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Abstract 
Latin America is the most dangerous continent in the world outside a war zone. Drug 
trafficking has intensified and contributed to an increase in violence caused by organized 
crime groups vying for control. Violence does not only negatively affect social order and 
security but there are also economic implications that can reduce a country’s business 
appeal to attract foreign investment. Although it would be assumed societal violence 
would lessen foreign investment due to perceived risks, Latin America continues to 
attract billions in foreign investment. This paper uses lag regression and correlation 
models to determine the impact societal violence has on inward FDI to the Latin 
American region. This paper then delves into five industries that violence would impact 
in Honduras, Mexico, and Chile. This paper determined that at the regional level, 
violence in not a strong determinant affecting FDI. Violence will, however, affect the 
distribution of inward FDI across industries.  
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Introduction 
Latin America is the most dangerous continent in the world with record-breaking 

homicide rates.1 Drug trafficking has intensified and contributed to an increase in 
violence caused by organized crime groups vying for control. These violent criminal 
organizations undermine the rule of law and state security as they use violence to impose 
control. Their impunity from state and judicial interference not only affects the social 
order and security of a country but also has economic implications that negatively impact 
a country’s ability to attract foreign direct investment (FDI) for growth and development 
purposes. Daily life becomes more dangerous and crime reduction efforts absorb state 
resources and lessen the delivery of other services. Organized crime has a profound 
impact on institutional stability and the business climate. The argument can be made that 
as organized crime violence increases, FDI would decrease. However, this argument does 
not seem to be the case in Latin America as billions in FDI continue to pour into the 
region. Violence can affect the attractiveness of the business climate, but can societal 
violence from organized crime deter foreign investment or impact its distribution?  

In 2011, violent protestors and guerillas of the Revolutionary Armed Forces of 
Colombia (FARC) attacked a Toronto-based oil company in Colombia by destroying 
electricity lines, backhoes, and burning dump trucks.2 The company was forced to 
temporary stop production, lose millions, and evacuate personnel by helicopters.3 In 
2012, a drug cartel known as the Knights Templar firebombed five distribution centers of 
a PepsiCo-owned Mexican snack company because the cartel assumed that the 
government was using the trucks to spy on the cartel.4 However, in the same year, 
confidential Stratfor emails released by WikiLeaks stated that foreign investment has not 
yet become a victim of violence in Mexico and that there is no evidence suggesting that 
foreign investors have been driven away by violence.5 Jose Juan Ruiz, a Spanish 
economist at Spain’s largest bank, Banco Santander, stated that drug trafficking does 
have political costs and reduces the attractiveness of investment in Mexico, but there has 
not been a drop in tolerance for investing in Latin America due to the perception of narco 
risk.6 PepsiCo might advise otherwise.  

Investor behavior is complex and an array of factors goes into deciding to invest 
in a particular country, such as the perception and tolerance to withstand economic risks 
to obtain long-term objectives. An investor may perceive a country as a risky investment, 
but the lure of profits may motivate potential investors even in the face of such risk. 
There is no doubt that investors are wary about the growth of violence in countries of 
interest and will contemplate whether the return will be worth the risks. There is what I 
call an FDI paradox in which violence should deter FDI due to the perceived risks of 
doing business, yet high amounts of foreign investment flow into the most dangerous 

                                                
1 Global Homicide Book 2014, (United Nations Office on Drugs and Crime, 2014). 
2 John Otis, Violent Protests Threaten Colombia’s Oil Boom, (Time Magazine, 2011). 
2 John Otis, Violent Protests Threaten Colombia’s Oil Boom, (Time Magazine, 2011). 
3 Ibid.  
4 Michael Billera ,Knights Templar Drug Cartel Firebombs Sabritas Distribution Center, 
A PepsiCo Subsidiary, (International Business Times, 2012). 
5 Drug War Has Not Cost Mexico Investment, Experts Say, (WikiLeaks, 2012). 
6 Ibid.  
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countries. However, it would be fallacious to assume that violence is the only factor 
affecting FDI. The strength of the world economy could dramatically affect the amount 
of FDI going into a specific region or the amount one industry receives over another. 

Organized crime is a disincentive for investment and generally increases the costs 
of doing business. Organized crime is defined as criminal organizations that are involved 
in illegal goods and services. Organized crime groups vie for control and influence and 
are willing to use violence to achieve their goals. Their illegal behavior through the drug 
trade in Latin America has high costs to regional security and can disrupt supply chains. 
The escalation of violence can force foreign investors to divest, close operations, or seek 
additional security services.  

Intentional homicide data was used as a proxy to measure violence. Homicide 
data can reflect the level of violence in a country, is strongly correlated to other violent 
crimes, and is the most comparable value across countries. Organized crime groups 
commit homicides for various reasons. They may seek the elimination of competitors, 
rivals, or political representatives that complicate their illicit goals. Homicides may be 
used as a show of strength, to send a message, or to gain territorial control. Regardless of 
the reasons, the use of violence by criminal groups has a direct impact on public security 
and can deter foreign investors and influence the distribution of FDI. It is important to 
note, that this paper does not measure homicides by interpersonal homicide such as 
violence perpetrated by a family member or partner, socio-political homicides committed 
out of social prejudices or political agendas, or random violence in which an individual 
does not care who the victim is. Rather, this paper will examine violent intentional 
homicides related to organized crime groups, since these groups often spearhead urban 
conflicts that challenge the rule of law and hinder security, as well as have motives 
behind the use of violence.  
  Previous studies have argued that violent environments are less likely to attract 
FDI. This paper challenges that argument due to Latin America’s ability to receive FDI 
despite violence. This paper contributes to the small but growing literature on the 
relationship between organized crime violence and FDI in Latin America by arguing that 
total FDI to a host country is not deterred by such violence, instead, violence affects the 
distribution of FDI to specific economic sectors.  
 This paper will begin with a review of the literature about the relationship 
between violence and inward FDI. While some claim there is a negative correlation 
between the two, others claim the effects of violence from organized crime differ across 
economic sectors. I will follow with the methods used, as well as, an overview of FDI 
flows and violence in Latin America. I will then analyze violence and inward FDI trends 
across three Latin American countries: Honduras, Mexico, and Chile. These countries 
represent high, medium, and low levels of violence and provide insight about how FDI 
would be affected. The next section will delve into the effects of violence on various 
industries and their ability to attract foreign investment. The paper will close with a 
discussion of the findings.     

Literature Review 
The current literature on violence and inward FDI is inconsistent about whether 

violence from organized crime can be harmful to FDI. In part, literature on the topic of 
FDI has been focused more on the relationship between foreign investment and 
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corruption in developing countries and has often undervalued the relationship with 
violence. An atmosphere of intimidation and financial risk can cause investors to look 
elsewhere in order to prevent potential losses.7 For instance, violent terrorist events in 
Spain reduced annual FDI by 13.5 percent, and in Greece it reduced FDI by 11.9 
percent.8  

Blomberg and Mody (2005) argue that violence can deter inward FDI because it 
can raise political risk and increase the cost of investment. They emphasize that violence 
in the form of terrorism, revolutions, and wars in developing countries can hurt 
investment and cause foreign investors to seek safer locations. Burger, Ianchovichina, 
and Rijkers (2015) claim that the negative effects of violence on greenfield investment 
flows differ between sectors. Violence and political instability can reduce greenfield 
investments in non-resource manufacturing and services, while investments in natural 
resources are insensitive to the effects of violence. Whether FDI inflows are deterred 
from a specific country is contingent on the industry that is most affected by the violence. 
They emphasize that violence will mainly be detrimental to investments that the country 
needs, such as labor-intensive and high technology manufacturing and service industries.  

Various studies have looked at the determinants that drive FDI such as capital 
liberalization and economic and political stability, but literature that examines the 
specific interplay between crime and FDI is limited. Manrique (2006) explored the 
relationship and concluded that organized crime threatens civil society and security to the 
point that social and economic costs affect inward FDI. Critical infrastructure can be 
destroyed and basic security services can be rendered inept. In an attempt to examine a 
more established organized crime group, Mariani (2010) determined that the mafia in 
Italy impacted where FDI was distributed within the country. Organized crime also 
limited the opportunity for local and state governments to create attractive conditions that 
would help appeal to foreign investors. The presence of organized crime and the violence 
that follows is a disincentive and a competitive disadvantage. Rojas (2009) concluded 
that a one-point increase in the homicide rate led to a decrease of $13 per capita in FDI.9  

While some studies suggest a strong correlation between violence and the 
reduction of inward FDI, others yield results that suggest that there is no correlation. 
There are a host of reasons why foreign investors invest in certain places and would 
avoid risk to invest in places that are prone to violence. However, according to Soler 
(2012), organized crime-related violence is not a major determinant affecting inward 
FDI. Instead, constraints to obtain credit from the host country to finance projects are 
more likely to negatively impact inward FDI than the perceived costs from violence.  

Methodology 
This paper uses a cross-country approach to analyze the relationship between 

violence and inward FDI. The unit of analysis was the country and the sample consisted 
of 20 Latin American countries over 2000–2013. Honduras, Mexico, and Chile were used 
                                                
7 Enders and Sandler, Terrorism and Foreign Direct Investment in Spain and Greece, 
(International Review for Social Sciences, 1996). 
8 Ibid.  
9 Madrazo Rojas, The Effect of Violent Crime on FDI: The Case of Mexico, (Georgetown 
Public Policy Institute, 2009). 
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to represent differing levels of crime from highest to lowest in the region. The dependent 
variable – FDI – was operationalized using inward FDI data from 2000 – 2013 obtained 
from United Nations Conference on Trade and Development, World Investment Report 
2015. This paper does not use FDI data related to mergers or acquisitions as this form of 
FDI is simply a change of ownership, rather, this paper uses FDI data that reflects actual 
projects in a host country or greenfield investments. The independent variable – violence 
– was operationalized using intentional homicide data from 2000 – 2014 obtained from 
the United Nations Office on Drugs and Crime, Global Homicide Book 2014. Most of the 
homicides in Honduras, Mexico, and Chile are in urban centers, while only a minority is 
in rural areas. 89% of the population in Chile and 80% of the population in Mexico lives 
in urban centers, while a little less than 50% live in rural areas in Honduras.10 The 
intervening variable – world economy – was operationalized using the percent increase 
and decrease of Dow Jones industrial average data obtained from a yearly stock index 
database. The Dow Jones was used as a proxy to measure the world economy because the 
health and stability of the world economy is representative of the Dow Jones.  

The hypothesis was tested using a lag correlation model of the basic relationship 
between the percentage of inward FDI and the homicide rate. A lag correlation model 
was used because the decision to invest abroad is made a year or more in advance, in 
which the world economy, societal violence, and other decision factors are assessed to 
determine the return on investment. The FDI and homicide data was then compared using 
graphical models. Finally, three countries were used to understand how the relationship 
differed from a country with a high, medium, and low levels of homicide. This was 
followed with a regression model of the industry sectors of each of the three countries to 
understand how the distribution of FDI was affected by violence or the world economy.  

This paper was not done without its limitations. Analyzing FDI in developing 
countries is an arduous task due to many factors that affect foreign investors decisions to 
invest abroad. The decision to invest or not can be driven by a host country’s market size, 
potential for market growth, barriers to trade, infrastructure, taxation and regulations, 
security, as well as political stability. There were also limitations inherent to data 
collection and the challenge of measuring societal violence. Societal violence was 
measured using homicide data but it is possible that the organizations collecting the data 
could over or underreport actual homicide rates. Underreporting may be worse in 
countries that suffer from unreliable police and judicial systems. Hence, the data should 
be treated as approximations of the homicides in a particular country.    

FDI inflows to Latin America 
FDI inflows to Latin America have played an ambivalent role as to how much of 

an impact inflows have contributed to development. The impacts of FDI in Latin America 
on local development are inconclusive due to the difficulty of analytically isolating FDI 
from current business and institutional conditions.11 Despite the lack of consensus in the 
region’s economic literature, since the 1990s, FDI inflows have continued to increase.   
                                                
10 Rural Population, The World Bank, World Development Indicators based on estimates 
from the United Nations, World Urbanization Prospects 
11 Jose Antonio Ocampo and Jaime Ros, Foreign Direct Investment in Latin America, 
(The Oxford Handbook of Latin American Economics, 2011: 438).    
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Latin America accounts for 13% of global FDI inflows, of which, Mexico, 
Colombia, Brazil, Peru, and Chile are the largest recipients of FDI.12 These five countries 
receive up to 80% of all foreign investment entering the region.13 Since 1991, FDI flows 
to Latin America have progressively increased from $20 billion in 1991 to over $100 
billion in 2015.14 The automobile industry is among the largest FDI recipients, followed 
by commerce, telecommunications, and oil and gas extraction. Europe accounts for 
almost half of FDI to South America, while the United States accounts for 27% to Central 
America. There are a myriad of reasons why foreign investors are attracted to the region. 
Liberalizing reforms such as privatization and deregulation of industries reserved for the 
state and entry into NAFTA combined with abundant resources created an environment 
that appealed to foreign investors.  

 Although FDI inflows have soared, in 2014, Latin America had a 14% decrease 
in FDI after four consecutive years of growth, which was a result of lower commodity 
prices and a 72% decline in mergers and acquisitions.15 Violence could have played a 
role in the decline of FDI inflows to the region. Regional conflict coupled with falling oil 
prices could have damaged economic growth and presented disincentives for investor 
interest.   
 Foreign investors have had a growing interest in the region since economic 
reforms but how much inward FDI the region received reflects little about the impact it 
had on local development. Certainly, inward FDI has made contributions to the region by 
developing local competition, the creation of jobs, investment in the infrastructure, and 
the generation of income. Although there are various benefits, investors are profit-
seeking and community leaders can often be avaricious. Feedback programs do not 
always give back to local economies and communities. Poor absorptive capabilities of 
local firms maintain weak production and innovation conditions. Additionally, the 
priorities and goals of foreign investors differ from institutional, economic, and 
technological capabilities of many recipient countries in the region and expected national 
benefits of host countries could create an atmosphere of tension.  

Violence in Latin America 
Latin America is the world’s most violent region. Homicide rates related to 

organized crime are the highest in Latin America. Although some countries are indeed 
worse off than others, the violence witnessed in Latin America is the result of conflict 
and competition between different organized crime groups or the state over territorial 
control and illicit activities. Groups vie for control of drug trafficking routes, locations to 
conduct operations, territorial disputes, and influence. Central America has the highest 
homicide rate in Latin America, with Honduras classified as the world’s most dangerous 

                                                
12 Ibid. 58. 
13 Shannon K. O’Neil, Foreign Direct Investment in Latin America, (Council on Foreign 
Relations, 2015). 
14 Ibid. 
15 World Investment Report, 2015 (United Nations Conference on Trade and 
Development, 3). 
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country outside a war zone, followed by Venezuela and Guatemala.16 Since 2007, Central 
America has been experiencing an increase in homicides caused by drug trafficking and 
organized crime, which has resulted in one of the highest sub-regional homicide rates in 
the world.17  

Of the global average and for a region that comprises 8% of the global population, 
Latin America accounts for the largest share of homicides at 36%, followed by Africa at 
31% and Asia at 28%.18 Violence in the region is not a new phenomenon. Since 1955, 
homicide rates have perpetually remained five to eight times higher than rates 
experienced in Europe and Asia. In fact, Brazil, Colombia, and Venezuela account for 
one-in-five of all the murders in the world annually.19 However, homicide rates differ 
from south to north in which Argentina, Chile, and Uruguay experience lower homicide 
rates than northern South America and Central America. Since 1955, Chile has not 
recorded a homicide rate above 5 per 100,000 inhabitants.20 By contrast, the homicide 
rate in the U.S. is 4.9% and 1.2% in Britain.21  

Organized crime has a direct impact on security and the perception of security. 
How can an economy attract foreign investment amid violence and insecurity? Violence 
and the potential lose of life can create a climate of instability and fear. In places with 
weak rule of law, homicides resulting from organized crime can flourish. 

Mexico 
 Narco-violence from organized crime is pervasive throughout Mexico and there is 
a strong relationship between the number of cartels in a particular municipality and 
homicides. The presence of just one additional cartel in a municipality will result in a 
doubling of the homicide rate.22 Therefore, increased competition among drug cartels 
leads to an increase in violence over control. Narco-violence has caused high levels of 
insecurity and paranoia. Mexico’s inward FDI, however, does not seem to be negatively 
impacted by violence linked to organized crime as the economy still continues to grow.  
 It would be assumed that the costs of organized crime would increase the costs 
and risks of doing business, while portraying to foreign investors an unfavorable 
destination to conduct business. An analysis of FDI inflows to the country reveals that 
inward FDI is not reduced as a result of violence. Between 2000 and 2012, Mexico 
witnessed a 120% increase in homicides from a rate of 10 inhabitants per 100,000 to 22.5 
inhabitants per 100,000 inhabitants.23 Within the same period, FDI inflows to Mexico 
remained steady with periodic increases. Following Brazil, Mexico is the second largest 
recipient of FDI in the region. In 2001, Mexico’s homicide rate was at 10 inhabitants per 
                                                
16 Seth Robbins, Americas Replace Africa as World’s Most Violent Region: UN, 
(InSightCrime, 2014). 
17 2014 Global Homicide Book, (United Nations Office on Drugs and Crime, 2014: 33). 
18 Ibid. 21. 
19 Andrew Marszal and Harriet Alexander, One-in-Five Murder Victims in the World is 
Brazilian, Colombian or Venezuelan, (The Telegraph, 2015). 
20 2014 Global Homicide Book, (United Nations Office on Drugs and Crime, 2014: 35). 
21 Ibid. 3. 
22 Ibid. 75. 
23 UNOCD Dataset 
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100,000 with FDI inflows at $30 billion and in 2010 the homicide rate was at 22 
inhabitants per 100,000 with FDI inflows at $25 billion.24 Although Mexico has a 
problem with organized crime, the country is still able to attract large sums of FDI. 
Organized crime is undoubtedly undermining the security of the state, but it appears that 
this problem is not deterring foreign investors. In 2011, Jose Antonio Torre Medina, then 
the Undersecretary for Competitiveness and Business Regulation for the Ministry of the 
Economy, stated that between 2000 and 2010, some of Mexico’s most violent states such 
as Chihuahua, Baja California, and Tamaulipas were among some of the top states to 
attract FDI.   

Honduras 
 Outside of a war zone, Honduras is the world’s most violent country with the 
highest homicide rate. At its peak in 2011, Honduras’ homicide rate at 92 homicides per 
100,000 inhabitants was 18 times more than the U.S. and 4 times more than Mexico and 
Brazil.25 Poor security, widespread corruption, and an ineffective justice system have led 
gangs and drug trafficking organizations to exploit the country’s weaknesses. These 
weaknesses provided organized crime groups and gangs the opportunity to consolidate 
their position in the country to control the transfer of narcotics. Narcotic-related violence 
accounts for about 70% of all homicides and 80% of all cocaine bound to the U.S. passes 
through Honduras.26 These groups partake in illicit activities with impunity. Although it 
still remains high relative to other countries in the region, by 2013 the government had 
made some headway in reducing the number of homicides. In a country as dangerous as 
Honduras, it would be rational to assume that foreign investors would be wary and 
dismiss precarious places like Honduras. 

In 2009, FDI to Honduras decreased by 61% from the previous year, this was the 
result of the international financial crisis and a coup d’etat on June 28, 2009 to overthrow 
President Manuel Zelaya Rosales. The months of instability following the coup combined 
with the world recession affected the country’s economic performance and ability to 
attract foreign investment. Due to a curfew imposed by the coup d’etat, Jesus Canahuati, 
Vice President of the Business Council of Latin America, estimated the economy lost $50 
million per day27. The total amount of FDI to the agriculture sector declined by 28%, the 
manufacturing sector by 35% and the services sector by 57%.28 The uncertainty created 
by the international financial and domestic political crisis led to more pessimistic 
perceptions of any promising recovery in Honduras.  
 Interestingly, the country’s association with violence does not deter billions of 
dollars in FDI. Known for its abundant resources, Honduras accounts for 11% of the total 
inward FDI into the sub-region and in 2014 had an 8% increase in inward FDI to reach a 
new high of $1.14 billion.29 U.S. FDI to the manufacturing sector totaled $900 million.30 
                                                
24 Appendix B 
25 Appendix C 
26 New Brooms in Central America, (Latin American Special Report, 4). 
27 Jose Antonio Cordero, Honduras: Recent Economic Performance 
28 Appendix C 
29 Foreign Direct Investment in Latin America and the Caribbean 2015, (United Nations 
Economic Commission for Latin America and the Caribbean, 2015: 46). 
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Although the country has made many economic reforms to trade, investment, and 
financial openness, issues with public spending, rule of law, and violence still pose 
challenges to foreign investors.  

 
Chile 

Unlike Mexico and Honduras, Chile has a homicide rate closer to European 
countries. In 2009 and 2011, the country experienced some peaks in the homicide rate, 
but nothing compared to the rates of other countries in the region. Chile does not suffer 
from the same level of homicide-linked violence from organized crime groups and gangs 
as other Latin American countries. Due to its geographical location, Chile is not 
engrossed in the same drug trafficking problems that plague Mexico and Honduras. 
Although Chile has one of the lowest homicide rates in the region, it still attracts just as 
much FDI as the most violent countries. In fact, Chile is the third largest recipient of FDI 
in the region with a 13% increase from 2013 to $22 billion.31 In 2014, Mexico was also 
the recipient of $22 billion in inward FDI.  

Industry Specific FDI 
The type of investment makes a difference in the kind of presence a foreign 

investor has in a country. Conducting a cost-benefit analysis, foreign investors must 
decide whether it would be most beneficial to create a new site for operations via 
greenfield investments or to invest in an existing business via an acquisition or merger. 
Greenfield investments tend to be in export-oriented manufacturing while market-seeking 
investments tend to be in the form of mergers and acquisitions.32 Export-oriented 
manufacturing in the automotive industry is particularly more prevalent in Mexico. In 
resource extraction in gold and silver in the region, inward FDI accounts for 30% and 
40% of global projects.33 Mexico and Chile are also among the top five countries in the 
world for mining exploration. In Honduras, inward FDI is absorbed by the services and 
manufacturing sectors. Throughout the region, the service sector is the largest recipient of 
FDI, attracting 47% of the inflows.34 Although FDI projects declined 16% in 2014, the 
region had far more greenfield investments in the manufacturing and services sectors than 
mergers and acquisitions.35 Mexico was the leading destination for FDI projects.  

Greenfield investments are important because they represent a new physical 
project or expansion of an existing investment that creates jobs and transfers capital, 
whereas mergers or acquisitions simply represent a change of ownership. For developing 
countries, the presence of greenfield investments has more of an impact on growth. A 
dollar of greenfield FDI has a greater growth output than a dollar of merger and 

                                                                                                                                            
30 Honduras: Investment Climate Statement 2015, (U.S. Department of State, 2015: 3).  
31 Foreign Direct Investment in Latin America and the Caribbean 2015, (United Nations 
Economic Commission for Latin America and the Caribbean, 2015: 10). 
32 Ibid. 25. 
33 Ibid. 24. 
34 Ibid. 25. 
35 The fDi Report 2015: Global Greenfield Investment Trends, (fDi Intelligence, 2015: 
12). 
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acquisition FDI.36 If the ratio of mergers and acquisitions to greenfield investments were 
higher in Latin America, it could be argued that FDI inflows are high because foreign 
investors can still avoid violence by changing ownership and requiring no obligation to 
transfer capital. But the ratio is opposite and it would be assumed that the nature of 
greenfield investments would deter FDI inflows due to greater costs and risks compared 
to a merger or acquisition.  

Analysis 
 The cases above suggest that an extremely violent country or a country unaffected 
by high levels of violence from organized crime does not easily deter FDI inflows. Much 
of the literature examining the relationship between inward FDI and organized crime 
argue a negative correlation in which an increase in crime leads to a decrease in foreign 
investment. A data comparison between homicide violence in Latin America with inward 
FDI data between 2000 and 2013 depicts that even when record levels of homicides are 
prevalent in a country like Honduras and Mexico, inward FDI tends to generally increase 
or remain steady. It is only at the industry-specific level where violence will affect 
particular industries differently. Additionally, the world economy cannot be ruled out as 
an important factor impacting the amount and quality of FDI going into the region. Some 
industries will be more sensitive to violence, while others will be more sensitive to the 
world economy.     

The results of a lag correlation analysis between the percentage of inward FDI 
and the homicide rates for 20 Latin American countries determined that there was a 
negative correlation that explained 5% of the variance by violence.37 An examination of 
the same relationship for each respective year showed a negative trend between 2000 and 
2013. However, three specific years – 2006, 2007, and 2008 – showed a higher variation 
unlike any of the other years examined. In 2006, 16% of the variation could be explained 
by violence, 10% in 2007, and 11% in 2008.38  

It was an election year for most Latin American countries in 2006. Violence and 
politics can often be interwoven into the social fabric. Politicians and candidates can be 
targeted for supporting a particular ideology or accused of accepting contributions from 
donors linked to the drug trade. For instance, in Mexico, drug barons are known to be 
involved in underwriting campaigns.39 Organized crime groups and gangs will invest in 
politics in order to help elect individuals that would help open new opportunities, break 
down barriers, or to maintain an influence on the state apparatus. Violence will ensue as a 
consequence for policies that threaten the activities, influence, and control of illicit 
groups. In 2007, Mexican President Calderon increased the military’s role in domestic 
security and the eradication of drug-trafficking activities.40 As a result, deploying the 

                                                
36 Philipp Harms and Pierre-Guillaume Meon, Good and Bad FDI: The Growth Effects of 
Greenfield Investment and Mergers and Acquisitions in Developing Countries, (2012: 3). 
37 Appendix A 
38 Ibid.  
39 Kevin Casas-Zomora, Dirty Money, (Americas Quarterly, 2010). 
40 Devon Duff and Jen Rygler, Drug Trafficking, Violence and Mexico’s Economic 
Future, (The Warton School of the University of Pennsylvania, 2011). 
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military to maintain security has led to an increase in the homicide rate.41 Where politics 
can be said to have caused an increase in the violence, the global recession could be said 
to have caused it in 2008. Shrinking economic opportunity can lead individuals to do 
illicit things they normally would not do in order to survive by joining the ranks of 
organized crime groups or gangs. Overall, at the regional level, violence has a statistically 
insignificant effect on inward FDI flows. Regional FDI inflows will continue to increase 
amid increases in violence. Therefore, violence is not a significant determinant of inward 
FDI to Latin America.  

The results of a lag correlation between homicides and specific industries 
determined that violence affects industry specific FDI differently. Although agriculture 
and manufacturing had a negative impact in Honduras, agriculture was most impacted, in 
which violence explained 29% of the variance. For every 10 homicides per 100,000 
inhabitants, inward FDI decreased by 1.6%.42 A little less than 50% of the population 
lives in rural areas and land disputes over land seizures by foreign investors can turn 
violent. Trade unionists and other activists are threatened and silenced for speaking out 
about poor working conditions, extortion, and land expropriation by the government for 
foreign investment. Additionally, the agriculture sector is sensitive to narco-trafficking 
because Honduras is an important transshipment hub for drugs coming from South 
America to the United States, in which some businesses can be intertwined in drug 
trafficking activities such as production and distribution. In the manufacturing sector, 
violence explained only 12% of the variance.43 For every 10 homicides per 100,000 
inhabitants, FDI decreased by 2.2%.44 The service sector was not significantly impacted 
by violence and each additional homicide still resulted in an increase in inward FDI. The 
world economy had more of an impact on inward FDI going into the service sector than 
violence did, explaining 11% of the variance. In resource extraction, the world economy 
only explained 3% of the variance but like the service sector, had more of an impact than 
violence.  

In Mexico, violence can explain a large portion of the variance in the service and 
financial sectors, 20% in the service sector and 34% in the financial sector.45 For every 
10 homicides per 100,000 inhabitants, inward FDI to the service sector decreased by 
13.5%.46 For every 10 homicides per 100,000 inhabitants, inward FDI to the financial 
sector decreased by 8.2%.47 Mexico’s agriculture, manufacturing, and resource extraction 
sectors had a strong positive correlation.48 The world economy had a strong positive 
affect on agriculture and manufacturing than violence. Resource extraction was also 
impacted by the world economy but was also more resilient to violence. The high 
variation in the service and financial sector could be explained by their link to the tourist 

                                                
41 Jose Merino, Nexos: Army’s Presence Equals more Homicides in Mexico?, (Insight 
Crime: Investigation and Analysis of Organized Crime, 2011).  
42 Appendix E 
43 Ibid. 
44 Ibid. 
45 Ibid. 
46 Ibid.  
47 Ibid. 
48 Ibid. 
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and hotel industry. In tourist concentrated areas, drug trafficking groups vie for control 
over distribution. These two industries are also most at risk and costly as violence 
increases and causes operational disruptions, impacts employee productivity and 
integrity, and affects the time a business is can safely stay open. More importantly, these 
sectors can be vulnerable to employees who are connected with organized crime groups 
and gang that launder money, extortion, or can profile business executives.  

Chile’s agriculture, service, and financial sectors did have positive correlations 
and were more resilient to violence. It was in manufacturing and resource extraction 
where there was a negative effect. In manufacturing, violence explained 9% of the 
variance and in resource extraction it explained 14% of the variance.49 For every 10 
homicides per 100,000 inhabitants, inward FDI to the manufacturing sector decreased by 
44% and decreased by 220% in resource extraction. The percentage in both sectors might 
be alarming but for a country that has the lowest homicide rates in the whole region, one 
homicide has a huge impact. Chile’s resource extraction industry also accounts for almost 
50% of the FDI entering the country, so it is right to assume that this industry would be 
most impacted. The world economy did not have a strong positive affect on any of the 
industries in Chile.  

The results of a lag correlation model determined that some industry specific FDI 
is more sensitive to violence while others are more resilient. Those industries that are 
resilient are able to cope with different regional conditions and are not opposed to 
locations with problems of violence. Interestingly, the model also determined that some 
industries are more impacted by the world economy than by violence. For instance, in 
Mexico, what had a strong negative impact in the service and financial sector by violence 
had a relatively small positive impact by the world economy. The opposite could be said 
of Mexico’s agricultural and manufacturing sectors, in which these sectors were more 
impacted by the world economy than by violence.  

The organized crime-violence nexus are interwoven into the fabric of Latin 
American society and may not affect the total amount of FDI entering the region but it 
does affect the attractiveness of doing business in a specific country and industry. The 
World Economic Forum’s Executive Opinion Survey in 2014 measured risks of highest 
concern for doing business in a specific country. Organized crime and illicit trade were 
second to a fiscal crisis in Honduras and Mexico, while in Chile it was among the lowest 
concerns of risk for doing business. According to the report, crime is an indicator of an 
unfavorable business environment and can limit a country’s attractiveness for foreign 
investors. A country’s attractiveness will not only be contingent on economic factors but 
also on the level of political stability, and the amount of corruption and intrastate conflict, 
all of which seems to be influenced by organized crime in Latin America. In another 
report, the World Bank’s Doing Business Initiative measured the ease of doing business, 
trade, and exchange in economies worldwide to understand which provided an appealing 
and effective business environment. Of 189 countries ranked for their business friendly 
and regulatory environment, Mexico ranked 39, Honduras ranked 104, and Chile ranked 
41.50 Although the level of violence is remarkably high compared to the rest of the world 

                                                
49 Ibid. 
50 Doing Business 2015: Going Beyond Efficiency, (World Bank Group). 



 15 

and is considered risky for businesses, Mexico and Honduras still have a business climate 
that is relatively ranked better than half of the other countries.  
 There is no denying that foreign investors consider high levels of crime as an 
additional risk and cost for business activity and a constraint to local economic 
development. A struggle for territorial control and other illicit activities among organized 
crime groups can constrain the legal economy, institutions, and markets from functioning 
effectively. Protecting an investment in the service and financial sectors in Mexico might 
require added costs for security personnel, advanced security systems, changing delivery 
routes or satellite tracking. Companies like PepsiCo might require more extensive 
insurance policies. Foreign investors do not necessarily avoid the perceived risks and 
costs caused by violence in Latin America, but are willing to invest in places that are 
risky if the expectations of high returns are likely. It is also possible that foreign investors 
are not exposed to the same risks and violence as local businesses. Multinational 
corporations remain unscathed and notice no significant change to their operations or 
security. It is also difficult to forecast when and if violence levels will decrease. The 
gains from FDI to foreign investors are neither automatic nor predictive, and despite the 
risks, violence will always be a factor whether investors invest or not.  

Initially, it was assumed that foreign investors would stay away from high-crime 
environments, but this analysis has demonstrated that investors are still likely to invest in 
countries impacted by high-levels of organized crime. Therefore, violence may not be a 
strong indicator of a poor investment climate, if it were so, Honduras and Mexico would 
not continually attract billions in FDI. Based on the amount of FDI entering Latin 
American economies, violence and crime are secondary concerns to macroeconomic 
factors such as restrictions to market access and size, performance requirements, labor 
costs, and proximity to other markets. Additionally, violence affects specific industries 
differently and in many it is a manageable risk.  

Conclusion 
 This paper sought to explore the relationship between violence in the most 
dangerous continent in the world – Latin America – and inward FDI. This paper used 
homicide data as a proxy to measure violence perpetrated by organized crime and finds 
that high homicide rates at the country level do not decrease foreign investment and 
comes secondary to other economic factors. It does, however, impact the distribution of 
FDI among industries that are either more immune or vulnerable to violence and 
increases the perceived risk and attractiveness of doing business. Mining in Chile will be 
more vulnerable to violence than in Mexico. It is difficult to assume that foreign investors 
are deterred due to violence and fear, or that violence is an indication of an unfavorable 
business climate. Whatever factors go into a decision to invest, violence in Latin America 
does not deter FDI as has been claimed in much of the literature. In essence, this paper 
brings attention to the role violence plays in shaping international investment.  
  There are a host of reasons why countries should attract FDI. It helps bridge the 
gap between management, technology, and entrepreneurship skills. Alleviating crime can 
attract more investment for growth and development, particularly those sectors most 
affected by violence. Regardless of the level of organized crime throughout Latin 
America, inward FDI will continue to pour into the region, but violence will limit which 
sectors FDI goes into, the quality of the investment, and the amount of FDI. Future 
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research should explore how organized crime impacts specific attributes of a sector. This 
would help isolate what mechanisms are needed to close the vulnerability and promote 
investment in these sectors. It would also be useful to delve into what types of violence 
scare foreign investors. Investors tend to steer clear of countries with high political risk, 
ethnic tension, and volatile governments, but are investors concerned with kidnapping 
and ransom or threats to business executives?51 

Certainly, organized crime and gang violence are not the only forms of violence 
in Latin America impacting foreign investment, but it is the most prevalent. If 
International Armoring Corp, an American firm, has seen a 40% growth in the market for 
armored cars to business executives who are concerned for their safety, then that is a 
good indication that security and the level of violence in a country are definitely factors 
that weigh on foreign investors.52   

 
  

                                                
51 Kyeonghi Baek and Xingwan Qian, An Analysis on Political Risks and the Flow of 
Foreign Direct Investment in Developing and Industrialized Economies, (Buffalo State 
College). 
52 Devon Duff and Jen Rygler, Drug Trafficking, Violence and Mexico’s Economic 
Future, (The Warton School of the University of Pennsylvania, 2011). 
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Appendix A 
Note: The following data (Appendices A-E) was retrieved from two different databases. 
FDI inflows were retrieved from the United Nations Conference on Trade and 
Development (UNCTAD) World Investment Report 2015. Homicide data was retrieved 
from the United Nations Office on Drugs and Crime (UNOCD) Global Homicide Book 
2014.  
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LAG Correlation for 20 Latin American Countries:  
Inward FDI (%) and Homicide Rate (per 100,000 inhabitants) 

2000 - 2013  
R-Value (Pearson) -.215 
R-Squared 5% 

 
 

LAG Correlation for 20 Latin American Countries by Year: 
Homicide Rate and Inward FDI (%) 

2000 - 2013 
  R-Value (Pearson) R-Squared 
2000 -0.162 3% 
2001 -0.092 0.8% 
2002 -0.117 1% 
2003 -0.271 7% 
2004 -0.223 5% 
2005 -0.194 4% 
2006 -0.405 16% 
2007 -0.315 10% 
2008 -0.326 11% 
2009 -0.196 4% 
2010 -0.242 6% 
2011 -0.083 0.7% 
2012 -0.251 6% 
2013 -0.033 0.1% 
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Appendix B 
 

 
 
 

 
Mexico FDI Inflows (2000-

2014) 
Year Total 

2000 18303.1 
2001 30,032.00 
2002 24,036.00 
2003 18,890.60 
2004 25,130.00 
2005 24,734.40 
2006 20,982.30 
2007 32,320.70 
2008 28,610.20 
2009 17,678.80 
2010 26,083.00 
2011 23,375.90 
2012 18,950.80 
2013 44,626.70 
2014 22,794.70 

 
Mexico Homicide (2000-2013) 

Year per 100,000 Total 
2000 10 10,737 
2001 9.80 10,285 
2002 9.50 10,088 
2003 9.30 10,087 
2004 8.50 9,329 
2005 9.00 9,921 
2006 9.30 10,452 
2007 7.80 8,867 
2008 12.20 14,006 
2009 17.00 19,803 
2010 21.80 25,757 
2011 22.80 27,213 
2012 21.50 25,967 
2013 18.90 23,063 
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Appendix C 
 

Honduras Homicides (2000-2014) 
 

Honduras FDI Inflows 
(2000-2014) 

Year Per 100,000 Total 
 

Year Total 
2000 50.9 3176 

 
2000 381.7 

2001 54.8 3488 
 

2001 304.20 
2002 55.8 3623 

 
2002 275.20 

2003 61.4 4973 
 

2003 401.80 
2004 53.8 3639 

 
2004 546.70 

2005 46.6 3212 
 

2005 599.80 
2006 44.3 3118 

 
2006 669.10 

2007 50 3588 
 

2007 927.50 
2008 60.8 4455 

 
2008 1,006.40 

2009 70.7 5280 
 

2009 509.00 
2010 81.8 6236 

 
2010 969.10 

2011 91.8 7104 
 

2011 1,014.30 
2012 91 7172 

 
2012 1,058.50 

2013 84.3 7657 
 

2013 1,059.70 
2014   5936 

 
2014 1,144.10 
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Appendix D 
 

 
 
 

Chile FDI Homicides (2005-2013) 
 

 
Chile FDI Inflows 

(2000-2014) 

Year per 100,000 Total 
 

Year Total 
2005 3.50 576 

 
2000 4,860 

2006 3.57 590 
 

2001 4,199.80 
2007 3.46 616 

 
2002 2,550.00 

2008 3.32 588 
 

2003 4,333.70 
2009 3.51 630 

 
2004 7,241.00 
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2005 7,096.90 
2011 3.15 636 

 
2006 7,426.30 

2012 2.78 550 
 

2007 12,571.60 
2013 2.74   

 
2008 15,518.20 
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Appendix E 

 

LAG Correlation: Homicides and Industry 2000-2013 (Pearson) 

  
 

HONDURAS (High) 
 

MEXICO (Medium) 
 

CHILE (Low) 
Agriculture -0.540 0.220 0.710 
Manufacturing -0.340 0.370 -0.300 
Services 0.230 -0.450 0.680 
Financial   -0.580 0.320 
Resource 
Extraction 0.030 0.410 -0.370 

 
 

LAG Correlation (R-Squared): Homicides and Industry 2000-2013 (Pearson) 

  
 

HONDURAS (High) 
 

MEXICO (Medium) 
 

CHILE (Low) 
Agriculture 29% 5% 50% 
Manufacturing 12% 14% 9% 
Services 5% 20% 46% 
Financial   34% 10% 
Resource 
Extraction 0.09% 17% 14% 

 

LAG Regression: %FDI and Industry Specific FDI 
2000 - 2013 

HN Agriculture = 12.988 - .1648 x Homicide 
HN Manufacturing = 31.9366 - .2194 x Homicide 
HN Services = 1.4879 + .2401 x Homicide 
HN Resource Extraction = 7.3815 - .0262 x Homicide 

  
MEX Agriculture = .0249 + .0135 x Homicide 
MEX Manufacturing = 34.3919 + .7596 x Homicide 
MEX Services = 59.0481 - 1.3504 x Homicide 
MEX Financial = 30.866.3 - .8209 x Homicide 
MEX Resource Extraction = .7684 + .4765 x Homicide 

  
CL Agriculture = -4.8145 + 1.6379 x Homicide 
CL Manufacturing = 18.3199 – 4.401 x Homicide 
CL Services = -58.5437 + 27.7741 x Homicide 
CL Financial = -28.6846 + 14.876 x Homicide 
CL Resource Extraction = 119.1555 - 22.0004 x Homicide 
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Appendix F 

 
 

LAG Correlation: World Economy (% increase/decrease) and Industry 
2000-2013 

  HONDURAS (High) MEXICO (Medium) CHILE (Low) 
Agriculture 0.073 0.511 0.093 
Manufacturing 0.382 0.425 0.014 
Services 0.329 0.249 0.063 
Financial   0.032 -0.001 
Resource 
Extraction 0.171 0.239 -0.180 
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