Macro homework

Keynes’ perspective on great depression.
- John Maynard Keynes disagree with the classical economic theory so he begun to develop a new framework of macroeconomic analysist. Because he thinks differently about the nature of the economy and mixing it with real-world applications for the least impact to the society in that current economic crisis and he said the economic downturn affect people in losing confident in spending and decreasing in aggregate demand and it will affect in the long run because of the price and wage in this depressed economic activity that’s create more unemployment. This will result in deflationary gap for a long time. So he believe that the government should intervene by using the new policy to stabilize aggregate demand and to boost the economic back to it belongs.

Possible solutions to great depression.
- Keynes think that the government should intervene by using demand-side policy to make up for the decline in investment and boost consumer spending in order to stabilize aggregate demand and lift the economy to reach Yf.

Pros and cons of monetary policy.
- Keynesians do believe in an indirect link between the money supply and real GDP. They believe that economies do not stabilize themselves very quickly and require active intervention that boosts short-term demand in the economy and increase in wages and employment and This policy makes slow change in prices and possible to use money supply as a tool and change interest rates to encourage borrowing and lending.
But the demand in the market takes longer respond to stabilize economy than usual.
If the interest rates approach zero it will create zero-bound problem.

Pros and cons of fiscal policy.
- Keynesians do believe in fiscal policy that stimulate the economy by injecting money to increase in government spending that leads to increasing in business activity and more spending. This policy proposes that spending boosts aggregate output and generates more income. That will push real GDP beyond potential output.
But the Keynesian model misrepresented the relationship between savings, investment, and economic growth, although most economist acknowledge that fiscal stimulus is far less effective than the original multiplier model suggests. 

What’s Keynesian economics?
- Keynesian economics is an economic theory that related about the total spending in the economy and its effects on output and inflation. Its focuses on changes in aggregate demand and their ability to create recessionary or inflationary gaps and using active government policy to manage aggregate demand in order to address or prevent economic recessions.

Keynes’ perspective on saving and economic growth.
- Keynes saws that the idea of the excessive saving is dangerous for the economy
 because not spending the money will affect the stimulus of the economy to grow slower.
That will leads to economic depressions. 

Alternative theory on saving and economic growth.
- the new strategy of many countries has been to aim at defending favourable competitive positions created by undervalued exchange rates and avoiding dependence on the international capital markets associated with a current-account deficit. A competitive real exchange rate is a key factor in increasing aggregate demand in the short run and achieving higher employment in the long run. However, there is a risk that governments will use exchange-rate manipulation in the same way as wage compression, subsidies and lower corporate taxation to artificially improve the international competitiveness of domestic producers.

Extra
What’s classical economic thinking?
- classical economic thinking is the old way of looking at spending, output, and inflation that held cyclical swings in employment and economic output would be modest and self-adjusting. if aggregate demand in the economy fell. 
It will result weakness in production and jobs would precipitate a decline in prices and wages. A lower level of inflation and wages would induce employers to make capital investments and employ more people, stimulating employment and restoring economic growth.





The multiplier effect.
- The multiplier effect refers to the proportional amount of increase in final income that results from an injection of spending. And it can show a proportional decrease in income when spending falls. This theory proposes that spending boosts aggregate output and generates more income. If workers are willing to spend their extra income
It will result in increased GDP growth.

What is Zero-Bound?
- Zero-bound is an expansionary monetary policy tool where a central bank lowers short term interest rates to zero
to stimulate the economy. And the central banks will manipulate interest rates to either stimulate a stagnating economy or dampen an overheating one, especially at the lower end of the range.

What Keynesian Economics focus on and how he developed his theory?
-Keynesian Economics focuses on using active government policy to manage aggregate demand in order to address or prevent economic recessions.
-Keynes developed his theories in response to the Great Depression, and was highly critical of classical economic arguments that natural economic forces and incentives would be sufficient to help the economy recover.

What tools that Keynesian economists use to fixed the crisis?
-Activist fiscal and monetary policy are the primary tools recommended by Keynesian economists to manage the economy and fight unemployment.
