
A reader asks:

Sure it’s great the S&P 500® Index is up 20% this year but aren’t we just pricing in the inevitable Fed 
rate cuts in 2024? Should we really expect the market to go up again next year after surprising to the 
upside this year? Color me skeptical. Full disclosure: I’m naturally bearish and take a bit of an anti-
Ben stance about the markets.

See, this is what makes a market!

It’s fair for anti-Ben to ask if the current run-up in the stock market is pricing in rate cuts for next year. The stock market is 
forward looking after all.

I love studying historical market returns. Looking at market history is never going to help you predict the future, but it can 
help you better understand the way the stock market generally functions.

For instance, looking at annual returns in the stock market won’t tell you what happens next year, but it can help you 
prepare for a range of outcomes to set something of a baseline.

One of my all-time favorite market stats is the fact that the U.S. stock market has had more 20% up years than negative 
years since the 1920s. It’s true.

Since 1928, there have been 34 calendar years1 where the S&P 500 has finished up 20% or more against 26 total down years.2

This means the stock market has been up 20% or more 36% of the time and down 27% of all years. That’s a pretty good 
trade-off, especially when you consider the average down year is a loss of ~13%.

The question anti-Ben seems to be asking here is: What happens after a 20% gain?
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WHAT HAPPENS AFTER A 20%  
UP YEAR IN THE STOCK MARKET?

Here are all of the 20% up years 
along with the following year returns.

Not too bad. More green than red  
for sure. 

Past performance is not indicative of future results. Source: NYU.
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Here are the summary statistics:

	�The stock market was up 22 out of the 34 years following a 20% gain (65% of the time).

	�The stock market was down 12 out of the 34 years following a 20% gain (35% of the time).

	�The average return following a 20% up year was 8.9%.

	The average gain was +18.8% in up years.

	The average loss was -9.1% in down years.

	There were 19 double-digit up years.

	There were just two double-digit down years (1936 and 2022).

This year is teetering on the edge of another 20% up year. We’ll see if Santa comes through for us by the end of the year or 
not, but, so far so good.

It’s also important to ask how much 
returns in one year actually impact 
returns in the following year. Here’s a 
look at average returns following a big 
up year, an up year, a down year, and 
a big down year.

So maybe the 20% starting point matters less than one would assume.

I’m sure you could slice and dice the data to offer up some more signal, but there doesn’t appear to be much correlation 
from one year to the next.

Most of the time stocks go up but sometimes they go down is about as good as you’re going to get.

It’s certainly possible the stock market has been pricing in Fed rate cuts for early next year. The S&P 500 isn’t going to 
wait around for Jerome Powell to spell it out. The inflation rate is falling, interest rates are falling, and wage growth is 
falling so it makes sense for the Fed to start cutting sometime in the first half of 2024.

But I can’t pretend to be smart enough to know how much of that is priced into the stock market or what comes next.

Historical return numbers can help set expectations, but it’s also true that things happen in the markets all the time that 
have never happened before.

I don’t know if we’re setting up for a new bull market, or a flat market, or a new bear market.

Successful investors understand it’s impossible to predict the type of market environment that’s coming. The best thing you 
can do is prepare for a wide range of outcomes to avoid allowing short-term movements in the market to affect your behavior.

Past performance is not indicative of future results. Source: NYU.

DOES THE STOCK MARKET CARE WHAT HAPPENED LAST YEAR?
S&P 500® Index Average Returns 1928-2022
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The S&P 500® Index is a free-float market capitalization-weighted index of 500 of the largest U.S. companies. The index is calculated on a total return basis with 
dividends reinvested. The index is unmanaged, its returns do not reflect any fees, expenses, or sales charges, and it is not available for direct investment.
Diversification does not assure a profit or protect against losses.
All investments carry a certain degree of risk, including possible loss of principal.

Not insured by FDIC/NCUSIF or any federal government agency. No bank guarantee. Not a deposit. May lose value.
Distributed by VP Distributors, LLC, member FINRA and subsidiary of Virtus Investment Partners, Inc.
4860 12-23 © 2023 Virtus Investment Partners

To learn more, please contact us at 800-243-4361 or visit virtus.com.

1Not including 2023…yet.
2There have been just six down years of 20% or worse losses.


