
 

S&P Global Ratings  1 

 
Emerging Markets: 

Latin America Looks Past COVID-19 And Sees 
Political Uncertainty And Old Challenges 
October 21, 2021 

Key Takeaways 

 While COVID-19 isn't going away anytime soon, and lockdowns to prevent the spread of 
future variants are still on the cards, the pandemic's harsh impact on GDP is falling. 
Nevertheless, LatAm will continue to face the same structural economic challenges it did 
before the pandemic, including slow productivity growth resulting from low and 
inefficient investment.  

  The pandemic has created a difficult political and social legacy in the region that may 
constrain its long-term growth prospects and its sovereign ratings trajectory. The short-
term challenge in the region is to accelerate economic growth and job creation. However, 
LatAm is encountering a bigger obstacle in creating political support for new social and 
economic policies to address the weaknesses exposed by the pandemic. 

 On the bright side, LatAm banks and non-financial corporations are performing better 
than expected, thanks to governments' actions to cushion the pandemic's impact, a 
stronger-than-expected demand for essential consumer products and services, as well as 
the sharp rebound in commodity prices.  

 Key risks for the region remain persistently high. Along with potentially new COVID-19 
variants, the region faces higher inflation, a likelihood of a faster normalization of U.S. 
monetary policy, China's shifting policy stance, and a heavy election cycle ahead that's 
raising political uncertainty.   
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LatAm Economic Outlook  

Recovery Underway, But Pre-Pandemic 
Challenges To Growth Haven't Changed 
(Editor's Note: The views expressed in this section are those of S&P Global Ratings' economics team. While these views can help to 

inform the rating process, sovereign and other ratings are based on the decisions of ratings committees, exercising their analytical 

judgment in accordance with publicly available ratings criteria.) 

LatAm has been one of the emerging markets' (EMs') hardest-hit regions by the pandemic. In mid-

2020, the region's GDP on average was over 15% below its pre-pandemic level. Since then, 

economies have recovered some of the lost ground--by mid-2021, GDP was about 3.8% 

below its pre-pandemic level. Varying degrees of stimulus across the region and strong demand for 

commodities and manufacturing exports have helped economic activity recover. Households and 

businesses have also become more comfortable in resuming close-to-normal activities amid the 

pandemic, and recent vaccination progress has helped. We project GDP growth among the largest 

six economies of the region will average 6.5% this year after contracting 6.8% last year. 

 

Table 1 

LatAm GDP Growth And S&P Global Forecasts 

 
Note: The LatAm GDP aggregate forecasts are based on PPP GDP weights. LatAm 5 excludes Peru. F--S&P Global Ratings 
forecast. Source: Oxford Economics.   

The region will return to its pre-pandemic GDP level in the first quarter of 2022, meaning a generally 

slower recovery than most of the major economies in the globe. According to our projections, Brazil, 

Chile, and Colombia will return to their pre-pandemic GDP levels in the second half of this year, 

Mexico and Peru at the beginning of 2022, and Argentina towards the end of 2022. However, by the 

end of 2022, the region will still be about 4% below its pre-pandemic GDP trend--the difference 

between actual GDP and where it would have been if it would have continued growing at the same 

average pace before the pandemic. Most of this 4% gap is output that won't be recovered and is 

mostly concentrated in the services sectors. 

(%) 2019 2020 2021F 2022F 2023F 2024F

Argentina -2.0 -9.9 7.2 2.1 2.2 2.0

Brazil 1.4 -4.4 5.1 1.8 2.2 2.3

Chile 0.9 -6.0 9.0 2.5 3.0 3.0

Colombia 3.3 -6.8 8.0 3.0 3.3 3.2

Mexico -0.2 -8.5 6.2 2.9 2.2 2.1

Peru 2.2 -11.0 12.0 3.0 4.0 3.5

LatAm 5 0.7 -6.6 6.2 2.4 2.3 2.3

LatAm 6 0.8 -6.8 6.5 2.4 2.5 2.4
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Chart 1 

Projected GDP Level Versus Pre-Pandemic Level 

 
Source: Oxford Economics, Haver Analytics, and S&P Global Ratings. 

2022 Will Be Difficult For The Region 

While COVID-19 is not going away anytime soon, and lockdowns to prevent the spread of future 

COVID-19 variants are still on the cards, its impact on GDP is falling. Lockdowns will become less of 

a drag on GDP growth, as they have become narrower in scope, targeting a smaller number of 

sectors. However, the same logic applies to ending lockdowns, which is likely to boost GDP to a 

lesser degree than in recent quarters. This is because LatAm economies are already operating 

close to normal across most sectors, especially those that generate a higher share of GDP. As the 

impact of the pandemic on GDP subsides, factors that are not directly tied to COVID-19 will play a 

stronger role in influencing growth. These include trade, monetary and fiscal policy, and the 

implications of low policy predictability on investment. Trade is likely to be less of a boost in 2022 

than it was in 2021, as stimulus measures are removed around the globe. Monetary policy in the 

region will be tighter, as central banks increase interest rates, although from record-low levels in 

most cases. Fiscal policy will also be less supportive to growth, as stimulus measures expire, and 

governments in the region move towards improving their fiscal accounts. Finally, policy in the 

region has become less predictable because of the pandemic, with negative implications on 

investment. Middle- and lower-income households have been hardest hit by the pandemic--and in 

some cases have taken to the streets. Several LatAm economies will have election cycles between 

the end of 2021 and 2022, and the rise of political figures that are less known reduces visibility over 

the future trajectory of policies. We project GDP growth in the region slowing to 2.4% in 2022. 

Post-COVID-19 Long-Term Obstacles To Growth Are The Same Ones That 
Preceded The Pandemic 

Our forecasts for 2022 and beyond remain broadly unchanged, as we expect the region converging 

toward its long-term average 2.5% growth. The region will continue to face the same structural 

economic challenges it did before the pandemic: slow productivity growth. Average productivity 

growth in Latin America has been about 0.5% in the decade before the pandemic, a fraction of the 

nearly 5% average in EMs. The reason for low productivity is low and inefficient investment. 

Investment growth also averaged 0.5% in the last decade (see chart 8), and on average, one unit of 

investment returns 50% less of GDP than in other EMs. The pandemic has not improved the 
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investment picture in the region, which is why we don't expect trend growth increasing after COVID-

19 subsides. 

 

Chart 2 

Real Fixed Investment Growth 

 
Note: Regional aggregates are based on PPP GDP weights. Pre-GFC refers to the 2000-2007 average, and post-GFC refers to the 
2011-  

Key Downside Risks Are Persistently High Inflation, The Fed, And China 

More contagious variants of COVID-19 that trigger strict lockdowns will likely remain a risk to our 

outlook for some time. However, there are several risks that are not pandemic specific. The recent 

increase in domestic inflation, partly fueled by rising energy prices, could prompt more aggressive 

monetary tightening than we envision, taming demand more than we expect. There's a risk that U.S. 

policy normalization will occur earlier than what's currently priced in the market. The resulting 

repricing could cause market volatility, including widening spreads and diminished market access 

for higher-risk borrowers. Finally, if recent financial troubles facing the Chinese property market 

developer Evergrande become more widespread, this could also take a toll on LatAm activity. This 

could play out through in three ways. First, by tightening credit conditions for Chinese companies 

that invest in infrastructure in LatAm. Second, by denting commodities prices following the 

darkening outlook for Chinese investment on infrastructure, which relies heavily on industrial 

metals. Finally, by increasing risk aversion toward EM assets. 
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LatAm And Caribbean Goverments 

Challenging Political Panorama Constrains Long-Term Growth and Sovereign 
Ratings Trajectory 

The pandemic has created a difficult political and social legacy in the region that may constrain its 

long-term growth prospects and its sovereign ratings trajectory. The short-term challenge in the 

region is to accelerate economic growth and job creation. However, there's a bigger obstacle to 

create political support for new social and economic policies to address the weaknesses exposed 

by the pandemic and to maintain political stability and renewed economic progress.  

We have downgraded 10 out of the 28 sovereigns in the LatAm and Caribbean region and assigned a 

negative outlook on seven of them since the beginning of the pandemic. Only 13 sovereigns retain 

the same rating and outlook as prior to the pandemic. The pandemic's harsh impact on ratings 

reflects many long-standing structural weaknesses, including weak institutions, large gaps in 

wealth and education, poor physical infrastructure, and modest capacity for sustained GDP growth.  

The pattern of deterioration in creditworthiness is shown by changes we made in the scores of 

rating factors since the start of the pandemic. We rate sovereigns based on five factors: 

institutional, economic, external, fiscal, and monetary, assessing each of them on a six-point 

numerical scale from '1' (the strongest) to '3' or '4' (neutral) to '6' (the weakest). We have revised our 

fiscal score for 13 sovereigns and our debt score for 9 sovereigns to weaker categories since the 

pandemic began (see chart 3), reflecting how severe recession led to lower tax revenues, and higher 

government spending and sovereign debt. 

 

Chart 3 

Rating Score Deterioration In LatAm and Caribbean Sovereigns (Jan. 2020  Sept. 2021) 

 
Source: S&P Global Ratings. 
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We expect that the region could return to its 2019 GDP in early 2022, led by rapid growth in 

countries such as Chile and Colombia. However, the pace of recovery is likely to be slower in Latin 

America than in advanced countries and in EMs in Asia-Pacific (see chart 1). 

Slow economic growth will constrain the ability of subnational governments to maintain capital 

investment, which has already been squeezed by increasing operating spending. Executing local 

capital projects is increasingly difficult due to poor access to financing (Argentina), high legal 

hurdles (Brazil and Colombia), and to incentives not well aligned with undertaking long-term 

planning and investment (Mexico). Over time, declining investment in physical infrastructure by 

subnational governments will act as a drag on economic activity. Like the sovereigns, subnational 

governments face difficult tradeoffs between fiscal tightening and continued spending to support a 

fragile economic recovery.  

Despite the pandemic's severe impact, the region has largely avoided the high inflation and 

financial, exchange rate, and balance of payments crises common in the past. There has been only 

a mild erosion of its external position (see charts 4 and 5 showing the key metrics used to assess 

external vulnerability) despite the rise in sovereign debt. The external stability reflects many years 

of progress in creating flexible exchange rates, credible central banks, and growing domestic 

capital markets that have helped reduce dependence on external capital inflows to fund 

government deficits (especially in Brazil and Mexico). 

The ability of much of LatAm to respond to earlier crises with reforms that helped avoid inflation 

and external crises in 2020 raises the possibility of a similar constructive response by governments 

to the pandemic by gradually strengthening social, fiscal, and pro-growth policies coming out of the 

pandemic. 

Chart 4 Chart 5 

Gross External Financing Needs /  

(Current Account Receipts And Usable Reserves) % 

Narrow Net External Debt/ 

Current Account Receipts (%) 

  
Source: S&P Global Ratings. Source: S&P Global Ratings. 

Economic Commission for LatAm and the Caribbean (ECLAC), the region lost nearly 25 million jobs 

in 2020, mostly in the informal sector, which accounts for over half the labor force. Income 

inequality, as measured by the Gini Co-efficient (with zero being perfect equality and 1 being 

perfect inequality), averaged 0.46 in the region before the pandemic, compared with 0.32 in 

developed countries, according to  data from Inter-American Development Bank. Inequality has 

widened due to the pandemic, mainly because of large income losses among the poor. 

Many years of GDP growth prior to the pandemic had created a substantial segment of the 

population with more disposable income than the poor, usually with jobs in the informal sector and 

with modest access to the education, healthcare, and social services typical of the middle class. 

Much of this group is now suffering from lower income after years of upward mobility. Their political 
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disproportionately more political clout than its numbers), poses a challenge to governments across 

the region. 

A sustained recovery in GDP growth and job creation depends on building political consensus on 

key economic policies, which in turn depends on a stronger social contract. All governments 

launched new social programs and expanded existing ones in response to the pandemic. According 

to ECLAC, emergency cash and in-kind transfers reached 61% of the population in LatAm in 2020, 

likely double the amount spent earlier on cash transfer programs and non-contributory pensions. 

Some of the transfers will be withdrawn as the pandemic recedes but others may persist, and 

potentially serve as the basis of new, potentially more effective social programs. Revamped social 

programs, along with structural reforms to encourage investment and productivity, are critical for 

bolstering GDP growth in a region in which most countries have limited room for aggressive fiscal 

and monetary policies. 
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LatAm Corporations 

Corporations Are Leaving Covid-19 Behind 

Non-financial corporations in LatAm continue to outperform our previous estimates, mostly thanks 

to a stronger-than-expected demand for essential consumer products and services, as well as the 

sharp rebound in commodity prices, including crude oil, metals, and forest and agricultural 

products. Many industries are already posting credit metrics similar or stronger than those in 2019, 

and we expect credit metrics next year for the bulk of rated corporations to return to pre-pandemic 

levels. 

Consumer staples, for instance, experienced outsized demand during the peak months of the 

pandemic, although organic growth is slowing down as companies lag the extraordinary 

performance in 2020. 

Hydrocarbon prices are having one of the strongest recoveries among commodities and are trading 

at seven-year highs. Thus far, OPEC has been disciplined in releasing output into the market, and 

U.S. shale producers remain patient in limiting rampant production growth. Also, Hurricane Ida 

temporarily removed some U.S. production from the market, and China has ordered higher stocks 

of oil and gas ahead of the winter as global inventories are below five-year averages. 

Business conditions for construction-related activities have also been surprisingly favorable across 

the region, due to countercyclical measures in infrastructure and public works. Tailwinds for 

housing and home improvement activities stem from social programs and record-high remittances 

from the U.S., which are particularly relevant for low-income households. 

Outlook Bias Has Stabilized, But Some Ratings Are Still Below Pre-Pandemic 
Levels 

The faster pace of recovery has been supportive of creditworthiness, to some extent. The net 

negative outlook bias, which was almost 45% a year ago, has improved to less than 10% as of Oct. 

15, 2021. While this trend is a clear indication that certain downside risks have dissipated, other 

risks are becoming more relevant. On the one hand, manufacturing capacity constraints and limited 

manpower in Asia are triggering supply-chain disruptions: freight costs have consistently increased 

in recent months and inventory shortages are on the rise. Global inflationary pressures are also 

squeezing margins of some corporations, and the gradual normalization of interest rates is 

increasing financing costs. Also, exposure to COVID-19 remains a threat for all corporations 

because mobility across the 

industries that depend on close and direct human interaction, such as transportation and leisure. 

Ratings are still below pre-pandemic levels, given that only one of four corporate issuers that 

optimistic about rating trends in 2022 as corporations generally prudently use debt and refinance it 

to protect liquidity, in combination with the world adapting to COVID-19 and its variants, and global 

economic growth is picking up. 
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Table 2 Chart 6 

Changes In Median Ratings by Sector, LatAm Corporations Changes In Corporate Ratings Since The COVID-19 Outbreak 

 

 

Source: S&P Global Ratings. Source: S&P Global Ratings. 

Politics And Macroeconomic Take Center Stage 

In our view, policymaking and its impact on macroeconomic risks and market access would be once 

again drive rating changes in the coming months. Since 2020, policy in the region has become 

increasingly unpredictable, with negative implications on investment. Less-known political leaders 

have become more popular during the pandemic, and some have already won key elections. Big 

economies in the region such as Chile, Brazil, and Colombia will have presidential elections in late 

2021 or 2022 , and the rise of new political figures reduces visibility over the future trajectory of 

public policies. This is likely to delay some private-sector investment decisions until policy visibility 

improves. 

Chile is currently revising its constitution, the draft  of which will be presented for a plebiscite vote 

in 2022. Also, presidential elections there are set for November 2021, so next year is likely to be 

busy in terms of policymaking and changes. Topics like mining royalties, private water rights, and 

corporate taxation are among the biggest factors to monitor for Chilean corporations.  

Brazil's presidential election in October 2022 generate uncertainty over economic and fiscal 

policies in a highly polarized political landscape. In our view, it will be challenging to advance 

reforms as the election approaches and as pandemic-related risks persist. 

Argentina's November mid-term elections could make policymaking more difficult, and the absence 

of a new deal with the IMF reduces medium-term visibility. On top of severe economic malaise and 

job losses, companies are dealing with rampant inflation and a persistently weak peso, because 

the government has provided massive monetary stimulus to cope with revenue drops and higher 

fiscal spending. 

In Mexico, one of the main risks relates to the potential sovereign downgrade, which if it occurs, 

would likely trigger several negative rating actions among rated domestic entities that currently 

have a sovereign rating cap. Mixed signs stemming from Mexico's policies hold back private 

investment. While we see the renegotiation of the controversial ethane supply agreement between 

PEMEX and Braskem-Idesa as a favorable 

energy bill to boost state control of the electricity market and reverse the legislation enacted by the 

previous administration undermines investor confidence. 

Business conditions across the region also suffer from old structural problems and pre-existing 

weaknesses before the pandemic's outbreak. For instance, we continue to see a lack of long-term 

Sector Feb-20 Sep-21 Change

Consumers BB+ BB+ 0

Consumers - Protein BB- BB 1

Agribusiness B B+ 1

Transportation BB- B -2

Oil & Gas BB BB- -1

Telecom & Cable BB- BB- 0

Capital Goods & Building Materials BB BB 0

Retail BB BB- -1

Power Generation BB- BB- 0

Utilities BB BB- -1

Infrastructure B+ B+ 0

Fleet Management and RAC BB+ BB- -2

Real Estate & Homebuilders BB- BB- 0

Forest Products & Packaging BB BB- -1

Hotels & Other Lodging Places BB- CCC- -6

Radio & TV Broadcasting BBB BBB 0

Metals & Mining BBB- BB+ -1

Conglomerates & Investment Holdings BB+ BB+ 0

Health Services - BB- 0

Technology Services - BB+ 0

Engineering & Construction CCC CCC 0

Miscellaneous B+ B- -2

Automotive BB- BB 1

Chemicals BB- BB 1
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policy direction that raises uncertainty, stalls investment, and undermines economic growth 

potential. We also believe that low productivity in a region that's largely dependent on commodities, 

at some point could compromise competitiveness amid an increasingly integrated and digitalized 

global economy. 

Financing Conditions In Domestic And Foreign Markets Remain Favorable 

Satisfactory financing conditions still prevail across LatAm, with healthy access to credit and 

relatively low funding costs, although some central banks in the region have started to remove 

monetary stimulus through policy normalization. The U.S. Fed is ready to announce tapering in 

bond purchases in early November. If the U.S. policy normalization occurs earlier than expected, we 

could see wider spreads, tighter access to credit, and increasing refinancing risk. 

Following an active period of corporate bond issuances in the region, volumes have slowed down in 

recent months, with about $40 billion issued in the international markets year-to-date. We expect 

annual volumes in the $50 billion range for 2021, down from $65 billion - $70 billion in the previous 

two years. 

LatAm's credit spreads remain the widest among EMs, in part due to increasing political risks 

across the region, as well as expectations of slow economic activity stemming from low and 

inefficient investments that continue to curtail productivity growth. Within the region, yield 

differences among countries have compressed over the last couple of months, particularly for 

investment-grade issuers. 

High-yield credits remain somewhat exposed to event risks. For instance, high-yield spreads 

suffered a temporary spike in Septembe

investors to remain selective and adverse to lower-rated issuers. 

Chart 7 

Median Yield To Worst, LatAm Corporations  

 
Source: S&P Global Ratings and CapIQ. 
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pandemic and allowed for fair amount of debt rollover well ahead of 2022 and the presidential 

election. 

Chart 8 Chart 9 

International Bond Issuances LatAm Corporations Domestic Bond Issuances, LatAm Corporations 

  
Source: S&P Global Ratings and Thompson Reuters. Source: S&P Global Ratings and Thompson Reuters. 

Similar to most EMs, LatAm lags in awareness and implementation of ESG practices, given that the 

framework for the latter becomes an increasingly relevant consideration in the decision-making 

and risk management processes for lenders and investors. Therefore, failure of corporate issuers to 

respond quickly to market requirements under the ESG lens could gradually reduce access to 

certain funding buckets and affect the cost of financing. 
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LatAm Infrastructure 

LatA Energy Sine Wave Goes Beyond The Pandemic 

Energy prices' diverging trends among LatAm countries should continue in 2022. 

Argentina: Utilities' cash flows remain pressured by high inflation, weak currency, and inability to 

pass through costs to tariffs. We don't envision business conditions to improve in the short term.  

Brazil: The electricity market will continue to face strains. The level of the hydro reservoirs is 

currently low at 24%, as the wet season starts. However, spot prices have fallen to below R$200 per 

megawatt hour (MWh) in mid-October from its maximum regulatory cap of R$583 per MWh since 

the start of the dry season in the first week of July, according to the Brazilian Chamber of Electric 

Energy Commercialization weekly market report. As rains resume, the risk of an energy rationing in 

2021 dissipates, given that than it 

was in 2001, the last time Brazil had to ration electricity. Nevertheless, still high electricity prices 

should continue to pressure on inflation, because the higher costs related to thermo energy 

dispatch are passed on to end consumer through the tariff-flag mechanism.  

In the midst of the worst draught in the past 90 years, the Brazilian government is moving forward 

with its plan to privatize Eletrobras in early 2022. Under the proposed privatization model of the 

country's largest utility with roughly one- s installed capacity and almost half of the 

of its transmission lines, no single shareholder should control over 10% of the company's board, 

including the government.  

Colombia: Unlike in Brazil, Colombia's hydro reservoir capacity is high at 84.2% at the end of the 

wet season (rains are at 99.6% of historical average as of October 2021). But the rise in demand 

leaves the system little maneuver to increase capacity. In the short term, spot prices of about 

COP120 per kilowatt hour (kWh; COP135 per kWh on October 15) are pressured by the tighter supply 

and demand balance. This stems from delays in the start-up of the Ituango hydro plant to mid-2022 

and in the entrance of the unconventional renewable capacity contracted in 2019 to 2024. Most of 

the solar and wind capacity is located in remote areas in the northern part of the country and 

depends on the connection  to the main consumption grid, which is also currently delayed. We will 

be closely monitoring demand trajectory in the next few years, the hydrological cycles, and the 

development of the greenfield projects to assess the potential risk of supply shortage in 2023.  

Chile: Despite the political turmoil stemming from the upcoming presidential election, there's 

consensus on the execution of the decarbonization plan, with complete phaseout of the coal-based 

generation capacity by 2040. In the meantime, we continue to see a trend of low long-term price 

auctions for energy deliveries in 2026, which managed to secure 2,310 gigawatt hour (GWh) per year 

at an average price of $23.78 per MWh in the latest regulated energy auction in September. This 

should allow the Chilean matrix to stabilize market prices below the current  $69 per MWh (as of 

Sept. 16, 2021) spot prices, which was also influenced by poor hydrology in the first half of the year. 

Mexico: Contrary to trends in Chile, development of renewable energy in Mexico continues to take 

the hit from the political influence with potential changes over its contractual framework, including 

the self-supply agreements that were signed prior to the 2014 energy reform. President AMLO is 

pushing a new energy bill to reverse the 2014 energy reform framework since he took office in 2019, 

with the aim of increasing the importance of the sate-owned utility, Comision Federal de 

Electricidad (BBB/Negative/--) in the electricity market. AMLO has a strong record of delivering on 

the promises that he made during his campaign, including the cancelation of the construction of 

the new Mexico City International Airport. However, the passage of the energy bill depends on 

Congress, and has proven to be more challenging.   

 

 

Primary Contact 

Julyana Yokota 

Brazil 

julyana.yokota 

@spglobal.com 

Phone 

+55 11 3039 9731 

 



Emerging Markets: Latin America Sector Round Up  

S&P Global Ratings October 21, 2021     13 

LatAm Airports Aren't Recovering At The Same Pace 

The Mexican and Caribbean markets airports benefited from the upturn in tourism during the 

summer, as U.S. residents opted for destinations closer to home for their annual vacations. This 

translated into a recovery of air traffic in July 2021 to 80% of the 2019 level in Mexico and the 

Dominican Republic. We expect airport traffic to recover to 90% of the 2019 level in 2022 and fully 

by 2023 across the rated Mexican airports, which have demonstrated a stronger resilience to 

negative effect of the pandemic than most of the region's airports, driven by the domestic traffic. 

Among the airports we rate, in the first seven months of 2021, domestic traffic reached 80% of the 

2019 level, while international traffic was almost 70%, which combined should result in recovery of 

75%-80% of 2019 in 2021. This is higher than our initial expectation of 65%-70% for the year.  

On the other hand, domestic air traffic in Brazil only recovered to 56% of the 2019 level in the same 

period, while domestic traffic represents historically around 80% of total traffic.  

We continue to expect the region's international traffic to recover to 40%-60% of the 2019 level in 

2021, and to 70%-80% in 2022 as air travel volumes rise following an increase of global 

immunization rates. Given the slow recovery pace, some of LatAm's airports refinanced debt to 

alleviate the short-term pressure on liquidity, as was the case for Tocumen Airport in July 2021, 

and Aeropuertos Argentina 2000 more recently. 

Roads And Ports Continue To Outperform The Recovery Prospects 

Similarly to global peers, we have seen a consistent toll road traffic recovery across LatAm, thanks 

to favorable commercial traffic trends stemming from the economic rebound after the 2020 

recession. Therefore, we expect toll road traffic to grow almost 2x the GDP growth of 6.5% among 

the region's six largest economies in 2021, resulting in overall higher traffic than in 2019. We expect 

traffic increase to move in tandem with each respective GDP growth expectation from 2022 on. 

The Brazilian government is planning to take advantage of the industry's solid momentum to 

perform a new round of infrastructure concessions in the fourth quarter of 2021, consisting of nine 

ports leases and two toll roads. One of the latter connects the cities of Sao Paulo and Rio de Janeiro 

(BR-116  Dutra),  the two largest economic hubs in the country. Additional auctions expected for 

early 2022 include the re-bidding of the concession for the airport in the city of Natal (current 

operated by Corporacion America Internacional), five port leases, and the privatization of the port of 

Santos (the largest in the country), one toll road, and 933 km of a greenfield railroad (Ferrograo) to 
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LatAm Banks 

Resilient And Profitable, But Politics Cloud Future Growth 

 Lending growth will likely be sluggish in most countries, except Brazil, due to the weak 

investor confidence because of political instability.  

 Asset quality has so far performed better than we expected, but it's likely to worsen as 

loan deferral programs end, although loan-loss provisions should be sufficient to buffer 

profitability. 

 We expect profitability to continue improving as provisioning needs moderate and fee 

income and net interest income recover due to a shift in asset mix towards consumer 

lending. 

We expect lending growth in Brazil to remain strong in 2021, despite the absence of extraordinary 

measures from the government. This is due to the robust recovery, which supports the credit 

demand, particularly retail lending. Asset quality continues to perform better than expected, and 

non-performing loans (NPLs) to total loans are at low historical levels. Although we expect a pick-

up in NPLs, they should remain below the levels of 2019. Therefore, we expect the credit cost in 

2021 to remain low, which should raise e pressured 

because the increase in interest rates will elevate funding costs, which will be partly transferred to 

ultimate borrowers as competition among banks will make it difficult to transfer the full increase. 

We expect moderate credit expansion in Mexico for 2021-2022, 5%-6%, due to pressures on 

business climate, slow recovery in the labor market, and still subdued income capacity of 

companies and households. Asset quality will keep slipping in 2021 but will stabilize in 2022. We 

expect the non-performing asst (NPA) ratio to stabilize at 2.6%-2.9% in 2022, and will remain fully 

covered by reserves, while credit losses to slip towards 2.95% in 2022 after peaking at 3.6% in 

2020. Profitability will strengthen because banks created large provisions in 2020 to cushion the 

pandemic's blow. T -pandemic 

levels in 2022. Solid capitalization will remain a credit strength in 2021-2022 and healthy liquidity 

will persist amid moderate credit demand. 

In Chile, we expect credit growth to remain relatively low at 5%-7% in the next two years with lower 

growth of government-guaranteed loans and resumption in growth of consumer lending thanks to 

the strong rebound in economic activity in 2021. We expect profitability to recover, given lower 

provision needs, the positive impact on results of higher inflation levels in the country (given a 

higher proportion of assets indexed to inflation), and the decreasing share of government-

guaranteed loans. Asset quality has remained sound thanks to the banks' conservative 

underwriting standards and government support measures such as the withdrawal of pension 

funds and the government-guaranteed loans. We expect metrics to worsen starting in 2022 as 

FOGAPE loans start amortizing and cash cushion of individuals shrinks. However, as financial 

institutions built up generic provisions to cover for losses, the impact on profitability should be 

manageable.  

mics and operating 

conditions. We expect credit to grow 6%-

demand will fuel lending growth, while corporate loan growth could be limited due to still high 

al instability, upcoming elections, and a potential 

new fiscal reform, all of which could lead companies to take a conservative approach toward credit 

decisions in the next 12-18 months. We expect asset quality to further deteriorate in the second 

half of 2021, which will weigh on profitability. Therefore, we expect net profits to return to pre-

pandemic levels by the end of 2022. Risk-adjusted capital ratios and wholesale funding 

concentrations remain key short-term risks despite the regulations focusing on improving them in 

the longer term. 

We expect lending growth in Peru for the next two years to be much lower than in the previous year, 

at low single digits. This is because of the absence of the extraordinary measures from the 
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government and banks' lower risk appetites, given the uncertain conditions stemming from the 

recovery prospects and political instability. Profitability will gradually recover from the sharp drop 

in 2020 as margins recover, fee income picks up, and provisioning charges moderate, but bottom-

line profits won't return to levels similar to those prior to the pandemic until 2022. Peru's Congress 

approved in March 2021 a law that imposed ceilings on banks' interest rates. Although we believe 

this measure won't significantly hit profitability, additional measures like this could weaken the 

system's competitive dynamics.  

Chart 10 Chart 11 

Loan Growth Likely To Be Slower LatAm Banks' Profitability Should Continue Improving 

  
Source: S&P Global Ratings. Note: 2021 Forecast. Source: S&P Global Ratings. 

LatAm Insurers 

We expect LatAm insurers' business and operating conditions to remain constrained in 2022. The 

, along with the 

ongoing normalization in interest rates in the region, will keep limiting premium growth next year. In 

2020, non-life products--mainly auto insurance, and accidents and health--benefited from low 

levels of mobility due to the pandemic, in terms of lower claims and higher awareness of the 

importance of being insured. However, life products were the most affected by COVID-19.  

For 2022, the outlook will remain complicated for LatAm insurers because COVID-19 will keep 

pressuring the life business, partly offset by the vaccination progress. In addition, households are 

more comfortable living in a pandemic, contributing to higher mobility, and with it, increasing 

claims for non-life products. We believe that pressure on technical results could be partly offset by 

higher interest rates, supporting investment income. However, we should be alert in case a rapid 

adjustment in U.S. yields that could affect financing conditions for issuers to which insurers could 

be exposed through their investments. Such abrupt adjustment could result in downgrades and 

defaults, depressing insurers' profits and capital. However, we believe LatAm insurers' overall 

strong balance sheets, adequate underwriting practices, conservative investment policies, and 

sound capital and liquidity will keep aiding them amid tough economic and operating conditions. 

Mexican Non-Bank Financial Institutions 

Mexican non-bank financial institutions (NBFIs) have been severely affected by the pandemic, as 

seen in the weakening credit quality of these companies. In addition to tough economy, accounting 

errors and governance deficiencies at Alpha Holding, S.A. de C.V. (not rated) further complicated 

the business and operating conditions for these entities. We believe that despite the economic 

recovery in Mexico, the outlook for these companies remains murky. Nevertheless, the main 

challenge for these NBFIs is to strengthen the confidence of market participants to access 

financing, restore business growth, and return to historic profitability levels. 

Since the beginning of the pandemic, NPAs (NPLs of more than 90 days plus foreclosed assets) 

increased, reflecting the entities' exposure to micro, small, and medium enterprises (MSMEs) and 

to low-income borrowers, which were the hardest hit by the pandemic-related crisis. Given the 
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government's inadequate economic stimulus measures to offset the pandemic's impact, the 

damage to these sectors was relatively severe. Therefore, NPAs will remain above historic levels in 

2022 and would return to pre-pandemic levels in 2023. Given the impact of weaker asset quality on 

profitability due to higher provisions, we expect a similar recovery trend in NBFIs' profitability 

metrics.  

These companies are mainly funded through global debt issuances (representing about 50% of the 

issuances and securitizations. In 2022, some o

companies and others with maturities due in 2023-2024 to refinance debt, taking advantage of the 

still accommodative external financing conditions. However, once interest rates experience a 

sudden and sharp repricing, this, along with already tenuous investor sentiment, could heighten 

refinancing risk for these entities.  
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LatAm Structured Finance 

Better that Expected Issuance and Stable Collateral Performance 

LatAm structured finance new issuances exceeded our expectations with $10 billion in volume 

during the first half of 2021--roughly double last year's first-half total. This growth mirrored the 

improvement in the region's macroeconomic expectations. New issuances in Brazil have been 

robust, particularly in Fundos de Investimento em Direitos Creditórios (FIDCs) and repackaged 

securities via Certificados de Recebíveis Imobiliários ou do Agronegócio (CRIs or CRAs), and they 

continue to drive new issuance in the region. Meanwhile, Mexican and cross-border ABS issuance 

totaled $300 million and $600 million, respectively. We expect new issuance volumes to remain 

strong in Brazil in the second half of the year. We also expect issuance activity to increase in 

Mexico, driven by the residential mortgage-backed securities (RMBS) and asset backed securities 

(ABS) equipment segments, as well as some activity in the cross-border market (mainly repackaged 

securities). Based on these factors, we raised our full-year issuance forecast by approximately 20% 

to $17.5 billion.  

Ratings performance has been stable in the past six months, as seen in the sharp drop in negative 

rating actions versus the first half of 2021. This reflects that collateral performance has improved, 

along with the economic recovery in the region. 

Asset Backed Securities 

In Argentina and Brazil, pension-related personal loans, granted mostly to public employees, and 

are collected through payroll, have posted healthy performance over the year. Unsecured consumer 

loans, which typically are longer term, are likely to continue presenting some volatility in 

performance, mainly driven by persistently high unemployment and inflation rates. 

In Brazil, trade receivables deals have largely returned to pre-pandemic delinquency levels, mainly 

supported by more conservative origination standards and stronger performance across certain 

industries. Government-sponsored relief programs continue to be phased out. Therefore, an 

backing equipment ABS transactions have remained stable, with defaults and delinquencies 

presenting the smallest increase since the beginning of the pandemic and most of the servicers no 

longer offering relief programs to their obligors. 

RMBS 

Aggregate NPLs on Mexican RMBS transactions remained flat at 8.7%, in line with the figure in 

December 2020. However, performance by originator presented mixed signs in the first half of the 

year. On average, defaults on deals from banks and NBFIs dropped, but deals from INFONAVIT and 

FOVISSSTE deteriorated because of higher unemployment, with defaults averaging 15.8% and 

8.6% as of July 2021. Nevertheless, INFONAVIT and FOVISSSTE deals continue presenting strong 

credit enhancement levels relative to our updated loss assumptions, which have allowed them to 

maintain their current ratings. Finally, rated RMBS transactions in Argentina continue to show low 

delinquency figures. The obligors with credits tied to inflation (UVA loans) continued to receive 

some support, primarily from public banks. 
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