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Abstract

This paper explores the impact of different types of dynamical linkages (coupling) between
the indices of industrial production for the U.S. and Canada. The Ozaki model provides an
appropriate empirical framework for analyzing the dynamic path of each economy’s produc-
tive activity because it provides an effective approximation to continuous time differential
equations. We examine a combination of six different types of linkage between the indices
of production. Major questions we study include whether the linkages increase or decrease
the stability of the equilibrium paths, whether the linkages encourage or discourage business
cycle oscillations, and whether the oscillations are synchronized.

The empirical analysis reveals that for each country the requisite lag structure extends for
up to six years and that the coupling linkages are functions of lagged changes in growth rates.
Incorporating these linkages leads to an increased degree of oscillation in the equilibrium
paths, a marginal improvement in stability, and somewhat greater synchronization between

the two series. The out-of-sample forecasts for each series are improved by the coupling.
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