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ECON0008: HISTORY OF ECONOMIC THOUGHT SUMMARY 

 

Topic 1 - Some Roots of Economic Analysis. 

 

o Topic 1.1 - From the middle ages to an age of mercantilism. 

 

Mercantilism: an economic theory that argues that the wealth and power of a nation-

state was evaluated base on the accumulation of gold and silver (profitable balances).  

 

To achieve wealth and power: promote exports and limit imports in order to generate 

trade surplus value.  

 

Mercantilism is based on the principle that the world's wealth was static, and 

consequently, many European nations attempted to accumulate the largest possible 

share of that wealth by maximizing their exports and by limiting their imports via tariffs. 

 

• Discussions of economic issues began to be taken up by merchants, 

particularly merchants travelling internationally. 

• Wealth-getting no longer considered sinful. 

• Government (‘prince’) the principal economic agent. 

• Commercial wars between European nation states. 

• Increases in nations’ wealth a ‘zero sum game’. 

• European colonialism, start of African slave trade. Eurocentric. 

• Maritime trade important. Piracy, warfare. 

 

o Topic 1.2 - Wealth of nation and balance of trade. 

 

Bullionism: an economic theory that defines wealth by the amount of precious metals 

owned. An early form of mercantilism.  

 

Quest for gold is a zero-sum game: amount of gold is fixed, increase in one nation’s 

wealth must come in expense of another nation. Prevent money from being exported.  

 

Get gold from Spain & letters of marque. An early estimate of England’s national income 

(Petty, early 1670s) includes 60,000 pounds ‘taken from the Spaniards’. 

 

Thomas Mun. Mercantilist. Believed that wealth can be increased by foreign trade, in 

specific a Balance of Trade Surplus.  

 

- Although BOT and BOP distinction was not made yet, Mun included goods and 

all aspects of merchants’ mark-up (merchant gains) in his trade history. 

- He believed that export of money can increase a nation’s treasure (conflict with 

bullionists). Arguing that when gold is used in trade to acquire goods that are 

subsequently re-exported, even more gold will be returned that was originally sent out 

(inflow of specie).  

- Keeping gold in the kingdom does not multiply wealth, it will simply raise prices 

and diminish exports. 
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- He argued that monarchs should listen to traders and do not rely only on 

bullionism and piracy. Munn argued in favour of increasing the merchant shipping fleet.  

- Merchant’s mark-up ‘far more profitable’ with ‘remote or far countries’ such as the 

East-Indies. Unequal trade acknowledged. 

 
For example, Munn observed that pepper costs 2s (24d) in England and 20d (1s 8d) if we bought it from the 

Dutch; giving a merchant’s mark up of 4d (+167%). But if we brought pepper from the East-Indies it costs 

only 3d, giving a merchant’s mark up of 21d (+700%). Reference: 12d (penny) = 1s (shilling) → 20s = £1.  

 

• Policy conclusions: 

 

Bullionists – Get gold from Spain, piracy, etc. Prevent gold exports. 

Mercantilists – It is fine to export gold in the course of expanding trade. Buying goods for 

re-export. 

 

Summary - The issue of imbalances between surplus and deficit countries is nothing new; on the 

contrary, it was the subject of some of the first systematic discussions of economic issues in early 

modern times, being a burning issue in that period when ‘mercantilist’ issues dominated 

discussion of economic affairs.  

Initially, discussion held to the traditional standpoint that a country’s wealth consists of 

precious metals (‘bullionism’), but it moved forward, as illustrated by the work of Thomas Mun 

(written 1621), to prioritise the amassing of a trade surplus. 

 

o Topic 1.3 - The Quantity Theory of Money. 

 

Influx of gold into Europe due to the discovery of America in the 16th century caused a 

century-long inflationary process. Relationship between increase in money supply 

(precious metals) and increase in prices begun to be noticed. 

 

Navarro (Martin de Azpilicueta) 16th century observed how in Spain, flooded with money 

from the Americas, prices were much higher than in other European countries i.e. France. 

 
‘In countries where there is a great scarcity of money all other saleable goods, and even the hands and 

labour of men, are given for less money than where it is abundant. Thus, we see by experience that in 

France, where money is scarcer than in Spain, bread, wine, cloth, and labour are worth much less. And even 

in Spain, in times when money was scarcer, saleable goods and labour were given for very much less than 

after the discovery of the Indies, which flooded the country with gold and silver.’ Martin de Azpilicueta. 

 

This led to early formulations of the Quantitative Theory of Money QTM which states that 

price level changes proportionally with the money supply, this is shown by the equation 

of exchange MV = PT.  

 

M – Money, P – Price level, V – Velocity of circulation and T – Transactions. 

 

Bullionists argued that the influx of precious metals from the Americas created inflation.  

 

Contrary, ‘mercantilists’ presumed that this increasing inflationary pressure could be 

mitigated through trade. They believed that lack of M is an obstacle to trade. Moreover, 

they thought that an increase in M could quicken trade, stimulating an increase in 

transactions, T.  
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Assuming that the velocity of circulation of money is constant, V = V̅ → MV̅ = PT. If the 

Money Supply increases (M ↑), as a result from an influx of gold/precious metals from 

America, this would quicken trade and transactions (T ↑). 

 

P =
M ↑

T ↑
V̅ 

 

Therefore, given that V̅ is constant, if as M ↑ so does T ↑, inflationary pressure could be 

mitigated. Bullionists did not trade gold/precious metals so T was ‘constant’ (did not 

fluctuate much), so P would rise much more for them. 

 

Going further, if we assume that M and T increase proportionately, ΔM = ΔT, then 
M1

T1
=

M0

T0
. So, P1 =

M1

T1
V̅ =

M0

T0
V̅ = P0. Neutralising the effects of price inflation. 

 

Summary – Price inflation associated with the influx of precious metals into Europe from the 

Americas in the 16th century led to early formulations of the Quantity Theory of Money, i.e. the 

idea that the effect of a change in money supply is limited to a proportionate change in the price 

level. This idea appeared to undermine the arguments in favour of a bullionist policy.  

However, ‘mercantilists’ argued that, just as too little money was a hindrance to trade, so 

also, conversely, an increase in the money supply could “quicken” trade, i.e., increase the number 

of transactions taking place, thus neutralizing inflationary pressure.  

 

Topic 2 – From Competition for Trade to Efficiency in Production. 

 

o Topic 2.1 – William Petty, the state and ‘compactness’. 

 

Transition period (from mercantilism → focus on trade to classical → focus on production) 

 

The mercantilist concept that gold and silver are the wealth of a nation was rapidly 

becoming outmoded during the transition period. Mercantilists viewed trade as being 

essentially like warfare (one-sum game); one nation gained what the other lost.  

 

Dudley North asserted, on the contrary, that trade is mutually advantageous, as no one 

will accept a smaller value for what is given up. Moreover, he asserted it was not trade 

that most enriches the nation but production.  

 

• Spatial compactness. 

 

William Petty’s view on the importance of spatial compactness was derived from his 

observations from Holland’s success as the most technologically advanced country and 

most densely populated country in Europe. A small, but densely populated country, that 

dominated much of Europe trade and lead commercially.  

 

He came to the conclusion that this depended not only on being ‘clever’, but it was about 

natural advantages and a densely populated country that benefited from spatial 

compactness. An early observation to the theory of productivity.  




