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Abstract: A testing procedure is proposed to distinguish the linearity from co-integration regressions with threshold
effect. A SupLM test is presented for the null of linear co-integration; the null limiting distribution is then derived, and the
asymptotic critical values are simulated. Moreover, the performance of the test is studied by using Monte Carlo simulation,
which proved that the test works quite well. It is clearly shown that the SupLM test has good finite sample properties, even
in the presence of serial correlation of regressor-error or the errors following the generalized autoregressive conditional
heteroskedastic (GARCH) processes. Finally, the feasibility of the proposed test is illustrated by examining the threshold
nonlinearity of co-integrating regression for U.S. treasury yield curve rates.
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Table 1 Asymptotic critical values
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Table 3 Power of SupLM tests
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Fig. 1 Yield curve rates of treasure notes (Horizontal axis
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Table 4 Unit root tests for the time series of treasury yield curve rates
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