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Unprecedented monetary stimulus coupled with extraordinary fiscal stimulus and potential supply chain disruptions stemming from the
Covid-19 pandemic have raised renewed concerns about the potential for upside shocks to inflation.

In 2021, inflation increased sharply, reaching 5.4% in the U.S. for the year ending in June, and maintaining that rate three months later.
Perhaps even more notably, U.S. core CPI, which strips out more volatile energy inputs, exceeded 4% for the first time since the early
1990s. Many have suggested these pressures may be short-lived, and longer-term expectations remain fairly well-anchored as of
September 2021. Nevertheless, uncertainty around the future path of inflation should prompt investors to question how different
inflationary outcomes can impact their portfolio. 

In our latest paper, we introduce measures that isolate the elements of inflation data that are most relevant to asset prices – in other
words, the “news” components of inflation. Using these measures, we find that both stocks and bonds have both underperformed in
environments of rising or surprisingly high inflation.

 
Inflation is a serious risk for investors with portfolios primarily consisting of stocks and bonds (0:38)
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We next evaluate other asset classes that are often considered to offer more resilience to inflation, including real estate, commodities, and
inflation-linked bonds. We show that allocations to some (but not all) of these asset classes can provide valuable diversification in
inflationary episodes and thus reduce portfolio sensitivity to inflation.

Evaluating the ability of real assets to protect against rising inflation (0:43)
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Diving deeper into the relationship between asset classes and inflation, we see a tendency for equities to also underperform during
periods of falling inflation – potentially due to these episodes having coincided with adverse growth shocks in our sample. This pattern
highlights the benefit to investors of strategies that might offer upside inflation protection without suffering in disinflationary recession
outcomes. 

Two strategies have tended to thrive during both upside and downside inflation surprises (0:38)
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We conclude by analyzing the impact of an allocation to a “real return” basket, including commodities, TIPS breakevens, price trend, and

1

https://www.aqr.com/Insights/Research/White-Papers/When-Stock-Bond-Diversification-Fails


This document has been provided to you solely for information purposes and does not constitute an offer or solicitation of an offer or any advice or recommendation to purchase
any securities or other financial instruments and may not be construed as such. The factual information set forth herein has been obtained or derived from sources believed by the
author and AQR Capital Management, LLC (“AQR”), to be reliable, but it is not necessarily all-inclusive and is not guaranteed as to its accuracy and is not to be regarded as a
representation or warranty, express or implied, as to the information’s accuracy or completeness, nor should the attached information serve as the basis of any investment decision.
This document is not to be reproduced or redistributed without the written consent of AQR. The information set forth herein has been provided to you as secondary
information and should not be the primary source for any investment or allocation decision.

Past performance is not a guarantee of future performance.

This presentation is not research and should not be treated as research. This presentation does not represent valuation judgments with respect to any financial instrument, issuer,
security, or sector that may be described or referenced herein and does not represent a formal or official view of AQR. The views expressed reflect the current views as of the
date hereof, and neither the author nor AQR undertakes to advise you of any changes in the views expressed herein. It should not be assumed that the author or AQR will make
investment recommendations in the future that are consistent with the views expressed herein, or use any or all of the techniques or methods of analysis described herein in
managing client accounts. 

The information contained herein is only as current as of the date indicated and may be superseded by subsequent market events or for other reasons. Charts and graphs provided
herein are for illustrative purposes only. The information in this presentation has been developed internally and/or obtained from sources believed to be reliable; however, neither
AQR nor the author guarantees the accuracy, adequacy, or completeness of such information. Nothing contained herein constitutes investment, legal, tax, or other advice, nor is it to
be relied on in making an investment or other decision.

There can be no assurance that an investment strategy will be successful. Historic market trends are not reliable indicators of actual future market behavior or future performance
of any particular investment, which may differ materially, and should not be relied upon as such. Target allocations contained herein are subject to change. There is no assurance
that the target allocations will be achieved, and actual allocations may be significantly different from those shown here. This presentation should not be viewed as a current or past
recommendation or a solicitation of an offer to buy or sell any securities or to adopt any investment strategy. The information in this presentation might contain projections or other
forward-looking statements regarding future events, targets, forecasts, or expectations regarding the strategies described herein and is only current as of the date indicated. There
is no assurance that such events or targets will be achieved and might be significantly different from that shown here. The information in this presentation, including statements
concerning financial market trends, is based on current market conditions, which will fluctuate and may be superseded by subsequent market events or for other reasons.
Performance of all cited indices is calculated on a total return basis with dividends reinvested. The investment strategy and themes discussed herein may be unsuitable for investors
depending on their specific investment objectives and financial situation. Please note that changes in the rate of exchange of a currency might affect the value, price, or income of
an investment adversely. Neither AQR nor the author assumes any duty to, nor undertakes to update forward-looking statements. No representation or warranty, express or implied,
is made or given by or on behalf of AQR, the author, or any other person as to the accuracy and completeness or fairness of the information contained in this presentation, and no
responsibility or liability is accepted for any such information. By accepting this presentation in its entirety, the recipient acknowledges its understanding and acceptance of the
foregoing statement. Diversification does not eliminate the risk of experiencing investment losses. 

Information for clients in Australia

AQR Capital Management, LLC is exempt from the requirement to hold an Australian Financial Services License under the Corporations Act 2001 (Cth). AQR Capital Management,
LLC is regulated by the Securities and Exchange Commission ("SEC") under United States of America laws, which differ from Australian laws. Please note that this document has
been prepared in accordance with SEC requirements and not Australian laws.

Information for clients in Canada

Canadian recipients of fund information: These materials are provided by AQR Capital Management (Canada), LLC, Canadian placement agent for the AQR funds.
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macro momentum, showing meaningfully improved resilience to the inflation environment.

Putting it all together – a balanced approach to addressing inflation risk (0:25)
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Information for clients in the EEA

AQR in the European Economic Area is AQR Capital Management (Germany) GmbH, a German limited liability company (Gesellschaft mit beschränkter Haftung; “GmbH”), with
registered offices at Maximilianstrasse 13, 80539 Munich, authorized and regulated by the German Federal Financial Supervisory Authority (Bundesanstalt für
Finanzdienstleistungsaufsicht, „BaFin“), with offices at Marie-Curie-Str. 24-28, 60439, Frankfurt am Main und Graurheindorfer Str. 108, 53117 Bonn, to provide the services of
investment advice (Anlageberatung) and investment broking (Anlagevermittlung) pursuant to the German Securities Institutions Act (Wertpapierinstitutsgesetz; “WpIG”). The
Complaint Handling Procedure for clients and prospective clients of AQR in the European Economic Area can be found here: https://ucits.aqr.com/Legal-and-Regulatory.

Information for clients in Hong Kong (Asia)

Please note for materials distributed through AQR Capital Management (Asia) This presentation may not be copied, reproduced, republished, posted, transmitted, disclosed,
distributed or disseminated, in whole or in part, in any way without the prior written consent of AQR Capital Management (Asia) Limited (together with its affiliates, “AQR”) or as
required by applicable law. This presentation and the information contained herein are for educational and informational purposes only and do not constitute and
should not be construed as an offering of advisory services or as an invitation, inducement or offer to sell or solicitation of an offer to buy any securities, related financial
instruments or financial products in any jurisdiction. Investments described herein will involve significant risk factors which will be set out in the offering documents for such
investments and are not described in this presentation. The information in this presentation is general only and you should refer to the final private information memorandum for
complete information. To the extent of any conflict between this presentation and the private information memorandum, the private information memorandum shall prevail. The
contents of this presentation have not been reviewed by any regulatory authority in Hong Kong. You are advised to exercise caution and if you are in any doubt about any of the
contents of this presentation, you should obtain independent professional advice.

Information for clients in the United Kingdom

The information set forth herein has been prepared and issued by AQR Capital Management (Europe) LLP, a UK limited liability partnership with its office at Charles House 5-11,
Regent St., London, SW1Y 4LR, which is authorised and regulated by the UK Financial Conduct Authority (“FCA”).

 

3


	You are now leaving AQR.com
	Quick Clips: When Stock-Bond Diversification Fails

