
Download
Other Working Papers
Keep in mind

La serie Borradores de Economía es una publicación de la Subgerencia de Estudios Económicos del Banco de la
República. Los trabajos son de carácter provisional, las opiniones y posibles errores son responsabilidad
exclusiva del autor y sus contenidos no comprometen al Banco de la República ni a su Junta Directiva.

Autor o Editor
Oscar Avila-Montealegre
Carter Mix

The series Borradores de Economía (Working Papers on Economics) contributes to the dissemination and
promotion of the work by researchers from the institution. On multiple occasions, these works have been the
result of collaborative work with individuals from other national or international institutions. This series is
indexed at Research Papers in Economics (RePEc)

Fecha de publicación
Tuesday the 29th of December, 2020

The opinions contained in this document are the sole responsibility of the author and do not commit
Banco de la República or its Board of Directors. 

Abstract
A large empirical literature has shown that countries that trade more with each other have more correlated
business cycles. We show that previous estimates of this relationship are biased upward because they ignore
common trade exposure to other countries. When we account for common trade exposure to foreign business
cycles, we find that (1) the effect of bilateral trade on business cycle comovement falls by roughly 25 percent
and (2) common exposure is a signicant driver of business cycle comovement. A standard international real
business cycle model is qualitatively consistent with these facts but fails to reproduce their magnitudes. Past
studies have used models that allow for productivity shock transmission through trade to strengthen the
relationship between trade and comovement. We find that productivity shock transmission increases business
cycle comovement largely because of a country-pair's common trade exposure to other countries rather than
because of bilateral trade. When we allow for stronger transmission between small open economies than other
country-pairs, comovement  increases both from bilateral trade and common exposure, similar to the data.
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