What did Keynes Say
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During 1932 the nation was in depression. How long can this depression go on? The depression can last indefinitely according to Keynes. But can anyone do something? Keynes and Roosevelt met only once, however they changed the course of the world. The depression was more than a problem it was a human calamity. People were starving, over 4 thousand banks failed, people begged in the streets asking for money for their children, the value of stocks dropped from 89 million dollars to $15 billion. National Income dropped, investment, savings, consumption, everything plummeted. A quarter of the labor force was unemployed, and agriculture finally collapsed during the 1930’s. Eric Severeid, CBS News, stated that people started to use the government as a scapegoat; they begin to blame the government. President Hoover kept telling people that everything will improve; however, Keynes affirmed that everything was going to get worse because of the following reasons: As people lost jobs they stop spending, as they stop buying, stores stop ordering inventories. Stores and businesses failed and the economy thereby, gets worse. He explained that the system had no automatic regulating device and that therefore, something had to be done. 
The Hoover administration only got everything worse. By 1932 the budget was so out of balance that a revenue bill cut government expenditures and imposed a huge tax increase in the economy.  As people started calling their shantytowns “Hoover bills”, the president authorized the creation of the reconstruction finance corporation to pump to $2 billion into the economy.  The RFC was a big milestone, a major involvement of the government in the economy; however, it didn’t work because as Robert R. Nathan, New Deal Economist explained, “the depression had come so deep, the slide so precipitous and the decline forces of the businesses so great, that just pouring money into the community to start new projects wasn’t working. The problem was that the demand for goods and services wasn’t there” . Keynes theory was very revolutionist because he said that as business investment’s demand declined, consumer demand declines also. According to Keynes, income is what determines the consumption demand. When investment falls, income falls, and with it consumption falls too. Consumption according to Keynes falls by a multiply amount. Those ideas resulted very shocking because once the demand for good starts falling, it might fall much further. For the first time, economists started looking at the depression in a way that made sense. Over the years of 1929-1933 government expenditures didn’t change. Gross investment fell drastically almost 90%, and also consumption also declined about 1/5 over that time period. It was the thinking of most economists back then that if one component of GNP failed another would rise to take its place. If people consumed less they would lend their savings to businesses who could invest more, in this way the money will produced. If consumption goes down investment goes up and vice versa, and would attain enough demand for total employment. Keynes pointed out that they both were going down massively and it was a persistent declination.
