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OVERVIEW

• Markets: Five things to know for 2021

• Economy: Upside surprises in 2021

• Latin America Sovereigns: Choose wisely

• Latin America Corporates: Split the difference
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MARKETS: FIVE THINGS TO KNOW FOR 2021

• The yield curve should steepen faster than forward rates imply

• Lower-rated credits should outperform higher-rated credits

• Private debt should deliver strong returns

• Debt from best-in-class niche platforms should do well

• Returns to informationally intensive assets should run above average

Steven Abrahams
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ECONOMY: UPSIDE SURPRISES IN 2021

• Consensus 2021 economic forecasts: 3% real GDP growth, unemployment 

rate falls to around 6% by end of year, and inflation settles at 1¾%.

• Three possible surprises for next year:

• 1. A Near-Complete COVID Recovery

• 2. Labor Market Approaches Full Employment by End-2021

• 3. Inflation Could Be Up or Down in 2021

Stephen Stanley
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APPETITE FOR YIELD BUT REQUIRES CAREFUL SELECTION OF SINGLE B CREDITS

• The abundant global liquidity prioritizes high yield returns. EM and 

specifically LatAm offer high yield but also require careful credit risk 

selection.

• The solvency and potentially rollover/liquidity problems explain why there 

hasn’t been normalization of B credit yields to pre-Covid levels.

• The excess global liquidity and negative yields does not infer liquidity 

access for all credits.  

• The IMF role is important, but execution risk is high for difficulty of pro-

cyclical fiscal austerity amid slow economic recovery and sometimes 

election or ideological constraints. 

• Argentina is my least favorite credit. Ecuador valuations appear fair on 

assessment of political and policy risks ahead of elections.

• The normalized Costa Rica yields do not compensate for high rollover risk 

and unresolved solvency risks for a country in a debt trap that can’t agree 

on an IMF program. 

• There is better risk/reward for high El Salvador yields, manageable rollover 

risk near term and the positive shock of an IMF program post elections. 

• Uruguay global local linkers have been our secular favorite trade.   

Siobhan Morden
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EM LAGGING OTHER RISKY ASSETS WITH SINGLE B CREDITS FAILING TO NORMALIZE

Source: Bloomberg, Amherst Pierpont Securities

EMBIG now in YTD positive territory EMBIG spreads still above pre-Covid levels

The distressed curves for B/BB credits The failure of single B credits to normalize
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THE DETERIORATION IN SOLVENCY RATIOS POST COVID SHOCK

Source: Bloomberg, IMF, official sources, Amherst Pierpont Securities

Worsening debt ratios The hit to cashflow

The slow path to return to trend growth The net decline in Moody’s credit ratings

+/- one notch upgrade/downgrade for Latin America
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THE EXECUTION RISKS FOR IMF PROGRAMS

Source: www.latercera.com, official sources, Amherst Pierpont Securities

The governability of leaders The pace of economic recovery
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THE MAIN CHALLENGES FOR SINGLE B CREDITS IN LATIN AMERICA

Source: Bloomberg, BCRA, BCR, Hacienda.go.cr,Amherst Pierpont Securities

Argentina needs to rebuild liquidity El Salvador taxes show full recovery

Ecuador – election risk and policy risk Costa Rica faces high rollover risks next year

0

10

20

30

40

50

60

70

2020 2021 2022 2023 2024 2025

DSA assumptions for Gross FX reserves (USD bil)

Estimates Actual

0.0%

2.0%

4.0%

6.0%

8.0%

10.0%

12.0%

14.0%

2
0

0
6

2
0

0
7

2
0

0
8

2
0

0
9

2
0

1
0

2
0

1
1

2
0

1
2

2
0

1
3

2
0

1
4

2
0

1
5

2
0

1
6

2
0

1
7

2
0

1
8

2
0

1
9

2
0

2
0

2
0

2
1

The ability/willingness of locals to fund into 
insolvency

Domestic Debt Amortizations % GDP Domestic Debt Issuance % GDP

0

100

200

300

400

500

600

700

800

900

JAN FEB MAR APR MAY JUN JUL AUG SEP OCT NOV DEC
2019 taxes 2020 taxes

Siobhan Morden

0%

10%

20%

30%

40%

50%

60%

70%

80%

90%

8% vs 14% 8% vs 15.4% 9% vs 14% 9% vs 15.4%

Election probabilities Lasso vs Arauz backed out on 
different binary yield outcomes ECUA'40

Arauz Lasso



apsec.com
©2020 Amherst Pierpont Securities LLC, a member of FINRA and SIPC 

10
P R O P R I E T A R Y  A N D  C O N F I D E N T I A L

LATAM CORPS STILL OFFER YIELD BUT CREDIT DIFFERENTIATION IS PARAMOUNT TO FIND IT

• EM corporates are still a compelling asset class, offering both yield and spread 

compared to DM. However, yield and returns are concentrated in certain regions and 

pockets

• Ample global liquidity and still under-allocation to EM corps could be a driver for excess 

returns in years ahead

• The case for EM Corporate debt is there: the JPMorgan CEMBI broad diversified index 

with a spread to UST of 300 bps and YTW 3.7% versus Barclays US Corporate 

Aggregate Index OAS of 100 bps and YTW 1.85%

• Our preference is for Latam corps. Within Latam HY over IG, given potential US rates 

moves affecting steeper Latam IG curves within EM, underlying sovereigns still exposed 

to weaknesses, and outperformance of IG Vs. HY in 2020. 

• Existing pockets of yield and/or value in Latam include: 

• Brazilian companies in a deleveraging path with exposure to commodities and 

China’s growth (Braskem, Cosan, Suzano, CSN)

• Perpetuals like AES Gener with callability potential

• Mexican non-bank lenders & subordinated bank debt (Banorte) 

• Less liquid but solid names in Central America (AES El Salv & Dom)

• Very selective Argentine Corps (Aeroar)

• Themes: Colombia downgrade, Mexico’s gov’t linked bonds

Jose Kliksberg
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