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Theoretical analysis of production and employment under perceived demand
quantity constraint
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i _ I built a model in which a firm forecasts future sales based on current
sales, and determines its production. The model solves the puzzle of inventory fluctuations :

inventories do not contribute to production smoothing, but rather they lead to business cycle
fluctuations.

I confirmed that the optimism or pessimism of firms" sales expectations is directly related to this
result, and I further found that nonlinearity affects the conclusion. The firm plans the production

on the saddle-path to their objective values. In the simulation, I found that the linearization
underestimates the cyclical dynamics.
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