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Because the extent of the slowdown was not anticipated by businesses, it induced

some backup in inventories, especially in the United States. More advanced
supply-chain management and flexible manufacturing technologies have enabled

our firms in recent years to adjust production levels more rapidly to changes in

sales, but apparently these improvements have not yet solved the thornier




problem of anticipating demand.
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A central bank can contain inflation over time under most conditions. But do we
have the capability to eliminate booms and busts? Can fiscal and monetary policy
acting at their optimum eliminate the business cycle, as some of the more
optimistic followers of J.M. Keynes seemed to believe several decades ago?



The answer, in my judgment, is no, because there is no tool to change human
nature or to predict human behavior with great confidence. History suggests that
risk premiums fall as the perceived threat of an economic downturn progressively
fades. The longer an economy expands at a solid rate, the more people are likely to
project that rate forward, eroding previous caution. This is a perfectly rational
response. If people were accustomed to a three-year business cycle, they would

exhibit far greater caution going into the third year of an expansion than if their
normal experiences tended more to ten-year cycles.
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