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Abstract

A Bayesian approach is suggested for inferring stationary autoregressive models allowing for pos-

sible structural changes (known as breaks) in both the mean and the error variance of economic series

occuring at unknown times. Efficient Bayesian inference for the unknown number and positions of the

structural breaks is performed by using filtering recursions similar to those of the forward-backward

algorithm. A Bayesian approach to unit root testing is also proposed, based on the comparison of

stationary autoregressive models with multiple breaks to their counterpart unit root models. In the

Bayesian setting, the unknown initial conditions are treated as random variables, which is particularly

appropriate in unit root testing. Simulation experiments are conducted with the aim to assess the

performance of the suggested inferential procedure, as well as to investigate if the Bayesian model

comparison approach can distinguish unit root models from stationary autoregressive models with

multiple structural breaks in the parameters. The proposed method is applied to key economic series

with the aim to investigate whether they are subject to shifts in the mean and/or the error variance.

The latter has recently received an economic policy interest as improved monetary policies have also

as a target to reduce the volatility of economic series.
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