
Political Economy in the 21st Century

Introduction

Political economy is a broad and interdisciplinary field 

that  examines  the  relationship  between  politics  and 

economics.  It  explores  how  political  institutions, 

policies, and processes shape economic outcomes, and 

how  economic  factors,  in  turn,  influence  political 

decision-making.  Political  economy  is  a  vital  field  of 

study  for  understanding  the  complex  interactions 

between  government  and  the  economy,  and  for 

developing policies that promote economic prosperity 

and social well-being.

This  book  provides  a  comprehensive  introduction  to 

the  field  of  political  economy.  It  is  designed  for 

students,  researchers,  and  policymakers  who  are 

interested in understanding the relationship between 

politics and economics. The book covers a wide range 
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of topics, including the history of political economy, the 

microeconomic  and  macroeconomic  foundations  of 

political  economy,  the role  of  political  institutions  in 

the  economy,  the  economics  of  inequality,  and  the 

future of political economy.

The book is divided into ten chapters. The first chapter 

provides an overview of the field of political economy 

and its history. The second and third chapters discuss 

the microeconomic and macroeconomic foundations of 

political  economy,  respectively.  The  fourth  chapter 

examines  the  role  of  political  institutions  in  the 

economy,  while  the  fifth  chapter  focuses  on  the 

economics  of  inequality.  The  sixth  chapter  discusses 

money and banking, and the seventh chapter examines 

international  trade  and  finance.  The  eighth  chapter 

explores economic development and growth,  and the 

ninth  chapter  focuses  on  the  economics  of  climate 

change.  The  tenth  chapter  concludes  the  book  by 

discussing the future of political economy.

2



This  book  is  a  valuable  resource  for  anyone  who  is 

interested in understanding the relationship between 

politics  and  economics.  It  provides  a  comprehensive 

overview of the field, and it is written in a clear and 

accessible  style.  The book is  also  up-to-date  with the 

latest developments in political economy, making it an 

essential read for anyone who wants to stay informed 

about this important field.

This book is essential reading for anyone who wants to 

understand the complex relationship between politics 

and economics. It is a valuable resource for students, 

researchers, and policymakers alike.
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Book Description

Political economy is a broad and interdisciplinary field 

that  examines  the  relationship  between  politics  and 

economics.  It  explores  how  political  institutions, 

policies, and processes shape economic outcomes, and 

how  economic  factors,  in  turn,  influence  political 

decision-making.  Political  economy  is  a  vital  field  of 

study  for  understanding  the  complex  interactions 

between  government  and  the  economy,  and  for 

developing policies that promote economic prosperity 

and social well-being.

This  book  provides  a  comprehensive  introduction  to 

the  field  of  political  economy.  It  is  designed  for 

students,  researchers,  and  policymakers  who  are 

interested in understanding the relationship between 

politics and economics. The book covers a wide range 

of topics, including the history of political economy, the 

microeconomic  and  macroeconomic  foundations  of 

political  economy,  the role  of  political  institutions  in 
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the  economy,  the  economics  of  inequality,  and  the 

future of political economy.

Written  in  a  clear  and  accessible  style,  this  book  is 

essential reading for anyone who wants to understand 

the  complex  relationship  between  politics  and 

economics.  It  is  a  valuable  resource  for  students, 

researchers, and policymakers alike.

This book offers a fresh and innovative perspective on 

the field of political economy. It is written by a team of 

leading  scholars  who  have  extensive  experience  in 

teaching and research. The book is up-to-date with the 

latest developments in political economy, making it an 

essential read for anyone who wants to stay informed 

about this important field.

This  book  is  a  valuable  resource  for  anyone  who  is 

interested in understanding the relationship between 

politics  and  economics.  It  is  essential  reading  for 

students, researchers, and policymakers alike.
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Chapter  1:  The  Evolution  of  Political 

Economy

Historical Context of Political Economy

The history of political economy can be traced back to 

the ancient Greeks, who first began to think about the 

relationship  between  government  and  the  economy. 

However, it was not until the 18th century that political 

economy emerged as a distinct field of study. This was 

due  in  part  to  the  rise  of  mercantilism,  a  set  of 

economic  policies  that  sought  to  increase  a  nation's 

wealth and power through trade and colonialism.

The  Physiocrats  were  a  group  of  French  economists 

who were critical of mercantilism. They argued that the 

economy  was  governed  by  natural  laws,  and  that 

government intervention in the economy was harmful. 

The  Physiocrats'  ideas  were  influential  in  the 

development  of  classical  economics,  which  was  the 
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dominant  school  of  economic  thought  in  the  19th 

century.

Classical  economists  such  as  Adam Smith  and  David 

Ricardo believed that the economy was self-regulating 

and  that  government  intervention  was  generally 

unnecessary. They argued that the best way to promote 

economic growth was to laissez-faire,  or to allow the 

economy to operate without government interference.

The  Great  Depression  of  the  1930s  challenged  the 

assumptions  of  classical  economics.  The  Depression 

showed that the economy was not self-regulating, and 

that  government  intervention  could  be  necessary  to 

stimulate  economic  growth.  This  led  to  the  rise  of 

Keynesian  economics,  which  advocated  for 

government intervention in the economy to promote 

economic growth and full employment.

Keynesian  economics  was  the  dominant  school  of 

economic  thought  in  the  second  half  of  the  20th 

century.  However,  in  the  1970s,  a  new  school  of 
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thought  called  monetarism  emerged.  Monetarists 

argued that the money supply was the most important 

factor in determining economic growth and inflation. 

They  advocated  for  a  tight  monetary  policy,  which 

would limit the growth of the money supply.

In recent years, there has been a resurgence of interest 

in classical economics. This is partly due to the rise of 

neoliberalism, a political ideology that emphasizes free 

markets  and  limited  government  intervention  in  the 

economy.  Neoliberal  policies  have  been  adopted  by 

many countries around the world, and they have had a 

significant impact on the global economy.

The history of political economy is a long and complex 

one.  The  field  has  been  shaped  by  a  wide  range  of 

factors,  including  political,  economic,  and  social 

changes.  Today,  political  economy  is  a  vibrant  and 

diverse  field  of  study  that  continues  to  play  an 

important role in our understanding of the relationship 

between government and the economy.
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Chapter  1:  The  Evolution  of  Political 

Economy

Classical Political Economy

Classical  political  economy  is  a  school  of  economic 

thought that dominated economic discourse from the 

mid-18th century to the mid-19th century. The classical 

economists,  such as Adam Smith,  David Ricardo,  and 

John  Stuart  Mill,  believed  that  the  economy  was 

governed  by  natural  laws  that  could  be  discovered 

through reason and observation. They argued that the 

economy  was  self-regulating  and  that  government 

intervention was generally harmful.

The  classical  economists  made  several  important 

contributions to economic thought. They developed the 

concept  of  the  division  of  labor,  which  showed how 

specialization  could  increase  productivity.  They  also 

developed the theory of comparative advantage, which 

showed why countries should specialize in producing 
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goods  in  which  they  have  a  comparative  advantage. 

The classical economists also developed the theory of 

rent, which showed how the ownership of land could 

lead to economic inequality.

The  classical  economists  had  a  profound  impact  on 

economic policy. Their ideas were used to justify free 

trade,  deregulation,  and  limited  government 

intervention in the economy. The classical economists 

also helped to lay the foundation for the development 

of modern economic thought.

The Labor Theory of Value

One of the most important contributions of the classical 

economists was the labor theory of value. This theory 

states that the value of a good or service is determined 

by  the  amount  of  labor  required  to  produce  it.  The 

labor theory of value was used to explain why some 

goods and services are more expensive than others. It 

was also used to argue for the rights of workers.
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The Iron Law of Wages

Another  important  contribution  of  the  classical 

economists  was  the  iron  law  of  wages.  This  theory 

states  that  wages  will  always  tend  to  fall  to  the 

subsistence level, which is the minimum level of wages 

necessary  for  workers  to  survive.  The  iron  law  of 

wages  was  used  to  explain  why  poverty  was  so 

widespread in the early 19th century. It was also used 

to argue against government intervention in the labor 

market.

The Classical Model of Economic Growth

The  classical  economists  also  developed  a  model  of 

economic  growth.  This  model  showed  how  the 

economy  could  grow  through  the  accumulation  of 

capital and technological progress. The classical model 

of  economic  growth  was  used  to  explain  why  some 

countries were richer than others. It was also used to 

argue  for  policies  that  would  promote  economic 

growth.
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The  classical  economists  made  a  significant 

contribution to economic thought. Their ideas helped to 

shape economic policy and to lay the foundation for the 

development of modern economic thought.
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Chapter  1:  The  Evolution  of  Political 

Economy

The Rise of Neoclassical Economics

The rise of neoclassical economics in the late 19th and 

early  20th  centuries  marked  a  significant  shift  in 

economic  thought.  Neoclassical  economists  sought  to 

develop  a  more  rigorous  and  scientific  approach  to 

economics, and they placed a strong emphasis on the 

role of individual choice and rational decision-making.

One of the key features of neoclassical economics is its 

focus  on  marginal  analysis.  Marginal  analysis  is  the 

study of how changes in one economic variable affect 

other economic variables,  holding all  other variables 

constant.  This  approach  allows  economists  to  isolate 

the effects of specific factors on economic outcomes.

Another  key  feature  of  neoclassical  economics  is  its 

emphasis  on  equilibrium.  Equilibrium  is  a  state  of 

balance  in  which  there  are  no  forces  that  tend  to 
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change the current situation.  Neoclassical  economists 

believe  that  the  economy  naturally  tends  towards 

equilibrium,  and  they  use  equilibrium  models  to 

analyze economic behavior.

Neoclassical economics has been highly influential  in 

the development of economic thought, and it remains a 

dominant school of thought today. However, it has also 

been  criticized  for  its  assumptions  about  rational 

decision-making  and  its  neglect  of  social  and 

institutional factors.

The Assumptions of Neoclassical Economics

Neoclassical  economics  is  based  on  a  number  of 

assumptions about human behavior and the economy. 

These assumptions include:

 Rationality: Neoclassical  economists  assume 

that  individuals  are  rational  decision-makers 

who seek to maximize their utility or profit.
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 Self-interest: Neoclassical  economists  assume 

that individuals are self-interested and that they 

make  decisions  based  on  their  own  personal 

benefit.

 Perfect  information: Neoclassical  economists 

assume  that  individuals  have  perfect 

information about the economy and the choices 

they face.

 Equilibrium: Neoclassical  economists  assume 

that  the  economy  naturally  tends  towards 

equilibrium, and that this equilibrium is Pareto 

efficient,  meaning that it  is impossible to make 

one  individual  better  off  without  making 

someone else worse off.

The Criticisms of Neoclassical Economics

Neoclassical  economics  has  been  criticized  for  a 

number of reasons, including:

 Its  assumptions  are  unrealistic: Critics  argue 

that  the assumptions of  neoclassical  economics 
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are unrealistic  and that  they do not  accurately 

reflect the real world. For example, individuals 

do not always make rational decisions, they are 

not  always  self-interested,  and  they  do  not 

always have perfect information.

 It  neglects  social  and  institutional  factors: 

Critics  argue  that  neoclassical  economics 

neglects  the  role  of  social  and  institutional 

factors  in  economic  outcomes.  For  example, 

neoclassical  economics  does  not  take  into 

account  the  role  of  power,  inequality,  and 

discrimination.

 It  leads to inefficient outcomes: Critics  argue 

that  neoclassical  economics  can  lead  to 

inefficient outcomes, such as market failures and 

economic  inequality.  For  example,  neoclassical 

economics  supports  policies  that  promote  free 

markets,  even  when  these  markets  are  not 

competitive and lead to market failures.
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Despite  these  criticisms,  neoclassical  economics 

remains a dominant school of thought in economics. Its 

focus on rational decision-making and equilibrium has 

provided  valuable  insights  into  economic  behavior. 

However, it is important to be aware of the limitations 

of neoclassical economics and to consider the role of 

social and institutional factors in economic outcomes.
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This extract presents the opening three 

sections of the first chapter.

Discover the complete 10 chapters and 

50  sections  by  purchasing  the  book, 

now available in various formats.
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This extract presents the opening three 
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Discover the complete 10 chapters and 

50  sections  by  purchasing  the  book, 

now available in various formats.
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