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When the Fed hikes, patience often pays

10 September 2026

With the Fed meeting just days away, investors are wondering whether US
interest rates are headed higher. Higher rates are typically regarded as bad
news for equities. However, history suggests that the relationship is less
straightforward. Although stocks often weaken during the first one to three
months of a tightening cycle, six-month and one-year returns have generally
been much stronger, with markets frequently recovering initial losses and
moving on to new highs.

STAYING INVESTED HAS OFTEN PAID OFF
S&P 500 PRICE PERFORMANCE FOLLOWING THE FIRST FED HIKE AFTER A PAUSE
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Source: LSEG Datastream, The Investment Institute by UniCredit

Note: Historical episodes are defined as the first Federal Reserve rate hike following a period of at least six months without monetary-policy
tightening. The analysis begins in 1988 to ensure comparability across modern Fed tightening cycles and excludes the Volcker-era policy
framework of the early 1980s.

THE CONTEXT

Today's ECB decision, with a 25bp rate hike widely expected (see also Central Banks Watch ECB Preview — Hike a
done deal, mission not yet accomplished, 7 September), serves as a reminder that the fight adainst inflation may
prove more persistent than investors had anticipated. In the US, where a resilient economy, a labour market operating
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close to full employment and the inflationary consequences of higher energy prices have all contributed to a more
hawkish policy debate, attention is increasingly focused on next week's Fed meeting. The prospect of Fed tightening
is no longer viewed as a tail risk but as a realistic policy outcome.

THE DATA

Investors tend to associate Fed hikes with weaker equity markets, and historical data initially
support that view. Following the first rate hike after a pause, the S&P 500 typically struggled
over the subsequent one to three months as higher rates weigh on valuations, tighten financial
conditions and heighten concerns that policymakers may eventually over-tighten.
Nevertheless, the broader historical pattern remains instructive: returns generally improve as
the investment horizon extends. Six months after the initial hike, the S&P 500 was higher
during five of the seven episodes shown in our chart. One year later, equities delivered average
returns of roughly 8%. The two exceptions, 1994 and 2022, shared a common feature:
monetary policy became significantly more restrictive than markets had expected.

OUR VIEW

We have recently revised our forecast and now expect the Fed to deliver two 25bp hikes, one
in September and in December. The chande reflects resilient economic growth, a labour market
operating close to full employment, slower progress on inflation and financial conditions that
remain relatively accommodative. The inflationary impact of the Iran conflict has further
strengthened the case for a cautious approach by policymakers. However, a more hawkish Fed
need not be inconsistent with a constructive equity view. The key question is not whether rates
move higher but whether the economic backdrop that prompted tighter policy remains intact.
So far, the answer appears to be yes. Growth has proven more resilient than expected, labour
markets remain healthy and corporate earnings continue to surprise to the upside.

While Fed tightening may weigh on markets in the near term and rate hikes may create periods
of volatility, particularly in more richly valued areas of the market, we continue to view the
broader earnings backdrop as supportive. To the extent that rates move higher, market
leadership may broaden beyond the narrow group of long-duration growth stocks that has
dominated returns in recent years. However, we would view this primarily as a shift within the
market rather than a challenge to the broader equity story. Provided the Fed's hiking cycle
remains broadly in line with current expectations, and growth and earnings remain resilient,
investors should be careful not to confuse short-term volatility with a deterioration in the
medium-term outlook for equities.

TODAY'’S DATA RELEASES

Time (CET) Country Data Period UniCredit Consensus Previous
10:00 IT Industrial production (% mom) Jul -0.3 - -1.0
14:15 EZ ECB depo rate (%) - 2.50 2.50 2.25
14:15 4 ECB refi rate (%) - 2.65 2.65 2.40

Source: Bloomberg, The Investment Institute by UniCredit
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Ledal Notices

Glossary

Terms used in the report are available on our website: Our glossary

Marketing Communication

This publication/video constitutes a marketing communication of UniCredit S.p.A., UniCredit Bank Austria AG, Schoellerbank AG and
UniCredit Bank GmbH (hereinafter jointly referred to as the “UniCredit Group”) is addressed to the general public and is provided free of
charge for information only. It does not constitute investment recommendation or consultancy activity by the UniCredit Group or, even
less, an offer to the public of any kind nor an invitation to buy or sell securities. The information contained herein does not constitute an
investment research or financial analysis since, in addition to the lack of content, it has not been prepared in accordance with ledal
requirements designed to promote the independence of investment research, and it is not subject to any prohibition on dealing ahead
of the dissemination of investment research.

UniCredit Group, including all its group companies may have a specific interest in relation to the issuers, financial instruments or
transactions detailed herein. Relevant disclosures of interests and positions held by UniCredit Group are available at: Conflicts of interest
Any estimates and/or assessments contained in this publication represent the independent opinion of the UniCredit Group and, like all
the information contained therein, are given in good faith on the basis of the data available at the date of publication, taken from reliable
sources, but having a purely indicative value and subject to change at any time after publication, on the completeness, correctness and
truthfulness of which the UniCredit Group makes no duarantees and assumes no responsibility. Interested parties must therefore carry
out their own investment assessments in a completely autonomous and independent manner, relying exclusively on their own
considerations of the market conditions and the information available overall, also in line with their risk profile and economic situation.
Investment involves risk. Before any transaction in financial instruments please refer to the relevant offering documents. It should also
be noted that:

1. Information relating to the past performance of a financial instrument, index or investment service is not indicative of future results.

2. Iftheinvestment is denominated in a currency other than the investor’s currency, the value of the investment can fluctuate strongly
according to changes in exchande rates and have an undesirable effect on the profitability of the investment.

3. Investments that offer high returns can undergo significant price fluctuations following any downdrading of creditworthiness. In the
event of bankruptcy of the issuer, the investor may lose the entire capital.

4. High volatility investments can be subject to sudden and significant decreases in value, being able to generate significant losses at
the time of sale up to the entire capital invested.

5. Inthe presence of extraordinary events, it may be difficult for the investor to sell or liquidate certain investments or obtain reliable
information on their value.

6. If the information refers to a specific tax treatment, it should be noted that the tax treatment depends on the individual situation of
the customer and may be subject to change in the future.

7. If the information refers to future results, it should be noted that they do not constitute a reliable indicator of these results.

8. Diversification does not guarantee a profit or protect adainst a loss.

The UniCredit Group cannot in any way be held responsible for facts and/or damages that may arise to anyone from the use of this
document, including, but not limited to, damades due to losses, lost earnings or unrealised savings. The contents of the publication —
including data, news, information, imades, graphics, drawings, brands, and domain names — are owned by the UniCredit Group unless
otherwise indicated, covered by copyright and by the industrial property law. No license or right of use is granted and therefore it is not
allowed to reproduce its contents, in whole or in part, on any medium, copy them, publish them and use them for commercial purposes
without prior written authorisation from UniCredit Group unless if purposes of personal use only. E 25/1
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