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ABSTRACT

Foreign direct investment has aided in a significant manner the economic develop-
ment of Latin America since the early 1990s because capital in this region is lim-
ited (Blanco, 2012). Despite some criticism literature on FDI has overwhelmingly
demonstrated that FDI has positive effects on host countries (Tan & Meyer, 2011)
especially in Latin America (Wooster & Diebel, 2010). Authors researching the
effects of FDI in Latin America have stated that this investment helps to growth on
productivity (Blonigen & Wang, 2005) and thus, might help developing countries
to begin their road to development. Therefore, scholars have devoted great efforts
to understanding the determinants of FDI to Latin America and a brief overview
will be provided in this study.This paper will present a detailed account of FDI
flows to the region, a clear definition of corruption and how it is manifested in Latin
America. After these definitions, suggestions are provided to deal with the problem
of corruption in the region.
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Corruption in Latin America and How It Affects Foreign Direct Investment (FDI)
1. INTRODUCTION

Inthis chapter a description of foreign direct investment (FDI) flows, its determinants,
and corruption in Latin America will be provided. The rationale for analysing how
corruption affects the attraction of FDI to Latin America is due to the size of the
region and its substantial FDI inflows, which can provide a clear macroeconomic
picture of the issue. Also, all the countries in Latin America are considered develop-
ing and thus with high levels of corruption (Except Chile that does not present high
levels of corruption but is still considered developing) (Transparency International,
2011). Therefore, this region represents an ideal location to study how corruption
affects FDI depending on the corruption levels of the home countries.

Foreign direct investment has aided in a significant manner the economic de-
velopment of Latin America since the early 1990s because capital in this region is
limited (Blanco, 2012). Despite some criticism literature on FDI has overwhelmingly
demonstrated that FDI has positive effects on host countries (Tan & Meyer, 2011)
especially in Latin America (Wooster & Diebel, 2010). Authors researching the
effects of FDI in Latin America have stated that this investment helps to growth on
productivity (Blonigen & Wang, 2005) and thus, might help developing countries
to begin their road to development. Therefore, scholars have devoted great efforts
to understanding the determinants of FDI to Latin America and a brief overview
will be provided in this study.

Also, studies have consistently demonstrated that corruption has a detrimental
effect on FDI flows. Therefore, studying corruption and its causes in Latin America
can be viewed as the first step to start dealing with this problem. This paper will
present a detailed account of FDI flows to the region, a clear definition of corruption
and how it is manifested in Latin America. After these definitions, suggestions are
provided to deal with the problem of corruption in the region.

2. DEFINITIONS
2.1 Foreign Direct Investment (FDI)

Foreign direct investment (FDI) is defined by the Organization for Economic Coop-
eration and Development (OECD) as “cross-border investment by a resident entity
in one economy with the objective of obtaining a lasting interest in an enterprise
resident in another economy” (OECD, 2014). By lasting interest the OECD means
that a long-term interest and significant influence between the direct investor and
the enterprise should exist. Therefore, to be considered FDI, the foreign investor
should at least have 10% of the voting power in an investment made overseas.

31



15 more pages are available in the full version of this
document, which may be purchased using the "Add to Cart"
button on the publisher's webpage: www.igi-
global.com/chapter/corruption-in-latin-america-and-how-it-

affects-foreign-direct-investment-fdi/138758

Related Content

Initiating Brunei Cross-Border Tourism (BCBT) as Gateway to Borneo
(2021). International Journal of Asian Business and Information Management (pp. O-
0).

www.irma-international.org/article//273899

Impact of the Belt and Road Initiative on the Countries of Central, Eastern,
and Southeastern Europe

Mirela MitraSeviand Milo§ Radoslav Pjani (2022). Opportunities and Challenges for
Multinational Enterprises and Foreign Direct Investment in the Belt and Road Initiative
(pp. 122-143).
www.irma-international.org/chapter/impact-of-the-belt-and-road-initiative-on-the-countries-of-

central-eastern-and-southeastern-europe/307592

Contagion Effects on Stock Market of Bangladesh: An Empirical Study on
Dhaka Stock Exchange Shariah (DSES) Index

Mohammad Ashraful Ferdous Chowdhury, Md. Mahmudul Haqueand Md. Nazrul
Islam (2017). International Journal of Asian Business and Information Management
(pp. 1-14).
www.irma-international.org/article/contagion-effects-on-stock-market-of-bangladesh/179913

Functional Effectiveness and Modern Mechanisms for National Urban
Systems Globalization: The Case of Russia

Denis Ushakovand Alexey Arkhipov (2020). Migration and Urbanization: Local
Solutions for Global Economic Challenges (pp. 265-282).
www.irma-international.org/chapter/functional-effectiveness-and-modern-mechanisms-for-

national-urban-systems-globalization/237479

Global Leadership Competencies and Orientations: Theory, Practice, and
Future Implications

Idahosa Ighinakhaseand Vannie Naidoo (2019). Contemporary Multicultural
Orientations and Practices for Global Leadership (pp. 59-79).
www.irma-international.org/chapter/global-leadership-competencies-and-orientations/215469



http://www.igi-global.com/chapter/corruption-in-latin-america-and-how-it-affects-foreign-direct-investment-fdi/138758
http://www.igi-global.com/chapter/corruption-in-latin-america-and-how-it-affects-foreign-direct-investment-fdi/138758
http://www.igi-global.com/chapter/corruption-in-latin-america-and-how-it-affects-foreign-direct-investment-fdi/138758
http://www.irma-international.org/article//273899
http://www.irma-international.org/chapter/impact-of-the-belt-and-road-initiative-on-the-countries-of-central-eastern-and-southeastern-europe/307592
http://www.irma-international.org/chapter/impact-of-the-belt-and-road-initiative-on-the-countries-of-central-eastern-and-southeastern-europe/307592
http://www.irma-international.org/article/contagion-effects-on-stock-market-of-bangladesh/179913
http://www.irma-international.org/chapter/functional-effectiveness-and-modern-mechanisms-for-national-urban-systems-globalization/237479
http://www.irma-international.org/chapter/functional-effectiveness-and-modern-mechanisms-for-national-urban-systems-globalization/237479
http://www.irma-international.org/chapter/global-leadership-competencies-and-orientations/215469

