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Is Past Performance a Guarantee 
of Future Results? 

Cash is king. This is a phrase that we have been hear-

ing in the media for a while, especially given the cur-

rently high level of short-term interest rates. As a re-

sult, many investors have chosen to exit the markets 

and increase their allocations to cash in their portfo-

lios. But is cash really king? It goes without saying 

that a reasonable allocation to cash is a prudent 

measure in most portfolios. However, a problem 

emerges when investors seek allocations to cash in 

an overwhelming manner, reaping potential benefits 

in the short term, but leaving their portfolios exposed 

to missing market rallies over the long term.

 

Over the past 18 months, markets experienced the 

most aggressive rate hike cycle of the last 40 years. 

From March 2022 to July 2023, the Fed Funds Rate rose 

from a mere 0.25% to 5.50%. This took a big toll on 

Fixed Income investors, represented by the Bloomberg 

US Aggregate Index, which is on track to post dou-

ble-digit losses over a three-year period after dropping 

12.9% from December 2020 to November 2023.

While the long-term macroeconomic outlook re-

mains challenging, history gives investors reasons to 

be optimistic. Over the last 40 years, both corporate 

and sovereign bonds have performed well after Fed 

rate hike pauses. For the following analysis, we used 

the Bloomberg US Aggregate Index to represent 

Core Bonds, the Bloomberg US Corporate Bond In-

dex for Investment Grade Corporate Debt, the 

Bloomberg US Corporate High Yield Bond Index for 

High Yield Corporate Debt, the Bloomberg US Mort-

gage-Backed Securities Index for MBS investments, 

and the Bloomberg US Treasury Bellweathers 10 Year 

Index for Treasuries as market proxies. If we take a 

quick glimpse into how these indexes performed af-

ter Fed rate pauses since 1984, we see that, on aver-

age, Fixed Income has returned 7.54% over the next 

6 months, 12.22% over the next 12 months, and 

23.25% over the next 24 months. Bearing in mind 

that this is a very broad analysis, it nonetheless al-

lows us to get an idea of what has happened within 

the Fixed Income realm.

Along the same lines, let us look at the performance 
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of U.S. equities over the same period, using the S&P 

500 as a proxy for large cap stocks, the S&P 400 for 

mid cap, and the Russell 2000 for small cap.  Since 

1984, equities have traded higher an average of 

7.84% in the 6 months following the last rate hike, 

13.54%, over the following 12 months, and 27.08% 

over the following 24 months.

Fed Rates Cycles 

However, let us do a more detailed analysis of each 

Fed cycle so that we can compare the current market 

situation to previous ones. Starting with the early 

1980s, with Paul Volcker as Fed president, the US 

economy was experiencing what came to be known 

as the “Great Inflation”. The Fed’s target rate was at 

14% at the beginning of 1980, reaching 20% by the 

end of 1981, and later stabilizing below 10% after No-

vember 1984. For purposes of this study, we consider 

the Fed pause as the last interest rate hike of this pe-

riod, which happened in August 1984. Looking at the 

performance of the indices, Fixed Income returned 

11.36% over the following 6 months, 26.28% over the 

following 12 months and 56.47% over the following 

24 months, with Treasuries posting an astonishing 

69.67% return over that 24-month period. Is import-

ant to note that during this cycle, 10-year treasury 

yields were above 12%. At the same time, U.S. Equi-

ties posted gains of approximately 11%, 16%, and 

50% over the following 6-, 12-, and 24-month peri-

ods, respectively.

After the Volcker period, Alan Greenspan took over 

as Fed Chair in August of 1987 and carried on a mod-

erate hiking cycle to fight inflation. On September 4, 

1987, the Fed Funds rate saw its last hike just a few 

weeks before the Black Monday stock market crash. 

Looking at the performance of the indices, Fixed In-

come returned 9.93% over the following 6 months, 

13.74% over the following 12 months and 25.53% over 

the following 24 months. Not surprisingly, equities 

underperformed in the months following the 1987 

crash, retreating nearly 17% over the following 6 

months, ending down 12.5% the following 12 months, 

but turning positive over the following 24 months 

with returns near 10.5%. After a short period of cuts 

following the Black Monday crash, the Fed started a 

History As Our Teacher: Historical Performance of Various Assets through 6, 12, and 24 Months 
After the Last Rate Hike in a Monetary Tightening Cycle.

Source: Insigneo, Bloomberg, as of 12/23

—  6 months        —  12 months        —  24 months
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new hiking cycle to fight inflation, which ended on 

February 24, 1989. At that point, the Fed decided that 

monetary policy was in line with expectations and 

the United States entered an eight-month recession 

known as the Gulf War Recession. Looking at the 

performance of the indices, Fixed Income returned 

8.25% over the 6 months following the last hike, 

9.30% over the following 12 months and 21.60% over 

the following 24 months, with High Yield heavily un-

derperforming the market. Over this period, equities 

posted returns of approximately 20%, 10.5%, and 

20% for the subsequent 6-, 12-, and 24 months after 

February of that year.

After this short recession, the United States under-

went an expansion period for a few years, seeing 

GDP rise as much as 4% in 1994. This economic ex-

pansion pushed prices and inflation higher, which led 

the Fed to raise interest rates to maintain sustainable 

economic growth. Shockingly, the Fed Funds rate al-

most doubled in one year, going from 3.25% to 6% 

by February 1995. Looking at the performance of the 

indices, Fixed Income returned 8.59% over the fol-

lowing 6 months, 13.48% over the following 12 months 

and 21.01% over the following 24 months. At the same 

time, U.S. equities posted gains of 18.5% over the 

subsequent 6 months following the last hike, 32.9% 

over 12 months, and an astounding 56.8% over the 

following 24 months. The 90s expansion came to an 

end with the Dot-Com Bubble at the completion of 

the decade. With the Nasdaq index growing 400% 

from 1995 to 2000, the Fed stepped in to control in-

flation by raising rates from June 1999 to May 2000. 

Looking at the performance of the indices, Fixed In-

come returned 5.16% over the following 6 months, 

10.99% over the following 12 months, and 18.16% over 

the following 24 months. During this period, equities 

experienced volatile returns which is understandable 

in light of the expansion and eventual bursting of the 

Dot-Com Bubble. In fact, equities declined nearly 4% 

in the 6 months following the last rate hike in May of 

2000, rose 2% in the following 12 months, and post-

ed a decline of 1.42% over the following 24 months. 

Due to the Dot-Com Bubble burst, the Fed dropped 

the reference rate from 6.5% to 1.0% in two years to 

boost the country’s economic recovery after the 

eight-month recession produced by the stock mar-

ket meltdown. The US economy experienced a 

strong recovery underpinned by low interest rates 

which pushed GDP growth up to 3.9% during 2004 

and 2005. Led by Greenspan and Ben Bernanke, the 

Fed took a similar approach to the one observed 

during the Dot-Com bubble to tame inflation, raising 

rates from June 2004 until June 2006. Looking at the 

performance of the indices, Fixed Income returned 

6.04% for the following 6 months, 7.15% for the fol-

lowing 12 months, and 13.07% for the following 24 

months. Equities posted positive returns of 9.3%, 

8.5%, and 4.05% over the 6-, 12-, and 24-month pe-

riods following the last rate hike of this cycle.

Finally, after cutting rates to almost 0% following the 

Housing Market Crash of 2008, the Fed kept rates 

abnormally low for a period of seven years. However, 

on December 17, 2015, the Fed started a new moder-

ate hiking cycle under Janet Yellen’s administration, 

ending on December 20, 2018, under Jerome Pow-

ell’s administration, as the economy showed signs of 

recovery. Looking at the performance of the indices 

over this period, Fixed Income returned 7.50% for the 

following 6 months, 10.57% for the following 12 

months and 19.22% for the following 24 months. Eq-

uities registered meaningful gains over the same pe-

riod, seeing the averages rise 17.8%, 27.7%, and close 

to 50% over the subsequent 6-, 12-, and 24 months 

following the last rate hike in this cycle. 

   

If we observe the average return of the different 

Fixed Income indices over the last 40 years, the US 

Treasury 10 Year Notes outperformed nearly every 

other index in this asset class, regardless of the na-

ture of the Fed cycle. Even if we remove Volcker’s pe-

riod, where treasuries saw a 24-month return of 

69.67%, 10 Year Treasuries still outperformed every 
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other index during the first 6 months after a pause in 

rate hikes, seeing an average return of 8.8%. Addi-

tionally, US Treasuries were only outperformed by IG 

Corporate Bonds over the 24-month period. For the 

12-month period, Treasuries’ average performance 

was below MBS and IG Corp Bonds returns.

On the other hand, High-Yield bonds, on average, 

have underperformed the rest of the group in every 

period after a Fed Pause. While, in theory, High-Yield 

bonds are the securities with more room for recovery 

once rate cuts begin, in practice, these investments 

need the right backdrop to outperform. To this point, 

High-Yield bonds outperformed Fixed Income indi-

ces during the 1995 cycle, amid economic growth 

and rate hikes that were designed to control inflation. 

During other Fed cycles, the US economy has faced 

the prospect of recessions or market downturns that 

affected High Yield issuers with weak credit funda-

mentals. In other words, if rate cuts are implemented 

for the wrong reasons, High Yield Corporate Bonds 

tend to underperform. Finally, IG Corporate Bonds, 

Core Bonds and MBS have registered in-line perfor-

mance during different market cycles, with IG issuers 

outperforming every other index in the 12-month pe-

riod after the pause.

Looking at equities, on average, this asset class has 

returned approximately 8%, 13.5% and 27% in the 6-, 

12-, and 24-month periods following the last hike in a 

Fed’s hiking cycle. On a market cap basis, although 

small-cap stocks tend to lead the way in the initial 6 

months after the last hike, large-cap and mid-cap 

stocks tend to take the reins in the subsequent 12- 

and 24-month periods. Large and mid-cap stocks 

averaged approximately 15% and 20% returns in the 

12 months following the last hike, and 32% and 30% 

in the subsequent 24 months. Small Cap stocks av-

eraged 11.5% and 20% over these two time periods. 

Excess Cash Return

While cash has worked as a safe haven for investors 

over the past 12 months, it is important to keep in 

mind that Fixed Income has outperformed cash al-

ternatives over the last 30 years. If we use the 

Bloomberg US Treasury Bills 1-3 Month Index as a 

proxy for cash alternatives and compare this index's 

returns to the other Fixed Income indices used for 

this analysis, on average, we have seen that Fixed In-

come has exhibited an excess return after the last 

Average Index Return After a Fed Pause Source: Insigneo, Bloomberg, as of 12/23

—  Average  of 6-months         —   Average of 12-months        —  Average of 24-months
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rate hike of 4.40% in the following 6 months, 5.82% 

in the following 12 months and 10.05% in the follow-

ing 24 months. Staying on the sidelines with too 

much cash on hand may reduce portfolio risk over 

the short-term, but it could also likely lead to missed 

potential opportunities of market rebounds. While it 

is challenging to compare todays’ economic back-

drop to the periods previously described, history has 

shown us that we don’t necessarily need to be bullish 

on the economy to generate returns. Staying invested 

for the long-term is the key to investment success. ◾

Average Index Excess Cash Return after Fed Pause Source: Insigneo, Bloomberg, as of 12/23

—  Average  of 6-months         —   Average of 12-months        —  Average of 24-months
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House Views Matrix

1 Relative to global equities in USD
2 Relative to aggregate fixed income markets in USD
3 Relative to an overall commodity allocation 

TACTICAL
(UP TO 3 MONTHS)

CYCLICAL
(UP TO 12 MONTHS)

US Equities¹

Equities

Global Asset Allocation

Regional Breakdown
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Energy3
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UNDERWEIGHT
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NEUTRAL

NEUTRAL

NEUTRAL

NEUTRAL

NEUTRAL

OVERWEIGHT

UNDERWEIGHT

UNDERWEIGHT

NEUTRAL

NEUTRAL

UNDERWEIGHT

UNDERWEIGHT

OVERWEIGHT

NEUTRAL
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