Keynes- A Deeper Look

When unemployment in England went up to 22% Keynes did not hesitate to say what should be done. We need to be in a mood of expansion to do things, to buy things, to make things. For it is not better for men to stand idle.  

Keynes was born in 1883.  He was born in Cambridge and attended King's College, Cambridge, where he earned his degree in mathematics in 1905. 

He remained there at King’s College for another year to study under Alfred Marshall and Arthur Pigou, whose scholarship on the quantity theory of money led to Keynes's Tract on Monetary Reform many years later.  After leaving Cambridge, Keynes took a position with the civil service in Britain.  His specialty was microeconomics—the study of individual markets and industries, as opposed to the study of the whole economy. His most important book was Principles of Economics.

In 1915, Keynes was finally offered a job at the British Treasury. Given his position at Treasury, Keynes was to take an active part in the war effort, and indeed he was part of the British team sent to the Paris Peace Conference of 1919.  The result of the conference was not, however, to Keynes' liking. On his return to England, Keynes resigned his position with The Treasury and turned bitterly to writing out his thoughts on the peace process.


In the fall of 1919, out came his book, “The Economic Consequences of the Peace”.  Basically, Keynes was of the view that the amount and the manner by which Germany was to pay war reparations to the victorious allies would lead to future problems. 


This view as it turns out was very optimistic. In 1929 the American Stock Market collapsed.  Unemployment rose from 1.5 to 12 million.  Investor withdrew their money, and British gold was becoming affected.  Keynes came to the view that a national budget was to serve not only the purpose of good financial planning for government revenues and expenditures, but that it ought to be used as a major instrument in the planning of the national economy. 


A Treaty led to the formation of a reading group, known as the Circus.  One resulting criticism of the Treaty was that it failed to provide a theory of the determination of output and employment as a whole; a particular pertinent question given the huge amount of unemployment at the time.  In a few 1933 articles and pamphlets, Keynes began announcing the new idea, and began submitting the drafts of his new book to the Circus and several fellow economists for review and dissecting.  His ideas on the marginal efficiency of investment took a little longer to work out.


With the “General Theory
”, as it became known, Keynes sought to develop a theory that could explain the determination of aggregate output, and as a consequence, employment.  When Keynes's health collapsed around 1938, and he consequently ducked out of the debate which was then raging.  When World War II broke out in earnest, Keynes re-emerged and published his 1940 pamphlet, How to Pay for the War.  In that small book, he identified the "inflationary gap" created by resource constraints during the war effort, and promoted the device of "compulsory saving" and rationing to prevent price inflation; proposals that were adopted in 1941.  The 1940 piece is notable for it provided the seeds of a theory of inflation to complement the depression economics of the General Theory. 

� The General Theory of Employment, Interest, and Money is generally considered to be the masterwork of the English economist � HYPERLINK "http://en.wikipedia.org/wiki/John_Maynard_Keynes" \o "John Maynard Keynes" �John Maynard Keynes�. To a great extent it created the terminology of modern � HYPERLINK "http://en.wikipedia.org/wiki/Macro-economics" \o "Macro-economics" �macro-economics�. It was published in February � HYPERLINK "http://en.wikipedia.org/wiki/1936" \o "1936" �1936�.





