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4. BUSINESS CYCLE FACTS AND MACROECONOMIC
THEORIES

The facts that we discussed in this paper have greatly influenced the
development of macroeconomic theories. The smoothness of non-durable
consumption has led macroeconomics to model consumers as having pref-
erences that assign higher utility to smooth consumption paths. The high
volatility of investment underlies Keynes’s notion that investmentor sen-
timent may be an important influence on investment b ehavior. T he low
cyclical volatility of capital is often taken to imply that one can safely
abstract from movements in capital in constructing a theory of economic
fluctuations. But while the stock of capital is relatively immutable at cycli-
cal frequencies, the intensity with which the capital is utilized displays large
variation over the business cycle.
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