Is Keynes enjoying a renaissance?

It became quite fashionable to de-ride John Maynard. Indeed, he spent rather a poor 1980’s. Only the late Nicholas Kaldor, who did occupy rooms in the same Kings College, Cambridge building as Keynes, supported the selective use of fiscal policy and the diminution of the role of monetary policy.

However, we may be seeing a subtle change back to the acceptance that demand management, be it at a local or individual level, is a powerful tool in the armoury of the economist. We all still wait with bated breath for the announcements of the Monetary Policy Committee but quietly the policies designed to increase the various micro targets of the twenty first century are taking shape.

Let’s think for a moment about:

· tax credits

· localised economic assistance

· minimum levels of personal disposable income guaranteed by the tax system or its close neighbour the benefits system

Tax credits

These are very much in vogue and they aim to re-distribute income and allow those at the lower end of the wage spectrum to have spending power that means something better than poverty levels of materialism. This nicely combines the desire to expand individual effective demand, which must have a positive impact on aggregate demand and the wish to offer social underpinning within a mixed economy. To be fair it is within a mixed economy that is moving more towards the power of the ‘invisible hand’ and away from the benevolent intervention of the State. The Third Way may have quietly reactivated one of the sections of The Theory of Employment that is not given as much coverage as certain other parts that allow political opponents of Keynes’ liberal standpoint a nice little stick with which to beat the exponent of manipulation of economic forces for social causes.

Localised economic assistance

Stamp duty has been abolished in the poorer areas of Britain, which is a deliberate attempt to assist specific parts of the country. This has now been joined by the lowering of VAT on residential properties to 5% and now empty flats over shops can attract first-year capital allowances when renovated and let. Extra money has been allocated for mentoring and training for those over 25 and unemployed. This too is targeted at those prone to draw job seekers allowance and encourage them back into the world of work to enable them to give a little kick to the multiplier? Lone parents, who tend to be mainly female are to be given an extra £100 million to assist them back into work or a college place.

Other changes

Of the money ‘given back’ in the 2001 Budget most goes to the poorest 40% of earners and they are the targets of most of the credit payments outlined earlier. They will also receive a more than proportionate share of the extra sums going to both education and health as the lower income earners tend to live in areas of low educational achievement and visit the NHS more frequently. Pensioners or the ‘grey vote’ as they are sometimes known have also received above inflation increases. Cynics amongst you might say ‘yes, we are running up to an election’, whilst others may accept that perhaps The Chancellor is quietly using Keynes and his fiscal policy to re-distribute some of the growth spoils within the economy in the direction of the poorer paid.

You might like to debate this in class.

