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1. Business Cycles –

background



Background

A free market economy does not grow at a constant 

rate.  It goes through a series of booms and busts 

called the business cycle.

http://www.cssd.ab.ca



Background

http://www.digitaleconomist.com/



Background

http://ingrimayne.saintjoe.edu/



Background

http://www.hm-treasury.gov.uk



Background

The key questions ?

What makes the economy to fluctuate?

What are the main reasons for that?



2. Business Cycles -

basic definitions



Definitions

Business Cycles – expansions and contractions in 

the volume of economic activity.

Bronfenbrenner, Sichel, Gardner, Economics, Houghton Miffilin Company Boston, 1987, p. 184 

The Business Cycle (economic cycle) refers to the 

ups and downs seen somewhat simultaneously in 

most parts of an economy.

http://en.wikipedia.org/wiki/Business_cycles



Definitions

The Business Cycle refers to the continuous ebb 

and flow of business activity that occurs around any 

long-term trend after seasonal patterns have been 

removed.
Lipsey, Purvis, Steiner, Economics, Harper & Row, New York 1985,  p. 552 



Definitions

The Business Cycle model consists of four 

stages:

• Recession

• Depression

• Recovery

• Prosperity (Growth)



Recession

 Demand for goods and services is falling down

 Production and employment is falling as well

 Households’ income is decreasing

 Profits of business activity are smaller / many bankruptcies

 No more investment to new venture

 Stock in warehouses is growing

 General economic instability

 Falling Currency

 Falling consumers’ confidence



Depression

 Demand for goods and services is falling down even further

 Production and employment is on a minimum level

 Households’ income is low – no credit consumption

 Profits of business activity are very low / even more bankruptcies

 All new ventures and investments are very risky

 Stock in warehouses are empty

 General economic pessimism

 Low value of the currency

 Low consumers’ confidence



Trough (bottom)

 High unemployment – low inflation (deflation)

 Production on a minimum level of its capacity

 Profits are very low

 General economic performance – stable indicators

 General lack of confidence



Recovery

 Demand for goods and services is still very low, however there are 

some signs in the rises of retail sales

 Production and employment is on a minimum level

 Households’ income is low – some credit consumption

 Profits of business activity are low / no more bankruptcies

 All new ventures and investments are becoming very attractive

 Stock in warehouses is rising

 Some economic optimism

 Rising value of the currency

 Rising level of new investments – new technology

 Expatiations become more favorable as a result of increases in 

production, sales and profit



Prosperity / Growth

 Demand for goods and services is rising dramatically – rapidly 

disappearing stock has to be replaced by only new investments and 

hiring

 üHouseholds’ income is high – heavy credit spending

 Profits of business activity are very high

 All new ventures and investments are becoming even more 

attractive with low risk level

 Stock in warehouses is falling and at the certain point - rising

 Very big general economic optimism

 Stabilizing value of the currency

 Increase of demand above supply level generates inflation (increase 

of price for consumers’ and productions’ goods and services



Peak (boom)

 High degree of utitlization of existing capacity

 Labor shortages – significant rise of wages

 Shortages of strategic raw amterials (oil, steel, energy)

 Significant raise of inflation

 Crash on a stock market !!!



Business Cycles (Joseph Schumpeter)

http://en.wikipedia.org/wiki/Image:Business_cycle_01.png

DepressionRecession



3. Economic theories 

on Business Cycles



Adam Smith 

 Fluctuations in economic activity is determined by lack of 

equilibrium on the market

Q (Quantity)

D (Demand)

P (Price)

S (Supply)
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John Maynard Keynes 

 The key factor of resession is related to not sufficient aggregated 

demand for goods and services. That is why the supply side has to 

slow down to the lower level – below the full potential.

 An aggregate demand for goods as the driving factor of grow of the 

economy is extremelly important especially in downturns stages of 

the business cycle.

DEMAND

SUPPLY

Expansion

Expansion

Expansion

Recession
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Milton Friedman

 Monetary theory focuses on money supply and on inflation as an 

effect of the supply of money being larger than the demand for 

money.

 If we have more money in the circulation than goods we want to 

buy– we have INFLATION.  If we have not enough money, it leads to 

RECESSION.

www.digitaleconomist.com



4. Historical data on 

Business Cycles



Historical Data

www.angelfire.com



Historical Data

www.angelfire.com



Historical Data - USA

http://www.phschool.com



http://www.nber.org/cycles.html



5. BUSINESS  

CYCLES

Practice



Indicators:

1. GDP (GNP) Economic Activity

2. Sales(Outlet Stores)

3. Warehouse (Stock level)

4. Investments(Factories)

5. Inflation Rate(Price stability)

6. Bank Rates % (Central Bank Rate)

7. Unemployment(Job Market)

8. Wages(Personal Income)

9. Consumers’ Optimism

10. Stock market(Earnings/Value)

11. Oil Price(Raw materials)

12. Gold price(Strategic / Risk)

13. Currency(Exchange Rate)

?





Business Cycle – practice test



GDP (GNP) 

Economic Activity 
    

 

Sales 

(Outlet Stores) 
    

 

Warehouse  

(Stock level) 
 ?   

 

Investments 

(Factories) 
    

 

Inflation Rate 

(Price stability) 
    

 

Bank Rates %  

(Central Bank Rate) 
  ?  

 

Indicators 
I – RECESSION 

(Crisis/Contraction) 

II – DEPRESSION 

(Slump) 

III – RECOVERY 

(Expansion) 

IV – GROWTH 

(Boom) 

 



Unemployment 

(Job Market) 
  ?  

 

Wages 

(Personal Income) 
?    

 

Consumers’ 

Optimism 
    

 

Stock market 

(Earnings/Value) 
    

 

Oil Price 

(Raw materials) 
? ? ? ? 

 

Gold price 

(Strategic / Risk) 
    

 

Indicators 
I – RECESSION 

(Crisis/Contraction) 

II – DEPRESSION 

(Slump) 

III – RECOVERY 

(Expansion) 

IV – GROWTH 

(Boom) 

 



Currency 

(Exchange Rate) 
    

 

Indicators 
I – RECESSION 

(Crisis/Contraction) 

II – DEPRESSION 

(Slump) 

III – RECOVERY 

(Expansion) 

IV – GROWTH 

(Boom) 

 



Indicators 
I – RECESSION 

(Crisis/Contraction) 

II – DEPRESSION 

(Slump) 

III – RECOVERY 

(Expansion) 

IV – GROWTH 

(Boom) 

GDP (GNP) 

Economic Activity 
    

Sales 

(Outlet Stores) 
    

Warehouse  

(Stock level) 
 ?   

Investments 

(Factories) 
    

Inflation Rate 

(Price stability) 
    

Bank Rates %  

(Central Bank Rate) 
  ?  

Unemployment 

(Job Market) 
  ?  

Wages 

(Personal Income) 
?    

Consumers’ 

Optimism 
    

Stock market 

(Earnings/Value) 
    

Oil Price 

(Raw materials) 
? ? ? ? 

Gold price 

(Strategic / Risk) 
    

Currency 

(Exchange Rate) 
    

 



CAUTION: Watch out for Business Cycles!

www.statesman.com



Thank

you


