What did Keynes Say?

The Depression was more than an economic problem. It was human disaster. Millions went hungry, some to starvation. Proud people begged on street corners asking for pennies to feed their children, for jobs that no longer existed. The economic devastation seemed total. When they thought that things couldn’t possibly get worse, however they did.

 Over 4000 banks failed. The value of stocks dropped from $89 billion to $15 billion. National income dropped. Investment, savings, consumption, everything plummeted. 14 million people, ¼ of the work force were without jobs. The agricultural economy, a refuge in earlier depressions, suffered during the 1920’s then collapsed in the 1930’s.  Politicians of 1932 were prisoners of the economic theories of the day that held the economy would improve. 

In Cambridge, England, John Maynard Keynes was telling his students the American economy would get worse. People lost jobs and stopped spending. As they stopped buying, stores stopped ordering, forcing factories to close down and decreasing jobs. More stores and businesses failed a vicious downward spiral. 

In the United States, both the Republicans and the Democrats believed in a balance budget. By 1932, the budget was so far out of balance that a revenue bill cut Government expenditures and imposed a huge tax increase. Then the president approved the creation of the reconstruction finance corporation to pump $2 billion into the economy.

 Large industries and financial institutions could turn to the RFC for capital. This daring step did not work. However by 1932, millions of Americans were broke, hungry, and homeless. Millions more watched their lifesavings disappear as banks toppled like dominoes. As the Reconstruction Finance Corporation showed, businessmen could not afford to invest money to produce commodities, so no one could buy. 

It took John Maynard Keynes to point out the obvious truth; the system would not automatically correct itself. This Depression could last a long time. 

According to Richard Gill, economics analyst, we can understand what was happening in those years of the Depression if we brake down our GNP into three main components: consumer goods, investment goods, and Government expenditures. Government expenditures did not change much over this period. Consumption fell by about 1/5. 

What Keynes pointed out was that both components might be going down, not a little and temporarily, but massively and persistently. This was a really huge idea. Namely, the total private demand, demand for both consumption and investment goods, might be insufficient to sustain full employment. This resulted in the Great Depression. 

In 1933, Keynes was one among babble of voices. John Maynard Keynes had new ideas about the economy, and he rushed to get them before the public. Keynes argued that the Depression could last longer than imagined. The general theory of employment, interest, and money, published in 1936, was devastating to traditional economics. Not everyone was ready for the theory of aggregated demand or Government intervention. From Cambridge to Cambridge, the revolution marched and eventually conquered. Keynesian economics swept American universities long before it became public policy in Washington. Roosevelt had a Depression to fight. He had little time for theory. Today, we can look back and see that the science of economics and the public policy it generates are fundamentally different because of John Maynard Keynes. 

According to Gill, total demand, demand for consumers’ goods plus business demand for investment, might not be sufficient to maintain a high level of employment. Business investment demand collapsed in the Depression. Nobody was building new plants. They were already operating with unused capacity. 

Once a demand for goods starts falling, it does not reverse itself. It may fall further. Now the economic profession had a way of looking at the Great Depression that made sense. This caused huge interest in the universities. Roosevelt combined his criticism of republican deficits.

 In March 1933, Roosevelt was the leader of a nation with ¼ of its work force unemployed. Something had to be done. March 1933 was the bottom of the Depression. Slowly the economy inched upwards. Keynes visited Washington in 1934 to meet with Roosevelt. The meeting was not a success. 

After some resolutions made by Roosevelt, by 1936, it appeared that the Depression was ending. 

According to Gill, what Keynes said was that total private demand might not be sufficient to sustain full employment. Keynes said that full employment could be achieved if we added public demand, Government spending on goods and services, to make up this difference. The problem for Great Depressions and even business cycle itself seemed to have been solved. 

