Business Cycles
The ups and downs of economic activity are known as Business Cycles.  Business cycles alternate between expansion and contraction.  When the economy is contracting, output decreases and unemployment declines.  As the level of economy reaches its peek we often face inflation or rising prices. 

[image: image1.png]Chart 1.9: The output gap business cycle
T Per cent of GDP





              Figure 1

  (Example of a Business Cycle)

Business cycles work in repeat patterns.  When the gross domestic product has fallen for two consecutive quarters, it is considered a Recession.  The lowest point in the business cycle is called the Trough, or a place in which the cycle turns and the economy stars recovering.  Then we enter into a face of expansion approaching full employment, high consumption, and maximum output.  At the peak of the cycle, the expansion results in higher overall prices or inflation; supply increase and the economy begins a downturn.  
The lengths of the cycles vary, and the fluctuations can change because of out side effects like wars and hurricanes, or inside factors like interest rates, investor confidence, or government spending.  
In the beginning of the 19th century, the USA enjoyed prosperity.  World War I created unprecedented levels of production fallowed by a brief Recession and then a postwar boom.  After the government slashed military spending, the boom entered once again into a Recession.  Recovery came by the growth of the automobile industry and the expansion of electricity.  A new era of prosperity known as “The Roaring 20’s” emerged and lasted until 1929, when the stock market crash along with the exaggerated consumer markets, bank failures and the terrible drought lead to the “Great Depression”.

In 1933, National Output had fallen by over 30% and Unemployment had increased over 25%.  Roosevelt thought that increasing military spending would motivate the country, and many new jobs would be created, however, this theory had limited success until 1939 when the country started aiding its allies of World War II.  Between 1939 and 1944 Federal Government Spending rose 400%, unemployment rate dropped to less than 2%, and The National Output doubled. The postwar period became a boom.  It was a time of economic expansion.  The coming of soldiers brought a baby boom which created a suburban house boom that then filled the boom in car sales and road constructions.  Nevertheless, by 1960 the country entered into another Recession.  A major tax cut and another war stimulated the economy during 8 years of a continuous expansion that then led to Inflation. 
In the 70’s, a Recession accompanied by a sudden increase on the price of Middle East oil caused a stagnating economy with double digit inflation.  Women began entering the workforce for the first time; as a result, unemployment rate increased.
By 1980 the combination of Inflation and Recession led to major tax cuts that stimulated the economy. Inflation and unemployment fell but later, government deficit increased and the gap between the rich and the poor became wider.  
After 1991 the economy experienced the longest period of peace time expansion in us history; however, people were willing to slowdown the economy if inflation threatened.  Patty Harvey, Program Coordinator of the Texas Workforce Commission stated that “When the business cycle takes a downturn and the economy is contracting, unemployment increases. Unemployment rate then is calculated by dividing the number of unemployed by the total number of civilians in the labor force. An unemployed represents a person who is not working and who is currently looking for having a job.”
People entering or reentering the work place can face many barriers for finding employment. Jennifer Roberts, Planning and Research Manager of North Central Texas Workforce Developments explained that the most common barriers to see are lack of work place skills, lack of proper dressing, and lack of basic education skills like reading and writing, and arriving at time problems. 
A constant source of unemployment is the many students that graduate and enter the workplace. Employers prefer to hire these graduates because they are fresh and can be maneuvered to their way of thinking easier than older people. The fact that they are born with the new technology and that they are use to it also becomes another reason for why employers prefer to hire younger people.  Libby Rittenberg, Professor of Economics at Colorado College stated that “Inflation refers to an increase in the average level of prices in an economy from one year to the next” 
Stephen Moore, Director of the Fiscal Policy Studies at Cato University stated that “The question about who wins and who looses in inflation depends on the assets u hold. If you are a debtor and you owe money then inflation can be a good thing because it reduces the real value of that debt. If you are a creditor, you loose”.  Rittenberg explained that regardless of whether you are a person who wins or loose, “Inflation tends to lead to uncertainty and uncertainty tends to make people more reluctant to entering into a long term commitment”.  Policy at Tufts University stated that “Inflation is caused by spending in excess of the supply of goods and services. It is spending in excess of the productive capacity.” 
