Changes in Economic Thoughts

Two factors that cause more stress economically than anything else are unemployment and inflation. If a company is downsizing, an employee could be under stress they are normally not accustomed to. The fear of becoming unemployed envelopes their daily work and stresses them out even more. Inflation causes stress that people do not realize is caused by inflation. Higher food costs or higher gas costs are a result of inflation. Throughout history there have been several trains of thought as to what causes these stresses and cycles in the economy. 

The first theories were first brought up in the 1800’s. There was no one specific theory that everyone liked, they all just wanted to figure out what was causing the economy to take a turn for the worse. Some theories wanted the government to have nothing to do with or have any influence over the economy, while others wanted the government to have an active role in regulating the economy, but there were disagreements on what type of role the government would have in the economy. 

The earliest economists were Adam Smith and David Ricardo. These two were known as classical economists
. They believed that an economy is self correcting which means that an economy will return to equilibrium
 on its own. However, the Great Depression challenged this theory. With its start in 1929, it took only four years for unemployment to go from three percent to twenty-five percent which resulted in the G.D.P. dropping by thirty-three percent. During the midst of the Great Depression, an economist out of England named John Maynard Keynes came up with a new theory on how the economy works in times of stress. He said that they should be focusing on the aggregate supply instead of the aggregate demand. He and other neoclassical economists felt that the economy needed to be manipulated to get itself out of the rut it was in. Keynes said that the only way for the U.S. to be pulled out the Depression was for the economy to be greatly stimulated which is exactly what happened with the on slot of World War II. 

Another view that emerged due to the Great Depression was the monetarist’s
 view. Led by Melton Freedman, they felt that the newly formed Federal Reserve had the inability to control the nation’s money supply. During this pressing time, the Federal Reserve was a lender of last resort for the banks and during the Depression they refused to issue any new bank notes. They also forced banks to increase the amount of money to have on reserve in each bank, which in turn made it harder for people to withdraw their money. The Federal Reserve finally issued new bank notes in 1938. 

In the Reagan Administration we again saw a supply side form of economics. He managed to keep inflation under control, added eighteen million new jobs, and reduced taxes. However, all this success was flawed by a huge increase in the National Debt 
and the National Deficit
. The Federal Reserve 
sought to try and ease all the negative growth by instituting a monetary policy 
to fight inflation by influencing the growth of money through controlling interest rates and other factors. 

After the Reagan Administration, we saw the largest economic increase, in terms of growth, of the U.S. economy in her history. This lasted all the way through the 1990’s. The Feds say it was because of their actions that the economy was so good while the others say there was so much growth because there was no major, destabilizing event. 

� Classical Economists: A specialist in economics


� Equilibrium: A condition in which all acting influences are canceled by others, resulting in a stable, balanced, or unchanging system


� Monetarist’s: a doctrine holding that changes in the money supply determine the direction of a nation's economy


� National Debt: the financial obligations of a national government resulting from deficit spending


� National Deficit: the amount by which the nation falls short of the required amount of money


� Federal Reserve: the central bank of the United States


� Monetary Policy: The actions of a central bank, currency board, or other regulatory committee, that determine the size and rate of growth of the money supply, which in turn affects interest rates





