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Foreword

Emerging markets and the growing number of their multinatienterprises (MNEs) many

of them now global players have attracted rising interest in economic, social and political
circles, especially since the turn of the century. Although there were already indications in the
1980s and 1990s that MNEs from thenmm advanced developing countries were making
inroads into the world foreign direct investment (FDI) market, it is only over the past decade
that outward FDI from emerging markets has reached proportions that make firms from these
parts of the world seri@uinternational competitors in an increasing range of industries.
Consequently, there is a need to find out more about who these new global players are, the
pattern of their expansion, their motivations, and their impact on both the countries of origin
andtheir host countries, as well as policy implications.

During the past few years, outbound FDI from emerging markets has grown faster than FDI
from developed countries. While most of this investment has been directed to neighboring
markets as measuredbyh e Ar egional ity indexo6o used in th
firms as reflected i i which emeasutesheaoverall adgrieeoafal i t y
foreign involvement of a firm, also reported héreas also improved because of the growing

number of ventures that emerging market MNEs are setting up further afield.

The reasons offered as an explanation of these outward moves are diverse and most often
relate to the attempts of firms to expand their market presence, the need to acquire raw
mateaials and established foreign brands, and to access advanced technology and research and
development capacities. While many researchers hypothesize that the classic determinants of
market seeking, resource seeking and strategic asset seeking explairf thecbetavior of

these new global players, others are convinced that these determinants do not fully capture
these motives, especially for Indian and Chinese outbound investments. Moreover, although
some have doubted that these new players in the world ket have sufficient
ownershipspecific advantages to compete successfully in this market, it is generally
recognized that the global players presented in this volume have succeeded in accumulating
technological, market and other capabilities to doFsmthermore, the emergence of asset
augmenting FDI by emerging market firms is used to speed up their own technological and
economic development and that of their home countries.

While Latin American global players suffered from the economic and finasrses of 2008

T although less than developed countries and firms based tMixdE=s from Asian emerging
markets fared much better. Some of the latter took over Western competitors that were
struggling to cope with the crisis, often because of the leighl lof leverage in their balance
sheets. Companies in developed countries that needed restructuring presented an opportunity
for strategic investors from emerging markets with sufficient funds and, in certain cases,
government backing.

With its EmergingMarkets Global Players project, the Vale Columbia Center on Sustainable
International Investment is laying the groundwork for further research on investors frem non
traditional home countries. Although outward FDI from emerging markets is seen by many as
being mainly associated with investments from Brazil, the Russian Federation, India, and the
Peopl eds Republic of China (the BRI Cs) , fi
economies have also been venturing abroad in significant numbers. Thus, tine \a$0

covers the major MNEs from such countries as Argentina, Israel, Mexico, the Republic of
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Korea, Slovenia, and Turkey. The fact that firms from these countries are even establishing
themselves in developed countries and are often using acquidiialts so has in certain
cases resulted in negative policy reactions in host countries. This makes a better
understanding of these new global players even more important.

The Centerodés project, and hence t hilsadingol ume,
MNEs from emerging markets. Researchers, policy makers and anyone interested in this new
phenomenon, be they from emerging markets or host countries, should therefore appreciate it
that this information is made available in consolidated form is Wulume. In provides
comparative and longitudinal data that help to improve our empirical knowledge, facilitate
theoretical insights and assist policy analyses.

Daniel Van Den Bulcke

Emeritus Professor
University of Antwerp
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Preface

The rise of foreigrdirect investment (FDI) from emerging markets has become a focus of

attention since the turn of the century. Over the past few years, firms from these markets
have become major investors abroad, compl em
role asrecipientsof FDI.

Even during the first year of the global financial and economic crisis, in 2008, outflows
from these economies continued to grow, reaching US$ 350 billion, seven times the
average ofworld FDI flows during the first half of the 1980s. Whititflows fell in

2009, they did so by considerably less than those from developed countries. MNEs from
emerging markets have clearly become important players in the world FDI market.

While this is not a new phenomenon, the magnitude it has reachedyésew. With

it, @ number of issues have arisen for emerging market global players, as have a number
of policy issues relating to host and home countries. Yet the investing enterprises are
typically less wellknown than their counterparts in the develdpvorld and little has

been done hitherto to chart their progress systematically.

If this remarkable phenomenon is to be properly understood and its implications for
public policy and corporate strategy grasped, the first need is for reliable and ablapar
data on the activities of emerging market MNEs. Gathering such data is part of the
objective of a unique collaborative effort launched by the Vale Columbia Center in 2007:
the Emerging Market Global Players (EMGP) project. This project brings together
researchers on FDI from leading institutions in emerging markets to produce annual
reports on (usually) the top 20 MNEs from each of a number of emerging markets. (The
authors of each report are listed in the acknowledgement page, and their bios can be
found below.)

The 11 chapters in this volume contain reports for ttk countries coveed so far:
Argentina, Brazil, he Peopl eds REyngatylndia Isra@efthe Republic a ,

of Korea, Mexico, the Russian Federation, Slovenia, and Turkey. Téyestsraltogether
identify some 22 emerging market MNEs. Reports on other countries are in process and
will be added online ahttp://www.vcc.columbia.edu/content/emergimgirketglobal
playersprojectO.

For each emerging market, MNEs are ranked incttoer ofthe value oftheir foreign

assets; their foreign sales and employment totals are also given. This information,
together with a description of the geographical spread and sectoral distribution of these
enterprises, gives a basic statistical pictofethe activities of the leading outward

investors from emerging markets. A transnationality index provides a rough indicator of

how i mportant foreign activities are in each
di spl ays eachlsmead. er pri seds gl oba
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To this still picture of the state of emerging market global players in a given year is then

added a dynamic dimension in the form of a brief analysis of the trend of outward
investment by these enterprises. The focus is in particular on gensesto the financial

and economic crisis of 206809. Was the impact wholly negative? Or did the crisis,
emanating from the devel oped countries, prov
kids on the blocko?

The value of this collection is thatptovides an ujio-date insight into the development
of one of the most rapidly growing (and little known) elements of globalization
investment from emerging markeis from the inside, i.e. as seen by independent
observers in the source countries themeeh5uch insight is essential to understanding
not only the emerging world economic order, in which investment moves -South
and Soth-North as well as Nort#south and NortiNorth but also the adjustments in the
global balance of power of which thisggess is a part.

We hope this volume will be useful to researchers who seek to understand the salient
features of emerging market MNES, to those responsible for framing government policies
toward international investment and to MNEs from emerging ecasoard their
counterparts in the developed world with whom they compete and cooperate.

New York, January 2011 Karl P. Sauvant

Vishwas Govitrikar
Ken Davies
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Chapterl1TAr genti nads gl obal pl ay
Diversified success in internationalization in 200@2008

Beatriz Nofal, Luciana Pagani, Cecilia Nahon, Maria Eugenia
Donadille, and Carolina Fernandez

The first survey of Argentine MNEs, released on August 13, 2009, cowergetind
20062008. The report includes a ranking of Argentine MNEs based on their foreign
assets (see table 1 below). The 19 MNEs listed held over US$ 19 billion in foreign assets
in 2008. Techint Group, which ranked first, accounted for somewhat ovel UB#ion

and Arcor followed with nearly US$ 500 million in foreign assets in 2008. Combined, the
19 companies included in the survey registered foreign sales of around US$ 21 billion in
2008 and employed 42,400 workers abroad. In 2007, Argentina wakbitihdargest
outward investor in terms of FDI stock among emerging markets and tinéa&fest in

terms of outward FDI flows, well below the BRIC countriesr gent i ne compani
overseas investments were primarily in basic metal produitsgd products,
pharmaceuticals, and crop and animal productidme rest range over a number of
industries, including civil engineering, computer and electronic products, chemicals, IT
services, waste collection and disposal, and R&D activities. These varied sucnesses i
internationalization suggest that there is room for many other Argentine firms to spread
their wings, even if they are small by international standards.

To date the impact of the international economic crisis on Argentine outward foreign
direct investmen(OFDI) has been moderate. Following a rise of 27% in 2007, foreign
assets of the 19 MNEs in the ranking experienced a slight decline of 2% in 2008. At the
aggregate level, Argentine OFDI flows contracted 10% in 2008, but were up 14% during
the first quater of 2009. However, the international financial crisis and the global
economic downturn, with the resulting credit crunch and financial restrictions, could have
a greater impact over the course of the year.

Argentine companies stand out among their pdem other developing countries as
pioneers in outward foreign direct investment (OFDI), with examples that date back to
the end of the 19th century and the beginning of the 20th century. The early experiences
of companies such as Alpargatas, Bunge &B@&iam Di Tella, Quilmes, and Aguila

Saint paved the way for other Argentine MNEs like Techint, YPF (the national oil
company), Perez Companc, Arcor, Bagd, and Impsa, among many others. Although
many of these companies remain international players, sbthem were sold to foreign

! Juan Savino and Nicolas Nowosad also contributed to the gathering andsipoéshe data.
2Ranking based on United Nations Conference on Trade and Development (UNCTAD), World Investment Report,
2008 (New York and Geneva: United Nations, 2008).



investors during the 1990s and early 2000se ranking thus includes both Argentine
MNEs with a long tradition of investing abroad and companies whose
internationalization is more recent.

Table 1 ranks 19 Argentine MN&dirms with head offices in Argentina that have
management control over at least one foreign affiliate in another coulogrytheir
foreignassets. As not all candidate companies responded to the survey and reliable public
information was not always availableetl9 firms listed below cannot be described as
the largest outward investors from Argentina. However, they are certaanhpngthe
largest. In collective terms, the companies selected are representative of how Argentine
corporations have evolved to acquareinternational dimension over the past few years.

The main findings of the survey include the following:

The 19 listetiArgentine MNEs together had US$ 19 billion assets abroad in 2008
(table 1), about US$ 21 billion in foreign salaad 42,40Goreign employees (table 2).
Their assets, sales and employees abroad increa2edd)¥8% and 19%, respectively,
between 200&nd 2008 (table 2). The largest concentration of foreign affiliates was in
South America (201 affiliates), representing 6df4ll foreign affiliates.

The Techint Group represent8d% of the total amount of foreign assets held by the 19
companies surveyed. Arcor ranked second and accounted for 3% of total foreign assets.
The combined foreign assets of the 19 firms repreded®8o of the US$ 28 billion in
foreign stock held by Argentine companies in 2008 (Annex figufe 7).

3 out of the companies mentioned, Alpargatas, Quilmes, YPF and the oil and desivadtimponents of Perez
Companc were sold to foreign investors; Agilaint was sold to a national MNE (Arcor); and Siam Di Tella has gone

out of business. Techint, Arcor, Bagé and Impsa remain Argentine MNEs and are included in the present ranking.
Bunge& Born went trough a significant process of restructuring in the 1990s and does not exist any longer as Bunge &
Born. It is now mainly an international company based in the United States.

* ProsperAr conducted several rounds of surveys with the latggshtine MNEs. In addition, extensive research was
done from publicly available data to determine levels of foreign assets. While the initial goal of this survey was to
create a ranking of 20 companies, 19 are included in this first annual report. V¢é fexype rankings to be more
comprehensive and to include a larger number of companies.

® The following Argentine Peso/US Dollar exchange rates, based on the rates of the International Monetary Fund
(http:/lwww.imf.org at the end of each year, were used throughout for asset values: 3.45 (2008); 3.15 (2007); 3.06
(2006). For sales values, the following annual average exchange rates, based on the rates of the Argentine Central
Bank, were used: 3.16 (2008); 3.11 (2007(73(2006).

% Foreign sales are sales of foreign affiliates and exclude exports from headquarters in Argentina. However, since inter
company sales are not counted as exports, some part of foreign sales may be exports passing through.

"The corporationsncluded are, for the most part, economic holdings that consolidate information pertaining to a

number of legally independent companies linked by common capital ownership and strategic-dedgign Given

the methodology of this project, the dataineud i n t he report may differ from figur
annual reports as the report includes information on assets, sales and employees of firms controlled both locally and

abroad which may not be consolidated in a single balance sheet.

8 The high share level is partly due to the fact that the figures for outward FDI stock and foreign assets of the firms

listed in the ranking are not entirely comparable. In particular, the estimate of foreign assets published by UNCTAD

(shown in annex figure)7, whi ch i s bas e d-of-pagmem figgresndnly incdudes a foiidn afrthe e

foreign assets corresponding to the Techint Group, given its Haligentine origin. In this survey, the total sum of the

Groupbés foreign assetes atisont,akas tmeé ocrcioneri on of nati ona
methodology is the location for strategic decisioaking, which is in Argentina.


http://www.imf.org/

Profile of the 19 firms on the list:

Growth of foreign assets.Foreign assets increased by 25% between 2006 and 2008 to

US$ 19 billion (table 2). The grdtv was the result of a rise of 27% in external assets in

2007, which was followed by a slight decline of 2% in 2008, most probably due to the
global crisis.Foreign employment followed a similar growth pattern, increasing by 22%

in 2007, and then droppingjightly in 2008 to 42,400 persons. Growth in assets and
employment within Argentina in 2008 offset the decline in assets and employment
abroad, resulting in a net increase in total assets and employment during the same period.

Foreign sales expansiorf-oreign sales grew 26% in 2007 and 33% in 2008 to reach a

figure of just over US$ 21 billion. Total sales also increased over this period, although at

a slightly slower rate than foreign sales.

Table 1. Ranking of 19 of the largest Argentine MNESs investingbroad, 2008 (US$ millions)
Rank | Name Industry Foreign assets

1 Techint Groug Conglomerate 17,406
2 Arcor S.A.l.C. Food products 491
3 IMPSAP Machinery and equipment 300
4 Bagd Group Pharmaceuticals 192
5 Molinos Rio de la Plata S.A. Food prodats 190
6 Los Grobo Group Crop and animal production 175
7 Cresud Crop and animal production 68
8 Roemmers Pharmaceuticals 58
9 TECNA Specialized construction activities 50
10 lecsa S.A. Civil engineering 50
11 S.A. San Miguel A.G.I.C.1. Food product 23
12 BGH Computer and electronic products 15
13 CLISA® Waste collection & disposal activities 8
14 Petroquimica Rio Tercero S.A. | Chemicals 8
15 Assa Group IT Services 7
16 Plastar Group Rubber and plastics products 5
17 Sancor Coop. Unidas Ltda. Food products 3
18 Havannd Food and beverage service activities 2
19 Bio Sidus' Scientific research and development 1
Total 19,052

Source ProsperAr- Vale Columbia Center survey of Argentine MNEs.

aThe Techint Group was created ad hoc to cgmplwi t h
congl omer at e

i a

group or

t he

of companies

projectos
is

met hodol ogi cal

considered

Techint Group is comprised of four companies: Tenaris, Terniun, Techinp&fda Técnica Internacional and
Tecpetrol (see Box 1 for more details).

PCompany

bel onging t

wereavailable.
¢ Includes information on Biogénesis Bago, a leagiihgrmaceutical firm specialized in animal healtth foreign
affiliates in six countries and US$ 11 million in foreign assets in 2008.

4The company is also active in civil engineering and land transport services.
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¢ While Havanna is a food producer, iitdernationalization process is based on the food and beverage service business.
(Food production is still located in Argentina.)
fCompany belonging to the Sidus Group, although only data specific to Biowdeavailable.

Key drivers. According to he companies surveyed, the primary motive driving their
internationalization process has been the search for new markets or the preservation of

existing ones. Argentine companies have also been making effieser&ing

investments abroad, in order to beineom economies of scale and/or risk

diversification. In some cases, the drivers for investment are certain competitive

advantages, such agavorable cost scenario, highly qualified human resources, or the
compani esd abilityiytstandams.et i nternational qua

High concentration. The first position in the rankidgrepresenting 91% of total foreign

assets controlled by the 19 companies included in the sungdyeld by the Techint

Group. The conglomerate includes two companies of internationaletaienaris and

Ternium® both global leaders in the steel manufacturing sector with a network of

production centers all over the world. Arcor, in second place, is one of the leading global

candy exporters and has most of its production facilities in Latierfca, although it has

a gl obal presence as the worlddéds | argest har

Box 1. The Techint Group

Techint is a group of companies, all sharing an original philosophy, present in over 100 countries

with global earnings of around US$ 26 i For the purpose of this ranking, the figures for

Techint Group are derived from those four companies: Tenaris, Ternium, Tecpetrol, and Techint

Il ngenier2a & Construcci-n. Together, they accour
earnings.

Conwlidated figures for Techint Group in this report have been calculated for statistical purposes

only and are based on information provided by each of the companies mentioned above. While

the four companies have the same main stakeholders and decision, iaiefinancial

statements are presented separately. The Techint Group was arkhtatio comply with the

projectdés methodol ogi cal requirements, according
companies is considered as a single enterpriseo.

The fou companies mentioned above are managed from Argentina and are the components of the
Group that have made the most progress in their internationalization process. (Data on the
remaining 20%werenot available.) The main areas of business are the maniirfigotdiisteel

pipes (Tenaris), of flat and long steel products (Ternium), engineering and construction (Techint
Ingenieria & Construccién), and energy (Tecpetrol). Ternium has the highest number of foreign
affiliates, 53 in 16 countries, followed by Teng@6 foreign affiliates in 14 countries), Tecpetrol
(three foreign affiliates in three countries) and Techint Ingenieria & Construccion (four foreign
affiliates in four countries). It is also worth highlighting that Tenaris and Ternium were the main
drives behind the Techint Groupds strong global pr
Details on local and foreign assets, sales and employment for each of the four companies are
presented in the table below.



Box Table 1. Key vari abl esincludedintieeanking,nt Gr oup
2008 (US$ million and number of employees)

Assets Sales Employment

Name Foreign Total Foreign Total Foreign Total
Tenaris S.A. 13,589 15,101 11,012 12,132 17,150 23,873
Ternium S.A. 3,790 4,835 6,131 8,465 10,042 15,651
Tecpetrol 23 414 0 346 0 425
Techint Cia. Técnica Int. 4 300 5 359 0 7564
Total

17,406 20,651 17,148 21,302 27,192 47,513

Source:ProsperAr- Vale Columbia Center Survey of Argentine MNEs.

Value of foreign assetsfForeign assets and sales as a pergertéithe total assets and sales

of these companies were about 66% and 68%, respectively, in 2008, whereas foreign
employment was 37% of total employment (table 2). Excluding Techint Group, foreign assets
and sales as a percentage of the total assetakmsdrere 20% and 40%, respectively, in

2008, whereas foreign employment accounted for 22% of total employment.

Modest sizeln size, Argentine MNEs clearlpgged behind some of their emergimgrket
counterparts, with the noticeable exception of thenifecsroup Only this conglomerate had
over US$ 10 billion in foreign assets in 2008 and employed a significant number of people
abroad (over 20,000) (Annex Table 1).

Roots of the internationalization processOFDI has gone through various phases in
Argertina. The beginnings of the internationalization process of most of the companies
included in this ranking range over ay€ar period (Annex figure 1). Techint Group stands
out here, with its internationalization beginning as early as 1947. Two otheac@sp
(Grupo Bago and Clisa) opened their first major affiliates abroad during the 1970s; three
more did so during the 1980s. Most of the companies surveyed began their process of
internationalization in the past two decades: four in the 1990s and animthaince 2000.

Foreign affiliates. The 19 companies on the list have 315 foreign affiliates in 42 countries.
The Techint Group has 86 foreign affiliates in 27 countries, mainly in North America.
Havanna follows with 66 foreign affiliates (mostly branghia eight host countries; Los
Grobo Group with 30 foreign affiliates (mostly sales offices) in three host countries; Arcor,
with 27 foreign affiliates in 16 countries; and Bago Group, with 26 foreign affiliates in 20
countries (Annex table 1).



Table 2. Overview of the 19 listed Argentine MNEs, 2068008 (US$ millions)

Variable 2006 2007 2008 %gg%‘g;
Assets

Foreign 15,239 19,407 19,052 25
Total 18,027 27,268 28,978 31
Share of foreign in total (%) 69 71 66

Sales

Foreign 12,546 15,793 21,081 68
Total 18,649 24,344 31,080 66
Share of foreign in total (%) 67 65 68

Employment

Foreign 35,769 43,589 42,437 19
Total 92,514 113,916 115,631 25
Share of foreign in total (%) 39 38 37

Source ProsperAr Vale ColumbiaCenter Survey of Argentine MNEs.

Distribution by industry. The companies on the list are from 14 different industries (Annex
figure 2). In terms of foreign assets, the Techint conglomerate is the most prominent as it
represents 91% of the total sum afefign assets, mostly corresponding to the basic metal
products sector. Second and third places are held by food products (4%) and machinery and
equipment (2%). In terms olumbersof firms, food production is the leading industry,
represented by four out the 19 companies, followed by the pharmaceuticals sector and crop
and animal production each represented with two companies. It should also be noted that 11
out of the 19 companies are involved in manufacturing, although some of them have
branched out ito other industries or into activities linked to the services sector.

Geographic distribution of foreign affiliates. The 315 affiliates are mostly concentrated in
South America (64%) and North America (17%), followed by Europe (8%) and Central
America (®b), as indicated by the Regionality Index (Annex table 2) and shown on the map
of foreign affiliates (Annex figure 3). Within South America, there is a concentration of
affiliates in the countries neighboring Argentina: Brazil (34% of South Americaratd8),
Uruguay (16%), Chile (16%), Paraguay (6%) and Bolivia (5%).

Distribution by region and industry. The geographic distribution of the foreign affiliates of
the 19 Argentine MNESs varies from sector to sector (Annex figure 4). The Techint
conglomeratshows the largest concentration of foreign affiliates in North America (59%)
and Europe (21%), while food products and machinery and equipment are largely
concentrated in South America (81% and 86%, respectively). Unlike global MNEs, the
Argentine MNEs fom the pharmaceuticals industry hold most of their assets in South and
North America (59% and 36%, respectively).

Multinationality Index. The Multinationality Index ranking the main variables held abroad
again places the Techint Group in the first posil@nnex table 1). However, unlike the
foreign assets ranking, the top five in this one include TECNA, an infrastructure services
company, the ASSA Group which provides software and IT services, and the Los Grobo
Group, a crop and animal production compartye pharmaceuticals leader Bagd Group is
included in the top five of both rankings.



Private capital. None of the companies on the list is a stateed enterprise. Indeed, the
state owns no equity in any of these firms.

Capital markets. Of the 19 compnies selected, seven were listed on the Buenos 3ioek
Exchange and two companies were listed on at least one Argentine Board ofOfrade
alsolisted on the New York Stock Exchange, one on the NASDAQ, one on the Mexico Stock
Exchange, one on thaixembourg Stock Exchange and one on the Milan Stock Exchange.
Eleven of the companies are unlisted, being privately held.

Localization. The head offices of 12 of the companies on the list selected are located in the
city of Buenos AiresAnnex figure 9, while the rest are based in the provinces of Buenos
Aires (4), Mendoza (1), Santa Fe (1) and Tucuman (1).

Local management The top management of the companies on the list is mostly local, with
81% of the directors and 79% of the managers being of ingenationality. Based on data
from five companies, foreign directors and top management are predominantly Brazilian
(44%)), followed by Italian and Mexican (19% each), Uruguayan (13%) and Chilean (6%).

Official languages.The official language of 13 dhe 19 selected companies is Spanish,
while six companies use at least one other official language (three use Portuguese, two use
English and one uses Portuguese and English).

Top mergers and acquisitionsThe most significant merger and acquisition (MgA
operation by value carried out by an Argent.
purchase of 100% of the Mexican steel producer Grupo IMSA in 2007 for US$ 1.7 billion

(Annex table 3).

Top greenfield investment announcements’he headline annouaments of investments

abroad by Argentine companies in 2008 include investments made by Techint Group for over
US$ 6.6 billion in Mexico and | MPSAOG6s invest
several South American countries (Brazil, Venezuela anddecpand in Vietnam, totaling

US$ 2 billion (Annex table 4).

The big picture

Argentine firms have led the way in OFDI among developing countries, with examples that
date back to the end of the 19th century and the beginning of the 20th century. Companies
like Alpargatas, Bunge & Born, Siam Di Tella, Quilmes and AgBiant stand out as OFDI
pioneers in Latin America. The trend continued into the 1970s, as Argentine firms were
involved in the first wave of corporate internationalization from developingtces.

However, in the 1980s, this involvement tailed off as the foreign debt crisis and ensuing
macroeconomic volatility in Latin America, in general, and in Argentina, in particular,
reduced the investment capacity of Argentine MNEs and resulted @n feyginess
opportunities in the region. Therefore, Argentine and Latin American companies played a
lesser role in the new wave of internationalization carried out by MNEs from other emerging
markets, mostly Asian economies. Publicly owned oil companies tlve only exception to

this trend in Latin America.



The situation shifted once more in the 1990s as a result of both international and domestic
factors. At the international level, high liquidity for emerging markets prevailed until the
Asian financialcrisis in 1997 and the Russian debt moratorium in 1998. In Argentina,
stabilization, growth and reform promoted trade and financial openness, an overvaluation of
the domestic currency in relation to the US dollar and the consolidation of key business
groups. As a consequence, OFDI rose rapidly from very low levels in the 1980s to reach a
peak in 1997 (US$ 3.6 billion), falling gradually afterwards. On average, yearly OFDI flows
were of US$ 1.6 billion during the period 192000 (Annex figure 6). Other nmaLatin

American economies underwent a similar process of international expansion.

During the nineties, inward foreign direct investment (IFDI) also increased significantly, to
an annual average of US$ 7.1 billion during the period 228¥D. The higlvolume can be
attributed in part to the broad privatization process in Argentina in the 1990s, which brought
in considerable amounts of FDI. Annual inflows net of privatizations were only US$ 4.6
billion during the period 199Q000.

The 20012002 crisedbrought about a brief interruption of both inward and outward
investment flows. By 2003, OFDI had resumed and, over the next four years, reached an
annual average of US$ 1.3 billion. In 2008, FDI outflows were US$1.4 biligher than
theaverage forlte entire period but down 10fom 2007. Argentina continues, however, to

be a net recipient of FDI. Inflows have grown faster than OFDI, reaching an annual average
of US$ 6.1 billion in the period of 2062008, surpassing average annual flows net of
privatizations during the 1990%.

As a result of the increase in outward flows, the OFDI stock rose from about US$ 6 billion in
1990 to US$ 21 billion in 2000 and reached nearly US$ 27 billion in 2807k figure 7.

This stock level places Argentina amahg leading outward investing countries in Latin
America, below Brazil and Mexico, and close to Chile. In 2007, Argentina rankied 15

among emerging markets in foreign stock anth2b5OFDI flows.

Argentine companies investing abroad usually locateifirsther Latin American countries,

a strategy also employed by other Latin American companies as they expand abroad. The two
primary modes of entry into foreign markets are acquisition and joint ventures with local
partners.

Conclusions

There are threbroad observations that may be made about the material presented in this

report. First, while international economic conditions have been important determinants of

OFDI trend$® particularly financial conditioAr genti nadés own economic
hada role in shaping OFDI patterns, as reflected in thecgotical behavior of Argentine

outward investment flows through the years. In addition, the exchange rate played a role in

OFDI flows, mainly during the 1990s when currency overvaluation faciliatédard

investment.

Second, Argentina has not formulated specific policies or instruments to offer financial
support to outward investors. Hence, for the most part, companies have financed their

9ProsperAr, fiReporte de I nversi-n 2008 De cerivds:dLessods0 08 and
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0
from the pasto (Paris: OECD, April 9) .



international investments with debt or equity in inteimai markets or with reinvested
earnings. A lack of longerm financing and past macroeconomic volatility have been limiting
factors in the growth and international expansion of Argentine companies. Particularly,
Argentine companies have a much smalleeasdto domestic credit relative to companies in
other countries in the region (such as Brazil and Chile in South America).

Finally, regionalization as a first step in internationalization has not been a random choice for
MNEs in either Argentina or LatiAmerica more generally. It comes out of a broader

strategy that builds on trade integration within Latin America and MERCOSUR. Trade
agreements in the region in general, and MERCOSUR in particular, not only aim to promote
greater trade flows between La#merican countries, but also to facilitate the
internationalization of local companies and enhance the ability of these countries to face the
challenges and secure the benefits of globalization. In this broader strategy, the region is the
natural platfom from which companies can launch themselves into the world



Annex Table 1. Ranking of the 19 Argentine MNEs listed, key variables, 2008 (US$ million and number of employees)

Ranking
By multi-
foreigz natio-
assets nallty
index ?
1 1
2 6
3 7
4 5
5 8
6 4
7 16
8 10
9 2
10 14
11 11
12 9
13 17
14 15
15 3
16 13
17 18
18 12
19 19
Total

Name

Techint Groug

Arcor S.A.l.C.

IMPSA®

Bago Group

Molinos Rio de la Plata S.A.
Los Grobo Group

Cresud

Roemmers

TECNA

lecsa S.A.

S.A. San Miguel A.G.I.C.I.
BGH

CLISA®
Petroguimica Rio Tercero
S.A.

Assa Group

Plastar Group

Sancor Coop. Unidas Ltda.
Havannd

Bio Sidus’

Assets’
Industry Foreign
Conglomerate 17,406
Food prodets 491
Machinery and Equipment 300
Pharmaceuticals 192
Food products 190
Crop and Animal Production 175
Crop and Animal Production 68
Pharmaceuticals 58
Specializectonstruction activities 50
Civil Engineering 50
Food products 23

Computer and Electronic products 15
Waste collection & Disposal

activities 8
Chemicals 8
IT Services 7
Rubber andPlastics products 5
Food products 3

Food and beverage service activitie 2
Scientific research and developmer 1
19,052

Total

20,651
1,341
919
555
1,075
343
1,582
367
57
439
187
232

599

91

25

52

381

45

38
28,978

10

Saled

Foreign

17,148
846
138
329
2,038
210
13

33

65

22

17
160

21,081

Total

21,302
2,259
483
713
2,534
588
167
388
92
285
198
421

597

153

48

94

666

52

38
31,080

Employment

Foreign  Total

27,192 47,513
7,192 20,416
2,167 5,619
2,776 6,106

60 4,593
499 1,014
1 391
728 2,758
313 827
18 2,128
249 1,215
269 1,377
300 15,000
6 336
500 920
25 547
42 3,773
100 870
0 228

42,437 115,631

Multinati
onality
Index
(%)

74

36

33

42

33

45

4

17

66

7

14

21

N° of
foreign
affiliates

86
27
11
26
15
30
5
3
9
10
9
5

N

N = L

315

N° of host
countries

27
16
11

B .bmmoowmwoog

e



Source ProsperAr- Vale Columbia Center Survey of Argentine MNEs.

aThe Multinationality Index is calculated as the average of the following three ratios: foreitmtas®tal assets, foreign sales to total sales, and foreign employment to total employment.

® For the purpose of this ranking, the Techint Group is comprised of four companies: Tenaris, Terniun, Techint Compafiiat@éemitmal and Tecpetrol @&8ox 1 for more details).

‘Company belonging to the Pescarmona Group, althaoargahailabla!l v data specific to | MPSA (the grou
4 Includes information on Biogénesis Bago, a leading pharmaceutical firm specialized in anithakttiedoreign affiliates in six countries and US$ 11 million in foreign assets in 2008.

®The company is also active in civil engineering and land transport services.

! While Havanna is a food producer, its internationalization process is basesifondrand beverage service business (food production is still located in Argentina).

9 Company belonging to the Sidus Group, although only data specific to Biov#&deavailable.

_hThe following Argentine Peso/US Dollar exchange rate, based on ¢hefrihie International Monetary Fund at the end of the year, was used for 2008: 3.45.

' The following Argentine Peso/US Dollar exchange rate, based on the average annual rates of the Argentine Central Bahkion2{08s 3.16.
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Annex Table 2. The isted Argentine MNESs: Regionality Index? 2008

South- Middle
Company SOUth. Northl Europe Centrgl Asia Eastern Asia East
America America America . and
and Oceania :
Africa

Techint Group 29 45 14 11 1 - -
Arcor S.A.l.C. 67 15 11 - 3 4 -
IMPSA 45 9 - - 27 - 18
Bago Group 50 8 4 31 8 - -
Molinos Rio de la Plata 60 13 27 - - - -
Los Grobo Group 100 - - - - - -
Cresud 80 20 - - - - -
Roemmers 100 - - - - - -
TECNA 67 22 11 - - - -
lecsa S.A. 70 - 20 10 - - -
S.A. San Miguel A.G.I.C.I. 67 - - - - 33 -
BGH 100 - - - - - -
CLISA 100 - - - - - -
Petroquimica Rio Tercero S.A. 100 - - - - - -
Assa Group 40 40 20 - - - -
Plastar Group - 100 - - - - -
Sancor Coop. Unidas Ltda. 100 - - - - - -
Havanna 94 - 1 5 - - -
Bio Sidus - 100 - - - - -

Source ProsperAr- Vale Columbia Center Survey of Argentine MNEs.

T he Regionality Index is calcul ated by rtidulavegidn ofitige world ley itmtatatrumber obfdreiga affiliates and raultiflymg teeireguit bya f f i | i
100.
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Annex Table 3. Top Argentine outward M&A transactions, 20062008

Py
Q
=]
=~

Date

06/12/06
02/12/07
04/30/07
05/02/07

06/24/08
10/12/06
05/31/07
06/14/07
01/22/08
07/08/08
10/22/08

© 0 N O O b WN P

ol
()

12 07/25/08

Acquirer name

Tenaris SA
Tenaris SA
Ternium SA
Ternium S.A.

Grupo Los Grobo SA
Bemberg Investments SA
Forestadora TapebiciBA
Forestadora Tapebicua SA
Mercadolibre Inc

Grupo Los Grobo SA
Molinos Rio de la Plata SA

Agrometal SA

Target name

Maverick Tube Corp
Hydril Co LP

Grupo Imsa SA
IMSA

Sementes Selecta
Empresas La Polar S.A.
FANAPEL

FANAPEL

Classified Media Group Inc
Ceagro Business

Cia Alimenticia de los Andes

Fankhauser SA

Source ProsperAr and Thomson Financial (courtesy U.S. Chinese 8er@imup, Deloitte LLP).
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Target industry

Materials

Energy and power
Materials

Basic metals products

Consumer staples
Retalil

Materials
Materials

Retalil

Consumer staples

Consumer staples
Consumer products and
services

Target country

United States
United States
Mexico
Mexico

Brazil
Chile
Uruguay
Uruguay
Panama
Brazil
Chile

Brazil

Deal value
(Uss
million)
3,096
2,212
1,727
1,700

455
160
45
24
19
16
13

5

% of shares
acquired

100
100
100
100

90
20
55
26
100
40
49

60



Annex Table 4. Announced Argentine outward greenfield investments 20062008

Date Company name Destination country Sector \rﬁlliuoen§US$
09/03/08 Techint Group Mexico Steel 6,600
08/25/08 IMPSA Brazil Energy 750
01/21/08 IMPSA Venezuela Energy 520
02/08/08 IMPSA Ecuador Energy 480
10/01/08 IMPSA Vietnam Energy 250
10/10/07 José Cartellone S.A. Jamaica Civil engineering 99
10/10/07 José Cartellone S.A. Bahamas Civil engineering 90
09/19/07 Atanor S.C.A. Brazi Chemical products 80
09/15/07 Arcor Mexico Food products 60
10/12/07 Ocasa SouthEast Asia Courier activities 60
07/11/07 Tenaris S.A. Mexico Steel 50
10/23/08 Oil Fox Paraguay Biofuels 50
07/17/08 CubecorpByte Tech Jordania IT Services 50
10/1808 Tenaris S.A. Peopl eds Rep.LSteel 35
11/16/07 IMPSA Brazil Energy 30
12/18/08 Consultatio Uruguay Construction 30
11/21/08 Cresud Bolivia - Paraguay Crop and animal production n/a

Source ProsperAr- Vale Columbia Center Survey of dentine MNEs.
20ut of the US$ 6,600 million in greenfield investments announced by Techint Group, around US$ 2,600 million are fooTecaasé production of seamless tubes (US$ 1,600 million to

build a plant in Veracruz and US$ 1,000 million foe development of a mining project regarding iron reserves in the western states of Colima, Jalisco and Mitheaeamining amount
corresponds to other lortgrm investments ¢gear horizon) byrenaris and Ternium for which detailed information wasavailable.
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Annex Figure 1. Timeline tracking the opening of the first major foreign affiliate by each of the listed companies

P. Rio
CLISA IMPSA Tercero ASSA Group Molinos Cresud Havanna
(Paraguay) (us) (Brazil) (Mexico) (Uruguay) (Brazil) (Peru)
1970 1973 1980 1982 1990 1996 1999 2000 2001 2006 2008
e - | : : >
1947 1972 1980 1986 1990 1998 2000 2003 2007
Techint Bago A S
(arazi Group reor ancor lecsa S.A. TECNA BGH LOCSE Grobo Roemmers
Brazi _ (Brazil) (Brazil) (Chile) Bolivia and (Brazil) roup (Brazil)
(Mexico) ( Ectjva{dor) (Uruguay)
BioSidus San Plastar
(uS) Miguel Group
(Uruguay) (Mexico)

Source ProsperAr Vale Columbia Center Survey of Argentine MNESs.
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Annex Figure 2. Breakdown of the foeign assets of the Argentine MNEs listed, by main industry2008

Conglomerate
91%

Pharmaceuticals
1%

Crop and animal
production
1%

Other industries

1%

Food products
4%

N° Industry

1 Conglomeraté

2 Food products
3 Machinery and equipment

4 Pharmaceuticals

5 Crop and animal production

Foreign
assets
(US$
millions)
17,406

708
300

250
243

Number of .
. Companies
companies
1 Techint Group
Arcor S.A.l.C., MolinosRio de la Plata
4 S.A., S.A. San Miguel A.G.I.C.I., Sanci
Coop. Unidas Ltda.
1 IMPSA
2 Grupo Bagé, Roemmers
2 Cresud, Grupo Los Grobo
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9

10
11
12

13

14

Source ProsperAr Vale Columbia Center Survey of Argentine MNES.

Civil engineering

Specialized construction
activities

Computer and electronic
products

Waste collection & disposal
activities

Chemicals

IT Services

Rubber and plastics piacts
Scientific research and
development

Food and beverage service
activities

Total

#Mainly basic metal products

50

50

R 01 N0

2
19,052

lecsa SA.
TECNA
BGH

CLISA

Petroquimica Rio Tercero S.A.
Grupo Assa
Grupo Plastar

Bio Sidus

Havanna
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Annex Figure 3. Foreign affiliates of the listed Argentine MNEs by region 2008
(number of affiliates)

Middle East
and Africa

Map by Tom Elliott for the Ancient World Mapping Center, University of North Carolina at Chapel Hill, www.unc.edu/awmc © 2004, Ancient World Mapping Center

Source ProsperAr Vale Columbia Center Survey of Argentine MNEs.
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Annex Figure 4. Geographic distribution of the assetsfdhe listed Argentine MNES, by main industry - 2008 (percentage of foreigreffiliates).

a. Conglomerate

North Americe
59%

Middle East an
Africa
%
Central Americi | South Americ: 2%
3% 11%
South-Eastern As
and Oceania
%

h. Food products

South Americ
81%

Europe

5% North Americe
14%

c. Machinery and Equipment

South Americi
82%

Europe
4%

North Americe
14%

d. Pharmaceuticals
Asia Central America

3% 2%

North America
36%

South America
59%

Source ProsperAr- Vale Columbia Center Survey of Argentine MNEs.
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Annex Figure 5. Head office locations of the 19 selected Argentine MNE2008

San Miguel de
Tucuméan
Province of Tucuman

Sunchales
Province of Santa Fe

Mendoza

Province of Mendoza City of Buenos Aires

Greater Buenos Aires
Province of Buenos Aires

Source ProsperAr Vale Columbia Center Survey of Argentine MNEs.
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Annex Figure 6. FDI inward and outward flows to and from Argentina, 19862008°
(US$ million)
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Source Data from United Nations Conference on Trade angel@ment UNCTAD), World Investment Report, 20Q08ew
York and Geneva: United Nations, 2008), except for data on-2008 flows and flows net of privatizations, which are from
Ar gent i n eoBpaymbnastatements (National Direction of Internatidkaounts, June 2009).

2The exceptional level of inflows in 1999 resulted from the acquisition of the Argentine oil company YPF by Repsol for a total
of US$15 billion.
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Annex Figure 7. Inward and outward FDI stock, 198620082

(US$ million)
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Source United Nations Conference on Trade and DevelopnmédNOTAD), World Investment Report, 2008ew York and

Geneva: United Nations, 2008), except -ofpaymert ftafefents (Ngtomale s, whi ¢
Direction of Internatioal Accounts, June 2009).

a Figures for outward FDI stock and foreign assets of the firms listed in the ranking are not entirely comparable. In
particular, the estimate of foreign as soépagnemfiglrdsing hed by UNCT
includes a portion of the foreign assets corresponding to the Techint Group, given itsAitgéiatine origin. In this survey, the

total sum of the Groupb6s foreign assets is takenprojectdssid
methodology is location for strategic decisimaking, which is Argentina.
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Chapter2iBr azi | 6s gl obal pl ayer
A. Brazilian MNEs take off in 2006

Luiz Carvalho and Alvaro Cyrino

The first survey of Br azid3p2007tshowed bhak Ehey, madee | e a <
the country the second largest outward investor among developing countries in terms of foreign
direct investment (FDI) outflows in 2006.

The surveyo6s principal findings include:

The countryods Top 2%sseidMNbread, kauivaent 10 %5 Halb of the
countrybés outward FDI stock.

The Top 20 produces and sells goods and services worth approximately US$30bn and employs
77,000 persons abroad.

About half focus on their region, Latin America, where they apgemented in the relative
largest number of countries.

The multinationalization of Brazilian firms has risen rapidly during the past few years, fueled
primarily by natural resource firms; these firms account for abouthwds of the foreign assets

of the Top 20. CVRD leads the MNE ranking list, which also includes many industrial groups,
heavy construction companies and some4égih groups like EMBRAER and Itautec.

Despite the concentrated nature of outward FDI from Brazil, a growing number of firms
including many small and mediusized enterprises, are becoming MNESs.

Table 1. FDGCPII ranking of the top 20 Brazilian MNEs, in terms of foreign assets,
2006
(Millions of US$)

Rank Name Industry
1 Companhia Vale do Rio Doce (CVRD)  Mining & metals
2 Petrobras S.A. (Petroleo Brasileiro S.A.) Oil & gas
3 Gerdau S.A. Steel
EMBRAER - Empresa Brasileira de
4 Aerondutica S.A. Aviation
5 Votorantim Participagdes S.A. Diversified
6 Companhia Siderurgica Nacional (CSN) Steel
7 Camargo Corréa S.A. Diverdfied
8 Odebrecht S.A. Construction & petrochemicals

10 All reais figures are converted into U.S. dollars using IktErnational Financial Statisticdata, averaged for each year.
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9 Aracruz Celulose Pulp & paper

10 Weg S.A. Electromechanical
11 Marcopolo S.A. Bus manufacture
12 Andrade Gutierrez S.A. Diversified
13 Tigre S.A. Tubos e Conexdes Construction
Usinas Siderlicas de Minas Gerais S-A.
14 Usiminas Steel
15 Natura Cosméticos S.A. Cosmetics
16 ltautec S.A. IT
17 America Latina Logistica S.A. Logistics
18 Ultrapar Participedes S.A. Diversified
Sabo Industria e Comércio de Autopecas
19 Ltda. Automobile parts
20 Lupatech S.A. Electromechanical

Total foreign assets of the Top 2056,426
Source: FDCGCPII survey of Brazilian MNEs.

Table 1" (andAnnex table llist the Top 20 in terms of foreign assets in 2006. Half of the Top

20 are headquartered in Sao Patéde &nnex figure L They are all privately held firms, except

for Petrobras. CVRD and Petrobras, the top two (and both natural resource companies), together
accounted for over twthirds of the foreign assets of the Top 20; if the third ranking firm,
Gerdau, is added, more than thoperters of all the foreign assets of the Top 20 are accounted
for. There are also many small firms that have investments abroad and are, in fact, quite
multinational; they are listed, by way of example, in Annex Tablef the 18 top MNEs that
responded to this question, only four began to establish foreign affiliates between 1990 and 1996,
and an additional five since 1997n other words, they are young MNEs.

Table 2. Snapshot of Brazil's 20 largest MNEs, 2002006
(Billions of US$ and no. of employees)

Variable % change
2004 2005 2006 (20056)
Assets
Foreign 24 27 56 112
Total 190 215 277 29
Share of foreign in total (% 13 12 20
Employment
Foreign 32,645 41,281 77,058 87
Total 312,306 330,689 405,817 23
Share of foreign in
total (%) 10 12 19

Sales (excluding exports
By foreign 23 26 30 14

" Financial services companies are not included in the ranking.

24



affiliates

Total 148 167 190 14
Share of foreign
affiliates in total(%) 15 16 16

Source: FDGCPII survey of Brazilian MNESs.

The profile of the Top 20

The foreign assets held by Brazilian MNEs more than doubled between 2005 and 2006, signaling

the takeoff of Brazilian MNEs. This growthwasduejnart t o CVRDG6s US$ 18
acquisition of Inco (Canada) in 2006. Increasingly also, the financing of foreign expansion can

draw on global pools of capital, with eight of the top ten MNES listed on both the New York

Stock Exchange and the Séao Paulo texchange (BOVESPA).

As a percentage of total assets, the foreign assets of the Top 20 range from 1% to 46%, with only
two having more than US$ 10 billion in foreign assets. For the group as a whole, foreign asset

were 20% of total assets in 2006, congolto 12% in 2005 (this increase is mostly due to

CVRD6s acquisition of Inco). This compares to
countries in 2005 i indicating that Brazilian MNEs still have a considerable way to go to catch

up with the averge of their (especially Asian) competitors.

In line with the increase in assets, the foreign employment of the Top 20 almost doubled from

2005 to 2006. Three (led by Odebrecht) have more than 10,000 employees abroad. The average

of foreign employment ttotal employment for the Top 20 is 19% (compared to 39% for the

largest 100 MNEs from developing countries). Somettwals of foreign employment is

|l ocated in Latin America. All of the Top 20606s
members of th@op 20 are noiBrazilian (3%). Surprisingly, eight of the Top 20 say that they

have Spanish and/or English as an official language, in addition to Portuguese.

The distribution by industry shows a great concentration in the natural resources sectam with
companies (CVRD and Petrobras) representing more thathtwds of the foreign assets of the

Top 20. A second group, composed of companies manufacturing industrial products, accounts
for more than 19%. Brazilian MNEs that assemble finished goodseavidescompanies

represent each around 6%, leaving less than 1% for the only company in the consumer business
(Natura) (Annex figure 2).

The production and hence foreign sales by foreign affiliates, at US$ 30 billion, represent about
onesixth of theirtotal sales. Six have production and hence sales of over US$ 1 billion abroad,

and one (Petrobras) over US$ 10 billion. Foreign sales rose by 14% in 2006, which was half as

fast as assets. The foreign sales and hence production of the Top 20 were tiergaqfiabout

onef i fth of the countrydés exports in 2006, maki
terms of delivering goods and services to foreign markets.

2 UNCTAD, World Investment Report 20Q@eneva: UNCTAD, 2007), p.25, also for the subsequent data.
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If the exports of the parent firms of the Top 20 (not including Petrobras anchNderto lack

of data) are added to the production and sales of their foreign affiliates, the total is US$ 42
billion, for a 44% ratio of international vs. total sales. This ratio is already in line with the data
reported by UNCTAD for the largest 100 MBIEfom developing countries (43%).

If Brazilian MNEs were ranked according to the Transnationality Ib8etke list would be led

by Gerdau, CVRD and Sabo (Annex table 1). Many firms consist of course of various divisions,
with each having a different desgr of multinationality. An example is Odebrecht, whose overall
index is 27%; however, if its petrochemical side, Braskem, is excluded from the total and
Odebrecht Construction is taken by itself,
highest inthe list.

The foreign affiliates of the Top 20 have a wide geographic spread (Annex figure 3). Together,
the Top 20 are present in 51 countries. On average, they were present in about three host
countries, led by Votorantim, Camargo Correa, OdebrechWseg] which each is present in 12
countries outside of Brazil.

If one calculates the number of host countries in which a Brazilian MNE is located in a given
region as a percentage of all host countries in which it is located (times 100), one arriges at th
Regionality Index. It shows that about half of the Top 20 have most of their activities in Latin
America, with a few giving special attention to Europe and Asia (Annex table 3). In other words,
in line with firms from other outward FDI countries, mosaBlian MNEs are regional firms.

The aggregate picture

The data on the Top 20 need to be seen in the context of Brazil's total inward and outward FDI
flows. For the first time since official statistics have become available, outward flows in 2006
(US$28 billion) were higher than inward flows (US$ 19 billioAnfex figure % although this

is not likely to become a pattern in the near futtiiill, both types of flows are forecast to stay

at relatively high level®. This made Brazil the second mastgortant outward investor among
developing countries (after Hong Kong (China)) in terms of FDI outflows in 2006, and the top
outward investor in Latin America. A good part of these flows took the form of mergers and
acqui sit i oAnnex tdble}AtGyeenfield investments were also quite important
(Annex table p

By the end of 2006, Brazil had accumulated an OstBékof US$ 108 billion, making it the

third largest outward investor among developing countries (after Hong Kong (China) and
Singapor¢ . According to Brazil bés Centr al Bank,
services (49%), followed by professional services (36%) and petrochemicals and enetyy (4%)

B The Transnationality Index is a composite ratio calculated by averaging the relative shares of foreign assets, foreégs employ
and foreign sales as a percgygaf their respente totals. See UNCTAD op. cit.

%1n 2007, Brazilian FDI inflows are expected to be higher than outflows.

S World Investment Prospects to 2011: Foreign Direct Investment and the Challenge of Politicat Risk

www.cpii.columbia.edu

18 This distribution has changed in light of the composition of outward FDI flows since 2005.
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The | iondbs share is | ocated i1 n weddyEkumpeAmer i ca
(36%) and North America (7%).

Brazil s outward FDI i s'héadquanteredinBrdzd, showing¢hat, by 8
apart from the firms captured in the ranking, there are many small and medeaBrazilian
firms that are beginninthpeir efforts to become competitive in foreign markets.

Mt is not clear to what extent this figure includes foreign affiliates in Brazil undertaking FDI outside Brazil.
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Annex Table 1: FDGCPII ranking of the Top 20 Brazilian MNEs, key variables- 2006
(Millions of US$)

Ranking
. . (Foreign
. Trans (Foreign (Foreign employme Trans
Foreign . . assets / sales / total . .
nationality Name Industry nt / total nationality
assets | total assets) sales) o
ndex o o employme Index (%)
(%) (%) nt) (%)
Companhi
a Vale do
Rio Doce  Mining &
1 2 (CVRD) metals 46 18 24 29
2 18 Petrobras Oil&gas 12 12 11 12
Grupo
3 1 Gerdau Steel 39 54 46 46
EMBRAE
4 6 R Aviation 45 12 13 23
Grupo
Votoranti
5 24 m Diversified 5 9 4 6
6 13 CSN Steel 18 28 3 16
Camargo
7 9 Corréa Diversified 26 13 18 19
Constructio
né&
Grupo petrochemi
8 5 Odebrecht cals 15 20 47 27
Pulp &
9 23 Aracruz paper 19 n.a 1 7
Electro
10 7 WEG mechanical 24 30 11 22
Bus
Marcopol  manufactur
11 4 o] e 30 30 22 27
Andrade
12 11 Gutierrez  Diversified 4 7 41 17
Constructio
13 8 Tigre n 27 17 17 20
14 31 Usiminas Steel 1 n.a n.a 0.3
15 17 Natura Cosmetics 22 3 15 14
16 15 Itautec IT 19 20 6 15
America
Latina
Logistica
17 19 S/IA Logistics 2 11 23 12
Ultrapar/
Grupo
18 26 Ultra Diversified 2 2 3 2
Automobile
19 3 Sabé parts 16 43 27 29
Electro
20 22 Lupatech  mechanical 10 4 7 7
Source: FDCGCPII survey of
Brazilian MNEs. Reais/dollar exchange rate (IMF): 2.175

28

Number of
host
countries

12

12

12

0 ~NO N (o]

11



Annex Table 2: Additional Brazilian MNEs, key variables- 2006’

(Millions of US$)

Name

Artecola Inds Quims Ltda
Bematech Industria e Comércio de
Equipamentos Eletrénicos S.A.

Datasul SA.

Duas Rodas Industrial Ltda.
Localiza Rent a Car S.A.

Marisol S.A.

Metalfrio Solutions S.A.

Método Engenharia S.A.

Perdigéo S.A.

Portobello S.A.

Randon S.A: Implementos e Participacde:

TOTVS S.A

Industry
Chemical

IT

IT

Chemical
Transport
Textile
Cooling
Engineering
and
construction
Agribusiness
Construction
materials
Diversified
IT

Source: FDGCPII survey of Brazilian MNEs.

& At this stage, their rankings could not be determined.

(Foreign
assets / total
assets) (%)
28

(Foreign
sdes / total
sales) (%)
12

3

2
6

29

(Foreign employment /
total employment) (%)

10
2

2
7

27

0O~

Transnationality
Index (%)

17

2

2
18
0.1
1
16

eais/dollar exchage rate (IMF): 2.175

Number of
host countries

5

GNEFE WD



Annex Table 3: The Top 20: Regionality Index 2006

Rank

14
15
16
17
18

19
20

Name
Companhia Vale do Rio Doce (CVRD)

Petrobras S.A (Petroleo Brasileiro S.A)
Gerdau S.A.

EMBRAER - Empresa Brasileira de Aeronautica S.A.

Votorantim Participagdes S.A.
Companhia Siderurgica Nacional (CSN)

Camargo Corréa S.A.
Odebrecht S.A

Aracruz Celulose

Weg S.A.

Marcopolo S.A.

Andrade Gutierrez S.A.

Tigre S/A. Tubos e Conexdes

Usinas &lerlrgicas de Minas Gerais Sl#siminas

Natura Cosméticos S.A.
Itautec S.A.

America Latina Logistica S.A.
Ultrapar Participagfes S.A.

Sabo Industria e Comércio de Autopecasaltd

Lupatech S.A.

Source: FDCCPII survey of Brazilian MNEs.

Regionality Index

Africa

10

22

30

Asia

60

40
25

Europe
10
33
40
33

50

(e¢]

40
33
14
13

14
25

55

Latin America

10

33
73

25

67
58
40
33
43
88
86

86
63
100
100

50

North America

10

11
18

20
17

50
8
8
20
8

14

50



Annex Table 4: Top 10 Brazilian crossborder merger and acquisition (M&A) transactions - 2005 to November 2007

(Millions of US$)

Date(s)
3-Nov-06/5
Jan07
11-Juk07

9-Aug-06
13-Dec05

1-Sep07
9-Dec05
26-Feb07
24-Jan06

17-Mar-07
31-Mar-05

Acquiror name

Companhia Vale do Rio Doce
(CVRD)
J&F Participacoes S.A.

AmBev
Camargo Correa Group

GP Investimentos
Companhia Vale do Rio Doce
(CVRD)

Companhia Vale do Rio Doce
(CVRD)

Cia de Tecidod extile Bus

Grupo Votorantim
Grupo Votorantim

Source: Thomson Financial.

Target company

name

Inco Ltd
Swift & Co

Quilmes Industrial

S.A. {Quinsa}

Loma Negra CIA S.A.
Pride Intl IncLatin

American

Canico Resource Cory

AMCI Holdings
Australia Pty

Springs Inds

Acerias Paz del Rio

S.A
CEMEX S.A.

Target industry
Metals & mining
Food and bevage

Food and beverage
Construction materials

Oil & gas

Metals & mining
Other financials
Textiles & apparel

Metals & mining
Construction materials

31

Target country
Canada
United States

Argentina
Argentina

Argentina
Canada
Australia
United States

Colombia
United States

% of shares
acquired

89
100

34
100

100
94

100
100

52
100

Value of
transaction

19,466
1,425

1,200
1,025

1,000
743
663
494

489
389



Annex Table 5: Selected Brazilian cros®order greenfield transactions undertaken or announced,

2004 June 2007
(Millions of US$)

Date

Aug-05

Mar-07
May-06
Jul06

Jun07

Feb04

May-04
Sep04

May-07
Mar-07

Jul06
Sep04

Mar-05

Company
Name

Petrobras

Companhia
Vale do Rio
Doce (CVRD)

Petrobras
Petrobras

Petrobras
Companhia
Siderurgica
Nacional
(CSN)

Sigma Pharma
Petrobras

Petrobras

Votorantim
Group

Petrobras
Petrobras

Petrobras

Destination
Country

Nigeria

Mozambique
USA
Argentina

Argentina

Portugal

Portugal
Argentina

Nigeria
USA

Argentina
Argentina

Argentina

Source: OCO Monitor, www.ocomibor.com

Sector

Coal, oil and natural gas

Coal, oil and natural gas
Coal, oil and natural gas
Coal, oil and natural gas

Coal, oil and natural gas

Metals

Pharmaceuticals
Transportation

Alternative/renewable energy

Building & construction materials

Coal, oil and natural gas
Transportation

Coal, oil and natural gas

32

Value

1,900

1,200

500

450

420

375

359
285

200

200

200
200

180



Annex figure 1. Headquarters locatims of the Top 20 Brazilian MNEs- 2006

LEGEND
DF Distrito Federsl RJ Rio de Janeiro
ES

MG Mines Gersis  SCSants Cstarina

PR Parana SP Sé&o Paubo

Companhia \aile o Msrcopob SA.

Gerdau SA

&R - Bnnreey 4
ora de Asronatica 3 A

Source:FDC-CPII survey of Brazilian MNEs.
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Annex figure 2. Distribution of foreign assets of the Top 20 Brazilian MNEs, by industry 2006

CAMARGO CORREA

ANDRADE
GUTIERREZ
CVRD MARCOPOLO PBEERES NATURA
PETROBRAS EMBRAER AVERICA LATINA

LOGISTICA

Basic inputs Finished Finished
and industrial consumer
raw materials goods goods

Percentage of total assets for the Top 20 Brazilian MNEs

67.5%

Source:FDC-CPII survey of Brazilian multinationals
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Annex figure 3. Spread ¢ooplOMMbEsei gn af fil i
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Panama 0 s -
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Peru
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U 1(
oo |
@ Companhia Vale do Rio Doce CSN @O 1
@ Petrobras S.A. Camargo Corréa @
©® Gerdau S.A. Odebrecht
¢ Embraer Aracruz
@ Votorantim Weg I

Source:FDC-CPII survey of Brazilian MNEs.
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Annex figure 4. Evolution of Brazilian FDI flows, 1980-2006
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Source: Central Bank of Brazil
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B. The internationalization of Brazilian MNEs is steadily
increasingin 2006-2008

Luis Afonso Lima and Anténio Félix

The 2009 survey of Brazilian outwanavesting firms, released on Octol#, 2009, covers

the period 200€008. It focuses on companies that a) had their head office in Brazil, b)
exercised management control over at least one foreign affiliate in another country, and c)
held OFDI stock of at least US$ 10 million. The purpdsthe survey was to broaden our
understanding of the internationalization of Brazilian companies, and to trace the evolution of
this process over the last few years. This report thus includes a ranking of Brazilian MNEs
based on their internationalizatiordex, as well as one based on their foreign assets.

The internationalization index represents the arithmetical average of three ratios: foreign to
total assets, foreign to total sales, and foreign to total employees. Note that foreign sales in
this repat donotinclude exports. Questionnaires were sent to nearly 200 BralelliEs.*®

The final ranking presented here includes 57 companies. Apart from the information needed
to calculate the internationalization index, qualitative information regardingatigations

and characteristics of, and barriers to, the internationalization process of Brazilian companies
was also sought, as was information about the OFDI intentions of the companies.

Some key findings

The 57 listed Brazilian MNEs together had abd®$ 21 billion in foreign assets, just over
US$ 40 billion in foreign sales, and nearly 158,500 foreign employees in 2008.

JBS Friboi came first in the ranking by the internationalization index and sixth in the ranking
by foreign assets, with 56% of #ssets held abroad. Gerdau (Grupo) was first in the ranking
by foreign assets, with 61% of its assets held abroad, and third in the ranking by the
internationalization index. (Table 1)

The average internationalization index for the listed companiegroyeel4.9 in 2006 to
16.7 in 2007 and to 17.4 in 2008.

The internationalization of Brazilian companies is dominated by the private sector, although
stateowned enterprises also play a role. Just one company in our list of 57, Petrobras, is from
the publicsector.

The global economic crisis has had a major impact on Brazilian OFDI flows (see Annex
figures 2a and 2b) On the other hand, investment intentions remain strongly positive, with
nearly 75% of companies planning either an increase in OFDI nexi3@af or no change
(35%).

811 the case of companies that appeared among the top 20 in the Valor ranking published in 2008 but did not respond to the

present survey, the rankings in this yeardés |ist are based
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Ranking of Brazilian MNEs investing abroad, 2008
Ranking by
i - - Foreign assets
Name Industry Foreign assets Ime.' n.\t.lonallmt total assets
ion index
JBS Friboi Crop and animal production 6 1 55,9
Odebrecht Construction of buildings - 2 55.9
Gerdau (Grupo) Manufacture of basic metals 1 3 609
Metalfrio Manufacture of machinery and equipment 25 4 68,7
Coteminas (Springs Global) Manufacture of textiles 17 5 19.5
lhope Information service activities - [3 330
Sabod Manufacture of other transport equipment 18 7 8.5
Magnesita Manufacture of other non-metallic mineral products 12 8 64,2
Marfrig Crop and animal production T 9 26,2
AmBev Manufacture of beverages 4 10 120
Vale do Rio Doce Mining of metal ores 2 11 189
Artecola Holding 27 12 3086
Marcopolo Manufacture of other transport equipment 16 13 16,3
WEG Manufacture of electrical equipment 11 4 7.6
Gol Air transport 9 15 58.8
Embraer Other manufacturing 10 16 394
Duratex Specialized construction activities prl 7 4.1
Itautec Manufacture of computer, electronic and optical products 19 18 19.7
Camargo Corréa (Grupo} Conglomerate i3 19 16,2
Stefanini Comj progr ing, c I y and related activities 34 20 183
Votorantim (Grupo) Conglomerate 3 21 22,2
Construtora Andrade Gutierrez  Construction of buildings 14 22 14
Tupy Manufacture of fabricated metal products, except machinery and equipment 15 23 198
CIaT I [ progr ing, ¢ I y and related activities 40 24 16,6
TAM Air transport 25 090
Bertin Manufacture of food products 13 26 70
All América Warehousing and support activities for transportation 27 0.0
Petrobras Extraction of crude petroleum and natural gas 31 28 113
Natura Manufacture of chemicals and chemical products 28 29 2.5
CSN Mining of metal ores 5 30 12,9
G Brasil Holding EX} K| 73
Perdigio Manufacture of food products 4 32 110
Acumuladores Moura Manufacture of electrical equipment 30 33 86
Indistrias Romi Manufacture of machinery and equipment 32 34 20
Agrale Manufacture of motor vehicles, trailers and semi-trailers 42 35 14,0
Alusa Civil engineering - 36 0,0
Aracruz Manufacture of paper and paper products 20 37 16.9
Portobelo Manufacture of other non-metallic mineral products 36 38 34
Banco ltan Financial and insurance activities 39 104
Totvs Comy I Progr ing, ¢ | y and related activities 39 40 1.7
Bematech Manufacture of electrical equipment i 4 1.5
Braskem Manufacture of chemicals and chemical products 24 42 1.0
DHB Manufacture of other transport equipment " 43 46
Modulo Security Soluti I progr ing, c y and related activities 45 4 3.6
Altus Manufacture of electrical equipment 43 45 3.5
Inplac Manufacture of rubber and plastics products 46 0,0
lochpe Maxion Manufacture of other transport equipment 26 47 0.1
Minerva Manufacture of food products 35 43 08
M. Dias Branco Manufacture of food products 23 49 5.1
Marisol Manufacture of textiles 37 50 2,6
Suzano Manufacture of paper and paper products 51 0,0
Klabin Manufacture of paper and paper products 52 0.0
Sadia Manufacture os food products 21 53 1.2
Romagnole Manufacture of electrical equipment 46 54 04
Banco do Brasil Financial and insurance activities 55 0,0
Telemar Telecommunications 47 56 0,2
Cemig Electricity, gas, steam and air coenditioning supply 29 57 0.1

Source: Sohest

Other Findings

Distribution by industry. The 57 companies on our list are from 28 different industries: in
manufacturing, the manufacture of transport eopgipt, food products, basic metals,
chemicals products, textiles, and electrical equipment; in services, computer programming
and consultancy; in the primary sector, crop and animal production, and petroleum and

natural gas extraction; among other actigitjsee table 1 above). Note, however, that the

pattern of industry distribution in our list may not necessarily be the pattern of distribution of

Brazil

0s

OFDI Centr al

Bank

dat a

show

curren

sector. Caution ig order about these figures, though, as it is difficult in Brazilian outflows
to separate authentic FDI from purely financial investment under the guise @BFDI.

Moreover

, since much of

Brazil

0s

OFDI

not easy to know where and in what activity this investment ultimately ends up.

goes |

Localization. The head offices of 25 of the companies on the list selected are located in the
state of Sdo Paulo, while the rest are based in the states of Rio Grand€G)pFalde

¥see” The

growth of

Brazil s direct

iby Lhwuis Afansod.ima andQctavioadlel

Barros,Columbia FDI Perspective No. 13, August 17, 2009,
http://www.vcc.columbia.edu/pubs/documents/BrazilOfFial.pdf for further discussion.
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Janeiro (5), Santa Catarina (4) Minas Gerais (4), Parana (2), Ceara (1) and Pernambuco (1)
(see Annex figure 1.)

Impact of the crisis on Brazilian OFDI. There is no doubt that BrazilidiNEs are being
severely hit by the international crisighis explains why Brazilian OFDI flows were reduced
during 2009 (see Annex figure 2). According to our survey, less than 2% of the companies
havenotbeen affected by the crisis. The majority, 54%, are facing lower demand for their
products, besides lowgrices and less credit for their international operations. About 5% of
the companies see the crisis bringing new opportunities in their business (see Annex figure
3). It is also interesting to note that, despite the crisis, only 1.8% of the companies are
planning to sell all their assets abroltbst are planning to reduce costs (47%) or

temporarily reduce investment (22%). (See Annex figure 4)

Motivations to internationalize. The r eason most mentioned, the
competitive position, i@ived 26% of the responses. The second most mentioned option with

16% of the responses was following clients into international markets. Other motivations

include growing world demand, fiscal incentives, and the desire to reduce dependence on the
domestianarket (see Annex figure 5).

Functions carried out by the overseas unitsThe answers indicate that most of these units
(45%) consist of offices for exporting goods manufactured in Brazil. The second most
frequent response was the manufacture of gooddhee provision of services overseas

(29%). It is interesting to note how other functions, such as logistics services and R&D,
already figure among the overseas activities carried out by respondent companies (see Annex
figure 6).

Most important factors for companies locating overseas41% of the responses mentioned
access to international or regional markets, while 36% mentioned market size (see Annex
figure 7).

Principal sources of financing. This question showed the greatest concentration of

resporses. 71% of respondents indicated their own capital as the main source of funding. It is
interesting to note that the answers do not mention domestic bank loans. Access to BNDES
funds were mentioned by 5% of the respondents (see Annex figure 8).

Internal barriers to internationalization. A diverse range of factors was mentioned as
barriers. 24% of respondents cited currency fluctuation. Among other internal barriers
frequently mentioned were high taxes, high logistics costs, and the cost of creditrigge An
figure 9).

External barriers to internationalization. Tough competition in mature markets was the
main barrier outside Brazil, with 32% of the responses. In second place, with 17% of
responses, came taxation issues, like double taxation and tarcloarépreign exchange.

Other factors mentioned were the regulatory environment of host countries, credit terms and
risk on overseas buyers (see Annex figure 10).

Outward investment intentions in 20092010, compared to 2008Despite the crisis, 39%

of respondents declared their intention to increase OFDI. Among these, the majority intend to
increase OFDI by less than 30%. Another 35% of respondents planned to maintain OFDI at
current levels, while 27% intend to reduce their investments (see Annex fiufeid
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interesting to note that the United States and Argentina still remain the preferred destinations
for OFDI from Brazil. Other destinations ci't
Africa and India.

Brazilian OFDI: The Broad Picture®°

In 2008, Brazil was theth largest outward investor among emerging markets in terms of FDI
stock, with US$ 162 billion. In terms of outward FDI flows, Brazil was the 5th largest, with
nearly US$ 21 billion.

The internationalization of Brazilian companissirelatively recent phenomenon. From

2000 to 2003, OFDI averaged less than US$ 1 billipeaa. Over the fouyear period
2004712008, this average jumped to nearly USS$
were estimated to have fallen by 15%, OFDI from Brazil almost tripled, increasing from just

over US$ 7 billion in 2007 to nearly US4 billion in 2008. UNCTAD data put the current

stock of Brazilian OFDI at US$ 162 billion in 2008, an increase of 96% over 2003.

According to the most recent data, 887 Brazilian companies have invested abroad.

Despite its relative novelty, the internatadization of Brazilian companies has achieved a

wide geographic spread. Brazilian OFDI can today be found in 78 countries. Admittedly,

some destinations matter more than others. Putting aside investment in tax havens, which
accounts for 67% of the totalccording to the most recent data, half the stock of OFDI from
Brazil had gone to Denmark, the United States and Spain, with developed economies together
accounting for 75%. Among emerging markets, Argentina leads, followed by Uruguay.

Conclusion

The irternationalization of Brazilian companies is a much more widely disseminated
phenomenon than one might conclude from the few cases always mentioned by the media as
examples of overseas success. This survey of internationalized Brazilian companies seeks to
contribute not only to identifying opportunities and overcoming the difficulties companies

face, but also to understanding this phenomenon, and defining national strategies regarding it.
To do this, the survey focused on obtaining a representative sahtpl@panies.

The conclusion of this survey is that the internationalization of Brazilian companies is not a
limited orshortt er m phenomenon. As with other emergi
internationalization movement is only just beginning.

The results bthe survey also suggest some issues public policies might usefully focus on.
These include taxes, logistics, currency flu
potential markets. One issue that stands out is the low participation of Braziliax baittrk

private and BNDES, as sources of funds for internationalization. Greater access to credit

could make a major contribution to increasing the overseas presence of Brazilian companies.

20 gee the article mentioned in fn. 2 above.

40



Annex figure 1: Locations of head offices in Brazil

. Ceara — 1 Headquarter
Pernambuco — 1 Headquarter
] 1
A~

Minas Gerais — 4 Headquarters

Sio Paulo — 25 Headquarters

Rio de Janeiro — 5 Headquarters

Parana — 2 Headquarters
Santa Catarina — 4 Headquarters
Rio Grande do Sul — 6 Headquarters
Source: SOBEET-Valor-VCC survey of Brazilian multinationals, 2009.

Annex figure 2a:

Brazil: Foreign Direct Investment - Flows
(USS bi) Accumulated 12 month:
50 -
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Source: BCB
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Annex figure 2b:

Outward Foreign Direct Investment (US$ bi

-3.4

-5
1Q2008 2Q2008  3Q2008 4Q2008 1Q2009 2Q2009  3Q2009

Source: BCB

How does international crisis in 2009 affect your activity abroad ? (%)

60

53,6 M Services
Intermediate Goods

Consumer Goods

30 4+—
214
19,6
20 +— _
8,9 8,9
10 +— e
1o o4 3,6 36 3,6
o e e - S S 18
0 18 R 18 18 18 18
T T T T T T T 1
Lower demand Lower prices Less credit New Higher Huctuation of the Others The international
opportunities to delinquency real affects my scenario does
my business among my clients competitiveness not affect my

business abroad

Source: SOBEET-Valor-VCC survey of Brazilian multinationals, 2009.
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Annex figure 4:

Facing international crisis, which measures have been taken ? (%)

01 473
4o Ml Services
Intermediate Goods
Consumer Goods
30 —
21.8
25,5
20 +—
10.9 91
0T ] 3 :
B 5
9,1 36 1,8 . 1.8 1,8 1,8
0 . 36 . 36 . 36 . ’ 18 18 S - S
Cost reduction Investment Despite Mix of the Elected Partial sale of Total sale of Others
reduction international products sold countriestodo assets abroad assets abroad
crisis, no abroad has been business have
measures have changed been changed
been taken

Source: SOBEET-Valor-VCC survey of Brazilian multinationals, 2009.

Annex figure 5:

What are the main reasons that led your company to internationalize? (%)

50

40

W Services

Intermediate Goods
Consumer Goods

5,3
35 1,8 1,8

0 3 T T T T T 35 T 18 T 18 T 18 T 18

Company deaccompany World demand Intention to To establish ~ The search for Others Saturation of  To accompany Fiscal

international clients in reduce export economies of Brazilian the competition incentives

competitive international dependence on platforms in scale domestic in international

position markets the domestic  other countries market markets
market

Source: SOBEET-Valor-VCC survey of Brazilian multinationals, 2009.
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Annex figure 6:

What functions does (do) your compan

50

44.6
M Services
40 Intermediate Goods
Consumer Goods
a0l 28,6
17,9
20 +—
12,5
10.7
10 +— I 14,3
16,1
54
a6 54 1,8 18
0 . ’ . . 18 S W : B 18 ,
Sales / distribution Production of goods Others Logistics / support Research and Finance
office and services services development

Source: SOBEET-Valor-VCC survey of Brazilian multinationals, 2009.

Annex figure 7:

Which factors most influenced the location of your company
overseas? (%)

50

41,1 M Services
Intermediate Goods
Consumer Goods

35,7

10,7
20 +— e
21,4
8,9
10 +— 19,6 — .
7,1
s o 36 36
54 [ :
2 3,6 3,6
0 T T T T 1'8 T 1
Access to Market size Others Stable investment Local market growth Availability of labor
international and/or environment

regional markets

Source: SOBEET-Valor-VCC survey of Brazilian multinationals, 2009.
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Annex figure 8:

What are the principal means of f
activities? (%)
80
70,9 M Services
70 Intermediate Goods
Consumer Goods
60 -
50 -
40 +—
25,5

30 +—
20 +—

10 41— 218 5,5 91 7.3 7.3

7.3 - T . 36
0 F 18 3,6 3,6
Own capital BNDES Overseas debt Overseas banks Others
Source: SOBEET-Valor-VCC survey of Brazilian multinationals, 2009.
Annex figure 9:
What are the principal internal barriers for your company to
internationalize? (%)
M Services

40

30

20

10

Intermediate Goods

Consumer Goods

23,6
109 12,7 10,9 10,9
L 9.1 9,1 9.1
o15) ’
3, 3,6 y 7
- 36 18 18 18
9 18 S5 . e 18 18 18 18 L oam
Fluctuation of Others High tax burden High credit High logistics Competition Difficulty in Lack of skilled Low economies Lack of
the currency costs costs with projects in accessing human of scale, making knowledge
Brazil distribution resources production about potencial
channels to costs high in markets
international relation to

Source: SOBEET-Valor-VCC survey of Brazilian multinationals, 2009.
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Annex figure 10:

What are the principal external barriers for your company to
internationalize? (%)

50

" B Services
315 Intermediate Goods
,
30 Consumer Goods
’o 16,7 16,7
0 — 128
o S N weam . 5.6
5,6
111 13,0 37 e 3,7 19 1.9
0 . . 2 . 2 . 19 . 15 . 8 B W s s . - R N,
Tough Taxation (double Others Regulatory Barriers Difficulties in Credit terms Difficulties in Difficulties in Patents
competition in taxation of environment imposed by local raising funds on raising funds on  obtaining the legislation
mature markets overseas industry competitive the overseas guarantees
profits, taxes terms on the market on required for the
charged on the domestic competitive financing
results from market terms
foreign
exchange
variation)

Source: SOBEET-Valor-VCC survey of Brazilian multinationals, 2009.

Annex figure 11:

What is your intention regarding outward investment in
2009 - 2010, compared to 20087 (%)

50
W Services
40 e Intermediate Goods
. Consumer Goods
30 4 28,6
20 41— _-
143 10,2 14.3 122
10 — _—
8,2
8,2 10,2 6,1 "
0 T T 2'0 T : T 2‘0 1
Remain the same Increase of less than Reduction of over 30% Reduction of less than Increase of over 30%
30% 30%

Source: SOBEET-Valor-VCC survey of Brazilian multinationals, 2009.
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C. Brazilian MNEs positive in 2009 after tre global crisis

Luis Afonso Linra

The third survey of Brazilian MNEs, released on December 7, 2010, covers the year 2009.
The broader context of the present report is a-teng study of outward investment from
emerging markets, led by the VCC, whichremtly includes 15 countries.

Highlights

The 30 listed Brazilian MNEs together had about US$ 87 billion in foreign assets, nearly US$
61 billion in foreign salesnpt including exports), and almost 179,000 foreign employees in
2009 (Annex table 1).

Vale, a mining firm, was first in the ranking by foreign assets, with nearly US$ 35 billion. It
alone accounted for 40% of the total foreign assets on the list. The next two firms, Petrobras
and Gerdau, between them accounted for a further US$ 30 billimmaigh assets, i.e., just

over 34% of the total foreign assets of the top 30.

The highest foreign sales were recorded by-BBBoi, a food products firm (nearly US$ 17
billion), which also had about 45% of the total foreign employees (80,000). It cfimi f
the ranking by foreign assets, with US$ 5.3 billion in assets held abroad.

Only six other firms had foreign assets exceeding US$ 1 billion. Eleven firms at the bottom
of the list had less than US$ 100 million each.

The leading industry on the figwell over half the firms) is manufacturing, although the top
two firms are in natural resources (mining and oil & gas). Services accounted for only four
firms.

Table 1.Ranking of the top 30 Brazilian MNES investing abroad 2009(US$ million)’

Rank

?oyreign Company Industry Status Z(s)égltgn
assets

1 Vale Mining of metal ores Listed 34,934
2 Petrobras Extraction of crude petroleum and natural gas Listed 15,937
3 Gerdau Manufacture of basic metals Listed 13,916
4 Votorantim Conglomerate Unlisted 7,809
5 JBSFriboi Crop and animal production Listed 5,296
6 Camargo Corréa Conglomerate Unlisted 2,161
7 Marfrig Crop and animal production Listed 1,529
8 Ultrapar Extraction of crude petroleum and natural gas Listed 1,514
9 Embraer Othe manufacturing Listed 1,378
10 Weg Manufacture of electrical equipment Listed 509

11 Brasil Foods Manufacture os food products Listed 346

12 Magnesita Manufacture of other nemetallic mineral Listed 300

2L Research and other assistance was also provided by An&@ini@fd Willian Volpato of Valor
Econdmico and Pedro A. Godeguez da Silva of SOBEET.
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products

13 Minerva Manufacture of food prtucts Listed 233
14 Telemar Telecommunications Listed 210
Suzano Papele .

15 Celulose Manufacture of paper and paper products Listed 171

16 Metalfrio Manufacture of machinery and equipment Listed 169

17 Coteminas Manufacture of textiles Listed 143

18 ltautec Manufacture of computer, electronic and optic Listed 131
products

19 Natura Manufacture of chemicals and chemical Listed 100
products

20 Tupy Manufacture of fabricated metal products Listed 79

21 Sabo Manufacture of other transport eqoipnt Unlisted 56

22 Duratex Specialized construction activities Listed 46

23 lochpe Manufacture of other transport equipment Listed 38

o4 Artecola Manufacture of other nemetallic mineral Unlisted 34
products

25 Marcopolo Manufacture of other traport equipment Listed 30

26 Industrias Romi Manufacture of machinery and equipment Listed 20

27 Klabin Manufacture of paper and paper products Listed 18

28 Totvs Computer programming, consultancy and Listed 14
related activities

29 Stefanini IT ®lutions Computer programming, consultancy and Unlisted 14
related activities

30 G Brasil Conglomerate Unlisted 14

Total 87,148

Source SOBEETFValor-VCC survey of Brazilian MNEs, 2010.

#Note that financial firms (banks, insurance companies, enarincluded in the ranking and not covered by this report,

except where it is explicitly indicated otherwise.

®The survey questionnaire on which this ranking is based was sent to 160 leading Brazilian MNEs, of whom 60 responded.

In the case of comparsehat appeared among the top 20 published in 2009 but did not respond to the present survey, the
rankings are based on the companies6é financial statements
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Profile of the top 30

The role of the private sector. The internationalization ddrazilian companies is dominated
by the private sector, although stat@ned enterprises also play a role. Just one company in
our list of the top 30, Petrobras, is statatrolled.

Distribution by industry. The 30 companies on our list are from 20fatént industries.

Within manufacturing, we have the following: transport equipment, food products, basic
metals, chemicals products, textiles, and electrical equipment. Within services, there are
telecommunications, computer programming and consultamcly specialized construction.

In the primary sector, there are crop and animal production, and petroleum and natural gas
extraction. Note that the pattern of industry distribution in our list ntayecessarily be the
pattern of di st twarth mvestneemt in @dneraB sirrce CentfalsBank data
show current Brazilian FDI abroad as concentrated in the services sector. Caution is in order
about these figures, though, as it is difficult in Brazilian outflows to separate authentic FDI
frompurelyf nanci al i nvest ment wunder the guise of
investment abroad goes into tax havens in the first instance, it is also not easy to know where
and in what activity this investment ultimately ends up.

Head office locations. The head offices of 19 of the companies on the list are located in the
state of Sdo Paulo, while the rest are based in the states of Rio Grande do Sul (3), Rio de
Janeiro (3), Santa Catarina (3), and Minas Gerais (2) (Annex figure 4).

Major outward M&A and greenfield transactions. Annex Tables 2 and 3 show the top 10

M&As and the top 10 greenfield transactions, respectively, undertaken abroad by Brazilian

firms over the past three years. Note that the total greenfield value is significantly larger than
thetotal M&A value (US$17.3 billion as against US$ 10.2 billion). Both lists are dominated

by Vale (three transactions of each kind). )
four out of the 10 M&As andive out of the 10greenfield transactions. Most transactions in

both lists were undertaken by firms on our list. That 2009 was a problematic year can be seen

in both tables. Only two of the top 10 M&As over the past three years were in 2009, one of

them in the financial industry, and only two of the top 10 greeniiisestments over the past

three years were in 2009, both by a firm not on our list.

Impact of the global recovery in 201&. Respondents reported a very positive impact, with
38% noting a recovery in foreign demand and 30% new business opportunitied abroa
(Annex figure 4). Other responses included recovery in product prices abroad (13%) and
greater access to foreign credit (6%). Annex figure 5 indicates the specific business decisions
taken in response to the recovery. Nearly 40% of respondents haviethditieir product

mix, while nearly 30% have changed investment destinations and about 15% have acquired
foreign assets.

Outward investment plans in 20162011, compared to 2009.Nearly half the respondents
(49%) declared their intention to increase ithevestment abroad in 202D11. Some 12%

of these 49% plan an increase of more than 30%, while the remaining 37% plan a smaller
increase. A further 46% of respondents planned to maintain their outward investment at
current levels, thus leaving only 5% avimtend actually to reduce their investment (Annex

ZNote that from this point onwards most of what i said in
but about the 60 multinationals thatpeaded to the survey.
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figure 6). It is interesting to note in this context that Argentina still remains the preferred
destination for outward investment from Brazil. Other destinations cited by the respondents
wer e t h®Republiogl Chen® South Africa and India.

Drivers of outward investment. The reason most often mentioned for expansion abroad
was the companyds international competitive
mentioned (with 20% of respondentgas growing world demand. Other motivations include

the search for economies of scale (15%) and the desire to reduce dependence on the domestic
market and establish export platforms abroad (Annex figure 7).

Operations abroad. Onethird of respondentsasd they had plants manufacturing various
goods or establishments providing various services. Almost as many (29%) said their foreign
operations consisted of sales offices for exporting goods manufactured in Brazil (Annex
figure 8).

Most important factors influencing choice of overseas locations. Some 32% of
respondents mentioned market size, while 29% cited access to international or regional
markets (Annex figure 9). Local market growth was cited by 18% of respondents.

Principal sources of FDI financhg. This question showed the greatest concentration of
responses. 58% of respondents indicated their own capital as the main source of funding. It is
interesting to note that the answers did not mention domestic commercial bank loans,
although 13% of regmdents did mention loans fromverseasbanks. TheBrazilian
Development BaniBNDES Banco Nacional de Desenvolvimento Economico e Sowiad)
mentioned as a source by 10% of respondents (Annex figure 10).

Barriers to internationalization. A diverse rang of factors was mentioned when it came to
barriers to outward investment. The barriers were both internal and external. Faakiog
internal factor (19% of respondents) was the tax burden in Brazil. Nearly as many mentioned
currency fluctuations. Amanother internal barriers mentioned was the cost of credit and
high logistics costs (Annex figure 11). Amoagternalbarriers, the top candidate was tough
competition in mature markets, with 31% of the respondents mentioning it. In a rather distant
secondplace (14% of respondents) came the regulatory environment of host countries. Other
issues, like the lack of double taxation treaties and the lack of access to foreign credit were
also mentioned (Annex figure 12).

Changes over 200&2009. Table 2 below mvides a picture of the changes in assets, sales
and employment between 2008 and 2009. (Data on 2007 were not available.) Foreign assets
as well as foreign sales increased in 2009, by nearly 55% and 28% respectively. However,
these increases are to someat a function of the exchange rates used to calculate these
figures®. The Brazilian real appreciated significantly in 2009. It was BRL 2.3 to the US
dollar in December 2008 and BRL 1.7 to the US dollar in December 2009. Thus, if the real
had not appreaied by December 2009, there would actually have been a fall in foreign sales
from BRL 109,441 to BRL 103,246 over 26@809. Employment, as we can see, fell
significantly in 2009, total employment by nearly 18% and foreign employment by nearly
13%. This & in keeping with what is known about the activity of Brazilian MNEs in 20009.
Incidentally, both outward FDI flows and (even) outward FDI stock declined in 2009, with

2 These were the IMF rates of December 31st for each year.
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flows going from over US$ 20 billion in 2008 tminusUS$ 10 billion in 2009 (Annex
figures 2 and 3).

Table 2. Snapshot of the top 30 Brazilian MNEs, 2068009
(US$ million and number of employees)

2008 2009 Percentage change,

20082009

Assets
Foreign 56,60 87,148 54.5
Total 257,100 478,593 86.2
Share of foreign in total 22.0% 18.2%
Sales
Foreign 47,583 60,733 27.6
Total 247,145 270,228 9.3
Share of foreign in total 19.3% 22.5%
Employment
Foreign 204,301 178,787 -12.5
Total 961,505 792,221 -17.6

21.2% 22.6%

Share of foreig in total

Source SOBEETFValor-VCC survey of Brazilian MNEs, 2010.
The big picture

The internationalization of Brazilian companies is a relatively recent phenomenon. From
2000 to 2003, outward FDI from Brazil averaged less than US$itrbdl year. Over the
fouryear period 2004712008, this average jumpe
global FDI inflows were estimated to have fallen by 15%, outward investment from Brazil
almost tripled, increasing from just over US$ 7 billior2B07 to well over US$ 20 billion in

2008. (As shown in Annex Table 8ix of the top 10 greenfield investments overseas took

place in 2008, including the largest and thie @d 3h largest.) In 2009, however, as noted

above, net outward investment waénus US$ 10 billion. UNCTAD data put the outward

stock of Brazilian FDI at US$ 158 billion in 2009 (Annex figure 3exreaseof 3% in
comparison to 2008.

In 2009, Brazil was thetfi largest outward investor among emerging markets in terms of FDI
stock.In terms of FDI outward stock as a percentage of gross domestic product, the ratio in
Brazil, of 10%, is almost twice as high as it was 15 years ago.

Despite its relative novelty, the internationalization of Brazilian companies has achieved a
wide geogrphic spread. Brazilian outward investment can today be found in 86 countries.
Admittedly, some destinations matter more than others. The main destinations of outward
investment from Brazil today are the United States and Spain, with US$ 10.6 billion &nd US
5.2 billion, respectively. Among emerging markets, Argentina leads, with US$ 3.5 billion,
followed by Uruguay, with US$ 2.5 billion.

Internationalization through Brazilian direct investment overseas is not one of the priorities of
public policy in Brazi. Among the few initiatives in this area, one might mention the creation
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by BNDES of a specific facility intended to help companies expand abroad. Furthermore, at
the end of 2009, the Foreign Trade Chamber, Camara de Comércio Exterior or CAMEX, and
the Deartment of Foreign Trade, Secretaria de Comércio Exterior or SECEX, of the
Ministry of Development, Industry and Trade (MDIC) launched Teemo De Referéncia:
Internacionalizacdo De Empresas Brasileffasvhich explores the possible public policies

for encouraging the internationalization of Brazilian companies.

According to the survey of the internationalization of Brazilian companies undertaken by
SOBEET, the tax burden in Brazil is one of the major internal barriers to be overcome by
companies seekinto internationalize. Other factors, like exchangge volatility and the cost
of credit in Brazil also feature among the difficulties encountered (as noted earlier). Along
with public policies that overcome internal barriers, it is also important éoBtazilian
government to move to increase the number of bilateral investment treaties, of which not
even one was signed in the last ten years and none of those signed has been ratified.

Conclusion

As noted above, Brazilian MNEs actually repatriated W&®illion in 2009, the highest such
reversal of outflows since 1947. The negative outflow picture is consistent with the results of
the SOBEETValor-VCC survey of Brazilian MNEs, which found that nearly half of the

Brazilian MNEs surveyed (over 47%) optiedreduce the operational costs of their foreign
affiliates last year. The results also indicate, however, that the 2009 downturn may have come
to an end. The cautious optimism of our respondents is confirmed by the latest data on
outward investment: Brédian direct investment abroad reached US$ 15.6 billion for the first
eight months of 2010, again the highest level for any comparable period since 1947.
Corporate resilience, a strong currency and increasing foreign demand have all played their
part in ths recovery.

24 Available at:http:/mww.mdic.gov.br/arquivos/dwnl 1260377495.pdf
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Annex figure 1. Brazil: The top 30 MNESs: Key variables- 2009(US$ million and numbers of employees)

Rank

by
foreign
assets

1
2

3

10
11
12
13
14
15
16
17

Company

Vale
Petrobras
Gerdau
Votorantim
JBSFriboi
Camargo Co#ga
Marfrig
Ultrapar
Embraer
Weg

Brasil Foods
Magnesita
Minerva

Telemar

Suzano Papel e
Celulose

Metalfrio

Coteminas

Industry

Mining of metal ores

Extraction of crude petroleum and natural gas
Manufacture of basic metals

Conglomerate

Crop and animal production

Conglomerate

Crop and animal production

Extraction of crude petroleum and natural gas
Other manufacturing

Manufacture of electrical equipment

Manufacture os food products

Manufacture of other nemetallic mineral
products

Manufacture of food products
Telecommunications

Manufacture of paper and paper products
Manufacture of machinery and equipment

Manufacture of textiles

Assets
Foreign
34,934
15,937
13,916
7,809
5,296
2,161
1,529
1,514
1,378
509
346
300
233
210
171
169
143

53

Total

100,907
198,413
25,599
35,140
24,397
14,811
6,575
6,368
3,388
3,085
8,767
522
1,190
35,177
3,997

413

908

Employment
Foreign
14,426
7,967
18,400
7,479
80,007
12,235
16,904
400
901
2,091
662
1,394
474
37
162
1,402

2,820

Total
60,036

76,919
40,000
61,676
125,000
57,864
46,984
9,400
16,853
18,670
130,166
6,938
7,774
28,261
4,024
2,607

14,800

Sale$
Foreign
8,440
12,173
8,098
2,354
16,745
1,669
2,931
1,103
1,129
999
1,401
491
87
114
n.a.
153
1,382

Total
23,615
104,904
15,239
14,642
19,701
9,054
5,524
20,737
7,614
2,934
15,426
1,259
505
17,224
n.a.
369
1,531

TNI
(%)

31.5
10.0
51.2
14.7
56.9
18.1
37.4
111
20.3
20.6
4.5

38.9
14.3
0.5

4.2

45.3

41.7



18 ltautec

19 Natura

20 Tupy

21 Sabo

22 Duratex

23 lochpe

24 Artecola
25 Marcopolo
26 Inddstrias Romi
27 Klabin

28 Totvs

e SemnT
30 G Brasil
Total

Average

Manufacture of computer, electronic and
optical products

Manufacture of chemicals and chemical
products

Manufacture of fabricated metal products
Manufacture of other transport equipment
Specialized construction adities

Manufacture of other transport equipment

Manufacture of ther nonmetallic mineral
products

Manufacture of other transport equipment
Manufacture of machinery and equipment

Manufacture of paper and paper products

Computer programming, consultancy and
related activities
Computer programming, consultancy and
related activities

Conglomerate

Source SOBEETFValor-VCC survey of Brazilian MNEs, 2010.

az

6n. a. 0 i n davadahilityosdatd. he non

131

100

79
56
46
38

34

30
20
18

14

14

14

87,148

54

743

1,566
1,327
297
2,488
799
114

60
30
373

694
85

359
478,593

398

1,439
28
1,190
151
922

330

4,019
305
110

300
1,671

163
178,787

6,218

6,260
7,481
3,510
8,832
7,365
1,553
13,715
2,601
7,527
4,300
8,755

6,132
792,221

274

164

170
142
75
33
49
373
36
n.a.

11

43

96
60,733

1,199

2,430
703
314

1,289
757
161

1,182
273

n.a.
620
364

658
270,228

15.6

9.5

10.2
32.8
3.1
7.2

27.1

36.9
30.8
3.2

3.6

15.6
7.0

20.8



Annextable 2. Brazil: The top 10 outward M&A transactions, 20072009 (US$ million)

Date

01/05/2007

04/23/2008

07/142007

11/11/2008

02/05/2009

02/26/2007

03/16/2007

10/23/2008

03/31/2009

03/17/2007

Total

Acquirer's name

Vale

Gerdau SA

J&F Participacoes SA
Magnesita SA

Vale

Vale

Banco Itau Holding
Financeira

JBS SA

Banco Itau Holding
Financeira

Grupo Votorantim

Target name

Inco Ltd
Quanex Corp

Swift & Co

LWB Refractories GmbH
Rio Tinto Ltd-Potash Assets

AMCI Holdings Australia Pty

BankBoston Uruguay

Smithfield Beef Group Inc

Banco Itau Europa SA

Acerias Paz del Rio SA

Source Adapted fromThomson ONE Banker. Thomson Reuters.

Target industry

Ferroalloy ores, except vanadium

Steel works, blast furnaces, and rollii
mills

Sausages and other prepared meat
products

Brick and structural clay tile
Potash, sda, and borate minerals
Coal mining

Banking

Beef cattle, except feedlots

Security and commaodity services

Steel works, blast furnaces, and rdlil
mills

55

Target
country

Canada
United States
United States

Germany

Argentina

Australia

Uruguay
United States
Portugal

Colombia

% of
shares
acquired

13.4
100.0
100.0
100.0
100.0
100.0
100.0
100.0
89.3

51.9

Value of
transaction

2,316
1,749
1,458
943
850
663
650
565
498
489

10,181



Annex table 3. Brazil: The top 10 outward greenfield investments, 2062009(US$ million)

Date Company Destination Industry Value
Feb08 Vale New Caledaia Minerals 3,200.0
Nov-09 Braskem Mexico Plastics 2,500.0
Jun09 Braskem Peru Plastics 2,500.0
Sep08 Votorantim Group Colombia Metals 1,500.0
Sep08 Gerdau Peru Metals 1,400.0
Feb07 Braskem Bolivia Chemicals 1,400.0
May-08 Vale Oman Minerals 1,36.0
Juk08 Petrobras Nigeria Coal, oil and natural gas  1,262.9
Mar-07 Vale Mozambique Coal, oil and natural gas  1,200.0
Apr-08 Petrobras Japan Coal, oil and natural gas  976.0
Total 17,303.9

Source Adapted from fdilntelligence, a service from thedicial Times Ltd.

&This amount is an estimate.
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Annex figure 1. Brazil: Head office locations of the top 30 MNEs 2009

Minas Gerais - 2 Headquarters

Sao Paulo - 19 Headquarters
Rio de Janeiro - 3 Headquarters

Santa Catarina - 3 Headquarters

Rio Grande do Sul - 3 Headquarters

Source SOBEETFValor-VCC survey of Brazilian MNEs, 2010.
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Annex figure 2. Brazil: Inward and outward FDI flows, 19932009 (US$ million)
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Source:Adapted from UNCTAD, Anex tables to World Investment Report 2010, http://www.unctad.org/Templates/Page.asp?intitemID=5545&lang=1.
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Annex figure 3. Brazil: Inward and outward FDI stock, 12909 (USD million)
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Source:Adapted from UNCTAD, Annex tables to World Investment Report 2010, http://www.unctad.org/Templates/Page.asp?intlitem|Dadgpsi5&Ia
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Annex figure 4. Brazil: Impact of global economic recovery on overseas business (percentages)

How is the economic recovery in 2010 over 2009 affecting
your overseas business?

40 38.0

35

30

25
(f
(0)2

Recovery in New Recovery inthe Greater access  Defaults and The global Other effects
overseas international  price of products to foreign credit delays in economic
demand business in foreign overseas recovery is not
opportunities for markets payments have affecting my
the company fallen business abroad

Source SOBEETFValor-VCC survey of Brazilian MNEs, 2010.

2The figure shows the percentage of 60 respondents offering a specific answer.
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Annex figure 5. Brazil: Response to improvement in global economy in 2010 (percentagdes)

Given the progress of the global economy in 2010 over 2009,
what business decisions have been taken regarding your
overseas business this year?

39.2

The mix of the Change of Purchaseof Globaleconomic Otherdecisions Sale of overseas
products sold countriesthe overseasasssets progressinis not assets
abroadhasbeen companyprefers affectingmy
modlified forinternational businessabroad
business

Source SOBEETFValor-VCC survey of Brazilian MNEs, 2010.

2The figure shows the percentage of 60 respondents offering a specific answer.
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Annex figure 6. Brazil: Plansfor investment abroad in 20162011, as compared to 2009 (percentages)

What are your company’s plans for investment abroad in 2010-
11, as compared to 20097

50 163

Remainthe same Increase ofless Increase of over Reduction of over Reduction ofless
than 30% 30% 30% than 30%

Source SOBEETFValor-VCC survey of Brazilian MNEs, 2010.

aThe figure shows the percentage of 60 respondents offering a specific answer.
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Annex figure 7. Brazil: Drivers of foreign expansion (percentage8)

What are the major reasons that led your company to
internationalize?

259

Company's Wyorld Thesearch Intentionto Toestablish Tokeep tabs Saturationof  Others Fiscal
international  demand for reduce export on Brazilian incentives
competitive economies of dependence platformsin competitors  domestic
position scale onthe other in market
domestic countries  international
markat markats

Source SOBEETFValor-VCC survey of Brazilian MNEs, 2010.

2The figure shows the percentage of 60 respondents offering a specific answer.
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Annex figure 8. Brazil: Types of operations abroad (percentages)

What are the major types of operations of your company on
international markets?

Settingup of own Exports by setting Acquisition of Exportingthrough Exportvia third Others
production / up own offices foreign overseaslicensed parties
services units intended for companiesto distributors /
overseas overseassales manufacture/ representatives
offer services
overseas

Source SOBEETFValor-VCC survey of Brazilian MNEs, 2010.

aThe figure shows the percentage of 60 respondents offering a specific answer.
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Annex figure 9. Brazil: Most influential factor in choice of foreign location (percentage$)

Which factors most influenced the location of your company
overseas?

35

31.9

(%)

Market size Access to Local market Stable The search for  Availability of Others
international growth investment global labor
and/or regional environment production
markets chains

Source SOBEETFValor-VCC survey of Braiian MNEs, 2010.

2The figure shows the percentage of 60 respondents offering a specific answer.
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Annex figure 10. Brazil: Means of financing outward investment (percentage’)

What are the principal means of financing your company’s
overseas activities?

60 576

Own capital Overseas debt Overseasbanks BNDES Others

Source SOBEETFValor-VCC survey of Brazilian MNEs, 2010.

aThe figure shwss the percentage of 60 respondents offering a specific answer.
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Annex figure 11. Brazil: Internal barriers to outward investment (percentages)

20
18
16
14
12
10

oON B O

What are the principal internal barriers for your company to

internationalize?
12 2
LA™
17.4
Hightax  Fluctuation of Competition High credit Lackof  Highlogistics Loy Difficulty in Others Lack of Lack of
burden  the currency with projects costs  skilled human costs economies of accessing knowledge government
in Brazil resS0UrCes scale, making distribution about support
production  channels to potencial
costs highin international markets
relation to markets
international
competitors

Source SOBEETFValor-VCC survey of Brazilian MNEs, 2010.

aThe figure shows the percentage of 60 respatsdeffering a specific answer.
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Annex figure 12. Brazil: External barriers to outward investment (percentage$)

What are the principal external barriers for your company to
internationalize?

35 73717

Tough Fegulatory Difficultiesin Barriers  Difficultiesin Taxation Difficulties inDifficulties in Creditterms  Others Patents
competition environment managing  imposed by raising funds  (double obtaining  raising funds legislation
in mature internatianal local onthe taxation of the an

markets operations  industry OvVErseas  Overseas Quarantees competitive

marketon prafits, taxes required for terms on the
competitive charged on thefinancing domestic
terms the results market
from foreign
exchange
variation)

Source SOBEETFValor-VCC survey of Brazilian MNEs, 2010.

2The figure shows the percentage of 60 respondents offering a specific answer.
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Chapter 31 ThePeopl ebs Republic of Chir
A. Chinese MNEs make steady progress in 2006

Qiuzhi Xue

The first FUDANVCC 2007 ranking of Chinese MNEs was released on October 22, 2008.

Its findings indicate that: as of the end of 2006, 1§daChinese MNESs in terms of foreign

assets had at least US$ 79 billion in overseas assets (table 1), employed over 120,000 persons
abroad, and had US$ 79 billion in sales by their foreign affiliates (Annex Table 1). State
controlled MNEs, such as China tdaal Petroleum Corp. and Shanghai Automotive

Industry Corporation (Group), are being more proactive international players, as are majority
owned private firms Lenovo and TCL.

The Chinese government, through iotud opr ihrmacsi pl
encouraged the international expansion of Chinese MNEs since the beginning of this decade

as a springboard to acquire strategic resources, expand into foreign markets, and reduce

market constraints at home. Thesd MBich are large but not nessarily the largest 18

Chinese MNEs (see footnote a in tablé Have played a vital role in that expansion, helping

ma k e the Peoplebs Republic of China the fo
markets in 2006 in terms of FDI outflows and #ieventh largest in terms of outward FDI
stock.

Table 1. FUDAN-VCC ranking of 18 large Chinese MNE enterprises
in terms of foreign assets, 2006
(Milli on of US$)

Rank Name Industry Foreign
assets
1 CITIC Group Diversified 17,623
2 China Ocean Shipping (Group) Transport and storage 10,397
Company
3 China State Construction Construction, real estat¢ 6,831
Engineering Corp
4 China National Petteum Corp Petroleum 6,374
expl./ref./distr.
5 Sinochem Corp. Petroleum and fertilizer 5,326
6 China Poly Group Corporation Trade, real estate 5,113
7 China National Offshore Oil Corp. Petroleum and natural 4,984
gas
8 Shougang Group Diversified 4,85
9 China Shipping (Group) Company Diversified 4,600
10 TCL Corporation Electrical & electronic 3,875
equipment
11 Lenovo Group Computer and related 3,147
activities
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12 China Minmetals Corp Metals and metal 1,266

products
13 China CommunicatianConstruction Construction 1,162
Corp
14 Shum Yip Holdings Company Real estate 972
Limited
15 Baosteel Group Corporation Diversified 968
16 Shanghai Automotive Industry Automotives 442
Corporation(Group)
17 China Metallurgical Group Diversified 439
Corporation
18 Haier Group Manufacturing, 394
telecommunications IT
TOTAL 78,788

Source FUDAN-VCC survey of Chinese MNEs.

&Three rounds of surveys were conducted by Fudan University between July 2007 and March 2008, resulting in primary data
from 11 MNEs. These data wer e sWoldlnpésenent Repoe 2008m Yy edtisnatiag f r om UN
foreign assets by adding cressrder M&As and greenfield investments to the 2005 foreign asset levels as reported in

UNC T A WVorkl Investment Reports 200MOFCOM publishes a ranking of the 30 largest @ MNES, but provides

no data for individual firms. While there is substantial overlap between the FUB2Gland the MOFCOM lists, the

ranking of individual firms is quite different. As a result of incomplete data, it cannot be said that the 18 M E®liste

are thdargestChinese MNEs in terms of foreign assets; it can only be said that thasnargthe largest.
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The Profile of the 18 MNEs

Chinese MNEs lag behind their foreign counterparts in that:

Only two of the 18 have over US$ 10 billion faye assets, and only three employ more
than 10,000 people abroad (Annex Table 1).

Only one Chinese MNE, the CITIC Group, is among the top 10 of the top 160 non
financi al MNEs from devel opi ngWoddlovaestmernt e s |,
Report 2008Another 8 are included in that entire list.

Foreign assets and foreign sales of the 18 MNEs have grown rapidly, with foreign sales (the
production of foreign affiliates) growing much faster than total sales and foreign assets.
Between 2004 and 2006,réagn assets rose by 38% (compared to an increase in total assets
of 45%), and foreign sales grew by 65% (as compared to a 41% increase for total sales) (table
2).

Becausestreamlining corporate structures and staff has been a major concern for nest larg
Chinese firms, foreign and total employment decreased slightly by 3% and 1%, respectively,
between 2004 and 2006.

Fifteen of the 18 MNESs are majority or entirely statened; Lenovo, TCL, and Haier are the
exceptions.

Table 2. Snapshot of the 18hthese MNEs, 20042006
(Billion of US$ and no. of employees)

% change

Variable 2004 2005 2006 (2006/2004)
Assets

Foreign 57 67 79 38

Total 338 405 489 45
Share of foreign in total (%) 17 16 16
Employment

Foreign 127,047 121,358 123,670 -3

Total 2,089,163 2,051,819 2,062,658 -1

Share of foreign in total (%) | 6 6 6
Sales(excluding exports)

Foreign 48 79 79 65

Total 236 283 333 41

Share of foreign in total (%) | 21 28 24

Source FUDAN-VCC survey of Chinese MNEs.
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The weighted average Transnationality Index (TNI) of the 16 companies for athittre
necessarylata are available is around 15% (Annex table 1), which is lower than the TNI for
the largest Russian Federation (30%) and Brazilian (18%) MNB& refleds two thingsi

the rather recent outward expansion of Chinese companies and their large domestic asset
base.

The number of foreign affiliates of the 13 MNEs for which this information is available
ranges from 1 to 245, with an average of approximatelyAtfex table 1).

All companies are listed on at least one stock exchange (Annex table 2).

The 18 MNEs fall into four broad industry categofiediversified, 5 firms; natural resources
(oil, gas, fertilizer, and metal), 4 firms; labor intensive (carwion, real estate, transport and
storage), 5 firms; and manufacturing (automotives, computers, and electronics), 4 firms
accounting for 36%, 23%, 31% and 10%, respectively, of foreign assets (annex figure 1).

Twelve of the 18, including the top 8reaheadquartered in Beijing, 3 in Shanghai, 2 in
Guangdong, and 1 in Shandong (annex figur2 2).

The whole picture

With the encouragement and backing of central and provincial governments, Chinese firms

have been accelerating their international expansio F DI outfl ows from
Republic of China increased from US$ 4 billion in 1992 to US$ 21 billion in 2006 and US$
23 billon in 2007, maki ng the Peopleds Re

investor in emerging markets in 2006 in temfi®utflows (behind Hong Kong(China), Brazil

and the Russian Federation). Although there is a general upward trend in outward FDI, it still
is far less than inward FDI (annex figure 3). The stock of Chinese outward FDI rose from a
level of US$ 5 billionin 1990 to US$ 73 billion in 2006 and US$ 96 billon in 2007.

Chinese MNEs have been actively engaging in ebosder M&A over the past five years. In

2006, perhaps more than 70% of FDI outflows took the form of international acquisitions
(annex figure 4)This phenomenon reveals that Chinese MNEs aim to acquire critical assets
abroad in order to overcome their latecomer disadvantage. This acquisition strategy continued

in 2007. The 15 M&AOGs that were made in 20
(Annex table 3). Six of these transactions, worth US$ 18 billion, were in financial services,

four, representing US$ 2 billion, are in mining & metals, one, US$ 4 billion, is in public
utilities (electricity), and one, US$ 4 billion, is in coal and naturas.gTwo of the
transactions, both in financial services and totaling US$ 8 billon, were made by the China
Investment Corporation, an investment vehicle created by the government in 2007 to invest
some of the Chinese governmenwvesSBeasinthesssi M& A & «
recent years also have witnessed an increase in-looodsr greenfield investments. As

shown in Annex table 4, US$ 11 billion in greenfield investments were made in 2007 as

! See the press releases on thedstr@razilian and Russian MNEs at http://www.vcc.columbia.edu/projects/#Emerging.

2Lenovo opened up a second O6headquartersd in North Carolina
than as a center for strategy and decision making

3 Since financial services companies are not included in the ranking lists, this aspect of EDingllenot be reflected in

the 2007 list. The investment activities of the China Investment Corporatiosinaifet entities in other emerging markets,

are expected to grow in size and breadth.
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compared to US$ 6 billion in 2006. US$ 4 billion of gréeldfinvestments had been made in
just the first two months of 2008. Six of the ten greenfield investments listed, worth US$ 15
billion, are in natural resouraelated industries. The remaining investments are in
transportation (US$ 3 billion), communigats (US$ 2 billion), consumer electronics (US$ 1
billion), and automotive OEM (US$ 1 billion).
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Annex Table 1: FUDANVCC ranking of 18 Chinese MNEs, key variables, 2006
(Millions of dollars and number of employees)

Ranking
Foreign TNI?
Assets

1 9

2 4

3 8

4 15
5 3

6 n.a.
7 5

8 n.a.
9 6
10 1
11 2
12 10
13 13
14 7
15 14
16 11.
17 16
18 12

Source: FUDANVCC survey of Chinese MNEs, UNCTAD, World Investment Report 2007 and 2008rians company reports.

Name

CITIC Group

China Ocean Shipping (Group)

Company

China State Construction
Engineering Corp

China National Petroleum
Corporation

Sinochem Corp.

China Poly Group Corporation
China National Offshore Qil Corp

Shougang Group

China Shipping (Group) Compan

TCL Corporation
Lenovo Group
China Minmetals Corp

China Communication
Construction Co.

Shum Yip Holdings Company

Limited

Baosteel Group Corporation
Shanghai Automotive Industry

Corporation(Group)

China Metallurgical Group
Corporation
Haier Groy

Total

Industry

Diversified
Transport and stage

Construction, real estate
Petroleum and gas.

Petroleum and fertilizer.
Real estate
Petroleumand natural gas
Diversified

Diversified

Eledrical & electronic
equipment

Computer and related
activities

Metal and metal products
Construction

Real estate

Diversified
Manufacturing

Diversified

Manufacturing,
telecommunications
Business Services

Assets
Foreign
17,623
10,397
6,831
6,374
5,326
5,113
4,984
4,875
4,600
3,875
3,147

1,266
1,162

972

968
442

439

394

Total
117,355
18,711
15,603
178,843
8,898
7,875
19,409
10,000
9,560
8,500
5,500

6,813
16,258

2,267

29,52
17,300

10,370

6,001

Sales
Foreign
2,482
8,777
4,376
3,036
19,374
1,750
3,719
2,250
4,324
3,366
9,002

2,527
2,855

123

4,231
4,133

314

1,870

Total
10,113
15,737
18,101
114443
23,594
7,375
8,479
8,750
9,183
6,502
14,590

17,256
14,712

288

23,982
17,948

11,345

13,438

Employment
Foreign Total
18,305 107,340
4,432 69,549
5,820 119,119
22,000 1,167,129
220 21,048
n.a. n.a.

984 2,929
n.a. n.a.
2,433 43,160
32,078 55,455
6,200 20,700
630 32594
1,078 78,331
28 13,142
170 89,704
7,175 70,374
745 136,122
6,800 52,003

TNI
(%)

19
39

24

48

n.a.

34

n.a.

34
52

50

11

78,788 488,784 78,509 332,836 12 ,670 2,062,658 15

&TNI is calculated as the average of the following three ratios: foreign assets to total assets, foreign sales to tatal falgign employment to total employment.
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No. of
Foreign
affiliates
12

245

40
5
31
n.a.
n.a.
n.a.
81
28.
18

14
n.a.

n.a.

14

22

n.a.



Annex Table 2. Stock exchanges on which the 18 Chinese MNEs are listed

Company name

CITIC Group
China Ocean ShippingrGup Company

China State Construction Engineering
Corp
China National Petroleum Corporation

Sinochem Corp.
China Poly Goup Corporation
China National Offshore Qil Corp

Shougang Group

China Shipping (Group) Company
TCL Corporation

Lenovo Group

China Minmetals Corp.

China Communication Construction
Corp.

Shum Yip Holdings Company Limited
Baosteel Group Corporation
Shanghai Automotive Industry
Corporation(Group)

China Metallurgical Group Corporation

Haier Group
Source:Company websites.

Stock exchange

Hong Kong (China), Shanghai, Shenzh
Hong Kong (China), Shanghai,
Shenzhen, Singapore

Hong Kong (China)

Shanghai, Hong Kong (China), New
York

Hong Kong (China), Shanghai
Shanghai, Hong Kong (China)
Shanghai, Hong Kong (China), New
York

Shenzhen, Hong Kong (China)
Shanghai, Hong Kong (China)
Shenzhen, Hong Kan(China)

Hong Kong (China)

Shanghai, Hong Kong (China)
Hong Kong (China)

Hong Kong (China)
Shanghai, Shenzhen
Shanghai

Shenzhen
Shanghai, Hong Kong (China)
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Annex Table 3. Top 15 crosdorder merger and acquisition (M&A) transactions, 2007 (Mllions of US$)

Date(s)

10/25/07

12/19/07

12/12/07

01/15/07

05/21/07

07/23/07

11/30/07

08/01/07

12/06/07

04/28/07

05/20/07

Acquirer name
Industrial and
Commercial Bank
of China

China Investment
Corporation
State Grid
Corporation of
China and two
Philippines
companies

China Natioml
Petroleum

China Investment
Corporation

China
Development Bank
Ping An Insurance
(Group) Company
Of China
Aluminum
Corporation of
China

Jiangxi Copper
Corporation ad
China Minmetals
Non-ferrous Metals
Co. Ltd

China Mobile
Communications
Corporation

China Special Stee
Corporation

Target company
name

Standard Bank of

South Africa
Ltd.

Morgan Stanley
The operation
rights of

electricity grid
systems

South Pars

Blackstone
Group

Barclays Bank

Fortis SA/NV
and Fortis N.V.

Peru Copper Inc.

Northern Peru
Copper Inc.

Paktel Ltd. Of
Pakistan
Nanyang Mining
Resources Co.
Ltd

Target industry

Bank

Investment bank

Public utility

Coal, oil and natural
gas

Special assets
management and
financial consulting

Bank
Financial service

provider

Metals & mining

Metals & mining

Telecommunications

Metals & mining

Target country

South Africa

USA

Philippines

Iran

USA

U.K.

Belgium

Canada

Canada

Pakistan

Indonesia

76

% of shares acquired

20

nearly 10

40

100

nearly 10

3.1

4.18

91

100

100

100

Value of
transaction

5,460

5,000

3,950

3,600

3,000

3,000

1,657

860

497

460

364



Sinochem
Corporation(Caym
02/02/07  an)

China Youngor
11/08/07  Corporation LTD

China Minsheng

Banking Corp.
10/07/07 LTD

China International

Marine Containers
06/28/07  (Group) Ltd

Source:Company inbrmation.

New
XCL_China,LL
C

Smart Apparel
Group Limited
and XinMa
Apparel
International
Limited

UCBH Holdings
Inc

Burg Industries
B.V.

Metals & mining

Apparel

Bank

Transportation vehicle Netherlands

USA

Hong Kong (China)

USA

77

100

100

9.9

80

228

120

95
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Annex Table 4. Top 10 China cros$order greenfield transactions
Announced 2006March 2008
(Millions of US$)

Date
Dec07
Janr07
Jun07
Janr08
Feb08
Sep06
Jun06
Nov-06
Aug-06

Apr-06

Company name

CITIC

China National Petroleum
(CNPC)

COSCO

China National Petroleum
(CNPC)

Xinxing Group

Huawei Technologies
SVA

Shanghai Baosteel Group
Yantai Shuchi Vehicle

Jinchuan

Destination country
Australia

Iran

Philippines
Turkmenistan

India

Ethiopia

Bulgaria
Philippines
Thailand

Philippines

Source:FDI Intelligencel Financial Timed.td.

78

Sector

Metals

Caal, oil and natural gas
Transportation

Coal, oil and natural gas
Metals

Communications
Consumer electronics
Metals

Automotive OEM

Metals

Value
4,600
3,600
3,000
2,200
2,200
1,500
1,300
1,000
1,000

1,000



Annex figure 1.

Labor- intensive
31%

‘-\.__\_.__ 3
Manufacturing _/

10%

Foreign
Industries assets
Industry type included (USs
million)

Natural resources Petroleum, 17,950
related naturalgas,
fertilizer, and
metal
Laborintensive Construction, 24,475
real estate,
transport, and
storage

Manufacturing Computer, 7,83
telecommunicati
ons, electrical
and electronic
equipments,
automotives

Diversified n.a. 28,505

Souce: FUDANVCC survey of Chinese MNEs.

Natural
resources-
related 23%

Number
of firms
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Breakdown of t h-2006L 8

Diversified
36%

Companies

China National Petroleum Corporation,
Sinochem Corp., China National
Offshore Oil Corp, China Minmetals
Corp.

China Ocean Shipping(Groupp@pany,
China State Construction Engineering
Corp. , China Poly Group Corporation,

MNEs 6

China Communication Construction Co.

Shum Yip Holdings Company Limited
TCL Corporation, Lenovo Group,
Shanghai Automotive Industry
Corporation(Group), Haier Group

CITIC Group, Shougang Group, China
Shipping (Group) Company, Baosteel
Group Corporation, China Metallurgical
Group Corporation

f

o



Annex figure 2. Headquarter locations of the 18 Chinese MNEs2006

Beijing
Shandong

Shanghai
Guangdong
d /
o © » |
) wii il
o
|
-
Beijin - .
J Shanghai
1. CITIC Group ) o
2. China Ocean Shipping (Group) Company 9. China Shipping (Group) Company
3. China State Construction Engineering Corp. 15. Baosteel Group Corporation
4. China National Petroleum Corporation 16. Shanghai Autoniive Industry
5. Sinochem. Corp.
6. China Poly Group Corporation
7. China National Offshore Oil Corp. - Shandong
8. Shougang Group
11. Lenovo :
18.H G
12 China Minmetals Corp. aier Lroup
13.China Communication Construction Co.
17. China Metallurgical Group Corporation
g PO ‘ Guangdon

10. TCLCorporation
14. Shum Yip Holdings
Company Limited

Source:FUDAN-VCC survey of Chinese MNEs.
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Annex figure 3. FDI outflows from, and inflows into th e

19922007 (Millions of US$)
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—®— inwardEDI —8— utwardEDI

Source: UNCTAD, World Investment Report 2008, op. cit.

1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007

Inward Outward
FDI FDI
(Millions of US$)
11,156 4,000
27,515 4,400
33,787 2,000
35,849 2,000
40,800 2,200
45,300 1,500
45,463 2,634
40,319 1,775
40,715 916
46,878 6,884
52,743 2,518
53,505 1,800
60,630 5,498
72,406 12,261
72,715 21,160
83,521 22,469
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Annex figure 4. FDI outflows fromT he Peopl ed6 s Rmdpwdndsesof of Chi
crossborder M&A by Chinese MNEs (Millions of US$)
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—&— outward FDI —#— cross-border M&A

Source: UNCTAD, World Investment Report 2008, op. cit.

Outward  Crossborder

FDI M&A

(Millions of US$)
1992 4,000 573
1993 4,400 485
1994 2,000 307
1995 2,000 249
1996 2,200 451
1997 1,500 799
1998 2,634 1,276
1999 1,775 101
2000 916 470
2001 6,884 452
2002 2,518 1,047
2003 1,800 1,647
2004 5,498 1,125
2005 12,261 5,279
2006 21,160 14,904
2007 22,469 4,452
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B. Strong growth in foreign assets in 2007

Qiuzhi Xue, Lijia Zhu and Jun Zhou

The second annual survey of leading Chinese MNESs, released on December 17, 2009, shows
that Chinese MNEs are continuing to groapidly on the world stage.

The survey draws primarily on data for the year 2007, although some data for 2008 are
included as well. It identifies 18 leading outward investors and ranks them on the basis of

their foreignassets. Its principal findingaalude the following. As of the end of 2007, the 18

large Chinese MNEs on the Fude€C list had nearly US$ 106 billion in overseas assets

(table 1), employed 133,674 persons and had US$ 91 billion in foreign sales (Annex table 1).
The top t hrreue China Gdedn|Skippi® (Group) Company and China State
Construction Engineering Corporation 1T which
T accounted for nearly 56% of the foreign assets controlled by the 18 large MNEs. These are

all stateowneal enterprises (SOES), as are 13 others among the remaining 15. SOEs continue

to play a dominant role in the international expansion of Chinese firms. In comparison with

| ast yearo6s | ist, which was based omsale&006 d:
of the 18 | arge MNEs on this yeardés |l ist in
while foreign employment fell by 4%.

The Chinese government, through iits 6go gl
international expansion of ChineséNEs since the beginning of this decade as a springboard

to acquire strategic resources, expand into foreign markets, and reduce market constraints at
home? From 2003 to 2008The Peopl eds Republic of Chinabéb
annual rate of 96% wtalglobal FDI grew by only 25%. These 18vhich are large but not
necessarily the largest Chinese MRE$ave played an important role in that expansion,

hel ping make the Peoplebdbs Republic of Chir
emerging market in 2007 in terms of FDI outflows and the seventh largest in terms of
outward FDI (OFDI) stock.

28 Assistance was also provided by Qian Li, Ming Li and Haiying Wang.

®See Qiuzhi Xue and Bingjie Han, 6The role of government po¢
Chi nads e ¥pregn Drechlovestmerit from Emerging Markets: The Challenges Ateshitd by Karl P.

Sauvant, with Wolfgang A. Maschek and Geraldine McAllister (New York: Palgrave Macn0a8),.

0 Two rounds of surveys were conducted by Fudan University between April lgnaf 2009, resulting in primary data

from 11 MNEs. These data were supplemented by data from UN
Geneva: United Nations, 2009) and by estimating foreign assets by addinbamssM&As and greenfield inggments to

the 2006 foreign asset | evels as reported in UNCTADOGs Worl
Nations, 2008). Although the Ministry of Commerwd t he Peopl e 6 MORCON)pbblishes aranking®Gh i n a

the 30 largest Ghese MNEsSs, it provides no data for individual firms. While there is substantial overlap between the

FUDAN-VCC and the MOFCOM lists, the ranking of individual firms is quite different. As a result of incomplete data, it

cannot be said that the 18 MNEsdidthere are the largest Chinese MNESs in terms of foreign assets; it can only be said that

they are among the largest.
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Table 1. FUDAN-VCC ranking of 18 leading Chinese noffinancial MNEs
in terms of their foreign assets, 2007

(US$ million)
Rank Name Industry Foreign
assets
1 CITIC Groug Diversified 25,514
2 China Ocean Shipping (Group) Compar Transport and storage 21,365
3 gg'r?)a State Construction Engineering Construction and real estate 11,801
4 China National Petroleum Corporation Oil and gas 6,814
5 China Shipping(Group) company Transport and storage 5,815
6 Sinochem Group Oil and gas 4,812
7 China Huaneng Group Power and power facilities 4,250
8 China National Offshore Oil Corp. Oil and gas 4,223
9 Lenovo Group Computers and related products 4,030
10 Sinotrans Corporation Transport and storage 3,196
11 Shangha'l Automotive Industry Automobiles 2305
Corporation(Group)
12 China Communication Construet Construction and real estate 2,134
Company Ltd.
13 Sinosteel Corporation Metals and metal products 2,130
14 Sinotruk Heavyduty trucks 1,870
15 China Minmetals Corp. Metals and metal products 1,823
16 ZTE Corporation lglljt(izgg products, services and 1,740
17 Baosteel Group Corporation Metals and metal products 1,077
18 Haier Group Manufacturing 768
TOTAL 105,666

Source FUDAN-VCC survey of Chinese MNEs.
2Although nearly 80% of the total assets of the CITIC Group are in its finautialdiaries, the Group has moved

increasingly into notiinancial activities, which supplied more than half the revenue and more than 40% of the profits of the
Group by the end of 2006 (http://www.citic.com/wps/portal/citicen/cb).
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Profile of the 18 MNEs

Chinese MNEs have retained their relative lead among MNEs from emerging markets:
Three of the 18 have over US$ 10 billion in foreign assets, and three employ more than
10,000 people abroad (Annex table 1).

With 11 MNEs each, the Peopleds Republic
the list of the top 100 nefinancial MNEs from developing economies, as ranked by
UNCTAD in its World Investment Report 2009 (WIR OBhe top two economies on the list
are Hong Kong (China), with 27 MNEs, and Taiwan Province of China, with 14,

Three Chinese MNEs, the CITIC Group, the Ghidcean Shipping (Group) company and
the China State Construction Engineering Corporatiom among the top 20 in the WIR 09
list, with CITIC at no. 7.

The foreign assets of the 18 MNEs have grown rapidly. Between 2005 and 2007, foreign
assets increasey I67% (compared to an increase in total assets of 56%) from US$ 63 billion
to US$ 106 billion (table 2). The growth came mainly from the increase in 2007. As a result,
the share of foreign assets in total assets grew slightly from 14.4% to 15.4%.

Table 2.Snapshot of the 18 Chinese MNEs, 206207
(US$ billion and number of employees)

% change
Variable 2005 2006 2007 (2007/2005)
Assets
Foreign 63 75 106 67
Total 438 526 685 56
Share of foreign in total (%) 14.4 14.2 154
Employment
Foreign 136,906 138,987 133,674 -2
Total 2,125,710 2,131,910 2,125,338 0
Share of foreign in total (%) 6.4 6.5 6.3
Sales(excludingxports) 84 83 91 9
Foreign 297 348 415 40
Total 28.2 23.9 22.0

Share of foreign in total (%)
Source FUDAN-VCC survey ofChinese MNEs.

Foreign sales grew much more slowly than foreign assets. From 2005 to 2007, foreign sales
rose by only 9%, as compared to an increase in foreign assets of 67%. This is largely due to
two reasons: 1) some newdylded foreign assets took tharh of natural resources, which

could not be quickly converted into revenues and 2) overseas sales of several firms recorded
slow or negative growth.

Because domestic sales grew faster than foreign sales, the share of foreign sales in total sales

decrease from 32% to 27% (table 2). This shows that the home market still functions as a
solid stronghold for the international expansion of Chinese MNEs.
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Becausestreamlining corporate structures and staff has been a major concern for most large
Chinese firmsforeign employment decreased slightly, by 2%, and the share of foreign in
total employment dropped just a bit, from 6.4% to 6.3%, between 2005 and 2007.

Sixteen of the 18 MNEs are majority or entirely statened; Lenovo and Haier are the
exceptions. Amog the statowned firms, thirteen are directly administered by the State
owned Assets Supervision and Administration Commission of the State Council (SASAC).
Because of greater profitability, larger scale, and easier access to bank loans and financial
markets, stateontrolled firms have thus far taken the leadnternationalexpansion. The
downside for SOEs is that foreign authorities tend to see their commercial character as
compromised by political objectives, even though the firms have become inglgasi
marketoriented.

The 18 MNEs shows a low degree of transnationality. The transnationality indices (TNI) of

the 18 large companies range from 7% to 65% and the weighted average of TNI is around
15% in 2007 (Annex table 1). The average TNI of ChindbHes is much smaller than that

of UNCTADOGs -finhaocml MNBsOfronm developing economies. The CITIC Group,

for exampl e, which ranks 7th on UNCTADOGs |
transnationality index. This reflects two thingsthe ratler recent outward expansion of
Chinese companies and their large domestic asset base. Enormous potential thus remains
unt apped in Chinese firmsdé overseas growt h.

All 18 companies are listed on at least one stock exchange. The stock exchanges are Hong
Kong (China), Shanghai, Shenzhen, New York, and Singapore, with 13, 11, 7, 2 and 1 firm
listed there, respectively (Annex table 2). With little access to capital markets in developed
economies, Chinese MNEs have yet to take full advantage of worldwide figarhznnels.

The 18 MNEs fall into five broad industry categoridaborintensive (construction, real

estate, transport and storage), 5 firms; natural resources (oil and gas, metal and metal
products), 6 firms; manufacturing (computers and related predaatomobiles, household

electric appliances, headuty trucks, telecom products), 5 firms; public utility (power and

power facilities), 1 firm; and diversified, 1 firm. These categories account for 42%, 20%,
10%, 4%, and 24%, rfczeggp assets (awnexlfigure 1)oThe disthbaition i st G
by industry indicates that some Chinese MNEs are exploiting their cespegjfic

advantage (i.e., abundant and inexpensive labor force) to expand into foreign markets and
some are securing overseas natuesources to meet the increasing domestic demand.

Twelve of the 18 companies are headquartered in Beijing, 3 in Shanghai, 2 in Shandong, and
1 in Guangdong (annex figure 2}.

The whole picture

FDI outflows fromTh e Peopl eds R eopkuob in 2004 as fa restilh ofinea

Peopl edbs Republic of Chinads entry into the
Having remained almost unchanged in 12993, they rose from US$ 5.5 billion in 2004 to
US$ 22 billion in 2007 and US$ 52 billion in 2008annex figure 3), maki

Republic of China the third largest outward investor in emerging mairkditsth years in

3Lenovo has established a second 6head officed in North Cal
customer base rahthan to serve as a center for strategy and degisaing.
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terms of outflows, behind Hong Kong (China) and the Russian Federation. In 2009, although
Chinese OFDI fell sharply in therst two quarters (over the first two quarters of 2008), it
thenrosesharply in the third quarter, by 190% over the third quarter of ZD@8.net result

was that Chinese firms invested a total of nearly US$ 33 billion in 112 countries and regions
in the frst nine months in 2009, with ndmancial outflows increasing by 0.5% over the
same period in 2008.

Although there is a general upward trend in OFDI, it is noticeably behind inward FDI (annex
figure 3). The ratio of Chinese outward FDI to inward FRiswnuch lower than the average
ratio for all devel oping countries excludin
past years, although 2008 was an exception (annex figure 4). The stock of Chinese OFDI rose
from a level of US$ 4.5 billion in 1990 tdS$ 73 billion in 2006, US$ 96 billion in 2007 and

US$ 148 billion in 2008. Despite the rapid i
Chinabés OFDI stock is stildl relatively small
the end of 208.

Nonet hel ess, the Peopleds Republic of Chinatd
foreseeable future for the following reasons. First, the Chinese government has promoted and

wi || continue to promote its AdBroulugforcheal 6 p
internationalization of all kinds of enterprises. Second, the increasing demand for natural
resources created by the Peoplebs Republic o
firms into securing natural resources abroad. Thirdyrder to strengthen their firgpecific

advantages, many manufacturing firms have strong incentives to acquire strategic foreign
assets, such as famous brands, pioneering techniques, andstablished distribution

channels. Fourth, to utilize the Péop 6 s Republ i c of Chinads eno
reserves more effectively, the government has relaxed exchange control, thus making it easier

for enterprises to obtain foreign reserves to invest abroad. Finally, the currency appreciation
ofthe RMBhaggi ven a boost to the Peoplebds Republi

The internationalization of the Peopl eds Rerg
geographic spread. According to MOFCOM figures, the number of destinations with over

US$ 100 million in Cimese OFDI reached 17 over the past 9 months, an increase of 4 over

the same period last year. The total of cilossler acquisitions (mainly in mining and
manufacturing) exceeded US$14 billion, accounting for about 44% of the total 2009 OFDI
amount thusdr® Chinese OFDI can today be found in 174 countries or regions. By the end

of 2008, Asia and Latin America were the m
Republic of Chinads OFDI, accounting for abc
followed by Africa (4%), Europe (3%), Oceania (2%), and North America (2%). However,

these figures need to be treated with caution, as the three largest destinations, Hong Kong
(China), the Cayman Islands, and the British Virgin Islands, absorbed 63%, 11%f0and
respectivel vy, of the Peopl eds Re2008hbitlisan o f C
open question how much of this is actual investment in these tax havens, because some
Chinese firms have probably registered there in order to avoid taxesker usa of the

Peopl edbs Republic of China 06s p¢Hrpgingroetat i al |
invest elsewhere from these tax havens (tsdrigment).

32 See the MOFCOM website http://hzs.mofcom.gov.cn/aarticle/date/200910/20091006583953.html
33 See the MOFC® website ahttp://hzs.mofcom.gov.cn/aarticle/date/200910/20091006583953.html
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The majority of recorded OFDI from the Peop
owned enterprises (SOESs). Nonetheless, the percentage of OFDI stock controlled by SOEs

has decreased significantly in recent years, from more than 90% in 2002 to 71% in 2007 and
70% in 2008 This suggests that enterprises with private ownership have beeasmg

their overseas expansion, which is good for competitiveness.

Chinese MNEs have been actively engaging in ebosder M&As over recent years. The

main objective has been to acquire critical assets abroad. More recently, the more effective
managenent ofThe Peopl eds Republic of Chinads very
trillion) has also become an increasingly important purpose. In 2006, perhaps more than 70%

of FDI outflows took the form of crodsorder acquisitions (annex figure 5). Altlgtuthere

was a sharp decrease in M&A activity in 2007, overseas M&A value surged again in 2008 to

US$ 37 billion, higher than that of any other emerging market. The top 10 M&As in 2008
represent US$ 11.5 billion in investment (Annex table 3). Seven o thessactions, worth

US$ 8.7 billion, were in natural resources. This indicates that Chinese natural resource
suppliers have been more proactively engaging in foreign acquisitions of resource reserves in
order to safeguard their resource supply. Two &ratisns, representing US$ 0.3 billion, were

in manufacturing; and one, worth US$ 2.5 billion, was in financial services. One of the ten
transactions was made by the China Investment Corporation, an investment vehicle created

by the government in 2007 tovire s t some of the Chinese gove
exchange reservés.

¥See2008 Statistical Bulletin of O cinreléasd jodtytbytee Mabistofr ei gn Di r
Commerce, the National Bureau of Statistics, and the State Administration of Foreign Exchange.

% Since financial services companies are not included in the F¥@&nranking lists, this aspect of Chinese FDI will not be

reflected in the 2008 list. It is worth noting, however, that the investment activities of the China Investment Corporation, and

of similar entities in other emerging markets, are expected to grow in both size and breadth.
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Annex Table 1: FUDAN-VCC ranking of 18 Chinese MNEs, key variables, 2067
(US$ million and number of employees)

Ranking Assets Sales Employment ™I No. of affiliates

Foreign Name Industry _ _ _ o .

assets TNI Foreign Total Foreign | Total Foreign Total (%) Foreign | Total

1 9 Citic Group Diversified 25,514 180,945 3,287 14,970 18,305 107,340 18 n.a. n.a.

2 4 | ChinaOcean Shipping | 1,10t and storage 21,365 | 30,905 | 10,702 |22973 | 4,135 69,285 41 314 n.a.
(Group) Company

3 7 | China State Construction | oo, ction and real estatd 11,801 | 25,533 | 5,244 | 25,222 | 30,303 | 118470 |31 |39 87
Engineering Corporation

4 1g | China National Petroleum | o, 4 aq 6,814 191,185 |3,246 | 122,341 |22,000 |1167,129 |3 na. n.a.
Corporation

5 6 gg'r:‘]; j:;,'pp'”g(Gm“p) Transport and storage 5,815 15,839 | 6,473 | 11,063 |2964 | 42,410 34 |92 n.a.

6 1 Sinochem Group Oil and gas 4,812 14,886 24,274 | 31,412 5,293 6,271 65 n.a. n.a.

7 17 China Huaneng Group Power and power fdities 4,250 67,500 1,750 22,500 300 95,000 5 25 35

8 12 | China National Gffshore Of o, 4 gag 4,223 26,057 | 1,689 |10,585 | 113 3,288 12 |na n.a.
Corporation

9 2 Lenovo Group ggg‘ﬁ’é‘ttsers and related 4,030 7,200 10,226 | 14,900 | 6,000 23,000 50 n.a. n.a.

10 10 Sinotrans Corporation Transport and storage 3,196 8,114 518 8,622 460 42,000 15 9 n.a.
Shanghai Automotive

11 11 Industry Corporation Automobiles 2,305 21,340 3,806 23,049 7,177 79,394 12 1 n.a.
(Group)

12 14 | China Communication Construction and real estatq 2,134 22,917 | 4518 |20617 | 1,197 87,022 11 n.a. n.a.
ConstuctionCompany Ltd.

13 8 Sinosteel corporation Metal and metal products | 2,130 10,667 3,652 17,899 5,616 35,674 19 41 n.a.

14 3 Sinotruk Heavyduty trucks 1,870 3,098 536 2,730 8,443 13,983 47 n.a. n.a.

15 13 | China Minmetals Metal and metal products | 1,823 10,833 | 3,662 | 22,617 | 798 44,425 12 n.a. n.a.
Corporation

16 5 | ZTE Corporation Telecom products, services| ; 7, 5,610 2,750 | 4,761 14,971 | 48,261 40 n.a. n.a.

and solutions

17 16 Baosteel Group Corporatio] Metal and metal products | 1,077 32,827 4,039 22,663 159 88,149 7 18 n.a.

18 15 Haier Group Manufacturing 768 9,565 841 15,977 5,440 54,237 8 15 n.a.

Total 105,666 685,022 91,213 414,899 133,674 2,125,338 15 n.a. n.a.
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Source FUDAN-VCC survey of Chinese MNEs; UNCTAMorld Investment Reports 2008 and 2088d various company reports.
“The transnationality index (TNI) is calculated as the average of the following three ratios: foreign assets to tofaleigsessles to totaales, and foreign employment to total
employment.
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Annex Table 2. Stock exchanges on which the 18 Chinese MNEs are listed

Company name

Stock exchange(s)

Citic Group

Hong Kong (China)

China Ocean Shipping (Group) Company

Hong Kong (China), Shanghai, Stahen,
Singapore

China State Construction Engineering Corp

Hong Kong (China)

China National Petroleum Corporation

Hong Kong (China), New York, Shanghai

China Shipping (Group) company

Shanghai, Hong Kong (China)

Sinochem Group

Hong Kong (China), Shangha

China Huaneng Group

Shanghai, Shenzhen

China National Offshore Oil Corporation

Shanghai, Hong Kong (China), New York

Lenovo Group

Hong Kong (China)

Sinotrans Corporation

Hong Kong (China), Shanghai, Shenzhen

Shanghai Automotive Industry Corporatifroup) Shanghai
China Communication Constuction Company Ltd. | Hong Kong (China)
Sinosteel Corporation Shenzhen

Sinotruk

Shenzhen, Hong Kong (China)

China Minmetals Corporation

Shanghai, Hong Kong (China)

ZTE Corporation

Shenzhen

Baosteel Group Corpation

Shanghai, Shenzhen

Haier Group

Shanghai, Hong Kong (China)

Source FUDAN-VCC survey of Chinese MNEs and various company websites.
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Annex Table 3. Top 10 croshorder merger and acquisition (M&A) transactions - 2008

(US$ million)
Value
Acquiring Target Target Target % of shares | of
Date(s) . ]
company company industry economy acquired transact
ion
China National Marine well
Jul08 Oil Offshore AWO drill Norway 100 2,500
rilling
Corp.
China Merchants| Wing Lung Hong Kong
May-08 Bank Bank Bank (China) 53.12 2,492
Tanganyika
Dec08 Sinopec Corp. Oil Company | Oill Canada 100 1,500
Ltd
. Teck
Jun08 China Inyestmem Resources M_etgls & Canada 6.7 1,500
Corporation g mining
Limited
Block 32
Sinopec Corp. deepsea
and China oilfield owned .
Oct08 National Oil by Marathon Oil Angola 20 1,300
Offshore Corp. | OiIl
Corporation
Sep08 Slnostee! Midwest Corp.| Iron ore Australia 51 1,197
Corporation
AED Oil Ltd.
Junt08 Sinopec Corp. Puffin oil Qil Australia 60 561
field”
Machinery
Zoomlion Heavy and
Industry Science equipment
Sep08 & Technology CIFA for Italy 60 300
Dewelopment reinforced
Co., Ltd concrete
Juk08 ISmochem GMG Global | Natural glue | Singapore | 51 187
nternational
Zhuzhou CSR Dynex Power | Semiconduc
Aug-08 Times Electric Canada 75 15.32
Co..LTD Inc tors

Source FUDAN-VCC survey of Chinese MNEs and other company information.
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Annex figure 1. Breakdown of t h200/18 MNEsS©®
Diversified,
24%
Labor-
intensive, 42%
Public utility,
4%
Manufacturing,
10%
Natural
resources-
related, 20%
Foreign
Industries assets | Numbe
Industry type | included (US$ r of Companies
million) | firms
Labor Transport and 44,311 |5 China Ocean Shipping(Group)
intensive storage Company, China State
,construction, real Construction Engineering,Ching
estate shipping(Group) Company,
Sinotrans corporation, China
Conmmunication Constuction
Company Ltd.
Natural Oil and gas, metal 20,879 | 6 China National Petroleum
resource and metal product Corporation, Sinochem Corp.,
related China National Offshore Oil
Corp, Sinosteel corporation,
China Minmetals Corp.,
Baosteel @up Corporation
Manufacturin | Computers and 10,713 |5 Lenovo Group, Shanghai
g related products, Automotive Industry
automobiles, Corporation(Group), Sinotruk,
household electric ZTE Corporation,Haier Group
appliance, heavy
duty truck,
telecom products
Public utility | Power and power | 4,250 1 China Huaneng Group
facilities
Diversified Project 25514 |1 CITIC Group
construction,
banking, energy
and mining, etc.

Source FUDAN-VCC survey of Chinese MNEs.
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- Beijing

1. CITIC Group

2. China Ocean Shipping Group Company
3. China State Construction Engineering
Corp

4. CNPC

6. Sinochem Group

7. China Huaneng Group

8. China National Offshore Oil Corp

9. Lenovo

10. Sinotrans corporation

12. China Communication Construction
Company Ltd.

13. Sinosteel corporation

15. China Minmetals Corp.

Source FUDAN-VCC survey of Chinese MNEs.
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Annex figure 2. Head office locations of the 18 ChinesSMNEs- 2007

Shandong

e

hanghai

O [
/ Gxtlgdong

- Shanghai

5.China Shipping(Group)
company

11.Shanghai Automotive
Industry Corporation(Group)
17. Baosteel Group
Corporation

Shandong

14.Sinotruk
18.Haier

A Guangdong
16.ZTE Corporation



Annex figure 3. FDI outflows from, and inflows intoThe Peopl eds Republic
19922008 (US$ million)
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| —e—Inward FDI —8— Outward FDI |

Source UNCTAD, World Investment Rept 2009,0p. cit.

Year | Inward Outward
FDI FDI
(US$ million)

1992 | 11,156 4,000

1993 | 27,515 4,400

1994 | 33,787 2,000

1995 | 35,849 2,000

1996 | 40,800 2,200

1997 | 45,300 1,500

1998 | 45,463 2,634

1999 | 40,319 1.775

2000 | 40,715 916

2001 | 46,878 6,884

202 | 52,743 2,518

2003 | 53,505 1,800

2004 | 60,630 5,498

2005 | 72,406 12,261

2006 | 72,715 21,160

2007 | 83,521 22,469

2008 | 108,312 | 52,150
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Annex figure 4. The ratio of outward FDI to inward FDIfor The Peop |
China and all developing countries excludingT he Peopl eds R&

2008
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Source UNCTAD, World Investment Report 2008p. cit.

Developing countries,
Peop s
- | excluding the
Year | Republic N
. Peopl eds R
of China .
China
1996 | 5% 53%
1997 3% 51%
1998 | 6% 32%
1999 | 0% 39%
2000 | 2% 48%
2001 | 15% 26%
2002 | 5% 40%
2003 | 3% 28%
2004 | 9% 50%
2005 | 17% 50%
2006 | 29% 54%
2007 | 27% 59%
2008 | 48% 47%
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Annex figure 5. FDI outflows from China and purchases of crosborder M&A by
Chinese MNEs, 192-2008 (US$ million)
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Source UNCTAD, World Investment Report 20G%). cit.

Year Outward | Cross-border
FDI M&A

(US$ million)

1992 | 4,000 573

1993 | 4,400 485

1994 | 2,000 307

1995 | 2,000 249

1996 | 2,200 451

1997 | 1,500 799

1998 | 2,634 1,276

1999 | 1,775 101

2000 |916 470

2001 | 6,884 452

2002 | 2,518 1,047

2003 | 1,800 1,647

2004 | 5,498 1,125

2005 | 12,261 5,279

2006 | 21,160 14,904

2007 | 22,469 4,452

208 | 52,150 36,861
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Annex figure 6. Chinese outward and inward FDI stock, 1992008 (US$ million)
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Saurce: UNCTAD, World Investment Report 200%). cit.

Year Inward Outward
FDI stock | FDI stock
(US$ million)

1992 29,657 7,401
1993 57,172 11,802
1994 90,959 13,802
1995 134,869 15,802
1996 170,202 17,916
1997 215502 20,416
1998 265603 23113
1999 306,003 25,613
2000 193348 27,768
2001 395192 35538
2002 447966 35,206
2003 501471 37,006
2004 245467 38825
2005 317,783 46,311
2006 292559 73,330
2007 327,087 95,799
2008 378083 147,949
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C. Chinese MNEs gain further momentum in 2008

Qiuzhi Xue, Lijia Zhu and Jun Zhou

The third annuiasurvey of the leading Chinese MNES, released on December 9, 2010, indicates that
Chinese MNEs are gaining strong growth momentum on the world stage. The survey was conducted
in 2010 and covered the year 2608.

Highlights

The surveyos sinduiethe fofoaind® At thereddi oh2g08, the 18 top Chinese MNEs

ranked in table 1 below by their foreign assets had nearly US$ 134 billion in overseas assets,
employed almost 172,000 persons abroad and had US$ 112 billion in foreign sales (excluding
exports)i see Annex Table 1. The total foreign assets of the 18 MNEs were equivalent to more than
90% ofThe Peopleds Republic of Chinaés COFlhdtopst ock
four firms i the CITIC Group, the China Ocean Shipping (Gro@@mpany, the China State
Construction Engineering Corporation, and@b i na Nat i onal P etogetibelt lrmdi m Co r |
foreign assets of US$ 87 billion, accounting for more than 65% of the foreign assets controlled by the

18 firms on the list. Theseaall SOEs, as are 12 others among the remaining 14. In comparison with

| ast yearés | ist, which was based on 2007 dat a,
employment of the 18 large MNEs increased by 27%, 23% and 39%, respectivad@d8. Chinese

outward investment continues to be dominated by services (e.g., transport and storage, construction
and real estate, and wholesale trade), as well as natural resources and related activities.

36 Assistance was also provided by @Ila and Qiangian Li.

This broad picture of Chinabds 2009 outward investment t hat
of the Peopledbs Republic of China (MOFCOM) is skeedhed in
data for individual companies.)

38 Two rounds of surveys were conducted by Fudan University between April and August of 2010, resulting in primary data

from nine multinationals. These daWNoddInvestment Repp20(Newnent ed by
York and Geneva: United Nations, 2010). Although MOFCOM also publishes a ranking of the 30 largest Chinese

multinationals, it provides no data for individual firms, as mentioned above. While there is substantial overlap between the
FUDAN-VCC and MDFCOM lists, the ranking of individual firms is quite different.

*'No implication as to the relation of foreign assets to FDI stock is intended. Indeed, it is normal for the foreign assets
controlled by a countryds @arthamgheidoutward\FBIstock.r s t o be signi fi c:q
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Table 1. The tog 18 Chinese norfinancial® MNEs, by foreign assets, 2008 (US$

million ©)
Rank | Name Industry StatUs$ Foreign
assets
1 CITIC Group Diversified I'\."“.'“p'e 43,750
istings
2 China Ocean Shipping (Group) Transport and storage ML{ItlpIe 20,345
Company listings
3 China Stgte Construain Engineering Construction and real estate| Listed (94%) 13,923
Corporation
4 China National Petroleum Corporatiol Petroleum expl./ref./distr. Listed (86%) 9,409
5 Sinochem Corp. Petroleum expl./ref./distr. Il\/lqlﬂple 6,409
istings
6 China Shipping (®up) Company Transport and storage Listed (46%) 5,962
7 China National Offshore Qil Corp. Petroleum expl./ref./distr. "'\gl:ilrt]'gplse 5,247
g(r)una Communications Construction Construction and real estate| Listed (70%) 4,010
Beijing Enterpriges Holdings Ltd. Diversified Listed (59%) | 3,662
10 Sinosteel Corporation Metals and metal products | Listed (40%) | 3,514
11 China Raylway Construction Construction Listed (63%) | 3,146
Corporation Ltd
12 | ZTE Corp. Telecom equipmentand | ;10 (3906) | 3,143
networking solutios
13 Sinotrans & CSC Group Transport and storage "N\l}tjilrt]'glse 2,813
14 Lenovo Group compgters and related Listed (Nil) 2,732
activities
15 Shangha} Automotive Industry Automobiles l\_/lu]ﬂple 2317
Corporation (Group) listings
16 China Minmetals Corp. Metals and metal products "'\il:ilrt]'glse 1,694
. Multiple
17 Shanghai Baosteel Group Metals and metal products listings 1,091
18 Haier Group Household electric appliances | Listed (Nil) 784
Total 133,949

Source FudanVCC survey of Chinese MNEs, 2010, and company websites.

#As Chinese MNEs are often reluctant to disclose their data or lack proper documentation for it, it was not possible& &teobtaih
likely candidates for the top places. As a result, it cannsalikthat the 18 MNEs listed here #relargest Chinese investors abroad,
although many are certainly among them and the others very close to being among them.

b Although about 80% of the total assets of the CITIC Group were in its financial subsidiatfie end of 2008, the Group has moved

increasingly into noffinancial activities, which have supplied more than half the revenue since 2006.
°The exchange rate used in this report is that provided by the IMF for December 31, 2008: US$ 1 = RMB 6.8.

4The percentage in parentheses is the percentage of state ownership. This is not provided when elements of a corpaate group ar
individually |isted on one or more stock exchange(s). These

100

ar

e

t

|



Profile of the top 18 MNEs

Ranking changes over the past three years

As table 1la shows, rankings by foreign assets over theyhezgoeriod of 2002008 showed maostly

slight changes among the top 18 companies. CITIC Group, China Ocean Shipping (Group) Company,
China State Construction Bimeering Corporation, an€hina National Petroleum Corporation
retained their top rankings in all three years. The positions of Haier Group, Sinochem Corp., and
China National Offshore Qil Corp. showed no or little changes between 2006 and 2008. Tigsranki

of several other firms changed moderately. ZTE corporation, which made its first appearance on the
list in 2007, has jumped from thethlace in 2007 to the 12in 2008, with the rapid growth of its
foreign assets from US$ 1,740 million to US$ 3,1dlion. Similar small changes, either up or
down, occurred in the rankings of China Communications Construction Co., Sinosteel Corporation,
Sinotrans & CSC Group, and China Minmetals Corp.

Table 1la. Ranks by foreign assets of the top 18 MNE£0062008

Name 2006 [2007 2008 [Name 2006 R007 2008
CITIC Group 1 1 1 Sinosteel Corporation na 13 [10

China Ocean Shipping (Group) China Railway Constructior
2 2 2 .

Company Corporation Ltd

China Stgte Construction Engineeril ZTE Cap. ha he lh2

Corporation

n.a. na. [11

w
w
e8]

China National Petroleum Corporati4 4 4 Sinotrans & CSC Group .a. 10 [13

Sinochem Corp. 5 6 5 Lenovo Group 11 9 14

Shanghai Automotive
Industry Corporation (Grouj

©
a1
[¢})

China Shipping (Group) Company 16 11 (15

China National Offshor®il Corp. |7 8 7 China Minmetals Corp. 12 15 [16

China Communications Constructio
Co.

Beijing Enterprises Holdings Ltd. n.a. p.a. 9 Haier Group 18 18 [18

na. [12 8 Shanghai Baosteel Group (15 17 (17

Source FudanrVCC surveys of Chinese MNEs, 2008, 2009 2ad0.

Principal industries

The 18 firms in Table 1 fall into four broad industry categor&g firms in laborintensive service
industries (construction, real estate, transport and storage), six in natural resources and related
activities il and g&, metals and metal produgt$our in manufacturingdomputers and related
products, automobiles, electric appliances, telecom prgdacid two that are diversified.

Labor-intensive service industries

Transport and storage MNEs in our list include @hiOcean Shipping (Group) Company, China
Shipping (Group) Company, and Sinotrans & CSC Group. These companies were adversely affected
by the decline in the global goods trade caused by the global financial and economic crisis. For
example, ChinaOcean Ship ng ( Group) Company, the Peopl eds
of the world's leading firms in global shipping, modern logistics and-tshiiding and repairing,
suffered from a huge decrease in sales and profits in 2009. Since many countrie=d imves
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infrastructure in the gl obal crisis, nsiroctionhe ot h
and real estate compani es ] Chi na St at e Con
Communications Construction Co. , and Sinotrans &

Natural resources and related activities

The Peopledbdhi RapsbIMNEsofi nCnatur al resources and
gas companies (i.eChina National Petroleum Corporation, Sinochem Corp. and China National
Offshore Oil Corp.) and metal and metal products firms (i.e. Sinosteel Corporation,Mdhimatals

Corp., and Shanghai Baosteel Group). The global crisis brought opportunities for these firms, as many
foreign companies were forced to sell some of their assets at reduced prices.

Manufacturing

The Peopl ebds Republic &Efs Chmicrl ads mMaoAlE fCapa mxa mige
(telecom products), Lenovo Grolgpomputers and related products), Shanghai Automotive Industry
Corporation (automobiles), and Haier Grqhpusehold electric appliance). Of these, ZTE Corp. has

made steady progress iimternational expansion. Its ratio of foreign to total sales rose from 36% in

2005 to 61% in 2008. Lenovo Group and Shanghai Automotive Industry Corporation, on the other

hand, ran into some difficulties, in part because the integration of their foreigisiéions proved
troublesome. On the whole, the financial crisis brought both opportunities and challengjes for
Peoplebds RepsbmaonudbbcChrnag compani es. I n the sh
adversely affected, as demand shrankmany countries. But the global crisis also increased
opportunities to acquire foreign technology and expertise, from which they will benefit in the long

term.

Diversified

Diversified MNEs consist of two firms, the CITIC Group and Beijing Enterplikadings Ltd.

The CITIC groupbts affiliates are in eight mai n
manufacturing (6 affiliates), energy & resources (5 affiliates), engineering and contracting (3
affiliates), real estate and infrasttue (3 affiliates), investment holdings (3 affiliates), and financial
services (6 affiliates). Beijing Enterprises Hol
highways, which account for 62.3% of its total assets, the remaining assets bangumer goods

and technology.

Geographic distribution of foreign affiliates

The information available to the Fudan team on the foreign affiliates of the top 18 is quite limited. On
the basis of this limited information, it is not possible to do more ithdinate broadly the regional
outward FDI destinations of some of the firms on our list (Table 1b below). Transport and storage
firms seem to be the most widely distributed. Africa is the least popular region and Asia the most
popular. Neither of the coamer goods manufacturers in Table 1b, for example, has an African
affiliate, suggesting that these firms do not see a significant market for their products on that
continent. Naturatesourceelated industries, on the other hand, do invest in Africapds/d out of

the three transport and storage firms. It might be noted that Hong Kong (China) (not mentioned in
Table 1b), considered as a separate economy from that of the mainland, is an investment destination
for all of our top 18 firms, partly becausé the low tax rates in Hong Kong (China) and partly
perhaps as a case of rotimnighping (see footnote 10 below).
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Table 1b. The regional destinations of nine of the 18 companie2008

Name Industry Americas| Asia | Africa | Oceania| Europe
Shanghai Automate Industry A bil
Corp. utomobiles none yes | none | n.a. n.a.
Haier Group Hou;ehold electric yes yes | none | yes yes
appliances
. . . Petroleum
China National Offshore Qil Corp. expl./ref /distr. yes yes | yes yes none
. Metals and metal
Shanghai Baosteel Group products yes yes | none | yes yes
Sinosteel Corporation Metals and metal yes yes | yes yes yes
products
China Shipping (Group) Company| Transport and storage | yes yes | yes yes yes
Sinotrans & CSC Group Transport and storage | yes yes | none | yes yes
China Ocean Shipping (Group
Company Transport and storage | yes yes | yes yes yes
China State Construction Construction and real
; X none yes | none | yes yes
Engineering Corp. estate

Source FudarVCC surveys of Chinese MNEs, 2010.

Foreign asset distribution by industry

The distributions as follows (annex figure 1): labortensive service industries: 38% of foreign

assets (transport and storage, 22%; construction and real estatedit69sified: 35%

natural resources: 20% (oil and gas, 15%; metal and metal productsnafsifactuing: 7%

(computers and related products, 2%; automobiles, 2%; household electric appliances, 1%; telecom
products 2%).

Transnationality Index (TNI)

The 18 MNEs show a relatively low degree of transnationality. The transnationality indices (TNI) of

the 18 large companies range from 3% to 77% and the average is around 15% in 2008 (Annex Table
1). The average TNI of Chinese MNEs i dinamalch | ow
MNEs from developing and transition economies. The average TNl of @hinddNEs on UNCTAD ¢
list is 39%, lower than the TNIs of firms from the other three BRICs: the Russian Federation (54%),

India (41%), and Brazil (40%). However, since the UNCTAD list is not very representative of BRIC

MNEs T with only eight Russian Federatiofive Indian and three Brazilian firms oniitit may be

more useful to compare the average TNIs of the four BRICs provided by the most recent rankings in

the Emerging Market Global Players (EMGP) proj@cBuch a comparison makes the contrast
betweenThe Peopl ebs Republic of China and the other
firms and the average TNI for each BRIC in the most recent country répBreil: firms 30, TNI

21,; the Peoplebdbs Republic of CTNI 2v;aand tHieiRussian 1 8 ,
Federation: firms 20 (data on 16), TNI 33. Part of the explanationisnodbubt Peopl ebs Rep
of Chinads very |l arge domestic mar ket whi ch Ch
the TNI to rise over time, as Glase MNEs become more aware of opportunities abroad and more

able to exploit them effectively.

0 The EMGP provides the framework within which the FUW&C surveys have been carried out. All EMGP country
reports are available atww.vcc.columbia.edu/content/emergintarketglobatplayers
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Ownership and status

Sixteen of the 18 MNEs are staiened or stateontrolled, with Lenovo and Haier being the
exceptions. Among the stateontrolled firms thirteen are directly administered by the Staised

Assets Supervision and Administration Commission of the State Council. Many SOEs have made
considerable progress in strategic restructuring and improving governance mechanisms, and have thus
become mre marketoriented.

All 18 companies are listed on at least one stock exchange. The stock exchanges are Hong Kong
(China) (13 firms listed), Shanghai (11), Shenzhen (4), New York (2) and Singaporsed Annex

Table 2 for details. With little accesscapital markets in developed economies, Chinese MNEs have
yet to take full advantage of worldwide financing channels.

Head office locations

Thirteen of the 18 companies are headquartered in Beijing, 3 in Shanghai, 1 in Shandong, and 1 in
Guangdong (arex figure 2).

Official language and the nationality of the CEO and the top management

The official language of most firms is Chinese with an exception of Lenovo, which has two
languages, Chinese and English. The language used by foreign affiliatesacaoeding to their
locations and their top management, but most foreign affiliates are operated by Chinese managers
dispatched from the head office. It might also be noted that some Chinese MNEs (e.g. Lenovo and
Haier) have made progress in hiring foreiganagers to act as the heads of foreign subsidiaries.

The CEO and chairman of the board of all 18 companies are Chinese. The top management of all but
Lenovo is also Chinese. Chinese managers accouni
team.

Top outward M&A and greenfield transactions

There are interesting similarities as well as striking contrasts among the top 10 outward M&A deals
and the top 10 outward greenfield deals undertaken by Chinese firms over thgethrperiod 2007

2009 (Anrex Tables 3 and 4). One similarity is that the amounts involved are very similar, as are the
totals. A more interesting similarity is that most transactions took place in 2007 and 2008 (four in
each year in each category), while there were only two in estelgory in 2009, suggesting that the
global crisis really caught up with Chinese crbssder investment only in 2009.

The chief contrast is in the industries and locations of the -bisker transactions. The greenfield

table rather confirms the wide®ad view that Chinese FDI abroad is going mainly into natural
resources and mainly in developing countries. Metals and oil & gas account for seven of the 10 largest
greenfield investments over 26@009 (Annex Table 4) and nine of the 10 destinationgreénfield

investment in Annex Table 4 are developing countries such as Afghanistan, Angola, Liberia, and
Vietnam. (The exception is Australia.) In contrast, the destinations of M&A deals are overwhelmingly
among the rich economies, the exceptions beirzpklastan and South Africa (Annex Table 3). Also

in contrast, the leading industry is finance: banks, security brokers and investment advisors account
for seven of the top 10 M&AOGs! Tblee &Preloy, etdlse Rm@rue
Ch i B eery farge foreign reserves (around US$ 2.4 trillion) is a factor here. The China Investment
Corporation (CIC) was r espons i-2009¢éuyingarl0% stakeinof t he
each of Morgan Stanley and the Blackstone Group (Annex tableh8 remaining three M&As over

20072009, however, are in natural resourcesl & gas and coal.
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Drivers of outward FDI
The motives of Chinese outward FDI are as follows:

Marketseeking. Many Chinese firms are leveraging couspgcific advantagesalfundant and
inexpensive labQr and firmspecific advantages (e.g., expertise in manufacturing and selling
standardized goods) to enter foreign markets and improve financial returns.

Naturatresourceseeking. To meet the urgent demand for oil and somenaili resources caused by
rapid and extensive growth of Chinese economy, Chinese MNEs, including the China National
Petroleum Corporation, Sinochem Corp. and China National Offshore Oil Corp., have been
guickening their pace and spending more money aoguiratural resources abroad.

Createdasset8-seeking. To compensate for competitive disadvantages in securintgtamgrowth,

Chinese MNEs, in particular those in manufacturing, are going abroad to search for created assets.
Some firms are establishinB&D centers in advanced countries to keep up with the latest
technological developments, some are forming international learning alliances with foreign giants,
and some are implementing M&A strategies to obtain critical technological and managerial assets

Changes in assets, sales and employment over 2Q0®H8

The foreign assets of the 18 MNEs have grown rapidly. Between 2006 and 2008, foreign assets
increased by 84% (compared to an increase in total assets of 74%), from US$ 73 billion to US$ 134
billion (Table 2 below). As a result, the share of foreign assets in total assets grew slightly from
14.6% to 15.6%. It might also be noted that the trend of change in the ratio of foreign assets to total
assets was not obvious, for the ratio changed in a eliffetirection in 2007 and in 2008, which may
indicate that Chinese MNEs pay equal attention to domestic and foreign markets. Foreign sales grew
more slowly than foreign assets. From 2006 to 2008, foreign sales rose by only 41%, as compared to
an increaseni foreign assets of 84%. This is largely due to two reasons: 1) some newly acquired
foreign assets were in the form of natural resources that could not quickly yield revenue and 2) the
overseas sales of several firms recorded slow or negative growthidertyipes of reasons. First, the
global recession slowed the growth of demand in foreign markets. Second, some firms (e.g., the
Shanghai Automotive Industry Corporation) suffered from a failure to integrate theirbcnmiEs
acquisitions. And last, withte Peopl eds Republic of Chinaés entr
the strategic importance of the Chinese market, many foreign companies have been paying more
attention to this fasgrowing market, leading to greater competitive pressure on ChinegesMN

order to maintain their competitiveness in domestic markets, some Chinese firms have recently laid
more emphasis on their domestic development. Since domestic sales grew somewhat faster than
foreign sales, the share of foreign sales in total sa@esdsed slightly from about 23% to about 22%.
Foreign employment grew much faster than total employment did. From 2006 to 2008, the former
grew by 34% while the latter rose by only 6%. In consequence, the share of foreign employment in
total employment wat up by 1.5% during the same period.

L Created assets, such as technological and organizational capacity, and skilled and professional labor, represent the
intellectual and institutional capital of firms and countries. See Dunning, Muttinational Enterprises and the Global
Economy, Reading, Mass.: Addison Wesley, 1993, for further information.
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Table 2. Snapshot of the 18 Chinese MNEs, 202608 (US$ billion and number of
employees)

Variable 2006 2007 2008 ;/‘6823%%%
Assets

Foreign 73 104 134 84.4
Total 494 640 861 74.3
Share of foreign in total (%) 14.6 16.3 15.6

Employment

Foreign 128,650 171,528 171,939 33.7
Total 2,193,923 | 2,238,157 2,316,496 | 5.6
Share of foreign in total (%) 5.9 7.7 7.4
Sales(excluding exports)

Foreign 79 92 112 40.8
Total 351 415 522 49.0
Share of foreign in total (%) 22.7 22.0 21.5

Source FUDAN-VCC survey of Chinese MNEs, 2010.

The big picture

Chinese MNEs have maintained their refatliead among MNEs from developing economies. With

13 MNEs each, the Peopleds Republic of China anc
the list of the top 100 nefinancial MNEs from developing economies in 2008, as ranked by
UNCTAD in its Warld Investment Report 208The top economy on the list is Hong Kong (China),

with 16 MNEs. The Peoplebds Republic of China ant
on UNCTADOGs |i st of -finamaal MiN&S, matedthan ang ptheehdlopingn o n
economy.

On the whole, the 18 MNEs have yet to accumulate strongsfaecific advantages, although their
countryspecific advantage (abundant and inexpensive labor) has made a great contribution to their
international expansion. Manufacturinignis have also accumulated a great deal of experience and
skill in making and marketing products at the mature stage of their lifecycle in advanced countries.
Some have also improved innovative capabilities and increased their global presence. But Chinese
manufacturers still lack their own core technology, a global brand image and the ability to manage
global operations effectively and efficiently.

Project contracting firms in the service sector have increased significantly in total size. As many as
four Chinese contractors broke into the top 10 in the world in terms of total revenue in 2007, as

ranked byEngineering New®Record?® Still, their foreign sales remain limited. Only one firm made it

into theEngineering NewRecord s t op 20 | i s tians Gomsiruntian C8.catmmul®. i ¢ a
What is more, Chinese construction firms are in a weaker position than their western counterparts
when it comes to bidding for large projects with strict technological requirements. This has been a big

“2 New York and Geneva: United Nations, 2010.
43
See http://www.enr.com.
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stumbling blockto @i nese contractorsé expansion into for
advanced countries.

In order to meet the increasing domestic demand for mineral and petroleum resources, Chinese
naturatresource firms have recently accelerated their intienmalization. However, these enterprises

lack strong firmspecific assets, such as expertise in management and technology, strategic resource
reserves, and global delivery systems. Given the growing scarcity of some important resources,
Chinese naturalesource firms will inevitably face fierce competition and huge political risks in their
internationalizati on, which [ atter t hey have al
natural resources in foreign countries is regarded by some foreignnge@s as a threat to the

safety of their economies, especially as most of these firms areoatatel enterprises. Therefore,

more often than not, foreign go voeentadiMRAstvehich nt er f e
sometimes results in the failuoé commercially viable deals.

FDI outflows took off in 2004 as a result of th
the governmentés 6go globalé policy, initiated
period 19922003 they rosefrom US$ 5.5 billion in 2004 to US$ 52 billion in 2008, dropping to US$

48 billion* in 2009 (annex figure ¥ maki ng the Peopleds Republic
outward investor in emerging markets in 2009 in terms of outflows, behind Hong Koimg)(€n

the first three quarters of 2010, Chinese MNEs invested a total of US$ 36.3 billion (more than 10%
over the same period the previous year) in 118 countries and régiynshe end of 2009, nearly

12,000 Chinese companies had established abqQ0Qdverseas enterprises, spreading over 177
countries in all regions. The Peopleds Republic
FDI source countries. Its outward FDI stock was US$ 278 billion by the end of 2009, the third highest
among alldeveloping economies and thetdHighest among all economies. Although Chinese
outward FDI has been noticeably behind inward FDI, the gap has narrowed in recent years (annex
figure 3). Although the ratio of Chinese outward FDI to inward FDI was much lihaearthe average

ratio for all other developing countries in the past, the situation has been reversed since 2008 (annex
figure 4).

€

Today, the Peopleds Republic of China may be sai
devel op m@na this gtame, itsdutward FDI may be expected to grow faster than its inward

FDI . Sever al factors contribute to the potenti a
outward investment. First, the Chinese government has promoted and wilucentit 0 pr omot e i
gl obal 6 policy, to provide the needed stimul us
Second, the increasing demand for natur al resou

economic boom stimulates the ne@t firms into going abroad to secure natural resources. Third, in

order to strengthen their finspecific advantages, many manufacturing firms have a strong incentive

to acquire strategic foreign assets, such as famous brands, pioneering techniqaes) eesd
development capabilities, and wellst abl i shed di stribution channel s
Republic of C h i n-exéhangeereserves@uwrently famune WS$ 12.4 trillion) more
effectively, the government has relaxed exchacgarols, thus making it easier for enterprises to
obtain funds to invest abroad. And finally, Wi
industrial structure, there are likely to be some idle human and technological resources-in labor
intensive anatapitatintensive industries that may be useful to Chinese MNEs. Besides, many firms in

4 According to MOFCOM, the FDI outflows of China in 2009 were US$ Hllion.

“>The global financial and economic crisis reduced the drosser M&A activities of Chinese multinationals in 2009,

resulting in a drop in FDI outflows.

“Most of Hong Kong (China)és outward FDhetwgecenemiesard o mai nl an
strongly compl ementary. Second, some capittali pfpliowd,friom.an
investment driven by differences in the treatment of foreign and domestic investors, which can lead some investors to

channel funds out of and then back into an economy. S&¥dhd investment Report, 201@p. cit.) for further discussion.

" See http://www.chinanews.com.cn/cj/201602/2628739.shtml.

“8SeeDUNNI NG, J. H. , AExpl ai ni nnypogitibneof countties: Towardsiadynaamicandli r ect i nv
devel opmen tnBlack b and Runring J. H., (edshternational Capital MovemenLondon: Macmillan, 1982.
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these countries have been undergoing refocusing and restructuring following the global crisis and
some of the assets they divest may represent golden opportunifi&sriese firms to acquire critical
foreign assets.

In terms of ownership, there are a number of different kinds of Chinese MNE:owstadel
enterprises, limited liability companies, joint stock companies, -gjuity cooperative enterprises,
privately avned firms, collective enterprises, foreign investment enterprises, enterprises from Hong
Kong (China), Macao and Taiwan Province of China, and other enterprises. These categories of firms
accounted for 69.2%, 22.0%, 5.6%,1.0%, 1.0%, 0.3%, 0.5%, 0.1%0.884, respectively, of
Chinese outward FDI stock by the end of 2009. In recent years, there have been some changes in the
proportion of outward stock from different types of firms. Although nadsthe recordedoutward
FDIfromTh e Peopl e 6 s nRBs pnddtakencby larje SOHs| the percentageitefard

stock controlled by SOEs has been falling, from more than 90% in 2002 to 71% in 2007, 70% in 2008
and 69% in 2009. Enterprises with other types of ownership, especially limited liability companies,
have been playing a more important role in the F
of 2009, limited liability firms accounted for nearly 60% of all investment entities and 22% of
Chineseoutwardstock®

The recent global crisishadamegi ve i mpact on the Peoplebds Reput
(as mentioned in the discussion of M&A and greenfield transactions earlier) on its outward
investment growth. GDP growth slowed in the first two quarters of 2009 and outward FDI decreased

in that periord onayeamy ear basi s. However, the government
exports through a variety of policies helped growth go up again in the third quarter of 2009. In the

same period, supportive policies in fiscal, financial, ingae, foreign exchange and other areas also

helped GDP growth recover to 7.7%.

““See the 2009 Statistical Bul |l et i n odjoindyby theaMinisstry©fut war d For e
Commerce, the National Bureau of Statistics, and the State Administration of Foreign Exchange:
http://www.fdi.gov.cn/pub/FDI/wztj/jwtztj/t20100920 26763.htm
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Annex Tabl e 1. Peopleds Republic of Chf(WS$ miliohkare numbep of dntploy€ds)i ne s e
Assets Sales Employment a
TNI
Rank | Name Industry _ , _ o
Foreign | Total Foreign | Total Foreign | Total (%)
1 CITIC Group Diversified 43750 | 238725 | 5427 22 230 18 305 90650 | 21.0
2 China Ocean Shipping (Group) Compar Transport and storage 20 345 33483 12 080 25 762 4581 67 643 | 38.1
3 gg'rga Sate Construction Engineening | o, ction and real estate | 13923 | 29019 | 5482 | 27994 | 30448 | 129068 | 30.4
4 China National Petroleum Corporation | Petroleum expl./ref./distr. 9409 264016 | 4384 165224 | 20489 360686 2.7
5 Sinochem Corp. Peroleum expl./ref./distr. 6 409 19 825 34 218 44 280 225 26 632 | 36.8
6 China Shipping (Group) Company Transport and storage 5962 15 227 5763 10 116 3223 45598 | 34.4
7 China National Offshore Oil Corp. Petroleum expl./ref./distr. 5 247 59 917 4 475 28 028 1739 51000 |94
8 China Communications Construction Cq Construction and real estate 4010 31911 5599 25740 1703 93019 | 121
9 Beijing Enterprises Holdings Ltd. Diversified 3662 6670 2524 2530 28 260 37000 | 770
10 Sinosteel Corporation Metals and metal products 3514 13419 4541 22 757 5539 42 363 | 19.7
11 China Railway Construction Corporatiorf Construction 3146 32 204 2475 31571 18613 | 190545 | 9.1
12 ZTE Corp. Telecom equipment and 3143 | 7642 | 3860 | 6373 19031 | 61350 | 44.2
networkirg solutions
13 Sinotrans & CSC Group Transport and storage 2813 7 152 609 8 793 389 48 405 | 15.7
14 Lenovo Group computers and related activities| 2 732 6 308 8 467 14 901 5201 22511 | 411
15 Shanghai Automotive Industry Corp. Automobiles 2 317 21731 2214 22138 7179 82336 | 9.8
16 China Minmetals Corp. Metals and metal products 1694 12 454 3986 25 045 909 52345 | 10.4
17 Shanghai Baosteel Group Metals and metal products 1091 51 838 4890 36 300 216 128 408 | 5.2
18 Haier Group household electric appliance 784 9432 1108 2 400 5889 60657 | 21.4
Total 133949 | 860973 | 112101 | 522182 | 171939 293616 14.8

Source FUDAN-VCC survey of Chinese MNEs, 2010, and UNKD, World Investment Report 2010

*The transnationality index (TNI) is calculated as the average of the following three ratios: foreign assets to tofateigeetales to total sales, and foreign employment to total employment.
It is expressed aspercentagé 6 1 5 6

rather

than 60.156.
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Annex Table 2.
MNEs are listed

Peopl eds

Republic of

Chi

Company

Stock Exchange(s)

CITIC Group

Hong Kong (China)

China Ocean Shipping (Group) Company

Hong Kong (China), Banghai, Shenzhen,
Singapore

China State Construction Engineering Corporation

Hong Kong (China)

China National Petroleum Corporation

Hong Kong (China), New York, Shanghai

Sinochem Corp.

Hong Kong (China), Shanghai

China Shipping (Group) Company

Hong Kang (China), Shanghai

China National Offshore Qil Corp.

Hong Kong (China), New York, Shanghai

China Communications Construction Co.

Hong Kong (China)

Beijing Enterprises Holdings Ltd.

Shanghai

Sinosteel Corporation

Shenzhen

China Railway Constructiondgporation Ltd

Hong Kong (China), Shanghai

ZTE Corp.

Shenzhen

Sinotrans & CSC Group

Hong Kong (China), Shanghai, Shenzhen

Lenovo Group

Hong Kong (China)

Shanghai Automotive Industry Corporation (Group

Shanghai

China Minmetals Corp.

Hong Kong (China)Shanghai

Shanghai Baosteel Group

Shanghai, Shenzhen

Haier Group

Hong Kong (China), Shanghai

Source FUDAN-VCC survey of Chinese MNEs, 2010, and various company websites.
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Annex Table3 . Peopl ebds Replldutward M&A transadtions, 8007-2009(US$ million)

Target % of Value of
Date Acquirer's name Target name Target industry economy shargs transaction
acquired

03/03/2008 ICBC Standard Bank Group Lt( Banking South Africa | 20.00 5,616.67
China Investment Security brokers & .

12/28/2007 Corp{CIC} Morgan Staley dealers United States | 9.90 5,000.00

06/27/2007 gglrg?cll?(\:/? stment Blackstone Group LP Investment advisors United States | 9.90 3,000.00

08/14/2007 | CDB Barclays PLC Banking United 3.10 2,980.07

Kingdom

12/11/2009 | Y@nzhou CoBMining Co | o posources Ltg | Bituminous coaland - oy i 100.00 2,806.88
Ltd lignite surface mining

11/28/2007 Emgﬁn Ins(Grp)Co of Fortis SA/NV Banking Belgium 4.18 2,671.98

OAO Crude petroleum and

11/25/2009 Investor Group MangistauMunaiGaz natural gas Kazakhstan 100.00 2,603.90
China Merchants Bank : . Hong Kong

09/30/2008 Co Ltd Wing Lung Bank Ltd Banking (China) 53.12 2,473.59
China Merchants Bank : . Hong Kong

10/27/2008 Co Ltd Wing Lung Bank Ltd Banking (China) 44.70 2,081.67

12/19/2008 | Sincpec Tanganyika Oil Co Ltd | C'ude petroleumand - o 100.00 2,028.48

natural gas
Total 31,263.24

Source Adapted from Thomson ONE Banker. Thomson Reuters.
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Annex Tabl e 4. Peopleds Republic of Ch20098JS$ riilop)
Date Company Destination Industry Value Of.
transaction
Dec07 CITIC Australia Metals 4,586
Jul08 China Petroleum and Chemical (Sinope| Vietham g(;as‘l’ Oil and Natural 4,500
May-09 Wuhan Iron and Steel Co Ltd (WISCO) | Brazil Metals 4,000
Jan07 China National Petroleum (CNPC) Iran ggzl’ Oil and Natural 3,600
Sep08 CITIC Group Angola Real Estate 3,535
Juk08 Shanghai Electric Power India Engines & Turbines 3,000
Oct-07 A'“'T“”'“m Corporation of China Saudi Arabia Metals 3,000
(Chinalco)
Jun07 Cosco Philippines Transport 3,000
Juk09 China Metallurgical Group Corporation Afghanistan Metals 2.900
(MCC)
Dec08 China Union Liberia Metals 2,600
Total 34,721

Source Adapted from fDi Intelligence, a service from the FiciahTimes Ltd.
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Foreign
assets Number
Industry type Industries included (Uss of firms Companies
million)
China Ocean Shipping (Group) Company
China State Construction Engineering
Corporation, China Shipping (Group)
Laborintensive E@:sst?géttioincijé?g:tate 50,199 6 Company, China Communications
! ! Construction Co. , China Railway
Construction Corporation Ltd, Sinotrans &
CSC Group
China National Petroleum Corporation,
Sinochem Corp.
Natural resource | Oil and gas, metal and 27 364 6 China National Offshore Oil Corp.
related metal products ' Sinosteel Corporation
China Minmetals Corp
Shanghai Baosteel Group
C%Zﬂztgrzspodmfﬁtgg ZTE Corp., Lenovo Group, Shanghai
M ; b ! . + | 8,975 Automotive Industry Corporation (Group),
anufacturing household electric 4 Haier Group
appliance, telecom
products
Project construction, 47 411 CITIC Group, Beijing Enterprises Holding
Diversified banking, energy and ! 2 Ltd.
mining, wholesking, etc.

Source FUDAN-VCC survey of Chinese MNEs, 2010.
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Annex figure 2. Peoplebés Republic of -2008 na: Head o

Shanghai

- Beijing - Shanghai

1. CITIC Group 6. China ShippindGroup)
2. China Ocean Shipping Group Company

Company 15. Shanghai Automotive
3. China State Construction Engineerin Industry

Corp

4. China National Petroleum Corporatio Shandon

5. Sinochem Gaup 9

7. China National Offshore Oil Corp 18. Haier

8. China Communication Construction ofgyangdon
Company Ltd. 12.ZTE Corp.

9. Beijing Enterprises Holdings Ltd.
10. Sinosteel Corporation
11.China Railway Construction

Source FUDAN-VCC survey of Chinese MNEs, 2010.
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Annex figure 3. Peoplebs Republic ©®heP&hiphads FDI ou
Republic of China, 19962009(US$ million)
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60 000 /_/

40 000

20 000 / '/'/

1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009

| —e—inflows —8— outflows |

Year Inflows Outflows
1990 3487 830
1991 4 366 913
1992 11 008 4 000
1993 27 515 4 400
1994 33767 2 000
1995 37521 2 000
1996 41726 2114
1997 45 257 2 562
1998 45 463 2634
1999 40 319 1774
2000 40 715 916
2001 46 878 6 885
2002 52 743 2518
2003 53 505 2 855
2004 60 630 5498
2005 72 406 12 261
2006 72 715 21160
2007 83521 22 469
2008 108 312 52 150
2009 95 000 48 000

Source UNCTAD, World Investment Report 201d). cit.
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Annex figure 4a. Peoplebs Republic oftheChina: The r
P e o p | publis of Rlena and all developing countries excludinglhePe opl eds Republic of
China, 19962009

- /W / 7=
S -
A N Y /

=l

Vi
N A S

1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009

0%

| —e— China —&— Developing Countries excluding China |

P e o p | e| Developing Countries
Year Republicof [excl udi ng
China Republic of China
1990 24% 35%
1991 21% 35%
1992 36% 46%
1993 16% 71%
1994 6% 65%
1995 5% 68%
1996 5% 59%
1997 6% 49%
1998 6% 33%
1999 4% 36%
2000 2% 62%
2001 15% 45%
2002 5% 38%
2003 5% 33%
2004 9% 50%
2005 17% 45%
2006 29% 57%
2007 27% 56%
2008 48% 47%
2009 51% 47%

Source UNCTAD, World Investment Repor020,op. cit.
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Annex figure 5. Chinese outward and inward FDI stock, 199@009(US$ million)
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1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009

| —e— inward stock —®— outward stock |

Year Inward stock Outward stock
1990 20 691 4 455
1991 25 057 5 368
1992 36 064 9 368
1993 63 579 13 768
1994 74 151 15 768
1995 101 098 17 768
1996 128 069 19 882
1997 153 995 22 444
1998 175 156 25078
1999 186 189 26 853
2000 193 348 27 768
2001 203 142 34 654
2002 216 503 37172
2003 228 371 33222
2004 245 467 44777
2005 272 094 57 206
2006 292 559 73 330
2007 327 087 95 799
2008 378083 147 949
2009 473083 229 600

Source UNCTAD, World Investment Report 201dp. cit.
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Chapter4iHungar yos gl obal pl aye
A strong presence in theimeighbourhoodin 2009

Magdolna Sass and Olivér Kovacs

The first survey on outward investorsifin Hungary, released on January 21, 2011,
covers the period 2062009.

Highlights

The report includes a ranking of Hungarian multinationals based on their foreign
assets (see table 1 below). The 19 multinationals ranked held almost US$ 22 billion in
foreign assets in 2009. The tognked firm, MOL Group (including TVK, majority
owned by MOL), accounted for more than US$ 19 billion, or almost 89%, of these
assets. The top 19 companies together registered foreign sales of more than US$ 10
billion in 2009 an employed more than 40,000 workers abroad (table 2 below). In
2009, Hungary was the 21st outward investor in terms of FDI stock among emerging
market$0 and the 22nd largest in terms of outward FDI flows, well below the BRIC
countries, but a large invest@mong the New Member States of the European
Union51 Outward investment by Hungarian companies went primarily into oil and
gas exploration and production (mining and quarrying), chemicals and
pharmaceuticals. Other investment areas included transporticplgsoduction,
building materials, electronics, food products, and IT and other services. The 19
companies on the list have 149 affiliates in 32 countries, with a strong concentration
in Europe, mainly in Central and Western Europe (115 affiliates).eTaes mainly
located in neighboring or geographically close countries, such as Romania (23
affiliates), Slovakia (16), Germany (15), Poland (12) Czech Republic (11), Bulgaria
(8) or Ukraine (7). See annex table 2 and annex figure 2 for details.

50 Understood as a group of countries including all developing and transition economies, asheell0aformer economies in transition (Bulgati® Czech
Republic, Estonia, Hungary, Latvia,thiiania, Poland, Romania, Slovakia and Slovethiafthe United Nations has reclassified as developed countries after
their entry inthe European Union.

51 Ranking based on UNCTAD, World Investment Report, 2010 (New York and Geneva: United Nation@r2Dd@yected by deducting Hungarian

outward FDIby special purpose entities, which is counted statistically as FDI but does not reflect outward investing activitiesrignHouljaationals.
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Table 1.The top 19 non-financial Hungarian multinationals, by foreign assets’
2009 (US$ million§

Rank | Name Industry StatUS$ Foreign
assets

1 MOL (+TVK) O|I_ a_nd gas explpratlon, production, Listed (0.0 %, 1 19,301
refining and retail golden share)

2 Borsodclem Chemicals Unlisted (Nil) 1,341

3 Richter Pharmaceutical products Listed (25.12%) 730

4 Waberer 6s Transportation Unlisted (Nil) 95

5 JaszPlasztik Plastics production Unlisted (Nil) 49

6 Masterplast Building materials Unlisted (Nil) 45

7 Videoton Manufacture of electrical equipment Unlisted (Nil) 38

8 KESZ Construction Unlisted (Nil) 36

9 Fornetti Food products Unlisted (Nil) 33

10 Cerbona Food products Unlisted (Nil) 19

11 Kdirt IT services Unlisted (Nil) 13

12 Abo Holding Food products Unlisted (Nil) 10

13 Eurobusinvest Prof(_assmnal, scientific and technical _ _ 9
services Unlisted (Nil)

14 Synergon IT services Listed (Nil) 6

15 Genesis Energy Manufacture of electrical equipment Listed (Nil) 6

. Professional, scientific and teaical
16 Wallis services Unlisted (Nil) 3
17 Regionalis Fejlesztési | Electricity, gas, steam and air conditionin 3
Véllalat (RFV) supply Listed (Nil)

Electricity, gas, steam and air conditionin

18 PannErgy supply Listed (Nil) 2

19 Interactive Net Design | IT senices Unlisted (Nil) 2

Total 21,741

Source ICEG-VCC survey of Hungarian multinationals, 2010.

Al t hough we speak of the Ot op dllBkélychndidatesforthef or mat i o1
top places, among other things because not all coepagsponded to our survey. The multinationals

on this ranking may thus not lieelargest outward investors from Hungary but they are certainly

amongthe largest.

®The foreign assets of a multinational enterprise are the current and fixed assetstetrioadntrols.

They are wusually much | arger than the multinational
“The exchange rate used is the IMF rate of December 31, 2009: US$ 1 = Hungarian Forint 188.07.

9The percentage in parentheses is the percentage of shares edydthe state.
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Profile of the top 19

Key drivers. Among the companies surveyed, the primary motive for investing
abroad was to find new markets. Thus Hungarian outward investment abroad is
mainly of a markeseeking nature. There were a few efficieisegking investments

that looked for lower factor costs, mainly lower wage costs, of which Videoton is an
example. Among the small and medhsired companies carrying out hitgch
activities, there are also knowledgeeking investments abroad.

High concentration. As noted earlier, the company group in the first position, MOL
Group, held almost 89% of the total foreign assets of the top 19. The first two, MOL
Group and Borsodchem accounted for almost 95%. Including financial services
companies and Hungan affiliates of foreign multinationals investing abroad from
Hungary results in a similarly high level of concentration. Thus while the number of
Hungarian companies investing abroad may be as high as 7000, the overwhelming
majority of the stock abroad iis the hands of a handful of companies.

Modest size.In size, Hungarian multinationals clearlgg behind some of their
emergingmarket counterparts. Only the largest foreign investor, MOL Group, had
close to US$ 20 billionn foreign assets in 2009 arethployed a significant number

of people abroad (over 26,000). Besides MOL Group, the OTP Bank in financial
services (not on our list) has significant foreign assets and foreign emplolyrseat

box 2 below. Richter also had substantial foreign employwfesxer 5000.

Foreign affiliates and geographic distribution. The 19 companies on the list have

149 affiliates in 32 countries, most of them in Europe (annex figure 2). MOL Group

has 36 foreign affiliates, mainly in Central and Western Europe (see bebod)b

followed by Masterplast, which produces building materials and has 34 affiliates, also

mainly in Central and Western Europe. Richter in the pharmaceuticals business comes

third with 30 affiliates, in Europe and Central Asia. Affiliates of the topai®
concentrated in 60Other Europedé, and inside

Box 1. The leading outward investor: MOL Group

MOL Group is one of the leading companies in Central and Eastern Europe in petroleum and natural
gas exploration, npeduction, refining and retail. It is the largest company in Hungary in terms of
turnover, operating profits, exports and capital, and the fourth largest in the number of employees. It
has a dispersed ownership and there is no controlling owner. As ohN34rc2010, 26.5% of the
shares were held by a number of foreign institutional investors and 21.2% by the Russian oil and gas
firm Surgutneftegas. Other shareholders, all of whom hold less than 10%, include Oman Oil Ltd. (7%),
the Czech group CEZ MH B.V7(3%), and Magnolia Finance Ltd. (5.7%) registered in Ireland. The
Hungarian Government owns a voting preference share which entitles it to veto certain strategic
decisions, including those affecting the ownership changes in the company. None of thelddvareh

or groups of shareholders may exercise the voting rights of more than 10 %. Thus while the company is
78.7% foreigrowned, all strategic decisions are taken by the company management, which is
composed mainly of Hungarian nationals, residing in HumgStrategic planning regularly takes place

at the Hungarian head office in Budapest. MOL&6s bo
foreigners.

In 2009, MOL Group had majority ownership of 36 foreign affiliates, as indicated in box table 1.1
below.
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Box table 1.1. Distribution of MOL Groupods

representative offices, by country

Angola 1 France 2 | Kazakhstan 1 | Serbia 1
Austria 2 Germany 3 | Pakistan 1 |Slovakia 4
BosniaHercegovina |1 Kudistan region of Iraq |1 | Poland 3 | Slovenia 1
Croatia 1 Italy 3 | Romania 2 | Syria 1
Czech republic 1 Oman 1 |Russia 4 | Ukraine 2
MOL Groupds investment abroad has foll owed a

established imeighboringRomania and Ukraine in 1994 through griéeld investments, which were
followed by other greenfield investments in otimeighboringcountries. However, there was a clear
change in strategy in 2000, when MOL decided explicitly that its main aim should be to become a
leading regional multinatiohaSince then, privatizatiorelated acquisitions have dominated and the

size of foreign projects has become bigger. In 2000, the company became the dominant shareholder in
Slovnaft, the leading Slovakian oil firm, with the proportion of its shares read8m% in 2004.

MOL Group also owns 4715 % of the shares of the Croatian INA, the national oil company. In
December 2007, MOL Group concluded an agreement about a strategic alliance with the Czech energy
company CEZ and established a joint venture fmestment in gas power stations in Central and
Eastern Europe. Other affiliates of MOL Group include companies in Asia, the Middle East and Africa,
which are smaller in size arfdcusedon exploration and production. Other European affiliates are
mainly in distribution and wholesale and retail trade. Thus while in 2@ MOL Group
concentrated on acquiring downstream assets, between 2005 and 2010 the company built up a
significant upstream exploration portfolio.

As part of the new strategy, MOL Groupsalacquired a majority stake of 29.8% in the leading
Hungarian petrochemical company TVK in 2000, thus establishing a basis for an integrated
petrochemical operation. This share has been increased gradually to a direct 86.79% and to an
additional indirecB.1 % (through the Slovakian MOL affiliate, Slovnaft) by further acquisitions. TVK
itself is a foreign investor with affiliates in Italy, Great Britain, Germany, France, Poland and Ukraine.

Through its greenfield investments and acquisitions abroad, B@lp itself became an interesting
target for acquisition and OMV, the Austrian oil and gas firm that already owned a 21.1% share in
MOL Group, launched a series of hostile takeover bids in -B00he effort was abandoned when the
European Commission cogyed its disapproval to OMV. However, OMV then sold its share in MOL
Group to the Russian Surgutneftegas in March 2009, an act seen as unfriendly by both the MOL board
and the Hungarian authorities.

Source: ICEG-VCC survey of Hungarian multinationals, 2D

Principal industries. The companies on the list are from 13 different industries. In
terms of foreign assets, the industry of the leading company, MOL Group, is the most
important, since it accounts for almost 89% of the total assets in table 1 &iOle
Groupbs activities include oil and gas
petrochemicals through TVK Chemicals and pharmaceuticals come next, with
Borsodchem and Richter. In terms of themberof firms, food products and IT
services e the leading industries, with three firms in each. Two firms operate in
professional, scientific and technical services. The group as a whole is distributed
fairly evenly between manufacturing and services: there are nine manufacturers and
ten service mviders.

Box 2. The leading role of financial services

The share of the financial intermediation sector was well over half in Hungarian OFDI stock in 1998.
Ten years later, in 2008, it was still close to a quarter (23.3%). This high share can becttnidinty
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to the activities of the OTP Bank, and to a lesser extent to the MKB Bank, an affiliate of Bayerische
Landesbank (89.79%) and Garancia, an insurance company previously affiliated with OTP Bank but
acquired by the French Groupama in 2008. Theasesfiare regional players: they have affiliates in
many countries in Central, Eastern and Southeastern Europe: OTP Bank in Bulgaria, Croatia,
Montenegro, Romania, Russia, Serbia, Slovakia and Ukraine; MKB Bank in Bulgaria and Romania;
and Garancia in Bulga, Romania and Slovakia. In their ownership structure, they represent very
different types of investors. MKB and now Garancia are completely fomeigred. As of 30
September 2010, twohi rds (67 . 3 %) of OTPbds shareseywre held
dispersed, with no controlling shareholder. Hungarian shareholders are also numerous and none of the
foreign or domestic shareholders own more than 10 per cent of the shares. Hungarian shareholders
include the Government (0.4 %), employees and sefffices of OTP Bank (1.7 %), own shares (1.5

%) and other domestic investors (29 %). Thus, strategic decisions about outward investment, among
other things, are taken by the Hungarian management, residing in Hungary. In the senior management
(CEO and 6 depty CEOs) and the members of the Board of Directors (3 executive arekaoutive
members) there are no foreign citizens; nor are there any foreign managers reporting directly to the
executive director. The official language of the company is Hungariaus ©TP is similar to MOL:

while on paper it is majority foreigowned, all decisions of strategic importance are taken by the
Hungarian management.

The outward investment of these financial firms is clearly of a magaling nature. Their entry mode

is predominantly connected to the privatization of statmed banks in former transition countries.
Their competitive advantage may also be connected to their ability to manage the restructuring and
transformation of formerly statewned banks and enablilgem to compete successfully in a market
economy.

Source ICEG-VCC survey of Hungarian multinationals, 2010.; and
https://www.otpbank.hu/static/portal/sw/file/101118TP 20103Q h_final.pdp. 49

Distribution by region and industry. Like most of the affiliates of the top 19, most

of the industries of these firms are concentrated in Central and Western Europe

(annex figure 3).0il and gas exploration, production, irehg and retail (MOL

Group) is also to be found in Eastern Europe and Central Asia (6), Middle East and

North Africa(4) and Ssahar an Africa (1). Another indu
outd6 is the manufacturing of, withafSiatesinphar mac
South Asia (1), Developed Asia & Pacific (1) and Eastern Europe and Central Asia

(8).

Dates of opening the first major foreign affiliates.MOL was the first firm among
the top 19 to establish a major foreign affiliate, in 1994. Rictollowed in 1996 and
Abo Mill, Masterplast and Videoton in 1999. The affiliates of all the others were
established in the 2century. See annex figure 7 for details.

Transnationality Index (TNI). A number of Hungarian firms rank relatively high on
the TNI, with MOL Group, Borsodchem (chemicals) and Fornetti (food) scoring over
80%, followed by Kiirt (IT services, 78%), Masterpalst (building materials, 77%), and
Eurobusinvest (professional services, 65%).

Ownership and status.None of the companiem the list is a statewned enterprise.
However, the state owns a speci al 6B6 shar
as indicated in box 1. The state also has a 25% stake in Richter, which also was
privatized through the stock exchange. Of i®ecompanies rankedgeven are listed

on the Budapest stock exchange. Three are also listed on foreign stock exchanges:

MOL on the Luxembourg Stock Exchange and the Warsaw Stock Exchange, Richter

on the Luxembourg Stock Exchange, and Genesis Energy ofr#mikfurt and

Stuttgart Stock Exchanges.
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Location of head offices.Ten companies have their head offices in Budapest. The
rest are concentrated in a few counties, predominantly in the Eastern part of Hungary,
such as BaeKiskun (2), BorsodAbaurZemplén (3), Fejér (2), Jasklagykun
Szolnok (1) and SzabokSzatméaiBereg (1). (See annex figure 4)

Nationality of management. As far as the nationality of the top management is
concerned, we can claim with reasonable certainty that all of the 19 companezs are
by Hungarian CEOs. The share of foreigners on the board of directors is relatively
low (22%). Furthermore, managers reporting directly to the CEOs are
overwhelmingly Hungarian (96%).

Official languages.The official language of all companies on tist Is Hungarian.
However, they use at least one other language (mainly English, in some cases
German). In MOL Group for example, most documents are prepared in English and
meetings and presentations are also held in English if there is at least oneefoileig

the case of firms offering services to locals, they use the local language as well,
though not in intrdirm communication.

Top mergers and acquisitions.The most significant M&A operations in the three

year period 2002009 are those involving MOGroup: in 2007, the acquisition of

the Italiana Energia e Servizi SpA (ltaly), in 2008, the acquisition of a further share in
INA (Croatia) and in 2009, of the Pearl Petroleum Company Ltd. (Iraq) for US$ 660
million, US$, 1167 million and US$ 342 milliprrespectively. From our top 19,
Richter Gedeon acquired a 36.8 % stake in a Polish pharmaceutical company for US$
43 million in 2008. (Annex table 4)

Top greenfield announcementsThe four largest greenfield projects over the three
year period 200:2009were realized by TriGranit. TriGranit is a special case: see Box
3. MOL Grouprealizedthe fifth largest greenfield project in this period, with more
than half a billion US dollars invested in Croatia. (Annex table 5)

Box 3. The case of TriGranit

TriGranit is the leading Hungarian greenfield investor abroad. It is better called the TriGranit Group, as
at least three companies with crasgnership among them are responsible for the greenfield
investments listed in Annex table 5: Arcadom, Polus and TriGrAata on the ownership structure of
TriGranit and changes in it are hard to come by. According to the latest availablé Sandor
Csanyi, President of OTP Bank, holds 10 % and Nathaniel Rothschild (British investor) holds 15 % of
the shares. A furthés4% is owned by Sandor Demjan, President of TriGranit and a Hungarian citizen,
though he seems to control the company through some Chpsgsl offshore firms, and 20 % is
owned by Peter Munk (Canadian investor and Chairman of Barrick Gold). Thus, on frepe
company is majority foreigowned, although the ultimate controlling investor seems to be the
President of the company, Sandor Demjan, who is a Hungarian citizen resident in Hungary. Arcadom
and Polus are also controlled by SAndor Demjan.

The TriGénit Group is active in real estate management, development and construction mainly in the
EastCentral, Southeastern and Eastern European regions. Arcadom has foreign operations, including
affiliates in Romania, Montenegro, Russia, Serbia and Polandsid®@utHungary, TriGranit has
operations in Poland, Slovakia, Romania, Croatia, Slovakia, Montenegro, and Russia. It has offices in
Belgrade, Bratislava, Budapest, Cluj, Katowice, Ljubljana, Most@Warsaw, and Zagreb. Polus is
active mainly on the Russiananket.
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Because of a lack of data, only a rough estimate of the ranking of the TriGranit Group is possible: it
may be among the top three outward investors from Hungary.

Source ICEG-VCC survey of Hungarian multinationals, 2010.
@See Népszabadsag (aading Hungarian daily newspaper) attp://www.nol.hu/archivum/archiv
374260.

Changes in assets, sales and employment over 2€X009.The foreign assets of the

top 19 increased by 48% between 2007 and 2009 to almost US$ 22 billion (table 2).
Both 2008 ad 2009 recorded a rise in foreign assets, of 10% and 39%, respectively.
Foreign sales grew by 25% over the thyear period, having grown by 117% in
2008 and declined by 42% in 2009. Foreign employment increased by 48%, mainly
due to a substantial risé over 32% in 2009. Note that all these movements are
determined by changes in the relevant indicators for MOL Group, the biggest outward
investor. Without MOL Group, changes are relatively substantial only in foreign
employment (+18.5%), while there isshght decrease in foreign assets.§%) and

no change in foreign sales. Thus, leaving MOL Group out of the reckoning, the
foreign expansion of the top 18 came to a halt in the crisis period. Foreign assets and
sales as a percentage of the total assatssales of the ranked companies in 2009
were 74% and 63%, respectively. Foreign employment was 63 % of total
employment. Here again, without MOL Group, these shares are significantly lower:
48%, 52% and 46%, respectively.

Table 2. Snapshot of the top 1#nultinationals, 20072009 (US$ million and
number)

Variable 2007 2008 2009 ;/‘(’)ggzg%g
Assets

Foreign 14,448 15,897 21,739 48
Total 19,813 22,278 29,430 48
Share of foreign in total (%) 73 71 74

Sales

Foreign 8,250 17,911 10,170 25
Total 14,148 24,918 16,075 14
Share of foreign in total (%) 58 72 63

Employment

Foreign 27,490 30,764 40,552 48
Total 45,165 47,515 64,122 42
Share of foreign in total (%) 61 65 63

Source ICEG-VCC survey of Hungarian multinationals,

The big picture

Hungary is one of the leading foreign investors among the new member states of the
European Union. In per capita terms, only Estonia and Slovenia have higher
indicators, while in terms of absolute value, only Poland has a largerstebk

abroad. Hungaryds | eading position is base:
partly on the government strategy of privatization through the stock exchange, which
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helped the privatized firms later to become important foreign investods;fiaally,

on the organizational or technological advantages built up by strong domestic private
firms. There are now even a -sfzavirmdibor n
Hungary in technologically advanced sectors, such as medical precision imggume
or software that are expanding abroad. It is worth noting that, although our list is very
top-heavy because of MOL Group, which accounts for more thanfifths of the

total foreign assets of the top 19, the estimated number of Hungarian firmsveeit i
abroad is around 7,000.

Hungaryds outward FDI accelerated after
flows first exceeded US$ 1 billion and they have done so ever since, reaching almost
US$ 4 billion in 2006 and 2007 (annex figure 5). The globalrfaial and economic

crisis then had a significant impact on outward FDI flows from Hungary, which
declined by 21%in 2008 and by 18% in 2009, according to the data of the National
Bank (annex figure 5). As for outward FDI stock, it grew till 2008 but dedliby

27% in 2009 as Hungarian assets abroad fell in value (annex figure 6). Preliminary
data for the first half of 2010 show a modest recovery. Another consequence of the
crisis was the halting of large crelssrder M&A deals with a few exceptions. This
slowdown has resulted partly from the structure of Hungarian outward investment,
especially the dominance of horizontal projects that are vulnerable to demand side
factors. Anecdotal evidence suggests that some firms had to postpone or reduce
planned projets because of financing difficulties, for example, TriGranit in Zagreb,
Croatia.

The dominant entry mode of Hungarian companies is acquisitions, especially those
related to privatization ineighboringcountries. This is understandable, as Hungarian
companies have a clear competitive advantage based on their own experience in
privatizing and restructuring formerly statened firms. More recently, greenfield
investments, especially by TriGranit and related companies, have been much larger in
value than crssborder M&A deals. While we could not find traces of these
significant outward investments in the balance sheets of TriGranit and related
companies, we suspect that they are made through the related firms based in Cyprus
(see box 3 above).

The leading Wingarian investors abroad are on paper majostgied by foreigners,

as is the case for MOL Group, Richter and Synergon on our list, and also for the OTP
Bank. (The government owns a significant amount of shares in Richter, a golden
share in MOL and 0.4 % OTP.) The shares of these companies are listed on the
Budapest Stock Exchange. A common feature is that the ownership structure of these
companies is dispersed and the Hungarian management takes all strategic decisions.
This calls the attention to a nethorough analysis of the nationality of investors and

of the added value of the present approach to analysis as the questionnaire used by the
EMGP project deliberately addresses certain aspects of this problem. Others on our
list represent properly Hungan-owned firms. There are also a relatively large
number of foreigrowned affiliates in Hungary that invest abroad, such as M
Telekom, owned by Deutsche Telekom; MKB, owned by Bayerische Landesbank;
and the Hungarian affiliate of Samsung.

I n Hu n gtalr izvéssnentt abroad countries that are geographically close

domi nat e: Sl ovaki a, Romania and Croati a.
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Bulgaria, Poland, the Czech Republic, Ukraine, the Russian Federation, Macedonia
and Serbia 1 mlkasywellaThe Nethgrlandst thenUnited Kingdom,
Luxemburg, Switzerland and Cyprus act mainly as mediators in investment destined
for other locations or else serve a tax optimization purpd$e Republic of Korea is

a major destination due to a singlansaction.) The case is similar for outward
investment by the 19 firms on our list; the main geographic orientation of the top
Hungarian outward investors is mainly the neighboring and geographically close
countries, with only a very small number of bdies operating in other regions.

Services domi nat ed Hungaryos out ward i nve
manufacturing increased gradually to a more than a third by 2008. The concentrated
nature of Hungaryds i nvestsaconcompashion@aa d c an

well: within services, it is financial intermediation, real estate and business services
that dominate; while in manufacturing, it is coke, refined petroleum products, and
electrical and optical equipment. The share of mining andryjogr (oil and gas
exploration) had grown to a relatively significant 7% by 2008, which, together with
the high share of manufacturing of coke and refined petroleum, is mainly due to the
activities of MOL Group, the top company on our list.

Supporting owvard investment has never been a priority of government policy,
although the government has not been inactive either. A number of government
agencies and institutes offer some assistance to outward investors, mainly in the
following three ways. First, infonation and consultancy services are provided free of
charge or at reduced prices to potential investors abroad. These are used mainly by
small and mediursized enterprises (SMESs). Second, assistance is offered in the areas
of investment financing and insance, which is used primarily by the larger
companies or by those investing in faraway and relatively risky locations. Third, the
government also lobbies for Hungarian investors and investment in foreign countries,
although, according to the larger inv@s} this activity is neither as frequent nor as
supportive as that undertaken by the governments of their competitors.
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Annex table 1. Hungary: The top 19 multinationals: Key variables, 2008US$ million® and number)

Rank Name Industry Assets Sales Employment Number  Number of
by foreign  total  foreign  total  foreign  total nationality | _ host
foreign Index (TNI) foreign countries
assets affiliates
1 MOL Group Oil and gas exploration, 19,301 23,612 7,982 11,540 26,635 34,090 82 36 25
production, refining and
retail
2 Borsodchem Chemicals 1,341 1,456 585 852 2,486 2,736 84 3 3
3 Richter Pharmaceutical product: 730 2,286 618 1,422 5,248 10,090 42 30 16
4 Wa b er er 0 ¢ Transportation 95 360 494 651 3,103 3,900 61 8 5
Holding
5 JaszPlasztik Plastics production 49 311 77 387 200 2,981 14 1 1
6 Masterplast Building materials 45 72 163 163 491 712 77 34 17
7 Videoton Manufacture of electrica 38 507 27 409 1,027 6,884 10 3 2
) equipment
8 KESZ Holding Construction 36 265 45 171 49 607 16 7 4
9 Fornetti Food products 33 53 40 57 602 514 83 1 1
10 Cerbona Food products 19 60 27 55 2 380 27 1 1
11 Kdart IT services 13 14 10 10 25 70 78 4 4
12 Abo Holding Food products 10 141 46 166 40 97 25 4 3
13 Eurobus-Invest Professional, scientific & 9 12 1 1 5 7 65 5 1
technical sevices
14 Synergon IT services 6 54 12 94 105 245 22 1 1
15 Genesis Energy  Production of solar 6 24 0 2 4 12 20 2 2
modules
16 Wallis Professional, scientific & 3 77 3 3 9 25 47 1 1
technical services
17 Regionalis Electricity, gas, steam & 3 26 4 15 6 62 15 3 2
Fejlesztési air conditioning supply
Vallalat (RFV)
18 PannErgy Electricity, gas, steam & 2 92 36 67 450 581 45 3 3
air conditioning supply
19 Interactive Net IT services 2 6 2 10 65 129 36 2 2
Design
Total (average for TNI) 21,741 29,430 10,170 16,075 40,552 64,122 48 149 94

Source ICEG-VCC survey of Hungarian multinationals, 2010.
aThe exchange rate used is the IMF rate of December 31, 2009: US$ 1= HUF 18B&TNI is calculated as the average of the followingehmtios: foreign assets to total
assets, foreign sales to total sales, and foreign employment to total employment
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Annex table 2. Hungary: The top 19 multinationals: Regionality Inde& - 2009

Middle Sub- East Asia Eastern Latin America
East & South Developed Asia | Europe & Other North
Rank | Company Saharan & the . b c & the .
North - o Asia Pacific Central Europe . America
. Afri ca Pacific : Caribbean
Africa Asia
1 MOL Group 11% 3% 17% 69%
2 Borsodchem 100%
3 Richter 3% 3% 27% 60% 7%
4 Wabererdés Hol d 100%
5 JaszPlasztik 100%
6 Masterplast 49% 38% 6%
7 Videoton 33% 67%
8 KESZ Holding 100%
9 Fornetti 100%
10 Cerbona 100%
11 Kdrt 25% 50% 25%
12 Abo Holding 25% 75%
13 Eurobusinvest 100%
14 Synergon 100%
15 Genesis Energy 50% 50%
16 Wallis 100%
Regionalis Fejlesztési Vallalat o
17 (REV) 100%
18 PannErgy 100%
19 Interactive Net Design 100%

Source ICEGVCC survey of Hungarian multinationals, 2010.

T he Regionality Index is cal cul at datesibypartcular redian ofghe wonlceby its totalnember of foreign affiliatesraddsnulfiptyingethie gesult ey 100.i |
®Developed AsiPaci fi c6 stands mainly f o%6 Oktapean EuAwspterda Isitaa nadrsd rNmpg hd eyalfeord West ern and Centr e
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Annex table 3. Hungary: The top 19 multinationals: Stock exchange listings, 2009

Rank | Company Domestic Foreign

1 MOL Group Budapest Luxembourg, Warsaw
2 Borsodchem None None

3 Richter Budapest Luxembourg

4 Waberer 6s Hol None None

5 JaszPlasztik None None

6 Masterplast None None

7 Videoton None None

8 KESZ Holding None None

9 Fornetti None None

10 Cerbona None None

11 Kart None None

12 Abo Holding None None

13 Eurobusinvest None None

14 Synergon Budapest None

15 Genesis Energy Budapest Frankfurt, Stuttgart
16 Wallis None None

17 \Ijgﬁ];?:ta(lsFli/e)JleszteSI Budapest None

18 PannErgy Budapest None

19 Interactive Net Design None None

Source ICEG-VCC survey of Hungarian multinationals, 2010.
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Annex table 4. Hungary: Top 10 outward M&A transactions, 20072009(US$ million)

Target % of Value of
Date Acqui r er 0 s| Target name Target industry economy share_zs transaction
acquired
17/10/2008 MOL Group INA Oil and gas Croatia 22.2 1,167.5
Italiana Enegia e .
07/30/2007 MOL Group Servizi SpA Oil and gas Italy 100.0 659.8
Pearl Petroleum .
15/05/2009 MOL Group Company Ltd. Oil and gas Iraq 10.0 341.6
05/18/2007 AIG New Europe SC Digital Cable Cabl_e and other pay television Romania na. 608
Fund Systems services
07/17/2008 Geadeon Richter PLC | Grodziskie Zaklady In vitro and in vivo diagnostic Poland 36.8 43.0
substances
05/07/2008 | OTP Bank Nyrt OO0 Donskoy Banking Russia 100.0 41.0
Narodny Bank
Strathmann Biotec Biological products, exqs
08/10/2007 Investor Group GmbH & Co KG diagnostic substances Germany n.a. 31.6
11/18/2009 Egg?e'rr:] Central & Internet Corp SRL Miscellaneous publishing Romania n.a. 3.0
02/09/2009 Tech in Central & Investor BG AD Computer facilities management Bulgaria 16.8 17
Eastern services
03/09/2007 Ef'\tAG Mediacsoport Egomerang Reklam Direct mail advertising services | Netherlands | 100.0 1.1
07/23/2009 Zenehaz Online Kft ISH Poland Sp zoo Information retrieval services Poland 65.0 0.1
Total 2,413.3

Source Adapted from Thomson ONE Bank& homson Reuters. Information on MOL transactions is based on data of fDi Intelligenceca sermithe Financial Times Ltd.,
except for the MOL transactions: MOL Annual Report 2009, p. 56 for the INA transaction, p. 64 for the Pearl transactidnpiBDReport 2008, p. 123 for the IES

transaction.
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Annex table 5. Hungary: Top 1 outward greenfield transactions, 20072009(US$ million)

Date Company Destination Industry X:Inusz(c:)tfion
Oct09 TriGranit Slovak Republic Real estate 2,230.4
Apr-08 TriGranit Romania Real estate 1,573.0
Janr07 TriGranit Russia Real estate 1,000.4
Mar-08 TriGranit Poland Real estate 781.8
Nov-09 MOL Group Croatia Coal, oil and natural gas | 523.8
Nov-07 Central European Estates (CER Serbia Real estate 513.3
Sep08 MOL Group Slovak Republic Coal, oil and natural gas | 449.8
Sep08 TriGranit Croatia Real estate 311.0
Dec07 Euroinvest Russia Food and tobacco 295.5
Apr-08 TriGranit Russia Real estate 289.7
Apr-08 TriGranit Russia Real estate 289.7
Total 8,256.8

Source Adapted fromfDi Intelligence, a service from the Financial Times Ltd.
4The usual number is 10. However, in this case, two investments of equal amounts were tittdplac&0So both have been

included.
®This is an estimateamount.
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Annex figure 1. Hungary: Breakdown of the foreign assets of the top 19, by main industry2009

B Natural resources and related activities

B Manufacturing

% Breakdown within manufacture and services
1% 0%

B Manufacture of electrical equipment

B Manufacture of basic pharmaceutical
products and pharmaceutical preparations

m Manufacture of chemicals and chemical

products

B Manufacture of food products
B Other manufacturing: building materials

B Manufacture of rubber and plastics

products

W Electricity, gas, steam and air conditioning

supply

m Construction

Transportation and storage

W Information and communication

[ Ser‘vices ™ Professional, scientific and technical

activities
Industry Foreign assets (USS Companies

millions)
Mining, cquarrying, manuf. of oil products, petrochemicals (Oil and gas exploration , producti
refining and retail) 19.301 MOL Group
Manufacture of electrical equipment 44 Genesis Energy, Videoton
Manufacture of basic pharmaceutical products and preparations 730 Richter
Manufacture of chemicals and chemical products 1.341 BorsodChem
Manufactureof food products 62 Abo Mill, Cerbona, Fornetti
Other manufacturing: building materials 45 Masterplast
Manufacture of rubber and plastics products 49 JaszPlasztik
Electricity, gas, steam and air conditioning supply 5 RFV, PannErgy
Construction 36 KESZ Holding
Transportation and storage 95 Waberer's

Synergon, Krt, Interactive net

Information and communication 21 design
Professional, scientific and technical activities 11 Eurobusinvest, Wallis

Source ICEG-VCC survey of Hungarian multinational<)20.
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Annex figure 2. Hungary: Foreign affiliates of the top 19, by region, 200@humber of affiliates)
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Annex figure 3. Hungary: Geographic distribution of the assets of the top 19 multinainals, by main industry- 2009
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Manufacture of basic pharmaceutical products and preparations
B South Asia

m Developed Asia-Pacific
(Japan, Australia & New
Zealand)

m EasternEurope & Central
Asia

m Other Europe

m Latin America & the
Caribbean

Manufacture of food products

M EasternEurope &
Central Asia

B Other Europe

136



Other manufacturing: building materials

m East Asia & the Pacific

M EasternEurope &
Central Asia

m Other Europe

Construction

H Eastern Europe &
Central Asia

m Other Europe
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Information and communication

m Middle East & North
Africa

B Other Europe

m North America

Source ICEG-VCC survey of Hungarian multinationals, 2010.
Note: The following activities are entirely (100%) in Other Europe: Manufacture of chemicals and chemical products; Manufadibes ehd plstics products; Electricity,
gas, steam and air conditioning supply; Transportation and storage; and Professional, scientific and technical ablilitiestryClassification codes are used.
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Annex figure 4. Hungary: Head office locations of the tod9- 2009
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companies head office
MOL Budzpest
Borsodchem Kzzincbharcika
Richter Budzpest

Waberer's Holding

Jasz-Plazztik

Masterplast

Videoton Zzskeszfeharvar
KESZ Kecskemet
Fornetti

Cerbona

Kiirt Budzpest

Abo Holding Myiregyhazs

Eurcbus-lnvest

Synergon

Genesis Energy

Wallis

Regionalis Fejlesztesi Vallalat [RFV]

PannErgy

Interactive Net Design

Mizkolc

Source ICEG-VCC survey of Hungarian multinationals, 2010.
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Annex figure 5. FDI inward and outward flows to and from Hungary, 19952009 (US$ million)
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Annex figure 6. Inward and outward FDI stock to and from Hungary,

Source Hungarian National Bank (MNB), data without special purpose entities, seeti8tirothe main report.
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Source:Hungarian National Bank (MNB), data without special purpose entities, see footnote 3 in the main report.
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Annex figure 7. Hungary: Timeline tracking the opening of the first major foreign affiliate by each of the top 19

MOL:
Romania,
Ukraine : : i: Serbia
sl orsodchem: Eurobus-Invest: Slovakia Cerbona:
o e ey - g Romania
£ Czech Republic L) Waperer s Holding: 5
& . Spain ¢

1999 2000 2001 2002 2003 2004 2006 2007 2008

@ ®
® Interactive Net Design:  Genesis Energy: ®
Abo Holding: Romania g:z“ o ::an:\nirgy Wallis:’
Masterplast: Slovakia Germany i 2 Romania
Videoton: Bulgaria : RFV: .
Synergon: Czech Republic Slovakia

la’;z- Plasztik: Slovakia
KESZ Holding: Romania

Source ICEG-VCC survey of Hungarian multinationals, 2010.
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Chapter5i1l ndi ads gl obal pl ayer:

The growth story of Indian MNEs in 2006

Rupa Panda and Mudit Kapoor

The first survey of outwarthvesting Indian MNESs, released on April 9, 2009, documents the growth of Indian
MNEs. The Survey starts with 2006 data as a base period.

The survey ranks Indian MNEs on the basis of their foreign assets (Table 1 belowd. §dlecked MNEs held

over US$ 15 billion in foreign assets in 2006, with the Oil and Natural Gas Corporation (ONGC), which ranke
first, accounting for just over US$ 4.7 billion and the Tata Group following with nearly US$ 4.2 billion.
Together, these 2dbmpanies had nearly US$ 13 billion in foreign sales in 2006 and employed 60,000 worker
abroad. India was the fifth largest outward investor among emerging markets in 2006, after the other th

BRI C countries and Hong Ko reeag i/asimerd gp.to 2006 bas lhbeendon s

and gas, pharmaceuticals, IT and metals.

Table 1 ranks 24 I ndian MNEs 1T companies headqua
one foreign affiliate i n rdonegnassets. Acnotualh camdiglatei companiest

responded to the survey and reliable public information was not always available, the 24 listed below cannot
described as thargestoutward investors from India. However, they are certaanfpngthe lagest.

Table 1. ISB-VCC ranking of 24 selected Indian MNEs, 2006 (millions of US$)
Foreign

Rank | Name Industry assets
1 Oil and Natural Gas Corporation Oil & gas operations

(ONGC) 4,724
2 Tata Group of companies Conglomerate 4,169
3 Videocon Indusies Limited Conglomerate 1,626
4 Ranbaxy Laboratories Limited Pharmaceuticals 1,077
5 Dr. Reddyds L ab o | Pharmaceuticals 869
6 HCL Technologies Limited IT services 777
7 Hindalco Industries Limited Aluminum manufacturer 581
8 Sun Pharmagutical Industries Limiteq Pharmaceuticals 281
9 Reliance Industries Limited Oil & gas operations 250
10 Suzlon Energy Limited Power & energy 135
11 Larsen & Toubro (L&T) Limited Engineering & construction 130
12 Wipro Technologies IT services 128
13 o Auto component solution provider

Bharat Forge Limited ( forging) 106
14 Patni Computer Systems Limited IT services 81
15 Hexaware Technologies Limited IT services 69
16 Biocon Limited Pharmaceuticals 50
17 i-Gate Global Solutions Limited IT services 49
18 Max India Limited Conglomerate 37
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19 Mahindra & Mahindra Limited Automobile manufacturer 35

20 NIIT Limited IT services 31

21 Piramal Healthcare limited Pharmaceuticals 26

22 Birlasoft (India) Limited IT services 21

23 Raymond Limited Fabric manfacturer 18

24 Infosys Technologies Limited IT services 9

Total 15,279

Source Indian School of Businesgale Columbia Center ranking of Indian MNEs.

2The original list included Satyam Computer Services Limited, indicating foreign assets w8rB2R&n. However, due to a lack of certainty
about the accuracy of the 2006 data, it has now been omitted.

The principal findings of the survey include the following:

| ndi ads °2WNEsS eahkedchly toreign assets in 2006ad US$ 15.3 billior(bny®in assets abroad
(Table 1), had nearlyyS$ 13 billionin foreign sales and employed 60,000 persons abroad (Table 2). Foreigr
assets, sales and employment had increasetBY%, 65% and 43% respectively between 2668 2006
(Table 2). The largest coantration of foreign affiliates was in Europe (165 affiliates), representing 37% of all
foreign affiliates. The Oil and Natural Gas Corporation (ONGC) contribBt€dof the total foreign assets of

the selected 24, whilehe Tata Group which includes ata Steel, Tata Chemicals, Tata Consultancy Services
(IT), Tata Motors and Tata Communications (telecoms), among other companieso nt r i b @74%e d
Note that, as a percentage of the US$ 30 billion in foreign stock held by Indian enterprisesiirs@8@hnex
Table 7 1T the foreign assets of these 24 compani

It remains to be seen what impact the current crisis will have on Indian MNEs. Indian firms in a good financi
position may take advantage of the low asset prices in worldetsaand make strategic acquisitich©ther

firms may need to put their foreign expansion on hold or even sell off foreign assets to support their balar
sheets. Future surveys will reveal the impact of the crisis.

Profile of the 24

Foreign assets elqued by 122% in 2006. The primary drivers of this rapid accumulation of foreign asset:
included the search for strategic and complementary locational assets in metals, oil and gas, and other
materials, and the desire to diversify globally.

Indian MNEs lagged behind their foreign counterparts. Only ONGC and the Tata Group of companies had o\
US$ 2 billion in foreign assets, and only the Tata Group employed a significant number of people (over 24,6(
abroad (Annex Table 1).

Indian MNEs increasetheir foreign sales by 65%, to approximately US$ 13 billion, from 2005 to 2006, and
foreign employment by 43%, from 42,000 to 60,000 people (Table 2).

®2The Indian School of Business conducted several rounds of surveys with the largest Indian MNEsioin exigihsive research was done from
publicly available data to determine the level of foreign assets. The companies in this list are those that responsi@dagstiog for which
reliable public data could be found. As a result, some MNEs whictsabstantial foreign assets may not appear on the list.

= The following Rupee/US Dollar exchange rates, based on the rates of the International MonetanytFdimaviv.imf.org, were used
throughout: 44.23 (2006); 45.07 (2005); 43.58 (2004).

®For ananalysis of the impact of the crisis on FDI flows, see Karl P. Sauvant, "The FDI Recession has Begwy'yet.columbia.edu
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Foreign assets and sales as a percentage of the total assets and sales of these companies W&reaathout 2
18% respectively, whereas foreign employment represented 13% of total employment (Table 2).

Growth in foreign assets, employment and sales from 2005 to 2006 fueled the increase in total ass
employment and sales of the 24. The US$ 8.4 bnimidereign assets represented 53% of the US$ 15.9 bn
increase in total assets, and the US$ 5 bn increase in foreign sales accounted for 35% of the US$ 14.-
increase in total sales (Table 2).

Table 2. Snapshot of the 24 selected MNEs, 202006 (billions of US$ and thousands of employees)
Variable 2004 2005 2006 % change 200571 2
Assets

Foreign 4.4 6.9 15.3 122%

Total 49.3 58.2 74.1 27%

Share of foreign in total (%) 9% 12% 21%

Employment

Foreign 27 42 60 43%

Total 306 376 458 22%

Share of foreign in total (%) 9% 11% 13%

Sales

Foreign 5.3 7.7 12.7 65%

Total 41.7 54.4 68.9 27%

Share of foreign in total (%) 13% 14% 18%

Source Indian School of Businesgale Columbia Center ranking of Indian MNEs.

The 24 selectécompanies had 441 foreign affiliates in 75 countries. The Tata Group of Companies was prese
in 44 foreign countries, with 157 foreign affiliates, followed by Ranbaxy Pharmaceutical Limited, 31 countrie
and 47 foreign affiliates, and HCL Technologiemited, 17 countries and 31 foreign affiliatesnfex Table

1).

These 441 foreign affiliates were concentrated in Europe (37%), Asia (21%) and North America (19%),
indicated by the Regionality Index (Annex Table 2) and as seen in the distribufareigh affiliates (annex
figure 1). However, since 2006, they have been moving rapidly to markets in Africa, the Middle Eas
Australia and Latin America.

The geographic distribution of foreign affiliates of the 24 Indian MNEs varied from sectocttr. se~or
example, while Europe had the largest concentration of foreign affiliates in the power and energy sector, it t
the smallest concentration in engineering and construction. The Middle East, on the other hand, had the lar
concentration of faeign affiliates in the engineering and construction sector but had no foreign affiliates in the
power and energy sector (annex figure 2). This diversity in the distribution of foreign affiliates was the result
the various drivers that influence outw&| (annex figure3).

Most of the investment from India in 2006 was being made by publicly listed companies. The only company
the list of 24 that was not publicly listed was Birlasoft, a private limited company with US$ 20 million in
foreign assets. Othe rest, one was a statentrolled company with just over US$ 4.7bn in foreign askets
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ONGC, in which the Indian government holds a 74.1% equity stake. The remaining 22 together accounted
just over US$ 10.5 bn in foreign assets.

The companies on the list were to be found in eight different industoesine, if conglomerates areunted

as one. Judged by foreign assets, conglomerates dominate, with 37% of the aggregate assets. The oil &
industry comes next, with 33% of the |istds ass
15% (annex figure 4). Judged lopmbersof companies, IT is the leading industry on the list, with eight
companies, followed by pharmaceuticals with five, and then oil & gas and autos/auto parts with two each. Al
represented are metals, power and energy, engineering and constructitaxtitesd Given the number of IT
companies on the list, it is of some interest to note that the conglomerate Tata Group includes Tata Consulte
Services (TCS), I ndiads |l eading I'T firm (2008 r e
power and telecoms among others. The other large conglomerate on the list, Videocon, has businesse
electronics, home appliances, petroleum and power.

Ten of the 24 selected MNEs were, and continue to be, headquartered in Mumbai; four in Banghlbwe; an
rest in Aurangabad, Dehradun, Pune, Gurgaon, Noida and New Delhi (annex figure 5).

Two of the 24 selected companies were listed on the London Stock Exchange, eight on the Luxembourg St
Exchange, four on the New York Stock Exchange and the Sing&iock Exchange. 23 out of 24 companies
were also listed on an Indian Stock Exchange. One company, Birlasoft, was not listed anywhere.

The official language of 23 of the 24 selected companies is English; the official language of ONGC is Hindi.

The big picture

Indian firms have been investing abroad for many years, but it is only since the late 1990s that OFDI flows he
risen rapidly, albeit from low levelsafinex figure B Outflows were predicted to stay above US$ 16 billion
over 2008 2011, but gien the worldwide economic difficulties expected in 2009 and beyond, this figure now
appears optimistfc

As a result of the growth of outflows, tlstockof outward FDI rose from about US$ 100 million in 1990 to
about US$ 2 billion in 2000, and then ws$ 13 billion in 2006 gnnex figure Y, taking India to 5th place
amongoutward nvesting emerging mar ket s. Only Hong Kong¢
and the Russian Federation had higher outflows in the year 2006. As evidenhechightlevel of 2007 M&A
activity (Annex Table 3 Indian MNEs are taking increasing advantage of this mode of market kenfagt,

there was om 2008007 a phenomenal rise in outward M&As, surging from US$ 3.7 billion in 2006 to US$
24.7 billion in 20@, with the Tata Group alone accounting for US$ 15.2 billion (ZD)%and Hindalco another
US$ 5.8 billion. Virtually all acquisitions were made in ca8k. a result of their investment activity, four
companies Essar Group, United Breweries Limited, JSféel Limited and Hindustan Petroleum Corporation
Limited (HPCL)T ar e | i kely candidates to join the rank:
stateowned companies like Krishak Bharati Op and privately owned companies like United Phosphorus,
Zee Telefilms Ltd., TransWorks Information Services, EEsepack, Punj Lloyd, and Reliance Infocomm are
most likely to have had, in 2006, foreign assets comparable to those of the 24 selected MNEs. However, du
a lack of information, they could not be included in the present ranking.

4 Laza Kekic and Karl PSauvant, edsWorld Investment Prospects to 2011: Foreign Direct Investment and the Challenge of Politicat Risk
www.vce.columbia.edulnputs from Jaya Prakash Pradhan, auth@ufvard Foreign Direct Ingstments from India: Recent Trends and Patterns
(2005) are acknowledged.

Greenfield investmeniAhnex Table ¥also surged between 2006 and 2007. With US$ 13.2 billion in projects being announced in 2007, and
outward foreign direct investment in 2007286 b oomi ng, the size of foreign assets owned b
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Annex Table 1. ISBVCC ranking of the 24 selected Indian MNESs, key variables, 2006 (millions of US$ and number of employées)

Ranking Asset$ Sale$ Employment
By Multi -
By multi - Forei nationa | No. of No.of
foreign | national | Name Industry Foreign | Total Foreign | Total n 9 | Total lity foreign | host
assets | ity Index affiliates | countries
index® (%)
Oil and Natural Gas Oil & gas 0
1 14 Corporation operations 4,724 21,031 1,645 17,115 | NA 34,722 | 16% 4 3
2 9 Tata Group of companiés Conglomerate | 4,169 8,199 3,576 9,752 24,682 (1518’41 32% 157 44
3 2 Videocon Industries Limited | Conglomerate | 1,626 2,297 966 1,632 NA 10,000 | 65% 16 11
4 1 Ranbaxy Laboraties Limited® | Pharmaceutical§ 1,077 1,566 859 918 NA 11,343 | 81% 47 31
5 5 Dl Reddy0s L3 phamaceuticaly 869 | 1300 362 | 549 | 2000 |7525 |52% |27 14
6 3 HCL Technologies Limited IT services 777 926 780 1,034 4,032 32,626 | 57% 31 17
. . o Aluminum 0
7 16 Hindalco Industries Limited manufacturer 581 4,272 147 2,577 NA 19,593 | 10% 5 1
8 10 Sun Pharmaceuticals Industrig Pharmaceuticaly 281 815 157 393 1,100 5,000 | 32% 11 9
. . - Oil & gas 0
9 24 Reliance Industries Limited operations 250 21,901 414 20,560 | 22 12,540 | 1% 3 3
10 19 Suzlon Energy Power & energy| 135 918 70 868 227 5,300 | 9% 14 7
L Engg. & 0
11 21 Larsen & Toubro Limited construction 130 3718 143 3,800 NA 22,175 | 4% 17 13
12 8 Wipro Technologies IT services 128 1,465 1,906 2,399 10,005 | 55,000 | 35% 14 8
Auto
13 7 Bharat Forge Limited component 106 570 473 682 1,650 5,650 | 39% 10 6
solns.
14 6 ratm Computer Systems | i services | 81 639 587 | 590 |2,795 | 12,804 | 45% |5 3
15 4 rexaware Technologies IT services | 69 145 184 |192 | 1056 |5829 |54% |10 7
16 17 Biocon Limited Pharmaceuticaly 50 291 23 178 2 2,542 10% 1 1
17 12 :_I%él‘ttg dG'Oba' Solutions IT services | 49 91 12 144 |837 |5152 |[26% |7 6
18 23 Max India Limited Conglomerate | 37 485 7 348 27 4,127 | 3% 5 4




19 22 Mahindra & Mahindra Limited | Automobile 35 883 74 2,061 | NA 12,089 | 4% 26 11
manufacturer

20 13 NIIT Limited IT services 31 115 40 102 183 2,259 | 25% 9 8

21 15 Piramal Healthcare Limited Pharmaceuticaly 26 319 77 358 341 6,931 12% 4 4

22 11 Birlasoft (India) Limited IT services 21 48 NA 133 582 3,248 | 31% 8 6

23 20 Raymond Limited Fabric 18 457 24 318 NA 10,324 | 6% 6 6
manufacturer

24 18 Infosys Technologies Limited | IT services 9 1,590 197 2,153 10,543 | 52,715 | 10% 4 4

TOTAL 15,279 | 74,131 12,723 | 68,856 | 60,084 357’91 441

Source IndianSchool of Busines¥ale Columbia Center survey of Indian MNEs.

2As noted earlier, the original list included Satyam Computer Services Limited, indicating foreign assets worth US$ 522w, Hiesvto a lack of certainty about the accuracy of 2006itlhtes
now been omitted.

® The multinationality index is calculated as the average of the following three ratios: foreign assets to total assets|daregotal sales, and foreign employment to total employment.

°The Tata Group of companiesa conglomerate comprising Tata Steel, Tata Chemicals, Tata Consultancy Services, Titan Industries and Tata Comraomicatiothers.

4 Ranbaxy acquired Terapia, a generic company in Romania, in June 2006, for US$ 324 million. The companyadienBoonamia its manufacturing hub in Europe. Daiichi Sankyo, a Japane
pharmaceutical company, in turn acquired a majority stake in Ranbaxy in 2008.

° Reliance Industries Limited operates in oil & gas as well as textiles and retail trade.

"INR/US$ exchange rate44.23;US$/AUD exchange rat€.7913
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Annex Table 2. The 24 selected Indian MNESs: Regionality Indéx 2006

Companies Europe '\E/l;i(tjle Africa ,’:%rgr]ica kﬁlgrica Asia Australia
ONGC Limited 25 - 50 - - 25 -
Tata Group of companies 36 1 6 12 11 28 6
Videocon Industries Limited 25 6 6 6 38 19 -
Ranbaxy Pharmaceuticals Limited 43 - 9 15 13 19 2
Dr. Reddyods Labor|52 - 4 22 15 7 -
HCL Technologies Limited 29 - 6 39 - 16 10
Hindalco Industries Limited - - - - - - 100
at:rr]}t:garmaceutlcals Industries 27 i i 18 45 9 i
Reliance Industries Limited 67 33 - - - - -
Suzlon Energy Limited 64 - - 21 - 7 7
Larsen & Toubro Limited 6 35 18 12 - 29 -
Wipro Technologies 43 - 7 36 - 14 -
Bharat Forge Limited 70 - - 10 - 20 -
Patni Computer Systems Limited 60 - - 40 - - -
Hexaware Technologies Limited 40 - - 40 10 10 -
Biocon Limited - - - - 100 - -
i-Gate Global Solutions Limited 29 - - 43 - 29 -
Max India Limited 60 - - 20 20 - -
Mahindra & Mahindra Limited 38 4 12 23 4 19 -
NIIT Limited 11 - 11 11 11 56 -
Piramal Healthcare Limited 25 - - 50 - 25 -
Birlasoft ( India) Limited 38 - - 38 - 12 12
Raymond Limited 67 - - 17 - 17 -
Infosys Technologies Limited | 25 - - 25 - 25 25
Source Indian School of Businesgale Columbia Center survey of Indian MNEs.

The Regionality Index is calculated by dividing t bydtstatal minkerof fordign affilidtes anchdutiplying theerésgty 1806 f i | i at es

n

a
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Annex Table 3. Top Indian outward merger and acquisition (M&A) transactions, 200582007

Deal

% of

Rank | Date Acquiror name Target name Target Industry Target Country E/L?lsu; shares
o acquired
million)
1 04/02/2007 Tata Steel Limited Corus Group PLC Metals & mining United Kingdom 12,695 100
2 05/15/2007 Hindalco Industries Limited Novelis Inc. Metals & mining United States 5,766 100
3 06/20/2007 Essar Global Limited Algoma Steel Inc. Metals & mining Canada 1,467 100
4 06/272007 Tata Power Co Limited Kaltim Prima Coal PT Metals & mining Indonesia 1,300 30
5 05/16/2007 United Breweries Limited Whyte & Mackay Limited Food and beverage United Kingdom 1,176 100
6 08/22/2007 JSW Steel Limited Jindal United Steel Corp Metals & mining United States 940 90
7 09/212006 m%?;a(jgovar Energy Columbia Omimex de Colombia Limiteq Oil & gas Colombia 850 100
8 09/13/2006 Videocon Industries Limited Daewoo Electonics Corp. Electronics Republic of Korea | 729 97.50
9 09/24/2006 Tata Tea Limited Energy Brands Inc Foodand beverage United States 677 30
10 09/18/2007 Wipro Technologies Infocrossing Inc Cor_nputers & United States 673 100
peripherals

11 03/28/2007 Aban Offshore Limited Sinvest ASA Financials Norway 658 50
12 02/17/2006 Dr. Reddy's Labs Betapharm Pharmaceiticals Germany 597 100
13 03/17/2006 Suzlon Energy Hansen Group Energy Belgium 565 NA
14 | 07/26/2005 | HPCL cenva dpe"o'e“m Refinery | ol ¢ gas Kenya 500 NA
15 03/29/2006 Ranbaxy labs Terapia SA Pharmaceuticals Romania 324 96.70
16 02/17/2005 TataSteel Natsteel Steel Singapore 293 NA
17 06/29/2005 Videocon Thomson SA Electronics France 290 100
18 | 07/26/2005 | YSNL (Now Tata Teleglobe Electronics Canada 239 50.1

Communications)

Source Combined data from Thomson One Banker and ibef.org.

&Mansarovar Energy Columbia Limited is a 50:50 joint venture between ONGC Videsh Limited and Sinopec, China.
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Annex Table 4. Top 10 Indian outward greenfield investments, 2008007 (billions of US$

Date Company hame Destination country Sector Value
Jul06 ONGC Nigeria Coal,oil and naturalgas 6.0
Nov-07 GAIL (India)b Saudi Arabia Petrochemicals 4.2
§ National Aluminium Company .
Dec06 (NALCO)® Indonesia Metals 3.0
Jun06 Jindal Steel and Power Bolivia Metals 2.3
Jan07 Essar Group Iran Coal,oil and naturalgas 2.0
May-07 Videocon Industries Poland Consumer electronics 1.7
Oct07 Ispat Industries Philippines Metals 1.6
Feb07 Videocon Industries Italy Consumer electronics 1.6
Jun07 Ispat Industries Serbia & Montenegro | Coal,oil and naturalgas 11
Aug-07 Reliance Industries Egypt Petrochemicals 1.0

Source fDi Intelligence, from the Financial Times Limited. Note: NALCO and Jindal Steel and Power had no foreign affiliatestad negheir Annual Report of 2006 (March
2006). Hence, theyra not a part of the ranking list.

2 ONGC reported this investment in June 2006. It is, however, not included in the foreign assets shown for ONGC in thistregentyas a lack of clarity about the exact value of
O N G Cadrctalinvestment in 2006.

P GAIL, formerly Gas Authority of India Ltd, and NALCO are both statened enterprises, as of course is ONGC.
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Annex figure 1. Foreign affiliates of the 24 selected Indian MNEs, by regioni2006
(number of affiliates)

: . Number of foregin affiliates.

Source Indian Sclool of Business/ale Columbia Center survey of Indian MNEs.
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Annex figure 2. The geographic distribution of Indian foreign affiliates, by sector 2006
(Percentage of foreign affiliates)
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Source Indian School of Businesgale Columbia Center survey of Indian MNEs.
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Annex figure 3. The drivers of Indian outward FDI

Market seeking: Investment that aims at either penetrating new markets or maintaining
existing ones.

Resourceseeking Investment that seeks to acquire factors of production, mainly in natural
resources.

Efficiency seeking:Investment that firms expect will increase their efficiency by, for
example, giving them access to cheap labor or exploiting the benetibedbmies of scale
and scope, and also those of common ownership.

Asset seekinginvestments made to augment or protect existing-§pecific advantages,
such as knowledge and skills, tragarks or R&D facilities.
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Annex figure 4. Breakdown of the foreign assets of the 24 selected Indian MNEs, by industry, 2006

Engineering & Construction

1%
Power & Energy
1%
Manufacturing
IT Services 5%
8% s
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/
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Oil & Gas Operations

Conglomerate

37%

33%

Industry Foreign assets US$ mn Companies
Conglomerate 5,832 (3) Tata Group Of Bmpanies, Videocon Industriesntited, Max India Limited
Qil & gasoperations 4,974 (2) ONGClLimited, Reliance Industriesiiited

21303 (5) Ranbaxy Pharmaceuticalsnited, Dr. Reddy's Laboratories, Sun Pharmaceutical Inissitimited,
Pharmaceuticals & healthcare ’ Piramal Healthcareimited, Biocon Limited

(8) Wipro Technologies, Patni Computer Systems, Hexaware Technolagiiged, i-Gate Global

1,165 Solutions limited, NIIT Limited, Birlasoft Limited, Infosys Technologiesiiited, HCL Technologies
IT services Limited
Manufacturing 740 (4) Hindalcolndustries Limited Bharat Forgé.imited, Mahindra & Mahindrd_imited, Raymond limited
Power &energy 135 (1) Suzlon Energy Limited
Engineering &construction 130 (1) Larsen & Toubro Limited

Source Indian School of Businesgale Columbia Center survey of Indian MNEs.

Annex figure 5. Head officelocations of the 24 selected Indian MNEs2006
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Annex figure 6. FDI inflows to and outflows from India, 19862007
(millions of US$)

FDI: Inward & Outward flows
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Source UNCTAD, World Investment Report, 2007.,253, for figures for 2004; anforld Investment Report, 2008. 255,
for figures for 2005, 2008 2007.

Annex figure 7. Stock of inward and outward FDI, 19862007
(millions of US$)
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Chapter6i |l sr ael 0s

A. Israeli MNEs rise in foreign markets in 2006

Seev HirscltandNiron Hashat

gl obal

pl aye

The first survey of Israeli MNEs, released on July 9, 2008, showed Ishael's Top 15

MNEs T ranked by foreign assetshave US$ 7.5 billion assets abroad (table 1), have over
US$ 21 billion in foreign sales (including gorts) and employ nearly 63,000 persons abroad.
Foreign sales and employment each has increased by 40% since 2004 (table @m&our
Amdocs, Teva, Ormat and Israel Chemicals, together account for 77% of total foreign assets
of the Top 15.

Table 1. Ranking of the Top 15 Israeli MNEs, 2006

( Millions US$)

Rank Name Main industry Foreign assets
1 Amdocs Computer programming 2,099
2 Teva Pharmaceuticals 1,530
3 Ormat Power stations 1,153
4 Israel Chemicals Mining and quarrying 999
5 Makhteshin-Agan Chemicals 484
6 Strauss Elite Food products 445
7 CheckPoint Computer programming 209
8 Ness Technologies Computer programming 127
9 Audicodes Computer programming 109
10 Elbit Electronic and optical products 104
11 Israel Aerospacentustries| Aviation and aircraft maintenang 64
12 Delta Galil Wearing apparel 57
13 Gilat Telecommunications 53
14 Orbotech Electronic and optical products 20
15 Tefron Wearing apparel 5
TOTAL 7,465

Source: IsraelVale Columbia Center rking of Israeli MNEs.

Profile of the Top 15

Foreign assets of the Top 15 Israeli MNESs represent over 18% of Israel's total outward FDI

stock.

Israeli MNEs have yet to reach the size of their foreign counterparts:

Only three have more than US$1 bifliof foreign assets, and only two employ over 10,000
people abroaddnnex Table 1
None would make it into the top 100 MNEs from developed countries and only four would
make it into the top 100 MNEs from developing countfies.

4 Supportedby Ohad Ref
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Israeli MNEs are expandireg a high rate: in two years, their aggregate foreign sales (incl.

exports) grew by 40%, to US$ 21bn, and foreign employment grew by 40%, to 63,000
people, respectively.

These
top 25 MNEs from developing countrigsThis meanshat Israeli global players are catching

Table 2. Snapshot of | sraeli 6¢
(Billions of US$ and thousand®f employees)
Variable 2004 2006 % change 2004 2006
Employment
Foreign 45 63 40
Total 88 113 25
Share of foreign in total
(%) 51 56
Sales
(incl. exports)
Foreign 15 21 40
Total 18 25 38
Share of foreign in total
(%) 83 84
Source: Isaelii Vale Columbia Center ranking of Israeli MNEs.
* Data on foreign assets for 2004 were not available
growth rates far outpace those of

up with international competitors.

l nternat.i

onal

expansi on

does

not 1 mpede

t he

dome

domestic employment rose by around 16%, and domestic sales grew by around 33% from
2004 to 2006

Nearly all outward investment from Israel is accounted for by public companies. (Only one
out of the Top 15 companies, Israel Aerospace Industries, is owned by the state.)

The

ndustri al

composi ti

on of

| ® enade@vinéns

High-tech industries, whose output tends to be characterized by intangible products,
accompanied by services (e.g. computer programming), represent 35% of the foreign assets
of the Top 154nnex figure L

Firms in which there is comparatiyahigh investment in R&D (e.g. pharmaceuticals)
represent 21% of the foreign assets of the TomfhBgXx figure L

top

Traditional industries such as clothing and food products account for a small and diminishing
share of Israel's MNEs. Only one firm manuéaes natural resourdsased products.

%5 see UNCTAD World Investment Report, 20Q0@eneva: UNCTAD, 2007). Data for 2005 are the latest available.
*a percentage change in foreign assets from 2004 to 2006 cannot be calculated due to lack of data.
5 See UNCTADop.cit. Data for 205 are the latest available.
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NASDAQ is the preferred stock exchange (seven firms are listed there). Four have dual
listings, on the Tel Aviv Stock Exchange (TASE) and either the New York Stock Exchange
(NYSE) or NASDAQ. Three are listed only GMSE and two, only on NYSE.

The Top 15 now have 305 foreign affiliatesnfex Tablel), implying an average of more
than 20 affiliates per firm. Israel chemical firms, with 114 foreign affiliates, followed by
MakhteshimAgan, with 56 foreign affiliated)ead this list.

These 305 affiliates are located mostly in Europe (51%) and North America (25%), as
revealed in the Regionality IndeArfnex Table 2 and the geographic distribution of
affiliates @nnex figure 2 There are virtually no affiliates in Ata. However, they are
gradually moving from these traditional markets to Asia and the Americas.

The nationality of the senior management in the top Israeli MNEs continues to be dominantly
Israeli; however Teva and Checkpoint are beginning to interradizen their senior
management. Hebrew is the official language used at the parent company and in the
affiliates.

The value of the Transnationality Ind&af the Top 15 is 64% which is much higher than the
average for all Israel's firms whose average iHdex barely exceeded 15%.

The whole picture

As a result of the dynamic expansion of Israeli MNEs, BDflowsfrom Israel rose from
very low levels in the early 1990s to US$14bn in 2006, making Israel one of the top 20
countries in terms of outward® flows (annex figure3).

As a result, thetockof outward FDI has risen from US$ 8 billion in 2000 to US$ 41 biition
in 2006 @nnex figure X The outward FDI stock is expected to continue to rise significantly.

A good part of Itakes @he foiinsof coodsordea M&s, With [Teva's
acquisition of the US based firm IVAX for US$7.4bn representing the largest foreign M&A
activity of an Israeli MNE Annex Table 3 Greenfield investments also increased
significantly in recent years, risinfjom 58 investment projects in 2004 to 105 in 2806.
Recent greenfield investments are observed especially in real éstagx (Table 4

It is noteworthy that the 2006 list of Israel's top MNEs is quite different from what it would
have been in 2003A 2003 list would have included several leading industrial firms such as
Iscar (a producer of carbide tools); 8stems (a producer of data compressing devices), and
the software firm Mercury. These firms meet all criteria commonly associated with
globalization i.e., they have substantial foreign sales, foreign assets and foreign employees.
However, these firms have been acquired by foreign (mostly US based) corporations and
therefore are excluded from this list.

% The Transnationality Index is a composite ratio calculated by averaging the relative shares of foreign assets, foreign
employees and foreign sales as a percentage of their respective totals. See UNETIAD,

9 The FDI stak according to UNCTADgp.cit.is lower and sums up only to $B2 billion. The US$t1 billion level

comes from the Israel Bureau of Central Statistics, 2006 and is more current.

0 See UNCTADop.cit.
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The importance of foreign activity to chaggin sales and employment is demonstrated in
Annex Table 5. All firms reported an increase in sales over the-2008 period, and in

most cases growth in foreign sales exceeds that of totalsBiegling the change in foreign

sales into the change iotal sales gives a measure of the "elasticity of foreign sales"”. When
elasticity exceeds 1.0, growth is dominated by foreign sales. Overall, Annex Table 5 reveals
that, on average, the increase in foreign employment and foreign sales of the top 15MNESs i
larger than the total increase in employment and sales. However, further analysis that we
have done suggests that, at least in terms of domestic employment, this growth in
multinationality does not impede domestic growth. On average domestic emplgna&nt

in 11% between the years 262806 generating about 3,400 new posts in Israel.

®1 Lack of data prevents separating out exports fiatal foreign sales.
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Annex Table 1. Ranking of the Top 15 Israeli MNEs, key variables2006
( Millions of US$ and no. of employees)

Assets Employment Sales
TNI
Index | No. of foreign

Rank Company Industry Foreign Total | Foreign Total | Foreign Total | (%) affiliates
1 Amdocs Computer programming 2,099| 2,120 11548 16,234 2,455| 2,480 90 21
2 Teva Pharmaceuticals 1,530 2,193 21,631 26,670 8,072| 8,408 82 26
3 Ormat Power statios 1,152| 1,335 411 774 291 291 80 n.a.
4 Israel Chemicals Mining and quarrying 999 | 2,997 4632 9,307 3,050| 3,258 59 114
5 MakhteshimAgan | Chemicals 484 486 1592 3,184 1,672 1,779 81 56
6 Strauss Elite Food producs 445 852 5000 10106 489 | 1,220 47 23
7 CheckPoint Computer programming 209 253 860 1,568 569 575 79 n.a.
8 Ness Technologies | Computer programming 127 238 4085 7,515 247 474 53 19
9 Audicodes Computer programming 109 120 285 701 135 147 74 7
10 Elbit Electronic and optical porudcts 104 424 1357 8,030 1,116 1,523 38 12

Israel Aerospace
11 Industries Aviation and aricraft maintenance 64 466 500 14985 2,273| 2,813 33 6
12 Delta Galil Wearing apparel 57 99 8925 11000 647 707 77 12
13 Gilat Telecommunications 53 130 550 950 248 249 66 n.a.
14 Orbotech Electronic and optical porudcts 29 575 797 1,596 408 417 51 5
15 Tefron Wearing apparel 5 77 693 2,086 183 188 46 4

Total 7,465| 12,365 62,866 114,706 21,284| 24,529 64 305

Source: IsraelVale Columbia Center survey of IsraeliN&s
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Annex Table 2. The Top 15 Israeli MNEs:

Regionality IndeX 2006

Name Europe North America Latin America+Caribbean Asia & Australia Africa
Amdocs 43 47 5 5 0
Teva 42 46 12 0 0
Ormat n.a. n.a. n.a. n.a. n.a.
Israel Chemicals 57 15 6 22 1
MakhteshimAgan 62 7 20 9 2
Strauss Elite 48 48 4 0 0
CheckPoint n.a. n.a. n.a. n.a. n.a.
Ness Technologies 58 16 0 26 0
Audicodes n.a. n.a. n.a. n.a. n.a.
Elbit 17 75 8 0 0
Israel Aerospace Industries 33 33 17 17 0
Delta Galil 50 42 0 8 0
Gilat 14 29 57 0 0
Orbotech 20 20 0 60 0
Tefron 50 25 0 25 0

Source: IsraeliVale Columbia Center survey of Israeli MNEs.

The Regionality

the result by 100.

Il ndex

calcul ated

by dividing
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Annex Table 3. The top 10 Israeli outward merger and acquisition (M&A) transactions, 2005February 2008

(Millions of US$)

o : Target % of Value of

pate Acquirors name Target name Target industry country shares transaction
acquired

01/26/2006 Teva IVAX Corp Pharmaceuticals United States 100 7,367
04/16/2007 Investor Group EEtZSrOUp PL&Marriot Hotels and motels Ei':]i;%%m 100 2,171
03/02/2007 Delek Real Estate RoadChef Motorways Ltd | Eating places Einr:g?j%m 100 734
04/30/2007 Africa Israel Investments m$ Times Bldg,New York, Sopr?rreastic:jresn?ifal buildings United States 100 525
02/21/2008 Teva CoGenesydnc Pharmaceutics United States 100 400
08/14/2007 Israel Chemicals Supresta LLC Chemicals United States | 100 352
12/07/2006 Delek Capital Republic Cos Group Inc Insurance United States 100 290
08/30/2007 NICE Systems Actimize Inc Prepackaged software | United States | 100 279
01/20/2006 Crawford Properties g?&?%a(:h Holding AG Hardware stores Germany 100 267
04/17/2005 Alon Mekel Neckermann Versand AG ﬁ;&i:g and maibrder Germany 100 261

Source: Thomson Financial.
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Annex Table 4. The top 1Qsraeli crossborder greenfield transactions, announced, 200@anuary 2008
(Billions of US$)

Date
Dec06
Now06
Apr-06
Dec07
Jan-08
Jul-07
Dec06
Mar-07
Jan-08

Jul-07

Source:FDI Intelligencei Financial Times Ltd.

Company name

BCD Group

Africa Israel Investments
Fishman Group

Elbit Imaging

Israel Corp (IC)

Africa Israel Investments
IDB Group

Gazit Globe

Teva Pharmaceutical Industries

SFK

Destination country

Czech Republic

the Russian Federation
the Russian Federation
Romania

P e o pRepublis of China
the Russian Federation
USA

Bulgaria

India

Croatia
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Sector

Real estate

Real estate

Real estate

Real estate

Automotive OEM

Real estate

Real estate

Real estate

Pharmaceutida

Real estate

Value

1.00

0.95

0.90

0.88

0.80

0.47

0.40

0.26

0.25

0.22



Annex Table 5. Changes in sales and employment indicators of the Top 15 Israeli MNEs, 206
(Thousands of US$ and no. of employees)

% Change in % Change
% Change in foreign Employment % Change | in foreign

Rank Company employment employment elasticity in sales sales Sales elasticity
1 Amdocs 61 94 1.53 40 40 1.00
2 Teva 93 117 1.26 75 78 1.04
3 Ormat 12 N/A N/A 21 21 1.01
4 Israel Chemicals 9 20 2.28 20 22 1.08
5 MakhteshimAgan 5 5 1.00 16 16 1.06
6 Strauss Elite 50 N/A N/A 55 133 2.42
7 CheckPoint 17 7 0.40 12 12 1.00
8 Ness Technologies 50 70 1.40 56 88 1.58
9 Audicodes 58 128 2.23 78 81 1.04
10 Elbit 39 18 0.46 62 60 0.96
11 IsraelAerospace Industries N/A N/A N/A 27 31 1.16
12 Delta Galil -23 -20 0.90 8 7 0.91
13 Gilat -3 -10 3.40 3 3 1.00
14 Orbotech 5 8 1.66 32 32 1.00
15 Tefron -19 42 -2.23 27 26 0.97

Total 25 40 1.58 35 43 1.23

Source: IsraelVale Columbia Center suey of Israeli MNEs
* Data on foreign assets for 2004 were not available.
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Annex figure 1. Breakdown ofthe Top 56s f or ei gn as2006t s, by industry
Food Other
@ Computer programming Chemicals O
W Pharmaceuticals 6% 6% 4% Computer programming
0

O Power stations 13%

O Mining and quarrying Mining
and
B Chemicals quarrying

15%

Power stations

@ Food products
B Other industries

35%

21%

Pharmaceuticals

Foreign assets
Industry ($ Millions) Companies
Computer programming 2,543 Amdocs, CheckPoint, Ness Technologies, AudioCodes.
Pharmaceuticals 1,530 Teva
Power stations 1,152 Ormat
Mining and quarrying 999 Israel Chemicals
Chemicals 484 MakhteshirmAgan
Food producs 444 Strauss Elite
Other industries 313 Elbit, Orboteh, Israel Aerospace IndustrieBelta Galil, Tefron, Gilat

Source: IsraelVate Columbia Center survey of Israeli MNEs.
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Annex figure 2. Foreign affiliates of Israel's Top 15 MNESs, by region, 2006
(Number of affiliates)

Source: IsraeNale Columbia Center survey of Israeli MNEs.

169



Annex figure 3. FDI outflows from, and inflows into, Israel, 19972006
(Millions of US$)

—— FDI Inflows
—— FDI Outlows

Source:lsrael Central Bureau of Statistics, 2006.

Annex figure 4. Stock of outwad FDI from Israel, 1997-2006
(Millions of US$)
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Source:lsrael Central Bureau of Statistics, 2006.
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B. Small, savvy, hightech firms preponderate among Israeli
MNEs in 2007

Seev HirscltandNiron Hashat

Thesecondannual survey of Israeli MNEs, rekad on September 2, 20@®yvers the year

2007, although some information on 2008 is also provided.

In 2007, Israel's top®@MNEsT ranked by foreign assetshad over USHL 2illion in foreign

assets (table 1), over US$ 26 billion in foreign sales (imetudxports)andemployed nearly

68,000 persons abroad. Foreign assets, sales and employment had increased by 33%, 8% and
24%, respectively, since 2006 (table 2). Four firms, Israel Chemicals, Amdocs, Teva and
Ormat, together accounted for 60% of theltfiieeign assets of the tof2

An i mportant <clarification is in order. The
not in fact possible to be certain that the 20 companies listed in table 1 bekbwlargest

Israeli investors abroad. Baon all likely candidates, in particular on privately owned firms,
werenot available. What the researchers are certain of is that these 20 are very close to being
the largest.

Table 1. Ranking of the top 20 Israeli MNEs, 2007

( US$ million )

Rank Name Main industry Foreign assets

1 Israel Chemicals Chemicals 2,405

2 Amdocs IT services 1,948

3 Teva Pharmaceuticals 1,723

4 Ormat Power stations 1,226

5 CheckPoint IT services 830

6 Strauss Elite Food products 689

7 Zoran IT services 664

8 NICE IT services 546

9 MakhteshimAgan Chemicals 546

10 Ness Technology IT services 486

11 Frutarom Food products 470
Electronic and optical

12 Elbit products 163

13 Delta Galil Wearing apparel 137

14 Audiocodes IT services 114

15 Plasson Plagic pipes and valves | 84

16 Lumenis Laser technology 76
Aviation and aircraft

17 Israel Aviation Industries maintenance 61

18 Gilat Satellites 34
Electronic and optical

19 Orbotech equipment 29

20 Tefron Wearing apparel 8

62 Supported by Don Catarivas and Omer Katz
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| totaL | 12,239
Source IsraeliVale Columbia Center ranking of Israeli MNEs.

Profile of the top 20

With the exception of Israel Aviation Industries, all 20 firms included in the survey (see table
1) are privatesector firms, listed on one or more stock exchanges, includinggh@viv

Stock exchange, the New York Stock Exchange and NASDAQ. Israel Aviation Industries is
stateowned.

Firms that met the following criteria were included in the survey: firms that had at least one
foreign affiliate, had foreign assets in excess offUBSmillion, and were not themselves

owned by foreign corporations. Financial firms, including banks, were excluded, in
accordance with the methodology of the project. Privagelged, i.e., unlisted, firms were

excluded because data on these finmsre very difficult to get. Conglomerates were
excluded to ensure that this yearos and | as
future, however, conglomerates will be included, so as to bring the report into line with the
common methodology being e by project partners in other countries. Finally, what are
often regarded as some of Israel's |l eading I
T had to be excluded because they have been

The size distribution of the enty leading MNESs is lopsided. Only four firms have foreign
assets exceeding US$ 1 billion and only nine have foreign assets exceeding US$ 500 million.
Israel Chemicals, which heads the list, is a diversified supplier of agricultural chemicals.
Teva, ofterregarded as Israel's leading MNE, is a global supplier of generic pharmaceuticals,
while Ormat is a worldwide leader in the construction and operation of environmentally
friendly power stations. Only one of the six suppliers of IT services on the ligsnitaikto

the billion-plus group: Amdocs. The foreign assets of the top 20 Israeli MNEs were equal to
roughly one quarter of Israel's total outward FDI stock (annex figure 4).

The industrial composition of | seeadowmest. t op |
High-tech industries (e.g., laser technology) and sophisticated services (e.g. IT services)
represent 40% of the foreign assets on the list.

Israel is renowned for its IT services industry. It is consequently hardly surprising that six of
the firms included in the top 20 are suppliers of IT services, while several others offer related
products and services, including Elbit, which supplies a wide range of defense electronic
hardware, Orbotech, which produces computerized inspection equjpanenGilat, which
produces and services communication satellites.

Industries characterized by comparatively high investment in R&D (e.g., IT services and
pharmaceuticals) represent 54% of the foreign assets of the taprigk(figure L

Traditional hdustries such as clothing and food products account for a small share of Israel's
MNEs. Only one firm, Israel Chemicals, manufactures natessdurcebased products.
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Table 2. Snapshot of | s20el i 6s ¢
(US$ billion and thousands bemployees)

2006 2007 % change

200607
Assets
Foreign 9 12 33
Total 20 19 -5
Share of foreign in total (%) 45 63
Employment
Foreign 63 68 8
Total 113 120 6
Share of foreign in total (%) 56 57
Sales
Foreign including exports 21 26 24
Total 25 30 20
Share of foreign in total (%) 84 87
TNI INDEX 62 69 11

Table 2 contains aggregate data on total and foreign assets, employment and sales in 2006
and 2007 of the twenty firms included in the survey (detailed firm dgieaapgn Annex

Table 1) These figures represent the three components of the Transnationalization Index
(TNI) employed by UNCTAD to denote the level of globalization, or foreign involvement, of
individual firms, entire industries or other groupings of firmi$ie index, which can
theoretically vary between zero and one hundred, is calculated as theeigbred average

of three ratios: foreign to total assets, foreign to total employment, and foreign to total sales.
Inclusion of all three ratios in the indexakes intuitive sense since no single measure can be
claimed to represent, on its own, the concept of foreign involvement, which the Index seeks
to capture. The share of foreign value added can be claimed to come closest to representing
foreign involvementput the measure has been rarely used for two reasons: foreign value
added ignores exports from the home country, which often accounts for a substantial share of
firms' foreign involvement, and the data on value addedotoriously difficult to obtain.

The aggregate TNI index of the surveyed firms, shown at the bottom of the table, has
increased from 62 in 2006 to 69 in 2007, the last year before the global economic crisis
broke. The highest global involvement is reflected in sales figures, with faleggas in total

sales of 84% in 2006 and 87% in 2007. The share of foreign employment was stable, in the
mid-50s, increasing only by about 2%. The highest growth rate was exhibited by the ratio of
foreign to total assets, which increased from 45% in 20@3% in 2007. The increase in the

ratio of foreign to total assets represents, more than any other single measure, the growing
resource commitment by Israeli MNESs to their foreign operations.

Annex Table 3 and Annex Table 4 list the largest individil tFansactions by Israddased

MNEs during the years 2006, 2007 and 2008. Annex Table 3 contains figures on the top 10
outward merger and acquisitions transactions. The list is headed by the acquisition in January
2006 of the US based IVAX Corporation bgva, Israel's leading pharmaceuticals company.
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The price paid for Ivax, which exceeded US$ 7 billion, accounted for nearihtvds of the

total M&A value reported in the table. Two years later, Teva spent US$ 400 million on the
acquisition of CoGenssy Inc., another U®ased pharmaceuticals company. These
acquisitions explain why Teva is considered Israel's leading MNE. Acquisitions by Nice
Systems and Israel Chemicals are the only others involving Israel's leading MNEs listed in
table 1. The remainingcquisitions were made by firms engaged in tourism, travel, real
estate, and various other kinds of services.

The top ten Greenfield investments shown in Annex Table 4 (also in the years 2006, 2007
and 2008) exhibit a very different orientation from thahibited by the M&A transactions
shown in Annex Table 3. The transactions are overwhelmingly in real estate operations, in
the emerging markets of Eastern Europe. The only transactions in activities other than real
estate are Teva's investmentinindimd t he | sr ael Corporation'
Republic of China. These two transactions are also the only greenfield investments made
outside Eastern Europe. It is quite likely that the companies shown in Annex Table 4 have
been hit particularlyrard by the economic crisis of the following years.

The top 20 MNEs have 545 foreign affiliatesnfex Table 2, implying an average of 27
affiliates per firm. Israel Chemicals heads this list, with 191 foreign affiliates, followed by
CheckPoint, with 62oreign affiliates.

These affiliates are located mostly in Europe (51%) and North America (26%), as revealed in
the Regionality Index and the geographic distribution of affiliateséx figure 2 As was

the case last year, there are virtually no iatfls in Africa. However, the number of affiliates

in Asia has more than doubled, the number in North America nearly doubled, and the number
in Europe increased by almost 80%. There has been no change in Latin America and an
increase from 2 to 4 in Africa.

FDI flows in both directions reached their peak in 2006, at nearly US$ 15 billion. In 2007,
they fell sharply, to US$ 9 billion for inflows and US$ 7 billion for outflows. Surprisingly,
this negative trend did not continue in 2008, in spite of the worgeglobal economic crisis.
Instead, incoming FDI increased slightly to almost US$ 10 billion, while outgoing FDI rose
to nearly US$ 8 billion (annex figure 3). The stock of outward FDI, which was about US$ 41
billion at the end of 2006, increased to mg&tS$ 48 billion in 2007,0ver US$ 51 billion at

the end of 2008 and over US$ 52 billion at the end of the first quarter of 2009. Likewise, the
stock of incoming FDI, which was US$ 48 billion at the end of 2006, increased to nearly US$
56 billion in 2007,and continued to rise during the following year, surpassing US$ 58 billion
at the end of the first quarter of 2009 (Annex figure 4).
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Annex Table 1. Ranking of the top 20 Israeli MNEs, key variables2007 (US$ million and numbers of employees)

Assets Employment Sales
TNI Index

Rank | Company Industry Foreign | Total | Foreign Total | Foreign | Total | (%) No. of foreign affiliates
1 Israel Chemicals Chemicals 2,40 4,74, 99 9, 9/3, 85| 4, 1|65 191
2 Amdocs IT services 1,94 217511, 3| 17, 42492 28381 21
3 Teva Pharmaceuticals 1,72 2,5/22,3| 27,9499, 03| 9408|82 30
4 Ormat Power stations 1226| 1, 41494 491316 31|94 3
5 CheckPoint IT services 830 88|1, 10 1,9/411 7369 6 2
6 Strauss Elite Food products 689 1,0/6,68 11, 1804 1, 4,60 18
7 Zoran IT services 66 4 839214 1, 4479 50(80 11
8 NICE IT services 546 6241, 24 2, 11367 51|72 19
9 MakhteshimAgan Chemicals 546 551, 72 3,2(1,97| 2, 0|82 22
10 Ness Technology IT services 486 69|5, 03 8, 2/359 56|65 24
11 Frutarom Food products 470 566 | 1,095 1,499 | 328 368 | 82 37
12 Elbit Electronic and optical products | 1 6 3 98|56 1,7/12,57, 1, 9133 8
13 Delta Galil Wearing apparel 137 17|18, 05 9, 7/575 64|84 18
14 Audiocodes IT services 114 13263 68148 15(72 20
15 Plasson Plastic pipes and valves 84 33|0 1,2/185 20|38 18
16 Lumenis Laser technology 76 82 | 638 948 | 199 268| 7 8 10
17 Israel Aviation Industrie§ Aviation and aircraft maintenand 61 473 38 15950 2719 3316 32 8
18 Gilat Telecommunications 34 11578 9740 28|35 7
19 Orbotech Electronic and optical products | 29 571 | 822 1611| 358 361 | 52 10
20 Tefron Wearing apparel 8 79860 2,0(154 15|50 8

Total 12,239 | 19,097| 68,388 | 120,348 |26, 3|30, 164 545

Source IsraeliVale Columba Center survey of Israeli MNEs.
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Annex Table 2. The Top2 Osraeli MNEs: Regionality Index®, 2007

North Latin America & the Asia & No. of foreign

Name Europe America Caribbean Australia Africa affiliates
Israel Chemicals 55 28 3 13 1 191
Amdocs 47 47 0 6 0 21
Teva 40 50 10 0 0 30
Ormat 33 67 0 0 0 3
CheckPoint 61 12 5 22 0 6 2
Strauss Elite 56 39 5 0 0 18
Zoran 18 27 0 55 0 11
NICE 44 28 0 28 0 19
MakhteshimAgan 64 9 27 0 0 22
Ness Technology 6 2 21 0 17 0 24
Frutarom 74 16 5 5 0 37
Elbit 38 6 2 0 0 0 8

Delta Galil 39 33 0 17 11 18
Audicodes 30 25 15 30 0 20
Plasson 70 12 6 12 0 18
Lumenis 50 20 0 30 0 10
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Israel Aviation

Industries 37 37 0 26
Gilat 14 29 57 0
Orbotech 50 10 0 40
Tefron 0 50 38 12
Total no. of affiliates 279 143 29 90
Source IsraeliVale Columbia Center survey of Israeli MNESs.

The Regionality Index is calcul ated

multiplying the result by 100.
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Annex Table 3. The top 10 Israeli outward merger and acquisition (M&A) transactions, 2005February 2008

(US$ million)

Date

01/26/2006
04/16/2007

03/02/2007

04/30/2007

02/21/2008

08/14/2007

12/07/2006
08/30/2007

01/20/2006

Total

Acquirer's name

Teva
Investor Group

Delek Real Estate
Africa Israel Investments
Teva

Israel Chemicals

Delek Capital
NICE Systems

Crawford Properties

Source Thomson Financial.

Target name

IVAX Corp

RBS Group PL&Marriot
Hotels
RoadChéMotorways Ltd

NY Times Bldg,New
York,NY
CoGenesys Inc

Supresta LLC

Republic Cos Group Inc
Actimize Inc

Hornbach Holding AG
DIY(7)

Target industry

Pharmaceuticals
Hotels and motels

Eating places
Operators of
nonresidential buildings
Pharmaceutics

Chemicals

Insurance
Prepackaged software

Hardware stores
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Target
country

United States
United
Kingdom
United
Kingdom
United States

United States
United States

United States
United States

Germany

% of
shares Value of
acquired transaction
100 7,367
100 2,171
100 734
100 525
100 400
100 352
100 290
100 279
100 267
12,385



Annex Table 4. The top 10 Israeli cros®order greenfield transactions, announcd, 2006 January 2008
(US$ billion)

Date Company Destination Industry Value
Dec06 BCD Group Czech Republic Real estate 1.00
Now06 Africa Israel Investments the Russian Federation Real estate 0.95
Apr-06 Fishman Group the Russian Federation Real state 0.90
Dec07 Elbit Imaging Romania Real estate 0.88
Jan08 Israel Corp (IC) Peopl ebs Repu Automotive OEM 0.80
Jul-07 Africa Israel Investments the Russian Federation Real estate 0.47
Dec06 IDB Group USA Real estate 0.40
Mar-07 Gait Globe Bulgaria Real estate 0.26
Jan-08 Teva Pharmaceutical Industries India Pharmaceuticals 0.25
Jul-07 SFK Croatia Real estate 0.22
Total 6.13

Source FDI Intelligencei Financial Times Ltd.
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Annex f

gur e

1.

Br e a k dasssts, byarfdusttyin28007t op 2006s f or ei gn

O IT senices

B Pharmaceuticals
O Power stations
O Chemicals

B Food products

O Other industries

Other industries
5%

Food products
9%

Chemicals
24%

Power stations
10%

Pharmaceuticals

IT senices
38%

14%

Industry Foreign assets Companies
(US$ million)
IT services 4,588 Amdocs, CheckPoint, Ness Technology, Zoran, NICE, Audiocodes
Pharmaceuticals 1,723 Teva.
Power stations 1,226 Ormat
Chemicals 2,405 Israel Chemicals MakhteshirrAgan
Food products 1,159 Strauss Elite, Frutarom
Other industries 592 Elbit, Delta Galil, Tefron, Gilat, Plasson, Lumenis, Israel Aviation Industries,
Orbotech

Source IsraeliVale Columbia Center survey of Israeli MNEs.
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Annex figure 2. Foreign affiliates of Israel's top 20 MNEs, by regiofi 2007 (Number of affiliates)

Source IsraeliVale Columbia Center survey of Israeli MNEs.
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Annex figure 3. FDI outflows from, and inflows into, Israel,20052008
(US$ million)

16,000

14,000

12,000

10,000

——FDlI Inflows

8,000
——FDI Outlows

6,000

4,000

2,000

2005 2006 2007 2008

Source Accountant Generalés Office (Ministry of Finance).

Annex figure 4. Israel's outward and inward FDI stock, 20052009Q1
(US$ million)

70,000

60,000

50,000

40,000

—— Stock of outgoing FDI

—— Stock of incoming FDI

30,000

20,000

10,000

2005 2006 2007 2008 2009 Q1

Source Accountant General 6s Office (Ministry of Finance).
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C.MNE s continueto expandin 2008despite thecrisis

Seev HirscltandNiron Hashags

Thethird annual survey of Israeli MNESs, released on March 31, Hoi@rs the year 2008,

i n which the c o lumankey ldygheirt fargign @s&etshidNdres USELS

billion in foreign assets (table 1), about US$ 40 billion in foreign sales (including exports),
and employed nearly 93,000 perss abroad. Five firms: Isra€lorporation, Elco Holdings,

Tevg Amdocs and Ormat together accounted for tipearters of the total foreigassets of

the top 25.

An important clarification is in order. The leading 25 Israeli MNEs listed in this report
consist of public firms whose shares are quoted on one or more stock exchanges. A number
of other (mainly private) MNEs very likely to belong this group have had to be excluded
because complete information on their activities was unavailable.

Profile of the top 25

Table 1 lists the twentfive Israeli largest international MNES, ranked by the dollar value of
their foreign assets at the eafi2008. The composition of the list has changed considerably
from the previous year. Two firms, Israel Aviation Industries and Tefwene dropped; one

firm, Israel Chemicals, was incorporated into its parent the Israel Corporation; and seven

were added

Table 1. Ranking of the top 25 Israeli MNEs, 2008

(US$ million)
Foreign
Rank Name Main Industry Assets
Israel
1 Corporation Conglomerate 4,088
2 Elco Holdings Conglomerate 3,113
3 Teva Pharmaceuticals 2,722
4 Amdocs IT services 2,306
5 Ormat Power stations 1,549
6 Checkpoint IT services 792
Makhteshim
7 Agan Chemicals 610
8 Nice IT services 526
9 Zoran IT services 504
10 Frutarom Food products 425
11 Strauss Group Food products 374
Electronic and optical
12 Elbit products 271
13 Ness IT sewices 224
14 Avgol Textile 173
15 Palram PVC products 128
16 Delta Wearing apparel 122
17 Carmel Olefins  Plastic 83

&3 Supported by Guy Ben Shahar
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18 Retalix IT services 48

19 Alliance Tires 41
20 Plasson Plastic pipes and valve 41
21 Lumenis Laser technologies 40
22 Gillat Sattelites ~ Satelites 35
23 Audiocodes IT services 26
Electronic and optical
24 Orbotech equipment 21
25 Hod-Assaf Steel & iron products 11
TOTAL 18,273

Source IsraeliVale Columbia Center survey of Israeli MNEs

The change in compositiondie in part to an editorial decision, announced in the last report
(published September 2009), to include conglomerates and holding companies in future
reports, a category excluded from previous ones. The present list includes two conglomerates,
Israel Caoporation (IC), with foreign assets of over US$ 4 billion, and Elco Holdings, with
foreign assets of over US$ 3 billion. As might be expected, these conglomerates are ranked
number one and two in table 1. Teva, Amdocs and Ormat which, together with Israel
Chemicals, headed the list last year, have now moved further down.

Israel Chemicals, included as a separate entity last year, has now disappeared, as noted
earlier. Other major holdings of its parent company Israel Corporation (IC) include ZIM,
Israel's éading shipping line; Tower Semiconductors, a producer of electronic chips; and The

Oil Refineries Corporation. Israel Chemicals, The Oil Refineries Corporation and ZIM were
originally established by the Israel Government. They were partially privatizéte ifate

60si xties, when they were incorporated into |
when the government sold off its remaining shares.

Elco Holdings (no. 2) is Israel's leading supplier of domestic and industrial air conditioning
systems and a major retailer of electrical household goods. Its foreign subsidiaries are
engaged in the manufacture, installation and servicing of air conditioning systems, as well as
in widely scattered commercial real estate operations.

The inclusion oflC and Elco has resulted in a significant change in the volume of foreign
assets contained in this year's report and in its industrial composition. However, it brings the
Israeli report methodologically into line with the other country reports in thjsgiro

Other additions to this year's list include Avgol (no.14), a supplier of textile fabrics; Palram
(No.15), a manufacturer of PVC based plastic products; Retalix (No.18), a supplier of IT
systems to large retailers; Alliance (No. 19), a manufactafeagricultural and other
specialty tires; Hodhssaf (No.25), which produces and distributes wire and wire mesh
products; and Carmel Olefins (No.17), a manufacturer of polypropylene and polyethylene,
raw materials for the plastics industry. It should lmed that Carmel Olefins is partly
(minority) owned by the Israel Refineries Corporation, a subsidiary of IC. The inclusion of
Carmel Olefins in the report may consequently give rise to a certain degree of double
counting.

Israel Aviation Industries andefron were dropped from the list because of the relative
insignificance of their foreign assets. Israel Aviation, a stateed company, engaged in
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aircraft maintenance and reconstruction and in the manufacture of private jet aircraft, is in
fact one of $rael's leading exporters. The bulk of its operations are, however, in Israel and it
has only minor facilities abroad.

The total foreign assets of the 25 leading MNEs exceed US$ 18 billion, an increase of US$ 1
billion over the previous yeaf.The incrase is indeed very modest in comparison with
previous years. It should, however be borne in mind that 2008 was characterized by a severe
global economic crisis. These figures are consistent with the view that Israel's economy may
have escaped the worst asfs of the crisis.

The distribution of foreign assets by value is, as might be expected, highly skewed The
addition of two conglomerates to the list has had a considerable impact on its size and
composition. As noted above, IC and Elco Holdings rankbeimi and 2. Together their
foreign assets exceed US$ 7 billion, accounting for nearly 40% of the total. Turning to the
five largest MNEs, we note that the foreign assets of each exceed US$ 1.5 billion and that
together they account for nearly US$14 billid.e., nearly 80% of the foreign assets of
Israel's leading MNEs. Companies ranked 1 to 13 accounts for over 95% of the total. Foreign
assets of the remaining 12 companies range between US$ 173 million and US$ 11 million,
accounting together for abou¥sdof the total.

The industrial composition of |l srael ' s top
endowment, which is said to give it a comparative advantage in knowbedge industries.
Industries with relatively high investments in R&D sucHas®r technology, power stations,

IT services and pharmaceuticals represent almost half of the top 25 MNEs' foreign assets
(annex figure 1).

Israel is renowned for its IT services industry. Unlike the also-kveivn Indian IT industry,

| sr ael 6os sy$tene applieatons rather than business ones. It is thus hardly surprising
that seven of the firms included in the top 25 are suppliers of IT services, while several others
supply related products and services, including Elbit, which produces aamigie of defense
electronic equipment; Orbotech, which produces computerized inspection equipment; Gilat,
which produces and services communication satellites; and Lumenis, a supplier -of laser
based medical equipment.

Traditional industries such as clatlgiand food products account for a small share of Israel's
MNEs. Only Israel Chemicals, which is not included in this report as a separate entity,
manufactures naturaésourcebased products.

Table 2 contains aggregate data on total and foreign assgttoyment and sales in 2007

and 2008. (Details per firm are shown in Annex Table 1) The figures represent the three
components of the Transnationalization Index (TNI), employed by UNCTAD and
international business scholars to denote the level of globafizar foreign involvement, by
individual firms, entire industries or other groupings of firms, industries and regions.

The index, which can theoretically vary between zero and one hundred, is calculated as the
nonweighted average of three ratios:dmgn to total assets, foreign to total employment, and

foreign to total sales. Inclusion of all three ratios in the index makes intuitive sense since no
single measure can be claimed to represent, on its own, the concept of foreign involvement

% Note that, when total comparative figures are provided, the 2007 figures are for the same 25 companies as for 2008.
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that the Inéx seeks to capture. The share of foreign value added can be claimed to come
closest to representing foreign involvement, but the measure has been rarely used for two
reasons: foreign value added ignores exports from the home country, which often amcount f

a substantial share of firms' foreign involvement, and the data on valueaddetoriously

di fficult to obt\VorlchinvesithBhCRepotbatains dataomuTdNI indices

for the world's leading MNEs.

Table 2. Snapshot of Israel's 25 lagest MNEs, 20072008 (US$ billion and
thousands of employees)

2007 | 2008 % Change 20008
Assets
Foreign 17 18 6
Total 25 28 12
Share of foreign in total (%) 68 64
Employment
Foreign 82 93 13
Total 130 143 10
Share of foreign in tal (%) 63 65
Sales
Foreign 31 40 29
Total 37 51 38
Share of foreign in total (%) 84 78
TNI index 72 69

Source IsraeliVale Columbia Center survey of Israeli MNESs.

The aggregate TNI index of the surveyed firms, shown at the bottom of tlee lais
declined by 3% from 72, in 2007, to 69, in 2008, the year of the global economic crisis. The
trend towards slightly lower global involvement was led by the relative change in the share of
foreign sales, which declined by 6%, from 84% in 2007 to #W82008. The share of foreign
assets also declined, though more modestly from 68% to 64%. In the absence of information
about the distribution of foreign sales between exports and sales of foreign subsidiaries, it is
impossible to say whether the reduntio the share of foreign sales was due to changes in
the relative importance of exports from Israel, or to the decline of sales by foreign
subsidiaries. The decline in the share of foreign assets and foreign sales was partially
compensated for by a modéstrease in foreign employment .This suggests that the decline

in foreign involvement was probably triggered by a relative reduction in exports and not in
the output of foreign subsidiaries.

It is noteworthy that, while the TNI index declined slightlywiaeen 2007 and 2008, the
absolute value of every one of its components increased. Foreign employment increased at a
higher rate than total employment, while foreign sales and foreign assets also rose, though at
lower rates. Thus, foreign and domestic sadesployment and assets increased in the midst

of the global economic crisis.

Moreover, the figures in table 2 indicate that the global crisis had only minor effects on

Israeli MNEs. The table shows that the total number of persons employed by thei2§ lead
MNEs increased from 130,000 in 2007 to 143,000 in 2008. During the same period, foreign
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employment increased from 82,000 to 93,000, accounting for most of the increase in total
employment. (Domestic employment of these firms increased by only 2,06048,000 to
50,000, a small increase of 4.2 %.) In fact, the effect of the crisis on the Israeli economy as a
whole, and not just its multinational sector, appears to have been quite minor in 2008.
Unemployment in Israel declined in 2008 by nearly 15%elidinary figures for 2009,
however, indicate that countrywide unemployment increased in 2009, rising from 180,400, in
2008 to 229,500, in 2009. It remains to be seen how the multinationals sector was &ffected.

As noted above, table 2 represents aggte figures; the ratios are calculated on a basis
which gives higher weight to the larger firms. Annex Table 2, which contains data on assets,
employment and sales of individual firms, facilitates a more refined analysis of their global
involvement.

The average share of foreign employees is 65%, which seems quite high. Foreign
Employment at Teva, Delta, Amdocs, and Frutarom exceeds 75%. In fact, foreign
employment in 18 out of the 25 firms included in the list' reaches 50% or more of the total.
Absolue numbers, however, tell a different story. With over 32,000 employees abroad, Teva
is by far the largest foreign employer. The foreign employment of only three companies,
namely Teva, Amdocs and Israel Corporation, exceeds 10,000. An additional erght fir
have over 1,000 foreign employees each. The remaining 14 firms have fewer than 1,000
foreign employees. Five firms employ fewer than 500 abroad.

The distribution of the sales figures is similarly skewed. Foreign sales of only two firms, IC
and Teva, eseed US$ 10 billion. Foreign sales of three more firms, Amdocs, Makteshim
Agan and Elbit exceed US$ 2 billion. The foreign sales of the remaining 20 firms are less
than US$ 1 billion each. In fact, the foreign sales of only four of these 20 firms exc&ed US
500 million. Bearing in mind that a high percentage of foreign sales is probably exported
from the home country, we conclude that the foreign involvement of Israel's economy is still
in its early stages. More could have been said on this phenomenoathashdexports been
available separately.

The average (neweighted) value of the TNI index, which gives equal weight to each of the
25 companies listed in Annex Table 16i$This compares with the weighted averagé &
reported in table 2. The dispancy is due to the extra weight given to large firms such as IC
and Elco Holdings in table 2, whose TNI index is relatively low. The TNI values of
individual firms vary between 84 (Teva, Amdocs, Makhteshim Agan) and 14-Aldsalf).
Seven firms have andex higher than 80, 12 firms have one higher than 70, while the TNI
index of17 firms exceeds 60. Only three firms have TNI indices lower than 50.

Annex Tables 3 and 4 list the largest individual FDI transactions by -saseld MNEs
during 2008. Annex dble 3 contains figures on the top 10 outward mergers and
acquisitions. The list is headed by the acquisition, in July 2008, of thbas&l Barr
Pharmaceuticals by Teva, Israel's leading pharmaceuticals company. The price paid for Barr,
which exceeded US8.7 billion, accounted for more than 75% of the total M&A value
reported in the table. Teva spent an additional US$ 400 million on the acquisition of
CoGenseys and US$ 335 million on the acquisition of Bentley Pharmaceuticals, two other
US-based pharmacgoals companies. These acquisitions explain why Teva is considered
Israel's leading MNE. The acquisition by Orbotech of the US firm Photon Dynamics is the

Bank of |l srael , orddbEicamomy.ndi cat or s on t he |I's
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only other transaction by firms listed in table 1. The remaining acquisitions were made by
smallerfirms, engaged in real estate, energy and high technology.

The top ten Greenfield investments in 2008 are shown in Annex Table 4 which exhibits a

very different orientation from that of the M&A transactions shown in Annex Table 3. The
transactions are owghelmingly in real estate operations, in the emerging markets of Eastern
Europe. The only transactions in activities other than real estate are Israel Corporation's
automotive OEM investment in the Peopl ebds Re
enggy investment in Macedonia, and Tidhar's group tourism investment in Bulgaria.

The top 25 MNEs have 572 foreign affiliatesnfex Table 2 implying an average of 23
affiliates per firm. IC heads this list, with 102 foreign affiliates; followed by Medin:
Agan, with 75 foreign affiliates; and CheckPoint, with 60.

These affiliates are located mostly in Europe (51%) and North America (22%), as revealed in
Annex Table 2 and the geographic distribution of affiliateannex figure 2As was the case

last year, there are virtually no affiliates in Africa. However, the number of affiliates in Latin
America has more than doubled, from 29 to 59.

FDI flows in both directions reached their peak in 2006, at nearly US$ 15 billion. In 2007,
they fell sharplyto US$ 9 billion for inflows and US$ 7 billion for outflows. Surprisingly,
this negative trend did not continue in 2008, in spite of the worsening global economic crisis.
Instead, incoming FDI increased slightly to almost US$ 10 billion, while outgdMigdse

to nearly US$ 8 billion (annex figure 3). The stock of outward FDI, which was about US$ 41
billion at the end of 2006, increased to nearly 48%illion in 2007 ,0over US$ 51 billion at

the end of 2008 and over US$ 52 billion at the end of thedirarter of 2009. Likewise, the
stock of incoming FDI, which was US$ 48 billion at the end of 2006, increased to nearly US$
56 billion in 2007, and continued to rise during the following year, surpassing US$ 58 billion
at the end of the first quarter d®@ (annex figure 4).
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Table 1. Ranking of the top 21? Israeli multinationals, 2009 (USD million)

Status (% of
Rank Company Main industry state Foreign assets
holdings)
1 Israel . Conglomerate Listad (09%) 4,500
Corporation '
2 Teva Pharmaceuticals Listed (0%) 2,682
3 Elco Holdings Conglomerate Listed (0%) 2,675
4 Ormat Power stations Listad (09%) 1,577
5 Checkpoint IT services Listed (09) 758
6 IDB Holdings Conglomerate Listed (0%) 744
7 Nice IT services Listed (09) 578
8 Strauss Group Food products Listed (0%) 426
9 Frutarom Food products Listad (09%) 420
10 Elbit IT services Listed (09) 254
11 Avgol Unwoven fabric Listed (09&) 201
12 | Tower Electronic hardware - electronic Listed (0%) 167
& optical equipment
13 Delta Galil W earing apparel Listed (0%) 115
14 Palram Plastic products Listed (0%) 58
15 Retalix IT services Listad (09%) 48
16 Plasson Plastic products Listed (09) 47
: Electronic hardware - laser Unlisted
17 Lumenis technologies (0%) 42
18 ﬁgﬂgﬂ: lite Electronic hardware - satellites | Listed (0%) 25
19 AudicCodes IT services Listed (0%) 23
20 | Orbotech E'ﬁg‘tﬂl";gzirg’”mg;‘? - electronic | ietad (0%) 15
o1 |Ness IT services Listed (0%) 15
Technologies
Total 15,370

Source: Israeli-Vale Columbia Center sunvey of Israeli multinationals.

* Although we speak of the 'top 21°, an important clarification is in order. All but one of the leading 21 Israeli
multinationals identified in table 1 are publicly listed firms. A number of other (mainly unlisted) multinationals, very
likely to belong to this group. could not be included because information on their activities was incomplete. So the top
21 in our list are among the largest Israsli multinationals rather than the largest.
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Annex Table 2. The top2 3sraeli MNEs: Regionality index*” 2008

North Latin America & The Asia & No. of foreign

Name Europe America Caribbean Australia Africa affiliates
Israel Corporation 53 12 15 20 0.5 102
Elco Holdings 74 9 4 13 0 23
Teva 74 13 13 0 0 23
Amdocs 43 48 5 10 0 21
Ormat 3 65 24 8 0 37
Checkpoint 56 12 7 25 0 60
Makhteshim Agan 54 15 21 9 1 75
Nice 42 26 0 32 0 19
Zoran 25 25 0 50 0 12
Frutarom 79 14 4 4 0 28
Strauss Group 55 40 5 0 0 20
Elbit 38 44 6 12 0 16
Ness 63 14 0 23 0 22
Avgol 25 50 0 25 0 4
Palram 18 28 18 28 9 11
Delta 45 30 0 15 10 20
Carmel Olefins 100 0 0 0 0 4
Retalix 36.5 37 0 18 9 11
Alliance 50 50 0 0 0 2
Plasson 62 6 13 19 0 16
Lumenis 42 11 11 37 0 19
Gillat Sattelites 43 30 30 0 0 7
Audiocodes 67 33 0 0 0 3
Orbotech 46 18 0 36 0 11
Hod-Assaf 100 0 0 0 0 6
Total number of affiliates 291 123 59 94 6 572

Source IsraeliVale Columbia Center survey of Israeli MNEs.

2The Regionality Index is calculated by diviin t he number of a firmés foreign affiliates i n amypltpltgtheredulbby r egi on

100.
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Annex Table 3 The top 10 Israeliacquisitions- 2008 (US$ million)

Target Value, including Percentage

Date macro net debt of target(US$ owned after
announced | Target hame industry Acquirer name million) transaction
07/19/2008 | Barr Pharmaceuticals Inc Healthcare Teva Pharm Inds Ltd 8,767.21 100.00
03/21/2008 Meinl European bBnd Ltd Real estate CPI/GazIT Holdings Ltd 779.67 26.31
05/09/2008 | Valero Energy CoryKrotz Energy and power | Alon USA Energy Inc 433.00 100.00
01/23/2008 | CoGenesys Inc Healthcare Teva Pharm Inds Ltd 400.00 100.00
04/01/2008 Bentley Pharmaceuticals Inc | Healthcare Teva Pharm Inds Ltd 335.26 100.00
06/27/2008 Photon Dynamics Inc High technology Orbotech Ltd 218.70 100.00
05/20/2008 | Jazz Tehnologies Inc High technology Tower Semiconductor Ltd 171.18 100.00
05/22/2008 | Leumi Card Ltd Financials Azrieli Group 108.70 20.00
01/16/2008 | Elk Resources Inc Energy and power Delek Energy Systems US Inc 95.00 100.00
05/02/2008 Colne Valley Retail Park Real estate Ravad Ltd 89.07 70.00
Total 11,397.79

Source Thomson ONE Banker, Thomson Reuters.
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Annex Table 4. The top 10 Israeli cros®order greenfield transactions, 2008 (US$ million)

Date

Investment

announced Company name Source country | Destination country (US$ million) Sector
October08 Fishman Group Israel Russian Federation 1,800 Real estate
May-08 Fishman Group Israel Russian Fedation 1,500 Real estate
Septemben8 Engellnvest Israel Vietham 1,100 Real estate
January08 Israel Corp (IC) Israel Peopl ebs Repuj|803 Automotive OEM
July-08 EIG Renewables Israel Macedonia 564 Alternative/renewable energy
Decembei08 Fishman Group Israel Belarus 500 Real estate
June08 ELCO Holdings Israel Bulgaria 473 Real estate
August08 Engellnvest Israel Russian Federation 400 Real estate
Septembef8 | Tidhar Group Israel Bulgaria 360 Hotels & tourism
March-08 Africa Israel Investments Israel Romania 357 Real estate
Total 2,090

Source FDI Markets- Global Investment Database, Financial Times.

192




Annex f

gur e 1.

Breakdown of

t-B0O8 t o p

206s forei

O IT senices

B Pharmaceuticals
O Power stations
O Conglomerate

B Chemicals

O Food products

W Other industries

Other industries

5%
Food products
4%

Chemicals
3%

IT services

24%

Conglomerate
40%

Pharmaceuticals
15%

Power stations
9%

gn assets by

Industry Foreign asset§US$ million) | Companies
Amdocs, Checkpoint, NICE, Nes
IT services 4,426 Zoran, Audiocodes,Retalix
Pharmaceuticals 2,722 Teva
Power stations 1,549 Ormat
Conglomerate 7,201 Elco Holdings, Israel Corporation
Chemicals 610 Israel Chemicals, Makhteshifigan
Food products 799 Strawss Group, Frutarom
Elbit, Delta, Avgol, Alliance, Gilat,
Plasson, Lumenis, Orbotech,
Other industries 883 Palram, HadAssaf, Carmel Olefins

Source IsraeliVale Columbia Center survey of Israeli MNEs.
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Annex figure 2. Foreign affiliates of Israel's top 20 MNEs, by region 2008(Number of affiliates)

SR

Europe

Asia &
Australia '

Source IsraeliVale Columbia Center survey of Israeli MNEs.
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Annex figure 3. FDI outflows from, and inflows into, Israel, 20052008
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Annex figure 4. Israel's outward and inward FDI stock, 20052009Q1
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Chapter 71 The Republic of Koreab global players
MNESs show solid recovery in 2009 after the global crisis

Hwy-Chang Moor

The first annual report on leading Republic of Korea MNEs, released on November 16, 2010,
was prepared in 2010 and covers the period 2007 to®009.

Highlights

The Republic of Korea, the 1 largest economy in the world, has now become one of the
leading investors abroad. The number and the size of the corporate giants that dominate the
economy have increased over the years, boosting and diversifying their inuesarmemd

the worl d. The Republic of Koreads MNEs ranik
show about US$ 93 billion in assets held abfad.

Samsung Electronics Co., Ltd. (SEC), a member of a leading Republic of Korean
conglomerate, ranked®'1with slightly over US$ 18 billion, followed by another top
conglomerate member, LG Electronics, with over US$ 10 billion dollars. Hyundai Heavy
Industries Co., Ltd, and DSME Co., Ltd, had foreign assets of over US$ 8 billion each and
LG Display had over 8% 6 billion. The top five firms together accounted for just over half
of the total foreign assets of the top 20 companies.

Foreign sales (including exports) of the top 20 were about US$ 246 billion and 12 of the 20
firms together had 139,715 employeesroald. (Figures on foreign employment were
available for only 12 companies. See Annex Table 1 and the immediately following tables 1a,
1b and 1c for details regarding assets, sales and employment.) The top 20 list includes only
one stateontrolled firm: Korea Electric Power Corp. (KEPCO). The rest prevately
controlled, even though some have small stakes held by state enterprises. Most of the other

companies on this list belong to business groups knowhaeboi see box 1 on 06
governance among the top 2006 bel ow. Foll owi
i nvest ment policy since the 1980s, The Repl

progressively more internationalized in recent decades.

% Assisted by Jimmyn Parc and Sohyun Yim.

57The research for this report was carried out under the direction oiGhapg Moon, in association with the Institute of
International Affairs. Professor Moon was assisted by Jimmyn Parc and Séinyun

% The exchange rates used to calculate all figures for the years22007are those provided by the International Monetary
Fund for December 3%of the relevant year.
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Table 1.Ranking of the top 20 Republic of Korean MNEs investing abroad2009 (US$

million)

Status Foreign
Rank |Name of company Industry (% of state asset§

ownership}
1 Samsung Electronics Co., Ltd. |Conglomerate Listed (Nil) 18,093
2 LG Electronics Conglomerate Listed (Nil) 10,467
3 Et)éundal Heavy Industries Co., Conglomerate Listed (Nil) 8,221
4 DSME Co., Ltd. Ship & boat building & repairing |Listed (19.11%) (8,087
5 LG Display Conglomerate Listed (Nil) 6,257
6 Hyundai Motors Conglomerate Listed (Nil) 5,983
7 Et%msung Heavy Industries CO'Conglomerate Listed (Nil) 5,797
8 SK Energy Conglomerate Listed (Nil) 4,874
9 POSCO Iron & steel foundries Listed (5.08%) 4,774
10 Hynix Semiconductor Inc. Semiconductors & related devicelListed (Nil) 4,107
11 KIA Motors Conglomerate Listed (Nil) 2,826
12 SOl Petroleum refining/wholesaling &Listed (Nil) 2 065

petroleum products
13 Samsung C&T Corp. Conglomerate Listed (Nil) 2,021
14  [Doosan HeavyIndustries & oo, 00 mergs Listed (Nil) 1,677
Construction
Korea Electric Power Corp. - . 0

15 (KEPCO) Electricity Listed (51.07%) |1,425
16 Daewoo International Corp.  |Conglomerate Listed (Nil) 1,353
17 Lotte Shopping Co., Ltd. Conglomerate Listed (Nil) 1,282
18 ::'&;unda' Merchant Marine Co., Conglomerate Listed (Nil) 1,245
19 Hyundai Mobis Conglomerate Listed (Nil) 1,179
20 LG Chem. Ltd. Conglomerate Listed (Nil) 1,126
Total 92,859

Source GSISVCC researclon leading Republic of Korean MNEs, 2QHdawing on Korea Information Sace, Inc.
(www.kisline.com) and i ndividual audi tords reports.

#The table shows results for the top 20#fion nanci al MNEs in 2009. All data are base
data on each MNE, see annetahle 1 and the tables that follow. Annex Il contains a brief narrative profile of each

company on the list.

P The percentage of state ownership shown in parentheses covers direct state holdings as well as indirect holdings through
statecontrolled entergises.

¢ Foreign assets were calculated by adding together capital invested in foreign affiliates, foreign currency assetspand foreig
trade receivables. (Neither corporate annual reports nor al
Profile of the top 20

Ranking changes over the past three years

As table 1a shows, rankings by foreign assets over theyheggeriod 2002009 showed

mostly moderate changes among the top 20, barring a case like that of Samsung Heavy
Industries, which went &m 13th place in 2007 to 28th in 2008 and then all the way up to the

7th in 2009. This was a result of the global crisis (see further discussion below under

Shipbuilding . Samsung C&T, the builder of the worl
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more than $$ 11 billion in orders from the U.A.E. in 2009, including refineries and power
plants, though the company stopped work on a US$ 350 million bridge after a unit of Dubai
World halted payments. Daewoo International Corp., on the other hand, kept a steady co
increasing exports of manufactured goods and increasing greenfield investment abroad in
2009. Lotte Shopping improved its ranking frontf8d 2007 to 1% in 2009 mainly due to

its acquisitions oPT Makro Indonesia antie Chinese supermarket chaimes Ltd. Its

foreign assets increased by 158% in just a year, B&H500 million in 2008 tdJS$1,292
millionin 2009.Thr ough heavy investments in Austral:]
China , Hong Kong (China), Philippines and Nigeria, KEP@€Exsssfully increased its

foreign assets by 64% in 2009, when it ranked 15th. Hyundai Merchant Marine Co., Ltd.
increased its investment in the Netherlands and expanded its branches in Malaysia, Thailand,
the U.A.E., and Vietnam, thus improving its rankfrgm 24th in 2008 to 18th in 2009.

Finally, LG Chemical successfully entered into several new contracts in foreign markets,
particularly in battery cells, including the US and the Netherlands. It also increased its
investments, particularly in green tedhwgies, in collaboration with firms such as Hyundai
Mobis to increase its foreign sales and assets.

199



Table 1a. Ranks by foreign assets of the 2009 top 20, 2€R009

Firm 2007 (2008 2009 |Firm 2007  |2008 2009
Samsung Electronics Co., Ltd. 1 1 1 KIA Motors 11 10 11
LG Electronics 7 5 2 S-Oil 12 14 12
Hyundai Heavy Industries Co., Lt5 2 3 Samsung C&T Corp. 14 11 13
DSME Co., Ltd. 9 3 4 Doosan Heavy Industries & Construct22 18 14
LG Display 2 7 5 Korea Electric Power Corp. (KEPCO)(19 19 15
HyundaiMotors 4 4 6 Daewoo International Corp. 18 16 16
Samsung Heavy Industries Co., 113 28 |7 Lotte Shopping Co., Ltd. 30 26 17
SK Energy 3 6 8 Hyundai Merchant Marine Co., Ltd. |20 24 18
POSCO 6 8 9 Hyundai Mobis 23 21 19
Hynix Semiconductor Inc. 3 9 10 LG Chem. Ltd. 16 15 20

Source GSISVCC researclon leading Republic of Korean MNEs, 2QHdawing on Korea Information Service, Iifamww.kisline.con)
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Principal industries (see Annex figuré)
Electrical & electronic equipment, including semiconductors

The recent financial crisis had a large impact on firms in the Republic of Korea. However,
with stronggovernment support to boost outward FDI, many companies expanded abroad
and increased #ir foreign assets and sal&amsung Electronidaacreased its foreign assets

by increasing the number of foreign affiliates and their size in foreign markets. The growth of
its capital assets came mainly from the increased net profit of its foreigiatesil LG
Electronics also invested aggressively in foreign markets, especially in the BRICs, Indonesia,
Canada, Poland, and the United States, achieving tremendous success in home appliances,
home entertainment and mobile communications, resulting in3&o liBcrease in foreign

assets in 2009. (See its steady rise in the top 20 ranking in table 1a below.)

During the financial crisis, in early 2009G Display was close to hitting the panic button but

in the end the company was able e@mpand its internatital operations and increase
investmentsin he Peopl eds Republic of ChinhalsoTai war
made new investmenta the United Statet develop technologies for larg&zed organic
light-emitting diode (OLED) screens for telsions, solar cells and flexible displayss a
result, the companyds foreign assets increas
Inc. also bounced back to profit in the fourth quarter of 2009, after a record loss in the
previous year, as sales gad and prices for its mainstay computer memory chips increased.

Automobiles and auto parts

Although the world automobile market shrank due to the global credit crunch, Hyundai
Motors increased its market share by 12% and recorded the highest sadsistory. The
company invested heavily in 2009 in both its
Republic of China, the Czech Republic, the Russian Federation, Poland, Spain, Germany, and

the United States In particular, it increased itsestinent by 42% in Hyundai Motors

America (HMA), from US$ 1,295 million in 2008 to US$ 1,848 million in 2009. Hyundai

Mot orsdéd affiliate, Kia Motors, also invested
and component s, mgubhcloffChinan t he Peopl eds Re

As these two automobile makers in the Republic of Korea expanded their market shares in
the Peopleds Republic of China, Il ndia and t
Republic of Korean auto parts company, established new produfacilities in these

countries as well, increasing its foreign assets by 39.1% in 2009. Indeed, the financial crisis
actually helped the sales of Hyundai Mobis, asavamners delayed purchases of new vehicles

and thus boosted demand for replacementpoorants.

Shipbuilding

I n early 2009, the shipbuilding industry rar
first time in history, outpacing exports of automobiles and semiconductors. Hyundai Heavy
Industries, DSME and Samsung Heavy Indus@iesthe main shipbuilders among the top 20

MNEs in the Republic of Korea. While maintaining and upgrading production facilities for
highv al ue ships in the Republic of Korea, the)
China to produce lowalue slips. To reduce risks deriving from the financial crisis and
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external economic uncertainties, these Republic of Korea firms have also expanded their
businesses to related sectors such as ship engines and to other sectors such as natural
resources and new emgy-related activities.

As table la shows, Samsung Heavy Industries displayed the greatest volatility over the past
three years. Because of the global financial and economic crisis, the company faced huge
drops in global ship orders. There were pradijaabd new orders in 2008. With capital flows

failing to live up to expectations, corporate bonds were issued for the first time in seven or
eight years. The other two shipbuilding firms were also in a similar situation but Samsung
Heavy Industries, in padular, had to issue a larger number of bonds totaling US$ 700
billion. Its foreign assets were the smallest among the top 20 MNEs in 2008. But it was able
to pick up quickly in 2009, mai nly due to i
China, Bazil, and India (see Annex Table 1a).

Petrochemicals and steel

Amid continued concerns over a volatile business environment and the global economic
slowdown, SK Energy invested in Australia and Brazil to secure oil and gas fields for its own
production.lts domestic rival, $il, also increased its foreign assets through investment in

oil and gas fields. POSCO adopted an aggressive strategy to secure coal, iron and ore mining
facilities in Australia and Brazil when the price was low. The company investddcarthur

Coal Ltd. in Australia and Nacional Minerios S.A. in Brazil, and expanded its investment in
Nippon Steel and in its subsidiary in Chennai, India.

Geographic distribution of foreign affiliates

The geographic distribution of the foreign a#fies varies from industry to industry. More
than 43% of the foreign affiliates of the top 20 as a group are located in Asia and the Pacific,
followed by 25% in Europe and just under 20% in North and South America (see Annex
Table 2 and annex figure 2). digh the percentage of foreign affiliates in the Middle East
and Africa is low, there is rising interest in these regions among firms in the Republic of
Korea, particularly in the manufacturing and petrochemical industries.

Foreign asset distribution byindustry

As noted in an earlier section, mddNEs in theRepublic of Korea are to be found in five

main industries 1 electrical and el ectronic
auto parts; shipbuilding; steel; and petrochemicals. About@df2¥e foreign assets of the top

20 are in the electrical and electronic industry (annex figure 1). Foreign assets in shipbuilding
add up to a further 24%, with another 11% invested in autos and auto parts. Foreign assets in
the petrochemical and oil refirg industries were only about 9%, wholesale & retail trade

4% and construction 3%.
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Transnationality Index (TNI)

Since information on foreign employment was only available for 12 of the top 20, the TNI
proper could only be calculated for these 12 fiffh#\nnex Table 1 gives a TNI figure for
each of the top 20 but, in eight of the cases, this does not include the foreign to total
employment ratio. Bearing this in mind, we may note that the highest TNI is recorded for
DSME Co., 79.56%, followed by LG Bplay at 67% and LG Electronics at 66.16%. SEC,
the largest company by foreign assets, rankbdd® TNI, whereas KEPCO, the only state
owned company included in the top 20, ranked the lowest.

Ownership and status

All 20 firms in table 1 are listed ahe Seoul stock exchange. Sixteen of the 20 are also listed
on foreign stock exchanges, nine of them on more than one. (See Annex Table 3 for details.)
KEPCO is the only stateontrolled enterprise among the top 20, with 21.12% of direct state
ownership ad a further 29.95% owned indirectly through the Korea Finance Corporation
(KoFC), which is in turn a wholly stat@wvned enterprise. DSME Co. and POSCO also have

a state stake but it is a minority one. The shares of all other firms on the list are privately
held.

Six of the top 20 Republic of Korean MNEassubstantial foreign shareholdings. These are:
Samsung Electronics Co., Ltd (47.71%), Hyundai Motors (33.49%), SK Energy (around
30.00%), POSCO (50.07%)-Gil (47.35%) and Hyundai Mobis (35.95%). In thase of
POSCO, various factors 1 including the exi:
6white squired holdings), the | argest share
have led us to conclude that POSCO is a Republic of Korean comyigatyles for inclusion

in this report.

Box 1: Common governance among the top 20

An i mportant <characteristic of the Republic of Korea
belonged) to what are known abaebol A chaebolis a loosely aganized familycontrolled business group,

rather like the Japanekeiretsu(formerly zaibatsy, except that it is not centered on a bank. Ghaebolwere

strongly encouraged and supported by the government, beginning in the 1960s, and played a tkdheole i
Republic of Koreads emergence as one of the oO6newly i
called around 1980. Relations between the government arcthaledolchanged after the Asian crisis of 1997,

which exposed a variety of wealgses in thehaebolsystem.

Fourteen of the top 20 belong to one of eight of these groups (in italics below) and three others (last paragraph)
belonged to one or another but are now independent.

Samsung Grougsamsung Electronics Co., Ltd., Samsung Hdadystries Co., Ltd., anamsung C&T Corp.
Hyundai Group Hyundai Merchant Marine Co., Ltd.

HyundaiKia Motors Group(former Hyundai Group): Hyundai Motors, KIA Motors, Hyundai Mobis
Hyundai Heavy Industries Groyformer Hyundai Group): Hyundai Heavydustries Co., Ltd.

LG Group LG Electronics, LG Display, and LG Chem. Ltd.

Doosan GroupDoosan Heavy Industries & Construction

SK Group SK Energy

Lotte Group Lotte Shopping Co., Ltd.

59 The twelve firms are: SEC, LG Electronics, Hyundai Motors, Hynix SemicondinttgrKia Motors, SOil, Samsung
C&T Corp., Doosan heavy Industries & Construction, KEPCO, Lotte Shopping Co., Ltd., Hyundai Mobis and LG Chem.
Ltd.
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DSME Co., Ltd. and Daewoo International Corp. originally belongethéoDaewoo Grougut became an
independent companies specializing in shipbuilding and in international trading and investment in 2003.

Hynix Semiconductor Inc. was a part of the LG Group prior to the 1997 Asian economic crisis. It then became a
part of the Hyundai Group and was finally spun off as an independent firm in 2001.

Source GSISVCC research on leading Republic of Korean MNEs, 2010.
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Head office locations

The headquarters of all companies are located in the Republic of Korea and most akthem a

|l ocated in Seoul (annex figure 4). SECb6s he
located in the southeast of the country; the head office of POSCO is situated in Pohang,
Hyundai Heavy Industries Co., Ltd. in Ulsan, Doosan Heavy Industries &t@otisn in

Changwon, and DSME Co., Ltd. in Geoje.

Official language and the nationality of the CEO and the top management

The official language of all firms is Korean, with the CEO, top management and most of the
employees being Korean as well. Thegaage used by foreign affiliates varies according to
their locations and their top management, but most affiliates are controlled by the head office
and are operated by Republic of Korea managers dispatched from the head office.

Top mergers and acquisitims

The most significant M&A transaction by value carried out by a Republic of Korea MNE in
the past three years was the investment made by Doosan Infracore Co., Ltd (an affiliated
company of the Doosan Group which is not among the top 20) which bougBblizat,

Utility Equipment and Attachments Business Units frémgersollRand, a US firm, for
nearly US$ 5 billion (Annex Table 4). The only firm from the top 20 to figure in the top 10
M&As of 2007-2009 was Doosan Heavy Industry & Construction, which badug Czech
company in thdurbine and turbine generator businessrfearly US$ 660 million (Annex
Table 4).

Top greenfield investments

In sharp contrast to the M&A story, the top 11 outwgrdenfieldtransactions over 2007

2009 (Annex Table 5) were mitys carried out by firms from the top 20, even though the

largest of them involved the Deaesung Engineering Corp. (DSECO), which is not on our list.

|t is followed by a transaction undertaken
China, a US$ 4 Hibn investment in electronic components. Samsung Electronics also made

an investment in the same field in the Peop
amount of the LG Electronics one. POSCO6s i
and 4hr especti vel y. SK energy and Hynix Semic
Republic of China, whereas DSME Co., Ltd. invested in the Russian Federation.

Drivers of Republic of Koreads outward FDI

A lack of natural resources, along with cost disatlyges and a saturated home market were

key drivers of Republic of Koreabds outward
C&T Corp. invested abroad to get access to natural resources and to overcome a volatile
commodities market and price fluctuationshame. To reduce production costs, Republic of
Korean firms have targeted the Peopleds Rep
Electronics has established more than ten production subsidiaries there.

Firms from the Republic of Korea also wetr@ad to meet foreign demand. At the initial

stage of outward FDI, Republic of Korea firms chose developed countries for their relatively
large market size. Later, they expanded into developing countries as well. For example, LG
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Electronics moved to TaiwdProvince of China and modified its products to improve quality,
whereas Samsung Electronics invested in Vietham to meet the Viethamese government
requirement of establishing production facilities to gain market access.

There wer e ot hdorexample, ymeving abraasl towceguliré new technologies

or to overcome competitive disadvantages at
have expanded into specific locations (e.g., Germany or Malaysia) to boost regional sales or
infiltrate neiglboring markets.

Changes in assets, sales and employment over 2009

Table 2 below offers a snapshot of changes in the assets, sales and employment of the top 20
over 20072009, while Annex Tables 1a, 1b and 1c provide details for individual companies

over the same thregear period. Both assets and sales of the top 20 fell in 2008, although the

fall in foreign assets and sales was slight (by just over 2% and 1% respectively) in
comparison withtotal assets and sales (by about 10% and 4% respectiaslyie Republic

of Koreads economy became vulnerable to fo
dramatically.. However, both assets and sales picked up quickly in 2009. The growth in
foreign assets and sales was stronger (in the case of assets{nongérsthan the growth in

tot al assets and sal es, as Republic of Kor
foreign assets and sales in larger proportions than total assets and sales. The former grew by
53% and 18% respectively, while the lattgew by only 17% and 12%. Total employment
increased in both 2008 and 2009, although the increase was slight (somewhat over 1%) in the
former year as against the latter (18%).

Table 2. Snapshot of the top 20 Republic of Korea MNEs, 202009 (US$ millionand
numbers of employees)

: % change
0, 0, y
Variable 2007 % change (2008 % change (2009 50072009
Assets
Foreign 62,255 -2.31 60,819 52.68 92,859 49.2
Total 379,892 -10.04 341,749  |16.95 399,692 5.2
Share of foreign in total (916.39 17.8 23.23
Sales
Foreign 210,351 -1.26 207,693 |18.64 246,425 17.1
Total 341,350 |-3.91 327,996  |12.11 367,700 |7.7
Share of foreign in total (961.3 63 67.02
Employment
Foreigrd - - - - - -
Total 367,089 1.47 372,482 18.18 440,230 19.9
Share of foreign in total (9 - - - - - -

Source GSISVCC researclon leading Republic of Korean MNEs, 2QHdawing on Republic of Korea Information
Service, Inc(www.kisline.con) , a u dports and idterviewsby telephone.

&Foreign employment figures were unavailable for eight out of 20 firms, so none have been included in this table. See Annex
Table 1 for foreign employment numbers of 12 firms.
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The big picture

The Republic of Korea'first outward investment took place as early as 1959, when a

Republic of Korea company invested in real estate in New York. Theeabestate

activities, however, began ten years later, in 1968, when the Korea Southern Area

Development Company investedan Indonesian forestry development project. From the
1960stothemid 9 8 0 s , Republic of Koreads FDI abroad
mining, forestry and trading businesses. Both investment and trade were focused on securing
natural resourcess domestic production was not enough to meet domestic demand.

The period from 1980 to 1984 accounted for only about 0.4% of total outward investment
made during the past three decades. The trend remained similar during the period 1985 to
1990 129% obtstdl investment over the period. From the year 1990, outward FDI
increased on account of several factors, including the appreciation of the won, the
liberalization of government policy, local wage increases and trade conflicts, which often
involvedantirdumping measures. During the period 1995 to 1999, large investments took
place despite the 1997 Asian financial crisis and accounted for 14.4% of the total investment
between 1980 and 2009. After the Asian financial crisis, the government addlotzithg
exchange rate, thus making it possible for small and medized enterprises as well as
individuals to invest abroad.

|l ndeed, the main obstacle to Republic of Kor
government's strict controls on foreigkchange. It was only after the 1985 Plaza Accord that

the government started liberalizing foreign exchange regulations. The appreciation of the won

in subsequent years played a significant role in boosting outward FDI. From the 1960s to the
1980s, the Replic of Korea was focused on economic development, mainly through

boosting exports, and the exchange rate was an important instrument in keeping exports
competitive. In 1989, the government attempted to adopt a floating exchange rate for the first
time.Hovever, this was a O6managed floaté, sever
range was enlarged in 1995 and, after the 1997 Asian financial crisis;f&taey

exchange rate was adopted in December 1997 (see annex figure 8).

After the initialmodifications of foreign exchange and FDI policies in the 1980s, Republic of

Korea firms started exploring Southeast Asian markets, which offered both opportunities for

mar ket expansion and access to cheahpeer | abor
region has increased continuously except during the period of the Asian financial crisis from

1997 to 1998 and during the recent global financial and economic crisis.

The recent crisis had a negative i mpact on t
sl owed in the first quarter of 2009. However
support investment and exports helped growth pick up in the second quarter of 2009. In the

third quarter of 2009, record low interest rates and other stimulus reedsiped return the

economy to its prerisis condition.

Annex Table 4a lists significant individual transactions by Republic of Korea MNESs in major
regionsin 2009, while Annex Table 4b lists transactions in niadtustriesfrom 2005 to

2009. (Both M&Aand greenfield transactions are covered by these tables.) Although
financial firms are not included in the list of the top 20, these tables do include firms and
investments in finance and insurance, such as an investment made in Hong Kong (China) in
2009.Canada received more investment than the US in North America, whereas the UK and
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the Netherlands were the biggest recipient
countries. The investment in real estate in the UK (an increase of 778.8%) intheatexdl

in Europe by 61.5% over 2008. Caribbean territories such as the tax haven Cayman Islands
also feature among the locations chosen by Republic of Korea investors in recent years.

The more restrictive labor and environmental regulations recenplysed by the Chinese
government have | ed to a decline in Republ
Peopl eds Re pAshedarseeffom Anhex mable fhich isbroadly

representative of outward FDI from the Republic of Korea as aevhohual manufacturing
investment in the Peoplebds Republic of Chi
was about seven times larger thanttital invested in real estate and six times larger than the
total in mining. In 2008, FDI in manufacturingn t he Peopl eds Republ i
by nearly 40% to US$ 2,311 million; in 2009, it fell a further 30% to US$ 1,652 million.

By 2009, the largest outward FDI transactions (both M&A and greenfield) were led by
mining, followed by manufacturingyith real estate gaining rapidly. Investment in the
mining sector increased by over 40% in 2009, because of large investments in Canada, the

Netherlands and Madagascar. The largest amount invested in the real estate sector was in the

n

c

a

UK, where the Republio f Kor eads nati onal pensi on agency

which led to a near 40% increase in overall Republic of Korea investment in foreign real
estate. Also noticeable in Annex Table 4b is a large shift towards locations in Europe and
North Americain the IT services industry, beginning in 2007.

Total outward FDI flows from the Republic of Korea have risen fairly steadily over most of
the past decade, with some exceptions 1T a
the Export Import Bank dkorea, and a larger drop in 2001 and a small dip in 2005

according to UNCTAD (see annex figure 7 for both sets of figures since 1980). Then in 2009
there was a big drop of 44% according to UNCTAD but a relatively small one of 15%
according to the Exim BanlBoth sources agree, however, that 2009 saw a decline in

outward FDI flows? Table 3 below relates investment to investor size. At least in 2009, a
clear pattern emerges: the smaller the investor, the greater the drop in investment over 2008,
ranging fromunder 1% for large MNESs to 65% for individuals. Since over 80% of the
investment is made by large firms, it is natural that the final drop in total outward FDI in
2009 is relatively small.

The number of new affiliates also dropped in 2009, from 4,02208 to 2,483 in 2009 (see
Annex Table 7). The biggest drop was in Asia: from 2,744 in 2008 to 1,588 in 2009.

“The difference is partly a matter of differ ewledgeanmurces,
Economy, which is not the maRepublic ofKorea institution dealing with FDI. In addition, UNCTAD received the most
up-to-date data too late to include it in gorld Investment Report 2010he EXIM Bank data presented in this report are
thusmore reliable.
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Table 3. Outward FDI amounts, by siz& of investor (US$ million)

% change,
Investor type 2005 2006 2007 2008 2009 20082009
Large firms 3,935 7,283 14,110 15,912 15,772 -0.9
Mediumssized firms 2,445 3,336 5,989 6,003 3,339 -44 .4
Small firms 123 136 164 91 43 -53.1
Individuals 564 875 1,045 858 297 -65.4
Others
(NGOs, etc.) 11 0 116 50 0 -100
Total 7,078 11,631 21,423 22,914 19,451 -15.1
Source Overseas Investment Statistics, the Export Import Bank of Korea.
f'n the relevant Republic of Korean |l egislation (say on for
that apply acr oss i ndturngfirm nusthhavelahleast 300 amployees orgneré tham & billioh vaon

in capital, while a firm in the movie industry must have more than 200 employees or more than 20 billionsat@s in

About 30% of total outward FDI was in the form of crbssder M&As. Annex Table 8
shows the Regionality Index of M&As. The percentage of investment in North America was
42%, the largest among all regions in 2009 (data covering period until September only). Asia,
which accounted for 47% in 2008, declined to 26% aflth&As, falling to 2nd place.

Though inward FDI was more sensitive to economic fluctuations in the Republic of Korea,
outward FDI, both flows and stock, rose dramatically after 2005 (annex figures 5 and 6), with
flows reaching nearly US$ 19 billion in0@8. Outward FDI stock remained well below

inward stock, however, until 200&nnex figure 6)Inward FDIflows peaked in 1999, at

nearly US$ 10 billion but fell sharply thereafter to reach US$ 3.4 billion in 2002. They went

up again in 2004 to US$ 9 biin and dropped to US$ 2.6 billion in 2007, the same level as at

the time of the 1997 Asian financial crisi.he r easons included the
Republic of China as a competitor and the appreciation of the Republic of Korean won.

Box 2: The development of outward FDI policies

The Republic of Koreads outward FDI policies have
development and the changes in its external environment. In 1968, the Bank of Korea first authorized private
foreign investrent but under quite severe restrictions: first, it had to be approved and, second, it had to be
related to developing natural resources, securing raw materials or boosting exports. In 1981, the advance
authorization requirement was scrapped and qualificatior investing abroad were made less stringent.

During the 1980s, wage increases at home and trade c¢
off-shoring and the government helped by liberalizing outward investment policies. Tagtyuezation

system gave way to the reporting system, particularly in {aitensive industries. Moreover, the positive
specification of acceptable investment areas was dro
few forbidden industriesnvestment procedures were also much simplified.

After becoming an official member of the OECD in 1996, the Republic of Korea reduced restrictions further but

it was the 1997 Asian financial crisis that really forced the government, as part of the calititegreement
with the International Monetary Fund, to take major further steps. A number of changes were made to both
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inward and outward FDI policies. Changes in outward FDI policies made at this point included the introduction

of a deferred payment stem, increased and liberalized financial support for investing in developing countries,
and collateral insurance and mortgage systems. In order to strengthen ties with and secure natural resources
from developing countries, the Economic Development Cadjzer Fund (EDCF) and the Korea International
Cooperation Agency (KOICA) were established in 1987 and 1991, respectively. They were enhanced after the
financial crisis to support international demand for Republic of Korean investment and support resource
development projects abroad. As noted above, theqrizés period also saw the adoption of a floating foreign
exchange regime.

In 2003, a new enforcement ordinance in foreign trade law was established, which went beyond reducing and
removing restrictiongo providing positive support for investment abroad. The main supportive measures in
place today include financial support, exemption on taxes paid overseas, institutional services providing
information and administrative help, and special attention t@llsand mediunsized firms that wish to invest
abroad. In addition, investment insurance services are also now provided to protect firms against losses through
expropriation, war, and other such contingencies.

Source GSISVCC research on leading Repubtif Korean MNEs, 2010.

The future of Republic of Koreads outward

The Republic of Koreads investment abroad
decades and is expected to rise further, given the improvements in the regulatory emgironme
in the Republic of Korea described in box 2 above. Nonetheless, some key challenges remain.

First, Republic of Korean FDI overseas 1 s
China and needs to be diversified to other countries and regionsdSatthough investment
in mining, real estate and so forth has

investment is still concentrated in manufacturing industries. Investment needs to be
diversified into highvalueadded sectors, including R&D armkrtain kinds of services.
Third, given the differences in the motivations of different firms, they need to be careful
about selecting the appropriate market entry strategies that fit their specific motivations and
goals. And, finally, the government neddskeep an eye on the vulnerabilities of small and
mediumsized companies in volatile circumstances and stand ready to provide additional
support as needed.
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Annex Table 1. Republic of Korea: The top BINEs: Key variables, 2009 (US$ millidmnd numbeof employees)
Number
Rank Assets Sales Employment of
by - TNI (%) © .
foreign Firm . Foreign/ . Foreign/ . Foreign/ foreign
assets Foreign | Total | - Foreign | Total |, = Foreign | Total | = affiliates
1 Samsung Electronics. Co., Ltd. 18,093 | 73,676 | 24.56 64,062 | 76,887 | 83.32 29,097 | 85,085 | 34.20 47.36 94
2 LG Electronics 10,467 | 18,480 | 56.64 20,425 | 26,133 | 78.16 52,308 | 82,136 | 63.68 66.16 77
3 Hyundai Heavy Industries Co., Ltd. 8,221 21,302 | 38.59 16,298 | 18,107 | 90.01 n.a. 24,982 | n.a. (64.30) 35
4 DSME Co., Ltd. 8,087 | 12,964 | 62.38 10,309 | 10,656 | 96.74 n.a. 12,245 | n.a. (79.56) |13
5 LG Display 6,257 | 16,174 | 38.69 16,423 | 17,231 | 95.31 n.a. 23,934 | na. (67.00) |17
6 Hyundai Motors 5,983 | 30,358 | 19.71 13,525 | 27,286 | 49.57 33,802 | 55,984 | 60.18 43.15 47
7 Samsung Heavy Industries Co., Ltd. | 5,797 17,290 | 33.53 10,417 | 11,215 | 92.88 n.a. 12,623 | n.a. (63.20) 13
8 SK Energy 4,874 | 18,554 | 26.27 18,126 | 30,685 | 59.07 n.a. 5391 |na (42.67) |18
9 POSCO 4,774 | 34,252 | 13.94 8,093 [ 23,085 | 35.06 n.a. 16,458 | n.a. (54.07) |19
10 Hynix Semiconductor Inc. 4,107 11,498 | 35.72 6,213 6,442 | 96.44 5,160 17,175 | 30.04 54.07 31
11 KIA Motors 2,826 | 14,510 | 19.48 9,817 | 15,772 | 62.25 10,368 | 32,755 | 31.65 37.79 28
12 Sn.a.Oil 2,066 7,751 | 26.64 9,016 | 14,923 | 60.41 2 2,521 |0.08 29.04 1
13 Samsung C&T Corp. 2,021 11,892 | 16.99 5,024 9,548 | 52.62 2,509 9,774 | 34.53 34.71 106
14 Doosan Heavy Industries & Constructi{ 1,677 | 7,859 [ 21.35 3,254 |5,378 |60.51 250 5,868 | 4.26 27.28 42
15 Korea Electric Power Corp. (KEPCO) | 1,425 59,940 | 2.38 4,830 28,850 | 16.74 79 20,177 | 0.39 6.50 18
16 Daewoo International Corp. 1,353 3,327 | 40.66 5,024 9,548 | 52.62 n.a. 1,502 | n.a. (46.64) 67
17 Lotte Shopping Co., Ltd. 1,282 | 15,980 | 8.03 6,690 |9,879 |67.72 345 9,092 |3.79 26.51 4
18 Hyundai Merchant Marine Co., Ltd. 1245 7144 17.42 5,238 5,238 |[100.00 | n.a. 2,079 |[n.a. (58.71) 180
19 Hyundai Mobis 1,179 9,583 |12.31 4,965 |9,107 |54.52 253 6,460 | 3.92 23.58 35
20 LG Chen. Ltd. 1,126 | 7,159 |15.72 8,676 | 11,729 | 73.97 5,652 | 13,989 |40.4 43.37 40
Total 92,859 | 399,692 246,425 367,700 440,230 n.a. 885

Source GSISVCC researclon leading Republic of Korean MNEs, 20Hbawing on Korea Information Service, Ifaww.kisline.con)

auditorso

reports and

2As indicated earlier, all calculations use exchange rates provided by the IMF for December 31 of the reporting year. For 20072Q098laese were KRW 938.2, 1,257.5 and 1,167.6,
respectively, perUS$ 26 n. a. 6 i n davadahilityoobdata’ihe TNhperoentage appears in parentheses where it has been calaiflateriincluding the foreigrto-total employment

ratio.
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Annex Table 1la. Republic of KoreaForeign and total assets of the top 2QMINEs, 2007
2009(US$ milliony

2007 2008 2009
Rank Firm Foreign Total Foreign Total Foreign Total
1 Samsung Electronics 11,270 69,522 11,246 57,669 18,093 73,676
Co., Ltd.
2 LG Electronics 3,676 15,281 4,759 13,788 10,467 18,480
3 Hyundai Heavy 5,198 17,905 6,495 20,104 8,221 21,302
Industries Co., Ltd.
4 DSME Co., Ltd. 3,341 8,833 5,801 12,687 8,087 12,964
5 LG Display 6,023 14,277 3,929 13,123 6,257 16,174
6 Hyundai Motors 5,233 31,536 5,305 25,581 5,983 30,358
7 Samsung Heavy 2,125 11,256 347 20,743 5,797 17,290
Industries ©., Ltd.
8 SK Energy 5,728 16,734 4,648 17,857 4,874 18,554
9 POSCO 4,040 32,501 3,779 29,450 4,774 34,252
10 Hynix Semiconductor 3,570 15,846 2,647 10,496 4,107 11,498
Inc.
11 KIA Motors 2,661 13,700 2,580 12,288 2,826 14,510
12 S-Oil 2,587 10,082 1,404 6,088 2,065 7,751
13 Samsung C&T Corp. 1,550 10,583 1,631 8,966 2,021 11,892
14 Doosan Heavy 695 5,949 965 7,888 1,677 7,859
Industries &
Construction
15 Korea Eletric Power 829 69,967 919 53,175 1,425 59,940
Corp. (KEPCO)
16 Daewoo International 964 2,307 1,037 2,127 1,353 3,327
Corp.
17 Lotte Shopping Co., 22 12,729 525 10,579 1,282 15,980
Ltd.
18 Hyundai Merchant 805 6,145 701 6,586 1,245 7,144
Marine Co., Ltd.
19 Hyundai Mobis 652 7,224 897 6,162 1,179 9,583
20 LG Chem. Ltd. 1,284 7,514 1,204 6,391 1,126 7,159
Total 62,255 379,892 60,819 341,749 92,859 399,692

Sources GSISVCC researclon leading Republic of Koes MNEs, 2010drawing on Korea Information Service, Inc.
(www.kislinecom) and auditorsd reports.

2As indicated earlier, all calculations use exchange rates provided by the IMF for December 31 of the reporfiog year.
2007, 2008 and 2009, these were KRW 938.2, 1,257.5 and 1,167.6, respectively, per US$ 1.
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Annex Table 1b. Republic of Korea: Foreign and total sales of the top 20 MNEs, 2607
2009 (US$ million}
2007 2008 2009
Ean Firm Foreign Total Foreign | Total Foreign Total
1 f%msung Electronics Col 5/ 404 | 67,337 47234 |58,014 |64,062 |76887
2 LG Electronics 18,100 | 25,050 16,854 | 21,979 |20,425 | 26,133
3 g“”&z' Heavy Industriey ;, 650 | 16,556 14291 |15870 |16,298 |18,107
4 DSME Co., Ltd. 7,455 7.573 8,592 8,807 10,309 10,656
5 LG Display 14,002 15,096 11,771 | 12,616 16,423 17,231
6 Hyundai Motors 18,719 | 32,637 15823 | 25,598 13525 | 27,286
7 Samsung Heavy 8,290 9,080 7,843 8,481 10,417 11,215
Industries Co., Ltd.
8 SK Energy 8,450 15,841 21,478 | 36,372 18,126 | 30,685
9 POSCO 7.141 23,669 7,840 24,368 | 8,093 23,085
10 | Hynix Semiconductor Ind| 8,792 8,989 5,002 5,165 6,213 6,442
11 | KIA Motors 11,827 16,999 9,040 13,028 | 9,817 15,772
12 | sail 9,747 16,233 11574 |18,290 |9,016 14,923
13 Samsung C&T Corp. 4,413 8,331 4,818 8,784 5,024 9,548
14 | Doosan Heavy industries , ;44 4,359 2041 | 4,540 3,254 5,378
& Construction
Korea Electric Power
15 | Corp. (KEPCO) n.a. 30,893 n.a. 25068 | 4,830 28,850
16 ggfr‘)"’oo International | , 414 8,331 4818 |8.784 5,024 9,548
17 Lotte Shopping Co., Ltd. | n.a. 10,412 n.a. 8,357 6,690 9,879
1g | Hyundai Merchant 5,427 5,427 6,364 | 6,364 5,238 5,238
Marine Co., Ltd.
19 | Hyundai Mobis 5,325 9,050 4,432 7,454 4,965 9,107
20 | LG Chem. Ltd. 7,046 9,486 6,979 10,056 | 8,676 11,729
Total 210,351 | 341,350 | 207,693 | 327,996 | 246,425 | 367,700

Source GSISVCC researclon leading Republic of Korean MNEs, 2Qtawing on Krea Information Service, Inc.

(www.kislinecom) and auditorsd reports.
#As indicated earlier, all calculations use exchange rates provided by the IMF for December 31 of the reporting year. For

2007, 2008 and 200%¢se were KRW 938.2, 1,257.5 and 1,167.6, respectively, per US$

213


http://www.kisline.com/

Annex Table 1c. Republic of Korea: Total employment of the top 20 MNEs, 2007
2009 (number of persons)

Rank Firm 2007 2008 2009
1 Samsung Electronics Co., Ltd. 84,734 84,471 85,085
2 LG Electronics 29,503 28,415 82,136
3 Hyundai Heavy Industries Co., Ltd. 25,484 25,248 24,982
4 DSME Co., Ltd. 10,950 11,815 12,245
5 LG Display 15,359 19,024 23,934
6 Hyundai Motors 55,638 56,029 55,984
7 Samsung Heavy Industries Co., Ltd. 11235 12,107 12,623
8 SK Energy 5,086 5,639 5,391
9 POSCO 17,322 16,721 16,458
10 Hynix Semiconductor Inc. 18,274 18,018 17,175
11 KIA Motors 33,120 32,859 32,755
12 S-Oil 2,433 2,464 2,521
13 Samsung C&T Corp. 4,275 4,622 9774
14 Doosan Heavy Industries & Consttion 5156 5,456 5,868
15 Daewoo International Corp. 1550 1,546 1,502
16 Korea Electric Power Corp. (KEPCO) 21,012 20,884 20,177
17 Lotte Shopping Co., Ltd. 8551 9,783 9,092
18 Hyundai Merchant Marine Co., Ltd. 2024 2,116 2,079
19 Hyundai Mobis 4595 4,560 6,460
20 LG Chem. Ltd. 10,788 10,705 13,989
Total 367,089 372,482 440,230

Source GSISVCC researclon leading Republic of Korean MNEs, 2QHdawing on Korea Information Service, Inc.
(www.kisline.comandadi t or s6 reports.
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Annex Table 2. Republic of Korea: The top 20 MNEs: Regionality Index(right, %) and number of affiliates (left) - 2009

Middle East & North

East Asia & the
Pacific, South Asia,

Eastern Europe

Latin America &

Rank Firm Africa, Sub-Saharan Developed Asia & Central Asia, | the Caribbean, Total
Africa cop Other Europe North America
Pacific
1 Samsung Electronics. Co., Ltd 13 13.8 41 43.6 22 23.4 18 19.2 94 10.6
2 LG Electronics 12 15.6 24 31.2 26 33.8 15 19.5 77 8.7
3 ['tﬁ“”da' Heavy Industries Co.| g 14.3 14 40.0 9 257 |7 20.0 35 4.0
4 DSME Co., Ltd. 3 23.1 4 30.8 4 30.8 2 154 13 1.5
5 LG Display 0 0.0 9 52.9 3 17.7 5 29.4 17 1.9
6 Hyundai Motors 7 14.9 17 36.2 11 23.4 12 25.5 47 5.3
7 ft"z‘jms“”g Heavy Indtries Co.,| 7.7 5 385 4 308 |3 23.1 13 15
8 SK Energy 1 5.6 9 50.0 4 22.2 4 22.2 18 2.0
9 POSCO 0 0.0 15 79.0 0 0.0 4 21.1 19 2.2
10 Hynix Semiconductor Inc. 0 0.0 12 38.7 9 29.0 10 32.3 31 3.5
11 KIA Motors 1 3.6 6 21.4 15 53.6 6 21.4 28 3.2
12 S-Oil 0 0.0 0 0.0 1 100.0 | O 0.0 1 0.1
13 Samsung C&T Corp. 13 12.3 58 54.7 23 21.7 12 11.3 106 12.0
14 Doosan Heavy Industries & | g 19.1 17 405 6 143 |11 26.2 42 48
Construction
Korea Electric Power Corp.
15 (KEPCO) 7 38.9 8 44.4 1 5.6 2 111 18 2.0
16 Daewoo International Corp. | 14 20.9 30 44.8 13 194 10 14.9 67 7.6
17 Lotte Shopping Co., Ltd. 0 0.0 3 75.0 1 25.0 0 0.0 4 0.5
18 ['&;“”da' Merchant Marine Co.| , g 10.0 68 37.8 62 344 |32 17.8 180 | 203
19 Hyundai Mobis 2 57 14 40.0 11 31.4 8 22.9 35 4.0
20 LG Chem. Ltd. 0 0.0 28 70.0 4 10.0 8 20.0 40 4.5
Total 105 119 382 43.2 229 259 169 191 885 100.0

Source GSISVCC researclon leading Republic of Korean MNESs, 20Hbawing oncompany websgeés.

215




T he Regionality Index is calculated by dividing t beitstotal mimeer of forgign affilifites ana thdtiplying theresgltrby a f f i | i
100.

Annex Table 3. Republic of Korea: The top 20 MIEs: Stock exchange listings 2009
Firm Domestic Foreign
Samsung Electronics Co., Ltd. Seoul Berlin, Frankfurt, Hamburg, London, Luxembourg, Stuttgart,
LG Electronics Seoul Berlin, London, Munich, Stuttgart,
Hyundai Heavy Industries Co., Ltd. Seol Hamburg
DSME Co., Ltd. Seoul London
LG Display Seoul Berlin, Frankfurt, Munich, Stuttgart,
. Berlin, Dusseldorf, Frankfurt, Hamburg, Munich, London, Luxembourg,
Hyundai Motors Seoul
Stuttgart
Samsung Heavy Industries Co., Ltd. Seoul Hamburg
SK Enegy Seoul Berlin, Sydney,
POSCO Seoul Berlin, Frankfurt, London, Munich, New York (NYSE), Stuttgart,
Hynix Semiconductor Inc. Seoul Frankfurt, London, Luxembourg,
KIA Motors Seoul Luxembourg
S-Oil Seoul None
Samsung C&T Corp. Seoul Luxembourg
Doosan Heavy Industries & Construction Seoul None
Korea Electric Power Corp.(KEPCO) Seoul Berlin, Frankfurt, Munich, New York (NYSE), Stuttgart
Daewoo International Corp. Seoul None
Lotte Shopping Co., Ltd. Seoul Berlin, Frankfurt, London, Munich
Hyundai Merchant Marine Co., Ltd. Seoul Hamburg
Hyundai Mobis Seoul None
LG Chem. Ltd. Seoul London

Source GSISVCC researclon leading Republic of Korean MNEs, 20fawingoraudi t or sd reports and Yahoo Finance (http://uk.fins
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Annex Table 4. Republic of Korea: Top 10 outward M&A trans
Target % of
Date Acquiror's name Target name Target industry g shares Value
economy ;
acquired
11/30/2007 | Doosan Infracore Co., Ltd gggcr;(t)lmand Coltd Ball ard roller bearings United States| 100.0 4,900.0
12/22/2009 | KNOC Harvest Energy Trust Crude petroleum and natural gas Canada 100.0 3,936.6
02/01/2008 | Korea Investment Corp Merrill Lynch & Co Inc fgr%l;)rgzi:éokers, dealers & flotation United States| 8.5 2,000.0
: Taiwan
03/31/2007 | Investor Group Etgma Network Systems Cq Cable and other pay television services Province of | 100.0 1,503.0
China
08/05/2008 | LS Cable Ltd Superior Essex Inc Drawing and insulating of nonferrous wire | United States| 100.0 9032
02/06/2009 | Investor Group PetreTech Peruana SA Crude petroleum and natural gas Peru 100.0 892.8
10/22/2007 | STX Corp Aker Yards ASA Ship building and repairing Norway 39.2 800.0
08/21/2008 | STX Corp Aker Yards ASA Ship building and repairing Norway 521 734.0
12/07/2009 2805‘% Heavy Inds & Consir Skoda Power AS Turbines and turbine generator sets gzgﬁglic 100.0 658.4
12/31/2008 | Kookmin Bank Bank TsentrKredit Banks Kazakhstan | 30.0 640.6
Total 16,968.5

Source Adapted from Thomson ONE Bler. Thomson Reuters.
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Annex Table 4a. Republic of Korea: Significant FDI transaction&in major regions, 2009 (US$ million)

Economy Industry Amount
Hong Kong (China) Financial and insurance activities 632.4
Asia Myanmar Petroleum and natural gas 151.9
Hong Kong (China) Ship and boat building & repairing 100
Hong Kong (China) Establishment of nofinancial affiliate company 88.8
Canada Petroleum and natural gas 2,282.70
North America us Petroleum and natural gas 496.1
us Financial and ins@ance activities 200
us Establishment of nefinancial affiliate company 184.2
UK Real estate 1,242.80
Europe Netherland Petroleum and natural gas 361
Ireland Establishment of nefinancial affiliate company 198.7
Netherland Power generation 194.7
) The Cayman Islands Financial and insurance activities 150
gglrjitg]b,:;enca and the Pana_tma Shipping and delivery service 39.1
Brazil Petroleum and natural gas 13.6

Source Adapted from Overseas Investment Statistics, The Export Import Batired, March 2010.

2Both M&A and greenfield transactions are included.
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Annex Table 4b. Republic of Korea: Significant FDI transaction8in main Industries - 2009
(US$ million)

Economy 2005 2006 2007 2008 2009
Canada 7 294 26 53 2,381
us 20 86 321 1,379 622
Netherlands 4 51 65 31 392

Mining Madagascar 0 29 134 108 285
France 0 0 0 0 243
Australia 3 25 72 533 162
Total 34 485 618 2,104 4,085
o'? ghci’ng ' €0s 5050|2795 |3754 |2311 |1652
us 232 533 455 972 687

. Vietham 178 296 621 663 317

Manufacturing Russian Federatior] 18 41 112 265 261
Hong Kong (China)| 102 279 322 485 222
India 81 82 261 135 216
Total 2,863 4,026 5,525 4,831 3,355
UK 8 0 6 0 1,539
us 123 46 232 126 249

Real estate Hong Kong (China)| 4 235 14 546 157
Cambodia 11 59 331 239 90
Panama 132 73 0 19 86
Total 278 413 583 930 2,121
us 403 620 1,105 1,435 836
Netherlands 7 5 149 284 196
Peopl eds

Retail and wholesale of China 1 227 198 531 150

trade nited Ar
Emitfaotles ab 1 1 5 2 112
Russian Federatior 0 57 29 12 99
Total 412 910 1,486 2,264 1,393

IT services us 14 36 765 594 612
Ireland 0 0 762 39 517
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Hong Kong (China)| 82 116 204 385 239
Luxembourg 39 0 101 19 128
Norway 0 0 792 486 102
Total 135 152 2,624 1,523 1,598

Source Adapted from Overseas Investment Statistics, The Export Import Bank of Korea, March 2010.
2Both M&A and greenfield transactions are included.
®Note that Annex Table 4a lists transactions in major countries whereas 4b lists them in majoesndine two tables have different criteria, which explain why Madagascar shows up in 4b but not in 4a.
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Annex Table 5. Republic of Korea: Top 11 outward greenfield transactions, announced, 2062009 (US$ million)
Date Company Destination Industry Value
08-May DSECO UAE Real estate 4,002
09-Aug LG Peopl ebs R| Electronic components 4,000
China
07-May Pohang Iron & Steel (POSCO) India Metals 3,700
08-Jan Pohang Iron & Steel (POSCO) Vietham Metals 3,500
09-Aug Samsung Peopl e 6 sof R| Electronic components 2,210
China
07-Nov Hanjin Group Philippines Non-automotive transport | 2,000
OEM
08-May SK Energy Peopl ebds R|Chemicals 2,000
China
09-Aug Daewoo Myanmar Coal, oil and natural gas | 1,700
07-Jul Hanjin Heavy Industrieand Philippines Non-automotive transport | 1,684
Construction OEM
09-Oct Daewoo Shipbuilding and Marine Russian Federation Non-automotive transport | 1,500
Engineering OEM
07-Jul Hynix Semiconductor Peopl ebs R| Semiconductors 1,500
China
Total 27,796

Source Adapted from fdilntelligence, a service from the Financial Times Ltd.

2The usual number in these tables is 10. In this case, however, there were two transactions treglémelith a value of US$ 1,500 million each, so both hage becluded.
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Annex Table 6. Republic of Korea: Outward FDI flows by region(US$ million and percentagés)

2005 2006 2007 2008 2009
Asia 4,160 6,320 10,990 11,590 6,360
18.2% 52.2% 73.9% 5.4% (-45.2%)
. 1,290 2,200 3,610 5,290 5,980
North America
(-10.9%) 69.7% 64.2% 46.7% 13%
660 1230 4,420 3,060 4,940
Europe
(-10.2%) 87.1% 259.9% (-30.8%) 61.5%
. 650 1,310 1,460 1,680 920
South America
5.2% 103.2% 11.3% 14.9% (-45.1%)
Others (Pacific, Middle East, and Africa) 330 570 940 1,290 1,260
103.7% 74.4% 65% 37.4% (-2.7%)
Total 7,080 11,630 21,420 22,910 19,450
9.3% 64.3% 84.2% 7% (-15.1%)

Source Adapted from Overseas Investment Statistics, The Export Import Bank of Korea.
2The second row under each region for each year shows the perceiage cter the preceding year.

Annex Table 7. Republic of Korea: The number of new affiliates 20052009

2009
2005 2006 2007 2008 (data to

September)
Asia 3,010 3,484 3,786 2,744 1,588
North America 1,102 1,343 1,314 808 534
Europe 141 168 254 196 133
South America 57 77 101 91 85
Pacific 80 97 113 101 58
Africa 19 21 32 30 33
Middle East 16 36 86 52 52
Total 4,425 5,226 5,686 4,022 2,483

Source Adapted fromOverseas Investment Statistidfie Export Inport Bank of Korea
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Annex Table 8. Republic of Korea: M&A Regionality Index (percentages)

2007 2008 2009 (data to September)
By invested Efy nr:aL\JNmber By invested Sfy nr;l:Nmber By invested E’fy nr;L\JNmber
Region amount enterprises amount enterprises amount enterprises
Asia 30.2 51.8 46.5 56 25.5 48.3
Middle East 0.2 0.7 0.2 0.9 0.8 1.7
North America | 24.7 31.2 24.8 27.8 42.3 34.1
Europe 34.9 8.7 17.1 5.7 12.1 8.6
South America | 6.1 3.8 2.8 5.2 7.8 3
Africa 2.9 0.9 2 1.1 10.5 0.4
Pacific 0.9 3 6.6 3.3 1 3.9
Total (%) 100 100 100 100 100 100

Source Adapted from Overseas Investri&ftatistics, The Export Import Bank of Korea.
#The Index is calculated by dividing the number of M&As in a particular region of the world by the total number of M&Asltiginmguthe result by 100.

Annex Table 9. Republic of Korea: M&As by industry, 20072009 (numbers and US$ million)

Total Total Total
Invested Invested Invested

Industry number of amount number of amount number of amount

M&As M&As M&As
Agriculture, forestry, and fishing | 105 358 137 801 148 1,295
Mining and quarrying 212 1,128 266 2,062 229 955
Manufacturing 54 239 56 230 44 911
S_erwces (other than trade & 776 1,484 815 1,570 545 793
finance)
Wholesale and retail trade 81 1,629 103 554 113 652
Financial and insurance activities| 830 807 1,06 1,559 686 575
Total 2,058 5,645 2,382 6,776 1,765 5,111

Source Adapted from Overseas Investment Statistics, The Export Import Bank of Korea.
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Annex figure 1. Republic of Korea: Breakdown of the foreign assets of the top 20 MNEs, by main unstry - 2009

1%

3% 1%

m Electrical & electronic equipment/
Semiconductors & related devices
m Ship & boat building & repairing
= Motor vehicles & passenger car bodies
mWholesale petroleum & petroleum
roducts and chemicals
Hlron & steel foundries
m Construction
Electricity
Wholesale and retail trade

Shipping and logistics services

The top MNEs by main industry, 2009

Foreign Assets

Industry S Companies
(US$ million)
Electrical & electronic equipment/ 38,924 Hynix Semiconductor Inc., LG Display, LG Electronics, Samsung Electronics @o., Lt
Semiconductors & related devices
Ship & boat building & repairing 22,105 DSME Co., Ltd., Hyundai Heavy Industries Co., Ltd., Samsung Heavy Industries Co., Ltd.
Motor vehicles & passenger car bodies 9,988 Hyundai Mobis, Hyundai Motors, KIA Motors
Wholesale petroleum & petroleum praxdsi 8,065 LG Chem. Ltd., SK Energy,-8il
and chemicals
Iron & steel foundries 4,774 POSCO
Construction 2,687.5 Doosan Heavy Industries & Construction, Samsung C&T Corp.
Electricity 1,425 Korea Electric Power Corp. (KEPCO)
Wholesale and retail trade 3,645.5 Daewoo International Corp., Lotte Shopping Co., Ltd., Samsung C&T Torp.
Shipping and logistics services 1,245 Hyundai Merchant Marine Co., Ltd.

Source:GSISVCC research on leading Republic of Korean MNEs, 2@i&ying on Korea Information Séce, Inc.(www.kisline.com)
foreign
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Annex figure 2. Republic of Korea: Foreign affiliates of the top 20 MNEs, by region
2009(number of affiliates)

Latin America
North America

Source GSISVCC researclon leading Republic of Korean MNEs, 20thawing oncompany websites.
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Annex figure 3. Republic of Korea: Geographic distribution of the assets of total
outward FDI, by main industry - 2009
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Pacific, South Asia,
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Saharan Africa
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East Asia & the
Pacific, South Asia,
Developed Asia-
Pacific
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North Africa, Sub-
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e. IT services

Middle East & Eastern Europe &

North Africa, Sub- Central Asiq, other
Saharan Africa Europe
1% 3%

Source Adapted fronOverseas Investment Statistics, The Export Import Bank of Korea.

&Data on the geographic distributiohthe assets of the top 20 by main industry were unavailable. The
distribution fortotal outward FDI in 2009 is provided instead.
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Annex figure 4. Republic of Korea: Head office locationsof the top 20 MNEs- 2009

Seoul
\/ Icheon

Suwon

Pohang
9

Ulsan
3

Changwon
Geoje 13
4

1 Samsung Electronics Co., Ltd

2 LG Electronics

3 Hyundai Heavy Industries Co., Ltd.

4 DSME Co., Ltd.

5 LG Display

6 Hyundai Motors

7 Samsung Heavy Industries Co., Ltd.
3 SK Energy

9 POSCO

10 Hynix Semiconductor Inc.

11 KIA Motors

12 S-Oil

13 Samsung C&T Corp.

14 Doosan Havy Industries & Construction
15 Daewoo International Corp.

16 Korea Electric Power Corp. (KEPCO)
17 Lotte Shopping Co., Ltd.

18 Hyundai Merchant Marine Co., Ltd.
19 Hyundai Mobis

20 LG Chem. Ltd.

Sources GSISVCC researclon leading Republiof Korean MNESs, 2010drawing oncompany websites.

2Companies whose numbers niat appear on the map have their head offices in Seoul.




Annex figure 5. Korea: Inward and outward FDI flows, 1990 - 2009
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1980|1988 1989|1990 1991 /1992|1993 1994 1995|1996 1997 |1998|1999 2000|2001|2002 200320042005 2006 2007|2008 2009
—4—Inflow | 330 | 848 | 737 | 759 |1,133| 567 | 546 | 795 |1,2702,012|2,641|5,072/9,8839,004|4,086 (3,399 4,384/8,997|7,0554,881 2,6288,409|5,844
—@—Outflow | 33 | 643 | 598 |1,052/1,489|1,162|1,340(2,461(3,552/4,670/4,449|4,740/4,198|4,999|2,420|2,617|3,426|4,759|4,298|8,127|15,62|18,94/10,57

Source Adapted from UNCTAD, Annex Tables World Investment Report 201ttp://www.unctad.org/Templates/Ragsp?intitemID=5545&lang=1.
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Annex figure 6. Korea: Inward and outward FDI stock, 1990 - 2009

140,000
120,000
100,000
80,000
60,000

40,000

Invested amount (USD million)

20,000

o}
1980 | 1990 | 1991 | 1992 | 1993 | 1984 | 1995 | 1996 | 1997 | 1998 | 1899 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009

—e—Inflow [2,181|5,186 6,318 |6,885|7,432 (8,227 9,497 11,51 (14,15 |19,22|29,10|38,11 |53,21|62,66 |66,07 |87,77 | 104,8 |119,1|119,6 | 94,68|110,7
—m—Outflow | 438 |2,301 3,328 4,425|5,441(7,471|10,23|13,82|16,82 |20,29 |23,33|26,83 | 18,97|20,73 24,99 |32,17 |38,68 |49,19 74,78 | 97,91|115,6

Source Adapted from UNCTAD, Annex Tables World Investment Report 201ttp://www.unctad.org/Templates/Page.asp?intitemID=5545&lang=1.

Annex figure 7. Korea: Outward FDI flows, 19802 and 1990-2009,
from different sources®

25,000

20000 /r/\r
15,000

10,000 /

5,000 v

Invested amount (USD million}

B e s e
o | BT
1980 | 1990 | 1991 | 1992 | 1993 | 1994 | 1995 | 1996 | 1997 | 1998 | 1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 2007 | 2008 2009

‘—-—TotaIOFDI-EXIMBankofl(oreak 216 |1,068 (1,318 |1,352 (1,450 | 2,366 | 3,215 | 4,512 | 3,798 | 4,780 | 3,374 | 5,219 | 5290 | 3,974 4,685 |6,474 | 7,071 11,62121,421(22,904 19,437
‘ Total OFDI - UNCTAD™* ™ 334 1,052 (1,489 [1,162 (1,340 | 2,461 3,552 | 4,670 | 4,449 | 4,740 | 4,198 | 4,999 | 2,420 | 2,617 3,426 | 4,759 | 4,298 8,127 15,620(18,94310,572

Sources *The Export Import Bank of Korea

* UNCTAD ( http://stats.unctad.org/fdi/ReportFolders/reportFolders)asigeessed on June 25. 2010.

aThe amounts indicated for 1980 are the average amounts from 1980 to 1989.

b Some discrepancies were foupetween the data from the Export Import Bank of Korea and from UNCTAD. Data from the two sources were similar unti26GOymatr

showed a significant gap from year 2001. Differences in OFDI trends can also be seen in 2001, 2002, and 2005. The differar e partly a matter of
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http://stats.unctad.org/fdi/ReportFolders/reportFolders.aspx

data having come from the Ministry of Knowledge and Economy, which is not the main Republic of Korean institution désalidd. wit addition, UNCTAD received the most
up-to-date data too late to inde it in itsWorld Investment Report 2010he EXIM Bank data presented here are thus more reliable.

Annex figure 8. Korea: Annual average exchange rates?
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Source Bloomberg, L.P.
& The 1981 figure was calculated from data for April to December of 1981.
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No. 1. Samsung Electronics Co., Ltd. (SEC)

From its inception as a small export business in Daegu, Republic of Korea, SEC has grown to
become one of thworldsleading electronics companies, specializing in digital appliances and

media, semiconductors, memory, and system integration. It was founded cn ®]at938 with

an investment of KRW 30,000. SEC has diversified and expanded its core businesses globally

since the late 1970s and has won the top global market share for 13 products, including
semiconductors, TFLCDs, monitors and CDMA mobile phoné&amsung Life holds the

largest share (6.5%), followed by Samsung C&T Corp. with 4.02%. The largest individual
shareholder is Lee Gttee, the chairman of Samsung Group, with 3.42%. Overall, foreigners

hold 47.71%d ome st i ¢ f i r ms h ol aleshdd%3%ohtde tofaEsBabes. Treu b s i ¢
Samsung website is at: http://www.samsung.com.

No. 2: LG Electronics (LGE)

LG Electronics, Inc. is a global leader and technology innovator in consumer electronics, mobile
communications and home appliances, emplpynore than 80,000 people working in over 115
affiliates around the world. LGE comprises five business uitsme Entertainment, Mobile
Communications, Home Appliance, Air Conditioning and Business Solutions. The firm was
established in 1958 and hadlet he way i nto the advanced digit
secondargest manufacturer of television sets and the 4lairglest producer of mobile phones.

LG Corp. owns 31% of its total shares, whereas foreign and domestic investors hold 27% and

42% respectively. The LG website is at: http://www.lge.com.

No. 3: Hyundai Heavy Industries Co., Ltd. (HHI)

Chung Jeyung, the founder of the Hyundai Group, created Hyundai as a construction company

in 1947. He then decided, without any experience, capitacbnology, to enter the

shipbuilding industry in the 1970s. Despite these challenges, the company started its shipbuilding
operation in Ulsan in March 1972, which is no
several world records, including theilding of one ship every four days on average, and has

around 15% of the global market share in shipbuilding. HHI has six business divisions:

shipbuilding, offshore engineering, industrial plant engineering, engines & machinery, electro

electric systemsand construction equipment. Major shareholders who hold more than 5% of

HHI shares are Morgoon Chung, the chairman of Hyundai Group; the KCC Corporation; and

the Hyundai Mipo Dockyard. The Hyundai website is at: http://www.hhi.co.kr.

No. 4: Daewoo Shiphbilding & Marine Engineering Co., Ltd (DSME)

DSME, established in 1973 at Okpo Bay, Geoje Island,in the Republic of Korea, has developed

into the world's premium specialized shipbuilding and offshore contractor that builds offshore
platforms, drilling rgs, floating oitproduction units, submarines, destroyers and other ships.

DSME employs approximately 1,500 design and R&D personnel and more than 15,000 skilled
workers. Reborn as an independent company (after having been a part of Daewoo) in October

200, it seeks to become the worldds integrated

23¢



31.27% of DSME, while the state and statmtrolled institutions own 19.11%. The Daewoo
website is at: www.dsme.co.kr.

No. 5: LG Display

LG display was estalslhed in January 1985 under the name of Geumsung Software (changed to

LG Display in 2008). It started developing HETD in 1987 and launched LCD modules for

the first time in 1995, Since then itt has be
has become the worl dds n o-frientlytechnolpgy loyexpandirgn i n
its business to the thin film solar cells related to display technology. LG Electronics holds 37.9%

of LG Display and foreign and domestic investors hold 33ri#%28.4%, respectively. The LG

website is at: http://www.lgdisplay.com.

No. 6: Hyundai Motors

Hyundai Motors was founded under the Hyundai Group in 1967 and has grown into-a world
class automaker. Despite the volatility in the currency exchange mariethe rising oil and
commodity prices, Hyundai Motors cemented its global position by posting worldwide sales of
2.6 million units in 2007, through its 6,000 dealerships in over 196 countries. With 10
manufacturing plants, 11 research centers, and rhare@ 000 sales networks throughout the
world, Hyundai Motors has now truly become a global company. Foreign investors hold the
largest share of the company with 33.49%, followed by related parties with 25.98% and
institutional investors with 20%. The Hgdai website is at: http://worldwide.hyundai.com.

No. 7: Samsung Heavy Industries Co., Ltd.

Samsung Heavy Industries, established i-n 1974
tech and higtvalue shipbuilding sectors. Its main businesseshipbuilding, offshore

engineering, construction, and wind power. The largest shareholders are SEC, Samsung Life (an
insurance affiliate of the Samsung Group), and Samsung EMettbanics (another affiliate of

the Group). Foreigners own 20.39% of tb&al share. The Samsung website is at:
http://www.shi.samsung.co.kr/Eng/default.aspx.

No. 8: SK Energy

SK Energy was founded in December 1962 as Korea Oil Corp. and started operating an oll

refinery in 1964. It became a member of the SK Yukong GirodP®80 and began to take the
challenging steps that would turn it into a wecldss general energy and chemical company.

Today, the company is exploring oil in 51 blocks in 24 countries and has recently launched the

ZIC line of lubricants. In 2006, itkboc ame t he Republic of Koreads f
exceed the US$ 11 billion mark in the exports of petroleum, chemicals and lubricants. The firm
holds 33.40% of its total shares. Other major shareholders are Templeton (6.29%) and the

National Pensio Service (5.58%). The SK Energy website is at: http://eng.skenergy.com.
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No. 9: POSCO

With the support of the government, the founder-J@en Park, established the company on

April 1%, 1968, with 39 employees. The first production line, manufagdrimillion tons of

crude steel, was completed in 1973. Pohang Works, with a 9 million ton production line, was
established in 1983. The company also forged and established strong connections between
industry, academics, and research centers with the ifayioél Pohang University of Science and
technology and the R&D Center for Industrial Science and Technology, in addition to an
institute solely devoted to the development of its independent technologies. POSCO was
privatized in 2000. In recent years, #hbeen expanding its production base in countries such as
Vietnam and India. The POSCO website ishétp://www.posco.co.kr.

No. 10: Hynix Semiconductor Inc.

Hynix started as a member of the Hyundai Group in February 1983. It developed the world's

first 256M SDRAM in 1995 and the 1G synchronous DRAM in 1997. In 1999, it merged with

LG Semiconductor Co., Ltd. and in 2001 became an independent firm under the name of Hynix
Semiconductor Inc. Today, Hynix offers a full range of products from 4M to 1 GBODR,

DDR2 and DDR3 interfaces, as well as a wide range of memory modules for PCs, notebooks and
servers. Through its global manufacturing and sales support network, Hynix has strengthened its
status as a leading semiconductor company in many regidadimgt he Peopl eds Repu
Ching now the biggest semiconductor market in the world. Around 17% of its shares are

foreign-held. The Hynix website is at: http://www.hynix.co.kr.

No. 11: Kia Motors

From its humble beginnings as a manufactureroflegyar t s 1T by hand T on t
Seoul in 1944, Kia Motors has emerged as one of the leading automobile manufacturers in the

wor |l d. I't produced the Repu-86Dtruck, imlO62Kkmr eads f i
became the first automobile exporierl975. It later merged with Hyundai, forming the

HyundatKia Group in 1999. Its accumulated exports reached 5 million units in 2005. Today,

Kia has a network of distributors and dealers covering 172 countries around the world. Hyundai
Motorsown 3458 of KI A6s stock, individual investors
19.55%. The Kia wesite is at: http://www.kia.co.kr.

No. 12: SOil

S-Oil was founded in 1976, after the Republic of Korea suffered two separate oil shocks in the
1970s, to ensure théable import of crude oil and the steady supply of petroleum products. The
construction of an oil refinery began inside an industrial complex located in Ulsan in 1976. By
January 1981, fulscale operation of the aiefining and lubricanproducing systerwas in

place. Today, among other operation€)I& runs a crude oil refinery with a capacity of 580,000
barrels/day. The Saudi Aramco Overseas Company (AOC) owns 35%lbf Sock and Hanjin
Energy owns 28.41%. The@il website is athttp://www.soil.com.
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No. 13: Samsung C&T Corp.

Samsung C&T Corp. was founded in 1938 and is the origin of the Samsung Group. With its

merger with Samsung E&C in December 1995, Samsung C&T now has two wings: the

engineering & construction group and the trading & investingroup. The former of these was
responsi ble for the construction of the world
completed in late 2009. Samsung C&T has more than 100 overseas offices in 45 countries.

About 30% of its stock is held by domiesnstitutions and 19% by foreigners. The Samsung

website is athttp://www.samsungcnt.co.kr.

No 14: Doosan Heavy Industries & Construction

Doosan Heavy Industries & Constructionds prod
basic materials fandustry; nuclear reactor vessels, boilers, turbines, generators and other
components for the power industry; seater desalination systems, water treatment plants and

other waterrelated facilities; and materilandling equipment. The company was fouhuote

1962, with government support, and accounted for the Republic of Korea's first industrial

complex in Changwon. It renamed itself OHanju
engine industries (Hyundai Heavy Industries and Samsung Heavy ledugtto Hanjung in
1999. After going public in 2000, it renamed

The company ranks™in the global desalination market. Its largest shareholder is Doosan Co.,
Ltd., which holds 48.63% of the stock. Thed3an website is at: http://www.doosanheavy.com.

No. 15: Korea Electric Power Corporation (KEPCO)

Although its history reaches back to 1898, the modern Korea Electric Power Corporation was

founded in 1961 and started the transmission of electricit96d.1t had achieved nationwide

rural electrification by 1979. KEPCO was listed on the New York Stock Exchange in 1994 and

won the bid to operate the Malaya Power Plant in the Philippines in 1995, its first overseas

project. Its current overseas operatione ver a wi de range of countri e
Republic of China, the Philippines, Saudi Arabia and Nigeria. On December 27, 2009, KEPCO

won a landmark contract to build a nuclear power plant valued at US$ 18.6 billion in the UAE.

The state andhe statecontrolled Korea Finance Corporation between them own just over 51%

of KEPCO stock. The KEPCO website is at: http://www.kepco.co.kr.

No. 16: Daewoo International Corporation (DIC)

The Daewoo International Corporation is one of the survivingpeanes in the Daewoo Group,

a major chaebol that ran into difficulties after the Asian financial crisis and collapsed in 1999. Its
business interests are diversified and include trading, manufacturing and the development of
natural resources in a numbercoluntries, including Australia, Mexico, Myanmar and

Uzbekistan. The Daewoo website is at: http://www.daewoo.com.
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No. 17: Lotte Shopping Co., Ltd.

Lotte Shopping opened its first Lotte Department Store in 1979. Today, it has 29 stores,
including three Yung Plazas (mainly for young people), two outlet malls, and a variety of
department stores, discount stores, and movie theaters in the Republic of Korea. The company
retails clothing, household goods, food products and other items. It has only recguatiytde

branch out into overseas markets. In 2008, its Singapore affiliate, Lotte Shopping Holdings
(Singapore) bought PT Makro Indonesia for US$ 212.6 million. It has also recently bought the
Chinese supermarket chain, Times Ltd., for US$ 629 milliondétitian, it has established a
department store in Moscow (in 2007) and one in Beijing (in 2008). The Lotte website is at:
http://www.lotteshopping.com.

No. 18: Hyundai Merchant Marine Co., Ltd. (HMM)

Hyundai Merchant Marine Co., Ltd. provides shipping éogistics services. Its principal

activity is to provide marine transport. Its fleet includes full container carriers, LNG carriers, oil
tankers, bulk carriers, and so forth. HMM was first established as Asia Merchant Marine on
March 23h, 1976, with acapital of KRW 200 million. Today, it has formed a global business
network with four international headquarters, 28 subsidiaries, 76 branches, six overseas offices
and 10 liaison offices. It was the first conventional liner service opened between Hestar

and the Middle East: in 1978. The major shareholders are Hyundai Elevator (19.3%), Hyundai
Heavy Industries (17.6%), and Hyundai Engineering & Construction (8.3%). The Hyundai
website is at: http://www.hmm21.com.

No. 19: Hyundai Mobis

Hyundai Mobg was established in July 1977 as Hyundai Precision Industry. It grew into the top
container manufacturer in the world and then, in the 1990s, switched to the automobile business.
It produced finished automobiles (fewheel drivers like Galloper and Sarmto) until the 1997

Asian financial crisis, after which it ceded its automobile division to Hyundai Motors and its
railway cars division to the Korea Rolling Stock Technology Corporation, as part of a
restructuring process. With the production of chassidutes in late 1999, the company

transformed itself into an integral auto parts company and formalized this transformation by
renaming itself Hyundai Mobis. In 2002, by ceding its plants and heavy machinery business to
the Rotem Company, Hyundai Mobis egped as the largest Republic of Korean auto parts
company with A/S parts sales, auto parts exports, and module parts manufacture as its operating
areas. Major shareholders are KIA Motors, with 16.8% of stock; followed by Mar@hung,

the former Chairmanf Hyundai Group, with about 6.96%; and Hyundai Steel, with 5.66%.
Foreign investors hold 35.92% of HM shares. The Hyundai Mobis website is at:
http://www.mobis.co.kr/eng.



No. 20: LG Chem. Ltd.

LG Chem. Ltd. is the largest Republic of Korean chemicaimany. It manufactures a wide
range of products from petrochemicals to khigttueadded plastics and higerformance
industrial materials. Its businesses operate in three major areas: chemicals and polymers;
industrial materials; and information techngyoand electronic materials. The company recently
reoriented its investment away from general chemical products to organiergfting diodes
(OLED) and other displayelated materials. Its main shareholders are Republic of Korean
institutional and indiidual investors (39.15%) and the LG Group (33.53%). Of the remaining
shares, nearly all (26.78%) are owned by foreign investors. The LG Chem website is at:
http://www.lgchem.co.kr.
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Chapter8i Mexi co0s gl obal pl ayer
A. Great diversity of outward-investing industries in 2008

Jorge Basave Kunhardt and Maria Teresa Gutiéideres

The first sur v e ynvesting fils,xeleasedios Deocembewl®,r2@09, focuses
on data for the year 2008.

Highlights of the report

The foreign assets of tH® companies ranked in table 1 below totaled about US$ 97 billion in
2008. Their overseas sales were about US$ 58 billion and the number of their employees abroad
was around 190,000.

The company in first place, Cemex, is ranked 45th among the 1@8tagnfinancial MNES in
the worl d t WerldInuddth@eit Rdpdoresented in its 2009 editidhin this same
report, in addition to CEMEX, another four Mexican companies appear among the 100 largest
nonfinancial MNEs of developing countriés.

The most common industries among the 19 Mexican companies on the list are food and
beverages (four firms) and nonetallic minerals and telecommunications (three each).

The oldest company in the ranking is Cerveceria Cuauhtémoc (today FEMSA), foungéf.in 1
All companies in table 1, with the exception of PEMEX, are privately owned and all, with the
exceptions of XIGNUX and PEMEX, trade on stock markets.

Three companies on the list include banks among their Mexican subsidiaries: GRUMA with
Banorte, Grup ELEKTRA with Banco Azteca, and Grupo Carso with Banco Inbursa and Casa
de Bolsa Inbursa.

The year 2008 was one of great dynamism in outward foreign direct investment (OFDI) for
several of the listed companies. However, some have adopted austerityanéasace the

n Supported byCarmen Uribe, Rocio Tapia, and Carmen Irene Rodriguez
"2 The foreign sales and jobs figuslude three companies in the ranking for which data was unavailable.

3 UNCTAD, World Investment Report, 2008ew York and GenevaJnited Nations, 2009pp. 2282301 n UNCTAD®S s
World Investment Report 2008emex ranked first among the top 15 TNCs from developing economies ranked by the number of
host economies of their affiliates (p. 30).

“ They are América Movil, FEMSA, Grumaglefonos de México S.A. de CWorld Investment Report, 20Q%. 231233).
The last of these companies, Teléfonos de México S.A. de CV, does not appear in our list in table 1 because a large part of i
Carso Global Telecom, was spun off since the UNCT&fbrt went to press.



world economic crisis: In Corporacién Durarigend XIGNUX,® there was divestment of their
international assets.

The geographical map of the OFDI of the listed companies reveals that the main destinations for
their investment flows are thénited States, especially the southern states, and Central and

South America, followed by Europe.

Table 1. Ranking of Mexican MNEsi 2008(US$ million)®

Rank Name Industry Foreign assets
1 Cemex Non-metallic minerals 40,334
2 America Movil Telecommuications 23,610
3 Carso Global Telecom Telecommunications 11,768
4 Grupo FEMSA Beverages 3,508
5 Grupo ALFA Diversified 3,439
6 Grupo México Mining 2,850
7 PEMEX Oil & gas 2,090
8 Gruma Food products 1,986
9 Grupo BIMBO Food products 1,850
10 Grupo Televisa Television, motion pictures, radio & 1,614
telecommunications
11 Cementos de Chihuahua Non-metallic minerals 952
12 Industrias CH Steel & metal products 790
13 Mexichem Chemicals & petrochemicals 730
14 Xignux Diversified 723
15 Grupo ELEKTRA Retail trade 520
16 Corporacion Durango Paper & paper products 250
17 Interceramic Non-metallic minerals 151
18 San Luis Corp. Automobile parts 114
19 Accel Food products 48
Total 97,327

Source IIEc-VCC survey of Mexican MNEs and consolidatednpany reports and websites.
#The exchange rate used is the IMF rate of December 31, 2008: US$ 1 = Pesos IBdi8@%ssing events that happened

before or after December 31, 2008, the exchange rates used may be different from the IMPeaetenbe31, 2008

Bits subsidiary, McKinley Paper Co., sold its conversion plant to US Corrugated Co.

®In December 2008, divestment began of the joint venture with Yazaki in XIGN&Réki in Brazil and Argentina.
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Table 2: Snapshot of the 19 selected Mexican MNEs2008 (US$ million and number of
employees)

Variable 2008
Assets

Foreign 97,327
Total 253,923
Share of foreign in total (%) 38.32
Sales

Foreign 58,408
Total 206,772
Share of foreign in total (%) 28.24
Employment

Foreign 195,583
Total 747,206
Share of foreign in total (%) 26.17

Source lIEc-VCC survey of Mexican MNEs and company reports and websites.

The big picture
Evolution of Mexican business group and outward investment

The first OFDI cycle for Mexican business groups occurred in the 1970s, after several decades of
expansion of the Mexican economy. During that decade, some of the largest manufacturing firms
in Mexico developed a broad stratedyparchasing competitor companies inside the country

and diversifying their businesses, which in some cases included the acquisition of banks and
other financial companies. They also embarked on an incipient process of internationalization
through exporteind OFDI.

This OFDI cycle during the 1970s coincided with that of several developing economies with
high growth rates during that and the preceding decade. Other developing countries with
important OFDI flows were India, Hong Kong (China), Brazil, andeXtina.

The peculiarity of the Mexican case was that, while in the other economies OFDI flows went
into countries with common borders and/or similar or lower levels of economic development, a
good part of Mexican OFDI was undertaken as sowtith invesment, in a market that was both
much bigger and much more developed: the United States.
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These flows were abruptly cut off with the foreign debt crisis of the 1980s. Companies even
divested their entire international investment assets as part of afoodicgngthen their
finances.

The second OFDI cycle occurred at the beginning of the 1990s, following (and feeding) the

Mexi can export boom. The actors were the coun
the 1970s) and, in several cases) e oldest, dating back to the first quarter of the 20th

century and even earlier. This second expansion, which is still continuing, has taken place

mainly through crosborder acquisitions and the main target areas have been the United States

and Centrband South America.

Some of the investments in the United States, such as those undertaken by food andtelevision
programming companies, have taken advantage of the market niches opened up by the growing
Latino population in that country.

In the cas®f investments by steel, auto parts, and glass manufacturing companies, their linkages
with multinational auto and beverage companies located in the United States and in South
America have been decisive.

The impact of the global economic crisis

The strog downturn of the U.S. economy that began in 2007 and accelerated in 2008 translated
into, among other effects, a rapid fall in Mexican exports, which plummeted 58% in the case of
oil and 21% for manufactured goods. The contraction in U.S. consumpticseaksely affected

the Mexican tourism sector. At the same time, revenue from remittances sent by Mexicans who
work in the United States also began to fall in 2008.

The global economic crisis had a deeper impact on Mexico than on other Latin American
countries. On average, Mexican companies saw their earnings drop 45% in 2008.

All these factors have unquestionably had an
only inside the country, but also abroad. Even when most Mexican MNEs showed a tradd towa
growth in their foreign investments, several of them have been forced to undergo a restructuring

in the process.

Given that the epicenter of the economic crisis emerged in the United States, and that Mexico
has a strong dependence on the U.S. mariete dviexican companies with a traditionally
outstanding performance in their operations abroad were displaced by other Latin American
companies, particularly by Brazilian firms.

The sustained growth that all of the Mexican MNEs had experienced sinc@teeHad also led
to considerable leverage that, with the fall in sales and earnings, has forced them to engage in
urgent renegotiations with their lenders.

One major case of the consequences of the crisis is the financial situaiiBiM&ix the
Mexicancement company with the highest ranking in foreign sales up to 2007. In 2008, it lost its
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leading international position, due to the bad results it posted in the United States, Spain, and
Great Britain, countries where its operations were very substantiavhere they were also very
much affected by the crisis.

In June 2009, the company put its operations in Australia up for sale to the Swiss giant Holcim

for US$ 1.86 billion. The transaction involves 249 concrete plants, 83 aggregate quarries, and 16
pl ants that produce concrete tubes in Austral
has been renegotiated.

In the case of America Movil, the recession that many economies are facing is likely to limit the
c 0o mp a ny 0'SIn @Qcrolem2008 fte most significant move that the company has carried

out occurred with the placement of a debt bond for US$ 750 million with a 5.105% yield, 185
basis points above comparable U.S. Treasury instruments. For the rest of 2009, America Movil
has covered therfancing that it requires. Through CitiGrupo, it has coordinatedtiernyg

loans® equivalent to US$ 1.5 billion with export credit agencies from Finland and Sweden
between November and Mardh.addition, the company has requested export financing that
invol ves a U0 500 million credit from Finnver a,
US$ 471.5 million from the Swedish agencies ExportkredithAmnden and AB Svensk. These
credits were obtained through CitiGrupo with anyar maturity, with an averadife of 5

years, and will finance the purchase of telephone equipment.

The global economic environment in 2008 led Grupo Alfa to post considerable declines due to

the fall in automobile production, with losses reaching almost US$ 791 mibhibars &s its

businesses include ayparts manufacturingn 2009, the group has faced various problems with

its auteparts subsidiary, Nemdks i nce it has had to extend the
(amounting to US$ 1.23 billion) with its bank creditors. Pagment of the debt has been

extended up to 2077 However, despite these problems, in the first six months of the year, the
group posted profits of about US$ 3.9 billion dollars.

A paradoxical case is that of the baking company BIMB®@ich is number e in the food

sector for Latin American sales. A good part of its excellent performance can be attributed to the
production in its overseas plants and not that much to its activities in Mexico. However, BIMBO
currently has a debt of US$ 2.30 billion wittx bank&' for the purchase of Weston Foods Inc,

(the US unit of a Canadian company) in December 2008, a deal which made Bih&Bading
coastto-coast baking company in the United States, displacing the Japanese company Yamazaki.
The Standard & Poor liay agency currently has a question mark ®&&BO on account of the

" Growth projections remain moderateis estimated that the company will boost its earnings between 7.5% and 8% to around
2.53 billion dollars. Analysts predict sales growth of around 10% to 6.78 billion dollars, due to the recession in flee oountr
which the company operates.

"8 previbusly, the company, the largest cellular phone carrier in Latin America, had reported that it had obtaiyeat arelit
line for US$1 billion with the China Development Bank (CDB) and had placed bonds in the Chilean debt market for an
additionaluS$145 million.

® Nemakproduces highiech aluminum components such as cylinder heads, engine blocks and transmission parts for the
automotive industry anklas plants in Mexico, the United States, Europe Ginida.

®®Nemakoés total debt, represents 51% of Alfads total net debt

81 Bank of America, BBVA, BANAMEX/Citigroup, HSBC, ING, and Santander.
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future amortization of its debt. The company expects to refinance its bridge loan for US$ 600
million and reduce its leverage in the next two yé&ars.

Mexican MNEs not included in the rmanking

For the four companies in table 3 below, it was not possible to find precise data on their assets
held abroad. However, it is clear that they have important direct investments outside the country.
Taken together, during 2008, they reported forasigies of US$ 2.9 billion, which suggests that

they would have been on our list of the top 20 Mexican MNEs had data on foreign assets been
available, especially in the cases of Grupo Carso, Grupo Kuo, and Grupo Vitro. We thus
consider it worthwhile to presit the available data that show their multinational character.

Table 3. Companies excluded from the ranking due to lack ofd&& million and number of
employees)

Assets Sales Employment Number |\ ber of
No. [Name Industry _ _ _ > |Host
Foreign [Total |Foreign [Total [Foreign [Total Foreign |, ntries
affiliates
Grupo Carso | N NA 6,586 1,044 5,430 |[NA 76,674 21 14
1 Diversified
2 Grupo KUO Diversified NA 1,498 P81° 2,042 |NA 15,300 |NA 9
Grupo VITRG [Norrmetaliic 2,462 697 2097 |NA 19,385 |NA 0
3 minerals
4 AHMSA Steel & mining |NA 3,816 [202?% 2,582 |[NA 18,961 H 2

Source lIEc-VCC survey of Mexican MNEs and consolidated company reports and websites.
&Foreign affiliates include industrial plants and in some cases distributors
®In 2008 Comegua, the Central and South American subsidiary, was deconsolidated.

82 Expansion July 2009, pp. 987.
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Annex 1: Tables and figures

Annex Table 1. Ranking of the 19 Mexican MNEs listed, key variables2008
(US$ million® and number of employees)

Rank | Name |ndustry Assets Sales Employment Number of | Number
Foreign | Total Foreign | Total Foreign | Total foreign of host
affiliates countries
1 Cemex Non-metallic minerals 40,334 | 45,084 14,572 17,582 | 41,586 56,791 27 21
2 America Movil Telecommunications 23,610 31,481 15244 24,989 | 36,351 52,877 30 17
3 Carso Global Telecon Telecommunications 11,768 | 24,085 | 5,414 14,324 | 12,38 | 56,624 | 29 6
4 Grupo FEMSA Beverages 3,508 13,377 | 3,859 12,147 | 35,647 | 132,000 | 27 8
5 Grupo ALFA Diversified 3,439 8,023 4,460 10,411 | 13,605 | 50,992 | 30 19
6 Grupo México Mining 2,850 8,491 2,880 5,820 3,678 18,928 | 3 3
7 PEMEX° Oil & gas 2,090 89,415 1,711 96,074 | 1,700 143,743 | 1 1
8 Gruma Food products 1,986 3,212 2,299 3,239 11,792 | 19,060 | 13 14
9 Grupo BIMBO Food prodicts 1,850 4,230 2,125 5,951 25,000 | 108,000 | 22 17
10 Grupo Televisa Television, motion, pictures, | 1,614 8,881 491 3,468 1,660 25,423 |2 2
radio & telecommunications
11 Cementos Chihuahua Nonr-metallic minerals 952 1,429 437 650 NA 2,897 18 2
12 Industrias CH Steel & metal products 790 2,590 1,623 2,838 1,790 5,648 7 2
13 Mexichem Chemicals & Petrochemicals | 730" 2,354 1,108 2,216 | NA NA NA 14
14 Xignux Diversified 723 1,659 1,196 2,234 NA 18,668 | 4 4
15 Grupo ELEKTRA Retail trade 520 7,423 348 3,055 6,862 37,121 |7 7
16 Corporacion Durango| Paper & Paper products 250 1,118 226 739 200 8,500 3 1
17 Interceramic Non-metallic minerals 151° 417 161 408 724 3,885 5 3
18 San Luis Corp. Automobile parts 114 511 163 503 1,29 4,122 3 2
19 Accel Food products 48 143 91 124 1,313 1,932 2 1
Total 97,327 | 253,923 | 58,408 206,772 | 195,583 | 747,206 | 670 144

Source IIEc-VCC survey of Mexican MNEs and company reports and websites.
& The exchange rate used is the IMF @gfteDecember 31, 2008: US$ 1 = Pesos 13.8325.

PPEMEX is a fully stateowned firm.

“Approximately onefourth of the assets are industrial plants and the remainder are distributors.

4Not including Bolivian employees.
€As of 2007.

fIncludes Telefonos de Mo 2007.
9Minimum estimated.

NCEPAL: "La inversién extranjera en América Latina y el Caribe", Naciones Unidas, Comisién Econémica para América Latipag48,

' Mexican exports included.
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Annex Table 2. Transnationality Index

Sales  Employment Transnationality

Ranking

F/T F/IT Index

o |[cemes 0.89 0.83 0.73 0.82
2 [[America Movil 0.75 0.61 0.69 0.68
: Carso Global Telecom e Aer 95 G
4  |Grupo FEMSA 0.26 0.32 0.27 0.28
Grupo ALFA 0.43 0.43 0.27 0.37

6  [|Grupo Mexico 0.34 0.49 0.19 0.34
7 PEMEX 0.02 0.02 0.01 0.02
8 Gruma 0.62 0.71 0.62 0.65
9  |[Grupo BIMBO 0.44 0.36 0.23 0.34
10  [Grupo Televisa 0.18 0.14 0.07 0.13

Cementos de

11 Chihuahua 0.67 0.67 NA NA
12 (Industrias CH 0.31 0.57 0.32 0.40
13 [Mexichem 0.31 0.50 NA NA
14 [Xignux 0.44 0.54 NA NA
qp SR ELERRE 0.07 0.11 0.18 0.12
16 | COPoracion burango 0.22 0.31 0.02 0.18
17 Interceramic 0.36 0.39 0.19 0.31
18  [San Luis Corp. 0.22 0.32 0.31 0.29
19  [/Accel 0.34 0.73 0.68 0.58

Source IIEc-VCC survey of Mexican MNEs and consolidated company reports and websites.
@The transnationality Index is calculated as the average of the following three ratios: foreign assets to total assale®teign
total sales, and foreign employment to totapyment.
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Annex Table 3. Host Countries of the listed Mexican MNEs
Source lIEc-VCC survey of Mexican MNEs and consolidated company reports and websites.

COMPANIES BY RANKING

HOST COUNTRIES .

Canada

North America

United States

Costa Rica n n n[n n
El Salvador n n n|n n n
Guatemala n|n n|n n n n n n
Honduras n n|n n n n
Nicaragua n|n n|n n n
Panama n n n n n n n n

Central America

Bahamas n
Bermuda n
Cayman Islands n
Haiti n
Jamaica n
Puerto Rico n
Dominican Republic n|n n n
Trinidad and Tobag_;o n

Caribbean

Argentina nfn|n|n n n n n n
Bolivia n n
Brazil nfn|n|n|n n n n n n n
Chile n|n |n n n n n
Colombia nfn|n|n n n|n n n
Ecuador n|n o
Paraguay n n
Peru n n n n n n n
Uruguay n n
Venezuela n n n|n n

South America

Germany n
Austria n n
Belgium n
Slovakia n
Spain n n n n n n n n
France n
Netherlands n
Hungary n n
United Kingdom n
Italy n n
Poland n
Portugal
Czech Republic n n
Sweden n

Europe

China n n nn
Philippines n
Malaysia n
India n
Indonesia n

Israel n
Thailand n

Asia

Australia n n

Dceania

Africa

Egypt n




Annex Table 4. The listed Mexican MNEs: Regionality IndeX- 2008

Company North America [Central America [Caribbean  [South America |[Europe Asia Oceania  |Africa
Cemex 5 10 29 24 5 19 5 5
America Movil 6 22 17 44 (6] (6] fo] fo]
Carso Global Telecom 8 40 o} 60 fo} fo} fo} fo}
Grupo FEMSA fo} f6) fo} 100 fo} fo} fo} fo}
Grupo ALFA 11 11 5 16 53 5 0 0
Grupo México 33 fo} fo} 57 fo} fo} fo} fo}
PEMEX 100 o} fo} 5 0 0 fo} fo}
Gruma 7 36 g 7 29 14 7 0
Grupo Bimbo 5 b6 fo} 42 b1 5 fo} fo}
Grupo Televisa 50 o} o} 5 50 fo} fo} fo}
Cementos de Chihuahua |5q o} fo} 50 0 0 fo} fo}
Industrias CH 100 o} o} 5 fo} fo} fo} fo}
Mexichem 7 43 o} 50 fo} fo} fo} fo}
Xignux 25 50 o5 fe) 0 0 fo} fo}
Grupo ELEKTRA 5 67 fo} 33 0 0 o o
Corporacion Durango 50 5 fo} 50 0 0 fo} fo}
Interceramic 33 67 o} o} fo} fo} o o
San Luis Corp. 50 fo} fo} 50 0 fo} fo} fo}
Accel 100 o} o} 5 0 fo} fo} fo}
Source lIEc -VCC survey of Mexican MNEs and consolidated company reports and websites.
*TheRegionalt y | ndex is calculated by dividing the number of a hiumbemd fereignaffiliatéesgqmd af fi | i at

multiplying the result by 100.

®Note that this table assigns one foreign affiliate per host potmeach company, since the exact number of foreign affiliates was not available for all companies. The regionality
Index given here is thus no more than an approximation.

24¢



Annex Table 5. The listed Mexican MNEs in stock markets

Company

Stock market

Cenex

Bolsa Mexicana de Valores
New York Stock Exchange

America Movil

Bolsa Mexicana de Valores

New York Stock Exchange

Mercado de Valores Latinoamericanos (Latibex) de la Bolsa de Mad
Espafa

Carso Global Telecom

Bolsa Mexicana de Valores

Grupo FEMSA

Bolsa Mexicana de Valores
New York Stock Exchange

Grupo ALFA

Bolsa Mexicana de Valores
Mercado de Valores Latinoamericanos (Latibex) de la Bolsa de Mad
Espafia

Grupo México

Bolsa Mexicana de Valorés

PEMEX Bolsa Mexicana de Valores
New York StockExchange

Gruma Bolsa Mexicana de Valores
New York Stock Exchange

Grupo Bimbo Bolsa Mexicana de Valores

Grupo Televisa

Bolsa Mexicana de Valores
New York Stock Exchange

Cementos de Chihuahua

Bolsa Mexicana de Valores

Industrias CH

Bolsa Mexicana d¥alores
American Stock Exchange

Mexichem

Bolsa Mexicana de Valores

Xignux

Bolsa Mexicana de Valores

Grupo ELEKTRA

Bolsa Mexicana de Valores
Mercado de Valores Latinoamericanos (Latibex) of the Madrid stock
Exchange

Corporacion Durango

Bolsa Mexicanale Valores

Interceramic

Bolsa Mexicana de Valores

San Luis Corp.

Bolsa Mexicana de Valores

Accel

Bolsa Mexicana de Valores

Source IIEc-VCC survey of Mexican MNEs and consolidated company reports and websites.

2Southern Copper Corporation, a subsigliarf GMéxico, trades on the Bolsa de Valores de Lima and the New York Stock

Exchange under the ticker symbol PCU.




Annex Table 6.

Major crossborder mergers and acquisitions’ 2008(US$ million)

Date Acquiring company Target company Target industry Target country | % of equity Value of
acquired transaction
21 December Xignux IndoTech Manufacturer of India 54.35
Transformers
7 to 8December Grupo Bimbo Dunedin Holdings S.a.R.L. Food products United States 100 2.3
subsidiary of George Weston
Limited (Canadd)
28-November Mexichem Colpozos Pumping equipment Colombia
7-August Ameérica Movil Estesa Holding Corporation Telecommunications | Nicaragua 100 47.8
July Grupo ALFA Braedt Cold cuts producer Peru 100
20-June Mexichem Bidim Geotextiles Brazil 100
30-April and 16June| Grupo Bimbo Nutrella Alimentos S.A. Food products Brazil 75 114.2
11-June Mexichem Geotextiles of the Peru Geotextiles Peru 100
May Grupo FEMSA Refrigerating agents Minas Bottling Brazil 100 364.1
Gerais (REMIL)
2-April Grupo Bimbo Plucky, CORP. Food products Uruguay 100 8.8
25-March Grupo Bimbo Lido Pozuelo, CORP. Food products Honduras 100 16.4
17-March Cementos de Chihuahua | The Bosshart Company Inc. Cement United States 100 16.9
March Cemex Lime & Stone Produ@n Cement Israel 100 41
Company Lt
21-February Grupo Bimbo Firenze Food products Brazil 100 13.3
30-January Mexichem Dripsa Irrigation equipment Argentina 100
25-January Cementos de Chihuahua | American Cement Corporation, | Cement United States 100 11.8
Inc
23-January Mexichem Plastubos PVC Pipe Brazil 70
17-January Xignux Consulting Services Engineering services | Panama 100
15-January Cementos de Chihuahua | Alliance Concrete Inc. Cement United States 100 80.8
2-January Grupo Bimbo PanificioLaura, Ltda. Food products Brazil 100 14.6
Total 732

Source IIEc-VCC survey of Mexican MNEs and consolidated company reports and websites.
2WEFI, located in the East Coast of the United States, geographically and commercially complementstibesoipataGrupo Bimbo had acquired in 2002: George Weston Inc.
on the west coast of the United States.
®During the second quarter of 2008, the remaining 50% of L&S was acquired. On December 31, 2008, Cemex Holdings (Iseete tHer100% owner thfe Lime & Stone
Production Company.
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Annex figure 1. Breakdown of the foreign assets of the listed Mexican MNEs by main

industry - 2008

Diversified
4%

Foods
4%

Mining
3%

€levision, motion,
pictures & radio

Beverages

4%

Oil & gas
2%

2%

Automobile parts

Foreign assets (US§

Number of

Industry million) companies Companies

Non-metallic minerals 41,437 3 .CEMEX’ C_ementoseiChihuahua,
interceramic

Telecommunications 35,378 2 America Movil, Carso Global Teleco

Diversified 4,162 2 Grupo ALFA, Xignux

Foods 3,884 3 Gruma, Bimbo, Accel

Beverages 3,508 1 Grupo Femsa

Mining 2,850 1 Grupo Mexico

Oil & gas 2,090 1 PEMEX

Fadios telecommunications [ ! Grupo Televisa

Steel & metal products 790 1 Industrias CH

Chemicals & petrochemicals 730 1 Mexichem

Retail trade 520 1 Grupo Elektra

Paper & paper products 250 1 Corporacion Durango

Automobie parts 114 1 San Luis Corp

Total 97,327 19

Source lIEc-VCC survey of Mexican MNEs and consolidated company reports and websites

251



Annex figure 2. Foreign affiliates of the listed Mexican MNEs by region 2008’
(number of affiliates)

8 Europe ¥r28

North
America

Central America
and Caribbean

44

South
America

51

Oceania
2

Source lIEc-VCC survey of Mexican MNEs and consolidated company reports and websites.

aThe number of affiliates is taken to be one per host country, as the actual number was not available for all companies.
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Annex figure 3. Head office locations of the 19 selectddexican MNEs - 2008

Nusvo Ledn
Chihuahua :Eeht;rse:
Camentos Chihuahua
B Grupo ALFA
Interceramic
Gruma
Accel

Xignux

5

Distrito Fedaral

america Movil

Carso Global Telecom
PEMEX

Grupo México

Grupo Bimbo

Grupo Televisa

Grupo ELEKTRA
Corporacion Durango
5an Luis Corp,

Source lIEc-VCC survey of Mexican MNEs and consolidated company reports and website.
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Annex figure 3. FDI inflows and outflows, 1982008
(US$ million)
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Source United Nations Conference on Trade and@®epment (UNCTAD)FDI STAT Onrline databas¢Geneva: United
Nations Conference on Trade and Developmétt).//stats.unctad.org/FDI/ReportFolders/reportFolders,asmessed
November 17, 2009.
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Annex figure 4. Inward and outward FDI stock, 19862008
(US$ million)

350000

300000

250000 //
200000

/ —— FDI Inward stock
150000 /

—— FDI Outward stog
100000
50000 /
_/
0 ‘/\/

Q0 0 O © VOOV OOO OO O [eoleole )]
[XoNoNooNoNoNoNoloNoNoloNoNoloNoloNooJeolojoololoNo N o]
A A A A A AT A A A AAAAA AAATN NN NANNNNN

Source United Nations Conference on Trade and Development (UNCTRDI)STAT Orline databas¢Geneva: United
Nations Conference orrdde and Development)tp://stats.unctad.org/FDI/ReportFolders/reportFolders, asmessed
November 17, 2009.
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Profiles of the top Mexican MNEs

l. Profiles of the top 19
CEMEX®

Cemex, founded in 1906 under the name Cementos Mexicanos, has been in operation for

over 100 years. Since the merger with Cementos Portland Monterrey in 1931, the growth of
what i s today the wor | dbasbeenconstahh1923r gest c e me
CEMEX purchased Cementos Portland del Bajio, located in central Mexico, and three years

later the company began to trade on the Bolsa Mexicana de Valores (BMV), the Mexican

stock exchange, and also acquired Cementos de Guadalajara. Subseqbegty, ib

trade on the New York Stock Exchange (NYSE).

Through ceinvestments with U.S. companies, CEMEX was able to launch export
operations in 1986. Its expansion continues the same year through the acquisition of
Cementos Andhuac and two years lateméntos Tolteca.

At the beginning of the 1990s, the companyos
market through the purchase of the Spanish companies Valenciana and Sanson. In 1994,
CEMEXG6s operations expanded CBMEXdcguiredlest er n H
Cementos Nacionales in the Dominican Republic, Venceremos in Venezuela, Cementos

Bayano in Panama, and Balcones in the United States. In 1996, it acquired Cementos

Diamante and Semper in Colombia, in 1997 Rizal Cement, and one year |a@t€zekirent

in the Philippines. By 1999, it had initiated operations in Africa with the purchase of Assiut

Cement Company in Egypt. That same year it acquired Cementos del Pacifico in Costa

Rica.

In 2000, its growth continued with the purchase of Southdéwvenjn the United States and

the following year the Saraburi Cement Company in Thailand and the Puerto Rican Cement
Company in Puerto Rico. In 2005, it acquired RMC in the United Kingdom and,two years

later, the Australian cement company Rinker. The@mpy 6 s mai n sharehol der
Zambrano family

America Movil S.A de C.V.

America Movilds main activity is cellular te
It has close to 183 million subscribers in Mexico, Latin America, and the United $tates.

is the largest provider of wireless telecommunication services in Latin America and the

third largest cellular phone company in the world. America Movil was created in

September 2000 as a sqiff from Telefonos de México (Telmefcontrolled by the

businessman Carlos Slim. Most of the international investments remained in America

Movil.

8 All information about this company was obtained from the CEMEX website (sevmexmexico.com).
8 After Lafarge and Holcim.
8 Originally statecontrolled but privatized in 1990.
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In the foll owing year, the new companyds sto
shareholders. The company has subsidiaries and joint investments in the

telecommunicatins sector in the United States, eight South American countries, seven

Central American and Caribbean ones, and of course M&xico.

By 2005, America Movil already had over 93 million users of wireless telecommunications.
Its main shareholder remains Carkisn Helu.

Carso Global Telecom

Carso Global Telecom was originally part of Telefonos de México (Telmex), a company
under government control that was privatized in 1990.

In 2007, Telmex separated its operations in Latin America to give birth to Géobal
Telecom. In turn, Carso Global Telecom is a shareholder in Telmex Internacional (73.9%),
with AT&T as its partner (22.2%).

Grupo FEMSA® S.A. de C.V.

Originally known as Cerveceria Cuauhtémoc, the company has been operating as FEMSA
since 1980specializing in the production of beer and soft drinks.

It is the integrated beverage company with the highest sales volume in Latin America. In
operation since 1890when Cerveceria Cuauhtémoc was foundiedl918 it created a

company to promote theducational and economic development of its personnel and their
families, which led to the founding in 1943 of the Monterrey Technological Institute of

Hi gher Education, one of the countryds most
incorported Cerveceria Tecate in Baja California and, in 1978, entered the retail trade

business through its Oxxo convenience stores. In 1979, it acquired & Glacanchise,

which led to the acquisition of Co€zola in Buenos Aires, Argentina. In 2003, FEMSA

acquired bottling companies in Central and South America and becam&@taa 6 s | ar ge s
bottler in the region. I n 1985, it acquired
second largest brewery and one of the biggest exporters of beer to the thtiksd IS

main shareholder is the Garza Laguera family.

Grupo Alfa
Grupo Alfa has its origin in a series of companies founded in the 194é{data y LAmina

S.A. (steel) and Celulosa y Derivados S.A., Nylon de México S.A. and Fibras Quimicas
S.A. (chenicals)

8 |n Mexico, America Movil operates under the Telcel trademark and has 36 million users and nediftyroof the
market shareSee CNNexpansion Fich&meral; http://www.cnnexpansion.com/empresas/ameniwval-s-a-de-c-v.

87 Fomento Econémico Mexicano.
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The group was founded in 1967 and, in 1973, took the name Grupo Alfa. At present it is
comprised of four business divisions: aluminum auto parts, petrochemicals,
telecommunications, and food products.

The group currently has plants in the \@ditStates, Germany, Canada, Costa Rica, El
Salvador, the Czech Republic and Slovakia. Its exports go to 45 countries worldwide.

The groupbs operations are conducted through
Sigma, in refrigerated food produchéemak, in aluminum and autoparts; and Onexa,

which functions as the shareholder of the Mexican part of the Alestra telephone company.

In addition, Alfa owns Terza and Colombin Bel, companies specializing in the production

of carpets and polyurethane foaatber. Its main shareholder is the Garza Sada family.

Grupo Mexico

This company originated as American Smelting and Refining, which in 1956 established

ASARCO Mexicana and in 1978 created the Grupo Industrial Minera México holding

company. Thesubsidar y t hat encompasses the groupdos mi
Since 1988, it has participated in public bidding processes, acquiring Minera de Cobre and

Minera Cananea from the federal government. Among the minerals and chemicals that the
company produceare copper (more than 50%), molybdenum, silver, zinc, sulfuric acid,

gold, and lead.

The company has operations in Mexico and Peru (Southern Copper Corporation). In 1997,
its subsidiary Infraestructura y Transportes de México, created the company Grupo
Ferroviario Mexicano that acquired, through public bidding, total equity control in
Ferrocarril PacificoNorte (currently Ferrocarril Mexicano).

Grupo México is listed on the BMV and its products trade on the London Metal Exchange
and the New York Memntile Exchange.

Petréleos Mexicanos (PEMEX)

The Mexican oil monopoly, PEMEX, founded in 1938 as a result of the nationalization of
the oil industry, is the only statasvned company in the ranking, being 100% owned by the
federal government.

Pemexconr i butes a third of the public treasury?o
suppliers of crude to the United States.

The company is organized in business divisions focused on exploration, refining,
petrochemicals, and international activity. It exportauad 80% of its crude oil production

to the United States. One of its international divisions, PEMEX International Group, is a
shareholder in PMI Norteamérica, which in turn is a 50% partner with Shell Oil Co. in the
ownership of the Deer Park refinerytire state of Texas.
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In the second quarter of 2008, thesmtee ned ent er pri sebds oi l expor
million barrels per day (bpd), although this represents a 18.3% fall over the same period of
the previous year.

Since 2008, Pemex has seen didean production at its gigantic but old Cantarell olil
field, where output is now at one million bpd, half the level produced in its peak period in
2004. It does not trade on the stock market.

Gruma, S.A.de C.V

Founded in 1949, larBadtrAdudersof corh feour and tortilldsd Is
mainly specializes in the production, marketing, distribution, and sale of corn flour,
packaged tortillas, and wheat flour. It mostly operates through the following subsidiaries:
Gruma Corporation, which pdoices corn flour and tortillas in the United States and
Europe, and is 100% owned by GRUMA,; Grupo Industrial Maseca (GIMSA), which
produces corn flour in Mexico; Molinera de México, a wheat flour producer in Mexico;
Gruma Centro América, based on CostaaRand Productos y Distribuidora Azteca, which
produces packaged tortillas with operations in northern Mexico. In addition, GRUMA
produces corn and wheat flour in Venezuela through MONACAand has operations in
Europe, Asia, and Australia. The company hasentiean 19,000 employees and 74
industrial plants. About 43% of its sales are in the United States and Europe.

GRUMA owns 10% of the BANORTE bank. Its main shareholder is the Gonzalez Barrera
family.

Grupo Bimbo S.A. de C.V.

Gr upo Bi mb o s third largebt @akingacompahy Founded in 1945 in Mexico

City, it enjoyed such rapid growth that by 1978 it had 12 plants and had launched the
operation of the company fAPasteles y Bizcoch
AProduct os Maame time,lthe compadytlauriched the first production plants

for ARicolinodo candies and chocol ates and AB
AControladora y Administratora de Pastelerza
chain.

Grupo Bimbabegan its international expansion in 1990, with exports of its products to the
United States and the opening of its plants in Argentina, Brazil, Chile, Peru, Uruguay,

Venezuel a, Austria, the Czech Republtsc, and,
sales force tops 40,000 employees who cover more than 20,000 routes and attend to
approxi mately 550,000 points of sale. Grupo
family.

Grupo Televisa S.A.

Originally known as Telesistema Mexicano, the compaay founded in 1955, when the
Azcarraga and O'Farrill families were granted concessions to operate the TV channels 2
and 4 in Mexico City as well as several stations elsewhere in the country. Grupo Televisa is
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a pure holding company whose subsidiaries@ased on the entertainment and media
industry, making it the largest company in the sector in the Spapesking world.

Through its subsidiaries and strategic associations, Grupo Televisa operates television
channels 2, 4, 5 and 9 in the Mexico Citgtnopolitan area, in addition to 220 relay
stations and 33 local channels. It produces and transmits television programs, operates
restricted TV signals, distributes television programs for the domestic and international
markets, develops and operatesdisatellite TV services for home viewing, operates
publishing houses and the distribution of publications, provides cable TV, produces and
broadcasts radio programs, promotes sporting events and special events, produces and
distributes movies, and opersta horizontal web page. In Spain, the company owns
slightly more than half of Radiopolis in a joint investment with the Spanish Grupo Prisa.
Emilio Azcérraga Jean is the majority stockholder.

Grupo Cementos de Chihuahua

Founded in 1941, Grupo Cemeste Chihuahua produces, distributes, and markets

Portland gray cement, mortar, premixed concrete, concrete cinder blocks, plaster and other
building materials in Mexico and the United States, and has a 47% equity stake in

Boliviana de Cemento, acquired2n0 0 5. The company6és annual pro
million tons and it has more than 2,800 employees. In 2006 it acquired 100% of the equity

in the American companies The Hardesty and Alliance Transportation, kndvidas

whichjoined theranksofte companyds plants in South Dakot

Industrias CH

The companyods origin dates back to 1934, whe
specializing in the production of hand tools. In 1938, its name was changed to Campos
HermanosS.A. but it was not until 1960s that it entered its current activity. In 1991, the

company was acquired by the current management.

Industrias CH produces and processes steel. It is the main producer of special steels in

Mexico and the market leader inaseed pipe, steel structural profiles and commercial

profiles. In July 2005, ICH, together with its main subsidiary, SIMEC, acquired 100% of

the equity of Pav Republic, company leader in the special steels market in the United

States. Through Pav RepublicCH and SI MEC are now present in
automotive market. In terms of production capacity and sales volume, it has been one of the
fastestgrowing Mexican steel companies in the past few years. It has 15 plants in Mexico,

the United Statesprad Canada t hat empl oy more than 5, 60
shareholder is the Vigil Gonzéalez family.

Mexichem

Mexichem is a pure holding company, with two productive chains involving-eimgride

and fluorine. The company is a 100% Mexicaoup, comprised of chemical and
petrochemical companies that are leaders in the Latin American market, and it exports to
more than 50 countries. It is present in a wide variety of sectors such as construction,
coolants, and auto. Mexichem had its origms.icompany known as Cables Mexicanos,
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founded in 1953. In 1978, the Grupo Industrial Camesa holding company was created,
which originally held equity control of Cables Mexicanos. In that same year, the company
began to trade on the Bolsa Mexicana de \é@om 1986, it incorporated Compania

Minera Las Cuevas, a company that produced fluorite. In December 2003, it increased its
equity stake in Subsidiaria Mexichem, previously owned by the French company Grupo
Total, from 50.4% to 93.79%.

The company hadeveloped an expansion strategy that integrates its operations vertically
and horizontally. Mexichem is the main producer of PVC resin in Latin America (40% of
the market) and PVC pipes (30% of the market). Its main shareholder is the Del Valle
family.

Xingnux

Originally Conductores Monterrey, Xingnux was founded in 1956. It is comprised of three
business divisions: electric cables, electric transformers, and food products. Its main
shareholder is the Garza Herrera family. Xingnux does not trade atcakymarket.

Grupo Elektra

Originally known as the Salinas y Rocha department store, the company was founded in
1906. Since 1950, it has specialized in the production of household appliances. Its first
operations involved the production and markebhgadio transmitters in 1957, the year in
which it opened the first Elektra store, a Grupo Salinas company. Its catalog of products
and services has expanded to furniture, minor household products, and household and
electrical appliances. In 2002, it e#¢ed authorization from the Finance Ministry to

operate a multiple banking institution, Banco Azteca, which was followed by an insurance
company and a Pension Fund Manager. In addition to Mexico, Elektra has a presence in
Central and South America with meothan 1,000 stores. Its main shareholder is Ricardo
Salinas Pliego.

Corporaciéon Durango

The origins of the company date back to a merger between a forest product transportation
company and a regional wholesaler of construction materials in 1975.

Codusa is currently the countrybds | argest

boxes with 1.9 million short tons and more than 8,000 employees. It controls companies
that operate in the lumber, cellulose, paper, and paper products industnesnlfgoducts
are kraft paper, sawed wood, chemicalgogducts, kraft cellulose, ctp cellulose,
corrugated packaging, and paper bags. Among its main subsidiaries is the newsprint
producer Pipsamex with an annual production of 142,000 short tons. Itsmaagmolder

is the family Rincon.
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Interceramic

Founded in 1978, Interceramic is a company dedicated to the production and sale of
enameled ceramic tile for floors and coverings and related products for their installation. It
has four plants, three @hihuahua and one in Garland, Texas, whose production is
earmarked for the Mexican and U.S. markets. With operations dating back to 1978, today
Interceramic has an installed capacity of 33 million square meters a year and employs more
than three thousandorkers in eight subsidiaries. Its main shareholder is the Almeida

family.

San Luis Corporacion, S.A. de C. V.

In 1929, Rassini, the first company of the current group began operating in Mexico City. In
1967, Minas de San Luis was listed on the BMV/1979, a group of Mexican investors
headed by Antonio Madero Brachacquired most of the equity of Minas de San Luis,
establishing Industrias LUISMIN as the holding company. In 1988, Minas de San Luis
acquired Rassini, which already had a plant in Xtalo; two others in Piedras Negras,
Coahuila, and a design, engineering, and customer service office in the Detroit, Michigan
area. In 1990, the expansion of the steel coil plant and the springs and torsion bar plant
began operating, positioning itselfashe wor | dés | argest manufactu
more than 10 million parts annually. In 1994, San Luis Corporacion acquired a plant
located in San Martin Texmelucan, Puebla, now known as R&3sinos. In 2002, the

holding company sold its mining dsion in order to concentrate on the auto parts business,
which represents 88% of its revenue. Its main shareholder is the Madero family.

Accel S.A.

Originally incorporated as Ponderosa Industrial S.A., the company emerged a®f spin

from Grupo Chhwahua in 1991. It is a group of companies largely focused on providing

storage, logistics, real estate, and distribution services and producing candies. One of its

two divisions offers solutions in the handling of both refrigerated and dry merchandise in
warehouses, providing services for inventory management, freight consolidation and
deconsolidation, platform crossing, selection and packaging, and marketing distribution and
services. Accel has approximately 186,000 square meters for storage and idistrithe

manufacturing division is comprised of Elamex, S.A. de C.V., a company with

manufacturing operations and real estate activities in Mexico and the United States. Candy
production takes place in Ciudad Juarez, Chihuahua, with a plant of nearl9 $G.Gbe

meters. The preparation, packaging, distribution, and sale of dried fruits and nuts (peanuts,

al monds, pecans, pistachi os, etc.) 1Is carrie
surface area of some 17,000 square meters in El Paso, Texag IA@ s mai n shareho
the Vallina family. The company trades on the Mexican stock exchange.
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ll. Profiles of the four excluded from the top 19 owing to a lack of data
Grupo Carso S.A. de C.V.

The company was established in 1980 as Grupo Gakaseltged from a series of

companies acquired by Casa de Bolsa Inbursa, controlled by Carlos Slim Hell between
1982 and 1988The company acquired most of the equity in Cigatartes Gréaficas

Unidas, Fabricas de Papel Loreto y Pefia Pobre, Galas de Meaidmrn’s Hermanos,
FRISCO, Industrias Nacobre, and Porcelanite 990, the company absorbed Corporacién
Industrial Carso through a merger, changing its name to Grupo Carso. In that year, in
alliance with Southwestern Bell International Holding, Franabl€s et Radio and other
investors, the company acquired control of Teléfonos de México (Telmex) through a public
bidding process. Subsequently, Grupo Carso and Telmex separated. In 1991, Grupo Carso
acquired 35% of Euzkadi and in the following yearsvested in Condumex, Grupo

Aluminio, General Tire de México, Sears Roebuck de México, Conductores Latincasa,
Controladora y Operadora de Pastelerias, FerroSur, CompuSA, JC Penney México,
Pastelerias Monterrey, and Dorians. It also created Carso Infragstryctonstruccion

and MixUp music and video storéhe group solduzkadi and General Tire,

Controladora y Administradora de Pastelerias, Ferrosur, and Arte Graficas Unidas.

This diversified business conglomerate is currently engaged in the tobaccpadst
aluminum, copper, mining, rubber, telecommunications, construction, and retail sectors.
Its main shareholder is Carlos Slim Held.

Grupo KUO

Previously known as Grupo DESC, the company was founded in 1973. It has three
industrial divisions: ato, chemicals, and consumer goods.

It is currently one of the countryb6s most i
control or maintain a majority interest in around 85 companies. About 40% of its sales
correspond to the chemicals busin&&s to food products, 10% to the car parts branch,

and 15% to its real estate division.

Its main shareholder is the Senderos Mestre family.
Grupo VITRO S.Ade C.V.

Founded in 1909 and originally known as Vidriera Monterrey, the company is one of the
wor |l doés |-paodugimgsdnglognerates ¢for the most part containers for beverages,
liquor, and the pharmaceutical industry, and sheet glass for the auto and construction
industries). It is an expoedriented company that ships its products to ntioa@ 70

countries worldwide

Grupo Vitrods subsidiaries conduct business

with installations and distribution centers in countries located throughout the hemisphere
and in Europe.
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Vitrods c omp &ledfe multiple nnaketscthat inglude glass for motor

vehicles and construction; glass bottles for wine and liquor, cosmetics, pharmaceuticals,
foods and beverages. Vitro also produces raw materials and machinery and equipment for
industrial use, whichra vertically integrated in the container business division.

Grupo Vitrods subsidiaries do business throu
installations and distribution centers in eight countries, in North, Central and South
America, and in Eunge. Its main shareholder is the Sada family.

AHMSA

The company, founded in 1942 as Altos Hornos de México, was under state man&gement
until it was privatized in 1991. It was acquired by Grupo Acerero del North S.A de C.V
with the coal and iron mine epations being incorporated into the steel company.

AHMSA specializes in steel production. In Mexico, its market share is 16.3% for steel,
32% for flat products, and 13.3% for exports of finished steel products. It has several
subsidiarie® that operat@ight mines. The iron mines are operated by Minera del Norte
S.A. and Cerro de Mercado S.A. Its other two subsidiaries, Minerales Monclova S.A. and
Minera Carbonifera Rio Escondido S.A., operate four coal mines whose production of
thermal coal is used ife=tric power generation.

'n the first year of the companyds operations (1944), its
risen to 2,000,000 tons by thedeof 1960.

8 As of May 25, 1999, the company and its subsidiaries had suspended payments after having accumulated more than
US$800 million in debt and it was not until 2006 that it was able to rectify this situation.
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B. The impact of the global crisis on Mexican MNEs varies by
industry in 2009

Jorge Basave Kunhardt and Maria Teresa Gutiéitieres

The second annual of Mexican MNESs, released on December 14, 2010, focuses on data for
the year 2009.

Highlights

In 2009, the 20 companies listed in table 1 below posted about US$ 117 billion in foreign
assets, 63 billion in foreign sales, and had 227,484 employees in their overseas operations.
The top three companies on the list are CEMEMefica Movil, and Carso Global

Telecom, which together controlled US$ 86 billion in foreign assets, which was 73% of the
total on the list. The leading sectors on the list are food and beverages (4 firms), non
metallic minerals (4 firms), and telecommuations (2 firms).

In keeping with the tradition in Mexican OFDI, most of the investments were undertaken in
Latin America and the Caribbean and in North
These regions were followed in importance by Western Euiprican outward FDI has

now also begun to appear in China, India, and Australia.

The shares of all companies ranked in table 1 are publicly traded, with the exception of
PEMEX, which is 100% statewned, and Xignux, which is a privately held farmilyned
firm.

Table 1. The top 20 Mexican MNESs, by foreign assets, 2009 (US$ millioh)

Rank | Company Industry Status’ Foreign assets
1 CEMEX Non-metallic minerals Listed (Nil) 39,607

2 America Movil | Telecommunications Listed (Nil) 29,470

3 Carso Global Telecom | Telecommunications Listed (Nil) 16,891

4 Grupo México Mining Listed (Nil) 7,742

5 Grupo FEMSA Beverages Listed (Nil) 5,222

6 Grupo Bimbo Food products Listed (Nil) 4,816

7 Grupo ALFA Diversified Listed (Nil) 2,759

8 PEMEX Oil & gas arggéf)d 2,090

% \With technical support provideay Carmen Uribe, Iris Velasco, and Carmen Irene Rodriguez.
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9 Gruma Food products Listed (Nil) 2,056
10 | Grupo Televisa :;J?S’z'?er}egoﬁfn”uﬁ:ggﬂfgﬁs Listed (Nil) | 1,565
11 Mexichem Chemical & Petrochemicals | Listed (Nil) 1,520
12 Cementos Chihuahua | Non-metallic nminerals Listed (Nil) 1,312
13 Xignux Diversified Unlisted (Nil) | 735
14 Industrias CH Steel & metal products Listed (Nil) 574
15 Grupo VITRO Non-metallic minerals Listed (Nil) 397
16 Grupo ELEKTRA Retail trade Listed (Nil) 246
17 San Luis Corp. Automoble parts Listed (Nil) 122
18 Interceramic Non-metallic minerals Listed (Nil) 98
19 Accel Food products Listed (Nil) 87
20 Corporacion Durango | Paper & paper products Listed (Nil) 76
Total 117,385

Source IIEc-VCC survey of Mexican MNEs and company eports and websites.

Al t hough we speak of the O6top 2006 Mexican MNEs here,
|l i kely candidates for the bottom half of the |ist. Fo
t he thelpw. 2006

®The exchange rate used is the IMF rate of December 31, 2009: US$ 1=Pesos 13.0659.
°The percentage in parentheses is the percentage of shares controlled by the state.

Profile of the top 20
Changes in the composition of the list and in rankings

There were no dramatic changes in the ranking between 2008 and 2009. The top three
companies in the ranking remained where they were, accounting in 2009 for 61% and 73%
of the foreign sales and assets of the list. CEMEX has been the most important global
Mexican MNE for nearly two decades. America Movil and Carso Global Telecom are more
regional players, with a fairly recent but very strong expansion in Latin America (annex
table 2).

The most notable change was the addition of Grupo Vitro to the lit pl&ce); this is a
conglomerate with extensive glasenufacturing operations. The biggest change was a
decline: Corporacion Durango fell from the 16th place in the 2008 ranking to 20th in 2009
I unsurprisingly, since its assets fell simultaneously fti8$ 250 million to US$ 76
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million.** Other changes involved the following firms: Grupo México, which rose from 6th
to 4th place due to strong investnféttat enabled it to recover control of the US company
ASARCO; Grupo Bimbo, which went from 9th to 6tlapé as a result of the purchase of
Weston Foods in the United States; and Mexichem, which went from 13th to 11th place by
acquiring two petrochemical companies in Brazil and Colombia (annex tables 4 and 5).

It has not been possible to obtain data orotle¥seas assets or numbers of workers
employed abroad for two publicly traded companies with important levels of outward
investment, Grupo Carso and Grupo KUO (diversifiédhree other MNEs, Grupo Lala
(food products), MABE (furniture), and Grupo Proéaato parts) are unlisted, family
owned firms,that do not publish or provide financial information. It has thus not been
possible to consider any of these five companies in the 2009 report.

Drivers of outward FDI

With the opening up of the Mexican ewony at the end of the 1980s, the main motives
behind Mexican investment abroad were market diversification and the need for companies
to raise their competitiveness in response to the opening of the domestic market. Mexican
companies also wanted to tald/antage of the opportunities offered by economic
liberalization in Latin America and their background as exporters of manufactured goods.

In Central America, they exploited low labor costs and, in the United States and Europe,
they exploited input qualitgnd skilled labor. More recently, the strength of the Asian
markets has begun to attract investment from some Mexican MNEs.

Ownership and status

PEMEX is the only statewned Mexican MNE (with100% state control) on our list and

one of two companies dhe list (the other being Xignux) that do not trade on any stock
exchange. Of the other 18, all are listed on the Bolsa Mexicana de Valores and nine are also
listed on a foreign stock exchange, most often the New York one (annex table 3).

Regional and gbbal MNEs

Twelve of the 20 MNEs have expanded on a regional level, while eight have acquired a
global projection. Although there is no clear pattern of differences between the regional and

“The data used in 2008 came from the companyod6s website and
in our 2008 report were thus probably overvalued. The data for 2009 come friBEctVCC survey.

92 With a cash contribution of US$ 720 million and having obtained financing for US$ 1.5 billion, Grupo México
recovered equity control of ASARCO, which it had lost in 2005 due to proceedings under chapter 11 of the US
Bankruptcy Code as@nsequence of the subsidiary having incurred in environmental, fiscal, and financial liabilities that
led to the bankruptcy.

9f such data were available, these two companies would almost certainly form part of the ranking, since they posted
overseasales of US$ 787 million and US$ 696 million respectively in 2009.

% These three firms are not as large as Grupo Carso and Grupo KUO but, judging by recent press information, they may
have investments abroad that are large enough to make them candiddte o &tom quarter of our ranking.

267



the global, it is obvious that the most globalized firms are CEMEmMbo, ALFA, Gruma,
and Mexichem (annex table 2).

Transnationality Index

The transnationality index (TNI) is calculated as the average of the following three ratios:

foreign assets to total assets, foreign sales to total sales, and foreign emptoyiotaht

empl oyment . 't i s expressed as a percentage
highest TNI: 79. The TNI of half the MNEs exceeds 40, with most of them to be found in

the top half of the ranking. Considering the TNI by industry, we ttwt all firms in the

food products business have a TNI over 50 (annex table 1).

Top 10 M&A deals in 20072009

The greatest number of acquisitions occurred in 2007, with the most important among them

being the purchase of the Rinker Group (AustrdiaCEMEX. In 2009, the leading

transactions were the recovery of ASARCO by Grupo México and the purchase of the US

based Weston Foods by Grupo Bimbo, which latter transaction made Grupo Bimbo the

largest producer of breads and pastries in the US. In 2@, was a slowing of the pace

of expansion of telecommunications companies
annex tables 4 and 4a).

Divestments, 2009

The global crisis especially affected the construction sector, which led CEMEX to sell
someof its production plants in Austria and the United States in 2008. Conditions
worsened in 2009, when CEMEX was forced to sell its subsidiary in Australia to the
Holcim Group (annex table 4b).

Top greenfield investments, 2002009

In this category, two gapanies with the largest number of affiliates stand out in terms of
their investments: CEMEX and America Movil (
annex table 5).

Principal industries

The two industrial sectors that have a dominant position in ddexnvestment abroad are
telecommunications (40%) and roretallic minerals (35%). The latter, together with the

food and beverage sector (10%), have traditionally been the industries that have accounted
for most outward FDI, until the tremendous recequamsion of America Movil and Carso
Global Telecom into Latin America, which has made telecommunications the most
dynamic sector in this regard (annex figure 1).
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Geographical distribution of foreign subsidiaries

Of the total of 271 foreign affiliatesf Mexican MNESs, the largest number are located in
Latin America and the Caribbean (137), followed by North America with 80 (annex figure
2).

Location of headquarters

The countryos capital (the Federal abd strict)
the State of Mexico) are home to all the head offices of the 20 companies (annex figure 3).

Top management of the top 20

The official language of all 20 companies is Spanish. In all of them, the CEO is a Mexican
citizen. In eight companies, betwe80% and 100% of the members of their boards of
directors pursued their postgraduate studies abroad.

Changes in assets, sales and employment over 2IX)9

As table 2 below indicates, foreign assets and sales of the 20 companies grew by 23% and
10% repectively over 2008 The growth rates were above those of their total assets and
sales (15% and 9%), demonstrating the advantages of market diversification. However, the
crisis had different impacts on different companies, as a function primarily ofdbstiies

in which they operate. About 40% of the 20 companies experienced reductions in their total
sales and another 40% (not necessarily the same ones) reported a fall in their foreign sales
(see the oO6Big pictured s ercemplaymentbWhiledhedotal The m
employment of the 20 companies fell by 13%, their foreign employment grew by 15%, thus
increasing the share of foreign in total employment by"@@6upo BIMBO is in first place

in this regard, with 40,000 overseas jobs: this largest Mexican employer in the United
States (appendix 1, table 1).

Table 2. Snapshot of the top 20 MNEs, 2068009 (US$ million}

Variable 2008 2009 ;/‘(’)822’8%%’

Assets

Foreign 95,237 117,385 23.3

Total 164,508 188,680 14.7

Share 6foreign in total (%) 57.89 62.2

% Excluding Pemex for reasons explained in Table 2.

®The main reasons for this growt h wer e: increases in the fo

Carso Global Tel ecom 84 %, cluson ofGpoMi®xin tle®00Framkéngt and t he i n
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Sales

Foreign 56,697 62,517 10.3
Total 110,698 120,897 9.2
Share of foreign in total (%) 51.22 51.71

Employment

Foreign 195,583 225,784 154
Total 725,646 633,173 -12.7
Share of foreign in total (%) 26.95 35.66

Source IIEc-VCC survey on Mexican MNEs and company reports and websites.

®PEMEX is excluded from all three variables in order to avoid distortions due to the considerable weight that
it represents in the aggregate data. (If it is included,taeesof foreign assets in total would be 38.32% in

2008 and 40.39% in 2009). In the case of employment, Mexichem and Xignux are also excluded in 2008 and
Cementos de Chihuahua in both years because information on their foreign employment was unavailable.

The big picture
Evolution of Mexican business groups and outward investment

The first outward investment cycle for Mexican business groups occurred in the 1970s,
after several decades of expansion of the Mexican economy. During that decade some of
thelargest manufacturing firms in Mexico developed a broad strategy of purchasing
domestic competitors inside the country and diversifying their busin€sgeish in some
cases included the acquisition of banks and other financial companies. They aldedmbar
on a process of internationalization through exports and investment abroad.

This investment cycle during the 1970s coincided with that of several developing
economies with high growth rates during that and the preceding decade. Other developing
counties with important outward flows in the 1970s were Hong Kong (China), India,
Singapore, Brazil, and Argentifa.

The peculiarity of the Mexican case was that, while in the other economies outflows went
into countries with common borders and/or similalogrer levels of economic

development, a good part of Mexican investment abroad was undertaken asosthuth
investment, in a country that was both much bigger and much more developed: the United
States. These flows were abruptly cut off with the foreigjot drisis of the 1980s.

Companies even divested all their foreign assets as part of a policy to strengthen their
finances.

The second foreign expansion cycle occurred at the beginning of the 1990s, following (and
feeding) the Mexican export boom. Théeacr s wer e t he countryads

7 This included the purchasing of foreign affiliates in the case of the mining industry.

% See.Sanjaya LalThe New Multinationals: the Spread of Third World Enterpridisy York; John Wiley & Sons;
1983, and buis Wells,Third World Multinationals: the Rise of Foreign Investment from Developing Couritdadon;
MIT Press, 1983.
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(as they had been in the 1970s) and, in several cases, also the oldest, dating back to the first
quarter of the 20th century and even earlier. This second expansion, which is still

continuing, has taken placeainly through crossorder acquisitions and the main target

areas have been Central and South America and, again, the United States.

Some of the investments in the United States, such as those undertaken by food and
televisionrprogramming companies, Yeitaken advantage of the market niches opened up
by the growing Latino population in that country. In the case of investments by steel, auto
parts and glass manufacturing companies, their linkages with multinational auto and
beverage companies locatedhe United States and in South America have been decisive.

The growth in Mexican OFDI occurred following the liberalization of the Mexican
economy, along with that of all the other Latin American economies, and it has been
steady, except in 2001 and 2008e opening of the economy also brought along with it a
spectacular increase in inward flows and stock (annex figures 4 and 5).

In addition to the 20 companies ranked in this report, there are other Mexican companies
with outward investment that arelest not publicly traded or do not provide enough
financial information to be included in this ranking.

The policy scene

Mexico, like most developing countries, has linked its policy on foreign investment inflows
to its economic development goals. Ud @86, IFDI operated within a protectionist
regulatory framework. In 1994, the North American Free Trade Agreement (NAFTA),
which contains a chapter on the protection of foreign investment, was adopted. This trade
agreement brought about important legisktthanges related to inward investment. The
inclusion in NAFTA of a mechanism for resolving extraterritorial disputes offered
companies stronger guarantees and protection. Mexico has also negotiated a number of
bilateral investment treaties (BITs) sinc@98 (table 3 below). Finally, in 2007, Mexico
became a member of the Multilateral Investment Guarantee Agency (MIGA).

Table 3 Bilateral investment treaties signed by Mexico (1998008)

Country Date of signature Date of entry into force
Argentine Novemler 13, 1996 July 22, 1998
Australia August 23, 2005 July 18, 2007

Austria June 29, 1998 March 26, 2001
Belarus September 4, 2008 |-------

Belgium/Luxembourg

August 27,1998

March 19, 2003

China July 11, 2008 June 6, 2009

Cuba May 30, 2001 March 29, 20Q
Czech Republic April 4, 2002 March 14, 2004
Denmark April 13, 2000 September 23, 2000
Finland February 22, 1999 August 21, 2000
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France November 12, 1998 October 11, 2000
Germany August 25, 1998 February 23, 2001
Greece November 30, 2000 Septembel 7, 2002
Iceland June 24, 2005 April 28, 2006

India May 21, 2007 February 23, 2008
Italy November 24, 1999 December 4, 2002
Korea November 14, 2000 June 28, 2002
Netherlands May 13, 1998 October 1, 1999
Panama October 11, 2005 December 14, 2006
Porugal November 11, 1999 September 4, 2000
Slovak October 26, 2007 April 8, 2009

Spain October 10, 2006 April 4, 2008
Sweden October 3, 2000 July 1, 2001
Switzerland July 10, 1995 March 11, 1996
Trinidad and Tobago October 3, 2006 September 16, 2007
United Kingdom May 12, 2006 July 25, 2007
Uruguay June 30, 1999 July 1, 2002

Source Government of Mexico, Department of Economic Studdegabase on BITs
http://www.economia.gob.mx/swb/es/economia/p_APPRIs_Suscritos.

While the government has made eas efforts to develop policies designed to attract and
promote inward investment in Mexico, it has made few such efforts to promote outward
investment by Mexican companies. Since 1986, the Mexican government has focused its
efforts on promoting exports,ithi the result that its economic strategy has leaned toward
negotiating instruments such as NAFTA. The priority has been foreign trade, not
investment abroad.

The expansion of Mexican MNEs can thus be attributed more to their efforts to compete in
the gldoal economy, to increase their competitiveness in the Mexican internal market, and
to take advantage of the opening of the
specific policies on the part of the Mexican government.

econ

The impact of the crision the Mexican economy and outward investment generally

The effects of the world crisis were very severe in 2009. The Mexican economy, due to its
trade dependence on the US economy and ot her
lowest ratio of fiscatevenue to GDP among the OECD countries, one of the most complex

and timeconsuming sets of procedures to start a new business, and the lack of sufficient

bank | oans to SMEs 1 was the most affected a
Mexican GDPposted a 6.5% fall, while aggregate demand dropped 9.5%, fixed investment
declined 10.1%, total exports decreased 14.8%, and oil exports, with the added difficulty of

the fall in international crude prices, plummeted 24%.

% Banco de México, 2009 Annual report.
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FDI inflows in 2009 (US$ 12.5iltion) were less than half of those in 2008, while FDI
outflows (US$ 7.6 billion) increased massive
(annex figure 4).

The impact of the crisis on Mexican MNEs has varied greatly, depending on the industries
theyoperate in. It has also varied according to the region of their operations. Thus, for
example, the impact was felt less keenly by companies with their assets mainly in Latin
America, which has been one of the regions least affected by the crisis, thanggnes

that depend on recovery in the US market, as is the case for those with activities related to
construction. The outlook for these companies is the most uncertain.

In 2009, Mexican OFDI flows were fed primarily by an expensive international &couis

by Bimbo and the exceptional investment made by Grupo Mexico to recover its subsidiary
ASARCO (annex table 4). However, the uncertainty over a possible lengthening of the
recession fed by the crisis could lead to the spread of a much more coneenvatstment
attitude of the kind exemplified by one of the leading Mexican telecommunications MNEs,
America Mowvil.

The impact of the crisis on the companies in the ranking

As a result of the crisis, the total sales of the top 20 fell 2.2% in relatithre fprevious
year, but if we exclude the stat&ned enterprise PEMEX to avoid the distorting weight it
represents in the aggregate data, the result is not negative but a 9.2% increase.

A more precise analysis can be obtained by observing the indipedarmances of the
MNESs, which vary considerably, depending on their industry. As noted earlier, 40% of the
top 20 experienced a reduction in total sales and 40% also felt their foreign sales decline
(although this did not always involve the same firms)

The companies most affected are in activities tied to the construction industry (CEMEX,

Industrias CH, Xignux, and Vitro), in mining (Grupo México), in oil (PEMEX), and in

autos and auto parts (San Luis Coegb. and ALF
CEMEX,'® a global company that offers services and products in more than 50 countries
worldwide and that is in third place in the world in cement and clinker sales, it should be

noted that in 2009, as in 2008, the company had to divest foreign apseifically, its

operations in Australia, which it sold to the Holcim Grétip.

CEMEX indefinitely postponed a bond placement for US$ 500 million until market

conditions turn more favorable. The compé&nyhich has faced large losses in Venezuela

followng t he expropriation of i1ts plants 1T also
restructure US$14.5 billion in debt. Thanks to its corporate strength, CEMEX has managed

to deal with important international lawsuits filed against it in Poland, US/ASaadh.

10 ts annual estimated production capacity is 97 million tons of cement.

%1 The sale to Holcinnvolved 249 cement plants, 83 aggregate quarries, and 16 production plans for cement tubes, all of

them located in Australia.
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Perhaps one of the lessons that flow from what transpired in 2009 in relation to Cemex is
that the geographical expansion of Mexican companies should be conducted more
cautiously in the futuran the light of the manner in which governments aeetiag to the

role of foreign companies increasing market concentration.

The crisis had no major effect on companies in telecommunications (AmericafNaondl
Carso Global Telecom) or on those in the food and beverage business (FEMSA, Bimbo,
Gruma andAccel), which increased their total and foreign sales. The most noteworthy
cases were those of the latter four companies, which boostetbthégales with regard to
the previous year by 24%, 50%, 19%, and 75% respectively and increasdok&gir

sdes by 47%, 120%, 22%, and 97% respectively.

Nevertheless, in response to the crisis, America Movil adopted more conservative policies
and reduced the pace of its expansion, as evidenced by its M&A and greenfield
investments.

Grupo México had falls iforeign and total sales of 17% and 14% respectively. But the
near future looks brighter for this MNE, as it fully controls ASARCO and all its assets,
which include the Ray, Mission and Silver Bell mines in Arizona and several refining and
smelting plantsni Texas and Arizona.

Despite an adverse world economic environment, FEMSA exceeded its initial expectations,
with its total consolidated revenues increasing by 17.3% and all its opefiagofigdrinks,

beer, and retail saléscontributing positively tdhis growth. Remarkably, at the end of

2009, FEMSA announced that an agreement had been reached with Heineken to sell the
Cerveceria Cuauhtémoc Moctezuma brewery, which has been an emblem of Mexican
industry for the past 120 yeadfs.

Grupo Bimbo registed the best performance in its history in 2009, thanks to the
successful integration of Weston Foods Inc, for which it paid US$ 2.5 billion difitiss.
expansion strategy has also included the purchase of small plants in Colombia and
Beijing.'*®

102 p Me xi co, America Movi l operates under the 6Telcel & name

the market. Ishe largest supplier of wireless telecommunications services in Latin America and the third largest cell
phone company in the world. It is the first Mexican company to receive a US$ 1 billion loan from the China
Development Bank for the purchase of caltutetwork equipment to be used for the expansion of its infrastructure in
Latin America. The company has 186.6 million subscribers in Latin Aménidading Mexico, followed by the Spanish
company Telefénica with 124.7 million. Thanks to a strategiarale with WalMart Stores, the company plans to reach
200 million users at the end of the year. http://www.cnnexpansion.com/negocios/200911/05.

103 Meanwhile, according to 2009 SEC reports, the founder of Microsoft, Bill Gates, consolidated his pos#ion as

shareholder in Coe&olaFEMSA by increasing his equity stake from 2.93% to 3.1%. The Bill & Melinda Gates
Foundation, which has been investing in FEMSA since 2008, now holds 17.4% of the stock..

104\with this acquisition, BIMBO became the first co&sttoast bakery in the United States, with 35 plants and 7,000

distribution routes. It is now the largest Mexican employer in the United States.

1%Bi mboos Beijing Food Company has one production plant and
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Becausef the crisis and the recession, the external sales (including exports) of the
diversified Grupo Alfa fell in 2009, especially in its auto parts division. The company
nonetheless maintained its geographical distribution (the highest number of affilB#es, 5

in North America) and product segment distribution (49% of assets in petrochemicals),

both similar to the previous year. Grupo Alfa also refinanced its debt, extending the average
maturity from 1.8 to 4.2 years.

Severe decrease in crude prices dugi®@9 had a significant effect on PEMEX total sales,
which fell by 10%.

During 2009, GRUMA™ faced problems with the Venezuelan government, which
expropriated its subsidiary MONACA; on the other side of the ledger, GRUMA
inaugurated a new plant in Melbourraustralia.

In contrast with CEMEX, the company Cementos de Chihuahua posted very positive
results in its operations both in Mexico as well as abroad. Itlveasrily one of the four
companies in the nemetallic minerals sector in the ranking that eased total and
foreign sales over 2008. Even though its sales in Mexico fell by 18%, the sales of its
subsidiaries in the United States and Bolivia increased by 3% and 53%, respectively.
Cementos de Chihuahua also restructured its bank debt with a &haityndate in 2015.

1% Gruma produces corn flound tortillas and is the largest of its kind in the world. About 43% of its sales are in the

United States and Europe.
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Annex | Tables and figures

Annex table 1. Mexico: The top 20 MNESs: Key variables, 2000JS$ million®and number of employees)

Assets Sales Employment Numbe |\ ber
Ran TNI rof . of host
Name Industry . . . o foreign X
k Foreign | Total | Foreign | Total | Foreign | Total (%) affiliate | COUNtrie
S S
1 Cemex Non-metallic minerals | 39,607 44,565 | 11,954 | 15,139 | 32,419 47,624 | 79 25 23
America L
2 Movil Telecommunications | 29,470 | 34,671 | 19,314 | 30,209 | 36,314 53,661 | 72 22 17
Carso
3 Global Telecommunications | 16,891 28,201 | 6,724 16,037 | 22,827 77,715 | 44 23 8
Telecom
Grupo -
4 L Mining 7,742 13,187 | 2,381 4,980 | 6,498 23,026 | 45 5 2
México
5 Slgllj\/?g A Beverages 5,222 16,156 | 5,673 15,080 | 35,647 127,179| 33 3 3
6 glrh‘jl%% Food products 4,816 | 7,402 |4,666 |8,905 |40,006 |102,000|52 23 17
7 E[l::'f Diversified 2,759 8,273 | 3,169 8,850 | 12,109 52,384 | 31 24 16
] 101,94 | 4
8 PEMEX Oil & gas 2,090 3 83,417 | 1,700 147,294| n.a 1 1
9 Gruma Food products 2,056 3,365 | 2,805 3,864 | 11,825 19,083 | 65 14 14
Grupo Television, motion
10 pC pictures radio & 1,565 9,687 | 595 4,007 | 1,856 24,362 | 13 6 3
Televisa o
telecommunications
11 | Mexichem | Chemical & 1,520 | 3,084 |1,491 |[2,350 |6,527 9,372 |61 44 20
Petrochemicals
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Cementos

12 . Non-metallic minerals | 1,312 2,011 516 701 n.a. 2,762 n.a 19 2
Chihuahua

13 | Xignux Diversified 738 1,730 |1,12f |2,116 |5,000 18,298 | 41 5 4

14 'é‘gus”'as Steel & metal products| 574 2,476 | 602 1,697 |1,654 |5109 |30 7 2

15 3&“3% Non-metallic minerals | 397 2,499 | 480 1,836 | 3,205 16,807 | 20 29 11
Grupo .

16 | C ExTra | Retail trade 246 9,125 | 427 3,277 |6,583 37,498 | 12 7 7

17 (S:i?pL“'s Automobile parts 122 546 | 171 418 [1,180 |3,220 |33 4 2

18 Interceramic| Non-metallic minerals | 98 367 157 427 622 3,886 26 4 3

19 Accel Food products 87 186 179 217 1,313 1,787 68 2 1

20 gorporac'o” Paper & paper product] 76 1,149 |92 787 | 205 7,400 |07 4 1

urango
Total (average for the TNI percentage) 117,385 590’62 62,517 204’31 227,484 | 780,467| 41° 271 157

Source lIEc-VCC survey of Mexican MNEs and company reports aebtsites.

2 The exchange rate used is the IMF rate of December 31, 2009: US$ 1= Pesos 13.0659.

® Minimum estimated.

‘I'ncludes 50% of its associate, Deer Park Refining Ltd., which is a 507150
‘“The foreign sales of Pemexds subsidiary, Deer Par k ntReuhderthe aqgityétiodland ( Te x a s )
therefore reported as a loss.

®Exports included.

"Includes 44% of its foreign assets. Remaining 56% are financial assets and therefore not included.

9TNI average of 18 firms, excluding PEMEX and Cementos Chihuahua. The TNI is calculatechasrtige of the following three ratios: foreign assets to total
assets, foreign sales to total sales, and foreignr &tmpdéroytmean dd®. 4 ba)a.l e my
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Annex table 2. Mexico: The top 20 MNEsRegionality Index 2009

Middle East | sup- East Asia Developed | E&Stern Other Latin America North
Company & North Saharan & th_e_ South Asia Asia Papcific Europe & _ Europe & th_e America
Africa Africa Pacific Central Asia Caribbean

Cemex 12 16 20 28 20 4
America Movil 95 5
Carso Global Telecom 96 4
Grupo México 40 60
Grupo FEMSA 100
Grupo Bimbo 9 17 48 26
Grupo Alfa 4 17 29 29 21
PEMEX 100
Gruma 14 7 21 50 7
Grupo Televisa 17 50 33
Mexichem 2 2 7 80 9
Cementos de Chihuahu 5 95
Xignux 20 40 40
Industrias CH 100
Grupo Vitro 14 24 62
Grupo ELEKTRA 100
San Luis Corp. 50 50
Interceramic 50 50
Accel 100
Corporacion Durango 100

Source IIEc-VCC survey of Mexican MNEs and company reports and websites.

The regionality index is calculated by dividing t hyatstetal mimbenrof fardign affilidtes r mo s

and muliplying the result by 100.
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Annex table 3. Mexico: The top 20 MNEs: Stock exchange listings, 2009

Company Domestic Foreign
Cemex Bolsa Mexicana de Valores | New York Stock Exchange

Mercado de Valores Latinoamerican
America Movil Bolsa Mexicana de Valores (Latibex) de la Bolsa de Madrid,

Espafia;
New York Stock Exchange

Carso Global Telecom

Bolsa Mexicana de Valores

New York Stock Exchange

Grupo México

Bolsa Mexicana de Valores

Grupo FEMSA

Bolsa Mexicana de Valores

New York Stock Exchange

Grupo Bimbo Bolsa Mexicana de Valores
Mercado de Valores Latinoameanos
Grupo Alfa Bolsa Mexicana de Valores | (Latibex) de la Bolsa de Madrid,
Espaia
Gruma Bolsa Mexicana de Valores | New York Stock Exchange
Grupo Televisa Bolsa Mexicana de Valores | New York Stek Exchange
Mexichem Bolsa Mexicana de Valores
Cementos de Bolsa Mexicana de Valores
Chihuahua
Industrias CH Bolsa Mexicana de Valores | American Stock Exchange
Vitro Bolsa Mexicana de Valores
Mercado de Valores Latinoamerican
GrupoELEKTRA Bolsa Mexicana de Valores | (Latibex) de la Bolsa de Madrid,

Espaia

San Luis Corp.

Bolsa Mexicana de Valores

Interceramic

Bolsa Mexicana de Valores

Accel

BolsaMexicana de Valores

Corporacion Durango

Bolsa Mexicana de Valores

Source lIEc-VCC survey of Mexican MNEs and company reports and Websites.
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Annex table 4. Mexico: The top 10 outward M&A transactions, 2002009 (US$ million)

. R . Target % of Value of

Date Acqui r er 0 s Targetcompany Target industry shares .
country acquired transaction

07/2007 | CEMEX Rinker Co. Non-metallic minerals Australia 100 14,285
03/2008 | America Movil Estesa Holding Co. Telecommunications | Nicaragua | 100 4,300
01/2009 | Grupo Binbo Weston Foods Inc. Food USA 100 2,500
06/2009 | Grupo México ASARCO Mining USA 100 2,200
03/2007 | America Movil Telpri Telecommunications | Puerto Rico | 100 1,890
04/2007 | Mexichem Petroquimica Colombiana Petrochemicals Colombia 100 736
03/2007 | ALFA TeksidAluminum Auto parts USA 100 485
03/2007 | Carso Global Telecor Compafia de TV Cable Telecommunications | Peru 100 393
06/2008 | FEMSA Refrigerantes Minas Gerais Ltd Beverages Brazil 100 364
03/2007 | ALFA Hydro Aluminum Auto parts Norway 100 298
Total 27,451

Sources Consolidated company reports and websites.
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Annex table 4a. Mexio: Top outward M&A transactions - 2009 (US$ million)

. N , % of shares Value of
Date Acqui r er 0 gTargetcompany Target industry Target country acquired transaction
01/2009 | Grupo Bimbo Weston Foods Inc. | Food USA 100 2,500
06/2009 | Grupo México ASARCO Mining USA 100 2,200
. Indo-Tech Equipment and .
05/2009 | Xignux Transformers Ltd. machinery India 200 102
04/2009 | Carso Global Telecor| Eidon Software Software USA 51 18
01/2009 |Mexichem DVG Industria e Petrochemicals Brazil 30 18
comercio
01/2009 | Grupo Bimbo Beijing Food Co. Food China 100 14
01/2009 | Mexichem Geo Andina Petrochemicals Colombia 50° 13
04/2009 |Carso Global Telecor] Y &N0W Pages USA | Information USA 20° 8
Inc. Services
Total 4,873
Source Consolidated company reports and websites.
T his increased the acquireros s ke in the target firm to 75%.
This increased the acquirero6s stake in the target firm to 100%
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Annex table 4b. Mexico: Top outward divestments 2009(US$ million)

N Value of
Date Company Company sold Industry Buyer Buyer 6s transaction
06/2009 CEMEX CEMEX Australia Pty Ltd. | Non-metallic minerals Holcim Group Australia 1,770
05/2009 Gruma Monaca Food é Venezuela 245°
02/2009 Xignux Yazaki Do Brasil Ltd Auto parts Yasaki Corp. Brazil 64
Yazaki Argentina SRL Auto parts Yasaki Corp. Argentina
Total 2,079

Sources Consolidated company reports and websites.

@ Expropriated by the Government of Venezuela.

b Edimated value.
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Annex table 5. Mexico: Top 10 outward greenfield transactions, announced, 2007
2009 (US$ million)

o Value of

Date Company Destination Industry transaction

Jun09 Grupo Mexico Peru Metals 600.0

Feb09 Cemex Poland B“"d'F‘g & Construction 514.1
Materials

Sep07 Cemex United States Bundlng & Construction 400.0
Materials

Mar-08 America Movil Argentina Communications 273.0
Building & Construction

Oct-07 Cemex Panama Materials 270.0

Feb07 | Cemex Poland Building & Construction |, 5
Mateiials

Control . .
Mar-07 Administrativo United States Bundlr_wg & Construction 200.0
; Materials
Mexicano

Sep09 Gruma Australia Food & Tobacco 168.F

Mar-07 Gorditas Dofia Tota | United States Leisure & Entertainment | 160.5

Feb07 America Movil Hondura Communications 150.0

Total 2,996.0

Source Adapted from fDi Intelligence, a service from the Financial Times Ltd.

aThis is an estimated amount.
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Annex figure 1. Mexico: Breakdown of the foreign assets of éhtop 20 MNES, by main
industry - 2009

Oil & gas o ) Automobile
205 Television, motion, parts

picturefo/& radio 0.10%
(]

s°

Paper &
products

Indust Foreign assets Number of Companies
"y (US$ million) icompanies P
. America Movil,

Telecommunications 46,361 2 Carso Global Telecom

Non-metallic minerals41,414 4 (.:EMEX’ Cgmentos de Chihuahua,
interceramic, VITRO

Mining 7,742 1 Grupo Mexico

Foods 6,959 3 Gruma, Bimbo, Accel

Beverages 5,222 1 Grupo Femsa

Diversified 3,494 2 Grupo ALFA, Xignux

Oil & gas 2,090 1 PEMEX

Television, motion, .

bictures & radio 1,565 1 Grupo Televisa

Chemlcals_& 1,520 1 Mexichem

petrochemicals

Steel & metal produc574 1 Industrias CH

Retail trade 246 1 Grupo Elektra

Automobile parts 122 1 San Luis Corp

Paper & paper L

products 76 1 Corporacion Durango

Total 117,385 20

Source IIEc-VCC survey of Mexican MNEs and consolidated compampprts and websites.
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Annex figure 2. Mexico: Foreign affiliates of the top 20 MNEs, by region 2009

Source IIEc-VCC survey of Mexican MNEs and consolidated company reports and websites.

2The total numbeof affiliates is 271.
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Annex figure 3. Mexico: Head offte locations of the top 20 MNEs 2009

l'_.E ‘._ '_‘_l) el

N S

L2 1
Chihuahua —— > Sof N Nueva Ledn
Cementos 1 N - Cemex
Chihuahua % ke A \1 FEMSA
Interceramic ”'“fl_ 0N ) Grupo ALFA

Gruma
Xignux
Vitro

Accel R >

Edo. México
Industrias CH
Mexichem

Distrito Federal
America Movil

Carso Global Telecom
PEMEX

Grupo México —
Grupo Bimbo e~
Grupo Televisa -
Grupo ELEKTRA

Corporacién Durango

San Luis Corp.

Source IIEc-VCC survey of Mexican MNE and consolidated company reports and websites.
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Annex figure 4. Mexico: Inward and Outward FDI flows, 1980-2009 (US$ million)
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Source UNCTAD, FDI STAT Online database (Geneva: United Nations Conference on Trade and
Development)http://stats.unctad.org/FDI/TableViewer/tableView.aspx?Reportld=4031
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Annex figure 5. Mexico: Inward and Outward FDI stock, 19802009 (US$ million)
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Source UNCTAD, FDI STAT Online database (Geneva: United NasdDonference on Trade and
Development)http://stats.unctad.org/FDI/TableViewer/tableView.aspx?Reportld=4031
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Annex II. Brief company profiles (in the order of the ranking)

CEMEX ™’

Founded in 1906 under the name Cementos Mexicanos, CEMEX is a producer of building
materials: cement, readyix concrete and related products like crushed stone and gravel. It

is today the wor |l doés ™andislisttd dihe Balsae exicanasdeme nt ¢ o
Valores (BMV), the Mexican stock exchange, as well as on the New York Stock Exchange
(NYSE).

Cemex has grown through M&As, both in Mexico and abroad. Among its foreign
acquisitions are the Spanish companies Valenciana and Sanschmjtvaaquired in the early
1990s, followed by a number of acquisitions in the Americas in 1995: Cementos Nacionales
in the Dominican Republic, Venceremos in Venezuela, Cementos Bayano in Panama, and
Balcones in the United States. It has since expandie tehilippines, Thailand and Egypt,
among other countries.

Lorenzo Zambrano, Chairman of the Board and Chief Executive Officer of CEMEX is
currently the North American Deputy Chairman at the Executive Committee of The Trilateral
Commission.

T h e ¢ osmpae sBharéholder is the Zambrano family.

America Movil S.A de C.V.

America Movil bébs main activity is cellular te
is the largest provider of wireless telecommunication services in Latin America ahddhe t

largest cellular phone company in the world. It was created in September 2000 asfa spin

from Telefénos de México (TELMEXY? controlled by the businessman Carlos Slim. Most

of the international investments remained in America Movil. The followeay ythe new
company6s shares were distributed among Teln
subsidiaries and joint investments in the telecommunication sector in Mexico, the United

States, eight South American countries, and eight Central American ande@ardguntries.

By 2005, America Movil had approximately 93.3 million users of wireless

telecommunications.

Its main shareholder is Carlos Slim Held.

Carso Global Telecom

Carso Global Telecom was originally part of Telefonos de México (Telmex), pacom
under government control that was privatized in 1990. In 2007, Telmex separated its

197 Al information on this company was obtained from the CEMEX website: www.cemexmexico.com.
18 After the French Lafarge and the Swiss Huici

199 Originally statecontrolled but privatized in 1990.
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operations in Latin America to give birth to Carso Global Telecom. In turn, Carso Global
Telecom is a shareholder in Telmex Internacional (73.9%), with AT&T as iisgpar
(22.2%).

Its main shareholder is Carlos Slim Held.

Grupo México

This company originated as American Smelting and Refining, which in 1956 established
ASARCO Mexicana and in 1978 created the Grupo Industrial Minera México holding

company. Thedusi di ary that encompasses all of the
MEDIMSA. Since 1988, it has participated in public bidding processes, acquiring Minera de
Cobre and Minera Cananea from the state. Among the minerals and chemicals that the
company producesre copper (more than 50%), molybdenum, silver, zinc, sulfuric acid,

gold, and lead.

The company has operations in Mexico and Peru (Southern Copper Corporation). In 1997, its
subsidiary Infraestructura y Transportes de México created the company Grigaafie
Mexicano, which acquired, through public bidding, total equity control in Ferrocarril
PacificeNorte (now Ferrocarril Mexicano).

Grupo México is listed on the BMV and its products trade on the London Metal Exchange
and the New York MercantileXthange.

Grupo FEMSA' S A. de C.V.

Founded as Cerveceria Cuauhtémoc in 1890, the company has been operating as FEMSA
since 1980, specializing in the production of beer and soft drinks.

In 1918, FEMSA created a company to promote the educationaicandmic development

of its employees and their families, which led in 1943 to the founding of the Monterrey
Technol ogi cal |l nstitute of Higher Education,
this field. In 1954, it incorporated Cerveceria TedatBaja California and, in 1978, entered

the retail trade business through its Oxxo convenience stores. In 1979, it acquired a Coca

Cola franchise and went on to acquire GQmda in Argentina. In 2003, after acquiring

various bottling companies in Cealtand South America, FEMSA became C&a | a 6 s

largest bottler in the region. In 1985, it acquired Cerveceria Moctezuma, which made it

Mexi cobs second | argest brewery and one of t
States. In 2009, it sold Cerve@@uauhtemoc Moctezuma to its competitor Heineken.

FEMSAGs main shareholder is the Garza Lagg¢é¢er

1O omento Econémico Mexicano
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Grupo Bimbo S.A. de C.V.

Grupo Bimbo is the worlddés third | argest bak
it had 12 plants by 1978 ahad launched the company Pasteles y Bizcochos (later Productos
Marinela). A the same time, the company launched the first production plants for Ricolino

candies and chocolates, and Barcel salted snacks, and acquired Controladora y

Administradora de Pastgias, which operates the El Globo pastry shop chain.

In 1990, Grupo Bimbo began its international expansion with the export of its products to the
United States and the opening of plants in Argentina, Brazil, Chile, Peru, Uruguay,
Venezuela, Austria, thCzech Republic, and recently China. Its sales force tops 40,000
employees who cover more than 20,000 routes and attend to approximately 550,000 points of
sale.

Grupo Bi mbodéds main shareholder is the Servit

Grupo Alfa

Grupo Alfa had its ogin in a series of companies founded in the 1940s: Hojalata y L4mina
S.A. (steel) and Celulosa y Derivados S.A., Nylon de México S.A. and Fibras Quimicas S.A.
(chemicals). The group took the name Grupo ALFA 1973. At present, it is comprised of four
busines divisions: aluminum auto parts, petrochemicals, telecommunications, and food
products. It has installations in the United States, Germany, Canada, Costa Rica, El Salvador,
the Czech Republic and Slovakia. Its exports are sold in 45 countries worldwide.

The groupbés operations are conducted through
Sigma, in refrigerated food products; Nemak, in aluminum and autoparts; and Onexa, which
functions as the shareholder of the Mexican part of the Alestra telephoparcpnn

addition, Alfa owns Terza and Colombin Bel, companies specializing in the production of

carpets and polyurethane foam rubber.

Dionisio Garza, Honorary President and Member of the Board of Alfa, is a member of the
North American Group of The Trilaral Commission.

Al fads main sharehol der i s the Garza Sada f a

Petréleos Mexicanos (PEMEX)

The Mexican oil monopoly, PEMEX, founded in 1938 as a result of the nationalization of the

oil industry, is the only statewned (100%) company in the iang. It contributes a third of

t he public treasuryés revenue and is one of
States. (Some 80% of the companydés crude oil

The company is organized in business divisions focusedaration, refining,
petrochemicals, and international activity. One of its international divisions, PEMEX
International Group, is a shareholder in PMI Norteamérica, which in turn is a 50% partner
with Shell Oil in the Deer Park refinery in the state ekas.
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Since 2008 PEMEX has seen a decline in production at its gigantic but old Cantarell oil field,
where output is now at one million bpd, half the level produced at its peak in 2004.

Gruma, S.A. de C.V

Founded in 1949, GRUpmaducersfcdrnfleur amatortillab.dts | ar ge s
mainly specializes in the production, marketing, distribution, and sale of corn flour, packaged
tortillas, and wheat flour. It mostly operates through the following subsidiaries: Gruma
Corporation, which produce®rn flour and tortillas in the United States and Europe, and is

fully owned by GRUMA,; Grupo Industrial Maseca (GIMSA), which produces corn flour in

Mexico; Molinera de México, a wheat flour producer in Mexico; Gruma Centro América,

based in Costa Rica; @rfProductos y Distribuidora Azteca, which produces packaged

tortillas in northern Mexico. It also has operations in Europe, Asia, and Australia. The

company has more than 19,000 employees and 74 industrial plants. About 43% of its sales

are in the United tates and Europe.

GRUMA owns 10% of the BANORTE barik.Its main shareholder is the Gonzélez Barrera
family.

Grupo Televisa S.A.

The company had its origins when the Azcarraga and O'Farrill families were granted
concessions to operate TV channels@ 4 in Mexico City as well as several stations

elsewhere in the country. In 1972, they created the company Televisa, producer and marketer
of programs for their television channels.

Grupo Televisa is a holding company whose subsidiaries are focudesl emértainment

and media industry, making it the largest company in the sector in the Sppa#tng

world. Through its subsidiaries and strategic associations, Grupo Televisa operates television
channels 2, 4, 5 and 9 in the Mexico City metropolitaaain addition to 220 relay stations

and 33 local channels. It produces and transmits television programs, operates restricted TV
signals, distributes television programs for the domestic and international markets, develops
and operates direct satellil& services for home viewing, provides cable TV services,
produces and broadcasts radio programs, and produces and distributes movies. In Spain, the
company owns slightly more than half of Radiépolis in a joint investment with the Spanish
Grupo Prisa.

Emilio Azcarraga Jean is the majority stockholder.

Mexichem

Mexichem is a holding company, comprised of chemical and petrochemical companies that
are leaders in the Latin American market, and it exports to more than 50 countries. It is
present in a wie variety of sectors such as construction, coolants, industrial, and auto.

M1 Not consolidated in its financial statements
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Mexichem had its origins in a company known as Cables Mexicanos, founded in 1953. It has
traded on the Bolsa Mexicana de Valores since 1978. In 1986, it incorporated Compania
MineraLas Cuevas, which produced fluorite. In December 2003, it increased its equity stake
in Subsidiaria Mexichem, previously owned by the French company Total, from 50.4% to
93.79%.

Mexichem has developed an expansion strategy that integrates its operaticadly and
horizontally. This performance has guided th
producer of PVC resin (40% of the market) and PVC pipes (30% of the market) in Latin

America.

Its main shareholder is the Del Valle family.

Grupo Cementos de Chihuahua

Founded in 1941, Grupo Cementos de Chihuahua produces, distributes and markets Portland
gray cement, mortar, pmaixed concrete, concrete cinder blocks, plaster and other building
materials in Mexico and the United States. It hag% 4quity stake in Boliviana de

Cemento, acquired in 2005. The companyds ann
it has more than 2,800 employees. In 2006, it acquired 100% of the equity in the US firms

The Hardesty Co. and Alliance Transportationwhi ch expanded the comp
the United States, where it already had plants in South Dakota, Colorado, and Minnesota.

Xingnux

Xingnux was founded in 1956 as Conductores Monterrey. It is comprised of four business
divisions: electric calels, electric transformers, infrastructure, and food products. It has 25
production facilities and a number of distribution centers in Latin America, the United States
and India. Xingnux currently exports over half its production to more than 30 coulttries.
does not trade on any stock exchange.

Its main shareholder is the Garza Herrera family.

Industrias CH

The companyd6s origin dates back to 1934, whe
specialized in the production of hand tools. In 1938, itsenevas changed to Campos

Hermanos S.A. but it was not until the 1960s when it entered steel production. In 1991, the
company was acquired by the current management.

Industrias CH produces and processes steel. It is the main producer of special steels in

Mexico and the market leader in seamed pipes, steel structural profiles and commercial
profiles. In July 2005, ICH, together with its main subsidiary SIMEC, acquired 100% of the
equity of Pav Republic, a leader in the special steels market in the Urated.Sthrough

Pav Republi c, | CH and SI MEC are now present
has been one of the Mexican steel companies posting the highest growth in the past few
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years. Today, Industrias CH has 15 plants in Mexico, the Unisgdssand Canada, which
employ more than 5,000 workers.

Its main shareholder is the Vigil Gonzalez family.

Grupo VITRO S.A de C.V.

Originally known as Vidriera Monterrey, the company was founded in 1909 and is today one

of the wor |l gréoosd U cairmgee scco gg lacsmser at e s . Grupo V
throughout the entire Western Hemisphere, with installations and distribution centers in eight
countries in North, Central and South America, and Europe, and they export their products to
morethan 70 countries worldwide.

Grupo Vitro produces articles for multiple markets. These include sheet glass for motor
vehicles and construction; glass bottles for wine and liquor; and containers for cosmetics,
pharmaceuticals, foods and beverages. Thgpemy also produces raw materials and
machinery and equipment for industrial use, which are vertically integrated in the container
business division.

Its main shareholder is the Sada family.

Grupo ELEKTRA

Originally known as the Salinas y Rocha dépent store, the company was founded in

1906. Since 1950, it has specialized in the production of household appliances. Its first
operations involved the production and marketing of radio transmitters in 1957, the year in
which it opened the first Elektstore, a Grupo Salinas company. Its catalog of products and
services has since expanded to furniture, minor household products, and household and
electrical appliances. In 2002, it received authorization from the Finance Ministry to operate
a banking instution, Banco Aztec#, which was followed by an insurance company and a
pension fund manager. In addition to Mexico, Elektra has a presence in Central and South
America with more than 1,000 stores.

Its main shareholder is Ricardo Salinas Pliego.

SanLuis Corporacion, S.A. de C. V.

San Luis Corporacionsn i ndustri al group that manufactu
suspension and brake system compon&assini, the first company of the current group,

began operating in Mexico City In 1929. In6IQ Minas de San Luis was listed on the BMV.

In 1979, a group of Mexican investeteaded by Antonio Madero Brachecquired most of

the equity of Minas de San Luis, establishing Industrias LUISMIN as the holding company.

In 1988, Minas de San Luis acqedr Rassini, which already had a plant in Xalostoc, State of

Mexico; two others in Piedras Negras, Coahuila; and a design, engineering, and customer

service office in the Detroit, Michigan area. In 1990, the expansion of the steel coil plant and

M2 |ncluded in the consolidated total assets of Grupo Elektra but excluded from its foreign assets. See annex ¢able 1, not
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thespringgnd torsion bar plant began operating,
manufacturer of such items with more than 10 million parts annually. In 1994, San Luis
Corporacion acquired a plant located in San Martin Texmelucan, Puebla, now known as
Rasini-Frenos. In 2002, the holding company sold its mining division in order to concentrate
on the auto parts business, which today represents 88% of its revenue.

Antonio Madero, Chairman of the Board and Chief Executive Officer of San Luis
Corporacion, ad actually a member of the Trilateral Commission.

The main shareholder of the San Luis Corporacion is the Madero family.

Interceramic

Founded in 1978, Interceramic is a company dedicated to the production and sale of
enameled ceramic tile for flogrand coverings and related products for their installation. It
has four plants, three in Chihuahua and one in Garland, Texas, whose production is
earmarked for the Mexican and US markets. With operations dating back to 1978,
Interceramic today has an iaBed capacity of 33 million square meters a year and employs
more than 3,000 workers in eight subsidiaries.

Its main shareholder is the Almeida family.

Accel S.A.

Originally incorporated as Ponderosa Industrial S.A., the company emerged asfé& spin

from Grupo Chihuahua in 1991. It is group of companies largely focused on providing
storage, logistical, real estate, and distribution services. It also produces candy and dried fruit
and nuts. One of its two divisions offers solutions in the handfihgth refrigerated as well

as dry merchandise in warehouses, providing services for inventory management, freight
consolidation and deconsolidation, platform crossing, selection and packaging, and marketing
and distribution services. Accel has approxinyai®6,000 square meters for storage and
distribution. The manufacturing division is comprised of Elamex, S.A. de C.V., a company
with manufacturing operations and real estate activities in Mexico and the United States.
Candy production takes place in CagdJuarez, Chihuahua, with a plant of approximately
16,722 square meters. The preparation, packaging, distribution, and sale of dried fruit and
nuts (peanut s, al monds, pecans, pistachi os,
with a surfacearea of approximately 17,187 square meters in El Paso, Texas.

Accel 6s main sharehol der i s the Vallina f ami

Corporacion Durango

The origins of the company date back to 1975, to a merger between a forest product transport
company and a regional wlesaler of construction materials.

Corporacion Durango is today the largest paper and paper products manufacturer in México
and among the 50 largest industrial companies in the country. The company has operations in
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Mexico and the United States and &dd on the BMV. Its combined annual sales exceed
US$ 1.2 billion and it has over 8,000 direct employees and nearly 4,000 indiredtones.
main products are kraft paper, sawed wood, chemicalbgucts, corrugated packaging, and
paper bags. Through issibsidiary Pipsamex, it also produces newsprint, with a production

capacity of over 250,000 tons per year.

Its main shareholder is the Rincon family.
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Chapter91TThe Russian Federationos
A. MNEs bullish on foreign markets in 2006

Alexander Mansily&Cruz=

The first survey of MNEs from the Russian Federation, released on December 11, 2007,
revealsa dramatic transnationalizatioh Russian Federationn firms.

l'ts principal findings i ncl udearkedbyforeéignRussi an
asset$ have US$ 59 billioft* assets abroad (table 1), have nearly US$ 200 billion in foreign

sales (including exports) and employ 130,000 persons abroad. Foreign assets, sales and
employment each have more than doubled since 2004. Fossigts @are concentrated in

Europe. Four oil/gas firms, led by Lukoil and Gazprom, and nine metals/mining firms, led by
Severstal and Rusal, together account for 78% of the total foreign assets of the Top 25.

The Top 25 have played a key role in making Rgssian Federation the third largest

outward investor among emerging markets in 2006 in terms of foreign direct investment
(FDI) outflows and the second largest in terms of outward FDI stock. Like their competitors
from other countries, Russian Fedenatfiibms invest abroad to acquire a portfolio of
locational assets, which are increasingly important as a source of their international
competitiveness.

Table 1. SKOLKOVO-CPII ranking of the Top 25 Russian Federation
MNEs, in terms of foreign assets, 206

(Millions of US$)

Rank Name Industry Foreign assets
1 Lukoil Oil/gas 18,921

2 Gazprom Oil/gas 10,572

3 Severstal Metals/mining 4,546

4 Rusal Metals/mining 4,150

5 Sovcomflot Transport 2,530

6 Norilsk Nickel Metals/mining 2,427

7 AFK Sistema Telecoms/retail 2,290

8 VimpelCom Telecoms/retail 2,103

9 Novoship Transport 1,797

10 TNK-BP Oil/gas 1,601

11 Evraz Metals/mining 1,322

12 FESCO Transport 1,074

13 PriSCo Transport 1,055

14 Novolipetsk Steel Metals/mining 964

15 RAO UES Electricity 514

113
114

Assisted by Elena Morenko.
The following RUBUS$exchange rates, based on XE.com Universal Currency Convetfef/jvww.xe.com/ucg/
were used throughout: 26.3255 (2006); 28.7415 (2005); 27.7696 (2004).
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16 TMK Metals/mining 490
17 Eurochem Agri-chemical 456
18 GAZ Manufacturing 366
19 oMz Manufacturing 354
20 Alrosa Metals/mining 294
21 ChTPZ (Arkley Capital) | Metals/mining 244
22 Alliance Oil Oil/gas 211
23 Acron Agri-chemical 200
24 Euroset Telecoms/retail 147
25 Mechel Metals/mining 116
TOTAL 58,744

Source: SKOLKOVELPII survey of Russian Federation MNEs.
The profile of the Top 25

The foreign assets of the Top 25 Russian Federation MNESs represent 38% of the Russian
Feder at i wwad@ &DI staxk. al o

Russian Federation MNEs have yet to outgrow their foreign counterparts:

Only two have over $10bn in foreign assets, and only four employ over 10,000 people abroad
(Annex Table L

Only one would make it into the top ten MNEs from dep@lg countries™®

Russian Federation MNEs are expanding at an astonishing rate: in two years, their aggregate
foreign assets grew 2.5 times, to nearlyUS$ 60 billion, and their foreign sales (incl. exports)
and foreign employment more than doubled to US$glion and 130,000 people

respectively fable 2.

Table 2. Snapshot of t he
largest MNEs, 2006
(Billions of US$ and thousands of employees)
% change
Variable 2004 | 2005 2006 | 2006/2005
Assets
Foreign 23 38 59 54
Total 274 366 463 26
Share of foreign in
total (%) 8 10 13
Employment
Foreign 57 90 130 44
Total 1,718 | 1,858 2,107 | 13
Share of foreign in
total (%) 3 5 6
Sales
(incl. exports)
Foreign 90 143 199 39

115 5ee UNCTADWorld Investment Report 20QGeneva: UNCTAD, 2007). Data for 2005 are the latest available.
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Total 163 236 315 33

Share of foreign in
total (%) 55 61 63

Source: SKOLKOVGECPII ranking of Russian Federation MNEs.

These growth rates far outpace those of the
showed zero growth in 2005 vs. 64% gveowt h f
those of the top 25 MNESs from developing countries (only +20% in 2Q0B)is means that

Russian Federation global players are catching up with international competitors quickly.

o

In most cases, international expansion does not impede domestic ienggjrowth or
empl oyment: the Top 250s domestic assets and
60% from 2004 to 2006, and their domestic employment by 20%.

Most of the investment from the Russian Federation is being made by private companies.
(Only five out of the Top 25 companies, accounting for about 27% of the aggregate foreign
assets, are majoriywned by the state.)

The foreign affiliates of the Russian Feder a
(now 63% of their aggregate foreigssets), as revealed by the Regionality Indexéx

Table 3. However, they are moving from these wallown markets to Asia, Africa and the

Americas.

Refl ecting the countryods resource endowments
extractive industriess3% of the aggregate foreign assets of the Top 25 belong to four oil &

gas companies and 25% to nine metal & mining fifamhex figure 1)This compares to

59% and 13%, respectively, for 2004 (for the same 25 companies).

Telecom & retail companies aatso present and expanding dynamically. They now own 8%
of the Top 250s aggregate for e(agexfigued)et s, an
compared to 6% and 19% in 2004.

Seventeen of the Top 25 are headquartered in Moscow (annex figure 2).
TheTop 25 now have 630 foreign affiliates (annex figure 3) in 70 countries, for an average of
25 affiliates and an average of 9 countries (Annex Table 1). Lukoil is present in 43 countries

(with 182 foreign affiliates), followed by Gazprom in 32 (with 10Eefgn affiliates).

Russian Federation MNEs are young: out of the Top 25, 18 established their first foreign
affiliate after 1999.

The aggregate Transnationality Indéwf the Top 25 has risen from 27% to 30%; this
relatively slow growth rate reflects tifect that domestic operations have also grown rapidly.

Nine of the Top 25 are also listed on the London Stock Exchange, and two additional ones
are on the New York Stock Exchange; eight companies are not listed anywhere.

116
117

See UNCTAD, op. citData for 2005 are the latest available.
The Transnationality Index is a composite ratio calculated by averaging the refaties of foreign assets, foreign
employees and foreign sales as a percentage of their respective totals. See UNCTAD
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The whole picture

As a result bthe dynamic expansion of Russian Federation MNEs,dtiiflowsfrom the

Russian Federation rose from very little in the early 1990s to US$ 18 billion in 2006, making
the Russian Federation the third largest outward investor from emerging markeeathat y
terms of outflows (after Hong Kong (China) and Brazil) (annex figure 4). Outflows are
predicted to stay above US$ 20 billion over each of the next four y&ars.

As a result, thetockof outward FDI has risen from US$20bn in 2000 to US$157bn i6 200
(annex figure i making the Russian Federation the second largest emerging market in terms
of outward FDI stock (behind Hong Kong (China)). The outward FDI stock is expected to
continue to rise significantly.

A good part of t hoatwardFEDIdakes thenforrk e drabsrdet M&A: 0 s
(Annex Table 3), notably in the metals & mining sector. But there are also significant
greenfield investments, especially in the metals industnnéx Table ¥

18\world Investment Prospects to 2011: Foreign Direct Investment and the Challenge of Politicat Risk

www.cpii.columbia.edu
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Annex Table 1: SKOLKOVO-CPII ranking of the Top 25 Russian Federation MNESs, key variables, 2006
(Millions of US$ and no. of employees)

Ranking Assets Sales Employment

Foreign I;?ir(])?la . . . Trans- E)?éiogfn No. of

assets lity Name Industry Foreign | Total Foreign | Total Foreign | Total natlonaollty affiliate host .
Index Index (%) S countries

1 4 Lukoil Oil/gas 18,921 | 48,237 | 56,706 | 67,684 | 22,000 | 148,000 | 46 182 43

2 12 Gazprom Oillgas 10,572 | 204,228 | 66,909 | 82,774 | 5,470 432,000 |29 105 32

3 11 Severstal Metals/mining | 4,546 18,806 | 7,519 12,423 | 8,000 99,700 31 9 5

4 5 Rusaf Metals/mining | 4,150 14,200 | 10,790 | 13,000 | 10,900 | 100,000 | 41 19 15

5 1 Sovcomflof © Transport 2,530 2,601 489 511 164 3,542 66 4 3

6 8 Norilsk Nickel Metals/mining | 2,427 16,279 | 10,569 | 11,550 | 1,600 83,600 36 13 9

7 22 AFK Sistema Telecoms/retail| 2,290 20,131 | 2,537 10,863 | 11,700 | 92,000 16 25 9

8 16 VimpelCom Telecoms/retail| 2,103 8,437 468 4,870 7,630 21,300 23 12 4

9 2 Novoship’ Transport 1,797 1,999 503 561 0 4,980 60 6 5

10 13 TNK -BP Oillgas 1,601 23,600 | 24,092 | 35,512 | 4,000 70,000 27 1 1

11 17 Evraz Metals/mining | 1,322 8,522 4,075 8,292 4,400 110,000 | 23 9 5

12 7 FESCO’ Transport 1,074 1,685 n.a. 577 500 3,800 38 102 12

13 3 PriSCo” Transport 1,055 1,093 150 200 0 1,000 57 2 2

14 14 Novolipetsk Steel| Metals/mining | 964 8,717 3,572 6,045 5,252 71,000 26 17 7

15 25 RAO UES Electricity 514 58,619 | 1,119 32,979 | 16,000 | 469,300 | 3 16 9

16 20 TMK Metals/mining | 490 3,548 1,076 3,384 4,700 49,670 18 12 10

17 10 Eurochem Agri-chemical | 456 1,850 1,452 1,964 1,170 26,400 34 6 4

18 24 GAZ Manufacturing | 366 2,162 885 4,512 900 110,000 12 10 7

19 9 oMz Manufacturing | 354 913 356 667 1,965 16,990 35 12 7

20 19 Alrosa Metals/mining | 294 7,556 1,912 3,584 20 35,814 19 7 7

ChTPZ (Arkley

21 23 Capital) Metals/mining | 244 1,978 509 2,632 1,800 25,000 13 2 2

22 15 Alliance Oil Oil/gas 211 1,144 370 1,677 2,700 8,400 24 20 3

23 6 Acron Agri-chemical | 200 1,073 650 897 4,000 13,150 40 8 6

24 21 Euroset Telecoms/retail| 147 896 488 2,970 7,050 34,300 18 11 11

25 18 Mechel Metals/mining | 116 4,449 2,112 4,397 8,424 76,566 21 20 12

TOTAL 58,744 462,722 199,308 314,523 130,345 2,106,512 630

Source: SKOLKOVEPII survey of Russian Federation MNEs. RUB/US$ exchange  26.3255
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rate:
a. The numbers for 2006 refer to the United CorgRdSAL. Its creation, by merging the aluminium assets of Basic Element, Renova and Glencore, was annou
October 9, 2006.
b. Ships ultimately belonging to Russian federation shipping companies but registered abroad are considered as fordipneassethe sailors are
counted as Russian Federation employees.
c. As this press release is being published, Novoship is in the process of being merged into Sovcomflot (both compatiekeardy the
state).
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Annex Table 2. The Top 25 Rusian Federation MNEs: Regionality IndeX, 2006

Name CIS Europe I\E/hddle Africa North. Latin . SO.Uth'EaSt Offshore®
ast America America Asia
Lukoil 15 59 3 2 7 1 1 12
Gazprom 12 76 1 - 2 1 1 7
Severstal 11 22 - - 22 - - 44
Rusal 16 32 - 11 - 16 5 21
Sovomflot - 50 - - - - - 50
Norilsk Nickel - 31 - - 15 - 31 23
AFK Sistema 20 20 - - 16 - - 44
VimpelCom 8 17 - - - - - 75
Novoship - 33 - 17 - - - 50
TNK -BP 100 - - - - - - -
Evraz - 22 - 33 44 - - -
FESCO 13 2 - - 11 - 7 68
PriSCo - 50 - - - - - 50
Novolipetsk Steel - 88 - - 6 - - 6
RAO UES 50 44 - - - - - 6
TMK 17 58 - - 8 - 8 8
Eurochem - 50 - - - - - 50
GAZ 80 10 - - - - - 10
oMz 25 42 - - - - - 33
Alrosa - 29 29 14 14 - 14 -
ChTPZ (Arkley
Capital) 50 50 - - - - - -
Alliance Oil 100 - - - - - - -
Acron 25 38 - - 13 - - 25
Euroset 73 27 - - - - - -
Mechel 10 40 - - 5 - - 45

Source: SKOLKOVEPII survey of Russian Federation MNESs.

T he Regionality Index is calculated by diawegidn oftige world ey itstatatrumber obfdreiga affiliates and raultiflymg e i gn a
the result by 100.

b Countries and territories listed as offshore zones by the Central Bank of Russia, such as the Bahamas, Cyprus, Leuthtieskéanshall Islands.
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Annex Table 3: Top 10 Russian Federation outward merger and acquisition (M&A) transactions, 20a8ovember 2007
(Millions of US$)

% of

Date Acquiror name Target name Target industry Target shares Value Of.
country : transaction
acquired

14-Aug-07 OAO MMC Norilsk Nickel Group t'tgnore Mining Intl 1 tals & mining Canada 100 6,287

12-Jan07 Evraz Group SA l(?]Legon Steel Mills Metals & mining United States 91 2,088

6-Dec05 Lukoil Overseas Holding Ltd Nelson Resources Ltc Metals & mining Einr:tg;a(;jom 100 2,000

28Nov-05  Alfa Group Turkeell lletisim Wireless Turkey 13 1,602
Hizmetleri

20-Sep07 RusPromAvto (affiliated to GAZ) ~ Magna Intermational - Automobiles & Canada 18 1,537
Inc components

20-Dec06 Novolipetsk Steel OJSC {NLMK} S_teel Invest & Other financials Luxembourg 50 805
Finance SA

31-Oct-06 OAO SeverStal Lucchini SpA Metals & mining Italy 51 700

14-Jul06 Investor Group nghve_ld Steel & Metals & mining South Africa 50 681
Vanadium Corp

20-Apr-05 OAO SeverStal Lucchini SpA Metals & miring Italy 62 579

21-May-07 Basic Element Co Hochtief AG Conlstruc.t|on & Germany 7 525

engineering

Source: Thomson Financial.
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Annex Table 4: Top 10 Russian Federation crossorder greenfield transactions,

announced, 2008)0ctober 2007

(Billio ns of US$)

Date
Feb06
Mar-06
Jun07
Dec06
May-06
Janr07
May-07
Sep06
Jul07

Jun07

Company name
Gazprom
Rosneft
Gazprom

SUAL

Russkiy ugol (Russian
Coal)

Rosneft
MMK
Renova
MMK

Itera Group

Destination country

Serbia & Montenegro

Peoplebds Repub

Armenia
Kazakhstan
Viet Nam
Algeria
Turkey
South Africa
USA

Turkmenistan

Source: OCO Monitor, www.ocomonitor.com

30t

Sector

Metals

Warehousing & storage
Metals

Metals

Metals

Coal, oil and natural gas
Metals

Automotive
Warehousing & storage

Transportation

Value

2.0

2.0

1.7

15

15

1.3

11

1.0

1.0

0.6



Annex figure 1. Breakdown of tHRe06Top 256s foreign assets by indu:

Manufacturing  Agrichemical  Hectricity
Telecom/retail 1% 1%
8%

Transport
11%

Metals/mining
25%

Qil/gas
53%

Industry Foreign assets US$ million Companies

Oil/gas 31,305 (4) Lukoil; Gazprom; TNKBP; Alliance Oill

Metals/minng 14,553 (9) Severstal; Rusal; Norilsk Nickel; Evraz; Novolipetsk Steel; TMK; Alrosa;
ChTPZ (Arkley Capital); Mechel

Transport 6,456 (4) Sovcomflot; Novoship; FESCO; PriSCo

Telecom/retail 4,541 (3) AFK Sistema; VimpelCom; Euroset

Manufacturing 720 (2) GAZ; OMz

Agrichemical 656 (2) Eurochem; Acron

Electricity 514 (1) RAO UES

Source: SKOLKOVEPII survey of Russian Federation MNESs.
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Annex figure 2. Headquarter locations of the Top 25 Russian Federation MNES2006

m Cherepovets

. 3 Severstal
1 Lukail

2 Gazpram m Novorossijsk

4 Rusal 9 Movoship

5 Sovcomflot =

B Moriisk Mickel 8 Viadivostok

T AFK Sistema 12 FESCO

g “impelCom

10 THK-BP £ Nahodka

11 Ewraz 13 PriSCo

15 RAQ UES i

16 TMK & Lipatsk

17 Eurochem 14 Movolipetsk Steel

18 GAZL m Mimy

oMz 20 Alrosa

22 Alliance Ol .

24 Euroset m Chelyabinsk

25 hechel 21 ChTPZ (&rkley Capital)
= Novgorosd
23 Acron

Source: SKOLKOVEPII survey of Rssian Federation MNEs




Annex figure 3. Foreign assets and foreign affiliates of the Top 25 Russian Federation MNEs, by regi®2006
(Number of affiliates and percentage of foreign assets)
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Annex figure 4. FDI outflows from, and inflows into, Russia, 1992006

(Millions of US$)
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Annex figure 5. Stock of outward FDI from Russia, 19972006
(Billions of US$)
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B. Despite the crisis, Russian Federation MNEs continue their
outward expansionin 2008

Alexey Kuznetsov and Anna Chetveri#o

The 2009 survey of outward investors from the Russian Federation was released on
December 2, 2009.

Several years ago the Russian Federation became one of the leading outward foreign direct
investors in the world. Foreign assets of Russian Fedeidfiifs began to grow very

rapidly

and

onl vy

Peopl eds

Republic

of

Chi

compared to Russia. As the results of our survey show, Russian Federatioranoial

MNEs have remained significant actors of world economy iire b the global crisis that

began in 2007. The foreign assets of the 20 leading Russian Federation MNEs were about
US$ 118 billion at the end of 2008 (table 1).

Table 1. Ranking of 20 top Russian Federation MNEs
By their foreign assets, end of 2008JS$ million)

Rank Name

1

2

~NOo ok~ w

8
9
10
11
12
13

14
15
16
17
18
19

20
Total

LUKOIL
Gazprom

Severstal
Evraz
RENOVA
Basic Element
Novolipetsk Steel
(NLMK)
Sovcomflot
Norilsk Nickel
VimpelCom
Sistema

TMK

Mechel

Zarubezhneft
INTER RAO UES
Koks

Eurochem
ALROSA

OMZ (Uralmash
Izhora Group)
FESCO

Main industries

Extraction of oil & gas / refined petroleum products an
chemicals / petroleum products retail
Extraction of oil & gas / gas distribution / electricity

production

Iron & steel / mining of metal ores and coals
Iron & steel / mining of metal ores and coals

Conglomerate

Conglomerate (noferrous metals dominate)
Iron & steel / mining of metal ores

Sea transport

Nonferrous metals / mining of metal ores
Telecommunications
Conglomerate (telecommunications dominate)

Metal tubes

Iron & steel / mining of metal ores and coals / electrici

production

Extraction of oil / refined petroleum products
Electricity production and supply
Iron & steel / mining of metal ores and coals

Agrochemicals

Mining of diamonds / jewelry production and trade
Electric power machines / iron & steel

Sea and railway

transport

Source IMEMO-VCC survey of Russian Federation MNEs.

T he

symbol 6-~6

indicates

t hat

t he

amount

Foreign assets

23577
21,408

~12,198
11,196
~ 8,500
~ 6,200
4,985

~ 4,642
4,600
4,386
3,804
2,361
2,315

~ 1,900
1,374
1,073
1,015
860
714

~ 707%
117,815

i s an

esti mat e

provide an exact official figure and the companies themselvesr elith not respond to the survey or asked the team to use
its own estimates.
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Their foreign sales were US$ 266 billion and they had more than 190,000 employees abroad.
The top 20 list includes stat®ntrolled firms as well as private ones, although peiiamns
under o%congra domihasebResourtmsed MNEs form the clear majority, although
there are a number of services firms as well. Successors of Soviet MNESs can be seen side by
side with companies which began their internationalization ortlyarpast few years. It is

perhaps worth noting that, although the firms at the top of the list (LUKOIL and Gazprom)

are much larger in asset size than most of the others, the list is nothing like as lopsided as
some of the others published by the VCC jl@ar. Only three of the 20 firms have less than

US$ 1 billion in foreign assets.

Profile of the 20 firms on the list

Growth of foreign assets Despite a significant decrease in their total assets, the 20 listed

Russian Federation MNEs showed some gramtoreign assets even during the global
crisis. Thus, although t totel assetswetmeen2007atd dr op |
2008, there was a 13% rise in thieireignassets over the same year (table 2). If one takes

the period 2002008, the rise @s far larger: 79%. (For details of foreign asset changes in

individual companies, see Annex Table 6.)

Foreign sales expansiorWith rare exceptions, all Russian Federation MNEs are large
exporters. Export revenues usually supply the necessary finarRadsian Federation
investments abroad. At the same time, the turnover of new foreign subsidiaries increases the
total volume of the foreign safésof Russian Federation MNEs. Moreover, in many cases,
foreign direct investment (FDI) supports exports. Tareifjn sales of the 20 MNEs on the

list increased by 58% between 2006 and 2008 to US$ 266 billion, at a slightly higher rate
than the growth of total sales (table 2).

Continued growth in foreign employment The 20 MNEs on the list had begun significant
domestic staff reductions even before the peak of the crisis in 2009, but their foreign
employment grew not only in 2007 but also in 2008. It should be noted that the employment
statistics of Russian Federation MNEs are less than transparent and thairthslidy not

an accident. Although Russian Federation trade unions are weak, the government is most
anxious about unemployment, especially during the economic crisis.

Development of transnationalization Al | component dranenétiotaln e | i st
index (TNI)increased during 2082008. The aggregate TNI for these companies is 34%,

which hides large variations among the components. Thus, while the share of foreign sales in
total sales is 70%, the share of foreign assets in total assets is only 21§é ahare of

foreign employment in total employment is even lower at 11%. It is also important to note

that several large Russian Federation companies begin making their first outward investment
foray every year. As a result, almost all Russian Federktrge industrial and service

companies will probably become MNEs in a short while.

120The chosen ways of privatization fine Russian Federatiatid not reduce a high level of monopolizatim the Russian

economy. A number of persons founded financial and industrial groups that came to control the principal Soviet industrial
assets. These billionaires are usually both the main owners and the top managers of large companies within their
cond omer at es. Russians wusually call such persons fAoligarchs
federal government in the 1990s

121 Foreign sales of Russian multinationals consist of exports from their Russian affiliates anddstaf #aeir foreign

affiliates (excluding their exports to Russia).
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Table 2. Overview of the 20 listed Russian Federation MNEs, 20@2®08

Variable | 2006 | 2007 | 2008 | % Change, 2002008
Assets, US$ hillions

Foreign 66 104 118 + 79%
Total 422 610 569 + 35%
Share of foreign in | 16% 17% 21%

total (%)

Sales, US$ billions

Foreign 168 214 266 + 58%
Total 246 314 380 + 54%
Share of foreign in | 68% 68% 70%

total (%)

Employment, millions

Foreign 0.11 0.17 0.19 +73%
Total 1.73 1.78 1.72 -1%
Share of foreign in | 6% 10% 11%

total (%)

Source IMEMO-VCC survey of Russian Federation MNEs.

Distribution by industry . Companies in the oil and gas, steel andfieorous metals sectors
control the majority of Ruopegfgural) THese thausties i on 0 s
represent the areas of Russian Federation specialization in the world economy. However,

many other Russian Federation industries have also begun investing abroad. Companies in
machinery, chemicals, electricity supply, tramgpand telecommunication are also to be

found on the list of the top 20. Many other MNES, too small to make it on to the list, are to be
found in such industries as retail, food, building materials, and paper.

Types of Russian Federation MNEsIt wouldbe a misleading simplification to divide

Russian Federation MNEs only into state and private companies, among other things because

of some of the unusual features of privatization in the 1990s and the special problems of

creating a competitive businessyganment in the Russian Federation. In reality, the

situation is quite complex. Among statentrolled firms, one can find both effective and
marketoriented companies and clumsy giants that could hardly function without state

backing. Similarly, among prately-owned firms, there are both dynamic business groups

and reniseeking empires of the oligarchs. Although nowadays it is mainly the classic MNEs

that dominate among leading Russian Federation MNEs, some companies with significant

foreign assets do lia features of other types. For example, Zarubezhneft and, in some

aspects, Gazprom can be seen as successors of Soviet MNEs. There are a lot of questions
around Gazprom, which bears the stigma of be
assets consistf current assets (as against fixed assets) because Gazprom is a large exporter

of resources. It has also invested heavily in the development of new export and distribution
infrastructure because some transit countries in Eastern Europe are unrelialeles pahen

there are companies which exploit transnatio
INTER RAO UES and perhaps Eurochem. Sovcomflot and FESCO, with their fleets in

Cyprus and some other countries that offer flags of convenience, haveftmdéeatures of
pseudeMNESs. The steel firms Severstal, Evraz and NLMK prefer to invest in the most

developed markets but nobody knows exactly whether they have ssskiisg strategies and

intend to transfer new technologies into their Russian Faedemnterprises, or whether their

i nvest ment is only a new form of | egal &écapi
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Drivers. The motives of Russian Federation outward investment also vary significantly. The
typical outward FDI motives of Russian Federation MNEs are the seamctafkets and
resources. Their investment can also be strateggetseeking but it is rarely efficieney

seeking. Sometimes, it is driven as well by imagéding or insurance motives. lllustrations

of various FDI motives can be seen in top Russian B&daroutward deals (see Annex

Table 3). For example, Norilsk Nickel and ALROSA have been trying to broaden their
resource bases, while LUKOIL, VimpelCom and Sistema have been trying to strengthen their
positions in foreign markets, and RENOVA trying t@aice modern foreign technologies for

use in Russia.

Capital markets. The shares of only six companies from the top 20 list are not listed on any
stock exchange. The most popular stock exchanges are the Russian Federation RTS and
MICEX, but shares or ADRGDR of some Russian Federation MNEs can be bought also on
the LSE (nine companies), the FSE or other German stock exchanges (four companies) and
the NYSE (VimpelCom and Mechél)see Annex Table 2.

Localization. Almost all companies on the list havéher their head office or their second
principal office in Moscow. However, several head offices are situated in other cities and
towns, viz., Cherepovets in the Vologda Region (Severstal), Lipetsk (NLMKeg&irsburg
(Sovcomflot), Kemerovo (Koks), Mignin the Republic of Sakha (ALROSA) and
Vladivostok (FESCOJ see annex figure 2. Some companies have their head offices in the
Russian Federation capital but they are not registered formally in Moscow (for example,
Norilsk Nickel in Dudinka in the northfdrasnoyarsk Krai and Evraz in Luxembourg, i.e.
abroad).

Local management In all 20 companies, the CEO is a Russian Federation citizen.

Moreover, there are no foreigners among top managers in several Russian Federation MNESs.
Foreigners have a majoritpdahe board only of VimpelCom, while their share is 50% on the
boards of Severstal and Eurochem. Several companies have no foreigners on their board
(Annex Table 2).

Acquisitions versus greenfield projectsThe rapid growth of Russian Federation assets
abroad is powered mainly by crebsrder acquisitions of large companies in steel and non
ferrous metal industries. There are some significant greenfield projects but brownfield
investments are more popular. Russian Federation companies usually takeeapevldh
plants or new service companies and then make huge investments in their develogaeent
Annex Tables 3 and 4.

The geography of Russian Federation MNEsNowadays some Russian Federation MNEs
have affiliates almost all over the world. For examtfle,largest Russian Federation MNE
LUKOIL has subsidiaries in the main industries of its specialization in 35 countries, as well

as some service and financial affiliates in several additional countries. Nevertheless, the
effects of neighbourhood and cuttiities are still evident in the geographical distribution of
Russian Federation assets abroad. For instance, the foreign production of Koks is
concentrated in Slovenia, while OMZ owns foreign plants only in the Czech Republic. At the
end of 2008, Russidrederation MNEs on the list had 49% of their foreign assets in Western
and Central Europe. The share of the CIS was 23% and the share of North America was 17%
(annex figure 3 and Annex Table 5). As far as other regions are concerned, Russian
Federatonimest ors still seem wary 1T for exampl e,
away underdeveloped region, with institutional barriers such as the lack of bilateral double
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taxation and investment treaties. Many African countries ardetisoincognitafor Russian

Federation MNEs, although Angola is the main
nonferrous metal producers have subsidiaries in parts of West Africa and Southern Africa.
Il ndia has already attr act ed naShasréceivacasmallwhi | e P

investments from a few companies (see annex box 1).

The big picture

The investment expansion of Russian Federation companies dates from the beginning of the
twentieth century, mainly in satellites of the Russian empire (for instam®ersia) but some
affiliates were founded in Western countries. For example, the oldest Russian company
abroad is the Moscow Narodny Bank in London (nowadays VTB Capital plc.). It was in 1919
as a successor to a bank of Russian cooperators, estdlnist812, and then this bank

became a subsidiary of Vneshtorgbank (seeloRfter the Bolshevik Revolution of 1917,

the internationalization of Russian business came to an abrupt end. Only a few Soviet MNEs
appeared, given the absence of a market engninleological barriers at home and political
barriers abroad. There were several service companies (mainly in developed countries) which
supported Soviet exports and several mining enterprises (especially in Vietnam and
Mongolia). Despite terrible sociabnsequences (collectivization of rural society, political
repressions and so on), the industrial power of the Soviet Union grew significantly and new
competitive advantages appeared. According to recent estimates by IMEMO, GDP per capita
in the Russian &/iet Federal Socialist Republic, in purchasing power parity terms, was US$
13,000 in 1990 (in 2005 dollars), which was about 40% of the US level and just over 50% of
German, ltalian or French levels. Thus there was a great latent capacity for
internationdization in the USSR.

In the 1990s Russian Federation output fell substantially. However, after the difficult post
communist reforms the rapid growth of the Russian Federation economy finally began.
During the privatizations of the 1990s, large privatiustrial groups and conglomerates

were established on the basis of famous Soviet giants in oil, stedemomns metals and

some other industries. Some industries remained mainly under state control but also became
more markebriented. As a result, atlompetitive sectors of the Russian Federation economy
started internationalizing. In the 2000s, the major Russian Federation exporters acquired the
financial resources to narrow the large gap between the Russian Federation and other
European countries ié level of outward FDI. In recent years, the majority of competitive
Russian Federation companies have become real MNEs (see Annex Table 1).
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Box 1. Russian Federation transnational banks

Our report does not cover financial services. Moreover, the &us®deration banking sector is not globe
competitive. Nevertheless, an internationalization process can be seen in the Russian Federation finan
as well. For example, all five leading banks (as well as some other Russian Federation fimstitcigdns)
have foreign subsidiaries or affiliates in several countries:

1. Sberbank owns subsidiaries in Kazakhstan (since 2006) and Ukraine.

2. VTB (former Vneshtorgbank) works in 18 countries: the UK, France, Germany, Cyprus, Austria, Nt
Angd a Ukrai ne, Georgi a, Bel arus, Ar meni a, Aze

China , Vietnam and (since the beginning of 2009) the UAE. Banks in London (since 1919), Paris (sinc
as well as in Germany, Cyprus and Austriggioally belonged to Vneshtorgbank of the USSR, which \
transformed into Vnesheconombank (VEB) in 1988.

3. Gazprombank has business in Belarus (since 1998), Armenia and Switzerland.

4. Alfa-bank has established banks and financial companies in the Matse(since 1994), USA, UK an
Kazakhstan.

5. The Bank of Moscow has founded subsidiaries or taken over local banks in Belarus (since 2000),

Latvia, Estonia and Serbia.

Sources Banksd® annual reports.
The specialization of Russian FederatoNEs 1 wi t h their focus on
nonf errous metals T i s be s-s$caleforgedirausmaiziatioln,y t he

which occurred mainly from the 1930s to the 1950s, and the lopsided nature of scientific and
technical progressiithe Soviet Union, with its focus on defenistated activities. As a

result, competitive industries are today mainly those related to natural resources and the
development of military, nuclear and aerospace technology. The top 20 list has many
examples bnaturatresourcebased companies. Finally, some other latent possibilities were
realized in mass telecommunication in the 1990s, as a consequence of which VimpelCom and
Sistema are among the top 20 Russian Federation MNEs listed, as well as OMZ with its
nuclear machinery plants. The possibilities of investment expansion for deétateel or
aerospace activities are naturally limited. Nevertheless, there is the Mitithrgtrial

Corporation NPO Mashinostroyenia, which owns 49.5% of the joint ventateVBrs in

India. Another example is the SIRorolev Rocket and Space Corporation Energia, which

has its main foreign assets in California, Kazakhstan and launch sites in the Pacific Ocean.
Although these assets are substantial, they are not large endugigtthese companies into

the top 20 list, as well as the leading Russian Federation MNE in traditional civil machinery
Concern Tractor Plants (foreign assets of this company are US$ 194 million).

The comparison of foreign assets with FDI data is diffid~or one thing, foreign assets can

be financed from sources other than FDI; for another, FDI statistics can include not only FDI
proper but also pseudeDl via offshore jurisdictions. Thus, in discussing Russian Federation
investment expansion, one kdedo take separately into account both foreign assets data and

FDI data, the | atter of which can be found i
Table 5). It can be seen that Russian Federation FDI outflows in the second half of 2008 were
smaller han in the first half of the year but there is clear growth in comparison with 2007. In

2009, the influence of the global crisis is stronger but FDI expansion continues, although at a
slow pace.

Some additional comments on the country destinations fa@i&uEederation outward FDI
might be appropriate. Cyprus is the main offshore jurisdiction for Russian Federation MNEs
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and its investment relations with the Russian Federation are strongly dependent on the whole
situation in Russian Federation and the d@tonomy. The United Kingdom and

Netherlands are also very popular for Russian Federation ps&ldalong with many other

small offshore centers. The United States and Canada, on the other hand, have become the
main recipients of real Russian Federat@i (especially from the steel industry), while

Ukraine and Germany have become less important. In Belarus, Gazprom is the only
significant Russian Federation investor. India and the UAE are rather new areas for Russian
Federation business interests, wHilzbekistan and Armenia, as well as the Czech Republic
and Bulgaria, are the best examples of the neighborhood effect and the role of cultural ties in
outward investment.

Finally, the global financial and economic crisis has not left Russian Federdtibs M

unaffected, but the consequences have not been severe, as one can see by looking at outward
FDI flows in annex figure 4. When it comes to outward stock, there was indeed a significant
decline in 2008 (annex figure 5). But the main reason was a dacksset prices; there were

very few significant divestments. Moreover, during the first six months of 2009, for example,
LUKOIL spent US$ 1,565 million for acquisitions abroad and invested US$ 661 million in

the development of its foreign subsidiariesFabruary, the company spent about US$ 1,050
million for finishing thelSAB deal in Italy, while in April it made the second payment (US$

150 million) for almost 700 petroleum stations, some infrastructure items and a small plant in
Turkey (the Akpet deal)n February, Gazprom became the owner of 51% of the equity in
Serbian NIS with its two refineries (its investment was about US$ 560 millions) and

increased its share in Beltransgas to 37.5% for US$ 625 millions. On the other hand, the
metal giants (esp&dly Norilsk Nickel and Rusal from the conglomerate of Basic Element)
suffered the first consequences of the global crisis, made some divestment or postponed their
new deals in 2009. Severstal, NLMK, and some other steel companies, however, were more
sucessful in their foreign expansion. The same is true of Russian Federation MNES in
telecommunications, as VimpelCom and MTS (from the conglomerate Sistema) are
expanding their business into new emerging markets in 2009. Thus, all in all, the global crisis
has not been destructive for Russian Federation MNEs.
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Annex Table 1. Ranking of the 20 Russian Federation MNEs listed, key variable2008
(US$ million and thousands of employees)

QD
=)

Company

LUKOIL
Gazprom
Severstal
Evraz
RENOVA
Basic Element
NLMK
Sovcomflot
Norilsk Nickel
10 VimpelCom
11 Sistema

12 TMK

13 Mechel

14 Zarubezhneft
15 INTER RAO UES
16 Koks

17 Eurochem

18 ALROSA

19 oMZ

20 FESCO

©Co~NOOUOB~WNE XD

Source IMEMO-VCC survey of Russian Federation MNES. h e

IMEMO team.

Assets
total
71,461
284,047
22,480
19,448
~ 20,000
~ 20,000
14,065
5,727
20823
16,760
29,159
7,071
12,010
2,433
3,467
2,817
4,162
9,553
1,275
2,164

foreign
23577
21,408
~12,198
11,196
~ 8,500
~ 6,200
4,985

~ 4,642
4,600
4,386
3,804
2,361
2,315

~ 1,900
1,374
1,073
1,015
860
714

~ 707

318

Sales
total
107,680
123150
22,393
20,380
~ 17,000
21,400
11,699
1,634
13,980
6,115
16,671
5,690
9,951
774
2,358
2,609
3,818
3,100
1,175
1,247

symbol

foreign
87,677
79412
13,514
12,805
9,150
n.a.
7,138
n.a.
10,355
1,520
3,983
2,302
4,609
n.a.
1,594
2,091
3,168
1,472
588

75

6~0

Employment
total foreign
152.5 230
3763 ~8.0¢7
920 ~14.0°7
1340 29.5
~100.06 312
~300.0 n.a.
701 5.9
50 ~10%
880 39
38.4 103
80 110
48.5 4.1
831 7.9
2.6 0.7
~15.0° ~130°
24.6 35
215 11
381 31
165 11
101 ~10%
indicates

TNI

32
25
43
47
n.a.
n.a.
35
n.a.
34
26
17
27
25
n.a.
65
44
37
22
38
16

t hat

t

he



Annex Table 2. Supplementary indicators of Russian Federation MNEs

Company

LUKOIL

Gazprom

Severstal
Evraz
RENOVA
Basic Element
NLMK
Sovcomflot
Norilsk Nickel

VimpelCom
Sistema
TMK

Mechel
Zarubezhneft

INTER RAO UES

Koks
Eurochem
ALROSA

oMz

FESCO

Stock exchages

(shares, ADR and GDR)

RTS, MICEX, LSE, FSE

& other German
exchanges

MICEX, LSE + RTS,

IXSP, FSE

RTS, MICEX, LSE
LSE

i
RTS, MICEX, LSE

RTS, MICEX, LSE,

BBSE
RTS, NYSE

RTS, MICEX, LSE
RTS, MICEX, LSE
RTS, MICEX, NYSE
i

RTS, MICEX
RTS, MICEX

RTS, MICEX, LSE,
BBSE & other German

exchanges
RTS, MICEX

Foreigners
of board,
31.12.2008

20%

10%

50%
40%
|

n.a.
33%
14%
15%

56%
30%

30%
22%

11%

22%

Source IMEMO-VCC survey of Russian Federation MNEs.
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CEO
na-
tion-
ality
RUS

RUS

RUS
RUS
RUS
RUS
RUS
RUS
RUS

RUS
RUS
RUS
RUS
RUS
RUS
RUS
RUS
RUS

RUS

RUS

Govern-
ment
control

50%
I
I
:
:
i

100%
i

100%
66%

i

i

92%

(federal:

51%)
;

Number of countries with
foreign affiliates in main
industries of specialization

35

22

(without Wintershall AG)
11

6

5

19

g b~ o
=

WNPRPNR_APMWRERL O
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Annex Table 3.

= Rank

10

11

12

13

14

15

16

17

18
19

20

Total

End of ac
quisition

2007, June
& Aug.

2008, June

2007, Jan.

2008, April
& Sept.

2006, July
(first payment)
2008, Oct.

2007, June
& 2008,
Feb.

2007, Dec.

2008, Aug.
2008, Nov.
2006, Dec.

2008, May
2008, Dec.
2007, Oct.
2007, March
2008, March
2006, Nov.
& 2007,

Apr.

2008, July
2007, June

2008, Jan.

Acquirer
name

Norilsk
Nickel

Evraz

Evraz

Evraz

RENOVA
Mechel

Gazprom

Gazprom

Severstal
Severstal
NLMK
Severstal
LUKOIL
RENOVA
RENOVA
LUKOIL
VimpelCom

Severstal
LUKOIL

Evraz

Target
name

LionOre
Mining

IPSCOlnc.

Oregon
Steel Mills
Palmrose

Oerlikon

Oriel
Resources
Beltrangas

Wintershall
Gas GmbH
Wintershall
AG

Esmark
PBS Coals
Steel Invest
and Finance

Sparrows
Point
ISAB

Sulzer
Energetic
Source
SNG
Holdings
ArmenTel

WCI Steel
376 stations
of Conoce
Phillips
Claymont
Steel

Target
industry

Mining of ores

Iron & steel

Iron & steel

Iron & steel,

coke and min

ing of ores
High-tech

Mining of ores

Gas trans
portation

Gas suply

Gas
production
Iron & steel

Mining of coal

Iron & steel

Iron & steel

Oil refinery

Machinery
Electricity

Gas
production
Telecom
municdions

Iron & steel
Petroleum
marketing

Iron & steel

Target
country

Australia,
Botswana,
S. Africa

Canada
(US part
was resold
to TMK)

USA

Ukraine

Switzetand
UK

Belarus

Germany

USA

USA

Italy, USA,
France,
Belgium
USA

Italy
Switzerland
Italy
Uzbekstan
Armenia
USA
Seven
European

countries
USA

Top Russian Federation outward acquisitions, 2062008

Real payment and deal
value, US$ million®

5,865

4,250

(2,450 in Canada, the
rest was resold to TMK
till 2009, Jan.)

2,276

2,108

More than 1,500
(from stock exchange)
1,440(assets in Ka
zakhstan and Russia)
1,250

% of
share
S

100

100

100

100

100

25

The total for 50% will reach US

$ 2,500 million in 2010
1,218

(change of assets with
BASF)

978
877
805

770

(originally 818)

762 (1% payment)

The whole sum of
1,811 was paid in 2009
720

700

578
501
443
442

420

27,900 (approximae)

Sources M&A Journal Databaseh(tp://www.majournal.rl and information from annual and financial reports of

companies.®Wi t hout

Basic Element, because in 2007 borrowed means were used and both stakes were sold during the crisis.
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Annex Table 4. Major recent Russian Federation outward greenfield and brownfieft
investments

Years Company Country Value atthe end of 2008, Project
US$ million
20072015 Sistema India 367 (including 103 for Development of mobile
first 51% of shares) + communications in India within
guarantees (additional former Shyam Telelink
520)
(~ 5,500 total planned)
20042009 INTER RAO UES Tajikistan  More than 500 Construction of Sangtudith
& Russian hydroelectric power station
Federation
Government
20052007 Severstal USA 462 Construction of steel plant SeverCol
in Columbus
20072010 Magnitogorsk Iron Turkey More than 200 Construction of two steel works and
& Steel Works infrastructure by joint company
(~ 5501 1,100 MMK At akaxk (firs
total planned) ready in 2008)
Since 2002  Sistema Belarus 237 New mobile company MT-8elarus,
(including 161 whereSistema has 49% of equity
in 20062008)
Since 2004 LUKOIL Saudi 227 Exploration of gas fields (carol
Arabia over 80% of LUKSAR). Inveshents
can be significaty increased for gas
production
Since 2005 ALROSA Angola 209 LUO-project for mining of diamonds
(ALROSA has 45%)
20052011 Gazprom Austria More than 100 Construction of 2 blocs of gdwlder

Heidach (first one was ready in 200°
(~ 350 total planned)

20062010 Metalloinvest UAE ~100° Construction of steel plant Hamriyal
Steel
(1607 200total planned)
Since 2002  LUKOIL Colombia 98 Exploration of Kondor oil fields

Sources Press releases, and annual and financial reports of compdiTike.first two projects are cases of a kind of

brownfield FDI that is a widaepread phenomenon in emergingrkeds, in which a MNE buys a weak local company (or a

part of it) to receive an entry ticket to the local market and then begins to build what is in effect a new plant. Ad€isstin t

project in the table, Sistema took over an Indian company thabtlithire a mobile network and began to build one. All

projects in the table other than the first two are classic greenfieldfDh e sy mb o | 60~06 indicates that
estimate by the IMEMO team.
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Annex Table 5. Destinations of noffinancial FDI outflows from the Russian Federation
(US$ million)

Rank  Destination Jan. June July i Dec.  Jan.i June July i Dec. 20072008
2007 2007 2008 2008
1 Cyprus 10,775 3,856 7,836 -409 22,058
2 Netherlands 9,170 3,332 1,234 1,384 15,120
3 USA 330 644 6,307 1,369 8,650
4 UK 1,100 1,354 4,502 970 7,926
5 Canada 13 168 57 6,667 6,905
6 Bermuda 1,049 1,639 1,927 2,141 6,756
7 Switzerland 404 1,001 1,155 1,305 3,865
8 Luxembourg 516 -19 1,365 1,235 3,097
9 Ukraine 491 1,111 530 234 2,366
10 Germany 253 420 944 457 2,074
11 Gibraltar 309 578 419 538 1,844
12 Belarus 707 58 708 - 37 1,436
13 UAE 44 857 126 114 1,141
14 Uzbekistan 307 a7 201 186 741
15 Spain 92 167 202 256 717
16 Cayman Islands 25 28 -47 647 653
17 Czech Republic 76 172 177 141 566
18 Bulgaria 58 110 164 224 556
19 Armenia 101 168 38 240 547
20 Ireland 147 80 149 143 519
21 Austria 87 143 92 161 483
22 France 115 143 85 132 475
23 Turkey 32 151 147 125 455
24 Hungary 15 - 27 450 12 450
25 India 0 13 443 -43 413
Top 25 26,216 16,194 29,211 18,192 89,813
Total 27,462 17,749 31,190 19,550 95,951

Source Central Bank of Russia.
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Annex Tabl e 6. Devel opment of Russian Feder a

Rank  Company Foreign assets, US$ million Share of foreign assets itotal assets, %
2006 2007 2008 2006 2007 2008
1 LUKOIL 18,921 20,805 23,577 39.2 34.9 33.0
2 Gazprom 15,452 16,769 21,408 6.8 5.4 7.5
3 Severstal 5,252 6,411 12,198 34.4 36.4 54.3
4 Evraz 2,836 9,824 11,196 33.3 52.7 57.6
5 RENOVA n.a. 8,700 8,500 n.a. 35.1 n.a.
6 Basic Element 4,600 8,300 6,200 20.0 18.4 n.a.
7 NLMK 909 1,594 4,985 10.4 12.2 35.4
8 Sovcomflot 3,646 4,214 4,642 79.3 79.9 81.1
9 Norilsk Nickel 3,855 12,843 4,600 23.7 36.0 22.1
10 VimpelCom 2,124 3,067 4,386 24.5 28.0 26.2
11 Sistema 2,290 3,572 3,804 11.3 12.6 13.0
12 TMK 490 606 2,361 13.8 13.0 33.4
13 Mechel 116 207 2,315 2.6 2.2 19.3
14 Zarubezhneft n.a. 1,800 1,900 n.a. 79.1 78.1
15 INTER RAO UES 1,116 1,284 1,374 67.2 40.6 39.6
16 Koks 12 1,013 1,073 0.9 32.6 38.1
17 Eurochem 453 902 1,015 24.5 34.1 24.4
18 ALROSA 879 863 860 10.9 8.8 9.0
19 oMz 354 554 714 35.2 44.3 56.0
20 FESCO 701 687 707 61.7 33.8 32.7

Source IMEMO-VCC survey of Russian Federation MNEs.
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Annex figure 1. Breakdown of foreign assets of Ruem Federation MNEs listed, by
main industry, 2008

11,6% M oil & gas companies

‘ O steel & non-ferrous metal
15,7%& 39,8% com panies
Oconglomerates

W other companies

32,9%

Source IMEMO-VCC survey of Russian Federation MNEs.

Annex figure 2. Head office locations of Russian Federation MNESs listed2008

etefuburg
» , Cherepovets

Ke[nerovo
. A :

Vladivostok

Source IMEMO-VCC suwney of Russian Federation MNESs.
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Annex figure 3. Geographical distribution of foreign assets oRussian Federation MNEs listed 2008

North
America

Source IMEMO-VCC survey of Russian Federation MNEs.
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Annex box 1. Acron as the leader of Russian Fedefato n 6 s weak expansion |
Peopl eds Republic of China

Al t hough Peopleds Republic of China is popul
Federation MNEs are cautious in expanding their business into their largest eastern neighbor.
Only a few compamis from the top list of Russian Federation MNEs have at least trade
subsidiaries in Peopleds Republic of China.
from the Basic Element conglomerate controls Shanxi RUSAL Cathode (since 2006) and

FESCO has 4% of the equity in International Paint (East Russia) Limited in Hong Kong
(China) . However, the | argest Russian Feder a
belongs to a company not on the top 20 list. It is Acron from Veliky Novgorod
(http://www.acrorru/eng), which specializes in mineral fertilizer production. In 2008, its

total foreign assets were US$ 332 million, which would give it the 21st or 22nd place among
Russian Federation MNEs. Because of its too
China became one of the main markets for Acron and received US$ 211 million in foreign

assets. In 2002, Acron acquired control over the Hogri Acron factory in Shandong province.
Today, Acron owns 50.5% of this producer of complex fertilizers and mettearbhas over

3,000 employees. Acron also has trade subsid
in some other countries. The other assets of Acron are concentrated in Estonian export

terminals and a Canadian mining project.

Source IMEMO-VCC arvey of Russian Federation MNEs.

Annex figure 4. Russian Federation FDI inflows and outflows, 1992008 (US$ millions)
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Source:Central Bank of Russia.
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Annex figure 5. Russian Federation outward and inward FDI tock, 20032008 (US$
millions)
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Source:Central Bank of Russia.

Annex 2. Corporate profiles of the top 20
No. 1: LUKOIL

LUKOIL is the largest Russian Federation private oil company. Tdia activities of the

company arg¢he exploration and production of oil & gas, the production of petroleum

products and petrochemicals, and the marketing of these outputs. LUKOIL has around 1.1%

of global oil reserves and 2.3% of global productidistateowned oil concern
ALangepaxalryannkd t 06 (LUKOI L) was set up by t he
Ministers No.18 of November 25, 1991. After a few years the company was privatized. Its

main shareholders are LUKOI LG6s P-Presddéentent Vag
LeonidFedur( 9. 25%) , and the US MNE ConocoPhillips
chips stock on the Russian Federation exchanges RTS and MICEX. At the same time

LUKOI L6s ADRs and GDRs are al so Mostodtdeed i n t h
company's exploration drproduction activity is located in Russia. Its main resource base is

in Western Siberia while its largest refineries are situated in Nizhny Novgorod, Perm and

Vol gogr ad. However most of LUKOILG6s output i
isbeh nd the companyds rapid internationali zat.i

LUKOIL began its investment expansion abroad in the middle of the 1990s. LUKOIL has
acquired participating interests in the exploration of oil & gas fields or oil production in
Azerbaijan (several projectsise 1994), Egypt and Kazakhstan (several projects since 1995),
Irag (1997), Colombia (2002), Iran (2003), Saudi Arabia and Uzbekistan (2004), Venezuela
(2005), Ivory Coast (2006), and Ghana (2007). In 1998, LUKOIL started its expansion in
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global refinerybusiness with the acquisition of Petrotel in Romania. Then the company

acquired and modernized refineries in Bulgaria and Ukraine (1999). Since 2008, LUKOIL

has owned two refineries in Italy. It also has petrochemical plants abroad (in Ukrainian

Kalush andBulgarian Burgas, as well as small plants in Belarus and Finland). Nearly 70% of
LUKOI L6s 6, 700 petroleum stations are | ocate
States (1,524 at the end of 2008), Turkey (777), Finland (456), Romania (31&ndJkr

(285), Bulgaria (209), Serbia (184), Belgium (157), Lithuania (120), and Poland (106). The
LUKOIL website is athttp://www.lukoil.com.

No. 2: Gazprom

Gazprom ighe largest Russian Federation company and oheloe  wleadihgidesyy
companiewvith around 18% of global gas production. The Gazprom Group is also the

worl dés | eader i n natur al gas reserves. I ts
transportation, storage, processing and marketing of hydrocarbons as well as thgogener

and marketing ofieat and electric power. The Gazprom State Gas Concern was established

in 19890n the basis of the USSR Gas Industry Ministryl983,the Concern laid the

foundation for setting uthe Gazprom Russian Federation Joint Stock Compalnigh was
renamed the Gazprom Open Joint Stock Company
traded on MICEX and other Russian Federation stock exchanges, as well as on the LSE,

NYSE and FSE in the form of GDRs and ADRs. Russian Federation state tarastad
companies control over 50% of Gazprombés shar
business is vast. The key resource bases are situated in the Yamal Peninsula and other

northern areas but Gazprom has gas production in many other Russian éedegains. It

also holds a leading position in gas distribution all over the country and the gasification of
Russiabs regions is a major current target o
diversified energy company with its own oil productioi,and gas refineries, and electricity
companies in many regions of the Russian Federation. Nevertheless, gas exports remain very
important to Gazprom.

Since the technological specifics of natural gas transport and distribution require significant
invedment in export infrastructure, Gazprom was forced to begin its expansion abroad in the
early 1990s. Currently the Groupdbs main fore
Ukraine, Poland, Belarus, the BalStatesand some other European countries. Garpinas
organized several greenfield projects with its European partners, as well as tried to buy
companies in highly profitable distribution segments also its state connections have often
aroused resistance. In the 2000s, Gazprom started investing abgzesdexploration and
production, beginning with Central Asia and moving on to Vietnam, Latin America and some
Arab countries. A significant impulse in this business was an exchange of assets with the
German firm BASF (Gazprom received 49% of the famoust&hall AG). Gazprom also
controls an electric power station in Lithuania (since 2003) and has built a new power
generating unit in Armenia. The Gazprom website is at: http://www.gazprom.com.

No. 3: Severstal

Severstal is the largest Russian Federatestically-integrated steel company and among the
top 15 in the world in steel production. In addition to steel and rolled metal, Severstal also
producescoal and no+tferrous metal products. The company was founded in 1993 in
Cherepovets (Vologda Regiom)here one of the largest Soviet steel mills began to work in
1955. Alexey Mordashov is its CEO and main owner and he has more than 829% of
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equity. Severstal is listed on the Russian Federation RTS, MICEX, as well as on the LSE. Its
key enterprises irhe Russian Federation are located in the northwest of the country, viz. in
theVologda Region, the Murmansk Regidtepublic the of Kareligkomi the Republiand

St. Petersburdrhis rather narrow Russian Federation geography is supplemented with
foreign assets located throughout the world.

Severstal began itavestment expansion outside the Russian Federation indlye28a0s,

starting with the key market of the United States in 2004. Its foreign affiliates produce mostly
steel and rolled metal. Severstal has been trying to broaden its activities over the past two
years througlioreign enterprisem thecoal industryand the nofferrous metal industry.
Currentproduction facilities abroadre located in the United States, Italy, France, the UK,
Poland, Ukraine, Kazakhstan and also Liberia, Burkina Faso and some other countries. The
Severstal website is dittp://www severstal.com.

No. 4: Evraz

The Evraz Group is a verticallptegrated company which mainly produces cast iron, steel

and rolled metal. The Gr oup birenoleecalipmdusiienes al s
and a vanadium unit. The company wasibed in 1992 and specialized in metal production

trading. Nowadays it is one of the largest steel producers in Russia. More than 70% of the
Groupbs equity is held by [Raomanr AAdk almod .i ,c hvole
Millhouse, Evraz CEO Alexanderdlov and Evraz Chairman Alexander Abramov (who

founded EvrazMetal, the predecessor of Evraz). Since 2005, Evraz Group has been listed on
the LSE. The base of the gsteelplpntdotatedlsithact i vi ty
Kemerovo and Sverdlovsk Regns since the Soviet period. Th
(coal,vanadium are located in Siberia and Ural.

Active foreign expansion began only four years ago (2005) with the acquisition of two
European producers of steel antled metali the ItalianPalini and the Czech Vitkovice

Steel. The foreign assets of Evraz have been supplemented in recent years not only with
enterprises that produce steel and rolled metal but also enterprises that produce vanadium,
cokeandronore The geogr agivityabreatl inckides thezU&,sCarada, EU
countries, South Africa and Ukraine. The Evraz website is at: http://www.evraz.com/

No. 5: RENOVA

The RENOVA Group is a conglomerate that owns and manages assets in many sectors of the
economy, including eleatr power, housing services, construction, transport,
telecommunications, chemicaimnferrous metals and machinery. The group was founded

in 1990 by Victor Vekselberg who has continued to play a key role in the management and
development of the group. REDVA is a private company and not listed on atgck

exchange. Because of the diversity of its interests, the geography of its activities is vast. Its
enterprises are located in many Russian Federation regions from Central Russia to the Far
East.

TheGrapbés foreign expansion is of very recent
largest expansion was in 20@607, when assets from Switzerland, Italy, Belarus and some

ot her countries were added to RENOVAOGs. The
http://www.renovau.
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No. 6: Basic Element

Basic Element is the second conglomerate on the list and includes such big Russian
Federation companies as Rusal and the GAZ Gr
found in nonferrous metals (mainly aluminum and copp&gnsport machinery & services,

coal, petroleumpulp and papeigonstruction, power, financial services and other areas. The
conglomerate was established in 1997 under the name of Siberian Aluminum Company. One

of Basic EIl ement 0s salosnhe targestpreduder incthee mqrld of altengium R u

(11% of world production) and alumina (13%)e conglomerate is not listed yet either in the

Russian Federation or in other countries. The unchallenged leader and the owner of the
conglomerateisOleDer i paska. Basic El ementds enterpri
mainly of Soviet heritage and are to be found in many parts of the country.

The breadth of its businesses is typical of the conglomerate outside of the Russian Federation
too, not only lecause of its muksectoral structure but also its relatively early foreign

expansion (from 2000). A set of foreigmetal enterprises was developed in the early 2000s
through the acquisition of assets in Armenia, Guinea, Rumania and Ukraine. Later foreign
projects included enterprises in transport machinery (the UK and Canada) and construction
(Austria and Switzerland). Its expansion of 28@®7 was interrupted by the world crisis, as

a result of which the conglomerate turned down several acquisitiopgetesAs of now,

Basic Element owns enterprises in countries on all five continents, including Australia,
Guyana, Mongolia, Nigeria, Sweden, Jamaica, and some other countries. The Basic Element
website is at: http://www.basel.ru/en.

No. 7: Novolipetsk $eel (NLMK)

Novolipetsk Steel is a producer of cast iron, steel, rolled metal, iron ore and coke. NLMK,

which was created in the 1990s, like other Russian Federation metal companies, now has a

strong position in Russian Federation as well as world induBtile company produces 15%

of all Russian Federation steel. Its share in the world market of slab is more than 11% and in

the world market of transformer rolled metal is more than 16%. Fletcher Group Holding Ltd.

has more than 77% ehare capital and itkainb e nef i ci ary is the chair]
Board Vladimir Lisin The company has been listed on the LSE since the end of 2005. It is

also listed on the Russian Federation RTS and MICEX. The key enterprise of the company is
Novolipetsk Iron and Steel Workiocated in the Lipetsk Region since 1934. Only a few

assets of Novolipetsk Steel are locate@entral Russia, Ural and Western Siberia.

NL MK&6 s fxpansion dpes na have a wide geography. It began in 2005, when NLMK
bought the Danish producer steel and rolled met&lanSteel A/S. The expansion has since
continued with acquisitions of steel companies in the US, Belgium, Italy, France and some
other countries. The NLMK website is at http://www.nImksteel.com.

No. 8: Sovcomflot

Sovcomflot, whichs part of the SCF Group, is the largest Russian Federation shipping

company. Th&CF Group is a fully integrated shipping company, specializing in the sea
transportation of energy. Hieet andshadlsh e owner of
headquarters St. Petersburd’he consolidation of the commercial operations of

Sovcomflot and another large shipping company Novoship (from Novorossiysk) has allowed

the SCF Group to become a leading provider to the market of tonnageAfmahexand
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Suezmaxanke r sectors since 2008. The Groupos fl e
aggregate 9.4 million tonnes dwt. The average age of the tanker fleet is 6 grarsf the

youngest in world shipping.he provision of portelated services, including theeration of

oil terminals and tugs, have also recently b
The SCF Group became the technical operator of new terminals near and in the Sakhalin
Region.Sovcomflot was established as a commercial enterpri$888on the basis of the

USSR Ministry of Merchant Marinand transformed into a joint stock company in 1993. It

remains fully stat@wned.

The foreign investments of Sovcomflot are mainly of the psétidiatype with fleet
registrations under the flagé Cyprus and other countries with lax shipping regulations.
However, in 2006, Sovcomflot and Novoship bought a middled shipping company,
Marpetrol, in Spain. The Sovcomflot website istip://www.sctgroup.com.

No. 9: Norilsk Nickel

Norilsk Nickd is a company in theonferrous metal industry, specializing in the production
of platinum, palladium, nickel, copper, gold and other-fesrous metals. It is the largest
world producer of nickel (21.4% of world production) and palladium (44.8%), otine dbp
five producers of platinum (10.7%), and a significant producer of copper (2.7%). The
company was founded in the ml®90s by Vladimir Potanin who still owns 25% of #feare
capital. Rusal from the conglomerate of Oleg Deripaska owns anotheNeisigk Nickel is
represent ed wi stoedeychanges, indiuding the LSE,dhé Russian
Federation RTS and MICEX, and tBerlin-Bremen Stock Exchanges. The activities of the
company in the Russian Federation are concentrated in two key régmoksasnoyarsk

Krai, where its basic industrial complex and its source of raw mataralscated (since the
1930s), and in th®lurmansk Region.

Noril sk Nickel 6s foreign expansion has been
deals have beemade, beginning in 2003, when the company bought a US producer of
platinum and palladium, Stillwater Mining. N

now in Australia, Botswana, the US, Finland and South Africa. It also has trade subsidiaries
intheUK, Peopl eds Republic of China and Switze
http://www.nornik.ru/en.

No. 10: VimpelCom

VimpelCom (VimpetCommunications) is one of the leading Russian Federation companies

in the field of mobile communications, Wwibver a quarter of the national market. The

VimpelCom Group provides voice and data services through a range of mobile, fixed and
broadband technol ogi eBhecompdre wastfouneded mBIOZHyi neo b
engineer Prof. Dmitriy Zimin and was thest Russian Federation company to list its shares

on the NYSE (November 1996, using ADR). It is also listed on the Russian Federation RTS.

A new stage of the companyds devel opment beg
Norwegian Telenor (in 199&)nd Russian Federation Alaroup in 2001. Currently, they

have 29.9% and 44% of shares respectively.

Companies of the VimpelCom Group are now operation in Kazakhstan (since 2004, with
43% of the national market), Ukraine and Tajikistan (since 2005ekiktlan, Georgia and

331



Armenia (since 2006), and Vietnam and Cambodia (since 2008). The VimpelCom website is
at: http://www.vimpelcom.com.

No. 11: Sistema

Sistema (JoinBtock Financial Corporation Sistema) is a conglomerate with assets in
telecommunicatios, the media, oil production and refining, the kigth sector, and the
business unit Aconsumer as Sistama'®owlersoipur i s m,
structure was generally formed in 199396.The largest company of the Group is MTS.
Sistemaowns 54% of the mobile communications producer, which is the main competitor of

r

Vi mpel Com and accounts for more than 60% of

ComstarOTS (53%), Shyam (74%) and CMM (100%) in the telecommunications segment.
Main compnies in the higllech segment are the telecom equipment producer Sitronics (71%
of shares) and the military concern RTI Systems (100% of shares). The most famous
company in other business units of the Group is the largest Russian Federation travel agency
Intourist (66% of shares). Sistema is the only Russian Federation public conglomerate. Its
shares are listed on the RTS and MICEX as well as on the LSE (since 2005). Haoeever,
founder and chairman of the board, Vladiitushenkov owns 62.1% of Sistebna s har e
capital.

The company began its foreign expansion in 2002 when MTS established a subsidiary in
Belarus and Sitronics took over STROM telecom in the Czech Republic. Nowadays MTS has
subsidiaries in five CIS countriésn Belarus, Ukraine (since 288), Uzbekistan (2004),
Turkmenistan (2005) and Armenia (2007). Sitronics then continued its foreign investments
and bought 51% of KvazaMicro in Ukraine in 2004 and 51% of Intracom Telecom in

Greece in 2006. In 2007, Sistema started its mobile teleghwmieess in India, where it took

over Shyam Telelink. The main company in the traditional telephone business in Moscow is
ComstarOTS, which has subsidiaries in the Internet segments of Ukraine and Armenia (since
2006). In 2008, RTI Systems and Intouristoamade significant acquisitions abroad (in

Austria and Turkey respectively). The Sistema website gt/ www.sistema.com.

No. 12: TMK

TMK is a steel company that produces pipes. It ranks second in the world market by volumes
of steel pipes. Itshare of the Russian Federation market is more than 27%. The main owner
of TMK, which was founded only in 2001, is Dmitriy Pympyanskiy, who owns about 75% of
share capital. Other shares are listed on the RTS, MICEX and the LSE. The key Russian
Federation eterprises of TMK are located in the Sverdlovsk, Volgograd and Rostov Regions
and were built in the period of the Russian Empire or the Soviet Union.

TMK is not active in foreign acquisitions, in spite of its first steps in foreign markets at the
beginningof the 2000s. Its main enterprises abroad include producers of pipes and sales
affiliates. The key acquisition of TMK is a purchase of the US pipe comp8EO in 2008.
Nowadays the enterprises of the company are located in Romania (since 2002), tide US a
Kazakhstan (2008). The TMK website is at: http://www tgnkup.com .

No. 13: Mechel
The main businesses of Mechel are in iron, steel, rolled metal and hardware. But the company

also mines coal and iron ore, produces nickel, and owns power assatsarkkéshare of
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Mechel in Russian Federation steel production is aroet@P8, in coking coal its share is

more than 20%. The company was established at the beginning of 2000 and is under control
of lgor Zyuzin (66.76% of share capital). The shares of Meate listed on the NYSE, RTS

and MICEX. The key company facilities in the Russian Federation are a mill in the
Chelyabinsk Region, which began its production in 1943, and coalmining facilities in the
Kemerovo Region. However, the geography of its busiimegeneral is vast: from the

Republic of Sakha (Yakutia) to the Republic of Karelia.

The foreign expansion of Mechel began in 2002 and is still limited to the EU and the CIS.
The main foreign enterprises are located in Romania (four steel mills)ahith(steel plant

since 2003), Bulgaria (49% of power station since 2007) and Kazakhstan (chrome and nickel
mines since 2008). The Mechel website is at: http://www.mechel.com.

No. 14: Zarubezhneft

Zarubezhneft is the ol dadustry,evithwigaexperienceaof Rus si a
business activities in different parts of the world. It was established in 1967 under the USSR
Ministry of Oil Industry. In 2004, Zarubezhneft was transformed into a public joint stock
company with 100% shares held indeal ownership. Since it was established, Zarubezhneft
has been engaged in preparing and implementing integrated projects for the exploration and
development of oilfields abroad, constructing oilfield facilities, carrying out projects for oll
recovery enhacement, as well as supplying equipment and materials for oil and gas facilities

in the Middle East, South East Asia, Africa and Latin America, particularly in Algeria,

Vietnam, India, Iraq, Iran, Yemen, Lybia, Syria and Cuba. Only recently Zarubezhseft ha
begun to develop its Russian Federation subsidiaries, which participate in the oil business and
in scientific research.

Zarubezhneft's most effective project abroad is the joint venture Vietsovpetro, established in
1981 on a 560 basis with the Vietnaese Oil and Gas Corporation Petrovietnam under an
Intergovernmental agreement. In October of 2007, the stake in Vietsovpetro was finally
added to the charter capital of the company. Zarubezhneft also has another subsidiary in
Vietnam in partnership with panese investors (since 2002) and small projects in Kazakhstan
and Turkemistan (since 2001). In 2007, Zarubezhneft took over two refineries and petrol
stations in Bosnia and Herzegovina and then began their radical reconstruction. The
Zarubezhneft websitis at: http://www.nestro.ru.

No. 15: INTER RAO UES

INTER RAO UES is a fast growing power supplier. It was established as a closestgoint
company within the RAO UES Group in 199@.2001, INTER RAO UES started projects of
trading with norRussian Feeration electric power in foreign markets. In 2002, it began
exporting of electric power from the Russian Federation as well as generating power in
Russi a. In 2003, 40% of the companyds shares
result, INTER RAQUES became a unified export and import operator of two of the largest
producers of electric power in the country. During the recent reform of the Russian
Federation power industry, INTER RAO UES was merged with the Sochinskaya power
station and severallodr electricity producers in various Russian Federation regions in 2007.
Before April 2008, the name of new company was Sochinskaya TES. The new open joint
stock company is listed on the Russian Federation RTS and MICEX but is still under state
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control beause statewned Rosatom, Energoatom and Gazprom own 66.3% of its share
capital.

INTER RAO UES started the active purchase of electric power assets abroad with expansion
in Georgia and Armenia in 2003. In 2004, its subsidiary trading company becametiome of
major business entities in Finland. In 2005, INTER RAO UES acquired control over power
stations in Moldova and Kazakhstan began building a power station in Tajikistan and started
its business in Turkey. In 2007, the company took over a distribuabecficity in

Lithuania. The INTER RAO UES website is at: http://www.interrao.ru/eng.

No. 16: Koks

Koks specializes in traditional iron & steel production as well as in coal mining and nickel
production. Koks as a core company of Industrial Metallatdiolding was established in

the 2000s but its main plant was build in 19
MI CEX, although Boris Zubitskiy and his sons
enterprises in the Russian Federation are f@stéocated in the Kemerovo and Tula Regions.

Some facilities are located also in the Ural.

Koks began to buy foreign assets only in-prigis 2007. Currently, the main foreign assets
of the company are plants in Slovenia that produce steel and rstdetts. The Koks
websites are at: http://kokc.kem.ru/eng and http://www.metholding.ru/en.

No. 17: Eurochem

The EuroChem Mineral and Chemical Company (Eurochem) is the largest manufacturer of
mineral fertilizers in Russia. It ranks among the top threefgan and the top ten world

leaders in the sector. Moreover, it is the only chemical company in the Russian Federation
that incorporates mining and processing enterprises as well as logistics companies and
distribution networks in various regions. Its malants are situated in the Stavropol Krai,
Krasnodar Krai, Tula, Murmansk and Leningrad Regions. Several leading producers of nitric
and phosphoric fertilizers were consolidated within EuroChem by the MDM Group in 2001.
After the breakup of that groupAndrey Melnichenko became the main owner of Eurochem.
Currently MCC Holding Ltd. from Cyprus (in which Melnichenko has 95% equity) owns
99. 99% of Eurochemdés share capital

The largest foreign subsidiary of Eurochem is Lifosa. The company bought 94.886 of t
largest Lithuanian producer of phosphoric fertilizers in 2005. Eurochem also owns several
trade and service companies abroad. In 2008, it also acquired 56.3% of a producer in
Kazakhstan. The Eurochem website is at: http://www.eurochem.ru.

No. 18: ALROSA

ALROSA is the largest Russian Federation company specializing in the mining and
processing of diamonds. It mines approximately 95% of Russian Federation diamonds.
ALROSA has a 20% share of the global market (or 25% in value terms). The Russian
Federatio state is the main shareholder of the company: the federal share is more than 50%,
while regional and local governments own 41%. ALROSA is not listed on any stock
exchange The company has a very narrow geography of busingeskey region is the

Repubic of Sakha (Yakutia) that contains the main production assets.
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By Russian Federation standards, ALROSA has had a presence in foreign markets for a long
timei from the mid1990s. However, its presence abroad is not extensive. The only diamond
mining faclities are in Angola and there are some trading subsidiaries in the global centers of
the diamond business, especially in Antwerp in Belgium. The ALROSA website is at:
http://eng.alrosa.ru.

No. 19: OMZ

OMZ (the UralmasHzhora Group) is the largest heawmgustry company in Russia. It

specializes in the engineering, production, sales and maintenance of equipment and machines
for the nuclear power, oil and gas, and mining industries, and also in the production of special
steels and equipment for other isthies. The company was founded in 1996 in

Yekaterinburg, where it controls the famous Ural MaciBuoédding Plants (was built in the

1930s). In 1999, Izhorskie Zavody became part of the company, which was renamed
Objedinennye Mashinostroitelnye Zavody élinashizhora Group) (OMZ). OMZ is listed

on the Russian Federation RTS and MICEX. Its shares are also traded through depository
receipts on the LSE, NYSE and some Ger man st
founder Kakha Bendukidze and his partreglsl 42.2% of share capital and nowadays the

main shareholder is the closed jestbck company Forpodflanagement (44.4%), but in fact
Gazprombank.

The only foreign country with OMZ production facilities is the Czech Republic. The
company bought Skodaetl and Skoda JS in 2004, and CHETENG Engineering joined
OMZ in 2008. The OMZ website is at: http://www.omz.ru/eng.

No. 20: FESCO

FESCO is thdargest private intermodal transportation group in Russia, providing a full range

of logistical solutions thragh a combination of shipping, rail, trucking and port services. The

Far East State Shipping Company (FESSCO) was founded in 1935 as a successor to the
Volunteer Fleet Agency ( fDoviadivodtokio1880) ltwahi c h w
privatized inthe 1990s and FESCO became a diversified transport group under the control of
Sergey Generalov and others. FESCO has been listed on RTS since 2004 and MICEX since

2008.

The main part of the FESCO fleet is registered in Cyprus, Marshall Islandsm@edaber

countries with lax shipping regulatians 1995, the company set up its first foreign agency

in Australia. Then FESCO established subsidiaries in New Zealand and Hong Kong (China)

(in 1997), the US (in 1999) aadd@% sfampqllcerés Rep
of paints for vessels in Hong Kong (China) and has significant stakes in transport firms in the
Republic of Korea and Uzbekistan. The FESCO website is at: http://www.fesco.ru/en.
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Chapter 101 S| oveni ads gl obal pl a

A. Slovenan MNEs: small but growing rapidly in 2006

Andreja Jakl i and Mar j an

The first report on Slovenian MNESs, released on March 18, 2008, reveals dynamic OFDI
activity by Slovenian firms. FDI outflows from Slovenia have surpassed FDI inflows in three
of the past four years, as Slovenian firlonok to expand in foreign markets.

The principal findings of the survey are tha
foreign assets, had nearly US$ 4 bill/ddm assets abroadaple 1); had nearly US$ 4 billion

in foreign sales (including exps); and employed 23,616 persons abroad. Their foreign

assets and employment each more than doubled since 2004, while foreign sales increased

60%. Foreign assets are concentrated in Europe. The top threé Fersator, Gorenje,

Krkai account for mre than half of the total assets of the Top 25, and the top five firms
account for 68% of the Top 2506s total foreig

Slovenian MNEs are not large when compared to their counterparts in Brazil and the Russian
Federatiof?® (the foreign assets ofdhlop 25 are roughly 5% of the Top 25 in the Russian

Federation and the Top 20 in Brazil), but th
Table 1. CIR-CPII ranking of the Top 25 Slovenian MNEs, in terms of foreign
assets, 2006
(Millions of US$)

Rank Name Industry Foreign assets
1 Mercator Retail trade 954
2 Gorenje Electricity supply, manufacturing 668
3 Krka Manufacturing 439
4 Droga Kolinsk& Manufacturing 352
5 Petrol Oil supply 307
6 Merkur Retail trade 203
7 Intereuropa Transportdon 127
8 Helios Manufacturing 121
9 Iskra Avtoelektrika Manufacturing 80
10 Elan Manufacturing 75
11 Unior Manufacturing 66
12 Lesnina Retail trade 66
13 Kolektor Group Manufacturing 59
14 Prevent Manufacturing 50
15 Trimo Manufacturing 46
16 Viator & Vektor Transportation 40

122The following EURUS$exchange rates, based on XE.com Universal Currency Convettef/(vww.xe.com/ucg/

were used throughout: 1.31954 (2DpQG18395 (2005); 1.35338 (2004).
12 The ranking lists for Brazilian and Russian MNEs were released in December 2007 (see www.cpii.columbia.edu).
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17 HIT Entertainment 37
18 JUB Manufacturing 35
19 Hidria Manufacturing 33
20 Perutnina Ptuj Manufacturing 32
21 Kovintrade Manufacturing 28
22 ERA Retail trade 22
23 ETI Elektroelement Manufacturing 21
24 Alpina Manufacturing, retail trade 20
25 Kompas Travel and related activities 20
TOTAL 3,903

Source: CIR CPII survey of Slovenian MNEs.
2 Droga and Kolinska merged in 2004.

The profile of the Top 25

The foreign assets of the Top 25 Slovenian MNEsrepres 86 % of Sl oveni ads
FDI stock.

Slovenian MNEs are small compared to their foreign counterparts:

Only five have over US$300 million in foreign assets, and only four employ over 2,000
people abroad and four of them have fewer than 500csees Annex Table L

None of the Slovenian Top 25 makes it into the top 50 MNEs from developing cotiitries.
One of the Top 25 started its early development as a feosigied firm and became a 100%
Slovene firm a few years ago (s@ex case boxdn Kolektor).

Slovenian MNEs are expanding dynamically: between 2004 and 2006, their aggregate foreign
assets doubled to nearly US$4bn, their foreign sales grew by more than 50% to US$7.3bn
(comprising more than hal f erhployntest dolibtegto 2506 s t
23,616 peopletéble 2.

Table 2. Snapshot of Sl o2006i a
(Millions of US$ and no. of employees

% change
Variable 2004 2005 2006 2006/2005
Assets
Foreign 2,068 2,680 3,903 31
Total 9,061 9,407 11,777 12
Share of foreign in
total (%) 23 28 33 16
Employment
Foreign 11,699 18,972 23,616 24
Total 69,655 77,027 81,349 6
Share of foreign in
total (%) 17 25 29 18

124 5ee UNCTADWorld Investment Report 20QGeneva: UNCTAD, 2007). Data for 2005 are the latest available.
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Sales
(incl. exports)

Foreign 4,730 5,093 7,256 28
Total 11,497 11,045 13,885 13
Share of foreign in

total (%) 41 46 52 13

Source: CIR- CPIl survey of Slovenian MNEs

Foreign expansion is the engine of growth of the Top 25. Domestic sales of the Top 25 were
59% of total sales in 2004, but their relative share piedgo only 48% of total sales in 2006.
For the top two manufacturing firms, foreign sales amounted to 86% of their total sales.

This foreign growth does not come at the expense of existing home country employment,
investment and sales, but is complemgntBomestic sales and employment have both
remained stable. The Top 25 remain among the most important domestic employers, while
home country assets of the Top 25 have grown by around 15% from 2004 to 2006.

The aggregate Transnationality In¢ferf the Tg 25 has risen from 36% to 45% from 2004
to 2006, which reflects the rapid growth of international operations. The Slovenian Top 25
does not lag much behind the largest companies in the world in terms of their degree of
transnationality, and they are mdransnationalized than firms from other transition
economies. The most internationalized Slovenian company i§ JUBanufacturer of
chemical products with a Transnationality Index of 77%.

The overwhelming share of outward investment from Slovenieirgybmade by private
companies. Only one out of the Top 25, accounting for about 2% of aggregate foreign assets,
is majority-owned by the state.

The Top 25 now have 286 foreign affiliatesfiex figure Lin 53 different countries, for an
average of 11.5ffiliates in an average of 9 countrigmfiex Table 1. Gorenje is present in
26 countries (with 41 foreign affiliates), followed by Unior and Hidria in 17 countries each
(with 21 foreign affiliates each).

Many of the Slovenian Top 25 are regional MNERe foreign affiliates of Slovenian MNEs

are concentrated in Europe, as revealed by the Regionality lAdagX Table 2 More than

80% of foreign affiliates are located in Europe, and nine of the Top 25 MNEs are based
exclusively in Europe. The WestdBalkans is the most important location for affiliates,

although Slovenian firms show a growing interestinRusa, Peopl|l edsanRepubl i
other Asian locations.

Manufacturing (food and beverages, chemical and pharmaceutical products, macatdnery a
equipment, electrical equipment, sport apparel, etc.) is by far the most important sector of the
Top 25, with 16 of the 25 MNEs (54% of foreign assets). The next largest sector, with five
MNEs, is retail trade (32% of foreign assets). Other activitiesteansportation (4% of

foreign assets), electricity supply, oil supply, entertainment, travel, and related activities
(Annex Table 3 and annex figurg 2

125 The Transnationality Index is a composite ratio calculated by averaging the relative shares of foreign assets, foreign

employees and foreign sales as a percentage of their respective totals. See UNCTAD
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Only eight of the Top 25 is headquartered
decentralized type of development strategy that dates back to when Slovenia was a socialist
economy. Three out of the top 5 are located outside Ljubljana.

With the exception of one, all Top 25 MNEs were established years before the transition to a
marke economy had begun.

The Top 25 include old and young MNESs: seven firms hawéransition experience in
outward investment (some, like Gorenje, invested in the 1960s. Krka established a
pharmaceutical firm near Nairobi in the mid 1970s, and Elan prddside in Swedéff, also
in the 1970s.) Nine made their first investment abroad in thel@8@s, and nine others
established their first foreign affiliate after 1999.

Ten of the Top 25 are listed on the Ljubljana Stock Exchange, but no other stockgexchan
fifteen companies are not listed anywhere.

All MNEs use the Slovenian language as their official language; however 15 out of 25 also
use foreign languages. Ten out of 25 top MNESs use Slovenian and English as official
languages, two companies usefficial languages (Slovenian, English and German), while
one of them uses 5 official languages (Slovenian, English, German, Russian, and Croatian).

Theinternationalization of managementis relatively low; except for or€, all other CEOs

are SlovenianTop management is more internationalized in eight out of the Top 25
companies (in three cases 40% of top managers are foreign, two cases with 30%, two cases
with 20%, and one with 10% foreign management), while in 17 companies the management
is entirely Sovenian.

Sl oveni adbs outward FDI

Slovenian companies were early birds in outward investment amesareatist countrie®
they started investing abroad even before inward investment was allowed. Originally,
outward FDI was mostly focused on trade potion. Many MNEs turned this sequential
strategy into a leapfrogging type of transnationalization.

Essentiallyfis y st em escapeo0 -ransitiersperiocchasbeen replacddby pr e
marketseeking, efficiencyseeking and recently also strateggset seeking investment. As a
resul t, oBwaa ¥ stackogedrom a low base of US$ 300 million in the early
1990s, to US$4.5bn in 2006 (annex figure 3).

Investment activity abroad was most intense at the end of the 1990s (althougmgmiern

policy was actually discouraging outward FDI until 1999) and has continued after 2000.
Outward FDI stock is expected to continue to rise significantly. FDI outflows have
outstripped FDI inflows during four of the past five years (annex figure 4jyatisn that is
predicted to remain for each of the next four yédtdowever government privatization

plans (in insurance and telecommunications) may result in higher inward than outward FDI in
the next few years.

126
127
128

The famous Sweden skier Ingemar StenmaedLElan skies for racing.

The CEO of Droga Kolinska, Slobodan Vucicevic, is Serbian.

Laza Kekic and Karl P. Sauvant, eds., World Investment Prospects to 2011: Foreign Direct Investment and the Challenge
of Political Risk, atvww.cpii.columbia.edu
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For Slovenian firms, outward FDI has begfrequent survival strategy. Initially statened
Ljubljanska Banka (now NLB, see annex case box 2) facilitated internationalization by
establishing its first foreign office abroad in 1968 in Germany and later elsewhere. Trade
companies followed to fddate trade Companies from manufacturing industries (with a
much longer tradition and export propensity) followed later.

While greenfield investments were prevalent during the 1990s, mergers and acquisitions
activity intensified after 2000 (Annex Tabdt). Larger acquisitions were undertaken in the
financial sector, chemicals (particularly pharmaceuticals), retail trade, electrical appliances
and the food industry (annex case box 3). Early internationalization made the Slovenian
transition less painfulparticularly after Yugoslavia was lost as a market when Slovenia
became independent. It also facilitated internationalization by knowledge accumulation and
the early creation of an internationally experienced management.

Today, more than 2% (around 956 the almost 50,000 corporations in the Slovenian

corporate sector are involved in outward investment activity. However, the vast majority
(almost 75%) of these 950 MNEs can be classified as small and msidiethenterprises.
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