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Abstract The objective of present study is to develop a time series model for handling the non-linear trend process using
a spline function. Spline function is a piecewise polynomial segment concerning the time component. The main advantage
of spline function is the approximation, non linear time trend, but linear time trend between the consecutive join points.
A unit root hypothesis is projected to test the non stationarity due to presence of unit root in the proposed model. In the
autoregressive model with linear trend, the time trend vanishes under the unit root case. However, when non-linear trend
is present and approximated by the linear spline function, through the trend component is absent under the unit root case,
but the intercept term makes a shift with r knots. For decision making under the Bayesian perspective, the posterior odds
ratio is used for hypothesis testing problems. We have derived the posterior probability for the assumed hypotheses under
appropriate prior information. A simulation study and an empirical application are presented to examine the performance of
theoretical outcomes.
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1. Introduction

The Box-Jenkins approach for analyzing and modelling time series emerged as one of the most acceptable field
of data analytic in which anyone may integrate various information from the recorded data through a modelling
or methodology approach. It assists in recognizing the order dependence within observations, linear dependence
among a set of variables, and prediction for a better perspective. In order to achieve these features, the first and
foremost objective of the researchers is to expose the key elements of time series such as linearity, stationarity,
trending, co-integration, etc. in the process. Then, one can draw significant inferences about the data generation
process through the best-fitted model under some estimation, testing, and model selection procedures. In a
time series model, linear dependence occurs when series is nearly symmetric to a lagged version of itself, and
disturbance coefficients are constant over time, i.e., series is stationary with its mean, variance and autocorrelation.
Even in various applications, series contain non-linear dynamics in case of non-stationarity, strong asymmetric
nature, irregular time, seasonal variation, etc. In time series, non-stationarity occurs due to various components
such as time trend, presence of unit root, structural break, outliers, etc. If the time series has a unit root and
becomes stationary after taking the first difference, it is termed as difference stationary or integrated of order one.
In time series, the classical tests of unit root are discussed by [1], [9], and [8]. [2] considered a time series model

*Correspondence to: Jitendra Kumar (Email: vjitendrav@gmail.com). Department of Statistics, Central University of Rajasthan,
Bandarsindri, India.

ISSN 2310-5070 (online) ISSN 2311-004X (print)
Copyright © 2020 International Academic Press



426 BAYESIAN UNIT ROOT TEST BY LINEAR SPLINE FUNCTION

with a polynomial trend where trend component did not disappear under the maintained hypothesis of unit root
and developed a classical statistic for the presence of unit root. The classical tests are largely based on asymptotic
justification and often lead to the low power of the test, particularly in finite samples. [3] and [4] demonstrated that
Bayesian unit root tests based on flat prior assumptions perform better than classical methods. [5] used a Bayesian
approach for testing the presence of unit root in various real exchange rate time series. [6] derived the posterior
odds ratio for testing the unit root hypothesis under a vague prior assumption. [7] studied the unit root hypothesis
for an autoregressive model with a polynomial trend under a Bayesian framework.

To model the non-linear trend components, one may require a polynomial of high order in which estimates
of coefficients are usually unstable. An alternative to fit a polynomial of higher order is to approximate it by a
spline function. Spline function is a piecewise polynomial segment that has been joined together at the knots in a
fashion that ensures certain continuity properties. In other words, spline function fits a curve of low order between
different join points, known as knots. A knot is a common point that occurs because there are changes in pattern
behavior at different intervals. [10] expressed that splines are the smoothest possible piecewise polynomial which
retain a segmented nature, whereas [15] called splines as lines or curves function which are usually required to be
continuous and smooth. [11] used the model based on a spline function for predicting the number of deaths due to
cancer in the USA. [12] determined the number and positions of knots in the regression splines model using the
new Gibbs sampler algorithm, where the model expressed as linear mixed with random effect term. [ 14] studied the
Bayesian approach for modeling the partial linear model with AR(1) error belongs to the scale mixture of normal
(SMN) distributions family. [13] used the spline, Bayesian spline, and penalized spline regression methods to model
the distribution graph of ratios of export to import for Turkey. [17] considered Buys-Ballot and classical methods
of decomposing to estimate the cubic trend as well as other components of the times series and obtained the chain
base and fixed base estimators with their statistical properties. [ 19] proposed a particle swarm optimization B-spline
network to improve the prediction accuracy of non-linear time series. They adopted a forecasting error square
sum to evaluate the training effect of the B-spline network. [18] presented a new cubic B-spline approximation
method for solving second order singular boundary value problems with application in physiological sciences. [16]
considered smoothing spline (SS) and penalized spline (PS) methods for estimating the unknown functions in a
conditional heteroscedastic non-linear autoregressive (CHNLAR) model and concluded that SS method performed
superior to the PS method.

In the present paper, the main emphasis is to build up a Bayesian approach for testing the unit root in
an autoregressive time series (AR) model with a non-linear time trend. The non-linear time trend has been
approximated by the linear spline function. For unit root testing, we obtain the posterior odds ratio for the
considered hypotheses of the model under the appropriate prior assumptions. Due to the complex form of posterior
probability, the Monte Carlo integration technique is used to achieve the results from the posterior odds ratio. The
precision of linear spline function for the approximation of time trend AR model is justified in both simulation and
empirical studies. In an empirical application, dataset on import series of Asian Regional Forum (ARF) countries
are taken to demonstrate the applicability of linear spline function in the time series model.

2. Model specification

Let us consider a time series model with a non-linear trend component, which is approximated linearly by a spline
function with 7 join points 1 < ¢t} < ty < --- < ¢, < T. Then, time series model with a spline function is given by,

K
ye =00+ 6t + Y Pisi(t) + u, (1)

i=1
where, {y;;t =1,2,...,T} is an observed series, dy is the intercept term, J is the trend coefficient, r is the number
of knots contains location of knots ¢y, %o, - - ,t,, 1; is the coefficient of i*" knot and s;(t) is a spline function

describe as a linear polynomial form defined as follow,

+ t—1t; t>t;,
sit) = (¢ —t:) :{0 L i<t
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Let u; is a stochastic error term follows the AR(1) process,
Ut = PUt—1 + Et, t:172a"'7T (2)

where, p is the autoregressive coefficient, and } s are independent and identical distributed normal random variables
with zero mean and unknown variance 7 1.
Combining (1) with (2), we can write the model as,

ye = (1—p)d+ pys—1 + Bt + Zdh‘ [si(t) — psi(t — 1)] + €, 3)
i1

where, ¢ = do + 550 and § = (1 — p)d.
Notice that

T

Zi/)i [si(t) — psi(t —1)] = Zd)z‘ [si(t) = si(t = 1)+ (1= p) Z%Si(t - 1),

=1
and
0 0<t<t1,
1/)1 t1—|—1<t<t27

r t ! ! t 7
Zwi{si(t)—si(t—l)}: ?ﬂl—ﬂh 2+ 1<t <t
i—1

Y F Yo+ Yl i Fl<t <t
U1+ o+ -+ Uy tr+1<t<T.

The model defined in equation (3) is a linear spline autoregressive model of order one with a partially linear
time trend. The main objective of this study is to test the hypothesis that the model involves unit root or not in
the presence of trend component in the form of linear spline function. Here, the hypothesis under investigation is
Hj : p = 1 against the alternative H; : p € S, S = {a < p < 1;a > —1}. Under the unit root hypothesis, model (3)
reduces to

Ay :5+Zz/)i [si(t) — si(t — 1)] + &4 4)
=1

In model (4), the trend component is absent under the unit root case, but the intercept term makes a shift with r
knots. For writing the model (3) and (4) in matrix structure, we define the following notations,

’ ’ ’

y=0 v2 - wyr), y-1=(w wm - yr—1), Ay=(Ay Ay, - Ayr),
=02 - 1), =11 - 1), Zp)=(1-plr &), ~v=(¢ B).
w=( o o ), e=(a e - er), So=I-LT,  S(p)=(I-pL),
[ s1(1) s2(1) s.(1) ]
: : : s
salt) st o si(h) ®
Sl(tl + 1) Sg(tl + 1) e Sr(tl + 1)
r=| " o |
51('152) 52<t2) Sr(.t2)
i sl('T) 32('T) sr(.T) |
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Here I is T x T identity matrix and L is T x T matrix with all (i + 1)*" row and i*"* column equal to 1 and other
elements equal to 0.
Utilizing the given notations in equation (5), the models under unit root and the alternative hypothesis are
represented as,

Hy: Ay =170+ Spy +e. (6)

Hy:y=py1+Z(p)y+S(p)+e. (7

3. Posterior odds ratio

In statistics, the Bayesian approach formulates the inference through sample information, i.e., likelihood function
with parameter prior information as a random variable, i.e., it makes use of our prior beliefs about the unknown
parameters in consideration of available information. In time series, the Bayesian approach is frequently used
to identify the best suitable model with different types of characteristics, testing the stationarity, estimating the
unknown quantity, comparing unit root models and forecasting future values. The likelihood function under the
unit root hypothesis Hy : p = 1 is given by,

T

T2

o T O [ 5 {(Ay =6 = S19) (Ay =16 = S1)}] - )

Under the alternative hypothesis H;, the likelihood function is,

L(ylo,2,7) =

T
T2 T
me%mTw7%gwmLﬁ{@—wA—Z@M—S@WW@—WA—Z@M—S@WH] ©)
From a strict Bayesian point of view, one cannot say about the prior function that the assumed prior is relevant and
better than others. Selection of prior distributions is an arbitrary procedure and there is no way to explicit it. For
this study, we assume the following prior distributions for the parameters of the proposed model from [5] and [7],

77(7')0(1, 0 <7< o0, (10)
T
(p) = 1 <p<l,a>-—1 1D
™ p - 1 _ a’ a p ’a’ )
1
~ N — 12
qj) (y07 (1 — p2)7_> ) ¢7 Yo € R7 ( )
1
0~N O,>, e R, 9 >0, (13)
Ir
(1—p)°
B~N|0, ; B ER, 14
9T
1
1/JNMN (1/)077_91) ) 7/)771)0 ER7Q>03 (15)
7(0) 1, 0 € R". (16)
The prior distribution for 7 is,
1
v (1 . TV ) ()
1+p 0
with qb(] = Yo and V (p) = 1=p 9
0 0 2
(1-p)
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The joint prior distribution under the null hypothesis parameter {©g = (J,%, 7)} and an alternative hypothesis
parameter {©1 = (p, v, ¥, 7)} are given by,

w00 = T B e [ {080+ - vo) 0w v} (18)

ron = IV

T ~2{0 = 0=000) V(0 (= (1= p)0) + (¥ o) 2w —v) || . (19)

Combining the prior distributions with the sample likelihoods, posterior distributions under the null and alternative
hypothesis are given by

THr—1

(O ly) = # exp [—% {(AZ/ — 176 — SpY) (Ay — Ipd — Spab) + 952 + (¥ — wo)/ QY — 1/)0)}] ,

(2m)
(20)

O op i {w=rra =2 =S W) W= py1 - Z ()7 =S (D) V)

(2m) 24!

(=) Q¥ = o)+ (7= (1= p)do) V(o) (v = (1= p)é0) }] -

T
-
m(O1]y) =K

2y

where Ky and K are the normalizing constants under the null and alternative hypothesis.

Under the Bayesian perspective, the posterior odds ratio (POR) is used in decision making for the hypothesis
testing problem/model selection procedure. POR (5y1) is the product of the prior odds ratio with Bayes factor of
the null (Hy) and alternative (H;) hypothesis. In other words, POR is the ratio of posterior probabilities for the
observed series under the given hypothesis with the product of the ratio of prior probabilities under the null (pg)
and alternative (1 — pp) hypothesis. The POR is expressed as,

P(Holy)  P(Ho) P(y|Ho)  po P(y|lHo) _ P(y|Hy)
P(fy) ~ PUm) PlylH) — 1—po Pyl O By ) @2)

We get the posterior probabilities under Hy and H; by integrating the equations (20) and (21) for model parameters.
The following notations are used to describe the posterior probabilities

ﬁOl =

A=575.+Q, A(p) = S'(p)S(p) +
B=I-S,A7'S,, B(p)=I-S(p)A~ 1( ) (p);
D =17Blr + 9, D(p) = (p)B(p) (p)+V,

€ = Ay BAy + Qo — Q) A7 Qg — EUTBAy — IpSL AT Qu)? — 20y S AT,
€(p) = (y — py—1) B(p)(y — py—1) + (1 = p)> 3oV (p)do — 2((y — py—1) S(p) A~ (p)2y)
+ oo — Y A7 (p)o — €' (p)(D(p)) "' C(p).

Theorem 1
For testing the unit root against the alternative of trend stationarity, the posterior odds ratio with prior odds ratio

22— is obtained as
Po
p 1- ! (14p)? -
~Pods \AI 267 [Ja (1=p)2 [A(p)]? [D(p)|* [£(p)]
Proof
The detail derivation of equation (23) is given in the Appendix. O
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The expression of POR in equation (23) involves integral that is not easy to obtain using general computational
techniques. Hence, the Monte Carlo integration technique is considered to solve the integral approximately and
evaluate the POR.

4. Simulation study

This section discusses the performance and consequence of the proposed model based on simulated series. In
the simulation, we generate time series from the model (3) with a seed value of observed series yy = 100 under
the assumption that the number and locations of knots are known. For each parameters setting, we replicate
the simulated series for 1000 cycles and record the average results. We consider different sizes of time series
T = (80,120,160, 200) with the number of spline knots » = 3 for a set of knot locations (7'/4,T/2,3T/4).
For suitable explanation of simulation exercise, different sets of model parameters are considered as p =
(0.85,0.9,0.95,0.99, 1), 5 = (0.5,1,1.5,2,2.5) , ¢ = (0.5,1, 5,10, 15), ¢ = 20, 1y = —50, 13 = 15 and 7 = 5.
So, the distribution of ¢; ~ N(0,0.5). The hyperparameters of the assumed priors are p = 2, Q = I3y3 and g =
mean of s;(t) series at ¢ = 1,2 and 3. For computing the posterior odds ratio, the Monte Carlo integration technique
is considered to approximate the integral involvement in posterior probability and replicate this technique for 5000
times to obtain the posterior samples. The value of a is obtained using the following approach of [5], where p
has been estimated using the uniform distribution U (a, 1). In this illustration, we allocate equal prior probabilities
to the null and alternative hypothesis which makes the prior odd ratio equal to one. The results of the POR and
rejection rate (in parenthesis) of the null hypothesis are given in Tables 1-5 for various sets of parameter values as
well as different sizes of the series. Since, there is a possibility that simulated series having outlier at their assumed
knots. Hence, we display histogram and box-plot for POR values that define the outlier effect in the simulated POR
which is given in Appendix Figures 3-20.

From Tables 1-5, we observe that as the size of the time series is small (7" < 120), the value of POR is more
than one for some cases of p < 0.9 and 8 = 0.5, i.e., unit root hypothesis is wrongly accepted for the simulated
series. It happens because linear spline function partitions the series in a small linear process with an approximated
time trend. However, the POR value is less than one for moderately large size of the series for all p < 1 and the
high values of 8 and ¢ For p = 1, the unit root hypothesis is accepted in all the cases. The value of POR is always
greater than one for all parametric settings and sample sizes leading to the acceptance of unit root hypothesis. We
also notice that POR value is continuously declining as the values of 3, ¢ and T" increase as long as p < 1.

5. Real data analysis

This section provides a real application to justify the theoretical outcomes. In the real applications, linear trend
may not provide appropriate model and some non-linear trend may provide a better fit. Such a non-linear trend
may be approximated by piecewise polynomials under the spline function. For analysis purposes, we consider
monthly import series (Billion US Dollar) of 14 selected ASEAN Regional Forum (ARF) countries from the
period April, 2012 to August, 2018. This data set is taken from the International Monetary Fund and International
Financial Statistics data portal. First of all, we apply Ljung-Box test to check the residuals are independent in
each time series where null hypothesis considers residuals are independent. Then, model selection criterion’s are
considered to determine the appropriate number and locations of knots in the import series. Here, we assume that
the maximum number of knots present in a particular time series is » = 3. Tables 6-7 record p-value of Ljung-Box
test, the number of knots (r) and their locations with respect to the minimum values of Akaike information criteria
(AIC) and Bayesian information criteria (BIC) for different import series.

From Tables 6-7, we observe that out of 14 ARF countries, 11 countries do not reject the null hypothesis at 5%
level of significance whereas remaining 3 countries (Taiwan, Indonesia, Thailand) do not reject the null hypothesis
at 1% level of significance. This concludes that residuals are independent in each series which we want for the
model to be correct. Tables 6-7 also show that each country contains a particular number of joint point(s) at specific
locations in the real series, which varies based on information criteria. On the basis of minimum values of AIC and
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BIC, we observe that three knots are present in time trend for Japan, India, and Thailand, whereas two knots are
present in time trend for Australia, South Korea, Taiwan, Indonesia, and Malaysia. For remaining countries, i.e.,
Hong Kong, New Zealand, China, Philippines, Singapore, and Viet Nam contain one knot. Figures 1-2 display the
time series plot of each country with piecewise linear segments using the identified knots described in Tables 6-7.

Once we get the joint point(s) of the spline function, the posterior odds ratio is obtained to test the presence of
unit root using the derived theorem and records the estimated value of the autoregressive coefficient also. Tables
8-9 present the POR values along with estimated values of p for the developed and developing ARF countries,
respectively. In Tables 8-9, we observe that the POR value is less than one leading to the rejection of the null
hypothesis of unit root. It concludes that the import series of all ARF countries don’t have the unit root when the
non-linear trend components is approximated by linear spline function in the autoregressive model.

6. Conclusion

In this paper, we propose the Bayesian unit root test for testing the presence of unit root in an autoregressive model
with a non-linear time trend. The non-linear time trend includes a trend component approximated by a linear
spline function. The linear spline function contains 7 joint pieces to allow discontinuity at ¢; time point for the
i*" polynomial. For testing purpose, the posterior odds ratio is derived for the assumed hypotheses under suitable
prior distributions. In the simulation study, the posterior odds ratio gives appropriate justification for the proposed
model for various combinations of model parameters. An empirical analysis of the import series for selected ARF
countries is carried out to illustrate the performance of the proposed model. The number and locations of knots are
identified using the two information criteria, AIC and BIC. It states that the import series of all countries reject the
unit root hypothesis with proper selection of knots.
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Figure 1. Time series plot with linear spline joint point for selected ARF developed countries
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Table 1. Posterior odds ratio with intercept term ¢ = 0.5

T p B=05 B=1 B=15 B=2 B=25
3.78E+00 8.87E-01 1.42E-01 1.39E-02 1.07E-03

085~ 0.0 (1.00) (1.00) (1.00) (1.00)
09 [ISIE+00 285E-01 1SIE-02 585E-04 2.57E-05
: (0.99) (1.00) (1.00) (1.00) (1.00)
0 005 S24E-01  1.82E-02  1.90E-04 3.78E-06  1.89E-07
(1.00) (1.00) (1.00) (1.00) (1.00)
099 2O6IE-0L  1O6E-03  9.02E05 9.79E-07  2.66E-07
' (1.00) (1.00) (1.00) (1.00) (1.00)
| 222B400 1.74E+03  2.59E+04 4.90E+04 8.14E+04
(0.00) (0.00) (0.00) (0.00) (0.00)
0gs ZAIEX00 LI3E0T 154E03 192E05 2.14E-07
' (0.99) (0.99) (1.00) (1.00) (1.00)
09 SO4EOL 7STE-03  147E-05  S07E-08  244E-10
: (1.00) (1.00) (1.00) (1.00) (1.00)
150 005 1-22B-01  2.32B-05 270B-09 5.38E-12 9.26E-14
(1.00) (1.00) (1.00) (1.00) (1.00)
099 496E-03  672E08 202E-11 484E-13  6.78E-14
' (1.00) (1.00) (1.00) (1.00) (1.00)
| 38SE05  6.94E+08 2.57E+09 SA4SE+09  4.53E+09
(0.00) (0.00) (0.00) (0.00) (0.00)
0gs O32E0I 575E03  690E06 730E-09 9.77E-12
' (1.00) (1.00) (1.00) (1.00) (1.00)
09 221EO0L  286E-05 2.86E-09 427E-13  9.85E-17
: (1.00) (1.00) (1.00) (1.00) (1.00)
60 005 283E-03 ST73E-10  LO2E-15  4.19E20  9.66E-23
(1.00) (1.00) (1.00) (1.00) (1.00)
090 3S2E-06 121E-14  LI2E-18 33522  141E-23
' (1.00) (1.00) (1.00) (1.00) (1.00)
| 266E+11 601E+13 135E+14 1.96E+14 2.07E+14
(0.00) (0.00) (0.00) (0.00) (0.00)
0gs 47BEOT 127E04 173E-08 268E-12 598E-16
' (1.00) (1.00) (1.00) (1.00) (1.00)
09 143E-02 3.52E-08 B840E-14 3.97E-19  1.49E-23
: (1.00) (1.00) (1.00) (1.00) (1.00)
200 005 S3IE06 9.62E-14  8.14E-23  145E-29  5.32E-33
' (1.00) (1.00) (1.00) (1.00) (1.00)
090 269E-10 4.20E-23 528E-30 1.55E-33  2.11E-35

(1.00) (1.00) (1.00) (1.00) (1.00)
7.19E+16 4.12E+18 4.42E+18 4.14E+18 4.88E+18
(0.00) (0.00) (0.00) (0.00) (0.00)

*E-10 means move the decimal to the left 10 places
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Table 2. Posterior odds ratio with intercept term ¢ = 1

T p B=05 B=1 B=15 B=2 B=25

3.66E+00 8.23E-01 1.40E-01 1.09E-02 8.69E-04

085 0.99) (1.00) (1.00) (1.00) (1.00)

09 172E+00 282E-01 1.37E-02  5.85E-04 2.64E-05
: (0.99) (1.00) (1.00) (1.00) (1.00)

0 095 TO7EOL 153E-02 164E-04 3.69E-06 18SE-07
' (1.00) (1.00) (1.00) (1.00) (1.00)

090 224E-01 O76E-04 1.03E-05 9.7SE-07 224E-07
' (1.00) (1.00) (1.00) (1.00) (1.00)

| L6BE+00 7.60E+02 147E+04 8.0SE+04 1.07E+05
(0.00) (0.00) (0.00) (0.00) (0.00)

0gs 233E+00 T.O4E0T 1.68E03 1.83E05 1.72E-07
' (0.99) (1.00) (1.00) (1.00) (1.00)

09 SB9E-01 SOBE-03  1.82E-05 4.53E-08  2.62E-10
: (1.00) (1.00) (1.00) (1.00) (1.00)

120 095 I3SE-01 2.14E05 24SE-09 5.35E-12 8.14E-14
(1.00) (1.00) (1.00) (1.00) (1.00)

099 493E-03  6.12E08 260E-11 3.89E-13  5.83E-14
(1.00) (1.00) (1.00) (1.00) (1.00)

| 136E+05 421E+08 289E+09 4.39E+09  5.85E+09
(0.00) (0.00) (0.00) (0.00) (0.00)

0gs O-I7E0T 5.64E03  630E06 7.16E-09 [2IE-II
(1.00) (1.00) (1.00) (1.00) (1.00)

09 2I2E01 223E-05 236E-09 4.06E-13 1.28E-16
: (1.00) (1.00) (1.00) (1.00) (1.00)

60 005 227E-03  3.82E-10 857E-16 4.08E-20 8.10E-23
(1.00) (1.00) (1.00) (1.00) (1.00)

099 490E-06 1.53E-14 200E-19 341E22  150E-23
' (1.00) (1.00) (1.00) (1.00) (1.00)

| L67E+11 553E+13 1.60E+14 2.11E+14  1.94E+14
(0.00) (0.00) (0.00) (0.00) (0.00)

0gs 4O6E-0I LI4E04 183E-08 233E-12 5.48E-16
' (1.00) (1.00) (1.00) (1.00) (1.00)

09 1:26E02 348E-08 820E-14 3.94E-19 1.57E-23
: (1.00) (1.00) (1.00) (1.00) (1.00)

200 005 S27E06 LIOE-IS 1.06E-23 188E-29 5.01E-33
(1.00) (1.00) (1.00) (1.00) (1.00)

090 236E-10  3.0SE-23  484E-30 1.28E-33  198E-35

(1.00) (1.00) (1.00) (1.00) (1.00)
3.54E+16 4.19E+18 4.08E+18 3.57E+18 4.73E+18
(0.00) (0.00) (0.00) (0.00) (0.00)
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Table 3. Posterior odds ratio with intercept term ¢ = 5

T p B=05 B=1 B=15 B=2 B=25
3.54E+00 7.62E-01 1.32E-01 1.31E-02  8.09E-04

085 0.99) (1.00) (1.00) (1.00) (1.00)
09 [ISOE+00 2.57E-01  1.6SE-02  S5.67E-04 249E-05
: (0.99) (1.00) (1.00) (1.00) (1.00)
20 095 TO9EOI 144E-02 129E-04 284E-06  1.50E-07
' (1.00) (1.00) (1.00) (1.00) (1.00)
09 248E-01 8OSE-04 1.I0E-05 8.70E-07 1.05E-07
' (1.00) (1.00) (1.00) (1.00) (1.00)
| L66E+00 1.30E+01 202E+04 7.65E+04 8.OIE+04
(0.00) (0.00) (0.00) (0.00) (0.00)
0gs 232E+00 O78E-02 137E03 1.65E05 1.43E-07
' (0.99) (1.00) (1.00) (1.00) (1.00)
09 S64E-01  SOSE-03  162E-05 4.19E-08 2.48E-10
: (1.00) (1.00) (1.00) (1.00) (1.00)
120 095 I41E-01 206E-05 30SE-09 4.87E-12 787E-14
(1.00) (1.00) (1.00) (1.00) (1.00)
099 4O6IE-03  492E08 L77E-11  5.02E-13  7.04E-14
' (1.00) (1.00) (1.00) (1.00) (1.00)
| 288E+05 2.67E+08 287E+09 3.97E+09  5.24E+09
(0.00) (0.00) (0.00) (0.00) (0.00)
0gs O-I0E0T  497E03  476E06 625E-09 LI7E-II
' (1.00) (1.00) (1.00) (1.00) (1.00)
09 I74EOL  214E-05 2.18E-09 398E-13  125E-16
: (1.00) (1.00) (1.00) (1.00) (1.00)
60 005 2I8E-03 337E-10 7.53E-16 6.10E20 8.37E-23
(1.00) (1.00) (1.00) (1.00) (1.00)
099 527E06 LSTE-14  19IE-19 339E22 121E-23
' (1.00) (1.00) (1.00) (1.00) (1.00)
| L22B+11 360E+13  1.37E+14 244E+14  2.17E+14
(0.00) (0.00) (0.00) (0.00) (0.00)
0gs 377EOI LI4E04 183E08 233E-12 5.48E-16
' (1.00) (1.00) (1.00) (1.00) (1.00)
09 [I7E02 261E-08 1.60E-14 3.29E-19 147E-23
: (1.00) (1.00) (1.00) (1.00) (1.00)
200 005 T4TE06 15SE-IS  889E-24 141E-29  4.88E-33
' (1.00) (1.00) (1.00) (1.00) (1.00)
090 231E-10  2.84E-23  443E-30 1.27E-33  2.70E-35

(1.00) (1.00) (1.00) (1.00) (1.00)
2.13E+16 2.60E+18 5.12E+18 5.87E+18 4.17E+18
(0.00) (0.00) (0.00) (0.00) (0.00)
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Table 4. Posterior odds ratio with intercept term ¢ = 10

T p B=05 B=1 B=15 B=2 B=25

296E+00 7.33E-01 1.25E-01 8.88E-03 7.58E-04

085 0.99) (1.00) (1.00) (1.00) (1.00)
09 I3SEH00 245E-01 1.27E-02  4.37E-04  1.98E-05
: (0.99) (1.00) (1.00) (1.00) (1.00)
0 095 OATEOL 139E-02 1.09E-04 267E-06 1.22E-07
' (1.00) (1.00) (1.00) (1.00) (1.00)
090 203E-01 793E-04 1.03E-05 7.00E-07 9.22E-08
' (1.00) (1.00) (1.00) (1.00) (1.00)
| LO4E+00 LISE+03 8.62E+03 1.06E+05 8.27E+04
(0.00) (0.00) (0.00) (0.00) (0.00)
0gs 232E+00 O78E-02 137E03 1.65E05 1.43E-07
' (0.99) (1.00) (1.00) (1.00) (1.00)
09 SI8E-01 4.84E-03  1.30E-05 3.21E-08 2.08E-10
: (1.00) (1.00) (1.00) (1.00) (1.00)
120 095 I21E-01 1.52E05 269E-09 4.29E-12  6.46E-14
' (1.00) (1.00) (1.00) (1.00) (1.00)
099 436E-03  4T6E08 239E-11 462E-13  622E-14
' (1.00) (1.00) (1.00) (1.00) (1.00)
| 284E+05 3.84E+08 262E+09 3.90E+09 4.12E+09
(0.00) (0.00) (0.00) (0.00) (0.00)
0gs OOOE-0I 457E03  4I3E06 6.13E09 9.93E-12
' (1.00) (1.00) (1.00) (1.00) (1.00)
09 [I:B2E0L  214E-05 273E-09 341E-13  LI6E-16
: (1.00) (1.00) (1.00) (1.00) (1.00)
160 005 2O03E-03 449E-10 6.94E-16 45120 8.70E-23
' (1.00) (1.00) (1.00) (1.00) (1.00)
099 496E-06 139E-14 1S8E-19 297E-22  1.74E-23
' (1.00) (1.00) (1.00) (1.00) (1.00)
| LS4B+11 6.29E+13  1.74E+14  2.I5E+14  1.79E+14
(0.00) (0.00) (0.00) (0.00) (0.00)
0gs I3EOI LISE04 172E08 2.09E-12 5.03E-16
' (1.00) (1.00) (1.00) (1.00) (1.00)
09 1:27E02 207E-08 1.S7E-13  3.06E-19 8.86E-24
: (1.00) (1.00) (1.00) (1.00) (1.00)
200 005 TOSE-06 154E-1S  73SE-24  1.31E-29  3.49E-33
' (1.00) (1.00) (1.00) (1.00) (1.00)
090 142E-10  2.64E-23  390E-30 1.08E-33  3.48E-35

(1.00) (1.00) (1.00) (1.00) (1.00)
6.83E+16 2.75E+18 4.91E+18 5.13E+18 4.27E+18
(0.00) (0.00) (0.00) (0.00) (0.00)
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Table 5. Posterior odds ratio with intercept term ¢ = 15

T p B=05 B=1 B=15 B=2 B=25
222E+00 7.15B-01 1.15E-01 8.41E-03  6.98E-04

085 0.99) (1.00) (1.00) (1.00) (1.00)
09 124E+00 243E-01 1.27E-02  4.59E-04  1.57E-0S
: (0.99) (1.00) (1.00) (1.00) (1.00)
20 095 OSSOEOL 136E-02 120E-04 225E-06 1.09E-07
' (1.00) (1.00) (1.00) (1.00) (1.00)
090 20SE-01 673E-04 O.11E-06 6.92E-07 825E-08
' (1.00) (1.00) (1.00) (1.00) (1.00)
| 125E+00 1.23E+03 1.03E+04 633E+04 0.19E+04
(0.00) (0.00) (0.00) (0.00) (0.00)
0gs 1S9E+00 OSIE-02 1.04E03 155E05 13IE-07
' (0.99) (1.00) (1.00) (1.00) (1.00)
09 T9SE-01 495E-03 1.25E-05 3.28E-08  2.04E-10
: (1.00) (1.00) (1.00) (1.00) (1.00)
120 095 I03E-01 1.33E05 217E-09 S.I8E-12 454E-14
' (1.00) (1.00) (1.00) (1.00) (1.00)
099 430E-03  4I7E08 240E-11 568E-13 4.19E-14
' (1.00) (1.00) (1.00) (1.00) (1.00)
| 9I12E405 8.S2E+08 271E+09  4.27E+09  3.99E+09
(0.00) (0.00) (0.00) (0.00) (0.00)
0gs BSI6EOI 429E03 349E06 523E09 9.30E-12
' (1.00) (1.00) (1.00) (1.00) (1.00)
09 [1-S6EOL 217E-05 233E-09 264E-13  1.03E-16
: (1.00) (1.00) (1.00) (1.00) (1.00)
60 005 1-39E-03  468E-10 148E-15 6.69E-20 9.77E-23
' (1.00) (1.00) (1.00) (1.00) (1.00)
099 447E06 LIIE-14 103E-19 274E22  167E-23
' (1.00) (1.00) (1.00) (1.00) (1.00)
| LS3E+11 S8SE+13 171E+14 1.59E+14  2.19E+14
(0.00) (0.00) (0.00) (0.00) (0.00)
0gs JO7EOI 7.IIE05 144E-08 207E-12 3.68E-16
' (1.00) (1.00) (1.00) (1.00) (1.00)
09 [-ISE02 198E-08 1.S7E-13 9.06E-20 6.86E-24
: (1.00) (1.00) (1.00) (1.00) (1.00)
200 005 T-SVE-06 136E-1S 121E-23 281E-29  4.83E-33
(1.00) (1.00) (1.00) (1.00) (1.00)
090 137E-10 226E-23  36SE-30 9.10E-34  4.19E-35

(1.00) (1.00) (1.00) (1.00) (1.00)
5.03E+16 2.70E+18 3.22E+18 3.67E+I8 5.39E+18
(0.00) (0.00) (0.00) (0.00) (0.00)
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Table 6. Knots selection based on information criteria for ARF developed countries import series

Location of Knots p-value
Country : 1t t3 AIC BIC Ljung-Box test

1 33 - - 406.141  420.204

Australia 2 25 48 - 404.670 416.389 0.0702*
3 25 45 68 407.612 424.019
1 38 - - 328.521 340.240

HongKong 2 14 42 - 329.991 344.053 0.1582%*
3 14 19 47 331.454 347.861
1 33 - - 320404 345.811

Japan 2 16 39 - 327913 341976 0.1185%*
3 16 39 64 326.444 338.163
1 35 - - 368.787 382.850

South Korea 2 35 57 - 367.304 379.023 0.4985%*
3 12 39 45 370.319 386.726
1 38 - - 534.635 546.354

New Zealand 2 15 44 - 536.104 550.167 0.2360*
3 15 44 75 537.569 553.975
1 12 - - 378.075 394.482

Taiwan 2 24 50 - 375.083 386.802 0.0433%*
3 12 26 53 376.554 390.617
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Table 7. Knots selection based on information criteria for ARF developing countries import series

Location of Knots p-value
Country r 1 to t3 AIC BIC Ljung-Box test
1 37 - - 214.425 226.144
China 2 36 64 - 215.940 230.003 0.1010%*
3 10 36 64 217.485 233.891
1 19 - - 347.895 364.301
India 2 20 32 - 336.976  351.039 0.1382%*
3 14 32 52 335.495 347.214
1 33 - - 396.815 410.878
Indonesia 2 33 57 - 395.339  407.058 0.0378**
3 29 49 71 398.321 414.728
1 37 - - 412.853 412.853
Malaysia 2 24 51 - 411.353 423.072 0.0812%*
3 12 26 51 414.393  430.800
1 39 - - 481.864 493.583
Philippines 2 24 39 - 483.336  497.399 0.2817*
3 24 39 55 485.145 501.551
1 35 - - 374.868 386.587
Singapore 2 12 35 - 376.337 390.400 0.3384*
3 12 35 59 377.846  394.253
1 28 - - 404.858 421.264
Thailand 2 28 51 - 403.347 417.410 0.0427+*
3 24 42 65 401.861 413.580
1 32 - - 410495 422214
VietNam 2 12 37 - 411.963 426.025 0.0766%*
3 12 34 59 413.433  429.840

* 5% level of Significance, ** 1% level of Significance

Table 8. POR value for import series of ARF developed countries

Country r POR p
Australia 2 1.25E-03 0.4923
Hong Kong 1 1.80E-04 0.3322
Japan 3 6.17E-03 0.5292
South Korea 2 2.49E-01 0.4006
New Zealand 1 2.07E-02 0.5971
Taiwan 2  4.34E-08 0.7021
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Table 9. POR value for import series of ARF developing countries

Country r POR p
China 1 8.99E-04 0.4851
India 3 8.07E-04 0.3064
Indonesia 2 2.25E-07 0.3806
Malaysia 2 4.58E-06 0.4652
Philippines 1 3.76E-08 0.9090
Singapore 1 7.80E-02 0.7388
Thailand 3 3.81E-05 0.2831
VietNam 1 2.49E-07 0.2337
China India
5 5] 5.1
201204 201306 201408 201510 201612 2018-02 201204 201306 201408 201510 201612 201802
Time Time
- Indonesia Malaysia
fg K
B E |
201204 2013-06 2014-08 201510 201612 2018-02 201204 2013-06 2014-08 2015-10 2016-12 2013-02
Time Time
Philippines Singapore
B g =
201204 201306 201408 201510 201612 2018-02 201204 201306 201408 201510 201612 201802
Time Time
- Thailand Viet Nam
B £ 5]
= s —— i 3 T ————— ——
201204 2013-06 2014-08 201510 201612 2018-02 201204 2013-06 2014-08 2015-10 2016-12 2018-02
Time Time

Figure 2. Time series plot with linear spline joint point for selected ARF developing countries
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Appendix

The posterior probability under Hy from the equation (20) is obtained as

T+7‘1
Q2'l92 ’
»(y|Ho) // / 5 TUH exp[—%{(AyflT(SfSLi//) (Ay — 1706 — Spab) + 982
" 7'r 2

+ (=) © - %)}} dipdodr

/ / /T (2m) T+T+1192 exp [—g {(Ay — lT(S)/ (Ay — I7d) — 2¢’S'L (Ay — I10)

) Sy S+ 96% + 1) Qup + by — 2¢’QwOH dbdsdr

Let us consider
WS, Spp — 2S) (Ay — Ird) + W/ — 20/ = (6 — D) A (% — D) — o/ AD

where ¢ = A1 (s’L (Ay — I76) + Qwo)
Hence, integrating with respect to v, we get

= Q) > 93 /
y |H0 / / T|+1| |A| T €Xp {_g {(Ay - lT(S)/ (Ay - ZT(S) + 1952 + ‘/1091/10

- (S’L (Ay — 178) + Qwo), A (s’L (Ay — 176) + mpo) H dsdr

/ / 7T|ff| ki ~ exp [—g {Ay'BAy V1 Blr6? — 20 BAyS + 06 + Qb
4]
oAy SLA‘19¢O 208, A0 — w(')Q/A‘ngbOH dsdr
M - B
/ / s o [ {(ZTBZT +19) §2 -2 (lTBAy I Sp A Q%)

+AY BAy - 2Ay 'S AT P + by Qo — ng’A—lngH dsdr

* %71 % % ’ ’ ’ ’
:/ % exp {,I {Ay BAy —2Ay S A7 Qpg — by A7 Q0
o (@mFaEps L2

! 1 ’ ’ 2
ey — — (lTBAy — zTSLA—lmpo) H dr

o T 3 91
= —'Ql U ex —15 dr
P13
0o (2m)z |A|2 D2

Q7 9T (L
p(y|Ho) = |T| T SQ)Z 24
(m)= |A]* dz [¢]>
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Under the alternative hypothesis H1, the posterior probability is obtained by the equation (21) as

polm)=[ [ /R/( '?'JV op [-2 {1~ 2001 - S0

a)
(y—py—1—Z(p)v () )+(¢ 1/Jo) (¥ — o)

+(y—(1- )¢0) Vip) (v — )H dydydrdp
Observing that
_(1+p)9 _(A+p)
Vo)l = a1 Vip)do = (7%
=D (p) (Z'()B(p) (y = py—1) + (1 + p)do — Z'(p)S(p) A~ o)
Then

p(y|Hy) // /32/ o Blﬂﬂi_a) exp[—g{(y—pyq—Z(p)v)/(y—pyfl—Z(p)v)

+9'S'(p)S(p)v) — 2¢S’<)(y py—1 — Z(p)7) + %' Qb + by — 20y
(7= (1= 9)60) V(o) (= (1 = )go) || diocydrep

/ / /R/ - 2|7?|T+|T‘j-1 I eXp {_% {(y —py—1— Z(p)Y) (y — py—1 — Z(p)v)

+1' (S (p)S(p) + Q) v — 20" (S"(p) (y — py—1 — Z(p)y) + Qo) + 1oy
+(y -1~ p)¢>o) Vip) (v — (1= p)¢o)H dypdrydrdp

Let us consider

b= A7) (S (0) (v = py-1 — Z (p)7) + Q)

Then,

p(y|Hy) // /R/ @) Elﬂw L; exp[—z{(y—pyfl—Z(p)v)/(y—pyﬂ—Z(p)v)

(=) A7) (6= ) + (3= (L= o) Vo) (y — (1 = p)d) ' Ao}
oo || dudydrdp

5 |07 [V(p)|? , ,
/ / /Rz 27)2 T+1 (1—a) |pA(p) |— eXp [_ {(y —py—1—2Z(p)v) (Y —py—1 — Z(p)y) + Yoo
+(y— (1= p)o) V(p) (v — (1= p)o) —&’Aw}} ddydr

[\

NS
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% 9 [V(p)® T , %
/ /O /R2 oA P [—5{(y—py71) (Y= py—1) =27 Z (p) (y = py-1)
7 2 () Z(p)y +7'V(p)y = 201 = )y V(p)do + (1 = pP200V (p)bo — ((w = py-1) S (p) + o)
A7) (= py-1) S () + Qo) +27 Z'(0)S (p) A7 (0) (= py-1) S (0) + 0 )

—/Z'(0)S () A (p)S (p) Z(p)y + 0 } | dvdrdp

72 |02 [V (p)|? T ' _ '
// /RQ @ F 1_CL|A()|%eX1o[ 2{(?; py-1) B(p)(y = py-1) +7 Z (p)B(p) Z(p)y

~2y'Z ()B (p) (y — py—1) + 7 V(p)y — 2(1 = p)7 V()0 + Qb0 — ¥ A~ (p) Qo
+29'7 (p)S(p)A L(p)2o + (1= p)2 0oV (p)bo — 2 (y — py—1)' S(p)A‘l(p)Qon dvydrdp

Let us consider

C = (Z"(p)B(p)(y — py—1) + (L + p)do — Z(p)S(p)A™" (p) o) and
7)/ =

Then,

7-2|Q| V(p)|? T N ) :
p(y|Hy) // /m 1 DA )] eXp[—g{(v—v)D(p)(v—v)+(y—py—1)B(p)

(y — py—1) + Yoo — Yo A7 () Qubo + (1 — p)?dV ()0

—2(y—py-1)' S(p)A " (p )Qwo}] dydrdp

-1 T 9 |'AV(())|' oo [ L) B ) v
— Y A7 (p) Qo + (1 — p)?6oV (p)do — C' (D(p)) ' C

—2(y—py-1) S(p)A~ ( mwo}] drdp

5102 [V(p)|? T
// (2m)z (1 —a)|A(p)|2 |D(p)‘%eXp[_§{f(p)}}dep

Q|5 ﬁ%F T 1 1 + %

plylt) = 2 (2)/ S ) (25)
72 (1—a) Ja (1-p)[A(p)|? [D(p)|? [£(p)]?

Utilizing (24) and (25) we obtain the required expression (23) for the posterior odds ratio.
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Figure 3. Boxplot and histogram of POR values at T
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Figure 19. Boxplot and histogram of POR values at T=200 and p=0.99 for various values of 8
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Figure 20. Boxplot and histogram of POR values at T=200 and p=1 for various values of
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