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Introduction

» A major policy prescription and strategic
development plan for the Caribbean is
diversification:

c Trinidad and Tobago’s three-year Medium-Term
Policy Framework

» However the region has achieved Ilimited
success in diversifying its exports (Bennett
2008).

» Moreover, apart from Lewis (1950) there is little
academic and empirical grounding of Caribbean
diversification.



Introduction

» A robust empirical finding in the trade literature is
that a nonlinear relationship exists between
diversification and GDP where countries first
diversify up to very high levels of income and

then re-specialize:

o Cadot et al (2011), Hesse (2010), Klinger and Lederman
(2004), Koren and Terenyo (2004) and Imbs and Wacziarg
(2003).

» This process is endogenous as developed
countries benefit more from specialization and
developing countries from diversification.



Motivation

» These studies suggest potentially that small
island developing economies are moving from
increasing  specialization to  increasing
diversification:

> Nevertheless, one may expect this result to not hold
for these countries as they are usually specialized in
a few products.

» Cadot et al (2011) excluded small island
economies.



Obijective

» To explore export diversification by already
existing products (extensive product margin)
and new products (intensive product margin)
along their development path using 3
diversification indices- Herfindahl, Theil and Gini
and 2 count variables- number of active export
lines and new export lines for 16 Caribbean
countries for 1990-2008.



Data

»HS6 COMTRADE export data (4991
export lines).

» Bulmer-Thomas (2012) GDP per capita
data.



Methodology

» Diversification is measured for every

country year at the intensive and extensive
product margin using:

> Herfindahl Index

> Theil Index

> Gini Index

> Number of Exiting Products
> Number of New Products



Individual Country Herfindahl Index,
1990-2008
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Results Cont’d: Diversification Ranking,

Herfindahl Index

1990s
BHS (0.063)

TTO (0.078)
HTI (0.082)
GRD (0.117)
BLZ (0.151)
GUY (0.171)
DMA(0.185)
VCT (0.186)
JAM (0.229)
KNA (0.263)
LCA (0.346)
SUR (0.507)

2000s
DOM (0.041)

GRD (0.112)
DMA (0.111)
GUY (0.117)
TTO (0.122)
VCT (0.131)
LCA (0.166)
BHS (0.150)
MSR (0.170)
AlA (0.148)
CUB (0.202)
BLZ (0.244)
KNA (0.255)
JAM (0.320)
SUR (0.792)

1990s and 2000s

Active Products

1990s
TTO (2693)

BHS (1205)
JAM (1185)
CUB (1061)
GUY (892)
DOM(762)
BLZ (701)
VCT (553)
LCA (540)
KNA (505)
SUR (473)
DMA (435)
GRD (354)
HTI (214)
MSR (204)

2000s
TTO (2479)

DOM (1607)
JAM (1586)
LCA (1438)
GUY (1378)
BHS (1225)
CUB (1148)
SUR (773)
VCT (602)
GRD (499)
KNA (404)
DMA (318)
AlA (277)
BLZ (157)
MSR (136)

New Products

1990s
TTO (544)

GUY (231)
JAM (142)
SUR (130)
DMA (45)
BHS (39)
KNA (36)
VCT (19)
LCA (19)
BLZ (13)
GRD (9)
HTI (8)
CUB (0)
DOM (0)

2000s
BHS (87)
CUB (72)
LCA (59)
JAM (58)
DOM (37)
TTO (33)
GUY (27)
GRD (24)
AlA (23)
KNA (22)
VCT (17)
DMA (15)
BLZ (6)
MSR (4)
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Results Cont’d:
LOWESS Estimator, Herfindahl versus GDP per capita
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LOWESS Estimator, Number of Product Lines versus GDP

Results Cont’d:

per capita
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Results cont’d:
LOWESS Estimator: Trinidad and Tobago

Lowess smoother
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Regression Analysis

» Quadratic Fixed Effects panel regression
equation:

Herfindahl, Gini, Theil and Nber = B0 +
Bl (GDP per capita) + B2 (GDP per
capita)”2



Results: FE Panel Regression

Fixed Effects Results

Variable Coefficient
Herfindhal Theil Gini Nber
GDPpc - -.0001739 ** | -.0000123 *** | .3171667***
.0001277***

GDPpcsq 9.22e-09*** | 2.35e-08*** | 8.66e-10*** -
.0000124***

Turning point 6 927 10851 7122 12768

R sg 0.06 0.05 0.05 0.44

*x% %% * Significane at 1%, 5% and 10 % level.
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- Countries
on either
side of

the turning
point

GDP per capita in 2008

Country Diversification | Specialization
(constant 2000) US$

AlA 16 844 BLZ AlA

BHS 17 473 cuB BHS

BLZ 3691 DMA KNA

cuB 4 355 DOM TTO

DMA 4 760 GRD

DOM 3731 GuUY

GUY 1015 HTI

GRD 4778 JAM

HTI 390 LCA

JAM 3910 MSR

KNA 8 465 VCT

LCA 4 988 SUR

MSR 6 589

SUR 2613

VCT 4 454

TTO 10 931
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Theil Decomposition
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Conclusion

» Caribbean countries undergo increasing
diversification followed by re-specialization along
their development path.

» The turning point for the Caribbean is much smaller
than that of the world.

» Higher income Caribbean countries will continue to
endure specialization and the lower income
countries diversification.
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