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Agenda

1. Latin America - Overview

2. Current Issues

3. Public-Private Partnerships

4. Macroeconomic Thesis

5. Potential Investments

6. Risks

7. Recommendations



QGM
3

QGM 3

 Latin America covers an area of 

approximately 21,000km2

 Much of it remains unsettled territory

 Population exceeds 588 million

 GDP per capita ranges from $1,202 

(Nicaragua) to $14,672 (Uruguay)

 Brazil, Mexico, and Argentina are 

Latin America’s largest economies.

Latin America
Overview

“We Spaniards know a sickness of the 

heart that only gold can cure”

- Hernan Cortes
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General and Economic Alliances
Trade in Latin America

 Two distinct alliances that tend to 

have somewhat similar politics and 

economic policies:

o Pacific Alliance (Blue)

o Mercosur (Red)

 Canada will act as an observer in the 

Pacific alliance

 Mexico is Canada’s largest Latin 

American trading partner, and a 

member of NAFTA

 We are connected to Latin America 

by Pan-American highway: 

approximately 48,000km
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 Annexed by Chile in 1888, it is 

3,687km from the country

 Polynesian ancestors built “Moai” 

(illustrated)

 Jared Diamond’s book Collapse 

describes how its society 

collapsed

 Over allocation of the island’s 

resources to building the statues 

left little wood and labour for 

survival.

The Story of Easter Island (Rapa Nui)
An interesting thought
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Current Affairs: Brazil
Rousseff wins second four year term in Brazilian Elections

Background

Infrastructure Deficit

Widespread Protests

 Slow growth – 1.5% GDP growth/annum, 

raises in price

 Petrobras – state oil company, kept prices 

artificially low to provide affordable energy 

and curb inflation. Petrobras has a P/B 

value of 0.4, whereas average Brazilian 

energy stock has ratio of 1.89.

Signature Accomplishment: Bolsa Familia

(Family Purse)

 Doubled incomes for many families with 

monthly income of up to 140 reals ($60)

 5% (low) unemployment rate

 Problems: inefficiency, cost, and corruption; 

mayors of some small towns are known to 

register only their supporters.

 Lack of infrastructure investment 

spending: 1.5% of GDP is spent on 

infrastructure compared to global average 

of 3.8%. This is especially problematic for 

trade. 
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Rouseff’s Victory
How the markets reacted

Policy

 Agenda

o Subsidize lending to stimulate growth

o Create industry specific tax breaks and 

boot finance minister

 First action upon victory

o Central bank raised interest rates to 

11.25%

o Confusion engulfed investors as the move 

was not anticipated until January when her 

new economic team came into power

 Striking polarity in Brazil

o Only 51% of voters voted for Rousseff

 Stock Volatility correlated to rumours and 

confirmation of Rousseff’s victory
iShares MSCI Brazil Capped ETF – 01/12/13- 10/31/14
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Public Private Partnerships (PPPs)
Overview

What are PPPs?

Benefits Critics

 Unions often oppose PPPs (outsourcing)

 Private investors usually receive a higher 

rate of return than government bond 

yields when much of the risk is still borne 

on the government.

 Ethical arguments: private profit-

maximizing ownership of water supplies, 

utilities, etc.

 Predictable costs, fewer cost overruns

 Usually better maintenance

 Full life cycle consideration

 Project decision making is less political 

and more economic

 More accurate pricing of risk, bringing 

capital market discipline and incentives

 PPP (or P3) is a method of procurement for governments and its agencies.

 Traditional procurement: government comes up with designs and tenders construction to 

contractors. Government is responsible for design flaws, cost overruns, and most of the risk.

 PPP procurement: government determines requirements (specify ‘what’, not ‘how’) while 

private investors design, build, maintain, absorb risk, and receive predetermined payments.  
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Innovative PPPs in Latin America
Success Stories

Affordable 

Earthquake-Resistant 

Housing

Regional Broadband 

Dialogue

Innovation in Public 

Services (“Project 

Juntos”)

 Partnership between 

government, universities, 

and private businesses in 

changing construction 

practices.

 Methodology developed 

and implemented that 

involved eco-friendly local 

materials, high labor, and 

generally low-cost.

 Government formulating 

policies targeted at cost 

reductions and service 

improvements by 

collaborating with private 

partners. 

 Believed to have 

generally lowered costs 

through establishing 

content distribution 

networks and 

coordinating network 

development.

 Allow philanthropic 

investors to finance the 

development of 

innovative and strategic 

programs.

 ‘Comunitas’ co-ordinates 

efforts with local 

governments (e.g.: 

mayors) and works with 

technical partners on 

fiscal efficiency, strategic 

planning, public service 

innovation, and human 

development.
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Canadian Investments
In Latin America

Canada Pension Plan

Brookfield Asset Management Inc.

 Invested $1.14 billion for stakes in five major Chilean toll 

roads through Grupo Costanera. 

 Very long term (20+ years) time horizon.

 Invested $333 million for a majority stake in a 33-kilometer 

toll road and tunnel in Santiago.

Alberta Investment Management Corp.

 Invested $850 million for a 50% interest in a 6 lane 

highway Santiago.



QGM
11

QGM 11

The Opportunity
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Toll roads can be lucrative. They usually 

serve one of two broadly defined markets:

Commuter Roads

 Mostly business customers 

commuting to and from work

Transportation of Goods Roads

 Mostly large trucks carrying produce 

to and from a destination like a port.

We make our case based on 

macroeconomic fundamentals discussed 

in the upcoming slides.

Overview

Why toll roads are a lucrative investment
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Macro Trend: Urbanization
Farmers Moving to the City

 Refugees of Peru’s internal conflict during 

the 1980 and 1990s increased Lima’s 

population by 2.5 million in a decade

 Urbanization leads to infrastructure 

necessities and road expansion

 Rising middle class means more cars on the 

road (Chile=137 cars/1000 people) (608 

Cars/1000 people in Canada)

 More urban sprawl causes more traffic on 

commuter highways, which means better toll 

revenues
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Macro Trend: Exports
Products to International Markets

 Latin American Countries like Chile  have 

large components of their GDP tied to the 

export of their products

 Roads are a primary use of transport for 

these products from farm to international 

markets
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Case: Brookfield - Vespucio Norte
100% stake in an important commuter highway in Santiago

 Find revenues for 

Vespucio Norte for the 

past 5 years

 Estimate CAGR as a 

growth rate

Overview

Step 1 Step 2 Step 3

 In 2013 Brookfield 

recorded a 12 million 

dollar net income thus 

far from the project

 Assume project lasts 

25 years

 Forecast net income 

by estimating with 

CAGR from step 1

 Calculate IRR

 In December 2011 invested $165 million for 55% interest

 In October 2012 they required the remaining 45% interest for about $170 million

 Toll fares are increased at official inflation plus 3.5% each year

 Traffic has increased at 0.08 CAGR over the last 3 years
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 Vespucio total revenues (including toll roads) have CAGR of 9.23% with 5 years of data

 Brookfield now has 100 percent equity stake

 As traffic increases and tolls are increased       increasing revenues

Forecasting Revenue
Vespucio’s lucrative toll road revenue growth
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 Using the investments of $165million in 2012 and $168 million in 2013 and the forecasts for net 

income to Brookfield we can estimate an IRR of 8.644% 

 Cost of capital must have been less than IRR of 8.644% to make this investment lucrative

 In 2012 Brookfield’s cost of capital for Brazil was 8.6% and assuming the same cost of capital for 

Chile the NPV for this project was about $850M
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Brookfield's Net Income from Vespucio (CAD)

Forecasting Net Income
Brookfield’s lucrative net income growth
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 Legally bind a government to take on 

obligation should an uncertain event 

materialize, thus government commits to 

loan repayments should private partner 

default

 Common in public-private sector 

arrangements 

 Private company can protect itself from 

operational and construction risks with 

insurance

 Political and policy risks can still be an 

issue in Latin America

 Thus it is important for the government to 

give incentives to private sector and we 

should seek guarantees as well

 It is important to have a minimum 

revenue guarantee from the government 

for toll revenue

PPP Guarantees
Overview

What are they? Private Partner Benefits
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Black Scholes

 When valuing a guarantee we 

must account for it as a put 

option, that is the beneficiary 

has right to sell its claim to the 

government for a specified 

price

 Monte Carlo simulates the 

probability distribution of 

guarantee for a particular period 

and expected guarantee 

payment for that period

 Takes large sample of outcomes 

for random variable and 

calculates guarantee payment 

in each case

Valuing Guarantees
Models for determining the value of guarantees

Monte Carlo Simulation
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Investment Opportunities - Peru
Longitudinal de la Sierra will connect the Andean regions from Puno to Piura

Connecting Interior Peru

Government is looking for concessionaires to 

help fund the highway

 Route totaling 3,500 km, including 2,000km 

of paved roadway and 1,500 km of dirt 

roads

 Section 4 of the highway includes 

rehabilitating existing dirt roads and 

subsequent maintenance and operation of 

the 965  km highway 

 Concession Terms

o Estimated investment: $340mm USD

o Type of concession: Co-Financed

o Concession Period: 25 years
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Investment Opportunities - Peru
Longitudinal de la Sierra will connect the Andean regions from Puno to Piura

Opportunity for Sustainability and Growth

Government is looking for concessionaires to help fund the highway:

 Highway passes through La Liubertad and Cajamarca which both have large mining 

opportunities

o Gold mine Yanacocha is located about 30km north of Cajamarca and is the second 

largest gold mine in the world, producing over $7 billion worth of gold to date

o Similarly, gold mine La Arena produced 6.1 million ounces of gold

 World Economic Forum puts Peru in 91st place 

in infrastructure rankings

 Concessionaries receive future payment 

obligations and repayments can be 

denominated in US dollars or local currency. 
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Investment Opportunities - Brazil
Soybeans - a hidden goldmine

China’s Demand Fuels Growth in 

Soybean Industry

 Cuiaba, capital of Mato Grasso – a sleepy town of 

500,000 that sits in the Amazonian rain forest

 BR-163 highway passes through it- a two lane, 

mostly unpaved, 2,700 mile road running through 

Cuiaba and linking the Atlantic Ocean to the fertile 

grain pastures of the interior

 Mato Grosso is twice the size of Germany and relies 

on more than 1,000 miles of roadways to deliver 

truckloads of soybeans to export terminals on the 

Atlantic Coast (20% increase in price)

 In 2005, it cost $7/ton to transport soybeans from 

Mato Gross to Paranagua, today it costs $15 per 

ton.
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Investment Opportunities - Brazil
Soybeans - a hidden goldmine

Logistics

 Better infrastructure would free up cash for farmers to build more storage facilities and alleviate 

Brazil’s underinvestment in infrastructure

 BNDES provided much of the financing at subsidized rates (3-5%), the cost of capital to 

develop infrastructure is below market rates where the benchmark interest rate is 11.25%
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Chile

Current Political Climate
Our assessment of political conditions in Latin America

Left Leaning Right Leaning

Venezuela Argentina Brazil

Pacific Alliance

Mexico  Colombia

Peru

+ + + risk of nationalization  - - -

+ + + taxes, government royalties  - - -

- - - business friendly + + +
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Political Risk
For infrastructure investments in Latin America

Mexico

 Oil industry nationalized in 

1938, setting up 

Petroleos.

 This still ranks as one of 

the most popular 

decisions politically.

Overview

Brazil

 After years of nationalist 

campaigning under the 

slogan: “The Oil is ours”, an 

oil monopoly established in 

1953, creating Petrobas. 

Venezuela

 Oil industry nationalized in 

1976, hailed as a national 

victory.

 Hugo Chavez further 

increased state control of 

the oil industry. 

 Many Latin American countries have been governed by highly left-leaning governments that tend 

to assert a high degree of control over land, infrastructure, and natural resources.

 High poverty levels make pricing a politically sensitive topic of critical assets, especially those 

deemed as necessities.

 Risk mitigation: Co-invest with politically important entities under trade deals or other negotiated 

protections, perhaps secure contracts under foreign jurisdictions.

Historical Cases: Nationalization
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Summary
To conclude…

Latin America and 

Infrastructure

 Infrastructure is a long-

term strategy 

 Latin America’s lack of 

paved roads and 

urbanization signal 

investment opportunities

 Latin Governments seek 

PPP’s as financing 

options

 Governments should offer 

guarantees

PPP and Risks

 PPP arrangements offer 

unique benefits and risks 

to governments and 

private investors. 

 PPPs are best suited for 

large investors and 

pooled funds.

 Infrastructure investments 

in Latin America generally 

involve political risk.

Current Opportunities

 Investments into the 

Longitudinal de la Sierra 

in Peru have the 

potential for great 

rewards 

 The area is rich in gold 

mines such as the La 

Liubertad and 

Yanacocha which will 

offer sustainable growth 

opportunities


