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Development of
ECONOMIC ANALYSIS

Fifth Edition

This volume traces the development of economic theory from its pre-analytical stage to modern micro—
macro analysis. All the major movements are covered in six chronological parts which blend historical
analysis and contemporary theoretical and diagrammatic exposition to establish the relationship
between modern theory and its roots. Its user-friendly features include:

An unusual introductory chapter, “The Origins of Analytical Economics”, which sets the stage for
understanding the development of economics as a science by carefully distinguishing the economic
thought of pre-eighteenth century from economic analysis.

A “family tree” at the beginning of each section illustrating how the key streams and people
connect and develop, accompanied by a list of the most important publications for that period.
Integrates selections from the major works within their context, thus enabling reference to source
material.

The subject matter is divided to allow individual users to follow their preferences. The text also
includes guidelines for use on a one semester course.

Each part ends with a summary and questions to discuss, along with glossaries and suggestions for
further reading.

The book provides a valuable aid to the study of the development of economic analysis per se while at
the same time encouraging students to examine its relevance to contemporary theory. Now in its fifth
edition, this modern classic has established itself as the foremost undergraduate text for understanding
the development of economic analysis.

Ingrid Hahne Rima is Professor of Economics at Temple University.
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Preface

The present edition seeks to ride the crest of the continuing wave of enthusiasm about the history of
economics, much of which has been generated by the younger members of the profession. Their
training in the use of modern analytical tools and concepts is helping to bridge the artificial hiatus
that has too long persisted between the study of the history of economics and contemporary theory.
While the chief objective of this book is to encourage the study of the history of economics for its
own sake, the bridging of that separation is also among the objectives of this edition, as it was of
earlier editions. I hope it will encourage yet another generation of students to catch the intellectual
excitement of returning to the classics. The Physiocrats, Adam Smith, David Ricardo, Thomas
Malthus, the Mills, and Alfred Marshall pioneered in the development of the analytical tools and
concepts on which our modern discipline rests.

Those who teach and those who learn generally agree that there is no substitute for studying their
intellectual legacy from original sources. Lengthy collateral readings from the masterworks are thus a
standard feature even for undergraduate course offerings, though their effective use is often problem-
atical. It is in the hope of addressing these difficulties that the present edition undertakes to integrate
selections from the masterworks. These are introduced within the context of the many controversial
issues to which those who shaped economics gave their attention. This format offers the double ad-
vantage of providing easy access to original source readings while reenforcing our appreciation of the
intensely practical concerns of our intellectual forebears as problem solvers. The differing ‘‘answers’’
that they offered also make it manifestly clear that intellectual controversy has been a characteristic of
economic inquiry from its earliest days.

To facilitate exploration of the development of economic theory, the present text retains the division
of the subject matter into six Parts. Part I focuses on the preclassical period that antedated Smith’s
Wealth of Nations and that laid the groundwork for the transition to classical economics. Part II
explores the major themes of ‘‘Classical Economics’’ in terms of the specific contributions of Smith,
Malthus, Ricardo, John Stuart Mill, and Nassau Senior. Part III, ‘“The Critics of Classicism,”’ fo-
cuses on writers who, like Jevons and the Austrians, rejected the mainstream tradition. Karl Marx’s
alternative analytical system is included among those that reflect dissent from classicism, even though
Marx may also be thought of as the last of the great 19th-century classicists.

Part IV ““The Neoclassical Tradition’’ begins with the eclectic efforts of Alfred Marshall to join
marginalist techniques and thinking to the classical tradition. Between 1890 and the close of World
War II in 1945, Marshall’s oral and written tradition was refined and embellished by his students and
colleagues, as well as by American scholars who came under their influence. Modern welfare theory,
the theories of imperfect and monopolistic competition, and even the business cycle theories that
matured out of Austrian capital theory are appropriately examined within the context of the neoclas-
sical paradigm. These developments are part of the stunning intellectual breakthroughs that were
achieved during the period George Shackle so colorfully called ‘‘the years of high theory.”

The years of high theory were also characterized by the dissenting voices of the institutionalists, the
theoretical socialists, and John Maynard Keynes, whose intent was nothing less than to generate an
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viii Preface

intellectual revolution. The issues of their dissent are examined in Part V, which sets the stage for our
concluding Part VI, “‘Beyond High Theory,”” which undertakes to provide a historical guide to con-
temporary theory. The long-term legacy of high theory for economics can be fully appreciated only in
relation to the emergence of econometrics as the sister discipline of economics. The history of econo-
metrics and its relation to economic theory are among the important new research areas to which
historians of economics have turned their energies. The role that econometric techniques have played
in shaping contemporary micro and macroeconomic theory, as well as the increasing econometric
literacy of students of economics, provides persuasive reasons for including a chapter that examines
this important research area. This is the task of Chapter 21, which introduces Part VI, and which
interprets econometrics as playing a key role in shaping not only contemporary economics, but in
defining critical areas of controversy and dissent. These topics are more fully articulated in Chapters
22-24, which examine the competing paradigms of contemporary economics within the framework of
their historical traditions.

Methodological questions and their relationship to paradigm changes are also discussed more fully
in this edition, which is consistent with contemporary interest in this aspect of the discipline. The
objective is to provide students with an understanding of economics as a science and an appreciation
of the reasons why its intellectual revolutions appear to be different from those that characterize the
natural sciences.

As in the previous edition, the division of the subject matter is intended to accommodate the pref-
erences of individual users in tailoring their course of content. For users who prefer a firm delination
between the history of economic thought and contemporary economics, Parts I through IV comprise a
substantially traditional course. Their focus is on the development of neoclassical economics up to
approximately 1945. The overview at the beginning of each part facilitates omission of certain chap-
ters, if necessary, without sacrificing continuity. For users who also wish to examine criticisms of
mainstream thinking during the same period, Institutionalist, Socialist, and Keynesian contributions
are given extended treatment in Part V. Part VI is intended chiefly for those who prefer to examine the
continuum of ideas that links contemporary theory with the history of thought.

For users who are attracted to Part VI but do not have time to use the entire text, I offer the
following outline for a one-semester course. Assign Chapters 1 and 2; proceed to Part II, omitting
Chapters 6 and 8; continue with Part III, assigning the overview and Chapters 10 and 12. These
chapters examine the essentials of the classical tradition and the subsequent dissent from it. The over-
view and Chapters 14 and 15 of Part IV provide the essentials of the neoclassical tradition as it
developed between 1890 and 1945. The overview of Part V and Chapters 18 and 20 provide an equiv-
alent treatment of the dissent from neoclassicism during the same period. These four chapters provide
sufficient background to enable a reasonably advanced undergraduate to understand the four chapters
that comprise Part VI. This selection of 15 chapters is somewhat more technical than an equivalent
number selected from the earlier part of the book, but it provides an effective semester course in
which the history of economics is linked to contemporary theory.

The space requirements for integrating selections from the masterworks were necessarily substan-
tial and dictated omissions elsewhere. The cost-benefit evaluation of space allocation that emerged
from my own experience was that the two or three pages devoted to presenting ‘‘Notes for Further
Reading’’ in a narrative format could be sacrificed with minimum loss to my students. Fortunately,
the mammoth four-volume New Palgrave Dictionary, edited by John Eatwell, Murray Milgate and
Peter Newman, is now widely available and its entries lend themselves to identification as a primary
reference. Accordingly, the most relevant entries are listed at the end of each chapter along with
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“‘Questions to Discuss or Write About.”” The latter can serve such multiple purposes as self-study,
providing topics for term papers (especially when used jointly with ‘‘Notes for Further Reading’’) or
essay examination questions. Glossaries of Terms and Concepts have been retained; their substantial
value as a learning aid easily justifies their relatively small space requirement.

My greatest intellectual debt in the preparation of this edition is to my many colleagues in the
History of Economics Society. The Society’s annual meetings provide a rare combination of intellec-
tual stimulation and good fellowship. Nancy Wulwick, in particular, offered numerous suggestions for
masterwork selections and their effective use in the text. To mention all the others by name would be
to substantially republish the Society’s membership list. I have instead incorporated their names into
suggestions for further reading and trust that this acknowledgment will serve to express my intellec-
tual debt to them as well as my appreciation for their warm friendship. Last, but far from least, a
special word of thanks is owed to Lynne Basler for her able assistance in resolving the problems that
invariably arise even in the most carefully conceived production program.

Ingrid Hahne Rima
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