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                    Abstract
Austrian Business Cycle Theory (ABCT), as espoused by Mises (1912, 1949) and Hayek (1935), predicts changes in the economy’s structure of production following an unexpected change in monetary policy. In particular, following a credit expansion the theory predicts that: previously idle resources are drawn into the market, previously employed resources are used more intensively, and prices and quantities of goods in the intermediate stages of production decline relative to the prices and quantities of goods in other stages. To test the theory’s implications we employ stage of process data which classify goods by their distance to final consumption. Using this data we run structural vector autoregressions and isolate each variable’s response to a monetary shock. Consistent with the theory, we find that resource use expands on the intensive and extensive margin. On the other hand, we find little evidence of the relative price and quantity effects predicted by ABCT. Since the relative price effects are the distinguishing aspect of ABCT, we conclude that evidence in favor of the theory is, at best, mixed.
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                    Notes
	For a discussion of Austrian macroeconomics more generally, see textbook treatments by Garrison (2001) and Skousen (2007).


	The step of identifying exogenous movements in credit and interest rates is critical to the exercise, since these variables move endogenously and hence are codetermined with other economic variables under study.


	Despite this uniqueness, ABCT can be presented using theoretical constructs familiar to all economists. This is a critical contribution of Garrison (2001) and is presented in the next section.


	Throughout we use “stage of production” and “stage-of-process” interchangeably to refer to a point in the structure of production. The former is used more frequently in Austrian capital theory and the latter is used by the BLS and Board.


	These figures are similar to what Garrison’s (2001) presentation.


	The point that overconsumption occurs in tandem with malinvestment should not be taken lightly. As Garrison (2004) notes, even Hayek exclusively focused on the malinvestment, or forced savings, aspect of monetary expansion entirely neglecting overconsumption.


	The series have a sample correlation of .9481.


	Note that we maintain the use of ‘crude’ and ‘intermediary’ as the middle stages of production to preserve the titles used by each dataset.


	See Carilli and Dempster (2008) for example.


	Johansen cointegration tests find one cointegrating relationship in the regression that includes M2.


	See for instance Christiano et al. (1999).


	For a more in depth discussion of the proper variable orderings, see Bernanke and Blinder (1992) or Christiano et al. (1999)


	A response is defined as statistically significant if it has the hypothesized sign the confidence interval does not contain zero.


	The Romers’ data is available at a monthly frequency from 1969-1996 and is available from David Romer’s website: http://elsa.berkeley.edu/~dromer/
                    


	For examples, see Lastrapes and Selgin (1995).
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Appendix 1

                  Fig. 14
Levels Impulse Response to a 100 Basis Point FFR Shock: Timing Restriction. IRFs Represent a 100 Basis Point FFR Shock to a Five Variable VAR with 12 Lags of each Variable. Variables Include Ratios of Crude to Primary and Finished to Primary Industrial Production, as well as Crude to Intermediate and Finished to Intermediate Prices. Finally, we Proxy for Monetary Policy with the FFR. Solid Lines Display Impulse Responses to a 100 Basis Point Shock to Monetary Policy. Dashed Lines Display 80 % Confidence Intervals Generated by 1000 Bootstrap Iterations.


Full size image


                  Fig. 15
Levels Impulse Response to a 1 % Monetary Base Shock: Timing Restriction. IRFs Represent a 1 % Monetary Base Shock to a Five Variable VAR with 12 Lags of each Variable. Variables Include Ratios of Crude to Primary and Finished to Primary Industrial Production, as well as Crude to Intermediate and Finished to Intermediate Prices. Finally, we Proxy for Monetary Policy with the Monetary Base. Solid Lines Display Impulse Responses to a 1 % Monetary Policy Shock. Dashed Lines Display 80 % Confidence Intervals Generated by 1000 Bootstrap Iterations.
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                  Fig. 16
Levels Impulse Response to a 1 % M1 Shock: Timing Restriction. IRFs Represent a 1 % M1 Shock to a Five Variable VAR with 12 Lags of each Variable. Variables Include Ratios of Crude to Primary and Finished to Primary Industrial Production, as well as Crude to Intermediate and Finished to Intermediate Prices. Finally, we Proxy for Monetary Policy with M1. Solid Lines Display Impulse Responses to a 1 % Monetary Policy Shock. Dashed Lines Display 80 % Confidence Intervals Generated by 1000 Bootstrap Iterations.
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                  Fig. 17
Levels Impulse Response to a 1 % M2 Shock: Timing Restriction. IRFs Represent a 1 % M2 Shock to a Five Variable VAR with 12 Lags of each Variable. Variables Include Ratios of Crude to Primary and Finished to Primary Industrial Production, as well as Crude to Intermediate and Finished to Intermediate Prices. Finally, we Proxy for Monetary Policy with M2. Solid Lines Display Impulse Responses to a 1 % Monetary Policy Shock. Dashed Lines Display 80 % Confidence Intervals Generated by 1000 Bootstrap Iterations.
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