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Key Takeaways 

 Overall: Credit conditions in emerging markets (EMs) continue showing a gradual 
improvement stemming from supportive financing conditions, the gradual economic 
recovery, and the likelihood that a COVID-19 vaccine will be available soon. 

 Risks: A key developing risk is the phase out of credit forbearance and fiscal stimulus. As 
these measures are lifted, some of the pandemic's consequences will surface, which could 
especially stress banks given a potentially rapid deterioration of asset quality, absent 
additional measures.  

People are learning to live with the virus, as weariness with health and safety restrictions 
rises. The latter raises questions about a potential resurgence in cases over the coming 
months. Furthermore, winter is coming in the Northern Hemisphere and COVID-19 will 
coincide with the influenza season potentially setting a setback in beating the pandemic. In 
our view, this will further pressure health systems and government budgets. Lockdown 
renewals or additional social-distancing measures could undermine expected recovery. In 
our view, the risk of policy missteps remains. 

 Credit: Negative rating actions have plateaued, but lower rating levels and negative outlooks 
reflect higher leverage and vulnerability to further shocks. A slower economic recovery or 
failure to deliver a vaccine within an expected time frame could lead to further downgrades. 

 

  

(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 Sept. 23, 2020.)  

S&P Global Ratings acknowledges a high degree of uncertainty about the evolution of the coronavirus pandemic. The consensus 

among health experts is that the pandemic may now be at, or near, its peak in some regions, but will remain a threat until a 

vaccine or effective treatment is widely available by around mid-2021 somewhat more positive than our previous 

n 

assessing the economic and credit implications associated with the pandemic (see our research here: www.spglobal.com/ratings). 

As the situation evolves, we will update our assumptions and estimates accordingly.  
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Top EM Risks 
Table 1  
Top EM Risks 

COVID-19 spreading across key EMs, and the risk of policy missteps dampening growth trajectory 

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

The pandemic evolution across key EMs remains mixed, with several countries still struggling to contain the rising COVID-19 cases. The toll of the pandemic has 
been severe across EMs, and risks for recovery loom. We pointed out lockdown fatigue over the past few months. Now we're witnessing the COVID-19 fear factor is 
fading, as people are gradually resuming their activities. However, the avoidance of large crowds enclosed spaces is prevalent, such as traveling or going to the 
movies. In our view, risks remain amid the absence of an effective treatment or vaccine. Winter is coming in the Northern Hemisphere, and COVID-19 cases could 
exacerbate amid the influenza season. Accelerating cases could cause health expenses to jump in EMs, while we can't rule out the possibility for partial lockdowns.  

In our view, the risk of policy missteps remains. Dealing with mounting fiscal pressures will be challenging for those EMs implementing large fiscal stimulus 
packages. Other EMs could face pervasively low GDP growth after failing to contain the epidemic, protect jobs, and support small to mid-size enterprises (SMEs). In 
some cases, central banks are buying sovereign bonds, which could undermine their reputation at some point.  

Debt overhang among governments and corporations would constrain the economic recovery, while SMEs and households 

will struggle under weaker economic conditions 

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

It's now clear that one key impact of the pandemic are the higher debt levels, especially for corporations and governments. Lower interest rates for longer periods, 
leading to favorable financing conditions, ease the refinancing pressure, especially for investment-grade issuers. Nevertheless, speculative-grade issuers will 
continue to run into difficulties. Overall, a slower economic recovery could pressure most corporations, given that subdued revenues weigh on liquidity. A key 
developing risk is the phase out of credit forbearance and fiscal stimulus. This will cause some of the pandemic consequences to surface, this could be take a toll on 
banks stemming from a potentially rapid deterioration of asset quality, absent additional mitigating measures. Furthermore, a slower recovery might also mean 
climbing unemployment, undermining households' disposable income. 

Economic spillovers from U.S.-China strategic confrontation and increasing geopolitical tensions 

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

U.S.-China relations have deteriorated on three prominent economic and financial fronts: trade, access to U.S. financial markets, and technology. Broader political 
disputes, including over tapering cross-
border investment, and lasting effects on supply chains and trade is expected. In addition, the developments in access restriction and potential sanctions could add 
profound risks to business disruptions. Given the key role of the U.S. dollar in global trade and funding, abrupt moves could disrupt financial conditions across the 
region. 

Geopolitical tensions are growing in many key EMs. In Eastern Europe, Middle East, and Africa (EEMEA), the existing geopolitical tensions around Russia risk 
escalating further following the attempted poisoning of one of the opposition leaders, which drew condemnation from the EU and U.S. Turkey has been increasing 
its military presence in the region, raising tensions with its neighboring countries. A long-lasting conflict between Armenia and Azerbaijan has escalated recently, 
increasing security risks for both sides. After a heavy election cycle in 2019, and a couple more to come over the next months and into 2021, new administrations are 
facing significant challenges in dealing with the existing conditions and the pandemic crisis. Policy uncertainty about how these new administrations will deal with 
these difficulties can bring episodes of volatile market conditions and currency pressures. 

High income inequality, limited access to health services, and lockdown fatigue spurring social unrest  

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

The pandemic has exacerbated existing income disparities, and precarious living conditions and limited access to health services for the poor in EMs, fanning the 
social discontent with politicians and status quo. Furthermore, the deep economic contraction resulting from the pandemic will result in a sharp rise in poverty, a 
huge setback for many EMs that made progress over the past years. These conditions could ignite protests, demanding changes.  

Volatile financing conditions that could limit access to credit market  

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

Financing conditions are gradually improving, and spreads for EMs continue to narrow, except for the weakest credits. Investors' appetite for EMs is gradually 
recovering, based on the gradual economic recovery, the expectation that a vaccine will be available soon, and highly accommodative monetary conditions in 
advanced economies. Such conditions have also eased the pressure on most key EMs' currencies. Nevertheless, volatility and fragile investor sentiment prevail. 
Financing conditions could become volatile in the future in absence of an effective treatment or a vaccine for the virus or because of slower-than-expected 
economic recovery, triggering new episodes of capital outflows. 

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 

Improving Conditions, But Winter Could Bring New Challenges 

Credit conditions in EMs continue to strengthen gradually thanks to loose financing conditions, the 

gradual economic recovery, and the expectation that a COVID-19 vaccine will be available soon. 

Most key EMs are lifting lockdowns gradually (with India and Indonesia as notable exceptions), 

despite the virus cases continuing to climb in some countries. Most notable, in addition to 

lockdown fatigue, we now observe that the virus fear factor is fading and people are resuming most 

of their activities. The latter raises the possibility of a resurgence in cases over the next few 

months. Furthermore, winter is coming in the Northern Hemisphere and COVID-19 will coincide 

with the influenza season. In our view, this will probably further squeeze health systems and 

government budgets. Full lockdowns have taken a significant toll on economic growth, which is now 

evident after the sizeable economic contraction in the second quarter of 2020. As a result, 

expect governments to go reinstate lockdowns, but we can't rule out partial lockdowns and other 

social-distancing measures to tame another potential surge in infections. 

Economic activity continues showing a gradual recovery, although uneven across countries and 

sectors. Activities involving large crowds or meeting in enclosed spaces probably won't recover until 

effective treatment or vaccine is available. Consequently, those countries or corporations 

depending on such activities will continue facing headwinds. The pandemic will leave many 

governments and corporations in a weaker position and vulnerable to further shocks. A visible 

effect of the pandemic is the rising leverage among governments and corporations. Leverage levels 

could turn unsustainable in absence of a rapid economic recovery. While low interest rates help 

could diminish prompting further defaults.  

One key risk is the impact's degree of severity on households and SMEs, which benefited from 

governments' fiscal support or credit forbearance. These measures are soon to taper off over the 

coming months, some of which already expired. In many key EMs, these measures helped 

households and SMEs withstand the sharp drop in revenue from the lockdowns. Nevertheless, 

many small businesses have gone bankrupt while unemployment has jumped, with large 

companies making substantial layoffs to stay afloat. In the best of cases, employees kept their job 

but took sharp salary cuts. So far, banks across EMs have remained largely resilient despite the 

severe economic shock. Strong profits, sound capital buffers, and tougher liquidity rules have 

supported banks' fundamentals through the recent months. These buffers will now be tested as 

financial woes among SMEs and households now surface. We expect weakening asset quality, 

while the degree of the shock to banks will depend on the speed of the recovery. Weakness among 

SMEs and households could also undermine the expected economic recovery. 

S&P Global Ratings has taken 283 rating actions related to the pandemic and falling oil prices since 

February 2020. Only few sectors have been spared from the severe economic shock caused by the 

lockdowns, such as those linked to supplying goods and services to the people staying home 

(essential retail/grocery, media, and telecoms, etc.) We now expect a slow recovery across EMs, 

which will continue pressuring most of their corporations (see charts 12 and 13 for details). The 

downgrade potential remains higher than historical levels. Therefore, a resurgence in COVID-19 

cases leading to new social-distancing measures or a slower-than-expected recovery could result 

in more downgrades and defaults across EMs. Speculative-grade issuers, especially those in the 'B' 

category, are the most vulnerable to a downside scenario. Notably, five out of the 16 key EMs that 

we follow have a negative outlook. In that sense, a sovereign downgrade is usually accompanied by 

negative rating actions on domestic corporations and banks. 
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Chart 1 Chart 2 

New Daily Reported Cases Per Million Corporate Debt Levels On The Raise  

  
Seven-day moving average. Notes: We use 2019 population estimates to 
calculate per capita numbers. EM median refers to EM 16 excluding China. 
Mid-September is as of Sept. 21. Source: Bloomberg, Oxford Economics, 
and S&P Global Ratings. 

Data as of Sept. 22, 2020. Median corporate ratings in parentheses. 
Source: S&P Global Ratings and S&P Global Market Intelligence. 

 

Chart 3 Chart 4 

Financing Conditions Continue Improving Challenges Ahead For EM Banks As Emergency Measures 
Are Phased Out 

  
Secondary Market Credit Spreads. Source: S&P Global Ratings. Loans in forbearance as a percentage of total loans. Source: S&P Global 

Ratings. 
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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.) 

Recovery Pace Varies Across EMs 

EM economies are recovering from a steep decline in activity, as social-distancing measures are 

eased, global demand is picking up, and financial conditions remain supportive. The recovery is 

uneven across EMs, shaped by pandemic-related developments, but also other factors such as the 

pace of the rebound among major trading partners, and crucially, the effectiveness of policy 

support.  

Lockdowns at home and in key trading partners took a large toll on second-quarter growth in EMs. 

Second-quarter GDP readings confirmed the depth of the downturn, with a median decline in GDP 

in key EMs excluding China of around 45% (seasonally adjusted annualized rate). The drop in 

output in the second quarter was less severe in emerging Europe, Indonesia, and Brazil, while India 

was the hardest hit (chart 5).   

Chart 5 

Second Quarter GDP Q/Q SAAR % 

 
Note: Median refers to median of all countries in the chart. For China, India, and Indonesia, there is no official seasonally-
adjusted time series. Therefore, we just applied a standard ARIMA X13 method to the non-seasonally-adjusted series.  Turkey's 
GDP data source is Turkstat. Source: Haver Analytics. 

The pandemic's trajectory in EMs remains mixed, given that COVID-19 appears to be receding in 

many key EMs but others are struggling to contain. Overall, it has been very difficult to bring the 

pandemic under control. Some EMs are still facing the rising COVID-19 cases (such as Argentina, 

India, Indonesia, and the Philippines), while others have seen setbacks after apparently controlling 

contagion (Poland and Turkey, and more recently, Russia). The pandemic picture brightened in 

several EMs in August, most notably in South Africa (chart 1). 

Data on movement shows continuing normalization in activity across EMs, although it still varies 

widely, with emerging Europe registering the largest return back to pre-COVID mobility levels (chart 

6). More conventional economic indicators such as industrial production and retail sales also point 

to an ongoing recovery across EMs.   

-80%

-60%

-40%

-20%

0%

20%

40%

60%

80%

In
d

ia

M
e

x
ic

o

M
a

la
ys

ia

S
o

u
th

 A
fr

ic
a

A
rg

e
n

ti
n

a

P
h

il
ip

p
in

e
s

C
o

lo
m

b
ia

C
h

il
e

T
u

rk
e

y

B
ra

z
il

T
h

a
il

a
n

d

P
o

la
n

d

R
u

s
s

ia

In
d

o
n

e
s

ia

C
h

in
a

M
e

d
ia

n

Lead Economist 
Emerging Markets 

Tatiana Lysenko 

Paris 

tatiana.lysenko 
@spglobal.com 

+33-14-420-6748 

 

Elijah Oliveros 

New York 

elijah.oliveros 
@spglobal.com 

+1-212-438-2228 

 



Credit Conditions Emerging Markets: Fragile and Uneven Recovery, Virus Resurgence Looms  

S&P Global Ratings Sept. 29, 2020     6 

 

Chart 6 

Mobility Index (Average) 

 
Notes: the index is an equally-weighted index of retail & recreation, transit, and workplaces. The baseline is the median value, 
for the corresponding day of the week, during the 5-week period Jan 3 Feb 6, 2020. Note: Mid-September is as of Sept. 11. 
Source: Google LLC "Google COVID-19 Community Mobility Reports", S&P Global Ratings. 

 

Our baseline assumption remains that a vaccine or effective treatment will be widely available by 

mid-2021. However, we believe that the recovery will continue even in the absence of the vaccine, 

as people across EMs are adapting to a reality of living with the virus. Still, in the absence of the 

vaccine, economic activity will be constrained and prone to setbacks. 

We now expect GDP in EMs, excluding China, to decline 6.4% in 2020 and grow 6.2% in 2021. Our 

2020 GDP forecast is 1.7 percentage points lower than 

however this masks divergences among the economies. For the first time this year, we have revised 
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sluggish exports have become major drag on growth, and currency and inflationary pressures 

intensified. While we currently forecast a smaller decline in GDP this year of 2.5%, from a 3.3% 

contraction previously, we also expect growth next year to be less pronounced, and note that 

external pressures may derail the recovery. 

Risks to our forecast are still tilted to the downside, and are related to developments in the 

pandemic and policy missteps. Geopolitical risks rose in some EMs during the third quarter, 

notably in Russia and Turkey. 

Our recovery profiles haven't changed materially. We maintain our view that the COVID-19 

pandemic has inflicted significant permanent income losses for EMs, especially in India, Latin 

America, and South Africa due to higher debt levels, subdued investment, and in some cases 

considerable damage to labor markets. 

 

Chart 7 Chart 8 

EM GDP Growth Change In Baseline Forecast From June 2020 

  
f--S&P Global Ratings' forecast. Source: Oxford Economics.  f--S&P Global Ratings' forecast. Source: S&P Global Ratings.  
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Financing Conditions 
Financing conditions continue to improve in EMs as central banks extend support through 

guidance, monetary stimulus, and asset purchases. The sheer volume and speed of action were 

both unprecedented and effective in boosting investor confidence, allowing greater capital flows to 

many EMs. We believe investor confidence is largely predicated on many factors, including the 

following: 

 Interest rates will likely remain low for the foreseeable future; central banks and governments 
are ready and willing to act if markets start deteriorating again, though the severity of 
dislocation such as in late March is largely unlikely, in our view. 

 The scientific and medical community continues to find measures to contain, manage, and 
eventually defeat the COVID19 pandemic, though it will likely take time the impact on the 
economy--and consequently on capital markets continues to be linked to expectations for 
asset and risk pricing, though it may be equally influenced by key risks (especially economic 
spillovers from trade confrontations, income inequality, restricted access to health services, 
and social unrest). 

 Companies with stronger creditworthiness will be able to tap financial markets and refinance 
debt when necessary at relatively low rates; weaker issuers may be increasingly vulnerable to 
default if longer revenue pressures remain in absences of a swift economic recovery.  

 

Chart 9 

Central Bank Actions Give EM Issuances A Boost 

 
Data as of Sept. 18, 2020. Source: S&P Global Ratings and Thomson Financial. 

We expect EM financing conditions to continue to be accommodative, with central banks worldwide 

focused on meaningful economic recovery amid easing market conditions after credit spreads 

widened to decade-long peaks. Some economies are lifting the lockdowns through several phases, 

and others recovering gradually, and some, like Argentina, India and Indonesia, continue to see 

rising COVID19 caseloads. Central banks across EMs have taken several measures to support 

domestic liquidity and keep credit flowing. These measures include lowering reference rates and 

liquidity requirements, relaxing capital and provisioning rules, quantitative easing measures in 
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some cases that allow central banks to provide liquidity to lower rated corporate securities. 

Moreover, authorities in most EM economies have rolled out various forms of forbearance schemes, 

allowing for payment deferrals for loans to SMEs, mortgages, and other types of retail loans. 

From the perspective of corporate finance, these all underpin corporate top-

importance in supporting meaningful growth of capital markets. As the global recession and 

coronavirus pandemic acts as a major drag on capital markets, financing conditions will likely 

remain supportive for most EMs at varying degrees. Bond issuances in China, which seems to make 

the biggest progress in recovering from the pandemic, have outpaced those at this point last year. 

But the rest of EMs in Asia and Latin America have only begun to see meaningful recovery. Debt 

issuance volumes in EEMEA is less than one-third of that in the same period in 2019. 

Chart 10 

Financial And Non-Financial Issuances In China Surpass The 2019 Year-To-Date Level, While Other 
Regions Remain Slower 

 
Data as of Sept. 18, 2020. Source: S&P Global Ratings; Thomson Financial. 

From the standpoint of bond maturities looking into 2021, most economies will likely be able to 

manage, as debt maturities in 2021 are likely to be replenished even with average issuance 
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Colombia also exceed these average volumes but at a much smaller margin. While less significant 

in other economies, Argentina and Turkey see a fairly sizable volume of speculative-grade debt 

maturing in 2021, which is likely to be the most difficult debt to refinance if market conditions 

become more restrictive. 

Risks remain firmly on the downside, and investor sentiment will probably remain fragile for the 

rest of the year. Specifically to emerging markets, extended lockdowns or signs that recovery would 

be weaker and longer could affect investor sentiment. Once the pandemic is contained prevalent 

domestic risks will be the focus, as these have not gone away and in some cases they have been 

exacerbated by the pandemic. 
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Chart 11 

Secondary Market Credit Spreads, U.S., Europe, And EMs 

 
ICE Benchmark Administration Limited (IBA), 'ICE BofAML High Grade Emerging Markets Corporate Plus Sub-Index Option-Adjusted Spread',  'ICE 
BofAML Emerging Markets Corporate Plus Index Option-Adjusted Spread', 'ICE BofAML Asia Emerging Markets Corporate Plus Sub-Index Option-
Adjusted Spread', 'ICE BofAML Latin America Emerging Markets Corporate Plus Sub-Index Option-Adjusted Spread', 'ICE BofAML Europe, the Middle 
East, and Africa (EMEA) Emerging Markets Corporate Plus Sub-Index Option-Adjusted Spread', retrieved from FRED, Federal Reserve Bank of St. 
Louis; https://fred.stlouisfed.org/series/BAMLEMRECRPIEMEAOAS, U.S. investment- and speculative-grade spreads from S&P Global Ratings. 
Europe investment-grade spread from S&P Dow Jones Indices. Data as of Sept. 14, 2020. 
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Sector Trends 
Chart 12 Chart 13 

COVID-19 And Oil Related Rating Actions In EMs COVID-19 Related Ratings Actions In EMs By Sector 

 

 
Source: S&P Global Ratings. Data as of Sept. 22, 2020. Source: S&P Global Ratings. Data as of Sept. 22, 2020. 
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Sovereigns 

APAC EM 

A Resurgence In Cases Dents 2021 Growth Expectations 

Virus upended credit assumptions. After managing to bring down the infection rates, many 

countries have seen resurgences and many reinstated restrictive measures. The pandemic is 

dimming the economic growth prospects for 2021 along with hopes that sovereigns could quickly 

close the budget deficits that have opened up this year. 

Lower global interest rates and energy prices. The deterioration in economic outlook has cut 

demand for commodities. Despite the recent rebound from its low in late April, the price of crude oil 

remains well below levels at the beginning of the year. Further, central banks have eased monetary 

policies. Given significant uncertainty over the duration of the pandemic, interest rates and energy 

prices are likely to remain relatively low for a while. 

All Eyes On U.S. China Relations 

A breakdown of U.S.-China relations. The coming presidential election and still elevated COVID-19 

cases in parts of the country could harden U.S. attitudes toward China. With most relatively 

painless measures already in use, the risk of a further escalation in bilateral tensions is that more 

damaging policy options will be employed. Apart from the direct negative impact on the global 

economy, the associated uncertainties could also trigger volatility in international financial 

markets and capital outflows from emerging Asia. 

Sudden capital swings. A sharp erosion in investor sentiment in EMs could see swift capital flows 

out of these economies. The risk of such an event is larger in countries that, in response to lower 

global interest rates, ease domestic funding conditions to increase leverage in the public or private 

sectors. 

Reversal in China's deleveraging. If economic or labor market pressures mount further, China 

could allow credit growth to resume to maintain social stability. Sovereign credit support will likely 

weaken due to growing risks of financial instability, with negative implications for other sovereigns 

in the region. 

 

Latin America 

The Pandemic Could Exacerbate Political Risks 

The global recession threatens to widen the political and social divisions, increase poverty, 

exacerbate income inequality, and potentially heighten political risk in Latin America and the 

Caribbean. Several regional sovereigns have defaulted this year: Argentina, Ecuador, Suriname, 

and Belize.  

The region will suffer a recession in 2020, with only a modest recovery next year. The contraction 

this year follows several years of recession in Argentina, a mild recession last year in Mexico, and 

several years of very low growth in Brazil.  

Beyond the immediate task of coping with the pandemic, the region faces severe challenges in 

restoring GDP growth, fixing deteriorating public finances, and in managing the political strains 

caused by economic hardships. Net general government debt, one of the key metrics in our 

analysis, may increase by 10-15 percentage points of GDP in some of countries in 2020 (see chart 

15), reflecting both large fiscal deficits and contractions in GDP. The ability of sovereigns to cope 

with a higher debt burden depends, in large part, on spurring GDP growth and undertaking 

corrective fiscal measures. Chart 14 

pandemic and modest prospects in coming years. Political disputes and institutional weaknesses 
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could dilute or delay the implementation of measures to stabilize the regional economies and to set 

the stage for stronger GDP growth in some countries.  

 

Chart 14 

GDP Growth In Latin America 

 
Source: Oxford Economics and S&P Global Ratings. 

Argentina recently restructured a record $100 billion in commercial debt issued in domestic and 

global markets, substantially cutting its debt servicing costs in the next couple of years. We expect 

the government to reach a new agreement with the IMF soon to alleviate service costs on the loan 

from this institution

given that the government hasn't presented a coherent economic recovery plan to contain high 

inflation, restore GDP growth, reduce large fiscal deficits, and diminish pressure on the foreign 

exchange market. 

The pandemic caused a steeper decline in Mexico's economic performance, which was already 

suffering from weak private-sector confidence that reduced investment. Although Mexico hasn't 

introduced a fiscal stimulus to counteract the economic downturn (unlike many countries in the 

region), its public finances may worsen due to pernicious trend in debt stemming from sputtering 

economic activity. Our negative outlook reflects fiscal risks, including those at the national oil 

company PEMEX, and constraints posed by a narrow non-oil tax revenue base. 

The pandemic sharpened --including low economic growth 

and high government debt burden--and raised uncertainty over its reform agenda. The pace of 

economic recovery, fiscal policy correction, and passage of structural reforms (macro and micro) 

are key for the sovereign rating dynamics.  

In Chile, segments of the population have become alienated from the two traditional coalitions of 

the center-left and center-right that have governed the country for the past three decades. Massive 

and, at times, violent protests in 2019 led the government to schedule a referendum for October 

2020 to gauge public support for writing a new constitution. Such developments have created 

uncertainty in the private sector about future economic policies, and could have dampen 

governance and long-term GDP growth prospects after national elections set for late 2021. 
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EMEA EM 

Weakening Fundamentals Continue Raising Questions About Debt 
Sustainability 

While surging global liquidity continues to support EM assets, much of it is coming from cross-over 

investors with a preference for higher rated markets. It's Asia, especially China that's primarily 

benefitting from a strong pick up in capital inflows. In EMEA, year-to-date capital inflows remain 

negative in net terms into the most liquid markets, with the exception of Egypt. Even Russia, 

despite its more solid macroeconomic framework, has seen overall holdings of domestic debt by 

non-residents decline year to date, though in ruble terms, nonresident holdings have been stable.  

Weakening underlying fundamentals continue to raise questions about debt sustainability in 

emerging sovereigns in EMEA especially in Sub-Saharan Africa, where a large debt redemption will 

spike starting in 2024. We continue to expect a significant rise in defaults among frontier markets, 

with Zambia recently requesting a suspension of interest payments over a six-month period. The 

question is whether larger higher rated credits are also at risk. A more fraught external environment 

has also taken its toll on regional exchange rates with the Turkish lira, the South African rand, and 

the Russian ruble as the world´s worst performing currencies this year, with the exception of the 

Brazilian real.  

We divide larger more liquid EMEA sovereigns into two broad categories: those whose credit 

fundamentals were already deteriorating before the impact of the pandemic (South Africa and 

Turkey), and those where recent weakening is primarily due to the pandemic (Egypt, Russia, and 

Saudi Arabia). Among these sovereigns, the fiscal situation remains most problematic for Egypt and 

South Africa. 

appreciating) exchange rate in return for non-resident inflows into the government bond market to 

finance a fiscal deficit exceeding 8% of GDP for the fiscal year ended June 2020, narrowing slightly 

for the year ending June 2021. This strategy alongside the agreement on a Standby Arrangement 

and Rapid Financing Instrument (RFI) with the IMF has succeeded in attracting more capital 

inflows since June, and the Egyptian pound is one of the best performing currencies globally during 

2020. The risk is that as authorities attempt to shore up foreign reserves and raise the average 

maturity profile of debt at relatively lower borrowing costs, they're rapidly increasing reliance on 

external debt, which is sensitive to shifts in investor sentiment and currency movements.  Egypt´s 

stock of government debt remains notably high at 86% of GDP in gross terms, and with 45% of 

revenues going towards interest payments. Over the medium term, the key economic variable to 

watch may actually be the current account, which we forecast to post a deficit of 4.6% of GDP this 

year, as tourism receipts and remittance inflows suffer a sharp blow. A gradual narrowing of 

Egypt´s CAD would help to improve confidence in the overall sustainability of the macroeconomic 

framework, and potentially enable lower real rates, which are of critical importance to lower the 

budget deficit. But against the current global backdrop, this is a lot to ask. 

In contrast to the Egyptian pound, the South African rand has depreciated sharply this year, about 

16% in real terms, primarily on the back of capital outflows, and despite improving terms of trade 

(lower oil and higher gold prices). This is largely a function of non-resident selling of government 

bonds, alongside 300 bps in domestic rate cuts so far this year in an effort to put a floor under the 

falling -date the pandemic, 

but the latter has been costly, with the deficit set to more than double this year to an estimated 

14.5% of GDP, as the economy contracts more than 8% and possibly more given the duration and 

severity of national lockdowns. Large deficits and contracting growth imply year-end government 

debt at 83% of GDP, increasing above 90% of GDP by 2023 in the absence of a consolidation plan 

that would likely have to include real cuts in the public-sector payroll. While the government has 

agreed to cuts in such expenditures, they're relative to previously planned real increases.  

On July 28, the IMF agreed to a $4.3 billion RFI disbursement to South Africa to offset the budgetary 

costs of COVID-19. The IMF is also providing technical advice on a strategy to stabilize public debt 

and to unlock South Africa´s growth potential. Other MLI assistance may follow.  
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Nevertheless, the trend is concerning for a country that has been posting average real GDP growth 

of less than 1% in the run up to the pandemic. South Africa´s deep domestic capital markets, 

exchange rate flexibility, and highly credible monetary authority have anchored the credit story for 

years, but the combination of unrealistic fiscal policies and structural impediments to growth mean 

that 2020 is starting to look like a tipping point. 

In the context of plummeting tourism receipts, and a still negative policy rate (even taking into 

account the 200 bps hike to the repo rate on September 24), the Turkish lira is the world´s second 

worst performing currency after the Brazilian real, down 16% year to date in real effective terms. 

Since 2018, the government´s strategy in the face of flagging growth has increasingly been to 

double down on policies to push credit into the private sector, and we project the stock of domestic 

credit will expand by 30% for 2020 as a whole, by far the highest of all rated sovereigns, even if the 

exchange rate valuation effects are netted out. Coupled with the negative impact of coronavirus 

pandemic on FX inflows, this credit stimulus had underpinned:  

 A widening of the current account deficit, which amounted to 3% of full year GDP through July. 

 A 16% Turkish lira depreciation in real effective terms or a 22% depreciation in nominal terms. 

 Excluding gold, foreign reserves have declined by $38 billion since the start of the year while 
their quality has also deteriorated. 
have risen by $35 billion through July.  

Despite its weak external position, Turkey benefits from some advantages compared with its EMEA 

peers. We estimate that the financial and corporate sectors control around 13% of GDP of assets 

abroad, which could be repatriated to pay down foreign exchange debt and to fund imports.  We 

also note that sovereign debt metrics are less worrisome compared to many peers. General 

government debt is projected to end 2020 at 38% of GDP, with limited non-resident holdings left in 

the market. The risk to the sovereign comes in the form of contingent liabilities from a banking 

system that includes three state-owned banks, and which faces external refinancing of around $82 

billion or 12% of GDP over the next 12 months. That figure is notably lower compared to the $103 

billion in July 2018, right before the August 2018 currency crisis. However, the reduction in the 

aggregate short-term external debt masks diverging trends. While the short-term debt on a 

remaining maturity basis has declined close to 35% for the private banks, it has actually increased 

over 20% in nominal terms for the public banks. This underscores the much more active role the 

public banks have played in the recent credit boom the government has encouraged, particularly 

since the start of 2020. That may imply that any asset quality problems, and consequently, liquidity 

problems could disproportionately affect the state banks than their private peers, and at a cost to 

the sovereign. More broadly, we also consider that continued accumulation of economic 

imbalances  such as high credit growth and inflation, and widening of the current account deficit  

could ultimately lead to a disruptive economic adjustment, similar to the one Turkey has gone 

through in 2018, if left unchecked. 
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Chart 15 

Net General Government Debt % Of GDP 

 
Source: S&P Global Ratings. 

Table 2  

Sovereign Rating Actions Since The Start Of The Pandemic 

(Ratings as of Sept. 29, 2020) 
Current long-term foreign 
currency rating/outlook 

Previous long-term foreign 
currency rating/outlook 

Rating or outlook changes  

Malaysia A-/Negative A-/Stable 

South Africa BB-/Stable BB/Stable 

Chile A+/Negative A+/Stable 

Mexico BBB/Negative BBB+/Negative 

Colombia BBB-/Negative BBB-/Stable 

Brazil BB-/Stable BB-/Positive 

Argentina CCC+/Stable SD 

Thailand BBB+/Stable BBB+/Positive 

Indonesia BBB/Negative BBB/Stable 

Ratings or outlook affirmed  

China A+/Stable A+/Stable 

India BBB-/Stable BBB-/Stable 

Poland A-/Stable A-/Stable 

Turkey B+/Stable B+/Stable 

The Philippines BBB+/Stable BBB+/Stable 

Saudi Arabia A-/Stable A-/Stable 

Russia BBB-/Stable BBB-/Stable 
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Corporations 

APAC EM 

Diverging Paths For Corporate Recovery 

Operating performance and the pace of recovery in credit metrics across the corporate sectors has 
been largely in line with our expectations for the quarter ended June 30, 2020. Yet, the road to 
recovery is one of increasing divergence. Operating and funding conditions are somewhat better in 
countries such as China and in the Pacific where the pandemic appears to be under control. 
Consumer sentiment and spending there are stabilizing or picking up, judging by retail sales 
improving in China, and increasing by double digits in July and August 2020 in Australia compared 
with 2019. The situation is starkly different in emerging markets in Southeast Asia (particularly 
Indonesia) and in India, given still tough operating and funding conditions. Virus cases in these 
markets continue to rise, limited lockdowns remain in force, and macroeconomic contraction 
appears worse than we projected a few months ago.  

A Slow Recovery Is Underway In China 

In China, operating conditions are slowly improving. We project no median revenue growth in 2020 
and 5%-10% in 2021 among rated issuers. Such performance is somewhat stronger than 
elsewhere in the region, given that COVID-19 cases in China appear to be under control. Companies 
exposed to the end customer in the consumer staples, retailing or real estate sectors have 
bolstered revenue sharply through growing online sales and new distribution channels. However, 
legacy debt is likely to stay high across the corporate sector, delaying the recovery in credit quality 
in the majority of sectors--including homebuilders, capital goods, consumer discretionary, 
technology, autos, oil and gas, and chemical--to 2022 and beyond.  

Funding availability in China also appears a little more widely available than in the other EMs in the 
region. Access to capital markets is increasing (see chart 10), even for speculative-grade issuers, 
although at sometimes shorter tenors and higher costs than prior to the pandemic. The situation 
contrasts with highly selective funding conditions in EMs in Southeast Asia (particularly Indonesia) 
and in India. 

Fragile Credit Conditions Prevail In Indonesia 

Credit conditions among the Indonesian corporate sectors remain anemic. Rated Indonesian 
companies have been among the hardest hit by COVID-19 in APAC, with nearly two dozen negative 
rating actions since January across the real estate, manufacturing, mining, and state-owned 
sectors and a growing number of debt restructurings. The median credit quality of rated issuers is 
at its weakest since the 1998 Asian financial crisis, with nearly 60% of corporate ratings in the 

-thirds of ratings are on negative outlook or CreditWatch amid 
the ongoing pandemic, weaker economic growth, and sovereign rating pressure. Funding is also 
increasingly selective amid risk aversion. Domestic banks, even state-owned ones, are prioritizing 
loans to blue-chip customers with resilient earnings or to the most critical state-owned 
enterprises. Investor appetite for low speculative-grade issuers 
past quarter. We rate about one- -
risk of defaults for the rest of 2020 and in 2021. About $5 billion in international bonds mature in 
2021 and 2022 from nearly two dozen issuers, most of which are private companies. 

Under Pressure 

covered much either from the second quarter. 
Our economists now project the economy to contract 9% for the year ending March 31, 2021, 
COVID-19 cases remain high, and the prospect of extended localized lockdowns point to continued 
weak operating conditions. More than one in four rated companies still face rating downside, 
especially those in the power, commodities, transportation,  
metrics and ratings to return to pre-pandemic levels in the next two to three years, despite our 
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base-case assumptions of rebounding earnings in 2021, spending cuts of as much as 50% in some 
cases, and lower dividends. 

Like in Indonesia, access to funding in India has become more selective. The financial sector, 
including banks, has turned increasingly risk averse despite ample liquidity. Investment-grade 
companies (about half of the rated entities in India) retain access to the offshore bond market, but 
weak sentiment towards high-yield issuers and external borrowing guidelines such as the spread 
cap have raised refinancing risks for lower-rated credits. 

Resurgence Of Virus Cases, Slower Recovery, Or Weakening Financing 
Conditions Are Key Risks 

Shrinking access to funding. Liquidity and funding are growing focal points for our credit analysis, 
given that we rate nearly 25% of 
further weakening of investor sentiment toward the struggling entities in the real estate, 
commodity, retailing, or transportation cyclical sectors is going to further dampen the already 
difficult and highly selective funding conditions. A further pullout of funding from domestic banks 
will only add to liquidity woes to the corporate sector in Thailand, Malaysia, and the Philippines, 
because substantially. Country-
wise, liquidity and refinancing are a bigger risk in Indonesia (more than half of rated entities in the 

-third) and China (nearly one-quarter). 

Operating conditions to rebound at a sluggish pace in 2021. The main underlying assumption 
behind our credit analysis and corporate ratings in emerging Asia is that earnings will markedly 
recover in 2021 (5%-15% depending on the country), with a similar improvement in 2022. A further 
wave of infections or slower-than-expected recovery would jeopardize this assumption, create a 
more protracted rebound in credit ratios, and lift an already high downside risk. From a financial 
policy standpoint, the large majority of companies across the region is cutting capital spending and 
dividends to preserve liquidity and maintain credit ratios through this period. Notably, we project 
median capital spending to fall 5%-15% in 2020 in emerging Asia and to stay flat in 2021. 
Controlled cash outflows will be a key support to consolidate balance sheets and widen rating 
headroom, especially for investment-grade issuers. 

EMEA EM 

Recovery Is Underway For Russian Corporations, But Some Challenges Remain 

The first few months post lockdown in Russia demonstrate relatively robust recovery in the 

corporate sector, in line with the markets, which left the peak of the first pandemic wave behind. At 

the same time, the decline in the disposable income of the population is more fundamental and will 

translate into challenges in consumer-driven sectors, such as retail and real estate in the long run.  

Despite the headroom the most of the Russian commodity producers have built over the past years, 

pressure is building up on some of the companies, given that the government is trying to increase 

taxation in oil and mining. We maintain stable outlooks on the biggest names, because we believe 

the companies will have flexibility to lower capex and dividends to avoid a meaningful increase in 

leverage. Less diversified companies or those with higher exposure to a particular underperforming 

commodity, such as coal, could be more vulnerable, which could result in a downgrade. 

Russian utility and infrastructure companies have navigated through the lockdown reasonably well, 

and haven't suffered much from the decline in electricity consumption or weakened payment 

discipline. We believe that already in the third quarter they will demonstrate results close to pre-

pandemic levels. 

Low Oil Prices And Weak Tourism Weigh On Saudi Corporations 

In line with the lower oil prices and a weaker macro picture, we continue to observe broad based 

pressures across various sectors in Saudi Arabia and the larger GCC region (see "Twin Shocks Of 

Low Oil And COVID-19 Mean Double Trouble For GCC Corporates," published July 21, 2020). While 

the pernicious impact of COVID-19 on travel and tourism will be felt across the GCC, the Saudi 
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authorities are restricting Hajj, the Islamic pilgrimage, to very limited numbers this year due to 

health and safety concerns, which means the domestic tourism and hotel operators should also 

remain under particular pressure.  We also expect the companies in the contracting and 

commercial real estate sector to take a hit given the weakening business cycle. 

Few Sectors Escaped From The Stringent Lockdowns In South Africa 

South Africa is emerging from six months of strict lockdown measures, causing GDP contraction, 

muted mobility data, and lower/lost revenues in many sectors. Companies in the retail, 

transportation, and chemical sectors as well as those exposed to end-markets with severe COVID-

19-related demand disruptions (such as discretionary retail/business services, autos, and print 

media, for example) face severe pressure on top-line revenue and ratings. Rising asset 

impairments and bad debt provisions, and additional COVID-19 related costs have also dragged 

down financial outcomes across most industries, but to varying degrees. Companies in the precious 

metals mining, telecoms, and utilities sectors have experienced solid pricing and demand, but risks 

associated with broad economic weakness, declining consumer affordability, and changing 

consumer preferences present ongoing risks.  

In general, South Africa-based issuers have responded swiftly to the challenging operating 

environment, with cash preservation high on the agenda. Cost and capital expenditure 

optimization, debt covenant relief, and reduced dividend payouts have enabled many issuers to 

maintain comfortable/adequate levels of liquidity. Companies with unhedged foreign exchange 

liabilities remain exposed to the persistent volatility of the South African rand. Commodity 

exporters and companies with globally diversified operations are somewhat more protected, but we 

are noting increasing cash-extraction difficulties from their operations in selected pan-African 

jurisdictions. 

Pressure Prevails For Turkish Corporations 

Given the overall weaker domestic demand, we observe broad based pressures on a large number 
of sectors, while many corporations continue to operate conservatively, trying to minimize 
operating costs, capital expenditures, and preserve cash, while new investments are taking a back 
seat. Turkish companies operating in the aviation, tourism, and hospitality remain under particular 
pressure given the collapse in the international passenger traffic and the tourism flows caused by 
the pandemic. Total foreign visitors to Turkey were for the first seven months of 2020 totaled 5.4 
million, compared with around 25 million for the same period last year. In August, the government 
raised the taxes on imported cars, which will take a toll on the sector.  As we have observed over the 
past few weeks, weakness of Turkish lira remains a considerable risk for the domestic 
corporations, particularly for those operating with unhedged foreign exchange liabilities.  

Latin America 

Challenges Amid Recovery  

In Latin America, the recovery for corporations is selectively taking shape, although risks still lie 
ahead. The revision to our macroeconomic base-case scenario suggests that businesses exposed 
to Peru, Argentina, and Mexico could see their credit quality weaken further, given that these 
economies would suffer from a double-digit GDP contraction in 2020 and post only a marginal 
recovery next year. Although Chile and Brazil will also fall into a mid-single digit recession in 2020, 
we believe both countries have better recovery prospects, which would be supportive to companies 
exposed to these two markets. 
 
Generally, construction has been declared an essential activity, given its pivotal direct and indirect 
contribution to GDP across the region. For cement producers, volume sales have performed better 
than our expectations. Bagged cement demand, related to informal housing, has been a driver for 
recovery, as government social programs and steady remittances continue to support households 
in the low-income segment. We now expect the construction sector to recover to pre-pandemic 
levels in the second half of 2021, a year earlier than our original estimates, with Brazil potentially 
emerging faster than other markets if housing momentum remains in place. 
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Commodity-driven industries have also been largely resilient, given that prices for many sectors 
have bounced back from the initial demand shock from COVID-19 in the first half of the year. The 
rise in iron ore and copper prices in 2020 has improved growth prospects for several players, while 
currency depreciation will boost operating costs and EBITDA margins. A rebound in oil prices is also 
helping alleviate financial pressures on state-owned oil companies, although we still expect the 
sector not recovering at least until 2022. Protein exporters have been posting better-than-expected 
results, resulting from sound export profits. In addition, more favorable sugar and ethanol prices in 
local currency terms are giving sugar producers some room to maneuver. 
 
However, the recession and high unemployment, eating into households' disposable incomes, will 
possibly have lasting effects on sectors exposed to non-essential consumption. We forecast this 

only after 2022. Also, sectors that induce close and direct human interaction, 
such as restaurants, transportation (including airlines), gaming, commercial real estate, and 
leisure remain highly sensitive to social-distancing measures. Occupancy rates and passenger 
traffic remain at historically low levels, and recovery of these sectors will likely extend beyond 2023.  
 
Credit conditions for corporations in Latin America has somewhat improved in the past three 
months. We continue to see healthy access to debt financing for investment-grade issuers, and a 
group of speculative-grade names like CEMEX S.A.B. de C.V. and Embraer S.A. have also tapped the 
markets successfully in recent weeks. We expect limited access to refinancing for the rest of the 
year for entities in the lower end of our rating spectrum.  
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Financial Services 

APAC EM 

We expect banks' asset quality to deteriorate, credit costs to rise, and profitability to decline in the 

next two years. Loan moratoriums and restructuring of loans in several countries will delay 

nonperforming loan (NPL) recognition by about a year in many markets. Strong funding and liquidity 

profiles provide some buffer. In many countries, good capitalization also provides a buffer to the 

ratings at the current level.  

The Nonperforming Asset Ratio In China Will Probably Double  

We have maintained our stable trend for economic risks impacting the Chinese banking sector--

noting that these risks are already high in a global context. This is because we believe the country's 

banking sector has buffers to absorb worsening asset quality due to the COVID-19 pandemic. While 

some banks might report losses this year, longer-term banking industry and economic trends 

remain stable. We expect average provision coverage for China's reported NPLs (including for policy 

banks) to slip to about 190% in 2020 from roughly 200% in 2019. In our view, reported NPLs will 

only moderately rise due to loan forbearance policies, which have been extended to the end of the 

first quarter of 2021. S&P Global Ratings' broader metric for assessing banks' asset quality 

includes the impact of loan forbearance and shows a sharper deterioration. We project our NPA 

ratio will almost double to 10% from the pre-outbreak levels. However, there's currently no rating 

impact on our rated Chinese banks, except on one the outlook on which we have revised to negative. 

Increasing Unemployment Will Dent Malaysian Banks' Asset Quality 

All Malaysian banks are on a negative outlook, in line with the outlook on the sovereign rating. Our 

base-case scenario assumes that the banking sector's NPL ratio and credit costs to increase to 

3.9% and 62 bps of gross loans in 2021, respectively, from 1.6% and 8 bps in 2019, because we 

expect unemployment to remain elevated. We believe Malaysian banks' solid capital buffers (14% 

common equity Tier 1 ratio) could partly offset unexpected credit losses stemming from the COVID-

19 shock to the economy. However, a likely 15 bps contraction in net interest margins (NIM) could 

pose additional downside risks to that buffer.  

The Pandemic Exacerbated Thailand's Already Weak Economic Conditions  

This occurred from weak external demand, pushing the country's economy into recession. Thailand 

heavily relies on tourism and exports, which will likely decline considerably given the weakness in 

the global economy. The economic slowdown is also likely to hit SMEs and low-income households, 

hurting their debt-servicing ability. Credit risk is already extremely high in Thailand, given the very 

high household and corporate debt as well as relaxed lending and underwriting standards among 

banks. We expect banks' NPLs to almost double to about 6%. We have negative trend on economic 

risk in Thailand and several rated banks are on negative outlook or CreditWatch. 

Consumer And SME Weakness Will Hike NPAs In The Philippines 

The Philippine banking sector's asset quality is likely to deteriorate amid the economic slowdown, 

weighing on profitability. Consumers and businesses will feel the pain from a weak economy, rising 

unemployment, and declining remittances from overseas. We expect large conglomerates, which 

account for the bulk of the banking sector's loans, to weather the challenging operating conditions 

because of their strong business profiles, diversified revenue streams, solid liquidity buffers, and 

moderate leverage. We expect the consumer and SME loan portfolios to contribute to higher NPLs 

in the coming quarters. Support measures from the government and the central bank should 

reduce the risk of defaults. Forbearance on loans will provide a breather, especially for rural and 

thrift banks that typically lend to weaker quality borrowers. A longer or deeper economic slowdown 

in the Philippines than our current forecasts could set off a sharper deterioration in the banking 

sector's asset quality due to potentially higher large corporate defaults. 
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Risks Rising For Indonesian Banks 

The pandemic-induced shock to the country's tourism, transport, trade, manufacturing, and 

investment is causing risks for banks to rise. The pandemic is also hurting private consumption, 

which accounts for almost 60% of Indonesia's GDP. We view banks' exposure to SMEs, 

commodities sectors, and unhedged corporate borrowers with dollar-denominated loans to be 

particularly at risk. The SME sector is likely to be under stress as it faces dwindling revenues and 

weaker liquidity. We have negative outlook on the three large Indonesian banks that we rate. We will 

lower the rating on these banks by a notch if we downgrade the sovereign at a similar rate or 

worsening operating conditions lead to a substantial rise in NPLs and credit costs. 

Deep Economic Contraction Will Take Its Toll On Indian Banks 

India's economy will see one of the deepest contractions--9% in fiscal 2021 (year ending March 

2021). The banks have shown some improvement in loan collections and the moratorium is over. 

RBI has allowed banks one-time restructuring, wherein 5%-8% of loans could be restructured. 

Private-sector banks have raised over INR500 billion in capital. The government is expected to 

pump INR200 billion in capital into public sector banks, and a slew of other capital injections are in 

the offing as banks try to build up a cushion against potential losses. We expect banks to 

recovery until 2023. We expect the credit costs for the banking system to remain elevated in the 

range of 2.8%-3.0% in current fiscal year and next.  We have lowered ratings on multiple bank and 

finance companies already. We still expect economic growth of 10% in fiscal 2022 from a very low 

base and some benefit from the global economy's recovery, but downside risks remain high. 

Chart 16 Chart 17 

NPAs % Of Systemwide Loans Credit Losses % Of Total Loans 

 

 

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

EMEA EM 

Weakening Economy And High Foreign-Exchange Exposures Will Pressure 
Turkish Banks 

high level of foreign currency denominated loans (34.6% at July 30, 2020) amid a volatile Turkish 

lira. This will weigh o

currency to lira and external debt rollover). The latter continued to decline in the second quarter of 

2020 before stabilizing in July with an increase in external interbank funding. Erosion in asset 

quality hasn't been visible in the first half because of the forbearance measures introduced by 

regulators and the rapid increase in lending (about 27% in the same period) and write-offs of 

existing NPLs. Deposits in dollars have picked up recently, and reached level similar to the 2018 

crisis. 
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Chart 18 

External Debt Is Stabilizing In Turkey 

 
Source: Central Bank of Turkey. 

Cost Of Risk For South African Banks Will Remain High Through 2023 

We expect an increase in cost of risk and a deterioration in asset quality indicators because of the 

economic contraction. Cost of risk will remain high over the next couple of years, and we expect a 

return to the 2019 level only in 2023. Despite wider losses, the major banks are likely to remain 

reliance on external funding remains limited and the central 

bank is providing support to ensure normal functioning of money market and interbank markets.  

Weakness In Key Saudi Sectors Will Crimp Banks' Asset Quality 

We expect asset quality indicators of Saudi banks to wither as the decline in oil price, the slowing 

non-oil economy, and the cancellation of the pilgrimage season exert substantial pressure on the 

contracting, hospitality, and retail sectors. We expect the cost of risk to normalize gradually 

starting in 2022, to remain below the pre-pandemic levels due to 

the longer duration of low interest rates. 

Russian Banks Should Be Resilient Given Likely Economic Recovery In 2022 

We expect credit losses in Russia to widen to around 300 bps in 2020, gradually narrowing towards 

normal levels of around 150 bps after 2022. These projections assume that Russia's real GDP will 

return to the 2019 level by early 2022. At the same time, we consider that banks face the current 

stress in a better shape than in previous crises in the past 11 years. Therefore, they will likely show 

greater resilience and faster recovery, provided economic growth prospects remain in line with our 

base-case scenario. The funding base of the Russian banking sector has been demonstrating 

certain stability, supported by predominant reliance on domestic deposits, availability of liquidity 

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

Asset Quality In Poland Could Nosedive After Government Support And 
Payment Moratoriums End 

Given a temporary economic shutdown, we expect an increase in cost of risk and deterioration in 

asset quality among Polish banks towards the end of 2020 and in early 2021 when the government 
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support and loan payment moratoriums will end. Sharp interest rate cuts will also weigh on the 

banks' profitability. However, we believe that the still generally profitable, liquid, and well-

capitalized financial sector should be able to mitigate the impact of the pandemic-induced shock, 

and we expect a recovery in 2021. 

 

Chart 19 Chart 20 

Asset Quality Will Deteriorate (NPL/Total Loans) And Credit Losses Will Widen 

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

Chart 21 Chart 22 

Profitability Will Decline (Return On Assets) Reliance On External Debt Is Limited* 

  
F--S&P Global Ratings' forecast. Source: S&P Global Ratings.  *Except for Turkey. F--S&P Global Ratings' forecast. Source: S&P Global 

Ratings.  

Latin America 

Government Measures Have Mitigated The Pandemic's Impact In Brazil 

The central bank's comprehensive set of measures has helped mitigate the impact of COVID-19, 

and provided incentives for banks to boost lending and support the corporate sector. Therefore, we 

expect credit growth to be about 10% this year, driven by corporate lending. On the other hand, 

expected asset quality deterioration led banks to substantially increase provisions for credit 

losses, jeopardizing bottom-line results. However, the economy seems to be stabilizing, which will 

support asset quality to stabilize as loan moratoriums (granted to about 21% of total loans) are 

phased out. However, risks to asset quality remain, given the still fluid scenario on economic 

activity and employment. 

Foreign Exchange Volatility Raises Concerns Over Argentine Banks' Deposit 
Stability 

The banking industry continues to suffering from the exchange rate volatility and concerns over 

customer deposit instability due to the political unrest. The long lockdowns and political unrest are 

undermining an already weak economic activity, which will hurt asset quality. Banks remain liquid 
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in order to be prepared for the difficult times, and leverage (measured by loans to GDP) continues 

decreasing, while the rising exposure to the sovereign through central bank notes and government 

bond is an area of concern.  

Extended Loan Moratoriums Cushion Chilean Banks' Asset Quality 

In the first half of the year, credit grew fairly quickly, with a large portion of credit lines guaranteed 

by the government (known as the FOGAPE program) as part of authorities' measures to ensure 

credit availability. Chilean banks' asset quality metrics currently haven't significantly worsened, 

given these measures, including extending existing loans (moratoriums have been granted to about 

20% of total loans). However, we expect asset quality metrics to start deteriorating starting in the 

last quarter of this year and in 2021, as extended loans start to come due. In the meantime, banks 

are bulking their provisions (both specific and additional) to cover the potential future losses.  

Weakening Asset Quality Will Eat Into Mexican Banks' Profitability 

Economic recovery will take longer in Mexico due to the pre-pandemic structural weaknesses and 

because of the relatively small policy response to the crisis caused by COVID-19. Therefore, we 

expect credit expansion to remain subdued, around 4% this year. Mexican banks, in general, 

entered this crisis with historically low levels of NPAs and credit losses. This reflects the relatively 

low banking penetration and conservative lending practices. However, COVID-19 will hit asset 

quality and profitability. The banking regulator approved a relief program for borrowers, which 

represent around 20% of total loans. Although banks can defer increasing their provisions, they 

have been anticipating a potential deterioration in asset quality. Therefore, we expect net profits to 

decline around 50% in 2020 and to reach the 2019 level in 2022. 

Low Interest Rates And Weakening Asset Quality Will Weigh On Colombian 
Banks 

After the severe impact on the economy by the pandemic in 2020, measures to contain it and the 

moderate monetary and fiscal stimulus will help improve macroeconomic dynamics in 2021. In this 

sense, we expect credit expansion to regain strength next year (7%-8%) after growth of below 5% 

this year. As a result of the pandemic, asset quality metrics will erode, pressuring profitability 

through the increasing credit loss provisions. Loans as part of the relief program represent around 

40% of total loans. We expect credit losses to be around 4% of total loans in 2020-2021, up from 

profitability. We expect return on assets to be around 0.5% and 0.75% in 2020 and 2021, 

respectively. 

Chart 23 Chart 24 

Latin America Banks' Loan Growth Latin America Banks' Loans In Forbearance 

  
F--S&P Global Ratings' forecast. Source: S&P Global Ratings.  As a percentage of total loans. Source: S&P Global Ratings. 
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Appendix 1: Economic Data and Forecast 
Summaries 
Table 3 

Real GDP % 

 2019 2020F 2021F 2022F 

Argentina -2.1 -12.5 4.8 3.3 

Brazil 1.1 -5.8 3.5 3.0 

Chile 1.0 -6.5 5.5 3.6 

Colombia 3.3 -8.0 5.5 4.6 

Mexico -0.3 -10.4 3.7 2.6 

China 6.1 2.1 6.9 4.8 

India 4.2 -9.0 10.0 6.0 

Indonesia 5.0 -1.1 6.3 5.8 

Malaysia 4.3 -5.0 8.4 6.2 

Philippines 6.0 -9.5 9.6 7.6 

Thailand 2.4 -7.2 6.2 4.4 

Poland 4.2 -3.4 4.5 3.6 

Russia 1.3 -3.5 3.1 3.0 

Saudi Arabia 0.3 -4.5 2.2 2.7 

South Africa 0.2 -8.2 5.0 2.3 

Turkey 0.9 -2.5 4.0 3.3 

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 4 

CPI Inflation % (Year Average) 

 2019 2020F 2021F 2022F 

Argentina 53.5 43.0 40.0 38.5 

Brazil 3.7 2.7 3.0 3.5 

Chile 2.3 2.8 2.6 3.0 

Colombia 3.5 2.6 2.3 3.0 

Mexico 3.6 3.5 3.7 3.4 

China 2.9 3.1 1.7 1.8 

India 4.8 5.2 4.5 4.5 

Indonesia 2.8 2.2 3.3 3.3 

Malaysia 0.7 -1.5 2.2 2.1 

Philippines 2.5 2.5 2.5 2.7 

Thailand 0.7 -1.3 1.1 0.8 

Poland 2.2 3.6 1.8 2.4 

Russia 4.5 3.2 3.5 4.0 

Saudi Arabia -1.2 3.0 2.6 2.1 

South Africa 4.1 3.3 4.0 4.4 

Turkey 15.2 11.7 10.4 9.1 

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 5 

Policy Rates % (End of Period) 

 2019 2020F 2021F 2022F 

Argentina 55.0 33.0 30.0 25.0 

Brazil 4.50 2.00 3.00 4.50 

Chile 1.75 0.50 1.00 2.00 

Colombia 4.25 1.75 2.75 4.00 

Mexico 7.25 4.25 4.25 5.00 

India 4.40 3.50 4.50 5.00 

Indonesia 5.00 4.00 4.00 4.25 

Malaysia 3.00 1.50 1.50 2.00 

Philippines 4.00 1.75 1.75 2.75 

Thailand 1.25 0.50 0.50 0.50 

Poland 1.50 0.10 0.10 0.98 

Russia 6.25 4.25 4.25 4.75 

South Africa 6.50 3.50 3.75 4.50 

Turkey 11.43 11.25 10.05 8.63 

F--S&P Global Ratings' forecast. Source: Oxford Economics. 
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Table 6 

Exchange Rates % (End of Period) 

 2019 2020F 2021F 2022F 

Argentina 59.89 85.00 115.00 125.00 

Brazil 4.03 5.25 5.05 5.00 

Chile 745 765 760 755 

Colombia 3,277 3,700 3,675 3,650 

Mexico 18.93 21.50 21.25 21.00 

China 6.99 6.80 6.86 6.98 

India 74.40 74.00 74.50 75.00 

Indonesia 13,883 14,800 14,961 15,150 

Malaysia 4.09 4.18 4.21 4.23 

Philippines 50.74 49.00 52.00 51.20 

Thailand 30.15 31.40 31.20 31.00 

Poland 3.80 3.80 3.75 3.85 

Russia 61.91 76.00 73.00 74.00 

Saudi Arabia 3.75 3.75 3.75 3.75 

South Africa 14.04 16.50 16.25 16.13 

Turkey 5.95 7.50 7.52 7.90 

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 7 

Unemployment % (Year Average) 

 2019 2020F 2021F 2022F 

Argentina 9.8 12.7 11.5 10.1 

Brazil 11.9 13.4 12.9 12.2 

Chile 7.2 11.1 10.4 9.2 

Colombia 10.5 15.4 14.5 13.6 

Mexico 3.5 5.1 4.8 4.4 

China 5.2 5.7 5.5 5.2 

Indonesia 5.1 6.3 6.0 5.5 

Malaysia 3.3 4.5 4.1 3.5 

Philippines 5.1 12.3 9.3 7.3 

Thailand 1.0 1.8 1.7 1.3 

Poland 5.4 6.1 6.9 6.3 

Russia 4.6 5.8 5.4 4.7 

Saudi Arabia 5.7 12.0 10.0 8.0 

South Africa 28.7 33.8 30.8 30.1 

Turkey 13.7 14.0 13.4 12.0 

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