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Lecture 13. Why Aggregate Inventory Investment Fluctuates: The Business Cycle 

Introduction 

The business cycle refers to the recurring ups and downs in economic activity, and can have 

a significant impact on the level of aggregate inventory investment. Understanding the relationship 

between the business cycle and inventory investment is crucial for companies to make informed 

decisions about their inventory levels. 

Section 1: The Business Cycle 

The business cycle refers to the recurring pattern of economic expansion and contraction, 

marked by periods of growth, peak, contraction, and trough. 

The business cycle is driven by changes in consumer spending, investment, and 

government policies. 

Understanding the business cycle is important for companies to make informed decisions 

about their investment and inventory levels. 

Section 2: The Impact of the Business Cycle on Inventory Investment 

During periods of economic expansion, consumer spending and investment increase, 

leading to higher demand for goods and services. 

This higher demand can result in higher inventory levels, as companies try to meet demand 

and avoid stockouts. 

Conversely, during periods of economic contraction, consumer spending and investment 

decrease, leading to lower demand for goods and services. 

This lower demand can result in lower inventory levels, as companies reduce their 

inventory to minimize overstocking. 

Section 3: Strategies for Managing Inventory during the Business Cycle 

Companies must develop strategies for managing their inventory during the business cycle 

in order to minimize the impact of economic fluctuations on their business. 

One strategy is to closely monitor demand and adjust inventory levels accordingly. 

Another strategy is to implement just-in-time (JIT) inventory management, which involves 

only ordering inventory as it is needed, reducing the need for large amounts of inventory. 

Companies can also use predictive analytics and forecasting techniques to better 

understand demand and make informed decisions about inventory levels. 

 

Questions: 

1. What is the business cycle and how does it affect the economy? 

2. How does the business cycle influence aggregate inventory investment? 

3. What strategies can companies use to manage their inventory during the business cycle? 

4. How do changes in consumer spending, investment, and government policies affect the 

business cycle and inventory investment? 

 

 


