
FOMC Open Market Operation & Corporate Bond

PT↓ →i↑
Sells T-Bills.
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1. Fed

PT↑ → i↓
Buys T-Bills. Y↑ → E[π]↑
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       i) HH borrow & refi mortg or buy stocks.
2. Y↑ → E[π]↑      ii) Investors lowerBL holdings to free up funds  PB↓ → ↑iL≥ π+r

       iii) Firms sell BL (borrow) to lock in low iL)
             to ↑invest in K.
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