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Ceasefire agreement and bond market's reactions 
Before the Tokyo market opened on 8 April, President Trump announced that a two-week 
ceasefire had been agreed upon in the military conflict with Iran. 
 
In the Tokyo market on the 8th, the JGB market experienced a bull flattening, as WTI crude oil 
futures fell below $100/bbl. At the 3:00 p.m. close, while the 2-year yield was almost unchanged 
from the previous day, the 10-year yield was down 4bp, the 20-year down 6.5bp, and the 30-year 
down 6.5bp (on a simple yield basis). This trend can be attributed to a reversal of the bear 
steepening that occurred after the Iran conflict began. Additionally, while a retreat in geopolitical 
risk reduces inflation risk, lower uncertainty could support a rate hike by the BOJ. With the market 
continuing to price in a roughly 60% probability of a rate hike in April, and considering that the 10-
year yield has recently moved almost in tandem with the 2-year forward 1-year OIS rate (a point 
of reference for the terminal rate), the room for further declines in the 10-year yield is likely 
limited. 
 
In the New York market on the 8th, the US 10-year US yield temporarily declined to 4.23%, but 
then reversed course in the New York afternoon and was pushed back up to 4.29%. Given the 
upward revisions to the longer-run projections for the federal funds rate and GDP growth at the 
March FOMC meeting, the author regarded 4.20% as the target level for the post-ceasefire 
decline in the long-term yield1. The scope for further declines in US yields also appears limited. 
 
Similarities with Iraq’s invasion of Kuwait  
In our 13 March report, we reviewed the performance of various asset classes following eight 
geopolitical events since 1985 in which the Geopolitical Risk Index spiked sharply upward. 
Around 30 business days have now passed since the US and Israel began military attacks on Iran 
on 28 February, and a re-examination shows that movements in crude oil, US yields, and US 
equity prices are similar to those seen during Iraq’s invasion of Kuwait in August 1990. The 
current geopolitical event also shares the common feature of being an armed conflict in the 
Middle East, the world’s largest energy-supplying region. 
 
 
 

 
 

 
 

 
1 Shun Otani (24 Mar 2026). Daiwa’s View: Sudden shift toward ceasefire talks and downside target for 10yr UST yield. 

https://drp.daiwa.co.jp/rp-daiwa/member/report/reportFile.do?research_id=1880978&report_type=html
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Chart 1: Movements of Crude Oil Price, US Yields, and US Equities Following Each Geopolitical Risk Event 

 
Source: Bloomberg; compiled by Daiwa. 
   

 

A review of Iraq’s invasion of Kuwait and the Gulf War 
Let us look back at the course of Iraq’s invasion of Kuwait and the Gulf War. On 2 August 1990, 
Iraqi forces invaded neighboring Kuwait, and on the 8th, Iraq announced the integration of the two 
countries and annexed Kuwait. Although the two countries had seen rising tensions over oil policy 
and debt issues stemming from the Iran-Iraq War, it seemed that a full-scale military invasion was 
not anticipated. Moreover, even after annexing Kuwait, Iraqi forces continued to reinforce their 
presence along the Saudi Arabian border, creating concerns that military aggression could spread 
to the world’s largest oil-producing country. 
 
In response to this situation, the UN Security Council, which convened on the day of the invasion, 
condemned Iraq for violating international law and adopted a resolution demanding its immediate 
withdrawal. The international community, led by the UN, initially adopted a stance of encouraging 
Iraq's voluntary withdrawal by strengthening economic sanctions. However, Iraq did not comply, 
and the situation worsened as it prohibited foreign nationals in Kuwait from leaving the country 
(using them as "human shields"). 
 
Immediately after the invasion, at the request of Saudi Arabia, the UK and the US began 
dispatching troops to the country. While diplomatic efforts continued, the US-led multinational 
forces were reinforced in November, and the use of military force against Iraq was explored. On 
29 November, the UN Security Council adopted a resolution authorizing the multinational forces 
to take all necessary means, including the use of force, if Iraq did not withdraw by 15 January of 
the following year. 
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Although further diplomatic efforts, such as talks between the US and Iraqi foreign ministers, were 
made, President Hussein did not comply. After the resolution's deadline passed, multinational 
forces began airstrikes in the early hours of 17 January (the Gulf War). Amidst the overwhelming 
difference in military power between the multinational forces and Iraq, a large-scale ground 
operation was launched on 23 February. On the 26th, President Hussein announced the 
withdrawal from Kuwait, and on the 27th, US President Bush issued a statement to cease military 
action. On the 28th, the Gulf War ceasefire was effectively achieved as the UN recognized Iraq's 
withdrawal. 
 
Looking at the price movements of WTI futures during this period, prices rose from around 
$21/bbl just before the invasion, reaching $41/bbl on 11 October, nearly double the pre-invasion 
level. However, after that, the underlying trend was downward, though price movements remained 
volatile. Prices plummeted after the actual start of the Gulf War in mid-January and subsequently 
returned to around $20/bbl, nearly the pre-invasion level. The reason for this is that Saudi Arabia 
gradually began to increase production after the invasion, while there were initially serious 
concerns that the conflict would spread to Gulf nations (incl. Saudi Arabia) and severely impact oil 
supply. Furthermore, as mentioned above, the exploration of a concrete solution—military 
action—from around autumn was another factor that helped stabilize oil prices. 
 
Regarding yields and stocks, the US long-term yield rose after the invasion, exceeding 9% in late 
August, a 66bp rise from the pre-invasion level. However, it trended gently downward from 
October. The S&P 500 stock index also declined from August but bottomed out on 11 October at 
295.46 points (down 17% from the pre-invasion level). It recovered sharply after the start of the 
Gulf War in January 1991, surpassing its pre-invasion level. 
 

Chart 2: WTI Crude Oil Futures Price 

 
Source: Bloomberg; compiled by Daiwa. 

 
Chart 3: 10yr US Yield, US Stock Price (S&P 500) 

 
Source: Bloomberg; compiled by Daiwa. 

 

Lessons from 1990 and the future of the Iran conflict 
For the geopolitical event of August 1990, the peak of pessimism was around October, 
approximately three months after the invasion. Thereafter, the market reversed course as (1) the 
outlook for oil supply became clearer and (2) a concrete solution—military force—was explored. 
Then, with the start of the Gulf War in January of the following year, markets recovered to nearly 
their pre-invasion levels. 
 
The current two-week ceasefire agreement between the US and Iran was reached amidst a 
backdrop of President Trump's continued verbal threats, including attacks on Iranian 
infrastructure and the destruction of civilization, and Iran's persistent pushback. In that sense, it 
appears that the peak of pessimism has now passed. Looking ahead, ensuring free navigation 
through the Strait of Hormuz—which has become a bottleneck for the global economy—will be 
crucial. That said, no decisive solution is yet in sight, unlike the Gulf War that followed Iraq’s 
invasion of Kuwait. It remains unclear whether the current Iran conflict will become a déjà vu of 
1990. A full-fledged recovery will likely still require time. 
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IMPORTANT DISCLOSURES 
 
This report is provided as a reference for making investment decisions and is not intended to be a solicitation for investment. Investment decisions should be 
made at your own discretion and risk. Content herein is based on information available at the time the report was prepared and may be amended or otherwise 
changed in the future without notice. We make no representations as to the accuracy or completeness. Daiwa Securities Co. Ltd. retains all rights related to the 
content of this report, which may not be redistributed or otherwise transmitted without prior consent.  
 
Ratings 
Issues are rated 1, 2, 3, 4, or 5 as follows: 
1: Outperform TOPIX/benchmark index by more than 15% over the next 12 months. 
2: Outperform TOPIX/benchmark index by 5-15% over the next 12 months. 
3: Out/underperform TOPIX/benchmark index by less than 5% over the next 12 months. 
4: Underperform TOPIX/benchmark index by 5-15% over the next 12 months. 
5: Underperform TOPIX/benchmark index by more than 15% over the next 12 months. 
 
Benchmark index: TOPIX for Japan, S&P 500 for US, STOXX Europe 600 for Europe, HSI for Hong Kong, STI for Singapore, KOSPI for Korea, TWII for 
Taiwan, and S&P/ASX 200 for Australia. 
 
Target Prices 
Daiwa Securities Co. Ltd. sets target prices based on its analysts’ earnings estimates for subject companies. Risks to target prices include, but are not limited 
to, unexpected significant changes in subject companies’ earnings trends and the macroeconomic environment. 
 
Disclosures related to Daiwa Securities 
Please refer to https://drp.daiwa.co.jp/rp-daiwa/direct/reportDisclaimer/e_disclaimer.pdf for information on conflicts of interest for Daiwa Securities, securities 
held by Daiwa Securities, companies for which Daiwa Securities or foreign affiliates of Daiwa Securities Group have acted as a lead underwriter, and other 
disclosures concerning individual companies. If you need more information on this matter, please contact the Research Production Department of Daiwa 
Securities. 
 
Explanatory Document of Unregistered Credit Ratings 
This report may use credit ratings assigned by rating agencies that are not registered with Japan’s Financial Services Agency pursuant to Article 66, Paragraph 
27 of the Financial Instruments and Exchange Act. Please review the relevant disclaimer regarding credit ratings issued by such agencies at:  
https://drp.daiwa.co.jp/rp-daiwa/direct/reportDisclaimer/credit_ratings.pdf. If you need more information on this matter, please contact the Research 
Production Department of Daiwa Securities. 
 
 
Notification items pursuant to Article 37 of the Financial Instruments and Exchange Law 
(This Notification is only applicable to where report is distributed by Daiwa Securities Co. Ltd.)    
If you decide to enter into a business arrangement with our company based on the information described in this report, we ask you to pay close attention to the 
following items.  
 
 In addition to the purchase price of a financial instrument, our company will collect a trading commission* for each transaction as agreed beforehand with 

you. Since commissions may be included in the purchase price or may not be charged for certain transactions, we recommend that you confirm the 
commission for each transaction. In some cases, our company also may charge a maximum of ¥2 million per year as a standing proxy fee for our deposit of 
your securities, if you are a non-resident.  
 For derivative and margin transactions etc., our company may require collateral or margin requirements in accordance with an agreement made beforehand 

with you. Ordinarily in such cases, the amount of the transaction will be in excess of the required collateral or margin requirements**.  
 There is a risk that you will incur losses on your transactions due to changes in the market price of financial instruments based on fluctuations in interest 

rates, exchange rates, stock prices, real estate prices, commodity prices, and others. In addition, depending on the content of the transaction, the loss could 
exceed the amount of the collateral or margin requirements.  
 There may be a difference between bid price etc. and ask price etc. of OTC derivatives handled by our company.  
 Before engaging in any trading, please thoroughly confirm accounting and tax treatments regarding your trading in financial instruments with such experts as 

certified public accountants.  
 
* The amount of the trading commission cannot be stated here in advance because it will be determined between our company and you based on current 
market conditions and the content of each transaction etc. 
** The ratio of margin requirements etc. to the amount of the transaction cannot be stated here in advance because it will be determined between our company 
and you based on current market conditions and the content of each transaction etc.  
 
When making an actual transaction, please be sure to carefully read the materials presented to you prior to the execution of agreement, and to take 
responsibility for your own decisions regarding the signing of the agreement with our company. 
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