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A. Overview of foreign direct investment in
Latin America and the Caribbean
1. Inflows of foreign direct investment and the activities of
transnational companies
Globally speaking, in 2010 FDI underwent only a slight upturn, still showing the effects of the international economic and financial crisis which had started in the developed countries. Worldwide FDI flows edged up by just 1% and the rates of the upswing were uneven across destination regions. FDI flows to developed economies contracted further in 2010 (down 7% on 2009), while flows to developing regions climbed by 10%. As a result, for the first time FDI flows to developing countries and transition economies passed the mark of 50% of global flows. Outward flows of FDI from developing countries and transition economies have also climbed and, according to preliminary figures, reached 22% of global outward FDI flows in 2010. In this context in which developing countries are taking on a greater role in FDI flows, Latin America and the Caribbean has been the most dynamic region in 2010, with the greatest increase in both inward and outward FDI flows.
FDI flows started to recover in the last quarter of 2009 and continued to trend upwards in 2010. Excluding the main financial centres, Latin America and the Caribbean attracted US$ 112.634 billion, 40% more than the US$ 80.376 billion received in 2009 (see figure 1). The FDI volumes received in 2010 exceeded the annual average for the decade and maintained an upward trend, reflecting the region’s solid position as an investment destination and location choice for transnational companies.
A number of factors were behind the upturn in FDI flows: the small upswing in the developed economies; growth in some emerging economies which provided demand-side impetus for certain sectors (this is evident in natural resources such as metal mining, hydrocarbons and foods, but also in manufactures, such as the automobile sector and the production of integrated circuits, and in services such as software development and telecommunications); burgeoning domestic demand in Brazil, Chile Colombia, Mexico and Peru ,which has spurred domestic-market-seeking investment by transnational and trans-Latin firms; and, lastly, an increase in outsourcing, especially in the form of remote business services, by foreign firms in response to the crisis.
FIGURE 1
LATIN AMERICA AND THE CARIBBEAN: FOREIGN DIRECT INVESTMENT INFLOWS BY SUBREGION, 1990-2010
(Billions of dollars)

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of official figures and estimates.
The upswing in inward FDI flows has been strongest in South America, where they surged by 56% over the 2009 figure to reach US$ 85.143 billion. Four countries experienced a very large jump in FDI: Brazil (87%), Argentina (54%), Peru (31%) and Chile (17%). FDI flows into Colombia were down on the previous year, but still amounted to US$ 6.76 billion, while investment in the Bolivarian Republic of Venezuela continued to be negative as a result of the nationalization of foreign enterprises.
In Mexico and the countries of the Central American Isthmus, FDI has sought not only to capture domestic markets, but also to establish export platforms to take advantage of wage and location advantages. FDI flows into those countries have grown more slowly than flows to South America, owing to the slow economic recovery in the United States, and fell short of the highs recorded in 2008. FDI flows to Mexico were 17% higher than in 2009, while those to the Central American Isthmus were up by 16%. In absolute terms, Panama and Costa Rica are the largest recipients in this subregion, and in 2010 received US$ 2.363 billion and US$ 1.412 billion, respectively. Honduras, Guatemala and Nicaragua posted growth rates of 52%, 18% and 17%, respectively. The Caribbean subregion continued to feel the effects of the economic crisis, especially the economies which rely most on tourism. FDI flows into the Caribbean fell by 18% to US$ 3.917 billion. This performance was heavily influenced by the 25% drop in FDI flows into the Dominican Republic, the subregion’s main recipient. Haiti shows the subregion’s largest upturn in FDI, since, following the earthquake in January 2010, investment quadrupled over 2009 driven by heavy investments in telecommunications.
To recap, different factors have helped to consolidate the region’s position as a recipient of FDI. Raw-material-seeking strategies by transnational firms have been driven by high commodity prices, which have prompted large investments throughout the region, but especially in South America. Firms seeking local and regional markets have been attracted by rising domestic demand, particularly in large countries such as Brazil and Mexico. Strong economic growth in Brazil in 2010, on the back of the successful countercyclical policy response to the crisis of 2009, was reflected in record FDI figures. Similar developments occurred in Chile, Colombia, Peru and Uruguay.
The destinations of FDI by sector varied from one subregion to another. In South America, natural resources and services drew the largest shares in 2010, with 43% and 30%, respectively (see figure 2). Natural resources are still very important as an FDI destination in this subregion and the weight of the primary sectors in investments actually increased in 2010 by comparison with 2005-2009. In Mexico, the Central American Isthmus and the Caribbean, investments continued to go mainly to manufacturing (54%) and services (41%), while the primary sector received only 5% of the total.
In terms of the origin of FDI flows, the United States remained the main investor in the region in 2010, accounting for 17%, followed by the Netherlands (13%), China (9%), and Canada, Spain and the United Kingdom (4% apiece). The Latin American and Caribbean region itself is increasingly important as a source of FDI, reflecting the rise of trans-Latins. Whereas in 2006-2009, FDI originating within the region accounted for 8%, in 2010 this figure rose to 10%. The information on investment in mergers and acquisitions and in greenfield projects shows the region itself playing a growing role in those areas of investment, as well.
Information on new FDI projects in Latin America and the Caribbean announced by destination sector shows the following pattern of technology content: the bulk of investment projects in the region are low-tech and medium-low-tech; FDI has risen in the past few years in projects in medium-high-tech sectors and projects associated with research and development. The region’s involvement in high-tech projects is still limited by comparison with other regions, and such projects are concentrated in Brazil and Mexico.
FIGURE 2
LATIN AMERICA AND THE CARIBBEAN: DESTINATION
SECTORS OF FOREIGN DIRECT INVESTMENT
BY SUBREGION, 2005-2010 A
(Percentages)


Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of official figures and estimates.
a El Salvador and the Dominican Republic include maquila in the “other” category, and the Dominican Republic includes commerce under “manufactures”.
2. Outward foreign direct investment and trans-Latin companies
In 2010 outward FDI from the Latin American and Caribbean countries nearly quadrupled with respect to 2009 to set a new record of US$ 43.108 billion (see figure 3). The region is thus becoming increasingly important as an investor and its share of direct investment flows from all developing countries rose from 6% in 2000 to 17% in 2010. The higher flows of outward FDI in 2010 reflect weightier investments by firms from Mexico, Brazil, Chile and Colombia, which together accounted for over 90% of the region’s outward FDI in 2010. In three of these countries —Mexico, Chile and Colombia— direct investment abroad reached all-time highs.
FIGURE 3
LATIN AMERICA AND THE CARIBBEAN: NET OUTFLOWS OF FOREIGN DIRECT INVESTMENT, 1992–2010
(Millions of dollars)

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of official figures and estimates.
The surge in investments by trans-Latins has come about in a context in which the emerging economies are noticeably shifting patterns in the global economy. Transnational companies from developing countries have been making increasingly significant contributions to global FDI flows. Moreover, transnational companies based in developing countries are expanding even amid mounting competition and consolidation at the global level. This process is occurring not only in final consumption industries with differing levels of technology intensity, but also in some supply industries.
The firms which have internationalized the most in the past decade have been those from Brazil, Chile, Mexico and, more recently, Colombia. Much of this process has taken place in basic industries (hydrocarbons, mining, cement, pulp and paper, and iron and steel), mass consumption manufactures (food and beverages) and some services (energy, telecommunications, air transport and retail commerce). A significant proportion of Latin American and Caribbean transnational investments are directed at neighbouring countries. For example, 47% of the mergers and acquisitions concluded by Latin American companies in 2010 took place in a country in the region. Trans-Latin greenfield investments also largely stay within the region —59% of the total in 2010— which underlines the importance of trans-Latins as agents of regional integration and as a means of sharing production-related practices and know-how.
By country, Mexico made the largest foreign investments in 2010. Its outward investment jumped by 81% to a record US$ 12.694 billion (see figure 4). Although Mexico’s outward investments went mainly to manufacturing in earlier years, the services sector has gained greater prominence recently. In 2010 in particular, outward investments consisted mainly of large acquisitions in the media, telecoms and food sectors. Brazil’s foreign investments rose to US$ 11.5 billion in 2010, bouncing back strongly from the contraction seen in 2009. New investments were channelled to a number of sectors: within natural resources, the largest proportion went to metallic minerals; within manufacturing, to food and metallurgy; and within services, to financial services. It should be recalled that Brazilian firms have received substantial support from public funds for their internationalization efforts. The
country’s leading firms have long benefited from strong public policy impetus, which gained further strength from the production development policy launched in 2008.
FIGURE 4
LATIN AMERICA AND THE CARIBBEAN (SELECTED COUNTRIES): OUTWARD FOREIGN DIRECT INVESTMENT, 2009 AND 2010
(Millions of dollars)

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of official figures and estimates.
a Costa Rica, El Salvador, Guatemala and Honduras.
Investments abroad by Chilean firms rose 8% in 2010, to reach a record US$ 8.744 billion. The largest proportion of this —58%— went to other Latin American countries, mostly to financial services, the retail trade and, to a lesser extent, manufacturing. Colombia’s outward FDI totalled US$ 6.504 billion in 2010, double the amount registered in 2009, led by investments in mining and quarrying, which represented US$ 4.5 billion, or 70% of all flows of outward direct investment. Outward investments also rose considerably for the Central American countries in 2010 (119% up on 2009), to reach US$ 119 million. Firms from El Salvador made the largest investments outside their home country in 2010, followed by those of Guatemala and Costa Rica. Although no official figures are available for Panama, a number of sources indicate that the country makes hefty outward investments in financial services and transport.
Aside from the dynamics of internationalization by Latin American firms, the impacts on the countries of origin and, therefore, the associated policy debate, are complex and have only recently found their way onto the region’s research agenda. The decision on whether to pursue a proactive policy in this direction must take several points into account, such as how to distinguish the benefits for the company from the benefits for the economy as a whole. The arguments in favour of a proactive policy include improved production and management standards, increased productivity, the acquisition of new knowledge and the strengthening of technological capacities across the national productive structure through leveraging of externalities. The positive effects of internationalization can thus be multiplied through the company’s linkages with the local innovation system. Conversely, those who oppose public assistance for business internationalization argue that, as leaders in their countries, these companies are not the agents most disadvantaged when competing in global markets, and that it is no easy matter to guarantee that the benefits of internationalization will spill over into the rest of the economy.
The prevailing uncertainty surrounding the economic recovery in the developed countries makes it difficult to forecast FDI flows for Latin America and the Caribbean in 2011. On the basis of the region’s economic growth prospects, long-term trends in FDI flows and preliminary information, however, ECLAC projects FDI flows into the region could rise between 15% and 25% to reach a new all-time record in 2011.
Be this as it may, the region is becoming increasingly internationalized and globalized and FDI is a key part of that process. Accordingly, it is important to make progress towards greater understanding of the impacts of FDI and better distribution of its benefits.
B. Central America, Panama and the Dominican Republic: foreign direct investment and export platforms
FDI has played a fundamental role in the development of Central America, Panama and the Dominican Republic (hereinafter referred to as the subregion) and, during a period spanning over a hundred years, a number of different phases have been observed. Since the 1990s, inward FDI into the subregion has increased sharply, triggered by supply and demand factors, privatization of State-owned energy and telecommunications companies and mechanisms for
access to the United States market, including the Caribbean Basin Initiative, the Generalized System of Preferences
and the United States-Caribbean Basin Trade Partnership Act (CBTPA) and, more recently, the entry into force of the
Dominican Republic-Central America-United States Free Trade Agreement (CAFTA-DR). This boom was driven by the integration process under way in the subregion, which encouraged intraregional investment and, overall, increased the share of FDI in GDP, thus acting as a complement to domestic saving.
1. Pattern of foreign direct investment in the subregion
In recent decades, notably in the 1980s, FDI flows into the subregion were particularly sluggish, owing mainly to the civil and political conflicts waged in El Salvador, Guatemala and Nicaragua. The countries that proved most attractive for FDI were Panama, the Dominican Republic and Costa Rica, all of which enjoyed a sounder business climate at that time. The decade saw the involution of manufacturing for the domestic market and the beginning of a flow of investments from the United States and Asia into the garment industry and the free economic zones. At the same time, countries in the subregion sought to diversify their exports in an effort to achieve integration in the United States market.
In the 1990s, FDI inflows started to pick up from the low levels recorded in the 1980s, thanks in no small measure to the peacemaking processes taking place in the subregion but, above all, to business opportunities resulting from privatization of State-owned firms (for the most part in El Salvador, Guatemala and Nicaragua), the improved business climate and the first proactive FDI-promotion policies. Along with the establishment of free economic zones and other special regimes, new tax and financial incentive schemes and FDI promotion policies were introduced and a new public framework of investment promotion agencies and business partnerships took shape geared to export and investment promotion. This occurred amid growing international competition, resulting in global offshoring of production driven by cost-cutting concerns.
The countries that attracted the highest FDI inflows in absolute terms between 1999 and 2010 were Panama and the Dominican Republic (24% and 25%, respectively), followed by Costa Rica (19%), Honduras (10%), El Salvador (9%), Guatemala (8%) and Nicaragua (6%) (see figure 5). From the mid-1990s, FDI grew significantly as a percentage of GDP (see figure 6), to stand at 3.6% on average during the period 1990-2010. The highest values were recorded by Panama and Nicaragua —in the first case because of the amount of FDI received and in the second, in relation to its relatively low GDP— while in El Salvador, Guatemala and the Dominican Republic, FDI represented a smaller percentage of GDP.
FIGURE 5
THE CENTRAL AMERICAN ISTHMUS AND THE DOMINICAN REPUBLIC: NET FOREIGN DIRECT INVESTMENT
INFLOWS BY COUNTRY, 1999-2010
(Percentages)

Source: Economic Commission for Latin America and the Caribbean (ECLAC), estimates on the basis of official figures.
FIGURE 6
THE CENTRAL AMERICAN ISTHMUS AND THE DOMINICAN REPUBLIC: FOREIGN DIRECT INVESTMENT AS
A PERCENTAGE OF GDP, 1990-2010
(Percentages)

Source: Economic Commission for Latin America and the Caribbean (ECLAC), estimates on the basis of official figures.
From a longer-term perspective, one noteworthy feature is the restructuring and gradual transformation of the industrial matrix following the decline in exports from the textile and garment sector and the rise in services, especially those provided by call centres and business process outsourcing (BPO). The transnationals adhered to their strategy of generating low-cost export platforms, although the type of sector targeted did vary, with consequences in terms of diversification, investment and exports. Export promotion has been based on fiscal incentives, which, along with economic openness, have helped to redirect resources towards the export sector.
Between 1999 and 2010, FDI shifted from the manufacturing sector to services, in particular tourism, the real estate industry and business process outsourcing. Whereas, in 1999, manufacturing was a major investment target in all the countries of the subregion, except Panama, within a decade, a decline was evident, especially in textiles and garment manufacturing (except in Honduras and Nicaragua), while investments in services expanded in all countries. The expansion in Panama is unsurprising since it has traditionally been a recipient of investment in the services sector. In the other countries, this category of FDI has soared, especially in business process outsourcing. In the Dominican Republic, services continue to be significant, but their percentage decline from 80% of total FDI in 1999 to 56% in 2009 was due to major investments in mining. Growth in FDI in services in the other countries was driven by incentives (tax exemptions and financial incentives), which continue to apply to investments in export-oriented activities that operate under special regimes, and by the new export orientation that has been emerging in the past decade. In most of the countries of the subregion, investment in free economic zones accounts for a significant percentage of total FDI. As regards the source of the FDI, the United States was the leading investor in the subregion (38%) between 1990 and 2010, followed by Spain (8%), Canada (6%) and Mexico (4%).
Efforts by the countries of the subregion to attract FDI and promote exports under special regimes and, subsequently, under CAFTA-DR boosted exports strongly and were successful in diversifying the export mix. This outcome was due in no small measure to the success in attracting FDI. The composition of the sectors targeted by FDI has led to changes in the export mix, particularly given the growth in exports by companies operating in free economic zones or under inward-processing or other similar arrangements.
Exports of goods under special regimes account for over 50% of goods exported by Costa Rica, El Salvador, Honduras and Nicaragua. In the case of Panama, exports of goods subject to special regimes account for a very small share of the total because export figures do not include reexports from the Colón Free Zone. Exports produced under the free-zone regime account for the bulk of all exports subject to special regimes, except in the case of Guatemala and Panama. If exports of services are included, then exports from free zones account for an even higher proportion of total exports of goods and services.
Outward investments from the Central American economies also trended upwards until 2008, when the financial crisis struck. Costa Rica, El Salvador and Guatemala are the main outward investors. Panama is a special case with outflows in the past four years estimated at over US$ 2 billion, including operations by foreign companies that invest in third countries through their Panamanian subsidiaries.
2. Current incentives and reforms for attracting investments and promoting exports
Countries in the subregion have used fiscal or financial incentives or FDI promotion and attraction policies as part of efforts to encourage foreign companies to set up local operations. Trade liberalization and strategies for international integration unleashed a “race to the bottom” for attracting FDI to the region. The fiscal cost of export incentives has been hotly debated in the different countries, especially the grant of tax credit certificates and the exemption from income tax awarded to export companies.
With a view to attracting investments, legislation on tax incentives conditional on export performance has been enacted in all countries, but will need to be amended since export conditionality is prohibited by the Agreement on Subsidies and Countervailing Measures. Thus, Costa Rica, the Dominican Republic, El Salvador and Panama have drawn up proposals for reforming their incentive regimes and some of them have enacted new legislation. Guatemala is the only country bound to amend its incentive regime which has yet to present a reform proposal. Honduras and Nicaragua do not have to change their incentive schemes as long as their per capita income remains low.
Prior to the reforms, the tax incentives were offered to all companies that set up operations under the free-zone regime. With the recent reforms, Costa Rica and Panama will continue to grant tax incentives but only to sectors deemed strategic and to relatively undeveloped areas. The proposal in the Dominican Republic is to continue to grant incentives to all types of companies and to add new beneficiary categories, such as science or technology parks and utility companies. There are still no proposals for reform of the free-zone regime in the other countries.
Various elements are common to the reforms approved or under discussion: first, total or partial exemption from income tax; second, the inclusion of high-technology- and research-and-development-intensive activities as a strategic beneficiary sector. In addition, Costa Rica and the Dominican Republic have provisions for fostering production linkages between companies operating under the free-zone regime and local companies.
El Salvador and Panama revised their export promotion regime legislation, which granted conditional subsidies. No modification of this incentive regime will be necessary in the remaining countries, except for Guatemala, which has not prepared a proposal. In El Salvador and Panama, the changes have led to inroads into new areas with major policy steps for boosting productive sectors within the framework of their national innovation systems.
The reforms, albeit far-reaching, are subject to discussion, in particular the reform of free-zone legislation. One option would be to expand them into a broader development policy, incorporating measures for harnessing the potential of FDI to act as an instrument of technology and knowledge transfer. The proposal is that existing tax incentives should be valued also in terms of their impact on public finances and viewed as an instrument for creating the conditions for establishing FDI and linking it with local economies, with a view to transferring technology and knowledge and permitting local businesses to move up the value chain.
Countries have seized the opportunity to design “new generation” incentives. These seek not only to attract FDI and generate employment, as has occurred in the past, but also to facilitate the transition from an export-promotion scheme to an investment-support scheme, the idea being to enhance productivity and reduce structural heterogeneity.
Although the Agreement on Subsidies and Countervailing Measures and the more stringent regulations of the World Trade Organization (WTO) have restricted opportunities for developing an industrial policy, such opportunities still exist and should be seized proactively by the countries as a way of improving their production specialization and creating new competitive advantages. This can be achieved by promoting production linkages as a strategic focus for expanding and deepeningknowledge-based assets. To this end, it is important to look at the type of FDI that is being established in each country and to try to attract fresh investments that are able to generate technological externalities. Thus, the effort to attract FDI must go hand in hand with development of the capacity to absorb new knowledge and technical and economic paradigms. This calls for the development of new production capacities.
The countries of the subregion are making headway with the reform of their export incentive legislations in order to bring them in line with WTO regulations. The reforms already approved and under discussion seek to eliminate the performance requirements that have been called into question and move towards replacing the export promotion scheme with an investment promotion scheme. The advances towards the establishment of an integral development policy are, however, still insufficient for defining an integral diversification strategy. In this strategy, FDI could contribute to advances in value chains, knowledge-building and product differentiation, with a view to achieving stronger linkages with the global economy. This would reinforce the role that FDI has played as a catalyst and modernizer of the region’s production structure and services.
C. Direct investment by China in Latin America
and the Caribbean
China is now the world’s second largest economy and largest exporter of goods. Although the country has undoubtedly been a key player in world trade for over a decade, Chinese companies have only recently begun to invest large amounts overseas. Chinese FDI took off at a time, in fact, when world flows were plunging owing to the financial crisis: in 2008 China’s investments overseas exceeded US$ 50 billion for the first time and in 2009 it was the world’s fifth largest investor country.
Recent trends in Chinese FDI have been influenced by a number of domestic and external factors. One of the most important of these is the Government of China’s policy of encouraging its companies to expand abroad. This policy has been in place since 2000 and its principal instrument is the financing offered by State-owned banks for companies’ overseas expansion projects. Almost all of the biggest Chinese transnational companies
are State-owned.
Even in the case of State-owned companies, however, government policy alone cannot account for Chinese FDI. The State may have been promoting international expansion, but Chinese companies were also persuaded to invest abroad by their own growth, diversification strategies and technological development. The strong growth of the Chinese economy, extremely high savings levels, a strong export performance and advances in science, technology and innovation have created capacities in many companies that have been leveraged through foreign investment. In many cases, Chinese firms have bought companies overseas to secure key assets such as technology or brands in advanced economies, or to access natural resources in developing countries.
Chinese direct investment in Latin America gained significant momentum in 2010, when Chinese transnationals invested over US$ 15 billion in the region, the vast majority in natural resource extraction. China has thus become the third largest investor in the region, behind the United States and the Netherlands. In the medium term Chinese companies are expected to continue to invest in the region and diversify into infrastructure development and manufacturing.
The recent wave of investments was preceded by a strong trading relationship over the past decade. China is now the region’s third largest trading partner, behind the United States and the European Union, and will soon overtake the latter. China’s impact on trade in Latin America covers three areas: as an exporter of manufactured goods to almost every country in the region; as a buyer of raw materials, principally from South American countries; and as a strong competitor in the region’s export markets, in particular for Mexico and Central America. The first two areas have defined investment relations between China and Latin America.
For the most part, Chinese companies have invested in Latin America to reduce their exposure to raw material price rises. This business rationale was combined with pressure from the Government of China to secure sufficient supplies of energy and raw materials, which accounts for the considerable support provided by public banks for these operations. Accordingly, over 90% of confirmed investments by Chinese companies in Latin America have gone to natural resource extraction. Table 1 provides an estimate of acquisitions and greenfield investments in Latin America and the Caribbean up to 2010 and those expected from 2011 on.
TABLE 1
FOREIGN DIRECT INVESTMENT FROM CHINA IN SELECTED ECONOMIES OF LATIN AMERICA AND THE CARIBBEAN
(Millions of dollars)

Source: (ECLAC), estimates on the basis of information from Thomson Reuters, fDi Markets [online] http://www.fdimarkets.com/ and interviews with representatives of the respective companies.
The main recipient countries have been Brazil, Argentina and Peru, all of which have a close trading relationship with China. The country is also sometimes an important source of investment for smaller economies, as has recently been seen in Ecuador and Guyana. With the exception of Costa Rica, Chinese investment has almost no relevance in Mexico and Central America.
The biggest investments have been made in the hydrocarbons sector, in two stages: the first involved individual exploration and production concessions tied to agreements between States (in the Bolivarian Republic of Venezuela, Ecuador and Peru); and in the second, more recent stage, Chinese companies have opened up to partnerships with international private companies, principally in Brazil and Argentina. In the mining sector, Peru has been the main recipient of investment, largely for copper extraction, followed some way behind by Brazil, for iron-ore mining. Investments in agriculture are also driven by the strategy to secure supplies of raw materials. These have been much smaller in volume terms, but can still have a significant impact domestically. The entry of Chinese companies into this sector has caused concern among governments in the region over the implications of allowing land to be controlled by foreign investors and the possible impacts on food security and livelihoods in rural areas.
Chinese FDI in the region will probably continue to be dominated by companies specializing in natural resources, given the ambitious expansion plans they have announced. In any event, the pace of investment in this industry will depend on raw material prices, while other factors will encourage diversification towards other sectors. As the Chinese economy grows and its biggest companies develop, the number and variety of firms with the resources and motivation to invest abroad, including in Latin America and the Caribbean, will gradually increase. In addition, steadily rising domestic production costs, a trend towards geographical diversification of production to sidestep trade barriers, and the proactive policy of the Government of China will all drive foreign investment.
Infrastructure construction is one sector in which Chinese companies will increase their presence in the region. The rapid pace of construction in China has built up considerable capacity in this sector. Chinese construction companies are characterized by low costs and an ability to offer financing to their customers (often with the official assistance of the government). Furthermore, many firms, such as those setting up telecommunications networks or building railway equipment, have demonstrated remarkable technological progress over the past few years.
In manufacturing, investments are primarily designed to sidestep trade barriers in certain domestic markets. Companies aspiring to be world leaders in their industry are keen to diversify their production base to avoid real or potential trade barriers, while the Government of China looks favourably on any measures that help reduce its foreign exchange surplus. Brazil has been the main destination for manufacturing projects, although preliminary investments are under way in Mexico with a view to establishing an export platform in the country. No significant investments in export platforms in Central America or the Caribbean have been recorded thus far.
The fact that such large sums have been invested by China, for the first time and within a short space of time, has prompted criticism from some governments, business people and civil society stakeholders in the region. In particular, it has been suggested that the focus of Chinese investment on natural resource extraction hinders domestic industrial development and technological upgrading. Criticism has also been levelled at the fact that the vast majority of Chinese transnational companies are State-owned, meaning that assets acquired in business transactions are ultimately controlled by a foreign government. Lastly, some Chinese companies in the natural resources sector have been accused of maintaining lower social and environmental standards in their operations than other transnational companies.
The advent of a new source of investment in the region provides opportunities for companies in need of capital and technology to sustain their growth. This applies to copper mining in Peru and to the hydrocarbons sector in Argentina and Brazil, which have been the focus of the biggest investments to date, and may soon apply to infrastructure construction and some manufactured goods. The governments of Latin America and the Caribbean may be able to take advantage of this investment impetus to create new paths to development, by, for instance, tying the exploitation of raw materials to the construction of public infrastructure, or by offering incentives to establish domestic industries for processing these resources.
To capitalize on these opportunities, policies need to be formulated and implemented that reshape the industrialization pattern of the Latin American and Caribbean countries, promoting structural change in favour of sectors that are more knowledge- and technology-intensive. However, the first step must be to recognize that there are huge differences between the strategic vision that has guided China in its economic and industrial development, and the prevailing view in the region regarding the way to advance in the process of economic development.
D. Telecommunications operators and the transition
to convergence and broadband
Over the last decade, telecommunications services have undergone a thorough reorganization and transformation at the global, regional and national levels. That change is attributable to the progressive breakdown of the barriers between the traditional segments (fixed telephony, mobile telephony, broadband access, Internet, pay television and broadcasting) and the gradual shift of the industry’s focus from voice to broadband. In this scenario, consumer habits are changing, companies are reviewing their business models and national authorities are facing the urgent need to adapt existing sector-specific regulations in the light of technical convergence and to reconsider the role of broadband access in society and in national development strategies.
In the business sector, the rapid decline in traditional sources of revenue from voice traffic is putting pressure on operators to seek new business segments associated with data traffic. Old networks are increasingly overloaded by new applications that require a high bandwidth, mainly for video, which can lead to bandwidth saturation
(see figure 7). Operators are therefore being driven to migrate to next generation networks (NGN) based entirely on Internet Protocol. This presents the industry with two challenges: making the necessary investments in infrastructure to meet the technical requirements of new services and, at the same time, strengthening and increasing the demand for new services in order to reverse falling revenues and ensure the sustainability of the new business models.
At present, the high costs and deep uncertainty associated with this inevitable transition have forced operators to seek hybrid formulas (based on twisted-pair copper wiring and cable modem) to prolong the useful life of their traditional businesses. These include package offers (often referred to as triple play), which have made it possible for companies to continue earning revenue from voice services and have helped to extend the use of broadband, develop pay television and stem the migration of their customer base. At the same time, mobile communications have seen a rapid improvement in infrastructure, which has set in motion a mass migration towards third-generation (3G) technology and the first steps towards the deployment of new fourth-generation (4G) networks, thus enabling the speedy development and expansion of wireless data traffic. That said, fixed technologies have so far led the way in the development of broadband access, as they still have a greater capacity available than the mobile segment. However, even though mobile technologies are still not a perfect substitute for fixed infrastructure, they do complement it and the convergence of these two technologies indicates that the difference between the services they provide will diminish significantly in the near future.
FIGURE 7
GLOBAL CONSUMER INTERNET TRAFFIC (HOUSEHOLDS, UNIVERSITIES AND INTERNET CAFES), 2009-2014
(Thousands of exabytes per month)

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of information provided by CISCO, Hyperconnectivity and the Approaching Zettabyte Era, 2 June 2010.
In a context marked by volatility and borrowing constraints, the larger companies with more financial clout were better prepared to take advantage of the opportunities offered by an industry experiencing rapid transformation. The large companies therefore sought assets that would enable them to offer full convergent packages, scale up by increasing their share in competitive markets and secure access to emerging markets with high growth potential (Brazil, China and India). Pursuit of this objective has led to an intensive process of corporate mergers centred on the domestic markets of the advanced economies and more rapid internationalization of the leading operators. Particularly in the wireless segment, in the more advanced markets consolidation has led to there being no more than three operators, which seems to be the number needed to achieve a return on operations in the domestic market. Without doubt the consolidation process will continue with the next stage involving the largest emerging markets, which remain very fragmented.
Although the epicentre of this process has thus far been in the industrialized countries, the Latin American and Caribbean region has not been unaffected; however, the markets of the region are lagging somewhat behind in terms of consolidation and the different sectors of the population are more segmented. Notable changes have occurred: the penetration of mobile telephony has reached almost 100%; fixed telephony has stagnated; broadband access is gaining ground, albeit more slowly than in the advanced economies; regulatory changes favouring convergence have prompted offers of bundled services packages, which are very popular in many countries, though not in the largest ones; and operators are showing a clear strategic preference for the mobile segment, in terms of coverage, deployment of infrastructure, promotional tariffs and loyalty policies. This situation has led to the rapid consolidation centred on two transnational operators: the Spanish company Telefónica and the Mexican company América Móvil. These operators currently dominate more than 60% of the Latin American communications market. However, in some countries they are facing serious competition from alternative operators, especially pay-television companies, which are often part of large audio-visual media groups (Cablevisión of Grupo Clarín in Argentina, Megacable and Cablevisión of Televisa in Mexico, and VTR in Chile), and mobile telephony companies, some of which have large local capital shares (Entel in Chile, Oi and TIM in Brazil, Nextel in Mexico, Millicom and Digicel in Central America and the Caribbean).
The vast majority of countries in Latin America and the Caribbean still have rigid regulatory frameworks and lack policies that proactively and explicitly promote the development of the industry. Regulation must be brought into line with a reality that is changing quickly as a result of rapid and continuous technological progress, which is stimulating a convergence towards a single multifunctional IP-based infrastructure. It is also important to progress towards ways of finding a balance between offering prices low enough to enable the mass uptake of services and earning revenues high enough to make a return on the large investments that operators must make to modernize their fixed and mobile network infrastructure.
Overall, with the exception of mobile telephony, the gaps with respect to the advanced economies have continued to grow, particularly in the new broadband technologies. Fixed broadband connections are dominated by ADSL (Asymmetric Digital Subscriber Line), a data transfer technology that works over conventional copper telephone wires, while the vast majority of mobile communications users are subscribed to second-generation (2G) prepaid services, even though there is wide 3G coverage. These characteristics of the Latin American market lead to a low average revenue per user (ARPU); companies have therefore focused their strategies on taking advantage of economies of scale in order to maximize returns on old infrastructure by creating bundled services packages, thus cream-skimming the market. The market for convergent data services is still limited as it is confined to high-income sectors. Against this backdrop, the main regional operators have secured positions among the leading companies in the industry and, even more importantly, have become the most profitable communications companies in the world, surpassed only by China Mobile (see figure 8).
FIGURE 8
WORLD’S LARGEST TELECOMMUNICATIONS SERVICES COMPANIES: AVERAGE PROFITS AS A PERCENTAGE
OF SALES, 2005-2009
(Percentages)

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of information from Fortune Global 500, various issues.
After achieving a solid and broad regional presence, the leading operators, put under pressure by the rapid rate of obsolescence of their infrastructure, have begun to reorganize and integrate their assets, and to develop new business models to take advantage of the future spread of broadband and guarantee the sustainability of their operations.
The first stage focused on the most dynamic and profitable segment of the industry: wireless communications. Operators have implemented different measures designed to improve the quality of services with a view to customer retention. Companies are striving to facilitate and encourage the migration of their prepaid customers to bundled products and postpaid service contracts. As well, they are gradually shifting their focus from attracting new customers to retaining existing customers, increasing the emphasis on efficiency by seeking ways of using the network infrastructure more effectively. With broad 3G coverage and embryonic plans to deploy 4G infrastructure, operators are trying to increase the capacity and coverage of Internet access in order to take advantage of the growth and emergence of new services and applications designed for mobile broadband and thus reverse the downtrend in average revenue per user.
To the same end, regional operators are seeking to simplify their range of products and services, strengthen partnerships with providers and other companies in the industry and, above all, continue to bundle services and improve their infrastructure in order to update their services and enhance access speeds, prioritizing the use of ADSL technology for the moment in order to get the most out of their copper networks. Operators are currently working towards integrating their infrastructure to offer multiple services. However, they still lag behind in the deployment of optical fibre next generation networks, although this technology is already being used to lay trunk and backhaul networks for base stations in the main urban areas in the region. The investments needed in next generation network infrastructure are considerable and the conflicts faced by companies in the developed economies have spread to the countries of the region. The leading operators are therefore paying close attention to the debate on the future model for the Internet, especially where unlimited plans and network neutrality are concerned. In this connection, it has been suggested that content providers should contribute to network maintenance and that it is necessary to offer a variety of Internet tariffs in order to make the current business models sustainable. As well as their efforts made regarding fixed and mobile communications, companies are trying to further integrate those segments and regionalize their operations. Integrated operators are therefore looking for ways to reduce operating costs and optimize investments so that they can then concentrate on offering a new range of integrated fixed-mobile services.
Lastly, two policy areas are under discussion in the global and regional debate: first, the adaption of regulation to a reality that is changing rapidly as a result of an ongoing technological revolution which is moving towards convergence; and, second, the difficulties involved in finding a balance between service prices low enough to allow their mass uptake and revenues high enough to ensure returns on the large investments that operators must make to modernize their networks.
In this context, ECLAC has recommended two lines of action: strengthening the technical capacity and independence of the sector’s regulators; and initiating a substantive dialogue between governments and operators to arrive at specific definitions for standards, networks and rates of access and profitability. Progress has been made, but thus far at an inadequate pace which has left the region lagging behind in terms of the mass uptake of broadband access, its appropriation by users and investments in advanced networks. Measures must be taken rapidly to implement these lines of action, especially given that decisions now being considered will affect not only the size of investments, but also which areas will benefit: whether the development of advanced mobile networks or the installation of optical fibre fixed networks. Strengthening effective mechanisms for technical dialogue between the authorities and the large operators with a view to taking policy decisions seems to be the best path.
E. Foreign direct investment in the software industry in Latin America
The significance of the software industry lies in its contribution to structural change in developing countries by transferring and disseminating new technologies, creating skilled jobs and generating exports of services. International experience shows that the software industry, like the manufacturing industry, has spillover effects on all sectors of the economy, spurs productivity and helps to diversify the supply of exports, making it a driver of economic growth. Accordingly, this industry is generating employment opportunities and new business around the world, especially in developing countries, thanks to increasing returns to scale and the high elasticity of export revenue. Latin America in particular has become known not only for its potential as a destination for offshoring of software operations but also as an emerging force in the industry.
The region continues to strengthen its presence in the software industry, and FDI in the sector has been on the rise. Since the early 2000s, the combination of internationally competitive costs, ready availability of qualified human resources and time-zone proximity to the United States and Europe has made Latin America an attractive destination for the offshoring of software centres. In the current stage of development of FDI in the software sector, transnational companies have sited major projects in Argentina, Brazil, Chile, Colombia, Costa Rica, Mexico and Uruguay, most of them with high levels of specialization and standards on a par with the leading international centres. But the situation varies widely from country to country, with three patterns of specialization identified: countries with a large domestic market that is not very export-oriented (Brazil and Mexico); countries with a small domestic market that is highly specialized in exports (Costa Rica and Uruguay); and countries with a medium-sized domestic market that combines both strategies (Argentina, Chile and Colombia).
Transnational software companies can be an effective means of transfer of new knowledge and technologies, with the consequent impacts on productivity and growth. The business strategies of these companies have shifted from cost arbitrage to a geographically diversified global production model (global offshoring).
The software industry has thus globalized in successive stages of offshoring and international deployment from the developed countries towards new, emerging markets. The industry is now entering a new growth cycle that will be shaped by changes associated with new technologies, business models and business strategies. There are at least four trends linked to this new phase: (a) integration of global operations; (b) migration of the hardware industry towards higher-value-added service segments; (c) adoption of new business models in the industry; and (d) changing innovation processes.
Latin America could establish itself as a global software location (as China, India and countries of Eastern Europe have), thanks to the new strategies being pursued by transnational software companies. These strategies consist of combining global operations over different time zones, cost levels and operational risks. The major transnational software companies can thus combine operations in high-cost countries like Canada, the United States and the countries of Western Europe with operations in countries that are relatively lower in cost but pose greater operational risks, such as in Asia and the Pacific, Eastern Europe and Latin America. This global operating model enables companies to better balance customer preferences for nearshore or farshore locations, gain better access to skilled human resources, manage operational risks better and take advantage of time-zone differences to speed up the project and service cycle.
The software industry displayed relative stability as to the number of new projects developed at offshore locations during the period 2004-2008, but a substantial drop from 2009 in the wake of the international crisis. A total of 2,749 cross-border software investment projects were recorded between January 2003 and November 2010, located primarily in India (24%), China (10%) and the United States (10%). Latin America’s share of the total number of projects was 6%, compared with 48% for Asia and the Pacific, 21% for Western Europe and nearly 10% for Eastern Europe. The 10 principal companies with global software projects were IBM, Microsoft, Hewlett-Packard, Oracle, SAP, Google, Sun Microsystems (owned by Oracle), Fujitsu, Siemens and Capgemini, which together accounted for 22% of the total.
Three differences have been observed between the trend in new project launchings in Latin America and the Caribbean and the worldwide trend. The first is the growth in the number of projects after the crisis. The second has to do with the growing share of companies from India and Spain. The third concerns the participation of trans-Latin software companies. Of the 102 companies that have invested in Latin America, IBM is the most active, with 17 new projects announced; it was followed by Microsoft, Tata Consultancy Services (TCS), Accenture, Oracle and Hewlett-Packard, which, together, accounted for 26% of the projects. Trans-Latin companies accounted for 10 projects; a noteworthy example is Sonda in Chile. The principal locations included Brazil, with 36% of the projects; Mexico, with 23%; Argentina, with 16%; and Chile, with 14% (see figure 9).
The development of the software industry in Brazil and Mexico and, to a certain extent, in Argentina can be traced back to former industrialization strategies that led to the establishment of a productive manufacturing base and to specialization in information technology and electronics. Industrialization along these lines also attracted the main hardware manufacturers at the time and led to the transfer of new, ICT-related technologies and the development of specialized human resources. The main difference between Brazil and Mexico is that the former stands out for its attractive domestic market and the latter for its geographical proximity to the United States market.
FIGURE 9
LATIN AMERICA AND THE CARIBBEAN: ANNOUNCED SOFTWARE PROJECTS BY COUNTRY AND AMONG THE TOP 10 COMPANIES
(Percentage of total number of projects)

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of fDi Markets [online] http://www.fdimarkets.com/ up to November 2010.
The economic opening that began in the 1990s coincided with the birth of software company offshoring in Latin America as the hardware and electronics industries shifted to China and other Asian countries. The main hardware companies with a presence in Brazil and Mexico (such as IBM, Hewlett-Packard and Unisys) began to turn their manufacturing plants into service centres, taking advantage of the available infrastructure and skilled human resources. That is why the major software development centres in Latin America are found in locations that had a robust specialization in electronics, such as São Paulo, Guadalajara and Monterrey.
Aside from Brazil, software industry offshoring to South America began to develop in the 2000s, albeit with varying paces and areas of growth. Of the 159 new software projects recorded as FDI in Latin America over the past eight years, 25 were set up in Argentina, 23 in Chile and 7 in Colombia. This development was due to the fact that these countries were also able to capitalize on their relative proximity to the United States market, and they placed their skilled human resources on the international market at a competitive cost.
Argentina has led the software offshoring industry in South America thanks to its extensive network of higher education institutions that are capable of providing a constant flow of graduates in cities like Buenos Aires, Córdoba and Rosario at competitive costs. The industry developed more recently in Chile and Colombia than in Argentina, but it grew quickly during the second half of the decade: in both countries, the industry developed over a period of no more than five years.
In Central America there is a wide range of experiences in developing the business services industry. A good example is Costa Rica, which during the 1990s launched a strategy for attracting major international software centres. Uruguay is a special case in that it began to develop its software export industry in the 1990s and has since posted the fastest growth in the region and the best export performance.
Latin America has become a strategic location for most transnational software companies that have implemented successful internationalization strategies and established themselves as leaders, both regionally and internationally. Table 2 shows the major companies that have consolidated their operations in the region and are taking on a key role in the transfer of new technologies, the training of human resources and export supply development.
United States-based transnational software companies may be divided into two groups, according to corporate strategy. The first group comprises companies with strategies for consolidating their global IT service centres, such as IBM and Hewlett-Packard. The other is made up of companies with strategies for consolidating their software engineering centres, such as Dell, Intel and Motorola. Among the European transnational software companies with a presence in Latin America, the most important ones include SAP (Germany), Capgemini (France) and Indra (Spain), which combine software development services with business process and ICT consulting services. In addition, Latin America has become a strategic location for Indian companies serving customers in the United States in view of the region’s time-zone proximity and competitive costs. These companies arrived in Latin America in the 2000s, after the United States and Europe-based firms.
Latin America has also seen the emergence of a wide variety of local companies engaged in global IT services. These trans-Latin software companies are pursuing internationalization strategies to gain a share of regional and international markets. Notable among them are Mexico’s pioneering Softtek, Sonda in Chile as it consolidates regionally, Argentina’s emerging Globant and Brazil’s TOTVS as it specializes in the region.
TABLE 2
PRINCIPAL TRANSNATIONAL SOFTWARE COMPANIES OPERATING IN LATIN AMERICA

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of information from interviews with representatives of the respective companies.
There is space for growth in inserting Latin America in this industry, which can benefit new locations and countries in the region. It is clear that this development will not happen on its own; rather, it will require a set of public policy components with an integrated approach to attracting FDI and developing local industry while spurring the participation of transnational software companies in local and national innovation systems. Noteworthy among the principal policy initiatives to be strengthened are development of human capital, support for research and development, fostering of strategic alliances between businesses and institutions and better regulatory frameworks. On all these fronts, the mechanisms for collaboration among countries and locations both can and should be strengthened.
F. Concluding remarks
The growing share of Latin America in FDI flows heightens the need to devote more intensive efforts to crafting an analytical framework for studying the impacts of FDI on development. For a number of years, the eclectic paradigm offered a framework for analysing the positioning and expansion of transnational firms in the wake of the free-market reforms that accompanied globalization, by associating business strategies with costs and benefits and identifying mechanisms through which FDI could underpin economic growth. The analysis now needs to be deepened, however, to look also at the absorptive capacities of recipient economies as a determinant of the impacts of FDI, since that capacity is crucial for broadening the operations of transnational firms and spreading the benefits of their investments through host economies.
A new analytical framework should encompass two dimensions: the strategies of transnational companies, on the one hand, and the host country’s absorptive capacity and national innovation system, on the other. From the corporate stakeholder side, it is important to study the strategies of transnationals —which determine the complements that their operations seek— and the characteristics of their subsidiaries (technological capacity, linkages with the parent company’s global value chain, role in the corporate strategy and integration into global corporate and knowledge networks). Absorptive capacity and the national innovation system first act as a draw for investing firms and, later, determine the possibilities of technological progress in their local activities. The interaction between transnational companies and a recipient economy’s national innovation system and absorptive capacity, then, determine the impact investment will have on technology transfer, productivity spillovers and the creation of new capacities. The effort to analyse the technology content of new FDI projects and of research and development projects associated with FDI in the region, as undertaken in chapter I of this report, represents a first step towards building a new conceptual framework.
Chapter I
Regional overview of foreign
direct investment
A. Introduction
.
Although the recovery in global FDI flows remained weak in 2010, both inward and outward flows rose strongly for developing and transition countries. As a result, for the first time, FDI flows to developing and transition countries accounted for more than 50% of global flows. Outward FDI from developing and transition countries also continued to grow and, according to preliminary figures, accounted for 22% of global FDI outflows in 2010. In this context of greater FDI activity in developing countries, Latin America and the Caribbean was the most dynamic region in 2010, with the strongest growth in inward and outward FDI.
FDI flows in Latin America and the Caribbean stood at US$ 113 billion in 2010, close to the record figures posted in 2008 (see figure I.1). FDI in South America rose by 56% to US$ 85 billion; Brazil was the main recipient, attracting a record total of US$ 48.462 billion, equivalent to 43% of the region’s total, followed by Mexico, Chile and Peru. In Mexico, FDI resumed its growth and stood at US$ 17.725 billion, 17% more than in 2009, while flows into Chile reached US$ 15.095 billion. Peru posted record FDI figures in 2010, attracting US$ 7.328 billion. Meanwhile, Colombia and Argentina received US$ 6.76 billion and US$ 6.193 billion, respectively. FDI in the Central American Isthmus grew again in 2010, led by Panama and Costa Rica. These two countries together account for 64% of the subregion’s total FDI figure of US$ 5.847 billion, which was, in turn, 16% more than in 2009. Only El Salvador continued the downward trend begun in 2009. According to preliminary data, FDI in the Caribbean fell by 18% compared with 2009. The Dominican Republic was the subregion’s main recipient, attracting 41% of flows in 2010. Although the countries of Central America and the Caribbean received small amounts in absolute terms, they were among the region’s largest recipients in relation to GDP.
FIGURE I.1
LATIN AMERICA AND THE CARIBBEAN: INWARD AND OUTWARD FOREIGN DIRECT INVESTMENT, 1992-2010 A
(Billions of dollars)

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of official figures and estimates as at 15 April 2011.
a FDI figures indicate inflows of foreign direct investment, minus disinvestments (repatriation of capital) by foreign investors. Outward FDI figures indicate outflows of direct investment by residents, minus disinvestments abroad by those investors. The FDI figures do not include the flows received by the main financial centres of the Caribbean. The outward FDI figures do not include the flows originating in these financial centres. These figures differ from those contained in the editions of the Economic Survey of Latin America and the Caribbean and the Preliminary Overview of the Economies of Latin America and the Caribbean published in 2010, as the latter show the net balance of foreign investment, that is, direct investment in the reporting economy (FDI) minus outward FDI.
Outward FDI from Latin America and the Caribbean also grew considerably in 2010. Direct investment originating in the region quadrupled to reach a new record of US$ 43 billion. Furthermore, Latin American direct investment abroad has surged in the past decade and the region’s share in total FDI flows from developing countries climbed from 6% in 2000 to 17% in 2010. Mexico, Brazil, Chile and, recently, Colombia were the largest investors abroad, contributing more than 90% to the region’s total.
In 2010, inward and outward FDI in Latin America and the Caribbean thus resumed their upward trend of the past decade; total FDI received was the third highest ever and total outward FDI set a fresh record. As the region becomes increasingly globalized and internationalized, the analytical framework applied to the structure and dynamics of FDI is in need of review. Although the analysis model based on corporate strategies (known as Dunning’s eclectic paradigm, published in 1981) remains valid, it needs to be expanded to incorporate additional elements related to innovation systems,1 in particular the building of local absorption capacities and the use of industrial policy as a mechanism for multiplying and strengthening the benefits of FDI in the region’s economies (see box I.1).
1 The concept of the national innovation system was developed in the 1980s to explain the differences in the innovation performance of industrialized countries. Nelson and Rosenberg (1993) focused on organizations that support research and development activities as a major source of innovation and dissemination of knowledge, whereas Lundvall (1992) focuses on production structure and the institutional context. A broad definition includes “all important economic, social, political, organizational and institutional factors that influence the development, diffusion and use of innovations” (Edquist, 2005).
A new conceptual framework should integrate two dimensions that are often treated separately in the literature: the strategy of transnational companies and the absorptive capacities of recipient countries, which are determined by their national innovation systems. While the first dimension is essentially exogenous for most recipients, the second is within their control and may be affected by industrial policies designed to change the production structure in order to improve technology-absorbing capacity and stimulate long-term growth. These two aspects of a conceptual framework should serve to identify the direct and indirect effects of FDI. An in-depth analysis of these issues obviously constitutes a long-term research agenda; in the meantime, however, this report makes headway in integrating the two dimensions, especially in relation to the technology intensity of transnational companies’ projects and the research and development activities associated with FDI entering the region.
The present publication is divided into five sections. Following this introduction, section B gives an overview of FDI worldwide. Section C comprises three parts. The first describes FDI patterns in Latin America and the Caribbean on the basis of official balance-of-payments statistics. The second reviews the strategies of transnational companies by analysing FDI destinations, origins and mechanisms. The third part outlines new FDI projects by technological content and projects relating to research and development activities. Section D outlines the key characteristics of the region’s countries as foreign investors and the growth of trans-Latin companies. The final section sets forth the main conclusions.

B. Overview of foreign direct investment worldwide
After falling for two consecutive years owing to the economic crisis in 2008 and 2009, worldwide FDI rose slightly in 2010. Preliminary figures indicate that worldwide FDI flows were US$ 1.12 trillion in 2010, representing an increase of 1% over 2009 (see figure I.2). As a result of the crisis, FDI flows declined in 2009 in both developed and developing countries. However, in 2010, this category of investment recovered at rates that varied from one destination region to another. In developed economies flows contracted still further in 2010 (-7% compared with 2009), while flows to developing countries rose by 10% (see table I.1).
In developing countries FDI movements also varied across regions: while in Latin America and the Caribbean FDI rose by 40%, in Africa flows contracted by 15% and in Asia and Oceania they rose 10%. As a result of the decline in flows to developed countries and the increase in flows to developing economies, developed countries accounted for less than half of global FDI flows in 2010, with a share falling from 57% in 2008 to 51% in 2009 and 47% in 2010. By contrast, the share of developing and transition countries climbed from 43% in 2008 to 53% in 2010 (see table I.1). The Latin American and Caribbean region attracted 10% of global FDI in 2010.
FIGURE I.2
GLOBAL FLOWS OF FOREIGN DIRECT INVESTMENT BY GROUP OF ECONOMIES, 1990-2010
(Millions of dollars)

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of official figures; United Nations Conference on Trade and Development (UNCTAD), World Investment Report, 2010. Investing in a Low-Carbon Economy (UNCTAD/WIR/2010), Geneva, July 2010. United Nations publication, Sales No. E.10.II.D; and Global Investment Trends Monitor, No. 5, Geneva, 2011.
a South-Eastern Europe and the Commonwealth of Independent States.
TABLE I.1
FLOW, VARIATION AND DISTRIBUTION OF GLOBAL NET FOREIGN DIRECT INVESTMENT BY REGION, 2007-2010

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of official figures; United Nations Conference on Trade and Development (UNCTAD), World Investment Report, 2010. Investing in a Low-Carbon Economy (UNCTAD/WIR/2010), Geneva, July 2010. United Nations publication, Sales No. E.10.II.D; and Global Investment Trends Monitor No. 5, Geneva, 2011.
a Estimates.
b Includes the Russian Federation.
c The sum of the FDI volumes for Latin America and the Caribbean, Africa, and Asia and Oceania does not correspond to the total FDI figure for developing countries. This is because the FDI volumes used for Latin America and the Caribbean correspond to ECLAC data on the basis of official sources and not to the estimates of the United Nations Conference on Trade and Development (UNCTAD).
In 2010, the main FDI recipients among the developed countries were the United States, where reinvested earnings were up by 43% over 2009, France, Belgium and the United Kingdom. The largest recipients among the developing countries were the BRIC countries (Brazil, the Russian Federation, India and China), the Hong Kong Special Administrative Region of China and Singapore. The developing and transition countries recorded the highest FDI in relation to GDP, which shows the greater relative importance of these flows in their economies. Among the developing regions, FDI was lower as a proportion of GDP in Latin America and the Caribbean than in other regions (see figure I.3). In 2010, the FDI-to-GDP ratio of some developing regions rose in response to the increase in investment flows, though this was not the case in Africa, where flows contracted (see figure I.3). The recent global financial crisis has made it clear that FDI is the most stable of the capital flows received by developing and transition countries, even in times of crisis (ECLAC, 2009).
FIGURE I.3
DEVELOPING REGIONS: INFLOWS OF FOREIGN DIRECT INVESTMENT AS A PROPORTION OF GDP, 1990-2010 A
(Percentages)

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of official figures; United Nations Conference on Trade and Development (UNCTAD), World Investment Report, 2010. Investing in a Low-Carbon Economy (UNCTAD/WIR/2010), Geneva, July 2010. United Nations publication, Sales No. E.10.II.D; and Global Investment Trends Monitor No. 5, Geneva, 2011; International Monetary Fund (IMF), World Economic Outlook. Recovery, Risk and Rebalancing, Washington, D.C., October, 2010; World Economic Outlook. Rebalancing Growth, Washington, D.C., April 2010.
a The following countries, territories, collectivities and associated States are not included in the calculation due to lack of data: Anguilla, Aruba, British Virgin Islands, Cayman Islands, Cook Islands, Cuba, Democratic People’s Republic of Korea, Democratic Republic of the Congo, French Polynesia, Macao Special Administrative Region of China, Marshall Islands, Micronesia (Federated States of), Montserrat, Nauru, Netherlands Antilles, New Caledonia, Niue, Palestine, Saint Helena, Somalia, Timor-Leste, Turks and Caicos Islands, Tuvalu, Wallis and Futuna Islands and Yemen.
Cross-border mergers and acquisitions have been the most dynamic FDI mechanism in recent years, enabling transnational companies to penetrate new markets and take advantage of local firms’ capacities and knowledge; global operations of this type rose by 37% with respect to 2009. Although the rise was not enough to reverse the decline posted in 2008 and 2009, it seems to indicate a positive trend that will surely be strengthened in future years (see figure I.4). The gradual growth in cross-border mergers and acquisitions contrasts with the trend in greenfield investments, which continued to decline in both number and value worldwide in 2010. Although announced greenfield investments in developing and transition countries increased, they did not compensate for the fall in announced projects in developed countries, according to data from the Financial Times database fDi Markets.
FIGURE I.4
VALUE OF MERGERS AND ACQUISITIONS WORLDWIDE,
1987-2010 A
(Millions of dollars)

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of official figures; United Nations Conference on Trade and Development (UNCTAD), World Investment Report, 2010. Investing in a Low-Carbon Economy (UNCTAD/WIR/2010), Geneva, July 2010. United Nations publication, Sales No. E.10.II.D; and Global Investment Trends Monitor, No. 5, Geneva, 2011.
a The FDI and mergers and acquisitions data are not strictly comparable owing to the nature of the information. However, the values of mergers and acquisitions provide a basis for interpreting their share in total FDI flows.
Developed countries continue to be the main source of FDI, but the share of developing and transition countries has risen sharply —consistent with the growing importance of these economies in the global economy— and has doubled in the past decade to reach 22% of the total in 2010 (see figure I.5). This gradual but steady growth in investment by developing countries will be a key characteristic of FDI flows in the next few years.
FIGURE I.5
DEVELOPING COUNTRIES: SHARE IN OUTWARD FOREIGN DIRECT INVESTMENT FLOWS, 2000-2010 A
(Percentages)

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of official figures; United Nations Conference on Trade and Development (UNCTAD), World Investment Report, 2010. Investing in a Low-Carbon Economy (UNCTAD/WIR/2010), Geneva, July 2010. United Nations publication, Sales No. E.10.II.D; and “Global and regional FDI trends in 2010”, Global Investment Trends Monitor, No. 5, Geneva, 2011.
a The classification of developing countries includes transition countries.
C. Foreign direct investment inflows and transnational
companies in Latin America and the Caribbean
1. Trends and characteristics of foreign direct investment flows
into Latin America and the Caribbean in 2010
FDI flows started to recover from the effects of the global financial crisis in the last quarter of 2009 and continued to trend upwards in 2010. Excluding the main financial centres, Latin America and the Caribbean attracted US$ 112.634 billion in FDI, 40% more than the US$ 80.376 billion received in 2009 (see figure I.6). Although FDI volumes received in 2010 fell short of the record set in 2008, they exceeded the annual average for the decade and maintained an upward trend, reflecting the region’s solid position as an investment destination and location choice for transnational companies.
FDI flows rose in the subregions of South America on the one hand, and Mexico, the Central American Isthmus and the Caribbean, on the other in 2010, despite the different productive specializations of each. The upturn was stronger in South America, where FDI flows rose by 56%, while in Mexico, the Central American Isthmus and the Caribbean they rose by 11%. In the Caribbean in particular, however, preliminary figures show that FDI flows were down by 18% on 2009 (see table I.2).
Several factors contributed to the recovery of FDI in 2010. First, growth in the developed economies, although slow, averted further financial constraints and enabled transnational companies to relaunch more active strategies at the global level. Second, the buoyancy of several emerging economies, especially in Asia, led by China, but also those of Brazil and the Russian Federation, has prompted solid growth in certain sectors spurred by sharp growth in demand. Demand has grown for natural resources, for example metal mining products, hydrocarbons and food, but also for manufactures such as automobiles and integrated circuits, and for services such as telecommunications (see chapter IV) and software development (see chapter V). Third, and linked to the previous point, the growth of certain economies such as Brazil, Chile, Colombia and Mexico has stimulated local-market-seeking FDI. Here, the implementation of countercyclical polices proved important in stimulating domestic demand, especially in Brazil and Chile. Fourth, the crisis actually prompted growth in some activities involving foreign companies, such as the offshoring of business services (ECLAC, 2009).
The factors driving FDI inflows have counteracted the effects that would be expected a priori to result from the widespread local-currency appreciation occurring in many Latin American countries. In countries attracting natural-resource-seeking FDI, high commodity prices have offset the negative effects of exchange-rate appreciation and created incentives for fresh investments. Domestic-market-seeking strategies have also taken advantage of the stronger purchasing power of the countries. Hence, the link between exchange rates and FDI is complex and requires deeper analysis to shed light on its mechanisms, as discussed in box I.2.
FIGURE I.6
LATIN AMERICA AND THE CARIBBEAN: INFLOWS OF FOREIGN DIRECT INVESTMENT BY SUBREGION, 1990-2010
(Billions of dollars)

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of official figures and estimates at 15 April 2011.
TABLE I.2
LATIN AMERICA AND THE CARIBBEAN: FOREIGN DIRECT INVESTMENT INFLOWS BY RECEIVING COUNTRY
OR TERRITORY, 2000-2010
(Millions of dollars and percentages)

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of official figures and estimates as at 15 April 2011.
a Simple average.
b Official estimate for FDI total for 2010.
c El Salvador updated its methodology for measuring FDI in the fourth quarter of 2009, as a result of which corporate liabilities are deducted in the data for 2010 to show net FDI.
d The calculation of the absolute and relative difference in FDI in the Caribbean in 2010 compared with 2009 does not include the 2009 data for the Bahamas, Barbados or Jamaica, as these were not available for 2010. This ensures a statistically consistent comparison.
e The 2010 data correspond to the cumulative amount as at the third quarter. Consequently, the absolute and percentage variations are calculated in relation to the third quarter of 2009.

The different rates of FDI growth between South America and Mexico, the Central American Isthmus and the Caribbean are linked to their different patterns of specialization. In South America primary sectors account for a growing share of both exports and FDI, while in Mexico and the Central American Isthmus intensive assembly manufacturing and services are becoming more specialized and are strengthening their ties with the United States, as a result of which they were harder hit by the crisis and weak recovery in that economy. In the Caribbean, the slow recovery in the tourism industry has caused many investments in tourist infrastructure to be frozen (ECLAC, 2009).
An analysis of FDI as a proportion of GDP reveals some peculiarities. For small countries, FDI is an important source of financing, especially for certain Caribbean countries such as Saint Kitts and Nevis, Saint Vincent and the Grenadines, Grenada and Saint Lucia, where FDI accounts for more than 10% of GDP (see figure I.7). In contrast, among the largest recipients in absolute terms FDI accounted for a relatively small proportion of GDP in 2010: 2.4% in Brazil and 1.7% in Mexico. Among these countries, Chile stands out for its high FDI-to-GDP ratio, around 8%, followed by Peru with 4.8%. In Argentina, however, FDI accounts for only 1.8% of GDP.
FIGURE I.7
LATIN AMERICA AND THE CARIBBEAN: FOREIGN DIRECT INVESTMENT AS A PROPORTION OF GDP, 2010 A
(Percentages)

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of official figures and estimates as at 15 April 2011.
a The FDI-to-GDP indicator normalizes FDI figures according to the size of the economy. Given that GDP is calculated based on current prices, domestic inflation or exchange-rate fluctuations can affect comparisons between periods or countries.
b Data correspond to 2009.
(a) South America: dynamic domestic markets and benefits from high raw material prices
As a subregion, South America received the largest proportion of FDI flows into Latin America and the Caribbean in 2010, attracting US$ 85.143 billion, or 76% of the total received and 56% more than in 2009 (see table I.2). This is the second highest volume ever, exceeded only in 2008. The upturn in 2010 is largely the result of the new records set in Brazil, Chile and Peru and the large volumes received by Argentina and Colombia.
In Brazil FDI reached a new high of over US$ 48 billion2 in 2010, an increase of 87% over 2009. The rise in FDI, mainly new capital contributions, was triggered by economic growth, which rose to 7% in 2010. Investments were directed mainly at natural resources and manufacturing, which attracted 39% and 37% of the total respectively, while services attracted 24%. In natural resources sizeable proportions of FDI were received in oil and gas (22% of total FDI) and metal mining extraction (14%). In manufacturing, the most dynamic sectors were food (9%), metallurgy (9%), chemical products (7%) and petroleum-based products (3%). In addition, as analysed below, Brazil consolidated its position as a regional centre for high-tech investments and research and development projects. In terms of origin, China was the main investor3 in 2010, injecting 15% of the total, or US$ 7.5 billion dollars, followed by Switzerland (13%) and the United States (11%). Meanwhile, the marked appreciation of the Brazilian real (15% in 2010) together with increased domestic consumption encouraged market-seeking FDI (see box I.2) and FDI flows helped to finance a significant proportion of the country’s growing current account deficit,4 which rose to US$ 45 billion in 2010.
2 Since Brazil does not report data on reinvested earnings, the official amount underestimates the actual FDI amounts.
3 According to official figures from the Central Bank of Brazil, Luxembourg was the main investor in 2010. However, this is because the purchase of 40% of Repsol YPF of Brazil by China Sinopec for US$ 7 billion was done through Luxembourg (see the official information from Brazil in table I.A-4).
4 In 2011 the deficit is expected to reach about US$ 70 billion, which could be risky from the macroeconomic point of view, especially if FDI flows revert.
FDI in Chile rose by 17% in 2010 to US$ 15.095 billion and largely comprised new capital investments by transnational companies. Broadly speaking, flows into Chile were not particularly affected by the global crisis and
volumes rose compared with the first half of the decade. Thus, inward FDI between 2000 and 2005 was US$ 5 billion on average, whereas since 2007 it has exceeded US$ 12 billion per year. The main investors have historically been the United States, Canada and Spain, which were the source of nearly 60% of the FDI received between 2001 and 2010. In 2010, the largest investor was again the United States (19%), followed by the United Kingdom (12%), Canada (11%) and Spain (8%). Meanwhile, according to the sectoral distribution5 statistics, the major destinations in 2010 were mining (with 53% of the total) and services (41%), while the manufacturing industry received only 2%. These figures confirm the distribution pattern of FDI flows in Chile, heavily concentrated in mining6 and services. The major announcements of mergers and acquisitions include the merger announced by LAN Chile and TAM Airlines (of Brazil), which could create the region’s largest airline group (see box I.3).
5 The sectoral distribution covers all FDI in the country and not only FDI received pursuant to Legislative Decree 600.
6 A major legislative development in Chile in 2010 was the approval of a new mining royalty, which entails a change to the tax regime applicable to transnational companies. The new regime raises the rate paid by mining companies to between 4% and 9% of their operational taxable income between 2010 and 2012, which is calculated according to the company’s operating profit. From 2013 the rate set out in the original agreement will apply until the agreement expires, after which companies will be granted six years of stability with a rate of between 5% and 14%. Most mining transnationals have opted for this new system.
FDI flows into Peru rose by 31% in 2010 to set a record of US$ 7.328 billion, or 9% of the total for South America, growing largely as a result of high levels —US$ 5.731 billion— of reinvested earnings by transnational companies. Meanwhile, capital contributions totalled US$ 1.533 billion, while net loans from parent companies stood at only US$ 64 million. According to the partial figures available on sectoral distribution, FDI targeted services and natural resources in particular, while the limited investment in manufacturing was directed at activities closely linked to natural resources, such as agroindustry and oil refineries. Foreign groups have a large presence in mining and include Grupo México, BHP Billiton (Australia), Freeport Mcmoran Copper & Golds (United States), Xstrata (Switzerland), Newmont (United States) and Barrick (Canada). In the past two years, large Chinese groups have acquired projects under way, mainly in copper mining, and a sizeable share of the investment in mining in the next decade is therefore expected to come from China (see chapter III).

In Colombia, FDI flows fell by 5% in 2010 to US$ 6.76 billion, though the country retained its position as the subregion’s fourth largest FDI destination (with 34% of the total coming from reinvested earnings). The FDI received in the second half of the decade —in excess of US$ 6.5 billion every year— was considerably higher than that received in the first half when the annual average was US$ 3.6 billion. The sectors attracting the most investment in 2010 were natural resources with almost 74% of the total (42% in oil drilling, 30% in mining and 2% in agriculture, hunting, forestry and fishing), followed by services with 18% and manufacturing with 9%. Notable investments in the mining sector include the acquisition of Frontino Gold Mines by the Canadian company Medoro Resources for US$ 198 million, while in services the financial sector (14%) and trade (7%) stood out. In terms of origin,7 according to the information on new investments, the main investor in 2010 was Panama, with 51% of the total, followed by the United Kingdom (16%) and Canada (14%).
7 The origin of FDI cannot be determined accurately because a large proportion of the investment in Colombia comes from financial centres.
In Argentina, FDI flows climbed 54% to stand at US$ 6.193 billion, which was, however, still far short of the high set in 2008, when inflows exceeded US$ 9 billion. Major acquisitions included the purchase of Bridas by the Chinese company CNOOC for US$ 3.1 billion and the purchase of a minority share in YPF by a United States group for US$ 499 million, both in natural resources.8 Among transactions in manufacturing was the purchase of the Argentine company Laboratorios Phoenix by the British firm GlaxoSmithKline for US$ 253 million.
8 The Eton Park Capital Management group and Capital group both acquired a 1.63% share in YPF for US$ 250 million, in the framework of Repsol’s disinvestment of its Argentine subsidiary (YPF).
FDI in Uruguay rose to US$ 1.627 billion in 2010, a 29% increase over 2009. In the second half of the 2000s, FDI has climbed sharply: from an annual average of almost US$ 390 million in 2000-2005 to over US$ 1.5 billion in 2006-2010. In terms of destination, announcements of new investments and mergers and acquisitions indicate that the paper industry is one of the most important. In early 2011, an agreement was announced that will set the record for the largest foreign investment in Uruguay, at US$ 1.9 billion, involving the construction of a new paper plant in the coastal department of Colonia by the Swedish-Finnish company Stora Enso and the Chilean company Arauco. In addition, several mining projects are in the pipeline, particularly in iron ore and granite.
The Plurinational State of Bolivia received FDI totalling US$ 651 million in 2010, 53% more than in 2009. FDI has been relatively stable since 2006, apart from the drop (16%) the country suffered —in common with the rest of the region— in 2009 owing to the global financial crisis. By sector, official figures show that between 2004 and 2008 extraction activities attracted 56% of FDI, particularly mining and quarrying (34%) and crude oil and natural gas (22%), while the services sector drew 33% of the total, especially hotels and restaurants (18%), wholesale and retail sales (9%) and transport and communications (6%). By origin, the United States was the main investor between 2000 and 2008, with a 10% share.
FDI flows into Paraguay surged by 171% in 2010 to stand at US$ 268 million, which was a record for the decade. The rise in FDI basically took the form of larger reinvestments of earnings and inter-company loans. Sector information at the third quarter of 2010 shows the largest volumes of investment going to manufactures and services, which each received a 49% share of the total, while only 2% went to natural resources. The largest investors were the United States, Spain, Brazil and Panama. The most significant acquisitions during the year include the purchase of 70% of the Minera Guaira concession by Latin American Minerals of Canada.
In Ecuador FDI reached US$ 164 million in 2010, a 49% decline with respect to 2009. The most dynamic sectors were mining and quarrying, which received US$ 159 million, and manufacturing, which received US$ 123 million.9 The largest investors in Ecuador were Panama, Canada and China. Major transactions include the acquisition of the bottling plant Bottling by Embotelladoras Arca, the second largest Coca-Cola system bottler in Mexico, for US$ 345 million. Also in 2010, the government renegotiated its contracts with the country’s major oil companies, which prompted the departure of the Brazilian company Petrobras together with three other smaller companies: Canada Grande (Republic of Korea), EDC (United States) and part of CNPC (China). The foreign companies remaining in Ecuador include Repsol-YPF (Spain), Agip (Italy), Synopec and CNPC (China) and ENAP (Chile). Based on the new contract model, the government owns the oil pumped and pays the companies a fee for every barrel extracted. In addition, several initiatives to promote FDI in Ecuador are being discussed and the government is expected to announce a package of incentives and tax measures to promote FDI in tourism.
9 There were substantial divestments in some sectors, including transport and telecommunications.
FDI flows into the Bolivarian Republic of Venezuela posted a negative balance of US$ 1.404 billion in 2010, reflecting a strategy that focuses on the nationalization of foreign assets rather than on FDI as a core development objective. In 2010, for example, the government nationalized the local subsidiary of the United States glass container manufacturer Owens Illinois (O-I) and announced that further nationalizations were in the pipeline. However, several major investment projects were also made, totalling US$ 668 million, mainly in the form of reinvested earnings. Furthermore, one of the largest acquisitions in the region was of the State-owned oil company Carabobo by a consortium comprising the Indian companies Indian Oil and Oil India, Petronas of Malaysia and Repsol-YPF of Spain, for US$ 4.848 billion. New joint investment projects were also announced in oil drilling and refining between the State-owned company Petróleos de Venezuela (PDVSA) and Eni S.p.A of Italy. Lastly, the Chinese company Great Wall Motors (automobiles and autoparts) announced the construction of a new plant in the country (see chapter III).
(b) Mexico, the Central American Isthmus and
the Caribbean
As a result of the special links that Mexico and the countries of the Central American Isthmus have with the United States, FDI in those markets has sought not only to capture domestic markets, but also to establish export platforms to tap wage and location advantages. The United States’ slow economic recovery led to resumed FDI growth in the subregion in 2010, although volumes fell short of the records set in 2008. Mexico received FDI totalling US$ 17.726 billion10 in 2010, 17% more than in 2009. The Central American Isthmus attracted US$ 5.847 billion, 16% more than in 2009. Panama and Costa Rica remained the subregion’s main recipients, with 40% and 24% respectively (see figure I.8). Honduras, Guatemala and Nicaragua recorded growth of 52%, 18% and 17% respectively, while FDI in El Salvador fell by 79% (see chapter II).11
10 This amount may be revised upwards at a later date since transnational companies tend to delay reporting investments to the Secretariat of Economic Affairs of Mexico.
11 As of the fourth quarter of 2009, El Salvador updated its methodology for measuring FDI; accordingly the data for 2010 include deduction of corporate liabilities to show net FDI.
FIGURE I.8
CENTRAL AMERICAN ISTHMUS AND THE CARIBBEAN: DISTRIBUTION OF FOREIGN DIRECT INVESTMENT
FLOWS BY COUNTRY, 2010 A
(Percentages)

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of official figures and estimates as at 15 April 2011.
a Does not include data for Barbados or Jamaica, which were not available for 2010.
Mexico continued to be the region’s second largest recipient. However, despite the significant upturn in 2010, FDI volumes still fell short of the past decade’s average of US$ 21 billion per year. FDI in 2010 consisted of new investments (65% of flows in 2010) and inter-company loans (20%). By sector, manufacturing and services received the most FDI. The manufacturing industry received 60% of total FDI, in particular food, beverage and tobacco products, which received 67% of all manufacturing FDI, and the metal products, machinery and equipment industries, which received 24%. The services sector attracted 37% of incoming FDI, in particular trade and financial services, which each absorbed 14%. The extraction sector continued to receive only small amounts of FDI, with just 3% in 2010. There was a marked change12 in the origin of FDI flows in 2010: the leading source was the Netherlands (49%), followed by the United States (28%) and Spain (7%).
12 As explained below, this change reflected a major investment by Heineken to acquire FEMSA Cerveza, a Mexican brewer.
In the Central American Isthmus, Panama was again the main recipient, with US$ 2.363 billion in 2010, 33% more than in 2009 (see chapter II). Although no official data are available on the sectoral distribution of these investments, based on the data concerning mergers and acquisitions and new investments announced in 2010, most FDI went to the services sector, with significant investments in real estate and construction, as well as in telecommunications and tourism. The investments announced in 2010 include those of the German group TUI in tourism, Deutsche Post (Germany) in logistics, Crowley Maritime (United States) in storage services and the Japanese company Furukawa, which plans to establish its corporate offices for the subregion in Panama. Notable investments in the financial sector include that of Grupo Aval Acciones y Valores of Colombia, which acquired BAC Credomatic for US$ 1.92 billion.
Costa Rica remained the second largest FDI destination in Central America, bringing in US$ 1.412 billion,13 or 7% more than in 2009, according to official estimates. Investments in new projects —mainly in services— were the fastest-growing, buoyed by the liberalization of the insurance market and the dynamic business services segment. Notable investments include the entry of insurance companies such as MAPFRE of Spain (in alliance with the Panamanian company Mundial), Seguros Bolívar (Colombian-owned company in Panama), Quálitas (Mexico), Assa (Panama), Pan-American Life Insurance Company (United States), American Life Insurance Company (ALICO), part of Metlife (United States), and Aseguradora del Istmo Adisa (joint investment by Cooperativa Nacional de Educadores —Coopanae— of Costa Rica and QBE of Panama). In business services, companies such as Sykes and Amway continued investing in the country and Costa Rica attracted further investment in high-tech manufacturing, including in medical devices. The main transactions of 2010 in this area include the entry of United States companies such as Ninitol Devices & Components (NDC), Moog Medical Devices, Sterigenics Internacional and Volcano Corporation and the expansions of Hospira and MedTech, as well as reinvestments by Hewlett-Packard.
13 This amount may be revised upwards at a later date given lagged reporting of investments to the Central Bank of Costa Rica by transnational companies.
FDI flows into Honduras recovered considerably in 2010 following a significant drop in 2009 owing to the global financial crisis and the unstable political situation in the country that year. Flows climbed to
US$ 798 million in 2010, 52% higher than in 2009. The most dynamic sectors were telecommunications (investments by Digicel, an Irish-owned company based in Jamaica),14 food (investments announced by Molinos Molsa of El Salvador) and textiles and clothing (investments by the Canadian company Modtex International).
14 In March 2011 América Móvil announced its acquisition of
100% of Digicel’s operations in El Salvador and Honduras (see chapter IV).
Guatemala received US$ 678 million in FDI, 18% more than in 2009, making it the third largest recipient of FDI in Central America, with 11% of the subregion’s total investment. Major investments in 2010 include those by Empresas Públicas de Medellín in energy distribution, the mining company Tahoe and the energy producer AEI of the United States and the Mexican group Bimbo in the bakery segment.
Nicaragua attracted US$ 508 million in FDI, 17% up on 2009, with investments directed mainly at energy (investments announced by Ram Power of the United States), mining (B2Gold of Canada), agrifood (Ingemann of Denmark) and textiles and clothing (Denim group of Mexico).
According to preliminary figures, El Salvador received a total of US$ 89 million in FDI in 2010. This was 79% down on 2009 and represented only 2% of the investments
made in the Central American Isthmus. After the records set in 2007-2008 on the back of substantial investments in banking privatizations, this decline brings the country’s FDI figures below even the amounts received in the early 2000s, when the average stood at US$ 325 million per year. The manufacturing sector saw substantial disinvestment of US$ 58.8 million in 2010, including in the maquila industry, which contracted. Most investments went to services, mainly commerce and financial services, which received US$ 55 million and US$ 39 million, respectively. Sizeable investments were made by the Mexican department store Liverpool in Unicomer, Infra of Mexico in gas production and distribution, Avianca of Colombia in the Salvadoran airline TACA and the Swiss company Holcim in Cemento de El Salvador (CESSA).
FDI flows into the Caribbean subregion fell by 18% to US$ 3.917 billion, according to preliminary figures, (see table I.2) as a result of the decline in flows into the Dominican Republic, the subregion’s main recipient, which fell by 25% to US$ 1.626 billion. Despite this decline, flows continued to exceed the average posted in the past decade. It is very difficult to assess the FDI received by Cuba and any assessment has to be based on isolated investment announcements (see box I.4). FDI flows also fell in some Caribbean economies that are less dependent on tourism and have stronger links to primary product export sectors, such as Guyana and Trinidad and Tobago. In contrast, FDI rose considerably in Haiti following the earthquake in 2010 and quadrupled with respect to 2009, reflecting investments in telecommunications. However, the absolute amounts remained low at US$ 150 million in 2010.


2. Patterns of origin and destination of foreign direct investment
and strategies of transnational companies in
Latin America and the Caribbean
In Latin America and the Caribbean foreign investments have targeted a wide variety of production sectors reflecting a range of corporate strategies. In 2010 several factors may be identified which helped to consolidate or expand a given strategy in the region. For example, high commodity prices favoured raw-material-seeking strategies, giving rise to significant investments across the region but particularly in South America. Local- and regional-market-seeking strategies benefited from rising domestic demand in large countries such as Brazil and Mexico and the consolidation of regional markets in Central America and the Caribbean. Lastly, with regard to low-cost-seeking strategies, export platforms in Mexico, the Central American Isthmus and the Caribbean continued to consolidate their position in international markets and their privileged access to the North American markets (see chapter II).
In South America, the natural resources and services sectors attracted the most FDI, receiving 43% and 30% respectively, and the share of the natural resources sector was larger in 2010 than in 2005-2009, showing that the primary sector is gaining greater importance as a destination for FDI. In Mexico, the Central American Isthmus and the Caribbean investment continued to go to manufacturing (54%) and services (41%), while the primary sector attracted only 5% of the total (see figure I.9).
Mergers and acquisitions continued to be the main investment channel in the region, allowing investors to make use of the knowledge and practices of the companies acquired, as well as their market position, and the acquiring company often transfers knowledge, practices and intangible assets too. Mergers and acquisitions accounted for 65% of total FDI in the region in 2010, compared with only 32% in 2009. In absolute terms the amounts of both the mergers and acquisitions and announced greenfield investments increased considerably in 2010 with respect to 2009.15
15 Information from Thomson Reuters and fDi Markets (Financial Times) databases.
Investment in mergers and acquisitions was concentrated in natural resources (42%) and services (41%), while manufacturing accounted for only 17% (see figure I.10). Although greenfield investments were distributed more evenly, most corresponded to the manufacturing sector, which attracted 37% of the total, while services and natural resources each received a 32% share. Given that the number of projects in natural resources accounts for only 7% of total transactions, the individual transactions are larger than those in manufacturing and services.
Mergers and acquisitions in natural resources included several major acquisitions in the oil and gas subsector by Chinese companies, such as the purchase of 40% of the Brazilian subsidiary of Repsol YPF by Sinopec for US$ 7.111 billion and the acquisition of 50% of Bridas Corporation in Argentina by CNOOC for around US$ 4.8 billion (see table I.3 and chapter III). Acquisitions valued at more than US$ 100 million include a large number in the mining sector, such as the purchase of Mineração Usiminas of Brazil by Sumitomo Corporation for US$ 1.93 billion. These operations reflect the interest of transnational companies in strengthening their natural-resource-seeking strategies in the region, especially in South America.
FIGURE I.9
LATIN AMERICA AND THE CARIBBEAN: SECTORAL DISTRIBUTION OF FOREIGN DIRECT INVESTMENT
BY SUBREGION, 2005-2010
(PERCENTAGES)

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of official figures and estimates as at 15 April 2011.
a El Salvador and the Dominican Republic include maquila in the “other” category, while the Dominican Republic includes trade in the “manufacturing” category.
FIGURE I.10
LATIN AMERICA AND THE CARIBBEAN: SECTORAL DISTRIBUTION OF FDI IN THE FORM OF MERGERS OR
ACQUISITIONS AND ANNOUNCED GREENFIELD INVESTMENTS, 2010
(Percentages and number of transactions)

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of information from Thomson Reuters and “fDi Markets”, Financial Times.
a The information on greenfield investments corresponds to FDI projects announced and some of these projects may not have actually been implemented. However, the analysis conducted for previous years shows that the sectoral distribution of projects announced is a good indicator of the distribution of projects actually implemented.
Meanwhile, in the services sector major acquisitions were made in telecommunications, especially in Brazil, including the purchase of 50% of Vivo by Telefónica of Spain from Portugal Telecom for US$ 9.7 billion, the purchase of GVT by the French group Vivendi for US$ 1.777 billion and the acquisition of SkyBrasil by DirecTV Latin America, a unit of the United States group DirecTV, for US$ 604 million. The manufacturing sector received a much smaller share of investments. As shown in table I.3, of the 13 mergers and acquisitions over US$ 1 billion, only one involved manufacturing: the acquisition of the brewery operations of the Mexican company FEMSA by Heineken for more than US$ 7.3 billion. These transactions reflect a local-market-seeking strategy in manufacturing or services and were driven by various factors, including the economic growth of large markets such as Brazil and Mexico.
TABLE I.3
LATIN AMERICA AND THE CARIBBEAN: CROSS-BORDER ACQUISITIONS OF COMPANIES OR ASSETS
FOR OVER US$ 100 MILLION, 2010
(Millions of dollars)


Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of figures from Thomson Reuters.
In terms of the origin of FDI flows into Latin America and the Caribbean, the United States was still the main investor in 2010, injecting 17%, followed by the Netherlands (13%), China (9%) (see chapter III), Canada, Spain and the United Kingdom (with 4% each) (see figure I.11).16 In addition, a rising proportion of FDI is sourced within the region itself, which reflects the growth of outward FDI and the rise of trans-Latins in recent years, as analysed in section D below. Whereas in 2006-2009 FDI originating in Latin America and the Caribbean accounted for 8% of the total, in 2010 the proportion was 10%.17
16 Data on FDI by origin for each country is given in annex table I.A-4.
17 In 2000-2005, an estimated 4% of Latin American and Caribbean FDI originated in the region itself. In terms of mergers and acquisitions specifically, Latin American and Caribbean investors accounted for 11% of total mergers and acquisitions in the region in 2007, 14% in 2008 and 2009 and 13% in 2010 (Thomson Reuters database).
FIGURE I.11
LATIN AMERICA AND THE CARIBBEAN: ORIGIN OF FOREIGN DIRECT INVESTMENT, 2006-2010 A
(Percentages)

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of official figures and estimates as at 15 April 2011.
a The distribution of FDI by origin shown in this figure accounts for 80% of all FDI in Latin America and the Caribbean.
3. Technology intensity and transnational companies’ involvement
in research and development activities
Given that FDI is a major channel for transferring knowledge to developing countries and that transnational companies are key agents in national innovation systems, it is particularly important to understand the role played by these companies in national innovation systems and the manner in which they determine the effects that FDI has on a recipient economy. Transnational companies can provide access to technological skills originating outside a national innovation system and enable the recipient economy to be part of global knowledge creation and dissemination processes (Marín and Arza, 2009).18 The impact of FDI on recipient countries is partly determined by the type of operations carried out by transnational companies and the indirect effects of FDI vary depending on the characteristics of those companies, in particular the technological content of their activities. For example, transnational companies in high-tech sectors carrying out research and development activities have a strong effect on capacity-building, technological spillovers and productivity levels, and a positive impact on the recipient country’s absorptive capacity and the strength of its innovation system (Keller and Yeaple, 2009; Griffith, Redding and Van Reenen, 2004).
18 The patterns of cooperation between transnational companies and local companies in developing countries has increasingly given rise to discussion about how and to what extent local companies are integrated into global innovation systems (Metcalfe and Ramlogan, 2008).
Further to the analysis begun by ECLAC in the 2009 edition of this report, this section describes the pattern of new foreign investment projects announced in the Latin American and Caribbean industrial sector between 2003 and 2010, first in relation to other regions of the world and then within the region.19 To that end, FDI projects are classified in different technological categories according to the sectors in which the companies operate (see
table I.A-1). Given their key role in the creation, absorption and dissemination of knowledge, the research and development projects carried out are also analysed in detail, regardless of the sector of activity. The analysis covers the periods 2003-2005 and 2008-2010 (annual averages for each period), as well as 2010 specifically, where applicable.
19 The data used refer to new FDI projects announced and it is possible that some of these projects have not actually been implemented or are being implemented over several years. However, based on the analysis of previous years the information on projects announced is a good indicator of projects actually implemented.
The aim is to give a general overview of trends between 2003 and 2010 together with contextual information on new FDI projects.
(a) Latin America and the Caribbean in the
global context
Figure I.12 shows the distribution of the sums involved in new FDI projects announced in Latin America and the Caribbean, the Asian tigers (Singapore, Taiwan Province of China, the Hong Kong Special Administrative Region of China and the Republic of Korea) and China in 2003-2005 and
2008-2010. Latin America and the Caribbean attracted large amounts of FDI in the low- and, particularly, medium-low-tech sectors. In 2003-2005, 79% of the volume of FDI projects announced were in the low- and medium-low-tech sectors, compared with 66% in 2008-2010, while the share of the medium-high-tech sectors climbed from 15% to 26% between the two periods. However, the share of the more high-tech sectors in Latin America and the Caribbean is still quite small, albeit growing, compared with the figures in the Asian tigers and China: the medium-high- and high-tech sectors in the Asian tigers attracted 89% of FDI in 2003-2005 and 81% in 2008-2010 and in China they accounted for around 80% in both periods.
With regard to new FDI projects in research and development by transnational companies, Latin America and the Caribbean has only a small share (see figure I.13). In 2003-2005 the region attracted just 3.6% of global investments in research and development activities, falling to 3.2% in 2008-2010. By contrast, the Asia-Pacific region is a major hub for these activities, netting around 50% of the global total in 2008-2010, ahead of Western Europe (24%) and North America, whose share fell from 30% to 16% between the two periods.
Nonetheless, according to data for 2010, the share of the Latin American and Caribbean region peaked for the decade, rising to 5.5% (see figure I.18). Only time will tell whether this is temporary or reflects an upward trend for the region. With regard to the employment generated by these projects, figure I.14 shows Latin America and the Caribbean with an even smaller share: only 2.7% of the jobs associated with new FDI projects in research and development were generated in the region in 2008-2010, compared with more than 60% in the Asia-Pacific countries.
FIGURE I.12
DISTRIBUTION OF SUMS ASSOCIATED WITH ANNOUNCED NEW FOREIGN DIRECT INVESTMENT PROJECTS
BY TECHNOLOGY INTENSITY, 2003-2005 AND 2008-2010
(Percentages)


Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of investments announced in “fDi Markets”, Financial Times.
a The term “Asian tigers” refers to the Hong Kong Special Administrative Region of China, Taiwan Province of China, the Republic of Korea and Singapore.
FIGURE I.13
DISTRIBUTION OF SUMS ASSOCIATED WITH ANNOUNCED NEW FOREIGN DIRECT INVESTMENT PROJECTS RELATED TO
RESEARCH AND DEVELOPMENT ACTIVITIES, 2003-2005 AND 2008-2010
(Percentages)

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of investments announced in “fDi Markets”, Financial Times.
FIGURE I.14
DISTRIBUTION OF JOBS CREATED BY ANNOUNCED NEW FOREIGN DIRECT INVESTMENT PROJECTS RELATED TO RESEARCH AND DEVELOPMENT ACTIVITIES
BY REGION, 2008-2010
(Percentages)

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of investments announced in “fDi Markets”, Financial Times.
Thus, despite the relative increase in FDI projects in the medium-high-tech sectors in recent years, Latin America and the Caribbean has a limited share in the more technologically intensive sectors compared with other regions. Furthermore, although the research and development activities of transnational companies have become more internationalized in the past decade (UNCTAD, 2005), Latin America and the Caribbean is not yet a major location for these activities. As discussed in the next section, the first examples of increasing technological activity among transnational companies in the region are emerging principally in Brazil and Mexico.
(b) FDI projects by technology and research and development in Latin America and
the Caribbean
Figure I.15 shows the distribution of FDI associated with new projects across the region in 2010 by technology category. As in 2009, the medium-low-tech sectors attracted the most investment in Latin America and the Caribbean, receiving 55% of the total. The medium-high-tech sectors attracted 28%, or 12 percentage points more than in 2009,20 while the low- and high-tech sectors received 11% and 5%, respectively.
20 See ECLAC (2010), figure I.20.
With regard to the region’s main destinations, Brazil is as the leading absolute recipient in the four technological categories (see figure I.16), with 55% of investments in
the high-tech sectors and 49% in the medium-high-tech sectors. Mexico, which was the main recipient in high-tech sectors in 2009 (ECLAC, 2010), received 31% of investments in both the high- and medium-high-tech sectors. In the high-tech sectors Argentina and Costa Rica secured shares of 5% and 3% respectively, while in the medium-high-tech sectors shares were received by Argentina (7%), Peru (4%), the Bolivarian Republic of Venezuela (3%) and Colombia (3%). In the low- and medium-low-tech sectors, investments were more fragmented among countries. In the medium-low-tech sector, Brazil was the main recipient with 43%, while significant shares were also received by Peru (17%), Paraguay (16%) and Chile (12%). Brazil was again the leading recipient in the low-tech sectors, with 44%, followed by Mexico (19%), Argentina (12%), Peru (9%) and Colombia (3%).
The composition of FDI projects within each country is another important consideration. Figure I.17 shows the distribution of projects in Argentina, Brazil, Chile, Colombia, Mexico and Peru, which together received 90% of total FDI in 2010. Brazil attracted most of its investment in the medium-low-tech sectors (52%), while its medium-high-tech sectors received 30% and its low- and high-tech sectors attracted only 11% and 6% respectively. Interestingly, investments in Brazil’s high-tech sectors accounted for only 6% of total flows into the country, but 55% of total investments of this type in the region.
FIGURE I.15
LATIN AMERICA AND THE CARIBBEAN: DISTRIBUTION OF SUMS ASSOCIATED WITH ANNOUNCED NEW FOREIGN DIRECT INVESTMENT PROJECTS BY TECHNOLOGY INTENSITY, 2010
(Percentages)

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of investments announced in “fDi Markets”, Financial Times.
FIGURE I.16
LATIN AMERICA AND THE CARIBBEAN: MAIN RECIPIENTS OF ANNOUNCED NEW FOREIGN DIRECT INVESTMENT
PROJECTS BY TECHNOLOGY INTENSITY, 2010
(Percentages of sums)

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of investments announced in “fDi Markets”, Financial Times.
FIGURE I.17
DISTRIBUTION OF SUMS ASSOCIATED WITH ANNOUNCED NEW FOREIGN DIRECT INVESTMENT PROJECTS
BY COUNTRY AND TECHNOLOGY INTENSITY, 2010
(Percentages)


Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of investments announced in “fDi Markets”, Financial Times.
In Mexico FDI projects were heavily concentrated in the medium-high-tech sectors (56%), including in the automobile industry, machinery and chemical products, while the medium-low, low- and high-tech sectors attracted 21%, 14% and 10%, respectively (see figure I.17). Chile was the country with the heaviest concentration of FDI in a single technology category in 2010 with 95% going to the medium-low-tech sectors, mainly metals and non-metallic minerals. In Colombia, new investments followed a pattern of distribution similar to that seen at the regional level, with the medium-low-tech sectors receiving 54%, medium-high and low-tech sectors receiving 30% and 13%, respectively, and high-tech sectors receiving just 2%. In Argentina FDI was concentrated in the medium-high-tech sector (45%), while the low-tech sectors, such as food, textiles, wood and paper, received 31% and the medium-low and high-tech sectors received smaller shares of 18% and 6%, respectively. Lastly, in Peru the medium-low-tech sectors attracted 81% of new FDI projects in the country.
Research and development projects implemented in the region by transnational companies are heavily concentrated in Brazil, and have become more so in recent years. In 2003-2005, the region received 3.6% of global research and development investment, of which 1.2% went to Brazil (see figure I.13) and in 2008-2010 Brazil’s share was larger at 2.2%, or 68% of the region’s total. Mexico also attracts research and development investment, receiving 0.8% of the global total in 2003-2005 and 0.4% in 2008-2010. As noted earlier, the region’s share of new FDI projects associated with research and development increased in 2010 to 5.5% of the global total, but this was mainly owing to developments in Brazil, which received 4.2% of the 5.5% received by the region, or more than 75% (see figure I.18). In terms of the jobs generated by new FDI projects associated with research and development, Brazil is by far the region’s leader, attracting a 64% share in 2008-2010, followed by Mexico and Chile with shares of 13% and 11% respectively (see figure I.19).
In short, the region receives most of its investment in new FDI projects in the low- and medium-low-tech sectors, though there has been a relative increase in projects in the medium-high-tech sectors and in those associated with research and development. However, the region’s share in projects with technological content is still small compared with other regions and projects are concentrated in Brazil and Mexico.
FIGURE I.18
DISTRIBUTION OF SUMS ASSOCIATED WITH ANNOUNCED NEW FOREIGN DIRECT INVESTMENT PROJECTS RELATED TO RESEARCH AND DEVELOPMENT ACTIVITIES, 2010
(Percentages)

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of investments announced in “fDi Markets”, Financial Times.
FIGURE I.19
DISTRIBUTION OF JOBS ASSOCIATED WITH ANNOUNCED NEW FOREIGN DIRECT INVESTMENT PROJECTS RELATED TO RESEARCH AND DEVELOPMENT ACTIVITIES, 2008-2010
(Percentages)

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of investments announced in “fDi Markets”, Financial Times.
D. Outward foreign direct investment
and the trans-Latins
1. Transnational companies from developing countries
In recent years, the emerging economies, particularly the countries known as the BRICs (Brazil, the Russian Federation, India and China) and South Africa, have been noticeably reshaping the global economy as their solid economic growth combined with the size of their economies creates a new landscape encompassing different dimensions. In terms of FDI, transnational companies from developing countries —especially Asian developing countries— are contributing increasingly to global flows (see figure I.5) and the vigour of their investments is reflected in a range of indicators showing a stronger presence in various global corporate rankings (UNCTAD, 2009).
Transnational companies from developing countries have expanded in an international context of increasing competition and corporate concentration. This process, termed the “global business revolution”, is taking place not only in final industries that embrace various technologies (aeronautics, automobiles, telecommunications and beverages) but also in supply industries by means of a cascade effect throughout the value chain (Nolan, Zhan and Liu, 2007). Global leaders have undergone a process of industrial consolidation through mergers and acquisitions of core businesses and de-mergers of non-core businesses. In the process, the leading companies with powerful capabilities have selected the most capable suppliers to work with in different production locations, expanding the consolidation process. The result is a process of concentration across a range of industries at all levels of the value chain. However, the international situation in recent years has also paved the way for more active participation by companies from developing countries, since the global crisis hit the transnational companies from developed countries hardest, prompting them to curtail their investment plans to meet capitalization needs in the face of bleak financing prospects.
Latin American and Caribbean transnational companies were no exception to this pattern and, although their international presence is still small compared with companies from Asian developing countries, they have expanded rapidly and positioned themselves as a key source of investment in the past few years (ECLAC, 2006). Companies from Brazil, Chile, Mexico and, more recently, Colombia have been the most active in expanding their international assets, a process that has been particularly widespread in basic industries (hydrocarbons, mining, cement, pulp and paper, iron and steel), mass consumption manufacturing (food and beverages) and services (energy, telecommunications, air transport and retail trade). In many cases the State and industrial development policies in strategic sectors have played a key role in the origin of these firms, especially in Brazil.
Several factors are behind the international expansion of Latin American transnational companies, or trans-Latins, in the past decade. First, Latin American and Caribbean companies, especially those from small economies in Central America and the Caribbean, were driven to expand their operations at the regional or global level as their home economies were opened up to foreign competition and they needed to ensure an efficient plant size that would enable them to take advantage of economies of scale and cut costs. Second, some companies took advantage of deregulation and privatizations to penetrate new markets, especially in services. Third, other companies turned to foreign investment as a means of tackling macroeconomic instability in their countries of origin and diversifying risks. Lastly, regional integration processes opened up markets and facilitated expansion to partner countries. The growth of trans-Latins is also, in many cases, a natural step in the internationalization process of the region’s economies and is a mechanism for acquiring knowledge and new production and organizational practices.
Although most of the region’s countries have devised strategies and incentives to promote exports and attract FDI, they have no strategies for supporting the internationalization of home-grown companies. Brazil is the exception, as will be discussed later, having included internationalization in its industrial policy and provided firms with government support and funding to assist them in that direction.
The policy discussion on whether and how to promote the internationalization of Latin American and Caribbean companies is a complex one and several points have to be taken into account in that regard, such as how to distinguish the benefits for the company from the benefits for the economy as a whole. The issue also has various financing and economic policy dimensions. The arguments in favour of a proactive policy on internationalization include improved production and management standards, increased productivity, the acquisition of new knowledge and the strengthening of technological capacities both within the company itself and across the national productive structure through externalities such as capital market stimulation. International competition also encourages companies to invest in research and development activities and become intermediaries between local and global knowledge systems. In that sense, the links between the company and the local innovation system can enhance the positive effects of internationalization.
Conversely, some argue that as leaders in their countries these companies should not be given special support since they are at no disadvantage when competing in global markets, when compared with small and medium-sized companies for example, and do not face the same problems in securing financing. Furthermore, it is difficult to guarantee that the benefits of internationalization will spill over into the rest of the economy.
Accordingly, policymakers considering a public policy of that nature should analyse not only costs and benefits, but also the opportunity cost of the resources involved and the institutional structure required. Furthermore, it should be borne in mind that a public policy promoting internationalization may suffer from information failures and create incentives for rent-seeking and corruption. The complex decisions in this area and the increasing importance of internationalization of the region’s companies open up a research agenda with major challenges for the next few years.
2. Outward foreign direct investment: the Latin American
and Caribbean region joins the dynamic
developing countries
In recent years, outward FDI flows from the Latin American and Caribbean region have risen significantly as part of a three-phase process. The first phase began in the 1990s with trade liberalization, the privatization of State companies and economic deregulation and lasted until 1996. During that period, the region’s outward FDI flows were limited but increasing, averaging US$ 3 billion per year (see figure I.20). During the second phase
—between 1997 and 2003— outward FDI was higher but not increasing continuously, averaging US$ 6.8 billion per year. Then in the third phase flows surged to an average of US$ 26.5 billion per year between 2004 and 2010. In 2010 in particular, outward FDI nearly quadrupled with respect to 2009 to set a new record of US$ 43.108 billion and the share of Latin American and Caribbean foreign investments in FDI flows originating in developing countries climbed from 6% in 200021 to 17% in 2010.
21 In 1992-2000, the share of the Latin American and Caribbean region in outward FDI flows stood at 9% on average.
FIGURE I.20
LATIN AMERICA AND THE CARIBBEAN: NET OUTWARD
FOREIGN DIRECT INVESTMENT, 1992-2010
(Millions of dollars)

Source: Economic Commission for Latin America and the Caribbean (ECLAC), estimates on the basis of official figures as at 15 April 2011.
The increase in outward FDI in 2010 reflected sizeable investments by Mexico, Brazil, Chile and Colombia (see figure I.21), which together accounted for more than 90% of outward FDI that year, with new records set by Mexico, Chile and Colombia. In GDP terms, Chile has the region’s highest FDI-to-GDP ratio (4.6%), reflecting the extent of internationalization in its business sector and the importance of that process in its economy, followed by Colombia (2.3%), Mexico (1.2%), the Bolivarian Republic of Venezuela (0.7%), Brazil (0.6%) and Argentina (0.3%) (see figure I.22).
Foreign investments by the region’s countries in 2010 are linked to the international expansion of Latin American and Caribbean companies in various sectors. While some companies had consolidated their position as leaders in their countries of origin and internationalization was a natural step in their growth, others have used aggressive strategies to position themselves in international markets, in order to take advantage of the opportunities created by the financial crisis and to tackle growing competition in increasingly globalized markets. However, there are also obstacles to expansion in the region for trans-Latins, mainly related to the low priority afforded to FDI by some of the region’s recipient countries.
FIGURE I.21
LATIN AMERICA AND THE CARIBBEAN (SELECTED COUNTRIES): OUTWARD FOREIGN DIRECT INVESTMENT, 2009 AND 2010
(Millions of dollars)

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of official figures and estimates as at 15 April 2011.
a Costa Rica, El Salvador, Guatemala and Honduras.
FIGURE I.22
LATIN AMERICA (SELECTED COUNTRIES): NET OUTWARD FOREIGN DIRECT INVESTMENT IN RELATION TO GDP, 2010
(Percentages)

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of official figures and estimates as at 15 April 2011.
Tables I.5 and I.6 show the major acquisitions and greenfield investments in excess of US$ 100 million announced by the region’s companies in 2010. Table I.7 shows the region’s largest Latin American groups and companies with substantially internationalized activities by 2010 sales figures. A significant proportion of Latin American and Caribbean cross-border investments are directed at neighbouring countries. For example, 47% of the mergers and acquisitions concluded by Latin American and Caribbean companies in 2010 took place in a country in the region. Announced trans-Latin greenfield investments also largely stay within the region —59%22 of the total in 2010— which underlines the importance of trans-Latins as a source of investment in Latin America and the Caribbean, as active agents in regional integration and as a means of improving production-related practices and knowledge.
22 Estimates from the Thomson Reuters and fDi Markets databases.
By country, Mexico made the largest foreign investments in 2010. Its outward investment jumped by 81% that year to a record US$ 12.694 billion and comprised mainly acquisitions, such as the purchase by the Televisa group of a substantial share in the Univisión group in the United States for US$ 1.2 billion; the acquisition of Sara Lee Corporation’s baked goods business in the United States (North American Fresh Bakery) by Bimbo Group for US$ 959 million; the purchase of Chilean pharmacy chain operator FASA by Casa Saba for US$ 604 million; the acquisition of Bar-S Foods (United States) by Sigma Alimentos (Alfa Group) for US$ 575 million; and the investment by Grupo R (Constructora y Arrendadora México, S. A. de C. V. (CAMSA)) in PetroRig III (Norway) for US$ 540 million (see table I.5). A number of new investment projects were also initiated, including projects by América Móvil in telecommunications in Brazil (purchase of a share in Net), Colombia and, recently, Central America (see box I.5 and table I.6). Besides these recent acquisitions, Mexican companies already have quite a strong track record as regards the internationalization of their activities (see box I.5).
TABLE I.4
LATIN AMERICA AND THE CARIBBEAN: NET OUTWARD FOREIGN DIRECT INVESTMENT, 2000-2010
(Millions of dollars)

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of official figures and estimates as at 15 April 2011.
a Simple average.
b The average shown for the first half of the decade corresponds to 2001-2005.
c The 2010 data cover up to the third quarter.
Brazil invested a total of US$ 11.5 billion abroad in 2010, which represented a noticeable rise compared with the contraction of its investment flows in 2009 (see figure I.21). In 2010, new capital contributions were concentrated in several sectors. In the natural resources sector investments went mainly to metal mining (6%), while the largest investments in manufacturing went to food (15%) and metallurgy (7%) and in services investments were made mainly in financial services (47%) (see figure I.23). Mergers and acquisitions include the mining investments of Companhia Vale do Rio Doce (Vale) in Guinea (through the purchase of shares in BSG Resources in Guernsey), Metalúrgica Gerdau in Canada, the share of Camargo Corrêa in Cimpor Cimentos of Portugal and the acquisition of Keystone Foods (United States) by Marfrig Alimentos, all in excess of US$ 1 billion. Argentina, Chile, Colombia and Peru also attracted substantial Brazilian investment. For example, Vale recently launched copper mining activities in Chile, phosphate mining in Peru and coal mining in Colombia, while the cosmetics company Natura has operations in Argentina, Chile and Peru and plans to launch operations in Colombia and Mexico in 2011.
TABLE I.5
MAIN CROSS-BORDER ACQUISITIONS BY LATIN AMERICAN COMPANIES, 2010
(Millions of dollars)

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of data from Thomson Reuters.
TABLE I.6
ANNOUNCEMENTS OF NEW CROSS-BORDER INVESTMENTS BY TRANS-LATINS FOR AMOUNTS
IN EXCESS OF US$ 100 MILLION, 2010
(Millions of dollars)

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of data from “fDi Markets”, Financial Times.
TABLE I.7
LATIN AMERICA AND THE CARIBBEAN: LARGEST COMPANIES AND GROUPS WITH INVESTMENTS AND
EMPLOYMENT ABROAD BY SALES, 2010

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of América Economía, No. 60, April 2011.
Brazilian companies have been afforded government support in their internationalization process23 (Sennes and Camargo Mendes, 2009). Two specific examples are the support from BNDES in the acquisition of the United States company Keystone Foods by Marfrig and the purchase of the United States company Pilgrim’s Pride by JBS Friboi. BNDES Participações (BNDESPAR) purchased 100% of the notes issued by Marfrig to acquire Keystone Foods for US$ 1.26 billion and virtually all the bonds issued by JBS Friboi to acquire Pilgrim’s Pride for US$ 800 million. BNDESPAR now owns a 14% stake in Marfrig and a 17% stake in JBS Friboi. The country’s leading firms have long benefited from strong public policy impetus and this gained further strength from the productive development policy launched in 2008, which defines five strategies for the different degrees of development of the country’s companies and productive systems. The first relates to global leadership and is designed to maintain or position Brazilian companies or productive systems among the five largest global companies in their field, be it in terms of assets, technology or production. This strategy covers several sectors: aviation, oil, gas and petrochemicals, bioethanol, mining, paper and pulp, steelworks and the meat industry (BNDES, 2008).
23 For a detailed review of the internationalization process within Brazilian companies, see Ramsey and Almeida (2009).

Foreign investments by Chilean companies rose by 8% in 2010 to a record of US$ 8.744 billion. Most of this investment went to other Latin American countries (58% of the total), particularly Brazil (20%), Peru (13%), Argentina (11%) and Uruguay (6%), and was concentrated in financial services (45% of the total), the retail trade (21%) and, to a lesser extent, manufacturing (10%) (see figure I.23). Substantial investments were announced by Cencosud (supermarkets) in Argentina, Brazil, Colombia and Peru and by Falabella (department store) in Argentina and Peru. Major transactions in 2010 include investments by Cementos Bío Bío in Peru (joint venture with the Brazilian company Votorantim) and others by the software and information technology services company Sonda in Argentina, Brazil and Mexico totalling more than US$ 90 million, as well as the acquisition of Eitzen Bulk Shipping of Denmark by the shipping company Ultragas for US$ 93 million. In addition, the merger of LAN Airlines and TAM Airlines is pending approval by the Chilean regulatory bodies (see box I.3).
FIGURE I.23
BRAZIL, CHILE AND COLOMBIA: DISTRIBUTION OF OUTWARD FOREIGN DIRECT INVESTMENT BY DESTINATION SECTOR, 2010 A
(Percentages)

Source: Economic Commission for Latin America and the Caribbean (ECLAC), estimates on the basis of official figures as at 15 April 2011.
a The information for Brazil includes only capital contributions.
Colombia’s foreign investment totalled US$ 6.504 billion in 2010, double the amount recorded in 2009, making the country one of the region’s largest investors. Investments were concentrated in the mining and quarrying sector, which accounted for US$ 4.5 billion or 70% of total outward FDI (see figure I.23). Investments in this sector included projects by ECOPETROL in, Brazil, Peru and the United States which will continue in 2011. Several services companies were also active investors in 2010, including Grupo Aval Acciones y Valores which purchased BAC Credomatic in Central America for US$ 1.92 billion, the State energy distributor Empresas Públicas de Medellín, which acquired Distribución Eléctrica Centroamericana II for US$ 605 million, and the State company Interconexión Eléctrica, which invested
US$ 499 million in Cintra Concesiones of Chile. Other notable investments include several by Cementos Argos in the Dominican Republic, Haiti, Panama and the United States.
The Bolivarian Republic of Venezuela increased its foreign direct investment by 30% in 2010 to US$ 2.39 billion, a large proportion of which went to the oil sector and formed part of the expansion of the State company PDVSA. However, investments were also made in the financial sector, including by the National Development Fund Group, which purchased a substantial share in Banco AKB Yevrofinans Mosnarbank of the Russian Federation, as well as in the commercial sector, including investments by Becoblohm Valencia in Costa Rica and by the information technology services company Sidif in Chile, Nicaragua and Peru.
In the countries comprising the Central American Isthmus, foreign investments include those by Costa Rican companies such as Britt, which continued its expansion process into Mexico in 2010, and the information technology services provider ITS InfoCom, which made initial investments in Colombia in 2010. Companies in El Salvador have also made major investments abroad, which in 2010 included those by Molinos de El Salvador in Honduras; the Poma Group, which continued investing in the hotel, property and automobile distribution sector, including in Costa Rica and Panama; and Grupo Agrisal which continued investing in the Costa Rican property sector. In addition, Grupo Taca of El Salvador formed an alliance with the Colombian airline Avianca (see box I.3). In 2010, several Guatemalan companies also invested abroad, including Grupo Pharma which invested US$ 25 million in the south of Mexico and in new pharmacies in El Salvador, and Grupo G&T Continental which invested in El Salvador. Several Nicaraguan companies also invested abroad in 2010, including Banco Lafise in Colombia, Costa Rica, Honduras, Mexico and Panama (see chapter II).
Panama is consolidating its strategy to attract international companies, as a result of which more global investments are made from this country than from any other country in the subregion. The dynamic investment activities of Panama-based companies as foreign investors include recent investments by the Copa airline in Aero República (see box I.3), the Bladex banks in Brazil, Mexico and Peru, Banco General in Costa Rica and the insurance company Assa in Costa Rica, as well as companies such as Silva Tree in the United Kingdom and Overseas Clearing Corporation in New Zealand. In short, foreign direct investment by companies based in the countries of the Central American Isthmus is concentrated within the subregion and in its two extremes: Colombia and Mexico.
In the Caribbean, the Dominican Republic, Jamaica and Trinidad and Tobago have joined the group of countries with major foreign investors in recent years. Investments from these Caribbean countries include those by Digicel Group, an Irish-owned company based in Jamaica, in the mobile telephone provider of Fiji (Digicel Pacific) for US$ 132 million and Cervecería Nacional Dominicana CxA (Grupo León Jiménez) in the brewery companies St. Vincent Brewery, Antigua Brewery and Dominica Brewery & Beverages Ltd. for US$ 31 million. In addition, Bermudez Group of Trinidad and Tobago announced investments in the Costa Rican food sector totalling US$ 2.5 million.
E. Concluding remarks
FDI in Latin America and the Caribbean rose by 40% in 2010 to US$ 113 billion and increased more than in any other region of the world since the global financial crisis, as the developing countries’ share in global FDI flows increased. FDI rose by 10% in developing countries in 2010 but fell for the third year in a row in developed countries, by 7% in 2010, making the developing countries the largest recipients worldwide for the first time. Outward foreign direct investment from Latin America and the Caribbean nearly quadrupled in 2010, exceeding US$ 43 billion. This growth in inward and outward FDI reflects the increasing internationalization of the region’s economies as well as their strengthened economic links. Of total FDI in the Latin American and Caribbean region in 2010, 10% came from within the region itself. As well, 47% of the mergers and acquisitions and 59% of the greenfield investments announced by trans-Latin companies in 2010 targeted the Latin American and Caribbean region itself.
FDI in South America rose by 56% in 2010. Brazil was the largest recipient and attained a new high. A new FDI record was also set in Peru. Chile received US$ 15.095 billion, while Argentina and Colombia received FDI in excess of US$ 6 billion. Meanwhile, FDI in Mexico rose by 17% over the 2009 figure, making it the region’s second largest recipient. FDI in the Central American Isthmus climbed again in 2010, by 16%, and was led by Panama and Costa Rica which together drew 64% of all flows into the subregion. El Salvador was the only country in the subregion to see a contraction in FDI inflows, continuing a downward trend that had started in 2009. In the Caribbean, inward FDI fell by 18% in 2010; the Dominican Republic was the subregion’s largest recipient, accounting for 42%. Although the countries of Central America and the Caribbean received small amounts of FDI in absolute terms, theirs were the largest amounts in relation to GDP.
By sector of investment in Latin America and the Caribbean, FDI trends varied significantly among the subregions. In South America, 43% of FDI in 2010 went to natural-resources-related fields, while services and manufacturing accounted for 30% and 27% respectively. In the subregion comprising Mexico, the Central American Isthmus and the Caribbean, FDI flows were concentrated in manufacturing (54%) and services (41%), while the natural resources sector received only 5%. The data on new FDI projects announced show the low- and medium-low-tech sectors bringing in most FDI in Latin America and the Caribbean. New investments in the medium-high-tech sectors and in projects associated with research and development activities have increased in recent years, but the region’s share in high-tech FDI projects remains small compared with other regions worldwide and these projects are almost all located in Brazil and Mexico. Brazil received the largest amount of FDI in high-tech investments in absolute terms, but Mexico received more as a percentage of all new projects: 10%, compared with only 6% in Brazil. In terms of origin, the United States continues to be the main investor in the region, followed by the Netherlands, China, Canada and Spain.
The investments of Latin American and Caribbean transnationals resumed their growth of the past decade to set a new record of US$ 43 billion in 2010. The main sources of FDI flows were Mexico and Brazil, followed by Chile and Colombia. These four countries accounted for 92% of total outward FDI from the region in 2010. Outward FDI from the countries of the Central American Isthmus also climbed significantly and their rising outward flows have strengthened the region’s position as a global investor. In the past decade the share of Latin America and the Caribbean in FDI from developing countries rose from 5% to 17%. Latin American and Caribbean companies have internationalized in the basic industries in particular, including hydrocarbons, mining, cement, pulp and paper and the iron and steel industry, in mass consumption manufacturing segments such as food and beverages and in certain services such as energy, telecommunications, air transport and the retail trade.
In view of the importance of FDI flows, greater efforts must be made to better understand the impact of FDI in the region which, as noted earlier, constitutes a long-term research agenda. The growing investment activity of trans-Latin companies also needs to be analysed in order to shed light on the potential impact in investor countries together with possible support measures and policies. As mentioned earlier, it is important to consider not only the potential benefits of the internationalization of Latin American and Caribbean companies but also the arguments against a proactive support policy. In short, the region is undergoing increasing globalization and internationalization and FDI is at the heart of that process. The research agenda should include understanding the repercussions of this process and the manner in which a proactive industrial policy can contribute to enhancing its benefits for the region’s economic development.
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Annex
TABLE I.A-1
CLASSIFICATION OF MANUFACTURING INDUSTRIES BY TECHNOLOGY INTENSITY

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of data from the Organization for Economic Cooperation and Development, 2009.
a n.e.c. – not elsewhere classified.
TABLE I.A-2
LATIN AMERICA AND THE CARIBBEAN: NET FOREIGN DIRECT INVESTMENT
INFLOWS BY COUNTRY, 2000-2010
(Millions of dollars)

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of official figures and estimates as at 15 April 2011.
a The amount shown for FDI in 2010 is an official estimate.
b The data shown for 2010 correspond to the cumulative amount at the third quarter.
c In the fourth quarter of 2009, El Salvador updated its methodology for measuring FDI, as a result of which companies’ liabilities are deducted from the data for 2010 and only net FDI data are given.
TABLE I.A-3
LATIN AMERICA AND THE CARIBBEAN: NET FOREIGN DIRECT INVESTMENT INFLOWS
BY DESTINATION SECTOR, 2005-2010 A
(Millions of dollars)



Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of official figures and estimates from the central banks of the respective countries as at 15 April 2011.
a Data may not correspond to those reported in the balance of payments.
b Does not include the sale of land or reinvested earnings.
c FDI in 2005 corresponds to investments made under Legislative Decree 600.
d Manufacturing data include maquila.
e Data for 2010 correspond to the cumulative total at the third quarter.
f Data for 2007 correspond to the sectoral breakdown of long-term foreign capital, taking into account direct foreign investment, disbursements of long-term loans and bonds (Central Bank of Peru).
TABLE I.A-4
LATIN AMERICA AND THE CARIBBEAN: NET FOREIGN DIRECT INVESTMENT INFLOWS BY COUNTRY OF ORIGIN, 2005-2010 A
(Millions of dollars)




Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of official figures as at 15 April 2011.
a The data may not correspond to those reported in the balance of payments. No data are available by country of origin for Grenada, Montserrat and the Plurinational State of Bolivia. The data are arranged by size of FDI source in the last year reported. For data prior to 2005 please see the reports on foreign direct investment prepared by ECLAC for previous years.
b The data for 2010 correspond to the cumulative amount at the third quarter; includes maquila.
TABLE I.A-5
LATIN AMERICA AND THE CARIBBEAN: NET FOREIGN DIRECT INVESTMENT OUTFLOWS
BY COUNTRY, OFFICIAL FIGURES, 2000-2010
(Millions of dollars)

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of official figures as at 15 April 2011.
Chapter II
Central America, Panama and the Dominican Republic: export-oriented foreign direct investment
A. Introduction
1 The Central American countries are Costa Rica, El Salvador, Guatemala, Honduras and Nicaragua. With the addition of Panama, the grouping thus formed is referred to as the Central American Isthmus. The Dominican Republic is included in the analysis of this chapter along with this group of countries, since it is a signatory of the Dominican Republic-Central American-United States Free Trade Agreement (CAFTA-DR).
FDI has been the lynchpin of the industrialization process in many developing countries since the start of the twentieth century and, with the deepening of globalization, has become increasingly important (Narula and Lall, 2006; Moran, 2005 and 2006). The subregion is no exception: following trade liberalization and structural reforms, FDI inflows intensified significantly in real terms, as will be seen below. The outcome has been a pattern of international integration in which the United States emerges as the leading destination for exports from the subregion, the latter’s preferred trading partner and its principal foreign investor.
Since the Central American economies have small domestic markets and weak consumption levels due to their low per capita income, they engaged at an early stage in a process of regional integration with the creation of the Central American Common Market (CACM) in 1960. Subsequently, they took advantage of the trade preferences for market access provided by the United States through the Caribbean Basin Initiative, which entered into force in 1984, and offered full exemption from import tariffs for a wide range of imports from the beneficiary countries. The Caribbean Basin Initiative and the creation of special export promotion regimes laid the foundations for the development of export platforms for manufactures in the subregion. These subsequently benefited from the expansion of the list of export products through the Caribbean Basin Trade Partnership Act (CBTPA), which entered into force on 1 October 2000. The advance of the integration process has meant that the main groups of firms now operate regionally (Segovia, 2006). More recently, this has led to the emergence of Central American trans-Latin corporations.
The impact of FDI on the host economies is extremely difficult to assess with any degree of certainty since, while empirical evidence suggests that openness and deregulation have boosted FDI flows into developing countries, their impacts are associated with the specific capabilities and features of the host countries and the type of FDI received (Kokko, 1996; Kokko, Tansini and Zejan, 1996; Aitken and Harrison, 1999; Paus, 2005). For the countries of the subregion, indications are that the expansion of extraregional exports of manufactures has been largely based on a labour-intensive model. The presence of FDI was crucial to the creation of the maquila industry and more recently to the expansion of the production and export of services. This trend has a positive impact on the quality of FDI-generated jobs: indeed, although the services sector is labour intensive, investment in this area is conducive to greater skills training for the workers, who are better paid than maquila employees. Moreover, except in the case of very basic call centres, the expansion of the business services sector or others that require ICT support leads to the modernization of infrastructure (broadband, energy, etc.) and of the country’s production base.
B. Developments in FDI in the subregion:
characteristics and main trends
Different approaches and analytical frameworks have been adopted in studying FDI in the subregion. Much of the literature has focused on FDI determinants,3 in particular on geographical factors or localization economies (Cubero, 2006). A complementary approach has focused on the effects of FDI on variables such as production, fixed investment, human capital, employment and wages, productivity dynamics (through direct impact or externalities), economic growth, the external sector or the real exchange rate.4
3 The studies referred to are the Dunning (2000) eclectic paradigm, the analytical framework of the United Nations Conference on Trade and Development (UNCTAD) (1998) or that of Caves (1996) or some combination of the above.
4 See chapter I; Rodríguez and Robles (2003) and Cubero (2006).
This section examines the dynamics of FDI through the use of some components of the Dunning (2000) eclectic paradigm, highlighting the role of the efficiency-seeking strategies of firms investing in the countries of the subregion.5 First, the four stages of FDI proposed by Rosenthal (2006) from the end of the nineteenth century to the present are reviewed and this is followed by a look at developments in recent decades and the FDI business dynamic of recent years.
5 Some (not all) of the elements of the eclectic paradigm are adopted because one of its dominant strategies in the paradigm is its specific
asset-seeking orientation and because the assets in question are exclusive to foreign companies, are not necessarily observable or quantifiable and would be difficult to capture, since the relevant company microdata are unobtainable.
The first stage is that of the banana- and gold-producing enclaves —with the paradigmatic case of the transnational corporation United Fruit Company — which spanned the period 1870-1940. This investment generated a strong demand for infrastructure, mainly railways. FDI for the seven countries of the subregion during this period totalled approximately US$ 200 million and after 1870, a substantial part of this was earmarked to the expansion of the rail network, the most important factor in the increase in exports (Bulmer-Thomas, 2003).6
6 The concentration of FDI in just a few sectors prompted many foreign corporations to establish natural monopolies (water) or quasi-monopolies (railways), setting prices and reinforcing the pattern of export specialization rather than diversification.
The second stage, 1950-1970, in tandem with the formation of the Central American Common Market (CACM), placed the emphasis on State-led industrialization (import substitution model)7 for the regional market. The economic activity of United States and European firms was driven by the process of economic integration in Central America. These firms, depending on the sector in which they operated and transport costs, defined the production centres needed to achieve sizable market shares in the countries of the subregion. Expansion of the local markets was the first strategic objective of industrial policy, the aim being to sustain operations with minimum efficiency levels. During the early stages of the integration process, foreign investments targeted industries such as food and beverages; chemicals and pharmaceuticals; engineering; and textiles. Their development was underpinned by a tariff structure which allowed for appropriate costs and limited the scope for undercutting by low-cost external competitors (Rosenthal, 1974, 1975).8
7 See Cárdenas, Ocampo and Thorp (2000) for a detailed explanation as to why the expression “State-led industrialization” captures better the development strategy of countries than the more commonly used term “import substitution industrialization”.
8 As indicated by Aitkenhead (2004), the two policies resulted in the design and implementation of two strategies which characterized, in turn, two types of industrial entrepreneurs: those that took advantage, from the outset, of the regional scope arising from the integration process and who were preparing for a greater level of competition; and those that sought to use the tariff system to strengthen their control of national markets.
The third stage, between 1980 and 2005, marked the first break with the State-led industrialization model and the adoption of an export development model, supported by the Washington Consensus, the predominant precept of which was that foreign investment acted as an engine of growth and generated almost automatically positive impacts on the host economies. Under this approach, FDI was another item in the balance of payments and the idea was to maximize these capital flows, which served as a complement to domestic saving.9 The most notable feature of this phase was that FDI flows arising from privatizations and acquisitions of State enterprises exceeded FDI flows towards new assets, except in the case of Costa Rica. Moreover, this was the period which saw the launch of the most significant schemes for promoting export manufacturing and maquila industries as well as free zones and inward processing arrangements.10
9 See chapter I, section B.
10 These constitute a customs regime which allows goods to be imported into the national territory free of any type of duty on condition that they are processed or assembled and re-exported within the specified period.
The regional entrepreneurial groups created during the import substitution stage developed into Central American trans-Latins, which expanded strongly thanks to trade openness.
The final phase began in 2006 with the entry into force of CAFTA-DR. The main advantage of this free trade agreement (FTA) lay in the scope for generating new investment flows from the United States and Canada towards the countries of the subregion, which would deepen their specialization as an export platform. The FTA was also expected to bring static and dynamic efficiency gains, together with technological and monetary externalities with differential impacts, both direct and indirect, depending on the branch of activity, sector or enterprise. Such efficiency gains were also expected to impact different transmission mechanisms, economic activity and the welfare of the society as a whole (Rosenthal, 2006).
Figure II.1 illustrates trends in FDI from 1960 to 2010, measured in constant 1982-1984 values. During the second phase, the scale of FDI inflows was not substantial and was not a decisive variable in the development process, since the industrialization model was based on a domestic-market-oriented, import-substitution strategy. In the third stage, on the other hand, during the 1980s and 1990s, following trade liberalization and the wave of privatizations, FDI shot up, reaching US$ 2.8 million in 1998. At this time, the dominant strategy of the companies, consisting in the export of manufactured goods, sought to take advantage of low labour costs. In the fourth phase, FDI rose to US$ 4.8 million in 2008, falling back to US$ 3.3 million in 2009, as a result of the international economic crisis.
FIGURE II.1
CENTRAL AMERICAN ISTHMUS AND THE DOMINICAN REPUBLIC: FOREIGN DIRECT INVESTMENT INFLOWS, 1960-2010
(Millions of constant 1982-1984 dollars)

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of official figures.
1. Growth in FDI since the 1980's
Since the 1980s, the countries of the subregion have undergone a process of trade liberalization reinforced first by the Caribbean Basin Initiative, next by the process of Central American integration, and consolidated, more recently, by the entry into force of CAFTA-DR. The pattern of global integration was dominated in the 1980s and 1990s by the important role played by exports (mainly textiles and garments) from the free zones to North America and, in the last decade, by the growing diversification of exports and investments in new remote business services, such as call centres, business process outsourcing (BPO), knowledge process outsourcing (KPO), back office services and new tourism market niches as well as inroads into new technology-intensive value chains such as medical devices, electronics and aircraft maintenance. The closeness to the United States and Canadian markets has prompted major foreign investments in public services such as telecommunications, broadband Internet, logistics and land and maritime transport.
While the reform process was not uniform and took place more or less selectively and gradually depending on the country, trade liberalization has been the most important structural reform implemented in the past 30 years. The subregion now depends, among other things, on export growth and diversification so that the commitments made under the World Trade Organization are a turning point that is leading the countries to move away from the traditional export promotion schemes to new FDI attraction schemes based on different, “new generation” incentives.
FDI flows were notoriously low throughout the subregion in the 1980s, owing in large part to the civil and political conflicts which spanned in El Salvador, Guatemala and Nicaragua.11 Panama, Dominican Republic and Costa Rica were the three countries that attracted the most FDI thanks to their sound business and investment climate (see table II.A-1). Manufacturing for the local market declined during this period and investment flows from the United States and Asia started to arrive. This period also saw the start-up of a process of diversification of exports as part of an effort to strengthen linkages with the United States market (Rosenthal, 2006; Rodríguez and Robles, 2003; CEPAL, 2004a, López and Umaña, 2006).
11 Robles (2000) uses econometric evidence to show the existence of structural change and to explain how productivity and investment were boosted following the peace processes in Guatemala, El Salvador and Nicaragua.
FDI inflows started to pick up in the 1990s from the low levels of the 1980s in the wake of the peace processes launched in the subregion and, above all, as a result of the new business opportunities arising from the privatization of public enterprises —in particular in El Salvador, Guatemala and Nicaragua— the improvement in the business environment and the first active policies introduced to attract FDI. For example, with the establishment of free zones and other special regimes, new fiscal and financial incentive schemes were set up and FDI promotion policies designed. At the same time, a new public institutional framework of investment promotion agencies and consortiums was created to boost exports and bring in investments, against a background of growing international competition, which led to the relocation of production centres across the globe in the quest for lower production costs.
The above developments could explain the dynamic of FDI flows in the 1990s and the differences observed between countries and sectors in terms of the significance of FDI as a percentage of GDP. In absolute terms, the two most successful countries in attracting FDI were Costa Rica (in sectors such as electronics, high technology and tourism) and Panama (logistics, transport, infrastructure, banking, insurance and other services).
As a result of this dynamic, the relative significance of FDI increased in all countries. In the 1990s, inflows trended upwards, registering a boom in 1999-2010, a fall in 2003-2004, followed by a rally, which lasted until 2009 when the outbreak of the international economic crisis put a damper on investment activity. During the period as a whole, Panama, Dominican Republic and Costa Rica received 68% of the FDI channelled into the subregion, followed by Honduras (10%), El Salvador (9%), Guatemala (8%) and Nicaragua (6%) (see figure II.2 and, for a breakdown by country, see table II.A-1). From the mid-1990s, the percentage share of FDI in GDP increased strongly (see figure II.3), the highest values were recorded by Panama and Nicaragua —in the case of the former because FDI inflows were very significant and in the case of the latter because its GDP is relatively low—, while in El Salvador, Guatemala and the Dominican Republic, FDI accounts for a lower percentage of GDP.
FIGURE II.2
CENTRAL AMERICAN ISTHMUS AND THE DOMINICAN REPUBLIC:
NET FOREIGN DIRECT INVESTMENT INFLOWS
BY COUNTRY, 1999-2010
(Percentages)

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of official figures.
FIGURE II. 3
CENTRAL AMERICAN ISTHMUS AND THE DOMINICAN REPUBLIC: FOREIGN DIRECT INVESTMENT AS A PERCENTAGE
OF GDP, 1990-2010
(Percentages)

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of official figures.
From a longer term perspective, an outstanding feature is the structural change that has taken place in these countries and the slow transformation of the industrial apparatus due to the decline in textile and clothing exports and the advance of exports of services, especially from call centres and BPO. The purpose of the FDI (to generate export platforms) has not changed, but what have changed are the direction, diversification and type of investment and the products exported. For both sets of companies, export promotion is based on tax incentives complementary to the opening up of the economy, which have helped to redirect resources towards the export sector (Rodríguez and Robles, 2003).
The business dynamic of FDI following the global economic crisis of 2008 was different in the three groups of countries of the subregion.12 The first group comprises Costa Rica, Dominican Republic and Panama, which accounted for approximately 71% of the FDI flowing into the subregion in 2008 and 2009 and attracted investments, chiefly in the financial services sector, tourism and real estate, mining, remote business services, shared services, contact centres, administrative support, design, architecture and construction, telecommunications, software, energy and manufacturing of varying technological complexity (assembly of electrical appliances, electronic components and semi-conductors).
12 See ECLAC (2009b) on the impact of the crisis in the countries of the subregion.
The second group is made up of El Salvador and Guatemala, which, in 2008-2009, accounted for 15% of total FDI flowing into the subregion. Both countries achieved a noteworthy success in the initial investment attraction phase for the establishment of call centres and BPO, but have started to reveal limitations in their capacity to expand the local supply of qualified and bilingual personnel for upgrading from basic client-service functions to international technical assistance services. In recent years, FDI into El Salvador has been geared to sectors such as aircraft maintenance, agri-business, medical devices, electronics, infrastructure, logistics, specialized textiles and garments, tourism, BPO and medical services. In Guatemala, FDI has expanded to call centres and BPO (15,000 agents and 50 call centres), electronic components, auto parts, medical devices, software and various manufactures (plastics, chemicals, rubber materials, and iron and steel products). New investments have been announced in 2011 for the energy, mining, telecommunications and petroleum sectors.
The third group, composed of Nicaragua and Honduras, receives less significant FDI inflows and its free economic zones still have sizable textile and clothing enterprises, although there is a growing effort to attract investments towards call centres and BPO centres, shared corporate services, administrative support offices, agri-business, tourism and renewable energies. This group, like the second, receives about 15% of the subregion’s FDI. One noteworthy feature is the transition from textile and clothing manufacturing in the 1990s to business services, call centres and BPO towards the end of the first decade of the millennium. The light manufacturing and assembly industry is one of the highest growth sectors of the Nicaraguan economy and has established itself as an export platform consisting of 138 enterprises operating under the free-zone regime and which includes manufacturers of sanitary products and auto parts.13 The strategic FDI sectors in Honduras are light manufacturing, the textile and clothing industry, agri-business, forestry, tourism and services.14
13 The leading companies are ARNECOM (harnesses for motor vehicles); Command Medical (medical devices) and Stainless Ride (stainless steel and other metals). The subsectors with the greatest potential in manufacturing included the medical industry (disposable medical equipment, orthopaedic supports, and medical gowns) and the automobile industry (cable harnesses, parts and accessories).
As regards the inward FDI, the United States is the leading investor in the subregion, followed by Spain, Canada and Mexico (see figure II.4). Canada is increasing its investments especially in intermediate- and high-technology manufacturing, business services and tourism.
FIGURE II.4
CENTRAL AMERICAN ISTHMUS AND THE DOMINICAN REPUBLIC: NET FOREIGN DIRECT INVESTMENT INFLOWS BY COUNTRY OF ORIGIN, 1999-2010
(Percentages)

Source: Economic Commission for Latin America and the Caribbean (ECLAC) on the basis of official figures.
Outward investments from Central American economies also expanded up to 2008, when the recent financial crisis struck (see table II.1). Of those countries that present official figures, Costa Rica is the principal investor abroad, followed by El Salvador and Guatemala. Panama is a special case: without official data, the United Nations Conference on Trade and Development (UNCTAD) estimates that outflows in the past four years exceeded US$ 2 billion (UNCTAD, 2010). This amount (which would place Panama in fifth position among Latin American and Caribbean investors) undoubtedly includes many foreign operations established in third countries through subsidiaries in Panama.
Available data reveal that mergers and acquisitions (see table II.2) and investment announcements for 2005-2010 (table II.3) concern almost exclusively the Latin American and Caribbean countries, especially in the subregion itself. These reflect the progress made towards integration in the subregion (ECLAC, 2004a; Martínez and Cordero, 2009a and 2009b).
The Salvadorian group Poma has invested heavily in Costa Rica in the construction of shopping malls and hotels. Banco General and Banco Continental, both of Panama, invested, also in Costa Rica, in the banking and insurance sectors. El Salvador has made significant investments in Honduras in the commercial and hotel sectors and Nicaraguan companies have invested in the Salvadorian financial sector. Panama has received investments from Costa Rica targeting essentially the agri-food sector and from El Salvador, mainly in the commercial sector.
TABLE II.1
CENTRAL AMERICA: NET FOREIGN DIRECT INVESTMENT OUTFLOWS, 1999-2010
(Millions of dollars)

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of official figures as at 28 April 2010.
a Provisional figures.
TABLE II.2
CENTRAL AMERICAN ISTHMUS AND THE DOMINICAN REPUBLIC: MAIN MERGERS AND ACQUISITIONS, 2005-2010

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of information provided by Thomson Reuters.
TABLE II.3
CENTRAL AMERICAN ISTHMUS AND THE DOMINICAN REPUBLIC: PRINCIPAL ANNOUNCED INVESTMENTS, 2005-2010


Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of information provided by fDi Markets [online] http://www.fdimarkets.com/.
2. Distribution of foreign direct investment by sector, 1999-2010
A study of the distribution of FDI by sector must start with some elements common to all the countries of the subregion. These include the export promotion and investment attraction schemes; competitive advantages based on location factors; relative costs and international trade negotiations; and the change in the production structure.15
15 FDI distribution by sector is analysed in two ways, bearing in mind the scarcity of data in particular in relation to Guatemala. First, the sectoral economic classification adopted in each country is used to identify the purpose to which the investments are put (for example, industry, commerce, services, construction, communications, electricity, agriculture and fisheries, mining and quarrying, finance) and, for purposes of comparison between countries, these are regrouped in four categories: natural resources, manufacturing, services and others. Second, a distinction is made between investments in activities geared to the export of goods and services) subject to special regimes (free economic zones, inward processing, maquila and temporary admission) and other investments.
Between 1999 and 2010, FDI sector targets shifted substantially from manufacturing to services, in particular tourism, the real estate industry and remote business services. In 1999, manufacturing was a major target in all countries (except Panama); within a decade, a decline was evident, especially in textiles and garment manufacturing (except in Honduras and Nicaragua), while investments in services expanded in all countries (see figure II.5). The situation in Panama is unsurprising, since it has traditionally received investments in the services sector. In the other countries, FDI has soared, especially in remote business services. In the Dominican Republic, services continue to be significant, but their percentage decline from 80% of total FDI in 1999 to 56% in 2009 and the increase in investment in natural resources are attributable to major investments in mining. Growth in FDI in services in the other countries was driven by incentives (tax exemptions and financial incentives), which continue to apply to investments in export-oriented activities that operate under special regimes, and by the new export orientation that has been emerging in the past decade. In all of the countries of the subregion —except Guatemala and Panama, for which no detailed information is available, FDI in free zones accounts for a substantial proportion of total FDI.16
16 In the past five years, FDI in the free economic zones accounted for 24% of total FDI in Costa Rica, 20% in Honduras, 16% in Nicaragua, 10% in El Salvador and 6% in the Dominican Republic.
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Source: Economic Commission for Latin America and the Caribbean (ECLAC) on the basis of official figures.
Note: Guatemala does not appear in the figure owing to the unavailability of data series for selected periods.
Specific features of each country are examined below with emphasis on the operations of trans-Latin companies in the subregion:
(a) Panama
This country is the leading FDI recipient in the subregion with a sectoral pattern markedly different from that of the rest, since historically it has been a service economy. The expansion of the Canal, the logistical and multimodal platform, together with the vibrancy of its financial services, remote business services, real estate, construction and tourism sectors, have turned this country into a magnet for investments in the subregion.17 Apart from investments in national and international licence banking, the Colón Free Zone companies have become a source of growth for the whole economy.
17 The most important national and foreign investments are the expansion of the canal at an estimated cost of US$ 5.25 billion and the construction of the railway between Balboa and Colón, fibre optic networks, the Pan American central transisthmian highway and three new motorways. In addition, new investments have been made in energy, tourism, construction, banking and finance.
The investment promotion policy focuses on four strategic sectors: logistics, agribusiness, tourism and financial services. Logistics seeks to attract investments in marketing and storage of agroindustrial products. In addition, special economic zones with special incentive legislation are promoted: the Panama-Pacific Special Economic Area, the City of Knowledge, in-bond processing zones and the Colón Free Zone.
Even where no detailed information is available on Panamanian investments abroad, the data on mergers and acquisitions and announcements of new investments indicate that some financial companies in this country have started to penetrate markets in the subregion (for example, Banco General and Assa Compañía de Seguros in Costa Rica) and beyond (Banco Latinoamericano de Comercio Exterior (BLADEX) in Brazil, Mexico and Peru).18 The leading manufacturing companies investing abroad are Plastigas, H.B. Fuller and Corrugados de Sula. Investments in commerce, services and foods include those of Alemautos, Arango Software, ASÍ Consultant, Promotional Homes and recent investments of COPA in Aero República, Silva Tree (promoter of socially responsible investments in forestation) in the United Kingdom and Overseas Clearing Corporation in New Zealand.
18 The data on mergers and acquisitions come from Thomson Reuters [online] http://thomsonreuters.com/ [date of reference: 28 February 2011] and the data on new investment announcements from fDi Markets [online] http://fDimarkets.com/ [date of reference: 28 February 2011].
(b) Dominican Republic
In the medium term, the Dominican Republic attracted strong FDI inflows from export businesses operating in the free economic zones or companies that produce goods and services for the domestic market. This dynamism was due to the company’s very sound macroeconomic performance, the size of its domestic market (in relation to the rest of the subregion) and the proximity to the United States, as well as the reforms introduced in the telecommunications and energy sectors.
In contrast with the pattern, which in the 1990s was concentrated in the textiles and garment sector under free economic zones, in the last decade FDI has diversified to target mining, tourism, the real estate industry, remote business services, medical devices and telecommunications. (Claro-Codetel, Tricom, Viva, Orange Dominicana). The foremost mining project is Barrick Gold Corporation’s Pueblo Viejo, which stands at more than US$ 3 billion (see box II.I). Also investing heavily in this sector were Cementos Atlas, COLAPSEN, Karr Securities Inc./Corporación Minera Dominicana, and Globestar Mining Corporation/Corporación
Minera Dominicana.
(c) Costa Rica
Unlike the other countries, Costa Rica realized at an early stage that the textile and clothing industry was losing momentum and launched policies for creation of local skills. More than 200 transnationals responded by investing in intermediate- and high-technology sectors.19 Currently, the priority sectors identified by the country are services, cutting-edge manufactures, life sciences and clean technologies. More specifically, the priority categories are telecommunications, electrical assembly, electronic components, semiconductors, engineering and software, engineering and repair of printed circuit cards, metalworking and automotive engineering.
19 Institutions such as the Foreign Trade Corporation of Costa Rica (PROCOMER) and the Costa Rica Investment Promotion Agency (CINDE) played a vital role in the export and investment promotion effort (ECLAC, 2007).
Thus, the country is going through a phase of consolidation and expansion of sectors such as electronics, medical devices, aerospace and tourism industries and the free economic zones are consolidating with the presence of companies such as Intel and Hewlett Packard, and business services such as those of Procter & Gamble, Amazon, Oracle, DHL, United Parcel Service (UPS), Western Union y McKinsey. This category
—consisting of 113 firms with activities ranging from shared services, call centres and administrative support systems to software design, architecture, construction, interactive and audiovisual advertisement— has grown over the past decade and in 2009 provided employment to 31,747 persons.

In the category of life sciences, the production of medical devices was started in the subregion by Baxter Healthcare Corporation, specialists in sterilization and dental laboratories. This industry generates more than 12,000 employees and is made up of 38 companies including Hospira, Boston Scientific, Cytyc-Hologic, ArthroCare, Allergan, St. Jude Medical and Coloplast. This sector ranks fourth among the country’s exporters and its external sales have grown three times as fast as the rest of exports from the free economic zones.
Costa Rican investments in the subregion are significant and include the sectors of beverages and commerce (Café Britt and Florida Ice & Farm), software and telecommunications services (ITS InfoComunicación). In addition, Costa Rican investments in Panama have increased considerably thanks to companies such as Constructora Meco (dry excavation in the expansion of the Canal), the financial group Improsa (investment funds), the Dos Pinos cooperative (agroindustry) and the La Nación group (information services).20
20 Thomson-Reuters and fDi Markets (date of reference: 28 February 2011) and Martínez and Cordero (2009a) and (2009b).
(d) Guatemala
FDI inflows into Guatemala have historically been sluggish in comparison with the averages for the subregion and the size of the domestic market. The largest investments were the result of privatizations, particularly of the electricity grid and telecommunications services. Since 2005, higher expectations following the signing of the Dominican Republic-Central America-United States Free Trade Agreement (CAFTA-DR) and the opening up of the services sector, boosted investment flows, thus allowing the insurance companies and other financial services to gain a foot-hold. Guatemala has emerged as a food production and distribution centre for the south of Mexico, Central America, the United States and Canada, thanks to its proximity and rapid access to these markets. The country has a large, competitively-priced labour force and an abundance of raw materials, advantages which trans-Latins such as Bimbo have made good use of.
Textiles and garments have traditionally been the most attractive export manufacturing sector for investors. Since the late 1980s, investment in this sector has benefited from major incentives and some companies are moving towards vertical integration, to the point of achieving “full-package production” and creating production linkages with local businesses.21
21 The term ‘full-package production’ refers to any production arrangement between a client (the buyer) and a contractor (the manufacturer), whereby the contractor receiving the order is responsible for purchasing the raw materials and coordinating all the different phases of the production process. (Bair and Gereffi, 2003).
More recently, Guatemala has seen a sharp increase in call centres and BPO (24/7, CapGemini, NCO Group, Digitex, Atento, Genpact, Transactel) and has received major investments in banking services, energy (Duke Energy and Ashmore Energy), petroleum, telecommunications (América Móvil, Telefónica, Televisión Azteca and Digicel), agriculture (Monsanto) and mining (Canadian groups GoldCorp, Tahoe Resources, Firestone Ventures and Arganaut Gold). These activities are expected to benefit from significant investments in the next few years; for example, Jaguar Energy announced a US$ 600 million investment for construction of a power station.22 The leading investor is the United States, followed by Canada, the United Kingdom and Spain. Among the Latin American countries, Mexico is an important investor in food and beverages (Grupo Bimbo, Grupo Lala, among others) and telecommunications. Colombia has invested in electricity through firms, such as Empresas Públicas de Medellín (EPM) and Empresa de Energía de Bogotá following the signing of its free trade agreement with Guatemala.
22 See Estrategia y negocios, 26 January 2011.
Guatemala has invested extensively in the subregion: Banco Industrial, G&T Continental, Grupo Pantaleón and Grupo Pharma are the most important, followed by Pollo Campero, Grupo Solid, Ingenio Magdalena, Molinos Modernos, Corporación Multinversiones, Panadería San Martín, PDC, Planesa, Refrigua, Sarita, SPECTRUM, Transactel and Byte (Segovia, 2006).
(e) El Salvador
El Salvador, also, has recorded low levels of FDI in comparison with other countries of the subregion.23 The highest levels observed in this country were related to privatizations of public enterprises in 1995-1996 and the sale of banks and manufacturing enterprises in 2007 and 2008. Thus, FDI peaked in 2007, when it exceeded US$ 1.5 billion following the sale of the main private banks, which were acquired by HSBC, Citigroup, GE Capital, Scotiabank and Bancolombia. Following this period, FDI dried up owing to exogenous factors, such as the international crisis, endogenous factors such as lack of public security, the rising operating costs of foreign firms and the erosion of some incentives associated with special regimes.
23 FDI inflows into El Salvador increased in recent years from 1.7% to 2.4% of GDP, compared with 7.6% of GDP in Costa Rica. FDI investments in the 1990s were concentrated mainly in textile and clothing factories operating in the free economic zones.
In the past decade, in order to achieve wider diversification (as an alternative to concentration in the textile and clothing industry), new sectors have been relatively successful in attracting FDI. These include commercial aircraft maintenance operations (AEROMAN) and manufacturing of parts and fuselage for light sport aircraft; agroindustry (fruit-growing, aquaculture, ornamental plants, food and beverages); electronic components; medical devices; telecommunications, energy and transport; logistics and distribution centres; specialized textiles; tourism; business services (BPO by Sykes and Dell); and health services.
El Salvador, which is one of the leading investors in the subregion, has forged ahead with investments in business groups such as TACA (air transport) and Poma, Agrisal and Roble (real estate sector).
(f) Nicaragua
Although growth in the textile and clothing value chain slumped significantly in most of the countries of the subregion —following the phasing-out of the Agreement on Textiles and Clothing and the expansion of exports mainly from China and India— Nicaragua has maintained and consolidated its position as a major exporter of clothing to the United States, thanks above all to its preferential access to this market through CAFTA-DR and to the relatively low wages paid to its workers. In late 2009, this sector generated over 50,000 jobs and exported in excess of 300 million square metres equivalent (SME) for an approximate value of US$ 900 million.24 Garments are produced for international companies including Target, JC Penney, Wal-Mart, Kohls and GAP.
24 Nicaragua avails itself of special rules of origin or tariff preference levels (TPL). This benefit enables the industry to export up to 100 million square metre equivalents of synthetic or cotton woven bottoms tax free to the United States irrespective of the origin of the fabric or threads. This benefit became effective in 2006 and will remain valid until 31 December 2014.
More recently, FDI has been channelled into renewable energies (Tumarín hydroelectricity and Polaris geothermals) as well as telecommunications (América Móvil, Telefónica and the Russian company Yota). Camaronera El Faro, Grupo CADECA and Standard Fruit have investments in agriculture and fisheries. Canadian investors have stakes in mining and quarries: American Pacific Corporation, Minerales entre Mares and Minerales de Occidente, among others. Aguas de San Pedro and Electrificaciones del Norte are the most important entities in electricity, gas and water, while Astaldi, Construcciones Nabla and Sococo of Costa Rica are active in construction.
In the services sector, as in the other countries of the subregion, there has been growth in remote business services (call centres, BPO and KPO), technical support, telemarketing and software development. Currently, 138 companies operate under the free economic zone system, including manufacturers of medical devices (Command Medical), automobile harnesses (ARNECOM) and stainless steel products (Stainless Ride), including motorcycle parts.
As regards outward Nicaraguan investments, the LAFISE financial group takes the lead with stakes in almost all of the subregion and even beyond (Bolivarian Republic of Venezuela, Mexico and United States).
(g) Honduras
Honduras has attracted FDI into a number of sectors: light manufacturing (textiles and garments, basic assembly of parts for the automobile and electronic industries), agroindustry and business services. During the period 2004-2009, the sector that received the most FDI was transport, storage and telecommunications (34%) with investments by Digicel, Crowley and BIT Honduras. Investments in services have been significant: these were made by Cinemark, Cinépolis, Hotel Clarion and MetroRed, while Bimbo, Colgate Palmolive, Elektra and Multiplaza have sunk investments into the commercial sector.
During the same period, 23% of the total FDI entering the country was destined for export-oriented businesses in the free economic zones. More than two thirds of this amount targeted the textile and clothing sector; following in order of importance were corporate services, electronic components, commerce, tobacco products and fishery products.
In general, intraregional investments received by Honduras have been substantial, especially those made by Salvadorian and Guatemalan groups. In recent years, Honduran investments in the subregion, have also been sizable, especially the FDI of the groups Karims (textiles and garments), Visión y M (real estate) and Terra (construction of hydroelectricity plants in Guatemala).
The recent strategy for attracting investments by emulating the experience of Hong Kong (Special Administrative Region of China) with the creation of charter cities is an innovative but controversial initiative.25
25 The Government of Honduras views charter cities as one option for facilitating and increasing national or foreign investments and fostering economic growth. The Congress of this country approved the establishment of special development regions (SDR), which required amendment of articles 304 and 329 of the Constitution. Automobile manufacturers in the Republic of Korea have expressed an interest in investing in these areas, as have companies in India, China and Taiwan Province of China. The project has also been presented to business groups in the United States and Europe. Some Honduran political stakeholders have questioned the initiative on the grounds that it will undermine national sovereignty (see [online] www.chartercities.org.
3. The impact of foreign direct investment on
the export pattern
Efforts to attract FDI and promote exports from the countries of the subregion under special regimes and subsequently under CAFTA-DR have contributed to a sharp increase in exports and diversification of the exportable supply; this was achieved thanks to the success in attracting FDI (see figure II.6).
The breakdown of FDI by sector has determined the change in the export mix, particularly of the growth in exports of companies operating in the free zone systems under inward processing or other similar arrangements.
Total exports of goods and services have increased considerably in all countries of the subregion since the start of the export diversification scheme, except in the year 2009, when the countries were in the throes of the global economic crisis (see tables II.4 and II.5). Exports of goods produced under special regimes account for more than 50% of goods exports from Costa Rica, El Salvador, Honduras and Nicaragua. In the case of Panama, exports of goods under special regimes represent a very small proportion of the total because export figures do not include re-exports from the Colón Free Zone (see table II.A-2).26
26 In Guatemala, the relative share of exports under special regimes in total exports of goods declined from 44% in 2005 to 36% in 2009. A similar situation occurred in the Dominican Republic, where the share fell from 68% to 44% during the same period. These figures must be viewed with caution since the fall in the share of exports
produced under special regimes may be mainly an accounting phenomenon. Many of these exports that used to fall under special regimes became eligible for the preferences provided for under the CAFTA-DR agreement.
Except in the case of Guatemala and Panama, exports under the free zone system account for a high proportion of exports subject to special regimes. Free zone exports account for almost 54% of total goods exports from Honduras, 53% from Costa Rica, 44% from Dominican Republic, 41% from Nicaragua and 40% from El Salvador. If exports of services under this system are taken into account (although no specific information is available, except for Costa Rica, where they increased from 10% of total exports of services in 2004 to 22% in 2008), the share of exports from the free economic zones will represent an even higher percentage of total goods and services exports. The proportion of exports under special regimes would be greater if exports of services under these regimes are included since they have also expanded considerably in recent years.
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Source: Economic Commission for Latin America and the Caribbean (ECLAC) on the basis of official figures.
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), Statistical Yearbook for Latin America and the Caribbean, 2010 (LC/G.2483-P/B), Santiago, Chile, 2010. United Nations publication, Sales No.E/S.10.II.G.1.
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), Statistical Yearbook for Latin America and the Caribbean, 2010 (LC/G.2483-P/B), Santiago, Chile, 2010. United Nations publication, Sales No. E/S.10.II.G.1.
C. Current and new generation incentives for attracting
investments and promoting exports
1. Background
Since the mid-1980s, the Central American countries, Panama and the Dominican Republic took steps to promote a better integration of their economies in the global economy. These involved a shift away from the former import substitution strategy and the adoption of an export promotion scheme.
The actions for integrating the economies of the subregion in the world economy have been many and varied, ranging from structural adjustment programmes that impact various spheres of their economies to foreign trade policies, implemented through multilateral, bilateral and subregional trade negotiations aimed at improving the conditions for access to international markets and promoting exports.
Economic openness and international trade negotiations were not sufficient to take advantage ofall the opportunities created. It was necessary not only to change relative prices but also to design and implement policies for fostering development of the productive sectors. This was done in order to bring supply in line with demand on international markets and develop a competitive, exportable supply —and improve the overall international competitiveness of the countries. FDI is expected to provide capital and create productive export-oriented capacities. At the same time, it would be necessary to maintain incentives to encourage the productive sectors to reorient their resources towards exports, thereby countering the prevailing anti-export bias.27
27 See Rodríguez and Robles (2003); Blomström and Kokko (2003); Alonso (2002, 2008); Hernández (2007); Mercado (2010); Martínez (2010); UNCTAD (1995); Willmore (1997).
In parallel to the process of economic liberalization, all the countries of the subregion enacted legislation creating export promotion regimes with provision for tax incentives (exemption from import duties on machinery and equipment, raw materials and intermediate inputs, and exemption from income and other taxes) and direct subsidies linked to export performance (the tax credit certificate (CAT) in Costa Rica, the Dominican Republic
and Panama, the tax discount in El Salvador and the Export Promotion Certificate (CEFEX) in Honduras).
Free zone regimes were designed to encourage companies to set up export-oriented operations in industrial parks where they would function as offshore entities for customs and tax purposes, with advantages including exemption from import duties on machinery, equipment, intermediate goods and inputs, freedom to handle foreign currency and exemption from income tax. The free zone regime was designed basically to attract FDI for export, although local enterprises have also taken advantage of the system to set up operations geared to the export market in industrial parks.
FDI attraction for export has been and continues to be a fundamental part of export promotion policy for two reasons: first, because of the transnationals’ greater propensity to export and import, and second, as a result of the indirect effects on local companies. The prevailing strategy in Central America, Dominican Republic and Panama has been to attract low-cost-seeking FDI and resource-seeking FDI for the establishment of export platforms geared to third markets, mainly the United States. Countries expect this type of investment to generate vertical pecuniary externalities (sale of inputs or inter-industry linkages) or pure externalities such as spillover effects.28 In addition, it will stimulate local exporters29 and promote the development of new technological capacities. This stems from a complementary argument: export promotion efforts based on production structure have prompted countries not only to develop and adapt their products in line with international demand but also to embark on a process of institutional change.
28 Spillover effects operate through four channels: demonstration (learning and imitation); staff turnover; competition; and production linkages (Cubero, 2006) (see also Görg and Greenway (2001); Romo (2003); Kokko (1996); Aitken and Harrison (1997); Blomström and Kokko (1998); Blomström and Söjholm (1999).
29 Indirect effects may be generated not only in the production sphere but also in administrative areas (new management techniques), marketing, and sales (new distribution channels).
Trade liberalization and international integration strategies unleashed competition within the region and a “race to the bottom” to attract FDI. The fiscal cost that export incentives signify has been questioned at the national level in several countries, especially as regards export subsidies that take the form of tax credit certificates and exemption from income tax for exporting companies. The tax credit certificates, which were obtained mainly by local firms that had started to produce for the export market, were gradually eliminated in all countries of the subregion during the 1990s. The exemption from the tax on exports that local companies had enjoyed was also eliminated. Objections were also raised against the incentives offered under the free zone system, which offers companies a waiver on income tax; when applied only to exports, this constitutes an infringement of the WTO Agreement on Subsidies and Countervailing Measures.
Although the WTO agreement on subsidies dates back to 1995 and the export subsidies were eliminated by the export promotion regimes, none of the countries of the subregion adopted measures for eliminating the income tax incentive in the free zone systems. On the contrary, since FDI had been entering the countries under this regime and income tax exemption was considered one of the main attractions, the countries of the subregion, together with other small and developing countries, managed to obtain an initial five-year extension of the deadline for the entry into force of the agreement and a further two-year extension for the dismantling of the subsidies; thus, these subsidies were allowed to remain in place up to 2009. Before the expiry of the new deadline, the countries obtained a second extension to December 2015, but had to accept that the new deadline would be non-extendible.
The challenge now for the countries of the subregion is to change the incentive schemes for attracting FDI and promoting exports in order to bring them in line with the WTO Agreement on Subsidies and Countervailing Measures and with the terms established under the free trade agreement with the United States.30 This change must be implemented by December 2015. However, the
30 Article 3.4.2. of the Agreement states that “No Party may adopt any new waiver of customs duties, or expand with respect to existing recipients or extend to any new recipient the application of an existing waiver of customs duties, where the waiver is conditioned, explicitly or implicitly, on the fulfillment of a performance requirement”; article 3.4.3 states that “Costa Rica, the Dominican Republic, El Salvador, and Guatemala may each maintain existing measures inconsistent with paragraphs 1 and 2, provided it maintains such measures in accordance with Article 27.4 of the SCM Agreement. Costa Rica, the Dominican Republic, El Salvador, and Guatemala may not maintain any such measures after December 31, 2009.”
sooner the better, since the established companies and future investors need to know where they stand.
In addition to the obligation to modify the FDI and export promotion incentive scheme, the countries of the subregion need to change their strategy for integration in the global economy and gradually move away from an export promotion scheme to an investment promotion scheme, irrespective of the market for which their production is intended or of whether the investment is of local or foreign origin. Thus, once the incentives granted to investors are no longer conditioned on export performance, they would be compatible with WTO regulations.
While the export promotion and investment attraction scheme has been successful in bringing about a substantial increase and diversification of exports in all countries of the subregion and is a central pillar of their economic growth, it has not helped to the same extent to diversify the industrial structure.31 The free economic zones have become the main export regime and while they are significant sources of job creation, the production linkages and integration with the domestic economy of the countries are tenuous and scant, since these zones continue to operate as enclaves and do not contribute in any significant way to the transfer of technology and growth of the local economies and companies. There are few long-term policies that foster production linkages, technological innovation and scientific and technological development in terms of a proactive integration in the global economy. Thus, the challenge for the countries of the subregion to change their incentive schemes for attracting FDI and promoting exports by 2016 is an opportunity to design a policy to boost development of the productive sectors over the long term, based on a strategic vision of inclusive economic and social development, and to institute structural change underpinned by catching-up and technological development. In this way, the countries of the subregion would be able to compete in the global market on the basis of gains in productivity, innovation and differentiation of their exportable supply, rather than on the basis of an abundant, relatively low-cost workforce. This is important in view of the growing competitiveness of China and India.
31 Diversification of the productive structure is threefold: (i) diversifying exports, in terms of goods and markets; (ii) forging stronger linkages by building networks of local suppliers, both of inputs and of logistics and engineering; and (iii) establishing clusters (ECLAC, 2008). See also ECLAC (2004); Imbs and Wacziarg (2003); and Narula (2002).
2. Changes in the incentive regime
On the basis of the process described above, the countries of the subregion arrived at a complex system of incentives for local and foreign companies that export to international markets (see table II.6).32 Although the international agreements have removed the conditionality of incentives on export, they have not eliminated the tax incentives themselves.33 It is more a matter of dismantling the former incentives and designing new generation incentives. There are various ways of replacing the subsidies prohibited by the WTO by legal, albeit potentially actionable, subsidies. The first general element is the elimination of any export requirement in a free economic zone. The second is to give enterprises located in free economic zones access to the local market on the basis of the payment of tariffs and taxes. Some specific subsidies may be converted into general subsidies, thus extending the tariff and tax benefits to all companies irrespective of sector, geographical location or export performance (Martínez, 2010).
32 The process of modifying incentives is complex and depends on each country; the principal advances are shown in annex 3.
33 Incentives for attracting FDI have proliferated worldwide. Since the mid-1990s, more than 100 countries have offered incentives for this purpose and very few countries in the world compete in this area without using this approach (Blomström and Kokko, 2003).
At present, proposals for legislative reform apply to two systems: the free zone system and the export promotion system. Reforms to the former, which have been under discussion, are centred on the continued application of tax incentives, but in a more restrictive manner and without export conditionality. Formerly, tax incentives were granted to any type of company that set itself up under the system; with the reforms, some countries, such as Costa Rica and Panama, would continue to grant tax incentives, but only to sectors deemed strategic.
Costa Rica, El Salvador and Panamá have already adopted legislation whereby export-linked incentives are replaced by incentives that are compatible with WTO regulations. El Salvador amended its Exports Reactivation Act (Legislative decree No. 460). In the case of Costa Rica, the only system that needed to be changed was the free zone system, for which legislation has already been enacted. In Panama, the necessary legislation has already been adopted to replace the law that granted the Tax Credit Certificate by an Industrial Development Certificate (CEFI) Act and an Agricultural Development Certificate (CeFA) Act; discussions are pending on a bill relating to the free economic zones, which was presented to Congress in January 2011.
In Guatemala, amendments to the legislation are being studied by a committee set up with the participation of representatives of the executive branch. In the Dominican Republic, a bill is currently being discussed in the National Congress. Honduras and Nicaragua, whose per capita GDP is less than US$ 1,000, will not need to change their incentive scheme, unless there is a change in this situation.34
34 For a detailed account of the changes in the incentives regime in each country, see table II.A-3.
Costa Rica is the only country in the subregion which has adopted legislation on a new free zone system. Thus, in 2010, it created mechanisms that seek to promote productive investment, both foreign and local, to foster production linkages with the beneficiary companies of the free zone system and to boost investment in the relatively less developed areas. A new category, the processing company, has been identified and does not need to export in order to benefit from the free zone system, although the goods introduced into the local market will be subject to the customs duties and procedures in the same way as any other import. The beneficiary companies must comply with special requirements that arise from their linkage with a strategic sector or set up operations in a region outside of the extended metropolitan area. Technological-content industries are defined as strategic sector in an effort to channel FDI flows towards those areas (see chapter I). In the Dominican Republic, the proposal is to continue granting incentives to all types of companies, but including new profiles or beneficiary company categories, such as science or technology parks and service companies; there is no difference, however, in the incentives that apply. In the other countries, there are still no proposals for reform of the free zone system.
A common feature in all the reforms approved or under discussion is the full or partial exemption from income tax. In the Dominican Republic, full exemption from this tax is being proposed, while the reform approved in Costa Rica provides for total exemption from income tax for major investments in strategic sectors and for companies that set up operations in relatively undeveloped regions. Other corporations which opt for the system must pay an income tax, albeit at a lower rate than under the regular system. Panama proposes to grant full exemption from income tax to a small group of companies.
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Source: Economic Commission for Latin America and the Caribbean on the basis of the laws adopted in the respective countries.
Note: The incentives described above refer only to export-oriented enterprises that operate under these regimes; they do not apply to companies that develop or administer the industrial parks.
Another element of the proposed reforms to the free zone legislation is the inclusion, as a beneficiary sector of the incentives, of high-technology activities and activities relating to research and development. In some cases, in particular in Dominican Republic and Costa Rica, provision is made for developing production linkages between companies operating under the free zone system and local companies. El Salvador and Panama also need to reform legislation on the export promotion system, since they granted subsidies conditioned on export performance. None of the other countries of the subregion, with the exception of Guatemala, which has not prepared a proposal, need to reform their incentive scheme.
The need to amend the export promotion system has led El Salvador and Panama into interesting policy areas relating to the development of productive sectors. They have been working to define a development policy with measures and incentives geared to boosting the productivity and competitiveness of these sectors. In El Salvador, the new Production Development Act includes the design of programmes for improving quality and productivity, innovation and technology, financing and co-financing for development of productive activities, production linkages, trade facilitation and the generation of an entrepreneurial culture. In Panama, the new Industrial Promotion and Development Act is expected to grant an Industrial Development Certificate (CEFI) as an incentive for the incorporation of technology with high value added in production and for boosting efficiency in national production, encouraging innovation and research and development in production processes.
These incentive schemes are designed essentially for local companies; in modifying them, the authorities took the opportunity to define some important elements for a productive development policy. Modifications to the free zone systems sought to preserve their attractiveness for investors, rather than to define a policy on productive development.
The impact of these regimes must be evaluated not only in terms of their capacity to attract FDI but also in terms of public finances and must be contrasted with the effects of using alternative policy instruments for fostering productive development. It must be borne in mind that tax incentives are just one of the determining factors.
The question of income tax exemption has been the subject of intense debates in the different countries. It is argued that the waiver of income tax for the strongest growth sectors of the economies of the subregion (exports under the free zone system) is regressive and discriminatory vis-à-vis local enterprises. Moreover, enterprises operating under the free zone system (for the most part, foreign corporations) request the governments to make investments in infrastructure, without contributing to their financing. As a counter-argument, it has been stated that although foreign companies do not pay income tax, the tax authorities benefit from the increased activity that these companies generate within local enterprises and from the payment of taxes, both direct and indirect, by their employees.
Another argument is that foreign companies would not find it worth their while to set up operations in the countries of the subregion if they were not offered the incentive of income tax exemption. In the competition to attract FDI, many countries in other parts of the world, especially in Asia, offer foreign companies not just income tax exemption, but also other facilities ranging from land concessions for the installation of their enterprises to subsidies for hiring labour, (in the form of partial exemption, or exemption for a given period of time, from social security contributions and direct transfers for training of the workforce); the countries in the subregion could not easily afford such incentives, hence, the importance of the income tax waiver for continuing to bring in FDI.35
35 See Mercado (2010); Blomström and Kokko (2003), Choong (2008); Nolan and Pack (2003).
Another common argument in the subregion is that income tax exemption is irrelevant, since many foreign companies established in the subregion are subsidiaries and operate as cost centres using transfer prices. As such, they do not generate accounting profits and are not liable to income tax. Even so, foreign companies see exemption of this tax as an important incentive. In any case, the discussion on the issue of tax exemption has justified, at least partially, the granting of this incentive.
The reforms undertaken (especially legislative reform to the free economic zones), albeit significant and a step in the right direction, are still insufficient insofar as they need to be part of a broader development policy designed to maximize the potential of FDI as an instrument for technology and knowledge transfer. Although the empirical evidence shows that tax exemption has only a marginal impact on investment decisions and that progress needs to be made on other fronts in order to strengthen the spillover effects of FDI (human capital, capacities and learning, research and development, innovation) (Rodríguez and Robles, 2003), these incentives have also proven to be useful for the countries of the subregion and for their FDI attraction policies (Willmore, 1995).
D. Conclusions
The structural reforms initiated in all the countries of the subregion in the mid-1980s, when they abandoned their State-led industrial development strategy for an export-promotion and investment attraction strategy, were implemented in tandem with a process of trade liberalization geared towards the constitution of open regionalism, the application of WTO standards and disciplines and the negotiation and signature of bilateral and multilateral free trade agreements.
Since the late twentieth century, four FDI phases were discernible. It was not until the third and fourth phases, however, and notably during the 1990s, that a strong surge of FDI into the subregion occurred. This was triggered by demand and supply factors, such as the privatization of State-owned energy and telecommunications companies and by the mechanisms for access to the United States market, such as the Caribbean Basin Initiative, the Generalized System of Preferences and the Caribbean Basin Trade Partnership Act; more recently, inflows have been facilitated by the entry into force of CAFTA-DR. Unlike the pattern in other areas of Latin America and the Caribbean, this boom was driven by the process of integration of the subregion, which favoured major intraregional corporate investments in Caribbean Basin countries and, generally speaking, increased the percentage share of FDI in GDP, as a complement to domestic saving.
The growing significance of FDI in the subregion is due to structural factors (such as geographical location or the availability of natural resources or specific assets) and to factors, traditionally identified as FDI determinants and linked to the host country’s overall policies. These factors have an impact on its business climate and specific FDI attraction policies. These include economic and political stability, institution-building and protection of property rights; a regulatory framework conducive to FDI inflows; a flexible labour market and the level of human capital development; the availability of physical and telecommunications infrastructure; trade policies and the existence of trade agreements.
FDI inflows have grown steadily throughout the subregion and in 2010 represented 3.6% of GDP; thus its contribution to domestic saving and the balance of payments of these countries is considerable. FDI has also led to a change in the export mix and has boosted the labour market. Two decades ago, FDI was concentrated in manufactures, especially in the textile and clothing segments, but the services sector, including remote business services and tourism has now taken up the slack. Still pending, however, are the tasks of forging linkages between these investments and the rest of the economy and upgrading the technological content of the production processes.
Since the 1980s, FDI has been channelled towards export activities, in pursuit of efficiency and lower relative costs (especially labour costs), the objective being to build export platforms designed to serve the United States market. The operations have been conducted essentially under free zone or similar systems. In almost all countries (except Panama) , this strategy was based on textile and clothing exports. However, with the termination of the Agreement on Textiles and Clothing (ATC), the prohibitions associated with the Agreement on Subsidies and Countervailing Measures and greater competition from China and India, the Caribbean Basin countries have lost competitiveness in this market and have had to seek greater vertical integration through full package production schemes or greater export diversification. Exports through the free zones are conducted for the most part through foreign corporations and account for an important proportion of total exports.
In the past decade, following the gradual decline of textile and clothing exports (except from Honduras and Nicaragua), exports and FDI diversified towards remote business services sectors (mainly call centres and BPO), tourism and financial services. Panama is the major centre for attracting investments into the subregion, largely through the Canal and Canal-related services, financial services and, more recently, real estate. In manufacturing, inroads have been made in new value chains with greater technological content, such as medical equipment, electronics and aeronautical engineering. Costa Rica has emerged as the leader in this process of transformation and product diversification. The Dominican Republic, whose FDI attraction model continues to be based on location and business climate advantages, receives investments targeting manufacturing of intermediate technology intensity, mining and tourism. El Salvador and Guatemala are engaged in an adjustment process and are moving from export promotion to a strategy designed to attract investments and promote product diversification (especially towards remote business services). Honduras and Nicaragua are not subject to the restrictions of the Agreement on Subsidies and Countervailing Measures, since their per capita income is below US$ 1,000 per year, and they continue to enjoy preferential access to the United States market; they also promote active investment policies and country investments to attract more FDI and achieve greater convergence with the rest of the countries of the subregion.
Countries have used fiscal and financial incentives or FDI promotion and attraction policies to encourage foreign companies to set up operations within their borders. For example, in an effort to attract investments, all have passed laws on tax incentives conditioned on export performance. These incentives must be modified, since their export conditionality will be prohibited in 2016 under the terms of the Agreement on Subsidies and Countervailing Measures. Some countries (Costa Rica, Dominican Republic, El Salvador and Panama) have drawn up proposals for reforming their incentive regimes and some have already introduced new legislation. Guatemala is the only country which must modify its incentives, but to date, no reform proposal has been tabled. Honduras and Nicaragua, owing to their low per capita income, will not need to modify their incentive scheme as long as their status remains unchanged. The proposals for reform of the legislation on incentives include the free zone regime and the export promotion scheme. While the former type of legislation was enacted as an instrument for attracting FDI, the latter type has been directed more towards local enterprises.
Formerly, tax incentives were granted to any type of company that set up operations under that system. With the recent reforms, Costa Rica and Panama will continue to grant tax incentives but only to sectors considered strategic and for relatively less developed areas. In the Dominican Republic, the proposal is that incentives should be granted to all kinds of enterprise but this time including new corporate profiles or categories that are beneficiaries of the regime, such as science or technology parks and service businesses, which will be entitled to the same incentives. In the other countries, there are no proposals for reforming the free zone system.
A common feature in all the reforms approved or under discussion concerning the free zone regime is the granting of total or partial exemption from income tax. Another common element in the reform proposals to the free zone laws is that the strategic sectors to which the incentives are awarded now include high-technology and research-and-development-intensive activities. In some cases, such as Costa Rica and Dominican Republic, provisions are also made for forging production linkages between the corporations subject to the free zone system and local companies.
In El Salvador and Panama, the export promotion regime legislation was amended, since both countries used to grant an export-conditioned subsidy. Except for Guatemala, which has not yet prepared a proposal, the other countries will not need to alter this incentive scheme to bring it in line with WTO criteria. The change of this system in El Salvador and Panama has led these countries into new areas with important elements for a policy for promoting the development of productive sectors within the broad framework of national innovation systems.
The reforms undertaken, however important, are subject to debate, especially the reforms to the free zone legislation. Consideration could be given to the possibility of developing them into a broader development policy, along with measures whereby the FDI potential for technology and knowledge transfer can be maximized. The proposal is that tax incentives that remain in force should be valued in terms of their impact on public finances and should be viewed as one of the possible instruments whereby FDI can be established and linked to the local economy as a means of transferring technology and knowledge and enabling local companies to move up in the value chain.
Countries have taken the opportunity to change the incentives and to design “new generation” incentives, which not only serve to attract FDI and generate employment, as in the past, but also facilitate the transition from an export promotion scheme to an investment promotion scheme, in an attempt to achieve higher productivity and reduce internal and external structural heterogeneity.
Opportunities for an industrial policy, albeit restricted by the Agreement on Subsidies and Countervailing Measures, still exist and should be used actively by the countries in order to improve their production specialization and create new comparative advantages. One way of achieving this is by fostering production linkages as a strategic approach for broadening and deepening knowledge-based assets. To this end, attention must be paid to the type of FDI that is entering the country and new FDI capable of generating technological externalities must be sought. Thus, the effort to attract investments must go in tandem with steps to build the capacity to absorb new knowledge and techno-economic paradigms. This means that new production capacity must be put in place.
The countries in the subregion are moving forward with the reform of their export incentive legislation to bring it in line with WTO regulations. The existing or proposed reforms to the export incentive laws seek to eliminate the controversial export performance requirement, and the trend is to replace the export promotion scheme by an investment promotion scheme. However, the advances towards the establishment of a development promotion scheme are still insufficient to support an integral product diversification policy. FDI could be instrumental in advancing the production structure in the value chain, incorporating more knowledge, achieving greater product differentiation and forging closer linkages with high growth international markets. This will help to boost the role played by foreign direct investment as catalyst and modernizer of the production structure and of services in the region.
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TABLE II.A-1
CENTRAL AMERICAN ISTHMUS AND THE DOMINICAN REPUBLIC: FOREIGN DIRECT INVESTMENT INFLOWS, 1980-2010
(Millions of dollars)

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of official figures.
TABLE II.A-2
CENTRAL AMERICAN ISTHMUS AND THE DOMINICAN REPUBLIC: TOTAL EXPORTS AND EXPORTS SUBJECT TO SPECIAL REGIMES, 2005-2009


Source: Economic Commission for Latin America and the Caribbean (ECLAC). on the basis of information from the central banks of the respective countries.
a Coffee (excluding instant coffee), cotton, sugar, shrimps.
b Refers to exports subject to the industrial free zone legislation.
c Refers to exports subject to the Export Reactivation Act.
d Includes national exports, national re-exports, re-exports from the Colón Free Zone and exports from the export processing zones (adjusted figures).
TABLE II.A-3
EL SALVADOR, COSTA RICA, PANAMA AND THE DOMINICAN REPUBLIC: TAX INCENTIVES INCLUDED IN REFORMS TO THE LEGISLATION ON EXPORT AND INVESTMENT PROMOTIONS



Source: Economic Commission for Latin America and the Caribbean on the basis of official information.
a Refers to incentives provided for in the new Production Development Act. El Salvador has not drafted a bill for reform of the free zones.
b Refers to the approved legislation on the free economic zones.
c Refers to the bill for reform of legislation on the free zones now before Congress, for which no official document has been released as yet.
d There is no information as to whether these incentives are included in the reform bill on free economic zones. The assumption is that they are included since they are already provided for under the existing legislation and if the new bill passes into law, the requirement that the production must be for export in order for these benefits to apply will be eliminated.
Chapter III
Direct investment by China in
Latin America and the Caribbean
A. Introduction

Paradoxically, there is a lack of data on this extremely important phenomenon, which poses a constant problem for policymakers and analysts studying Chinese foreign direct investment (FDI). Appraisals of the possible opportunities and challenges presented by this increased investment flow therefore tend to lack supporting empirical evidence.
The aim of this chapter is to make some progress on this issue, at least as far as investment in the region is concerned. A variety of sources have been consulted, including investment announcements in the media and interviews with Chinese company managers and Latin American and Caribbean government authorities. Despite the evident limitations of this kind of material in terms of data quality and reliability, this course of action does provide some data to work with.
From a substantive viewpoint, the main contention is that China’s FDI is governed by the level of development of the Chinese economy, its production structure, internal market conditions (which explain the development of large companies) and public policy incentives and restrictions, all of which form part of a clear long-term development strategy. Furthermore, China’s trade relationship with the rest of the world in general, and with Latin American and Caribbean countries in particular, dictates the kind of investment strategies pursued by Chinese companies.
This chapter is divided into five sections. Section A examines the developments in production and trade that have given rise to the recent growth in Chinese FDI. Sections B, C and D analyse the investment flows to Latin America and the Caribbean and the main recipient sectors. In reviewing the drivers of these investments and their functioning, particular attention has been paid to the differences between the policies that have driven Chinese growth and the prevailing situations in Latin America and the Caribbean, thus providing insights into development strategy and policies for the region. Finally, section E presents conclusions and the medium-term outlook, outlines some of the reactions of countries receiving Chinese investment and makes suggestions for long-term policy.
B. China’s growth, industrialization and
international integration
1. Growth and export development
China’s economic performance over the last 30 years has made it the world’s second-largest economy, second-largest manufacturer and the largest exporter of goods. This boom in production and exports has been accompanied by a rapid shift in the production structure towards activities requiring greater technological sophistication and by major advances in scientific, technological and innovation capacity.
Although economic growth has brought greater income inequality, it has also significantly reduced poverty and improved the well-being of the population. During an initial phase, nutrition, life expectancy and absolute poverty indicators improved, while over the past decade an ever-increasing proportion of the population gained access to new consumer goods and services (Goh et al., 2009; ADB, 2010).
The Chinese economy has taken the same path forged some decades earlier by other Asian economies which also experienced high levels of economic growth, export expansion, poverty reduction and technological development. The Asian tigers (Republic of Korea, Singapore, Hong Kong Special Administrative Region of China and Taiwan Province of China) began to experience strong growth in the 1960s, and living standards in these countries are now equal to or better than those of industrialized countries. In Malaysia and Thailand, rapid growth began later but China is already catching up on some development indicators there as well (see figures III.1 and III.2).
The development of the Chinese economy differs from that of the Asian tigers in two important respects. The first is the size of China’s population: the rest of the world lags far behind, with the exception of India.1 Second, State-owned companies have much more influence in the Chinese economy than in any other Asian economy.
1 In 2007, China had 1.325 billion inhabitants, versus 1.15 billion in India (United Nations, 2008). However, faster population growth in India will shortly make it the world’s most populous nation.
The country’s size means in the first instance that China has a far greater impact on global markets for goods and factors of production than the Asian tigers had in their day. In addition, the huge domestic market has attracted foreign investors and has given national companies the chance to grow to a large size before embarking on international expansion, especially in industries protected from international competition, such as banking, hydrocarbons and telecommunications
(see chapter IV).
FIGURE III.1
CHINA AND OTHER SELECTED ASIAN ECONOMIES: AVERAGE GDP GROWTH BY DECADE, 1961-2009
(Percentages)

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of World Bank and Organization for Economic Cooperation and Development (OECD), World Development Indicators.
FIGURE III.2
CHINA AND OTHER SELECTED ASIAN ECONOMIES:
PER CAPITA INCOME, 1980-2009
(Dollars, purchasing power parity)

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of World Bank, International Comparison Program database.
In short, China’s development strategy has consisted of developing its large domestic market, coupled with an aggressive and successful export strategy. Attracting FDI clearly formed part of the initial export promotion strategy. Special Economic Zones (SEZs) were created for this purpose in 1980, to test out the country’s economic reforms. They were primarily intended to boost exports, but the aim was also to link China to global manufacturing markets and modernize domestic industry, principally through the operation of the transnational corporations that had been set up there (WTO, 2001).
In the first years following these reforms, FDI inflows were relatively modest, but they increased dramatically from 1990 onwards (see figure III.3). Since 1993, China has been the primary recipient among developing countries, but the relative importance of transnational companies in its economy has gradually declined as the economy has developed and Chinese companies have grown and acquired new capacities. Therefore, although FDI formed a very significant part of gross fixed capital formation in the mid-1990s, its importance has been in decline, hitting 4% in 2009. The average among developing countries is 10% (see figure III.4).
In addition, China has placed restrictions on FDI in many key activities and, in manufacturing, has compelled foreign companies to form joint ventures with local companies and transfer technology. In fact, an integral part of China’s long-term development strategy has been the strong interventionism of its FDI attraction policy.2 This contrasts sharply with other parts of the world, in particular Latin America and the Caribbean, where, in the context of the reforms of the 1980s and 1990s, the expectation is still that key decisions should be based on market forces alone (Davies, 2010; OECD, 2002).
2 Following the establishment of the SEZs, FDI was permitted in the rest of the country in the first half of the 1990s to promote exports, transfer technology and boost productivity. Until it joined the World Trade Organization (WTO), China employed a multitude of devices to attract FDI, including substantial tax breaks compared with the treatment of national capital. These incentives are still applicable and are used, for example, to increase FDI in western China. They are contained in the Catalogue of Priority Industries for Foreign Investment in Central and Western China, implemented in 2008, and the Catalogue Guiding Foreign Investment in Industry.
FIGURE III.3
CHINA: INWARD FOREIGN DIRECT INVESTMENT, 1990-2010
(Billions of dollars)

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of United Nations Conference on Trade and Development (UNCTAD), foreign direct investment database.
FIGURE III.4
CHINA: INWARD FOREIGN DIRECT INVESTMENT, 1990-2009
(As a percentage of gross fixed capital formation)

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of United Nations Conference on Trade and Development (UNCTAD), foreign direct investment database.
This FDI attraction strategy has borne fruit in two ways. First, transnational corporations have made a substantial contribution to Chinese exports. In 1989, exports by subsidiaries of these companies represented 9% of the total; by 2001 their share had increased to 49% and to 80% in the case of exports of high-tech products (Kennedy, 2010).
Second, the Chinese authorities’ insistence on forcing transnational corporations to invest through strategic partnerships with domestic companies has opened up an important channel for transferring technology and has helped develop domestic capacity in many industries. This has occurred for example in the automotive industry, beginning with strategic partnerships between Chinese auto parts suppliers and transnational corporations in the 1970s and 1980s, and moving on to the mass production of cars for the domestic market. Today, the Chinese auto industry is made up of dozens of own-brand companies producing increasingly sophisticated cars (ECLAC, 2010a, chapter II).
Export growth began at the start of the reform period and the initial focus was on basic products, with the aim of gradually moving towards more sophisticated goods, in a process that is still ongoing today. In 1985, raw materials and natural-resource-based products represented 49% of exports, a percentage that had fallen to 12% by 2000 and is now at almost insignificant levels. Low-tech non-natural-resource-based products increased in relative importance to 54% of total exports in 1990, then began declining as other, more sophisticated products took over. In 1996, 45% of goods exports were labour-intensive products while only 8% were research and development (R&D) intensive products. By 2008, the former had dropped to 27% while the latter had doubled their presence to 16%, in a clear example of technological upgrading (see table III.1).
TABLE III.1
CHINA: EXPORTS BY TECHNOLOGY INTENSITY, 1996 AND 2008
(Percentages)

Source: Presentation by André Moreira Cunha, based on data provided by Global Trade Information Services, Santiago, Chile, 25 October 2010.
When assessing improvements in the quantity and quality of Chinese exports, their domestic value added must be taken into account, as this varies considerably depending on the company type (less with transnational corporations, more with Chinese companies). Exports of high-tech products tend to have less domestic value added, ranging from 4% for computers to 15% for telecommunications equipment (OECD, 2010). This may be changing as private Chinese companies increase their share of exports, which rose from 5% of the total in 2001 to 30% in 2009. Although Chinese companies are clearly on the road to accumulating technological capacities, their R&D efforts are still far below the Organization for Economic Cooperation and Development (OECD) average, particularly in the high-tech industries
(see table III.2).
TABLE III.2
CHINA AND OECD COUNTRIES: TECHNOLOGY INTENSITY LEVEL OF COMPANIES, BY TECHNOLOGY LEVEL, 2005 AND 2007
(As a percentage of R&D spending)

Source: Organization for Economic Cooperation and Development (OECD), 2010, OECD Economic Surveys: China 2010, Paris, 2010.
2. China’s trade relationship with Latin America and the Caribbean
As in the rest of the world, China has been gaining ground as a source of imports for Latin America and the Caribbean, while also steadily increasing the technological content of its exports and importing mainly natural resources. Today, China is the region’s third-biggest trading partner, behind the United States and the European Union. China is an important source of imports for all economies in the region, and for many of them it is also an important export market: 23% of Chilean, 15% of Peruvian and 13% of Brazilian exports go to China. It is predicted that this trend will continue to grow in the immediate future and that China will become the second-largest market for the region’s exports by 2014 and the second-largest source of imports by 2015, overtaking the European Union in both instances and remaining second only to the United States (ECLAC, 2010c). Furthermore, the region is a more important trading partner for China than 10 years ago: its share of China’s trade increased from 2.3% in 2000 to 4.9% in 2009.3
3 China’s main trading partners in the region are Brazil, Chile and Mexico. Their shares of Chinese trade in 2009 were 1.7%, 0.7% and 0.65% respectively.
Growing trade with China is a more recent development than in other regions. In the mid-1990s, China’s share of trade with the region was 1%, increasing to 1.6% in 2000 and to 8% in 2009. World trade grew at an annual rate of 9.9% between 2000 and 2009, but trade between China and Latin America and the Caribbean grew by 31.2%.
However, aggregate numbers conceal vast differences between what China buys and sells in its trade with Latin America and the Caribbean. China primarily exports manufactured goods to the region (53% of which are medium- or high-tech, compared with 19% in 1995). The region exports raw materials to China and its trade pattern is made up of just a few products. Although trade with Latin America and the Caribbean is of secondary importance to China, in the two main categories (minerals, slag and ash; and oleaginous seeds and fruits) the region’s exports to China have already achieved a market share of 29.5% and 44.7% respectively. Likewise, the region’s presence as an oil supplier has grown significantly.
China’s impact on the trade of Latin America and the Caribbean (which is greater than vice versa) covers three areas: as an exporter of manufactured goods to almost every country in the region; as a buyer of raw materials, principally from South American countries; and as a strong competitor in the export markets, in particular for Mexico and Central America. This is consistent with the patterns for international insertion in the region based on the different competitive advantages of the subregions. South American countries specialize in the extraction of natural resources and a certain amount of primary processing, while in Central America and Mexico, as in a number of Caribbean economies, the fastest-growing activities have been those associated with the assembly of parts and components for garments, electronic items and cars destined for the United States market (Reinhard and Peres, 2000).
For countries exporting raw materials, located mainly in South America, China’s influence has been very positive. Between 2000 and 2009, the country was responsible for 63% of the growth in soybean oil consumption and 46% of the increase in demand for crude oil. By itself, the increased demand for copper from China compensated for the fall in the rest of the world. This upswing in global demand, led by China, has improved the terms of trade for most Latin American countries and the volume of their exports has expanded. A narrow range of products per country are exported to China: soybean seeds constitute 46% of Argentine exports to China, copper 42% of Chilean and 34% of Peruvian exports, and oil 89% of Ecuadorian exports (ECLAC, 2008).
With the exception of Costa Rica, China is not an important trading partner for Central America; however, it threatens the exports of almost every country in the subregion: over 90% of exports from El Salvador and Honduras fall into categories that are either wholly or partially threatened by China.4 The Dominican Republic, meanwhile, has seen its percentage of United States imports drop by half, in the same period that China’s has doubled (see chapter II).
4 Changes in market share were analysed based on the market shares of China and of Latin America and the Caribbean in world exports at the two-digit level (Lall and Weiss, 2005). Products are assigned to one of five categories based on the competition between China and the region in world markets: (i) partial threat: both increase their market share, but China’s increases more than the region’s; (ii) no threat: both increase their market share, but China’s increases less than the region’s; (iii) direct threat: the region’s share decreases and China’s increases; (iv) China under threat: China’s share decreases and the region’s increases; and (v) mutual retreat: market share decreases on both sides, and neither poses a threat.
Like Central America, Mexico also competes with China in many of its exports, 85% of which are under threat. This stems from China’s accession to the World Trade Organization (WTO) in 2001 (Gallagher and Porzecanski, 2010). One of the consequences has been a slowdown in Mexican exports to the United States. In the years following the introduction of the North American Free Trade Agreement (NAFTA), Mexican exports rose, peaking at 11.6% of total United States imports in 2002. Since then growth has stagnated, while China’s share has increased from 10.8% to 19%. This aggregate figure conceals important differences between the value chains: while there has been a clear setback in the yarn-textile-garment chain, the automotive chain has managed to consolidate its position in the United States market.
The trade relationship with China poses an inescapable problem for Mexico: in 2009 the import/export ratio with China was 15:1, creating a trade deficit of over US$ 30 billion
—and a trade problem of growing political dimensions (see box III.1). Mexican exports to China are becoming increasingly similar in nature to those of South American countries as the demand for raw materials from China grows: while in 2000 86.5% of exports to China were related to electronics and the automotive sector, these had fallen to 15.1% by 2009 and minerals (in particular copper) and other raw materials accounted for 52.5% of exports to China.
The trade patterns are therefore well defined: China imports low-value-added and low-tech raw materials, and exports increasingly high-tech manufactured goods. The only exceptions to this rule are Mexico and Costa Rica, countries with which China trades heavily in high-tech products in both directions: 68% of Chinese exports and 60% of Mexican exports fall into this category. A significant proportion of these trade flows may be associated with trade between subsidiaries of the same company. In fact, China, Costa Rica and Mexico are all major contributors to the international systems of integrated production of many transnational corporations.

C. Growth of China’s direct investment in
Latin America and the Caribbean
1. China: now the fifth-largest foreign investor in the world
Outward foreign direct investment flows from China began with the opening up of the country’s economy in the early 1980s. But as seen in other developing economies, FDI growth was much slower and occurred much later than export growth. Between 1985 and 2007, Chinese FDI remained static at 1% of world FDI; in other words, it increased at the same rate as elsewhere. It took off in 2008, when it jumped to 4% of world FDI (see figure III.5).
It is significant that Chinese FDI grew sharply at a time when world flows dropped because of the financial crisis. As the crisis had less of an impact on China than on developed economies, Chinese companies were able to use their financial capacity to undertake investment projects over the past three years, continuing with the country’s development strategy. As a result, China was the fifth-largest investor country in the world in 2009 (see figure III.6). Moreover, many of the large-scale operations that have recently been announced are not reflected in the official statistics for 2010. This would point to a considerable increase in Chinese FDI in 2011.
FIGURE III.5
CHINA: OUTWARD FOREIGN DIRECT INVESTMENT, 2002-2010
(Billions of dollars)

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of China, Ministry of Commerce, 2009 Statistical Bulletin of China’s Outward Foreign Direct Investment, 2010.
FIGURE III.6
MAIN INVESTOR COUNTRIES, 2009
(Billions of dollars)

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of United Nations Conference on Trade and Development (UNCTAD), foreign direct investment database.
Despite this growth, accumulated Chinese FDI, which reflects the contribution of Chinese companies to economic activity in recipient countries, is still lower than that of the Russian Federation and many developed countries with medium-sized economies, such as Australia, Sweden and Switzerland. In addition, its position as a source of FDI remains far lower than its position as a source of portfolio investment. Its huge trade surplus has turned it into the world’s biggest saver. Most of these savings are held as government bonds, mainly from the United States. These reserves present clear risks and opportunity costs for the country; for this reason, diversification of these assets has been intensely debated both in and outside the country in recent years (McKinnon and Schnabl, 2009).
The official statistics on FDI distribution by sector suggest a prevalence of a group of activities that support China’s foreign trade, such as finance (19%), trade (15%) and logistics (7%), followed by mining (17%). These data suffer from the problems described in box III.2 and must be supplemented with data on mergers and acquisitions, which highlight the emphasis on natural resource extraction in Chinese FDI: 61% of the biggest Chinese foreign acquisitions involved companies producing raw materials in the energy and mining sectors.5
5 Based on data from Thomson Reuters on the top 33 cross-border acquisitions by Chinese companies.
Although the largest amounts have been invested in the search for mining and energy resources, almost invariably by a small group of State-owned firms, Chinese FDI is in fact extremely varied. Over 12,000 Chinese companies have invested abroad, most setting up distribution subsidiaries which generated
US$ 50.5 billion in exports, a 59.8% increase on 2008
(MOFCOM, 2010).
The fact that a significant proportion of Chinese companies’ FDI is channelled through subsidiaries in the Hong Kong Special Administrative Region of China, the Cayman Islands and the British Virgin Islands makes identifying it particularly difficult; however, the data available point to a strong presence in the rest of Asia and numerous investments in developed countries, and highlight the relative importance of Africa. Figure III.7 illustrates the distribution of cumulative Chinese FDI in the world in late 2009 according to official data provided by the Ministry of Commerce of China, excluding the Hong Kong Special Administrative Region of China, the Cayman Islands and the British Virgin Islands.
As may be expected, given the geographical and historical distances, only a small proportion of Chinese FDI has ended up in Latin America. Although trade relations between the region and China reached significant levels in just 10 years, FDI flows between the two were still very small in 2009. Only US$ 255 million6 was invested in the region that year, representing 0.6% of Chinese FDI in the world and 0.3% of FDI inflows
to Latin America.
6 This figure excludes the (far larger) amounts which reached the financial centres in the Caribbean.

FIGURE III.7
CHINA: DISTRIBUTION OF CUMULATIVE FDI, YEAR-END 2009
(Percentages)

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of China, Ministry of Commerce, 2009 Statistical Bulletin of China’s Outward Foreign Direct Investment, 2010.
In 2010, however, China became the third-largest investor in the region, behind the United States and the Netherlands. Table III.3 provides an estimate of the acquisitions and greenfield investments in the region up to 2010 and those expected from 2011 on, based on transactions in the financial markets and information from the companies themselves.7
7 These data do not necessarily coincide with those in the official balance-of-payments statistics. In addition to the methodological problems discussed in box III.2, half of the acquisitions by Chinese companies in Latin America involved subsidiaries of foreign companies which are not reflected in the net FDI of recipient countries. Moreover, some of these acquisitions were agreed in late 2010 and therefore have not been included in the balance-of-payments statistics for that year. For this reason, the estimate of US$ 15.251 billion for 2010 is not comparable with the total figure of US$ 113 billion for FDI in the region.
TABLE III.3
DIRECT INVESTMENT BY CHINA IN SELECTED ECONOMIES OF LATIN AMERICA AND THE CARIBBEAN
(Millions of dollars)

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of information from Thomson Reuters, fDi Markets [online] http://www.fdimarkets.com/, official sources and interviews with representatives of the respective companies.
The main recipient countries are, in descending order, Brazil, Argentina and Peru, all of which have a close trading relationship with China. China is also sometimes an important source of investment for smaller economies, as has recently been seen in Ecuador and Guyana. With the possible exception of Costa Rica, Chinese investment has practically no relevance in Mexico and Central America (see box III.4).Almost all (92%) of the confirmed investments were in the area of natural resource extraction, primarily in the hydrocarbons sector. The remaining 8% were destined for Brazil’s domestic market, mainly in infrastructure provision and, to a lesser extent, manufacturing. Investments designed to create platforms for export to other countries were very small (0.3%). Investments in the metallurgy sector in Brazil and in the mining sector in Peru are among those announced but not yet carried out. These data will be examined more closely in sections D and E of this chapter.
Investment in China by companies from Latin America and the Caribbean is even smaller and is not dealt with in this chapter. The reason for this is China’s selective openness to FDI. The principal trans-Latins engage in activities that are practically closed to FDI in China, such as oil, iron and steel production and telecommunications services. Very few manufacture medium-tech and high-tech products, which are the areas favoured by the Government of China in its FDI attraction policy.8
8 One exception is the Brazilian aircraft manufacturer Empresa Brasileira de Aeronáutica (Embraer), which has opened a factory in China, primarily to serve the local market. Others include the Mexican companies CEMEX and Bimbo and the Brazilian companies Votorantim and Marcopolo.
2. Factors driving China’s foreign direct investment
Recent trends in Chinese FDI have been influenced by a number of internal and external factors. One of the most important of these is the Chinese government’s policy of encouraging its companies to expand overseas.
This policy has evolved since the start of the economic reforms, but there has been a consistent trend towards greater openness and support of FDI. In 1979, FDI was permitted for State-owned companies under the supervision of the Ministry of Foreign Trade (now the Ministry of Commerce). In 1985, the right to invest abroad was extended to all companies, both State-owned and private, provided they had sufficient capital and the operational and technological capacity. In the 1990s, the government stance on FDI grew increasingly positive, until, in 2000, the President in his report to the National People’s Congress introduced the “going global” strategy, which actively promotes these kinds of capital outflows. This policy has been consistently implemented through ongoing reforms and it is the reference for government activities in this area. Under the same policy, measures have been implemented facilitating the approval of outward FDI and explicitly supporting Chinese transnational companies.
Among other reforms, procedures have been streamlined, capital controls for transnational companies have been relaxed, and the process for issuing permits for smaller investments has been decentralized and handed over to local governments. These reforms were implemented gradually over the course of a decade and aimed to make the process of investing abroad
more transparent.
Currently, company investment projects have to be approved by the National Development and Reform Commission (NDRC), which reports to the State Council, or the Ministry of Commerce, and by the State Administration of Foreign Exchange (SAFE).9 The complexity of the approval process depends on the amount to be invested.10 The other factors taken into account are (a) the presence of State-owned companies; (b) whether the aim of the investment is to obtain natural resources; and (c) whether the destination of the investment is an entity with which China does not have diplomatic relations (Taiwan Province of China and countries that recognize it, in the main). The process does not usually take more than 25 working days; in some instances the NDRC has given its approval in two days. The NDRC itself states that it has no interest in taking part in the negotiations or in the price of the operation; rather it is interested in checking the strategic relevance of the project and whether it is at odds with national policies on reducing energy consumption or cutting down pollution (RBS, 2009).
9 In May 2009 the Ministry of Commerce delegated responsibility for assessing and approving outward FDI to the provincial authorities; for projects that are larger scale and more politically sensitive, the Ministry must issue its assessment within 30 working days and the provincial authorities must take a final decision within 20 working days.
10 Projects worth over US$ 200 million also require the approval of the NDRC.
Measures to encourage outward FDI include tax breaks and, more significantly, public financing of FDI projects. In 2004 the government announced a plan to offer subsidized credit to companies investing abroad in certain priority areas: the acquisition of natural resources scarce in China, manufacturing and infrastructure projects that involve the export of Chinese technology, and R&D projects and acquisitions that strengthen the global competitiveness of Chinese companies. China Development Bank and the Export-Import Bank of China (China Eximbank) are the two key instruments of this policy, although other public banks have also collaborated.11 The company in question only needs to find 30% of the funds required for its project; the rest may be obtained from the banks mentioned above at preferential rates, terms or amounts (RBS, 2009).
11 There are four large banks in China, and all are controlled by the State despite being listed on the stock exchange: Industrial and Commercial Bank of China, Bank of China, China Construction Bank and Agricultural Bank of China. Their main business consists of traditional activities: receiving deposits and lending money at the official interest rates (mainly to State-owned companies). Three new banks were set up in 1994 to take over as instruments of economic policy, a role increasingly being abandoned by the aforementioned banks. The new banks are the Agricultural Development Bank of China, China Development Bank and the Export-Import Bank of China. The last two are those most commonly used to support outward FDI.
Official assistance from the Chinese government is also used to support the international expansion of Chinese companies, in cases where the involvement of Chinese companies is made a condition of financing for infrastructure-building projects. In keeping with its burgeoning foreign direct investment, China has concluded 127 bilateral investment treaties and 112 double taxation agreements (Davies, 2010).
Besides the permits required by the NDRC and by the Ministry, and the substantial incentives offered by State-owned banks for these projects, the Government of China exerts control over foreign direct investment through State ownership of the main transnational companies. Currently, some 122 non-financial companies are owned by the State, and are the responsibility of the State-owned Assets Supervision and Administration Commission (SASAC).
These companies, which are all extremely large, underwent a transformation in the 1990s, cutting back on staff and ending the direct provision of social insurance benefits to their workers. Following these reforms, results improved and in 2005 these companies began showing a profit. Thanks to a virtual monopoly in many major sectors, they have made sizeable profits, which are expected to exceed 1 trillion yuan (US$ 152.16 billion) for the first time in 2010.12
12 In 2005 the State began receiving a proportion of these companies’ profits. In 2011 the government decided to increase the percentage to be handed over to the State by 5%, to fund public services and reduce the pace of investment. This will also curb or slow the FDI carried out by these companies, compared with the strong growth seen over the past few years.
See [online] http://www.ft.com/cms/s/0/85413b18-1413-11e0-a21b-00144feabdc0.html#axzz19bTkYFA3.
State-owned companies are prominent in sectors protected from international competition, such as hydrocarbons, energy distribution, banking, and iron and steel production. Almost all Chinese companies listed in the Fortune Global 500 are State-owned (see
table III.4). They are also the ones with the biggest investment projects overseas.
All companies not controlled by the SASAC consider themselves to be privately owned, and, although not particularly large individually, as a group they dominate the Chinese economy.13 Their shareholders in any case often still include public institutions. Lenovo is a case in point, as over 50% of its shares are owned by the Chinese Academy of Sciences. Often, they were created as municipal companies that later opened up to private shareholders, but retained the link with the local government as a means of facilitating the company’s operations in its home municipality. Taking into account the shares held by local governments and government-controlled organizations —minority holdings in many cases— very few Chinese transnational companies are entirely private, though the government only has direct control over those managed by the SASAC.
13 These companies (including subsidiaries of transnational companies) were responsible for 55% of GDP in 2001, compared with 35% in the case of State-owned companies.
TABLE III.4
TOP 30 CHINESE COMPANIES LISTED IN THE FORTUNE GLOBAL 500, BASED ON 2009 SALES
(Millions of dollars)

Source: Fortune Global 500.
Note: Highlighted companies have invested in Latin America.
Nevertheless, even in the case of State-owned companies, Chinese FDI cannot be explained solely as a response to government policy. As in other countries, these outflows of capital are driven by a combination of official policies, indications from world markets and internal economic conditions in the recipient country. Aside from the importance of the State sector, which has already been mentioned, the following characteristics of the Chinese economy have the greatest impact on the investment strategy adopted by transnational companies: fast growth, extremely high saving levels, an export trend within the manufacturing sector, strong domestic investment in infrastructure and a focus on science, technology and innovation. As a result, many Chinese companies have acquired financial, technological and operational capacities that have turned them into major foreign investors.
Many companies —operating in an economy with high rates of growth, especially in the sectors enjoying the most protection from international competition— have grown, expanded their capacity and accumulated profits over the past few years. Oil companies, for example, have benefited as well from a production structure tailored to energy-intensive sectors, and companies specialized in building infrastructure have also had unique opportunities for expansion thanks to the fast pace of construction in China in recent years.
The export trend within the Chinese manufacturing sector has encouraged companies to invest in certain countries and industries in order to sidestep trade barriers, as will be seen later in the Brazilian case study. It has also generated considerable investment in activities supporting overseas trade, such as selected kinds of financial services, logistics and transport services, and overseas sales offices.
Lastly, recent technological advances in certain industries have created technological capacity in some companies, which is beginning to be exploited in other markets through direct investment. Companies specializing in telecommunications infrastructure (such as Huawei) and railway equipment (such as China South Locomotive & Rolling Stock) exemplify this trend.
Paradoxically, the shortcomings of the business environment in China when compared with the main investor countries in the world may also be an incentive for companies to invest abroad.14 There have been instances in the past of companies in emerging economies investing overseas to make it more difficult for their governments to expropriate their assets or to gain access to public services of a better quality than those available in their domestic markets (Sauvant and McAllister, 2010). Acquiring key assets has been an important factor behind Chinese FDI (Deng, 2009; Child and Rodrigues, 2005). Many Chinese firms have acquired foreign companies to obtain technology or brands that would take years to acquire in China, the most well-known examples being Lenovo-IBM and Geely-Volvo (ECLAC, 2010a,
chapter II). This is a characteristic shared with other developing economies, such as India (Fortanier and Tulder, 2008; Athreye and Kapur, 2009).
14 These shortcomings are apparent in the quality and depth of the financial markets, the rule of law and protection against expropriation, regulations governing competition, physical infrastructure, protection of intellectual property, human capital and trade transparency (OECD, 2010).
The above-mentioned expansion strategy is reflected in the marked preference within Chinese FDI for mergers and acquisitions, with the corresponding absorption of brands and tacit knowledge, rather than greenfield investments. In 2006, 84% of Chinese FDI was invested through mergers and acquisitions and various surveys indicate that this mode of entry will become even more common in the future (OECD, 2008). All major operations in Latin America have been effected through mergers and acquisitions, with the exception of those governed by State agreements, as in the oil sector (see table III.5).
In some cases, Chinese companies invest abroad because of obstacles to national expansion, such as explicit regulations or business practices that protect some markets from competition. For these reasons, companies such as Sinopec and State Grid that would typically seek to expand into other regions of China have chosen FDI.
TABLE III.5
CHINA: MAIN OVERSEAS ACQUISITIONS BY VALUE
(Millions of dollars)

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of information provided by Thomson Reuters.
Abbreviations: CNOOC, China National Offshore Oil Corporation; CNPC, China National Petroleum Corporation; ICBC, Industrial and Commercial Bank of China.
a Does not constitute FDI, being under 10% of the capital.
3. Forms of Chinese foreign direct investment
All the above-mentioned factors, sometimes at work within the same company, result in fairly diverse forms of FDI, as described below. Some drivers are more important than others, and not all are present in Latin America and the Caribbean.
(a) Acquisition of natural resources
This has been the reason behind the largest Chinese investments in the world to date, particularly in Latin America. It has primarily been carried out by State-owned companies (see section D).
(b) Acquisition of other key assets
The company Lenovo is perhaps the most famous example of this. When IBM made the strategic decision to stop producing computers and concentrate on services, Lenovo seized the opportunity to acquire this area of the business —both the technology and the brand. In a very short space of time it had become a company with an international presence and a recognized brand, a process that would have taken a decade through organic growth. This kind of investment occurs naturally in developed countries, although it has indirect implications for Latin America too. Companies in this segment tend not to be State-owned.
(c) Market-seeking
This is always an important driver of FDI for many kinds of companies, including:
(i) Companies contracted to build public works and industrial infrastructure that have developed their capacities in the Chinese market and are looking to expand internationally. Some are already highly developed technologically, such as manufacturers of telecommunications networks, and others specialize in works funded by the Chinese government
(see section E.1);
(ii) Manufacturing companies that choose FDI as a way to serve certain markets, as an alternative to exporting from China. Within this category, original equipment manufacturers that have become independent from their original partners play a prominent role. In Latin America, this kind of investment is mainly found in Brazil (see section E.2);
(iii) Smaller manufacturers with very idiosyncratic
strategies. These kinds of investment do not tend to be made in Latin America. They are generally concentrated in Asia, and rely a great deal on personal contacts. The smallest firms (“briefcase transnationals”) target the nearest and poorest countries such as the Lao People’s Democratic Republic and Cambodia (Yeung and Liu, 2008).
(d) Diversification
Over and above simply seeking markets, some Chinese companies are forced to invest abroad in order to diversify, having found this impossible in China. The oil company Sinopec is an example of this: it invests in extracting oil outside China rather than within the country, as this sector is already occupied by other companies.
(e) Efficiency-seeking
As production costs in China go up, more companies are choosing to move production outside the country to reduce costs. In less sophisticated industries, companies are turning to other Asian countries with lower labour costs, such as Viet Nam. Companies with greater technological content sometimes include Latin American countries in their investment plans, as Lenovo did with Mexico
(see section E.2).
The Chinese government openly supports diversification and the acquisition of natural resources and key assets, while market-seeking and efficiency-seeking strategies are supported to a lesser degree or not explicitly.
4. Reactions among recipient economies
To date, Chinese FDI has focused on acquiring natural resources and other key assets, and the potential benefits of this for recipient economies are debatable. Chinese FDI does not contribute as much to national innovation systems in recipient countries as may be expected because of the emphasis on acquiring natural resources or other key assets such as technology or brands. When it comes to acquisitions seeking key assets, mainly technology, the relationship between the recipient country and the transnational company is reversed: rather than the investment bringing new technology, technology developed locally is absorbed by the foreign company.
To put the expansion of asset-seeking Chinese companies into perspective, the circumstances and strategy of the companies selling these strategic assets must be taken into account. In the main, they consist of groups that are restructuring their business through an expansion plan or in response to a crisis, and feel that a large part of their assets no longer add value to the group. The sale of Volvo to Geely, for example, meets these criteria, and may be seen as part of a worldwide tendency for car production capacity to decrease in North America and Europe and increase in China (ECLAC, 2010a,
chapter II). However, transferring ownership of these assets does allow these changes in world industry to take place in a less destructive manner than the closure of Volvo’s production factories would.
Besides its meagre contribution to local innovation capacity, Chinese FDI has suffered criticism in recent years for being under the control of the State, for being driven by State strategy more than by business considerations and for constituting unfair competition in cases where private companies in other countries have shown interest in the same acquisition. These criticisms have been put forward in a number of noteworthy cases, mainly in developed countries, where some large acquisitions have been blocked (see table III.6).
TABLE III.6
CHINA: MAIN FAILED ACQUISITION ATTEMPTS OVERSEAS BY VALUE
(Millions of dollars)

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of information provided by Thomson Reuters.
Abbreviations: CNOOC, China National Offshore Oil Corporation.
The first and most important case was Unocal, the United States oil company which went on sale in 2005. The Chinese State-owned company China National Offshore Oil Corporation (CNOOC) made a hostile takeover bid of US$ 19 billion. The United States government opposed it on national security grounds and because it considered that an offer by a State-owned company constituted unfair competition. In the end, CNOOC withdrew its offer and Unocal shareholders accepted a lower offer from Chevron.
Chinalco and Rio Tinto, the Australian-British mining giant, have had a more complex relationship. Having acquired 9% of Rio Tinto in 2008 (see table III.5), the Chinese company made a complex offer in 2009 to increase its share to 18%. This was rejected by the Rio Tinto directors following opposition from a significant number of the shareholders, although the Australian government’s approval was also needed and its position was uncertain. Later, the two companies began working together again on joint projects in Guinea and in China itself.
In the case of Huawei, the company’s attempted acquisitions in the United States were vetoed outright, for national security reasons. The company (which is not listed on the stock exchange and does not publish statistics on its shareholders) maintains that the bulk of its shares are held by its employees, but the United States government suspects that the company has ties to the Chinese army. In 2008, the Committee on Foreign Investment in the United States blocked Huawei’s acquisition of 3M, because 3M manufactures equipment for the United States army. In 2010, another two offers (for 2Wire and a unit of Motorola) were rejected for the same reason.
Chinese companies are not the only ones to see their acquisitions blocked. There have recently been other significant cases in which recipient governments have blocked cross-border acquisitions using the national security argument,15 but there is no doubt that Chinese companies experience much higher numbers of failed acquisitions (11% last year) than companies in the United States or the United Kingdom (2% and 1% respectively) (Financial Times, 2011a).
15 Two important examples are the attempts by Dubai World to acquire the assets of P&O in the United States and those of Potash in Canada.
D. Chinese companies and natural resource extraction
in Latin America and the Caribbean
1. Strategies for supplying China with raw materials
The growth and development of the Chinese economy has had a huge impact on the consumption and trade of raw materials worldwide. Although China produces considerable and increasing amounts of these materials, the massive surge in domestic demand has rapidly turned the Asian giant from a net exporter of raw materials into the largest net importer in the world. Between 2000 and 2009, China was responsible for 46% of the global increase in consumption of oil, 72% of the increase for steel and 170% of the increase for copper (in fact, China’s increased consumption of copper compensated for the drop in the rest of the world). Other developing economies have also fuelled the increase in consumption, but to a much lesser degree: comparable percentages for India, for example, are between 6% and 7% (ECLAC, 2008).
Rising prices of raw materials over the past six years have prompted many governments in importing countries to adopt overt or not-so-overt strategies to ensure they have sufficient supplies. China has taken diplomatic and trade measures with this objective in mind, including long-term purchasing contracts, direct investment and donations to exporting countries.
In Latin America and the Caribbean, “finance for assured supply” agreements, normally channelled through China Development Bank, have played a prominent role. In 2009, the bank lent US$ 10 billion to the Brazilian company Petrobras, in exchange for 200,000 barrels a day. It also lent the Government of the Bolivarian Republic of Venezuela US$ 10 billion in 2010, and made available a similar sum in yuan. This loan will be repaid in the form of oil exports of between 200,000 and 300,000 barrels a day over 10 years, representing approximately 10% of the country’s current oil exports. In 2005, the Chinese State-owned company Minmetals signed a US$ 550 million agreement with the Chilean State-owned company CODELCO to purchase a long-term supply of copper ore (see section D.3).
Although these loans do not constitute FDI, they often include clauses favouring the involvement of Chinese companies. In the agreement with the Bolivarian Republic of Venezuela, there are clauses expressly tying part of the loan to infrastructure development projects that Chinese companies will work on. The Minmetals agreement included an option to purchase shares, which ultimately was not exercised. The Petrobras loan has no terms of this kind, although the Chinese companies Sinopec and Sinochem did make investments shortly after the loan signing.
2. Investment in hydrocarbons
In China, the extraction and distribution of minerals and hydrocarbons is dominated by State-owned companies, and inward FDI is highly restricted. The hydrocarbons sector is completely controlled by four companies: Sinopec, China National Petroleum Corporation (CNPC), Sinochem and China National Offshore Oil Corporation (CNOOC). These firms have experienced strong growth in the past decade and are now among the largest oil companies in the world (see table III.7).
TABLE III.7
TOP CHINESE AND GLOBAL OIL COMPANIES, 2009

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of the Fortune Global 500 and company annual reports.
All are State-owned, although they are also listed on stock exchanges in China and overseas through subsidiaries. They have different characteristics depending on their origin and the business strategy adopted over the past decade. CNPC, for example, is the successor to the former Ministry of Petroleum and has traditionally focused on extraction. Sinopec specializes in processing and distribution while CNOOC, a newer company, specializes in exploiting off-shore wells. Sinochem was responsible for exporting oil from China and hence is the most international of the four.
All these firms have diversified in recent years, becoming large energy groups and sometimes conducting activities in other sectors, such as the chemical industry, agriculture and finance. However, company origins continue to have a bearing on the strategies adopted. Of the four, CNPC is still the company that focuses most on production and is the first to look overseas, where it tends to join forces with governments and State-owned enterprises. CNOOC operates in a segment requiring state-of-the-art technology and therefore has a longer tradition of forming partnerships with foreign companies. Sinopec and Sinochem have both frequently opted for partnerships with private companies.
All four are now truly global companies, although the percentage of their assets outside China continues to be small: 3% for CNPC, 9% for CNOOC and 30% for Sinochem (VCC, 2010). They may or may not act as operator; they may operate alone or buy a stake in a strategic partnership with a State-owned enterprise or a transnational company.16 Also, like other large corporations in the industry, they participate in the international market for oilfield services, as both suppliers and customers (Shankleman, 2009). For example, Sinopec constructed a gas pipeline in Brazil in 2010 under a contract for US$ 1.25 billion.
16 Oilfields are usually controlled by consortia of companies. One company is the operator and is responsible for deciding the mode of production and managing relations with the authorities and local communities. The other companies in the consortium have a much more passive role. Other oilfields are exploited through joint ventures. The partners nominate individuals to manage the new company in accordance with their proportion of company shares.
Soaring consumption in China (which has doubled in the past decade, compared with an increase of only 11% in the rest of the world) has stimulated growth in the four companies’ refining and distribution activities and has exposed their relatively scant reserves. Sinopec, for example, bought 75% of the oil it needed for its refineries from other producers in 2009 (Sinopec, 2009). This business rationale, coupled with pressure from the government to secure sufficient supplies of energy, led to a raft of acquisitions in 2010. According to estimates, a fifth of all acquisitions within the industry in 2010 were made by Chinese companies (Financial Times, 2010).
The growth in China’s acquisition of oil assets can be explained by the resources at its disposal (both those generated internally and bank loans) and also by unusual levels of supply in the market, following the decision by many large companies to sell off non-essential assets to fund new exploration.17
17 Annual transactions usually add up to about US$ 30-40 billion. The consultancy firm Derrick Petroleum Services estimates that in late 2010 US$ 90 billion in oil assets was on the market.
In contrast to other Chinese transnational corporations, companies in this sector have been keen to invest in Latin America and the Caribbean and the largest acquisitions thus far have been made in this industry. As elsewhere in the world, Chinese oil investments in the region have gone through two stages: the first mainly involved individual exploration and production concessions tied to agreements between States, while in the second, more recent, stage, Chinese companies have opened up to partnerships with private international companies (see table III.8).
In Latin America and the Caribbean, CNPC was the main player during the first stage, and began by acquiring concessions to exploit oilfields in the Bolivarian Republic of Venezuela, Ecuador and Peru. The company later increased its assets in Ecuador and Peru by purchasing small oil companies with assets in these countries.
CNPC’s largest operations have been in the Bolivarian Republic of Venezuela. In line with new government policy, the concessions CNPC was exploiting as sole operator were converted in 2006 into strategic partnerships with the State-owned company, Petróleos de Venezuela SA (PDVSA). In total, CNPC controls approximately 3 million tons of production annually in the Bolivarian Republic of Venezuela, around 5% of its total hydrocarbons production. In Ecuador, the company (along with other foreign operators) also had to agree to new government terms in 2010, meaning the State would be the sole beneficiary of any profits and companies would be compensated for production at a flat rate.
As for investments in processing, CNPC currently has two major projects that have yet to get under way. Working with the government and PDVSA, the company is planning to expand the Cienfuegos refinery in Cuba by building a regasification plant and a combined-cycle thermoelectric plant. China Eximbank will finance 85% of this investment, which will be guaranteed in full by the Government of the Bolivarian Republic of Venezuela in the form of crude oil supplied by PDVSA (see chapter I, box I.4).
TABLE III.8
CHINA: MAIN INVESTMENTS IN HYDROCARBONS IN LATIN AMERICA AND THE CARIBBEAN, 1994-2010
(Millions of dollars)

Source: Economic Commission for Latin America and the Caribbean (ECLAC).
Abbreviations: CNOOC, China National Offshore Oil Corporation; CNPC, China National Petroleum Corporation; PDVSA, Petróleos de Venezuela SA.
In Costa Rica, CNPC reached an agreement in 2009 with the State-owned company Refinadora Costarricense de Petróleo (RECOPE) to build and operate a large refinery on the Atlantic coast. Although investment figures of close to US$ 700 million have been quoted, a feasibility study to be completed in October 2011 will set out in detail the amounts of oil to be refined and the respective investments. This project forms part of China’s cooperation with Costa Rica since diplomatic relations were established in 2007 (see box III.4). The refinery in Cuba and the investments in the Bolivarian Republic of Venezuela and in Ecuador are all governed by agreements between the Chinese government and these countries.
The second phase of oil investment in Latin America and the Caribbean, in which Sinopec, Sinochem and CNOOC have also participated, has been characterized by the acquisition of private companies already in production and strategic partnerships with Western companies. These investments accelerated spectacularly in 2010 and have centred on relatively new oil-producing countries. The most important of these is Brazil, where millions in investment will be needed to exploit the vast pre-salt oilfields. Petrobras will be the main operator, but transnationals will also be allowed to participate.
In Brazil, Sinopec and Sinochem have both entered into partnerships with European companies that have been granted concessions in the new pre-salt oilfields (Repsol and Statoil). The capital inflow from the Chinese companies will help these affiliates raise the huge sums required to exploit the oilfields. Sinopec will have access to confirmed reserves of 1.16 billion barrels of oil as a result.18
18 Since this involves the purchase of a share in a foreign subsidiary, this acquisition will not increase net inward FDI in Brazil, because the capital inflow from China will be cancelled out by a capital outflow to Norway. However, China’s weight as an investor will increase considerably.
In Argentina, the regulatory framework does not look favourably on FDI in this sector. There has been very little investment over the past decade. In fact, the Chinese acquisitions were the biggest foreign investments in the Argentine hydrocarbons industry since Repsol bought Yacimientos Petrolíferos Fiscales (YPF) over 10 years ago. CNOOC, after joining forces with Bridas and buying up BP’s assets in the country, increased its oil production by 25% and added the equivalent of 1 billion barrels to its reserves.
3. Recent investments in metal mining
In addition to the large iron and steel producers which are investing in iron ore and coal mining, some 20 Chinese companies have made overseas investments in mining (Shankleman, 2009). Like oil companies, they have experienced strong growth in recent years and now have a major international presence, in particular the State-owned companies Minmetals and Chinalco, which are the first- and second-largest mining companies in China respectively (see table III.9).
Other Chinese companies with large investments in Latin America and the Caribbean are the State-owned iron and steel producers Wuhan and Shougang, fourth- and twelfth-largest in the world respectively; Zijin and partners Tongling and Xiamen (Wall Street Journal, 2010), which are controlled by local governments; and the privately owned iron and steel producer Nanjinzhao.
Like the oil companies, a relatively small proportion of these companies’ assets are held outside China (14% in the case of Minmetals and 10% in the case of Zijin). While mining companies are looking to boost their production by acquiring assets in other countries, Chinese steel firms are keen to reduce their exposure to the iron ore market. Both Shougang and Wuhan buy 80% of the iron ore they use on the international market, which leaves them very vulnerable to price increases of the kind seen in recent years. In contrast, the world’s biggest iron and steel producer, ArcelorMittal, produces 47% in its own mines and the Brazilian firm Companhia Siderúrgica Nacional (CSN) is an iron ore exporter (ECLAC, 2010a, chapter III).
Until 2007, the steel firm Shougang had been the
only Chinese company to invest in mining in Latin America and the Caribbean (in Peru). The company very quickly found itself embroiled in a serious employment and environmental dispute with the local community (see box III.3), but continued to increase its iron production to 5 million tons a year and its exports to nearly US$ 300 million. The Peruvian subsidiary is managed almost exclusively by Chinese executives and its operations are incorporated into the group: it exports the ore via its own port and sends it to subsidiaries in China (Sanborn
and Torres, 2009).
TABLE III.9
TOP CHINESE AND GLOBAL MINING COMPANIES, 2009
(Billions of dollars)

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of the Fortune Global 500.

Between 2007 and 2009, another four Chinese groups joined the Peruvian mining industry (see table III.10); all, with the exception of Nanjinzhao, came to work in copper extraction. They bought mines from the junior enterprises that had developed them, intending to entrust construction of the mine to a major international engineering firm.19 Likewise, all are planning to export iron ore or copper concentrate to subsidiaries in China, with minimal processing in Peru, as may be expected given the country’s production structure and its emerging national innovation system.
19 As all the junior enterprises were foreign (many of them Canadian), the US$ 1.52 billion spent between 2007 and 2009 does not appear in the net FDI flows to Peru, although the assets of Chinese companies in the country have increased by this amount.
TABLE III.10
CHINA: PRINCIPAL MINING INVESTMENTS IN LATIN AMERICA AND THE CARIBBEAN, 1992-2010
(Millions of dollars)

Source: Economic Commission for Latin America and the Caribbean (ECLAC).
One fundamental characteristic distinguishing these four groups from Shougang is that they are aware of the social and environmental responsibilities their operations entail. Until only a few years ago Chinese companies in this industry rarely considered their social and environmental responsibilities, since they were used to operating in an environment where all external costs were taken care of by the State. As these companies have expanded into countries where governments and civil society have certain expectations of mining companies, they have learned to incorporate these considerations into their way of operating, following the example of Western companies.
Recent experiences in Peru, a country with a highly active civil society where the mining industry is concerned, reflect this new attitude among Chinese companies. Both Chinalco and Minmetals have entrusted their subsidiaries’ operations in Peru to an international management team, and plan to strengthen where possible economic ties with the local communities. Before beginning to construct the mine, Chinalco carried our major wastewater treatment works (to resolve a problem originating from earlier mine exploitation) and began to build a new town to resettle approximately 5,000 people living close to the mine. The cost of these works is estimated at US$ 30-40 million (Sanborn and Torres, 2009).
The project run by Zijin poses particular difficulties, and the price to acquire it was accordingly much lower than normal for a mine of its size.20 The feasibility of the project is still under review, and the company is endeavouring to win the trust of the communities involved. It is estimated that US$ 30 million has been invested thus far in exploration and in small local projects covering a three-year period.
20 The controversy over this project dates from 2003, when the Peruvian government declared it to be a matter of “public necessity”, thereby allowing foreign investment despite the fact that the project’s location near the border meant this was prohibited by the Constitution. The communities affected claim that the project is illegal and that it could harm the environment and agriculture in the area. The company was accused of being responsible for the death of a leading agricultural worker following a protest march, and a group of nine demonstrators reported having been tortured and held by the police for three days in company facilities. The conflict attracted the attention of several national and international non-governmental organizations, who asked the foreign investors to withdraw from the project (Sanborn and Torres, 2009). The British owner company finally agreed to sell it to the Chinese consortium in 2007.
Chinese mining companies have focused on Peru because the country is open to FDI in this sector, and because the country had significant mining assets to develop at a time when those companies were looking to step up the pace of their overseas expansion. The main Chinese investments in Peru were all made around the same time, meaning that these companies entered the market at a point when prices were at a historic high. The Toromocho project, for example, had twice previously been declared void when copper prices were low, in 2001 and 2002; when Chinalco took it over in 2007, it paid US$ 800 million. Many of these projects could be very sensitive to an abrupt change in the copper cycle and, if this were to happen in the next few years, some may not go ahead.
The situation in Chile, the world’s largest copper producer, is different because the biggest mining assets are already shared among long-established companies. Moreover, Chinese investment prospects in Chile have suffered as a result of Minmetals’ failure to acquire the Gaby mine. This was part of an advance purchase agreement reached in early 2006 with Corporación Nacional de Cobre de Chile (CODELCO), a Chilean State-owned company and the largest copper producer in the world. The agreement was signed at a time when metal prices were low and CODELCO had an ambitious investment plan but lacked the funds to carry it out. Under the terms of the agreement, Minmetals would pay US$ 500 million and CODELCO would supply 55,750 tons of copper annually over a 15-year period. When the agreement was signed, the prevailing market price of copper was used as a reference, which was approximately one dollar for one pound of copper. This was a particularly good deal for Minmetals because, apart from a brief period in late 2008, the price has since hovered between US$ 3 and US$ 4.
The agreement included an option to buy a stake (of up to 49%) in the Gaby mine, then producing 80,000 tons of copper a year (with the capacity to produce up to 150,000 tons). The agreement was strongly criticized within Chilean society, particularly among those working at the facility, who feared that any privatization, even partial, would result in erosion of their labour rights. Coming under political and social pressure, CODELCO and Minmetals gave up on the purchase and the mine remained the sole property of CODELCO. Minmetals received no compensation; it could have insisted on its right to buy, but it preferred to avoid a confrontation with the Chilean government.
Outside Peru, the biggest mining investments to date have been made in Brazil in the iron sector, although the amounts involved have been smaller as the country’s resources are already largely controlled by domestic companies.
Wuhan joined forces in 2010 with MMX, a mining subsidiary of the Brazilian company EBX. It has no operational responsibilities but receives some of the production, which it exports to China. MMX plans to increase its capacity from 8.7 million to 33.7 million tons by 2013. Wuhan has expressed its intention to invest up to US$ 5 billion in an integrated plant to produce semi-finished steel (slabs) in Brazil, through a strategic partnership with EBX.21 This project was announced in late 2009 but has not yet been carried out. Although Wuhan still has these plans, the project is on hold because of major bottlenecks affecting infrastructure in the area, particularly the train line for transporting the ore to the factory. The Chinese iron and steel company Baosteel was similarly unable to execute its planned project. In collaboration with the Brazilian company Vale, it was planning to build an integrated plant with a five million ton capacity. The agreement was signed in 2007 but the Chinese company abandoned the project when the financial crisis brought the industry’s expansion plans to a halt (ECLAC, 2010a). In the end, Vale bought out Baosteel’s stake in April 2009.
21 Slabs are the first stage in the production of flat-rolled steel. Brazil has specialized in this segment of the iron and steel industry, given the abundance of iron ore in the country (ECLAC, 2010a).
In total, Chinese mining and hydrocarbons companies have invested almost US$ 27 billion in the region,
US$ 12.661 billion of which relates to oil acquisitions in 2010. China now has considerable influence in certain countries and sectors, such as mining in Peru. While production by Shougang (the only Chinese company in this sector operating in Peru) only represents 2% of the country’s mining exports, the portfolio of projects run by the five Chinese companies examined here accounts for 25% of the total planned investment in the country. In small economies, a single investment can make a big difference: the Bosai bauxite mine in Guyana is a case in point. Around US$ 1 billion is to be invested, to increase production capacity to 600,000 tons a year.22
22 fDi Markets estimates. For further information, see [online] http://www.nanchuanminerals.com/.
The biggest acquisitions overall have been made in the Brazilian oil sector. The reserves controlled by Sinopec and Sinochem are estimated to amount to 1 billion barrels, compared with around 50 billion controlled by Petrobras. China has brought US$ 20 billion in capital to the industry, including the loan from China Development Bank. This figure is nevertheless still lower than the US$ 70 billion Petrobras obtained through increasing its capital in 2010 or the US$ 240 billion it plans to invest by 2014 from its own resources and through debt-issuing.23
23 The company estimates that, of the US$ 240 billion, it has
US$ 28 billion in cash, it will raise US$ 155 billion internally (taking a price of US$ 80 a barrel as a reference) and it will issue debt worth US$ 30-40 billion. See Financial Times (2011b).
4. Investment in agriculture, fisheries and forestry resources
Investment in the agricultural, fisheries and forestry sectors is driven by the same factors as in the mining and hydrocarbons industries: soaring consumption of these products in China has prompted companies acting as distributors there to seek backward (vertical) integration through overseas investment. In addition, there has been an upward trend in the prices of many agricultural products, similar to or steeper than that of oil and metals. FDI has therefore become a means for the companies to protect themselves against these rises. Chinese companies able to invest in these sectors are generally much smaller than those in the mining or hydrocarbons sectors, and have less financial capacity and less weight in diplomatic relations.
The agricultural sector has traditionally been characterized by fragmentation in both production and distribution, and is fairly unreceptive to FDI. In many cases there are formal restrictions on inward FDI, in particular regarding the purchase of land. As a result, investment projects in this sector are frequently not publicized and are difficult to trace. Nevertheless, there is evidence of some major operations, and indications are that the strong demand from China and the (relative) abundance of natural resources in Latin America and the Caribbean will together create great potential for FDI in sectors such as crops, livestock and forestry.
The biggest investment projects are found in sectors that are more formalized and regularized. For example, fishing quotas make the Peruvian fishing industry a closed sector. China Fisheries Group, a Chinese distributor, invested
US$ 103 million in a local fishing company, and has gradually increased its quota to 6% of the country’s catch.
Sugar cane is another important sector. Following a privatization in Jamaica, the Chinese trader Complant Sugar bought assets worth US$ 92 million. The operation includes the lease of 30,000 hectares of land for 50 years to cultivate sugar cane, improvements in sugar cane fields and mills for US$ 127 million during the first phase, and a possible expansion to include a refinery and an ethanol plant for US$ 221 million.24 In addition, one of China’s top food import companies (COFCO) bought a stake in Viña Bisquertt in Chile for US$ 18 million in 2010.
24 See [online]www.chinabn.org/invest/20070914/10139.aspx.
There are major plans to invest in agriculture, but none appear to have come to fruition so far: the Chinese province of Heilongjiang has expressed an intention to invest US$ 100 million in Argentina to produce soybean for export, while the Chinese-owned company Sol hopes to invest
US$ 30 million in Brazil to produce rice and soybean.
Although FDI flows in this sector are small in comparison with the investments in oil exploration, the capital inflow from China for agricultural production may have a major impact on the development of this sector, and as a consequence, on livelihoods in rural areas. A study of
the timber industry in the Peruvian Amazon suggests that Chinese FDI may affect the domestic industry significantly as it becomes incorporated into the value chain in China and reduces the value added in Peru (Putzel, 2009).25
25 Chinese companies have a huge presence in the export of wood from the Peruvian Amazon (compared with exports from the Brazilian Amazon, where they have a limited presence). The main reason for this is that companies have been able to establish personal contacts through the Chinese community in Peru. Another important point raised by this study is the trend towards a value chain increasingly led by Chinese transnationals that export wood from Peru and process it in China, reducing the domestic value added.
The thorny subject of foreign land ownership is even more important. The threat of a massive influx of Chinese investors has prompted a review of the current, relatively lenient policies. In Brazil, the government has had to pass a decree to clarify the existing regulation, restricting the purchase of land by foreigners and setting a limit of 50 exploitation units per foreign person or company.26 In addition, only 40% of the land in each municipality may be owned by foreigners, and only a quarter of those foreigners may be of the same nationality. While technically this constitutes a clarification of an existing rule rather than something new, it will undoubtedly have an impact on potential Chinese investment in agriculture, probably persuading Chinese companies that have been investing on an individual basis to seek alliances with Brazilian partners.
26 The exploitation unit (módulo de exploração) has been established by the Brazilian government as the amount of land needed to support a family; its size varies from region to region (Attorney General’s Opinion LA-01 of 19 of August 2010).
E. Diversification of Chinese investment into
infrastructure and manufacturing
Although the vast majority of Chinese investment in Latin America and the Caribbean has consisted of natural resource acquisition, there is great potential for diversification into other sectors. As the Chinese economy grows and its lead industries develop, the number and variety of firms with the resources and motivation to invest abroad, including in Latin America and the Caribbean, will gradually increase. In addition, steadily rising domestic production costs, a trend towards geographical diversification of production to sidestep trade barriers and the Government of China’s proactive policy will all drive FDI in manufacturing and services (Yeung and Liu, 2008).
The Chinese companies investing in natural resources are quite small in number and almost all are State-owned. However, in other sectors there are many companies investing abroad, of varying sizes and types. Many are majority privately owned and are more representative of the Chinese economy as a whole. Based on a number of surveys of small and medium-sized companies in China, it is clear that FDI is often a way for firms to facilitate the export of their products (or those of Chinese companies they work with).27 In fact, most subsidiaries of Chinese companies in Latin America and the Caribbean are sales offices or similar. While the amounts invested are very small and add virtually no domestic value, in many instances this provides an opportunity to get to know the local market and invest in productive activities; this has been the case for the Chinese company Gree, a manufacturer of air conditioning units, in Brazil, and could also apply to the automobile manufacturer Chery, also in Brazil.
27 See Asia Pacific Foundation of Canada and China Council for the Promotion of International Trade (2009) and China Council for the Promotion of International Trade (2010).
Given the scale of trade in goods between China and Latin America and the Caribbean, it is not surprising that investments designed to facilitate this trade may become moderately important. These include investments in transport infrastructure (discussed below) and possibly shipping companies. There are two large Chinese subsidiaries in Brazil: COSCO and China Shipping. In addition, the second-largest bank in China, the State-owned Bank of China, recently opened a subsidiary in Brazil to finance bilateral trade. This is the only example to date of investment in finance in Latin America and the Caribbean, although large investments were made in this sector in the United States and other countries, especially in the months following the 2008
financial crisis.28
28 By late 2009, Chinese banks had established 50 offices and 18 affiliated institutions in 28 countries, with a total of 30,000 employees (MOFCOM, 2010).
Besides facilitating trade, Chinese FDI has begun to reach the region in two other sectors, both of which offer strong development potential: infrastructure-building and manufacturing.
1. Infrastructure
Almost every country in the region believes that infrastructure is vital for its development and would like to see more FDI in construction. The level of FDI in this sector varies considerably by line of business and by country, usually depending on the existing regulatory framework. Generally speaking, transnational companies dominate telecommunications infrastructure and have a significant presence in energy production and distribution, less so in transport infrastructure and very little in water and sanitation.
Infrastructure is undoubtedly the sector that has received the most Chinese investment in Latin America and the Caribbean after hydrocarbons and mining (see table III.11). However, many of the investments shown in this table and analysed in this section cannot be counted as FDI, even though these Chinese companies are contributing to economic activity in the region.29
29 International companies that build infrastructure then hand it over to be operated by others count their activity as exports. All Sinohydro and Huawei operations in Latin America, for example, are counted in this way.
A variety of Chinese companies operate in this sector: some are large public companies that dominate the local market, such as State Grid or Sinohydro; others are somewhat smaller but have demonstrated remarkable technological development and conquered a major portion of world markets in a short space of time, such as Huawei and ZTE in telecommunications infrastructure, and companies building railway equipment. Finally, there are numerous small and medium-sized companies building civil and industrial infrastructure.
TABLE III.11
CHINA: MAIN INVESTMENTS IN INFRASTRUCTURE IN LATIN AMERICA AND THE CARIBBEAN, 2009-2010
(Millions of dollars)

Source: Economic Commission for Latin America and the Caribbean (ECLAC).
With the possible exception of Huawei, which has grown more overseas than in China, all of these companies have developed their capacities thanks to the huge amounts China has invested in infrastructure in the past 10 years. Investment in railways, for example, has increased sixfold since 2005, reaching US$ 124 billion in 2010. It is predicted that this trend will end in 2013, and growth will begin to slow, forcing many sector companies to continue their expansion overseas. According to estimates, only 5% of their revenue comes from outside China, even though they are working on major railway projects in the Lao People’s Democratic Republic, Myanmar and Thailand and are competing for tenders in Brazil, the United States and other countries (Financial Times, 2011c).
In addition to technological and logistical capacities developed at home, China boasts a very competitive cost structure and strong financial support for international expansion. According to a survey carried out by the China Council for the Promotion of International Trade (2010), construction companies are currently the least internationalized but have the most plans to increase their FDI in the near future. There are three access routes to infrastructure investment in Latin America and the Caribbean: acquiring existing assets, infrastructure-building under binational agreements and channelling investment through public tenders.
(a) Acquiring existing assets
This is the fastest way to increase size and market share, and it is the most appropriate method for more heavily regulated industries. The biggest investment to date has been carried out in this way. In 2010, State Grid, the second-largest company in China and one of only two distributors in the country, acquired several electricity distribution companies in Brazil for US$ 1.7 billion. Approval from the regulatory authority is still pending.
(b) Infrastructure-building under binational
agreements
This is a fairly widespread practice among Chinese companies worldwide. Usually the Chinese government offers financing in the form of a loan (or a grant) to the partner government, on condition that the work is carried out by a Chinese company.
The leading projects of this nature have been run by the Chinese firm Sinohydro. It is a State-owned company with over 130,000 employees, a sales volume of
US$ 8.8 billion and a 70% share in hydroelectric power generation in China. It is also the main contractor and operator of the largest dam in the world, the Three Gorges Dam. Its domination of the domestic market has led it to seek out markets in other countries: it now has 43 offices overseas and has built hydroelectric power stations in a number of countries, including Ethiopia, Pakistan, the Sudan and Thailand. It is building two electric power plants in the region (Bolivarian Republic of Venezuela and Ecuador). The company’s core strengths lie in its ability to execute large-scale projects and its skill in obtaining financing from the Chinese banking system.
This category also includes numerous small and medium-sized projects to build facilities, such as the National Stadium in Costa Rica, and similar projects in the Caribbean (see box III.4). Many Chinese companies in this sector import labour from China. For construction of the National Stadium in the Bahamas, a medium-sized project, over 170 Chinese workers were employed.30 Although this ensures the work is completed quickly, it has a negative impact on the local economy since it fails to generate new jobs or develop capacity among local providers.
30 According to official data (MOFCOM, 2010), 970,000 people were employed by foreign subsidiaries of Chinese companies in late 2009, and most (532,000) were Chinese citizens.

Projects explicitly linked to natural resource extraction constitute one particular kind of infrastructure-building governed by binational agreements. These projects have already been run in Africa, but not yet in Latin America or the Caribbean. Nevertheless, in Peru almost all mining companies, whatever their country of origin, have to invest in infrastructure in order to be able to carry out their activities.
(c) Channelling investment through public tenders
Huawei and ZTE are the most prominent Chinese companies working in telecommunications infrastructure. Both have a presence in the region’s largest countries and have been awarded contracts to build telephone networks (see chapter IV). Although the equipment is manufactured in China, they have built up a strong customer service capacity in several Latin American and Caribbean countries and Huawei has set up a research and development centre in Brazil.
Other companies showing strong international expansion in recent years are those specializing in high-speed rail equipment. They are currently among the main bidders for the only high-speed rail line planned for the region, linking São Paulo and Rio de Janeiro in Brazil.
One Chinese company that has successfully bid in Brazil is Zhejiang Insigma, which specializes in infrastructure construction. In late 2010, heading (40%) a consortium with other companies, it won a concession for five small transmission lines extending for 102 kilometres and four 747-megawatt substations. The company will need to make an investment on the order of US$ 100 million.31
31 The total amount invested by the companies granted concessions is estimated to be US$ 468 million. See [online] http://www.larepublica.net/app/cms/www/index.php?pk_articulo=41855.
2. Manufacturing
As explained in section B.1, many Chinese manufacturers started out as joint ventures with transnational corporations in China and have since grown, accumulated capacities and developed their own technology. While Asia has been the main focus of their international expansion, some companies have looked to Latin America and the Caribbean. The main investments in this sector have been made in countries of the Common Market of the South (MERCOSUR) in order to exploit the growing domestic market, above all in Brazil, although there has been some investment in Mexico with a view to establishing an export platform there (see table III.12). No significant investments in export platforms in Central America or the Caribbean have been recorded thus far.
(a) Manufacturing for the domestic market
Brazil has been the main destination for Chinese investment in manufacturing in Latin America and the Caribbean, and in almost every case products are made exclusively for the domestic market, not export to other countries in the region. Gree was one of the first companies to adopt this strategy (see box III.5).
TABLE III.12
CHINA: MAIN INVESTMENTS IN MANUFACTURING IN LATIN AMERICA AND THE CARIBBEAN, 1998-2011
(Millions of dollars)

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

One of the few local industries Chinese manufacturers have managed to penetrate to a significant degree is motorcycle production. Several Chinese companies operate in the free trade zone of Manaus: the main ones are Zongshen, which has acquired the Brazilian firm Kasinski, and China South Industries Group. Both produce around 100,000 units a year.
However, for Chinese companies, the sector showing the most promise in Latin America and the Caribbean is the automotive industry. Chinese companies are naturally attracted to the one of the biggest and most dynamic markets in the world (ECLAC, 2010, chapter II). Many have expressed an interest in investing, but the only one to make a start is Chery, which has opened a small factory in Uruguay in partnership with the Argentine company Socma, to produce for the Argentine and Brazilian markets. This initial investment has allowed the company to begin to explore the Brazilian market, and it has announced that it will invest US$ 400 million in 2011 in a factory in Brazil.
While Chery pursues a cautious strategy in Brazil, the entry of Chinese automobile manufacturers in Mexico has ground to a halt following the failed investment by First Automobile Works (FAW). The FAW Group, China’s second-largest producer, established a strategic partnership in 2007 with Grupo Salinas to manufacture 50,000 units a year with an investment of US$ 150 million. However, the investment was ultimately not concluded for various reasons, the most important ones being that FAW was poorly prepared to interpret the Mexican market and meet the requirements for local content and that sales in this market had dropped because of the economic crisis.32 The stalled investment then became embroiled in accusations of fraud. Companies manufacturing in Mexico are allowed to import up to 5,000 cars a year into the country, and FAW took advantage of this allowance between 2007 and 2009. However, when its plans were withdrawn, the legal status of FAW cars circulating in the country became uncertain and no maintenance services whatsoever were available. This will undoubtedly affect the image of Chinese cars on the Mexican market (ECLAC, 2010a, chapter II).
32 Separately from this failed transaction, FAW Trucks bought the former DINA truck factory in Ciudad Sahagún (state of Hidalgo) and manufactures between 20 and 25 buses a month for the domestic market; Grupo Carso is a 50% partner in this investment.
(b) Manufacturing for export
Export-driven investments are even rarer, but they represent an opportunity for many Latin American economies, in particular Mexico, which is home to the two highest-profile cases: Lenovo and Golden Dragon.
Lenovo is the fourth-largest computer manufacturer in the world, behind Hewlett-Packard, Acer and Toshiba. Among Chinese companies, it has made the most progress towards internationalization. The biggest milestone was the purchase of the desktop and portable computer segments from IBM for US$ 1.25 billion in 2004, a prime example of a key assets purchase.
Apart from this acquisition, its largest investment outside China involved building a factory in Monterrey, Mexico, in 2008. Currently, around 75% of production is destined for the United States market and the rest for other countries on the American continent, such as Argentina, the Bolivarian Republic of Venezuela, Chile, Colombia and Peru. The company also has centres in the Chinese cities of Beijing, Shanghai, Huiyang and Shenzhen, and other factories in India and Poland.
Golden Dragon is a major copper tubing producer. It has over 5,000 employees and a production capacity of 220,000 tons a year. It opened a factory in Mexico in Monclova (state of Coahuila), with the aim of supplying companies in the United States such as Mabe and Whirlpool. However, the company was affected by a fall in sales in 2008 and 2009 owing to the financial crisis and by anti-dumping measures imposed by the United States Department of Commerce in May 2010, corresponding to a tariff of 10.3%. Moreover, equipment was stolen during two large-scale robberies in February and April 2010. It is therefore considering whether or not to implement the second phase of the investment.
An alternative route into the Mexican automotive industry is to buy subsidiaries of European or United States companies. Here, Chinese company strategy (acquire technology and brands) and Western company strategy (dispose of peripheral assets) complement one another. The only example of this to date has been Nexteer, an auto parts supplier sold by General Motors in 2010 to Pacific Century Motors (owned by the Municipality of Beijing) for US$ 450 million. Nexteer has factories in Querétaro, Sabinas Hidalgo and Ciudad Juárez, making Pacific Century Motors probably the biggest Chinese company in the Mexican automotive industry.
F. Conclusions
1. Chinese direct investment in Latin America
and the Caribbean today
Having previously been a marginal investor, in 2010 China became a country with a significant presence in several countries and industries in the region. Moreover, in the medium term Chinese companies are expected to continue to invest in the region and diversify into infrastructure development and manufacturing.
The fact that these investments come from a country where the State plays a major role in the economy and per capita income is still half that of Latin America and the Caribbean33 endows them with some unusual characteristics. This chapter’s review of the main investment projects shows that the activity of Chinese companies in Latin America and the Caribbean (and in the rest of the world) is normalizing. In other words, Chinese transnational companies no longer rely solely on State agreements for their investments, and their FDI often includes joint ventures with other companies.
33 China’s per capita GDP (measured in 2000 constant dollars) increased 11 times more than that of Latin America and the Caribbean between 1980 and 2009. However, while per capita income in China has overtaken that of some Central American countries such as Guatemala, Honduras and Nicaragua, it is still less than half that of Latin America (World Bank, World Development Indicators database).
As in the rest of the world, the surge in Chinese FDI in Latin America and the Caribbean has been driven by a number of factors. One of these is the Government of China’s policy of encouraging its companies to expand overseas, mainly through financial incentives. Chinese companies have also been persuaded to invest abroad by their own growth, diversification strategies and technological development. Two business considerations in particular have driven investment in Latin America and the Caribbean: a need to reduce exposure to raw material price rises and a desire to continue expanding into new markets.
China’s rapid integration into world trade has had a major influence on economic and trade patterns in the region. On the one hand, as China and other emerging economies have begun to import increasing amounts of raw materials, this has had a very positive impact on the terms of trade for countries in the region that are net exporters of these products, thus contributing to the region’s exceptionally good economic performance in recent years (ECLAC, 2010b). On the other hand, the region exports a very limited number of products, all of them raw materials, which has reopened the old debate on industrialization processes, the advantages and disadvantages of primary specialization, and the long-term sustainability of these production and trade processes in Latin America and the Caribbean (Katz and Dussel Peters, 2002).
Chinese FDI has highlighted this specialization because Chinese companies have mainly invested in the countries and sectors with the most exports. Not only is China now a major buyer of Latin American copper, iron and oil; it also contributes to production through its direct investment in the region.
The entry of Chinese mining and hydrocarbons firms, which are some of the largest and most capital-rich companies in the world, undeniably increases the sector’s production capacity in many Latin American and Caribbean countries and helps develop new areas of exploitation, such as copper mining in Peru, the pre-salt oilfields in Brazil and the hydrocarbons sector in Argentina. The potential for development, however, may be limited if measures are not taken to counter the negative effects of specialization in low-tech activities in the region (ECLAC, 2010d).
2. Outlook
China has a sizeable trade surplus, making it a major exporter of capital. Despite government plans to gradually raise domestic consumption, this situation is unlikely to change in the medium term (Ma and Haiwen, 2009). To date, this surplus has mainly been reflected in swelling foreign exchange reserves, a small proportion of which have been channelled into FDI. This proportion is likely to increase as the country’s companies continue to grow and develop technological capacities. Moreover, the government’s consistent support of FDI over the last 10 years is expected to continue, since it forms part of the strategy to reduce the trade surplus and diversify the use of foreign exchange reserves.34
34 In 2010 the Chinese government agency responsible for administrating foreign exchange reserves (SAFE) signed an agreement with China Development Bank, authorizing it to lend money to Chinese companies wishing to invest abroad in its name. The total amount this may involve has not been disclosed.
This general trend will also be observed in FDI in Latin America and the Caribbean. Chinese FDI in the region will probably continue to be dominated by companies specializing in natural resources, given the ambitious expansion plans they have announced. In any event, the pace of investment in this industry will always be dependent on raw material prices. Having invested large amounts in the region in 2010, a year of exceptionally high prices, Chinese companies could see the profitability of their projects plummet should there be an abrupt change in the cycle. If this were to happen as a result of a cooling of the Chinese economy, it would harm these companies through a drop in domestic demand and the declining profitability of their portfolio of projects in Latin America and the Caribbean and elsewhere.
Chinese FDI in the region will diversify beyond natural resources into other activities, such as building infrastructure. The rapid pace of investment in all kinds of infrastructure in China, which has gained momentum in recent years because of the countercyclical policy, will be difficult to sustain in the future, particularly if the government wishes to fulfil its objective of increasing consumption. A slowdown in domestic consumption will reduce the potential for growth in the domestic market for Chinese construction companies, and they will undoubtedly begin seeking markets abroad. They will also maintain their current competitive advantages, such as low costs, technological development and the financing they are able to offer to their customers. The regulatory framework in each country in the region will determine the scale of this kind of investment over the next few years. Most investments in manufacturing are designed to access markets protected to some degree by trade barriers. As in other kinds of Chinese FDI, this is driven by both business strategy and government policy. Companies aspiring to be world leaders in their industry are keen to diversify their production base to sidestep real or potential trade barriers, while the Government of China looks favourably on measures that help to reduce its foreign exchange surplus.
Cost-cutting has never been the main goal of investments in manufacturing. Nonetheless, in the future it will be impossible to ignore the narrowing of the salary gap that existed until recently between China and Latin America and the Caribbean (Mexico in particular). Between 2002 and 2008, Mexican salaries in dollars increased by 7.5% and Chinese salaries by 260%; according to calculations by the Government of Mexico, Chinese manufacturing salaries in 2010 were only 14% lower than Mexican salaries. This long-term trend also ties in with the Government of China’s policies, whose priority is to boost domestic consumption and tackle rising inequality. The minimum salary in China increased by 20% in 2010 and is expected to continue to climb from its current level of 30% of the average salary to 40% by 2015.
Despite the salary hikes, China will undoubtedly retain its competitive advantage in most products thanks to economies of scale, infrastructure and cluster externalities. However, the Asian giant’s advantage in terms of production costs for labour-intensive work has dwindled to the point that it has practically disappeared, at least in the most developed areas of the country. For Mexico and the countries of the Caribbean Basin that have specialized in export platforms, and whose products have suffered from competition from Chinese factories, this dynamic offers an opportunity to capitalize on competitive advantages such as proximity to and trade agreements with the United States and attract segments of production chains that have until now been concentrated in China. This may include investments by Chinese companies wishing to diversify their cost structure and find sites with easy access to the United States market, as they conquer markets and develop their capacities. Examples of this have so far been anecdotal, and have mainly concerned the most globalized Chinese companies such as Lenovo and Pacific Century that invested in Mexico after acquiring key assets in the United States.
When Japan and the Republic of Korea began to invest overseas, they did so mainly to obtain natural resources (ECLAC, 2001 and 2007). As their domestic production base grew less competitive, they began diversifying into other sectors. There are huge differences between these countries and China, mainly in the size of the country, meaning that Chinese companies have greater possibilities for expansion nationally. But they also serve to remind us that a country’s FDI patterns change as its economy develops. Japan, despite its importance in the world economy, never became a big investor in Latin America and the Caribbean, and in particular, its companies have had very little presence in the services sector.
3. Local reactions to Chinese investment
Chinese direct investment has arrived at a time when some Latin American and Caribbean countries are beginning to take a more critical and selective look at the activities of transnational companies. The fact that large sums of money have been invested by Chinese companies in a short span of time has been criticized by some governments, business communities and civil society representatives in the region (El País, 2011). The following concerns have been raised: (a) investment in natural resource extraction holds back industrial development and technological upgrading in the countries in the region; (b) the extent of the Government of China’s control over these investments; and (c) Chinese companies’ activities and their attitudes towards social and environmental issues.
Many authors (Dussel Peters, 2010; Gallagher and Porzecanski, 2010) maintain that China’s economic influence is putting pressure on Latin America and the Caribbean to specialize in exporting natural resources, resulting in deindustrialization. It is debatable, however, whether the main mechanism in this relationship is trade or investment. Whatever the case, the region’s new economic relations with China make it more urgent for countries specializing in the export of natural resources to adopt policies enabling them to receive all the expected benefits from extraction and to balance this with development of other sectors of the economy.
The second criticism is that Chinese transnational companies are often State-owned, meaning that assets acquired in separate business transactions are ultimately centrally controlled. In contrast to the barriers erected by the United States to investments by Chinese State-owned companies, no country in Latin America or the Caribbean has put forward national security arguments to block transactions of this kind. Chinese companies are not monopolizing the supply of resources in any sector studied in this chapter, but countries in the region could start to look at placing restrictions on these investments, to prevent excessive market concentration. This has recently happened in the agricultural sector in Brazil.
In some cases, such as CNPC’s investments in Costa Rica, the secret nature of the negotiations between the partner government and the Chinese State-owned company has been criticized. It is true that it is difficult for civil society to evaluate the terms under which natural resources are being sold in some of the agreements. However, fewer Chinese investment projects based on agreements between States are being identified as Chinese companies normalize their modes of investment and increasingly operate in the same way as other transnational companies. Nor does experience seem to indicate that they are being treated differently to other companies because they are publicly owned. In the Bolivarian Republic of Venezuela and in Ecuador, Chinese companies have been just as affected by important regulatory changes as companies from other countries.
Thirdly, civil society in particular has opposed Chinese FDI because Chinese transnational companies are perceived to be less sensitive to environmental and social issues. Here also, Chinese companies have become more similar to transnational companies from other countries in their mode of operation. Having started with a very low level of awareness, based on their experience in China, where any negative externalities of their activities were managed by the government and reactions from civil society were rare, Chinese companies have quickly learned to respect social and environmental considerations as a condition of operating overseas (Shankleman, 2009).
Some members of the business community have also commented on the lack of reciprocity where foreign investment is concerned. Chinese transnationals can invest in almost any sector in Latin America and the Caribbean, while FDI in China is formally or informally restricted in many industries in which the trans-Latins operate.35 This reflects the huge differences between FDI regulatory frameworks in China and the region and, in particular, it highlights the Chinese authorities’ vision of FDI as part of a long-term development strategy that helps domestic companies accumulate capacity.
35 Paolo Rocca, managing director of Techint, an Argentine engineering and construction group, observed that Latin America had become the main destination for Chinese companies investing in the primary sector. In his view, China was not a democracy, it was not a market economy; it was an authoritarian, highly centralized and tightly controlled system, and CNOOC/Sinopec was a State-owned company; and this State prevented Techint from going to China to purchase a Chinese company. 15 December 2010. See [online] http://www.lapoliticaonline.com/noticias/val/70046/rocca-advirtio-sobre-la-inflacion.html.
4. Policy considerations
Among other factors, China’s size and rate of growth have enabled the country to maintain its restrictive and interventionist policy while continuing to attract significant flows of FDI, which have been key to its development. Although conditions in Latin American and Caribbean countries are very different, China’s advent as a major investor country broadens the possibilities for attracting capital to industries considered appropriate by the countries in the region. The governments of Latin America and the Caribbean may be able to take advantage of this investment impetus to create new paths to development, by, for instance, tying the exploitation of raw materials to the construction of public infrastructure or by offering incentives to establish processing industries.
To capitalize on these opportunities, policies need to be formulated and implemented that reshape the industrialization pattern of the Latin American and Caribbean countries, promoting structural change in favour of sectors that are more knowledge- and technology-intensive. However, the first step must be to recognize that there are huge differences between the strategic vision that has guided China and the prevailing view in the region regarding the way forward in the process of economic development.
China has implemented highly proactive policies in four key areas, in contrast to the market-oriented approach that has prevailed in Latin America and the Caribbean since the reforms characterized by the Washington Consensus. In the first place, China has followed well-defined long-term strategies since its own economic reform, while countries in the region have followed no strategy or have adopted whatever the market proposes. A second difference is immediately apparent: in China the State has played a fundamental role in formulating and implementing national strategy, especially during the early stages of development, while in Latin America and the Caribbean, although this role has been revived somewhat in the last 10 years after over two decades of opposition to any economic intervention from the State, it is far from being accepted in every country.
These different roles of the State automatically translate into very different approaches to financing the expansion of national companies. Whereas in China public banks are directly furthering the growth and overseas expansion of national companies that wish to become more international, in almost every Latin American and Caribbean country, development banks have disappeared or have become noticeably weaker, and discussions are in fact under way as to whether there is any need for a development banking system with a remit that extends beyond short-term profitability.
Finally, China has continuously sought to accumulate technological and human resource capacities, to the point of resorting to trade protection and placing restrictions on certain investments by transnational companies, similar to those imposed by the Republic of Korea in its time. In contrast, in many Latin American and Caribbean countries there is no consensus on protection of emerging industries, and accumulating capacity simply by expanding education is of little use in a production structure that does not need highly skilled or highly educated human resources.
Despite its dynamism and technological progress, China’s development process still suffers from unresolved issues that may affect its own growth and that of its investments overseas. The reform process in the country is following its course and it is still too early to say how economic agents will react to a possible slowdown in growth in a context where income distribution inequality is rising. Moreover, there are doubts about the stability of its corporate governance systems and the functioning of the financial system in the medium term.
The path to development taken by Latin America and the Caribbean will not be the same as the one that enabled China to grow so rapidly, or the Asian tigers in their time, but there are lessons to be learned from the Asian experience: clear and sustained strategies for structural change are needed, driven by proactive States able to support national companies in the two spheres of their financing needs and the creation and accumulation of technological and human resource capacities.
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Chapter IV
Telecommunications operators and the transition to convergence and broadband
A. Introduction

DIAGRAM IV.1
MIGRATION FROM TRADITIONAL SWITCHED NETWORKS TO NEXT GENERATION NETWORKS
BASED ON THE INTERNET PROTOCOL

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of information from WIK-Consult.
Abbreviations: 1G, first generation; 2G, second generation; 3G, third generation; 4G, fourth generation; HSDPA, High Speed Downlink Packet Access; LTE, Long Term Evolution.
Operators in advanced economies are optimizing the use of spectrum available for third-generation (3G) mobile services and starting to deploy fourth-generation (4G) Long Term Evolution (LTE)1 infrastructure to provide more sophisticated data services. Despite the progress made, mobile technologies are still a complement to fixed optical-fibre infrastructure and cannot yet replace it. Twisted-pair copper wire lines, which had seen their performance enhanced by the asymmetric digital subscriber line (ADSL) technology, are gradually being replaced by fibre-optic networks across major cities in the developed countries, and that involves investment by telecommunications operators, electricity companies and national, regional and municipal governments. The foregoing notwithstanding, the mass uptake of the new technologies will likely be slower than expected since telecommunications companies will be monitoring market response to the new service offerings and will build up infrastructure capacity only if there is a profitable increase in demand (Jordán and de León, 2010).
1 The fourth generation (4G) of cellular wireless standards will provide all-IP based mobile broadband and will enable high-speed broadband options for IP telephony, games and multimedia streaming. Long Term Evolution (LTE) is expected to be the dominant 4G technology. It will enable download speeds on the order of 100 megabits per second (Mbps) and upload speeds of at least 40 Mbps.
According to ECLAC (2010), the Latin American and Caribbean region has made progress in this sphere, but not at the pace seen in industrialized countries. In fact, the gap between the region’s countries and the advanced economies has widened, particularly in the area of new broadband technology; the only exception is in mobile telephone technology. Despite broad 3G coverage in the region, almost 90% of mobile communications users are subscribed to second-generation (2G) prepaid services, while ADSL technology dominates in fixed broadband connections by a wide margin. These characteristics of the region’s market translate into low average revenue per user (ARPU), which is why companies have focused their strategies on gaining scale to the detriment of uptake of new broadband access technologies. Companies are also seeking to maximize their return on investments in old infrastructure (ADSL, coaxial cable and satellite) by offering bundled service packages combining fixed-line telephony, broadband Internet access and pay television (known as “triple play”) and thus skimming the market. Rigid regulations and a lack of proactive development policies have kept the market for convergent services small, confined essentially to the high-income sectors.
The Spanish company Telefónica and the Mexican company América Móvil2 are the two dominant operators in the region’s main markets today. Among the other operators, pay-television and mobile telephony companies stand out for their significant share of domestic capital.
2 As discussed below, América Móvil, Telmex and Telmex Internacional —all part of the same financial group— merged under the name América Móvil in early 2010. In this chapter, the names América Móvil and Telmex are used interchangeably, except in specific references to the merger process.
This chapter examines the principal trends in the global communications services industry, describing first the situation in developed countries and then analysing the situation in Latin America and the Caribbean. The focus will be on the corporate strategies pursued by the leading global and regional stakeholders to deal with the evolving conditions in this industry. Public policy considerations, particularly relating to investment and regulation, are discussed in the chapter’s closing section.
B. The world market for telecommunications services:
a sea change in the industry
The past few years have seen a slowdown in growth in the world telecommunications market, exacerbated by the fallout from the recent international crisis. That slowdown, however, was much less severe than the general downturn witnessed by most national economies and economic sectors. Nonetheless, the aggregate data hide a number of disparities and conflicting forces, such as the following:
• Developing economies are still expanding, driven in large part by the boom in mobile services (see figure IV.1), while developed countries are experiencing a systematic decline in revenue from telecommunication services. Even though two
thirds of the market’s global revenue between 2008 and 2010 was concentrated in advanced economies, a small group of emerging countries (Brazil, China, India, Mexico and the Russian Federation) were responsible for nearly 60% of worldwide growth in telecommunications services (IDATE, 2010a and 2011d).
• Technological advances have prompted major changes in consumer habits. As fixed telephony has gradually lost market share, the migration to mobile platforms for voice and data transmission using the Internet Protocol has accelerated. The steady fall in personal computer prices and the emergence of smartphones3 have spurred high growth in mobile data services.
3 In 2010, smartphones accounted for 22% of mobile telephone sales worldwide. Nokia had the largest share of the market, with 33%; it was followed by Research in Motion (BlackBerry) and Apple, each with 16% (Teleco, 2011).
FIGURE IV.1
TELECOMMUNICATIONS SERVICE SUBSCRIBERS WORLDWIDE BY SEGMENT, 2002-2014 a
(Millions of subscribers)

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of information provided by Institut de l’Audiovisuel et des Télécommunications en Europe (IDATE).
a Projected figures for 2011-2014.
• Burgeoning demand from users otelecommunications services has put added pressure on access infrastructure. The industry is thus moving, in varying degrees and at different paces, from traditional broadband access platforms based on twisted-pair copper wires and coaxial cable (ADSL and modem) to next generation networks comprising third- and fourth-generation (3G and 4G) mobile communications technology and high-speed fixed networks using optical fibre (referred to as
fibre-to-the-x, or FTTx).
1. Major pillars of change: technological convergence
and emerging markets
With the decline in fixed telephony,4 mobile services are now the main driving force in the world market for telecommunications services (see figure IV.1). Shrinking fixed telephony penetration is especially evident in advanced economies (see figure IV.4). In the second half of the last decade, mobile services accounted for more than half of the industry’s revenue and, since 2009, the sector has generated more than double the revenue derived from fixed telephony (see figure IV.2). The change is even more dramatic in terms of the user base. Almost 60% of fixed telephone users and over 75% of mobile telephone users worldwide live in developing countries (see figure IV.3). This rapid growth has sparked equally fast mobile telephony penetration, which rose from 18% to 72% between 2004 and 2010. During the same period, the customer base in developed countries expanded by less than 50%, although penetration increased from 77% to 113% (IDATE, 2011d).
4 In July 2007, the Internet giant Google launched Google Voice for Android and BlackBerry devices. This free application, available only in the United States, extends Google’s VoIP services and allows users to make local and international calls from mobile telephones, as well as send text messages and listen to voice-mail messages.
The heightened concentration in mobile telephony has a down side, however. The expansion of this segment’s customer base and revenue is starting to show signs of stagnation, pushing companies to find ways to increase ARPU. Although this is a natural consequence of the mass influx of low-income customers from emerging markets (see figure IV.3), the pressure is also being felt in advanced countries, especially in Europe.
FIGURE IV.2
WORLD TELECOMMUNICATIONS REVENUE BY SEGMENT AND BY MARKET, 2002-2014 a
(Billions of dollars)


Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of information provided by Institut de l’Audiovisuel et des Télécommunications en Europe (IDATE).
a Projected figures for 2011-2014.
FIGURE IV.3
WORLD TELECOMMUNICATIONS SERVICES: REVENUE AND SUBSCRIBERS BY REGION AND SEGMENT, 2002-2014 A


Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of information provided by Institut de l’Audiovisuel et des Télécommunications en Europe (IDATE).
a Projected figures for 2014.
FIGURE IV.4
SELECTED COUNTRIES: FIXED TELEPHONY
PENETRATION, 1995-2010
(Number of subscribers per 100 inhabitants)

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of information provided by the International Telecommunication Union (ITU).
Between 2002 and 2010, Internet and data services continued to gain ground worldwide, increasing from 15% to 20% of total telecommunications services (see figure IV.2), and that trend looks set to intensify in the near future (see figure IV.1). In 2009, for the first time this segment’s contribution to growth did not offset the losses in fixed telephony (IDATE, 2010a). However, the increase in Internet services, especially broadband, has been nothing less than remarkable: in 2010, broadband subscriptions numbered more than 500 million and accounted for 80% of Internet
connections worldwide.
As fixed services rapidly migrate from telephony to Internet access and ever greater value is attached to mobility, broadband is the segment presenting the highest growth potential. At present, average broadband penetration in developing countries is less than 5%, while in advanced economies just under 30% of the population have a fast Internet connection. Future growth will thus likely be sustained by countries having a customer base of over 20 million and low broadband penetration (5%-15%), such as Brazil, China, Mexico and the Russian Federation. With 10 million broadband subscribers and a penetration rate of less than 1% in 2010, India will probably overtake China as the main driver of growth in the medium term (IDATE, 2011d).
To the extent that the industry’s revenues continue to be generated mainly in advanced countries while it is the emerging economies that see their customer base grow, the asymmetries of the world market will become even more marked (see figure IV.3). Europe, the United States and Asia —in particular China and Japan— are the principal markets for telecommunications services (see figures IV.2 and IV.3). These three regional markets have a similar share of 25%-30% in terms of revenue, although Asia leads by a wide margin in terms of subscribers, with 50% of the world market.
In Europe, the surge in migration from fixed lines to mobile telephones and Voice over Internet Protocol (VoIP) technology is spurring on the development of mobile communications (see figure IV.5). Revenue from fixed telephony has plummeted, and income from the wireless segment has also started to slow. In addition, the global financial crisis and high levels of penetration have dampened growth in the broadband sector, leading to fewer new subscribers than expected and impeding this segment from offsetting the declines in other segments (see figure IV.6).
FIGURE IV.5
SELECTED COUNTRIES: MOBILE TELEPHONY PENETRATION, 2000-2010
(Number of subscribers per 100 inhabitants)

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of information provided by the International Telecommunication Union (ITU).
FIGURE IV.6
SELECTED COUNTRIES: BROADBAND PENETRATION, 2000-2010
(Number of subscribers per 100 inhabitants)

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of information provided by the International Telecommunication Union (ITU); OECD Broadband Portal of the Organization for Economic Cooperation and Development (OECD); and national sources.
a Data up to June 2010.
In the United States, the high concentration of pay-television operators providing fixed services coupled with high subscriber loyalty has kept the market from contracting sharply. Still, the increased revenue from Internet services has not offset the losses in the telephony segment, even though the segment could be revitalized by offering bundled packages (triple play) and incorporating new services. At the same time, the relative underdevelopment of mobile services —as illustrated by a penetration rate lower than in advanced countries in Europe and Asia— has enabled this segment to continue driving growth in the sector (see figure IV.5). And although the surge in new subscribers is starting to lose steam, there is still strong competition in the voice segment, which will mean a drop in operators’ revenues and increased pressure on ARPU. In addition, revenue from voice services is starting to feel the effects of the first mobile VoIP applications, especially following the launch of Google Voice for Android and BlackBerry5 smartphones. With broadband access via Wi-Fi or 3G networks enabling smartphones to make calls and send messages without going through a telecommunications operator, the latter’s revenue from voice traffic is under threat, as happened with fixed telephony. The income generated by mobile data services, which are gaining in popularity as smartphones and tablets become more widespread, should rise in the coming years
(IDATE, 2011c).
5 In July 2007, the Internet giant Google launched Google Voice for Android and BlackBerry devices. This free application, available only in the United States, extends Google’s VoIP services and allows users to make local and international calls from mobile telephones, as well as send text messages and listen to voice-mail messages.
Generating nearly 30% of the industry’s worldwide income, Asia has become the second largest regional market and, given its strong growth, it could overtake Europe in 2011 (IDATE, 2011d). However, there are
two contrasting realities in this region. While advanced economies (such as Australia, Hong Kong Special Administrative Region of China, Japan, New Zealand and the Republic of Korea) are showing signs of stagnation caused by the global financial crisis and high levels of penetration similar to those of the United States and Europe, the emerging markets have posted a much more positive performance, in particular China. In addition, Asia has been the leading contributor to expansion in the global subscriber base, both in mobile telephony and broadband Internet (see figure IV.4). Mobile services, which represent nearly 60% of Asia’s telecommunications market, have continued to grow, thanks in particular to the burgeoning number of subscribers in China and India (see figure IV.5). In 2010, those two countries accounted for more than 50% of the increase in the number of subscribers worldwide, and they still have room for further expansion (IDATE, 2011d). Broadband access has shown sustained growth and has the potential to outperform mobile telephony, given that penetration levels are still low (see figure IV.6).
2. Swelling data traffic and network saturation:
the industry’s bottleneck
As indicated above, broadband Internet access is the industry’s most vibrant segment and that has caused data traffic to shoot up, particularly video. Users now have access to content and applications that would have been unimaginable just a short time ago. Mobile data traffic worldwide in 2010 stood at more than triple the sum total of Internet traffic (fixed and mobile) generated worldwide in 2000; and it had grown 4.2 times faster than data traffic over fixed broadband connections (Cisco, 2011). Various analysts (ECLAC, 2010; Cisco, 2011; and IDATE, 2011d) agree that the principal factors explaining this growth are as follows:
• Enhanced network infrastructure. When telephone networks using twisted-pair copper wires were upgraded with ADSL technology, the way was opened for mass-scale Internet access. The ensuing gradual migration to optical fibre and 3G networks in mobile communications multiplied transfer speeds and enabled greater use of content and applications requiring greater bandwidth, including Internet Protocol television (IPTV), exchange of video over the Internet, video on demand (VoD) and online gaming. At present, video represents an important part of the business of selected operators in developed countries, accounting in some cases for as much as 50% of mobile data traffic (IDATE, 2010b). High-definition audio-visual content is expected to gain share in overall Internet traffic. In fact, an estimated 75% of VoD IP traffic and nearly 50% of video exchanges via Internet will be in high-definition format by 2014 (Cisco, 2010) (see figure IV.7).
• New service offerings. The launch of attractive service offerings, particularly bundled service packages such as triple play and other, more sophisticated versions, has boosted the number of subscribers to broadband access plans.
FIGURE IV.7
GLOBAL CONSUMER INTERNET TRAFFIC (HOUSEHOLDS, UNIVERSITIES AND INTERNET CAFES), 2009-2014
(Thousands of exabytes per month)

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of information provided by Cisco, Hyperconnectivity and the Approaching Zettabyte Era, 2 June 2010.
• Rapid technological advances and cheaper access devices. Personal computers (notebooks and netbooks), smartphones (BlackBerry and Apple’s iPhone), televisions, games consoles, e-book readers (Amazon Kindle), tablets (Apple’s iPad) and other devices are increasingly powerful and versatile, enabling users to access the Internet anywhere and at any time.
• Changes in user habits, especially among young people. This can be seen in particular in the boom in social networks, such as Facebook, MySpace and Twitter, where users interact via chat, messenger, e-mail and videoconference, and also share files, maintain blogs and participate in discussion groups.
• Increased connectivity through multi-tasking and passive use of networks (i.e. sending or downloading files in the background while working on other tasks). Taking as an example surveillance and traffic monitoring cameras and video streaming, it is clear that networks are transmitting much more information in video format than users are actually consulting.
• Cross-platform migration of information usage. The transmission of data traffic has shifted in a very short time from fixed to mobile platforms; free-to-air television and even pay television have been superseded by VoD; and users are migrating from personal computers to mobile devices (such as smartphones and tablets). This tendency, together with users’ growing expectation of having access to high-speed broadband anytime and anywhere, is exerting considerable pressure to speed up advances in technology, network infrastructure and devices, particularly mobile telephones.
This all points to continued robust expansion of data traffic. However, the escalating growth to date has already started to reveal infrastructure constraints, especially in mobile communications networks in densely populated urban areas. Many sector analysts are in fact pessimistic, predicting that operators will soon run into serious problems.
3. Corporate strategies and business models: the search for new
data services to recoup investments in next generation networks
Over the past decade, communication services companies embarked on across-the-board restructuring exercises that saw company closings, staff layoffs and intense consolidation in the form of large-scale mergers and acquisitions. The subsequent technological convergence, dismantling of barriers between the different segments of the industry and dwindling share of voice services prompted a shift in the major global operators’ business models: they would cease to be providers of individual services over specialized networks (voice, television or content, for example) and become instead operators of broadband access offering multiple services on a single IP platform (see diagram IV.1). The pace of that change varied across markets and regions owing to such factors as local per capita income, competition, the emergence of alternative operators, consumer demand and the existence of proactive public policies fostering information and communications technologies (ICTs).
(a) Consolidating the industry: market power in advanced economies and scale in emerging markets
After the dot-com bubble burst and the nascent 3G mobile services in Europe had completed the arduous task of acquiring licences, the telecommunications industry underwent a massive reorganization. Operators reacted to the initial signs of technological convergence by going on the offensive to seek economies of scale and expand their service offerings (ECLAC, 2008). The period from 2004 to 2007 saw a spate of mergers and acquisitions among telecommunications service providers, especially in the domestic markets of developed countries, in particular the United States6 (see table IV.1). In Europe, operators strove to shore up their regional position, in line with their historical preference for internationalizing their activities. Spain’s Telefónica and the British mobile operator Vodafone stood out for their ambitious, diversified strategies that combined emerging and advanced markets, while Deutsche Telekom (Germany) and France Télécom focused on the competitive markets in developed countries (see figure IV.8).
6 As a result of this intensive consolidation in the United States, long-distance telephony operators disappeared and the Regional Bell Operating Companies gained new momentum with the re-emergence of the emblematic AT&T and the strengthening of Verizon Communications. Both companies became market leaders in the United States as integrated companies with a presence in the major segments of the industry. This move was the response of telecommunications operators to intense competition from cable television providers, which had gained an advantageous position early on in terms of broadband access and convergent packages (such as triple play) (ECLAC, 2008).
FIGURE IV.8
LEADING GLOBAL OPERATORS: SALES BY MARKET, 2010
(Percentages)

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of information from national regulatory authorities and from
the companies.
In 2008 and early 2009, the thrust towards consolidation slowed as a result of the international crisis and the combined effect of the credit crunch, depreciation of assets and a less-than-optimistic economic outlook. During this period, activity in the mobile telephony and broadband segments continued to be mainly national in scope.
When the economic outlook began to improve, however, the process regained its momentum. In a context marked by steadily falling revenues in the traditional segments and more rapid technological convergence, the main operators are seeking to secure assets that will enable them to offer bundled service packages, scale up their operations in competitive markets and guarantee their access to emerging countries with high growth potential. Local markets are consolidating further and the major global operators are bolstering their international operations. At the same time, the operators with the highest number of subscribers worldwide, except for China Mobile and Vodafone, are continuing to move towards establishing integrated businesses that can offer convergent services (see figure IV.9).
FIGURE IV.9
PRINCIPAL GLOBAL TELECOMMUNICATIONS SERVICE OPERATORS: SALES IN 2009 AND SUBSCRIBERS
AS AT SEPTEMBER 2010


Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of information from the companies.
TABLE IV.1
PRINCIPAL MERGERS AND ACQUISITIONS IN THE TELECOMMUNICATIONS INDUSTRY, 2003-2011
(Millions of dollars)

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of information from Thomson Reuters.
a Operation not yet authorized by national or regional regulatory authorities.
In the advanced economies, operators obtain most of
their revenue by retaining customers and preventing subscriber churn: the high-income bracket is willing to pay for more sophisticated services and premium customers predominate among those who sign postpaid contracts. In the area of wireless communications, the large domestic markets have consolidated quickly and intensely. In the United States, AT&T and Verizon expanded their market power through an aggressive series of acquisitions; the merger of Nextel and Sprint was also a landmark development in that market (see table IV.1 and figure IV.10). Two of the most recent of these mega-deals were the purchase of Alltel by Verizon,7 which made Verizon the largest mobile telephony operator in the United States market and relegated AT&T to second place; and the acquisition by AT&T of T-Mobile USA, the Deutsche Telekom subsidiary in the United States, which returned AT&T to the top spot in its market of origin. The AT&T operation is pending approval by the United States competition authorities (The Wall Street Journal, 22 March 2011). There is currently speculation as to the fate of some of the smaller local companies, such as MetroPCS and Leap Wireless, which could be bought up by one of the market’s three dominant operators. Lastly, the merger of Qwest Communications Inc. and CenturyLink Inc. has created a domestic provider of content, applications and services over high-speed Internet with a network totalling over 290,000 kilometres of optical fibre; that merger is expected to give a new boost to the United States telecommunications market.
7 In early 2009, the United States competition authorities approved the acquisition of Alltel by Verizon Wireless for US$ 28.1 billion. Thus, Verizon wrested the position of top mobile telephony company in the country from AT&T. The operation took place some months after Alltel had been acquired by a consortium of Investment Funds for US$ 27.5 billion; however, the deal suffered a setback as a result of the international financial crisis. At the time, the deal was considered risky because of the saturation of the United States mobile telephony market and the fact that considerable future revenue was expected to come from the Internet segment and Web-based applications.
The European market is relatively consolidated and recent deals have involved small operators focusing on market niches, thus allowing large companies to move forward with their integration strategies. In the larger countries, the mobile telephony subsidiaries of the integrated incumbent operators —which took over from the former State telecommunications companies— have lost market share, enabling operators from other European Union countries to strengthen their position in local markets. In the region’s larger economies (except for the United Kingdom), the three leading operators control about 90% of the market (see figure IV.10). This scenario could change, however, as the joint venture Everything Everywhere between the British subsidiaries of Deutsche Telekom (T-Mobile) and France Télécom (Orange) has created the largest mobile operator in the United Kingdom, overtaking the Telefónica subsidiary O2. A similar deal was pursued in Switzerland between the subsidiaries of France Télécom and Tele-Danmark Communications (TDC), but it was ultimately blocked by the national anti-trust commission in April 2010. In general, the numerous acquisitions of broadband companies are testimony to the maturity of this segment in Europe and to the perseverance of the various small, but very dynamic, operators in national markets, such as Wind in Italy and Free in France (IDATE, 2011d).
FIGURE IV.10
MARKET SHARE OF THE FOUR LEADING MOBILE TELEPHONY OPERATORS IN SOME OF THE PRINCIPAL WORLD
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of information from national regulatory authorities and from
the companies.
The market structure in the more advanced economies of Asia, particularly in Japan and the Republic of Korea, is similar to that of the larger European economies, showing domination by a few local operators with limited space for foreign companies to enter the market (see
figure IV.10). Vodafone, for instance, sold its assets in Japan to the local company Softbank in 2006 (see table IV.1).
The hub of this process is now shifting towards the emerging markets: Brazil, China, Hong Kong Special Administrative Region of China, India, Malaysia, Mexico and the Russian Federation. The trend has been particularly apparent in the mobile communications segment, where expectations are high for rapid growth in large markets having low rates of penetration. Evidence of this shift can be seen clearly in the consolidation of Chinese operators, the mergers between América Móvil and Telmex and between Brasil Telecom and Oi, the entry of Vodafone into the Indian market and the acquisitions of the Indian company Bharti Airtel in Africa,8 of Telefónica and Vivendi in Brazil and of France Télécom in Egypt (see table IV.1). Three of the top four companies worldwide in terms of number of subscribers are Chinese, with China Mobile in the lead by a very wide margin (see figure IV.9). The main telecommunications service operators are slowly positioning themselves in these markets by acquiring minority interests in local companies, often financed through share swaps. One example of this is Telefónica’s share in China Unicom. In all likelihood, the fragmented Indian market will be a magnet of industry interest in the foreseeable future.
8 In June 2010, Zain announced the sale of 100% of Zain Africa BV to Bharti Airtel Limited for US$ 10.7 billion. The Indian company acquired Zain’s operations in 15 African countries: Burkina Faso, Chad, Congo, Democratic Republic of the Congo, Gabon, Ghana, Kenya, Madagascar, Malawi, Niger, Nigeria, Sierra Leone, Uganda, United Republic of Tanzania and Zambia.
At the regional level, recent activity shows that Asian and United States companies are focusing on domestic markets, while European companies have divided their attention between local markets and active internationalization strategies targeting the European Union and, in addition, one or more areas outside the European region. Building on their strong position in Europe, Telefónica and Telecom Italia have set their sights on Latin America, while Vodafone is concentrating on the United States,9 Asia and North Africa, France Télécom is targeting Africa and Deutsche Telekom is honing in on the United States (see figures IV.8 and IV.11).
9 In the United States, Vodafone set up a joint venture with Verizon Communications under the name Verizon Wireless. The British company owns 45% of the joint venture and the United States company owns the other 55%.
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of information from national regulatory authorities and from
the companies.
In the reigning climate of volatility and tight credit, the larger companies with greater financial clout have been better able to seize the opportunities offered by an industry in the throes of rapid transformation and consolidation. Consolidation of the wireless segment in the more advanced markets has pared the field down to just three operators, which seems to be the right number for achieving a return on operations in the domestic market. This process will undoubtedly continue, moving next into the larger, still highly fragmented emerging markets. In addition, the expansion of new technologies (LTE, Worldwide Interoperability for Microwave Access (WiMax) and IPTV) will open the way for yet more mergers and acquisitions.
(b) Premium offerings for premium clients: the key to financing next generation networks
In addition to creating economies of scale and synergies by offering a broad range of convergent services, industry leaders are seeking to reshape subscribers’ consumption profile in an effort to cover the cost of deploying the infrastructure needed to take the new technologies to the market. These measures are being taken in both the mobile and the fixed telephony segments.
In the wireless communications area, operators hope to trim prepaid customer numbers by encouraging mobile service users to sign on to postpaid contracts. This strategy basically reflects the fact that contractual customers are more profitable for a company: they produce higher ARPU and more call traffic. As operators begin to offer higher value added services and applications (text messages, mobile Internet and mobile broadband) to this class of subscriber, revenues have soared. In advanced countries, especially Japan, the Republic of Korea and the United States, telecommunications companies have shown scant interest in building their prepaid business any further (see figure IV.12). In Europe and the main emerging markets, however, prepaid customers still make up the bulk of the subscriber base (see figure IV.13).
Under this scenario, telecommunications companies have gone to great lengths to deploy infrastructure and provide widespread access to 3G mobile communications services, especially data functions, and thereby relieve some of the intense pressure on ARPU. As a result, the number of 3G customers has boomed, with future activities expected to centre around three areas:
(a) moving towards wireless technologies with higher spectral efficiency, such as LTE (the new 4G standard); (b) obtaining additional radio spectrum; and (c) using complementary wireless technologies —such as Wi-Fi, WiMAX and femtocells— to alleviate data traffic on fixed networks. In the absence of additional available spectrum, the network usage model put forward for the coming years could paralyse market growth and development (see figure IV.14). Fortunately, some spectrum will be freed up when the analogue television signal is switched off —creating what is referred to as the digital dividend— and that should ease the situation somewhat.
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of information from Institut de l’Audiovisuel et des Télécommunications en Europe (IDATE).
FIGURE IV.13
SELECTED COUNTRIES: PREPAID MOBILE CUSTOMERS OF LEADING OPERATORS, 2010
(Percentages)

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of information from the companies.
Abbreviations: DT, Deutsche Telekom; FT, France Télécom,
FIGURE IV.14
AVERAGE MOBILE NETWORK DEMAND AND CAPACITY
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of information from Rysavy Research, Mobile Broadband Capacity Constraints and the Need for Optimization, 24 February 2010 [online] http://www.rysavy.com/Articles/2010_02_Rysavy_Mobile_Broadband_Capacity_Constraints.pdf.
On networks designed several years ago, the emergence of smartphones was already beginning to bring wireless infrastructure to a standstill, not because of saturation resulting from the increase in data traffic but because of the signalling burden.10 A warning bell was sounded at the end of 2009, when AT&T had to suspend iPhone sales in New York because of network congestion. At the same time, O2 —the Telefónica subsidiary in the United Kingdom— had to issue an apology to subscribers for similar failures in central London (Expansión, 26 March 2010). Devices using the Android operating system are likely to trigger similar problems in the near future because of their high-definition camera, bearing in mind that the exchange of photographs in data format is very popular on social networks (Rysavy Research, 2011).
10 Signalling is the way that devices communicate with the network, and their ability to do so is vital to the smooth functioning of mobile infrastructure. Smartphones produce significantly more signalling traffic than conventional mobile telephones. These new devices are able to keep several applications open at the same time, with each application refreshing automatically or sending or receiving information from the network (for example, e-mail, Internet and browsing and location). As a result, when smartphone users enter an area where the signalling capacity is saturated, their voice calls may fail or they may lose their Internet connection.
At the end of 2010, there were some 940 million 3G users worldwide —almost 18% of all mobile subscribers (ITU, 2010). This technology has been embraced most quickly in Asia, in particular in Japan (96%), the Republic of Korea (80%), Australia (65%) and Singapore (55%), followed by the United States (48%) and some European countries, such as Spain (46%), Sweden (45%), Italy (42%), the United Kingdom (38%) and France (32%) (Morgan Stanley, 2010). In contrast, developing countries have made much slower progress in this regard (see figure IV.15).
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of information from Institut de l’Audiovisuel et des Télécommunications en Europe (IDATE).
This strategy has benefited operators and users alike in the form of better financial results and improved service availability. Demand is presently driven by the enhanced performance of network infrastructure, a surge in attractive commercial offerings and the huge popularity of personal computers, smartphones and other multifunctional devices. In addition, mobile broadband has made robust progress in the advanced economies, complementing traditional voice services and leading to a revolution in Internet access. It is estimated that, by 2012, the number of mobile users accessing the Internet by smartphones will exceed the number of people accessing the Internet from desktop and personal computers (Morgan Stanley, 2010a). For some leading companies, data traffic already accounts for a sizeable part of their revenue from mobile services, such as NTT DoCoMo (49%), Verizon (36%), AT&T (35%), Orange-France Télécom (29%) and Vodafone’s European operations (29%) (Huawei, 2010). As mentioned above, the upsurge in mobile data traffic is nonetheless a cause for concern among network administrators, and operators have been obliged to rethink their business strategies for mobile Internet access, including such measures as discontinuing unlimited data plans and modifying the rates applied.
In general, the current operators are not prepared to take on the double challenge posed by increasing demand and falling revenues. Although the ARPU of mobile communications operators in the advanced economies is still substantially higher than in the less advanced economies, all indications are that the level will drop rapidly in the near future (see figure IV.16). The expansion of mobile Internet has prompted telecommunications operators to change both their business models and network infrastructure.
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of information from the companies.
Abbreviations: DT, Deutsche Telekom; FT, France Télécom.
Companies have thus had to introduce changes in order to manage mobile traffic more efficiently. A state-of-the-art platform designed especially for mobile Internet, for instance, could benefit operators and subscribers alike. For this, high-performance networks are needed that can manage a large number of devices, provide better service quality, offer faster speeds and shorter lag times, and produce higher returns in order to harness the potential of new business models that include applications and services more in sync with user needs (Tellabs, 2011). In this connection, most operators in the more competitive and demanding markets have opted for the new 4G networks with LTE technology.
At the end of 2010, as progress continued on 3G networks, the first 4G platforms with LTE technology began to operate commercially in Japan, the United States and parts of Europe (Austria, Denmark, Finland, Germany, Norway and Sweden). This new technology seems to be set for very fast uptake: in addition to the 17 existing networks, 180 operators in 70 countries are investing in the deployment of 4G LTE networks (GSA, 2011a) (see figure IV.17); and commitments to establish new networks have been met much more quickly than happened with the previous generation (GSA, 2011b). Verizon’s launch of the largest ever LTE network in December 2010 was an industry milestone (see box IV.1). By 2015, there will be an estimated 371 million users of LTE technology worldwide (IDATE, 2011a).
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of information from 4G Americas, Global 3g Status HSPA, HSPA+ and LTE, 27 January 2011; and Global Mobile Suppliers Association (GSA), Evolution to LTE Report, 12 January 2011.
Abbreviations: LTE, Long Term Evolution; HSPA+, Evolved High-Speed Packet Access; UMTS, Universal Mobile Telecommunications System.

Despite the significant progress made so far, mobile solutions are not yet a substitute for fixed, optical fibre infrastructure. Fixed infrastructure continues to be the best option for applications requiring large bandwidth (such as video streaming, videoconferencing and IPTV). That said, wireless networks will remain the most feasible option in remote areas with low population densities, where it would not be profitable to lay optical fibre. Both platforms are expected to coexist into the near future, in particular over the “last mile”.
For fixed infrastructure, ADSL technology continues to be, by a wide margin, the world’s leading broadband access route. In the advanced economies, the expansion of fibre-optic solutions for the mass market varies widely, but the technology’s features have clearly captured the attention of the leading operators.11
11 Next generation networks based on optical fibre, and in particular gigabit-capable passive optical networks (G-PON), will make it possible to fully integrate all network layers, thereby making more services available (including VoIP, IPTV, HDTV and VoD) through a single IP infrastructure. This will yield substantial savings for operators since there would be a higher number of users per access node and longer exchange-to-subscriber distances would be possible, thus lowering the number of exchanges needed and enabling all users to have access to all services; and with less cable needing to be laid, there would also be fewer weak points.
In Europe, where ADSL and triple play-style packages dominate, high-speed options such as fibre-to-the-home (FTTH), fibre-to-the-building (FTTB) and fibre-to-the-node (FTTN) are progressively gaining ground. At the end of 2010, optical fibre reached just over 17% of homes passed, even though some of the region’s countries —Denmark, France, Italy and Sweden— are among the world’s largest markets for this high-speed access technology
(see figure IV.18).12 In Europe, alternative operators have been responsible for most of these connections (73% of homes passed by FTTH or FTTB at the end of 2010); they are followed by incumbent companies (19%) and municipalities and electricity companies (8%) (FTTH Council Europe, 2011). Despite aggressive pricing strategies, optical fibre has struggled to gain market share, even in the region’s wealthier countries. A core concern of the companies investing in these technologies, and in wireless solutions in general, has been finding applications that are exclusive to such high-speed networks, as that is key to financing this new infrastructure (see box IV.2).
12 In Europe, residential and commercial users are not yet convinced of the benefits of FTTH technology. At year-end 2010, the penetration rate (percentage of subscribers per homes passed) was only 17.5%, compared with 39% in Japan and 34% in the United States (IDATE, 2011b).
FIGURE IV.18
SELECTED COUNTRIES: FIXED BROADBAND ACCESS TECHNOLOGIES, 2006 AND 2009
(Percentages)

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of information from Institut de l’Audiovisuel et des Télécommunications en Europe (IDATE).

An interesting feature of the United States market is the predominance of cable modem for broadband access: it accounts for over 50% of users (see figure IV.18). Although ADSL also has a significant market share, high-speed access is experiencing sustained growth —driven mainly by HDTV— as a result of the deployment of optical fibre by two of the leading telecommunications operators (Verizon and AT&T) in a direct challenge to the long-standing dominance of cable television companies in this segment and in triple-play offerings. Verizon is deploying an ambitious FTTH network, while AT&T has opted for the quicker and cheaper option of a fibre-to-the-building/node (FTTB/N) network, in which subscriber connections combine the existing twisted-pair copper wiring with very-high-speed digital subscriber line 2 (VDSL2) technology.13 These two operators are responsible for almost 80% of optical fibre deployment; the rest is in the hands of several smaller companies that have installed high-speed infrastructure across the country. In 2010, there were roughly 20 million homes passed by optical fibre in the United States. The authorities have expressed concern at this slow progress and are looking for other ways to optimize the deployment of the new networks.
13 The AT&T network will have an estimated cost per user of US$ 250, while for the Verizon network that figure will be US$ 850 (IDATE, 2011).
Asia is the world leader in the area of fibre-optic access; Japan and the Republic of Korea in particular have actively promoted this technology. Optical fibre networks have been able to develop on a massive scale in these countries because of high population density and concentration in urban areas, the predominance of high-rise dwellings, keen competition in the broadband market (especially in Japan) and proactive public policies fostering development of the communications industry. More than 50% of broadband access is through optical fibre in both countries (see figure IV.18). Recently, Australia has been pursuing a similar strategy as part of an ambitious policy to expand access to broadband.14
14 Australia’s new National Broadband Network (NBN) aims to avert regional digital divides in the deployment of ultrafast broadband access by setting up a public sector company to design, build and operate an open access network capable of offering download speeds of up to 100 Mbps to 93% of homes and businesses by 2017. The remaining 7% will be covered by alternative technologies, in particular wireless and satellite, with download speeds of about 12 Mbps. At a cost of US$ 35 billion, the Network will be the largest investment in an infrastructure project in the history of Australia. The first phase of the programme was inaugurated in Tasmania in August 2010.
Against a backdrop of rapidly changing technology and consumer habits, operators are thus trying to strike a difficult balance among demand for increasingly sophisticated services, network saturation and overlap, and falling revenues. In short, they must make larger investments with lower returns. Operators, technology and infrastructure providers, content generators and regulators will all have to adapt quickly to this constantly evolving environment. The larger operators are already rethinking their business models to identify applications and services —mainly associated with high-speed broadband access and video traffic (including HDTV, IPTV and VoD)— capable of ensuring the profitability of next generation networks, both 4G mobile networks and fixed optical-fibre networks. The dual challenge facing these business models will be how to enhance the value added of the applications and services available on the new networks while generating revenue from services that were free in the past. An additional challenge lies in the unresolved problems in the area of regulation, as will be discussed in the closing section of this chapter.
4. Looking ahead: high-speed broadband access anytime
and anywhere?
The forecasts for data traffic growth are daunting. In December 2009, data traffic on mobile platforms surpassed voice traffic and, for the first time in history, mobile broadband subscribers outnumbered ADSL fixed-line subscribers, mainly thanks to the 3G technology used on personal computers and smartphones. In 2015, mobile data traffic worldwide could reach 6.3 million gigabytes, with video making up two thirds of that amount, and there will be almost one mobile device connected per capita (7.1 billion mobile connected devices, including machine-to-machine (M2M) traffic) (Cisco, 2011). Mobile communications are therefore likely to continue to be the driving force of the industry and new business areas will develop rapidly, such as mobile applications software and making payments over mobile devices (Cisco, 2010a).
High growth rates and a volatile international environment have led telecommunications industry leaders to focus their attention on emerging markets. Operators will likely intensify their internationalization strategies, seeking new sources for growth outside their saturated, mature domestic markets. New mergers and acquisitions will fall potentially into two categories: consolidation of emerging markets and revitalization of cross-border transactions. Although many of these operations could be high-risk, they also hold the promise of bringing growth and significant financial gains. The recent acquisition of the Kuwaiti company Zain’s assets in Africa by the Indian operator Bharti Airtel can be cited as a good example. Some of these peripheral operations will serve to shore up the position of companies set to be future leaders in the industry, especially in the mobile communications segment.
The deployment of 4G networks will set off a new phase of technological migration, one that will probably take place at a quicker pace than previous migrations. More than 40 networks using LTE technology are expected to be launched commercially in 2011: leading the field will be Europe, with nearly 40% of the new networks, followed by North America (28%) and Asia (19%) (GSA, 2011a). By the end of 2011, each of these three regions should have just over 1 million LTE connections, representing 95% of the world total. That scenario could bring new commercial offerings based on price segmentation instead of flat rates. Without a doubt, pricing structure will be a key consideration in the near future, as that is how operators will differentiate their mobile broadband services and manage more efficiently the migration towards LTE technology. During the initial phase, operators may concentrate on premium data plans for top-end customers, keeping the uptake of LTE technology circumscribed to a relatively limited group of high-income residential users and to the business sector with a view to generating new financial resources.
Hand in hand with the robust growth of mobile communications, machine-to-machine (M2M) connections are also expected to mushroom. The first step —connecting homes— is reaching saturation point; the next step was the connection of individuals and mobile devices; and now, connections are being established between mobile devices and machines, but on a much larger scale than seen before. In 2009, an estimated 1 billion homes, 4.6 billion individuals and 1.4 billion machines were connected; by 2010, those figures are expected to reach 1.2 billion homes, 6 billion individuals and 40 billion machines. A full 90% of the predicted 50 billion connected devices are expected to use mobile communications (El País, 30 August 2010).
With the launch of the first LTE networks, there is a clear need for devices that will allow users to explore every dimension of this technology’s capacities. The main equipment providers are expected to release in 2011 the first 4G smartphones, with the Android operating system likely to predominate.15 Infrastructure providers will face stiff competition for new contracts to build LTE networks; Ericsson, Alcatel-Lucent and Cisco lead the pack, but the Chinese company Huawei could gain further ground with its aggressive pricing strategy.
15 At the end of 2010, sales of smartphones with the Android operating system surpassed those of smartphones with Symbian (used in Nokia smartphones), which had led the market up to that point (Teleco, 2011).
The use of applications is becoming ever-more widespread in the advanced economies. The main problem for applications developers continues to be assigning a price to an application. Applications will need to be more dynamic and enjoy rapid uptake in the near future (see chapter V). Among the applications holding the greatest potential are those associated with video traffic and those that enable contract-free payments from mobile devices.16 Manufacturers and operators have reached consensus on the basic technical standards for this type of operation.17 The next steps must be taken by the large retail chains and financial institutions in order to achieve mass the uptake of this payment option.
16 This is not a new technology but rather is based on the so-called “mobile wallets” that are very popular in Japan. The device contains a microchip that transfers data to a reader which processes the transaction without the need for direct contact between customer and vendor.
17 The main equipment manufacturers (in particular Apple, Nokia and Research in Motion) have expressed their support for the Near Field Communication (NFC) standard for future devices and, in some cases, have already incorporated it, such as in the new Google Nexus S, which is manufactured by Samsung and equipped with the latest version of the Android operating system. The next iPhone release is also expected to incorporate the NFC standard, which could give the industry a boost. In November 2010, the United States operators AT&T, T-Mobile and Verizon announced the forming of a new partnership to set up a national mobile payment network, and Orange is planning on deploying the NFC standard on an unprecedented scale in Europe by the end of 2011.
C. Latin America and the Caribbean: consolidating a
hybrid business model that favours mobile options
1. Are Latin America and the Caribbean keeping up
with global trends?
During the first decade of this century, the
telecommunications services industry in Latin America and the Caribbean experienced sustained, vigorous growth at annual rates much higher than the world average, thanks mainly to the boom in the mobile services market (see figure IV.19). Between 2002 and 2010, the mobile segment saw its share in the industry’s revenues jump from 32% to 56% (see figure IV.20).
FIGURE IV.19
LATIN AMERICA AND THE CARIBBEAN: TELECOMMUNICATIONS SERVICE SUBSCRIBERS BY SEGMENT, 2002-2014 A
(Millions of subscribers)

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of information from Institut de l’Audiovisuel et des Télécommunications en Europe (IDATE).
a Projected figures for 2011-2014.
FIGURE IV.20
LATIN AMERICA AND THE CARIBBEAN: TOTAL REVENUES FROM THE TELECOMMUNICATIONS SERVICES MARKET
BY SEGMENT, 2002-2014 A
(Billions of dollars)

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of information from Institut de l’Audiovisuel et des Télécommunications en Europe (IDATE).
a Projected figures for 2011-2014.
In recent years, however, the loss of momentum in the mobile segment combined with the fallout from the international financial crisis have triggered a downturn in the growth rates of the industry as a whole. This slowdown is attributable to mobile services’ high penetration rates in most countries of the region, on a level comparable with those of more developed economies (see figures IV.5 and IV.22). The region’s market for telecommunications services represents 10% of the world total and generated some US$ 141 billion in 2010 (IDATE, 2011d).
Early on, the region’s telecommunications services market showed strong potential for growth, making it a highly prized option for some leading international operators (especially from Europe) that were seeking new sources of growth outside their saturated and increasingly competitive domestic markets. At present, the industry is dominated by transnational companies and the sector has become one of the main destinations of foreign direct investment for the vast majority of countries in the region.
After a period of expansion following the privatization of the incumbent operators in the 1990s, fixed-line voice services have been losing ground consistently; their share of the industry’s revenues plummeted from 58% to 29% between 2002 and 2010 (see figure IV.20). During the same period, the customer base rose modestly from about 86 million to 104 million subscribers, which means that one in five inhabitants in the region currently has a fixed line. Given the state of the region’s existing infrastructure and its demographics and the state of technological advances, the leading sector companies have invested a large part of their resources in deploying wireless solutions. As in other developing regions, in Latin America fixed telephony is suffering from the effects of direct competition from mobile telephony.
FIGURE IV.21
LATIN AMERICA (SELECTED COUNTRIES): FIXED TELEPHONY PENETRATION, 2000-2010
(Number of users per 100 inhabitants)

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of information from the International Telecommunication Union (ITU).
Despite the recent slowdown, mobile services have posted remarkable growth (Jordán, Galperin and Peres, 2010). Penetration rose from under 10% to nearly 100% of the population in just one decade. In fact, the gap with industrialized countries is closing rapidly, as are the gaps between the region’s different economies. The differences in penetration across countries at different stages of development are also shrinking quickly. In 2010, the average penetration rate of mobile telephony in the region was 98%, although some countries far surpassed the 120% mark, such as Argentina and several smaller economies, in particular Panama (165%), El Salvador (123%), Guatemala (123%) and Uruguay (123%). In contrast, the region’s two largest markets (Brazil and Mexico) recorded lower penetration rates, of 98% and 81% respectively, at the end of 2010 (see figure IV.22). These latter figures are among the factors underlying the expectations of robust growth for the industry in Latin America and the Caribbean.
FIGURE IV.22
LATIN AMERICA (SELECTED COUNTRIES): MOBILE TELEPHONY PENETRATION, 2000-2010
(Number of users per 100 inhabitants)

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of information from the International Telecommunication Union (ITU).
In a region with low penetration in its two largest markets and strong growth prospects at the regional level overall, the market’s potential is even higher considering the limited use made of mobile options for data traffic. A relevant measure in this regard has been the mass migration of networks to the Global System for Mobile Communications (GSM) standard, which has generated economies of scale, improved interconnectivity of regional infrastructure and facilitated the migration to advanced 3G technologies, namely Universal Mobile Telecommunications System (UMTS) and High Speed Downlink Packet Access (HSDPA). At the end of September 2010, this technology family covered 93% of the more than 560 million mobile services users in Latin America and the Caribbean (4G Americas, 2011). Some of the most basic mobile data traffic applications, such as text messaging (short message service, or SMS), thus began to be widely used.
Although 3G networks currently cover a large part of Latin America and the Caribbean, the use of smartphones and the penetration of 3G services are still low compared with other regions and, in particular, compared with the advanced economies (see table IV.2). In early 2011, there were 64 such networks in operation in 27 countries across Latin America and the Caribbean, including the Evolved High-Speed Packet Access (HSPA+) infrastructure18 deployed in Chile
18 HSPA+ provides speeds of up to 84 Mbps on the downlink and up to 22 Mbps on the uplink (although these speeds are theoretical maximums that are rarely achieved). HSPA+ also introduces an optional all-IP architecture for
(Entel PCS), Mexico (Iusacell) and Bermuda (Digicel) (4G Americas, 2011). While voice services are still the main source of profits for operators, the appearance of new devices, infrastructure and innovative applications has given a boost to data services, which accounted for nearly 20% of total mobile telephony revenues in Latin America at the end of 2010 (El Universal, 7 February 2011). Judging by the pattern taking shape elsewhere around the world, this uptrend should continue, driven by increasing use of smartphones and tablets. In fact, by the end of 2011, data services are expected to make up close to 30% of total revenues.
TABLE IV.2
SELECTED COUNTRIES AND REGIONS: COMPARATIVE OVERVIEW OF THE STATUS OF THIRD-GENERATION MOBILE
COMMUNICATIONS SERVICES, 2010

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of Erasmo Rojas, “Mobile broadband update in the Americas”, paper presented at the GSMA Americas Conference, Miami, United States, 21 June 2010; and information from Institut de l’Audiovisuel et des Télécommunications en Europe (IDATE).
Mobile data traffic has not just gained ground: it has also undergone sweeping changes. In the space of just a few years, text messaging dropped from 85% to 65% of total data traffic, as applications such as mobile Internet, video, music and photograph downloads and e-mail all rose in share. In addition, these new value-added services have been crucial in helping mobile telephony companies to pare down the ranks of prepaid subscribers by encouraging them to sign on to
postpaid plans.
At the end of 2010, 3G mobile telephones accounted for almost 10% of the market in Brazil and Mexico, and close to 7% in Latin America as a whole (4G Americas, 2011). Mobile broadband penetration remains low, however, at between just 2% and 3%; that being said, mobile users with fast Internet connections are expected to double by year-end 2011 and should account then for between 4% and 6% of all users. This low percentage can be explained by the fact that some subscribers own smartphones but do not sign up for a data plan. 3G plans with unlimited mobile Internet access can cost three times the price of a basic traditional voice plan. The main challenge for operators is therefore to boost both customer numbers and subscriber uptake of wireless Internet by offering attractive service packages, subsidizing devices for postpaid customers and incorporating popular new applications and services that cater to the specific demands of each market (video, music, information and games). In all likelihood, expanded use of mobile data options will sustain growth in the coming years.
At the same time, the rapid expansion of these services can trigger serious problems for the leading mobile operators, as already observed in some advanced markets. To avert such problems, government authorities and private communications companies need to take joint action. On the one hand, clear and predictable policies on spectrum allocation and a proactive approach to promoting mobile broadband use are needed; on the other, there must be a willingness to invest the necessary resources to offer advanced services at a reasonable price and with wide coverage that is not limited only to major cities. Companies are therefore pressing for new spectrum allocations, a quicker analogue television switch-off, preference to mobile Internet when allocating the digital dividend and elimination of the spectrum caps in place in the vast majority of Latin American markets (see table IV.3).
TABLE IV.3
SELECTED COUNTRIES: RADIO SPECTRUM PER OPERATOR, 2010
(Megahertz)

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of Ezequiel Domínguez, “Benchmarking ICT regulatory developments in EU and Latin America”, paper presented at the Latin America-European Union Symposium on ICT Regulation, European Parliament, Brussels, 15 November 2010; and Sebastián Cabello, “Gestión del espectro: demanda y el debate sobre sus usos alternativos”, paper presented at the ACORN-REDECOM Conference 2010, Brasilia, 13 May 2010.
a By operator and service area.
b National average.
Despite mobile broadband’s promising progress in Latin America, this technology —as in advanced markets— is far from being a perfect substitute for fixed infrastructure, particularly for applications that require large bandwidth or for which the small screen size of mobile devices is a severe limitation. In addition, fixed broadband is a pivotal element of triple-play packages, which have been extremely successful recently. The low cost and ease of deployment of mobile options, however, has attracted strong investment by operators to the detriment of investment in optical-fibre next generation networks, which has dwindled to near-negligible levels.
ADSL and cable modem continue to be the technologies of choice for fixed broadband access (see figure IV.23). ADSL is the more common, carrying two thirds of all broadband connections as compared with one in four for cable modem (IDATE, 2011d). The remaining users access the Internet via wireless means such as Worldwide Interoperability for Microwave Access (WiMAX) or Fixed Wireless Access (FWA). Optical fibre networks for fast broadband access are rare in the region, and most countries suffer from significant infrastructure hurdles to basic Internet access. In early 2011, some of the larger regional operators announced plans for deployment of FTTx networks in major cities; for example, Telefónica announced plans for deployment in Buenos Aires, Santiago and São Paulo. Even so, companies are unlikely to show much interest in deploying optical fibre networks given the lower profitability vis-à-vis ADSL (Ganuza and Viecens, 2010).
Broadband penetration has enjoyed sustained growth over the past decade, but it is still far from the levels seen in advanced economies (see figures IV.6 and IV.24). At the end of 2010, the average density of Internet access in the region stood at about 7%; only a few countries, such as Argentina, Chile and Mexico, topped the 10% mark (see figure IV. 24). In other words, this segment has a lot of space to grow in Latin America. To reach penetration levels similar to those seen in the advanced countries (over 20%), the region must incorporate more than 150 million new users, which, at a rate similar to the uptake of mobile telephony, could take some 10 years. Access is not the only problem, however; the region also lags significantly behind the advanced economies in terms of quality, including in areas such as upload and download speeds (see figure IV.25). Solving this problem will require sizeable investments in next generation networks. The foregoing notwithstanding, the Latin American and Caribbean region continues to outperform other emerging regions.
FIGURE IV.23
LATIN AMERICA (SELECTED COUNTRIES): FIXED BROADBAND ACCESS TECHNOLOGIES, 2010
(Percentages)

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of information from national regulatory agencies.
FIGURE IV.24
LATIN AMERICA (SELECTED COUNTRIES): FIXED BROADBAND PENETRATION, 2000-2010
(Number of users per 100 inhabitants)

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of information from the International Telecommunication Union (ITU).
FIGURE IV.25
ADVANCED ECONOMIES AND LATIN AMERICA (SELECTED COUNTRIES): AVERAGE DOWNLOAD AND UPLOAD
SPEEDS, FEBRUARY 2011
(Megabits per second)

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of information from Net Index.

Nonetheless, the region’s industry leaders have been the most profitable global operators over the past five years, apart from China Mobile (see figure IV.26), and that is testimony to how successful their corporate strategies have been.
FIGURE IV.26
PRINCIPAL TELECOMMUNICATIONS SERVICES COMPANIES WORLDWIDE: AVERAGE PROFITS AS A PERCENTAGE
OF SALES, 2005-2009
(Percentages)

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of information from Fortune Global 500, various issues.
(a) Rapid expansion of the Latin American market in the wake of the industry’s global slowdown
For a good part of the last decade, Latin America was the stage for a tug of war over the telecommunications industry’s prize assets: different-sized companies in different segments and spectrum licences. Fierce global and regional competition and the impact of the crisis on technology companies led to the exit of the main global operators, including the United States companies BellSouth (now part of AT&T), Verizon and AT&T and the European companies France Télécom and, partially, Telecom Italia.19 At the same time, however, a smaller group of companies seized on the situation to shore up their position in the regional market, in particular Spain’s Telefónica and the Mexican company América Móvil-Telmex (ECLAC, 2008). Some companies were able to maintain their position and even broaden their presence in specific market niches. In mobile telephony, the following companies performed particularly well: Telecom Italia Mobile (TIM), Portugal Telecom (in partnership with Telefónica) and the local operator Oi in Brazil; the United States company Nextel in several countries; the former TIM subsidiary Entel, which is currently in the hands of local investors in Chile; and Sweden’s Millicom and the Irish company Digicel,20 with their strong presence in Central America and the Caribbean. The following made their mark in pay television: the cable operators VTR (in Chile) and Megacable (in Mexico) and the broadcasting and media giants Clarín (Argentina) and Televisa (Mexico) (see boxes IV.4 and IV.6). Clarín and Televisa have become the main competitors of the region’s leading companies, wresting away part of their market share by offering triple-play packages from early on.
19 Between 2004 and 2006, Telecom Italia sold off its mobile telephony assets in the Bolivarian Republic of Venezuela, Chile and Peru. In April 2007, the Government of the Plurinational State of Bolivia announced the partial nationalization of Entel Bolivia, in which Telecom Italia held a 50% stake. At present, Telecom Italia has operations in Brazil and owns a share in Telecom Argentina.
20 Millicom focuses on mobile telephony in emerging markets in Africa (Chad, Ghana, Senegal, Sierra Leone and United Republic of Tanzania), Asia (Cambodia, Lao People’s Democratic Republic and Sri Lanka) and Latin America (Colombia, El Salvador, Guatemala, Honduras, Paraguay and Plurinational State of Bolivia). Digicel is the fastest growing mobile telecommunications operator in the Caribbean, with activities in more than 20 countries and territories (Anguilla, Antigua and Barbuda, Aruba, Barbados, Bermuda, Bonaire, Cayman Islands, Curaçao, Dominica, French Guiana, Grenada, Guadeloupe, Guyana, Haiti, Jamaica, Martinique, Saint Kitts and Nevis, Saint Lucia, Saint Vincent and the Grenadines, Trinidad and Tobago and Turks and Caicos Islands), as well as in El Salvador in Central America.
Telefónica emerged as the top winner early on in the process, when State-owned telecommunications companies were being privatized. Leveraging its dominant position in a domestic market where regulators and market conditions allowed it to maintain rates higher than in the rest of Europe, Telefónica consolidated its presence in Latin America by investing more than US$ 125 billon, making it the leading foreign investor in the region. During the initial phase, it acquired incumbent fixed-line operators in Argentina, Brazil, Chile and Peru, and then later in Colombia (see figure IV.27). With this solid platform of customers and infrastructure, Telefónica began to strengthen its foothold in mobile telephony by acquiring assets of its competitors (BellSouth, Motorola and Portugal Telecom), ultimately achieving absolute control of its Latin American subsidiaries through a series of takeovers.
FIGURE IV.27
FIXED TELEPHONY: MARKET SHARE BY OPERATOR AND COUNTRY, 2006 AND 2010
(Percentages)

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of information from national regulatory agencies and from the companies.
Abbreviations: CNT, Corporación Nacional de Telecomunicaciones (of Ecuador).
a There are no data for Colombia for 2006.
With a very similar initial situation in the Mexican market as Telefónica had in Spain, Telmex opted to pursue a strategy of internationalization, focusing from the outset on mobile telephony (see figure IV.28). In 2000, Telmex split off some of its assets in this segment in Mexico, Brazil, Ecuador and Guatemala and set up an independent company: América Móvil. The new company capitalized on the low penetration of wireless communications in the region and grew rapidly, first through partnerships and then, like Telefónica, through an aggressive strategy of acquiring rivals’ assets (BellSouth, Verizon, AT&T, MCI, TIM and France Télécom).
FIGURE IV.28
MOBILE TELEPHONY: MARKET SHARE BY OPERATOR AND COUNTRY, 2006 AND 2010
(Percentages)

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of information from national regulatory agencies and from
the companies.
The two companies were thus able to secure, rapidly, a solid and broad-based presence in the region (see table IV.4). As wireless communications advanced, Telefónica and América Móvil shifted the focus of their strategies to this segment, and that made separating the different businesses they were involved in a more obvious option. With an eye to scaling up operations, enhancing their bargaining power with equipment, technology and infrastructure providers and offering new customer services, the companies migrated on a large scale to GSM technology. Their regional operations thus began to look very similar, a perception that was reinforced with the creation of the single brands Claro (by América Móvil) and Movistar (by Telefónica). Mexico’s Telcel and Brazil’s Vivo stood out as exceptions, as those two brands were firmly rooted in their markets. On the strength of its successful expansion in Latin America, Telefónica decided to venture into other, more competitive markets in Europe (Czech Republic, Germany, Italy and United Kingdom) and, more recently, China.
In the face of growing competition from alternative operators (see figure IV.27), especially cable television companies, and buttressed by its position as dominant company in the main regional markets, Telefónica made investments that, though more modest than before, allowed it to market ADSL broadband access and offer television services by developing its own satellite platform. It was thus able to begin offering triple-play packages in markets where this was possible (see figure IV.29).
TABLE IV.4
TELEFÓNICA AND AMÉRICA MÓVIL-TELMEX: OPERATIONS IN LATIN AMERICA AND THE CARIBBEAN
BY COUNTRY, DECEMBER 2010
(Thousands of subscribers)

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of information from the companies.
a Following the merger of Telmex, Telmex Internacional and América Móvil, aggregate data are provided on fixed services (fixed-line telephony, broadband and cable television and direct-to-home (DTH) satellite television).
b América Móvil presents aggregate data for Argentina, Paraguay and Uruguay.
c América Móvil presents aggregate data for Colombia and Panama.
d Fixed wireless lines.
FIGURE IV.29
PAY TELEVISION: MARKET SHARE BY OPERATOR AND COUNTRY, 2006 AND 2010
(Percentages)

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of information from national regulatory agencies and from the companies.
a There are no data for Ecuador for 2006.
Telefónica currently offers direct-to-home (DTH) television in the Bolivarian Republic of Venezuela, Brazil, Chile, Colombia and Peru through Telefónica Media Networks (Tecnos & Telcos, 2010).21 In the markets where Telefónica is the incumbent company, DTH has been offered in an effort to retain broadband customers. In Argentina, the service cannot be offered because of legal restrictions, but the company controls various free-to-air television stations (see box IV.3). In late 2010, Telefónica was granted a licence to provide pay television and satellite data transmission in Mexico, a market that is growing by leaps and bounds in Latin America (El Universal, 11 November 2010). In Mexico, Telefónica will implement the same system that it uses in the Bolivarian Republic of Venezuela, offering the service through its Movistar brand.22
21 In 2008, Telefónica set up Telefónica Media Networks to provide wholesale digital television services in Latin America, both to the group’s subsidiaries and to other customers, such as the Brazilian companies Oi and Companhia de Telecomunicações do Brasil Central (CTBC) and Corporación Nacional de Telecomunicaciones (CNT) of Ecuador. The new company, headquartered in Peru, brought together the uplink and head-end facilities owned by Telefónica del Perú, Media Networks and Servicios Editoriales del Perú. In addition, it produces content in Peru, which it also markets selectively in other countries.
22 Telefónica launched Latin America’s first prepaid satellite DTH television service in the Bolivarian Republic of Venezuela.
Meanwhile, América Móvil-Telmex opted to supplement its limited fixed-line options by buying up assets that would allow it to offer broadband access and television. After acquiring Embratel, Brazil’s largest long-distance operator (equipped as well with an extensive backbone network), América Móvil-Telmex shifted its attention to pay-television companies. Its main operations are in Brazil and Colombia. In Brazil it acquired a share in Net, the country’s largest cable television company, and in Colombia it bought several sector companies, moving it to the position of leading operator. América Móvil-Telmex deployed a similar strategy in Ecuador and Peru (see figure IV.29). In Chile, which presented a consolidated pay-television market and few
acquisition options, the company opted for an independent
satellite alternative.
In the space of just a few years, both companies established a solid, diversified presence in Latin America, becoming leaders in increasingly consolidated domestic markets (especially the larger markets). With a strong position in mobile communications, they began to approach the critical mass required in the fixed-line segment to offer bundled packages (see figures IV.27, IV.28 and IV.29). At first, América Móvil-Telmex lagged behind Telefónica somewhat, but the gap was quickly closed. Owing to regulatory obstacles in several countries in the region and the presence of powerful local broadcasting and media groups, the operation of convergent services has nonetheless been quite difficult. To cite an example, Telmex —despite its extremely high market power in Mexico— has not yet managed to offer pay television, the one element of a triple-play package that it lacks.
Most of the strategic moves have thus already been played. Any newcomer would be hard put to build a position like that of Telefónica or América Móvil in Latin America. In fact, the process cannot be replicated: both companies enjoy a geographically and technologically diversified position whose competitive advantage is virtually impossible to match.
(b) Integrating fixed and mobile assets to offer convergent services
With their broad regional presence firmly established, the leading companies embarked next on an across-the-board restructuring to leverage the boom in Internet traffic (as they had done in the past with mobile telephony) and thus boost revenues. During this stage, they did not seek out new acquisitions but rather focused on internal growth and integrating operations in order to offer commercial service packages. Indeed, a central element of triple-play strategies is generating a long-term relationship with customers, making it hard for them to leave a provider that offers all three services. This type of product can therefore generate greater customer loyalty and greater certainty for the company with regard to demand and revenue.
Telefónica took the upper hand in this process by drawing on a well-balanced asset portfolio and a modern corporate culture thanks to its expansion in Europe, particularly with the acquisition of the British mobile telephony operator O2. It quickly integrated its fixed and mobile operations in Argentina, Chile, Colombia, Ecuador, Peru and Uruguay under the Movistar brand. However, in Brazil it encountered difficulties in replicating this strategy owing to differences with Portugal Telecom (its partner in the mobile operator Vivo) and the limited coverage of Telesp (the fixed telephony provider in the city of São Paulo). The huge potential for consumption —more than 190 million inhabitants, 43% of whom are younger than 24 years old— and the relatively low penetration of mobile telephony made Brazil a priority market for attracting new Internet and mobile communications customers at a time when the European economies, especially Spain, were suffering from the effects of the international crisis. With the adoption of standards for mobile virtual network operators, competition in the Brazilian mobile communications market will continue to grow. In an attempt to counter this situation, Telefónica took action on two fronts:
• Since 2007, Telefónica had been trying to acquire Portugal Telecom’s 50% share of Vivo. Between July 2007 and June 2010, it raised its offer several times, going from 3 billion euros to 6.5 billion euros.
• Telefónica made a bid for a 100% takeover of the Brazilian company Global Village Telecom (GVT), considered one of the country’s best companies in terms of infrastructure and service. The operation was particularly attractive because the combination of Telesp and GVT would allow Telefónica to provide high-quality broadband, cross-sell products and offer other bundled service packages across a large part of Brazil. Telefónica would gain benefits of scale, a more streamlined business, savings on interconnection costs and access to modern optical fibre infrastructure. Despite Telefónica’s offer to pay some 2.7 billion euros (about US$ 4 billion), the hard-fought battle ended with the French company Vivendi taking over GVT.23
23 Telefónica’s takeover bid did not go through inasmuch as it was conditional on obtaining at least 51% of GVT, and Vivendi had secured over 57% of the company through a deal with GVT’s majority shareholders. The bid by Vivendi came as a surprise, as it had no presence in Brazil and it was paying a high price for a company that accounted for just over 3% of the Brazilian market (Cinco Días, 19 November 2009).
Following the failed attempt to acquire GVT and the advance of its competitors in the Brazilian market, Telefónica stepped up the pressure on its Portuguese partner in Vivo. Finally, with an offer of 7.5 billion euros (about US$ 10 billion), it gained absolute control of the mobile operator in mid-2010. At the end of that year, Telefónica announced its intention to merge Vivo with Telesp with a view to integrating the businesses of the two subsidiaries and generating synergy (Cinco Días, 29 December 2010). Pending authorization by the securities regulator, Telefónica could become the first integrated operator in Brazil. In addition, the lifting of restrictions on pay television is expected to enable the existing foreign fixed telephony operators to offer a broader range of services and provide triple-play packages. This would also make it feasible to invest in high-speed optical-fibre broadband networks, bearing in mind that this infrastructure could be used as well to interconnect base transceiver stations that make up part of the 3G network coverage.
Telefónica subsequently announced the restructuring of its Latin American operations into three divisions: one dedicated to the Brazilian market; one that would bring together its operations in Argentina, Chile, Colombia, Ecuador, Peru and Uruguay, where its fixed and mobile communications services are integrated; and a third division responsible for activities in Mexico, the Bolivarian Republic of Venezuela and Central America, where it has operations only in the wireless segment. With these changes, Telefónica should achieve greater geographical diversity in its operating results.24 Its priority is to strengthen its position in Mexico, the domestic market of its main competitor. In 2010, even though rules prohibiting the company from providing fixed telephony services were still in force, Telefónica took an important step towards tapping into potential changes in that market. Together with Televisa and Megacable, it won a bid for a pair of dark fibre strands (i.e. optical fibre that is not connected to an operational network) from the Federal Electricity Commission (see box IV.4).
24 At the end of 2010, Telefónica generated 41% of its revenue in Brazil, a percentage that should increase when it completes the consolidation of its operations in that country; next in order are Argentina (12%), Chile (9%), the Bolivarian Republic of Venezuela (9%), Mexico (8%) and Peru (8%).
The greatest technological progress has been seen in the mobile segment, driven by the decision to tap into the mobile broadband boom. However, 3G telephony has seen much slower uptake than in the advanced economies; it is focused mainly in the large, more buoyant economies and targets the highest-income segments (see
figures IV.17 and IV.30). The gamble on service packages and broadband is starting to yield fruits, however. At the end of 2010, 66% of customers with a fixed line had a contract for some sort of bundled services package (Internet or pay television), while 86% of broadband customers received an additional service in the form of double- or triple-play offers (Telefónica, 2011). The offering of bundled services packages, enhanced broadband service and the new business focus on pay television are behind the boost in business experienced by Telefónica at the regional level (Telefónica, 2010b).
FIGURE IV.30
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of information from 4G Americas, Global 3g Status HSPA, HSPA+ and LTE, 27 January 2011; and Global Mobile Suppliers Association (GSA), Evolution to LTE Report, 12 January 2011.
Abbreviations: LTE, Long Term Evolution; HSPA, High-Speed Packet Access; HSPA+, Evolved High-Speed Packet Access; UMTS, Universal Mobile Telecommunications System.
The Mexican market incumbent did not remain indifferent to the progressive loss of share in its domestic market or to Telefónica’s foray into South America. Telmex responded by announcing a corporate restructuring that merged the sister companies América Móvil, Telmex and Telmex Internacional. In other words, a decade after having split from Telmex, América Móvil absorbed its parent company through a share swap valued at some US$ 20 billion. The aim of the operation was to create a more flexible, integrated company able to take advantage of technological convergence opportunities. Several factors justify making the mobile communications company the central axis of that organizational and financial restructuring:
• In recent years, América Móvil has showed greater buoyancy, flexibility and innovative capacity than Telmex. The wireless telephony company has displayed a strong ability to offer new services and packages in a fast-growing and highly competitive segment. Furthermore, América Móvil was able to seize opportunities to extend its operations to the majority of countries in Latin America. For its part, Telmex has maintained its strong position with a large share of the Mexican fixed telephony market, a segment that offers scant possibilities for growth and where, for a long time, it faced little competition from other operators. This notwithstanding, the packages offered by the cable television operators, especially Televisa, and regulatory restrictions have caused Telmex to lose market share.25
25 For the United States companies Verizon and AT&T, the bundling of television, Internet and telephony services has been a key strategy for maintaining their customer base. The case of Telmex seems different because of its considerable market power —it has an 80% share of the fixed segment, a 70% share of the mobile telephony segment and is the main provider of broadband access— which would give it more breathing room and bargaining power if it were not able to offer video services.
• In a setting of rapid technological convergence, Internet access has become a core element in telecommunications operators’ strategies. And in a region where mobile telephony has advanced very quickly, major business opportunities have opened up for wireless broadband and that has only served to strengthen América Móvil’s position even further. The Telmex subsidiaries in South America —except in Brazil and Colombia— were considerably smaller than those of América Móvil and were less able to compete in the mobile broadband market. In addition, América Móvil started offering wireless triple-play options, using 3G platforms combined with satellite television alternatives.
• The merger was intended to create savings and tap managerial and operational synergies. Up to that point, América Móvil and Telmex had been operating outside Mexico as separate, independent companies, with the consequent duplication of infrastructure and staff in many cases. Accordingly, the merger could generate savings of between US$ 500 million and US$ 2 billion per year (CNN Expansión, 22 February 2010 and 11 May 2010).
• Given the broad presence of América Móvil and Telmex in Latin America, the newly merged company could start to offer more sophisticated service packages. Telmex will almost certainly start in Brazil and Colombia, the only two countries besides Mexico where it has large-scale fixed telephony operations. In fact, about 80% of the operating profit of Telmex Internacional
—a company that split from Telmex in 2009 only to be reabsorbed by América Móvil— flows from operations in Brazil. In 2004, Telmex acquired a majority share in Embratel and that platform has enabled it to offer triple play in the Brazilian market. This transaction was fundamental in garnering experience in convergent commercial offerings, which the company has replicated in other Latin American markets. In 17 of the 18 countries in which the new América Móvil has operations, there are no regulatory constraints on offering the three services (which América Móvil markets in most cases under the Claro brand). Only in Mexico is the company expressly prohibited from offering pay-television services.26 However, to remain competitive, Telmex formed a commercial partnership with the MVS group to provide satellite television (see box IV.5)
26 The 1989 concession title prohibits Telmex from offering television services. The pressure exerted by technological progress has prompted negotiations to amend this restriction in which competition issues such as number portability and interconnection have prevailed, but there has been considerable pressure from broadcasting competitors (Televisa and Televisión Azteca) not to amend the regulation (see boxes IV.4 and IV.5).


• Finally, the merger of Telmex and América Móvil operations put the new company in a stronger position to compete against its main rival in the region: Telefónica. With integrated subsidiaries in several South American countries, Telefónica had an advantage over América Móvil in the area of convergent services. As mentioned above, Telefónica has a single corporate structure that enables it to offer integrated service packages in several countries all under the Movistar brand. Thus, the new América Móvil is becoming a more dynamic and coordinated company, integrating voice and data services on both fixed and mobile platforms under a single continental brand: Claro. In 2010, América Móvil is reckoned to have invested around US$ 5.4 billion in total, equivalent to 10% of its sales (CNN Expansión, 11 May 2010) and is expected to invest a further
US$ 8.3 billion in 2011 (TeleSemana, 2011).
In Mexico, the transaction caused upset among the company’s competitors. The National Chamber of the Cable Telecommunications Industry felt the merger would lead to an increase in abusive practices, since the two companies were the dominant telecommunications operators in both the fixed and mobile segments. In February 2010, the Federal Anti-Trust Commission ruled that the merger between América Móvil (Telcel in Mexico’s case) and Telmex was essentially a corporate restructuring that did not alter the structure of the markets in which the two companies operated. According to the Commission, the two companies were controlled by the same business group both before and after the merger (El Financiero, 12 February 2010). The transaction finally went through, with América Móvil acquiring the vast majority of Telmex and Telmex Internacional shares in June 2010.
At that point, América Móvil then set its sights on stepping up the pace of integration of its operations in the key markets: Brazil and Mexico. In Brazil, it launched a takeover bid of US$ 2.544 billion in October 2010 (through Embratel) for the cable television operator Net, seeking to increase its stake from 35% to 77%. Despite América Móvil’s majority stake, Net continues to be controlled by Organizações Globo because of legal and regulatory constraints under the Cable Act. América Móvil is therefore banking on a favourable legislative outcome for a bill that would allow foreign capital to control pay-television companies. The company’s investments currently announced for 2011 are earmarked mainly for Mexico (US$ 3.66 billion) and Brazil (US$ 2.5 billion). In Brazil, the infrastructure of Claro, Embratel and Net is expected to be integrated rapidly with a view to offering bundled services. At the same time, América Móvil is rationalizing its operations in Central America and the Caribbean. In March 2011, it announced an agreement with Digicel to acquire 100% of the latter’s operations in El Salvador and Honduras. It also intends to sell its operations in Jamaica to Digicel; that transaction was expected to be finalized in the second quarter of 2011 subject to authorization from regulatory authorities in El Salvador, Honduras and Jamaica (América Móvil press release, 11 March 2011).
Alongside the Telefónica and América Móvil operations, the merger of Grupo Oi and Brasil Telecom is also noteworthy. Backed by the Government of Brazil, the transaction was intended to create a “national champion” capable of taking on the two regional leaders. The National Telecommunications Board (ANATEL) approved in late 2008 the purchase of Brasil Telecom by Oi. That was the largest operation the sector had seen since the era of the privatizations: the new operator boasted 22 million fixed telephone lines and over 20 million mobile subscribers. ANATEL imposed a number of conditions on its approval of the transaction, including investments in national technology research and development, a ban on mass layoffs, the surrender of overlapping licences and the granting of network access to small operators. Initial doubts about control remaining in the hands of Brazilian capital were dispelled by government guarantees authorizing the National Bank for Economic and Social Development (BNDES) to veto any foreign transfer. The complex situation surrounding Vivo, however, prompted the Brazilian authorities to change their priorities and introduce flexibility to allow the entry of foreign strategic partners, with the focus on making alternative infrastructure available in order to stimulate competition (see box IV.6). Late in January 2011, Portugal Telecom formed a strategic partnership to acquire a 22% stake in Oi for some
US$ 4.98 billion and thereby remain in the Brazilian market. Under the agreement, Oi may in turn acquire a 10% stake in Portugal Telecom.
Since the start of 2011, the industry’s two main players have been focusing on faster and deeper restructuring and integration of their operations to jump to the forefront of broadband access expansion on both mobile and fixed platforms. Latin America’s traditional telecommunications operators are undergoing a radical transformation as they metamorphose into providers of a broad range of content and services on various platforms in the effort to boost their subscriber base: the only way to secure a return on the substantial investments needed to stay in step with technological progress. In such a setting, options must be assessed for creating next generation networks, especially on fixed platforms whose current infrastructure is largely based on outdated twisted-pair copper wiring.

(c) Operational and marketing adjustments: new business models for seizing growth opportunities in Latin America
After consolidating their presence and position in
the region’s main markets and setting in motion an intensive process of asset reorganization and integration, the major operators began developing new business models to tap the opportunities offered by mass broadband access and guarantee the sustainability of their business. The focus now is on subscriber base, market share, revenue levels and generation of a substantial and sustainable cash flow. As in the advanced economies (albeit at a later point in time), companies have begun to value alternative sources of revenue beyond traditional voice services, without however abandoning traditional services whose markets they aim to skim while boosting customer loyalty through attractive packages and efficiency gains. The revenue pattern of communication services providers should therefore shift significantly in the future to reflect the following key elements:
(I) DYNAMIC MOBILE COMMUNICATIONS: THE CORNERSTONE FOR FUTURE GROWTH
High penetration levels notwithstanding, the wireless segment remains a major source of growth for companies and will continue accounting for the majority of the industry’s revenue (see figure IV.20). The main challenge for operators lies in holding on to their subscribers in a market that is ever-more competitive and subject to regulatory shifts, for example with regard to number portability. As a result, operators are striving to enhance their customer contact points (distribution channels, online platforms, user support) and offer appropriately segmented packages and —capitalizing on their size and negotiating power with suppliers— new and diversified mobile devices at competitive prices. All this is taking place in a context of new services and applications based on mobile broadband access, and that could help to build customer loyalty.
With an eye to tapping into these opportunities, companies are redoubling efforts to facilitate and encourage customer migration within the value chain from prepaid arrangements to hybrid products and postpaid service contracts. Telefónica, for instance, hopes to increase its postpaid customer base from 16% in 2008 to between 25% and 30% by 2012. Companies are also aiming to reverse the downtrend in average revenue per user by exploiting new opportunities in the area of data traffic and new services and applications. In parallel, operators are curbing benefits for prepaid telephones as they seek out formulas for building greater value into SIM cards and cutting operating costs. Steps are also being taken to attract new subscribers to advanced services and, at the same time, retain current subscribers.
As companies gradually shift their focus from attracting new customers to retaining existing customers, the operating model is also being overhauled to increase the emphasis on efficiency. Agreements with third parties are another way in which companies are seeking to include new products, applications and services in their portfolios and share development and marketing risks. The search for more effective use of the network infrastructure is another of the priorities.
Thanks to the early uptake of mobile options by the region’s main communications services operators, new technologies are constantly being incorporated although the region still lags behind developed countries. Companies are investing in new 3G infrastructure and are already announcing initial plans to introduce 4G LTE technology with a view to strengthening the capacity and coverage of mobile broadband (see figure IV.30).
In Chile, for example, the main operators have launched ambitious projects to enhance their fibre-optic infrastructure (which in some cases is hybrid). Considering the features of the Chilean market, it is likely that companies are using it —as has occurred in the past— as a testing ground to later extend these services to the rest of the region. Telefónica has begun deploying a new national FTTH network with speeds topping 100 Mbps in a drive to connect some 700,000 homes; the investment is on the order of some
US$ 2.5 billion. The initial phase got under way in 2010, aiming to connect some 50,000 homes with fibre-optic infrastructure in the cities of Concepción, Chillán, Los Ángeles and Talcahuano, which were especially hard hit by the February 2010 earthquake (TransMedia, 3 September 2010). For its part, América Móvil has announced investments for the three-year period 2011-2013 totalling US$ 2 billion to build a FTTH network; ultimately, it hopes to offer its services wirelessly using high-speed 4G technology and is therefore looking forward to the next spectrum auction (El Mercurio, 13 April 2011). Finally, VTR has invested some US$ 700 million in upgrading its fibre-coaxial network in order to offer services with speeds of up to 120 Mbps. This initiative received additional impetus when the company was granted a mobile telephony licence allowing it to generate synergy between its fixed and mobile segments. VTR hopes to become the world’s leading fixed and mobile operator by transferring its mobile traffic to its fixed network without losing mobility (La Tercera,
22 March 2011).
(II) CORPORATE TRANSFORMATION: FROM VOICE
TO BROADBAND
Faced with falling revenues from traditional voice-based business, companies are looking to grow their broadband and pay-television segments to reverse the downtrend in average revenue per user. One outgrowth of this shift is that business models are changing rapidly as companies move beyond specialization in telephony to become broadband operators. Operators are thus simplifying their range of products and services, strengthening partnerships with providers and revisiting managerial practices, all with a view to retaining customers and increasing customer satisfaction through better quality services. Bundled services continue to be a core strategy, coupled with continuous upgrading of infrastructure in order to offer new services and enhance access speeds, with priority given for the time being to ADSL technology in order to get the most out of existing copper networks. Operators are committed to integrating existing infrastructure to offer multiple services. Despite the lag in the deployment of optical-fibre next generation networks, this technology is already being used in new trunk and backhaul networks for base stations in the region’s major cities.
Enormous investments are required in next generation network infrastructure, and the dilemmas faced by companies in the developed economies have now surfaced in the region. The leading operators are paying close attention to the debate around the future model27 for the Internet, especially with regard to unlimited plans and network neutrality. It has been suggested that content providers, such as Google, Facebook, Twitter, Yahoo and YouTube, should contribute to network maintenance and that a gamut of Internet tariffs should be offered in order to make current business models sustainable. Otherwise, costs risk outstripping revenue given the huge investments needed to ensure that network quality responds to consumer requirements. For most operators, the only way to avoid collapse is to introduce flexible, segmented tariffs tailored to the consumption profile of each subscriber, as opposed to the current unfair flat rates28 (El País, 30 August 2010). At present, 5% of mobile telephone subscribers account for 75% of traffic, while for fixed broadband the figures are 20% and 80% respectively. With smartphones skyrocketing in popularity, the problem is bound to get worse in the future.
27 For most operators, there is an increasingly unsustainable asymmetry between the Internet service providers maintaining fixed and mobile broadband networks and the providers of Internet applications and content using this infrastructure to sell services or charge for advertising. The latter group generates 15 times more traffic than the Internet service providers and operators managing the network, in a context where data traffic has increased fivefold in five years (Financial Times, 9 August 2010).
28 In June 2010, AT&T was the first major operator to eliminate unlimited data plans in mobile telephony. At the end of 2010, Telefónica’s British subsidiary O2 followed suit and included in its contracts a ceiling on the number of megabytes that may be downloaded by users each month.
(III) TOWARDS THE INTEGRATION AND REGIONALIZATION
OF OPERATIONS
Complementing their efforts in the areas of fixed and mobile communications, companies are seeking to integrate those segments and regionalize operations. Newly integrated operators are looking for ways to reduce operating costs and optimize investments so that they can concentrate on offering integrated fixed-mobile services. Telefónica, for example, generated over 1 billion euros per year in synergies in the region over the past decade. Leveraging its size, it purchases materials and equipment for the entire region, operates on shared service platforms29 (Huawei Service Delivery Platform and Telefónica) and has implemented a regional invoicing system.
29 At the start of 2009, Huawei Technologies, a Chinese telecommunications network provider, signed an agreement with Telefónica for the roll-out of a new service delivery platform (SDP) to serve all Latin American countries in which Telefónica operates. The platform centralizes the distribution of value-added services and facilitates the introduction of others, such as universal mobile mail, newspapers on mobile telephones, 3G messaging options and mobile advertising. Moreover, the platform paves the way for convergence services on fixed or mobile networks for both the residential and commercial markets (Huawei press release,
2 February 2009).
In addition, companies have developed marketing mechanisms and infrastructure that help them to cut costs, create areas of synergy and generate additional revenue. By way of example, Telefónica has several assets that bolster its capacity for wholesale in the region, including Telefónica International Wholesale Services
(TIWS), owner of a submarine cable interconnecting Latin America and the Caribbean that is used to market a large portion of the region’s Internet traffic; Media Networks, which is a platform for exclusive content and the distribution and marketing of wholesale television services; and Terra, which is set to become the region’s leading Internet provider. For its part, América Móvil is completing a fibre-optic ring that will link Miami to the northern border of Mexico and the whole way to Tierra del Fuego (El Mercurio, 13 April 2011).
D. Policy conclusions
The telecommunications industry is undergoing a sweeping reorganization and transformation at the global, regional and national levels. In a setting of rapid technological change, the traditional barriers between voice, data and video traffic are crumbling and the industry is shifting its focus from voice to broadband services. Consumer habits are changing; companies have been obliged to rethink their business models; and national authorities have had to modify sector-specific standards in the light of technological convergence and must reconsider the role of broadband access in society and in national development strategies.
At the global level, corporate revenue from the industry’s traditional segments has plummeted. Users have migrated from fixed telephony to mobile options; and applications that destroy the value of traditional segments, such as VoIP, are spreading rapidly. At the same time, the boom in mobile technologies is starting to slow down as penetration peaks around the world. The rapid expansion of broadband access is becoming operators’ main hope for reversing the decline in revenues. Fixed and mobile platforms are being developed and deployed to offer better services to satisfy the needs of increasingly demanding users. As a result, traditional telephony operators are engaged in an intensive transformation to become broadband providers.
Operators have not abandoned their traditional businesses during this transition; on the contrary, they have sought ways to extend the useful life of those businesses. Examples include bundled service packages, which guarantee continued revenue from voice services while helping —albeit not enough— to expand broadband use and the development of pay television and build stronger customer loyalty. While it is true that these hybrid solutions have allowed operators to continue making money from infrastructure based on twisted-pair copper wiring and cable modem, it is also true that they have delayed the migration to fibre-optic platforms.
The mobile segment has witnessed rapid modernization of infrastructure —thanks to low costs and high penetration— and large-scale migration to 3G technology, and even the first steps towards the deployment of new 4G LTE networks. Future demand for mobile communications will require the segment to offer the same services that are offered on fixed platforms. At present, mobile communications are not a substitute for fixed infrastructure, but they do complement it. Fixed technologies have so far led the way in the development of broadband access, as they have greater available capacity than the mobile segment. And mobile solutions have so far been limited by shared use of the radio spectrum utilized for transmission. Nonetheless, mobile technologies —though lagging behind— have gradually started to offer better alternatives that are closer to fixed access solutions. The convergence of these two technologies indicates that the technological difference between the services they provide will diminish significantly in the near future.
The countries of Latin America and the Caribbean and the companies operating there have not been unaffected by this process and the related challenges: evolving consumer habits, profitable business models, rapid technological progress and rigid or inadequate regulations. In just over a decade, notable changes have occurred in the region’s industry: the penetration of mobile telephony has reached almost 100%; fixed telephony has stagnated and even diminished in density; broadband access is gaining ground, albeit more slowly than in the advanced economies; bundled service offerings (triple play) are becoming widespread; operators are showing a clear strategic preference for the mobile segment in terms of coverage, deployment of infrastructure, promotional tariffs and loyalty policies; and there has been rapid consolidation around two transnational operators (Telefónica and América Móvil).
A number of developments are expected in the foreseeable future. Revenue from mobile voice services will continue to decline steadily owing to more intensive use of social networks and text messaging. Wireless broadband connections will experience a sharp increase, accompanied by greater use of new mobile services and applications. Smartphones will become more widespread, especially those using the Android platform, as will multi-purpose devices such as tablets. Video will feature more prominently in data traffic. Selective advances in 4G LTE technology will help to reduce current infrastructure congestion. Machine-to-machine (M2M) communications will expand. And competition between fixed and mobile platforms will become more fierce, and that could result in lower access prices.
In such a complex scenario, two major policy areas sit at the centre of the regional and global debate: first, how to adapt regulations to a reality that is evolving quickly as a result of an ongoing technological revolution that is moving towards convergence; and, second, how to strike a balance between service prices that are low enough to allow mass uptake but yield revenues high enough to ensure returns on the large investments that operators must make to modernize their networks.
1. Regulatory issues
Although the sector’s major operators have been deploying wireless infrastructure on a large scale, progress has been complicated by regulatory issues impeding the mass uptake of broadband in particular. First, if the debate on network neutrality is not settled, companies will have no clear incentive to invest in next generation fibre-optic networks; second, discussion continues on the allocation of the digital dividend that will be produced by the switch-off of analogue television. On one side in the discussion are the telecommunications operators, who wish to see this scarce resource used for the development of mobile broadband; on the other side are the powerful broadcasting groups, who do not want to lose what they consider an acquired right and who want to use this resource for new advanced audio-visual options, such as multiple digital television channels, high-definition content and interactive television. These are but two of the regulatory issues under discussion both in advanced countries and in the region (see box IV.7).


Work must be stepped up in defining the following specific areas: digital television and the analogue switch-off; radio spectrum management; operator spectrum caps, network neutrality and interconnection charges; use of alternative fibre-optic network infrastructure (such as that belonging to electricity companies); regulation of content and applications; fostering competition in an industry undergoing rapid consolidation and concentration; convergent services and disputes between telecommunications operators and broadcasting companies; incentives for the development of next generation infrastructure, both fixed fibre-optic and mobile LTE; and consumer rights aspects, especially as relates to quality and transparency. At the institutional level, the regulatory bodies that will lead this process need to be endowed with resources and legitimacy.
2. Mass uptake and further investment: the pending dilemma
As discussed in this chapter, the region stands at a crucial turning point in this industry’s development. What happens next will depend on the balance struck to arrive at service prices (especially for high-speed broadband) that are low enough to allow mass uptake but still able to generate revenues high enough to ensure returns on operators’ new investments. There is no obvious answer. The countries of Latin America and the Caribbean have opted for a mix that combines varying levels of direct control by the public sector (countries with State operators or operators heavily controlled by the government), incentives and regulation of foreign operators. Confidence levels vary as to the ability of the forces of competition to produce satisfactory results. Even in the region’s largest economies, only a small number of operators can operate efficiently in a local market owing to economies of scale and network. A combination of competition and concentration is possible, but it is notoriously difficult to manage and the results are not always predictable.
In this context, ECLAC has recommended two lines of action that remain fully valid: strengthen the technical capacity and independence of sector regulators; and launch a substantive dialogue between governments and operators to arrive at specific definitions. Although progress has been made in both areas, it has proceeded at a pace that has left the region lagging not just in broadband access availability and uptake by users, as examined in detail in ECLAC (2010), but also in investment in advanced networks, as presented in this chapter. Steps must be taken promptly along these lines of action, especially since decisions on matters currently under consideration will affect not only the size of investments but also which areas will benefit, i.e. further development of advanced mobile networks or further deployment of fixed optical fibre networks. The direction in which the scales tip will depend on the relative weight of operator interests in the former and the potential long-term benefits of mass uptake derived from the latter. Strengthening effective mechanisms for technical dialogue between the authorities and the major operators as input for policy decisions is the best way forward.
12 In Europe, residential and commercial users are not yet convinced of the benefits of FTTH technology. At year-end 2010, the penetration rate (percentage of subscribers per homes passed) was only 17.5%, compared with 39% in Japan and 34% in the United States (IDATE, 2011b).
networks whose base stations are directly connected to IP-based
backhaul services. This technology delivers a significant improvement in battery life and quicker access to content through an always-on connection.
3. Corporate strategies of communications services operators in
Latin America: mobile options, asset integration and
bundled service packages
In recent years, the major telecommunications companies have had to rethink entirely their highly segmented business models to adjust to advances in technological convergence. First, they sought to scale up operations to overcome problems stemming from low ARPU. Next, they moved to supplement and integrate different business segments in order to offer bundled service packages (such as triple or quadruple play) using the available infrastructure; in many cases that led to overlapping of networks (voice and broadband via ADSL, and television via satellite). Although these stages are not yet complete, the thrust now is to upgrade the customer base and have more users of more sophisticated services and applications. This process hinges on domestic market size and maturity and on regulatory elements that determine the strategy’s feasibility. For example, operators in the region’s larger markets (Argentina, Brazil and Mexico) face legal obstacles to the delivery of bundled services and coexist with large broadcasting and media groups that do not necessarily share the same objectives and interests (see box IV.3).
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Chapter V
Foreign direct investment in the software industry in Latin America
A. Introduction

The 2008 report concluded that transnational corporations had made sizeable investments in offshoring operations in the region, that many governments had implemented specific policies targeting the software industry and that there was growing recognition of the potential of Latin America and the Caribbean as an offshoring destination. But a large share of these investments has been in relatively low-value-added, low-skilled contact centres and business process services in which countries essentially compete on the basis of cost or a combination of cost and nearshore advantages. The region is currently seen as poised to move towards higher-value-added, higher-skilled offshore operations such as in the software industry, attracting new investment not only on the basis of low costs but also on the strength of technological capacity and skilled human resources. Such investment would also be a significant source of technology transfer.
This chapter describes the status of FDI in the region’s software sector, explains the strategies pursued by transnational software companies and those strategies’ impact in the countries of the region and assesses the growth prospects for these companies. It also examines the public policies that have been put in place to attract FDI in the software sector and to enhance its impact on economic development. The focus is on those countries in the region that have received the most FDI in the software sector: Argentina, Brazil, Chile, Colombia, Costa Rica, Mexico and Uruguay.
Recent experience shows that as companies increasingly compete to become more efficient, cut their international production costs and speed up their innovation cycles, the large transnational companies are offshoring their ever more sophisticated and knowledge-intensive corporate functions, especially software processes (applications, services and engineering) and other IT-intensive services (horizontal, vertical and knowledge-based business processes). Among the principal consequences of offshoring are that it increases trade flows and FDI in the software sector and encourages changes in productive specialization models.
FDI in the software sector is a new, non-traditional kind of FDI (see box V.1). It has a high technological content, does not require large investments and does not need large local markets. What it does require is highly skilled human resources. There is an ongoing debate on the impact of non-traditional FDI on developing countries, the circumstances in which such investment promotes development and, in particular, what role public policies play in this process (Nelson, 2009).
Latin America’s share of the software market is growing, and it is receiving an increasing flow of FDI to this sector. Since the early 2000s, the region has been an attractive location for software centres thanks to a combination of internationally competitive costs, ready availability of skilled human resources and time-zone proximity to the United States and Europe (the main consumer markets). This process has been enhanced by the fact that the region combines traditional locations with the “global service supply model” adopted by the major international software companies (Gereffi, Castillo and Fernandez-Stark, 2009).
At this stage in the development of FDI in the software sector, the largest transnational company projects are located in the major cities of Argentina, Brazil, Chile, Colombia, Costa Rica, Mexico and Uruguay. Most are highly specialized and operate according to the same standards as the best international centres. But the situation varies widely from country to country, with three patterns of specialization. First are the countries with a large domestic market that is not very export-oriented; second are the countries with a small domestic market that is highly specialized in exports; and third are the countries with a medium-sized domestic market that combines both strategies.
Installing and operating these centres in the region creates new relationships between transnational software companies and governments, local businesses and innovation systems. The primary public policy challenge therefore lies in determining how governments can improve their policies for attracting non-traditional FDI and for integrating FDI into national development in the spheres of human resources, technology transfer and innovation, and the opening of international markets. International evidence shows that the software industry does not develop spontaneously. Instead, it requires a set of structural factors that include policy instruments with a balanced approach to promoting the development of local supply and the arrival of transnational software companies while encouraging businesses to actively participate in national and local innovation systems.
In view of the above, this chapter proposes that transnational software companies can be an effective vehicle for transferring new knowledge and technologies that impact productivity and growth. However, the potential for industry deployment will be limited to countries and locations that meet certain structural conditions in terms of available human resources, quality infrastructure and a sound institutional framework. The choice of a location is based on standard factors and criteria, but, in practice, transnational companies tend to favour locations that are already consolidated (see box V.2). Public policy thus plays an essential role in reducing information asymmetries and tempering misperceptions as to the risks associated with new locations. A strategy for attracting technology investment that is consistent with national and local strategies for innovation can therefore serve a dual purpose by minimizing systemic risk in new locations and maximizing FDI impact.

This chapter is divided into three parts. The first part, on industry trends, provides an overview of the industry, its patterns of internationalization and Latin America’s potential as an emerging location. The second part, on business strategies and their impact in the countries of the region, examines how the industry has evolved, the presence of major transnational software companies in the region and their contribution to local economies. The business strategy analysis distinguishes among global transnational software companies, transnational software companies associated with vertical software development industries and transnational software companies of Latin American origin (trans-Latins). The third part looks at market opportunities and public policies and provides background on the international market space for the Latin American software industry, country competitiveness and the current status of public programmes and main policy proposals.

B. Trends in foreign direct investment in
the software industry
1. Description of the software industry
The software industry is characterized by the continuous development of new products and applications, the creation of new markets and the transformation of the business models of many traditional industries. Businesses in this industry belong to a new generation of entrepreneurs with novel business models, new strategies for cooperation and competition and original systems for innovation. The creation and development of the software industry has taken place in what is called “innovation clusters,” with their exceptional mix of universities, technology excellence centres, leading companies, angel capital and venture capital funds within a culture of tolerance, entrepreneurship and creativity. After its initial phase of development, the industry expanded geographically through the creation of international value chains involving countries with readily available human resources, low costs and a suitable business environment (see box V.3).

The software industry is characterized above all by its drive, high concentration of supply and demand, stiff competition and growing globalization:
• The international software business has been growing at rates in excess of 20% a year. Estimates for 2010 put the market at US$ 55 billion for software applications and services and US$ 30 billion for software engineering. While estimates of the international demand for software differ, they all agree that offshore production accounts for a small percentage of the potential market of US$ 325 billion. At present, nearly 26% of production takes place in offshore locations. This percentage could rise to nearly 50% of the market (World Bank, 2010; McKinsey, 2007).
• More than half of the demand for software is concentrated in the United States. Companies from India and the United States dominate the supply side, and most of the demand for applications is from the financial and manufacturing industries. This trend has been bolstered in recent years by the consolidation of major companies through acquisitions.
• Rapid technological change and new consumer needs have made this an extremely competitive sector. This competitive pressure can be seen in the need to improve service quality at a lower cost and to make systems more secure and reliable, in the preference for open-source software and in the shift from software as a product (licence sales) to software as a service (cloud computing).
• Access to global resources is increasingly an option for companies, thanks to their economies of scale and global presence. Except for sales and marketing activities that require physical proximity to customers and markets, all of the other functions performed by programmers, analysts and engineers are being transferred to remote (offshore) operations that are competitive in price and quality and relatively low in risk. It is estimated that the software applications industry employs more than 700,000 people internationally and that about half of those jobs (particularly in research and development) could, in theory, be in any location with competitive advantages (McKinsey, 2007).
• The impacts of the new worldwide distribution of jobs associated with global services have turned offshoring into a political issue in the developed countries. During the most recent presidential elections in the United States, regulations were proposed to check this process. But the threat of protectionist measures against offshoring has waned as the opening of centres in developed countries (particularly the United States) has picked up and a policy rapprochement between authorities of India and the United States has gained traction (InfoWeek, 2010).
2. Evolution of foreign direct investment strategies in
the software industry
Transnational software companies have played a significant role in the evolution of FDI in the software sector, pursuing business strategies that have shifted from cost arbitrage to a geographically diversified global production model (global offshoring). The major sector companies are listed in table V.1
TABLE V.1
PRINCIPAL TRANSNATIONAL SOFTWARE INDUSTRY COMPANIES BY COUNTRY OR REGION OF ORIGIN

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of “Global Software Top 100” and “2010 Software 500.”
The software industry has globalized in successive stages of offshoring and international deployment from the developed countries towards new, emerging markets. The business models on which globalization strategies are based have been determined by the degree of control that companies want to have over operations and by access to human resources at a competitive cost in new locations.1
1 Companies that seek to maintain control over operations (an in-house business model) can develop their own local or onshore centres or establish captive (nearshore or offshore) centres in third countries. The options for software service outsourcing are to engage local providers (onshoring) or to use international providers operating in third countries (offshoring).
Over time, the software industry has evolved internationally in sequential phases.2 The most recent phase corresponds to the third wave of industry deployment based on a model with centres operating in a coordinated fashion in multiple locations, making new pools of skilled human resources available in time zones that are complementary to centres in already consolidated locations. Noteworthy among these emerging markets are countries of Latin America and the Caribbean, the Middle East and North Africa (A.T. Kearney, 2009).
2 The first phase corresponds to the industry’s first wave of international deployment, which began in the 1980s and was led by United States companies that set up captive centres in India, Ireland and Israel to provide services to their local and international operations. The second phase began in the 1990s with the birth of the first generation of companies providing offshore services, especially Indian and United States companies specializing in IT services. The third phase, which began in the 2000s, is being led by European, Indian and United States companies in a second wave of international deployment as the industry moves into new regions with skilled human resources and competitive costs, such as China, the Philippines and countries of Central and Eastern Europe (Gereffi, Castillo and Fernandez-Stark, 2009).
Indications are that the software industry is entering a new growth cycle that will be shaped by ongoing changes associated with new technologies, business models and business strategies (see box V.4). There are at least four trends linked to this new phase: (a) the need to integrate global operations; (b) migration of the hardware industry towards higher-value-added service segments; (c) adoption of new business models in the industry; and (d) changing innovation processes.

The first trend has to do with the growing demand for applications on the part of businesses with international operations (the Fortune 500 and the Global 500), which, post-crisis, are in urgent need of cutting costs and optimizing resources by integrating their operations globally in consolidated and emerging markets. This integration process requires very sophisticated software services, tools and platforms for optimizing work flows, standardizing processes and modelling good work practices.3Among the success stories in Latin America
3 Noteworthy among the major open-integration software platforms that the leading companies have been using to improve efficiency and operational flexibility are SAP, PeopleSoft and JD Edwards (Oracle). One of the pioneering projects in this sphere is the Global Business Excellence (GLOBE) programme rolled out worldwide by Nestlé in 2000. The GLOBE programme harmonized good business practices, implemented data management systems and standardized information systems and technology platforms with a view to more efficient supply chains, back-office processes, operations management and innovation in local markets. By mid-2006, nearly 50% of Nestlé’s operations were working under GLOBE systems, covering more than 90,000 users, 300 plants, 350 distribution centres and 250 sales offices (IBM Institute for Business Value, 2010; Nestlé, 2006).
are Nestlé in Brazil, Unilever in Chile, Banco Santander in Chile and Mexico and Procter and Gamble in Costa Rica. The major transnational companies in other industries with strong software operations are shown in table V.2.
The second trend relates to hardware industry migration from manufacturing to higher-value-added service segments. This trend highlights two business strategy models that have consolidated over the past decade. On the one hand, a small group of hardware companies has decisively shifted towards services, transitioning from the production of computer hardware to
software services, systems integration and infrastructure development; notable in this group is IBM in Argentina in Mexico. On the other hand, most hardware companies have joined internationally integrated production systems, enabling them to contract standardized manufacturing activities out to independent companies and then specialize in product design and development, which are highly software-intensive. Some 50% of the top 100 hardware companies are producers of highly sophisticated software, notably Hewlett-Packard, Intel, Motorola and Dell in Argentina, Brazil and Costa Rica (ECLAC, 2008; Verberne, 2010).
TABLE V.2
MAJOR TRANSNATIONAL COMPANIES IN OTHER SECTORS ENGAGED IN SOFTWARE DEVELOPMENT, BY REGION

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of Oliver Wyman, Communications, Media, and Technology: State of the Industry 2010; Forbes, “The World’s Biggest Public Companies”, 2006 [online] http://www.forbes.com/lists/2006/18/MktVal_1.html.
The third trend involves the transformation of the industry’s business model from software as a product to software as a service, or cloud computing, whereby a wide range of services can be provided to users on demand and all of the information and applications are stored on external servers. This generates new markets, with services that are very attractive for customers in terms of range of supply (storage, processing and applications), cost, scalability and flexibility.4 Well-known examples include Microsoft, IBM and Hewlett-Packard.
4 Cloud computing is emerging as a natural extension and integration of computer science on several fronts: utility computing, distributed computing and Web service and service-oriented architecture. Microsoft has just launched a free-access version of the Office
applications that run on the Windows and Macintosh platforms, through the main Internet browsers —Explorer, Firefox, Safari and Chrome (Motahari-Nezhad, Stephenson and Singhal, 2009; The Wall Street Journal, 2010b).
Last, the fourth trend has to do with changing innovation processes as centralized research and development laboratories disappear, new products grow more complex and collaboration becomes necessary to cut development costs and time. The growing importance of the software industry in international collaboration networks is due above all to innovation processes that are increasingly focused on systems design, software architecture and new business models (Amritt Ventures, 2010). Noteworthy examples of this trend in Latin America are Hewlett-Packard, Intel, Motorola, Yahoo and McAfee.
3. Development potential in Latin America
The offshore software industry is transitioning towards consolidation of a global service supply model. Latin America could establish itself as a global software location (as China, India and countries of Eastern Europe have), thanks to the new strategies being pursued by transnational software companies. These strategies consist of combining global operations over different time zones, cost levels and operational risks. The major transnational software companies can thus combine operations in high-cost countries like Canada, the United States and the countries of Western Europe with operations in countries that are relatively lower in cost but pose greater operational risks, such as in Asia and the Pacific, Eastern Europe and Latin America. This global operating model enables companies to better balance customer preferences for nearshore or farshore locations, gain better access to skilled human resources, manage operational risks better and take advantage of time-zone differences to speed up the project and service cycle.
Evidence on software industry internationalization trends points to relative stability as to the number of new projects developed at offshore locations during the period 2004-2008, with a substantial drop from 2009 in the wake of the international crisis (see table V.3). According to the Financial Times fDi Markets online database, 2,749 software industry investment projects were announced between January 2003 and November 2010, located primarily in India (24%), China (10%) and the United States (10%). Latin America’s share of the total number of projects announced was 5.7%, compared with 48% for Asia and the Pacific, 21% for Western Europe and 9.5% for Eastern Europe.
TABLE V.3
SOFTWARE PROJECT DEVELOPMENT WORLDWIDE BY REGION, 2003-2010
(Number of projects)

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of fDi Markets [online database], November 2010.
a Data to November 2010.
The most significant trends include (a) between 2003 and November 2010, Asia and the Pacific was the region that attracted the most projects, followed by Western Europe; (b) after the international crisis, the number of projects fell off in Asia and the Pacific and Eastern Europe; and (c) the number of projects held steady or increased in North America and Latin America.
The 10 principal companies with global software projects were IBM, Microsoft, Hewlett-Packard, Oracle, SAP, Google, Sun Microsystems (subsidiary of Oracle), Fujitsu, Siemens and Capgemini, which together accounted for 22% of the total (see figure V.1).
There are three differences between the trend in new project launchings in Latin America and the Caribbean and the worldwide trend for the same period. The first is the growth in the number of projects after the crisis. The second has to do with the growing share of companies from India and Spain. The third concerns the participation of trans-Latin software companies. As figure V.2 shows, between January 2003 and October 2010, 156 software projects were launched in Latin America and the Caribbean and, despite the international industry slowdown, a record number of new projects were launched in the region in 2009.
FIGURE V.1
ANNOUNCED SOFTWARE PROJECTS BY COUNTRY AND AMONG THE TOP 10 COMPANIES
(Percentage of total number of projects)

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of fDi Markets [online database].
FIGURE V. 2
NUMBER OF ANNOUNCED SOFTWARE PROJECTS
BY REGION, 2003-2010

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of fDi Markets [online database].
The three principal countries of origin of the announced projects were the United States (53%), India (15%) and Spain (6%), followed by Brazil and Chile (see table V.4).
Of the 102 companies that have invested in Latin America, IBM is the most active, with 17 new projects announced; it was followed by Microsoft, Tata Consultancy Services, Oracle and Hewlett-Packard, which, together, accounted for 26% of the projects. Trans-Latin companies accounted for 10 projects; a noteworthy example is Sonda in Chile. The principal locations included Brazil, with 36% of the projects; Mexico, with 23%; Argentina, with 16%; and Chile, with 14% (see figure V.3).
The primary cities where announced projects were located were, in descending order, São Paulo, Buenos Aires, Santiago and Monterrey (see table V.5).
TABLE V.4
LATIN AMERICA AND THE CARIBBEAN: ANNOUNCED SOFTWARE PROJECTS BY COUNTRY OF ORIGIN OF THE INVESTMENT, 2003-2010
(Number of projects)

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of fDi Markets [online database].
FIGURE V.3
LATIN AMERICA AND THE CARIBBEAN: ANNOUNCED SOFTWARE PROJECTS BY COUNTRY AND AMONG THE TOP 10 COMPANIES
(Percentage of total number of projects)

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of fDi Markets [online database].
TABLE V.5
LATIN AMERICA: PRINCIPAL CITIES WITH ANNOUNCED SOFTWARE PROJECTS

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of fDi Markets [online database].
C. Business strategies for foreign direct investment
in the software industry and their contribution
in Latin America
1. The software industry in Latin America
The importance of the software industry in Latin America can be seen in burgeoning sales and exports. Table V.6 provides estimated figures for seven countries of the region, with high rates of growth in all of them. Nevertheless, the ratio of exports to total sales (export ratio) is relatively low compared with international successes like India and Ireland. Except in Costa Rica and Uruguay, software industries have been primarily oriented towards domestic markets. Nevertheless, in most countries this trend has reversed in recent years, especially in Argentina, Chile and Mexico.
TABLE V.6
LATIN AMERICA (7 COUNTRIES): ESTIMATED SOFTWARE INDUSTRY SALES AND EXPORTS

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of information from the Argentinian Chamber of Software and Information Technology Businesses (CESSI), SOFTEX Observatory of Brazil, Brazilian Association of Information and Communications Technology Companies (BRASSCOM), Colombian Software Industry Federation (FEDESOFT), Chamber of Software Producers of Costa Rica (CAPROSOFT), Chilean Association of Information Technology Companies (ACTI), Mexican Association of the Information Technology Industry (AMITI), Uruguayan Chamber of Information Technologies (CUTI) and International Data Corporation (IDC); Tholons and Clemente Ruiz Durán, “El reto de las tecnologías de la información”, Mexico City, National Autonomous University of Mexico (UNAM), 2007.
a Including hardware.
While these countries vary widely in size and in the degree of development of their software industry, they can be classed in three categories according to industry development patterns. In the first category are countries with large, dynamic markets that have developed an industry oriented towards the domestic market; such is the case with Brazil and Mexico. The second category comprises countries with small markets whose software industry is primarily export-oriented, like Costa Rica and Uruguay. In the third category are countries that combine both features, with middle-sized markets and an industry that is both domestically and export-oriented. Examples are Argentina, Chile and Colombia. The following sections track industry development and service supply and identify the principal transnational software companies in each of these groups (ECLAC, 2009; Gereffi, Castillo and Fernandez-Stark, 2009; Bastos Tigre and Silveira Marques, 2009; Bastos Tigre and others, 2009).
(a) The software industry in Brazil and Mexico
The development of the software industry in Brazil and Mexico and, to a certain extent, in Argentina can be traced back to former industrialization strategies that led to the establishment of a productive manufacturing base and to specialization in information technology and electronics. Industrialization along these lines also attracted the main hardware manufacturers at the time and led to the transfer of new, ICT-related technologies and the development of specialized human resources. The main difference between Brazil and Mexico is that the former stands out for its attractive domestic market and the latter for its geographical proximity to the United States market.
The economic opening that began in the 1990s coincided with the birth of software company offshoring in Latin America as the hardware and electronics industries shifted to China and other Asian countries. The main hardware companies with a presence in Brazil and Mexico (such as IBM, Hewlett-Packard and Unisys) began to turn their manufacturing plants into service centres, taking advantage of the available infrastructure and skilled human resources. That is why the major software development centres in Latin America are now found in locations that had a robust specialization in electronics, such as São Paulo, Guadalajara and Monterrey.
At the same time, major United States-based suppliers specializing in software began to explore locations close to that market, chiefly in Mexico, setting up basic IT service centres. Among them were EDS (then an affiliate of General Motors) and Affiliated Computer Services. This was followed by the arrival of software suppliers based originally in Europe, like SAP and Siemens, and a wave of major suppliers based originally in India, such as Tata Consultancy Services, Infosys, Wipro and HCL.
As the electronics industry developed, a local business base materialized in Brazil and Mexico, leading to a range of start-ups. Key local enterprises that have achieved international status include CPM, Politec, Ci&T, TIVIT, TOTVS and Stefanini in Brazil, and Softtek, Neoris and Hildebrando in Mexico.
This development has taken place against a backdrop of public policies aimed at promoting the sector, with differing approaches as to strategies, support programmes and special legislation. Brazil and Mexico, as federal States, combine international promotion programmes, national incentives and benefits offered by individual states. Promotion and marketing are handled by the Trade and Investment Promotion Agency (APEX) in Brazil and by Banco Nacional de Comercio Exterior in Mexico.
In both countries, the federal states operate with a certain degree of autonomy in promoting investment; they use tax exemptions and special land-use agreements and provide infrastructure and subsidies for training. The most attractive locations in Brazil include Campinas and Greater São Paulo. In Mexico, they are Mexico City, Guadalajara and Monterrey (see box V.5).

The main incentives provided in Brazil are tax incentives for investment and for research and development, in addition to preferential conditions for setting up businesses in technology parks. In Mexico, the legislation governing the promotion and operation of the maquila industry was expanded in 2006, thus benefiting the software industry.
Brazil, along with Argentina, has the most highly developed software industry promotion policy in the region. Support for the industry is based on the Information Technology Act passed in 1991 and the 2003 industrial policy guidelines, which were deepened in 2008. Although the original purpose of the Act was to support the hardware industry by offering tax exemptions to equipment manufacturers investing in research and development, it ended up also benefiting software companies involved in the production of hardware.
In 2003, software was included in the four strategic areas covered by Brazil’s industrial, technological and foreign trade policy guidelines, enabling the industry to tap support mechanisms such as financing lines (National Bank for Economic and Social Development (BNDES)) programme for developing the domestic software and IT services industry (BNDES-Prosoft)), support for research and development, venture capital (Studies and Projects Financing Entity (FINEP)), support from APEX for exports under the SOFTEX programmes and tax benefits for technology service export platforms.
In May 2008, Brazil launched a new policy for productive development, with a focus on promoting the software and IT service industry as one of the six programmes driving the policy. This programme —which pursues a strategy of targeting and winning markets under the coordination of the Ministry of Science and Technology and the Ministry of Development, Industry and Foreign Trade— sought to position the country as an important producer and exporter of software and IT services. It set export targets (US$ 3.5 billion in 2010), created 100,000 formal jobs and consolidated two domestic technology groups or companies with sales in excess of 1 billion reais (some US$ 700 million). The main challenges were seen as achieving international insertion of the industry, stepping up investment in technology training, strengthening domestic-technology Brazilian companies by supporting their consolidation and developing the “Brazil IT” brand. The programme to promote the software industry meshed with three other programmes focused on microelectronics, infrastructure for digital inclusion and production of display devices. These four programmes were expected to boost production chain density and win domestic and external markets (BNDES, 2008).
Mexico, in addition to its programmes for maquila production of services and support for innovation and competitiveness, launched in 2002 the Software Industry Development Programme (PROSOFT) under the coordination of the Secretariat for Economic Affairs. There has also been a policy focus on encouraging the creation of public-private partnerships for developing the sector. Among the principal support programmes are financing lines (Nacional Financiera); programmes for training human resources, promoting exports and attracting investments (MexicoIT); and the development of technology clusters.
Development of the industry in Brazil and Mexico has been spurred by a growing alliance of public and private players at the federal and state levels. The increased capacity of the software industry can be seen in the degree of territorial specialization, with different public-private partnership arrangements tapping national government support programmes, developing software all along the value chain and generating externalities in the training of human resources and in technology transfer and development (see table V.7).
TABLE V.7
BRAZIL AND MEXICO: PRINCIPAL TERRITORIAL SPECIALIZATION CAPACITIES IN THE SOFTWARE INDUSTRY

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of interviews; Paulo Bastos Tigre and others, “Desafíos y oportunidades para la industria del software y servicios en Argentina y Brasil: un estudio de cluster”, Knowledge Economy in Latin America and the Caribbean project, International Development Research Center (IDRC)/Latin American Faculty of Social Sciences (FLACSO), 2009.
According to background data for Brazil and Mexico, prospects for software industry growth are good. But there are significant challenges to face. The industry’s competitive advantages lie in a dynamic, diversified domestic market specializing in IT applications with a relevant mix of vertical industries (financial, manufacturing, retail, transport, logistics and energy); international certifications; and knowledge of applications on diverse platforms like Oracle, SAP, CRM, Unix and Linux. In this context, the main challenges have to do with increasing productivity in order to offset the rising cost of operating the centres, increasing the number of graduates in ICT-associated fields and boosting the export capacity of local companies.
(b) The software industry in Argentina, Chile
and Colombia
Software offshoring to Argentina, Chile and Colombia began to develop in the 2000s, with varying paces and areas of growth. Of the 159 new software projects recorded as FDI in Latin America over the past eight years, 35% were set up in these three countries (25 centres established in Argentina, 23 in Chile and 7 in Colombia). This recent development is due to the fact that these countries have also been able to capitalize on their relative proximity to the United States market, and they have placed their skilled human resources on the international market at a competitive cost.
Argentina has led the software offshoring industry in South America thanks to its extensive network of higher education institutions that are capable of providing a constant flow of graduates in cities like Buenos Aires, Córdoba and Rosario. After the peso devaluation in 2002, Argentina became a very cost-attractive location; this favoured the installation of new centres and the expansion of existing ones, such as those of IBM, Motorola, Intel, Tata Consultancy Services and Hewlett-Packard/EDS (ECLAC, 2009).
Argentina has a set of policies aimed at promoting the software industry, mainly through tax incentives. At the provincial level, tax exemption, infrastructure subsidy and public service programmes have been instrumental in supporting the industry in Buenos Aires, Córdoba and Rosario. The principal instruments for support are the software promotion regime adopted in 2004, which grants payroll and profit tax relief, and the Trust Fund for the Promotion of the Software Industry (FONSOFT), which provides financing for research and development projects, human resources training, process improvements and start-ups (see box V.6).


The industry developed more recently in Chile and Colombia than in Argentina, but it grew quickly during the second half of the decade. In both countries, the industry developed over a period of no more than five years.
Chile designed an active policy for attracting investments through its Economic Development Agency (CORFO), encouraging the installation of applications centres and, more recently, higher-value-added software engineering centres. This is an example of balanced development, combining capacities across segments of the value chain, where the competitive advantages lie in the combination of economic stability, human resources quality and costs. Chile does not offer tax exemptions but rather direct incentives for training, technology infrastructure co-financing and long-term leases. These incentives are complemented by training programmes in English for technicians and engineers and by the strengthening of institutions for advanced training (see box V.7).

Colombia recently began to develop the area of business services and is gradually moving towards greater-value-added areas associated with information technologies. Among the major providers of global services located in Colombia are business process outsourcing (BPO) centres, such as Convergys, SITEL, Atento, Digitex and Hewlett-Packard/EDS, and software centres for companies such as Hewlett-Packard, Indra, SAP and IBM. Colombia has also launched initiatives for supporting the sector, such as the National ICT Plan and tax exemptions for companies engaging in research and development. In addition, there is an industrial park programme that operates like a free zone, complemented by tax exemptions for companies locating anywhere in the country and by English-language training programmes for professionals.
(c) The software industry in Costa Rica
and Uruguay
In Central America and the Caribbean there is a wide range of experiences in developing the business services industry. A good example is Costa Rica, which during the 1990s launched a strategy for attracting major international software centres. Other examples include the installation of an Intel plant in 1998, the opening of the Procter and Gamble shared services centre in 1999 and, starting in 2000, centres for companies like Western Union, Hewlett-Packard and IBM. Costa Rica’s unique model is built on its successful strategy for attracting foreign investment, shepherded by the Costa Rican Investment Promotion Agency (CINDE). While CINDE is private, it operates with support from —and coordinates with— public institutions within the framework of the Science and Technology Promotion Act.
Costa Rica, a small market with a small population, chose to specialize in high-value-added services in which software development has played a significant role. There are several global software centres that have achieved international excellence, such as Intel and Hewlett-Packard in developing corporate software; Ridge Run in embedded software; Avionyx in software for the aviation industry; VIA Information Tools for the automobile industry; Slim Soft in the manufacturing industry; Fiserv, Sistemas Galileo and Global Insurance Technology in the financial industry; Schematic in the media industry; and Simple Software Solutions in business management systems. Noteworthy local companies developing software at the international level include ArtinSoft, which specializes in automated migration of systems and database solutions for the European and United States markets.
Uruguay is a special case in that it began to develop its software export industry in the 1990s and has since posted the fastest growth in the region and the best export performance. Initially, Uruguay developed an export-oriented local software industry while creating an environment for attracting international centres such as those of Tata Consultancy Services, Sabre, Trintech, IBM and Microsoft. In 2008 the country was home to more than 250 software development and integration companies and some 80 Internet service companies, with nearly US$ 219 million in exports to markets in Latin America, North America and Europe. The policy measures put in place to support the sector included declaring the software industry to be of national interest, thus exempting export activities from income tax. Other measures included the establishment of free economic zones (Zonamerica), more flexible labour agreements, financing for research and development projects and support for sector competitiveness projects (CUTI, 2011).
2. Transnational software company business strategies
and their contribution to the economy
Latin America has become a strategic location for most transnational software companies that have implemented successful internationalization strategies and established themselves as leaders, both regionally and internationally. Table V.8 shows the major transnational software companies that have consolidated their operations in the region and are taking on a key role in the transfer of new technologies, the training of human resources and export supply development.
The cases discussed in this section concern the best-known transnational software company experiences in software applications, services and engineering. For each category, the most representative companies, by ownership origin, were examined. They were IBM, Hewlett-Packard, Dell, Intel and Motorola, among the United States companies; SAP, Capgemini and Indra, among the European companies; Tata Consultancy Services, Infosys, Wipro and HCL, among companies from India; and Globant, TOTVS and Sonda, among the trans-Latin companies.
TABLE V.8
PRINCIPAL TRANSNATIONAL SOFTWARE COMPANIES OPERATING IN LATIN AMERICA

Source: Economic Commission for Latin America and the Caribbean (ECLAC), based on interviews.
(a) United States-based transnational software
companies in Latin America
United States-based transnational software companies have been growing in Latin America (see box V.8). They may be divided into two groups, according to corporate strategy. The first group comprises companies with strategies for consolidating their global IT service centres, such as IBM and Hewlett-Packard. The other is made up of companies with strategies for consolidating their software engineering centres, such as Dell, Intel and Motorola (ECLAC, 2009; Bastos Tigre and others, 2009).
In the cases examined, there is evidence of technology transfer spurred by the offshoring of service and engineering centres. In each location in Latin America where these companies have global operations, the technology content of these services has evolved and programmes have sprung up for collaborating with universities, business associations and local governments in human resources training, infrastructure and technology transfer. Examples of relevant initiatives associated with technology campuses of companies in Argentina, Brazil, Costa Rica and Mexico are partnerships with major engineering schools and with local governments for developing human resources and infrastructure; the development of new patents; and the use of venture capital funds (like Intel Capital and Motorola Ventures) for supporting technology start-ups.

(i) Strategies for consolidating global service centres: the cases of IBM and Hewlett-Packard
• IBM
IBM is one of the highest-market-value, largest IT companies in the world. It is also one of the most globalized and influential across the industry, with the sole exception of mobile technologies (see box V.9). IBM shifted sharply towards the services industry when it acquired PwC Consulting in 2002 and sold the IBM personal computer manufacturing division to Lenovo in 2004. IBM’s strategy has been to become more competitive and to scale up its operations through service integration and specialization and by adopting an active acquisitions stance and creating a network of global services centres. IBM stands out for its integrated portfolio of services in strategic business areas, such as systems optimization and smart applications, achieved by acquiring firms such as Clarity Systems, PSS Systems and Blade Network Technologies, among the most recent ones.

IBM’s longstanding presence in Latin America dates back to its office equipment and, subsequently, hardware manufacturing operations in Argentina, Brazil and Mexico. During the 1990s it began to change its facilities over from manufacturing equipment to increasingly value-added IT services. IBM’s operations in the region have been oriented not only towards serving local markets, but also towards establishing global and regional centres that operate on an international scale and are highly specialized in IT services, software development and research. IBM’s main global operations in the region break down into three broad types of centre. They are:
– Global centres in Argentina and Brazil, operating in an international network with similar centres in China, Egypt, India, the Philippines, Romania and Viet Nam. These centres provide IT support, processing, remote monitoring of complex systems and software development services. Some 900 professionals work at the centre in Buenos Aires; the Hortolândia facility in São Paulo has about 3,000 employees;
– The regional software development centres in Brazil and Mexico, with their software laboratories geared towards demand solutions, testing and development of applications for vertical industries. Nearly 700 software development engineers work at the technology campus in Guadalajara, while some 100 professionals work at the software laboratory in Mexico City;
– The Research and Development Centre in Brazil, which is part of an international network of nine research laboratories located in seven countries.
• Hewlett-Packard
Hewlett-Packard (HP) is one of the largest and most diversified companies in the IT industry. Like the top companies in the industry, it has followed a clear strategy of moving out of hardware components and maximizing its software and services operations by means of acquisitions. The historic acquisition of EDS in 2008 was followed by operations involving networks, mobile technology, software, warehousing and security firms —most recently 3Com, Palm, Fortify Software, 3PAR and ArcSight.
HP’s presence in the software industry in Latin America has been shaped by two factors: historical location patterns for HP hardware manufacturing plants (HP service centres) and General Motors automotive plants (EDS service centres); and, recently, strategies for providing global services for in-house applications and for external clients. HP has thus developed a BPO services platform and has phased in software development and research and development operations. Among its major global centres in the region are those located in San José, Costa Rica (6,500 employees), Guadalajara, Mexico (5,000 employees) and Córdoba, Argentina (1,000 employees), encompassing global BPO services, IT infrastructure support and software development.
HP has sought to place its new centres elsewhere than in capital cities, in locations with good universities, qualified human resources and suitable infrastructure. In addition to its existing global operations in San José, Córdoba and Guadalajara, it has announced others in Porto Alegre (Brazil), Ciudad Juárez (Mexico) and, recently, Medellín (Colombia).
HP is increasingly focusing on software development, combining global services centres with smaller, more specialized operations. Some noteworthy examples associated with software development are listed below:
– At the global services centre in Guadalajara, in addition to providing BPO services for the company’s management processes worldwide, there is a team of nearly 500 professionals specializing in IT infrastructure support, software development and research and development;
– The Porto Alegre Software Development Centre, located in the Pontifical Catholic University of Rio Grande do Sul technology park (Tecnopuc), employs some 400 professionals who are partnering with several universities as they work on digital printing, software algorithms and high-performance computing;
– The global services centre in Córdoba, besides providing BPO services, has a software applications development unit with 400 professionals and an infrastructure and database management unit with the same number of staff. Both units are expanding;
– Separate from the global BPO centre in San José, in 2008 HP set up a research and development centre to design software for wireless networks and highly complex microprocessors. This centre is operating in the Ultrapark free economic zone in Heredia, with nearly 110 engineers who are highly skilled in designing integrated circuits and embedded software and in testing complex applications.
(ii) Strategies for consolidating software engineering centres: the cases of Dell, Intel and Motorola
Dell, Intel and Motorola have all set up software engineering centres in the region, associated with the production of hardware components and support for in-house activities. These development centres, located in Argentina, Brazil, Costa Rica and Mexico, have given rise to groups of highly specialized, internationally certified professionals working at the industry’s technology frontier.
• Dell Computer
Dell Computer offers a wide range of products, including mobile devices, computers, software, peripherals, servers, data warehouse appliances and networks, plus ICT services and business processes. This company, which revolutionized the Web-based ICT business, has maintained its leadership in the integration and optimization of complex systems and stands out for developing a new generation of servers and data centres that operate the highest-capacity and highest-speed websites in the world. It has rolled out a diversification strategy geared towards ICT services, acquiring Perot Systems Corporation for about US$ 3.5 billion in 2009. This acquisition brought services into Dell’s business areas, including applications development, technology, business processes and consulting.
Dell has had a presence in Latin America since 1999, when it invested US$ 108 million in its first manufacturing plant in the region, in Eldorado do Sul in the State of Rio Grande do Sul, Brazil. It added a technical support centre at this facility and later set up a second hardware plant in Hortolândia, São Paulo (Nelson, 2009). Another major Dell initiative was to set up a corporate software development centre in partnership with the Pontifical Catholic University of Rio Grande do Sul in Porto Alegre. The centre employs more than 200 professionals and is part of a network of Dell centres in Austin (United States), Bangalore (India) and Saint Petersburg (Russian Federation).
Through the Perot Systems operation, Dell has a service outsourcing centre in Guadalajara, Mexico, with a staff of nearly 400 professionals, providing ICT infrastructure services to customers in the United States and Latin America. This centre is part of Dell’s global network of centres in China, Germany, India, Ireland, the Netherlands, Romania and the United Kingdom.
• Intel Corporation
Intel Corporation is a leading company in the semiconductor industry, designing and producing ICT components such as microprocessors, motherboards, network components and other hardware platforms. Like other leading corporations, Intel is developing new hardware and software architectures to address the challenges associated with broadband connectivity, mobile technologies, virtualization and cloud computing, collaborative networks, security and energy efficiency. Over the past few years, Intel has acquired technology companies in the areas of embedded software for mobile systems, new memory and warehousing technologies, image processing and security software, notably Wind River Systems, Micron Technology, Numonyx, CognoVision and McAfee.
Intel has a significant technology innovation presence in Latin America (see box V.10). A good example is its production plant in Costa Rica, which is part of the global network of microprocessor assembly and validation plants located in China, Malaysia, the Philippines and Viet Nam. It has software research and development capabilities in Argentina, Costa Rica, Mexico and, recently, Chile (through McAfee), as described below:
– In Argentina, Intel installed in 2006 what was at the time the company’s fourth software laboratory in world, after those in China, the Russian Federation and the United States. This centre, which is located in Córdoba and employs 200 professionals, is specialized in software infrastructure development, new architecture optimization and IT security;
– In Costa Rica, in addition to a microprocessor assembly and validation plant, Intel has a software development centre that covers a range of the company’s needs, particularly in the areas of high-volume assembly and test technology development, financial processes and human resources. This centre, located in San José, employs nearly 350 professionals;
– In Mexico, Intel has had a software engineering plant in Guadalajara for 10 years. With a staff of 400 professionals, the centre is specialized in designing, testing and validating integrated circuits and is ramping up to a staff of 800 professionals over a three-year period;
– In Chile, McAfee (a leader in security software) is installing its first research laboratory in Latin America. This is in addition to three others located in global centres in Santa Clara (United States), Bangalore (India) and London. This laboratory will employ some 60 professionals.

• Motorola Mobility
Motorola Mobility is a leader in communications infrastructure, mobile technology and wireless devices, integrating products and platforms to deliver multimedia services such as video, voice, messaging and Internet-based applications. It employs some 20,000 professionals worldwide, has development centres in Australia, India and the Russian Federation and has generated more than 24,500 patents. Among its principal digital products are smart mobile devices, wireless accessories, video systems and broadband infrastructure. In 2010 it acquired SecureMedia and BitBand to enhance its technology capabilities for video content development and management. In early 2011, Motorola Mobility completed its spin-off from Motorola Inc. in order to specialize in media, mobility, computing and Internet technology convergence.
Latin America is an important market for Motorola, accounting for nearly 24% of its mobile device sales. The company has led the deployment of broadband communications, telecommunications and public safety infrastructure, offering business mobility solutions, high-definition video and mobile devices. Among Motorola’s software development centres are its facilities in Argentina, Brazil and Mexico. In late 2001, Motorola opened a software development centre in Córdoba (Argentina), which employs nearly 250 highly qualified professionals. This centre has developed software solutions that are used in Motorola products and by Motorola customers in wireless communications, telecommunications infrastructure and software engineering tool design. The company has software engineering and design centres in São Paulo (Brazil) and Monterrey (Mexico) and a manufacturing plant in Reynosa (Mexico).
(b) Europe-based transnational software companies in Latin America: the cases of SAP,
Capgemini and Indra
The strategies that a number of Europe-based transnational software companies have pursued for expanding into the Latin American market have led them to outsource some medium-sophistication technology operations by installing software development centres (see box V.11). The following sections describe the various experiences with technology transfer in working with local universities and authorities.

• SAP
Germany’s SAP is a global leader in business management software, offering applications and services that enable companies across a wide range of industries to manage their business processes more efficiently. With some 100,000 clients worldwide, it is a trendsetter in new software development. Over the past few years SAP has consistently grown its client base, increasing its share of the global market while the combined share of its competitors has gone down.
The Latin American market is increasingly important for SAP, as seen in the 37% rise in sales in the third quarter of 2010. The growth in Brazil, Chile, Colombia, Mexico and Peru was especially noteworthy, although Brazil was the only country where the company had installed new development capacity.
In 2006, SAP opened its first software development centre in Latin America, in São Leopoldo, Rio Grande do Sul (Brazil), to secure access to the Latin American market, time-zone proximity to the United States market and the availability of IT human resources with language capabilities in Portuguese, Spanish, English and German (see box V.12). This centre employs nearly 400 professionals and focuses on software development for Latin America, product support for the United States market and training and technical assistance services for SAP partners in the region. The centre was set up with support from the University of the Sinos Valley in the São Leopoldo technological park.

• Capgemini
France’s Capgemini is a leader in systems integration and consulting services, with operations in more than 30 countries. It provides a wide range of BPO services in customer, financial, human resources and supply chain management, among others. In recent years it has established or acquired service and software development centres in the region as follows:
– In Chile, Capgemini acquired in 2008 Unilever’s regional service centre in Santiago and, later, expanded the facility and installed an ICT support centre with some 200 professionals;
– In Argentina, the company installed a software centre in the city of San Martín (Buenos Aires);
– In Brazil, Capgemini acquired in 2010 a 55% stake in the service company CPM Braxis for US$ 307 million, bringing the staff up to 6,500 people. It later acquired a second BPO service centre from Sonda Procwork in Santa Catarina. These new centres put Brazil in sixth place among ICT service locations for the domestic and international market.
• Indra
Spain’s Indra is a global technology company that creates ICT solutions and provides consulting services. Its focus is on systems development, integration and maintenance, as well as BPO services. The company provides services and products for vertical industries such as telecommunications, transport, manufacturing, energy, finance and government. Indra operates in more than 100 countries, employs some 25,000 professionals worldwide and invests significantly in research and development.
Indra’s software engineering centres are integrated in its network of 20 facilities in Europe (Republic of Moldova, Slovakia and Spain) and Asia (Philippines) and employ some 2,000 professionals. In Latin America, the company has operations in Argentina, the Bolivarian Republic of Venezuela, Brazil, Chile, Colombia, Guatemala, Mexico, Panama and Uruguay, including the following:
– Indra has three software development centres in Argentina —in Buenos Aires, Córdoba and San Luis. Together, they employ nearly 450 professionals specialized in corporate applications maintenance and in developing niche applications for the transport industry (particularly, software for air navigation, radar equipment and flight simulators);
– In Panama, Indra has a development centre focused on electrical interconnection systems for the countries of Central America. It produces applications for managing electricity transactions and power generation projects;
– In Mexico, the company has a test laboratory serving the North American and European markets, with a staff of some 50 professionals. In Brazil and Colombia, Indra has units specializing in telecommunications, energy and the government sector.
(c) India-based transnational software companies in Latin America: TCS, Infosys, Wipro and HCL
India-based transnational software companies can be expected to maintain their competitive advantages in the IT service market because their service centres adhere to high standards of productivity and quality and can draw on a pool of skilled human resources at a competitive cost. However, they will have to operate in increasingly open markets and compete with a wide range of companies in the areas of consulting (Accenture, Atos, Capgemini), multinational technology firms (Oracle, HP and IBM), captive ICT centres for large corporations and other IT service outsourcing firms (CSC Keane and Dell Perot).

In the fast-growing IT service market, the challenge will be to mesh current operations in India with new centres in other regions that can narrow the time-zone gap with the major United States and European markets, focusing on offshoring opportunities in the countries of Eastern Europe and Latin America.
The four Indian companies chosen here as case studies are the world’s largest IT service outsourcers; their global centre offshoring strategies are contributing to the development of this industry in Latin America. These services centres have enabled the region to access the international market for IT services more quickly thanks to the transfer of new business models, the implementation of new management processes for large-scale provision of services and the development of specialized human resources (see box V.13).
• Tata Consultancy Services
Tata Consultancy Services (TCS), part of the Tata Group, is a world-class IT service outsourcer whose customer portfolio includes the major international corporations. TCS provides a wide range of IT services, such as infrastructure, BPO and engineering services for banks, financial services, manufacturing, commerce and telecommunications. To this end, it has acquired several companies; among the most recent are Citigroup Global Services and Unisys Insurance Services.
TCS has been one of the pioneers in developing and implementing the global network delivery model, which enables it to service customers from multiple locations in China, Europe, India, Latin America and North America. This organization model allows global delivery centres to collaborate on projects and leverage resources to ensure a consistent standard of service worldwide.
TCS has operations in most of the countries of Latin America and employs some 9,000 professionals. Its business approach in the region combines domestic market development in Argentina, Brazil, Chile, Colombia, Ecuador, Mexico and Peru with global development centres in Mexico and Uruguay.
Uruguay has been unique in that it was, in 2002, the first centre that TCS established in Latin America. TCS’s decision was based above all on the educational level of the population, the favourable business environment for Indian companies and public policy aimed at promoting software exports that granted tax-free status to a trade zone (Zonamerica) (Chu and Herrero, 2005). The Montevideo global development centre now employs about 900 professionals; 85% of them serve customers in the United States and 15% tend to customers in the region. They specialize in BPO services (approximately 400 professionals) and software development and IT services (about 400 professionals).
The company has three global development centres in Mexico that employ some 1,500 professionals focusing on the local market and the United States market. TCS inaugurated its first centre in Guadalajara in 2007. Two new centres were established later, one in Mexico City and the other in Querétaro. These centres offer IT, software testing, BPO and consulting services.
• Infosys Technologies Limited
Infosys Technologies Limited (Infosys) is a global technology services company that offers business solutions, software services and BPO. Like the other companies, one of its strategic priorities is to implement the global delivery model that will enable it to operate with large groups of highly qualified professionals 24 hours a day across time zones. The company has service and development centres in Australia, Canada, China, the Czech Republic, India, the Philippines, Poland, Thailand and, recently, Brazil and Mexico.
Infosys launched its Latin American operations in 2007, when it opened an IT development and BPO service centre in Monterrey, Mexico, that employs some 400 professionals and serves major financial institutions in Mexico, Spain and the United States. Infosys’s second centre in Latin America is in Belo Horizonte, Brazil; it provides services to clients in a range of industries that include banking, financial services, insurance, manufacturing, commerce, telecommunications and energy.
• Wipro Limited
Wipro Limited (Wipro) is a global company providing IT, BPO and consulting services, such as software development services, systems integration, infrastructure management, applications design, BPO and research and development services oriented towards cloud computing, green technologies, mobile applications, social networks and security.
In keeping with its strategy for opening global centres, Wipro has established a network of centres close to its main customers on several continents. In Europe, Asia and Oceania it has centres in Reading in the United Kingdom, Kiel in Germany, Bucharest in Romania, Shanghai and Chengdu in China, Cebu in the Philippines, and Sydney, Adelaide and Melbourne in Australia. The company has major centres in Atlanta and Nashville in the United States and, in Latin America, in Curitiba in Brazil and Monterrey in Mexico.
In Mexico, Wipro’s facility in Monterrey opened its doors in 2007; some 100 professionals serve customers in Europe, Latin America and the United States. In Brazil, Wipro set up in 2008 a BPO services centre to handle finances, order management, customer service and human resources for local clients in Curitiba. A 2010 expansion brought in an IT service centre to serve local and international clients, and 350 professionals were hired.
• HCL
HCL is another leading Indian company that provides engineering, BPO, ICT infrastructure, systems integration and software design and implementation services to vertical industries like telecommunications, aviation and defence, financial services, media, transport and the automotive industry. It has more than 60,000 employees worldwide in 19 countries. HCL’s presence in Latin America is still incipient: the IT applications development centre in São Leopoldo, Brazil, was inaugurated in 2009.
(d) The trans-Latin software companies:
Softtek, Sonda, Globant and TOTVS
Latin America has seen the emergence of many local companies engaged in global IT services. These trans-Latin software companies are pursuing internationalization strategies to gain a share of regional and international markets. Notable among them are Mexico’s pioneering Softtek, Sonda in Chile as it consolidates regionally, Argentina’s emerging Globant and Brazil’s TOTVS as it specializes in the region.
TABLE V.9
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of interviews and information provided by the companies [online]; http://www.softtek.com/; http://www.sonda.cl/; http://www.globant.com/; http://www.totvs.com/.
• Softtek
Softtek, founded in 1983 by Grupo Alfa employees in Mexico, is a pioneering Latin American company that began by developing services for the local market and then rolled out an internationalization strategy for entering the United States market, thus kicking off the expansion of software trans-Latins.
Softtek is a global provider of IT services and business process solutions. It has more than 6,000 employees and a sales volume estimated at US$ 234 million in 2007, of which exports accounted for a significant share. The company invests heavily in training and certification, and it partners with teaching and technology research institutions, in particular with the Monterrey Institute of Advanced Technological Studies (ITESM).
In line with its strategy for internationalization, the company has 30 global offices in Asia, Europe, Latin America and North America, plus nine global delivery centres. The latter are in Argentina (La Plata), Brazil (São Paulo), China (Beijing and Wuxi), Mexico (Mexico City, Aguascalientes, Ensenada and Monterrey) and Spain (La Coruña). This network of global delivery centres enables Softtek to offer applications development, software testing, applications security, end-user support and BPO services. The company also specializes in support and maintenance for customers’ in-house software and for solutions delivered by other firms (such as SAP) and other corporate software solutions. Softtek began to internationalize when the North American Free Trade Agreement (NAFTA) took effect, enabling the company to capitalize on its nearshore advantages vis-à-vis its customers in the United States (ECLAC, 2009). Its progress as an international provider can be divided into two stages:
– In 1997 Softtek introduced the nearshore service model, creating its global delivery centre in Monterrey. From 1997 to 2003, the company operated exclusively from its sites in Mexico, serving the United States market as an alternative to locations in China and India. In late 2003, the company acquired GE’s global development centre in Mexico, which employed 1,000 engineers, and thus became the main nearshore provider of IT solutions for GE;
– The second stage, under the global nearshore model, began in 2004 with the opening of centres in Brazil and Spain and continued with the acquisition of farshoring centres like IT United, an offshore software development and services provider in China, in 2007.
• Sonda
Sonda, founded in Chile in 1974, is a trans-Latin whose consistent internationalization on a regional scale has made it the principal ICT systems integrator in Latin America and one of the region’s four main ICT service companies, along with IBM, HP and Accenture.
Through its subsidiaries and affiliates, Sonda has operations in Argentina, Brazil, Colombia, Costa Rica, Ecuador, Mexico, Peru and Uruguay. It employs some 10,000 professionals, 60% of whom are in Brazil. Revenue for 2010 came to US$ 952 million, of which US$ 526 million was outside Chile: US$ 351 million in Brazil and US$ 81 million in Mexico. The principal services provided by Sonda include software development, systems integration, ICT service outsourcing and implementation capacities in business intelligence, mobility, security and traceability.
Sonda began to expand in Latin America during the 1980s, moving into nearby markets: Peru in 1984 and Argentina in 1986. It stepped up internationalization later, in two broad stages:
– In the period 1990-2000, Sonda expanded to the other countries of South America with relatively small markets but high growth potential, such as Ecuador (1990), Uruguay (1994) and Colombia (2000);
– In the period 2001-2010, the company consolidated its internationalization in Latin America, strengthening its market in Colombia and launching into larger, more distant markets. During this period, Sonda acquired companies in Brazil, Costa Rica
and Mexico.
Sonda’s expansion milestones have been associated with its acquisitions programme in recent years (see table V.10). In 2007 it bought one of Brazil’s five largest software development and IT services firms (Procwork) under an agreement valued at US$ 118 million. In 2008 it expanded its operations in Colombia, buying local service provider TI Red Colombia for US$ 14 million. In 2010 it completed the acquisition of four leading Brazilian data warehousing, virtualization and processing companies, plus a firm in Argentina and another in Mexico, for a total in the area of US$ 100 million.
TABLE V.10
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of Thomson Reuters [online] https://www.thomsonone.com.
• Globant
Globant, founded in Argentina in 2003 by a group of entrepreneurs and supported by Fundación Endeavor, is a successful, emerging firm specializing in global IT services outsourcing. It provides a wide variety of IT offshoring services ranging from software development and infrastructure management to creative services that include portals, mobile applications and content management. Globant is headquartered in Buenos Aires and has sales offices in the United States (Boston and San José) and Europe (London). There are services centres in several cities in Argentina, as well as in Colombia and Uruguay. Globant’s principal service delivery centres are located in Tandil, La Plata, Córdoba, Rosario and Resistencia —in Argentina— and in Bogota and Montevideo.
Globant posted robust growth during the period 2007-2010, increasing sales from US$ 19 million to US$ 56 million and boosting the payroll from 750 professionals to 2,000. Projects outside Latin America accounted for nearly 90% of revenue. Among the drivers of this growth was the acquisition of Openware in 2008. On the strength of successful project execution with international customers such as Google, Sabre Holdings, Lastminute, Travelocity and Sun Microsystems, Globant has positioned itself well internationally in a relatively short period of time; this position has been recognized by international consulting firms like Gartner, Global Services and Black Book of Outsourcing.
• TOTVS
Brazil’s TOTVS, founded in 1983 as Microsiga, is a trans-Latin software firm that successfully competes with world-class companies in the business applications market in Latin America. As a provider of specialized enterprise resource planning (ERP) software for the small and medium-sized enterprise market, TOTVS has become the seventh largest ERP provider in the world in terms of market share. It is the leader in Brazil and Latin America, ahead of transnationals such as SAP and Oracle. TOTVS offers customer relationship management, business intelligence and supply chain management software, in addition to consulting, management process outsourcing, infrastructure and distance learning services.
TOTVS operates in Brazil and, through subsidiaries, in the rest of Latin America. It has more than 15,000 employees in some 40 offices in Argentina, Brazil, Chile, Mexico, Paraguay and Uruguay. In 1997 it opened its first representative office in another country (Argentina), followed by one in Mexico in 2003 and then in Portugal in 2007. The company now has software development centres in Belo Horizonte, Joinville, Porto Alegre, Rio de Janeiro and São Paulo, in Brazil; and in Buenos Aires (120 people), Mexico City (100 people) and Lisbon. In the other countries it operates on a franchise basis with local partners.
TOTVS’s successful positioning and specialization strategy, chiefly in the Brazilian market, is built on developing new products based on cloud computing technologies and software as a service. To this end it has, in recent years, sought strategic acquisitions that have enabled it to develop new product lines and distribution channels. One of its major purchases was Datasul, its main rival in Brazil, for US$ 375 million (see table V.11).
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of Thomson Reuters [online] https://www.thomsonone.com.
D. Market opportunities and policies for developing
the software industry in Latin America
1. Market opportunities and software industry competitiveness
in Latin America
Changes in how the software industry is organized, plus evolving business strategies for FDI in the software sector, are giving rise to a new environment for the software market that has made Latin America a major player alongside India, China and Eastern Europe. The region has gained space as a provider of software for the United States and part of Europe, participating in a global network of operations with locations that cross time zones and enjoy customer proximity. India’s leadership is facing significant challenges arising from the saturation of certain production zones, higher country risk, high staff turnover and permanent wage inflation. Eastern Europe, which in recent years had become an alternate location to India, especially for the European market, has also begun to show signs of stagnation.
The regional software industry has developed as international recognition has grown on the strength of favourable factors such as macroeconomic growth and stability, business environment, operating costs, availability of qualified human resources and government policies supporting the industry (see table V.12).
The case studies set out in this chapter show that Latin America is an attractive value proposal for transnational software companies and trans-Latin software companies who are expanding their global operations, thanks to the availability of skilled human resources, competitive costs and geographical proximity to and cultural affinity with the markets of the region, the United States and part of Europe. However, the main challenge lies in the ability of the countries of the region to turn out a sustainable supply of human resources with IT competencies.
TABLE V.12
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of fDi Markets [online database], A.T. Kearney, Gartner and Global Services.
2. National public policy challenges
Most of the countries of Latin America have defined and implemented, with varying degrees of intensity, policies and programmes for supporting the software industry and for promoting and attracting FDI. Programmes adopted in this environment combine special laws, regimes and promotion activities with incentives that directly or indirectly favour foreign investment in the sector. Most of the countries have investment promotion agencies, such as APEX in Brazil, CORFO in Chile, Proexport in Colombia and CINDE in Costa Rica, in addition to ProMéxico and Uruguay XXI.
The various public programmes for supporting the software industry examined herein combine initiatives on four fronts: incentive programmes for the hardware industry that have been refitted for the software industry; programmes with legislative measures for supporting the local industry and developing software industry exports; programmes for attracting FDI in the software sector that stress international promotion and incentives; and technology innovation programmes that address critical factors for the industry, chiefly human capital training and research and development capacity-building. The countries that have long-term policies for supporting the industry have a foundation of complementarities in higher education, research and development, legal frameworks and local productive structures that have enabled FDI in the software sector to have a substantial impact on human resources training, technology transfer and export growth.
In view of the major software development centres established in the region, the new public policy challenges lie not only in finding the best way to facilitate and promote FDI in the software sector and the local software industry, but also in determining how to maximize the positive impacts on productivity, human resources training and technology transfer and innovation. This calls for new policies integrating software industry development with national innovation systems in order to address the following three gaps (ECLAC, 2010):
– Gaps in innovation policy: associated with the need to integrate the software industry and software companies with national and local strategies for innovation, covering such issues as human resources development, technology innovation and promotion of entrepreneurship;
– Institutional gaps: related to the public-private institutional modality for designing and implementing industry development programmes involving key players;
– Programme gaps: referring to putting in place more effective programmes and incentives with a positive impact on the development of the sector, as well as the requisite budgetary resources.
3. Proposed national and regional initiatives for
the software industry
There are three high-impact lines of action for capitalizing on offshoring opportunities in the software industry: developing human capital, promoting strategic partnerships between companies and institutions and improving the regulatory framework. In each of them there is significant space for creating mechanisms for cooperation among the countries of the region, because these are recurrent themes in national projects for supporting software industry competitiveness (Gereffi, Castillo and Fernandez-Stark, 2009).
(a) Human capital
The first initiative for developing human capital is to speed up the integration of the region’s labour markets, achieving greater mobility for highly qualified human capital and talent and establishing communications technology platforms. This will require consolidating regional demand for the software industry professionals that businesses need, improving the regulatory framework for the migration of professionals, relaxing the limits on hiring foreign nationals and making hiring and visa processes easier. In this regard, it would be useful to examine the experience of programmes and policies for attracting, retaining and moving talent among the countries of the region and elsewhere.
Another human capital initiative involves increasing the number of graduates in software-related disciplines. The goal is to disseminate good regional and international practices for encouraging registration in critical degree programmes and raising the student retention rate. There are relevant experiences with awareness campaigns highlighting opportunities in the software industry, with identifying target audiences and critical factors that influence career selection and with designing strategies for retaining students by means of levelling courses, modular courses of study with intermediate certifications, and financing facilities.
The third measure is to improve the quality of the supply of graduates in software disciplines. To do so, training programmes must be brought into line with industry needs by building up relationships between institutions of higher learning and the industry, especially transnational companies. This requires institutional capacity-building, pinpointing graduate competency gaps vis-à-vis industry needs and matching programmes and curriculum grids. Because one of the most significant competency gaps is fluency in English, one area for regional collaboration would be to set up intensive English-language programmes.
(b) Strategic partnerships between businesses
and institutions
Several countries have promoted partnerships between companies as an efficient tool for making local software companies —particularly the smaller ones— more competitive. One possibility would be to identify the best regional and international practices linking supplier programmes with transnational companies, and to promote partnerships between regional enterprises seeking entry into international markets. Programmes that could be regional in scope include supplier development programmes, services export partnership programmes, technical assistance programmes for obtaining international certification, programmes for strategic alliances with complementary providers and foreign business platform development.
(c) Improving the regulatory framework
In addition to the proposals related to the immigration of foreign professionals, one objective should be to improve the regulatory framework in keeping with the non-traditional needs of software companies. Improving the regulatory framework means, among other things, allowing flexible work schedules, recognizing the software industry as a service export industry, optimizing the tax framework, enhancing personal data protection laws and promoting universal broadband access.
(d) Alternatives for regional coordination
It is proposed that the strategy for positioning Latin America as a software industry destination be led by public-private coalitions involving the region’s leading investment promotion agencies, software business associations, research and development centres and institutions of higher education, among others. Examples of initiatives that have taken on the challenges that the region’s software industry is facing include, for the private sector, the Federation of Latin American, Caribbean and Spanish Information Technology Entities (ALETI), which groups the ICT industry across 17 countries, and, for the public sector, the investment promotion agencies of Latin America operating under the umbrella of the World Association of Investment Promotion Agencies (WAIPA). The purpose of a public-private coalition would be to promote the development of the software industry in the region by partnering with governments for policymaking, to boost the supply of specialized services between countries, to foster regulatory improvements and to generate and disseminate useful information for the industry.
E. Conclusions
ICTs are generating job opportunities and new business around the world, especially in developing countries. Latin America has become known not only for its potential as a destination for offshoring software operations but also as an emerging force in the industry. The region is thus already part of the global software industry, and it has begun to attract FDI in this area. The significance of this FDI lies in the fact that it represents investment in a non-traditional, high-growth and high-technology-content sector that makes intensive use of qualified human resources and holds positive externalities for the economy. Argentina, Brazil, Chile, Colombia, Costa Rica, Mexico and Uruguay are increasingly participating in the global software industry, joining production networks in China, India, the United States and Europe. Software centres are concentrating in locations that have qualified human resources and have implemented development and production innovation programmes with the active involvement of businesses, universities, institutions and the government.
The cases examined show that Latin America is a strategic location for leading software companies. These companies have established many global IT services and research and development centres in the region, operating under international standards for quality and efficiency. The new corporate strategies for FDI in the software sector see the region as a complementary location for operations in China, India and Eastern Europe. And trans-Latin software companies have also emerged, with a high potential for development and a focus on the regional and the international market alike.
There are still new opportunities for software industry growth. But taking advantage of them calls for proactive and long-term public policies. There is space for growth in inserting Latin America in this industry, which can benefit new locations and countries in the region, with magnitudes comparable to those attained by Eastern Europe. It is clear that this development will not happen on its own; rather, it will require a set of public policy components with an integrated approach to attracting FDI and developing local industry while spurring the participation of companies in local and national innovation systems. Noteworthy among the principal policy initiatives identified are programmes for developing human capital, supporting research and development, encouraging strategic alliances between businesses and institutions and improving the regulatory framework. On all these fronts, the mechanisms for collaboration among countries and locations both can and should be strengthened.
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