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Abstract: This review synthesizes the Austrian School’s microeconomic contributions, emphasizing its departure from 

neoclassical and Keynesian orthodoxy through a focus on subjective valuation, entrepreneurial discovery, price signals, capital 

heterogeneity, and perpetual disequilibrium. Drawing on seminal works from Menger (1871) to Lachmann (1956) and beyond, it 

explores how Austrian theory reframes markets as dynamic discovery processes driven by human action and dispersed knowledge, 

contrasting this with static equilibrium models. The paper evaluates key debates—such as Kirzner’s equilibrating versus 

Schumpeter’s disequilibrating entrepreneurship—and critiques mainstream reliance on centralized frameworks, highlighting 

Austrian insights into monetary distortions and capital misallocation. It concludes by assessing the paradigm’s relevance to 

contemporary economic challenges, identifying gaps, and suggesting avenues for future research. 

Keywords: Austrian economics, subjective value, entrepreneurship, price signals, capital theory, disequilibrium, monetary 

dynamics. 

Cite this article:  

Ashok, M., Hans, V. B., (2025). A Review of the Austrian Economic Paradigm. World Journal of Economics, Business and 

Management, 2(1), 27-30. 

 

1. Introduction 

 Purpose and Scope: This review examines the Austrian 

School’s economic framework, tracing its evolution and 

contrasting it with mainstream paradigms to underscore its 

unique explanatory power for market processes, innovation, 

and disequilibrium. It builds on foundational Austrian insights 

while situating them within broader economic discourse. 

 Significance:  

o Challenges the neoclassical focus on equilibrium and 

mathematical formalism. 

o Offers a process-oriented lens pertinent to today’s 

complex, decentralized economies (e.g., digital markets, 

monetary policy debates as of March 2025). 

o Critiques government interventions (monetary policy, 

corporate taxes, regulation, antitrust) for distorting 

market processes. 

o Influences libertarian thought and international policy 

debates on market liberalization. 

 Structure: The review proceeds by synthesizing core Austrian 

concepts, reviewing seminal contributions, critiquing 

mainstream alternatives, and exploring contemporary 

applications and research gaps. 

 

2. Core Concepts of Austrian Microeconomics 

 Subjective Value (Menger, 1871): Economic value 

stems from individual perceptions, not intrinsic 

properties, shaping prices as emergent outcomes of 

human action rather than fixed determinants. 

 Entrepreneurial Discovery (Kirzner, 1973): 

Entrepreneurs exploit profit opportunities arising from 

“sheer ignorance,” driving market coordination in 

disequilibrium, distinct from Robbins’ (1932) optimizing 

agent. 

 Price Signals (Hayek, 1937, 1945): Prices aggregate and 

transmit dispersed knowledge, enabling spontaneous 

order without centralized planning, though subject to 

distortion by monetary policy. 

 Capital Heterogeneity (Böhm-Bawerk, 1890; Hayek, 

1941; Lachmann, 1978): Capital is a time-sensitive, 

diverse structure shaped by entrepreneurial plans, 

contrasting with neoclassical homogeneity assumptions 

(Clark, 1899). 

 Disequilibrium Dynamics: Markets are perpetual 

processes of discovery and adjustment, not static optima, 

challenging Walrasian (1874) and Keynesian (1936) 

equilibrium constructs. 

 Time Preference (Mises, 1949; Böhm-Bawerk, 1890): 

Individuals prefer present over future goods, determining 
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interest rates and resource allocation in the ERE, framing 

interest as subjective valuation, not exploitation. 

3. Literature Review: Evolution of Austrian 

Microeconomic Thought 

 Foundational Contributions: 

o Menger (1871): Introduced subjective value and 

spontaneous order, reframing prices as products of 

individual valuations and institutional evolution (e.g., 

money’s emergence).  

o Wieser (1889): Expanded subjective value theory with 

imputation and opportunity cost, building on Menger’s 

foundational work. 

o Mises (1920, 1949): Developed praxeology and 

monetary calculation, arguing that market prices are 

essential for rational resource allocation, critiquing 

socialism’s lack of price signals. 

o Hayek (1937, 1945): Advanced the epistemic role of 

prices, emphasizing knowledge dispersion and rejecting 

perfect competition assumptions (Robbins, 1932). 

o Kirzner (1973): Refined entrepreneurship as alertness to 

unexploited opportunities, bridging Mises’ action and 

Hayek’s knowledge frameworks. 

o Knight (1921): Distinguished between risk and 

uncertainty, enhancing the understanding of 

entrepreneurial calculation under true uncertainty. 

o Böhm-Bawerk (1890), Hayek (1941), Lachmann 

(1956): Elaborated capital as heterogeneous and 

intertemporal, with Böhm-Bawerk contributing time 

preference to subjective value theory and Lachmann 

emphasizing its subjective valuation within 

entrepreneurial plans. 

o Schumpeter (1934): Introduced creative destruction, 

contrasting Kirzner’s equilibrating entrepreneur with a 

disequilibrating innovator.  

 Key Debates: 

o Kirzner vs. Schumpeter: Equilibrating arbitrage versus 

disequilibrating innovation—Horwitz (2000) suggests a 

synthesis capturing both stabilization and transformation. 

o Lachmann’s Critique of Hayek: Lachmann (1956) 

argues Hayek’s capital theory lacks sufficient 

subjectivism, focusing on plans over physical attributes, 

a critique he further developed in Capital and Knowledge 

(Lachmann, 1978), where he emphasizes the subjective 

role of entrepreneurial expectations in shaping capital 

structures. 

o Monetary Disequilibrium: Wicksell (1898), Mises 

(1949), and Rothbard (1962/2004): Highlight how 

interest rate distortions (deviations from the natural rate) 

induce malinvestment, with Rothbard applying ABCT to 

explain the Great Depression, a theme absent in Keynes’ 

(1936) aggregates. 

 

 

 Secondary Interpretations: 

o Boettke (1994) defends prices as efficient knowledge 

carriers against Stiglitz’s (2002) institutional critique, 

aligning with Hayek’s view of imperfect yet functional 

signals. 

o Rothbard (1962/2004) reinforces Mises’ monetary focus, 

rejecting Keynesian aggregates as disconnected from 

microeconomic realities.  

o Bylund (2020): Emphasizes entrepreneurship as the 

prime mover under uncertainty, reinforcing Kirzner’s 

insights. 

o Boettke & Coyne (2023): Offer a contemporary synthesis 

of Austrian economics, highlighting its evolving ideas 

and new thinking. 

4. Contrasts with Neoclassical and Keynesian 

Paradigms 

 Neoclassical Framework (Walras, 1874; Clark, 1899; 

Robbins, 1932): 

o Emphasizes static equilibrium, perfect information, and 

optimization, assuming homogeneous capital and given 

prices (e.g., Walrasian auctioneer). 

o Austrian Critique:  

 Ignores key market dynamics like knowledge 

dispersion, entrepreneurial agency, and temporal 

processes. 

 Assumes capital is homogeneous (Clark, 1899), 

while Lachmann (1978) views it as subjective and 

shaped by expectations, better reflecting real-world 

complexity. 

 As a result, fails to explain how prices form or 

markets evolve in practice. 

 Rejects neoclassical mathematical precision in favor 

of dynamic adaptation, exemplified by critiques of 

nationalized industries where static efficiency 

measures overlook market discovery processes. 

 Keynesian Framework (Keynes, 1936): 

o Focuses on aggregates (e.g., GDP, IS-LM) and demand 

management, treating money as neutral in the long run 

and capital as a uniform stock. 

o Austrian Critique:  

 Ignores microeconomic distortions from monetary 

policy, capital heterogeneity, and the epistemic role 

of prices, missing qualitative misallocation 

(malinvestment). 

 Contrasts with neo-Keynesian formalism by 

emphasizing real-world human action over abstract 

aggregates  

 Post-Walrasian and Post-Mengerian Shifts: 

o Post-Walrasian economics introduces complexity (e.g., 

multiple equilibria) but retains equilibrium foundations, 
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while Austrian “Post-Mengerian” analysis embraces 

radical subjectivism and process-oriented discovery.  

o Sen and Vaidya (1992) enrich this methodological divide 

by comparing Austrian and Post-Keynesian perspectives 

on market economies, highlighting differences in their 

approaches to economic processes. 

5. Austrian Insights Applied: Markets, 

Innovation, and Disequilibrium 

 Market Processes: 

o Prices evolve recursively, reflecting past errors and 

guiding future action (Menger, Hayek), a stark contrast to 

neoclassical snapshots.  

o Money serves as a universal medium of exchange, 

enabling precise economic calculation beyond barter 

systems.  

 Entrepreneurial Discovery:  

o Entrepreneurial profits and losses act as signals of 

resource alignment with consumer preferences in the 

Evenly Rotating Economy (ERE), driving market 

coordination through alertness to unexploited 

opportunities (Kirzner, 1973). 

 Innovation:  

o Schumpeter’s creative destruction complements 

Kirzner’s alertness, explaining both disruptive change 

(e.g., technological leaps) and incremental coordination. 

o Market concentration is viewed as a natural outcome of 

consumer choice and entrepreneurial success, not 

monopolistic failure. 

 Disequilibrium and Monetary Distortion:  

o Monetary shocks disrupt capital structures (Hayek, 1941; 

Lachmann, 1978), leading to malinvestment detectable 

only through micro-level analysis, not GDP aggregates, 

with Lachmann (1978) highlighting how entrepreneurial 

expectations amplify these disruptions. 

o Time preference influences capital allocation, 

discounting future returns to present values 

o Modern “stop-go” cycles represent a milder form of the 

Austrian Business Cycle Theory (ABCT), driven by 

central bank responses to political pressures 

 Critique of Centralization:  

o Mises’ (1920) calculation argument and Hayek’s (1945) 

knowledge problem underscore the inefficiency of 

planning, relevant to modern debates on interventionism 

(e.g., subsidies, price controls). 

6. Gaps, Critiques, and Future Directions 

 Gaps in Austrian Literature: 

o Limited empirical testing of concepts like “sheer 

ignorance” or malinvestment due to qualitative 

methodology (Caldwell, 1982). 

o Under-explored tension between Kirznerian and 

Schumpeterian entrepreneurship in specific contexts 

(e.g., digital economies). 

o Lack of systematic Austrian framework for sustainability, 

leaving ecological dynamics (e.g., resource depletion) 

unaddressed compared to neoclassical externality 

models.  

o Underdeveloped analysis of institutional evolution 

beyond spontaneous order, particularly in modern 

regulatory contexts 

o Limited exploration of how Austrian principles apply to 

decentralized finance and cryptocurrencies as responses 

to central banking’s monetary monopoly 

 Mainstream Critiques: 

o Stiglitz (2002) argues prices fail under imperfections, 

necessitating institutions, though Boettke (1994) counters 

that disequilibrium prices still outperform centralized 

alternatives. 

o Keynesian emphasis on aggregate demand overlooks 

Austrian micro-dynamics, yet its policy focus challenges 

Austrian laissez-faire leanings.  

o Neoclassical business cycle theory (e.g., real business 

cycles) attributes fluctuations to exogenous shocks, 

ignoring Austrian monetary distortions and 

malinvestment (Hayek, 1941; Mises, 1949). 

o Keynesian IS-LM models miss malinvestment’s 

qualitative disruptions in capital structures, which 

Lachmann (1978) attributes to the subjective 

expectations driving capital allocation, contrasting with 

their long-term neutrality assumption and aligning with 

Austrian micro-focus. 

o David Friedman’s (2013) methodological critique of 

Austrian a priori reasoning, advocating for empirical 

validation over logical deduction.  

o Neo-Keynesian dismissal of Austrian theory as a political 

ideology, despite its explanatory power for financial 

crises 

 Research Directions: 

o Investigate how Austrian principles apply to modern 

phenomena (e.g., cryptocurrency, AI-driven markets) 

using case studies. 

o Develop hybrid models integrating Kirznerian and 

Schumpeterian entrepreneurship to test their interplay 

empirically. 

o Explore sector-specific impacts of monetary disequilibria 

on capital structures, refining Lachmann’s framework.  

o Apply Austrian concepts (e.g., entrepreneurial alertness, 

market processes) to sustainability, studying 

environmental markets (e.g., carbon pricing, green tech) 

as discovery processes. Explore how time preference and 

interest rates could inform sustainable investment 

models, linking to environmental contexts.  

o Examine malinvestment’s sectoral impacts (e.g., housing 

bubbles) using Austrian qualitative insights, such as 
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capital heterogeneity and monetary disequilibria, to 

challenge Keynesian aggregates in business cycle 

analysis. 

7. Conclusion 

 The Austrian School offers a dynamic, process-oriented 

microeconomic paradigm that reframes markets as discovery 

mechanisms driven by subjective value, entrepreneurial 

alertness, and price signals within a heterogeneous capital 

structure.  

 Its emphasis on disequilibrium and monetary dynamics 

challenges the static, centralized focus of neoclassical and 

Keynesian models, providing a robust lens for understanding 

real-world complexity.  

 Advocating for laissez-faire, it promotes not just efficiency 

but also innovation and individual liberty, contrasting sharply 

with interventionist paradigms. Despite critiques of its 

qualitative nature, Austrian insights have shaped New 

Institutional Economics and market-process theory, 

underscoring their enduring relevance for contemporary 

economic theory and policy. 
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