Homework

(Deadline: TO BE DECIDED AFTER MID-TERM)

Instructions:
1) Read the following article:

https://www.investopedia.com/terms/k/keynesianeconomics.asp

2) You are to summarize the article into 10-13 key points (Uszidudifay), which are

accompanied by brief explanations.

3) Your work must be within one and a half pages. One page is preferred.

4) Your work has to be HAND-WRITTEN on IPAD or SCANNED PAPER(S).

5) Your key points MUST be about economic theories (not Keynes’ biography)
and cover the following notions.

a. Keynes’ perspective on Great Depression

Keynes’ perspective on the Classical Economics

Possible solutions to Great Depression

Pros and cons of monetary policy

Pros and cons of fiscal policy

What is Keynesian economics?

Keynes’ perspective on saving and economic growth

. Alternative theory on saving and economic growth (Google!)

6) You will be fully awarded 10 marks (10%) for 10 correct and accurate key points.
The extra 3 key points are for 3 extra marks in case some of your conclusions are
incorrect.
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7) Submission after deadline will not be accepted.
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) eynesian e(onomics s theory qbout tvtal Spending in the economy ahd lrS BFFectS On Output

a)

b)

d)

£)

h)

1)

2)

3)

employment y and inflation. moreover, It iS considered g " demand- ~side" thQory that focuseS on
(hangeS in ECOhOMY over +he Swoit-yun.

keyntS advocared for jnCreasSed goverhiment expendituRs and lower Taxes 10 Grimulate demand
and pull the giobal economy out of the deprossion. Tf the government increased wekfare gending

and raised tayes ,+his would hot RnCourdge pRople 1o Spend their money . He proposed that he government
Shoud spend more money and it taxeS to tum a budget deFicit o iNCrease tonsumtr demand N +he onom.

Keynes argued against his C(onstrultion Of classical thevryy that during recession busiress pessimism and

(ertain characterisHcS OF market €onomies would make e(ohomiC weakness and Cause aggvegaie demand
1o plunge further.

keyneS advocated a countercyciical fiscal policy during the depression in which the government
should undertaken deficit Spending to wmake up for +he decling in inveStment and boost (onSumer
Spending in order o SHibilize aggregate demand.

Lowering intor®St rateS cah encoyrage @NSUMPTon and investment Spending . HOWRVRK this tyle is
diSrapted and market growth beohes MOR wnstable and prone 1o ewessive Fluctuation.

Tr workes ar willing to Gpend their extra income, t requiting growth in the GDP could b greater than
He (hitial Stimulus amount. HOWRVRK) MOS+ aCknowkdge Hhat fisml Stimulus is far (655 eFFective than
the Original multiplier moude] suggests.

keynes belitved individuals Showld save less and Spend more, raiSing their marginal propeh-
;,'1.\' to CohSdm@ to cffec full employ ment and econdomic growih.

while Savings were stricHy linked to intome SourteS by Classical and keynesian theories, Simpie
partial = Cquilibriym models €xplain individval Quing deciSionS in nveSthRMT vopurns and Iabor- ifome,

i(eyn€S rejecfed the idea that +he economy would return o a hatural st of equilibrium, He aryued
that emnomiC downturh et in) the fear and gloom that it engendetS dmong buSiheSses and ihvesrors
will fend to  become sm-futﬁuirg and cn lend o Suswined period OF depresed econmiC ativity and unRnploy ment:

The conCept of the KRynesian muitiplier is Spending from one CorsumRr becom€S incomR for @ busihess
that then Spends on equipment; wovker wageS , entrgy , materialS; purchased Services, taxes and inveStor
rRturns. Thar wovker's incom@ can then bR §pent and the cyCle Continues.

KeyneS CritiCized the idea of ewressive Saving, Unkes i+ WS for 4 SpecifiC purpose Such as retire-
ment OF education. He saw it as dangerous fov the economy becqusR the more monQy that does pot use the /6§
mOney in the economy Gtimylating growdh,



?)

keyhes WaS hot aS OptimiStiC abour the hatural equilibrium of the market, He bblieved gt

the gowrhment waS in a better poSition thah market fores when it Game to creating & robust
?COHOM‘{.

AS inferest raRS approach 00, Stimulating the €ronom) by lmrin3 in{orest rates becomps les

REFRCHVE bRcausR i+ reduces the motivarion o invest rather than Simply hold money ih cash Or
clo  substitures 1Ik®  short feym Treasuries.



