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Abstract

Because of the nonlinear relationship between the constant terms in a VAR, on the
one hand, and drift in the case of 1(1) variables, or the means of the series in stationary
VARs on the other, it is not possible to use standard tests for structural breaks directed
specificaly at individual long-run means. Given the importance of the estimated long-run
means in forecasting performance (Bewley, 2000), the detection of structural breaks in
these parameters is crucia in building VAR forecasting models. It is shown that direct
tests of structural breaks in long-run means can easily be constructed for the Bewley
(1979) transformation of a VAR or VEC and that these tests are more powerful than those
directed only at the constant terms in the traditional VAR framework.
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