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Amid heightened geopolitical tensions in the Middle East, Latin America has experienced a sharp 

reversal from being the top-performing region within Emerging Markets in 1Q26 to a relative 

underperformer in 2Q26. The resulting rise in energy prices altered expectations for the global 

interest-rate cycle and weighed disproportionately on Latin American markets, which have some of 

the world's highest real interest rates. In addition, the region had limited participation in the narrow, 

AI-driven rally that dominated returns year-to-date. As the US progresses towards conflict resolution 

with Iran, many variables that acted as headwinds are likely to become tailwinds. Latin America 

offers an appealing set of bottom-up opportunities, while the broader region presents attractive 

valuations, scope for monetary easing, and light investor positioning. Against this backdrop, we 

believe Latin America is in the right place, at the right time.  

Latin America remains the world’s most inexpensive region, trading at 9.6x forward P/E. 

Valuations are below their own historical average and at a major discount to U.S. equities. In an 

environment where U.S. equity valuations are approaching near historic highs, partially driven by 

Technology sector multiples, Latin America offers a valuable diversification benefit. MSCI Latin 

America’s Technology weight is less than 1% whereas MSCI Asia’s Technology weight is nearly 54%. 

 

MSCI Latin America Fwd. P/E at a 50% Discount to the U.S. 

 

Source: J.P. Morgan, Bloomberg Finance L.P., MSCI 

 

Latin America directly benefits from the rotation out of the U.S. dollar. The region has some of 

the world's highest foreign exchange carry as the U.S. dollar weakens. With the backdrop of the U.S. 

and Eurozone deficits expanding and in a scenario of a weak U.S. dollar, Latin America stands to gain 

through improved management of external financing needs, favorable commodity pricing, and 

stronger trade competitiveness. Historically, this has been supportive from an equity perspective, 

with Latin America’s outperformance relative to U.S. equities often coinciding with periods of U.S. 

dollar weakness.  
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MSCI Latin America Performance vs. S&P 500 and Inverse U.S. Dollar 

 

Source: Bloomberg Finance L.P. 

 

Investor positioning remains light. Perhaps surprisingly, Latin America only represents 6.4% of the 

MSCI EM Index weight. For context, 20 years ago it represented 19.9% of the Index which coincided 

with a weaker U.S. dollar and strong commodity demand, driven by China’s industrialization. This 

time around it should be driven by strong demand in select commodities, energy security and AI 

infrastructure. Additionally, Latin America has decisively moved to the center politically, with 

Argentina, Chile, Peru, Colombia, Honduras, El Salvador, and Bolivia all governed by centrist 

governments.  Lower interest rates could trigger domestic portfolio inflows to Latin American 

equities which would increase the overall equity allocation of local savings from a historical low of 

6% to 15% by 2035, as per Morgan Stanley. In our view, a little effort can go a long way. 

 

Stock Market Capitalization/GDP – Latin America Is More Sensitive to Rotation 

 

 
 

Source: MSCI, IMF, Bradesco BBI 
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Mexico  
Mexico remains one of the primary beneficiaries of the global nearshoring trend. Despite common 

misperceptions in the news surrounding tariffs and benign GDP growth of 1.2% expected for 2026, 

foreign direct investment reached a record USD 23.6 billion in the first quarter of 2026, representing 

growth of 10.4% year-over-year. 

Within this context, we see Ternium as a differentiated opportunity. Ternium is a leading flat steel 

producer with operations spanning Mexico, Brazil, Argentina, and the United States. Following a 

period of elevated capital investment, Ternium is beginning to ramp production at its state-of-the-art 

Pesquerí a facility in Mexico. The ramp-up progression has exceeded expectations thus far, with 

utilization expected to approach full capacity by late 2026. The facility will increasingly integrate 

steel production that was previously sourced internationally, improving Ternium’s efficiency and 

positioning in serving higher-value end markets. USMCA negotiations remain a key variable. Current 

steel price differentials between Mexico and the United States remain elevated due to tariff 

uncertainty from the reinstatement of Section 232 tariffs of 25%, which was later escalated to 50% in 

June 2025. This is particularly striking, given that the U.S. is a net exporter of steel to Mexico. Looking 

ahead, any reduction in trade barriers could improve industry economics in Mexico. 

 

DRZ PM Marc Miller (Middle) at Ternium’s Pesquería Production Site in Mexico 

 

 

As the nearshoring trend continues, Vesta should be one of the main beneficiaries of the shifting 

global supply chains towards Mexico. Vesta is a leading industrial real estate development company, 

which has one of the largest and most modern property portfolios in Mexico. Over recent years, Vesta 

has expanded its land bank reserves meaningfully in core markets such as Guadalajara, Monterrey, 

and Mexico City. As they continue to develop projects in these areas, the company should be amongst 

the best-positioned players to capture the demand across key nearshoring corridors. We believe 

supply chains will continue to relocate to Mexico due to the proximity to the U.S. Cost 
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competitiveness also remains the driver at the forefront for many corporations expanding into 

Mexico. Despite several minimum wage increases over recent years, the average manufacturing wage 

in Mexico is $5.00/h, which is below China at $6.50/h average, as per North American Production 

Sharing (NAPS), and the U.S. above $30/h, as per MSCI. Furthermore, Mexico also has a young and 

increasingly skillful workforce. The U.S., in contrast, has 80% of the jobs in the services sector, and a 

shift back to labor-intensive parts of the supply chain would likely be harder to achieve, making 

Mexico the obvious choice as the next manufacturing hub. On July 1st, the USMCA (United States-

Canada-Mexico Agreement) renewal was not agreed upon, and there is the third round of bilateral 

talks scheduled for July 20th. While we expect some volatility regarding the timing of the USMCA 

renegotiation, we believe ultimately some form of renewal should prevail due to Mexico’s strategic 

importance to the U.S. 

 

DRZ PM Marc Miller (Right) in Mexico With the CEO of Vesta 

 

 Peru  
The outcome of the recent elections with the victory of a more moderate candidate, Keiko Fujimori, 

presents a once-in-a-generation opportunity for the country. Peru has had nine different presidents, 

coupled with social unrest, which has weighed on economic momentum in recent years. Nonetheless, 

Peru outperformed many regional peers, with GDP growth exceeding 3% in each of the past two 
years. Looking ahead with the new government, Peru has the potential to unlock higher foreign direct 

investment and accelerate long-delayed infrastructure projects, including road networks and airport 

modernization. Management teams across leading Peruvian corporates have highlighted the potential 
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for GDP growth to reaccelerate under the new administration, translating to higher loan growth, with 

mining expected to remain a key driver of investment. Furthermore, this election cycle also marks the 

return to a bicameral legislature following reforms approved in 2024. Congress’ composition has 

already been determined, creating an improved institutional check on the government. 

Against this backdrop, Credicorp remains one of the most attractive financial franchises in the 

region. As Peru's leading financial services company, Credicorp combines a dominant banking 

franchise BCP (Banco de Cre dito del Peru ), with ownership of Yape, the country's leading super app. 

Currently, 82% of the economically active population in Peru utilizes Yape. But the data point itself 

does not tell the full story. Yape is not just an app in the eyes of the Peruvians, but rather a community 

– as most Yape users refer to themselves as “Yaperos”. Yaperos use Yape in most everyday payment 

transactions. We see room for Credicorp to further leverage Yape’s footprint, given that Yape is now 

evolving its strategy from transaction frequency to monetization, predominantly through lending. 

This is significant, given that Peru is one of Latin America's more underpenetrated markets, with 

loans representing only 35% of GDP, cashless payments well below regional countries, and about 7 

million micro-entrepreneurs with no access to formal credit, as per the OECD. Yape is well positioned 

to capture this opportunity, offering loans to a segment of the population that did not have access to 

credit before. Management expects the portfolio to expand meaningfully over the next few years as 

customers migrate toward larger and longer-duration lending products, and drive Yape to become 

the second largest profit-contributing business of Credicorp. Despite new market entrants such as 

Revolut. Yape’s dominance should continue to be supported by its strong brand recognition. Beyond 

Peru, additional opportunities exist through Yape's expansion into Bolivia, a market that underwent a 

shift toward a more market-friendly government last year. 

 

DRZ PM Marc Miller (Left) in Peru With the CEO of BCP (Banco de Crédito del Perú)
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              Brazil  
Following a more centrist wave in recent election cycles across Latin America, Brazil stands out as 

one of the few major markets where the political cycle has yet to turn. After years of populist 

policymaking and some of the world's highest real interest rates, the scope for policy normalization 

remains significant. 

An easing monetary cycle coinciding with a presidential election in October would be a combination 

not seen since 2006, potentially creating a more constructive backdrop for Brazilian equities. Current 

polls favor the incumbent President Lula, a scenario we believe is already reflected in valuations. The 

Ibovespa Index trades only at 8x forward P/E, making it one of the most inexpensive equity markets 

globally. President Lula’s re-election would likely imply policy continuity, which should not 

meaningfully change the bottom-up fundamentals for Brazil. 

Brazil Is the Most Inexpensive Major Equity Market (12-Month Forward P/E) 

 

 

Source: Bradesco BBI 

We believe BTG Pactual is particularly well-positioned. As one of Brazil’s leading financial 

institutions, we believe BTG should continue gaining market share across its diverse businesses while 

expanding its presence throughout Latin America. Under the leadership of Chairman Andre  Esteves, 

who co-founded the company, the firm has had a complete transformation, strengthened its 

competitive positioning, and scaled profitability. Since 2018, BTG has more than doubled its market 
share in several segments, such as investment banking, asset management, and retail banking, while 

it has been scaling further into private payrolls. 

A scenario of a faster rate-cutting cycle would likely create a more supportive backdrop for capital 
markets activity, increase participation from local equity investors, and stimulate corporate 
investment, all of which would benefit several of BTG’s core businesses. We also believe the market 
underappreciates the extent of BTG’s transformation. Today, the business model is more asset-light, 
with asset and wealth management divisions contributing to a larger share of earnings. As a result, 
we see potential for a more fundamental valuation re-rating. Conversely, if rates were to remain 
higher for longer, BTG should continue to leverage its fixed-income franchise and lending divisions. A 
case in point would be the company’s performance in recent years, marked by high interest rates, 
where BTG expanded its adjusted return on average equity from 20.3% in 2021 to 26.9% in 2025. 
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DRZ —  Our  Differentiating Factors  
To conclude, we believe Latin America is on the cusp of a multi-year re-rating story, and the recent 

underperformance offers an exciting opportunity to revisit the investment case. We are guided by our 

30+ year investment process and deep local knowledge of the region, which supports our 

fundamental bottom-up investment approach.  
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DePrince, Race & Zollo, Inc. has presented this report in compliance with the Global Investment 

Performance Standards (GIPS®).   

 

1. DePrince, Race & Zollo Inc. (DRZ) is an independent investment management firm, founded in 1995, that manages equity 

portfolios primarily for U.S. institutional clients. 

2. DRZ claims compliance with the Global Investment Performance Standards (GIPS®) and has prepared and presented this 

report in compliance with the GIPS standards. DRZ has been independently verified for the periods March 31, 1995 through 

December 31, 2025 by The Spaulding Group. The verification reports are available upon request. A firm that claims 

compliance with the GIPS standards must establish policies and procedures for complying with all the applicable 

requirements of the GIPS Standards. Verification provides assurance on whether the firm’s policies and procedures related 

to composite and pooled fund maintenance, as well as the calculation, presentation, and distribution of performance, have 

been designed in compliance with the GIPS standards and have been implemented on a firm-wide basis. Verification does 

not provide assurance on the accuracy of any specific performance report. 

3. GIPS® is a registered trademark of CFA Institute. CFA Institute does not endorse or promote this organization, nor does it 

warrant the accuracy or quality of the content contained herein. 

4. Additional information regarding the firm’s policies for valuing portfolios, calculating performance, and preparing GIPS 

reports are available upon request. 

DePrince, Race & Zollo, Inc.  

EMERGING MARKETS COMPOSITE  

June 30, 2010 through June 30, 2026  
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5. The composite invests in global stocks through ADRs and securities in emerging market countries that have an expected 

positive dividend yield and a market capitalization typically above $500 million. Holdings that do not achieve the expected 

dividend yield may be considered for sale. 

6. Past performance is not indicative of future results. The actual return and value of an account will fluctuate and at any point 

could be worth more or less than the amount invested. Individual account performance will vary according to individual 

client investment objectives. 

7. The benchmark is the MSCI Emerging Markets Index (“Index”) which is a free float-adjusted market capitalization index of 

companies in emerging markets. The Index captures approximately 2,600 mid and large cap securities across more than two 

dozen emerging market countries. DRZ's Emerging Markets portfolios generally consists of 50-80 securities and do not have 

exposure to all countries included in the Index. While the Index is believed to the most relevant benchmark, material 

differences exist between the Index and DRZ's managed portfolios. Discussion of securities’ price fluctuations during the 

period is provided for informational purposes only. If performance of a holding is discussed, the example was chosen based 

on the positions that had the most impact to the portfolio’s overall return for the period. The portfolio’s Net of Fees provides 

the cumulative performance of all positions held. Period performance of each security held in the portfolio is available upon 

request. 

8. Total time-weighted rates of return are expressed in US dollars. Computations include the reinvestment of all dividends and 

capital gains. For investments in ADRs and foreign domiciled companies, dividends are included net of any withholding 

taxes. 

9. The composite creation date is July 1, 2010, and the composite inception date is June 30, 2010. DRZ’s list of composite 

descriptions is available upon request. 

10. Prior to 2020, accounts included in the composite had a minimum asset level of $1 million. Beginning in 2020, no minimums 

are used as inclusion criteria. Accounts subject to performance fees are not included in the composite. 

11. The gross-of-fees returns are net of actual trading costs. 

12. Net-of-fees returns are calculated by deducting a model management fee of 0.063%, 0.75/12th of the highest management 

fee of 0.75% from the monthly gross-of fee composite return. Starting in 2020 the fee schedule was revised retroactively 

from 90 to 75bps. 

13. DRZ’s standard fee schedule for Emerging Markets Value is 0.750% on all amounts. 

14. Accrued income shown on this report is a preliminary estimate. Accruals reported to the system generating this report that 

do not reflect a pay date or have estimated currency exchange rates at payment date are not reflected in this report. As a 

result, total market value and performance shown here may differ from your custodian’s records by these amounts. 

15. Internal dispersion is calculated using the equal-weighted standard deviation of annual gross-of-fee returns of those 

portfolios that were included in the composite for the entire year; it is not presented for periods with 5 or fewer portfolios. 

The three-year annualized ex-post standard deviation measures the variability of the composite gross-of-fee returns and the 

benchmark returns over the preceding 36 months period. The composite doesn’t have the three-year annualized standard 

deviation for 2011 and 2012 because 36 monthly returns are not available. The three-year ex-post standard deviation is not 

required for periods prior to 2011. 

16. All information including portfolio and performance statistics contained in this document is presented at the composite 

level rather than for an individual account. This presentation is for informational purposes only and should not be deemed 

as a recommendation to buy the securities mentioned. The securities highlighted in this document, if any, represent recent 

holdings. It should not be assumed that recommendations made in the future will be profitable or will equal the 

performance of the securities discussed in this report. 

17. If clients are listed in this document, it is not known whether they approve or disapprove of DRZ or the advisory services it 

provides. If included, the representative clients listed in this document are a cross section of current accounts that maintain 

similar investment objectives as those expressed by DRZ’s prospective clients. This list may include accounts that are not 

invested in the investment strategy described in this document. 

18. Portfolio characteristics shown are of a representative account with no material investment restrictions. Portfolio 

characteristics include Annual Turnover, Weighted Avg Market Cap, Top 10 Holdings, Sector Weights, Country Weights, 

among others shown. DRZ attempts to manage all accounts within the same strategy pari passu. 

19. “Strategy Assets” includes the market value of all accounts managed according to the applicable DRZ investment discipline. 

“Total Composite Assets” is a smaller subset of Strategy Assets that includes only accounts that have materially similar 

investment guidelines. 


