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Correlation between stocks and bonds remains elevated, creating challenges 
for multi-asset investors.

At the start of 2023, we had one important high-conviction asset allocation view: 
As inflation declined, correlations between equities and fixed income would revert to 
historical norms. But as 2023 came to a close, correlations hit multi-decade highs, 
despite that steady decline in inflation. Here’s what we think this means for asset 
allocation in 2024:

There’s more to diversification than correlation 
Diversification — a core tenet of multi-asset portfolio construction — suggests that 
combining different asset classes that do not move in the same direction could help 
reduce overall portfolio volatility and generate more consistent returns. Traditionally, 
diversification has been closely tied to correlation, which measures how closely the 
returns of two asset classes move in relation to each other. But with correlations still 
strongly positive — meaning stocks and bonds move in the same direction — we believe 
other measures can help identify opportunities for diversification.
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Pivoting from correlation to differentiation
An additional measure we use to identify diversification opportunities in multi-asset 
portfolios is differentiation, which measures the volatility of the difference in returns 
between a pair of asset classes (over a rolling two-year period). The higher the 
volatility of that difference — higher differentiation — the more we can identify specific 
opportunities with the potential to add alpha to portfolios.



The concept of differentiation also underscores the importance of research and 
security selection. For example, if we hold a more neutral view on stocks versus bonds, 
employing security selection in our portfolios and identifying pockets of opportunity 
becomes even more critical.

Bottom line: It’s time to dig deeper into multi-asset portfolios
The conventional approach to diversification has relied heavily on correlation to help 
smooth out the investment journey. As we begin 2024 with this notion in question, 
we must explore other aspects of the market, like relative value trades, to identify 
opportunities for multi-asset portfolios to thrive.



Growth securities, at times, may not perform as well as value securities or the stock market in general and may be out of favor with investors. 
Value securities may be unprofitable if the market fails to recognize their intrinsic worth or the portfolio manager misgauged that worth. Risks 
are enhanced for emerging market issuers. There are risks associated with fixed-income investments, including credit risk, interest rate risk, 
and prepayment and extension risk. In general, bond prices rise when interest rates fall and vice versa. This effect is usually more pronounced 
for longer term securities. Mortgage- and asset-backed securities are affected by interest rates, financial health of issuers/originators, 
creditworthiness of entities providing credit enhancements and the value of underlying assets. Asset allocation does not assure a profit or 
protect against loss.
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