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Learning Objectives

e Analyze business cycles using economic data.

e Describe four factors that keep business cycles going.

e Explain how economists predict changes in business cycles.
e Analyze the impact of business cycles in U.S. history.
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Key Terms

e business cycle
e expansion
e economic growth

e peak,
e contraction,
e trough

e recession

e depression.

e Stagflation

e business investment
e |eading indicators



Business Cycle Phases

Sometimes, you don’t have to read the newspaper to tell how the economy is doing. You
can see the signs all around you. They may be Help Wanted signs in front of local stores
and factories—when the economy is doing well, businesses hire, and it’s easier for you to
find a part-time job. Or they may be Closed or Going Out of Business signs in the windows
of those same businesses. You might even get an idea by counting the number of For Sale
or Foreclosure signs where you live. The ups and downs of the economy affect us all.



Business Cycle Phases

\
B W e | Ui
e \ o

The number and type of job openings listed on sites such as this one offer a good clue as to how the
economy is doing.



Business Cycle Phases

Tracking a Business Cycle
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Analyze InformationWhat is the point of slowest business activity in a business cycle called?



What Drives Business Cycles?

The shifts that occur during a business cycle have many causes, some more predictable
than others. Often, two or more factors will combine to push the economy into the next
phase of a business cycle. Typically, a sharp rise or drop in some important economic
variable will set off a series of events that bring about the next phase. Business cycles are
affected by four main economic variables:



What Drives Business Cycles?

e  Why Businesses Make Investments
e The Cost of Credit

e Expectations Affect Spending

e Effects of External Shocks



What Drives Business Cycles?

When the economy is growing, businesses invest in construction of new office or commercial buildings.



What Drives Business Cycles?

How Consumers Paid for Purchases, 2009
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Use of credit cards fell during the recession, from over 21 percent of purchases in 2008 to about 17
percent in 2009. Analyze GraphsWhy might the recession have affected credit card use?



Forecasting Business Cycles

Predicting changes in a business cycle is difficult. For example, in the summer of 1929,
John J. Raskob, Senior Financial Officer of General Motors, declared his firm belief that the
United States was on the verge of the greatest industrial expansion in its history.
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The economic boom of the 1920s increased demand for luxury cars.



Forecasting Business Cycles

A number of condltions and events may

WHAT CAUSES A RECESSION?  tuoera rcesson—or docpenarecession
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Analyze Charts How do expectations by business leaders and consumers contribute to a recession?



Business Cycles in the United States

Economic activity in the United States has indeed followed a cyclical pattern. Periods of
GDP growth alternate with periods of GDP decline.



Business Cycles in the United States

e The Great Depression
e More Recent Recessions
e The Present-Day Business Cycle



Business Cycles in the United States

Effects of the Great Depression
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Analyze Graphs Which nations had the highest and lowest levels of unemployment in 1930? Which had
the highest and lowest in 19377



Business Cycles in the United States
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President-elect Roosevelt gestures to the crowd on his inauguration day while outgoing President
Hoover gazes downward.



