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For example, in months when the federal funds rate rose,
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When Rates Go Up Do Stocks Go Down?
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Research shows that, like stock prices, changes in 1979
interest rates and bond prices are largely unpredictable. CONCLUSION
It follows that an investment strategy based on attempting . There’s no evidence that investors can reliably predict
to exploit these sorts of changes isn’t likely to be a fruitful @ changes in interest rates. Even with perfect knowledge
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rates. For stocks, it can go either way because a stock’s
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* term predictions may increase the likelihood of consistently pullbacks, to pre-empt inflation
When interest rates rise, the discount rate may increase, . capturing what the stock market has to offer.
which in turn could cause the price of the stock to fall. ° 1959 -
However, it is also possible that when interest rates ¢ 1 See, for example, Fama 1976, Fama 1984, Fama and Bliss 1967,
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3 The federal funds rate is the interest rate at which depository
institutions lend funds maintained at the Federal Reserve to another
depository institution overnight.

what does the data say? Monthly U.S. stock returns are defined as the monthly return of the Fama/French Total U.S. Market Index and are compared
to contemporaneous monthly changes in the effective federal funds rate. Bond yield changes are obtained from the Federal
Reserve Bank of St. Louis.
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