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Reaction of Japanese stocks to the yield curve inversion in the US

Investors have been nervous about an inversion of the 2-year/10-year Treasury yield curve

because many of them regard this event as a signal of recession. Some insist that we

should pay more attention to the yield gap between 3-month T-bills and 10-year Treasuries

rather than that between the 2-year and the 10-year. Furthermore, the economy hasn’t

entered a downward phase yet, while others argue that the yield curve inversion may

induce economic downturns or stock price declines but it will take a while for it to do so.

Today I would like to show you how Japanese stocks actually performed at the time of yield

curve inversions in the past.

Percentage change of major indices when the 2-year/ 10-year Treasury yields

inverted
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S&P500 TOPIX

USD

/JPY S&P500 TOPIX

USD

/JPY S&P500 TOPIX

USD

/JPY

1 1978/8/17 5.5% 2.4% -17.4% -10.1% 5.0% 3.9% 3.1% 8.3% 15.4%

2 1988/12/14 2.2% 7.2% -8.8% 7.2% 4.6% 5.7% 27.5% 24.8% 17.4%

3 1998/3/24 18.5% 9.2% 0.4% 2.5% -4.7% 8.3% 14.7% -0.4% -9.4%

4 2005/12/27 3.4% 19.0% 3.7% 3.6% 3.4% -0.6% 13.6% 2.4% 1.2%

5 2019/8/22 2.3% -3.1% -3.6% 6.4% 12.9% 2.1% 16.2% 7.1% -0.6%

6 2022/3/31 -4.9% -2.3% 5.8%

4.5% 5.4% -3.3% 1.9% 4.2% 3.9% 15.0% 8.4% 4.8%

2.9% 4.8% -1.6% 3.6% 4.6% 3.9% 14.7% 7.1% 1.2%Median

No.

Date when yield 

curve inverted

Three months before Three months later One year later

Average

(Created by Sumitomo Mitsui DS Asset Management, data as at 4 April 2022, based on data from Bloomberg
Positive figures for the column of USD/JPY mean the JPY depreciation/ excluding dividends)

As you can see in the chart above, the overall Japanese market performed well at around

the time of yield curve inversion in the past. The TOPIX rose +4.2% in three months and

+8.4% in one year respectively following the event as average of five periods. The index

performed especially well in three months after the event and I think the JPY depreciation of

the average 3.9% was behind this strength.

The JPY strengthened at the time of the latest yield curve inversion in August 2019. The

yields on US Treasuries fell due to worse-than-expected economic indicators and concerns

over the recession, closing the spread between US and Japanese interest rates and

boosting the value of the JPY in turn. But the JPY depreciated later when the Bank of Japan

(BOJ) implicitly expanded the fluctuation range of 10-year Japanese government bonds

(JGBs) and revised its forward guidance.
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In addition, concerns over the economy receded when the Fed cut its policy rate in October

2019 to avoid the recession and the US government unveiled a fiscal spending plan, which

also provided a boost to domestic shares. Then this optimism was cleared away at the

outbreak of the coronavirus pandemic. Japanese shares suffered big losses in

February/March 2020.

When we look at the impact of the yield curve inversion by sectors, electric appliances &

precision instruments, machinery, pharmaceutical and automobiles & transportation

equipment all outperformed in the three months after the event. These sectors tend to

benefit from JPY depreciation but it is noteworthy that they also outperformed after the

inversion in December 2005 when the JPY appreciated and the Fed was raising interest

rates for a while afterwards. Electric appliances & precision instruments and pharmaceutical

performed well in one year after the event. In particular, the gain of the latter was

eye-catching.

1998/3/24 2005/12/27 2019/8/22 2022/3/31 1998/3/24 2005/12/27 2019/8/22 1998/3/24 2005/12/27 2019/8/22

TOPIX 9.2% 19.0% -3.1% -2.3% -4.7% 3.4% 12.9% -0.4% 2.4% 7.1%

Banks 13.5% 27.6% -7.6% 9.1% -15.5% -1.9% 14.9% -8.9% -12.7% -9.6%

Construction &

Materials
36.1% 17.1% -5.4% -4.4% -10.8% 4.7% 16.2% -4.5% -6.3% -0.6%

Electric Power &

Gas
4.2% 1.1% -4.8% 4.4% 5.3% 7.9% 1.2% 0.4% 26.2% -9.9%

Electric

Appliances &

Precision

Instruments

3.5% 18.3% -0.2% -12.8% 4.5% 7.4% 17.6% 8.7% 10.8% 21.0%

Energy

Resources
27.1% 4.2% -15.3% 20.0% -17.2% -0.9% 11.4% -24.1% -8.2% -14.8%

Financials (ex.

Banks)
5.9% 25.0% -1.5% 5.2% -4.4% 3.8% 14.3% -4.1% -15.8% 0.7%

Foods 15.1% 6.7% -6.1% -2.7% -5.2% 9.3% 8.8% 4.3% 23.7% -0.7%

IT & Services,

Others
-2.6% 10.2% -1.2% -1.9% 2.2% -1.9% 7.7% 13.1% -0.2% 16.8%

Machinery 10.8% 23.6% -5.1% -5.8% -0.7% 9.5% 16.6% -4.8% 5.8% 16.3%

Pharmaceutical 4.2% 2.8% -0.4% 0.3% 0.2% 4.4% 17.3% 25.6% 23.2% 26.5%

Real Estate 6.2% 49.9% -1.5% 5.7% -20.1% 5.2% 7.1% -14.3% 15.6% -15.4%

Retail Trade 8.4% 30.9% -0.2% 0.6% -6.2% -4.5% 13.6% 5.5% -19.7% 14.6%

Raw Materials &

Chemicals
17.4% 19.1% -4.8% -6.8% -3.6% 6.1% 11.5% -1.7% 1.9% 3.1%

Steel &

Nonferrous

Metals

21.6% 19.3% -13.2% 12.3% -8.6% 10.5% 16.1% -21.3% 17.0% -7.8%

Automobiles &

Transportation

Equipment

1.1% 14.7% -3.3% 0.2% 0.6% 7.9% 14.9% -3.0% 24.1% -1.1%

Transportation &

Logistics
14.3% 23.9% -3.9% 5.4% -11.8% 0.4% 9.6% -13.1% -3.1% -16.6%

Commercial &

Wholesale Trade
18.9% 30.0% -4.2% 12.9% -14.3% -3.8% 12.2% -2.1% -9.2% 1.3%

Created by Sumitomo Mitsui DS Asset Management based on data from Bloomberg

Three months before Three months later One year later

Percentage change of TOPIX-17 sector indices when the 2-year/ 10-year Treasury yields inverted

(Positive figures for the column of USD/JPY mean the JPY depreciation/ excluding dividends)

Date when yield

curve inverted

Source: SMDAM (Tokyo) using Bloomberg Data, April 2022.

Given Japanese stocks performed relatively well in three months after the yield curve
inversion while defensive stocks were not necessarily stronger than others during the
period, I believe that we don’t have to worry too much about the immediate effect of the
event.
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