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ABSTRACT

The agricultural sector is one of the most important sectors of the economy in terms of
food supply for the growing population and the production of materials and inputs needed by
industries. Therefore, price fluctuation in agricultural commaodities prices is a significant issue
to be studied. This study examines the effect of monetary policy shocks on the price of
different agricultural commodities (food-industrial) using the Generalized Method of
Moments (GMM) approach for the period 2001-2019. The volume of money as a proxy for
monetary policy at the national level has been used. The Hodrick—Prescott (HP) filter is used
to identify monetary policy shocks. The findings of this study suggest that although
anticipated shocks and unanticipated shocks of money supply affect the price of agricultural
commodities, the intensity of these impacts are different. So that the anticipated shocks in both
commodities groups (food-industrial) play a significant positive role in agricultural
commodity prices. While unanticipated monetary shock have a positive and significant effect
on prices for the group of agricultural industrial commodities, it appears to have had virtually
no effect on prices for the agricultural food commodities group. Besides, the results show that
the effect of monetary policy shocks on prices of agricultural commodities is asymmetric in
two groups. This means that the effects of the anticipated and unanticipated monetary shocks
on agricultural prices are not the same.

Keywords: monetary policy, monetary policy shocks, agricultural commodity price,
Generalized Method of Moments-GMM

EXTENDED ABSTRACT
Objectives

The price fluctuations of agricultural commodities as an important item in examining of
applied macro policies need to be studied. In addition, agricultural commodities price volatility
has been the focus of agricultural economists and policymakers since the 1920s. In the backdrop
of several episodes of high and volatile food inflation in advanced and emerging economies in
the recent past, policymakers around the world face the question of what are the origins of
unstable agricultural commodity prices. The sharp rise in food price in the past decade thrown
millions of people in poverty. Moreover, world commodity prices being notoriously volatile,
economies, irrespective of importer or exporter of commaodities, are affected by the external
shocks that can cause economic instability and increased poverty. Hence, recognition of
fluctuations causes and detecting and forecasting the cycles related to the supply and demand of
agricultural products and consequently their prices is a helpful factor in adjusting and reducing
their detrimental consequences. The extraordinary co-movement of the commodity prices makes
it impossible to ignore the influence of macroeconomic variables on the price dynamics. Despite
many studies, there is still a lack of consensus on the extent to which monetary,
macroeconomic, and financial shocks affect agricultural commodity prices. In addition, many
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empirical studies that have been conducted on the effects of monetary shocks suggest that they
affect macroeconomic variables in a non-linear, asymmetric manner and according to economic
conditions. This difference in effect and size are interpreted as the asymmetry of the effect of
monetary policy shocks. Therefore, this study aims to improve our understanding of the role
played by central banks and provides new insights into the role of monetary policy shocks and
other macroeconomic variables in the dynamics of agricultural commodity prices and this could
help policy formulation. In addition, this paper attempted to find whether monetary shocks have
asymmetric effects on agricultural commodities prices.

Methods

In this study, in order to get monetary shocks, the Hodrick-Prescott filter was used and the
independent variables of the model are: the effects of anticipated and unanticipated monetary
shocks, agricultural interest rate, exchange rate, agricultural subsidy and average agricultural
inputs. Which are classified into two groups of products (food-industrial) agriculture.

Results

Based on the results of estimated model, the variable with the price interruption of
agricultural commodities in both selected groups (food-industrial) has a significant relationship
with price. The effect of exchange rate on the price of agricultural commodities in both selected
groups (food-industrial) is positive and significant. Exchange rate is also one factor affecting the
price of agricultural commodities in both selected groups (food-industrial), which has a negative
and significant impact on both group prices. The findings of this study also suggest that
although anticipated shocks and unanticipated shocks of money supply affect the price of
agricultural commodities, but the intensity of the impact of the two is different. But
unanticipated shocks statistically have a meaningless effect on the group of agricultural food
commodities. And on the group of agricultural industrial commodities, which have a positive
and significant effect. The impact of agricultural input in selected groups (food-industrial) is
different, so that in the group of food commodities has a positive and significant effect and
finally in the group of industrial commodities has a meaningless effect. The effect of an
agricultural subsidy on the price of agricultural commodities in both selected groups is positive
and in the group of agricultural industrial commodities, this effect is meaningless and in the
group of agricultural food commodities is significant.
Discussion: Monetary shocks as one cause of uncertainty in the economy can negatively affect
investment in various sectors of the economy, including the agricultural sector, reducing
production capacity leads to shortages and thus increases the price of industrial and food
agricultural commodities. An increase in interest rates on agricultural facilities will lead to an
increase in the price of agricultural commodities. Since the monetary policymaker can apply
preferential policies and pricing, one of the other aspects of product control by the policymaker
is to reduce the interest rate and to allocate cheaper resources to this economic sector. The free-
market exchange rate, contrary to theoretical expectations, has a negative effect on the prices of
industrial and foodstuff products. This result seems to show the lack of logical connection
between the free-market exchange rate and the agricultural sector. Considering that the
agricultural sector in Iran enjoys preferential exchange, this incompatible communication can be
justifiable.
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