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Background: By November 2001 it was official. The 
U.S. economy was in recession —and had been since 
March. The recession ended a decade-long 
expansion, the most durable on record. World 
economic growth—both in 2001 and 2002—is expected 
to be sluggish, posting the lowest back-to-back 
growth rates since the world debt crisis of 1981-
82. With a larger percentage of jobs lost in 
nonmetro counties relative to metro counties, the 
U.S. and global economic slump appears to have 
had a disproportionately negative impact on the 
rural economy. But in the coming year, the 
combined world and domestic recessions will have 
mixed effects on farm operations. 

Methods: On the one hand, world recession and a strong 
dollar will dampen agricultural export growth, 
pressuring farm prices downward. Meanwhile, 
flat wages, lower interest rates, declining 
fertilizer prices, and negligible input price 
inflation will cut 2002 farm expenses from 2001. 
For farm households, the overall impact will be 
mixed, with net farm income up but off-farm 
income down due to the soft economy.

Results: By November 2001 it was official. The U.S. 
economy was in recession —and had been since 
March. The recession ended a decade-long 
expansion, the most durable on record. World 
economic growth—both in 2001 and 2002—is expected 
to be sluggish, posting the lowest back-to-back 
growth rates since the world debt crisis of 1981-
82. With a larger percentage of jobs lost in 
nonmetro counties relative to metro counties, the 
U.S. and global economic slump appears to have 
had a disproportionately negative impact on the 
rural economy. But in the coming year, the 
combined world and domestic recessions will have 
mixed effects on farm operations. 

Conclusions: On the one hand, world recession and a 
strong dollar will dampen agricultural export 
growth, pressuring farm prices downward. 
Meanwhile, flat wages, lower interest rates, 
declining fertilizer prices, and negligible input 
price inflation will cut 2002 farm expenses from 
2001. For farm households, the overall impact 
will be mixed, with net farm income up but off-
farm income down due to the soft economy.
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In retrospect, excesses were most evident in the technology 
sector. Fueled by expansion of business Internet use, home 
computing, and dramatic growth in use of mobile cell phones, 
the new technology revolution enhanced productivity growth, 
but household and business demand for high-tech equipment 
eventually reached saturation. The technology bubble was 
the first to burst after technology-company earnings growth 
peaked in early 2000.
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Methods Results

Conclusions

The U.S. recession occurred despite an ccommodative
monetary policy by the Federal Reserve Board beginning in 
December 2000, but lower short-term interest rates could not 
overcome a slump in investment spending on business plant and 
equipment as financial intermediaries continued to tighten 
credit conditions. Nor did reduced short-term rates buoy 
sluggish retail sales. Normally, a sharp drop in short-term 
interest rates generates a noticeable drop in long-term 
interest rates, which can help stimulate investment. But as of 
early November 2001, a 4 percentage-point drop in the 
Federal funds rate— the overnight rate at which banks lend 
each other money—generated only a 0.66 percentage-point drop 
in long-term AAA corporate bond rates.
During an economic expansion, imbalances inevitably develop 
that set the stage for the next recession. With the benefit of 
hindsight it is possible to locate the excesses, but predicting 
when a recession will start and how long it will last is next 
to impossible. In any event, few economists believed the U.S. 
economy could maintain annual growth rates of 4 percent or 
above that occurred during 1996-2000.
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