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Abstract
We investigate possible existence of nonlinearities in eighteen U.S.A. macro-financial time series i.e.
gross national product ( ), consumption, real gross domestic product ( ), GDP deflator, consumer
price index (CPI), industrial production, gross domestic investment, gross investment, unemployment
rate, employment rate non-industrial civilians, hourly compensation, monetary base, narrow money
supply , relatively broader money supply , quasi money, U.S.A. bond, AAA bond yield, and S & P 500
stock prices using alternate regime switching time series models that fully account for time varying
volatility, long memory and outlier that may be present in all the series. Additionally we employ
nonlinear time series models to construct linearity tests for testing departure from linearity in
conditional mean for all the series. Likewise, we employ neural network model approximations for
constructing neural network linearity tests for testing possible existence of nonlinearities as well as
existence of neglected nonlinearities (if any) in all the series.
Our findings based on nonlinear switching time series models reveal strong evidence of
nonlinearities in all the series. The results from nonlinearity tests based on nonlinear time series
models are not much different. Likewise, neural network tests for possible existence of nonlinearities
show statistically significant evidence of nonlinearities in all the series and neural network tests for
existence of neglected nonlinearities also show statistically significant evidence of nonlinearities in all
the series. The results for nonlinearities in U.S.A. real GDP are in line with previous studies including
Bidarkota (2000), Anderson and Ramsey (2002), Kiani and Bidarkota (2004) and Kiani (2005), but in
sharp contrast with Balke and Fomby (1994).
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