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Ever since Koopmans (1947) criticized Burns and
Mitchell's (1946) book on Measuring Business Cycles
as being ''measurement without theory," the reporting
of business cycle facts has been taboo in economics. In
his essay, Koopmans presents two basic criticisms of
Burns and Mitchell's study. The first is that it provides
no systematic discussion of the theoretical reasons for
including particular variables over others in their empirical investigation. Before variables can be selected,
Koopmans argues, some notion is needed of the theory
that generates the economic fluctuations. With this first
criticism we completely agree: Theory is crucial in
selecting which facts to report.
Koopmans' second criticism is that Burns and Mitchell's study lacks explicit assumptions about the probability distribution of the variables. That is, their study
lacks "assumptions expressing and specifying how
random disturbances operate on the economy through
the economic relationships between the variables"
(Koopmans 1947, p. 172). What Koopmans has in
mind as such relationships is clear when he concludes
an overview of Burns and Mitchell's so-called measures
with this sentence: "Not a single demand or supply
schedule or other equation expressing the behavior of
men [i.e., people] or the technical laws of production is
employed explicitly in the book, and the cases of
implicit use are few and far between" (p. 163). Koopmans repeatedly stresses this need for using a structural
system of equations as an organizing principle (pp.
169-70). Economists, he argues, should first hypothe-

size that the aggregate time series under consideration
are generated by some probability model, which the
economists must then estimate and test. Koopmans
convinced the economics profession that to do otherwise is unscientific. On this point we strongly disagree
with Koopmans: We think he did economics a grave
disservice, because the reporting of facts—without
assuming the data are generated by some probability
model—is an important scientific activity. We see no
reason for economics to be an exception.
As a spectacular example of facts influencing the
development of economic theory, we refer to the
growth facts that came out of the empirical work of
Kuznets and others. According to Solow (1970, p. 2),
these facts were instrumental in the development of his
own neoclassical growth model, which has since become the most important organizing structure in macroeconomics, whether the issue is one of growth or
fluctuations or public finance. Loosely paraphrased, the
key growth facts that Solow lists (on pp. 2-3) are
• Real output per worker (or per worker-hour) grows
at a roughly constant rate over extended time
periods.
• The stock of real capital, crudely measured, grows
at a roughly constant rate which exceeds the
growth rate of labor input.
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• The growth rates of real output and the stock of
capital goods tend to be similar, so the capital-tooutput ratio shows no systematic trend.
• The rate of profit on capital has a horizontal trend.
These facts are neither estimates nor measures of
anything; they are obtained without first hypothesizing
that the time series are generated by a probability
model belonging to some class. From this example, no
one can deny that the reporting of growth facts has
scientific value: Why else would Kuznets have received
a Nobel Prize for this work? Or Solow, as well, for
developing a parsimonious theory that rationalizes
these facts—namely, his neoclassical growth model?
The growth facts are not the only interesting features
of these aggregate time series. Also of interest are the
more volatile changes that occur in these and other
aggregates—that is, the cyclical behavior of the time
series. These observations are interesting because they
apparently conflict with basic competitive theory, in
which outcomes reflect people's ability and willingness
to substitute between consumption and leisure at a
given point in time and between consumption at different points in time.
The purpose of this article is to present the business
cycle facts in light of established neoclassical growth
theory, which we use as the organizing framework for
our presentation of business cycle facts. We emphasize
that the statistics reported here are not measures of
anything; rather, they are statistics that display interesting patterns, given the established neoclassical growth
theory. In discussions of business cycle models, a
natural question is, Do the corresponding statistics for
the model economy display these patterns? We find
these features interesting because the patterns they
seem to display are inconsistent with the theory.
The study of business cycles flourished from the
1920s through the 1940s. But in the 1950s and 1960s,
with the development of the structural system-ofequations approach that Koopmans advocated, business cycles ceased to be an active area of economic
research. Now, once again, the study of business cycles,
in the form of recurrent fluctuations, is alive. At the
leading research centers, economists are again concerned with the question of why, in market economies,
aggregate output and employment undergo repeated
fluctuations about trend.1
Instrumental in bringing business cycles back into
the mainstream of economic research is the important
paper by Lucas (1977), "Understanding Business Cycles." We follow Lucas in defining business cycles as the
4

deviations of aggregate real output from trend. We
complete his definition by providing an explicit procedure for calculating a time series trend that successfully mimics the smooth curves most business cycle
researchers would draw through plots of the data. We
also follow Lucas in viewing the business cycle facts as
the statistical properties of the comovements of deviations from trend of various economic aggregates with
those of real output.
Lucas' definition differs importantly from that of
Mitchell (1913, 1927), whose definition had guided
students of business cycles up until World War II.
Mitchell represents business cycles as sequences of expansions and contractions, particularly emphasizing
turning points and phases of the cycle. We think the
developments in economic theory that followed Mitchell's work dictate Lucas' representation of cycles.
Equipped with our operational definition of cyclical
deviations, we present what we see as the key business
cycle facts for the United States economy in the postKorean War period (1954-1989). Some of these facts
are fairly well known; others, however, are likely to
come as a surprise because they are counter to beliefs
often stated in the literature.
An important example of one of these commonly
held beliefs is that the price level always has been
procyclical and that, in this regard, the postwar period is
no exception. Even Lucas (1977, p. 9) lists procyclical
price levels among business cycle regularities. This
perceived fact strongly influenced business cycle research in the 1970s. A more recent example of this
misbelief is when Bernanke (1986, p. 76) discusses a
study by King and Plosser (1984): "Although some
points of their analysis could be criticized (for example,
there is no tight explanation of the relation between
transaction services and the level of demand deposits,
and the model does not yield a strong prediction of price
procyclicality), the overall framework is not implausible." Even more recently, Mankiw (1989, p. 88), in
discussing the same paper, points out that "while the
story of King and Plosser can explain the procyclical
behavior of money, it cannot explain the procyclical
behavior of prices." We shall see that, in fact, these
criticisms are based on what is a myth. We show that
during the 35 years since the Korean War, the price
level has displayed a clear countercyclical pattern.
Other misperceptions we expose are the beliefs that
1
The view of Hayek (1933, p. 33) in the 1930s and Lucas (1977, p. 7) in the
1970s is that answering this question is one of the outstanding challenges to
economic research.

