
 

S&P Global Ratings  1 

 

Industry Top Trends 2021 
Utilities – Latin America 
Prospect Of Full Demand Recovery 

What’s changed? 
8% drop in energy demand. Average energy demand dropped 8% in Latin America 
in the second quarter of 2020 compared to the previous year due to the indirect 
impact of the COVID-19 pandemic. However, demand has already begun to recover 
in the third quarter, with an average decline of 4% year-on-year. We expect energy 
consumption decline of 6%-7% in 2020, aligned with the GDP contraction across 
the region. This is significantly better than our initial expectation of a 10%-15% fall 
in energy demand, illustrating a relative strength of the sector to disruptive events.  

What are the key assumptions for 2021? 
Full recovery by second half of 2021. Energy demand growth should follow our 
GDP growth expectation of 4.1% in 2021 for Latin America’s six largest economies 
(Argentina, Brazil, Chile, Colombia, Mexico, and Peru). 

Renewable growth. We expect new capacity in non-conventional renewables to 
continue to be deployed in the next two years, despite some construction delays 
caused by the pandemic across the region, supported by private sponsors’ previous 
commitments to invest in both solar and onshore wind in Latin America. 

Low spot and contract prices, mainly in Chile and Peru. We continue to expect low 
spot prices—that also push down the prices of new contracts—in most countries in 
the region. In Chile, this is mainly because of the entrance of renewable capacity. In 
Peru, energy oversupply has mainly driven the trend. In Brazil, hydrology plays a 
role, and prices in 2021 will depend on the rainy season that is just starting, while 
the recession and structural energy oversupply push down prices. 

What are the key risks around the baseline? 
Slower pace of economic recovery. GDP won’t recover to pre-pandemic level until 
2022, and the duration and intensity of the pandemic’s effects on the region’s 
economies and the path of recovery will not be equal among countries, with varying 
impacts to the labor market and investments. The negative impact of these factors 
on the lower-income population could cause the resurgence of social instability 
that some countries in the region experienced before the COVID-19 outbreak. 

Negative sovereign ratings actions. Three of the six largest sovereigns in Latin 
America have negative outlooks. Considering the highly regulated nature of the 
utilities in the region, we expect to keep capping ratings by each respective 
sovereign for most of the portfolio. Similarly, changes in the outlooks on Argentina, 
Brazil, and Peru could also affect the stability of the rated portfolio.  
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Ratings trends and outlook 
Utilities– Latin America 
Chart 1 

Ratings Distribution (Including Project Financing) 

 
Chart 2 

Ratings Outlooks (Including Project Financing) 

 
Chart 3 

Net Outlook Bias 

 
Source: S&P Global Ratings. Ratings data measured at quarter end. Data for Q4 2020 is Oct. 31, 2020. 
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Industry credit metrics 
Utilities – Latin America 
Chart 4 Chart 5 

Debt/EBITDA (Median, Adjusted) FFO/Debt (Median, Adjusted) 

  
Chart 6 Chart 7 

Cash Flow And Primary Uses Return On Capital Employed 

  
Source: S&P Global Ratings, S&P Global Market Intelligence. Most recent (2020) cash flow and ROCE figures are using last twelve months (LTM) data. 
All non-forecast figures are converted into U.S. dollars using historic exchange rates. Forecasts are converted at the last financial year-end spot rate. 
FFO—Funds from operations. 
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Shape of recovery 
Table 1 

Sector Outlook Heatmap 

 Sensitivities and structural factors  Shape of recovery 

 COVID-19 
Sensitivity 

Impact if no 
vaccine in 

2021  

Long-term 
impact on 

business 
risk profile 

  

Revenue 
Decline – 

2021 vs 
2019 

EBITDA 
Decline – 

2021 vs 
2019 

Revenue 
recovery 

to 2019 
levels 

Credit 
metric 

recovery 
to 2019 

levels 

Utilities  - Latin America 

Distributors Moderate Moderate Low  >=2019 >=2019 2021 2021 

Generators Low Low Low  0%-10% 0% -10% 2021 2021 

Transmission lines Neutral Neutral Neutral  >2019 >2019 No impact No impact 

Water utilities Low Low Low  >=2019 >=2019 2021 2021 

Source: S&P Global Ratings. 

 

 

S&P Global Ratings believes there remains a high degree of uncertainty about the evolution of the 
coronavirus pandemic. Reports that at least one experimental vaccine is highly effective and might gain 
initial approval by the end of the year are promising, but this is merely the first step toward a return to social 
and economic normality; equally critical is the widespread availability of effective immunization, which could 
come by the middle of next year. We use this assumption in assessing the economic and credit implications 
associated with the pandemic (see our research here: www.spglobal.com/ratings). As the situation evolves, 
we will update our assumptions and estimates accordingly. 
 
This report does not constitute a ratings action. 

  

http://www.spglobal.com/ratings
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Industry outlook 
Ratings trends and outlook 
About 15% of our rated Latin American utilities have a negative outlook or are on 
CreditWatch with negative implications, given the challenges stemming from uncertainty 
about the duration of the pandemic, when a vaccine will be available, and the region’s 
economic recovery. 

The recovery trajectory for most rated utilities is tied to the subsector they operate in and 
the GDP recovery prospects of their base country. Since the beginning of the pandemic, 
most of the rating actions we took on rated utilities were related to sovereign rating 
actions, as was the case for utilities in Colombia and Argentina.  

Main assumptions about 2021 and beyond 

1. Energy demand will recover to pre-pandemic level by year-end 2021 

We forecast energy demand growth to follow our expected GDP growth of 4.1% in 2021 
and 3.1% in 2022 for Latin America’s six largest economies.  

2. Prices (contracts and spot) 

We continue to expect low spot prices in most Latin American countries, which in turn will 
push down the prices of new contracts. As noted above, the entrance of renewable 
capacity primarily drove this trend in Chile, while in Peru and Brazil it was mainly driven 
by energy oversupply. In Brazil, hydrology is an important variable given the country’s 
energy matrix skews toward hydro, and prices in 2021 will depend on the how much the 
rainy season that is just starting and ends in April will be able to replenish the currently 
low reservoirs. Nevertheless, still subdued economy and energy oversupply could 
depress prices. 

3. Renewable to resume investments 

We expect utilities to continue deploying new non-conventional renewable capacity in the 
next two years, despite some construction delays caused by the pandemic across the 
region, supported by private sponsors’ previous commitments to invest in both solar and 
onshore wind. However, this growth trend will differ between the six largest economies in 
the region, depending on the recession and recovery paths for each country. 

Energy demand declined roughly 8.0% in the region in the second quarter of 2020, 
compared to the same period of last year, following the outbreak of COVID-19. Ever since, 
we have seen an uneven recovery of energy consumption across Latin American 
countries, depending on how strict containment measures are handled locally. In Chile, 
Mexico, and Brazil, where quarantine adoption was partial and the reopening is 
accelerating, we expect lower reduction in energy consumption for 2020 (see chart 8). In 
Brazil, energy consumption has been above 2019 levels since July 2020. In contrast, in 
Argentina, Peru, and Colombia, which adopted stricter social distancing measures, 
energy demand has been recovering more slowly. In 2021, we expect energy consumption 
to grow 4.5%, in line with the expected GDP growth for the region. 
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Chart 8 

Energy demand (GWh) 

 
Source: S&P Global Ratings 

Transmission lines have shown low sensitivity to COVID-19 impacts, thanks to the highly 
regulated nature of the network activities and their long-term contracts that protects 
cash generation from volume and price risks. Nonetheless, we cap our ratings on most of 
the companies in this segment by their sovereign rating, meaning their overall 
creditworthiness will likely follow the economic performance of their base country in 
2021.  

Power generators and water utilities have shown low to moderate sensitivity to the 
pandemic-induced recession. Power generators usually sell energy through long-tenor, 
take-or-pay contracts, with solid counterparties in the regulated and free markets. 
Nonetheless, because they are subject to volatility in demand and prices considering that 
a portion of their capacity may be uncontracted, we believe persistently tough economic 
conditions would hurt their credit quality, especially in the case of unregulated power 
generators that need to re-contract power purchase agreements (PPAs).  As noted above, 
we continue to expect low spot prices (see chart 9). 

Chart 9 

Energy spot prices in Latin America 

 
Source: S&P Global Ratings 
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Water utilities offer essential and non-elastic water and sewage services. Most of the 
concessions have residential clients as the main customers, who have more stable 
consumption patterns given the essential nature of the services. Therefore, we continue 
to expect no material impact on water utilities’ volumes, as has been the case since the 
onset of the pandemic. Nevertheless, if economic challenges persist (and depending on 
how difficult they are), we would expect an impact on cash generation due to delay in 
payments from customers. The bulk of water utilities we rate are in Brazil. Similar to what 
happened with distribution companies (discos), in many concession areas the 
government prohibited the suspension of water and sewage services, generating a slight 
delay in payments and increasing working capital needs. 

In contrast, we believe energy and gas distributors are more exposed to economic 
downturns, and have shown moderate to high sensitivity to COVID-19 impacts. Gas 
distributors are facing billed volume reduction, in large part influenced by the volume 
drop both in the industrial and commercial segments because of the recession. On the 
other hand, social distancing measures have boosted volumes and margins in the 
residential segment, given the higher average tariffs that this segment carries. 

Recovery of energy consumption in 2021 is tied to economic recovery, which will affect 
the long-term performance of these companies. We also believe that distributors’ 
creditworthiness depends on how supportive the regulatory frameworks of the country it 
operates in are, and whether government interference exists. Some governments—like in 
Brazil, Chile, and Peru—prohibited discos from disconnecting delinquent residential 
customers or required them to allow late payments from the most vulnerable sectors. In 
Brazil, the government prepared an off-balance extraordinary liquidity package called 
“Conta Covid” that aimed to alleviate the impacts from the crisis on discos’ cash flows. In 
general, despite their more vulnerable position, rated distributors benefit from adequate 
financial flexibility and good liquidity positions. In addition, delinquency rates have been 
slightly better than we expected, at 2.0%-2.5%, while we expected rates between 3.0%-
3.5%. 

Overall, in an effort to mitigate lower cash flows, rated companies have been reducing 
operating costs and administrative expenses, postponing non-essential capital 
expenditures (capex), reducing dividends distribution, and investing in technology in 
order to optimize processes, improve efficiency, and reduce losses. We believe these 
measures might support margin gains in 2021 as economic activity and energy demand 
rebound.  

Credit metrics and financial policy 
Utilities’ liquidity provided them with a cushion in 2020. We observed higher working 
capital needs, particularly for regulated utilities, pressured by the combination of lower 
demand mainly from commercial and industrial clients.  Some governments in the region 
announced measures to ease the impact on final customers, including billing exemptions 
for low-income customers and scrapping service disconnections among residential 
clients, which reduced collection from residential customers. Nevertheless, in general 
the companies that we rate implemented initiatives to preserve cash flexibility, which 
included cost-cutting measures, postponing capex, deferring dividends, and 
restructuring debt. Specifically in Brazil, the government and the local regulator put in 
place  an about R$15 billion off-balance financing program (Conta Covid) to address the 
liquidity squeeze among the distributors suffering from adverse effects of the pandemic, 
helping to offset expected lower operating cash flows. 
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Key risks or opportunities around the baseline 

1. Local currencies’ sharp depreciation. 

Although depreciation wasn’t an issue for most utilities, it hurt a few companies that hold 
their financial debt in dollars and generate their cash flow in local currency. For most 
countries in the region, we expect double-digit currency depreciation in 2020, such as in 
Argentina (42%), Brazil (30%), and Colombia (13%). In 2021, we expect stable exchange 
rates, except for the Argentine peso that we expect to fall an additional 35%. 

2. Slower economic recovery. 

We don’t forecast GDP to recover to pre-pandemic level until 2022. The duration and 
intensity of the pandemic’s effects on the region’s economies and the path of recovery 
will not be equal among countries, with effects on the labor market and investments. As 
discussed above, the negative effects of the recession on the lower-income population 
could cause a resurgence of social instability that some countries in the region 
experienced before the pandemic. 

3. Negative sovereign ratings actions. 

Three of the largest six sovereigns in Latin America have negative outlooks. Considering 
the highly regulated nature of the utilities in the region, we expect to keep capping the 
ratings by each respective sovereign for most of the portfolio. Similarly, revisions on the 
outlooks of Argentina, Brazil, and Peru could also affect the stability of the rated 
portfolio. 

Table 2 

Latin America: GDP growth and S&P Global Ratings’ forecasts 

% 2019 2020f 2021f 2022f 2023f 

Argentina (2.1) (11.7) 4.0 3.0 2.5 

Brazil 1.1 (4.7) 3.2 2.6 2.6 

Chile 1.0 (6.4) 5.2 3.9 3.2 

Colombia 3.3 (7.8) 5.1 4.6 3.8 

Mexico (0.3) (9.3) 3.9 2.9 2.2 

Peru 2.2 (13.5) 10.0 5.3 4.2 

LatAm 6 0.6 (7.7) 4.1 3.1 2.7 

Note: The LatAm GDP aggregate forecasts are based on PPP GDP weights. f—S&P Global Ratings’ forecast. Source: Oxford 

Economics.  
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Country highlights 
Argentina 
– The central government hasn’t changed the country’s target to develop the 10 

gigawatt (GW) renewable program, but we’ve seen a lack of investor confidence to 
support a new round of renewable auctions since the projects in the third round of the 
Renovar program did not secure financing. Investors’ appetite for a new round of 
auctions was also hurt by the turmoil caused by a change in the tariff setting 
mechanism for conventional energy (thermal and hydro). In addition, utilities haven’t 
received rate adjustments since the end of 2019 and there are no clear indications 
that they will in 2021. On the other hand, we still expect the projects from the two first 
bidding rounds of the Renovar program to result in the construction of about 3GW of 
both wind and solar plants, with financing secured back in 2018. 

– A structural bottleneck remains the counterparty risk of the main PPAs’ off-taker, the 
government-owned CAMMESA, and the sovereign’s negative impact to financing 
attractiveness because it has just emerged from debt moratorium. 

– Currency depreciation was and will continue to be an important issue for Argentina 
utilities, considering that their financial debt is mostly denominated in dollars while 
they generate cash flow in Argentine pesos. We expect the peso to depreciate 42% in 
2020 and 35% in 2021.  

Brazil 

– The government canceled new energy auctions scheduled for 2020 because of the dip 
in energy demand, which fell 11% back in May, and which we expect will result in a 2% 
decline for the full year of 2020 compared to 2019. Although the demand decline and 
the slow pace of economic recovery in 2021 (3.2% GDP growth versus a contraction of 
4.7% in 2020) has stalled the investments in new capacity, the government has a goal 
to increase onshore wind capacity by 21GW (of which only 3.5GW were already 
auctioned) and solar by 7GW (of which 1.4GW are contracted and expected to be 
delivered by 2022) by 2029, increasing these renewables’ aggregate participation to 
23% of the matrix from the current 10% of the country’s 170GW installed capacity. 

– Most of new onshore wind and large solar plants are under development by 
incumbents such as CPFL, Neoenergia, Engie, and Enel, with some under 
development by new players like Omega Energia, Echoenergia, and Rio Energy. The 
government’s 10-year plan includes significantly developing distributed generation, of 
which almost 10GW is solar. 

– The challenge in developing such a large distributed generation plan in solar is its 
exposure to foreign currency volatility, because most of the panels and inverters are 
still imported. In addition, the intermittent nature of both wind and solar will require 
additional base-load capacity, in particular considering the intermittent nature of the 
existing hydro capacity. 

– Nevertheless, with the peak of the pandemic expected to be behind and economic 
activity gradually recovering to 2019 levels, the regulator announced a new 
transmission auction. The combined 1958 kilometers (km) of lines in the 11 lots 
offered will require about R$7.4 billion of investments. Local capital markets would 
fund these investments. We expect these projects to benefit from favorable liquidity in 
the market, especially a very low basic interest rate—as opposed to the historical 
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reliance on the local development bank subsidized financing conditions, which are no 
longer available. 

– Power generators and transmission entities have been less vulnerable than 
distributors to the impact of COVID-19. Discos have faced higher short-term working 
capital needs, given that they collect revenues for the entire sector, while balancing 
the mismatch of lower demand and energy surpluses and dealing with rising 
delinquency rates stemming from the recession. The “Conta Covid” liquidity package 
helped to compensate for the expected lower operating cash flows this year, but at 
this point we don’t expect additional liquidity support to come in 2021, especially 
considering that consumption and collection rates are gradually recovering. Still, 
some of these factors may persist after this year: the financial sustainability of the 
concessions is being discussed in a public hearing, which could result in some sort of 
compensation to distributors in mid-2021. 

Chile 

– The Chilean energy sector continues rapidly transitioning to renewable sources from 
conventional thermal energy. Chile has set a target of 70% of electricity from clean 
energy sources by 2030, from the current 20% of its about 24GW of installed capacity. 
We do not expect a setback in the development of the new capacity because there’s 
still time to absorb eventual construction delays caused by the pandemic containment 
measures in relation to the sunset date for the majority of the contracted capacity. 
Additionally, energy demand was marginally affected by COVID-19—we expect a 5%-
7% demand decline in 2020. 

– Chile also plans to completely phase out coal plants by 2040 and achieve carbon 
neutrality by 2050. Coal currently accounts for about 40% of electricity generation in 
the country. In the next five years, Chile plans to shut down eight of their 28 coal 
plants, cutting coal-fired generation by 19%. Nonetheless, some of them will remain 
operative as back-up facilities, to be used if they are needed in order to ensure electric 
system reliability, but excluded from daily dispatch. We don’t expect this to affect 
prices in the short term, because the plants that are decommissioned first are the 
ones that are less efficient or obsolete. 

– The Chilean market continues to have the majority of new capacity deployed by large 
incumbents. For example, 2GW of new renewable capacity is under construction by 
Enel Chile, 1.6GW by AES Gener, 1GW by Engie Energia Chile, and 600MW from Colbun 
in the next three to four years, illustrating the pace of Chile’s transformation efforts.  
In all these cases, and despite the mentioned ambitious investment plans, we 
continue to expect the companies to keep conservative debt levels, with average net 
debt to EBITDA at about 2.5x in 2021 and 2022.  

– At the same time, we continue to see opportunities for relative small single-asset 
players to benefit from the increased demand for renewable capacity, particularly 
under the specific regime developed known as Pequeños Medios de Generacion 
Distribuida (PMGD; its Spanish acronym). 

– Financing conditions remain strong because energy contracts are backed by long-
term PPAs and currently favorable liquidity in capital markets.  

– We also expect significant working capital outflows in the next 12 months—
incorporating the tariff stabilization mechanism announced in 2019 and some delays 
in payments from the most vulnerable part of the population—amid the pandemic. 
Chilean utilities are working to close a receivable securitization program by year-end 
that would smooth the negative impact from this in the next few years.  
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– We continue to forecast relatively low spot prices. In the past 18 months, they 
averaged $42/megawatt hour (MWh) from about $100/MWh historical average, and we 
believe prices will hover close to $40/MWh in the next two years. Besides the 
expansion of renewables, the installation of several base-load thermoelectric plants 
(coal and gas) and the expansion of transmission systems also lowered prices. 

Colombia 

– Colombia saw about a 5% decline in energy demand caused by the pandemic, but this 
was relatively neutral for the Colombian market. The energy market has been affected 
by high spot market prices since the new hydro plant  (Ituango) had its construction 
delayed to the end of 2021 after a landslide caused by a heavy rain in the second 
quarter of 2018, and its construction was further postponed by the lockdown 
measures.  We expect spot prices to average $70/MWh in 2021 and early 2022.  

– The country just started its non-conventional renewable program, with a 1.4GW 
auction in October 2019. The auction was supported by a regulatory change in the 
tenor of the PPAs, increasing it to 15 years. The energy wholesale market is dominated 
by large incumbents—Isagen, Grupo Energia Bogota, Enel Americas—that typically 
operate with up to five-year PPAs.  

– The country’s energy matrix is concentrated in hydro generation that accounts for 70% 
of its current installed capacity. The government plans to diversify the matrix by 
increasing non-conventional renewables to 11% by 2022, which do not offset 
intermittent nature of the matrix. 

– In response to the pandemic, the government froze some basic service tariffs, 
including electricity, and ordered utilities to relax bill collections for up to 36 months, 
which will temporarily hurt return on investments and very likely discourage short-
term capex projects. 

Mexico 

– Overall, power demand has been fairly resilient in Mexico amid the COVID-19 
pandemic. May was the month with the biggest drop in demand—about 12% 
compared to the same month in 2019; however, after mobility restrictions eased and 
economic activity increased, power demand has gradually recovered, and even 
increased about 1.8% in October. Overall, we continue to expect a drop compared to 
2019, but the drop will be significantly less than our GDP contraction expectations for 
the year. 

– Despite the country’s target to achieve 35% of installed capacity from renewable 
sources by 2024, actual government policy is reluctant to incentivize the development 
of new renewable capacity, because it has favored projects that will create demand 
for Pemex, in fuel consumption, and CFE, for its power plants. In addition, the pace of 
new renewables was delayed by the pandemic because the pre-operational tests for 
the projects close to completion were suspended because of the pandemic 
containment measures, although these measures were lifted after legal disputes from 
private companies. We expect that there won’t be new energy auctions in the short to 
medium term, although this would relate more to the government’s strategy rather 
than the lower energy demand from Mexico’s GDP contracting. We expect Mexico’s 
GDP to contract 9.3% this year and recover 3.9% in 2021. 

– Private market players continue to deliver new wind and solar capacity, backed by 
both long-term PPAs with CFE and other large consumers signed before 2018, when 
the current administration took office. Still, we continue to see interest from new 



Industry Top Trends 2021: Utilities – Latin America 

S&P Global Ratings December 10, 2020     12 

entrants seeking to benefit from more favorable contractual conditions available to 
newcomers in a relatively young market, which opened to private players with the 
enactment of the new energy framework in 2014, and in a context where the tariff 
offered by CFE, the biggest player, has remained high even amid lower demand.  

– We expect that new renewable capacity will enter the system through private 
companies in the next two or three years, while CFE continues to invest in combined-
cycle power plants. 

– Energy curtailment continues to provide unique contractual opportunities to both 
onshore wind and solar deployment, because wholesale PPAs are available in high 
economic activity zones, such as in the Yucatan peninsula and in Baja California, 
which have higher energy prices. At the same time, we do not expect any government 
stimulus or subsidies for the development of these projects. 

Peru 

– Peru’s economy has been hardest hit in the region. We expect its GDP to contract 
13.5% for 2020 and a similar decline in terms of energy demand. At the same time, we 
expect a strong rebound in demand in 2021 (10.0% growth), although this won’t result 
in new energy auctions. The country has extra capacity to absorb internal growth 
demand with 12.6GW of installed capacity. Hydro accounts for 40% of installed 
capacity and supplied 57% of the energy consumption that totaled 52,889 GWh in 
2019. 

– We still continue to see low electricity spot prices for Peru of about $7/MWh on 
average in 2020 and around $9/MWh in 2021, underpinned by the extra capacity 
installed in the last five years, the lower-than-expected rate of demand increase, and 
the impact of COVID-19 in 2020. These factors have affected new PPAs, which have 
shorter tenors of three to four years, versus the previous seven to eight year contracts, 
and lower prices closer to $45/MWh instead of the previous $70/MWh.  

– Curtailment risk is a bottleneck for deployment of large projects, given the challenging 
geography as the Andes Mountains divide the country. 

 

Related Research 
– Economic Research: Latin America's Economic Recovery From The Pandemic Will Be 

Highly Vulnerable To Setbacks, Dec. 1, 2020 
– COVID-19 Heat Map: Updated Sector Views Show Diverging Recoveries, Sept. 29, 2020 
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