Keynes and Classical Economists
Classical economics began as a social science in the 18th century. Scotchman, Adam Smith wrote the first major book in Economics. The book was published in 1776. Adam Smith was the first major economists and first explainer of how markets and man and supply buying competition work to bring together the parts of the economy, such as how goods and services were distributed. 
Theory of how the economy worked is that allowing markets to function. He believed much in the decision making power. Adam Smith believed in the markets and individual supply and demand for all kinds of activities strongly. He believed professors should be paid by market standards. That is how much he favored markets. He believed in markets primarily for micro economic details. He didn’t have much to say about macro economics. They assumed that if individual market worked, then the whole economy market will work too. If it works at micro level, it will work at a macro level, which may not be true. 
Classical economists dealt with the labor market. In a labor market, wages adjust would be a way to contribute to unemployment. More workers than jobs the wage rate would go down and the number of people for jobs they would hire more people. That is how classical economists would assume unemployment would be dealt with. 
Labor force would increase because there is incentive
. If there is an excess demand for labor force, wages will go up and vice versa. One of the arguments, that minimum wage laws prevent employment by not allowing wages drop low enough to hire workers and let supply and demand equal and the equilibrium rate. They worry about savings and investment. 
The Classical Macroeconomic theory deal with Say’s law, which is income, equals expenditure
. In Say’s law prices and wages always adjust. The interest rate equates saving and investment. And also, full employment is the norm. Saving is not spending out of income. There is someone else that also spends money. Investment spending is by business sectors. If the interest rates vary, at some equilibrium
 rate you would get equality with spending. 
Classical economists really base their assumption is that the overall market economy would be stable and not go over wild booms. The workings of the labor market with wages going up and down and the savings and investment markets where interest rates would rise and fall would create overall stable ability. These mechanisms
 gave the market economy with built stability. They would be self corrected for their minor problems. They believed that when the economy finished, we would arrive at full employment. There would not be long term unemployment. 
Thomas Robert Malfus is an important name for development economists. He saw population would continue to increase in a geometric
 fashion but food production would increase in an arithmetic fashion. Shortage in food would be the conclusion. Malfus is the one that Thomas Carlyle referred to the writer of dismal
 science. 
The classical economists through the beginnings of 1920 have left themselves with several macro economic problems. Investment was the downward slope. Interest rates get cheaper than businesses can buy more borrowed equipment with funds. As interest rates increase, savings and investment increases too. Prices as aggregate
 demand, classical economists believe output is always at full employment. They assume that market economy would always manage at the production possibilities curve. To change spending, change the price level. If there was more spending, prices will increase also. Aggregate demand decreases then prices go down too. Classical economists believe changes in overall spending would change overall prices. They thought the change in overall spending wouldn’t change the overall economy. 
Unemployment got to as high as 25% in the early 1930’s and stayed there for a few years. We didn’t quickly rebound from it. A new set of theories emerged in the 1930’s named after the most important economist named John Maynard Keynes. He wrote and argued the most famous book called The General Theory of Employment Interest in Money. People will know it as The General Theory. It was written in 1936. It was a book that changed the way economist looked at the overall economy. Keynes was a very dynamic interesting man. The French gave us food and great art. The Germans gave us great music and beer. The English gave us Economics. Economics was the science of common sense and it was logic. Keynes was the product of the tradition of emerging economics. He was born in 1883. He died in 1946. He said he had regret that he had not drunken enough champagne. The genesis
 of Keynes was the depression of the 1930’s. 
Full employment is not the norm
 according to Keynes and that the market economies are unstable. Keynes pointed out individual households act rationally
 but on an economy wide basis, it turns out to be disastrous behavior for the economy. The private economy tends to act in a way to destabilize
 the economy. The solution to a recession is that prices fall, is what a classical economist would say. Keynes say prices are not flexible and tend to be relevantly sticky. If demand is falling, prices should fall too. It should help the economy come back. Keynes thinks that if wages fall, it is not a good thing. Employees may quit or find another job but if there isn’t another job better, the employee might have to cut back on spending. Prices and wages are not flexible such as wages and salaries and contracts. 
In periods of recession
, prices would act to make recession worse. They tend to make the business cycle change. The prices in the economy don’t even adjust rapidly. The multiplier effect came around the group of people around Keynes. The aggregate demand is perfectly horizontal which means prices are fixed and that they don’t change. Keynes would argue that is reality is closer to the model of prices being fixed. As aggregate demand decreases in consumer spending or business investment spending, output changes and goes down. As GNP falls, that is a sign of employment changing in the business cycle. The unemployment rate is going to go up. Changes in aggregate demand would cause the business cycles to cause recession. 
In short, there are different theories to different economists. These are the main point theories to Jean Baptist Say and John Maynard Keynes. 
� Motivation; inducement.


� Outflow; expense.


� Balance; symmetry.


� Device; machinery.


� Numerical; statistical.


� Miserable; dreary; dull. 


� Collected; total; combined. 


� Origin; beginning.


� Custom; median; standard.


� Sensibly; reasonably; wisely. 


� Undermine; weaken; threaten. 


� Slump; downturn. 





