
For more information call a Wealth Manager at (800) 541-7774

Sources: Standard & Poor’s, Federal Reserve, JP Morgan Asset Management. For illustrative purposes only. Surprise and expected components are estimated from the 
Federal Funds Rate futures market. ** Coefficients are statically significant at a 1% level. *Coefficients are statistically significant at a 5% level. Data are as of 7/29/14.
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Forward Guidance

The third issue not addressed by Figure 3 is forward 
guidance, an important addition to the Federal Reserve’s 
policy tools. Forward guidance allows the FOMC to influence 
markets by setting expectations of future policy. As a result, 
credible forward guidance should minimize surprises in fed 

The stock market may experience higher levels of volatility 
when the Fed begins addressing the timing and path of rate 
hikes. However, these results suggest that once the market 
digests the Fed’s plans, forward guidance may help smooth 
further market volatility since expected rate hikes tend to 
only impact markets over short time horizons. On the other g p

funds rate changes such that any change that does occur 
should already be reflected in market prices.
We can test this pattern by separating the effects of 
“surprise” and “expected” rate changes using historical data 
from the fed funds futures market. For instance, if fed funds 
futures signal a 25 bp rate hike prior to the Fed’s 
announcement but a 50 bp rate hike is subsequently 
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hand, when markets are caught off guard by rate hikes, they 
have longer-lasting impacts. Thus, by minimizing surprises 
and allowing the markets to gradually adjust expectations, 
successful forward guidance should reduce the effects of rate 
hikes on stock returns and volatility.

announced, there is a 25 bp surprise. As shown in Figure 6, 
surprise rate moves explain negative stock market reactions 
over weekly and monthly time horizons and are statistically 
significant. In contrast, expected rate moves only have an 
effect over a one-week period. Longer time horizons have 
little impact or are positive for the reasons previously 
discussed.

Figure 6: Average Equity Market Sensitivity to Target Rate Increases
Surprise and expected +25bps fed funds rate increases, 1989-2014
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Sources: Standard & Poor s, Federal Reserve, J.P. Morgan Asset Management. For illustrative purposes only. Surprise and expected components are estimated from the 
Federal Funds Rate futures market. ** Coefficients are statically significant at a 1% level. *Coefficients are statistically significant at a 5% level. Data are as of 7/29/14.




