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Please cite this article as: Kamber, Güneş, Theodoridis, Konstantinos, Thoenissen,
Christoph, News-driven business cycles in small open economies, Journal of International
Economics (2016), doi:10.1016/j.jinteco.2016.12.005

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.

http://dx.doi.org/10.1016/j.jinteco.2016.12.005
http://dx.doi.org/10.1016/j.jinteco.2016.12.005


AC
C

EP
TE

D
 M

AN
U

SC
R

IP
T

ACCEPTED MANUSCRIPT

News-driven business cycles in small open economies ∗

Güneş Kamber† Konstantinos Theodoridis‡ Christoph Thoenissen§

1 October 2016

Abstract

The focus of this paper is on news-driven business cycles in small open economies.
We make two significant contributions. First, we develop a small open economy
model where the presence of financial frictions permits the replication of business
cycle co-movements in response to news shocks. Second, we use VAR analysis to
identify news shocks using data on four advanced small open economies. We find
that expected shocks about the future Total Factor Productivity generate business
cycle co-movements in output, hours, consumption and investment. We also find
that news shocks are associated with countercyclical current account dynamics.
Our findings are robust across a number of alternative identification schemes.
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