
Economic Theories: New Ideas  
 

During the late 1700s and early 1800s, industrialization was changing the way people worked and the products 

they used, but it also changed how people thought about economics as well. Old ideas about mercantilism - the 

idea that a nation’s strength depended upon the amount of wealth (and trade) it controlled – were giving way to 

new ideas about capitalism and competition. 

 

Adam Smith and The Wealth of Nations 

 

Under the old system of mercantilism, governments sought to export, or sell, more goods to other countries than 

it imported, or bought from other countries. Maintaining a favorable balance of trade led governments to 

heavily restrict trade in order to protect their own industries from foreign competition. With the beginning of the 

Industrial Revolution in the early 1700s, this idea began to change. People started to think that government 

should not interfere with business. This idea became known as laissez-faire capitalism, using a French phrase 

that means “free to do.” People began to believe that those involved directly with trade should be free to do 

what was best for their business, without government regulations getting in the way. 

 

Adam Smith became the leading advocate of laissez-faire economics in 1776 

when he published The Wealth of Nations. A Scottish economist and 

philosopher, Smith used Enlightenment principles to analyze the definition and 

creation of wealth. Smith wrote that markets free from government interference 

benefitted everyone. If people could be free to act in their own best interest, own 

property without limitations, and compete for success, society as a whole could 

benefit. The idea of an economy in which people enjoy the freedom to make 

their own choices about what to buy, where to work and what to make is also 

called the free enterprise system. Though many people disagreed with Smith at 

first, by the 1840s the British government had accepted Smith’s ideas and ended 

most of its mercantilism regulations. 

 

Competing Economic Views 

 

Not everyone agreed that laissez-faire capitalism was a good thing. Some philosophers blamed capitalism for 

the poor working conditions of the Industrial Revolution and the growing gap between the rich and the poor. 

They took a different stance on economic systems and their impact on people. 

 

Robert Owen and Socialism 

 

Like Adam Smith, Robert Owen was also a British philosopher 

concerned with economics, but he came to a very different conclusion than 

Smith did. In his 1813 book, A New View of Society, Owen put forth the 

theory of socialism - that for the good of all, the government or the 

society as a whole should own some of the means of production – 

factories, farms, banks - and control industry, rather than individuals.  

 

To demonstrate his ideas, Owen built a mill complex at New Lanark, 

Scotland, which gained widespread praise as a model industrial town. The 

workers there enjoyed good working conditions, shopped at nonprofit 

stores, lived in decent houses, and could earn sick pay. Because he felt that 

education improved character, Owen even provided free schooling for the 

workers’ children. He also put strict rules on workers’ personal lives, 

including curfews and bathing requirements. 



The efforts of Owen and others who believed in socialism led workers to band together to improve working 

conditions. This was the beginnings of the labor union movement. Additionally, socialists’ desire to change 

society led to social democracy, or the idea that people could shift from capitalism to socialism through 

democratic means. This can be seen in most European countries today, where the economies are a blend of 

capitalism and socialism. 

 

Karl Marx and Communism 

 

For some philosophers, socialism did not do enough to support the rights 

and interests of the workers. Two Germans, Friedrich Engels and Karl 

Marx, proposed a more radical version of socialism when they published 

The Communist Manifesto. They thought that as capitalism grew, more 

and more workers would sink into poverty while rich industrialists 

became more and more wealthy. Faced with this growing inequality, the 

workers, or proletariat, would eventually rise up and rebel against the 

wealthy industrialist class. In this revolution, the proletariat would seize 

control of the means of production and govern themselves. Capitalism 

would collapse, and workers would establish a society based on 

cooperation and the equal distribution of wealth. 

 

In time, Marx would be better known than Engels. In 1867, he published Das Capital, continuing his arguments 

against capitalism. Marx believed that one significant problem with capitalism was how it disrupted the 

relationship between labor and profit. He believed that there should be a direct connection between the work a 

person did and the pay that they received. For example, he thought that it was unfair that one worker could work 

all day under harsh conditions and make very little while the owner could become rich doing nothing but sitting 

back and supervising.  

 

Marx thought that socialism could help rid the world of these injustices, but was convinced that the wealthy 

industrial class would never support socialist change. Instead, after the proletariat revolution, Marx thought that 

the workers would have to take control of the government to establish an equal society and live in harmony. 

Marx called this system communism. In pure communism, everything would be owned by all – there would be 

no private property and no social classes. Cooperation would replace competition, allowing everyone’s needs to 

be met. Despite Marx’s belief that this revolution would sweep across Europe, no government has ever 

successfully put in place his ideas of complete public ownership for public good in a lasting way. 

 


