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The stock-bond correlation changed recently
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 Stock-bond correlations moved into positive territory recently
– Government bonds normally rally, when stocks sell off – correlation should be negative
– But bonds started to trade positively with risk – correlation is positive 
– The UK correlation is the highest, but back in negative territory for Bunds

 The negative stock-bond correlation since 2000 is a historical outlier
– Stock-bond correlations across countries only became negative since late 1999s
– Data going back to 1890 shows that stock-bond correlations are normally positive

Source: Bloomberg Finance L.P. As of November 19th Source: Macrobond, IMF. As of November 19th
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 Theory suggests inflation and risk premia as explanations 
– When inflation is low, monetary policy reacts to growth  negative stock-bond correlation
– When inflation is high, bonds and stocks tend to move in the same direction
– Weakening of institutional credibility (Liz Truss/Liberation day) can lead to risk premia

 The evidence points to inflation as a viable explanation
– EM Current accounts moved to surplus during this time  Supporting disinflation
– EM FX reserves in DM government debt  ‘Safe’ perception due to strong demand

Source: Macrobond, IMF. As of November 19th Source: Macrobond, IMF. As of November 19th
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 More DM debt issuance will raise real rates
– UST free float (share private sector can buy) is highly correlated with US 10-year real rates 
– Free floats rising across DMs will put pressure on global real rates

 Positive correlation with risk may reflect crowding out, rather than risk premia
– Higher US real rates will attract flows from stocks, raising the correlation
– Strong external positions tend lower GB yields & shield countries from these effects
– Likely easier for those bond markets to still be considered ‘safe’ in the future

Source: Bloomberg Finance L.P, IMF. As of November 19th Source: Bloomberg Finance L.P, IMF, T. Rowe Price. As of November 19th
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Discussion points

5

 How long will the effect of inflation on the stock-bond correlation last?

 Are fiscal risk premia the more relevant channel?

 Are Euro Area sovereigns vulnerable to crowding out? 

 Could AI investment demand exacerbate these effects?
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Important Information

This material is being furnished for general informational purposes only. The material does not constitute or undertake to give advice of any nature, including fiduciary investment advice. 
Prospective investors are recommended to seek independent legal, financial and tax advice before making any investment decision. T. Rowe Price group of companies including T. Rowe Price 
Associates, Inc. and/or its affiliates receive revenue from T. Rowe Price investment products and services. Past performance is not a guarantee or a reliable indicator of future results. The 
value of an investment and any income from it can go down as well as up. Investors may get back less than the amount invested.

The material does not constitute a distribution, an offer, an invitation, a personal or general recommendation or solicitation to sell or buy any securities in any jurisdiction or to conduct any particular 
investment activity. The material has not been reviewed by any regulatory authority in any jurisdiction.

Information and opinions presented have been obtained or derived from sources believed to be reliable and current; however, we cannot guarantee the sources' accuracy or completeness. There is 
no guarantee that any forecasts made will come to pass. The views contained herein are as of the date noted on the material and are subject to change without notice; these views may differ from 
those of other T. Rowe Price group companies and/or associates. Under no circumstances should the material, in whole or in part, be copied or redistributed without consent from T. Rowe Price.

The material is not intended for use by persons in jurisdictions which prohibit or restrict the distribution of the material and in certain countries the material is provided upon specific request.  
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