· Analyse the different business cycle indicators and features used in forecasting.    									(26)
· Draw a fully labelled diagram of a typical business cycle to support your analysis.  									(10)
· Link your analysis to the phases of the business cycle. 
 
INTRODUCTION  
 
Accurate prediction is not possible in Economics. The best the economists can do is to   try and forecast what might happen. There are a number of techniques available to help economists to forecast business cycles, e.g. economic indicators  OR 
Successive periods of contraction and expansion of economic activities  
Max 2

BODY 
 
Business cycle indicators 
 
1. Leading economic indicators    
 
· These are indicators that change before the economy changes / coincide   with the reference turning point  
· They give consumers, business leaders and policy makers a glimpse (advance warnings) of where the economy might be heading / peak before a peak in aggregate economic activity is reached / most important type of indicator in helping economists to predict what the economy will be like in the future  
· When these indicators rise, the level of economic activities will also rise in a few months' time/an upswing  
 
 
· E.g. job advertising space/inventory/sales ratio  
 
 
· Graph:  
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2. Coincident economic indicators   
 
· They move at the same time as the economy / if the turning point of a   specific time series variable coincides with the reference turning point  
 
· It indicates the actual state of the economy  
· E.g. value of retail sales.  If the business cycle reaches a peak and then begins to decline, the value of retail sales will reach a peak and then begin to decline at same time  
· Graph:   
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3. Lagging economic indicators  
 
· They do not change direction until after the business cycle has changed its   direction  
· They serve to confirm the behaviour of co-incident indicators  
· E.g. the value of wholesalers' sales of machinery  If the business cycle reaches a peak and begins to decline, we are able to predict the value of 
new machinery sold
 

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Graph: 
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	LEADING INDICATORS 
	CO-INCIDENT INDICATORS 
	LAGGING INDICATORS 

	· 
·  



	Number of residential building plans passed   
Job advertisements in newspapers 

	· Registered unemployed 
· Real GDP
· Personal income levels of household
· Value of retail sales
	· Employment in. 
· Real investment in machinery and equipment 
· Prime overdraft rate of banks 



 
4. Length  	  
 
· This is the time that it takes for a business cycle to move through one   complete cycle (measured from peak to peak)  
· E.g. Useful to know the length because the length tends to remain relatively constant over time.  
· If a business cycle has the length of 10 years it can be predicted that  10 years will pass between successive peaks or troughs in the  economy.  
· Longer cycles show strength.  • Cycles can overshoot.  • Ways to measure lengths: 
· Crisis to crisis  
· Historical records  
· Consensus on businesses experience  
· 
 
5. Amplitude   	  
 
· It is the difference between the total output between a peak and a    trough.  / It measures the distance of the oscillation of a variable from the trend line / It is the intensity (height) of the upswing and downswing (contraction and expansion) in economic activity  
· A large amplitude during an upswing indicates strong underlying forces – which result in longer cycles  
· The larger the amplitude the more extreme the changes that may occur / extent of change   
· E.g. During the upswing inflation may increase from 5% to 10%. (100% increase)   





 
6. Trend  	  
 
· A trend is the movement of the economy in a general direction    
· It usually has a positive slope because the production capacity of the economy increases over time  
· Also known as the long term growth potential of the economy  
· E.g. The diagram above illustrates an economy which is growing – thus an upward trend (positive slope)  
· Trends are useful because they indicate the general direction in which the economy is moving – it indicates the rate of increase or decrease in the level of output  
· Forces to overcome:  resistance points  channels  
 
7. Extrapolation  	  
 
· Forecasters use past data e.g. trends and by assuming that this trend will   continue, they make predictions about the future   
· Means to estimate something unknown from facts or information that are known  
· E.g. if it becomes clear that the business cycle has passed through a trough and has entered a boom phase, forecasters might predict that the economy will grow in the months that follow 
· It is also used to make economic predictions in other settings e.g. 
prediction of future share prices  
· Can apply:  trend line  use a ruler and lengthen the trend line                     Shape of the curve  continue with the curve to complement                     the completed section  
 
8. Moving average  	  
 
· It is a statistical analytical tool that is used to analyse the changes that   occur in a series of data over a certain period of time / repeatedly calculating a series of different average values along a time series to produce a smooth curve  
· E.g. the moving average could be calculated for the past three months in order to smooth out any minor fluctuations  
· It is calculated to iron out (minimize) small fluctuations and reveal longterm trends in the business cycle    	 	(max 26)     
 
 	












DIAGRAM 	  
 
Level of                                                                                 economic 
activity                                                                            Boom                                                                                                                       				 				       Prosperity                                                     					Peak  					                  							 Trend
                      A
                                                     Recession                                                                         										Labelling of axes  	= 1	  							  Recovery	Indication of 											amplitude = 1 
Amplitude                                                                                                      	Length of cycle   = 1               		    					Depression			 Trend line  	= 1 
                                               	   					Shape of cycle  = 1	
												Labelling on graph  = 1		 		 						          (peak, trough,recession 
B Trough  		Maximum: 10 marks 
 
 
C Length                         D        Time              
Max 10   
CONCLUSION 	 

 Business cycles will continue to have an effect on the economic well-being of South   Africa in future. Although we may understand the causes of business cycles and how the economy may respond to certain policies, accurate prediction of business cycles is 
beyond us.  									(Max 2 )
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