Chapter Twelve:  The Marginalist School – Forerunners 
(pg 211 - 230)

Historic Background
	By the 1850’s, it was clear that there were problems with the classical view
Also clear that there were “economic” problems in society
Uneven distribution of wealth
Even if the general standard of living was rising
Business fluctuations were now clearly a real phenomena
The (relative) decline of agrarian economies meant
Many now exposed to fluctuations
Appalling working conditions in industry

	Three responses to the above problems
		Socialism and socialist thought (Marxism)
		Trade Unionism
		Demand for government reform of the market

	All three of these went against Classical thought
	Who opposed all those views, even though they knew that
		There value and distribution theories were inaccurate
	“our policy prescriptions are correct, even if our theory isn’t”
		But classical economics had been turned, the labor theory of value
			Meant rent is theft, all labor is productive, only labor has value
		This was never what Smith or others said, or believed

Major Tenants of the Marginalist School
· Focus on the margin:  the margin is where decisions are made, that is where the focus should be 
· Rational Economic Behavior.  Assumed purposeful, planned behavior (rejected “moronic materialism” of marx), that was aimed at achieving some objective.  The objective was to maximize utility (Benthamite at the individual level), individual utility, not “social” utility
· Microeconomic emphasis:  the individual and the firm take center stage, rather than just looking at the aggregates.  This both simplified economics (partial equilibrium analyses) and enriched it – since now you could study details in, well, detail)
· Abstract Deduction:  they continued to use abstract deduction (similar to Ricardo), they rejected the historical method
· Emphasised pure Competition:  they assumed many buyers and sellers, rationality, etc., which led to competitive markets
· Demand oriented price theory:  They rejected the classical assumption that supply theory (costs of production) determined “exchange value”, instead they emphasized (over-emphasized) demand as the determinant of price
· Subjective Utility:  Demand depends on Utility, which is subjective and depends on individual tastes and values
· Equilibrium approach:  The market tends towards equilibrium, when disturbed it tends to move back to its set state
· Merger of Land and Capital Goods:  they stopped treating them as separate, and later incorporated interest into one toolset:  the rate of return for an asset.  Cleared up a lot of confusion

Stylistic note:  The early marginalists began to use math and graphs….

Whom did the Early Marginalists seek to benefit?
	They thought everybody, since they were advancing understanding of economics
	They opposed the Marxists, and showed how competition raised wages
	They also opposed unions though, and tended to favor status quo, landowners

 


Page 1 of 2
F:\Class\History of Economic Thought\Hist Econ Thought - Chapter 10 Marxism.docx
