Classical Economic Theory and Keynesian Theory
<7h >

1. Classical Economic Theory
- Adam Smith 2| [Wealth of Nations]
- Competition, self-intent, and the invisible hand
- Say's law(J. B. Say): "Supply creates its own demand”
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2. Keynesian Theory
- John Maynard Keynes: British economist, [The General Theory of Employment, Interest,
and Money]
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- Price and wages were downwardly inflexible (Sticky)
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- Government Intervention 8
o New Deal H*H,

o Demand management Policies
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1. Long-rum AS(LRAS) - vertical (classical view that wages and prices are flexible)
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o Full employment = potential GDP
- depends on the availability of labor and capital and the state of technology
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o Price inc. » wage inc. & cost of production inc. > no incentive to produce
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o Price dec. > Revenue dec. > wage dec. - cost of production dec. - no change

in profits and no incentive to lower production. (M4t2F #H5}t 1)
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Intermediate range (7} 2%
No excessive inventories, and firms are closer to their productive capacities
Expansions in output 2t 7| 93+ &2 (AD o B7h
o Hire additional inputs and &% 2| Z2{ > price inc. > wages and other input
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Short-run misperceptions:
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