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Mexico has taken a somewhat unique approach to combatting the “invisible enemy” of SARS-CoV-2. President Andrés
Manuel López Obrador, popularly known as AMLO, actively
downplayed the threat posed by the virus , before reluctantly
declaring a public health emergency on Tuesday, 31 March.
He then advised non-essential workers to stay home, two
weeks after much of the world was already locked down.

“This is a bubble. There will be scarce
activity in 2Q20, and then little by little,
things will reactivate in the second half”

“The government was trying to prevent an economic impact,
especially on the informal economy, to avoid a social problem,” explained Galicia Abogados Founding Partner Manuel
Galicia.
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More recently, AMLO has used his updates to the nation to
rail against government bailouts and predatory neoliberal
lending practices that only benefit the rich. Mexico’s private
sector, he has maintained, shouldn’t hold its breath for a
rescue package.
“We will face the health crisis and the crisis of neoliberalism
with a unique approach, one that will protect the majority,
especially those in need, the poorest, that will serve everyone,”
the president said in his address to the nation on 28 April.
Mexico’s private sector didn’t wait for a bailout. Those able
to telecommute did so beginning in mid-March, though

MANUEL GALICIA
GALICIA ABOGADOS

DEALMAKER CONFIDENCE (Next 12 Months)
• Crisis Management:

4

• Economic Outlook:

5

• M&A Forecast:

7

• Private Equity Outlook:

5

• Equity Capital Markets:

4

schools and restaurants remained open and many went about
their daily business as usual until the beginning of April. “There
was a situation in which the private sector was behaving one
way, and the government another,” said Galicia. Testing was
initially only offered in select government labs, before it was
extended to private labs, a similar bottleneck faced in the US,
noted Serficor IMAP Partner Gabriel Millán.
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“There will be businesspersons,
not this year, but in 2021 or
2022, who will look to sell their
companies. They’ve
recognized they
aren’t invincible”

in Mexico City, the epicenter of contagion
in the country, I can assure you that other
parts of the country are heeding official
health advisories even less.”

GABRIEL MILLÁN
SERFICOR IMAP
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The Mexican authorities have since
issued several decrees granting emergency powers and extended the 31 March
quarantine through the end of May. On
23 April health officials announced plans
to manufacture ventilators in Mexico in
partnership with private entities acting in
solidarity in anticipation of a peak in confirmed cases projected for mid-May.
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Leading Subsectors by Deal Volume

“The government has been sending
strange signals, leaving many perplexed,”
said Millán. The slow and dismissive reaction of the president reduced compliance
when the stay-at-home orders were finally
issued, Millán said, and images of people
filling the streets immediately thereafter
demonstrated the poor compliance with
to “social distancing”, or “sana distancia”
as it’s been promoted in Mexico.
The launch of a super hero character,
“Susana Distancia”, by Mexico’s Secretariat
of Health didn’t reverse the relaxed attitude held by many, thanks in large part to
AMLO’s insistence on greeting supporters
with handshakes and hugs as the rest
of the world “sheltered in place”, Millán
said. “If that’s how people are behaving

Mexico was already suffering a slowdown with a weak 2H19 after a relatively
strong first half, noted RIóN M&A Partner
Alexander von Griesheim. The government wasn’t investing, and there were
no infrastructure or healthcare projects
announced, he said. “At the end of the
day, government spending does matter;
the private sector follows the public sector’s lead.” Corporate earnings missed
targets as the year drew to a close and
the pending finalization of the free trade
agreement, had put investments on hold,
he said.
AMLO’s cancellation of Mexico City’s
new international airport as presidentelect became the symbol of winded
investor confidence as the full year of his
presidency wound down, sources said.
“Decisions began to be delayed, everything
began taking longer; we began 2020 with

M&A DEAL VOLUME AND AGGREGATE VALUE
(YTD 1 January - 30 April)
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several live processes underway,” Millán
said. Serficor closed two deals in early
2020, but the majority of its mandates
have since been put on standby, he noted.
“Mexico went into the crisis a little sick
already,” Millán said. “The thinking was
that Mexico would grow marginally this
year, or contract slightly,” he said. Now,
he said, Mexico’s GDP is projected to contract by 4% in 2020 and the investment
bank has shifted its focus to advising clients on how to remain solvent through
the crisis. “That’s the priority of businesspersons today.”
Galicia Abogados Founder Manuel Galicia
echoed a similar experience. After a
record 2018 and a strong start to 2019,
there was an appreciable drop in transactional activity in 2Q19 and into 2H19,
notwithstanding the firm’s own growth
over 2018 for the year as whole, he said.
Despite the prospect of a contraction in
the short-term, Mexico could emerge
from the crisis in a favorable position in
light of the new USMCA trade deal, ultimately signed by the US on 29 January
2020, and the lingering tension between
the US and China, which will likely reorient
supply chains closer to home, said Galicia.
In the meantime, the precipitous fall in oil
prices and AMLO’s traditional energy policies impact Pemex, the country’s currency

and the general sense of uncertainty,
he added. Mexico’s renewable energy
industry, which boomed under the previous administration, has been a victim of
AMLO’s conventional thinking, Galicia said.
“You can play politics all you want, but
Mexico has serious energy needs,” Galicia
said. Chinese companies are regrouping
and looking at opportunities in Mexico’s
energy industry, he noted, in both oil and
gas and renewables, despite an unfavorable business environment in the sector.
Deal making in Mexico’s financial services
industry, which leads M&A by volume,
actually picked up by 8% to the close of
April, according to TTR data. Tech deal
volume fell 33% YTD, meanwhile, and real
estate transactions dropped 20%, with a
17% increase in the number of deals in the
transport sector over the same stretch of
2019. Private equity deals fell 63% to the
close of April, with inbound acquisitions
led by US-based buyers down nearly 18%.
Galicia Abogados continues to negotiate
transactions despite the lockdown, with
the healthcare and energy sectors having held up somewhat, Galicia said, but
the firm’s transactional mandates have
been increasingly matched by regulatory,
restructuring and litigation matters, he
said.
www.TTRecord.com

Inbound M&A Volume
from the US
2016

45 (0%)

2017

48 ( 6.67%)

2018

62 ( 29.17%)

2019

73 ( 17.74%)

2020 YTD
1 Jan -30 Apr

14 ( 17.65%)

% All the percentages represent a variation relative
to the same period the previous year.
Source: TTR - Transactional Track Record

Even as 1Q20 came to an end, the firm’s
workload remained heavy, Galicia noted.
“There’ve been a great number of consultations,” he said. “Not all of them will
turn into deals, but it’s important to maintain that proximity with clients.” The next
few months don’t look so good, however,
Galicia said. “This is a bubble. There will
be scarce activity in 2Q20, and then little
by little, things will reactivate in the second half.”
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RIóN M&A also began the year with a
strong pipeline that rolled over from
2019, alongside some new projects, von
Grieshiem said, before adding, “That
lasted 60 days.” Practically 80% of the
deals the advisor was working on have
been put on standby, he said, whether by
sellers concerned about poor numbers, or
by buyers worried about preserving cash.
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“There are talks that haven’t been held up,”
he said, “one in the health sector, another
in logistics, and one or two others that are
strategic for the buyer where the seller
is doing okay; they’re saying, ‘let’s move
forward, cautiously ’.” The pharmaceutical
industry remains active, he noted, along
with food and beverage manufacturing,
select niches in the healthcare industry
and last mile logistics.

While delivery services were already
beginning to become popular in Mexico
before the lockdown, there’s been a massive increase in demand, von Griesheim
noted. Grocery deliveries that would normally arrive the same day are now taking
two-to-three days to be delivered, he
said, accelerating a market trend that was
already underway.
There will be industries that take a lighter
hit, noted Millán. Food retail and delivery services are experiencing a boom,
he agreed. Telecoms and companies that
provide IT networks, remote work and
distance learning platforms and e-commerce are in demand like never before,
Millán noted, while Mexico’s physical
entertainment outlets and emblematic
theme parks sit idle and empty.
Discretionary consumer and retail are
suffering tremendously, von Griesheim
noted, and most retailers aren’t able to
compete effectively with first movers in
the e-commerce space to mitigate their
losses from brick and mortar sales.
Serficor has been receiving calls from businesspersons interested in M&A for the
first time, Millán said. “There’s a certain
panic,” he said. “They’re considering what

Private Equity - YEAR TO DATE REVIEW
(1 January - 30 April)

2020
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they’ve never considered: selling a stake in
their company, or even selling a majority.”
The uptick in M&A that this crisis precipitates won’t be immediate, however,
Millán said. “There will be businesspersons, not this year, but in 2021 or 2022,
who will look to sell their companies.
They’ve recognized they aren’t invincible,”
Millán added.
In the meantime, Millán said he expected
the bank’s restructuring desk to be busy
once the quarantine is lifted. There’s
going to be a great opportunity for mezzanine debt for those positioned to meet
that demand, he said.

PRIVATE EQUITY
Those with capital are going to have many
opportunities, said RIóN M&A Partner
Alexander von Griesheim. Those funds
that were already invested will face a lot
of write-downs, and exits will be postponed in most cases, he added.
There will, without a doubt, be many distressed opportunities, von Griesheim
said, and the hospitality and entertainment industry, especially, will consolidate.
RIóN M&A doesn’t have a distressed practice per se, but the investment bank will
certainly face more of these situations,
von Griesheim noted.
Private equity funds in Mexico will be
somewhat resilient thanks to their exposure to infrastructure assets that have
more stable long-term returns relative
to other sectors, even in the face of an
enduring economic recession, Galicia
said. Other sectors in which private equity
funds have invested heavily in the country
include real estate, healthcare and pharmaceuticals, he said.

“There will be opportunities for
private equity in both distressed
sectors and those that
are more resilient to
the crisis”
JAIME SÁNCHEZ
E CAPITAL FUND
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“These are three sectors that are highly
regulated and there will continue to be
opportunities, but deal volumes will be
lower as a result of the uncertainty perpetuated by the government,” Galicia
said. These are also critical sectors for
the government, but sectors in which
the government hasn’t promulgated very
business-friendly policies, he added.
Serficor‘s Gabriel Millán said the firm
is using the lull in M&A to study sectors
poised to rebound fastest, review private equity portfolios and analyze the
future role of multinationals in Mexico
post-crisis.
Private equity funds are largely preoccupied with maintaining their portfolio
companies afloat, said Millán. Those with
dry power have a bundle of opportunities in store, he agreed, noting about 30%
of Serficor’s mandates are with private
equity funds.
Highly levered assets will represent
opportunities for private equity funds to
take out shareholders in distress, said E
Capital Fund Managing Director Jaime
Sanchez. “There will be opportunities for
private equity in both distressed sectors
www.TTRecord.com

and those that are more resilient to the
crisis,” he said. Those fund managers in
the fundraising phase of their investment
cycles will face a challenging environment
to secure new commitments, however, he
acknowledged.
Multilateral development banks have a
key role to play supporting private equity
to speed up a recovery, Millán said. There
will be areas where traditional financing
doesn’t reach, he noted, and the established practice of investing in funds of
funds is particularly well suited to Mexico,
where private equity investors have
been attracted to sectors of relevance
to develop partners, including financial
services that facilitate access and inclusion, infrastructure and last-mile services
for low-income people. “Investments in
these areas will be very important in the
post-crisis scenario,” Millán said.

noting he was aware of an issuance that
was moving forward without hiccups.

HANDLING THE CRISIS
Mexico has not suffered a significant
health crisis to data relative to other
nations, based on the official figures of
nearly 1,600 deaths attributed to the
virus and some 17,000 confirmed cases at

“There’s going to be an
adjustment on a global level
across different
economies and
industries”
ALEXANDER VON GRIESHEIM
RIÓN M&A
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Mexico’s stock market has seen little
activity in recent years where IPOs are
concerned, and that’s unlikely to change in
the medium-term, said Galicia Abogados
Partner Manuel Galicia. “We don’t expect
much work in capital markets transactions, but we do expect to see more debt
deals,” he said.
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The Bolsa Mexicana de Valores (BMV) was
hardly buoyant in 2019, Millán pointed out,
and capital markets transactions will need
to be very creative to fly in the months
ahead. “Equity capital markets have been
most affected,” Millán said. There were
just two follow-on transactions on the
BMV in 2019, with no ECM activity in 2020
YTD, according to TTR data.
Bonds can be useful instruments in times
like this, said E-Capital’s Jaime Sanchez,

Notwithstanding the lockdown, which will
remain in place at least until the end of
May, RIóN M&A continues working on
several projects, some of them initiated in
the remote work environment, said von
Griesheim. The investment bank is advising clients on how to adapt to the “new
normal”, he said. “Everyone is going to
have a Covid-adjusted EBITDA, whether
negative or positive.”
Serficor too is advising clients on how to
weather the unique conditions of the day
as transactional work is put on hold, said
Millán. Serficor is still working on a few
transactions, he said, namely in the financial, business process outsourcing and
automotive sectors. “The automotive sector was already suffering and has now been
thrust into a critical situation,” he said.

DEALMAKER CONFIDENCE (Next 12 Months)

EQUITY CAPITAL MARKETS

bread without all the personal hygiene
and safety measures in place, the threat
is considerable. “This has us on standby,”
von Griesheim said.
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the close of April. That doesn’t necessarily mean the country was well prepared
to face a pandemic or that Mexico is out
of the woods yet, however, sources told
TTR. “In terms of hospital beds per citizen,
we’re far from where we need to be,” von
Griesheim noted.
One decree passed by the federal government as it began to give more credence
to the public health threat, would allow it
to take control of private hospitals should
public facilities be overwhelmed, Galicia
noted. That scene has not unfolded, von
Griesheim noted, but in a country the size
of Mexico, where many toil for their daily

As demand for new cars wavered even
before the economic fallout hit Mexico,
VW, Audi and Ford shut down plants and
have had to keep paying staff with no
cash flow, with no production, said Millán.
“Faltering sales had already pushed inventories up; these were technical closures,”
he said.
E-Capital Founder Jaime Sanchez knows all
too well the suffering the automotive sector is enduring, he said. One of the fund’s
investments supplies injection-molded
plastics to Mexico’s automotive industry.
With 70% of the company’s production
geared towards the auto industry, sales
have tumbled, Sanchez said. Though
Mexico’s financial institutions have
taken it upon themselves to offer greater-than-normal flexibility to their clients,
including a grace period on outstanding
loans and deferred credit card repayments, banks are being cautious, Sanchez
said. “They feel there’s going to be a wave

of default; especially among tourism businesses and auto parts manufacturers.”
Banks have offered a four-month grace
period on credits, von Griesheim noted,
and many companies have taken advantage of revolving credit lines to reinforce
their cash positions. “They realized that 10
years ago in the Lehman crisis they cut off
credit and sent companies to die.” There
are many people and businesses amicably
negotiating similar discounts and being
flexible to reduce the impact rather than
lose clients, von Griesheim noted.
The fact that Mexico has survived many
crises prepared the private sector to some
extent to be less reliant on the state, von
Griesheim said, leading to a restrained
reaction to the announcement of a USD
200m package of support. “What can they
do with that, buy a round of tacos for
everyone?”
“Being so close to our clients, we know
they are facing a very difficult situation.
They need working capital and they need
to establish a control tower so that if this
lasts one month, two months, or three
months, they can endure,” said Millán.
Companies are postponing investments
in capital goods and machinery; Capital
expenditure is being reigned in to meet
working capital needs, he added.
“I’m concerned about the confidence
of international investors,” said von
Griesheim. If AMLO has no reservations about taking on a company like
Constellation Brands, which was forced
to abandon plans for a new brewery in
Mexicali amid concern among farmers in
the area over water shortages, imagine
how little power smaller companies with
less clout would have in the face of such
action. “That makes me more cautious
when it comes to my M&A outlook, so I’m
not too optimistic,” von Griesheim said.
Mexico can’t afford to lose investor confidence completely, however, Millán
www.TTRecord.com

said, and has always negotiated with and
compensated investors when they are
shortchanged. This was the case when
the airport was cancelled, as it is with
Constellation, Millán argued.
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The current crisis takes uncertainty to
a new level beyond the whims and idiosyncrasies of the country’s populist
president, said Millán, which requires a
more extreme, survivalist approach.
“If companies and business leaders aren’t
thinking outside the box about how to
grow their businesses organically and
inorganically now, it’s because they didn’t
have the discipline to do so before. The
climb to recovery is going to be especially
steep for them,” said Millán, adding, “This
is a moment for action. There will be
opportunities to grow.”
“We’re facing interesting times; it’ll be
interesting to see how industries are
transformed,” von Griesheim noted.
“There’s going to be an adjustment on a
global level across different economies
and industries.”
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Alexander von Griesheim

Jaime Sánchez

RIóN M&A

E Capital Fund

Partner

Managing Director

Alexander von Griesheim joined Pablo Rión in
2005 as an associate after working with Aguilar
Portilla y Asociados for five years. Since then, he
has closed more than 20 transactions in diverse
sectors.

Jaime Sánchez has been directly involved in the
development of Mexico’s PE/VC ecosystem over
the past 20 years as director of several funds,
including Discovery America, Mexico Ventures,
the Abraaj Group and CI GEM.

Gabriel Millán

Manuel Galicia

Serficor IMAP

Galicia Abogados

Partner

Founding Partner

Gabriel Millán has more than 25 years of experience advising closely held and Fortune 500 companies in cross-border M&A, private equity and joint
ventures. His expertise includes succession planning and family-owned business strategies.

Manuel Galicia focuses his practice on corporate
finance, M&A, capital markets and private equity.
His experience includes debt and equity issuances,
privatizations and restructuring, as well as advisory
work on landmark free trade agreements.
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