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From the late 2000s, driven by the boom in comnyogitces, the movement of land
acquisition has Been accentuated by non-nationBleveloping Countries, According
to the World Bank. In Theoretical terms, the apploaf New Institutional Economics
(NIE) That argument Institutions are important e tStrategies and Their agents of
economic performance. AIMS This study how to anstherInstitutions present in the
peripheral Countries reflect the process of landquesitions by foreign
investors. Backed by the NIE, this research aimextomine the acquisition of land by a
foreigner. For this objective, secondary data hasnbused - from International
Organizations such as Food and Agriculture Orgaiozg FAO), World Bank, United
Nations Conference on Trade and Development (UNC)IAiternational Monetary
Fund (IMF), Organization for Economic Co-operatamd Development (OECD), Wall
Street Journal and national agencies. Our hypahést is the strength or weakness in
the institutional environment present in Certairv&eping States is influential in the
critical level of Foreign Direct Investment (FDIhat They receive land grabbing in the
market. Our Methodology Aiming is to verify throughe regression A statistical
relationship among the level of FDI in recipienuntries (dependent variable) against
independent variables such as participation in Adtire Gross Domestic Product
(GDP), exports of agricultural goods, freedom ofeistment, property rights force and
corruption level.We expect That Weaker Countriethwistitutional environments, less
insurance to receive lower trend Investments indLBarchases and leases, other than
That states have a better institutional structOteer hypothesis May Also be raised,
but for now we focused capabilities in this firadlamost important proposition.
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Investments



1. BACKGROUND
At the end of the 2000s the economies of some dpiwe} countries have
become targets of a new wave of investments, tieabof significant acquisitions and
leases of land. According to the reptRising Global Interest in Farmlandt Can
Yield Benefits Sustainable and Equitablg¥VORLD BANK, 2010), from October
2008 to August 2009 were tallied 464 projects, bfclw 202 of them together have a
total area of 46.6 million hectares (Figure 1) céwling to the World Bank (2010),
such projects have an average size of 40,000 ha, duarter of them involve more than
200,000 ha. Africa and Latin America have beenrédggons with the largest number of
related projects.
CHART 1 - FREQUENCY DISTRIBUTION OF PROJECTS AND
TOTAL LAND AREA BY DESTINATION REGION AND COMMODITY

GROUP.
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This dynamic of inversion, which has been obserhed, been accentuated by
the increase in food prices driven by boom in comlityprices (see Chart 2). Adding
that, the projected population growth of the FA@d#& and Agriculture Organization) —
which estimates that in 2050 the world populatiati lie approximately nine billion



inhabitants (OECD, 2009) — have spawned a deepeconabout population food

security.
GRAPH 2 — COMMODITY FOOD PRICE INDEX MONTHLY PRICE

144.77 N

Index Number

001
2001
£
L=
=

i

i
o044

Jul-2003
al
Jul-2008

3

Source: International Monetary Fund (elaboratedhiogx Mundi).
Description: Commodity Food Price Index, 2005 = lid8ludes Cereal, Vegetable Oils, Meat, Seafood,
Sugar, Bananas, and Orange Price Indices.

Moreover, the subsequent economic crisis of 2008¢hwwas originated in the
center of the global financial system, had a paldity forceful impact on the
developed nations. The crisis affected areas adirfgnof agricultural production,
acquisition of inputs for this production and ldgiscost in distribution of final
products.

Beside the economic issue, another issue relatdtettheme of the investments
in land, refers to the environmental conditionse TRCC (Intergovernmental Panel on
Climate Change) presented reports warned us abelgeriousness of the problem that
the world as a whole will have to face soon, inahkhihe agricultural activitper seis
one of the most vulnerable to such changes. Acagrtti reports of the IPCC AR4 and
the OECD (Organization for Economic Cooperation d@welvelopment), agriculture
contributes with 14% of anthropogenic emissiongyi@enhouse gases (IPCC, 2007),
and is responsible for consuming approximately 78fglobal freshwater (OECD,
2009). Fears related to global warming, scarcitywater resources and arable land,
increased the uncertainty surrounding the abilitfood production and to meet the
growing demand for such goods.

Therefore, prospects like these, added to thetlfettthe distribution of natural
resources, population groups and financial poweérasdom” in the world (since the

three factors are not necessarily in the sameigatgenerated in different developed



nations, the movement of foreign investment throtighpurchase of land in developing
countries. Given this context, this paper aims tglyzing secondary data analysis from
the perspective of New Institutional Economy findt dhe conditioning factors of
investments in land in developing countries.

In addition to this introductory section, sectiomot will address theoretical
aspects of institutions and land markets, explginive fundamental hypothesis work,
section three will present in details the data armethodology used, section four will
reveal the results of the model and finally in mectfive will be exposed to the

conclusions and recommendations for future work.

2. INSTITUTIONAL ENVIRONMENT AND LAND MARKET

Given the situation, described above, bio-energyfand security are becoming
an increasing concern of world population, espbcial developed countries and some
nations with rapid economic growth and reduced laladity of resources. The direct
ownership of productive resources, especially l&mdeconomic agents as: individuals,
organizations and even States, have moved to meeapbountries that still hold a great
potential water and arable land. To ensure accefgese scarce resources - which tend
to become even more — these organizations areasiagly forming what some call
"new colonialism" (THE ECONOMIST, 2009), or "neoragan colonialism" (LE
MONDE DIPLOMATIQUE, 2009). It would indeed be thes revival movement of
colonialism, particularly aiming the expropriatiari recipient countries? Or such a
venture will enable economic development in thesas?

To answer this questions we should step back addratand these movements
are formed which are their determinants and pog#ilair consequences. To ensure this
task we will use the theoretical framework of NI&e(v Institutional Economics) as a
substrate on which to erect the present analysis.

As recommended by the NIE, the institutional envinent is crucial in the
decision of making an investment, it also is imanottin the form of governance over
which this investment will occur. It means that hresent institutional structure in an
economy determines the set of feasible organizatiand result in economic
performance (See Figure 1). So we can argue tigttutions matter and determine the
different governance strategies to be adoptechdrcase in the way foreign investment
will occur.

FIGURE 1 — INSTITUTIONS AND ORGANIZATIONS
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In other word, institutions are the "game rules'ORITH, 1990) in a social
environment, they shape human interaction and eedhe uncertainty of it. In the
words of Nobel laureate Douglass North (1990):

“Institutions are the rules of the game in a sogiet,
more formally, are the humanly devised constsinthat
shape human interaction. In consequence tl&ycture
incentives in human exchange, whether politisatial, or
economic. Institutional change shapes the wayietes
evolve through time and hence is the keyuriderstanding
historical change.[INORTH, 1990. p. 3).

Thus, changes in institutional and technologicaleos (not necessarily in that
order) are crucial to social evolution and econodegelopment of a particular nation.
In case of institutions it happens because thegteseincentives for the development
which according to the authotare the underlying determinants of economic
performance.NORTH, 1990. P. 135).

In this sense, the presence of strong and effidresittutions which structure
well defined property rights, aresme qua noriactor for achieving incentives and due
to be made effective economic development. As #dohrtology is available to some
extent, to all countries, whether "rich or poore a@he existing institutions (formal or
informal) that determine intern economic performanc

It can be seen that there is a compelling thealebesis present in the NIE,

which enables the study of the issue concerningxiging risks and transaction costs



in the purchase of land by foreigners, which ermallee formulation of research
hypothesis:

H1: The institutional environment in developing coiggris determinant on the
level of land foreign direct investment.

H1.1: the lower is the security in formal properights of the host country, the
lower will be the investment in purchases and lseaddand by foreigners.

3. FOREIGN INVESTMENT IN LAND: MODEL ANALYSIS

An empirical analysis was carried out to on develgountries referent to the
2000 to 2009 years. We sought to ascertain fromubipte linear regression (MLR),
the impact of institutions - primarily in three ase Economic, Legal and Politic — as
determinants in land foreign direct investment (F-DI

Data were collected from 74 countries of sub-Saaaar South and Central
America and the Caribbean (see Annex 1) in threen rdatabases. The data were
referent from our six study variables are describeldw:

3.1 FDI (Foreign Direct Investment - FDI)

FDI is defined as the dependent variable of the @hdthe data regarding the
flow of FDI (U.S. $) from 2000 to 2009 were colledton the basis of UNCTAD
(United Nations Conference on Trade and Developmbntorder to perform
parametric statistical tests were obtained theamesof FDI for the period set for each
country, however, to avoid possible distortions smdllow an analysis of continuity we
made the natural logarithm of the mean (In).

3.2 Agricultural GDP per Capita (AGROGDP)

The literature shows that macroeconomic variables anportant in de
occurrence of foreign direct investment (SERVE&N al,1993; AMAL et
al, 2005). Thus, the importance of agriculture in G{@?oss Domestic Product) was
included in the model in order to verify if changesdomestic agricultural production
are crucial in the potential attraction of exterialestment. Data were collected at
UNCTAD from 2000 to 2009, regarding the participatiof agriculture (farming,
hunting, forestry and fishing) in total GDP, andefathis value weighted by the
population of countries (UNCTAD) in those years.efhwe took the average and
performed the natural logarithm with the resultimglue. It is expected that the
relationship is positive, it means that an increasthe agricultural GDP generates an

increase in foreign investments in the country.



3.3 Agro Exports in Total Exports (AGROEXP)

In order to verify the potential impact that thgpext of agricultural goods has in
attracting foreign direct investment, data were lextéd at the FAO (FAO
YEARBOOK, 2010) concerning the participation of iagltural exports in total exports
during the years 1999 to 2008. Following the samacquure realized with other
variables generating an average of the period dtet aompletion of the natural
logarithm. The expectation is that as increasimgpérticipation of agricultural products
in total exports, there is an increased FDI flows.

3.4 Freedom of Investment (INVFREE)

The firstproxyused to measure the institutional strength, retierBeedom of
investment in the country. Through this variablantended to observe the degree of
economic freedom of investment in the localitiestiy natural logarithm of the scores
average in the considered period (2000 to 2008)a vere collected in tHadex of
Economic Freedomonducted by th&all Street Journadnd theHeritage
Foundation.According to the website of the institution:

“In an economically free country, there would be no
constraints on the flow of investment capital. Wdiials and
firms would be allowed to move their resources emd out of
specific activities both internally and across tkeuntry’s
borders without restrictiori (HERITAGE FOUDATION,
2011a)

In this variable the expected sign is positive,ceima greater freedom of
investment would provide greater and "easy" acoédereign capital in the recipient
country, as well as possible relocation of this wiadready presented in the internal
environment.

3.5 Legal Force (LEGALF)

The theory of New Institutional Economics, as disd, showed that in the
presence of consistent institutions, which definearty the fules of the ganie
(NORTH, 1991) are crucial in the generation of leggfeguards for property rights of
investors (external and internal).

To verify that the "legal power" of individual cowies is a determining factor in
attracting FDI, we use awsoxythe natural logarithim of averageoresof "Property
Rights"from 2000 to 2009, attributed by thi¢all Street Journadnd by theHeritage
Foundation.In the words of the Foundation itself:

“The property rights component is an assessmetitef
ability of individuals to accumulate private propgrsecured by



clear laws that are fully enforced by the statemiasures the
degree to which a country’s laws protect privategerty rights
and the degree to which its government enforcesettaws.”
(HERITAGE FOUDATION, 2011b)

It is expected that there exist a positive correlabetween the level of Legal
Force (Property Rights) and the realization of igmedirect investment.

3.6 Politic Force (POLITF)

In addition to juridical security, measured by traiable described above, the
new institutional economics and the political sceertell us that the regularity and
reliability are crucial for policy to maintain aastie democracy (DAHL, 1997), and thus
provide an environment "insurance" for economicali@ment.

In order to verify the importance of "politic fofcas an attractive to FDI, was
used as aroxyvariable Freedom from Corruptionissued by th&Vall Street
Journaland theHeritage Foundationfor the period 2000 to 2009 followed the same

procedure performed with the other variablscording to that entity:

“Corruption erodes economic freedom by introducing
insecurity and uncertainty into economic relatioipsh’
(HERITAGE FOUDATION, 2011c)

It is expected that the variable is positively tethto the level of investment,
since a lower level of corruption increases theneaaic security for the investor.

Below is a summary table of the above variablef wie expected results in the

final model.
CHART 1 — VARIABLE DESCRIPTION
Variable Unity Source Expected
Variation
Foreign Direct InvestmentUS$ UNCTAD
N.A.
(FDI)
Agro GDP per capita| % UNCTAD +
(AGROGDP)
Agro Exports / Total Exports % FAO Stat — Yearbook, 2010 +
(AGROEXP)
Freedom of Investment- (scorg The Wall Street Journak Heritage +
(INVFREE) Fondation
Legal Force (LEGALF) -gcore The Wall Street Journak Heritage +
Fondation
Politic Force (POLITF) {score) The Wall Street Journak Heritage +
Fondation

Source: the authors.

3.7 Model



As we have mentioned above this study makes uspiartitative methods in
cross-sectional secondary data. Making use of th#iple Linear Regression (MLR)
technigue, we sought to determine which factorseveggnificant and which have more
intense impact on attracting FDI in 74 countriekeded for the first decade of XXI
century.

After a description of the variables out in theyioers, shows the formula used
in this econometric work:

InFDI = B, + BINAGROGDP +BINAGROEXP +8InINVFREE +BINLEGALF +
BINPOLITF + e

4., RESULTS: INSTITUTIONS MATTER
First we have tried to carry out a preliminary gsa by the Pearson correlation
matrix in order to verify the relationship betwe#re independent and dependent
variables, moreover sought to give some descripshatistics of each variable (see
Table 1 with the results).

TABLE 1 — DESCRIPTIVE STATISTICS AND PEARSON CORREL ATION
MATRIX (N = 74)

Variables Mean S.D. 1 2 3 4 5 6
1 FDI 3,854 1,822 1
2 AGROGDP 5,106 1,447 374 1
3 AGROEXP 2,714 1,596 429" 007 1
4  INVFREE 3,798 0,385 . 451" 150 031 1
5 LEGALF 3,579 0,512 24" 254 -,048 726 1
6 POLITF 3,355 0439 567" 324" 031  -4485 727 1

*, Correlation is significant at the 0.05 levelt@led).
**_Correlation is significant at the 0.01 levek@iled).

It was observed that there are significant con@atst between the independent
variables to the dependent variable. This factatmrates the theoretical assumption
that there is a causal relationship between FDI #ra other variables of our
model. Then we intend to verify the results of Multiple Linear Regression which is

described below in Table 2.

TABLE 2 — REGRESSION RESULT (DEPENDENT VARIABLE: FD 1)

Coefficients t




AGROGDP 0,263 2,665

(0,208)

AGROEXP -0,482" -5,658
(-0,420)

INVFREE 1,031
(0,113)

LEGALF 1,350 3,513
(0,380)

POLITF 0,980 2,140
(0,236)

Constant 4,312 -3,901

R2 0,630

R2? (adjustaded) 0,608

F 28,977

N 73

*. Correlation is significant at the 0.05 levelt@led).
**_Correlation is significant at the 0.01 levek@iled).

Before going further, it is noteworthy that the Kalgorov-Smirnov test was
performed, the test verified the normality of resits and thus validating the model
developed. Continuing to study is important to gpalthe model results for each
variable, see if our initial expectation was camid, and understand what each variable
in the explicit.

The AGROGDP variable proved to be significant at, Htd its signal actually
confirms our initial expectation. We may thus infieat the size of agricultural GDOger
capitais directly related to the level of investmentfbyeigners in the country. That is,
we can infer that the greater is agricultural Gp& capitaof a country the greater
would be the potential to attract foreign investmen

AGROEXP variable similarly was significant at 1%utlits signal was different
than we have expected. That is, a decrease inothé eéxported agricultural goods
would lead to an increased level of FDI. It canitferred that due to the fact that this
variable works with the interaction between twofetént economic environments (%
agro exports in total exports), the influence otheange rates and fluctuations in
commodity prices, may be possible explanatoryterunexpected outcome.

Continuing the analysis, we begin to evidence thaables which aimed to
measure the importance of institutions in threemnaaeas (economic, legal and politic),
the INVFREE was the only non-significant varialbtetihe model. This result allows us

to infer that the foreign investor seeking to laddes not prioritize their attention to the



fact that host countries economy have a highel lgvievestment economic freedom in
the moment they decide to allocate their resourcdsveloping markets.

This fact can be corroborated by the analysis ofesoases, for example: Under
the Constitution of the Mozambique Republic, onagaaph 1 and 2 of the 109 Article
in conjunction with Article 3 of the Law No. 19/9ffom October 1th (Land Law), land
Is state property and can not be sold or otherwadenated, mortgaged or
pledged. According to Article 110 in conjunctiontiviArticle 9 to 12 of the Land Law
is only given the right to use and Tenure (DUATheTact that we want to highlights is
that even with these "barriers” to the investmdéme, flow of foreign investments in
Mozambique's land increases continuously.

Other case is the Brazilian one. Even with theriegins committed after the
published note of the Union General Attorné&ygyocacia Geral da Uniad AGU No.
01/2008 - RVJ), who reinterpret the law - 5709/lithjting the purchase of land by
non-national, external investment is still flowitgthese markets, but often flowing in
with other patterns, for instance through contngjlinterest of Brazilian agribusiness
companies (ESTADO DE SAO PAULO, 2011), or by asstmn with individuals and
local governments (DCI, 2011).

It can be inferred therefore that the lack of fimadfor the investment is not a
limiting factor in reversing land, since the drivea® subject to local regulations or can
find new ways of inversion, thus maintaining th@aflof investment.

Following with the analysis, the LEGALF variableostn significance at 1%,
and follows with the positive sign expected. Thasult corroborates the argument of the
importance of institutions in legal area as a matmensure the direct ownership of the
drives, therefore they sought to allocate theiowueses in States that generate more
legal safeguards for their investments.

Finally the POLITF variable also appears positivediated to the flow of FDI
and significantly, albeit at 5%. We can therefanéeii that foreign investors seek to
invest in places that have a relatively lower lexfetorruption which gives them greater
safeguards on their investments. Yet the fact thiatvariable does not have the same
significance than appeared in LEGALF indicate tlitattould not bea sine qua
nonfactor for the investments realization, since 8toes can sometimes use their

market power to potentially corrupt institutionstireir favor.

5. CONCLUSIONS



The expected population growth, the insertion néa middle class in emerging
markets, rising agricultural commodity prices ahed $carcity of arable land available in
traditional markets is driving external investortafes, multinational corporations,
pension funds and even individuals) to allocater tressources in buying agricultural
land existent in developing countries.

The present literature on New Institutional Econmsnireveals that institutions
are fundamental in promoting the economic develognoé countries in which they
are. By creating an environment of clear rules #mgs potentially attract external
resources, stimulate domestic investment, and hiyegenerating internal productivity
and income.

This study sought, by analyzing secondary datawstimt the presence of
reliable legal and political institutions, in addit to production and export potential of
agriculture, are crucial in the flow of foreign Estment received by developing
countries.

Set as recommendation for future studies examitmagnstitutional rules of the
host countries in order to verify if the differenamong different countries institutions
would promoter different patterns of foreign invasnt, in other word, in countries
with weaker institutional environments the pattefnnversion is more "predatory” for
natural resources and population, than in statés stionger institutional environment

and strong.
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ANNEX 1 - 74 COUNTRIES USED IN THE SAMPLE

Angola Guyana




Argentina

Bahamas

Barbados

Belize

Benin

Bolivia (Plurinational State of)
Botswana

Brazil

Burkina Faso
Burundi

Cameroon

Cape Verde

Central African Republic
Chad

Chile

Colombia

Comoros

Congo

Costa Rica

Cote d'lvoire

Cuba

Dem. Rep. of the Congo
Djibouti

Dominica
Dominican Republic
Ecuador

El Salvador
Equatorial Guinea
Eritrea

Ethiopia

Gabon

Gambia

Ghana

Guatemala

Guinea
Guinea-Bissau

Haiti
Honduras
Jamaica
Kenya
Lesotho
Liberia
Madagascar
Malawi

Mali
Mauritania
Mauritius
Mozambique
Namibia
Niger

Nigeria
Panama
Paraguay
Peru
Rwanda
Saint Lucia
Saint Vincent and the Grenadines
Sao Tome and Principe
Senegal
Seychelles
Sierra Leone
South Africa
Sudan
Suriname
Swaziland
Togo
Trinidad and Tobago
Uganda
Uruguay
Venezuela
Zambia
Zimbabwe




