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Objectives of the lecture

• To demonstrate the consolidation of neoclassical 
economic theory in Europe and America in the first 
decades after the marginal revolution

• To show the specific forms in which neoclassical 
theory developed in different countries, particularly in 
the European Union and in the European Union.

• To in the United Kingdom, the United States, Italy, 
Sweden and Austria
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Contents
• UK

– A. Marshall * F.Y. Edgeworth * Ph. Wicksteed * A.C. Pigou

• USA

– J. B. Clark * I. Fisher

• Italy

– M. Pantaleoni * E. Barone * V. Pareto

• Sweden

– K. Wicksell * G. Cassel

• Austria

– F. v. Wieser * E. v. Böhm-Bawerk
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Belle époque
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Belle époque
1871-1914

Queen Victoria
1837–1901

Edward VII
1901-1910

Expo Universelle 1901

Gilded Age

Wilhelm II
1888-1918

Wilhelm I
1861-1888
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Neoclassical economics

Thorstein Veblen (1900): “The Preconceptions of 
Economic Science, III”, Quarterly Journal of 
Economics, 14(2): 240-269
Tony Aspromourgos (1986): “On the origins of 
the term ‘neoclassical’”, Cambridge Journal of 
Economics, 10(3): 265–270
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Neoclassical economics
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United Kingdom
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Alfred Marshall (1842-1924)

by Walter Stoneman
platinum print, 1917, NPG



11NJ Theocarakis UoA: The consolidation of neoclassical economics



12NJ Theocarakis UoA: The consolidation of neoclassical economics

Alfred Marshall (1842-1924)

1865 Cambridge Mathematical Tripos
Fellow St John’s College

1868 College Lecturer in Moral Sciences
1879 Economics of Industry with Mary Paley
1879-1881 Professor of Political Economy & 
Principal at University College Bristol
1884 Cambridge Professor of Political Economy 
1890 Principles of Economics
1919 Industry and Trade
1923 Money, Credit and Commerce

Royal Economic Society
Women and University
Economics Tripos

Mary Paley 
Marshall

(1850-1944)

St John’s College, Cambridge
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Alfred Marshall (1842-1924)

1879
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Alfred Marshall (1842-1924)

1890 
1st edition

1920 
8th edition
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Alfred Marshall (1842-1924)

1923
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Alfred Marshall (1842-1924)



17NJ Theocarakis UoA: The consolidation of neoclassical economics

Alfred Marshall (1842-1924)

Equilibrium between supply and demand

Economic realism: A theory useful to laymen

Olive branch to the classics
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Alfred Marshall (1842-1924)
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Alfred Marshall (1842-1924)

Pace Jevons, Marshall 
does not think that 
Ricardo was wrong
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Alfred Marshall (1842-1924)

Role of mathematics

Although Marshall was a great 
mathematician, he did not believe 
that mathematics has a dominant 
role in economic theory
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Alfred Marshall (1842-1924)

The Mathematical Appendix: 
Principles of Economics
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Alfred Marshall (1842-1924)
Figures relegated to footnotes

The famous Marshallian 
cross: equilibrium of supply 
and demand. Note the 
reversal of axes
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Alfred Marshall (1842-1924)

The demand curve is derived from the constant marginal utility of money

x
x

U U
Ux xP UP m

m

∂ ∂
∂∂ ∂= ⇒ =

∂∂
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Alfred Marshall (1842-1924)
Application of the equi-marginal principle

The boy in the forest 
stops picking 
blackberries when 
the marginal fatigue 
from picking equals 
the pleasure of the 
marginal blackberry
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Alfred Marshall (1842-1924)
From a purely subjective theory of value to a theory of supply and demand 
equilibrium at normal prices.

Utility is mainly relevant for the consumer surplus

Elasticity of demand
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Alfred Marshall (1842-1924)

Other things being equal
Ceteris paribus
Partial equilibrium
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Alfred Marshall (1842-1924)



28NJ Theocarakis UoA: The consolidation of neoclassical economics

Alfred Marshall (1842-1924)

General 
Equilibrium
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Alfred Marshall (1842-1924)

Time periods in economic analysis: Four classes
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Alfred Marshall (1842-1924)

Market, Short-run, Long-run, Secular
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Alfred Marshall (1842-1924)

In Walras the return to the equilibrium point is through a change in prices, in 
Marshall through a change in quantities which are the independent variable, 
hence the demand and supply curves have quantities on the horizontal axis and 
prices on the vertical.
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Alfred Marshall (1842-1924)
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Alfred Marshall (1842-1924)

• Increasing returns to scale
• Internal
• External

• Representative firm
• Biological metaphors
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Alfred Marshall (1842-1924)
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Alfred Marshall (1842-1924)
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Francis Ysidro Edgeworth (1845-1926)

by Walter Stoneman, bromide print, 
1917, NPG
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Francis Ysidro Edgeworth (1845-1926)
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Francis Ysidro Edgeworth (1845-1926)
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Francis Ysidro Edgeworth (1845-1926)
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Francis Ysidro Edgeworth (1845-1926)
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Francis Ysidro Edgeworth (1845-1926)
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Francis Ysidro Edgeworth (1845-1926)
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Francis Ysidro Edgeworth (1845-1926)
Line of indifference



Το original Edgeworth box

Indiscriminate strife and confusion
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Francis Ysidro Edgeworth (1845-1926)
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Francis Ysidro Edgeworth (1845-1926)

Equilibrium at 
perfect competition

Edgeworth's limit 
theorem

“Core” of the game
Replica economies
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Philip Henry Wicksteed (1844 –1927)
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Philip Henry Wicksteed (1844 –1927)
Classicist, student of Dante, 
translator of Aristotle. In 
1882 he became involved in 
economics. Pure marginalist, 
the only true disciple of 
Jevons. Criticism of Marx 
from Jevons' point of view..
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Philip Henry Wicksteed (1844 –1927)

Marginal productivity
Law of product exhaustion
Euler's theorem for 
homogeneous functions (in this 
case of first degree)
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Note: Euler's theorem for homogeneous functions 

( )1, , n
nx x x += ∈ Let

Then a function f(x) is homogeneous of degree k, 
if

( )f x

Euler's theorem for homogeneous functions states that 

( ) ( ) ( )1
1

n
n

f x f x
x x kf x

x x
∂ ∂

+ + =
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

For k=1 then
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n
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x x f x
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If f(x) is a production function with constant returns to scale - i.e., if it is homogeneous of 
degree one - and each factor of production is paid its marginal product, then the value of 
the product is equal to (exhausted by) the sum of the rewards of the factors of production
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Exhaustion of the product: Euler's theorem

( )
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Exhaustion of the product: Euler's theorem

( )
( ) ( )( )
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Example: Cobb-Douglas production function
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Laws of distribution

Edgeworth, F. Y. “The Theory of Distribution.” The Quarterly Journal of Economics 18, 
no. 2 (1904): 159–219
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Laws of distribution
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Arthur Cecil Pigou (1877 –1959)
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Arthur Cecil Pigou (1877 –1959)
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Arthur Cecil Pigou (1877 –1959)

Externalities: difference between 
private and social cost or benefit
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United States of America



61NJ Theocarakis UoA: The consolidation of neoclassical economics

John Bates Clark (1847 –1938)
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John Bates Clark (1847 –1938)
J.B. Clark was born in Providence, Rhode Island.
He graduated from Amherst in 1872, with
postgraduate studies in Germany and Switzerland.
His first book The Philosophy of Wealth (1886)
shows the influence of the German Historical
School, and he was sympathetic to Christian
Socialism. His major work, The Distribution of
Wealth (1899), addresses the principle of marginal
productivity by generalizing Ricardo's theory of land
rent. He was the first important American
economist of international stature and one of the
founders of the American Economic Association in
1885, which honoured his memory with the J.B.
Clark Medal for the best economist under 40.
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John Bates Clark (1847 –1938)

On the horizontal axis we measure
units of labour and on the vertical
axis we measure the marginal product
of labour. The total of the workers'
wages is AECD, i.e., the number of
workers (AD) times the marginal
product of the last worker (CD). The
area (EBC) pays the other factor of
production, i.e., capital
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John Bates Clark (1847 –1938)
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Irving Fisher (1867–1947)
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Irving Fisher (1867–1947)

The first doctorate in economics from Yale University
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Irving Fisher (1867–1947)
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Irving Fisher (1867–1947)
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Irving Fisher (1867–1947)

Quantity Theory of Money

MV=PQ

1911
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Irving Fisher (1867–1947)
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Other American neoclassicals

Frank William Taussig
(1859-1940)

Frank H. Knight
(1885-1972)

Jacob Viner 
(1892-1970)
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Other American neoclassicals

Frank William Taussig
(1859-1940)

Frank H. Knight
(1885-1972)

Jacob Viner 
(1892-1970)

Zeitschrift für Nationalökonomie, (1931), 
(3):1 pp. 23-46
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Italy
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Vilfredo Pareto (1848 –1923)
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Vilfredo Pareto (1848 –1923)
PARETO, VILFREDO. “CONSIDERAZIONI SUI 
PRINCIPII FONDAMENTALI DELL’ ECONOMIA 
POLITICA PURA.” Giornale Degli Economisti, 
vol. 4 (Anno 3), 1892, pp. 389–420. 

vol. 4 (Anno 3), 1892, pp. 485–512.

vol. 5 (Anno 3), 1892, pp. 119–57.

vol. 6 (Anno 4), 1893, pp. 1–37.

vol. 7 (Anno 4), 1893, pp. 279–321.
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Vilfredo Pareto (1848 –1923)

“Économie mathématique” (1911), 
Encyclopédie des sciences mathématiques

1906

1896
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Vilfredo Pareto (1848 –1923)

Œuvres complètes / Vilfredo Pareto ; publiées sous la direction de Giovanni 
Busino, Droz, Genève, 1964-1989, 32 volumes.
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Vilfredo Pareto (1848 –1923)

1869 PhD Turin (Engineering) “The basic principles of equilibrium in solid bodies”
Civil Engineer at the Railways,

1880 Director General at the Società delle ferriere italiane
1886 Lecturer in economics and management at the University of Florence
1889 Death of his parents. Marries Alessandrina Bakunin
1893 Succeeds Walras in Lausanne.
1923 Mussolini's Senator. Marries Jeanne Regis
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Vilfredo Pareto (1848 –1923)

Mathematization of economics

Indifference curve
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Vilfredo Pareto (1848 –1923)

Ophelimity

Non-measurable utility

Cardinal vs Ordinal
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Vilfredo Pareto (1848 –1923)

Pareto optimum
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Vilfredo Pareto (1848 –1923)

Pareto's law for the 
distribution of income

Pareto distribution
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Vilfredo Pareto (1848 –1923)

https://www.byterfly.eu/islandora/object/librib%3A584
341#mode/2up

https://www.byterfly.eu/islandora/object/librib%3A584341#mode/2up
https://www.byterfly.eu/islandora/object/librib%3A584341#mode/2up
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Maffeo Pantaleoni (1857–1924)
Enrico Barone (1859–1924)

Maffeo Pantaleoni Enrico Barone 
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Maffeo Pantaleoni (1857–1924)
Enrico Barone (1859–1924)
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Sweden
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Knut Wicksell (1851 –1926)
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Knut Wicksell (1851 –1926)

Über Wert, Kapital und 
Rente nach den neueren 
nationalökonomischen 
Theorien. Jena. 1893. 

1954

Geldzins und Güterpreise: eine 
Studie über die den Tauschwert des 
Geldes bestimmenden Ursachen. 
Jena: G. Fischer. 1898

Finanztheoretische 
Untersuchungen nebst 
Darstellung und Kritik 
des Steuerwesens 
Schwedens. Jena: G. 
Fischer. 1896
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Knut Wicksell (1851 –1926)

1934 1935
Föreläsningar i nationalekonomi. 

Lund. 1901-1906
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Knut Wicksell (1851 –1926)

• Theory of marginal productivity and product exhaustion.
• Cumulative process
• Capital time structure
• Theory of money
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Knut Wicksell (1851 –1926)

Increasing 
returns to scale

Decreasing 
returns to scale

Constant 
returns to scale 
(CRS)

Market equilibrium with many firms with identical cost functions

AC=MC=P

ΜC

ΑC

P

Exhaustion of the product. Homogeneous 
function of first degree (CRS)
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Karl Gustav Cassel (1866–1945)
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Karl Gustav Cassel (1866–1945)

Theoretische Sozialökonomie, 
Leipzig, C. F. Winter. 1918

Schumpeter: 90% Walras, 10% water.
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Austria
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Friedrich Freiherr von Wieser (1851 –1926)
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Friedrich von Wieser (1851 –1926)

• Grenznutz marginal utility
• Zurechnung Imputation
• Opportunity cost

Theorie der gesellschaftlichen
Wirtschaft, 1914 
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Eugen Böhm Ritter von Bawerk (1851 –1914) 



98NJ Theocarakis UoA: The consolidation of neoclassical economics

Eugen von Böhm-Bawerk (1851 –1914) 

Critique of Marx on the transformation of labour values into production prices: Valid 
only for a stable organic composition of capital

Eugen von Böhm-Bawerk, “Zum Abschluß des Marxschen Systems“, in 
Staatswissenschaftliche Arbeiten. Festgaben für Karl Knies, hrsgb. von 
Otto von Boenigk, Haering: Berlin 1896, S. 87-205.
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Eugen von Böhm-Bawerk (1851 –1914) 

Theory of interest rate and capital
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Imperfect competition

• Piero Sraffa (1898-1983)
• Edward Chamberlin (1899-1967)
• Joan Robinson (1903-1983)
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Piero Sraffa (1898-1983)

“Sulle relazioni tra costo e quantità prodotta», 
Annali di economia, II, 1925

“The Laws of Returns under Competitive Conditions”, 
Economic Journal, 1926, 36(144)
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Edward Chamberlin (1899-1967)
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Edward Chamberlin (1899-1967)
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Joan Robinson (1903-1983)
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Joan Robinson (1903-1983)
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Institutionalist School

• Thorstein Veblen (1857-1929) 
• John R. Commons (1862–1945)
• Wesley Clair Mitchell (1874-1948) 
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Thorstein Veblen (1857-1929)
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Thorstein Veblen (1857-1929)
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Thorstein Veblen (1857-1929)

— (1899). The Theory of the Leisure Class. New York: MacMillan. 
— (1904). The Theory of Business Enterprise. New York: Scribner.
— (1914). The Instinct of Workmanship and the State of the Industrial Arts. New York: MacMillan.
— (1915). Imperial Germany and the Industrial Revolution. New York: MacMillan.
— (1917). An Inquiry into the Nature of Peace and the Terms of Its Perpetuation. New York: MacMillan. 
— (1918). The Higher Learning In America. New York: Huebsch.
— (1919). The Place of Science in Modern Civilisation and Other Essays. New York: Huebsch. 
— (1919). The Vested Interests and the Common Man. New York: Huebsch.
— (1921). The Engineers and the Price System. New York: Huebsch..
— (1923). Absentee Ownership and Business Enterprise in Recent Times: The Case of America. New York: 

Huebsch.
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John R. Commons (1862–1945) 

American Economic Review (1931), 21 (4), pp. 648-657
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John R. Commons (1862–1945) 
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Wesley Clair Mitchell (1874-1948)
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Clarence Edwin Ayres (1891-1972)



End of Lecture
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