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Overview
− The Latin American automotive, oil and gas, transportation, chemicals, real estate and
homebuilders, hotels and other lodging, and retail sectors are struggling to return to
pre-pandemic levels
− The hotels and other lodging segment is still contracting, while the retail and chemicals
sectors began to recover at a faster pace than the rest of this group. The other four
sectors show mixed profiles with diverging trends among sub-sectors and geographies.
− While hotels may enjoy a spur in demand once COVID-19 recedes, they will need to
invest heavily after two years of underinvestment.
− Brazilian retailers, oil and gas producers, and homebuilders are outshining their
regional peers and driving growth more rapidly in their sectors.
− Although downgrades in the seven sectors are double the number of upgrades since
April 2020, the pace of upgrades has picked up while downgrades have plateaued since
mid-2020.

Recovery Path Looks For Three Sectors
The pandemic is having long lasting effects on the seven Latin American corporate sectors. As
seen in chart 1, the sectors experienced drops in revenue between the first quarter of 2020 and
second quarter of 2020, compared with same quarters in 2019, and they're still below prepandemic levels.
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Chart 1

Year-Over-Year Change In Revenues Among Selected Sectors In Latin America
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In the following table, we grouped the seven sectors into three columns according to the recovery
pace. The first group showed the worst dynamics, given that the revenue is still dropping or has
shown no signs of improvement. The only sector in this group is hotels and other lodging. The
second group is much larger and contains four sectors that have shown some progress in recovery
but are still below pre-pandemic levels. These are oil and gas; automotive; transportation; and
real estate and homebuilders. The third group consists of the retail and the chemicals sectors. The
former went through a fairly weak 2020 and returned to pre-pandemic levels in the first quarter of
2021, while the latter didn’t contract that much in 2020 but will probably recover to pre-pandemic
levels in the second quarter 2021.
Table 1

As of March 2021. Based on year-over year-revenue growth
Source: S&P Global Ratings.

Still Shrinking: The Long Agony Of The Hotel Industry
Hotel occupancies in Latin America remain roughly 50% below pre-pandemic levels for the second
year in a row, both in urban and tourist areas. The blow to the industry has been so dramatic that it
could take years to return to its previous normality. Before COVID-19, the industry was already
under the siege from disruptive players such as Airbnb, while looking for ways to remain
profitable.
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We believe that certain subsectors may experience a surge once the pandemic ebbs as people will
tend to overspend and travel more to compensate for the months in seclusion. Therefore, the
upside potential for the hotel sector may be phenomenal but until it materializes, foreclosures,
defaults, and debt overhangs would remain the norm for this sector. Moreover, the
underinvestment since 2020 will demand a considerable investment cycle (see chart 3).

Chart 2

Chart 3

Hotel Occupancy Rates In Mexico*
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Recovering Slowly: Sectors Driven By People And Goods’ Mobility
Oil and gas consumption has recovered more rapidly in Brazil and Argentina, but it's still sluggish
in Colombia and Mexico. During the first quarter of 2021, the consumption of gasoline and diesel
oil in Colombia was 15% lower than in the same quarter of 2019, whereas in Mexico it was down
25%. The Argentine and Brazilian domestic oil markets had reached almost pre-pandemic levels
in the first quarter of 2021 (see chart 4).
Automobile production is also below pre-pandemic levels in Latin America’s main two markets-Mexico and Brazil. In Mexico, production levels were down 18% in the first quarter of 2021 relative
to same quarter in 2019, although improving as of March 2021. Brazil’s production in the first
quarter of 2021 was 14% lower than in the same quarter 2019 (see chart 5).
Airlines remain the worst performing sub-sector in transportation. Colombian operations are
severely hit with passengers transported in the first quarter of 2021 being 30% the same quarter
in 2019 levels (see chart 6). Brazilian operations are still lagging at roughly 64% of the firstquarter 2019 level in terms of demand, while Mexican operations have recovered to almost 80%.
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Other subsectors in transportation—railroads, as well as fleet management--are performing
better. However, there's a clear geographical difference in performance between Mexican and
Brazilian transportation companies. By the end of the first quarter of 2021, revenues of virtually all
rated Brazilian transportation entities (excluding airlines) have recovered or surpassed prepandemic levels, while those of Mexican peers are still nearly 5% below pre-pandemic levels.
Real estate and homebuilders also contain huge differences in performance among subsectors.
While shopping mall operators in Brazil are 10%-20% below pre-pandemic levels (measured by
quarterly revenues in the first quarter of 2021 versus same quarter of 2019), Brazilian
homebuilders are growing rapidly fueled by low rates, abundant credit, a large housing deficit, and
people’s need for space as work-from-home trend is increasingly adopted (see chart 7). In Mexico,
conditions are better for homebuilders than for real estate operators, although the disparity in
performance isn’t as dramatic as in Brazil.

Chart 4

Chart 5

Oil Sold In Selected Latin American Markets
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Chart 6

Chart 7

Passengers Transported Among Rated Airlines

Housing Starts In Selected Latin American
Markets
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Recovering Fast: Brazilian Retailers Are Outpacing Peers
Brazilian chemicals producers have been rebounding since the fourth quarter of 2020, the pace of
which accelerated in the first quarter of 2021. This is thanks to the rising demand among the basic
consumer goods, homebuilders, automotive, and overall heavy sectors, as well as better pricing
levels for oil-derived byproducts. However, the first-quarter revenue of Mexican chemicals
manufacturers—which account for the bulk of the rated industry players in the region--was still
below pre-pandemic levels.
By March 2021, retail sales in Mexico had reached pre-pandemic levels, while those in Brazil did
so at least one quarter earlier. In contrast, Peruvian retail sales remained below pre-pandemic
levels in February 2021 (latest data available; see chart 6).
Brazilian retailers are thriving thanks to stronger consumption dynamics than in Chile and Mexico.
However, a portion of that growth is due to the higher inflation in Brazil that's approaching 7% in
2021, compared with half of that in Chile and 4.5% in Mexico.
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Chart 8

Year-Over-Year Retail Sales In Selected Latin American Markets
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Ratings Momentum: Credit Profiles Are Improving But Ratings Haven’t
Fully Recovered Yet
As charts 7 and 8 show, the number of downgrades in these sectors is twice that of upgrades since
April 2020. But it’s also clear that the sectors' credit quality hit rock bottom in mid-2020 and has
crawled back steadily since then.

Chart 9

Chart 10
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Apart from the hotels and other lodging segment, automotive and retail sectors have a larger
portion of ratings with negative outlooks than the other sectors (see chart 9), but retail has a
relatively stronger credit portfolio than automotive and hotels (see chart 10). Therefore, due to the
combination of having relatively higher rated entities and with a large portion of them with
negative outlooks, retail is probably the sector that has more downside risk nowadays, followed by
automotive, but upside momentum should stabilize ratings more rapidly among retailers.
Out of the seven sectors, automotive is the only one that doesn't have issuers with 'CCC' or lower
ratings, but the sector will require better fundamentals into 2021 to maintain its recovery
momentum.
Also, although the outlook distribution for the transportation and chemicals sectors is
predominantly stable, several issuers face more imminent downside risk, as seen in the
CreditWatch negative share of the distribution.
Finally, the real estate and homebuilding sector has the largest proportion of positive outlooks,
owed mostly to Brazilian homebuilding industry. That contrasts with their Mexican peers that have
mostly negative outlooks.

Chart 11

Chart 12
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