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A new method refines the threshold vector autoregressive model used to study the effects of monetary policy.
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We contribute a new method for dealing with the problem of endogeneity of the threshold variable in threshold vector

auto-regression (TVAR) models. Drawing on copula theory enables us to capture the dependence structure between the

threshold variable and the vector of TVAR innovations, independently of the marginal distribution of the threshold variable.

A Monte Carlo demonstrates that our method works well, and that ignoring threshold endogeneity leads to biased estimates of

the threshold parameter and the variance-covariance error structure, thus invalidating dynamic analysis. As an application, we

assess the effects of interest rate shocks on output and inflation: when “expected” inflation exceeds 3.6 percent, the effects of

monetary policy are faster and stronger than otherwise.
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