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A detailed analysis on some special characteristics of
Lucas's ASL/LAS under generalized conditions: a synthetic
understanding of both Lucasian and Keynesian systems
by
Haruki Niwa
ABSTRACT

First of all, in this paper, the logic of derivation of the Lucas's ASL/LAS is plainly
explained, by the use of Graph 1 and Graph 2 in the text. Though, the illustrations are
rather popular, a very important fact should be noted here that, an indispensable
presumption for the Lucas's anti-Keynesian theorem based on the vertical LAS is the
assumed constant rate of operation of enterprises' fixed capital stock. The macro-total
volume of enterprises' fixed capital stock might be assumed to be given as a constant
for a 'short-term’ of three or four years (i.e., approximately same to a gestation period
of investment). However, even during such a short-term period, the rate of operation of
enterprises' fixed capital stock would be changed, corresponding to the moving of total
demand caused by transitional phases of trade cycle.

Needless to say, the upward changes in the rate of operation of fixed capital stock
due to augmented demands might induce some shifts of production functions, bringing
about increases in productivity and profits. Such effects of the changes in rate of
operation and the shifts of production functions are cited in Graph 3 in the text. Graph
4 shows the adjusted ASL and LAS under the generalized conditions reckoned with the
effects cited Graph 3. Any way, we must see that, under the generalized conditions,
Lucas's LAS in Graph 4 is not vertical but rather flat. It means, in the actual world
under the generalized conditions, Lucas's ASL/LAS is also consistent with the most
Keynesian policies. In other words, Graph 4 suggests a synthetic understanding of both
Keynesian and Lucasian systems. The implications of it would be very important for
any drafting of fiscal policies.
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