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1. Global Economies Update
Optimism that the early arrival of a vaccine meant that the global economy would
be out of the woods in 2021 is facing a rethink as COVID-19 resurges and mutates.
Over the past year, we saw a synchronized global story in terms of lockdowns,
output decline, and the deployment of economic stimulus packages. In coming
months, we may see fundamental divergences start to surface between developed
and emerging economies, and across emerging markets.
There is an overwhelming consensus among market participants that ample global
liquidity and a weak dollar are the recipe for a good year for EM assets. However,
fundamentals must not be lost from sight, especially as these tailwinds are
completely exogenous to EM.
The World Bank Chief Economist Carmen Reinhart recently stated that "we should
not confuse rebound with recovery." 2021 will likely be characterized by abovepotential growth rates in many economies across the world (rebound). Output
levels, income levels, and employment, however, may remain below 2019 levels in
the majority of the world for a few years (recovery).

8. Turkey

COVID-19 impacts continue
as economies struggle to
recover
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2. Ecuador
During 2H20 Ecuador’s macroeconomic performance surprised the market positively. Many of the risks did not materialize, the resources
obtained from the IMF helped soothe lingering concerns regarding the monetary sector and in Sept-20 Fitch upgraded Ecuador’s rating to B-,
outlook stable, reflecting the completion of a 'distressed debt exchange' (DDE) which cured the default event initiated by the 'consent
solicitation' in April. Despite deep economic challenges and political uncertainty, the DDE has helped support near-term repayment capacity
both by greatly reducing near-term debt service and paving the way for a new 27-month USD6.5 billion Extended Fund Facility (EFF) with the
IMF. After contracting by an estimated 7.9% in 2020, the economy is expected to return to growth in 2021, with outlook being highly dependent
on the upcoming presidential election (scheduled in Feb-21), whose outcome could potentially be binary if some of the leading candidates
implement a change in economic regime. The main concern in terms of policymaking would be if an incoming administration attempts to
resume central bank financing to the treasury, which can be destabilizing for dollarization. It is too early to tell what the most likely outcome of
the election will be, as polls suggest that the race is currently tight, and the number of undecided voters remains high.

3. Egypt
Egypt has managed well the COVID-19 pandemic and the related disruption to economic activity by adopting proactive measures to address
health and social needs and support the sectors most directly affected by the crisis. However, there are still risks to the outlook, particularly as a
second wave of the pandemic increases uncertainty about the pace of the domestic and global recovery. Sustained progress on structural and
governance reforms is essential to foster higher, greener, and more inclusive private-sector-led growth, including continued focus on enhancing
the transparency of state-owned enterprises, ensuring a level playing field for all economic agents, and removing bureaucratic obstacles to
private sector development
Egypt will maintain a strong relationship with the IMF, having concluded a US$12bn programme in 2019. It has tapped US$2.8bn from the
Fund's coronavirus rapid financing initiative and agreed a further 12-month, US$5.2bn stand-by arrangement (SBA), the second tranche of
which was released in late December and which is likely to be fully disbursed within the timeframe. Other multilateral agencies will also
disburse funds to Egypt and the Min Fin has approached investment banks to advise on a plan to raise as much as $7 billion from international
debt markets in the first half of 2021.

4. Ivory Coast
Ivory Coast has a track record of economic growth, low indebtedness and generally good governance and it is reacting well to the challenges
posed by the Covid-19 outbreak. In Dec-20 Fitch affirmed Ivory Coast to B+ based on strong economic growth prospects, relatively low fiscal and
external deficits and debt ratios against enduring political risks, low development indicators and comparatively high commodity dependence. It
is even more relevant to highlight that the outlook was upgraded to Positive, reflecting the expectation that the authorities' continued
adherence to fiscal prudence and reforms will gradually reverse the temporary deterioration in public finances from the coronavirus pandemic
shock and stabilize government debt at well below the forecast 'B' and 'BB' medians. The domestic political tensions is also expected to
gradually ease and the Ivoirian economy will resume a strong growth path as the impact of the pandemic fades, while comparatively strong
macroeconomic management will continue to prevent any significant imbalances.

5. Kenya
Kenya faces several economic and political challenges in 2021, and key events in the next six months include an IMF decision on a new credit
facility and the budget for fiscal year 2021/22 (July-June), while the political scene will dominate the upcoming referendum. A meeting of the
IMF Executive Board in February could determine whether Kenya secures a blended extended fund facility/extended credit facility, worth
US$2.3bn over three and a half years, to support recovery from the pandemic. If approved, which is probable, a first disbursement of US$725m
will support the budget in the current fiscal year (2020/21).
The release of the Kenya National Bureau of Statistics' annual Economic Survey in April will reveal if the country suffered a rare recession in
2020 or managed to record a small positive rate of growth. It is difficult to make forecasts 2021, but a relatively slow rebound is likely, with real
GDP growth recovering to 2.2%, because of still-weak tourism hospitality, recreation and aviation, the probability of drier weather and pressure
on household income (and consumer spending) as relief measures expire. Growth will be slightly stronger in the second half of the year, helped
by a global vaccine rollout.
The Kenyan banking sector remains under pressure because of the Covid-19 pandemic, leading to lower profits, higher non-performing loans (at
an average of 13.6% in Aug-20), increased bad debt provisioning and higher costs related to loan relief to struggling borrowers, according to the
Central Bank of Kenya.
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6. Nigeria
As part of its response to the coronavirus (Covid-19) pandemic, the government has sought about US$6.9bn (about 2% of GDP) from multilateral
lenders. Not all the loans are low-conditionality, encouraging Mr Buhari to enact the boldest economic reforms of his tenure. The economy is
expected to exit recession in 2021 as the impact of lockdown in 2020 fades, but high inflation will impede improvements in business sentiment
and dampen real purchasing power amid low productivity, underemployment and low nominal wage growth. Fiscal stimulus will be an
inadequate counterforce, given budget constraints, and loosened monetary policy (despite high inflation) will contribute to ongoing exchangerate scarcity and further undermine macroeconomic stability. Oil production will, however, rise slightly as quotas agreed by OPEC+ (comprising
OPEC and a group of non-OPEC countries) are relaxed, and given an uptick in oil exports we expect growth of 1.1% in 2021.
According to a recent report from Fitch Ratings, the asset quality of Nigerian banks is expected to deteriorate over the next 12 to 18 months as a
result of the slump in crude prices and the downturn in the economy. Debt relief measures have prevented a material rise in impaired loans in
2020. Average impaired loan ratio to range between 10% and 12% by end of next year. Bank earnings are expected to recover gradually with the
economy but remain exposed to further economic shocks from oil price volatility.

7. South Africa
With the economy in recession and with a second wave of Covid-19 leading to more cases and deaths than in the first wave, South Africa faces
multiple challenges in 2021. To stem the second wave, the government has imposed new restrictions on movement and social gatherings, which
may slow the infection rate but at the cost of a softer economic rebound. Vaccines will become available locally in the second quarter of 2021,
although a mass rollout is unlikely to start until the third quarter, leaving South Africa to negotiate a very difficult six-month period.
On the fiscal consolidation side, the focus will be on the government’s efforts to strike a deal with the public sector unions on the wage freeze.
Alongside other fiscal reforms, which include a restructuring of fiscal spending, this would open the door to hopes for stabilization in the public
debt at below 100% over the next decade.

8. Turkey
Turkey’s coronavirus-battered economy fared far better than all peers in 4Q20, as evidenced by Sov 5yr CDS dropping considerably from 550bps
on 30 Sept-20 to 310bps on 31 Dec-20. Turkey’s unsustainable policies appear to have come to an end for now with a change in the economic
management team in early November. The MPC, under the new central bank governor, Naci Agbal, who was appointed on 7 November,
simplified the monetary policy framework on 19 November and increased the policy rate to 17.00% by 24 December, compared with an effective
funding rate of 14.20% at the time of his appointment and a low of 7.34% in mid-July.
According to Fitch Ratings, The operating environment for Turkish banks will remain challenging in 2021 despite the economic recovery. Waning
government stimulus packages and regulatory forbearance, as well as higher lira interest rates, will weigh on banks' asset quality. The uncertain
path of the coronavirus pandemic and weaknesses in Turkey's external finances are additional risks for the sector. However, the economic
recovery, combined with greater monetary policy predictability and lira stabilization, should support banks' credit profiles. Asset quality pressures
are significant despite low non-performing loans (NPLs) and improving asset quality metrics reported in 9M20. The sector NPL ratio was 4.1% at
end-3Q20 (end-2019: 5.3%) and the Stage 2 loan ratio also fell. But metrics have been flattered during the pandemic by loan deferrals,
forbearance on loan classification and rapid loan growth fuelled by the government's Credit Guarantee Fund (CGF) stimulus. NPL ratio is expected
to increase moderately to 6%-6.5% at end-2021.
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