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For more than a decade the Unlted States has experrenced

R .acceleratmg |anat|on Srnce Iate I97l average prlces have rrsen |

| 'ﬁkat a rate of 5 percent per year measured by the Gross Natronal

. f"Product (GNP) deflator, and the wholesale price index of aII
o .‘ji'*commodftres has risen‘an average of 14 percent per year

The general mflatlon has prompted a number of studles

R ‘vv”concernlng its impact on agrlculture ‘Most of the studles were
| Irmrted to comments on the effects of mflatlon rather than monetary

SR "j‘f_f"'actlons on agrlculture Nevertheless if one belreves as | do

. that excessrve monetary growth is the ma Jor cause of |nflat|on
’A’v-”»'ithe lnfluence of monetary actions is |mp||ed |

The lmpact on agrrculture attrlbuted to mflatron varled |

s W|dely m these studles ranging from realwealth gains to nomfnal .
g | _- ;and reaI wealth Iosses One wrrter went S0 far as to conclude that R
| '_f|nf|at|on depressed those incomes reallzed from the productnon of |

et | feed gralns wheat, and cotton compared WIth |ncome from meat
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* fanlmals poultry, frurts and vegetables (4) An'ot‘her'fo'und a"close SR

. and consrstent relatlonshlp between changes |n the stock of money

N _and changes in agrlcultural lncome and lnvestment and concluded

- that agrlculture |s far more closely related to and mtegrated wrth

- the total economy than is currently recognlzed (l0l

The mconsrstency of the flndlngs is a remlnder of the ques- '

i "'tlonlng dlsposmon of the famous French phllosopher Mlchael de

| ‘,'Montalgne (l533 92) who after years of concentratlon prlor to

t vwrltlng hlS essays dec1ded that absolute facts were noneXIstent

Rather than accept this pessrmlstlc vrew l suggest that most of

i _the lnconsrstency reflects the dlfflculty in determlnlng cause and v

“ feffect relatlonshlps in agrlculture and dlfferences in the tlme
'_‘l_j horlzon of the researchers N | ol |
: | ln agrlculture cause and effect relatlonshlps are clouded
- :‘vfby a number of nonmonetary destablllzmg elements Wthh can have -

o a srzable effect between the plannlng of productlon and the reallzatlon -

,y,_.}_;of output 0utput and demand fluctuations occur asa result of

L unanhcrpated factors such as unusual weather and other natural

.A ',dlsturbances livestock cycles and changes in fore ign demand

{_,The year-to-year varlatlon caused by these factors often overshadows

o f;,:-rthe lnfluence of monetary actlons

| Part of the mconsrstency reflects the short tlme span in »
i "S'_whlch most of the researchers were concentratmg Jacob Viner,

g “sfprlor to the predomlnance of the ”New Econom ics,’ M noted that
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R econom |sts tended to concentrate exctus |ver on long run analysrs (23) o

. .;._.‘Today, however few are preoccupled wrth the effects thata grven . .t

o j ‘:actlon erI have in the more dlstant future Ntost econom |sts have

~ movedto the other polar position, and accepted on faith Keynes"

. ”f_':'f__'_'*dlctum that in the Iong run we are all dead Hence pubhc actlons -

tend ! to be viewed on the basis of their |mmed|ate lmpact rather than o

o .therr |onger run consequences 1/

I adhere exclus lvely to nelther vrew but suggest that we

- -f,are contlnuously experiencing both the short run and Iong run -

| ""'v.'veffect of past actrons the short run rmpact of recent actrons as

. well as the rmpact of actlons taken in the more drstant past. Hence

,an unamblguous dlscussmn of the lnfluence of monetary actlons

e \, on agrlculture requtres a dlstrnctlon between the two time perrods

- In my view, fallure to make thls dlstrnctron is a cause of the confusron :

. ;'MoneLand Busrness Cycles

Thrs artlcte assumes that the trend rate of monetary growth

. |s largety respons rble for average prrce movements in the economy

.and that varlatrons from the trend have a major mfluence on the R

o e;:'_',4._:'Cyc||ca| movements of total output

Th|s view is based on the' rnteractron of the demand for and

| '»""'.-lsupply of money It holds that demand for money arrses as a resuit of o

B 7.}the servrces that money provrdes that s, money facrhtates transactrons_ |

- "’?f.fll For example see the Record of Pollcy Actrons of the Federal Open L

- Market Committee in 1972. ‘Major Committee objectives, such as the

~ easeor tightness of bank reserves, current money market condrtrons
~or current lnternatronal developments were consrstently ofa short run

nature (2).
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Y .and serves asa store of purchasmg power The quantlty of money

that people desire to hold depends on. mcome wealth lnterest

. »7 rates prlces and prlce expectatlons On the other hand the SUPDIYZ

B - of money |s largely under the control of the Federal Reserve System

| “_.'The System through lts open market operatlons can control the

- : trend growth of the money stock

| I the quantlty of money held by the publlc is greater than o "
"]";fdeswed the rate of spendlng wrll mcrease untll mcome wealth |
v'-‘ '*‘prlces mterest rates and other factors whlch determlne money
demand adjust to the Iarger stock ot money Durlng th|s perlod of
ad Justment total demand for all types of assets mcludlng goods

FE - and. servrces wrll rise. Production and employmentwdl be stlmulated' S

S g{.'as mventorles decllne to less than desured Ievels Over the longer

| v'.run as the economy approaches lts productlve capacnty, excesswe |

o -monetary growth will result only in prlce lncreases wealth transfers o |

o and mefflclenmes caused by the lmpllclt tax on money

| Con5|derable evidence has been gathered to support thls L

S ':.monetary view. Research conducted at the Federal Reserve Bank RN

B }v_: ;of St Louis, as. well as elsewhere has demonstrated that marked |

B and sustalned changes in the rate of monetary growth have

'.:f;i"'generally preceded turning pomts in the busmess cycle (6, 7 9 24)

o i;, Sophlstlcated statlstlcal analys Is conflrms the relatlonshlp between

"'nf{changes |n the stock of money, total spendmg, and prlces (I, 8, l3 l6)

L ,‘_.{-;?'A:lt is not my purpose to rehash the evndence that money, busmess

-'ifcycles and inflation are related I accept the evudence as presented e

s i '_Vthat changes in the quantlty of money are the domlnant causal R

©factors.



Inmact of Busmess Cycles on Agrlculture e T
| Acceptlng the view that changes m the rate of monetary

_’.'_growth are the maJor cause of busmess cycles the lmpact of such f o

o '_cycles on agrlculture can |n turn be erther dlrectly or |n-' |

1..-,_-'fifr..f".!dlrectly attrlbuted to monetary actrons ‘The foIIowrng hypotheses i

L '_"f_are advanced and will be tested as an aid to orderly drscussmn

B ofsuch mfluences BRI  E B
3 -f;.‘_-r,_l’.vj‘-x ln the Ionger run say ffve years or Ionger monetary
A "[-ff'},actlons have about the same rmpact on farmlng as

- on the nonfarm sector The trend growth in money;i_.‘:_; B

Cisa domrnant determlnant of nommal farm mcome R

ffarm expenses and average farm product prices.

R All prices, however, eventually return to about

v ;,jjthelr same relatlve pos ftrons and wrth the -
I _‘,[:exceptron of wealth transfers monetary actrons

have little effect on real farm rncome or the weII- S

T v':-'__belng of farm people

| o dlffer 5|gn|f|cantly |n therr adjustments to
o ",monetary actions. | Pl
S 7‘5:-'?'3[3..'? | L.Farm output responds tess and farm prrces

e B " sector

| 2In the short run the farm and nonfarm sectors B R

more than output and prfces in the nonfarm

L b ,Farm output adjusts Iargetythrough changes ln}c |



s hort ||ved productlon mputs such as
E -‘iffertlllzer chemlcals etc o

o CFarm employment is. more stable than nonfarm SR

e ‘jvjemployment but sharper ad Justments OCCUI’
_i—'.»'.lln farm wage rates. e |

d '<’_"-"-?‘Farm tncome responds to monetary actrons aboutf:;,

~ thesameas gross national product

LT 3 j‘;"Interest rates charged farmers are |ess sensutrve

: to monetary actlons than rates charged some other |

"‘-’}_g.f-_-,.‘-%major sectors of the economy BT
Prlor to the estabhshment of floatmg exchange rates

***f'%domestlc monetary actions also hadan impact on the foreign S

demand for u. S farm products With the fixed exchange rates e

‘»__“..In effect untll m|d I97I domestlc monetary actlons whlch led to -

L ;bia hlgh rate of |nflat|on in the Umted States tended to reduce

S 1forergn purchases of u.s. farm products and mcrease u.s.

e buying of foreign farm products Wit the adoptlon of roatlng

exchange rates, however foreign demand for u.s. farm products;.' |
- isnot greatty affected by domestlc monetary actions and mflatron T

._.;‘A r|se |n domestlc prlces is now offset by a declfne |n the

o ;lexchange vaIue of the dollar

e vLonger Run Impacts

Agrlculture and the nonfarm sector of the economy probably

5Vj’f}_make about the same fundamentat adjustments |n response to .
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= monetary actlons in the long run -Z—I If resources are fully
¥ utlllzed and productlon technlques are unchanged the rlsmg |
| demand for goods and services caused by an increase in the
: | stock of money will not lead to mcreases in output or ma JOl’
| changes in relative prrces To meet this rising demand caused |
by monetary actlons producers will bid for scarce resources ==
"_land |abor and capltal and resources wrll be channeled V|a i
prlces ‘wages, rents, and mterest rates to those uses where " |
re_turns are h_|ghest Butwrth the same quantlty of resources f, A
L ‘_requiredto' produce each product, prlces of eachvresource will -
| be'bidU'p-about the same perce‘nt 'Produ-Cersi:will' be Wi‘ll’ing:to’ -
| produce about’ the same quantlty of goods and services, and pay,'
| ,approxrmately the same real wages rents, and mterest Hence

s relatlve prlces and real supply will not change much.

- Consumer tastes and preferences the other determrnants

L of the productlon mix, are IlkeW|se not affected by rising total demand i

i Consumers have more dollars to spend but the larger stock of money |
wrll purchase no more utlllty or well belng than the Smaller i B

i .stock of money would purchase earlier. Consequently, if the m|x SR

E of the earller purchases maximized well- belng, the same quantlty

L of each good and serwce should maxrmlze well belng after mflatron

- assumlng no major change in wealth dlstrlbutrons Hence, no major S

e s a7 Durmg a correctly antlclpated inflation the |mpl|crt tax on money &
- bears heavier on economic activities that are relatively labor intensive. -

. ’”Consequently, the real demand for labor falls and real ‘wages decline,
- whlle demand for capltal rlses and capltal formatlon mcreases ll2)
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o {;"ggalns or Iosses wnII accrue to agrtculture or to any other sector

o "fof the economy, except for the possxble tmpact of wealth transfers

S Unantlclpated mflatton caused by monetary growth results ‘_ B
|n transfers of wealth from monetary credltors to monetary debtors N

'i'j_Most farmers are probably net monetary debtors and thereby recelve S

‘f"wmdfatl”galns from mflatron The farm ftnance data however |
’exclude farmers holdlngs of such assets as I|fe lnsurance savmgs |

S .',,..-and Ioan shares corporate debt and mortgages (t7) Furthermore

A :v_,‘,:a balance sheet for retlred farm people mlght show a net monetary ',_ o N

T credltor pos |t|on Consequently, there |s no assurance that farm -

e peopte galn durlng their Itfe span from changed debtor credttor

retattonshlps caused by mflatlon Younger farmers are net

s' f'.monetary debtors and hence, net gainers, while rettred farmers L
. '-may be net monetary cred ltors thus net Iosers |

o 'Short Run Output AdJustments

Movements of key varlables durlng the Natlonat Bureau

- of Economlc Research (NBER) business cycles mdtcate that farmers E

':,j_have responded to monetary acttons |n the hypothes tzed man ner f S

" "-7"iﬁ.-f»:ll_{;_;‘]:lﬁ‘{,TotaI farm output after adjustment for trend declmed from peak

" "'-ff}]to trough in mne of the ten econom ic recessmns and rose from trough

St ""-_‘._'i‘fjjto peak in seven of ntne recoverles smce 1920 (Table D). Farm outI)Ut

S """':?»,"'>,.decllned in each of the major recessions (those during whlch the

o ,:.__,__:i‘y‘f‘fp»_'1‘»',|ndustr|a| productton mdex decllned more than 10 percent per year -
35;,,-».,’:,_,-'1920 2, 1929 33, and 1937- 38) and rose in each recovery followmg



these recessrons | e

 The cycllcal movements ln farm |nputs were generalty in

il the same dlrectron as farm output |nd|cat|ng that the output

B 'response was pIanned and not a random occurrence Total |nputs

after adjustment for trend decllned in elght of the ten recessions
“and rose during seven of the nine recoverles_., The de_clrne averaged
1.3 ,perceht‘ per Vear during the recessions, and the rise averaged
0.6 percent per year during the recoveries. 'Totaln,inkputs'dectinéd o
2.0 percent or more per year in each of the three"ma'jor receSsions ‘
- and rose 0.6 percent or more per year in each recovery WhICh followed.
' Inputs of fertllrzer and I|m|ng materlals area more sensutlve |
i lndlcator of the farmer S response to changes in demand than total
_‘ farm mputs Farmers like other busrnessmen attempt to maxrmrze |
: wealth over tlme by addlng resources until the marglnal cost of
- 'aII mputs are equal to their marglnal value product Howeverr‘
srgmflcant adJustments for a number of relatively frxed farm rnputs
such as land, labor, and machrnery, cannot be made over the course -
| _;,°f most business cycles wrthout major losses. On the other hand,
fertl__llzer adjustments can be readily made} in response to c_hanglng
demand and supply cond ition;,s,‘ since it »is.'added_a,nnually and has
Ilttle resrdual value. | B | | |
Total fertllrzer and Ilme usage after adjustlng for trend

. 'was down in elght of the ten recessrons and up in seven of the n|ne |
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-'»recoverles “The declme averaged 8.1 percent per year for the

13 years of busrness decllne and the mcrease averaged 3 8 percent
per year durlng the 30 years of busmess recovery Declmes of

1 percent or more per year occurred in each of the three major

| busmess downturns and increases of 5 percent or more per year

., »occurred |n each of the recoverres which followed.
" | ~ Farm output adjustments over the course of the busrness -
‘ ,Cycvles were foun_d to be smaller on average than adjustments in the
nonfarm sector'ﬂ' Farm output decreased an average of 2.3
percent peryear in the thirteen years of’bIUSIness decline. In
| contrastre_al GNP d‘ecli'ne averaged 6.6 percentvper year' and”indus'tria'l

N “production I2. 7'percent per year (Table 2. In the years of mcreasrng

_business actrvrty, farm output increased an average 0f 0,9 percent |
per year compared with increases of 2.7 percent and 6.4 percent :
. for real GNP and rndustrlal productlon respectlvely "

t Spec|al Factors Caused Greater Stability of Farm Output |

The slower rate of farm output adJustment to changes in - |
busrness condlttons may- be traced to a number of special factors
| .mcludlng the method of commlttlng farm resources and the structure |
| of farmlng Agrfculture is by nature Iargely seasonal and production
‘plans must conform to seasonal weather. Cropprng plans and resource
| commftments must be made in time. to perm it planting, cultlvatlng |
- - and harvesttng,,, and once made, such,,comm‘rtm-ents cannot be readily

3/ Professor Theodore W. Schultz also found that farm output is rela-‘
tlvely more stable than nonfarm output but that farmers do make |
sizable adjustments in response to changes in demand (I5). |
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hanged wrthout snzable losses. Lrvestock productlon plans are
made for even longer perlods than crops |
| Typucal farms in contrast {o Iarge nonfarm firms, have

the entrepreneural functlon Iabor and capital all vested inone

’person “Most farms are not able to make ma jOl’ labor adjustments

B WIthout goung out of busmess since the owner's labor often constf-
tutes most of the labor |nput Cash outlays are relatlvely low and

- a htgh percentage of the total costs are fixed. Consequently,

farmers must take a long view, and are apparently Wllllng to produce

 for consuderable perlods of time at below average rates of return

on Iabor and capltal than in other lines of productlon Farm
workers have chosen to accept lower wages in the short run rather
-'_than search for other jobs or accept unemptoyment In contrast
the Iarger nonfarm firms, WhICh have ownershlp and Iabor vested
B in dlfferent peopte find it easrer to adjust to declmlng demand in the»v s
‘ short run by Iayrng off workers rather than by reducmg wages |
_. _and prlces In many cases such firms are bound by wage contracts’
whrch prevent wage reductions, and output must be reduced through’

o Iayoffs

| The |mpact of the SpeCIal factors on farm output may have |
declrned in recent years As pointed out by D. Gale Johnson, |n
recent years farms have become more Ilke nonfarm firms ().

- Purchased mputs in farmlng have mcreased rlsmg from an average] P

o of 49 percent ofgross farm income in l9|0 I4 to 71 percent in l972
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. Furthermore expendltures on varlable costs |tems such as seed

i feed fertlllzer and other chemrcals have risen sharply relatlve o

PO ﬂto total costs These outlays rose from 32 percent of average farm -

| lncome in l9l0 l4 to 49 percent in l972 An lncrease in such lnputs o
| :"whlch are adjusted more qu:ckly to reflect thelr changmg margmal o

o | value product than mputs with greater flx1ty, tends to make farm

: output more responsrve to monetary actlons than heretofore
The methods used |n this study, however did not ple

L up a faster rate of farm output response to changed busmess condl- f

- _tlons in recent years For example total farm output has moved

s "countercycllcally three times since l920 ‘two of Wthh have occurred

| ;smce World War 1 lTable ll Fertlllzer and llmmg mputs have

N ,_'_.vmoved countercycllcally four tlmes three of Wthh have occurred

- “_,_f'smce World War 1.

The fallure of agrlculture to respond as cons:stently to

_tbusmess condltlons in recent years as in the pre-war perlod may

o reflect the mlldness of the recent busmess cycles and government

e f“ﬂf:farm programs As indicated in Table 2 the post World War 11 cycles

S have been relatlvely mild--the sharpest annual rate of decllne |n

i lmdustrlal productlon bemg IO percent compared wuth rates of

= s',’,;,_'decllne of 27, 15, and 25 percent in the downswmgs of 1920~ 2l

. l929 33 and l937 38 respectlvely Upswmgs in mdustrlal

productlon have llkewnse been more moderate in the. post-war perlod o

S _the steepest rlse belng 5 percent per year in l949~53 ln contrast
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rncreases of 19, 9, and 17. 5 percent per year occurred in the
~ pre-war upswings of 1921-23, 1933-37, and 1938-4l, “respectively.
.'»‘The annual rate of change in real GNP has not exceeded 5 percent
per year since 1948 whereas hrgher rates of change occurred durmg |
| v.each of the maJor pre-war downswrngs and the upswmgs whrch |
| followed : ” | |
| | Srnce I948 government farm programs have been more
| effecttve in rsotatlng agriculture from general busmess condrtrons g |

~ thanin pre-war years.. Such programs, prror to 1933, had little

| rmpact on erther farm output or prices, “and through 1941 government
_' prrce support Ievels were relatrvely moderate. The quantrty of farm
| products purchased through price support operatlons was relatrvely
~small and the Commodrty Credit Corporatron (CCC) loan rate was
" generally below the market price for most major commodrtres Srnce
~the mtd l950 S, however the CCC Ioan rate has frequently been
above the market prlce and the gove rnment has been the resrdual
- p_urchaser of products which failed to clear the market at the ._support |
price level. In some years crops held by the CCCasa result of |
.S uc‘h ope,rations have totaled 40 percent of the value of all crops

o sold,- and hOldings of individual crops have exceeded their annual |

" f_f production In addition, major domestic food ‘consumption and export -

’subs tdy programs have been factors in reducrng the effect of monetary
iy actrons on agrlculture since World War 1.
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e Agrlcultural prlces have greater procycllcal movements
than prlces in the nonfarm sector but farm prrce movements were |
. Iess consrstent as a result of the rnstablhty caused by nonmonetary )

o «factors Farm prlces fell at an average rate of Il.4 percent per year o :

- durrng the downswmgs since 1920, compared wrth rates of 6.1 |
- -J_and 3. 8 percent respectwely, for whoIesaIe and cons umer prlces

= ,Durmg the upswmgs farm prlces mcreased atan average rate

B of 3. 2 percent per year, compared wrth rates of l. 5 and 0.4 percent
| ’respectlvely, for wholesale and consumer prrces Farm prrces | _‘
declrned more than 17 percent per year in each of the major I

ST busrness recessrons and rose more than 6 percent per year |n each :

B | T recovery whlch foIIowed Cr0p and lrvestock prrces moved at about :

S v_the same average rate on both the ups ide and the downsrde of the

cycles Prrces recelved by farmers after adjustmg for trend

~ declined durlng seven of the ten recessrons and rose durmg SiX of

'f.»;jthe nme recoveries (Table 3) In comparrson wholesale rndustrral R

B -commodlty prrces dechned rn nine of the recessrons and rose in

| f._,.}srx of the recoverles “and consumer prices declrned in elght of the '»» o

i '.'recess ions and rose in sux of the recoveries.

'Employment and Wages

As rndrcated earller monetary actrons have had relatrvely

. ""',_,v‘httle rmpact on farm employment srnce I920 Hours worked on farms
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declmed durlng most of the busmess downswmgs but the declme

= averaged only 0. 5 percent per year and the number of hours worked

,7 actually mcreased durlng the ma jor 1929- 33 depressmn (Table 4)
In contrast to the stability of farm employment average farm wage |
rates declined almost 10 percent per year durlng the 13 years of

o decllnlng busmess since 1920 and rose 2 percent per year during

B the 30 years of busmess recovery Such wages dropped 38 percent |
| durlng the 1920-2I recession and an average of 20 percent per |
| year during the 1929-33 depressmn ' |
R In contrast to relatively stable employment and unstable |
mbney wages on farms, employment was unstable and money wages

o relatlvely stable in the manufacturmg sector during the course of

lgthe busmess cycles Manufacturing employment declined at an
-average of 9.4 percent per year durlng the years of decllnmg

o . busmess and decllned 10 percent or more per year durmg each

" v'of the ma jor recesswns Manufacturlng wage rates however
decllned at an average rate of only 4.4 percent per year durlng
f'.all the recessions. During the business upswings, manufacturmg "7
o employmentt rose mbre sharply and wage rates ‘more moderately . |
~ than in farmlng " L EE
Both gross and reallzed net fa rm mcome have followed
S procycllcal courses somewhat similar to that of nommal GNP
: ~since l920 Durlng the l920 ] and the I937 38 busmess downswmgs |
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& both gross and net farm mcome dropped more sharply than |

e ‘GNP but in the more prolonged l929 33 depressnon these
'V“'_»measures of farm income and GNP decllned at about the same

7 rate (Table 5).= 4

'farm mcome showed more moderate gafns than GNP reflectmg,

On the' upSIde of the cycles both measures of

L |n part the post-World War 11 adjustments to more normal

| | domestic and export food demands. Export demand for U. S
‘farm products slackened somewhat durlng the perlod of domestlc -
busmess expansron |n the late 1940s and early 1950s as the o
- war- torn economles m Western Europe and ASIa regalned thelr R
prewar productlon levels. | L
-Monetary Actlons and Farm Fmance |

Expanswe monetary actlons tend to reduce mterest rates " -

| -temporarfly, but cause an mcrease in rates over the Ionger run.:

i Consequently, any effort on the part of the monetary authorltles

to reduce mterest rates today by mcreasmg the growth of money v

will result in hfgher rates a few months ahead. The lncreased -

L stock of money will have an impact on prlces and the expected

“rate of |nflat|on which after a few. months will result in hlgher
* interest rates | o |
Nomlnal interest rates wnll eventually approach the rate
‘of mflatfon plus the real rate of return on savmgs (25) Both

4/ ‘These results are generally conS|stent wnth the flndmgs of o |

| ~ William Gramm and Robert Nash (IO)

L)
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| "”supply and demand factors tend to’ mcrease mterest rates durrng |
vperlods of rlsmg prlces Demand for credlt will rise as borrowers
observe opportunltles for mvesttng funds in assets that they expect
| to apprecrate in _value. The amount of Ioan_f.,unds supplled w_rIl,
~in turn tend to decline as savers find opportun'ities for more pro- -
fitable investmen'ts directly. The rising demand for,"anddeclining'
'supply of, loan funds during rising price expectations will thus
rreach an equilibrium position when the rates rise to levels
 equal to the expected rate of inflation plus a normal real rate
~ of return. Farm financing costs will ref-lec't monetary actions
ov_er.th-e-IOnvger:run in the same manner as vnovnf‘armffi’na_ncing |
| ."coSts "Fa'rmers mu'st' eyentUalIy pay a real rate of idn't’erest'plus an

o ) addrtlonal increment equal to the expected rate of inflation.

In the short run, however, interest rates charged

| farmers neither rise nor fall as rapidly as rates charged other
- borrowers Interest rates gn most farm loans were about the :
. same or hlgher than rates on business loans in early 1972.

| 'f“But followrng the uptrend in rates in early 1974, rates on busmess'

| Ioans were generally hlgher than rates charged farmers
R ThlS tendency of rates charged farmers to lag other rates B
g ,may be caused partly by the lower Iendrng margms charged by |
. ;jthe,Fa_rm,Credrt_B.anks durmgperlods of rising interest rates
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-”than durlng perlods of dechnmg rates The smaller commercnal

o ,,banks whtch are the ma Jor farm lenders are also reluctant to

,_change rates although th|s reluctance may be weakenlng, ,ln

| ', ..vuew of the expanded parttclpatlon of smaller banks |n the
";Federal funds market S '

Summary =

ln summatlon the long run lmpact of monetary acttons '

S '_on agrtculture |s about the same as on other sectors of the

o economy Trend movements of output and real mcome are largely

o determlned in both sectors by non-monetary factors such as natural'; L

S ;.":;resources the Iabor force capttal technology and consumer

i _ll,zi_‘:preferences The domlnant mfluence of monetary growth tn

e -_[,the long run in both sectors is on average P”Ces

e : '.»'v»transfers

o In an unantlclpated mflatton wealth |s transferred from
B redttors to debtors Hence the wealth of those farmers who are

| v:v"_"f:*net borrowers is increased and that of net lenders is reduced But |
farm people mcludlng retlred farmers durlng thelr hfe span may
AN ".be neither major net galners nor net losers asa result of such S S

| ,around a trend rate lS the domlnant cause of busnness cycles
| ‘and the magnltude ot the adjustments in the farm and nonfarm
i *fsectors durtng busmess cycles lS substantlally dlfferent |

ln the short run pronounced vartatlons of monetary growth"*_'*f-'f
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, Farm output tends to adjust at a slower rate than output |
" in the nonfarm sector but the average movement of farm output |
_was generalty below the trend rate durfng the downswmgs |n s
R .‘i‘busrness cyctes and above the trend rate durmg the upswrngs

h Farm lnputs also followed a S|m||ar pattern and varrable cost

Input ftems such as fertilizer and Ilmmg materrals were more

o procychcal than total farm mputs

o Very Ilttte cycllcal ad;ustment occurs in farm emptoyment | |
- ,possrbty reftectrng the greater frxrty of farm than nonfarm Iabor |

e "and the rfsmg unemptoyment and dfffrcutty of ffndfng jObS |n

— -adjustment

,the nonfarm sector durlng busmess dectlnes S r
, Farm wage rates adjust sharply to cyclrcal changes in

- i-v' _t -demand In contrast in the manufacturmg sector wage rates EEREE

" | }_are retatrvely stable and emptoyment makes a greater procyclfcat : o

S *movmg procyclfcatly at about twice the rate of change for whotesale" S

£ ".-jmdustrlal prices. 5

Farm |ncome adjustments are not 5|gn|f|cantly dlfferent

- 'from nomlnal GNP adJustments On the downsrde of the cyctes

“f’reatlzed gross farm income dectmed at about the same rate as

) 'GNP and reallzed net farm lncome at a stlghtty faster rate but S

| fon the upSIde of the cycles GNP rose at a faster rate than farm

e '_ |n wortd agrlculture

S '_ t,_;rncome possmty reflectlng early post World War It adjustments [

o

Farm commodlty prlces adJust sharply to shlfts in demand
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Monetary actlons probably have Iess lmpact on farm

e ffmance than on nonfarm fmance over the course of most

o ,"»*l.bus|ness cycles Interest rates charged farmers do nOt

"”’,f_»:change as much as rates charged other borrowers durlng

vthe course of busmess cycles. Over the Ionger run however -

| ',',_-_all borrowers must pay the rates caused by monetary actlons .

R whtch Iead to changes m antlmpated mflatlon
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. Contraction .

' Per‘iod:' B

1920-21
1923-24
1926-27
1929-33
1937-38
1948-49
1953-54,’
1957-58 
196061

1969-70

Number of years

Average rate

 T6tal””.A

Table 1

Changes in Farm Output and Inputs During'BusineSS'Cycle,Stages'é

1157
W
- 1.4

- 2.6

- 4.2

- 2.5

- 1.4

+ 6.1

- 14

- 24

13

2.3 %

»I(Compound Annual Rates of Ch#nge)

inputs
. Fertilizer Sl

‘Xotal - _and Lime - -

_s4z - 27:8 %
+2.0 + 39
- 2.3 - 8.4

-2.0 - 15.9

- 3.4 - 7.0

+0.8 - 0.2

- 1.2 - 12
- 0.2 - 4.0
-~ 0.2 + 0.2
-2 - 45

13 13

-13% - 871

~ Expansion -
- _Period -

1921-23 -
1924-26
1927-29

1933-37
1938-41

1949-53

1954-57
1958-60-

1961-69

 Total
+'~3§2f2‘,;
+ 1.2
- 0.6
+ _2;6 
+ 1?5
T+ 0.3
- 0.7
+ 0.9
+  0.3
30
+ 0.9 %

ﬁwvi
: Inpﬁté
~ Fertilizer
- Total and Lime -
+0.9 % 4 001
+ 1.4 + 3.3
4 1.6 4 8.3
+ Q;GV" | +16.1
£2.0 + 5.0
+ QQa 4 0.8
- 1.2 - 5.0
- 0.7 - 11
+0.6 411
30 . 30
+0.6% + 3.8%

Excludes‘World‘WarvII and early post—wariyeérs. Data are compound annual ratesuof‘chaﬁge during the periods3»adjustéd,

for trend rates of change from 1920 to 1970 except for fertilizer and lime which was,adjus;edvfor trend_rafes of change

from 1920 to 1940 and 1940’to 1970 [18]. Years in which NBER"troughvandvbeak months occurréd are used as reference cycle

dates [14].
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A e L Changes in. Industrial Productlon and Gross National Product
g gl During Business Cycle Stages a SRR

(Compound Annual Rates of Change)

" Contraction . o Indnstfiel ‘.7‘7'v - “ Expansion f Indus;iiaib Ll LT e e
Period EIUS - Production Real GNP : Period R P:odnCtion‘;”A Real GNP .-

1920-21 2721% - 5.9% ¢ 1921-23 j +19.0%  + 5.8%
1923-24 - 9.8 - 06 192426  + 3.8+ 0.8

L 1926-27 - 4.0 —2.7 0 1927-29 35 0

+
1929-33 . -14.8 ]12.3 o 11933-37 . ‘.+,v9.d_ R 5.9
+

1937-38 - =251 - 87 o 1938-41 7.5+ 1.4

+

1948-49 - 9.4 - 3.5 1949-53 5.0 ¥ 2.6

1953-54 9.3 =50 195457+ 20 0 -

1960;61A o k ->»3.2: _ -; 1'7‘.l..‘ E | | 1961-69: :,: _.+ -2;5_'v11s,:i+feifz';f~.lﬁ
C1969-70 . = 1.0 - 40

. Numbeifbffyears : 13 .13 ffi. - L ., ,; S . 3O:3 : ! Qv.'j;BO”'

Average rate | 12.7% - 66% . .+ 64z o+ 2.7%

a-rSee"Ta‘blel for'descrintionfof methodseused.j Allirates.adjustednfer'1920r7oﬁtrend_[3;'5;V;4,n21];,v'




_ bhtréctibn BN

) Period
i920-21
, 923-24ff"
:t926;27¢s',_e;
*929s33:,f’e:
937-38
94849
Cosase
| ésinséff
,’96OA51;35s”ﬁ
._969_70;_.711

umber of years

'verage-rate .

i

Table 3 ®

-a

Changes 1n Farm and Nonfarm Prices During Business Cycle Stages i e

Wholesale
o Prices - .
" Industrial -

~ See Table 1 for &esefiption effﬁephods used.

S+

- j[’Pfqdpe;S -
f;l;észls*evi
.d;1i45uit 
11?}7"-'T*
’Zifi'-"
v:15g5* >v
s
0.2

1?25""

’{ig'b

”fCommodities‘ 

35 5. %

5 0?31,_
66

y 4 "5'.

f2;61 o
R
‘ﬂQ;Z;'.: 

 3;3_,-,,

13

617

Consumet B
Prices
Items . .-
,12;052,1?}?}'
fi‘lizi?{ffv'b>
.3;2f” -

8.0

el
B li.3 f;:.7}
,fv£°;8:[[.
 ’1;4inE':
- o3
46
13

(Compound Annual Rates of Change)

t E#paﬁsion ;

: Perioduesf
1921-23
102426
71527f29»:f
1933;3j7f"
v1938441"

| 1949553j'“:
1954-57

1958-60

1961-69°

" All Farm
~ Produets = -

T A
¥ 2;zif7

+143
’. 001 ,:>
Co-28

»f]3o¥f;

+ !

:.+ :

Wholesale _

Prices',“,'""

Industrial
.COmmodities”;;i

ee~lo ‘%

~—s_1;9f

0.4

o+ 09

30

s 1s

‘Ali;ratesgadiusted for;1920—7b;£fendv[S;vld,;17;7203‘” .

41
2.5 -

2.7

vv;‘Coﬁsume1

_Prices
‘All -

e Items

- f3 7'

,5_+3 0.4
S = 2.0
+ 1.3

+ 1.6

4042

30

4 0.4



Table 4 I - L e ,5xv‘fid,f'd Sty
Changes in Farm and Manufacturing Labor and Average Wage Rates During Business Cycle Stages a o ; '1‘
(Compound Annual Rates “of Change)

}" Farm Workers o Manufacturing Employees (c) ' ?ffc’:f_aFFF“ Workers-vv' ManufacturingﬁEmploye

i'Contraotioﬁfs”fﬂ_v Hours . " Wage l°,';:”t¥f? Hourly Wage ,s' Expansion - Hours Wage e‘d"vf- _,1, Hourly W
_Period =~ Worked - Rates (b) = Number Rates'} - “ ._ Period ,_,“Workedb»l_Rates.(b) } Number - __Rates

192021 - 5.2%  -38.4% -23.7% -10.9 % f’] 192123+ 4T %+ 1927 + 10 5%

3.0
192326 4+ 37 o+ 27 - 7.3+ 11 ¢ 192426+ 3.8 - 2.8 4 13 © e
| 1929-33»Vg.s o+ d;,g a2 B | |

0.0 - 9.7 1933-37 4+ 2.1 + 6.9 + 8.7 + 5.3
1937-38]fv - &3 - 230 =137 - 3.2 193841+ 1.7 +2.0  +10.6 . + 1.5

e - 11 - s 85 4 0.1 1989-53 - 1.0+ L4+ 3.8 - + 2.3
1953"54".' S - 21 =37 - é.z f',"_1.4 B - 1954-57 - 34 - 0 + 0.5 + 11
‘Al'957-‘58"»’ : ' - 20 -» - 0.2 - 84 - 08 R 7’19._.58—60,.; = 1.0  + 1.8 + 1.4 ,."'J. : ;-;-'»:oi.z.
L1 - L4 - L5 - 40 = Lo 1669 - L6 4 28+ L5+ 04
1969-70 0+ &1 - 52 4 L6 . | -

Number of yesrs 13 13 13 13 3% % 3 30

bveragerate - 0.5% - 9.9% - 9.4% - 4.4

+

L0.3%  + 1.9% + 4.2% + 0.8

See Table 1 for description of methods used All-rates adjusted‘for 1520-70 trend [14, 17, 18,,20, 22].vv

. U_

Hired labor only

o

'vProduetlon workers;only.»~
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~ Table 5
"Cﬁanggs;in Realized Gfdss and Nét Farm.Iﬁcomefénd;Nominal GNP During BusinessVCycle'StageSaa'
| : (CémpoundvAnnual.Rates of Change) | '
‘Realized - e "'..‘ | -  f~p' | By Realized : -
L L Gross Realized ' , i . .v..:. . . Gross -~ Realized _
~Contraction o Farm Net -Farm _Nominal = .. Expansion . - Farm Net Farm . Nominal
Period SRR Income _Income GNP . Period - Income - _Income =~ . GNP
1920-21 - -36.4%  -46.3%  -2L7% . 192123+ 48%  +12.9% . + 7.9
92324+ 2.6 o+ 32 - 3.2 192426 - 0.3+ 45+ 5.6
1926-27 ,v." -2 - o202 - 63 102729 - 03 " + 20  + 35
1929-33 - 18.4 - 20.8 -19.2 1933-37  + 9.6 4 15.5 T+ 12.9
1937-38 - 14.5 -22.8 - 11.2 . 1938-41  + 8.6  +12.0 18
1948-49  . o -11.3 S15.4 - 5.3 ‘, B 1949-53 0 - 0.6 '__+, 9.2
195356 - 6.6 -141 - 4.8 . 1954-57 - 2.8 - 1.2 4 .65
1957-58 -  + 91 +17.8 - 35 © 1958-60 - 1.7 h, - 3.8+ 6.1
1960-61 - 0.1+ 0.5 - 1.6 - o 1961-69 + 1.3+ 0.8+ 7.5
1969-70 "} + 2.0 - 0.8 + 0.1 | | | | |

Number of years "»jli 13 13 13 | TR [ A R 30

-1031% . +2.4%  + 371+ 85

Average rate - 10.1 % - 12.6 %

avaSee:Table 1 for descrippibn of methqu;uéed..~Farm iﬁcome;data,excludes:gdvernment paymeﬁts; ~All rates adjusted

~ for 1920-70 trerd [14, 19, 20, 21].



