
Contending Economic Theories: Neoclassical,
Keynesian, and Marxian
Economic theory is the foundation of economic policy, providing the
conceptual framework for understanding how economies function and how
they can be managed. Over the centuries, various economic theories have
emerged, each offering a unique perspective on the nature of economic
activity and its determinants. Three of the most influential and enduring
economic theories are:

Neoclassical economics

Keynesian economics

Marxian economics

These theories have profoundly shaped our understanding of economics
and have served as the basis for a wide range of economic policies. In this
article, we will delve into the key concepts, assumptions, strengths, and
weaknesses of each theory, providing a critical analysis of their implications
for economic policy.
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Neoclassical Economics

Key Concepts

Neoclassical economics is based on the premise that individuals are
rational actors who make decisions to maximize their utility or profit. The
theory assumes perfect competition, perfect information, and flexible
prices. Within this framework, market forces are believed to drive the
economy towards an optimal equilibrium, where resources are efficiently
allocated and overall welfare is maximized.

Key concepts of neoclassical economics include:

Marginalism: The idea that the value of a good or service is
determined by its marginal utility or contribution.

Supply and demand: The interaction between the quantity of a good
or service that producers are willing to supply and the quantity that
consumers are willing to demand.

Equilibrium: The point where supply and demand intersect, resulting
in a stable price and quantity.

Laissez-faire: The belief that government intervention in the economy
is generally harmful and should be minimized.

Assumptions

Neoclassical economics makes several assumptions about the nature of
the economy:
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Individuals are rational and self-interested.

Markets are perfectly competitive, with no barriers to entry or exit.

Information is perfect and costless to obtain.

Prices are flexible and adjust quickly to changes in supply and
demand.

Strengths

Neoclassical economics has several strengths:

Microeconomic foundations: Neoclassical economics is based on a
rigorous microeconomic foundation, which provides a detailed
framework for analyzing individual behavior and market interactions.

Simplicity and elegance: The theory is relatively simple and elegant,
making it easy to understand and apply.

Empirical support: Many aspects of neoclassical economics have
been empirically validated, providing some support for its assumptions
and predictions.

Weaknesses

However, neoclassical economics also has several weaknesses:

Unrealistic assumptions: The assumptions of perfect competition,
perfect information, and flexible prices are often unrealistic in the real
world.

Ignores market failures: Neoclassical economics tends to ignore
market failures, such as externalities, monopolies, and information



asymmetries, which can lead to inefficient outcomes.
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