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Executive Summary
The main purpose of this paper is, to observe how bond prices react to changes of the target of base rates of central banks. This issue is observed with bonds from the US-Market. As base rate, the federal funds rate is taken. In the theory, the following formula is often mentioned:
[bookmark: _Hlk487720322]
[bookmark: _Hlk487724889]Where B is the bond price, D* the modified duration and y the yield to maturity. It describes the expected change of a bond price when the market rate changes. I assume, that a change of the base rate leads to a parallel shift of the market yield curve. Thus, bonds should adjust their price according to the formula after a change of the base rate. If that is observable in the praxis is discussed in the main part of this paper.
The paper contains three main parts:
· In the first part, an overview of the Fed is given. The most important bodies of the institution are introduced and its policy is explained.
· In the second part, I answer the question, if the bond price changes its value according to the formula. Furthermore, I provide descriptive statistic, how US bond prices change after a change of the target of the federal funds rate.
· In the third part, the yield curves of corporate and treasury bonds are drawn before and after the changes of the federal funds rate. These curves are also examined and described.
I observe the reaction of bonds after three changes of the federal funds rate. These are the changes on 29.06.2006, on 16.12.2015 and on 14.12.2016. I investigate also, if expectations influence the price before the base rate change and if the price adjustment is creeping or happens with a time lag. I divide the bonds in different groups and observe every group separate. To answer the question, if the bonds change its price according to the formula after a change of the federal funds rate, the price change according to the formula is regressed on the observed price change.
Most of the time, the regressions show a positive connection between the observed price change and the theoretical one. Also falling prices are observed after the increase of the base rate. That is in line with the theory. The results indicate, that expectations about the target rate change influence the pricing of bonds. When expectations are eliminated, the observed relationship is significantly stronger. Without anticipation about the actions of the Fed, the prices of the bonds fall significantly more after an increase of the federal funds rate as well. At no target rate change, a time lag in the price adjustment is observable. By far the strongest relationship is found in the change of the federal funds rate in 2016. According to my results, it is not possible to set up a rule, if long-term or short-term bonds respond more to the change of the federal funds rate. This is remarkable because according to the theory, the monetary policy should affect short-term bonds stronger than long-term bonds. 
We should evaluate the results with caution. The results from the linear regressions always show a small R2 and relative large residual squared errors. The standard deviation of the observed price change is many times the one of the calculated price change as well. In that light, a strong relationship of the observed price change and the one according to the formula should be questioned. I believe, that an increase of the federal funds rate puts downward pressure on the bond price but each bond builds its price according to an individual rule. 
[bookmark: _GoBack]The yield curves in part three confirm the week connection between the price change according to the formula and the observed price change. Despite in 2016, no remarkable difference between the yield curves, of either corporate bonds or treasury bonds, before and after the announcement of the target rate change is observable. In all years, a credit spread between the treasury and corporate bonds can be identified. 
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