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Key Takeaways

- The number of corporate defaults in Latin America increased to six (including three
confidential defaults) in 2018 from three in 2017 amid growing domestic and external
challenges. As a result, the region's trailing-12-month speculative-grade default rate
increased to 1.52% from 0.90%.

- Of the six Latin American defaults, three were from Brazil and one each was from
Venezuela, Argentina, and Mexico.

- In 2018, emerging market defaults accounted for about 21% of global defaults by count
and about 4.2% by affected debt, the majority of which were from the Latin America
region. Latin America contributed 7% of the global defaults by issuer count and 3.6% by
affected debt.

- The one-year weighted average Gini coefficient for rated Latin American corporate
issuers was 75.69% (1997-2018), up from last year's 74.96%.

In 2018, Latin America experienced a combination of domestic and external challenges that led to
an uptick in defaults among companies rated by S&P Global Ratings. Credit conditions became
less accommodative for the region as trade tensions, continued interest rate hikes in the U.S., and
commodity price trends weighed on investors' decisions and as political challenges, a perennial
risk, seemed to ramp up.

While some of these challenges have subsided this year, conditions are likely to remain volatile
over the next few years. Financing conditions have grown more accommodative through looser
central bank policies and guidance, but this has been counterbalanced by the expectation of
weaker economic growth (which has guided central bank policy in the first place), increasing
investors' selectivity and growing aversion to risk assets. The effect on financing costs has posed a
key risk for credit deterioration so far in 2019 in the region.

Corporate defaults in Latin America doubled to six in 2018 from three in 2017, making up 7% of
the 82 defaults globally. Three of the six defaults in the region were from Brazil. The sovereign was
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downgraded in early 2018 due to slower-than-expected progress in putting in place meaningful
legislation to correct structural fiscal slippage and rising debt levels (see "Brazil Long-Term
Ratings Lowered To 'BB-' On Less Timely And Effective Policymaking; Outlook Is Stable," Jan. 11,
2018).

All six Latin American defaults in 2018 were due to missed interest or principal payments. By debt
amount, the default of the Brazil-based engineering and construction company Odebrecht
Engenharia e Construcao S.A. on Nov. 26, 2018, was the largest corporate default in Latin America,
at about $4.1 billion of rated debt outstanding at the time of default. S&P Global Ratings
downgraded the issuer to 'D' following the company's announcement that Odebrecht Finance Ltd.
would not make the $11.5 million interest payment related to its 2025 notes (see "Odebrecht
Engenharia e Construcao S.A. Downgraded To 'D' From 'CC' On Missed Interest Payments," Nov.
26, 2018).

So far in 2019, four companies have defaulted in Latin America. As of Sept. 30, 2019, the
12-month trailing speculative-grade default rate for the Latin America region remains relatively
low, at 1.23%, compared to 1.93% at this point last year and 2.29% globally. However, the region's
tally of weakest links (defined as issuers rated 'B-' or lower with negative outlooks or ratings on
CreditWatch with negative implications) has increased year over year to 28 (11% of the global
total) from 10 (only 5%) (see "Weakest Links Reach A 10-Year High," Oct. 17, 2019). Default rates
among weakest links have been eight times higher than default rates in the broader
speculative-grade segment (rated 'BB+' or lower) over the past decade, so the higher number of
weakest links signals a broad expectation for increasing defaults in the region moving into 2020.

As in our global default study, this study of rated Latin American issuers showed that S&P Global
Ratings' credit ratings are effective indicators of relative credit risk. S&P Global Ratings Research
has found a clear negative correspondence between ratings and defaults: The higher the issuer
rating, the lower the observed default frequency.

We use Gini coefficients to measure the correspondence between ratings and defaults. Gini ratios
measure the rank-ordering power of ratings over a given time horizon and compare actual
rank-ordering performance with theoretically perfect rank ordering. If corporate ratings were
perfectly rank ordered so that all defaults occurred only among the lowest-rated issuers, the Gini
coefficient would be 100%. For more details on the Gini methodology, see Appendix II.
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Chart 1

Main Observations In 2018

Latin America's annual speculative-grade default rate increased to 1.52% as of Dec. 31, 2018,
from 0.90% as of Dec. 31, 2017, while the global speculative-grade default rate decreased to
2.09% from 2.46%.

Globally, the Latin American region experienced the largest regional increase in the number of
downgrades in 2018 (by proportion). Indeed, the downgrade ratio (defined as the total number of
downgrades divided by upgrades) was the highest since 2009, at 2.9% (see table 4). Corporate
downgrades in Brazil and Argentina more than doubled.

The negative bias (the proportion of issuers with negative outlooks or ratings on CreditWatch
with negative implications, and a forward-looking indicator of potential credit deterioration) in
Latin America dropped considerably, to 18% from 30%, in this same period. While credit
deterioration was elevated, the decrease in negative bias indicated that the downgrade trend
would likely ease.

The average time to default (the average number of years elapsed between initial rating and
default) for Latin America's six rated defaults was 7.68 years, which is higher than the global
average of 5.84 years for all 2018 defaulters. In contrast, the 1997-2018 long-term average time to
default for all Latin American defaulters was 4.20 years, while the average for all global defaulters
from 1981-2018 was 5.80 years. The shorter time to default may be attributable to the smaller
number of data points in Latin America, as well as the region's higher number of
speculative-grade issuers as compared with the global pool.
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S&P Global Ratings assigned ratings to 48 new Latin American issuers in 2018, down from 54
new issuers in 2017. These new ratings may include issuers that emerged from distressed
exchanges and other defaults. Of the 48 newly rated issuers, 40 (83%) were rated speculative
grade.

Issuer credit ratings in the region are largely speculative grade. Of all 504 actively rated Latin
American issuers with global scale ratings at the end of 2018, S&P Global Ratings rated 66%
speculative grade, compared with about 50% for all global issuers and 52% for all emerging
market issuers. The largest percentage of Latin American rated issuers are in the 'BB' rating
category (see chart 3).

The one-year weighted average Gini coefficient for rated Latin American corporate issuers was
75.69% (1997-2018), compared with 74.96% in 2017. This metric is based on ratings one year
prior to default rather than ratings immediately preceding default. The weighted averages in this
report use the issuer counts at the beginning of the year as the weights.

The aerospace/auto/capital goods/metals, consumer/service, and transportation sectors had
the highest default rates in Latin America in 2018, at 6.90%, 3.33%, and 2.78%, respectively. Of
the six Latin American defaults, one was from the utility sector.

Chart 2
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Latin America Faced Numerous Challenges To Creditworthiness In 2018

Political challenges remained despite end to heavy election cycle

Several important political developments emerged in Latin America in 2018, particularly for the
region's largest economies. The election of right-wing Jair Bolsonaro as Brazil's president was
initially received well by financial markets, but given the polarized state of the Brazilian Congress,
passing reforms to tackle the country's high debt burden and fiscal challenges still seemed
challenging.

In Mexico, a series of controversial announcements made by newly elected President Andrés
Manuel López Obrador--including the cancellation of the new airport outside Mexico City and a
shift in energy policy--increased uncertainty over policy direction. Meanwhile, for Argentina,
changes in the monetary and fiscal framework as part of an assistance package, which were
aimed at stabilizing investor confidence in the economy, kept the economy in recession in 2018
(see "Latin American Economies Will Face Another Challenging Year In 2019," Nov. 30, 2018).

Financing conditions have somewhat eased so far in 2019, driven by the Federal Reserve's and
European Central Bank's interest rate cuts amid weakening global growth. However, the appetite
for lower-rated issuers remains limited (see "Policy Uncertainty Undermines Growth Prospects,"
Oct. 1, 2019, and "Emerging Markets Risk Monitor: Growth Weakens, Uncertainty Intensifies," Oct.
24, 2019).

A strengthening U.S. dollar and rising debt

A stronger U.S. dollar in 2018 resulted in sharp deterioration in investor sentiment toward
emerging markets (though this has eased somewhat in 2019), especially those with large external
financing needs, such as Argentina. One factor behind the appreciation of the dollar, among
others, was a repricing of U.S. monetary policy toward a faster interest rate hike cycle at that time,
evident in the relatively aggressive increase of the short end of the U.S. Treasury yield curve in
early 2018.

In the case of Argentina and Colombia, government external debt has also increased substantially
in recent years, which is why pressure for fiscal tightening measures remained acute in those
countries as the U.S. dollar strengthened and the Fed stepped up its interest rate hikes (see "How
Latin America Is Grappling With U.S. Monetary Policy Tightening And A Stronger Dollar Today
Versus During The Taper Tantrum," Sept. 21, 2018).

Two sovereign downgrades

Brazil became the first sovereign of the year to be downgraded, on Jan. 11, 2018. The sovereign
long-term foreign currency rating was lowered to 'BB-' from 'BB' (see "Brazil Long-Term Ratings
Lowered To 'BB-' On Less Timely And Effective Policymaking; Outlook Is Stable," Jan. 11, 2018).
Following the downgrade of the sovereign, 61 corporate Brazilian issuers were
downgraded--nearly 75% of the total global downgrades in January.

On Nov. 12, 2018, S&P Global Ratings lowered its long-term foreign and local currency ratings on
Argentina to 'B' from 'B+'. The downgrade reflected an erosion of Argentina's economic growth
trajectory, inflation dynamics, and debt profile following setbacks in implementing its challenging
economic adjustment program (see "Argentina Long-Term Ratings Lowered To 'B'; Outlook Is
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Stable," Nov. 12, 2018). Since then, on Aug. 29, 2019, S&P Global Ratings lowered its sovereign
credit ratings on Argentina to 'SD' (selective default). The sovereign was then upgraded to 'CCC' on
Aug. 30, 2019. This current rating reflects pronounced credit vulnerabilities and heightened risk of
nonpayment (see "Argentina Sovereign Ratings Raised To 'CCC-/C' From 'SD' Following Cured
Default On Short-Term Notes; Outlook Negative," Aug. 30, 2019).

Table 1

Itemized 2018 Latin America Corporate Defaults

Company
Reason for
default Country Industry

Debt
amount
(mil. $)

Default
date

Next-to-last
rating

Date of
next-to-last
rating

Rating
one
year
prior to
default

Rating
three
years
prior to
default

First
rating

Date of
first
rating

Corporacion
Electrica
Nacional S.A.
(Bolivarian
Republic of
Venezuela)

Missed
principal/interest

Venezuela Utility 650 4/24/2018 CC 1/29/2018 - - CC 1/29/2018

Grupo Senda
Autotransporte
S.A. de C.V.

Missed principal Mexico Transportation 0 5/25/2018 B- 4/18/2018 B B B+ 9/18/2006

Odebrecht
Engenharia e
Construcao
S.A.

Missed interest Brazil Aerospace/auto/capital
goods/metals

4,050 11/26/2018 CC 10/26/2018 CCC+ BBB- BB- 3/26/2002

Total 4,700

Note: Excludes confidential defaulters and their outstanding debt. Sources: S&P Global Ratings Research and S&P Global Market Intelligence's CreditPro®.

Table 2

Latin America Corporate Default Summary

Year
Total

defaults*
Investment-grade

defaults
Speculative-grade

defaults
Default
rate (%)

Investment-grade
default rate (%)

Speculative-grade
default rate (%)

1997 0 0 0 0.00 0.00 0.00

1998 1 0 0 0.00 0.00 0.00

1999 9 0 9 5.03 0.00 8.26

2000 2 0 2 1.05 0.00 1.63

2001 21 0 12 5.50 0.00 8.57

2002 56 0 52 22.22 0.00 31.33

2003 13 0 12 5.85 0.00 8.51

2004 2 0 2 0.90 0.00 1.38

2005 1 0 1 0.41 0.00 0.63

2006 1 0 1 0.36 0.00 0.52

2007 0 0 0 0.00 0.00 0.00

2008 3 1 2 0.84 0.93 0.79

2009 14 0 13 3.44 0.00 5.04
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Table 2

Latin America Corporate Default Summary (cont.)

Year
Total

defaults*
Investment-grade

defaults
Speculative-grade

defaults
Default
rate (%)

Investment-grade
default rate (%)

Speculative-grade
default rate (%)

2010 5 0 4 1.06 0.00 1.53

2011 0 0 0 0.00 0.00 0.00

2012 11 0 9 2.12 0.00 3.32

2013 8 0 6 1.29 0.00 2.05

2014 5 0 4 0.79 0.00 1.27

2015 9 0 8 1.51 0.00 2.53

2016 15 1 14 2.93 0.56 4.22

2017 3 0 3 0.60 0.00 0.90

2018 6 0 5 0.99 0.00 1.52

Average 8 0 7 2.59 0.07 3.82

Median 5 0 4 1.02 0.00 1.52

Standard
deviation

12 0 11 4.74 0.23 6.73

Minimum 0 0 0 0.00 0.00 0.00

Maximum 56 1 52 22.22 0.93 31.33

Notes: "Investment-grade defaults" refers to defaulting entities within the year that were rated investment grade at the beginning of the
period. "Speculative-grade defaults" refers to defaulting entities within the year that were rated speculative grade at the beginning of the
period. *This column includes companies that were no longer rated at the time of default. Sources: S&P Global Ratings Research and S&P
Global Market Intelligence's CreditPro®.

Table 3

Global Corporate Default Summary

Year
Total

defaults*
Investment-grade

defaults
Speculative-grade

defaults

Default
rate
(%)

Investment-grade
default rate (%)

Speculative-grade
default rate (%)

Total debt
defaulting

(bil. $)

1981 2 0 2 0.14 0.00 0.62 0.1

1982 18 2 15 1.19 0.18 4.41 0.9

1983 12 1 10 0.76 0.09 2.94 0.4

1984 14 2 12 0.91 0.17 3.27 0.4

1985 19 0 18 1.11 0.00 4.33 0.3

1986 34 2 30 1.72 0.15 5.70 0.5

1987 19 0 19 0.94 0.00 2.81 1.6

1988 32 0 29 1.38 0.00 3.86 3.3

1989 44 3 35 1.78 0.22 4.68 7.3

1990 70 2 56 2.73 0.14 8.12 21.2

1991 93 2 65 3.25 0.14 11.05 23.7

1992 39 0 32 1.49 0.00 6.10 5.4

1993 26 0 14 0.60 0.00 2.50 2.4
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Table 3

Global Corporate Default Summary (cont.)

Year
Total

defaults*
Investment-grade

defaults
Speculative-grade

defaults

Default
rate
(%)

Investment-grade
default rate (%)

Speculative-grade
default rate (%)

Total debt
defaulting

(bil. $)

1994 21 1 15 0.63 0.05 2.11 2.3

1995 35 1 29 1.05 0.05 3.53 9.0

1996 20 0 16 0.51 0.00 1.81 2.7

1997 23 2 20 0.63 0.08 2.01 4.9

1998 56 4 48 1.28 0.14 3.67 11.3

1999 109 5 92 2.14 0.17 5.56 39.4

2000 136 7 109 2.48 0.24 6.23 43.3

2001 229 7 173 3.79 0.23 9.87 118.8

2002 226 13 159 3.60 0.42 9.49 190.9

2003 119 3 89 1.93 0.10 5.07 62.9

2004 56 1 38 0.78 0.03 2.02 20.7

2005 40 1 31 0.60 0.03 1.51 42.0

2006 30 0 26 0.48 0.00 1.19 7.13

2007 24 0 21 0.37 0.00 0.91 8.15

2008 127 14 89 1.80 0.42 3.70 429.63

2009 268 11 224 4.19 0.33 9.94 627.70

2010 83 0 64 1.21 0.00 3.02 97.48

2011 53 1 44 0.80 0.03 1.84 84.30

2012 83 0 66 1.14 0.00 2.59 86.70

2013 81 0 64 1.06 0.00 2.31 97.29

2014 60 0 45 0.69 0.00 1.44 91.55

2015 113 0 94 1.36 0.00 2.77 110.31

2016 163 1 143 2.08 0.03 4.23 239.79

2017 95 0 83 1.20 0.00 2.46 104.57

2018 82 0 72 1.03 0.00 2.09 131.65

Average 72 2 58 1.44 0.09 3.99 71.88

Median 55 1 41 1.17 0.03 3.15 20.91

Standard
deviation

64 4 50 0.98 0.12 2.68 125.61

Minimum 2 0 2 0.14 0.00 0.62 0.06

Maximum 268 14 224 4.19 0.42 11.05 627.70

Notes: "Investment-grade defaults" refers to defaulting entities within the year that were rated investment grade at the beginning of the period.
"Speculative-grade defaults" refers to defaulting entities within the year that were rated speculative grade at the beginning of the period. *This
column includes companies that were no longer rated at the time of default. Sources: S&P Global Ratings Research and S&P Global Market
Intelligence's CreditPro®.
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Table 4

Summary Of Latin America Net Annual Rating Activity*

Year Issuers
Upgrades

(%)
Downgrades

(%)§
Defaults

(%)
Withdrawn
ratings (%)

Changed
ratings

(%)
Unchanged
ratings (%)

Downgrade/upgrade
ratio

1997 68 7.35 5.88 0.00 7.35 20.59 79.41 0.80

1998 127 3.15 11.02 0.00 1.57 15.75 84.25 3.50

1999 179 0.56 21.79 5.03 4.47 31.84 68.16 39.00

2000 191 10.47 12.04 1.05 4.71 28.27 71.73 1.15

2001 218 4.13 27.52 5.50 11.93 49.08 50.92 6.67

2002 234 2.99 18.38 22.22 7.69 51.28 48.72 6.14

2003 205 7.80 6.83 5.85 12.68 33.17 66.83 0.88

2004 222 13.06 1.35 0.90 9.46 24.77 75.23 0.10

2005 245 12.24 1.63 0.41 10.61 24.90 75.10 0.13

2006 281 21.00 3.20 0.36 10.32 34.88 65.12 0.15

2007 323 26.32 3.10 0.00 11.76 41.18 58.82 0.12

2008 359 15.04 8.91 0.84 7.52 32.31 67.69 0.59

2009 378 5.82 21.16 3.44 8.99 39.42 60.58 3.64

2010 379 17.94 5.80 1.06 11.08 35.88 64.12 0.32

2011 387 21.71 5.94 0.00 8.53 36.18 63.82 0.27

2012 424 12.97 11.56 2.12 7.08 33.73 66.27 0.89

2013 466 18.88 11.16 1.29 9.23 40.56 59.44 0.59

2014 509 6.09 17.09 0.79 8.84 32.81 67.19 2.81

2015 531 7.34 19.59 1.51 9.98 38.42 61.58 2.67

2016 512 9.38 23.05 2.93 8.79 44.14 55.86 2.46

2017 501 10.18 11.98 0.60 10.58 33.33 66.67 1.18

2018 504 7.14 20.44 0.99 8.93 37.50 62.50 2.86

Weighted
average

11.61 13.16 2.22 9.08 36.08 63.92 2.69

Average 10.98 12.25 2.59 8.73 34.54 65.46 3.50

Median 9.78 11.36 1.02 8.96 34.30 65.70 1.02

Standard
deviation

6.81 7.76 4.74 2.63 8.48 8.48 8.15

Minimum 0.56 1.35 0.00 1.57 15.75 48.72 0.10

Maximum 26.32 27.52 22.22 12.68 51.28 84.25 39.00

*This table compares the net change in ratings from the first to the last day of each year. All intermediate ratings are disregarded. §Excludes
downgrades to 'D', shown separately in the defaults column. Sources: S&P Global Ratings Research and S&P Global Market Intelligence's
CreditPro®.
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Table 5

Rating Classification Of New Corporate Issuers In Latin America*

--First rating--

Year AAA AA A BBB BB B CCC/C Total
Investment grade

(%)
Speculative grade

(%)

1997 0 1 0 21 31 11 0 64 34.4 65.6

1998 0 1 2 10 23 18 0 54 24.1 75.9

1999 0 0 0 5 15 8 0 28 17.9 82.1

2000 0 0 1 7 19 10 0 37 21.6 78.4

2001 0 1 1 10 24 24 2 62 19.4 80.6

2002 0 0 0 7 21 11 4 43 16.3 83.7

2003 0 0 2 11 19 17 7 56 23.2 76.8

2004 0 0 0 9 19 11 6 45 20.0 80.0

2005 0 0 0 6 20 30 4 60 10.0 90.0

2006 0 1 0 8 28 31 5 73 12.3 87.7

2007 1 0 0 9 29 32 2 73 13.7 86.3

2008 0 0 2 11 22 16 2 53 24.5 75.5

2009 0 0 1 4 23 16 5 49 10.2 89.8

2010 0 1 1 10 17 21 4 54 22.2 77.8

2011 0 0 4 17 19 25 3 68 30.9 69.1

2012 0 0 2 17 36 25 3 83 22.9 77.1

2013 0 0 4 17 35 31 4 91 23.1 76.9

2014 0 2 0 31 23 11 2 69 47.8 52.2

2015 0 0 3 16 14 7 5 45 42.2 57.8

2016 0 0 1 9 17 13 5 45 22.2 77.8

2017 0 0 2 9 18 24 1 54 20.4 79.6

2018 0 0 3 5 20 16 4 48 16.7 83.3

Total 1 7 29 249 492 408 68 1,254 22.8 77.2

*Includes issuers that are assigned new ratings after default as well as those companies that receive ratings for the first time. Sources: S&P
Global Ratings Research and S&P Global Market Intelligence's CreditPro®.
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Chart 3

Table 6

Annual Latin America Corporate Default Rates By Industry

(%)

Year
Aerospace/auto/capital

goods/metals
Consumer

services

Energy
and

natural
resources

Financial
institutions

Forest and building
products/homebuilders

Health
care/chemicals

High
tech/computers/office

equipment

1997 0.00 0.00 0.00 0.00 0.00 0.00 0.00

1998 0.00 0.00 0.00 0.00 0.00 0.00 N/A

1999 23.53 6.67 0.00 0.00 0.00 0.00 0.00

2000 0.00 0.00 10.00 0.00 0.00 0.00 0.00

2001 23.53 2.78 0.00 14.29 0.00 0.00 100.00

2002 13.33 7.69 33.33 6.52 11.76 25.00 N/A

2003 0.00 0.00 0.00 0.00 6.25 0.00 N/A

2004 0.00 0.00 0.00 1.41 6.25 0.00 N/A

2005 0.00 0.00 6.67 0.00 0.00 0.00 N/A

2006 0.00 2.63 0.00 0.00 0.00 0.00 N/A

2007 0.00 0.00 0.00 0.00 0.00 0.00 N/A

2008 0.00 2.17 0.00 0.00 4.00 0.00 N/A

2009 8.00 8.57 0.00 2.21 7.69 10.00 0.00

2010 0.00 0.00 9.09 0.70 0.00 0.00 N/A
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Table 6

Annual Latin America Corporate Default Rates By Industry (cont.)

2011 0.00 0.00 0.00 0.00 0.00 0.00 N/A

2012 4.76 0.00 4.17 1.25 3.85 0.00 N/A

2013 0.00 0.00 4.17 0.58 6.90 0.00 0.00

2014 3.33 1.49 0.00 0.56 0.00 0.00 0.00

2015 9.38 4.55 3.23 0.00 3.45 0.00 0.00

2016 14.29 4.92 10.71 0.00 0.00 0.00 0.00

2017 0.00 0.00 3.85 0.00 0.00 0.00 0.00

2018 6.90 3.33 0.00 0.00 0.00 0.00 0.00

Weighted
average

5.01 2.18 3.85 0.76 2.33 1.25 5.26

Average 4.87 2.04 3.87 1.25 2.28 1.59 9.09

Median 0.00 0.00 0.00 0.00 0.00 0.00 0.00

Standard
deviation

7.56 2.79 7.51 3.25 3.46 5.65 30.15

Minimum 0.00 0.00 0.00 0.00 0.00 0.00 0.00

Maximum 23.53 8.57 33.33 14.29 11.76 25.00 100.00

Insurance
Leisure

time/media
Real

estate Telecom Transportation Utility

1997 N/A 0.00 N/A 0.00 0.00 0.00

1998 N/A 0.00 N/A 0.00 0.00 0.00

1999 0.00 15.00 0.00 0.00 0.00 0.00

2000 0.00 0.00 0.00 5.00 0.00 0.00

2001 0.00 0.00 0.00 0.00 0.00 0.00

2002 0.00 52.94 100.00 27.27 0.00 42.22

2003 0.00 11.11 0.00 31.58 12.50 11.54

2004 0.00 0.00 0.00 0.00 0.00 0.00

2005 0.00 0.00 0.00 0.00 0.00 0.00

2006 0.00 0.00 0.00 0.00 0.00 0.00

2007 0.00 0.00 0.00 0.00 0.00 0.00

2008 0.00 0.00 0.00 5.88 0.00 0.00

2009 0.00 10.00 0.00 0.00 0.00 1.85

2010 0.00 0.00 0.00 0.00 0.00 1.72

2011 0.00 0.00 0.00 0.00 0.00 0.00

2012 0.00 0.00 0.00 0.00 0.00 6.45

2013 0.00 0.00 0.00 14.29 0.00 0.00

2014 0.00 7.14 0.00 0.00 0.00 0.00

2015 0.00 0.00 0.00 0.00 0.00 0.00

2016 3.23 0.00 7.14 6.67 5.88 0.00

2017 0.00 0.00 0.00 7.69 0.00 1.64
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Table 6

Annual Latin America Corporate Default Rates By Industry (cont.)

2018 0.00 0.00 0.00 0.00 2.78 0.00

Weighted
average

0.43 5.84 1.20 5.23 1.08 2.95

Average 0.16 4.37 5.36 4.47 0.96 2.97

Median 0.00 0.00 0.00 0.00 0.00 0.00

Standard
deviation

0.72 11.71 22.33 8.91 2.91 9.19

Minimum 0.00 0.00 0.00 0.00 0.00 0.00

Maximum 3.23 52.94 100.00 31.58 12.50 42.22

Note: Includes investment-grade- and speculative-grade-rated entities. Sources: S&P Global Ratings Research and S&P Global Market Intelligence's CreditPro®.

Table 7

Cumulative Latin America Corporate Default Rates By Sector

(%) --All financials-- --All nonfinancials--

Year One-year Three-year 10-year One-year Three-year 10-year

1997 0.00 N/A N/A 0.00 N/A N/A

1998 0.00 N/A N/A 0.00 N/A N/A

1999 0.00 0.00 N/A 6.04 7.84 N/A

2000 0.00 0.00 N/A 1.32 5.94 N/A

2001 13.95 16.67 N/A 3.43 12.08 N/A

2002 6.38 15.00 N/A 26.20 31.79 N/A

2003 0.00 16.28 N/A 7.95 34.86 N/A

2004 1.35 6.38 N/A 0.68 32.62 N/A

2005 0.00 1.85 N/A 0.60 9.27 N/A

2006 0.00 1.35 17.65 0.54 1.35 27.45

2007 0.00 0.00 19.23 0.00 0.60 36.63

2008 0.00 0.00 20.00 1.32 1.61 41.61

2009 2.01 2.48 15.00 4.37 3.96 40.40

2010 0.65 3.03 16.28 1.33 7.05 37.14

2011 0.00 2.68 6.38 0.00 5.68 34.76

2012 1.15 1.31 1.85 2.80 3.98 11.92

2013 0.52 2.63 1.35 1.83 5.11 6.08

2014 0.51 2.30 1.28 0.96 5.60 5.99

2015 0.00 1.04 2.11 2.46 4.40 8.60

2016 0.48 1.02 4.13 4.61 7.37 10.40

2017 0.00 0.49 4.55 1.01 7.38 13.66

2018 0.00 0.48 5.37 1.66 6.58 13.54

Average 1.23 3.75 8.86 3.14 9.75 22.17
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Table 7

Cumulative Latin America Corporate Default Rates By Sector (cont.)

(%) --All financials-- --All nonfinancials--

Year One-year Three-year 10-year One-year Three-year 10-year

Median 0.00 1.60 5.37 1.33 6.26 13.66

Standard deviation 3.17 5.49 7.47 5.56 10.42 14.22

Minimum 0.00 0.00 1.28 0.00 0.60 5.99

Maximum 13.95 16.67 20.00 26.20 34.86 41.61

Note: "All financials" refers to financial institutions and insurance combined. Sources: S&P Global Ratings Research and S&P Global Market
Intelligence's CreditPro®.

Periods Of Sovereign Stress Influence Corporate Defaults

From 1997-2018, the Latin American corporate speculative-grade default rate exceeded the
global default rate in only four years: 1999, 2002, 2003, and 2012. The spike in the Latin American
corporate speculative-grade default rate to 8.26% in 1999 was related to contagion from the Asian
financial crisis and the sovereign crisis in Russia. In 2002, the Latin American corporate
speculative-grade default rate spiked to 31.33%--the only time it rose to 10% or higher from
1997-2018. Argentina, which was in the midst of a depression, accounted for the majority of the
defaults that year.

Periods of stress in the emerging markets region have been marked by political instability, high
external debt, unsustainable financial policies (such as high interest rates to maintain currency
pegs), heavy dependence on exports, and unstable financial markets. These factors led to
financial uncertainty, a loss of consumer confidence, and the collapse of asset bubbles, which
hurt private consumption and investments and caused a spike in corporate defaults.

These trends were evident during the late 1990s and early 2000s. In Argentina, economic growth
was strong during most of the 1990s, but a period of political uncertainty and GDP contraction
followed from 1999-2002. Moreover, contagion from the Russian crisis and the devaluation of the
Brazilian real resulted in a decline in Argentine exports and a further weakening of confidence and
domestic consumption.

S&P Global Ratings lowered its sovereign credit rating on Argentina seven times from 2000-2001,
and the country selectively defaulted in 2001, taking a heavy toll on corporations based in
Argentina. Argentina's currency was steeply devalued as the country eliminated its peso-to-dollar
peg, instituted price controls, froze local bank deposits, and legally mandated the conversion of
local debt contracts from dollar to peso terms at government-specified exchange rates. Argentine
corporate defaults totaled 18 in 2001 and 43 in 2002. These defaults were primarily in the
financial institutions, utilities, and energy sectors.

Latin American Rating Performance

Our annual study of corporate defaults in Latin America identified a clear negative
correspondence between ratings and defaults: The higher the issuer rating, the lower the
observed default frequency (see chart 4).
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Chart 4

The one-year weighted average Gini coefficient for rated Latin America-based corporate issuers
from 1997-2018 was 75.69%, the three-year was 50.79%, and the five-year was 40.42%. (For
details on the Gini methodology, see Appendix II.) Meanwhile, the one-year weighted average Gini
coefficient for all global corporate issuers (since 1981) was 82.5%, the three-year was 75.17%,
and the five-year was 71.49%. The Gini ratios for Latin America are lower than their global
counterparts because of the region's smaller number of rated issuers, leading to a higher
likelihood that outliers could be distorting the data.

From 1997-2018, 185 companies defaulted in Latin America--a fraction of the 2,754 defaults
recorded globally during the same period. Latin America's small sample size introduces some
challenges in our analysis. The average time to default for Latin American defaults in 2018 was
7.68 years. Entities with higher ratings generally take a longer time to default, though this is less
evident in Latin America because of the paucity of investment-grade (rated 'BBB-' or higher)
defaults (see chart 5).

For example, Latin American issuers rated 'B' took an average of 3.21 years to default, while 'BB'
rated issuers took 5.12 years. The average times to default from original rating for Latin American
issuers are shorter across all rating categories than they are for the global pool. This is true
regardless of whether the times to default are calculated from the original rating (see table 8) or
from any subsequent ratings (see table 9).

This difference in the average timing (and the associated standard deviation) results partly from
Latin America's significantly smaller volume of defaults in every rating category. For example, 613
issuers in the 'BB' category defaulted globally during the 38 years ended 2018, whereas the
comparable number for Latin America was only 185 defaults in the past 22 years (which is the
extent of our data on the region).
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Chart 5

Table 8

Time To Default From Original Rating Among Corporate Defaulters (Latin America
Versus Global)

Original rating Defaults
Average years from

original rating
Median years from

original rating
Standard deviation of years

from original rating

Latin America (1997-2018)

AAA N.A. N.A. N.A. N.A.

AA N.A. N.A. N.A. N.A.

A N.A. N.A. N.A. N.A.

BBB 25 5.7 4.8 3.8

BB 74 5.1 4.5 3.5

B 70 3.2 2.8 2.3

CCC/C 16 1.9 1.2 2.1

Total 185 4.2 3.8 3.2

Global (1981-2018)

AAA 8 18.0 18.5 11.4

AA 30 16.0 16.8 9.2

A 98 13.5 10.9 8.5

BBB 208 8.8 7.1 6.5

BB 613 6.8 5.2 5.5
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Table 8

Time To Default From Original Rating Among Corporate Defaulters (Latin America
Versus Global) (cont.)

Original rating Defaults
Average years from

original rating
Median years from

original rating
Standard deviation of years

from original rating

B 1,523 4.9 3.6 4.1

CCC/C 274 2.3 1.3 2.9

Total 2,754 5.8 4.0 5.5

N.A.--Not available. Sources: S&P Global Ratings Research and S&P Global Market Intelligence's CreditPro®.

Table 9

Time To Default From Subsequent Ratings Among Corporate Defaulters (Latin
America Versus Global)

Rating path to default
Average years from rating

category
Median years from rating

category
Standard deviation of years from

rating category

Latin America (1997-2018)

AAA N.A. N.A. N.A.

AA N.A. N.A. N.A.

A N.A. N.A. N.A.

BBB 4.6 4.4 2.3

BB 2.4 1.2 2.8

B 1.6 0.7 2.3

CCC/C 0.4 0.2 1.0

Total 1.4 0.6 2.2

Global (1981-2018)

AAA 23.7 23.3 8.2

AA 14.1 15.5 8.9

A 11.0 9.6 7.8

BBB 8.1 6.3 6.8

BB 5.8 4.0 5.6

B 3.0 1.8 3.6

CCC/C 0.9 0.3 1.6

Total 3.2 1.3 4.8

N.A.--Not available. Sources: S&P Global Ratings Research and S&P Global Market Intelligence's CreditPro®.

Looking at default rates by modifier (the plus or minus after the rating) shows that lower rating
categories have historically experienced higher default rates on average, though variability is
possible in any given year (see table 10). Nevertheless, the data from past default cycles indicate
that most of the defaults came from the lowest rating categories.
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Table 10

Latin America Corporate Default Rates By Rating Modifier

(%) AAA AA+ AA AA- A+ A A- BBB+ BBB BBB- BB+ BB BB- B+ B B- CCC/C

1997 N/A N/A N/A 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 N/A

1998 N/A N/A N/A 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 N/A

1999 N/A N/A N/A 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 3.70 15.79 30.00 12.50 100.00

2000 N/A N/A N/A 0.00 N/A 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 16.67 0.00 50.00

2001 N/A N/A N/A 0.00 N/A 0.00 0.00 0.00 0.00 0.00 0.00 2.56 19.44 10.34 11.11 0.00 0.00

2002 N/A N/A N/A 0.00 N/A 0.00 0.00 0.00 0.00 0.00 7.69 6.25 16.00 3.70 42.11 38.46 83.78

2003 N/A N/A N/A 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 6.06 28.57 10.00 30.43

2004 N/A N/A N/A 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 3.85 0.00 0.00 6.25

2005 N/A N/A N/A 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 4.55 0.00 0.00

2006 N/A N/A N/A 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 16.67

2007 N/A N/A N/A 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00

2008 0.00 N/A N/A 0.00 0.00 0.00 0.00 0.00 0.00 2.33 0.00 0.00 0.00 2.33 0.00 4.35 0.00

2009 0.00 N/A N/A 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 1.18 5.71 9.68 11.54 50.00

2010 N/A N/A N/A 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 1.28 0.00 0.00 0.00 23.08

2011 N/A N/A 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00

2012 N/A N/A N/A 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 1.75 2.94 0.00 16.00 27.27

2013 N/A N/A N/A 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 1.69 0.00 5.71 2.17 16.67

2014 N/A N/A 0.00 0.00 N/A 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 3.03 2.17 0.00 5.41

2015 N/A N/A 0.00 0.00 N/A 0.00 0.00 0.00 0.00 0.00 0.00 1.22 0.00 5.13 8.11 0.00 5.71

2016 N/A N/A N/A 0.00 0.00 0.00 0.00 0.00 1.75 0.00 1.18 0.00 1.82 2.63 5.56 21.74 16.13

2017 N/A N/A N/A 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 15.79

2018 N/A N/A N/A 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 3.33 6.67 22.22

Average 0.00 N/A 0.00 0.00 0.00 0.00 0.00 0.00 0.08 0.11 0.40 0.46 2.13 2.80 7.62 5.61 23.47

Median 0.00 N/A 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 1.16 2.75 0.00 16.40

Standard
deviation

0.00 N/A 0.00 0.00 0.00 0.00 0.00 0.00 0.37 0.50 1.65 1.42 5.16 4.02 11.70 9.69 27.97

Minimum 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00

Maximum 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 1.75 2.33 7.69 6.25 19.44 15.79 42.11 38.46 100.00

Sources: S&P Global Ratings Research and S&P Global Market Intelligence's CreditPro®.

Transition Tables And Cumulative Default Rates

Our analysis of rating transitions in 2018 suggests that ratings behavior in Latin America is
consistent with global trends, which have shown a negative correspondence between credit
ratings and default probability. Investment-grade issuers in Latin America tend to exhibit greater
credit stability (as measured by the frequency of rating transitions) than their speculative-grade
counterparts (see table 11).
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For instance, about 87.50% of issuers in Latin America rated 'A' as of Jan. 1, 2018, were still rated
'A' at the end of the year, whereas the comparable metric for issuers rated 'B' was only 70.48%.
Caution must be used in interpreting the low stability rates associated with the 'CCC'/'C' rating
category because of its small sample size.

Table 11

One-Year 2018 Corporate Transition Rates: Latin America Versus Global

(%)

From/to AAA AA A BBB BB B CCC/C D NR

Latin America

AAA 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00

AA 0.00 100.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00

A 0.00 0.00 87.50 8.33 0.00 0.00 0.00 0.00 4.17

BBB 0.00 0.00 0.00 90.48 3.40 0.00 0.00 0.00 6.12

BB 0.00 0.00 0.00 1.39 85.19 5.09 0.00 0.00 8.33

B 0.00 0.00 0.00 0.00 8.57 70.48 2.86 2.86 15.24

CCC/C 0.00 0.00 0.00 0.00 0.00 11.11 55.56 22.22 11.11

Global

AAA 88.89 11.11 0.00 0.00 0.00 0.00 0.00 0.00 0.00

AA 0.00 92.05 5.50 0.00 0.00 0.00 0.00 0.00 2.45

A 0.00 0.87 91.96 3.70 0.00 0.00 0.00 0.00 3.48

BBB 0.00 0.00 2.82 90.78 1.44 0.00 0.06 0.00 4.91

BB 0.00 0.00 0.00 4.09 82.89 4.16 0.00 0.00 8.86

B 0.00 0.00 0.00 0.00 2.81 77.98 4.06 0.99 14.16

CCC/C 0.00 0.00 0.00 0.00 0.51 12.82 46.15 27.18 13.33

NR--Not rated. Sources: S&P Global Ratings Research and S&P Global Market Intelligence's CreditPro®.

This pattern is similar to the long-term trend of ratings behavior for all global rated issuers. Of all
the Latin American issuers rated 'AA' from 1997-2018, about 83.33% retained this rating after one
year, whereas only 69.11% of issuers rated 'B' maintained that rating during the same period (see
table 12). The difference between table 11 and table 12 is that table 11 shows rating transitions
only for 2018, while table 12 shows the long-term average from 1997-2018.

The transition rates for Latin America are also generally consistent with global patterns. Based on
the transition analysis for a two-year time horizon--rather than a one-year horizon--lower ratings
also tend to display less stability than higher ratings (see table 13).

Rating transitions by modifier also display the same general relationship, though differences in
sample size occasionally create slight variations between adjacent rating categories (see table
14).
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Table 12

Average One-Year Corporate Transition Rates

(%)

From/to AAA AA A BBB BB B CCC/C D NR

Latin America (1997-2018)

AAA 50.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 50.00

(70.71) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (70.71)

AA 0.00 83.33 12.50 0.00 0.00 0.00 0.00 0.00 4.17

(0.00) (24.28) (23.51) (0.00) (0.00) (0.00) (0.00) (0.00) (12.06)

A 0.00 0.63 86.67 8.57 1.27 0.00 0.00 0.00 2.86

(0.00) (1.78) (8.92) (6.79) (3.90) (0.00) (0.00) (0.00) (4.67)

BBB 0.00 0.05 0.88 87.10 4.92 0.65 0.42 0.09 5.89

(0.00) (0.24) (1.00) (8.33) (5.62) (2.21) (2.15) (0.27) (3.04)

BB 0.00 0.00 0.00 3.94 81.38 4.62 0.82 0.82 8.42

(0.00) (0.00) (0.00) (3.25) (7.02) (2.71) (2.54) (2.18) (2.90)

B 0.00 0.00 0.00 0.06 6.72 69.11 5.36 4.19 14.55

(0.00) (0.00) (0.00) (0.32) (4.29) (8.08) (6.37) (5.56) (3.27)

CCC/C 0.00 0.00 0.00 0.00 1.05 19.86 39.37 23.69 16.03

(0.00) (0.00) (0.00) (0.00) (1.98) (21.52) (22.77) (26.75) (11.51)

Global (1981-2018)

AAA 86.99 9.12 0.53 0.05 0.08 0.03 0.05 0.00 3.15

(7.19) (7.26) (0.82) (0.25) (0.25) (0.17) (0.35) (0.00) (2.43)

AA 0.50 87.07 7.85 0.49 0.05 0.06 0.02 0.02 3.93

(0.53) (5.22) (4.15) (0.68) (0.19) (0.20) (0.07) (0.08) (1.86)

A 0.03 1.69 88.18 5.16 0.29 0.12 0.02 0.06 4.46

(0.09) (1.03) (3.64) (2.14) (0.39) (0.26) (0.06) (0.11) (1.71)

BBB 0.01 0.09 3.41 86.04 3.62 0.46 0.11 0.17 6.09

(0.04) (0.15) (1.59) (3.83) (1.54) (0.67) (0.21) (0.25) (1.56)

BB 0.01 0.03 0.12 4.83 77.51 6.65 0.55 0.65 9.66

(0.06) (0.09) (0.25) (1.83) (4.44) (3.06) (0.73) (0.83) (2.25)

B 0.00 0.02 0.08 0.17 4.92 74.53 4.42 3.45 12.40

(0.00) (0.08) (0.20) (0.22) (2.03) (4.06) (2.06) (3.19) (2.27)

CCC/C 0.00 0.00 0.11 0.20 0.59 13.21 43.52 26.90 15.48

(0.00) (0.00) (0.42) (0.65) (0.92) (7.62) (8.61) (10.77) (5.23)

Notes: The Latin America figures are for the period 1997-2018. Numbers in parentheses are weighted standard deviations. NR--Not rated.
Sources: S&P Global Ratings Research and S&P Global Market Intelligence's CreditPro®.
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Table 13

Average Two-Year Corporate Transition Rates

(%)

From/to AAA AA A BBB BB B CCC/C D NR

Latin America (1997-2018)

AAA 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 100.00

(0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00)

AA 0.00 75.56 17.78 0.00 0.00 0.00 0.00 0.00 6.67

(0.00) (23.80) (24.68) (0.00) (0.00) (0.00) (0.00) (0.00) (14.36)

A 0.00 1.37 76.29 15.46 1.37 0.00 0.00 0.00 5.50

(0.00) (3.17) (11.31) (8.49) (4.05) (0.00) (0.00) (0.00) (6.13)

BBB 0.00 0.05 1.69 76.20 8.67 1.20 0.65 1.00 10.56

(0.00) (0.26) (1.67) (11.24) (8.00) (2.91) (2.75) (4.13) (3.97)

BB 0.00 0.00 0.04 7.24 66.20 6.85 1.04 2.69 15.94

(0.00) (0.00) (0.16) (5.03) (10.13) (3.14) (2.55) (6.23) (3.62)

B 0.00 0.00 0.00 0.07 11.01 49.57 6.92 8.83 23.60

(0.00) (0.00) (0.00) (0.33) (6.87) (7.26) (7.49) (8.76) (4.19)

CCC/C 0.00 0.00 0.00 0.36 1.08 29.86 16.55 28.06 24.10

(0.00) (0.00) (0.00) (1.50) (2.31) (25.23) (15.23) (27.86) (13.82)

Global (1981-2018)

AAA 75.60 16.27 1.43 0.11 0.19 0.05 0.11 0.03 6.23

(10.15) (10.65) (1.47) (0.30) (0.39) (0.23) (0.41) (0.17) (4.26)

AA 0.88 75.90 13.91 1.25 0.18 0.14 0.02 0.06 7.65

(0.69) (8.15) (5.94) (1.09) (0.33) (0.29) (0.06) (0.12) (2.96)

A 0.04 3.04 77.94 8.96 0.74 0.27 0.04 0.14 8.84

(0.07) (1.67) (5.65) (2.85) (0.78) (0.43) (0.11) (0.20) (2.70)

BBB 0.02 0.18 6.22 74.45 5.82 1.05 0.21 0.47 11.59

(0.08) (0.24) (2.51) (5.92) (1.89) (1.07) (0.30) (0.64) (2.51)

BB 0.01 0.04 0.28 8.56 60.24 9.97 1.02 2.05 17.83

(0.06) (0.10) (0.50) (2.75) (6.29) (2.75) (0.90) (2.21) (3.15)

B 0.00 0.03 0.14 0.40 8.31 55.44 5.15 8.10 22.42

(0.00) (0.11) (0.29) (0.44) (3.05) (5.05) (1.89) (5.75) (3.78)

CCC/C 0.00 0.00 0.15 0.50 1.04 17.29 20.78 36.26 23.98

(0.00) (0.00) (0.48) (1.17) (1.16) (7.57) (7.69) (12.15) (7.24)

Notes: The Latin America figures are for the period 1997-2018. Numbers in parentheses are weighted standard deviations. NR--Not rated.
Sources: S&P Global Ratings Research and S&P Global Market Intelligence's CreditPro®.
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Table 14

Average One-Year Transition Rates For Latin America Corporates By Rating Modifier (1997-2018)

From/to AAA AA+ AA AA- A+ A A- BBB+ BBB BBB- BB+ BB BB- B+ B B- CCC D NR

AAA 50.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 50.00

(70.71) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (70.71)

AA+ 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00

(N/A) (N/A) (N/A) (N/A) (N/A) (N/A) (N/A) (N/A) (N/A) (N/A) (N/A) (N/A) (N/A) (N/A) (N/A) (N/A) (N/A) (N/A) (N/A)

AA 0.00 0.00 33.33 66.67 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00

(0.00) (0.00) (57.74) (57.74) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00)

AA- 0.00 0.00 2.22 80.00 13.33 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 4.44

(0.00) (0.00) (8.51) (25.07) (24.29) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (13.16)

A+ 0.00 0.00 0.00 4.76 76.19 11.90 0.00 0.00 4.76 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 2.38

(0.00) (0.00) (0.00) (17.70) (31.49) (24.66) (0.00) (0.00) (8.29) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (6.68)

A 0.00 0.00 0.00 0.00 4.44 75.56 14.44 1.11 1.11 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 3.33

(0.00) (0.00) (0.00) (0.00) (12.95) (27.12) (24.66) (7.54) (6.12) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (7.77)

A- 0.00 0.00 0.00 0.00 0.00 6.01 76.50 9.84 1.64 1.09 0.00 2.19 0.00 0.00 0.00 0.00 0.00 0.00 2.73

(0.00) (0.00) (0.00) (0.00) (0.00) (8.84) (12.68) (9.24) (4.43) (3.71) (0.00) (6.44) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (4.22)

BBB+ 0.00 0.00 0.00 0.00 0.00 0.00 3.43 82.26 8.67 1.41 0.00 0.00 0.40 0.00 0.00 0.00 0.00 0.00 3.83

(0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (4.47) (13.47) (10.28) (2.60) (0.00) (0.00) (1.23) (0.00) (0.00) (0.00) (0.00) (0.00) (5.11)

BBB 0.00 0.00 0.00 0.14 0.00 0.00 0.14 8.98 74.89 10.10 0.84 0.56 0.14 0.00 0.00 0.14 0.00 0.14 3.93

(0.00) (0.00) (0.00) (0.87) (0.00) (0.00) (0.56) (11.86) (12.34) (9.11) (2.11) (2.12) (0.87) (0.00) (0.00) (0.95) (0.00) (0.49) (5.50)

BBB- 0.00 0.00 0.00 0.00 0.00 0.00 0.11 0.53 8.35 70.30 8.46 1.16 0.21 0.32 0.63 0.42 0.95 0.11 8.46

(0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.39) (1.21) (7.86) (16.00) (10.31) (2.37) (0.50) (0.90) (2.28) (1.60) (4.19) (0.50) (4.93)

BB+ 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.15 0.59 13.63 58.96 13.93 2.37 0.44 0.74 0.59 0.44 0.30 7.85

(0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.97) (1.22) (12.54) (15.95) (16.19) (4.96) (1.09) (3.01) (1.36) (2.07) (1.13) (5.11)

BB 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.09 0.00 0.65 9.82 66.27 11.77 1.39 0.37 0.19 1.20 0.37 7.88

(0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.54) (0.00) (1.39) (9.69) (15.19) (14.66) (2.67) (0.78) (0.98) (4.42) (1.20) (4.72)

BB- 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.19 0.38 1.04 10.57 67.08 7.08 1.79 0.28 0.66 1.60 9.34

(0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (1.03) (2.02) (1.98) (6.78) (8.64) (3.94) (1.89) (0.60) (1.61) (4.27) (5.17)

B+ 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.30 1.34 12.76 55.49 8.61 3.86 2.08 2.67 12.91

(0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (1.69) (2.33) (9.80) (13.51) (9.86) (4.34) (4.64) (3.58) (6.09)

B 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.19 0.19 1.56 10.92 51.85 12.28 4.68 5.26 13.06

(0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (1.24) (0.80) (2.54) (9.17) (14.69) (11.69) (5.69) (9.59) (6.38)

B- 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.23 0.00 0.23 0.23 5.29 12.64 45.98 11.26 5.29 18.85

(0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (1.34) (0.00) (1.00) (0.80) (9.72) (11.84) (16.11) (15.62) (8.78) (8.83)

CCC/C 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 1.05 0.70 2.79 16.38 39.37 23.69 16.03

(0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (1.98) (2.90) (4.92) (20.02) (22.77) (26.75) (11.51)

Note: Numbers in parentheses are weighted standard deviations. NR--Not rated. Sources: S&P Global Ratings Research and S&P Global Market Intelligence's CreditPro®.
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The negative correlation between ratings and defaults in Latin America also endures over time
(see tables 15 and 16 and chart 6). No Latin American issuers rated 'AAA', 'AA', 'A', or 'BBB+' have
ever defaulted. On average, from 1997-2018, 'BB' rated Latin American issuers had a 0.82%
default rate in the first year after they were rated and a 2.63% default rate in the second. Issuers
rated 'B' had an average default rate of 4.19% in the first year and 8.75% in the second year after
their initial rating.

The small number of issuers in our pool and the short period of our study limit our findings. Our
1997-2018 issuer ratings pool for Latin America covers only 1,254 issuers, compared with 20,518
issuers for our global study (1981-2018). And although this study covers the period from
1997-2018, more than 50% of the total Latin American issuer ratings in our pool were assigned
after 2005. This means that a significant portion of the pool isn't as mature as the global pool,
which leads to averages that are more heavily influenced by recent pools, especially for longer
time horizons.

Table 15

Comparison Of Corporate Cumulative Average Default Rates

(%) --Time horizon (years)--

From/to 1 2 3 4 5 6 7 8 9 10

Latin America (1997-2018)

AAA 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 (0.00)

AA 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00

A 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00

BBB 0.09 0.99 2.12 3.46 4.72 5.54 5.79 6.08 6.30 6.30

BB 0.82 2.63 4.61 6.49 7.98 9.01 9.71 10.21 10.93 11.58

B 4.19 8.75 12.20 14.81 16.57 17.77 18.73 19.26 19.62 20.17

CCC/C 23.69 28.01 30.74 30.74 31.30 32.10 33.01 34.01 34.01 34.01

Investment grade 0.08 0.85 1.81 2.96 4.03 4.73 4.94 5.18 5.36 5.36

Speculative grade 3.37 6.28 8.84 10.87 12.41 13.50 14.30 14.83 15.38 15.96

All rated 2.22 4.39 6.39 8.11 9.49 10.44 11.05 11.48 11.91 12.29

Global (1981-2018)

AAA 0.00 0.03 0.13 0.24 0.35 0.45 0.51 0.59 0.65 0.70

AA 0.02 0.06 0.12 0.22 0.32 0.42 0.51 0.59 0.66 0.73

A 0.06 0.14 0.23 0.35 0.49 0.64 0.81 0.96 1.12 1.28

BBB 0.17 0.46 0.80 1.22 1.64 2.05 2.41 2.77 3.11 3.44

BB 0.65 2.02 3.64 5.26 6.79 8.18 9.37 10.44 11.39 12.24

B 3.45 7.95 11.87 14.96 17.34 19.27 20.84 22.09 23.20 24.23

CCC/C 26.90 36.28 41.15 43.95 46.07 47.01 48.21 49.05 49.81 50.46

Investment grade 0.09 0.25 0.43 0.66 0.90 1.14 1.36 1.57 1.77 1.97

Speculative grade 3.67 7.13 10.13 12.57 14.56 16.19 17.57 18.71 19.72 20.64

All rated 1.48 2.91 4.16 5.21 6.09 6.82 7.45 7.98 8.45 8.89

Note: The Latin America figures are for the period 1997-2018. Sources: S&P Global Ratings Research and S&P Global Market Intelligence's
CreditPro®.
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Table 16

Latin America Corporate Cumulative Average Default Rates By Rating Modifier
(1997-2018)

(%) --Time horizon (years)--

Rating 1 2 3 4 5 6 7 8 9 10

AAA 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00

AA+ N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A

AA 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 N/A N/A

AA- 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00

A+ 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00

A 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00

A- 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00

BBB+ 0.00 0.00 0.00 0.00 0.33 0.70 0.70 0.70 0.70 0.70

BBB 0.14 0.29 0.78 1.87 2.47 2.92 2.92 2.92 2.92 2.92

BBB- 0.11 2.00 4.10 6.23 8.35 9.61 10.14 10.75 11.21 11.21

BB+ 0.30 2.03 4.05 6.02 7.16 7.42 7.72 7.72 8.13 9.08

BB 0.37 2.32 4.09 5.53 6.71 7.04 7.97 8.60 9.30 10.09

BB- 1.60 3.32 5.49 7.68 9.63 11.60 12.31 12.93 13.79 14.19

B+ 2.67 6.65 9.39 11.41 12.60 13.67 14.35 15.09 15.09 15.38

B 5.26 10.24 14.33 17.47 19.16 20.51 21.96 22.30 23.09 24.47

B- 5.29 10.22 14.02 16.87 19.54 20.79 21.55 21.97 22.45 22.45

CCC/C 23.69 28.01 30.74 30.74 31.30 32.10 33.01 34.01 34.01 34.01

Investment
grade

0.08 0.85 1.81 2.96 4.03 4.73 4.94 5.18 5.36 5.36

Speculative
grade

3.37 6.28 8.84 10.87 12.41 13.50 14.30 14.83 15.38 15.96

All rated 2.22 4.39 6.39 8.11 9.49 10.44 11.05 11.48 11.91 12.29

Sources: S&P Global Ratings Research and S&P Global Market Intelligence's CreditPro®.
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Chart 6

Gini Ratios And Lorenz Curves

A quantitative measure of ratings performance indicates that the relative rank ordering of Latin
American ratings is consistent across various time horizons. To measure ratings performance, or
ratings accuracy, we plotted the cumulative share of issuers by rating against the cumulative
share of defaulters in a Lorenz curve to render the accuracy of their rank ordering (see charts 7-9).
(For definitions and methodology, see Appendix II.)

Our calculations indicate that the weighted average one-year Gini coefficient is 75.69%, the
weighted average three-year is 50.79%, and the weighted average five-year is 40.42%. If corporate
ratings only randomly approximated default risk, the Gini coefficient would be zero. On the other
hand, if corporate ratings were perfectly rank ordered so that all defaults occurred only among the
lowest-rated issuers, the Lorenz curve would capture all of the area on the graph above the
diagonal, and its Gini coefficient would be 100%.

We also examined the variations in Gini coefficients by region (see table 17). As expected, the Gini
coefficients decline as the time horizon lengthens because longer time horizons allow for more
credit degradation among higher-rated issuers. In the one-year Latin American Lorenz curve, for
example, 98.76% of defaults occurred in the speculative-grade category, while speculative-grade
ratings constituted only 65.21% of all Latin American corporate issuers (see chart 7). The five-year
Lorenz curve shows that speculative-grade issuers constituted 85.50% of defaulters and only
65.64% of the entire sample (see chart 9).

If the rank ordering of ratings had little predictive value, the cumulative share of defaulting
corporate issuers and the cumulative share of all issuers would be nearly the same.
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Table 17

Corporate Gini Coefficients By Region

(%) --Time horizon--

Region One-year Three-year Five-year

Global 82.50 75.16 71.49

U.S. 80.73 72.93 69.23

Europe 90.31 85.21 82.80

Emerging markets 75.55 60.39 52.00

Latin America 75.69 50.79 40.42

Note: Latin America and emerging markets figures are for the period 1997-2018. Sources: S&P Global Ratings Research and S&P Global Market
Intelligence's CreditPro®.

Chart 7
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