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OVERVIEW 

In 2017, several of the most important macro-economic trends from the prior year continued to drive the financial 

markets in Latin America, but with a shifting emphasis. Movement in currency exchange rates and commodity 

prices, sovereign developments, and the emergence of a middle-class in many countries continued to be major 

factors; however, the effect of these continuing trends was exacerbated by the volatility created by upcoming 

elections in several countries and the impact of the U.S. position on trade, most notably the renegotiation of the 

North American Free Trade Agreement (NAFTA) (as discussed in more detail below). Many of these macro- 

economic forces intersect in the various Latin American countries with different effect. This article contains a 

brief analysis of the four largest Latin American economies in 2017 and a market outlook for 2018, but a broad 

overview is as follows: 

 
● The significant fluctuation in exchange rates during 2017 tested the economies of many Latin American 

countries. The rhetoric and announced trade policies of the current U.S. administration had a direct impact 

on currency market volatility, especially in the U.S. dollar versus the Mexican peso, which led to Mexican 

central bank intervention to create greater stability. During periods of volatility, the capital markets tended to 

be adversely impacted, while during periods of stability, issuers took advantage of windows of opportunity for 

financing in various currencies. For those countries in Latin America that rely on a large volume of exports for 

their economic health (as most of the Latin American countries do), the low value of the local currency 

compared to the U.S. dollar could lead to an increase in exports to the United States, which is ironic given that 

the intended effect of the announced U.S. trade policies is to reduce the U.S. trade deficits. 
 

● While the oil and gas industry is recovering elsewhere from the low prices of oil in the recent past, the effect 

of the low price of oil continues to be a significant strain on the economies of many countries in Latin America. 
Notably, Venezuela, which is almost entirely dependent on the price of oil, is in a state of extreme economic 

chaos. In addition, Brazil, Colombia, and Mexico remain sensitive to the price of oil, particularly as their 

government-owned oil companies are major drivers of their economic growth. It is likely that those economies 

will continue to be sensitive to fluctuations in energy prices. 
 

● Presidential elections will be held in 2018 in Colombia (May 27), Mexico (July 1), and Brazil (October 7). In 

each of these countries the political developments related to the presidential candidates are very different, but 

the impact of these elections is expected to be significant. That impact was already being felt in the markets in 

2017, as issuers planned ahead to avoid the significant market uncertainty that is expected to increase closer 

to each election. 
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● For the first time in many years, a middle-class has grown to be a significant factor in many countries in Latin 

America over the last decade and a half. The existence of a strong middle-class will form a foundation for 

economic development and political stability. As in the United States, middle-class consumption can be a 

powerful engine for economic development almost regardless of what might be happening politically in those 

countries. 
 

Brazil 

Brazil, the largest economy in Latin America, continues to struggle with political uncertainty and the economic 
after-effects of the extensive corruption scandal that ensnared most of the major companies in Brazil. The 

Workers’ Party has undergone a purge of its principal former leaders, including two former presidents of Brazil. 

The major election complication, however, is that the conviction of the most popular Workers’ Party candidate, 

former president Luiz Inácio Lula da Silva (known as Lula), on charges of corruption and money-laundering 

was upheld by a federal appeals court on January 24th. The election law in Brazil bars any candidate whose 

conviction has been upheld by an appeals court from running for eight years. Theoretically, Lula does not have to 

register as a candidate until August 15 and can appeal any objection to his candidacy while he continues to run 

for president, up to and after the October election itself. However, the Supreme Court of Brazil issued a decision 

on April 5, 2018 that allows Lula to be imprisoned, which will make it much more difficult for him to succeed. The 

other leading candidates are Jair Bolsonaro on the right and Marina Silva on the left, along with a center-right 

candidate Geraldo Alckmin and a potential candidate, Henrique Meirelles, who resigned his position as Finance 

Minister and joined the current ruling party to run for president. A different candidate from Lula’s Workers’ Party 

could be fielded at the last minute, although Lula’s ability to transfer support to a successor is doubtful. If no 

candidate wins a majority in the first round, a run-off election is required and that makes it harder to predict which 

of the other candidates might emerge as the winner, creating continuing volatility in the Brazilian market. 

 
Meanwhile, most of the major Brazilian debt restructurings (some of which were necessitated by the corruption 

scandal) are wrapping up. Latin America’s largest-ever bankruptcy process, involving the Brazilian telecom 

operator Oi, S.A. and spanning multiple jurisdictions around the world, still has months to go before the debt 

restructuring is accomplished, but major progress was made when a reorganization plan was approved by 

creditors in December 2017. There are other positives in Brazil’s economy as well. The country has been through 

a period of almost 15 years where record numbers of people have risen to become solid members of the middle- 

class. Democracy, and the rule of law, largely unknown in Brazil a few decades ago, appear to be working in a 

way that could be the model for many countries in Latin America. Several value investors, including U.S. private 

equity funds and China, have identified many assets in Brazil that are very inexpensive by historical standards. 

Finally, after two consecutive years of a severe recession, Brazil’s annual gross domestic product (GDP) rose by 

1% in 2017 and is expected to continue to rise in 2018. 

 
Mexico 

Latin America’s second largest economy continued to grow at a 2% annual GDP growth rate over the last year. 

However, this was Mexico’s lowest growth rate since 2013. Fluctuations in the peso value continue to have an 

impact on the Mexican economy, both at the federal level in terms of the amount of foreign reserves and at the 

corporate level for businesses that have to make payments in dollars with peso revenues. The Mexican peso is 

particularly vulnerable to volatility due to its liquidity as one of the most commonly traded currencies, as well as 

the fact that President Trump’s economic and political statements regarding trade policy disproportionately target 

Mexico. The left-wing populist frontrunner in Mexico’s presidential elections, Andrés Manuel López Obrador of 

the National Regeneration Movement party (commonly known as MORENA), may contribute to further volatility 

with his anti-Trump rhetoric. Recent polls indicate he is far ahead of the candidates from the ruling Institutional 

Revolutionary Party (commonly known as PRI) or the main opposition party, the National Action Party (commonly 
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known as PAN) in coalition with the Party of the Democratic Revolution, the third major political party in Mexico 

(commonly known as PRD), due to accusations of corruption that these other candidates are hurling at each 

other. However, the renegotiation of NAFTA may be of greater economic concern than the July presidential 

elections. The NAFTA negotiation sessions were originally scheduled to be concluded by January 2018, but 

the process has been quite contentious and may continue past the Mexican presidential elections. While many 

believe that a renegotiated NAFTA will not result in significant and immediate tariffs or other trade actions 

adverse to Mexico due to the extent of the integration of the Mexican economy with that of the United States, the 

uncertainty surrounding the NAFTA negotiations creates instability in a variety of industries and affects the ability 

of companies to make long term plans. 

 
Argentina 

Argentina’s economy, the third largest in Latin America, has been a relative bright spot, with the annual GDP 

growth rate reaching 2.9% in 2017, marking a significant improvement from the prior year’s recession. The 

economic reforms initiated by President Mauricio Macri following his election in 2015 continued to pay off as the 

economy has improved, and international investors have responded enthusiastically to the re-opening of the 

capital markets. However, the government is attempting to balance its dual targets of reducing its budget deficit 

and keeping inflation under control, which will be challenging. Inflation was significantly lower in 2017 than the 

prior year but remains high and is likely to continue to be a concern. Brazil’s incipient economic recovery should 

bode well for continued growth on a broader base as Brazil is Argentina’s main trading partner. Investment in 

infrastructure is also likely to boost growth and attract foreign capital. 

 
Colombia 

The fourth largest economy in Latin America, Colombia also boasts the fourth largest stock exchange, behind 
Brazil, Mexico, and Chile. However, Colombia has been struggling with declining commodity prices for the last 

several years. In 2017, the 1.8% annual GDP growth was the lowest in eight years, primarily due to commodity 

price volatility and a decrease in consumer spending. The historic peace accord reached in 2016 with Columbia’s 

largest rebel group, the Revolutionary Armed Forces of Columbia (FARC), while a major political achievement, 

was politically unpopular and has not yet produced an economic peace dividend. Colombia’s economy and 

markets remain on shaky ground, although they are expected to improve in 2018 as government resources are 

eventually channeled away from military uses and into infrastructure, education, and other sectors that promote 

growth. 

 
Colombia also faces a presidential regime change when its elections are held in May, as incumbent President 

Juan Manuel Santos is ineligible for re-election, having already served two terms. A former rebel and former 

mayor of Bogota, Gustavo Petro, appears to be the current front runner, which has some experts predicting 

instability for the Colombian currency and interest rates due to his leftist platform. However, the recent 

parliamentary elections, which indicated a rightward shift and considerable anti-FARC sentiment, will also 

affect the ability of any new president to move the country radically in one direction or another. Other leading 

presidential candidates include right-wing Iván Duque (backed by the former president Álvaro Uribe) and right- 

wing former Vice President Germán Vargas Lleras as well as independent left-leaning Sergio Fajardo (former 

mayor of Medellin). If no candidate wins more than 50% on May 27, as seems likely, the two top candidates will 

face each other in a June 17 run-off. Until then, the political landscape will remain uncertain. 
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NOTABLE TRANSACTIONS 

Despite the concerns over currency volatility, NAFTA renegotiations, and upcoming elections—or perhaps more 

accurately because of those concerns—the Latin American capital markets turned out to be extremely active in 

2017. Companies and governments in the region raised approximately $140 billion, the highest annual volume 

on record, according to certain sources. Many companies planned ahead to meet their financing needs and took 

advantage of market windows in advance of predicted market uncertainty in 2018, particularly as the election 

season heated up in the various Latin American countries holding presidential elections. 

 
Among the sovereigns in the market, Argentina led the pack, as expected, by continuing its trend from the prior 

year and raising nearly $17 billion in 2017. Even more interesting, Argentina was able to issue a 100-year bond, 

only the second Latin American country to issue a so-called century bond. 

 
Along with other sources of financing, Chile, Peru, and Uruguay chose to offer local currency international bonds 

during 2017, and international investors were eager to invest in non-dollar denominated debt, which helped those 

sovereigns to reduce their dollar exposure. For additional information on sovereign offerings, see Sovereign 

Entities Practice Guide and Market Trends 2016/17: Sovereign Bonds. 

 
Several companies also issued non-dollar denominated debt, such as Sigma (the first Mexican issuer of 2017 to 

tap the cross-border bond market after the U.S. presidential election with a €600 million bond offering in January) 

and Pemex (which completed a €4.25 billion triple-tranche sale in February). For more information on cross- 

border issues, see Top 10 Practice Tips: International Securities Offerings. 

 
Investors showed increased interest in green bond offerings, including the Brazilian paper and pulp producer 

Klabin’s $500 million of 10-year notes, and the Mexico City Airport Trust’s $4 billion of 10-year and 30-year notes 

(the largest ever green bond issuance in Latin America). 

 
The equity capital markets were equally robust in 2017, though there were periods of volatility throughout the year 

when certain international initial public offerings (IPOs) were postponed due to market uncertainties. 

 
More Brazilian companies completed IPOs in 2017 than in the last three years combined. One of the significant 

IPOs in Brazil was for French retailer Carrefour’s Brazilian subsidiary, which took advantage of market conditions 

and an improving economy to raise roughly 4.9 billion reais ($1.5 billion) in its IPO. Not only was it the largest 

Brazilian IPO in the last four years, Carrefour Brasil is now the largest Brazilian-listed retailer. Along with retail and 

real estate, other sectors in Brazil that did well in IPOs included infrastructure, energy, and aviation. 

 
Mexico in February of 2017 saw its largest IPO since 2013 with the $900 million IPO of Casa Cuervo, the iconic 

tequila producer, which was especially significant as it occurred during one of the most volatile periods for the 

Mexican peso. Other notable transactions included Vista Oil & Gas’s $650 million IPO in Mexico, which was 

the first special purpose acquisition company, or SPAC, IPO in Latin America. For additional information on 

international IPOs, see Initial Public Offerings in International Jurisdictions. 

 
Investor appetite for innovative transactions also allowed the issuance of $230 million of Subordinated Perpetual 

Notes by Crédito Real, a relatively small non-bank consumer lending institution in Mexico. This offering is the first 

high yield hybrid securities offering by a non-bank financial institution in Latin America. Since the perpetual bonds 

are treated as equity in the capital structure, the transaction will enhance the company’s credit profile. 
 

 
 
 
 
 
 

 

https://advance.lexis.com/open/document/lpadocument/?pdmfid=1000522&crid=4ef2b0ed-ec92-435a-8461-a714e07d85f0&pddocfullpath=%2Fshared%2Fdocument%2Fanalytical-materials%2Furn%3AcontentItem%3A5N6D-2NT1-F4W2-62MH-00000-00&pddocid=urn%3AcontentItem%3A5N6D-2NT1-F4W2-62MH-00000-00&pdcontentcomponentid=101206&pdteaserkey=sr0&pditab=allpods&ecomp=-vtg&earg=sr0&prid=5c71d369-dcd3-4e3e-b93f-b8c1a77a98a1
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The trend for non-traditional structures and currencies continued into the first quarter of 2018, as companies 

raced to meet their funding needs ahead of the upcoming election season. 
 

LEGAL AND REGULATORY TRENDS 

Across Latin America, a number of regulatory reforms have taken shape over the past few years, often driven 

by new governments coming into power and overturning the policies of their predecessors. One major theme of 

these reforms has been greater transparency, which affects participants in the capital markets as their disclosure 

and compliance with regulatory requirements comes under greater scrutiny. Another common theme in the region 

is tax reform, with revised tax laws being implemented in a number of jurisdictions. A recent hot topic in regulatory 

reforms in Latin America is the focus on fintech. Brazil and Mexico are the most developed markets for financial 

technology start-ups. Mexico’s draft fintech law was debated in 2017 and finally passed in March 2018, putting it 

at the forefront in this rapidly evolving area. The Mexican fintech law addresses crowdfunding, electronic payment 

systems, and cryptocurrencies, among other things. However, much of the detail of fintech supervision in Mexico 

will be determined in secondary regulation, which will be rolled out between six and 24 months following the 

March effective date of the law, so the impact will take some time to be felt. In Brazil, although regulations for 

payment institutions have been in place since 2013, the central bank is working on new rules, with the stated 

goals of encouraging competition, increasing lending, and cutting interest rates by safely facilitating fintech 

start-ups. The draft rules would cover digital lenders, including peer-to-peer platforms that match lenders with 

borrowers through online services. In other parts of the region, regulators are struggling to catch up. In many 

cases, bank supervisors have no rules covering non-banks that provide digital financial services. While the impact 

of some of these reforms has yet to play out, they are likely to create ripple effects in the Latin American markets 

in 2018. For information on fintech regulation in the U.S. context, see Market Trends 2017/18: Blockchain Initial 

Coin Offerings (ICOs) - Risks, Regulations, and Riches and Technology Industry Practice Guide. 
 

MARKET OUTLOOK 

The outlook for 2018 in the financial markets across Latin America will be affected greatly by the political 
uncertainties due to the presidential elections described above, by the U.S. administration’s trade policies 

(including the outcome of the NAFTA renegotiations and the potential use of tariffs such as those on steel and 

aluminum if the United States changes its current exemptions for Brazil and Mexico, among others), and by the 

following factors: 

 
● The continued volatility in exchange rates, especially the pressure on the Mexican peso, could result in more 

restructuring transactions, particularly for those issuers with large dollar-denominated debt burdens. 
 

● Energy and infrastructure related financing is expected to increase, whether in the form of asset dispositions, 

joint ventures, or bonds. 2018 has already seen two Fibra E issuances (discussed below) in Mexico, and 

possibly more will follow. The $1.5 billion FIBRA E offering to finance the new Mexico City airport was the 

largest IPO in Mexico since 2013. 
 

● Green financing and other innovative structures are expected to grow at an accelerated pace due to investor 

interest. 
 

● Venezuela remains a source of uncertainty in the region both politically and economically. 
 

● Cross-border mergers and acquisitions (M&A) should continue to be attractive so long as the dollar remains 

strong, which is likely to diminish equity IPOs and may instead provide a boost to the cross-border loan 

market to provide funds for acquisition financing. 
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Below is a discussion of these factors in greater detail: 

 
Although the currency volatility in 2017 was often due to political headlines such as rhetoric about trade 

negotiations or election issues rather than underlying macroeconomic pressures, the results of that volatility are 

still felt by issuers with dollar-denominated debt unless they also have matching dollar revenues. The pressure in 

2018 for issuers with dollar-denominated debt to restructure or refinance their obligations is likely to increase if the 

dollar continues its upward trend compared to local currencies in Latin America. For some issuers, the markets will 

be willing to accept exchange offers or the functional equivalent in the form of new bond issues with related cash 

tender offers; however, other issuers may not fare so well, particularly if the markets for new bonds are also 

unstable. Such issuers may be forced into full-scale restructuring negotiations and possibly bankruptcy filings if 

they cannot agree with their bondholders and other creditors on terms that are acceptable to all parties. For the oil 

and gas industry, the currency pressures may run counter to the expected rise in oil prices. Market outcomes will 

vary widely depending on the sources of revenue to finance the dollar-denominated debt. 

 
The need for infrastructure across Latin America is a driving force for project financing. Increasing investor 

appetite for bond risk in this segment is expected to result in the issuance of more project bonds and structured 

bonds. In addition, the Fibra E asset class is another option for investors in this segment, having been introduced 

to investors in 2017 and the beginning of 2018. The Fibra-E structure combines elements of a Mexican real estate 

investment trust (known as a Fibra) and a U.S.-style MLP (Master Limited Partnership) structure and is designed 

to encourage tax-efficient investment in energy and infrastructure. 

 
A number of countries in Latin America are seizing upon the green bond market as an area for future growth and 

are actively pitching the attractiveness of their green bond capabilities to bankers and investors. So far, the major 

issuances have been in Mexico and Brazil, but other countries are gearing up to expand this investment sector. 

As can be seen in 2017’s green bond issuances, the use of proceeds of a green bond can vary widely and still 

fit within the green bond principles known to investors. These principles are intended to promote integrity and 

transparency in investment opportunities that contribute to environmental sustainability, including in areas of 

environmental concern such as climate change, natural resources depletion, loss of biodiversity, and air, water, 

and soil pollution, among many other areas. There is a great deal of investor demand for green bonds that can 

meet those requirements. 

 
While several countries in Latin America have emerged from recession and are moving forward, albeit with low 

growth rates, the trajectory for Venezuela does not look nearly as positive. Venezuela is undergoing a major crisis, 

with quadruple-digit inflation and shortages of food and medicine, despite its oil wealth. Both Venezuela and its 

energy arm Petróleos de Venezuela, S.A. (PDVSA) have missed debt payments on their bonds, which are now 

trading the way bonds in default trade. After initially saying that the government would honor its debts, President 

Nicolas Maduro told creditors in November that he wanted to restructure the bonds. Since then not much 

progress has been made, though eventually investors expect that a full-scale debt restructuring will have to take 

place. Because of the massive amount of debt involved, the uncertainty of a prolonged debt restructuring and the 

economic and political situation in Venezuela in general remain key factors that could slow growth in the region. 

 
Some Latin American issuers may choose to dispose of assets to increase liquidity as an alternative to issuing 

securities in the capital markets, especially during times of market volatility. The M&A market may continue to be 

active in 2018 across the region, but particularly in Brazil and Mexico due to the historic strength of the dollar and 

uncertain local economies. Opportunistic investments by U.S. and other international buyers may reduce the need 

for equity and debt offerings by the Latin American sellers of those assets. 
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In sum, the Latin American capital markets should expect to see continued volatility in 2018, particularly around 

the time of the presidential elections in Colombia, Mexico, and Brazil. Energy and infrastructure-related financings 

are likely to continue to be robust in the market notwithstanding distressed conditions in certain areas. Investors 

will be monitoring developments on trade issues as well as currency volatility; however, investor appetite for 

investment in the region, including innovative structures and products, remains strong despite the risks involved, 

perhaps due to the stabilizing effect of a growing middle class in these economies. 
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financing loan facility, one of the largest real estate financings ever in Latin America. She has also been recognized as among the top 

lawyers in Latin America by Latinvex and as a leading lawyer by IFLR1000. She has written extensively on the topics of Latin America 

capital markets and debt restructuring. 
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