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Main Economic Theories  

Introduction 

Economic theories provide frameworks for understanding how economies function, guiding 

policymakers in shaping economic strategies. Different countries have adopted these theories 

to varying extents, influencing their economic trajectories. This lesson explores the main 

economic schools of thought, delving into their core ideas and examining real-world 

applications. 

1. Classical Economics 

Founders: Adam Smith, David Ricardo, Thomas Malthus, John Stuart Mill 

Core Ideas: 

 Self-regulating markets: The "invisible hand" guides free markets toward efficiency 

without the need for government intervention. 

 Laissez-faire principle: Advocacy for minimal government interference in economic 

activities. 

 Labor Theory of Value: The value of goods is determined by the labor required for 

their production. 

 Long-term equilibrium is achieved naturally through market forces. 

Applications: 

 19th Century Britain: Embraced free trade policies, leading to industrial expansion 

and global economic dominance. 

 Modern Applications: Neoliberal policies in various countries still emphasize free 

markets and minimal state intervention. 

2. Neoclassical Economics 

Founders: Alfred Marshall, Léon Walras, William Stanley Jevons 

Core Ideas: 

 Rational Choice Theory: Assumes individuals make decisions to maximize utility. 

 Marginalism: Focus on additional utility or cost associated with consuming/producing 

one more unit. 

 Market Equilibrium: Prices and quantities are determined by supply and demand 

curves. 

Applications: 

 United States & European Economies: Policies promoting deregulation and free 

markets reflect neoclassical principles. 
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 Modern Economics: Forms the basis of many microeconomic models. 

3. Keynesian Economics 

Founder: John Maynard Keynes 

Core Ideas: 

 Aggregate Demand Management: Total spending influences output and employment. 

 Government Intervention: Active fiscal policies (government spending, taxation) 

stabilize economic fluctuations. 

 Short-Run Focus: Addressing immediate economic issues rather than long-term 

market adjustments. 

Applications: 

 Post-World War II Europe: Nations adopted Keynesian policies to rebuild 

economies, leading to sustained growth and low unemployment. 

 2008 Financial Crisis: United States implemented stimulus packages to boost 

demand and mitigate recession impacts. 

 

4. Monetarism 

Founder: Milton Friedman 

Core Ideas: 

 Money Supply Control: Regulating money supply stabilizes the economy and controls 

inflation. 

 Natural Rate of Unemployment: Economy gravitates toward a specific unemployment 

level, largely unaffected by policy changes. 

 Limited Government Role: Advocates for minimal fiscal intervention, focusing instead 

on monetary tools. 

Applications: 

 United States (1980s): Federal Reserve under Paul Volcker adopted monetarist 

policies to combat inflation. 

 Modern Central Banks: Many central banks use inflation-targeting policies 

influenced by monetarism. 

 

5. Marxist Economics 



University Centre of Nour Bachir ELBAYADH 
Level: Second-Year Economic Sciences         Module: Foreign Language 03                  Semester: 02 
 
 

Founder: Karl Marx 

Core Ideas: 

 Class Struggle: Economic systems are defined by conflicts between capitalists and 

workers. 

 Critique of Capitalism: Capitalism exploits labor and is inherently unstable, leading to 

its eventual downfall. 

 Advocacy for Socialism: Promotes a classless society with communal ownership of 

production. 

Applications: 

 Soviet Union (20th Century): Implemented central planning and collective 

ownership. 

 Cuba: Adopted Marxist principles post-1959 revolution, focusing on state ownership 

and planned economy. 

6. Austrian School 

Founders: Carl Menger, Ludwig von Mises, Friedrich Hayek 

Core Ideas: 

 Individualism: Economic analysis should focus on individual choices. 

 Spontaneous Order: Markets naturally organize themselves efficiently without central 

direction. 

 Critique of Central Planning: Government interventions distort market signals, leading 

to inefficiencies. 

Applications: 

 Policy Debates in the U.S. and U.K.: Influenced discussions on deregulation and free 

markets. 

 Cryptocurrency Movement: Austrian principles align with decentralized economic 

systems like Bitcoin. 

 

7. Behavioral Economics 

Founders: Daniel Kahneman, Amos Tversky, Richard Thaler 

Core Ideas: 

 Bounded Rationality: Individuals have cognitive limitations and do not always make 

rational decisions. 
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 Heuristics and Biases: Identifies common mental shortcuts and biases that influence 

economic decisions. 

 Nudging: Designing policies that guide individuals toward better choices without 

restricting freedom. 

Applications: 

 United Kingdom & U.S.: Governments use "nudge units" to encourage behaviors like 

saving for retirement. 

 Consumer Behavior Studies: Used in marketing, finance, and public policy. 

 

8. Institutional Economics 

Founders: Thorstein Veblen, John R. Commons, Douglass North , Elinor Ostrom 

Core Ideas: 

 Role of Institutions: Economic performance is influenced by institutions like laws, 

traditions, and social norms. 

 Evolutionary Perspective: Economies evolve over time, with institutions shaping 

development. 

 Interdisciplinary Approach: Uses insights from sociology, anthropology, and political 

science. 

Applications: 

 Nordic Countries: Strong institutions contribute to economic prosperity. 

 East Asian Tigers: Institutional reforms supported industrialization and growth. 

9. Development Economics 

Key Thinkers: Amartya Sen, Arthur Lewis, Paul Romer 

Core Ideas: 

 Focus on economic growth and development in low-income countries. 

 Explains poverty, inequality, and structural transformation. 

 Emphasizes education, technology, and institutions. 

Applications: 

 China & India: Rapid growth due to policy shifts encouraging industrialization and 

technology. 

 Africa: Policies focused on poverty alleviation and infrastructure development. 
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10. Modern Economic Theories 

Examples: 

 New Keynesian Economics: Incorporates microfoundations into Keynesian models 

(e.g., price stickiness). 

 Endogenous Growth Theory: Explains growth through innovation and human capital 

(Paul Romer). 

 Game Theory: Analyzes strategic interactions between agents (John Nash). 

 Environmental Economics: Focuses on sustainability and externalities. 

 Post-Keynesian Economics: Emphasizes uncertainty, financial instability, and income 

distribution. 

 

Conclusion 

Understanding these economic theories and their applications provides valuable insights into 

how different countries have navigated economic challenges. Each theory offers unique 

perspectives, and their relevance varies based on historical, cultural, and economic contexts. 

Summary Table 

Theory Key Focus Key Figures 

Classical Free markets, supply-side Adam Smith, David Ricardo 

Neoclassical Individual choice, equilibrium Alfred Marshall, Léon Walras 

Keynesian Aggregate demand, intervention John Maynard Keynes 

Monetarism Money supply, inflation Milton Friedman 

Marxist Class struggle, exploitation Karl Marx 

Austrian Spontaneous order, individualism Friedrich Hayek 

Behavioral Psychology, irrational behavior Daniel Kahneman, Richard Thaler 

Institutional Institutions, social context Thorstein Veblen 

Development Growth, poverty, inequality Amartya Sen, Arthur Lewis 

Modern Innovation, sustainability, strategy Paul Romer, John Nash 

Each theory offers unique insights and tools for understanding economic phenomena, and 

many modern economists draw on multiple theories to address complex issues. 

 


