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Metrics to make you think

» China’s relationships with LatAm are growing outside of trade to include important corporate and
banking linkages. These are the focus of this report.

» China is the main export destination for Brazil, Chile, and Peru, and could become the largest trade

destination for the whole region by 2030, according to our estimates, surpassing the US

» Chinese outbound direct investment (ODI) increased 15 fold in ten years, reflecting the launch of the

9 <6

Chinese government’s “going out” campaign in 2000

» Chinese ODI has a long way to go to catch up with China’s economic clout: China’s investments

represent only 2% of global investments, whereas China’s economy represents 10% of global GDP

» Chinese authorities are looking to increase this, recently raising the minimum threshold for ODI

investments needing approval to USD300m.
» LatAm in focus: Nearly 20% of this Chinese ODI has gone to LatAm; second only to Asia
» China’s investment has an emerging market orientation: 80% of total flows to EM, rather than DM
» Investment led by Chinese state-owned enterprises (SOE’s), at 80% of flows so far
» China’s companies are looking for two things: New markets abroad and raw materials at home
» Chinese development banks lent more to LatAm than the IMF, World Bank, and IADB combined
» Ten Chinese companies account for two thirds of investment in LatAm
» These 10 Chinese companies range from Sinopec to Minmetals and State Grid
» China spent USD4.3bn buying nine listed international companies with LatAm assets

» There are three Asia-listed small-cap companies with majority LatAm assets — Chinalco, Honbridge,

and China Fishery
» China has become one of the largest investors in LatAm mining, energy, and infrastructure
»  Chinese automakers are building capacity in Brazil equal to 10% of the market; after ex-Brazil success
» LatAm ODI has increased 30x in two decades, but 70% has remained within the region

» China has invested cUSD28bn in Brazil since 2005 vs Brazil’s cUSD300m in China
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China 1s here to stay

» The South-South relationship moves beyond trade
» LatAm is the second largest destination for Chinese outbound

investment

» Important for LatAm investors in mining, energy, and industrials

China is here to stay

This report examines the deepening South-South
relationships between LatAm and China.

We examine the increasing South-South
relationships between LatAm and China. The
booming trade relationship between LatAm and
China is relatively well-known. It is part of the
growing trade and capital market connections
between the nations of Asia and the Southern
Hemisphere, dubbed “South-South” trade. The
‘second stage’ relationships — of deepening bank
lending, and growing Chinese direct investment in
LatAm through greenfield and M&A, are less
well-known, of growing importance, and the

focus of this report.

China’s companies are going global — with
LatAm prominent. Faced with tougher domestic
competition and slow developed-world growth,
China’s companies are exploring new markets,
acquiring advanced technology, and securing
much-needed raw materials. The result has been a
spectacular rise in China’s outbound direct
investment (ODI), with LatAm the second-largest

recipient, after Asia.

We recap the relatively well-known story of the
booming trade relationship, with China now the
largest export destination for Brazil, Chile, and

Peru. This has been discussed in-depth in Stephen
King’s The Southern Silk Road, 6 June 2011; and
Andre Loes’ LatAm Trade Flows, 3 February 2013.

This ‘second stage’ has become key in some
large sectors — such as energy, mining, and
infrastructure. This investment pick-up has been
led by 10 Chinese companies, all state-owned
enterprises (SOEs), who we profile in this report.
Their investments make up 65% of the USD84bn

in ODI from China to LatAm in the last nine years.

Chinese corporate activity in LatAm has
heated up recently. In the last six months alone
we have seen China Construction Bank make its
first overseas expansion, agreeing to buy Brazil
SME lender BicBanco for USD171m — only the
second LatAm financial purchase for a Chinese
bank. CNOOC and CNPC were part of the
successful consortium for Brazil’s giant Libra oil
field. CNPC paid USD2.6bn for Petrobras’ Peru
oil assets. Sinochem recently failed in its
USD1.5bn bid for 35% of Brazil block BC-10.
China Fishery just closed the USD800m
acquisition of listed Peru fishmeal company,
Copeinca. Meanwhile, Minmetals and Chinalco
have reportedly submitted bids in the sale process
of Glencore-Xstrata’s USD5.9bn Las Bambas

copper mine in Peru (Reuters, 3 November 2013).
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Chinese development or policy bank lending to
the region is often overlooked, but is larger
than that of traditional multilaterals (IMF,
IADB). This has totaled USD85bn since 2005, is
very focused on only four countries, on few
sectors (infrastructure, mining, and energy), and is
dominated by two main policy banks (China
Development Bank and China Ex-Im Bank). This
tends to make the transactions large and important
when they happen. As trade with LatAm grows,
China’s major commercial banks will also likely

increase their presence in the region.

Chinese energy companies have been
significant investors in Brazil, Argentina, and
Colombia. CNPC, CNOOC, and Sinochem bring
financial strength, as well as securing valuable
resources, whilst seeking to develop deep-water
know-how.

Chinese mining companies have been big
investors in Peru’s copper and Brazil’s iron ore
industries, as they seek security of supply.
China is forecast by the Peruvian government to
be the largest investor in the Peruvian mining
industry. There is further to go here, with
Japanese trading house relationships

significantly larger.

Non-traditional growth areas picking up. China
is a large player in the smaller auto markets of the
region, and is now expanding into Brazil.
Investments in agriculture have been hampered by
‘resource nationalism’ restrictions, but

are continuing.

This investment pick up has been led by 10
Chinese companies, who we profile in this
report. We also highlight three listed Chinese
companies — Chinalco, China Fishery, and
Honbridge Holdings — that are predominantly
LatAm focused. Two of the three are covered by
HSBC research analysts.

LatAm companies are only beginning to invest
in China. Whilst LatAm outbound direct
investment (ODI) has increased 30-fold in the last
two decades, the vast majority has been within
LatAm. See Ben Laidler’s Rise of the Multilatina,
30 May 2013.

China’s outbound direct investment
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Source: UNCTAD, HSBC
Chinese ODI in LatAm (2005-1H2013)
Country (USDbn) % share
Brazil 28.2 34%
Venezuela 147 18%
Argentina 1.7 14%
Ecuador 8.6 10%
Peru 7.2 9%
Cuba 5.0 6%
Chile 4.0 5%
Colombia 1.7 2%
Guyana 0.8 1%
Guatemala 0.7 1%
Costa Rica 0.7 1%
Mexico 0.5 1%
Bolivia 0.2 0%
Total 83.9

Source: Global Chinese Investment Tracker, Heritage Foundation, HSBC

HSBC <»


https://www.research.hsbc.com/midas/Res/RDV?p=pdf&key=llzLbFgU73&n=373539.PDF

Equity, Equity Strategy, and Economics
LatAm
November 2013

Why this 1s important

» China is stepping up investment at a time when others are

stepping down

» Chinese companies are active acquirers of listed companies,
spending USD4.3bn on nine LatAm acquisitions
» We now have three Chinese listed ‘LatAm’ small caps

Seven Investment
Conclusions

We highlight seven investment conclusions from

China’s stepped up LatAm presence

1 China making up for European ODI slack.
China’s investment comes at a time when
European outbound direct investment (ODI)
— historically the largest source for LatAm —
has been under pressure. European companies
have been disposing of non-core assets, with
over 20 European divestments totalling more
than USD30bn in recent years. See Ben
Laidler’s Europe selling LatAm; what's next?,
October 2012.

FDI inflows as a percentage of GDP
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2 Bringing necessary Brazil oil investment.

China has become very important to Brazil
energy investment, with Petrobras facing
balance sheet constraints, and the recent Libra
auction showing weak Western investment
appetite. Brazil is forecast to account for one
third of global oil production growth until
2030, reaching 6mboed — three times today’s
level — according to the International Energy
Agency (IEA). We expect Chinese
involvement in the upcoming oil auctions,
may see them involved in Petrobras’
significant (and controversial) refining
expansion, and they have already been
involved (see acquisition of Petrobras Peru)
in Petrobras’ international USD11bn

divestment plan.

Source: CEPAL, HSBC
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3 Helping out in Brazil’s electricity sector at
a crucial time. China’s State Grid has
ramped up investments in the transmission
sector, and is targeting a further USD10bn
investment in Brazil. Brazil has a USD20bn
utility investment plan over the coming years,
making State Grid the supplier of
hypothetically 50% of potential capex,
seeking to grow capacity and diversify one of
the most hydro-heavy utility matrix’s in the
world. Auctions equivalent to 33 GW of
capacity are forecast by the Brazilian
government in the next five years, as well as
nearly 10 GW of natural gas, biomass, and

wind capacity.

4  Autos the next wave in Brazil. Chinese
automakers have captured up to 23% of
smaller country auto market share in LatAm
(and even more in many truck and
motorcycle markets). They are now building
capacity in Brazil for the first time, which is
equivalent to ¢10% of domestic car demand.
This could support demand for Brazil’s listed

auto-parts and industrials sector.

Chinese automaker share in selected LatAm markets

Country Market Share %
Uruguay 23%
Peru 15%
Paraguay 9%
Chile %
Colombia 7%
Brazil c2%

Source: Truth about Cars; HSBC

5 Key to supporting Peru’s GDP growth.
Peru has enjoyed a 10-year historic GDP
growth rate of over 6% — the highest in
LatAm. China is a key support to this
continuing, as the largest forecast investor in
the Peruvian mining industry. Copper
production is set to double by 2016 as new
mines come on line. HSBC expects this to
drive exports, with copper contributing over
30% of the total, from under 20% today. This

would also be a support for Peru’s listed
capital goods and construction industry. See
Clyde Wardle’s Peru Economics. Still a good

story, 11 October 2013.

Peru Export Outlook (USDbn)
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Source: Peru Finance Ministry, HSBC

6 Financing for LatAm natural resource
juniors. Chinese companies have spent
USD4.3bn acquiring at least nine listed
‘junior’ resource companies with LatAm
assets in recent years. With mining financing
conditions very tight, and large cap miners
rationalising capex plans, we would not be
surprised to see a pickup in Chinese

investment activity.

Chinese tender offers for listed ‘LatAm’ companies

Company Ticker  Acquired Amount

UsD M
Peru Copper CUP US 2007 800
Monterrico Metals MNA LN 2007 170
Northern Peru Copper NOC CN 2008 430
Tyler Resources TYSCN 2008 188
Corriente Resources CTQCN 2009 650
Emerald Energy EEN LN 2009 800
Globestar Mining GMICN 2010 195
Chariot Resources HYP CN 2010 245
Copeinca ASA COP NO 2013 810
Total 4,288

Source: Bloomberg, HSBC
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7 Three Chinese small caps focused on
LatAm. These three Asia listed small caps —
Chinalco (Peru mining), Honbridge (Brazil
iron ore), and China Fishery (Peru fishing) —
are close to LatAm ‘pure-plays’ given their
significant businesses in the region. Chinalco
and China Fishery are covered by HSBC
research analysts. These companies are proof
positive of China’s increasing corporate
linkages with the region, and offer direct

alternatives to gain exposure to this theme.

Chinese companies with majority LatAm businesses

Name Ticker MktCap ADTV PIE

Bloomberg ~ USDbn USDm 2013E
Chinalco Mining Intl. 3668 HK 1.7 0.9 n/a
Honbridge Holdings 8137 HK 0.8 0.9 n/a
China Fishery CFG SP 0.7 0.5 54

Source: HSBC, Bloomberg
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China going global

» Chinese companies have ventured abroad to acquire natural

resources, new markets, and technology since the government

launched its “going out” campaign in 2000

» They require sophisticated international financial services

» China’s banks are following their domestic clients overseas

Broad horizons

China’s companies are going global. Faced with
tougher competition in domestic markets and slow
growth in the developed world, they are exploring
new markets, acquiring advanced technology and

securing much-needed raw materials.

The result has been a spectacular rise in China’s
outbound direct investment (ODI) since 2000,
when the government launched it “going out”
campaign urging companies to expand overseas.
This, in turn, has had major ramifications for
China’s banks.

As more Chinese enterprises extend their global
reach they need a wide range of sophisticated
financial services. Domestic financing alone will
no longer be able to meet the funding needs of
these adventurous companies. The country’s
banks, long used to funding the big state-owned
companies, are now gaining the global experience
they need to keep these important corporate

clients happy.

Demand is increasing for cross-border services all
the time. These include M&A advice, bank loans
and debt issuance in offshore markets, FX risk

management and transaction banking for

payments and cash management, trade finance,

supply chain and securities services.

The Industrial and Commercial Bank of China
(ICBC) has led the way. In 2007, it acquired a
20% stake in Standard Bank, the largest bank in
South Africa, for USDS5.5bn. Last year, the bank
also acquired Bank of East Asia’s US arm,
making it the first China bank to complete an
M&A deal in the US. It now has 383 foreign
institutions and outlets in more 39 countries, up
from 100 in 2004. Since then, the other big
Chinese banks have followed ICBC’s lead.

China’s outbound direct investment

(USD bn)
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Needs and wants

Chinese companies head overseas for a variety of
reasons, ranging from the need for natural
resources and technology to opening new markets

and buying brands to increase competiveness.

For example, China gobbles up 10% of global oil
consumption and has to import over 50% of its oil
needs, so state-owned oil companies have been
acquiring stakes in oil fields around the world.
Chinese manufacturers are buying well-known
foreign brands — examples include Lenovo
acquiring IBM’s PC business, car maker Geely
taking over Volvo, and Shuanghai International’s
purchase of Smithfield Foods.

Soaring ODI

China is not just the world’s biggest exporter of
goods but also one of the top exporters of capital.
Annual ODI for non-financial companies surged
more than 33-fold between 2002 and 2012, and
three-fold in the past five years.

That said, as of 2012 China’s ODI still only
accounted for 6.05% of global FDI flows and
China’s cumulative ODI represented just 2.16%
of global total cumulative direct investment. This
does not match China’s economic status as the
world’s second largest economy (10% of world
GDP). Put another way, China’s ODI needs to
double to match its economic power. It seems the
only way for ODI is up.

State-owned enterprises (SOEs) account for most
non-financial ODI. In 2011, 55.1% of
non-financial ODI flows came from big SOEs,
while private enterprises accounted for just 1.7%.
In cumulative terms, SOEs represent 62.7% of
total non-financial ODI.

Non-financial ODI constitutes more than 85% the
of China’s total. In 2012, it was concentrated in
five sectors (in cumulative terms): leasing and

commercial services; mining; wholesale and retail;

manufacturing; and transport, storage and postal
service. Manufacturing ODI rose to 7.8% in 2012
from 4.2%-4.7% in 2008-09. Here the focus has
been on transport equipment, machinery, textiles,
special purpose equipment, information and

technology and electronics.

Top five sectors for China’s accumulated ODI
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Source: CEIC, HSBC

Banking dominates financial ODI. It accounts for
80.1% of cumulative financial ODI, followed by
securities (5.2%) and insurance (1.7%). The
overseas expansion of state-owned banks started
from 2006 when they were listed and demand for
overseas financial support from SOEs surged. By
2011, state-owned banks had over 62 branches
and 32 subsidiaries with 32,000 foreign
employees in 32 countries.

Emerging markets the main target

Emerging markets remain the top destination for
Chinese funds as developed economies account
for only 18.9% of cumulative ODI. As of 2012,
Asia represented 68.5% of cumulative ODI,
followed by Latin America (12.8%), Europe
(7.0%), North America (4.8%), Africa (4.1%) and
Oceania (2.8%).
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Regional allocation of China ODI (2012 stock)
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Within LatAm, the Virgin Islands and Cayman
Islands, both offshore tax havens, are the top two
destinations, accounting for a combined 14% of
cumulative total ODI by 2012, or nearly 90% of
cumulative ODI to Latin America. While Brazil is
an attractive destination for Chinese investors, its
share of ODI was only 0.11% in 2012 and 0.14%
in cumulative terms. But it is growing fast. In
2010, China became Brazil’s top foreign direct
investment (FDI) investor (USD487m, up from
USD360m cumulative FDI over previous years).
It averaged around USD160bn in 2011-12,
compared with an annual average of USD18m in

the years before the financial crisis.

Examples of major Chinese enterprises expanding
internationally include white goods producer,
Haier, which has built manufacturing bases in
South East Asia and North America, and domestic
car marker, Chery, which has built a car plant in

Brazil, the largest car market in Latin America.

Raw materials are important, too. China
accounted for two thirds of the increase in global
demand for hard commodities over 2003-07, and
this share surged to over 100% during 2008-10.
Securing the supply of natural resources will
likely continue to drive Chinese ODI for the
foreseeable future.

10

Led by state-owned enterprises such as Sinopec,
PetroChina, and Chinalco, Chinese companies
have increased the pace of acquiring mineral and

oil resources.
ODI and the RMB

The internationalisation of the RMB has resulted
in a rapid rise in RMB-based international trade
settlement. This is likely to increase further as the
People’s Bank of China has started to allow
domestic companies to make ODI and remit
revenues in RMB.

Beijing policymakers are also relaxing restrictions
on ODI. In February 2011, the National
Development and Reform Commission raised the
threshold for ODI projects seeking central
government’s approval to USD300m from
USD30m for the resources category and
USD100m from USD10m for non-resources
projects. Approval procedures were

also simplified.

We believe Chinese companies will keep
expanding overseas for many years to come for
two reasons — they need new markets abroad and
raw materials at home. And that, in turn, should

be good news for China’s banks.

RMB trade settlement is taking off
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Source: CEIC, PBOC, HSBC

This chapter is an update of an extract from China’s
Big Bang, November 2012, by Qu Hongbin,
HSBC’s Chief Economist for Greater China.
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The Trade Connection

» China has become the largest export destination for Brazil, Chile,

and Peru

» Three-quarters of LatAm exports are commodities
» LatAm trade tripled in a decade; but it remains a “closed” region

The Trade Connection

The emergence of commodity-hungry China as a
global economic power house, and its growing
links with South America, have been a game
changer for trade in the region.Trade flows
between LatAm and China have

increased dramatically.

Exports from LatAm to China represented less
than 1% of total regional exports in 1992. Twenty
years later, this had grown to over 7% of exports.
This is more dramatic at the country level. In
Brazil, for example, exports to China went from
1.6% of exports to 17.2%, making it the country’s

largest export destination.

China is also the main export destination for Chile
and Peru, and could become the largest trade
destination for the whole region by 2030,
surpassing the US, according to our estimates.

The growing importance of commodity-hungry
China to the region reflects the unparalleled
competitiveness of South America in the
production of many commodities. South America
is a chief mining and oil exporter, and is
becoming the “farm of the world”, with plenty of
arable land and water. 74% of LatAm’s total
exports are commodities, out of which 34% are
food, 31% fuels, and 27% metals and ores.

Major LatAm commodity exports to China (USDm)
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This has also come against a backdrop of a
tripling in LatAm merchandise trade in just one
decade, to reach over USD2.0trn in 2012. The
continent is considerably more open than it was
20 years ago as a result of trade agreements and a
shift away from the intense protectionism of the
past. However, it still lags other parts of the
world, and is relatively closed to trade — exports
plus imports represent only 36% of GDP,
vis-a-vis 63% in emerging Europe and 72% in
developing Asia.

For details see In the Spotlight... LaAm trade

flows: Expanding, diversified, and increasingly

South-South, 3 February 2013.
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South-South exports in 1992 and 2012

Exports 1992 (% of total)

Exports 2012 (% of total)

to Partner to Partner
from China India Brazil Russia Asia* Africa LatAm** | from China India Brazil Russia Asia* Africa LatAm**
Country Country
China - 02 041 27 438 1.2 0.9 | China - 23 16 21 94 3.6 49
India 0.5 - 01 24 76 3.2 1.1 | India 5.0 - 21 07 112 84 2.9
Brazil 12 04 - 0.1 2.8 2.6 22.0 | Brazil 170 23 - 13 34 3.7 20.5
Russia 69 14 01 - 15 0.6 0.8 | Russia 64 10 04 - 12 0.7 0.5
Asia* 22 06 041 0.1 - 1.1 1.2 | Asia* 14 37 14 0.6 - 2.2 14
Africa 05 14 07 02 13 - 1.5 | Africa 134 66 29 03 26 - 1.3
LatAm** 06 01 32 00 1.0 0.8 - | LatAm** 73 24 44 05 12 0.9 -
Note: *Asia developing excl. China and India; **South and LatAm excl. Brazil
Source: IMF DOTS, HSBC
South-South imports in 1992 and 2012

Imports 1992 (% of total) Imports 2012 (% of total)

from Partner from Partner
by China India Brazil Russia *Asia Africa LatAm** | by China India Brazil Russia Asia* Africa LatAm**
Country Country
China - 02 06 43 43 0.5 1.5 | China - 10 29 24 95 5.8 4.0
India 04 - 09 09 46 6.1 0.8 | India 11.0 - 11 09 77 8.0 46
Brazil 02 041 - 00 04 2.5 19.2 | Brazil 154 23 - 13 35 6.3 174
Russia 48 24 03 - 1.9 1.3 0.5 | Russia 155 09 10 - 27 0.6 1.7
Asia* 31 12 08 01 - 0.8 1.2 | Asia* 172 30 09 1.0 - 14 6.7
Africa 17 08 12 03 2.2 - 1.2 | Africa 149 51 19 10 45 - 2.2
LatAm** 03 01 52 00 1.0 0.8 - | LatAm** 139 12 58 04 23 0.7

Note: *Asia developing excl. China and India; **South and LatAm excl. Brazil
Source: IMF DOTS, HSBC
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Outbound Direct

Investment

» Recent pick up in Chinese investment in LatAm
» Libra oil auction, and Petrobras Peru, Copeinca, and BicBanco

acquisitions

» Focused on energy, mining, and transport

Outbound Foreign Investment

China’s outbound direct investment (ODI) has been
on the rise, as its economy and FX reserves have
grown and after the government initiated its ‘going
out’ strategy in 2000. This process has been led by
Chinese state-owned enterprises (SOE’s).

This is also part of a broader trend of rising ODI
stock from emerging market countries — HSBC
forecasts that outbound foreign direct investment
from BRIC countries could double, rising by
around USD1.2trn over the next decade.

Prosperity helps drive Chinese ODI increases
China

usD USD bn
4,000 - - 80
3,000 )
2,000 1 L 40
1,000 L 20

0 0

70 73 76 79 82 85 88 91 94 97 00 03 06 09
Real GDP per capita (LHS) —— OFDI (RHS)

Source: World Bank, UNCTAD

The drivers of this outward investment are: Ben Laidler

LatAm Equity Strategist and

Head of Research, LatAm

HSBC Securities (USA) Inc.

Chinese investment in LatAm; +1212 525 3460
ben.m.laidler@us.hsbc.com

—_

Resource seeking. The main driver for

2 Market seeking; and

3 Trade facilitating. The driver for the

announced BicBanco acquisition.

For details see The rise of EM capital exporters,
3 July 2013.

Chinese corporate investments in LatAm surged
in the late 2000s, peaking at US$35bn in 2010. It
now seems to be re-accelerating with a number of
significant recent transactions in 2H 2013.

» China Construction Bank made its first
LatAm expansion, agreeing to buy Brazil
SME lender, BicBanco, for USD171m — only
the second LatAm financial purchase for a
Chinese bank.

» CNOOC and CNPC were part of the
successful consortia for Brazil’s giant Libra
oil field.

» CNPC paid USD2.6bn for Petrobras’
Peru oil assets.
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» Sinochem recently failed in its USD1.5bn bid
for 35% of Brazil block BC-10.

» China Fishery just closed its USD800m
acquisition of listed Peru fishmeal company,

Copeinca.

Meanwhile Minmetals and Chinalco have
reportedly (Reuters, 3 November 2013) submitted
bids in the sale process of Glencore-Xstrata’s
USDS5.9bn Las Bambas copper mine in Peru.

Chinese Investment in LatAm (USDbn)
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Source: Global Chinese Investment Tracker, Heritage Foundation, HSBC

LatAm as a destination for Chinese outbound
investment peaked at 30% of total Chinese
outbound investment — the most of any region in
the world — in 2010 (see chart). Since then it has
fallen to less than 10%, although this could now
be changing again, given the pickup in Chinese
investment flows to the region in the last

few months.

LatAm share of global Chinese corporate investments
35% 1

30.3%

30% A
25%
20% A
15% A

10%

5.8%

5% A 3.3% 3.1%

0% -
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Source: Source Global Chinese Investment Tracker, Heritage Foundation, HSBC
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As the LatAm share has declined, so Africa’s
share has increased — making it the largest
destination in the 1H 2013, at 32% of total, before
Asia (16%) and North America (15%).

Looking at the individual country breakdowns,
Australia has seen the single largest inflows of
Chinese investment since 2005 at an estimated
US$58bn, according to the Heritage Foundation’s
‘Global Chinese Investment Tracker’. This is
closely followed by the US and other commodity
exporters: Canada is third, Brazil is fourth,
Indonesia fifth, and Iran sixth. Among other
LatAm countries — Venezuela is tenth, and
Argentina is thirteenth. Emerging market
countries make up three-quarters of

the destinations.

China does not rank amongst the largest sources
of foreign direct investment (FDI) in the region.
Amongst LatAm countries, Ecuador is the only
one (second), where it is amongst the five largest
providers, according to ECLAC. However, this

investment is very targeted.

Chinese outbound foreign investment has been
overwhelmingly focused in three sectors — energy,
metals, and transport. These three combined make
up three-quarters of the global total, and 85% of
the LatAm total.

Sector Distribution of Chinese outbound investment (2005-1H13)

Sector Global Split (%)  LatAm Split (%)
Energy 46% 53%
Metals 16% 22%
Transport 15% 15%
Real Estate 9% 2%
Finance 6% 2%
Agri 4% 5%
IT 3% 1%
Other 1% 0%
Chemicals 1% 1%

Source: Global Chinese Investment Tracker, Heritage Foundation, HSBC
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A constraint is arguably resource nationalism.
Chinese companies were prevented from
takeovers of Unocal in the US and of Rio Tinto in
Australia, for example. Similar trends have been
seen in LatAm, with Brazil’s announcement on
foreign land-owning restrictions (following the
perception that Chinese SOE’s were acquiring
large amounts of land) in 2010. This led to similar
restrictions in Argentina and Uruguay in 2011.
These were not a ban on investment, but did force
Chinese investors to enter contract farming
partnerships, rather than have outright land
ownership, for example.

Total Chinese Investments — By Country (2005-1H 2013)

Source: Global Chinese Investment Tracker, Heritage Foundation, HSBC
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Energy: All about Brazil

» China is a major player in Brazil's energy sector
» Increasingly important given Petrobras capex plan and leverage
» Other investments in Colombia and, most recently, Peru

Energy Sector

China has become very important to Brazil’s
energy investment, with Brazil’s huge investment
needs estimated at around USD90bn annually by
the International Energy Agency (IEA).

Additionally, Brazil’s national oil company (NOC),
Petrobras, is facing balance sheet constraints (see
chart), and the recent pre-salt Libra auction, with
only a single consortia bidding, shows weak

Western investment appetite.

Brazil is forecast to account for one third of global
oil production growth until 2030, reaching
6mboed — three times today’s level — according to
the International Energy Agency (IEA).

We expect Chinese involvement in the upcoming
oil auctions; may see Chinese companies involved
in Petrobras’ significant USD65bn (and
controversial) refining expansion over the next five
years (27% of total Petrobras capex); and they have
already been involved (see Peru acquisition) in
Petrobras USD11bn divestment plan.
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Petrobras capex and leverage Thomas Hilboldt*, CFA
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Chinese state-owned enterprises (SOEs) have
been active participants in the Brazil energy
sector, investing over USD18bn from 2005-2012.
This accounted for 70% of total Chinese
investment in Brazil over that period. Recent
landmark transactions have included Chinese
participation in the Libra auction, Sinochem’s
failed acquisition of BC-10, and Sinopec’s
purchase of 30% of Galp Brazil.

More recently, this investment has expanded to
Peru, with CNPC’s recent USD2.6bn acquisition
of Petrobras assets there.
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Cumulative Chinese Energy Investments in EM (USDbn)
20 q

51 7

0 /—//_

2005 2006 2007 2008 2009 2010 2011 2012 2013

= Brazi == India Indonesia Russia

Source: Heritage Foundation, HSBC

Recent major transactions include:

» The Libra field consortium. A consortium
consisting of Petrobras (40%), Shell (20%),
Total (20%), CNPC Group (10%) and
CNOOC Ltd (10%) was recently awarded the
license to develop Brazil's giant pre-salt Libra
field in the Santos basin. There was just one
bid at the minimum Profit Oil of 41.65%.
Libra is unique in scale. HSBC sees estimated
recoverable oil reserves of 8-12bnbbl and
peak production of ¢c1.4mbpd in the next 10
years. The estimated capex requirement is
around USD100bn in addition to a USD7bn

signature bonus.

» Sinochem tries to expand in Brazil. Shell
and ONGC pre-empted Sinochem Group’s
acquisition of a 35% stake in Brazil block
BC-10, offered by Petrobras for USD1.54bn
in October 2013. The deal would have
marked a further expansion of Sinochem
Group's position in Latin America. The group
entered the region in 2009 with the USD880m
purchase of Emerald Energy (assets in
Colombia, Peru, and Syria), followed by the
2010 acquisition of a 40% stake in the
Peregrino field (Brazil) from Statoil for
USD3.07bn. Further acquisitions in the region

are possible.

HSBC <»

Sinopec buys 30% of Galp Brazil. In
November 2011, Sinopec Group (parent of
Sinopec Corp, bought a 30% stake in the
Brazilian unit of Portuguese oil company
Galp Energia SA for USD3.54bn. Total
consideration was USDS5.18bn after
considering the upfront cost and projected
future capex. This was the second-largest
LatAm cross-border M&A transaction of
2012. Also, in October 2010, Sinopec Group
bought 40% of Spanish oil major Repsol’s
Brazilian unit for USD 7.1bn.

CNPC buys Petrobras Peru for USD2.6bn.
Two indirect subsidiaries of PetroChina
acquired Petrobras Energia Peru from its
parent, Petrobras, via the purchase of 145m
shares for USD2.6bn. The purchasers, CNPC
Holdings and CNODC International, are
overseas subsidiaries of CNPC Exploration
and Development (CNPC E&D), a 50/50 JV
between PetroChina and parent CNPC. The
transaction price was c4x book and c4.3x
sales of the acquired corporate entity. The
opportunity is for enhanced oil recovery, deep
and difficult exploration drilling through hard
rock below 3,000m, and a large prospective
gas resource. For details see Thomas
Hilboldt’s PetroChina: Shared acquisition of

Petrobras Peru assets, 14 November 2013.

Other Latin American Qil investments

Chinese NOC’s have also been active in Brazil,

outside of the more recent benchmark transactions

noted above, as well as in the rest of the region —

these are summarized below and on the indicative

map on the next page.

4

1Q2012: Sinochem Group bought Total’s
Colombian oil and pipeline unit for USD1bn.

2Q2010: CNOOC Ltd. bought 50% of Bridas
(Argentina) for USD3.1bn. In 2010, the
company also acquired 60% of Pan American
Energy (Argentina) from BP for USD2.5bn.
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» 2010: Sinopec Group purchased 40% of
Repsol YPF’s Brazil operation for USD7.1bn.

» 2010: Sinochem Group paid USD3bn for
Statoil’s 40% of Brazil’s Peregrino field.

» 2009: Sinochem Group acquired
Colombia-focused, London listed, Emerald
Energy for USD800m.

» 2006: CNPC Group and Sinopec Group
purchased EnCana’s Ecuador oil and pipeline
business for USD1.5bn.

China NOC Expansion into LatAm

*Block 111/113: Seismic data acquisition in 2007

<l

L sCNOOC bought 50% of Bridas for $ 3.1 B

. Wa ™

Source: Schlumberger, Wenya, HSBC
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Mining: China top 1n Peru

» China set to be the largest investor in Peru’s mining industry
» Chinalco and Honbridge near pure LatAm-plays

» China under-exposed to Brazilian iron ore projects

Metals & Mining

Chinese investment in LatAm mining has been
very significant, and focused mainly on Peru and,
to a lesser extent, Brazil. By metal, the focus has
largely been on copper and iron ore. Two Chinese
listed mining companies — Chinalco (3668 HK;
N(V); HKD1.09; covered by Thomas Zhu) and
Honbridge Holdings (8137 HK; not rated) — have

close to 100% exposure to LatAm.

SOE’s have dominated Chinese mining M&A in
LatAm, focused on controlling stakes in US or
Canadian juniors with LatAm assets, or
alternatively iron ore offtake agreements secured

via strategic minority stake acquisitions.

The driver has been resource security. This is
similar to the Japanese trading houses, which have
been active in the region for longer and have a
much greater number of investments and

JV relationships.

Peru Mining: No. 1 Investor

The Peruvian government expects China to be the
largest investor in Peruvian mining. Chinese
investment represents nearly a quarter of the
USDS57bn of investment expected across

50 projects in the Peruvian mining sector in
coming years. This could rise to one third of
expected investment if a Chinese company buys

Glencore’s Las Bambas project. This is a potential

support to Peru’s GDP growth and Peru-listed
capital goods and construction companies at a
time when many Western miners are rationalizing

capex budgets and expansion plans.

HSBC <»
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Source: Peru Ministry of Energy and Mines

Key to supporting Peru’s
GDP growth.

Peru has enjoyed a 10-year historic GDP growth
rate of over 6% — the highest in LatAm. China is a
key support to this as the largest sector investor.
Copper production is set to double by 2016 as new
mines come on line. This is forecast to drive
exports, with copper contributing over 30% of total,
from under 20% today. See Clyde Wardle’s Peru
Economics: Still a good story, 11 October 2013.

Thomas Zhu*, CFA

Metals and Mining Analyst, Asia
Pacific

The Hongkong and Shanghai
Banking Corporation Limited
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China’s exposure could increase further.
Minmetals and Chinalco have reportedly (Reuters,
4 November 2013) submitted bids in the on-going
sales process of Glencore-Xstrata’s US$5.9bn Las
Bambas copper mine in Peru. Glencore Xstrata
agreed with the Chinese anti-trust authorities to
sell the project in order to approve the merger
between Glencore and Xstrata and reduce the

concentration of production and trading of copper.

Peru Export Outlook (USDbn)
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Source: Peru Finance Ministry, HSBC

China dominates as the destination for Peru’s
mining exports, taking over 40% of copper
exports, 21% of silver and zinc, and 18% of lead,

so far this year.

Mining Exports to China - YTD rank and percentage of total

Metal Rank % Total
Copper 1st 41.2%
Gold 7th 0.2%
Silver 2nd 20.8%
Zinc 1st 21.2%
Lead 2nd 18.4%

Source: Peru Ministry of Energy and Mines

The three most developed Chinese-led projects in
Peru are: 1) the USD1.5bn brownfield Marcona iron
ore expansion (Shougang Corp); 2) the USD1.3bn
Toromocho copper mine, which is under
construction by Chinalco.; and 3) a USD240m
copper/iron ore/zinc project for which Shouxin (a
JV between Baiyin and Shougang) has an approved

environmental impact study.
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Other active exploration projects include Jintong
Mining (Beijing Rich Gold), Pampa de Pongo
(Nanjinzhao Group Co), Cercana (Junefilds),
Rio Blanco (Zijin Mining Group), and Galeno
(Minmetals/Jiangxi Copper).

Chinese companies have been involved in five
acquisitions of Canadian/US listed companies active

in the Peruvian mining industry. This includes:

1 Chinalco’s successful USD800m bid for
Canadian-listed Peru Copper in June 2007;

2 The USD170m takeover of London-listed
Monterrico Metals Ltd by a consortium led
by Zijin Mining, also in 2007,

3 The 2008 takeover of Canadian-listed
Northern Peru Copper by Minmetals and
Jiangxi Copper;

4  The USD650m takeover of Canadian-listed
Corriente Resources, by China Railway and

Construction in 2009; and

5 The USD245m takeover of Canadian-listed
Chariot Resources by China Sci-Tech
Holdings in 2010.

Brazil Mining: Where are
the Chinese?

In contrast to Peru, Chinese miners have been
inactive in Brazil. This is surprising given their
iron ore import needs of c1.1bn tons per year and

domestic production of only ¢350m tons.

We have seen significantly larger Chinese iron ore
investments in Africa and Australia, which are

geographically closer and with lower logistics costs.

Brazil’s iron industry is also very concentrated
(as is the global iron ore industry — in contrast to
the copper industry) — with Vale having the vast
majority of quality iron ore reserves and Japan’s
Mitsui already a partner.
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We do not discount transactions in the future, with
mining financing scarce and a number of
mid-sized private projects potentially looking for
financing. Ukraine’s Ferexpo recently bought a
small stake in Brazil’s private, Ferrous Resources,
valuing it at USD550m. Pre-operational miner,
Manabi, cancelled IPO plans in 2012.

Following are the few announcements and

transactions we have seen:

»  2009: Baosteel announced plans to buy a 30%
stake in Anglo American’s Minas Rio iron
ore mine for USD3.1bn. This transaction

never closed.

»  2009: China’s third largest steelmaker Wuhan
Iron (WISCO) purchased a 21% stake in
Brazilian iron ore producer, MMX, for
USD400m.

» 2010: East China Mineral Exploration and
Development Bureau acquired a 3mt p.a. iron

ore mine from Itaminas for USD1.2bn.

»  2010: Chinese mining company Honbridge
Holdings invested USD400m in the Salinas

iron ore project from Votorantim.

» 2011: A group of Chinese steelmakers
(Baosteel, Shougang, Anshan, and Taiyuan)
purchased a 15% stake in Brazilian niobium
producer, CBMM, for USD1.95bn.

Other Countries

In 2010, a consortium of China Railway
Construction Corporation and Tongling
Nonferrous committed approximately USD1.7bn
to the El Mirador copper project in Ecuador. The
idea was to provide much needed copper ore to
Tongling, the second largest Chinese copper
producer. Tongling estimates its self-sufficiency
rate for copper ore to be around 5%-10%.
However, the production date has been pushed
back from 2013 to 2014 due to weak commodity
prices. CRCC, a major Chinese construction
company, is interested in building the transport
infrastructure required to transport the copper ore

out of Ecuador.

Chinese investments in the Mexican mining
industry have been relatively limited, with the
largest being a cUSD500m investment by the
Shaanxi Dongling Group.

Mexican mining investments

Chinese company Amount Year
(USDm)

Shaanxi Dongling Group 500 2008

Shaanxi Dongling Group 34 2008

Jinchuan Group 25 2008

Source: thebeijingaxis.com, HSBC

HSBC <»

21



Equity, Equity Strategy, and Economics
LatAm
November 2013

HSBC <»

Chinese Mining Investments in LatAm (Indicative)
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Japanese Mining Investments in LatAm (Indicative)
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Agribusiness & Autos:
The next wave?

» China represents c20% of global food consumption but only

9% of acreage

» LatAm agribusiness investment is finding ways around ‘resource

nationalism’

» LatAm auto investments are growing quickly

Agribusiness & Autos

While metals and energy have been the focus of
Chinese outbound direct investment (ODI) into
LatAm, it is not exclusive to these sectors. We
have seen a number of other examples of Chinese
investments, especially in the agriculture/fishing,

auto, and capital equipment sectors.
Agribusiness restrictions

China’s 1.3bn population consumes c20% of the
global food supply, yet has only about 9% of the
world’s acreage under production, according to

the USDA. As a result, agricultural imports have
soared in the last few years. In the last 15 years,
China’s imports of key commodities (corn,
soybean and wheat) have increased from 2% of
consumption to as high as 20% in 2013/14 (see
left chart below). While consumption of these
commodities has grown at a 3.8% CAGR in the
last 15 years, domestic production has increased
by only 1.9%. Thus, imports have grown at a 21%
CAGR to 84.5m tons in 2013/14 from less than
Sm tons in 1998/99, according to the USDA. The
demand has mainly been fuelled by rising meat
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Chinese imports (corn + soy + wheat) as a % of consumption
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Sample of Chinese investment in agriculture abroad

Region Reported ha* Confirmed ha* Key countries invested

LatAm 1,284,500 472,000 Argentina, Brazil, Colombia

Africa 2,698,997 363,792 Congo, Ethiopia, Mali, Senegal, Tanzania, Zambia, Zimbabwe
Asia 2,680,558 1,565,269 Cambodia, Indonesia, Laos, Philippines

Central Asia 1,085,000 1,083,000 Kazakhstan, Russia

*Reported hectares were all investments as cited by the media and company/government sources and confirmed hectares represent those that were cited by a company/government source

Source: International Institute for Sustainable Development

consumption as income levels have increased.
Chinese per capita meat consumption grew by a
4.2% CAGR to 52kgs/year in 2010 from 23kgs in
1990, yet is far below the US average of 110kgs.

As a result, China continues to explore new
investments in agricultural farmland located
overseas. Since LatAm has abundant farmland with
significant competitive advantages such as low
population density, water availability, fertile soil
and high precipitation levels, it was one of the main
target regions for Chinese expansion and
investment. However, countries like Argentina and
Brazil have imposed restrictions on the foreign
ownership of farmland. China has continued to

invest in other regions such as Africa and Asia.

A report by the International Institute for
Sustainable Development in August 2012 lists
several Chinese projects globally. Due to a lack of
official data on foreign investments in agricultural
farmland in China and elsewhere, it is difficult to
obtain an exhaustive list of Chinese investments
abroad. The report sites as many as 86 Chinese
projects across LatAm, Asia and Africa (see table
above), with c8m hectares reported by several
Chinese companies, government and media
sources. Of that, c1.3m hectares were reported as
investments within LatAm.

Despite the restrictions, note that there are several
ways that foreign players are pursuing investments,
including through joint ventures and partnerships

with local companies, and long-term leases.

For example, Chinese company, Chongqing Grain

Group, decided to build an agricultural-industrial
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complex for storage and crushing of soybeans in
Babhia (thus being able to access soybean
production without purchasing farmland). In
September 2013, Reuters reported that China's
Xinjiang Production and Construction Corps.
(XPCC) signed an agreement with Ukrainian
government-controlled agricultural firm KSG

Agro to lease up to 3m hectares.
Brazilian autos expansion

Chinese auto companies have been exporting to
LatAm since the 1990’s. Initially they focused on
the smaller and less developed car markets in the
region, for imports and assembly plants. This has
been very successful in some markets, with
Chinese producers having an estimated 23% share
in Uruguay, 15% in Peru, 9% in Paraguay (plus an
estimated 59% of the Paraguay truck market), and
7% in Chile. Both Chery and Lifan (40,000
units/year capacity) have assembly factories in

Uruguay, while Dongfeng has one in Paraguay.

Chinese automaker share in selected LatAm markets

Country Market Share %
Uruguay 23%
Peru 15%
Paraguay 9%
Chile 7%
Colombia %
Brazil c2%

Source: Truth about Cars; HSBC

Now they are building local presence in the larger
auto markets of the region — Brazil, Mexico, and
Argentina. Brazil became one of the largest
Chinese auto export markets globally. At least
three Chinese automakers are in the process of

building production plants in Brazil, with
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announced capacity equivalent to c.10% of

Brazil’s 2012 production volume of 3.6m units.

» FAW: First Automotive Works signed an
agreement in 2007 to invest USD100m in
Mexico for a manufacturing plant with
capacity of 50,000 units per year.

» Foton: Foton Automobile, part of the Beijing
Auto Group, entered Mexico in 2008 to build
tractors, and is set to expand this to light
trucks (as part of a JV with Daimler).
Targeted production is 50k units per annum.
This is seen as a pilot project for other
potential Foton investments in Brazil, India,

Thailand, and Russia.

» Chery: Chery Automobile expanded into
Uruguay (2007) and Brazil (2010), aiming for
50k production capacity in Brazil by
end-2013 and plans for a second phase with a
150k capacity.

» JAC: Is reportedly set to open a 100k
capacity auto plant in Bahia at the end of next
year, following a USD250m investment,
according to Automotive World Magazine.

»  Geely: According to CarNewsChina, Geely has
plans for a USD300m plant in Brazil’s Santa
Catarina state