Discuss how the bond market reacts when the Federal Reserve increases short term interest rates. How do short-term versus long-term bond prices react? How do Treasury bonds versus corporate bonds behave?

The Federal Reserve System Board sets monetary policy by adjusting the benchmark short-term interest rates, referred to as federal fund rates. The "Fed" raised rates to regulate inflation and lowered rates to stimulate economic processes. (What happens to bonds when the FRB lowers short-term interest rates? n.d.).Bond yields are down and costs are rising as the Fed lowers interest rates. Prices have risen with increasing demand for overdue bonds issued at higher interest rates, a minimum until yields on these older bonds have matched lower rates on newer bonds.

The first effect is that rising inflation could cause the US Federal Reserve System (Fed) - or any country's financial institution, in this case - to increase short-term interest rates to reduce credit demand and help prevent the economy from overheating. When the Fed raises short-term rates - or when it is expected to try so in the future - medium- and long-term rates also tend to increase. As bond prices and yields move in opposite directions, yield increases mean lower prices and lower principal values ​​for your fixed-income investment. The second effect of inflation is a smaller amount that can be seen but can ultimately have a huge impact on the return on your portfolio. This important effect is the difference between the "nominal" yield - the yield of bonds or bonds on paper - and therefore the result of "inflation" or inflation. Inflation will always be a silent thief who spends a lot of your long-term investment. With a touch of awareness and good planning, you will be ready to take a step further.
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