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		Abstract

		We study the effects of a conventional monetary expansion, quantitative easing, and operation twist on corporate bond yields and spreads. These policies are simulated as shocks to the Treasury yield curve, and the impulse response functions of corporate yields and spreads to shocks are computed using flexible models with regimes. We construct weekly bond portfolios sorting individual bond trades by rating and maturity using TRACE. The paper examines two types of models â€” single-state vector autoregressive (VAR) models and three-state Markov switching VAR models. Our results indicate that a standard single-state VAR model is inadequate to capture the dynamics of the data. We find that none of the policies â€” conventional or unconventional â€” can persistently lower corporate spreads. This result is likely due to the negative expectations about the business cycle generated by these policies, which affect bond risk premia. Operation twist is the only policy capable of lowering corporate yields. This finding can be explained by the fact that operation twist, which does not imply an expansion of the monetary base, is able to flatten the riskless yield curve without generating expectations of higher future inflation. 
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