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Abstract
This paper evaluates the ability of regime-switching lognormal models (RSLN) to capture the time-varying features of stock return and volatility structure, and then the changes of parameters in RSLN model are used to identify change points in time series. We apply the Standard and Poor's 500 monthly index to two-state RSLN model, in which the states are defined by lower-return and higher-return and their corresponding volatilities. The model displays a better ability to depict fat tail distribution behavior than ordinary sample mean and sample variance. Further, when model parameters are estimated over different time intervals, the estimations may have some big changes, especially the parameters of lower-return state. Under the criterion we present, the time the estimations significantly change will correspond to the change points of the series. The application of the method to the Standard and Poor's 500 monthly index provides evidence that the change points we identify match the big events in U.S. stock market, and the segmentation of the stock index series also matches the real bear-bull market scene.

