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Abstract

This paper studies the role of Vertical Specialization-based trade
and foreign damand push as elements capable of explaining export-led
recoveries in small open industrialized economies.

The empirical evidence on export-led recoveries is reviewed. Data
supporting the growing importance of vertical specialization for inter-
national trade are presented.

I compare the performance of two versions of a small open economy
model, calibrated to mimic Canadian Business Cycles. The …rst one is
based upon Schmitt-Grohe(1998). The second incorporates Vertical-
Specialization-based trade.

I show that an arti…cial economy featuring Vertical-Specialization-
based trade in conjunction with an exogenous AR(2) process for for-
eign output displays improved impulse responses to a foreign output
shock and is able to mimic the contribution of Canadian exports to
output growth during economic recoveries.
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