Talabra Clave e ISSN 0122-8285 e Volumen 13 Ndmero 1 e Junio de 2010

Colombian Media in the XXI Century:
The Re-conquest by Foreign Investment

Los medios de comunicacion colombianos en el siglo XXI:
La reconquista por la inversion extranjera

German Arango-Forero'

Maria Fernanda Arango?
Laura Llana?

Maria Carolina Serrano®

Abstract

This paper summarizes and examines the more relevant
financial investments, mergers and acquisitions carried
out in the Colombian media market by major interna-
tional groups during the first decade of the 21st century.
In a highly unprecedented environment and within a pe-
riod of only ten years, an important share of Colombia’s
leading media companies passed into the hands of foreign
firms that remain attracted to the country, given the size
of the market, the potential for growth in the different sec-
tors and the policies on foreign direct investment being
stimulated and protected by the national government in
the field of media content distribution and telecommuni-
cation service delivery. The Spanish groups Planeta, Prisa
and Telefdnica, and Telmex from Mexico have become the
main players in this phenomenon, which is known as The
Re-conquest.
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Resumen

Este trabajo resume y analiza las inversiones financieras
mads relevantes, las fusiones y adquisiciones realizadas en
el mercado de medios de comunicacién colombianos por
los principales grupos internacionales durante la prime-
ra década del siglo XXI. En un entorno sin precedentes y
en un plazo de sdlo diez afios, una parte importante de
las empresas de comunicacion lideres en Colombia pasd
a manos de empresas extranjeras que siguen atraidas
por el pais, dado el tamafio del mercado, el potencial de
crecimiento en los distintos sectores y las politicas sobre
inversion extranjera directa, que han sido estimuladas y
protegidas por el gobierno nacional en el ambito de los
medios de distribucién de contenidos y la prestacion de
servicios de telecomunicaciones. Los grupos espafioles
Planeta, Prisa y Telefénica, y Telmex de México se han
convertido en los principales protagonistas de este feno-
meno, conocido como La Reconquista.

Palabras clave: Colombia, inversién extranjera, mer-
cados de los medios de comunicacion, telecomunicacio-
nes, empresas multinacionales de comunicacion.
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An Overview of Foreign Direct
Investment (FDI) in Colombia

Globalization instituted a new framework for
the international economy; one characterized
by a reduction in barriers the world over. This
has stimulated foreign investment in countries
where it otherwise would be unimaginable,
facilitating the creation of common markets
and promoting the expansion of multinational
enterprises.

Foreign direct investment (FDI), as one of the
two ways of investing in a foreign country (the
other being stock market investments), is de-
fined by the International Monetary Fund as
“the category of international investment that
reflects the objective of a resident entity in one
economy to obtain a lasting interest in an enter-
prise resident in another economy (...) The last-
ing interest implies the existence of a long-term
relationship between the direct investor and the
enterprise and a significant degree of influence
by the investor in the management of the enter-
prise” (Balance of Payments Manual, 1994, p. 86)

According to the United Nations Conference on
Trade and Development (UNCTAD), foreign
direct investment “has the potential to gener-
ate employment, increase productivity, special-
ized knowledge and technology transference,
increase exports, and —in the long term- to
contribute to economic development in devel-
oping countries” (Inversion Extranjera Directa
(IED, 2010, 1). The Conference states that FDI
is the most significant external financing source
for developing countries and now accounts for
up to a third of their gross domestic product
(GDP), as opposed to 10% in 1980.

In 1990, after decades of protectionist policies
based on import substitution, which saturated na-
tional markets with local production and created
a situation where supply exceeded demand, Co-

lombia’s President, César Gaviria Trujillo, decided
to open up the economy through a long-term eco-
nomic strategy designed to stimulate the country’s
growth. The respective regulations became a chap-
ter in the 1991 Colombian Constitution.

This effort to liberalize the economy modified
the import system through tariff reductions,
financial deregulation, privatization of state-
owned enterprises, and the adoption of a more
liberal foreign exchange rate. In turn, these
measures eased import restrictions and opened
up most sectors to foreign investment, although
agricultural products remained protected. Tra-
ditional exports such as coffee, petroleum and
coal were displaced somewhat by non-tradi-
tional exports such as textiles, food, printing
services, publishing services, chemicals and
clothing, among other goods of industrial ori-
gin. The only activities closed to foreign direct
investment are national defense and security,
and hazardous waste disposal.

The same occurred in the rest of South Ameri-
ca and throughout Latin America’s develop-
ing countries in general: “Privatization of many
state-owned enterprises, as well as the adoption
of certain macroeconomic policies, an improve-
ment in infrastructure and regional integra-
tion (e.g. MERCOSUR) explained much of the
growth... Although growth was constant during
the periods in question, it is important to high-
light the fact that the Latin American countries
are very susceptible to special circumstances that
can change the flow of foreign direct investment
during different periods. Political instability, eco-
nomic crises, and insecurity (e.g. as in the case
of Colombia and other countries with guerrilla
groups) have made Latin America an unpredict-
able field for some multinational enterprises”
(Tellez, Bohorquez & Godoy, 2009, p. 106).

Colombian law on FDI is mixed, as it combines
private and public law with national and interna-
tional legislation on specific aspects with regard
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Decree 2080 is based on the principle
of equality; in other words, foreign
investment in Colombia is treated
the same as investments made by
Colombian nationals abroad.

to labor, commerce and taxes. In 2002, the Co-
lombian government issued Decree 2080, which
outlines the General Investment Regime for for-
eign capital in Colombia and Colombian capital
abroad. Decree 2080 is based on the principle
of equality; in other words, foreign investment
in Colombia is treated the same as investments
made by Colombian nationals abroad.

Law 963, developed in 2005, focuses on generat-
ing an environment of trust, confidence and stable
legal grounds for international investors. It allows
foreign investors to pursue contracts with the gov-
ernment, under the guarantee that the conditions
applicable to FDI, when the contract is signed,
shall remain in effect for 20 years thereafter.

Free trade zones are another strategy used to
encourage foreign investment. They are geo-
graphically limited areas where industrial
goods and services or commercial activities
may be developed under special tariff, trade
and customs arrangements, the main one being
that every product or service originating in a free
trade zone is regarded as originating outside Co-
lombian territory as far as import or export du-
ties are concerned.

The Andean and Colombian parameters rel-
evant to the Group of Three (Colombia, Méxi-
co, Venezuela) and the norms on Bilateral
Investment Treaties and Free Trade Treaties
(especially with the United States) constitute an
international framework that favors FDL

“An adequate environment for enterprise, in ad-
dition to the permanence of transnational enter-
prises in Colombia and their intention to develop
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new projects, has become the best promotion for
the country and shows why it is one of the few
economies in Latin America that has experienced
a dynamic rate of growth in FDI” (Universidad
del Rosario, 2006, p. 8).

According to the Doing Business Global 2009 Re-
port, Colombia was the only country in Latin
America to be among the world’s Top 10 Re-
formers for the second year in row. “This is in
recognition of the easing of regulations to facilitate
growth in business activity and also sets a trend to-
wards facilitation and improvement of the business
environment” (Latin Trade Magazine, 2009, p. 52).

By February 15, 2010, FDI already had exceed-
ed the Colombian government’s expectations,
having reached USD$1,028 million. This is an
increase of 1.9% compared to 2009 (Portafolio,
February 10, 2010) and is very important, con-
sidering the economic recession in 2009 had a
visible impact on FDI around the world. In fact,
FDI in Colombia was down 10.4 %,* while the

Graphic 1
Colombia’s FDI flow
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4 FDI in Colombia reached USD$7.201 billion, which is 32% less com-
pared to the incoming flow of investment in 2008. The only sector to
see an increase in investment was mining. (EI Tiempo, 2010, p. 1-9)
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decline worldwide was around 44% (Caracol
Radio, December 10, 2009).

According to data from the Central Bank of Co-
lombia, most FDI in the country comes from the
United States, Anguilla® and Spain (See Graph
1) and is destined largely for mining (including
coal) and the petroleum sector (See Graph 2).
Between January and September 2009, foreign
direct investment in the Colombian economy
came to USD$6.446 billion (Report on FDI in
Colombia according to payments and exchange
balances, 2010, 2009, pp. 3-4).

Graphic 2
Colombia’s FDI flow
MAIN ECONOMIC SECTORS
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FDI from the USA, Spain and Mexico

Although the largest investment flow comes
from the United States of America, FDI from
Spain and Mexico is important as well, not only
because of its accelerated growth, but also due
to its huge impact on Colombian corporate dy-
namics, especially in the telecommunications

5 A British overseas territory located in the Caribbean, specifically in
the Lesser Antilles.

sector. Between 2003 and 2008, Spanish invest-
ment in Colombia came to USD$2 billion; and,
in 2008, Mexican FDI in the country rose to more
than USD$300 million (Semana, May 2, 2009).

Mexican investment in Colombia has been pri-
marily in cement (CEMEX), communications
(América Mdvil, Telmex), food production (Bim-
bo, Gruma S.A., FEMSA) and chemicals (Mex-
ichem). In 2009, Colombia displaced Venezuela
as the second destination for Mexican invest-
ment in Latin America. Between 2007 and 2009,
Mexican FDI in Colombia grew 12.7% (Milenio,
January 2, 2010). According to Proexport Colom-
bia, Mexican investment during the first quarter
of the year came to USD$64.5 million, which
represents an increase of 29% compared to the
same period in 2008 (Informe de Exportaciones, In-
version Extranjera y Turismo México, 2009, p. 11)

A look at Mexico’s FDI in Colombia by eco-
nomic sector shows it is concentrated mostly
in telephone and telecommunication networks
(63.2%), followed by cement and reinforced con-
crete (11.49%), beverages (9.25%), chemical prod-
ucts (6.39%), plastics (4.68%), and machinery and
equipment (1.86%) (Milenio, January 2, 2010).

Spanish investment in Colombia is now evi-
dent in more than 120 corporations, having an
impact on almost every sector of the economy:
specifically in the finance and banking sector
with BBVA, Banco Santander and Mapfre; in
communication and telecommunications with
Telefonica, Planeta and Prisa, not to mention
Spanish ownership of 50+1 of the shares in Tele-
com; Eulen in general services; GMO in optics;
Atento (part of Telefonica ), Digitex, Telemark,
Emergia Customer Care and Avanza BPO in call
centers and contact center services; Zara and
Mango in the textile sector; Fronpeca in hotel
construction, along with NH Hotels; Colsani-
tas in health; Gas Natural in public utilities, and
Fenosa Union in the hydroelectric sector.
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This influence involves the expansion of exist-
ing companies and the entry of new medium-
sized enterprises, encouraged by the success of
the pioneers.

According to Colombia’s Ministry of Commerce,
Industry and Tourism, the impact of FDI in tele-
communications, an area that represents 41% of
the transportation and communication sector,
which accounts for 8% of the country’s GDP, has
been particularly significant during the last 10
years (Industria BPO&O en Colombia, 2009, p. 9).

FDI Impact on Colombian
Media Markets

Due to the impact of FDI on the Colombian
economy, a new commercial media environ-
ment has been consolidated within the country
by the end of the first decade of the 21st century.
One of the most relevant economic factors deals
with the growing and prominent penetration
of foreign investors and the acquisition of im-
portant telecommunication service and media
content distribution companies by international
media groups. As indicated earlier, most of this
foreign investment has come from Spain, which
is why the phenomenon is referred to as “La
Reconquista”, which is the Spanish and Portu-
guese term for re-conquest.

Why is it called the re-conquest? Two centu-
ries after Colombia declared its independence
from Spain on July 20, 1810, the arrival of for-
eign companies as major shareholders of im-
portant national media firms reflects a broader
trend among national media conglomerates to
develop mergers and alliances as a way to ex-
pand their coverage and influence (Arango et
al., 2009, p. 64).

This new phenomenon with respect to the Co-
lombian media is not an isolated occurrence
within the region. As illustrated earlier, the last
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decade of the 20™ century witnessed a profound
neoliberal tendency in terms of Latin American
politics and the economy. Open market poli-
cies, freedom to conduct financial mergers and
acquisitions, and privatization of certain public
utilities, including telecommunications, were
quite common among the developing nations.
Also, new foreign actors who introduced new
technological services (such as mobile tele-
phone, Internet, and cable and satellite televi-
sion service) played an extremely important
role in the expansion of new media companies
and telecommunication services under an oli-
gopolistic market structure (Sinclair, 2000; Her-
man and McChesney, 1997).

Two decades later, the final result seems to be
a highly unbalanced map of the region, with
Mexico, Brazil and Argentina in first place, with
consolidated media markets; Venezuela, Co-
lombia and Chile in a stable and growing posi-
tion; nations like Peru and Uruguay in a middle
position; and small, poor countries like Para-
guay, Bolivia and most of the Central American
nations at the bottom of the list. This categori-
zation deals directly with demographics, gross
domestic product, personal income and the size
and nature of media markets, among other fac-
tors (Mastrini and Becerra, 2007).

In a developing region with serious social ineg-
uities, free media such as open television and
radio remain the most powerful in terms of
penetration and coverage. Low-income sectors
have very little access to paid media and new
telecommunication services. Furthermore, it is
important to bear in mind that new media lit-
eracy is limited among low-income sectors.

The Size of the Colombian
Media Market

In the case of Colombia, 93.7% of households
had a television set in 2005 (DANE). Nowadays,
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the television industry has reached a stable
peak of 93.5% with respect to audience atten-
tion, while radio has 68.7%, independent maga-
zines 42%, newspapers 33.9%, Internet 30.3%,
newspapers and magazines 22.2%, and movie
theaters 5.3% (ACIM-EGM 2009-1I).

With regard to the size of the country, the Co-
lombian media market can be considered one
of the most populated in Latin America. Ac-
cording to the National Bureau of Statistics
(DANE 2009) and the Economic Commission
for Latin America and the Caribbean (ECLAC
2009), the Colombian population is the third
largest in the region after Brazil and Mexico,
and Colombia is the second largest Spanish-
speaking nation, with more than 45 million
inhabitants by the end of 2009. According to
DANE projections, 78.5% of the Colombian
population will be living in and around urban
areas by the end of 2010.

The numbers still show an attractive and poten-
tial market for telecommunications and media
services that were in the hands of a few national
entrepreneurs, even before the arrival of inter-
national investors.

Despite the size of the population and the
quantity of potential readers, only two na-
tional daily newspapers printed in Bogota,
the nation’s capital, compete for control of the
national market. Nowadays, EI Tiempo (Grupo
Planeta) is still the leader. Its opponent, El Es-
pectador, the oldest newspaper in Colombia,
was forced to become a weekly between Au-
gust 2001 and May 2008, due to a serious fi-
nancial crisis. In each of Colombia’s other three
major cities, only one daily newspaper leads
the local and regional market: EI Colombiano in
Medellin; El Pais in Cali; and EI Heraldo in Bar-
ranquilla. Smaller cities such as Bucaramanga,
Manizales, Pereira, Ctcuta and Cartagena face
a similar situation (Arango et al., 2009).

The numbers still show an
attractive and potential market for
telecommunications and media services
that were in the hands of a few national
entrepreneurs, even before the arrival
of international investors.

The magazine industry has grown steadily in
Colombia, mostly during the last two decades.
Between 2001 and 2006, the market increased
at an average annual rate of 5.9%. Casa Edito-
rial El Tiempo, Publicaciones Semana and Edi-
torial Televisa S.A. headed the competition in
an oligopolistic environment (Research and
Markets, 2010).

As for television, the country had only two na-
tionwide commercial channels for over forty
years. Both were owned by the state and broad-
casted by private producers under a public-
private arrangement. There was a third national
public channel, mainly cultural and education-
al. Two private national channels were created in
1998: Caracol and RCN. Ten years later, Colom-
bia had the same two national private channels
(Caracol and RCN), one national channel owned
by the state and broadcasted by small private
producers, two national public channels, one
local private channel in Bogotd, eight regional
public channels, 47 local non-profit frequencies,
915 community frequencies, 62 cable operators
and two satellites companies (CNTV, 2008).

The Colombian television market has increased
as well, with the highest penetration of paid tele-
vision (cable or satellite) in the region. By Septem-
ber 2009, the average in terms of Latin American
households with paid television was 39.9%. In
Colombia, it was 76% (67.5% in the low-income
bracket, 79.4% in the middle-income bracket and
90.1% in the high-income bracket). Argentina
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ranked second with 73% of households (LA-
MAC 2009). The proportion of paid television
in Colombia increased from 55.7% to 78.2% be-
tween 1999 and 2009 (ACIM-EGM 2009-1I).

The radio industry is the only one with a mo-
nopolistic competitive structure. However, two
large national networks are still the most im-
portant: Cadena Radial Colombiana (Caracol,
Prisa Group) and Radio Cadena Nacional (RCN).
There are many local stations affiliated with these
two major networks.

As for the consumption of electronic equip-
ment, 93.1% of Colombian households in urban
areas had a television set by the end of 2008, on
average, 54.1% had a DVD player, 28.5% had
a PC, 59,1% had a paid television subscription,
and 16.4% had a dedicated Internet service pro-
vider (DANE 2009).

Internet services have grown during the past
decade, but official statistics differ. Accord-
ing to the Asociacion Colombiana de Investig-
acion de Medios (Colombian Media Research
Association), national coverage was 19.8% in
2006 and 30.3% by the end of 2009 (ACIM-EGM
2009-1I). Nevertheless, a report by the Comision
de Regulacion de Comunicaciones (Communi-
cations Regulatory Commission) says Internet
use in Colombia peaked at 44.01% in September
2009, with 86.9% broadband access, and ranked
third in the region, after Chile and Argentina.
In December 2008, Internet centers open to the
general public remained number one in terms
of access, with an average of 47.2%, followed by
households with 43.8% (DANE 2009). Despite
the growing numbers, Internet penetration in
Colombia remains under 50%. This reflects a
challenging environment for continued growth
at a stable rate.

With respect to mobile telephone service, there
were 42,025 million active users by the end of
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2009. This is according to the Asociacion de la In-
dustria Celular de Colombia (Colombian Mobile
Telephone Industry Association) and represents
93% of the entire population. The penetration of
mobile telephone service increased from 17.7%
to 83.8% between 2003 and 2008, taking into ac-
count both urban and rural areas (DANE, 2009).
The mobile telephone industry operates in an
oligopolistic market. Comcel (America Mévil)
is the leader, with 67% of the total market, fol-
lowed by Movistar (Telefénica) with 22% and
Tigo (Millicom) with 11%.

Despite the numbers, the mobile telephone mar-
ket in Colombia remains largely that of a basic
service provider (mainly voice and SMS). Comcel
and Tigo launched third generation services in
2008, but with a very limited spectrum in broad-
band mega hertz frequencies. New mobile ser-
vices such as broadband Internet access, web TV,
games and social networking require far more
spectrum than is currently available in most Lat-
in American countries (Roetter 2009, p. 20).

In 2009, the Colombian Congress approved In-
formation and Telecommunications Technology
Act No. 1341, which is an attempt to establish a
fundamental framework for new public policy
in the ICT sectors. Among others guarantees,
the new law ensures an open competitive regi-
men, protection for users, investment promo-
tion and technological neutrality.

It also determines government intervention in
the ITC sectors to promote and guarantee open

The radio industry is the only one with
a monopolistic competitive structure.
However, two large national networks
are still the most important: Cadena
Radial Colombiana (Caracol, Prisa Group)
and Radio Cadena Nacional (RCN).
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and loyal competition by avoiding dominant-
position abuses. In other words, the new law
promotes and protects all kinds of investment
and strategic alliances, mainly for foreign inves-
tors and international groups who see Colom-
bia as a developing market with potential for
the introduction of new information and com-
munication technology services.

Foreign Investors in Main Media
Content in Colombia

One of the largest foreign investors in the Colom-
bian media industry is Spain’s Planeta Group.
Founded in Barcelona in 1949, it specializes in
the production of cultural, informative, educa-
tional and entertainment content for French and
Spanish-speaking markets.

In 1966, Planeta opened its first subsidiaries in
Mexico and Colombia, with Editorial Planeta
Colombia S.A (a publishing company renamed
Editorial Planeta de Agostini S.A. in 2001). In
2004, Planeta made a tentative offer to purchase
the publishing company Editorial Norma, but the
deal never took place.

In 2007, Colombia’s leading media group, Casa
Editorial El Tiempo (CEET), a traditional fam-
ily media business owned by the Santos clan,
decided to expand its brands and to welcome
foreign investment. In a merger process, CEET
accepted Planeta as its largest shareholder in
what was to become the first commercial agree-
ment that allowed the Spanish group to broaden
its influence in the Colombian media market.
The deal was finalized for an estimated USD

PRISA eventually withdrew from the
bidding in December, saying the process
was flawed and full of improvisation
that undermined investor confidence on
the project.

$338 million (Dinero, August 3, 2007) and includ-
ed 40% of CEET's local private television chan-
nel (Citytv). This is the largest amount of shares
a foreign company may own in a Colombian
commercial television channel.

As of that moment, Planeta’s advertising rev-
enue increased 20% and the revenue from all
CEET products rose significantly compared to
2006. El Tiempo grew 12%; the weeklies, 17.8%;
Hoy (a daily paper), 55.7%; the magazines, 43%;
Citytv, 19% in audience and 23 % in advertising;
and the 14 websites, 160% in revenue, 55% in
unique users and 39% in view pages (EI Tiempo,
March, 2008).

Planeta also made important investments in EI
Circulo de Lectores, Intermedio Editores and
Printer Colombia (Sierra, September 18, 2007).
As a result of this alliance, it now has three me-
dia firms in Colombia: Editorial Planeta Colom-
bia S.A, Editorial Planeta de Agostini S.A, and
Casa Editorial El Tiempo (CEET) (See Graph 3).
In 2008, Planeta and CEET launched a new ad-
vertising marketer known as Media 24, which
caters to request from customers and advertis-
ers via its media throughout the country (Porta-
folio, June 11, 2008).

In 2010, Planeta hopes to make a substantial
capital investment by acquiring the license for
Colombia’s third private national television
channel. Through Media 24, it plans to develop
partnerships that will enable it to participate in
international advertising campaigns.

There is also the PRISA Group, which is devoted
to Spanish-language media with a focus on ed-
ucation, information and entertainment. Since
1958, when the Santillana Publishing House
was founded, and as of 1985, when PRISA be-
came the controlling shareholder of the SER
network, the group has established itself as one
of the strongest and soundest media companies
in Europe and America.
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Since 1999, PRISA has been among the major
media investment groups in Colombia. In Sep-
tember, it signed an agreement with Valores
Bavaria, an important branch of the Colombian
Santo Domingo Group, to create a holding com-
pany. Based on that agreement, Valores Bavaria
sold 19% of Caracol Radio and transferred to
the holding company its stations in other coun-
tries such as Chile, France and the United States,
which were valued at USD $ 7 million in all.
Meanwhile, PRISA contributed USD $ 30 mil-
lion the new enterprise (USD $ 7 million to pay
for the Caracol Radio stations) and US $ 28 mil-
lion for 19% of Caracol Radio. It spent USD $ 58
million in all. At the time, both Valores Bavaria
and PRISA each had a 50% stake in the holding
company (Rueda G., April 19, 2002).

During 2002, PRISA obtained 60% of Caracol
Radio. This was the result of a clause in the 1999
“exit” or “price adjustment” agreement, where-
by Valores Bavaria would set the conditions if,
after three years, the company was valued at
more than USD$70 million by the investment
banker Violy McCausland (a permanent advi-
sor to the Santo Domingo Group). However,
if it was valued at less than USD $ 58 million,
PRISA would set the conditions. Violy Mc-
Causland valued the company at USD $ 26 mil-
lion, based on its EBITDA, as applied during
the last three years. Therefore, Caracol Radio
is now owned entirely by the holding, which
is 60% owned by PRISA and 40% by the Santo
Domingo group (Ibid).

In 2005, Casa Editorial El Tiempo (CEET) and
PRISA signed a working agreement to create
the Latin Advertising Group (GLP-Colombia),
which is the largest company in Colombia spe-
cializing in communications solutions tailored
to the customer’s. CEET and Prisa each have a
50% interest in GLP and its mission to open up
new scenarios for advertisers to develop com-
munication strategies successfully (EI Tiempo,
May 4, 2005).
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With respect to companies that provide
services and content to users in the
telecommunications market, Colombia
has a standing duopoly between two
large foreign companies: America’s
Directv and Mexico’s Telmex.

In 2008, following a call to tender bids on the
license for a third private national television
channel in Colombia, PRISA allied with GNM
(National Media Group) to present an offer.
GNM includes the newspapers EI Colombiano in
Medellin, EI Pais in Cali, El Universal in Carta-
gena, Vanguardia Liberal in Bucaramanga and La
Repriblica. In October 2009, the Cisneros Group
in Venezuela, which also was bidding for the li-
cense, along with PRISA, called for suspension
of the process due to a lack of legal certainty for
investment. PRISA eventually withdrew from
the bidding in December, saying the process
was flawed and full of improvisation that un-
dermined investor confidence on the project.

2009 was a year of debt and losses for PRISA. The
group had a debt of USD $ 3.4 million and was
forced to sell its 20% minority interest in Edi-
torial Santillana, the Portuguese group Media
Capital and the television platform Digital Plus.
It also sold a large block of shares to Talos Part-
ner, a subsidiary of IBN (In-Store Broadcasting),
which retained a 1.08% stake in the group (EI
Tiempo, August 24, 2009).

In 2010, PRISA will focus on paying off all of
its debt. The group plans to close an important
deal with Liberty Acquisition, which will add to
the already agreed sale of assets (another USD $
1. 7 million). PRISA will reduce its debt to about
USD $ 4. 09 million, which is equivalent to 4.5
times its expected EBITDA this year, leaving
Liberty with 137 million shares and USD $ 900
million in net cash operating expenses, exclud-
ing the redemptions they produce (Portafolio,
March 5, 2010).

German Arango-Forero, Maria Fernanda Arango, Laura Llana, Maria Carolina Serrano




Talabra Clave ISSN 0122-8285

Foreign Investment
in Telecommunications

With respect to companies that provide services
and content to users in the telecommunications
market, Colombia has a standing duopoly be-
tween two large foreign companies: America’s
Directv and Mexico’s Telmex.

Directv, a satellite television service provider,
offers all types of content through more than 200
channels, providing cutting-edge digital tech-
nology and high quality to more than 30 million
customers in the U.S. and Latin America. Since
the advent of HD TV, Directv has led the use of
this new technology.

Founded in 1994, Directv entered the Latin
America market with 1.3 million subscribers. In
Colombia, it was finally authorized to enter the
market after numerous disputes with CNTV
over costs related to DHT (satellite signal de-
coder), in addition to the introduction of Senal
Colombia (a public channel) to its programming
in 1996 and a payment of USD $ 198,939. At first,
Directv did not operate as subscription televi-
sion. However, to avoid generating controversy
or unfair competition for the Colombian tele-
vision channels, it soon became a subscription
service (EI Tiempo, October 7, 1996).

In 2000, the customer base was over 50,000 and
the company’s turnover increased 25%. In 2001,
Directv Colombia was capitalized with eight to
10 million dollars by Directv Latin America to
support local operating costs (EI Tiempo, May 9,
2001). In 2003, the Directv Group filed for bank-
ruptcy, inasmuch as the decline in the price of
Latin American currencies meant less income
when converted to dollars. This sparked fear
among subscribers, but Directv Latin America
announced it would continue to operate and
would inject USD $ 300 million to put the com-
pany back on its feet and to make it profitable.
Directv had 45,000 customers in Colombia at
the time (EI Tiempo, March 20, 2003).

By 2004, Directv Latin America had 1.5 million
subscribers in 28 Latin American countries. It
decided to sell a portion of the company to Dar-
lene Investments, a subsidiary of the Cisneros
Group from Venezuela. The Directv Group also
purchased the share that remained in the hands
of News Corp (a group belonging to British bil-
lionaire Rupert Murdoch) for USD $ 579 mil-
lion (Ibid).

Directv and Sky Colombia merged in June
2005, but kept the name Directv. The decision,
endorsed by CNTV, respected customer in-
terests. Approximately 350,000 decoders were
purchased and three packages were offered: a
basic package with 56 channels, a movie pack-
age with 63 channels and a premium package
with 73 channels. Each package had a different
cost. That same year, Directv had 77,351 users
(Portafolio, February 26, 2004); by 2006, it had
94,249 customers, or 22% more than in 2005. By
June 2007, Directv Latin America had 2.94 mil-
lion customers and revenue per customer was
USD $39.62. 2007 was definitely a year of growth
for Directv (Portafolio August 17, 2007).

That same year, Directv, with 50% more custom-
ers than in 2006, posted a 44% increase in earn-
ings for the Directv Group and a 65% increase
in subscribers, thanks to a commercial strat-
egy known as Directv Flexi (Portafolio, June 7,
2007). 2007 also was a year of partnerships. ETB
(Empresa de Teléfonos de Bogota, Bogota Tele-
phony Company) and Directv teamed up to offer
bundled Internet, telephone and television ser-
vice to customers in Bogota, with a 27% increase
in savings on the individual cost of these ser-
vices (Portafolio, April 17, 2007). Later that year,
Directv and Edatel partnered to offer the same
three services in Valledupar (Cesar). When the
Directv Group recovered, it purchased 14.1% of
Darlene Investment’s in 2007 for approximately
USD §$ 325 million, the idea being to end and
avoid any further legal disputes between the
two companies.
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In 2008, Directv Colombia allied with Emcali
(Empresas Publicas de Cali) to offer Triple
Play service, saving subscribers up to 13% on
monthly charges. That year Directv had 177,756
users in Colombia. This figure increases daily,
not only due to the advantages offered by Tri-
ple Play, but also because of the prepaid service
launched that year (Portafolio, April 11, 2008).

By the end of 2009, there were 248,080 Di-
rectv subscribers in Colombia. The company
launched its mobile telephone service, Control
Plus, which enables customers to use their mo-
bile telephones to schedule recordings of their
favorite channels. Directv Plus DVR arrived in
2009 (a decoder that enables the customer to re-
cord, pause and rewind programming), along
with Directv Plus HD (high definition chan-
nels). The latter implied an investment of USD $
20 million during 2008. With this new technolo-
gy, local growth during the first half of the year
came to 11%, as opposed to the 3% drop expe-
rienced by the domestic market for subscription
television (Portafolio, September 9, 2009).

During 2010, Directv will continue to consoli-
date its position as a leader in satellite content
and service delivery. More than USD $ 30 mil-
lion will be invested to develop campaigns to
encourage the public to subscribe to Directv in
order to watch the 64 games of the 2010 World
Cup in South Africa on HD between June and
July of this year. Alliances also will be estab-
lished with Sony and Adidas to generate higher
sales and more advertising.

The Major Mexican Share of the Pie

The Mexican company Telmex was founded in
1947 by a group of Mexican entrepreneurs who
purchased the Mexican branch of Sony Ericsson
branch. In 1950, they acquired the Mexican branch
of the ITT Corporation, thereby establishing a mo-
nopoly in the country’s telephone service sector.
In agreement with several other companies, pri-
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marily France Télécom and Southwestern Bell
Corporation, Carlos Slim bought the firm and
privatized it in 1990.

Telmex’s entry into the Colombian market oc-
curred in 2000, when Telmex Colombia S.A. was
established. However, it did not begin operat-
ing until 2004, with the purchase of bankrupt
AT&T Latin America (EI Tiempo, 2003). Telmex
Colombia took over AT&T Latin America’s In-
ternet provider services in the country, which
accounted for approximately 1% of the market
(Pragma, 2000).

Telmex’s operations in Colombia during 2004
were limited to providing Internet services to
corporate clients, specifically as a data center. In
2005, an agreement was signed that would have
given Telmex 50% plus one share of Colombi-
ana Telecomunicaciones-TELECOM (a govern-
ment owned company) for USD$3.000 million,
which would have been used to cover TELE-
COM’s pension liabilities and to implement a
two-year investment plan to begin providing
telecommunication services to a good portion of
the country. However, the agreement was can-
celled within a year, owing to objections from
the Colombian Congress (Ministry of Informa-
tion and Communication Technology, 2005).

In 2006, acquisition of 99.6% of the shares in
the Colombian cable operator Superview, for
USD$37 million, established the company’s cli-
entele and gave it a stepping stone towards be-
coming the leading telecommunication service
provider in the country. This purchase repre-
sented an increase of 138.205 subscribers, which
is what Superview had in Bogotd (Galvis, A.
CNTV. personal communication, April 14, 2010).

For Telmex, 2007 was a year of significant growth
in Colombia. Its main acquisitions included the
purchase of 100% of TVCable, a Colombian

company, and its affiliate TVCable Comunica-

German Arango-Forero, Maria Fernanda Arango, Laura Llana, Maria Carolina Serrano

69



Talabra Clave ISSN 0122-8285

Its practices in Colombia have been the
subject of heated debate, given what
appears to be a telecommunications
monopoly being exerted by Slim and
his companies, even if it is within the

limits of the law.

ciones S.A. E.S.P., in addition to a 97.5% stake in
Cablepacifico. Both companies were merged to
become Telmex Hogar (Portafolio, 2007).

Telmex’s acquisitions during 2007 also includ-
ed Cablecentro, a cable operator purchased for
USD$345 million, Megainvest Ltda., a cable con-
tent producer, which added content production
to the company’s portfolio, Comunicaciones Ver
TV, S.A. a cable programming magazine, there-
by diversifying Telmex’s interest in the telecom-
munications sector, and 100% of Satelcaribe,
purchased for USD$51 million. These compa-
nies were merged to become Telmex Colombia
S.A. and the acquisition gave Telmex 51% of the
cable television market in Colombia by the end
of 2007, as well as a share of the market for con-
tent production.

In 2008, Telmex purchased 100% of Teledindmi-
ca for USD$31 million. This concluded the ac-
quisition and merger of existing cable operators
in Colombia, thus completely absorbing any
possible competitor in the cable pay TV market
and rounding out its offer of Triple Play servic-
es, including Internet, IP Telephone, Cable TV.
Telmex also launched international call services
through the 456 prefix and entered the content
production market with the publication of a ca-
ble listing magazine known as Paginas Telmex
(a yellow page directory for the city of Cali)
and the production of content for its own cable
channels (Telmex, 2000 to 2009).

By the end of 2008 Telmex had several subsid-
iaries in Colombia; namely, 100% of Telmex

Colombia S.A., 99.6% of Superview Telecomuni-
caciones S.A., 100% of Telmex Hogar S.A., 100%
of TV Cable Telecomunicaciones S.A., 100% of
Network and Operations S.A., 100% of The Now
Operation S.A., 100% of Megacanales S.A. and
100% of Cablecaribe S.A. All Telmex services in
Colombia are provided through these companies;
that is, cable television, landlines, Internet servic-
es, long distance calling and content production.

During 2009, in a final move, Telmex Hogar
was absorbed by Telmex Colombia S.A. The
accounts and operations of these companies
were integrated to unify brands and to reduce
operating costs as a way to avert crisis. Nowa-
days, Telmex is the leading telecommunication
service provider in Colombia, with 58% of the
country’s cable television market. It also of-
ters Triple Play services and content production
(Dinero, 2009).

Telmex has established itself in the Colombian
market as a leader in the telecommunications
sector, providing services than involve Triple
Play and content production for added value.
Its practices in Colombia have been the subject
of heated debate, given what appears to be a
telecommunications monopoly being exerted
by Slim and his companies, even if it is within
the limits of the law.

Telmex and the Colombian Mobile
Telephone Industry

Ameérica Movil was created by Carlos Slim in 2000
as a branch of Telmex. Originally an affiliate, the
company became independent in 2001 and has de-
veloped into an even larger telecommunications
enterprise. It entered the Colombian market in
2002 with the restructuring of Telecom Americas,
which gave América Movil a 77.1% stake in Co-
municacion Celular Comcel S.A., the leading mo-
bile telephone company in Colombia at the time.
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Acquisition of 100% of the shares of two other
mobile telephone operators in Colombia: Occel
and Celcaribe, gave the company an important
segment of the market and coverage through-
out much of the region. (America Movil Annual
Reports, 2000 to 2009).

As of 2003, América Movil’'s investments and
transactions in Colombia have been dedicated
to acquiring and merging with other local firms
and expanding the company’s growth in terms
of its subscriber base and investment in infra-
structure to develop facilities, such as the GSM
and 3GS networks for the company’s operation.
Since 2003 América Movil's subscriber base
has increased by no less than 50% a year and
its earnings have been used to develop new net-
works and technology designed to maintain the
company’s leadership in Colombia as a mobile
telephone operator.

For América Movil, the Colombian subsidiary
operating under the brand name Comcel is the
third most profitable for the firm and confirms
the potential of the Colombian market for tele-
communication services. Currently, Comcel has
over 64% of the mobile telephone market in the
country, followed by Telefonica with its brand
name Movistar, which has 24.5% of the market.
Luxemburg-based Millicom ranks third.

As for 2010, there are plans to merge Telmex
and América Modvil, both of which are owned
by Carlos Slim. If this occurs, the new company
will take the lead in the Latin American market,
through the offer of quadruple play services
that combine broadband, television, voice and
mobile telephone service (E! Tiempo, 2010).

The Spanish firm Telefonica ranks second in the
telephone market in Colombia. Currently the third
largest landline service provider in the world, it
acquired 50% plus one share of the state-owned
Colombia Telecomunicaciones (Telecom) in 2006.
Prior to that acquisition, Telefonica had begun to
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explore the Colombian market in 1999 through
the purchase of Telecomunicaciones Ganaderas
S.A., Terra Networks and consolidation of the
firm Telefonica Data Colombia S.A.

In 2000, Telefonica entered the Colombian mar-
ket for Internet services under the name Terra
Networks Colombia Holdings S.A., and com-
plemented this move by acquiring the Internet
portal Laciudad.com for US$20 million.

During the same year, Telefonica fully estab-
lished its operations in the telecommunications
market with the purchase and merger of Rey
Moreno, S.A. and Telecomunicaciones Ganade-
ras S.A. Atento Colombia S.A. was established
in 2000 to supply data to meet the needs of cor-
porate clients.

In 2004, Telefénica acquired 100% of Telefénica
Moviles Colombia, S.A. for a total of USD$1.050
billion. And, by 2005, the merger between Co-
lombia Telecom, which was renamed Telefonica
Telecom earlier that year, and Telefonica Empre-
sas Colombia proved to be an accurate strategy
for increasing the number of subscribers and
improving profits (Telefonica, 2000 to 2009).

Telefénica launched its triple play services in
Colombia during 2007, with the development
of a satellite television product, in addition to
the voice and broadband services that had been
operating since 2004. In all, these services are
known as “Trio Telefonica”. 2007 was an impor-
tant year for the company.

Telefénica’s final acquisition to date was in
2008, when it purchased 40.5% of Telefactoring
Colombia, S.A. Although established, the com-
pany had yet to being operating by the end of
2009. A consolidation strategy was initiated that
same year, whereby one of Telefonica’s own
companies, Colombia Telecom, S.A., absorbed
Telefonica Data Colombia, S.A.
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2009 was a year of setbacks for Telefonica. The
European Commission ordered the company
to integrate all its brands and firms under the
name of either Movistar or Orange. This order
will be carried out by the end of 2010.

The third participant in the telephone industry
in Colombia is the firm Colombia Movil Tigo,
which is 51% owned by the Luxemburg-based
firm Millicom. The TIGO brand replaced OLA,
since Millicom purchased the majority of the
company’s shares in 2006. It now occupies third
place, following América Movil's brand Com-
cel and Telefonica’s Movistar.

Millicom provides telephone services to four-
teen countries in Africa and America. It also
is associated with different local firms in each
country, so as to offer cable television services to
its subscribers. Millicom’s performance in the
Colombian market has been highly publicized
in the country’s media, inasmuch as it joined
forces with the Bogota-based firm Empresa de
Teléfonos de Bogota (ETB) and the Medellin-
based Empresas Publicas de Medellin (EPM).

This overview of the market where two types of
companies thrive; namely, service providers and
mixed companies that provide both content
and services, shows a tendency towards growth
and development in new and long-standing duo-
polies involving companies with foreign capital.
The telecommunications market has been very
profitable for these firms and has allowed them
to grow and establish themselves in the country.

Conclusions

In Colombia, the first decade of the 21% century
witnessed the penetration of a significant amount
of foreign capital in the field of media and telecom-
munications providers. Nowadays, an important
segment of these sectors relies on international
firms and investors, who continue to regard Co-

lombia as a stable and growing market, not only
in terms of consumers, but also with respect to fair
practices and positive regulatory conditions that
stimulate the inflow of foreign capital. Graphics
3 and 4 compare the growing evolution of FDI in
Colombian media sectors between 1999 and 2009
(See graphics 3 and 4).

A good example is the battle over the license for
the third private national television channel. It is
being waged by international media groups, par-
ticularly Planeta, and their Colombian associates,
who play a very secondary role, but only because
Colombian regulations limit foreign investment
in a commercial television channel to 40%. Most
of the financing will come from abroad.

Graphic 3
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Despite this situation, the traditional Colombian
media groups continue to control an important
share of the media market. The Santodomingo
Group still owns Caracol Television, a national
private channel; its international brand, Caracol
International; EI Espectador, a daily newspaper;
and several weekly magazines, the most impor-
tant being Cromos.

The Ardila Lulle Organization controls RCN
Television, a national private channel, its in-
ternational NTN24 news brand, the RCN Ra-
dio network and Sonolux, an audio recording
and entertainment firm. Publicaciones Semana
(owned by the Lopez family) is the leader in the
magazines industry. Smaller media firms spe-
cialized in radio and print survive, but their op-
tions are becoming increasingly limited.

International media firms will continue their bid
to grow and consolidate a major share of the me-
dia market in Colombia. This poses a challenge
to the Colombian government in terms of en-
suring fair practices and avoiding monopolistic
control. These are important to and relevant is-
sues for future inquiries and academic research.
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