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China’s BRI & Latin
America: A New Wave
of Investments?

China played a key role in supporting Latin America to
recover after the 2008-2009 global financial crisis. Will
that be the case again after the coronavirus (COVID-19)
crisis? Many say China will be far from irrelevant in this
process, and many analysts expect a fast recovery for
the Asian country. But it’s still uncertain whether China
will emerge as capable of helping and investing as it
did in the past.

It is also clear that Latin American countries have
solid projects in the pipeline in sectors ranging from
transport, mobility, energy, and social infrastructure
that could fit into what is usually of interest of Chinese
companies.

Has the coronavirus pandemic changed China’s
priorities in the region?

During the GRI Club eMeeting on August 18, 2020,
GRI members from Spanish speaking countries and
Chinese players discussed these issues.
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Current trends in Belt and Road Initiative (BRI) and Chinese
investment in Latin America
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Although Chinese outbound investment has generally decreased in the last few years, investment into
Latin America has increased. With BRI creating new opportunities for China - Latin America infrastructure
cooperation, Latin America is the second largest destination for Chinese investment and the third largest
market of China’s foreign contracted infrastructure projects. Latin America is a key emerging market with
huge infrastructure potential and foreign investment in infrastructure is always welcomed.
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Impact of COVID-19 on infrastructure investment from China
into Latin America

COVID-19 has significantly affected people’s lives and their health, as well as the global economy. One
of the key measures for China to resume work and production is to increase investment in infrastructure
(traditional economic and social infrastructure, new types of infrastructure in information and
communication technology and integration of traditional and new types of infrastructure). Infrastructure
projects can stimulate economies and create jobs.

From China’s perspective, governments should strengthen reform and opening-up, improve governance
capacity and leverage the private sector. With increasing fiscal pressure, governments would adopt the
PPP model to attract domestic and foreign private sector to invest in infrastructure. Governments should
manage the fiscal risk arising from PPP projects to ensure long term fiscal and economic sustainability.
The PPP model, which has been widely used in China, will be an important driver for bringing more
Chinese investors into the Latin American infrastructure market.

One specific challenge brought by COVID-19 upon infrastructure investment is the inability to travel.
Notwithstanding how much can now be achieved online and through the use of technology like drones,
this inability has affected due diligence, site visits and face-to-face negotiations, which are particularly
important in creating long-lasting partnerships. As Chinese teams cannot travel to projects, they are
unable to efficiently leverage their competitive advantage.

Notwithstanding the above, there are still many positives arising from the crisis including the following:

- The crisis has accelerated development and application of new information and communication
technology infrastructure (e.g., internet, data, artificial intelligence, cloud computing).

- Substantial infrastructure transactions have and continue to be progressed and closed during
this time.

+ One speaker noted that their investment strategy has not changed - they continue to invest and
monitor for opportunities and remain very optimistic about the Brazilian economy.

« In recent months, Chinese state-owned enterprises (SOEs) appear to be seeking increased

exposure to the region and looking for new acquisition opportunities.
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3. Opportunities and challenges for Chinese investmentin Latin
American infrastructure

3. PETHEEMIRERFVIIES

Opportunities and challenges for Chinese investment in Latin American infrastructure were discussed as
speakers reflected on recent transactions.
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Culture, language, local knowledge and governance
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From both Chinese and Latin American perspectives, there are challenges arising from differences in
culture (including enterprise and business culture) and language. However, there is confidence that
these challenges can be overcome, noting the history of Chinese investment in the region.

To be successful in Latin America, it is very important Chinese investors have deep local knowledge
of the markets in which they are investing. Chinese companies could gain such knowledge by either
acquiring experienced local players, or forming or joining a consortium comprising them. There are
examples where these models have brought success.

Chinese companies, many of which have experience in large projects, should be more proactive in
seeking opportunities. For example, Chinese investors may need to be prepared to make unsolicited
proposals. They are often competing against incumbents that do not face the same challenges. Being
proactive could be an advantage to Chinese companies.

In relation to Chinese SOEs, good coordination between transaction teams and headquarters will
contribute to their success.

Latin American counterparties are keen to understand how Chinese entities grant approvals and make
4 decisions and governance processes and structures within Chinese entities. They are also keen to find
S out the purpose of an investment and how the investment fits into the existing structure and plans of
7 that entity.

Investment banks and other advisors play an important role in helping Chinese and Latin American
companies navigate these challenges and ensuring a project is successful. They also provide local
knowledge needed by Chinese companies to take up the opportunities available.
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Managing risk
B X e

In light of challenges in the investment market, more attention will need to be paid to the risks in the
Brazilian and other Latin American markets. Investors may need to seek projects with higher margins and
higher revenues to deal with these risks.

Chinese banks have invested significant funds into Latin American infrastructure and energy projects and
assets have grown rapidly. However, as losses and risks continue to emerge, more caution is required. Many
countries in the region are no longer providing sovereign guarantees and support from ECAs (export
credit agencies) has decreased, along with political and social circumstances, where risks have increased.

One speaker did not foresee many take or pay projects in the infrastructure and energy sectors in the
near future. Accordingly, given market risk will be a key feature of projects, it is even more important that
investors have deep local knowledge.

Chinese SOEs, which are subject to particular conditions, have sought projects with no market risk which
has seen many of them in the power generation sector.
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Finance (debt and equity) and volatile local currencies
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Another challenge raised by a number of speakers was in regard to the availability of debt finance and
the consequences of volatile local currencies. Given the size of infrastructure projects, local finance
is not sufficient and finance from international providers or from China is often required. However,
there is increased difficulty in obtaining such finance. As the debt is denominated in, e.g., US dollars
or Euros, and infrastructure projects are of long duration, the volatility of local currencies has created
significant challenges in arranging hedging. The ability to leverage is also less compared to developed
markets. However, there are positive developments in secondary markets, e.g., in Brazil, and the ability of
institutional and retail investors to access debt instruments.

Equity investors who take the long term view are more comfortable with volatility and returns. There
are funds that are willing to contribute equity to projects. Collaboration between Chinese government
entities and the private sector to form consortia could also lead to success.
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Specific opportunities and other challenges
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Speakers shared their observations on specific opportunities throughout Latin America.

- In Brazil, a new regulatory framework for basic sanitation has the potential to create many
investment opportunities as well as improve the quality of life for many in the country. There are
also opportunities in the telecommunication, transportation, ports, railways, energy, and oil and gas
sectors. Infrastructure will be required to be built in Brazil to facilitate agricultural exports.

- In Mexico, there are opportunities in the energy, ports and transportation sectors.

« Colombia is another destination for Chinese outbound investment, including in the mining and
renewable energy sectors.

More opportunities are also arising from shifts in the global value chain. Challenges arising from current
geopolitical circumstances and specific regulatory restrictions were also noted.
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Closing remarks
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It is clear from both Chinese and Latin American perspectives that there is much optimism about future
Chinese investment into Latin America.
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Baker McKenzie is recognized worldwide for its best-in-class client service, practices and for carrying
out the most deals year-after-year through our unmatched global platform across 77 offices and 47
emerging and developed countries. Companies based in or with operations in Latin America, routinely
rely on our leading cross-border and Latin America energy, mining & infrastructure attorneys for their
most important transactional and disputes matters. As the largest law firm in Latin America with over
850 attorneys, we offer clients 60+ years of on-the-ground presence in the region, unique coverage in
Latin America across our 15 offices and 7 countries*, and from major finance centers globally.

*Through a cooperation agreement with Trench Rossi Watanabe, a Brazilian law firm.

Contact

Bee Chun Boo Roberto Martins
AP Head of Energy & Infra Projects LatAm Head of Energy, Mining, Infra
bee.chun.boo@bakermckenzie.com L.roberto.martins@trenchrossi.com

Juan Carlos de los Heros
LatAm Head of Financial Institutions
luancarlos.delosheros@bakermckenzie.com

www.bakermckenzie.com
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The mission of GRI is to connect leaders from these markets and contribute to the building of privileged
relationships and real business opportunities. In this context, more than 6 thousand businessmen, senior
executives and investors participate annually in the club’s programming in the world.

GRI is a global club bringing together key players in the real estate and infrastructure sectors. Founded
in 1998 in London, it is present in 25 strategic countries. In Brazil, it has been active since 2010.

GRI Club Infra, in particular, has made itself the great meeting point for infrastructure and energy abroad.
Its exclusive platform provides meetings focused on exchanging experiences, thematic discussions
between members and government authorities, and propositional dialogues with the authorities, as
well as holding large events open to other members of the market.

The GRI Club Infra portfolio also includes a series of practical suggestions for enhancing industry
competitiveness, the GRI Hub, an online news platform, and the GRI Thermometer, a six-month gauge
of market mood.

Contact
Pedro Nicolau Melissa Dalla Rosa
Partner | Global Head of Infrastructure Head of Infrastructure Latam

& Portfolio Director for India

; . melissa.dallarosa@aqriclub.org
pedro.nicolau@ariclub.org

Our Offices

USA - New York Europe - London Brazil - Campinas
480 6th Avenue Suite 01-103 Rua Gustavo

Suite 308 5 Merchant Square Armbrust, 464,

New York NY 10011 London, W2 1AS Campinas - SP

+1 866 399-1210 +44.207121-5060 +55 19 3203-0645

Mexico - Mexico City

Blvd. Miguel de Cervantes
Saavedra, 301 - Miguel Hidalgo
Ciudad de México

www.griclub.org
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The global economic outlook is
constantly changing and information
plays a vital role for decision-makers to
establish resilient mitigation
strategies.

GRI eMeetings offer an online
platform for C-level executives

to exchange information from
primary sources and generate
valuable relationships anywhere

in the world. CLICK HERE for

more on our eMeetings and to

sign up for the next session.

Become an eMember
and join an upcoming discussion

griclub.org/emeetings



