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INTRODUCTION

Latin America is a region which has long offered 
promise for investors, but which has seen equity 
performance disappoint over the last decade. 
The share of Latin American markets in major 
equity indices over this period has shrunk, 
as investor interest has waned, and as Asia, 
in particular China, has become increasingly 
significant. After a decade in the investing 
wilderness, is it time for investors to reappraise 
Latin America?

So far this year, the region has been the standout 
among equity markets globally. As at  
31 October, it has managed to generate a 
positive return (+13%) in US dollar terms when 
most major markets have suffered severe 
drawdowns; outperforming the MSCI World 
by 33% and the MSCI Emerging Markets (EM) 
by 43%. In local terms, outperformance is 25% 
ahead of the MSCI World and 32% ahead of the 
MSCI Emerging Markets Index. 

It is well known that Latin America is abundant 
in resources, from industrial and precious metals 
through to oil & gas, and soft commodities such 
as soya and sugar. A pick up in global commodity 
prices was underway even before the spike 
triggered by Russia’s invasion of Ukraine. More 
recently, slowing global growth has weighed 
on industrial metals prices, but there may be 
longer term support from the quest to reach 
net zero. Latin America’s geographical location, 
far from Russia’s war in Ukraine and the threat 
of escalation, insulates the region from many 
aspects of supply concerns. 

There is good reason to think that Latin 
American equities can play an important role in 
investors’ portfolios. Positioning is low relative 
to history, as well as relative to the region’s 
economic might, and valuations are appealing. In 
a fast changing world, it could be well positioned 
to benefit, even if structural policy changes may 
in some cases be hard to envisage. Longer term 
factors such as the energy transition, which has 
already spurred a dramatic increase in demand 
for industrial metals such as lithium and nickel, 
used in the manufacture of electric vehicles, will 
also be important. Nearshoring, as companies 
seek to re-orientate supply chains to reduce the 
risk from potential disruption, and address ESG 
concerns, is already underway. Demographics 
too remain more favourable than many other 
major emerging and developed markets. And 
there are thematic opportunities in areas such as 
ecommerce and infrastructure. 

Of course, there are risks to a more favourable 
view. Resource dependence has historically 
left the region very prone to cycles of boom 
and bust. Meanwhile political and policy risks, 
which have often gone hand in hand with issues 
of resource dependence, and the impact of 
US dollar strength are other issues to be aware 
of. And with ESG considerations increasingly 
important and embedded in investors’ decisions, 
additional risks now present, and these cannot  
be ignored. 

Senior Strategist, 
Strategic Research Unit
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Latin America was once the most important region in 
emerging markets (EM) equities. In fact, Argentina, 
Brazil, Chile, and Mexico were among the small group 
of eight founding countries included in the MSCI 
Emerging Markets Index at its launch in 1988. 

But, as Figure 1 illustrates, its weight has been 
decreasing pretty much since inception. In the 1990s, 
this was related to the inclusion of other markets such 
as South Korea in 1992, India in 1994, South Africa in 
1995, China and Taiwan in 1996, and Russia in 1997. 

At the same time, albeit with little significance in index 
weight terms, two Latin American countries have 
been removed from the MSCI EM Index. Venezuela 
was included from 1994 to 2005 with a tiny weight. 
Meanwhile, Argentina was removed in 2009, and after 
a brief return in 2019 was removed again in 2021. It 
never exceeded 0.4% in index weight. 

In aggregate, Latin American equities now make up 
just 10% of MSCI EM, and around 1% of the MSCI All 
Country World index (ACWI). It punches a long way 
below the region’s 5% share of global GDP.

Figure 1: Once the largest EM region, Latin America’s importance has dwindled

EMEA is Europe, the Middle East and Africa.
Calendar year country weights, with regional grouping by Schroders as MSCI EMEA Index not incepted until 1997. 
Source: Factset, Schroders Strategic Research Unit, as at 31 October 2022.

Once the largest EM equity 
region, Latin America’s 
importance has dwindled

% index weight
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This fall from grace has been driven by a combination of:

 – The rise of Asia: MSCI EM is now 76% Asia, dominated by China (27%), Taiwan (14%), and Korea (12%) 

 – A decade of dire performance relative to other regions, driven in part by the skew of the regional economies 
and equity markets towards the underperforming value style (compared with Asia’s growth style-bias), 
including commodity companies

The style skew of the EM index has been moving closer to balance in recent months, as China in particular has 
underperformed. But the present make-up of the MSCI EM Index is still not balanced. It involves a lot of Asia, and 
in recent years Asia has become dominated by the growth style, which is not necessarily desirable in the current 
climate. There are good reasons to believe conditions may now be more favourable for the performance of Latin 
American equities:

The commodity curse could turn into a blessing

Mexico in particular stands to be a beneficiary of nearshoring/deglobalisation trends

Its demographics are in much better shape than many other markets

Its stock market valuations are historically cheap in absolute terms and relative to other markets

It diversifies the country, region, and style exposure of the now very concentrated MSCI Emerging 
Markets Index

There are also particular thematic opportunities within Latin America, which have the potential to boost 
individual company and sector performance. 

Unfortunately for most investors, if we do enter a period of outperformance from Latin American equities,  
this will amount to barely a rounding error in the performance of a global equity portfolio organised along  
MSCI ACWI lines. Investors will need to look to a dedicated allocation to the region if they want it to make any 
difference. 

INTRODUCTION
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1. The commodity curse could turn into a blessing
Commodities producers represent around 32% of the MSCI EM Latin America Index.  
Indeed, commodities are important drivers of many economies and stock markets in the  
region, as well as for financial sector names, which account for another 26% of the index.

Unsurprisingly, the performance of the region has 
been strongly influenced by commodities. And while 
Latin America was once a strong play on China’s 
growth transformation, there is good reason to view 
Latin America as a key beneficiary of the energy 
transition (see later). 

Between 2001 and 2010, when commodity prices 
were generally booming, Latin American equities 
outperformed MSCI ACWI in nine out of ten years. 

They returned an astonishing 21% a year in dollar 
terms compared with 4% a year for MSCI ACWI. But 
then, between 2011 and 2020 when commodities 
mostly had a horrid time, Latin American equities 
underperformed in eight of the ten years, often 
heavily. Returns were -3% a year compared with 
10% a year for AC World Index. This link can also be 
seen in the strong correlation between the region’s 
performance and commodity prices:

Figure 2: The market split by sector in Latin America

Brazil Mexico Chile Peru Colombia
Latin 

America
Share of MSCI EM Latin American Index 64% 26% 6% 3% 2% N/A

Financials 28% 17% 24% 66% 53% 26%

Energy 17% – 8% – 28% 12%

Materials 20% 14% 45% 34% – 20%

Consumer Staples 8% 35% 8% – – 15%

Utilities 8% – 9% – 19% 6%

Industrials 9% 11% 3% – – 9%

Consumer Discretionary 4% – 4% – – 3%

Health Care 4% – – – – 2%

Communications Services 2% 21% – – – 7%

IT 1% – – – – 1%

Real Estate – 2% – – – 1%

Source: MSCI, Schroders Strategic Research Unit, as at 31 October 2022.

Figure 3: MSCI Latin America correlation with Bloomberg Commodities Spot Index

Past performance is not a guide to future performance and may not be repeated.
MSCI EM Latin America Index total return and Bloomberg Spot Commodity Index in US dollars.
Source: Refinitiv, Schroders Strategic Research Unit, as at 31 October 2022.

THE COMMODITY CURSE COULD TURN INTO A BLESSING

Rolling 36-month correlation
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While this may have been something of an Achilles 
heel at times, especially over the past decade, there 
are long term structural, and cyclical factors which 
could now prove more favourable. Latin American 
equities’ 30+% outperformance of developed markets 
and the MSCI EM this year highlights this potential. 

Firstly, significant underinvestment in the supply 
growth of many commodities around the world, 
especially within the industrial metals complex, has 
led to tight supply conditions. If demand increases, 
or if there is any constraint on supply, it simply isn’t 
possible to increase production significantly to fill the 
hole. There is a lag of up to eight years between the 
decision to invest in a new mine and completion to 
the stage when cash flows are generated. This is what 
happened earlier in 2022 following Russia’s invasion 
of Ukraine, when prices spiked dramatically. While 
prices have since eased due to slowing global growth, 
this tightness is likely to remain a feature for years to 
come.

Latin America has the additional advantage that it is 
among the lowest cost global producers in various 
commodities. These range from iron ore to copper, 
gold, coffee and soya among others. This puts it in a 
strong position to gain market share. Politics, policy 
uncertainty and currency volatility have, to some 
extent, impeded greater mining investment in the 
past. Currencies are cheap, which helps on the cost 
side. And while the political environment remains 
uncertain, it may now be comparatively better than 
other regions. 

While the commodities link is a factor in the high 
cyclicality of the region, there is potentially a 
long term structural growth story too. This is the 
race to net zero, the energy transition, climate 
change mitigation and the growth in clean energy 
technologies. This is virtually impossible to achieve 
without the supply of various metals from Latin 
America. 

Copper is known as the “metal of electrification” and 
it is needed across the energy transition, from electric 
vehicles, to power infrastructure, to renewable 
energy generation. Global demand is expected to 
increase by 30% between 2021 and 2030, with some 
expecting it to double by 2035, against a backdrop of 
underinvestment in mining capacity and very tight 
supply. Chile and Peru are the largest producers of 
copper in the world. 

Chile is also the second largest producer of lithium, 
a key metal for batteries, while Peru is the second 
largest for zinc. Brazil is one of the largest producers 
of bauxite and nickel in the world. Mexico is the 
world’s largest silver producer. The energy transition 
is set to see demand for many of these metals soar. 
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As a result, Schroders’ research found that Latin American countries are among the potential winners from 
the energy transition, in particular Chile and Peru. There will also be benefits for other markets such as Brazil, 
Mexico and Argentina, though the overall picture is more complex. This is because energy exports remain 
important contributors to public finances in some countries.

Figure 4: 2021 rank in global production of select metals key to energy transition

Figure 5: The winners and losers of energy transition

Forecast demand 
growth 2021–2035 Argentina Brazil Chile Colombia Mexico Peru

Copper 30% 1 10 2

Lead 13% 5 4

Bauxite 17% 4

Nickel 78% 8

Silver 2% 10 4 1 3

Zinc 14% 6 2

Lithium 659% 4 5 2

Top 10 producers of each commodity shown where applicable.
Source: Statista, UBS, Schroders Strategic Research Unit, October 2022.

MSCI EM Latin America Index markets shown in orange.
Source: Trademap.org, IMF, Schroders, July 2021.

Net Exports of Key Metals* (% GDP 2020)

Net Exports of Mineral Fuels (% GDP 2020)

THE COMMODITY CURSE COULD TURN INTO A BLESSING
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2.  A beneficiary of nearshoring/
deglobalisation trends

The acceleration in globalisation since the early 1990s led companies to restructure and 
reorganise production. Breaking down different stages of manufacturing or production, 
often locating them in different economies/geographies, provided benefits such as 
economies of scale, specialisation, lower costs and higher efficiency. China was the 
leading beneficiary of this trend.

But the global Covid-19 pandemic has exposed some of the risks and vulnerabilities of this 
approach. Lockdowns imposed in 2020 in China were the beginning of a period of global 
disruption, dislocation, and bottlenecks, some of which continue to this day. Geopolitical 
tensions between the US and China, which pre-dated the pandemic, only re-emphasise 
these risks.

Supply chain disruption can be triggered by other 
factors such as industrial accidents, logistical 
breakdowns, natural disasters or strikes. Russia’s 
invasion of Ukraine has illustrated the impact that 
conflict and sanctions can have on trade. Climate 
change may become an increasing cause of disruption 
in the coming decades. Research from McKinsey 
estimates that the average large company  
experiences disruption lasting for a month on average 
every 3.7 years.  

Multinational companies are responding by seeking 
to diversify and improve the security of their supply 
chains. In the era of globalisation, efficiency and 
cost were prioritised. Today, the focus is shifting to 
resilience and reliability. 

In response, companies are looking to re-localise some 
production. This may be within their home or sales 
markets, reshoring, or geographically closer to their 
home or sales markets, nearshoring.  Nearshoring 
typically brings production closer to improve factors 
such as speed of delivery and reliability. It also aims  to 
diversify production so that vulnerability to disruption 
is reduced. 

Although this trend is still in its infancy, one indicator 
of the direction of travel is the pickup in mentions of 
nearshoring, or reshoring, in US company earnings 
calls and presentations (Figure 6).

Figure 6: Mentions of reshoring or nearshoring in US company earnings calls and presentations 

Source: Schroders DIU, 30 September 2022.

Documents hits for mentions of Reshoring/Onshoring and Nearshoring in US company earnings calls and presentations.
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Latin America, Mexico in particular, may be well positioned to benefit from this theme. Estimates from the  
Inter-American Development Bank (Figure 7), a multilateral development institution, suggest that nearshoring  
could add an annual $78 billion in additional goods and services export revenues for Latin America and the 
Caribbean combined. This is split between $64 billion in goods exports and $14 billion of services. Of the $64 billion 
in goods export revenues, Mexico is estimated to receive more than half, $35 billion.

Source: Inter-American Development Bank, September 2022.

Figure 7: Nearshoring opportunities for Latin America

Additional exports of goods

A BENEFICIARY OF NEARSHORING/DEGLOBALISATION TRENDS
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Mexico is positioned to be the main beneficiary given 
its proximity to the US, but also the country’s access 
to both the Atlantic and Pacific Ocean, and domestic 
logistics networks. It is also the most diversified 
exporter and has the largest manufacturing goods 
share of exports in the region. The US-Mexico-Canada 
Agreement (USMCA), which replaced NAFTA in 2020, 
also helps Mexico’s exports to North America. There 
are signs that Mexico is already seeing these benefits 
flow in, with manufacturing in the country picking up 
to levels well above those seen in the years before the 
pandemic (Figure 8). 

Source: BofA Global Research, INEGI, Schroders, 30 August 2022.

From a geopolitical standpoint, it is also worth bearing 
in mind Latin America’s position as a more impartial 
region. China is the largest trading partner for most of 
the South American economies. At the same time, they 
have strong economic and political ties to Western 
nations. 

Figure 8: Mexican manufacturing is picking up
(% of GDP sa)
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For multinational companies looking to relocate 
some manufacturing production capabilities, one 
increasingly important consideration will be carbon 
emissions. Locating closer to end markets can help 
to reduce scope 1 and scope 3 emissions. Scope 1 
emissions are the direct greenhouse gas emissions 
generated by a company's operations. Scope 3 
emissions are indirect, which are generated through 
other steps in a company's value chain such as 
through transportation and distribution of goods. 
Another consideration are scope 2 emissions; those 
which result indirectly from electricity purchased 
by a company. Various Latin American markets are 
competitive in terms of the share of electricity from 
low-carbon sources. Brazil leads in this respect, 
with almost 80% of electricity generated from low-
carbon sources (Figure 9). Although Brazil and other 
South American economies do not offer the depth of 
manufacturing of Mexico, some industries are well 
positioned. For example, many aluminium producers 
in Brazil are fed by hydroelectric power.

A BENEFICIARY OF NEARSHORING/DEGLOBALISATION TRENDS
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Figure 9: Share of electricity from low-carbon sources

Source: Our World in Data, Schroders Strategic Research Unit, 16 September 2022.

Low-carbon electricity is the sum of electricity from nuclear and renewable sources (including solar, wind, hydropower, 
biomass and waste, geothermal and wave and tidal).

Latin American companies are not all ESG angels

While Latin America generates a lot of its electricity from 
low-carbon sources, and will have a central role to play in 
the energy transition, that does not mean Latin American 
companies are all angels when it comes to their sustainability 
or ESG credentials. 

The largest stock in the MSCI EM Latin America Index, 
Brazilian miner Vale, as per the MSCI definition, is listed as a 
UN Global Compact violator. This means it is deemed at high 
potential risk of violating one or more of the United Nation’s 
ten principles of doing business. Until recently, the third 
largest stock in the index, Brazilian energy company 
Petrobras, was also on this list. Along with a handful of other 
Latin American companies, it remains on a watch list. 

Investors can opt to avoid these companies with a blanket 
ban in holding them. However, investors who take an active 
approach can also play an important role in influencing 
and improving their behaviours. Through engagement and 
by holding management teams to account, investors can 
encourage a positive transition in business behaviour.  
At times, this may result in a decision to invest in a company 
prior to it being removed from the list of Global Compact 
violators. The outcome can be positive in terms of changing 
corporate behaviour for the better, and in unlocking value  
in stocks as a result of the adoption of more  
sustainable behaviours.

A BENEFICIARY OF NEARSHORING/DEGLOBALISATION TRENDS
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3.  Better demographics than many  
other regions

GDP growth can be expressed as a function of employment growth and productivity 
growth. This is a challenge for many countries around the world, where aging 
populations are leading to a shrinking workforce. This is true of both developed and 
emerging markets. For example, China’s working age population is already in decline. 

But Latin America is in position to reap a demographic 
dividend in the coming years. It has a younger 
population structure when compared with developed 
markets, which has led to a significant rise in the 
proportion of the population of working age.  
This has also been boosted by an increase in the 
female participation rate.

While its population is also set to age, Latin America 
has more runway in front of it than many other major 
economies before things turn against it. Figure 10 
shows the forecast growth in working-age population 
for EM, as well as select developed economies over 
the next 10 years. Latin American economies ex-Chile 
are all forecast to see their working-age populations 
expand over the next decade.

Figure 10: Average annual working-age forecast population change 2022-32

Source: UNCTAD, Schroders Strategic Research Unit September 2022.
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However, it is not all good news on the demographic 
front. In common with most emerging and many 
developed markets, inequality remains an issue. This 
has been coming down, albeit not in a linear fashion 
and with significant variability between countries. This 
has led to some social unrest, and consequent periods 
of political volatility. This is likely to be an ongoing 
feature.

And productivity growth has also been weak.  
Brazil is well known for its high levels of red tape,  
and administrative reform could reduce this  
regulatory burden. A complex tax system is a further 
issue to address. These two reforms, administrative 
and tax, both have potential to improve the 
competitive environment, and in turn support a 
pick up in productivity growth. Whether this can be 
achieved will ultimately come down to politics and 
policy (see later section). This is a common theme 
across much of the region.

It is important to acknowledge that although 
supportive demographics, as well as trends such as 
nearshoring or structural demand for commodities, 
have potential to boost GDP growth, this is not 
guaranteed to flow through to earnings per share 
growth or equity market returns. 

For one thing, the stock market does not equal the 
economy, leading to a divergence between GDP 
growth and stock market earnings growth. Mexico is 
an obvious example. Despite Mexico being the fourth 
largest car exporter in the world, there are no major 
car manufacturers on the Mexican stock market. 

But, probably the biggest reason why stronger 
economic growth doesn’t necessarily translate into 
superior equity market returns, is that those growth 
prospects are often already reflected in share prices 
via more expensive valuations.

This is where Latin America currently has a major 
advantage. Not only are there reasons to feel more 
optimistic about the region’s growth prospects but, 
as the next section sets out, valuations are very cheap 
– both in absolute terms, relative to other emerging 
markets, and relative to developed markets.
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4. Cheap valuations
Latin American equities currently trade on only 7.2 times the last 12 months’ earnings, 
52% below the average since 1995 of 15.0-times. They have never been cheaper in 
history than in these past few months. 

Figure 11: Latin American equities are very cheaply valued

MSCI EM Latin America Index. Forward price/earnings multiple only available since 2003. Data to 31 October 2022. 
Source: Refintiv, Schroders.

They are not alone in being cheap. The trailing 
price/earnings multiple for the broader emerging 
market universe is 26% below its long term average. 
Developed markets are 16% below theirs. But Latin 
American equities are much cheaper. In fact, they 
have never been so cheap compared with the broader 
emerging or developed markets.

It is true that the trailing price/earnings multiple can 
sometimes give a false impression for cyclical markets 
like Latin America for instance if earnings are expected 
to fall in future. But even on a forward price/earnings 
basis, they are close to the cheapest they have ever 
been. And they are cheap on a price/book basis.

Trailing price/earnings multiple Forward price/earnings multiple

Looking on a combined price-earning, price-book 
and dividend yield basis, all of the five Latin American 
index markets are cheap. Chile, Brazil and Mexico 
stand out as the cheapest of all emerging markets. 

Figure 12 shows this on a “z-score” basis, a measure 
of how far valuations are from their historical 
average, while taking account of their volatility.  
We think this is the fairest way to compare 
individual markets, giving their differing underlying 
characteristics. 

CHEAP VALUATIONS
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For international investors, currencies also matter. As Figure 13 illustrates, the US dollar has been particularly 
strong recently, which has been a challenging backdrop for investors in Latin American equities, and EM more 
generally. Looking forward, a strong local currency return could be wiped out if Latin American currencies were 
to weaken sharply.

Figure 12: Average (P/E, P/B, dividend yield) (z-score1)

Figure 13: Latin American equities vs DM equities (total return, rebased to 100) vs broad US dollar

Source: Schroders Strategic Research Unit, Refinitiv Datastream, MSCI, IBES. Data as at 31 October 2022. Excludes, UAE, Qatar, Saudi Arabia and
Kuwait due to limited data history. 1The z-score is a measure of how far valuations are from historical mean, calculated since January 2000.

Past performance is not a guide to future performance and may not be repeated.
Source: Schroders Strategic Research Unit, Refinitiv Datastream, as at 31 October 2022.
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Figure 14: Real exchange rate: deviation from average

Real exchange rate is the nominal dollar exchange rate deflated by the CPI of each EM country vs. US Long-term average is since January 1995. 
Source: Refinitiv Datastream, Schroders Strategic Research Unit. Data as at 31 October 2022.

But here too there is cause for reassurance. That 
dollar strength has left Latin currencies cheaply valued 
compared with their long term averages (Figure 
14), and mostly cheap compared with their five year 
averages. This suggests there is scope from currency 
moves to add to returns, not detract from them. 
Furthermore, policy discipline has been better than 
in previous cycles. Rate hikes have been larger, and 

commenced earlier than in most of the rest of the 
world, and inflation is beginning to fall. This should 
also provide a degree of reassurance to investors.

To labour the point, EM equity and currency valuations 
screen as cheap, and within EM, Latin America is the 
cheapest region. The valuation case is compelling. 

CHEAP VALUATIONS
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5. A diversifier
As we showed at the outset, the broad MSCI Emerging Markets Index is not very 
balanced or diversified. It is dominated by three large Asian markets, and the EM 
Asia region is dominated by growth stocks (Figure 15). By contrast, Latin America 
has a strong bias towards value and commodities stocks. But the dominance of 
Asia in broad EM means that most investors have not been able to benefit from the 
diversification this could bring. Upping exposure to Latin America could result in a 
more balanced, and diversified, country and style mix. 

Figure 15: Style bias by regional EM index

Source: Refinitiv Datastream, MSCI, Schroders Strategic Research Unit, Data as at 31 October 2022.
Value sectors: energy, materials, industrials, financials, utilities, real estate. Growth sectors: consumer discretionary, consumer staples, health care, 
IT, communication services.

Value Growth

Importantly, Latin American equities also have a very low correlation with Chinese equities, as Figure 16 
shows. This has fallen as low as 0.2 recently (a figure of 0 would imply no relationship at all, while a figure of 
1 would imply they move in lockstep with each other). Many investors have added stand-alone allocations to 
China in recent years, and it is also nearly a third of the MSCI Emerging Markets Index. Latin American equities 
are a very good ballast to those allocations.

Latin American equites became increasingly correlated with Chinese equities in the 2000s. Over that period, 
China’s economic growth was investment-led (infrastructure and real estate), generating significant demand 
for commodities, a large share of which came from Latin America. Over the last decade, Chinese growth has 
been slowing, and the main drivers have evolved. China officially embarked on a new era of development in 
2017, one which is more consumption-led and focused on the quality of growth. More recently, some stimulus 
has been delivered to support the real estate sector, and in time a gradual recovery may well follow. In the 
absence of real estate stimulus of the magnitude seen in 2008, and given the policy direction, this seems 
unlikely to drive this correlation back to the levels seen in the 2000s.

A DIVERSIFIER

MSCI EM Asia Index MSCI EM Latin America Index
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Figure 16: Latin American equities are a good diversifier for Chinese equities

Rolling 36-month correlation: MSCI Latin America total return vs MSCI China total return, US dollar terms.
Source: Refinitiv, Schroders. Data to 31 October 2022. 
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Thematic sector and industry opportunities

There are various thematic structural growth themes in Latin America. The region has a large and growing 
population which remains underserved on many fronts. These sectors could be long term beneficiaries from 
access to capital to fulfil these needs.

Financial inclusion is one theme which has captured some attention. Credit penetration remains low and new 
entrants to the financial sector, typically deploying technology to provide more affordable and efficient services, 
are shaking things up. These companies are reducing barriers to entry, improving access for individuals and 
SMEs alike, and expanding the market in areas such as banking. Insurance remains underpenetrated and there 
is plenty of scope for the sector to grow. 

Healthcare is another sector with strong growth prospects. This is due to poor public healthcare provisions and 
a shortage of accessible quality healthcare services. As we noted on the demographics, populations within the 
region are beginning to age, increasing demand for healthcare treatment and medicines. 

E-commerce was a theme which gained significant momentum during the pandemic. Latin American 
e-commerce players too saw demand change gear. Even so, the penetration rate of online sales is still 
comparatively low in Latin America compared to other regions. There are of course various hurdles to this 
changing, particularly logistical and regulatory challenges. Provided that these can be overcome, there is clear 
potential for this theme to reward investors. The informal economy remains very large so formalisation of retail 
is also an ongoing trend.

Education, as in most areas of the emerging world, is relatively poor across much of the region.  
This is most pronounced at the K-12 level (kindergarten through to secondary school age), though tertiary 
education has issues as well. Meanwhile private education is expensive and typically niche. Private companies,  
which can offer a better level of education or education services, have potential to contribute to future growth 
and improvement of the sector. 

Infrastructure is in need of significant investment in many parts of Latin America. This encapsulates areas 
from toll roads, through to energy generation/distribution/transmission, communications and sanitation. Clean 
energy infrastructure has huge potential, whether it is the construction of transmission lines from solar energy 
farms, or the support needed for electric vehicles, such as charging. These are all large areas of investment 
opportunity and where the private sector is likely to play a larger role in the future. 

A DIVERSIFIER

19Re-appraising the case for Latin American equities



6. Politics: a potential fly in the ointment
It is useful to review the economic and business environment across the region. The 
Heritage Foundation, a US conservative think tank, has been publishing its global 
index of Economic Freedom since 1995. It surveys 12 quantitative and qualitative 
factors, which it categorises as four pillars of economic freedom: 

POLITICS: A POTENTIAL FLY IN THE OINTMENT

Figure 17: Index of Economic Freedom scores for Latin American economies 

Source: The Heritage Foundation, Schroders Strategic Research Unit, September 2022
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In its latest survey, the highest ranking Latin American 
country is Chile at 20th of 177. The only other EM in the 
top 20 are Taiwan (6th) and South Korea (19th). Figure 
17 shows the evolution of each country’s score since 
1995. We have selected the countries included in the 
MSCI EM Latin America Index and Argentina. 

Chile ranks as mostly free while Peru, Colombia, and 
Mexico are ranked as moderately free. Brazil and, to 
a greater extent, Argentina rank as mostly unfree. In 
fact, the starkest moves since 1995 are in Argentina 
and Brazil, where there has been deterioration. 

Despite these issues, there have been positive policy 
changes in recent years. Brazil has been at the 
forefront of reforms under President Bolsonaro and 
Finance Minister Paulo Guedes. Pensions reform was 
approved in 2019, and a new bankruptcy law was 
passed in 2020 for example. These form part of a 
range of legislative measures to try to improve the 
business environment. 

The impact of the pandemic has negatively impacted 
most country scores in the recent data sets. This 
masks what appeared to be the beginnings of an 
improvement in Brazil. While scores in areas of rule 
of law, such as property rights and government 
integrity, have deteriorated, there has been notable 
improvement in areas of regulatory efficiency, 
including business freedom, labour freedom and 
monetary freedom. It is clear that there is room for 
further improvement through ongoing reforms. At the 
same time, the government has successfully pursued 
a privatisation programme, reducing the role of the 
state in the economy. It has also sought to attract 
investment, notably into new economy areas. 
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Political turbulence may always be just around the corner

Even so, political and policy uncertainty has 
overshadowed the outlook for Latin American markets 
more than in many other regions over the past 
decade. This is illustrated by the fact that incumbents 
or their favoured candidate have lost the last 15 
consecutive elections in the region. Chile, Colombia, 
Peru, have all elected a new president in the last 18 
months. Leaders in all three countries have come to 
power with left-leaning policy agendas, with some 
more radical than others. A divided congress acts as 
a brake on extreme policy change in all three cases, 
but even so, policy uncertainty has been elevated. In 
Mexico, policy under anti-establishment leader Andrés 
Manuel López Obrador (AMLO) has given investors 
cause for concern at various times. While fiscal policy 
has been relatively orthodox, other reform proposals 
have been quite radical. Congress has acted as a block 
to many of these bills, but the possibility of future 
proposals continues to overshadow the policy outlook. 
Chile is weighing up whether to re-write or amend its 
constitution, having rejected an initial draft which took 
ten months to conclude. 

As we write, Brazil has also elected a left-leaning 
president following a polarised run-off campaign with 
incumbent Jair Bolsonaro. President-elect Luiz Inácio 
Lula da Silva, who previously led Brazil from 2003-10, is 
set to take power in 1 January 2023. The risk for Brazil 
is that the change in president could repeal some of 
the reforms of recent years, or at least put a halt to 
further privatisations as well as tax and administrative 
reform. The narrow margin of Lula’s victory, and 
the fact that his Worker’s Party and its allies do not 

have control in either the lower chamber or the 
senate, may constrain more radical policy proposals.  
Fiscal deterioration is a risk for Brazil, and is an 
important consideration to monitor for many regional 
economies, Colombia in particular, but also in Chile 
and Peru. Debt ratios have been rising and in Brazil, 
gross debt-to-GDP, using IMF figures has increased 
to almost 90% from around 60% ten years ago. This 
is the highest in the region among countries included 
in the MSCI EM Latin America Index. The equivalent 
figure for Colombia is just over 60%, while Mexico is 
at close to 57%. In Mexico though, fiscal management 
has been more disciplined in recent years, with the 
government delivering small primary surpluses. Gross 
debt-to-GDP in Peru is comparatively lower at 35%. 
Argentina, which is not in the MSCI EM Latin America 
Index, remains the most indebted economy in the 
region. The country recorded its ninth sovereign debt 
default in 2020 and the fiscal outlook remains highly 
uncertain.  

It would be unwise to expect political and policy 
concerns to broadly lift in Latin America. The reality 
is that, in common with many other countries 
around the world at this point, the political and policy 
environment in some regional markets could remain 
volatile. Some countries may see improvement, while 
others could experience deterioration. Looking at 
historical returns though, these show that equity 
markets can outperform, even when policy is not 
necessarily market friendly. This may be particularly 
the case when the fundamental valuation case  
is strong.

POLITICS: A POTENTIAL FLY IN THE OINTMENT
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Marketing material for 
professional investors  

and advisors only

Latin American equities are historically cheap and, with a track record as a good 
diversifier of Chinese equities, can improve the efficiency of investors’ portfolios.

Commodities will continue to be a key driver of equity markets within the region, but 
with a more favourable outlook. In a dynamic and increasingly less certain world, 
Latin America may well benefit from many global trends, be it due to longer term 
ones such as energy transition, or simply as a reliable trade partner. Re-design of 
global supply chains is a theme with potential to boost GDP growth and aid market 
returns. And then there are more domestic growth themes such as healthcare, 
e-commerce and infrastructure. 

One need not be a contrarian to see how the region could play an important role in 
portfolios. But, with the region having shrunk in capital markets significance over 
the past decade, most investors will not stand to benefit. It is only with a dedicated 
allocation to Latin American equities that the benefits can be realised.

Conclusion
WHAT DOES THIS ALL MEAN FOR INVESTORS?
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