Business Cycle Notes

The economy is cyclical -- going through expansionary growth stages and contractionary stages.

What are the indicators/characteristics of stages in the business cycle: 


- Real GDP growth rate (% change from previous quarter)


- Real GDP 


- civilian unemployment rate


- inflation rate





- which of these will be most useful to determining economic health?

growth/expansion/recovery:  positive real GDP growth rate/decreasing unemployment (recoveries might have slow growth after negative growth)

peak:  unemployment at lowest (closest to natural rate), GDP growth at highest

contraction:  slowing to negative growth, increasing unemployment.  

recession: negative real GDP growth rate for two consecutive quarters

depression:  several consecutive quarters of negative growth accompanied by very high unemployment

misery index:  unemployment + inflation

stagflation:  high unemployment + high inflation
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Causes of changes in the business cycle:





- what can cause changes to a business cycle?


- changes in productivity


- changes in technology/resources


- momentous innovations


- economic/monetary phenomenon/economic shocks


- total spending (*businesses provide the greatest amount of spending in an ecoomy)


- population changes


- government policies (non-natural but can affect cycle)




- who is affected most during booms and busts?

Impact of changes in the business cycle: 


- firms producing capital goods and consumer durables are affected most


- service industries and nondurable goods are more difficult to cut back on.  

