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Figure 1: Business cycle phases: (a) without time lags; (b) with time lags

it Benchmark
A
(4) decreasing gt (3)
Stagﬂatio‘n/——\overheating
Inflation rate ¢ Gro‘gth rate A
turns downward url}s I ownwar
2| s following a e
S e decrease in gt monetary £
o g tightening 2
e} & 2 Benchmark
=Nl g
< | |2 Growth rate | Inflation rate ®
=R <
= turns upward | turns upward <
following following an
monetary increase in g¢
easing
Recession increasing g Recovery
(e 98
gt

Economic growth rate

Figure 2: Business cycles: interaction between growth & inflation



