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1 Business Cycle

Definition & The regular alternation of periods of expansion and contraction
_, in economic activity.

The pandemic forced the economy to contract sharply, ending a record
expansion and prompting the National Bureau of Economic Research
which dates U.S. business cycles to formally declare a recession.

The United States economy officially entered a recession in February 2020, the
committee that calls downturns announced on Monday, bringing the longest
expansion on record to an end as the coronavirus pandemic caused economic
activity to slow sharply. [...]

This downturn is the first since 2009, when the last recession ended, and marks
the end of the longest expansion — 128 months — in records dating back to 1854.
Most economists expect this recession to be both particularly deep and
exceptionally short, perhaps just a few months, as states reopen and economic
activity resumes.

(The New York Times, June 8, 2020)

Financial Words '

expansion
An economic condition characterized by a virtuous cycle with rises in production, employment,
income, and sales.

The National Bureau of Economic Research (NBER)
A private, non-profit, non-partisan organization founded in 1920 and dedicated to US
economic research.

recession

A decline in economic activity lasting more than a few months characterized by a vicious cycle
with declines in output, employment, income, and sales. Economists often describe a recession
as two consecutive quarters of declines in real GDP. Generally, if a recession lasts longer than
two years or accompanies a fall in annual GDP of 10% or more, it is identified as a depression.
The last and most famous depression in the U.S. was the “Great Depression” which occurred
between 1929 and 1933.

10
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2 Inflation & Deflation

Definition A general rise in prices, measured by monthly indexes of wholesale
_, prices (the Producer Price Index, or PPI) and retail prices (the

Consumer Price Index, or CPI).

@ Inflation

Since inflation typically occurs in a growing economy that’s creating jobs and
reducing unemployment, politicians are willing to risk its problems. But the Federal
Reserve prefers to cool down a potentially inflationary economy before it gets out
of hand. So it sells government securities, which has the effect of raising interest
rates and slowing borrowing. But since it also wants to prevent a long-term
slowdown, it typically reverses its policy when the economy seems likely to shrink.

Most economists agree that inflation isn’t good for the economy because, over
time, it destroys value, including the value of money.

Inflation may also prompt investors to buy things they can resell at huge profits—
like art or real estate—rather than putting their money into companies that can
create new products and jobs.

(The Wall Street Journal, Guide to understanding Money & Investing, Lightbulb Press, 2000)

@ Deflation

The big worry, however, is deflation, which threatens to destabilize the financial
system. Consumer prices in October fell 0.8% from a year ago, and they have been
falling for two years. Any speed-up in that rate of decline will make debt burdens,
both public and private, increasingly onerous, since deflation lifts the real cost of
paying back a loan.

(Business Week, December 17, 2001)

Financial Words ,

deflation
A contraction in the supply of money or credit that results in declining prices; the opposite of
inflation.

wholesale price index producer price index consumer price index

12
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