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Sources: JP Morgan Asset Management. Standard & Poor’s, Federal Reserve, J.P. Morgan 
Asset Management. For illustrative purposes only Average payoffs are calculated from 
increases in policy rates only. Data are as of 7/29/2014.
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Figure 4: Fed Funds Rate Target Changes and S&P 500 1-Week Total ReturnThe second and more important issue with the analysis 
shown in Figure 3 is that the existence of this negative 
relationship depends on the outsized effects of rate cuts. It 
makes sense that the market exhibits asymmetric responses 
to rate hikes and cuts since the former generally occur 
during slowly improving periods, while the latter often occur 

2%

4%

6%

ur
n

in response to swiftly deteriorating conditions. As a result, 
rate drops tend to be larger in magnitude than rate hikes and 
have a larger effect on stock prices as well.
Instead, with the fed funds rate at the zero lower bound, it 
makes more sense to focus on rate hikes, as shown in Figure 
5. Although forward one-week returns are still negative, each 
rate increase of 25 bps results in only a 10 bp decline in 
stocks that is not statisticall significant F rthermore one
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Sources: Standard & Poor’s, Federal Reserve, J.P. Morgan Asset Management. For 
illustrative purposes only Data are as of 7/29/14

stocks that is not statistically significant. Furthermore, one-
and three-month returns are positive on average precisely 
because rate hikes tend to occur in rising markets.
Thus, the direction and context in which rate changes occur 
are important. Unlike the results in Figure 3, focusing 
exclusively on rate hikes results in much smaller immediate 
impacts and much larger intermediate-to-longer-term equity 
outperformance
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illustrative purposes only. Data are as of 7/29/14.

Figure 5: Average S&P 500 Performance (increases only)

1989-2014, average response to a +25bps increase in the fed funds rate
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Figure 3: Average S&P 500 Performance (increases and decreases)
1989-2014, average response to a +25bps increase in the fed funds rate
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Sources: Standard & Poor’s, Federal Reserve, J.P. Morgan Asset Management. For 
illustrative purposes only Average payoffs are calculated from increases in policy
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illustrative purposes only. Average payoffs are calculated from increases in policy 
rates only. Data are as of 7/29/14.

Sources: Standard & Poor s, Federal Reserve, J.P. Morgan Asset Management. For 
illustrative purposes only. Average payoffs are calculated from both increases and 
decreases in policy rates. ** 1 week payoff is statistically significant at a 1% level. 
Data are as of 7/29/14.

3


