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Latin America: opportunities outside and within the region






Euler Hermes, Solunion’s shareholder 50/50 with MAPFRE, unveils its country and sector
st
risk ratings for the 1 quarter of 2018: 5 countries and 21 sectors were upgraded, while 3
countries and 10 sectors were downgraded.
Chile’s rating was upgraded from A2 to A1 (medium risk to low risk).
In Brazil, 5 sectors were upgraded from high to sensitive risk.
In 2018, Brazil, Mexico and Argentina should drive 75% of regional growth which Euler
Hermes expects at +2.3%. But mind political risk: elections and NAFTA renegotiation for
Mexico, and highly uncertain elections for Brazil.

After two years of recession in 2015 (-0.2%) and 2016 (-1.2%), Latin America is back to growth
(+1.2% GDP growth in 2017) and is expected to accelerate to +2.3% in 2018 and +2.8% in 2019. It
still remains below the 2005-2014 average of +3.5%.
In Latin America, opportunities are arising both from outside and inside the region.
Domestically, most countries are taming inflation, which fell from an average of +10.7% (In Brazil,
Mexico, Argentina, Colombia, Chile and Peru) in 2016 to +7.4% in 2017 and should continue falling
to reach +6.1% this year. This supports the consumer’s recovery and allowed the easing of
monetary policies. The return of confidence and higher risk appetite helped ease further monetary
and financial conditions through lower credit spreads and better-performing stock markets.
Externally, higher commodity prices and the acceleration of global trade have boosted exports:
Mexico (USD35.6bn) and Brazil (USD32.5bn) saw the highest export gains in 2017.
The external outlook is also positive as Euler Hermes expects international trade to continue
growing, by +4.4% this year and +3.8% in 2019.
Yet, key risks remain:
- Brazil’s medium-term outlook is jeopardized by a halt in structural reform efforts.
- Argentina remains vulnerable to global risks with high inflation and a widening current
account deficit(+4.8% of GDP)
- In Mexico, despite the US growth acceleration and a reactive central bank policy, financial
flows, the peso, and trade could be affected by NAFTA negotiations and the outcome of
the July presidential election.

A tale of two upgrades
 Chile upgraded from A2 to A1
Growth in Chile should be twice as strong in 2018 (+3.1%) as in 2017 (+1.5%). Investment, which
had been depressed for the past 4 years, contributed positively to growth in Q4 2017. Still high
copper prices and the strongest business confidence in five years bode well for 2018, after the
election of pro-business candidate and former president Sebastián Piñera last November. Early
indicators also predict a cyclical upswing in 2018.
On the financing side, credit growth has slowed to moderate levels (to +2.8% over twelve months
from above +7% in Q1 2017). The external position is manageable since the current account deficit
is entirely covered by net FDI inflows. Public debt is low and public deficit controlled.
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 Brazil: sectors slowly cashing in on economic recovery
Political transition and the global acceleration brought growth back to Brazil: after a weak +1% in
2017, we forecast GDP growth to reach +2.5% in 2018 and +3% in 2019. Five sectors have exited
the “Distress” risk rating: Transportation, Retail, Electronics, Machinery and Household equipment
and were upgraded to “Sensitive.” In addition, Brazil registered its first decline in insolvencies early
2018 after six years of consecutive increases (-1% as of end of February).
Yet, political capital remains too limited to pass transformative policies. Public finances,
protectionism – Brazil is the country with the highest number of tariffs above 10% – and red tape
continue to weigh on economic outcomes.
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Euler Hermes is the global leader in trade credit insurance and a recognized specialist in the
areas of bonding, guarantees and collections. With more than 100 years of experience, the
company offers business-to-business (B2B) clients financial services to support cash and trade
receivables management. Its proprietary intelligence network tracks and analyzes daily changes
in corporate solvency among small, medium and multinational companies active in markets
representing 92% of global GDP. Headquartered in Paris, the company is present in 52
countries with 6,050 employees. Euler Hermes is a subsidiary of Allianz, listed on Euronext
Paris (ELE.PA) and rated AA by Standard & Poor’s. The company posted a consolidated
turnover of €2.6 billion in 2017 and insured global business transactions for €894 billion in
exposure at the end of 2017.
Further information: www.eulerhermes.com, LinkedIn or Twitter @eulerhermes.
Cautionary note regarding forward-looking statements: The statements contained herein may include prospects,
statements of future expectations and other forward-looking statements that are based on management's current views
and assumptions and involve known and unknown risks and uncertainties. Actual results, performance or events may
differ materially from those expressed or implied in such forward-looking statements. Such deviations may arise due to,
without limitation, (i) changes of the general economic conditions and competitive situation, particularly in the Allianz
Group's core business and core markets, (ii) performance of financial markets (particularly market volatility, liquidity and
credit events), (iii) frequency and severity of insured loss events, including from natural catastrophes, and the
development of loss expenses, (iv) mortality and morbidity levels and trends, (v) persistency levels, (vi) particularly in
the banking business, the extent of credit defaults, (vii) interest rate levels, (viii) currency exchange rates including the
euro/US-dollar exchange rate, (ix) changes in laws and regulations, including tax regulations, (x) the impact of
acquisitions, including related integration issues, and reorganization measures, and (xi) general competitive factors, in
each case on a local, regional, national and/or global basis. Many of these factors may be more likely to occur, or more
pronounced, as a result of terrorist activities and their consequences.

