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Summary: We consider the null hypothesis that a time series has a unit root with possibly nonzero drift
against the alternative that the process is “trend-stationary”. The interest is that we allow under both the
null and alternative hypotheses for the presence of a one-time change in the level or in the slope of the
trend function. We show how standard tests of the unit root hypothesis against trend stationary alternatives cannot reject the unit root hypothesis if the true data generating mechanism is that of stationary
ﬂuctuations around a trend function which contains a one-time break. This holds even asymptotically.
We derive test statistics which allow us to distinguish the two hypotheses when a break is present. Their
limiting distribution is established and selected percentage points are tabulated. We apply these tests to
the C. R. Nelson and C. I. Plosser data set [J. Monetary Econ. 10, 139-162 (1982)] and to the postwar
quarterly real GNP series. In the former, the break is due to the 1929 crash and takes the form of a
sudden change in the level of the series. For 11 out of the 14 series analyzed by Nelson and Plosser we can
reject at a high conﬁdence level the unit root hypothesis. In the case of the postwar quaterly real GNP
series, the break in the trend function occurs at the time of the oil price shock (1973) and takes the form
of a change in the slope. Here again we can reject the null hypothesis of a unit root.
If one is ready to postulate that the 1929 crash and the slowdown in growth after 1973 are not realizations
of an underlying time-invariant stochastic process but can be modeled as exogenous, then the conclusion
is that most macroeconomic time series are not characterized by the presence of a unit root. Fluctuations
are indeed stationary around a deterministic trend function. The only “shocks” which have had persistent
eﬀects are the 1929 crash and the 1973 oil price shock.
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