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The Fed just made the first rate cut in 2025 and there are 2 more coming before
2026. Look back 20 years and find out what or how the market respond to the cut.
Explain and tabulate your findings.

Historically, the market's response to the Fed cutting rates has been mixed,
depending heavily on the economic context and the reasons for the cuts. When
the Fed cuts rates to avert a recession, the initial market reaction can be negative
or volatile. However, if the cuts are a "soft landing" scenario, where the economy
is slowing but avoiding a recession, the market often reacts positively.

Analysis of Market Response to Rate Cuts (2005-2025)

The period from 2005 to 2025 provides several examples of how the market has
responded to Fed rate cuts.

« Pre-Recession (2007-2008): In the lead-up to the Global Financial Crisis, the
Fed began cutting rates in late 2007. Initially, the market reacted positively, as
investors hoped the cuts would prevent a severe downturn. However, as the
depth of the crisis became clear, the market plummeted. This shows that while
the market may welcome rate cuts, the underlying economic conditions are a
more significant driver of long-term performance.

« Soft-Landing Scenario (2019): The Fed cut rates in 2019 amid concerns about
global economic growth and trade tensions. The market responded favorably,
reaching new highs. This period is a classic example of a "soft-landing"
scenario, where rate cuts were seen as a proactive measure to sustain
economic expansion rather than a reaction to a crisis.
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o Post-Pandemic (2020-2024): In 2020, the Fed slashed rates to zero to
combat the economic fallout from the COVID-19 pandemic. This aggressive
easing, coupled with fiscal stimulus, helped fuel a rapid market recovery and a
prolonged bull run. However, the subsequent rate-hiking cycle in 2022-2023
was a significant headwind for the market, which then recovered in 2024 as
expectations for future rate cuts began to mount.

e 2025 Rate Cut Cycle: The recent rate cut in September 2025 was widely
anticipated and, as a result, had a muted initial reaction. The market had
already priced in the move based on signs of a softening labor market and
stabilizing inflation. The S&P 500, which had reached new highs earlier in the
year in anticipation of these cuts, continued to hold near record levels. The
future market response depends on the Fed's guidance for the remaining cuts
and whether the economy can avoid a significant recession.

Tabulated Findings

Period

2007-2008

2019

2020

2025
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Reason for Rate Cuts

Response to Global
Financial Crisis

Proactive measure to
sustain economic
growth amid trade
tensions.

Emergency response
to the COVID-19
pandemic.

Response to
softening labor
market and
persistent inflation.

S&P 500 Response

Initially positive, but
then a sharp decline
as the recession
deepened.

Positive, reaching
new highs.

A sharp recovery and
start of a prolonged
bull market, fueled by
stimulus.

Muted, as the move
was already priced in
by the market.

Key Takeaway

The underlying economic
health is more important
than the rate cut itself.

"Soft-landing" cuts can
be a significant catalyst
for market growth.

Aggressive easingin a
crisis canlead to a
powerful recovery.

The market's reaction is
often tied to expectations;
a well-telegraphed move
may not cause a
significant reaction.



