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What to Expect When You’re Expecting Rate Cuts 

After a little over a year of watching how their 525 basis points of interest rate increases has 

impacted growth and inflation, the Federal Reserve (Fed) finally began its rate cut cycle yesterday.  

While the economy, financial markets, and your financial plan are driven by more than changes in 

interest rate policies, policy changes still have important implications for these key inputs into 

achieving your goals.   

Economic Implications 

All else being equal, lower interest rates are a stimulus for economic growth via reduced borrowing 

costs for consumers and businesses.  That said, it takes time for that stimulus to flow through to 

the economy and interest rates will still be restrictive for near-term growth even now that cuts have 

begun.  As such, the start of the rate cut cycle will likely have little immediate impact on the already 

softening economy.  

Financial Market Implications 

From a financial market perspective, lower interest rates in a vacuum are a positive for companies 

as they reduce the cost of borrowing and increase the current value of future profits.  In practice, 

companies do not operate in vacuums, which means the reasons behind the rate cuts matter more 

for near-term performance.   

Past performance is no guarantee of future returns, but historically stocks have performed relatively 

better when rate cuts are gradual.  Gradual rate cut cycles occur when the Fed is not concerned 

about recession risks, implying underlying economic growth remains positive.   

The performance of high-quality bonds (e.g. long-term treasuries), by comparison, improves and is 

typically more comparable to stock performance.  This dynamic has already started to appear.   

Over the past six months1 the Bloomberg Barclays U.S. Aggregate Bond index benchmark for such 

bonds is up almost 6.5% (vs roughly 8% for global stocks).  By comparison, in the three years 

preceding that period that bond benchmark fell 7% (vs a 21% gain in global stocks).   

Ultimately, market performance will depend primarily on when the next recession occurs.  

Historically, rate cut cycles often begin too late to avert a nearer-term recession.  While we hope 

this time proves the exception rather than the rule, this dynamic leads us to remain defensively 

allocated in portfolios.  In practice this means trying to capture additional market upside to the 

extent possible while favoring blue-chip U.S. companies, treasuries, and other strategies that 

historically hold up better in risk-off markets should a recession occur.   

Financial Planning Implications 

Every financial situation is unique, but one starting point for understanding rate cut implications is 

having an expectation for how far rates are likely to fall.   

 
1 Data as of 9/18/24.   
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Currently, markets have priced in 250 basis points of rate cuts through the end of next year.  Our 

rule of thumb for refinancing mortgages and other types of debt is waiting until rates are 1%-2% 

lower than where you borrowed.  So, while the initial cut is usually too soon to refinance, it is a good 

time to start gathering the documentation you will need so that you are at the front of the queue 

when a more appropriate time to refinance arrives.   

Lower interest rates also reduce the attractiveness of holding excess cash.  For necessary cash (e.g. 

emergency funds or known upcoming expenses), think about taking advantage of current rate levels 

before those rates fall to a level that is less competitive versus inflation.  Similarly, consider putting 

excess cash to work in markets, as cash returns tend to lag those of diversified portfolios longer-

term.   

While Fed cut cycles and the recession risks associated with them are important cyclical 

milestones, they aren’t the only factor that matters – particularly over the long-term.  Stay invested 

and diversified, consider the implications of lower rates on your financial plan outside of financial 

markets, and contact your Advisor if you have any questions or would like to talk.   

Your O’Brien Team 

Disclosures: 

1. Registration with the SEC should not be construed as an endorsement or an indicator of investment skill, acumen or 

experience. 

2. Investments in securities are not insured, protected or guaranteed and may result in loss of income and/or 

principal.  Diversification does not eliminate the risk of market loss and, long-term investment approach cannot guarantee a 

profit. 

3. This communication may include opinions and forward-looking statements.  All statements other than statements of 

historical fact are opinions and/or forward-looking statements (including words such as “believe,” “estimate,” “anticipate,” 

“may,” “will,” “should,” and “expect”).  Although we believe that the beliefs and expectations reflected in such forward-looking 

statements are reasonable, we can give no assurance that such beliefs and expectations will prove to be correct.  Various 

factors could cause actual results or performance to differ materially from those discussed in such forward-looking 

statements.  All expressions of opinion are subject to change.  You are cautioned not to place undue reliance on these 

forward-looking statements. Any dated information is published as of its date only. Dated and forward-looking statements 

speak only as of the date on which they are made.  

4. Investment process, strategies, philosophies, portfolio composition and allocations, security selection criteria and other 

parameters are current as of the date indicated and are subject to change without prior notice. 

5. In general, investment in foreign issuer securities entails additional risks such as limited transparency and accounting 

overview, varying frequency, availability and quality of financial information, limited enforcement opportunities by US 

regulators, and limited shareholder rights and/or remedies. 

6. Unless stated otherwise, any mention of specific securities or investments is for illustrative purposes only.  Adviser’s clients 

may or may not hold the securities discussed in their portfolios.  Adviser makes no representations that any of the securities 

discussed have been or will be profitable. 

7. Market or market segment performance is stated for illustrative purposes only and does not reflect performance of actual 

client accounts.  Client performance is affected by advisory fees and transaction costs. 
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