what is post keynesian economics

what is post keynesian economics is a question that delves into a significant branch of economic
thought that emerged in the mid-20th century. This school of thought builds upon the ideas of John
Maynard Keynes, emphasizing the role of uncertainty, dynamic markets, and the importance of
effective demand in driving economic activity. Post-Keynesian economics diverges from mainstream
economics by challenging neoclassical assumptions, particularly regarding market equilibrium and
the rationality of agents. In this article, we will explore the fundamental principles of post-Keynesian
economics, its historical context, key concepts, and the implications it has for understanding modern
economies. We will also address its critiques and relevance in today’s economic landscape.
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Historical Context

The roots of post-Keynesian economics can be traced back to the original Keynesian revolution
initiated by John Maynard Keynes in the 1930s. Keynes challenged classical economics, which held
that markets are always clear and that supply creates its own demand. His seminal work, "The
General Theory of Employment, Interest, and Money," published in 1936, introduced the idea that
aggregate demand is a critical driver of economic activity and employment levels. However, after
World War II, mainstream economics began to incorporate neoclassical perspectives, which led to
the emergence of the post-Keynesian school in the 1970s. Economists such as Joan Robinson, Piero
Sraffa, and Hyman Minsky were instrumental in developing post-Keynesian thought, emphasizing
the importance of historical time, uncertainty, and the financial system in economic analysis.

Core Principles of Post-Keynesian Economics

Post-Keynesian economics is characterized by several core principles that differentiate it from
mainstream economic theories. These principles include the following:



e Effective Demand: Post-Keynesians argue that it is effective demand, rather than supply, that
drives economic growth and employment. This perspective highlights the importance of
consumer and business confidence in influencing economic activity.

e Uncertainty and Expectations: Unlike traditional models that assume rational expectations,
post-Keynesians stress the role of uncertainty in decision-making. Economic agents often
operate under conditions of incomplete information and must make choices based on
expectations that can change over time.

* Role of Money: Post-Keynesians view money as a crucial element in the economy, affecting
not only transactions but also investment and consumption decisions. They emphasize the
endogenous nature of money, where the supply of money is determined by the needs of the
economy rather than being exogenously controlled.

 Price Rigidity: Post-Keynesian models often incorporate the idea that prices and wages are
sticky, meaning they do not adjust quickly to changes in supply and demand. This rigidity can
lead to prolonged periods of unemployment and underutilization of resources.

Key Concepts in Post-Keynesian Economics

Several critical concepts underpin post-Keynesian economic theory. Understanding these concepts is
vital for comprehending how post-Keynesians analyze economic phenomena:

1. Fundamental Uncertainty

Fundamental uncertainty refers to the idea that future events are inherently unpredictable and that
economic agents cannot rely solely on historical data to make decisions. This uncertainty influences
investment decisions, consumption patterns, and overall economic behavior.

2. The Principle of Effective Demand

This principle posits that it is the total demand in the economy that determines output and
employment levels. If effective demand falls short, businesses will cut back on production and
investment, leading to unemployment and economic stagnation.

3. Financial Instability Hypothesis

Hyman Minsky’s Financial Instability Hypothesis argues that financial markets are inherently
unstable, oscillating between periods of euphoria and despair. This concept explains how financial
crises can emerge from seemingly stable economic conditions.



4. Path Dependency

Path dependency suggests that historical economic decisions and developments can significantly
influence current economic dynamics. This concept highlights the importance of history in shaping
economic outcomes and policies.
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