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Source: Canva

Wealth management has become a blossoming industry in Latin America thanks to technological,
demographic, and economic trends converging towards a lucrative future. A recent report from
PricewaterhouseCoopers (PwC) argues the effects from the region’s recent political and trade
tensions will subside after 2020, with Assets Under Management (AUM) more than doubling by
2025.

What are the status and trajectory of Latin America’s wealth-management industry?
AUM in Latin America have risen by 7.9 percent compounded annual growth rate (CAGR), when
priced in US dollars, since 2015 to reach $2.4 trillion in 2018. This trend accentuated from 2016 to
2017, when AUM in the region grew at an even faster rate than the previous decade. The main
reason was the growth of the ultra-wealthy who needed these services—4,220 people, according to
the global real-estate agent Knight Frank.
The PwC report forecasts that AUM in Latin America will reach $5.3 trillion by 2025. However, the
driving force will shift from the rich to the young, middle class. The rise of pension-fund assets is
poised to be another positive factor.
Global conditions will play a crucial role as well. The report identifies four major trends:
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1. Changing Demands, Rising Competition
Recent innovations in payment systems and financial technology around the world have
unleashed a race to the bottom on fees. Wealth managers in the region will have to offer
competitive rates while dealing with governments’ often slow and burdensome regulations.
To take advantage of the flourishing industry, managers will have to be proactive and find ways to
stand out with tailored products and services. For instance, the demand for Exchange Traded
Funds (ETFs) with a Latin-American component has increased by 5.2 percent from 2014 to 2018,
and it will likely keep growing.
As in other parts of the world, Latin-American millennials are set to become the largest and
wealthiest generation in history. They are also more likely to adopt technological innovations.
Moreover, new foreign actors such as China and Russia will continue their expansion into Latin
America or partner with local firms. Wealth managers need to learn how to accommodate these
groups.
The Pacific Alliance—a trading bloc between Chile, Colombia, Peru, and Mexico—offers the
potential for quick capital-markets expansion. It combines 210 million people and 35 percent of
Latin America’s GDP. Colombia, Peru, and Chile are already working to harmonize financial
procedures and regulations, while countries such as Brazil and Ecuador are negotiating their entry
into the bloc, which could further increase its attractiveness.
2.

Digitization

With all the industry and media focus on fintech, investors have started to demand a full or nearly
full digital experience. Fund managers thus face a fast-moving challenge: they must update their
systems, redesign operations, upskill their staff, and build strategic partnerships to provide digital
products and services before they become outdated.
In Latin America, governments have provided regulatory incentives for more private investment in
financial technologies. For instance, Chile and Colombia have made significant reforms to their tax
codes. More countries are set to follow suit.
3.

Private Solutions to Public Shortcomings

The PwC report rightly points out Latin America lacks appropriate infrastructure beyond the main
cities, hindering development in rural areas. Mexico, for instance, would have to more than double
infrastructure spending to reach acceptable levels. However, high public debt and management
inefficiencies are major roadblocks to state-led investment.
That is where public-private partnerships (PPPs) come into play. In the last decade, they have
enabled significant energy, communication, and transportation investment in the region. These
partnerships include institutional investors, which have grown used to funding infrastructure
projects in Latin America. In fact, the report indicates that, in the next 12 months alone, global
demand for infrastructure assets will likely increase by 27 percent.
At the household level, regular citizens are looking for retirement programs with higher yields, and
pension funds are generally more attractive than social-security systems. As Latin-American
countries such as Brazil struggle to streamline these systems to ensure their sustainability, pension
and insurance assets “are likely to see a strong rise in the coming years,” according to the report.
However, Latin Americans are used to state-run social security and remain wary of private
alternatives, so fund managers will need to persuasively make their case.

How Wealth Management Is Reshaping Latin America

4.

3

Diversification, Leveraging Market Risks

Investor demands are shifting to environmentally conscious strategies, such as environmental,
social, and governance (ESG) investing. Governments around the world are also pushing large
funds and other institutional investors away from investments they deem unsustainable.
Nevertheless, at the end of the day the desire for strong returns still prevails. The region poses
particular challenges, such as regulatory burdens, legal uncertainty, underdeveloped capital
markets, and volatile national currencies. Higher profit opportunities are the upside of big risks,
and wealth managers who can navigate these rough waters can deliver attractive gains.

Are Latin-American governments meeting wealth-manager expectations?
According to the PwC report, Latin-American governments have been trying to boost financial
markets with new legislation and incentives. Colombia and Peru, in particular, have managed to
reduce the gap with regional leaders Brazil, Mexico, and Chile.
Legal tweaks are not enough, though, especially when Latin America’s social and political
environments keep fueling uncertainty and instability. The most recent wave of protests that
swept the region at the end of 2019 blindsided investors, who refrained from new commitments. In
Chile, for instance, the manmade economic losses from the unrest were larger than that of the
devastating 2010 earthquake and tsunami.
When Latin America’s “pink tide” of socialist governments subsided around 2015, investors were
excited about new economic management and austerity measures. However, ineffective
approaches such as Macri’s gradualism in Argentina, corruption scandals such as Kuczynski’s in
Peru, and popular uprisings such as Ecuador’s over fuel subsidies show that ruling-party ideology
far from guarantees success.

How did Colombia and Peru foster promising wealth-management markets?
Colombia
•

The central bank has been key to upholding investor confidence. It is one of the country’s
strongest institutions and has gained national and international credibility.

•

A 2009 law overhauled the financial sector, establishing more protections for participants and
mechanisms to spur microfinance, securitization, and capital markets. It also gave more
investment freedom to pension funds and made it easier for foreign financial institutions to
operate in Colombia.

•

The 2012 fiscal reform incentivized Colombians to make social-security contributions. Private
pension plans grew at an unprecedented rate, and the law encouraged more participation in
equity and money markets.

•

In 2012, Colombia partnered with Mexico, Chile, and Peru to form the Pacific Alliance bloc and
to create a common stock exchange: the Integrated Latin American Market (MILA).

•

Colombia has signed trade agreements with the United States, Canada, the European Union,
and South Korea and continues negotiating new ones with Panama, Turkey, and Japan. These
deals facilitate not only commerce but also capital inflows to Colombia as they grant legal
protections and better terms for foreigners.
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•

In May 2018, Colombia became the 37th member of the Organization for Economic
Cooperation and Development (OECD), after five years of talks and policy alignments to meet
OECD standards. Colombia had to make credible reforms to the justice system, corporate
governance of state-owned enterprises, anti-bribery laws, trade terms, chemical and waste
management, and labor policies. Entry to the OECD also gave Colombia greater access to
capital markets foreign-direct investment.

•

In 2014, Colombia enacted a law creating specialized electronic deposit and payment
companies (SEDPEs) to promote financial inclusion and digital transactions. Then, in 2018
financial regulators authorized the use of technology-based tools in the securities market,
regulated crowdfunding platforms, and allowed traditional financial institutions to directly
invest in startups.
Peru

•

Since 1990, the Peruvian state has focused on creating a business-friendly political and
economic environment. Subsequent administrations have achieved fiscal and monetary
discipline, reduced the trade deficit, cracked down on terrorism, and signed a peace
agreement with Ecuador. As a result, for more than a decade now, Peru’s GDP and foreign
direct investment have grown uninterrupted.

•

Peru requested to become a member of the OECD in 2014. She is currently implementing policy
requirements and will likely achieve that status in 2021.

•

Foreigners do not need prior authorization to invest in the majority of economic activities.
Article 71 of the Peruvian Constitution protects the property rights of foreigners.

•

The Lima Stock Exchange (BVL) is a member of the MILA regional stock market. Since
December 2017, mutual funds registered in any Pacific Alliance country can trade in the BVL. In
July 2018, the Peruvian securities authority enacted regulations allowing the trade of funds
within the Pacific Alliance.

What are Latin America’s key strengths and weaknesses for this industry?
Wealth managers can find abundant investment opportunities across the region. The leading Swiss
wealth-management group, Julius Bär, argues Latin America is great for resource allocation given
the region’s combined $6 trillion in annual economic value, which makes it the world’s third
largest economy as a whole. Further, geographical, biological, and political diversity “means that it
is a strong player in a variety of economic sectors,” according to Julius Bär.

Strengths

Weaknesses

Geographical diversity

High dependence on commodity markets

Diverse political agendas

Political instability

Large, populous economies

Large infrastructure gap

Growing middle class

Inadequate investor education, low savings rate

Rising offer of ESG investment

Lagging technology and digitization
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Is the region taking advantage of emerging trends such as ESG investing?
An increasing number of investors in Latin America are demanding ESG-based products and
services, especially in the case of millennials. In fact, the PwC report indicates 75 percent of
surveyed “institutional investors believe the issue will become more important in the next five
years” in Latin America. In contrast, 74 percent believe the same for Europe, 63 percent for North
America, and 59 percent for Asia.
Proof thereof is that the total sum invested in private-equity ESG deals in Latin America in 2016
exceeded $1 billion, doubling the previous year’s. Nevertheless, the PwC report points out “the
majority of the capital deployed for impact investments stems from international investors.”
Previous Econ Americas coverage
“Chile Aims to Become Regional Financial Hub,” by Paz Gómez.
“Brazil’s Pension Reform: A Herculean Task,” by Maurício Bento.
“Ecuador: Violent Strikes Reveal Democracy on the Brink,” by Paz Gómez.
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