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Simultaneity

e Direct and Indirect Channels

* Direct Effect vs. Indirect Specialization Effect of Trade.
* Direct Effect vs. Indirect Specialization Effect of Finance.

e Direct Effect vs. Indirect Trade- and Financed-induced Effects of
Specialization.

* Decomposition of Trade effects into intra- and inter-industry



Data

 [FS — Quarterly GDP, 18 countries, 1980-2000.

Both cross-section and panel.

« BEA — Annual GSP, 50 States, 1977-2001.

Controls for effects of monetary policy, and “multilateral
resistance’.
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Financial Integration

Across Countries: Index of Capital Account Restrictions
(binary variable, summed pairwise)

Across States: Risk Sharing Index.

ngspy — Indy; = o+ 3ln gspy + 5
|. "y [ ] II i ] .|I I = =

Estimates summed pairwise



Identification

e requires [, different from I;.

 Financial Integration indices part of I, and I;.

* [, includes: gravity variables (economic size, distance, language,
border)

* I; includes: financial integration, GDP per capita in both
economies, and the gap between the two.

 Estimations run with GMM to address heteroscedasticity.



Table LA: Summary Statistics across Conntries
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Table 1B: Summary Statistics acrass States (1275 obs)
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Takle 4: Equation-by-squation Estimations
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Table & Simmltancons Estimations
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Figure 1: Cycles Correlations

Figure 4. (Log) Bilateral Trade
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Figure 3: Specialization
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Figure 2: Risk-
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Panel Results (2/3 periods)

Table 9 Panel Evidenoe
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Panel Results (15 periods)

Takle 10 Panel Evidence based on S-vear rolling averages | 15 periods)
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Robustness

- GMM

* Yearly vs. Quarterly

* Alternative measure of trade

« HP Filter

* Specialization in Manufactures only

 Controls for NER volatility, inflation differentials

* Controls for country sizes
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Conclusion

* Results hold across countries, U.S States, over time, various
aggregation levels, various measures of trade and financial
linkages and various filters.

 Trade: both inter- and intra-industry. Effects of inter-industry
trade qualitatively compatible with models. Important role for
intra-industry trade. Little specialization effect.

 Specialization —and sectoral patterns— affect real cycle
synchronization, over and beyond component induced by trade
and financial integration.

 Financial integration results in more correlated cycles, even
though induces specialization. Alternative measures (Chinn-Ito,
Edison-Warnock, Kaminsky-Schmukler)



