Fiscal policy



In 1944 Franklin Roosevelt declares that every American has a right to a job. But can the government guarantee that we will never have another great depression?  In 1961 John Kennedy has promised to get the country moving again. Many presidents like the ones mentioned before even if they have different policies and ideas they have one common resolve. The government must never permit another great depression. This video is going to be about fiscal policy: can we control the economy? The 20 years after the World War II brought self-confidence to Americans political economics, the lessons of depression and war convinced the economist and politicians alike that the government could promote prosperity by manipulating taxes and spending. These continuing adjustments are called fiscal policy. In 1944 Americans had vivid memories of the great depression; they remember one quarter of the work force without jobs, factories closes, families hungry and remember an inspirational leader who showed them that the government cared. By 1944, 12 million were in uniform and 66 million more had jobs supporting the mightiest war machines ever know.

  Fiscal policy became based on the theories of the British economist John Maynard Keynes. The Keynesian theory consisted in the idea that government can influence the economy by increasing or decreasing tax levels and public spending. This influence also curbs inflation, decreases unemployment and maintains a healthy value of the money; however, everything must be done in balance in order for it to work. As an example, an increase in the supply of money followed by an increase in consumer demand can cause a decrease in the value of money. If an economy is during a Recession, unemployment levels are up, and consumer spending and investment is down. In order to resolve the problem, the government decides to increase economic activity by decreasing taxes; as a consequence, consumer spending increases while government spending does the same by buying services from the market. With this action, government will then be creating jobs and wages that are responsible of fueling the economy; as a result, unemployment will decrease and the economy will become healthy. If an economy is passing through a period of very high productivity, it can have too much money in the market. An excess of supply decreases the value of the money and pushes up prices; thereby, inflation occurs. If fiscal policy is not continuously monitored, balance in our economy can therefore disappear and create a non healthy economy. The goal of expansionary fiscal policy is to reduce unemployment; and its tools would be increasing government spending or decreasing taxes. By doing this, the AD curve would shift to the right increasing real GDP and decreasing unemployment; however, it can also result in inflation. When facing inflation, the government must slow down the economy by using fiscal policy to increase taxes. As people pay more taxes there is less money flowing in the nation and less consumer spending; as a consequence, the economy slows down and inflation is curbed. Another tool that fiscal policy could use is government spending. If government decreases spending there will be less money in circulation. The effects of fiscal policy are not the same for everyone; usually it would just affect the middle class. Decisions like creating a school would only benefit a small group of people; thereby, it wouldn’t do a big increase in aggregate employment levels. The biggest question faced by policymakers is how much should the government interfere in the economy. This question was mainly introduced by President Hoover, Roosevelt, and Lyndon Johnson. It is no wonder that the economics profession was feeling pleased with itself by 1965. For two decades the country had prospered severities of the business cycle had been sharply reduced we thought that fiscal policy held the key to ever increasing growth and prosperity. 
