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EXPANSION

Expansion Is characterized by high capital investment
In basic industries as a result high stocks, high prices,
high profits and over-full employment.

This stage is the peak of trade cycle and |
termed as BOOM stage
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CHARACTERISTICS OF
EXPANSION

Demand for Consumer

. Demand, Output,
goods and Production Employment and Income
rises are at a high level
Liberal bank
credit Rise in Price Level
Investment

increases More profits
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During this period business activity in the country, will Isg
the normal level. Recession leads to depression when*
general decline in economic activity.

below
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It is characterized by shortfall in production, mass
unemployment, fall in prices, low wages, contraction of
credit, a high rate of business failures and an atmosphere of
all round pessimism.

The general decline in economic activity leads to a fall in bank
deposits.

Credit expansion stops because the business community is not
willing to borrow. Bank rate falls considerably.
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RECOVERY

During depression shortage of goods is experienced. In result
investment increases. The price and wages increases. The
recovery may take place due to following reasons:

[ New government expenditure

1 Exploitation of new sources of energy.
M Innovation

J Investment in new areas.

 Changes in technologies of production.




CHARACTERISTIC OF
RECOVERY

Increase in investment

Increase in employment and demand for product

‘Increase in output and profits

5usiness expectations improve




Factor responsible for Trade
Cycle

= Supply Shock

" Movement in Prices & Wages
= Political Factor




Conclusion

The two most important in order to ensure economics stability establishment
and to control frequent fluctuation in trade cycle, government adopt the

two most importance policy.

a) Monetary policy: Under which various instrument of money
supply like bank rate, open market operation, SLR, CRR, etc
are use to control the volume of money.

0) Fiscal policy which is use to increase aggregate demand by
reducing the taxes and increasing expenditure when there Is
depression period. During Inflation phase government reduce
the public expenditure and increase the demand in the

economy.
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