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E m e r g i n g  M a r k e t s :  J i t t e r s  a f t e r  r i s i n g  b o n d  y i e l d s 
 

Ten-year treasury yields climbed a whopping 17bp yesterday as the fixed income markets sold off across 
the board. This morning we have seen more softness in the US bond market, which now leaves 10-year 
yields at 5.24%, while two-year yields have risen to 5.04%.  
 
Rising US bond yields normally tend to weigh negatively on high-yield / high-beta Emerging Markets (EM) 
currencies such as BRL, MXN, IDR, PHP, ZAR, TRY, HUF etc. Remember that the broad-based sell-off in 
May-June last year was preceded by an 80bp rise in 10Y US bond yields between the end of January and the 
beginning of May. Looking at US yields since the beginning of March this year we note that 10Y yields have 
now moved up by almost 65bp. Last year yields and rates were mainly driven up by rising inflation fears and 
that led to a spike in risk aversion and consequently a major sell-off. This year things look a bit different, as 
bond yields mainly are driven up by a stronger-than-expected outlook for US (and global) growth without 
large (short-term) fears on inflation � see Global Scenarios June 2007, June 1, 2007. Strong global growth 
weighs positively on performance in EM currencies and this had until a few days ago counteracted the nega-
tive impulse from rising US yields as risk appetite has remained at high levels. 
 
The global markets have aggressively priced in this Goldilocks-scenario in most EM currencies. Looking at 
performance over the last couple of months, we note that currencies such as the BRL, MXN, ISK, ILS, IDR, 
PHP, INR and TRY have performed remarkably well, while ZAR stands out as an exception. Most of these 
currencies are, according to our empirical models, the most sensitive to rising US bond yields � c.f. the chart 
below � and it is therefore only natural that they take a beating at the moment.. 
 
Over a longer-term perspective we expect that USD related currencies will outperform EUR related curren-
cies, due to our longer term view of a stronger USD. Having said that, we would recommend investors in the 
short run to stay away from BRL, MXN, IDR, and PHP, which in spite of improving fundamentals are always 
vulnerable during periods of rising yields and volatility. In the Eurozone we think that especially HUF (and to 
some extent PLN and SKK) could suffer as well, whereas we think that the CZK will probably not move much 
weaker � see Flash Comment - Czech Republic: The Czech economy keeps speeding ahead, June 08, 2007. 
Regarding the South African rand (ZAR) which has already underperformed over the last months, we do not 
see any support for this currency and it could very well go above USD/ZAR 7.50 in the coming days. 
 

The Turkish lira (TRY) has during the last few days outperformed its peer EM currencies as it has only faced 
limited weakening so far. As TRY is by far the most yield-sensitive EM currency and given the high degree of 
political uncertainty, we think that the TRY is facing more weakness in the coming days � also compared with 
BRL, MXN, IDR, ZAR etc. See chart overleaf 

 
 

http://danskeanalyse.danskebank.dk/abo/GSMay07samlet/$file/GS_May07_samlet.pdf
http://danskeanalyse.danskebank.dk/abo/CzechRep080607/$file/CzechRep080607.pdf
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Sensitivity towards 10Y US bond yields
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This report has been prepared by Danske Research, which is part of Danske Markets, a division of Danske Bank. Danske Bank is under supervision 
by the Danish Financial Supervisory Authority.    
 
Danske Bank has established procedures to prevent conflicts of interest and to ensure the provision of high quality research based on research 
objectivity and independence. These procedures are documented in the Danske Bank Research Policy. Employees within the Danske Bank Research 
Departments have been instructed that any request that might impair the objectivity and independence of research shall be referred to Research 
Management and to the Compliance Officer. Danske Bank Research departments are organised independently from and do not report to other 
Danske Bank business areas. Research analysts are remunerated in part based on the over-all profitability of Danske Bank, which includes invest-
ment banking revenues, but do not receive bonuses or other remuneration linked to specific corporate finance or dept capital transactions. 
 
Danske Bank research reports are prepared in accordance with the Danish Society of Investment Professionals� Ethical rules and the Recommen-
dations of the Danish Securities Dealers Association. 
 
Financial models and/or methodology used in this report 
Calculations and presentations in this report are based on standard econometric tools and methodology. Documentation can be obtained from the 
above named authors upon request. 
 
Risk warning 
Major risks connected with recommendations or opinions in this report, including a sensitivity analysis of relevant assumptions, are stated 
throughout the text. 
 
First date of publication 
Please see the front page of this research report. 
 
Disclaimer 
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any financial instrument. Whilst reasonable care has been taken to ensure that its contents are not untrue or misleading, no representation is made 
as to its accuracy or completeness and no liability is accepted for any loss arising from reliance on it. Danske Bank, its affiliates or staff, may per-
form services for, solicit business from, hold long or short positions in, or otherwise be interested in the investments (including derivatives), of any 
issuer mentioned herein. Danske Markets´ research analysts are not permitted to invest in securities under coverage in their research sector. This 
publication is not intended for private customers in the UK or any person in the US. Danske Markets is a division of Danske Bank A/S, which is regu-
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Bank A/S. All rights reserved. This publication is protected by copyright and may not be reproduced in whole or in part without permission. 
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