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Macro homework: Keynesian economics

Keynes’ perspective on Great Depression 
[bookmark: _GoBack]Keynes disagree with classical theory which state that output and prices will eventually return to the equilibrium. He thinks that the Great depression is too bad to reach the equilibrium by itself and the output will still low as well as unemployment rate will remaining high and also affect from depression of investors that may endlessly bring economic activity down and if it has nothing to boost, it’s will continue too that bad. So, Keynes came up with concept to boost the economic back towards equilibrium.

b. Possible solutions to Great Depression
Keynes illustrate the idea of fiscal policy which the government has a role to boost up peoples’ spending in order to stabilize aggregate demand. This concept is that the government should increase their spending and lower tax that will rise citizen to spend more, causing increase in demand. So, the natural result would be recovery and unemployment would reduce. Keynes believed that the government was in better place to recover this economic crisis that make the market run by itself.
In addition, Keynes also criticized the idea of excessive saving which is the concept that he saw the dangerous when people hold money, causing less money on economic cycle that affect income and bring down economic in to depression. This notice also create another Keynes’s theories in order to prevent depression.

c. Pros and cons of monetary policy
Keynes argued in monetary policy that this policy has to intervene by government directly in order to make market grow stable. The intervention is to lower interest rate in order to boost the demand which low rate of interest will make business and investor borrow more money and then they will increase their spending which this action will help economic growth. 
On the other hand, monetary policy might less effective because it can occur zero bound problem that the interest rate will approach zero. So, it make investor don’t want to invest and hold money in cash then economic might not continue by not enough of interest rate manipulation and attempt at generating economic recovery may fail as the result of in liquidity trap.

d. Pros and cons of fiscal policy 
Pros of fiscal policy is boost economic activity from spending. When government spending is high, it leads business activity also rise that boost aggregate output and generate more income to worker that workers also willing to spend, resulting growth in GDP.
Cons of fiscal policy is that the concept is misrepresented the relationship between saving, investment, and economic growth, argued by other economists. They showed that the original multiplier model is more likely than Keynes’s theory.

e. What is Keynesian economics?
Keynesian economics is consider a "demand-side" theory that focuses on changes in the economy over the short run.
Keynesian economics is the theory to attempt understand the Great depression and to contradict classical economic arguments that state that economic will recover and reach equilibrium by itself.
Keynes came up with the concept that government has to play role to manage aggregate demand, control tax, and control interest rate to stabilized economic as well as prevent economic recession.
Keyes dispute some economist about lower wage can restore full employment because he illustrates that employers will not hire empty to product goods that cannot sold because demand is weak. At the same time, business will lower their investment as the result of reducing overall expenditures and employment 

f. Keynes’ perspective on saving and economic growth

- Keynes’s perspective about saving is that it very dangerous to hold money in cash and not use money because it affects money in the market that will be less then causing less income which consistent to the concept of one spending is another one income. So, when people spend less economic will go down because there is less money in the market but, if people spending more and more that will boost the economic and increase income; therefore, the cycle will continue and affect the full employment as well as economic will growth. Hence, people have to save less and spend more.
 
g. Alternative theory on saving and economic growth (Google!) 
- In Solow swan model, it criticized that if all countries have similar saving rate, the economic will growth equally at the same rate in every country.
