Business Cycles
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Up and down, round and round; like natural phenomena the economy alternates between expansion and contraction, but unlike nature, the rhythms of the economy are irregular. The ups and down of the economic activity are knows as the business cycle. When the economy is contracting output is decreasing, and employment is on the decline.  When economy activity approaches its peak we often experience inflation or rising prices. Like any other cycle the business cycle operate on a patter that repeats itself over and over again. Economic activity rises and falls above and below its upward slopping, long term trend. When the gross domestic product has fallen (GDP) for more than two quarters, this is considered a recession, and both the output and the employment decline. The lowest point in the recession is called the trough, at which point the cycle turns and the economy begins it recovery, and unemployment decreases. Later we enter in an expansion approaching full employment, maximum output and correspondingly high consumption. At the peak of expansion this often results in higher overall prices, or inflation, demand or supply decreases and the economy begins a down turn. History shows that the business cycle continually repeats itself in this discernible pattern, however, the length of a given cycles and the extremes of its highs and lows vary. Fluctuations can be caused by events outside the economy. Like war and hurricanes and changing factors in the economy like the interest or government expenditure. In the first years of the 20 centuries the United States, already on of the world’s leading industrial powers, enjoyed a period of relative prosperity. During the World War I, the United States had unprecedented levels of production, followed by a brief recession and then postwar boom. In 1929 the stock market crash and along with saturated consumer market, bank failures combined to create the worst economic decline in U.S history called the Great Depression that was until 1933. During that crisis the unemployment augment 25 percent. Between 1939 and 1944 federal government spending rose 400 %. The unemployment rate dropped to less than 2 percent and the national output nearly doubled. The post war period was a time of economic growth, interspersed with minor recession and one fairly serious bout with inflation. In 1960 the country was mired a recession again. A major tax cut and another war stimulated the economy to eight years to continuous expansion. Unemployment falls to 4%. In the 1970 a recession accompanied by sudden increased in the price of oil, led to a stagnating economy with double-digit inflation, reducing buying power was one reason why millions of women entered in the work forced for the first time causing an increases in the unemployment rates. By the 1980 the combination of recession and inflation led to major tax cuts to stimulated the economy. Unemployment and inflation did fall, but later in the decade government budget deficits increased and the gap between the rich and the poor began to widen. After 1991 the national economy experienced the longest period of peacetime and expansion in the U.S history. Yet the inflation rates remained relatively low the federal kept close watch on price levels and other economic indicators, willing to raise interest rates and slow the economy if inflation threatened, with a rate less than 5%.     

