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“The classical economy began as a social science in the 18th century.  The first important economist was Adam Smith. Who wrote the first major book in economics called the Wealth of Nations. It was published in 1776.” “He laid out in a systematic manner how all the elements of an economy came together to sustain a nation.” The elements being labor force, unemployment, competition, supply, demand, and income among others. “Smith strongly believed that the resource allocation by markets would answer many of the economic problems. He was so in favor of markets that he believed teachers should be paid according to market standards. And he believed that students should buy subscriptions to be in classes.” 

“Smith believed in market for primarily microeconomics purposes for individual goods and services and individual workers.” “He didn’t have much to say about macroeconomics about the overall activity he and other classical economist assumed that if individual markets worked the overall market economy would work as well.”
“The fallacy of composition if something worked at a micro level it would work at the macro level. Market that involved saving, and investments, and the buying market were mostly important. In a labor market the way you prevent unemployment is let wages adjust to excess demand or excess supply.” 

“Classical economists assumed that if unemployment was high and wages went low then bosses would hire more workers and that is how they assumed unemployment would be dealt with.” And if there is an excess demand for workers and wages went up the labor force would increase because the money is an incentive for people to work. “And if wages went down the unemployed would work the employed would quit or stay and that would solve the employment problem. Minimum wage laws hinder employment by not allowing wages to go below to hire more people.” 

“The consumption spending refers to household’s spending. They don’t spend all of their income they often save it. Investment spending is the spending by the business sector.” “He believed that saving and investments depended primarily on the interests rates. If interest rates vary or go up and down you would get a balance in savings and investments. And therefore total spending would equal total income and there would be no excess or shortage of production.” 

“Say’s Law says that income equals expenditure. He said prices and wages always adjust; the interest rate equates saving and investment, and full employment is the norm.”   

“Classical economists believed that market stability would come from the variation in wages to balance the unemployment and employment or the labor force market and from the variation in interest rates to balance savings and investments market.” “Classical economists believed that this variation would bring by market stability. They believed that full employment was a norm that variation in the wages would balance the labor force.”
“These were the beliefs of classical economists for over one hundred and fifty years; from the 17th to the 19th century.” Adam Smith, Thomas Robert Malthus, and David Ricardo, the leading economists of the late 18th and early 19th centuries, proposed this theory but the view is most closely associated with Malthus. “Thomas Robert Malthus concluded that population would increase in a geometrically fashion meaning it would double then triple and so on and that food production would increase arithmetically.” So that if population grows so fast it would bring economic growth to a halt. “This was regarded a dismal science.” They also concluded that as interest rate increased there would be more savings and as it declined there would be more investments. “And the equilibrium points the money from saving and investments and the interest rate balance. Investment is when a business buys some sort of equipment and savings is when households are spending all their income.” 

“The Malthusian theory or the Doomsday theory was another name for the classical growth theory which said that exploding population and limited resources will eventually bring economic growth to an end.”
“Keynesian: changes in aggregate (total) demand are destabilizing and price are not very flexible and wages and salaries contract.” 

Jean-Baptist Say wrote A Treatise on Political Economy published in 1803 and he reasoned that supply creates its own demand.

“John Maynard Keynes wrote the General Theory a book in 1936. He was English. He argued that Say was wrong and that supply did not create its own demand and effective demand determines real GDP. He further said that resources can be unemployed or employed indefinitely. If you income goes up you save more.”
