
Keynes & Classical Economists
Classical school of macro economics: - economics began as a social science in the 18th century. A Scottish man named Adam Smith 
is the first important economist who wrote the first major important book of economics. The title of the book is “An Inquiry in to the Nature and Causes of the Wealth of Nations”, and it published in 1776. He made very clear that his emphasis was allowing markets to function. He believed in the decision making power of markets and individual supply and demand and buying and selling for all kind of activities.  He was so much in favor of marketing individual level; he even believed student should pay to the teacher in each class.  He believed markets primarily determine in micro-economics. If individual level worked, the whole markets should work or if it worked in micro level, it should worked in macro level. However, in economics this is not always true.

Classical economist 
believe in to promote market stability and macro economic growth primarily controlled by  the buying and saving market and the labor market. According to classical economist, in the labor market the way to prevent unemployment is by adjusting wage rate according to demand and supply. If there are excess worker the wage rate goes down then the number of people who can get a job will increase. When the wage rate increase, the labor force the employer hires decrease. According to classical macro economics theory price and wage always adjust, the interest rate equates saving and investment and full employment is the norm. They also believe that saving depends primarily on interest rates and that investment spending primarily depends on the interest rate. If the market goes up and down, at some equilibrium interest rate will get equality between saving and investment and then total spending will equal to total income and there will be no excess or shortage of production.

 The 1930s was a time of major change in economic beliefs because of the existence of the great depression of the 1930s. Keynes
, macro economist, was probably the most important economist of the 20th century and wrote one of the most important books that changed the way the economists looked at the economy. This book, The General Theory of Employment, interest and Money”, published in 1936. His focused was more on the 1930’s great depression. In his theory he states full employment is not the norm, and market economy are basically are not stable and don’t have self correcting mechanisms.  He argued that consumption spending is the most important part for economic development because two third of spending come from consumption of house hold. He stated that if household reduce their spending factories reduce their production because redaction of demand. When factories reduce the quantity they produce; then they reduce the labor which causes increase unemployment level. Because of unsecured job market, house hold starts saving money. in this case simple demand and supply curve or price and unemployment cure doesn’t have that much function because redaction of demand doesn’t necessarily bring the price down or people high number of unemployment  doesn’t make the wage rate low.

According to Keynes since we don’t have flexible price and wages to help stabilize the economy, and we can not count with interest rate to balance savings and investment, we have to look to other variables that can measuring things like disposable income because consumer spending is the highest of all spending in our economy. Credit conditions, wealth and expectation are other factors that affect the growth of economics.  

� (1723-1790) Smith was one of those 18th century Scottish moral Philosophers whose impulses led to our modern day theories; his work marks the breakthrough of an evolutionary approach which has progressively displaced the stationary Aristotelian view.


� Classical economist a theory of economics, especially directed toward macroeconomics, based on the unrestricted workings of markets and the pursuit of individuals self interests. Classical economics relies on the three key assumptions- flexible prices, Say’s law, and saving-investment equality- in the analysis of macroeconomics. The primary implications of this theory are that markets automatically achieve equilibrium and in so doing maintain full employment of resources without the need for government intervention. (http://www.amosweb.com/cgi-bin/awb_nav.pl?s=wpd&c=dsp&k=classical+economics)


� (1883- 1946) was a � HYPERLINK "http://en.wikipedia.org/wiki/UK" \o "UK" �British� � HYPERLINK "http://en.wikipedia.org/wiki/Economist" \o "Economist" �economist� whose ideas, called � HYPERLINK "http://en.wikipedia.org/wiki/Keynesian_economics" \o "Keynesian economics" �Keynesian economics�, had a major impact on modern economic and political theory as well as on many governments' fiscal policies. He is particularly remembered for advocating � HYPERLINK "http://en.wikipedia.org/wiki/Economic_interventionism" \o "Economic interventionism" �interventionist� government policy, by which the government would use fiscal and monetary measures to aim to mitigate the adverse effects of economic � HYPERLINK "http://en.wikipedia.org/wiki/Recession" \o "Recession" �recessions�, � HYPERLINK "http://en.wikipedia.org/wiki/Depression_%28economics%29" \o "Depression (economics)" �depressions� and � HYPERLINK "http://en.wikipedia.org/wiki/Economic_boom" \o "Economic boom" �booms�. Economists consider him one of the main founders of modern theoretical � HYPERLINK "http://en.wikipedia.org/wiki/Macroeconomics" \o "Macroeconomics" �macroeconomics�. His popular expression "In the very long run we are all dead" is still quoted. (http://en.wikipedia.org/wiki/John_Maynard_Keynes)





