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This year has been extraordinarily tough for investors as major asset classes declined in response to an 
environment of elevated inflation and central bank tightening.  In sympathy with the drawdown in equities, fixed 
income investments were also weighed down by the rapid rise in yields in response to the rate hikes. As a result, 
multi-asset portfolios are on track to suffer one of the biggest annual declines in decades. 

Stocks and bonds are rarely down at the same time 

The correlation between the fixed income and equities has generally been negative, where one acts as a buffer for 
the other, resulting in attractive risk-adjusted returns for balance portfolios. In a weakening economy, stock prices 
typically fall, but the downside is usually dampened by the fixed income component of the portfolio as it generates 
income and could see bond prices rise due to the prevailing risk-off sentiment and potential for interest rate cuts. 
On the flip side, a booming economy tends to boost equities, but often occurs alongside rising rates and higher 
inflation, both of which are negative for bonds. The stability of bonds thereby helps temper the inherently higher 
volatility of stocks in a portfolio. The 60/40 mix between stocks and bonds has traditionally been the go-to portfolio 
for investors, partly because the medium risk asset mix provides the biggest enhancement in risk-adjusted returns, 
hence the most diversification benefits. 

 
In 2022, the correlation between the two turned positive

 
Rolling 90-day correlation between U.S Aggregate Bond Index and S&P 500 Index. Source: Bloomberg 

 

2022 - Worst year for 60/40 portfolios since 2008 
In 2022, however, the stocks and bonds diversification hasn’t worked, largely because of the exceptionally high 
level of inflation, which is detrimental for both stocks and bonds. The movement of equities and bonds tightened 
this year, with 90-day rolling correlations increasing to a 23-year high of 0.49, versus the 10-year average of -0.26.  
It has been a difficult transition from a low rates and low inflation environment to a higher rates and higher inflation 
environment, which resulted in a synchronized drawdown this year across both asset classes.  

 

-0.8

-0.6

-0.4

-0.2

0.0

0.2

0.4

0.6

0.8

2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022

90
 da

ys co
rrela

tion
DON’T GIVE UP ON THE 
60/40 PORTFOLIO 



NEI Insight | Don’t give up on the 60/40 portfolio   2 

Using the S&P 500 Index as a proxy for equities and the US Aggregate Bond Index as a proxy for bonds, a 
portfolio with 60% stocks and 40% fixed-income securities is down by 20% this year, on track to be one of the 
worst years in returns for the balanced portfolio since 2008. In the few other historical instances, where the 60/40 
portfolio experienced a double-digit drawdown, they were then followed by a strong bounce back the following 
year, with an average return of 13%. 
 

Worst return in 60/40 portfolio since financial crisis

 

Source: Bloomberg. Data as of November 25, 2022. 
1
 Comprised of 60% S&P500 Index and 40% U.S. Aggregate Bond Index 

 

Inflation was the main culprit 
 
The correlation between stock and bonds tends to be mostly positive when inflation is volatile, whether when 
inflation is on an inclining trend and when it is declining. As illustrated below, their correlation was mostly positive 
between 1970 and 1998, a period when inflation spiked to a hyper-inflationary regime, and when it moderated 
back to a lower level. From 2000 and onwards, inflation has been steady and there were more periods where the 
stocks and bonds correlation were negative. 

More positive equity/bond correlation with high inflation 
 

 
Source: Bloomberg 
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We expect inflation to continue to moderate in 2023, while we also expect the global economy to continue to weaken 
with the rising risk of falling into a recession.  In this environment, bond prices tend to rise and bond returns tend 
to be positive as investors flock to safety.   

In equities, returns can be quite varied, with growth being a key determinant of the trajectory. As shown in the table 
below, equities tend to have strong returns when inflation has peaked, with solid returns six to twelve months 
following peak. These outcomes are stronger especially if the economy does not slip into recession.  

 
S&P 500 performance around previous peaks in headline inflation 

  y/y S&P 500 Price Return 
Date Peak Inflation 3m before 3m after 6m after 12m after 

Feb-51 9.40% 11.70% -1.30% 6.80% 6.70% 
Mar-57 3.70% -5.50% 7.40% -3.80% -4.60% 
Oct-66 3.80% -4.10% 8.00% 17.20% 17.10% 
Dec-69 6.20% -1.10% -2.60% -21.00% -0.10% 
Dec-74 12.30% 7.90% 21.60% 38.80% 31.50% 
Mar-80 14.80% -5.40% 11.90% 22.90% 33.20% 
Mar-84 4.80% -3.50% -3.40% 4.30% 13.50% 
Oct-90 6.30% -14.60% 13.10% 23.50% 29.10% 
Jan-01 3.70% -4.40% -8.50% -11.30% -17.30% 
Sep-05 4.70% 3.10% 1.60% 5.40% 8.70% 
Jul-08 5.60% -8.50% -23.60% -34.80% -22.10% 

Sep-11 3.90% -14.30% 11.20% 24.50% 27.30% 
Mar-22 8.50% -4.90%    

  Median -4.40% 4.50% 6.10% 11.10% 
 Average -3.35% 2.95% 6.04% 10.25% 
 SD 7.6% 11.9% 21.2% 18.7% 

Source: Goldman Sachs 

 

Despite a weakening economy with the possibility of slipping into recession, we believe both the equity and bond 
markets will be able to recover in 2023 as soon as central banks reach the end of the tightening cycle and stop 
hiking rates, allowing growth momentum to resume a positive trajectory.  Following what was a rare and traumatic 
year for investors in 60/40 portfolios, the environment is poised to turn for the better next year. 
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time. Information herein is believed to be reliable, but NEI does not warrant its completeness or accuracy. Views expressed regarding a 
particular security, industry or market sector should not be considered an indication of trading intent of any funds managed by NEI 
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