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Brazil's rise to a position as one of the of the world’s economic powers is undeniable;
no longer is Brazil the long promised “country of the future”. However, the complete
fulfillment of this promise requires that Brazil capture international recognition of its
transformation into a service country and an investment and business hub.

This is the second document published by BRAIN (Brasil Investimentos e Negdcios - Brazil
Investments and Business) and is a continuation of the mapping effort kicked off in the
report published in December 2010 and entitled: “Brazil as one of the hubs of Latin
American’s new business network”. This report tries to shed new light on the attractive-
ness of Brazil as a new investment and business hub, identifying initiatives that will
make the country even more attractive to investors, companies and business executives.

In preparing this material, BRAIN conducted an extensive research and analysis effort
supported by The Boston Consulting Group, which included interviews and workshops
with experts and opinion leaders in the public and the private sectors. The initial conclu-
sions were submitted to businesses, industry associations, renowned experts and econo-
mists, and public entities and autarchies at the municipal, state and federal levels.

This document is a result of this effort and offers a detailed description of Brazil as a
Latin American investment and business hub. It also provides indicators that can be
used to dynamically track the position of the country, and lists next steps and initiatives
that will foster the position it aspires to.

Created in 2010, BRAIN’s mission is to ensure the realization of a multisectoral vision for
Latin America as a regional network of strongly connected businesses, in which Brazil
should stand out as one of the prominent hubs.

BRAIN strives to generate consensus and action across multiple sectors of Brazil’s
economy around this very idea, and currently is supported by 13 members: ANBIMA,
BM&FBOVESPA, FEBRABAN, Fecomercio, Banco Bradesco, Banco do Brasil, Banco
Santander, Banco Votorantim, BTG Pactual, CETIP, Citibank, HSBC and Itad-Unibanco.

Additional information about BRAIN and its vision is available at www.brainbrasil.org.
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EXHIBIT 1

Requirements and distinctions of the main global hubs

FXECUTIVE
SUMMARY

The starting point for this report were observations made in the course of preparing
the first BRAIN publication (“Brazil as one of the hubs of Latin American’s new business
network”), to the effect that all of the leading business hubs share common traits (see
Exhibit 1). Based on this, BRAIN decided to complement this preliminary list with the
pillars that are essential for defining the attractiveness of a hub.

This required extensive research and data analysis, as well as interviews and workshops
with experts and opinion leaders in both public and private sectors to define and mea-
sure the attractiveness of Brazil as an investment and business hub. Such work was
performed with the support and validation of businesses, associations, public entities and
autarchies at the municipal, state and federal levels, as well as renowned economists
and technical experts.

This effort defined seven pillars that constitute BRAIN's vision of the fundamental re-
quirements for the creation and excellence of an attractive investment and business
hub (see Exhibit 2): the macroeconomic environment, the institutional environment,
talent and human capital, physical infrastructure, financial infrastructure, connectivity
and image of the country.

1) Macroeconomic environment: Steady economic growth and limited uncertainty
regarding interest rates and the exchange rate are examples of the underlying condi-
tions required for business development and increased investment in any country.

Many of the themes that make up the macroeconomic environment are quite positive
in Brazil:

- Brazil is now the world's 7" economy, and is expected to rise to the 5" position by
2030; some scenarios, such as the one reported recently by The Economist, have this
happening as early as 2025;

- The average annual growth rate went from 2% between 1996 and 2000, to 4.4% be-
tween 2006 and 2010, despite the impact of the global economic crisis. For comparison,
China’s growth went from 8.6% a year to 11.2%, while the USA went from 4.5% down
to just 1%;

" November 12th, 2009

Main lessons learned from case studies
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EXHIBIT 2

An investment and business hub is supported by seven pillars - The domestic market has been strengthened by the rise of economic segments that
now have actual purchasing power. Socioeconomic classes A, B and C, which in 2002
accounted for 55% of the population, now account for 69%?;

- Inflation, which in past years was as high as 2,500% annually (at its peak in 1993),
has dropped significantly since 1994, remaining in the single digit since 2003;

7. IMAGE OF THE COUNTRY - Net public sector debt went from 60.6% of the GDP in 2002 to 40.4% in 2010. In
addition, Brazil has been a net foreign creditor since 2007, with reserves and Brazilian
credits abroad in excess of its foreign debt;

- Brazil’s country risk, which in 2002 was over 2,000 points as measured by the EMBI+,
dropped to somewhere around 200 points in 2010, and by 2008 most international
6. CONNECTIVITY credit rating agencies considered Brazil to be investment grade.

Regardless of the progress made in this indicator, there are still opportunities for im-
provement to consolidate Brazil as an attractive investment and business destination.
These include:

5. FINANCIAL INFRASTRUCTURE - Rationally increase the amount invested; between 2000 and 2009 investments in
the country amounted to just 16.7% of the GDP, whereas China, India and Singapore
invested 39.1%, 28.4%, and 24.9% of their GDP respectively’;

- Reduce and control inflation; the forecast for inflation in Brazil is 4.8% annually over
the next five years, whereas in China it is only 4.0% annually, despite its accelerated
4. PHYSICAL INFRASTRUCTURE economy;

- Increase domestic savings to more than the current 19%;

- Fully enforce the Fiscal Responsibility Law (enacted in 2000), fill its gaps and ensure
it is properly interpreted, in particular regarding federal fiscal practices.

3. TALENT AND HUMAN CAPITAL

2) Institutional environment: A solid state of law, enabling economic agents to fully
meet their obligations and transparent and efficient administrative processes are key
elements if a country wants to qualify as a hub, in particular compared to other po-
tential hubs.

2. INSTITUTIONAL ENVIRONMENT

Here Brazil stands out for the following reasons:

2 Source: Fundacao Getulio

Vargas Center for social Policy . |t h3s been @ solid democracy for over 20 years now; the World Bank’s league table
*souree: srazifon cenval 82k 0 political stability® places Brazil alongside countries such as the USA, France, and the
“source: World Bank Data United ngdom;

1. MACROECONOMIC ENVIRONMENT * Source: Worldwide Governance Indi- ! . o :
““““’W‘“‘i‘iiﬂﬁ'y‘”aﬂﬁiﬂ'a‘ﬂ‘e”n‘fe‘ - There are no ethnic or religious conflicts in Brazil, nor does the country have any
of [puliical] violence, 010100 €XiSting or potential conflicts with its neighbors. The institutional markers that define

Scores: Brazil: 56; United Kingdom:

s, Usn 58 france: 61 the National borders are solid and were established peacefully;
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- Recently it has made progress in the form of rules to reduce the number of cases
pending trial in the courts, such as binding precedents, the principal of general reper-
cussion (similar to a writ of certiorari in USA Law), limits on repeated special appeals,
and increased use of special courts and arbitration chambers. In addition, the National
Justice Council and computerized courts have contributed to a more transparent and
efficient judiciary.

Nevertheless, Brazil still has room to improve along some of the dimensions of insti-
tutional environment. Specifically:

- Politics still influence some decisions regarding the structure of Government. This
becomes evident in examples such as no fixed mandate for Central Bank Presidents,
appointment criteria and political influence on requlatory bodies, the country’s exces-
sively large number of Ministries, and Ministries themselves that come and qo;

- The complexity and length of the process to open and close a business;

- The proliferation of new laws - in 2009, Brazil issued 317 new laws each month,
whereas in the USA and France this number was only 159 and 24 respectively;

- An excessively slow judicial system. A recent assessment by the World Bank esti-
mates that it takes 616 days to resolve a commercial dispute in Brazil that would be
resolved in 280 days in Hong Kong and 150 in Singapore;

- The negative impact of bureaucracy on business in Brazil is quite high (scoring 9 out
of 10) an in a survey by the IMD¢, whereas in this same survey Hong Kong and Singa-
pore scored 5.9 and 4.0 respectively;

- The large number of taxes and rules that continuously change, especially at the state
and federal levels’, and the large number of ancillary® obligations, which imply in a
lack of clarity as to how they apply and high cost of compliance®.

3) Talent and human capital: A talent pool that is adequate in both quantitative
and qualitative terms, a strong alignment between what the job market is looking for
and the academy, along with the possibility of attracting and bringing in experts from
outside the country, are also some of the requirements that any location that aspires
to be an international hub must fulfill.

Today Brazil stands out in only a very few of the dimensions that make up this pillar:

- Demographic availability of economically active population (EAP): Brazil is the largest
economy where the economically active population is expected to grow fast enough
to meet the expected increased demand for labor;

¢ International
Institute for

Management
Development.

7 On average,

13 new tax norms
per state and

117 Federal, per
month, since
1988. Source:
Brazilian Tax
Planning Institute.

¢ For ICMS alone
there are 7
required
bookkeeping
books. Source:
Clovis Panzarini
Associated
Consultants.

 World Bank
comparison of
183 countries
using the same
archetypical
company ranks
Brazil as # 1in
the hours it takes
to calculate and
pay taxes (2,600
hours/year).
Source: World
Bank.
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A

THE PILLARS OF ATTRACTIVENESS ARE:
MACROECONOMIC AND INSTITUTIONAL
ENVIRONMENTS, TALENT AND HUMAN CAPITAL,
PHYSICAL AND FINANCIAL INFRASTRUCTURES,
CONNECTIVITY AND THE IMAGE OF THE COUNTRY

- The number of students enrolled in primary schools has grown, and Brazil is quite
close to offering universal primary education (93%)™.

Brazil must improve along a number of the dimensions of this pillar, such as:
- Enrollment in secondary school is only 77%, far from universal levels;
- At the university level, enrollment is only 30%', lower than the global average;

- The quality of teaching in the country is still poor, as shown in the low scores ob-
tained in the international test known as PISA™:

- There is very little alignment between the teaching of foreign lanquages and what
the job market needs (3.1 on a scale of 0 to 10);

- Brazil makes no attempt to attract international talents as a tool to train its own local talents;
- Lack of a policy for the coordinated management of the three million Brazilian expatriates;

- The alignment between academic output and the demands of the manufacturing,
service and financial sectors is poor.

4) Physical infrastructure: Multimodal shipping options that enable flows into, out
of and within the hub, and access to a communications network that is competitive
in terms of both cost and performance are clearly some of the success factors for any
business hub.

Brazil does fairly well along some of the dimensions of this pillar:
- Ample telecom coverage, especially in the urban centers;

- According to an IMD study, access to potable water and basic sanitation in Brazilian
urban areas is comparable to developed nations;

- The Government’s accelerated growth plan, or PAC, includes investments to rapidly
close the existing gaps.

"0 Source: UNESCO - 2007 data.

! Program for International
Student Assessment: a test applied
by the OECD periodically to 15
years old students in 65 countries

2 Source: The Economist
Intelligence Unit (EIU)
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Nonetheless, the gaps are still quite considerable, some examples of which are:

- Infrastructure investments that went from 5.4% of the GDP in the 1970s to 2.1% in
the 2000s, which according to numerous economists is only enough to maintain the
current infrastructure, with nothing left to expand it;

- In terms of its infrastructure, Brazil is ranked only 28" out of the 59 countries assessed
by the EIU™, and it is a known fact that its infrastructure shortcomings harm the country’s
logistics efficiency;

- Brazil's main airports are already operating above their ideal capacity;
- Telecom costs are three times the world average;

- Among the world’s major urban centers, Sdo Paulo has the 6™ worst traffic index, and
even by 2015 the city will have only 8 kilometers of subway line per million inhabitants,
whereas Beijing expects to have 56;

- There is no clear and robust requlatory framework for public-private partnerships (PPPs).

5) Financial infrastructure: The existence of capable financial intermediaries, continu-
ous access to several sources of funding and tools to mitigate risk all directly support
the development of an investment and business hub.

Here Brazil stands out in a number of ways:
- The requlation of its financial system is considered a reference around the world;

- The availability of business funding, typically through the use of corporate credit and/
or access to capital markets;

- A central negotiating model and registration of derivative transactions that is an
international reference;

- Brazil has a strong and profitable financial system, which over the past five years has
delivered one of the highest levels of shareholder value creation in the world.

There is still room for further development along the dimensions of this pillar, focusing on:

- Increasing the use of debentures as a financing vehicle, and enhancing the liquidity
of the secondary derivatives market;

- Attracting more small and midsized businesses to the capital market;

- Encouraging the development of the insurance, reinsurance and commodity derivatives
markets;

- Further developing its capacity for innovation in financial products.
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6) Connectivity: Intense trade in goods and services, together with capital and people
flows, are vital to continuously nurture an investment and business hub.

Below are some of the highlights of Brazil’s and Latin America’s current status regarding
international connectivity:

- Brazil leads in attracting foreign direct investment in Latin America;

- There is already a free residence agreement, known as the Mercosur Free Movement
and Residence Agreement, signed by Brazil, Argentina, Chile, Uruguay, Paraguay and
Bolivia, and other countries may adhere.

Meanwhile, examples of areas that should be further developed are:

- Latin America still has only a small share of the global exports of goods (5%) and
services (4%)™. Services in particular should receive more attention, given the impor-
tance of the service industry for any investment and business hub;

- Although their number is growing, “multilatin” companies still play a limited role
worldwide. In the specific case of Brazil, Vale, the top ranked Brazilian company in
terms of assets held abroad, is not among the world’s top 100 when it comes to assets
held outside the country of origin™:

- Limited requlatory alignment and no integration of systems or records between coun-
tries in Latin America make it harder for companies to operate internationally;

- Although in the past Brazil received large numbers of immigrants, and now has
significant communities of their descendants, the number of foreigners living in Brazil
today, whether from Latin America or elsewhere in the world, is small compared to
the size of its population;

- Compared to other countries, Brazil’s air travel network is not well connected to the
rest of Latin America and the world.
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- Highly ranked in multiple cultural, tourism and hospitality assessments;

- In terms of the best cities for business in Latin America, Sdo Paulo is ranked number
three and Rio de Janeiro number five'

- Brazil is becoming a more attractive venue for international congresses and conven-
tions; in 2003, 62 international events chose Brazil as their venue, compared to 293
in 2009,

- Brazil is ranked number three in the world in terms of the number of companies
publishing annual sustainability reports.

Opportunities for improvement include:

- When it comes to the goods manufactured in the country, Brazil’s image is below
average;

- Only three Brazilian companies are among the 100 most sustainable, according to
international league tables';

- S3o Paulo and Rio de Janeiro are not considered good places to live, and are tied in
92" place;

- The number of foreign visitors to Brazil is small compared to other hubs.

BRAIN created a dashboard (panel of indicators) for each pillar to enable the monitoring
of progress over time and to make it easier to compare Brazil with other hubs. The
resulting dashboards are included in the chapters on each one of the pillars, and in the
final conclusion to this document.

Finally, based on an analysis of Brazil's current situation in each pillar, BRAIN has
suggested, through a number of working sessions with its members, as well as in-
terviews with experts and opinion leaders, to compile 3 set of initiatives that, once
implemented, would raise Brazil to the same level of excellence as other world class
hubs. The first working groups are already in place and concrete, positive results are
expected in the very near future.

7) Image of the country: A positive perception of what a country as a whole has to
offer is an important asset to consolidate its position as hub, and especially to attract source: Amérca fconomia—— BRATN welcomes all representatives or members of society interested in participating
i 1 Source: International C d icdi i i i
businesses and talents. e, UD€t ourcesnternational Congress and futurg strategic dialogs or in WO(k|ng groups created to enhance the attractiveness
et et e 010 e o e of Brazil as an investment and business hub; interested parties should contact BRAIN
H HH H H H H ' Source: World Investment Repor 7 Source: Corporate Knights - The World's . .
Brazil already has a positive image and stands out in the following attributes: ~UNCTAD. ata o1 2008, Host sustanable Companies 2010 At contato@brainbrasil.org.
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URRENT
>y TATUS OF
BRAZIL'S "l
ATTRACTIVENESS

BRAZIL HAS A SUFFICIENTLY SOLID PLATFORM IN THE
VARIOUS PILLARS THAT ARE ESSENTIAL TO POSITION
THE COUNTRY AS AN INVESTMENT AND BUSINESS HUB.
HOWEVER, REACHING ITS OBJECTIVES WILL REQUIRE
ATTENTION TO A NUMBER OF THESE AREAS

Brazil finds itself in a unique moment in its history. It is experiencing strong and steady
economic growth and showed itself to be relatively resilient to the effects of the global
economic crisis; it is now among the world leaders in the production and export of raw
materials. The quality of life of its population has improved, which in turn has driven
the growth of the domestic market. All of these are positive indicators that attest to
Brazil's status at this time.

The progress the country has made has attracted the eyes of the world. Its economic
growth and resilience to the recent crisis have been highlighted in the world’s main
economic forums and by the specialized press. Its politics have also been singled out,
as Brazil elected its first ever female president. Brazil has also come of age in the
sporting world, and has been selected to host both the FIFA World Cup in 2014 and the
Olympic Games in 2016.

And by standing out in the global scenario, it also stands out in Latin America. Brazil
has 40% of Latin America’s territory and 35% of its population, and it is responsible
for some 40% of the region’s GDP. Brazil also stands out for its trade, capital and busi-
ness flows, and is already recognized as one of the most important hubs in the region.

Brazil must seize the moment and consolidate its position, fostering increased eco-
nomic integration with the region and the world. To do so, it must recognize and
advertise its strengths and identify and effectively address its weaknesses.
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If it succeeds, consolidating itself as a hub will bring significant direct benefits to its
economy and population. Increased connectivity with its neighbors will also benefit
other countries. A strong hub concentrating resources and attention from elsewhere in
the world will radiate wealth to its regional partners through trade, capital and busi-
ness flows. Clearly the entire region will experience the positive effects of this process.

The concept of attractiveness as used in this report

The key factor that determines if a country has the potential to be a regional and inter-
national hub is its attractiveness to the regional and international agents with which it
interacts, in other words, investors, businesses or intermediaries.

The attractiveness of a country may derive from the attractiveness of its social model,
its culture or geography, a particularly dynamic economy, its diversity or stability, or
even a set of more specific features such as the existence of a group of competent
private enterprises, high levels of innovation or a favorable tax regime that capital
finds inviting.

“Attractiveness” may have a different meaning or scope for the various economic
agents involved. Attractiveness may relate to individuals, businesses, institutions or
different combinations of these. Attractiveness, in the case of a country, may also be
internal or external. For example, direct or indirect financial investors, international
manufacturing or service groups and financial intermediaries may have a different as-
sessment of a country’s characteristics based on the potential benefits they may reap.

For the purposes of this report the definition used is limited to a country’s attractive-
ness as an investment and business hub, yet it is broad in terms of the agents that are
involved with, or interact with the hub. Within this scope, and to facilitate understand-
ing, the concept of attractiveness has been decomposed into two main elements: (3)
the intrinsic characteristics of a country, which make it attractive in and of itself and
(b) a country’s connectivity or flows, which define the attractiveness of the network
to which it belongs.

Intrinsic characteristics include a strong economy, the physical, financial, legal and
requlatory infrastructure and a qualified population. On the other hand, what defines
the strength of a country’s connectivity is the quality and quantity of its intra-regional
connections and, simultaneously, the quantity and quality of its connections to other
relevant hubs around the world. Together, these elements make up a country’s attrac-
tiveness as a hub and allow a nation to compete with other global hubs for resources
for itself and for its region of influence (see Exhibit 3).

BRAIN's vision of the determinants of the attractiveness of a hub

Since its first publication in December 2010, entitled “Brazil as one of the hubs of Latin
America’s new business network”, BRAIN has shown that the leading business hubs
share common traits, as well as a number of distinctive characteristics that reinforce
the role of each center as an international hub (see Exhibit 1 on page 9).
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EXHIBIT 3

Overall concept of what makes a hub attractive

INTRINSIC
CHARACTERISTICS ATTRACTIVENESS CONNECTIVITY
A strong economy as an international Intra-regional

investment and

Infrastructures business hub Extra-regional
Qualified people

COMPETITIVENESS

compared to other
hubs in other regions

Based on this observation, BRAIN embarked on this new phase to complement the
preliminary list mentioned above, listing the pillars that must be in place to define a
hub as attractive. The result of this listing and the subsequent grouping of these items
resulted in a vision of the seven pillars that form the list of fundamental requirements
for creating and excelling as an investment and business hub (see Exhibit 2 on page 10):

 Macroeconomic environment: Steady economic growth and limited uncertainty re-
garding interest rates and the exchange rate are examples of the underlying conditions
required for business development and increased investment in any country;

« Institutional environment: A solid state of law, enabling economic agents to fully
meet their obligations and transparent and efficient administrative processes are key
elements if a country wants to qualify as a hub, in particular compared to other hubs;

« Talent and human capital: A talent pool that is adequate in both quantitative and
qualitative terms, a strong alignment between what the job market is looking for and
the academy, along with the possibility of attracting and bringing in experts from out-
side the country, are also some of the requirements that any location that aspires to
be an international hub must fulfill;

« Physical infrastructure: Multimodal shipping options that enable flows into, out of
and within the hub, and access to a communications network that is competitive in
terms of both cost and performance are clearly some of the factors of success for any
business hub;



22 @ ATTRACTIVENESS OF BRAZIL AS AN INTERNATIONAL INVESTMENT AND BUSINESS HUB ATTRACTIVENESS OF BRAZIL AS AN INTERNATIONAL INVESTMENT AND BUSINESS HUB @ 23

- Financial infrastructure: The existence of capable financial intermediaries, continu-
ous access to several sources of funding and tools to mitigate risk all directly support
the development of an investment and business hub;

« Connectivity: Intense trade in goods and services, together with capital and people
flows are vital to continuously nurture an investment and business hub;

« Image of the country: A positive perception of what a country as a whole has to
offer is an important asset to consolidate its position as hub, and especially to attract
businesses and talents.

Measuring attractiveness

The analyses reported in this document provide a broad and detailed understanding of
Brazil's situation vis-a-vis each of the seven pillars; in addition, dashboards have been
developed to enable easy comparison between Brazil and other hubs. A number of
dimensions are listed for each pillar and used to assess the country’s situation com-

pared to a group of selected hubs. Indicators were selected based on analyses and ll”""

discussions between BRAIN members and public and private sector authorities and ; . "X e L, r

opinion leaders. - e ,,?ﬁ#’W%ﬁg}yy}m/

Fed ‘
i

e
For each of these indicators, specific metrics were selected not only to enable an as- e s W : £
sessment of Brazil's current situation, but also to monitor how its attractiveness as an - F s A o
investment and business hub changes over time. These metrics take into consideration
the quality of the source, the availability of data for different countries, and the pos-
sibility of continuous monitoring over time.

In defining the basket of countries for comparison measures were taken to include
relevant examples. This basket includes reference developed nations, countries that
are recognized investment and business hubs, and countries that are relevant for com-
parison purposes.

The remainder of the report analyzes each of the seven pillars of Brazil’s attractiveness
to demonstrate the development platform that is Brazil's starting point, and the areas
in which the country must invest if it is to consolidate itself as an attractive investment
and business hub.

ATTRACTIVENESS IS COMPOSED OF TWO MAIN
ELEMENTS: THE INTRINSIC CHARACTERISTICS OF

A COUNTRY, WHICH MAKE IT ATTRACTIVE IN AND
OF ITSELF, AND ITS CONNECTIVITY, WHICH DEFINES
THE ATTRACTIVENESS OF ITS NETWORK
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Some recent facts would seem to justify this expectation. Although growing at a slow-
er pace than world powers such as China, Brazil's average growth rate has increased.
Growth went from 2% per year between 1996 and 2000 to 4.4% between 2006 and
2010 (see Exhibit 4). More importantly, the country’s economic growth has been more
constant, and consequently more predictable. This makes it easier for businesses to
plan their operations, an important point and one that should be highlighted.

One of Brazil’s main challenges to continue along this favorable path is how to increase
its investment capacity. Investment capacity as a percent of the country’s GDP, other-

wise known as gross fixed capital formation (GFCF), is essential to ensure continued
and accelerated growth over the long term. Several economists believe Brazil has little

MACROECONOMIC ENVIRONMENT

EXHIBIT 4
A solid macroeconomic environment is key to a favorable business environment
A country’s macroeconomic environment is one of the pillars that determine its at- Brazil has improveq itsmposition and is expected In addition, growt.h rates are satisfactory
tractiveness as an investment and business hub. Countries able to maintain sustained to become the world’s 5% largest economy by 2030 and increasing
growth, promote stability and low levels of risk, and that simultaneously offer suitable WORLD RANKING OF COUNTRIES BY GDP (USS)! GROWTH OF SELECTED COUNTRIES 1996-2010
financing terms, increase the strength of their businesses and create a virtuous circle
for their economies as a whole. 1980 1990 2000 2010 2020 2030 45 CAGR over the period (%)
In recent decades, Brazil has made great strides in the management of its macroeco- 1. =E =E _E =E =E - " gafdodv“vtﬁﬂi/s Bsgéil‘;*
nomic policies. This maturing is not only recognized internationally, it is also witnessed = variation between
internally by its citizens and by the companies that do business in the country. Its Gross : Il @ @ - - —— 2006 and 2010
Domestic Product (GDP) has shown consistent growth, and inflation has been kept under - - = Brazil: 0.71
control, thus ensuring a measure of stability and reducing inequalities, driving up domes- 3. @ @ @ ] China: 0.19 | 1118
tic demand. Financing terms in Brazil have also evolved very favorably and the country is - = USA: 2.43
quite well positioned, even compared to some of the world’s largest economies. 4. I I I I malns — —— @ 10
, , I . . . ] L | . 9.76
Below is an analysis of Brazil's performance along three dimensions: growth, predict- 5. :. <] ; <] I I I I I {E}
gblililty and funding, pointing out the opportunities available to Brazil that it must seize = A_ 3.63
if it is to become an international hub of reference. 6. I I - = k&4 BB
-
il el B0 B -
-~ P P Lot

erowth LS == Il AN = BN
The size of a country’s economy and conditions to ensure long term growth are es- — - = ] L 4.30
sential for business expansion and for improving the quality of life of the population — > I"I [ I I = [
as a whole. -~
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In the past decades Brazil has certainly stood out in the world Even duri Il =l | | I =
n the past decades Brazil has certainly stood out in the world economy. Even during =
the so-called “lost decade” (the 1980s) the country remained one of the world’s ten N e I z [ ] I I
largest economies' (see Exhibit 4). Today, Brazil is the world’s seventh economy and, 0
more importantly, it is expected to improve its rank by two positions, possibly passing 12. I I ! z m : 1952_’;0'33‘“ 20?1'_';0‘;?‘ 2032’2‘0?:“
countries that are extremely important in the world scenario such as France, the United

Kingdom and Germany. In late 2009 The Economist reported that Brazil could become Sns‘?ﬁ[ffn'frﬁgig”‘)m‘“ Intelligence 1. Based on the nominal GDP of the countries in USA dollars using the average US$ exchange rate for the year
s 19 Note: 2010 ranking based on PPP (EIU): USA, Ching, Japan, India, Germany, Russia, Brazil, United Kingdom, France, Italy, Mexico, South Korea, Spain, Canada and Indonesia
the world’s fifth largest economy as early as 2025".  November 121h, 2009 Source: EIU Country Data; BCG analysis
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chance to grow at continuous rates in excess of 4 - 4.5% p.y. if investments do not
reach levels close to 22% of the GDP. Between 2000 and 2009, investments in Brazil
averaged 16.7% of its GDP?°, well below the amount required to ensure and maintain
growth.

( .
) | This particular point merits attention, not only in terms of the percentage itself, but in
particular because it has been dropping. In the 1980s and 1990s, on average investment
in Brazil was around 21% and 18.2% of the GDP respectively. In this sense Brazil lags
behind other fast growing countries that stand out in the international scenario. For ex-
ample, investments in China and India have increased in recent decades, and between
2000 and 2009 averaged 39.1% and 28.4% of these countries” GDPs respectively.

In addition to the level of investment, other elements related to the long term growth
of a country are the quality of life of its population and the distribution of income. Clearly
faster growing countries will find it easier to distribute income, yet studies show that the
reverse is also true: countries where income is better distributed and where the popula-
tion enjoys a higher standard of living find it easier to maintain stable growth over time.

'"Iﬂ‘nl-"

An analysis of Brazil's Human Development Index shows that, although it is improving, it is
doing so more slowly than the rest of the world, so that Brazil is still ranked no better than
73 out of 169 countries”". In addition, in terms of income distribution, Brazil today scores
0.55 on the Gini index, which goes from zero to one, with the higher scores indicating great-
er inequality. More developed nations such as Germany or France, or even developing na-
tions such as China and India score quite a bit lower: 0.28, 0.33, 0.37 and 0.42 respectively?.

Although there is still a gap, income distribution in Brazil has improved, and conse-

quently the purchasing power of its citizens has increased. The strengthening of the

e e country’s domestic market is clear when one looks at the increased percentages of

e e people in socioeconomic classes A, B and C. In December 2002, only 12% of all Brazil-

natons  ians were considered to belong to class A/B% and 43.2% to class (**. Today 15.6% of

pooam et Brazil's population is classified as class A/B, and fully 53.6% as class C, driving up the
bevelopment— nyrchasing power and expanding the size of the domestic market?.

Reports

“source:Worldwide —— There s no doubt that Brazil is one of the stars of the world economy, and all indica-

Competitiveness

veabook -0 tjons are that it will only strengthen its position. However, if it is to advance further, it
srouseholiswin 15 IMportant that the country foster conditions that will increase the investment rate

gy eanineand that it resolve issues related to development and the quality of life of its citizens.

2 Households with
monthly earnings
between RS 1,115

mdks ez predictability

¢ 2 ' B i i 1 - .
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andtenew 1N Brazil, the formal implementation of a system of inflation targets in 1999, the result

for Social Policies
l . . ! ' . l I ' vecade: crses,1aCilitate business operations, which will increase the likelihood that economic agents
' E l ! l e Al _ | / mdde s of 3 Jong effort to ensure monetary stability, was a major milestone, and demonstrated
FIE ] { ) 4 /¥ . i «poad 10 the world the country’s commitment to predictability. Inflation, as measured by the

- 2010sudyenies: — tiveness of @ country as a business hub. Predictability is critical to generate trust and
y 7 F ...r C 1 e a Nova . . .
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mE BE ' -- . i A f o1 d WYY nder souce s IPCA%, has remained in the single digit since 2003. Even in the periods when inflation
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public debt* as a percentage of the GDP fell significantly between 2002 and 2010: from
60.6% of the GDP to 40.4%*. In addition, in 2006 Brazil settled its net public debt, and
since then has been a net creditor to the rest of the world (see Exhibit 5).

THE DIMENSIONS OF MACROECONOMIC ENVIRONMENT
ARE ECONOMIC GROWTH, MONETARY STABILITY, FISCAL
SOLIDITY, EXTERNAL VULNERABILITY, ECONOMIC
VOLATILITY, HUMAN DEVELOPMENT AND

INCOME DISTRIBUTION

Brazil's gross public debt has also come down in the past decade. After peaking in 2002,

when it reached 79.9% of the GDP, it came down to 66.8% in 2010. The forecast for

the coming years®! is that Brazil will continue on this path, even improving its ranking

compared to developed nations that are the site of business hubs. Brazil expects that

s o e pet bt o by the end of 2015 its gross public debt will be 64.8% of its GDP, while the United

and fiom the ential sankwitr -~ Kingdom, France and Singapore expect to have gross public debts on the order of 80%
e e phaeseao.  of their GDPS, and the USA 110.7%.

and with the rest of the world

An additional indicator of healthy public finances that impacts the macroeconomic envi-
ronment is the public deficit. A comparison of 2010 numbers with those for the start of
this decade shows that this indicator too is dropping, starting out at something around

* Position at year end.

increased due to faster economic growth, the Central Bank kept close tabs on what was 21 Source: International Monetary
going on and used the basic interest rate (Selic) as a tool to keep inflation under control. fund (0

The forecast” is that Brazil's average inflation rate will remain around 4.8% per year
over the coming years, putting it in a better position than other large emerging nations

such as India and Russia, where the annual inflation rate is expected to be 5.3% and EXHIBIT 5
6.7% respectively. However, Brazil can still improve along the growth /stability indica-
tors. China, to take an example of a fast growing economy, expects inflation to remain Financing in Brazil evolves positively
at around 4% a year over this same period.
The public debt has dropped to a ...the same is true for the deficit, and

still regarding the predictability, it is interesting to note that despite a floating ex- new level in recent years... this positive trend should continue
change, the exchange rate has not fluctuated all that much in the past five years. Net Public Sector Debt Public Deficit
Over this period the highest?® USA Dollar exchange rate was RS 2.30 (during the global ot o
economic crisis), and the lowest RS 1.57. At no time in the past five years has this cur- toraber 51 “one cannot lower the interest rate unless
rency reached the heights of 2002, when one US Dollar was worth as much as RS 3.81. 606 50 . one reduces the fiscal deficit. [...] We have

o | U\ i et nis s
Brazil’s macroeconomic management has matured quite significantly and now reflects | '
the elements normally sought in a stable investment and business hub. After all, the ab- 501 Brariian President bima Rovsseff
sence of predictability will not only keep new economic agents from entering a country, |
it can also disrupt existing markets and increase the risk and complexity of doing busi- 40 35 33
ness in a country. It is essential that Brazil continue along this favorable path and ensure 30: / \ )
that progress made is not lost, but rather that it keep going forward. | \

2 25
Financing terms 10
The financial health of a nation is extremely important for maintaining a healthy mac- 07 19 17
roeconomic environment and thus for its attractiveness as a business hub. Inadequate- 100
ly balanced public accounts and poor management of State revenue and spending, for
example, help drive up the cost of funding for investments as a whole, and also affects 02 03 04 05 06 07 08 09 10
the operating costs of the companies that do business in the country. This section ana- 27 21 16 07 -02 -16 28 -21 -24
lyzes the macroeconomic conditions of supply and demand for the resources required External/ota 0
to ensure healthy economic growth. 1 Source Th tonomit neligence % M internal [l External "\, Total 02 03 o4 05 06 07 08 09 107
Dem.and for DUb|IC sector fUﬂdIﬂg is one of the m.OSt mportant lever.s,aﬁed!ng the ;;rcfhnes‘rd;re‘?egnl!;en:gi;;givziug\/hlzzehy 1. Position at year end. Refers to the net debt from the non-financial public sector and from the Central Bank with the financial system (public and private), with the private sector, and with the rest of the world
fundlng terms for the economy as a whole. Regardlng the stock of Brazil's DUb“C debt, the number of business days. Source: 2. IMF estimates for this year only 3. Interviews published on the Federal Senate website at http://www.senado.gov.br/senadores /liderancas /lidptsf/detalha_noticias.asp?codigo=88795

the country’s position has improved steadily over the past several years. The total net ~ Bedion Centol Sank Source: Brazilan Central Gank, IMF
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4.6% of the GDP and ending at 1.7% (see Exhibit 5). In addition to important progress

made as the result of enforcing the Fiscal Responsibility Law on state and municipal

governments (see Box A), President Dilma Rousseff has underlined this theme, and

recent statements by the President indicate a return to stronger measures to control

fiscal policy, as the most recent global economic crisis, which demanded government = ror example, snDES directed treasury
StimU“, haS come tO an eﬂdjl. loans for the private sector, among

others.

BOX A

The contributions of the Fiscal Responsibility Law to Brazil's financial health

On May 4 2000, Brazil became the first emerging nation to enact a Fiscal Responsibility Law (Supplemental
Law 101) to make state and municipal government spending transparent and limit the amount spent to
the ability to collect. The law provides increased transparency for public finances and ends a practice long
used by government administrators who would contract major works late in their mandates and leave
behind significant debts for their successors.

Brazil's Fiscal Responsibility Law was designed based on the country’s reality, yet also used a number of
important international references:

« The EU’s Maastricht Treaty provided a framework for how to keep states independent, while at the
same time including targets and penalties for deficits.

- The International Monetary Fund (IMF), of which Brazil is a member, provided guidance on the trans-
parency of public acts, spending planning and the disclosing and rendering of budgetary accounts;

« The USA Budget Enforcement Act illustrated how one may set surplus targets for states, as well as
mechanisms for spending control such as sequestration and pay-as-you-qgo;

 New Zealand’s Fiscal Responsibility Act contributed examples of how to manage state accounts so as
to keep federal government accounts healthy, with a measure of flexibility for meeting short term targets
if the long term targets are maintained.

Supported on four main axes (planning, transparency, control and accountability), the Fiscal Responsibil-
ity Law defines the parameters of fiscal organization in Brazil and, though not complied with in full by
all states, has significantly enhanced the country’s maturity on this topic. Despite major progress, 10
years after the law was enacted additional steps are necessary, such as congressional approval of the
supplemental laws required to enforce fiscal responsibility, such as the creation of a Fiscal Management
Board and the enforcement of limits on the federal public debt.

Another element of the Fiscal Responsibility Law that must be improved is the risk that the short term fiscal
balance the law demands results in larger long term gaps, such as failure to invest in infrastructure to meet
short term budget targets.

Source: Fiscal Responsibility Law; Federal Revenue Service; FGV Projects
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Better public finances have enabled Brazil to improve its risk ratings. After reaching more
than 2,000 points on the EMBI+ scale in mid 2002, Brazil's country risk has consistently
dropped ever since and, in May 2008, the country was granted investment grade. It is
important to note that, despite the high risk rating in 2002, over the past 10+ years Brazil
has never been considered as high risk as Argentina or Russia. The crises these countries
faced took their risk ratings to the 6,000 point level, about three times Brazil's highest
country risk in the past decade. Brazil’s good position in this indicator reveals that the
country is better perceived by the international community as a whole, making it easier
to raise capital abroad to cover situations where domestic sources may be insufficient.

This is particularly relevant in the case of Brazil, given the low rate of domestic savings -
one of the lowest in the world -, partly due to the nominal public deficit created by public
accounts. At 19% of the GDP, the gross domestic savings rate in Brazil is far below other
developing nations such as China (51%), India (31%), Russia (31%), Chile (30%) and
Mexico (23%) (see Exhibit 6). This is important, as countries that save less find it harder
to fund their growth using their own resources.

EXHIBIT 6

Brazil has one of the lowest domestic savings rates

Gross domestic savings/GDP (%)’

51%
48%
0 0 0
31% 31% 31% 30% 30%
0/
24% 3, I 230
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Source: World Bank
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In short, Brazil has made important strides in managing its public accounts, as it has
in all other macroeconomic issues. Nevertheless, it is important to make sure it stays
on this path and does not backslide, especially in terms of fiscal issues and the public
deficit; as if these are poorly managed the impact on the overall cost of funding the
economy may be quite significant.

Indicators

In the specific case of the macroeconomic environment pillar the indicators selected
for continuous tracking were:

« Economic Growth: The faster a country’s economy is expected to grow, the more
attractive it will be for international agents. It is extremely difficult for a hub to attract
investment and business unless its economic outlook is better than that of other hubs
competing for capital;

« Monetary Stability: Monetary stability contributes to predictable economics for hub
businesses and investments. Countries where there is the expectation of high inflation
are less attractive, as international agents will be concerned lest the value of their
investments and businesses erode together with the value of the local currency;

« Fiscal Solidity: If a country’s fiscal policies are inadequate, the cost of funding in gen-
eral will go up, thus increasing operating costs in the economy as a whole. Therefore,
the more fiscally solid a country, the more attractive it will be.

« External Vulnerability: The availability of reserves to honor its foreign commitments
is an indicator of a country’s autonomy to ensure its global financial credibility and a
measure of its dependence on funds from abroad;

« Economic Volatility: Short term interest rates on government bonds are a good indi-
cator of the volatility of a country’s economy and of the frequency with which it must
make adjustments. Less volatile economies offer a more secure planning horizon for
both businesses and families, fostering high levels of investment and growth;

+ Human Development: The higher the human development index, the more attrac-
tive a country will be as a hub, since greater development means more talents, a larger
domestic consumer market and better quality of life for its citizens;

« Income Distribution: Income distribution influences factors that are key for devel-
oping a hub, such as the availability of talents, the size and profile of the consumer
market, the country’s level of innovation and its quality of life. If the income is better
distributed, these aspects will be more positive for the business hub.

The following exhibit shows how Brazil compares to other countries along dimensions
of the macroeconomic environment pillar:
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MACROECONOMIC ENVIRONMENT
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It is evident that Brazil stands out in terms of its economic growth and stability, even
though it lags behind most of the countries used for comparison. Its fiscal solidity and
external vulnerability are rated between “good” and “needs improvement”, primarily
due to high spending levels, which should be reviewed and balanced against Brazil's
significant accumulated reserves. Human development and income distribution indica-
tors, not surprisingly, show that socially Brazil remains at a disadvantage compared to
the other nations included in the ranking.
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ECONOMIC GROWTH WITH INFLATION
UNDER CONTROL AND FUNDING TERMS
ARE ATTRACTIVE, BUT IT IS NECESSARY
TO FOCUS ON STRENGTHENING FISCAL
RIGOR AND ON INCOME DISTRIBUTION

Conclusion

Brazil truly stands out in the macroeconomics pillar and its position in the world scene
should only improve. The Brazilian economy is expected to continue to grow at an an-
nual rate of 4 to 4.6% over the next five years, making it attractive as an investment
and business hub.

Economic growth with inflation under control and funding terms compatible with the
needs of the private sector are attractive characteristics for an investment and busi-
ness hub, and Brazil has performed admirably along these dimensions. If it is able to
maintain its high ratings and focus on improving especially its public accounts, it will
advance and leverage not only itself, but the entire region as well.

Objectively, the two themes that require the most improvement are rationalized fiscal
management and income distribution. The former has the potential to ensure low funding
costs to continue to drive country growth. The latter will foster the continuous expansion of
a consuming middle class, which in turn will boost economic growth and activity.

ATTRACTIVENESS OF BRAZIL AS AN INTERNATIONAL INVESTMENT AND BUSINESS HUB
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INSTITUTIONAL ENVIRONMENT

A solid institutional environment that ensures the rules of the game are stable and that
business may be conducted speedily and efficiently is a required condition for any hub
to be attractive. Business will be fostered if investors can rely on the effectiveness of
a country’s legislation and where the processes used to modify or amend legislation
are both predictable and reliable. In addition, efficient public processes, services and
controls can act as catalysts, leading to swifter negotiations and more agile and less
costly company operations.

Brazil has already reached important milestones in consolidating its political and insti-
tutional systems, but important challenges still remain, in particular related to legal
security and bureaucracy. These are themes that Brazil must address to improve its
attractiveness. This section analyzes Brazil's situation along each of these dimensions
and looks at the next steps the country must take to build an environment that busi-
nesses will find attractive and stimulating.

Political System

The political system is the foundation upon which all of a country’s operating rules rest.
Given its underlying importance, it is essential that the political system is configured to
impede arbitrary decisions and that the organization and the role of the State are secu-
lar and not subject to indiscriminate change. The assurance that the core framework of
a country will not suffer sudden ruptures is an absolute requirement for any business
hub that wishes to remain attractive over the long term.

Brazil’s current political system is quite sturdy. Following years of military regime, it
has been a strong democracy now for over twenty uninterrupted years. The political
system is a democracy with three independent powers, and the system stipulates that
reqular elections be held to elect representatives to the executive and legislative pow-
ers. Voting in Brazil is electronic and it has one of the safest, most modern electoral
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BOX B

Electronic voting in Brazil is a world reference

In addition to consolidating its position as a democracy, Brazil has transformed its
electoral process and technology. Since 1996, elections in Brazil have used electronic
polling boxes, developed entirely using Brazilian technology. These significantly reduce
the chance of fraud, which could cast suspicion on the outcome of the election.

In addition to providing security, these polling boxes have made the entire process
very agile and votes are counted quickly and easily. In 2010 some 134 million Brazilians
cast their vote in computerized federal elections and the outcome was announced less
than 24 hours after the polling stations closed.

Thus Brazil has become a reference in electronic elections. For example, Brazil's Elec-
toral Justice has been involved in elections at different federative levels in Paraguay,
Argentina, Ecuador, Mexico, Costa Rica, Honduras, the Dominican Republic and Panama,
and has even loaned its polling boxes. It has also received enquiries from countries like
South Korea, interested in understanding the Brazilian system.

Brazil and India are the only developing nations using an electronic voting system.
Among developed nations, only 15 already use such a system.

* Australia, Austria, Belgium, Canada, Denmark, Estonia, France, Germany, Ireland, the Netherlands, Norway, Portugal, Spain, Sweden, the United States
of America and the United Kingdom. / Source: Brazilian Superior Electoral Court, 2010; Tiresias.org; press search

In addition, there are no signs of existing or potential conflicts between Brazil and its
neighbors, and the institutional markers that define the national borders are solid and were
established peacefully, ensuring an environment of international peace and political and
economic collaboration Brazil also stands out in that it has no ethnic, religious or any other
type of internal conflict.

These characteristics, and the fact that they have been consistent over time, have given the
country an image of political stability on a level similar to more developed nations whose
political systems have been in place for much longer. According to the political stability index
published by the World Bank, Brazil is in the same group as the USA, the United Kingdom
and France, countries with democratic traditions that have endured for longer than Brazil's*.

Even in such a positive scenario, a number of examples show that there remains room
for improvement, in particular when it comes to keeping issues of state segregated from
political interests. A first example is the term of office of the President of the Central Bank

processes in the world (see Box B). The electoral system is multiparty and open to all. o ndialor polica sabiy (CB). While in countries like the USA and the United Kingdom the term of office of the
The Federative Agreement allocates responsibility and taxes to the municipal, state soence b0 100 sl central bank (or equivalent institution) president is fixed and does not coincide with that of

and federal level and all are responsible for enforcing public policies. o6 uniled kngdom: 56, USA: %6 the President, in Brazil this is not the case. While it is true that in recent years Central Bank
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Presidents have remained in office for longer - for example Henrique Meirelles, the (B
President in the previous administration, held the position for eight consecutive years
-, fixed terms, if implemented, would strengthen the Central Bank's independence to EXHIBIT 7
conduct the country’s monetary policy (see Exhibit 7). Examples show there is still room to improve the political environment

Another example of something that should change is the large number of ministries _ _ ]
and the fact that new ministries are created and others extinguished at a rather fast Longer terms of office for Central Bank executives represent progress, but they are not fixed

rate. For instance, it is noteworthy that Brazil has more Ministries than the USA or
France (see Exhibit 7), and turnover is also much faster.

Finally, the process of social change underway in the country may actually foster I l I 3.8 |
improvements in its political activity. Countries with more social capital invest more : : Alexandre Tombini,

|

Central Bank President term in office (in years) Fixed term?

in education, and the quality of their political activity tends to be better, with clearer since January 2011
boundaries between issues of state and the interests of private enterprise. Brazil must USA m 5.2 yes

continue to advance in this direction. :

Stable and clear laws aug

1979 2011
In 3 country where legislation is predictable and the rules of the game are both clear and

well understood, business risk is lower and agents will be more willing to invest and con-

duct the transactions that drive the economy and connect the hub to the rest of the world. N - o
The number of new Ministries created and extinguished" is still quite high

Brazil still faces challenges on this front. For example, it creates new laws at a much Number of Ministries created and extinguished

faster rate than other international centers. On average, in 2009, 317 new laws were TotaF
enacted in Brazil each month**, while in France and the USA this number was only 159
and 24 respectively (see Exhibit 8). This type of legislative output clearly makes it much 7 Average number of s enacied 1
harder for businesses and investors to keep up with the rules they must follow and and october 2010.Datorly for e 8
increases the level of legal insecurity. Srarion Tax Planning Indiute
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1. Federal bodies that have the status of a Ministry - reporting directly to the President and responsible
. . . for policy development. 2. Total number of Ministries in 2010
. Created . Extmgmshed . Election year Source: Brazil Presidential Office; USA House of Representatives; Government of France; Brazilian Central
Bank; Federal Reserve; Bank of England; BCG analysis
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In addition to legislative instability, the fact that some themes are neither clear nor
EXHIBIT 8 transparent adds to institutional insecurity. Examples of this are 1) the Brazilian Senate’s
There remain challenges in legislation that need to be addressed practice of final rulings, whereby laws may be approved without being submitted to the
plenary; 2) the large number of Provisional Measures used by the Executive to legislate,
a practice that sometimes causes unpleasant requlatory surprises; 3) the lack of clarity
Proportionately, the Federal level is responsible for issuing more laws in assigning requlatory and oversight responsibility over the private sector to Ministries
Laws issued since 1988 and Regulatory Bodies.

Level Federal State Municipal Total

Legal Security
Laws (k) 154 1,095 2,906 4,155
(lear and stable laws are not enough; they must bring with them the certainty that they
will be enforced. The effectiveness of rules and commitments ensures legal security and
Laws (k)/ 154 40 0.5' . “It's hard to know what laws are fosters an environment where there is trust between businesses, people and institutions.
unit applicable, even for a lawyer” The impact of all of this on the cost of doing business is clear: increased legal security
) ] reduces expenses with lawsuits and contract interpretation, and also limits potential liabili-
Laws/ business Q e 0.1 . Partner in a Legal Firm ties, which may also be costly.
day-unit

A number of examples may be used to demonstrate that better/stronger institutions will
directly benefit the citizenry and the businesses that operate in the country. An example
would be lower interest rates on personal loans, which followed the creation and requlation
of payroll loans, whereby loan installments are deducted directly from employee payrolls.
Brazil creates new laws more frequently than other countries On the heels of payroll loans the interest rate on loans granted by these same financial

Legislative instability - 2009 institutions to the same clients and for the same purposes came down. Since 2004, when

NEW LAWS the law regulating this new form of credit was passed, the interest rate on payroll loans has

400 | PSSED EACH MONTH! remained some 24.8 percentage points below the interest charged on traditional personal

loans. Today payroll loans account for over 50% of all personal loans (see Exhibit 9).

Another clear example is the improvement in the business recovery rate following the
@ enactment of the new “Business Recovery Law” (Law 11,101 / 2005), which replaced
the old Bankruptcy Law. With the end of the socalled “concordatas” and the creation
of what is known as judicial recovery, the number of bankruptcies in Brazil dropped
dramatically. Increased legal security on assets at risk of liquidation and on guarantees
has improved the recovery process: while in the past as many as 20.7 thousand re-
quests for bankruptcy were filed each year (2003); since 2006, when judicial recovery
was first enforced, this number has averaged only 2.7 thousand a year (see Exhibit 9).

300

200
Even with such good examples, some aspects still need improvement to increase the

country’s legal security and reduce the associated costs. Indicators of perceived respect

for laws place Brazil at a disadvantage compared to developed nations and other

business hubs around the world. According to the World Bank Rule of Law indicator,
Of the 16 countries analyzed, more than 80% which is based on analyses conducted by experts on the theme®, on a scale of 0 to
issue less than 30 new laws each month 10, countries such as Germany, Singapore, the USA, Hong Kong and France, all of which
are business hubs, score around 8.0, while Brazil lags far behind with a score of 4.6.

100

Some of the factors that explain this low score are the belief that the judiciary does not
have a great deal of independence, and the fact that judges may find it hard to keep
up with which laws are actually in effect, given the rate at which legislation changes in
BRA* FRA  HKG USA C(HN CHL JPN  SGP  KOR GBR IND the Country. Regarding the former, the World Economic Forum indicator that measures

1. Based on the current number of Brazilian municipalities: 5,507 2. Number of new Federal laws in 2009 by country 3. Average number of laws issued each month between October 2008 oouree: mfgm{ze_%gﬁgngggi executive perceptions of the independence of a cou ntry’s judiciary system from external
and October 2010; data for the whole year of 2009 not available Source: IBPT; Brazilian government bodies; BCG analysis
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influences once again shows Brazil far behind other business hubs. Regarding the dif-
EXHIBIT 9 ficulty to keep up with new and changing laws, the statement made by Paulo Mascaretti,
Ultimately, institutional reforms will have a positive impact on the population in general the Chairman of the Sao Paulo Judges Association, says it all: “I graduated 30 years ago
and since then there has been a major proliferation of new laws. [...] All of these changes

make it hard for judges to take a stand and do their job.”

Payroll loans' have allowed for lower interest rates and contributed to an overall credit increase The long time it takes before a matter goes to trial, and again before a ruling is en-
forced also contributes to a greater degree of uncertainty regarding the proper opera-
Average interest rate (% p.y.) ' tion of the country’s system of justice. In @ World Bank assessment of the time it takes
30 g;‘i'eagﬁeﬂ'[{{ffgﬂiagg g;‘ﬁag}%” e to resolve a standard commercial dispute in different countries, Brazil is close to the
Inventory of personal loans granted (RSB) bottom: 616 days, whereas the same dispute would be resolved in Singapore, also
60 m 300 a hub, in 150 days. It is worth remembering the natural difficulty of comparing the
W metrics and procedures adopted in each country. (see Exhibit 10).
40 s oy _é 200 4
2 100 EXHIBIT 10
N The lengthy process to resolve legal disputes increases the uncertainty related to the justice system
0 0 I 7 g
12/04 12/06 12/08 12/10 01/07 01/04 12/10 Brazil has one of the longest dispute resolution terms
) Traditional personal loans  Traditional personal loans Easier credit will lead to of any international center P
faster/broader growth that
/Payro\l foans /Payro\l oans / the histgorical trend

Number of days to resolve a commercial dispute
Trial: 365 days

. . . . . . Sentence enforcement: 210
The new “Business Recovery Law”? helped cut back the number of companies terminating their business

Number of bankruptcy filings per year (thousands)

25
20
With the new law enacted in ﬂ ﬁ
15 2005, the aver. U
of annual bankruptcies SGP  HGK  USA FRA  JPN DEU AUS GBR CHL MEX CAN BRA (HN IND

dropped to 2.7k

10 -| This situation arises due to a number of factors 10 Judges /100 thousand inhabitants'

Constantly changing laws make it harder for judges
to analyse court decisions

AN B B B B B Pl ge=2.7 The time it takes for a case to go through the court
- system contributes to the time it takes to resolve it:
- The number of appeals is quite high

- An overly detailed constitution contributes to the

large number of cases taken to the Supreme Court

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

Too many cases per judge due to the small number
MORE COMPANIES OPERATING COULD MEAN MORE JOBS AND INCREASED VALUE CREATION FOR SOCIETY AS A WHOLE of judges ¢ MEX BRA USA GBR FRA DEU

Note: The standard dispute used for this study is a transaction between two companies (buyer and seller) in which the buyer fails to pay for the received goods claiming that their quality
did not meet the agreed quality standards. The seller then files lawsuit to collect the amount owed for the goods it sold
1. Law # 10,821/2003 and Decree # 4,840/2003 2. Law # 11,101/2005 1. Numbers reported for different years, depending on the country. 2002: Mexico and Brazil; 2001: United Kingdom, Germany and France; early 1990s: USA. The most recent statistic availa-
Source: Brazilian Central Bank; Serasa Experian; BCG analysis ble for Brazil (2009) is that there are 8.4 judges for every 100 thousand inhabitants.
Source: Doing Business, The World Bank - June, 2009; Report: Brazil - Making Justice Count - World Bank; BCG analysis
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BRAZIL HAS CONSOLIDATED ITS POSITION AS A
STRONG DEMOCRACY AND CAN KEEP IMPROVING
ITSELF BY USING ITS POLITICAL SYSTEM

The judiciary system used in the country and the rules governing civil and criminal pro-
cess law are the main reasons behind the long time it takes for lawsuits to go through
the courts. The possibility and use of numerous appeals and the level of detail of the
Brazilian constitution mean that many cases are eligible for the Federal Supreme Court
(Court of Appeals). In addition, studies show*® that in Brazil, the number of judges com-
pared to the total population is smaller than in countries with faster justice systems
(see Exhibit 10). Thus it is likely that improvements would be possible by increasing the
number of judges.

Nevertheless, over the past 15 years Brazil has steadily made important changes to its
judiciary system - not only in terms of the procedures involved, but changes in its very
structure. As a result, the speed and quality of the court system should also improve.

For example, the introduction of binding precedent and the principle of general re-
percussion in 2006 (Laws 11,417 and 11,418), along with limitations on repeated
special appeals imposed in 2008 (Law 11,672) should reduce the backlog of cases to
be submitted to the courts in Brazil. Other changes have impacted the structure and
operation of the judiciary, such as the special courts created by Law 9,099/1995 and
the arbitration chambers created by Law 9,307/1996. In addition, the National Justice
Council (Constitutional Amendment 45, dated 2004) and computerized courts, consoli-
dated in the form of Law 11,419/2006, are additional measures designed to improve
the flow of cases through the judiciary.

Another theme that influences and embodies legal security is respect for property,
including intellectual property. Property rights have been a constant on Brazil’s agenda
of laws and requlations ever since the National Institute of Industrial Property (INPI)
was created in 1970. The INPI is the federal autarchy responsible for registering trade-
marks and patents in Brazil. The Brazilian Constitution, drafted in 1988, holds private
property to be a principle of the national economic order and laws have been passed
to ensure the protection of patents and copyright. In addition, in 2004 the National
Council to Fight Piracy and Crimes Against Intellectual Property was created.

Despite all of these legal advances Brazil has yet to acquire the image of being a safe
haven for property rights, and in this* it is ranked 72" out of 139 countries. The rea-
sons Brazil is ranked so poorly have to do with the slow and costly patent application
process, which lasts seven years, compared to only three in the USA, and the fact that
Brazilians are more comfortable buying pirate or counterfeit goods (see Exhibit 11). Yet
in spite of this there have been improvements: In February 2011 Brazil was removed
from the USA list of “notorious markets for pirate and contraband merchandise”*® and
in fact is the only BRIC country not on this list.

a7
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It takes a very long time to register a patent

Time to register
3 patent (years)

6|
4

2.9
27 I
0

USA

EXHIBIT 11

Patent registration and piracy are challenges when it comes to safequarding intellectual property in Brazil

Piracy levels are also very high

Purchases of falsified goods
% consumers

100
80 | _
B B Purchased knowing
that goods were
60 | pirate/counterfeit
40 | mam Purchased unaware
that goods were
2 | pirate/counterfeit
B = Never bought pirate/
0 ; ; ; counterfeit goods
BRA GBR'  USA> BRA

1. IPTOC survey, 2005: DVDs, (Ds, electronic games, apparel. 2. Gallup, 2005: operating systems, software, (Ds, DVDs, alcoholic beverages, cigarettes, apparel, jewellery, auto parts and tools
and legal drugs 3. IBOPE, 2005: apparel, watches, handbags, glasses, perfume and electronic games
Source: USPTO; Agéncia Brasil and JB on-line - interviews with the President of INPI; 2007 Global PC Software Piracy Study; BCG analysis

% Source: Brazil: Making Justice Count
- World Bank

*71. Calculated based on a score
obtained in more than 13 thousand
interviews with executives, 168 in
Brazil. The questioned asked was:
“How would you rate the protection
of property rights, including financial
assets, in your country? [1 = very
weak; 7 = very strong]. Source: The
Global Competitiveness Report 2010-

2011 - WEF * A simple lawsuit discussion

may take 2 to 5 years after
the sentence is passed and no
further appeal is possible

* United States Trade Representation
(USTR)

The enforcement of gquarantees is another element of Brazil's legal security framework.
In Brazil there are numerous hurdles for creating and enforcing guarantees, typically
related to the rigidity of traditional quarantees, difficulty constituting quarantees and a
slow judiciary.

Regarding the first point, the effectiveness of guarantees is diminished since in mort-
gages and pledge agreements both labor and tax creditors have preference over se-
cured creditors. In addition, the fact that these guarantees must be discussed by the
courts in an ordinary lawsuit before enforcement means that the debt itself is uncer-
tain and there is absolutely no time horizon for receiving the quarantee®.

Reqistering secured creditor agreements is a complex and costly process. The docu-
ments required to register secured creditor agreements are not standard, thus registra-
tion is subject to the specificities and unique demands of each Registry Office, and to
the degree of sophistication of the parties to the agreement.

Lastly, the slowness of the entire process, given that the Brazilian court system is ex-
cessively formal and detailed, ends up compromising the effectiveness of the quaran-
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tees. According to a representative from Veirano Advogados, a legal firm, “the process
law system must make sure that those who have a right do not fail to exercise this
right because the system is so slow. In practice, having a right where there is no cer-
tainty of when it will be enforced is the same as not having a right at all”.

Thankfully there have been a number of improvements in the enforcement of quar-
antees, such as making the entire process more flexible and diversifying the instru-
ments available, thereby increasing the degree of legal security that these rights will
be enforced. An important example is the creation and expanded use of fiduciary
property. The big advantage of this concept, both for chattel mortgages as well as fi-
duciary transfers, is that the assets and rights involved are not part of the assets of the
borrower until such a time as the loan in question has been fully paid. Thus fiduciary
quarantees are not subject to judicial recovery and other creditors do not have any
preferred rights over them. In addition, fiduciary instruments may be enforced without
the need for a prior ordinary lawsuit.

All of these improvements have contributed to increasing the legal security of estab-
lished rights, and offer advantages to the end users of these very instruments, among
them lower interest rates on loans due to the lower risk involved.

Bureaucracy and business operations

There is a close, yet inverse relationship between the bureaucracy of a country and its
attractiveness as a business hub. More efficient government and limited bureaucratic
hurdles act as catalysts of economic development. In a3 more dynamic environment,
opportunities are not lost because of slow transactions and business as a whole is
more efficient and agile, contributing to lower operating costs for all those involved.

In Brazil, although bureaucracy does not actually impede business, it does create ad-
ditional costs. In a league table* of countries ranked by the impact of bureaucracy on
business, Brazil is at the bottom of the list of business hubs, worse even than other
developing nations such as Mexico, China and Chile (see Exhibit 12). It is common sense
that the cost of bureaucracy must be taken into account when deciding to make direct
investments in any country. “Bureaucracy is not an impeditive as Brazil offers numer-
ous opportunities, but it is an added cost that must be factored in” said a Pinheiro Neto
Advogados, a legal firm, spokesperson.

Another consequence of excess bureaucracy is that it creates opportunities for cor-
ruption, as lengthier, more complex and costlier transactions create more room for
the exchange of favors for speedier resolution. Reducing corruption is an additional
advantage of reducing excess bureaucracy in a business hub.

While it is generally accepted that some level of corruption exists in any nation, wheth-
er developed or developing, the extent and depth of corruption are difficult to mea-
sure. Clearly corruption is not included in any official “country data”, but the extent to
which it is hidden varies, depending on the culture of the nation, and can even vary

“0 Source: IMD - annual worldwide
survey of top and middle managers
in 58 countries. In 2010 there were
4,460 respondents
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EXHIBIT 12

The high cost of bureaucracy impacts business

Brazil is at the bottom of the list when it comes to the impact of bureaucracy on business

“1'Source: 2010 Global Corruption
Barometer: % interviewees
claiming to have paid a bribe in
the past 12 months to officers in
customs, education, the judiciary,
land services, medical services,
the police, permitting and
registration services, tax
authorities and public utilities.

“2 Source: Bribe Payers
Index 2008

Score (0-10)'

)
79 7.8
I I
BRA MEX CHN GBR FRA USA CHL JPN HGK SGP

1. Survey of 4,460 middle and senior management in 58 countries who answered the survey between January and April
2010 Source: IMD

within the same country. An example of how difficult it is to measure corruption comes
from Brazil itself. Only 4%*' of the Brazilians interviewed by Transparency International
in 2010 admitted they had paid some type of bribe, below the 31% in Mexico and
5% in the USA. In 2008, just two years prior, a survey conducted by the same institu-
tion found Brazil to be one of the worst countries in terms of corruption, ranked 17"
out of 22, with Mexico in 20" place and the USA in 9". The fact that in two surveys
conducted by the same organization just two years apart Brazil was close to the bot-
tom in one, and close to the top in another, reflects the difficulty of measuring this
dimension. Regardless where it ranks in terms of corruption, the fact remains that it is
an undesired side effect of bureaucracy (there are others), and it must be fought on all
levels as it increases the degree of insecurity for doing business.

Excessive bureaucracy is also found in the complexity of opening a business in Brazil.
Many state capitals have processes that include numerous steps and take a long time.
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Decentralized procedures are often used to justify slowness, and the number of enti- is ICMS (a value added tax). It is important to point out that this is not an issue for portfolio
ties involved confirms this perception (see Exhibit 13). investors, as in this case the financial agent is responsible for calculating and paying taxes.
Although this is a problem in most Brazilian cities, numerous initiatives have demon- The three major factors that contribute to this issue - difficulty paying taxes in Brazil - are
strated there is room for improvement and the entire process of opening a new busi- the large number of taxes, continuously changing tax legislation and the number and com-
ness can be made more agile. In the state of Minas Gerais, a joint effort by the state plexity of ancillary obligations. According to an Ernst&Young report®, a business operating
government and the boards of trade, known as the Minas Fécil program, made great in Brazil pays about twelve different kinds of taxes, where as in other business hubs such as
strides in simplifying the process of opening a new business. This program created a Singapore and Hong Kong this number drops to three and one respectively (see Exhibit 15).
single touch point between businesses and the public entities and boards of trade in-
volved, it also implemented the use of online communication channels and integrated In addition, the number of new taxes created each month in all spheres of government
IT systems. Not only did this cut down the time it takes to open a business, but it also is hard to keep up with, not to mention the fact that the various requirements to calcu-
improved the reliability of the information contained in the databases (see Exhibit 14). late taxes such as ICMS add even more layers of complexity. It is important to note that
for manufacturing industries and non financial service providers ICMS is the major issue,
In addition to the complexity of opening a business, the cost of compliance with tax require- whereas for financial institutions the main issue is calculating ISS, PIS and COFINS (respec-
ments in Brazil should also be addressed. In a survey that shows how many hours are re- tively municipal tax on services, unemployment social tax and social security financing

quired to calculate and pay similar taxes across the globe, Brazil, represented by Sao Paulo, o source woridwide coporme CONLTIDULION, Often referred to as invoicing taxes). All three taxes have grey areas that lead
is at the bottom of the list. It takes about five times as long to calculate and pay taxes here TexGuide 2009-E5Y {0 increased bureaucracy and overall uncertainty about the process.
than in the next to last hub on the list (see Exhibit 15). The most complex tax for businesses

EXHIBIT 14

Minas Gerais simplified the process to open businesses with a single
EXHIBIT 13 touch point, integrated internal processes and online resources

Opening a business involves several entities

The state of Minas Gerais has made progress by creating an interactive system with the municipal governments,

A decentralized process is one of the problems most often mentioned organizing internal processes and using online capabilities
BEFORE ——
Entities involved in opening a new business in Brazil Check the authorization for address -
by the municipal government BEFORE
‘ Company records analyzed by boards that
Independent operating permits checked three different systems: the Board of
’ ‘ from municipal bodies’, a process Trade, the Municipal Government, and Ministry
that took at least 30 days of the Treasury systems, a process that could
| munidpal [ state | e 55 . .
. . TODAY —
Address check can be done at the Board of —— TODAY
Trade (together with other parts of the process) Afﬂtlmdegfamf Module connects the boards
of trade
A temporary online permit - thus the process and the analyses are
makes this a 1 day process automated and typically take 1 or 2 days

- fewer possibilities of mistaken entries

Brazilian Central Bank' 6

Department ; IBAMA 2 : . 3
of the Environment FUNAI 2 : Industry Associations

ANVISA

Depends on the
type of business

FEDERAL

“One simply cannot open a business by one- “The process to open a new business is quite decentralized.
self in Brazil today. It would take six months.” A large number of government agencies is involved in the
process and many of the exact same documents must be UNIONS

Attorney - Pinheiro Neto Advogados submitted to each one of them.” PRIVATE 7
SERVICES

Legal Manager - Arab Banking Corporation Brasil

1. Required procedures and authorizations vary by municipal and are governed by the Land Occupancy Law. Government entities normally involved include the Department of the
Environment, where one exists, the Works Inspector, Fire Department and Sanitary Vigilance
Source: Doing Business - The World Bank; Interview with the Minas Fcil Project Director; BCG analysis

1. Foreign capital only 2. Applies only to businesses that will impact the environment
Source: Doing Business - The World Bank; RFOR Advogados; BCG analysis
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EXHIBIT 15

The complexity of paying taxes creates added cost to companies

The number of hours necessary to calculate
and pay taxes is the highest in the world

Difficulty to pay taxes

NUMBER OF HOURS/YEAR!

3.000
2,600
736
Income tax
2.000
490
Social labor, and board
of trade contributions
1,374
1.000
value added
504 517

DUBAI HONG LONDRES NEW MUMBAI SAO
KONG YORK PAULO

MAJOR ISSUES:
large number of taxes, changes in legislation and ancillary obligations

Number of taxes levied on businesses? Average number of new tax laws enacted each
month in Brazil, by sphere of government®

17 117.2
9 12
3 7 . 12.7 .
e mm BN 01 =
HGK SGP GBR USA BRA IND ary STATE FEDERAL

“For ICMS alone there are 7 required bookkeeping books.”
Clévis Panzarini, tax expert’

1. Joint study with PwC based on an archetypical company in several countries 2. Total number of taxes described in the E&Y report 3. Average since 1988 4. Worked in the State of Sao Paulo
Department of Treasury (for the past eight years has been the coordinator of tax administration); conceived and implemented PROMOCAT; was a special advisor to the 1988 Constitutional
Assembly, and is also a tax consultant

Source: Doing Business - The World Bank; Worldwide Corporate Tax Guide 2009 - E&Y; Brazilian Tax Planning Institute (IBPT); BCG analysis
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The level of bureaucracy in Brazil today is nothing new, and over the past decades
numerous initiatives have been taken to improve the country’s situation, with some
success. These initiatives include the creation of ENAP, the National School of Public
Management, whose purpose is to develop competences in civil servants and improve
the quality of public services, the National Program to Support Fiscal Administration in
Brazilian States (PNAFE), which focuses on improving tax issues, and the Competitive
Brazil Movement (MBC), an entity that, among other responsibilities, has programs EXHIBIT 16
to modernize public administration. In addition to these initiatives, increased use of Compared to other countries, Brazil does not score well in the flexibility of its job market
digital technologies has contributed to speedier interaction between public and private
enterprise, an example of which would be the SPED - the Government System of
Digital Bookkeeping.

Labor market flexibility (% of countries in each bucket")

An example of a world reference would be the United Kingdom's Better Regulation O
Executive, an organization dedicated exclusively to driving through a program of activi- Temporary contracts - E E
: T : : , i : are allowed for
ties to simplify requlation. Among them are improved information flows between public permanent activities
entities, a reduction in the number of registrations required and engaging civil servants in
understanding public services and processes so as to disseminate best practices. Maximum allowed até 60 E
) ) ) ) ) o ) duration of temporar‘ up to 24: 31% 6% unlimited: 63%
Another very important element to doing business in a country is the flexibility of its contracts (months
labor market. Brazil has one of the least flexible labor markets in the world, well be-
hind Chile and the USA, for example, especially when it comes to hiring (see Exhibit 16). oy
On the other hand, when it comes to letting people go, Brazil does not do badly. Care Overtime cost to - E
should be taken, however, lest this position be weakened (for example the possibility = tthedcodmpartly (U/ohover
that ILO Convention 158 may be adopted™), so as to continue to be able to efficiently = standard Cost per hour)
allocate people and pursue business. = E
= Annual paid vacation . - .

Even though Brazil faces significant challenges in dealing with its bureaucracy, it is im- (business days) 21 103031t e Lp 1o 10: 25
portant to recognize past efforts, solidify current initiatives and follow the example set
by successful business hubs. Instituto Hélio Beltrao, for instance, is a think tank about =
bureaucracy in Brazil, addressing several fronts such as support for the debureaucra- _ - 5
tization program, thoughts and analyses on the theme, seminars on the topic and %ﬁ%ggﬁgﬂ yes: 13% no: 83%
suggestions submitted to the government, including some on how to debottleneck the o _
courts. The institute is an independent organization and operates with no government Ob“gat'ogggufglggg
support whatsoever. before termination

e

reemployment rules ESH I

Indicators E

Termination notice

(months) 2: 25% 1: 63% 0: 13%
The following dimensions were selected to assess the institutional environment pillar: E - E
* Political stability: Normally the political situation has a major impact on the attrac- Te”ﬂ"gat"?“ costs 20 or more: 27% 3 t0 11 27% 2 t0 6: 27% 0: 20%
tiveness of a country. Thus a country that is more stable and democratic, more free of « Intenatona 2bor Organizaton (weeks of work) i ] ; }
- . . . Vi I
political violence, will be more attractive; termination process more rigid
and bureaucratic. If adopted its - +
. . . , . requirements include written
« Quality of reqgulations: This indicator measures how clear a country’s requlations Jgsbtg‘;zt“‘g;;tsobwmh{[;:empe'wee Degree of flexibility
. . . I {l Ul I
are, and if there are clearly defined and understood roles for the requlators, with del-  relevant authorites, the right to o _ - _ _ _
. appeal the decision, the inclusion 1. Countries included in the assessment: Brazil, Mexico, Chile, USA, United Kingdom, France, Germany, Singapore, Hong Kong, China, Japan, India, Russia, South Korea, Australia and
egatlon of powers as needed; of unions in individual termination Canada 2. Based on employees with at least 5 years tenure
decisions, lawsuils in the event of Source: Doing Business 2011 - The World Bank; BCG analysis
. . . , . disagreements. Only 35 of the 183 !
« Legal security: This attempts to measure the certainty that the country’s laws will Lo member states have ratiied the

convention and only six of them are

be upheld; in other words, it measures the effectiveness of the nation’s 1aws and  geveioped nations (australa, finland,
rules. There is a direct relationship between legal insecurity and the cost to do busi- ;ﬁffgﬁ?ﬁ;%;’u‘ife“?ﬁg



56 "3@ ATTRACTIVENESS OF BRAZIL AS AN INTERNATIONAL INVESTMENT AND BUSINESS HUB ATTRACTIVENESS OF BRAZIL AS AN INTERNATIONAL INVESTMENT AND BUSINESS HUB @} 57

ness resulting from judicial disputes, dubious contract interpretation and the duration
of lawsuits;

« Labor market flexibility: Hubs located in countries with flexible labor markets tend
to be more dynamic, as labor supply and demand can quickly adjust and come into
balance. For this to happen, companies must be able to quickly hire and fire at rela-
tively low cost. In addition, flexible models, such as the possibility of contracting hourly
employees, make a business hub more attractive;

- Ease of opening a business: This illustrates part of the bureaucracy of doing busi-
ness in a country and takes into consideration not only the bureaucratic complexity of
opening a business, but also the time required;

« How easy it is for businesses to pay taxes: This indicator calculates the hours
required to pay value added taxes, taxes on industrial profit and income taxes for an
archetypical company operating in different countries. Clearly the easier it is to pay
taxes the less time is involved and the lower the cost to the business, thus reducing
the level of exposure to involuntary non compliance.

The following exhibit shows how Brazil compares to other countries along the indica-
tors in the institutional environment pillar:

The dimensions of this pillar reflect the fact that, although Brazil is a mature, politi-
cally stable democracy with little political violence, there are other dimensions it can

critical needs improvement good excellent
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BRA
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3. LEGAL SECURITY O Or==() e o
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THE COUNTRY FACES SERIOUS PROBLEMS

WITH ITS LEGAL SYSTEM; ITS LAWS ARE NEITHER
CONSTANT NOR CLEAR, AND IT MUST CONTINUOUSLY
FIGHT EXCESSIVE BUREAUCRACY

improve to enhance its attractiveness. The quality of its requlations and its legal se-
curity are viewed as only fair, whereas the conditions that directly impact business
development need improvement, such as the limited flexibility of its labor market, the
difficulty of opening a business and the time it takes to pay taxes.

Conclusion

A country’s institutional environment is a determinant of the degree of economic de-
velopment it can achieve, and thus of its attractiveness as a hub. Brazil has consolidat-
ed itself as a strong democracy and will continue to advance in the use of its political
system to improve the country as a whole, minimizing party influences on policies that
should be enduring State policies.

The Brazilian legal system faces a number of important problems. The instability and
lack of clarity of its laws must be addressed, which requires the combined effort of
all those involved in the country’s legislative processes. At the same time, it must
continue to implement improvements in its judiciary system so as to reduce insecurity,
accelerate the resolution of lawsuits and other cases and improve dispute resolution
in general.

Lastly, bureaucracy must be vigorously attacked. It is important to consider each of the
aspects the affect business in the country separately, such as the payment of taxes and
the opening of new businesses, and then actively pursue solutions. Something else
that is very important is that Brazil modernizes its labor laws. More than this, however,
the State must transform its mindset so that it truly becomes a provider of services to
businesses and citizens, viewing them as its clients. Measures such as those suggested
above can impart a new energy to doing business in Brazil, and promote even more
the country as an attractive global investment and business hub.
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03

TALENT AND HUMAN CAPITAL

A business hub is based on several activities that support the economic interaction of
the various agents. By its very nature, creating an investment and business hub neces-
sarily requires that there be a structured, well developed talent pool that businesses
can use 3as a source of manpower, and the technical knowledge required to perform
all hub related activities.

Because it is based on a service based economy, such hub has an even greater de-
mand for talent, as service companies demand the highest levels of qualification. In
Brazil, 67% of those employed in the service sector have at least the equivalent of a
secondary school education, and 25% have university degrees. In other sectors of the
economy these percentages are only 43% and 9% respectively®.

The importance of talent has been reinforced as businesses demonstrate increased
concern with access to a secure source of labor. A joint report by The Boston Consult-
ing Group (BCG) and the World Federation of People Management Associations (WF-
PMA)‘ revealed that some 24%*” of the world’s businesses would consider relocating
in search of talent, a trend that follows the perception that talent will be an increasing
scarce asset over the coming years.

The following section explores the current situation regarding talent in Brazil, along
with opportunities the country has to solidify its talent pool so that it may successfully
create a business hub. This analysis is based on the three main elements that go into
creating a talent pool: demographics, education and training, and mobility.

Although Brazil has solid and positive demographics, its talent pool does not fare
well when compared to other countries. On the contrary, Brazil ranks 25" out of 30
countries in the Heidrick & Struggles Global Talent Index*® (see Exhibit 17). In addition,
according to a survey published by HR consulting firm ManPower*®, Brazil is next to
last on a list of employer difficulty in hiring staff by country. These difficulties are due
mostly to gaps in education and training, and mobility.
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EXHIBIT 17

Brazil's talent pool is rated 25" in a list of 30 countries
Brazil ranks 25" out of 30 countries The main gaps in Brazil
in the 2012 Global Talent Index are education and talent mobility
1. USA 16. ltaly
2. United Kingdom 17. Ukraine Demographics @ Demographics
3. (anada 18. Russia
4. Netherlands 19. Mexico )
5. Sweden 20. Greece Education @ Quality of mandatory education
6. China 21. Arggntlna Quality of education
7. Germany 22, Thailand @ provided by universities
8. Australia 23. South Afrida and business schools
9. France 24. Eqypt
10. India 25. Brazil Talent @ Mobility and openness
11. Spain 26. Turkey mobility of the local job market
12. Malaysia 2]. Sgudl.Arabla @ The ability to attract
13. South Korea 28. Nigeria talents fromother countries
14. Japan 29. Indonesia
15. Poland 30. Iran

Note: In addition to the items listed, the ranking also takes into account the “Quality of the environment to generate and develop talents”, where Brazil is ranked 19", and the “Ability to
attract foreign direct investment”, where Brazil is ranked 18™.
Source: Global Talent Index Heidrick & Struggles

“ Data refers to total formally
employed in Brazil at the end of 1009.
Source: RAIS-CAGED

“ Source: World Federation of People
Management Associations: Creating
People Advantage: How to Address HR
Challenges Worldwide through 2015

“7 Simple average of the percentages

in the different regions % supply and demand analyzed under

demographics are merely quantitative,

* Source: Heidrick & Struggles Global i.e. qualification is not considered

Talent Index

' Source: Stimulating Economies through

“ Source: ManPower 2010 Talent Fostering Talent Mobility

Shortage Report

Demographics

Demographics is the greater pool from whence a group of educated and trained tal-
ents may emerge, the size of the Economically Active Population (EAP) determines the
raw material available for educating and training a country’s labor force.

Demographically, Brazil has a significant structural advantage in that it is the largest
economy in the world whose EAP grows sufficiently to cover the expected increase
in the demand for labor®. A study published in early 2010 by BCG and the World Eco-
nomic Forum (WEF)>" reveals that in all economies larger than Brazil - the USA, China,
Japan, Germany, France and the United Kingdom - the demand for labor will outpace
supply (see Exhibit 18).

Given the outlook of a talent shortage, something already experienced by countries
where the population has aged faster, businesses have stated they plan to depend
less on local recruiting while expanding their international recruiting efforts. Many
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QUALITY EDUCATION - PRIMARY, SECONDARY AND HIGHER -

THAT HAS A SUITABLE INTERNATIONAL COMPONENT AND

EXHIBIT 18 IS ALIGNED WITH MARKET DEMANDS IS NEEDED, ALONG
Brazil is the world’s largest economy that will have a surplus of economically active population (EAP) WITH A FOCUS ON RESEARCH AND DEVELOPMENT

EXHIBIT 19
The search for talent will mold corporate strategy
Companies expect to reduce ...increase their international ...and relocate
their local recruiting ... recruiting... in search for talents
% companies considering % of companies considering % of companies that would
local recruiting as key international recruiting as key consider relocating to find talents

NORTH
AMERICA'

LATIN
AMERICA?

Average difference between the increase in demand EUROPE?
\ Labor shortage’ \ Limited  deficit or surplus’ N\ Increase in labor! and in supply of the economically active population

1. The values presented are the result of calculating the annual increase in the demand for labor minus the annual growth of the economically active population. Average of economic scenarios

including and excluding the effects of the financial crisis. Annual growth figures calculated between 2010 and 2020 AFRICA*
Note: based solely on a quantitative analysis and does not reflect qualitative factors (e.g.: qualification)

Source: Stimulating Economies through Fostering Talent Mobility by BCG & WEF

EMERGING
ASIA®

would even be willing to relocate in search of a larger or better qualified talent pool DEVELOPED
(see Exhibit 19). ASIA¢

Starting from a demographic base that is not only favorable but unusual among large
economies, Brazil has the capacity to attract businesses and make its talent pool one
of the differentials offered by its business hub. However, this does not mean merely
having enough people, the country must also ensure it is strong in the other two di-

PACIFIC RIM?

"FPFITF

o
N
~
=) ~
~
~
oo

mensions: education and training, and mobility. If it does not, the Brazilian talent pool -

may actually have the opposite effect: local businesses may find there is no talent as 2o puleib
Skl||e.dAp€O|)|€ mlg[ate abroad, attracted b\/ companies expandmg their international 1. USA and Canada 2. Brazil, Argentina and Chile 3. Germany, France, Russia, United Kingdom, Italy, Czech Republic, Denmark, Spain, Ireland, Netherlands, Switzerland, Belgium
recrumng efforts. 4. South Africa 5. China and India 6. Singapore, Japan and South Korea 7. Australia

Source: BCG People Advantage Report - 2008 and 2010
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Education and training

A broad based education, which forms the basis upon which talents are developed
and trained, is something recent in Brazil and, while important strides have been
made, there remains significant room to improve the quantity, quality and alignment
of the country’s talents with the needs of the domestic and international markets.

Organized education in Brazil came rather late. It was not until 1930 that the Ministry
of Education was created, making basic education compulsory, something the USA and
Europe had already done in the 19 Century. Since then, education in the country has
evolved a great deal; the schooling rate went from 9% to 86%, the literacy rate from
30% to 90% and the number of children enrolled in primary and secondary education
increased from one million to 42 million.

o . . g L <2 Enroll Iculated based
Currently the net enrollment rate” in primary school in Brazil is 93%%, higher than the o e numbe of chool ssed
global average and very close to being universal. The net enrollment rate in second- g Acorngto Lieses gss
ary schools is 77%°®, above the world average but far from universal. When it comes gl was 130% in 2007
to higher education the enrollment rate in Brazil drops to 30%, lower than the world = source: unesco - 2007 data
average of 38%°. Clearly the quantitative gaps in Brazil are at the secondary and higher = source. program for

H H H H ¥ Int Il | Student A 1
education (university) levels (see Exhibit 20). test ovadicaly appied by

OECD to 15 year olds in 65 countries.

The gaps @n edu‘cation in Braz‘il are much Iarger in the quality dimension than in the s erge scores n wath and
quantity dimension. Although improving, Brazil’s>* PISA scores are still among the low-  Portuguese. SALB (system to Asses

Primary education) up to 2005,

est. Looking at Brazil alone, the average Prova Brasil/SAEB* score of students in the — and the prova Brasi (erazl Test
applied to children enrolled in public

public school system is at the lower end of the expected range in the basic education <ol between 2005 and 2000.
years, and below the range in the secondary school years (see Exhibit 21). Data efers o the st year in each

teaching cycle

EXHIBIT 20

Primary education is almost universal, but Brazil still has challenges to overcome,
especially in secondary and higher education

Primary education Secondary education Higher education
Net enrolment rate' among Net enrolment rate! among Total enrolment rate? among
school aged children - % in 2007 school aged children - % in 2007 school aged children - % in 2007
100 40 03
100 947743 top 10: 99% 100 100
> top 10: 94%
global .
80 average: 88% 30 m e 30 top 10: 79%
global
. 58
60 6 average:68% ‘0 -
40 40 40 30 global
I26 average: 38%
20 2 20 I i
JPN MEX CHL BRA JPN  CHL BRAMEX JPN CHL BRAMEX

1. Does not include children held back a grade and individuals not of school age. 2. Includes children held back a grade and individuals not of school age

Note: Primary education is defined as the first five years of schooling. Secondary education is defined as grades 6 through 9 and secondary school. Tertiary education
includes technical and university education

Source: UNESCO; BCG analysis
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EXHIBIT 21

The quality of the primary education in Brazil is critical

The performance of Brazil’s primary and secondary education is poor

Brazilian average' in primary school

340
PR R P S R I R S R
expected averages: 201 to 325
300 Primary education
280 performs at the
260 lower edge of the
CE—
1o Jes — == 3VEr3ge expected range
239 —— 246
220
0
1994 1996 1998 2000 2002 2004 2006 2008 2010

Brazilian average in secondary school

500 © © 0 0 000 0000000000000 0000000000000000000000 00
expected averages: 326 to 500
400
Secondary school
students perform
below expectations
300 286 27
L average
oL

1994 1996 1998 2000 2002 2004 2006 2008 2010

Despite its poor performance, Brazil
showed the 3" best improvement
among the 65 participating countries

Brazil performed poorly in the international PISA exam
Average PISA score? - 2009

OCED average: 497
-527
497
468
o L < = << < << > =] << << ] o = <
= 3 i << a = = = § E “wv A = o ~ =
=) [=] ez a < = =< << o = ) = = <t =
= o S < = =~ = =~ > S = ™~ =
< = = = < = = e &= =)

o S S > e = o = i
= = o
= = - 3 [T = =
= A = a <

(=] )

s =

=

=

1. Average scores in Math and Portuguese. SAEB (System to Asses Primary education) up to 2005, and the Prova Brasil applied to children enrolled in public school between 2005 and 2009.
Data refers to the last year in each teaching cycle 2. Program for International Student Assessment - OECD applied to 65 countries in 2009 - OECD + guests.
Source: A Ignorancia custa um mundo (Ignorance costs a world) by Gustavo loschpe; Brazilian Ministry of Education; OECD; IMD; BCG analysis
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Another area where Brazil leaves to be desired is the alignment between what its colleges
and universities teach and what the market needs or wants. Brazil is the fifth worst of 58
countries in this regard, based on an IMD survey of executives®. An illustration of the ex-
tent of this misalignment is the Brazilian Bar Exam (OAB) approval rate: Fewer than 25% of
the people who graduated from law school pass the exam in Rio de Janeiro and Sao Paulo,
compared to 76% in Paris and 46% in New York, both with similar bar exams.

A third gap in the formation of Brazilian talents is their international experience. The
alignment of the country’s foreign language education and its international flow of
students are below international averages (see Exhibit 22).

Initiatives underway show the possible pathways for improving primary education
in the country, and these should be extended to education as a whole. Government
initiatives such as compulsory secondary education as of 2016 (see Box (), FUNDEB,
which ensures minimum funds for basic education, and “Prova Brasil”, created to eval-
uate the quality of public education nationwide may, if properly designed, managed
and sized, significantly improve the situation of education in Brazil.

At the same time, numerous other entities also contribute to improving the quality of edu-
cation in the country, such as “Movimento Todos Pela Educacao” (Everybody for Education
Movement), the Ayrton Senna and Unibanco Institutes, the Bradesco Foundation and the
“Amigos da Escola” (Friends of School) Project, as well as numerous other NGOs (non-gov-
ernmental organizations) and institutes. The fact that Brazil has entered the demographic
dividend phase means the school age population is no longer growing, thus reducing the
pressure for investments in new schools or more education, and enabling a greater focus
on better education. Brazil has a window of opportunity and the tools to improve the basic
training it offers its citizens. It must now diligently pursue the proper strateqy.

There are also a number of public and private initiatives underway to improve the quality
of university level education and professional and vocational training. In Sao Paulo, over
199 thousand students are enrolled in Centro Paula Souza, an institution that manages
technical schools run by the state government and considered a reference for education
that is aligned with the needs of the market. The federal government has also taken
steps to increase the number of openings in public technical schools and universities,
opening new schools and also using a scholarship system that allows students to go
to private schools. These programs are known as PRONATEC (technical education) and
PROUNI (university education) (see Box (). In the private sector, companies such as Totvs,
a Brazilian company, and Infosys, based in India, have moved closer to academia, con-
tributing with lectures and structure for higher education. These companies see in this
collaboration a chance to train students with the knowledge and skills their businesses
need. Initiatives such as these should be expanded as they accelerate the creation of a
pool of qualified people which the Brazilian business hub needs.

Brazil also lags behind in terms of the international dimension of the education it offers.
In foreign language education, the government of Rio de Janeiro increased the number
of years English and Spanish are required, anticipating the international sports events of
2014 and 2016. Also with these events in mind the Union of Independent Professionals
in Sao Paulo has started to teach English to its members (e.q.: taxi drivers).

In terms of making education in Brazil more international, several of the country’s col-
leges and universities, both public and private, are seeking international partnerships
for student exchange. Erasmus, the European international student association is an
example of an initiative that could create increased international integration of Brazil-
ian students, especially within Latin America. Still on this topic, AIESE is an international
organization present in Brazil, which provides students and recent graduates with the

¢ Source: International
Institute for Management

Development (IMD) Executive

Opinion Survey
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EXHIBIT 22

The international dimension of talent education in Brazil is limited and does not meet market needs

Language education in Brazil is not
well aligned with what job market needs

Alignment between foreign language teaching and
market needs - score of 0 (lowest) to 10 (highest)
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Education in Brazil has a very
limited international component

International student flows -
inbound and outbound per thousand inhabitants
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opportunity to work abroad as a form of complementing their education. These and
other initiatives point the way, yet further effort along these lines is required to con-
solidate and promote excellence in Brazil's talents.

BOX C

Government contributions to improve secondary, technical and higher education

Brazil is in a unique moment to enhance its secondary, technical and higher education levels.

« Primary education is almost universal and will enable focusing attention on the higher levels;

* More educated parents have contributed to increased awareness of the importance of higher
education, even among the lower income segments of the population. As a result, almost 70% of
(lass C have more years of schooling than their parents;

« Secondary school education will be mandatory as of 2016, which will kick off discussions and
actions to ensure there are openings for all of Brazil’s young people;

« Businesses and the government are increasingly aware of the impact that a shortage of
qualified talents has on the economy and are starting to take action, both alone and in concert, to
increase the qualification of the economically active population in Brazil.

In response to the opportunity that presents itself, a number of important steps have been taken
in the public sphere, and contributed to progress in this area:

« The government is talking about expanding secondary school education as it becomes com-
pulsory in 2016, using a model that would combine it with technical education. To this end it must
expand its network of technical schools and count on the entities of the so-called “Sistema S,
focusing on the segments that maintain it;

* PRONATEC (National Program to Foster Access to Technical School) was announced by the
federal government early in 2011, and will give underprivileged technical students scholarships
and stipends to attend private schools;

« PROUNI (University Education for All), was created by the Federal government in 2004, and
provides full and partial scholarships for students in households with income of less than three ti-
mes the minimum wage so that they may attend private university. The program was responsible
for more than 164 thousand scholarships in the first half of 2010.

The progress achieved by these public initiatives shows the path to be followed to improve and
increase secondary, technical and higher education in Brazil, but it is not enough. The path to
follow must be expanded and intensified.

"Private organizations created by different sectors in the economy (industry, trade, services, etc.) to train their workers, among other activities. They are: SENAI, SENAC, SESC,
SENAR, SENAT, SEST, SEBRAE and SESCOOP

Talent mobility

Talent mobility includes both foreign professionals coming to Brazil and Brazilian tal-
ents sent abroad for work or other activities. Such movements should become more
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frequent as globalization progresses and the shortage of talent in the world’s larger
nations becomes more evident. Both movements, also known as brain gain and brain
drain respectively, have advantages and disadvantages for a country but, if well man-
aged, can lead to a quite positive overall balance.

The theme of international professionals coming to Brazil to work normally brings with
it the preconceived and negative notion that these people are taking away jobs that
rightfully belong to Brazilians. However, this type of immigration can be used to bring
people with qualifications that may not exist in Brazil in the short term or, in other
words, to cover temporary gaps in supply. The arrival of foreigners also has advantages
in terms of increasing the amount of technical knowledge on new topics and issues of
internationalization, and also contributes to improving Brazil’s image abroad.

The departure of talents from Brazil in search of job opportunities abroad means fewer
qualified people to fill positions in Brazil. While oftentimes unavoidable, this is some-
thing that can be managed and its impact mitigated by creating a domestic economy
that will attract the country’s talents and capture its benefits. Brazilian expatriates may
also return to Brazil and bring with them knowledge and resources that will contribute
to the country’s development and enhance the image of Brazil abroad.

Brazil is not well positioned when it comes to attracting international talents or managing
Brazilian talents abroad. Brazilian laws and the very image of the country do not favor
the entry of foreign workers; its visa legislation is complex and the process to obtain
documents is lengthy and costly, forcing companies in Brazil to keep positions open for a
long time when there are no local resources qualified to fulfill them and they are unable
to bring workers from abroad. Attracting international talent is therefore not something
the Brazilian government uses effectively as a tool to develop the national talent pool.

In spite of its poor position on the talent attraction scale, Brazil is making progress and is
starting to position itself as a potential destination for research and development profes-
sionals, for instance. The advantages of research funding and Brazil's leadership position
in specific areas such as tropical medicine, bioenergy and plant biology have attracted
international researchers. Along these same lines, large corporations such as General
Electric, IBM and L'Oreal are building research and development centers in Brazil.

Brazil also does not perform well when it comes to managing its expatriates, of which
there are more than three million. For example, there is no organized network to keep
in touch with them and make sure they retain a link with their country of origin, which
would increase the likelihood that they might return or invest in Brazil.

Countries such as Australia, Canada and the UK are successful examples of strategically at-
tracting talent to build a national talent pool. Australia, for example, has programs to attract
talents that include easier visas for all sorts of professionals for which there is a shortage.
The list of required workers is continuously updated and available to the public. Canada and
the United Kingdom have a points system for work visas, which balances the expertise of
immigrants with what the country needs. In the case of Brazil, this would require mapping
the short term gaps, proactively attracting the professionals it needs, and making the im-
migration process faster and simpler to enable bringing in professionals to close the gap.

To manage its brain drain Brazil could follow the example of India and Chile. Both of
these countries have official networks that stay in touch with their expatriates and have
reaped the benefits of returning expatriates and the investments they make.

THE COUNTRY’S
DEMOGRAPHIC
ADVANTAGES
CANNOT MAKE
UP FOR THE NEED
TO IMPROVE
EDUCATION
AND TRAINING,
AND TALENT
MOBILITY,
TRANSFORMING
TODAY'S
POTENTIAL

INTO TRUE
GAINS FOR

THE NATION
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Historically, Brazil has always strived to protect its workforce, and does not perform well
when it comes to managing people mobility, a key element for creating a strong talent
pool. Itis therefore necessary to kick off a national effort to secure progress in this direction.

Indicators
The dimensions selected to assess the talent and human capital pillar are:

« Demographic contingent: This is an estimate of the economically active population
(EAP) compared to expected demand for labor in each country. This indicator will reveal
if there are enough people (human raw material) to build a talent pool - the larger the
surplus increase in the EAP compared to the expected demand for professionals, the better
it will be for a hub;

« Quantity of basic education: This measures the initial level of qualification of a
country’s talent pool or, in other words, if everyone gets a primary education;

« Quality of the basic education: Education has no value if it is not a quality educa-
tion. Therefore this indicator tries to measure the quality of the basic education offered;

« Quantity of higher education: This measures the next level in the qualification of
the country’s talent pool in the form of the enrollment rate in colleges and universities;

+ Alignment between higher education and the market: This measures the extent
to which the content of higher education, both technical and university, is aligned with
what the market demands of professionals. The greater the degree of alignment, the
more attractive the country;

« Internationalization of the country’s education (foreign languages and experi-
ence): This indicator measures two components that go into making an education
international - exchange between nations, and the alignment between the teaching
of foreign languages and the needs of the market. A more international education and
training will result in a talent pool that is better prepared and qualified to serve the
needs of an international hub;

« Availability of qualified managers and engineers: This indicator measures if there
are enough qualified managers and engineers, two types of professionals that busi-
nesses thinking of establishing themselves in the country will require;

« Intensity of Research and Development: This measures how much research and
development is done in the country, and is also linked to creating intellectual capital,
which in itself helps make a hub attractive. This is measured by the number of people
working in research and development as a percentage of the total population;

- Country attractiveness to international talent: This indicator reveals the percep-
tion of executives in each country and is based on the results of a survey of how at-
tractive the country is to international professionals;

« Talent immigration complexity: This measures how easy or difficult it is for foreign
professionals to enter the country, bringing international knowledge and experience to
the country, and also filling temporary gaps in specific qualifications within the domestic
talent pool;
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« Diaspora management: This shows if there are measures in place to manage the
country’s citizens dispersed throughout the world. For a hub, managing the diaspora
is key, as expatriates are potential talents who could return to the country or promote
their country of origin in the markets in which they are working.

The following exhibit shows how Brazil compares to other countries along the indica-
tors of the talent and human capital pillar:

critical needs improvement excellent
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These indicators show Brazil in a relatively positive situation in terms of the availability
of people for its talent pool and a satisfactory rate of enrollment in primary education.
At the same time, it points out the numerous challenges the nation faces along all
other dimensions, where Brazil is mostly rated critical or needs development.

Conclusion

The Brazilian talent pool, which is key for creating a business hub in Brazil, has a
demographic advantage over other large nations. However, there are opportunities
in improving the education and training of this pool and the mobility of its talents to
transform what is today a potential into a true competitive advantage for the nation
going forward.

The initiatives required are not unfamiliar; most of them already exist in Brazil and
need only be improved and expanded to have the desired effect. Another component,
especially regarding talent mobility, may be organized based on international exam-
ples. In addition, an initiative currently lacking could help improve the performance of
the Brazilian talent pool: following the example of the United Kingdom and Australia,
Brazil could create a body to coordinate the activities and track the development of
the local talent pool. In the United Kingdom, the Sector Skills Councils are public-private
organizations that map current and future domestic talent gaps, and take measures
to close them, such as training talents in the areas desired or attracting international
talents to fill the gap.

It is entirely possible for Brazil to transform its talent pool into a magnet for a business
hub. Reaching this objective requires strategic planning and implementation of activi-
ties across all sectors of the economy, involving both public and private enterprise.

TALENT MOBILITY MIGHT BE BASED

ON INTERNATIONAL EXAMPLES. AN ENTITY
TO COORDINATE THE ACTIVITIES OF BRAZILIAN
TALENTS AND MONITOR THEIR

DEVELOPMENT COULD BE CREATED
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04

PHYSICAL INFRASTRUCTURE

A well developed physical infrastructure is essential for creating a hub. In the specific
case of Brazil, because of its current stage of development it is critical that it invests
in infrastructure. Economists believe that every additional two percentage points in
infrastructure investments will add one percentage point to the growth of a country’s
GDP (see Exhibit 23).
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THIS PILLAR INCLUDES URBAN MOBILITY, QUALITY
OF AIR TRANSPORT, THE QUALITY AND COST OF
TELECOMMUNICATIONS, POWER AVAILABILITY
AND THE AVAILABILITY OF BASIC SERVICES

TO THE URBAN POPULATION

The importance of a suitable physical infrastructure is based on two main factors. First,
its existence enables investment and business by providing the means for people,
goods and information to move within the hub, as well as inward and outward flows
between the hub and other locations, offering operational security and predictability,
and saving time and resources. Second, physical infrastructure is an investment and
business in and of itself, requiring domestic and international sources of funds, creating
jobs and a demand for services, and delivering results - financial, technological and in
the form of employment.

Following a wave of major infrastructure investments in the 1970s, Brazil slowly shift-
ed its focus away from its infrastructure and today invests only enough to ensure it
EXHIBIT 23 is able to maintain the existing structure (see Exhibit 24). The limited investments of

Investments in physical infrastructure increase the growth potential of Brazil's economy

Infrastructure has a measurable impact on Brazil’s economic growth EXHIBIT 24
Projected growth scenarios for Brazil’s economy between 2011 and 2020 Brazil has made only limited investments in its infrastructure over the past decades
vary based on how much is invested in the country’s infrastructure
GROWTH OF THE BRAZILIAN ECONOMY BETWEEN 2011 AND 2020, % per year Infrastructure investments in Brazil have ...and current levels are only enough
7 not kept up with economic growth... to maintain the existing infrastructure
6 ® Infrastructure investments in Brazil Infrastructure investments in Brazil
¢ Optimistic scenario % of GDP % of GDP
: used in the study’ _
[ R Bl -@ . BNDES estimates of the
% Base case scenario E investment between 2010
i din the study’ : and 2013 continue with the
4 fpeesessececs beosssecses } use e study : current, maintenance level
¢ Scenario at the current ¢ :
¢ level of investment 3 :
3 : : :
2 ! : Amount invested
! ! ! in 2009 USS billion?
1 ! b 1970s  1980s 1990s 20005 _ Minimum 2010-2013 Growth level'
: : : maintenance level
2 2 3 aMm 296 216 171 132
0 1 2 3 4 5 6 7 1. World Bank estimate of what is required for Brazil to reach the level of South Korea, an infrastructure benchmark 2. Estimated based on the GDP for each decade and the percent
1. Scenarios based on forecasts made by the Morgan Stanley Bank TOTAL INVESTED IN INFRASTRUCTURE - investment disclosed by the Morgan Stanley Bank

Source: Morgan Stanley’s Paving the Way; press search % of Brazilian GDP Source: Morgan Stanley’s Paving the Way; EIU; USDA; BCG analysis
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recent years are the reason behind Brazil's current structural gap, which is so often the
subject of articles published in the local and international media. It also affects Brazil’s
international ratings, such as The Economist Intelligence Unit's league table where
Brazil is the 28" out of 59 countries (see Exhibit 25).

Limitations on the sources of funds available are one factor holding back public invest-
ments in infrastructure. For this reason funding options and mechanisms to share risk
should be considered, such as Public-Private Partnerships (PPPs) (see Box D). Neverthe-
less, before it can take full advantage of this funding tool, the country must improve
the requlatory framework that governs this type of investment.

In spite of the fact that investments remain low and of the existing gaps in its infra-
structure, Brazil has shown it is aware of its shortcoming and is starting to make posi-
tive strides, such as the two federal investment plans known as the PACs (Accelerated
Growth Programs). Between 2007 and 2010, the first PAC invested more than RS 440
billion in infrastructure (82% of the investment planned the period)>’, most of it in trans-
portation, power, sanitation, housing and water resources. PAC 2 was announced in 2010
and will invest RS 959 billion in infrastructure through 2014, this time focusing on urban
development, housing, power, transportation and basic services, among others.

EXHIBIT 25

“7 Source: 11% PAC progress report,

December 2010

Brazil's physical infrastructure ranks 28" out of 59 countries
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BOX D

Public-Private Partnerships (PPPs) as enablers of infrastructure investment in Brazil

Public-Private Partnerships, or PPPs, arose after the 1970s oil crisis when state owned companies
lacked the financial ability to invest in major projects. This was particularly true for countries in which
the government owned all or significant portions of major corporations, often the case in Europe
and Latin America.

PPPs were gradually adopted by more and more countries: between 1985 and 2010 PPPs around
the world funded 1,867 projects totaling USS 712 billion; USS 91 billion of which, or 274 projects,
were in Latin America. In a PPP a temporary concession agreement assigns to the private entity the
risk associated with designing, planning, building and operating an enterprise that is in the public
interest. The State shares the risk inherent to the initiative and may guarantee a previously agreed
rate of return on the investment. The assets built as a result of the PPP become the property of the
State once the concession term has expired.

Together with concessions, where the government body needs not provide funds to execute or
enable engineering works, PPPs are a viable option for Brazil, with increasing need for investments
and a clear shortage of infrastructure.

There are numerous examples of successful PPPs around the world, such as the roads in Portugal, the
intermunicipal roads in Chile and investments in water and sanitation in France. Also in Brazil there
have been successful examples of this type of agreement:

« The state of Sao Paulo road concession program created in the late 1990s resulted in this state
having nine of the country’s ten best roadways;

* Brazil's telecom and rail activities are almost all controlled by private enterprise through con-
cession agreements;

« Privately operated terminals in the country’s largest ports already handle more than 50% of the cargo;

« In the power industry, concessions provide more than half of the distribution and 20% of the
generation;

« In Minas Gerais, in addition to a highway program, the state is building the first prison to be
managed by private enterprise, housing some 3,000 inmates.

This is a time of great opportunity for the country to expand the number and scope of its PPPs and
concessions. On the one hand, excess international liquidity and low interest rates in developed
nations mean there is a large amount of capital looking for investment. On the other hand, countries
like Brazil with structured internal demand and good conditions for growth are good destinations
for this capital. A BCG study shows that about half of all the infrastructure works scheduled for the
coming years will be mixed private-government initiatives and that this type of agreement could be
rolled out to other economic sectors where they are hardly used, such as healthcare and education.

Source: 2010 International Survey of Public-Private Partnerships - Public Works Financing; BNDES; press search; BCG analysis
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Within the scope of building an investment and business hub in Brazil, the infrastruc- EXHIBIT 27
ture requirements can be split into four main themes: urban mobility, logistics connec-
tivity, telecommunications and basic services. These are discussed below in decreasing
order of importance to a business hub, and increasing order in terms of Brazil's current
stage of development, based on the matrix in Exhibit 26.

Rio de Janeiro and Sao Paulo have significant gaps in urban mobility

Sao Paulo and Rio have major traffic problems...
Traffic index (0 = minimum, 100 = maximum)

EXHIBIT 26 97 S3o Paulo has the 6" worst traffic in the world,
and Rio de Janeiro is only marginally better
-In 2008 Rio had an average of 95 kilometers of traffic

congestion, while Sao Paulo had 114 kilometers!
Analyses focused on the more important categories and those with the slowest development
Importance for a CRITICAL
business hub
2. LOGISTICS 1. URBAN
HIGH CONNECTIVITY MOBILITY

3. TELECOM
VERY
IMPORTANT

4. BASIC SERVICES

Elements of physical infrastructure will be addressed based on their importance to the hub and their level of development

(POWER, WATER AND SANITATION)

BEIJING
MEXICO CITY
JOHANNESBURGO
HOUSTON
NEW DELHI
SAO PAULO
MILAN
BUENOS AIRES
MADRID
LONDON
PARIS
TORONTO
AMSTERDAM
LOS ANGELES
BERLIM

MONTREAL H

NEW YORK H

AVAILABILITY OF SUBWAY SYSTEMS ... and limited availability of alternatives such as the subway

Low km of subway line/million
ACCEPTABLE DEFICIENT inhabitants LONDON
. (]
Level of development in Brazil (focus on SP and Rio) Source: BLG analysis 50 NEW|YORK
[ ] .
1. Calculated as the average traffic during the morning
and evening rush hours
40 Source: IBM Traffic Congestion Index, Observatdrio
e Nossa Sdo Paulo, Master plan of Urban Transportation
Urban mOblllty SEOUL in Rio de Janeiro Metropolitan Area, Instituto Brasileiro
. ) ) » ) ) o ) 30 SH.AN_GAI MOSCOW Y de Geografia e Estatistica (IBGE); Shanghai Municipal
Sao Paulo and Rio de Janeiro, Brazil's two main business centers, have significant gaps in HONG KONG ° Bureau of Statstcs; United Kingdom Office of National
urban mobility. Every day the population in these cities faces serious road congestion. Sao o BEIING §‘:;'j";;etf;;;ﬁ;3“35‘53;;‘4;;??:;3‘;” Mo
Paulo is considered to have the world's 6" worst traffic, and Rio de Janeiro is only marginally 20 MEXICO  © Government; USA Census Bureau; instituto Nacional de
better as measured by average kilometers of congestion during peak hours (see Exhibit 27). b TOKYO gz’g';;‘;ﬂi;'s“”; overnment of e State o exico
[
The problem of urban mobility is worsened by'theNShortage of alternatives to using 10 RIO DE JANEIRO
the city streets; the per capita subway network in Sao Paulo and Rio de Janeiro is less @570 PAULO
than a half of the size of the network in cities with similar population densities such as ®
Beijing and Mexico City (see Exhibit 27). thersund ehsbitants pe ki
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BRAZIL HAS MAJOR BOTTLENECKS. URBAN MOBILITY
IN THE BUSINESS CENTERS, LOGISTICS AND TELECOM
CONNECTIVITY MUST RECEIVE SPECIAL ATTENTION IN

ORDER TO ENSURE THE DESIRED LEVEL OF GROWTH

To help mitigate this situation, both cities have plans to improve the supply of public thor-
oughfares and mass transit. These plans are driven in part by the fact that Brazil has been
selected to host the 2014 FIFA World Cup and the 2016 Olympic Games. Although the
plans in the books are important, it is unlikely they will prove sufficient, especially when
one looks at similar cities such as Beijing, which has plans to create a subway system
some six times the size of the projected subway in Sao Paulo in 2015 (see Exhibit 28).

EXHIBIT 28

Expansion plans of Sao Paulo’s subway network will not reduce the gap compared to other major cities

Sao Paulo and its expansion plan lags behind the Beijing subway

SAQ PAULO: 11 M inhab. - 1500 km? The Beijing and BEIJING: 10 M inhab. - 1300 km?
S3o Paulo subways
2010 compared
69 km of subway lines  ~6 km / Million inhabitants 228 km of subway lines  ~22 km / Million inhabitants
p -

[ X3,5

e

2015

91 km of subway lines  ~8 km /Million inhabitants 561 km of subway lines  ~56 km / Million inhabitants

- X 6,0

Note: Maps of the subway lines are illustrative and do not reflect the scale of networks in each city

% Rio de Janeiro International
Airport/Galedo - Anténio Carlos
Jobim (GIG), Santos Durnont
Airport/Rio de Janeiro (SDU),
Sao Paulo International
Airport/Guarulhos -
Governador André Franco
Montoro (GRU), Congonhas
Airport/Sao Paulo (CGH),
Viracopos International Airport/
Campinas (VCP)

% Source: Skytrax

0 Source: Confederacao
Nacional do Transporte
(National Confederation of
Transport)
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Logistics connectivity

Logistics connectivity for a Brazilian investment and business hub, for simplicity repre-
sented here as the Rio-S3o Paulo axis only, includes connections between the cities and
towns that form the hub and between them and the rest of the world. Analyses of logis-
tics connectivity will focus on the four main means of transport: air, road, ports and rail:

- There is intense air traffic between S30 Paulo and Rio de Janeiro, and five main airports*
serve the two metropolitan centers. Some 130 flights a day connect the two cities in a 45
minute flight. This is far more than the 70 daily flights between New York and Washing-
ton, for instance. In terms of international travel, an average of 1,100 international flights
3 week connect these two cities to the rest of the world, a number similar to cities such
as Chicago, Beijing and Mexico City. However, the airports serving Rio and Sao Paulo are
operating above capacity and the construction projects planned through 2014 may not
be enough to meet the expected increase in demand, with the possible exception of the
International Airport in Rio de Janeiro (see Exhibit 29). In addition, although Brazil is the
world’s 7" largest economy, none of its airports are among the world’s 100 best®.

- An ample road system, for the most part in good shape, connects Sao Paulo and Rio
de Janeiro to the rest of the country. Although the roads in this region share a number
of maintenance problems with roads elsewhere in the country, Sao Paulo and Rio de
Janeiro are ranked 1°tand 4™ in Brazil respectively in terms of the quality of their roads.
A CNT® Road survey considered all of the roadways connecting these two states to the
rest of Brazil to be good or excellent.

EXHIBIT 29

The airports in Sao Paulo and Rio de Janeiro are already overloaded and planned expansions may not be enough

The main airports already operate above capacity...

Percent capacity utilization in number of passenger per year, %

... and the planned improvements may not be sufficient

Passenger capacity by 2014 - million

e s ENEGEGE ]
(sP) : (sP)

(sP) 114%

o NN

1139
®) ° a2 fE
GALEAO Three of the four main airports S. DUMONT H 3
(R)) in Sao Paulo and Rio are (R))

already overloaded
The plans do not include any buffer for peak
hours and implementation has yet to start'

Planned additional capacity - 2014 [l 1. 20 to 40% spare capacity is recommended to accommodate demand in peak hours 2. Total demand in Brazil has been calcula-
current capacity [l ted at 191 million passengers per year - demand breakdown by airport based on the current breakdown. This is not a final analysis

Estimated demand by 2014 - /f\/\2

but is merely a scenario simulation
Source: IATA; Infraero; Aviation Administration Federation; interviews; BCG analysis
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- The port network serving Sao Paulo and Rio de Janeiro for ocean transport is made up
of nine ports, including Santos, Brazil’s largest public port. These ports have the same
sort of cost and efficiency bottlenecks of the other ports in Brazil, yet in 2009 handled
48% of all container traffic in Brazil. Planned works include improvements and expan-
sions of the existing ports in the near future, and the construction of additional facilities
such as the two new ports planned for the state of Rio de Janeiro.

- The Brazilian rail network is rather limited in size and scope; it is seven times less
dense than the rail network in the USA. Current expansion plans focus only on the
states of Rio de Janeiro and S3o Paulo, yet will not be enough for these two states to
be considered as having good rail connectivity. A high speed train between Sao Paulo
and Rio de Janeiro is being discussed and, if approved, will add an important layer of
connectivity to the hub, but will not solve the problem of connecting these cities to
the rest of the country.

In short, Brazil's logistics connectivity has significant bottlenecks, especially for a busi-
ness hub located along the Rio - S3o Paulo axis. Although there are projects to solve
some of the current issues, success requires a long term strategic plan for the country’s
logistics infrastructure. In addition, it is important to monitor ongoing projects to make
sure they are completed on time and delivered on spec.

Telecommunications

Mobile and fixed telephony services are available in one hundred percent of the states
of S&o Paulo and Rio de Janeiro, with some small gaps in broadband internet cover-
age in the more remote regions. The real telecommunication gap in the two states is
mobile data coverage, especially technologies such as 3G connectivity, currently con-
centrated in the major urban centers, as well as the quality of mobile services provided
and the prices charged, which are among the highest in the world (see Exhibit 30).

Brazilian operators have plans to extend coverage using new technologies. Given the
existence of these plans, it is important that they be monitored by the requlators to
make sure that expansion does not take place at the expense of the quality and speed
of existing services, for example. At the same time, increased competition and requla-
tory oversight should reduce the costs passed along to consumers.

Basic services

Between 2000 and 2002 Brazil experienced power rationing and rolling blackouts
because of poor planning of its energy needs. These shortages were caused in part
by the lack of investments and in part by a longer than usual dry season, leading to
insufficient power generation. This negative experience drove the country to increase
its focus on planning for its energy needs, through auctions and new power plants built
to generate power from hydro and thermal sources.

ATTRACTIVENESS OF BRAZIL AS AN INTERNATIONAL INVESTMENT AND BUSINESS HUB

EXHIBIT 30

Brazil has a good telecom base and clear opportunities for improvement

Brazil’s 3G coverage still needs to be expanded
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Actual connection speeds are lower than what the operator sells
Data transmission speeds - Kbps

1,024
Bandwidth sold by the operators
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B oownload
B upload

Source: Brazilian Telecom Atlas; ITU; Info Magazine; BCG analysis

Brazilian mobile telephony costs
are higher than the world average

Cost of a 3 minute local call
during peak hours - USS, 2008
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Access to basic services such as clean water and sanitation is satisfactory in the coun-
try’s urban centers, and in terms of quantitative coverage Brazil is similar to developed
nations, as revealed by the World Bank (see Exhibit 31).

EXHIBIT 31

Access to clean water and sanitation in Brazil is close to benchmark levels

Access to clean water
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Indicators
The following indicators were selected to assess the physical infrastructure pillar:

« Urban mobility: This measures the availability of transportation options in the major
urban centers of a country as a combination of subway availability and traffic criticality;

+ Quality of the air transport: This indicator measures the quality of the air transport
in the country based on the opinions of executives;

« Quality and cost of telecommunications: Telecommunication services are key for
any business hub, especially one focusing on the service industry. This indicator mea-
sures the evolutionary status of a country’s telecommunications as a combination of
its cost and quality;

« Power availability: The current and future availability of power based on the opinion
of executives in each country;

« Basic services available to the urban population: The availability of basic services
is partially responsible for defining quality of life, and is also an indicator of the level
of development of a country and its consumer market.

The following exhibit shows how Brazil compares to other countries along the dimen-
sions of the infrastructure pillar:

critical needs improvement good excellent
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2 QUALITY OF THE
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KEEPING CLOSE TABS ON PUBLIC
AND PRIVATE INITIATIVES TO
IMPROVE THE COUNTRY’S PHYSICAL
INFRASTRUCTURE MAY HELP ENSURE
TIMELY COMPLETION AND THE
EXPECTED QUALITY

Brazil has a physical infrastructure that is rated favorably in terms of the basic services
it offers its urban citizens, yet leaves much to be desired along all other dimensions.
The limitations of its transportation infrastructure are reflected in the country’s poor
scores in urban mobility and the quality of its air transport. In addition, Brazil's telecom
services are poorly rated and power availability needs to be further enhanced.

Conclusion

Because of insufficient investments in past decades, Brazil now has major gaps and
bottlenecks in its physical infrastructure along all dimensions important to a business
hub. Urban mobility, in particular in the major business centers, logistics connectivity
and telecom all deserve special attention to make sure that the anticipated economic
growth is actually achieved, and especially to make sure the country is attractive as a
regional hub.

Fortunately, both public and private enterprise have plans underway that will improve
each of these elements; public-private partnerships and public service concessions
to private enterprise are examples of successful investment mechanisms. Keeping
close tabs on these initiatives may ensure timely completion and the expected qual-
ity. In some specific cases, such as urban mobility and airports, it is also important to
make sure that the improvement plans are sized appropriately and aligned with the
expected demand over the long term.
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05

FINANCIAL INFRASTRUCTURE

A strong financial infrastructure is essential for making a country attractive and to
enable creating an international investment and business hub. All segments of the
financial industry - commercial and investment banks, capital markets, insurance and
asset management - offer direct and indirect benefits that contribute to making an
international hub and its region more attractive.

The basic objectives of a financial system, which are to fund the economy as a whole
and to efficiently allocate risk to the various players in the market, are intrinsically
linked to the attractiveness of a country. A strong financial infrastructure directly bene-
fits a hub, either in the form of a banking system that offers credit, capital markets that
can be used to issue stocks and thus raise funds, the existence of a derivatives market
to manage risk, and even an insurance industry to mitigate operating risks, all essential
for the development of Brazil's economy and the region. But more than this, with a
broad and efficient offer of such services, the financial industry helps attract businesses
and investors to Brazil, acting as a catalyst for creating an international business hub.

There are also numerous indirect advantages of a robust financial infrastructure. One of
them is its ability to create jobs, drive growth and increase tax revenue. In addition, the
level of sophistication and specialization that the financial industry requires fosters the
development of high level professionals and a proliferation of related, highly special-
ized professional services such as auditing, legal counsel, information technology and
management consulting.

4

“[The concept that] the financial market contributes to
economic growth is simply too obvious to be seriously
discussed”

Dr. Merton Miller, Nobel Prize in economics
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In the financial infrastructure pillar, Brazil starts out ahead. Requlation of the country’s
financial system is recognized worldwide, ranking Brazil ahead of traditional hubs such
as the USA and the United Kingdom in competitiveness league tables published by inter-
national organizations such as the World Economic Forum (WEF) and the IMD. Regulation
and oversight of specific segments such as derivatives, where there is a centralized trad-
ing and registration system, are considered a reference by other nations (see Box E). In
addition to being strong and resilient, the Brazilian financial system is also profitable, and
in this regard also stands out compared to other nations (see Exhibit 32).

BOX E

Brazil as a reference of a solidly organized and requlated financial system

It is often mentioned that Brazil was one of the last countries to be affected by the global eco-
nomic crisis, and one of the first to come out of it. This is very much related to the country’s solid
macroeconomics, but it is also due to the robust organization and requlation of its financial industry.

Brazil's financial industry has always been subject to rules designed to balance security and flex-
ibility, having found a point of equilibrium with few parallels around the world, which is one reason
it is considered a reference by other nations. Examples of the reference requlation in Brazil include:

- Financial transactions are registered in the name of the final beneficiary and not the interme-
diary, which ensures the security of the former should the latter becomes insolvent;

- Investment funds are required to disclose their positions to the requlator within at most three
months. This means that fraudulent schemes such as the Madoff Ponzi scheme are simply not
possible in Brazil;

« Internalization of orders is not allowed, which makes the central market more liquid and
provides for a more accurate reflection of the actual market price of assets;

« All derivative transactions in Brazil are recorded in a central database known as CED or Deriva-
tive Exposure Central, which is controlled by the CIP (Interbank Payments Chamber). This means
that duly authorized financial agents can have access to a company’s current position before com-
pleting transactions, thus avoiding overexposure. Countries like the USA and UK have been trying
to develop similar systems, but are still in the development or design phase;

« In Brazil, the transfer of funds to settle transactions is protected from the risk of insolvency of
the intermediaries involved, as these payments use Central Bank reserve currency (settlement in
central bank line), and the amounts involved are not included in the bankrupt estate even if they
are still in the hands of the intermediaries;

« All stock exchange transactions in Brazil have a central counterparty, which ensures the se-
curity of the transaction for all those involved;

« The country demands that their banks have a Basel Index of 11%, higher than the 8% re-
quired worldwide. In addition, the Brazilian Central Bank has indicated it will move up implemen-
tation of Basel Ill, which ups the required index to 13%, to late 2011, two years before required
internationally.
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EXHIBIT 32
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Brazil has a strong, profitable financial system that stands out worldwide

Brazilian banks are profitable, with the 2" highest
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This report attempts to provide a more granular analysis of the existing strengths and
opportunities to continue to enhance Brazil's already solid financial infrastructure and
reap the direct and indirect benefits provided by a financial infrastructure, in particular
as they relate to Brazil as an investment and business hub.

ATTRACTIVENESS OF BRAZIL AS AN INTERNATIONAL INVESTMENT AND BUSINESS HUB

EXHIBIT 33

Business funding in Brazil has expanded significantly in recent years

Corporate credit has grown
significantly in Brazil

Stock of corporate credit in Brazil (R$B')

As have debentures,
but at a slower pace

Brazilian stock of debentures (R$B')

The stock exchange has also gone
up rapidly, despite the 2008 crisis

Market cap of the companies
listed on the BOVESPA exchange

Direct benefits of a financial infrastructure (R$B") +16%
The direct benefits of a financial infrastructure have been split into two main groups:
funding the economy and efficient risk allocation. 768 2674
A 2335
Funding the economy 37% +6% —
543 0 1797

When one considers the benefits a financial system can offer a country, funding of 464 / 15 15 7
investments and consumption are often the first ones mentioned. Especially in the 35q 27 - : 13 14 14 1106 1363 1351
case of Brazil, funding is currently a theme very much in discussion, both because of a sl
recent period of strong growth in the stock and credit markets, in particular consumer 38%
credit, as vve!l as the country’s major need for investment to support is expectations of I e e W e e
strong, sustainable economic growth.

2004 2005 2006 2007 2008 2009 2004 2005 2006 2007 2008 2009 2004 2005 2006 2007 2008 2009

Looking at funding for business in particular, which is essential to attract businesses to
the country and region and create an international hub, Brazil has evolved greatly in
[ece,m years (see Exhibit 33)f Sm,ce 2004, both credlt,.much of Wthh, Is BNDES directed 1. Based on December 2009 values, adjusted using the IGPM (Brazilian inflation index)
credit, as well as the capitalization of traded companies, have experienced real annual Source: Brazilian Central Bank; EIU

growth in excess of 15%, more than doubling during the period. The main exception is

the Brazilian market for private debt, with a stock of less than RS 20 million and annual

growth of only 5%, a funding mechanism that is little used by businesses in Brazil.

M Free-usage credit [l Directed credit (BNDES)

Such growth is certainly healthy and valuable; however, when one compares the avail- EXHIBIT 34
ability of funds in Brazil with some of the world’s leading economies it is clear that The different types of business funding in Brazil are still below world benchmarks
sources of funds must continue to grow if Brazil is to reach a level compatible with global

world references (see Exhibit 34).

Corporate credit stock / GDP Debentures stock / GDP Listed companies” market caps / GDP

The government is already taking measures to encourage more funding for businesses,

such as the package of initiatives for “financial development and modernization” an- KOREA _ 126% KOREA _ 40%  UNITED KINGDOM

nounced in December 2010. These initiatives were designed specifically to encourage
loans for infrastructure, including the SPEs (Sociedades de Propdsito Especifico - Special USA - 7% USA - 20% USA
Purpose Corporations) often created to invest in this segment, as well as the deben-

129%

106%

tures market, with measures designed to expand and reduce the cost of liquidity. o - 5% FRANCE . 1% CHInA 101%
The need to increase the available funding is even more important if one takes into con- AN - o GERANY . 10% HoRER 107%
sideration the expected upsurge in the demand for credit from programs such as the PACs GERMANY - 330 CHINA . 7% INDIA 90%
(Accelerated Growth Programs) and the exploration of Brazil's pre-salt oil & gas reserves.

Together, these two alone should cause a 70% increase in the demand for credit between UNITED KINGDOM - 32% INDIA I 20% FRANCE 74%
2010 and 2013, compared to 2005 and 2008. Therefore, measures to develop the three

means of funding (credit, debentures, and stock market) must continue to expand and BRAIZIL . 2% UNITED KINGDOM | 1% BRAZIL 74%
improve so as to drive growth and enable investment by all businesses seeking resources CHINA | 19 BRAIZIL ‘ 1% GERMANY - 39%

in Brazil, while bearing in mind the need to keep risks under control at all times.

« Credit: The two main barriers for expanding credit are the relatively short terms, a

o . . . . Note: based on the most recently available data for each country (2009 for debentures and shares, 2008 corporate credit in countries other than Brazil)
basic interest rate that is quite high, and structural factors that result in large market

Source: Brazilian Central Bank; BIS; Central Banks and other institutions in the individual countries; EIU
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spreads (see Exhibit 35). The package of “financial development and moderniza- by the requlator and private enterprise to ensure a simple and efficient process to issue
tion” measures is 3 move in the right direction as it encourages requlated long debentures, with a broader base of both investors and issuers in a more liquid secondary
term funding and stimulates the public offering of bank treasury bonds. Another market. The government has recently announced a number of measures to this effect,
important measure is a system of positive credit ratings to enable proper measure- including lower taxes on the secondary market, as well as a liquidity pools, created using
ment of the default rate, thus contributing to reducing the spread charged of those part of the compulsory deposits (see Box F).

who pay back their loans on time (“good borrowers”). These steps, while impor-

tant, are not sufficient to entirely resolve the issue of credit for businesses in Brazil. * Stocks: The market cap of Brazil's stock market is about 75% of its GDP, almost on
In addition to keeping track of the impact and effectiveness of these measures, a par with some developed nations, such as France. Nevertheless, there remain op-
and making adjustments or fine tuning them as necessary, it is also important to portunities to strengthen the different segments in this market so as to increase its
continue to debate new ways to stimulate long term credit, such as measures to importance and its contribution to creating a Brazilian hub. Trade in small business
reduce the cost of funding as well as loans with longer payment terms. stock, for example, should be expanded. Currently, small Brazilian businesses issue

« Debentures: As shown in Exhibit 34, the debentures market in Brazil is still
incipient. A structured, long term program is required, as well as sustained effort

BOX F

The case for encouraging liquidity in the secondary market for private debt in Brazil

In late December 2010 Brazil adopted Provisional Measure 517, an important step towards incre-

EXHIBIT 35 asing the liquidity of the secondary debt bond market. This provisional measure reduces the requ-
Terms and structural factors related to spreads limit credit latory hurdles for liquidity in the secondary private bond market by taking the following measures:
Breakdown corporate credit by loan term'2 Breakdown of the spread in Brazif « Debenture coupons paid twice yearly will no longer be taxed twice;

« Reduces the tax rate on financial income of foreign investors who invest in private bonds in
Brazil to zero;

« Waives the 30-day IOF (Tax on Financial Transactions) on private debt bond transactions;

« Allows issuers to buy back debentures for an amount larger than their face value in the event
of appreciation;

« Allows concomitant issues of debentures by the same issuer to take advantage of windows
of opportunity;
Taxes and compulsory « Enables the fungibility of different issue bonds of similar characteristics and the same issuer;

« Private debt bonds may be monetarily corrected at the same interval as that stipulated for
interest, even if this period is less than one year;

« Bonds may be issued in an amount higher than the share capital of the issuer.

>2 years
Other

1-2 years Net residual (profit)

Working capital
(~16 months)

Defaulted payments The changes brought about by this provisional measure lift most of the regulatory obstacles to

liquidity. Nevertheless, debentures may still be inhibited by the following:
* Macroeconomic issues: High interest rates continue to make private debt bonds less attractive

<1 year Adm. costs than government debt bonds, as the spread from issuer risk is a much smaller share of the total
’ interest investors receive;
* Market practices: Issuers, intermediaries and investors are not used to using debentures, and
december/2009 2007 underwriting clauses are common, which influence the final price of these instruments.

1. Dec/2009 Includes only credit for free usage - excludes BNDES, leasing, etc. 2. <1 year: Secured Accounts, Vendor, Trade receivables discounting, AAE and other; 1-2 years: External transfers,
import financing, loans for asset purchasing (and working capital); > 2 years: Mortgages 3. As per the Brazilian Central Bank 2007 study; it combines personal and corporate loans
Source: Brazilian Central Bank
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less stock than similar sized businesses in other nations (see Exhibit 36). To this end
BM&FBOVESPA’s “BOVESPA Mais” initiative, which in 2007 created an organized over
the counter market to trade in small business stock, may be followed by an even
broader move to simplify and reduce the burden associated with issuing and trading in
small business securities. Moreover, Brazilian listings of foreign transnational securities
in all industries, such as the Banco Santander IPO in Brazil, the largest in the world in
2009, is another path that should be explored to increase the size and liquidity of the
Brazilian stock market, as well as its ability to attract investors.

Because of the low rate of domestic savings in Brazil, ensuring suitable funding for its
economy will require more than just easier access to funds available inside the country.
It is absolutely critical that Brazil has greater access to international sources of capital,
yet very little of the capital raised by Brazilian banks comes from abroad (see Exhibit 37).

Brazilian businesses already have good access to international capital markets through
stock markets. This access, however, is in the form of securities negotiated abroad
(see Exhibit 37), especially ADRs®’, issued on the NYSE, a channel that does nothing to
increase the liquidity of the Brazilian stock market and in no way benefits companies

whose stock is traded only locally. This reality repeats itself in all of the main Latin ¢ american bepository receipts

EXHIBIT 36

Few small businesses are listed on Brazil's stock exchanges

Distribution of traded companies by range of market cap’

% of companies

The local exchange is attempting to attract
smaller businesses with initiatives such as
the “BOVESPA Mais” program

Market cap ranges (US$)

<500M  500M-5B >5B

1. Data for the first week of November, 2010

B tondon [ 30 Paulo Source: Bloomberg; BCG analysis
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EXHIBIT 37

Brazilian banks raise limited amounts of capital abroad compared to banks in other countries

International funding/local bank assets by country (%, 2009)!

201%

N

r l 121%

SINGAPORE UNITED ~ HONG ~ FRANCE GERMANY UNITED  SOUTH CHILE JAPAN INDIA  MEXICO  BRAZIL
KINGDOM  KONG STATES  KOREA

B Developing nations Il Developed nations

1. Total liabilities abroad/total banking system liabilities (including shareholder’s equity, retail and other funding). 2. Data for Mexico varies depending on the source: 35.9% - EIU calculation
based on assets, other sources also indicate a high percentage, varying between 25 and 35%
Source: Austin Asis; Bank for International Settlements; EIU; BCG analysis

American markets (see Exhibit 38), which suggests that measures to pool liquidity in
Latin American markets, such as the alliance underway between the stock markets in
Peru, Chile and Colombia, could help attract to regional markets some of the liquidity
that local businesses currently leave in New York and other international hubs.

Levers of efficient risk allocation

In addition to funding the economy, another role of a strong financial system is the
efficient allocation of the risk associated with the different sectors of a country’s
economy. There are numerous examples of the types of risk that can be mitigated: an
exporter may mitigate the impact of exchange variations on its revenue, a contractor
can take outinsurance on the construction of an infrastructure project, a producer may
reduce the risk of fluctuations in the price of its commodities, and a shipping com-
pany may insure its fleet and cargo against accident or theft. Therefore, all sorts of
operational risks can be mitigated through the diligent use of derivatives or insurance.




98 f@ ATTRACTIVENESS OF BRAZIL AS AN INTERNATIONAL INVESTMENT AND BUSINESS HUB ATTRACTIVENESS OF BRAZIL AS AN INTERNATIONAL INVESTMENT AND BUSINESS HUB ﬂ} 99

Compared to global levels, commodity and index derivatives in Brazil are a small share

EXHIBIT 38 of the overall volume of securities traded (see Exhibit 39). This means there is an op-
Latin companies “export” liquidity from their markets portunity to expand the derivatives market, especially for commodities, given the size

of Brazil's agricultural output (for example, between 20 and 30% of the world’s soy,

sugar and coffee are produced in Brazil) and the fact that there is really no significant

% of volume of traded shares in the market of origin compared to volume traded in market where producers, especially small farmers, can locally, simply and efficiently
other countries by companies” country of origin (2010)' hedge their risks. Specific measures to strengthen the derivatives market could help
Brazil's companies and producers manage their risks more efficiently, and also lower

ARGENTINA 36% the cost of financing their production.
There are also opportunities in the Brazilian insurance market, as penetration is low
FrRy BE and it has the potential to as much as double before reaching the global standard for
a country with its size of GDP (see Exhibit 40). In particular the reinsurance industry
BRAZIL 64% should see interesting times in the years to come as it undergoes a structural trans-

formation, following the end of the IRB-Brasil Re (Brazilian Reinsurance Institute) mo-
nopoly in 2008. Reinsurance is vital for enabling the type of insurance that the major

MEXICO 0 : . . .
el works the country will undertake in the next years will require.

COLOMBIA 38%

UNITED KINGDOM 33%

EXHIBIT 39

There is room in Brazil for commodity and index derivatives

RUSSIA 20%

Negotiated derivative contracts by type,
CHILE 19% World vs. Brazil (2009)

15.28 0.8B
2%

HONG KONG 17%
CHINA 16%
0.4%

SINGAPORE 14%

FRANCE 9%

INDIA 4%
JAPAN 200
exchange
B commodities
USA [N W interest
B shares
I index

4 ) :
M domestic B international GLOBAL BRAIZIL

Note: BM&F over-the-counter products (e.g. swaps, flex options) account for 0.8% of the total volume and were excluded

1. Volume traded (in US$) in the market of domicile of the ultimate parent company of the traded company from this analysis Source: Futures Industry Association (FIA); BMEFBOVESPA; BCG analysis

versus volume traded in other markets
Source: Bloomberg; BCG analysis
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EXHIBIT 40 EXHIBIT 41

There is ample potential for growth in Brazil's insurance The financial industry plays an impartant role in job creation, economic growth and increased tax revenue

GDP vs. size of insurance market by country

Log Premiums Employment in the financial services Financial services GDP in 2007 Taxes on financial services in 2007
(US$ B 2009) industry in 2007 (% of total) (% of total) (% of total)
10.000 30 30 30
[ ]
1.000 25 25
o
..,‘
b2 o
100 %o
[ J ° [) i 20 20
®e ¢ eVl —— 9% of the jobs, but
..:.'. Y GDP: Uss 1,6 T 340/0 of the pa\/roll
10 2% o PREMIUM: USS 48,8 T' e
0 0%, % © 15 15
[ ) [ ..
ee0/’9
1 W AP
N
()
® o
Log GDP
(US$ B 2009) prAL
10 100 1.000 10.000 100.000
1. Absolute values only in the detail of information about Brazil, chart is log based
Source: SwissRe; BCG analysis
0
USA UK SWITZERLAND SINGAPORE USA UK SWITZERLAND SINGAPORE USA UK SWITZERLAND SINGAPORE
Indirect benefits of a financial infrastructure 1. Calculated based on the total number of formal jobs in Brazil (~37 million in 2007) / Source: USA Bureau of Labor; New York State Department of Labor; Federal Department of Finance

(Switzerland); Ministry of Manpower (Singapore); City of London; press search; BCG analysis

The benefits of a developed financial system go beyond the direct benefits of funding and
efficient risk allocation. The financial industry constitutes an important foundation for the
economy, generating jobs, increased economic activity and more tax revenue (see Exhibit 41).
Indicators

The number of jobs created in the Brazilian financial industry could exceed the current 2%

of the total jobs in Brazil, reaching 5%, the average in more developed nations. In addition, The following dimensions were selected to assess the financial infrastructure pillar:
it is important to remember that typically the financial industry requires, and helps train,
professionals that are highly qualified and specialized, thus helping create a pool of more
developed professionals that other industries may take advantage of as well.

« Effectiveness of the financial regulations: the opinion of executives on the sufficiency
and effectiveness of requlations governing the financial system of each country, which are re-
quired for creating a hub as it ensures a balance between operational security and flexibility.
Expanding these benefits does not depend merely on strengthening those sectors directly

linked to funding and risk allocation. Sectors such as asset management and investment * Use of financial resources: This can be split into three sub-dimensions: Stock ex-
banking, or even retail banking help create jobs and income in the financial industry. change, debentures and corporate credit. Analyzing the combination of all three enables

assessing the degree of maturity with which the different financial resources are used
A stronger financial infrastructure also increases the demand for professionals and services by businesses. However, each country may prefer a different mix and for this reason the
in other industries. In other words, demand for qualified professionals will increase not only analysis of each sub-dimension alone is less relevant.

in the businesses linked directly to the financial system, such as auditing, management con-
sulting, legal counsel and information technology, but in the supporting industries as well,
such as hotels and air transport, as these grow and expand alongside the financial industry.

« Share of regional and international companies in the stock exchange: This indi-
cator measures the international component of the stock exchange in each country. A
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USE OF
FINANCIAL RESOURCES
w

1 EFFECTIVENESS OF ITS

7 STOCK EXCHANGE

8. PROJECTION AS AN IFC

more international exchange is more attractive to foreign businesses and is an indication
that international business is more important for the country.

- Availability of financial services: This indicator measures the availability of financial ser-
vices in each country based on the opinion of executives. The availability of financial services
is important as it provides for funding needs and appropriate allocation of resources and risks.

« Stock Exchange Liquidity: The greater the liquidity of the stock exchange, the more
dynamic the financial market of which it is a part, and the greater the opportunities for
funding and for entering and exiting investments in the stock exchange.

* Projection as an IFCS2: This indicator measures the recognition of a country’s financial
system as an international financial center. A higher score means a country’s financial
infrastructure is better prepared to support an investment and business hub.

The following exhibit shows how Brazil compares to other countries in the financial infra-
structure pillar:

critical needs improvement good

FINANCIAL REGULATIONS

USA
2, STOK IND  CHN Lo
KOR

* EXCHANGE

« DEBENTURES

FRA IND
4, CORPORATE ®

* CREDIT

SHARE OF REGIONAL AND
« INTERNATIONAL COMPANIES
IN THE STOCK EXCHANGE

CHL USA MEX
IN.D o o O

MEX CHN IND JPN
AVAILABILITY L 4 Y

* OF FINANCIAL SERVICES

BRA

¢ Lquipity

MEX CHN
() ()

@ DEVELOPING NATIONS @ MAIN INTERNATIONAL HUBS

“ International Financial Center

excellent

BRA
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Brazil stands out for the effectiveness of its financial requlations and the availability of
financial services. However, other important dimensions, such as the use of financial
resources, the international component and liquidity of its stock and commodities ex-
change and its projection as an international financial center all need improvement.

Conclusion

Financial infrastructure plays a vital role in making a country attractive, as it helps fund
investments and growth, and manages the operating risk of a variety of industries. It
also creates jobs and fosters growth and business in general.

Brazil's financial system provides the country with a solid platform made up of prudent
requlation and financial institutions that are both solid and profitable. Nevertheless,
funding, especially via long term bank credit and private debt bonds, must be rein-
forced if it is to continue supporting growth for the country. In addition, access to, and
openness to international capital should be strengthened, as must the derivatives seg-
ment, especially commodity derivatives, and the insurance industry.

Therefore, the country has opportunities to continue to develop its financial infrastruc-
ture so that it becomes a tool to enhance the attractiveness of an investment and
business hub in Brazil.

WHEN IT COMES TO ITS FINANCIAL SYSTEM, BRAZIL
STARTS OUT IN A STRONG POSITION, WITH PRUDENT
REGULATION AND SOLID FINANCIAL INSTITUTIONS.
ACCESS TO INTERNATIONAL CAPITAL NEEDS TO BE
STRENGTHENED, ALONG WITH THE DERIVATIVES
AND INSURANCE SEGMENTS
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06

CONNECTIVITY

By definition, a hub must be at the center of a network of connections or flows. The more con-
nected a hub, the more attractive the hub will be and the more valuable will be its network to
the agents with which it interacts. Traditionally, a hub has two types of connections: regional
(intra-regional) and global (extra-regional), and both are essential for the development of an
investment and business hub.

The first type of connections makes the entire region more cohesive and more attractive to the
rest of the world. The second type connects the region, through the hub, to other hubs in the in
the world and their respective regions. If a hub is unable to establish productive global connec-
tions the region as a whole may find itself on the fringes of the world’s main economic flows.

A high level of connectivity not only contributes to making a hub attractive, but normally brings
with it other benefits as well, not only for the hub but for the entire region. Typically these
materialize in the form of economies of scale and scope, which reduce the transaction costs for
the parties in a flow, be it intra or extra regionally.

Today Latin America is not well interconnected; there is no established de facto hub, although
some countries stand out. Brazil already plays a leading role in several fronts, making it a natu-
ral candidate for an investment and business hub in the region. This being the case, a requla-
tory framework and infrastructures that simplify the exchange between Brazil and other Latin
American countries, and between Brazil and the rest of the world is an absolutely essential
condition for the country to become a hub.

Since it opened its market in the early 1990s, Brazil has made significant progress in its con-
nectivity with Latin America and the rest of the world. Creation of the Mercosur in particular was
an important step in bringing Brazil closer to its neighbors, despite the barriers that still exist
and the continuous questions surrounding it. Nevertheless, integration between Brazil and Latin
America and the world needs renewed impetus. Merely using broad, less effective agreements
such as UNASUL® for example, is not enough to promote Brazil's regional and global connectiv-
ity. Specific initiatives are required that clearly focus on economics and business, and that lead
to significant improvements in the quality of the connections between Brazil and the world.

All of the league tables showing Brazil's position along the four key dimensions of connectiv-
ity - the trade in goods and services, investment and capital, international business operations

¢ Union of South American
Nations
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and people, show that there is significant room for progress. In all of the league tables
analyzed Brazil is normally in the bottom half, whereas the other global business hubs are
at the top (see Exhibit 42).

Brazil is considered to have only limited openness along the dimensions of connectivity
Goods and services Investments and capital international People
P business operations P
Openness for Restrictions Prevalence Mobility and relative
International Trade on Capital Flows of Foreign Property openness of the job market
(Score of 1 to 10)" (Score of 1to 7) (Score’of 1to 7) (Rank among 30 studied countries)*
1 HKG 1 HKG
2 SGP 2 SGP
3 CHL 3 HKG
6 SGP 7 GBR
10 GBR 9 CHL
15 DEU
16 FRA
18 DEU
20 CHL
22 GBR 22 MEX
26 © USA 36 © DEU
37 © CHN
42 MEX
43 © [RA
46 FRA
47 © UsA
51 JPN
KOR
MEX
69 USA 1. Based on weights assigned to the various
components: tariffs, quotas, customs efficiency,
IND hidden administrative restrictions, and controls
73 BRA BRA on capital and the exchange rate. Source:
75 IND Fraser Institute - Economic Freedom of the
IND World 2. Based on a survey of executives. 1 =
94 KOR very restrictive and 7 = no restrictions. Source:
BRA WEF - Global Competitiveness Report 3.
JPN Based on a survey of executives. 1 = very rare
and 7 = very prevalent. Source: WEF - Global
JPN CHN Competitiveness Report 4. Based on the
composition of 3 number of metrics: number of
KOR o
citizens studying abroad, % of foreign students
RUS 119 RUS in the country, knowledge of foreign languages,
I foreigner recruiting, and openness of the
country’s international trade. Study focuses on
123 CHN RUS the more populous countries, does not include
Chile, Singapore and Hong Kong. Source: Heidri-
ck and Struggles - Mapping Global Talent
M 139 139
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THIS PILLAR ANALYZES BRAZIL'S CONNECTIVITY
ALONG TWO DIMENSIONS: CONNECTIVITY TO LATIN
AMERICA AND TO THE REST OF THE WORLD

Below is a breakdown of Brazil's connectivity to Latin America and the world along these
four dimensions. The objective is to analyze the country’s current situation and understand
where efforts should be expended to raise Brazil's rank and leverage the region as a whole
within the global scenario.

Trade in Goods and Services

A hub must have an environment that enables and encourages the international trade in
goods, essential for the different productive sectors of the economy, opening up markets
and enabling international supply chains. Large hubs such as London, Hong Kong, New York
and Singapore were centers of trade long before they took on leading roles in the invest-
ment and business flows that characterize the globalized economy of recent decades.

In addition to the trade in goods, it is also important that an international hub enable the
international trade in services, especially as the service industry worldwide has become
more and more important over time. This is true for all sorts of services: highly specialized
professional services such as management consulting, advertising, legal counsel and audit-
ing, technical services such as engineering and construction, and outsourcing, which ranges
from processes (BPO) through call centers.

International trade in goods and services has grown faster in Latin America, especially in
Brazil, than global trade in the world as a whole. While the global trade in goods and servic-
es grows at an average annual rate of some 4.1% and 7.4% respectively, in Latin America
the export of goods grows at an annual rate of 4.8%, and imports at a rate of 6.6%. Service
exports and imports grow at a rate of 8.7% and 10.1% respectively. International trade in
Brazil grows even faster, with exports and imports of goods growing at 6.6% and 14.5%
respectively, and exports and imports of services at 14.7% and 17.8% (see Exhibit 43).

Despite this high growth, international Latin American and Brazilian trade flows are still
only a small fraction of global trade, especially given the size of their GDPs. Latin America,
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EXHIBIT 43

Latin America and Brazil stand out for the development of their international trade

GOODS SERVICES
Average annual growth between 2005 and 2009, in US$ Average annual growth between 2005 and 2009, in US$
% p.y. % p.y.
z 14.7%
&
e
=
5 6.6%
3% 4.8%
WORLD LATIN BRAZIL WORLD LATIN BRAIIL
AMERICA AMERICA
3 17.8%
= 14.5%
e
8 .
g 10.1% l

WORLD  LATIN  BRAZIL WORLD  LATIN _ BRAZL
AMERICA AMERICA

Note: All values are nominal. Latin America total includes Brazil
Source: Unctad Online handbook of statistics; BCG analysis

for example, accounted for 7% of the world’s GDP in 2009, but for only 5% of the trade
in goods and 4% in services. The gap is even larger in the case of Brazil, which although
responsible for some 3% of the world’s GDP, has only 1% of the global trade in goods and
services (see Exhibit 44).

Another area to be developed in Latin America is intra-regional trade, both in terms of
volume as well as a percentage of trade in general. Looking at the trade in goods, for
example, one finds that in 2009 only 17% of the exports and 15% of the imports in
Latin America were intra-regional. In the case of Asia the numbers are 42% and 48%,
and in Europe 67% and 50% respectively.
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EXHIBIT 44 EXHIBIT 45
Latin America and Brazil should grow their share of international trade Latin American countries have the largest customs barriers to the import and export of goods
Equivalent import tariffs are the highest Tariffs imposed to Latin American
GOODS SERVICES in Latin America exports are also the highest
Share of the GDP and international trade in goods Share of the GDP and international trade in services Restrictions on the import of goods' Restrictions on access to other markets?
% 2009 % FT/ % 2009 % F1/ Equivalent tariff (tariffs + non tariff import restrictions) Equivalent tariff (tariffs + non tariff
% GDP! % GDP'

restrictions on exports)

OTHERS  71% OTHERS  76%

MEXICO 27.4% ARGENTINA 16.4%

BRAZIL 22.1% BRAIZIL 12.3%

LATIN 77%
AMERICA

LATIN 49%
AMERICA ARGENTINA 15.7% CHILE

ASIA 164% ASIA 110% CHILE 9.4% MEXICO 5.1%

SINGAPORE 19.7% INDONESIA
EUROPE  127% EUROPE  141%
SOUTH KOREA 10% SOUTH KOREA
CHINA 9.8% CHINA
EXPORTS GDP IMPORTS EXPORTS GDP IMPORTS
BRAIZIL 1% 3% 1% 33% 1% 3% 1% 33% INDONESIA 7.6% SINGAPORE 6.5%

FRANCE 10.1% FRANCE

1. Average share of the % of exports and imports (foreign trade) over the share of the GDP / Note: All figures are nominal
. ) o vl

Source: Unctad Online handbook of statistics; BCG analysis GERMANY 10.1% GERMANY

ITALY 10.1% ITALY

UNITED KINGDOM UNITED KINGDOM

World average 14.1% World average12.2%

Although Brazil and Latin America have the potential to increase their share of the
international trade in goods and services, they face two main hurdles: customs barriers
and poor infrastructure. Regarding the former, according to the World Bank’s “World
Trade Indicators” (see Exhibit 45), Latin American countries have major restrictions on

bOth the import and export of goods. ThIS same report goes on to say that these COQI’]' 1. Reflects a uniform tariff that would keep domestic import levels constant 2. Reflects a uniform tariff that would keep the level of imports by the exporter’s commercial partners constant
tries are even less open to trading in services, and have the smallest number of service Source: World Trade Indicators 2009/10 - World Bank

6! The General Agreement

sectors with signed GATS® agreements (see Exhibit 46). on Trade in Services

MORE RESTRICTIVE MORE RESTRICTIVE
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EXHIBIT 46

Latin American countries could increase the number of international trade in service agreements signed

Number of GATS' agreements signed per country

50
30
2oy
14 14
12 1 9
5
RANKING
E
% agreements signed by sector?
0% 0%
0%
0% 0% 0% 0%
0% 0% 0% 0% 0%
0% 0% 0% 0%
0% 0% 0% 0% 0%
0% 0% 0% 0%
0% 0% 0% 0% 0%
0% 0% 0% 0% 0% 0%
0% 0% 0% 0% 0% 0%

0% 0% 0% 0% 0% 0% 0% 0% 0%

1. From the WTO page: “The General Agreement on Trade in Services (GATS) is the first and only set of multilateral rules governing international trade in services. It was developed in response
to the huge growth of the services economy over the past 30 years and the greater potential for trading services brought about by the communications revolution.” 2. Each sector has 3 to 9
sub-sectors that require specific commitments (e.g. financial services has 3 sub-segments - Insurance, Banking and other financial services)

Source: WTO trade in services database
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On the latter hurdle, especially in the case of Brazil, internationally there is a percep-
tion that its port infrastructure leaves much to be desired, especially when compared
to other hubs around the world. On a scale of 1 to 7, international hubs such as Hong
Kong, Singapore, the USA and the United Kingdom all score above 5.5, whereas Bra-
zil scores only 2.9, slightly more than half. In parallel to the ports, there are limited
overland connections between neighboring countries. The few roads that do exist are
often interrupted and their quality is not always good; railroads have different gauges,
are poorly maintained and congested. In the case of services, the region’s telecom
infrastructure, which is essential for providing global services such as call centers, is
poorly interconnected. Several intra-regional data routes go through several countries,
often outside the region, which cuts back on the speed of online services, worsens the
quality of the connection and increases the risk of interruption.

Capital and Investment Flows

Stimulating and channeling international capital flows is a vital component of any hub.
Simpler processes to enable the inflow of international capital would greatly benefit
the economy, increasing the availability of funding for all sectors, either through capital
markets or its banking system. At the same time, making it easier to invest abroad
increases the options available to domestic savers. In short, requlatory and institutional
environments that facilitate the inflow and outflow of funds allow a country to act as a
true hub, attracting investments from all over the world and allowing the hub to steer
some of its investments to other countries in the region.

It is important to remember that an environment that facilitates capital flows will
also simplify and stimulate direct investments. This favors the internationalization of a
country’s businesses and, at the same time, attracts multinational investments to itself
and its region, creating jobs and strengthening the economy as a whole.

In absolute terms, over the course of the past five years Latin America has received
only a small share of the world's total FDI (Foreign Direct Investment). The volume of
FDI closely parallels the region’s share of the world GDP (see Exhibit 47). Nevertheless,
examples from other regions such as the European Union and Southeast Asia show
that, when stimulated, either as a result of intrinsic economic characteristics or the
requlatory environment, the volume of inward investment may be much larger than
it would be if it were merely proportional to the GDP. The region’s situation is even
worse when one considers outward direct investment. Here what calls attention is the
fact that the region’s share of outward FDI is not only small in absolute terms, but also
in proportion to its GDP (see Exhibit 47).

Brazil stands out in absolute terms in both inward and outward Latin American FDI,
arising as the natural leader of these financial flows. Nevertheless, relative to the GDP,
Chile is the regional leader, which only confirms that Brazil has room to increase its in-
ward and outward FDI flows (see Exhibit 48). Integration with Latin American countries
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EXHIBIT 47

Latin America attracts FDI in proportion to its GDP, but its share of outward
FDI'is much smaller, both relatively constant in the past 5 years

Europe receives five times Latin America has a negligible share of the FDI
as much FDI' as Latin America invested, even compared to its GDP
Share of the world’s inward FDI Share of the world’s outward FDI
Y% of total FDI received by the country 9% of total outward FDI

2005 2006

INDEX % of inward FDI /
% of world GDP

(Average
for 2005-2009)

OTHERS?
LATIN
AMERICA®
SOUTHEAST
ASIA
EUROPEAN
UNION
2007 2008 2009 2005 2006 2007 2008 2009
0.96 LATIN AMERICA INDEX % of inward FDI /0,30 LATIN AMERICA
1.20 SOUTHEAST ASIA % of world GDP  0.73 SOUTHEAST ASIA
1.32  EUROPEAN UNION (Average 1.72  EUROPEAN UNION

for 2005-2009)

1. Foreign Direct Investment 2. Includes the USA, Canada, Australia, Russia and tax havens, among others 3. Argentin, Bolivia, Brazil, Chile, Colombia, Ecuador, Falkland Islands, Guiana,
Paraguay, Peru, Surinam, Uruguay, Venezuela, Belize, Costa Rica, El Salvador, Guatemala, Honduras, Mexico, Nicaragua and Panama 4. Selected countries: Cambodia, North Korea, South Korea,
China, Singapore, Philippines, Hong Kong, Indonesia, Laos, Macau, Malaysia, Myanmar, Thailand, Taiwan, Vietnam

can also improve; looking at inward and outward flows from Brazil, the region accounts
for less than 10% of the total, the larger flows being with partners in Europe and North
America (see Exhibit 48).

One of the tools to promote greater regional integration and increase the importance
of both Brazil and Latin America in the global scenario is to ratify bilateral investment




114 @ ATTRACTIVENESS OF BRAZIL AS AN INTERNATIONAL INVESTMENT AND BUSINESS HUB ATTRACTIVENESS OF BRAZIL AS AN INTERNATIONAL INVESTMENT AND BUSINESS HUB @115

EXHIBIT 48

Despite overall intense flows of FDI into Brazil, Latin America’s share of the world total is small

Within Latin America, Brazil leads in inward and outward FDI in absolute terms THE S|ZE OF BRAZ”_ AND OF |'|'S ECONOMY
FDI in Latin America by country of destination - % of total’ Outward FDI from Latin America by country of origin - % of total’ MAKE IT AN IMPORTANT CONNECTION
HUB WITH THE WORLD, CAPABLE OF
- - CONSOLIDATING ITSELF AND ATTRACTING
BENEFITS TO THE ENTIRE REGION
CHILE MEXICO
COLOMBIA COLOMBIA
ARGENTINA ARGENTINA
PERU PERU
OTHERS OTHERS
Inward FDI weighted by the country’s Outward FDI weighted by the country’s
share of the regional GDP? share of the regional GDP?
agreements. To date, Brazil has signed only a small number of such agreements com-
pared to, for example, Chile. While Brazil has agreements with 14 countries, all within
. m . B m Mercosur and none of them ratified, Chile has 51 signed agreements (almost four
CHILE  BRAZIL MEXICO CHILE  BRAZIL MEXICO times as much as Brazil), 38 of which have been ratified, including agreements with
countries such as the USA, Canada, Mexico and India.
Latin America accounts for less than 10% of the inward and outward FDI for Brazil These bilateral agreements make investments between the signatory countries easier
and safer. In general, they involve equal treatment of foreign and domestic investors,
Gross foreign investment received in Brazil by origin (2009) Gross foreign investment made by Brazil by destination (2009)* protection and indemnification in the case of expropriations, no restrictions on the re-

mittance of investment yields to the country of origin, and the stipulation that disputes
will be resolved by international courts. In the case of Brazil, such agreements would
facilitate not only the inward and outward flow of direct investments, but also portfo-

EUROPE ATEN 56% EUROPE 26% lio®> investment flows, contributing to the region’s growth through the efficient match-
o o ing of capital looking for investment opportunities and businesses looking for capital.
AMERICA AMERICA . . . } . 4
In addition to improving requlations governing capital flows per se, the exchange rate
LATIN m 6% LATIN m “roroiomvestments 3|50 deserves attention as it is an obvious element of intermediation between inward
AMERICA AMERICA are those that, unlike FDI, . . . . .
aenotlinked 0anylong — aNd outward flows. Brazil has refined its exchange regulation, promoting changes that
| i h . . L. .
OTHERS m 10% sssm OTHERS m 1% Ut ot eline mmgementNave made processes simpler, lifting some of the restriction on the inward and out-
\

| control of the business.

ward flow of hard currency. Among these improvements are the International Capital

5,000 10,000 15,000 20,000 1,000 2,000 3,000 4,000 They may range from the ) . ) o
bond e i bt and Foreign Exchange Market Regulation (RMCCI) coupled with the extinction of the
1. Average for 2007 - 2009 2. Index (% of the total regional inward FOI / country GDP as a % of total region GP) 3. Index (% of the total regional outward FDI / country GOP as a % of latter case they are portfolio former Consolidated Exchange Rules (CNC)/ both of which have modernized and sim-
total region GDP) 4. Fiscal havens are not included explicitly, but account for 8% and 42% of Brazil's inward and outward FDI respectively investments if they do not . . .
Source: UNCTAD World Investment Report; Unctadstat; BCG analysis exceed 10% of the copital of  Plified @ number of antiquated rules that had been on the books, such as for instance

the companies in which the

ivestments are made. L€ TEQUIrement for describing the purpose of the transaction. In addition, the Brazil-
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ian Monetary Council’s (CMN) Resolution 3,844 consolidated several exchange
rules, reducing the multiplicity of documents required for exchange transac-
tions. Changes such as these must continue.

Regarding the connections between Brazil and Latin America, and between
Latin America and the world, there is room for initiatives to promote reforms
and agreements that would contribute to a further increase in the inward and
outward flow of investments. Despite its prominent position within the region,
Brazil can develop along a number of dimensions regarding the ratification of
investment agreements and advances in its exchange regulations. The topic of
Latin American financial integration shall be further explored in a BRAIN report
to be published during the course of 2011.

International business operations

In order for a country to be truly integrated in a global business network, in
addition to significant international flows it must also be the regional head-
quarters of multinational corporations. This means that domestic businesses
must be able to become international, and that the country be able to at-
tract not only business operations, but also regional, functional or even global
decision making centers of companies originally from other nations. This not
only attracts investments, but it especially creates high value added jobs in
corporate functions that will strengthen the virtuous cycle of talent attraction
and training.

In recent years there has been a major trend among Latin American businesses
towards expanding their international activities. In a ranking of developing na-
tions with the largest volume of assets abroad®, the share of Latin American
businesses is increasing: in 2003 they owned 14.1% of all assets abroad, and
by 2008 owned 17.2%¢. This increase in position is the result of a 258.1%
increase in assets held abroad in just two years, from USS 35 billion to USS
125 billion. In the past decade the flow of outward foreign direct investment
(FDI) from Latin America to other parts of the world has also increased. In 2004
there was a more than threefold increase in outward FDI compared to previous
year, and this amount should continue to increase (see Exhibit 49).

% Source: World
Investment Report

Although the region’s businesses have strengthened significantly, they still ~ -uncio
have limited importance on a global level. Among the top 100 transnationals ¢ he fast year

for which data is

from developing nations®, only nine are Latin American, three of them Brazil-  avaiable
ian. In the ranking of the top 100 largest transnationals from the whole world,  « souce: world

Investment Report

only one multilatin business is listed, appearing in 55" place (see Exhibit 49). TiNero
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EXHIBIT 49 Although Brazil does not stand out in the list of the most international Latin American
companies, it does stand out when it comes to attracting foreign businesses. Of all Latin
American countries, Brazil has the largest presence of foreign businesses, considering
the ten largest businesses by revenue from selected regions of the globe (see Exhibit 50).

Multilatins are a growing force, but still of limited relevance on a global scale

Latin multinationals are a growing force...

Outward FDI from Latin America1990-2008
Us$B % outward / inward
50 100

EXHIBIT 50

Brazil leads in Latin America when it comes to attracting companies from Europe, Asia and North America

42

Brazil is the Latin American country with the largest ... And also leads in terms of international regions
presence of foreign companies...

Latin American presence of the 30 largest companies in Presence of the 10 largest companies of each region in coun-
Asia, Europe and North America’ tries in Latin America’

& % outward/inward ol [l outward flows (USS billion)
...but they still have a limited share of global business
Latin American Companies in the top? 100 Transnationals from developing nations
COUNTRY COMPANY ASSETS ABROAD (US$ B) RANKING OF THE RANKING IN THE ﬁ:
TOP 100 DEV. NATIONS TOP 100 WORLDWIDE H
HONG KONG HUTCHINSON 70.8 1 25 : X
CHINA CITIC GROUP 43.8 2 48
MEXICO CEMEX 40.2 3 55 : | Mexico 5 |
BRAZIL VALE 19.6 9 3 v v o
The only Latin American 2 :
X . . : S Brazil 9
company included in the o H =
BRAZIL PETROBRAS 15.1 16 % world’s top 100 companies R =
BRAZIL GERDAU 13.7 18 X (in 55" place) = -
w =
MEXICO AMERICA MOVIL 10.4 25 X n°=
ARGENTINA  TERNIUM 7.0 36 b = m
MEXICO TELMEX 3.9 68 X
MEXICO FEMSA 35 77 X

¥ Not part of the top 100 worldwide

1. Ten largest companies in each region by revenue. North America includes Canada and the USA only. Data for Uruguay, Central America, the Caribbean, Paraguay, Guyana and Surinam removed
from the map due to low significance

Note: company presence may mean manufacturing facilities as well as sales rep offices, headquarters, etc. Includes all forms of activity

Source: Forbes; Fortune; companies” websites; BCG analysis

1. Vale purchased Inco for USS 188 2. Ranking by assets outside the country of origin. Excludes financial institutions
Source: World Investment Report - UNCTAD; BCG analysis
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The first hurdle faced by businesses wishing to operate in multiple Latin American
nations is the regulatory framework. Aligned accounting, financial, tax and technical
standards would make intra-regional operations more efficient. Fortunately, efforts to
harmonize accounting rules by adopting IFRS (International Financial Reporting Stan-
dards)® and other positive moves in this direction are well underway. Colombia and
Chile adopted IFRS in 2009, and Brazil and Argentina are adopting IFRS in 2011. In ad-
dition, the region has witnessed a number of moves designed to exchange experienc-
es and organize the region to comply with IASB (International Accounting Standards
Board) standards, which will provide greater strength and representation’.

In addition to issues of requlation, the use of common systems and databases would
make it much easier for businesses to operate in multiple countries. For example, the
registration of trademarks and patents, payments, credit and legal histories, customs
and international trade information and the registration of businesses, people and
licenses. This standardization could be implemented in phases, starting with auto-
matic regional recognition of operations in other countries, moving on to integration
and interconnection between systems for shared information, finally creating unified
regional systems.

People mobility

Business flows do not depend merely on goods, services, capital and businesses. It is
essential that executives and decision makers in all sectors be able to easily enter and
exit the hub, both to complete business transactions as well as to enable installing
decision making centers and regional corporate centers. In addition, easier mobility
and international hiring may contribute to balance the supply and demand for quali-
fied professionals, which will help keep inflationary pressures on compensation at bay,
for instance.

In order for this to happen, the country must first have adequate conditions for transit
between itself and other hubs, not only global but also regional and local. To this end it
is vital that the requlatory requirements for the entry and exit of professionals be mod-
ernized, avoiding extremes that make it harder for executives to come into the country
or for international events and business to take place, and yet do little to strengthen
national security. In addition, it is a fundamental requirement that there be good air
transport connectivity, which includes a suitable airport infrastructure and frequent
flights, as air transport is the most common way of transport in a globalized world.

Throughout its history, Brazil has had periods in which it welcomed large numbers of
immigrants, and now has large communities of their descendants, such as the Japa-
nese and Italians in Sao Paulo, and the Germans in the south of the country. However,
currently the integration of foreigners in Brazil is limited compared to other global busi-
ness hubs, the same being true for other Latin American countries. Even those coun-
tries that attract more immigrants to the region, such as Argentina and Venezuela, are
far behind the main global economies such as the USA and the United Kingdom, where
immigrants make up some 12% and 8% of the population respectively. Venezuela has
the largest immigrant contingent in Latin America, yet they make up no more than 4%
of the population (see Exhibit 51).

 International accounting
standards published by IASB
(International Accounting Standards
Board). Since 2001 the 1ASB has led
efforts to implement accounting
standards to make it easier

to compare and integrate the
accounting information of
companies in different countries

70 In February 2011 a meeting was
held between representatives of
the bodies responsible for issuing
the accounting rules for each
country (Brazil, Argentina, Mexico,
Chile and Venezuela) to discuss
these objectives

HIGHER PRESENCE OF IMMIGRANTS IN THE POPULATION
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EXHIBIT 51

Even the Latin American countries that attract the most immigrants are far behind the main world economies

Attraction of immigrants both overall and from Latin American countries

IMMIGRANTS AS A % OF THE POPULATION

. AUSTRALIA

20%

15%

10%

5%

0%

. CANADA

The USA|has a greater percentage of
Latin immigrants than do Brazi| or Mexico

SINGAPORE

GERMANY

FRANCE
UNITED KINGDOM

RUSSIA COSTARICA @
@
ITALY ARGENTINA @ @ VENEZUELA
SOUTH JAPAN ° URuGUAY * PANAMA
MEXICO ® CHILE .
Lomea CHiNA @ o e BRAIIL .PERU COLOMBIA . ; BoLviA
0% 20% 40% 60% 80%

HIGHER PERCENTAGE OF LATIN AMERICANS AMONG TOTAL IMMIGRANTS

‘ Total immigrants into the country (~10M) @ Latin America @ other

Note: Most recent emigration data available on a global level, based on ~2000, compared to the global population in 2000
Source: Development research centre on Migration, Globalization & Poverty; EIU

100%

% OF IMMIGRANTS FROM LATIN AMERICA

Brazil has a particularly low concentration of immigrants in its population, even com-
pared to other countries in Latin America. While in Argentina immigrants make up
3.9% of the population, more than 70% of them from other Latin American countries,
in Brazil this percentage is almost ten times smaller (0.4%), with few Latin Americans
in the mix. The vast majority of immigrants currently residing in Brazil come from Eu-
rope, more than half from Portugal. Just as Latin Americans are not a major portion of
the people entering Brazil, Latin American countries are not an important destination
for Brazilian emigrants. Of the total Brazilians living abroad more than half are in Asia
or North America (see Exhibit 52).
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EXHIBIT 52
Migratory movements into and out of Brazil focus on countries outside Latin America
Relatively limited presence of immigrants in Emigration from Brazil is mostly to Japan and the
Brazil, particularly Latin American immigrants USA, while most immigrants come from Europe
Immigrants from Latin America and other regions as Brazilian emigrants by region of destination’

3 percentage of the total population’

~10x ASIA

v N NORTH

41 39 12 05 04 03 02 AMERICA
EUROPE

LATIN
AMERICA

OTHERS [EEKIN 4%

276.0 @A)

VEN ARG CHL MEX BRA (OL PER

EUROPE

B % of immigrants from elsewhere in the world in the population

B % of immigrants from Latin America in the population LATIN
AMERICA

ASIA

1. Legal immigrants only. Most recent emigration data available on a
global level, based on ~2000, compared to the global population in 2000 OTHERS

kL[ 56%
~200 k Portugu

THOUSAND
IMMIGRANTS

300 400

ese immigrants

Source: Development research centre on Migration, Globalization &
Poverty; EIU

It is interesting to note that Latin America’s share of workers entering Brazil is decreasing.
While in 2006 Latin Americans received 10% of all work visas issued by Brazil, in 2007 and
2008 they received only 9% of the visas, and only 8% in 2009. The same is not true if one
looks at Latin American visitors as a percentage of total visitors entering Brazil. In absolute
terms the number of Latin American visitors to Brazil has been constant in recent years,
thus as a percentage they have increased as global travel to Brazil is down (see Exhibit 53).

One factor that contributes to the low numbers of immigrants in Brazil is the complexity
and slowness of the process for authorizing the entry of foreigners into the country. In
a recent IMD survey of executives around the world asking about the ease of entry of
immigrant workers in different countries, Brazil received only 5 points on a scale of 1
through 10. By comparison, global nations such as Singapore and Hong Kong got scores
of almost 7 (see Exhibit 54).

Complex immigration laws are the main cause of this. Brazilian legislation protects its
domestic labor force, and with the exception of immigrants from Mercosur countries,

THOUSAND
IMMIGRANTS

300 400
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EXHIBIT 53
Brazil attracts foreigners from Latin America, but not for work
Latin America’s share of workers Latin America’s share of tourists to Brazil
entering Brazil is falling is the largest and stable
Number of work visas issued in Brazil Tourists' entering Brazil by country of origin

each year by country of origin of worker

0 % work visas by region

71 E3 B3 B
I I I OTHERS 129 [l 14% OTHERS?
17% [l 18% [ 15% [ 15%
80 | NORTH 16% B 16% NORTH
AMERICA AMERICA
3300 [ 34% EUROPE
a6 [l a4 [l 37%
EUROPE 330 [l 37%
LATIN LATIN
10% [ 9% I 9% AMERICA AMERICA
2006 2007 2008 2009 2005 2006 2007 2008
Totalvisas o0\ 295 440 429 About half of the Latin American 535 502 503 so5 otalof
(k) tourists (M)

tourists are from Argentina, and
about 50% of those go to
destinations in Southern Brazil

1. Number of tourists includes leisure and business 2. Includes Asian nations
Source: Brazilian Ministry of Labor and Employment; Brazilian Ministry of Tourism

workers must show evidence of professional experience and secondary and higher
education degrees, regardless of an individual’s professional experience and the dem-
onstrated need of companies trying to bring these workers into the country. The main
inefficiencies foreigners point out in the entry process are the time it takes and the
number of documents required. On average, the process takes two months and must
be sponsored by an employer; visa renewal can also take up to two years.

Brazil should rethink the model it wants to use for its immigration policy and imple-
ment initiatives to make it simpler for workers to enter the country. In a globalized
world that is increasingly connected, the ability to recruit freely from anywhere in
the world is an important competitive advantage. This brings advantages not only for
those who come into the country and for the businesses that hire them, but also for
the country as a whole, integrating it with the rest of the world and contributing to the
educational and cultural development of its citizens. In addition, such openness would
help balance the supply and demand for labor, potentially dampening the inflationary
effect of pressures on compensation.
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One of the paths for simplifying this process would be to expand the boundaries of
the Mercosur Free Movement and Residence agreement (see Exhibit 55). In addition,
regional databases of individuals and the integrated recognition of professionals are
other areas to be pursued.

THE COUNTRY MUST SEEK ALIGNMENT WITH OTHER COUNTRIES
IN THE REGION. INTEGRATION AND CONSOLIDATION OF THE
PEOPLE, CAPITAL AND TRADE FLOWS WILL PROVIDE

AN ATTRACTIVE HUB AND DYNAMIC BUSINESS

In parallel with requlatory issues, mobility between nations depends on the availability
of a suitable physical infrastructure. Brazil is relatively well connected through interna-
tional flights. Comparing the number of international destinations originating in Brazil,
it is much better positioned than other Latin American countries. Most international
flights departing from Brazil go to other Latin American cities, and the same is true

over 1 million persons

w
o

SOUTH KOREA

Brazil's executives feel it is hard for workers to enter Free residence agreements with Brazil could be reinforced and include more countries
20 _00
. . .:.
Ease of entry for immigrantworkers (score of 1 through 10, 2010) *3s. Citizens of member countries
it have a simpler process to
establish residence in Brazil
o Citizens of member countries may
° :. 0
oo Once in Brazil, citizens of these coun-
HONG KONG tries have a simpler process to apply
for a 2 year residence permit
After 2 years they may automatically
] be granted permanent resident status
weco [N
Il Developed nations O
INDIA n Il Developing nations
I Other Latin America countries The Argentine program is even broader
CHINA n I srazil Million inhal
Mercosur countries [l 244 After 1 year foreign citizens can get Argentine
UNITED KINGDOM n e documents giving them access to all of the
other signatory countries [l 27 COUI’ltF\//S DUb|iC services
BRAZIL m Source: IMD WCY Executive Survey Non signatory countries [l 304
Some states allow these “naturalized” citizens
to vote in local elections
v
The country’s “Patria Grande” program, created in
USA m 2006 to legalize immigrants, has already legalized

RUSSIA

Source: Migration policy institute; press search
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for other countries in the region. However, in terms of the number of seats available
on international flights compared to its population Brazil fares far worse, and is at the
bottom of the list compared to other countries in the region (see Exhibit 56).

People mobility is key for consolidating a business hub. As shown, Brazil is still not
well integrated with the rest of the world when it comes to the number of foreign-
ers who reside or visit the country. To advance in this direction Brazil must accelerate
improvements in the requlations governing the entry of foreign nationals and improve
its infrastructure so that arriving and leaving is simple and easy.

Brazil leads in the number of destinations of international flights, but has a low number of seats in proportion to its population
Brazil offers more international flight destinations ...however, the number of
than any other country in Latin America... seats per capita is still low
# of international destinations Seats on international flights/day/million
by country of origin (2010) inhabitants' (2010)
BRAZIL 48% a4 PANAMA M
VENEZUELA 71% 16% 13%|E3] CHILE 816
640
ARGENTINA 530  20% 3% 230% ]I ARGENTINA
-- -
MEXICO 55% 31% 7 29 EQUADOR
-- - -
COLOMBIA 69% 24% 794b3]
CHILE 61% 18% 21% (2]
PANAMA 88% 8%4omwl3
PERU 81% 10%10vgbX]
‘ ‘ BRAIZIL m
0 10 20 30 40 50
500 1.000 3.500 4.000
I cturope I others
W Latin America Asia

1. Does not include countries in the Caribbean and Central America
Note: Based on flights in the week of September 6, 2010. Departures only (~1/2 the total number of flights)
Source: 0AG database; BCG analysis
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Indicators
The dimensions to assess the connectivity pillar are:

« International openness for trade in goods: Limited restrictions on the importation
of goods, and little resistance on the part of other countries to its exports are evidence
of a country’s disposition for commercial connectivity;

« Trade in goods: Trade in goods is one of the most important activities for any busi-
ness hub and is therefore something to be developed;

« International openness for trade in services: Being a signatory to international
agreements for the trade in services is evidence of a country’s disposition for connec-
tivity in the trade in services;

« Trade in services: Trade in services has added importance when it comes to creating
a service based business hub;

« Capital flows: Overall capital flows, both inward and outward, are a key indicator for
an investment and business hub, as they enable funding domestic issuers and offer
greater options for investing elsewhere in the world;

- International agreements allowing capital flows: Being a signatory to bilateral
investment agreements demonstrates willingness to facilitate the entrance and exit
of capital;

« National regulations supporting international capital flows: This helps measure
the extent to which a country’s requlation, in and of itself, facilitates capital inflows,
based on the opinion of experts;

« Expansion of the country’s multinationals: International projection of the country’s
multinationals and their ability to compete in the global arena provide an important
means of connectivity for a hub, and can leverage other flows such as people and
trade;

« Ease of entry for foreign multinationals: The readiness of a country’s requlation to
receive foreign businesses is a determining fact when it comes to their willingness to
enter a country and leverages the country’s economy and connectivity;

« Openness to immigrants: Immigrant share of the population of a country is evi-
dence of its people connectivity to the rest of the world;

* People mobility: International people mobility, measured here by the number of
flights to foreign destinations originating in the country, is a relevant point as it enables
people to enter and leave a hub.

The following exhibit shows how Brazil compares to other countries along the indica-
tors of the connectivity pillar:
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In the connectivity pillar, Brazil still has a lot of room for improvement. With the excep-
critical needs improvement Fogd excellent tion of agreements and requlations for unrestricted capital flows, an area where Brazil
BRA is approaching the level of good, in all other indicators it is considered less attractive

oA RUS that a group of selected countries.
TRADE IN GOODS
2. TRADE IN GOODS s G?RRAOUS Eon Conclusion
g Large international flows are one of the primary definers of a hub, and contribute to
Bl nt ror the economy of a country and its region by channeling, stimulating and radiating the
TRADE IN SERVICES flow of goods and services, capital, businesses and people. The size of Brazil and the
vitality of its economy alone make it an important center for connection to the world.
B e GRARCHL D By focusing in improving the ease with which it welcomes businesses, investments
DED and people, Brazil could further consolidate its position, which would have important
advantages for itself and the region. This topic of connectivity will be further explored
R. ermnian DEVR RUS in another BRAIN report planned for publication in the second half of 2011.
In the trade dimension, few Latin American countries have any sort of global impor-
z 6%@'@"‘%“ _____________________________________________ I sGP_ tance in the export an}d import of goodsf thus it is @mportant to make sure Athi's area
z “ALLOWING CAPITAL MEX develops. Meanwhile, intra and extra-regional trade in services is even more incipient.
BRA To connect the region with the world and within itself even more one must focus on
. wmon eecuuons [INENRUS Ko L UsA PN RA ] initiatives that will improve Latin America’s infrastructure and its trade agreements.
* INTERNATIONAL
crLrons 0 e Regarding the inflow and outflow of investments in the region, there is room for ini-
S TT— = tiatives to further increase these flows. Brazil especial!y, although a leader within the
. 8. THEcouNTRY'S 0 region, could consolidate its position further by promoting investment agreements and
5 REIRATIONALS reviewing its exchange system.
z BRA
ERN WORE s or mutee 1200 To T LX RUSIKOR Latin American businesses are becoming stronger and there is no doubt that they have
QAULTINATIONALS CHN demonstrated significant international growth. However, with few exceptions they have
yet to stand out globally. Sponsoring more aligned regional operations will not only allow
10, OPENNESS businesses to stand out in the global arena, it will also bring additional direct investment
. O to the region and further consolidate a Brazilian investment and business hub.
o
& S HKG JPN  IND Lastly, regarding people mobility, Brazil is not yet well integrated with the rest of the world
[ pooury e O when it comes to foreigners living in or traveling through the country for reasons other than

leisure. To advance in this dimension it is important to improve requlations governing the
@ DEVELOPING NATIONS @ MAIN INTERNATIONAL HUBS entry of foreigners, making it more flexible and enabling international hiring. Also the air
transport infrastructure, which is the gateway to any hub, must be improved.
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IMAGE OF THE COUNTRY

Image of the country is a very important pillar for an investment and business hub, as
it reflects and promotes all the other attractiveness pillars. The image helps shape the
world’s perception of the hub and, if well managed, can enhance its qualities and put
is shortcomings into perspective.

(Creating and managing a country’s image is a complex task that depends on a number
of elements that are interlinked and influence each other. For example, working on
the cultural aspect of a country’s image may influence its perception as a place to do
business or as a travel destination. Moreover, a country’s image is based on its reality,
but is complemented by outside perceptions. Therefore, it is not possible to make sig-
nificant and sustainable strides in image merely by influencing perception, as it must
be backed by facts and reality.

This section does not analyze the intrinsics of Brazil as a investment and business hub,
which were addressed previously in the discussion of the other individual attractive-
ness pillars, but rather it analyzes how the reality of the country is disclosed so as to
assess international perception of the country. The discussion is split into the three
dimensions that are essential to a hub’s image: a place to do business, a place to
live and a tourist destination. The current status of Brazil's image along each of these
dimensions and the opportunities for improvement will be analyzed looking at how to
transform the image of the country into a tool for building a business hub.

As a3 starting point, the 20107 Nation Brands Index places Brazil in a relatively good
position, ranked 20™ in a list of 50 countries. However, once broken down into its ele-
ments it becomes clear that Brazil performs better in tourism and culture, and worse
in the areas related to business; this imbalance has a negative impact on the image
one desires for an investment and business hub in Latin America.

A place to do business

Given its objective of becoming an investment and business hub, ultimately Brazil
must cultivate an image as being “a good place to do business”. An attractive image

7' The Anholt-GfK Roper Nation
Brands Index

72 Assessment of 50 countries
and published in the 2008 Anholt-GfK
Roper Nation Brands Report

7 tinerant events of more than 50
participants held at fixed intervals.
Source: International Congress

and Convention Association
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along this dimension will contribute to making the country more interesting to the
various business agents, be they businesses, individuals or investors.

Brazil has a sizeable opportunity to take advantage of the moment and develop a
business related image, given its recent projection as a strong and attractive economy.
Efforts to advertise the country and strengthen this dimension are still limited, and for
the most part are public-private road-shows such as BEST BRASIL, promoting Brazil's
financial industry to foreign investors, and APEX, which promotes Brazil in the context
of world trade.

The perception of Brazil as a source of ideas and goods, and even its institutional en-
vironment, are below the global average’ (see Exhibit 57). International league tables
and perception surveys, such as those published by the World Bank and IMD, also show
that Brazil is ranked lower in the business attributes. Although these are based on
genuine shortcomings, in some cases they could be improved through efforts to better
inform and influence the perception of the world’s opinion leaders. The limitations of
such efforts means that it takes a long time for any progress made to reach the ears
of the world and be incorporated into international consensus.

In spite of a less than positive image, the country is improving its position, as seen by
the number of international congresses and conventions that have chosen Brazil as
their venue. Since 2003, the number of such events held in Brazil has increased at an
average rate of 30% per year, making Brazil the 7™ ranked country in the world as a
venue for such events in 20097 (see Exhibit 58).

EXHIBIT 57

Brazil's image for business starts from a lower level

Domestics products’  Institutional environment?

JAPAN SWITZERLAND
BEST BEST
AVERAGE
/ BRAIZIL
AVERAGE /
BRAIIL
1. Country contributions to science and technology;
Impact of people buying Brazilian goods; Has advanced
ideas 2. Has an honest government that respects rights;
Responsibility for peace and safety; Concerned with
poverty and the environment
Note: survey of 50 nations
WORST WORST Source: The Anholt-GfK Roper Nation Brands Index SM
NIGERIA IRAN 2008 50 country Report
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At the same time, Brazilian cities such as Sao Paulo and Rio de Janeiro already stand
out in the ranks of cities to do business in Latin America, rated 3 and 51 respectively,
behind Miami™, Santiago and Mexico City”. In other words, although there are still
some gaps compared to the rest of the world, within Latin America Brazil is recognized
as a business hub.

Another important point for developing Brazil’s image as a business hub is the percep-
tion of its position in sustainability, a theme that is increasingly on corporate agendas.
Relatively speaking, in this area Brazil does stand out; it is the third country in the
number of businesses publishing annual sustainability reports using GRI (Global Report-
ing Initiative) quidelines, the model most often used for such reports according to a
KPMG and Ernst & Young survey published in 2009 (see Exhibit 59). However, Brazilian
corporate sustainability practices are not fully reflected in global sustainability league
tables: of the 100 most sustainable businesses in the world according to Corporate
Knights (see Exhibit 59), only three are Brazilian.

" Included in the survey due to
its connection to Latin American

culture

75 Source: Ranking of places
to do business published by
Ameérica Economia in 2010,
based on macro-economic,

social, service, infrastructure,

talent and brand aspects

EXHIBIT 58

Brazil is starting to stand out as a place to do business

Brazil attracts an increasing number
of conventions and congresses

# of international’ events in Brazil

Brazil is the 7™ country in
terms of events held in the world RANK  ITY

1t Miami

Brazilian cities are starting to stand out

COUNTRY

USA

293 2" santiago

CHILE

d ~
+30% 254 3¢ Sao Paulo

BRAIIL

MEXICO

BRAIIL

ARGENTINA

PANAMA

COLOMBIA

infrastructure, talents and brand

4 Mexico City
th .
207 209 5 Rio de JarTelro
6" Buenos Aires
7% Panama City
145 8th  Bogota
9t SanJose
106
62 I

2003 2004 2005 2006 2007 2008 2009

1. Itinerant events of more than 50 participants held periodically Note: survey of 50 nations
Source: America Economia Magazine, International Congress and Convention Association

COSTA RICA

Ranking of the 37 best Latin American cities for doing business
in 2010, based on macroeconomic and social aspects, services,
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EXHIBIT 59

Brazil is number 3 when it comes to reports published...

USA

SPAIN

BRAZIL

JAPAN
SWEDEN
AUSTRALIA
NETHERLANDS
CANADA
GERMANY
UNITED KINGDOM
CHINA

SOUTH KOREA
SOUTH AFRICA
SWITZERLAND
ITALY
AUSTRIA
PORTUGAL

MEXICO

Brazilian businesses are quite concerned with sustainability, but this is not yet recognized internationally

...but with only 3 companies in the global list
of the top 100 most sustainable

# of companies that published
sustainability reports' - 2010

# of companies among the 100 most
sustainable: Corporate Knights “The World’s Most
Sustainable Companies” - 2010
UNITED KINGDOM

USA

CANADA

sy

2

w

AUSTRALIA
SWITZERLAND
JAPAN

FRANCE

GERMANY -

BRAIIL

94. Bradesco
o B [550
FINLAND H
DENMARK
SINGAPORE n
NETHERLANDS n
SPAIN n
INDIA n

SOUTH KOREA n

w

] !
! o
w

I

OTHERS

1. Includes only companies publishing reports that comply with GRI (Global Reporting Initiative Guidelines), most commonly used according to a KPMG and Ernst & Young survey from 2009
Source: GRI; Corporate Knights; BCG analysis
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EXHIBIT 60

Brazil does not have a very good image as a place to live

The real progress the country has made and initiatives such as BEST BRAZIL and APEX,
both of which were mentioned previously, are beneficial to developing the country’s

corporate image. However, more must be done, not only more efforts, but especially
more coordination around the unified objective and strateqy of transforming Brazil into
a Latin American investment and business hub.

RANK' arny COUNTRY

A blace to | 1t Vvancouver CANADA

place to live 2" Viena AUSTRIA
To help its image as a business hub, Brazil must also be seen as an attractive place 39 Melbourne AUSTRALIA
to live. The ability to attract people is essential for creating a hub, and depends on a 61t Buenos Aires ARGENTINA
country’s ability to provide good living conditions for its inhabitants. 64" santiago CHILE
Brazil is recognized worldwide for its hospitality and welcoming culture. In 2009 Forbes 66"  Montevideo URUGUAY
magazine’® elected Rio de Janeiro as the happiest city in the world. Nevertheless, as 92" Sdo Paulo BRAZIL
a place to live Brazil does not fare well. This gap may be linked to very real factors 9nd Rio de Janeiro BRAZIL
such} as traffic and rglative I.ack of pe(sona] ;afety, butitis also largely due to a faillu're 105t Mexico City MEXICO
to disclose the positive points Brazilian cities have to offer, and almost no publicity 118" C
that discusses the context and any progress made. All of these factors combined have th aracas VENEZUELA
resulted in Sao Paulo and Rio de Janeiro being tied in 92" place in the EIU list of the 127 Bogota (OLOMBIA

140 best places to live league table (see Exhibit 60).

It appears that at present there are no specific initiatives to promote Brazil as a nice
place to live, which seems to be in line with the country’s policy of not trying to at-
tract foreign labor. As a result, Brazil must rely on other aspects such as its businesses,
tourism, news about the country, its position on international league tables, and the
flow of people into and out of the country to develop an image as a good place to live.

To improve this, Brazil must not only invest to improve its negative points, it must
also find a way to disclose the progress it makes in a more structured way, either
through the media, by working on the opinion of travelers to Brazil, or even through
international campaigns. An example of something that is positive, yet has not been
disclosed, is the fact that the homicide rate in Sao Paulo is now lower than the homi-
cide rate in large metropolitan centers in the US. In 2009 S3o Paulo had an average
of 11.23 homicides per 100,000 inhabitants, whereas Washington D.C. had 23.85 and
Chicago 16.08.

A tourist destination

Tourism benefits an investment and business hub as it attracts revenue and economic
activities directly linked to tourism, and also because tourists advertise the country
internationally when they return to their home country, which in turn makes more
people interested in visiting the country.

76 Source: Ranking “The World's
Happiest Cities” Forbes magazine,
September 2009

1.2009 EIU ranking of the 140 best cities to live in, based on stability, healthcare services, culture
and environment, education and infrastructure
Source: EIU

Brazil has an internationally important image as a tourist destination, both for its natu-
ral attractions as well as the culture of its people. The country now has the opportunity
to transform this strength into a springboard that will help shape the image of its in-
vestment and business hub, advertising the country’s business image also through the
tourists who visit the country. In other words, tourists who recognize that Brazil also
has potential as an investment and business destination will help mold international
opinion of Brazil as a hub.

Yet contrary to what its strong image as a tourist destination would suggest, Brazil is
ranked only 38™ on a list of the 60 countries receiving the most visitors in the world
(see Exhibit 61). In fact, Brazil is the destination of less than 1% of all of the world’s
visitors. Rather than partaking in the growth of international travel worldwide, in Brazil
the number of both business and leisure visitors has decreased (see Exhibit 62).
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EXHIBIT 61

Despite its good image, Brazil attracts less than 1% of the visitors worldwide

Brazil has a positive image in tourism and culture... ...but attracts only a small share of the global tourist volume?
Tourism Culture Rank  Country % of world
tourists
BESTQ 1* 1% ¢ BEST 15t
znd
4th
6th
AVERAGE Brazil is ranked 13 7“1
out of 50 countries
10"
Brazil is ranked AVERAGE 11t
10 ut «
th
countries 14
15lh
28th
29th
30th
35th
WORST § 50t 50 § WORST
1. Questions: Interest in visiting the country, it is rich in natural beauty and historical monuments, and exciting cities 2. It
is successful in sports and has a cultural heritage as well as a contemporary culture Note: survey of 50 countries 3. Refers Brazil is ranked 38!
to all types of temporary visitors - including leisure and business tourists - excludes visitors who will exercise some form of out of 60 countries
remunerated activity in the destination country i )
Source: The Anholt-GfK Roper Nation Brands Index SM 2008 50 country Report; EIU
The number of visitors to Brazil has not kept up with the global increase
The number of international tourists in Brazil has dropped in recent years Both leisure and business tourists have decreased in Brazil
nternational tourists in Brazil (M
International tourists by destination (M) TACC International tourists in Brazil (M)
TACC
919.0
- 0
90035 2.9%
880.5
LEISURE  -2.3%
846.0
801.6 BUSINESS -8.5%
45.1 4.1 49.2 48.0 LATIN
—_ PN O .—. 2.6%
® AMERICA
43.4
OTHER +1.59
5.4 5.0 5.0 5.1 4.8 1.5%

: Source: Brazilian Ministry
2005 2006 2007 2008 2009 2005 2006 2007 2008 2009 of Tourism; EIU, BCG analysis
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Clearly there is a need to take action and transform Brazil's image so that more people choose
the country as their tourist destination. Fortunately, initiatives to disclose Brazil as a tourist
destination are frequent, especially those organized by the Ministry of Tourism and Embratur
(the Brazilian Tourism Company). In addition, the 2014 FIFA World Cup and the 2016 Olympic

Games are unique opportunities that Brazil can use to translate its positive image into a larger critical needs improvement good excellent
number of visitors. It is necessary to ensure that current efforts continue and generate an -
actual increase in the number of visitors to Brazil. Tl Soiire 5
. FOREIGN IlNTEREST IN THE
Indicators 2. COUNTRY'S NVESTMENT
The dimensions used to assess the image of the country pillar were: BRA
. o ) ) 3, ATTRACTIVENESS FOR Gl IND I
+ Image as a place to do business: The hub must have a positive image in the business * INTERNATIONAL EVENTS
world if it is to attract businesses and investors in search of opportunities; BRA
« Foreign interest in the country’s investment and business: Foreign interest in Brazil, mea- 4. SUSTAINABILITY L © o R 5O @@ OO @
sured here by the number of searches containing the country name and business related words,
measures its international projection and therefore its potential for attracting foreign business;
CHL

« Attractiveness for international events: The number of international events held in a hub B oL -
is @ measure of how interesting it is to foreign businesses and investors, and contributes to
creating a hub;

6. CULTURAL OPENNESS
« Sustainability: A country’s attitude towards its natural resources defines its sustainability
and contributes to its business image. It also influences its image as a place to live and as a
tourist destination; 7. PERSONALSAFEY IND

* AND ASSET SECURITY

« Quality of life: Quality of life defines a country’s image as a place to live, and thus its attrac-
tion to international talents and businesses looking for locations around the world;

g, IMAGE FOR TOURISM IND)
« Cultural openness: The cultural openness of a country means it welcomes business visitors A
and tourists, and also ensures its own citizens are welcome abroad, it is a key element for
consolidating a hub with international ambitions; Kor sep

9. QUANTITY OF VISITORS Ot 00" @-0O--00+--0- @
« Personal safety and asset security: Together with quality of life, safety and security define IPN
the attractiveness of a hub as a place to live or travel to;

@ DEVELOPING NATIONS @ MAIN INTERNATIONAL HUBS

« Image for tourism and leisure: Leisure and tourism contribute directly to a hub as they
generate business and, indirectly, help develop a country’s image abroad;

« Quantity of visitors: The number of visitors, as well as the country’s image in this regard,

measures international interest in the country and helps disclose the hub’s international image. In this pillar Brazil already stands out in a number of important dimensions such as

attractiveness as a venue for international events, sustainability, cultural openness and
its image in tourism and leisure. To consolidate its image as an attractive investment
and business hub, the country must continue to develop and promote its image for
The following exhibit shows how Brazil compares to other countries along the dimensions of business, elements that would raise foreign interest in business and investment in the
the image of the country pillar: country, its quality of life, personal safety and asset security and the intensity of its
tourist trade.
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Conclusion

Brazil has an outstanding image in the world and should leverage it to promote its at-
tractiveness as an investment and business hub. More specifically, it is important that
it strengthen and balance the image of Brazil along the business and quality of life
dimensions, which are some of the country’s weaker points.

The good starting point provided by the country image, as well as initiatives under-
way to improve it and the disclosure of the real progress made may provide Brazil
with the tools it needs to promote a strong image as a business hub. In addition, the
international sports events in 2014 and 2016 will do even more to foster this unique
moment in time for Brazil. Finally, coordination and disclosure of the progress made by
the country is the most important strateqy to improve the perception of Brazil abroad.
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DASHBOARD

OF BRAZIL'S
ATTRACTIVENESS
AS AN
INTERNATIONAL
INVESTMENT
AND BUSINESS
HUB

This section consolidates Brazil's position along the 57 dimensions selected, which
are grouped into the 7 pillars considered essential for the attractiveness of a hub.
Each of these is an indicator used to compare Brazil to other countries. The objective
of developing these indicators is to track Brazil's progress over the years and enable
mapping the next steps required to enhance Brazil as an attractive investment and
business hub.

It is important to take note of some points regarding the methodology used to create
this dashboard:

- For each pillar indicators or dimensions were selected based on analyses and discus-
sions between BRAIN members and public and private sector authorities and opinion
leaders. The metrics used to measure each of the indicators took into consideration the
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quality of the source, the availability of data for different countries, and the possibility
of continuous monitoring over time. Thus indicator selection respects the limitations
imposed by data availability.

- Selecting the basket of countries for comparison was based on a search for relevant
examples of developed nations, countries that are investment and business hubs, and
countries that, as Brazil, are considered to be “developing nations”.

- In order to assign countries to positions along each indicator scale, and to classify
them as “excellent”, “good”, “needs improvement” and “critical” one of two rationales
were used: (1) where available, a publicly established social, political or economic
consensus; where no such consensus exists (2) a statistical rationale where the popu-
lation average is the divider between the “good” and “needs development” levers,
and a standard deviation above and below the average the divider between the “ex-

cellent” and “critical” levels respectively.

- Details regarding indicator sources and the criteria for allocating countries along each
scale are available in the Appendix 2 of this report.

MACROECONOMIC ENVIRONMENT

critical needs improvement excellent

« ECONOMIC GROWTH?

. MONETARY STABILITY?

. FISCAL SOLIDITY?

. EXTERNAL VULNERABILITY

.« ECONOMIC VOLATILITY

» HUMAN DEVELOPMENT

« INCOME DISTRIBUTION

MEX USA
LR ) ()
SGP

@ DEVELOPING NATIONS @ MAIN INTERNATIONAL HUBS

P: based on projected data
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INSTITUTIONAL ENVIRONMENT

critical needs improvement

good excellent

POLITICAL STABILITY

QUALITY OF REGULATIONS

LEGAL SECURITY

LABOR MARKET FLEXIBILITY

EASE OF OPENING
A BUSINESS

&

USA  RUS
CHL MEX  CHN

HOW EASY IT IS FOR
BUSINESSES TO PAY TAXES

@ DEVELOPING NATIONS

@ MAIN INTERNATIONAL HUBS
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TALENT AND HUMAN CAPITAL

critical needs improvement

excellent

1.

DEMOGRAPHIC CONTINGENT”

22

QUANTITY OF BASIC EDUCATION

3.

QUALITY OF THE BASIC EDUCATION RRREEFERRES @ SERPEY® TERER@ EERFER SRR S

4.

QUANTITY OF HIGHER EDUCATION

(%, ]

ALIGNMENT BETWEEN HIGHER
EDUCATION AND THE MARKET

o

. COUNTRY’S EDUCATION (FOREIGN

INTERNATIONALIZATION OF THE IND GBR
() o

LANGUAGES AND EXPERIENCE)

~

AVAILABILITY OF QUALIFIED
MANAGERS AND ENGINEERS

oo

INTENSITY OF RESEARCH
AND DEVELOPMENT

BRA

h-d

COUNTRY ATTRACTIVENESS

DEU RUS
TO INTERNATIONAL TALENT @ e

0.

TALENT IMMIGRATION

CHN
COMPLEXITY oo

IND

1

1.

DIASPORA MANAGEMENT

@ MAIN INTERNATIONAL HUBS

@ DEVELOPING NATIONS

P: BASED ON PROJECTED DATA
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PHYSICAL INFRASTRUCTURE

critical needs improvement good excellent

BRA

1. urean mosiLTy  [HRTRRIRIRR o Yore

2 QUALITY OF THE
* AIR TRANSPORT

3 QUALITY AND COST OF
* TELECOMMUNICATIONS

4. POWER AVAILABILITY

BASIC SERVICES
5. AVAILABLE TO THE
URBAN POPULATION

@ DEVELOPING NATIONS @ MAIN INTERNATIONAL HUBS
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FINANCIAL INFRASTRUCTURE

critical needs improvemen

1 EFFECTIVENESS OF ITS
* FINANCIAL REGULATIONS

2 STOCK
* EXCHANGE

BRA

DEU FRA

USE OF
FINANCIAL RESOURCES

3. DEBENTURES

CORPORATE GRSNND

CREDIT

SHARE OF REGIONAL AND
5. INTERNATIONAL Companics TRTEEE ERTTCC SRTOUBURUIT SRR g 1 |
IN THE STOCK EXCHANGE

CHL USA ME
G----0 O

BRA

CHN IND JPN
6. AVAILABILITY A )

* OF FINANCIAL SERVICES

7 STOCK EXCHANGE
* Lquipity

MEX CHN
8. PROJECTION AS AN IFC ° °

@ DEVELOPING NATIONS @ MAIN INTERNATIONAL HUBS
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CONNECTIVITY

needs improvement good excellent

IMAGE OF THE COUNTRY

INTERNATIONAL RUS _ ]
1. oPENNESSFOR | RERERER ---- @ QORI O critical needs improvement good excellent
TRADE IN GOODS
1. IMAGE AS A PLACE Eah
RGN 70 DO BUSINESS
2. TRADE IN GOODS O ce o
w FRA
(=]
é 5 FOREIGN INTEREST IN THE
COUNTRY'S INVESTMENT
INTERNATIONAL MEX CHN .
3.OPENNESS FOR o o AND BUSINESS
TRADE IN SERVICES
FRA CHL IND 3, ATIRACTIVENESS FOR Cﬁl
4. TRADE IN SERVICES ° « * INTERNATIONAL EVENTS
DEU
DEU RUS
5. CAPITALFLOWS ° 4, SUSTAINABILITY
= INTERNATIONAL
= 6.A
s *ALLOWING CAPITAL 5. QUALITY OF LIFE
S FLOWS
NATIONAL REGULATIONS
SUPPORTING
* INTERNATIONAL
s 6. CULTURAL OPENNESS
EXPANSION OF CHN
. 8. THE COUNTRY'S ° - 0
a MULTNATIONALS 7. AND ASSET SECURITY O
wv
4|
: BRA
2 EASE OF ENTRY MEX RUS KOR
9. FOR FOREIGN o o
IS CHN 8., IMAGE FOR TOURISM IND
* AND LEISURE
10 OPENNESS
* 10 IMMIGRANTS
2 9. QUANTITY OF VISITORS
Q. .
= BRA
a
HKG JPN  IND
PEOPLE MOBILITY o o e e . LenNeHRveY W YW
SGPKOR @ DEVELOPING NATIONS @ MAIN INTERNATIONAL HUBS

@ DEVELOPING NATIONS @ MAIN INTERNATIONAL HUBS
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NCLUSION

An international investment and business hub fosters the development of a country
and its region. Latin America needs a strong network of hubs, some of which must be
global, and for this Brazil is one of the natural candidates.

Brazil has a number of qualities that make it suitable as a hub, such as a robust eco-
nomy, a strong financial infrastructure and political and institutional stability. However,
it also has several opportunities for improvement. The main purpose of this report is
to be a source of Working Groups to make Brazil more attractive as an international
investment and business hub with regional focus and global projection.

This report compares the performance of Brazil and 13 other countries along 57 di-
mensions, grouped into 7 pillars considered to be essential for the attractiveness of
a hub. Based on these comparisons, BRAIN will select the priority opportunities for
improvement and, where appropriate, will coordinate the creation of Working Groups,
engaging both public and private sectors in Brazil and, in some cases, the region.

Some Working Groups are already up and running and several others will be created
soon, seeking to streamline the reqgulation of private initiatives, simplify the bureau-
cracy associated with the entry of foreign talent, encourage airport expansions, expand
programs to attract small and midsized businesses to the stock exchange, the ratifica-
tion of free trade and service agreements, and ensuring coordinated efforts to promote
the country’s image, among other activities.

This report will be updated yearly to enable monitoring of the progress Brazil makes
over time. In addition, in the coming months BRAIN will publish other reports: Talent
and Human Capital, Connectivity, and Integration of Latin American Financial Systems.
BRAIN will also produce a document listing the positive facts and improvement initia-
tives already underway in each of the 7 pillars.

All'who realize the importance of creating an international investment and business
hub in Brazil and Latin America are invited to participate.

Visit our site and find out how you can be part of the process: www.brainbrasil.org.
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EXHIBIT 63

Requirements and distinctions of the main global hubs

APPENDIX 1
METHODOLOGY

BRAIN is aware that the assessment of a country’s attractiveness is a complex and
subjective exercise. To validate the results shown in this report, the methodology
developed was submitted to the experts and opinion leaders involved in the project.

Measuring attractiveness

Since its first publication in December 2010, entitled “Brazil as one of the hubs of the
Latin America’s new business network” BRAIN has shown that the leading business
hubs share common traits and distinctions that reinforce the role of each center as an
international investment and business hub (see Exhibit 63).

Based on this observation, BRAIN embarked on this new phase to complement the
preliminary list mentioned above, listing the pillars that must be in place to define a
hub as attractive. The result of this listing and the subsequent grouping of these items
resulted in a vision of the seven pillars that form the list of fundamental requirements
for creating and excelling as an investment and business hub (see Exhibit 64):

1. Macroeconomic environment: Steady economic growth and limited uncertainty
regarding interest rates and the exchange rate are examples of the underlying con-
ditions required for business development and increased investment in any country;

Main lessons learned from case studies

NYC

LON

SGP

REQUIREMENTS

Intensity of trade
and macroeconomic stability

Developed infrastructure
Domestic and foreign talents

Fluency in foreign languages,
particularly in English

Public-private alignment
to develop the hub

A proactive government

DISTINCTIONS

Regulations that favor business
Taxes that are simple and, ideally, limited
A safe haven in a risky region

Focus on innovation
as a competitive advantage

Excellence in its region or niche
Domestic market growth rate

Creation of an offshore zone
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EXHIBIT 64

An investment and business hub is supported by seven pillars

7. IMAGE OF THE COUNTRY

6. CONNECTIVITY

5. FINANCIAL INFRASTRUCTURE

4. PHYSICAL INFRASTRUCTURE

3. TALENT AND HUMAN CAPITAL

2. INSTITUTIONAL ENVIRONMENT

1. MACROECONOMIC ENVIRONMENT
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2. Institutional environment: A solid state of law, enabling economic agents to fully
meet their obligations and transparent and efficient administrative processes are key
elements if a country wants to qualify as a hub, in particular compared to other hubs;

3. Talent and human capital: A talent pool that is adequate in both quantitative and
qualitative terms, a strong alignment between what the job market is looking for and
the academy, along with the possibility of attracting and bringing in experts from out-
side the country, are also some of the requirements that any location that aspires to
be an international hub must fulfill;

4. Physical infrastructure: Multimodal shipping options that enable flows into, out of
and within the hub, and access to a communications network that is competitive in
terms of both cost and performance are clearly some of the factors of success for any
business hub;

5. Financial infrastructure: The existence of capable financial intermediaries, conti-
nuous access to several sources of funding and tools to mitigate risk all directly support
the development of an investment and business hub;

6. Connectivity: Intense trade in goods and services, together with capital and people
flows are vital to continuously nurture an investment and business hub;

7. Image of the country: A positive perception of what a country as a whole has to
offer is an important asset to consolidate its position as hub, and especially to attract
businesses and talents.

In addition to offering both a broad and detailed view of Brazil’s situation along each
of these seven pillars, this effort also created a dashboard of indicators to enable easy
comparison between the current situation of Brazil and other hubs. For each pillar
a number of dimensions are listed, which may be used to assess a country’s status
compared to other selected hubs. Indicators were selected based on analyses and
discussions between BRAIN members and public and private sector authorities and
opinion leaders.

For each of these indicators metrics were selected not only to enable an assessment
of Brazil's current situation, but also to monitor how its attractiveness as an investment
and business hub changes over time. These metrics take into consideration the quality
of the source, the availability of data for different countries, and the possibility of con-
tinuous monitoring over time.

Finally, the basket of countries for comparison was defined based on a search for
relevant examples. This basket includes reference developed nations, countries that
are recognized investment and business hubs and countries that are relevant for com-
parison purposes.
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APPENDIX 2:
DETAILS OF THE
INDICATORS USED

ATTRACTIVENESS OF BRAZIL AS AN INTERNATIONAL INVESTMENT AND BUSINESS HUB

MACROECONOMIC ENVIRONMENT

RATIONALE RANKING
DIMENSION INDICATOR SOURCE FOR SELECTION CRITERIA
ECONOMIC Projected average annual EIU CountryData Coverage of 150 countries Critical: < -1
GROWTH? GDP growth over the next and 5-year projections for Needs improv.: -0.9 - 1.5
5 years all countries Good: 1.6 - 4
Excellent: = 4
1
MONETARY Projected average annual EIU CountryData Coverage of 150 countries (ritical: = 20
STABILITY® inflation over the next and 5-year projections for Needs improv.: 8 - 20
5 years all countries Good: 4 - 8
Excellent: < 4
2
FISCAL SOLIDITY* Projected Gross Public Sector IMF = World Economic Consistent assessments Critical: = 100
Debt (% of GDP) Outlook Database since 1984, and global Needs improv.: 50 - 100
coverage Good: 20 - 50
Excellent: < 20
3
EXTERNAL International reserves/ EIU CountryData Coverage of 150 countries (ritical: = 0
VULNERABILITY' total external debt(%)? Needs improv.: 0 - 111
Good: 111 - 276
Excellent: = 276
4
ECONOMIC Variation coefficient EIU CountryData Coverage of 150 countries Critical: = 0.59
VOLATILITY of short term interest Needs improv.: 0.34 - 0.59
rate of government bonds® Good: 0.10 - 034
Excellent: < 0.10
5
HUMAN Human Development UNDP - Human Data available for over (ritical: < 0.75
DEVELOPMENT Index (HDI)* Development Reports 160 countries since 1970 Needs improv.: 0.76 - 0.80
Good: 0. 81-0.84
Excellent: 0.85 - 1.00
6
INCOME GINI index CIA, Global coverage (ritical: = 58.8
DISTRIBUTION The World Factbook Needs improv.: 46.8 - 58.8
Good: 34.9 - 46.8
Excellent: < 34.9
7

P: based on projected data 1. Public + Private 2. Last 3 years 3. Last 5 years 4. Calculated based on healthcare, education and per capita income
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INSTITUTIONAL ENVIRONMENT

RATIONALE RANKING
DIMENSION INDICATOR SOURCE FOR SELECTION CRITERIA
POLITICAL STABILITY Political stability and World Governance Coverage of 230 (ritical: < -1
absence of [political] Indicators, countries since 1996 Needs improv.: -1 -0
violence (score) World Bank Good: 0 -1
Excellent: = 1
1
QUALITY Quality of regulations World Governance Coverage of 230 Critical: = -1
OF REGULATIONS (score) Indicators, countries since 1996 Needs improv.: -1- 0
World Bank Good: 0 -1
Excellent: = 1
2
LEGAL Rule of Law World Governance Coverage of 230 Critical: = -1
SECURITY (score) Indicators, countries since 1996 Needs improv.: -1 - 0
World Bank Good: 0 - 1
Excellent: = 1
3
LABOR MARKET Labor Market Flexibility World Competitiveness Published consistently (ritical: = 45
FLEXIBILITY (score) Yearbook - IMD since 1989, current Needs improv.: 28 - 45
coverage of 58 countries Good: 11 - 28
Excellent: < 11
4
EASE OF OPENING Ease of opening businesses Investing Accross Initiative covering of 87 (ritical: = 50
A BUSINESS for foreigners (score) Borders, countries focusing specifically Needs improv.: 50 - 64
World Bank on FDI (Foreign Direct Good: 64 - 78
5 Investment) Excellent: = 78
HOW EASY IT IS Hours required Doing Business, Detailed study of 183 (ritical: = 532
FOR BUSINESSES to pay taxes World Bank countries since 2002 Needs improv.: 282 - 532
10 PAY TAXES Good: 32 - 282
6 Excellent: =32
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TALENT AND HUMAN CAPITAL

RATIONALE RANKING
DIMENSION  INDICATOR SOURCE FOR SELECTION CRITERIA
DEMOGRAPHIC  Gap between the CAGR of EAP  “Stimulating Economies Reflects demographic sufficiency  Critical: < -1%
CONTINGENT  and the CAGR of the demand  through Fostering Talent  relative to economic development. Needs improv: -1% - 0
for workers Mobility” a 2009 BCG and  BRAIN may calculate this indicator -~ Good: 0 - 1%
1 World Economic Forum in future if BCG + WEF do not Excellent: = 1%
publication
QUANTITY OF  Average between UNESCO e World Measures the percent of school Global average separates
BASIC EDUCATION  the net enrollment Economic Forum aged children actually in school - positives and negatives;
rate in elementary Competitiveness Report published annually by UNESCO Cflll(al = average - 1 standard
and secondary school 2010-2011 deviation; Excellent = average
2 + 1 standard deviation
. i ified visi Global average separates
QUALITY OF THE  Average scores in reading, OCDE T?‘IS test provwdesdatﬁnmed “3'5‘0” positives andgnegaptives,-
BASICEDUCATION  science and mathematics 0! 2aring around e word, Critical = average - 1 standard
; applied every three years to o -
in the international PISA test / ’ deviation; Excellent = average
3 15 year olds in 65 countries + 1 standard deviation
QUANTITY OF  Gross enrollment rate UNESCO Shows % of people of uni- Global gveraqe separates
o h ; positives and negatives;
HIGHER EDUCATION in higher education versity age that are enrolled, Critical = average - 1 standard
4 information provided annually deviation; Excellent = average
by UNESCO + 1 standard deviation
ALIGNMENT BETWEEN  Score given by executives World Competitiveness A report published annually based  Global average separates
HIGHER EDUCATION  regarding how well higher vearbook - IMD on primary data sources and a glo- positives and negatives;
AND THE MARKET  education is aligned with bal opinion survey of executives  Critical = average - 1 standard
market needs with some 4,500 respondents deviation; Excellent = average
5 + 1 standard deviation
INTERNATIONALIZATION  Average inflow and outflow of World Competitiveness Areport published annually based  Global average separates
OF THE COUNTRY’S  students going abroad to study,  Yearbook - IMD on primary data sources and a positives and negatives;
EDUCATION (FOREIGN  and score given by executives global opinion survey of executives ~ Ciitical = average - 1 standard
LANGUAGES AN "egarding the alignment of langua- with some 4,500 respondents deviation; Excellent = average
ge education and market needs + 1 standard deviation
6 EXPERIENCE)
AVAILABILITY OF  Assessment of the availability ~ World Competitiveness A report published annually based  Global average separates
QUALIFIED MANAGERs  of qualified senior managers Yearbook - IMD on primary data sources and a positives and negatives;
AND ENGINEERs  and engineers global opinion survey of executives  Critical = average - 1 standard
7 with some 4,500 respondents deviation; Excellent = average
+ 1 standard deviation
INTENSITY OF RESEARCH ~ Number of FTEs doing World Competitiveness A report published annually based  Global average separates
AND DEVELOPMENT  research and development Yearbook - IMD on primary data sources and a positives and negatives;
per 1,000 inhabitants global opinion survey of executives  Critical = average - 1 standard
with some 4,500 respondents deviation; Excellent = average
8 + 1 standard deviation
COUNTRY  Score given by executives Worlg Competitiveness Areport published annually based ~ Global average separates
ATTRACTIVENESS TO  to the attractiveness of Yearbook - IMD on primary data sources and a positives and negatives;
INTERNATIONAL TALENT  the country to internatio- global opinion survey of executives  Critical = average - 1 standard
9 nal talents with some 4,500 respondents deviation; Excellent = average
+ 1 standard deviation
TALENT IMMIGRATION  Score given by executives World Competitiveness A report published annually based  Global average separates
coMPLEXITY to the complexity for Yearbook - IMD on primary data sources and a positives and negatives;
talent to enter a country global opinion survey of executives  Critical = average - 1 standard
10 with some 4,500 respondents deviation; Excellent = average
+ 1 standard deviation
DIASPORA  Existence of programs Qualitative BCG analysis  There is no secondary data available  Countries that manage
MANAGEMENT  Of entities to manage the based on country for this assessment. BRAIN may their diaspora are positives,
diaspora in each country websites continue the analysis of several and those that do not
1 countries in future years are negatives

P: based on projected data
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PHYSICAL INFRASTRUCTURE Dimension  Indicator Source Selection
RATIONAL RANKING EFFECTIVENESS OF THE Score of 0 to 10 to the following ~ World Competitiveness Annual report published Critical: < 4.0
DIMENSION INDICATOR SOURCE FOR SELECTION CRITERIA FINANCIAL REGULATIONS survey statement “Finance and  Yearbook - IMD annually based on primary Needs improv.: 4.0 - 5.0
banking regulation is sufficiently data sources Good: 5.0-6.5
] ] effective” Excellent: > 6.5
URBAN MOBILITY Score is a combination of IBM Commuter Pain Indicators reflect the urban Global average separates 1
traffic (Commuter Pain Index) Index and domestic mobility options available POSIIVES AN MEGALIVES; ittt et ettt et e e e e et et et e e e et et e e e e et et e e e et e s e e e et s e e e e e e a et e e e et aeesaaan
and subway availability in the sources about size of in the economic centers of Critical = average - 1 Critical: < 60%
main cities in each country subway network and each country standard deviation; STOCK EXCHANGE Market cap of traded compa- World Bank Data Data published annually based fitical: b . ,
population Excellent = average + 1 nies / GDP on primary data sources Needs improv.: 60% - 90%
standard deviation Good: 90% - 120%
Excellent: >120%
1 o 2
o
ettt ettt e e ettt et et e e
el
QUALITY OF THE AIR Opinions of executives World Economic Forum Annual survey of more Global average separates 5 DEBENTURES Stock of private corporate Bank for International Data publ\sh_ed annually G|Ob§| average separates
IRANSPORT about the air transport Global Competitiveness ~ than 15,000 executives positives and negatives; & debt bonds / GDP Settlements (BIS) based on primary data positives and negatives;
in each country Report Executive Opinion in 139 countries Critical = average - 1 = and EIU sources Critical = average - 1 standard
Survey standard deviation; S deviation;
Excellent = average + 1 <Z,: 3 Excellent = average + 1
standard deviation = standard deviation
2 : .............................................................................................................................
...................................................................................................................................... o CORPORATE Corporate credit stock / GDP Central banks in each Data published annually for Global average separates
) e CREDIT country most countries - primary data positives and negatives;
QUALITY AND COST Opinions of executives about World Competitiveness A report published annually Global average separates Critical = average - 1 standard
OF TELECOMMUNICATIONS the telecommunications Yearbook - IMD based on primary data positives and negatives; deviation;
infrastructure in each country sources and a global opinion Critical = average - 1 Excellent = average + 1
survey of executives with standard deviation; 4 standard deviation
some 4,500 respondents EXCelleNt =3Verage + 1 ittt et eteeea et eaeteeteteietetetetetetetetaetetaetetaeaetetetetaetetaetetaatetarataraaaes
standard deviation
3 SHARE OF REGIONAL Traded stock of companies Bloomberg data analysis  Primary data disclosed Critical: < 5%
AND INTERNATIONAL headquartered abroad as in real time Needs improv.: 5% - 10%
....................................................................................................................................... o ———— 2 percentage of the total Good: 10% - 5500
POWER AVAILABILITY  Opinions of executives World Economic Forum  Annual survey of more Global average separates STOCK EXCHANGE VO“Jhme raded the local Excellent: > 25%
about the current and Global Competitiveness than 15,000 executives positives and negatives; 5 exchange
future power situation Report Executive Opinion in 139 countries L0 L L P
in each country Survey standard deviation; Critical: <3.9
Excellent = average + 1 AVAILABILITY OF Score of 0-7 to the survey World Economic Broad qualitative (survey) L
g " i i ot Needs improv.: 3.9 - 4.8
standard deviation FINANCIAL SERVICES statement “Availability of Forum - Global indicator of the availability Good 4857
financial services” Competitiveness of financial services in the 00 llent. 5.7 -
4 Report country Excellent: 5.7 - 7.0
...................................................................................................................................... 6
BASI( S[RVl(ES AVA".ABI.E Ave’rage 0/0 Ufbaﬂ DODUla' WO['d Baﬂk |ﬂd|(a[0[ ShOWS hOW mUCh G‘Oba‘ ave’rage SeDafateS ......................................................................................................................................
TO THE URBAN POPULATION tion with access to water of the urban population is positives and negatives; STOCK EXCHANGE Total traded volume during World Bank Data Indicator showing the vitality Critical: < 23%
and sanitation served by basic services Critical = average - 1 LIQUIDITY the year / total average Primary source: of the stock market in 119 Needs improv.: 23% - 54%
standard deviation; market cap of listed compa- Standard & Poor’s countries, data available since Good: 54% - 85%
Etxacﬁc‘i‘grndt Eeav\\/aetf\g%e 1 7 nies during the same year 1990 Excellent: > 850
255 LT LT T L PP PP PSP PP PPPPPRTTEIEPPPPPPPR
....................................................................................................................................... PROJECTION Relative position in 2 of the Global Financial Conswslemly publ\shed Critical: last quam\e
AS AN IFC main IFC league tables Centers Index and The thermometer to the external Needs improv.: 3 quartile
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Financial infrastructure

Rationale for

Ranking criteria

Banker International
Financial Centers

perception of the country as
an international financial hub

Good: 2" quartile
Excellent: 1* quartile
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CONNECTIVITY

RATIONALE RANKING
DIMENSION INDICATOR SOURCE FOR SELECTION CRITERIA
INTERNATIONAL Average of tariffs to restrict World Trade Indicators, Indicator published annually in  Critical: > 12.5
OPENNESS FOR TRADE imports and access to other World Bank public sources - calculated by a =~ Needs improv.: 11.0 = 12.5
IN GOODS markets in each country reputable source Good: 9.4 -11.0
taking into account the Excellent: < 9.4
country’s tariff and non tariff
barriers
1
TRADE IN GOODS Country share of international ~ UNCTAD Indicator published annually by Critical: < 0.5
trade in goods / country public sources Needs improv.: 0.5 - 1.0
share of world GDP Good: 1.0- 1.5
2 Excellent: > 1.5
INTERNATIONAL OPENNESS Participation in international World Trade Indicators, Indicator published (ritical: < 26.9
FOR TRADE IN SERVICES agreements for the trade in World Bank annually in public sources Needs improv.: 26.9 - 35.2
services (GATS), in different - calculated by a reputable Good: 35.2 - 43.5
3 sub-sectors source Excellent: > 43.5
TRADE IN SERVICES Country share of interna- UNCTAD Indicator published annually (ritical: < 0.5
tional trade in services / by public sources Needs improv.: 0.5 - 1.0
country share of world GDP Good: 1.0 - 1.5
Excellent: > 1.5
4
CAPITAL FLOWS Country share of internatio- UNCTAD Stat Yearly data available for Critical: < 0.5
nal capital flows / country 207 countries since 1970 Needs improv.: 0.5 - 1.0
share of world GDP Good: 1.0 - 1.5
5 Excellent: > 1.5
INTERNATIONAL AGRE- Number of bilateral International Centre Includes 177 countries, Critical: < 0
EMENTS ALLOWING agreements signed by for Settlement of based on official information Needs improv.: 0 - 21
CAPITAL FLOWS the country Investment Disputes reported by national Good: 21 - 48
6 (ICSID), World Bank governments Excellent: > 48

NATIONAL REGULATIONS
SUPPORTING INTERNATIONAL

Indicators based on expert
interviews, scores vary from
Tto7

Global Competitiveness
Report 2010-2011,
World Economic Forum

Study published annually for
more than 30 years, current
methodology in place since
2005, covers 125 countries

Critical: < 3.8

Needs improv.: 3.8 - 4.6
Good: 4.6 - 5.3
Excellent: > 5.3

Countries represented

in the list of 100 largest
businesses by assets held
abroad, considering the
sum of all assets held out-
side the country of origin

World Investment
Report, UNCTAD

League table published
since 1991, with global
coverage

Critical: Not in the list

Needs improv.: In the list, but
below the top 10

Good: Between # 6 and #10
Excellent: Among the top 5

Index based on regula-
tory demands

Investing Across
Borders - World Bank

Open source covering
87 countries

Critical: < 50.2

Needs improv.: 50.2 - 64.5
Good: 64.5 - 78.8
Excellent: > 78.8

Immigrants as a percent of
the total population in each
country

Indicator published annually
by public sources

Critical: <1.5%

Needs improv.: 1.5% - 3.1%
Good: 3.1% - 9.2%
Excellent: > 9.2%0

CAPITAL FLOWS
7
EXPANSION OF
THE COUNTRY'S
MULTINATIONALS
8
EASE OF ENTRY
FOR FOREIGN
9 MULTINATIONALS
OPENNESS
TO IMMIGRANTS
10
PEOPLE MOBILITY
1"

Number of international flight
destinations from country
per week

Analysis of OAG database
information

Simple indicator of a
country’s air transport
connectivity

Critical: < 10

Needs improv.: 10 - 39
Good: 40 - 69
Excellent: = 70
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IMAGE OF THE COUNTRY

RATIONALE RANKING
DIMENSION  INDICATOR SOURCE FOR SELECTION CRITERIA
IMAGE AS A PLACE Average score of national The Ankholt-GfK Roper The best known international Global average separates
T0 DO BUSINESS image related to business Nation Brands Index indicator of nations brands positives and negatives;

(domestic goods, macro
environment, investment and
immigration)

Critical = average - 1 standard
deviation; Excellent = average
+ 1 standard deviation

Number of internet search
results in English using

the country name and the
“investment” and “business”
keywords

q

This represents the country’s
image in public opinion and is
available at any time

Pool average separates
positives and negatives;
(ritical = average - 1 standard
deviation; Excellent = average
+ 1 standard deviation

1
FOREIGN INTEREST
IN THE COUNTRY'S
INVESTMENT AND
BUSINESS

2
ATTRACTIVENESS FOR
INTERNATIONAL EVENTS

3
SUSTAINABILITY

4
QUALITY OF LIFE

5
CULTURAL OPENNESS

6
PERSONAL SAFETY
AND ASSET
SECURITY

7
IMAGE FOR TOURISM
AND LEISURE

8
QUANTITY
OF VISITORS

% of all international events
held in each country

2010 Environmental
Performance Index

Opinions of executives on
the quality of life in each
country

Executive opinions of how
open each country’s culture is
to foreign ideas

Opinions of executives
about personal safety
and asset security in each
country

Average of the country’s
business related image
scores (tourism, culture and
hospitality)

% world visitors going to
each country

International Congress
and Convention
Association

Yale Center for
Environmental Law
and Policy (YCELP) and
Center for International

Earth Science Information

Network (CIESIN)

World Competitiveness
Yearbook - IMD

World Competitiveness
Yearbook - IMD

World Competitiveness
Yearbook - IMD

The Ankholt-GfK
Roper Nation Brands
Index

The Economist
Intelligence Unit

Fairs and events reflect
business interest in Brazil,
published annually

Indicator reflects the ecolo-
gical sustainability of each
country based on the impact
of all of its activities on the
environment

A report published annually
based on primary data
sources and a global opinion
survey of executives with
some 4,500 respondents

A report published annually
based on primary data
sources and a global opinion
survey of executives with
some 4,500 respondents

A report published annually
based on primary data sources
and a global opinion survey of
executives with some 4,500
respondents

The best known international
indicator of nations brands

This information is available
annually and shows visitors
interest in each country

Global average separates
positives and negatives;
Critical = average - 1 standard
deviation; Excellent = average
+ 1 standard deviation

Global average separates
positives and negatives;
(ritical = average - 1 standard
deviation; Excellent = average
+ 1 standard deviation

Global average separates
positives and negatives;
Critical = average - 1 standard
deviation; Excellent = average
+ 1 standard deviation

Global average separates
positives and negatives;
Critical = average - 1 standard
deviation; Excellent = average
+ 1 standard deviation

Global average separates
positives and negatives;
(ritical = average - 1 standard
deviation; Excellent = average
+1 standard deviation

Global average separates
positives and negatives;
(ritical = average - 1 standard
deviation; Excellent = average
+ 1 standard deviation

Global average separates
positives and negatives;
Critical = average - 1 standard
deviation; Excellent = average
+ 1 standard deviation
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