The Investment Institute
by UniCredit

Coffee Break

Coffee Break is our daily publication, offering topical
insights as an intellectual ingot to start the day.

Inflation shocks disrupt stock-bond diversification
benefits

25 March 2026

The short-term US stock-bond correlation has risen as persistent inflation,
energy pressure and shifting monetary expectations weigh on both markets.
The recent escalation of the Iran conflict has intensified this pressure by
driving energy prices higher and increasing risk premiums. As a result,
volatility remains elevated and diversification benefits have been
temporarily reduced.

CORRELATION ON THE MOVE: SHORT-TERM SWINGS, LONG-TERM SHIFTS
CORRELATION OF US EQUITIES AND US TREASURIES ACROSS DIFFERENT ROLLING WINDOWS
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Notes: Stocks are measured by the MSCI US Total Return Index, while bonds are measured by the Bloomberg US Treasury Index, using weekly
data. Sources: Bloomberg, UniCredit Investment Institute

THE CONTEXT
The stock-bond correlation has become a less reliable portfolio diversifier as geopolitical tensions, higher energy
costs and persistent inflation have reshaped the macro environment. The Iran conflict has increased inflation
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uncertainty and unsettled interest-rate expectations. As a result, the traditional diversification benefits of bonds in
equity sell-offs have diminished. In our view, two forces remain central: risk aversion, which usually supports bonds,
and inflation shocks, which lift yields. Currently, inflation shocks are dominating, leading to correlations becoming
more volatile and more prone to turning positive.

THE DATA

The chart shows the rolling 180-day (short-term) and 360-day (medium-term) correlations
between US equities and US government bonds. Historically, both series tend to be mostly
negative, offering consistent diversification benefits. Since 2023, however, this regime has
shifted. Rising inflation expectations, tighter monetary policy pricing and recurring geopolitical
tensions have pushed both correlation measures higher.

The 180-day correlation has been especially volatile. It moved sharply into positive territory
between 2023 and 2024 as markets reacted to repeated upside inflation surprises and abrupt
increases in yields. Brief periods of relief, e.g. between April and June 2024, when energy prices
eased and rate-cut expectations rose, proved temporary. The 360-day correlation has also been
trending higher since late 2023, reflecting a more persistent shift in the underlying macro
relationship. This longer-term measure confirms that the negative correlation regime, which
held for most of the 2010-2021 period, has weakened materially.

More recently, inflation expectations have climbed again. The renewed surde in dgeopolitical
risk linked to the Iran conflict, alongside growing concerns over energy-supply disruptions, has
further increased upward pressure on both measures. Elevated yields continue to weigh on
both equity valuations and bond prices, causing the two asset classes to fall simultaneously.
Overall, the data highlight how quickly correlation regimes can shift when deopolitical shocks
collide with inflation-driven rate dynamics, and why the 180-day measure is currently more
sensitive, while the 360-day measure signals a broader structural shift.

OUR VIEW

We expect the short-term correlation to remain elevated and volatile. Energy-driven inflation
pressures are weighing on growth expectations while also pushing yields higher. Against this
backdrop, these forces are likely to keep the stock-bond relationship positively aligned.

At the same time, a market-based stagflation or “slowflation” narrative (i.e. persistent inflation
combined with softer growth) could reinforce this pattern in the coming quarters. This narrative
has gained traction as markets price in weaker earnings prospects while yields remain under
upward pressure. Historically, such environments reduce the ability of bonds to hedde equity
drawdowns, increasing the likelihood of positive correlation. Building on this, energy remains
the key short-term driver. Should energy prices stay elevated, markets may anticipate tighter
monetary conditions or fewer rate cuts, both dynamics that tend to support greater correlation.

However, our medium-term outlook points to a different dynamic. From 2027 onward, we
expect a gradual move towards a disinflationary environment, supported by more stable
energy markets and solid growth. Historically, such conditions restore the negative stock-bond
correlation regime as inflation uncertainty fades and bonds redain their role as an effective
hedge. Under this scenario, correlations are likely to turn nedative again over time, improving
the diversification benefits of bonds in multi-asset portfolios.

As we return from the medium-term outlook to the current phase of short-term positive
correlation regimes, traditional equity-bond diversification becomes less effective. To stabilise
portfolios in such an environment, investors may benefit from broadening their opportunity
set. This includes adding exposure to commodities (particularly gold, which tends to perform
well during periods of elevated inflation and deopolitical stress) as well as allocating to
infrastructure and private markets, which offer altemnative income streams and different risk drivers.
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In addition, maintaining a strategic cash position can be valuable as it provides stability during
volatile phases and serves as dry powder for redeployment once market conditions improve.

OTHER THINGS TO NOTE

Cautious optimism on Middle East conflict

Iranian authorities announced that foreign ships would be allowed to cross the Strait of
Hormuz as long as they comply with the country’s regulations, which include the payment
of a fee. Meanwhile, the US has drafted a 15-point proposal for a ceasefire with Iran. The
plan, which has not been disclosed, was passed to Iran via Pakistan, according to reports.
Following the news, Brent has fallen below the USD 100/bbl threshold, and bonds and
stocks are performing well. That said, the situation remains very fluid, with Iranian
authorities publicly denying their active involvement in nedotiations with the US.

TODAY’S DATA RELEASES

Time (CET) Country Data Period UniCredit Consensus Previous
10:00 GE Ifo Business Climate Index Mar 85.0 86.3 88.6
10:00 GE Ifo business expectations (index) Mar 84.0 86.0 90.5
10:00 GE Ifo current assessment (index) Mar 86.0 86.2 86.7

Source: Bloomberg, The Investment Institute by UniCredit

Author
Dr. Thomas Strobel, Investment Stratedist (UniCredit Munich), thomas.strobel@unicredit.de

Editors

Edoardo Campanella, Director and Chief Editor of The Investment Institute (UniCredit, Milan)
edoardo.campanella@unicredit.eu

Francesco Maria Di Bella, FI Strategist (UniCredit, Milan), francescomaria.dibella@unicredit.eu

UniCredit S.p.A
The Investment Institute by UniCredit, Piazza Gae Aulenti, 4, 1-20154 Milan

www.the-investment-institute.unicredit.eu

www.the-investment-institute.unicredit.eu 3



mailto:thomas.strobel@unicredit.de
mailto:edoardo.campanella@unicredit.eu
mailto:francescomaria.dibella@unicredit.eu
https://www.the-investment-institute.unicredit.eu/en

The Investment Institute Coffee Break
by UniCredit 25 March 2026

Legal Notices

Glossary

Terms used in the report are available on our website: Our glossary

Marketing Communication

This publication/video constitutes a marketing communication of UniCredit S.p.A., UniCredit Bank Austria AG, Schoellerbank AG and
UniCredit Bank GmbH (hereinafter jointly referred to as the “UniCredit Group”) is addressed to the deneral public and is provided free of
charge for information only. It does not constitute investment recommendation or consultancy activity by the UniCredit Group or, even
less, an offer to the public of any kind nor an invitation to buy or sell securities. The information contained herein does not constitute an
investment research or financial analysis since, in addition to the lack of content, it has not been prepared in accordance with legal
requirements designed to promote the independence of investment research, and it is not subject to any prohibition on dealing ahead
of the dissemination of investment research.

UniCredit Group, including all its group companies may have a specific interest in relation to the issuers, financial instruments or
transactions detailed herein. Relevant disclosures of interests and positions held by UniCredit Group are available at: Conflicts of interest
Any estimates and/or assessments contained in this publication represent the independent opinion of the UniCredit Group and, like all
the information contained therein, are given in good faith on the basis of the data available at the date of publication, taken from reliable
sources, but having a purely indicative value and subject to chande at any time after publication, on the completeness, corre ctness and
truthfulness of which the UniCredit Group makes no guarantees and assumes no responsibility. Interested parties must therefore carry
out their own investment assessments in a completely autonomous and independent manner, relying exclusively on their own
considerations of the market conditions and the information available overall, also in line with their risk profile and economic situation.
Investment involves risk. Before any transaction in financial instruments please refer to the relevant offering documents. It should also
be noted that:

1. Information relating to the past performance of a financial instrument, index or investment service is not indicative of future results.

2. Iftheinvestment is denominated in a currency other than the investor’s currency, the value of the investment can fluctuate strongly
according to changes in exchange rates and have an undesirable effect on the profitability of the investment.

3. Investments that offer high returns can undergo significant price fluctuations following any downgrading of creditworthiness. In the
event of bankruptcy of the issuer, the investor may lose the entire capital.

4. High volatility investments can be subject to sudden and significant decreases in value, being able to generate significant losses at
the time of sale up to the entire capital invested.

5. In the presence of extraordinary events, it may be difficult for the investor to sell or liquidate certain investments or obtain reliable
information on their value.

6. If the information refers to a specific tax treatment, it should be noted that the tax treatment depends on the individual situation of
the customer and may be subject to change in the future.

7. If the information refers to future results, it should be noted that they do not constitute a reliable indicator of these results.
8. Diversification does not guarantee a profit or protect adainst a loss.

The UniCredit Group cannot in any way be held responsible for facts and/or damades that may arise to anyone from the use of this
document, including, but not limited to, damages due to losses, lost earnings or unrealised savings. The contents of the publication —
including data, news, information, imadges, graphics, drawings, brands, and domain names — are owned by the UniCredit Group unless
otherwise indicated, covered by copyright and by the industrial property law. No license or right of use is granted and therefore it is not
allowed to reproduce its contents, in whole or in part, on any medium, copy them, publish them and use them for commercial purposes
without prior written authorisation from UniCredit Group unless if purposes of personal use only. E 25/1
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