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Since late August, the U.S. Treasury yield curve has steepened by 30 basis points — partly due to 
increasing stability in the global growth outlook — triggering a rotational shift with cyclical stocks 
outperforming defensive stocks. The chart illustrates the reversal of a trend over the past 18 months 
when utility stocks (proxy for defensives) outperformed financials (proxy for cyclicals). 

A steepening yield curve — and rising rates in general — benefit net interest margins for financial institutions 
and reflect improving economic growth benefiting cyclical businesses. Simultaneously, the yields and 
more defensive characteristics of utilities and other more stable businesses become less attractive. As 
the first notable year-over-year shift in 10-year yields, the resulting sector trends bear watching. 

Over the past decade, utilities’ performance relative to the S&P 500 Index has been extremely sensitive 
to changes in interest rates. A one percent change in the 10-year yield was associated with a 9.5% 
relative move in the utilities in the opposite direction (interestingly, larger than the Bloomberg Barclays 
US Aggregate Bond Index duration). Meanwhile, financials’ relative performance has been closely tied 
to yield curve steepening, with a one percent change in the 10-year / 2-year curve corresponding to 
an 8.4% relative move in financials. These sensitivities were largely absent in the prior ten-year period 
(2000-2009), when interest rates were at more normal levels.

Source: FactSet. Chart compares the 12-month change in 10-year U.S. Treasury yield and net outperformance of financials versus utility sector stocks represented by ETF indexes (XLF minus XLU). 
Data through 11/7/2019

The views expressed represent the opinions of the portfolio managers as of November 7, 2019 and are not intended as a recommendation of any security, sector 
or product. Past performance is not indicative of future performance. Actual performance may vary from any opinion reported herein. For institutional adviser use 
only, not intended to be shared with retail clients.
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