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Homework – Keynesian Theory
· Keynesian economics is an economics theory developed by John Maynard Keynes, the British economist, during the 1930s. The theory's objective is to understand the Great Depression.
·  Keynes advocated for increased government spending and lower taxes to stimulate demand and pull the global economy out of the depression.
·  Keynes economics is considered a demand-side theory that focuses on changes in the economy over the short run.
· During the Great Depression, the government cut welfare spending and raised taxes to balance the national books. Keynes said this would not encourage people to spend their money; moreover, leaving the economy unstimulated and unable to recover to a normal state. 
· Keynes rejected the idea of classical economic theory that the economy would return to a natural state of equilibrium. He advocated a countercyclical fiscal policy. The government should undertake deficit spending to compensate for the decline in investment and boost consumer spending to stabilize aggregate demand. 
· Keynes also criticized the excessive saving, unless it was for a specific purpose such as retirement or education. Because the more money remains stagnant, the less money in the economy stimulates growth.
· The multiplier effect is one of the main components of the Keynesian countercyclical fiscal policy. An injection of government spending eventually leads to added business activity and even more spending. The size of the Keynesian multiplier is straightly related to the marginal propensity to consume. Thus, spending from one consumer becomes the revenue for another worker. Then, the quantity of money used in fiscal policy creates more than that quantity in growth. 
· The fiscal multiplier commonly related to the Keynesian approach is one of two general multipliers in macroeconomics. Another multiplier is the money multiplier, which comes from a fractional reserve banking system, and it is less controversial than fiscal policy.
· For Keynesian economics, economies do not stabilize themselves very quickly and require active intervention that boosts short-term demand in the economy. Wages, employment, and prices do not respond immediately. They slowly change when applying monetary policy interventions.
·  Lowering interest rates is a way governments can intervene in the economic systems. Interest rate cuts encourage borrowing and lending. The new economic activity then feeds continued growth and employment. Then, Businesses and individuals often increase their spending. 
· Keynesian theorists believe the business cycle will get disrupted, market growth becomes more unstable, and excessive fluctuated if we are not implementing the monetary intervention. However, lowering the interest rate might not effective because of the liquidity trap. As the interest rate nears zero and they become less effective because they reduce the incentive to invest rather than simply hold money in cash, or close substitutes like short-term treasuries.
