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6. conclusion .

In this study, we investigate state-dependence in the monetary policy reaction 

function to financial stress and its subcomponents—over and beyond any impact on 

expected inflation and growth—for a sample of 10 advanced economies and 11 

emerging market economies. We do that by employing a nonlinear, dynamic panel 

threshold regression model originally developed by Kremer et al. (2013) and augment 

this model with a multifactor structure in the panel residuals to account for 

unobserved common global shocks. This novel approach allows us to obtain robust 

statistical inference as well as consistent parameter estimates in the analysis of the 

heterogeneous impact of financial stress on monetary policy behavior in a panel 

context. 
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