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Why Study the History of Economic Ideas? 

• Access to greater thinkers and the socio-economic ‘system’ in their classic works 
• Enriches understanding of contemporary economics by seeing its evolvement 
• Historical perspective allows appreciation of the variety of approaches employed 
• Evaluate scientific progress or not 
• Comprehend underlying developments and issues as distinct from “fashions”\ 
• Avoid errors of the past and reinventing the wheel (policy dimensions too) 
• To understand what is the relationship between theory and actual socio-economic developments: what 

causes fundamental changes in economics? 
• Reveals ideological element inevitable in economics 
• HET links past with present: both debates and real economic changes 
• Renewed interest in HET after theoretical controversies of the 1960s? 
• Approaches to HET 

o ‘All Embracing Approach’ ! from Moses to Monetarism 
o ‘Formation of Political Economy as a Modern Social Science – emerges with ‘The Enlightenment’ 

[mainly concerned with latter approach] 
 
Aristotle, 384 BC – 322 BC: Foundation Figure of Western Science 

• Concept of ‘laws of nature’  
• System of Deductive reasoning – famous Aristotelian syllogism 

o Every Greek is a person 
o Every person is a mortal 
o Every Greek is a mortal  

 
Thomas Aquinas, 1244 – 1274 

• Assimilated Aristotelian philosophy into Christianity (‘scholastic philosophy’) 
• Compartmentalised scientific enquiry and application of logical reasoning 
• Economic concepts such as ‘just price’, ‘just wage’, cost of production with profits  
• No coherent explanations – concerned with positive statements 

 
Pre-Modern Economic Thought 

• Economics or oeconomia (‘government of the house’) was concerned with private human actions – not 
collective behaviour  

• The Renaissance (from 14th C): brought ‘scientific revolution’ from arts to natural sciences to philosophy 
then social sciences 

• Modernity with “The Enlightenment” (17th – 18th C) 
 
Frances Bacon, 1561 – 1621 

• Advocated ‘experimental method’ employed in natural sciences to discover the truths of the universe – 
everything physical (observable) can be explained 

• ‘Materialist’ in the sense that through knowledge of the physical world man could attain mastery over nature 
and through understanding of human nature, his social universe  

 
Thomas Hobbes, 1588 – 1679  

• Strict ‘materialist’ philosopher believing that only physical things exist and can explain phenomenon: “all 
that is real is material and what is not material is not real” 

• Advocated mechanistic or (deterministic) method of science for advancement of knowledge – one that 
models itself very much on the clarity and deductive power exhibited in proofs in geometry  

• Empirical aspect of scientific enquiry: categories of basic elements defined in physical (measurable) terms 
against metaphysics  
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Bacon and Hobbes to Petty 

• By proposing a scientific social theory with materialist intent, Bacon and Hobbes are important early 
contributors to The Enlightenment and the ‘modernity’ from which a coherent political economy emerged 
directly via William Petty  

• Scientific social theory further advanced in The Enlightenment by the philosophical contributions of Locke 
and Hume, Hutcheson, Ferguson and Adam Smith as well as Rousseau and Kant 

 
Modernity: the project of advancing the human mastery of nature, including the human mastery of human nature – 
with the means to that objective, unaided human reason (and sensory perception), being deployed specifically to the 
goal of human emancipation from natural constraints and chance and to the conscious, ration (re)construction of 
polity, society and economy (and indeed, nature itself) 
 
Bullionism (16th Century) 

• Conceived that essence of national wealth was stock of gold and silver reserves (monetary purchasing 
power)  

• State power depended on gold/silver money (via taxes) to finance military/navy (advocated by treasury 
officials of sovereigns) 

• Advocated protectionist policies to keep specie circulating in national borders 
o Prohibit export of specie 
o Exchange rates manipulation 
o Use of barter in foreign trade (to economise on specie reserves) 

 
Mercantilism (17th – 18th Century) 

• More sophisticated understanding of the causes of a favourable trade balance to accumulate a stock of specie 
reserves (the policy objective)  

• Exemplar of ‘mercantilism’ is Thomas Munn with his influential pamphlet England’s Treasure by Foreign 
Trade  

• Advocated trade protectionist policies, entirely consistent with colonialism 
• Policy Approach: export manufactured products and import raw materials (from colonies) to ensure 

favourable terms of trade (increased profits through alienation)  
o Higher import duties except on raw materials which should be uninhibited and removal of any 

export duties 
o Subsidies on manufactured exports 
o Forbid export of raw materials 
o Money wages low and keep low cost structure for export competitiveness 
o Anti-competitive measures such as shipping monopoly and granting monopolies to trading 

companies (i.e. East India Company)  
• Criticisms of Mercantilism 

o Mercantilist policies consistent with nation-building and colonialism and still has a rationale for 
developing countries in generating export demand and low relative interest rates 

o Mistaken notion of ‘wealth’ as money – slowly emerged that national prosperity and power 
depended on productive capacity 

o Mercantilist policies zero-sum game with ‘beggar-thy-neighbour’ measures 
o Legacy of empire-building, nationalism and international conflict  

 
Thomas Mun, 1571 – 1641: from Bullion to Foreign Trade  

• Very successful merchant and became director of the East India Company in 1615 
• Wrote a pamphlet to defend the company from the accusation of being detrimental to Britain’s prosperity 

because it exported bullion in order to import goods 
• International trade was important and thus grew a new mercantile bourgeoisie which allied itself with the 

state in order to better exploit the growing possibilities of international commerce 
• At the beginning of the 17th century, this alliance cumulated in formation of the first big merchant and 

trading companies of the modern world: the East India Companies of Holland and England  
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• The works of Mercantilists often consisted of short pamphlets aimed at convincing the public opinion or the 
government to implement the policies most favourable to trading companies 

• It is thus difficult to speak of mercantilism as a school of thought, more a way of approaching and devising 
solutions for the economic problems of a period  

• The  merit of mercantilism: signed out the fundamental object of economics – the analysis of the causes of 
the wealth of nations (mercantilism endured for nearly 3 centuries)  

 
First Period: Bullionism  

• Precious metals guaranteed the command over goods, resources and labour all over the world  
• Bullion was the name used for these precious metals  
• Mercantilist definition of wealth: a stock concept – national wealth is measured by the amount of 

‘international reserves’ at the disposal of the state. National wealth can be increased by bringing more 
gold/silver within the borders of the state or by preventing them from flowing out. 

• It is from the balance of payments that changes in national wealth can be evaluated, particularly from the 
capital account section  

• Imports are thus discouraged and all sorts of tariffs and duties need to direct international trade into 
appropriate directions  

• At the beginning of the 16th century, some important changes took place in the economy 
o The merchants also became entrepreneurs  

" instead of simply buying and selling goods, they began to provide workers with raw 
materials to be transformed into manufactured products, which were then sold 

" the extension of manufacturing activities and the need to protect the newly established 
industry from foreign competition led to the end of the age of bullion and to a new phase in 
mercantilist thinking  

 
Second Period: The Balance of Trade 

• In Mun’s work, wealth is also considered to consist of produced commodities 
• Mun distinguished between two types of wealth: natural wealth consists of primary, mainly subsistence 

goods, artificial wealth consists in ‘our manufactures and industrious trading with foreign commodities’  
• However, the distinction between wealth as a stock of foreign currency and as a quantity of products is not 

always clear cut  
• Clearer: main source of national wealth is a surplus in trade balance 
• The wealth and power of a nation thus depends on its capacity for international trade 
• Wealth has its origin in the sphere of circulation, but domestic trade can only redistribute a given amount of 

wealth. A trade surplus is depicted as the best indicator of a successfully country  
• Mun was in favour of the exportation of manufactured commodities because they have a much higher value 

(value added) than the raw materials with which they had been produced 
• Manufacturing employs a larger number of people, hence it has a greater employment potential than 

agriculture. Why then export the raw materials which gives Holland or another country the chance to enter 
the process of production and transformation? The export of raw materials needs to be discouraged, contrary 
to the opinions prevailing during the bullionist period  

• Adaption to new economic conditions – consistent analysis of causes of wealth  
 
Value and Distribution: 

• The importation of raw materials at low costs has two highly positive effects on wealth: 
o Contributes to a higher trade surplus (cheap imports, expensive exports) 
o Cost structure is now more competitive  

• The Mercantilists assumed a high elasticity of world demand with respect to the prices of British 
manufactures  

• Money wages must be kept low according to Mercantilists  
• In opposition to Ricardo, for example, the price of consumable goods (such as corn) must not be too cheap in 

relation to money wages because if the workers can easily buy their wage goods then they become lazy and 
idle – low wages are argued to stimulate industry and productivity  
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• On the other hand, mercantilists needed to borrow money for their investments – so the interest rate (price of 
capital) needed to be low  

• Wanted to impose an upper legal limit on the interest rate  
• The notion of profit upon alienation clearly signifies the idea that wealth is generated in the process of 

exchange where there is always someone who loses and always someone who gains  
• The main objective of Mun and other mercantilists of the time was to establish an alliance between the 

emerging merchant class and the dominant aristocracy, to the detriment of competing nations  
• COMMON elements in the two stages of mercantilism:  

o Gold and silver did not cease to be considered as the best approximation to that general command 
over other goods and people, or generalised purchasing power (essence of wealth) 

o Foreign trade was the major source of wealth and prosperity, but the growth of national wealth often 
took place to the detriment of trading partners  

• The mercantilists discovered that it was the whole current account balance that mattered, not just the 
exchange of commodities. Services could be as important as goods in achieving surplus  

• In 17th century France, policies were designed to protect domestic manufacturers from foreign competition – 
colbertisme – protecting infant industries  

• Mercantilism actually defined the object of political economy: improving national wealth  
 
Dudley North, 1641 – 91: Early Critical Reactions to Mercantilism  

• Dudley North (1641–1691) was a wealthy merchant and landowner. He worked as an official for 
the Treasury and was opposed to most mercantile policy.  

• In his ‘Discourses upon Trade’ (1691), which he published anonymously, he argued that the assumption of 
the necessity of a favourable trade balance was wrong. 

• Trade, he argued, benefits both sides – it promotes specialization, the division of labour and produces an 
increase in wealth for everyone.   

o Regulation of trade interfered with these benefits by reducing the flow of wealth. 
• With respect to the interest of capital, he maintains that it depends, like the price of any commodity, on the 

proportion of supply and demand, and that a low rate is a result of the relative increase of capital, and cannot 
be brought about by arbitrary regulations 

• In arguing the question of free trade, he urges that every advantage given to one interest over another is 
injurious to the public.  

• No trade is unprofitable to the public; if it were, it would be given up; when trades thrive, so does the public, 
of which they form a part.  

• Prices must determine themselves, and cannot be fixed by law; and all forcible interference with them does 
harm instead of good.  

• No people can become rich by state regulations, only by peace, industry, freedom and unimpeded economic 
activity. 
 

John Locke, 1632 – 1704: Early Critical Reactions to Mercantilism  
• Locke was arguing that not only should the government cease interference with people's property (or their 

"lives, liberties and estates"), but also that it should positively work to ensure their protection.  
• His views on price and money were laid out in a letter to a Member of Parliament in 1691 entitled Some 

Considerations on the Consequences of the Lowering of Interest and the Raising of the Value of 
Money (1691), arguing that the "price of any commodity rises or falls, by the proportion of the number of 
buyers and sellers", a rule which "holds universally in all things that are to be bought and sold 

 
Birth of Political Economy 

• Mercantilism did give birth to political economy because of the identification of the interests of one 
particular class – the merchants – with those of the nation state 

• Profits on alienation were excess of value of sales (exports) over value of purchases (imports) – that is trade 
balance 

• Economics emerged from ‘households management’ to become ‘political’ with debate over national policy 
with consideration of the role of different social classes 


