
Net export to output ratio at time t (𝑁𝑋𝑡) is defined as below: 
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Linearization of net exports to output ratio and log-linearization of R.H.S result the 

following: 

In the steady state, 𝑔𝑎 = 𝜇𝑔𝑎
 and 𝑔𝑣 = 𝜇𝑔𝑣
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Letting, 𝑁�̌�𝑡 = 𝑁𝑋𝑡 − 𝑁𝑋  and discarding steady state relationships 
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Simplifying, 
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Observation Equation for trade-balance-to-output ratio with demeaned series 

𝑡𝑏𝑦𝑡 = 𝑁�̌�𝑡 + 𝑚𝑒𝑎𝑠𝑢𝑟𝑒𝑚𝑒𝑛𝑡 𝑒𝑟𝑟𝑜𝑟 

 

 


