
A Recession is a Process not an Event

What does the first rate cut 
mean for stocks?

Select Dividend – September 2024

Recessions are a reflexive process defined by the 
labor market, the timing of which is dependent on 
when people start losing jobs. Confidence and 
spending then decline which ultimately feed into 
corporate earnings – the main driver for stock prices.

The ‘Sahm Rule’* worked historically because it 
identified higher unemployment due to job losses. 
But the employment rate is moving higher due to 
strong labor force growth through both higher 
worker participation and immigration. Further, the 
Sahm Rule relies on the Household Survey (“HS”), 
which may underrepresent the effects of 
immigration on unemployment compared to other 
sources like the Nonfarm Payrolls (“NP”). While NP 
does not provide unemployment data like HS, the 
comparison on employment offers a stark contrast.

Stocks can rally when the Fed cuts rates proactively

Central bankers are easy punching bags for Monday morning quarterbacks. Most investors remember the Fed’s 
mistakes, like Bernanke declaring the subprime crisis ‘contained’ in May 2007. The Fed has often been behind the 
curve and had to cuts rates in response to negative developments.

But many forget the proactive rate cuts that have paved the way for further equity gains. Greenspan’s mid-cycle 
course correction in 1995 might be the most canonical example. Proactive rate cuts in 1984 and 1966 led to further 
rallies and the 2019 cuts were on track until a global pandemic derailed the Fed’s plans. 

Source: Bloomberg, TS Lombard, Federal Reserve Bank of St. Louis as of 7/31/24. Past performance is no guarantee of future results. An index is unmanaged and unavailable for 
direct investment.
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S&P 500 tends to rally when the Fed cuts proactively
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Past performance does not guarantee future results.  Investing in securities involves risk, including the possibility of the loss of principal.

Please see Advisory Research’s Form ADV Part 2A, which is available upon request, for more information.

Advisory Research is providing this material for informational purposes only.  The information provided is not intended to recommend any 
company or investment described herein, and is not an offer or sale of any security or investment product or investment advice. Before 
making any investment decision, you should seek expert, professional advice and obtain information regarding the legal, fiscal, regulatory and 
foreign currency requirements for any investment according to the laws of your home country or place of residence. 

Certain information contained herein constitutes forward looking statements, projections and statements of opinion (including statements of 
financial market trends). Such information can typically be identified by the use of terminology such as “may”, “will”, “should”, “expect”, 
“anticipate”, “project”, “estimate”, “intend”, “continue” or “believe” or comparable terminology. All projections, opinions and forward 
looking statements are based on information available to Advisory Research as of the date of this presentation, and Advisory Research’s 
current views and opinions, all of which are subject to change without notice. Due to various risks and uncertainties, actual events or results 
may differ materially from those reflected or contemplated in forward looking statements. Additionally, information and views presented 
herein may be drawn from third-party or public sources which are believed, but not guaranteed, to be reliable and which have not been 
verified for accuracy or completeness.

Advisory Research’s strategies are actively managed and not intended to replicate the performance of any cited index:  the performance and 
volatility of Advisory Research’s investment strategies may differ materially from the performance and volatility of a cited index, and their 
holdings will differ significantly from the securities that comprise the index.  You cannot invest directly in an index, which does not take into 
account trading commissions and costs. 

Advisory Research is an investment adviser in Chicago, IL. Advisory Research is registered with the Securities and Exchange Commission (SEC).  
Registration of an investment adviser does not imply any specific level of skill or training and does not constitute an endorsement of the firm 
by the Commission. Advisory Research only transacts business in states in which it is properly registered or is excluded or exempted from 
registration.  A copy of Advisory Research’s current written disclosure brochure filed with the SEC which discusses among other things, 
Advisory Research’s business practices, services and fees, is available through the SEC’s website at: www.adviserinfo.sec.gov
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