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What happens to stocks after the first rate cut? 
 
Key Takeaways 
• Historically stocks go higher after the first Fed rate cut.  

• Not all fed rate cuts are created equal.  For the stock 
market, the state of the economy when the Fed begins 
to cut rates is key to its success. 

• While stock markets have set new records on the 
hopes for a rate cut, investors should not throw caution 
to the wind. 

Stocks react to possible rate cut 
Stock markets have set new record highs in 2019.  The 
Dow Jones Industrial Average is up 15.4% through June 
30th.  The key driver is the expectation that the Federal 
Reserve Bank (Fed) will cut rates in 2019.  Markets 
expectations for rates, according to J.P. Morgan, currently 
predict a three-quarter point cut over the next year, taking 
federal funds rate to a range of 1.5% to 1.75% from their 
current 2.25 to 2.5%.  The rationale is that lower interest 
rates make it cheaper for consumers and companies to 
borrow, and that can drive the economy and stocks higher. 
Jerome H. Powell, the Fed chair, raised concern of a 
global slowdown, coupled with the trade war, as a 
significant downside risk, thus laying the groundwork for a 
rate cut. This would be the first rate cut since the Fed 
started hiking rates in December 2015.  Is the Fed 
decision to cut rates a good thing for the stock market or a 
sign of trouble ahead? History tells us not all rate cuts are 
created equal, and the timing of the rate cut is key to its 
success. To dissect the impact of a Fed rate cut, we look 
to history to see how stock markets have performed after 
the initial rate cut.   

Historical look at stocks after the first 
rate cut 
A study by Ned Davis 
Research looked at 
the 23 cases of initial 
rate cuts dating back 
to 1921.  It showed 
that the equity market 
historically did very 
well after an initial rate 
cut.  The Dow Jones 
Industrial Average 
(DJIA) climbed an 
average of 15% in the 
year after the first rate 
cut and was positive in 
18 out of 23 cases.   

To dig further, the 
study found that the 
stock market’s 
reaction to first rate cut 
depended on the state 
of the economy.  If the 
Fed was too late in its 
decision to cut rates 
and a recession was 
waiting in the wings, it 
found the impact of the 
initial cut was less effective.  In fact, in 2001 and 2007, 
which were the last two initial rate cuts by the Fed, the 
economy slid into a recession within three months in both 
instances and was unable to recoup losses in the equity 
markets. Within 12 months following the initial rate cut in 

First Cut Date 

DJIA % 
Change - 1 Yr. 

Later 
5/5/21 9.9 
5/1/24 33.8 
4/23/26 12.8 
8/5/27 14.3 
11/4/29 -7.9 
2/26/32 -29.8 
4/7/33 81.7 
2/5/54 39.4 

11/15/57 28.5 
6/10/60 6.0 
4/7/67 3.6 
8/30/68 -6.8 
11/13/70 7.0 
11/19/71 24.0 
12/9/74 41.7 
5/30/80 17.3 
11/2/81 16.0 
11/21/84 21.7 
6/6/89 17.2 
7/6/95 22.3 
9/29/98 26.4 
1/3/01 -7.8 

9/18/2007 -22.8 
Average 15.2   

Source: Ned Davis Research 
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September 2007, Lehman Brothers declared bankruptcy 
and the financial crisis was underway.  Over that 12-month 
period, the DJIA fell 22.8%.   

Not surprisingly, the study finds the returns on DJIA have 
been stronger on average when a recession did not occur 
within a year.  In the year after an initial rate cut for the 
non-recession cases, the DJIA averaged nearly 23.8%, 
while in the recession cases, DJIA gained 10.6%.   

Finally, global stocks outside the U.S. have also increased 
in the 12 months following first Fed rate cuts.  While global 
data is limited, Ned Davis Research finds that since the 
1980’s, the global stocks outside the U.S. as represented 

by the MSCI ACWI-ex US, have averaged around 5% a 
year after the Fed cut. 

Where do we stand today? 
Right now, the economy is in a sweet spot, that is while 
the economy is slowing, it certainly is not stalling.  The Fed 
recognizes that while unemployment remains near-record 
lows, job growth has slowed since last year.  In addition, 
wages are not rising fast enough to overheat the economy.  
If the Fed rate cut can avoid further economic shocks from 
the trade war between the U.S. and China, it can 
encourage growth by lowering the cost of borrowing and 
thus extend the economic cycle.  It’s certainly too early to 
tell, and not all on Wall Street are convinced of a rate cut.  
In the AssetMark Q2 Market Briefs, Jerry Chafkin cites that 
analysts from Deutsche Bank and Goldman Sachs have 
pointed out the market is frequently wrong about what the 
Fed is likely to do.  If the Fed falls short of market 
expectations, investors could see a selloff in stocks, as it 
did in December 2018. 

Conclusion 
History shows when the Fed cuts interest rates as a 
preventative measure, the increased benefit from lower 
interest rates could boost the equity markets.  However, 
just because the stock market is salivating at the prospect 
of a rate cut and hitting record highs, there’s no reason to 
throw caution to the wind. Whether the Fed is successful in 
extending the economic growth cycle is not guaranteed 
and investors should proceed with caution.  

 
 

 

 

 

 

 

IMPORTANT INFORMATION 

This report is for informational purposes only, and is not a solicitation, and should not be considered as investment 
or tax advice. The information has been drawn from sources believed to be reliable, but its accuracy is not 
guaranteed, and is subject to change.  

Investing involves risk, including the possible loss of principal. Past performance does not guarantee future 
results. Asset allocation alone cannot eliminate the risk of fluctuating prices and uncertain returns. There is no 
guarantee that a diversified portfolio will outperform a non-diversified portfolio in any given market environment. No 
investment strategy, such as asset allocation, can guarantee a profit or protect against a loss. Actual client results 
will vary based on investment selection, timing, and market conditions. It is not possible to invest directly in an index. 

AssetMark, Inc. is an investment adviser registered with the Securities and Exchange Commission. 
©2019 AssetMark, Inc. All rights reserved. 
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