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October 2, 2025 

Mind on the Market 
Chart of the Week  
 

 
Source: State Street Investment Management, FactSet, Bloomberg Finance L.P. Annual Data as of December 

31,2024. Stock Bond Correlation calculated using Bloomberg US Treasury Total Return Index and S&P 500 Total 

Return Index as proxies. 10 year volatility of YoY Industrial Production is taken as proxy for Growth volatility 

(uncertainty) and 10 year volatility of US CPI is taken as proxy for Inflation volatility (uncertainty). 

 

Inflation and economic growth uncertainties affect stock-bond correlations differently: inflation shocks 

typically lead to positive correlations, with stocks and bonds moving together due to its adverse 

effects on both. Economic growth uncertainty drives negative correlations as investors seek safety in 

bonds while stocks can suffer. For this exercise, we use the volatility of industrial production to proxy 

economic growth volatility, and the volatility of CPI to proxy inflation volatility. A falling Growth 

vol/Inflation vol ratio signals dominant inflation concerns and a rising ratio reflects growth worries. 

Before 2000, inflation uncertainty dominated (Ratio of Growth vol/Inflation vol falling)  and 

correlations were positive. From 2000–2021, growth uncertainty increased (Ratio rising), turning 

correlations negative. Over the past few years inflation concerns have returned again, making way 

for the return of positive correlations, something we believe is likely to reverse. 
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Growth/Inflation Uncertainity Vs Stock Bond Correlation

Ratio of growth vol/inflation vol 10 yr rolling Stock-Bond Correlation
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Weekly Highlights 

Average stock-bond 
correlation from 2011-2021 

-0.37 
The average stock bond correlation is 

calculated using average of 36 month 

rolling correlation. Data as of 

September 2025.  

 

Average stock-bond 
correlation post 2022 

+0.41 
The average stock bond correlation is 

calculated using average of 36 month 

rolling correlation. Data as of 

September 2025.  

 

  YTD Returns of 60/40 
portfolio   

+10.48% 
60/40 Portfolio is constructed using S&P 

500 Total Return Index as proxy for 

equities and Bloomberg US Treasury 

Total Return Index as proxy for bonds. 

Data as of September 2025. 

Performance of 60/40 Portfolio in Different Regimes  
 

For decades, the 60/40 portfolio-a strategic allocation of 60% equities and 40% fixed income, has 

represented a core foundational approach to portfolio construction for both institutional and retail 

investors. Rooted in Modern Portfolio Theory, this framework leverages the principle that combining 

assets with low or negative correlation can enhance risk-adjusted returns. Historically, equities delivered 

capital appreciation while bonds provided income and acted as a ballast during equity drawdowns, 

creating a robust diversification benefit.  

 

This negative correlation was the key to the strategy’s success. When equity markets faltered, duration 

exposure in bonds typically rallied, cushioning portfolio volatility. Thanks to its simplicity and 

effectiveness, this asset allocation approach has remained a popular choice among investors for 

decades.  

 

However, the post-pandemic period has fundamentally challenged this long-standing paradigm. The 

inflation shock of 2022 upended the traditional stock-bond relationship. With CPI surging well above the 

Fed’s 2% target and policy rates rising at the fastest pace in decades, both equities and Treasuries sold 

off in tandem. The result was stark: the 60/40 portfolio delivered one of its worst calendar-year 

performances in modern history, declining 16.7% in 2022. Elevated rate volatility, coupled with 

heightened macroeconomic and policy uncertainty, ushered in what many now refer to as a “new regime” 

for traditional asset allocation, one defined by compressed return expectations and structurally higher 

portfolio volatility. This transition to a world of persistent interest rate volatility and greater macro-policy 

unpredictability has reshaped the investment landscape. As the accompanying chart illustrates, 60/40 
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portfolio outcomes over the past three years, when the average stock-bond correlation spiked to 0.41, 

reflect this shift, with diminished return potential and increased volatility compared to the prior decade, 

when the average correlation stood at -0.37.   

 

 
Source: State Street Investment Management, FactSet, Bloomberg Finance L.P. Data as of September 30,2025. 60/40 

Portfolio is constructed using S&P 500 Total Return Index as proxy for equities and Bloomberg US Treasury Total Return 

Index as proxy for bonds. Annualized return and volatility figures are calculated using monthly returns .Stock Bond 

Correlation calculated using Bloomberg US Treasury Total Return Index and S&P 500 Total Return Index as proxies. The 

average stock bond correlation is calculated using average of 36 month rolling correlation.   

 

A key driver of this regime shift was the breakdown in diversification. Stock-bond correlations, which had 

been persistently negative for over a decade post-GFC, turned positive as inflation became the dominant 

macro variable. Since early 2022, equities and bonds declined simultaneously for 14 consecutive 

months, representing 31% of the time. This erosion of the hedging property fundamentally questioned 

the efficacy of the 60/40 portfolio construct. 
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Source: State Street Investment Management, FactSet, Bloomberg Finance L.P. Monthly Data as of September 30,2025. 

Stock Bond Correlation calculated using Bloomberg US Treasury Index and S&P 500 as proxies. 

However, recently the macro narrative has pivoted from inflation concerns to growing fears of economic 

slowdown. With core PCE now below 3% and long-term inflation expectations anchored near 2% , the 

Fed has turned its attention to supporting growth, prompting rate cuts. The Fed’s 2025 GDP forecast, 

initially at 2.1% in December 2024, was revised down to 1.6% by September , reflecting the impact of 

tariffs, policy uncertainty, and a cooling labor market. Consequently, the 36-month stock bond correlation 

appears to have eased from its peak of 0.66 in December 2024 to 0.48 by September 2025. Looking at 

the shorter 12-month horizon, the correlation has dropped even more sharply-from a high of 0.80 in July 

2024 to just 0.16 currently. This shift indicates an improving potential for diversification. Against this 

setting, the traditional 60/40 portfolio has delivered a robust year-to-date annualized return of 14.2%, 

with volatility compressing to 7.3%. If current trends persist, bonds may reclaim their role as effective 

diversifiers, reinforcing the strategic relevance of the 60/40 allocation in multi-asset portfolios. 

 

About State Street Investment Management 

At State Street Investment Management, we have been helping to deliver better outcomes to institutions,  
financial intermediaries, and investors for nearly half a century. Starting with our early innovations in  
indexing and ETFs, our rigorous approach continues to be driven by market-tested expertise and a  
relentless commitment to those we serve. With over $5 trillion in assets managed*, clients in over 60  
countries, and a global network of strategic partners, we use our scale to create a comprehensive and  
cost-effective suite of investment solutions that help investors get wherever they want to go.  

 
*This figure is presented as of June 30, 2025 and includes ETF AUM of $1,689.83 billion USD of which approximately $116.05 
billion USD in gold assets with respect to SPDR products for which State Street Global Advisors Funds Distributors, LLC (SSGA 
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FD) acts solely as the marketing agent. SSGA FD and State Street Investment Management are affiliated. Please note all AUM is 
unaudited. 

 

Important Risk Information 

ssga.com 

Marketing Communication 

Important Risk Discussion 
 
State Street Global Advisors (SSGA) is now State Street Investment Management. Please go to 
statestreet.com/investment-management for more information. 

The information provided does not constitute investment advice and it should not be relied on as such. It should not be considered 
a solicitation to buy or an offer to sell a security. It does not take into account any investor's particular investment objectives, 
strategies, tax status or investment horizon. You should consult your tax and financial advisor.  

The information contained in this communication is not a research recommendation or ‘investment research’ and is 
classified as a ‘Marketing Communication’ in accordance with the applicable regional regulation. This means that this 
marketing communication (a) has not been prepared in accordance with legal requirements designed to promote the 
independence of investment research (b) is not subject to any prohibition on dealing ahead of the dissemination of 
investment research. 

This communication is directed at professional clients (this includes eligible counterparties as defined by the “appropriate EU 
regulator”) who are deemed both knowledgeable and experienced in matters relating to investments. The products and services to 
which this communication relates are only available to such persons and persons of any other description (including retail clients) 
should not rely on this communication.  

The views expressed in this material are the views of Saketh Reddy and Dane Smith through the period ended October 2, 2025 
and are subject to change based on market and other conditions. This document contains certain statements that may be deemed 
forward-looking statements. Please note that any such statements are not guarantees of any future performance and actual results 
or developments may differ materially from those projected. Investing involves risk including the risk of loss of principal. 

The whole or any part of this work may not be reproduced, copied or transmitted or any of its contents disclosed to third parties 
without State Street Investment Managements express written consent.  

All information is from State Street Investment Managements unless otherwise noted and has been obtained from sources believed 
to be reliable, but its accuracy is not guaranteed. There is no representation or warranty as to the current accuracy, reliability or 
completeness of, nor liability for, decisions based on such information and it should not be relied on as such.  

Equity securities may fluctuate in value and can decline significantly in response to the activities of individual companies and 
general market and economic conditions.  

Bonds generally present less short-term risk and volatility than stocks, but contain interest rate risk (as interest rates raise, bond 
prices usually fall); issuer default risk; issuer credit risk; liquidity risk; and inflation risk. These effects are usually pronounced for 
longer-term securities. Any fixed income security sold or redeemed prior to maturity may be subject to a substantial gain or loss.  

Currency Risk is a form of risk that arises from the change in price of one currency against another. Whenever investors or 
companies have assets or business operations across national borders, they face currency risk if their positions are not hedged.  

Generally, among asset classes, stocks are more volatile than bonds or short-term instruments. Government bonds and corporate 
bonds generally have more moderate short-term price  

fluctuations than stocks, but provide lower potential long-term returns. U.S. Treasury Bills maintain a stable value if held to maturity, 
but returns are generally only slightly above the inflation rate.  

© 2025 State Street Corporation  
All Rights Reserved.  
AdTrax: 5064514.126.1.GBL.RTL 
Exp. Date: 4/30/2026 
 


