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transition probabilities of the Markov chain are constant. Then,
the model is extended to a drift that is dependent on a leading
economic indicator which leads to varying transition
probabilities. A new Bayesian procedure, using a mixture of
forward and backward filtering iterations, is developed to
produce exact Bayesian posterior parameter and forecast
distributions. The two models are applied to quarterly real US
GNP data, considered as the main (coincident) indicator of
economic health, to infer and forecast the US business cycle. |
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