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Аннотация 

В данной работе представлен анализ наиболее влиятельных и важных понятий разных 

школ экономической мысли, мнения о них, их плюсов и минусов, а также причин их 

существования. Это поможет найти наиболее подходящий и полезный способ для государства 

сосуществовать с экономикой и ответить на вопрос: «Какого рода государственное 

регулирование необходимо экономике и нужно ли оно вообще?» 
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Abstract 

In this work analysis of the most influential and important notions of different schools of 

economic thought,  opinions on them,  pluses and minuses of them, and reasons for their existence 

are presented. This will help to find out the most suitable and useful way for government to coexist 

with economy and answer the question: “What kind of governmental regulation does economy need, 

and does it need it at all?” 
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The Great Depression began in USA in 1929 with a major fall in stock prices that began 

around September 4, 1929, and became worldwide news with the stock market crash of October 29, 

1929 (known as Black Tuesday). Economic mechanisms were destroyed, adherents of the classical 

school of economic thought could not believe that the old methods did not work in the conditions of 
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the Great Depression, the reduction of wages did not increase profits, unemployment grew at a 

tremendous rate, even reaching 24.9% (see Fig. 2), GDP declined by 10, and even by 15% per year 

(see Fig. 1). Old methods could not normalize the state of the market, but only worsened it more and 

more. Failures in internal mechanisms shifted to external mechanisms, the trade deficit increased the 

contraction of the money supply, as gold had to be exported in order to compensate for the prevalence 

of imports over exports and had an even greater impact on prices and wages, thereby further inflating 

unemployment. The old mechanisms did not work for one reason only, at the same time, various 

unions of workers began to appear abruptly, struggling for their rights and, accordingly, for high 

salaries. 

 

Fig. 1. Annual GDP Growth during Great Depression (1930-1939) [10] 

 

Fig. 2. Rate of unemployment during Great Depression (1929-1939) [14] 

This led to the fact that salaries could be increased, but not understated, so the old economic 

strategies of the recession times no longer worked and people needed a new idea, an idea that would 

solve the Great Depression problem. 

The solution was the so-called Keynesian economy. Keynes proposed a model in which 

development stimulation could occur at the expense of profit, even though salaries had to be 
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increased. It was a real breakthrough that did not fit the minds of the classics, who thought completely 

differently: they believed that the economy operates on the principle of Zero-Sum Game, that is, in 

their opinion, if incomes increased, then wages should remain on the same level or at all understated. 

Keynes's theory was built around the Aggregate Expenditure and his proposals were based on him: 

to restore the economy by stimulating the growth of productivity, active government intervention was 

required. On the one hand, an economic policy was required that would keep the salaries high and 

restructure production in favor of low-cost and highly productive producers, of course, low-efficiency 

producers with small salaries simply could not compete and would immediately leave the market. On 

the other, it was necessary to actively increase public spending to stimulate Aggregate Expenditure 

and increase accumulation, investment, employment and volume of production from producers, 

which in turn would increase salaries. 

According to its concept, the idea was very simple: It was possible to have high salaries and 

high profits, but only if the state can link the growth of salaries with productivity growth. Of course, 

we can talk about keeping wages at the same level, because then the growth rate would be even 

greater, but in those conditions it was simply impossible. 

Economists of that time could not understand this idea for a while, the producers, too, needed 

a very big influence to make them change something. This influence was President Roosevelt and his 

New Deal Policy, he quickly earned the trust of workers and their unions, and persuaded 

entrepreneurs to act. 

I would like to mention that Keynes's ideas are in many respects similar to the ideas of Henry 

Ford, only they take a much larger scale, namely, they work at the macroeconomic level throughout 

the country. Ford's thought was extremely simple and very similar to Keynesian: he noticed that 

wages are not just Cost of production and manufactory, but that they are absolutely necessary for the 

expansion and development of consumption-oriented production. 

The Keynesian model replaced the general unemployment with the productive transactions 

that came into force: workers, in exchange for a higher salary, agreed to changes in the rules of work 

and in capital. If the rate of growth of wages suddenly prevailed over the rate of productivity growth, 

the state could intervene and, on the one hand, artificially creating inflation to lower the actual cost 

of wages or, again, artificially create a greater level of unemployment, but throughout the whole of 

the Keynesian economy they preferred to cause inflation, as it was a more manageable and predictable 

process. In the American economy there were crises and after the proposal of the Keynesian model, 

but for the most part they were manageable, caused artificially for the regulation of the economy and, 

of course, none of them could compare to the Great Depression. 

After New Deal was introduced, the American economy began to quickly eliminate the 

consequences of the Great Depression by rapid themes: GDP grew at a sharp pace, in 1934 its growth 
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rate was as much as 11% (see Chart 1), and in 1936 13%, manufacturers began to invest more and 

more into their business And Investment was 13 billion US dollars in 1937 (see Fig. 3), as in 1937 

the rate of unemployment growth reached its minimum for the 1930s and was 14% (see Fig. 2). From 

all this we can conclude that Keynesian approach, although only few of it’s points were taken in 

account, worked and the country developed with astonishing speed.  

 

Fig. 3. US GDP (1929-2004) [12] 

But the country experienced the greatest economic development during the Second World 

War. It is very easy to see in Fig. 3 that during this period the costs and investments of the state have 

increased several fold, compared to previous years, this indicates that the war pushed the state to 

stimulate the economy and producers who were afraid and did not want to invest: they did not spend 

money , But used them to obtain a safe passive profit (see Chart 3), to adapt to military conditions. 

The state collected taxes from unused profits and itself invested this money in business and 

development, thereby expanding the market and opportunities for investment by entrepreneurs, 

money was also invested in research related to new ways to increase productivity, mostly in the 

military sphere. 

This scheme was the beginning of a whole period in the history of the United States from 

the Second World until the 1970s when Keynesian model reached maximum influence on policy. 

Since the 70's a lot of work in world science was devoted to the question: why did the boom of 

Keynesianism stop, and why did the counterattack of the Chicago school turn the supporters of 

Keynes into flight? On this account, several reasons were put forward. The Keynesian model of state 



4 

 

regulation proved to be acceptable only in the conditions of a rapidly developing economy in which 

labor productivity increased at high rates. Under these favorable conditions, a large-scale 

redistribution of national income could take place without significant damage to the accumulation of 

capital. Meanwhile, in the 70-ies. There was a sharp deterioration in the conditions of reproduction 

in the world economy - above all, the "oil shock". Full employment led to the demands of the unions 

on raising wages. This served as an impetus to inflation, which it was impossible to contain with 

Keynesian, more specifically neoclassical synthesis’s recipes. The attempts to encourage the 

economy by means of scarce financing and credit expansion led only to the development of creeping 

inflation into chronic galloping inflation. Under these conditions, state interference in the economy, 

which would increase the supply of production resources, rather than demand for them, increasingly 

arose. In addition, the simplest Keynesian model presents a dilemma: either inflation or 

unemployment, and their simultaneous increase seemed impossible. However, in the 70-ies. This 

happened, and stagflation became the main macroeconomic problem for a whole decade. 

Unemployment at that time was very high: the unemployed made up 6-8.5% (see Fig. 5) of the able-

bodied population, which is 1-3.5% higher than the normal unemployment rate now. The percentage 

of inflation in the 1970s rose from 3-4% to a shocking 12.5% (see Fig. 4). Even now, nobody can 

give this phenomenon an exhaustive explanation. Finally, the Keynesian model of state regulation 

does not fully fit into the demands dictated by the openness of the national economy (its effectiveness 

was higher with relatively weak interdependence of different countries), as well as the deployment of 

a scientific and technological revolution. It is no secret that for the successful development of the 

achievements of scientific and technical progress, greater flexibility is required, greater freedom of 

entrepreneurship. The withdrawal of a significant part of the revenues through the tax system and the 

bureaucratization of the system of centralized regulation have become a powerful brake on the 

necessary structural changes and technological progress. By the early 80's. The economy of the most 

developed countries, rapidly increasing social expenditures, began to gradually "rest against" the 

upper limits of taxation objectively existing in any society. In these countries, in peacetime, a 

sustained fiscal deficit emerged on a large scale, evidencing a crisis in public finances. 
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Fig.  4. US Inflation (1912-2012) [13] 

 

Fig. 5. Percentage of Unemployed in USA (1961-1990) [11] 

The weakening of the tax press was greatly facilitated by the fact that the Great Depression 

largely left the memory of the people. Theories that proclaimed the idea of an automatically self-

regulating economy in which unemployment was regarded as a "preference for resting work" became 

popular among right-wing political circles. To this was added the negative effect of redistribution of 

income through the tax system and the system of transfer payments, expressed in the growth of the 

shadow economy, deterioration of tax discipline, etc. The number of financially secure people who 

had cars, a house and a desire to pay less taxes grew rapidly. The social pyramid turned over: the poor 

remained in the minority, while the costs of social and medical support grew, creating a political 

lobby to cut social spending. 

Thus, by the beginning of the 80's. Many highly developed industrial countries of the world 

came to the upper limit, after which the increase in the tax burden turned out to be either impossible 

from the socio-political point of view (due to the growing resistance of taxpayers) or completely 

unproductive in view of the expansion of the shadow economy. And the outbreak of the world 
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economic crisis of 1979-1982. Has become not just a cyclical crisis, but also a crisis of the Keynesian 

model of state regulation, its authority has fallen sharply both theoretically and in practice. It was 

replaced by a neoconservative model. 

In the late 70's and early 80's, the indicator of the sharply increased popularity of monetarism 

was the use of its prescriptions in the formulation of economic policies. 

 “Keynes was a great economist. In every discipline, progress comes from people who make 

hypotheses, most of which turn out to be wrong, but all of which ultimately point to the right answer. 

Now Keynes, in The General Theory of Employment, Interest and Money, set forth a hypothesis 

which was a beautiful one, and it really altered the shape of economics. But it turned out that it was 

a wrong hypothesis. That doesn't mean that he wasn't a great man!”– said Milton Friedman [4]. 

Various versions of the monetary rule became widespread in the practice of central banks. 

This led to significant changes in the strategy of economic regulation in the capitalist countries. The 

tactics of activism, vigorous demand management for correcting opportunistic "distortions" and 

accelerating the rates of economic growth have lost their appeal. There was a turn to "gradualness" 

and "restraint" in policy implementation, accompanied by a "clamp" of the money supply and a credit 

limit. 

Accelerated price increases undoubtedly contributed to a change in the moods and 

preferences of various strata of capitalist society, favored the spread of monetarist ideas, while 

persistently ignoring the negative consequences of inflation by the Keynesians, who undermined their 

positions in the eyes of public opinion. But the reasons for the rapid growth in the popularity of 

monetarism are much deeper. Their roots should be sought in the deterioration of the general 

conditions of capitalist reproduction, which led to a change in the strategic line of the ruling circles 

of the capitalist countries, their sharp shift to the right. 

The pace of economic growth in the 70's fell significantly. A number of unfavorable factors 

were identified, a shortage of important types of raw materials, a shortage of energy resources, some 

food products. Competition has become aggravated, and sales difficulties in domestic and world 

markets have increased. Significantly increased the intensity of the class struggle, the number of 

bankruptcies increased. Simultaneously, the efficiency of production, labor productivity decreased. 

The holy of holies of capitalist entrepreneurship, the rate of profit, was under threat. 

Under these conditions, the Keynesian slogan of full employment was replaced by the goal 

of ensuring the stability of the purchasing power of the monetary unit. The leaders of the monopolies 

have set their sights on unleashing the elements of the market, curtailing government social programs, 

and ending policies to stimulate economic growth. Theoretical schemes that call for the revival of 

neo-classical principles that severely restrict government interference in the economic process have 

gained popularity. Monetarism has become an important part of the "new conservatism. “But 
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monetarism’s ascendance was brief. The money supply is useful as a policy target only if the 

relationship between money and nominal GDP, and therefore inflation, is stable and predictable. That 

is, if the supply of money rises, so does nominal GDP, and vice versa. To achieve that direct effect, 

though, the velocity of money must be predictable.  

In the 1970s-velocity increased at a constant rate and it appeared that the quantity theory of 

money was a good one (see Fig. 6.). The rate of growth of money, adjusted for a predictable level of 

velocity, determined nominal GDP. But in the 1980s and 1990s velocity became highly unstable with 

unpredictable periods of increases and declines. The link between the money supply and nominal 

GDP broke down, and the usefulness of the quantity theory of money came into question. Many 

economists who had been convinced by monetarism in the 1970s abandoned the approach. 

 

Fig. 6. Velocity of money (1960-2010) 

Most economists think the change in velocity’s predictability was primarily the result of 

changes in banking rules and other financial innovations. In the 1980s banks were allowed to offer 

interest-earning checking accounts, eroding some of the distinction between checking and savings 

accounts. Moreover, many people found that money markets, mutual funds, and other assets were 

better alternatives to traditional bank deposits. As a result, the relationship between money and 

economic performance change. 

When talking about practical use of monetarism, it is also important to look into 1980s 

recession in United States. 

Principal causes of the 1980 recession included contractionary monetary policy undertaken 

by the Federal Reserve to combat double digit inflation and residual effects of the energy crisis. 

Inflation began to gain momentum since 1978, it reached two-digit values in 1979 (see Chart 

4). The consumer price index increased significantly between 1978 and 1980, mainly due to oil price 
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shock. All the main macroeconomic variables remained individually stable, while inflation continued 

to grow, the economy was in stagflation. 

The recession arose in January 1980, as a result of increasing federal funds rate, it became 

much harder to get a loan for vehicles and housing. This led to a great deal of damage to the relevant 

industries and resulted in a huge number of unemployed, not only in them, but in other areas, the most 

affected are the goods producing industries. Unemployment was 5.8% at the peak of the recession 

and rose more and more, reaching 7.1% in 1981 (see Fig. 5). 

The official end of the recession was laid in July 1980, unemployment ratings declined, the 

economy was experiencing recovery. But the economists of the time had doubts about this: "other 

disturbing signs by year end left doubt as to whether the economy was in fact on the road to recovery 

or rather was experiencing a brief and mild respite before plunging even further. The doubt arises 

from the unusual nature of the recession . The end of the year again showed a rise in the interest rates 

to levels that prevailed earlier. While employment had increased steadily over the second half, it had 

not improved sufficiently in the two industries housing and auto manufacturing-hardest hit in the 

downturn"[2]. 

In 1981-1982, the second round of recession began, the interest rate continued to increase in 

order to pay off inflation. Weakened after 1980, production had a large scale crisis and began to affect 

other related industries. Unemployment continued to gain momentum and was already 7.6% in 1982 

(see Fig. 5). 

Only in July 1983 recession came to the end and the economy experienced one of the biggest 

recoveries in its history. Growth continued until 1990. 

Monetarism, whose main goal was to regulate inflation through the volume of the money 

supply, and the stabilization of the economy achieved its goal in some way, although at the cost of 

large recessions. Statistics show that even unemployment was quite high in the 1980s and reached 

9.6% at its Pique (see Fig. 5), inflation declined significantly and was below 5% in the 1980s (see 

Fig. 4). 

Again, the convergence of monetarism from the pedestal of economic thought was  primarily 

due to the unpredictability that appeared between the volume of money and inflation and, as a 

consequence, the inability to effectively influence the economy through monetarism methods. 

In this chapter, I figured out  how Keynesian and Monetarist approaches worked in practice. 

Keynesian model pulled US economy from deep recession by using it’s innovative ideas of Aggregate 

Expenditure Equilibrium, but in the end put it in stagflation. Monetarists made it easier for economy 

to come back on tracks with their money supply regulations and huge focus on money as the main 

factor of economy.         
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Conclusion 

In this work, I took a precise look on two of the most influential theories of economic 

thought, Keynesian approach and Monetaristic Approach. In the end, I came to the conclusion, that 

both of these two systems could work perfectly, but only in certain conditions. It came out, that both 

of them had their flows and it is impossible to say whose ideas are better. Returning to the original 

question of this work, whether the government should have an active or passive position in economy- 

there is no obvious answer to that. Keynesian approach worked best during crisis because government 

helped society to overcome it and develop, further increasing its effectiveness during wars, but the 

drawback of its way of regulation of unemployment rates came in the face of the enormous inflation, 

which in the end, led to stagflation of 1970 and the fall of Keynesian Economics. Same goes for 

Monetarist approach, it worked well and significantly decreased inflation in 1970-1980s, but the 

drawback was that it only worked when the relation of inflation and amount of money was stable, 

this became impossible in 1980s and Monetarism became non-efficient.  

In the end, I believe that it is impossible to come up with one and only right solution or idea. 

And whether government should influence the economy depends on various different factors. Only 

smart choices will lead economy to the prosperity, but not one exact theory, because every theory is 

just a general assumption on how everything works in real life.  

 

Список использованных источников 

1. Райзберг B.A. Курс экономики: учебник. – М.: ИНФРА-М, 2001. – 720 с. 

2. Bednarzik Robert W., Westcott Diane N. Employment and Unemployment in 1980, 

Monthly Labor Review, 1981, pp. 4-14. 

3. Chart of US Gross Domestic Product, 1929-2004 [электронный ресурс] – Режим 

доступа. – URL: http://www.economics-charts.com/gdp/gdp-1929-2004.html (дата обращения: 

18.05.2019). 

4. Friedman M. Quantity Theory of Money, The New Palgrave: A Dictionary of 

Economics, 1987, vol. 4, pp. 3-20. 

5. Friedman M., Friedman R. The Romance of Economics by Tunku Varadarajan, The 

Wall Street Journal, 22 July 2006, p. A10.  

6. GDP and Other Major NIPA Series [электронный ресурс] – Режим доступа. – URL: 

https://www.bea.gov/scb/pdf/2012/08%20August/0812%20gdp-other%20nipa_series.pdf (дата 

обращения: 18.05.2019). 

7. Humphrey T.M. The quantity theory of money: its historical evolution and role in 

policy debates, Federal Reserve Bank of Richmond [электронный ресурс] – Режим доступа. – 

URL: https://www.richmondfed.org/-

http://www.economics-charts.com/gdp/gdp-1929-2004.html
https://www.bea.gov/scb/pdf/2012/08%20August/0812%20gdp-other%20nipa_series.pdf
https://www.richmondfed.org/-/media/richmondfedorg/publications/research/economic_review/1974/pdf/er600301.pdf


10 

 

/media/richmondfedorg/publications/research/economic_review/1974/pdf/er600301.pdf (дата 

обращения: 18.05.2019). 

8. Keynes J.M. A Tract on Monetary Reform, Macmillan and Co, 1923, 209 p. 

9. Keynes J.M. The General Theory of Employment, Interest and Money, 1936, 263 p. 

10. Labor Force Statistics from the Current Population Survey [электронный ресурс] – 

Режим доступа. – URL: https://www.bls.gov/cps/cpsaat01.htm (дата обращения: 18.05.2019). 

11. Monthly Inflation charts [электронный ресурс] – Режим доступа. – URL: 

https://www.statbureau.org/ru/inflation-charts-api (дата обращения: 18.05.2019). 

12. Shedlock M. The Nationalization Train Has Left The Station [электронный ресурс] 

– Режим доступа. – URL: https://www.marketoracle.co.uk/Article8954.html (дата обращения: 

18.05.2019). 

13. Smith A. An Inquiry into the Nature and Causes of the Wealth of Nations, London: 

Methuen & Co., Ltd., 1904, 462 p. 

14. U.S. Bureau of Labor Statistics [электронный ресурс] – Режим доступа. – URL: 

https://www.bls.gov/cps/cpsaat01 (дата обращения: 18.05.2019). 

 

References 

1. Raizberg B.A. Kurs ekonomiki: uchebnik. – M.: INFRA-M, 2001. – 720 s. 

2. Bednarzik Robert W., Westcott Diane N. Employment and Unemployment in 1980, 

Monthly Labor Review, 1981, pp. 4-14. 

3. Chart of US Gross Domestic Product, 1929-200 

http://www.economics-charts.com/gdp/gdp-1929-2004.html  

4. Friedman M. Quantity Theory of Money, The New Palgrave: A Dictionary of 

Economics, 1987, vol. 4, pp. 3-20. 

5. Friedman M., Friedman R. The Romance of Economics by Tunku Varadarajan, The 

Wall Street Journal, 22 July 2006, p. A10.  

6. GDP and Other Major NIPA Series 

https://www.bea.gov/scb/pdf/2012/08%20August/0812%20gdp-other%20nipa_series.pdf  

7. Humphrey T.M. The quantity theory of money: its historical evolution and role in 

policy debates, Federal Reserve Bank of Richmond 

https://www.richmondfed.org/-

/media/richmondfedorg/publications/research/economic_review/1974/pdf/er600301.pdf  

8. Keynes J.M. A Tract on Monetary Reform, Macmillan and Co, 1923, 209 p. 

9. Keynes J.M. The General Theory of Employment, Interest and Money, 1936, 263 p. 

10. Labor Force Statistics from the Current Population Survey 

https://www.richmondfed.org/-/media/richmondfedorg/publications/research/economic_review/1974/pdf/er600301.pdf
https://www.bls.gov/cps/cpsaat01.htm
https://www.statbureau.org/ru/inflation-charts-api
https://www.marketoracle.co.uk/Article8954.html
https://www.bls.gov/cps/cpsaat01
http://www.economics-charts.com/gdp/gdp-1929-2004.html
https://www.bea.gov/scb/pdf/2012/08%20August/0812%20gdp-other%20nipa_series.pdf
https://www.richmondfed.org/-/media/richmondfedorg/publications/research/economic_review/1974/pdf/er600301.pdf
https://www.richmondfed.org/-/media/richmondfedorg/publications/research/economic_review/1974/pdf/er600301.pdf


11 

 

https://www.bls.gov/cps/cpsaat01.htm  

11. Monthly Inflation charts 

https://www.statbureau.org/ru/inflation-charts-api  

12. Shedlock M. The Nationalization Train Has Left The Station 

https://www.marketoracle.co.uk/Article8954.html  

13. Smith A. An Inquiry into the Nature and Causes of the Wealth of Nations, London: 

Methuen & Co., Ltd., 1904, 462 p. 

15. U.S. Bureau of Labor Statistics 

https://www.bls.gov/cps/cpsaat01  

https://www.bls.gov/cps/cpsaat01.htm
https://www.statbureau.org/ru/inflation-charts-api
https://www.marketoracle.co.uk/Article8954.html
https://www.bls.gov/cps/cpsaat01

