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But how bad are
business cycles?
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The Lucas View
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Business Cycles 
mean volatility in 
consumption and 
uncertainty costs

People hate 
uncertainty

Business cycles 
also mean 
volatility in 

employment
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But how much is 
eliminating the 

uncertainty worth 
to you?
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I use natural 
logs, not 

common logs 
(in Excel the ln

function, not 
the log function
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Suppose λ=0.02.  Then it 
would be worth giving up 

a 2% increase in 
uncertain consumption to 
eliminate the uncertainty.
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Eliminating uncertainty 
would have the same 

benefit as a 2.05% 
increase in consumption
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λ ≅ 0.015
Eliminating business 
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Since C runs 
about $7,000 

billion per year, 
this is equal to 

about $105 billion 
per year.
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