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Abstract:

We develop a two-country model in which currency and bond markets are populated by different investor clienteles,
and segmentation is partly overcome by global arbitrageurs with limited capital. Our model accounts for the empirically
documented violations of Uncovered Interest Parity (UIP) and the Expectations Hypothesis, and for how UIP violations
depend on bond maturity, investment horizon, and yield curve slope differentials. Large-scale purchases of long-
maturity bonds lower domestic and foreign bond yields, and depreciate the currency. Conventional monetary policy is
transmitted to domestic and international bond yields as well, but its international transmission is weaker than for
unconventional policy.
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