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 (ﬂsvmu
d1Agy), 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
b. Keynes’ perspective on the Classical Economics
c. Possible solutions to Great Depression
d. Pros and cons of monetary policy
e. Pros and cons of fiscal policy
f. What is Keynesian economics?
g. Keynes’ perspective on saving and economic growth
h. 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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Keynes perspective on Great Depression

- When an economy S in o dowhturn tor whofever vemgon, the foors omd S0Yrows Yhat  Dwise Ao h g
DUSiness ond 1hvestors \'Q\n& o self- cater apnd Qu*l"eh\-iotl\y lead to gsustajned Pgr;gds of ecgnamiC qc‘rivﬂ-\}
and the low unem ploy ment.

- KUIY\QS advocated an ot~ £iscal poliey In which, in fimes of ecQgnoemic woey govern ment shovld
spend deficits to ofeset dechiny  investwments wnd stiwmolofe consumek Spend ing to Sustain overal
demand stability.

Poss(ble Solufions fo Great Depression

~ Keynes proposed Phat 1§ the governmant spend more money and reduce taxes to redwe  the budget
leticit, wwich increases consumer demand  in the econo my . This  will ad 9 an incredsp in overall
economit activity and o reduction in un employme nt-

KeyneS perspective on saving and econemic growth

- Keynes criticiqged the idea of soving too much. MHe Sees it ps defrimental YO the econpwy becayse
the me e money is Ytagnant, the \ess money in th RCONowy will Stimulgte it e wth.

~ Keynes believes that people should Save less and spend more, (Aising their marginal propensity
to consume to gan employment and econgmiC growth

Pros and cons of wonetary policy

Pros- 1t prices are slow to chenge, (f cab be used as a tool and change \nierest rates to
stimylafe boerrowing ond Iending. Interest rate cuts are one o¥ the ways in which governments
can sighiticontly inkerfere with the ecohomh’r\\evel)y spurring consvm?ﬁo'\ and jpvestment .
The rise 1n short - fer devnand  caused by a cvf in interest rates Stimylated the ecohomy
and reitalized ewmployment ond  service demand. Then, the hew economic ockivity wi¥
continug Y0 hely incremsp grewth and employment-

ConS~ When +he interest rate approaches zerd, Shimulating the economy b\, witing Interest

rates 1S less eefective as 1t reduc® the [ncentve Tv inwest (wstead of hold g the

money in cash or o similar subsritvie Inkerest rofe adjustments moy ho [onger be pnovg )
rate new econimip achiviries |+ invest ment cannot be Stimuiated and etports o generate
AN economic recovery covld bo stopped compretely.

Pros oand Cons o€ fiscal policy

oS- The \“:)etﬂng of gover nment spendfng eventvally l\ed to \ncreas®d pusiness oerivity

and more spending This theokry proposes that spenting incredsess Fotdl prodyctivity and
generates VMOre income,

Cons - The keyhesi‘"’ mad el distorss the rQ\qunship between snvings, \nvestment  and economic
qrowt+h. Fisca) Skimulvs (s Jess epeective Than the Original wulkiplier model suggests.

what e ke\,nesiun eCONOMICS

K?,\/V\QS‘\O\V\ is d macYQ ecov\um‘lc R COno ™M T\‘Qohf of total g?o_mc\}ng ivx Tho ecov\qmy and s etFects
v UUTPV‘H em‘)lv\/Mth th ‘W\?\W\'IGV\. A ‘ls CUY\SIQQVQQ‘ q udqund-;‘,dg" ‘Hneolry that focuses on
changes v the economy over the short run.



keynes perspective on the Classica) Econowics
Keynes developed his theories in responst fo the Great Pepression ond was highly evitical of previous
economic theories, which he reteered to as "classical economits”

kxWernatwe  theery on saving ant ecgromic growth

The lite cyck theoi® of savingd dnd  congumption ore the economi®s theories explaining the changes
m SQVing QV\d COV\SUW\V\';OV\ in the SUngqUQyﬁ- Phqse& of the kumﬂ.n \H‘-Q C\’ClQ_ There aro 1wo mo\.ln
npprodches 1) Indicating the dependence of the lewd of saunds and consuwption oh the nuerege

level of income over o leng peried of human [#e. or 2) on psycholoy ital Factors, i ptrticular
sQlf - con’rrol and Willpower, me ntal accounting and *Nmmg efpect.



