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This study investigates the daily effects of open market operations on short-term interest rates. The

net issue of central bank certificates of deposit (CD) functions as the open market operation instrument.

First, employing a simple linear regression model, the benchmark model in this study, reveals counter-

intuitive evidence that issuance of DC reduces the short-term interest rates. To resolve this puzzle, this

study disentangles the effect of the defensive open market operation from that of the dynamic open market

operation. This study further distinguishes defensive operations into partial and full sterilization. Dynamic

operations are also distinguished into progressive and considerate operations. Based on a threshold auto-

regression model, the following results are obtained. First, in the progressive dynamic operation regime,

the interest rates respond positively to the net issue of central bank CD. Next, in the partial sterilization

regime, the interest rate is inverse to the net issue of central bank CD. In the full sterilization and

considerate dynamic operation regimes, the effects of the net issue of central bank CD on interest rate are

insignificant.
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