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Are Rate Cuts Good for Stock Markets?

For stocks, lower interest rates are generally positive as

they allow businesses to access cheaper financing for
Key Takeaways growing their business. Since 1970, looking at cumulative
stock returns after the Fed started to cut interest rates,
most of the time, stocks have been up one year later. The
one-year periods that had double-digit declines coincided
with the inflation spiral of the 70's and 80's, the bursting of
the dot-com bubble in 2000, and the great financial crisis
of 2008.

o A slowing job market raised the hope for interest
rate cuts.

o History tells us stocks fare well despite the
Fed’s poor track record for avoiding a recession.

As we span out three years after the first rate cuts, the
number of instances of negative returns declines, and it
has never been down for five years after the initial rate cut.
No surprise, stocks fared better when a recession was
avoided, but the gap in performance is smaller than one
would anticipate, even during a recession.

o Investors should prepare for a bumpier ride as
the Fed often cuts rates at precarious times in
the economy.
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economic activity and avoid a recession, should investors Sep-07 Yes -22% -21% 8%
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History shows us that the Fed has not had a good track Source: FactSet, FRED

record of cutting rates early enough to avoid a recession.
However, this has not necessarily spelled doom for stock
markets.



Summary Even for the skeptics who doubt whether the Fed can
engineer a soft landing (i.e., avoiding a recession while
keeping inflation in check), history shows that stocks have

The Fed has a challenging road ahead as it will need to fared reasonably well post-rate cuts in both scenarios.

recalibrate its policy to balance economic growth without
reigniting inflation. If the Fed can improve its batting
average, this time remains to be seen. On the one hand,
higher inflation and a weaker job market are weighing on
lower-income consumers, a sign of potential economic
cracks. On the other hand, the world's largest and most
profitable companies are investing record amounts in

While the past is no guarantee of the future, lower interest
rates generally have been positive for stocks. Of course,
the market never moves up in a straight line, and investors
should always be prepared for periods of volatility as the
Fed often cuts interest rates at precarious times in the

e . . economy.
artificial intelligence technology for future productivity
gains, which does not align with an imminent recession.
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