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Diego, Sharing a Ride on the Commodities Roller Coaster: Common Factors in
Business Cycles of Emerging Economies, Journal of International Economics (2017),
doi:10.1016/j.jinteco.2017.11.008

This is a PDF file of an unedited manuscript that has been accepted for publication.
As a service to our customers we are providing this early version of the manuscript.
The manuscript will undergo copyediting, typesetting, and review of the resulting proof
before it is published in its final form. Please note that during the production process
errors may be discovered which could affect the content, and all legal disclaimers that
apply to the journal pertain.

https://doi.org/10.1016/j.jinteco.2017.11.008
https://doi.org/10.1016/j.jinteco.2017.11.008


AC
C

EP
TE

D
 M

AN
U

SC
R

IP
T

ACCEPTED MANUSCRIPT

Sharing a Ride on the Commodities Roller Coaster:
Common Factors in Business Cycles of Emerging

Economies

Andrés Fernández Andrés González Diego Rodríguez1

IDB Banco de la República Banco de la República

This Draft: November 27, 2017

First Draft: November 3, 2015

Abstract

We explore the hypothesis that �uctuations in commodity prices are an important
driver of business cycles in small emerging market economies (EMEs). We �rst document
that commodity prices exhibit strong comovement with other macro variables along the busi-
ness cycle of these economies; and that a common factor accounts for most of the time series
dynamics of these commodity prices. Guided by these stylized facts, we embed a commod-
ity sector into a dynamic, stochastic, multi-country business cycle model of EMEs where
exogenous �uctuations in commodity prices coexist with other driving forces. Commodity
prices follow a common dynamic factor structure in the model. When estimated with EMEs
data, the model gives to commodity shocks, mostly in the form of perturbations to their
common factor, a paramount role when accounting for aggregate dynamics: more than a
third of the variance of real output across the EMEs considered is associated to commodity
price shocks. The model also performs well when accounting for other business cycle facts.
A further ampli�cation mechanism is a "spillover" e¤ect from commodity prices to interest
rates. Yet, sometimes, positive commodity price shocks have also cushioned other negative
domestic shocks, particularly during the fast recovery from the world �nancial crisis.
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