Business Cycle 


The business cycle begins with the GDP going down two consecutives times and the economy going into recession. After the recession, the cycle goes into the recovery of the economy. Then, the expansion of the markets arrives to a peak moment. This peak moment in the economy of a specific region represents the highest possible level of production before another recession happens. With the depression, the unemployment rises with the shrink of the total production. With the expansion of the economy, the inflation of the prices and the plenty of jobs are the major characteristics of this part of the sequence.

When the business cycle turn to the down side and the economy shrinks, the unemployment increases. The people face trade offs, and the work force changes its direction in the market. Another force of unemployment is the big amount of new students that graduate every year. Then, the competence in the labor market becomes constant.

Inflation is a word that invokes fear in many people. Libby Rittenberg, Professor of Economics of the Colorado College, defines inflation as the increase of the average level of prices from one year to the next. Stephen Moore, Director of Fiscal Policy Studies of the Cato Institute, refers in his many publications to the people that receive benefits from inflation. The people that trade with elemental products receive a direct advantage from inflation. The products are very important to any nation and the revenues from the high prices (with the same production and expenses) are significant. The senior citizens lose with inflation because they receive a fixed income and everything on the market cost more for them. The money supply is the most important element that causes inflation. A solid economy has the characteristic of a currency that holds its value. The chairman of the Federal Reserve Board becomes responsible for the control of the money printing. In the last years, the fed became very effective in the control of inflation.

The Consumer Price Index is the measure of the cost of the standard basket of goods and services. The Bureau of Labor Statistics, in the Department of Labor, calculates what the market basket cost. In the market basket are included the prices of all the products that people buy normally. The price of milk, electronics, and gas are examples of goods and services of the basket. 

The Consumer Price Index is a fix price, and it doesn’t reflect the fact that some prices are higher than others. The price of tomatoes, at a specific moment, is two times more expensive than the previous month. In the other hand, the price of lettuce decreases. The people in this situation will change the amount of products that they buy in the market (tomatoes or lettuce) according to the prices of the different products on the basket. 


The CPI doesn’t consider the products that increase in quality and things offered. The cars that we have in the market today are twenty times better than the cars available on the market in 1965. The other aspect to consider is the availability of products on the marketplace. We have a variety of products that were absent in the consumer basket twenty years ago.

 The government makes decision based on the consumer price index. There are several organizations that want a higher or lower CPI for specific reasons. Senior citizens want a CPI as high as possible. The IRS wants a lower CPI because they have to pay the bills that go on the mail.

We use money to value the things that we purchase and the labor offered in the market. The cost of living in the US in comparison with other countries is decreasing over the course of the century. There are products on the market that decrease in value every day. The price of the first personal computer from IBM was four thousand dollars. The computers today are notably faster than the first PCs, and are on the market for less than five hundred dollars. 

The cost of education is one of the elements that increased over the years, but the return of the college graduates has increased with the cost of higher education. The average income workers can purchase ten times the amount of goods and services that their grandfather could buy at their time.

The economy alternates between expansion and contraction. The business cycle is a normal process of a dynamic economy. The consumers set the rules with the demand of goods and services, and the firms set the prices with the supply of their products. The rhythm of the economy is irregular, and the future is unpredictable.













