
Assessing—and Tracking—the Macro Fallout of Banking Stress 
Banking stresses have been at the forefront of market-related news over most of the last month. After the 2008-2009 
experience, this has ignited concerns about the broader health of the banking system and the potential knock-on effects 
of a credit crunch to the broader economy. Trying to head that off after the failure of Silicon Valley Bank (SVB) and 
Signature Bank, the FDIC, Treasury and Federal Reserve jointly decided that the failures posed a systemic risk to the U.S. 
economy. That decision allowed them to insure all deposits at the banks, including those over the FDIC’s $250k cap. Part 
of the rationale for this was to prevent an acceleration of deposit withdrawals from midsize banks. Though it took a little 
longer than usual, the FDIC eventually was able to turn to their usual playbook for a failed bank: selling it to another 
bank, though in this case not to a large bank, but a smaller one. First Citizens Bank has agreed to buy SVB, according to 
a statement by the FDIC.
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Looking ahead, Secretary of the Treasury Janet Yellen has implied in her comments that, at 
least for the foreseeable future, any deposits over $250k are effectively guaranteed. Yellen 
can’t quite come out and say that there is a blanket guarantee on deposits over $250k—
that authority belongs to Congress. But the Treasury/Fed/FDIC triumvirate could 
designate any other bank failures as similarly posing a systemic risk to the financial system, 
and we think it exceedingly likely that they would do so.

Our baseline going forward is that the banking stress proves a real, though contained, 
drag on the overall economy. We believe that the SVB situation is unique enough—and 
actions taken have been strong enough—that the banking failures will not metastasize. 
The implicit guarantee, combined with substantial liquidity provising, looks to be enough 
to arrest very severe deposit flight from small- and mid-sized banks to the largest ones. 
Even if our baseline is accurate, there is still likely to be an effect on growth from the 
fallout over the rest of this year and into next year, albeit a manageable one. That comes 
as banks will likely impose somewhat higher lending standards and reduce capital 
availability in response to the turmoil, especially for banks that see deposit outflows. All in, 
our best estimate of the growth drag is somewhat less than ½ percentage point, and 
probably closer to ¼ percentage point. Or, if we think about it in terms of the amount of 
Fed tightening that would generate a similar growth drag, it is roughly equivalent to one 
or two 25bp Fed Funds rate increases. However, we recognize there is a great deal of 
uncertainty around whether the banking system will stabilize and the size of the growth 
drag. In consequence, we have added a scenario where the stress proves larger and more 
durable, though our base case remains the more limited drag described above. The 
banking stress scenario envisions the stresses mostly hitting U.S.-based small and regional 
banks, though again recognize that there is also plenty of risk and uncertainty on that too.

Given the uncertainty, we will be watching incoming data to try to assess the current state 
of the banking system and fallout going forward. For this purpose, we are focused more 
on tracking how the stresses filter through the financial system and the broader economy 
than what they mean for any individual bank. This will involve looking at data from a 
variety of sources and at a variety of frequencies.

The highest frequency and most timely data to watch will be from the Federal Reserve on 
the banking system. That starts with information the Fed provides on the non-standard 
lending they are injecting into the banking system with the weekly H.4.1 report—an 
exceptionally timely report, as the release on Thursday gives data for the day before. 
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“ It is a capital mistake 
to theorize before one 
has data. Insensibly one 
begins to twist facts to 
suit theories, instead of 
theories to suit facts.”

–  Sir Arthur Conan Doyle, 
Sherlock Holmes
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Figure 1 shows the combined lending to banks through the 
discount window and the Bank Term Funding Program (BTFP), 
one of the liquidity measures put into place earlier this month. 
From quite low and normal levels of lending, there was a jump of 
about $150bn in early March as banks that were hit by deposit 
withdrawals drew on these facilities to provide a liquidity buffer.

After that sharp increase, though, aggregate funding stress looks 
to have declined somewhat, on net, over the past two weeks. 
Discount window borrowing has dropped over the past two 
weeks, though most of that decline has been offset by an 
increase in borrowing through the BTFP. Most, but not all, as the 
total amount borrowed has declined by a modest amount: a bit 
over $10bn from the peak.

On Fridays the Fed releases another useful report for tracking 
stresses: the H.8 report on assets and liabilities of commercial 
banks, which we will also be monitoring closely along several 
axes. The H.8 has information on the aggregate amount of 
deposits at large and small commercial banks, so it will provide 
insight on whether we are seeing a big increase in deposit flight 
from small banks. 

Unfortunately, though this will be useful, it’s also very imperfect. 
First, it is more lagged than the H4 data shown above. The 
release of H8 data on Friday, 24 March is for 15 March, the prior 
Wednesday. That means the most recent report is just starting to 
pick up some of the reactions to SVB; in contrast the H.4.1 data is 
through Wednesday, 22 March. Second, the large/small cutoff is 
the largest 25 banks versus all remaining banks. That is far from 
perfect, as SVB was in the top 25, so a similar bank would be in the 
large bank grouping. That means it would miss deposit flows from, 
say, mid-sized and larger regional banks to the very largest banks. 

With those caveats, Figure 2 shows a snapshot of the data 
through 15 March. The week after SVB’s failure saw substantial 
flows from the small banks to the large ones as deposits dropped 
by a bit over $100bn at the smaller banks, while larger banks saw 
a corresponding rise of a bit over $100bn. That’s certainly a 
substantial flow but it’s also important to put it in context. Figure 
3 shows how the same data breaks down between the two. 

FIGURE 1:
BANK FUNDING NEEDS JUMPED, THEN STABILIZED

As of 27 March 2023. Sources: Federal Reserve and Bloomberg. For illustrative purposes only.
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Though you can still see the deposit outflow on this graph, you 
have to look quite closely to do so. So, the flow so far isn’t yet a 
major threat to the viability of small banks, but if it was to 
continue for several more weeks in a row, it would start to be, 
which is one thing we’ll be watching for in these releases. The H.8 
data also has data on loans and leases provided by the banking 
system, which is also data to watch closely over the coming 
weeks to see if banks appear to be pulling back on the amount of 
lending they’re doing. Within this, commercial and industrial 
loans will deserve particularly close scrutiny.  

At a lower frequency, one upcoming data point that is likely to be 
very important is the Fed’s Senior Loan Officers Survey. This 
survey can sometimes fly under the radar, but shouldn’t this time, 
given that it is pretty much perfectly positioned to address 
questions about whether banks are pulling back on credit 
extension, as it is a survey of what loan officers at a variety of 
banks are doing with their loan standards—tighter or looser than 
they were in previous quarter. The primary issue is that the data 
isn’t all that timely, as it is released on a quarterly basis. The 
survey is generally released the Monday after the first FOMC 
meeting of a quarter, so for Q2 that would be 8 May, which feels 
like an eternity in current market conditions, but still important to 
keep in mind. Note that the Fed will have the survey results at the 

FIGURE 3:  
SO FAR THE DEPOSIT SHIFT, THOUGH REAL, ISN’T MASSIVE

As of 24 March 2023.  Sources: Federal Reserve and Bloomberg. For illustrative purposes only.
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FIGURE 2:  
FOLLOWING STRESS, A BIT OVER $100BN ROTATED FROM SMALL 
TO LARGE BANKS
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3 May meeting, even though the market does not. There has 
already been some tightening over the past year, but the index 
hasn’t reached the levels it did during 2008-09, though what 
really stood out during that episode, and led to the very large 
impacts on growth, was that tightening was sustained over 
several years. 

Along with tracking the banking system, the usual economic data 
remains important to watch to see if the Fed’s rate hikes have 
slowed growth and inflation. The early 2023 data has been 
relatively robust on both the growth and inflation side; too 
robust, in fact. As a result, we have removed a scenario that 
foresaw inflation moderating more quickly and replaced it with 
one where inflation remains high and growth holds in, though we 
only assign it a 10% probability as we suspect that if inflation 
were to remain that robust, the Fed would keep raising rates until 
the economy tips into recession, a scenario to which we continue 
to assign substantial probability. 

FIGURE 4:  
FED’S SENIOR LOAN OFFICERS SURVEY A KEY METRIC FOR 
ASSESSING SIZE OF CREDIT CRUNCH

As of 29 March 2023. Sources: Federal Reserve and Haver Analytics. For illustrative  
purposes only.
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MACRO RISK SCENARIO ASSUMPTIONS AND MARKET OUTLOOK¹

¹Forecast Period: Next 12 months. Source: Stone Harbor.

“Softish” Landing 
(50%)

• Tighter financial conditions, induced by higher Fed policy rates, and fading rebound from COVID continue 
meaningfully slowing growth.

• Slower growth spreads out beyond interest rate sensitive sectors that are already lagging, such as housing, to the 
consumer and investment sectors.

• Russia-Ukraine War, and resulting sanctions, both continue. 
• U.S. growth remains positive, though anemic. Eurozone growth close to zero.
• China growth accelerates. driven by reopening. The continuing housing slump and weak global growth prevent a more 

dynamic rebound, but the drag from housing wanes as policy has turned more supportive.
• Growth in other EMs also recovering as impact of China offsets drag from DMs, while monetary conditions starting to 

ease in H2. Commodity exporters still benefit from strong terms of trade. 
• U.S. core PCE remains elevated, dragged up by services inflation, though with some relief from good prices. By Q2, enough 

labor market space has been opened up that inflation starts to moderate further, though run-rate is still above target.
• Fed increases rates by 25bp in May. Then, with growth meaningfully slower and rates above neutral, they pause to 

assess. Balance sheet runoff at sustained $95bn/month pace.
• ECB pace remains at 50bp for the next meeting before dropping down to 25bp.
• Rate hikes peter out in EMs. China remains a key exception with continued accommodative monetary policy.
• Oil prices little changed: ~$85/barrel WTI, Brent ~$90.

Central Bank-Led 
Global Recession
(30%)

• Combination of tighter fiscal and monetary policies tips global economies into recession.
• Growth fades further through the spring for the U.S.. Interest rate sensitive sectors—housing, business investment, and 

durables—lead the downshift, but typical recessionary dynamics take hold in the labor market and weakness spreads.
• With contracting activity and sluggish consumer demand, inflation moderates rapidly.
• European growth even slower than U.S. growth. The recession spills over into other DM and EM economies, though 

they perform relatively better than the U.S./EZ.
• China recovery stalls, as global growth headwind and initially tighter financial conditions offset otherwise positive dynamics.
• Broadly, sanctions against Russia remain in place.
• Fed continues to hike rates, topping around 6%. It then pauses as payrolls turn negative. As recession dynamics take 

hold, they reverse course and start to cut the funds rate. By Q1 2024, rates are back to around 2½% with potential for 
further cuts. Balance sheet shrinkage stops, but purchases do not restart.

• ECB continues to lift rates by 50bp for next several meetings, but then pauses as the combination of rate increases  
and the drag from high energy prices induce a recessionary contraction. They then likewise begin reversing hikes.

• EM economies shifting policy stance with more decisive cuts than in base case scenario.
• Oil: WTI at ~$55/barrel; Brent ~$60/barrel.

Stubbornly Sticky 
Inflation
(10%)

• Growth and labor markets remain relatively solid through 2023, despite Fed hikes.
• Inflation fails to moderate, stubbornly remaining around 5%. As a result, the Fed continues to push rates higher, and 

they sit above 6% by early 2024.
• Market participants and the Fed broadly conclude that neutral real rates have moved substantially higher.
• Dollar is broadly quite strong.
• European inflation also remains stubbornly high and induces a similar ECB response, as rates continue to push 

substantially higher.
• EM benefits from stronger global growth. Global trade holds up better and commodity prices remain buoyant.
• China’s reopening-driven rebound extends in 2023.
• Oil prices: ~$90/barrel WTI, Brent ~$95.

Spiraling Banking 
Problems
(10%)

• Banking problems continue to fester.
• Substantial losses from higher interest rates show up at other banks. Several others fail; depositors backstopped by 

systemic risk invocations. Smaller banks are forced to meaningfully increase deposit rates while large banks keep them 
close to zero.

• Credit availability drops substantially as banks pull back on lending.
• Growth deceleration sharpest in late spring and early summer—sooner than in the global recession scenario.
• Slower growth opens up some labor market space; inflation cools fairly rapidly.
• That combination allows the Fed to start cutting rates in late 2023/early 2024.
• Just as banking issues didn’t remain contained to SVB, they don’t remain contained to the U.S. and other DM banks come 

under substantial stress.
• Similar inflation dynamics also allow rate cuts.
• EM growth slows, driven by weaker U.S. demand and tighter financial conditions, but the U.S.-centric nature of the shock 

helps to prevent a deeper slowdown across EM.
• EMs see more room for rate cuts in H2 2023.
• Oil prices: ~$65/barrel WTI, Brent ~$70.

“Softish” Landing 
(50%)

Global Recession 
(30%)

Stubbornly Sticky Inflation 
(10%)

Spiraling Banking Problems 
(10%)

U.S. Real 4Q GDP (%) 0.50 -1.50 1.50 -0.75

Fed Funds (%) 5.13 2.63 6.13 4.13

U.S. Core PCE (%) 3.50 2.75 5.00 3.00

2yr Treasury (%) 5.00 1.75 6.15 3.50

10yr Treasury (%) 3.50 1.75 6.00 2.50

10yr Bund (%) 2.50 0.25 4.75 1.00

China 4Q GDP (%) 5.50 3.50 6.00 4.75

EM 4Q GDP (%) 4.25 2.00 4.75 3.25
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MULTI-ASSET CREDIT TARGET ALLOCATIONS (%) SINCE INCEPTION &  
RECENT ALLOCATION CHANGES2

U.S. High Yield EM Hard Loans EM Local EM Corp Euro High Yield IG Corporate

Total Return -1.28 -2.21 0.59 -3.16 -1.60 0.07 -2.41

Duration 
(Returns from Interest Rates %) -1.77 -2.43 0.38 -1.90 -1.70 -1.26 -2.20

Credit Beta 
(Returns from Spreads %) 0.49 0.22 0.21 -1.26 0.10 1.33 -0.21

Month Ended 28 February 2023. Performance reflects representative asset class benchmarks. HY: ICE BofAML U.S. High Yield Constrained Index; EMD: J.P. Morgan EMBI Global Diversified; 
EMDLC: J.P. Morgan GBI-EM Global Diversified; EMDCR: J.P. Morgan Corporate Emerging Markets Bond Index Broad Diversified; EUR HY: ICE BofAML European Currency High Yield 2% 
Constrained Ex Financial; IG Corp: Bloomberg Global Agg Corporate Index; Loans: Morningstar LSTA U.S. Leveraged Loan Index. Past performance is not a guarantee of future results. Returns 
are shown gross of fees. For illustrative purposes only.

DECEMBER CREDIT MARKET TOTAL RETURNS & ATTRIBUTION

2Since Inception: September 2013. Stone Harbor Multi-Asset Credit Representative Target 
Allocation as of 28 February 2023. Actual allocations within any account may be significantly 
different from the target allocations shown here. For illustrative purposes only. 

LATEST ALLOCATION CHANGES

Month Change (%)

EM Local Currency May-Jun 2022 -2.5

EM Hard Currency May-Jun 2022 +2.5

EM Corporates Feb-Mar 2022 +0.5

Euro High Yield Jan-Feb 2023 -5.0

U.S. High Yield Jan-Feb 2023 -5.0

Loans Jan-Feb 2021 +1.5

Securitized Mar-April 2019 +1.0

IG Corporate Oct-Nov 2022 +0.5

Treasuries/Cash Jan-Feb 2023 +10.0
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outstanding balance and spread over LIBOR for fully funded term loans. 
The facilities included in the Index represent a broad cross section of 
leveraged loans syndicated in the United States, including dollar-
denominated loans to overseas issuers. 

The Bloomberg U.S. Aggregate Index is a broad base, market 
capitalization-weighted bond market index representing intermediate 
term investment grade bonds traded in the United States.

The Bloomberg Global Aggregate Bond Index provides a broad-based 
measure of the global investment grade fixed-rate debt markets. It is 
comprised of the U.S. Aggregate, PanEuropean Aggregate, and the Asian- 
Pacific Aggregate Indexes. It also includes a wide range of standard and 
customized subindices by liquidity constraint, sector, quality, and maturity.

Important Disclosures
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. 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. 

Risk Disclosures
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 for Institutional  
Use Only.

Indices referred to herein are broad-based securities market indices. 
Broad-based securities indices are unmanaged and are not subject to 
fees and expenses typically associated with managed accounts or 
investment funds. Investments cannot be made directly in an index.

Index Definitions
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 ICE BofAML U.S. High Yield Constrained Index (HUC0) contains all 
securities in ICE BofAML U.S. 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. 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 Morningstar LSTA U.S. Leveraged Loan Index is a daily total return 
index that uses LSTA/LPC Mark-to-Market Pricing to calculate market 
value change. On a real-time basis, the index tracks the current 
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• Institutional fixed income investment firm focused on credit risk strategies and asset allocation
• Over 30-year performance history
• Offices in New York, London, and Singapore
• Effective January 1, 2022, Stone Harbor Investment Partners is an affiliate of Virtus Investment Partners

Stone Harbor is a global credit specialist with expertise in emerging and developed markets debt, with three decades of informed 
experience allocating risk in complex areas of the fixed income markets. We manage credit portfolios for clients globally.
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