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We believe in the old saying: a picture is worth a thousand 

words. Here, we aim to recap recent market action and provide 

some perspective to investors. 

June 2021 

HOW DOES THE MARKET PERFORM AROUND A CYCLE’S FIRST RATE HIKE? 

In the lead up to something big, the anticipation is often the worst part. The slow climb to the top of a roller coaster, the 

stomach-churning wait before a final exam. The same thing can be true in financial markets. Take last week, when the 

Federal Reserve semi-officially started the countdown clock on their hyper-easy monetary policy. While no action was 

taken (or even officially laid out), anticipation of events to come was enough to spook financial markets. 

Why? Easy monetary policy has been a big tailwind for the stock market over the last ~15 months. Facing the pandemic, 

the Fed cut interest rates to zero and rolled out an army of programs to shore up financial markets (to much success), so it 

makes sense that even the slightest hint at reversing these policies might cause the market some discomfort. Further, the 

Fed’s more more-hawkish tone could be taken as a sign that they’re willing to tighten policy sooner and more aggressively 

than expected in the name of limiting inflationary pressure. However, not only could tightening policy too soon inhibit 

economic growth and limit the strength of the recovery, but the Fed has repeatedly labelled the current bout of inflation 

‘transitory’ (while the market also remains skeptical that it will materialize). It’s a fine line to walk, but that’s the position 

the Fed finds itself in. And investors must navigate these decisions. 

So with the Fed thinking about easing off the gas a 

bit, what does history tell us about how the market 

performs around a cycle’s first rate hike? To examine 

that, we looked back at the initial rate hikes (in 1994, 

1999, 2004, and 2015) for four previous cycles. The 

gray lines are the S&P 500 performance for the 500 

trading days before and after those first hikes. The 

dark blue line is the average.  

The takeaway? The lead-up to and early days of a 

rate hike cycle shouldn’t be feared by investors. 

These periods tend to feature solid growth and 

healthy returns as the world returns to normalcy 

following whatever chaos came before (be it financial 

crisis or pandemic). Returns can be a bit choppy, but 

each individual year was well in the black over this 

time period and returns on both side of the first hike 

were in the double digits on average. Hard to spot a 

reason to be too bearish from that chart. 

Of course, that won’t stop the commentary and angst in the months ahead as the Federal Reserve tries to balance inflation, 

labor market issues, and one of the biggest economic turnarounds in modern history. And while higher interest rates could 

eventually challenge the stock market, the real worries don’t come until much later in a cycle (which, at this point, is many 

years away). Be sure to reach out to your Baird Advisor to discuss this or anything else on your mind. 
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Disclosures 

This is not a complete analysis of every material fact regarding any company, industry or security. The opinions expressed 

here reflect our judgment at this date and are subject to change. The information has been obtained from sources we 

consider to be reliable, but we cannot guarantee the accuracy.   

 

This report does not provide recipients with information or advice that is sufficient on which to base an investment decision.  

This report does not take into account the specific investment objectives, financial situation, or need of any particular client 

and may not be suitable for all types of investors.  Recipients should consider the contents of this report as a single factor 

in making an investment decision.  Additional fundamental and other analyses would be required to make an investment 

decision about any individual security identified in this report. 

 

For investment advice specific to your situation, or for additional information, please contact your Baird Financial Advisor 

and/or your tax or legal advisor. 

 

Fixed income yield and equity multiples do not correlate and while they can be used as a general comparison, the 

investments carry material differences in how they are structured and how they are valued. Both carry unique risks that the 

other may not. 

 

Past performance is not indicative of future results and diversification does not ensure a profit or protect against loss. All 

investments carry some level of risk, including loss of principal. An investment cannot be made directly in an index.  

 

Copyright 2020 Robert W. Baird & Co. Incorporated.  

 

Other Disclosures  

UK disclosure requirements for the purpose of distributing this research into the UK and other countries for which Robert 

W. Baird Limited holds an ISD passport. 

 

This report is for distribution into the United Kingdom only to persons who fall within Article 19 or Article 49(2) of the Financial 

Services and Markets Act 2000 (financial promotion) order 2001 being persons who are investment professionals and may 

not be distributed to private clients.  Issued in the United Kingdom by Robert W. Baird Limited, which has an office at 

Finsbury Circus House, 15 Finsbury Circus, London EC2M 7EB, and is a company authorized and regulated by the Financial 

Conduct Authority.  For the purposes of the Financial Conduct Authority requirements, this investment research report is 

classified as objective.   

 

Robert W. Baird Limited ("RWBL") is exempt from the requirement to hold an Australian financial services license.  RWBL 

is regulated by the Financial Conduct Authority ("FCA") under UK laws and those laws may differ from Australian laws.  This 

document has been prepared in accordance with FCA requirements and not Australian laws.   


