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Key Takeaways 

 Overall: Credit conditions in emerging markets (EMs) continue improving, supported by 
sustained economic recovery in developed countries and in many cases improving domestic 
demand as EM economies are able to resume activities. Notably, the economic fallout from 
intermittent lockdowns resulting from ongoing pandemic waves hasn't been as severe as 
that from the initial social distancing measures in early 2020.  

 Risks: Downside risks for EMs remain significant. The pandemic has not abated in many key 
EMs, and while the vaccination rate has accelerated in most key EMs, it will still take a 
median of eight months to reach widespread immunity. Slow vaccination leaves EMs 
vulnerable to new lockdowns and COVID variants, which could undermine overall credit 
conditions. A rapid adjustment in U.S. interest rates and persistent inflation could worsen 
financing conditions for EMs. 

 Credit: Overall, negative rating bias (the percentage of ratings with negative outlooks or 
placed on CreditWatch negative) has receded in most EMs, except for entities in EM Asia 
(excluding China) where it remains above historical averages. While this is a sign that credit 
conditions have improved, in many cases negative outlooks led to downgrades. In other 
words, the panorama looks more stable for rated entities but the pandemic fallout is now 
reflected in weaker fundamentals in many sectors.  

 

(Editor's Note: S&P Global Ratings' Credit Conditions Committees meet quarterly to review macroeconomic conditions in each of 

four regions [Asia-Pacific, EMs, North America, and Europe]. Discussions center on identifying credit risks and their potential 

ratings impact in various asset classes, as well as borrowing and lending trends for businesses and consumers. This commentary 

reflects views discussed in the EMs committee on June 21, 2021.)   
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Top EM Risks 
Table 1  
Top EM Risks 

The prevalence of COVID-19 across key EMs, slow vaccination progress, and new variants dampening economic recovery 

Risk level* Very low Moderate Elevated High Very high  Risk trend** Improving Unchanged Worsening 

Vaccination progress To -and-
capacity, we think wider vaccination rollout is necessary across most EMs. At the current vaccination pace, fully vaccinating roughly 75% of the populations will 
likely take at least u leads to 
renewed lockdowns.     

Risk of a rapid adjustment in U.S. yield is pushing up debt costs, creating volatile financing conditions, and narrowing 

access to credit markets 

Risk level* Very low Moderate Elevated High Very high  Risk trend** Improving Unchanged Worsening 
 

Financing conditions remain supportive, but rising inflation is lifting yields. Despite still low financing costs, we have seen a recent uptick in yields to varying 
degrees, which is partly the result of increasing concerns that the Federal Reserve might need to remove the monetary stimulus earlier than expected as the U.S. 
economy continues to recover. A rapid and volatile market repricing or persistently elevated inflation would especially pressure corporate credit quality at the lower 
end of the rating scale and EMs. The EMs most at risk are the usual suspects; those that heavily rely on foreign funding and large external and/or fiscal imbalances. 
Moreover, issuers in the lower end of the face intermittent funding availability. 

Persistent challenges for highly indebted governments and low-rated corporations  

Risk level* Very low Moderate Elevated High Very high  Risk trend** Improving Unchanged Worsening 

Ongoing economic recovery is supportive for EM sovereigns and corporations, given that government revenues and corporate earnings are beginning to recover 
across countries and sectors. However, economic recovery is creating new difficulties, including inflationary pressures and the potential for higher interest rates 
domestically and abroad. Furthermore, as economy rebounds, governments will need to figure out the proper timing for withdrawing stimulus and support 
measures such as debt forbearance. This in turn could expose heavily indebted corporations to additional pressures and the risks of downgrades and defaults--
despite the currently improving conditions--  

Corporations across EMs (and the globe) are also facing rising costs due to increasing commodity prices, including fuel, and supply chain disruptions stemming 
from the pandemic. Some sectors, such as commodity exporters, benefit from this phenomenon: corporations might be able to transfer rising costs to their 
customers, but those facing higher competition will probably have to absorb the greater costs, eroding their already weakened profits. 

EM sovereign debt has rapidly increased following efforts to contain the pandemic shock. Now, considerable fiscal consolidation is necessary to stabilize 
government debt levels. There are substantial risks to doing so, including weaker real and nominal GDP growth due to extended pandemic effects, premature 
stimulus withdrawal (fiscal and monetary), failure to cut spending due to political resistance, and materializing contingent liabilities. In our view, failure to stabilize 
debt will probably weaken credit quality.   

Wide income inequality, increasing poverty levels, and poor access to health services are spurring social unrest 

Risk level* Very low Moderate Elevated High Very high  Risk trend** Improving Unchanged Worsening 
 

The risk of social unrest in EMs will remain high, undermining policy predictability. Social unrest in Colombia over a tax proposal underscores a wider issue across 
several EMs: the pandemic hit the middle- and lower-income households the hardest, and income inequality has worsened. Fiscal adjustments will be necessary in 
several EMs to pay for the COVID-19 stimulus bills. Additionally, in many cases, households hit the worst during the pandemic may have to pay a high proportion of 
that bill, creating challenging social and political dynamics and ultimately increasing policy uncertainty. 

U.S.-China strategic confrontations and geopolitical tensions escalating 

Risk level* Very low Moderate Elevated High Very high  Risk trend** Improving Unchanged Worsening 
 

The new U.S. administration appears to have modified its indicated by the June 2021 G7 
-term risk volatility, while actions (albeit continuing) by both sides are likely to be 

more measured. Consequently, we lowered the risk level to elevated from high. That said, the risk remains a medium-to-long term one. Further actions and counter-
actions could constrain cross-border investments and increase costs of traded goods and services, intellectual property, investments, and financial transactions 
betw there could be a knock-
players could suffer disproportionately.  

Other geopolitical tensions remain a concern for several EMs. Overall communications between the U.S. and Russia have improved after a recent face-to-face 
meeting between Presidents Biden and Putin. However, potential for new sanctions on Russia remains, and several issues between the two countries remain 
unresolved. The potential re-instatement of the Iran nuclear deal in 2021, while broadly positive, will nevertheless continue to be a source of tension for Israel and 
Saudi Arabia. Turkey's increasing regional ambitions have also ruffled feathers within the region, even with longstanding allies. 

Sources: S&P Global Ratings. 

* Risk levels may be classified as very low, moderate, elevated, high, or very high, and are evaluated by considering both the likelihood and systemic impact of such an event occurring over 
the next one to two years. Typically, these risks are not factored into our base case rating assumptions unless the risk level is very high. 

** Risk trend reflects our current view on whether the risk level could increase or decrease over the next 12 months. 
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Regional Credit Conditions 

Some improvement, yet still a long road ahead 

Sustained economic recovery in the U.S., China, and other developed economies along with some 

progress in resuming domestic economic activity following pandemic containment is supporting a 

mild improvement in EMs' credit conditions. However, this improvement is uneven and relevant 

risks prevail. EMs that are doing better in resuming economic activity and growth are those that 

have benefited from higher commodity prices, increasing exports, and stronger-than-expected 

domestic demand. Economic activity continues to benefit from stimulus measures in most EMs, 

but also from households and businesses that are adapting to pandemic-related trends.  

Notably, the economic impact from intermittent lockdowns resulting from ongoing pandemic waves 

hasn't been as severe as that from the initial social distancing measures in early 2020. In our view, 

this reflects on one hand that measures to contain the virus across EMs have been more focused 

and in general less stringent, and on the other, that households and businesses are learning to live 

with the virus and have resumed their activities to the degree that containment measures allow. 

Still, there are many sectors that continue to struggle, especially those linked to tourism (see chart 

4), entertainment, and other face-to-face activities. 

Downside risks for EMs are still significant. The pandemic has not abated in many key EMs, and 

while the vaccination rate has accelerated in most key EMs, it will still take a median of eight 

months to reach widespread immunity. New COVID-19 cases are still near record highs in some 

countries, especially in LatAm, and failure to vaccinate more quickly keeps those economies at risk 

of new lockdowns. Slow vaccination rollout could also expose EMs to new virus variants that could 

be more contagious and deadlier, as is the case for the Delta variant, which has overwhelmed 

human losses. High numbers of COVID-19 

cases could especially harm EMs in which tourism and related services contribute meaningfully to 

their economies, such as the Philippines, Thailand, and Turkey (see chart 4). 

A considerable risk for EMs is the potential for an early rise in U.S. Federal Reserve interest rates. 

The U.S. economy is solidly recovering and its vaccination program has been progressing quickly 

thus far. The fast U.S. economic recovery is fueling investors' expectations for rising inflation there, 

and consequently a faster-than-expected monetary tightening. The fear of early interest rate 

normalization is generating market volatility and pressure on EM currencies. Sustained pressure on 

yields, and especially a rapid increase of short-term yields, could spur borrowing costs, especially 

for lower-rated entities. In such a scenario, the EMs most at risk are those that largely rely on 

foreign funding and that have large external and/or fiscal imbalances.   

The recent rise in commodity prices is supportive for most EMs, but inflation risk is increasing, 

along with pressure for tighter monetary policy. Rising commodity prices tend to benefit EMs, 

especially energy producers (Colombia, Russia, and Saudi Arabia) and metals (Brazil, Chile, and 

South Africa). However, the recent rapid increase in commodity prices is heightening inflationary 

pressures that could linger for some time. Higher inflation could prompt some EM central banks to 

tighten monetary policy earlier rather than later to contain inflation rates at a time when economic 

recovery is fragile and vulnerable to setbacks. Brazil, Mexico, and Russia have already raised their 

policy rates, and we expect Argentina, Chile, Colombia and India to do so in the second half of 2021. 

EM corporations could struggle with the recent uptick in inflation as their costs rise, especially if 

this effect isn't transitory as we expect. Many entities will be able to pass these increases to their 

customers, but for those corporations in the most contested sectors, this might not be the case and 

their profits will be further pressured, undermining their recovery path and fundamentals. We 

recently reviewed our recovery prospects across regions, and we considered these risks along with 

other relevant factors (read more in: "COVID-19 Heat Map: Pent-Up Demand And Supply Shortages 

Further Improve Recovery Prospects For Credit Quality," June 8, 2021). Recovery progress diverges 

across sectors and jurisdictions. Some sectors are recovering ahead of expectations while others 

continue lagging, and a few were resilient through the downturn as we previously expected: 
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 For Asia-Pacific, we still expect a protracted recovery toward late 2022 or 2023 for cyclical 
transportation sectors (especially airlines), tourism-led sectors such as lodging and gaming, 
auto, and oil and gas, given the sharp revenue and profit contraction that took place in 2020. 
Revenue and profit growth has picked up steam in the discretionary retail, homebuilders, and 
hardware/semiconductor sectors in APAC. As a result, we now anticipate those revenues, 
profits, and credit ratios will recover about six months earlier than we had anticipated at the 
beginning of this year. 

 For EMEA, sectors such as luxury goods and discretionary consumer products that are exposed 
to demand outside Europe, in particular to China and the U.S., are on average recovering faster 
than others. Globally, the metals sector is also performing better than we expected. Airports, 
airlines, and commercial aerospace remain sluggish and we expect them to recover after other 
sectors, beyond 2023. 

 In Latin America, commodity-driven industries are outperforming our expectations from a year 
ago because they're benefiting from the sharp increase in commodity prices, including metals, 
crude oil, and agricultural products. Restaurants, airlines and airports, gaming, and leisure 
continue to suffer from the abrupt contraction in demand last years and likely won't recover 
until immunization programs across the region and around the world restore safer conditions 
for socializing and mass interactions. 

Overall, negative rating bias (the percentage of ratings with negative outlooks or placed on 

CreditWatch negative) has receded in most EMs, except for entities in EM Asia (excluding China) 

where it remains above historical averages (see chart 3). While this is a sign that credit conditions 

have improved, in many cases negative outlooks led to downgrades. For example, in Latin America 

negative bias improved to 37% in May from 43% in April, but this was mainly driven by downgrades, 

including the sovereign downgrade of Colombia that led to downgrades of many financial 

institutions and corporations in that country. In other words, the panorama looks more stable for 

rated entities, but the pandemic fallout is now reflected in weaker fundamentals in many sectors. 

This also means that many entities will be more vulnerable to economic setbacks or worsening 

financing conditions going forward.  

Chart 1 Chart 2 

Share Of Population Fully Vaccinated And Time To 
Vaccinate 75% Of Population  

Change In Local Currency 10-Year Bond Yields Since The 
End Of 2020 

  

Source: Current pace is based on daily doses as of June 26, 2021. Source: 
OWID and S&P Global Ratings. 

Note: Data as of May 31, 2021. Source: S&P Global Ratings Research and 
Bloomberg. 
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Chart 3 Chart 4 

Regional Negative Bias (May vs. April 2021) Tourism Arrivals Remain Subdued in Many EM Economies 

  

Data as of May 31, 2021 and exclude sovereigns. Source: S&P Global 
Ratings Research. Latin America: Argentina, Brazil, Chile, Colombia, 
Mexico. Emerging Asia: India, Indonesia, Malaysia, Thailand, Philippines. 
EMEA: Poland, Russia, Saudi Arabia, South Africa, Turkey. Greater China: 
China, Hong Kong, Macau, Taiwan, and Red Chip companies. 

Source: CEIC; data for Russia as of March 2019 and March 2021 (QoQ 
comparison); South Africa  foreign visitor arrivals; Philippines and 
Malaysia are Dec. 2020 versus Dec. 2019. 
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Macroeconomic Conditions  
(Editor's Note: The views expressed in this section are those of S&P Global Ratings' economics team. While these views can help to 

inform the rating process, sovereign and other ratings are based on the decisions of ratings committees, exercising their analytical 

judgment in accordance with publicly available ratings criteria.) 

Resilience Rising, But Vaccinations are the Key to Recovery 

Most emerging markets (EMs) continue to struggle with managing the pandemic. Unlike the 

advanced economies  the U.S. and UK in particular  vaccination rollout remains low (see chart 5). 

This reflects both the demand and the supply side: vaccine hesitancy remains a challenge as does 

vaccine supply and the logistical difficulties of distributing them. As a result, as the COVID-19 virus 

continues to mutate, caseloads and hospitalizations remain stubbornly high. For example, the 

Delta variant was first identified in India and is now hitting Southeast Asia particularly hard. This 

leads to a now familiar result: additional lockdowns, which restrict mobility and impede the 

rebound in sectors requiring person-to-person contact. In short, the race between vaccines and 

virus variants continues to go to the latter. 

Chart 5 

COVID-19 Vaccine Doses Administered Per 100 Population 

 
Data as of June 23, 2021. Source: OWID 

The silver lining in this narrative is that countries are learning to live with the virus. Specifically, the 

economic impact of mobility restrictions appears to have fallen appreciably. While this process of 

adaptation is true across all countries, it is particularly important in EMs given the slower progress 

in vaccinations. Indeed, in most EMs we cover, output in the first quarter of 2021 was better than 

we expected, particularly in Latin America. Additionally, in many cases this wasn't a repeat of our 

previous export-led story driven by tech in Asia and hard commodities in LatAm and South Africa--

domestic demand also contributed. This stronger start to the year provides a base for higher growth 

in 2021, assuming an unchanged profile for the rest of the year. 

As the global economy recovers quickly, inflation pressures have emerged first in EMs. These 

reflect a combination of rising commodity prices, fiscal stimulus, weaker exchange rates, and 

supply demand mismatches interacting with weakly anchored inflation expectations. Central banks 
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in Brazil, Mexico, Russia, and Turkey have already raised policy rates to tighten financial conditions 

and rein in inflation pressures, and we think additional countries in LatAm and EM EMEA will likely 

raise rates by the end of the year. In contrast, inflation pressures in EM Asia remain muted outside 

of India. 

 

Table 2 

Real GDP Growth % 

 
Source: Oxford Economics; F--S&P Global Ratings forecast. Note: GDP aggregates are based on GDP PPP Weights. EM-14 
excludes China and India. 

Table 3 

Real GDP Changes From March Baseline (PP) 

 
Source: S&P Global Ratings 

LatAm (Argentina, Brazil, Chile, Colombia, Mexico, Peru) 

Latin America has been one of the hardest-hit regions by the pandemic among EMs, and we 

continue to expect it to be one of the slowest to recover. We have increased our average GDP growth 

projections for this year, lowered them for 2022, and kept our long-term assumptions broadly 

unchanged. On average, we expect GDP in the region to return to its pre-pandemic level in mid-

2022. 

Recent social and political instability will likely weigh on investor sentiment. Ongoing protests in 

Colombia over a proposed tax bill, the rise of anti-establishment political leaders in places like 

 have reduced the level of 

policy predictability. The hardest hit by the pandemic in Latin America have mostly been middle- 

and lower-income households, which will have important although still highly uncertain

implications for policies.  

To read our full report on Latin America, click HERE. 

EM EMEA (Poland, Russia, Saudi Arabia, South Africa, Turkey) 

Emerging European economies continue to be among the leaders in terms of returning to pre-

pandemic activity levels. While vaccine deployment in the region remains highly uneven, we have 

seen clear confirmation that new pandemic waves have a milder economic impact on domestic 

activity in key EMs compared with the first wave. That said, a faster vaccination pace is necessary 

to keep economic activity on track, prevent on-off lockdowns, and ensure a sustainable return to 

2019 2020 2021f 2022f 2023f 2024f

LatAm 0.7 -6.6 5.7 2.5 2.3 2.3

EM-EMEA 1.4 -2.4 4.1 3.1 2.4 2.3

EM-Asia 5.2 -1.1 8.0 5.9 5.2 5.2

EM-16 4.0 -2.0 7.0 5.0 4.4 4.4

EM-14 2.0 -4.3 4.6 3.6 3.2 3.0

EM Ex. China 2.6 -5.2 6.1 4.9 4.0 4.0

2021f 2022f

LatAm 1.1 -0.2

EM-EMEA 0.4 0.2

EM-Asia -0.3 0.4

EM-16 0.0 0.3

EM-14 0.2 0.0

EM Ex. China -0.3 0.5

https://www.spglobal.com/ratings/en/research/articles/210624-economic-outlook-latin-america-q3-2021-despite-a-stronger-2021-long-term-growth-obstacles-abound-12013558
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full capacity. Bringing the pandemic under control is also necessary for travel to resume, which is 

important for the economies where international tourism contributes meaningfully to growth (such 

as Turkey). 

Risks to the baseline are broadly the same as in the first quarter. A potential third wave and slower 

progress in vaccinations remain a key risk to our outlook. Another risk is an abrupt tightening in 

financial conditions, linked to the divergence in performance between the U.S. and the rest of the 

world, where Turkey is particularly vulnerable. Country-specific risks vary and include additional 

sanctions on Russia, balance of payments stress in Turkey, fiscal risks in South Africa, and delays 

in implementing the national recovery plan in Poland.  

To read our full report on EM EMEA, click HERE. 

EM Asia (India, Indonesia, Malaysia, The Philippines, Thailand) 

Fresh COVID-19 waves in emerging Asia weighed on activity in the second quarter and still are the 

key risk to our economic outlook. There were substantial waves in India, Malaysia, and the 

Philippines, and a moderate pandemic escalation in Thailand. Policymakers responded using 

lockdowns of varying intensity and duration that curtailed economic activity but were broadly 

successful in preventing further pandemic escalation. New cases across the region are now either 

easing or have plateaued.  

Economic growth has been stronger than we expected for much of the region, highlighting that 

strong recovery is possible when lockdowns and the pandemic subside. First-quarter GDP growth 

numbers (year-over-year) were more than 50 basis points higher than consensus in India, Malaysia, 

and Thailand. Recovering private demand and strong merchandise trade were key drivers, with 

some support from fiscal spending as well. Growth in Indonesia was at consensus, while the 

Philippines was the exception as it missed forecasts due to tight lockdowns. 

To read our full report on APAC, click HERE. 

Risks Related to Slow Vaccination and an Uneven Global Recovery 

The top risk facing emerging markets is a slower-than-expected rollout of the vaccines. While 

countries have learned to live with the pandemic and at least partially mitigate the effects on 

economic activity of spikes in COVID-19 cases, this isn't their end game. The pandemic ends when 

vaccinations reach a level consistent with herd immunity. This, in turn, would mean that the 

hardest-hit sectors can fully re-open and activity can return to normal, even if that new normal 

does not exactly resemble the pre-COVID-19 world. Once consumers and firms believe that the 

pandemic is at an end, precautionary savings can be unwound, and deferred investment can 

commence as well as any new investment related to changes in production composition. Slower 

vaccine rollout, whether from hesitancy on the part of populations or difficulties in accessing 

supplies, will impede this adjustment. 

A second, partly external, risk to EMs is an uneven COVID recovery featuring outsized U.S. growth 

and inflation leading to an early tightening of U.S. monetary policy. While this is not our baseline 

(BAB report), higher U.S. interest rates have a number of potentially negative effects on EMs. First, 

U.S. dollar denominated debt will be more expensive, so countries that need to borrow or refinance 

U.S. dollar debt will find it more expensive to do so. Second, capital flows to EMs could be less 

forthcoming to the extent that these flows chase relative yields and relative growth rates (and 

exchange rates), which would be higher in the U.S. in this scenario. Third, if the Fed needs to tighten 

quickly, this could force a repricing of a large range of assets and a potential de-risking, leading to 

higher volatility and wider spreads including for riskier emerging market borrowers. Finally, a 

stronger U.S. dollar would result in higher import costs and potentially higher inflation and higher 

policy rates in EMs, especially in those where exchange rates pass through effects on prices and 

spillovers from U.S. inflation are higher.  

While emerging market policy makers can't control U.S. inflation dynamics and the policy response, 

they can implement measures to influence domestic growth. In our view, amid the pandemic, a key 

measure is stepping up vaccinations in place where the slow pace is a demand (hesitancy) issue 

https://www.spglobal.com/ratings/en/research/pdf-articles/210625-economic-outlook-emea-emerging-markets-q3-2021-faster-recovery-higher-inflation-100166506
https://www.spglobal.com/ratings/en/research/articles/210624-economic-research-asia-pacific-s-recovery-regains-its-footing-12010263
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rather than a supply one. This would increase the likelihood of uninterrupted economic recoveries 

and narrow GDP gaps with the rest of the world in the countries where those exist. 

Conclusion 

While macro developments in EMs are looking up, this group of countries will lag the advanced 

economies in rebounding from COVID-19. It also faces higher risks. The main cause of the slower 

recovery will be the slower pace of vaccinations, which both reduces the speed of reopening 

(including an overhang of uncertainty dragging down consumption and investment) and increases 

the risk of further waves of infection and additional spread of virus variants. This group of 

economies is also relatively more exposed to spillovers--both positive (demand for commodities) 

and negative (risk-sensitive financial flows and conditions). While some of these risks are external 

to EMs, they underscore the need to ensure that domestic sources of growth are supported and 

external vulnerabilities are minimized. 

Read our latest Emerging Markets Economic Outlook HERE 

  

https://www.spglobal.com/ratings/en/research/articles/210628-economic-outlook-emerging-markets-q3-2021-despite-rising-resilience-vaccinations-are-the-key-to-recovery-12017161
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Financing Conditions 
Markets Expect Higher Interest Rates Despite Relatively Low Capital Costs 

As EMs continue to deal with COVID-19, there have been 

fresh waves of infection, coinciding with slower vaccine rollouts compared to those of the U.S. and 

Europe. This adds uncertainty to the long-term recovery path, on top of the already uneven recovery 

across countries and sectors.  

We expect overall financing conditions in the region to stay broadly supportive, although some 

economies may see tightening in financing conditions due to the overshoots in inflation, like in EM 

EMEA and Brazil. Brazil's central bank has already raised its benchmark interest rate three times 

this year to tamp down rising inflation. 

Nonetheless, the risk of tighter financing conditions is key for EMs. More importantly, the potential 

for repricing of interest rates across the board remains as the market continues to reformulate its 

inflation expectations globally. Already, benchmark rates are beginning to normalize, with yields 

higher than they were at the end of 2020 for both foreign- and locally-denominated government 

bonds. If repricing suddenly spikes and begins to affect risk premia, it could significantly drive up 

financing costs in a short period. 

Chart 6 

EM Spreads By Region (bps) 

 
Note: Data as of May 31, 2021 for EMs. Source: S&P Global Ratings Research, Thomson Reuters, ICE Data Indices, Federal Reserve Bank of St. Louis.  

2021 year-to-date EM corporate (financial and nonfinancial) bond issuance reached US$715 billion 

(as of May 31). Foreign issuances on track to end the year slightly ahead of last year. Issuance in 

Asia has been strong, and part of this reflects ESG deals from Chinese property firms and issuers 

based in South and Southeast Asia. However, investor sentiment has been jumpy and demand for 

high-yield deals has seen significant ebbs and flows throughout the year. If interest rates 

experience a sudden and sharp re-pricing, this could combine with already tenuous investor 

sentiment to heighten refinancing risk.   

In EEMEA, year-to-date corporate issuance is 75% higher than the same period a year earlier. This 

is mainly due to a more than 200% increase in issuance from the MENA region--the subregion 

where over In LatAm, issuance remains slightly 

subdued, with about $65 billion issued year-to-date versus over $69 billion the year before (though 

January 2020 volumes were extraordinarily high). Starting in April, we saw issuance rebound, and 

this has continued throughout May and June. Regionally, LatAm credit spreads remain the widest 

among those in EMs due to vulnerabilities  markets, which were worsening well 

before the pandemic and then were exacerbated by it. Recent defaults in China also curbed 
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otherwise healthy demand for new bonds, leading to markets differentiating between state-owned 

entities (SOEs), with investors generally preferring SOEs owned by the central governments versus 

those owned by local governments.  

 

Chart 7 Chart 8 

EM Cumulative Corporate Bond Issuances EM Regional Bond Issuances 

  
Ex. Greater China. Data as of May 31, 2021. Data including NR (not rated) 
and both financial and non-financial entities. Source: S&P Global Ratings 
Research, Thomson Reuters. 

Data as of May 31, 2021. for both Financials and Non-Financials Source: 
S&P Global Ratings Research; Thomson Reuters. 

Based on where the businesses operate, there were eight corporate defaults for EMs for 2021 YTD 

(through June 9), compared to this year's global corporate default tally of 45. The oil and gas sector 

 Second Selective 

Default Of 2021 Brings The Corporate Tally To 45, June 14, 2021). This quarter in LatAm, the market 

significant price correction because the market was already pricing a potential sovereign 

downgrade. 

Chart 9 

EM Downgrade Potential Differentiated Across Regions 

 
Note: Data as of May 31, 2021 and excluding sovereigns. Source: S&P Global Ratings Research. Latin America: Argentina, Brazil, 
Chile, Colombia, Mexico. Emerging Asia: India, Indonesia, Malaysia, Thailand, Philippines. EEMEA: Poland, Russia, Saudi Arabia, 
South Africa, Turkey. Greater China: China, Hong Kong (SAR), Macao (SAR), the market of Taiwan, and Red Chip companies. 
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Sector Trends 
Chart 10 Chart 11 

Rating Actions In EMs Rating Actions In EMs By Sector 

  
Source: S&P Global Ratings. Data is from Feb. 3, 2020, to June 18, 2021. Source: S&P Global Ratings. Data is from Feb. 3, 2020, to June 18, 2021. 

 

Sovereigns 

EM Asia 

Risks Of A Goldilocks Recovery Multiply 

Supply and logistical risks exist for export recovery. A shortage of semiconductor chips and 

 

Global interest rates and commodity prices have picked up. Interest rates are rising in some 

countries amid improving economic outlooks. This, combined with supply shortages hitting inputs, 

have helped boost energy and non-energy commodity prices. 

There have been disruptions to vaccine supply as Indian COVID-19 cases have spiked since April. 

The significant case rise has disrupted vaccine exports from the country, affecting economies that 

were depending on those vaccines. This could prolong the pandemic in these economies and 

increase the incidences of virus variants. If variants outpace vaccine rollouts and infection rates 

rise again in the region, sovereign credit metrics could weaken significantly. 

There is also risk of sudden capital swings. A sharp deterioration in investor sentiment in emerging 

markets could result in swift capital outflows. For lower-rated sovereigns that depend on imported 

energy sources, higher oil prices would weaken their external balances and exacerbate capital 

outflows.  

Finally, dampened manufacturing recovery may weigh on growth and fiscal recovery. Rising 

component and commodity prices, as well as shipping costs, could hobble production recovery. If 

these trends continue, pressure on manufacturers may be intensified by lower demand as 

government support is withdrawn, which would weaken economic momentum and fiscal revenue 

recoveries. In China, mounting economic or labor-market pressures could accelerate credit growth, 

but financial instability risks may limit financial institutions' capacity to provide support. 
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LatAm 

Expanding GDP Growth Remains Critical For Sovereign Creditworthiness  

We have eight negative outlooks on the 30 Latin American and island sovereigns in the Americas--a 

higher share than in other regions. The regional outlook reflects rising sovereign debt, poor GDP 

growth prospects, and potential worsening of political conditions following the severe impact of the 

pandemic.  

GDP will likely expand 5%-6% in the region in 2021, after declining close to 7% last year. The 

economic recovery will be faster in South America--helped by recently buoyant commodity prices--

than in the Caribbean, where the delayed return of tourism will contain growth. Much of the region 

will not return to its pre-pandemic level of output until next year or in 2023, later than most of the 

world. 

Sovereign ratings in the region will be largely driven by the pace of recovery from the pandemic, 

which will strongly influence the GDP growth rate. They will also be driven by the pandemic's social 

and political legacy, which has changed the balance of political forces in many countries and will 

have a substantial impact on politics and policymaking in coming years. 

All sovereigns will emerge from the recession with a higher government debt burden (see Chart 12), 

reflecting large fiscal deficits (caused by loss of revenues and pandemic-related spending) and a 

smaller economy. The long-term impact of rising sovereign debt mainly depends on the cost of 

funding (which partly reflects inflation risk), the economic growth 

budget balance, 

pandemic and may remain modest in the next couple of years. We currently apply a negative 

adjustment for poor long-term GDP growth to our economic risk assessment for 14 regional 

sovereigns. Stronger GDP growth remains critical for sovereign creditworthiness due to its positive 

effects on public finances (especially tax revenue) and social stability.  

The impact of a higher debt stock has been partly mitigated, at least in the short term, by low 

interest rates and moderate inflation. In contrast with economic crises in the past century, Latin 

America has contained inflation near global levels (see Chart 13), giving governments (with the 

notable exceptions of Venezuela and Argentina) some scope to use counter-cyclical monetary 

policies to stabilize the economy and encourage GDP recovery. 

Chart 12 Chart 13 

Net General Government Debt (% Of GDP) Inflation Rate 

  
Source: S&P Global Ratings Source: S&P Global Ratings 

Similarly, the severe disruption caused by the pandemic did not create an external crisis in the 

region, as was often the case in earlier decades. The current account balance of most Latin 

American countries improved last year, which helped contain the risks to creditworthiness. 
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Chart 14 

Current Account Balance % Of GDP 

 
Source: S&P Global Ratings. 

The pandemic has had a substantial political impact across the region and may generate more 

surprises. The middle class grew rapidly in the last two decades in much of Latin America, often 

outnumbering the wealthy and the poor. The middle class typically plays a disproportionately large 

role in politics, usually in favor of moderation. However, the economic and health shocks caused by 

the pandemic have affected much of the middle class (and even more severely the poor), 

contributing to greater alienation from the political leadership in many countries and potentially 

signaling more political instability. For example, voters in Chile ('A+' long-term local currency 

rating; the highest in Latin America) recently rejected most of the candidates put forward by 

traditional political parties for an assembly that is slated to write a new constitution, opting for 

nonpolitical party candidates. 

Political factors played a role in our recent downgrade of Colombia (foreign currency: 

'BB+/Stable/B), following the withdrawal of a fiscal reform that was aimed at stabilizing and 

reversing worsening public finances. Prospects for structural reforms are low in the near term, 

given ongoing protests and the approach of national elections next year.  

We affirmed our rating on Mexico (foreign currency: BBB/Negative/A-2) after nationwide midterm 

elections on June 6. President Lopez Obrador and his allies continue to enjoy a simple majority in 

Congress and remain well-placed to drive the policy agenda in the second half of the president's 

six-year term. The negative outlook indicates the possibility of a downgrade over the coming year 

due to a potentially weaker fiscal profile, given off-budget risks mostly from government-owned oil 

company Petroleos Mexicanos (PEMEX). Reversal of some policies and renegotiation of some 

contracts, particularly in the energy sector, and uncertainties about the autonomy of regulatory 

bodies and the judiciary that weigh on policy stability and depress investment could lead to a 

downgrade. 

Our stable outlook on Brazil (BB-/Stable/B) reflects our expectations for economic recovery in 2021 

and a gradual reduction of the fiscal deficit, which should result in a slower pace of debt 

accumulation in the coming two years as well as solid external performance. We assume the 

modest improvement in the fiscal trajectory and large fiscal buffers will help preserve market 

confidence and adequate funding conditions for the government in local markets. 
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Recent presidential elections in Peru, a country badly hurt by the pandemic, have created concerns 

about future economic policies. Our ratings on Peru (foreign currency: 'BBB+/Stable/A-2) are based 

on our expectation of policy continuity across administrations to facilitate economic recovery and 

long-term growth prospects. Peru has kept predictable and pragmatic economic policies over 

recent decades despite regular changes in political leadership, but conflicts between the President 

and the Congress, as well as the extreme fragmentation within Congress, have hurt political 

stability recently. We could lower our ratings on the country if the election results lead to prolonged 

political instability that reduces predictability, erodes investor confidence and economic growth 

prospects, and weakens public finances.  

EM EMEA  

Seven Risks Cloud Sovereign Recovery 

Most emerging sovereigns in EMEA are benefiting from still benign financing conditions and an 

accelerating global economic recovery, particularly via the run-up in commodity prices, though 

supportive market conditions remain contingent on the messaging coming out of the Fed. The worry 

in the market is not that the Fed could taper monetary stimulus in 2023, but rather the risk that the 

U.S. assessment of a rapidly reinflating U.S. economy could change.  

In our view, there are seven key risks for the sovereign asset class in EMEA for the rest of 2021.  

Fed messaging feeding further dollar appreciation and rate uncertainty, leading to a reversal of 

capital inflows into emerging markets.  

The combination of low vaccination rates and limited access to vaccines along with the rise of 

the Delta variant--has pushed up infection rates in about 40% of the 53 emerging sovereigns that 

we rate in EMEA. The data on infections for the first half of June shows a rising trend for Bahrain, 

Saudi Arabia, Russia (despite its production of an effective vaccine), South Africa, and Zambia, 

among others. With vaccination rates averaging 11% in middle-income EM EMEA sovereigns and 

less than 2% in Sub-Saharan Africa, the pandemic is clearly still the biggest macro risk for EM 

EMEA. This has raised concerns that an early 2021 recovery could be interrupted by mid-summer. 

While most of the talk about permanent economic scarring in advanced economies has been 

replaced by optimism about a positive productivity shock from digitalization/automation in EMs, 

there are still considerable risks that the economic fallout from the pandemic will linger, especially 

in tourism-centered economies.  

The fiscal trajectories of EM sovereigns continue to be a major concern. Between 2019 and the 

end of 2021, we forecast that government debt will increase by more than 20 percentage points 

(ppts) of GDP in Iraq, Zambia, Georgia, Cape Verde, Congo, and Bahrain. The capacity to service that 

debt is questionable in those emerging markets that borrow extensively in foreign currency or 

otherwise lack the monetary policy instruments and domestic savings to manage the cost of the 

pandemic. Government debt is over 6x revenues in Nigeria and Zambia, and over 5x revenues in 

Bahrain, Cape Verde, and Angola. While Egypt made strenuous efforts to continue to operate a 

primary surplus over the last fiscal year, it still faces interest expenditure that absorbs over 50% of 

tax receipts (though we expect this proportion to gradually decline in the next several years, except 

if there are persistent pressures on the exchange rate). We project Ghana to divert 56% of the tax it 

collects this year to service debt. In many cases, structural fiscal weakness pre-dates the 

pandemic. Bahrain, Oman, Iraq, Romania, Rwanda, Uganda, Uzbekistan, Botswana, Nigeria, and 

Kenya were all running budgetary deficits before interest of over 3% of GDP in 2019.    

External vulnerabilities are the exception rather than the rule for the majority of the 53 emerging 

markets that we rate in EMEA. Of the larger EM EMEA credits, only a handful---Romania, Serbia, 

Kenya, Oman, Ethiopia, and Uzbekistan--have current account deficits in excess of 4% of GDP 

(though external deficits for major tourism exporters including Montenegro and Cape Verde are 

over three times that). Improving terms of trade will benefit the 28 rated EM EMA sovereigns that 

are commodity exporters (with 15 of these primarily exporters of hydrocarbons). Nevertheless, the 

pandemic has drained reserves, particularly among the 30 EM EMEA sovereigns we rate 'B+' or 

lower. According to our research, even after a planned allocation of $650 billion in additional 
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special drawing rights by the IMF, Bahrain, Turkey, Nigeria, Belarus, Ethiopia, Congo Kinshasa, 

Congo Brazzaville, Burkina Faso, Mozambique, and Kenya will still fall short on meeting both import 

coverage and short term external debt coverage thresholds for reserve adequacy as recommended 

by the IMF.   

Political fallout from COVID-19: Low vaccination rates, and rising infections associated with the 

Delta variant could prove challenging to manage in sovereigns where authorities are reluctant to 

reimpose restrictions on mobility, in light of the busy electoral calendar. Zambia will hold 

parliamentary and presidential elections this August. Parliamentary elections are scheduled to 

take place in Russia this September, and in October, local elections are set to take place in South 

Africa, while campaigning is already underway in Kenya and Hungary ahead of their general 

elections next year. Many of the contributing factors to ongoing nationwide protests in Colombia 

are identifiable in EM EMEA. Should the pandemic further worsen, popular frustration could limit 

  

Underinvestment and growth: Budget spending across EMEA is heavily weighted toward public-

sector wage bills and interest servicing, particularly in frontier markets that investors are 

increasingly focused on in the search for yield. One other trend to watch is low capital expenditures 

in hydrocarbon/commodity sectors across Africa, where the average cost of oil production per 

barrel is over twice that of Saudi Arabia. To the extent that the industrialized world shifts away from 

fossil fuels, higher-cost producers particularly in Africa are less competitive compared to low 

cost ones in the Gulf. In South Africa, the wage bill has also crowded out a more energetic rise in 

investment, including into public education, which is one way of lowering the high structural 

unemployment. On the other hand, we see better growth prospects in Ethiopia, Ghana, Kenya, and 

Senegal.  

Debt Service Suspension Initiative (DSSI): The risk that the World Bank's DSSI and the Common 

Framework would lead to private sector bail-ins has failed to materialize. The restructuring of 

The 

appreciating kwanza is also benefiting its balance sheet. 
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Corporations 

EM Asia  

Slow Credit Recovery Amid Persisting Capital Market Volatility  

Credit condition divergences are growing among EM Asia countries. Credit conditions for rated 

emerging Asia corporate issuers are still biased to the downside heading into the second half of 

2021, and differences among countries are growing. Regionally, a little over one-fifth of our ratings 

on investment-grade issuers and ratings on slightly over 30% of speculative-grade issuers have 

negative outlooks or are on CreditWatch negative as of June 15, 2021. Downside rating risk is falling 

in China (about 20% of issuer ratings have negative outlooks) and has also declined in India (about 

25%). China has recovered faster than other countries in the region, and our economists upwardly 

revised forecast GDP growth for 2021. Credit trends in the Indonesian corporate sector continue to 

stay deeply negative. Nearly half of Indonesian corporate issuers are at risk of further negative 

rating actions and recovery prospects remain elusive. COVID-19 cases haven't yet stabilized; 

vaccine rollout is slow, consumer sentiment is subdued, and funding by banks and capital markets 

is highly selective. 

Access to funding is increasingly polarized. Capital market and bank funding is staying widely 

available and inexpensive for the larger, investment-grade, or more diversified issuers in emerging 

Asia. Some new growth in capital markets funding also appeared in the past few weeks at the 

weaker end of the credit spectrum in China and Indonesia. Issuances have temporarily picked up 

for more leveraged issuers, notably Chinese real estate developers and a handful of companies in 

Indonesia. But we still see companies postponing or canceling high-yield transactions and it could 

take until the end of 2021 and more progress on vaccination before access to funding deepens 

across the credit spectrum. In the meantime, opening funding windows will stay short. Funding 

from domestic banks is also likely to stay selective and potentially even tighter as debt 

moratoriums have ended or are set to end in Malaysia, China, Thailand, Indonesia, and India 

through 2022. 

We predict a slow but widespread recovery in profits in 2021. We currently forecast median profit 

growth in the high single digits across companies we rate in emerging Asia in 2021 versus 2020. The 

recovery is also widespread across countries and sectors. We anticipate higher profits for nine out 

of 10 issuers in EM Asia in 2021 from 2020. Higher profits underpin our assumption that credit 

metrics for most sectors in the region will return to pre COVID-19 levels in 2022. 

Risks could come from further waves of COVID-19. A slow but widespread pick-up in profits in 2021 

is the overarching assumption underpinning our corporate ratings and outlooks in emerging Asia. 

However, a resurgence of infection rates in the region followed by strictly enforced lockdowns 

would have two effects. First, it could interrupt the "green shoots" of profit growth we currently see 

and delay the recovery of credit metrics. We estimate that over a third of our corporate credit 

ratings could be at risk if profit recovery is delayed to 2022, especially for issuers in China and 

Indonesia. Second, it would shake the confidence of capital providers and complicate refinancing 

risk.  

Funding availability is an additional risk. Further bouts of market volatility  induced by a 

resurgence in COVID-19 cases, slower-than-expected vaccination rollout, and a fast rise in interest 

rates -- could weigh on investor confidence and trigger a more widespread withdrawal of liquidity at 

ory 

or below (about 20% of rated companies in emerging Asia) or those in working capital-intensive 

sectors (textile, retail, light manufacturing, construction, and real estate) could be at risk of further 

downgrades if volatility materializes because liquidity and refinancing risk often underpin these 

companies' credit trajectory. 
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EM EMEA 

In Saudi Arabia, Vision 2030-Related Projects Could Create Momentum  

We expect the recovery in the Saudi Arabia corporate market to be gradual and uneven across 

different sectors. While stronger oil prices are positive, we still expect it will take time for the 

performance of the oil field service companies to visibly improve because cost optimization and 

capex management efforts will remain key focus areas for the national oil companies (NOCs) in 

Saudi Arabia and the larger GCC region. Aviation, tourism, and hospitality sectors were under 

significant pressure last year given the pandemic-related travel restrictions. In May, Saudi Arabia 

eased the ban on international travel and Saudia, the k airline, started flights to 

selective destinations and we expect Saudi Arabian authorities to soon resume granting tourism 

visas. Regardless, we expect the recovery in this sector to be gradual this year.   

As we wrote ,

published May 4, 2021, under its Vision 2030 strategy, Saudi Arabia plans to transform and 

diversify its economy and grow the private sector. The strategy also entails investments by the 

government and its related entities as well as the private sector of about Saudi Arabian riyal (SAR) 

12 trillion ($3.2 trillion) by 2030. We expect the potential roll-out of some of these projects later this 

year and 2022 to provide some momentum for the Saudi corporates, particularly in the energy, 

construction, contracting, and infrastructure spaces. 

Stronger Prospects For Turkish Exporters, While Domestic Operating 
Conditions Remain Difficult  

Two key pressures for the Turkish corporates are the sharp increase in domestic interest rates and 

the continued weakness in the Turkish lira. Companies that fund themselves in local currency need 

to absorb the higher cost of funding. Some domestic corporates that have FX debt without 

matching foreign currency revenues will also face performance pressures. In addition, we expect 

slow-down in some of the domestic demand-driven sectors that had a very strong performance last 

year on the back of credit fueled demand. Therefore, we think most Turkish corporates this year will 

focus on cost optimization, managing liquidity, and preserving cash flow, with new investments 

expected to take a back seat for most sectors. 

-oriented 

companies to have a much better year in 2021. In terms of tourism, a key industry for Turkey, in 

2020, international visitors declined by about 70%. While we expect a healthy recovery in tourism 

arrivals this year relative to 2020 levels, we still expect the tourism arrival numbers to remain well 

below 2019 figures.  

Relaxing COVID-19 Restrictions Is Supporting Russian Corporations 

Russian top-tier industrial corporates have largely returned to business-as-usual mode because 

the country has significantly relaxed COVID-19 restrictions. We expect 2021 to be a strong year for 

Russian largest commodity exporters because both oil and metals prices are high. Even for oil 

producers, which still must cap their production due to OPEC-driven cuts, a combination of higher 

oil and gas prices and a weak ruble should improve credit metrics. Consumer-driven sectors 

continue to be under more pressure and largely follow global EM trends, but the situation in Russia 

is further exacerbated by a negative pre-pandemic trend in disposable incomes.     

Another major risk for Russian companies is the potential increase in various taxes, which the 

government could implement to manage its near-term fiscal goals. This, alongside our expectation 

of weak economic growth, explains why we anticipate modest investments in 2021. Only a few large 

government-backed projects were FIDed over the past twelve months, while the private sector 

remains cautious with allocating budgets towards domestic-focused projects. 

Still, Russian large and midsize corporates' debt levels remain conservative compared to other EMs 

and the pandemic didn't result in any meaningful deterioration of their credit quality. The 

increasing geopolitical tensions between Russia and the Western countries remain the top risk for 
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Russian corporates. However, the range of outcomes on that front is so wide that it's impossible at 

this stage to take a view on which companies might be immediately affected and the magnitude of 

that hypothetical impact. At this stage, we think sanctions wouldn't target individual companies, 

but rather the government, and therefore would have an indirect impact on domestic corporates. 

Rising Commodity Prices Could Accelerate Deleveraging In South Africa  

Most South Africa-based corporates continue to tread expected paths towards post-pandemic 

recovery. Median corporate leverage (debt to EBITDA) of 2.1x in June 2021 is broadly in line with 

Restrain Sub- , ates are 

benefitting from a strong and broad-based recovery in commodity prices, but paths to reducing 

debt levels differ markedly across industry sectors. Continued high commodity prices could 

accelerate deleveraging in 2021. 

High gold prices have persisted in 2021 to date, and platinum group metals prices have firmed 

further. Precious metals miners are sensibly, in our view, applying cash windfalls to deleveraging 

and funding long-term capex projects with cash, while their cost management and working capital 

optimization efforts are bearing results. The broader recovery in commodity prices in 2021 (with 

coal, oil, and wood pulp key for South African issuers) are assisting producers in rapidly recovering 

from the peak in leverage brought about by price and demand slumps in 2020, albeit somewhat 

moderated by South African rand (ZAR) strength. Electricity supply and transportation 

infrastructure constraints could slow the ability of all commodity producers to take advantage of 

high prices. Telecoms have remained largely unscathed as retail-driven data demand has largely 

offset the effects of stress in the IT and SME segments. Telecom infrastructure upgrades are back 

spectrum auctions are delayed yet again. Plans to monetize infrastructure assets and mobile 

money business are taking shape. For more stressed sectors (healthcare, cyclical transportation, 

retail), recovery to pre-pandemic conditions will be slower, but we see improved operating 

momentum and continued cash management discipline.  

Operational constraints have been amplified due to COVID-19 and lockdowns and persist to varying 

degrees, and could slow the recovery in corporate resilience and cash flows. They may also 

discourage companies from further capital investment in South Africa, dragging down GDP growth. 

Notably, the negative effects of affordability and mobility restrictions on discretionary spending 

and supply chain disruption impacts on working capital and capex planning are starting to ease. 

However, currency volatility and infrastructure failures in the transportation and power sectors are 

more perennial issues. Electricity supply remains constrained and somewhat erratic, and rail and 

port volumes are below planned and required levels. Vaccination rollout is also still slow but seems 

to be gaining some momentum as the country enters a third wave of the pandemic.  

Funding conditions and pricing remain supportive. When needed, covenant lifts, waivers, and 

suspensions are still available to corporates, although many expect to exit their covenant 

forbearance periods within the next two to three quarters. Public debt raising has continued to be 

brisk since the year's first quarter, with lenders showing particular enthusiasm for telecom and 

commodities risk. Longer terms and lower rates than pre-pandemic have been achieved by large 

players in essential service industries such as mining, pulp/paper, and telecoms. Some companies 

are using cash windfalls and supportive market conditions to downsize and term out their funding. 
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LatAm 

Recovery Underway, Although Lagging Widespread Immunity Poses Downside 
Risks 

In Latin America, healthy market access for nonfinancial corporations supports liability 

management and liquidity, particularly for high-

recovery to favor financing conditions for Latin American corporations during the second half of 

 interest rates could weigh 

on investor appetite for the region. 

Our assessment of the highest-risk industries hasn't changed much from the previous quarter, and 

we don't see demand for sectors that involve close and direct human interaction returning to pre-

pandemic levels until 2023 and beyond. Restaurants, airlines, gaming, and leisure continue to 

suffer from the abrupt contraction in demand a year ago, and they likely won't recover until 

immunization programs across the region and around the world restore safe conditions for 

socializing and mass interactions. 

In contrast, various sectors are performing better than we originally expected at the outbreak of the 

pandemic a year ago. Commodity-driven industries, for instance, are benefiting from the sharp 

increase in commodity prices, including metals, crude oil, and agricultural products. Also, essential 

consumption remains resistant to the region's economic risks, and businesses are rapidly adapting 

to the shift in consumer preferences towards goods and services that improve the stay-at-home 

experience, including connectivity, entertainment, and comfort. 

For the next 12 months, we're cautiously optimistic about the recovery path for most industries, 

considering that the gradual improvement in global economic activity will help restore business 

fundamentals to pre-pandemic conditions. In our view, about 80% of the industries that we cover in 

the region will recover to pre-pandemic credit metrics 

markets like Brazil, Mexico, Colombia, and Peru still face important risks of renewed spikes in 

COVID-19 cases because of social distancing fatigue, relaxed containment safeguards, and a slow 

vaccine rollout that prevents widespread immunity. 
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Financial Services 

EM Asia 

Systemic Risks Remain High For APAC EM Banks Amid Slow Vaccine Rollout 

The pandemic will continue to dominate the credit conditions of Asian EM banks in 2021. However, 

resumption of economic activity, government support measures, and buoyant liquidity are helping 

limit stress. Banks' recovery will likely be drawn out, hinging on domestic economic growth and 

vaccine rollouts. 

The economic recovery in most countries had good momentum after the last round of lockdowns 

were relaxed, but recent waves are likely to delay the recovery. Most EM banks remain flush with 

liquidity due to slowing loan growth and deposit build-up from 2020. Government guarantees for 

SMEs in India, Indonesia, Philippines; partial guarantees and soft loans in Thailand; and 

moratoriums on loan repayments have also helped cushion the blow to borrowers hurt by the 

COVID-19 outbreak and containment measures. These factors will help limit the impact on banks. 

Fresh COVID-19 Waves Weigh On EM Economies  

Substantial pandemic waves in the second quarter in India, Malaysia, and the Philippines, and a 

moderate outbreak in Thailand have shaved off 150-200 bps of GDP growth this year. The silver 

lining is that we have generally seen a quick economic rebound in most countries once the 

lockdowns are eased. Nevertheless, new waves remain a threat and could delay the recovery path 

for these countries.  

Achieving widespread immunity is still the most likely route back to normal, but for Asia-Pacific the 

vaccine rollout has been more gradual than in other regions due to limited supplies and vaccine 

hesitancy among the population. Less than 5% of the population has received two doses in India, 

Indonesia, the Philippines, Malaysia, and Thailand. Furthermore, there are concerns about the 

efficacy of some vaccines. This means that most EMs are unlikely to reach widespread immunity 

this year and will remain vulnerable to new COVID-19 waves.  

Asset Quality Pressures Persist And Recovery Will Be Uneven 

We expect economic recovery will be uneven, with China expected to recover to pre-pandemic levels 

by 2022, while others such as Indonesia, Thailand and Philippines will need until 2023. Indian 

banks have the weakest asset quality, with NPLs at close to 8% and problematic loans at 11%-

12%. We also expect Thai and Philippine banks NPLs to rise sharply to near 6%. Loan forbearance 

programs will likely be resolved by 2023 and credit costs will be spread out over several years. 

For China, we estimate that NPAs peaked in 2020 (our measure of NPAs in China includes NPLs 

plus renegotiated loans, and a portion of special-mention and restructured loans). Chinese banks 

have been quick to clean up their loan books by increasing write-offs, in line with encouragement 

from the regulator. We expect NPAs in China to fall in the next two years to about 6% of outstanding 

loans from 8% in 2020.  

Indian financial institutions' collection efficiency dropped during the second COVID-19 wave amid 

restriction on movements. Banks and finance companies catering to prime borrowers typically were 

less affected, while SME borrowers and low-income households were most affected. Most 

borrowers have some cushion due to additional credit available under emergency credit guarantee 

plans and restructuring options. Banks have already created COVID-19-related provisions of 0.5%-

1.5% of loans, which will provide some buffer. We expect that credit losses will remain high in fiscal 

2022 at 2.2% of total loans before recovering to 1.8% in fiscal 2023.  

A sizable 18% of systemwide loans in Indonesia have been restructured due to COVID-19. These 

recognition and provisioning. We believe that about one-tenth of these loans are high risk with a 

greater probability of becoming NPLs. Negative outlooks on the banks reflect downside risk from 
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this transition as well as the negative outlook on Indonesia from sustained fiscal and external 

pressures related to the pandemic. 

In Malaysia, a resurgence of COVID-19 infections and new domestic travel restrictions delay 

recovery. We expect NPLs to double from 1.6% in December 2020 to 3.0%-3.5% in 2022. SMEs and 

low-income household (B40) will mainly contribute higher NPLs, along with some corporates in 

sectors hard hit by the pandemic. Extension of moratoriums for the vulnerable groups by another 

three to six months will continue to understate the real asset quality. We expect local banks to 

remain cautious in their provisioning policy this year. We forecast industry credit cost to remain 

elevated at 70-80 bps in 2021 before coming down to 50 bps in 2022. Strong capital and funding 

-alone credit profiles, but their negative rating outlooks 

highlight the weaker credit quality of the  

In Philippines, we expect credit losses to stay elevated at 170 bps this year, slightly lower than 210 

bps for 2020, though much higher than the pre‐COVID average of 45‐50 bps. We expect NPLs to 

peak at 6% by the end of 2021, while restructured loans are likely to rise to 2.5%. SME loans and 

retail loans will continue to be major contributors to NPLs. Consumer NPLs have already increased 

sharply to 9.3% as of December 2020 (4.1% in 2019). Philippine banks are highly exposed to 

corporates (80% of loans), and the top 20 loans for larger banks typically comprise about 20% of 

total loans and 100%‐120% of total capital. Credit quality of large conglomerates has held up owing 

to their strong business profiles and good access to liquidity. A significantly longer and deeper 

slowdown than our base case could expose banks to large amounts of weak loans due to their 

concentrated corporate book. This underpins our negative outlook on banks. 

The resurgence of COVID-19 cases in Thailand could derail the improvement seen in credit costs 

and profitability in banks' first quarter results. It could also derail plans to reopen Thailand's crucial 

tourism sector--this labor-intensive sector accounts for about 11% of the economy. The negative 

outlook on the banking sector reflects high household debt levels and the weakness in the SME 

sector, which is more vulnerable to COVID-19's effect on the economy. 

Some Buffers Exist 

While disruption in economic activity and continuing forbearance will continue to drag down asset 

quality, there are buffers. Besides high liquidity and government support, banks have stronger 

balance sheets. Capital buffers are good and banks have preemptively tanked up provisioning 

buffers. Chinese commercial banks have maintained robust reserves over reported NPLs and, in 

our view, this is likely to remain well above 150% in the next two to three years. Indian banks that 

once lagged in provisions have also raised provisioning coverage to over 70% of their reported 

NPLs. 

Chart 15 

Credit Losses Should Fall and Remain Below our Expected Long-Term Average 

 
e--estimated. f  Forecast. For India 2020 refers to fiscal year ended March 31, 2021. Figures for China include policy banks. 
Source: S&P Global Ratings. 
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Chart 16 

Nonperforming Assets Will Remain Elevated 

 
Source: S&P Global Ratings. A-- Actual, E Estimate and F  Forecast. For India and Japan, 2020 refers to fiscal year ended 
March 31, 2021. Figures for China include policy banks. 

EM EMEA 

Banks Continue Facing Challenging Operating Conditions 

Operating conditions for Turkish banks are likely to remain weak. We expect real GDP in Turkey to 

grow 6.1%, up from 1.8% in 2020, mostly due to a statistical carryover effect. Domestic demand is 

slowing due to adverse pandemic developments and tighter financial conditions, but exports are 

benefiting from the global economic recovery and depreciation of the Turkish lira. The vaccine 

rollout is accelerating, which could pave the way for an increase in tourism. However, we continue 

to expect only a very gradual recovery in international travel and see significant risks related to the 

development of the pandemic and the pace of the vaccination rollout.  

We expect lending growth in the Turkish banking system to slow in 2021, averaging 15%, compared 

with 35% in 2020 explained by the government stimulus. State-owned banks are likely to generate 

most of the growth. In 2020, corporate lending increased due to heavy stimulus to households and 

SMEs and the depreciation of the lira, which inflated borrowing in foreign currencies, but pockets of 

risks remain. A key risk is our expectation that asset quality indicators will continue to worsen as 

regulatory forbearance measures are gradually lifted and the lira remains weak. We expect growth 

at participation banks to be similar to that of the system. We forecast NPLs for the banking system 

to exceed 10% of total loans by 2022 and cost of risk to rise to 320 basis points (bps) on average in 

2021 and 2022. As of March 31, 2021, external debt stabilized, according to our estimate, reaching 

around $146 billion or $111 billion when factoring wholesale debt only (interbank and issuances on 

capital markets), as rollover rates stay strong. Potential shift in policy direction and the increase in 

U.S. yields are sources of risk. Deposit dollarization has reached 55% as of March 31, 2021 and may 

increase further.  
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Chart 17 

Turkish Banks' External Funding 

 
Source: S&P Global Ratings. 

For South African banks, we forecast that the growth of credit to the private sector will be subdued 

in 2021. We estimate that credit losses are likely to start decreasing to 1.7% in 2021 from 2.1% in 

2020; NPLs will likely increase to 5% of total loans at the end of the year. Despite a sharp drop in 

earnings, the major banks remained profitable in 2020 and their capital ratios remained resilient. 

We expect this trend to continue in 2021. Although top-tier banks are exposed to wholesale short-

term deposits, these largely stem from domestic nonbank financial institutions. Banks are, 

therefore, not exposed to large-scale refinancing risk or a reversal of investor sentiment because 

they do not rely on international funding. 

The Saudi economy will recover in 2021-2022 from the shocks of 2020 as global demand for oil 

recovers and private consumption increases. Real GDP is likely to return to 2019 levels in 2021 

while nominal GDP may take longer. We expect credit growth to stay strong in nominal terms in 

2021-2022, but to slow down due to the high-base effect. Corporate credit growth may pick up as 

Public Investment Fund programs generate business for contractors, and retail credit growth will 

stay strong due to continued focus on mortgages, although the market will gradually saturate. We 

expect cost of risk to stay elevated in 2021 at about 120 basis points. This reflects our view that the 

volatile global health situation and international travel restrictions still weigh on the economy. 

Additional provisions may be needed to offset the winddown of SME support programs in 2021, 

including payment deferrals. Combined with very low interest rates, this will hamper 

profitability. 

We expect Russian GDP growth to recover to about 3.3% in 2021 and 2.2% for 2022-2024 after a 

contraction in 2020. Economic growth recovery will be supported by internal consumption as well 

as expected global economic recovery. We saw about 5.2% lending growth in the first quarter of 

2021, to a large extent driven by diminishing but still high demand for mortgage lending under 

government-subsidized mortgage programs and some increase in corporate lending demand. We 

expect that the government-sponsored mortgage lending programs that were recently extended till 

July 2022 will continue supporting retail lending growth, but much less than in 2020. We expect a 

gradual normalization of credit losses in 2021-2022 on the back of anticipated economic recovery 

and accommodative monetary policy. In our base case, we project the banking sector's cost of risk 

will reduce to 1.5%-2.0% in 2021 and to 1.25%-1.5% in 2022 from about 2.1% for 2020. We think 
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that NPLs will likely remain elevated at about 10% in 2021, reflecting weaker economic conditions, 

absence of growth in disposable income, and potential downside risks to the economic recovery. 

Also, banks could delay the recognition of problem loans and provisioning because some will try to 

manage the negative impact on their capitalization. The funding base of Russian banking sector 

has been generally stable, supported by predominant reliance on domestic deposits, availability of 

liquidity support from the central bank, and limited exposure to external funding. 

 

Chart 18 Chart 19 

Asset Quality Indicators Will Worsen For Some  

(NPAs as % of total loans) 

Credit Losses Remain High 

(Credit losses as % of total loans) 

  
Source: S&P Global Ratings. Source: S&P Global Ratings. 

Chart 20 Chart 21 

Profitability Will Stabilize At Lower Levels 

(Return on assets) 

Reliance On External Funding Is Limited, Except For Turkey 

Net external debt % of systemwide loans 

  
Source: S&P Global Ratings. Source: S&P Global Ratings. 

LatAm 

Latin American banks' profitability was relatively resilient in 2020 thanks to the strong margins, 

high provisioning coverage prior to the pandemic, and conservative lending growth relative to 

historical practices. We expect profitability to improve in 2021 as provisioning needs moderate and 

margins to improve. We expect Brazilian banks to have the strongest operating performance thanks 

to their diversified revenue mix and lower provisioning needs, followed by Chilean and Colombian 

banks. Peruvian banks' performance in 2021 will remain weak due to pressures on margins 

because of the higher share of government guaranteed loans and lower fees, but we expect 

profitability to recover in 2022. 
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Chart 22 

Return On Equity And Provision Coverage 

 
Source: S&P Global Ratings 

We expect lending growth to moderate in 2021 from high levels in countries where we saw stronger 

incentives from the government to lend, such as in Brazil and Peru. In contrast, we expect lending 

to recover from a contraction in Mexico and Colombia where incentives from the government were 

expect they'll take a conservative approach, given the uncertain scenario in most countries. 

Asset quality is performing better than we expected as banks lift loan moratoriums, but challenges 

remain. High levels of informality and fragile conditions for SMEs will pressure financial 

Latin America is a crucial factor that could help cushion asset quality performance. 

Chart 23 

Loan Growth  

 
Source: S&P Global Ratings 
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Appendix 1: Economic Data and Forecast 
Summaries 
Table 4 

Real GDP % 

 2020 2021F 2022F 2023F 

Argentina (9.9) 6.9 2.1 2.2 

Brazil (4.4) 4.7 2.1 2.2 

Chile (6.0) 6.9 2.9 3.1 

Colombia (6.8) 7.0 3.0 3.3 

Mexico (8.5) 5.8 2.9 2.2 

China 2.3 8.3 5.1 5.0 

India (7.3) 9.5 7.8 5.7 

Indonesia (2.1) 4.4 5.2 5.3 

Malaysia (5.6) 4.1 6.3 5.0 

Philippines (9.6) 6.0 7.5 7.3 

Thailand (6.1) 2.8 4.9 4.6 

Poland (2.7) 4.5 5.4 3.3 

Russia (3.0) 3.7 2.5 2.0 

Saudi Arabia (4.1) 2.0 2.7 2.2 

South Africa (7.0) 4.2 2.6 1.5 

Turkey 1.8 6.1 3.3 3.1 

F--S&P Global Ratings' forecast. For India, 2020 = FY 2020 / 21, 2021 = FY 2021 / 22, 2022 = FY 2022 / 23, 2023 = FY 2023 / 

24 

 



Credit Conditions Emerging Markets Q3 2021: Slow Vaccination Prevents A Robust Recovery  

S&P Global Ratings June 29, 2021     28 

 

 

Table 5 

CPI Inflation % (Year Average) 

 2020 2021F 2022F 2023F 

Argentina 42.0 47.5 42.0 36.0 

Brazil 3.2 7.0 4.4 3.5 

Chile 3.0 3.6 3.4 3.1 

Colombia 2.5 3.2 3.5 3.1 

Mexico 3.4 5.0 3.5 3.1 

China 2.5 1.8 2.1 2.2 

India 6.2 5.3 4.5 4.5 

Indonesia 2.0 2.2 2.7 2.7 

Malaysia (1.1) 3.3 2.1 2.1 

Philippines 2.6 4.5 2.2 2.2 

Thailand (0.8) 1.0 1.0 1.1 

Poland 3.7 3.8 2.7 2.4 

Russia 3.4 5.7 4.1 4.0 

Saudi Arabia 3.5 2.5 2.3 2.1 

South Africa 3.3 4.4 4.5 4.5 

Turkey 12.3 15.3 11.3 9.6 

F--S&P Global Ratings' forecast. For India, 2019 = FY 2019 / 20, 2020 = FY 2020 / 21, 2021 = FY 2021 / 22, 2022 = FY 2022 / 23, 
2023 = FY 2023 / 24. Source: Oxford Economics. 
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Table 6 

Policy Rates % (End of Period) 

 2020 2021F 2022F 2023F 

Argentina 38.00 42.00 33.00 30.00 

Brazil 2.00 6.50 7.00 7.00 

Chile 0.50 1.00 2.25 2.50 

Colombia 1.75 2.25 3.25 3.75 

Mexico 4.25 4.50 5.25 5.50 

India 4.00 4.25 4.75 5.00 

Indonesia 3.75 3.50 4.00 4.50 

Malaysia 1.75 1.75 2.00 2.50 

Philippines 2.00 2.00 2.25 2.75 

Thailand 0.50 0.50 0.50 0.50 

Poland 0.10 0.10 0.50 1.50 

Russia 4.25 5.75 5.50 5.50 

South Africa 3.50 3.50 4.00 5.00 

Turkey 17.03 16.00 12.00 9.75 

F--S&P Global Ratings' forecast. Source: Oxford Economics. 
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Table 7 

Exchange Rates % (End of Period) 

 2020 2021F 2022F 2023F 

Argentina 84.15 115.00 160.00 200.00 

Brazil 5.20 5.30 5.40 5.45 

Chile 729 735 740 745 

Colombia 3,432 3,700 3,750 3,800 

Mexico 19.88 20.50 21.00 21.50 

China 6.52 6.40 6.30 6.30 

India 72.90 75.00 76.00 77.00 

Indonesia 14,050 14,500 14,650 14,800 

Malaysia 4.01 4.15 4.18 4.22 

Philippines 48.04 48.20 48.70 50.80 

Thailand 30.04 31.49 31.93 31.68 

Poland 3.76 3.72 3.69 3.68 

Russia 73.88 72.50 74.60 75.92 

Saudi Arabia 3.75 3.75 3.75 3.75 

South Africa 14.62 14.61 15.75 16.14 

Turkey 7.44 8.50 8.90 9.30 

F--S&P Global Ratings' forecast. End of Period - Q4 values. For India, 2019 = FY 2019 / 20, 2020 = FY 2020 / 21, 2021 = FY 2021 
/ 22, 2022 = FY 2022 / 23, 2023 = FY 2023 / 24. Source: Oxford Economics. 
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Table 8 

Unemployment % (Year Average) 

 2020 2021F 2022F 2023F 

Argentina 11.6 11.0 10.0 9.7 

Brazil 13.5 13.9 12.7 12.1 

Chile 10.8 10.0 8.7 8.1 

Colombia 16.1 13.9 12.8 11.9 

Mexico 4.6 4.3 4.2 4.0 

China 5.7 5.2 5.1 5.0 

Indonesia 6.1 6.1 5.6 5.3 

Malaysia 4.5 4.8 4.4 4.0 

Philippines 10.4 8.3 6.6 5.4 

Thailand 1.7 1.9 1.6 1.4 

Poland 3.2 3.4 3.3 3.2 

Russia 5.8 5.3 5.0 4.9 

Saudi Arabia 12.0 10.0 8.0 6.0 

South Africa 29.2 31.4 30.1 29.7 

Turkey 13.2 13.0 12.2 11.2 

F--S&P Global Ratings' forecast. Source: Oxford Economics. 
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