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Murray Rothbard'’s Critique of Keynesian Economics

Murray Rothbard, a leading figure in Austrian economics, strongly opposed Keynesian economics. He
saw John Maynard Keynes' The General Theory of Employment, Interest, and Money as fundamentally
flawed and destructive to sound economic thinking. Rothbard'’s critique centers on methodological,

theoretical, and policy-related objections.

1. Methodological Critique: Individual Action vs. Aggregate Models

Rothbard, following Ludwig von Mises, emphasized praxeology—the study of human action based
on deductive reasoning. Keynesian economics, by contrast, relies on aggregate models (e.g., total
consumption, total investment) that obscure the role of individual decision-making.

He argued that Keynes' focus on aggregate demand ignores the structure of production, treating
the economy as a machine rather than a dynamic, entrepreneurial process.

2. Critique of Aggregate Demand and the Spending Model

Keynesians believe that recessions occur due to a lack of aggregate demand and that government
spending can "stimulate"” the economy. Rothbard rejected this idea, arguing that economic
downturns are caused by distortions in capital markets, usually due to government intervention
(such as artificial credit expansion).

According to Rothbard, saving is not harmful, as Keynes suggested, but essential for investment
and long-term growth. Keynes' "Paradox of Thrift" (where increased saving supposedly leads to
economic decline) is seen as a misunderstanding of capital formation.

3. Critique of Keynesian Fiscal Policy (Government Spending & Deficits)

Keynesians advocate deficit spending during recessions to boost demand. Rothbard opposed this,
arguing that government spending misallocates resources, crowds out productive private sector
investment, and leads to inflation.

He viewed the Keynesian focus on short-term stimulus as politically dangerous, enabling endless
deficit spending and growing government control over the economy.
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4. Interest Rates and the Business Cycle

e Keynes believed interest rates should be manipulated to encourage investment and prevent
recessions. Rothbard, drawing from Mises' Austrian Business Cycle Theory, argued that interest
rates should be set by the free market.

e He saw artificially low interest rates (caused by central bank policies) as the main cause of
economic booms and busts, leading to malinvestment (unsustainable projects) and inevitable

recessions.

5. Inflation and the Role of Money

e Keynesians see inflation as a tool for reducing unemployment. Rothbard saw inflation as a form of
theft that destroys purchasing power, distorts price signals, and benefits debtors (especially
governments) at the expense of savers.

e He blamed Keynesian policies for enabling runaway inflation and monetary instability, especially in
the post-Bretton Woods era.

6. Keynes' Political Influence and Rothbard's Criticism of Keynes Himself

e Rothbard viewed Keynes not just as an economist but as a political opportunist. In Keynes, the
Man, he portrays Keynes as a statist whose theories provided intellectual cover for government
expansion.

e He criticizes Keynes for being inconsistent, pragmatically shifting views to suit political needs, and
creating economic theories that justified state intervention without sound logical foundations.

Conclusion: Austrian vs. Keynesian Economics
e Keynesianism emphasizes government intervention, aggregate demand, and fiscal policy as tools
for managing the economy.

e Rothbard and Austrian economists argue for free markets, sound money, and allowing the
economy to adjust naturally through voluntary exchanges.

e Rothbard saw Keynesianism as the foundation for "crony capitalism," permanent government
expansion, and economic instability through interventionist policies.
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