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Countries that trade more with each other exhibit higher business cycle
correlation. This paper examines the mechanisms underlying this
relationship using a large cross-country industry-level panel dataset of
manufacturing production and trade. We show that sector pairs that
experience more bilateral trade exhibit stronger comovement. Vertical
linkages in production are an important explanation behind this effect:
bilateral international trade increases comovement significantly more in
cross-border industry pairs that use each other as intermediate inputs.
Our estimates imply that these vertical production linkages account for
some 30% of the total impact of bilateral trade on the business cycle
correlation.
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International trade theory has pointed out that factor accumulation
could immiserize a country if it is sufficiently biased toward the export
sector, or if it is biased toward an importcompeting sector in the
presence of tariff protection. This paper analyzes the impact of aid, in
the form of an increase in the capital stock used only in the nontraded
sector, on real income. Yano and Nugent (1999) discussed this issue,
but their analysis turned out to be incorrect. This paper demonstrates
that whether aid in the form of an increase in capital specific to the
nontraded sector reduces welfare depends on how aid affects the price
of the nontraded good and on whether imports and the nontraded
good are substitutes or complements in demand.

Autore Tokarick Stephen

Materiale a stampa

Monografia


