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The following op-ed by Sylvia Nassar was published in the New York Times on
September 18, 2011. It describes how one view of John Maynard Keynes, who still (or
perhaps, once again) has occupied part of the headlines in terms of thinking about policy
responses to macro problems. We will discuss Keynesian economics later in the
semester.
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NEW YORK TIMES

SEPTEMBER 17, 2011

Keynes: The Sunny Economist
By SYLVIA NASAR

Sylvia Nasar is the author of “Grand Pursuit: The Story of Economic Genius.”

FOR someone who's been dead for 65 years, John Maynard Keynes has amazing
presence. Open a paper, click on a blog or TV, and, voila, like Waldo, he’s everywhere.
The British economic oracle — whose boyhood nickname Snout should tell you that a
pretty face isn’t why he’s hot — gets more Google hits than Leonardo DiCaprio. Gov. Rick
Perry of Texas apparently got so fed up with the old scene stealer that he interrupted a
recent Republican debate to flash his rivals the news that Keynes was, well, deceased.

For some, Keynes is the hero who rescued the West from the Great Depression, for
others the villain to blame for the current mess. To me, he’s neither, but rather the
Winston Churchill of economics, radiating optimism when things looked bleakest, never
so happily engaged as in a national or global emergency.

An emergency is what we’re having now, of course. Unemployment has been stuck
around 9 percent for more than two years. Business is treading water. Families have less
cash to spend. Markets are in turmoil. All our old anxieties have us by the throat again:
the American Dream is dead; the middle class is disappearing; our children won't live as
well as we do. Never mind that similar fears proved groundless in the past. When you’re
scared in the middle of the night, it's almost impossible to imagine morning.

Keynes could, though. He had a surprising ability to see beyond the grim present to
better days — especially for someone who famously noted that “in the long run we are all
dead.”

Keynes’s sunny optimism was most striking in the midst of one of the darkest chapters of
modern economic history. If we think of the recession of 2007-9 as a Category 1
hurricane, the Great Depression would qualify as a Category 5. Income, per person, was
one-fifth of what it is today, adjusted for inflation. Unemployment was nearly three
times as high. More than a third of the population was destitute. There were virtually no

government benefits.
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Preachers talked of Armageddon, and pundits contemplated “the possibility that the
Western system of society might break down and cease to work.” Keynes, however,
reassured fellow citizens, in a silvery, seductive voice that was one of his sexiest features,
that what came before “was not a dream. This is a nightmare, which will pass away with
the morning.”

Admittedly, Keynes had no more seen the hurricane coming than his counterparts
predicted the crises of 1893 or 1907 or those of the 1990s or 2008. Irving Fisher’s ill-
timed pronouncement, just before the crash of 1929, that “stocks have reached a
permanently high plateau” will never be forgotten. Keynes was equally surprised and
forced to put his two favorite Impressionist paintings up for sale. Still, he wasn’t about to
waste time ruing past failures when panic was in the air. Instead, he quickly began
reassuring the British public that “we are suffering just now from a bad attack of
economic pessimism.” Boldly, he predicted that by the time his great-nieces and great-
nephews were adults, mankind would have solved its “economic problem.” At least in the
West, the material requisites for a good life would be available to all.

He did not dismiss the dangers of 25 percent unemployment, nor advocate that
government embrace nature’s cure and wait it out. But he disagreed vehemently with
those who called for draconian or dictatorial measures. He insisted that the Western
economies were suffering from a mechanical breakdown for which there was a relatively
easy fix. (For someone who didn’'t drive, he was inordinately fond of vehicular
metaphors.)

There was, moreover, a solution. Breaking the vicious circle that deflation was creating
for farmers and businessmen was well within the power of governments. All the
monetary authorities had to do was lower interest rates by creating more money until
business could raise prices and would find it worthwhile to begin investing again.

When the Depression failed to respond to monetary policy but instead deepened and
spread, Keynes went back to the drawing board. By 1936 he had worked out a new theory
of slumps resistant to the usual cures of easy money and low interest rates, calling it,
with his trademark lack of modesty, “The General Theory of Employment, Interest and
Money.”

What never changed during the Depression and the Second World War was Keynes'’s
positive mind-set.
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On what, exactly, did Keynes's faith in the future rest, apart from his upbeat
temperament and can-do British spirit? Confidence in the “apparatus of the mind,” his
term for thinking like an economist. His great innovation was to create — in parallel with
America’s Fisher — an “economics of the whole” that was useful for understanding and
treating temporary but dangerous economic breakdowns.

KEYNES straddled the Old World notion that the best a member of the working classes
could do was to accept his station in life, and the New World order in which it was
accepted that nations and people could make their own destinies. By the time he settled
on economics, the once dismal science had become, if not exactly gay, then no longer
grim, hopeless or resigned.

Alfred Marshall, the man most responsible for Keynes’s career choice, was also the one
most responsible for the new way of thinking. To paraphrase a great American
economist, Paul Samuelson: before Marshall, economics was about what you couldn’t
change. The new economics was about what you could.

Consider the dismal science when Marshall took it up. There was no cheering up Karl
Marx, who, landing in London in 1849, witnessed the Victorian economic miracle and, to
guote Gladstone, 20 years of improvement in the “average condition of the British
laborer ... unexampled in the history of any country and of any age.” The British founders
of political economy were scarcely less glum. John Stuart Mill, a libertarian, socialist and
supporter of unions and women’s rights, doubted whether democratic reforms or
technological progress could have much effect on how the average Briton lived.

When he published “Das Kapital” in 1867, Marx claimed that he was revealing society’s
“law of motion.” Yet he had never bothered to visit a single factory. Marshall devoted
months every year to touring factories in virtually every major industry, interviewing
businessmen, trade union leaders and workers. A trip to America confirmed that
competition was the ingenious mechanism that compelled managers to constantly
improve their operations, then to share the gains with workers. If wages depended on
productivity, workers themselves — and their elected representatives — could influence
their prospects by pursuing or promoting mobility, education and public health.

The new, cheerful social science that Marshall pioneered and Keynes and others
innovated was a genuine revolution in human thinking that changed the lives of
everyone on the globe. What would Keynes say if he were, say, to appear on CNBC
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tomorrow? That we’ve overcome a dozen challenges as bad or worse, that the tenfold rise
in standards since Jane Austen’s lifetime shows that we’ve done more things right than
wrong, and that the “apparatus of the mind” — which demands that we let facts change
our minds, engage our critics and see common ground — is infinitely more helpful in a
crisis than ideology or raw emotion.

And what would Keynes do now? Go shopping, | suspect. This was the “incorrigible
optimist,” his biographer Robert Skidelsky relates, who made a big bet on the United
States recovery in 1936 and hung on when it collapsed again in 1937. It may have looked
like midnight but Keynes knew that morning would come again.
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