Foreign Direct Investment

Having already learned to transform itself from a
state-owned enterprise into an efficient and effective
competitor, Telefonica believed it could do the same
for companies it acquired in Latin America, many of
which were once part of state-owned telecommunica-
tions monopolies. In the late 1990s, Telefonica in-
vested some $11 billion in Latin America, acquiring
companies throughout the region. Its largest invest-
ments were reserved for Brazil, the biggest market in
the region, where it spent some $6 billion to purchase
several companies, including the largest fixed line op-
erator in Sdo Paulo, the leading mobile phone operator
in Rio de Janeiro, and the principal carrier in the state
of Rio Grande do Sul. In Argentina, it acquired 51
percent of the southern region’s monopoly provider, a
franchise that included the lucrative financial district
of Buenos Aires. In Chile, it became the leading share-
holder in the former state-owned monopoly, and so on.
Indeed, by the early 2000s Telefonica was the No. 1 or
2 player in almost every Latin American country, had
a continent-wide market share of about 40 percent,
and was generating 18 percent of its revenues from the
region.

Still, for all of its investment, Telefonica has not had it
all its own way in Latin America. Other companies could
also see the growth opportunities, and several foreign
telecommunications enterprises entered Latin America’s
newly opened markets. In the fast-growing mobile seg-
ment, America Movil, controlled by the Mexican billion-
aire Carlos Slim, emerged as a strong challenger. By 2008,
the Mexican company had 182 million wireless sub-
scribers across Latin America, compared to Telefonica’s
123 million, and intense price competition between the
two companies was emerging.
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With the die already cast in Latin America by the
mid-2000s, Telefonica turned its attention to neighbor-
ing countries in Europe. For years, there had been a tacit
agreement between national telecommunications com-
panies that they would not invade each other’s markets.
In 2005 this started to break down when France Tele-
com entered Spain, purchasing Amena, the country’s
second-largest mobile carrier behind Telefonica. Tele-
fonica moved quickly to make its own European acquisi-
tion, acquiring Britain’s major mobile phone operator,
02, for $31.4 billion. O2 already had significant opera-
tions in Germany as well as the United Kingdom. The
acquisition transformed Telefonica into the second-largest
mobile phone operator in the world, measured by cus-

tomers, behind China Mobile.*®

Case Discussion Questions

1. What changes in the political and economic en-
vironment allowed Telefonica to start expanding
globally?

2. Why did Telefonica initially focus on Latin
America? Why was it slower to expand in Europe,
even though Spain is a member of the European
Union?

3. Telefonica has used acquisitions, rather than
greenfield ventures, as its entry strategy. Why do
you think this has been the case? What are the
potential risks associated with this entry strategy?

4. What is the value that Telefonica brings to the
companies it acquires’

5. In your judgment, does inward investment by
Telefonica benefit a host nation? Explain your
reasoning’
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