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1. Context
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A region mired
o The trap of low, The trap of
N th ree volatile, exclusionary  high inequality and

and unsustainable low social mobility

dEVEIOpment economic growth and cohesion
traps

The trap of weak
institutional capacities
and ineffective
governance
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Scaling up and improving productive development policies will be key
—and FDI, crucial— in breaking free of the low-growth, low-productivity trap

Productive development policies are focused on sophistication, diversification and virtuous structural change to drive

productivity and achieve more productive, inclusive and sustainable development models.

Productive structures (sectors, chains, clusters, MSMEs companies)
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Territory-focused productive development

Governance for productive development

Source: J. M. Salazar-Xirinachs and M. Llinas, “Towards transformation of the growth and development strategy for Latin America and the Caribbean: the role of productive development policies”,
CEPAL Review, No. 141 (LC/PUB.2023/29-P), Santiago, Economic Commission for Latin America and the Caribbean (ECLAC), 2023.
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Advancing productive development agendas in priority sectors,
including FDI attraction

Big push

for sustainability

Energy transition:
renewable energies,
green hydrogen and lithium

Industry Services

Pharmaceutical and
life sciences industry

Electromobility

Circular economy
The medical devices

. The bioeconomy: sustainable
manufacturing industry

agriculture, genetic resources
and bioindustrialization

Agriculture for food security

Advanced manufacturing Sustainable water management

Sustainable tourism

Source: J. M. Salazar-Xirinachs and M. Llinds, “Towards transformation of the growth and development strategy for Latin America and the Caribbean: the role of
productive development policies”, CEPAL Review, No. 141 (LC/PUB.2023/29-P), Santiago, Economic Commission for Latin America and the Caribbean (ECLAC), 2023.
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2. International overview of FDI
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International FDI inflows fell in 2023 (-2%)
amid considerable uncertainty and high interest rates

Global FDI inflows

(Billions of dollars)
2 000 * Persistent geopolitical conflicts and
1800 high interest rates affected FDI flows
1 600 in developed and developing countries
1 400 * FDI inflows declined in both the
1200 United States and China,
1000 the leading recipient countries
800 ] * The European Union, excluding
600 Luxembourg, also received less
e . ] - * Multinational companies restricted
200 ] | ] cross-border mergers and acquisitions
200 2018 2019 2020 2021 2022 2023

European Union M China United States B Other countries

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of data from United Nations Conference on Trade and Development (UNCTAD).
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Global increase in value of FDI project announcements
(future investments): interest in renewable energies
and strategic technologies

World regions: FDI project announcements, 2011-2020, World: FDI project announcements, by major sector,
2021, 2022 and 2023 2011-2023
(Trillions of dollars) (Billions of dollars)
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of Financial Times, fDiMarkets.
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3. Overview of FDI in Latin America
and the Caribbean
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High level of FDI inflows in 2022 not sustained
in 2023 (-9,9%)

Latin America and the Caribbean: FDI inflows, 2010-2023
(Billions of dollars and percentages of GDP)
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=$=FD|inflows — FDlinflows asa percentage of GDP (right scale)

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of official figures as of 19 July 2024.
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Picture is mixed, regional performance
shaped by downturn in Brazil and Mexico

Latin America and the Caribbean: FDI inflows,

by country, 2023
(Percentages of total)
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Latin America and the Caribbean: FDI inflows, by country, 2022 and 2023
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of official figures and estimates as of 19 July 2024.

Note: Does not include Barbados, Bahamas, Cuba and Haiti from the Caribbean subregion and the Bolivarian Republic of Venezuela from South America owing to lack of 2023 data.
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FDI components: only reinvested earnings
posted growth

Latin America and the Caribbean: FDI inflows, by component, 2010-2023
(Billions of dollars)
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> * Reinvested earnings were up

:E Vi N A (+16%), accounting for half
/ i SN aN of 2023 inflows

/b\‘.\\ 7:7 > * Equity inflows fell (-22%)
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of official figures and estimates as of 19 July 2024.
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Services remained leading sector
despite decline in inflows

Latin America and the Caribbean (14 countries):?sectoral distribution

of FDI inflows, 2010-2023 * Services accounted for 46% of FDI
(Billions of dollars) . .
inflows, although investment was
80 . _ )
B . lower than in 2022 (-24%)
o I /\ ¢ Manufacturing inflows grew for

N / N\ the second year running (+9%),

. \ with increases in Central America,

1 £ N N Colombia, Dominican Republic

RSN el and Mexico

10 \/\/’—\w/" * Inflows in natural resources sector
climbed (+16%) despite drop

in Brazil

2010 2011 2012 2013 ' 2014 2015 = 2016 2017 2018 2019 2020 = 2021 @ 2022 = 2023

= Manufactures = Naturalresources === Services

2 Includes Argentina, Brazil, Colombia, Costa Rica, Ecuador, the Dominican Republic, El Salvador, Guatemala, Guyana, Honduras, Jamaica, Mexico, Nicaragua
and the Plurinational State of Bolivia. Accounts for 85% of total FDI.

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of official figures and estimates as of 19 July 2024.
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The United States and the European Union were
the main investors and China reduced investment

Latin America and the Caribbean (11 countries): distribution of FDI inflows, by origin
(Percentages)
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Note: Includes Brazil, Colombia, Costa Rica, Dominican Republic, Ecuador, El Salvador, Guatemala, Honduras, Mexico, the Plurinational State of Bolivia and Trinidad and Tobago.
These countries represent 85% of total FDI.
Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of official figures and estimates as of 19 July 2024.
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Outlook: FDI project announcements increased
and renewable energy regained the lead

Latin America and the Caribbean: FDI project announcements,

by sector, 2023
(Percentages of total value)
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of Financial Times, fDi Markets.

* The value of FDI project
announcements grew by 16%
in 2023 (USS 115 billion)

* Megaprojects in renewable
energy, coal, oil and gas, metals
and minerals, and automobiles and
auto parts accounted for this growth

* Renewed interest among Chinese
firms in setting up manufacturing
capacity in automotive sector
(Mexico) and mineral and
energy resources (Argentina
and Brazil)

* Alignment with sectors proposed
by ECLAC
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Trans-Latins: the region's FDI outflows dropped by 49%,
returning to normal levels following a record high in 2022

Latin America and the Caribbean: FDI outflows
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of official figures and estimates as of 19 July 2024.
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4. Policies for attracting foreign direct investment
and enhancing its positive effects on the economy
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FDI in the framework of a productive, sustainable
and inclusive development strategy

How can FDI contribute to sustainable and
inclusive productive development?

QUANTITATIVE effects QUALITATIVE effects

* Productivity
¢ Gross capital formation
e Creation of quality jobs

¢ Improved balance of payment
(exports and new sources
of financing)

* Technology transfer
(development of local
technological capabilities,
human capital formation)

* Product and process
innovations (generating
gains in productivity
and competitiveness)

The role of FDI attraction policies
in promoting investment

Institutional or structural factors

FDI only generates significant technological
spillovers when there is sufficient
absorption capacity in the host economy

Incentive policies

Fsical incentives

Financial incentives

Promotion policies
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Different contexts, different strategies:
international experiences in attracting FDI

Poland: special economic zones to swiftly implement
reforms amid major economic transformations

Factors for success:

Malaysia: FDI as a key driver of the country’s integration
into global value chains and the diversification and
sophistication of its export profile

Empowerment of agencies
and ministries to create a
stable and transparent
incentive framework

Tiirkiye: formulation of a coordinated FDI attraction
strategy, with specific targets and goals

i B R

South Africa: role of FDI in reducing inequality through
employment and income opportunities

Productive development
policies: strengthen
absorption capacity
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Investment promotion agencies in Latin America
and the Caribbean (8 countries)

* Interviews with investment promotion .
agencies and institutions in 8 of Brazil:
the region’s countries * Harmonization of FDI attraction strategy

] o a— . )
< |- B and missions
* Themes discussed:

Organizational structure and challenges
Importance of strategy definition

Targeting of key sectors and activities ‘

Incentives for attracting FDI: mechanisms,

(o)
2,
X
5%
strategies and tools & Costa Rica:

* Importance of aftercare
* Medical devices cluster as an example

Strategic importance of aftercare of success

Colombia:

* Targeting of strategic sectors:
competitiveness + continuity + flexibility

Panama:

* Importance of institutions and
strengthening country’s image

Conditionalities and follow-up
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17 guidelines for formulating and strengthening
FDI attraction policies: summary

. . Integrate investment policy into productive development policy, support its implementation
Integration, high-level through governance arrangements at the highest political level, and strengthen countries’ relevant technical,

governance and TOPP capabilities operational, political and prospective (TOPP) capabilities.

I | t of k takehold Involve stakeholders from the public and private sectors, academia and civil society in the development
nvolvement or key stakeholders paw implementation of FDI strategies to ensure legitimacy and cooperation.

. . Provide investment promotion agencies with the necessary resources, qualified staff and autonomy to stimulate investment
Strengthening of investment effectively, and with the resources to implement aftercare to foster reinvestment and diversification of foreign firms’ projects.

promotion agencies

Continuous monitoring Implement a rigorous system for monitoring and evaluating policies, incentives and conditionalities, with key performance
and evaluation indicators for investment promotion agencies, and regularly update FDI strategies.

Develop projects and policies that improve the business climate, including well-designed incentives and cluster initiatives

Favourable investment climate that address specific bottlenecks.

Technology and Encourage involvement of multinational firms in R&D, human resources training and supplier development, for example,
knowledge transfer thereby stimulating technology transfer and strengthening local innovation capacity.
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5. Subnational FDI: trends, determinants, policies
and guidelines based on cases from the region
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Subnational FDI and its role in productive development

At the subnational level, Latin America
and the Caribbean is extremely heterogeneous, Subnational FDI in Latin America (selected countries)

with high levels of inequality

Types of inequality:

* Socioeconomic

* Productive and technological
* Environmental

* Public policymaking capacity
These inequalities may lead to traps that on the basis of a relative
perpetuate productivity and skills gaps, and specialization index

o8
worsen already high levels of inequality L i
Collection of primary data from

Argentina Analysis of project
announcements (2005-2021):
heterogeneity of projects and
Brazil concentration in subnational
territories and by sector,

(@)
S,
)

investment promotion agencies

. e » Colombia for analysis of policies
attracting FDI and facilitating its positive nd institutions to attract FDI

impact at the subnational level along for subnational

with its contribution to inclusive and - Mexico oroductive development
sustainable productive development L

Challenges and opportunities for
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Project announcements (2005-2021)

Concentration by geographical area
(Project amounts)

27% State of S3o Paulo, Brazil
(26 states + 1 federal district)

(1) Region of Antofagasta, Chile
25 A) (16 regions)

Zz(y State of Nuevo Ledn (9.5%) +State of
o Guanajuato (6.5%)+ Mexico City (6,2%),
Mexico (32 states, including capital city)

17% Province of Buenos Aires, Argentina

(23 provinces + 1 federal district)

17(y Capital District of Bogota, Colombia
o (32 departments + 1 capital district)

Concentration by sector

Share of the 3 main destination sectors in national total

75% Renewable
energies, metals and
telecommunications

Renewable energies: 23% in Antofagasta
Metals: 43% in Antofagasta
Telecommunications: 32% in
Metropolitan Region

Brazil

40% Automobiles and
auto parts, metals and
telecommunications

Automobiles and auto parts: 32% in
Sao Paulo

Metals: 23% in Minas Gerais
Telecommunications: 36% in S3o Paulo
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Policies and institutions to attract FDI for subnational
productive development in Latin America

Institutional structures for attracting subnational FDI

* Specialized agencies vs offices established by subnational governments
* Flexibility vs stability

Multilevel coordination

* Formal vs informal mechanisms
» Different modalities: periodic meetings, exchange of information, joint promotion initiatives (key sectors),
training and capacity-building

The importance of coordination with productive development policies

* Need to strengthen capacities and create enabling conditions for effective policies to attract subnational FDI
» Different approaches and priorities for productive diversification in national and subnational contexts
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6 guidelines for integrating territorial investment attraction
strategies in productive development policies

Territorial productive Formulation of territorial productive development strategies as a framework for attracting
development strategies LSGURLIZSEUEE

Strengthening of

" Support for subnational governments in the development and active promotion of their own
local capacities,

investment attraction strategies.

including TOPP
Identification and deployment of instruments appropriate to the different phases of the

Apr')roprlate policy investment cycle: before investment, during installation, and after investment (+ efforts to
Instruments maximize impact).

Promotion of governance mechanisms enabling the participation of various stakeholders and the

MUItI'St?kEh_OIder coordination of FDI efforts with other productive development efforts. Cluster initiatives could
coordination be a useful tool.

W EVE BT ELEETE] AT Fostering of effective collaboration and coordination across different levels of government and
coordination among investment promotion agencies to build coherent and aligned strategies.

Strengthening of the evaluation of measures and instruments implemented to attract FDI and
maximize its benefits so as to learn from and adjust strategies as necessary.
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6. Final reflections
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FDI can help the region to address
the three development traps

This requires appropriate governance that can frame FDI efforts
within the productive development policies of the countries and
their territories, as well as the strengthening of TOPP capacities

Promote policies that Target productive
integrate FDI into development and FDI Strengthen Build institutional,
productive development, attraction policies absorption capacity: governance and TOPP
ensuring their stabilit . role of cluster iti
uring the Y towards sectors that drive e . Fapacmes at both
and consistency initiatives national and local levels

in the long term and stimulate growth

CEPAL stands ready to support countries and their territories in the design and
implementation of these policies.
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Follow us on:

e https.//www.cepal.org/en

https://twittercomzeclac_un

https.//www.youtube.com/user/ECLACUN

60

https:// www.flickrcom/photos/eclac




