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Globally, the COVID-19 crisis has markedly increased debt vulnerabilities as public debt levels reached
record highs, with shorter maturities and larger refinancing needs (OECD Sovereign Borrowing Outlook,
2021). In particular, Emerging Market Economies (EMEs) with high debt levels have become more
vulnerable to global risks that could trigger a sudden shift in market sentiment, which in turn could put
pressure on sustaining market access and managing refinancing risk. A legacy of high debt burden left
by the crisis may also limit room for fiscal stimulus during future recessions. While favorable global
financial conditions have so far shielded EMEs, the path forward is uncertain.
Prospects for the world economy have brightened due to increased vaccinations and strong policy
support. Yet, risks to economic recovery and financial stability remain elevated and unevenly distributed
(OECD Economic Outlook, May 2021). A number of risk factors could put pressure on sovereign funding
needs and conditions in EMEs including a weak economic recovery, slower distribution of vaccines and
renewed waves of new variants. At the same time, a sustained and strong recovery in some advanced
economies and rising inflation expectations, in particular in the US, may require adjustments in fiscal
and monetary policies. The adjustment process may drive volatility in global bond markets, which in turn
may cause sharp fluctuations in capital flows to EMEs. What do these scenarios mean for sovereign
debt managers of EMEs in the near- and medium-term? What can be done to safeguard the interests of
investors in a world flooded by debt?
Amid existing debt vulnerabilities and an uncertain economic outlook, this webinar will discuss the impact
of the uneven recovery from the COVID-19 crisis on government bond markets in EMEs as well as the
challenges, priorities and opportunities for sovereign debt managers.
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Participation
Participation to the webinar is by invitation only. Invitees include participants to the Global
Forum on Public Debt Management, delegates of the Working Party on Debt Management,
officials from public debt offices and ministries of finance, treasuries and central banks.
If you wish to register for this webinar please contact the secretariat at: publicdebt@oecd.org
About the Working Party on Debt Management
The OECD Working Party on Debt Management (WPDM) was set up in 1979 as a special
working group of the OECD’s Committee on Financial Markets. The mandate of the OECD
WPDM is to serve as a policy forum for senior government debt managers from OECD
Member countries to exchange their views, experiences and policies in the field of government
debt management and government securities markets. The OECD secretariat aims to assist
sovereign debt managers in formulating and executing debt management policies in more
challenging circumstances, while suggesting or promoting OECD-wide common standards or
leading practices in this highly specialised area of government policy.
About the Global Forum on Public Debt Danagement
The OECD Global Forum on Public Debt Management is a roundtable meeting for public debt
managers from the OECD area (as well as regulators, central bankers, other financial policy
makers and, on occasion, private sector participants) to meet with their counterparts from nonOECD countries. The forum facilitates discussions on best practices, experiences, and
policies in the field of government debt management as well as the development of
government securities markets. The Forum also gives the opportunity to debate emerging
challenges associated with complex interactions between public debt management, fiscal
policy and monetary policy.
For further information, please visit the following link: https://www.oecd.org/finance/publicdebt/
Contacts
Fatos.KOC@oecd.org
Head of Public Debt Management Unit, OECD
Caroline.LAM@oecd.org
Assistant, Public Debt Management Unit, OECD

Issues Note on Sovereign Funding in Emerging Market
Economies: Long term trends and developments since the
COVID-19 pandemic
This note 1 was prepared by the OECD Secretariat to support the discussions in the OECD Webinar on
Sovereign Funding in Emerging Market Economies: Challenges and Opportunities through the COVID-19
Crisis. It describes the characteristics of sovereign funding by the EMEs, reviews trends and discusses
key issues and risks, based on the methodology described in the 2021 OECD Sovereign Borrowing
Outlook.

Summary
Over the last few decades, sovereigns of emerging market and developing economies have increasingly
turned to capital markets to meet their financing needs. With the growth in marketable debt and supported
by strengthened macroeconomic frameworks, local bond markets have deepened and public debt
management capacity has improved in many of these economies. From 2000 to 2019, annual issuance of
central government securities by emerging markets and developing economies (hereafter ‘EMEs’) more
than doubled from less than USD 1 trillion to over USD 2.5 trillion. In the wake of the COVID-19 crisis,
sovereign funding needs of EMEs soared as a result of simultaneously declining fiscal revenues and
increasing fiscal stimulus packages. Sovereign debt issuance by EMEs has been significantly higher than
the pre-pandemic levels. In total, EM sovereigns raised more than USD 3 trillion in financial markets in
2020, 28% higher than the previous three-year average. More recently, their debt issuance has somewhat
stabilised. EME sovereigns issued about USD 1.8 trillion of debt in financial markets in the first half of
2021, compared to USD 1.9 trillion in the second half of 2020.
In terms of regional debt composition in 2021, Emerging Asia including China was the biggest issuer
accounting for more than 50% of total debt issuance. The share of China returned to its historic averages
of 24% in 2021 after being surged to 31% in 2020. During the same period, other regions increased their
share up to historic pre-COVID-19 averages with the exception of Latin America and the Carribean. In all
regions, as a share of total debt issuance, foreign currency denominated debt issuance is less than prepandemic levels, suggesting an overall loss of international market access for EMEs during the first shock
and aftermath of COVID-19 crisis. At the same time, increased pressures on financial systems due to high
refinancing risks and rollover ratios remain high as the maturity composition of debt in all income groups
indicate a heavy debt service due in 1 year.

The opinions expressed and arguments employed herein do not necessarily reflect the official views of OECD
member countries.
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1. Long-term trends for market-based funding before the pandemic
In the decade before the pandemic, EMEs had already seen significant increases in borrowing in the wake
of the Global Financial Crisis (GFC) where borrowing was around twice that of the decade prior to the
GFC. From 2000 to 2019, annual issuance of central government securities more than doubled from less
than USD 1 trillion to over USD 2.5 trillion (Figure 1 Panel A). In particular, local currency bond markets
have improved significantly over the last decade, helped by the favourable global funding environment with
low interest rates and monetary easing from major central banks. At the same time, introduction of financial
regulations and macroprudential tools by policymakers also enhanced sovereign debt risk management
capacity in EMEs and contributed to the increasing importance of debt markets for these countries.

Figure 1. Sovereign debt issuances in EMEs (2000-2019)
Panel A: Emerging Market Total Gross Issuance
Panel B: Emerging Market Total Net Issuance

Source: OECD calculations based on data from Refinitiv

In terms of security types, bonds were the primary form of issuance during the period analysed, while the
use of short-term instruments has increased significantly, especially in recent years. Specifically, bonds
accounted for 64% of annual issuance on average during the 2000-2019 period, albeit the share
considerably decreased from 74% in 2000 to 62% in 2019.

Figure 2. Regional composition of emerging market sovereign debt issuance

Source: OECD calculations based on data from Refinitiv
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Since 2000, the regional composition of EME debt issuance has changed significantly (Figure 2). In 2000,
Latin America and the Caribbean region accounted for over 50% of total EME issuance, however that
share has more than halved to 24% in 2019. It should be noted, however, that Brazil and Mexico have
remained among the top five issuers. In contrast, Emerging Asia’s share has grown from 19% in 2000 to
44% in 2019 and on a regional basis accounted for the highest share of issuance in 2019. During the same
period, China nearly tripled its share of total emerging economy issuance. Even excluding China, where
the debt build-up has been particularly pronounced, debt issuance in Emerging Asia has risen to record
highs. In addition, the MENA region has more than doubled its share, whilst the largest relative increase
has taken place in Sub-Saharan Africa, which has quadrupled its share since 2000, reaching 8% in 2019.

Figure 3. Share of investment grade rated bonds, and rating changes in EM sovereign debt issuances
Panel A: Share of investment grade rated bonds
Panel B: Count of rating grade changes

Source: OECD calculations based on data from Refinitiv

In terms of credit quality, the share of investment grade bond issuance in total EME issuances has more
than doubled since 2000 (Figure 3 Panel A). As of 2019, investment grade issuance made up 61% of total
issuance in EMEs. China plays a large part in this development. However, even excluding China, the
average share of investment grade issuance in EMEs has increased from 40% in the 2000-09 period to
54% in the 2010-19 period. As discussed in the 2020 edition of the Sovereign Borrowing Outlook, the
improvement throughout the GFC is both a reflection of the difficulty of non-investment grade countries to
access debt markets and the fact that two new sovereigns were upgraded to investment grade in 2009
(i.e. Brazil and Peru).
Between 2000 and 2007, a total of 252 upgrades were given to EMEs, two and a half times more than the
101 downgrades. The balance changed significantly after the GFC, after which downgrades significantly
outpaced the upgrades. Specifically, emerging economies received a total of 401 downgrades, compared
to 240 upgrades between 2008 and 2020. Following the COVID-19 outbreak, emerging market investor
sentiment deteriorated sharply and market volatility spiked, resulting in a poor financing environment for
emerging markets. Reflecting a surge in the perceived risk associated with investing in EM debt, an
unusually high number of EMEs were downgraded in 2020. In total, more than 40 countries were
downgraded in 2020, the majority of which took place in the initial stage of the crisis (Figure 3 Panel B).
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2. Recent developments since the COVID-19 crisis
Sovereign funding needs of EMEs soared as a result of simultaneously declining fiscal revenues and
increasing fiscal stimulus packages in the wake of the COVID-19 crisis. After the initial stage of the COVID19 shock, there had been a gradual increase in EME sovereign debt issuance in 2020. As discussed in
the 2021 edition of the SBO publication, this pattern has continued, albeit more slowly, in 2021 (Figure 4).
In the first half of 2021, total debt issuance by EMEs had been 24% higher than the first half of 2020 and
40% higher than the levels before pandemic.

Figure 4. Sovereign debt issuances by EMEs

Source: OECD calculations based on data from Refinitiv

Figure 5. EME sovereign debt issuance by regional categories

Note: 2021 comparisons made with full year periods in 2017 to 2020.
Source: OECD calculations based on data from Refinitiv

EME sovereign debt issuance varied widely between regions. In terms of regional breakdown, Emerging
Asia remains the largest regional issuer since the COVID-19 pandemic outbreak in 2020, accounting for
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over 50% of total issuance including China (Figure 5). Even without China, share of Emerging Asia is
significantly higher than its pre-pandemic levels and 24.6% higher than the last year. When compared to
2020 figures, the relative share of China fell from 31% to 24% in 2021, almost its historic pre-COVID-19
levels. There has been a significant fall in the shares of Latin America and the Caribbean, Sub-Saharan
Africa and MENA, suggesting a deterioration of issuance capacity in these regions at the wake of COVID19. However, it should be noted that some progress has been made in 2021 as the shares of MENA and
Sub-Saharan Africa returned to their historic highs, with the exception of Latin America and the Caribbean
region which still remains at 2020 levels, lower than previous 3 years average.
Looking at EMEs debt issuances by selected income groups 2 (Figure 6), in 2020, upper middle-income
countries enjoyed strong demand thanks – except the initial phase of the crisis– to their well-functioning,
stable and liquid local currency bond markets, facilitating their policy response and recovery from the
pandemic. In the first half of 2021, the net debt issuances of upper middle income (UMIC) and lower middle
income (LMIC) countries have remained significantly above their historic levels. Furthermore, net
issuances in all income groups have also been higher in the first half of 2021 than the same period of 2020
which includes a period of high risk aversion in financial markets due the COVID-19 outbreak.

Figure 6. Net debt 3 issuance by selected income categories, EME countries
Panel A: Net Debt Issuance of, upper middle (UMIC) and lower middle (LMIC) income countries
Panel B: Net Debt Issuance of low income (LIC) countries

Source: OECD calculations based on data from Refinitiv

Compared to the second half of 2020, on the other hand, net debt issuance in the first half of 2021 varied
significantly. Net debt issuance in UMIC declined considerably, mostly due to lower issuance by China,
while continuing to rise in LIC and LMIC. In particular, low income (LIC) countries issued one third of what
they had issued in the first half of 2020 as they struggled to find financing during the first shock of COVID19. In 2021, their net debt issuance surged to 5 billion USD from 1 billion USD.

2

The income categories (low income, lower middle income, upper middle income) used in this paper are defined by
World Bank according to GNI per capita levels.

3

Net debt issuance is defined as gross debt issuance minus redemptions.
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Figure 7. Maturity composition of debt issuance by investment and non-investment grade categories in 2021

Note: For 2020, everything above the line are bond issuances and everything below the line are T-bills
Source: OECD calculations based on data from Refinitiv

As was the case with the response to the GFC, T-Bill issuance had increased dramatically following the
first shock of COVID-19 on the markets in March 2020, over 60% of total local currency debt being in TBill category. In the following months, however, the share of T-Bills had dropped to 34% in the second half
of 2020 for investment grade countries and 45% for non-investment countries as the former were able to
shift towards longer-term maturities thanks to benign financing conditions (Figure 7). In the first 6 months
of 2021, T-Bill issuance of investment grade countries accounted for 42% of their total issuance while noninvestment grade countries depended more heavily on T-Bills, corresponding to 54% of their total debt.

Figure 8. Foreign currency denominated debt issuance by regional categories

Note: 2021 comparisons made with full year periods in 2017 to 2020
Source: OECD calculations based on data from Refinitiv
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The amount of foreign currency bond issuances since the COVID-19 crisis has remained lower than the
pre-pandemic averages across the EMEs, although there has been a recent recovery in some regions. In
2020, the decline in foreign currency denominated debt shares of MENA and Sub-Saharan Africa regions
was significant, reflecting their challenge in accessing international markets. In the first 6 months of 2021,
the foreign currency debt issuance ratio for emerging countries was 7.6%, slightly lower than 2020 ratio of
8.3% (Figure 8). Looking at different regions, one exception is Sub-Saharan African countries, whose share
of foreign currency debt issuance picked up from 6.3% to 8.9%.

Figure 9. Composition of foreign currency denominated debt issuance in EMEs
Panel A: Share of USD and Euro denominated debt
Panel B: Share of Yen and other currency denominated debt

Note: 2021 comparisons made with full year periods in 2017 to 2020.
Source: OECD calculations based on data from Refinitiv

Despite USD being historically the most popular foreign currency for debt issuance, its share fell from preCOVID-19 level of 82% to 70% in 2020 (Figure 9 Panel A), while Euro share surged considerably from
16% to 28% mainly due to increased Euro issuance of emerging Europe economies including Romania,
Poland, Hungary and Serbia. In 2021, the share of foreign currencies remained almost the same, with a
slight increase in share of Japanese Yen, from 0.5% to 1%. Furthermore, emerging Europe countries’
issuances have also been high in 2021 with Romania, Poland and Croatia being among top 5 foreign
currency debt issuer in Euro.
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Figure 10. Outstanding government debt due within the next 3 years

Note: For 2020 bars Year 1 is securities maturing in 2021; Year 2 is 2022; Year 3 is 2023.
For 2021 bars, Year 1 is June 2021 to May 2022; Year 2 is June 2022 to May 2023; Year 3 is June 2023 to May 2024.
Source: OECD calculations based on data from Refinitiv

The COVID-19 shock on the markets resulted in urgent needs of refinancing and higher rollover ratios,
implying a higher refinancing risk and pass-through impact of interest rate changes on government interest
costs. Compared to 2020, percentage of debt to be refinanced by EMEs in the next 3 years have largely
remained the same in 2021. As of June 2021, 16% of outstanding EME government securities is due in
May 2022, and 20% within the subsequent two years (Figure 10). Of particular interest is the high
refinancing needs in LICs where 43% of total debt is due in the next three years.

Questions for discussion:
•

To what extent has the pandemic changed the vulnerabilities of EMEs such as high inflation, large
budget deficits and current account imbalances?

•

Do global investors differentiate sovereigns in EMEs? If so, what are the major factors that investors
consider (e.g. macroeconomic fundamental, sound fiscal and monetary policies, long-term prospects,
debt transparency, etc.)?

•

Governments’ borrowing needs in EMEs are expected to remain high in the short/medium term. What
are the potential challenges? How do sovereign debt managers assess refinancing risk and interest
rate risk going forward?

•

What are the mechanisms and possible explanations for the decline in the share of foreign currency
denominated debt issuance in EMEs since the COVID-19 outbreak?

•

Will there be sufficient investor demand for government securities? How can sovereign debt managers
increase their funding capacity?
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•

Do sovereign debt managers in EMEs consider implications of potential normalisation of monetary
policies in AEs when setting up borrowing strategies? What sort of measures are in place against a
sharp deterioration in investors’ appetite for EMs?

•

How have sovereign debt managers dealt with investor communications during the pandemic?

•

Do sovereign debt managers come under additional pressure to increase the transparency of
operations, markets and policies post COVID-19 crisis?

•

What are observations of sovereign debt managers concerning changes in investor behaviour and risk
appetite (e.g. local banks, pension funds, public institutions, foreign banks, hedge funds, etc.)?

•

Is inflation back on investors' minds and how should sovereign debt managers react?

•

Is there a strong demand for ESG labelled bonds in EMEs? Would issuing ESG labelled bonds have
investor diversification benefit? What are ESG investors focused on when differentiating between
various green/ESG labelled bonds? Is ‘the issuer’ or ‘use of proceeds’ more important as a determinant
of investor interest in your green bonds?
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