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Market Ethos 
Why it’s good to be Canadian  
Building on our July 8 Market Ethos – Bonds-equities: Diversification 
is harder to come by– this edition goes searching for diversification in a 
more correlated world. The stock-to-bond correlation is at the core of 
multi-asset portfolio construction, and from 2000 to 2020, it was 
negative. This makes the portfolio construction process much easier and 
allows you to enjoy decent returns with less risk or volatility. However, 
over the past few years, we have seen a dramatic rise in stock-bond 
correlations, which is a clear challenge for portfolios. 2022 was a tough 
year as both stocks and bonds fell simultaneously. And while nobody 
seems to be complaining about stocks going up and bonds doing okay, 
correlations have continued to climb.  

The vast majority of published content on this topic is very U.S.-centric, 
focusing mainly on the U.S. stock market and U.S. bond market. But we 
are Canadians, and proudly so. Being Canadian is actually a good thing, 
which we will explain shortly. But first, let’s look to see if this higher 
correlation problem is a global issue. The bad news is that it isn’t just the 
U.S. or Canada. Bond/equity correlations have risen substantially in 
most developed markets. The chart below includes a few other major 
markets; clearly, the trend is towards higher correlations. We would note 
this is a 5-year rolling correlation, so even though Japan may look like it 
still enjoys negative correlations, based on that upward trend, recent 
data is clearly positively correlated.  
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Rising correlations, from negative to positive, is a global problem

Australia Germany Canada UK US Japan

Source: Bloomberg, Purpose Investments

These are all domestic paired correlations of a country’s stock and bond market. But can we, as Canadians, lean on 
foreign bond markets to find some diversification? Unfortunately, since most developed market correlations move 
together, this does not seem to be a great source of diversification when you can’t get much from your domestic market. 
The following scatter chart shows year-end points of 5-year correlations. Across the x-axis is the Canadian equity to 
bond correlation, and the dots are correlations of Canadian equities to foreign bonds.  

While there may be some benefits to going global when equity/bond correlations are closer to zero in Canada, during 
periods of strong positive or negative correlations, everyone appears to be in the same boat. Given that we live in a 
more strongly positively correlated world today, going global probably doesn’t help too much.  
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Source: Bloomberg, Purpose Investments, 1970-2023, 5-year correlations, year end snapshots
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With most developed market bond/equity correlations moving higher together, it does provide evidence that this change 
is likely driven by global factors instead of country-specific factors. Inflation, specifically inflation volatility, appears to be 
a large contributor to correlations. Central banks tend to become much more active in changing overnight lending rates 
when inflation is on the move. Just in case you have missed the last couple of years, the latest bout of inflation saw the 
Fed Funds rate go from 0.25% to 5.5% in a mere 18 months.  

Even in the longer term, a strong relationship exists 
between central banks' changing rates and the 
equity/bond correlation. We are not implying 
causation. We’re simply highlighting that central 
bank rate changes occur when inflation is volatile. 
Regardless of who is to blame or if anyone is to 
blame, over the past 50 years, during periods when 
central banks have been more active with policy, 
equity/bond correlations tend to be higher. Given 
inflation is now fading, we are likely entering another 
bout of more active central bank rate changes. This 
would continue to support equity/bond correlations to 
remain elevated.  
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Look harder 

So, if bonds will be harder pressed to deliver that sweet diversification-smoothing factor for portfolios, what does it all 
mean? First off, bonds will work again if economic growth falters; we are very confident of this. So they are not broken, 
they are just not as ‘diversifying’ as they used to be. And given higher yields, there is the silver lining of higher expected 
returns from bonds. Perhaps investors could just suck it up and accept we are in a world where portfolio volatility will be 
higher than in the previous couple of decades. That is one option. 

But could we find some diversification from other sources? This is where it gets good to be Canadian. Switching back to 
U.S. bond/equity correlations for a moment, we looked at what provided diversification during historical periods of 
elevated correlations. Emerging market debt and equities provided a little, but it wasn’t great. But what really helped 
was commodities, specifically oil, gold, or even the broader commodities index.  

Looking at periods when the equity/bond correlation 
was elevated, over 0.2, bonds are not providing 
much diversification. During those periods, though, 
gold, oil, and commodities generally do. While 
encouraging, this does come with added costs and 
much higher absolute volatility. Bonds have a 
historic volatility (annualized standard deviation 
based on monthly performance) of around 5-6%. 
The broader commodities index is around 17%, gold 
19% and oil 36%. If you decide to lean into these 
‘diversifiers,’ don’t get carried away, as you are 
adding absolute risk at the same time.  
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This is where it’s nice to be Canadian. The TSX has a good amount of energy, gold, and broader commodities built into 
its composition. And while we do not like to focus on one year, it is worth noting that in 2022 when stocks and bonds 
were falling together, the TSX was one of the best equity markets globally.  

Final thoughts 

The bad news is that equity/bond correlations across developed markets often move in tandem, so it is harder to lean 
on international diversification to help out. And with central banks changing rates globally, this time in the downward 
direction, this higher-correlated world may persist. Commodities continue to offer a good source of diversification but 
with a much higher risk profile. That being said, a small addition may provide a larger portfolio impact. Clearly, they’re 
best used sparingly.  

The silver lining may be Canada, as the TSX is a commodity-tilted equity market. So, this does provide some built-in 
commodity-like diversification.  
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Source: Charts are sourced to Bloomberg L.P., Purpose Investments Inc., and Richardson Wealth unless otherwise noted. 
 
The contents of this publication were researched, written and produced by Purpose Investments Inc. and are used by Richardson Wealth Limited for information purposes only.  
 
*This report is authored by Craig Basinger, Chief Market Strategist at Purpose Investments Inc. Effective September 1, 2021, Craig Basinger has transitioned to Purpose Investments 
Inc. 
 
Disclaimers 
 
Richardson Wealth Limited  

The opinions expressed in this report are the opinions of the author and readers should not assume they reflect the opinions or recommendations of Richardson Wealth Limited or its 
affiliates. Assumptions, opinions and estimates constitute the author's judgment as of the date of this material and are subject to change without notice. We do not warrant the 
completeness or accuracy of this material, and it should not be relied upon as such. Before acting on any recommendation, you should consider whether it is suitable for your particular 
circumstances and, if necessary, seek professional advice. Past performance is not indicative of future results. The comments contained herein are general in nature and are not intended 
to be, nor should be construed to be, legal or tax advice to any particular individual. Accordingly, individuals should consult their own legal or tax advisors for advice with respect to the 
tax consequences to them. 

Richardson Wealth is a trademark of James Richardson & Sons, Limited used under license. 

Purpose Investments Inc.  

Purpose Investments Inc. is a registered securities entity. Commissions, trailing commissions, management fees and expenses all may be associated with investment funds. Please 
read the prospectus before investing. If the securities are purchased or sold on a stock exchange, you may pay more or receive less than the current net asset value. Investment funds 
are not guaranteed, their values change frequently and past performance may not be repeated.  

Forward Looking Statements 

Forward-looking statements are based on current expectations, estimates, forecasts and projections based on beliefs and assumptions made by author. These statements involve risks 
and uncertainties and are not guarantees of future performance or results and no assurance can be given that these estimates and expectations will prove to have been correct, and 
actual outcomes and results may differ materially from what is expressed, implied or projected in such forward-looking statements. Assumptions, opinions and estimates constitute the 
author’s judgment as of the date of this material and are subject to change without notice. Neither Purpose Investments nor Richardson Wealth warrant the completeness or accuracy 
of this material, and it should not be relied upon as such. Before acting on any recommendation, you should consider whether it is suitable for your particular circumstances and, if 
necessary, seek professional advice. Past performance is not indicative of future results. These estimates and expectations involve risks and uncertainties and are not guarantees of 
future performance or results and no assurance can be given that these estimates and expectations will prove to have been correct, and actual outcomes and results may differ materially 
from what is expressed, implied or projected in such forward-looking statements.  Unless required by applicable law, it is not undertaken, and specifically disclaimed, that there is any 
intention or obligation to update or revise the forward-looking statements, whether as a result of new information, future events or otherwise.  

Before acting on any recommendation, you should consider whether it is suitable for your particular circumstances and, if necessary, seek professional advice.  

The particulars contained herein were obtained from sources which we believe are reliable but are not guaranteed by us and may be incomplete. This is not an official publication or 
research report of either Richardson Wealth or Purpose Investments, and this is not to be used as a solicitation in any jurisdiction.  

This document is not for public distribution, is for informational purposes only, and is not being delivered to you in the context of an offering of any securities, nor is it a recommendation 
or solicitation to buy, hold or sell any security. 

Richardson Wealth Limited, Member Canadian Investor Protection Fund.  
Richardson Wealth is a trademark of James Richardson & Sons, Limited used under license.  
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