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ABSTRACT
We explore the hypothesis that fluctuations in commodity prices are an important
driver of business cycles in small emerging market economies (EMEs). We first 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 fluctuations 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 amplification mechanism is a "spillover" effect 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 financial crisis.
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