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Global Views on Emerging Markets 

 

Key Messages 

- The Covid-19 pandemic is not yet under control in many Emerging Markets’ (EMs), especially in 

Latin America and Asia since early-2021. Notably, delayed vaccination roll-out and new highly-

transmissible variants are keeping pressures on overall health systems and on governments’ 

ability to fully reopen economies. 

- EMs recorded an unprecedented recession in contemporary times. Besides base effect, massive 

budgetary and monetary stimuli and preservation of financial systems so far have allowed for a 

very rapid and exceptional upturn; globally, the ongoing recovery is more pronounced than during 

previous occurrences of economic shock: the weighted average GDP growth for 10 Key EM is 

bouncing back from -0.8% y/y in 2020 to about +6.5% in 2021. 

- Overall, the health situation has a lesser direct impact on economic conditions while stringency of 

restrictions has taken a determining role on the cyclical outlook; therefore, given the wide range 

of confinement measures– though below levels witnessed in 2020Q2 –, as well as high 

uncertainties related to pandemic and available policy space, individual cyclical performances in 

EMs will be highly heterogeneous in terms of timing and intensity. 

- Lasting effects of the pandemic recession will be reflected by the permanent loss of income, the 

likely significant impact on GDP growth potential, and heightened debt unsustainability. In turn, 

relatively lower attractiveness for global investors will reduce capital inflows in EMs and raise 

costs of borrowings, both able to trigger corporate and/or sovereign payment defaults in the 

short- to medium-term. 

- Inflation in 10 Key EM accelerated in 2021 to +3.5% y/y in May, triggered by a combination of 

increase in global energy and commodity prices, and higher food prices due to supply-side 

constraints. In addition, China’s rise in domestic consumer prices largely impacting the upward 

EM trend. These pro-inflationary pressures are expected to remain for the rest of the year as 

output gaps remain important, before likely tapering gradually by end of 2022; consequently, EM 

monetary policies will continue to take a more hawkish stance in the coming months/quarters. 

- When looking at global risks for EMs, the highest and less predictable are political and social risks; 

high economic costs (loss of income, rising inflation, increased poverty) and quest for 

accountability on pandemic mismanagement (excess deaths) will exacerbate dissatisfaction with 

political class. Thus, this combination might favor the emergence of populist / illiberal leaders if 

due democratic process is followed or may turn into larger protest movements and violent 

confrontations with authorities. 

- Currency risks appears to be relatively limited for large EMs over the coming 18 months, 

notwithstanding bouts of significant financial tensions (Fed early announcements of policy 

normalization, local pandemic resurgences). On average, a mild depreciation is expected before 

year-end because of weaker than-expected growth momentum; thereafter, larger effects of EM 

monetary tightening will support currencies, though again with sone country differentiation. 

- Lastly, corporate and sovereign risks will start materializing since policy support and access to 

capital / liquidity are exhausting gradually: Cape Verde, Croatia, Montenegro, and Panama are 

amongst the most vulnerable EMs, compounding highest levels of corporate and sovereign risks, 

thus challenging access to finance becomes crucial in the short-term. 
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1. Pandemic at large and long shot of vaccination 

More than a year since the pandemic, the infections rates have escalated across countries with new waves 

as the virus is mutating with higher virulence and faster transmission. Till date, globally more than 180mn 

people have been officially infected with Covid-19 and almost 4mn have lost their lives. The pandemic in 

its recurring waves has spared no nation, although timelines of peaks have varied. In 2020, Northern 

America and Europe were massively impacted, while in 2021 EMs in Latin America and Asia have been hit 

particularly hard (especially larger ones like India and Brazil), even as infections in some European 

countries witnessed yet another peak (Exhibit 1). The dispersion and varying timeline in pandemic stress 

have widened so far in 2021: more than half of the 20 largest EMs recorded larger ESI in June 2021 than 

at the end of 2020 (Exhibit 2). The development and rapid spread of variants from one country to another 

increases the complexity of global pandemic management. 

Exhibit 1 
Epidemiologic Stress Index (www.taceconomics.com/covid19) 
Average for 97 EM, 7-day moving average 
from 0 (lowest Stress Index) to 100 (highest) 

Exhibit 2 
Epidemiologic Stress Index 
10 Key EM1 and Next 10, monthly average 
from 0 (lowest) to 100 (highest) 

  

Sources: Datastream, TAC ECONOMICS 

In tandem, the one way to break this loop of infections is to achieve herd immunity by vaccinating large 

proportion of global population. Infection rates and severity have dropped in countries with high 

vaccinations (Israel, UK, and US). Till date, close to 2.8bn doses have been administered in around 179 

countries. However, the global inoculation drive is still at nascent stages facing challenges in the form of 

reluctance in vaccines, non-availability, logistical issues, and government mismanagement. Even the 

countries that have domestically developed the vaccines display relatively low share of inoculated 

population (Russia, China, India). Meanwhile, low-income countries, predominantly dependent on UN’s 

COVAX initiative have faced severe vaccine shortages. It is estimated that close to 11bn doses are required 

to vaccinate 70% of the world’s population. To reach this gargantuan target, production capabilities must 

be increased rapidly, logistical bottlenecks addressed, and public convinced to take the shot in the arm. 

Hence, the best-case timeline to achieve this is by end of 2022, still a long time in pandemic years. 

 

 
1 Brazil, China, India, Russia, South Africa, Mexico, South Korea, Indonesia, Poland, Turkey 

http://www.taceconomics.com/covid19
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Exhibit 3 
People who received at least one dose of Covid-19 vaccine 
% population, June 30, 2021 

 

Sources: Datastream, TAC ECONOMICS 

 

2. Sharp EM economy recovery: differentiated by pandemic management 

a. Pandemic: an historical recession with fastest rebound 

The most severe economic shock since WWII. When looking on a long-term perspective (Exhibit 4), the 

severity of the economic crisis induced by the Covid-19 pandemic was unseen since the World War II. The 

last major shock on emerging markets occurred during the Global Financial Crisis in 2008-2009 when GDP 

growth bottomed out at a positive level (+2.5% y/y in 2009Q1 for 10 Key EM) since advanced economies 

suffer the largest negative effects in terms of activity. This time, the unprecedented shock with both 

massive supply and demand disruptions in many EMs led to an historical recession in the first part of 2020 

(-3.4% in 2020Q2). 

Another important factor to notice on the long-term growth perspective is the progressive erosion of 

average EM GDP growth since 2012. This was mostly related to China’s structural economic slowdown 

(from above +10% y/y in 2011 to about +6.0% in 2019) and with the then expectations of a downward 

cycle in advanced economies. Hence the pandemic and the consequent economic crash happened at a 

particularly unfavorable moment for EMs. 
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Exhibit 4 
EM GDP Growth 
y/y %, weighted average for 10 Key EM 

Exhibit 5 
EM Volume Exports 
y/y % 

  
Sources: CPB, Datastream, TAC ECONOMICS 

Fastest rebound in history with a pronounced V-shaped recovery. Previous recoveries were spread over 

a span of few quarters and the subsequent peaks remained only at or below pre-crises levels. Whereas 

the recent massive recession has been followed by an immediate and vigorous recovery significantly above 

the pre-crisis level. The expected economic growth in 2021 (between 5.5% and 6.0% as estimated by the 

World Bank and IMF) will also be one of the strongest in comparison to post-recession rates of recovery. 

This very different pattern reflects the effects of uniqueness of this crisis – combination of a very severe 

contraction of activity, absence of substantial financial stress and heavy policy support. Overall, this rapid 

exit is propelled by unprecedented recovery in the large high-income economies (disproportionately led 

by the US) and strong rebound in China, low base effect, exceptional firming of external demand (Exhibit 

5) and favorable global oil prices. 

Rapid recovery in global trade in goods is reflected by the return to pre-pandemic growth levels within six 

months from its trough, and in 2021Q1, trade in goods and services (at 10% y/y) was higher than pre-crisis 

levels due to the growing demand from US and China, and where the East Asian economies were the main 

drivers of trade among the EMs. While trade in services has fared well too, by March 2021 it was only 

below 3% of the pre-crisis levels, despite the persistent snag in travel and tourism (below 65%). 

The Covid-19 crisis displays a key difference with the two previous periods in terms of duration and 

severity of the crisis. The detailed historical comparison (three heatmaps in Exhibit 6) highlights the 

evolving stages of deteriorations and improvements for selected indicators in EMs. 

Previously, the indicators of Activity and Financial markets moved to the worst category (dark red) for a 

very short duration, only a few months and recovering immediately thereafter in the strongest category 

(dark green). Another dissimilarity is, while money supply and policy rate have remained accommodative 

during the previous shocks, the tightening phase is more rapid this time around, similarly, the 

deterioration of public deficits is extending for a much longer period until 2020-end. However, there is 

consistency of impact on trade seems across crisis (GFC and Covid-19) with acute deteriorations in trade 

performances followed by significant recoveries. Besides, higher inflation becomes a legacy of economic 

shocks, with accelerations in both consumer and producers’ prices indexes. 
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Exhibit 6 
Emerging Markets Heat Map Comparison during crisis 
Acceleration/Deceleration on EM for selected indicators (in column) 

Global Financial Crisis 

 

China’s Rebalancing 

 

Covid-19 Crisis 

 

Sources: Datastream, TAC ECONOMICS 

 

b. Post-shock uncertainties and cross-country differences 

Covid-19 pandemic induced a significant global contraction in economic growth in 2020 (-3.3% y/y), the 

expected rebound in 2021 (between 5.5% and 6.0% as estimated by the World Bank and IMF) will also be 

one of the strongest in comparison to post-recession rates of recovery. This trend is similarly illustrated 

by the sharp V-shaped recovery in EM GDP growth (Exhibit 7) and other various key indicators (industrial 

production, imports, and exports). Thanks to the massive turnaround of world’s largest trading countries 

(US and China), global economic prospects in general and for EMs in particular have in turn been bolstered. 

The strong exit of the US from the pandemic was due to massive stimulus package, fast pace of vaccination, 

along with low confinement stringency from the early days. 

Yet, the unprecedented recession in EMs is associated with major differentiation in terms of economic 

impact and recovery. The magnitude of the cyclical shock varied considerably, from -8.2% y/y in 2020 for 

Mexico to +2.0% in China. Among the individual recovery profile, as some EMs are witnessing very irregular 
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rebound in economic performances (Exhibit 8). Noticeably, EM recovery can be differentiated based on 

pandemic management (confinement stringency and efficiency of vaccination strategy), dependence on 

tourism (Cambodia, Thailand, Croatia…), and domestic policy support to most affected businesses and 

households. In particular, China surged ahead in its cyclical recovery as one of the few countries to record 

positive growth in 2020 and recently registered a whooping GDP growth in 2021Q1 (+18.3% y/y); indeed, 

China has moved past the recovery stage – in which most EMs still currently find themselves – and is 

making policy adjustments for the near-term (monetary tightening) to consolidate its economic growth in 

the coming years (changes in value-chain locations, and digitalization). 

Exhibit 7 
China and 9 Key EM GDP Growth Projection 
y/y %, weighted average for 9 Key EM 

Exhibit 8 
EM GDP Growth Projections per country 
y/y % 

  
Sources: Datastream, TAC ECONOMICS 

 

c. Recovery going forward: dictated by pandemic management 

Continuation of Hammer and Dance. With no sign of the pandemic ebbing substantially anytime soon, 

governments continue to alternatively adopt tighter movement restrictions, followed by their relaxation 

when the new daily cases sufficiently drop. In 2021, close to 80 EMs enforced some temporary form of 

lockdown measures; although these additional restrictions were later eased on a rollover basis across 

countries, thus keeping the average index of Stringency of Confinement roughly stable in 2021 (TOSCI - 

Exhibit 9). Hence the intensity and duration of this hammer and dance situation – of stopping and 

restarting economic activity – are likely to continue in EMs until a level of herd immunity is reached. 

Overall, short-term economic performances became more dependent on the pandemic’s response than 

on the health situation, as EMs can adopt differentiated restriction measures and policy support according 

to individual Covid-19 development. 

Diminishing economic impact of restrictions. However, unlike the previous year, the adverse impact of 

movement restrictions on economic growth has been reduced. Irrespective of a larger surge in infections, 

countries have changed to more localized and targeted restrictions (as against very stringent and complete 

countrywide lockdowns in 2020H1) along with adoption of lesser disruptive production and consumption 

patterns. Therefore, less stringent confinement measures are associated to modestly favorable business 

conditions (above average Manufacturing PMI) among the EMs (Exhibit 9); moreover, the recent 

divergence between TOSCI and PMI suggests that economic impact of restrictions should decline gradually 

in the months ahead. 
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Exhibit 9 
Stringency of Confinement (TOSCI) versus PMI  

Exhibit 10 
Stringency of Confinement (TOSCI) versus PMI 

  

Sources: Datastream, University of Oxford, TAC ECONOMICS 

At country level (Exhibit 10), the relation between relative confinement and business conditions holds with 

a wider dispersion in recent months: EMs like Poland, Czech Rep., Mexico, and Thailand display 

simultaneously a reduction in stringency of confinement along with an improvement in business 

conditions, thus leading to a more favorable short-term outlook. On the contrary, higher Stringency of 

Confinement in Malaysia, India, Taiwan, and Russia over the last few months is associated with a 

significant deterioration in Manufacturing PMI; in particular, India and Malaysia’s leading index turned to 

an unfavorable level (48.8 and 39.9 respectively in June 2021) pointing to mounting pressures on their 

individual cyclical profile. Lastly, Hungary and Vietnam exhibit outlying positions; the latter registered a 

large easing of confinement measures (from a high level) but combined with a significant decline in 

business conditions; conversely, Hungary announced tighter movement restrictions whereas corporate 

confidence recovered into favorable territory since February 2021. 

Low-income countries most affected. It is paradoxical situation of severe movement restrictions in 2020 

and worsening sanitary conditions in 2021 alternatively impacting more the low-income countries. Hence 

the economic performance in 2021 will remain mediocre at best. While favorable commodity prices (85% 

of the least developed countries are commodity exporters) and growing international trade will support 

these economies, narrow policy space (high fiscal shock), worsening of domestic pandemic situation, 

increasing fx debt levels (heavy borrowings in 2020), and poor forex reserves will place sever constraints 

on short- and medium-term economic performance. Sub-Saharan African countries would be the hardest 

hit (close to 89% are commodity exporters: Gabon, Congo, Sudan, Zambia among others). 

Looking forward, better management of the pandemic and increased vaccination pace are expected to 

bring Covid-19 infections on a permanent downswing, barring new highly transmissible and more virulent 

variants. At such a time, despite a historically fast rebound, EMs will face some major challenges. 

Especially, heterogenous performances in future economic activity (stronger GDP growth concentrated on 

few large EMs and some commodity exporting countries) will bring hard policy choices for EMs “laggards”. 

Engaging in public finances consolidation and/or normalization (i.e. tightening) of monetary policies will 

significantly narrow the necessary firepower to revive robust economic growth. 

The unprecedented policy support and heavily external borrowings by the EMs in 2020 and early-2021 will 

have be tapered gradually and policies would be on definite course reversal in 2022. Governments will 

have to balance reduction in public spending to bring down expanded fiscal deficits, while also ensuring 

there is adequate support and efficient allocation of spending. Additionally, central banks will face a time 

constraint to adjust their policies as the US Fed is expected to normalize monetary policy earlier than 

expected (2022-2023), which could lead to a massive capital outflows from EMs (as witnessed during the 

Taper Tantrum episode in 2013). 
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d. EM growth undermined 

Despite the rapid V-shape recovery in EM, the hammer and dance combination of pandemic management 

is creating a highly irregular et heterogenous recovery profile for EMs with an unfavorable medium- to 

long-term impact on activity. Confronted with heavy differences in pandemic management, domestic 

vulnerabilities and policy support, economic growth of EMs will remain for a long period below the pre-

pandemic projections (Exhibit 11) given the severity of the through. Significantly, the trajectory in terms 

of absolute level of activity has been much less impressive over the last few quarters. Indeed, the level of 

activity registered in 20219Q4 is expected to be surpassed only in 2021Q2; while the level of activity 

projected for 2021Q2 before the Covid-19 crisis should be reach only after mid-2022. 

Hence, overall EM economic growth will not only remain below their pre-pandemic growth projections – 

by about 5% - for a considerable time, but the average GDP growth in EM will also remain below developed 

economies’ GDP growth forecasts (that mostly reflect the dynamics of the G4: US, Euro Zone, Japan, and 

UK) over the coming four-to-five quarters (Exhibit 12). This occasion of relatively weaker EM GDP growth 

has not happened during the 2010s and will bear significant financial consequences. The combination of 

higher growth momentum and expectations of monetary policy normalization in the US will impact 

international capital flows, with likely substantial reduction of inflows into EM – notably portfolio (debt 

and equity) and other flows, while FDI inflows shall remain stable1 –, heightened competition among less 

attractive EM for international investors, and in turn higher costs of external borrowings. 

Exhibit 11 
EM GDP Projections: before and after the Covid-19 crisis 
Index, 2012Q1 = 100 

Exhibit 12 
GDP Growth Projections: Developed and Emerging Markets 
y/y %, weighted by GDP 

  

Source: TAC ECONOMICS 

 

The permanent loss of income due to the Covid-19 recession will strengthen the pressing issues of debt 

sustainability. On one hand, expansionary fiscal policies to combat pandemic effects (healthcare system, 

budget support to corporate and households) while fiscal revenues dwindled significantly deteriorated 

public finances situation in EMs; on the other hand, GDP growth potential may be affected in the near 

term by lower investment, distressed confidence, and transformation of consumption patterns. Overall, 

increased pressures on debt sustainability will constraint EM ability to allocate sufficient resources to 

support efficiently economic growth. 

  

 
1 cf. Country Risk Analytics 2021Q2 (April 2021). 
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3. Higher inflation in EMs: heterogenous and temporary 

a. Growth in inflation story 

Inflation accelerated since the beginning of 2021, even more sharply at producer prices level. Consumer 

prices (CPI) in EMs plunged in 2020 due to the collapse in demand and the historic drop in global oil prices 

(20 $/bl in April 2020). This fall in average inflation was however disproportionately influenced by 

plummeting prices in China because of low demand for industrial goods and significant easing of pork 

prices from its record high earlier in the year, thus recording a short-lived period of deflation (Exhibit 13). 

Coming from a very low base in early-2021, prices rebounded rapidly until May 2021 (+3.5% y/y on average 

for 10 Key EM, against +1.7% in February). Since CPI is more sensitive to demand pressures, the ongoing 

cyclical recovery is pushing up prices, especially for essential items (food and beverages) and services 

(healthcare, personal care, and restaurants). Looking forward, the likely reduction in the persistent output 

gap in EM will lead to stronger pro-inflationary pressures until 2021-end. 

In parallel, key driving factors for escalating producer prices (PPI) are the increase in several commodity 

prices (agricultural products, iron, copper, steel among others), higher global oil prices, as well as rising 

international freight costs (high volume of trade pushing container prices and fueling congestion in ports). 

Since producer prices are highly sensitive to commodity prices, the expected consolidation in global oil 

prices before year-end should drive further PPI in the months ahead. The recent expansion of the CPI-PPI 

spread indicates that production costs are not completely transferred to the end-consumers; therefore, 

absorption of larger share of production costs by corporates reduces their profit margins, worsens their 

financial situation, and heightens the default risks for heavy indebted companies. 

Exhibit 13 
10 Key EM Consumer (CPI) and Producer Price (PPI) Index 
y/y %, weighted by GDP 

Exhibit 14 
TAC ECONOMICS EM Inflation Projections 
10 Key EM, weighted by GDP, y/y % 

  

Sources: Datastream, TAC ECONOMICS 

Inflation is more likely to stabilize at higher-level for the next 18 months. Indeed, inflation will neither 

spiral uncontrollably out as negative output gap is likely to persist at least until mid-2022, nor turn back 

into deflationary territory because of the forthcoming transmission from high producer prices. Overall, 

EM inflation will remain at a relatively high level due to elevated supply-side constraints, reaching above 

+4% y/y on average for 10 Key EM in 2021H2 before easing progressively to +3.5% in 2022-end (Exhibit 

14). Thus, since inflation shall remain 1 percentage point higher in 2021H2-2022 than the average readings 

for 2016-2019, portending additional pressures on EM monetary policies to turnaround towards interest 

rate tightening. 
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Global oil prices: upward trend to reverse before year-end 

Based on recent markets developments, our set of quantitative models for global oil prices projects a 

further rise in Brent prices to a peak close to 80$/bl in September 2021; this represents a new upward 

revision from our last quarter’s price outlook which is mostly due to the perception of insufficient supply 

growth, while demand progressed as expected. Indeed, more OPEC+ discipline and not so strong rise in 

US (even though rigs count increased on the back of higher prices) resulted in the lower than-expected 

supply dynamics. In the short-term, our central scenario anticipates a more balanced supply growth 

between US and OPEC+ than from IEA’s projections. 

Exhibit 15 
TAC ECONOMICS Global oil prices projections 
Brent, $/bl 

 

Sources: IEA, TAC ECONOMICS 

After the peak expected before 2021-end, the global oil prices will recede gradually towards 60 S/bl by the 

end of 2022. Our massive set of datamining models confirm this upward swing, the revised neutral range 

for Brent prices is mostly for 65-90 $/bl on a monthly basis until Dec. 2022. Therefore, stronger oil and 

commodities prices will benefit cyclical recovery in commodity-exporting EMs and rebuild buffers (foreign 

exchange reserves and increases policy space for targeted support), especially if some of these EMs 

registered past/recent depreciations to boost oil revenues in local currencies. On the contrary, the move 

of global oil prices above 70 $/l for more than 6 months will weigh on major importers’ external accounts 

and accentuate preexisting inflationary pressures (China, India, Turkey). 

 

b. Differentiation in inflation stories 

Recent inflation dynamics is visibly differentiated among EM. When comparing the pre-pandemic 

average inflation (2018Q1-2019Q4) with the latest quarterly figure (Exhibit 17), it reveals that some of the 

sharpest acceleration in annual inflation have been registered in African countries (Angola, Ethiopia, 

Nigeria, Guinea, Ghana). While many of these countries faced high food inflation even prior to the 

pandemic (regional droughts or currency pass-through), stronger inflation will require additional measures 

to control the risk of spiral in a timely manner. Meanwhile, larger EMs like India, Brazil, Russia, Poland, 

South Korea, Saudi Arabia, and Philippines are also recording higher inflation than the pre-crisis average 

in 2018-2019, entailing tough policy choices ahead between controlling inflation and supporting growth. 
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In addition, Turkey’s high inflation is in line with its pre-pandemic average (monetary tightening has 

begun); in some other EMs (Mexico, China, Indonesia, South Africa, Thailand, and Bahrain), lower 

inflation than their pre-pandemic levels suggests more room of maneuver for monetary policy without 

overheating the economy. 

Exhibit 16 
TAC ECONOMICS EM Inflation Projections 
y/y % 

Exhibit 17 
Inflation 2018-2019 versus 2021Q1 
y/y % 

  

Sources: Datastream, TAC ECONOMICS 

c. Constraints on monetary policy management 

In keeping with shortened cyclical timeframe during Covid-19, the necessity for monetary normalization 

in EMs has come sooner than during previous crisis. At the onset of the pandemic, EM central banks 

announced a slew of polices to reduce sharply policy rates, increase liquidity in the economy, implement 

unconventional asset purchase programs, etc. akin to the polices of advanced economies during the Global 

Financial Crisis. Following this unprecedented monetary support since January 2020, many EMs have 

either not furthered their accommodative stance, or paused it at the current level, and are now facing the 

need to normalize their monetary policy sooner than expected due to rising inflationary pressures. 

Economic growth-inflation conundrum is a delicate balance for most EMs facing higher inflation while 

economic conditions remain fragile, with repeated Covid-19 infections and vulnerable / priority industries 

still requiring policy support. Premature withdrawal or lowering the policy support might deteriorate 

corporate performances. The lower economic growth projections for EMs (from their pre-pandemic levels) 

and lower average growth for EMs than developed economies complicate the policy choices between 

supporting the economic growth and taming inflation, especially in inflation-targeting economies. While 

some of the large EMs that have started to normalize monetary policy earlier than expected since 2021Q1 

(Brazil, Russia, Turkey, and Mexico; Exhibit 18), a few among them are retaining lower lending rates to 

priority sectors. 

Early monetary normalization in the US (around 2022Q4 / 2023Q1), and at an advanced timeline from GFC 

(by almost couple of years) makes it imperative for the EMs to increase their policy rates, least they face 

massive capital outflows like during the taper tantrum. However, as previously mentioned, these are 

complex choices and will be based on their domestic economic performances. Indeed, larger EMs with 

early monetary normalization might stand to benefit with lower policy rate differential with the US, while 

economies with large external liabilities and low economic growth might face capital outflows (Argentina, 

Chile, Nigeria to name a few). 
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Exhibit 18 
Monetary policy: changes in policy rates in 2020 and 2021 
10 Key EM, Month = first tightening 

 

Sources: Datastream, TAC ECONOMICS 
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4. Implications on EM risk panorama 

a. Political & social risks 

The perceptions of excessive mismanagement of the pandemic (ambiguously between too stringent 

restrictions on people movement and laisser-faire), persistent loss of income for business and households, 

higher unemployment along with increasing poverty and rising inflationary pressures, upcoming large 

adjustments to address expansionary public policies will have massive repercussions on social and political 

landscape globally. Quest for accountability, anti-incumbencies in elections, and social unrest will 

exacerbate in the coming quarters. In fact, after the initial phase of the pandemic bringing a mixture of 

surprise, panic, and government control, the following phase of active policy reactions (gradual easing of 

movement restrictions, fastened investments for vaccine R&D, massive policy support) fetched political 

leaders some respite from potential popular discontents; yet the window to “foot the pill” – with a very 

heavy prices either in terms of Covid-19 infections and deaths or severity of economic recession – will start 

to lead to higher political consequences. For example, eruptions of mass protests in Colombia, local 

protests in Algeria, Brazil, Lebanon, Sri Lanka, or Tunisia, and electoral crisis in Peru are testimonies of the 

materialization of rising political tensions in some EMs. New waves of elections of populist and/or anti-

system leaders could bring further confusion to policy framework and business confidence. 

When looking at the recent acceleration of domestic consumer prices (Exhibit 17), several EMs (Côte 

d’Ivoire, Niger, Saudi Arabia, India, Seychelles, Ghana, Dominican Republic, Belarus, Guinea, Nigeria, 

Ethiopia, Angola) recorded faster inflation in 2021Q1 than during the pre-crisis period, thus reducing 

purchasing power at a time of deteriorated employment conditions. Combined with the components of 

political risk to assess the efficiency and stability of governments, some African countries (Côte d’Ivoire, 

Ethiopia, Mali, Niger, and Nigeria) as well as Bangladesh, Bolivia, and Iran… demonstrate more inefficient 

government with higher chance of disruptions (Exhibit 19: upper right quadrant). 

Exhibit 19 
EM Political Risks 
2020, from 0 (best) to 100 (worst) Risk ratings 

Exhibit 20 
Adjusted Misery Index (GDP growth 2020 & Inflation 2021Q1) 

and Political Risk ratings (2020) 

 

 

Sources: IMF/WEO, World Bank, TAC ECONOMICS 

Lastly, an Adjusted Misery Index (Exhibit 20), encompassing averages GDP growth and inflation for 2020 

and 2021, can reveal the excess of inflation over GDP growth, since the loss of overall income can generate 

political tensions that can be further catalyzed by elevated inflationary pressures. On the left side, 

emerging markets (China, Taiwan, Vietnam, South Korea, Niger, Benin, Côte d’Ivoire, Senegal, and Israel) 

register on average higher GDP growth than inflation, confirming that purchasing power has not receded; 

hence risks of domestic political tensions should be absent post-pandemic. On the opposite, more EMs 

are located on the upper-right area (encircled in red), with immediate popular dissatisfactions reinforcing 
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risks of political pressures: Algeria, Angola, Congo, D.R. Congo, Honduras, Iran, Madagascar, Nigeria, 

Pakistan, Turkey, Ukraine, and Zimbabwe. 

 

b. Implications on exchange rate 

EM faced large currency pressures since the onset of the Covid-19 crisis, with an overall strong 

depreciation in March and April 2020 (more than 15% against USD) because of the combination of plunge 

in commodities prices and trade performances, surging risk aversion, and USD appreciation. Among large 

EMs (Exhibit 21), Argentina, Turkey, Brazil, Russia, Colombia, and Nigeria recorded largest downward 

moves. Meanwhile only exchange rates in China, Philippines, Egypt, and South Korea appreciated 

modestly thanks to relatively favorable economic performances in 2020. Since January 1, 2021, the 

currencies generally reversed, with insufficient reappreciation to compensate the major adjustments in 

2020, except in Brazil, Russia, and South Africa, where exchange rates are now stronger than before the 

Covid-19 crisis on the back of recovering energy prices. 

Taking into account EM exchange rate competitiveness (relative to main competitors), undervaluation in 

Russia and Brazil correctly anticipated their recent appreciation, therefore, their currency should move 

closer to the neutral range (grey range, Exhibit 22). On the contrary, depreciation in Turkey, Argentina, 

and Colombia will accentuate their exchange rate competitiveness in 2021, thus providing a favorable edge 

for their exporting sector. Owing to a modest depreciation in 2021, Thailand regains a neutral range of 

competitiveness; however, India, China, and Iran will retain their significant overvaluation, though 

partially corrected on the multi-tier system and on parallel markets for the latter. Lastly, Mexico, Malaysia, 

and Poland enjoy more competitive and stable currencies. 

Exhibit 21 
Exchange Rate changes against USD 
%, 10 Key EM & Next 10, as of June 30, 2021 

Exhibit 22 
Exchange Rate change versus Competitiveness 

 

 

Sources: Datastream, TAC ECONOMICS 

TAC ECONOMICS developed a robust model for aggregate EM exchange rate (excluding China as its 

currency management is too influenced by political factors and relations with the US) with the 

identification of key drivers: a) macroeconomics performances and difference with the US as well as US 

monetary policy; b) overall risk aversion and financial tensions; and c) global oil prices. Historically the 

dominant role of macro fundamental roles (economic growth and inflation) is highlighted in determining 

changes in EM currency values against USD. Episodes of financial stress play an occasional impact, such as 

the substantial surge of global risk aversion between March and December 2020, when EM currencies 

depreciated sharply. Lastly, global oil prices do not explain much of the aggregate exchange rate dynamics, 
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though individual impacts on some EMs’ currencies can offset each other: higher oil prices generally 

strengthen the Russian Rubble but weaken the Indian Rupee. 

When looking back to June 2020, our model well anticipated the mild reappreciation of EM currencies 

between September 2020 and April 2021, though the new depreciating phase is henceforth expected to 

start sooner now until year-end (+3% against USD). Indeed, the dual negative dynamics on macroeconomic 

conditions (weaker growth momentum and higher inflation) until Dec. 2021 will push for this mild 

depreciation. Thereafter, the impact of EM monetary tightening will clearly reveal itself: management (and 

reduction) of inflationary pressures and search for carry thanks to higher interest rate spreads with 

developed economies will lead to EM currencies’ appreciation, between -5% and -10% on aggregate 

against USD during the first half of 2022.  

Exhibit 23 
Exchange Rate Projections 
9EM and China 

Exhibit 24 
9 EM Exchange Rate change 

Contributions to change in average 9EM exchange rate 

  

Sources: Datastream, TAC ECONOMICS 

Overall, more balanced and reduced effects of key contributing factors shall accentuate forex volatility 

over the medium-term. Uncertain ending of the Covid-19 pandemic, electoral consequences with 

potentially more populist / illiberal leaders, or upcoming end of global oil prices rally could all create bouts 

of global risk aversion, especially in Latin America (Argentina, Brazil, Chile, Colombia, Peru) in the months 

ahead. 

 

c. High stress on debt leverage 

No doubt that the global indebtedness in EM has risen since 2020; however, given the permanent loss in 

EM income due to the economic shock, debt ratios have seriously deteriorated, reinforcing sustainability 

challenges. EMs have therefore entered a new era of permanent corporate and sovereign debt overhang 

that will test banking systems’ assets, restructuration (legal and technical) capabilities, and significantly 

put upward pressures on borrowing costs for more vulnerable economies. 

Since 2019Q4, total global debt increased by +12% (to a record-high of almost USD 300 trillion in 2021Q1 

or about 360% of global GDP); and the contribution of rising debt in EM was larger than of developed 

economies, according to IIF (Exhibit 25), even though EM debt represents only 30% of total global debt in 

2021Q1. Except for government debt where hike for developed economies was higher – equivalent to 

almost +25pp in debt/GDP ratio –, debt in other three key sectors grew faster in EM during the pandemic. 

Moreover, as the private sector was the main contributor to the EM debt buildup, non-financial corporate 

debt in EM now exceeds corporate debt in mature markets in relative terms (103% of GDP against 100% 

in 2021Q1). 
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Exhibit 25 
Sectoral indebtedness 
USD tn, % growth 

 

Sources: IIF, TAC ECONOMICS 

 

On top of fast rise in corporate debt, the lasting impact of the acute shock on profits recovery heightens 

overall corporate sector risk, while massive emergency lending and liquidity support measures have kept 

the tensions at bay so far. In parallel, the pandemic-related worsening of public finances will rapidly 

translate into heightened pressures to achieve public debt sustainability. Both corporate and sovereign 

risks imply an almost mechanic transmission to banking risks and even possibly systemic stress when the 

role of banks’ funding for these two categories of borrowers is dominant. 

The identification of countries most vulnerable to large-scale corporate failures and/or public debt default 

and restructuring is based on the counterparties risk measures which combine an indicator of overall 

public/corporate debt sustainability with one assessing the public/corporate debt sensitivity to changes 

in exchange rates, and on related macroeconomic developments. Almost 25% of monitored EMs, including 

Brazil, Poland, and India, display a combination of very poor Score on Corporate Risk (above 70 on the 

horizontal axis, Exhibit 26) and large degradation in GDP growth performances, thus highlighting enabling 

conditions for the materialization of massive wave of corporate failures. 

Similarly, almost 20 EMs, including Croatia, Ecuador, Mongolia, and Tunisia, register a highly unfavorable 

combination of an extremely poor Score on the Sovereign (above 60, Exhibit 27) and a substantial 

aggregate deterioration of budget balances in 2020 and 2021; these most vulnerable countries are located 

on the bottom-right area. Rising tensions to fund deficits (crowding out of domestic capital, debt 

monetization), further credit ratings downgrades, and sovereign debt restructuring will demonstrate 

exacerbated sovereign risks in 2021 and 2022. 

Overall, Cape Verde, Croatia, Montenegro, and Panama compound highest levels of corporate and 

sovereign risks, thus “privileged” or potential access to finance becomes crucial in the short-term. 
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Exhibit 26 
Score on Corporate Balance vs Change in GDP Growth 

Exhibit 27 
Score on Sovereign Balance vs 2020-2021 estimated 

Cumulative Budget Balances 

  

Sources: IMF/WEO, TAC ECONOMICS 
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Detailed risk analysis on 10 Key EM 

This quarter, the traditional combination of Economic & Financial Risk and Political & Governance Risk 

ratings (in level and dynamics) is completed with a comprehensive Heatmap table of Ex-ante Vulnerability 

(country risk) and Overall Sensitivity to Post-Covid Transition, also available in individual country pages. 

The two Exhibits highlight our Economic & Financial Risk ratings (horizontal axis), which assess currency, 

activity and cross-border payments risks based on selected macroeconomic indicators, along with our 

ratings for the overall Political & Governance Risk (vertical axis) in EMDEs. 

Exhibit 28 
Economic & Financial Risk rating vs Political & Governance 
Risk rating 
from 0 (lowest) to 100 (highest) 

Exhibit 29 
Economic & Financial Risk rating vs Political & Governance 
Risk rating 
change over one year 

  

Source: TAC ECONOMICS 

In 2021Q1, among the 10 Key EM, five countries recorded above the median Eco. & Fin. Risk ratings for 

100 EMs; while six of them improved their Risk ratings from over a year ago, only three deteriorated. This 

signifies that the large EMs have remained sufficiently resilient even in a highly complex pandemic 

situation. In comparison, the Political Risk ratings are relatively elevated (four at or above the median) but 

only three degraded over one year, indicating that challenging economic conditions have not yet 

significantly deteriorated the political conditions. 

The heatmap summarizes specific health, macroeconomic and financial vulnerabilities. Turkey, South 

Africa, India, and Mexico will face tough economic challenges in exiting the pandemic – as they are 

constricted by either the massive sanitary impact, and / or by limited policy space along with pre-existing 

vulnerabilities (Brazil) inhibiting a quick turnaround. On the contrary, China, South Korea, Poland, and 

Russia are well placed to make a faster economic recovery from the pandemic, thanks low pre-exiting 

vulnerabilities (Poland and South Korea), low credit Sensitivity (Russia) and /or better pandemic 

management. Meanwhile, China is the only country on our WatchList, Indication for its underlying 

exchange rate vulnerability, and consequently for its highly-leveraged financial sector.   
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Risk Summary Heatmap on 10 Key EM 

 Brazil China India Indonesia South Korea Mexico Poland Russia South Africa Turkey 

     Growth 69 34 61 63 43 62 52 52 60 66 
     Debt 28 25 9 29 41 18 42 37 41 44 
     Liquidity 47 18 6 43 31 21 47 10 19 64 
     Foreign Exchange 36 78 45 44 54 40 34 30 49 43 
     Cyclical 64 27 45 23 35 43 47 45 50 80 
     Banking System 63 60 48 30 62 31 51 41 53 57 
Eco&Fin Risk Rating 51 41 35 47 42 36 44 33 44 54 
     Voice & Accountability 35 85 36 39 24 43 25 72 26 64 
     Political Stability 52 46 56 51 30 56 29 52 45 69 
     Government Effectiveness 52 36 44 44 18 51 35 44 40 46 
     Regulatory Quality 51 53 51 49 24 45 25 57 44 48 
     Rule of Law 50 53 47 54 19 61 36 63 48 53 
     Control of Corruption 63 63 61 66 36 76 40 76 53 62 
Political Risk Rating 51 56 49 51 25 55 32 61 43 57 
Crisis Signal / Watch List Indic.  WLI         
           
Ex-ante Vulnerability 62 53 32 52 17 48 11 51 39 54 

           
     Liquidity Index 28 27 18 60 35 30 70 20 66 100 
     Shock to corporates 90 47 76 52 69 61 79 40 56 70 
     Shock to Sovereign 38 15 28 49 25 55 48 39 56 46 
     Gross Credit Risk 48 26 37 52 39 50 61 34 59 65 
Credit Sensitivity 37 19 33 42 21 36 37 22 47 42 
     Covid-19 Situation 46 16 78 78 59 46 40 53 88 46 
     Lockdown Stringency 28 28 38 25 33 20 48 2 6 57 
     Monetary support 43 55 41 43 41 56 40 33 61 69 
     Fiscal support 75 55 55 55 55 83 48 55 23 83 
     International transmission 25 65 49 41 23 54 28 46 41 51 
Growth Sensitivity 37 34 51 46 39 43 37 31 40 55 
     Resilience Growth 2020 43 15 55 36 25 58 31 33 54 32 
     Timeline to recovery 34 46 55 50 43 50 50 39 45 51 
     FX rate and volatility 72 3 23 21 5 32 15 56 32 66 
Resilience 48 20 47 36 25 50 32 40 46 45 
           
Overall Sensitivity Index 41 25 44 41 29 43 35 32 45 48 

Sources: BIS, IMF, World Bank, Worldometer, TAC ECONOMICS 
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Brazil  
Risk-Scores on Fundamental Balances 

from 0 (lowest risk) to 100 (highest risk) 

 
Index of Sensitivity to Post-Covid Transition – Credit, Growth & Resilience 

from 0 (best) to100 (worst) 

 Brazil 
Rank from worst out of 

100 countries 

Liquidity Index 28 70 
Shock to corporates 90 11 
Shock to Sovereign 38 79 
Gross Credit Risk 48 57 

Credit Sensitivity 37 59 
   

Covid-19 Situation 46 54 
Lockdown Stringency 28 62 
Monetary support 43 61 
Fiscal support 75 28 
International transmission 25 97 

Growth Sensitivity 37 79 
   

Resilience Growth 2020 43 62 
Timeline to recovery 34 93 
FX rate and volatility 72 5 

Resilience 48 29 
   

Overall Index 41 62 
 

Overall Risk & Index of Sensitivity to Post-Covid Transition 

• The Overall Sensitivity to Post Covid Transition is favorable (41 in June 2021) as the management of the 

pandemic has changed (lower stringency in movement restrictions and higher rate of vaccination) even if level 

of infections remains high (7-day average of around 65k new daily cases on June 30) and the country counts 

more than 525,000 deaths related to Covid-19. Although buoyant economic performances are expected to 

continue, a very strong exit from pandemic and robust GDP growth are necessary to inhibit a bankruptcies’ wave 

in the highly leveraged corporate sector. 

• The improvement in Economic and Financial Risk rating in 2021Q1 (50-C) was aided by the recovery in our 

leading indicator for domestic demand (on the Cyclical Balance) portending vigorous economic activity in the 

coming quarters. However, the economy may be overheating due to excessive liquidity creation. 

Recent Events & Outlook 

• GDP growth turned positive in 2021Q1 (+1.0% y/y from -1.1% in 2020Q4) supported by strong performance of 

the agricultural sector, improving commodity prices and strong rebound in investment. Prospects for a 

continued expansion of economic growth in 2021 (estimated GDP at +4.5% y/y) are robust due to strong 

business conditions (manufacturing PMI at 53.7 in June 2021), improving retail sales and consumer confidence. 

• Inflation soared to a 5-year high in May 2021 (+8.1% y/y from +6.8% in April) largely fueled by elevated electricity 

prices (higher tariffs introduced in May) and hike in transportation costs, even as other services and food prices 

marginally increased. Marginal softening of inflationary pressures can be expected in the next months (7.5% in 

Dec. 2021, 6.5% on average in 2022). 

• Current account deficit widened in 2021Q1 (USD -15bn from USD -7bn in 2020Q4) as the modest increase in 

exports was overtaken by faster normalization in imports (fueled by robust domestic demand) and a rapid 

expansion in primary income deficit. 

Interest Rates & Currency Dynamics 

• The Central Bank of Brazil (BCB) increased the Selic rate on June 16 (to 4.25%), a third consecutive 75bps hike 

since March 2021 for an aggregate 225bp tightening so far in 2021. Inflation expectations continues to exceed 

the official target (3.5% ±1.25pp for 2021). Further rate increases are expected in the coming months (Selic rate 

close to 6% at the end of the year) to bring the inflation close to the BCB’s target.  

• The Brazilian Real’s strong appreciation since April 2021 (+12% against the USD to USD/BRL 4.9 on June 25) was 

in reaction to the short-lived favorable sentiments from faster monetary normalization, increased vaccination 

drive, and heightened economic activity. However, the currency is likely to remain very volatile and to weaken 

around of BRL/USD 5.25-5.60 with uncertain policy space and inflationary pressure in 2021H2 and 2022H1. 
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China Watch List Indication Risk-Scores on Fundamental Balances 

from 0 (lowest risk) to 100 (highest risk) 

 

Index of Sensitivity to Post-Covid Transition – Credit, Growth & Resilience 

from 0 (best) to100 (worst) 

 China 
Rank from worst out of 

100 countries 

Liquidity Index 27 72 
Shock to corporates 47 46 
Shock to Sovereign 15 98 
Gross Credit Risk 26 96 

Credit Sensitivity 19 94 
   

Covid-19 Situation 16 99 
Lockdown Stringency 28 63 
Monetary support 55 34 
Fiscal support 55 52 
International transmission 65 29 

Growth Sensitivity 34 84 
   

Resilience Growth 2020 15 97 
Timeline to recovery 46 65 
FX rate and volatility 3 79 

Resilience 20 99 
   

Overall Index 25 100 
 

Overall Risk & Index of Sensitivity to Post-Covid Transition 

• Overall country-risk measures for China remain favorable, with a declining Economic & Financial Risk Rating to 

40.8 for 2021Q1 (9 points below the peak of 2020Q1) and a proven Resilience to the pandemic shock (best 

metrics among 100 EMDEs for our Index of Sensitivity to Post-Covid Transition). However, the Political & 

Governance rating has deteriorated, and we still have a WatchList Indication suggesting an underlying 

vulnerability for the exchange rate and indirectly for the Chinese financial sector. 

• The unfolding of the pandemic and its management by Chinese authorities (monetary easing and large fiscal / 

quasi-fiscal support) is now giving way to the re-emphasis on structural transformations as identified in the 14th 

Five-Year Plan (technology catch-up, corporate strengthening). This shift creates an economic paradox, with the 

persistence of a very strong growth-driver from booming exports as global manufacturing accelerates worldwide, 

partly compensated by softness in domestic demand (investment excluding infrastructure, consumer spending). 

In parallel, this domestic softness weighs down on consumer prices, while conversely, producer prices are heavily 

impacted by rising commodity prices, resulting in a likely compression of margins. This points to a persistently 

high risk of corporate difficulties and large financial restructuring over 2021H2 and 2022. 

Recent Events & Outlook 

• 2021Q1 statistics on economic activity reflected the exceptional “base effect” of the Covid-19 shock in 2020Q1 

and the strength of headlines year-on-year figures (+18.3% for GDP, +24.6% for industrial production, +34% for 

retail sales) hid the initial signs of slowdown (e.g. quarter-on-quarter GDP growth declining from +3.2% in 2020Q4 

to 0.6% in 2021Q1). Such signs were confirmed during 2021Q2, with retail sales slowing to +12.4% and industrial 

production to +8.8% y/y in May. 

• Leading PMI indicators have stabilized close to neutral / modestly positive (50.9 for NBS manufacturing index in 

June 2021, the lowest level since March 2020, excluding the “abnormal” metric in February 2021; 53.5 for the 

non-manufacturing index, against 56.3 in March). Total funding available in the economy, one the best predictor 

for future GDP growth, slowed markedly, from peaks around 15% y/y in 2020Q4 to 12% in May 2021. Our own 

datamining models on China’s GDP growth confirm the likelihood of slowdown in 2021H2 and further into 2022 

(+8.1% y/y for GDP in 2021 and only 5% in 2022). With soft domestic demand and a rather strong exchange rate, 

inflationary pressures at consumer level are expected to remain muted. 

Interest Rates & Currency Dynamics 

• The currency fluctuated in a modest range during 2021Q2 (USD/CNY in-between 6.35 and 6.55) reflecting very 

large capital inflows coupled to current account surpluses; this reinforces the overall tightening in financial 

conditions (normalization of liquidity conditions and broad stability in 3-month Shibor rates around 2.5%) while 

in parallel encouraging large capital outflows. Overall, Chinese authorities will remain prudent in further 

tightening as long as domestic softness and corporate difficulties remain visible, pointing therefore to a form of 

broad stabilization for both interest rates and the currency. 
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India 

Risk-Scores on Fundamental Balances 
from 0 (lowest risk) to 100 (highest risk) 

 

Index of Sensitivity to Post-Covid Transition – Credit, Growth & 
Resilience from 0 (best) to100 (worst) 

 India 
Rank from worst out of 

100 countries 

Liquidity Index 18 83 
Shock to corporates 76 21 
Shock to Sovereign 28 93 
Gross Credit Risk 37 83 

Credit Sensitivity 33 73 
   

Covid-19 Situation 78 18 
Lockdown Stringency 38 56 
Monetary support 41 67 
Fiscal support 55 55 
International transmission 49 60 

Growth Sensitivity 51 30 
   

Resilience Growth 2020 55 34 
Timeline to recovery 55 18 
FX rate and volatility 23 37 

Resilience 47 32 
   

Overall Index 44 45 
 

Overall Risk & Index of Sensitivity to Post-Covid Transition 

• The Overall Index of Sensitivity to Post-Covid Transition moderately degraded over the last quarter (44 in June 

2021), with the surge Covid-19 situation offsetting lower Credit Sensitivity and improved Resilience. The relaxation 

of national restrictions and the emergence of highly transmissible Delta variant in 2021Q1 led to a dramatic rise in 

Covid-19 cases since April 1 (+18m to more than 30m infections on June 30, and +230k deaths officially); large 

underreporting and slow progress of vaccination (less than 5% of total population with full vacc. program) suggests 

that the extent of the health crisis is substantially larger, and that a third wave of infections is very likely. 

• Several States have taken strict lockdown measures in April and May 2021 to reduce new daily infections (down 

by a factor of 6 from the latest peak), while progressive reopening of business and services (faster than after the 

1st wave in 2020Q2-Q3) has already visible effects on mobility and confidence indicators. 

• Although overall Economic and Financial Risk ratings improved at a low level in the last quarter (35-B in 2021Q1), 

its time profile evolved into a U-shape, highlighting higher risks in the medium-term (3-to-5 years) on top of already 

existing short-term difficulties (stagnation of the leading index of momentum of domestic demand, significant 

currency overvaluation, building up of inflationary pressures…) 

Recent Events & Outlook 

• Economic recovery further consolidated in 2021Q1 (GDP: +1.6% y/y, after +0.5% in 2020Q4), supported by strong 

rebound in industrial and construction sectors, and higher public capex in infrastructures. Extension of 

accommodative monetary policy, along with record dynamic of exports, favorable business conditions 

(Manufacturing PMI just above 50 in May 2021), robust indirect taxes collection and statistical base effect are 

pointing to an economic rebound (GDP: above +7% in 2021-22, after an unprecedented -7.3% in 2020-21). 

• Inflation soared to +6.3% y/y in May 2021 (against +4.2% in April) due to surging food prices amongst supply 

disruptions. Transmission of higher fuel prices into wholesale prices will surely offset exhaustion of favorable base 

effects, thus keeping domestic prices around the high-end of the official target range [4% ±2%]. 

• Trade dynamics recovered quickly back to pre-Covid levels in 2021Q1 (exports: +20% y/y, imports: +19%), but 

dramatic second wave in Covid-19 will severely impede trade performances in the short-term. 

Interest Rates & Currency Dynamics 

• The monetary stance of the Central Bank (RBI) remains accommodative (repo rate at 4.0% since May 2020) despite 

temporary overshooting in inflationary pressures. Concerns on downward risks for economic growth outweighs 

inflation risks, thus interest rates will remain stable for a couple of quarters and management of extensive liquidity 

provision will remain RBI’s key policy instrument. 

• Indian Rupee has been highly volatile in 2021 so far, with a large effect of the pandemic’ second wave (INR lost 5% 

against USD in April 2021) and steadily rising global oil prices pushing the currency to USD/INR 74.3 on June 30. 

Thanks to large forex reserves (USD 563 in May), RBI shall further intervene on forex markets to smooth boots of 

volatility and to maintain the currency in the USD/INR 72-75 range in the months ahead. 
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Indonesia 

Risk-Scores on Fundamental Balances 
from 0 (lowest risk) to 100 (highest risk) 

 

Index of Sensitivity to Post-Covid Transition – Credit, Growth & 
Resilience from 0 (best) to100 (worst) 

 Indonesia 
Rank from worst out of 

100 countries 

Liquidity Index 60 33 
Shock to corporates 52 40 
Shock to Sovereign 49 60 
Gross Credit Risk 52 45 

Credit Sensitivity 42 42 
   

Covid-19 Situation 78 15 
Lockdown Stringency 25 69 
Monetary support 43 64 
Fiscal support 55 54 
International transmission 41 77 

Growth Sensitivity 46 49 
   

Resilience Growth 2020 36 76 
Timeline to recovery 50 47 
FX rate and volatility 21 39 

Resilience 36 73 
   

Overall Index 41 57 
 

Overall Risk & Index of Sensitivity to Post-Covid Transition 

• The Overall Index of Sensitivity remained stable at a mediocre level (41 in June 2021 against 42 in March), as the 

modest improvement in Covid-19 situation until May-end was matched with higher Lockdown Stringency in the last 

few weeks. Nevertheless, spread of highly contagious Delta variant fueled a second and more dramatic wave of 

Covid-19 since early-June: new daily infections above 20,000 on June 30 (against a peak of 10,000 in January 2021). 

With already stretched healthcare infrastructure and low vaccination coverage (less than 5% of the population), 

stringent social and business restrictions, like a full lockdown, could be implemented in most affected States. 

Overall, the Growth Sensitivity will worsen in the coming months, with a negative impact on the cyclical outlook. 

• The recent amelioration of the Economic and Financial Risk ratings (47.4-C in 2021Q1) reflects both the return to a 

neutral currency valuation and the upward momentum of domestic demand, although the latter will be impeded 

by the ongoing degradation of the sanitary situation and the limited room for significant fiscal expansion. 

Recent Events & Outlook 

• GDP contracted for a fourth consecutive quarter in 2021Q1 (-0.7% y/y after -2.2% in 2020Q4), as the first peak in 

Covid-19 in Feb. 2021 heavily constricted private consumption. Business reopening, before the second Covid-19 

wave, should temporarily lift the economy out of recession in 2021Q2: indeed, consumer and business confidence 

rebounded (above 100 in April and May; and around 55 resp.), mobility indicators strengthened, and public policies 

remained accommodative. Going forward, growth performances will remain dependent on pandemic management 

and ability to extend further expansionary fiscal policies. 

• Inflation picked up again in May 2021 (+1.7% y/y after +1.4% in April); higher demand on the back of easing of 

restrictions and national religious holidays pushed food and services (health, restaurants, personal care) prices. 

Despite this temporary and seasonal surge, inflation expectations are well anchored within the Central Bank (BI)’s 

official target range (+3% ±1%). 

• As the trade surplus reduced in 2021Q1 (USD 5.5bn) due to strong imports to meet domestic demand, the current 

account turned into a low and manageable deficit (USD -1bn). However, this deficit was financed by stronger FDI 

and portfolio investments inflows (USD 5bn and 4bn resp. in 2021Q1). 

Interest Rates & Currency Dynamics 

• Since its last cut in Feb. 2021 (repo: -25bp to 3.5%), the BI kept unchanged its policy rate in view of contained 

inflationary pressures and limited risk of financial instability. Because of downward risks to GDP growth exceeding 

inflation risks, the BI should retain is accommodative stance in the coming quarters. 

• Registering a strong volatility since the beginning of 2021, the exchange rate depreciated by almost 3% against USD 

in the second half of June amid new Covid-19 wave (to USD/INR 14,500 on June 30). Combination of increasing 

global risk aversion, US Dollar appreciation, and significant capital outflows will maintain downward pressures on 

the INR. However, the BI holds sufficient forex reserves (USD 135bn in May 2021) to intervene on forex markets 

and smooth boots of excessive financial volatility. 
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Mexico 
Risk-Scores on Fundamental Balances 

from 0 (lowest risk) to 100 (highest risk) 

 

Index of Sensitivity to Post-Covid Transition – Credit, Growth & 
Resilience from 0 (best) to100 (worst) 

 Mexico 
Rank from worst out of 

100 countries 

Liquidity Index 30 69 
Shock to corporates 61 34 
Shock to Sovereign 55 44 
Gross Credit Risk 50 51 

Credit Sensitivity 36 64 
   

Covid-19 Situation 46 55 
Lockdown Stringency 20 82 
Monetary support 56 25 
Fiscal support 83 17 
International transmission 54 48 

Growth Sensitivity 43 59 
   

Resilience Growth 2020 58 28 
Timeline to recovery 50 46 
FX rate and volatility 32 26 

Resilience 50 22 
   

Overall Index 43 51 
 

Overall Risk & Index of Sensitivity to Post-Covid Transition 

• The Overall Index of Sensitivity improved significantly over the last quarter (43 in June 2021, against 49 in March) 
thanks to the notable betterment of the Covid-19 situation, with less than 2,000 new daily infections until mid-
June (against a peak above 20,000 in January 2021). Consequently, the government eased Covid-related 
restrictions, notably with complete lift of restrictions in 19 States, while 5 States are still high risk because of the 
local resurgence in infections in late June (5,000 new cases). 

• The Economic and Financial Risk rating stabilized further in 2021Q1 (at 35.6-B); the consolidation of our leading 
index of domestic demand momentum is now associated with a worsening forex reserves quality, denoting high 
share of speculative capital inflows in recent dynamics of forex reserves accumulation. 

• The legislative elections on June 6 resulted in a stalemate, with incumbent coalition led by the Morena party losing 
their two-third (Constitutional) majority in the Chamber of Deputies, while winning 8 out 15 gubernatorial seats. 
The underperformance of the alliance will likely affect discussions on the annual Budget and new bylaws. 

Recent Events & Outlook 

• After a dramatic contraction in 2020 (-8.2% y/y), domestic activity was further hit in 2021Q1 (-3.6%) because of 
adverse localized restrictions. Cyclical outlook should benefit from stronger services sector, but weak labor 
markets and worsened business conditions (Manufacturing PMI at 47.6 in May) still suggest a mediocre domestic 
demand in the coming months, especially given higher downside risks (pandemic, inflation, fiscal position). 

• Inflation roughly stabilized at a high level in May (+5.9% y/y after +6.1% in April) because of rapid rise in energy 
(gasoline and gas) and food prices. Upward global oil prices and higher prices of items associated to the reopening 
of the economy (like restaurants, transport…) will weigh longer on inflationary pressures. 

• Recovery in imports (+8.2% y/y in 2021Q1) and slowdown in exports (+3.3%) pushed back the trade balance into 
deficit. Along with higher deficit in balances of services and income, current account largely degraded (USD -5bn 
after USD 17.2bn in 2020Q4). 

Interest Rates & Currency Dynamics 

• On June 24, the Central Bank’s monetary policy took an unexpected turn with the increase of the overnight 
interbank interest rate (+25bp to 4.25%) to contain inflationary expectations in a context of elevated domestic 
consumer prices. Monetary authority will continue to monitor upward biases for inflation outlook (global 
commodity prices, base effect, drought conditions, and supply-side constraints) before considering further 
tightening in the months ahead. 

• From a low of USD/MXN 21.5 on March 9, the Mexican Peso first reappreciated by about +8% over a month before 
roughly stabilizing since mid-April around USD/MXN 20, thanks to balanced external factors (deterioration in 
current account offset by larger equity and portfolio inflows). Looking ahead, closure of output gap, monetary 
tightening, and relative attractiveness among LatAm currencies should fuel Peso’s appreciation pressures, while 
the Central Bank’s sufficiently large forex reserves buffer (USD 193bn in March 2021) should prevent bouts of 
excessive financial volatility. 
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Poland Risk-Scores on Fundamental Balances 
from 0 (lowest risk) to 100 (highest risk) 

 

Index of Sensitivity to Post-Covid Transition – Credit, Growth & 
Resilience from 0 (best) to100 (worst) 

 Poland 
Rank from worst out of 

100 countries 

Liquidity Index 70 26 
Shock to corporates 79 18 
Shock to Sovereign 48 65 
Gross Credit Risk 61 26 

Credit Sensitivity 37 62 
   

Covid-19 Situation 40 63 
Lockdown Stringency 48 40 
Monetary support 40 71 
Fiscal support 48 69 
International transmission 28 95 

Growth Sensitivity 37 78 
   

Resilience Growth 2020 31 88 
Timeline to recovery 50 42 
FX rate and volatility 15 64 

Resilience 32 84 
   

Overall Index 35 83 
 

Overall Risk & Index of Sensitivity to Post-Covid Transition 

• The highly favorable Index of Overall Sensitivity to Post-Covid Transition (35 in June 2021) reflects well managed 

pandemic situation: low rate of infections (daily cases below 500 in June) and accelerated vaccination program (33% 

of population fully vaccinated). Thanks to the expectations of strong rebound of the Polish economy, aided by 

favorable economic performances by key EU trading partners (especially in Germany), risk materialization should 

remain low for highly indebted corporate sector in the coming quarters, and the elevated Credit Risk illustrates 

strong banking relations (intra-banking lending with parent company outside Poland).  

• The Economic & Financial Risk rating remained relatively stable in 2021Q1 (44.0-C) where the improvement on our 

leading indicator for domestic demand (on the Cyclical Balance) is neutralized by the deterioration in the forex 

reserves quality (forex reserves accumulation fueled by speculative capital on the Foreign Exchange Balance). 

Meanwhile, the currency retains its slight competitive edge in comparison to its main competitors. 

Recent Events & Outlook 

• GDP contraction continued to narrow in 2021Q1 (-1.4% y/y from -2.7% in 2020Q4) supported by increase in 

domestic consumption and investments, while the increase in domestic demand accelerated the imports, hence 

deteriorating terms of trade. A strong mechanical rebound of the Polish economy will be further aided by reduction 

in Covid-19 infections and adequate policy support; overall GDP growth should reach +4.7% y/y for 2021. 

• Inflation has been increasing in the past couple of months (+4.8% y/y in May from +4.2% in April) as energy and 

food prices escalate along with costs of few services. Inflationary pressures beyond the official target range (2.5% 

±1%) are likely to continue for few more months due to the progressive recovery in economic activity.  

• Current account surplus expanded in 2021Q1 (USD 7.1bn from USD 5.6bn in 2020Q4) thanks to increase in trade 

surplus in services along with reductions in primary and secondary income deficits, while the strong domestic 

demand escalated imports (+19%) faster than exports, thus narrowing the trade surplus. 

Interest Rates & Currency Dynamics 

• On June 9, the Central Bank (NBP) maintained its reference rate (at 0.10% since May 2020) deeming the elevated 

inflationary pressures to be temporary and retaining its focus on supporting economic growth. The NBP also 

continues to inject liquidity into the economy through open market operations (purchase of government securities) 

and to provide bills of credit to refinance banks’ loans to enterprises. 

• The modest fluctuations in the Polish Zloty (PLN) since the beginning of the year (confined in the range of EUR/PLN 

4.4-4.6) and the recent though mild weakening (-2% against EUR in June) closely reflect the EUR’s movement against 

the USD (faster improvement of US economic performances, Fed monetary policy directives as triggers). If the 

currency registers any sharp volatility, the NBP is likely to intervene in the forex markets. 
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Russia 

Risk-Scores on Fundamental Balances 
from 0 (lowest risk) to 100 (highest risk) 

 

Index of Sensitivity to Post-Covid Transition – Credit, Growth & 
Resilience from 0 (best) to100 (worst) 

 Russia 
Rank from worst out of 

100 countries 

Liquidity Index 20 79 
Shock to corporates 40 56 
Shock to Sovereign 39 77 
Gross Credit Risk 34 86 

Credit Sensitivity 22 91 
   

Covid-19 Situation 53 43 
Lockdown Stringency 2 96 
Monetary support 33 85 
Fiscal support 55 57 
International transmission 46 68 

Growth Sensitivity 31 90 
   

Resilience Growth 2020 33 82 
Timeline to recovery 39 89 
FX rate and volatility 56 11 

Resilience 40 54 
   

Overall Index 32 94 
 

Overall Risk & Index of Sensitivity to Post-Covid Transition 

• Russia’s highly favorable Overall Index of Sensitivity to Post-Covid Transition (32 in June 2021, among the Top 10) 

is related to the combination of very low Credit Risk (ample forex reserves at USD 465bn in May 2021, covering 

close to two years of imports), and of contained corporates and sovereign forex debt obligations. Meanwhile, 

although not (yet) alarming, Russia is witnessing a spike in Covid-19 infections that has the potential to turn into an 

elevated third wave (daily infections above 20,000 in the last week of June), even as its vaccinations rates remain 

low (12% of population fully vaccinated). The evolving sanitary situation and the persistent geo-political 

uncertainties are likely to reflect in some currency vulnerability even as the Russian Ruble will be supported by 

increasing global oil prices. 

• The Economic & Financial risk rating stabilized at a favorable level (32.6-B in 2020Q1) as the improvement in the 

momentum on our leading indicator for domestic demand (on the Cyclical Balance) was offset by the negative 

reversal in the forex reserves quality (on Foreign Exchange Balance). Meanwhile, although at a low level, higher 

short-term Risk rating (34.2) reflects the current challenging domestic and global economic situation. 

Recent Events & Outlook  

• GDP registered a softer contraction in 2021Q1 (at -0.7% y/y from -1.8% in 2020Q4) thanks to the uptick in global oil 

prices and improving manufacturing conditions. However, the second wave of Covid-19 early in the year, despite 

the less stringent lockdown measures resulted in subdued economic activity. Going forward, a strong mechanical 

rebound in GDP will continue to be adversely impacted by the evolving likely third wave of infections and low 

vaccination levels, hence the estimated GDP growth in 2021 would be around at 3.5% y/y.  

• Surpassing the even high expectations, inflation spiraled in May 2021 (+6% y/y from +5.5% in April), highest since 

Oct. 2016, due to robust domestic demand: prices hiked across food, non-food, and services categories. In the 

coming months, pro-inflationary pressures are likely to persist, although at softer levels.  

• Current account surplus rapidly expanded in 2020Q1 (USD 16bn from USD 6bn in 2020Q4) mainly as deficit in 

investment income and services deficit reduced, while trade surplus marginally increased with stronger oil exports. 

Current account surplus is likely to narrow marginally due to accelerating imports. 

Interest Rates & Currency Dynamics 

• The Central Bank of Russia (CBR) continued its hawkish stance on June 11, hiking its benchmark policy rate (by 

50bps to 5.50%), for the third time in 2020 to address the persistent pro-inflationary risks. Although further rate 

hikes can be expected in the coming quarters, monetary conditions remain sufficiently favorable to sustain the 

economic recovery thanks to more moderate increase in lending rates. 

• The Russian Ruble appreciated since April 2021 (+6% against the USD at USD/RUB 72 in June) aided by global 

recovery and improving energy prices. Despite the strong performance of the currency, a few headwinds remain:  

geo-political uncertainties (long-term outcome of US-Russia talks in June), dividend payments (lasting until Aug. 

2021), and likely weakening of current account (expansion of imports). 
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South Africa 
Risk-Scores on Fundamental Balances 

from 0 (lowest risk) to 100 (highest risk) 

 

Index of Sensitivity to Post-Covid Transition – Credit, Growth & 
Resilience from 0 (best) to100 (worst) 

 South Africa 
Rank from worst out of 

100 countries 

Liquidity Index 66 27 
Shock to corporates 56 38 
Shock to Sovereign 56 40 
Gross Credit Risk 59 32 

Credit Sensitivity 47 20 
   

Covid-19 Situation 88 5 
Lockdown Stringency 6 93 
Monetary support 61 10 
Fiscal support 23 91 
International transmission 41 76 

Growth Sensitivity 40 70 
   

Resilience Growth 2020 54 37 
Timeline to recovery 45 71 
FX rate and volatility 32 27 

Resilience 46 33 
   

Overall Index 45 44 
 

Overall Risk & Index of Sensitivity to Post-Covid Transition 

• The mediocre Index of Sensitivity to Post-Covid Transition (45 in June) is largely driven by worsening pandemic 

situation: ongoing third wave of infections (new daily cases above 17,000 on June 30), and poor vaccination 

coverage (only 3.6% received at least one dose). In addition, the contribution of Monetary support deteriorated 

due to decline in credit distribution and mediocre forex reserves (USD 46bn in 2021Q1) that is likely to prove 

insufficient to meet external debt obligations or to buffer the currency against any volatility, although likelihood 

for any sharp downward movement is low thanks to rising global commodities prices. Control of the pandemic 

situation is highly necessary to ensure favorable economic activity that will inhibit risks to the indebted corporates. 

• The Economic & Financial Risk rating continued to marginally improve in 2021Q1 (44.4-C) with modest 

improvement in our leading indicator for domestic demand (on the Cyclical Balance). Meanwhile the current 

challenging economic conditions are reflected in our more elevated short-term Risk ratings. 

Recent Events & Outlook 

• GDP contracted at a slower pace in 2021Q1 (-3.2% y/y against -4.3% in 2020Q4) as output in most sectors 

continued to decline and agriculture witnessed a steep drop. Contributing positively to the relatively improved 

GDP data was the rebound in mining sector (+3.5% y/y from -7.0%). Going forward, the increase in Covid-19 

infections, slow rate of vaccination and new round of containment measures will adversely impact economic 

performances; indeed, GDP growth is estimated to remain below +5.0% y/y in 2021, before decelerating to around 

+2.0% in 2022. 

• Inflation accelerated sharply to an over 2-year high in May 2021 (+5.2% y/y from +4.4% in April) mainly due to a 

low base effect in food and energy prices (+6.7% and +37% respectively). Elevated inflation pressures are likely to 

persist for the next few months, albeit with a mild deceleration related to current movement restrictions. 

• Current account surplus expanded in 2021Q1 (5% of GDP from 3.7% in 2020Q4) due to marginal improvement in 

trade balance (larger increase in exports than in imports) combined with the narrowing of primary income deficit. 

Interest rate & Currency Dynamics 

• The Central Bank’s (SARB) maintained its accommodative stance on May 20 by keeping the policy rate unchanged 

(at 3.5% since August 2020) considering the hike in inflation as temporary in order to provide adequate monetary 

support to the subdued economic conditions (repeated waves of infection, muted domestic demand and 

significant negative output gap). Possible monetary tightening can be expected in 2021H2 on account of upward 

inflationary expectations and short-term second round effects. 

• After appreciating between February and May 2021 (-14% against USD), the South African Rand (ZAR) witnessed 

a significant reversal since mid-June, depreciating by 6% against the USD (to USD/ZAR 14.3) due to weakening 

international sentiment related to degrading pandemic situation domestically and with larger than expected 

inflationary pressures. Further currency volatility can be expected in the coming months. 
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South Korea 
 

Risk-Scores on Fundamental Balances 
from 0 (lowest risk) to 100 (highest risk) 

 

Index of Sensitivity to Post-Covid Transition – Credit, Growth & 
Resilience from 0 (best) to100 (worst) 

 South Korea 
Rank from worst out of 

100 countries 

Liquidity Index 35 56 
Shock to corporates 69 26 
Shock to Sovereign 25 96 
Gross Credit Risk 39 78 

Credit Sensitivity 21 92 
   

Covid-19 Situation 59 32 
Lockdown Stringency 33 58 
Monetary support 41 68 
Fiscal support 55 56 
International transmission 23 99 

Growth Sensitivity 39 75 
   

Resilience Growth 2020 25 93 
Timeline to recovery 43 78 
FX rate and volatility 5 74 

Resilience 25 93 
   

Overall Index 29 97 
 

Overall Risk & Index of Sensitivity to Post-Covid Transition 

• South Korea is highly favorably placed on our Index of Sensitivity to Post-Covid Transition (28 in June 2021) thanks 

to a combination of an efficient pandemic management strategy (lower than 1,000 daily cases since January 2021 

and close to 30% of population received at least one dose of vaccination), very low credit risk, ample foreign 

reserves (USD 451bn in May 2021), and of adequately matched fiscal and monetary policy support. The elevated 

indebtedness of corporate sector is unlikely to escalate into a systemic crisis as businesses will benefit from a 

strong economic rebound in 2021 and 2022. 

• Economic & Financial Risk rating improved for a fourth consecutive quarter in 2021Q1 (41-6-C) on the back of 

highly favorable position (although with a mild downturn) of our leading indicator for domestic demand (on the 

Cyclical Balance) portending vigorous economic activity in the coming quarters. In addition, the currency continues 

to be neutrally valued (in relation to its main competitors), while the foreign reserve quality recorded a mild 

deterioration (on the Foreign Exchange Balance). 

Recent Events & Outlook 

• GDP growth expanded rapidly in 2021Q1 (+1.9% y/y from -1.1% in 2020Q4) supported by strong domestic demand 

(private consumption and investment), and robust exports performance. Going forward, the proficient pandemic 

management, strong exports, favorable business conditions (Manufacturing PMI at 53.7 in May), high consumer 

confidence, and a large base effect should push to a record GDP growth in the coming quarters (about +4.0% in 

2021 and +3.0% in 2022). 

• Inflation accelerated in May 2021 (+2.6% y/y from +2.3% in April) propelled by a low base effects, supply-side 

constraints in agricultural products and increases in energy costs. After remaining elevated for few months, 

inflationary pressures are likely to ease on account of monetary policy changes and reduction in temporary 

production constraints. 

• Current account surplus reduced in 2021Q1 (USD 22bn from USD 32bn in 2020Q4) as imports surged past an 

increase in exports given the increase in domestic demand with improving economic conditions. 

Interest Rates & Currency Dynamics 

• Aiming towards supporting economic growth, the Bank of Korea (BoK) retained its key interest rate at 0.50% (since 

May 2020) despite inflation exceeding the target (+2%). However, the BoK started reducing some of its Covid-19 

related liquidity measures and based on developments in sanitary conditions, monetary normalization might occur 

in 2021Q4.  

• The Korean Won fluctuated in the range of USD/KRW 1,110-1,135 between March and June 2021, alternatively 

influenced by movement of US treasury yields and improvement in domestic economic performances. In the 

coming months, the Won is expected to remain strong with low volatility. 
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Turkey  

Risk-Scores on Fundamental Balances 
from 0 (lowest risk) to 100 (highest risk) 

 

Index of Sensitivity to Post-Covid Transition – Credit, Growth & 
Resilience from 0 (best) to100 (worst) 

 Turkey 
Rank from worst out of 

100 countries 

Liquidity Index 100 1 
Shock to corporates 70 24 
Shock to Sovereign 46 68 
Gross Credit Risk 65 19 

Credit Sensitivity 42 44 
   

Covid-19 Situation 46 52 
Lockdown Stringency 57 26 
Monetary support 69 5 
Fiscal support 83 16 
International transmission 51 55 

Growth Sensitivity 55 24 
   

Resilience Growth 2020 32 84 
Timeline to recovery 51 40 
FX rate and volatility 66 6 

Resilience 45 37 
   

Overall Index 48 29 
 

Overall Risk & Index of Sensitivity to Post-Covid Transition 

• The overall Index of Sensitivity to Post-Covid Transition persisted at a mediocre level (48 in June) given multiple 

vulnerabilities. The Liquidity Risk is elevated as the poor foreign exchange reserves (USD 45bn in April 2021) can 

barely cover 3 months of imports and will prove woefully insufficient to stabilize currency volatility. In addition, 

the fiscal position worsened significantly with heightened spending to counter the pandemic impact. Meanwhile 

its monetary authorities are losing credibility because of notable political interference and run the risk of 

implementing policies that might be counterproductive to address pro-inflationary pressures. Finally, there is an 

ever-present chance that the highly indebted corporates might default (if economic conditions worsen), thereby 

reducing asset quality in the banking sector. 

• Economic & Financial Risk ratings continued its mild deterioration (53.6-C in 2021Q1) as the higher share of 

speculative capital flows deteriorated the forex reserves quality (on the Foreign Exchange Balance) and the 

escalating leading of index domestic demand (on the Cyclical Balance) denotes overheating the economy. 

Recent Events & Outlook 

• A surprising strong acceleration of GDP was witnessed in 2021Q1 (+7% y/y from +5.9% in 2020Q4). On production 

side, there were positive contributions from most sectors, and on expenditure side, household consumption was 

robust (+7.4%). Going forward, growth momentum will be well supported by a very positive base effect in Q2, 

however credit growth and domestic demand are moderating, which might marginally shave off an even stronger 

economic growth (est. GDP: +5.6% y/y in 2021).  

• Inflation continues to remain elevated in May 2021 (+16.6% y/y from +17.1% in April) heavily influenced by 

escalating prices in energy, food, and health care. In the coming months, inflationary pressures are likely to persist 

along with an enduring weakness of Lira. 

• Current account deficit continued in 2021Q1 (USD -7.8bn from -7.3bn in 2020Q4) as services balance deteriorated. 

Moreover, despite a positive trade in goods balance, terms of trade remained mediocre with reduction in both 

exports and imports. 

Interest Rates & Currency Dynamics 

• The Central Bank (CBRT) under the new Governor retained its policy rate on June 17 (at 19%, after 200bps hike 

each in Dec. 2020 and March 2021) to act as a balance against the pro-inflationary pressures and to support the 

moderate domestic demand conditions (tightening credit conditions and uncertain pandemic situation). The 

politically avowed dovish monetary stance is likely to manifest by 2021H2.  

• The Turkish Lira remains weak since it started losing stream in February 2021 (-19% against the USD till date) given 

the poor investors’ confidence due to the perception of erosion in CBRT’s independence and political signals of 

monetary easing during the times of heightened inflation. The persistence in currency weakness in upcoming 

months is very likely. 
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Reference Financial Data Chart Pack 

Nominal Exchange Rate against USD 

 Jul. 1, 2021 1-year History 3-month History 

Brazil 5.05 

 

 
+5.4% 

 

 
+13.1% 

Mexico 20.0 

 

 
+13.4% 

 

 
+1.6% 

China 6.47 

 

 
+9.3% 

 

 
+1.5% 

India 74.6 

 

 
+1.2% 

 

 
-1.6% 

Indonesia 14 503 

 

 
-1.6% 

 

 
+0.2% 

Korea 1 135 

 

 
+5.9% 

 

 
-0.4% 

Poland 3.81 

 

 
+4.3% 

 

 
+2.5% 

Russia 73.4 

 

 
-3.7% 

 

 
+4.2% 

Turkey 8.66 

 

 
-21.0% 

 

 
-5.7% 

South Africa 14.4 

 

 
+18.2% 

 

 
+1.8% 
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5-year Credit Default Swap 

 Jul. 1, 2021 1-year History 3-month History 

Brazil 166 
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Russia 85 
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Turkey 381 
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South Africa 168 
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Equity Index 

 Jul. 1, 2021 1-year History 3-month History 

Brazil 

BVSP 
125 666 

 

 
+30.6% 

 

 
+9.0% 

Mexico 

IPC 
50 377 

 

 
+33.9% 

 

 
+6.6% 

China 

SSE 
3 589 

 

 
+18.6% 

 

 
+3.0% 

India 

BSE 
52 319 

 

 
+47.7% 

 

 
+4.6% 

Indonesia 

JSE 
549 

 

 
+3.2% 

 

 
-9.5% 

Korea 

KOSPI 
3 282 

 

 
+55.8% 

 

 
+5.4% 

Poland 

WIG 
66 836 

 

 
+33.4% 

 

 
+14.2% 

Russia 

RTS 
1 657 

 

 
+36.6% 

 

 
+12.9% 

Turkey 

BIST100 
1 373 

 

 
+19.0% 

 

 
-4.0% 

South Africa 

JSE AS 
66 556 

 

 
+23.7% 

 

 
-1.0% 
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Appendices 

 

List of 100 countries monitored by region 

 

 

Eastern & Central Europe, CIS (19) 

ALB Albania KAZ Kazakhstan 

ARM Armenia MNE Montenegro 

AZE Azerbaijan MKD N. Macedonia 

BLR Belarus POL Poland 

BIH Bosnia ROU Romania 

BGR Bulgaria RUS Russia 

HRV Croatia SRB Serbia 

CZE Czech Rep. TUR Turkey 

GEO Georgia UKR Ukraine 

HUN Hungary   

 

 

Latin America (18) 

ARG Argentina SLV El Salvador 

BOL Bolivia GTM Guatemala 

BRA Brazil HND Honduras 

CHL Chile MEX Mexico 

COL Colombia PAN Panama 

CRI Costa Rica PRY Paraguay 

DMA Dominica PER Peru 

DOM Dominican Rep URY Uruguay 

ECU Ecuador VEN Venezuela 

 

 

Asia (18) 

BGD Bangladesh MNG Mongolia 

BRN Brunei MMR Myanmar 

KHM Cambodia NPL Nepal 

CHN China PAK Pakistan 

IND India PHL Philippines 

IDN Indonesia LKA Sri Lanka 

KOR Korea TWN Taiwan 

LAO Laos THA Thailand 

MYS Malaysia VNM Vietnam 

 

Middle East & North Africa (15) 

DZA Algeria MAR Morocco 

BHR Bahrein OMN Oman 

EGY Egypt QAT Qatar 

IRN Iran SAU Saudi Arabia 

ISR Israel TUN Tunisia 

JOR Jordan UAE UAE 

KWT Kuwait YEM Yemen 

LBY Libya   

 

 

Sub-Saharan Africa (30) 

AGO Angola MDG Madagascar 

BEN Benin MLI Mali 

BFA Burkina Faso MUS Mauritius 

CMR Cameroon  MOZ Mozambique 

CPV Cape Verde NER Niger 

COM Comoros NGA Nigeria 

COG Rep. of Congo RWA Rwanda 

COD DR Congo SEN Senegal 

CIV Cote d’Ivoire SYC Seychelles 

ETH Ethiopia ZAF South Africa 

GAB Gabon SDN Sudan 

GHA Ghana TZA Tanzania 

GIN Guinea TGO Togo 

GNB Guinea Bissau UGA Uganda 

KEN Kenya ZMB Zambia 
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HeatMap methodology 

Components Details 

     Growth Ability to register economic growth without external imbalance 

     Debt Weight of external debt and stability of external financing capital 

     Liquidity Short-term assets and liabilities in foreign currencies 

     Foreign Exchange Foreign exchange valuation and quality of official reserves 

     Cyclical Growth and monetary prospects 

     Banking System Solidity / vulnerability of the banking system 
Eco&Fin Risk Rating  

     Voice & Accountability 
Stricto sensu elements of political risk 

     Political Stability 

     Government Effectiveness 
Assessment of public management of the regulatory environment 

     Regulatory Quality 

     Rule of Law 
Focus on the legal environment 

     Control of Corruption 
Political Risk Rating Overall political and governance situation 

Crisis Signal / Watch List Indic. Leading indications pointing to extreme vulnerabilities to violent shocks and related period of highest vulnerability 

Ex-ante Vulnerability Overall country risk premium 

Liquidity Risk Short-term foreign exchange liquidity challenges 

Fx Debt Risk External debt burden 

Corporate Risk Sustainability and Fx vulnerability of broad corporate sector 

Sovereign Risk Sustainability and Fx vulnerability of sovereign sector 

Global Credit Risk Financial risks on businesses, partners (clients and suppliers) or assets for investors/asset managers 

Covid-19 Health Situation Prevalence of Covid-19 cases, deaths, and acceleration/deceleration in Covid-19 deaths 

Health Vulnerability Health system’s preparedness 

Stringency Index Stringency of confinement measures (school closure, workplace closure and restrictions on internal movements) 

International (Supply-side) International transmission factors: international trade, (forward and backward) integration in global value chains, share of 
travel and tourism in GDP, oil and commodities exports International (Demand-side) 

Growth Sensitivity to Covid-19 Expected impact of Covid-19 crisis on economic activity 
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Technical questions / hotline 

TAC ECONOMICS team is available for any economic, financial, technical questions and requests at the 

following e-mail address: hotline@taceconomics.com 
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These assessments are, as always, subject to the disclaimer provided below. 
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regarded as providing any specific advice. Recipients should make their own independent evaluation of 

this information and no action should be taken, solely relying on it. This material should not be reproduced 

or disclosed without our consent. It is not intended for distribution in any jurisdiction in which this would 
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TAC ECONOMICS and TAC ECONOMICS makes no representation or warranty (express or implied) of any 
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liability for any loss or damage arising in any way from any use made of or reliance placed on, this 

information. Unless otherwise stated, any views, forecasts, or estimates are solely those of TAC 

ECONOMICS, as of this date and are subject to change without notice. 
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