Spend and prosper



 

John Maynard Keynes is one the most important figures in the history of economics. In 1936, he revolutionized economics with his classic book, “The General Theory of Employment, Interest and Money.” Keynes was the son of a Cambridge economist and a logician called John Neville Keynes. He studied in famous British institutions like Eton and then King's College Cambridge. In 1906, he joined the British civil service and then in 1909, returned back to Cambridge. He became the editor of the Economic Journal in 1911, and served in it almost until the end of his life.  Keynes was criticized by many because of his theories on Economics. His first job was in India’s White House where he worked on his first essay over Probability. In 1914 the economy broke out in war. At first the war was fought by volunteers, but in 1915 a draft was demanded. Keynes escaped the draft with his friends to the countryside. 
Between 1914 and 1918, he was called to the UK Treasury to assist with the financing of the British war economy. In 1918, as a consequence of his excellence, Keynes participated in the British delegation to the Versailles Peace Conference.  Since he was outraged by the conference’s measures and excessive imposed payments, he resigned from the conference and published during the year 1919, a book called “Economic Consequences of the Peace” which criticized the Treaty of Versailles. There was a small boom after the war, but then there was a slump that seemed to have no end. Many could not find jobs; in addition, the bank of England thought that there needed to be more saving rather than spending. The outcome was higher interest rates. Britain went back to the gold standard of the pre-war rate; as a consequence, wages fell especially in the mining industry ands strikes began. At the end union leaders felt isolated and everyone was put back to work. On August 1925, Keynes married a ballerina called Lydia. It was the joining of beauty and brains. They wrote to each other when they were separated and partied when together. Keynes settled down in a farmhouse near Charlestown. He was still close to his friends but his marriage had taken most of his time. There he took up farming, and was quite successful at it. Soon serious unemployment arose and Keynes wanted to raise public support. He believed that government could if they wanted spend their way out of unemployment. The liberal senator Lloyd George supported Keynes’ ideas and as a consequence, Keynes supported him. In 1929, the American stock market collapsed. Britain withdrew their gold and a big run on gold began. Some still felt though that Britain should stay on gold to keep the economy stable. The gold poured out of the country and unemployment rose. After an increase in tax and a cut in unemployment benefits the gold was lifted. The outcome was that the pound became devalued. Keynes suggested government spending on public work could reduce the rising unemployment; however, he was ignored. Britain followed the new deal that was set up in the United States. Keynes then went to America and brought them new ideas. He also went to a meeting with the President but unfortunately the meeting didn’t succeed. Keynes believed that if the unemployment was put to work on borrowed money, the economy would improve. Meanwhile, as he worked in the unemployment problem, he expanded into other activities such as book collections and paintings. In 1936, his book “The General Theory of Employment, Interest and Money” caused great impact between academic and political cycles. Even though many Americans were now acknowledging that neoclassical economists had bad policies, they now were able to realize that it was also bad economics. With the General Theory, Keynes developed a theory able to at last explain the determination of aggregate output and employment. He brought the concept of aggregate demand and it as a determinant of employment.  He brought the concept of a demand-determined equilibrium where unemployment is possible, the marginal efficiency of investment schedule breaking Say's Law, based on "liquidity preference", the possibility of using government fiscal and monetary policy to help eliminate recessions and control economic booms,  the ineffectiveness of price flexibility to cure unemployment, and an unique theory of money.  Therefore, Keynes’ ideas revolutionized America and set the principles of Macroeconomics. 

