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THE AFTERMATH OF THE GREAT DEPRESSION MARKED A PERIOD OF ECONOMIC UPHEAVAL AND A SHIFT IN ECONOMIC THOUGHT.
THE PREVAILING CONSENSUS DURING THIS ERA WAS HEAVILY INFLUENCED BY KEYNESIAN ECONOMICS, WHICH EMPHASIZED ACTIVE
GOVERNMENT INTERVENTION TO STABILIZE THE ECONOMY, ESPECIALLY THROUGH FISCAL POLICY MEASURES SUCH AS
GOVERNMENT SPENDING AND TAXATION. MILTON FRIEDMAN, A PIONEERING ECONOMIST OF THE 20TH CENTURY, CHALLENGED AND
TRANSFORMED THIS CONSENSUS WITH HIS REVOLUTIONARY IDEAS ABOUT MONETARY POLICY, THE ROLE OF GOVERNMENT, AND
THE NATURE OF ECONOMIC FLUCTUATIONS. HIS CONTRIBUTIONS FUNDAMENTALLY RESHAPED ECONOMIC POLICY AND THEORY,
FOSTERING WHAT IS NOW KNOWN AS MONETARISM, AND SIGNIFICANTLY ALTERING THE WAY POLICYMAKERS AND ECONOMISTS
APPROACH ECONOMIC STABILITY AND GROWTH.

THe Pre-FrIEDMAN EcoNoMIC CoNsSENSUS PosT-GREAT DEPRESSION

THe KEYNESIAN PARADIGM

FOLLOWING THE GREAT DEPRESSION, THE DOMINANT ECONOMIC FRAMEWORK \WAS KEYNESIANISM, ROOTED IN THE IDEAS OFJOHN
MAYNARD KEYNES. KEYNES ARGUED THAT DURING PERIODS OF ECONOMIC DOWNTURNS, PRIVATE SECTOR DEMAND OFTEN FALLS
SHORT, LEADING TO UNEMPLOYMENT AND UNUSED CAPACITY. TO COUNTERACT THIS, KEYNES ADVOCATED FOR:

e ACTIVE FISCAL POLICY MEASURES, SUCH AS INCREASED GOVERNMENT SPENDING

e ADJUSTMENTS IN TAXATION TO INFLUENCE AGGREGATE DEMAND

e (GOVERNMENT INTERVENTION AS ESSENTIAL FOR ECONOMIC STABILIZATION

THIS APPROACH WAS SUCCESSFUL IN SHAPING NEW DEAL POLICIES IN THE UNITED STATES AND BECAME THE STANDARD FOR
MANAGING ECONOMIC CYCLES FOR SEVERAL DECADES.

THe RoLE oF GOVERNMENT IN ECONOMIC MANAGEMENT

UNDER THIS CONSENSUS, GOVERNMENTS WERE SEEN AS THE PRIMARY AGENTS FOR ECONOMIC STABILIZATION. CENTRAL BANKS
PRIMARILY FOCUSED ON MANAGING INTEREST RATES TO INFLUENCE INVESTMENT, BUT FISCAL POLICY—GOVERNMENT SPENDING
AND TAXATION—/WAS THE MAIN TOOL FOR ADDRESSING UNEMPLOYMENT AND DOWNTURNS. THE BELIEF WAS THAT PROACTIVE
POLICY COULD SMOOTH OUT FLUCTUATIONS AND PROMOTE FULL EMPLOYMENT, A VIEW LARGELY ACCEPTED UNTIL THE 1970s.



MILTON FRIEDMAN’S EMERGENCE AND THEORETICAL FOUNDATIONS

BACKGROUND AND EARLY INFLUENCES

MILTON FRIEDMAN’S EARLY WORK WAS ROOTED IN CLASSICAL ECONOMIC THEORIES, BUT HE BECAME INCREASINGLY INTERESTED IN
THE ROLE OF MONEY SUPPLY AND MONETARY POLICY. HIS EXPOSURE TO THE ECONOMIC CHAOS OF THE GREAT DEPRESSION AND
HIS SUBSEQUENT RESEARCH LED HIM TO QUESTION THE PREVAILING KEYNESIAN ORTHODOXY.

THE MONETARIST ScHooL AND CoRE PRINCIPLES
FRIEDMAN IS BEST KNOWN FOR FOUNDING MONETAIEISMI A SCHOOL OF THOUGHT THAT EMPHASIZED:

1. THE PRIMACY OF THE MONEY SUPPLY IN DETERMINING ECONOMIC ACTIVITY
2. THE IMPORTANCE OF A STEADY, PREDICTABLE GROWTH RATE OF THE MONEY SUPPLY

3. THE LIMITATIONS OF FISCAL POLICY IN MANAGING ECONOMIC CYCLES

HE ARGUED THAT FLUCTUATIONS IN THE MONEY SUPPLY HAD A MORE DIRECT AND PREDICTABLE IMPACT ON OUTPUT,
EMPLOYMENT, AND PRICES THAN FISCAL POLICY MEASURES.

CHALLENGING THE KEYNESIAN CONSENSUS

THe QUANTITY THEORY OF MONEY REVISITED

FRIEDMAN REVITALIZED THE CLASSICAL QUANTITY THEORY OF IVIONEYI WHICH STATES THAT:

o CHANGES IN THE MONEY SUPPLY DIRECTLY INFLUENCE PRICE LEVELS

® |N THE LONG RUN, MONEY SUPPLY GROWTH DETERMINES INFLATION

HE EMPHASIZED THAT CONTROLLING THE MONEY SUPPLY WAS CRUCIAL FOR MAINTAINING PRICE STABILITY AND PREVENTING
INFLATION, ESPECIALLY IN THE FACE OF THE KEYNESIAN FOCUS ON FISCAL POLICY.

THE NATURAL RATE OF UNEMPLOYMENT AND EXPECTATIONS
FRIEDMAN INTRODUCED THE CONCEPT OF THE NATURAL RATE OF UNEMPLOYMENT, ASSERTING THAT:

® THERE IS A SPECIFIC RATE OF UNEMPLOYMENT COMPATIBLE WITH STABLE INFLATION

e ATTEMPTS TO REDUCE UNEMPLOYMENT BELOW THIS NATURAL RATE THROUGH EXPANSIONARY POLICIES WOULD ONLY



CAUSE ACCELERATING INFLATION

THIS WAS A DEPARTURE FROM KEYNESIAN VIEWS, WHICH OFTEN BELIEVED THAT UNEMPLOYMENT COULD BE PERMANENTLY
REDUCED THROUGH DEMAND MANAGEMENT.

THe LIMITATIONS oF FiscaL PoLicy
FRIEDMAN ARGUED THAT:

® FISCAL POLICY IS OFTEN INEFFECTIVE DUE TO TIME LAGS AND CROWDING OUT

e GOVERNMENT INTERVENTION MAY LEAD TO INFLATION AND ECONOMIC INSTABILITY IF MISMANAGED

HE BELIEVED THAT MONETARY POLICY, IF PROPERLY MANAGED, COULD BETTER STABILIZE THE ECONOMY.

IMPLEMENTATION AND IMPACT OF FRIEDMAN'S IDEAS

THE SHIFT TowARD MONETARISM IN PoLIcY

FRIEDMAN’S IDEAS BEGAN INFLUENCING CENTRAL BANKS AND POLICYMAKERS, PARTICULARLY IN THE 1960s anp 1970s. His
ADVOCACY FOR A RULE-BASED APPROACH—SPECIFICALLY, TARGETING A STEADY GROWTH RATE OF THE MONEY
SUPPLY—CHALLENGED THE DISCRETIONARY POLICIES FAVORED BY KEYNESIANS.

INFLUENCE ON THE VOLCKER ERA AND INFLATION CONTROL

DURING THE LATE 1970s AND EARLY 1980s, UNDER FEDERAL RESERVE CHAIRMAN PAUL VoLcker, THE U.S. ADOPTED
MONETARIST PRINCIPLES. THE FED FOCUSED ON CONTROLLING THE MONEY SUPPLY TO COMBAT RUNAWAY INFLATION, WHICH HAD
BECOME A SIGNIFICANT ECONOMIC PROBLEM. THIS SHIFT MARKED A DEPARTURE FROM KEYNESIAN POLICIES AND DEMONSTRATED
FRIEDMAN’S INFLUENCE ON PRACTICAL MONETARY POLICY.

ACADEMIC AND THEORETICAL REPERCUSSIONS

FRIEDMAN’S WORK LED TO:

® REEVALUATION OF FISCAL POLICY’S EFFICACY
e (GREATER EMPHASIS ON CONTROLLING INFLATION THROUGH MONET ARY POLICY

® DEVELOPMENT OF NEW MACROECONOMIC MODELS INCORPORATING EXPECTATIONS AND THE NATURAL RATE OF
UNEMPLOYMENT



His IDEAS CONTRIBUTED TO THE DECLINE OF THE KEYNESIAN CONSENSUS AND THE RISE OF NEW CLASSICAL AND NEW KEYNESIAN
SCHOOLS THAT INTEGRATED EXPECTATIONS AND RATIONAL BEHAVIOR.

CoNTEMPORARY LEGACY AND CRITICISMS

ENDURING INFLUENCE ON EconoMic PoLicy

TODAY, FRIEDMAN'S EMPHASIS ON THE IMPORTANCE OF STABLE MONEY SUPPLY GROWTH REMAINS A CORE PRINCIPLE IN CENTRAL
BANKING. MANY CENTRAL BANKS ADOPT INFLATION TARGETING AND RULES-BASED APPROACHES INSPIRED BY HIS WORK.

CRITICISMS AND LIMITATIONS

HO\X/EVER, FRIEDMAN'S IDEAS HAVE FACED CRITICISM, PARTICULARLY REGARDING!

® THE ASSUMPTION THAT MONEY SUPPLY CAN BE ACCURATELY CONTROLLED AND PREDICTED
® THE NEGLECT OF THE ROLE OF FISCAL POLICY IN CERTAIN ECONOMIC CONTEXTS

® THE CHALLENGES POSED BY RATIONAL EXPECTATIONS AND GLOBAL FINANCIAL MARKETS

THESE CRITICISMS HAVE LED TO A MORE NUANCED UNDERSTANDING OF MONETARY POLICY, BLENDING MONETARIST PRINCIPLES
WITH OTHER APPROACHES.

ConNcLuUsIoN: TRANSFORMING EcoNoMIC THOUGHT AND PoLicy

MILTON FRIEDMAN FUNDAMENTALLY ALTERED THE POST-GREAT DEPRESSION ECONOMIC CONSENSUS BY SHIFTING THE FOCUS FROM
ACTIVE FISCAL POLICY TO THE PRIMACY OF MONETARY POLICY, EMPHASIZING THE IMPORTANCE OF CONTROLLING THE MONEY
SUPPLY TO MAINTAIN PRICE STABILITY AND MANAGE ECONOMIC FLUCTUATIONS. HIS CHALLENGE TO KEYNESIAN ORTHODOXY LED
TO THE DEVELOPMENT OF MONETARISM, INFLUENCING CENTRAL BANKING PRACTICES WORLDWIDE AND RESHAPING MACROECONOMIC
THEORY. WHILE NOT WITHOUT CRITICISM, FRIEDMAN'S IDEAS HAVE ENDURED, CONTRIBUTING TO A MORE SOPHISTICATED
UNDERSTANDING OF ECONOMIC DYNAMICS AND POLICY EFFICACY. HIS WORK MARKED A TURNING POINT, MOVING THE ECONOMIC
PARADIGM TOWARD A MORE DISCIPLINED, RULE-BASED APPROACH TO MACROECONOMIC MANAGEMENT, AND SECURING HIS LEGACY
AS ONE OF THE MOST INFLUENTIAL ECONOMISTS OF THE 20TH CENTURY.

FREQUENTLY AsSkeD QUESTIONS

How pID MILTON FRIEDMAN CHALLENGE THE KEYNESIAN CONSENSUS THAT DOMINATED
ECONOMIC POLICY AFTER THE GREAT DEPRESSION?

MILTON FRIEDMAN CHALLENGED THE KEYNESIAN CONSENSUS BY EMPHASIZING THE IMPORTANCE OF MONETARY POLICY OVER
FISCAL MEASURES, ARGUING THAT CONTROLLING THE MONEY SUPPLY WAS MORE EFFECTIVE IN MANAGING ECONOMIC STABILITY
AND INFLATION, THUS SHIFTING THE FOCUS AWAY FROM GOVERNMENT INTERVENTION.



\WHAT ARE THE KEY PRINCIPLES OF MILTON FRIEDMAN'S MONETARIST THEORY THAT
INFLUENCED POST-\WORLD W AR || ECONOMIC THOUGHT?

FRIEDMAN’S MONETARIST THEORY EMPHASIZED THAT VARIATIONS IN THE MONEY SUPPLY ARE THE PRIMARY DRIVER OF ECONOMIC
ACTIVITY AND INFLATION, ADVOCATING FOR A STEADY, PREDICTABLE INCREASE IN THE MONEY SUPPLY RATHER THAN ACTIVE
FISCAL POLICIES TO MANAGE ECONOMIC CYCLES.

IN WHAT WAYS DID FRIEDMAN'S IDEAS INFLUENCE THE SHIFT TOWARDS DEREGULATION
AND FREE-MARKET POLICIES IN THE LATE 20TH CENTURY?

FRIEDMAN’S ADVOCACY FOR MINIMAL GOVERNMENT INTERVENTION AND FREE MARKETS INSPIRED POLICYMAKERS LIKE RONALD
REAGAN AND MARGARET THATCHER, LEADING TO DEREGULATION, TAX CUTS, AND A REDUCED ROLE FOR GOVERNMENT IN
ECONOMIC AFFAIRS DURING THE 1980s.

How DID FRIEDMAN’S CRITIQUE OF THE PHILLIPS CURVE IMPACT MACROECONOMIC
POLICY?

FRIEDMAN ARGUED THAT THE PHILLIPS CURVE TRADE-OFF BETWEEN INFLATION AND UNEMPLOYMENT WAS ONLY TEMPORARY,
WHICH LED TO THE ADOPTION OF POLICIES FOCUSED ON CONTROLLING INFLATION RATHER THAN ACCEPTING HIGHER
UNEMPLOYMENT AS A TRADE-OFF, THEREBY RESHAPING MACROECONOMIC STRATEGIES.

\WHAT ROLE DID MILTON FRIEDMAN PLAY IN THE DEVELOPMENT OF THE IDEA OF
MONETARISM AS AN ALTERNATIVE TO KEYNESIAN ECONOMICS?

FRIEDMAN WAS A LEADING PROPONENT OF MONETARISM, DEVELOPING THEORIES THAT EMPHASIZED THE IMPORTANCE OF
CONTROLLING THE MONEY SUPPLY AND CRITIQUING KEYNESIAN FISCAL ACTIVISM, THUS PROVIDING A ROBUST ALTERNATIVE
FRAMEW ORK FOR UNDERSTANDING AND MANAGING THE ECONOMY.

How DID FRIEDMAN'S WORK ON THE NATURAL RATE OF UNEMPLOYMENT INFLUENCE
ECONOMIC POLICY DEBATES?

FRIEDMAN INTRODUCED THE CONCEPT OF A 'NATURAL RATE OF UNEMPLOYMENT,I SUGGESTING THAT ATTEMPTS TO LOWER
UNEMPLOYMENT BELOW THIS RATE THROUGH MONETARY OR FISCAL POLICY WOULD ONLY LEAD TO ACCELERATING INFLATION,
THEREBY CAUTIONING AGAINST EXPANSIONARY POLICIES AIMED SOLELY AT REDUCING UNEMPLOYMENT.

W/HAT IMPACT DID MILTON FRIEDMAN HAVE ON THE DEBATE OVER THE ROLE OF
GOVERNMENT IN ECONOMIC STABILIZATION?

FRIEDMAN ARGUED FOR LIMITED GOVERNMENT INTERVENTION, ASSERTING THAT MARKETS ARE MORE EFFICIENT AT ALLOCATING
RESOURCES AND THAT STABLE MONETARY POLICY IS THE BEST TOOL FOR ECONOMIC STABILIZATION, WHICH SIGNIFICANTLY
ALTERED THE POST-DEPRESSION CONSENSUS FAVORING ACTIVE GOVERNMENT MANAGEMENT.

How DD FRIEDMAN'S IDEAS INFLUENCE THE RESURGENCE OF CLASSICAL LIBERAL
ECONOMIC PRINCIPLES IN THE LATE 20TH CENTURY?

FRIEDMAN’S EMPHASIS ON FREE MARKETS, LIMITED GOVERNMENT, AND MONETARY DISCIPLINE REVIVED CLASSICAL LIBERAL IDEAS,

CONTRIBUTING TO THE IDEOLOGICAL SHIFT THAT PROMOTED PRIVATIZATION, DEREGULATION, AND A REDUCED ROLE FOR
GOVERNMENT IN ECONOMIC POLICY.



ADDITIONAL RESOURCES

How Dip MiLToN FrIEDMAN ALTER THE CoNseNsuSs THAT HAD DevELoPED IN THE AFTERMATH OF THE GREAT DEPRESSION

THe GREAT DePRESSION OF THE 1930S WAS A SEISMIC EVENT THAT RESHAPED ECONOMIC THOUGHT AND POLICY ACROSS THE
GLOBE. THE WIDESPREAD ECONOMIC TURMOIL, MASS UNEMPLOYMENT, AND DEFLATIONARY SPIRAL PROMPTED A DOMINANT
CONSENSUS AMONG ECONOMISTS AND POLICYMAKERS: THAT ACTIVE GOVERNMENT INTERVENTION, PRIMARILY THROUGH FISCAL
POLICY AND REGULATORY CONTROLS, WAS ESSENTIAL TO STABILIZE ECONOMIES AND PREVENT FUTURE DEPRESSIONS. THIS
KEYNESIAN CONSENSUS, ROOTED IN THE IDEAS OF JOHN MAYNARD KEYNES, BECAME THE PREVAILING DOCTRINE IN THE POST-

W oRrRLD W AR Il ERA. HOWEVER, THE EMERGENCE OF MILTON FRIEDMAN IN THE MID-20TH CENTURY CHALLENGED AND ULTIMATELY
TRANSFORMED THIS DOMINANT PARADIGM, USHERING IN A NEOCLASSICAL, MONETARIST PERSPECTIVE THAT GREATLY INFLUENCED
MODERN ECONOMIC POLICY.

THIS ARTICLE EXPLORES HOW MILTON FRIEDMAN ALTERED THE CONSENSUS THAT HAD DEVELOPED IN THE AFTERMATH OF THE
GREAT DEPRESSION/ EXAMINING HIS INTELLECTUAL CONTRIBUTIONS, THE IDEOLOGICAL SHIFTS HE SPURRED, AND THE LASTING
IMPACT ON ECONOMIC THOUGHT AND POLICY.

THE PosT-DePressioN CONSENSUS: KEYNESIAN ECONOMICS AND ITS
DOMINANCE

THE AFTERMATH OF THE GREAT DEPRESSION SAW ECONOMIC SCHOLARS AND POLICYMAKERS RALLY AROUND THE IDEAS OF JOHN
MAYNARD KEYNES, WHOSE SEMINAL WORK, THE GENERAL THEORY OF EMPLOYMENT, INTEREST, AND MoNEY (1936), ARGUED
THAT ECONOMIES COULD REMAIN IN PROLONGED PERIODS OF UNDEREMPLOYMENT UNLESS ACTIVELY STIMULATED BY GOVERNMENT
INTERVENTION.

KEY TENETS OF THE KEYNESIAN CONSENSUS INCLUDED:

- THE BELIEF THAT AGGREGATE DEMAND WAS THE PRIMARY DRIVER OF ECONOMIC ACTIVITY.

- THE NECESSITY OF GOVERNMENT SPENDING AND FISCAL POLICY TO MANAGE ECONOMIC CYCLES.

- THE USE OF MONETARY POLICY AS A SECONDARY TOOL.

- THE IDEA THAT MARKETS ARE INHERENTLY UNSTABLE AND REQUIRE REGULATION TO ENSURE FULL EMPLOYMENT.

THIS PARADIGM PROVIDED A FRAMEWORK FOR NEW DEAL POLICIES IN THE UNITED STATES AND SIMILAR PROGRAMS W ORLDWIDE,
EMPHASIZING GOVERNMENT-LED SOLUTIONS TO ECONOMIC DOWNTURNS. |T WAS BROADLY ACCEPTED BY POLICYMAKERS,
ECONOMISTS, AND INTERNATIONAL INSTITUTIONS, SHAPING ECONOMIC STRATEGIES FOR DECADES.

MILTON FRIEDMAN’S ARRIVAL AND INTELLECTUAL FOUNDATIONS

MILTON FRIEDMAN EMERGED AS A PROMINENT ECONOMIST IN THE 1950s AND 1960s, ASSOCIATED WITH THE CHICAGO SCHOOL
oF EconoMIcs. HIS INTELLECTUAL PURSUITS CENTERED ON A CRITICAL EXAMINATION OF KEYNESIAN ECONOMICS AND AN
ADVOCACY FOR FREE-MARKET PRINCIPLES. FRIEDMAN'S APPROACH WAS ROOTED IN CLASSICAL LIBERAL IDEAS, EMPHASIZING THE
IMPORT ANCE OF MONETARY POLICY, INDIVIDUAL CHOICE, AND LIMITED GOVERNMENT.

Key ASPECTS OF FRIEDMAN'S FOUNDATIONAL BELIEFS INCLUDED:

- THE PRIMACY OF MONETARY POLICY OVER FISCAL POLICY IN INFLUENCING ECONOMIC ACTIVITY.

- THE CONCEPT OF THE NATURAL RATE OF UNEMPLOYMENT, SUGGESTING THAT ATTEMPTS TO MAINTAIN UNEMPLOYMENT BELOW
THIS LEVEL THROUGH INTERVENTION WOULD LEAD TO INFLATION.

- THE QUANTITY THEORY OF MONEY, ASSERTING THAT CHANGES IN THE MONEY SUPPLY HAVE LONG-TERM EFFECTS ON PRICE
LEVELS.

- THE IMPORTANCE OF EXPECTATIONS AND RATIONAL BEHAVIOR IN ECONOMIC DECISION-MAKING.



FRIEDMAN’S EARLY WORK, INCLUDING HIS CRITIQUE OF KEYNESIAN STABILIZATION POLICIES AND HIS DEVELOPMENT OF THE
PERMANENT INCOME HYPOTHESIS, LAID THE GROUNDWORK FOR A PARADIGM SHIFT.

THE MONETARIST REVOLUTION: CHALLENGING THE KEYNESIAN CONSENSUS

FRIEDMAN’S MOST SIGNIFICANT CONTRIBUTION WAS HIS ROLE IN THE MONETARIST REVOLUTION, WHICH FUNDAMENTALLY
CHALLENGED THE PREVAILING KEYNESIAN CONSENSUS. MONETARISM POSITED THAT:

- THE MONEY SUPPLY WAS THE KEY DETERMINANT OF ECONOMIC ACTIVITY AND INFLATION.

- STABILIZATION POLICIES BASED ON MANIPULATING INTEREST RATES OR FISCAL MEASURES WERE LESS EFFECTIVE AND OFTEN
DESTABILIZING.

- ECONOMIC FLUCTUATIONS WERE PRIMARILY DRIVEN BY CHANGES IN THE MONEY SUPPLY RATHER THAN FISCAL POLICY OR OTHER
FACTORS.

FRIEDMAN ARGUED THAT:

- THE GOVERNMENT’S ATTEMPTS TO FINE-TUNE THE ECONOMY THROUGH FISCAL POLICY OFTEN RESULTED IN INFLATION OR
DESTABILIZATION.

-A STEADY, PREDICTABLE GROWTH OF THE MONEY SUPPLY WAS THE BEST POLICY FOR MACROECONOMIC STABILITY.

- THE PHiLLIPS CURVE TRADE-OFF BETWEEN INFLATION AND UNEMPLOYMENT WAS ONLY SHORT-TERM; IN THE LONG RUN,
UNEMPLOYMENT WOULD GRAVITATE TOWARD ITS NATURAL RATE REGARDLESS OF INFLATION.

His 1968 Book, A MONETARY HISTORY OF THE UNITED STATES, CO-AUTHORED WITH ANNA SCHWARTZ, PROVIDED
EMPIRICAL EVIDENCE SUPPORTING HIS VIEWS, NOTABLY ASSERTING THAT THE FEDERAL RESERVE’S FAILURE TO CONTROL THE
MONEY SUPPLY CONTRIBUTED TO THE SEVERITY OF THE GREAT DEPRESSION. FRIEDMAN FAMOUSLY DECLARED THAT “THE GREAT
DEPRESSION OCCURRED BECAUSE THE FEDERAL RESERVE ALLOWED THE MONEY SUPPLY TO COLLAPSE,” FUNDAMENTALLY
SHIFTING THE UNDERSTANDING OF ECONOMIC DOWNTURNS.

ALTERATION OF THE PosT-\W AR CoNSENsSUS: FROM KEYNESIAN TO
MONETARIST THINKING

FRIEDMAN’S IDEAS GRADUALLY GAINED TRACTION, PARTICULARLY DURING THE 1960s aND 1970s, AS ECONOMIC PHENOMENA
SUCH AS STAGFLATION (SIMULTANEOUS HIGH INFLATION AND UNEMPLOYMENT) CHALLENGED KEYNESIAN ORTHODOXY. KEY WAYS
IN WHICH FRIEDMAN ALTERED THE CONSENSUS INCLUDE:

1. REFRAMING THE ROLE OF MONEY

- WHEREAS KEYNESIANS EMPHASIZED FISCAL POLICY, FRIEDMAN STRESSED MONETARY EXPANSION OR CONTRACTION AS THE
PRIMARY TOOL FOR INFLUENCING THE ECONOMY.

- HiS FOCUS ON THE LONG-TERM EFFECTS OF THE MONEY SUPPLY SHIFTED POLICY DEBATES TOWARDS CONTROLLING INFLATION
RATHER THAN MANAGING OUTPUT VIA FISCAL STIMULI.

2. THE NATURAL RATE HYPOTHESIS

- FRIEDMAN'S CONCEPT OF THE NATURAL RATE OF UNEMPLOYMENT ARGUED THAT ATTEMPTS TO MAINTAIN UNEMPLOYMENT
BELOW THIS LEVEL THROUGH EXPANSIONARY POLICIES WOULD ONLY LEAD TO ACCELERATING INFLATION.

- THIS CHALLENGED THE KEYNESIAN VIEW THAT UNEMPLOYMENT COULD BE SUSTAINED BELOW A CERTAIN LEVEL THROUGH
DEMAND MANAGEMENT.



3. CRITIQUE OF ACTIVE STABILIZATION

- FRIEDMAN ARGUED THAT ACTIVE STABILIZATION POLICIES OFTEN CAUSED MORE HARM THAN GOOD, LEADING TO INCREASED
VOLATILITY.

- HE ADVOCATED FOR RULES-BASED MONETARY POLICY, SUCH AS A FIXED GROWTH RATE OF THE MONEY SUPPLY, RATHER THAN
DISCRETIONARY INTERVENTIONS.

4. THe END oF THE PHILLIPS CURVE TRADEOFF

- FRIEDMAN’S ANALYSIS SUGGESTED THAT THE SHORT-TERM TRADEOFF BETWEEN INFLATION AND UNEMPLOYMENT WAS
TEMPORARY/, IN THE LONG RUN, INFLATION EXPECTATIONS WOULD ADJUST, AND THE TRADEOFF WOULD VANISH.
- THIS IDEA UNDERMINED KEYNESIAN POLICIES AIMED AT REDUCING UNEMPLOYMENT THROUGH INFLATIONARY MEASURES.

IMPACT ON ECoNOMIC PoLICY AND THOUGHT

FRIEDMAN’S CHALLENGE TO THE KEYNESIAN CONSENSUS HAD PROFOUND EFFECTS ON ECONOMIC POLICY AND ACADEMIC THOUGHT:

- SHIFT TO MONETARISM: CENTRAL BANKS, MOST NOTABLY THE FEDERAL RESERVE/ BEGAN ADOPTING MONETARY RULE-BASED
APPROACHES, FOCUSING ON CONTROLLING THE MONEY SUPPLY RATHER THAN RELYING SOLELY ON INTEREST RATE ADJUSTMENTS.
- INFLATION CONTROL: THE STAGFLATION OF THE 19705, CHARACTERIZED BY HIGH INFLATION AND UNEMPLOYMENT,
DISCREDITED KEYNESIAN POLICIES, PAVING THE WAY FOR FRIEDMAN’S IDEAS TO INFLUENCE POLICY.

- DEREGULATION AND MARKET LIBERALIZATION: FRIEDMAN'S ADVOCACY FOR FREE MARKETS CONTRIBUTED TO THE WAVE OF
DEREGULATION AND ECONOMIC LIBERALIZATION IN THE 19805 UNDER LEADERS LIKE RONALD REAGAN.

- RevivaL oF CLASSICAL PRINCIPLES: HIS EMPHASIS ON INDIVIDUAL CHOICE, LIMITED GOVERNMENT, AND THE IMPORTANCE OF
MONETARY STABILITY REINVIGORATED CLASSICAL LIBERAL ECONOMIC THOUGHT.

CRITIQUES AND LIMITATIONS OF FRIEDMAN'S INFLUENCE

DESPITE HIS PROFOUND INFLUENCE, FRIEDMAN'S IDEAS FACED CRITICISM:

- EMPIRICAL CHALLENGES: SOME ECONOMISTS ARGUE THAT FRIEDMAN UNDERESTIMATED THE COMPLEXITIES OF MONETARY POLICY
TRANSMISSION AND THE ROLE OF FISCAL POLICY.

- FInancIAL Crises: CRITICS POINT OUT THAT RELIANCE ON RULES-BASED MONETARY POLICY MAY NOT PREVENT FINANCIAL
CRISES OR ECONOMIC DOWNTURNS.

- PoLITICAL FEASIBILITY: IMPLEMENTING STRICT RULES FOR MONEY SUPPLY GROWTH CAN BE POLITICALLY CHALLENGING AND
MAY LACK FLEXIBILITY IN TIMES OF CRISIS.

NONETHELESS, FRIEDMAN'S INFLUENCE REMAINS CENTRAL TO MODERN MACROECONOMIC THOUGHT, ESPECIALLY IN DEBATES OVER
THE ROLE OF CENTRAL BANKS AND INFLATION TARGETING.

ConNcLUsION: MILTON FrRIEDMAN’S ENDURING LEGACY

MILTON FRIEDMAN FUNDAMENTALLY ALTERED THE POST-W/ ORLD W AR || ECONOMIC CONSENSUS BY SHIFTING THE FOCUS FROM
ACTIVE FISCAL INTERVENTION TO THE PRIMACY OF MONETARY POLICY AND FREE-MARKET PRINCIPLES. HIS MONETARIST CRITIQUE
OF KEYNESIANISM, EMPHASIZING THE IMPORTANCE OF CONTROLLING THE MONEY SUPPLY AND UNDERSTANDING INFLATION



EXPECTATIONS, CHALLENGED THE PREVAILING ORTHODOXY THAT GOVERNMENT INTERVENTION WAS THE SOLE OR PRIMARY MEANS
OF STABILIZING ECONOMIES.

FRIEDMAN’S IDEAS NOT ONLY TRANSFORMED ECONOMIC THEORY BUT ALSO INFLUENCED BROAD POLICY SHIFTS, INCLUDING THE
DEREGULATION ERA, INFLATION TARGETING, AND THE EMPHASIS ON MONETARY RULES. \WHILE DEBATES ABOUT THE OPTIMAL
ECONOMIC POLICY CONTINUE, HIS LEGACY AS A REVOLUTIONARY THINKER WHO REDEFINED MACROECONOMIC THOUGHT IN THE
WAKE OF THE GREAT DEPRESSION REMAINS UNDISPUTED.

THE TRANSFORMATION INITIATED BY FRIEDMAN HAS LED TO A MORE NUANCED UNDERSTANDING OF ECONOMIC CYCLES, THE ROLE
OF MONEY, AND THE LIMITS OF GOVERNMENT INTERVENTION—AN ENDURING LEGACY THAT CONTINUES TO SHAPE ECONOMIC
DEBATES TODAY.
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