
GLOBAL MARKET SUMMARY
Global credit markets focused on U.S. Federal Reserve Chairman Jerome Powell’s semi-annual congressional testimony 
and commentary that largely re-enforced the policy stance of combating inflation. Powell’s acknowledgement that a 
recession was a possibility, given current path of policy tightening, weighed on risk sentiment across global credit and 
equity markets. Weaker flash Purchasing Managers’ Index (PMI) surveys out of Europe, particularly from Germany and 
France, and for the U.S. indicated slowing business activity and growth. Credit spreads widened, and total returns were 
negative across most major credit sectors. U.S. investment grade credits outperformed other credit sectors for the week. 
Within emerging markets (EM) hard currency debt, investment grade credits outperformed non-investment grade bonds 
and posted positive total returns, on average. The U.S. dollar retreated against the euro, and spot currency performance 
in emerging markets was positive.
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Developed markets Purchasing Managers’ Indexes (PMIs) have been broadly 
softening since the middle of 2021, but the most recent data for June showed  
a more rapid deterioration, adding to the evidence of a slowing pace of growth.  
The big question now is whether this is a move down in the pace of growth,  
and it will soon stabilize at this below trend pace—what central banks would like 
—or, if we’re passing through below trend growth on our way to contraction.
For the U.S., the S&P flash PMI (formerly Markit) dropped down to 52.4 on  
the manufacturing side, representing a relatively subdued growth and level  
that is below expectations. Eurozone flash PMIs also showed more pronounced 
weakness. Those had been sinking consistently, but still holding up relatively  
well given the drag from Russia-Ukraine War. The June readings showed sharper 
moves down, which could presage a broader deterioration. Japan did not show  
a more rapid decline, but it started from a lower place, and continued to sink. 
For the U.S. and Europe, the services PMIs moved down along with their 
manufacturing counterpart. They are, likewise, hanging out just above 50— 
still growth, but pretty anemic growth. Note that Japan is an interesting  
exception. The services PMI is moving higher there rather than lower, after  
having been lower than other developed markets for the past 18 months.  
This could reflect the slower post-covid recovery there and mean that services  
in Japan remains more robust as the resumption of COVID-constrained  
activity trumps any overall slowing.
For the U.S., the softening pace of underlying activity poses risks to Q2 GDP  
growth and is starting to carry implications for Q3. For instance, the Atlanta  
Fed’s GDP now estimate for Q2 is close to zero. Our bottoms up estimate of Q2  
GDP is still firmer at a bit under 2% as drags from net exports and inventories 
in Q1, which can be lumpy, partially reverse, but there are some downside risks. 
Q3 also has downside risks as we progress in Q2; due to the mechanics of GDP 
accounting, June and July growth matters a lot for Q3 GDP and the signs of  
slower underlying growth rates makes a strong rebound look less likely. 

GLOBAL BACKDROP

United States
The latest U.S. economic data came in weaker this week.  
U.S. housing starts and permits decelerated more sharply than 
anticipated in May as the impact of rising mortgage rates permeates 
into the data. Similarly, existing home sales fell 3.4% for the same 
period. Initial jobless claims nudged higher to 229k, but remains 
within its lower bound, while continuing claims also drifted higher  
to 1,312k. The Philadelphia Fed’s Manufacturing Business Outlook 
fell to a new 1-year low of -3.3. 

Fed Chair Powell’s comments during the Congressional testimony 
were consistent with his early remarks during last week’s press 
conference. He emphasised the importance of preventing the 
elevated inflationary pressures to become entrenched within the 
economy. Perhaps most notable is Powell’s acknowledgment that  
it will be very challenging to achieve a soft landing and that a 
recession is possible. 

With gasoline prices hovering near US$5/gallon, President  
Biden called on Congress to enact a 3-month gasoline tax  
holiday. Political support for the proposal is uncertain as several 
policymakers question the efficacy of any potential cost savings  
to the consumer. 

Europe
As we highlighted last week, the Bank of England (BoE) raised  
its interest rates by 25 bps to 1.25%, marking its fifth consecutive 
rate increase. Three members voted for a more aggressive 50 bps 
rate increase to tackle inflation. The central bank expects U.K. GDP 

Seamus Smyth, PhD, Developed Markets Steffen Reichold, PhD, Emerging MarketsEconomist Corner

growth to slow, while simultaneously raising its inflation projection  
to above 11% for October. The BoE’s signalling has evolved with  
the incoming data. Since its May meeting, the BoE has shifted  
from the perception that some degree of further tightening may  
be appropriate to a position where the central bank is now prepared 
to act more forcefully. The hawkish messaging indicates a rising 
likelihood for a 50 bps rate increase in the August meeting.

French President Emanuel Macron lost his majority after his  
centrist Ensemble alliance failed to retain the 289 seats needed.  
The alliance won 245 seats in Sunday’s elections which, with the lack 
of a meaningful majority, suggests Macron will likely face difficulties 
when trying to pass legislation. Macron acknowledged that he 
would have to compromise and negotiate with rivalling parties.

Japan/Asia
Contrary to some expectations, the Bank of Japan (BoJ) kept  
its policy settings unchanged and solidified its policy divergence 
from other developed market central banks. The BoJ kept its policy 
balance rate at -0.10%, the 10-year JGB yield target around 0.0% 
and will continue to defend its yield curve control programme with 
unlimited bond purchases. BoJ Governor Haruhiko Kuroda said the 
central bank has not considered raising its 25bps cap for 10-year 
JGBs or any scaling back of bond purchases. Of note is the central 
bank’s acknowledgement of the recent weakness of the Yen which 
the BoJ believes warrants careful monitoring.

As of 23 June, 2022. Sources: Bloomberg, S&P, Stone Harbor Investment Partners 
For illustrative purposes only.

MANUFACTURING PMIS: U.S., EUROZONE, JAPAN & CHINA

32

36

40

44

48

52

56

60

64

Jun-19 Dec-19 Jun-20 Dec-20 Jun-21 Dec-21 Jun-22

Manufacturing PMIs: US, Eurozone and Japan

US S&P Manufactu ring PMI

Eurozone S&P Manufacturing PMI

Japan S&P Manufacturing PMI



3

WEEKLY COMMENTS ON CREDIT  
 24 JUNE 2022

Stone Harbor Investment Partners

External Sovereign Debt
External sovereign debt spreads widened 21 bps and the  
JP Morgan EMBI Global Diversified returned -0.4%. Investment 
grade credits outperformed non-investment grade bonds.  
The top performers included Venezuela (3.2%), Turkey (1.4%), 
and India (0.8%). The bottom performers included Ecuador 
(-11.0%), Argentina (-6.0%), and Ukraine (-5.2%).

Local Currency Debt
The JP Morgan GBI EM Global Diversified returned 0.90%.  
EM currencies returned 0.4%, in aggregate. The Mexican peso 
outperformed this week with spot FX return of 3.2%, followed  
by the Hungarian forint (2.2%), and the Czech koruna (1.8%). 
Underperformers included Colombia (-2.6%), Chile (-2.4%),  
and Philippines (-1.9%).

The yield of the JP Morgan GBI EM Global Diversified declined  
8 bps to 7.06%. Polish bonds outperformed with yields 50 bps 
lower, followed by Brazil (-30 bps) and Peru (-21 bps) bonds. 
Colombia, Dominican Republic, and Romania underperformed 
with yields 17 bps, 12 bps, and 6 bps higher, respectively. 

In central bank actions, Philippines hiked the key rate by  
25 bps to 2.5% and Norway’s central bank announced a 50 bps 
hike to 1.25%, the largest increase since 2002. Indonesia and 
Turkey kept rates unchanged at 3.5% and 14.0%, respectively.

EM Corporate Debt
The JP Morgan CEMBI Broad Diversified realized a loss of  
0.38% for the week, with a wide dispersion of returns on regional, 
country, and ratings levels. The differences in returns between 
high yield and investment grade sectors were particularly stark. 
High yield spreads widened by 45 bps and the sector returned 
-1.15%. Conversely, investment grade spreads widened 10 bps 
and had a positive return of 0.21%, as lower U.S. Treasury yields 
supported longer duration bonds. Latin America unperformed 
Central and Eastern Europe, Middle East, and Africa (CEEMEA) 
and Asia. Colombia underperformed after the election of 
Gustavo Petro as the next president. Positive returns on  
bonds from Turkey, reflecting improving bilateral relations 
between Turkey and Saudi Arabia, led to the outperformance  
in CEEMEA region. In addition, Turkey’s central bank held off  
on further policy interest rate cuts in the face of elevated 
inflation. Most of the major markets in Asia had positive returns,  
but Macau posted a significant negative performance after 
reports of new COVID cases sparked fears of more restrictions.

Sovereign Soundbites
The chief executive of Brazil’s state-owned  
oil company Petrobras, Jose Mauro Coelho, 
resigned on Monday after having held the 

position for less than two months. President Jair Bolsonaro  
had already fired Coelho—the third chief executive to be  
fired by Bolsonaro over fuel prices—in May after the company 
refused to sell fuels at a discount to consumers, arguing that 
such action would lead to shortages. Coelho remained in his  
role until the formal procedures for appointing the next chief 
executive had concluded. Lawmakers are now calling for a 
congressional inquiry on Petrobras and its pricing policy, as 
Bolsonaro remains focused on controlling fuel prices ahead  
of the presidential election in October. 

As the government continues to push for more fuel subsidies, 
funding of price relief through tax increases on the oil and  
gas industry is being debated in Congress. The government  
is examining how best to implement such measures without 
violating electoral laws that ban certain types of subsidies  
ahead of the election. This week, Economy Minister Paulo 
Guedes held preliminary talks on the tax increases, but strongly 
objected to the idea based on concerns that the action would 
draw investors away from an eventual privatization of Petrobras.

The weekly average property sales in 30 major 
cities increased from May’s figure by more than 
48.7% for the 1 June through 18 June period. 

This increase represents a significant improvement from the 
more than 40% year-over-year drop seen from March to May. 
Furthermore, during the week from 13 Jun to 19 June, property 
sales rose 12% year-on-year. The initial signs of a recovery  
can be largely attributed to the release of pent-up demand  
from previous months, and recent supportive policy measures, 
including the cut in the 5-year loan prime rate, as well as easing 
of property purchase restrictions. The latest set of data covers 
only 1st and 2nd tier large cities and excludes smaller ones.

On Sunday, Colombia elected the 
left-wing candidate Gustavo Petro  
as president with 50.5% of the vote, 

compared to 47.3% for populist Rodolfo Hernandez. Voter 
turnout was 58.1%, surpassing the 54.9% level in the first round 
and marking the strongest turnout since the 1998 election.  
Over the coming days and weeks, incoming announcements 
regarding the cabinet composition and the next finance minister, 
will be key. Potential candidates to the Ministry of Finance 
include José Antonio Ocampo, Alejandro Gaviria, Cecilia López, 
Jorge Iván Bula and Ricardo Bonilla, all of whom may be viewed 
favorably by markets. In addition, gathering support for the  
new Congress and building consensus will be an important  
step for the new government. A critical milestone will be the 
declaration of opposition, neutral, and pro-government parties 
when the new Congress takes office on 20 July. Whether Petro 
will be able to gather significant support in the legislature for  
his major priorities of tax increases and social spending likely  
will determine future developments in Colombia’s credit quality.

In response to indigenous demands  
and ongoing social protest, President 
Guillermo Lasso offered economic  

relief measures last Friday, including higher cash transfers  
to vulnerable people, budgetary increases in education and  
health, credit facilities and subsidies to the agricultural sector. 
However, these measures have fallen short of taming protests. 
Further concessions may be in store. 

EMERGING MARKETS DEBT

Flows/Issuance
New issuance activity was subdued, with only a handful  
of Asian corporate debt issuers coming to market. 

According to Emerging Portfolio Fund Research (EPFR),  
EM fixed income funds saw net outflows of US$3.5 billion, 
split evenly between outflows from hard currency and  
local currency debt funds. We note that EPFR data  
provides a partial picture of portfolio flows as it accounts  
for a segment of the total market. 
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EMERGING MARKETS DEBT continued

The government estimated the fiscal cost of the announced 
measures at US$518 million or roughly 0.5% of GDP, which  
will be financed from the higher oil revenue windfall. Despite 
these relief measures, the indigenous organizations continue  
to call for a reduction in fuel prices. According to the Finance 
Minister Simon Cueva, every US$10 cents/gallon reduction  
results in US$230 million additional subsidies annually, making 
the public demand for fuel price cuts difficult to meet from  
a fiscal standpoint. Nevertheless, the government may still 
consider making partial concessions amid further fiscal room 
provided by higher oil prices and in an attempt to de-escalate 
the current social conflict.

Egypt signed 14 financing agreements  
with Saudi Arabia on Tuesday, valued at 
approximately US$7.7 billion and covering  

a range of sectors from renewable energy, pharmaceuticals,  
and e-commerce. Among the deals was a US$1.5 billion loan 
from Saudi Arabia’s ACWA Power to the Egyptian Electricity 
Holding Company to build a wind power plant. The latest round 
of support follows the US$5 billion deposit in Egypt’s central 
bank in March by Saudi Arabia, and also follows the US$3 billion 
financing support from the Saudi-based Islamic Trade Finance 
Corporation intended to help Egypt import commodities.  
A joint statement by the two nations said that Saudi Arabia was 
determined to lead investments in Egypt worth US$30 billion, 
although details have not yet been disclosed.

A staff team from the IMF visited Ethiopia 
last week to discuss the country’s reform 
plans and economic development. The IMF 

noted the continued commitment by the Ethiopian authorities  
for structural reforms aimed at promoting private sector-led 
growth. The Fund reiterated its intent to cooperate closely with 
the Creditor Committee to provide technical support to the G20 
Common Framework debt treatment process and said that the 
Fund is working on steps that could serve as a basis for a future 
mission to negotiate a potential new IMF program.

Chart of the Week

This week, we analyze the performance history 
of emerging markets sovereign debt (EMD) 
over the past 20 years, a period that includes 
two U.S. recessions. We regress the spread 
of the JP Morgan EMBI Global Diversified 
against the annualized excess return over U.S. 
Treasuries of the benchmark in the subsequent 
two years for each daily spread observation. The 
regression shows that current spread levels on the 
benchmark historically have resulted in attractive 
EMD index returns. When spreads reached current 
levels plus or minus 25 basis points, the average 
annual excess return in the subsequent two years 
was 9.40% (R-squared: 0.688). In all of the 152 
relevant observations, the excess return was 
positive, with a minimum return of 2.06%. 

As of 22 June, 2022. Sources: Bloomberg, J.P. Morgan, Stone Harbor Investment Partners 
For illustrative purposes only.

EMERGING MARKETS SOVEREIGN DEBT SPREAD VS. FORWARD EXCESS RETURN

Following discussions earlier this week,  
the IMF and Pakistani authorities 
announced that important progress  

has been made on the fiscal year 2023 budget, allowing for 
continued talks for debt relief. Monetary targets still need to  
be established, according to Pakistan’s Finance Minister Miftah 
Ismail, but the latest expectation is for the IMF to increase the 
size and duration of the 39-month, US$6 billion lending facility. 
Next steps include an initial memorandum on macroeconomic 
and financial targets – including further tightening of monetary 
policy, net international reserves, and net domestic assets— 
followed by an official agreement.

Following a virtual mission in May, an IMF 
delegation arrived in Sri Lanka on Monday 
for a 10-day visit to continue discussions 

around an economic program that could be supported by an  
IMF lending arrangement. The meeting is taking place as Sri Lank 
closed schools and halted non-essential government services  
to conserve dwindling fuel reserves. The goal of the visit is to 
reach a staff-level agreement that would outline key areas of 
reform, including fiscal, monetary, and state-owned enterprises. 
The key condition for a bailout package is that Sri Lanka reaches 
an agreement with its creditors on restructuring the US$51 billion 
foreign debt.

The IMF concluded its visit to Zambia  
late last week and issued a statement  
on the nation’s progress on reform plans  

outlined in the December 2021 staff-level agreement. The 
Deputy Managing Director noted that Zambia’s implementation 
of its economic program is impressive and that it can achieve  
the authorities’ goals of restoring macroeconomic stability.  
The Deputy Managing Director urged creditors to provide 
financing assurances as a precondition to move the IMF program 
forward and allow the country to access Fund resources. 
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for the appropriate time to come to market. Manuchar is in  
the market with a €350 million senior secured bond to fund 
Lonestar's buyout of the global chemicals distribution company. 
Early price guidance is 10-11% with 75 million euros of the deal 
already committed. 

GLOBAL HIGH YIELD

U.S. High Yield
The ICE BofAML U.S. High Yield Constrained Index returned  
-0.91% on continued concerns around the slowing pace of  
economic growth following last week’s Fed rate announcement. 
Decompression remained the core underlying theme with higher 
quality buyers and lower quality sellers focused on rapidly tightening 
conditions that could potentially diminish company access to 
refinancing markets. BB’s outperformed other rating classes, only 
losing -0.64% of total return versus -1.22% in CCC’s. Index spreads 
reached a 20-month high, widening 48 bps to 540 OAS with BB’s 
wider by 39 bps and CCC’s widening 69 bps. Similarly, BB yields  
only increased 0.16% with CCC yields widening 0.46%, while the 
index closed at 8.60%, which was wider by 0.25% and marking  
a 2-year high. Sectors with a higher sensitivity to a recession 
underperformed and included Building Products, Drillers,  
Home Builders, Leisure, and Refining. 

Leveraged Loans
Amidst a highly uncertain macro environment, highlighted  
by aggressive tightening from the Federal Reserve, pronounced 
inflation, and recession concerns, the leveraged loan market 
remained under pressure. For the week, the S&P/LSTA Leveraged 
Loan Index (the "Index) returned -0.67%, the average bid price 
decreased 13 bps to US$93.96, and the spread-to-maturity widened 
19 bps to L+518. Weakness was broad-based across industry sectors 
and ratings cohorts. Notably, higher quality BB rated issuers 
modestly outperformed the broader index, while lower quality  
B and CCC rated issuers underperformed the market. Lastly, there 
was one default in the Index this past week, with Revlon Consumer 
Products Corp. filing for bankruptcy given its heavy debt burden, 
declining liquidity, and challenges with its supply chain. 

European High Yield
The Bloomberg Barclays PanEuro High Yield 2% Cap Ex Financials 
Index declined 0.94% as the prospects for additional rate hikes  
to fight inflation increased investor concerns that the tighter 
monetary policy would result in a recession. As a result, CCCs  
again underperformed with a loss of 1.19% compared to a decline 
of 0.96% for BBs and 0.87% for Bs. Index spreads widened 28 bps  
for the week. While the primary market remains largely closed, 
companies that have M&A financing to complete are searching 

Flows/Issuance
According to EPFR, the U.S. high yield market lost US$ 4.277 
billion, another sizable outflow following last week’s third  
largest outflow. There has been no new issue since 16th June. 
Month-to-date issuance is at US$9.25 billion, making it the 
slowest June in more than a decade. JP Morgan revised its  
new issuance forecast for 2022 to US$175 billion from the  
earlier estimate of US$425 billion made in November.

Given the broader market uncertainty, loan market  
technicals have deteriorated and have been a major driver of 
underperformance. First, investors in retail loan mutual funds 
and Exchange Traded Funds (ETFs) turned decidedly negative 
on the floating rate asset class this past week. Concerns that 
the economy is inching closer to a recession roiled investors, 
and led to material outflows in the asset class last week with 
over US$2 billion in outflows being recorded and marking our 
largest outflow since the onset of the pandemic. As the week 
progressed, flows moderated, but remained negative. Second, 
while we continue to see Collateralized Loan Obligation (CLO) 
formation at a moderate pace, we note that deals pricing are 
more opportunistic "print and sprint" deals, and until we see 
stability in secondary credit spreads, robust issuance appears 
unlikely. This past week, US$2.8 billion worth of deals were  
able to price. Third, given the volatility, the new issue market 
has been very quiet, and deals that have come to market have 
priced at steep discounts. Notably, Intertape Polymer Group 
completed its LBO term loan financing, and issued debt with 
and Original Issue Discount of US$92.00, which  
is indicative of the current state of the market. 

For European high yield, EPFR data showed additional outflows 
of US$631 million for the week, increasing June outflows to 
US$1.2 billion and quarter-to-date outflows to US$3.2 billion. 

 EXPLORATION & PRODUCTION: West Texas Intermediate Crude Oil (WTI) and Natural gas prices moved sharply lower on Wednesday due to overall 
market concerns on inflation and recession risks. The drop in commodities did not stop two E&P companies from announcing aggressive shareholder return programs, 
with both Chesapeake Energy Corporation and Southewestern Energy Company announcing US$1 billion increases in share buyback programs over the next year.  
Both companies also reemphasized their debt reduction plans, have low leverage, and generate strong free cash flow, so there should be little change to their credit 
metrics, in our assessment.

  HOMEBUILDERS: KB Homes was the first of the U.S. high yield homebuilders to report results since the large uptick in mortgages rates in May and June.  
While KBH acknowledged buyers have been impacted by the most recent increase in mortgage rates, they also highlighted how resilient the current housing market has been 
at the same time. Specifically, they noted that during the most recent quarter ended 31 May that buyers have yet to start trading down in square footage or studio add-ons while 
also still preferring traditional fixed rate mortgages to less expensive variable rate ARMs. Lastly, and not surprisingly, they noted that the majority of their uptick in cancelations 
was from recent buyers whose houses had yet to be started and, therefore, who had not previously locked in a mortgage. 

⚙ TECHNOLOGY: Avaya Holding, a bank loan and high yield issuer released an 8k changing the financing mix of a necessary financing of at least US$500 
million. Rating agencies have warned Avaya they may be downgraded further if the company does not have enough cash to cover the US$350 million convertible bond, 
which is set to mature on 6/15/23 when it becomes a current liability at quarter end June 2022. Avaya is having difficulty raising the US$500 million in the bank loan 
market. On Thursday, Avaya disclosed that they are raising US$150 million in a senior secured 8% convertible bond. The new convertible bond will be pari with the 
existing high yield senior secured notes and have “substantially similar” covenants as the high yield notes. In a positive note for Avaya’s credit, the new bond has a  
“snap out” call feature so the 2027 bond becomes callable after 6/20/24 if AVYA stock rises over 90% from today’s level. We have been negative on the Avaya credit  
based on several factors, including cash burn has increased, Avaya needs to raise the extra funds over US$350 million to provide cash and working capital to offset  
the expected cash burn in the next two fiscal years ending in September 2022 and 2023.

Industry Insights

Source: Lipper, EPFR
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means more interest rate volatility, which has been a key driver of 
spreads. Excess returns for June are -137 bps thus far, reflective of 
the pessimistic view of the market, while year-to-date excess returns 
are -316 bps. Year-to-date total returns are -14.72%.

Securitized
The mortgage current coupon was unchanged in spread on  
a volatile week. As mortgage industry volumes have dropped,  
JP Morgan announced over 1,000 mortgage employees will  
lose their jobs or be re-assigned. The GSE’s initiated a 50 bps 
comingling fee for FNMA and FHLMC pools that are combined  
in a REMIC. While this aligns with the new regulatory capital 
framework, the move decreases liquidity, particularly for smaller 
pools. The mood at the CREFC conference was negative with 
uncertainty over rates and the economic impacts on commercial real 
estate, including potential consumer pullback. Although the new 
issue CMBS pipeline looks very full, issuance has been light during 
this period of market volatility. Another mall in CMBX.6, expected  
to take a 25-35% loss, paid off with no loss. Some aircraft ABS  
are seeing Russian airplane write-offs flush through this month. 
While this had been expected, the timing had been uncertain.  
With some deal triggers hit, these deals have turned sequential  
and shut off cashflow to the Class B’s.

INVESTMENT GRADE

Governments
Government bond yields drifted higher to start the week, however, 
sentiment shifted and yields fell as the incoming economic data 
disappointed. The move lower in yields was exacerbated by Fed 
Chair Powell’s comments that it will be very challenging to achieve  
a soft landing and that a U.S. recession is possible. The yield on 
10-year Treasuries reached 3.49% on Thursday but retraced a 
majority of the last two week’s moves to end the period at 3.16%. 
The sharp fluctuations in government bonds are reflected in the  
ICE BofAML MOVE Index, which reached a new 2-year high of  
144 before easing down to end the week at 130. After briefly 
inverting, the U.S. Treasury curve bull steepened, as shorter-dated 
maturities saw stronger demand, and U.S. 5s30s ended the week  
6 bps higher to 2 bps. The recent rise in U.S.10-year real yields 
stabilized and ended the week unchanged at 0.61%, while 
Breakevens, a gauge of inflation expectations, fell 13 bps,  
reflecting the moderation of energy prices. 

In contrast, European government bond yields stabilized and  
ended the week little changed. The yield on 10-year Bunds and 
OATs ended the week at 1.64% and 2.18%, respectively. In the  
U.K., 10-year Gilts were also little changed at 2.50%. Peripherals 
retraced most of the recent widening after the European Central 
Bank expressed its commitment to contain unwarranted spikes  
in funding costs and avoid what it refers to as fragmentation.  
The spread on 10-year Spanish and Italian bonds ended the period 
at 108 bps and 190 bps, respectively, over comparable Bunds.

10-year Japanese government bonds remain confined within  
the BoJ’s 0.25% Yield Curve Control limit as the central bank 
continues bond purchases.

Corporates
Investment grade corporate bonds started the holiday shortened 
week with a better tone but could not hold any gains as spreads 
widened 9 bps on the week, leaving the Bloomberg corporate OAS 
back at its widest levels of the year at 149 bps. The market seems to 
have very little conviction in front of the upcoming July Fed meeting 
with client outflows weighing on the market. Bid side liquidity is 
noticeably absent with plenty of sellers having a tough time finding 
clearing levels, especially in the short end of the curve. Most of the 
buying is concentrated in higher quality names, particularly long 
discounts, in favor of BBB’s, which have continued to underperform. 
Hedging costs have increased for overseas investors in Euro and 
Yen, making investment grade dollar holdings less attractive on a 
spread basis and could lead to less demand from foreign investors. 
Credit fundamentals are largely in good shape but could weaken 
with an aggressive Fed, while a speedier pace of rate increase 

Flows/Issuance
In the investment grade corporate debt primary market 
improved this week, but market volatility has kept many  
issuers on the sidelines. Only US$10.35 billon priced this  
week with most deals providing elevated concessions given  
the cautious demand for corporates in general. Supply for  
June is underwhelming at only US$64 billion; however, a large 
deal from Oracle is still hanging over the market. Year-to-date 
supply is at US$725.77 billion, which is down roughly 10% 
year-over-year.
Flows into high grade funds saw a spike in outflows for the 
latest period. Funds lost US$6.4 billion, according to EPFR, 
marking the 16th consecutive week of outflows for a total  
of US$50.856 billion. All fund categories saw outflows with 
corporate only funds at -US$2.2 billion, aggregate funds  
at -US$2 billion, and total return funds at -US$2.2 billion.  
JP Morgan’s estimate of flows to high grade corporates across 
all high grade credit funds was -US$3.3 billion. Lipper saw 
significant outflows in Investment grade corporate funds 
totaling -US$8.7 billion. This is the 12th consecutive week  
of outflows, the longest streak on record and year-to-date 
outflows total -US$57.88 billion.

STONE HARBOR MULTI-ASSET CREDIT TARGET ALLOCATIONS (%)

Stone Harbor Multi-Asset Credit Representative Target Allocation as of 31 May 2022. Actual allocations within any account may be 
significantly different from the target allocations shown here. For illustrative purposes only.

Source: EPFR, JP Morgan
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CREDIT MARKET INDICES SNAPSHOT

As of June 22, 2022 Level 1W* MTD QTD YTD LTM 1W MTD QTD YTD LTM

  EMBI Global Diversified EMBI G D 509 21 62 110 142 172 (0.4) (5.1) (10.4) (19.4) (20.2)

  CEMBI Broad Diversified CEMBI B D 360 24 31 57 88 113 (0.4) (2.5) (5.1) (13.4) (13.6)

  GBI EM Global Diversified Yield GBI EM GD 7.06 (0.08) 0.31 0.83 1.35 2.03 0.9 (3.7) (8.0) (13.9) (18.1)

  EMBI Global Diversified EMBI G D 509 21 62 110 142 172 (0.4) (5.1) (10.4) (19.4) (20.2)

  EMBI GD  Investment Grade EMBI IG 180 8 20 30 37 34 0.4 (3.5) (8.5) (19.9) (19.2)

  EMBI GD High Yield EMBI HY 895 42 121 211 256 317 (1.1) (6.7) (12.2) (18.8) (21.2)

                     Africa Africa 872 41 131 255 260 356 (1.2) (7.8) (15.4) (18.8) (21.8)

                     Asia Asia 313 7 21 62 93 109 0.4 (2.7) (7.6) (13.8) (14.2)

                     Europe Europe 716 28 84 156 393 443 (0.4) (4.4) (8.6) (37.5) (38.8)

                     LATAM LATAM 485 26 69 103 104 136 (0.9) (6.8) (12.5) (17.5) (18.4)

                     Middle East Middle East 367 11 32 51 42 22 0.2 (3.4) (7.2) (11.0) (10.0)

  CEMBI Broad Diversified CEMBI B D 360 24 31 57 88 113 (0.4) (2.5) (5.1) (13.4) (13.6)

  CEMBI BD Investment Grade CEMBI IG 199 10 9 26 49 48 0.2 (1.9) (4.6) (13.7) (13.4)

  CEMBI BD High Yield CEMBI HY 609 45 59 102 125 168 (1.2) (3.3) (5.7) (13.2) (13.9)

  US High Yield US HY 540 48 102 167 208 210 (0.9) (5.7) (8.9) (13.0) (11.1)

  US High Yield BB US HY BB 385 39 93 118 150 145 (0.6) (5.8) (7.9) (12.7) (10.7)

  US High Yield B US HY B 589 58 107 184 213 212 (1.2) (5.6) (9.3) (12.4) (10.8)

  US High Yield CCC US HY CCC 1,131 69 131 372 437 517 (1.2) (5.2) (11.9) (15.3) (14.0)

  Barclays PanEur HY BAR PanEur HY 563 28 85 173 253 272 (0.9) (4.7) (8.5) (12.2) (11.7)

  2% Ex Financials Yield 2% ExFin Yield 7.30 0.30 1.48 2.03 3.74 4.22 0.00 0.0 0.0 0.0 0.0

  LSTA Price LSTA Price 93.4 (0.7) (1.3) (4.2) (5.3) (5.0) (0.7) (1.0) (3.3) (3.4) (1.5)

  LSTA 100 Yield LSTA 100 Yield 6.48 0.29 0.72 2.11 2.60 2.78 (0.7) (1.0) (3.3) (3.4) (1.5)

  US Treasury 7-10 Yield US Tsy 7-10 Yld 3.16 (0.16) 0.31 0.81 1.71 1.79 1.4 (2.2) (5.7) (11.9) (11.5)

  1M LIBOR 1M LIBOR 1.63 0.11 0.51 1.18 1.53 1.54 0.0 0.0 0.1 0.1 0.2

  US Aggregate US AGG 56 3 10 15 20 23 0.7 (2.4) (5.5) (11.1) (10.9)

  US Investment Grade Corporates US IG Corp 149 9 19 33 57 67 0.4 (3.2) (7.6) (14.7) (14.2)

  Global Aggregate Global AGG 55 2 7 13 19 22 0.4 (2.3) (5.1) (9.8) (9.5)

  Barclays 1-5 Year Credit   Barclays 1-5 Year Credit 89 6 15 29 46 53 0.3 (1.6) (2.1) (5.7) (6.2)

FX   DXY (US dollar) DXY 104.20 0.0 0.0 0.0 0.0 0.0 (0.9) 2.4 6.0 8.9 13.6

  GBI EM FX GBI EM FX 0.0 0.0 0.0 0.0 0.0 0.0 0.4 (2.7) (5.5) (4.2) (8.0)

Total Return (%)

Investment Grade

Spread or Yield Change (bps or %)

EM

EM Sovereign Debt

EM Sovereign Debt Regions

EM Corporates

US High Yield

European High Yield

Bank Loans
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Yield Index but caps issuer exposure at 2%. Index constituents are 
capitalization-weighted, based on their current amount outstanding, 
provided the total allocation to an individual issuer does not exceed 2%. 
Issuers that exceed the limit are reduced to 2% and the face value of each 
of their bonds is adjusted on a pro-rata basis. Similarly, the face values of 
bonds of all other issuers that fall below the 2% cap are increased on a 
pro-rata basis. In the event there are fewer than 50 issues in the Index, 
each is equally weighted and the face values of their respective bonds are 
increased or decreased on a pro-rata basis. The S&P/LSTA Leveraged 
Loan Index is a partnership between Standard & Poor’s and the Loan 
Syndications and Trading Association, tracking returns in the leveraged 
loan market and capturing a broad cross-section of the U.S. leveraged 
loan market - including dollar-denominated, U.S.-syndicated loans to 
overseas issuers. The Bloomberg U.S. Aggregate Index represents 
securities that are SEC-registered, taxable, and dollar denominated. The 
index covers the U.S. investment grade fixed rate bond market, with 
index components for government and corporate securities, mortgage 
pass-through securities, and assetbacked securities. These major sectors 
are subdivided into more specific indices that are calculated and reported 
on a regular basis. The Bloomberg U.S. Corporate Investment Grade 
Index is a sub-index of the U.S. Aggregate Index. It measures the 
investment grade, fixed rate, taxable corporate bond market and 
includes USD denominated securities publicly issued by U.S. and non-US 
industrial, utility and financial issuers. The Bloomberg Global Aggregate 
Index is a flagship measure of global investment grade debt from 
twenty-four local currency markets. This multicurrency benchmark 
includes treasury, government-related, corporate and securitized 
fixed-rate bonds from both developed and emerging market issuers. The 
Bloomberg 1-5 Year Credit Index tracks publicly issued U.S. corporate 
and specified foreign debentures and secured notes that meet the 
specified maturity of between one and five years, liquidity, and quality 
requirements. Qualifying bonds must be SEC-registered.

The opinions expressed herein represent the current, good faith views of 
the author(s) at the time of publication and are provided for limited 
purposes, are not definitive investment advice, and should not be relied 
on as such. The information presented in this material has been 
developed internally and/or obtained from sources believed to be 
reliable; however, Stone Harbor Investment Partners, LLC (“Stone 
Harbor”) does not guarantee the accuracy, adequacy or completeness of 
such information. This material includes statements that constitute 
“forward-looking statements”. Forward-looking statements include, 
among other things, projections, estimates, and information about 
possible or future results related to market, geopolitical, regulatory or 
other developments. Any forward-looking statements speak only as of 
the date they are made, and Stone Harbor assumes no duty to and does 
not undertake to update forward-looking statements. Forward-looking 
statements are subject to numerous assumptions, risks and uncertainties, 
and are based on current market trends, all of which change over time. 
The views expressed herein are not guarantees of future performance or 
economic results and involve certain risks, uncertainties and assumptions 
that could cause actual outcomes and results to differ materially from the 
views expressed herein. The views contained in this material are subject 
to change continually and without notice of any kind and may no longer 
be true after the date indicated. All investments involve risk including 
possible loss of principal. There may be additional risks associated with 
international investments involving foreign economic, political, monetary 
and/or legal factors. These risks may be heightened in emerging markets. 
Past performance is not a guarantee of future results. This material is 
solely for informational purposes and should not be viewed as a current 
or past recommendation or an offer to sell or the solicitation to buy 
securities or to adopt any investment strategy. This material is directed 
exclusively at investment professionals.

Effective January 1, 2022, Stone Harbor Investment Partners, LLC is an 
affiliate of Virtus Investment Partners.

Representative asset class benchmarks referenced herein are defined as 
follows: U.S. HY: ICE BofAML U.S. High Yield Constrained Index (HUC0); 
EMD: J.P. Morgan EMBI Global Diversified; Loans: S&P/LSTA Leveraged 
Loan Index; EMDLC: J.P. Morgan GBI-EM Global Diversified; EMDCR: J.P. 
Morgan Corporate Emerging Markets Bond Index Broad Diversified; EUR 
HY: Bloomberg PanEuropean High Yield; IG Corp: Bloomberg Global 
Aggregate Corporate Index. The J.P. Morgan ESG Index applies a 
multidimensional approach to ESG investing for fixed income investors. It 
incorporates ESG score integration, positive screening (e.g. green bonds) 
as well as exclusions of controversial sectors and UN Global Compact 
violators. The S&P 500 is an index of 500 stocks chosen for market size, 
liquidity and industry grouping, among other factors. The S&P 500 is 
designed to be a leading indicator of U.S. equities and is meant to reflect 
the risk/return characteristics of the large cap universe. The MSCI World 
index captures large and mid-cap representation across 23 Developed 
Markets. Index constituents cover approximately 85% of the free float- 
adjusted market capitalization in each country. The index is a broad 
global equity benchmark without emerging markets exposure. The MSCI 
Emerging Markets Index is a free float-adjusted market capitalization 
index that is designed to measure equity market performance of 
emerging markets. As of January 2009 the MSCI Emerging Markets Index 
consisted of the following 23 emerging market country indices: Brazil, 
Chile, China, Colombia, Czech Republic, Egypt, Greece, Hungary, India, 
Indonesia, Korea, Malaysia, Mexico, Peru, Philippines, Poland, Qatar, 
Russia, South Africa, Taiwan, Thailand, Turkey and the United Arab 
Emirates. The U.S. Dollar Index (USDX) indicated the genera int’l value of 
the USD. The USDX does this by averaging the exchange rated between 
the USD and major world currencies. The ICE U.S. computed this by using 
the rates supplies by some 500 banks. VIX is a real-time market index that 
represents the market’s expectation of 30-day forward-looking volatility.

Investments may not be made directly in an index. The J.P. Morgan 
CEMBI Broad Diversified (CEMBI Broad Diversified) tracks total returns of 
U.S. dollar-denominated debt instruments issued by corporate entities in 
emerging market countries and consists of an investable universe of 
corporate bonds. The minimum amount outstanding required is $350 mm 
for the CEMBI Broad Diversified. The CEMBI Broad Diversified limits the 
weights of those index countries with larger corporate debt stocks by 
only including a specified portion of these countries’ eligible current face 
amounts of debt outstanding. The J.P. Morgan EMBI Global Diversified 
(EMBI Global Diversified) limits the weights of those index countries with 
larger debt stocks by only including specified portions of these countries’ 
eligible current face amounts outstanding. The countries covered in the 
EMBI Global Diversified are identical to those covered by the EMBI 
Global. The J.P. Morgan GBI-EM Global Diversified (GBI EM Global 
Diversified) consists of regularly traded, liquid fixed-rate, domestic 
currency government bonds to which international investors can gain 
exposure. The weightings among the countries are more evenly 
distributed within this index. The ICE BofAML European Currency 
Non-Financial High Yield 2% Constrained Index contains all non-Financial 
securities in The ICE BofAML European Currency High Yield Index but 
caps issuer exposure at 2%. Index constituents are capitalization-
weighted, based on their current amount outstanding, provided the total 
allocation to an individual issuer does not exceed 2%. Issuers that exceed 
the limit are reduced to 2% and the face value of each of their bonds is 
adjusted on a pro-rata basis. Similarly, the face values of bonds of all 
other issuers that fall below the 2% cap are increased on a pro-rata basis. 
The Bloomberg Treasury Index tracks the obligations of the U.S. Treasury 
with a remaining maturity of one year or more. The Bloomberg Pan-
European High Yield Index measures the market of non-investment 
grade, fixed-rate corporate bonds denominated in the following 
currencies: euro, pounds sterling, Danish krone, Norwegian krone, 
Swedish krona, and Swiss franc. Inclusion is based on the currency of 
issue, and not the domicile of the issuer. The ICE BofAML U.S. High Yield 
Constrained Index (HUC0) contains all securities in ICE BofAML U.S. High 
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