 
Central Bank; World Bank: World Tables (various issues); International 
Monetary Fund; World Economic Outlook Database, October 2013; 
and World Development Indicators and EM-Dat (for natural disasters).  
Appendix provides a brief description of the data. The time series dimension 
covers the period 1980-2011. The study is limited by data availability.  
Indeed, in quite a number of situations some key data are missing for some 
countries.  

Results

The results are based on the error correction models derived from the ARDL 
methodology developed above. As it is well known, in theory there is no 
need for pre-testing for unit root in the variables although this was done 
here (results are available upon request). Most variables are integrated with 
a clear exception of economic growth rates which are stationary. To repeat, 
the retained ECM must in the first instance pass the autocorrelation test and 
a model selection criterion, here the Schwarz Bayesian Criterion (SBC). 
In addition, the model must also pass the heteroscedasticity, functional 
misspecification, and normality tests.  In the final analysis, the principle of 
model parsimony is firmly applied here, particularly as the sample size is 
small. 

Table 1 presents the critical values of the bounded F tests and t tests 
advocated in the previous section.  These values concern equation (5) and 
are useful to draw conclusions about the existence of the level relationship 
or cointegration among level variables.
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Table 1:   F – and t  – Statistics Value Bounds for Testing the Existence 
of a Level Growth Equation

Source:  Pesaran et al. (2001), Table CI (iii) case III and Table CII (ii)

Note:  k is defined as above. F is the F- test statistic for testing �yy = 0 and  and 
�yVV = 0 and t is the t- test statistic for testing �yy = 0 in equation (5).  (l) stands 
for lower limit and (u) for upper limit. 

We report the testing results of individual country regressions using ca-se 
(3) or equation (5). The latter was deemed adequate in the present situation 
after some preliminary testing. We do not present the long-run estimates, 
whose derivation has been suggested above. The corresponding elasticities 
are obtained by multiplying the long-run estimates by the means of the 
variables of interest.   Similarly, the short-run elasticities are obtained 
by multiplying the short-run multipliers in the ECM by the means of the 
variables of interest.

Concerning Antigua and Barbuda, Table 2 indicates that the retained version 
of model (5) passes the basic tests for autocorrelation, heteroscedasticity, 
functional misspecification, and normality as the associate p-values of 
the respective tests indicate. The key question of whether there is a level 
relationship or cointegration between growth or log of real per capita GDP 
and other level variables is answered by F and t tests.  With k = 5, we realise 
the cointegration F value, F (6, 16) = 3.878, is greater than the upper value 
bounds corresponding to the 10% and 5% levels of significance (see Table 
1 with k = 5).  The statistic t = - 4.624 has the correct sign and is in absolute 
value greater than the upper value bounds of the distribution (see Table 1).  
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Table 1 presents the critical values of the bounded F tests and t tests 
advocated in the previous section.  These values concern equation (5) and 
are useful to draw conclusions about the existence of the level 
relationship or cointegration among level variables. 

Table 1: F – and t – Statistics Value Bounds for Testing the 
Existence of a Level Growth Equation 

                    10%                      5% 
K     F(l)            F(u)                 t(l)  

t(u)
  F(l)               F(u)              t(l)  

t(u)
3 2.72 3.77 -2.57 -3.46 3.23 4.35 -2.86 -3.87
4 2.45 3.52 -2.57 -3.66 2.86 4.01 -2.86 -3.99
5 2.26 3.35 -2.57 -3.86 2.62 3.79 -2.86 -4.19
6 2.12 3.23 -2.57 -4.04 2.45 3.61 -2.86 -4.38
7 2.03 3.13 -2.57 -4.23 2.32 3.50 -2.86 -4.57
8 1.95 3.06 -2.52 -4.40 2.22 3.39 -2.86 -4.72
9 1.88 2.99 -2.57 -4.56 2.14 3.30 -2.86 -4.88

Source:  Pesaran et al. (2001), Table CI (iii) case III and Table CII (ii) 

Note:  k is defined as above. F is the F- test statistic for testing 0=yyπ and

0=VVyπ and t is the t- test statistic for testing 0=yyπ  in equation (5).  (l) 

stands for lower limit and (u) for upper limit.  
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The two above results confirm the existence of a cointegration relationship 
between economic growth (log real GDP per capita) and the level variables. 
The equilibrium correction coefficient, that is, the adjustment coefficient, is 
- 0.18 and is statistically negative and significant. The adjustment toward 
equilibrium is indeed very slow at 18% per year. The natural increase rate 
negatively affects economic growth in Antigua and Barbuda both in the short 
and long run. Indeed a 1% increase in the natural increase rate decreases 
economic growth by 0.01% in the short run and 0.11% in the long run.  
Inflation has a negative effect on economic growth in the long run. Here, a 
1% increase in inflation decreases economic growth by 0.19%.  

Table 2: Error Correction Model of the Growth Equation for Antigua 
and Barbuda, 1980-2011
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Table 2: Error Correction Model of the Growth Equation for 
Antigua and Barbuda, 1980-2011 

2
Variable Coefficient Std. Error t-Statistic Prob.   

C 2.038521 0.472695 4.312556 0.0005 
LOG(RPCAN(-1)) -0.180167 0.038963 -4.624052 0.0003 
NRIAN(-1) -0.004156 0.002362 -1.759629 0.0976 
INFAN(-1) -0.009445 0.003090 -3.056644 0.0075 
FDIAN(-1 0.324851 0.138523 2.345100 0.0322 
GCAN(-1) -0.493383 0.643810 -0.766350 0.4546 
PCAN(-1) -0.157096 0.073243 -2.144859 0.0477 
DAN1(-1) 0.016772 0.225765 0.074291 0.9417 
D(NRIAN) -0.002209 0.001375 -1.606990 0.1276 
D(FDIAN) 0.229011 0.133326 1.717677 0.1051 
D(GCAN) -1.041248 0.536614 -1.940404 0.0702 
D(PCAN) -0.266925 0.099450 -2.684026 0.0163 

Adjusted R-squared 0.603023 S.E. of regression 0.032605 
AIC -3.711189 SBC -3.140245 
SCF(2,14)=0.020 P=0.9743 HF(11,16)=1.2329 P=0.3418 
MF(2,14)=0.9765 P=0.4008 JB=0.2570 P=0.8794 
CF(6,16)=3.878              k=5

Note: Dependent variable is economic growth (DAN) and other variables are 
defined in Appendix. D (…) =1st difference.  Equation (5) is adapted here. SCF is 
the Breusch-Godfrey test for autocorrelation using the F version; HF is the 
Breusch-Pagan-Godfrey test for heteroscedasticity using the F version; MF is the 
Ramsey Reset test for error specification; JB is Jarque Bera test for normality; 
CF is the cointegration F-test such as proposed by Pesaran et al. (2001); k is the 
number of retained level variables in the final model; P stands for probability 
value; AIC is Akaike Information Criterion and SBC is Schwarz Information 
Criterion.  The p-values provided for the t-statistics are meant for a two-sided 
test. If one-sided, the given value must be divided in two.  

Government consumption, precisely the ratio of government consumption 
to GDP, is a drag on economic growth in the short and long run. To 
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Note: Dependent variable is economic growth (DAN) and other variables are 
defined in Appendix. D (…) =1st difference. Equation (5) is adapted here. SCF is 
the Breusch-Godfrey test for autocorrelation using the F version; HF is the Breusch-
Pagan-Godfrey test for heteroscedasticity using the F version; MF is the Ramsey 
Reset test for error specification; JB is Jarque Bera test for normality; CF is the 
cointegration F-test such as proposed by Pesaran et al. (2001); k is the number of 
retained level variables in the final model; P stands for probability value; AIC is 
Akaike Information Criterion and SBC is Schwarz Information Criterion.  The p-
values provided for the t-statistics are meant for a two-sided test. If one-sided, the 
given value must be divided in two. 

Government consumption, precisely the ratio of government consumption to 
GDP, is a drag on economic growth in the short and long run. To corroborate, 
a 1% increase in government consumption leads to a decrease in economic 
growth of 0.005% and 0.52% in the short run and long run, respectively. A 
1% increase in private consumption to GDP ratio negatively affects economic 
growth by 0.15% in the short run and 0.52 % in the long run. Foreign direct 
investment is good for economic growth.  Indeed, a 1% increase in foreign 
direct investment to GDP ratio brings about an increase in economic growth 
in the order of 0.025% in the short run and 0.19% in the long run.  The 
impact of natural disaster do not materialise here.

Similarly to Antigua and Barbuda, the retained model for St. Lucia (see 
equation (5) and Table 3) passes all the basic tests advocated above. The 
value of the F-test for cointegration is 6.977, which is larger than the upper 
value bounds (2.99 and 3.30 at the 10% and 5% levels of significance, 
respectively, for k = 9).  However, the t-test has a value of -3.93 which is 
in the indeterminacy region. Nevertheless, further investigation reveals that 
cointegration holds.  The adjustment coefficient (-0.37) indicates that 37% 
of disequilibrium is eliminated per year. Using the formulas of interest to 
compute the long-run and short-run elasticities, we note the following. A 1 
% increase in trade openness increases economic growth by 0.24% in the 
short run and 1.33% in the long run. A 1% increase in the natural increase 
rate negatively impacts economic growth by 0.30% in the short run and 
1.09% in the long run. A 1% increase in inflation rate increases economic 
growth by 0.10% in the short run and 0.36% in long run. On the contrary, 
inflation volatility depresses economic growth by 0.11% in the short run 
and 0.40% in the long run.  Foreign direct investment (foreign direct 
investment to GDP ratio) decreases economic growth by 0.15% in the long 
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run. Private consumption (private consumption to GDP ratio) seems to have 
a positive impact on economic growth in the long run (1.48%). External 
debt negatively affects economic growth. A 1% increase in external debt 
decreases economic growth by 0.06% in the short run and 0.29% in the long 
run.  Natural disasters negatively affect growth. A 1% increase in natural 
disasters decreases economic growth by 0.27% in the long run. 
  
Table 3: Error Correction Model of the Growth Equation for St.Lucia, 
1980-2011.
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Table 3: Error Correction Model of the Growth Equation for 
St.Lucia, 1980-2011. 

Variable Coefficient Std. Error t-Statistic Prob.   

C 3.135043 1.023452 3.063205 0.0091 
LOG(RPCLU(-1)) -0.370410 0.094219 -3.931386 0.0017 
TRLU(-1) 0.372913 0.075619 4.931494 0.0003 
NRILU(-1) -0.025999 0.007281 -3.570603 0.0034 
INFLU(-1) 0.034938 0.016101 2.169904 0.0491 
INFLU(-1)^2 -0.004874 0.002072 -2.353021 0.0350 
FDILU(-1) -0.497171 0.234006 -2.124609 0.0534 
GCLU(-1) -0.416951 0.478593 -0.871201 0.3994 
PCLU(-1) 0.796618 0.255316 3.120123 0.0081 
EDLU(-1) -0.388349 0.228537 -1.699282 0.1131 
NDSL(-1) -0.026848 0.018004 -1.491246 0.1598 
DLU1(-1) -0.379294 0.160438 -2.364114 0.0343 
D(TRLU) 0.182563 0.061843 2.952056 0.0112 
D(NRILU) -0.019278 0.006472 -2.978642 0.0107 
D(EDLU) -0.197050 0.136502 -1.443566 0.1725 
D(INFLU) 0.026251 0.013109 2.002459 0.0665 
D(INFLU^2) -0.003516 0.001921 -1.830257 0.0902 

Adjusted R-squared 0.68438                   S.E. of regression 0.02454 
Schwarz B. criterion -3.48545                   Akaike info criterion   -4.27946 
SCF(2,11)=0.031 P=0.970                   HF(16,13)=0.804 P=0.615 
MF(2,11)=1.122 P=0.360                   JB=0.925 P=0.630 
CF(10,13)=6.977 K=9

Note: see note to Table 2. 
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Table 4: Error Correction Model of the Growth Equation for Grenada, 
1980-2011

Table 4 indicates the following for Grenada. The model passes the tests 
of autocorrelation, heteroscedasticity, functional misspecification, and 
normality as the sizes of the associated p-values indicate. The value of the 
F-statistic is 13.413, which is greater than the upper value bounds (3.06 at 
the 10% and 3.39 at the 5% levels of significance for k = 8). The t-statistic 
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Table 4: Error Correction Model of the Growth Equation for 
Grenada, 1980-2011 

Variable Coefficient  Std. Error t-Statistic Prob.   

C 9.548816 2.140752 4.460496 0.0066 
LOG(RPCGR(-1)) -0.968298 0.198637 -4.874703 0.0046 
NRIGR(-1) -0.239105 0.035060 -6.819961 0.0010 
TRGR(-1) 0.582264 0.166489 3.497310 0.0173 
ESGR(-1) 0.005170 0.002527 2.046114 0.0961 
FEGR(-1) 0.689108 0.164867 4.179789 0.0087 
EDGR(-1) 0.896524 0.255587 3.507703 0.0171 
PCGR(-1) -0.046604 0.270185 -0.172487 0.8698 
GCGR(-1) 0.603849 0.417419 1.446627 0.2076 
INFGR(-1) 0.012886 0.003665 3.516160 0.0170 
DGR(-1) -0.323639 0.111123 -2.912443 0.0333 
DGR(-3) 0.194841 0.121270 1.606674 0.1690 
D(NRIGR) -0.240767 1.031782 -0.233350 0.8247 
D(NRIGR(-1)) -1.331220 1.542983 -0.862757 0.4277 
D(NRIGR(-2)) 1.088247 0.816803 1.332324 0.2402 
D(TRGR) 0.317568 0.101616 3.125182 0.0261 
D(TRGR(-1)) -0.075987 0.074577 -1.018910 0.3550 
D(ESGR) 0.005249 0.002175 2.413580 0.0606 
D(EDGR) 0.132796 0.141295 0.939847 0.3904 
D(EDGR(-1)) -0.238398 0.099856 -2.387409 0.0626 
D(FEGR) -5.278309 6.329764 -0.833887 0.4423 
D(FEGR(-1)) 11.95506 4.974456 2.403289 0.0614 
D(PCGR) 0.375435 0.185510 2.023803 0.0989 

Adjusted R-squared 0.928800     S.E. of regression 0.013002 
Schwarz criterion -4.833067     Akaike info criterion -5.927377 
SCF(2,3)=4.8523 P=0.1147     HF(22,5)=0.3669 P=0.9539 
MF(2,3)=3.452 P=0.7677     JB=1.8708 P=0.3924 
CF(9,8)=13.413 K=8

Note: see note to Table 2. 

Table 4 indicates the following for Grenada. The model passes the tests of 
autocorrelation, heteroscedasticity, functional misspecification, and 
normality as the sizes of the associated p-values indicate. The value of the 
F-statistic is 13.413, which is greater than the upper value bounds (3.06 at 
the 10% and 3.39 at the 5% levels of significance for k = 8). The t-
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for the adjustment coefficient is -4.875, which, in absolute value, is greater 
than the upper value bounds (-4.40 at the 10% level and -4.72 at the 5% level 
for k = 8). We thus accept cointegration. The adjustment coefficient is -0.968 
and means that 97% of disequilibrium is adjusted per year.  In any event, 
the natural increase rate negatively affects economic growth. Indeed, a 1% 
increase in the natural increase rate decreases economic growth by 4.025% 
in the long run. Trade openness boosts economic growth. A 1% increase 
in trade openness increases economic growth by 0.32% in the short run 
and 0.60% in the long run.  Human capital in the form of secondary school 
achievement or enrollment increases economic growth. A 1% increase in 
secondary school enrollment boosts economic growth by 0.52%.  External 
debt has mixed effects on economic growth: a positive effect in the long run 
and a negative effect in the short run. Indeed, its impact in the long run is in 
the order of 0.49% for each per cent increase in external debt (external debt/
Gdp) and -0.13% in the short run for each per cent increase in external debt.   
Fertility rate is a bonus for economic growth in the context of Grenada. It 
positively affects economic growth in the short run (38.21%) and the long run 
(2.28%). Another perverse effect is recorded by inflation, which positively 
affects economic growth in the long run (0.053%).  Private consumption too 
positively affects economic growth in the short run (0.28%) and possibly 
negatively affects economic growth in the long run. Natural disasters do not 
significantly impact economic growth over the period of interest. 

Regarding St. Vincent and the Grenadines, the basic results (see Table 5) 
show the following. The model passes the basic tests of autocorrelation, 
heteroscedasticity, functional misspecification, and normality as the sizes 
of the associated p-values reveal.  Cointegration holds since the value of the 
F-statistic is 5.0939, which is greater than the upper value bounds (3.23 at 
the 10% level and 3.61 at the 5% level for k = 6) and the t -statistic for the 
adjustment coefficient isqwseu -4. 077, which, in absolute value, is greater 
than the upper value bound (-4.04 at the 10% level for k = 6). The size of 
the adjustment coefficient implies that 52% of disequilibrium is adjusted 
per year.  The natural increase rate has a mixed effect on economic growth.  
Indeed, a 1% increase in the former variable augments economic growth in 
the short run by 2.199% and decreases it by 1.078% in the long run. A 1% 
increase in trade openness brings about a 0.16% increase in economic growth 
in the long-run. The negative impact of private consumption is confirmed 
here as a 1% increase in private consumption (private consumption /GDP) 
depresses economic growth by 0.27% in the short run and 0.68% in the 
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long run. Budget deficit negatively affects economic growth in the short 
run with an impact of 0.012% and the long run with an impact of 0.04%.   
External debt is a drag on the economy.  Indeed, a 1% increase in external 
debt decreases economic growth by 0.05% and 0.10% in the short run and 
long run, respectively.  Foreign direct investment is a bonus for economic 
growth with an elasticity of 0.046% in the long run.   Natural disaster effects 
are not present in this model.   

Table 5: Error Correction Model of the Growth Model for St. Vincent 
and the Grenadines, 1980-2011.

The ARDL fails to deliver a valid ECM for St. Kitts and Nevis. We derive 
a valid parsimonious model for which all variables are stationary. Table 6 
contains the results of such a model. Basically, economic growth is regressed 
on its past, the change in private consumption, external debt, and population. 
The model passes the basic tests of autocorrelation, heteroscedasticity, 
misspecification, and normality tests as the sizes of the corresponding p-
values indicate. External debt has a negative impact on economic growth. 

92                               Journal of Eastern Caribbean Studies 

private consumption (private consumption /GDP) depresses economic 
growth by 0.27% in the short run and 0.68% in the long run. Budget 
deficit negatively affects economic growth in the short run with an impact 
of 0.012% and the long run with an impact of 0.04%.   External debt is a 
drag on the economy.  Indeed, a 1% increase in external debt decreases 
economic growth by 0.05% and 0.10% in the short run and long run, 
respectively.  Foreign direct investment is a bonus for economic growth 
with an elasticity of 0.046% in the long run.   Natural disaster effects are 
not present in this model.    

Table 5: Error Correction Model of the Growth Model for St. 
Vincent and the Grenadines, 1980-2011. 

Variable Coefficient Std. Error t-Statistic Prob.   

C 5.656809 1.268210 4.460469 0.0004 
LOG(RPCVI(-1)) -0.519299 0.127345 -4.077898 0.0009 
TRVI(-1) 0.073113 0.084489 0.865355 0.3996 
PCVI(-1) -0.492485 0.132703 -3.711192 0.0019 
DEFVI(-1) -0.013077 0.004765 -2.744623 0.0144 
EDVI(-1) -0.154020 0.116461 -1.322506 0.2046 
FDIVI(-1) 0.225544 0.148798 1.515769 0.1491 
NRIVI(-1) -0.038349 0.010677 -3.591721 0.0024 
DVI1(-1) -0.151622 0.173672 -0.873038 0.3956 
D(NRIVI) 0.150590 0.069019 2.181859 0.0444 
D(PCVI) -0.377285 0.074602 -5.057324 0.0001 
D(EDV) -0.149393 0.095001 -1.572544 0.1354 
D(DEFVI) -0.007193 0.002750 -2.615510 0.0187 
D(FDIVI) 0.169252 0.089334 1.894595 0.0764 

Adjusted R-squared 0.688086     S.E. of regression  0.018668 
Schwarz criterion -4.165371     Akaike info criterion -4.819263 
SCF(2,14)=0.855 P=0.5862     HF(13,16)=0.8597 P=0.6034 
MF(2,14)=1.7123 P=0.2161     JB=2.3137 P=0.3137 
CF(7,16)=5.0939 K=6

Note: see note to Table 2. 

The ARDL fails to deliver a valid ECM for St. Kitts and Nevis. We derive 
a valid parsimonious model for which all variables are stationary. Table 6 
contains the results of such a model. Basically, economic growth is 
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Indeed, a 1% increase in external debt leads to a decrease in economic growth 
of approximately 0.06%. Likewise private consumption depresses economic 
growth. Indeed, a 1% increase in private consumption reduces economic 
growth by 0.17%.  An increase in population size has a detrimental effect on 
economic growth in St. Kitts and Nevis. A 1% increase in population size 
decreases economic growth by 0.94%.

Table 6: Growth Model for St. Kitts and Nevis, 1980-2011
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regressed on its past, the change in private consumption, external debt, 
and population. The model passes the basic tests of autocorrelation, 
heteroscedasticity, misspecification, and normality tests as the sizes of the 
corresponding p-values indicate. External debt has a negative impact on 
economic growth. Indeed, a 1% increase in external debt leads to a 
decrease in economic growth of approximately 0.06%. Likewise private 
consumption depresses economic growth. Indeed, a 1% increase in 
private consumption reduces economic growth by 0.17%.  An increase in 
population size has a detrimental effect on economic growth in St. Kitts 
and Nevis. A 1% increase in population size decreases economic growth 
by 0.94%. 

 Table 6: Growth Model for St. Kitts and Nevis, 1980-2011 

Variable Coefficient Std. Error t-Statistic Prob.

C 0.026309 0.009104 2.889680 0.0079 
DKN1(-1) 0.405349 0.158058 2.564562 0.0167
D(EDKN) -0.178381 0.099040 -1.801100 0.0838 
D(PCKN) -0.266685 0.082454 -3.234339 0.0034 
D(PSKN) -19.58645 7.555798 -2.592242 0.0157 

Adj. R-squared 0.573258  S.E. of  regression 0.029471
Schwarz criterion -3.826256     Akaike info criterion -4.059789 
SCF(2,23)=1.393  P=0.2385     Schwarz criterion -3.826256 
HF(4,25)=0.1443 P=0.9638     MF(2,23)=0.1733. P=0.8491 
JB=4.234 P=0.1203 

Note: see note to Table 2 
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Table 7: Error Correction Model of the Growth Equation for Dominica, 
1980-2011.

Table 7 contains the results for Dominica. The model passes all the basic 
tests, at least according to the p-values which are all greater than the regular 
levels of significance (1%, 5% and 10%).  The cointegration F-value 
(8.740) is greater than the upper value bounds, that is, 3.23 at the 10% level 
of significance and  3.61 at the 5% level of significance for k=6. The t-
statistic (-5.940) is in absolute value greater than the upper value bounds in 
Table 1, that is, -4.04 and -4.38 at  the 10% and 5% levels of significance, 
respectively, for k = 6. The above results mean that cointegration exists 
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Table 7: Error Correction Model of the Growth Equation for 
Dominica, 1980-2011. 

Variable Coefficient Std. Error t-Statistic Prob.

C 1.831793 0.332797 5.504243 0.0004 
LOG(RPCDO(-1)) -0.166208 0.027944 -5.947921 0.0002 
NRIDO(-1) 0.006427 0.001281 5.018389 0.0007 
TRDO(-1) 0.091419 0.052518 1.740732 0.1157 
EDDO(-1) -0.241069 0.050098 -4.811949 0.0010 
PCDO(-1) 0.347074 0.075679 4.586112 0.0013 
GCDO(-1) -2.348964 0.412368 -5.696286 0.0003 
NDSDO -0.017459 0.007927 -2.202492 0.0551 
DDO1(-1) -0.545069 0.139175 -3.916430 0.0035
DDO1(-2) -0.674259 0.144114 -4.678658 0.0012
DDO1(-3) -0.151419 0.164539 -0.920259 0.3814
D(NRIDO(-1)) -0.004249 0.000973 -4.365420 0.0018 
D(NRIDO(-2)) -0.001506 0.000470 -3.204333 0.0108 
D(TRDO) 0.071561 0.043742 1.635981 0.1363 
D(TRDO(-1)) 0.040896 0.038228 1.069787 0.3126 
D(TRDO(-2)) 0.126116 0.034661 3.638605 0.0054 
D(PCDO) 0.184242 0.063085 2.920532 0.0170 
D(PCDO(-1)) -0.167424 0.054352 -3.080360 0.0131 
D(GCDO) -1.621541 0.258679 -6.268542 0.0001 

Adjusted R-squared 0.819834 S.E. of regression 0.009056
Schwarz criterion -5.444656 Akaike info criterion 6.348652 
SCF(2,7)=0.382 P=0.6960 HF(18,9)=2.832 P=0.0569 
MSF(2,7)=0.666 P=0.5440 JB=0.468 P=0.7910 
CF(7,9)=8.740          K=6 

Note: see note to Table 2. 

Table 7 contains the results for Dominica. The model passes all the basic 
tests, at least according to the p-values which are all greater than the 
regular levels of significance (1%, 5% and 10%).  The cointegration  F-
value (8.740) is greater than the upper value bounds, that is, 3.23 at the 
10% level of significance and  3.61 at the 5% level of significance for 
k=6. The t-statistic (-5.940) is in absolute value greater than the upper 
value bounds in Table 1, that is, -4.04 and -4.38 at  the 10% and 5% levels 
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among the variables. The adjustment coefficient is in the order of -0.17. 
This means that only 17% of disequilibrium is adjusted per year. As far as 
the elasticities in the short and long runs are concerned, we can observe the 
following. A 1% permanent increase in the natural increase rate negatively 
impacts economic growth in the short run by 0.042% and positively affects 
economic growth by 0.24% in the long run. Trade openness has the effect 
of augmenting economic growth in the short run (0.21%) and the long run 
(0.58%). External debt is a drag on the economy. Indeed, a 1% shock to 
external debt brings about a 0.82% decrease in economic growth in the long 
run. While private consumption is a bonus to economic growth in the long 
run (1.52%), it is a nuisance to economic growth in the short run (0.12%). 
Government consumption negatively affects economic growth in the short 
and long runs. Indeed, a 1% increase in government expenditure leads to a 
0.32% decrease in the short run and a noticeable negative impact of 2.79% 
in the long run.  Natural disasters negatively affect economic growth. A 1% 
increase in natural disasters brings about a 0.02% decrease in economic 
growth. The recent natural disaster in Dominica will certainly amplify the 
impact of natural disasters on economic growth in Dominica.

Conclusion 

The present paper re-examines the issue of the determinants of economic 
growth in the OECS countries in the period 1980-2011. In the realm of 
limited data availability, the ARDL regressions results allow us to make 
the following observations particularly at the regional level. First, all key 
determinants of economic growth are present in the OECS countries. These 
include trade openness, foreign direct investment, external debt, budget 
deficit, government consumption, private consumption, inflation, inflation 
variability, human capital, natural increase rate, fertility rate, and population 
growth. Some of the results have been uncovered in the literature although 
the quantitative impacts are not always the same due to a number of reasons. 
Cases in point are McCarthy and Zalada (1995) with higher positive 
investment rate impact, and Roache (2007) with positive public investment 
impact (long-run elasticity of the order of 0.06 and 0.08). Second, in a 
handful of countries a few determinants are wrongly signed (for example, 
positive impact of inflation in St. Lucia). Third, natural disasters assumed 
to be important for these vulnerable countries have an impact on economic 
growth on only a handful of countries. This in contrast to Sosa and Cashin 
(2009) as well as Acevedo (2014) who found that natural disasters have 
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a sizable negative impact on economic growth. Fourth, long-run impacts 
are overwhelmingly bigger than short-run impacts. This speaks to the 
‘persistence’ effects that policy makers should note, for a short-run shortfall 
might get amplified in the long run if necessary measures are not taken.  Fifth, 
natural increase rate, external debt and private consumption are among the 
determinants most damaging to economic growth in the countries examined.  
On average, a 1% increase in the natural increase rate depresses economic 
growth by 1.2% in the long run. Clearly, it means that an acceleration of 
the natural increase rate might jeopardise the standard of living reached 
in these countries. External debt evolution needs to be monitored as this 
variable negatively impacts economic growth in the majority of the countries 
studied. Note that in Grenada the variable has a mixed impact: negative in 
the short run and positive in the long run. Sixth, trade openness is friendly 
to economic growth in the OECS countries. A 1% increase in trade openness 
boosts, on average, economic growth by 0.25% and 0.67% in the short run 
and long run, respectively. The positive impact of trade openness has also 
been uncovered by Loayza et al. (2005) and Ramkissoon (2002). We can 
also note the positive impact of FDI on economic growth in a couple of 
countries. The long-run impact is in the order of 0.048% to 0.19%.  Seventh, 
beyond commonalities each country has its singularities: budget deficit 
in St. Vincent and the Grenadines, inflation and inflation variability in St. 
Lucia, inflation in Antigua and Barbuda, fertility rate and secondary school 
enrolment in Grenada, and government consumption in Dominica. Eighth, if 
we interpret the constant term in all the regressions used  here as the average 
effect of the factors considered almost constant, then  good governance, as a 
structure  largely affected by social cohesion, is the candidate by excellence 
of those factors.  In this case, the positivity of constant terms means that 
good governance is conducive to economic growth.   Ninth, many missing 
or incomplete data did not allow us to use some variables in some country 
regressions. Such were the cases of secondary school enrolment and budget 
deficit in some countries.  It is useful that the statistical bodies and others in the 
countries concerned generate the relevant statistics to enable, among others, 
researchers to undertake their studies with a high degree of confidence.  

Among the policy implications that can be derived from the results of the 
study, five are particularly important.  First, although population growth has 
its virtues (for example, economies of scale), it is not advisable to boost 
population growth in the countries of interest.  Indeed, the results singularly 
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show that natural increase rate substantially depresses economic growth. As 
population growth is obtained through a combination of natural increase rate 
and net migration rate, the latter variables should be kept in check through 
family planning and immigration laws, respectively. It is also important 
that studies on physical carrying capacities be conducted to separate 
speculation and reality. Second, in the context of small open economies 
with fixed exchange rates, FDI reveals to be an engine of economic growth. 
Governments in the region have to continue to find means to attract further 
FDI.  In fact, since tourism and to a lesser extent export bananas are the 
important ‘sectors’ of most of these economies, mechanisms should be put 
in place to boost FDI in these sectors.  Third, external debt impacts should be 
scrutinised seriously. In particular, there is a need to consider its horizon and 
quantitative impacts.  It is well known while in the short run external debt can 
have positive or negative impact, in the long run sustained external debt in the 
context of countries of interest leads to a decrease in economic growth and 
even jeopardises people’s welfare. This means that external debt must also be 
kept in check.  Fiscal discipline and prioritisation of needs are two domains 
that deserve great consideration. In this context, white elephants projects in 
particular should be avoided at any cost. Fourth, although their impacts were 
not present in quite a number of countries, natural disasters remain natural 
haphazard whose effects need to be minimised.  Prevision, adaptation, and 
resilience are certainly three areas that the concerned authorities or nations 
should work on. Naturally, there is a role for other entities (for example, 
international organisations) in the quest for solutions.  Fifth, Trade openness 
needs to be reinforced as it is indeed a driver of economic growth. That is, 
any trade openness bottleneck has to be eliminated by judicious policy.  
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Appendix 
Definition of  Variables and Sources  of  Data.
Key to understanding variables used in different tables.
Suffix= country name.
an=Antigua and Barbuda; do=Dominica;  gr=Grenada; kn=St. Kitts and 
Nevis; lu=St. Lucia; vi=St. Vincent and the Grenadines.
Prefix: Meaning of the variable 
RPC:  real per capita GDP in US dollar;
D:  real per capita GDP growth computed as Log (rpc/rpc(-1)).  Computed 
by us;
DEF: budget deficit/GDP computed as (revenue-expenditure)/GDP 
denominated here budget deficit;
ED = external debt as a % of GDP denominated here external debt;
ES: gross-secondary school enrolment (% gross);
FE: fertility rate (live births per 1,000 women);
FDI: Foreign direct investment/GDP ratio denominated here foreign direct 
investment;
GC: government consumption/GDP ratio   denominated here government 
consumption.
INF: inflation rate (%);
NRI: the natural increase rate (birth rate –death rate);
NDS: natural disasters: 1 if occurred in a given year and 0 otherwise;
PC: private consumption/GDP ratio denominated here private 
consumption;
PS= population size in millions;
TR: Trade (Export+import)/GDP ratio denominated here trade openness;
D(…)=first difference
Putting Prefixes and Suffixes together
Examples:
RPCAN=real per capita GDP for Antigua and Barbuda;
DLU= real per capita growth for St.Lucia;  DDO=real per capita growth for 
Dominica 
DEFKN=budget deficit for St. Kitts and Nevis;
EDGR=external debt for Grenada; EDLU=external debt for St. Lucia;
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ESAN=secondary school enrollment in Antigua and Barbuda;
FDIVI=foreign direct investment for St. Vincent and the Grenadines;
FEDO: fertility rate in Dominica; FELU=fertility rate in St. Lucia;
GCVI=government consumption for St. Vincent and the Grenadines;
INFDO=inflation rate for Dominica;
NRIDO=natural increase rate for Dominica; NRILU=natural increase rate 
for St. Lucia;
NDSKN=natural disasters for St. Kitts and Nevis;
PCKN=private consumption for St. Kitts and Nevis;
PSGR=population size in Grenada;
TRAN=trade openness for Antigua and Barbuda; TRGR=Trade openness 
for Grenada;
D(PSAN)=first difference of population size  for Antigua and Barbuda.

Sources:
Eastern Caribbean Central Bank; World Bank: World Tables (various issues), 
International Monetary Fund, World Economic Outlook Database, October 2013, 
World Development Indicators, and EM-Dat. 



Vol. 40, No. 2, Aug 2015 pp. 99-123

The Impact of Principal-principal Conflict on 
Financial Flexibility in Transition Economies: 

A Study of Caribbean Firms

Stacey Estwick
Dept. of Management Studies, 

The University of the West Indies, BARBADOS

Abstract

This study examined the impact of principal-principal conflict 
on financial flexibility in transition economies. The use of 
this population allowed for the examination of the financial 
viability of the firm, in a region characterised by high ownership 
concentration. This study analysed secondary data on publicly 
listed firms in Jamaica, Trinidad and Tobago, and Barbados during 
the 2007 to 2013 period, using panel data analysis and Arellano 
and Bond (1991) 2-step Generalised Methods of Moments 
estimators. In line with traditional evidence, which suggests that 
the self-serving bias of block holder owners stifles the financial 
viability of the firm, these results suggested that concentrated 
ownership negatively impacts the overall financial flexibility stock 
of the firm. This result forms the foundation for further research 
in principal-principal conflict in the Caribbean, which would 
allow governance legislation to specifically address the problems 
associated with high levels of ownership concentration.

Key words: principal-principal conflict; financial flexibility; 
liquidity; corporate governance; debt capacity

Copyright © Sir Arthur Lewis Institute of Social and Economic Studies, UWI, (Cave Hill), 
2015



100 Journal of Eastern Caribbean Studies

Introduction

This study seeks to test the relationships between PP agency and financial 
flexibility in Caribbean firms.  Financial Flexibility has increasingly been 
investigated since the start of the 2008 Global Financial Crisis (GFC). Prior 
research on financial flexibility has suggested that financial flexibility is 
critical for the success and continued viability of the firm, especially during 
tough economic times. Traditionally, financial flexibility has been tested 
under owner-manager agency conflict (Bancel and Mittoo, 2011; Marchica 
and Mura, 2010). Recent corporate governance research however suggests 
that in emerging and developing economies, firms have concentrated share 
ownership, which results in principal-principal (PP) agency conflict (Young, 
Peng, Ahlstrom, Bruton and Yi Jiang, 2008). Under PP conflict, dominant 
shareholders engage in expropriation of assets to the detriment of minority 
shareholders. Indeed, it becomes more appropriate to consider PP conflict 
in testing of the financial flexibility of firms transitioning economies, where 
dominant share ownership is a common feature of the firm.

To date, there is no literature that addresses the relationship between PP 
agency and the financial flexibility of the firm in transitioning markets. 
Several past studies however suggest that PP conflict negatively impacts the 
financial standing of the firm through expropriation of assets and the self-
serving behaviour of the majority owners. As a result, corporate governance 
legislation has focussed on limiting the power of block holder owners. It 
is however, worthy of note that the studies which support the enactment 
of such policies were conducted in developed markets where concentrated 
ownership is not a popular characteristic of the firm.

In the Caribbean, there are approximately 126 publicly listed companies, the 
vast majority of which display a concentrated ownership structure in excess 
of 55 per cent. Hence, the desire to limit the power of the majority owner has 
not been very popular with many of the dominant shareholders who use their 
position and power to expand their footprint in the Caribbean market, and 
create vast amounts of personal wealth. It has even been argued by some that 
such shareholders augur well for the firm through their preoccupation for the 
long-term viability and growth of the firm.  The time has come therefore for 
researchers to test such conjecture, and seek to conclude on the impact of 
PP agency on the financial flexibility of Caribbean firms. A positive face of 
concentrated ownership would necessitate the reassessment of the current 
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corporate governance framework, which is based on the Anglo-Saxon 
model.

Financial flexibility refers to the ability of the firm to respond to investment 
opportunities, especially in the face of economic crises such as the 2008 
GFC. Byoun (2008) defined financial flexibility as a firm’s use of financial 
resources in order to respond to uncertainties, and ensure maximisation of 
shareholder wealth. Financial flexibility therefore maybe impacted by the 
strategic decisions of the firm.

The definition of financial flexibility implies that financially flexible firms 
retain a supply of excess resources. As such, the impact of agency on financial 
flexibility is a critical consideration, since Jensen (1986) argued that the 
improper management of excess resources could lead to firm inefficiencies. 
This includes the agent’s use of such resources for self-benefit. Contemporary 
corporate governance policies have been formulated based on the ownership 
models that exist in developed economies, in order to limit the managerial 
indiscretion that maybe caused by managerial flexibility. 

Context of the Study

This study focuses on the relationship between PP agency and the management 
of the financial flexibility of publicly listed firms in the English speaking 
Caribbean. This region is considered a transition economy whose corporate 
governance environment is influenced by the Anglo-Saxon model, which 
is known for a prevalence of owner- manager agency conflict.  Therefore, 
a major contribution of this study is the acknowledgement of a different 
agency conflict that may exist under the dominant share ownership in the 
Caribbean; that of PP conflict. Due to emphasis on owner-manager conflict 
however, Caribbean corporate governance policy has been slow to address 
the peculiarities of governance in the region. 

The Companies Acts in the Caribbean include some initiatives aimed 
at minority shareholder protection. These involve the inclusion of more 
independent board members, and higher levels of board accountability. 
Although the laws provide for protection of minority shareholder rights, these 
shareholders usually take a passive role in the decision-making of the firm. 
Hence such rights may not be enjoyed. In support of this, La Porta, Lopez-
de-Silanes and Shleifer, (2006) stated that Jamaica scored 35 on a scale of 0-
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100 on the protection of minority shareholder rights index, which was below 
the average for emerging economies. This statistic justifies the concern for 
minority shareholder protection in the Caribbean region.  However, before 
further policy is enacted, thorough research must be conducted to evaluate the 
extent of the relationship between PP agency and the financial management 
of Caribbean firms. 

PP conflict has traditionally been examined within the corporate governance 
environment (Young et al. 2008). This study therefore considers corporate 
governance from a contextual standpoint only, in order to highlight the 
importance of PP conflict. This paper however transfers PP conflict into the 
realm of corporate finance, and explicitly considers its relationship with the 
financial practices of the firm.

This study is set in a context to investigate how Caribbean financial flexibility 
is managed and affected in the presence of block holder influence.

Literature Review

Review of Contemporary Theory: Financial Flexibility

Financial flexibility was referred to in Modigliani and Miller (1963) as reserves 
of untapped borrowing power. Graham and Harvey (2001) conducted a large 
study on the drivers of a company’s capital structure decisions. They were 
motivated by empirical evidence, which demonstrated that Chief Financial 
Officers (CFOs) are less likely to follow the traditional capital structure 
theories.  Respondents identified flexibility as the main driver of finance 
decision-making, and this led to the re-emergence of financial flexibility as 
an important consideration in the practice of corporate finance.

Contemporary researchers such as Byoun (2008) attempted to explain the 
preference by some firms for debt capital. His findings were consistent with 
those of Graham and Harvey (2001). The study argued that debt issuance is 
a response to operating needs and not a deliberate attempt to carry high debt 
ratios. Both the study conducted by Graham and Harvey (2001), and that of 
Byoun (2008) used sampling populations from the USA and Canada, but 
unfortunately, no similar studies on corporate decision-making have been 
conducted to date in transition economies. As such these studies were not 
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conducted in regions where high ownership concentration and PP agency 
was prevalent.

The Determinants of Financial Flexibility

One reason for the reluctance to adapt financial flexibility as a capital structure 
theory lies in the uncertainty surrounding its determinants. Subsequent to the 
work of Byoun (2008), it has been admitted that financial flexibility may 
be achieved through resources other than unused leverage. Remarkably, 
Graham and Harvey (2001) identified payback as a critical decision making 
criteria for finance managers, and this leads one to ponder the possibility that 
liquidity may be a driver of financial flexibility. DeAngelo and DeAngelo 
(2007) and Marchica and Mura (2010) used spare debt as a measure of 
financial flexibility, but could not explain the reluctance of many companies 
to reduce debt levels. Some studies also highlighted the role of transitory debt 
in maintaining financial flexibility (DeAngelo, DeAngelo and Whited, 2011; 
Denis and McKeon 2012; Sufi 2009). While the aforementioned research 
highlights some other possible means of financial flexibility, it is clear that 
research is needed to conclude on the determinants of this measure.

A study conducted by Bancel and Mittoo (2011) investigated the 
determinants of financial flexibility. In their study, managers identified 
various operational measures, leverage and working capital ratios in their 
determinants of financial flexibility. 69 per cent of respondents in their survey 
reported increased liquidity concerns during economic recession. Managers 
used internal funding and cash holdings in an effort to manage the firm’s 
liquidity. As a result, Bancel and Mittoo (2011) suggested that the Altman Z 
score1 may be an all encompassing measure of financial flexibility. 

Ownership and Agency

A review of the literature to date on financial flexibility shows that it has 
been examined solely in developed markets. However, this has led to a 
contextual limitation in the study of financial flexibility. In addition to a 

1Altman Z score, developed by Edward I. Altman is a score used to predict a company’s risk of 
bankruptcy.
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lower level of capital market constraints, firms in these markets have a more 
dispersed ownership structure than those in the Caribbean. As such, many 
of these studies explicitly considered owner-manager agency and not the 
PP agency of concentrated ownership (Marchica and Mura 2010; Oded, 
2008). However, Claessens, Djankov and Lang (2000) posited that such 
concentrated ownership impacts the management of the firm. 

Since the 1990’s, governance research investigated the ownership structures 
that are prevalent around the world. It was revealed that concentrated 
ownership, split among government, institutional and individual investors, 
was very popular in emerging economies such as China (Xu and Wang, 
1999). A study conducted by La Porta et al. (1997) examined ownership 
composition of common-law countries and found that dispersed ownership 
was merely an academic fairy tale, with block holders owning at least 45 
per cent of the shares of the firm. Young et al. (2008) agreed with these 
findings.

In developed countries, concentrated ownership was advocated as a means 
of offsetting the owner-manager conflict of dispersed share ownership 
(Demsetz and Lehn, 1985). Young et al. (2008) and Faccio, Lang and Young 
(2010) however argued that concentrated ownership was the root cause of 
PP conflict.

The Consequences of PP Conflict

Young et al. (2008) wrote extensively on the consequences of PP conflict. 
Such consequences were mainly a result of the dominant shareholder’s 
influence on the company’s board. Dahya et al. (2008) asserted however 
that the negative effect of having concentrated ownership may be eliminated 
through the appointment of an independent board. Jensen and Meckling 
(1979) argued that high ownership concentration should lead to greater 
monitoring of the company’s management, and such increased monitoring 
should augur positively for firm value (Shleifer and Vishny, 1986). 

Contrariwise, many have highlighted the negative side effects of PP agency. 
La Porta et al. (1997) and Lins (2003) posited that due to poor minority 
investor protection, PP agency increases the cost of equity capital, and reduces 
the size of capital markets. Maury and Pajuste (2002) asserted that collusion 
between management and dominant shareholders led to the diversion of 
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cash for private benefits, and lower levels of dividends. Moreover, Maury 
and Pajuste (2005) continued to examine the difference in retention policies 
amongst the various types of block holder owners. They however concluded 
that where the dominant shareholder was a private individual, this led to 
higher levels of dividends. This finding opposes that of Angeldorff and 
Novikov (1999) who found opposite behaviour among Swedish firms.

Past studies reveal that there is definitely potential for PP agency to impact 
the financial management of the firm. The kind of impact however seemingly 
varies according to the environment of the firm. Nonetheless, one can concur 
with Young et al. (2008), that PP conflict alters the corporate governance 
process, the financial management of the firm, and the pursuit of shareholder 
wealth maximisation.

Proposed Model

The following is a diagrammatic representation of the relationship to be 
tested in this study. This relationship is based on a review of the standing 
literature on financial flexibility and PP agency.

In Figure I, financial flexibility is represented by a composite measure of 
financial flexibility that includes levels of liquidity, internal funds, unused 
debt capacity, and operational slack. This is in line with a past study that has 
advocated the use of such a metric. Despite divergent claims, the model also 
conceptualises that PP conflict will have a negative relationship with the 
financial flexibility of the firm. This is based on the argument that PP conflict 
leads to expropriation of assets, and attenuation in monitoring by managers.  
In the Caribbean, given the weak governance environment, it is expected 
that the negative face of PP agency conflict will prevail.
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Figure I : Conceptual Model of PP Conflict and Financial Flexibility

Theoretical Underpinnings of the Model

This section discusses established theories in corporate finance, which create 
the foundations of the relationships embedded in the proposed model. 

Liquidity Theory: Keynes (1937) Liquidity Preference 

Recent studies in financial flexibility have identified liquidity and spare 
leverage capacity as key contributors to the financial flexibility of the 
firm. Leverage is closely linked to liquidity of the firm since debt capacity 
gives the firm access to additional liquidity and cash, should the need arise. 
The importance of liquidity in measuring financial flexibility calls for an 
understanding of the implications of the Keynes (1937) liquidity preference 
theory as a key theoretical underpinning of this model.

Keynes (1937) promoted the transaction cost motive and the precautionary 
motive for holding cash. The transaction cost motive states that cash saves 
the firm the costs of raising external capital. The precautionary motive 
reinforces the transaction cost motive, and states that cash enables the firm to 
capitalise on opportunities in the environment, in the event of a lack of access 
to external capital. Myers (1977) gives further credence to the statements 
of Keynes (1937), and argues that the issuance of risky debt decreases the 
present value of the firm, hence the need for liquidity. 
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These theories support the inclusion of liquidity measures as critical drivers 
of the firm’s financial flexibility, instead of simply using a net-debt measure. 
In light of the constrained nature of Caribbean capital markets, liquidity 
measures are emphasised in this model given the value of liquidity under 
restrictive market conditions. This concurs with studies conducted by Myers 
and Majluf (1984) and Bancel and Mittoo (2011), who stated that liquidity 
was critical in managing negative economic shocks. .

Jensen and Meckling (1979) Agency Theory

The prominent agency theory of financial management is the Jensen and 
Meckling (1979) theory, which states that firm management (agent) at times 
acts contrary to the interests of the shareholders (principal), and this can 
lead to conflict. This study however considers principal-principal agency 
where conflict arises from the extraction of private benefits by the majority 
shareholder, to the detriment of minority shareholders.

While the agency conflict under consideration differs from Jensen and 
Meckling (1979) agency theory, its effects may be quite similar. PP conflict 
has been found to lead to asset expropriation and loss in firm value from 
biased managerial decision-making (La Porta et al., 1997). 

Formulation of Hypotheses

PP Conflict and Liquidity

While there have been no studies advanced to date which specifically consider 
the link between PP conflict and the composite construct of financial flexibility, 
there has been research which examined the link between ownership and 
the two main indicators of financial flexibility, namely liquidity and spare 
leverage capacity. Based on the evidence provided by this prior research, the 
model presented conceptualises a direct relationship between PP conflict and 
the financial flexibility of the firm.  

The presence of a single majority owner raises concerns for misappropriation 
of assets. Such concerns are heightened in weak corporate governance 
environments such as that of the Caribbean region. In some economies 
such as China, it was even found that concentrated ownership is a cause of 
weak governance environments (Hu, Tam and Tan, 2010). Dittmar, Mahrt-
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Smith and Servaes (2003) actually noted that where corporate governance is 
low, cash is retained. Maury and Pajuste (2005) noted that high cash levels, 
such as those necessary to enhance financial flexibility, led to minority 
shareholder concern for asset misappropriation. One must however question 
the reasonableness of these minority shareholder concerns since Ozkan and 
Ozkan (2004) found that cash levels do not change with the existence of 
ultimate shareholders. 

Following the evidence provided and the arguments presented by past 
researchers, PP conflict may result in the funnelling of cash for the private 
benefit of majority shareholders, hence lower levels of financial flexibility.  
This would especially be the case if corporate governance environments are 
weak, and boards are ineffective in limiting the influence of the majority 
owner. 

PP Conflict and Debt Capacity

There is scant research that addresses the impact of PP conflict on debt 
capacity, which is also another main determinant of financial flexibility. While 
extant research investigates the impact of differing ownership structures on 
leverage levels, it does not specifically examine the effects of the degree of 
ownership concentration. 

Heinrich (2000) argued that the existence of block holder owners shifts the 
monitoring of the firm to the owners. He posited that this shift should result 
in lower tolerance for risk, leading to the use of leverage as a governance 
mechanism by management to increase the owner’s appetite for risk. This 
argument is built on the traditional owner-manager agency theory. Berglof 
(1991) concurred with the views of Heinrich (2000) and associated high 
levels of ownership concentration with high levels of leverage.

The model proposed in this study argues that PP conflict will cause firms to 
depend more on the use of debt due to high equity costs. This proposition is 
supported by the arguments of La Porta et al. (1997) and Lins (2003) who 
stated that concentrated ownership could lead to poor investor protection, 
which then raises the fears of minority shareholders and the cost of new 
equity capital. Bank credit then becomes the main form of financing for 
these firms, and raises their levels of leverage.  
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PP Conflict and Internal Funds

Consistent with the findings of Bancel and Mittoo (2011), and the propositions 
of the pecking order theory of finance, managers should place value on 
internal funds in maintaining financial flexibility. However, continual 
expropriation of assets should lead to a lower level of internal funds.

Based on the relationships proposed between the main determinants of 
financial flexibility and PP conflict, the model conceptualises the following 
relationship:

Hypothesis : PP conflict will have a negative relationship with the  
financial flexibility of the firm.

Methodology

This study used quantitative methodology to examine the relationship 
between the variables under investigation. In alignment with Bryman and Bell 
(2003), a deductive approach was employed to link theory to the formulation 
of the hypothesis advanced. Quantitative testing was then used to accept or 
reject the hypothesis, and allow the researcher to make generalisations on the 
relationship between financial flexibility and PP conflict in the Caribbean. 
Financial flexibility was the dependent variable, while PP conflict was the 
independent variable. The hypothesis developed was tested using regression 
analysis.

Secondary Data Analysis

Annual reports for the companies on the Jamaica, Barbados, and the Trinidad 
and Tobago Stock exchange were used to gather the necessary data. These 
reports included financial and corporate governance information, which was 
needed to calculate the relevant variables. Similar to developed jurisdictions, 
International Accounting Standards require that an independent auditor 
verify all information included in a company’s annual report. Hence, data 
obtained from these reports was considered reliable. 
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Sample Description

Given the need to add a contextual contribution to the study of financial 
flexibility, the study was conducted in the Caribbean, which exhibits an 
average of 59 per cent ownership concentration. A decision was made to 
utilise the listed companies of the three most developed stock exchanges in 
the Caribbean to extract the necessary data as this was considered adequate 
representation of the region’s firms. The capital markets in these jurisdictions 
are also characterised by a reliance on bank funding and illiquid stock 
markets.  Firms in such constrained markets should therefore place high 
value on financial flexibility.  

The sample used included 74 non-financial companies for the period 2007 
to 2013. This number included those firms listed on the junior market as 
well as the main markets in these three territories. Financial companies 
were excluded from the sample since their capital structure and financial-
decision making do not follow normal financial management best practices. 
This sample gave pooled cross-sectional data of 518 observations across 
seven firm years, which was considered appropriate observations for the 
multivariate analysis employed.  

Variables and Justification

PP conflict

Some of the measures used in contemporary research on PP conflict include 
the level of board compensation (Su, Xu, and Phan, 2008), board size (Su et 
al., 2008), cashflow rights of the main shareholder (Renders and Gaeremynck, 
2012), cash dividends (Banchit and Locke, 2011), excess control rights of the 
majority shareholder (Jiang and Peng, 2011) and expropriation of minority 
shareholders (Jiang and Peng, 2011). Young et al. (2008) have also shown 
the link between PP conflict and board dependence. In an effort to find the 
measure best suited to the Caribbean context, the underlying governance 
environment was closely examined.

In Asia, which is also a transitioning economy, board size has been used in 
studies related to firm performance (Su et al., 2008). In that context, it is 
argued that larger boards are able to exert greater influence on the operations 
of the enterprise. In the Caribbean however, board size is regulated by 
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legislation, with sizes highly impacted by the firm sector. Hence, board size 
may not be the optimal indicator of PP conflict in Caribbean firms.

Many studies conducted in the Asian markets also use cash flow rights 
(Renders and Gaeremynck, 2012), cash dividends to total assets (Banchit 
and Locke 2011), and excess control rights (Jiang and Peng, 2011) to reflect 
PP conflict. This is possible where the voting and dividend rights differ 
according to the various classes of shares. Hence, majority shareholders can 
use their rights to extract excess cash flow. Across the Caribbean however, 
the one share one vote system is employed, which does not allow block 
holders to declare special cash dividends to particular share classes. This fact 
renders the use of the aforementioned measures as a measure of PP conflict 
unreliable.

Some past research has attempted to reflect the effect of asset expropriation 
in their measure of PP (Jiang and Peng, 2011). Following this, some studies 
have included a measure of stock return to reflect the degree of PP conflict, 
with lower stock returns representing increased levels of PP conflict. 
However, in the Caribbean stock markets are illiquid, and this has resulted 
in weak-form market efficiency. Stock prices therefore do not reflect the 
minority shareholder’s perception of majority shareholder influence. 

The degree of ownership concentration has been found to be popular in 
much contemporary research on ownership structure and PP conflict in 
Asian economies (Hu et al., 2010). This measure recognises the effect of the 
aggregation of many smaller block holders as opposed to a single concentrated 
owner and is debatably the best measure of the degree of PP conflict. Indeed, 
Maury and Pajuste (2005) found that the existence of multiple block holders 
is more common in many markets.

In line with Hu et al. (2010), a block holder in this study was defined as 
a party with substantial interest in the company. The threshold used for 
substantial interest was 5 per cent, as advanced by International Accounting 
Standards for corporate disclosures. PP conflict was therefore represented 
by the ratio of shares owned by substantial owners to the number of shares 
outstanding.
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Financial Flexibility

Although research has not yet concluded on the indicators of financial 
flexibility, much research has centred on ascertaining its determinants. In 
keeping with the traditional financial flexibility theory, many researchers 
acknowledged that financial flexibility was determined by spare debt capacity 
(Whited, 2006; Gamba and Triantis, 2008; Marchica and Mura, 2010). 
DeAngelo and DeAngelo (2007) used net debt as the sole determinant of 
financial flexibility and argued that cash and debt are two sides of the same 
coin. Acharya and Almeida (2007) disagreed and argued that cash and debt 
are not the same in times of cash flow uncertainty. Sufi (2009) acknowledged 
the importance of transitory debt in enhancing the firm’s level of financial 
flexibility. In the Caribbean context, Moore and Robinson (2009) conducted 
research on the importance of cash flows for firms in Barbados. Unlike 
the majority of past research on the value of cash, this study focussed on a 
transitioning economy. They examined 17 listed companies on the Barbados 
Stock Exchange, and claimed that firm liquidity was especially important for 
firms that were not able to access capital from traditional financial market 
institutions. 

A recent study by Bancel and Mittoo (2011) however argued that financial 
flexibility might be best measured through a composite, which includes a 
measure of liquidity, internal funds, leverage and return on assets. Hence, 
they suggested that a measure similar to the Altman-Z score be used to 
measure the firm’s level of financial flexibility. It was considered that the 
ratings provided by the Caribbean Information and Credit Rating Agency 
(CariCRIS) would be ideal proxies for the financial flexibility score of the 
firms included in the sample used, since, like the Altman-Z, they assess 
the firm’s ability to continue in the future based on region specific factors. 
However, complete ratings information for the firm years under observation 
was not available.

Based on the criticisms of earlier research that used debt capacity or net 
debt as the sole determinants of financial flexibility, this study opted to use 
a composite score similar to the Altman-Z to measure financial flexibility, as 
suggested by Bancel and Mittoo (2011).
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Table I: Calculation of Key Study Variables

Control variables

This study controlled for mainstream firm controls. The regression analyses 
included controls for firm size, firm age, financial constraints and growth 
opportunities, as well as the state of the economy. 

In the regression model specified, the lagged dependent variable (FF) was 
included as an exogenous variable, to eliminate misspecification error. This 
was considered appropriate since research argues that the financial flexibility 
of the firm should be influenced by the firm’s financial standing in prior 
periods. Ang and Smedema (2011) proved that firms manage financial 
flexibility to prepare for a downturn. Given such anticipatory behaviour, the 
prior period level of financial flexibility should impact the firm’s current 
financial flexibility levels.
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Control variables 

This study controlled for mainstream firm controls. The regression 
analyses included controls for firm size, firm age, financial constraints 
and growth opportunities, as well as the state of the economy.  
 
In the regression model specified, the lagged dependent variable (FF) 
was included as an exogenous variable, to eliminate misspecification 
error. This was considered appropriate since research argues that the 
financial flexibility of the firm should be influenced by the firm’s 
financial standing in prior periods. Ang and Smedema (2011) proved 
that firms manage financial flexibility to prepare for a downturn. 
Given such anticipatory behaviour, the prior period level of financial 
flexibility should impact the firm’s current financial flexibility levels. 
  
 
 

Abbreviation Variable  Measurement  
PP PP conflict  Percentage of shares held by 

substantial interests 
(shareholders with greater than 
5% shareholdings)  

   
FF Financial 

flexibility 
(1.2 x Working Capital scaled 
by total assets) + (1.4 x retained 
earnings scaled by total assets) 
+ (3.3 x Earnings before interest 
and taxes scaled by total assets) 
+ (0.6 x Equity scaled by total 
liabilities) + (sales scaled by 
total assets) 

   
firm_age Firm age  Number of years of 

incorporation  
fin_cons Financial 

constraints  
KZ index  

growth_opp Growth 
opportunities  

Market to book ratio  

size Firm size  Log of revenues  
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Results 

Eviews statistical software was used to test the following model that resulted 
from the hypothesis development:

 

Correlations and Descriptive Statistics

Pearson’s correlations were conducted between the variables used in the 
regression analyses. This analysis revealed significant results at the 1 per 
cent and 5 per cent levels of significance (see Table II). 

Descriptive statistics showed that the firms across these three exchanges 
exhibited an average age of 67 years, a mean ownership concentration of 59 
per cent, and a mean financial flexibility score of 3.66. 

Table II: Pearson’s Correlations and Descriptive Statistics
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Correlations and Descriptive Statistics 

Pearson’s correlations were conducted between the variables used in 
the regression analyses. This analysis revealed significant results at 
the 1 per cent and 5 per cent levels of significance (see Table II).  
 
Descriptive statistics showed that the firms across these three 
exchanges exhibited an average age of 67 years, a mean ownership 
concentration of 59 per cent, and a mean financial flexibility score of 
3.66.  
 
Table II: Pearson’s Correlations and Descriptive Statistics 

  OWN_CONC FF FIN_CONS FIRM_AGE GROWTH_OP SIZE 
FF Pearson 

Correlation .024           

Sig. (2-
tailed) .682           

FIN_CONS Pearson 
Correlation -.004 -.024         

Sig. (2-
tailed) .944 .672         

FIRM_AGE Pearson 
Correlation -.135* -.125* .069       

Sig. (2-
tailed) .019 .018 .229       

GROWTH_OP Pearson 
Correlation .143* -.020 .145* -.055     

Sig. (2-
tailed) .016 .724 .015 .333     

SIZE Pearson 
Correlation -.186** -.083 -.023 .096 -.045   

Sig. (2-
tailed) .001 .127 .695 .077 .439   

RECESSION Pearson 
Correlation .113 -.056 -.056 .045 .081 .021 

Sig. (2-
tailed) .050 .291 .328 .394 .154 .700 

*. Correlation is significant at the 0.05 level (2-tailed). 
**. Correlation is significant at the 0.01 level (2-tailed). 
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Model Testing

For the regression analysis conducted, collinearity statistics were examined 
and no multicollinearity was identified. Given the dynamic nature of the 
regression model, the testing was conducted using Arellano and Bond (1991) 
2-step Generalised Methods of Moments (GMM) estimators with White 
robust standard errors to account for heteroskedasticity. Given the cross-
sectional nature of the dataset, panel data testing was necessary to control for 
all the unobserved variables and individual heterogeneity. 

Financial flexibility was regressed on PP as represented by the percentage of 
owners with substantial interest. In agreement with the hypothesis proposed, 
PP conflict was found to be a significant predictor of the firm’s level of 
financial flexibility (β = -.0546, p < .05). The control variables used were 
all also significant predictors of the firm’s financial flexibility score. Size, 
growth opportunities, and firm age exhibited a positive relationship with the 
level of financial flexibility. Financial constraints and recessionary conditions 
showed significant negative relationship with the level of financial flexibility. 
No evidence of second order serial correlation was noted.

Analysis of Results

From the results of the model testing, it is apparent that in the Caribbean, high 
levels of ownership concentration negatively impact the financial flexibility of 
the firm. This is not surprising given the low corporate governance levels that 
have been found in the Caribbean (La Porta et al. 2006). Such an ineffective 
corporate governance environment may be allowing concentrated owners to 
operate to the detriment of minority shareholders. These findings show some 
agreement with many researchers who associated asset expropriation with 
block holder ownership structure. Some opponents of this position may use 
successful conglomerates in the Caribbean, such as Goddards Enterprises, 
as evidence of concentrated ownership auguring well for companies within 
the region. However, these may in fact merely be curious exceptions to these 
findings.

Maury and Pajuste (2002) argued that dominant shareholder influence leads 
to diversion of cash for private benefits, and lower dividend payouts. Such 
actions would indeed lower the level of financial flexibility by removing 
valuable liquidity resources from the firm, and raising the firm’s cost of 
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equity.  The findings of Maury and Pajuste (2005) also give credence to 
the findings of this study. They posited that managers lower cash levels 
in dominant shareholder firms in order to reduce minority fears of asset 
misappropriation. While this may pacify minority shareholder fears, lower 
cash levels negatively affect the financial flexibility of the firm.  These 
findings also call into question the findings of Ozkan and Ozkan (2004) who 
stated that managerial decision-making does not change under blockholder 
ownership. In the Caribbean, given the results of this current study, it does 
indeed suggest that managers’ decision-making is altered by the presence of 
a substantial shareholder.

Given the other main components of financial flexibility, the significant 
negative relationship between PP conflict and financial flexibility maybe due 
to a decline in the overall internal funds position of the firm. The internal 
funds position of the firm is impacted by the overall firm performance. Any 
decrease in internal funds therefore is a negative signal of the performance 
of the firm. Hence the dominance exhibited by block holders may be causing 
poor decision-making, and further, poor firm performance. According to 
the work of Eisenberg et al. (1998), Reese and Weisbach (2002) and Mak 
and Kusnadi (2005), it is evident that shareholder dominance may result 
in improper financial-decision making due to the composition of the 
board.  Llewelyn and Muller- Kahle (2012) suggested that where there is 
the presence of a dominant family block holder, PP conflict may result in 
non-value maximising decision-making. Their rationalisation stated that 
the existence of PP conflict led to non-value maximising decision-making 
through the alteration of the corporate governance process (Young et al., 
2008). 

Muller-Kahle and Lewellyn (2011) also found that there was a relationship 
between board configuration and the degree of risks embarked upon by the 
firm. It is possible that such risky decision-making may negatively impact 
the overall return of the firm, and the company’s internal funds position. 
Reese and Weisbach (2002) argued that where boards have a mainly 
dependent director composition, decision-making is negatively skewed. 
This was supported by Dahya and McConnell (2007) and Black and Kim 
(2012) who found that board dependence led to an overall decrease in firm 
value. Reese and Weisbach (2002) further argued that where firms with 
concentrated ownership had extremely large boards, decision-making was 
negatively affected. 
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Unused debt capacity is also a main determinant of financial flexibility. 
The negative relationship yielded from the testing performed in this study 
may be caused by low levels of unused debt capacity, which decrease the 
financial flexibility of the firm. It is expected that PP conflict will lead to 
higher equity costs and higher debt levels due to minority shareholder fears 
of expropriation (Maury and Pajuste, 2005). These findings in the Caribbean 
context are in alignment with the proposed conceptual model of this study, 
and show some support for the arguments of Berglof (1991) and Heinrich 
(2000), who viewed ownership concentration as leading to increased 
leverage.  According to Heinrich (2000), the use of higher leverage as a form 
of firm financing in the Caribbean may be a governance mechanism, which 
increases the majority owner’s appetite for risks, and introduces additional 
monitoring requirements through the banks and other creditors.  Indeed, the 
results of this study imply that poor monitoring may be leading to lower firm 
performance and lower levels of financial flexibility.

Table III: Results of Model Testing: PP Conflict on FF 

Implications

The investigation of financial flexibility under PP conflict in the Caribbean 
has revealed some critical implications for the corporate governance of firms 
in emerging and developing economies. While there are many prior studies 
that have examined PP conflict and its impact on business strategies and 
management of the enterprise, no studies have been yet advanced which 
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Implications 
 
The investigation of financial flexibility under PP conflict in the 
Caribbean has revealed some critical implications for the corporate 
governance of firms in emerging and developing economies. While 
there are many prior studies that have examined PP conflict and its 
impact on business strategies and management of the enterprise, no 
studies have been yet advanced which consider the effect of 
shareholder dominance on the maintenance of financial flexibility. 
This research will be capable of informing not only academia, but 
practitioners in these economies.  

Table III: Results of Model Testing: PP Conflict on FF

Variables Coefficient standard error t-statistic p-value 

PP -0.5423 0.1647 -3.292 0.0012 

SIZE 0.7722 0.0847 9.1102 0.0000 

FIN_CONS -0.0038 0.0000 -56.849 0.0000 

RECESSION -0.5276 0.0138 -38.232 0.0000 

GROWTH_OP 0.3762 0.0134 28.021 0.0001 

FIRM_AGE 0.0592 0.0019 29.714 0.0000 

AR(1) 0.0000 

AR(2) 0.0963 

Sargan Test (p-value) 0.4193 
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consider the effect of shareholder dominance on the maintenance of financial 
flexibility. This research will be capable of informing not only academia, but 
practitioners in these economies. 

The findings of this study show that the existence of concentrated ownership 
structures in the Caribbean have a negative impact on the management of 
financial flexibility in the Caribbean, through its ability to impact the main 
determinants of financial flexibility. These determinants include liquidity, 
internal funds, and unused debt capacity. Although majority shareholders in 
the Caribbean may argue that they enhance the financial management of the 
firm through improved monitoring, this study yielded results to the contrary.  
Contemporary research argues that financial flexibility is critical for the 
survival of the firm, especially during economic hardship. In an economy 
such as the Caribbean, with constrained capital market conditions, it is 
expected that financial flexibility would be even more vital to firm viability 
and growth. Policymakers and practitioners alike should pay attention to 
these findings, and ensure that corporate governance policies, once enacted, 
are enforced. This should result in effective and efficient management of the 
business, and increase the firm’s chances of long-term survival and growth. 

This research informs the argument surrounding the convergence of 
worldwide corporate governance policies, which has been driven by the 
emergence of the global marketplace and internationalisation of financial 
markets (Rubach and Sebora, 1998; Carati and Rad, 2000). Although 
cross boundary transactions and investment dictate a need for standards of 
governance, this study investigates whether or not the mechanisms needed to 
attain these acceptable standards may need to be different due to the different 
governance issues that exist across markets. The conduct of this research 
follows on the findings of many other researchers who have found that 
corporate governance problems maybe unique (Huntington, 1996; Young et 
al., 2004) based on the differences in the underlying cultural dimensions, 
legal frameworks and ownership structures (Denis and McConnell, 2003). 

Conclusions, Limitations and Areas for Future Research

In summary, the results of the testing of this model show that the PP conflict 
of high ownership concentration is negatively impacting the overall financial 
flexibility of Caribbean firms.  The conduct of such test in a transition 
economy set the groundwork for corporate governance reform in the region. 
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However, it is imperative that further studies on financial flexibility in the 
Caribbean be performed before more stringent and protective corporate 
governance policies are legislated.

This study used a composite measure as suggested by Bancel and Mittoo 
(2011) to test financial flexibility. They originally suggested this measure 
based on studies performed in developed jurisdictions.  It is however 
imperative that the determinants of financial flexibility be examined in the 
Caribbean, as this would assist in concluding on the appropriateness of using 
Bancel and Mittoo’s (2011) measure. This testing of the determinants of 
financial flexibility in the setting of firms in transition economies would 
show consideration for the uniqueness of individual markets. It is possible 
that in the Caribbean, higher levels of emphasis maybe given to liquidity as a 
form of financial flexibility, since firms are sometimes faced with restrictive 
credit conditions. Hence, the weights applied in Bancel and Mittoo’s (2011) 
financial flexibility score may not be appropriate for use in a Caribbean 
context. Once the determinants of financial flexibility in the Caribbean 
have been ascertained, research should also test the impact of PP conflict on 
each individual component of financial flexibility, instead of simply using 
a composite measure. This would enable researchers to understand exactly 
how high ownership concentration is leading to low levels of financial 
flexibility. Policymakers would also be more equipped to formulate suitable 
governance policies, as laws designed for use in developed markets may 
prove to be counterproductive in emerging markets, and further limit the 
growth of capital markets in the Caribbean.

Further research is also needed to ascertain the final impact of high ownership 
concentration on the value of firms in the Caribbean and other transition 
economies. This may be accompanied by qualitative research, which would 
assist in understanding the motivations behind the results produced from 
quantitative testing in the region. These findings will allow researchers to 
conclude on the full impact of concentrated ownership structures on firm 
performance and value.  
   
This research will inform the strategic financial decision-making of the 
firm, since the impact of ownership concentration on the firm’s overall 
financial policies may at times be ignored. The importance of this cannot 
be overly emphasised since the advancement of capital markets in emerging 
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and developing economies, depends on the ability of corporate governance 
mechanisms to create confidence amongst potential investors.
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Abstract

This paper examines the risk reporting practices in the annual 
reports of Barbadian public limited companies for the year 
ending 2010. The study’s sample comprises the twenty-two (22) 
companies listed on the Barbados Stock Exchange.  Following 
a content analysis, the annual reports of the selected companies 
are examined, using a relatively under-utilised coding approach 
by Lajili and Zeghal (2005). Findings show that risk reporting in 
Barbadian public limited companies falls short in providing useful 
information to investors and other interested parties preventing 
them from correctly assessing a company’s overall risk profile. 
Additionally, we find that risk disclosures are done on a voluntary 
basis since there are no regulations in place that mandate the 
disclosure of risks. The paper reveals that risk reporting by 
Barbadian public limited companies needs improving if users 
are to make fully informed and effective investment decisions. 
Such improvement can bolster investor confidence and trust in 
the information presented to them in the annual reports from 
which they make their evaluations. This study fills the paucity of 
research on risk management disclosures in the Caribbean.

Key words: Risk Management, Risk Disclosures, Annual Reports, 
Public Limited Companies, Content Analysis
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Introduction

Uncertainty is an inherent feature of business. In assessing the suitability for 
investment in a company, investors and other interested parties are left to rely 
on  their evaluation of the current and future risk position of the company. It 
is therefore not surprising that the debate surrounding risk disclosures in a 
company’s annual report has gained substantial interest, as these disclosures 
are considered an integral component in a company’s annual report, hence 
the push toward improved information disclosures in published accounts.  
The more traditional financial sections of reporting are deemed inadequate 
(Maines, Bartov, Fairfield, Hirst, Iannaconi, Mallett, Schrand, Skinner and 
Vincent, 2002). Since the global financial crisis, risk disclosures within 
annual reports have been in the spotlight with increased scrutiny being 
placed on the inadequacies of risk-related disclosures.

The argument essentially highlighted by Lajili and Zeghal (2005) is that 
risk disclosures provide guidance to investors and other interested parties 
in evaluating management’s ability and/or effectiveness to deal with 
market volatility and business uncertainty. Parties would then have the 
knowledge and aptitude to ascertain their impact on the economic value 
and growth of the company (Rajan and Zingales, 1998). The objective is 
to promote transparency and reduce information asymmetries. Linsmeier, 
Thornton, Venkatachalam and Welker (2002) highlight that the disclosure 
of these risks, assists in reducing the uncertainty of investors and minimises 
diverse opinions in the market value of a company. The broad idea is that 
the more informed investors are of the risks being faced by a business, the 
less uncertainty and risk is faced by the investor. This should attract more 
investment, more liquid markets and higher risk-adjusted returns.

Beretta and Bozzolan (2004) look at the quality of risk being disclosed in 
annual reports and find that there is a general noncommuncation of the impact 
these risks had on firms quantitatively. They also highlight that companies are 
not willing to indicate the positive or negative  impact of future risks, rather 
they are more willing to show past and present risks experienced (Beretta 
and Bozzolan, 2004). Annual reports do give some input into the risks faced 
but not enough as highlighted by Linsley and Shrives (2006). Linsley and 
Shrives (2006) conclude that the information disclosed is not communicated 
in a comprehensive way so that shareholders could understand. It lacked 
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detailed discussions on the risks that threaten the company and the strategies 
that directors are taking to counter these risks (Linsley and Shrives, 2006).

However, risk disclosure comes with certain risks within itself and can be 
costly to the company (Botosan, 1997). Management may perceive that 
formulating disclosures takes a considerable amount of time to put the 
information together for distribution. Managers may also view disclosure 
as providing competitors with sensitive information to the detriment of their 
company. It may also be perceived that too much risk disclosures can lead 
to the company being sued, therefore making managers reluctant to set risk 
disclosure standards which they might not be able to maintain.
  
Companies produce two (2) types of information in their corporate annual 
reports: (a) the mandatory information created by accounting practices such 
as the International Accounting Standards (IASs), and (b) discretionary 
information which is contextual in nature (Cronje, 2008).  Contextual 
information will ‘produce information about the business environment and 
provide an operating and financial review, strategic overview, forward-
looking information, key performance indicators and information on 
corporate governance and transparency, all of which are needed to obtain a 
complete understanding of a company’s performance and position’  (Gouws 
and Cronje, 2008, p.109).   

The topic of risk reporting has received significant interest from a number of 
professional bodies such as the Institute of Chartered Accountants in England 
and Wales (ICAEW), who have taken the pioneering role as it relates to the 
provision of improved risk disclosures. Additionally,  the increased emphasis 
on risk disclosure practices has also attracted academic interest. Worldwide, 
various approaches have been taken to address the issue. Nonetheless, even 
with increased regulatory and investor interest, the disclosure of risks and risk 
related information remains sketchy and the problem is further compounded 
by the lack of a standardised approach to risk disclosures. 

Barbados, a former British colony, is a small island of 166 square miles with 
a population of over a quarter million living in a stable democratic society. 
The economy is vastly made up of financial, retail and distribution, tourism 
and agriculture sectors, and a thriving international business sector.  The 
22 public limited companies chosen are regulated by the Barbados Stock 
Exchange, and follow the Barbados Companies Act which sets out the 
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rights and responsibilities of directors, shareholders and companies. These 
companies are audited by international auditing firms, with auditing staff as 
well as accounting staff in the public limited companies, being members of 
the Institute of Chartered Accountants of Barbados (ICAB) and professional 
accounting bodies in Canada, United Kingdom (UK) and United States of 
America (USA). 

In Barbados, in the absence of local financial reporting standards, companies 
are encouraged to prepare financial information and other reports in accordance 
with appropriate international accounting standards.  In relation to Barbados’ 
public limited companies, there are no set mandatory requirements for the 
disclosure of risks. However, the preparation of the consolidated financial 
statements are influenced by the International Financial Reporting Standards 
(IFRS) which have their own rules for risk disclosure.   

Purpose of Study 

Most of the risk disclosure literature has focused on developed countries, 
(Alim and Konishi, 2005; Linsley and Shrives, 2000, 2005, 2006).  The 
literature on developing countries however is much smaller (see Kongprajya, 
2010). To the best of our knowledge, there has been no research on risk 
management disclosures in the Caribbean, and this paper attempts to fill 
this research void. Given the widespread concern about the inadequacies of 
risk disclosures within annual reports, and the recent demise of CLICO1, the 
preparation of this paper with explicit focus in Barbados is of much interest 
to stakeholders.  In addition, given the importance of such information 
and the lack of empirical studies from a Caribbean perspective , this paper 
can contribute to the body of literature on risk disclosures in emerging 
economies. 

Are the risk disclosure practices in developing countries similar or different 
to those of developed countries? The main objective of this study is to 
survey the way management communicates risks and the different categories 

1Colonial Life Insurance Company Limited (CLICO), a Caribbean conglomerate with diverse operations 
in the areas of insurance, investment and construction, collapsed in 2009, with many policyholders and 
investors being unable to recover their investments. Criticisms have been raised about its management 
structures and investment strategies (Soverall, 2012).
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of risks being reported by companies. The study encompasses all types of 
risk categories disclosed, however, particular focus is also placed on non-
financial risk categories such as operational risk and regulatory risk, since 
this information is deemed more valuable to infer about a company’s total 
risk exposure.  

The results of this study have the potential to provide recommendations to 
shareholders, creditors and the companies themselves. Results can be utilised 
to promote transparency and improve disclosure quality by identifying 
areas where information asymmetries can be reduced, and risk and risk 
management disclosures can be improved where they are inadequate. It can 
also provide useful information to investors and other interested parties and 
also suggest areas that need further development.

The paper is structured as follows: The first section presents the literature 
review, which is followed by a section which discusses the research 
methodology used. The next section presents the findings. The final section 
concludes the paper.  

Literature Review

Definitions and Interpretations of Risk

According to the Financial Reporting Standards 5, risk can be defined as 
‘uncertainty as to the amount of benefits. The term includes both potential 
for gain and exposure to loss’. (Accounting Standards Board, 1994, p.9).  
Lupton (1999) highlighted that risk is broadly used in daily language, as a 
replacement of using words such as hazard, threat or harm. When compared 
to definitions in finance textbooks, ‘risk’ is normally defined as referring to 
a set of outcomes arising from a decision that can be assigned probabilities, 
whereas ‘uncertainty’ arises when probabilities cannot be assigned to the set 
of outcomes (Watson and Head, 1998).
 
Risk disclosure, is defined as ‘the communication of information concerning 
firms’ strategies, characteristics, operations, and other external factors 
that have the potential to affect expected results’ (Beretta and Bozzolan, 
2004, p.269). Risk disclosures seek to inform a reader of an opportunity 
or prospective opportunity, or a situation that is hazardous, harmful or 
dangerous, that may or may not result in a threat or an exposure of some kind 
that has already affected or is about to affect a company in the future or seeks 
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to inform of the ongoing management of any such opportunity, prospect, 
hazard, harm, threat or exposure (Linsley and Shrives, 2006).

Risk management deals with the methods and processes used by organisations 
to manage risks (or capture opportunities) that will aid in achieving certain 
objectives (Lajili and Zeghal, 2005). Risk management is an important 
part of internal control and governance and may be viewed as a way to 
judge the performance of management in meeting its objectives, in light 
of the uncertainties and risks of the firm’s day to day operations and global 
environment (Lajili and Zeghal, 2005). Therefore, Lajili and Zeghal (2005) 
suggests that the risk management process includes:  a) careful identification, 
measurement, and assessment of risk types and contingencies faced by firms,  
b) formulating a response to risk,  and c) monitoring and testing the risk 
response model to ensure that it can still handle the uncertainty.

An investor should be fully aware of risky information so that better informed 
decisions can be made using all relevant information. Risk disclosure is 
practiced more in developed countries than in developing countries because 
of the existence of regulations that are more defined, and thus causes risk 
disclosure to be a mandatory process to benefit stakeholders (Amran, Bin 
and Hassan, 2009).

Prior Frameworks on Risk Disclosures

The American Institute of Certified Public Accountants (AICPA, 1994) 
proposed a framework for voluntary disclosures which aimed to improve 
the quality and the effectiveness of financial reporting for investors. 
Companies are advised to disclose data and information along five sections: 
‘financial and nonfinancial data; management’s analysis of financial and 
nonfinancial data; forward-looking information; information on managers 
and stakeholders; and company background’. 

ICAEW (2002) proposes a framework which takes into account the various 
risk disclosures required by some accounting standards such as Segmental 
Reporting (the disclosure about the different classes of business and 
their geographical location); Capital Instruments (debt/equity ratios to be 
comparable and consistent between companies); and FRS 13: Derivatives 
and other Financial Instruments (the disclosure of risk information about the 
impact of financial instruments).  
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Quite similar to the ICAEW, the Canadian Institute of Chartered Accountants 
(CICA) supports the need for improved disclosure of risk information 
and issued pronouncements setting guidelines for the disclosure of risk 
information.  CICA  in Section 3860 of the document recommends that 
‘a company should disclose its principal risks and describe related risk 
management systems to enable Management Discussion and Analysis 
(MD&A) report readers to understand and evaluate the company’s risks and 
its decisions regarding the management of such risks’ (CICA, 2002, p.48).  

The CICA Handbook (section 3860, paragraph 43), also highlights that 
‘entities are encouraged to provide a discussion of the extent to which 
financial instruments are used, the associated risks and the business purposes 
served’. Other sections encompass more details on the components of risk 
disclosures, such as foreign currency translations and changes in foreign 
operations, different segments of disclosure, and on the circumstances in 
which to measure the uncertainty of risk disclosures.
 
Clarkson, Kao and Richardson (1999) describe MD&A disclosures as not 
only providing new, supplementary, and useful information particularly to 
investors, but also to financial analysts, and thus show a part of the company’s 
general disclosure policy. Nonetheless, Lajili and Zeghal (2005) further 
highlight that  the CICA framework provides a list of risks that includes 
currency risk, price risk, interest rate risk, credit risk, market risk, liquidity 
risk and cash flow risk.  

The International Financial Reporting Standards 7 requires companies to 
make disclosures that will enable users to evaluate the significance of financial 
instruments relative to the company’s financial position and performance. 
Additionally, it requires companies to make disclosures that help users to 
understand the nature and the extent of risks the company is exposed to as 
a result of these financial instruments.  These risks include liquidity risk, 
credit risk and market risk (PricewaterhouseCoopers LLP, 2012).

Beretta and Bozzolan’s (2004) framework uses the guidance of voluntary 
risk reporting issued by professional bodies such as AICPA (1994), CICA 
(2001), Financial Accounting Standard Board (2001), and ICAEW (2002). 
The framework encompasses strategy company characteristics, technological 
structure, organisational structure, and the business processes environment 
around the company (Beretta and Bozolan, 2004, p.270).  Amran et al. 
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(2009) propose a framework which measures financial risk, operations risk, 
empowerment risk, information processing and technology risk, integrity 
risk and strategic risk.

Abraham and Shrives’ (2014) framework examines whether or not the risk 
disclosures are precisely for the company, and if the type of risk disclosed 
had changed over time. Abraham and Shrives (2014) find that managers 
generally disclose risk but these disclosures often do not coincide with the 
risk that the company is facing. This is seen as ‘symbolic window dressing’ 
(Carruthers, 1995, p.315), since the disclosure is not likely to be useful to 
the reader. 

Nelson and Pritchard (2015), using a similar framework adapted from 
the Private Securities Litigation Reform Act of 1995, find that firms with 
a significant amount of litigation risk disclose more, revise disclosures 
annually and the information presented is easy to understand. Nelson and 
Pritchard (2015) also find that firms that have low risk are less sensitive to 
changes that expose them to litigation. 

Prior Literature on Risk Disclosures

The debate on risk disclosure received increased interest from the corporate 
world and other concerned authorities with the benchmarking study done by 
the Institute of Chartered Accountants of England and Wales (ICAEW) in 
1997.  ICAEW (1997) stresses the need for directors to provide improved risk 
and risk management information to investors within their annual reports.  
ICAEW (1997) promotes the voluntary disclosure of risk information by 
public limited companies, and suggests that the information provided should 
be of real benefit to investors and companies.

Botosan (1997) finds no evidence of a relationship between cost of capital 
and the level of risk disclosures for firms with high analyst following Linsley 
and Shrives (2000, 2005) highlight that providing forward-looking risk 
information is very useful to investors. Dietrich, Kachelmeier, Kleinmuntz 
and Linsmeier (2001) agree with this sentiment, but add that transparent 
risk disclosures could lead to an improvement on the market’s efficiency. 
Beretta and Bozzolan (2004), who conducted a study on non-financial 
listed companies, find a positive relationship between risk disclosures and 
company size. However, they argue that as it relates to risk dislosures by 
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public companies, attention should be focused not only on how much is 
disclosed but also on what is disclosed and how it is disclosed. 

Alim and Konishi (2005) suggest that a number of benefits a company could 
reap as a result of enhancing a company’s risk reporting are a) providing 
practical forward-looking information, b) reducing the cost of capital, c) 
encouraging better risk management, d) ensuring the equal treatment of 
all investors, e) improve accountability for stewardship, f) creating better 
investor protection, and g) enabling the usefulness of financial reporting. 
Additionally, Alim and Konishi (2005) find that the risks disclosed are 
mostly qualitative in nature and the majority are mainly explanations of 
general risk management policies.  These findings are consistent with the 
findings of  Lajili and Zeghal (2005), who based on their risk assessment 
analysis of a sample of Canadian companies, determined there was a limit 
to the usefulness of risk disclosures due to the lack of uniformity, clarity and 
quantification. 

In the corporate world, Mallin (2007) states that investors look to a 
company’s published annual report as a means of providing information 
on the company’s financial stability and outlook in the foreseeable future.  
Alim and Konishi (2005) suggest that for better corporate governance, risk 
disclosure is very important for both the stakeholders and the company. They 
posit that investors will want to see a company’s risk position through the 
eyes of management and also be assured that their stake in the company is 
intact. Alim and Konishi (2005) also note that investors desire to know the 
details of risks faced and management’s capability of managing those risks. 

Kongprajya (2010) examines risk reporting in the annual reports of thirty 
(30) listed companies in Thailand, and concludes that risk information 
disclosures can enhance decision making for users and also alleviate the issue 
of asymmetric information. These findings support the results of  Linsley, 
Shrives and Crumpton (2006), and specifically identify the neutrality of 
disclosures as an area that needed improvement.  
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Volume2, Location, and Risk Management Sources and Strategies

Beretta and Bozzolan (2004) argue that since there is no regulation on this 
topic, the disclosures about risks are most often voluntary, and not as a result 
of rules that may impact the disclosure content and the presentation of the 
information. Linsley and Shrives (2000) share this view citing regulation 
as a strong argument for the supply of risk information.  However, Healy 
and Palepu (1993) and Arshad and Ismail (2011) highlight that mandatory 
disclosure requirements, although playing an important role, can be somewhat 
restrictive and thus limit managers’ ability to effectively communicate to 
outside investors. 

The majority of literature which researched voluntary risk disclosures 
has focused on quantity and has used it as a stable proxy for the quality 
dimension of disclosure (for example. Lajili and Zaghal, 2005; Linsley and 
Shrives, 2000). However,  Linsley and Shrives (2000) find that even though 
companies have the opportunity to disclose their risk information voluntarily, 
few have done so.

Lajili and Zeghal (2003) examine the MD&A of 300 Canadian listed 
companies and find that voluntary risk disclosures are not only mostly 
qualitative but that the annual reports also lacked specificity and depth. 
Linsley et al. (2006) discuss risk disclosures and note that although the 
ICAEW (2002) is aware that companies provide risk disclosures due to 
mandatory obligations, these risk disclosures are only provided in discrete 
areas, and thus are deemed inadequate.

Hirtle (2007) examines disclosures related to market risks and finds that 
increased market risk disclosure is positively related to lower future risks.  
Hirtle (2007) suggests that greater disclosure is associated with more 
efficient risk taking. Conversely, Linsley and Shrives (2002, 2003) provide 
evidence of the positive relationship between the volume of risk disclosures 
and company size, that is, the larger the company, the higher the volume 
of risk disclosure provided.  In essence, it can be argued that the size of 

2Volume of risk disclosure is measured by the amount of words and sentences that is used in for disclosures 
by companies (Lajili and Zeghal, 2005).
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a company is the key driver affecting the level of risk disclosure and not 
the company’s risk level (Linsley and Shrives, 2005).  Support comes from  
Horing and Grundl (2011) who confirm these results.  

In the UK, Linsley and Shrives (2005) identify 6,168 risk sentences that 
highlight financial risk as the most frequent type of disclosure with strategic 
risk and integrity risk following closely behind. This result is supported by the 
results of Kongprajya (2010) in Thailand. These findings are also consistent 
with the findings of Lajili and Zeghal (2005) who identify financial risks as 
the risk type with the highest disclosure volume, followed by market risk. 
On the contrary, Linsley et al. (2006) find that the highest risk disclosures 
are credit risk, followed by capital risk structure, adequacy risks and market 
risk. 

Lajili and Zeghal (2005), analysing the annual reports of TSE 300 Canadian 
companies, find that 85.09 per cent of the sample make disclosures only in the 
MD&A section, while 82.46 percent of companies choose to disclose in the 
notes to the accounts only; and 67.55 per cent disclose in both sections. The 
researchers also highlight that the most frequently mentioned information 
as it relates to operations in foreign currencies, are the tools used for risk 
management such as hedging using forward options, futures and swap 
contracts. Other risks highlighted are credit risk and market risk. 

Dobler, Lajili and  Zéghal (2011) find that the most consistent pattern of 
risk disclosure is in management reports specifically on financial risk 
categories. Beretta and Bozzolan (2004) and Rajab and Handley-Schachler 
(2009) highlight that the reporting of risk varies among industry sectors. 
Beretta and Bozzolan (2004) find that firms concentrated more on disclosing 
risky information from past and present risks as opposed to those they 
will experience from future risks. However, Linsley and Shrives (2005) 
emphasise that companies provide minimal disclosure of quantified risk 
information and risk disclosures consist mainly of generalised statements of 
risk policies.    

Linsley et al. (2006) highlight the reluctance of directors to provide detailed 
risk and risk management information if it is considered too commercially 
sensitive, and thus potentially valuable to competitors. Critics argue that 
directors may expose themselves to potential legal claims from investors 
who have acted upon this type of information since forward-looking risk 
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information is inherently unreliable, especially if a safe harbour provision3  
does not exist (Linsley and Shrives, 2005; Rajab and Handley-Schachler, 
2009). As it stands, investors and other interested parties external to the 
company have limited knowledge of the risks faced by the company (Linsley 
and Shrives, 2000). 

Lajili and Zeghal (2005) identify financial risk and its components, although 
frequently disclosed are more identifiable in those companies that trade 
significantly in foreign currencies. The authors further find that although 
credit risk is the most important component disclosed out of financial risk, 
market and commodity risk is the second most disclosed source of risk. In 
order to mitigate these risks, Lajili and Zeghal, (2005) argue that companies 
resort to controlling and reducing cost, focusing on customer loyalty 
programmes, product innovations and developed skills in order to manage 
change. Commodity risk on the other hand, is mitigated by the use of financial 
instruments such as forwards or futures (Lajili and Zeghal, 2005).

Lajili and Zeghal (2005) also find other sources of risk information disclosed 
include environmental risk and the strategies used to manage them. These 
include identifying procedures on how to manage environmentally sensitive 
information and monitoring of staff. Risk to companies also come from 
changes in government laws, regulations, and taxation 

Based on the above literature review, the paper explores the following 
research questions (RQ): 
RQ1: What is the volume of risk disclosures in the annual reports of 
Barbadian public limited companies?
RQ2: What is the location and relative disclosure frequency for risk 
disclosures in the annual reports of Barbadian public limited companies?
RQ3: What are the risk sources and management strategies disclosed in the 
annual reports of  Barbadian public limited companies?

3Safe harbor provision is defined as a protection of companies against liability for forward-looking 
statements disclosed once it includes ‘meaningful cautionary statements identifying important factors 
that could cause actual results to differ materially from those in the forward looking statement’ (Private 
Securities Litigation Reform Act, 1995). This safe harbor provision is seen as an incentive for public 
companies to disclose risky information.
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Research Method

For this study, content analysis is used on published annual reports of 
public limited companies.4 The selected annual reports are for companies 
with financial years ending in 2010. There are varying methods that can 
be employed to analyse annual report narratives. These include disclosure 
indices, subjective analyst ratings, readibility studies, content analyses and 
linguistic analyses as highlighted by Beattie, McInnes and Fearnley (2004).  
However, in assessing risk disclosures, content analysis is the most and 
common and widely used method of analyses (Hackston and Milne, 1996).  
Therefore, similar to other studies on risk reporting practices, a content 
analysis approach is adopted to analyse risk disclosures in the current 
study.

We acknowledge that there may be some arguments that content analysis 
which uses the quantity of disclosure, may not be used as a valid proxy for 
the quality of disclosures (Beretta and Bozzolan 2004).  Nevertheless, since 
the main focus of this study is to investigate the nature and the extent or 
amount of disclosures identified and not the quality of risk disclosures, this 
method of content analysis is chosen.  

Krippendorff (2012) explains that content analysis is a type of method used 
to look at data, materials that have been printed, images that are captured or 
texts written. This is done so that the information can be better understood, 
which may also assist in helping to identify what they can be used for or 
prevent from occurring, and finally, determining what the information on 
hand means to a group of persons. Milne and Adler (1999) highlight that 
this research method is mostly used to assess an organisation’s social and 
environmental disclosures.  Weber (1990) argue that content analysis is a 
method of codifying the text into various categories. Weber (1990) further 
argue that this method allows for objective, valid and replicable inferences 
to be made from the text in the reports.

4Stittle (2003) describes the annual report as a public document that is a financial and narrative report, 
mandated by legislation which provides information for the previous twelve (12) months of a company’s 
trading activities and it’s position at the year end. He furthers that it is not only used as a means of 
furthering accountability but it is also used to communicate an image projection for all companies as 
organisations are focused on making statements, creating an image and constructing a presence to the 
wider world to which it provides the annual report.
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Content analysis can be classified as either a quantitative or qualitative 
method, as it uses textual data as a form of analysis and quantifies it. This 
method has varying techniques or measures, which includes the usage of a) 
the number of words, b) sentences and c) page proportions. Hackton and 
Milne (1996) test all three measures and conclude that they produce the 
same results, thus revealing reliability of the measure.

The approach used in this study is similar to that adopted by Lajili and 
Zeghal (2005) who, highlight that risk disclosures, particularly the non-
financial types are mainly disclosed qualitatively and the use of content 
analysis would capture the extent and volume of such disclosures. Prior 
literature has used content analysis via the use of risk sentences and words 
to measure risk disclosures (Linsley and Shrives, 2005; Lajili and Zeghal, 
2005). The range of risks examined in this study is also based on Lajili and 
Zeghal’s (2005) framework. The majority of the disclosures are qualitative 
in nature. The major types of risk disclosure categories which includes 
financial, operational, and technology risks can be found in Table 5. To 
improve reliability, a pretest is done and a checklist and decision rules are 
developed.  

Sample

The target population for this study is obtained from the Barbados Stock 
Exchange. It includes all the companies listed on the stock exchange which 
resulted in a sample size of 22 companies. The annual reports of these 
companies are used to form the basis of the content analysis. The Barbados 
Stock Exchange’s website provides links to each of the annual reports for 
the selected companies which makes each report available for download. 
We also visited the companies’ websites for any additional information. The 
study focuses specifically on the annual reports for the financial year ending 
2010.  Table 1 shows the list of selected companies.

In this approach, the risk disclosure by the companies listed on the Barbados 
Stock Exchange are examined to ascertain the intensity and the nature of risk 
related information.  The volume of such disclosures as well as the location 
of this information are also analysed. This enables the identification of the 
companies that disclosed risk information within their annual reports as well 
as how much is disclosed and where they choose to report this information.
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Data Analysis

Using the content analysis approach, the annual reports for the selected 
companies in the sample are read. Following  Lajili and Zeghal (2005), 
disclosure scores for the selected companies are computed by using a 
scoring and measurement worksheet which totals the number of words and 
sentences used to disclose risk related information in each annual report.  
Risk information identified is coded as well as the categories of risks 
reported.  The coding scheme is shown in Table 5. We set out the procedures 
used to answer the three research questions.
  
Procedure 1: To answer research question 1, each company with risk 
disclosures are given a 1. If there is no disclosure, a company is given a 
0.  For each risk-related sentence, the number of words used and each risk 
category identified are marked on the worksheet .  The number of words and 
sentences are then totaled for each company in order to compute the volume 
of disclosure for that particular company.  

Procedure 2: To answer research question 2, we code the information about 
the location of disclosures. A company is given a Y if there is any risk 
reporting in a particular section, and X, if there is not.  Procedures 1 and 2 
facilitate the analysis of volume and intensity of risk disclosures and also 
identifies the location for risk disclosures and different risk categories.  

Procedure 3: To answer research question 3, the process involves documenting 
the sources of risk and the strategies cited by management to handle such 
risks and then placing them into two (2) columns within a table.  In the table, 
numbers (via a numerical count) are then placed beside the sources of risks 
as well as the strategies used to document the number of companies that 
identify a certain source or choose a specific strategy to mitigate risks.

To evaluate the risk profile of a company in the sample, the following 
company characteristics are used: total assets, revenue, net income (loss), 
beta, debt/equity and debt/assets ratio.    
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Results

Descriptive Statistics

Table 1 reveals the list of selected companies in the sample.  Each of the 
firms in the sample, twenty-two (22) in total, has been identified as firms 
with some risk related information in their annual reports, thus reflecting a 
disclosure rate of 100 per cent. This is indeed high. However, the relevance 
and usefulness of the disclosures remain to be questioned. 

Further investigation to assess the level of riskiness of the sample companies 
can be found in Table 2.  Here, Table 2 discloses key data for the listed 
companies on the Barbados Stock Exchange.  Based on this table, the 
financial health of the companies, which informs on how risky a company 
is, can be analysed. As seen in Table 2, total assets for the sample companies 
ranged from a low of US$1,366,393 to a high of US$21,498,595,500. It also 
shows that companies differ in their risk appetites and financing their growth 
with the debt to equity ratio ranging from 0.05 times to 16.92 times. 

Similarly, looking at the debt to assets ratio which is used to measure a 
company’s financial risk, the sample companies exhibit mixed levels of risk, 
with debt ratios ranging from a low of 0.05 to a  high of 0.94.  Higher ratios 
may result in higher risk. However, the sample does not take into account 
the industry average or the average of competing firms to ascertain whether 
the ratios for the sample companies are acceptable.  Of note, no company 
reported on the systematic risk (beta) faced within their annual report. The 
lack of this information may compromise the overall risk profile conveyed 
to investors and other interested parties. This may be due to the lack of 
sophistication in this emerging market. 
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Table 1: List of Selected Companies in the Sample
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Table 1: List of Selected Companies in the Sample 

Company Disclosing 
Companies * 

Industry 

Almond Resorts Inc. 
(ARI) 

1 Tourism 

Bico Limited (BCO) 1 Manufacturing 
Barbados Dairy 
Industries Limited 
(BDI) 

1 Manufacturing 

Barbados Farms 
Limited (BFL) 

1 Agriculture 

Banks Holdings 
Limited (BHL) 

1 Brewery 

Barbados National 
Bank (BNB) 

1 Banking 

Barbados Shipping 
and Trading Company 
Limited (BST) 

1 Manufacturing/Retailing 

Caribbean Property 
Fund (CPF) 

1 Investments 

Cave Shepherd and 
Company Limited 
(CSP)

1 Retailing 

Cable and Wireless 
(Barbados) Limited 
(CWBL) 

1 Telecommunications 

First Caribbean 
International Bank 
(FCI)

1 Bank and Trust Operations 

Goddard Enterprises 
Limited (GEL) 

1 Retailing/Wholesaling 

Insurance Corporation 
of Barbados Limited 
(ICBL) 

1 Insurance  

Jamaica Money 
Market Brokers 
(JMMB) 

1 Finance 
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Note: * 1 indicates companies with risk disclosures 
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Light and Power 
Holdings Limited 
(LPH)

1 Utility 

Ansa McAL Barbados 
Limited (McAL) 

1 Automotive/Publishing/Finance 

Neal and Massy 
Holdings Limited 
(NML)

1 Energy/Construction/Finance et 
al.

One Caribbean Media 
Limited (OCM) 

1 Business Services 

Sagicor Financial 
Corporation (SFC) 

1 Finance 

Trinidad Cement 
Limited (TCL) 

1 Manufacturing 

WIBISCO (WIB) 1 Manufacturing 
West Indies Rum 
Distillery Limited 
(WIR)

1 Refinery 

Note: * 1 indicates companies with risk disclosures  
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Table 2: Key Data on the Public Limited Companies

Notes: Total Assets, Revenues and Net Income (Loss) are quoted in US Dollars. Betas are 
not available for these companies.

Volume of Risk Disclosure

As previously mentioned, the volume of risk disclosures is measured by the 
number of words and sentences used in each company’s annual reports that 
are risk related.  The results of this analysis appear in Table 3.  Table 3 also 
provides a comparative view of the statistical findings of this study and the 
research done by both Lajili and Zeghal (2005) and Kongprajya (2010). By 
reviewing the descriptive statistics which are shown in Table 3, the mean 
risk disclosure in a firm’s annual report is 86.95 words and 44.32 sentences 
and the median is 53.50 words and 27.0 sentences. It is also noted that a 
large gap exists between the minimum and maximum values, that is, from 
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Table 2: Key Data on the Public Limited Companies 

Compa
ny

Total Assets Revenue Net Income 
(Loss) 

Debt/Equit
y

Debt/Assets Beta 

ARI $ 105,017,476 $ 32,344,996 $ (10,186,781) 0.89 0.47 - 
BCO $ 12,285,609 $ 6,485,835 $ 281,351 0.44 0.31 - 
BDI $ 31,451,277 $ 31,397,670 $ 153,299 0.28 0.22 - 
BFL $ 63,320,623 $ 2,052,601 $ 326,217 0.05 0.05 - 
BHL $ 185,349,173 $ 92,022,409 $ 3,727,878 0.17 0.14 - 
BNB $

1,149,097,500 
$ 76,638,000 $ 18,019,500 5.79 0.85 - 

BST $ 589,182,500 $ 393,650,000 $ 3,314,500 0.73 0.42 - 
CPF $ 61,878,839 $ 3,811,404 $ 2,026,666 0.25 0.20 - 
CSP $ 77,326,460 $ 8,893,972 $ (854,574) 0.30 0.23 - 
CWBL $ 197,635,500 $ 188,154,000 $ 25,298,500 0.50 0.33 - 
FCI $

9,766,157,000 
$ 526,915,000 $ 157,432,000 5.31 0.84 - 

GEL $ 446,924,000 $ 438,914,000 $ 17,278,000 0.53 0.34 - 
ICBL $ 186,208,298 $ 49,043,927 $ 7,895,694 1.60 0.62 - 
JMMB $ 1,366,393 $ 150,030 $ 10,960 16.92 0.94 - 
LPH $ 461,992,000 $ 254,069,500 $ 24,525,000 0.40 0.28 - 
McAL $ 267,239,642 $ 166,287,464 $ 6,264,384 2.32 0.70 - 
NML $ 1,385,238 $ 1,377,160 $ 51,011 1.41 0.58 - 
OCM $ 108,104,833 $ 79,085,167 $ (29,956,667) 0.22 0.18 - 
SFC $

4,867,251,000 
$ 126,246,000 $ 47,944,000 3.67 0.56 - 

TCL $ 330,757,333 $ 260,180,667 $ (13,387,833) 1.71 0.23 - 
WIB $ 24,073,915 $ 22,904,206 $ 1,276,521 0.14 0.13 - 
WIR $

21,498,595,50
0

$
18,080,346,00
0

$
1,040,704,500 

0.24 0.19 - 

Notes: Total Assets, Revenues and Net Income (Loss) are quoted in US 
Dollars. Betas are not available for these companies. 
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6 words to 794 words and 4 sentences to 169 sentences.  It also shows that 
there is a relatively high degree of dispersion and variability between the 
firms in the sample as evidenced in the standard deviation figures, (SD = 
92.46 words and SD = 46.79 sentences).

The notable gap between the minimum and maximum sentences is consistent 
with the study by Kongprajya (2010) on Thailand’s listed companies. 
Likewise, the high degree of dispersion and variability shown is consistent 
with the study done by Lajili and Zeghal (2005).  However, the total number 
of words and sentences disclosed are significantly less for the Barbadian 
public limited companies when compared to the Canadian study. This 
indicates that the  Barbadian companies disclose less risk information than 
those in the Canadian sample as well as those in the sample from Thailand. 
However, the inconsistency between the Barbadian and Canadian companies 
may be a result of the difference in sample sizes or the fact that Canadian 
companies provide mandatory as well as voluntary risk disclosures, whereas 
the Barbadian companies only provide voluntary disclosures. This argument 
would not suffice for the study on Thailand as they provide risk disclosures 
on a voluntary basis which is, similar to Barbados.  

Table 3: Volume of Risk Disclosure – Comparison of Current Study 
with Canadian Study

Notes: (M) indicates mandatory disclosures and (V) indicates voluntary disclosures in 
the Canadian study.
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Table 3: Volume of Risk Disclosure – Comparison of Current Study 
with Canadian Study 

 Barbados: 
Risk
Disclosure 
Words

Barbados:
Risk
Disclosure 
Sentences

Canada:
Words

Canada:
Sentences

Number of 
Companies 

22 22 194 (M)  
188(V) 

194 (M)  
188(V) 

Mean 86.95 44.32 216.07 (M)  
204.05(V) 

10.1 (M)  
10.07(V)

Median 53.50 27 185.5 (M)  
159.5(V) 

8 (M)  8(V) 

Standard
Deviation

92.46 46.79 159.38 (M)  
167.9(V) 

7.23 (M)  
10.01(V)

Minimum 6 4 3 (M)  4(V) 1 (M)  1(V) 
Maximum 794 169 955 (M)  

1128(V) 
42 (M)  
94(V)

Notes: (M) indicates mandatory disclosures and (V) indicates voluntary 
disclosures in the Canadian study. 

Risk Location and Disclosure Frequency 

As risk disclosures for the Barbadian public limited companies are 
voluntary, there is no specific section where risk disclosures can be found.  
Therefore, risk disclosures can be found throughout different sections of 
the annual reports. This result suggests that there is no uniformity in the 
presentation by the companies since each company reports in a manner 
suitable for their purposes. Nonetheless, four (4) sections have been 
identified as the areas in which the companies use to disclose risk 
information. Table 4 summarises the location of risk disclosures in the 
annual reports of the sample firms and their relative disclosure intensity.  
It shows that 18 per cent of the companies disclose risk information in a 
Corporate Governance Report (CGR) section within the annual report, 
while 23 per cent of the companies disclose their information in the 
Management Discussion and Analysis section (MD&A). The Notes to the 
Financial Statements (NFS) represent the highest disclosure section. Each 
company discloses information in this section resulting in 100  per cent  
disclosure, whereas other sections  such as the report of the Director, the 
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Risk Location and Disclosure Frequency

As risk disclosures for the Barbadian public limited companies are voluntary, 
there is no specific section where risk disclosures can be found.  Therefore, 
risk disclosures can be found throughout different sections of the annual 
reports. This result suggests that there is no uniformity in the presentation 
by the companies since each company reports in a manner suitable for their 
purposes. Nonetheless, four (4) sections have been identified as the areas in 
which the companies use to disclose risk information. Table 4 summarises 
the location of risk disclosures in the annual reports of the sample firms and 
their relative disclosure intensity.  It shows that 18 per cent of the companies 
disclose risk information in a Corporate Governance Report (CGR) section 
within the annual report, while 23 per cent of the companies disclose their 
information in the Management Discussion and Analysis section (MD&A). 
The Notes to the Financial Statements (NFS) represent the highest disclosure 
section. Each company discloses information in this section resulting in 
100  per cent  disclosure, whereas other sections  such as the report of the 
Director, the CEO’s report, a segment review, the Chairman’s statement, or 
an operating and financial review collectively stands at 27 per cent.

Table 4 also highlights the companies that provide risk information in more 
than one section of the annual report.  It shows that fourteen (14) of the 
companies disclose risk information in the notes to the financial statements 
only, representing 64 per cent of the sample. Additionally, three (3) companies 
disclose risk information in at least three (3) of the identified sections in their 
annual report and three (3) companies report in only two (2) sections of their 
annual report, each representing fourteen (14) per cent of the sample. Of 
note, only two (2) companies in the sample have disclosures in all four (4) 
identified sections, representing nine (9) per cent.

These findings are in contrast to the results of Lajili and Zeghal (2005), who 
find that the majority of disclosures are found in the MD&A section in the 
annual reports Canadian companies. This result can possibly be explained 
since the MD&A section represents the mandatory disclosures required in 
the annual report for Canadian companies, while the Barbadian companies 
only provide voluntary disclosures, thus choosing to disclose their risk 
information in the notes to the financial statements.    
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Table 4: Location of Risk Disclosures in the Annual Reports (n=22)

Notes: Y denotes risk disclosure in a section, X denotes no risk disclosure in a section;
CGR = Corporate Governance Report section; MD & A = Management Discussion and 
Analysis section; Notes to the FS = Notes to the Financial Statements; Other Sections = 
Other sections in the annual reports that do not include CGR, MD & A, and Notes to 
the  Financial Statements

Tables 5 and 6 further outline the volume and the risk disclosure intensity 
of the sample companies by recording the frequency of risk disclosures and 
identifying the combination of risk categories most frequently disclosed by 
the companies in the sample.  Based on Table 5, companies report at least 
one (1) risk category. The maximum number of risk categories reported by 
the sample companies is six (6).  In addition,  the most frequently disclosed 
combination of risk categories are three (3) risk factors with eight (8) 
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CEO’s report, a segment review, the Chairman’s statement, or an 
operating and financial review collectively stands at 27 per cent. 

Table 4 also highlights the companies that provide risk information in 
more than one section of the annual report.  It shows that fourteen (14) of 
the companies disclose risk information in the notes to the financial 
statements only, representing 64 per cent of the sample. Additionally, 
three (3) companies disclose risk information in at least three (3) of the 
identified sections in their annual report and three (3) companies report in 
only two (2) sections of their annual report, each representing fourteen 
(14) per cent of the sample. Of note, only two (2) companies in the 
sample have disclosures in all four (4) identified sections, representing 
nine (9) per cent. 

These findings are in contrast to the results of Lajili and Zeghal (2005), 
who find that the majority of disclosures are found in the MD&A section 
in the annual reports Canadian companies. This result can possibly be 
explained since the MD&A section represents the mandatory disclosures 
required in the annual report for Canadian companies, while the 
Barbadian companies only provide voluntary disclosures, thus choosing 
to disclose their risk information in the notes to the financial statements.     

Table 4: Location of Risk Disclosures in the Annual Reports (n=22) 

Name CGR 
Section

MD & 
A
Section

Notes
to the 
FS

Other 
Sections 

Total Number of 
Sections Reported in the 
Annual Report 

ARI X X Y X 1 
BCO X X Y X 1 
BDI X X Y X 1 
BFL X X Y X 1 
BHL X X Y X 1 
BNB Y Y Y X 3 
BST X X Y X 1 
CPF X X Y X 1 
CSP X X Y X 1 
CWBL X X Y Y 2 

 

 

 

149                    A Content Analysis of Risk Management Disclosures 

FCI X Y Y X 2 
GEL X X Y X 1 
ICBL Y Y Y Y 4 
JMMB Y Y Y Y 4 
LPH X X Y X 1 
McAL X X Y X 1 
NML X X Y Y 2 
OCM X X Y X 1 
SFC Y X Y Y 3 
TCL X Y Y Y 3 
WIB X X Y X 1 
WIR X X Y X 1 
Totals 4 5 22 6  
Percenta
ge

18% 23% 100% 27%  

Notes: Y denotes risk disclosure in a section, X denotes no risk disclosure in 
a section; 
CGR = Corporate Governance Report section; MD & A = Management 
Discussion and Analysis section; Notes to the FS = Notes to the Financial 
Statements; Other Sections = Other sections in the annual reports that do 
not include CGR, MD & A, and Notes to the  Financial Statements 

Tables 5 and 6 further outline the volume and the risk disclosure intensity 
of the sample companies by recording the frequency of risk disclosures 
and identifying the combination of risk categories most frequently 
disclosed by the companies in the sample.  Based on Table 5, companies 
report at least one (1) risk category. The maximum number of risk 
categories reported by the sample companies is six (6).  In addition,  the 
most frequently disclosed combination of risk categories are three (3) risk 
factors with eight (8) companies disclosing three or less risk categories.  
This represents 36 per cent of the entire sample with a cumulative 
distribution of 82 per cent. 
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companies disclosing three or less risk categories.  This represents 36 per 
cent of the entire sample with a cumulative distribution of 82 per cent.

Table 5: Risk Disclosure Categories

Table 6: The Frequency Distribution of Risk Categories Disclosures
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Table 5: Risk Disclosure Categories 

Risk Disclosure Categories 
Financial Risks: changes in interest rates, currency, credit and financial 
instrument value 
Political Risks: conducting business internationally  
Market Risks: changes in competition, number of products sold by 
customer, loss of market share 
Technology Risk: rapid technological change 
Operational Risk: technical failures, accidents, human error, loss of key 
employees 
Cyclicality Risk: natural cyclical trend 
Government Regulation Risk: changes in government control, 
regulation and taxation 
Supplier Risk: dependence on key suppliers, not secure suppliers 
Seasonality Risk: natural seasonal patterns 
Weather Risk: severe, unfavorable climatic conditions 
Natural Resources Risk: insufficient quantities of reserves, low quality 
of reserves 
Environmental Risk: environment incidents, environment laws and 
regulations
Source: Lajili and Zeghal (2005).  

Table 6: The Frequency Distribution of Risk Categories Disclosures 

Number of 
Risk
Categories
reported by 
Companies 

Number of 
Companies 

Percentage Cumulative % 

1 5 22.73% 22.73% 
2 5 22.73% 45.46% 
3 8 36.36% 81.82% 
4 3 13.64% 95.46% 
5 0 0% 95.46% 
6 1 4.55% 100% 

   
Total 22 100% 
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Table 5: Risk Disclosure Categories 

Risk Disclosure Categories 
Financial Risks: changes in interest rates, currency, credit and financial 
instrument value 
Political Risks: conducting business internationally  
Market Risks: changes in competition, number of products sold by 
customer, loss of market share 
Technology Risk: rapid technological change 
Operational Risk: technical failures, accidents, human error, loss of key 
employees 
Cyclicality Risk: natural cyclical trend 
Government Regulation Risk: changes in government control, 
regulation and taxation 
Supplier Risk: dependence on key suppliers, not secure suppliers 
Seasonality Risk: natural seasonal patterns 
Weather Risk: severe, unfavorable climatic conditions 
Natural Resources Risk: insufficient quantities of reserves, low quality 
of reserves 
Environmental Risk: environment incidents, environment laws and 
regulations
Source: Lajili and Zeghal (2005).  

Table 6: The Frequency Distribution of Risk Categories Disclosures 

Number of 
Risk
Categories
reported by 
Companies 

Number of 
Companies 

Percentage Cumulative % 

1 5 22.73% 22.73% 
2 5 22.73% 45.46% 
3 8 36.36% 81.82% 
4 3 13.64% 95.46% 
5 0 0% 95.46% 
6 1 4.55% 100% 

   
Total 22 100% 
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To rank disclosures by risk types, this paper uses risk type classification 
based on the study done by Lajili and Zeghal (2005) (see Table 5).  However, 
based on the annual reports of sample companies, there is some deviation. 
Nevertheless, in terms of ranking disclosures by risk type, Figure 1 illustrates 
that financial risk disclosures dominate overall.  It is followed closely by 
market risk disclosures. The finding that financial risks is the risk type that is 
mostly reported by companies is consistent with research done by Lajili and 
Zeghal (2005) and Kongprajya (2010).  Also displayed in Figure 1, capital 
risks and operational risks rank third and fourth  respectively, with regulatory 
risks and country risks falling far behind.  Based on this assessment, risk 
disclosures on the non-financial risk categories (which are deemed quite 
important for making inferences and decisions), are deficient. Figure 1 also 
shows that there is no major emphasis placed on non-financial risk, which 
has a secondary role to financial risk within the annual reports in Barbadian 
public limited companies. 

Figure 1: Ranking of Disclosures by Risk Type
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To rank disclosures by risk types, this paper uses risk type classification 
based on the study done by Lajili and Zeghal (2005) (see Table 5). 
However, based on the annual reports of sample companies, there is some 
deviation. Nevertheless, in terms of ranking disclosures by risk type, 
Figure 1 illustrates that financial risk disclosures dominate overall.  It is 
followed closely by market risk disclosures. The finding that financial 
risks is the risk type that is mostly reported by companies is consistent 
with research done by Lajili and Zeghal (2005) and Kongprajya (2010).  
Also displayed in Figure 1, capital risks and operational risks rank third 
and fourth  respectively, with regulatory risks and country risks falling far 
behind.  Based on this assessment, risk disclosures on the non-financial 
risk categories (which are deemed quite important for making inferences 
and decisions), are deficient. Figure 1 also shows that there is no major 
emphasis placed on non-financial risk, which has a secondary role to 
financial risk within the annual reports in Barbadian public limited 
companies.  

Figure 1: Ranking of Disclosures by Risk Type 
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Risk Source and Management Strategies

Table 7 identifies sources of risks and the strategies management employs in 
an effort to mitigate or manage these risks.  This allows for greater examination 
of the risk information disclosed as well as to analyse the usefulness of such 
disclosures. Notably, based on the content analysis, a significant amount of 
risk disclosures are non-monetary or what is referred to as neutral or non-
time specific statements pertaining to risk management policies. Essentially, 
the majority of risk disclosures  are definitions of risks that management 
uses to assist users in their understanding of specific types of risks faced by 
the company.  For example, Banks Holdings Limited reports that ‘foreign 
currency risk is the risk that the value of a financial instrument will fluctuate 
due to changes in foreign exchange rates’ (Banks Holdings Limited, 2010, p. 
69).  This supports the findings of Kongprajya (2010).

Additionally, in some instances, the companies in the sample provide the 
definition of the risk faced but fail to identify the risk source or any strategy 
to handle the risk. In other cases, the definition as well as the source is 
presented, however, the company fails to identify the strategy employed to 
mitigate these risks. 

Based on Table 7, the most common sub-category in the financial section is 
credit risk, with the highest observed source of risk cited by companies in 
the sample is the inability of a counterparty to honour its obligations.  The 
most frequently stated strategy to mitigate this risk is to create credit limits 
for all parties involved.  In addressing currency risks, the source of risk with 
the highest frequency observed is ‘changes in foreign exchange rates’.  The 
most frequently cited risk strategy by management to mitigate such risks 
is to monitor the exposure to foreign currency fluctuations and to employ 
appropriate strategies to mitigate potential losses. This response is typically 
described as neutral or non-time specific, which is consistent with findings 
by  Kongprajya (2010).  

Likewise, another important sub-category in financial risks is liquidity risk.  
For this type of risk, management identifies the inability to maintain sufficient 
cash and cash equivalents to satisfy commitments as the main source of 
risk faced by the company. Diminishing such risks, utilising available credit 
facilities such as loans, overdrafts and other financing options is the highest 
cited management strategy used.
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Market risk is the second highest disclosed risk type. The source of such 
risk with the highest number of observations is the financial investments 
held that are classified on the consolidated balance sheet ‘as available for 
sale.’ Table 7 identifies creating a diversified portfolio as the strategy most 
frequently employed. Once again, management appears to resort to use of 
‘blanket statements’ that provide little insights to the readers of the annual 
reports.

It appears that the companies in the sample have a standard reporting 
format. For instance, those companies disclosing information on capital risk, 
typically begin by stating ‘the group’s objectives when managing capital are 
to safeguard its ability to continue as a going concern in order to provide 
returns for shareholders and benefits for other stakeholders and to maintain 
an optimal capital structure to reduce the cost of capital’ (Cave Shepherd 
and Company Limited, 2010, p.45). Moreover, the standard response by a 
company reporting on this risk type is to ‘…adjust the amount of dividends 
paid to shareholders, return capital to shareholders, issue new shares or sell 
assets to reduce debt’  (Cave Shepherd and Company Limited, 2010, p.45). 
This standard reporting format by the companies is also observed in their 
reporting on fair value estimation.  This supports the findings of Linsley and 
Shrives (2005) and Linsley et al., (2006) who indicate that companies use 
generalised statements in their risk reporting.

Quite surprisingly, there is a lack of risk information related to 
technological risks, hence there are no reported findings for this factor 
in Table 7. Technology can make business facilitation much easier, and 
in some cases can assist in the company to combat any challenges in the 
business environment. Given the evolution of technology and its potential 
impact on businesses, one would assume companies would be cognisant of 
technology’s influence and provide relevant technological risk information 
in the annual reports. This finding is consistent with the study by Lajili and 
Zeghal (2005) who find little disclosure of risk information concerning 
technology in their sample of annual reports of Canadian public limited 
companies.
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Table 7: Information on the Risk Sources and Management 
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Table 7: Information on the Risk Sources and Management  

Risk Sources  Risk Management Strategies 
A. Financial Risks 
A.1 Currency Risk 
Fluctuation of the Barbadian dollar 
(1)
Holding financial assets 
denominated in currencies other 
than the Barbadian dollar (4) 
Foreign currency borrowings (1)
Changes in foreign exchange rates 
(8)
Future commercial transactions, 
recognised assets and liabilitites (3)

Monitoring exposure to foreign 
currency fluctuations and 
employing appropriate strategies to 
mitigate any potential losses (6)
Not entering any hedging 
transactions to mitigate currency 
risks (1)
Maintaining cash and cash 
equivalents in each operating 
currency which are sufficient to 
match liabilities denominated in the 
same currency (2)
Using hedging transactions (2)
Monitoring value at risk exposure 
(1)
Using stress tests (1)
Holding foreign currency balances 
(1)
Formally fixing borrowings to the 
US dollars because of fixed 
exchange rate between Barbados 
and the US (1)

A.2 Interest Rate Risk 
Fluctuations in interest rates (13)
Long-term borrowings (7) 
Bank overdrafts (1)
Term deposits (1)

Maintaining borrowings in fixed 
rate instruments (4)
Using variable rate debt (1)
Using a mixture of fixed and 
variable rate debt (3)
Engaging in refinancing, renewing 
options and alternative financing 
(1)
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Setting limits on the level of 
mismatch of interest rate re-pricing 
(3)
Using duration analysis and 
estimation of re-pricing gaps (1)
Gap analysis and interest rate 
sensitivity analysis (1) 
Using hedge transactions (3)
Offering fixed rates on deposits (1)
Selecting assets which best match 
the maturity of liabilities (2)

A.3 Credit Risk 
Inability of counterparty to honour 
its obligations (18)
Cash and cash equivalents and 
deposits with banks and financial 
institutions (6) 
Credit exposures to customers, 
including outstanding receivables 
and committed transactions (6)
Direct lending activities as well as 
trading investment and hedging 
activities (1)

Establishing credit limits for all 
parties (14)
Dealing with reputable 
counterparties with high credit 
ratings (12) 
Evaluating financial institutions 
where cash and cash equivalents 
are placed (4) 
Performing credit verification 
procedures (6)
Analysing customers 
creditworthiness on an individual 
basis before credit is provided (4)
Monitoring receivables balances on 
an on-going basis (5) 
Requiring deposits from customers 
(3)
Performing periodic credit 
evaluations of general customers 
financial condition (5)
Using collateral and guarantees (4)
Using internal ratings for individual 
counterparties (5)
Entering master netting 
arrangements with counterparties 
(1)
Using trend indicators (1)
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Setting aside provisions for 
advances to cover any potential loss 
in respect of debts (2)
Utilising sophisticated reporting to 
constantly monitor account 
performance (1)
Holding a diversified portfolio of 
investments and purchasing 
securities (1)

A.4 Liquidity Risk 
Inability to maintain sufficient cash 
and cash equivalents to satisfy 
commitments (11) 
Unavailability of funding through 
adequate amount of committed 
credit facilities to meet reasonable 
expectations of short term 
obligations (1)
General funding activities in the 
course of managing assets and 
liabilities (1)
Difficulty in raising funds to meet 
commitments associated with 
financial instruments (1)

Maintaining flexibility in funding 
by maintaining availability under 
committed credit lines (4)
Monitoring the maturity of both the 
financial assets and projected cash 
flows from operations (8)
Utilising available credit facilities 
such as loans, overdrafts and other 
financing options (9) 
Utilising surplus funds to finance 
operations and on-going projects 
(2)
Monitoring the liquidity reserve 
which comprises undrawn 
borrowing facility to meet 
operational needs (2)
Utilising assets liability matching 
(1)
Utilising an internal liquidity model 
to better monitor and manage 
liquidity (1) 
Holding significant holdings of 
liquid securitiies (4)
Using stress tests and scenario 
analysis (2) 
Matching planned and probable 
expenditures against projected cash 
inflows (1)
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A.5 Capital Risks 

The inability to safeguard the 
company’s capital structure and to 
maintain its ability to continue as 
agoing concern (13)

Adjusting the amount of dividends 
paid to shareholders (13) 
Returning capital to shareholders 
(12) 
Issuing new shares or selling assets 
to reduce debt (13)

B. Market Risks 
Changes in equity prices (2)
Uncertainties about future values of 
investment securities (1)
Financial investments held that are 
classified on the consolidated 
balance sheet as available for sale 
(4)
Changes in market variables (2)

Making investments in accordance 
with an investment policy (4)
Creating a diversified portfolio (5) 
Placing limits on individual and 
total equity instruments (2)
Utilising financial derivatives as a 
hedge (2) 
Extending the duration of the 
portfolio (1) 
Monitoring the mix of debt and 
equity securities (1)
Utilising value at risk estimates (3)
Utilising scenario analysis and 
stress tests (3)

C. Operational Risks 
Loss arising from failed or 
inadequate internal processes, 
people and systems or from 
external events (5)

Implementing controls for internal 
processes and systems (4) 
Mandating the segregation of duties 
(2)
Establishing a comprehensive 
business continuity plan to 
safeguard against the impact of 
disasters (2) 
Utilising an independent internal 
auditing framework (4)
Periodically assessing operational 
risks faced and the adequacy of 
controls and procedures (2)
Purchasing insurance (2)
Developing contingency plans (2)
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Conclusion

Risk disclosures continue to be discussed and will likely remain as a highly 
debated topic due to the major corporate scandals.  Many argue the usefulness 
of such disclosures as it is likely to be the main tool shareholders and other 
interested parties use to assess a company and base their decisions. The 
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Ongoing monitoring through self 
assessment of control deficiencies 
and weaknesses (1)
Tracking incidents and loss events, 
systems and procedures to monitor 
and document transactions (1)

D.  Insurance Risk 
Actual claim payments exceeding 
the carrying amount of the 
insurance liabilities (3)
Underinsurance risk – catastrophes 
and other risks (2)

Diversification of a relatively large 
portfolio of insurance contracts (1) 
Utilising reinsurance companies (2)
Establishment of a Self Insurance 
Fund (1) 
Using a claims review policy and 
performing periodic reviews of 
claims handling procedures (1)

E. Regulatory Risks 
Failure to comply with laws, 
regulations, rules and the codes of 
ethics and conduct applicable to 
business activities (2)

Developing a centralised 
compliance function to oversee the 
management of regulatory risks (2)
Formalising the reporting to the 
audit committee on all aspects of 
regulatory compliance (2)
Assessing and monitoring 
compliance (1) 
Developing appropriate policies 
and procedures to ensure 
compliance with all legislation and 
the internal code of conduct and 
ethics policies (1)

Notes: Adapted from Lajili and Zeghal (2005, pp.34-36);  
Numbers in bold and brackets represent the number of disclosures 

Conclusion

Risk disclosures continue to be discussed and will likely remain as a 
highly debated topic due to the major corporate scandals.  Many argue the 
usefulness of such disclosures as it is likely to be the main tool 
shareholders and other interested parties use to assess a company and base 
their decisions. The purpose of this study is to discuss this issue from a 
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purpose of this study is to discuss this issue from a Caribbean perspective and 
contribute to the body of literature on risk disclosures in emerging markets. 
Using content analysis, the study examines the volume of risk disclosures, 
what risks are disclosed and where they are reported within a company’s 
annual report in Barbados.  The study further examines the sources of risks 
and the strategies management employed to help companies avoid or control 
such risks.  Notably, the sample size, while small, is still representative of 
the population as it incorporates all of the companies listed on the Barbados 
Stock Exchange. 

The paper makes several contributions. Firstly, it is the first study to explore 
risk management policy disclosures in the Caribbean, and thus fills the 
research void in the area. Secondly, we believe that the study provides an 
important review of the risk management disclosure practices of public 
limited companies in the Caribbean territories and sets a platform for policy 
prescriptions on risk disclosures.

Results reveal that a lack of uniformity in reporting, neutrality of disclosures 
and frequent use of generalised statements are synonomus with risk disclosure 
reporting in Barbadian public limited companies. We also find that easily 
accessible information and basic information requested by national rules and 
regulations are disclosed rather than specific risk information which may not 
be required. In other words, companies provide minimum risk disclosures 
and do not attempt to go beyond that minimum even if the situation may 
merit those disclosures. The companies listed on the Barbados Stock 
Exchange are found to disclose less risk information in their annual reports 
than those in Canada and Thailand.  Moreover, the information provided 
is of questionable quality, thus compromising the overall risk profile of 
the company conveyed to investors and other interested parties.  These 
results suggest that policy makers such as the Barbados Stock Exchange 
and the Central Bank of Barbados should ensure that there are minimum 
risk reporting standards. In addition, management and the board of directors 
of public limited companies should be held accountable for the final risk 
disclosures in the annual reports. 

Furthermore, a risk management framework with a Caribbean focus should 
be developed to address the issues facing the Caribbean. For example, the 
risk framework can include disclosures such as dominant management risk, 
as well as disclosure of risk of investment strategies in light of the collapse 
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of CLICO. In addition, bureaucratic delays in filing information, the lack of 
sophistication in the Barbados market as well as non-reporting of market data 
such as betas can be seen as potential challenges to investors’ knowledge. 
There should be a challenge to the ‘symbolic window dressing’ (Carruthers, 
1995, p.315) of the risk disclosures and as a result, regulators should require 
full risk disclosure. While it is acknowledged that risk disclosures may 
not be an accurate measure of how informed investors are of the risks, we 
argue that non-disclosure of such risks can leave investors without accurate 
knowledge of the full facts about their investments. Thus, we recommend 
that risk disclosures include information on day-to-day business risks or 
medium term strategic risks.

The current mechanism of voluntary disclosure in Barbados allows companies 
to report what they want, how they want and where they want.  This raises 
concerns on the issues to be reported, where to find the disclosures, and 
consequently the reliability of the disclosed information.  It is expected that 
investors and other interested parties require information on the risks that 
a company faces and how these risks are managed. We recommend that an 
index of a range of risk disclosure items based on regulatory guidelines and 
international best practices should be implemented and be published in the 
annual report in a specific section dealing with risk. Furthermore, public 
limited companies should follow internationally recognised standards on 
risk management disclosures.

Herein lies a strong argument for regulation since such disclosures are 
desirable and currently what is provided on a voluntary basis seems to fall 
short. It is therefore recommended that the supervisory authorities (for 
example, the Barbados Stock Exchange) adopt a more effective enforcement 
mechanism to encourage and enhance risk reporting by these companies. 
For example, compliance with prescribed standards can be enforced through 
regulatory oversight and the imposition of sanctions or penalties for failure 
to adequately disclose all risks faced by the companies. 

Finally, this paper has several limitations. The study utilises one time 
period for analysis. Future research should cover more than one time 
period, and thus have a greater time coverage which would enable trend 
analysis. Furthermore, studies that provide a comparative analysis between 
companies in different industries may be able to shed additional light on 
the risk disclosure practices of companies in specific industries.  Further 
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research should seek to better understand what motivates the company when 
reporting risk, which can assist in addressing the difficult issues such as the 
quality of risk disclosures reported. 

Of note, the use of content analysis does not permit readily for in-depth 
qualitative inquiry (Oliveira et al., 2011).  In addition, the analysis is based on 
the annual reports of these companies and it is quite possible that companies 
communicate information about risk to investors and other interested parties 
via other sources such as websites and interim reports.  Further research 
should consider incorporating other methods such as conducting interviews 
to ascertain the views of members of the regulatory bodies, management, 
shareholders and other interested parties on the adequacy or inadequacy of 
risk disclosure practices for a more holistic picture on the topic. Another 
limitation to the study is the absence of the beta being provided by the 
companies.  However, this could be a result of the lack of sophistication 
in this emerging market, as betas are obtained more easily in developed 
markets. In addition, it is recognised that different risk disclosures may be 
meant for different audiences, as well as other media that management may 
communicate risks to investors. Thus, research in these areas can provide 
meaningful insights to risk disclosures. Finally, we acknowledge that our 
paper does not measure risk reduction, but rather focuses on risk disclosures 
that should be made available to users of financial statements. Further 
research should focus on measuring the impact of these risk disclosures on 
investment decisions.
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