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The impact of a stronger US dollar and higher US treasury 
yields on emerging markets 

 

- By Lewis Aubrey-Johnson, Head of Fixed Income Products at Invesco in Henley 

 

 

Can emerging market bonds still offer opportunities when the US dollar is rising?   
 

Emerging markets have endured a difficult couple of months, with losses stemming from both weaker 

currencies and higher underlying yields. Hard currency spreads have also widened. For example, the JP 

Morgan local currency index is down nearly 9% from its mid-April peak, whilst the JP Morgan hard currency 

index spread is about 100bps wider than its 2018 tights. 
 

Whilst, some of the weakness has been the result of very specific problems in economies such as Turkey and 

Brazil, the broad-based pressure has come from a combination of higher US treasury yields and a stronger 

US dollar.  In previous episodes, emerging markets have been able to withstand either a stronger US dollar 

or higher US treasury yields, but the combination of both is undoubtedly a tough backdrop for the asset class. 
 

Between mid-April and its peak at the end of May the trade weighted US dollar strengthened by 6% to a 1 

year high whilst 10 year US treasury yields are 55bps higher this year. 
 

In emerging market currencies amongst the worst affected has been the Brazilian real (-11%) and the Turkish 

lira (-17%).  Both of these countries have specific pressing problems but other large index constituents such 

as Mexico and South Africa have seen their currencies fall by 14% and 9% respectively against the US dollar 

since mid-April.   

 

Local rates have also risen. The local currency index overall yields over 7.6% but within that there have been 

some significant increases.  For example, Brazil 2028s now yield 9.7%, Turkey 2023s yield 16.5% and South 

Africa 2048s yield nearly 10%.   
 

Overall we expect the US dollar and US yields to rise further but this does not mean that the adjustments will 

be linear or that we have to avoid emerging markets altogether. Our strategy is to focus on specific local rates 

markets where we judge there to be excess value and a positive underlying dynamic.  

 

Our two most significant local currency investments are in Mexico and South Africa. We think Mexican bond 

yields look attractive given the ambitious fiscal tightening planned and the expected fall in inflation. We also 

think that the risks of a bad outcome for Mexico in the NAFTA negotiations are overstated.   

 

Our position in South Africa is based on the ability of the new, reform-minded President to take the political 

and economic steps required to set the country on a sounder footing.   

 

And with yields on these positions of between 8% and 10% and on the back of recent currency weakness, 

we think we are being well paid for the inevitable volatility that will accompany this type of investment.  Yields 

like these are simply not available in developed credit markets. 
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Investment risks 
The value of investments and any income will fluctuate (this may partly be the result of exchange rate fluctuations) 

and investors may not get back the full amount invested. 

 
Important Information:  
This article is for Professional Clients & Qualified Investors only. Data as at 30 May 2018, unless otherwise stated. 

By accepting this document, you consent to communicate with us in English, unless you inform us otherwise.  

Where individuals or the business have expressed opinions, they are based on current market conditions, they may 

differ from those of other investment professionals and are subject to change without notice. 

This document is marketing material and is not intended as a recommendation to invest in any particular asset class, 

security or strategy. Regulatory requirements that require impartiality of investment/investment strategy 

recommendations are therefore not applicable nor are any prohibitions to trade before publication. The information 

provided is for illustrative purposes only, it should not be relied upon as recommendations to buy or sell securities. 

 
Important Information:  
This document has been prepared only for those persons to whom Invesco has provided it for informational 

purposes only. This document is not an offering of a financial product and is not intended for and should not be 

distributed to retail clients who are resident in jurisdiction where its distribution is not authorized or is unlawful. 

Circulation, disclosure, or dissemination of all or any part of this document to any person without the consent of 

Invesco is prohibited. 

 

This document may contain statements that are not purely historical in nature but are "forward-looking statements", 

which are based on certain assumptions of future events. Forward-looking statements are based on information 

available on the date hereof, and Invesco does not assume any duty to update any forward-looking statement. 

Actual events may differ from those assumed. There can be no assurance that forward-looking statements, including 

any projected returns, will materialize or that actual market conditions and/or performance results will not be 

materially different or worse than those presented. 

 

The information in this document has been prepared without taking into account any investor’s investment 

objectives, financial situation or particular needs. Before acting on the information the investor should consider its 

appropriateness having regard to their investment objectives, financial situation and needs. 

 

You should note that this information: 

• may contain references to amounts which are not in local currencies; 

• may contain financial information which is not prepared in accordance with the laws or practices of your country of 

residence; 

• may not address risks associated with investment in foreign currency denominated investments; and 

• does not address local tax issues. 

 

All material presented is compiled from sources believed to be reliable and current, but accuracy cannot be 

guaranteed. Investment involves risk. Please review all financial material carefully before investing. The opinions 

expressed are based on current market conditions and are subject to change without notice. These opinions may 

differ from those of other Invesco investment professionals. 

 

The distribution and offering of this document in certain jurisdictions may be restricted by law. Persons into whose 

possession this marketing material may come are required to inform themselves about and to comply with any 

relevant restrictions. This does not constitute an offer or solicitation by anyone in any jurisdiction in which such an 

offer is not authorised or to any person to whom it is unlawful to make such an offer or solicitation. 


