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Stocks & bonds rally on Fed pivot to rate cuts       
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Stocks and bonds always rally in the period between the end of a Fed rate hike cycle 

and the first rate cut - this time will be no exception 

The Fed released extremely dovish guidance at the latest FOMC meeting on December 

14. This has prompted the market to expect the commencement of a Fed rate-cut cycle 
in 2Q24F, denoting this as a period between the end of a rate hike cycle and the first rate 

cut. Historically, stocks and bonds have rallied during such a period, a bullish sentiment 
sparked by anticipation of monetary policy loosening. If this phenomenon does replicate, 

we should be optimistic about stock and bond performance before the first rate cut. Since 
the 1990s, there have been six periods in which the Fed ended rate hikes to start for rate 
cuts. Excepting 2000, when the S&P 500 plummeted 8% on the dotcom bubble burst, the 

other five periods all saw the index soar, with the smallest rise being 12%, while the 
largest hit 33%. US 10-year Treasury yields tumbled during all six periods, falling by a 

range of 74-220bps. 

Perhaps investors will be concerned about the rally being caused by rate-cut 

expectations, as they had been priced in, to a certain extent, by the stock and bond 
markets. This concern may be overwrought, as the S&P 500 has rallied just 4.4% since the 

interest rate peaked on July 26 and the Treasury yield has hovered around 3.9%, a far cry 
from the historic minimum rise of 12% for the index and the historic minimum decline of 

74bps for the Treasury yield. 

Stock market performance hinges on the economy after Fed begins rate cuts 

While having almost always rallied after the Fed ends rate hikes and prepares to begin 
rate cuts, stock market performance has varied widely after the Fed actually started to 

cut. The key is the economy. If the economy moves toward a soft landing, stock market 
bullishness continues, as in 1995 and 1998. If the economy slips into a recession, the stock 

market turns bearish, as in 1989, 2001 and 2007. Some market participants worry that if 
the Fed keeps the federal funds rate higher for excessively long, US consumption will 

eventually be hit, leading to a recession. Nonetheless, we predict a US soft landing in 
2024 as a base scenario, foreseeing the current stock bull run extending past the Fed cuts. 
Our rationale is based on the assumption of a preemptive Fed cut as soon as possible, 

and the fact that the Biden administration is maintaining its expansionary fiscal policy. 

Manufacturing new-orders-to-inventory ratio greater than 1 for 6 months, a clear sign 

of restocking 

The service sector, which has benefitted from post-pandemic “revenge consumption”, 
could cool off in 2024, in the aftermath of rate hikes. By contrast, the manufacturing 
sector, having gone through inventory adjustment for over 18 months, is at the start of a  

restocking cycle. Its new-orders-to-inventory ratio has exceeded one for six consecutive 
months, indicating the positive phenomenon of order increases and inventory decreases 

in tandem. This presages expanded manufacturing activity over the next three to six 
months, supporting a Taiex bull run. 

Valuation & Action 

Historically, both stocks and bonds have rallied during the period between the end of a 

rate hike cycle and the first rate cut. We are now in such an environment. We therefore 
forecast the Taiex to challenge a peak of 18,000 points in 1Q24, and hit 20,000 points by 

the end of the year. Our top picks are Chung-Hsin Electric & Machinery (1513 TT, 
NT$117.5, OP), Evergreen Aviation Technologies Corp (2645 TT, NT$110.5, OP), 

Evergreen Aviation, DPI (4572 TT, NT$168.5, OP), CTCI (9933 TT, NT$42.2, OP), TSMC 
(2330 TT, NT$585, OP), Elite Material (2383 TT, NT$366.5, OP), Alchip (3661 TT, NT$3365, 

OP), Compeq (2313 TT, NT$72, OP), Auras (3324 TT, NT$342.5, OP), Chenbro (8210 TT, 
NT$261, OP) and HD Renewable Energy (6873 TT, NT$123, OP).. 
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All the above named KGI analyst(s) is SFC licensed person accredited to KGI Asia Ltd to carry on the 

relevant regulated activities. Each of them and/or his/her associate(s) does not have any financial interest in 

the respectively covered stock, issuer and/or new listing applicant. 

Disclaimer 
All the information contained in this report is not intended for use by persons or entities located in or residing in jurisdictions which restrict the distribution of this information by KGI Asia 
Limited (“KGI”) or an affiliate of KGI. Such information shall not constitute investment advice, or an offer to sell, or an invitation, solicitation or recommendation to subscribe for or invest 
in any securities or investment products or services nor a distribution of information for any such purpose in any jurisdiction. In particular, the information herein is not for distribution and 
does not constitute an offer to sell or the solicitation of any offer to buy any securities in the United States of America, or to or for the benefit of United States persons (being residents of the 
United States of America or partnerships or corporations organised under the laws of the United States of America or any state, territory or possession thereof). All the information contained 
in this report is for general information and reference purpose only without taking into account of any particular investor’s objectives, financial situation or needs. Such information is not 
intended to provide professional advice and should not be relied upon in that regard. 

Some of KGI equity research and earnings estimates are available electronically on www.kgi.com.hk. Please contact your KGI representative for information. The information and opinions 
in this report are those of KGI internal research activity. KGI does not make any representation or warranty, express or implied, as to the fairness, accuracy, completeness or correctness of 
the information and opinions contained in this report. The information and opinions contained in this report are subject to change without any notice. No person accepts any liability 
whatsoever for any loss however arising from any use of this report or its contents. This report is not to be construed as an invitation or offer to buy or sell securities and/or to participate in 
any investment activity. This report is being supplied solely for informational purposes and may not be redistributed, reproduced or published (in whole or in part) by any means for any 
purpose without the prior written consent of KGI. Members of the KGI group and their affiliates may provide services to any companies and affiliates of such companies mentioned herein. 
Members of the KGI group, their affiliates and their directors, officers and employees may from time to time have a position in any securities mentioned herein.  


