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Reading Assignment

Fairchild, Furniss and Buck, Economics (1926), pp. 502-519.


Eckaus, Basic Economics (1972), pp. 175-187 ("Does the Market Guarantee Full



  Employment?").


Galbraith, The Age of Uncertainty (1977), pp. 197-226 ("The Mandarin

 
 
  Revolution").


Lee, Macroeconomics: Fluctuations, Growth and Stability (1967), pp. 303-308


      ("The Emergence of Modern Macrotheory").


Keynes, The General Theory of Employment Interest and Money (1936), 



  pp. 372-384 ("Concluding Notes on the Social Philosophy Toward Which


      the General Theory Might Lead").


Skidelsky, "Keynes and the Reconstruction of Liberalism," 52 Encounter (April

 
      1979), pp. 29-39.


Adelstein, "'The Nation as an Economic Unit:' Keynes, Roosevelt and the

 
 
Managerial Ideal," 78 Journal of American History (1991), pp. 160-187.


Hayek, "The Pretence of Knowledge," in New Studies in Philosophy, Politics,


 
  Economics and the History of Ideas (1978), pp. 23-34.


"The Search for Keynes," 326 The Economist (January 8, 1993), pp. 108-110.

Essay Assignment
Since the early nineteenth century, the business cycle, the recurrence of alternating periods of prosperity and depression, has been the béte noire of British and American political economy.  Theorists of all stripes, including Marx and his successors, have strug​gled to understand the causes of this phenomenon (Stanley Jevons, for example, the great name in British political economy between Ricardo and Marshall, believed that the sunspots that appeared roughly every eleven years, operating through the weather on agricultural output, were the source of the cycle) and to prescribe policy to mitigate its ef​fects.  By the time Keynes published The General Theory, the Great Depression had in​fused the problem with a particular urgency for both economists and politicians in the indus​trial democracies of the West.  But such was Keynes's impact that by the 1950s and 60s the majority of economists had come to believe that the business cycle had at last been tamed and that vigilance and sophisticated "fine tuning" of macroeconomic vari​ables by governments informed by Keynesian theory would keep it under permanent con​trol.  Your assignment this week is to consider the validity of this claim and to dis​cuss the specific changes in economic thought about the business cycle and the appropriate stance of democratic governments toward it that resulted from the new theories of Keynes.  Spe​cific consideration of the following questions may help focus your thoughts on this prob​lem.

1. What exactly is the business cycle?  By what indices did classical economists such as Fairchild, Furniss and Buck identify it?  What variables did they rely upon to distinguish periods of prosperity from periods of depression?  How did the classical theory account for large-scale unemployment?  Can such unemployment be reduced, in the classical view, without the intervention of government?  What are the roles of monetary and fiscal policy in the classical theory?  How does it view deficit spending by the government?  What policies did the classical theorists prescribe to mitigate the cycle?

2. Is the Great Depression best understood as a technical economic phenomenon or as a crisis of some other sort?  Why did the various Western governments fail to bring their societies out of the Depression before 1933?  What are the roles of such factors as public confidence and political psychology in the determination of employment and national income?  Do the classical and Keynesian theories differ on this point?

3. How, specifically, did Keynes' approach differ from that of the classical theo​rists?  Is the classical theory a theory of spontaneous order?  Is Keynes's theory a theory of central planning?  If so, does it differ from the kind of central planning discussed in the Cal​culation Debate, or that envisioned by Lenin?  The classicists argued that the economy must reach equilibrium at full employment, while Keynes claimed that equilibrium might well be reached at less than full employment.  What exactly is the source of the disagreement?  What variable or variables are in equilib​rium in each of the two theories?  Are these two different equilibrium systems theoretically compatible with one another?  

4. Adelstein writes that be​fore Keynes, there was only "eco​nomics," but after Keynes, there were both "microeco​nomics" and "macroeconomics."  What does this mean?  Is it correct?  How does Hayek evaluate the feasibility of macroeconomics?  Do you agree?  Was the the​ory behind Herbert Hoover's vision of an Associative State a micro- or a macroeconomic the​ory, or something else altogether?  Was the Associative State a central planning system?

5. Does the shift from classical to Keynesian theory suggest a different normative perspec​tive on the phenomenon of unemployment?  To whom do Fairchild, Furniss and Buck as​cribe blame for the vagaries of the business cycle?  Was Herbert Hoover's view of the matter the same as theirs?  How did the Hoover Administration approach the Depression as it began in 1929?  How might the Depression and the writing of Keynes each have changed social attitudes toward large corporations, small businesspeople and unemployed workers?  What bearing might these changes have had on the public's acceptance of an active role for government in the amelioration of the business cycle?  Why did so little of the terrible suf​fering caused by the Depression translate into protest and direct political action?    

Please limit your essay to no more than seven typewritten pages.

