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1. Bangladesh
In the past 9 months Bangladesh has strengthened its external buffers despite the COVID-19
shock. international reserves are now up to USD 45Bln from USD 39Bln Sept-20, enough to cover
8.6 months of imports and the major macroeconomic indicators like inward remittances (+34%
in the past 8 months), foreign currency reserves, money supply and inflation strengthened.
Bangladesh continues to benefit from the support of the IMF, World Bank and Asian
Development bank. A high proportion (almost 50%) of external debt is concessional, thus
mitigating refinancing risks and reining in debt-servicing costs.
The debt burden remains very low (Debt/GDP is at around 40%) and Fitch forecasts the external
debt service to be manageable in 2021 and 2022 at around 4% of current external receipts.
Bangladesh's banking sector health and governance standards remain weak (particularly in
public-sector banks) but this continues to improve supported by the central bank’s expansionary
monetary measures implemented last year.
Unfortunately, the resurgence of Covid-19 infections is forcing the government to re-introduce
lockdowns and this is likely to slow the pace of economic recovery to pre-pandemic level.

2. Belarus

The geo-political tensions with the West remain high and in June-21 the EU approved sectorial
sanctions on Belarus following the Ryanair incident and human right violation.
In June-21 Moody’s published an analysis on the potential impact that the recently imposed
sanctions will have on Belarus’s economy, concluding that “the latest sanctions will weigh more
heavily on Belarus's economic growth and fiscal consolidation efforts than previously announced
measures, and could add to already elevated external vulnerability risks. The sanctions are also
likely to increase Belarus’s dependence on Russia as its main source for contingency financing
support, which will help alleviate near-term liquidity risks”.
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In July-21 S&P affirmed Belarus sovereign rating at “B “ and maintained the negative outlook:
“the EU sanctions imposed on Belarus in June-21 are unlikely to cause imminent pressure on the
country's balance of payments position or the government's debt-servicing capacity. However,
Belarus' macroeconomic outlook remains fragile amid the protracted political crisis, possibility of
stronger international sanctions, and recurring need for financial support from Russia”
None of the newly imposed sanctions have direct impact on the banking sector and credit
investors are not particularly worried with holding short term Belarus risk (the Eurobond
maturing in Feb-23 is still trading at around par, equal to a L+7.00%).
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3. Nigeria
Moodyʼs recently reported that it expects economic ac vity to rebound in Nigeria, with real GDP growth of 2.1% this year and 3.1% in 2022,
following a 1.9% contraction in 2020. The current high oil prices, if sustained, will further boost economic activity. In support of Moody’s view,
the IMF raised Nigeria’s growth forecasts for 2021 to 2.5% from 1.5% earlier announced in Jan-21.
The banking sector is also improving, and it doesn’t seem to be facing the severe USD shortages that they faced in previous recent crisis. In May21 Fitch published a report on Nigerian banks concluding that “The outlook for Nigerian banks' credit fundamentals has stabilised since the
initial economic shock from the pandemic. Profitability and capitalization have held up and asset-quality deterioration is contained, at least for
now”. Nigeria retains good access for USD funding from the capital market. Not only the Government, but also Nigerian banks, as evidenced by
the $300mln Eurobond issued by Ecobank Nigeria in Feb21 which was substantially oversubscribed.

4. Russia
The key topic of the past quarter was the central bank’s aggressively hawkish turn due to an acute spike in inflation. The central bank first hiked
the policy rate by 25bps in March and has since increased it two further times by 50bps each and signalled a 100bps hike in the policy rate at its
next meeting on 23rd July. In 1H21, the economy was near to recovering from the COVID shock, but the positive trend stopped as the country is
now facing a strong third wave of the COVID-19 pandemic which resulted in the imposition of new virus-related restrictions.
The tension with the West remains high and in June-21 the US imposed new sanctions against the local debt that prohibit US firms from
participating in the primary OFZ auctions. Technically speaking, this measure has no real implication for the market, as US investors can still buy
Russian bonds in the secondary market.
Despite the challenges, Russia remains an investment-grade rated country with very low risk of default (5 yrs Sovereign CDS now trading at
85bps pa).
In June-21 Moody’s affirmed Russia’s rating at BBB-, stable outlook, supported by the relative resilience demonstrated by the Russian economy
to the pandemic and oil-price shock and the government’s very low debt and rebuilt fiscal buffers.

5. Turkey

The main issues of the Turkish economy continue to be represented by a track record of economic volatility, high inflation, increased dollarization
and high geopolitical risks.
Despite the challenges, Turkey maintains a low government debt (<40%), it remains a large and diversified economy (Fitch expects GDP growth
of 4.5% in 2021) and the investors’ concerns eased in 2Q21 as evidenced by 5yrs Sovereign CDS dropping from 485bps pa on 30 March-21 to
385bps pa at the end of 1H21.
The challenging operating environment is certainly weighting on bank’s credit profiles but recent analysis by Fitch, Moody’s and S&P conclude
that all the top tier Turkish banks: (i) are adequately capitalized and can absorb short term depreciation of the TRY; (ii) have sufficient liquidity to
repay short term debt even in the unlikely event that the capital market and syndicated loans shuts down for them; (iii) Average NPLs have been
stable over the past year at around 4% and well provisioned (140% average NPL coverage ratio).

6. USA/Fed
The real GDP is projected to grow by 6.9% in 2021 and 3.6% in 2022 in the US, with growth supported by substantial additional fiscal stimulus and
a rapid vaccination campaign which is giving a boost to the economic recovery. The unemployment rate is expected to continue to fall, even as
more discouraged workers are enticed back into the labour market. Rising wages, combined with government transfers and accumulated
household savings, are expected to propel consumption. Inflation is probably the biggest concern at the moment because it will be a driver of the
monetary policy by the Federal Reserve. The higher than expected Inflation seen in the past months is to drop back as supply/demand flow of
goods normalizes, but if is doesn’t, it will support the case for an earlier than expected increase of USD rates by the Federal Reserve. This would
lead to a strengthen of the USD and negative effects on most of the EM economies that just started to recover from the damages of the COVID19 pandemic.
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7. Changes to LIBOR and the transition to new Alternative Reference Rates (ARRs)
After 35 years as the world’s most widely used interest reference rate, the era of the Interbank Offered Rate (IBOR) is nearing its end.
In the past, several financial regulatory authorities have raised concerns that the interbank lending market, which IBORs are intended to reflect,
is no longer sufficiently active or liquid. The concern is that the low levels of underlying activity have made IBORs less reliable as reference rates.
This has led to several recommendations made by the Financial Stability Board (FSB) in 2014 to reform major interest rate benchmarks and use
ARRs that rely on more active and liquid overnight lending markets, instead of IBORs, where appropriate.
On March 5, 2021, the United Kingdom’s Financial Conduct Authority (FCA) and ICE Benchmark Administration officially announced that the
publishing of all IBOR settings will be discontinued as per the following deadlines:


after December 31, 2021, in the case of all GBP, EUR, CHF, JPY and the 1-week and 2-month USD settings.



after June 30, 2023, in the case of the remaining USD settings.

The FCA’s announcement also triggered the calculation of the fall-back adjustment spreads. A fall-back adjustment spread is a spread added to
the ARR to ensure economic neutrality for those customers with outstanding IBOR priced exposures that will transition to the new ARR before
these exposures mature. New facility utilisation following the implementation of the ARRs will not include a fall-back adjustment spread.
This transition marks one of the most prominent changes in relation to the structure of financial markets globally, covering all financial
institutions and their clients.
LFC is taking all necessary steps to ensure a smooth transition process, of existing and new transactions and that fall-back language is updated in
anticipation of all deadlines, where necessary. LFC is fully prepared to support its customers with any new transaction enquiries based on the
new recommended ARRs.

