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Amid growth uncertainty, inflation disappointments and dovish central bank shifts, 
the typical correlation between equities and bonds—that sees equities fall when 
bond yields decline—has broken down. How to interpret this apparent disconnect 
and what it’s telling us about growth and future asset performance is Top of Mind. 
We speak with Bridgewater’s Ray Dalio, who thinks recent price action makes sense 
given the Fed’s easier stance, but that limits on further monetary policy easing—
among other political and geopolitical factors—will ultimately bring about a major 
negative shift in growth and markets. GS strategists agree that there’s no disconnect 
in markets because under the surface risky assets have reflected growth concerns—

not just bonds. But GS Chief Economist Jan Hatzius argues that the bond market is too concerned about growth, and 
perhaps not concerned enough about the direction of Fed policy, with the costs of easing now potentially outweighing 
the benefits. We share our views on how to position here (focus on “up in quality” for now), as does Dalio (diversify!).

To the extent that there is some difference of view 
between bond market and equity market investors—with 
the bond market more pessimistic about growth than the 
stock market—I would side a bit more with the stock 
market. That’s because it seems to me that the growth 
outlook, while clearly not as strong as in 2017/2018, is 
still pretty decent. 

- Jan Hatzius

“

When the Fed shifted to a much easier stance, it made 
sense that both interest rates fell—which was good for 
bonds—and stock prices rose. But the power to do this 
is limited. Think of central banks cutting interest rates 
and purchasing financial assets (QE) as shooting doses of 
stimulants into their economies and markets. There is 
now only a limited amount of stimulant left in the bottle, 
and the sooner we use it, the sooner it will run out. 

- Ray Dalio

“
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The stock-bond disconnect 
10-year US Treasury yield, %; S&P 500, index (rhs) 
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Rising odds of recession cuts 
Market-implied probability of policy actions over the next 12 months, % 

Moving in tandem 
10-year US inflation breakeven, %; probability Fed does not cut by ≥100bp, % (rhs) 
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Negative territory 
Negative yielding sovereign debt, $ tn 

Germany: Yielding below Japan 
German and Japanese yield curves, % 
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Stock prices have risen alongside falling interest rates… …and the yield gap currently equals 380bp 

Cyclicals vs. defensives are pricing US growth of ~1.5%... …and policy uncertainty has weighed on equity valuations 

The S&P 500 appears to be trading near fair value... …and we see the index moving largely sideways through year-end 
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The current yield 
gap is in line with 

model-implied 
levels, and we see 

it widening slightly 
by year-end
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Risk up, bonds down 
Global beta index*; US 10-year Treasury yield, % (rhs) 

Looking stretched 
Historical percentile ranks* 
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Defensive flavor 
Cum. excess returns on a monthly rebalanced long-short strategy of 

broad HY vs. CCC-rated bonds, %; HY cum. excess returns, % (rhs) 

Performing at full-employment  
Performance of long strong vs. weak balance sheet stocks before and 

after US unemployment dips below 4.5% 
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60/40 equity/bond portfolios had their best 1H in decades… … but investors have also increased allocations to “safe” 

assets 

Equity fund flows have been as negative as during the GFC… …while low-vol stocks have performed particularly strongly  

Monetary policy has been the main driver of risk appetite… …but better growth is likely needed to sustain the current rally 
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