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EXECUTIVE
SUMMARY

Inflows of foreign direction investment (FDI) into Latin America and the Caribbean ‘
declined by 9.1% between 2014 and 2015, dropping to US$ 179.1 billion, the lowest Igﬂovgs offore\tgn .
level since 2010. This performance reflected the drop in investment in natural resource . rectioninvestmen

. . . . into Latin America and
sectors, especially mining and hydrocarbons, and the slowing of economic growth, the Caribbean declined
particularly in Brazil. by 91% between 2014

and 2015, dropping to
US$ 179.1 billion.

A. Foreign direction investment
in Latin America and the Caribbean

In 2015, global FDI flows jumped by 36%, reaching almost US$ 1.73 billion, the highest
level since 2007. Most of this growth was accounted for by an intense wave of cross-
border mergers and acquisitions mainly in developed countries, especially the United
States. While FDI flows to developed countries grew by 90% in 2015, developing
countries recorded an increase of only 5.3%, and economies in transition saw a sharp
contraction of 55%. The increase in flows to developing countries is accounted for
mainly by higher inflows to developing Asia (15%), while FDI flows to Africa and Latin
America and the Caribbean fell by 31% and 9.1%, respectively.

In this scenario, the Latin American and Caribbean region is losing ground as a
recipient of FDI, although FDI inflows to the region have stabilized at around 3.5% of
GDP as a long-run average (see figure 1). This percentage varies from one country to
another and is associated with the size of the respective economies: in larger economies,
FDI has a smaller weight in output; for example, in 2015 FDI represented 2.5% of GDP
in Mexico, but almost 10% in Chile and Panama.

The performance of FDI inflows was uneven among the countries of the region.
Flows into Brazil dropped by 23%, although the country maintained its lead as the
region’s main recipient of FDI, accounting for 42% of total flows into the region. Brazil
was followed, some distance behind, by Mexico, Chile, Colombia and Argentina. FDI
into Mexico was up by 18% in 2015 to reach US$ 30.285 billion, one of the highest
levels for seven years, with the largest investments going to the manufacturing sector,
mainly the automotive industry, and telecommunications.

Falling prices for metals affected FDI inflows to Chile and Colombia, which were down
by 8% and 26%, respectively in 2015. In Argentina FDI inflows stood at US$ 11.655 billion,
representing a rise of 130% over the figure for 2014, although this great difference reflected
the fact that the nationalization of 51% of YPFE which took place in 2012, was accounted
forin 2014, thus representing a major divestment that year. Had this transaction not been
included, the 2015 figure would have been similar to that of 2014. In Central America, FDI
inflows rose by 6%, totalling US$ 11.808 billion. Within the subregion, Panama was the
largest recipient, with 43% of the total, followed by Costa Rica (26 %), Honduras (10%)
and Guatemala (10%). FDI in the Caribbean was down by 17%, to US$ 5.975 billion.

The downward phase of the commodity price cycle affected the sectoral composition
of FDI'in 2015, with flows into the natural resources sectors losing ground. In Colombia,
for example, FDI in the primary sectors came down from 51% of total flows in 2010-2014
to 31% in 2015. In Central America, the natural resource share of FDI dropped from
13% to 8% between the same two periods. On the other hand, the importance of
the services sectors appears to be rising, especially telecommunications, renewable
energies and retail trade. FDI in renewable energies is substantial in Chile and in Central
America, where this category of investment seems to be driving a shift in the energy mix.
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Figure 1
Latin America and the Caribbean: foreign direct investment inflows, 1990-2015
(Billions of dollars and percentages of GDP)

Economic Commission for Latin America and the Caribbean (ECLAC)

N Investment falls in natural-resource-related sectors

& Economic growth falters
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of official figures as of 27 May 2016.

The FDI figures do not include flows into the main financial centres of the Caribbean. FDI figures indicate inflows of foreign direct investment, minus divestment
(repatriation of capital) by foreign investors. These figures differ from those set out in the 2015 edition of the Economic Survey of Latin America and the Caribbean
and the Preliminary Overview of the Economies of Latin America and the Caribbean, because they show the net balance of foreign investment, that is, direct
investment in the reporting economy (FDI) minus outward FDI. Flows as a percentage of GDP exclude the Bolivarian Republic of Venezuela. From 2010 on, the
figures for Brazil include reinvested earnings; as a result, these figures are not directly comparable with those from before 2010. This is represented by a white

Note:

line on the graph.

In 2015, the United States again became the main source of FDI flows into the
region. For those flows that have a clearly identified origin, the United States accounts
for 25.9%, followed by the Netherlands (15.9%) and Spain (11.8%). The significance
of the Netherlands in the statistics does not necessarily reflect a presence by Dutch
companies in Latin American economies, since many transnational firms establish
subsidiaries in the Netherlands, attracted by its tax advantages, and then go on to invest
in third countries. In Mexico, as in many Central American and Caribbean countries,
the United States is by far the largest source of FDI inflows, accounting for 52%. In
the case of Brazil, 23% of flows come from the Netherlands, although the ultimate
origin of many of these investments is unknown.

Outward FDI flows from Latin American and Caribbean countries declined substantially
to US$ 47.362 billion, down by 15% from the previous year, as the expansion undertaken
by the trans-Latin firms between 2007 and 2012 slowed. By stock of investment abroad,
Brazil and Mexico are the countries that invest the most beyond their borders. In 2015,
however, direct investment abroad by Brazilian firms fell more sharply than investments
by other countries, and Chile became the largest source of direct investment within
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the region, reflecting the rapid growth of the Chilean trans-Latins. Chilean firms' direct
investment abroad rose by 22 % in 2015, to US$ 15.794 billion. Outward direct investment
by Mexican firms climbed sharply, to US$ 12.126 billion, representing a jump of 62%
from the previous year. Colombian firms have shown a noteworthy capacity to exploit
external markets in recent years, with a growing presence in Central America.

In 2015 the stock of FDI in the region shrank, and FDI earnings dropped yet more
sharply. As a percentage of the FDI stock, profits reached their most recent peak in 2011,
and then began to drop. In 2015, they stood at 5.0%, the lowest level in 13 years.
By country, the steepest falls in returns occurred in the mining economies (Chile,
Colombia, Peru and the Plurinational State of Bolivia), although these downtrend is not
confined to these. In conditions of shrinking FDI earnings, transnational firms have at
least two options: to reinvest a smaller proportion of profits or to remit fewer profits.
In Latin America and the Caribbean, the reinvestment rate is declining, and this can
be a negative factor for the host economies.

In nominal terms, FDI inflows to Latin America and the Caribbean are showing
signs of stagnation. In 2015, FDI inflows posted no significant growth for the fourth
year running. FDI has been crucial in Latin America and the Caribbean to support the
region’s model of integration into the international economy, with investments in
natural resources, exports and modern services. It has had, however, a moderate and
somewhat limited impact in terms of technology content, innovation and research
and development. By adopting strategies to combine FDI attraction with policies to
drive economic modernization and production diversification, the region would not
only encourage transnational firms to establish in sectors with greater prospects for
development and capacity-building, but would also facilitate these firms’ integration
into local economies. It would also enhance economic growth of a type that fosters
social inclusion and environmental sustainability. When FDI attraction and development
policies are coordinated with each other, FDI can contribute to achieving the strategies
the country has defined. In this way, policymaking aims not only to attract FDI, but to
create the conditions to absorb its benefits.

In the current global conditions, FDI flows into Latin America and the Caribbean
will likely shrink again in 2016. The Economic Commission for Latin America and the ECLAC estimates that
Caribbean (ECLAC) has estimated a 0.6% contraction in output, which will continue FDI flows into the
to dampen investment in supplying domestic demand at the regional level. The South  region could drop by
American economies will be the hardest hit, owing to their specialization in primary &5 much as 8% in 2016,
goods, especially oil and minerals, and their strong trade integration with China. In
fact, signs of a slowdown in China and low raw material prices have already paralysed
investment in areas relating to natural resources exports. Conversely, prospects are
brighter for Mexico and Central America, with average GDP growth estimated at 2.6%
in 2016, just below the previous year's rate. The upturn in the United States economy
has led to new investment announcements, particularly in export manufacturing.
Overall, therefore, ECLAC estimates that FDI flows into the region could drop by as
much as 8% in 2016.

B. Foreign investment in metal mining

The metal mining sector presents certain characteristics that are key to understanding its
dynamics and its close relationship with FDI. On the one hand, it is highly concentrated,
both in terms of international demand and production; on the other, the specific nature
of the investment and production process, notably long project durations, extremely
high capital requirements and high risk, mean that the vast majority of leading firms
are transnational.
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A new scenario of
heightened uncertainty
took shape with

the onset of the
downward phase of
the commodity price
cycle in 2012.

Economic Commission for Latin America and the Caribbean (ECLAC)

In the past 15 years, global markets for the main metallic minerals have experienced
profound changes, with huge swings in demand, prices and output. International demand
has seen strong shifts, with China’s rise to prominence a key factor.

China's exceptional growth and its industrialization strategy caused a substantial
increase in its consumption of metallic minerals. Between the mid-2000s and 2015, China
transformed itself into the world’s leading importer of iron, copper concentrates and
bauxite, overtaking countries that traditionally had carried most weight in these markets,
such as Germany, Japan and the United States. China’s growth and industrialization
strategy had further consequences. Not only did the country import metallic minerals
to supply its domestic market, but these imports also allowed it to satisfy international
demand for metals and metal manufactures.

Changes in demand, together with China’s new position in the world economy, created
a cycle of extremely high prices, before the onset of a downtrend that commenced in
2012 and which continues today. This marked trend shift is chiefly due to slower growth
in China and weak demand from developed countries, combined with increased global
production capacity for minerals and mineral products.

Rising prices fuelled a steady increase in global metallic mineral production from
2003 onwards. The countries of Latin America and the Caribbean played an important
role in this process, especially Brazil in iron ore production; Chile and Peru in copper; the
Bolivarian Republic of Venezuela, Brazil, Guyana, Jamaica and Suriname in bauxite, and
Mexico and Peru in gold and silver. A high percentage of the world's metallic mineral
reserves is concentrated in Latin America and the Caribbean: 66% of its lithium, 47 %
of its copper, 45% of its silver, 25% of its tin, 23% of its bauxite, 23% of its nickel and
14% of its iron, among others.

Increased production coincided with a process of strong FDI inflows to metal mining
in the region and the consolidation of some leading trans-Latin corporations such as
Brazil's Vale, Chile’s National Copper Corporation (CODELCO) and Grupo México.

The largest mergers and acquisitions in the history of the global metal mining
sector took place between 2000 and 2015. In value terms, approximately 16% of
these transactions targeted Latin American and Caribbean firms, amounting to
US$ 78.0 billion during the period. Target companies in eight countries accounted for
92% of this total, with Brazil, Chile, Peru and Mexico clearly leading destinations for
mergers and acquisitions.

Acquiring firms were more sparsely concentrated, with the main purchasers, in
value terms, originating in Canada, China, the United Kingdom and the United States,
while Australia also figured among the countries with the largest number of transactions.
China was remarkable for the completion of a large transaction: in 2014, MMG Ltd
and partners acquired the Las Bambas copper deposit from Switzerland’s Glencore
for US$ 7.005 billion. Another important operation took place in 2011, when Norway'’s
Norsk Hydro purchased a number of bauxite extraction and alumina production assets
from Brazil's Vale for US$ 5.27 billion.

A new scenario of heightened uncertainty took shape with the onset of the
downward phase of the commodity price cycle in 2012. In a sector in which the
minimum required rates of return have topped 15%, the average return on capital
employed among the world’'s 40 leading mining companies fell to 9% in 2014, a
10-year low. This decline in profitability, both in the world and in Latin America, had
repercussions for investment announcements in the metal mining sector, which in
2015 marked a low for the period 2003-2015. Just eight projects were announced,
amounting to US$ 674 million or 1.1% of total announced investment for the region,
compared with 12.2% on average for the period.
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In this new scenario, Latin American and Caribbean countries have fallen behind
somewhat in the mining value chain. During the mining boom, Chinese companies
stepped up mineral extraction and demanded more minerals on the international
market, as well as investing in refining and smelting and thus moving up the mining and
metallurgy value chain. By contrast, refining and smelting capacity in Latin American
and Caribbean countries did not keep pace with rising mineral production, which helped
create a pattern of growth in exports of mined minerals rather than refined metals.

The exploitation of natural resources for inclusive economic development entails huge
challenges: from the essential requirement that the sector’s development is compatible
with safeguarding the environment and the rights of peoples and communities, and
the creation of production linkages and synergies with other sectors, to fiscal and
monetary issues and infrastructure investment.

The favourable price cycle benefited the expansion of mining in Latin American
and Caribbean countries, which in turn improved the availability of resources. However,
a quantitative analysis of linkages shows that mining is generally a sector with low
spillovers in terms of demand for other economic activities. Consequently, the main
effects of mining in the region are apparent in the greater availability of fiscal revenues,
and in exports. However, a qualitative overview of metal mining suppliers in the
region revealed that some domestic firms have found niches in which to export to
third markets, which suggests that these enterprises have attained a greater degree
of competitiveness. If the expansion of metal mining in the region is conducive to the
growth of highly productive and competitive domestic firms, then it would also be
contributing to greater economic diversification and would be an example of how FDI
can drive local business development.

Such impacts are of limited magnitude in the countries of the region, but progress
has been achieved in some areas. Chile is emerging as the Latin America country
that has made most progress in developing sophisticated mining suppliers with the
capability to export, albeit only a fraction of them do so.

In the current context, company strategies aim to reduce costs and minimize
environmental impacts, and technological progress offers solutions to these problems.
The energy and water requirements of mining mean that technological development
is fundamental for the growth of the sector, which needs cheaper, more sustainable
sources of energy and water. Attracting FDI to provide solutions in these areas may
create an opportunity for growth that contributes to the creation of intangible capital.

The benefits of foreign direct investment in the mining industry are far from
being automatically accrued. International market dynamics dictate that investment
is attracted to locations that combine the availability of mineral resources with stable
regulatory conditions for their exploitation and an adequate infrastructure for exports.
The development of externalities, from the basic exploitation of natural resources to
greater complexity and diversification, will depend to a large extent on local capacity
(in terms of institutions, technology and access to energy, human capital and financing,
among others). In this context, a policy space is emerging for countries to promote
the accumulation of local capacities linked to the development of a sustainable mining
sector that drives production diversification.

The region enjoys comparative advantages in the exploitation of metallic minerals,
and most countries have directly or indirectly encouraged FDI in the sector. How
to keep step with the expansion of mining activity through policies in support of
the production sector, while securing the maximum possible benefit for inclusive
and sustainable development, remains a major challenge for Latin American and
Caribbean countries.
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There is consensus on
the potential benefits
of FDI, but harnessing
them is not an
automatic process.
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C. Foreign direct investment as a driver
of intangible capital accumulation

The positive effects of foreign direct investment can foster development in recipient
economies; in particular, they can supplement national saving through new capital
contributions and stimulate transfers of technology and improve management systems
to enable productive modernization. These effects are not automatic, however, and the
results obtained may not meet expectations.

Foreign direct investment flows have a variety of destinations that do not always
entail the creation of new fixed capital; in other words, they do not translate directly
into the formation of physical capital in the receiving country. The dynamic of FDI flows
and the trend of fixed capital investment follow different but related paths. One simple
estimate is that each additional dollar of FDI increases gross fixed capital formation
by 34 cents. This means that around one third of FDI flows actually contribute to fixed
capital formation in the receiving economy.

Although FDI makes only a small contribution to gross fixed capital formation,
transnational enterprises can play an important role in economic development by
helping to transform economies through the creation of intangible capital. The positive
effects of FDI can be transmitted through technology transfer and skill development,
while also encouraging local firms to enter value chains that increase their exposure
to the international economy.

The amount of FDI flows is a limited measurement of its potential benefit in the
receiving country. The benefits cannot be taken for granted through spillover effects,
nor do aggregate statistics adequately reflect certain characteristics of FDI.

This scenario again highlights the need to focus on the quality of FDI, particularly its
capacity to contribute to the formation of intangible capital in the local economy. There
is consensus on the potential benefits of FDI, but harnessing them is not an automatic
process. The transfer and absorption of FDI benefits depends on the characteristics of
the investment and the specific features of the recipient country.

The possibility of harnessing these benefits depends on the skill level of the labour
force, the competitiveness of the local industry and its capacity to supply foreign firms,
and the existence of an associated cluster. Host countries must meet the challenge of
capturing these benefits because, in the absence of the necessary conditions, foreign
firms could become enclaves within those countries, and only a fraction of their benefits
will be transferred to local economies.
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A. FDIlin the global economy is growing
despite a recessionary bias

In a context of low growth and great uncertainty in the world economy, foreign direct
investment (FDI) has been remarkably robust. In 2015, global flows of FDI jumped by 36%,
reaching an estimated US$ 1.73 trillion, the highest level since 2007 (UNCTAD, 2016a) (see
figure 1.1). Underlying this outcome was an intense wave of mergers and acquisitions,
especially cross-border transactions, and heavily focused on developed countries, especially
the United States (Deloitte, 2015). In 2015, cross-border operations represented 31% of
all mergers and acquisitions worldwide (JP Morgan, 2016) (see figure 1.2).

Foreign direct investment is up worldwide,
driven by the developed economies
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and acquisitions has doubled in two years
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Figure l.1

Global direct foreign
investment flows by
groups of economies, and
proportion corresponding
to Latin America and the
Caribbean, 1990-2015

(Billions of dollars
and percentages)

Figure I.2

Global cross-border
mergers and acquisitions,
2006-2015

(Billions of dollars
and percentages)
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New announcements
of greenfield
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suggested an upturn in
this sector, although to
a much lesser extent
than in mergers

and acquisitions.
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This strong growth was also determined by the levels of the previous year, which
reflected a large divestment (in the amount of US$ 130 billion) in the United States.'
Excluding that transaction, FDI growth in 2015 would drop to 21%, which is still high
but less spectacular.

At the same time, new announcements of greenfield investment projects suggested
an upturn in this sector, although to a much lesser extent than in mergers and acquisitions.2
In 2015, there was an overall increase of 9% in the value of announced FDI projects,
to US$ 713 billion (fDi Intelligence, 2016). As with mergers and acquisitions, the rise
in project announcements in developed countries offset a downtrend in investments
by transnational firms in developing economies.

The new cycle of cross-border mergers and acquisitions has resulted from a
combination of various factors that have given businesses the confidence needed to
seek acquisitions that will allow them to cope with slow organic growth and limited
improvements in operating margins. Those factors include:

e A high level of private-sector liquidity, estimated at more than US$ 6 trillion in
cash reserves available globally (JP Morgan, 2016),° combined with favourable
credit access conditions marked by low interest rates, has placed firms in a very
good position to undertake new acquisitions that will help them create value.

e The sustained recovery of the United States economy and the sharp depreciation
of the dollar against the euro have encouraged purchases on both sides of the
Atlantic. As well, FDI inflows into the United States have also been driven by
mergers and acquisitions designed to reduce the tax obligations of United
States firms. In fact, many of these firms will subsequently relocate abroad in
order to avoid the high corporate tax rates in the United States (OECD, 2016).

e (ertain sectoral dynamics that are relatively independent of the macroeconomic
cycle, especially on the part of “defensive” industries,* such as telecommunications
and pharmaceuticals, which have sought consolidation or new strategic assets.
In the first sector, the strong and growing consolidation of different segments
has continued in an industry that is converging rapidly towards common
platforms. The pharmaceuticals industry, in addition to consolidation, is also
attempting to replace patents that are beginning to expire and is placing new
faith in segments such as biotechnology (JP Morgan, 2015). These dynamics
have offset the slowdown in certain more cyclical sectors, such as those related
to commodities, which have been affected by the sharp fall in prices.

Recently, developing economies have seen their importance as FDI recipients
increase, and in 2014 they accounted for 55% of worldwide flows (UNCTAD, 2015).
However, the sharp increase in FDI flows to developed countries in 2015 has shifted
the regional distribution of these capital flows. At present, developed countries once
again represent more than half of worldwide FDI flows (see table .1).

In that transaction, United States-based Verizon Communications repurchased the 45% share in Verizon Wireless previously
held by the United Kingdom’s Vodafone, thus giving itself full control of the mobile telephone operator (ECLAC, 2015a).

The figures on newly announced investment projects are not strictly comparable with statistics on FDI inflows. The first reveal
only an intention to invest, one that may materialize over a fairly long period of time extending to several years. The second, by
contrast, represent actual inflows of foreign currency to finance transnational business activities during the course of a year,
in a specific host economy.

Liquidity is calculated as the aggregate cash balance (cash and short-term investments) of firms listed on the stock exchange
with a market capitalization of more than US$ 1 billion worldwide.

Generally speaking, it is the cyclical industries that drive the rally in mergers and acquisitions, as they rise and fall in tandem with
macroeconomic trends. On the other hand, the defensive sectors, such as public services, have a low correlation with economic cycles.
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Table .1
Global foreign direct investment inflows, rates of change and distribution by region, 2006-2015
(Billions of dollars and percentages)

FDI inflows to developing economies are still growing, but their share
in the world total declined in 2015

Amount Variation Distribution by region
(billions of dollars) (percentages) (percentages of global total)

Regions

6 1 2012 M3 201 W5 NS W1 2012 13 2014 W15 e 011 012 2013 2014 2015
Global total 1521 1610 1432 1479 1274 17271 12 14 -10 4 -14 36 100 100 100 100 100 100
Developed economies 860 828 679 697 493 936 10 23 -18 3 -29 90 57 51 47 47 39 54
European Union 475 444 364 332 254 426 5 24 18 9 24 68 31 2 25 22 20 25
North America 278 269 209 301 146 429 26 19 22 4 52 194 18 17 15 20 1 25
Transition economies 82 97 85 100 49 2 27 30 -13 17 51 55 5 6 6 1 4 1
Developing economies 579 685 668 682 732 769 15 3 0 4 8 5 38 43 47 46 571 45
Latin America and 173 208 207 196 19 179 26 20 4 5 0 9 11 13 14 13 16 10
Africa 48 48 56 54 55 38 N 8 18 -4 2 -3 3 3 4 4 4 2
Developing Asia 354 425 401 428 475 548 14 6 -6 7 1 15 23 26 28 29 37 32

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of United Nations Conference on Trade
and Development (UNCTAD), Global Investment Trends Monitor, No. 22, Geneva, 2015; World Investment Report, 2015
(UNCTAD/WIR/2015), Geneva, 2015; and official figures and estimates as of 27 May 2016.

While FDI flows to developed countries grew by 90% in 2015, developing countries
recorded an increase of only 5.3%, and economies in transition saw a sharp contraction
of 55% (see figure .1 and table I.1). Between 2013 and 2015, this last group of countries
experienced a sustained decline in its share of global FDI flows, as a result of political
and economic uncertainty in Ukraine and the Russian Federation, as well as the fall in
oil and natural gas prices, especially in the Russian Federation, among other factors
(UNCTAD, 2016b).

By region, the developing countries of Asia have received the greatest FDI flows,
ahead of the European Union and North America. In 2015, developing Asia recorded a
15% increase, setting a new historic record, led by Hong Kong Special Administrative
Region (SAR) of China, China, Singapore and India. However, in Hong Kong SAR an
important part of this growth was accounted for by the merger and restructuring of
Cheung Kong Holdings and Hutchison Whampoa into CK Hutchison Holdings, which did
not represent any investment in new production capacity. By contrast, Africa recorded
the greatest decline —31%— among developing regions in 2015, concentrated primarily
in the sub-Saharan region. Lastly, Latin America and the Caribbean recorded the worst
performance since 2010, with FDI inflows falling by 9% in 2015. In both regions, the
end of the commodities supercycle had an especially heavy impact on FDI inflows.

Despite these shifts and the effects of a few large-scale transactions, developing
countries still accounted for one half of the leading recipients of FDI (see figure 1.3).
In 2015, the United States and the Hong Kong SAR were the main recipients. However,
the increase in FDI inflows into both economies was due, at least in part, to corporate
restructurings that involved great volumes of resources on the financial account of the
balance of payments, but little movement in terms of real resources.
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Figure 1.3

Ten leading host
economies for foreign direct
investment, 2013-2015
(Billions of dollars)

The United States has regained its position as the largest
destination of FDI

United States
Hong Kong SAR
China
Netherlands
Brazil

United Kingdom
Singapore

India

Canada

France

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of United Nations Conference on Trade
and Development (UNCTAD), Global Investment Trends Monitor, No. 22, Geneva, 2015; World Investment Report, 2015
(UNCTAD/WIR/2015), Geneva, 2015; and official figures and estimates as of 27 May 2016.

A good proxy for analysing the dynamics of production investment is found in the
announcements of new projects sponsored by foreign investors. In 2015, as noted
above, these investments were still showing signs of recovery, led by Asia and the
Pacific region, which accounted for 45% of the total amount announced worldwide.
Although the United States and the United Kingdom still appear as major recipients
of these resources, a number of developing countries are positioning themselves
as important destinations for foreign direct investment. In 2015, for the first time,
India outpaced China, placing itself as the principal destination for new investment
announcements, especially in renewable energy and in coal, oil and natural gas. By
contrast, Latin America and the Caribbean, along with Africa, recorded a sharp decline
in new investment announcements, reflecting in particular the fall in commodity prices
(fDi Intelligence, 2016).

B. The Latin American and Caribbean
region has lost ground

1. In 2015, foreign direct investment
fell by 9.1%

In 2015, most countries in Latin America and the Caribbean switched to the methodology
set forth in the sixth edition of the Balance of Payments and International Investment
Position Manual of the International Monetary Fund (IMF) for preparing their foreign
direct investment statistics. This process has meant some significant changes in the
figures for previous years, especially in Brazil (see annex |.A1).

Inflows of FDI into Latin America and the Caribbean declined by 9.1% between
2014 and 2015, dropping to around US$ 179.1 billion, the lowest level since 2010.
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This performance reflected the drop in investment in natural resource sectors and
a slowing of economic growth, particularly in Brazil. Between 2014 and 2015, Brazil,
Latin America’s largest economy, accounted for a major portion of that drop —23%,

equivalent to US$ 21.820 billion. Excluding Brazil, FDI in the region showed a slight Figure 1.4

increase of 2.8% in nominal terms (see figure 1.4). Latin America and the

Caribbean: foreign direct

In the last five years, FDI inflows have stabilized
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Note: The FDI figures do not include flows into the main financial centres of the Caribbean. FDI figures indicate inflows of foreign direct investment, minus divestment
(repatriation of capital) by foreign investors. These figures differ from those set out in the 2015 edition of the Economic Survey of Latin America and the Caribbean
and the Preliminary Overview of the Economies of Latin America and the Caribbean, because they show the net balance of foreign investment, that is, direct
investment in the reporting economy (FDI) minus outward FDI. Flows as a percentage of GDP exclude the Bolivarian Republic of Venezuela. From 2010 on, the
figures for Brazil include reinvested earnings; as a result, these figures are not directly comparable with those from before 2010. This is represented by a white

line on the graph.

In 2015, despite the decline in these inflows, Brazil maintained its lead as the
region’s main recipient of foreign direct investment. It was followed, some distance
behind, by Mexico, Chile, Colombia and Argentina (see map |.1). The greatest increase
in FDI inflows in that year was recorded by the Bolivarian Republic of Venezuela, up
by 153% in the first three calendar quarters. However, this outcome must be viewed
in perspective: first, because it compares with the extremely low level of FDI inflows
in 2014, and second because the US$ 1.383 billion in the first three quarters of 2015
amounts to less than half of the average long-term amount. Among the countries
receiving the greatest FDI inflows, Argentina recorded the strongest growth, at 130%,°

5 This performance is tempered by the fact that the 2012 nationalization of 51% of YPF showed up in Argentina’s external accounts
only in 2014. Without the impact of that transaction, FDI inflows in 2015 would have been very similar to those for 2014.
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Map |1
Latin America and the
Caribbean (selected

subregions and countries):

FDI inflows, 2014-2015
(Billions of dollars)

followed by Mexico at 18%. On the other hand, Chile, Colombia and Peru saw inflows
fall by between 8% and 26%. At the subregional level, Central America increased its
inflows by 6%, while the Caribbean showed a decline of 17% (see map I.1).

Brazil alone accounts for more than 40% of FDI inflows to the region

Mexico Venezuela
(Bol. Rep. of)

The Caribbean

g,

Central America ‘\\(3

Brazil
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of official figures and estimated as of
27 May 2016.

Note: The figures for the Bolivarian Republic of Venezuela and Trinidad and Tobago (included in the Caribbean) correspond to the
first three quarters of 2015.

A more detailed look at the fall in FDI inflows to Latin America and the Caribbean
reveals a number of interesting findings. In 2015, as discussed in section A, the amount
associated with cross-border mergers and acquisitions was especially low in the region.
This fact may offer a partial explanation for the decline in FDI inflows, but it could also
indicate that that the creation of productive capital was relatively high during 2015.
Chapter Il discusses more fully the characteristics of FDI and its contribution to
productive capital creation. The second explanatory factor is the collapse of international
commodity prices. Chapter Il offers a detailed analysis of FDI in the mining sector.

Secondly, the decline in reinvested earnings may help to explain the shrinking of
FDlinflows (see figure 1.5). In fact, the slowing of economic growth in various countries
of the region has had a direct impact on business profits. Moreover, many firms have
not cut back on the repatriation of profits, and this has had a negative impact on the
reinvestment rate in the recent past. In Brazil, this trend has been especially intense.
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Between 2010 and 2012, profit reinvestment averaged around US$ 25 billion a year,
but then fell to US$ 2.3 billion between 2013 and 2015.

. . . . o, Figure |.5
The decline in reinvested earnings reflects the region's Latin America and the
deteriorating economic conditions Caribbean: foreign direct
investment by component,
100 2000-2015
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of official figures and estimates as of
27 May 2016.

Note: Data before and after 2010 are not directly comparable, because they refer to a different selection of countries. In both
cases, the data exclude Argentina, Belize, the Dominican Republic, Suriname and Trinidad and Tobago; before 2010, they
also exclude Brazil.

Intracompany loans also declined substantially in 2015, as a result of which the
relative share of capital contributions, or equity investment, rose. Although the statistics
before and after 2010 are not strictly comparable, the share of capital contributions had
been dropping systematically for several years, and consequently the results for 2015
could point to a shift in this trend.

2. Lessinvestment in natural resources

Not all countries publish statistics on FDI inflows disaggregated by sector of destination:
such statistics are available only for some of the bigger economies and for most Central
American countries. For this group of countries, the importance of the extractive sectors
has been sinking steadily. Among the countries for which this information is available, in
Colombia the share of primary sectors in FDI declined from 51% in 2010-2014 to 31%
in 2015 (see figure 1.6). In that latter year, the share of natural resources in FDI inflows
was 13% in Brazil and only 3% in Mexico. In Central America, the natural resource
share of FDI dropped from 13% to 8%.8 The shrinkage of FDI in natural resources is
linked to the collapse of commodity prices, with the end of the commodities super
cycle and the slowdown in the world economy.”

6 |tisimportant to note that the generation of energy from renewable sources is not included in the natural resources sector, but
as a category under services.
7 Chapter Il of this publication focuses on metal mining, offering a fuller explanation for the sharp drop in investment in this sector.
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On the other hand, the importance of the services sectors would seem to be
rising. In Brazil, Colombia and Mexico, FDI in services accounts for 49% of total FDI,
and in Central America this figure reaches 65%. Among the services of greatest
interest to foreign investors in the most recent period were telecommunications
and renewable energy.

Business services also carry considerable weight in the FDI totals in many
economies, while the role of financial services varies greatly from one country to the
next. There are three specific aspects of services that merit particular attention. First,
the renewable energy sector is growing strongly and gaining importance in the region.
Second, the telecommunications sector is one in which foreign firms are dominant and
investment needs are great. Finally, the retail trade subsector is interesting for its high
growth rate and the significant participation of trans-Latin firms.

Figure 1.6
Latin America (selected subregions and countries):2 distribution of FDI by sector, 2010-2015
(Percentages)

As FDI in natural resources declines, the share of services is rising
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of official figures and estimates as of 27 May 2016.
= The data for Central America do not include Panama.
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Given the limitations in coverage and detail of national FDI statistics disaggregated
by economic activity, the present analysis is supplemented with information from
announcements of new FDI projects compiled by the Financial Times publication,
fDi Markets. As noted earlier, this information is not strictly comparable with the FDI
inflows reported in the balance of payments. Nevertheless, it reveals in greater detail
the tendency of the medium- and long-term strategies pursued by transnational firms
or their announcements of coming investments.

Between 2005 and 2015, there were some major changes in the sectorial distribution
of FDI projects announced in Latin America and the Caribbean (see figure 1.7).

e New investments announced in the natural resource extraction and processing
sectors —essentially mining and hydrocarbons— fell from 74% to 13% of the
total between 2005 and 2015.

¢ In the manufacturing industry, the automotive sector was particularly dynamic.
Over the entire period, announced investments for vehicle assembly and parts
production rose from 4% to 15% of the total.

e In services, two sectors stand out for their especially strong performance:
telecommunications and renewable energy. Between 2005 and 2015, announced
investments in the telecommunications sector increased from 4% to 11% of the
total, reflecting the rapid deployment of new infrastructure that has enhanced
the coverage and quality of modern services in the region. At the same time,
announcements of renewable energy projects jumped from 1% to 20% of the
total between 2005 and 2015. In fact, renewable energies have been the most
important target of new investment announcements in 2015.

Figure 1.7
Announced new investments in the natural resources Latin America and the
sector fell from 74% to 13% of the total Celiloe Eitelsl ot
of announced FDI projects
over the last 10 years by sector, 2005-2015
(Percentages)
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of Financial Times, fDi Markets.
Note: This analysis excludes the 2013 announcement of the Nicaragua Canal, for a value of US$ 40 billion.
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Figure 1.8

Latin America and the
Caribbean: FDI projects
announced in renewable
energies, by country,
2005-2015
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In 2015 more than 50% of the investment announced in renewable energy projects
was earmarked for Chile (see figure 1.8). During that year, in fact, Chile boosted its installed
capacity by 580 MVW. Honduras too recorded a strong performance, adding some 500 MW
to its generating capacity (Shumkov, 2015). That country’s success has been the result of
a generous policy of subsidies for capacity installed prior to July 2015, and this has meant
a substantial boost in the share of solar energy in the Honduran energy matrix. Other
countries of interest here include Brazil, Mexico and Panama. The first two countries
are, of course, much bigger markets than Chile, and renewable energy commands a
significant share of their energy mix. However, because of the regulatory framework and
the presence of large domestic players, there is less international involvement through
FDI in those countries than in Chile or Panama. Lastly, investment announcements in
the renewable energy sector have increased in most countries, with the exception of
Peru, where few projects have been announced in that sector over the last three years.

In 2015 over 50% of the investment announced in renewable energy
projects went to Chile

16000 7~
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of Financial Times, fDi Markets.

Announced investment projects in solar energy have increased significantly, in
particular since 2010, displacing wind energy technology, which until then had evoked
greater interest on the part of foreign investors (see figure 1.9). In 2015, 70% of the
announced investments in renewable energies were targeted at solar energy projects.
Latin American governments have shown real enthusiasm for renewable energies as a
way of diversifying the energy mix, particularly in non oil-producing countries, cutting
generating costs and lowering the long-term environmental impact. However, the local
private sector’s response to the opportunities in this industry has been disappointingly
weak. For example, in Chile —one of the world leaders in terms of installed solar energy
capacity— the industry is dominated by foreign companies. As a way of capitalizing on
the country’s competitive advantages and encouraging the creation of a production,
logistics and technology platform of international reputation, the Chilean authorities
have attempted to coordinate and strengthen local players involved in the solar energy
sector, through a “smart specialization” programme.
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Figure l.9
Between 2013 and 2015, solar energy represented Latin America and the
oh average more than 50% of total announced Caribbean: FDI projects
i . . announced in renewable
investment in renewable energy projects energy, by type of

technology, 2005-2015
(Billions of dollars)

I Other
Biomass
Il Hydroelectric
I Wind
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2005-2007
2006-2008
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2009-2011
2010-2012
2011-2013
2012-2014
2013-2015

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of Financial Times, fDi Markets.
Note: data represent three-year moving averages.

In Latin America and the Caribbean, telecommunications has been one of the
most important services sectors for channelling FDI. Between 2011 and 2015,
telecommunications accounted for 17% of all announced foreign investments. There
are at least three reasons for this phenomenon:

(i)  The telecommunications sector is very intensive in high-tech infrastructure and
hardware, which entails investment on a very large scale. The speed of technological
change is obliging companies to invest continuously in order to keep abreast, as
in the case of the recent transition from 3G to 4G in mobile telephony.

(i) Itis a sector where competition is fierce and customer loyalty is fickle. Under
these conditions, firms must invest to the same degree as their competitors.

(ili) Lastly, itis a sector with a large presence of transnational firms. Within the region,
only in Costa Rica, Mexico, Uruguay and the Bolivarian Republic of Venezuela
is the local market dominated by a domestic firm. In most Latin American
countries, the market is dominated by two foreign companies: América Movil
(Mexico) and Telefénica (Spain) (see figure 1.10). In the Caribbean the pattern
is very similar. In most of the English-speaking Caribbean there are two major
operators: the Jamaican-Irish firm Digicel and Cable & Wireless Communications
(CWC) of the United Kingdom. In November 2015, CWC was acquired by the
United States-British firm Liberty Global.
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Figure l.10

LLatin America (selected
countries): distribution

of mobile telephony
customers by company,
2015 or latest available year
(Percentages)

One of the preferred
strategies for large retail
chains in pursuing their
international growth has
been to acquire local
operators.

In mobile telephony, two international firms enjoy dominant
positions in the majority of regional markets
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of official figures.
2 In Mexico, América Mdvil is the main national player in this market.

In Latin America, a small group of firms is responsible for the bulk of investment.
According to data provided by the company, América Moévil has been investing around
US$ 10 billion every year, including its home market, Mexico. Between 2012 and 2015,
the Spanish firm Telefénica, with its Movistar brand, has invested some US$ 22 billion
in the region, while Telecom lItalia has disbursed close to US$ 8 billion in Brazil, its
main market.

Another service sector that has shown impressive growth is retail trade. In
2015, the amount of announced investments rose by 25% to US$ 3.649 billion. This
performance has been driven by capital originating essentially in three countries:
the United States (41%), France (17%) and Chile (15%) (see figure 1.11). In the most
recent period, however, the two leading source countries, and France in particular,
have been losing ground. In fact, the bulk of French FDI in Latin America’s retail
trade sector has been accounted for by operations of the Carrefour supermarket
chain (80% of the total announced), a company that has in recent years reversed its
strategy of regional expansion. In 2012, Carrefour sold its operations in Colombia for
US$ 2.5 billion to the Chilean firm Cencosud, re-focusing its activities on Brazil and
Argentina, where it has 876 stores. Similarly, FDI from the United States in retail
trade is concentrated essentially in one company —Wal-Mart— the largest company
in the world according to the Fortune Global 500 ranking (Fortune, 2015). In recent
years Wal-Mart has accounted for 25% of all announced investments in the retail
trade sector, and 61% of investments in the region announced by United States
firms in this industry. In the case of Chile, three firms account for the majority of
FDI announced in the regional retail sector: Cencosud, Falabella and Ripley were
responsible for 49%, 32% and 10%, respectively, of all announced investment in
this sector by Chilean firms.
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Figure l.11

Latin America and the Caribbean: distribution of FDI projects announced in the retail trade sector,
by country of origin and destination, 2003-2015

(Percentages)

In retail trade, Chilean firms have consolidated their position as key players,
while Colombia is becoming an attractive destination for investment
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of Financial Times, fDi Markets.
Note: Data are three-year moving averages.

In terms of the geographical distribution of investments announced in the retail
trade sector, the leading destinations are Brazil (38%), Mexico (20%) and Colombia
(15%). Market-seeking is the main motivation for FDI by the big retail chains. Thus,
when domestic conditions start to deteriorate, business interest also tends to fall off,
as demonstrated by the decline in FDI in Argentina since 2010 and the recent drop in
Brazil (see figure 1.11).

One of the preferred strategies for large retail chains in pursuing their international
growth has been to acquire local operators, thereby giving them swift access to new
markets and familiarity with local customers and habits. As to the origen of acquiring
companies, the pattern is very similar to that of new investment announcements.
Between 2003 and 2015, United States firms accounted for 34%, by value, of mergers
and acquisitions in this industry, followed by Chilean (28%) and Mexican (9%) companies.
The two biggest players are Wal-Mart and Cencosud, which together are responsible
for 50% of the mergers and acquisitions completed in Latin America. However, there
are some differences between announced investments and M&As when it comes to
the geographic destination of these operations. The main destination was Chile, which
accounted for 30% of the funds flowing into M&A operations. In this particular case,
the lead player is Wal-Mart: through various transactions it has gained control of one
of the largest local supermarket chains, D&S, which operates under the trade name
Lider. As for Cencosud, it has launched an ambitious strategy for international growth,
taking over a number of local chains in Argentina, Brazil, Colombia and Peru.
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Figure l.12

In the manufacturing sector, the automotive and parts industry remains one of the
main focal points of interest for transnational companies, in terms of the volume of
investment, although it is highly targeted in geographic terms. Between 2011 and 2015,
investments amounting to some US$ 60.279 billion were announced in the Latin
American automotive and parts sector, concentrated essentially in three countries:
Mexico (61%), Brazil (30%) and Argentina (5%).

Yet, the origin of investments reveals some important distinctions that reflect
the different strategies adopted by transnational firms in the main markets of Latin
America. In Mexico, for example, investment announcements come for the most part
from United States firms, pursuing the advantages of the North American Free Trade
Agreement (NAFTA). By contrast, in Brazil and Argentina it is European companies
that are announcing investments, targeted at supplying the MERCOSUR market with
compact vehicles. At both extremities of the region, Japanese automotive companies
are increasingly active, at least in terms of announced investments (see figure 1.12).
These intentions are beginning to show real results: Japanese vehicle makers have
recorded the greatest growth in production, thanks to completion of the announced
new factories (see table |.2). Between 2011 and 2015, General Motors of the United
States was the most active in announcing new investments, amounting to more than
US$ 8 billion, followed by ltaly’s Fiat (US$ 5 billion) and three Japanese companies:
Nissan, Toyota and Honda (see figure 1.13).

Mexico and Brazil: distribution of the total value of announced FDI projects in the automotive sector (including autoparts),

by country of origin, 2011-2015

(Percentages)

United States firms dominate the automotive industry in Mexico,
while firms from the European Union are key players in Brazil
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of Financial Times, fDi Markets.
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Table |.2
Latin America and the Caribbean (selected countries): production by the main automotive firms, 2006 and 2014
(Units and percentages)

The region’'s automobile production is concentrated in Brazil and Mexico

Share of Latin America in

: Brazil Argentina Mexico firm's total production

Firm (percentages)
2006 2014 2006 2014 2006 2014 2006 2014

From the European Union

- Volkswagen 630 982 500 104 46 815 20 425 348 391 475121 18.1 10.1

- Fiat 565 988 686 468 3414 95538 500 247 24.6 26.4

- PSA Peugeot-Citroén 92515 94 825 96 787 57 609 5.6 5.2

- Renault 68 423 229 806 52 446 80 854 9859 11 13.8

- Daimler 50194 19839 28722 4.8

Share in production (percentages) 53.9 48.0 50.8 Mn.2 18.9 29.0

From the United States

- General Motors 550183 580 794 70 862 86 931 504 746 678 388 12.6 141

- Ford 320124 304 403 78785 103 107 330228 431613 16.9 141

Share in production (percentages) 333 281 34.6 30.8 40.8 33.0

From Japan

- Toyota 61650 161 907 65 280 96 350 33920 71398 22 32

- Nissan 34088 407 222 805 967 12.6 16.5

- Honda 78 360 127 508 6756 24300 145213 238 6.2

Share in production (percentages) 5.4 10.3 15.1 16.7 22.8 30.4

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of information provided by the International Organization of Motor Vehicle
Manufacturers (OICA).

Figure .13
Latin America and the Caribbean: announced value of FDI projects in the automotive sector, by firm, 2011-2015
(Millions of dollars)

A handful of firms account for the majority of announced projects
in the automotive industry
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of Financial Times, fDi Markets.
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3. The United States is once again
the principal source

In 2015, the United States became the main source of FDI flows to Latin America and
the Caribbean. For those flows that have a clearly identified origin,® the United States
accounts for 25.7%. The Netherlands is the second most important source, at 15.9%,
followed by Spain, at 11.5% (see figure 1.14).

Figure .14
Latin America (selected subregions and countries): origin of FDI, 2015
(Percentages)

From Panama northward, United States firms are responsible
for the bulk of FDI

Brazil Colombia Mexico Ecuador Central America and
the Dominican Rep.
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of official figures and estimates as of 27 May 2016.
Note: Central America here includes Costa Rica, El Salvador, Guatemala and Honduras. The figures exclude FDI for which the origin cannot be determined, ie, FDI of
unknown origin or originating in tax havens. In countries for which data are available, FDI of undetermined origin accounts for 5.9% of inflows.

The case of the Netherlands is particularly interesting, as its weight in the statistics
bears little relationship to the presence of Dutch firms in Latin American economies.
This apparent contradiction reflects the fact that many transnational firms establish
subsidiaries in the Netherlands, attracted by its tax advantages, and then go on to
invest in third countries. Although corporate taxation is high, the Netherlands offers
advantages that can substantially reduce the taxes on profits and dividends obtained
from subsidiaries in other countries. The Dutch system also has a highly developed
network of double-taxation, information sharing and investment agreements with other
countries, offering significant tax benefits for financial expenses, and especially for loans
between parent companies and their subsidiaries. Lastly, there is the so-called “Dutch
sandwich” that allows transnational firms to benefit from preferential agreements in
place with tax havens such as the former Netherlands Antilles (E/ Pais, 2016). Similar
situations exist in Luxembourg and Ireland.

8 The designation “identifiable investment” includes only figures from countries that disaggregate their statistics by country
of origin, and it excludes investments from unidentified countries as well as from so-called tax havens.
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There are some major differences between the countries of the region in 2015.
In Brazil, 22% of identified flows comes from the Netherlands (although the ultimate
origin of many of the investments is unknown), followed by the United States (14 %)
and Spain (13%). In Mexico, as in many countries of Central America and the Caribbean,
the United States is by far the main source of FDI inflows: the United States accounts
for 52% of inflows to Mexico, followed by Spain (9%) and Japan (5%). In Central
America (excluding Panama and Nicaragua) and the Dominican Republic, 45% of FDI
inflows come from the United States, followed by Colombia (8%) and Panama (8%).
In Colombia, three countries are the source of slightly over half of FDI inflows whose
origin can be identified: the United States (21%), Panama (16%) and Spain (14%).

An alternative and complementary way of analysing the origin of FDI flows is
to consider large cross-border mergers and acquisitions (see table 1.3). Among the
20 largest transactions concluded in 2015, United States firms were the dominant
buyers, and they were particularly important in the telecommunications sector in
Mexico. The largest transaction of the year was conducted by Telefénica of Spain, which
took over the Brazilian firm Global Village Telecom, owned by the French company
Vivendi, for a price tag of US$ 10.285 billion. Next in rank was the purchase, through
tender, of the concession to operate the Jupia and llha Solteira hydroelectric plants
in Sdo Paulo by China Three Gorges Corporation (CTG), which is the operator of the
world’'s biggest hydroelectric project. In Brazil, CTG is partnered with Energias de
Portugal (EDP) in three hydropower stations and 11 wind farms. Also noteworthy was
the purchase of Columbus International, a Barbadian telecommunications firm, by
Britain's Cable & Wireless (C&W) in what was the biggest acquisition to date in the
Caribbean. Subsequently, in November 2015, Liberty Global announced its takeover
of the assets of C&W in the Caribbean, for US$ 5.3 billion, but the transaction was
not finalized during that year.

On the other hand, Latin America and the Caribbean saw little in the way of
sizable divestments in 2015. In fact, there were only three such operations for more
than US$ 100 million, and the 10 largest totalled US$ 1.834 billion. This stands in
contrast to the US$ 15.242 billion of divestment in 2014, suggesting that there may
be fewer incentives for investors to withdraw from the region. The largest transaction
was the sale by the Canadian firm Barrick Gold of a 50% interest in a copper mine in
Chile, for US$ 1.005 billion: that move was made to improve the firm’'s overall balance
sheet, which had been affected by falling commodity prices and higher operating
costs (see table 1.4).
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Many transnational
firms establish
subsidiaries in the
Netherlands, attracted
by its tax advantages,
and then go on to
invest in third countries.




Table 1.3

Latin America and the Caribbean: 20 largest cross-border mergers and acquisitions, 2015
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Four of the seven biggest mergers and acquisitions of 2015
took place in the telecommunications sector

=

United States

Firm/ Assets acquired/location of Sector Amount Country
country of origin assets (country or subregion) (millions of dollars) of seller
Telefonlca Globgl Village Telecom A 10285 France
Spain Brazil .
Telecommunications
Chllna Three Gorges Corp. (CTG) Centr_al hidroeléctrica Jupié e llha Solteira @ 3680 Brazi
China Brazil
Energy
; Columbus International @
Bi?{gfmgﬂﬁﬁ The Caribbean and A 3025 Barbados
Central America Telecommunications
AT&T Grupo lusacell @ )
United States Mexico A ) 2500 LT
Telecommunications
British American Tobacco (BAT) Souza Cruz (22%) I United
United Kingdom Brazil = 242 Kingdom
Manufactures
Owens-lllinais Vitro I )
United States Mexico = 2150 Mexico
Manufactures
AT&T Comunicaciones Nextel @A) 1875 United
United States Mexico . States
Telecommunications
Crown Holdings Empaques Ponderosa %
United States Mexico 99 . 1225 Netherlands
Logistics
Empresas Publicas de Medellin Aguas de Antofagasta A :
Colombia Chile 967 Chile
Infrastructure
Colbin Fenix Power Pert 9 United
Chile Peru @ 786 States
Energy
Heineken Desnoes & Geddes (57%) y otros E' 781 United
Netherlands Jamaica and elsewhere Kingdom
Manufactures
2F 0 A 0
Grupo Exito ‘ GPA (19%) and Libertad (100%) g 758 S
France and Colombia Brazil and Argentina
Commerce
Organizacion de Proyectos P
IFM Invqstors de Infraestructura (25%) () 628 Mexico
Australia .
Mexico Infrastructure
Brookfield Asset Management Activos inmobiliarios yﬂ\ .
Canada Brazil od 593 Brazil
Real estate
JBS SA Tyson de México, Tyson del Brasil T'“ 575 United
Brazil Mexico and Brazil States
Foods
! a3 i 0y
G!C Pte. Ltd. Hede'd Or S&o Luiz (15%) m 523 Brazil
Singapore Brazil
Health
_— 0
Mitsui & Co. Petrqbras Gas (49%) m 486 Brazil
Japan Brazil .
Gas and oil
Ball Corp. Latapack-Ball Embalagens (40%) I, )
United States Brazil h 45 I
Manufactures
Statkraft Empresa Eléctrica Pilmaiquén (98%) 9 .
Norway Chile @ 404 Chile
Energy
. . 0
Advent International Corp. Lifemiles (30%) 344 Colombia

Panama

Services

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of figures provided by Bloomberg.
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Latin America and the Caribbean: 10 largest divestments, 2015

Foreign Direct Investment in Latin America and the Caribbean * 2016

There were no major divestments in 2015
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=

Selling firm/ & D)

Amount Country
country of seller SIS Sector (millions of dollars) of buyer
Barrick Gold Zaldivar, copper mine (50%) w :

’ o] 1005 Chile
Canada Antofagasta PLC —
Mining
9 o]
Lafarge Cementos Fortaleza (47%) 295 Mexico
France Elementia SAB
Cement
Companhia de Eletricidade -
gerdrola do Estado da Bahia (9%) ® 188 Brazil
p Neoenergia Energy
(QBE Insurance Group QBE Workers Compensation @ .
Australia Werthein Investment Management . AL
Finance
- . Pellegrino, distributor of
/fo!?lfstSroup Holdings automobile parts Q 76 Brazil
UILCLRR EICE Distribuidora Automotriz Automobile sector
Nestlé Mexican ice-cream segment .
Switzerland Grupo Herdez rﬂ 68 Mexico
Food
Rid ildings i i i~
ge Property Two buildings in Monterrey (Mexico) ‘A’ 53 Mexico
United States México Real Estate Management
Real estate
Affinia Group Holdings Affinia Automotiva a 48 Brazil
United States Private investor -
Automobile sector
Usina Internet Group Sieve Group Brasil (75%) @ 2 Brazil
United States B2W Cia Digital
Technology
Companhia Energética do =
g)sg?gola Rio Grande do Norte (7%) @ 36 Brazil
Neoenergia Energy

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of figures provided by Bloomberg.
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Figure l.15

Latin America and the
Caribbean:® stock and
average profitability
of FDI, 2000-2015

(Billions of dollars
and percentages)

Economic Commission for Latin America and the Caribbean (ECLAC)

4. Although it is falling, income from FDI
is stillimportant

In 2015 the stock of FDI shrank,® and earnings fell even further (see figure .15). As a
percentage of the stock of FDI, profits reached their most recent peak in 2011, and
then began to drop. In 2015, they stood at 5.0%, the lowest level in 13 years. The
collapse of profitability affects not only transnational companies, but firms in the Latin
American economies in general. In fact, the profitability of the 500 largest firms in
the region has been declining for a decade now (see figure 1.16). During that time,
the region’s best earnings came in 2006, when profitability stood at around 7.2%, or
5.3% excluding natural resources.'© Subsequently, in 2014, income fell to 2% (or 2.7%
excluding natural resources). In that year, profits were down in all sectors, compared
to the 2010-2013 average, and the drop was particularly severe in the mining sector
(see figure 1.16). This trend is beginning to be reflected in a loss of interest in certain
resource-intensive activities, primarily mining, as a destination for FDI flows.

The profitability of FDI in the region has fallen in recent years

2.0 ~12
1.5 -9
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— FDlincome as a percentage
of FDI stock (right scale)
0 | o W FDIstock
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of official figures and estimates as of
27 May 2016.
2 Does not include data for Cuba, Jamaica, Trinidad and Tobago, the Bolivarian Republic of Venezuela or the member countries of
the Organisation of Eastern Caribbean States (OECS).

9 Between 2014 and 2015, the stock of FDI fell from US$ 1.91 billion to US$ 1.8 billion. Among other factors, this outcome reflects
the devaluation of many Latin American currencies. The shrinkage of the FDI stock was especially significant in Brazil. Between
the beginning of January and the end of December 2015, the exchange rate rose from 2.7 reais to 3.9 reais to the dollar, and
this had a significant impact on the value of assets denominated in dollars.

10 As discussed in chapter II, the mining industry yields high profits: 24.9% in 2006. The hydrocarbons sector, which also falls well
outside the average excluding natural resources, recorded profits of 7.2% in 2006.
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Figure 1.16
Latin America and the Caribbean: company earnings, median and by sector
(Percentages)

Profits have declined across all sectors in real terms
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of América Economia magazine.

Note: The data show results for the 500 biggest firms in Latin America and the Caribbean, excluding those firms that do not publish specific data on their subsidiaries
abroad. The data cover cross-border, national and state-owned firms. The sectors included in figure B are the eight sectors with the largest sales volumes, according
to América Economia.

An analysis of the situation by country shows that the greatest declines in
profitability occurred in countries with substantial mining activity (Chile, Colombia,
Peru and the Plurinational State of Bolivia). However this trend is not confined to
mining economies. In fact, for the great majority of countries, FDI profits in 2015 were
lower than the average for the period 2010-2014 (see figure 1.17). Only in Panama
was income slightly higher in the last year. Finally, profitability levels also reflect the
characteristics of countries’ production and business structure. Generally speaking, the
larger economies, with more diversified productive structures and more competitive
local firms, show lower levels of FDI profitability.
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Figure .17

Latin America and the
Caribbean (selected
countries): FDI income as
a proportion of FDI stock,
2010-2015

(Percentages)

Figure 1.18

Latin America and the
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of official figures and estimates as of

27 May 2016.

In a context of shrinking FDI earnings, transnational firms have at least two options:
to reinvest a smaller proportion of profits or to remit fewer profits. In Latin America and
the Caribbean, the reinvestment rate is declining, and this can be a negative factor for
the host economies (see figure 1.18). Nevertheless, from a longerterm viewpoint, it
is important to assess the effects of FDI on the balance of payments. While it is clear

repatriated ! ~ he i
(Billions of dollars that FDI inflows have an initial positive effect, the subsequent outflows of profits from
and percentages) FDI will have a negative impact on the external accounts of the host economies.
The bulk of income is repatriated
A. FDl income, 2000-2015 B. Distribution of FDI income between reinvestment
(billions of dollars) and repatriation, 2010-2015
(percentages)
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of official figures and estimates as of 27 May 2016.

= The graph in panel A includes data from Argentina, Brazil, Chile, Colombia, Costa Rica, Dominican Republic, Ecuador, Guatemala, Honduras, Mexico, Nicaragua, Panama,
Plurinational State of Bolivia and Uruguay. The graph in panel B includes data from Brazil, Chile, Colombia, Costa Rica, Ecuador, Guatemala, Honduras, Mexico, Panama,
Plurinational State of Bolivia and Uruguay.
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On the financial account, FDI has been a very important and stable component of
capital inflows. At US$ 179.10 billion, FDI represented 70% of foreign capital inflows in
2015. Yet in that same year, while FDI declined by 9.1%, inflows of portfolio and other
investments dropped by 59% and 51% respectively. These last two components are
more sensitive to the economic cycle and to short-term expectations (see figure 1.19)

Figure l.19
FDIl is the principal and most stable component Latin America and the

of capital inflows Carllbbe.an: cross-border
capital inflows, 2005-2015
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of official figures and estimates as of
27 May 2016 and Preliminary Overview of the Economies of Latin America and the Caribbean, 2015(LC/G.2665-P), Santiago,
December 2015.

Note: Data prior to 2010 are not directly comparable with those for 2010 and later. Includes data from Argentina, Bahamas, Brazil,
Chile, Colombia, Costa Rica, Dominica, Ecuador, El Salvador, Grenada, Guatemala, Honduras, Jamaica, Mexico, Nicaragua,
Panama, Paraguay, Peru, Saint Kitts and Nevis, Saint Lucia, Saint Vincent and Uruguay.

The current account of the balance of payments has been deteriorating gradually
in recent years, and in 2015 it showed a deficit of 3.3% of GDP (see figure 1.20).
Under this scenario, the income balance is the component with the largest deficit,
and the one that produces the greatest net outflows of funds abroad. Within this
item, the biggest component is the repatriation of FDI income by firms to their parent
companies abroad. The situation is complicated by the steady deterioration in the
goods balance, which historically has helped to finance the income balance deficit.
In absolute terms, the surplus on the goods balance was greater than the deficit
on the income balance until 2006. Since then, the goods balance has deteriorated
swiftly, and the surplus disappeared in 2013 (see figure 1.21). In 2015, the goods
balance recorded its worst performance since 2001 (ECLAC, 2015b)."" In fact, the
negative trend in the region’s export prices —in line with the collapse of commodity
prices— cut into the earnings of transnational companies operating in the region,
and as a result it also reduced the share that they remit to their parent companies.

" In 2015, the deterioration in the goods balance resulted from a sharp drop in the value of exports together with a decline in the
value of imports, the absolute magnitude of which was not sufficient to offset the drop in exports (ECLAC, 2015b).
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Figure .20

Economic Commission for Latin America and the Caribbean (ECLAC)

Latin America and the Caribbean: balance-of-payments current account

by component, 2010-2015
(Percentages of GDP)

The balance-of-payments current account remains in deficit
and the goods balance is deteriorating

I Current transfers balance
[ Goods balance
I Services balance
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— Current account balance

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of Preliminary Overview of the Economies of Latin America and the Caribbean,
2015(LC/G.2665-P), Santiago, December 2015.

Figure .21

Latin America and the
Caribbean: selected items
of balance-of-payments
current account, 2006-2015
(Billions of dollars)

The income balance is improving, but the decline
in the goods balance is accelerating
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of Preliminary Overview of the Economies
of Latin America and the Caribbean, 2015 (LC/G.2665-P), Santiago, December 2015.

Note: Data prior to 2010 are not directly comparable with those for 2010 and later. This is represented by a white line on the graph.
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Lastly, when FDI inflows are combined with outflows of FDI income, their impact
on the balance of payments becomes clear. In most countries, the impact is positive.
However, even if FDI inflows were to contract sharply, the existing FDI stock is of such
a size as to produce income outflows that could be very significant. At the present
time, the Bolivarian Republic of Venezuela, Guatemala, Peru and the Plurinational
State of Bolivia are already experiencing a negative impact from FDI on their balance
of payments (see figure 1.22).

Figure l.22

For many countries the FDI balance is virtually nil Latin America and the
Caribbean (selected
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outflows, average for

the period 2010-2015
(Percentages of GDP)

/2
6
54
44
34

© © © (5] © > =1 o © @© w 3 = @© ©— > o=

2L 8 o =] S ©5 Jicie=

p=} o o = © ~N o c @ o b o

> £ 3 E § 2 8 § € £ 5 & g g g & =23

© © e © = 2 m ) g S == S QE_, A S+

© © —_— = o o ©

S 7 = £ 5 = 5 2 5 8§ & B 2= &
= o [a5] < T = > 2

(@S] = (@] o =

g m =

- o

= =

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of official figures and estimates as
of 27 May 2016.

C. Outward investment by trans-Latin firms
is slowing

In 2015, outward FDI flows from Latin American and Caribbean countries declined
substantially to US$ 47.362 billion, down by 15% from the previous year. Although
the decline is real, it was accentuated by corrections and methodological changes
introduced in the statistics, especially with the use of the sixth edition of the Balance
of Payments and International Investment Position Manual of IMF (2009). Adoption
of the sixth edition sparked major changes in the statistics of Brazil, especially those
concerning Brazilian investments abroad (see section D of this chapter for further
details). The impact of these changes can be appreciated from a comparison of regional
figures with and without Brazil (see figure 1.23).

Prior to adoption of the sixth edition of the IMF Balance of Payments Manual,
Brazilian statistics showed great volatility, and this had repercussions on the regional
aggregates. By excluding Brazil from the Latin American and Caribbean total, trends can
be identified more clearly. First, outward direct investment shows a steady increase
between 2007 and 2012. Trans-Latin firms took advantage of the sound conditions in
their domestic economies and the opportunities that began to appear in some of the
main regional markets, for example, with the resurgence of a number of transnational
firms from beyond the region that had been affected by the international financial
crisis. Outward direct investment flows began to shrink in 2012, with the cooling of
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Figure .23

Latin America and the
Caribbean: outward
FDI flows, 2005-2015
(Billions of dollars)

regional growth and changes in the international commodity markets where some
of the biggest trans-Latin firms were active. In 2015, the collapse of commodity
prices accelerated and countries’ economic conditions worsened. Outward direct
investment by Brazilian firms declined more sharply than that of their peers in other
countries of the region (see table .5).

Outward direct investment from Latin American
countries is slowing
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of official figures and estimates as of
27 May 2016.

Note: Because the data prior to 2010 do not include the reinvestment of profits by Brazilian firms, the data before and after 2010
are not directly comparable.

Three countries account for over 85% of outward direct investment from the region.
In 2015, Chile was the source of the greatest outflows of direct investment, illustrating
the vigour of Chilean trans-Latin firms. Chile was followed by Brazil and Mexico, which
were responsible for 28% and 26% of the total, respectively (see table 1.5).

Figures for the stock of outward direct investment help to place the annual flow
statistics in perspective (see figure 1.24). In fact, the stock of such investment reveals the
rapid growth of the two countries that are home to the largest firms with international
operations: Brazil and Mexico. As well, those figures reveal the weakening role of the
Bolivarian Republic of Venezuela as a source of direct investment.
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Table 1.5
Latin America and the Caribbean (selected countries): outward FDI flows, 2005-2015
(Millions of dollars and percentage variation)

In 2015, Chile was the region’s most active outward direct investor

Absolute variation Relative variation

2005-2009° 2010 2011 2012 2013 2014 2015 2015-2014 2015-2014
(millions of dollars) (percentages)

Argentina 1471 965 1488 1055 890 1921 1139 -782 -4
Brazil® 14067 26763 16067 5208 14942 26040 13498 -1254 -48
Chile 5117 9461 20252 20555 9872 12915 15794 2879 22
Colombia 2786 5483 8420 -606 7652 3899 4218 319 8
Mexico 6250 15050 12636 22470 13138 7463 12126 4663 62
Trinidad and Tobago 282 0 1060 1681 2061 1275 e 145¢ 25¢
Venezuela (Bolivarian Republic of) 1438 2492 -370 4294 752 1024 A2 -2142¢

Latin America and the Caribbean 32091 61302 60919 55993 50465 55803 47362 -8 441 -15

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of official figures and estimates as of 27 May 2016.

= Simple averages.

® The 2005-2009 figure for Brazil does not include reinvestment of profits, and is therefore not directly comparable to the figures from 2010 onward.

¢ Trinidad and Tobago and the Bolivarian Republic of Venezuela have published data only for the first three quarters of 2015. The change from 2014 to 2015 is calculated
for the first three quarters of both years.

d For the region overall, the variation between 2014 and 2015 for the cases of Trinidad and Tobago and the Bolivarian Republic of Venezuela was calculated taking only the
first three quarters of those years.

Figure .24

Brazil and Mexico are the countries that invest Latin America (selected
the most beyond their borders countries) stock of FDI
abroad, 2005-2015
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of official figures and estimates as of
27 May 2016.
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In 2015, outward direct investment by Chilean companies rose 22%, to
US$ 15.794 billion. Chile thus became the largest source of direct investment in the
region. Capital outflows occasioned by investments abroad took the form primarily of
deposits and loans extended by firms resident in Chile to their foreign subsidiaries:
these amounted to US$ 10.621 billion (Central Bank of Chile, 2016). Among the most
significant acquisitions by Chilean firms abroad were the purchase of City National
Bank of Florida by the Banco de Crédito e Inversiones (BCI), for US$ 947 million, and
the takeover of 100% control of the Peruvian thermoelectric generating company
Fenix Power by a consortium headed by the electrical company Colbun (of the Grupo
Matte) for US$ 786 million (see table 1.6). The principal firms in the retail trade sector,
which in the past have adopted ambitious globalization strategies, remained very active
during 2015. Cencosud, Parque Arauco, Falabella and Ripley continued to expand their
presence in countries where they already had operations: Argentina, Brazil, Colombia
and Peru. This process persisted in the early months of 2016. Falabella announced an
agreement with Soriana, operator of the second-largest supermarket chain in Mexico,
which will give it entry to the Mexican market through the chain of home improvement
stores with the Sodimac trademark, and a financial services business. However, there
have also been some retreats: Ripley, for example, announced that it was abandoning
the Colombian market because performance was falling short of expectations.

In second place was Brazil, which mobilized US$ 13.498 billion in outward direct
investment. In 2015, Brazilian firms were involved in six of the 15 largest M&A
transactions by trans-Latin firms (see table |.6). It should be noted, however, that four of
the six operations featured the same firm, JBS SA, the world’s leading meat processing
company, which made acquisitions in the United States, New Zealand, Mexico and the
United Kingdom. Moreover, JBS SA announced additional investments in the amount
of US$ 150 million to boost its operations in Mexico. Another particularly dynamic
sector has been the cement industry. In 2015, Camargo Corréa announced investments
of US$ 250 million in a new cement plant in Mozambique, and Votorantim Cimentos
revealed its intention to invest some US$ 153 million in Turkey. Moreover, some of
Brazil's biggest firms, such as Vale, have continued to pursue ambitious strategies for
international expansion.

In 2015, outward direct investment by Mexican firms climbed sharply to US$ 12.126 billion,
representing a jump of 62 % from the previous year. As noted above, the telecommunications
firm América Moévil was particularly active, given the competitive and technological
demands of the sector. In fact, of the investments announced over the two years
2014-2015, América Movil was responsible for US$ 6.166 billion, or 45% of the total.
The cement firm CEMEX, for its part, announced an investment of US$ 300 million
in the Philippines, while at the same time announcing divestments of US$ 1 billion in
Europe. In general, Mexican firms have given priority to the United States market, and
this trend continued in 2015. Among the principal firms, the announcements of the
Grupo Posada attracted particular attention.

Lastly, Colombian firms have shown a noteworthy capacity to exploit external markets
in recent years. They have a growing presence in the Central American market, which
was the main destination for Colombian investment between 2000 and 2014 (accounting
for 22.5% of all Colombian outward FDI), during which time Colombian firms built up
US$ 9.231 billion in investment stock in the subregion (Cordero, 2015). In 2015, outward
investment from Colombia reached US$ 4.218 billion, up by 8% from the previous year.
Among the most important transactions were the purchase of the Chilean water company
Aguas de Antofagasta by Empresas Publicas de Medellin, for US$ 967 million.

Lastly, there has been a notable process of integration among the smaller countries in
the region. In this regard, most of outward FDI from the Central American and Caribbean
countries remains within the respective subregion. These transactions, generally not
very large, are mainly market-seeking investments in the most dynamic sectors.
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Latin America and the Caribbean: the 15 largest cross-border acquisitions by trans-Latin firms, 2015

The Brazilian food processing firm JBS SA was responsible for four

of the 10 largest acquisitions by trans-Latin firms in 2015
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Source: Economic Commission for Latin America and the Caribbean (ECLAC) on basis of Bloomberg.
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Box .1
Trans-Latin firms shopping in Europe: a complex adventure

In general, trans-Latin firms initially focused their globalization strategies on neighbouring country markets. As they have
grown and become more competitive, they are now beginning to explore more distant markets. Several recent transactions
by Latin American firms in Europe illustrate this trend. Between 2010 and 2015, according to figures from Bloomberg,
trans-Latin firms have made acquisitions in the old continent amounting to US$ 49.310 billion.

Brazilian and Mexican trans-Latins have been the most active in this process, followed at a certain distance by Chilean
and Colombian companies. The favourite European host country for Latin American acquisitions has been Portugal, essentially
thanks to its strong economic and cultural ties with Brazil. In second place is Spain, where Mexican firms are most active.

European Union: value of mergers and acquisitions by trans-Latin firms, 2010-2015
(Billions of dollars)

Acquisitions by Brazilian firms in Portugal represent the majority of such transactions
in the European Union
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Source:Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of information from Bloomberg.

Among the Brazilian companies that have been most active in the European Union are the telecommunications
operator Oi, the Camargo Corréa group and the Safra banking entity. In 2014, Oi acquired PT Portugal for US$ 8.056 billion.
That venture, however, turned out to be more difficult than expected and in June 2015 Oi sold its share in PT Portugal
to the French operator Altice, for 4.9 billion euros (€). Between 2010 and 2012, Camargo Corréa acquired more than
90% ownership of the Portuguese cement company CIMPOR, in a series of transactions for which it paid out more than
US$ 7 billion. In another series of transactions, Camargo Corréa acquired all the shares of Grupo Tavex, the world's leading
denim manufacturer. Some time later, however, the Brazilian group divested itself of Tavex operations in the United States,
Mexico, Europe and North Africa, retaining only those in South America, which were generating around 75% of total sales.
In a number of operations conducted between 2012 and 2013, the Safra banking entity acquired the Swiss concern Bank
Sarasin. Subsequently, Safra purchased the operations of Morgan Stanley in Switzerland.

The most active Mexican firm in the European Union has been América Movil which, after consolidating its position
in the principal Latin American markets, has sought to position itself as a world leader through strategic acquisitions of
European operators. In 2012, it acquired an important share in the Dutch operator KPN, for US$ 3.301 billion, and between
2012 and 2014 if purchased around a third of the shares of Telekom Austria, for US$ 7.253 billion.

Source: Economic Commission for Latin America and the Caribbean (ECLAC).
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D. The fallin FDI was heaviest
in South America

In 2015, Latin America and the Caribbean experienced a decline of 10.0% in FDI inflows,

and this had a particular impact in some countries of South America. The regional figures

were affected by the contraction of inward FDI in Brazil, Colombia and Uruguay, where

it fell by 23%, 26% and 25% respectively. The most notable increases occurred in the Table 17

Bolivarian Republic of Venezuela (up by 163% between the first three quarters of the | 4tin America and the
two years 2014 and 2015) and in Argentina (130%), followed by Suriname (69%) and  Caribbean: FDI inflows
Grenada (59%) (see table |.7). These outcomes confirmed the cyclical nature of FDI: by receiving country and
the two economies that showed the greatest increases in 2015 had recorded some  SUPrégion. 2005-2015

. . (Millions of dollars and
of the sharpest drops in the previous year. percentage variation)

The decline in FDI in 2015 was concentrated in South America

Absolute difference Relative difference

2005-2009° 2010 2011 2012 2013 2014 2015 2015-2014 2015-2014
(millions of dollars) (percentages)
South America® 68 016 135 066 167923 168 253 132133 152786 131032 -21 208 -14
Argentina 6204 11333 10 840 15324 9822 5065 11655 6590 130
Bolivia (Plurinational State of) 259 643 859 1060 1750 648 503 -144 -22
Brazil 32331 88 452 101158 86 607 69 181 96 895 75075 21820 -23
Chile 11891 15510 23309 28493 19 362 22 342 20 457 -1885 -8
Colombia 8894 6430 14 648 15039 16 209 16 325 12108 4217 -26
Ecuador 465 165 644 567 721 773 1060 287 37
Paraguay 131 216 557 738 72 346 283 -63 -18
Peru 4978 8 455 7665 11918 9298 7885 6 861 -1023 -13
Uruguay 1461 2289 2504 2536 3032 2188 1647 -540 -25
Venezuela (Bolivarian Republic of)® 1403 1574 5740 5973 2680 320 1383 837 153
Mexico 25293 26 431 23649 20 437 45 855 25675 30285 4609 18
Central America 5867 6304 9061 9229 10 848 11101 11808 708 6
Costa Rica 1584 1907 2733 2696 Bl655 3064 3094 30 1
El Salvador 4 -230 218 482 179 3N 429 118 38
Guatemala 640 806 1026 1244 1295 1389 1209 -180 -13
Honduras 742 969 1014 1059 1060 1144 1204 59 5
Nicaragua 394 490 936 768 816 884 835 -49 5
Panama 1792 2363 3132 2980 3943 4309 5039 729 17
The Caribbean® 6 643 5171 7198 871M 6 946 8571 5975 -1255 -17
Antigua and Barbuda 237 101 68 138 101 155 154 -1 0
Bahamas 1311 1148 1533 1073 111 1596 385 -1211 -76
Barbados 416 446 362 313 -35 486 254 -231 -48
Belize 131 97 95 189 95 133 59 -73 -55
Dominica 45 43 35 59 25 35 36 1 2
Dominican Republic 1782 2024 2277 3142 1991 2209 2222 13 1
Grenada 17 64 45 34 14 38 61 22 59
Guyana 135 198 247 294 214 255 122 -134 -52
Haiti 69 178 119 156 160 99 104 5 5
Jamaica 882 228 218 413 595 591 794 203 34
Saint Kitts and Nevis 136 119 112 110 139 120 78 -42 -35
Saint Lucia 108 97 86 115 160 110 121 " 10
Saint Vincent and the Grenadines 183 127 100 78 95 93 95 2 2
Suriname 141 -248 70 174 188 163 276 113 69
Trinidad and Tobago® 1232 549 1831 2453 1995 2488 1214 67 6
Total® 105 819 172973 207 831 206 660 195 782 198 133 179 100 -17 918 -9.09

Source: Economic Commission for Latin America and the Caribbean, on the basis of official figures and estimates as of 27 May 2016.

= Simple averages. Due to methodological changes, data prior to 2010 are not directly comparable with data for 2010 and after.

b The totals and subtotals include only the first three quarters of 2015 in the cases of the Bolivarian Republic of Venezuela and Trinidad and Tobago. The variation between
2014 and 2015 for the region was calculated using 2014 data for the first three quarters for these two countries.

¢ The 2015 data for Trinidad and Tobago and the Bolivarian Republic of Venezuela relate only to the first three quarters. The differences between 2014 and 2015 are calculated
on the basis of the first three quarters of each year.
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Figure 1.25

Latin America and

the Caribbean: FDI as

a proportion of GDP, 2015
(Percentages)

Despite a decline of 23%, Brazil remains the leading recipient of FDI in the region,
accounting for 42% of the total. At a considerable distance behind come Mexico (17 %)
and Chile (11%). These figures confirm the persistent pattern of concentration within
the region: five countries account for 84% of total FDI inflows.

In general, the smaller economies receive amounts of FDI that are larger in relation
to their GDP thus giving transnational firms a particularly important role. In Saint Vincent
and the Grenadines, for example, while inward FDI is modest in amount, it has a great
impact given the size of the economy. FDI inflows represent up to 10% of GDP in
Chile, Nicaragua and Panama (see figure 1.25). Some exceptional operations can have
a great repercussion on inward FDI in certain economies, especially the smaller ones.
Mergers and acquisitions tend to have a greater impact on the annual FDI figures than
new investments, because the first usually take place in a relatively short period of
time, while large investments in new plant take several years.

Foreign direct investment tends to have a greater impact
in smaller countries
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Source: Economic Commission for Latin America and the Caribbean, on the basis of official figures and estimates as of 27 May 2016.
= The figure for Trinidad and Tobago refers to the first three quarters of 2015 only.

1. Brazil: uncertainty hits domestic market
investment in 2015

As noted above, the methodological changes introduced in Brazil have had an impact on
the statistics. In 2015, as measured according to the sixth edition of the IMF Balance
of Payments Manual, FDI inflows declined by 22.5%, to US$ 75.075 billion. This drop
was especially pronounced in intracompany lending, which fell by 52% (mainly because
of a significant increase in amortization payments) in the face of a 33% reduction in
reinvested earnings and a 4% increase in capital contributions.
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The analysis of intracompany lending reveals some interesting developments. In
recent years, the cost of capital in Brazil has been fairly high, and as a result many
investments were financed through transfers from the parent company. In fact, it is
less costly to finance a business through the parent company than via the local market.
However, this trend seems to have shifted in 2015, when intracompany loans declined
as a result of a sharp increase in amortization of those loans. In other words, Brazilian
subsidiaries of transnational corporations were prepaying loans provided by their parent
company. There are at least three explanations for these findings in 2015: a reduction in
the relative cost of capital in Brazil, a dearth of investment opportunities in the country
and falling investor confidence owing to political instability. Between 2010 and 2015,
reinvested earnings fell from US$ 34.865 billion to US$ 7145 billion, lending support
to the notion of a possible decline in investment opportunities in Brazil. It is plausible
to assume that transnational firms have been saving a portion of their profits for some
time now, and that deteriorating economic conditions have convinced them of the need
to reduce the weight of their loans in the country.

The sheer size of Brazil's domestic market remains a key factor in the investment
decisions of international firms. Brazil has not been immune to the effects of collapsing
commodity prices, which have affected sectors such as mining, that in recent years
were a major attraction for FDI. These opposing effects had varying results for different
economic activities. In 2015, mining experienced significant divestment, while the
automotive, food and energy sectors saw a sharp increase in investment. The last
two years were marked by the acquisition of 22% of Souza Cruz SA by the United
Kingdom-based British American Tobacco, for US$ 2.422 billion, and the takeover of the
Jupia and llha Solteira powergenerating concession by ChinaThree Gorges Corporation
(CTG), for US$ 3.680 billion.

Of the 20 mergers and acquisitions completed during 2015, nine occurred in
Brazil, including the two largest ones. In addition to the CTG takeover of the Jupiad and
llha Solteira power-generating concession, there was the acquisition from the French
company Vivendi of Global Village Telecom by Telefénica of Spain, for US$ 10.285 billion.
As this last transaction took place between two foreign companies, it did not involve
any inflow of investment to Brazil, but merely a change of ownership.

As with the balance of payments statistics, the figures for announced investments
have also declined. Between 2014 and 2015, the number of announced projects valued
at more than US$ 100 million fell from 43 to 34 (see figure 1.26). In 2015, the majority
of announcements were concentrated in financial services, while there was a sharp
contraction in some sectors that were traditionally of great interest for FDI, such as
telecommunications and the automotive industry, reflecting perhaps the deteriorating
expectations for the performance of the Brazilian economy in the near future.

An analysis of the origin of FDI places the Netherlands and Luxembourg among the
three main sources of investment, ranking first and third respectively. As suggested
earlier, transnational companies are using these countries to “triangulate” their
investments, and to reap tax benefits in the process. Consequently, it is difficult to
identify the source for a very significant portion of the capital flowing into Brazil in the
form of FDI. In any case, some traditional investing countries such as Germany, Spain
and the United States remain in the top rank.
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Figure 1.26
Brazil: projects announced valued at over US$ 100 million, by sector, 2012-2015
(Number of announcements)

The number of projects announced is declining in some of the largest sectors
of the Brazilian economy
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of Financial Times, fDi Markets.

2. The Andean and Southern Cone countries: the
bottom of the commodity cycle

Despite a slight decrease in inflows, Chile still recorded the third-highest amount of
inward FDI among Latin American economies in 2015. These capital flows declined by
8% to US$ 20.457 billion, a level similar to that for previous years. Although information
disaggregated by economic sector was not available at the time of publication of this
document, other sources point to a continued contraction of investment in mining, which
had been the most important sector for foreign investment in recent years. Between
2009 and 2011, the mining sector accounted for 58% of inward FDI, a share that fell to
36% between 2012 and 2014. This proportion is likely to have shrunk further in 2015.

There have been no major announcements of new investments in Chilean mining,
and the sector is declining in importance as an FDI destination. As of December
2015, there were eight projects under way for a total estimated investment of some
US$ 15.122 billion, 27 % of which came from foreign companies (Mining Council, 2015).
Foreign companies account for 74% of the estimated US$ 35.879 billion in investments
now under consideration for projects down the road.

There has also been a notable decrease in cross-border mergers and acquisitions,
the value of which dropped from US$ 6.748 billion to US$ 1.979 billion between 2014
and 2015. Highlights of that latter year included the purchase of Aguas de Antofagasta
by the Colombian concern Empresas Publicas de Medellin, for US$ 967 million, and the
acquisition of 98% of Empresa Eléctrica Pilmaiquén S.A. by the Norwegian company
Statkraft, for US$ 404 million (see table 1.3).
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Announced investments were up by 36% in 2015, according to data from fDi
Markets, with renewable energies standing out as the largest recipient sector: 95%
of the total amount announced was for the energy sector, and of this 80% was for
renewable energies. In 2014, the respective shares of the energy sector, and of
renewable energies, in announced investments were 45% and 37%.

A major project in this area is the construction of a power transmission line for the
Interconnected System of the North (SING) and the Central Interconnected System (SIC).
The Spanish firm Red Eléctrica de Espana and the French ENGIE (previously known as
GDF Suez) are in charge of these works, with an estimated investment of US$ 780 million.
The initiative, which is now in execution, involves a 500 kV power line, 600 km in length,
that will come on stream in the second half of 2017 (pv Magazine, 2015).

According to the Ministry of Energy of Chile (2016), 2015 saw the completion of
renewable energy projects that will introduce some 580 MW of generating capacity,
to which will be added around 2,500 MW in 2016. In January 2016, Chile had a total
generating capacity of 19,971 MW, and the new renewable energy projects will thus
have a great impact on the future energy mix and on price trends. At the end of 2015,
the United States-based First Solar completed construction of Luz del Norte, the biggest
solar power park in Chile and, indeed, in Latin America. The project has a generating
capacity of 141 MW, enough to supply 174,000 households, and it involved an investment
of approximately US$ 370 million. The Spanish firm Acciona has begun construction of
an even bigger solar farm —E|I Romero— with a capacity of 247 MW and an investment
of US$ 343 million, which is to begin operation in the second half of 2017

There was a great deal of activity in the insurance market in 2015. Talanx,
Germany's third largest insurance firm, has been seeking out strategic markets as a
way of countering the economic stagnation in Europe, and it acquired Aseguradora
Magallanes for US$ 204 million. Colombia’s Grupo Sura, through its insurance affiliate
Suramericana, purchased all the Latin American assets of the British insurer RSA for
some US$ 620 million, thereby positioning itself as one of the leading insurance firms
in the region and making itself a strong force in the markets of Argentina, Brazil, Chile,
Mexico and Uruguay. Lastly, in 2015 the British United Provident Association Ltd. (Bupa)
took control of Bupa Chile, through the purchase of 17% of locally held shares and a
subsequent tender offer, involving an investment of US$ 590 million.

FDI in Colombia fell by 26% in 2015 to US$ 12.108 billion, the lowest level in five
years. As in other countries of the region that were hit by the collapse of commodity
prices, the decline in FDI in Colombia was especially pronounced in the natural resources
sector (see chapter Il).

Nonetheless, Colombia saw much movement in other economic areas. Several
Chilean groups have become actively involved in Colombia’s retail trade: Cencosud,
Falabella and Pargue Arauco are investing to expand and upgrade their facilities in the
country. In the hotel sector, the Spanish group NH acquired 87% of Hoteles Royal for
around US$ 96 million. Confident of a recovery in international trade, the Danish firm
APM Terminals, the port operator of the Maersk Group, is planning to invest some
US$ 200 million in the port of Cartagena, after signing an agreement with the Compania
de Puertos Asociados, Compas S.A. In the manufacturing sector, General Motors of
the United States has announced its intention to invest some US$ 100 million in its
Colombian plant in the next few years, while the Spanish firm Cementos Molins and the
Colombian group Corona have agreed to the joint production of cement in Colombia,
for which they have announced investments of US$ 370 million.

In recent years, Colombian firms have shown a real determination to expand their
operations beyond their country’s borders. Colombian investment abroad rose by 8%
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in 2015, to US$ 4.218 billion. Important outward investments include the purchase
of the Chilean sanitation company Aguas de Antofagasta by Empresas Publicas
de Medellin for US$ 967 million, and the acquisition by the Grupo Exito (in which
France-based Casino holds 54 %) of 55% of GPA (Grupo P&do de Acucar) in Brazil, and
100% of Libertad in Argentina (owned by Casino) for US$ 1.826 billion. Yet another
important investment was the purchase of the Latin American assets of the British
firm RSA by Grupo Sura, for US$ 617 million, a transaction that, because it was only
completed in 2016, is not included in the figures for 2015.

In 2015, FDI in Argentina was up by 130%, at US$ 11.655 billion. While this growth
is impressive, it is tempered by the fact that the 2012 nationalization of 51% of YPF
showed up in Argentina’s external accounts only in 2014, in which year it represented
a divestment of around US$ 6 billion.” Without the impact of that transaction, FDI
inflows in 2015 would have been very similar to those for 2014.

There has recently been a rapid increase in the interest shown by some international
companies in the exploration and exploitation of hydrocarbons in Argentina. In fact, vast
shale deposits of oil and natural gas have been discovered. In December 2015, Exxon
Mobil announced investments of US$ 229 million to develop the Vaca Muerta field. If
the initial tests prove positive, the company could invest up to US$ 13.8 billion. Other
companies, including China’s SINOPEC and Gazprom of the Russian Federation, are
pursuing new exploration initiatives. Trafigura Beheer, the Dutch trading company for
metals and hydrocarbons, has announced an investment of US$ 350 million to build a
port and a metals warehouse.

When it comes to sectors not related to natural resources, Spain's Telefénica
invested US$ 941 million in 2015 to upgrade its 3G and 4G services in the country.
The Spanish telecommunications company has announced its intention to invest an
additional US$ 3.7 billion between 2016 and 2018. The French automaker Renault, for
its part, will invest around US$ 100 million in its plant in the city of Cérdoba.

FDI in Peru declined for the third consecutive year. In 2015, FDI inflows dropped by
13%, to US$ 6.861 hillion. The component that saw the greatest retreat was intracompany
loans, primarily because of the increase in amortization payments. In Peru, as in other
countries with significant extractive industries, the relative importance of the mining
sector in inward FDI has shrunk. Nevertheless, there was important movement in other
sectors, and significant M&A activity.

The most important transaction was the purchase of the power generator Fénix
Power by a consortium headed by the Chilean company Colbun, for US$ 786 million.
This was in fact one of the biggest cross-border M&A transactions recorded in Latin
America and the Caribbean in 2015 (see table 1.3). At the beginning of 2016, the
Mexican firm Arca Continental, Coca Cola's second-largest bottling company in Latin
America, completed its purchase of 48% of Corporacién Lindley, with a transaction
of US$ 760 million. In pursuit of its regional expansion policy —focused especially on
Chile, Colombia, Mexico and Peru— Canada’s Scotiabank acquired the Peruvian assets
of United States-based Citibank for US$ 295 million. As well, the Chinese firm Tangshan
Jidong Cement Co., the world’s sixth-largest cement maker, announced its intention
to buy Cementos Interocednicos. Finally, there was great activity involving changes of
ownership among foreign firms engaged in smallerscale mining operations.

In telecommunications, following the acquisition of Nextel in 2013, the Chilean firm
Entel has invested around US$ 500 million to upgrade its network. Spain’s Telefonica
has invested some US$ 8.5 billion in recent years and has announced new investments

12 The figure of US$ 6 billion represents two transactions: the first for US$ 5 billion in payment for 51% of YPF, made on 26 February
2015, and the second for US$ 1.311 billion in payment for 12.34% of YPF, made on 7 May 2015.
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amounting to US$ 2 billion for the period 2015-2017. According to the Sociedad Hoteles
del Pert (SHP), hotel investment in that country should amount to US$ 1.211 billion
between 2015 and 2018 (involving 102 projects that would add some 7,676 rooms in
3-, 4- and 5-star hotels). This performance stands in contrast to the investments made
in the period 2010-2014, which amounted to US$ 550 million." Lastly, the Spanish oil
company Repsol invested US$ 215 million in modernizing the La Pampilla refinery,
and Norway'’s Statkraft inaugurated the new Cheves hydroelectric plant, following an
investment of US$ 636 million.™

FDI in Uruguay dropped by 25% in 2015, to US$ 1.647 billion, the lowest level
since 2009. In recent years, the country has received heavy investments in the energy
sector, and this has modified its energy mix considerably. At the present time, 95% of
power generating capacity comes from renewable sources, and there are several solar
and wind power projects in the development stage. In 2015 the 65 MW Artilleros wind
farm was inaugurated, representing an investment of US$ 107 million by a joint venture
between the Uruguayan state-owned electric utility Administracién Nacional de Usinas
y Trasmisiones Eléctricas (UTE) and Brazil's Petrobras. In parallel with the progress in
renewable energy, the search for hydrocarbons is also underway in Uruguay. Exxon
Mobil acquired a 35% share of the offshore “concession 14" which was awarded
to the French company Total. In 2016, work started on the drilling of a well at the
Uruguayan marine platform. This well, which is expected to require an investment of
some US$ 200 million, will be the deepest in the world.

After three years of exploration activity, the British oil company BP decided to
abandon Uruguay in light of the collapse in world oil prices and the high risks involved
in exploration.

A highlight for the manufacturing sector was the decision by United States-based
Velcro Companies, the world's largest fastener systems producer, to build a new plant
in Uruguay. This was Velcro's biggest investment in recent years, and one of the largest
private investments in Uruguay in 2015. Another important development was the return
of the Italian firm Parmalat, after its controlling company, France’s Lactalis, acquired the
Mexican company Esmeralda, which has a plant in Mexico, another in Argentina, and
two in Uruguay. This transaction amounts to around US$ 105 million. The Uruguayan
plants operate under the same Indulacsa.

The complicated political and economic situation in the Bolivarian Republic of
Venezuela has had an adverse impact on inward FDI. Figures for the fourth quarter
are not yet available, but official data show that during the first three quarters of 2015
the country received US$ 1.383 billion, 1563% more than in the first three quarters of
2014. In July 2014, during the official visit of the President of China, Xi Jinping, it was
announced that China would invest US$ 20 billion in the country, with the support of the
Export Import Bank of China and the China Development Bank. Within this framework,
the Chinese firm Zhengzhou Yutong Bus Co. will invest US$ 417 million to build a bus
assembly plant inYaracuy, with the capacity to produce some 3,600 buses a year. Other
Chinese firms have shown interest in investing in the Bolivarian Republic of Venezuela,
including Sinotruck (in a plant that will produce heavy trucks) and Sany Group (with a
construction machinery factory). On the other hand, some foreign firms operating in
the manufacturing sector are beginning to abandon the country. Companies from other
countries are still active in the petroleum sector, but international firms have written
off the bulk of their manufacturing investments. Due to the lack of raw materials for
vehicle assembly, Ford Motor Co. and General Motors were forced to halt production at

13 See "Hotel investment to reach US$ 1.211 billion from 2015-2018", 2015 [online] http://www.peruthisweek.com/news-hotel-
investments-to-reach-us-1211-billion-from-2015-2018-108377.

% Repsol has invested some US$ 350 million since 2012 in modernizing the La Pampilla refinery, and has announced that, between
2016 and 2018, it will invest a further US$ 333 million in this operation (E/ Comercio, 2015).
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the end of 2015. In fact, Ford Motor has segreagated its operations from its Venezuelan
subsidiary. With this move, it was seeking to prevent its accumulated debt (some
US$ 800 million) from affecting the company’s financial balance, and this could well
mean the definitive closure of operations in the country (Automotive News, 2015).

Ecuador recorded a historic high in inward FDI in 2015, with inflows rising by
37% to US$ 1.06 billion. The oil sector remains the main destination for FDI, although
its share of the total dropped to 32% in 2015, ahead of the manufacturing industry
at 24%. The Government of Ecuador expects to obtain around US$ 500 million in
mining investment in 2016, and up to US$ 1.5 billion in 2017."® In December 2015, the
French oil company Schlumberger announced investments of some US$ 4.9 billion.'®
Schlumberger will invest US$ 3.1 billion in the initial years to optimize and boost
production from block 61, operated jointly with the state-owned Petroamazonas EP
and it will assume US$ 1.8 billion in operating costs over a period of 20 years. For its
part, the World Bank's arbitration tribunal, the International Center for Settlement of
Investment Disputes (ICSID), ordered Ecuador to pay slightly more than US$ 1 billion
to Occidental Petroleum of the United States in compensation for the cancellation in
2006 of a contract to produce oil in the Amazon zone. If this payment is made, it will
mean a divestment in that amount. The United States remained the leading source of
FDI inflows to Ecuador in 2015, accounting for 18% of the total, followed closely by
Peru and China with 16% and 9%, respectively.

Among the most important cross-border M&A transactions concluded in 2015
was the purchase of 64% of Union Cementera Nacional (UCEM) by the Peruvian
company Cementos Yura, part of the Grupo Gloria, for US$ 230 million. The Colombian
infrastructure management and development company Grupo Odinsa took control
of the concessionaire for the Mariscal Sucre Airport in Quito (Corporacién Quiport),
through the purchase of the 46% holding of the Canadian concern Aecon Group, for
US$ 232 million. Lastly, Mexico's Sigma Alimentos, belonging to the Grupo Alfa, acquired
the Ecuadorian company Elaborados Carnicos (ECARNI), engaged in the production and
marketing of frozen meats. This purchase follows upon the acquisition of the sausage
maker Juris by Sigma Alimentos in November 2014.

In 2015, inward FDI in the Plurinational State of Bolivia declined by 22%, to
US$ 503 million. The hydrocarbons sector is still the most important for foreign capital,
with intensive activity in natural gas exploration and exploitation. Of note here are the
announcement by the French oil company Total that it will invest some US$ 800 million
between 2016 and 2018, and the coming start-up of joint production by Gazprom of
the Russian Federation and Tecpetrol of Argentina at the Incahuesi field in July 2016.
In the first stage, the extraction of gas from the Incahuesi deposit is expected to
reach 6.7 million m3 a day. As well, the Spanish firm Repsol has announced that it will
invest US$ 1.5 billion following the increase in production at the Margarita field. British
Gas Group (BG Group) has announced the investment of US$ 300 million by 2019 for
geological exploration in various zones of the country, while Gazprom and Petrobras
have also announced huge investments of more than US$ 2 billion for exploration in
the coming years.

In the telecommunications sector, the Swedish company Millicom announced
investments of US$ 130 million in its local operator, Tigo, primarily to expand the
fibre-optic network and to service 100,000 new households. Spain remains the leading
source of FDI inflows to the Plurinational State of Bolivia, but data for 2015 have not

15 See “Ecuador Hoping To Attract US$ 1.5 Billion Investment In Mining Sector”, 28 October 2015 [online] http://oilprice.com/
Finance/investing-and-trading-reports/Ecuador-Hoping-To-Attract-15-Billion-Investment-In-Mining-Sector.html.

16 See "Schlumberger to invest US$ 4.9 bn in Ecuador”, December 2015 [online] http://latino.foxnews.com/latino/politics/2015/12/16/
schlumberger-to-invest-4-bn-in-ecuador/.
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yet been published. Chinese companies have also shown interest in the country, and
are estimated to have invested around US$ 3 billion' in recent years.

Inward FDI to Paraguay declined by 18%, to US$ 283 million. A number of
companies have undertaken exploration work in the country’s hydrocarbons sector.
They include the Franco-Russian Riviera SA, which announced its intention to invest
an initial US$ 25 million to get two wells operating, and a further US$ 100 million in
the near future. In the telecommunications sector, the Swedish firm Millicom, through
its trademark Tigo, has purchased several pay-TV operators. These transactions have
allowed it to expand its presence and the services it offers in the country.

Brazilian firms are still the main investors in Paraguay. In 2015 Intercement, and the
Brazilian owner of Cimentos de Portugal (CIMPOR) sold 16% of Yguazi Cementos SA to
the local concern Concret-mix, for US$ 35 million, as part of a corporate reorganization
and sale of nonstrategic assets. Even so, the firm retains a majority shareholding interest
(51%) inYguazu. In the hotel sector, the United States chain Hilton has announced the
construction of two new hotels in Paraguay, one in Asuncion (US$ 30 million) and the
other in Ciudad del Este (US$ 50 million). Finally, Germany's Grob Aerospace intends
to establish a small aircraft assembly plant in Paraguay.

3. Mexico: the region's strongest
investment growth

FDI inflows to Mexico rose 18% in 2015, to US$ 30.285 billion, the second highest level
for the last seven years after the US$ 45.855 in 2013.'8 For the second year running,
profit reinvestment declined, dropping to 30% of total FDI. On the other hand, capital
contributions and intracompany loans were up substantially. Mexico accounted for a
large portion of the cross-border mergers and acquisitions recorded in Latin America
and the Caribbean (see table 1.3). In 2015, the United States again became the principal
investor country, and was responsible for 52% of the total, up from 30% in 2014. Next
in the ranking, but well behind, came Spain (9%) and Japan (5%). Canada retreated
as a source of FDI, dropping from 12% of the total in 2014 to 4% in 2015, as a result
of the stagnation in mining investment. Brazil was the largest investor in Mexico from
the Latin American and Caribbean region in 2015, with US$ 993 million.

The manufacturing sector was the leading destination of FDI inflows to Mexico,
accounting for 50% of the total. The largest segment within this is the automotive
industry, responsible for 43% of manufacturing FDI. In recent years, the world's leading
vehicle brands, especially those from the United States, Japan and the European
Union, have announced many new investments. These announcements have been
materializing gradually over the years, and have sparked heavy inflows of FDI. In 2015
this trend persisted, and the coming years will likely witness significant new FDI
inflows in the automotive industry. In 2015, the Korean automaker Hyundai announced
US$ 800 million in investments to install two new plants. Similarly, Japan's Toyota
announced an investment of US$ 1 billion to build a new plant in Guanajuato, where it
will undertake assembly of the Toyota Corolla model. Ford Motor of the United States
announced investments of US$ 2.5 billion to build two new plants, one of which will
also be in Guanajuato.

7 See “La inversion china en Bolivia supera los US$ 3.000 millones”["Chinese investment in Bolivia exceeds US$ 3 billion”], 1 October
2015 [online] http://www.paginasiete.bo/economia/2015/10/1/inversion-china-bolivia-supera-3000-millones-71917.html.

8 The growth rate of 18% is obtained by comparing the definitive figures for 2014 with the preliminary figures for 2015. The
definitive figures are generally higher than the preliminary figures. Alternatively, comparing the preliminary figures for both
2014 and 2015 yields a jump of 26% in FDI inflows in 2105.
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Other manufacturing industries showing notable activity have included the food
and glass businesses. The United States company Owens-lllinois purchased the Vitro
glassmaking firm for US$ 2.150 billion. The Danish company Lego announced its intention
to expand production capacity in Mexico, for which it will invest some US$ 800 million.

In services, the telecommunications sector was a leader during 2015, thanks
in particular to the ambitious acquisitions strategy of United States-based AT&T.
Until the recent reforms in the sector, the Mexican telecommunications market had
maintained heavy restrictions on the entry of new international players, and on the
convergence between different technological platforms (fixed telephony, mobile
telephony, broadband and pay television). This context has given rise to one of the
leading players in the region’s telecommunications market: Telemex/América Movil.
Recent regulatory changes have helped to overcome domestic market rigidities by
encouraging competition and the offer of better and more modern services to users.
In 2014, AT&T sold its interest (around 8%) in América Movil for US$ 5.566 billion,
allowing it to finalize the purchase of the satellite TV provider DirecTV, a move that
entailed a divestment of US$ 4.03 billion in Mexico. These transactions reflect an
expansion strategy on the part of AT&T, designed to meet heavy competition in the
United States market. This approach has not been restricted to the United States
market, however, and the company has also sought opportunities abroad. Thus, AT&T
began to implement an ambitious strategy of acquisitions to reinforce its position
in the Mexican market, not as a minority shareholder of the dominant provider but
rather as the entity controlling fiercely independent operators. In 2015, according to
data from Bloomberg, AT&T consummated the purchase of lusacell and Nextel for
US$ 2.5 billion and US$ 1.875 billion respectively, and it also announced investments
totalling US$ 3 billion to upgrade the services of both companies.

Finally, as with telecommunications, the energy reform launched by the Government
of Mexico is opening new opportunities for private sector participation. While this is not
yet apparent in the official FDI figures, there have been many announcements recently
in which international firms have declared their intention to invest in Mexico. This is the
case with the Spanish company Abengoa which, before its financial problems surfaced,
had announced a number of projects, both traditional and in nonconventional renewable
energies, totalling several billion dollars. The Italian firm ENEL has also shown interest
in investing in Mexico's flourishing energy industry, and it announced construction
of two wind farms of 100 MW and 129 MW, with investments of US$ 220 million
and US$ 250 million, respectively. Finally, the Spanish company Iberdrola announced
construction of a 53 MW power plant, for which it will invest some US$ 84 million
jointly with the chemicals firm Dynasol.

Outward direct investment by Mexican firms rose by 62%, to US$ 12.126 billion.
Mexico remains one of the principal investor countries of Latin America, and some of
its firms are indeed world leaders in their industries. According to data from Bloomberg,
one of the largest transactions of 2015 was the acquisition of properties in the United
States by a group of private Mexican investors, in the amount of US$ 650 million. Thanks
to its wide presence in Latin America and, more recently, in Europe, in a sector that
is highly competitive and demands constant technological upgrading, América Movil
is perhaps the biggest direct investor outside Mexico. In the food sector, a number of
Mexican firms with an international presence continued to expand their operations.
The Grupo Bimbo, for example, acquired Canada’s Saputo Bakery for US$ 103 million,
and Sigma, owned by the Alfa SAB group, bought 37% of the Spanish firm Campofrio
Food Group for US$ 354 million.
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4. Central America: a shift in the energy mix

FDI flows in Central America were up by 6% in 2015, at US$ 11.808 billion. With 43%
of the total, Panama is still the most important destination of FDI in the subregion,
followed by Costa Rica (26%), Honduras (10%) and Guatemala (10%) (see map 1.2).
In the last year, renewable energies and the financial sector have stood out as the
principal targets of inward FDI in the subregion. In October 2014, Citibank announced
its intention to sell its assets in five Central American countries (Costa Rica, El Salvador,
Guatemala, Nicaragua and Panama) and in Peru. Among those interested in acquiring
the Central American assets, valued at some US$ 1.5 billion, were Spain’'s Banco Popolar
and the Colombian institutions Aval and Banco Promérica. Negotiations collapsed,
however. In the end, the Citibank assets were sold in separate batches: Canada’s
Scotiabank purchased the operations in Costa Rica and Panama, the Honduran group
Ficohsa bought the assets in Honduras and Nicaragua, the Nicaraguan group América
took over the operations in Guatemala, and the Honduran group Atlantida acquired
the assets in El Salvador. For its part, the United States-based insurance company
American International Group Inc. (AIG) sold its operations in the subregion (El Salvador,
Guatemala, Honduras and Panama) to the Panamanian firm ASSA, which already had
activities in Costa Rica, El Salvador, Nicaragua and Panama. The fact that the assets of
Citibank and AIG were sold primarily to Central American entities will help to further
business integration in the subregion.

Map I.2
Central America: FDI received, 2014-2015
(Millions of dollars)
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of official figures and estimates as of 27 May 2016.
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In 2015, FDI flows to Panama rose by 17%, and stood at US$ 5.039 billion. This
figure constitutes a record high, positioning the country as the leading recipient in Central
America, and the seventh in Latin America and the Caribbean. During 2016, the work
of widening of the Panama Canal will be completed and a number of firms involved
in Canal-related activities have made major investments to expand their capacities.
For its part, Avianca of Colombia has sold 30% of the LifeMiles customer loyalty
business, headquartered in Panama, to the United States-based Advent International
for US$ 344 million.

Energy projects have been one of the most dynamic areas for foreign investment
in Panama, as in other Central American countries. InterEnergy of the United States
purchased b5% of the 55 MW Latin Power Il generating plant in Pedregal from Conduit
Capital Partners, also of the United States. During 2015, the same company pursued
construction of a wind farm that will generate 215 MW, with an estimated investment
of US$ 430 million. The Canadian company SkyPower announced construction of a
500 MW solar energy generating plant, at a cost of US$ 1 billion, to which maybe
added another US$ 50 million for installation of a research centre on solar energy and
other environmental issues. Lastly, the Chinese firm Solar Power Inc. (SPI) announced
construction of a 100 MW solar plant.

In 2015, FDI inflows to Costa Rica rose by 1% to US$ 3.094 billion. The country
has benefited from a real estate development boom, focused essentially on the tourism
industry and retirement communities, in which a few foreign investors have been key
players. In early 2015, the United States chain AMResorts, a subsidiary of Apple Leisure
Group, inaugurated the Las Mareas resort, in which it invested US$ 130 million, and it
also took over management of the Papagayo Resort & Spa (previously known as the
Hilton Papagayo Costa Rica Resort & Spa).

In recent years, thanks to an aggressive strategy for attracting investments, Costa Rica
has been able to influence the decisions of firms seeking locations. In 2015, Germany'’s
Bosch announced an investment of US$ 30 million to establish a business services
centre. Like other countries of the subregion, Costa Rica has also received investment
in renewable energies. SunEdison of the United States invested US$ 350 million to
acquire 100% of Globeleq Mesoamerica Energy (GME) from a consortium led by the
British firm Actis, with renewable energy assets throughout the subregion.!® Lastly,
the United States chain Wal-Mart announced a US$ 100 million investment to upgrade
and expand its operations in the country.

In 2015, FDI inflows to Guatemala dropped by 13% to US$ 1.209 billion. The fall-off
in intracompany lending was particularly steep. Over the last two years, the energy
sector was the main destination for FDI, accounting for 31% of total inflows, followed
by manufacturing, with 16%. The main source of these capital flows was the United
States (29%), followed by Colombia.

An important development in the electricity sector was the purchase of Energuate,
the country’s biggest power distributor, by the Israeli firm I.C. Power Ltd., part of the
Kenon Holdings Group, from the British investment fund Actis, for some US$ 554 million.20
This purchase added to the assets that the Israeli group already held in the country’s

3 In 2010, Actis acquired 70% of Globeleq Mesoamerica Energy (GME) and thereby took control of the first wind farm in Latin
America, Planta Edlica Tilaran (PESA) in Costa Rica. The Costa Rican firm Mesoamérica Energia acquired the remaining 30%.
Since this acquisition, Actis and Mesoamérica have expanded capacity from 24 MW in operation to 314 MW in operation and
under construction.

20 Energuate embraces two power distribution companies that together supply 1.6 million customers, or around 60% of connected
users in Guatemala. Distribuidora de Electricidad de Oriente, S.A. (DEORSA) and Distribuidora de Electricidad de Occidente,
S.A. (DEOCSA) cover 19 of the country’s 22 departments. This acquisition marks the third change in ownership of the power
distributors, after the partial privatization of the Instituto Nacional de Electrificacion (INDE) in 1999. The first owner was Spain'’s
Unién Fenosa, followed by the British investment fund Actis and finally I.C. Power of Israel.
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power generating segment (CMI, 2016). In the banking sector, in addition to the sale of
Citibank’s assets in the subregion, the year was marked by the acquisition of an additional
20% in Banco Agromercantil by Bancolombia for US$ 180 million, bringing the latter’s
participation to 60%.2" While this transaction does not represent a new investment, but
merely a change of ownership, it represents a vote of confidence in the Guatemalan
market. Lastly, two firms announced new investments: Germany'’s Bayer, to improve and
expand its local operations in the area of overthe-counter medicines and agricultural inputs
(US$ 28 million), and Peru’s Ransa, for construction of a specialized logistics centre for
receiving and fitting out imported passenger and commercial vehicles (US$ 60 million).

In Honduras, FDI rose by 5% in 2015, to US$ 1.204 billion. The biggest increases
were in the financial sector, real estate and business services. The sector of greatest
interest, however, was renewable energy. An expansion plan has been drawn up for
renewable energy generation and distribution, aimed at increasing these energies’
share of the country’s power generation matrix to 80%. In the framework of this plan,
the Government of Honduras announced a special rate for the first 300 MW of solar
energy generated before 31July 2015. This programme proved very successful during
2015: 500 MW in new capacity was created (GTM, 2015), while it is expected that about
700 MW on new capacity will come on stream by 2017 Among the many new projects is
one headed by SunEdison of the United States, which had already acquired the Central
American assets of Globeleq Mesoamerica Energy (GME) and had built an 82 MW
generating plant for which it invested US$ 145 million. In 2015, Honduras became the
second most important market for solar energy in Latin America, behind Chile but ahead
of Mexico. In this way, and with the new investments in wind energy, the energy mix in
Honduras has undergone some significant changes. Between 2007 and 2015, renewable
energy increased its share from 6% to 47% of the total (Mercados y Tendencias, 2015).

In infrastructure, the Colombian-Honduran company Autopistas del Atldntico SA
(ADASA) announced investments amounting to US$ 260 million for maintenance
and improvement of a highway in the north of the country, which has been targeted
by the government for development of the tourism sector.?2 The Goldlake Group of
[taly announced an investment of US$ 230 million to reactivate an iron ore deposit
(US$ 30 million) and build a ferro-cement plant for export (US$ 200 million).

In 2015, FDI flows to Nicaragua declined by 5%, to US$ 835 million. Since 2014,
Nicaragua's maquiladora (assembly plant) industry has felt the effects of the change
in United States policy, which entailed removal of the tariff preference level (TPL)
provisions. It is estimated that some 3,000 jobs have been lost and textile exports
have fallen by 5% as a result of this change. To counter the effects of that measure, the
Government of Nicaragua is in discussions with Canada and the Republic of Korea to
move forward with trade negotiations. If those efforts are successful, the Nicaraguan
authorities estimate that the next few years could bring some US$ 160 million in
new investment.22 Moreover, in March 2015 Japan's Yazaki Group, a manufacturer of
wire harnesses and auto parts, announced a substantial investment in expanding its
operations, with the creation of 3,300 jobs.

The telecommunications sector saw the greatest activity in 2015, thanks in
particular to the investments made by Movistar and América Movil. In the financial
sector, Grupo Financiero Ficohsa of Honduras purchased the assets of Citibank, thus
adding Nicaragua to its existing operations in Guatemala, Honduras and Panama and

21 With this operation, Bancolombia is pressing ahead with its strategy for expansion in Central America: El Salvador, Guatemala
and Panama.

22 ADASA is a company formed by Grupo Empresarial Grodco of Colombia and the Honduran firm Profesionales de la Construccion
(PRODECON).

23 See "Nicaragua seeks textile investments to grow exports”, 7 September 2015 [online] http://www.just-style.com/analysis/
nicaragua-seeks-textile-investments-to-grow-exports_id126100.aspx.
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continuing its expansion in Central America. And in manufacturing, Mexico's Sukarne
inaugurated a new meat processing plant in which it invested US$ 115 million.

In 2014, work began on the biggest project in the country’s history, the Nicaragua
Canal. As of the date of publication of this paper, however, there were still many
unknowns as to its continued viability (International Business Times, 2015).

In 2015, FDI inflows to El Salvador rose by 38%, to US$ 429 million, or more than
twice the inflows recorded in 2013. Most of the new investments received by El Salvador
are the result of small-scale projects. The biggest acquisition was the US$ 100 million
purchase of Grupo CYBSA, a packaging manufacturer, by the Irish company Smurfit
Kappa, in order to expand its presence in Central America. In recent years, the country’s
mineral resources have attracted interest from international investors in metal mining;
however, strong opposition was mounted amid environmental concerns, chiefly in
relation to water resources, which led the government to halt mining operations in
the country. Some of the firms involved, such as Canada’s Pacific Rim Corporation, a
subsidiary of OceanaGold, brought legal actions against El Salvador, whose outcomes
were still unknown at the time of publication.

5. The Caribbean: tourism maintains
its share in FDI

FDI in the Caribbean was down by 17%, to US$ 5.975 billion (see table 1.7).24 In 2015,
the subregion’s main recipient of FDI was the Dominican Republic, with 39% of the
total. Somewhat behind came Trinidad and Tobago (20%, but counting only the first three
quarters) and Jamaica (13%). The countries of the Organization of Eastern Caribbean
States (OECS) received together 9% of FDI inflows to the subregion (see map 1.3).

When it comes to FDI, the Caribbean economies can generally be divided into
two groups: those dependent on tourism and those specialized in the exploitation of
natural resources. Experience suggests that very few countries are able to attract FDI
simultaneously into tourism and natural resources, and sector diversification is rare.
However, strong activity in the telecommunications sector has modified this pattern in
the recent past. In 2014, with a view to strengthening its growth strategy, the British firm
Cable & Wireless Communications (CWC) announced its intention to acquire Columbus
international Inc., a Barbadian firm with operations in various countries of the Caribbean
(Antigua and Barbuda, Barbados, Curacao, Grenada, Jamaica, Saint Vincent and the
Grenadines, St. Lucia, andTrinidad and Tobago).2° In March of 2015, this acquisition was
completed, after payment of some US$ 3.025 billion. To fulfil the conditions imposed
by the regulatory authorities, CWC undertook to sell 49% of Telecommunications
Services of Trinidad and Tobago, a move that had not yet been finalized as of the date
of publication of this paper. A few months later, Liberty Global of the United States and
the United Kingdom announced its intention to acquire CWC for some US$ 5.3 billion.26
These transactions are sure to have an impact on FDI statistics for the subregion, but it
will probably be minor, as the operations involve changes of ownership among foreign
companies. However that may be, as a result of these operations the Caribbean will be
left with only two significant telecommunications operators, Liberty Global and Digicel,
a situation that could affect the level of competition in some markets of the subregion.

2 |n the case of Trinidad and Tobago, fourth-quarter data are lacking for 2015. The comparison presented here covers the first
three quarters of 2014 and 2015.

%5 See "CWC agrees to acquire Columbus International Inc. to accelerate growth strategy and deliver superior customer service”
[online] http://www.columbushusiness.co/en/el-salvador/news/cwe-acuerda-adquirir-columbus-international-inc-para-acelerar-
la-estrategia-de-crecimiento-y-entregar-un-servicio-de-atencion-al-cliente-superior/53.

% |iberty Global and CWC have one very important factor in common: one of the pioneers of the cable television industry in the
United States, John Malone. He is president and majority shareholder of Liberty Global, and has acquired a share of approximately
13% of CWC, after that company took over Columbus International.
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Map 1.3
The Caribbean: FDI received, 2014-2015
(Millions of dollars)

The Dominican Republic is the principal recipient of FDI in the Caribbean
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The Dominican Republic recorded a slight increase (1%) in FDI inflows, which
amounted to US$ 2.222 billion. Investment in 2015 was centred in tourism-related
activities and in real estate development, which together accounted for 49% of the
total. For example, the United States-based cruise operator Carnival Corporation
inaugurated a new terminal at Puerto Plata, for which it invested US$ 85 million. The
Amber Cove terminal will be the port of departure for the first vessel of the Fathom
brand, which Carnival Corporation will launch in 2015. The shipping company is planning
to have 23 vessels of its different brands arrive at the new cruise terminal during the
first year, carrying some 350,000 tourists. The German group Lopesan has acquired
around 20 ha in the tourism centre of Bavaro-Higiiey (La Altagracia), for US$ 30 million,
where it will build a hotel with more than 1,000 rooms. The acquired site is located in
the most desirable zone of Playa Bavaro, on the beachfront and next to the IFA Villas
Bavaro hotel complex, which the German company already owns.

Other major sectors of activity including telecommunications (15%) and free zones
(11%), while the importance of mining has evaporated: it dropped from 47% to 0.3%
of FDI inflows between 2011 and 2015. In telecommunications, the Mexican operator
Ameérica Mévil announced its intention to invest around US$ 245 million in 2015, and
a total of US$ 800 million over the next three years. In the power sector, AES Corp.
of the United States, which generates 40% of the country’s electricity, has a portfolio
of projects for some US$ 125 million. These include expansion of the Andrés terminal
for the export of liquefied natural gas, and the construction of a gas pipeline that will
allow the generation of 1,000 MW of energy: both projects are supposed to be ready
in the second half of 2016. Lastly, as proof of the problems facing international mining
companies, the Swiss concern Glencore sold its participation in a nickel mine in the
Dominican Republic to Americano Nickel Ltd. (ANL). In fact, due to the low price of nickel
and the high cost of energy, Glencore has cut back and at times suspended production.

In Trinidad and Tobago, information for the fourth quarter is not yet available. In
the first three quarters of 2015, the country received US$ 1.214 billion, up by 55% over
the same period of the previous year. Even so, inflows may not record any significant
increase for the full year, given the collapse of oil prices: the hydrocarbons sector, which
has contracted sharply around the world, accounts for close to 90% of FDI inflows
(89% in 2015). In response to the marked retreat in oil prices, the Anglo-Dutch firm
Royal Dutch Shell announced in 2015 an agreement to acquire British Gas (PG) for
€64 billion, representing the biggest transaction in the oil and gas sector for at least
the past decade.?” If this deal is consummated, it could have a significant impact on
Trinidad and Tobago, given the strong presence of BG in the country. In fact, Royal
Dutch Shell has announced that it will keep the BG operation running. In a move that
will help to compensate for the decline in the oil sector, in 2015 the Japanese group
Mitsubishi launched construction of a methanol plant, a project that it had announced
two years earlier. The company has invested some US$ 990 million in that plant, which
is to come on stream in early 2019 (Mitsubishi Corp., 2015).

Some of the services sectors were also recipients of FDI inflows. In telecommmunications,
Jamaica-based Digicel is making major investments in its network infrastructure in order
to upgrade its services in the country. At the beginning of 2016, Digicel announced
that it would invest some US$ 300 million in deploying “fiber to the home” (FTTH)
infrastructure, in preparation for the launch of new pay TV and fixed broadband services.
Lastly, the Salvadoran retail group Unicorner has begun construction of a distribution
centre that will involve an investment of around US$ 60 million.

In the first three quarters of 2015, the United States was the source of 60% of FDI
inflows toTrinidad and Tobago. Next, but well behind, came Canada, with 8% of the total.

21" This huge operation has coincided with the collapse of oil prices, sparked by the nonconventional oil boom in the United States

and the decision of Saudi Arabia not to cut back production. The situation is similar to the one that prevailed at the beginning
of the millennium, which witnessed a number of major mergers: British Petroleum bought Amoco and Arco, Exxon acquired
Mobil, and Chevron merged with Texaco.
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Inward FDI in Jamaica rose 34% in 2015, reaching US$ 794 million. In that year,
the tourism sector proved particularly attractive, accounting for the bulk of investment
projects announced by foreign firms. Among the most important developments was
the announcement by the Mexican chain Karisma Hotels & Resorts that it would
invest US$ 900 million to build nine hotels with a total of 4,000 rooms over the next
10 years. The first hotel is to open its doors in 2018. The Spanish-Canadian chain
Ocean by H10 Hotels announced the construction of two luxury hotels, for which it will
invest some US$ 200 million.28The Jamaican government agreed to hand over a 486 ha
property to the China Harbour Engineering Company (CHEC) to build three luxury hotels
with 2,500 rooms, in exchange for constructing a 67 km highway to the north coast
of the island. The fourlane road, popularly known as the “Beijing Highway' will cost
US$ 600 million (Financial Juneteenth, 2016). The same Chinese company has participated
in another major project on the Caribbean island, the development of a transshipment
port in Portland Bight, on Goats Island, where it will invest some US$ 1.5 billion. This
initiative, however, has aroused great resistance in the community, given the status of
Goats Island as a protected zone, and this poses much uncertainty as to its future. On
another front, the French company CMA CGM, one of the world’s leading container
carriers, signed a 30-year agreement with the Government of Jamaica to manage the
container terminal at the Port of Kingston, for which it is committed to investing around
US$ 600 million (Jamaica Observer, 2015a). Lastly, a new free zone is to be constructed
in Spanish Town, under the aegis of the Jamaican Logistics Hub Initiative, which seeks to
create a logistics centre in Jamaica and take advantage of the island’s communications
links by manufacturing products destined for regional markets. This project will involve
US$ 350 million in investments covering productive activities related to oil derivatives,
vehicle assembly, food and tobacco, and pharmaceuticals (IS, 2015).

The 2015 edition of this document examined the process of concentration in the
beer market in Latin America and around the world (ECLAC, 2015a). Until 2015, Jamaica
seemed an exception to this global trend. However, during the past year the Dutch firm
Heineken, the world’s second-biggest brewer, completed acquisition of two companies
that it held jointly with the British firm Diageo PLC, for US$ 781 million. Thus, Heineken
acquired 57.9% of the local firm Desnoes & Geddes (D&QG), thereby achieving 73.3%
ownership. This transaction is part of the Dutch bottling company’s strategy for coping
with a global market dominated by the major brands, and with declining consumption
in some key markets including the United States. This in fact turned into one of the
largest cross-border M&A operations in Latin America and the Caribbean in 2015 (see
table 1.3). Lastly, there have been some significant investments in fairly unconventional
activities. First, with the partial decriminalization of marijuana, the Jamaican authorities
are implementing a series of rules and regulations intended to regulate a flourishing
pharmaceuticals industry based on cannabis. In this context, the Canadian firmTimeless
Herbal Care (THC) announced an investment of US$ 100 million to produce marijuana
for medical purposes (Jamaica Observer, 2015b). In line with other regional initiatives,
WRB Enterprises of the United States announced an investment of US$ 60 million in
a 20 MW photovoltaic plant with 98,000 panels that will be the biggest solar generator
in the English-speaking Caribbean.

In 2015. FDI inflows to the Bahamas declined by 76%, to US$ 385 million.2° As in other
Caribbean countries, tourism is the most important industry for FDI entering the Bahamas.
Of particular interest here is the Baha Mar project, which was to involve investments of
USS$ 3.5 billion. This initiative fell into bankruptcy in 2015 (see box 1.2). In addition to this
megaproject, there are a number of initiatives in the tourism sector that entail significant
investments. These include: expansion of the Deep Water Cay Fishing Resort, operated
by the Dutch firm Six Senses, which calls for an investment of US$ 160 million; the Malai

28 Established in 2007, Ocean by H10 Hotels is a joint venture between the Spanish hotel chain H10 and Vacances Air Transat, a
Canadian tour operator.

23 The statistics from the Central Bank of the Bahamas are not fully comparable with those of other countries. In this document,
FDI data represent the sum of two items on the financial account: direct investment and other private flows.
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Box .2

Foreign direct investment:
yes or no? The case

of Baha Mar

Resorts World, with US$ 600 million in the Bimini Resort (Caribbean Journal, 2015); Aman
Resorts of the United Kingdom is investing some US$ 350 million to construct a luxury
hotel complex, Mat Lowe's Cay, and China Construction America (CCA) has announced
construction of a 200 room hotel in Nassau, The Pointe, with an investment of around
US$ 250 million. At the end of 2015, the Italian firm Mediterranean Shipping Company
(MCS), the second largest cruise operator in the world, undertook to build a cruise ship
port, with an investment of US$ 100 million, at Sandy Cay (Tribune 242, 2015). Some
weeks later, the Government of the Bahamas awarded MCS a 100-year concession to
transform a desert island into a high-end beach destination, for which it will invest around
US$ 200 million (Daily Mail, 2015). Finally, MCS and Hutchison of the Hong Kong Special
Administrative Region of China have undertaken to expand facilities of the Freeport Container
Port (FCP), for which they will invest some US$ 280 million (The Nassau Guardian, 2015).
Despite all this activity, it must be noted that the soaring crime rate in the country could
pose a potential risk when it comes to attracting new investments (Tribune 242, 2016).

The Bahamas receives around 5 million visitors every year, including cruise ship passengers,
making the island one of the prime tourism destinations of the Caribbean. This has imprinted
a marked pattern of specialization on the economy, in which the bulk of jobs depends directly
or indirectly on the tourism industry. At the same time, new tourism undertakings generate
huge inflows of FDI.

At the present time, the biggest project in the Caribbean area is unfolding in the
Bahamas: the Baha Mar resort, near Nassau, with 3,000 rooms and an estimated investment of
US$ 3.5 billion. The project was launched in 2010, and a year later the cornerstone was laid.
This undertaking would become the second mega-resort in the Bahamas, after Atlantis Resort,
located a few kilometres away. The Baha Mar is intended to breathe new life into tourism in
the Bahamas and to broaden the country's tourism options. The Atlantis is geared to family
tourism, while Baha Mar targets an adult clientele, with a large casino as its prime attraction.
In contrast to other projects, moreover, this undertaking is intended to draw visitors from Asia.

The project was conceived by local entrepreneurs, although it had the backing of the
Government of China. The company responsible for construction is China Construction of
America (CCA), which used thousands of Chinese workers. Most of the financing for the
project was provided by the Export Import Bank of China, through a loan of US$ 2.45 billion.

From the balance of payments perspective, this project would not represent FDI since,
although it has external financing and was built by a foreign company, the owner is a local
firm. This shows that some international financial flows do not represent FDI, a topic that is
discussed in further detail in Chapter Ill. Similarly, a foreign investor can finance itself locally
and “create" FDI without any cross-border movement of funds.

During 2015, when the Baha Mar complex was practically completed, the project began
to encounter severe problems. In June, the firm responsible for the undertaking filed for
protection under the Chapter 11 of the United States bankruptcy law in the District of Delaware.
The judge hearing the case dismissed the filing and the project was placed in the hands of a
liquidator in Nassau. The suspension of activities had an immediate impact on the country's
economy, with a significant jump in unemployment and a decline in economic growth. The
estimated value of the project was in fact equivalent to 40% of GDP. Apparently, the project's
failure was sparked by disputes between CCA, the Export Import Bank of China, the local
investors and the government. However, it must be noted that the economic feasibility of
the project was questionable, to say the least. A few years previously, the Atlantis resort had
been so burdened with debt that it was declared bankrupt, and this obliged the South African
company Kerzner International Holdings to transfer ownership to the Canadian investment
administrator Brookfield Asset Management. It would seem, then, that there is not enough
room in the Bahamas for two initiatives of the scale.
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Given the damage that the project has suffered after work was suspended, it is now
expected to require perhaps US$ 1 billion in additional spending to complete it and make
it operational. Yet there are no potential investors on the horizon capable of assuming the
challenges posed by the project. In recent months, different options have appeared, prime
among which are Kerzner International Holdings, referred to above, and China's Fosun Group,
which has operations in the Bahamas.

This is a very interesting project from the viewpoint of FDI statistics. As noted at the outset,
the project does not currently represent an inflow of FDI to the Bahamas. However, if it were
taken over by a foreign firm, it would become an FDI project. If this alternative should come
to pass, it could result in an extremely large inflow, even if the money were used to pay off
the loans from the Export Import Bank of China. In the end, the situation shows once again
that large, short-term movements of FDI do not necessarily translate into new investments
in productive capital.

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of Tribune 242, “|db: Baha Mar To
Up Jobless Rate 2%, 16 December 2015 [online] http://www.tribune242.com/news/2015/dec/16/idb-baha-mar-
jobless-rate-2/ and “China Provides ‘No Baha Mar Comfort', 21 December 2015 [online] http://www.tribune242.
com/news/2015/dec/21/china-provides-no-baha-mar-comfort/; The Economist, “The bankruptcy of a big resort
buffets the Bahamas”, 23 January 2016 [online] http://www.economist.com/news/americas/21688935-bankruptcy-
big-resort-buffets-bahamas-no-dice.

In 2015, FDI flows into Suriname rose by 69%, to US$ 276 million.2%This outcome
reflected the fact that the United States company Alcoa Inc. had disinvested heavily
in 2014, under the impact of shrinking bauxite reserves and rising energy costs. The
process continued in 2015, when Alcoa sought to transfer its bauxite refining operations
to a state-owned enterprise. Negotiations collapsed, however, and Alcoa closed its plant
in November. At the present time, the country’s main economic source of attraction is
shifting to gold mining. The United States mining concern Newmont is committed to
investing US$ 1 billion to develop the Merian gold deposit, which is to come on stream
at the end of 2016. In the same vein, Australia’s Mariana Resources was promoting
the Nassau Gold Project, located some 20 km from Merian, but it abandoned the
undertaking at the beginning of 2016.

Among developments in other sectors of the Suriname economy, the Royal Bank
of Canada sold RBC Royal Bank to Republic Bank Ltd. (RBL) of Trinidad and Tobago for
some US$ 40 million.3" The Chinese construction company Broad began operations
on the outskirts of Paramaribo, producing inputs for the construction industry (The
Guardian, 2015).

Barbados recorded a decline of 48% in FDI, which in 2015 amounted to
US$ 254 million. As noted earlier, the largest transactions in the Caribbean subregion
took place in Barbados. The first was the purchase of Columbus International by Cable
andWireless (CWC), followed by the acquisition of CWC by Liberty Global. As a result of
these transactions, investments of US$ 100 million were announced for improving the
network infrastructure in Barbados.3? The Jamaican telecommunications firm Digicel,
as part of its expansion and diversification strategy, acquired a majority shareholding in
Prism Holdings, a company that has operations in several countries of the Caribbean
and is specialized in payment systems, information management, data centres and

30" The Central Bank of Suriname has revised FDI figures for recent years. The original estimate for 2012 was USS$ 4 million, while
the revised figure rose to US$ 163 million.

31 See “Republic Bank Limited To Acquire RBC Royal Bank (Suriname) N.V", 1 April 2015 [online] https://www.republictt.com/
news/republic-bank-limited-acquire-rbc-royal-bank-suriname-nv.

32 See "Flow begins significant roll out; launches US$ 160 investment in Barbados”, 17 June 2015 [online] fhttp://www.
stlucianewsonline.com/flow-begins-significant-roll-out-launches-us160-investment-in-barbados/.
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other services. In addition, the Canadian electric company Emera Inc. acquired 19.3%
of Emera (Caribbean) for around US$ 55 million, giving it 100% ownership.

As is the case in other Caribbean countries, Barbados is experiencing an investment
boom in the tourism sector. Investment of close to US$ 1 billion is expected in the next
few years, adding some 2,300 rooms to the country’s hotel offerings. The Jamaican
company Sandals recently opened a new luxury resort, Sandals Barbados, in which
it has invested around US$ 300 million. In addition, Wyndham Hotels and Resorts
announced construction of a b-star hotel with 450 rooms, to open in 2018.

In 2015, FDI flows to Guyana dropped by 52%, to US$ 122 million. The mining
sector remained the most important destination for these capital flows, accounting for
around 30% of the total (compared to 28% in 2014). In October 2015, the Government
of the Bolivarian Republic of Venezuela notified the Canadian company Guyana Goldfields
of possible legal action against its operations, located in a territory that has been the
subject of a century-long dispute with neighbouring Guyana. Guyana Goldfields has
been working the Aurora mine since 1996 and, after investing US$ 277 million, it finally
began to extract gold in 2015. In that year gold production began at the Karouni project
headed by Australia’s Troy Resources, following an investment of around US$ 100 million.
At the present time, Guyana produces no oil, but new discoveries could change this
picture. In 2015, an international consortium led by Exxon Mobil discovered an oil
deposit of 700 million barrels on the Esequibo coast, valued at some US$ 40 billion.
This discovery has exacerbated the dispute with the Bolivarian Republic of Venezuela,
and has heightened the uncertainty prevailing in the country (Pl you, 2016).

Haiti received US$ 104 million in FDI in 2015, 5% more than in the previous year.
FDl is targeted at two priority sectors: the maquiladora industry and tourism. The first
is a traditional destination, while the second has become important more recently. In
the maquiladora industry, the Korean clothes maker Hansae announced the opening
of a new, export-oriented factory in the Sonapi industrial park, where it is eligible for
the tariff benefits that Haiti enjoys in the United States. This initiative will create some
5,000 jobs. As one of the world’s largest clothing manufacturers, Hansae employs some
60,000 workers in 11 countries, and its customers include Nike, Gap, H&M, Uniglo,
and Abercrombie & Fitch. As well, several Chinese companies have shown interest
in transferring a portion of their basic manufacturing activities to Haiti. In the tourism
sector, a number of important investments are coming to fruition. In 2015, the first
Marriott hotel was opened in Port-au-Prince, with 175 rooms, as the result of a joint
initiative with the Clinton Foundation, the Jamaican company Digicel, and the Marriott
chain, with an investment of US$ 45 million. The government is actively encouraging
investment in the tourism sector, especially in large-scale projects. Prime examples are
the undertakings at lle-a-Vache and Coétes-de-Fer, although both have drawn criticism
from neighbouring residents.

In FDI flows to Belize declined in 2015 by 55%, to US$ 59 million. The Spanish-
Guatemalan group Santander Sugar has been particularly active recently, committing
US$ 150 million to produce sugar for export. The new sugar mill will begin operations in
2016 and will produce up to 100,000 tons a year. At the same time it will use molasses
to produce up to 16 MW of electricity annually, representing 20% of the country’s power
generation. The outsourcing of business processes is another activity that has expanded
rapidly among domestic firms, although the government is hoping for a major foreign
investment in this sector. A number of tourism projects are under development. The
United States actor Leonardo DiCaprio is sponsoring the construction of an ecological
resort in Blackadore Caye, in which there are plans to invest some US$ 283 million.
Also of interest are the projects at ltz'ana (US$ 43 million) and Mahogany Bay
(US$ 75 million). Lastly, the Norwegian shipping company Norwegian Cruise Line has
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purchased 30 hectares of land in the south of the country to develop a US$ 50 million
project that will open its doors in late 2016.

As in other countries of Latin America and the Caribbean, the Central Bank of the
Eastern Caribbean has begun to prepare FDI statistics using the methodology from
the sixth edition of the IMF Balance of Payments Manual. This methodological change
has meant some amendments to the overall figures for previous years. In 2015, the
member countries of the Organization of Eastern Caribbean States (OECS) received a
total of US$ 545 million, representing a slight reduction (of 1%) from the previous year.

In 2015, FDI in Antigua and Barbuda declined by 0.5% to US$ 154 million. As
with the great majority of Caribbean countries, tourism is the most important activity
for foreign investors. Major projects include one headed by the Chinese company
Yida Investment Group for construction of an enormous real estate complex with a
number of luxury hotels, more than 1,000 residential units, golf courses and other
facilities, for which around US$ 2 billion will be invested. However, although it was
announced in 2014, construction work had not yet started as of the date of publication
of this document. In a similar situation is an undertaking headed by Canadians of the
Sunwing Travel Group to build a 500 room hotel in Deep Bay, with an investment of
around US$ 400 million. Slightly more advanced is the Pearns Point project, involving
an investment of US$ 300 million, which finally saw shovels in the ground in 2015.
Lastly, a project with an estimated cost of US$ 200 million, headed by the United
States actor Robert DeNiro on the island of Barbuda, is to begin construction in 2016,
thanks to legal changes introduced by the government that should forestall a pending
legal challenge (The Daily Observer, 2015). Many projects in Antigua and Barbuda are
financed under the “citizenship by investment” model that gained prominence some
years ago. However, it is also clear that several of these projects are drawing criticism
from various segments of society, either because of their environmental impact or
because of the costly tax incentives granted them by the government.

In SaintVincent and the Grenadines, FDI inflows rose by 10% to US$ 121 million
in 2015. For this Caribbean island, the lack of an international airport that would connect
it with the principal markets of North America and Europe still constitutes a great
drawback. For that reason, the authorities sponsored an international competition for
the construction of a new airport, with a budget of around US$ 300 million. The Argyle
International Airport will at last start operating in 2016. It is hoped that this government-
sponsored investment will boost tourism arrivals and attract the interest of international
investors. Similar thinking underlies the construction of the Pink Sands Club, a luxury
resort headed by English investors at an estimated cost of US$ 120 million. Saint
Vincent and the Grenadines is the only member state of the OECS that does not have
a “citizenship by investment” programme.

Saint Lucia received US$ 95 million in FDI in 2015, representing an increase of
2% over the previous year. Like other Caribbean countries, Saint Lucia depends heavily
on the tourism trade. In 2015, the Canadian Sunwing Group announced the renovation
of the Smuggler’s Cove Hotel to transform it into the Royalton Resort & Spa, with an
estimated investment of US$ 120 million. Work has also been progressing without any
major setbacks on construction of the Harbour Club Hotel, led by Swiss investors. In 2015,
the government issued a surprise announcement offering citizenship by investment, a
step that the island’s authorities had previously rejected. However, Saint Lucia’s policy
differs from that of other countries in the subregion, as it requires potential investors
to demonstrate a certain degree of wealth before they are granted citizenship.

Although it recorded a drop in FDI in 2015, Saint Kitts and Nevis continues to
receive a particularly high volume in relation to the size of its economy. FDI inflows
last year amounted to US$ 78 million, down by 35% from 2014. This outcome reflects
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the success of the citizenship by investment programme. Among the projects under
development is one headed by the Hilton chain of the United States, which is building
an Embassy Suites-brand hotel with 227 rooms at a cost of around US$ 140 million.
The Kittitian Hill project, for US$ 400 million, and the Park Hyatt St. Kitts undertaking,
with an estimated cost of US$ 150 million, are also moving forward.

In 2015, FDI inflows to Grenada rose by 59% to US$ 51 million. In the tourism
sector, the Egyptian entrepreneur Naguib Sawaris is building at least two new hotels.33
In 2015 work started on the renovation of the Silver Sands and the refurbishing of the
old Hotel Riviera, for which some US$ 120 million will be invested. At the beginning
of 2016 the Jamaican chain Sandals announced a US$ 10 million investment in its
LaSource Resort & Spa facilities.

Lastly, FDI in Dominica was up by 2% to US$ 36 million in 2015. In August of that
year, tropical storm Erika wrecked havoc on the island, causing damage measured at
around 90% of GDP (World Bank, 2015). In October 2015 Range Resorts of the United
Arab Emirates began construction of the Cabrits Resort Kempinski, slated to open in
2018, and work began on the Tranquility Beach Resort, another undertaking headed
by the Hilton chain.

E. The interaction between corporate
governance and mergers
and acquisitions

In an international context of growing mergers and acquisitions activity, which involves
access by agents (companies) to alternative financial sources beyond the traditional ones,
there is a need for thorough and efficient corporate governance structures to keep tabs
on that activity and thereby to offer greater certainty to investors and their guarantors.
There must also be levels of transparency sufficient to reduce the asymmetries of
information between investors in the different countries where these transactions take
place.3* Both aspects presuppose the existence of regulatory frameworks that will spell
out the responsibilities of the parties involved in M&A transactions.

Transactions associated with foreign direct investment, and cross-border mergers
and acquisitions in particular, can influence corporate governance practices in the host
countries. Some authors suggest that FDI operations involving cross-border M&A have
positive spillover effects for the sector in which the target firm operates, in terms of
corporate governance, market valuation and productivity of rival firms (Albuguerque et
al., 2013). The evidence shows that these spillover effects are more pronounced when
the acquiring firm is from a country with stronger shareholder protection.

At the same time, mergers and acquisitions can benefit from better corporate
governance regimes. The volume of M&A activity is relatively greater in those countries
where there is stronger shareholder protection and better accounting standards (Rossi
andVolpin, 2004). In cross-border operations, on average, firms that have higher levels of
shareholder protection come from countries with better corporate governance systems.

33 See "Camerhogne Park to be relocated”, 2016 [online] http://nowgrenada.com/2016/01/camerhogne-park-relocated;.

34 According to Di Giovanni (2004), information costs, which reflect information asymmetries between investors, can obstruct
cross-border asset flows, and this becomes a significant investment cost that tends to be greater when the target firm is located
in a developing country.
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A broad definition of corporate governance includes the operating parameters of the
firm'’s decision-making body and its ownership structure, geared primarily to ensuring
the efficient use of capital.3® In this respect, it is important to take a comprehensive
view of the business, one that is concerned not only with internal management but
also with fostering transparency, reducing corrupt practices, counteracting the power
of company officers (executives and managers) and contributing to the resolution of
disputes between shareholders (principals) and executives and managers (agents), and
between majority and minority shareholders. This makes it important to ensure greater
coordination among the various areas of the business, as well as to take into account
the interests of minority investors and related groups, and to protect the interests of
investors (internal and external, private and governmental), thereby encouraging the
market in general to pay more for shares and securities.36

Implementation of a corporate governance model that considers all the elements
mentioned above will not always guarantee sound performance by the company’s
decision-making bodies. In most countries, some standards and rules are mandatory
and others are discretionary. This means that firms, rather than account fully for their
actions, need only report to the market on their governance practices (the principle of
“comply or explain” enshrined in the corporate governance principles of the Organization
for Economic Cooperation and Development (OECD) and in most national legislation).
Providing incomplete information will often lead to higher operating costs for firms.

At the present time, the normative frameworks for corporate governance are
confined to securities market aspects, and this limits their observance to those firms
that are publicly traded or listed on stock exchanges. Moreover, every country has its
peculiarities, and while most countries make it mandatory to have a board of directors,
there are some countries that do not.

The Economic Commission for Latin America and the Caribbean (ECLAC, together
with the Latin American Development Bank (CAE) and the Inte~American Development
Bank (IDB), has designed a benchmark indicator that measures the level of corporate
governance in corporate debt issuance. That benchmark was adapted to analyse the
level of a country’s regulation over corporate governance in the particular case of
mergers and acquisitions.3?

The benchmark proposed by ECLAC covers four areas of measurement: (i) the
role of the board of directors, (ii) the structure of the board of directors, (iii) the role of
its chair, and (iv) the corporate committees (including the audit and risk committees).
It also includes two crosscutting categories that permeate action at all levels by the
Board of Directors: transparency and equitable treatment of shareholders,3® and it
covers as well some other general aspects of business affairs. To obtain the value of
corporate governance, each category is assigned a weighted value as a function of its
importance.3? The sum of the values of the different categories is 10, the maximum
score that can be earned.

35 For Salas (2002), efficiency means net wealth creation. The reference covers both static efficiency, which relates to the proper
use of existing resources, and dynamic efficiency, which involves the growing accumulation of ever more productive resources.

36 |a Porta et al. (1997) argue that potential investors are ready to pay a higher price if their rights are more solidly protected,
particularly against expropriation.

37 For the methodology used to design the benchmark, see Nafiez and Oneto (2012).

38 The OECD principles of corporate governance used in the benchmark refer to the structure and composition of the board of
directors, and to two basic principles, which are the rights and equal treatment of shareholders and third parties, and transparency
in the disclosure of information and in the functions of the board. Shortcomings in terms of transparency and disclosure can
contribute to unethical behaviour and loss of market integrity, at high cost to the firm and its shareholders, and to the economy
as a whole. Disclosure also helps improve public understanding of the structure and activities of companies, their corporate
policies, and their environmental performance and ethical standards and their relationship with the communities in which they
operate (OECD, 2015).

33 The definition of the weightings used in the corporate governance benchmark for firms merged or acquired is that of Nifiez
and Oneto.
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Table .8
Latin America (selected countries): indicator of standards on corporate governance, 2004-2015

The objective of the benchmark is to standardize corporate governance models, to
allow their comparison, and to identify, among other elements, any room for improvement
in their performance. The benchmark matrix makes it possible to evaluate the role of
corporate governance in the entire ownership structure, the financing strategies and
decisions, and risk management of the companies’ affairs in the valuation of a merger
or acquisition, as well as to study the path of the corporate governance variable over
time, both for the acquiring company and for the target firm.

Table 1.8 shows the first results of measurement of the general level of corporate
governance regulation for mergers and acquisitions in seven countries of Latin America:
Argentina, Brazil, Chile, Colombia, Ecuador, Mexico and Peru. As to the role of the
institutions responsible for overseeing the performance of corporate governance
(superintendencies and stock markets), there is a general effort on the part of regulatory
entities in the seven countries to improve their standards of corporate governance.*°The
countries that have the lowest indices are Brazil and Ecuador. In Brazil, risk committees
received the lowest evaluation. Furthermore, one third of the board of directors may be
executives of the company, which may generate a potential conflict of interests. The
corporate governance rules in Ecuador are confined to banks and financial (essentially
insurance) institutions. In the absence of a strong code for nonfinancial companies,
the regulatory authorities recommend that companies follow the principles of the
Andean Code of Corporate Governance, although it is not compulsory, and there is
moreover no mechanism for the authorities to monitor compliance. Table 1.8 shows
that, between 2004 and 2015, Colombia made the greatest number of improvements
to its corporate governance regulations. Of all the countries considered, Peru showed
the highest level of corporate governance. In general, between 2013 and 2014 there
were significant changes in corporate governance regulations in the four member
countries of the Integrated Latin American Market (MILA) —Chile, Colombia, Mexico
and Peru— probably in the context of harmonizing capital markets legislation between
the countries that are part of the securities markets integration initiative.

In Latin America, the rules on corporate governance have improved

2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015
Argentina 4.66 4.66 4.66 4.66 4.92 4.92 4.92 4.92 4.92 7.65 1.65 1.65
Brazil 427 4.27 427 5.06 5.06 5.06 5.06 5.06 6.14 6.14 6.14 6.14
Chile 2.56 2.56 2.56 2.56 2.56 2.56 3.06 3.06 3.58 6.84 6.84 1.25
Colombia 0.93 0.93 2.99 2.99 5.12 5.12 5.12 5.12 5.12 5.12 5.12 1.66
Ecuador 3.15 4.05 4.05 4.05 4.05 4.05 4.05 4.05 4.87 5.39 6.15 6.15
Mexico 4.48 4.48 6.19 6.19 6.19 6.19 6.19 6.45 6.45 6.45 6.71 712
Peru 4.39 439 4.39 439 439 4.39 4.39 439 439 4.39 1.76 1.76

Source: Economic Commission for Latin America and the Caribbean (ECLAC).
The maximum possible value is 10.

Note:

40" The information needed to respond to the questions on the basis of which the level of corporate governance is calculated in

each country is found in the laws and regulations (regulatory framework) and in the governmental entities responsible for
supervising countries’ financial systems. In addition, use is made of information from the codes of good corporate governance
practices issued by the supervisory entities, the general principle of which is “comply or explain”.
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Corporate governance regulations that are limited to securities markets are confined
in their scope to companies registered or listed on those markets. In recent years there
have been some important changes in the legal frameworks: however, these have not
been sufficient to broaden the coverage to the entire business spectrum. In the case
of mergers and acquisitions where the majority of firms acquired were not originally
listed on the exchange, the evaluation of corporate governance regulations prior to
the transaction can give an idea of the level of governance prevailing within a group of
firms, including those that are State-owned, which in many countries are the yardstick
for the remainder of the market and may influence companies’ investment decisions.

Lastly, given the limited coverage of corporate governance rules, these should be
coordinated with regulations, such as those governing competition, that are broader
and where the scope of action goes beyond governance, allowing their application to
be extended to a greater number of companies.

F. The aim: to attack higher investment
in a slow-growth context
In nominal terms, foreign direct investment inflows into Latin America and the Caribbean

show clear signs of stagnation. In 2015, for the fourth year running, the region recorded
no significant increase in FDI inflows.

In the current global conditions, FDI flows into Latin America and the Caribbean
will likely shrink again in 2016. The Economic Commission for Latin America and the ECLAC estimates that
Caribbean (ECLAC) has estimated a 0.6% contraction in output, which will continue ~ FDI flows into the
to dampen investment in supplying domestic demand at the regional level. The South ~ fegion could drop by
American economies will be the hardest hit, owing to their specialization in primary % Much as &% in 2016
goods, especially oil and minerals, and their strong trade integration with China. In
fact, signs of a slowdown in China and low raw material prices have already paralysed
investment in areas relating to natural resources exports. Conversely, prospects are
brighter for Mexico and Central America, with average GDP growth estimated at 2.6%
in 2016, just below the previous year's rate. The upturn in the United States economy
has led to new investment announcements, particularly in export manufacturing.

Overall, therefore, ECLAC estimates that FDI flows into the region could drop by as
much as 8% in 2016.

The productive specialization of an important segment of Latin American economies,
together with the collapse of commodity prices, has had a substantial impact on FDI
inflows. Moreover, this complex scenario has been accentuated by the slowdown of
economic growth in various countries of the region.

Foreign direct investment can constitute a driving force for development, which will
have positive effects on the host economies. Of particular interest is the function of FDI
as a complement to domestic savings and a source of new capital contributions and of
benefits in terms of transfers of technology and management systems for productive
modernization. However, the positive fallout from FDI does not occur automatically and,
in some cases, there are some significant gaps between the expectations generated
and the outcomes obtained.

In Latin America and the Caribbean, FDI in natural resources, exports and modern
services has made a key contribution to underpinning the pattern of international
integration of the countries of the region. However, it has had only a moderate and not
very extensive impact in terms of technological content, innovation and research and
development (R&D). Many of the effects achieved are associated, on one hand, with
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the productive and technological capacities and human capital of each country and, on
the other hand, with the sector regulatory frameworks, particularly in the services area.
Overall, these factors make up a system that can enhance or diminish the benefits
of foreign investment in the host countries. Consequently, the adoption of strategies
that combine FDI attraction with policies that promote economic modernization and
productive diversification would not only foster the establishment of transnational
firms in sectors with greater possibilities for developing and strengthening capacities,
but would also facilitate the integration of those companies into local economies and
would promote economic growth with social inclusion and environmental sustainability.

When policies to attract foreign direct investment are coordinated and integrated
with development policies, a country can enhance the conditions that make it attractive
to foreign investors, on one hand, and it can also take maximum advantage of the
potential benefits of FDI. In this case, the country will define strategies and FDI will
help to achieve them. In the context of international competition to attract investments,
then, a country can modify and adapt its offerings according to its needs. It can also
monitor, through a series of indicators, the impact of FDI, the progress of policies and
their performance vis-a-vis the principal competitors. Lastly, the policies adopted will
be geared not only to attracting FDI but also to generating conditions for absorbing
its benefits. To this end, it is essential to boost the competitiveness of local firms,
so that they can integrate themselves into the production and marketing networks
of foreign companies.
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Annex |LA1

The fifth and sixth editions of the IMF Balance of
Payments Manual: implications for foreign direct
investment statistics

The sixth edition of the Balance of Payments and International Investment Position
Manual (BPMB) of the International Monetary Fund (IMF) has brought many changes for
institutions responsible for compiling and systemizing information, especially for central
banks. The sixth edition is a revision of the fifth edition of the Balance of Payments
Manual (BPMB), which was first published in 1993. The changes were the outcome
of intensive collaboration between the different multilateral and national institutions,
involving different aspects of balance-of-payments statistics. There follows a description
of the main changes affecting statistics on foreign direct investment.

The main change concerns the way data are presented, which has shifted from
a directional presentation to an asset/liability basis. Under BPMD, FDI statistics were
constructed on the directional principle, according to which direct investment was shown
as "“direct investment abroad” or “direct investment in the reporting economy” The
directional principle is a net construction, to which operations with affiliate companies
and reverse investments (where a directly investing company acquires a capital share
in its immediate direct or indirect investor) are added or subtracted. That is, once the
direction of influence or control is established, the value of the operations by the direct
investor in respect of the receiving firm is subtracted from investments this latter firm
makes in its parent (the direct investor) (see diagram [.A1.1). Analytically speaking, the
sixth edition of the IMF Balance of Payments Manual notes that data presented according
to the directional principle helps to understand the motivation behind direct investment.

DIRECT INVESTMENT DIRECT INVESTMENT
IN THE REPORTING ECONOMY ABROAD
Investment by non-resident firms Investment by resident firms
in local affiliates in affiliates abroad
LESS LESS

Investment by affiliates abroad in their
parent company in the
reporting economy

Investment by local affiliates in their

parent company abroad

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of Organization for Economic Cooperation
and Development (OECD), Implementing the latest International Standards for Compiling Foreign Direct investment Statistics,
December 2014 [online] https://www.oecd.org/daf/inv/FDI-statistics-asset-liability-vs-directional-presentation.pdf.

Under the new presentation, the same elements are organized on the basis of
assets and liabilities. Here, transfers by local affiliates of non-resident firms to their parent
companies are presented as an asset from the point of view of the reporting economy
(and transfers in the opposite direction as a liability) (see diagram 1.A1.2). For this reason,
for the reporting economy, total FDI stock will not be equal to total foreign investment
abroad, and total FDI liabilities will differ from total foreign direction investment.
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Diagram .A1.1

Directional principle

for foreign investment
according to the fifth edition
of the Balance of Payments
Manual of the International
Monetary Fund (IMF)
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Diagram .A1.2

Asset and liability
presentation of foreign
investment according

to the sixth edition of

the Balance of Payments
Manual of the International
Monetary Fund (IMF)

Table .A1.1

Brazil: comparison between
directional and asset/
liability presentation of
foreign direct investment
(FDI) data, 2015

(Millions of dollars)

Economic Commission for Latin America and the Caribbean (ECLAC)

LIABILITIES
(investment in the country)

Investment by foreign firms
in local affiliates

PLUS

Investment by affiliates abroad in their

parent company in the
reporting economy

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of Organization for Economic Cooperation
and Development (OECD), Implementing the latest International Standards for Compiling Foreign Direct investment Statistics,
December 2014 [online] https://www.oecd.org/daf/inv/FDI-statistics-asset-liability-vs-directional-presentation. pdf.

These differences in presentation can have major impacts on foreign direct investment
statistics. Intracompany loans are very significant in the case of Brazil, for example,
producing large differences between the two forms of presentation and, thus, in FDI

statistics (see table I.A1.1)

ASSETS
(investment abroad)

Investment by local firms

in affiliates abroad

PLUS

Investment by local affiliates in their
parent company abroad

FDI inflows

Equity investments made by parent companies abroad 49 276
Reinvested earnings by parents abroad 7145
Lending by foreign parents to local affiliates 7673
Lending by foreign affiliates to resident parents 10981
FDI flow on the basis of assets and liabilities 75075
Less: lending by foreign affiliates to resident parent companies -10 981
Less: lending by local affiliates to parent companies abroad 397
FDI flow on a directional basis 64 491
FDI outflows

Equity investments in affiliates abroad 9832
Reinvested earnings in affiliates abroad 4506
Lending by resident parents to foreign affiliates -443
Lending by resident affiliates to parent company abroad -397
FDI flow on the basis of assets and liabilities 13 498
Less: borrowing by resident parents from foreign affiliates -10 981
Less: lending by resident affiliates to the foreign parent 397
FDI flow on a directional basis 2914

Source: Economic Commission for Latin America and the Caribbean (ECLAC).



Foreign Direct Investment in Latin America and the Caribbean * 2016

The absolute difference between the two presentations is the same for both inflows
and outflows. For Brazil in 2015, presentation by assets and liabilities gives a value of
US$ 10.584 billion more than the figure obtained using the directional approach, for
both investment abroad and foreign direct investment in the reporting economy. In
2014, the difference between the two approaches was US$ 24 billion.

IMF has recommended the change in methodology to better harmonize the various
components of the balance of payments and to make them more comparable with
other macroeconomic variables. However, from the perspective of this publication, the
changes proposed do not appear to progress in that direction. In fact, for analysis of FDI
by sector and by origin, the Organization for Economic Cooperation and Development
(OECD) recommends a directional presentation for constructing statistics. This has meant
some countries publishing their statistics in different ways and to both methodologies
being used, which throws up differences in total figures and in the breakdowns by
origin and branch of economic activity.
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Table .A2.2

Latin America and the Caribbean: inward foreign direct investment by destination sector, 2007-20152

(Millions of dollars)

2007 2008 2009 2010 201 2012 2013 2014 2015

Argentina®
Natural resources 2474 2647 1418 2559 790 2415 4781 3148
Manufactures 3058 5219 414 4797 5257 5414 3949 5807
Services 1990 2387 2173 2558 4 495 4789 3687 4490
Belize
Natural resources 9 37 7 13 29 100 22 16
Manufactures 0 0 0 0 0 0 0 0
Services 101 17 93 79 59 90 64 116
Other 34 16 9 5 5 6 9 9
Bolivia (Plurinational State of)°
Natural resources 486 859 420 530 622 1166 1550 1558
Manufactures 164 154 74 274 240 119 317 390
Services 303 290 193 132 17 220 162 164
Brazil
Natural resources 4751 12 995 4597 16 261 10297 6528 9990 5621 8310
Manufactures 13 481 14013 13481 21273 26 837 22 206 15218 16 922 20967
Services 16 103 17 449 13601 14702 31987 31444 23880 33357 28 409
Other . . . 347 409 364 258 199 221
Chile
Natural resources 6 495 4599 7144 5217 18222 13881 3822 7264
Manufactures -657 1570 M 637 942 2602 1615 1820

Services 6 481 8725 4113 6838 4876 8999 9144 8822
Other 215 256 1693 2817 -732 2975 4683 4096
Colombia
Natural resources 4452 5176 5672 4976 7336 7970 8385 6517 3816
Manufactures 1760 1696 1364 210 1214 1985 2481 2837 2412
Services 2673 3693 1000 1244 6098 5084 5343 6971 5880
Costa Rica
Natural resources 33 467 73 31 38 -15 9 97 442
Manufactures 689 555 407 966 737 600 382 503 799
Services 1170 1031 845 446 1401 1674 2717 2148 1609
Other 4 26 22 23 2 0 0 0 0
Dominican Republic
Natural resources 30 357 758 240 1 060 1169 93 -39 6
Manufactures 184 574 280 566 355 1257 404 607 368
Services 1453 1938 1128 1218 862 716 1494 1640 1848
Ecuador
Natural resources -77 265 58 189 380 243 274 725 408
Manufactures 99 198 118 120 122 136 138 108 261
Services 173 594 132 -144 142 189 315 -59 390
El Salvador
Natural resources 109 31 9 1 -1 -3 6 1 1
Manufactures 23 28 92 -65 149 -47 285 88 263
Services 1315 479 243 -225 66 502 -147 245 140
Other (maquila) 103 365 21 59 4 29 35 -23 24
Guatemala
Natural resources 70 174 139 120 325 418 335 201 140
Manufactures 210 175 51 299 150 145 186 179 189
Services 437 369 401 363 544 636 707 951 749

Other 28 36 9 23 7 46 67 58 131
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Table I.A2.2 (concluded)

2007 2008 2009 2010 2011 2012 2013 2014 2015
Honduras
Natural resources 30 4 10 84 62 4 70 65 65
Manufactures 384 267 98 34 392 438 325 347 395
Services 513 736 402 545 560 579 665 733 744
Other 0 0 0 0 0 0 0 0 0
Mexico
Natural resources 1872 4582 1326 1609 747 3126 5700 2451 871
Manufactures 13158 8 862 6706 13984 10293 8947 30065 14764 15156
Services 17 378 15635 9 868 10 838 12609 8 364 10089 8460 14 258
Nicaragua
Natural resources " 57 47 77 191 123 272 109 39
Manufactures 121 122 70 108 226 302 234 233 158
Services 250 447 318 323 550 347 350 394 545
Other 0 0 0 0 0 22 125 149 94
Panama
Natural resources -59 -59 -34 77 94 1164 476 520
Manufactures 161 161 104 -114 298 520 326 357
Services 2106 2106 1190 2760 2761 1526 3141 3432
Other -1 -1 0 0 0 0 0 0
Paraguay
Natural resources -2 3 8 -6 14 35 43 5 0
Manufactures 8 149 -109 53 105 290 -36 76 0
Services 196 56 195 163 500 413 65 155 0
Uruguay
Natural resources 338 604 253 329 383 220 378 136
Manufactures 263 261 242 131 190 340 240 290
Services 592 1003 962 1010 1360 1536 1642 1274
Other 136 238 Al 820 572 440 772 487

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of estimates and official figures as of 27 May 2016.
= Data may not correspond to those reported in the balance of payments.

© Data from the Central Bank of the Republic of Argentina.

¢ Gross foreign direct investment flows, excluding divestments.
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Table .LA2.3
Latin America and the Caribbean: inward foreign direct investment by country of origin, 2007-2015
(Millions of dollars)
2007 2008 2009 2010 2011 2012 2013 2014 2015
Argentina®
United States 780 2581 1755 207 2875 3301 2937 4923
Netherlands 615 1074 -106 57 433 2067 1863 1978
Spain 1181 -2 643 1237 1258 -433 -868 1583 1370
Germany 845 281 47 164 154 473 661 1076
Canada 320 279 388 678 233 681 1046 692
Brazil -46 766 216 383 1018 1174 34 654
France 545 547 95 313 403 633 -50 647
[taly 227 525 131 -1914 258 291 395 492
Bolivia (Plurinational State of)
Spain 50 25 145 2 246 364 676 537
United Kingdom 24 48 70 " 2 m 309 442
Peru 35 26 40 82 12 56 102 442
France 13 36 22 89 55 73 220 200
United States 322 295 162 85 76 89 61 140
Brazil
Netherlands 8129 4639 6515 6702 17 582 12213 10511 8791 11573
United States 6073 7047 4902 6 144 8909 12310 9024 8580 6 647
Luxembourg 2857 5937 537 8819 1867 5965 5067 6659 6599
Spain 2202 3851 3424 1524 8593 2523 2 246 5962 6570
Germany 1801 1086 2473 538 1125 826 1011 1574 3453
Japan 501 4099 1673 2502 7536 1471 2516 3780 2878
France 1233 2880 2141 3479 3086 2155 1489 2945 28M
Norway 284 207 671 1540 1073 936 405 554 2 445
Chile
United States 0 0 469 2902 4749 8162 1808 6 804
Spain 0 0 1886 1529 2087 144 3092 3197
Canada 0 0 763 2962 2746 4573 5 466 1876
Japan 0 0 1014 128 1152 1478 -75 1054
Netherlands 0 0 112 388 2483 970 1276 786
Colombia
Switzerland 2697 2874 2343 1593 2155 2476 2839 2267 2121
Panama 839 114 789 1368 3508 2395 2040 2 446 1603
United States 572 1040 830 13 1164 628 884 2219 1402
Spain 82 404 645 624 924 367 848 1009 1283
United Kingdom 122 140 166 180 994 698 2096 2817 1078
Bermuda -660 60 197 1 1072 -1792 632 490 957
Costa Rica
United States 962 1328 1022 1036 1376 1015 1392 1182 1503
Spain 51 24 27 7 30 32 109 -59 471
Mexico 1 5 3 13 7 1 18 3 17
Panama 30 50 6 98 152 106 79 109 141
Canada 71 20 7 40 183 336 172 237 123
Colombia 57 141 79 28 247 31 247 291 120
Dominican Republic
United States 536 360 455 1055 499 252 374 321 404
Mexico 13 383 773 696 1126 851 143 158 63
Canada 2 8 8 9 -1 4 1 0 50
Netherlands 53 " 31 208 70 55 47 44 31
Venezuela (Bolivarian Republic of) 605 181 151 203 137 128 33 7 27
Ecuador
Canada 50 -29 -607 -535 12 94 42 10 186
China 3 32 14 13 7 13 12 7 170
Spain 85 47 56 45 80 86 94 79 94
Netherlands 12 5 19 7 16 16 24 18 78
Uruguay 8 -8 -4 " 7 11 48 76 77

Switzerland 49 58 65 105 252 59 28 229 74
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Table 1.A2.3 (concluded)

2007 2008 2009 2010 2011 2012 2013 2014 2015
El Salvador
Luxembourg 499 129 74 -124 23 6 -72 m 203
Spain 841 321 80 206 27 -480 323 2 180
United States 0 0 0 -41 -0 18 170 149 160
Guatemala
United States 326 229 151 343 127 227 221 aM 348
Canada 8 15 21 22 155 48 155 142 182
Mexico 76 76 50 97 81 96 143 105 98
Colombia 25 54 74 114 305 290 156 109 63
United Kingdom 42 66 64 50 2 49 74 43 60
Russian Federation 0 0 0 0 13 134 185 86 57
Spain 37 37 21 6 0 0 25 39 45
Honduras
Mexico 22 16 1 14 16 22 63 109 195
United States 139 51 -39 159 187 132 114 115 164
Luxembourg 460 449 92 185 141 173 128 154 137
Canada 92 30 168 124 154 192 266 201 134
Panama 0 0 0 0 20 22 31 64 127
Guatemala 103 72 -88 109 85 94 97 34 125
Mexico
United States 13118 11761 7483 7032 12218 9592 13749 7747 15798
Spain 5493 5018 3032 4206 3539 -438 181 4447 2804
Canada 453 554 385 573 927 1805 1911 1330 1386
Germany 649 667 -15 449 397 1087 1713 1621 1268
Netherlands 880 3454 1840 2023 1432 1849 4522 2982 1090
Japan 25 93 151 409 230 443 39 542 1003
Belgium 231 351 393 60 232 488 280 1046 804
Nicaragua
United States 84 126 88 88 159 121 244
Mexico 128 164 48 90 115 149 125
Venezuela (Bolivarian Republic of) 47 132 147 29 45 210 108
Panama 5 4 1 1 34 78 77
Spain 45 59 25 83 116 -19 74
Panama
Colombia 134 60 135 82 486 533 305 912
United States 163 224 -19 1120 652 28 715 612
Belgium 18 35 16 9 48 1097 505 408
Switzerland 60 69 154 9 Al 51 367 297
Japan 28 126 15 130 114 12 1M 261
South Africa 19 26 20 13 115 52 320 258
Mexico 13 19 26 879 191 612 246 199
Paraguay
United States 107 190 11 255 354 59 -128 141
Brazil 4 42 -26 29 90 177 83 135
Netherlands -30 20 -28 4 " 34 79 25
United Kingdom 1 -2 3 2 19 50 25 20
Spain 19 11 16 19 -10 63 9 17
Trinidad and Tobago
United States 574 403 469 363 488 560 1272 361
India 21 16 17 13 2 1 2 348
Canada 3 2194 4 3 994 1586 357 248
United Kingdom 159 146 152 118 64 25 21 31
Uruguay
Argentina 373 534 432 588 809 975 672 616
Brazil 153 232 55 75 194 136 132 370
Netherlands 86 183 110 108 170 178 255 253
Spain 25 17 23 35 -132 4 118 102
France 43 144 167 -36 77 88 87 96
United States 0 3 39 0 0 0 19 80

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of estimates and official figures as of 27 May 2016.
= Data from the Central Bank of the Republic of Argentina.
b Gross foreign direct investment flows, excluding divestments.
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Table I.A2.4

Latin America and the Caribbean: inward foreign direct investment by component, 2007-2015

(Millions of dollars)

2007 2008 2009 2010 201 2012 2013 2014 2015

Antigua and Barbuda
Capital contributions 328 149 79 96 61 110 65 106 143
Intracompany loans 0 0 1 1 2 6 29 41 3
Reinvested earnings 12 12 5 5 5 22 7 7 7
Argentina

Capital contributions 2578 4552 2133 2504 4508 4 861 2784 -112
Intracompany loans 1 846 4777 -1010 3507 2600 3120 -783 -945

Reinvested earnings 2 050 396 2894 5322 3732 7343 7821 6121
Bahamas

Capital contributions 887 1032 753 960 971 575 410 374 104
Intracompany loans 736 481 120 187 563 498 701 1222 281
Reinvested earnings 0 0 0 0 0 0 0 0 0
Barbados

Capital contributions 420 340 140 393 218 225 112 293 210
Intracompany loans 24 231 103 4 165 -32 -87 -73 -64
Reinvested earnings 32 45 13 13 -21 120 -61 266 108
Belize
Capital contributions 100 141 80 80 103 193 98 134
Intracompany loans 13 8 6 2 1 0 0 0
Reinvested earnings 30 21 23 15 -8 -4 -6 7
Bolivia (Plurinational State of)?

Capital contributions 27 45 1 1 5 19 17 313 20
Intracompany loans 654 850 177 141 130 282 331 889 638
Reinvested earings 272 407 509 793 899 1204 1682 910 402
Brazil

Capital contributions 26 074 30064 19 906 40117 54782 52 836 41 648 47 220 49 276
Intracompany loans 18 505 20 652 11575 13470 16 451 22541 38346 38977 18653
Reinvested earnings 34 865 29 925 11230 -10813 10698 7145
Chile

Capital contributions 2622 7775 1905 4662 10921 8532 4806 10 685 6438
Intracompany loans 374 2232 967 2985 3162 10 876 8584 8423 10 045
Reinvested earnings 10182 6597 10519 7863 9226 9085 5973 3234 3974
Colombia

Capital contributions 7024 7861 4907 3741 8282 9088 9749 9176 7355
Intracompany loans -121 47 731 -635 1872 1239 2 368 2493 2 006
Reinvested earnings 1983 2657 2396 3325 4494 4712 4091 4656 2746
Costa Rica

Capital contributions 1377 1594 1050 818 959 852 2054 1286 1313
Intracompany loans -2 39 -174 150 Ak 1136 74 912 817
Reinvested earnings 521 446 47 497 509 708 788 866 964
Dominica

Capital contributions 28 39 39 28 25 45 16 28 29
Intracompany loans 9 9 13 13 7 9 4 4 4
Reinvested earnings 10 9 6 3 2 4 5 4 4
Dominican Republic

Capital contributions 1616 2199 704 985 1153 2414 195 965
Intracompany loans -446 278 1096 204 79 274 391 N7l

Reinvested earnings 498 394 365 835 1044 1002 1405 1420

Ecuador

Capital contributions 151 229 278 265 252 221 424 848 985
Intracompany loans -368 530 -226 -312 64 39 -7 -389 211

Reinvested earnings 411 298 256 213 328 301 310 314 287
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Table 1.A2.4 (concluded)

2007 2008 2009 2010 201 2012 2013 2014 2015
Grenada
Capital contributions 140 128 97 56 39 29 109 33 55
Intracompany loans 17 1 2 3 1 0 0 0 0
Reinvested earnings 15 12 5 5 5 5 5 5 6
Guatemala
Capital contributions 260 198 94 265 198 446 208 137 702
Intracompany loans -30 75 19 -102 58 219 416 431 -497
Reinvested earnings 515 482 488 643 770 580 672 820 1004
Honduras
Capital contributions 220 568 84 29 284 310 174 174 137
Intracompany loans 203 -40 65 378 56 52 240 355 229
Reinvested earnings 505 479 360 562 674 697 645 615 838
Mexico
Capital contributions 18082 12783 11389 15 351 9430 4488 22220 5415 11521
Intracompany loans 5 862 7245 1379 5902 4800 6312 7454 6 436 9620
Reinvested earnings 8463 9050 5132 5178 9420 9637 16181 13825 9143
Panama
Capital contributions 719 918 898 948 759 1561 1614 1534 1196
Intracompany loans 178 136 105 540 1224 682 550 329 951
Reinvested earnings 879 1348 257 874 1150 737 1779 2447 2891
Paraguay
Capital contributions 43 20 173 -9 366 439 242 254 121
Intracompany loans 129 132 -102 129 280 61 -322 -138 -69
Reinvested earnings 31 57 24 96 -90 238 151 230 230
Peru
Capital contributions 733 2981 1828 2 445 896 5393 2460 1487 3058
Intracompany loans 924 656 -782 693 2117 -508 3075 2420 854
Reinvested earnings 3835 3287 5385 5317 4652 7033 3764 3978 2949
Saint Kitts and Nevis
Capital contributions 135 178 132 116 107 106 137 118 76
Intracompany loans 3 3 1 1 1 2 0 0 1
Reinvested earnings 2 2 2 2 4 1 1 1 2
Saint Lucia
Capital contributions 254 135 135 109 80 54 76 n 72
Intracompany loans 8 21 13 13 15 16 10 " 12
Reinvested earnings 15 " 3 4 5 8 9 " 1
Saint Vincent and the Grenadines
Capital contributions 102 142 100 91 79 112 157 101 118
Intracompany loans 8 8 8 2 2 2 2 2 2
Reinvested earnings " 9 2 4 4 1 1 7 1
Suriname
Capital contributions 0 0 0 0 0 0 0 0
Intracompany loans -247 -231 -93 -248 -51 113 Al -21
Reinvested earnings 121 " 69 27
Trinidad and Tobago
Capital contributions 554 2322 426 309 0 1 0 1175
Intracompany loans 21 -16 -12 -1 136 698 1040 667
Reinvested earnings 297 495 296 251 1696 1754 955 646
Uruguay
Capital contributions 550 1012 990 1617 1412 1665 1866 2267 1056
Intracompany loans 448 540 82 8 263 94 306 -527 39
Reinvested earnings 331 554 457 664 828 777 860 448 552
Venezuela (Bolivarian Republic of)
Capital contributions -806 302 -3348 -1319 -495 -307 -79 139
Intracompany loans 773 -1 367 1457 2752 3292 1784 -967
Reinvested earnings 3321 2336 1998 1436 3483 2988 975 1148

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of estimates and official figures as of 27 May 2016.
= Gross foreign direct investment flows, excluding divestments.
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A. Disruptive market changes

This chapter looks at key aspects of the processes that have transformed global metal
markets and examines their relationship with foreign investment in Latin American
and Caribbean economies. Considering that several of the region’s countries are
major producers of metallic minerals, the study focuses on those that are of greatest
significance for international exports, notably precious metals (such as gold and silver),
base metals (such as bauxite, zinc, copper, tin, nickel and lead) and ferrous metals
(chiefly iron ore).

Section A analyses the changes that have occurred in markets and the geographical
distribution of activities, with special emphasis on China and the capacity of Latin
America and the Caribbean to maintain its leading position. Section B considers the
role and strategies of the principal economic agents in the sector, namely transnational
corporations. Section C addresses the radical shifts in the metal mining sector in the past
15 years, and their consequences for foreign direct investment (FDI) in Latin America
and the Caribbean. Section D reflects on the changes of recent years and their impact
on FDI in the region and, lastly, section E considers the challenges associated with the
sector’s potential to make a greater contribution to capacity-building and production
diversification in the region.

1. China: the engine of demand

The metal mining sector presents certain characteristics that are key to understanding its
dynamics and its close relationship with FDI. One the one hand, it is highly concentrated,
both in terms of international demand and production; on the other, the specificities
of the investment and production process mean that the vast majority of leading firms
are transnational.

After a period of stagnation, international prices for the main products enjoyed a
strong growth cycle between 2003 and 2011, but since then have suffered a sharp decline.

Understanding these dynamics requires some consideration of the fluctuations
that have occurred in international demand, and of changes in the characteristics and
strategies of transnational corporations. These aspects are fundamental not only for
explaining the transformations in the sector at the international level, but also for
comprehending the consequences for FDI in Latin America and its outlook for the
coming years.

International demand has seen strong shifts in the past 15 years, with China’s rise
to prominence a key factor.

China’s exceptional growth and it industrialization strategy caused its consumption
of iron ore and base metals to outstrip the increase in its domestic production. This
gap, which began to open up in the 1990s, widened further during the 2000s. In 2005,
China's consumption of iron ore was three times its national output, while base metal
consumption was twice the level of domestic production. This situation led to a surge
in mineral imports, especially from Latin American countries, which were experiencing
the reverse trend; extraction of base and ferrous metals at around seven times the
level of consumption (Rogich and Matos 2008). The high volume of imports from China
altered the structure of the international market: in 2000 China imported 70 million
metric tons of iron ore, equivalent to 14.4% of global imports by volume and 14.3%
by value. By 2014, these figures had risen to 932 million metric tons, equivalent to
68.4% of the volume and 64.6% of the value of total global imports. Countries that
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historically had carried greater weight therefore lost market share: these included
Germany, the Republic of Korea and above all Japan, which until 2001 was the world's
largest importer of iron ore.

A similar pattern was observed for copper concentrate (albeit to a lesser extent,
given that China’s imports rose from 12.6% of the total in 2000 to 40.1% in 2014), and
bauxite and aluminium.

China's imports of copper concentrate began to increase in 1995, and by 2000 the
country had already overtaken most of the world’s top importers, such as Germany,
India, the Republic of Korea and Spain. China became the largest importer in 2009,
overtaking Japan, whose market share has been in constant decline (see figure 11.1).

Figure Il.1

Selected countries: share of global imports of iron,
copper, and bauxite and alumina, by value, 1992-2014
(Percentages)
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of United Nations Commodity Trade Statistics Database (COMTRADE)

and TradeMap.
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Similarly strong growth in aluminium and bauxite imports meant that China was . .
to overtake the United States’ share of the international market in 2007, consolidating Nt onty did China

itself as the top importer with a market share of about 40%. import metallic ‘
minerals to supply its

China’s growth and industrialization strategy had further consequences. Not  domestic market, but
only did the country import metallic minerals to supply its domestic market, but ~ these *mports aLSO
these imports also allowed it to satisfy international demand for metals and metal ?“OWQd Itto satisfy
manufactures. Traditionally, Germany and Japan were the main exporters of basic iron ‘fgtrer::;ta‘?smgégenqutg?
and steel manufactures, but in 2004 China began to consolidate its position and by

: . ' manufactures.

2014 had assumed leadership of this export market, accounting for 13.6% of exports

by value (see figure I1.2). A similar situation was observed in aluminium and aluminium

manufactures, with China's share of total exports rising from 5.7% in 2004 to 13.4%

in 2014, overtaking Germany which had led the market since 1995.

Figure I1.2

Selected countries: share of global exports of iron, steel and aluminium manufactures,

by value, 1992-2014

(Percentages)
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of United Nations Commodity Trade Statistics Database (COMTRADE)
and TradeMap.

China’'s aluminium exports mainly went to other Asian countries (49.2% of the
total value on average for the period 2011-2015), 27 countries of the European Union
(14.3%), and the United States (12.7%). This pattern was mirrored by exports of iron
and steel manufactures; 44.4% of the average value of exports between 2011 and 2015
went to other Asian countries, 15.7% to the United States and 13.7% to the European
Union (27 countries).

Changes in demand, together with China’s new position in the world economy,
created a cycle of extremely high prices, especially for iron, during the 2000s. By
2011, the price of iron had soared to 14 times its level during the 1980s, while that of
copper had risen five-fold. Gold prices quadrupled and aluminium prices doubled over
the same period (see figure 11.3).
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Figure 11.3

Main metallic mineral prices, 2000-2015
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Source:Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of information provided by the International Monetary Fund (IMF) and
the United Nations Conference on Trade and Development (UNCTAD).

= Index of current prices for Chinese imports of iron ore fines 62% Fe (in dollars per ton), the cash price of grade A electrolytic copper bars/cathodes on the London

Metal Exchange (LME) (in pounds sterling per ton), the London fix price of 99.5% pure gold (in dollars per ounce), and the cash price of high grade primary aluminium

listed on the LME.

A downtrend in metal prices commenced in 2012 and continues today. As will be
discussed below, this marked trend shift is chiefly due to slower growth in China and
weak demand from developed countries, together with increased global production
capacity for minerals and mineral products.

2. Theregion remains a major player

The shifting global scenario during the 2000s coincided with changes in international
production, as rising prices fuelled a steady increase in metallic mineral production
from 2003 onwards (see figure 11.4). Global iron ore production tripled, while other
minerals posted smaller but still significant increases in output: bauxite by more than
80%, copper by 40.7%, and gold by 18.0%.’

The global geography of production has also shifted. Chinese iron production leapt
by 570% between 2000 and 2014, and accounted for half of worldwide output by the
end of that period (see table II.1). In absolute terms (metric tons), sizeable increases
also occurred in Australia (which boosted its share of the world market), Brazil and India
(whose relative share declined). In 2000, 62% of world production was concentrated
in these four countries, a figure that rose to 82% in 2014. Output in the four countries
grew at markedly different rates. Apart from the surge in China —almost certainly
the most significant change in the sector— it is striking that in 2000 Brazil's mineral
production was 16% higher than Australia’s, but by 2014 it had fallen behind, with
Australia producing almost twice as much iron.

' The drop in bauxite production in 2014 reflected lower output in Indonesia, as explained below.
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Figure 1l.4
Global production of metallic minerals steadily increased Global metallic mineral

production, by volume,
2000-2014
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of information provided by the
United States Geological Survey.

Table Il.1
Selected countries: iron ore production, 2000 and 2014
(Millions of metric tons and percentages)

Brazil was one of the world's main iron ore producers

Country 2000 2014 Growth

China 224 211 1510 441 1286 54.5
Australia 168 15.8 774 22.6 606 25.7
Brazil 195 18.3 an 12.0 216 9.2
India 75 7.1 129 38 54 2.3
South Africa 34 32 81 24 47 20
Islamic Republic of Iran & 1.0 83 1.4
Sweden 21 2.0 37 1.1 16 0.7
Russian Federation 87 8.2 102 3.0 15 0.6
Ukraine 56 53 68 20 12 0.5
Kazakhstan 16 1.5 25 0.7 9 0.4
Canada 35 33 44 1.3 9 0.4
United States 63 59 56 1.6 -7 0.3
Other countries 89 8.4 153 45 64 27
Total 1063 100.0 3423 100.0 2360 100.0

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of information provided by the United
States Geological Survey.

Note: The source only identifies production by the world's largest producing countries. Data is not provided for years in which
production did not reach the minimum level necessary to be included in the list of the world's largest producers.
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Figure 1.5

Selected countries: share
of global iron ore exports,
by value, 1992-2014
(Percentages)

Increasing production and rising prices coincided with the rapid expansion of
international trade in iron ore; the value of exports peaked at US$ 148 billion in 2011
(nine times the total figure for 2004).2

The changes in production observed in Australia and Brazil were mirrored in
the external sector. These two countries retained their status as the world's leading
exporters, but while Australia’s share of the global market climbed from 27.8% in 2000
10 52.9% in 2014, Brazil's share contracted from 33.1% to 22.7% in the same period
(see figure 11.6). Meanwhile India, which was the third-largest exporter during the
2000s (accounting for 15% of global exports in 2005), saw its exports decline owing
to a government ban on mining operations in several states during 2011 and 2012, due
to legal and environmental concerns. Some of these measures were revoked in 2015.

Australia’s iron exports overtake those of Brazil
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of United Nations Commodity Trade
Statistics Database (COMTRADE) and TradeMap.

The copper market is less concentrated, with the four largest producers taking
a 53.1% market share in 2014 (see table I1.2). Contrary to iron production, in which
Brazil was the region’s only significant market presence, several Latin American and
Caribbean countries recorded high levels of mined copper production.3 Chile retained
its position as the world'’s leading producer, albeit with a share that fell from 34.8% in
2000 to 31.0% in 2014, and together with Argentina, Brazil, Colombia, Mexico, Peru
and the Plurinational State of Bolivia, accounted for 43.5% of global production in 2014.
All the copper-producing countries of the region, with the exception of Argentina, have
boosted output in the past 15 years.

2 The price of iron ore also peaked in 2011.
3 Figures refer to mined copper to differentiate the copper obtained through mining from that recovered in recycling processes.
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Table Il.2
Chile and Peru are among the world's leading producers Selected countries: mined

. copper production,
of mined copper 2000 and 2014

(Thousands of metric tons

Country 2000 2014 Growth and percentages)
Chile 4600 34.8 5750 31.0 1150 214
Democratic Republic of the Congo 1030 15 1030 19.2
China 590 45 1760 95 1170 218
Peru 554 42 1380 7.4 826 15.4
Zambia 240 1.8 708 38 468 8.7
Russian Federation 570 43 742 4.0 172 32
Australia 829 6.3 970 52 141 26
Mexico 365 28 515 28 150 28
Canada 634 48 696 37 62 1.2
Kazakhstan 430 33 430 23 0 0.0
Poland 456 35 425 2.3 -31 0.6
United States 1440 10.9 1360 73 -80 -1.5
Indonesia 1012 17 400 22 612 -11.4
Other countries 1480 1.2 2400 12.9 920 17.1
Total 13 200 100.0 18 566 100.0 5 366 100.0

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of information provided by the United
States Geological Survey.

Note: The source only identifies production by the world's largest producing countries. Data is not provided for years in which
production did not reach the minimum level necessary to be included in the list of the world's largest producers.

Chile, China, the Democratic Republic of the Congo (where production recovered
after 2010) and Peru were the main drivers of increased production. Mined copper output
in Australia and Canada expanded more slowly, and decreased in the United States.

In 2014, the main international supplier of copper concentrates and refined copper
was Chile, which accounted for 33.5% of global concentrate exports and 29.9% of
refined copper exports.

The main international
supplier of copper
concentrates and

Peru's copper concentrate exports leapt after 2003, whereas Indonesia, historically ~ refined copper has
one of the largest exporters, has lost much of its market share in recent years (see PN Chile
figure 11.6). The value of global exports amounted to US$ 50.0 billion in 2014, of which
Australia, Canada, Chile and Peru together accounted for 63.6%. The drop in copper
concentrate exports from Indonesia is partly due to the Mineral and Coal Mining Law of
2009, which stipulated that minerals extracted in the country must be processed and
refined domestically before export. Accordingly, a regulation prohibiting the export of
concentrates was adopted in 2012; this was subsequently postponed and eventually
partly implemented in 2014. It is expected that the value of mineral exports will more
than double by 2017 as a result of this policy (Sujatmiko, 2015), although an adjustment
period is needed in which to make the required investments in smelting and refining.
Provided there is sufficient incentive, the loss of share in world copper concentrate trade
due to the application of industrialization policies may actually be beneficial if the period
of lower exports subsequently leads to growth of refined mineral exports, such as grade
A copper cathodes, whose prices are known and listed on the world’s metal markets.

Exports of refined copper were less concentrated. In 2014, the four main exporters
(Australia, Chile, Japan and Zambia) together accounted for 50.2% of the market, with
exports valued at US$ 64.0 billion. Chile's relative weight has declined as exports from the
Democratic Republic of the Congo and Zambia have made steady inroads into this market.
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Figure 11.6

Economic Commission for Latin America and the Caribbean (ECLAC)

Selected countries: share of global copper concentrate and refined copper exports,

by value, 1992-2014
(Percentages)

Chile remains the world's largest copper exporter, despite losing market share
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of United Nations Commodity Trade Statistics Database (COMTRADE) and TradeMap.

Regulatory change in Indonesia also had an impact on the production and export
of bauxite, the raw material from which alumina and subsequently aluminium are
obtained.* Global alumina and bauxite production almost doubled between 2000 and
2014, owing to booming production in Australia, Brazil and China. Indonesia was one
of the largest producers in 2013 (20% of the total), however the regulatory impact
saw production levels plummet in 2014. This market was highly concentrated, with
84% of global output originating in Australia, Brazil and China, three countries whose
production rose substantially. By contrast, the Bolivarian Republic of Venezuela and
Jamaica, countries that in 2000 had held a strong market position, suffered a steep
decline during the period to 2014 (see table 11.3).

Export trends show that the international market has become less concentrated
as Guinea'’s share of exports has fallen, from 65.5% in 1995 to 26.4% in 2014, during a
period in which that country’s export growth was surpassed by that of other countries
(see figure I1.7). Exports from Australia and Brazil increased steadily during the period,
so that Australia, Brazil, Guinea and India together accounted for 73.8% of the value
of world exports in 2014. Jamaica’s share declined amid relatively weak export growth,
while Indonesia’s exports plummeted and were partially replaced by those from Malaysia,
whose share expanded from around zero to 4.8% of the total in 2014.

4 Bauxite is an aluminium ore, processed to obtain alumina, which in turns gives aluminium via electrolysis.
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Table 11.3
Brazil was the only country in the region to boost Selected countries: bauxite

. . production, 2000 and 2014
bauxite pl’OdUCtIOh (Thousands of metric tons

and percentages)
Country 2000 2014 Growth
China 9000 6.6 55000 225 46 000 25.1
Australia 53 800 39.7 78 600 32.1 24 800 18.5
Brazil 14000 10.3 34800 14.2 20800 12.5
India 7370 5.4 16 500 6.7 9130 5.4
Kazakhstan 5200 2.1 5200 3.7
Indonesia 2550 1.0 2550 37.7
Guinea 15000 1.1 17 300 7.1 2300 26
Greece 1900 0.8 1900 14
Russian Federation 4200 31 5590 23 1390 0.8
Viet Nam 1090 0.4 1090 0.2
Suriname 3610 2.7 3000 1.2 -610 0.6
Guyana 2400 1.8 1600 0.7 -800 05
Jamaica 11100 8.2 9680 40 -1420 1.1
Venezuela (Bolivarian Republic of) 4200 3.1 1500 0.6 -2 700 1.4
Other countries 10800 8.0 10 460 43 -340 -4.2
Total 135 480 100.0 244770 100.0 109 290 100.0
Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of information provided by the United
States Geological Survey.
Note: The source only identifies production by the world's largest producing countries. Data is not provided for years in which
production did not reach the minimum level necessary to be included in the list of the world's largest producers.
) ] Figure 1.7
The region’s bauxite exporters lost share Selected countries: share of
to Australia and Indonesia world alumina and bauxite
exports, by value, 1095-2014
(Percentages)
I
60 -
50
40 4
304 = (juinea
= Brazil
20 _ — Australia
Jamaica
04 e L s S N Indonesia
India
0 —— Guyana

1995
1996
1997
1998
1999
2000
2004
2005
2006
2008
2009

2001
2002
2003
2010
201
2012
2013
2014
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Statistics Database (COMTRADE) and TradeMap.
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Table ll.4

Selected countries: gold
production, 2000 and 2014
(Thousands of metric tons

and percentages)

Economic Commission for Latin America and the Caribbean (ECLAC)

For gold, international trade and production patterns differ from those of the base
and ferrous metals examined above, reflecting its different end use as a precious metal.
While base and ferrous metals are extracted for mass use in construction, infrastructure,
manufacturing and consumer goods, gold is used as an industrial input, in final goods,
and also as a store of value alternative to currency.

Gold production has risen more slowly than that of other metals, driven by increased
output in traditional gold-producing countries and the emergence of some new players
—especially after 2007—, thus helping to reduce its geographical concentration. In
2000, a group of 8 countries was responsible for 71.1% of global production, whereas
14 countries accounted for a similar percentage of output in 2014 (see table I1.4). China
managed to double its market share during that period, consolidating its presence as
the world's leading producer followed by Australia, the Russian Federation, the United
States and Canada. Gold production fell sharply in the United States and South Africa,
but held steady in the Russian Federation. In Latin America and the Caribbean, Peru was
the world’s seventh-largest gold producer in 2014, while output increased in Mexico,
Brazil and, to a lesser extent, Chile.

Peru, Mexico and Brazil are the region’s main gold producers

Country 2000 2014 Growth

China 180 7.1 450 15.0 270 58.6
Russian Federation 126 5.0 247 8.2 121 26.2
Mexico 118 39 118 25.6
Uzbekistan 100 3 100 21.7
Ghana 91 3.0 91 19.7
Brazil 80 2.7 80 17.4
Papua New Guinea 53 1.8 53 115
Chile 50 1.7 50 10.8
Peru 133 53 140 4.7 7 1.5
Canada 154 6.1 152 5.1 2 0.4
Australia 296 1.7 274 9.2 22 -4.8
Indonesia 125 49 69 2.3 -56 -12.1
United States 353 139 210 7.0 -143 -31.0
South Africa 431 17.0 152 5.1 -279 -60.5
Other countries 735 29.0 808 27.0 73 15.8
Total 2533 100.0 2994 100.0 461 100.0

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of information provided by the United
States Geological Survey.

Note: The source only identifies production by the world's largest producing countries. Data is not provided for years in which
production did not reach the minimum level necessary to be included in the list of the world's largest producers.

In international markets, gold tends to be traded directly as a metal, processed to
varying degrees, in manufactured goods, and often alloyed with other metals, rather than
as unprocessed ore. Accordingly, the international gold trade refers to non-monetary
gold, whose production includes mining and part of the manufacturing activity (ore
refining and metal processing).®

5 Harmonized Commodity Description and Coding System, codes 710811, 710812 and 710813.
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The above characteristics make it more difficult to discern patterns in international
trade. Switzerland included the gold trade in its official statistics in 2012, emerging as
the world'’s main importer and exporter of this metal in 2014. Besides Switzerland, the
main importers of non-monetary gold were Hong Kong Special Administrative Region
of China, India, where gold is used primarily as jewellery or for personal reserves,
and the United Kingdom. These four countries accounted for 72.4% of international
imports, overtaking countries that had formerly exhibited most demand, such as ltaly,
Japan and the United States (see figure 11.8). International supply was less intensely
concentrated, with the three main exporters, Switzerland, Hong Kong SAR and the
United Kingdom, responsible for 64.6% of the total. These countries increased their
share of gold exports in recent years, at the expense of countries such as Australia,
Canada and the United States, which had dominated exports in the 1990s.

Figure 1.8
Selected countries: share of international gold trade, by value, 1992-2014
(Percentages)

International gold trade concentrated in non-producing countries
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of United Nations Commodity Trade Statistics Database (COMTRADE)
and TradeMap.

Latin American and Caribbean countries accounted for 7.8% of the total value of
non-monetary gold exports in 2014, and were led by Peru (the world's seventh-largest
exporter in 2014, with 2.0% of the market) and Mexico (with 1.7% of total exports).
Brazil (0.8%), Argentina, Colombia and the Dominican Republic (each around 0.6%)
enjoyed smaller shares of this export market.

In summary, Latin America has maintained a solid position in the new international
production and trade scenario for the minerals in question, with marked increases in
output and exports. However, it should be noted that new actors have emerged (the
Democratic Republic of the Congo and Zambia in the case of copper, and Kazakhstan
in respect of alumina and bauxite), while Australia has boosted its share of iron
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Transnational
corporations have
played a key role in
business development,
investing in areas with
natural resources and
catering to demand via

the international market.

production and China had steadily expanded its extractive capacity for all minerals. This
has translated into a loss of market share for some countries: certainly Brazil in the
case of iron production, Jamaica in alumina and bauxite, and to some extent, Chile in
copper (although the country remains the world’s leading producer).®

B. The lead actor: transnational corporations

1. Competitive advantages: scale, markets
and technology

Mining is traditionally characterized by an uneven geographical distribution of production
and consumption. Some developing countries are among the main producers and
net exporters, while developed countries are the major consumers and importers
(UNCTAD 2007). The growth of China and India and the development of the Republic
of Korea have brought new actors into this system; however, since mining requires
the exploitation of natural resources associated with a particular territory, the uneven
pattern continues to prevail. In that context, transnational corporations have played a
key role in business development, investing in areas with natural resources and catering
to demand via the international market.

The predominance of transnational corporations in this sector is explained by
several factors, not least the need for large investments over lengthy time periods, it
being estimated that on average 10 years are needed to identify and determine the
feasibility of a greenfield mining project, and an additional 6 years before investors can
expect returns (Behre Dolbear, 2015). An additional factor is that mining is a high-risk
activity (see diagram I1.1).

The exploration stage is fundamental for mining activity. In the industry, reserves
refer to that portion of a territory’s mineral resources that is identified as feasible for
exploitation under certain legal, economic and technical conditions; in other words,
resources with known conditions of economic viability. Exploration is either undertaken
by transnational firms themselves, or performed by “junior companies’ which are listed
firms that, although not conducting mining operations themselves, sell extraction rights
to larger firms if finds are made.

It should not be forgotten that mining is a risky business. The exploitation of these
resources usually takes place in hard-to-reach geographical locations, under hazardous
conditions for the personnel involved, and with profound environmental impacts both
for natural resources and the communities residing in the affected areas. Safety and
respect for the environment are therefore core aspects of mining investment, and are
among the most frequent sources of conflict in cases of planned expansion.

Mining corporations operate on a huge scale. In 2014, the assets of the leading
firms topped US$ 100 billion, with transnationals clearly in the vanguard (see table 11.5).”
The four largest mining corporations appeared in the Fortune Global 500 ranking, an
annual compilation of the world’s 500 largest companies by market value.

6 Latin America as a whole maintained its relative importance thanks to the rapid growth of natural resource extraction in Peru.
7" Forillustrative purposes, in 2014 the GDP of Uruguay (population 3.4 million) was US$ 57.5 billion at current prices, according
to data from CEPALSTAT.
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Diagram Il.1
Factors explaining the predominance of transnational corporations in the mining sector

1 MINING REQUIRES LARGE INVESTMENTS OVER LENGTHY PERIODS
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of H. Halland, M. Lokanc and A. Nair,
The Extractive Industries Sector: Essentials for Economists, Public Finance Professionals, and Policy Makers, Washington,
D.C., World Bank, 2015.
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Table 1.5

The world's leading metal
mining corporations, by
assets, 20142

(Millions of dollars
and employees)

The sector is led by large transnationals whose
market values are highly sensitive to prices

Corporation Country of origin Assets Sales Employees Market value
Glencore PLC Switzerland 152 205 170 497 181 349 19190
BHP Billiton Australia 124 580 44 636 72 499 65 454
Rio Tinto United Kingdom 107 827 34829 59775 53 908
Vale Brazil 99 424 26 051 76531 15830
Vedanta India 67 527 24938 34928 4997
AngloAmerican United Kingdom 66 010 20 455 95000 5690
Freeport-McMoran United States 58 795 15877 35000 7825
Alcoa Inc. United States 37399 22 534 59000 12 931
Barrick Gold Canada 33879 9029 17 260 8626
Teck Resources Canada KiWAV; 6 467 10200 2242
Aluminum Corp. of China China 31033 19648 75749 9704
Goldcorp Canada 27 866 4375 18217 9600
Newmont United States 24916 7729 13700 9519
Grupo México Mexico 20 605 8175 29998 16 624

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of information provided by Bloomberg.
a Market value at 31 December 2015, a date which marked a new low for many firms. Only listed companies are included; accordingly
Chile's National Copper Corporation (CODELCO), which holds US$ 35.0 billion in assets, is not shown.

The market value of most mining firms plummeted after 2011, so the mining
corporations shown in the table above were selected and classed by the value of their
assets. While most transnational mining corporations are headquartered in developed
countries; metal mining firms from Brazil, China, India and Mexico all posted strong
sales and built up considerable assets during the boom period. Notable Latin American
corporations include Brazil's Vale, which has operations in Australia, Canada, China,
Indonesia and Japan, and the somewhat smaller Grupo México, which operates in
Chile, Peru and the United States.

Some of these firms have farreaching geographical presence and diversified
production, including metallic minerals, energy minerals and mineral fertilizers, while
others carry out more specialized operations with a narrower geographical scope
(see table 11.6).

While most corporations are in private hands, State-owned enterprises have also
played a significant role. The need to secure raw materials for strategic purposes, and
to appropriate natural resource rents, led to various forms of State intervention, from
direct participation in business activities to more traditional instruments such as charges
for subsoil use, royalties, corporate income tax, and others.
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Geographical presence and specialization of the world's major metal mining corporations

Location and mineral type as sources of competitive advantage

Number of
Corporation gfog:litri]{‘ countries Production Location
9 present
- Copper, zinc, nickel, ferro-alloys, e i
” Glencore plc Switzerland 50 ATt [, 6] el el Global, diversified
£
g Rio Tinto United Kingdom 40 Aluminium, iron, copper. Diamonds. Coal Global, diversified
[T}
h= - Iron, nickel, copper, ferro-alloys. Concentrated in Brazil, Canada,
2 Vale Bl 2 Coal. Fertilizers Africa and South-East Asia
>
= Aluminum Corp. China 20 Bauxite, alumina, aluminium, Australia, China, Democratic Republic of the
.‘g“ of China? copper, rare earths. Energy Congo, Guinea, Indonesia, Laos and Peru
q Global Primary Products Unit: Bauxite/aluminium: Australia, Brazil, Europe,
Alcoa Inc. United States 30 bauxite, aluminium. Energy Guinea, Jamaica, Suriname and United States
S . Iron, copper, nickel, zinc. Copper and iron in Australia,
§ o Bisle i AU 1y Qil, potash, coal Brazil, Chile and Peru
-_—
= ] . Aluminium, coal, iron, zinc. Africa, Australia, India.
E% et lisfe U Qil and gas. Power Zinc mine in Ireland
ES o .
% ;’ Anglo American ~ United Kingdom 9 %%F;g?sf: glgrk]eld'glrggmz Elg;:num group Africa, Australia, Brazil, Canada and Colombia
=]
] § Freeport- United States 5 Cobalt, copper, molybdenum, gold. Chile, Demacratic Republic of the Congo,
£ % | McMoRan 0Oil and gas Indonesia, Peru and United States
(=]
Teck Resources Canada 4 Copper, zinc. Coal. Energy Canada, Chile, Peru and United States
. . Americas, Australia, Papua New
é Barrick Gold Canada 10 Gold (87% of sales in 2015), copper Guinea, Saudi Arabia, Zambia
= : :
é’ Newmont United States 6 Gold (84% of sales in 2015), copper éﬂfitnr:r'r']aé GUT]?Peaci !Sntg(tlgss'a’ Peru,
©
= Gold, with lesser production of Argentina, Canada, Chile, Dominican
f Goldcorp Canada 6 copper, silver, lead and zinc Republic, Guatemala and Mexico
S .
= Grupo México Mexico 4 gﬁfgfﬁégﬁ?‘;iﬂifggsﬁ dz_oé(ﬂ] Chile, Peru, Mexico and United States

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of information from the websites of the respective companies.
= Data include the subsidiaries Chinalco Mining Corporation and Yunnan Copper.

® In 2015, BHP Billiton spun off its aluminium, nickel, manganese and silver businesses to form the company South32.
¢ Vedanta Resources and Vedanta Limited.

After the Second World War, and even in the 1990s, many developed countries such
as Finland, France and Sweden invested in State-owned mining companies. Mining
activity was nationalized in several developing countries in the 1960s and 1970s, while
governments took control of copper mines in Chile, Peru, Zaire (now the Democratic
Republic of the Congo) and Zambia and promoted State ownership of bauxite mines in
Guinea and Jamaica. Governments also took over iron ore production in the Bolivarian
Republic of Venezuela, Brazil and India, and tin production in Indonesia and the
Plurinational State of Bolivia (UNCTAD, 2007). In Mexico, the Mexicanization of Mining
Law was enacted, stipulating a mandatory minimum 51% national ownership of mining
projects and strengthening direct ownership by the State (Wise and Del Pozo, 2001).

Since the 1990s, many of these nationalizations have been reversed amid low
metal prices and shifts in the global political climate, with the prevailing trend being
for less State involvement in the economy. In 1997 Brazil's privatization policy led to
one of the world’s largest miners, Vale do Rio Doce, being sold to a consortium of
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Nevertheless,
State-owned firms
continue to operate
in several countries.

Brazilian and foreign investors. Nevertheless, the Government of Brazil retained control
of the company though holdings known as golden shares, which give it considerable
influence over decision-making. It also holds a 5.3% stake in the company through the
National Bank for Economic and Social Development (BNDES). In Peru, all State-owned
mining corporations were sold, mostly to foreign investors, as part of a privatization
programme that commenced in 1991. Before then, most mining in the country was
done by publicly owned operators, with the exception of a single foreign private firm
(Campoddnico 1999). Mexico's State-owned enterprises were acquired by the same
domestic groups that had been operating since 1960, and therefore no new actors
entered the market (Wise and Del Pozo, 2001).

Nevertheless, State-owned firms continue to operate in several countries. In Chile,
the National Copper Corporation (CODELCO) remains a key actor, while State-owned
enterprises remain in charge of iron ore production in India and Sweden (NDMC Limited
and LKAB, respectively). In China too, mining corporations are government owned
(the five largest are listed on stock exchanges but the State retains control). These
companies have stepped up their international investments, chiefly because deposits
located in China are of low grade, meaning that the country looks overseas to meet
its demand for better quality natural resources (World Bank, 2011).

In summary, excluding China, the State share of global metallic mineral production
stood at 10.6% in 2008, compared with 42.3% in 1984 .8 Including China, where State-
owned firms are in the ascendancy, the figure rises, but at 23.8% is still smaller than
in previous decades (World Bank, 2011). Despite nationalizations in mineral-producing
countries such as the Plurinational State of Bolivia during the 2000s, and the resurgence
of debate over nationalization in countries such as South Africa (a proposal that was
ultimately rejected), metal mining remains dominated by private corporations.

2. The emergence of new actors

The business structure of the metal mining sector changed somewhat during the recent
growth cycle, with existing actors expanding and newcomers entering the market. The
number of listed metal mining firms (not including steelmakers) rose from roughly 900
in 2000 to about 2,400 in 2015. The companies that were operating at the beginning
of the decade continued their activity and in 2015 held assets worth 66% of the total.
With the exception of Switzerland's Glencore, most of the major corporations that have
consolidated their presence since the mid-2000s are based in emerging economies,
notably Brazil (Vale), China (Aluminum Corporation of China Limited), the Russian
Federation (United Company Rusal) and India (Vedanta).

Between 2000 and 2015, some 7,400 cross-border mergers and acquisitions were
registered in the metal mining sector, worth US$ 620 billion in total. Rising prices in the
early 2000s invigorated the market as the largest corporations sought to consolidate
their leadership through mergers, acquiring companies that would allow them to
diversify their product portfolio or improve their position in segments with existing
operations. Meanwhile, firms in developing countries consolidated their position in the
international market through acquisitions. The mergers and acquisitions market was
at its most buoyant between 2006 and 2013, with about 600 transactions concluded
each year (see figure 11.9); this figure halved in 2014 and 2015.

8 Figures refer to the production of bauxite, copper, gold, iron ore, lead, manganese, nickel, tin and zinc.
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Booming investment in mergers and acquisitions
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of information provided by Bloomberg.

A number of record-breaking transactions took place in the metal mining sector
between 2000 and 2015. The 10 largest mergers and acquisitions, representing 22 %
of the total value for the period, were nearly all concluded between 2006 and 2013
(see table I1.7). The most significant of these was Glencore’s purchase of Xstrata Ltd
for US$ 43.4 billion: the largest transaction in the history of the metal mining sector.
According to analysts, the merger of these Swiss-based firms combined Glencore’s
strengths in selling of energy products, metals and agricultural products with Xstrata's
coal, copper and zinc mining capacity.

Corporations from developed countries concluded
most of the largest transactions

Figure Il.9

Cross-border mergers and
acquisitions in the global
metal mining sector,
2000-2015

(Number of transactions
and millions of dollars
at current prices)

— Number of transactions

Millions of dollars

Table Il.7

Mergers and acquisitions

in the global metal mining
sector valued above

US$ 10 billion, 2000-2015

(Millions of dollars)
Year Corporation Country of origin Corporation acquired Country of origin Amount
2013 Glencore plc Switzerland Xstrata Ltd (65.92% stake not already owned) Switzerland 43424
2007 Rio Tinto plc United Kingdom Alcan Inc. (100%) Canada 42934
2007 Freeport-McMoRan Inc. United States Phelps Dodge (100%) United States 22 908
2006 Xstrata Ltd Switzerland Falconbridge (80.2% stake not already owned) Canada 18049
2007 Vale SA Brazil Inco (100%) Canada 16727
2006 Polyus Gold Russian Federation Spin-off of MMC Norilsk Nickel Russian Federation 14 439
2008 égcrgé;?%hﬁgg Aluminum United States and China  Rio Tinto plc (12%) United Kingdom 14135
2001 BHP Limited Australia Billiton plc (100%) Australia 13242
2010 JX Nippon Qil & Energy Corp. Japan JX Nippon Mining & Metals Corp. (100%) Japan 11766
2006 Barrick Gold Corp. Canada Placer Dome Inc. (100%) Canada 10179

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of information provided by Bloomberg.
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The second largest transaction was the acquisition of Canada’s Alcan Inc. by RioTinto,
for US$ 42.9 billion in 2007. With a financial structure based in the Australia and the United
Kingdom, Rio Tinto specializes in the mining, exploration, extraction and processing of
aluminium, copper, diamonds, energy minerals (coal and uranium), gold, base metals and
iron ore. The purchase of Alcan Inc. gives the firm a solid position in the aluminium market.

Other major transactions involved companies headquartered in Canada and the United
States. In 2007, Freeport-McMoRan Inc., a United States company whose main asset
was a gold mine in Indonesia, acquired Phelps Dodge —an established United States
mining firm that had been operating since the early twentieth century— to become one
of the world'’s largest copper producers. In 2006, Xstrata Ltd of Switzerland absorbed
another long-established mining corporation, Falconbridge of Canada, while the world’s
largest gold miner, Barrick Gold Corporation, purchased its fellow gold specialist, Placer
Dome Inc. of Canada. In the Russian Federation, 2006 also saw the spin-off of MMC
Norilsk Nickel’s gold mining assets into the company Polyus Gold.

Corporations from emerging countries also made some significant acquisitions of
transnationals headquartered in developed countries. In 2007, Brazil's Vale acquired Inco
of Canada, a specialized nickel miner with Canadian operations dating from the early
twentieth century. Together with the sale of Falconbridge, this transaction placed two
of Canada’s biggest mining firms under foreign ownership. And in 2008, Aluminum
Corporation of China (Chinalco) and Alcoa of the United States acquired a 12% stake
in the United Kingdom'’s Rio Tinto plc, for US$ 14.1 billion. This was the first major
transnational operation involving a Chinese mining firm.

The 2001 merger of Australia’s BHP Limited and the United Kingdom'’s Billiton plc
created one of the world’s largest mining companies, while in 2010 Japan’s JX Nippon
Oil & Energy Corporation and JX Nippon Mining & Metals Corporation merged to form
the conglomerate JX Holdings Inc.

Most cross-border transactions in metal mining targeted businesses based in North
America and Asia and the Pacific, two regions that between 2000 and 2015 accounted
for 30% and 29%, respectively, of the value of mergers and acquisitions in the sector
(see figure 11.10). Transactions targeting European companies accounted for 18.6% of
the total, while the value of transactions targeting Latin American and Caribbean and
African and Middle Eastern companies, respectively, amounted to 12.6% and 9.8%
of the total. While firms from developing countries improved their position, those of
developed countries still dominate the sector.

Approximately 16% of mergers and acquisitions targeted companies based in Latin
America and the Caribbean, with transactions between 2000 and 2015 amounting to
US$ 78 billion. Ninety-two per cent this total was distributed among target companies
in eight countries, led by Brazil, Chile, Mexico and Peru (see figure 11.11).

Transaction participants were more sparsely concentrated in terms of their origins,
with firms in Canada, China, the United Kingdom and the United States all making
significant contributions to the value of mergers and acquisitions. Australia, Canada,
the United Kingdom and the United States accounted for the bulk of transactions (74 %
of the total number); however, China concluded a large transaction that accounted for
9% of the total value of mergers and acquisitions in the region during the study period.

Besides investing in other Latin American and Caribbean countries, leading firms in
Brazil, Chile, Mexico and Peru have sought to expand through mergers and acquisitions
in other regions, particularly North America, where 6.75% of the value of mergers and
acquisitions originated in Latin American corporations. The region’s companies were
less active in Europe, Asia and the Pacific, and Africa and the Middle East, although
some notable transactions were carried out in Australia by Chile's Antofagasta plc and
Vale of Brazil, while in 2006 Mexico's Alfa S.A.B. de C.V. acquired a high-tech aluminium
business unit from Norway’s Norsk Hydro.
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Asia and the Pacific and North America were fertile ground

for mergers and acquisition
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of information provided by Bloomberg.

Figure Il.11

Latin America and the Caribbean: countries of origin and destination in cross-border mergers

and acquisitions in metal mining, 2000-2015
(Percentage share of cumulative value)

Canada was the largest investor in the region, with Brazil, Chile,

Mexico and Peru attracting the most capital
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The region’s largest transaction took place in 2014, when China’s MMG Ltd and
partners acquired the Las Bambas copper deposit from Glencore for US$ 7.005 billion.
Another important operation took place in 2011, when Norsk Hydro purchased a number
of bauxite extraction and alumina production assets from Vale for US$ 5.27 billion
(see table 11.8).

Table 11.8

Latin America and the Caribbean: 20 largest cross-border mergers and acquisitions in metal mining, 2010-2015

Most large transactions in the region dealt in copper mining

Amount
Year Company Country of origin  Assets acquired ﬁ)s::s;ti o }ﬁ'::?;n Subsector (millions of
dollars)
2014 g/rlllkj/lgaﬂweitrgd China Glencore Las Bambas copper deposit ~ Peru Switzerland  Copper 7005
2011 Norsk Hydro Norway Vale S.A. bauxite and alumina Brazil Brazil Aluminium 5270
CITIC Group Corporation q Companhia Brasileira de q q -t
2011 and partners China Metalurgia e Mineragdo (15%) Brazil Brazil Niobium 1950
2014 Lundin Mining Corporation Canada gg[;ddeolargﬁqgg?g%zs) del Chile United States Copper 1800
Nippon Steel, Sumitomo QemErhif e
; panhia Brasileira de q q -t
2011 g/rl]%tggﬁtr)]repr(;ratlon Japan Metalurgia e Minerago (10%) Brazil Brazil Niobium 1300
2010 East China Mineral China [taminas Comércio de Minérios Brazil Brazil Iron 1220
Exploration
2012 Mitsui & Co Ltd Japan Inversiones Mineras Acrux Spa (17%)  Chile Chile Copper 1100
2014 E?;;%?:;‘ig‘fda Canada La Candelaria - gold and silver (80%)  Chile Canada Gold and silver 648
2012 Marubeni Corporation Japan Antucoya Project (30%) Chile United Copper 541
Kingdom
2010 Primero Mining Corp. Canada San Dimas gold mines, from Goldcorp  Mexico Canada Gold 510
2012 Silver Wheaton Corp. Canada Constancia - silver Peru Canada Silver 500
2010 Goldcorp Inc. Canada SCM El Morro (70%) Chile Em;%%m Copper and gold 495
2010 Barrick Gold Corporation  Canada Cerro Casale project (25%) Chile Canada Copper and gold 454
2010 \F{ela)}toig?gggmﬁes SA Brazil Compafiia Minera Milpo (16%) Peru Peru Zinc, lead, copper 420
2012 Gold Fields Ltd South Africa Gold Fields La Cima S.A. Peru Peru Copper and gold 419
L : Compafia Minera del Pacifico, : i
2010 Mitsubishi Corporation Japan S.A. (9%) (previously 16%) Chile Chile Iron 401
2010 Honbridge Holdings Ltd Hong Kong SAR Sul Americana de Metais S.A. Brazil Brazil Iron 390
Audley Capital Advisors ~ United Kingdom, . . United
2015 and Orion Mine Finance  United States Anglo American Norte S.A. Chile Kingdom Copper 300
2011 Sierra Metals Inc. Canada Sociedad Minera Corona S.A. (82%) Peru Peru I%c;[()jpezghiilver, 292
2010 Royal Gold Inc. United States Carmen de Andalloco - gold Chile Canada Gold 270

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of information provided by Bloomberg.
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It was also observed that Chinese and Japanese firms purchased assets from
Companhia Brasileira de Metalurgia e Mineracao (CBMM) for the extraction of niobium,
a mineral used in steel alloys. These investments suggest an effort to gain a strategic
position in access to raw materials, since Brazil and Canada are the countries with
the largest niobium reserves, with Brazil accounting for 90% of production in 2013,
according to the United States Geological Survey. Similarly, in 2011 the Republic of
Korea acquired a stake in CBMM for US$ 650 million (although at less than 5% of that
company's share capital, it is not counted as FDI).

C. Astrategic sector for foreign direct
investment in the region

A high percentage of the world’'s metallic mineral reserves is concentrated in Latin
America and the Caribbean: 66% of its lithium, 47% of its copper, 45% of its silver,
25% of its tin, 23% of its bauxite, 23% of its nickel and 14% of its iron, among others
(see map I1.1).

This wealth has traditionally attracted the attention of foreign capital in search of
natural resources, and inward FDI in the region’s mining sector intensified throughout
the recent commodity price boom. In the Where to Invest 2015 ranking of countries
for mining investment compiled by Behre Dolbear, Chile and Mexico occupied fourth
and fifth places behind Canada, Australia and the United States. Peru ranked sixth,
having improved its standing of previous years, while Colombia occupied ninth and
Brazil eleventh place, respectively.®

In the past 15 years, the

In the past 15 years, the natural resources sector has expanded its share of foreign
natural resources sector

investmen_t inflows to Latin Amerioa and the Caribbean. The relative weight of natural has expanded its share
resources in total FDI flows increased from 16.6% and 17.1% on average for the 1990s ¢ ¢ cign investment
and 2000s, respectively, to0 22.3% in 2010-2014. During this recent period, the region’s  inflows to Latin America
natural resource sectors attracted US$ 170.555 billion in FDI, with mining accounting and the Caribbean.

for the vast majority of FDI in natural resources in several recipient countries (see
table 11.9).10

In most countries with metallic mineral reserves, the mining sector’s percentage
of total inward FDI has increased in recent years (see figure 11.12). This was the case in
Chile, the Dominican Republic, Mexico, Nicaragua and Peru; albeit official information
was unavailable for the latter country.

9 This ranking surveys 25 countries and expresses the opinions of 200 experts. It is based on seven criteria: political system,
economic system, currency stability, social licence issues, permitting, competitive taxation and corruption.

10" One of the main recipients of FDI in metal mining, Peru, does not publish official data disaggregated by sector. In Brazil, in 2015
the central bank changed its data collection methodology to that used in the sixth edition of the Balance of Payments Manual,
published by the International Monetary Fund. The estimates included in this analysis use the previous methodology, which
enables comparison with earlier years.
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Map Il.1

Latin America and the Caribbean (13 countries):
metallic mineral reserves, by country, 2015
(Percentages of world total)

The region possesses sizeable
metallic mineral reserves capable
of attracting foreign direct investment
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A high proportion of the region’s inward foreign direct investment
went to metal mining

FDI in natural resources, FDI in mining, share of

L SULLLEE L G share of total FDI FDI in natural resources
Brazil 57 526 18.7 36.8
Chile 38277 435 99.8
Colombia 35286 51.6 322
Mexico 13 047 9.6 96.2
Dominican Republic 2523 21.7 100.0
Panama 1 366 10.1 87.7
Uruguay 1309 12.6 1.9
Nicaragua 862 211 718
Honduras 322 6.1 70.6
Paraguay 91 49 432
El Salvador 5 0.6 100.0

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of official figures and estimates at
18 May 2015.

Note: Data for Chile, Panama and Uruguay are for 2010-2013. Data for Brazil, Colombia and Mexico exclude hydrocarbons.

The boom precipitated a relative increase in inward
foreign direct investment in metal mining

100 - -

Table ll.g9

Latin America and the
Caribbean (11 countries):
foreign direct investment in
natural resources, 2010-2014

(Millions of dollars
and percentages)

Figure Il.12

Selected countries: foreign
direct investment in mining
as a proportion of total
foreign direct investment,
2000-2014
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of official figures and estimates at
18 May 2015.
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Figure 11.13

A more detailed analysis of metal mining investment can be carried out using
the information on announced investment projects published in fDi Markets (by the
Financial Times), which allows the breakdown of projects by country of origin, country of
destination and mineral extracted. This information is an approximation, since investment
may be cancelled or may differ from the amount given in the announcement.

According to this source, between 2003 and 2015, investment announcements in
metal mining totalled US$ 445.7 billion and were mostly associated with projects in
developing countries. Investment announcements for Latin America and the Caribbean,
Asia and the Pacific and Africa accounted for 84.6% of the total (33.8%, 29.7% and
21.1%, respectively).

Copper, nickel, lead and zinc was the segment that accounted for the largest share of
announced investment in metal mining (see figure 11.13), equivalent to 28.1% of the total
for 2003-2015, ahead of gold and silver (27.6% of total announced investment), bauxite
and aluminium (27.1 %), and iron (11.8%)." The composition of investment varied from
one region to the next according to the type of mineral exploited. In Latin America and
the Caribbean, the bulk of investment was earmarked for the exploitation of precious
metals (563.7%), and copper, nickel, lead and zinc (44.9%). Asia-Pacific countries were
leaders in aluminium and iron (41.4% and 37.0% of investment, respectively). Within
the Asian and Pacific region, Australia, India and Indonesia attracted most investment,
while in Africa the largest investment announcements were those recorded in Algeria,
the Democratic Republic of the Congo and South Africa.

Investment announcements 1 he region conformed to the global trend, with the majority
in metal mining, by regions,  of investment announcements in metal mining concentrated
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Investment in exploration for non-ferrous metals matched the rapid growth trend,
multiplying tenfold between 2003 and 2012 and peaking at US$ 21.5 billion in 2012 (albeit ~ Latin America and the
subsequently dropping to US$ 11.4 billion in 2014). Latin America and the Caribbean  Caribbean accounted
accounted for the largest share of investment in exploration between 2004 and 2014, ~ or the largest share
attracting 27% of global spending in 2014. Base metals were the top exploration target ' 'qvestt‘megt ‘tn
(429 of overall budgets), followed by gold (419) (SNL Metals & Mining, 2015). Australia =" 7 P2H "
and Canada, which had attracted the largest exploration budgets before the boom, held 12 cting 27% of global
shares of 12% and 14% respectively, while 16 % of worldwide budgets were allocated spending in 2014.
to Africa. The privatizations undertaken by Latin America and the Caribbean in 1990s,
together with the higher cost of mining in traditional countries such as Australia, Canada
and the United States, helped the region consolidate its status as the most popular
destination for investments in mineral exploration during the past decade (ECLAC, 2013b).

Between 2003 and 2015, some 510 metal mining investment projects were
announced for Latin America and the Caribbean, worth an estimated US$ 150.54 billion
and equivalent to 12.2% of total investment announcements for the region. The
average announcement was for US$ 300 million, although this figure was dwarfed by
a number of mega-projects, for example a US$ 8.0 billion gold project in Chile in 2003,
and a US$ 6.4 billion copper project in Panama in 2014. There were 25 projects with
announced capital investment in excess of US$ 1.0 billion, which together represented
40% of total investment during the study period.

Most projects announced in the region were associated with gold and silver mining
(44.0% of announced investment), followed by projects for the extraction of copper,
nickel, lead and zinc (37.3%). Brazil, Chile and Peru were the countries with the most
announcements and together accounted for 75.6% of total investment in the region
(see table 11.10). In both Chile and Peru, metal mining accounted for approximately
40% of total investment announced in the country, a share that was smaller in Brazil
and Mexico. Gold and silver mining was the segment that attracted most widespread
investment across the region, with projects announced for 19 countries. Copper, nickel,
lead and zinc mining projects were more concentrated, with Chile, Panama and Peru
jointly accounting for 88.4% of announced investment. Brazil attracted the bulk of
investment in iron ore mining (69.0%), followed by Peru (27.2%). The aluminium segment
followed a similar pattern, with Brazil receiving 72.1% of total investment and Guyana
and Jamaica also enjoying a significant share thanks to their sizeable bauxite deposits.

Table Il.10
Metal mining is positioned as a strategic sector Latin America and the
for foreign direct investment in Chile and Peru Caribbean (g countries).
investment announcements
in metal mining, 2003-2015
Country Share of total investment Metal mining share of total announced (Perctentagtes [Of )
in the region investment in the country Investment value,
Chile 323 394
Peru 22.8 425
Brazil 205 8.7
Mexico 5.0 28
Panama 46 252
Dominican Republic 315 246
Argentina 18 39
Bolivia (Plurinational State of) 1.4 14.3
Guyana 12 735
Other countries 7.0 38
Latin America and the Caribbean 100.0 12.2

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of Financial Times, fDi Markets. Data
updated on 21 January 2016.
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\While developed
countries have led

the way in mining
investment, China

has strengthened its
presence as an investor
since 2007.

The transnational mining corporations that have invested in the region are largely
headquartered in developed countries, notably Australia, Canada, the United Kingdom
and the United States. Half of announced investment in metal mining between 2003
and 2015 originated in Canadian firms (50.6%), which also accounted for 83.0% of total
investment in gold and silver mining. United Kingdom-based companies made up the
next largest source, representing 52.2% of investment in iron ore mining and 21.3%
of investment in copper, nickel, lead and zinc mining. The United States was the main
source of investment in aluminium and the second-largest investor in iron ore extraction.

While developed countries have led the way in mining investment, China has
strengthened its presence as an investor since 2007 chiefly through participation in
copper and iron mining projects in Peru, and bauxite mining and aluminium production
projects in Guyana and Trinidad and Tobago. Estimates by the Ministry of Energy and
Mines of Peru indicated that in October 2015 some 34.0% of the country’s mining
investment portfolio was in Chinese hands, while 17.0% was owned by United States
companies and 14.8% by Canadian firms."? Peruvian enterprises accounted for just
6.5%, a figure that demonstrates the predominance of foreign capital in Peru’s mining
industry. Copper projects accounted for the bulk of the portfolio (64.7 %), followed by
gold and iron operations (12.6% and 9.4%, respectively).

In Chile too, mining activity mostly targeted copper and, to a lesser extent, gold
and silver. Although the existence of two State-owned enterprises explains a higher
share of domestic capital in the industry, foreign firms retained a substantial presence.
For example, 42.1% of copper production was in the hands of Chilean companies (with
32.9% belonging to State-owned enterprises), while the remaining producers were
transnational firms based in Australia, Canada, Japan, Poland, Switzerland, the United
Kingdom and the United States. However, foreign firms were the pre-eminent gold
producers. In 2014, 76% of production was owned by Canadian corporations, 9% by
Japanese firms, and 15% by Chilean companies (Correa, 2016).

D. Uncertainty in a new scenario

1. Prices, profitability and investment are falling

A sharp fall in prices has brought about remarkable reductions in the profits and
the market values of mining firms. The combined market value of the top 40 mining
companies, as listed in the PricewaterhouseCoopers ranking, halved from US$ 1.6 trillion
in 2010 to US$ 791 billion in 2014, including a loss of 16% in 2014 (PwC, 2015). This
meant that the 40 leading firms in the mining sector barely topped the market value
of Apple Inc., which was valued at US$ 725 billion in 2014. The combined market value
of the main metal mining enterprises listed in Table I.5 rose from US$ 280 billion in
2005 to US$ 723 billion in 2010, before declining to a new low of US$ 242 billion at
the end of 2015.

There is a strong positive correlation between investments in exploration and price
trends. One of the first impacts of falling prices was that mining corporations cut their
exploration budgets, which fell steadily after 2012 to US$ 9.2 billion in 2015 (SNL Metals
& Mining, 2015). This context also affected the exploration operations of junior companies.
Traditionally these firms raise capital by listing on the stock exchange, meaning that
their access to capital hinges on the evolution of prices and market expectations.

12 This portfolio includes mining unit expansion projects, projects in an advanced exploration phase and projects with environmental
impact studies approved or under evaluation. Projects are discounted from the portfolio upon entry into operation.
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Junior miners began to experience difficulties in raising capital for exploration in 2012,
and it is now predicted that the only funds available for such projects will come from
specialized investors that are focused on a longer term investment horizon that looks
beyond the current price fluctuations, and which are able to leverage their greater
mining expertise (PwC, 2015).

In a sector in which the minimum required rates of return have topped 15%, in
2014 the average return on assets employed among the world’s 40 leading mining
companies fell to 9% in 2014, a 10-year low (PwC, 2015). The situation is no better for
the companies operating in Latin America and the Caribbean. The publication América
Economia produces an annual list of the 500 largest companies in the region, ranked
by sales the previous year. Between 1998 and 2015, a total of 70 mining firms appeared
in the ranking, 20 of which were included for more than 10 consecutive years (see
annex II.A1). Rising commodity prices boosted the value of sales and, consequently,
the number of mining corporations included in the ranking. During the 1990s, fewer
than 20 firms were included in the list, but this figure stood at about 40 in the late
2000s, with companies from Argentina, the Bolivarian Republic of Venezuela, Brazil,
Chile, Colombia, Mexico and Peru. According to this information, private foreign firms
dominated the market, except in Chile, where hegemony was shared with State-owned
enterprises, and Mexico, where domestically owned companies had the highest turnover.

The América Economia rankings are indicative of trends in companies’ returns, which
reflected the commodity price upcycle and downcycle, respectively (see figure 11.14).

Figure ll.14
The price downcycle has caused the profitability Latin America: sales and

of the sector to fall below expectations return on assets of major
mining corporations
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of América Economia.

The average return on assets began to rise in the early 2000s, peaking at 24.9%
in 2006, before entering a decline after 2010 and reaching a new low of 4.9% in 2014.
This rate is far below expectations for the mining sector, and is strongly influenced by
the profitability of Brazil's Vale, which in 2014 secured a return on assets of just 0.3%.
Given that this company's assets make up 45% of the entire sector, excluding them
gives an average return of 8.7% for the region’s largest mining firms, a figure in line
with the global average.
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Figure ll.15

Economic Commission for Latin America and the Caribbean (ECLAC)

Despite the steep drop in profitability in the sector, average returns remained
higher than those of the largest 500 firms in Latin America, whose average return on
assets in 2014 stood at 2.2%.

Falling profitability, both in the world and in Latin America, had repercussions
for investment announcements in the metal mining sector. Between 2003 and 2011,
the average annual sum of metal mining investments announcements in the world
was US$ 42.2 billion, a figure that dropped to US$ 16.4 billion between 2012 and
2015 (see figure 11.15). Latin America was no exception to this trend. Metal mining
investment announcements in the region for 2015 marked a new low of eight projects,
amounting to US$ 674 million, equivalent to just 1.1% of announced investment in
the region, compared with the 12.2% that the sector attracted on average between
2003 and 2015.

The importance of metal mining for foreign direct investment income in many Latin
American and Caribbean countries, such as Chile, Colombia and Peru, was reflected in
the falling FDI flows presented in chapter .

Latin America and the Caribbean and the rest of the world: investment announcements

in metal mining, 2003-2015

(Millions of dollars and number of projects)

Investment announcements declined more steeply
in the region than in the world
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2. Companies are adjusting to the downcycle

Forecasts suggest that the mining sector faces a complex short- and medium-term
scenario. Much of the sector's growth was based on meeting demand from the Chinese
economy, whose growth over the past decade has coincided with intense infrastructure
development. China’s growth prospects and future development pattern are now
uncertain, and therefore it is not known whether the country will trigger a resurgence
in global demand for metals. The current outlook of reduced infrastructure development
is of deep concern for iron ore production, but there may be better news for other
metals used in mass consumer goods such as copper and nickel (used in cars and
computers, for example) (PwC 2015). According to Deloitte (2015), most experts agree
that a downcycle is in progress and are expecting demand from emerging countries
and regions such as India, South-East Asia and even Africa, to eventually rebound to
the point where it once again outstrips supply. However, this is still some way off, and
firms will continue to retrench until the revival takes effect.

In this context, the sector’s largest companies have reduced their exploration
expenditure and capital investment. According to their reports they expect to maintain
this strategy until 2017, generally targeting cost reduction, productivity improvements
and asset rationalization. Moreover, many corporations took on high levels of debt
during the boom period. The subsequent price downcycle, compounded by the strength
of the dollar, caused a deterioration of their financial position that also contributed to
asset sales and the focus on strategic products.

To concentrate on its key assets of iron ore, copper and energy products, BHP Billiton
committed to the divestment of non-strategic assets valued at US$ 7.0 billion between
2013 and 2015 (BHP Billiton, 2015). In May 2015 the company also approved the
demerger of South32 Ltd. in a transaction valued at US$ 4.4 billion, with the spin-off
company retaining alumina, aluminium, coal, manganese, nickel, silver, lead and zinc
assets in Australia, Colombia and South Africa. Meanwhile, Rio Tinto sold various
assets for US$ 2.5 billion in 2013 (Rio Tinto, 2015), while in 2014 it divested its 50.1%
stake in Australia’s Clermont coal mine to a joint venture (in equal shares) of Sumitomo
Corporation and Glencore for US$ 1.005 billion. Switzerland's Glencore also carried out
a significant asset divestment in 2014, selling the Las Bambas copper deposit in Peru
for US$ 7.005 billion. Anglo American responded to the prospect of lower prices and
a slow recovery in demand by concentrating on its strategic diamond, platinum and
copper mines, specializing in minerals required at more advanced stages of economic
development, rather than during the urbanization phase (Anglo American, 2015). In
2015, the company divested assets worth US$ 2.1 billion and is following a strategy
that aims to divest US$ 5.0 billion to US$ 6.0 billion by 2016. Vale also focused on cost
reduction and enhanced productivity. In 2015, it divested US$ 3.0 billion in non-strategic
assets, notably through the sale of 12 iron ore carrier ships to China for US$ 1.3 billion,
as well as a 36.4% stake in Mineracoes Brasileiras Reunidas S.A. for US$ 1.089 billion.

Leading consultants suggest that mining firms must innovate to survive in the
industry. McKinsey & Company believes that the mining industry is at an inflection point
in which the traditional form of production needs to be modified to enhance productivity.
This consulting firm advocates a new form of production based on the adoption of digital
technologies, both in production and in the planning and analysis of information, which
could unlock a new productive model that utilizes the available information in a more
efficient way. In this way, the industry would seek to optimize processes, automate the
most hazardous operations and, ultimately, improve productivity by better managing
volatility, external conditions, and the risks that companies face owing to the nature
of their activity (Durrant-Whyte and others, 2015).
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Table Il.11
Latin America and the Caribbean: largest divestments in metal mining, 2010-2015

Economic Commission for Latin America and the Caribbean (ECLAC)

Companies operating in the region have already made significant technological
changes. The first large-scale iron-ore mining project to incorporate an automated
mineral transport system will enter operation in 2016 in Brazil, having been installed by
a transnational specializing in automation and technological solutions. This Vale project
(known as Carajas S11D) required a US$ 14.4 billion investment, and includes the mine,
a processing plant and logistics. The 30-kilometre automated transport system is able
to move the equivalent of 100 240-ton truckloads of mineral with a 70% saving on fuel,
thus reducing costs and greenhouse gas emissions. Other technological innovations,
such as a 93% reduction in water use at the iron-ore treatment plant (a saving equivalent
to the water consumption of a city of 400,000 inhabitants) and a modular plant design
mean that the facility is at the cutting edge of iron ore production.

Lastly, during the study period some Latin American firms purchased operational
mines in the region from foreign-owned companies, but this was not a widespread
pattern. In 2012, a joint venture between CODELCO of Chile (67.8%) and Mitsui of
Japan (32.2%) acquired a 29.5% stake in the mining company Anglo American Sur for
US$ 2.8 billion, while in 2015 Antofagasta plc, also Chilean-owned, purchased 50%
of the Zaldivar copper mine from Barrick Gold for US$ 1.005 billion (see table 11.11).

Few foreign firms sold assets to domestic investors

Monto

Year Vendor Country of vendor Assets sold Purchaser cﬂ:’:ﬁgg: Sector (millions

P of dollars)
2012 Anglo American plc  United Kingdom Anglo American Sur (29.5%)  CODELCO (67.8%)  Chile, Japan Copper 2800

Mitsui (32,2%)
2015 Barrick Gold Canada Zaldivar copper mine (50%)  Antofagasta plc Chile Copper 1005
2012 AuRico Gold Canada Ocampo gold and silver mine  Minera Frisco Mexico Gold 766
2010 Mitsubishi Japan Compafiia Minera CAPSA. Chile Gold 523
Huasco S.A. (50%)

2012 CST Mining Hong Kong SAR Marcobre S.A.C. (70%) Minsur S.A. Peru Copper 505
2014 Newmont United States Penmont joint venture (44%)  Fresnillo plc Mexico Gold 450
2014 Gold Fields South Africa Canteras del Hallazgo (51%)  Compafifa de Minas  Peru Gold 81

Buenaventura

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of information provided by Bloomberg.

3. Theregion has fallen behind in value chains

China was the central protagonist in the expansion of metal mining during the 2000s.
In 2004, two Chinese firms (China Shenhua Energy Company Limited and Yanzhou
Coal Mining Company Limited) entered the PricewaterhouseCoopers ranking of the top
40 mining companies by market capitalization for the first time. Ten years later China
had nine firms in the top 40, overtaking Canada and the United Kingdom, which both
had seven companies in the 2015 edition.

During the mining boom, Chinese companies stepped up mineral extraction
and demanded more minerals on the international market, as well as investing in
smelting and refining and thus moving up the mining/metallurgy value chain. The first
link in this chain is mining, which comprises the extraction of ore from deposits and
its concentration. The second step in adding value is ore processing to obtain the



Foreign Direct Investment in Latin America and the Caribbean * 2016 Chapterll 119

metal (or metal compounds), while the third link refers to the utilization of that metal
to manufacture intermediate inputs or final goods. In China, the development of the
sector included at least the first two stages.

In the first stage of the copper value chain (from copper concentrate to refined or
smelted copper), China’s production outstripped that of Latin American and Caribbean
countries, although Chile remains the leading exporter of refined and smelted copper.
Data on the global market share of refined copper production indicates that China
steadily increased its industrial copper processing capacity between 2005 and 2014
(see figure 11.16). In 2014, the region’s countries produced 43.6% of the world’s mined
copper and less than 20% of its refined or smelted copper, whereas China produced
8.8% of mined copper and 34.8% and 25.8% of refined and smelted copper, respectively.

Figure 11.16

Latin America and the Caribbean and China: share of mined,
refined and smelted copper production, 2005-2014

(Index and percentage of world total)

China outperformed the region in smelted and refined copper production
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of information provided by the Chilean Copper Commission (COCHILCO).

It may therefore be discerned that China is following an industrialization strategy
in which minerals are imported at an early stage of production and subsequently
processed and exported as base or finished metals, with the consequent addition of
value in the local market.

This imbalance in the production of ore concentrate and refined copper may extend
to the other minerals produced in Latin America and the Caribbean. Mineral exports
from the region increased after 2003, but this growth largely corresponded to minerals
at early stages of the production process. Refining and smelting capacity in Latin
American and Caribbean countries did not keep pace with rising mineral production,
which helped create a pattern of growth in exports of mined minerals rather than refined
metals. A similar trend was observed in Australia, which also tended to export minerals
at the early stages of processing, rather than finished metals or manufactured metal
products (ECLAC, 2013b).

This does not mean that metal production is currently absent from the region’s
countries. There are cases where it exists, but the present trend in copper refinery
and smelter production may be of concern if China manages to satisfy its domestic
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consumption and increase its competitiveness in the international market. In any
case, the further processing of concentrates prior to export would deliver benefits
both in sales and in the development of forward linkages, consequently expanding
the production matrix.

E. Mining for production diversification

The exploitation of natural resources for inclusive economic development entails huge
challenges: from the essential requirement that the sector’s development is compatible
with safeguarding the environment and the rights of peoples and communities, and
the creation of production linkages and synergies with other sectors, to fiscal and
monetary issues and infrastructure investment.

Considering the abundance of metallic mineral resources in the region and the
impact of transnational strategies in territories, it is imperative to build governments’
capacities to leverage metal mining in support of structural change, so that the growth
of this sector makes a strong contribution to enhancing technological innovation and
capabilities.

As it attempts to harness the mining sector as a driver of diversification, the State
has a key role to play in appropriating and utilizing rents and in promoting synergies
between metal mining and other production sectors, a process that the Economic
Commission for Latin America and the Caribbean (ECLAC) is promoting through its
vision for the governance of non-renewable natural resources (ECLAC, 2014).

1.  Strong growth improved the availability
of resources

Foreign direct investment inflows to the metal mining sector surged during the favourable
price cycle of the 2000s, boosting production and exports, which in turn helped deliver
higher foreign exchange earnings and fiscal revenues.

Between 2001 and 2003, inflows averaged almost US$ 20 billion a year from metallic
mineral and metal exports from Latin American and Caribbean countries. In 2004, an
uptrend commenced that eventually saw annual export revenues top US$ 100 billion
after 2010."3 Exports from Brazil, Chile, Mexico and Peru, chiefly those of copper, iron
and gold, accounted for 89.8% of the total between 2005 and 2014. However, the
impact of mining as a source of foreign exchange differed greatly between countries.
In Chile and Peru, mining accounted for 60% of income during the past 10 years (see
table 11.12) and made a substantial contribution to the trade surplus.

13 Based on data provided by TradeMap. Minerals and metals included in accordance with the Harmonized Commodity Description
and Coding System: copper (codes 2600, 7401, 7402 and 7403), iron ores (2601), gold (7108), zinc (2608, 7901), lead (2607,
7801), silver (7106), gold and silver ores (2616), molybdenum (2613), aluminium (2608, 7601), tin (2609, 8001), Nickel (2604,
7501 and 7502).
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Table Il.12

Latin America and the Caribbean (12 countries): value of metallic mineral exports
and proportion of total exports, 2001-2014

(Millions of dollars and percentages)

Surge in revenues from metallic mineral exports

2001 2005 2010 2014

Country Value Proportion Value Proportion Value Proportion Value Proportion

of total of total of total of total
Chile 7549 40.3 23280 55.5 44097 62.0 41755 54.5
Brazil 4424 7.6 10217 8.6 34 4572 17.5 31889 14.2
Peru 3133 459 9633 56.3 21468 60.0 19661 511
Mexico 1031 0.7 2485 1.2 11776 39 12 964 33
Argentina 803 3.0 1294 32 4735 6.9 3873 5.7
Sl iz o) 325 240 505 181 2309 332 3799 296
Colombia 9 0.1 555 26 2154 5.4 1622 3.0
Cuba 463 27.8 1075 46.4 465 16.8 221 9.6
Guatemala 1 0.1 16 0.3 505 6.0 853 78
Guyana 179 37.2 113 209 459 51.0 420 35.8
Dominican Republic 0 0.0 6 0.1 66 1.4 1730 17.4
Jamaica 94 1.1 98 6.5 138 104 131 9.1

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of TradeMap.
Note: Metals included in accordance with the Harmonized Commodity Description and Coding System: copper (2600, 7401, 7402 and 7403), iron orse (2601), gold (7108), zinc
(2608, 7901), lead (2607, 7801), silver (7106), gold and silver ores (2616), molybdenum (2613), aluminium (2606, 7601), tin (2609, 8001), nickel (2604, 7501 and 7502).

Latin American and Caribbean countries accounted for about a quarter of world trade
in metals and metallic minerals between 2005 and 2011 (24.1 %), clearly surpassing the
region’s share of total global trade (5.7 %) and demonstrating the comparative advantage
it holds in the sector. The region’s share of metallic mineral exports remained stable
during the expansion phase, and its performance was broadly in line with the world's
other metallic mineral exporters until 2011, when falling prices hit the region harder
and its share of global exports dropped to 18.8% on average for 2012-2014.

The high rents obtained by the mining sector had a positive impact on the fiscal
revenues of the region’s countries, especially between 2005 and 2008, before the
international financial crisis.' Chile and Peru were the countries where fiscal revenues
fromm mining made the greatest contribution to GDP and total fiscal revenues. In Chile,
the mining sector went from contributing 4.0% of fiscal revenues in 2000-2003 to
28.1% in 2005-2008, while in Peru the figure rose from 1.0% to 10.6% in the same
period (see table I1.13). The State-owned enterprise CODELCO lent weight to the leap
in fiscal revenues from mining in Chile, while revenues from private mining corporations
in that country were equivalent to 10.6% of the cumulative total between 2005 and
2008, equalling the contribution of large mining firms in Peru. The slowdown in mining
activity after 2011 led to a sharp reduction in the share of fiscal revenue contributed
by mining, notably in Chile, Jamaica and Peru, although the figures for Chile and Peru
remained higher than those recorded prior to the expansion phase.

4 See Acquatella and others (2013) and Gémez Sabaini, Jiménez and Moran (2015) for an analysis of trends in non-renewable
natural resource rents in Latin America and the Caribbean and an analysis of fiscal systems and their impacts.
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Table I1.13

Latin America and the
Caribbean: fiscal revenues
from mining, relative to GDP
and total fiscal revenues,
2000-20142

(Percentages at current prices)

Fiscal revenues rose during the expansion phase

Contribution to total GDP Contribution to total fiscal revenues®
Country
2000-2003  2005-2008  2010-2014  2000-2003  2005-2008  2010-2014
Argentina® = 0.1 0.1 = 0.4 0.4
Bolivia (Plurinational State of) 0.1 0.7 1.0 0.4 20 28
Brazil - 0.2 0.2 0.1 0.5 0.8
Chile 0.8 6.9 3.0 4.0 28.1 13.8
CODELCO 0.7 43 1.4 32 17.5 6.5
Private mining (GMP-10)¢ 0.2 2.6 12 0.8 10.6 5.4
Colombia 0.2 0.5 0.4 0.5 1.5 1.3
Jamaica 05 0.6 0.1 2.1 2.1 0.4
Mexico - 0.1 0.2 0.3 038 1.0
Peru 0.2 2.1 1.3 1.0 10.6 6.4

Source: Economic Commission for Latin America and the Caribbean (ECLAC), Panorama Fiscal de América Latina y el Caribe 2015.
Dilemas y espacios de politicas (LC/L.3961), Santiago, 2015.

@ Fiscal revenues includes tax revenues and non-tax resources generated by mining.

® Refers to total overall government fiscal revenues net of social security contributions. Information for the non-financial public
sector is taken into account in the cases of Argentina and Colombia.

¢ Does not include the value of mining royalties that are not disaggregated from total royalties (which mostly originate in hydrocarbons
production).

4 GMP-10: the ten largest private mining corporations.

In most countries, the contribution of mining to fiscal revenues was obtained through
corporate income tax, which accounted for 70% to 90% of revenues from the sector,
with a smaller share coming from royalties and other specific forms of payment for the
right to exploit State-owned natural resources. Colombia, Jamaica and the Plurinational
State of Bolivia were exceptions in that royalties were the main instrument of revenue
collection (Gémez Sabaini, Jiménez and Moran, 2015).

Many countries implemented reforms to ensure the sufficient appropriation of
mining rents during the period. These included the introduction of a specific tax on
mining activity in Chile (2006); the establishment of a special surtax applied to mining
companies during periods of high prices in the Plurinational State of Bolivia (2008); the
introduction of the Mining Royalties Law and the creation of a special tax and levy on
mining in Peru (2011); the amendment of the General System of Royalties in Colombia
(2011), and the creation of three new fees applicable to mining activity in Mexico (2013).
One of the goals of these reforms was to make the system more progressive, seeking
a greater appropriation of rents during periods of extraordinary prices.

In general terms, the State's involvement in the sector increased, although the
growth of fiscal revenues from mining was outpaced the growth of economic rents
from mining as a whole, indicating a lack of progressivity in the region’s fiscal regimes
(Gomez Sabaini, Jiménez and Moréan, 2015). Nevertheless, in Chile, Colombia and Peru
the appropriation of mining rents was put at 30% to 35% for the period 2004-2009, a
broadly similar percentage to that of Australia and other countries of the Organization
for Economic Cooperation and Development (OECD), although in other economies in
the region, percentages stood at about 10% (Acquatella and others, 2013). In many
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cases, the application of new fiscal regimes was hampered by pre-existing agreements
offering more lenient conditions with a view to promoting foreign investment. This shows
the delicate balance between policies to attract investment to a highly capital-intensive
sector, and States’ capacity to appropriate rents.

The territorial distribution of rents often creates political tension between different
levels of government. The regional overview is heterogeneous, with some countries
presenting a high degree of distribution to subnational administrative levels, for example
Peru (56.9% of fiscal revenues from mineral exploitation between 2010 and 2012),
Colombia (561.5%) and the Plurinational State of Bolivia (37.3%). In Argentina and Brazil,
the share allocated to subnational governments was 12.8% and 9.9%, respectively,
while in Chile and Mexico the central government controlled 100% of these revenues
(ECLAC, 2014). In Colombia, the new General System of Royalties changed the situation
by establishing a centralized regime in which the distribution of rents to departments
and municipalities gradually declined (to 9.8% in 2015). In Peru, revenue from mining
activities is geographically concentrated, with 5 of the country’s 24 regions accounting
for 60% of income. This has caused some discussion about the need to improve
the redistribution of the system; however, reforms have been impeded by certain
municipalities’ high dependence on mining resources.

Since the fiscal management of rents generated from natural resource extraction is
important for development, governments have promoted the creation of global multilateral
forums to favour greater transparency in the management of these resources. One
example is the Extractive Industries Transparency Initiative (EITI); a voluntary initiative
that began to take shape in the United Kingdom in 2002, with the goal of promoting the
transparency of resources generated by extractive industries in developing countries,
and which was implemented through the review and publication of data on companies’
tax contributions and the resources received by States. Peru was the first Latin
American and Caribbean country to comply with the reporting requirements for EITI
membership in 2012, followed by Guatemala in 2014. As of March 2016, 31 countries
had met the membership criteria and a further 20 were candidates (at some stage of
the implementation process). In Latin America and the Caribbean, Honduras has been
a candidate country since 2013, Colombia since 2014 and the Dominican Republic
since February 2016. EITI is geared towards developing countries but has been little
implemented in the most advanced economies. Of these, Norway is the only member
country (since 2011), while the United Kingdom and the United States have been
candidates since 2014 and Germany since March 2016. Australia and Canada have not
yet signed up to the initiative.

The tax regime is a decision variable for transnational firms, which presents
countries with the challenge of balancing State appropriation of rents with the need to
attract foreign investment, often essential given the scale of the investment required
to operate in the sector. As ECLAC (2014) proposes, coordination between countries
on this issue is crucial to prevent detrimental tax competition for investment, which
weakens the role of the State and its capacity to promote natural resource governance.

Conversely, from the macroeconomic perspective, the growth of FDI in mining
and the high profitability of this activity may cause balance-of-payments difficulties in
the current context of slowing FDI inflows to the sector.

The average return on assets of the largest mining corporations was about 20%
between 2005 and 2011, compared with 6% for the 500 largest companies in Latin
America. Transnational firms' profits are recorded as an outflow on the income side of
the balance-of-payments current account, regardless of whether they are reinvested
or repatriated to the parent company’s country of origin. Profits that are reinvested in
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Traditionally, extractive
industries have been
characterized as having
substantial capacity

for income generation,
but limited capacity

for creating jobs and
local linkages.

Table ll.14

Selected countries:®
employment in the mining
industry as a proportion of
total employment,
2001-2014

(Percentages)

the domestic economy do not affect the balance of payments, since they are recorded
as an outflow (debit) from the income account, and subsequently counted as an inflow
(credit) in the financial account. However, profits that are repatriated to the parent
company generate a debit, with a consequent negative effect (ECLAC, 2013b).

On average, about 50% of profits generated by transnational corporations operating
in the region are repatriated (ECLAC, 2013b). In this context, the strong foreign capital
flows to mining during the expansion phase and the sector’s high profitability created
a scenario in which a large proportion of profits could be repatriated. The squeeze on
profits in the past two years may mitigate this effect, it being necessary to analyse each
country to identify how rents from mining investment may affect the balance of payments
position. The outcomes of such an analysis will hinge on the presence of transnationals
in mining, their profitability, and their tendency to repatriate or reinvest earnings.

2. Few production linkages were created

The expansion of metal mining in an economy has the potential to spur activity in other
sectors and may therefore lend impetus to production diversification. This diversification
is achieved through production linkages of various kinds: backward linkages (through
firms that supply inputs for metal mining), forward linkages (through the local processing
of metallic minerals prior to export or their use as inputs in other industries), fiscal
linkages and linkages produced by the expansion of demand that drives growth in the
sector (Hirschman, 1977).

Traditionally, extractive industries have been characterized as having substantial
capacity for income generation, but limited capacity for creating jobs and local linkages
(UNCTAD, 2007). Production processes in the sector are capital intensive and have high
specialized technology requirements and low labour requirements, making difficult to
develop backward linkages or to boost direct employment.

In Latin America and the Caribbean, direct employment creation in the metal
mining sector is low compared with the sector’s impact on GDP and foreign-exchange
earnings, notwithstanding that the labour force employed in mining grew more quickly
in most countries during the expansion phase. Chile has the highest proportion of direct
employment in mining, at about 3% of the total workforce in 2014, almost double the
figure posted in the early 2000s (see table 11.14). The country where mining had the
second-largest impact on jobs was the Plurinational State of Bolivia, accounting for 2.4%
of the workforce in 2014, while in Colombia and Peru the proportion was about 1%.

Employment in the sector rose, but has relatively low impact overall

Country 2001-2003 2004-2012 2013 2014
Bolivia (Plurinational State of) 1.2 1.7 22 24
Chile 1.5 22 28 30
Colombia 1.1 1.1 1.1 1.0
Dominican Republic 0.2 0.3 0.3 0.2
Mexico 0.2 0.5
Peru 0.7 12 1.2 1.2

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of CEPALSTAT database and official figures.
= Brazil was not included, as mining employees in that country represent a negligible proportion of the workforce.
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Synergies and linkages between mining and other productive activities will be crucial
if the sector’s growth is to help build capabilities at the local level, thus contributing to
the diversification of the economies where mining is carried out.

Quantitative analysis of linkages shows the mining is generally a sector with
low spillovers in terms of demand for other economic activities.’ The multipliers for
metal mining in Chile, Colombia and Mexico, and for non-ferrous metals in Brazil,
were valued at less than 0.6 (backward linkages). This means, for example, that each
additional US$ 100 million in mining production creates a US$ 60 million increase in
other economic activities in the country as a result of the direct and indirect demand
generated by the mining sector.

By comparing these coefficients with those of manufacturing sectors, it may be
observed that the technical coefficients associated with mining are not very high. For
example, non-ferrous metal basic industries in Chile and Mexico have output multipliers
of 1.24 and 0.8, respectively, while in Chile the manufacture of wood products has a
multiplier of 1.22 and in Brazil vehicle manufacturing has a multiplier of 1.18.This reduced
spillover capacity is not exclusive to the countries of the region; the multiplier for metal
mining in Canada was estimated at 0.4 in 2011. These estimates provide a macroeconomic
indicator that reflects the interrelatedness of a given sector with other sectors of the
economy, but does not provide any information on the technological intensity or the
capabilities required by each activity. Moreover, high production levels such as those
observed in the region’s main mining countries may still deliver a substantial impact in
absolute terms, despite modest multiplier values.

In Chile, the most influential sectors in backward linkages (in other words, the
largest suppliers of the mining industry), are copper mining itself (16 % of the multiplier),
electricity (16%), architecture, engineering and scientific services (10%), legal, accounting
and other business services (9%) and wholesale trade (7 %), among others. In Mexico,
the backward multiplier of the metal mining sector is lower than in other countries (0.3),
with impacts on own consumption (48% of the indicator), oil and coal (9%), electricity
(6%) and others. In Brazil, the multiplier for non-ferrous metal mining is quite high (1.2),
with the sector relying on oil and coal (19%), transport and storage (14%), commerce
(9%), machinery and equipment maintenance (6%) and machinery and equipment
manufacturing (56%), among others.

From a quantitative viewpoint, the main effects of mining in the region are apparent
in fiscal linkages and linkages related to resource availability, which matches the findings
of studies carried out for other mining regions (Auty, 2005).

The greatest difficulties for developing backward linkages are presented by the
characteristics of metal mining production processes. Large-scale mining uses specialized
equipment, produced with economies of scale and sold in global distribution networks.
This reduces the potential for using local suppliers. In most of the region’s countries,
mining firms imported machinery, chemical products and manufactured goods (rubber,
iron and steel and metal products).

However, a qualitative overview of metal mining suppliers in the region revealed that
some domestic suppliers have found niches in which to export to third markets, which
according to Melitz (2003) suggests the higher productivity of these enterprises. If the
expansion of metal mining in the region is conducive to the growth of high-productivity
domestic firms, then it would also be contributing to greater economic diversification
and would be an example of how FDI can contribute to local business development.

15 See Schuschny (2005) for methodology and detailed concepts. Linkages are calculated on the basis of coefficients of the Leontief
inverse, capturing direct and indirect effects.
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Such impacts are of limited magnitude in the region’s countries, but progress has
been achieved in some areas. Chile is emerging as the Latin American country that
has made most progress in the development of sophisticated mining suppliers and
exporters, albeit these firms account for a small proportion of total exports. In 2014,
it was estimated that Chile had 5,000 suppliers of goods and services for the mining
sector, with total sales of US$ 20 billion. Around 330 of these firms managed to sell
their products and services overseas, with exports valued at US$ 540 million in 2014.
However, these exports are highly concentrated, with just five firms responsible for
61% of total export value in 2014, and 87% of exporters reporting sales of under
US$ 1 million (Fundacién Chile, 2015). This reality, while far from ideal given the scarcity
of larger firms, offers a glimpse of the possibility that local mining suppliers can secure
a foothold in the international market for technologically complex goods and services.

Services accounted for 33% of total expenditure on domestic inputs for the
Chilean mining industry in 2012." The growth of the mining sector boosted demand
for architecture, engineering and scientific services, and machinery and equipment
repair and installation services. The proportion of mining suppliers that made more
than 40% of their sales to the mining sector rose from 50% to 73% between 2010
and 2012 (Innovum, 2014).

From the viewpoint of building local capabilities and innovation, the establishment
of specific research centres for mining is a key element for the future development
of the sector. In Chile, research initiatives for mining innovation are being pursued
that connect academic institutions with the private sector, creating an interesting
opportunity for the generation of applied knowledge. One example is the Advanced
Mining Technology Center (AMTC), set up with funding from the National Commission
for Scientific and Technological Research (CONICYT) of Chile. Led by a board of directors
formed of academics and representatives of mining companies, AMTC carries out basic
and applied research projects with government funding, as well as applied research
projects financed by corporations. Besides helping firms increase their productivity, this
type of initiative may serve an important function in informing policy design, enabling
the drafting of strategic guidelines for the growth of sector based on solid technical
foundations.

Other Latin American and Caribbean countries have notable sectors or enterprises
that supply the mining industry. In Peru, about 110 companies in the metalworking,
chemical and iron and steel sectors provide goods and services to mining, with total
sales of US$ 3.3 billion in 2013, and exports worth US$ 750 million. In Colombia, the
growth of the mining sector benefited suppliers, especially those in the metalworking
sector that produce basic components, whose sales and exports increased during the
period (Perry and Palacios, 2013). In the Plurinational State of Bolivia, most domestic
suppliers of the mining industry are concentrated in non-tradable, low-technology goods
and services, although in some cases domestic metallurgy and construction companies
have carried out highly complex projects for the mining industry.

A degree of integration has been achieved between the dynamics of the mining
market and local suppliers that have greater technological prowess; however, the
development of these supply industries is still incipient and faces competition from
major international exporters of mining services, technologies and equipment (for
example, Australian suppliers).

In the current context, company strategies aim to reduce costs and minimize
environmental impacts; technological progress offers solutions to these problems.
The energy and water requirements of mining mean that technological development

16 The main input was electricity. See Correa (2016) for a more detailed analysis of intermediate consumption in mining subsectors.
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is fundamental for the growth of the sector, which needs cheaper sources of
energy and water, along with greater sustainability. Attracting FDI for the provision
of solutions in these areas may create an opportunity for growth associated with
mining activity that contributes to the creation of intangible capital. In Chile, the
mining industry increased the proportion of total energy consumption drawn from
renewable sources (Correa, 2016); while the renewable energies sector received
stronger foreign investment flows. The continuation of this trend could be central to
achieving a more sustainable mining sector.

One final element relates to the territorial development of linkages. Both in Chile
and Peru, suppliers of more technologically complex products and services are based
in the main cities and the externalities they have generated at the local level are weak,
even in traditional mining areas such as Antofagasta and Calama, and have greater
impact nationally (Phelps, Atienza and Arias, 2015). In Peru, on average 3.6% of input
purchases are transacted in the vicinity of the mine. These acquisitions tend to be
low-technology goods and services, food and beverages and textile, agro-industrial or
handicraft products, and are generally intended to strengthen relations with the local
population, while specialized suppliers are located in Lima and Arequipa. The impact of
employment on mining localities depends greatly on the context and the characteristics
of the region in question. When starting up a new project, consideration should be
given to how the regional economy can meet the requirements of modern mining
(Séderholm and Svahn, 2015).

3.  New industrial policies are needed for mining

The benefits of foreign direct investment in the mining industry are far from being
automatically accrued. In its study on the use of fiscal resources from extractive
industries, ECLAC concluded that the commodity price boom increased the availability
of financial resources, whose potential for achieving structural change was not fully
leveraged (ECLAC, 2014). As mentioned previously, the inherent nature of the industry
may limit spillovers into other sectors of production, added to the fact that major social
and environmental impacts make regulation of these aspects an essential priority.

International market dynamics dictate that investment is attracted to locations
that combine the availability of mineral resources with stable regulatory conditions ~ [hedevelopment of
for their exploitation and an adequate infrastructure for exports. The development of ~ Sxernalities. from he

- . L . basic exploitation of
externalities, from the basic exploitation of natural resources to greater complexity and natural resources 1o
diversification, will depend to a large extent on local capacity (in terms of institutions, greater complexity
technology and access to energy, human capital and financing, among others). In 314 diversification, will
this context, a policy space is emerging for countries to promote the accumulation of  depend to a large extent
local capabilities linked to the development of a sustainable mining sector that drives  on local capabilities,
diversification. The benefits that an economy may obtain from integration into global
value chains are related to its local capabilities (Cimoli, Dosi and Stiglitz, 2009). Therefore,
the benefits that can be obtained from exploiting natural resources at the local level

are linked to these capabilities.

In recent decades, certain countries managed to attract investment to metal
mining through a combination of active policy elements and passive market elements.
Certifying mineral resources and reserves is one strategy for attracting investment.
For example, in 2015 Brazil joined the Committee for Mineral Reserves International
Reporting Standards (CRIRSCO), an initiative that also counts Chile as a member, and
which seeks to offer greater investment guarantees. In Mexico, the Mining Development
Programme 2013-2018 aims to promote diversification in mineral exploration and
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exploitation, and will include extended coverage and deposit analysis by the Mexican
Geological Survey.

Policies to attract investment in mining were accompanied by policies to regulate
the sector, mainly in the area of property rights, taxation, environmental protection,
community relations and respect for human rights. In Peru, the reforms implemented
in the 1990s focused on promoting investment in the sector by providing legal and tax
stability and guarantees, while recent policies also emphasize social and environmental
conflict resolution (CEPLAN, 2011; MEM, 2012). In Colombia, the growth of the mining
industry led to the sector’s inclusion as a driver of sustainable development in the
National Development Plan 2014-2018, with emphasis on social and environmental
responsibility. The sector’s rapid expansion, the excessive awarding of mining rights and
a surge in illegal exports all created to situations of conflict, leading the Government to
take steps to regulate the industry’s growth; for that purpose it published the National
Mining Management Plan, deciding not to explore for gold in paramo upland areas and
to combat illegal production. At the same time, a policy to regularize the situation of
informal miners was launched in 2014.

Despite the persistence of conflicts the significant risks entailed by the expansion
and operation of mines, the region has made some progress in regulating the sector.
However, policies to foster greater production linkages have been more limited.

One of the action lines explored by the region’s countries has been the development
of suppliers for the mining sector. In Brazil, the Brazilian Agency for Industrial
Development (ABDI) developed a map of the mining goods and services supply chain
with a view to proposing a supplier development programme (Prominer); an ongoing
project established under the National Mining Plan 2030 (in turn part of the Brasil Maior
Plan). The strategies set forth in Mexico’s Mining Development Programme include
promoting the development and consolidation of mining-sector suppliers through the
Mining Promotion Trust (FIFOMI), an institution that has provided financing, training
and technical assistance to producers and suppliers.

In Chile, one of the national strategic programmes of the Chilean Economic
Development Agency (CORFO) is the Alta Ley National Mining Programme, which
aims to “strengthen productivity, competitiveness and innovation in the national mining
industry and its suppliers, to promote the country’s economic development”'” In 2016,
this programme presented a road map with nine technological challenges for the
development of mining in the country, and which included suppliers and innovation as
an enabling cluster, on the understanding that they determine the industry’s capacity
for self-development (Fundacién Chile, 2016). Another proposal is that of expanding
the World Class Supplier Programme. This supplier development programme was
launched by the private corporation BHP Billiton in 2008, later attracting the participation
of the State-owned enterprise CODELCO. An agreement has since been signed by
the Ministry of Mining and Fundacion Chile to continue and expand the programme. '8

The programme aims to develop knowledge-intensive suppliers, with technological
solutions that may be transferred to other sectors and markets. The mining corporations
identify and prioritize problems whose solutions are not available on the market, and
which have potential economic, environmental or community benefits. Based on these
requirements, they select firms with the potential to resolve problems, who then test
their solutions within the corporations, thus creating capacity among local companies
and resolving the miners’ operational problems. The programme remains smaller in
scale than originally envisaged, but it remains a valid tool for capacity-building in the

7" http://programaaltaley.cl/somos/.
18 Fundacion Chile is a private not-for-profit organization whose partners are BHP Billiton-Minera Escondida and the Government
of Chile. Its goal is to promote innovation in different sectors of the Chilean economy.
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sector (100 suppliers were expected to participate by 2012; however, in 2014 there
were only 87 participants; the current target is for 250 suppliers to join by 2020).

Just as in Chile an initiative that emerged in the private sector was later adopted by
a State-owned enterprise and subsequently redefined as part of the national strategy,
so too in Brazil the activity of Vale exerts strong influence on the sector. In 2009, Vale
launched a specific supplier development programmme for its operations in Brazil (Inove),
with financing tools, training and business meetings. The programme is implemented
in association with local credit entities, training providers and business associations.
Focusing on small- and medium-sized enterprises (SMEs), Vale signed agreements
within the production linkage programme of the Brazilian Micro and Small Business
Support Service (SEBRAE) to train current and potential suppliers in the requirements
that, according to SEBRAE, firms will have to meet in order to collaborate with Vale.™

Many countries with extractive industries take steps to promote local content,
sometimes through compulsory requirements and sometimes through less stringent
measures. In 2013, a proposal for a new regulatory regime for the mining sector was
submitted to the National Congress of Brazil, and its adoption is presently under
debate. Among other strategic reforms, the proposal would establish local content
requirements for the signing of new mining contracts, similar to the regulations in
force for the country’s oil and gas sector. The hydrocarbon regulation introduced in 1999
sets forth that concessions will favour companies with more local content and requires
suppliers to certify the domestic origins of the goods and services provided. Australia
is another country that implements such policies, collectively known as Australian
Industry Participation. Although this framework does not establish compulsory quotas
in terms of contracting, it requires that a study be carried out for all projects with capital
expenditure of more than 500 million Australian dollars, recognizing and communicating
the economic effects in terms of jobs, knowledge transfer, strategic partnerships and
territorial development. This facilitates the signing of local contracts. The aim is for local
firms to have a genuine chance of competing for services contracts at all levels of the
chain, while government business support agencies offer technical assistance to firms
that wish to apply to be suppliers.

Technological development is crucial for mining activity, especially in the current
context as corporations seek to enhance productivity, reduce costs and minimize
environmental impacts. The technology road map of Chile’s Alta Ley National Mining
Programme makes a valuable attempt to identify and prioritize those areas in which
new technologies would be useful in meeting the Programme’s targets, while CONICYT
promotes the strengthening of research capacity in the mining industry. In Mexico,
FIFOMI grants funding for environmental conservation projects and the development
of new technologies, while Brazil is planning to launch an innovation programme for
mining (Inova Mineral) as part of the Inova incentive scheme, which operates with the
support of the Studies and Projects Financing Entity (FINEP) and BNDES. The programme
targets the development of technologies for the exploitation of two groups of strategic
minerals: those defined by the Government as “future carrying” minerals (cobalt,
graphite, lithium, molybdenum, the platinum group, niobium, rare earths) and those on
which the country depends (phosphate and potassium). The technologies developed
may also be used to minimize the environmental impact of extracting these minerals.
The exploitation of rare earths and other minerals linked to the development of new
technologies is highly concentrated in China, and Brazil is looking to bolster research
and production in these areas to improve its position in this market.20

19 See [online] http://www.agenciasebrae.com.br/sites/asn/uf/NA/sebrae-e-vale-investem-r-49-milhoes-para-qualificar-500-for
necedores,e958ce6326¢0a410VgnVCM1000003b74010aRCRD.
20 See [online] http://www.brasilmineral.com.br/noticias/programa-inova-mineral-tera-recursos-de-r-12-bi.



130 Chapter I Economic Commission for Latin America and the Caribbean (ECLAC)

Forward linkages from
mining, through the use
of mineral resources

in smelting or more
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are becoming more
significant in the region.

Forward linkages from mining, through the use of mineral resources in smelting or
more advanced stages of manufacturing, are becoming more significant in the region.
In general, large mining transnationals have worked according to a system whereby
minerals are extracted worldwide but the bulk of concentrates are exported to smelting
and refining plants in countries located close to demand markets and which have ready
supply of cheap energy. For that reason, smelting and refining has been concentrated
in Europe, Japan and the United States. The past decade has seen some changes in
this system, with refineries and smelters opening in developing countries, most notably
China, which then began to supply the international market.

In the copper market, Chile is pursuing a strategy to improve its position in refining
and smelting. There are currently seven plants in the country, five of which are State-
owned, which operate obsolete technology and have high running costs (Fundacion
Chile, 2016). The technology road map therefore sets out three challenges for this
subsector —increase efficiency, reduce the environmental impact and improve working
conditions— and proposes specific research and development measures to meet them.

The Plurinational State of Bolivia, through the State-owned Corporaciéon Minera
de Bolivia (CONMIBOL), is investing in developing the mining and metallurgy chain.
Projects include the nationalization and modernization of a tin metallurgical company
and the reactivation of a lead and silver smelting complex that had been inactive for the
past 30 years. Furthermore, a project to exploit lithium in the Salar de Uyuni salt flat
aims to create a whole value chain, from the extraction of the raw material (brine) and
its processing to obtain basic compounds (lithium carbonate and potassium chloride),
to the manufacture of intermediate goods (battery cathodes and electrolytes) and
ultimately, lithium-ion batteries. The State plans to invest about US$ 1.0 billion,2" and
has signed agreements with foreign partners for the project’s implementation and for
the training of professionals (Cérdova, 2016).

In the past 15 years, global markets for the main metallic minerals have experienced
profound changes, with huge swings in demand, prices and output. This has generated
significant flows of foreign direct investment, much of it to Latin American countries.

Global demand was invigorated above all by China’s growth and its industrialization
strategy, driving major transformations in international markets.

These changes materialized in the form of a price boom between 2003 and 2011 and
the reshaping of the mining sector’s worldwide production structure. Latin America has
maintained a strong position, at least in the stages of raw material extraction; however,
new actors have emerged during this period, particularly in Africa, while China too has
significantly expanded its extractive capacity.

Changes of a similar magnitude have occurred in the manufacture of metal products
(steel, aluminium and smelted copper), a sector in which China has acquired absolute
leadership, displacing the United States, Japan, Germany and the Russian Federation
(among others) and posing a serious threat to the industry in Latin American countries.

This period, therefore, has been one of dramatic transformation in the geographical
distribution of extractive activities and the stages of industrial processing of metallic
minerals.

The leading production agents in these processes are transnational firms, comprising
a corporate segment that has also undergone significant changes. The jump in the number

21 The Economic and Social Development Plan 2016-2020 within the framework of Integrated Development for Living Well includes
the lithium plant among the country’s strategic industrial production complexes.
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of large corporations was particularly remarkable, with many new companies formed in
developing countries, especially Brazil, China, India and the Russian Federation. At the
same time, there was a spate of mergers and acquisitions as enormous transactions
were concluded by companies pursuing geographical and production diversification
strategies. In recent years, however, falling prices and profitability have translated into
more defensive strategies, with firms tending to concentrate their spending on key
assets at the expense of exploration expenditure and capital investment. In this new
context, companies have attached greater importance to cutting costs and minimizing
environmental impacts.

Latin America and the Caribbean has been actively involved in these processes. In
several of the region’s countries, the boom in metallic mineral prices triggered strong
investment flows, mainly from overseas, which in turn led to a significant expansion
of exports and contributed to increased capital formation, sustained GDP growth,
and greater availability of resources for the State. This pattern was conducive to the
funding of more extensive and better quality social programmes, and the realization of
investment in infrastructure improvements. Taken in conjunction with other factors, it
may be said that this cycle of high prices contributed directly and indirectly to improving
the well-being of the population.

Searching for better strategies so that mining can bolster development is a complex
challenge, in which each country must balance an array of opposing interests. For that
reason, the design and implementation of industrial policies to promote diversification
based on mining sector linkages requires an institutional space for coordination between
the public and private sectors. There is a need to identify those actions that could
create the context for communities to participate in companies’ processes of value
creation. For companies, the acquisition of environmental and social licences should
be internalized as an essential part of their operations, in addition to creating value in
the communities where they operate by promoting the development of production
capabilities. Corporate social responsibility initiatives appear to be insufficient in that
regard, since building these capabilities will require more focused measures. This
challenge is shared by more advanced economies that enjoy comparative advantages
in natural resources. Canada was able to diversify its production thanks to a long history
of industrial policy intervention, a critical element for natural-resource-based economies
since States that do not define their policy in relation to the exploitation of resources
and the comparative advantage they wish to obtain, will have foreign governments
define it for them (Ciuriak, 2014).

The region enjoys comparative advantages in the exploitation of metallic minerals,
and most countries have directly or indirectly encouraged FDI in the sector. How to
keep step with the expansion of mining activity through policies in support of the sector,
securing the maximum possible benefit for inclusive and sustainable development,
remains a major challenge for Latin American and Caribbean countries. Considering the
similarities between the problems they face, the countries’ position could undoubtedly
be improved through a regional rather than solely a national approach (ECLAC, 2014:
Altomonte and Sanchez, 2016).
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Annex Il.A1

Table Il.A11

Latin America: main mining Company Country Ownership ‘r{::I:?ni; 2005 Szz:,!lzs 201

companies, by sales,

1997-2014 Vale Brazil Domestic 18 14 523 49 949 33233

(Milions of dollars) CODELCO Chile State 18 10491 16 066 23380
Grupo México Mexico Foreign 18 5464 8320 9320
Escondida Chile Foreign 18 4360 9211 8 005
Industrias Pefioles Mexico Domestic 18 1998 5203 4176
Southern Peru Copper Inc. ~ Peru Foreign 18 4113 3154 2482
Antofagasta Chile Domestic 12 2 445 4577 5290
Collahuasi Chile Foreign 13 1707 3929 2980
Los Pelambres Chile Foreign 13 1767 3286 2 664
Minera Antamina Peru Foreign 13 1680 2664 2503
Paranapanema Brazil Domestic 17 1155 1916 1782
Samarco Mineragdo Brazil Foreign 16 1062 3745 2805
Minera Yanacocha Peru Foreign 17 1490 1867 1255
Sam Chile Domestic 18 896 1829 2014
Enami Chile State 18 1080 1721 1598
Drummond Colombia Foreign 14 949 1906 1415
Alumbrera? Argentina Foreign 12 1457 1590 1338

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of information from América Economia.
Mining companies included in the ranking of the 500 largest companies in Latin America.
2 The sales figure provided for 2005 is from 2006.
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A. Only one third of foreign direct investment
creates new physical capital

The positive effects of foreign direct investment (FDI) can foster development in the
recipient economies; in particular, they can supplement national saving through new
capital contributions and stimulate transfers of technology and improve management
systems to enable productive modernization. These effects are not automatic, however,
and the results obtained may not meet expectations.

In Latin America and the Caribbean, FDI has played a crucial role in the pattern of
production and international engagement, owing to its importance in the exploitation
of natural resources, manufacturing activity, exports and modern services. Its impact
on technological progress and on research, development and innovation has been less,
however; and its spillovers have had limited penetration in the economic structure. The
effects of FDI depend on each country’s production, technological and human resources
capacities and knowledge, and also on the regulatory frameworks governing individual
sectors, particularly services. Strategies that combine the attraction of FDI with policies
that promote productive modernization and diversification would encourage transnational
enterprises to enter sectors with greater potential for technological development and
capacity-building; and this would help them to integrate into local economies and fuel
socially inclusive and environmentally sustainable economic growth.

This chapter explores two important factors in ensuring those positive effects are
attained. First, it quantifies the contribution made by FDI to gross fixed capital formation
and demonstrates the importance of the intangible component of such capital flows
for the development of host economies. Second, it proposes policy guidelines for
exploiting the benefits of FDI.

Foreign direct investment inflows to the region have been broadly stable relative to
GDP —maintaining a level around 3%, with fluctuations of about 0.5 percentage points
since 2000, despite the major increase recorded in absolute terms (see figure I11.1).

Over the long term, FDI inflows have represented about 3% of GDP

5 - ~250
4 4 200
3 / 150
2 4 100
1 - 50
= FDI (percentages of GDP)
0 : . . B . . 0 FDI (billions of dollars)
2000 2005 2010 2015

Source: Economic Commission for Latin America and the Caribbean, on the basis of official figures as of 27 May 2016.
Note: As discussed in chapter |, the figures from 2010 onwards are not directly comparable with those of earlier years, owing to
methodological changes in the collection of statistical data. The data relative to GDP exclude the Bolivarian Republic of Venezuela.
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Cross-border mergers
and acquisitions are
estimated to account
for at least 29% of the
region's FDI inflows.

Gross fixed capital formation plays a fundamental role in development processes,
along with growth of the labour force and expansion of the pool of capacities and
knowledge. This is divided into fixed capital generated by domestic agents and that
created by foreign firms. Foreign direct investment flows have a variety of destinations
that do not always entail the creation of new fixed capital; in other words, they do not
translate directly into the formation of physical capital in the receiving country (Lautier
and Moreaub, 2012)." Mergers and acquisitions (M&A) are the best example of this
since they merely involve a change in the ownership of existing assets. The M&A
proportion of FDI varies widely, but it is always large and can account for as much as
60% to 80% (OECD, 2014a).2

On the basis of data published by the United Nations Conference on Trade and
Development (UNCTAD) and Bloomberg, cross-border mergers and acquisitions are
estimated to account for at least 29% of the region’'s FDI inflows. This figure is in
line with international lowerbound estimates for that variable. The proportion differs
sharply between countries: high in Peru but somewhat lower in Colombia and Mexico
between 2000 and 2014. There is also considerable variation from year to year, owing
to the weight of certain individual operations.

The dynamic of FDI flows and the trend of fixed capital investment follow different
but related paths. Data for Latin America and the Caribbean between 1990 and 2014 show
a reasonably strong correlation between the two variables. However, this correlation
could be spurious since both may be driven by the same underlying variables, such
as GDP growth. In theory, the financial flows that contribute to the formation of gross
fixed capital could come from FDI or from other sources (such as domestic financial
flows). One estimate is that each additional dollar of FDI increases gross fixed capital
formation by 34 cents.3 In other words, around one third of FDI flows actually contribute
to fixed capital formation in the receiving economy.

By combining information on mergers and acquisitions with the results of the direct
impact of FDI on gross fixed capital formation, it is possible to identify the destination
of around two thirds of the total flow. The remainder represents leakages or other
types of losses:

e Crowding out of local investment: investment financed through FDI inflows
may take the place of investment that would otherwise have been undertaken
by national investors.

e Crowding out of financing: FDI financed on local credit markets in countries
with small and imperfect capital markets can mean less funding available for
local firms, which reduces their capacity to invest (Harrison and McMillan, 2003;
Marin and Schnitzer, 2011).

* |nvestmentin financial assets unrelated to the formation of physical or intangible
capital (for example, the use of a country as a platform for redirecting resources
to third markets).

' Foreign firm capital formation and the FDI flow are different concepts. The first involves an increase in an economy’s capital
stock; the second represents a way of financing that increase, which might be supplemented with resources from the domestic
or international financial systems. Although a positive relation between the two variables is hoped for, the relation is neither
one-to-one nor constant over time.

2 There are no good data sources on mergers and acquisitions. The most widely used is the cross-border mergers and acquisitions
database of the United Nations Conference on Trade and Development (UNCTAD, 2015). Nonetheless data availability is limited.
Between 1990 and 2014, FDI data are available for 646 out of 850 year-country values in Latin America and the Caribbean; and
UNCTAD estimates mergers and acquisitions activities for only 375 of them. While there are no estimations of mergers and
acquisitions activities for eight economies (mostly from the Caribbean), only 338 cases have data for both variables.

3 Thisresult is obtained by implementing Cronbach’s alpha for gross fixed capital formation using a measure of FDI. Alternative
estimations can be calculated by examining the slope of a scatter diagram of gross fixed capital formation and FDI, which gives
39 cents on the dollar, or by taking an average of these slopes across countries, which yields 35 cents on the dollar.
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The first two can be considered negative secondary effects of FDI, whereas
the third has no effect on the local economy. Thus, FDI has three main destinations:
(i) creation of fixed capital; (i) mergers and acquisitions; and (iii) leakages or losses
(see figure 111.2). The proportions vary widely, mainly owing to the dynamic of mergers
and acquisitions; but the total rate of direct fixed capital creation through FDI remains
broadly stable at around 1% of GDP.

Figure lll.2
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Source: Economic Commission for Latin America and the Caribbean (ECLAC).

A breakdown of gross fixed capital formation into non-FDI private investment,
public investment and FDI shows that the capital created directly by FDI is a small
proportion of the total. Non-FDI private capital formation is the largest component, and
public investment also plays a significant role (see figure 111.3).4

Between 2009 and 2013, the region’s gross fixed capital formation averaged 21%
of GDP per year, higher than in the European Union or the United States, and a similar
rate to Africa. Rates in Asia and the Middle East were higher than in Latin America
and the Caribbean (see figure 111.4). The relationship between per capita GDP and the
rate of fixed capital formation is not linear: both low- and high-income regions have
low levels of gross fixed capital formation, albeit for different reasons. Whereas in
the poorest regions income is insufficient to attain high levels of investment, in the
developed regions, there is less need for investment in physical capital, owing to the
greater emphasis on creating intangible capital. While not reflected in gross fixed
capital formation, this second component is increasingly important, in forms such as
investment in education or in technological research and development. Middle-income
regions have higher rates of gross fixed capital formation.

4 InLatin America and the Caribbean, gross fixed capital formation varies greatly from one country to another. In 2014 for example,
it ranged from 13% of GDP in Barbados to 30% in Saint Kitts and Nevis. The differences are greater between the smaller
countries than between the medium-sized and large ones.
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Figure 111.3
Latin America and the Caribbean: distribution of the sources of fixed capital formation, 2000-2013
(Percentages of GDP)
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of ECLAC, Economic Survey of Latin America and the Caribbean, 2015(LC/G.2645-P),
Santiago, 2015.
Note: Public investment includes investment by public administrations, and investment by non-financial public enterprises.

Figure lll.4
Regions of the world: gross fixed capital formation, average 2009-2013
(Percentages of GDP)
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If one considers investment rates by country income level, countries outside the
region display a concave relation (low- and high-income economies have similar rates of
fixed capital formation), and uppermiddle-income countries display the highest levels
(see figure II1.5). In Latin America and the Caribbean there is no relationship of that
type: the highest rates of gross fixed capital formation correspond to the countries
with the highest income levels. Investment levels in the region are below those of the
rest of the world in all categories considered in figure Il.5, especially in lowermiddle
and upper-middle-income countries.

Gross fixed capital formation rates are lower for countries in allincome
brackets in the region than in the rest of the world

30 g
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2041 e e e
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of World Bank, World Development
Indicators, 2015 [online database] http://data.worldbank.org/data-catalog/world-development-indicators.

Note: Income groups follow the World Bank classification. The Latin American and Caribbean region has one low-income country,
six countries in the lower-middle income group, 17 in the upper-middle income group and 10 high-income countries. The
group averages are not weighted. For the region’s single low-income economy (Haiti), comparable data are not available.

B. Major shortage of intangible capital
in the region

The developed economies of North America and Europe have lower rates of fixed capital
formation than those of Latin America and the Caribbean, but productivity levels that
are several times higher. The explanation for this can be found in the cumulative stock
of physical capital per worker and in the accumulation of intangible capital.® At higher
levels of development, the ratio between intangible capital and tangible or physical
capital increases as economies become more knowledge-based.

An initial measure of intangible capital is investment in education and capacity-
building. As the annual investment in this type of capital is hard to measure and it
depreciates more slowly than physical capital, most research studies use a measure
of the stock of education, frequently estimated by years of schooling among the

5 Apart from its non-physical nature, the definition of intangible capital is hotly debated. This section focuses on human capital

and innovation capital.
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The key factor
explaining the low
stock of innovation
capitalin Latin America
and the Caribbean is
the very low rate of
investment in R&D.

active population.® A second measure is innovation capital, defined as “the value
of innovation-related assets that contribute to productivity growth in the economy”
(McKinsey, 2013). This type of capital has three components: physical capital,
knowledge and human capital.

Following the McKinsey methodology,” figure 111.6 shows estimations of
innovation capital for selected countries in Latin America and the Caribbean and in
the Organization for Economic Cooperation and Development (OECD).8The highest
levels of innovation capital worldwide are in the United States, Sweden and the
United Kingdom. The average stock of innovation capital in the region is just 15%
of GDP compared with 34% in OECD countries.? In the region, Brazil and Chile
have the largest stocks of innovation capital; the former owing to its high level of
investment in research and development (R&D), among other elements; and the
latter, owing to investments in higher education, which exceed the OECD average
(OECD, 2014b). Central American countries have the smallest estimated stocks,
particularly Guatemala and El Salvador.

The key factor explaining the low stock of innovation capital in Latin America and
the Caribbean is the very low rate of investment in R&D (see figure I11.7). Whereas
in the OECD member States (excluding Chile and Mexico) that variable explains
39% of an innovation capital stock that is equivalent to 34.4% of GDP in the region
it contributes just 12% of an innovation capital that amounts to 15.2% of GDP. The
region is also lagging behind with respect to patents (0% compared with 1%) and
intellectual property expenditure (6% versus 7%). Some components, however, are
greater in the region than in OECD countries: the contributions made by tertiary
education (42% as against 25%), information and communications technology (ICT)
infrastructure (27 % versus 22%), and higher education abroad (7% compared with 1%).

The paucity of R&D initiatives in the region reflects the relative shortage of research
universities, lack of government support and the heavy concentration of private
enterprises in low-technology sectors.

In some cases, however, major technological efforts are being made. Brazil, for
example, is ranked third in public R&D expenditure on agriculture worldwide, accounting
for 4% of the total, following China and India (13% and 7%, respectively). As a result,
between 1970 and 2009 productivity in that sector grew by 176% (ahead of China's
136%) (Beintema and others, 2012).

6 According to this information, Guatemala has the lowest levels of schooling in the region, followed by Haiti and Honduras. At
the other extreme, Chile has the highest levels, ahead of Argentina and Panama. The average for Latin American and Caribbean
countries is 8 years of schooling, in contrast with 11 years in countries of the Organization for Economic Cooperation and
Development (OECD) (excluding the Latin American members, Chile and Mexico).

7 Most of the indicators of these components can be calculated using the methods discussed in the debate on measuring intangibles
(Corrado, Haltiwanger and Sichel, 2009; Corrado and others, 2012; Edquist, 2009), with some further improvements proposed
by McKinsey.

8 The main problem in developing an indicator of innovation capital for Latin America and the Caribbean is the relative lack of
information, since several of the indicators that were used in the McKinsey report are not available. This problem is overcome
by using a comparative method to estimate the ranges of variation of the missing values for countries that do not have any
data: by comparing data from countries that do have values with those that do not, it is possible to estimate lower and upper
bounds for innovation capital (ECLAC, 2016).

9 The OECD averages are unweighted and exclude Chile, Ireland and Mexico. Ireland has a disproportionate level of innovation
capital owing to the way it is calculated, since the total is boosted by intellectual property expenses that reflect that country’s
role in tax management schemes. The same is true to a lesser extent for Luxembourg and the Netherlands.
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Figure 111.6

Organization for Economic Cooperation and Development (OECD) and Latin America and the Caribbean
(selected countries): innovation capital, 2014

(Percentages of GDP)

Stocks of innovation capital are much lower in Latin America and the Caribbean
than in the OECD member countries
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of ECLAC, “Innovation capital in Latin America: analyzing the region’s competitive
strengths in innovative capacity”, unpublished, 2016.

Note: The averages for OECD, the Caribbean and the region as a whole are simple averages of all countries for which data are available. The thin lines indicate the lower
and upper bounds of the estimation for countries for which information is incomplete.

Figure I11.7

Organization for Economic Cooperation and Development (OECD) and Latin America and the Caribbean (selected countries):
distribution of the components of innovation capital, 2014

(Percentages)

In relative terms, OECD countries spend much more on research and development and less on
tertiary education than Latin America and the Caribbean
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Note: The figures for OECD do not include Chile or Mexico.
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Altogether, the countries of the region have low levels of both physical and intangible
capital. In developed economies, the production structure tends to be more intensive in
intangible capital as they move towards more knowledge-intensive sectors. The different
path followed by countries in the region has generally led to low levels of productivity.
These low productivity levels are partly explained by the structural heterogeneity that
manifests itself as very low productivity among the smaller firms. In OECD countries,
the smallest enterprises have productivity levels between 60% and 75% of those of
large firms, whereas in Latin America and the Caribbean, the equivalent ratio is only
20% to 35%, and the situation is even worse among microenterprises (OECD/ECLAC/
CAF, 2014). One explanation for the poor results achieved by small firms in the region
is their lack of integration into national or global value chains. In this context, FDI can
make a difference.

C. Foreign direct investment for technology
and international engagement

Although FDI makes only a small contribution to gross fixed capital formation,
transnational enterprises can play an important role in economic development by
helping to transform economies through the creation of intangible capital. The positive
effects of FDI can be transmitted through technology transfer and skill development,
while also encouraging local firms to enter value chains that increase their exposure
to the international economy.

Transnational firms can help overcome the technological barriers to entry into
new markets, particularly in the case of proprietary technology. For example, when
the United States enterprise Intel invested in an assembly plant in Costa Rica, that
country had no local ICT industry, and the company'’s arrival radically transformed the
local economy. Although Intel announced a significant downsizing of its activities in
the country in 2014, Costa Rica has kept its advanced ICT cluster.

From a broader perspective, it is useful to review the composition of announced
FDI projects, according to their technological intensity.'® On average, between 2003
and 2015, 43% of the value of those projects in the region corresponded to medium-
high-technology activities, followed by 33% related to medium-low technology, and 20%
corresponding to low technology, leaving just 5% for investments of high technological
intensity (see figure I11.8).

These proportions have changed over time. Although low- and high-technology projects
have remained stable, the share of medium-low technology projects has declined from
50% to 15% over the same period, whereas medium-high technology projects have
expanded from 30% to 60%. The reduced share of medium-low technology projects
is explained by a slump in extractive projects.

10° There is no certainty that these project announcements will turn into real investments. Moreover, in some cases the amount
is an estimate.
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The technology intensity of announced new investments
appears to be rising
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Medium-high technology activities also experienced major changes. The weight of
manufacturing dropped from a peak of 89% in 2005 to 33% in 2013, before recovering
slightly to 39% in 2015." The most dynamic sectors were telecommunications, which
doubled its share from 15% to 30%, and renewable energies, which grew from
around 5% to 25%. In 2015, renewable energy accounted for 33% of the value of
all medium-high technology projects. In that year, telecommunications represented
17% and the automotive industry just 6%. These figures reveal a radical change in the
composition of announced projects, which has been unfolding for some time.

This change in the technological intensity of newly announced projects could
strengthen the transformative impact of FDI inflows: they could have an effect on
the technological intensity of all economic activity, especially in smaller countries and
those with less diversified production structures. Figure [11.9 shows the proportion of
the value of announced projects of medium-high technology intensity for five of the
region’s countries in different periods. The importance of these projects increased
in all the economies, except for Colombia. The most rapid change occurred in Chile,
where the share rose from 13% in 2004-2006 to 71% in 2013-2015. That result was
accentuated by the steep decline in mining projects, which are particularly important
in that country.

" Vehicle assembly plants account for between 15% and 20% of announced projects.
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Figure 111.8

Latin America and the
Caribbean: technology
distribution of announced
foreign direct investment
(FDI) projects, 2003-2015
(Percentages)

In 2015, renewable
energy accounted
for 33% of the value
of all medium-high
technology projects.
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Figure lll.9

Latin America (selected
countries): announced
investment projects of
medium-high technology.,
2004-2015

(Percentages)

Economic Commission for Latin America and the Caribbean (ECLAC)

Announced investments in medium-high technology projects
expand the most in Brazil and Chile
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of Financial Times, fDi Markets.
Note: The figures refer to project announcements. The percentage is calculated on the basis of the (estimated) value
of investment projects.

Mexico, followed by Brazil, is the main recipient of investments in high-technology
projects, exceeding 10% of the total value in 2003-2015. Feedback effects tend to
reinforce this concentration. First, FDI is directed towards places with local capacities;
and, second, the fact that high-technology FDI has gone to a country in the past helps
to build capacities and attract more of the same.

In the case of R&D investments, although project announcements have waned
considerably over the last few years, the global share of Latin America and the Caribbean
has increased slightly from 3.4% in 2003-2005 to 4.4% between 2013 and 2015. This
is important because evidence from developed countries shows that transnationals
invest proportionately less in R&D than domestic firms, because their subsidiaries can
access advanced technologies through their parent companies, and they undertake
activities that are more distant from R&D efforts (Un and Cuervo-Cazurra, 2008).

Foreign direct investment also has positive impacts on capacity accumulation in
recipient countries, although the relationship between the two variables is complex and
the direction of causation is debatable.’?The Mexican city of Puebla, which exemplifies
the importance of this relationship is a model of educational spillovers from activities
undertaken by the German firm Volkswagen, particularly at its Audi assembly plant. This
manufacturing centre uses some of the most advanced technologies available in the
market; and, to use them effectively, it created a large-scale training centre where both
Audi employees and local suppliers receive training to enable them to work with this
technology. This means that it is not only the employees of the firm who benefit from
the training, but also the suppliers, who are very numerous in this case. Nonetheless,
the effect does not necessarily have to be positive. For example, Rojo, Tumini and Yoguel
(2011) report that transnational firms in Argentina tend to absorb available capacities to
the detriment of local firms; in other words there is a negative spillover.

12 Noorbakhsh, Paloni and Youssef (2001) show that an improvement in human capital attracts FDI; Blomstrom and Kokko (2003)
analyse the effect of FDI flows on human capital accumulation.
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When local workers take on management responsibilities, local management capacity
grows. In the case of the hotel sector in the Caribbean, the top executives tend to
be recruited internationally and assigned there directly by the company. Nonetheless,
below that level, and in certain specialized posts, local workers have the opportunity
to develop new management skills in a professional environment.

Local firms can imitate or copy some of the best practices of transnationals (Gorg
and Greenaway, 2003). Business process outsourcing (BPO) activities in Barbados are
one example where foreign firms have helped to modernize the sector. Similarly, the
Government of Belize is seeking to move local firms from BPO to knowledge process
outsourcing (KPO), by engaging a foreign firm.

Other than Mexico, the region’s countries have weak participation in global value
chains, and the region displays little productive integration (ECLAC, 2015b). The proportion
of foreign value added contained in a country's gross exports is a measure of its
upstream participation, whereas the proportion of domestic value added incorporated
in third-party exports represents a measure of downstream participation (Bohn and
others, 2015). Figure 111.10 shows that participation in global value chains by six Latin
American countries was less than that of Asia in 2011, (41% compared with 52%). This
is explained by a less intensive use of imported inputs in Latin American exports, in
other words fewer backward linkages. Excluding Mexico, the region’s global participation
index is below 38%.

The participation of the region’s countries
in global value chains is weak
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of Organization for Economic Cooperation
and Development (QECD)/World Trade Organization (WTO), Trade in Value-Added Database (TiVA).

Note: Latin America (6 countries) corresponds to the aggregate of Argentina, Brazil, Chile, Colombia, Costa Rica and Mexico;
Latin America (5 countries) excludes Mexico.
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Figure lll.10

Selected countries and
regions: upstream and
downstream participation
in global value chains,
2000 and 2011

(Percentages of total
gross exports)

Il Upstream participation
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Figure lll.11

Latin America and the
Caribbean (24 countries):
McKinsey Global Institute
(MGI) Connectedness
Index, 2016

(Ranking among 139 counttries)

Economic Commission for Latin America and the Caribbean (ECLAC)

From the standpoint of international connectivity in goods, services, people, finance
and data, the region is also poorly connected with the rest of the world; and this
entails certain risks in an increasingly integrated global economy, where international
networks favour knowledge dissemination and productivity growth. Compared with the
world's best connected countries (United States, the Netherlands and Singapore), Latin
American and Caribbean countries are lagging far behind. Mexico is the highest ranked
(twenty-first), with Brazil (forty-fourth) and Chile (forty-fifth) far behind (see figure 111.11).

The region’s economies are not well connected
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Globalization: The New Era of Global Flows"”, 2016 [online] http://www.mckinsey.com/business-functions/mckinsey-digital/
our-insights/digital-globalization-the-new-era-of-global-flows.

Attracting investment from transnationals integrated in global value chains can
stimulate local suppliers into improving their capacities and joining those chains as
autonomous agents.

A major debate is unfolding in the region on the relationship between FDI and
participation in international trade (Zhang, 2001; Bengoa and Sanchez-Robles, 2003;
Cuadros, Orts and Alguacil, 2004). The conclusions suggest the existence of a strong
two-way relation: integration increases FDI flows and these in turn increase trade
possibilities. For economies to be able to benefit from their membership of a value
chain it is crucial to develop local capacities (Cimoli, Dosi and Stiglitz, 2009). Those
capacities mean being able to deliver a given level of quantity and quality, stemming
from the economy’s sectoral specialization. The lack of those capacities substantially
reduces the chances of benefiting from integration. If local firms are unable to meet
the demands of transnationals, they will not be able to integrate fully into their chains
and the benefits will be reduced.
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D. Intangible capital accumulation through
foreign direct investment

The above provides a basis for relaunching the debate on how to measure and evaluate the
benefits of FDI in the receiving country. An initial approach focuses on issues associated
with external financing, from a balance of payments standpoint, and macroeconomic
variables such as gross fixed capital formation, exports and employment. This view
adopts an aggregate approach and tends to evaluate FDI inflows by size (“the bigger
the better”).

An alternative or complementary view seeks to evaluate the microeconomic aspects
of FDI, which stem from the operations of foreign firms in the host country. In this case,
the focus on FDl is replaced by a focus on the activities of transnational enterprises.
Here the key concern is their contribution to the local economy in areas such as the
emergence of new activities that extend or deepen industrialization, access, transfer
and assimilation of technologies, establishment and deepening of production linkages,
human resources training and local business development. All of these elements
contribute directly to the formation of intangible capital in an economy.

Although there is consensus on the potential benefits of FDI, the difference between
the two approaches is how these are actually obtained. Under the first approach, the
benefits arise in the form of spillovers from the foreign firms in the local economy,
which occur automatically once a certain level of investment has been achieved. The
more modern view, shared by ECLAC,'3 is that, although FDI is likely to have positive
effects in host countries, they are by no means automatic. It therefore needs to be
shown —and not just assumed— that they are positive. A direct implication is that
FDI policy should focus less on attaining a critical mass of investments and more on
ensuring that these are aligned with the country’s productive development objectives.
The focus of attention should thus be on FDI quality.

1. Proactive and integrated policies

The different policy approaches that countries can adopt for attracting FDI are
distinguished by the degree of government intervention and proactiveness and the
degree of integration with other economic development policies. Governments have
two main alternatives for attracting FDI.

The first consists of passive policies, which, despite not reflecting a lack of interest
in FDI or being synonymous with low investment flows, imply an absence of specific
attraction policies. In general, the authorities consider that the comparative advantages
or macroeconomic conditions are sufficient, and they see no need to intervene in
the process. At most, they confine themselves to defining a legal framework with
administrative procedures that regulate FDI, without intervening in firms’ decision-
making processes. This strategy could suffice to attract investment by firms targeting
a country's intrinsic advantages, in other words, market potential or the opportunity to
exploit natural resources. This type of policy is not necessarily integrated with productive
development policy, and its success is measured essentially by the magnitude of
the investment flows. Nonetheless, the global trend is to move towards increasingly
sophisticated frameworks, in which it is not only flow size that is important but also
the type of investment: in other words, quality investments that contribute to, and are
consistent with, the country’s development goals.

13 See ECLAC (2004, chapter I; 2006, chapter I) and Gligo (2007).
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\¥hen FDI attraction

policies are coordinated

and integrated with
other development

policies, the conditions

that make a country

The second alternative consists of active policies that recognize the importance
of FDI in economic development. In general these entail the creation of a specialized
department or agency responsible for promoting the country and engaging with potential
investors, with the possibility of establishing incentives. It is also recognized that not
all investments are the same, and governments seek those that contribute to national
development. In this stage, governments focus on investment projects to enhance

attractive to investors efficiency in the production of export-oriented goods and services, so competition

are enhanced, and the
benefits of FDI can be

between countries is more intense.

exploited to the full.

Diagram lll.1

When FDI attraction policies are coordinated and integrated with other development
policies, the conditions that make a country attractive to investors are enhanced, and the
benefits of FDI can be exploited to the full. These integrated policies help the country
to achieve its previously defined goals.

Countries that are most successful in attracting FDI and harnessing its benefits are
those that have adopted more active and targeted policies (UNCTAD, 2004 and 2005).
Where the country’s policy objectives coincide with the interests of transnational firms,
a virtuous circle can be generated to the benefit of both parties. A maturity path can
be traced for FDI policy which, as it becomes more proactive and integrated with other
development policies, has a better chance of capturing and harnessing its benefits
(see diagram I11.1).

Foreign direct investment (FDI) policy: maturity and likelihood of success, by proactiveness and integration

The likelihood of capturing FDI benefits increases with more active
and integrated policies

Maturity path
A yp
, (+)
Active
(+)
Probability of capturing
the benefits of FDI
Passive
() )
>
Non-integrated Integrated
() (+)

Source: Economic Commission for Latin America and the Caribbean (ECLAC).
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2. Horizontal policies: necessary but not sufficient

Policymakers generally agree on the importance of having a pro-investment business
climate, which helps not only to attract FDI but also to boost national investment.
The investment climate is a combination of the ease of doing business, efforts to
attract investment and the costs and benefits associated with business activity. In
this connection, policies have often focused on reducing the tax burden for investors,
which, although important, is not a decisive factor.

In relation to the business climate, many of the region’s countries have a low
position in rankings such as the Doing Business Index published by the World Bank.
The highest rated countries are Mexico, Chile and Peru, of which only Mexico is in
the world’s top 40, ranked at number 39. Furthermore, the index shows that only
a few countries have improved their relative position in recent years —Costa Rica,
El Salvador, Jamaica and Mexico being among them (see figure 111.12). World Bank
(2013) argues that a 1 percentage point improvement in the Doing Business Index is
associated with an increase in FDI of between US$ 250 million and US$ 500 million,
without establishing causality.

Figure lll.12
Latin America and the Caribbean (32 countries): Doing Business Index, 2016
(Ranking of 189 countries and territories)

Few countries in the Latin America and the Caribbean are known
as good places to do business and the situation is worsening
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Diagram Ill.2

Two spheres of action for
capturing and transferring
the benefits of foreign
direct investment (FDI)

Improving the business climate is an important area of public policies and their
implementation by investment promotion agencies, which play a key role in reducing
information asymmetries and aligning potential investors with business opportunities
in the host country. The degree to which investment promotion agencies can fulfil this
function depends largely on national legislation and the financial and human resources
available to them. The regional experience provides various lessons. First, they need
to be consolidated as a one-stop facility where investors can obtain all information and
undertake the corresponding procedures. Second, investment promotion agencies
are more effective when they coordinate efforts to promote exports and investments.
Third, institutional autonomy and the political support they receive are crucial to their
effectiveness. Lastly, it is more efficient to work with international and local investors
in areas where they face similar problems, such as developing and integrating into
global value chains.

In countries where investment promotion policies are not transparent in terms
of the incentives offered, increasing information on norms and practices will reduce
subjectivity in granting the incentives, and thus strengthen their legitimacy.

3. Selectivity and mechanisms
for transferring benefits

Proactiveness is important in two spheres, at different points in the investment process
(see diagram [I1.2): to capture and transfer the potential benefits of FDI. The first is
the targeted promotion of projects at the evaluation stage for potential investors. The
second, in the implementation and operation phase of the investments, seeks to
generate mechanisms that enable those investments to integrate more effectively in
the local economy.

Selective interventions should be made at the initial phase of the investment cycle
in order to generate stronger links with the local economy at later stages

Stages and processes in the investment cycle Actions to improve the capture
and in the relationship with foreign investors and transfer of the benefits
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Source: Economic Commission for Latin America and the Caribbean (ECLAC).



Foreign Direct Investment in Latin America and the Caribbean * 2016

Chapterlll 153

The rationale of selectivity is simple. As investments are not all the same, attracting
higher quality investments that are consistent with the country’s development goals
would, in principle, generate greater benefits, as well as being an efficient way to use

promotion resources.

Selectivity and targeting are interchangeable terms. They refer to the decision that
a country or an investment promotion agency adopts to prioritize or prefer one type
of investment over another, according to a specific criterion, to then adopt measures
that make it possible to capture the corresponding projects. Targeting, which can use
different strategies (see diagram 111.3), arises from the confluence of three factors:
development policy goals, the country’s advantages and investors' requirements.

The likelihood of attracting investment increases

when policy goals, the country’'s advantages
and investors' requirements are aligned

Relationship between advantages,
needs and objectives

_ Priority
investments
Policy goals (active policies)
Country Investor
advantages needs
_ Feasible
investments

Diagram 111.3
Targeting strategies

Examples of targeting

Targeting

strategy

By sector

By function

By type
of project

By type of firm

By geographical
zone

Information technologies,
automotive, biotechnology,
agribusiness, tourism and others.

Manufacturing, logistics,
commercial, research and
development, back office
and others.

Large-scale investment,
job creator, technology intensive,
export and others.

Fortune 500, well-known brand,
successful firms and others.

Latin America, neighbouring
countries, United States, Asia,
Japan, Europe and others.

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of N. Gligo, “Politicas activas para atraer
inversion extranjera directa en América Latina y el Caribe”, Desarrollo Productivo series, No. 175 (LC/L.2667-P), Santiago,

ECLAC, 2007.
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The intersection of country advantages and investor requirements gives rise to
viable projects; but if these do not coincide with the country’s policy objectives, there
is no reason to implement active policies to attract them. Similarly, policy objectives
may not resonate with enterprise requirements, particularly when the country does
not have advantages that make it attractive for those investment projects.

Costa Rica’s medical instruments export industry, developed almost entirely by
foreign firms, is its main non-traditional export sector. This has been one of the three
priority sectors defined by the Costa Rican Investment Promotion Agency (CINDE).
Beyond this strategic definition, a targeted promotion effort was made to attract a very
specific type of firm. CINDE identified that an obstacle for scaling-up towards more
sophisticated exports was the lack of sterilization services in the country. Once this
problem had been identified, a search was made for international firms to persuade them
to set up in the country. This effort bore fruit, firstly with the installation of BeamOne
(electron beam sterilization) in 2008, and then with the arrival of Sterigenics International
(with ethylene oxide) in 2013, which made it possible for new medical instrument firms
to set up business by being able to use those services.

Costa Rica's targeting on the medical instruments industry —and also on business
services and microelectronics— stemmed from the advantages revealed by the installation
in the country of global firms such as Baxter, Procter & Gamble (shared services) and
Intel. In contrast, efforts in Chile to develop the global services cluster sought to diversify
the production matrix and analyse its potential advantages. Accordingly, a targeted
promotion strategy was defined along with an integrated support programme that
included financial incentives and tools to close human resource gaps. This programme
was implemented by the Chilean Economic Development Agency (CORFO) between
2000 and 2010. In 2011, the US$ 1 billion export target was surpassed, making the
country a major player in terms of investments in global services.

The entry of transnational firms can transform existing industries by increasing
competition from new operators or through technological updating. An example
in the region is investment in telecommunications, a market in which the entry of
foreign competitors with technological advantages enhanced the quality of services
and increased competition, with subsequent reductions in charges on voice and data
communications.

Acting on a targeted basis requires the development of certain institutional capacities:

e Definition of policy goals: the ideal situation is the existence of a formal and
explicit development policy, which can be coordinated with the FDI attraction
policy and help to define objectives.

e |dentification of the country’s advantages: this strategic analysis task should
be undertaken by a permanent team with sectoral experience and international
connections.

e Knowledge of firms' needs: there should be a fluid relationship with potential
investors and those already established in the country, and the capacities needed
to evaluate the projects technically.

Although selectivity aims to find and attract investments aligned with specific
objectives, it does not resolve the problem of transferring the potential benefits, either
from the selected firms or from the remainder of FDI. To achieve that, measures such
as improving the capacities and competitiveness of local firms can be adopted, to
ensure that their production meets the quality standards and offers the prices needed
for foreign firms to become their suppliers. Programmes to create links between local
and foreign firms are also needed.
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In Costa Rica, for example, a programme has been implemented, which, despite
limited scope in terms of the amounts involved, has had positive results in terms
of its growth. It originated in the Local Industry Development and Improvement
Programme (MIL), promoted by CINDE in the 1990s, and the Programme to Foster
Entrepreneurial Linkages (PROFOVE) run by Costa Rica’s Foreign Trade Corporation
(PROCOMER). It focuses on identifying production processes among firms operating
in free zones that offer business opportunities to Costa Rican enterprises (Martinez
and Padilla, 2016).

In 2001-2013, export linkages encompassed a total of 1,682 businesses with a
value of US$ 69.9 million (see figure 111.13). The figures for 2015 show that the linkages
in terms of initial purchase orders totalled US$ 9.3 million to October.™

The export linkages programme in Costa Rica
has shown positive results

10.33  10.22

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of J. M. Martinez and R. Padilla, “Politica
industrial en Costa Rica”, 2016, unpublished.

Costa Rica's experience shows that making the most of the externalities generated
by the actions of foreign firms involves three lines of action (CEE, 2014): (i) adopting
an institutional framework that articulates and strengthens actors at the strategic,
political, technical and executive levels, thereby ensuring smooth implementation
of priority strategies in terms of production linkages; (ii) creating a national supplier
development programme that combines existing initiatives and new programmes
—accessible to linked firms and those seeking to form linkages— in areas where
there are gaps; and (iii) setting up an intensive programme to promote suppliers for
entrepreneurs and firms that have shown capacity to grow and internationalize rapidly,
generating high-quality jobs.

1 In the last five years, national purchases of goods and services (tradable and non-tradable goods) by firms operating under
the tax-free regime grew at an annual average rate of 16%. In 2014, those purchases amounted to US$ 1.573 billion
(PROCOMER, 2015).
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Figure l11.13

Costa Rica: value of linkages
for export, 2001-2014
(Millions of dollars)
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There is consensus on
the potential benefits
of FDI, but harnessing
them is not an
automatic process

E. Conclusions

The quantitative analysis made in the first part of this chapter strengthens the ECLAC
argument that the amount of FDI flows is a limited measurement of its potential benefit
in the receiving country. The benefits cannot be taken for granted through spillover
effects, nor do aggregate statistics adequately reflect certain characteristics of FDI. One
third of FDI is directly targeted on gross fixed capital formation; another third on the
acquisition of local firms; and the last third on displacing investments and expenditure
that would have been undertaken anyway.

This scenario again highlights the need to focus on the quality of FDI, particularly its
capacity to contribute to the formation of intangible capital in the local economy. There
is consensus on the potential benefits of FDI, but harnessing them is not an automatic
process. The transfer and absorption of FDI benefits depends on the characteristics of
the investment and the specific features of the recipient country.

The possibility of harnessing these benefits depends on the skill level of the labour
force, the competitiveness of the local industry and its capacity to supply foreign firms,
and the existence of an associated cluster. Host countries must meet the challenge of
capturing these benefits because, in the absence of the necessary conditions, foreign
firms could become enclaves within those countries, and only a fraction of their benefits
will be transferred to local economies.
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