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In a global context of protectionism, Sovereign
Wealth Funds and other institutional investors
(“SWFs") continue to play a crucial role in cross-
border investments. With over $12 trillion’ of
assets under management, they continue to be
one of the largest group of asset owners and one
of the most active buyers of fixed income, public
equities and alternative assets around the world.

FDI IN LATIN AMERICA

Foreign Direct Investment (FDI) contracted
globally in 2018. In Latin America, the flows
decreased by 6 % to $147 billion?, as the
economic recovery stalled. The tightening was
fell most in Brazil and Colombia; while flows
remained stable in the rest of the region. The
exception were Ecuador and Panama, which
experienced significant growth when compared
to previous exercises.

The industries of interests continue to be natural
resources (including mining), infrastructure and
consumer goods, especially those related to IT.
These industries should sustain better FDI levels
in 2019, as commodity prices and economic
conditions stabilize. Barriers of entry are
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reducing, and greenfield projects in construction
have risen a 16 %, back to the levels of the peak
years.

However, the region is still vulnerable to external
factors, including monetary policy in the US and

its tensions with China and other partners. Tariffs
imposed in new industries such as automotive can
mean higher price of commodities like copper,
which is one of the main exports of the region.

SWF INVESTMENTS

At the beginning of 2005, three SWFs first
signaled the interest in the region: Abu Dhabi's
ADIA and Kuwait's KIA committed to Conduit
Capital Fund, with a focus on power generation
across the continent, and Singapore’s GIC
invested $200 million in a JV with AMP to
acquire distribution facilities in Mexico. Since
then, Sovereign vehicles from around the world
have poured $36 billion in the region, including
infrastructure and energy assets, real estate and
fund investments.

During these past 15 years, the funds have
learned to appreciate the differences between
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the 20 countries that comprise Latin America.
They have evolved from risk-averse funds,
investing only in OECD countries (Mexico, Chile),
to sophisticated regional players with local teams
and offices. There are now six SWF branches with
over 100 investment professionals serving the
continent.

An illustrative example is Abu Dhabi’'s Mubadala,
which has come a long way since it first invested
in a Carlyle Pan-American fund in 2011. A year
later, in the midst of the Brazilian boom, the fund
decided and made a strong bet by paying $2
billion for a 5.63 % into Eike Batista’'s EBX Group.
When some of the assets went into distress,
Mubadala converted its stake into debt and kept
throwing capital into the group, including OGX,
MMX, OSX, CCX, IMX, REX, Hotel Gloria and Leblon
Tower in Rio de Janeiro, where they opened an
office to stay close to the operations.

A more recent and promising case is brought by
Japan's Softbank, which has attracted significant
SWF money into its Vision Fund, and is setting
up a $5 billion tech fund focused on Latin
America. The bank aims to revolutionize the
region by investing directly in local VC funds and

*Trade Arabia (2009): Qatari Diar signs $75m JV with Cuba

Figure 1.
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disruptors, developing partnerships and making
a positive contribution to the entire growth
ecosystem.

As funds mature and the search for yield
becomes fierce, other countries are starting to
gain attention, too. Peru, Colombia, Ecuador,
Argentina, Uruguay and Panama are attracting
institutional capital. However, funds need to stay
cautious as regional challenges remain. When
Qatari Diar invested $75 million in Gran Paraiso
Hotel in Cuba in 2008, the development was
supposed to take 3 years?. Eleven years later, the
completion of the property is an unknown.

THE WAY FORWARD:
CO-INVESTMENTS AND
GOVERNANCE

One way to increase investors’ confidence in
the region is by facilitating agreements with
domestic SWFs. Today there are seven funds,
managing over $35 billion that can source
opportunities and offer co-investments in

Figure 2.
SWF INVESTMENT BY INDUSTRY ($ BN)
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Bolivia, Brazil, Chile, Colombia, Mexico, Panama business partner, including compliance and

and Peru. This is an increasingly favored route corporate governance. Such analysis also

as it minimizes fees paid to asset managers and needs to stress the reliability on the political

private equity funds. environment in a specific country, especially

given Latin America’s latest few years.
However, it also increases the exposure to
Governance, Risk and Compliance, and the °
’ ’ “
scrutiny from both stakeholders and the public I N th IS CO nteXt,

opinion. EBX is not the only failure story in

L] L I,’
Latin America. In 2018, the world's largest trUSt IS CrucCia

emerging markets private equity firm, Abraaj

Group, collapsed amid allegations of fraud and Asian, Middle Eastern and Canadian finds
mismanagement. Its Latin American platform, will continue to pour billions of dollars into
which managed $700 million in 22 investments the region, attracted by its economic and
since 2006, was sold to US-based Colony Capital demographic prospects and by the abundance
earlier this year”. of natural resources. Their long-term success
will be determined by how thorough their due
In this context, trust is crucial, and a proper diligence process is. Understanding the particular
due diligence has become a key step in the challenges of each country and asset from
investment process. Whether it is to commit thousands of miles away can be a daunting task,
capital to a fund, or to buy a direct stake into and can better assisted by a network of industry
an asset, SWFs need to carry out a reputational experts and consultants.

assessment of possible risks attached to a

4 LAVCA (2019): Abraaj Group's PE Platform in Latin America acquired by Colony Capital
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and trends. It is a product of the changing
macroeconomic and social environment we
live in, in which communication keeps moving
forward at a fast pace.

IDEAS LLYC is a combination of global
partnerships and knowledge exchange that
identifies, defines and communicates new
information paradigms from an independent
perspective. Developing ldeas is a constant flow
of ideas, foreseeing new times for

information and management.

Because reality is neither black nor white,
IDEAS LLYC exists.



