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Background

During the Great Recession, the Federal Reserve lowered the
federal funds rate to near zero in an effort to stimulate the economy. 
The Bank of England, European Central Bank and Bank of Japan
followed suit and lowered their policy rates as well (Figure 1). With 
interest rates in the advanced economies at record lows, many 
investors flocked to emerging markets seeking higher returns. This 
allowed the governments and companies of emerging economies to 
issue debt and borrow heavily on the international markets
almost unabated for the last ten years (Figure 2). 

Now that the U.S. has entered into a period of rising rates, investor
money is flowing back into U.S-based assets and putting upward 
pressure on the dollar. This is making it more difficult for emerging 
markets to finance their growth and repay their debt – especially 
dollar-denominated debt. Investor caution can already be seen in 
the lagging performance of emerging market investment funds vs 
U.S. equities since the start of 2018 (Figure 3). If the Federal Reserve 
is forced to raise rates faster than anticipated, emerging markets 
will likely bear the brunt of the pain. The Fed will need to be very 
cautious not only to preserve growth at home, but abroad as well.

Figure 2: Emerging markets have borrowed heavily, pushing their 
debt load to nearly 200 percent of total economic output.

Figure 1:  Advanced economy central banks dropped their 
short-term interest rates during the Great Recession, pushing 
investment into emerging markets.

Source: Bank for International Settlements; 03.2018 = Q1 2018 
Note: Gray areas designate recession as defined by NBER

Sources: U.S. Federal Reserve, Bank of England, European Central Bank, Bank of Japan 
Note: Gray areas designate recession as defined by NBER

The Story

The U.S. Federal Reserve and other central banks around the world are attempting to return to “normal” interest rate levels following a
period of healthy growth and years of near-zero rates. While some economists are concerned about the rising interest rate environment and 
its impact on U.S. economic growth, it is the emerging markets that may face the greatest threat. Countries such as Argentina, Venezuela, 
Turkey, and Brazil have already been hit hard by weakening currencies and economic strife. And, after a decade of heavy borrowing, these 
countries and many others may have trouble repaying their debts. Large-scale defaults in emerging economies could spread and potentially 
derail the U.S. economy and hamper international growth.

Figure 3:  Emerging market funds have greatly underperformed 
U.S. equities as tracked by the S&P500 stock index.

Source: ETFdb.com and Wall Street Journal, As of Sept. 25th, 2018. 
Funds are top-3 largest by asset size according to ETFdb.com



ROBERT SPENDLOVE
Economic and Public Policy Officer

Contact our team for more information  
or to schedule a speaking engagement.

       robert.spendlove@zionsbank.com
       (801) 560-5394

       joseph.mayans@zionsbank.com
       (801) 844-7887
www.zionsbank.com/economy

Additional Market Overview

STOCKS AND BONDS

Amid Volatility Stocks Hitting All-Time Highs

As of 
Sept. 27, 2018

Target Federal 
Funds Rate

Prime Rate
New Car Loan 

48-Month

5-Year Adj 
Mortgage 

(ARM)

15-Year 
Mortgage Fixed

30-Year 
Mortgage Fixed

Jumbo 
Mortgages 

$417K+

Rate % 2.00 - 2.25 5.25 3.94 4.82 4.16 4.78 4.98

Yearly Change +1.00 +1.00 +0.89 +1.41 +1.00 +0.88 +0.57
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Top 5* Cryptocurrencies: As of September 24, 2018

Price Yearly Change

Bitcoin (BTC) $6,608.15 +77.88%

Ethereum (ETH) $233.66 -18.46%

Ripple (XRP) $0.52 +188.89%

Bitcoin Cash (BCH) $467.55 +10.10%

EOS (EOS) $5.75 +945.45%

Source: coinmarketcap.com
*Ranking determined by market capitalization

COMMODITIES AND FUTURES

As of Sept. 24, 2018 Yearly Change

Crude Oil 72.36 +40.96%

Natural Gas 3.03 +0.90%

Gasoline (RBOB) 2.04 +38.77%

Live Cattle 116.95 +3.93%

As of Sept. 24, 2018 Yearly Change

Gold 1205.20 -9.80%

Silver 14.37 -18.07%

Corn 359.50 -9.51%

Wheat 526.50 -0.66%

Source: Federal Reserve Bank of St. Louis

INTEREST RATES

Source: Wall Street Journal

U.S. Government Bond Yields: As of September 24, 2018

Source: Wall Street Journal

Source: Wall Street Journal


