
                                                                                                                    

 

COURSE CODE: ECO 325 

COURSE TITLE: History of Economic Thought 11 

NUMBER OF UNITS: 2 Units 

COURSE DURATION: Two hours per week 

COURSE LECTURER: Dr. Sylvester Ohiomu 

INTENDED LEARNING OUTCOMES 

1. At the completion of this course, students are expected to: 

2.  Define and explain the doctrine of Physiocracy and Mercantilism 

3.  Differentiate and appraise the Classical Economists and  Keynesians Economic Thought 

4.  Explain neo-classical Paradigm and neo-classical school of thought: 

5.  Discuss and apply the Marxian Principles to Economic Thought 

6.  Apply the Marginalist principles to solve to daily problems, economic, national and global 

challenges 

 

Course Outline 

1.  Revision of ECO 315: -Principles of Physiocracy and Merchantilism  

 2. John Maynard Keynes and Keynesian School of Economic thought 

3. The neo-classical Paradigm and neo-classical school of thought:  - The New Classicals 

4. The Marginalist Revolution 

5. Marxian School of Economic thought 

6. Emergent Economic thought: 

 - From America: Milton Friedman 

 - From Asia: Indian – Amartya Kumar Sen 
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INTRODUCTION 

Principles of Physiocracy 

Physiocracy is the collective name of those economic principles and policies which developed in France in 

the middle of 18th century. They are against Mercantilism. Physiocratic ideologies include the following: 

1. They believed in Agriculture and natural order made by God 

2.  Net product and economic surplus from Agriculture 

3.  Circulation of wealth 

4. Interest should be charged on loans taken for Agriculture 

5.  They encouraged large population to aid production and wealth circulation 

6.  Tax should be paid from surplus or net product 

7.  Physiocrats institute property rights 

8.  They support free trade as industry and commerce were unproductive 

9.  They supported Laize-affair (no Government intervention) 

Principles of Mercantilism 

Mercantilism is the dominant system of economic thought that prevailed in Europe from 16th to 18th 

century. The Mercantilist ideologies include the following:  

1. Trade is a strong economic factor 

2.  Political factor and Government intervention is necessary 

3.  Religious and cultural factors were prominent 

4.  Science and technology took the centre stage 

5.  They believe on foreign trade  

6.  Gold was the basis of wealth and power 

7. Commerce and industry took the centre stage 

8.  Population as a strong military power and productive capacity 

9.  Favoured multiple taxation 

10.  Supported commercial regulation and Government intervention 

 

 



 

John Maynard Keynes and Keynesian Schools 

Born in Cambridge, England on June 5, 1883 and died on April 21, 1946.  Some of Keynes works include 

the following:  

1. The General Theory,  

2.  A Treatise on money (motives of Demand for money),  

3.  Theory of wages,  

4.  interest rate,  

5.  savings & consumption,  

6.  investment (MEC),  

7.  employment 

Keynes versus Classical Economists 

The following are some of the distinction between Keynes and the Classical Economists 

1. Keynes stated that free enterprise system leads to fluctuations in trade cycles and supported 

Government intervention while the Classical believed in laissez faire policy 

2.  Keynes stated the full employment is a goal and more difficult to achieve while the classical 

assumed full employment 

3.  Keynes stated that the economy is characterized by imperfect competition contrary to the 

classicals that perfect competition allocates resources ideally for maximization of output and 

welfare 

4. Keynes used depression, booms and fluctuations to support government intervention contrary to 

the classicals who opined invisible hand, flexible price mechanism and automatic self-adjusting 

character of the economy 

5.  Keynes advocated Macroeconomics as opposed to the micro economics principles of the 

classicals in solving economic problems 

6.  Keynes stated that wage flexibility is not feasible in the modern economy contrary to the 

classicals who advocated wage-price flexibility for solving unemployment problem 

 

The Neo-Classical Paradigm 

Alfred Marshall (born at Clapham in 1842) was the founder of the Neo-Classical school. The Neo-Classical 

Methodology entails using partial equilibrium analysis to explain economic phenomenon (other things 

being equal). Their ideologies could be summarised thus on the following headings: 

1.  Wants and their satisfaction (necessities, comfort & luxuries) 



2.  Marshallian utility and demand (Price determined by both demand & supply curves) 

3.  Consumer surplus 

4. Elasticity of demand (absolutely elastic, highly elastic, elastic, less elastic & inelastic) 

5.  Supply and cost ( prime/variable cost and supplementary/fixed cost) 

6.  Factors of production (land and labour are chief, capital is secondary) 

7.  Population ( large healthy family is not detrimental to economic growth compared with Malthus 

theory) 

8.  Supported division of labour and improvement in technology 

9.  Laws of returns (decreasing, increasing & constant returns to scale). * Internal & External 

Economies  

The Marginalist Revolution 

Stanley Jevons in England, Carl Menger in Australia and Leon Walras in Switzerland were the founders of 

the marginalist revolution. The Marginalists Principles include the following: 

1.  They offered a new approach to economic theory which is the subjective approach 

2.  Subjectivism (individualism) was a reaction against objectivism of the classical economists 

3.  They used widely the concept of marginal utility in their analysis and their ideologies include: 

4.  They followed micro approach and did not deal with the aggregate economy (ie partial 

equilibrium analysis) 

5. They used the concept of margin to explain economic phenomenon and marginal principle for the 

explanation of all theories 

6.  They followed an abstract and deductive method 

7.  They believed in the existence of perfect competition 

8.  Their analysis is subjective and psychological 

9.  They believed that man would behave rationally in balancing their pleasure and pain 

10.  They opined the automatic tendency of the economy towards equilibrium and laissez-faire policy 

The Marxian Paradigm 

Karl Marx (1818 – 1883) from Trier in Germany was the chief proponent of the Marxian school of Thought.  

He was influenced by German radicalism, British industrialism & trade unionism as well as French 

Revolution, socialism etc 

Karl Marx brought socialism to the main current of economic doctrine called scientific socialism or 

Marxism with originality, initiative and consistency. The Marxian ideologies include the following: 

1.  Marxism is international in character and is purely a working class socialism in ideology 



2. There is complete uniformity and full co-operation among all Marxians. Their ideologies include: 

3.  The capitalist, middle class, working class 

4.  The Class struggle (capitalists vs workers, masters vs slaves) 

5.  Method of approach: production, consumption, exchange  & distribution 

6.  Money served 3 functions viz: value, price & payment 

7.  Division of labour ( in manufacture and in society) 

8. Labour theory of value: Marx considered the labour theory of value a necessary step to arrive at 

the theory of surplus value which explains the exploitative nature of the capitalist society 

9.  Theory of capitalist exploitation ( when wages are paid less than the market value, exploitation 

arises) 

10.  Marx failed to understand the flexibility in capitalism and that technological innovations may lead 

to capital saving 

Emergent Economic Thought 

Milton Friedman (FROM AMERICA) 

Milton Friedman was born 1912 in New York in the USA. In 1957 he published a work titled ‘A Theory of 

the Consumption Function’, in which he showed that important assumptions in Keynes’ analysis of the 

multiplier were statistically flawed. 

He won the Nobel prize for the year 1976 and his contributions to the field of economics include the 

following: 

1. Quantity Theory of Money: Milton Friedman restated his quantity theory as the theory for 

demand for money and not a theory of output, income or prices 

2. He distinguished two types of demand for money namely (1) for transaction purpose ie medium 

of exchange and (2) as an asset ie temporary abode of purchasing power or part of wealth theory 

3. He propounded permanent income hypothesis is his study of the consumption function and 

asserted that the aggregate nominal permanent income is the average expected yield from wealth 

during its life time. 

4. Milton Friedman stated that there four determinants of the demand for money namely: 

5.  price level,  

6. real income,  

7. rate of interest and  

8. rate of increase in the price level 



9. Milton Friedman and Savage Hypothesis explain the marginal utility of money which indicates the 

behaviour or attitude of people in different socio-economic groups towards insurance & gambling 

Amartya Kumar Sen (FROM ASIA: INDIA Economic Thought) 

 Amartya Kumar Sen was awarded the Nobel Prize in Economics for the year 1998 for his contributions to 

social choice theory, development Economics (poverty & famines), welfare economics. Sen’s specific 

contributions include the following: 

1. Poverty and Famines: He explore the various meaning of poverty in relation to absolute poverty 

and relative deprivation, head –count ratio of poverty and causes of famines. 

2. Poverty and Inequality: Amartya Kumar Sen carried out massive work on poverty and inequality 

in India showing the distribution of income/consumption among people below the poverty line 

known as the Sen gap/Sen index. 

3. P = {1 + (1- I)G}H, Where P = poverty index, I = measure of distribution, G = Gini coefficient, H = 

head count proportion of the people below the poverty line. 

4. Amartya Kumar Sen’s view is that the causes of poverty are illiteracy, poor health care, 

unemployment, bureaucratic administration. These revolve around the vicious circle of poverty. 

5. Capability: The concept of capabilities developed by Sen has been cited as a better index of well-

being than commodities or utilities. It is the ability of functioning in different capacities in a society 

to achieve components or constitutions of his well-being 

6. Entitlement: Amartya Kumar Sen’s concept of entitlement refers to the legally enforceable rights 

against the state like those of the old age pensions, medical care, food security etc. 

7. Choice of Technique: Sen advocated the use of Capital intensive technique to strengthen the 

economic foundation of the country for further expansion. 

8. The Time Series Criterion: Sen proposed forecast and projection as alternative means of solving 

the problem of investment planner who has to make choice between various techniques 

9. Amartya Kumar Sen was in favour of Land reform. 

10. Amartya Kumar Sen harped on the strategic importance of expansion in health and education to 

the process of economic development. 

11. Amartya Kumar Sen is more than just an economist; he is also an ethical philosopher. He is a lover 

of freedom and a humanist. 

 

 

 


