
Amid significant volatility in global markets over the  
past week and the potential for more constrained lending 
following the closure of two banks in the U.S., we  
address the state of emerging market debt (EMD) in  
the current environment. 

Response and Immediate Aftermath to Silicon Valley Bank (SVB)

	 The U.S. government response to SVB last weekend, in our view, was 
rapid and significant, with a larger role for the government reflecting 
the underlying preferences of current policy makers. The response had 
three main legs: 1) guarantees for all deposits of SVB and Signature 
Bank; 2) establishment of a Bank Term Funding Program that will see 
the Fed lever Treasury risk-capital and lend to banks for 1-year at 
overnight indexed swap (OIS) +10bp against the par value of various 
securities; and 3) loosening terms on the discount window to allow 
collateral to be taken at par. The ability to lend at par is important, as it 
significantly increases the amount that banks can borrow from the Fed 
against securities whose market value has dropped. 

 The size and scope of the policy response also has implications for monetary policy. Admitting a significant 
amount of uncertainty, we think the Fed will view the aggressive action as a substitute for rate action. Instead of 
needing to stop or potentially reverse rate cuts for financial stability purposes, if the package is sufficient to 
arrest bank runs it leaves the Fed free to keep increasing interest rates to slow the economy and pull down 
inflation. A 25bp increase at the March meeting continues to look most likely to us. That’s not to say there has 
been no effect, as the financial turmoil has meaningfully reduced what had been a non-trivial risk of a 50bp 
increase and could help lead to a lower terminal rate.  

 Over the longer-term, the regulatory implications are likely to be significant. Banks with between $50-250bn had 
seen a reduction in regulatory scrutiny and various capital requirements over the last several years. Indeed, at 
Powell’s testimony last week, numerous Senators and Representatives pushed back against a review that newly-
appointed Fed Vice Chair Barr had undertaken of capital requirements, perhaps feeling that it had gone too far. 
With the SVB failure and the government having to step in, the direction of regulatory change is very likely to go 
in the direction of tighter regulation and requirements for more capital. This likely means that lending standards 
will tighten. Some areas would require Congressional action, but many can be made by applying existing 
regulatory authority differently. FDIC assessments for financial institutions could also increase depending on the 
ultimate resolution of SVB.

 Downward pressure on U.S. Treasury yields may persist in the near term as financial stability concerns outweigh 
elevated inflation pressure. 

 U.S. corporate credit spreads may widen further given that the sector was a consensus overweight at the 
beginning of the year and investment grade benchmarks carry heavy weightings in banks.

 Banks are likely to impose somewhat higher lending standards and reduce capital availability in response to the 
turmoil, which will lower growth. There remains considerable uncertainty about the extent, but our current 
estimate is on the order of ¼ percentage point over the next year. We believe that the impact on the U.S. 
economy from regulatory tightening will be modest and spread over a number of years.  
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Emerging Market Banks

 We believe EM banks are generally better protected relative to the problems faced by SVB. Yield curves are 
steep in most EM domestic bond markets. Liquidity among most EM banks remain high.  Central banks have 
hiked policy interest rates even more aggressively and earlier than in the U.S. or the EU with no impact on 
depositor confidence.

 EM banks operate in jurisdictions with a smaller number of competitors – in other words, EM banking systems 
are concentrated and most of the relevant players are domestically systemic important banks.

 Given their relevance in the economy, government support is generally factored in by rating agencies and, in 
some instances, it has been tested.

 Like the U.S. Global Systemically Important Banks (GSIBs) and unlike SVB, systemic EM banks generally exhibit 
better protection against interest rate volatility through derivative contracts. Frequently, EM banks display good 
capitalization metrics and, for the most part, are better capitalized today than during the Financial Crisis of 2008.

 EM banks tend to have diversified deposit bases.

 Similar to U.S. GSIBs, sizeable EM banks tend to benefit from the weakness of smaller banks by attracting deposits.

EM Debt Spreads and Recent Portfolio Changes

 We believe large, investable EM banks tend to display similar features to U.S. GSIBs. They remain highly 
regulated and many have government sponsorship or ownership. The strongest banks hedge interest rate risk, 
maintain high levels of capital, maintain diversified deposit bases, and attract deposits in situations of distress 
from smaller peers. 

 EM sovereign and corporate credit spreads widened as typical in a fast-moving U.S. Treasury market. See Figure 1. 

- The spread of the high yield portion of the EM sovereign debt market has widened 101 bps so far this year as 
of 15 March and widened 105 bps since last week, when Silicon Valley Bank’s problems came to light.  

- The current average spread of EM sovereign high yield debt of 924 bps ranks in the 96 percentile of daily 
observations over the past decade.

- The spread of EM sovereign investment grade bonds widened 22 basis points since last week and 25 basis 
points year-to-date.  

- While the IG spread of 159 bps ranks in the 25% percentile of daily observations over the past decade, it has 
delivered significantly lower volatility, as expected.

- EM corporate debt spreads have widened 57 basis points year-to-date and 25 basis points over the past week.

- The average spread on bonds of EM banks and financial institutions has widened 25 basis points year-to-date 
and 53 basis points over the past week. 

 Barring an increase in defaults, widespread failures in the banking system, or recession, none of which are part of 
our base case, EM debt spreads may slowly tighten as markets adjust to the recent decline in U.S. Treasury yields. 

 Prior to last week, we had been reducing exposure to select sub-investment grade sovereign bonds and adding 
to positions in investment grade credits.  We see the lower spread volatility of select investment grade issuers as 
attractive in the current environment. 
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FIGURE 1:  EM DEBT SPREADS AND RECENT SPREAD CHANGES

As of 16 March 2023. Sources: Bloomberg, J.P. Morgan, Stone Harbor Investment Partners
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Important Information 

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 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 
(“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.

Stone Harbor Investment Partners is a division of Virtus Fixed Income Advisers, LLC (“VFIA”), an SEC registered investment adviser.
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