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Many associate the beginning of Classical economics with Adam Smith’s Wealth of Nations which was written in 1776. In the Wealth of Nations, Adam Smith argued that land, labor, and capital were essential elements of the economy. In Smith’s opinion, allowing people to act in their own self-interest in a free market economy is the key to maximizing social benefit. His theory was later expanded by David Ricardo who concentrated on the distribution of income. He believed that limited supply of land caused the increase of rents, on the one hand, and the reduction of profits and wages, on the other hand. Thomas Robert Malthus, famous for his population theories, thought that population increased geometrically while output increased arithmetically. Therefore, since population grows faster than output, surplus would never be accumulated because any extra output would be consumed by the growing population.  In contrast to earlier classical economists, John Stuart Mill advocated for government intervention in order to promote equal distribution of income.  

There are two concentrations in Classical Economics:  value and distribution and free markets. The theory of free markets relies on the idea of separation of political and civil societies. In the opinion of classical economists, civil society is structured in accordance with private wants and activities and does not depend on political society. Relations among individuals are based on profit-seeking behavior and the consequences of such behavior constitute the historical development of civil society. Adam Smith introduced the concept of “invisible hand” to explain activities that organize the civil society. Invisible hand describes actions of independent individuals that engage in a contract motivated only by self-interest. Their motivations are generated from the institutions they are involved in. For example, individuals participating in social institutions such as family are constrained by family obligations. On the other hand, those participating in economic activities are free from the control of the family or the state and can prioritize their self-interest.  Individuals in a market economy can act as sole owners of their labor that they can exchange for capital. Exchanges between buyers and sellers of either labor or any other products generate production and consumption of more goods in the economy. However, there is no guarantee that every seller will find a buyer for his goods or labor. But, classical economists argue that such difficulties are only temporary and affect only individuals not the market as a whole. Such fluctuations in the market should motivate individuals to adjust and adopt new skills to improve their comparative advantage. As soon as they succeed in doing so market will be at its full capacity again. However, as history shows market failures do occur, for instance, the Great Depression. Classical economists argue that such failures are caused by government intervention and if the market was left untouched it would eventually correct itself. According to Adam Smith, government role in a free market economy should be limited to protection of the country, its citizens, and supply of public goods. This is, however, a controversial subject and many economists disagree on to what extent the state should partake in the economy. John Stuart Mill, for instance, believed that it was the government’s responsibility to educate people to prioritize public goods over their self-interest. 

The second important concentration of classical economics is the theory of value and distribution of goods. It explains how exchanges of goods occur in the market and their relation to the division of labor.  For the individuals it is only viable to specialize in the production of certain goods if they want to participate in the market. Without the existence of the market individuals would be forced to diversify their production in order to produce enough for their survival. In the market, however, buyers can rely on sellers to attain goods that they are not able to produce independently. Therefore, specialized traders depend on the market for exchanging their goods, while the market, on the other hand, promotes the division of labor. Price of goods in the market is determined by the amount of labor used in the production of goods. Labor, though, is considered as an expense in the production of goods and its price has to be in accordance with the price of final goods.  As a result, workers are paid minimum wage just enough for survival. This, in turn, generates surplus which is allocated to the owners of the company in a market economy. 
The basic understanding of the Marxian’s school of thought is the one of humanity and the focus on elemental needs of humans, in other words the theory points out how a man provides for his material interest that is rooted within the class system. This interest is understood by Marx at an individual level but made clear in a capitalist economy.  The individuals are under the impression that they are looking after their personal economical interests. In a capitalist economy individuals come to realization that they have the same needs as everyone else. This is the start of class struggle according to Marx. The class struggle is when you reach an aware state of mind where you know that there are other people within your society that are better off than you because of the sole purpose that they own the means of production, private property. According to Marx, these notions made a change within the society organizing it into too different classes, the bourgeoisies (privet property owners) and the proletarians (the wage-earners).  The real issue with capitalist economic system is how labor is valued. Marx and Engels concluded in the labor theory of value that goods and services should be valued in accordance to the time it takes to produce them. The capitalists are not doing this, instead they are putting the commodity on the open market. When the commodity reaches the open market it will increase in value. This is not a problem; however, the problem is when the surplus for the commodity is used to accumulate wealth for the owners instead of being reinvested into the company for everyone’s benefit. Another important idea of Marx is the reduction of competition in the market. Marx believed that with time competition diminishes, firms are replaced by monopolies that take advantage of the workers by impoverishing them in order to increase their profits. 
Classical economists argued that capitalism would lead to people acting in a better co-operative way if they focus on profit-seeking ventures and maintain the social system that makes such activities possible. Historically we can find examples that would prove that capitalist economy is better functioning than communist economy. If we compare the standards of life in North Korea which is led by the communist party with South Korea which is a market economy, we can easily claim that capitalism (and open market which comes along with it) is much more efficient that communism. North Korea, for example, being isolated from the rest of the world with no diplomatic relations with any non-communist countries is struggling through a famine at the current moment. It has requested food aid from the US and is still uncertain when the aid will come. The uncertainty of the situation has a lot to do with political policies that North Korea has been implementing since they became a communist country.
If the policies in the communist countries have been implemented in the way Marx intended, communism might have been viewed upon differently.  In the communist manifesto Marx states that in the communist society everyone should be equal and should be paid according to his/her needs. But when we look at the reality, the communist elite are much better off that the workers. The elite enjoy different social status which comes with different rights. So, in practice the differences between the classes remained even though it was concealed. The Marx´s idea was utopic, it had good intentions and it could have worked and could have become successful if it had not been imposed on people.  People did not have the right mentality for adopting new ideology, ideology that requires self sacrifice for the benefit of the public good. 
 The Republic of China is the most successful of all communist countries but it does not employ communist ideology to its full extent. The Beijing Consensus states that the government has a central role in promoting economic growth and development. China in contrast to other communist states has invested significantly in diplomatic relations promoting free trade with neighboring countries.
Marx claimed that capitalism would lead to class conflict and the collapse of capitalism reached in a violent revolution led by the proletarians. The Great Depression of 1929 is a good example of a downturn in the capitalist economy which made governments rethink the benefits of the socialist theory which led to expansion of social welfare policies.
Most ex-Soviet countries have shifted away from socialist economic system towards market economies. The socialist system had a number of flaws, the major issue was the incentive system that the communist theory relied on which contradicted with human nature. Humans, selfish by nature, were forced to act in the benefit of public good. Even though harsh measures were taken to enforce such behavior, individuals still found ways to pursue their own self-interest. 
On the other hand, not a single country practices pure capitalism. Market failures do occur and, historically, it has been shown that the best way to correct them is through government intervention. Also, government social programs can result in positive externalities such as education which can benefit the whole society. In pure capitalism, public goods can not be produced by individuals because such goods do not generate enough profit to justify the investment. Neither capitalism nor communism is viable in their pure form, capitalism with elements of socialism, however, has been proven to be the most successful model so far.
