














Figure 4A: Decomposition of contemporaneous output cross—correlation in baseline model
B. Histogram "true" component cov(y1 1Yo e 1)/[V(y 1)V(y2)]"0.5
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A. Share foreign shocks, (y, 51) +V(y, 2 ) denominator
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Figure 5A: Simulated CN output variance shares and cross—correlation
in baseline model when T=1000
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Figure 6A: Data and simulated DSGE cross—correlations Canada-U.S., "true" components only
Data (solid), DSGE median (dotted) and [5.95] posterior band (dashed)
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Legend: y (output), dp (inflation), nom (nominal interest rate), w (real wage) and hours.
X-axis: k lags of U.S. variables, 0 through 4 (in quarters)



Figure 7A: Selected data & DSGE PRIOR population cross—correlations for model with U.S. block pre—estimated
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Legend: data (solid), DSGE prior median (dotted) and [5,95] prior probability
bands (dashed). Variables names are y (output), dp (inflation), nom (nominal
interest rate), reer (real exchange rate), and, tot (terms of trade), where Id
corresponds to log—difference.

X-axis: k lags, 0 through 4 (in quarters)




Table 1A: Simulated Posterior Variance Shares® of Canadian Series Attributed
to All U.S. Shocks in Baseline DSGE

Median and [5,95] posterior bands for all U.S. shocks®

Denominator®

Sum of Foreign and Domestic

Series Total Variance \ariances
Output 0.01 0.01

[ 0.00, 0.04] [ 0.00, 0.04]
Inflation 0.01 0.01

[0.01,0.03] [0.01, 0.03]
Interest Rate 0.01 0.01

[ 0.00, 0.03] [ 0.00, 0.03]
Real Wages 0.01 0.01

[ 0.00, 0.03] [ 0.00, 0.03]
Hours 0.01 0.01

[ 0.00, 0.03] [ 0.00, 0.03]
Real Exchange Rate 0.03 0.03

[0.02,0.05] [ 0.02, 0.05]
Terms of Trade 0.05 0.05

[ 0.03,0.09] [ 0.03, 0.09]

Notes

! Variance shares cover [0,1] interval. Hence 0.01 corresponds to 1 percent.

2 Computed using the posterior parameter draws reported in table 2 in the paper. In this case, however,
the variances are obtained by simulation, rather than using the population formulas from the state space
representation of the model's solution as done in table 3. For each posterior parameter draw we generate
an artificial sequence of foreign and domestic shocks, of length equal to the sample, in order to simulate
the observables.

3 The variance of each series, which constitutes the denominator of the variance shares, can be obtained
in two ways, giving rise to these two columns. First, we refer to the total variance as the simple sample
statistic for each observable when all shocks are fed through the model. Second, the denominator can be
obtained as the sum of the variance from the series generated when only foreign and only domestic
shocks are present. Of course, the second measure will differ from the first due to a small-sample
covariance term between components that are orthogonal in population. However, as clearly seen, these
considerations do not influence the results.



