
Keynesian economic policy is a theory that advocates the role of government 

intervention in stabilizing the economy and boosting aggregate demand. Here are 

some facts and examples of Keynesian economics: 

 John Maynard Keynes was the British economist who developed this theory in the 

1930s in response to the Great Depression12. 

 Keynesian economics supports expansionary fiscal policy and monetary policy as 

tools to stimulate economic growth and reduce unemployment123. 

 Keynesian economics argues that investment is the key factor that determines the 

level of economic activity, and that it depends on the interest rate and 

the expectations about the future12. 

 Keynesian economics also emphasizes the importance of aggregate demand, which 

is the total spending in the economy by consumers, businesses, and the 

government124. 

 Keynesian economics was the dominant school of macroeconomics until the 1970s, 

when it faced challenges from monetarism and new classical 

economics24. However, it regained popularity after the 2008 global financial crisis 

and the subsequent Great Recession24. 

 

Classical and Keynesian economics are two different schools of thought that have 

different views on the role of government and markets in the economy. Here is a 

brief summary of the main differences between them: 

 Classical economics is based on the idea that markets are self-regulating and tend to 

reach a natural equilibrium in the long run1. Classical economists believe that 

government intervention is unnecessary and harmful, as it distorts prices and creates 

inefficiencies23. Classical economics focuses on supply-side factors, such as 

productivity, capital, and technology, as the main drivers of economic growth23. 

 Keynesian economics is based on the idea that markets are imperfect and sometimes 

fail to adjust to changes in demand and supply1. Keynesian economists believe that 

government intervention is sometimes needed to stimulate aggregate demand and 

prevent or overcome recessions23. Keynesian economics focuses on demand-side 

factors, such as consumption, investment, and government spending, as the main 

determinants of economic activity23. 

Some examples of how these two schools of thought differ in their policy 

recommendations are: 

 In response to a recession, classical economists would advocate for reducing taxes 

and regulations, and letting the market adjust itself through flexible prices and 

wages23. Keynesian economists would advocate for increasing government spending 
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and lowering interest rates, and creating fiscal and monetary stimulus to boost 

aggregate demand23. 

 In response to inflation, classical economists would advocate for tightening monetary 

policy and reducing government spending, and letting the market restore price 

stability through lower demand and output23. Keynesian economists would advocate 

for using wage and price controls, and coordinating fiscal and monetary policies to 

manage inflation expectations23. 

 Overview of Keynesian Economics. 

 Keynesian economics, also known as "big government" or demand-side 

economics, is an economic theory by British economist John Maynard Keynes that 

uses active government intervention to address supply-side shortcomings and 

decrease unemployment. The theory emphasizes public spending and borrowing 

to fuel economic activity during periods of slow growth or recession. It's based on 

the notion that governments have control over aggregate demand and can 

strategically intervene in areas such as taxes, spending, and business regulations 

to manage inflation and unemployment rates. 

 Keynesian economics stands in contrast to the traditional laissez-faire philosophy 

of Classical Economics. Unlike Keynesian economics, which calls for government 

intervention to address economic problems, Classical Economics focuses on 

individual actors and how they interact with one another—not governments or 

government policies. Under this framework, individuals compete in an open market 

that is self-regulating and dictated by natural forces–no external intervention is 

necessary (or beneficial). This ideology has been around since the 18th century 

and is still considered the foundation of modern economic thinking today. 

 Overview of Classical Economics. 

 Classical economics is an economic theory developed in the late 18th century by 

economists such as Adam Smith, Thomas Robert Malthus and Jean-Baptiste Say. 

This theory emphasizes that markets are self-regulating and governments should 

not intervene in economic activity. According to the theory, individuals have 

complete autonomy over their productive resources, so governments should not 

interfere with the market's equilibrium of supply and demand through fiscal or 

monetary policies. Furthermore, classical economists believe that given this 

equilibrium, economic growth can result from innovative entrepreneurs rather than 

government intervention. 

 Classical economics focuses on the free market and supply and demand, while 

Keynesian Economics (sometimes called neoclassical economics) is based on the 

idea that if demand falls short of total output, governments should step in with fiscal 

policies. While Classical economists believe there should be limited or no 
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government intervention in the market, Keynesian Economics posit that 

government spending can help jump-start an economy out of recession by 

increasing demand. Furthermore, while Classical Economics assumes rational 

decision-making by individuals and businesses, Keynesian theory acknowledges 

that some economic actors may not always behave rationally. Both approaches 

have advantages and disadvantages when it comes to creating economic stability, 

which must be weighed carefully before deciding which policy to pursue. 

 

 Differences between Keynesian and Classical Economics. 

 There are several differences between Keynesian and classical economics. In 

contrast to the principles of classical economics, Keynesian economics is 

characterized by government involvement and influence on economic activity. 

Unlike the belief of classical theorists, who argued that governments should remain 

out of economic markets unless absolutely necessary, Keynesianism advocates 

scheduled injections of money into the economy to jumpstart spending and 

consumption. In addition, Keynesians believe that markets may not completely 

self-regulate at times and that government intervention can be beneficial in a 

number of ways such as creating jobs, funding public works projects, or providing 

social safety nets during recessionary periods. 

 Keynesian economics also advocates for higher levels of taxation for businesses 

and individuals to discourage hoarding. In contrast, classical economics 

encourages low taxes that would lead to increased investment and consumption. 

Keynesian economists also tend to think that government spending should be 

increased during hard economic periods, while classical economists argue that the 

opposite is true – that it should be cut back. Finally, Keynesians believe in a more 

flexible form of monetary policy, while classical economists advocate a more rigid 

approach involving strict rules and regulations. 

 

 Ultimately, Keynesian economics places more emphasis on the role of 

governments in managing the level and distribution of economic activity. 

Governments should actively intervene in the economy to prevent large economic 

downturns instead of relying on market forces alone, which can exacerbate 

economic volatility. In contrast, classical economists believe that government 

intervention results in price distortion, misallocation of resources, and adverse 

unintended consequences such as excess debt. They also view government 



intervention as having minimal effect on creating more durable solutions to existing 

problems and lay more emphasis on free-market solutions for addressing and 

overcoming economic challenges. 

 

 


