
Borrador de economía, núm. 685
Keep in mind

The series Working Papers on Economics is published by the Office for Economic Studies at the Banco de la
República (Central Bank of Colombia). The works published are provisional, and their authors are fully
responsible for the opinions expressed in them, as well as for possible mistakes. The opinions expressed herein
are those of the authors and do not necessarily reflect the views of Banco de la República or its Board of
Directors.

Autores y/o editores
Arteaga-Cabrales, Carolina
Granados-Castro, Joan Camilo
Ojeda-Joya, Jair

In this paper we study the effect of monetary policy shocks on commodity prices. While most of the literature
has found that expansionary shocks have a positive effect on aggregate price indices, we study the effect on
individual prices of a sample of four commodities. This set of commodity prices is essential to understand the
dynamics of the balance of payments in Colombia. The analysis is based on structural VAR models, we identify
monetary policy shocks following [Kim, 1999, 2003] upon quarterly data for commodity prices and their
fundamentals for the period 1980q1 to 2010q3. Our results show that commodity prices overshoot their long run
equilibrium in response to a contractionary shock in the US monetary policy and, in contrast with literature, the
response of the individual prices considered is stronger than what has been found in aggregate indices.
Additionally, it is found that the monetary policy explains a substantial share of the fluctuations in prices.
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