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Abstract 

This paper uses the event research method to study whether the Dow Jones Industrial 
Average of the US stock market will be affected by the Fed’s first interest rate cut in 2019, 
with the purpose of providing investors with valuable information. This article uses 
quantitative analysis to calculate the abnormal return rate and cumulative abnormal 
return rate within the event window, and conducts a null hypothesis test on the sample 
population average abnormal return. The result is that the Fed’s first rate cut in 2019 
affects the Dow Jones average The impact of changes in the industrial index is not 
significant. The Fed's rate cut has no significant impact on the abnormal volatility of the 
Dow Jones Industrial Average, which means that there is no substantial connection 
between the two. Therefore, investors do not need to refer to the larger factor of the 
Fed's rate cut when investing. 
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1. Introduction 

The Fed's rate cut refers to lowering the Federal Reserve's federal funds rate. The stock price 
dug index compiled by the Dow Jones Company of the United States. Because it can more fully 
reflect the dynamics of the entire stock market, it is often used as a barometer for observing 
changes in the world market. The Dow Jones Index is divided into four groups. The Dow Jones 
Industrial Index representing industrial companies is called the Dow Jones Industrial Index; it 
represents the average index of the stock prices of the largest industrial monopoly companies 
in the United States and is the most cited. In addition to industrial indexes, there are stock 
indexes representing railway companies and stock indexes representing utility companies. 

10 years after the financial crisis, the Federal Reserve has experienced a “trilogy” of policies 
such as crisis relief, economic recovery and policy consolidation. On July 31, the Federal 
Reserve concluded its two-day monetary policy meeting and issued a statement that it will 
reduce the target range of the federal funds rate by 25 A basis point to 2% ~ 2.5%, and the end 
of the scale reduction operation, which became the first interest rate cut since December 
2008[1]. This unprecedented move may have complex effects on the US economy, the global 
economy and the Chinese economy. The Fed’s interest rate cut means that the deposit and loan 
rates will decrease at the same time. Under such a general environment, people’s willingness to 
deposit will decline, and investors will take this opportunity to increase loans for investment, 
which in turn increases the stock market’s funds and promotes the stock market’s growth. rise. 
But at the same time, from another point of view, generally the Fed’s interest rate cut will push 
the U.S. dollar index lower, which in turn will cause international arbitrage currencies to flow 
out of the U.S. due to the shrinking arbitrage space, reducing the U.S. dollar’s liquidity in the U.S. 
and diverting funds from the stock market. [2] This situation will not be conducive to the rise 
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of US stocks. What we can see is that the Fed's interest rate cut has no direct impact on the stock 
market, but an indirect impact through the US dollar index and deposit interest rates. There are 
many factors that connect the two, and under specific circumstances, they do not necessarily 
follow the laws of the market. In this context, this article explores the impact of the Fed’s first 
rate cut on August 1, 2019 on the Dow Jones Industrial Average. It is hoped that this research 
will provide investors with effective investment decisions and investment strategies.  

2. Literature review 

First of all, the Fed's interest rate cut is inconsistent with its previously announced policy rules. 
With the US economy at a high level of prosperity, there is no sign that the US economy has 
fallen into a recession[2], so why does the Fed announce its decision to cut interest rates under 
such circumstances? There are two explanations here. One is that the U.S. dollar has greater 
room for appreciation against other major reserve currencies such as the Euro, Japanese Yen, 
and British Pound[2]. Trump believes that the excessive strength of the United States Dollar is 
detrimental to the U.S. economy, offsetting the effect of tax cuts and affecting the 
competitiveness of U.S. exports[3]. At the same time, other countries are lowering interest rates, 
and the US dollar and the US economy are in a passive position globally. Therefore, the United 
States needs to cut interest rates to prevent the appreciation of the dollar against major 
currencies, thereby promoting exports and reducing the trade deficit. Second, the ten-year bull 
market in the U.S. stock market faces cyclical adjustment risks, and interest rate cuts can delay 
the occurrence of such adjustments[2]. The U.S. government officially falls short of this point. It 
is worried that the Fed's interest rate hike will pierce the U.S. stock market bubble. This is 
because the previous efforts to cut taxes internally and add water externally were in vain. But 
what is even more worrying is that investors interpret the sharp interest rate cut as the 
deterioration of the US economy that requires easy monetary policy to rescue. If this is the case, 
it may lead to a sell-off of the stock market and capital outflow, triggering turbulence in the 
capital market. Therefore, the Federal Reserve needs to balance the government and capital 
market's interest rate cut demands and the macroeconomic requirements to maintain currency 
stability. A small rate cut has become the best choice[2]. 

For the financial market, interest rate cuts can prevent the current deflationary risk in the 
future economic downturn by boosting economic vitality, and after restarting the quantitative 
easing economy, the Fed can inject liquidity into the market by expanding its balance sheet to 
slow down low interest rates. The pressure of the relative lack of policy space for falling levels 
is good for financial markets in the short term. This confirms the above inference that the 
Federal Reserve Jiangxi will push the story up. [2] Facts have also proved that in October 2019, 
the U.S. Index, of course, including the Dow Jones Index, has pulled up. But at the same time, 
there are also opinions that usually the Fed cuts interest rates will push down the US dollar 
exchange rate, making the US dollar index lower.[4,5] What's more, even though the Fed's rate 
cuts have lowered risk-free interest rates, market volatility has increased under the 
background of pressure on fundamentals and rising global risks, and investors' risk appetite 
has fallen. The effect of rate cuts on US stocks is limited[6,7]. 

On the whole, the specific situation should be analyzed in the market. For example, if the market 
interprets that the Fed is pessimistic about the economic outlook because of the interest rate 
cut, the stock market will fall sharply, and vice versa. The uncertainty of a variety of factors has 
cast a fog on this research, making it impossible to predict whether the Fed's interest rate cut 
will affect the Dow Jones Industrial Index and what impact it will have. But what we can see is 
that because the Fed cut interest rates less than market expectations, the three major US 
indexes fell rapidly by more than 1% after the decision to cut interest rates. Does this mean that 
the fall in the US dollar index has a strong relationship with the Fed's rate cut? 
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3. Methodology  

3.1. Research method 

This thesis is to study the impact of the Fed rate cut event on the Dow Jones Average Industrial 
Index. The main research method applied is the event research method. The event research 
method was first pioneered by Ball & Brown and Fama et al.. The purpose is to study whether 
the stock price fluctuates when an event occurs in the market, and whether there is an 
"abnormal rate of return", to see whether the stock price fluctuations are related to the event. 
It is also one of the earliest research methods applied in the financial field. More specifically, 
the method of quantitative analysis is used to calculate the abnormal return rate and the 
cumulative abnormal return rate within the event window, and the sample null hypothesis test 
is performed on the cumulative abnormal return rate of the sample Dow Jones Industrial Index. 

3.2. Define events, event days and "event windows" 

The first step in applying the event research method is to determine the event to be studied and 
the time when it occurred. The event studied in this article refers to the Fed's first rate cut on 
August 1, 2019. So set the event day as August 1, 2019. Here is the time table. 

 

Table 1. The Definition of Estimation window; Event Window and Post-event Window 
Estimation Window Event Window Post-event Window 

2019/06/03-2019/07/31 2019/08/02-2019/08/31 2019/09/03-2019/10/01 

 

Among them, the event day which is August 2, 2019 is the time when the market received the 
signal of interest rate cut and responded. At the same time, the twenty-nine days from August 
2 to August 31 are determined as the window period. The estimated window is selected as the 
two months before the event from June 3 to July 31. The post-event window is set in the time 
window. The next month is from September 3 to October 1. 

3.3. Selection of samples 

The sample is also the sample stock. This article selects the Dow Jones Average Industrial Index 
as the sample for research. 

3.4. Calculation of normal rate of return 

A normal rate of return is a normal return on an asset or equity as if nothing had ever happened. 
The normal rate of return model is the basis of the normal rate of return calculation, so we need 
to establish the normal rate of return model first. This paper uses the average yield method to 
calculate, first of all, according to the selected estimated window period to calculate the normal 
rate of return of the selected data, where the normal rate of return is different from the actual 
rate of return of the time window period, the data of the estimated window period is used to 
draw the average formula. 

3.5. Abnormal rate of return calculation 

Abnormal rate of return refers to the difference between the actual rate of return of a certain 
security and the expected rate of return in the market. In the event research method, the 
calculation of the abnormal rate of return is the most critical. The abnormal rate of return is 
based on the normal rate of return to judge whether the actual rate of return deviates from the 
normal rate of return, and whether the deviation is positive or negative. So it can be seen that 
the abnormal rate of return is equal to the actual rate of return minus the abnormal rate of 
return, so the abnormal rate of return in the event window period is obtained. Further, in order 
to obtain the cumulative abnormal return rate, that is, the simple sum of the monthly excess 
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return rate of each stock during the formation period, it is specifically obtained by adding the 
abnormal return rate of the day and the abnormal return rate of the previous day. 

3.6. Test of cumulative abnormal return rate 

In the event research method, whether the target event affected the stock price and whether 
the impact is significant. The test method is called significant test. Specifically, make a 
hypothesis about the parameters of the population (random variable) or the form of the 
population distribution in advance, and then use the sample information to determine whether 
this assumption (alternative hypothesis) is reasonable, i.e. to determine whether the real 
situation of the population differs significantly from the original hypothesis. That’s to say, the 
significance test must judge whether the difference between the sample and the hypothesis is 
purely opportunistic, or it is caused by the discrepancy between the assumptions we make and 
the overall reality. The significance test is based on the assumptions we make about the 
population, based on the principle of "the actual unlikely nature of small probability events" to 
accept or reject assumptions. The traditional t-test is used here, and this article uses the 
traditional t-test method of cumulative abnormal returns. And therefore assume that H0=0, 
which means that the Fed’s rate cut will not have an impact on the Dow Jones Industrial Average. 
Otherwise, accept the alternative hypothesis H0≠0, which means that the Fed's rate cut will 
have a significant impact on the Dow Jones Industrial Average, and it is not caused by random 
events. First, it is necessary to obtain the average value of the cumulative abnormal return, and 
further obtain the variance of the cumulative abnormal return, and finally, according to the 
calculation formula of the t value, the t value of the cumulative abnormal return is obtained. 
|𝑡𝑠𝑡𝑎𝑡| =0.107568223 

Because |𝑡𝑠𝑡𝑎𝑡| < |𝑡𝑐𝑟𝑖𝑡| ,we DO NOT reject the null hypothesis. 

4. Result 

 

 
Figure 1 The fluctuation of AR & CAR on estimation window and event window 

 

This article selects the data of the Dow Jones Average Industrial Index from the estimation 
window period to the post-event window period as the sample, and selects the closing price of 
its daily transaction data as the original data, thus designing the relevant research steps based 
on the event research method, and carrying out Calculation of relevant data. The final result can 
be known by the following icon. As shown in figure 1, the calculated cumulative abnormal 
return rate fluctuates significantly in the event window period. Comparing the absolute values 
of t-values with those of t-critical values obtained by regression analysis, the absolute values of 
t-values are significantly less than the absolute values of t-critical values. So the conclusion is 
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that the Fed’s interest rate cut has no significant impact on the Dow Jones Industrial Average. 
In other words, the Fed's rate cut will not have a significant impact on the Dow Jones Industrial 
Average. There is no substantial connection between the two. Therefore, investors do not need 
to refer to this factor when investing. 

5. Discussion 

The results of this study neither catered to the initial expectation that the Fed's interest rate cut 
would cause the Dow Jones Industrial Average to rise, nor did it meet the opposite inference 
that it would lead to a decline. Instead, it concluded that the Fed's interest rate cut has no effect 
on the Dow Jones Industrial Average. But this just confirms that the connection between finance 
is very subtle. It is not as simple as the stock market rises as market flow increases. There are 
many other factors that will affect the stock market, such as people’s psychological expectations 
of the market, the country The international financial environment, exchange rate adjustments, 
etc., will have a decisive impact on the stock market. As an example of the US dollar index 
mentioned in the previous article, the US dollar index is an indicator that reflects the overall 
strength of the US dollar in the foreign exchange market. Generally speaking, when the Federal 
Reserve decides to cut interest rates, the US dollar index will weaken, which in turn will cause 
international capital to flow out of the United States. But from the reality, after the Fed cut 
interest rates, the U.S. dollar index continued to rise, but at the same time, many countries also 
implemented interest rate cuts before and after the Fed cut interest rates. Therefore, it is not 
enough to consider the Fed's monetary policy alone. We should compare the Fed's monetary 
policy with other countries. Observe their relative changes. 

Finally, when it comes to the research methods of this topic, there are actually many options 
for the event window. The conclusions drawn under the circumstances discussed in this article 
may not be applicable to other situations after the adjustment window. The selected method of 
calculating the normal rate of return also has errors and is not completely accurate. In contrast, 
there must be a better way to make the abnormal rate of return that need to be calculated later 
to be more accurate to obtain a more accurate t value. Accurate conclusion. Finally, in fact, this 
article only studies the impact of the first Fed rate cut on the Dow Jones Index in 2019. We can 
also study whether the latter two will have an impact on the Dow Jones Index, and even replace 
the Dow Jones Index with exchange rates, international gold prices, etc., from a multi-angle 
study The Fed's rate cut has a profound impact on financial markets. 

6. Conclusion 

As mentioned earlier, the connection between finance is very delicate. It is not as simple as the 
stock market rises as market flow increases. There are many other factors that will affect the 
stock market. For example, people's psychological expectations of the market, the national and 
international financial environment, exchange rate adjustments, etc., will all have a decisive 
impact on the stock market. The results obtained in this paper through calculation verification 
and so on did not meet the pre-study predictions, and concluded that the Fed's interest rate cut 
has no significant impact on the abnormal fluctuation of the Dow Jones Industrial Average. 
Looking forward to the current US election in 2020, everything is also called undecided. This 
article only observes the impact of the Fed's interest rate cut on the financial market from the 
perspective of Dow Jones. However, the financial market is more than this indicator. Exchange 
rates, gold prices, etc. are all directions that are worth studying. 
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