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Overview

In 2016, four of the most important macro-economic trends driving the financial markets in Latin America were sovereign 
developments, emergence of a middle-class in many countries, commodity prices, and currency exchange rates.  Many of these 
macro-economic forces intersect in various countries with different effect.  This article contains a brief analysis of some of the Latin 
American markets in 2016, but a broad overview is as follows:

• People have long been aware of the sovereign risks of investing in many countries in Latin America. Sovereign risks include the 
risks of a foreign central bank changing foreign exchange policies or failing to make debt payments or honor loans. This has not 
historically been a risk in the United States, but things are changing.  The sovereign risk associated with the incoming Trump 
administration has had a significant negative effect on emerging market exchange rates around the world and, particularly, 
in Latin America.  It is yet to be seen whether the Trump administration will pursue the trade policy, immigration stance, and 
other foreign strategies he campaigned on and if so, that may add further sovereign risk in Latin America and globally. 

• For the first time in many years, a middle-class has been established in many countries in Latin America.  So long as these 
countries do not slip back into anarchy and economic decay, the existence of a strong middle-class can form a foundation for 
economic development and political stability.  As in the United States, middle-class consumption can form a powerful engine 
for economic development almost regardless of what might be happening politically in those countries.

• The volatility in commodity prices, particularly oil prices, has been a concern in Latin America.  While many of the mineral 
prices, including gold, silver, and copper, have recovered somewhat in the past eight years, the price of oil continues to be a 
worry to 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 significantly dependent on the price 
of oil.  In those countries 2016 has been a year of change, including privatization, as well as joint ventures and sale, of many 
of their oil and gas assets.  If the price of oil remains low by historical standards, it is likely that such divestitures and joint 
ventures will continue.

• The significant fluctuation in exchange rates during 2016 has tested the economies of many Latin American countries.  Particularly 
since the election of Donald Trump and the anticipation of a stronger U.S. economy, there has been a sharp appreciation in 
the U.S. dollar versus the value of most Latin American currencies.  This development has led to many opportunities as well 
as risks.  For instance, where companies or countries have significant amounts of U.S. dollar denominated debt that needs to 
be serviced with local currency, there might be significant risks involved.  However, for those countries in Latin America that 
export, as most of the Latin American countries do, the low value of the local currency will lead to an increase in exports.  
Ironically, this development is likely to reduce manufacturing jobs in the United States and make imports much less expensive.  
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Brazil

Brazil, the largest economy in Latin America, continues to struggle.  The Workers’ Party is undergoing a purge of its principal former 
leaders, including the two former presidents. The corruption scandal that has ensnarled most of the major companies in Brazil 
persists. Depressed commodity prices continue to prolong the strain on many of Brazil’s key corporations, including Petrobras and 
Valle, a major steel company.  There are positives in Brazil’s economy as well, however. The country has been through a period of 
almost a decade and a half 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.

Mexico

Latin America’s second largest economy has continued to grow at an approximately 2% annual gross domestic product (GDP) growth 
rate over the last year.  While it is uncertain what kind of trade tariffs the Trump administration might impose, Mexican companies feel 
confident of their position in the world trade outlook.  During the 20 years of the North American Free Trade Agreement and before, 
the Mexican economy has been so integrated with that of the United States that Mexico believes that significant and immediate trade 
sanctions that block the importation of Mexican made products would result in the cessation of the U.S. automobile manufacturing 
industry as well as many other industries in the United States.  However, 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 both to its 
liquidity as one of the most commonly traded currencies, and the fact that President Trump’s economic and political statements 
regarding trade policy disproportionately target Mexico.

Argentina

The economic and fiscal reforms introduced by Argentina’s president Mauricio Macri following his election in 2015 began having an 
impact in 2016, possibly even bringing an end to Argentina’s long recession.  President Macri stated that Argentina was “open for 
business,” and international investors have responded positively.  While Argentina’s economy, the third largest in Latin America, is 
still somewhat commodity-driven and inflation remains problematic, the groundwork has been laid for future foreign investment and 
future economic growth of a kind that has not been seen for a number of years in Argentina.

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 2016, the decline in its 
annual GDP growth rate was accelerated, primarily due to commodity price volatility. 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, is expected 
to provide an economic peace dividend but not immediately, as government resources are eventually channeled away from military 
uses and into infrastructure, education, and other sectors that promote growth.  Until then, Colombia’s economy and markets remain 
on shaky ground but are expected to improve in 2017 as compared to 2016.

Notable Transactions

Despite the volatility of the Latin American markets over the past year, several capital markets events occurred that stand out as 
notable developments.  First, Argentina returned to the international capital markets with its first dollar-denominated debt issuance 
since its catastrophic debt default in 2001. The size of the issuances was substantial:  $16.5 billion issued in April (a record for an 
emerging-market debt sale at that time and more than double the previous highs from developing countries until then) followed by 
two more issuances, including a $2.8 billion euro-denominated bond in October, for a total of approximately $22 billion for the year.  
The April issuance was reportedly four times oversubscribed because investors were eager to embrace Argentina as an investment 
again, now that it had finally resolved to settle with the holdouts that had not participated in its previous attempts to solve its debt 
default difficulties with exchange offers in 2005 and 2010.  Although it was a long and rocky road for Argentina to get back to this 
point, the way that the country was able to work its way through its many court battles and woo investors was quite a triumph for the 
current administration. In the process, the sovereign paved the way for Argentine corporate issuers to access the international capital 
markets with greater success as well.  Argentina and Argentine corporate issuers are expected to continue to raise capital through the 
issuance of bonds in 2017 to help meet their large financing needs.
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Second, although the equity initial public offering (IPO) markets in Latin America have been moribund in general, there were a few 
transactions bucking the trend: Mexico in February of 2017 saw its largest IPO since 2013 with the $900 million IPO of Casa Cuervo, 
the iconic tequila producer; Brazil had its first equity IPO in sixteen months (since June 2015); Argentina had its first foreign equity IPO 
since 2014 and first local equity offering since 2013 (with the markets more open in general now that the sovereign is back in good 
standing); and Chile had its first equity IPO since March 2013.  While a few issuers in Mexico and Brazil postponed international IPOs 
due to market uncertainties (e.g., volatility in the Chinese market and the unexpected results in the Brexit vote and U.S. election), 
there were a number of significant equity follow-on deals that brought greater liquidity to the equity markets. One particularly large 
follow-on equity offering was by IEnovo out of Mexico in October. IEnova, a subsidiary of U.S.- based Sempra Energy, raised over $1.4 
billion in that offering, and there were other sizable transactions in Chile and Brazil as well.  For further information on follow-on 
offerings, see Understanding Registered Securities Offerings Post-IPO. For a discussion of the possible tax consequences of acquiring 
foreign stock or debt, see Outbound Investment—Tax Consequences for U.S. Investors Acquiring Stock or Debt Instruments of Foreign 
Issuers.

One interesting result of the currency volatility is that assets in Latin America have become more attractive investments for cross-
border mergers and acquisition (M&A) investors. So, while the equity markets remain relatively slow, the M&A market is booming, 
including some transactions where companies have opted to sell a business through an M&A transaction instead of a proposed equity 
spin-off.  One example of this is the Tenda IPO in Brazil.  Gafisa, the parent company of Tenda, terminated the Tenda IPO on the day 
of pricing when Jaguar Growth Partners, a U.S. private equity fund, made a better offer for Tenda’s stock.  For U.S. federal securities 
law considerations in cross-border M&A, see Exemptions under the Federal Securities Laws for Cross-Border Tender Offers and Other 
Business Combinations.

Other bright spots in capital markets included innovative financings such as the largest green bond offering out of Latin America.  
Priced in September, the $2 billion green bond offering to finance the new  Mexico City airport succeeded largely because the 
payments will be made out of dollar-denominated revenue streams (airport passenger charges). Future capital markets financing 
by the trust running the new airport will also be expected to do well for the same reason, whereas other issuers that do not have 
sufficient dollar revenues have shifted deals to local currency bond markets rather than the more liquid dollar-denominated bond 
markets. 

Meanwhile, in October Pinfra created the first trust under the Fibra-E rules in Mexico, a development that has been eagerly awaited 
since the new rules were adopted in September 2015 and related tax guidelines were published in April 2016.  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. Pinfra’s trust, known as Fibra Via, sold 
certificates in the local market backed by shares in the toll road concessionaire Pacsa, and the proceeds are expected to be used to 
finance working capital needs and refinance debt from the toll road.  Pemex is expected to come out with its own Fibra-E vehicle in 
2017 and others should follow.

Finally, another strong theme for 2016 was liability management, where both corporate and sovereign bond issuers went into the 
market to tender for their existing higher-coupon bonds and in some cases to issue new bonds with lower rates, trying to race the 
clock on the Federal Reserve’s predicted increase in interest rates.  A number of issuers completed this successfully during various 
windows of marketability despite the volatile markets.  One of the most successful liability management transactions in Mexico was 
executed by Credito Real, a relatively small non-bank consumer lending institution, that issued new senior notes in an aggregate 
principal amount of $625 million and used the proceeds to fund a cash tender for approximately $290 million of its outstanding senior 
notes. Credito Real was able to take advantage of a positive market window for emerging market debt within a few weeks after the 
Brexit vote and prior to the typical summer slowdown in the markets in August in the United States.  On a much larger scale was the 
successful liability management transaction by Petrobras, where the government-owned oil company was able to issue $6.75 billion 
in new bonds in May to fund a tender offer for over $6 billion in its existing bonds.  This transaction was the first international bond 
issuance by a Brazilian issuer in almost a year, and was timed well to capitalize on a rally in the price of oil.  Petrobras was able to 
issue an additional $3 billion in bonds in July as well, when market conditions were favorable again.  For a general discussion of debt 
restructuring, see An Overview of Debt Securities Restructuring Options.

Legal and Regulatory Trends

Across Latin America, a number of regulatory reforms have been taking 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 new tax laws being implemented in a number 
of jurisdictions (such as Colombia, Mexico, and Ecuador, which has focused on regulations addressing manipulation in transfer pricing).  
In addition, insolvency laws, particularly in Brazil and Mexico, have been modernized and made more equitable and efficient.  The 
impact of some of these reforms has yet to play out but is likely to create ripple effects in the markets in 2017.

https://advance.lexis.com/open/document/lpadocument/?pdmfid=1000522&crid=0ed54942-add8-4086-87b5-9d057b338658&pddocfullpath=%2Fshared%2Fdocument%2Fanalytical-materials%2Furn%3AcontentItem%3A576Y-2CH1-DXPM-S029-00000-00&pddocid=urn%3AcontentItem%3A576Y-2CH1-DXPM-S029-00000-00&pdcontentcomponentid=101206&pdteaserkey=sr0&ecomp=y21g&earg=sr0&prid=911cc670-78b1-4f24-b743-5862251392d3
https://advance.lexis.com/open/document/lpadocument/?pdmfid=1000522&crid=28a38eeb-0b90-4c9e-8c48-2945e357cdfd&pddocfullpath=%2Fshared%2Fdocument%2Fanalytical-materials%2Furn%3AcontentItem%3A5KV0-CSP1-JCRC-B3CC-00000-00&pddocid=urn%3AcontentItem%3A5KV0-CSP1-JCRC-B3CC-00000-00&pdcontentcomponentid=101206&pdteaserkey=sr0&ecomp=y21g&earg=sr0&prid=47e515a9-df2b-4708-8ccc-604bed1cbd3d
https://advance.lexis.com/open/document/lpadocument/?pdmfid=1000522&crid=28a38eeb-0b90-4c9e-8c48-2945e357cdfd&pddocfullpath=%2Fshared%2Fdocument%2Fanalytical-materials%2Furn%3AcontentItem%3A5KV0-CSP1-JCRC-B3CC-00000-00&pddocid=urn%3AcontentItem%3A5KV0-CSP1-JCRC-B3CC-00000-00&pdcontentcomponentid=101206&pdteaserkey=sr0&ecomp=y21g&earg=sr0&prid=47e515a9-df2b-4708-8ccc-604bed1cbd3d
https://advance.lexis.com/open/document/lpadocument/?pdmfid=1000522&crid=95856bf7-cdec-4a04-b3a1-1eeb10e8e879&pddocfullpath=%2Fshared%2Fdocument%2Fanalytical-materials%2Furn%3AcontentItem%3A5G09-HBH1-F5DR-23W2-00000-00&pddocid=urn%3AcontentItem%3A5G09-HBH1-F5DR-23W2-00000-00&pdcontentcomponentid=101206&pdteaserkey=sr0&ecomp=y21g&earg=sr0&prid=c03dfc8e-2785-438d-998e-bfdfa0da2c99
https://advance.lexis.com/open/document/lpadocument/?pdmfid=1000522&crid=95856bf7-cdec-4a04-b3a1-1eeb10e8e879&pddocfullpath=%2Fshared%2Fdocument%2Fanalytical-materials%2Furn%3AcontentItem%3A5G09-HBH1-F5DR-23W2-00000-00&pddocid=urn%3AcontentItem%3A5G09-HBH1-F5DR-23W2-00000-00&pdcontentcomponentid=101206&pdteaserkey=sr0&ecomp=y21g&earg=sr0&prid=c03dfc8e-2785-438d-998e-bfdfa0da2c99
https://advance.lexis.com/open/document/lpadocument/?pdmfid=1000522&crid=094ee137-b35a-4406-bb25-87210d73ae01&pddocfullpath=%2Fshared%2Fdocument%2Fanalytical-materials%2Furn%3AcontentItem%3A5K2N-YPD1-DY89-M2SH-00000-00&pddocid=urn%3AcontentItem%3A5K2N-YPD1-DY89-M2SH-00000-00&pdcontentcomponentid=101206&pdteaserkey=sr0&ecomp=y21g&earg=sr0&prid=ab566162-f9ad-4ab7-bc86-2fea6184c36e
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2017 Outlook

The highlights from 2016 foreshadow certain future areas of growth in Latin American markets:

• The continued volatility in exchange rates, especially the pressure on the Mexican peso, is expected to inspire further liability 
management and restructuring transactions involving dollar-denominated debt as well as opportunistic investments in the 
region.

• As companies like Pemex and Petrobras need to shore up their capital reserves, energy-related financing is expected to 
increase, whether in the form of asset dispositions, joint ventures, Fibra-E equity certificates, or bonds.

• Project financing, especially for infrastructure, is more likely to take the form of bonds than in prior years.  In addition, green 
financing is expected to grow at an accelerated pace due to investor interest.

• Sovereign and quasi-sovereign offerings are also likely to continue to be strong, as issuers such as Argentina and the 
government-owned energy companies in Brazil, Mexico, and Venezuela will need to secure more financing for their budgetary 
needs.

• Cross-border 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.

Below is a discussion of these areas in greater detail:

The pressure in 2016 for issuers with dollar-denominated debt to restructure or refinance their obligations will only increase in 2017 
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 as occurred 
this past year; however, other issuers may not fare so well and 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 rally in oil prices.  Market outcomes will vary widely depending on 
the sources of revenue to finance the dollar-denominated debt.

Pemex and Petrobras, two of 2016’s largest issuers, have already announced significant financing plans for 2017.  The interesting 
question will be to see what form that financing takes, perhaps asset dispositions along with capital markets issuances of both equity 
and debt. This could include the first quasi-sovereign FIBRA-E certificates that have been eagerly awaited in Mexico from Pemex.  If 
Pemex does go forward with its own FIBRA-E issuance, other energy and infrastructure companies are expected to follow using that 
structure for their own financing needs.

The need for infrastructure across Latin America is a driving force for project financing.  Increasing investor appetite for bond risk in 
this segment will result in the issuance of more project bonds and structured bonds.  Project bonds sometimes follow loan financing 
for large construction projects such as toll roads and ports.

At the beginning of 2016, the financial services institution HSBC predicted a rapid acceleration in the pace of green bond issuance 
worldwide for that year, based on increasing knowledge of the standards for green bonds and liquidity in the marketplace, among 
other things.  HSBC also commissioned a study of investors that found an imbalance between the heightened demand of investors for 
green investment opportunities and the lack of information about and/or availability of green investments.  Noting this imbalance, 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 Costa Rica also had a green bond in 2016 and expects to have more, and other countries are gearing up to expand this 
investment sector.

Overlapping with several of the above themes are the sovereign and quasi-sovereign financings that are expected to take place in 
2017.  Argentina is already in the market with another bond issuance in early 2017, following its successful return to the capital 
markets last year.    As mentioned above, Pemex and Petrobras may revisit their successes of last year since their financing needs 
continue to loom large. Pemex may find the capital markets receptive once again, particularly if oil prices are supportive, although 
the pressure on the Mexican peso may work against it.  Petrobras may have a harder time raising new funds in an environment where 
Brazilian issuers still struggle to find buyers.  However, Paraguay and Panama are considering cross-border offerings, signaling their 
perception that the market is open to a broad range of sovereign issuers.

Venezuela and its energy arm PDVSA are both expected to need significant financing as well.  PDVSA also successfully completed a 
liability management transaction in October 2016, to extend the maturities of certain of its outstanding bonds. The percentage of 
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bonds that were exchanged was not high— 39% of the bonds maturing in 2017, short of the 50% the company was hoping for—but 
it was sufficient to enable PDVSA to avoid payment defaults to date, and provided the company with estimated savings of just under 
$2 billion in payments over 2016 and 2017.  However, as payment deadlines arrive in April and November of 2017, pressure will be 
on the company and the government to find the funds to make the maturity payments or to roll over the bonds in another liability 
management exercise if possible.  There is less appetite in the capital markets for this sovereign risk, so a full-scale restructuring 
appears highly likely.

Some Latin American issuers may choose to dispose of assets to increase liquidity as an alternative to issuing securities in the capital 
markets, as mentioned previously. In Brazil, a number of asset sales are bankruptcy-related or distressed asset sales, as Brazil’s recent 
economic difficulties have pushed a number of companies into bankruptcy or restructuring, to the point where a record number 
of bankruptcy filings were made in the month of January 2017.  Brookfield Infrastructure Partners is an example of a cross-border 
investor who has taken advantage of the economic distress in Brazil to acquire assets at attractive prices, often in the context of 
bankruptcy cases. The weak value of the Mexican peso has recently been cited by Brookfield as a reason to take a closer look at 
acquisitions in Mexico, where a similar trend of distressed assets sales is likely. The M&A market may continue to be active in 2017 
across the region, but particularly in Brazil and Mexico due to the historic strength of the dollar and uncertain local economies.  These 
opportunistic investments by U.S. and other international buyers may reduce the cross-border equity and debt offerings by the Latin 
American sellers of those assets.

In sum, the Latin American capital markets should expect to see continued volatility in 2017, with a mix of large sovereign debt and 
corporate debt and equity offerings as well as energy and infrastructure-related financings 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 remains quite strong despite the risks involved, perhaps counting on the stability provided by 
the growing middle class in many of the economies involved.
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