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First rate cut correlated with stock market drawdown 

Sources: Bloomberg, Strategas, and Wells Fargo Investment Institute. Data as of June 10, 2024. Fed = Federal Reserve. *S&P 500 Index price return reflects return from the first Fed rate cut to the 
subsequent market low. Data labels indicate the year of the initial Fed rate cut. An index is unmanaged and not available for direct investment. Past performance is no guarantee of future results. 

Why investors should not equate the first Fed rate cut as an all-clear stock market signal  

A major driver of equity returns this past year has been the progress on bringing inflation down and the resultant switch 
in investor focus, from fearing potential future Federal Reserve (Fed) rate hikes to cheering potential future Fed rate 
cuts. This week’s chart addresses a common question around the topic — how has the market reacted to prior rate cuts? 

Historically, the arrival of a Fed rate cut cycle has tended to coincide with a sizable stock market drawdown. The chart 
above illustrates this by plotting the S&P 500 Index return along with the days from the first Fed rate cut in a cycle to 
the subsequent index low. Since 1974, the average drawdown has been roughly 20% over the 250 days following the 
first Fed rate cut. In other words, investors should not equate the first rate cut as an all-clear stock market signal.  

What it may mean for investors 

In our view, investor focus should be on the rationale for the cut. If the Fed tweaks policy to adjust real rates for falling 
inflation, we believe stocks should likely perform well over the tactical time frame. Alternately, if the Fed is forced to cut 
aggressively in response to a macro or market disruption, we would expect stock performance to suffer. Our forecast 
more closely resembles the former scenario, with our year-end 2025 S&P 500 Index target range at 5600 – 5800. We 
remain favorable on U.S. Large Cap Equities and would view periods of equity market weakness as potential 
opportunities.  
Austin Pickle, CFA; Investment Strategy Analyst Excerpted from Investment Strategy (June 17) 
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Risk Considerations 

Forecasts, estimates, and projections are not guaranteed and are based on certain assumptions and views of market and economic conditions which are subject to change.  
Each asset class has its own risk and return characteristics.  The level of risk associated with a particular investment or asset class generally correlates with the level of return the 
investment or asset class might achieve. Stock markets, especially foreign markets, are volatile.  Stock values may fluctuate in response to general economic and market 
conditions, the prospects of individual companies, and industry sectors.   

Definitions  

S&P 500 Index is a market capitalization-weighted index composed of 500 widely held common stocks that is generally considered representative of the U.S. stock market.   

An index is unmanaged and not available for direct investment. 

General Disclosures 

Global Investment Strategy (GIS) is a division of Wells Fargo Investment Institute, Inc. (WFII). WFII is a registered investment adviser and wholly owned subsidiary of Wells 
Fargo Bank, N.A., a bank affiliate of Wells Fargo & Company. 

The information in this report was prepared by Global Investment Strategy. Opinions represent GIS’ opinion as of the date of this report and are for general information 
purposes only and are not intended to predict or guarantee the future performance of any individual security, market sector or the markets generally. GIS does not undertake to 
advise you of any change in its opinions or the information contained in this report. Wells Fargo & Company affiliates may issue reports or have opinions that are inconsistent 
with, and reach different conclusions from, this report. 

The information contained herein constitutes general information and is not directed to, designed for, or individually tailored to, any particular investor or potential investor.  
This report is not intended to be a client-specific suitability or best interest analysis or recommendation, an offer to participate in any investment, or a recommendation to buy, 
hold or sell securities. Do not use this report as the sole basis for investment decisions. Do not select an asset class or investment product based on performance alone. Consider 
all relevant information, including your existing portfolio, investment objectives, risk tolerance, liquidity needs and investment time horizon. The material contained herein has 
been prepared from sources and data we believe to be reliable but we make no guarantee to its accuracy or completeness. 

Wells Fargo Advisors is registered with the U.S. Securities and Exchange Commission and the Financial Industry Regulatory Authority, but is not licensed or registered with any 
financial services regulatory authority outside of the U.S.  Non-U.S. residents who maintain U.S.-based financial services account(s) with Wells Fargo Advisors may not be 
afforded certain protections conferred by legislation and regulations in their country of residence in respect of any investments, investment transactions or communications 
made with Wells Fargo Advisors.  

Wells Fargo Advisors is a trade name used by Wells Fargo Clearing Services, LLC and Wells Fargo Advisors Financial Network, LLC, Members SIPC, separate registered broker-
dealers and non-bank affiliates of Wells Fargo & Company. PM-12212025-6723515.1.1 
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