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PREFACE

interest in the subject of competition began, tenuously, in the 

Autumn of 1966, during a course of lectures on government and enterprise, given 

by Professor E. F. Harris, at the University of ^Manitoba. That initial interest 

was both strengthened and broadened in the following year by his series of 

graduate seminars on the history of economic thought, and it eventually led me 

to the choice of a thesis topic, "Schumpeter on Competition" (M.A., Manitoba, 

1970).

To Professor Harris I owe an enormous personal debt, for all that 

he has done to make my doctoral studies possible.

Preliminary research into Schumpeterf s life and writings served as 

a useful stepping-stone to the present thesis. Schumpeter, in addition to 

advancing his own views on competition, brought to his work a considerable 

knowledge and understanding of the history of economic thought, though some of 

his attitudes are quite puzzling and not entirely defensible, while oftentimes 

he seemed to adopt questionable positions, merely for the sake of being 

provocative. However, with his work as the initial stimulus towards further 

inquiry, I trust that since 1970 there has been a maturing in my appreciation 

of the many-sided issues of competition in economic thought.

Libraries are the veritable sine qua non of historical research. 

The combined resources of the splendid and numerous libraries of Oxford and 

London, taken together, must surely represent the finest collection of economic 

literature anywhere in the world. During the past four years, I have sometimes 

felt that I were a permanent resident in one of them, the Bodleian, though I 

have also drawn heavily upon others: in particular, the Social Studies Library, 

St. John's College Library and the Codrington of All Soul's, the Law Library and 

that of the Economics and Statistics Institute, the Modern History Library and 

the Taylorian (which is surprisingly well-stocked with economic literature of 

foreign languages), even the Eadcliffe Science Library, for one of Mgeworth's
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more important but little known papers, and especially the very extensive 

economics collection of the Nuffield College Library*

Oxford, besides possessing these facilities - truly an historians 

delight - has proved to be an ideal setting in which to do the kind of detailed 

research necessary for my thesis. With its unique set of institutions, its central 

location,near to London, and its compact arrangement, so well suited both for 

living and for studying, Oxford has given me the opportunity to devote my full 

and undivided attention and energies to the task that has taken me four very 

busy, but very enjoyable, years to complete.

Though my personal contacts during those past four years have been 

relatively few in number, in these I have been quite fortunate.

Mr. G. B. Mohardson, then Fellow and Tutor of Economics at St. John's 

College, willingly undertook to supervise my studies, whan 1 first came to Oxford 

in October 1971. He saw me patiently and encouragingly through the difficult 

preparatory stages, when the key arguments for my thesis were only just beginning 

to take on some recognizable shape. In basic sympathy with many of my ideas and 

attitudes on the subject of competition, he nevertheless chose to adopt the role 

of tiie Devil 1 s Advocate (as he put it, at the time), to contain some of my more 

enthusiastic excesses of those early days. In retrospect, I can see the wisdom 

of his decision, and I hope that he, in reviewing the finished product, will feel 

that his efforts in that direction were not without effect, but were justified 

in their results.

Also, I should add that Mr. Hichardson's book, Information and 

Investment, was quite instrumental in helping me to crystallize into a unified 

argument a jumble of notions about economic equilibrium which had been floating 

around, rather chaotically, in my mind for some time before I came to Oxford. The 

reader cannot fail to detect the influence of that book throughout the latter 

half of this thesis, and particularly in Chapter VII.

During the two terms of Mr. Richardson's sabbatical leave in 1973
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Mr, J. F. Wright, Fellow of Trinity College, acted in his place. At a time when 

my ideas on competition and related subjects were still very much in a state of 

fluxt Mr. Wri^ht reviewed several papers I had written on methodology, along with 

a considerable stack of regular drafting for my history. His trenchant but 

constructive criticisms assisted me in shoring up some of the weaker portions of 

my argument. Both his advice at that juncture and his support of my work since 

then was and is,much appreciated.

Following Mr. Richardson's appointment to the Clarendon Press, 

effective from January 1974, Dr. Ii. H. Hartwell, Reader in Social and Economic 

History, Nuffield College, assumed permanent supervisorial duties. During the 

past two years, Dr. Hartwell has been very generous to me with his time, both in 

reading and commenting upon an immense accumulation of my writing, stretching out 

over the previous three years (and including the semi-final chapter drafts, which 

are in fact much longer than the finished version), and in guiding my work-in- 

progress through to the completing stages. As well, I have drawn freely upon 

Dr. Hartwell*s own very extensive personal library on economic history, which 

contains a sizable selection from the history of economic thought.

Dr. Hartwell l s editorial experience and sound judgement on matters 

of style, "balance in coverage and content, have been of great assistance to me 

in smoothing out some of the rougfrer edges of those preliminary drafts, though I 

daresay that improvements remain to be made. Of course, the views expressed 

in this thesis are my own.

In November 1973* I delivered a progress report on my thesis topic 

to a group of graduate students, in a seminar organized by Jon Aylen and Kerry 

Schott, at Nuffield College, where I received a friendly and encouraging response 

from all those who attended. The comments, impressions and reactions gleaned 

from that occasion were a useful guide to me, as were those I gathered from 

individual conversations with Messrs, J. A. Kay, J. S. Hemming, w. A. xj.tis, 

A. Walker and Professor Sir John Hi eke.
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I am very grateful to the Canada Council for the generous financial 

support they provided me, in the form of a Doctoral Fellowship, which has exten­ 

ded over the full period of my stay at Oxford; and, in addition to all of my 

supervisors, I am indebted to Professor-iK. Simkin, K. H. Vincent, B. L. Scarfe, 

J. G. Cragg (from Canada) and J. A. G. Brown, for their testimonials and other 

forms of support of my doctoral programme, at one stage or another along the way, 

since 1970.

To conclude, it is my very pleasant duty to thank Mrs. Gillian Ball 

for preparing the final typescript in such a clear and efficient manner.

17 Crick Road, Oxford K. Dennis 
September, 1975



ASSTIiACT

0!he word, competition, entered economic discourse slowly and 

naturally, over many decades and even centuries, as a term of common usage. 

Prom that point of view, I trace the development of the word, as it underwent 

various conceptual modifications en route to the more technical concept of 

perfect competition. !Dhe growing divergence between the ordinary meaning and 

the technical concept of competition represents one of the many gaioges of the 

progress of economics towards becoming a rigorous science, but that divergence 

has also brou^it with it a number of problems.

!£hus, the purpose of my thesis is two-fold: it is both a scholarly 

and a didactic one. As for scholarship, I set forth a textually accurate account 

of how the word competition has figured in the early rise and the more mature 

consolidation of economics as a special discipline, in which the abstract idea 

of a "perfect" type of market competition was employed by economists as an 

heuristic fiction, to bring together all the separate elements of what Edgeworth 

has so nicely termed the Economic Calculus. As for didactics, my thesis also 

serves as an exercise in identifying several root problems stemming from the 

concept of competition, both in its common and technical forms. Suggestions are 

made as to how some of the perplexities of present-day economic theory, based 

on the notion of perfect competition, can be resolved.

Key Sfoemes;- In Chapter I, four major themes are announced and 

subjected to semantic analysis. Eunning throughout the remainder of the history, 

they refer to the dualities, ambiguities and qualities of vagueness and 

imprecision which pertain to the common-sense or ordinary notion of competitive 

conduct, understood as the striving of two or more persons against one another 

for the same object.

Upon careful study, competition is readily seen to be both equili­ 

brating and disequilibrating in its tendencies, comprising both innovative and
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adaptive patterns of behaviour, and is both freeing and constraining in its 

effects, entailing as it does not only deliberate and conscious striving (or 

the exercise of free will) but as well the clash of opposing interests, or 

contention between two or more persons, Themes 1 and II*

As a consequence of the foregoing dualities, the word itself holds 

out emotive connotations that are both positive and negative (Theme III), giving 

the word a charr.cter of ambivalence which is inherent from its very root meaning* 

r£hus, in its role as a principle of economic thought, competition has elicited 

widely, and sometimes wildly, varying responses from those who have contemplated 

its workings and have passed judgement upon its status*

Finally, because of its very abstraction or generality of meaning, 

the common-sense idea of competition is imprecise and open-ended, insofar as its 

general meaning specifies nothing about (a) the nature of the objectives of 

competitive pursuit, (b) the Betting in which competitive striving takes place, 

(c) the participants and their grouping into competitive "units," and (d) the 

strategies and patterns of conduct followed - Theme IV*

Critical Episodes;"- The historical narrative proceeds, for the most 

part, in a chronological sequence, and is organized around a series of decisive 

moments, when crucial turning-points are reached and passed, separating distinct 

traditions of thought, or else marking the subtle transition from one mode of 

reasoning to another.

After a brief preliminary survey of the medieval and early modern 

scholastic literature, the main historical narrative begins essentially with an 

account of the "classical" mercantilist literature of the first half of the 17th 

century, with its emphasis upon national rivalries and the so-called balanoe-of- 

trade doctrine* With these preparatory steps taken, the remainder of the 

historical content of the thesis can be summarized in terms of the following 

critical episodes:-
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1. l670s-17QO* The beginnings of the breakdown of the classical 

mercantilist doctrine is accompanied by   subtle shift away from the emphasis 

upon national rivalry towards a more individualized and sectionalized under­ 

standing of competitive interdependence, in which the negative overtones of 

(national) conflict in market exchange are gradually replaced by a more positive 

attitude towards competition as a stimulus to economic progress and efficiency.

2 * 17508-1776. The final breakdown of the mercantile logic, as 

the dominant influence over economic thought, occurs with the sudden and 

dramatic rise and momentary ascendancy of the physiocratio school, a decisive 

confrontation taking place between Forbonnais, latter-day exponent of "liberal 

mercantilism," and Quesnay, Baudeau and others of the new school (1766-68). 

As a principle of harmony in the physiocratio doctrine, market competition is 

depicted as an exchange of equivalents between individuals, and hence a 

limited but beneficial force in economic affairs* Adam Smith, sharing the 

physiocrats* liberal attitude and Individualized concept of competition, adapts 

and improves their economic calculus, giving to competition a more positive and 

directive role, by showing how it regulates and thus facilitates market exchange, 

which in turn allows for a more productive employment of resources*

3» 1815-1848* Building upon Smith's foundations of economic 

liberalism, the classical economists make important conceptual and analytical 

advances in regard to the economic calculus, such as in enunciating the law of 

diminishing returns, but do rather little to alter Smith's treatment of 

competition* A crisis in classical liberalism is soon reached (o. 1825), in 

facing the newly emergent tradition of socialist thought, whereby there ensues a 

fierce clash of opinion concerning such things as the freeing versus constraining 

character of competition. As a result, the behavioural process of competition 

tends to become associated with a particular set of economic institutions 

(property, contract, markets, and market exchange). The debate points to the 

need to distinguish between primary and secondary inoome distribution (paralleling 

that of "class" and "individual") and the need to clarify the nature of 

competitive grouping.
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4* 1866-71. After much delay, there occurs a transition from the 

classical modes of verbal reasoning towards the neoclassical styles and methods 

of mathematical reasoning, a transition which was hastened by Thornton's sharp 

attack upon competition as a law-like principle (1866) and by Jevons's response 

to the growing need to improve the classical value theory. However, the substance 

of classical doctrine is retained in neoclassical theory, as is shown by the 

instrumental role played by "perfect" competition, as an heuristic fiction used 

in the building of the neoclassical calculus. This source of continuity is 

qualified, though, to the extent that the classical principle of competition is 

supported less and less by a direct intuitive appeal to empirical evidence and 

more and more by the resort to abstraction and the logical rigour of mathematical 

theory.

5* 1.889*^,1* After a decade or more of rapid progress and genuine 

improvement and refinement of mathematical technique of analysis, neoclassical 

theory reaches a state of crisis, brief in duration but far-reaching in its 

implications, when Edgeworth*s static approach to equilibrium analysis departs 

from the Valrasian dynamics of tatonnement, faintly signalling the onset of a 

new outlook as to the nature and purpose of abstract economics. However, the 

underlying issues are not resolved at this point, and so material is selected 

from the 20th century to illustrate the working through of those Issues into 

a more nearly contemporary context*

feior Conclusions:- These I divide into two sharply distinct 

categories} those which refer specifically and narrowly to the concept and 

theory of perfect competition, as such; and those which refer to the general 

concept of economic competition, understood in its very broadest sense.

First, a review is made of the various arguments for the theory of 

perfect oompetitiont While stressing its strategic and instrumental role in the 

development of abstract economic thought, I argue that it is no longer acceptable 

on scientific grounds, either on the strength of empirical evidence or on the
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rigour of logical reasoning. However, I suggest that a divorce should be made 

between the behavioural theory of perfect competition, and the abstract 

analytical techniques it gave rise to, in the form of equilibrium analysis, 

the latter being the more permanent and enduring legacy of the classical and 

neoclassical achievement.

Second, as to economic competition in general, I draw the conclusion 

that thou$i it is not law-like in ite tendencies or effects, that is, in producing 

regular and uniformly repeated sequences of events, nevertheless, by its very 

breadth of meaning, competition is a ubiquitous fact of life, and economists 

were certainly justified in seising upon it in their explanations of economic 

behaviour, and the concept - broadly interpreted - is as relevant today as it 

has always been. Furthermore, I conclude that there is nothing inherently 

good or bad about the process of competition in general, and that the only kind 

of value judgements that can be validly drawn about it are those which refer 

tojand are confined to,specific and context-bound situations, each of which 

must be evaluated on its own merits.
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Chapter I

ANTECEDENTS

1, Origins in Common Usage

The signifioance of competition as a concept in economic thought 

was neither suddenly discovered nor immediately appreciated; nor did the word 

competition itself all of a sudden spring into use in economic discourse. Both 

processes, the conceptual and the linguistic, took many decades and even 

centuries to unfold together, and indeed they are still evolving to this day.

But when did this dual process begin? When did those who commented 

upon economic affairs start to discuss or even refer to competition?

In trying to date the onset of this process, if we take as our 

criterion the actual presence of the word itself, as well as the equivalents of 

competition in other languages, then serious intellectual and scientific 

recognition and discussion of the concept did not get under way very much before 

the 1750s» A few stray exceptions, some sporadic but short-lived outbursts, can 

be traced back throu^i the economic literature of the previous centuries. Yet, 

even during the vital closing decades of the 1600s, when economic pamphlets were 

streaming out of bookshops in an ever increasing profusion, the textual occurrene 

of the word, competition, were quite rare and demand some diligent hunting to be 

located.

What is more, when the word does appear, it is by no means imbued 

with any special or precise economic meaning or sigoificance, but stands rather 

modestly and inconspicuously alongside thousands of other terms of common usage* 

Writers of commercial tracts in the 16th and 17th centuries did deploy a «mf>ll 

number of very active terms - what we mi^it call their technical vocabulary - 

terms possessing a special signifioance for their arguments. Competition, 

however, does not figure amongst those chosen few terms.

And yet, when in 1753 competition was at last proclaimed a central 

principle of economic thought, it had already acquired a loose non-technical 

meaning, a set of general connotations, built up over the previous decades and
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oenturies through common usage. This stable though imprecise economic meaning 

had oome into being so slowly as to be almost imperceptible during the long period 

of gestation* 3y the 1750s, that meaning was taken for granted. The intellectual 

recognition of scientific importance was made, as it were, after the fact.

Thus, in order to understand how and why the concept of competition 

developed as it did in economic thought, one must examine the way the word arose 

out of its position of relative obscurity in common usage into its position of 

prominence as a technical term of science. For, at no distinct or discrete moment 

in its history has that word been consciously and deliberately introduced into 

economic discourse or been given some radically new and special meaning.

Now, objections might be raised against the initial choice of

criterion for dating the inception of the concept into economic thought, that is, 

objections against the narrow criterion of the actual presence of the word, 

competition, itself. For example, it could be argued that when one writes the 

phrase, "about competition," the reference to "competition" is rather ambiguous. 

It could mean: (1) the phenomenon, the actual, concrete or substantive process 

of competitive striving as it happens in the real world; (2) the concept, idea, 

notion or mental image we have of that process; or (3) the mere word, the visible 

linguistic label we use to Identify either (1) or (2).

With these basic distinctions in mind, one might set out to show 

that the very earliest of economic writings made reference, albeit unwittingly or 

unconsciously, to the phenomenon of competition, as for example in the analysis 

of market exchange and monopoly price such as we find this topic discussed in 

Aristotle. More pointedly, one could argue that long before the appearance of 

the word, competition, and its equivalents in other languages, some economic 

commentators did give evidence of having formulated a crude concept of competition, 

either by the use of synonymous expressions such as rivalry, emulation, and so on, 

or else by indirect phrasing which served equally well to convey the same meaning 

as the simpler words themselves.

In this vein, one historian has attributed the concept of competition



in an economic setting as far back in time aa the preWixistotelian Greek poet, 

Hesiod, who writes of the example of two potters whose efforts at excelling- one 

another in the production of their wares constituted a "good conflict" with 

valuable economic consequences. Doubtless, many such examples could be gleaned 

from the writings of antiquity, but all that this assemblage would serve to 

illustrate is how universal is the meaning we now ascribe to the word competition 

in its most abstract and hence its most general sense, and what these miscellaneous 

observations would not constitute is a deliberate and sustained discussion of 

the role, status, meaning and significance of competition as a principle of 

economic thought.

Therefore, I should clarify at the outset that the narrative to 

follow is not a history of the phenomenon of competition, but is intended to 

indicate how the word competition and the ideas associated with it took shape as 

an integral part of economic analysis in the modern age. Because this history is 

about deliberate thought, as evidenced in written expression, great emphasis is 

placed upon the need for textual accuracy in tracing out the gradual evolution 

of certain patterns of reasoning in economic science from their humble origins 

in common usage.

Let us begin, then, from the beginning, with a brief sketch of the 

linguistic ancestry and etymology of our chosen word, competition, considered 

apart from any economic application, before proceeding to its more illustrious 

career in the science of economics.

As part of the English language, competition belongs to a family of 

related or cognate words all stemming from the verb, compete  and comprising such

Barry Gordon, Economic Analysis before Adam Smith; Hesiod of Lessius. 
London: ^JWU.llan, 1975» P»5. I have not consulted Hesiod's text, but the Greeks 
employed a variety of words similar in meaning to competition, such as agon 
(contest, struggle, battle, as in the English antagonism, protagonist, etc.); 
amilla (conflict or contest for superiority, hence the Latin aemulatio and the 
English emulation): zelos (jealousy or zeal); eris (strife, quarrel, contention), 
and a variety of others, for which see An English-Greek Dictionary, by S.C. 
Woodhouse, London: Routledge, 1910, pp.151, 269-70, ?18. The Greek ortho^Taphical 
equivalent to competition is sumpjpto (to fall together or meet violently).
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 j 
others as oonmatitor. oompetitive and so on. According to philological and

J^fiSiVMMNff^H^VMOTt

etymological authorities, the verb became part of English usage in or around 

the 14th century, from late medieval Latin or possibly early modern French, but 

until the latter half of the 1500s it was used in the now obsolete neuter sense, 

"to fall together, coincide, be fitting" (as applied to events, causes, abstract

conditions as well as to people), much in the same way as was its classical
2 Latin antecedent, the verb compete, in one of its senses.

This family of words is constructed from two Latin roots: the 

preposition cum ("with, together with, in the company of, in relation to") which 

takes the form of the prefixes, con- and com-, in countless words of Latin, EnglisI 

and the Romance languages; and, the very ancient verb, peto ("to seek"), which in 

turn descends from the Sanskrit, pat- ("to fall upon, fly"), with its Greek 

equivalent, pjpto ("to fall, fall upon, fly at, attack").

The basic meaning of the verb, peto* is best rendered in English 

quite simply as "to seek," but it was a verb of wide and active usage whose range 

of meaning might be better grasped from a sample provided by Lewis and Short. The; 

suggest such things as:- to rush at, assail, assault; to demand, require, claim, 

beg, beseech, entreat, solicit, endeavour to obtain, strive after. In contrast to 

this vigorous range of senses, the composite verb, oompeto. was altogether passive 

in meaning when it came into use during the Augustine period to signify a meeting, 

coinciding or coming together of people, events, causes and so on; whereas the 

later and more active sense, "to strive after something in company or together,"

The New Baalish Dictionary on Historical PrincipleSt ed. J.A.H. Murray,
Oxford, 1893, Vbl II (citedhereafter as O.E.JD.) lists 19 cognates alongside 
compete . including such oddities as oompetible. competize. competitory. etc., 
which have fallen out of use.

Jtor various interpretations as to dates and patterns of development, see, 
in addition to the ()«Ji«jD., the Oxford Dictionary of English Etymology, ed. C.T. 
Onions, Oxford: Clarendon Press. 1966 as well as Origins; A. Short Etymological 
Dictionary of Modern English, by Eric Partridge, 4th ed., London: Itoutledge & 
Kegan Paul , 1 966 . W. V. Skeat ' s Etymological Dictionary of the English Lan/?uaA'e. 
2nd ed., Oxford: Clarendon Ecess, 1953, adds little to the others.

^C.T. Lewis and C. Short, A Latin Dictionary. Oxford: Clarendon Press, 1955; 
H.G. Liddell and E. Scott, A Greek-English Lexicon, revised by Sir H.S. Jones, 
Oxford: Clarendon Press, 1940.



-5-

oane into use only * » *&* poflt-olassical period, when (according to Lewie and 

Short) it waa still very rare. The philological sources list examples of usage 

which indicate that compete was most readily applied in its active sense to both 

amorous and military affairs - love and war - though I have not confirmed whether 

it was ever or often applied to economic affairs, a subject about which the Romans 

had very little to say.

Par more relevant to our purposes is the specialised use of competo 

in the juristic sense of petitioning a legal case or seeking a legal claim* 

Appropriately enough, the verb is very common throu^iout the Justinian reports

of Roman civil law, and it even hovers near the very passages in which the idea
 j 

of just price is mentioned. Even thought it possesses no clearly economic

significance in this legal literature, its very presence alone is important in 

that it was to live on through the medieval and early modern scholastic literature 

on just price and thereby gradually transform itself into a more actively economic 

verb form*

In a similar way, so too did the Latin verb, conourro. which provided 

early modern French and Italian with their principal semantic equivalents to the 

English competition, namely, the French concurrence and the Italian ooncorrenaa. 

Both of these words and their related cognates in French and Italian have had their 

origins ascribed to the late Latin juridical use of conourro. in the sense of 

petitioning or contesting a legal case. Thus, the Latin verb ooncurro (from cum 

and the simpler verb ourrp. "to run, hasten, run in a race") is an equally

See, for example, Corpus Juris Civilis. vol. II, Codex Justinianus. ed. P. 
Krueger, Berlin, 1892, 4:44:10, p.180. S. P. Scott translates "oompetit" here 
as "to have a ri^at to bring an action," in The Civil Law. Cincinnati, 1932, 
Vol. 13, p.101.

T*or their juridical origins, see 0. Bloch and ¥. von Wartburg, Dictionnaire 
Etymologiaue de la Langue Franoalse. 5th ed., Paris, 1968 under "concourir," and 
Grande Dizionario Delia T'*ugua Italiana. ed. G.B. Squaxotti, Turin, 1964, Vol. Ill 
under "oonoorrere,"
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Important antecedent In the evolution of competitive doctrines, and a further 

connecting link between classical, medieval and modern traditions*

With historical hindsight as a guide, we can safely ignore the 

ancestries of other competitive terms in English as well as of equivalents from 

the other languages of Western Europe, The vital thread runs from Latin to French 

and English* And yet, the often bewildering patterns in which neighbouring 

languages develop in very different directions from a common source can also 

provide semantic clues to the solution of conceptual problems* I shall illustrate 

briefly with two such examples*

As early as the 18th century, probably earlier, the Spanish and

Portuguese languages had adopted orthographic equivalents to the English competition 

namely, oompeticion in Spanish and oompetloao in Portuguese. Both of these were

of secondary importance to the more frequent synonymous term, competenoia* used

1 
in both languages and meaning much the same thing as the i&glish corn-petition.

If this seems strange - apart from the fact that competence and competition share 

the same Latin roots - then it is worth noting that in English, the meaning of 

competent as "being fit or able to measure up to and survive currently accepted 

standards" is not very distant in meaning to its counterpart, competitive as 

"being able to partake in or survive competition."

Similarly with the English and Prench meanings attached to their 

orthographioally related families of words, ooncur-conourrenoe and oonoourlr- 

oonourrenoe* Now, there iqay be little hint of the meaning of competition in the 

English word concurrence ("agreement, concord," also the sense of "coinciding 

with, being simultaneous with or parallel to"), and yet lodged deep in the 

meaning of competition there lies a residual, almost implicit * element of 

agreement or concurrence i

This and other peculiarities of meaning will be dealt with in the

Diooionario de la Lingua Caatillana. 6 vols*, Madrid, 1726 et seq. Vol. II 
(1729)t PP«450-51i 4^2-84. and Grande JDiooionario Portwruez. 5 vols., Porto, 1871 
S&3S&9 Vol. II (1873), PP« 350, 382-3, are the most comprehensive sources for 
Spanish and Portuguese I have consulted. I should add that the general pattern 
of meaning for the Spanish words, oompetenoia-competioion-oonourrenoia. seems 
to cone muoh closer to the French pattern than does the Portuguese.  
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following section, since so many of the theoretical problems posed (and solutions 

offered) by the principle of competition reside ultimately in the abstract 

meaning of the term itself.

2. A Sftrofflptio jftpprlysis of Key Themes

The semantic analysis of competition given in this section has not 

been made for its own sake, as an arid philosophical exercise, but is put forward 

with a view to simplifying the historical narrative to follow. The key themes 

enunciated here are of vital importance to the understanding of the history.

The hallTpojk of any term of common usage is, of course, that it be 

in "common" use, that is, that it be employed by a large number of people over 

wide expanses of space and time. For this to be so, terms of common usage must 

possess both a stable and a general n^an^^gt By so doing, they make communication 

possible and give any language its continuity as well as its identity. However, 

if such terms are to remain in general use, they must be flexible or elastic in 

their applications, not only at any given moment in time, to cover a wide range 

of linguistic situations, but also in adapting to ever changing circumstances 

over long periods of time.

Of course, some words fall by the wayside whilst others, in the 

process of adapting, shed old meanings and acquire new ones. Such changes must 

come about slowly and subtly if the terms in question are to work effectively 

in a living language. At any rate, such seems to be the case with the English 

verb, to compete, as it shifted away from its medieval passive sense towards 

its more vigorous active sense over the course of two or three centuries, that 

is, from the 14th to the latter half of the 16th century.

The Oxford Hew ̂ nfflish Dictionary on Historical JfaHnoiples (cited 

hereafter as ,0  £ £ ) gives Florio *s 1598 translation of the Italian compete as 

the first lexicographical indication of the early modern active sense of compete. 

rendered by Florio as "to contend or strive for any suite, office, place, or 

dignitie. 1* A few years later, Cawdrey's Table Alphabetical^ (1604) contains

John Florio, A World* of Vorflep. London, 1938, p.80.
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what was likely the first entry in an liiglish dictionary proper of any of the 

cognates of competition when the word competitor is defined as "he that eueth 

for the same thing, or office, that another doth."

Lexicons and dictionaries offer at best only a rough and ready guide 

to popular ***** current usage, both as to range of nyany^r^ or application and as 

to frequency of usage* But a comparison of these earliest attempts at definition 

with those of the present day will show how little the basic meaning of competition 

and its oogoates has changed during the past four centuries. If we jump to the 

mid-18th century, we can see how little Cawdrey's definition was altered by Dyche

and Pardon who in 1735 wore the first to attempt to define competition analytically,
2 ast "the striving of two or more persons to get or do the same thing," which

Dr. Johnson modified sll^itly in his celebrated Dictionary of 1755* "the act of 

endeavouring to get or do what another endeavours to gain at the same time. 11 ^ 

By the 1890s, the £ £ £  had tidied up Johnson's definition into the more concise 

form, "the striving of two or more persons for the same object. 11 And 20th 

century dictionary definitions have changed little since that time.

Thus, no matter how abstruse the technical definitions of competition 

were to become in the 20th century sciences of ecology and economics, the cocoon 

meaning of the term from ordinary usage has remained quite stable. .Alongside 

this basic stability, however, we must also take into account that other 

requisite quality of any term of common usage, namely, its flexibility. Because 

of this need for elasticity, precision of meaning is not an attribute of

active words of common usage, and dictionary definitions serve only as crude 

guidelines or empirical approximations to the meanings of words whose stable

1 ^Bobert Cawdrey, A Table ^^frfftioall. London, 1604, under "competitor." I 
have searched without success through several earlier dictionaries of the 1500s, 
though their arrangements are somewhat bizarre and do not facilitate ready 
location of words. P. Levins, Manipulus Vocafrulorun. London, 1570; Richard Huloet, 
4H77flffr*um -ftfMfr^l^tteWU London, 1552; and John Beret, An Alvearie or Triple 
Dictionary. (London?^ 1STS- These titles were selected from M.M. Kathewn, A 
Survey of Bnglis^ TflflttmfflTlif IB r Oxford! Clarendon Press, 1933.

9
TChonas Eyobe and William Pardon, A Hew General Unglisb yiJQtionary f London 

1755* under "competition."

3 t~- Samuel Johnson, A ftto-ULpaarv of the £kreliah Language. 2 vole.. London.
«y ^ T t L«ii_l _m. H_I_J_iiii-_ _--*-  -»-   - _ ^^^^^^^^^^^^^^^^^^^ ^* ^ *^* *^*a»»»aBMMfc*   F  m ul   ?vox. x, unuBr oompe bibxon.
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oentral gist becomes increasingly nebulous and ambiguous as we reach out to the 

edges of their territory on the semantic map.

Since so many of the conceptual problems encountered in competitive 

doctrine arise from this very quality of common usage - its vagueness, ambiguity, 

nebulousness, elasticity and general laok of preoision - any attempt at a careful 

semantic analysis should aim not to construct some single and simple definition 

as being the "true11 or "correct" interpretation, but should explore the aspects 

of fuzziness inherent in the term as commonly employed.

I shall begin with a definition similar to that given by the £ £ !) , 

but it will serve not as a final source of reference» but only as a point of 

departure in the process of exploring the subtle nuances of mimning which give 

the word its wide-ranging application*

If we define competition as "the striving of two or more against one 

another for the same objective." we can conveniently divide its meaning into 

four basic elements: (1) striving. (2) of ty9 or more. (3) for the same 

objective* (4) ffffiffffl^ one another. Let us consider each of these in turn.

0) sfrMf?ff denotes purposeful activity, and activity entails not 

merely the occurrence of distinct events but the occurrence of distinct events 

in some temporal sequence. In other words, striving is a temporal process and 

necessarily involves the pass&ge of time. To say that competition is a dynamic 

process is pointless, if all that is meant by "dynamic" is the lapse of time* 

This is so even when we refer to "g oompetition" (i.e. a contest) as if it were 

a single event such as a game. Even in this sense, it is implied that distinct 

events occur in temporal sequence.

Striving entails not merely any activity, but purposeful activity. 

Though we may be able to observe the outward manifestations of competitive 

behaviour, this alone is not sufficient: we must impute to that behaviour some 

underlying or motivating purpose in order that we conceive of it as constituting 

behaviour of a competitive kind. This need to impute purpose or motive can 

sometimes create conceptual problems. But, on the whole, this first defining 

element of oompetition, striving, is the least problematic of the four.
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(2) The plurality denoted by "two or more" underlines the social 

character of competition. Isolated individual striving is not competitive 

striving. This distinction is not so easy to maintain as it migjit first seem. 

Insofar as individuals remain separate physical entities, we must observe in 

(or impute to) their individual behaviour some relatedness in order to conceive 

of it as being competitive. This problem is dealt with under the third and fourth 

defining elements below.

But there is another more fundamental problem posed by this second 

condition. In its most abstract sense, competition specifies nothing about the 

manner in which the "individual" units engaging in oompetition are to be understood, 

what we migit call the indeterminateness of competitive grouping. Competition 

involves "two or more," but two or more what? For, not only do individuals qua 

individuals compete with one another, but very often they also unite their efforts 

with one another as a co-operate unit in competition with other such groups: 

partners, teams, firms, and an almost infinite variety of other possible types of 

association between individuals suggest themselves as competitive units for 

analysis. Not only are whole nations said to engage in competition with one 

another, but if we are to take eoologists seriously, then competitive striving 

is not even confined to the human "race," but applies to the struggle for 

existence or for space and resources by all forms of life.

Taken by itself and treated in the abstract, this element of variety 

in competitive grouping may seem harmless and unproblematio. Difficulties of 

interpretation quickly arise, thougi, when we begin to consider human activity 

in all its complex forms and patterns, and we shall very quickly discover how 

the ambiguity and indeterminateness of competitive grouping has entered into 

the development of economic theory.

It is worth noting that precedence is given to the ecological meaning of 
competition in the leading article, "Competition," in the new Encyclopaedia 
Britannioa. 15th ed. t Chicago! University Press, 1974t Micropaedia. Vol. HI, 
p. 52, while eoonomio oompetition is relegated to the item on monopoly (Maoropaedia- 
Vol. 12, p.576). A similar balance is struck in the Dictionary of the Social 
Sciences, eds. J. Gould and W.L. Kolb, London: Tavietock, 1959, in the item on 
oompetition (p. 118). This contains a good survey of some of the key themes 
outlined above in the text, with emphasis upon the contribution of sociologists.



-11-

(3) The property of relatedness is implied by the third defining 

element, "for the same objective." This condition elaborates further upon the 

social character of competition. It supplies some reason for viewing separate 

and distinct phenomena, the events comprising individual endeavour, as parts of 

some coherent and integral process. As such, these separate and distinct events 

acquire more significance than they possess when considered by themselves.

Yet, what is the precise meaning of this phrase, "for the same 

objective?" When we examine it carefully, it soon becomes evident Just how 

imprecise and ambiguous this third defining condition really is. For, "sameness" 

does not imply identity of purpose, but only similarity, and how "similar" is 

"similar"?

Take the example of two sellers in the same market for a oompetitive 

product. Both seek to sell their product on the most advantageous terms in order 

to maximize profits. In this limited sense, they have the same objective: to 

maximize profits. But, indeed insofar as they are truly competing with one 

another, they have very different objectives. Each tries to maximize his own 

profits.

The foregoing example is a typical instance of highly focus Bed 

competition, that is, where the oompetitive objective is narrowly defined, the 

separate and distinct actions of the participants are closely related in a 

spatial, temporal or causal sense, and the competitive setting or arena (here, 

the market-place) is fairly well understood. But in common usage, the cognates 

of competition are often applied to the economic sphere in a more diffuse, less 

sharply focussed, manner. Taken to this extreme, the ambiguity of relatedness 

still applies. In the most general sense, all of the actors of an economic 

system may be said to have the "same" objective: the pursuit of economic gain 

or well-being. Or, to continue this play on words, it may be said that with the 

"similar" objective of .Individual gain or well-being each actor has a very 

different purpose in mind, his or her own well-being, in a sort of generalized 

competitive bellum omnca contra omnium in the Hobbesian vein.
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Some of the conceptual difficulties raised here by these two extreme 

interpretations of "relatedness" will be sorted out in a moment when we consider 

the nature of competitive opposition. However, a deep and fundamental source 

of ambiguity and vagueness in the central meaning of competition remains firmly 

entrenched in this third element of the definition. For, in its most abstract 

sense, that is, considered apart from any specific context, oompetition specifies 

nothing about the nature of the objective sought after. IJven when we narrow down 

the soope and range of meaning of the term by limiting it to the economic sphere, 

we are still left with as infinitely various a set of possible objectives as our 

qualifying adjective, "economic," permits.

(4) !Ehe idea of opposition expressed by the phrase, "against one 

another, 11 is a very necessary adjunct to the previous three defining elements if 

we wish to capture the full significance of the word competition in its modern 

active sense. The first three conditions alone (i.e. "the striving of two or 

more for the same objective") are just as applicable to (a) co-operative and 

(b) isolated patterns of behaviour as they are to competitive varieties.

To confirm this, let us consider two simple examp.'Uc. First, several 

individual mountain climbers each set out simultaneously, but from different 

positions and completely unaware of one another, to climb Ht. Everest, "because 

it is there." Second, several mountain climbers form a. team with the common 

purpose of scaling Mt. LVerest together in a joint effort. Ostensibly, both 

oases satisfy the first three conditions and yet are examples of co-operative 

and isolated striving. In the third instance, several climbers set out at the 

same time to see who can scale the heights in the shortest time, a competitive 

race to the summit in which, in some sense, the purpose of each climber is 

"opposed" to that of each of his competitors.

Of all the four defining elements of competition, this fourth and 

last one has certainly proved to be the most troublesome, both in its cognitive 

and in its emotive aspects. However we may finally choose to interpret or portray 

the nature of competitive opposition, this last defining element must nevertheless
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be admitted as necessary to the full and proper understanding of the early modern 

sense of the word competition and its cognates.

In their ancient and medieval neuter sense, the verbs oonrpeto and 

conourro (as "to run with") carried with them little or no hint of conflict, 

struggle, or opposition, but as we have seen were used to convey such qualities 

as that of being simultaneous with, or parallel to, of coinciding with and indeed 

of being in agreement with. But as we pass out of the hi^i Middle Ages into the 

late medieval and early modern period, the ideas of conflict and opposition were 

drawn into both these families of words.

By tho 1600s, this set of connotations had been fairly well established 

as we shall see from the economic literature of the period, and by the 1700s it 

had been officially recognized by lexicographers. To cite one example, Eyohe and

Pardon define competitor as "one who strives agalnnt another to do or acquire the
 i 

same thing," (1735)* By the mid-19th century, PtOget provided an even more-

explicit confirmation of this fact when ha listed competition, its cognates and 

synonyms, under such headings as: H708. OPPOSITION* antagonism, counteraction, 

clashing, collision, competition, rivalry, emulation," and "720.

contest, struggle, rivalry, corrivalry, competition, (etc.)" in his celebrated

Thesaurus of 1852, a pattern which has been retained in the latest 20th century

2 editions of his work.

But having established the validity of including this fourth 

element in our analytical definition, we must be extremely careful as regards 

interpreting what it may or may not mean. For, once again, we axe confronted by 

the amorphous and elastic qualities of a term of common usage, with all its 

ambiguities, nuances and subtle shifts in meaning to fit an enormous variety 

of circumstances.

Seldom is competition meant to apply to pure conflict. Even when 

a competitive struggle is characterized by violent clashes and an outright and

Dyohe and Pardon, op. oit.. under "competitor."

. Roget, Thesaurus of English Words and Phrases. London, 1852, pp.171 
174. See also the entries 710, 726, and compare some of the changes in the revised 
edition, London: Longman, 1962, which are really quite minor.
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unreserved feeling of hostility between protagonists, the accompanying idea of 

competition almost always carries with it some residual degree of restraint, the 

observance of some social conventions, some "rules of the game," whether these 

be stated explicitly or else be tacitly understood by the participants.

In short, competition is not a form of pure conflict, but is a type 

°f civilized conflict* that is, a pattern of inter-action in which both confliotual 

and co-operative elements subsist together. Though the oonfliotual predominates, 

the co-operative gives to competition its social structuring. Of course, these 

two aspects will vary in degree from one case to another and from one extreme to 

another, whether it be that of a friendly and almost ritualistic game of sports 

at the one extreme, to conventional military warfare at the other. In most 

instances, competitors are understood as having something In common as well as 

something in dispute, such that a competitive struggle involves a relatively 

coherent and not a chaotic clash of wills.

It would be a grave mistake, then, to treat of competition (as it 

arises In common usage) as if it meant something precise: it does not. The 

ambiguity of the foregoing condition is itself highlighted in the grammatical 

fact that in English it is more common and seems more natural to say and write 

"compete with" rather than "compete against t " though both are used. And this 

grammatical ambiguity is a mirror of the reality of competitive Interdependence, 

that is, a relationship involving both dependence and independence.

Another way to express this ambivalent character of competition is to 

say that it entails mutual or reciprocal influence. In their opposition to one 

another, competitors' actions are both cause and effect. But does this mutual 

influence of competitive opposition have a precisely definable character? In 

order to label any striving as "competitive," need it be the case that those who 

engage in such endeavour be aware pjf their competitors' opposition to them, or 

can the process of competition be an unconscious struggle In which cause and effect 

operate,but In which the participants are unaware both of their opponents' 

identities and of the very process itself? That is, can we say of such striving, 

which is so diffuse and impersonal, almost accidental in the underlying opposition 

it entails, that it is properly "competitive" in nature?
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These semantic qualities of vagueness at the edges, ambiguity in its 

central meaning, and ambivalence in its essence, all derive from the fact that 

competition is a very complex abstraction, even as ordinary abstractions go, 

because it is built up from at least four simpler abstractions t striving, 

plurality, relatedness and opposition.

From this semantic analysis, I shall distil four major themes which 

will recur throughout the historical narrative. These should be firmly implanted 

in the reader's mind from the outset, and for convenience of future reference I 

shall enumerate them here in a concise form and in bold letters. They overlap 

one another to some extent, but are usefully identified as separate themes.

Theme I. Competition is both firr^fiffi and compelling (or ̂ onBtra^nin^ 

in its effects. This is so because competition consists of both the force of 

striving and the resistance of opposition, that is, both the exercise of free 

will and the clash of opposing free wills. To wit, when a seller in competition 

with others develops a more efficient method of producing his output and 

subsequently lowers his price offered to buyers, not only does he enhance the 

freedom of himself and of buyers (by widening both his and their range of 

alternatives), he also oompells his competitors to iovise their behaviour by 

narrowing their range of alternatives vis-a-^vis their former customers.

Theme II. Competition can be both equilibrating and disequilibrating 

in tendency. This is so because oompetitive striving may consist of both the 

striving to conform, equal or measure up to given standards, and the striving 

to surpass or excel those given standards. Competition may involve both the 

initiation of changes (eg. innovation of new products or processes) and the 

adaptation to previous changes (eg. competitors imitating or copying the 

innovators). Thus, it may be either stabilizing or de-stabilizing, or both.

Theme HI. Tfre abstract meaning of competition, taken from common 

usage and applied to the economic sphere, is open-ended and henoe indeterminate
^^••B ^^^••^HM MOBMMM^HV MMM^M MHHWVMHV MMMiMMMMHtlMHMMlMHEMM

with respect £2 the nature of competitive ftrnyp^ffl^ the nature of the eoonomio 

objective pursued, of the strategies or behavioural patterns followed, ar^ of
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the arena or setting in which it takes place. Thus, competition may be sharply 

focussed as regards the identity of the competitive units or groups, objectives, 

setting, etc. (eg. individual buyers and sellers maximising profits in market 

exchange), but when the complexities of economic interdependence axe taken into 

account - the overlapping of common and conflicting interests and the infinite 

variety of competitive associations - then the concept of competition becomes 

far more nebulous and diffuse in its implications.

Theme IV. Competition is an emotively ambivalent term, connoting 

both positive and negative ideas* which different people respond to in very 

contrasting ways. For example, the idea of competitive striving can bring to 

mind the positive connotations of freedom, free will, independence, exhiliration, 

spontaneity, ingenuity, persistence and self-assertion; whereas, the idea of 

competitive opposition can bring to mind the negative connotations of conflict, 

antagonism, and compulsion. But even these emotive overtones can be reversed. 

Na::;el£, competitive striving may connote zealousness, jealousy, contentiousness, 

while at the same time competitive opposition can be associated with the 

maintenance of high standards of efficiency and discipline. Thus it is that 

throughout the annals of recorded history competition has been praised as a 

healthy and invigorating stimulus and condemned as a destructive and demoralizing 

evil.

The four themes listed here could be extended in number and could 

be elaborated upon at great length. They are left in a somewhat unresolved state 

at this point, but will be interpreted more decisively at the end of this history.

With the preparatory work completed, let us now turn at last to the 

story itself.

3. Some Origins of Usage in the Economic Literature

To return to the initial question: When did those who commented

upon economics first begin to discuss or even refer to competition?

Even when we adopt the rather narrow criterion of the presence of

the word itself, this is a question to which there is no simple or readily
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available answer. It requires some choice as to what constitutes economic 

literature and economic comment properly speaking, as well as a painstakingly 

thorough search through an enormous amount of rather miscellaneous and often 

unrelated literature, much of which is not easily accessible.

Philological studies do offer something of a guideline by placing 

the beginnings of the active sense of the verb, to compete, in or around the

16th century for English, perhaps somewhat sooner than that for French and
•\ 

Italian equivalents. Given the expansive outlook and accelerating pace of

life throughout Western Europe during the 15th and 16th centuries, with the 

discoveries of new markets and trade routes and with commercial progress being 

fuelled by the influx of Spanish .American gold and silver, this seems an 

appropriate era for our history to begin.

And, indeed, my rather selective sample of 16th century literature 

does confirm the broad pattern. The earliest instances of the cognates of 

competition I could find in an economic context fall within the latter half 

of the 1300s. But in order to appreciate the significance of this fact, we must 

briefly recount some of the doctrinal and linguistic events leading up to this

new manner of phrasing.

2 Aristotle had apparently coined the term monopoly in his Politics

and had taken the first tentative steps towards the analysis of exchange in
3 his Ethics. The Roman jurists built upon his foundations and developed the

idea of the Jus turn pretium or just price, though the one or two documented 

references to the idea which have been preserved say precious little about the 

concept itself, let alone anything resembling economic analysis. It was left

The authorities, cited above on page 4» note 1 and page 5,note 2, arc 
rather guarded in their judgements as to when precisely this transition took 
place, and rightly so, but the various examples they provide do present a broad 
picture as suggested here.

\Book I, chapter 11. 

^Book V, chapters 4 and 5

v.T. Noonan, in his The Scholastic Analysis of Usury- Cambridge, Mass: 
Harvard University Press, 1957> P-83f states that all the essentials of the 
Roman contribution to the theory of the just price are contained in three items: 
the DifeBta. 35*2:63 and 36:1:16 as well as the Codex 4:44:2. But see note 1 
page 18.
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to the medieval scholastic writers, led by St. Thomas, to bring these two streams 

of thou^at, the Aristotelian analysis of justice in exchange and the Roman 

juristic discussion of just price, into more systematic contact with one another.

But the pre-history of competitive doctrine does not begin or end 

here. The verb, oompeto. was very frequently used by the Roman jurists (in the 

legalistic sense of bringing a case or action to court as well as in the neutral 

sense of being legally competent or suitable, as we have seen earlier). Quite 

appropriately, the verb even appears in one of the passages dealing with the 

nature of just price, thou^i of course in its purely legalistic sense. Now,

St. Thomas himself did not use the verb in the brief study of just price in his

2 Summa Theologioa. though we can judge how common the verb was by noting that

the Index Thomistious lists 2,426 occurrences of the verb compete and its cognates 

throughout Thomas's complete works.

Yet, during the 16th century the connection between oompeto (as well 

as ooncurro) and the concept of just price was to be made. Quite possibly, this 

was due to Charles DuMoulin (or Molinaeus), an expert on Roman civil law, whose 

lengthy and subtle defense of the practice of usuzy, the Tractatus Coamerciorum 

et Usurarum. first appeared In 1546 and abounds 1 ~ the phraseology of oonourro 

and oompeto. both in their classic and legal senses.

Here, then, are a few tenuous links with antiquity. But so far I 

have identified merely the surface appearance of the cognate families of words,

See note 1, page 5 above, for one such example. It is worth noting, though, 
that in one of the passages referring to the just price CCodex 4:44:8). a brief 
but graphic description is made of the process of bargaining between an isolated 
buyer and seller who after "much contention" ("post multas content iones" ) arrive 
at an estimation of the just price (Jus turn pretium) with "mutual consent" ("prop- 
ter hoc oonsensu"). See Corpus Juris Civilis. pp. cit., p.179 and translation by 
Scott, op. pit., p.101.

2Opera Omnia. 16 vols., Rome, 1882 et seq. Yol. IX (1897), Quaestio LXXVII, 
"EE Praudulentia Quae Committur in Emptionibus et Venditionibus," pp. 147-54.

^Index Thomistious. ed. R. Busa, Rome, 1974> Vol. IV, pp.806-30, 1045-48.

^Carolus Molinaeus, Traptatus Commerciorum, et Usurarum (1546), Paris, 1555 
pp.226, 232, 246, 676 and passim. The French translation, Sommaire du livre 
aoalytique des opntrats. usures. rentes constitutes, interests et monnoves. Paris 
1547, went through several editions by the 1560s. DuMoulin also published a ' 
long aeries of treatises on oanon law and Roman civil lav from 1522 to 156/1 .
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oonmeto and ooncurro. What IB there to say about the substance?

De Hoover has stated that "the "whole discussion on the just price 

assumed the existence of competitive conditions," but he adds that "it is strange 

that the word 'competition1 never occurs in scholastic treatises until the end 

of the sixteenth century," Mblina's De Justitia. e+. Jure (1592) being the tract 

in question. I must quibble with De Hoover on both points.

First, as to textual priority, I would be very hesitant in 

speculating as to who was the first to employ the phraseology of competition 

in a clearly economic sense, whether in the scholastic or secular literature 

of the mid-1500s, but certainly this usage pre-dates Molina. De Soto's De Juatitia

et Jure (1553) contains among others this: "si omnes ad primes vendltores
o 

oonourrerent. minoris emerent." But what exactly did De Soto mean? To answer

this, let us turn to De Hoover's initial point that the theories of just price 

assumed competitive conditions. This is an allegation which many students
•z

of the scholastic doctrine have shared, and it is one which warrants careful 

and cautious interpreting.

It seems quite ludicrous to attribute to medieval scholars what 

amounts to a competitive ethic, and yet this is what happens when the medieval 

condemnation of monopoly is set alongside the doctrine of the just price with 

little attention to the underlying essence of the case. Monopoly was widely 

condemned through the Middle Ages for economic reasons which are now familiar, 

the restricting of output to artifically raise price which it usually entailed,

 i 
Raymond De Hoover, "The Concept of the Just Price: Theory and Economic

Policy," Journal of Economic History, vol. XVTII, no.4> 1958f P»425« See also 
his article, "Scholastic Economics," Quarterly Journal of Economics, vol. LXIX, 
no. 2, May 1955» P-1^9 and n.4 for Molina's text

de Soto, De Justitia et Jure (1553) t -Antwerp, 15681 P«194^t emphasis 
added.

3̂Sohumpeter probably started this erroneous belief with his argument that
St. Thomas's appeal to the "public's evaluation" oould "only mean normal 
competitive price." History of Economic Analysis. New York: Oxford University 
Press, 1954t p.93» Gordon goes even further lay attributing to Lessius (1605) the 
very definition, no less, of "perfect competition" itself (op. oit.. pp.275, 259-6(

TJoonan, O£. $&., p,88n19, cites passages to this effect from the medieval 
scholastic writers, Scotus, Geraon, St. Bemadine and St. Antoninus.
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and the scholastic writers objected to monopoly for its arbitrariness and the 

"iniquity" or inequality it led to in the process of economic exchange, following 

the lines of Aristotle's analysis of justice.

By contrast, the central appeal of leaving large numbers of buyers 

and sellers free to set their own price amongst themselves, traditionally, was

the very lack of arbitrariness or the absence of any one individual's influence
•\ 

and oapriciousness. In the Scholastic tradition, this became solidified in

the notion of the common estimate, or oommunis aeBtinatio» of the value of things, 

or in other words of their just price.

What is essential here is that neither Aristotle, nor the Roman 

jurists, nor the early scholastic writers directly identified competition as 

the concomitant of the just price, because they were not concerned as scientists 

with the explanation of market behaviour so much as they were anxious as ethical 

theorists to lay down the rules of justice in exchange. For them, a common 

estimate meant principally a consensus or agreement and not a competition among 

buyers and sellers. Perhaps had they looked further beyond the mere result of 

a common estimate to the process whereby this result was reached, then they may 

have recognized and commented upon the significance of competition in market 

exchange. But, they did not, at least, not before the mid-1500s.

The phraseology of oonourro in the mid-1500s brings us to that 

transitional stage when writers no longer employed the verb in a neuter or 

impersonal sense, but probably had in mind (as in the case of De Soto, cited 

above) something literally approaching our modern sense of competing as a sort 

of "running together or concurrently," with more than a faint suggestion of 

a genuinely competitive opposition or struggle floating about.

This subtle transition accompanies another development of later 

scholastic thought. Writing in the much slower pace of the 1200s, St. Thomas 

had ascribed to the concept of the just price a rather austerely objective and 

rigid character whereby it reflected the inherent capacity of economic goods to

The key passage in the Roman civil law reads: "Pretia rerum non ex riTectu 
nee utilitate singulorum, sed communiter funguntur." (Corpus Juris Civilis. Vol.

ed. T. Mommsen, Berlin, 1878, p.5U, 35:2:63).



-21-

satisfy human needs and henoe was thought to vary little with external circum-
•\ 

stances and from one time or place to another. After a long period of slow

development, scholastic thou^it began to be revived in Spain during her "Golden 

Century," new works emanating from the so-called school of Salamanca founded by 

Vitoria. (Enough Vitoria's major treatise, the Comentarios (1535) on St. Thomas's 

L, adds very little to the doctrine itself, it opened the way for a whole

series of new tracts on economic affairs during the expansionary decades of the 

1540s and 1550s. 2

Luis Saravia de la Calle's Instruccion de mercaderes (1544) sounds 

a new note when it emphasizes the variability of prices according to the numbers 

of buyers and sellers as well as to the abundance or scarcity of money, and this 

theme is repeated and elaborated in a series of tracts including those by De 

Soto himself (1553), Navarro (155&), Mercado (1569) and Garcia (1583). 5 Oat 

of this literature, a very primitive but distinctly recognizable lav? of supply 

and demand features prominently. De Soto expreseed it very concisely as follows:

... Meroium pretia. emptoruia oopia auffentur. penuria 
verb pffflffffiyftyf- Sioutie conversd abundantia venditorum 
ininuuntur raritate veroT exorescunt. ("Prices rise when 
buyers are numerous and fall when they are scarce. 
Likewise, prices fall when sellers are numerous and rise 
when they are scarce.").4

In all probability, this simple thougjit had been entertained by 

many long before the Spanish scholastics and probably finds expression somewhere 

buried deep in antiquity, but the important point to aclmowledge here is that it 

was out of this intellectual stream of thou^it that economic writers began to

Noonan, OP> oit. . p. 85.

TPranoisco de Vitoria, Comentarios a la Secunda aecundae de Santo Tomas (1535), 
ed. R.P. de Heredia, 6 vols., Salamanca, 1932-52, especially Vol. IV, pp. 116-30. 
A useful, if brief, account of the Spanish literature is M. Grioe-Hutchinson^ 
The School of Sfti*""«noa. Oxford: Clarendon Press, 1952.

Grioe-Hutohinson, £j>. J2i£>, PP«79-119, contains short selections translated 
from the Spanish and Latin texts of these and a few other authors from 1544 to 
1605.

Soto, ££. £it., p.196a and Grioe-Eutchinson, 0£. oit.. p.86.
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aesociate the cognates of oonourro (and, to a lesser extent, compete) with its 

now familiar economic contexts. De Soto's incidental use of "concurrerent" was 

cited earlier, and ty 1593 Luis de Molina had carried this usage one step further 

by actually incorporating the explicit idea into his simple formulation of the 

law of supply and demand:

... Multitude emptorum concurrentium plus uno 
tempore* £ alio, & maiori aviditate. faoit pretium 
aocresoere: emptorum vero raritas faoit illud 
deoresoere.T

However, the Spanish scholastic tradition had already begun to slide 

into a decline towards the end of the 16th centuxy as Spain's ascendancy in 

Europe gave way to the more progressive economies of France, England, the United 

Provinces of the Low Countries, the Italian city-states and the German towns 

of the Khine district. ind, by the turn of the century, even the best of the 

late scholastic treatises was written by a non-Spaniard, namely, the Dutchman 

Leonard de Leys (or Lessius) whose Ite Justitia at Jure (1605) contains a wealth

of empirical loiowledge of markets combined with a considerable amount of
2 theoretical analysis sprinkled with many allusions to market competition.

However, the scholastic tradition was a spent force by the 1600s, 

giving way to a backward-looking casuistry from ijhich it did not recover. The 

initiative in economic discussion was passing to those who were less able and 

less intent upon writing long and arid textbooks and more anxious to argue for 

economic policies favourable to their own practical concerns. In a word, 

scholasticism was being replaced by mercantilism.

1 / fVini.
Luie de Molina, De Justitia et Jure (1592-1600), 6 vols., Mbguntia, 1614, 

Vol. I, tome II, disp.348, num.4, col.395*

Tieonardus Lessius, De Justitia et Jure (1605), Paris, 1606, especially 
chapter XXI, "De Emptione et Venditione," pp.251-71. For page references and 
selected translations illustrating Lessius's alleged "definition" of perfect 
competition, see Gordon, op. pit.. pp. 259-60. Lessius makes occasional use of 
oonourro and compete (see, for example, pp.254, 261), but I have not yet been 
able to find any sharp delineation of the concept of competition in his text. 
He does, of course, give expression to the simple concepts of supply and demand 
and their effects on price, already a traditional feature in scholastic treatises 
by 1605.
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Ve would be mistaken, thou^i, to erect some sharp dividing line 

between the two traditions, or to overlook the positive influence that the 

former had on the latter school of thou^rb. Kirough the decades of the 15^0s 

to 1580s, inflation, higfc rates of interest or usury, and the manipulation of 

national currencies became the dominant issues in this new and more secularised 

form of economic debate. From a small sample of the leading works in this 

literature, those by Bodin and Malestroict in France, Wilson and Hales in 

England, Davanzati and Serra in Italy, I was unable to find any direct 

reference to the idea of competition, thougjh. doubtless a more thorough search 

would produce a few such examples.

On a somewhat broader front, the writings of the Italian, Giovanni 

Botero, will illustrate how the phraseology of competition was beginning to be 

assimilated into general discussions of economic affairs. In his Delle Cause 

della Grandezza delle Oltta (1588), Botero makes one or two passing references 

to "la ooncorrenza e I'emulatione" between great cities in their efforts to 

construct attractive sites for "Faires, and Harts, and the Infinite concourse 

of Merchants," while in his Delia Ragion^ di Stato (1589) a short section is

devoted to the advantages of "I'emulatione e la concorrenza" among*t soldiers
p 

as a source of military excellence.

Malestroict, Les Paradoxes du Seigneur de Malestroict. Paris, 1568; Jean 
Bodin, La Response de Maistre Jean Bodin. Paris, 1568. and Disoours de Jean Bodin 
sur le Behaussement ot Diminution des monnoyes. Paris, 1578; John Hales, A Brief e 
Conoeipt of English Policy. London, 1581, new edition as A Discourse of the 
Common Weal of this Realm of England, ed. E. Lamond, Cambridge, 1893; Thomas 
Wilson.' A Discourse upon Usury (1572). ed. E.H. Cawney, London, 1925; Gasparo 
Scaruffi, Disoorso sopra le monete (1582), ed. B. Custodi, Milan, 1802; Bernardo 
Davanzati. Notizia de* Cambi C1588^. ed. B. Custodi, Milan, 1804, English trans­ 
lation by John Toland as A Discourse upon Coins. London, 1696; also Davanzati's 
Lezione delle Monete (1588), ed. B. Custodi, Milan, 1804; and Antonio Serra, 
Breve Trattato Delle Cause Che Posaonp Far Abbondare (1613), ed. B. Custodi, 
Milan, 1803, selections translated in A. E. Monroe's Early Economic Thought. 
Cambridge, Mass., 1924, pp. 145-16?. Unfortunately, I was unable to consult the 
many pamphlets of Barthelemy de Laffemas from 1596 to 1609, several of which 
have very intriguing titles.

Giovanni Botero, Delle Cause della Grandezza. e Ma/giifioenza dene Citta 
(1588), Venice, 1589, pp.340-2, and passim: She Cause of the Greatnesse of Citiea. 
by John Botero, translated by T.H. (T. Hawkins?), London, 1635, pr>.94-5; and    
Delia Eaffl9n di Sfoto, Venice, 1589, pp.261-3. See also Itobert Peterson's 1606 
translation of Dejllo Citta which is included with the new translation, The i 
of State and The Greatness of Giti Mf by D. P. Waley, London: Routledge and 
Kegan Paul, 195°.
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Botero was not a skilled theorist, and his graphic descriptions far 

outshine some passing observations he makes of an economic character on such 

things as the growth of population and industry, but his rather loose association 

of these with competitive themes is itself a significant indicator of the drift 

of things to come.

So too was John Wheeler's Treatise of Commerce (1601), the first 

English work which I have been able to find which employs a collate of compet­ 

ition in a demonstrable economic context, though the cognates of competition and 

rivalry were very much in use in English during the latter two decades of the

16th century as we may gather from their very liberal use throu^iout the works
1 of Shakespeare. In arguing the case of his own Merchant-Adventurers 1 Company,

Wheeler alludes in passing to the Tonnes of the united low Countreys, eleven or 

twelve in number of the best situate, each striving to be preferred, like so

many Rivals or Competitors," in the efforts to corner the trade of North-Bast

2Europe,

It should be carefully noted that both Botero and Wheeler refer to 

the concept of competition, in an economic context, in inter-municipal terms, 

that is, to cities or city-states striving with one another for domination. 

Thus, even though the scholastic writers had established the use of oonourro 

in the analysis of market exchange between individual merchants, this context 

can claim no exclusive or a priori hold upon the concept of competition, a fact 

which the literature of the 1?th century was to amply demonstrate.

An appropriate writer with whom to end this survey is Antoyne de 

Mbntohrltien whose graiote de I'Oeoononil.e politique (1615) provides another 

bridge between late medieval and early modern thinking. Montchre*tien sketches 

a thoroughgoing plan of state intervention and control of industry which, 

underwittingly, stands as a blue-print for the economic policies put into practice

1Alexander Sohmidt's Shakespeare-Lexicon. 2 vols., Berlin, 1902, lists no 
less than nine competitor's in the oonmlftte un-pk-a (vol. I, p.226), as well as 
numerous occurrences of the cognates of rivalry and emulation.

2 John Wheeler, A Treatise of G«mwyiw» r London, 1601, p. 19.
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by Colbert later in the century. But Montchre'tien's interventionist attitude 

does not prevent him from recognizing advantages to the state from active 

competition in the sphere of private industry. In -b,,ro very brief passages, he 

neatly puts his finger on several competitive themes which were to become a 

recurrent part of 18th century thou^it.

At one point, he appeals to "oeste emulation et envie de bien faire, 

sans laquelle I 1 action demeure toujours lasche et molle," and in another passage 

he elaborates upon this dual role of competition as a source of both progress 

and efficiency:-

     L'aemulation est en toute chose un grand aiguillon 
a bien faire. Par elle les hommes peuvent monter a la 
perfection de tons arts. II n'y a point de plus court 
moyen pour faire tost gamier le haut comble a oeux qui 
les exercent que de les commettre en concurrence 
df Industrie comme en la poudre d'une lutte d'honneur 
et de prix. Cela les oblige a prendre a soy de plus 
pres a oonsiderer oiroonspectement tout oe qui leur 
servir a faciliter leur art, et ordonner raieux leur 
travail. 2

The foregoing survey and fragments from the economic literature of 

the 16th and early 1?th centuries would be very misleading if it created the 

impression that there waa any sustained discussion of competitive ideas during 

this period. There was not anything of the kind. Direct and explicit references 

to competition are extremely rare, and they certainly do not amount to anything 

even approximating a conscious recognition of it as a principle of economic thought,

What we do find are some vague hints of classical thought to come 

by the end of the 13th century, and some quite clear statements of doctrine, 

concerning supply and demand, which would eventually become part and parcel of 

competitive economic theory. But wild statements attributing all sorts of 

anticipations of, Bey, the theory of perfect competition to these pioneering 

works are quite unjustified*

It is difficult to speculate just hen-/ scholastic analysis might

Antoyne de Montchre'tien, Traiote de I'CSoonomie Politique (1615), ed. 
Punok-Brentano, Paris, 1889, p.118.

, p. 37.
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have proceeded had it been freed from its theological past, but as it happens, 

the tradition quickly faded in the 17th century and we must look elsewhere for 

the continuation of economic analysis.

4. The Economic Calculus (l) - Nations. Companies and Individuals

A rna^or change in focus takes place as we leave the 16th century 

and move into the 17th. The scholastic literature on just price dealt mainly 

with the problem of exchange between individual merchants within the medieval 

context of trade fairs. The mercantilist literature of the 1600s cast up the 

problem of economic exchange in terms of trade between nations within the early 

modern context of the emerging nation-states of Western-Europe.

In part, this change in focus reflected the shifting of economic 

power away from the Central and Southern regions of Germany, Italy and Spain, 

towards the North-East seaboard countries of Eogland, France and Holland; and, 

in part, it reflected the rising importance of certain institutions designed to 

accommodate the needs of world trade: the incorporating of merchants into large 

trading companies and the growing use of precious metals to finance their trade.

With specie in short supply and rather unstable in its flow from 

Spanish America throu^i the markets of Europe to towards the Par East, economic 

debate began to delve into the problems of commercial policy, international 

trade, and the regulation of national currencies: the late medieval concern 

with usury and inflation gave way to the early modern concern with the "balance 

of trade*" These new aspects of economic thought bulk large when we come to 

consider how writers of the 17th century conceived of the idea of economic 

competition.

Now, the Ifoononjdo Calculus is the method of identifying the 

categories of economic cost and benefit, or of gain and loss, or in broadest 

terms of advantage and disadvantage pertaining to any course of action, and of 

quantifying these pros and cons so that a decision can be arrived at by weigiing 

up the balance.



-27-

In wording through the economic calculus in its social applications , 

we inevitably encounter the concepts of competitive interdependence and inter­ 

action* In doing so, we have to conceive of and label the relevant competitive 

groupings as units for analysis and the frame of reference to which they apply. 

This involves the study of both common and conflicting interests between separate 

individuals in their relations to one another*

The rise of the nation-state brought not only the more centralized 

forms of economic institution but also the growing awareness and perception of 

the qualities of national identity and of national unity. To make this possible, 

the complementary idea of national rivalry either had to be a fact or had to be 

invented to suit the purposes and alms of nation builders, for the threat of 

external danger to the state was one means of strengthening its institutions of 

internal cohesion*

It was in this context that the status of the incorporated company, 

a medieval form of business organization which had rioen to prominence as a 

response to the new pattern of overseas trade, came to be scrutinized as an 

instrument of national economic policy. Initially set up to overcome the huge 

financial hurdles of raising large sums of capital for riaky ventures, and vested 

with special powers and privileges by the governments which created them, they 

often proved to be a lucrative source of public revenue to those selfsame central 

governments, but as time wore on their status as "monopolies" with monopoly power 

both at home and in markets abroad became more and more the central issue under 

discussion*

The pattern of events just described applies most readily to the 

English experience, with the beginnings of the great monopoly debate in the 

Houses of Parliament dating from 1597 and with recurring debates throu^i to the 

mid-18th century, but the underlying issues were by no means confined in their 

application to iEJngland alone* Similar events and discussions took place throu$iout 

Europe, even if not so openly or so vigorously as in Itogland itself*

However, the summary to follow in the remainder of this chapter 

will be confined almost exclusively to the Unglish literature. This is so, not
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only because it is the most readily available, but also because it is the 

most robust and offers the most sustained treatment of competitive themes, in

contrast to the other currents of thought in Iiiurope which are either surprisingly

1 +.MP or else touch very little upon our subject. .And, most important of all,

with the aid of historical hindsight, we can judge "in advance" that the English 

literature was to prove the most influential in shaping the thou^at of the next 

century*

On the whole, the l&glish mercantilist tracts of the 17th century 

have surprisingly little to say directly azid explicitly about competition in 

the classical manner of market exchange between individual buyers and sellers 

and of the effects of their bargaining behaviour on prices. Yet, their work does 

teem with the imagery of competition and their alliuaions to it can only be 

understood with reference to the theme of national rivalry and to the debate 

on monopoly. iEhat extended debate constitutes a subject worthy of lengthy 

historical study by itself, and I will not attempt to sketch anything like a 

detailed narrative of events but will only extract those portions of the debate 

which throw light on their conception of the competitive process. To do this, 

a broad division of the century into three major periods will be useful.

During the first period, from the late 1500s to the 1640s, the status

Amazingly enough, Montchre'tien1 s graict£ of 1613 engendered almost no 
economic publications in reply, until the 1690s. For this impression of French 
17th century economic literature, I have relied heavily upon the scholarship of 
C.W. Cole: Colbert and a Century of French Mercantilism Il939)t French Mercantil­ 
ism 1685-1700 (1945). and French Mercantilist Doctrines before Colbert (1951T.

AH3- the secondary sources 1 have consulted convey the uniform impression 
that economic writing in Spain, Portugal and Italy - so vigorous in the 16th 
century - quickly faded in the early 1600s, experiencing their short-lived 
renaissance during the mid-1700s. The Dutch produced a number of interesting 
works during the 1600s (by Grotius, Graswinkel, TJsselinox) but, as far as I 
know, the Dutch literature is still largely unresearched. See M. Blaug, 
Economic Theory in Retrospect. ?n4 ed., London: Heinemann, 1966, p. 34*

The German cameralist literature of the 1600s touches on economic subjects, 
but my knowledge of this body of thought is rather scanty, limited largely to 
A.W. Small 1 B survey, The Cameralists. Chicago 1909, which is not especially 
reliable aa a guide to my topio. J.J. Becher (Politischfe Disours. Frankfurt, 1668) 
had some interesting tilings to say about industrial structure, in terms of 
"monopolio, 11 "polypolio," and "propolio," and other items are likely to be found 
of this nature in the many works of SohrBder, Eorniok, oeckendorff et al.
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1of the Company of Merchant-Adventurers became the chief focal point for debate, 

though the newly founded East India Company began to zaeet resistance at hone 

by the 1620s as woll. 2 The second or interim period, from the mid-l640s to -the 

1660s, saw a slackening in the debate itself, due no doubt to the civil strife 

which took attention away from commercial affairs abroad, but these years also 

witnessed important inroads made against the "classical11 mercantilist doctrines 

formulated in the 1620s, as we shall see in a moment.

With peace at home restored in the main, the third period extending 

from the 1670s to the 1690s brought a renewed attack upon the Last India Company 

and other alleged "monopolies," and this strong challenge resulted in an- ' 

enormous outflow of economic tracts, both by individuals and companies alike,

during the decade of the 1690s - one of the most exciting decades in the history

3 of economic thou^it for the flood of new ideas ii produced,

Let us turn initially, then, to the first period for the origins of

Attacks upon the company were made by Thomas Ililles (The Customers Apologje. 
London, 1601; Tfre Customers Eeplie. London, 1604; and The Customers Alphabet and 
Primer, London, 1^08) and by Gerard 3)e Mslynes (33ie Maintenance of Free grade. 
London, 1622; and She Center of the Circle of Commerce. London. 1623)* and later 
by a very incisive pamphlet by a group of rival merchants, A Discourse of Motives, 
for the Enlargement and Free dome of Trade. London: Ha, Brent, 1645* To the 
defense came respectively: John IJheeler, op. cit.; Edward Misselden (ffree Trade. 
London, 1622, 2nd. ed,, 1622; The Circle of Commerce. London, 1623), and Henry 
Parker, Of a Free Trade, London, 1648.

Aside from Malynes (op, oit.. 1622, 1623), the anonymous "I.E." (Robert 
Kayll?) raised some objections in The Trades Increase. London, 1615, which were
met by Sir Dudley Digues' The Defense of Trade, London, 1615. In addition to the 
defense by Misselden (op. oit«. 1625). were Thomas Ifun's Defense of Trade, from 
England unto the Sast^Indies. London, 1621 and the letter's Petition and rteiaon- 
stanoe. London. 1628. upon behalf of the company. Ifun's classic, flngland'e 
Treasure by ForraJLrji Trade. London, 1664, was written circa 1630. Also very 
defensive of the monopoly position in the 1640s and early 1650s were Lewes 
Roberts and Henry Eobinson whose principal works are given below on page 32 note 3

The important treatises from 1670 to the 1690s are too numerous to list 
here, but it might be worth indicating here that prominent amongst the apologi as 
of the East-India Company's monopoly were works by Papillon (167?)* Child (1660, 
1681, 1690, 1693)> and Eavenant (1695-1699). Spirited attacks were made by Coke 
(1670), Gary (1695), Pollexfen (1697), supported by a long line of equally 
cogent anonymous writers. Somewhat more subdued in their liberal outlook and 
detached scientific objectivity were writers like Barbon (1690), North (1691), 
and even John Locke (16^0-1696) by comparison with the more committed writcrc. 
For details of those works, see the njaJTi text to follow.
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the mercantilist doctrine. At the very heart of the matter is their clain that 

overseas trading companies act as agents on behalf of the state for the further­ 

ance of national gain, or as Wheeler put it, "for the honour and service of the 

Prince and State." Unity amongst l&gland's wool exporters f under the tightly 

knit organization of the tlerohant-Adventurers 1 Company, would procure for them 

(and hence for the nation too) the bargaining advantages of monopoly power, 

thou^i V&eeler does not use the term "monopoly" to describe the company, and. his

insistence that individual merchants had great freedom within the company's broad

2 guidelines was somewhat equivocal*

In somewhat different and more trying circumstances, the first 

generation of spokesmen for the East India Company - Digges, Misselden and Hun - 

placed less emphasis upon the bargaining advantages of monopoly power with 

respect to price, but more emphasis upon the need for a united effort to raise 

large sums of capital to finance costly defense facilities and for procuring 

favours from the often hostile foreign rulers they had to deal with. In essence, 

their case was much the same: national advantages of unity in facing eacternal 

rivals.

The quintessential statement of the mercantilist outlook camo in 

the 1640s in Parker*s treatise, Of a Free OJrade, notable for its disarming 

simplicity and engaging frankness, "Union among Iferchants" would enable the 

nation to "divert a trade 11 to its advantage, and because the interests of all 

the nation's merchants are "so interwined" with one another, Parker concluded 

that "the benefit of the English Merchant is to be regarded as the benefit of 

the j^Rglish Nation," Furthermore, since the Company of Merchant-Adventurers 

"best understands its own interest, so neither has it, or can it, have 

interest, but such as is consistent with the interest of the State.

Wheeler, op. cit.. p.108.

2
ibid, pp. 101-02 where he firmly denies the charge of monopoly, incicting 

that those belonging to the Merchant-Adventurers ccn buy and sell "at their 
libertie and pleasure," in stark contradiction to Ms arguments on pp.54-58.

^Parker, QP. oit.. pp.12-13 and p.22.
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Thus, underlying the mercantilist doctrine was this essential argument: 

The unity offered by monopoly organization oombined with the enlightened pursuit 

of self-interest is also in the national self-interest. In other words, the idea 

of monopoly power (if not the word itself) is interpreted in such a way as to be 

an integral part of a national competitive strategy!

Parker soon ran into difficulties when he attempted to apply this 

rationale to his economic calculus of national gain. How could he reconcile the 

monopolist's confessed purpose of creating artificial scarcity to raise prices 

and profits from abroad with domestic manufacturers' desire to expand their 

exportable outputs? Having considered this dilemma, Parker concluded that the 

"twisting11 together of all the separate interests within the nation would show 

that the merchants' gain from monopoly power abroad T was "more compliant with

the publick" and "the generall interest of the State" than were the successes
 j 

of manufacturers at home. Barker's conclusion rested, of course, on the

balanoe-of-trade theory which will be discussed in the following section.

With these logical and conceptual underpinnings, what did the 

mercantile theorists actually say, directly and explicitly, about the nature 

and effects of competition? As a matter of fact, the word competition as well 

as its cognates and synonyms (such as rivalry and emulation) are of very rare 

occurrence in the literature before the 1680s, though the phraseology of 

"striving," "envy," "jealousy," "rivalship," and "emulation" was beginning to 

become common by the 1640s*

Nevertheless, the few textual indications we can find do support 

the general Impression that mercantilist writers portrayed economic competition 

as a form of national conflict. That is to say, competition is subtly presented 

in such a way as to emphasize its nationalistio and confliotual aspeots. To 

olte two of the very rare instances before the 1640s, T. Gentlemen refers to 

the "emulation" between Dutch and English fishermen in the North Sea, 2 while I ton

1 ibid. pp.30-31.

T?. Gentleman, %yy]j^'s Vav to Win Wealth. London, 1614, p. 23.
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wrote at length of the relations between the Dutoli and 3n£lish -Jast India
1 companies, stating at one point that "wee onely axe their Corrivals."

the 1640s, Parker refers to both "Forrein Ifetions" end "forrein Merchants" in

2 the same paragraph as "emulous hostile neighbours'1 and one could cite many

similar allusions to the nationalist and confliotual chcxacter given to competition

in the vigorous pamphlets of the 1640s, 16508 and 1660s, by men such as Hoborto,
3 Robinson, Violet, Lanbe and L'Estrange.

There are many good reasons to explain this dual emphasis. In truth, 

national rivalry was very much a reality throughout the 16th and 17th centuries, 

often waged as a bitter struggle, though on some occasions pamphlateers may have 

wanted to exaggerate the rigours of competition they faced abroad in order to 

protect their position at home* Quite apart from motives, thou^i, there is a 

more broadly based reason which in many respects still applies today and which 

Sir Josiah Child enunciated very clearly in 1681: Wealth and power, he wrote, 

"consists in Comparisons , M and "England may be said to be rich or strong, as our 

strength or Riches bears a proportion with our Nei^iboxir Hat ions, French, Dutch,

&c«, and consequently whatever weakens or deix>pulates them, enrioheth and
,-  

strengthens th Snglcnd."^

An equally easy question to answer is why the writers of the 17th 

century paid so little attention to the idea of competition in and of itself 

and why they did not set it out in sharp relief as an important principle. Quite 

simply, the economic writers of the 1600s were, almost to the last man, practical 

men of affairs concerned with practical problems. In marked contrast with the

A

Mun, Petition and Remonstrance (1628), p. 25. 

Parker, OP. cit.. pp. 4-5*

^Lewis Roberts, The treasure of Traffike. London, 164'i; Henry Kobinson, 
England's Safety in grades Encrease, London, 1641; Briefe Considerations 
oonoeTrL^tv>' the Advancement of Trade and navigation. London « 1 649?
Proposalls in order to the Peoples Freedome and Accommodation. London, 1652? 
Thomas Violet. The Advancement of Merchandize. London. 1651; Samuel Lambe, 
Seasonable Observations. London. 1657; and luoger L'Sstrsnce's preface to Ilia 
translation of a work by the Frenchman, F. Charpentier, A Treatise Touching the 
Eaat  IndiaTrade   London, 1664.

Sir J. Child, A treatise CojY^-rr^Tig the Jqst India Srade. London, 1681, 7). 7,
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scholastic fathers of the previous century, thoy wore not trying to compooe 

lengthy and arid theoretical treatises, and were thus far less likely to seise 

upon abstractions for their own sake. The penrphlots they wrote were intended to 

advance specifio causes, and in the ongoing whirl of practical affairs, these 

writers reflected the reality of 1?th century competitive life from their 

first-hand experience, without explicitly identifying the very process of 

competition of which they themselves were the active participants.

However, it is throu^i the years of civil -unrest (l640s-l660s) when 

the spotlight on economic affairs was turned, awey i'rom international trade -bo 

domestic activity that we can perceive the first signs of new modes of thought 

which would lead ultimately to the overturn of the mercantilist outlook. On the 

on* hand, new empirical studies "by men such as Petty, Graunt and Fortrey were 

being undertaken, studies which were to have the effect of undermining the old 

mercantilist calculus of national gain by the balance-of-trade theory, a subject 

to which I turn in the next section.

More relevant to this history, thoughf is another development 

originating in the 1630s: a weakening of the "nationalist" conception of 

competition* Here, Thomas Hobbea* masterpiece of political theory, Leviathan. 

strikes a new note of economic individualism which would require many decades 

to have its full effect but which proved to be immensely influential nonetheless*
^

She principal flaw in the mercantilist argument was the fudging of 

the issue as to how the economic gains from monopoly power exercised abroad could 

be said to redound to everyone's advantage at home, if that same monopoly power 

was exercised in domestic markets as well. Hven though Hobbes had little economic 

theory to advance, he does succeed within the space of a single page to sum up the 

essence of the monopoly debate, with the respect to the advantages it bringc both

in foreign and domestic markets, and he does this by sharply and incisively
 i 

distinguishing between private and public gain.

Thomas Hobbes, ^Wfrfffl (1651), p.120. I cm citing from the 1651 text 
as given (with original page numbers) in the paperback edition by C.B. MoEhorcon, 
London: Pelican Classics, 1966.
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But far more important was Hobbes 1 argument for the need of a strong 

central government, not to direct economic affairs, but to play the role of 

protector of individual property ri^vfcs, that is, to support economic individual- 

iem. Hie analysis of both political and economic behaviour is studded throu^iout 

with hifl hignly individualistic state of nature, the hypothetical "Varre of 

every man against every man" which it is the role of the state to subdue and to 

channel Into mutually productive patterns of effort by ensuring the observance 

of civil conduct and order* And, sure enough, the idea and the word, competition, 

is used to introduce this recurrent image of interpersonal conflict, richly 

supplemented by the phraseology of "contention," "rivalry," "imitation," 

"ambition," "mutuall envy" and so on. Finally, on the half-dozen or so occasions 

that the word competition arises in his text, it is depicted both in the broadly

political sense of striving after "power," "office" and "dignitie" as well as

2 for the more clearly economic ends of "wealth," "riches" and "gain*" Needlese

to say, Hobbes sees competition very muoh in a oonfliotual light*

The first evident signs of Hobbes* influence in introducing an 

individualist perspective into the economic literature vere to come only by the 

1670s, when attention vas one more turned to the sphere of international trade 

and commercial policy* Roger Coke was perhaps the first to reflect this nevr and 

fresh outlook when, in citing the advanoes made by the Butch, he took note of the

advantages of "multitudes of people concurring in Trade an emulation of excelling
* 

one another .*  whereby every man endeavours to excel the other* w^ However, it

must be said that the transition away from the nationalist towards the individual­ 

ist outlook was a slow end subtle process; the former connotations of national 

rivalry lingered on well Into the 18th century and even those who, like Coke, 

pointed forward to the economic individualism of the 18th century still tended 

to retain the more traditional modes of thought as well.

» FP.47-8 and 61-2. 2ibid. pp.28, 47-8, 61, 86, 395. 

Coke, A DiBOourse of Trade. London, 1670, p.55.
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To illustrate the faot that there was no sharp or sudden conversion 

from one pattern of thou^it to another, one can point to individualist hints in 

writers who were, on the -whole, quite vigorous defendants of an essentially 

mercantilist position. Thus, Papillon would intersperse numerous references to

individualized striving in amongst his more predoni1.nfi.ntly traditional, allusions
-\ 

to the actions of "other Nations, our Competitors." Special mention could be

made in this respect to the anonymous pamphlet, jDritaarnia Lanffuens. whioh quite
2 literally abounds in references to both individual and national competition.

Thus, by the 1690s, a very firm linkage had been made between the 

phrase, "multitudes of traders," and the imagery of competition and freedom. An 

ambiguity often arises when writers of this period make mention of "the Dutch our 

Rivals," since they seem to be entertaining an idea or concept of competition 

whioh points to highly individualized behaviour qualified with nationalistic 

overtones. The real significance in this subtle shift will be seen in the section 

to follow, where its effects on the economic calculus itself come under study.

5* Tfoe Eoopomia palculus ,(11). - Freedom. jLffficienoy and

Tho study of the economic calculus , understood in the broadest sense, 

requires not only the perception and choice of some behavioural unit of analysis, 

whether that be single individuals or groups of individuals acting aa a concerted 

unit, but also entails the selection of economic units to measure gain and loss, 

or costs and benefits, in the weighing up of various alternative courses of action.

Now, the medieval merchant, conducting his affairs in the context of 

a monetary economy, had long ago realized that the pursuit of maximum profit 

meant buying cheap and selling dear, profits being the excess of revenues over 

expenditures. The merchant's activity of buying finished goods in one market,

Thomas Papillon, The East-India Trade. London, 1677, pp. 15-18.
9
Anon., Britannia Languena. London, 1680, pp.34-5, 38-9, 94, 97, 126, 212, 

("National Contests, between Nations, emulous in Trade"), and passim. This very 
remarkable work was reprinted by J.R. MoCullooh, in I&rly IffiLJsh Tracts on 
Commerce (1856), Cambridge: University Exess, 1970, with 1680 pagination.

'Even the 14th century Arab historian, Ibn I0ial<2$n( 1322-1406), said so in 
hie Munaflftr^l See the English translation by F. Eosenthal, New York: Pantheon 
3 vole, 1958, Vol. II, p.297, and J.D.C. Boulakia, "Ibn Ehaldun," Journal of 
Political Economy. Vol. 79, Sept,/0ot., 1971, pp.1105-1110.     
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transporting them to another, and selling them at a higher price gave rise to 

the mercantile view of the source of wealth as a mere excess of revenues over 

expenditures obtained through careful bargaining in the market-place. Merchants 

were not inclined to see the source of economic wealth in the efficient production 

of those goods which he merely distributed.

V/hen applied to the level of national affairs, this mercantile outlook 

on economic wealth quickly gave rise to the so-called balanoe-of-trade doctrine. 

The people who advanced this theory did not go quite so far as to make the error 

of equating money with wealth, but they did clearly leave the impression that the 

only source of national wealth was through earning a surplus on the balance of its 

trade with the rest of the world. Given the pattern of trade and the flow of 

gold and silver throu$i Europe during the 1300s, this doctrine possessed a

element of validity, since specie was scarce and its effects were to stimulate 

trade and investment*

"By the 16000, the theory lost much of its validity, but lived on in 

spite of the changing circumstances in world trade* As late as 1677, Papillon 

gave lucid expression to this point of view when he attacked those who argued 

for policies to encourage home production* These people had "very little knowledge 

or understanding of the Kingdom's Interest in Trade," wrote Papillon, because "they 

look no further than the buying and selling In E&gLand," whereas every one who knows 

"that all buying and selling within the Kingdom from one Saglish-man. to another, is 

but a changing of hands, and doth neither add to, nor diminish the Stock or Hichee 

of the Nation." 1

In effect* the balance-of-trade theory was the Individual merchant's 

own calculus of profit and loss, In terms of monetary flows, writ large for the 

nation as a whole. It simply took no account of production as a source of wealth. 

The effect this doctrine had on the way 17th century writers viewed competition 

was to take right out of focus the productive efforts and expenditures of energy 

that go into competitive striving, and to give to the notion of market

Papillon, op. cit.. p.23.
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the oonfliotual chfTnoter of a "aero-sum cane" (rie 20th centrny theorists \.-crc to 

describe it), an idee iisaortalized by !4ontal£pc 9 8 faaous l^csai XXH of Lode I, 

entitled "Lo Profit do into est Itommage de lUutre." She profit of one ic the 

loss of another. It \tao in this vein, then, that Davenant would write:

Trades have their Mvalfl and Concurrents in Profitc, who, consequently, are
o

Qaenies." Here, ££r4ji, we see competition portrayed in negative terms.

However, at the same time that the theme of nationalism was 

weakened by Hobbes* political theory, a neu wave of economic writers begem to 

revise the older mercantilist perspective on things by their detailed empirical 

studies into the sources of national wealth. 2ho v/oika of men like Petty, 

and Fortrey began to appear In the I660o.^ Stressing eopirloal description, 

these pioneers of doaog^cipJjy ai*l economic statistics \-oro not especially adept 

theorists, lw.t the VCIT" ecrphacis they gave to lead ccd labour ae the sources 

of wealth helped peve the way for the aterdy floi; of new ideas vhich began in 

the 1670s.

In e3Koainin/i* this ever exuberant and over increasing literature 

through to the 1690@, one rauet be very senBitivo to the gradually

associations between nov ond old ideas vMch those wrltere some times did and 

sometimes dJft not malcc* Otherwise, moon of the ensuing literature of the 

18th century will make little sense.

Once again, the point of departure moot be the debate on monopoly. 

Through the Middle /^os, monopoly had become a term of 0uch opprobrium, as the 

cause of scarcity and hl^i pcrioes, that no one "by the 1?th century would havo 

darod defend his company as % oonopoly whon this charge had been levelled 

it* £h$ae who spoko in favour of regulated or incorporated companies of

, OLArvy&fl Cocml'btee. eds. A. ThTbr.udot end JI. Rat, Paris:. 
Bibliotiieque de la H5iade, p. 105, f^roa the 1st od, of iiic ^ssais (1|>00).

• In Two Parts, London, 1698V Part fl, SLacourDc ̂^

the many \,t>iicn of Petty from 1662 to 16?1, rni a singlo work airfcibutod 
to John Graunt (1676), see S^e JBofmnmio Vj^i^ll'nrp of Sir ^^jLlJlpja Petty 2 voln 
ed. C.H. Hall, Cambrid^o, 1899. Samuel

Cambridge, 166^, is reporinted in 1-ScCulloch, QD. oJ^t, .
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wre quick to join the familiar chorus of outcries against the evils of monopoly 

and took great r**  to dissociate their own company from the "suspicion," the

"ill tincture" and "false slaunder" of the "name and blame of Monopoly" which was
o 

heaped upon them, 1 and they even tried to pin the same charge on their opponents.

Now, what the critics of monopoly pitted as an alternative to that 

form of business organization was not the concept of competition, which itself 

was already part of the neroantilist phraseology of national rivalry, but instead 

the more appealing phraseology of Freedom and Liberty   Indeed, even the skilful 

defendent of the overseas trading companies, Edward Ilisselden, analysed the concept 

of monopoly as the "restraint of the liberty of Commerce," but not as the absence 

of competition. 5 Thus, throu^iout the literature of the 17th century, we cannot 

assume that references to (or even the endorsement of) economic freedom or liberty 

also implied a reference to competition as well* I;lreedom uad liberty were terms 

used in many different senses during this oentuzy, and often-times in very 

contrasting ways which could be quite inconsistent with the 18th century phraseology 

of "free competition*"'*

However, during the 1680s and 1690s, older associations were beginning 

to loosen up, so that the idea of freedom, In the sense of free and open entry 

into a market or industry, was slowly being associated with the condition of 

multiplicity or of "multitudes" of buyers and sellers; similarly, multiplicity 

was being associated with the terms, competition and emulation. But the direct 

linkage between freedom and competition had yet to be made, because even by the 

1690s, the idea of oorrpetition etill carried with it all sorts of older negative

See Wheeler, 01% olt«. p.53; Misselden, Free grade* pp.54-72 passim, and 
Circle of Commerce, p.62; and Parker, op. olt  . i>p.21 and 25  

2 As does Misseldon upon Malynes In Circle of Cocaaeroe. pp.66 and 101,

^Misselden, Free Trade, p.57.

The many types of economic freedom which were often indiscriminately confused 
under the general heading of "free trade" include the following: the freedom to 
Import and export bullion and nerohandise ; to enter Into business on one's own; 
to enter into a company of regulated merchants; to buy and sell shares in an 
Incorporated company; and so on. Men like Mlsselden ^nd Child defended economic 
freedom in general, but defended their special positions all the same.
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oozmotations of national conflict*

Even as scientifically detached a writer as Nicholas Barbon did not 

go quite so far as to connect freedom with competition, when he observed that "the 

Market is the best Judge of Value; for by the Concourse of Buyers and Sellers, 

the Quantity of Wares, and the Occasion for them are Best Known," an observation 

which seems to harken back to the oommunis aeBt'*. Tnfl-tio of the scholastic doctors 

without really identifying competition in its vital role of bringing about the 

desired result*

But there was another serious undercurrent of change evident by the 

1690s which was ultimately to lead towards 18th century liberal thought. This 

concerned the relationship between competition and economic efficiency* The 

defendents of the alleged monopolies during the first half of the century had 

touched upon the idea of efficiency when they unanimously stressed the need for 

"unity11 among individual merchants* This, they argued, made for a "wel-ordered" 

or "wel-governed" trade, in contrast to what they contemptuously dismissed as a 

"stragling" or "loose11 trade that would result if "-yovBOg Merchants" were let free

to rush forward in world markets for a "rash sale," destroying any monopolistic

2 advantages gained by a united and concerted effort of well^-organized companies*

Their9 s was the discipline not of the open market but of centralized control*

The fact is that the opponents of the major trading companies could 

do little to undermine this managerial point of view regarding economic efficiency 

because they lacked a sufficient alternative to the mercantilists' economic 

calculus* A writer such as Thomas X-lilles might challenge their "bare and idle 

pretence of the word Order and orderly Transporting" with his scathingly 

sarcastic review of their actual performance, but this did little to remove 

the ascendancy of their broad doctrine. For, the mercantilists 1 notion of effioieno

Nicholas Barbon, A Discourse of Trade. London, 1690, p.20.

*Tk>th Wheeler and Barker employ some very colourful language in their 
desperate efforts to debunk the advantages of economic freedom.

^Thomas iiille* She Gufltomora Apologie. p. "3)2+1, " (folio sheets).
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was for the most port oonf ined to the realm of effective market bargaining, and 

what their opponents required was some alternative calculus which centered upon 

the idea of efficiency in  production, not in exchange.

All in good timef Following the empirical surveys of Petty, Fortrey, 

et «£, in mid-century, an interest in productive efficiency began to take hold, 

and what is more, it was very quickly connected to competitive striving. Examples 

abound in the pamphlets of the period; only a few will suffice to convey the 

general impression. The anonymous author of England's Great Happiness (1677) 

points repeatedly to the stimulating effects of multiple producers upon the 

variety and progress in the "arts" whereby "every one strives to excel his fellow" 

and henoe drawing out of one another "a new industry to find a foreign Vent." And, 

their efforts at "under-selling each other" means that "most of them have so much 

their quantities, that with less profit they every year spend more, and

give their Children better portions." Hence, the cloar "advantages of many 

Traders."

In a similar vein, the author of Britaroaia Languens (1680) argues

that an "inevitable Improvement" will result in fanning if "industrious numbers"

2 engage in "a TH * of competition." Coke points to the reverse side of this

logic when he suggests that where a trade is "circumscribed by the few," people

5 not only work "dearer" but are "careless in working," and Sir Josiah Child

noted that the fishermen off the coast of Newfoundland, having beaten out all 

rivals and thus being "freed from that competition," soon became "lazy."4

The combined impact of observations such as these was to prepare the 

way for a complete overturning of the mercantilist calculus in the 18th century. 

But why was this not done in the 1690s? That older body of thou^tit, based on the 

balanoe-of- trade theory had been effectively challenged, but not successfully

Anon. (John Houglrbon?), ^radand's Great Happiness (1677) as reprinted in 
MoCullooh, op. pit., pp. 26 1-2, 269-70.

2 -Anon., Britannia Languens. pp. 9-00.

^Child, A New Discourse of Trade. London, 1693, p. 201.
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removed, because the more forward-looking writers of thia^ the Lockes,
' period 

Baxbons, and Norths who faintly hinted at liberal ideas - had not yet found

all the missing links in the argument. There were still some outstanding hurdles 

to clear, and one of these hinged on the role of competitive conflict.

Just as their classical liberal successors in the 18th century 

were to do, the "classical" mercantilists of the early 1600s tried to equate 

the pursuit of private interest with pursuit of public or national interest, 

only with a difference: !£hey dealt with private companies acting as agents for 

the nation in an international contest, not with open and free competition within

national markets. The result was a strong suspicion of that "many-headed Monster,"

1 
Private Interest.

To those who had come out against monopolies, "Private Interest" had 

become nothing more than a euphemism for special pleading in the defense of

monopoly positions. Thus, Fortrey gave expression to a widely echoed view that

2 
"private advantages are often impediments of publick profit*"

How, then, could freedom and the individual pursuit of private 

interest be reconciled with the public good? And, if competition was a form of 

conflict arising out of free enterprise, how could it be reconciled with the 

desirability of freedom? These were what could "be called the classical liberal 

dilemmas, because they so preoccupied the thought of liberal writers during the 

18th century.

We have seen in this chapter not only hov the 17th century literature 

gave rise to these dilemmas but also how the late 1?th century literature began 

to resolve them by breaking down some of the fundamental doctrines which led to 

them. It remained for the 18th century theorists to complete the process "by 

achieving a new synthesis* This new synthesis would entail not only a fresh 

interpretation of the economic calculus but also n new and more thoroughgoing 

assessment of the role of competitive exchange.

Both the author of %-f-frflflpla Languens (p. 5) and James V/histon (A Discourse 
the Decay of Trade. London, 1693, p.4) make use of this image - "that 

many-headed Monster Private Interest."

T'ortrey, oj>. oit.. p. 3.
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What gives the literature of the 1690s its critical edge is the very 

ironic fact that the principal def endents of monopoly and mercantilism at the end 

of the century - Papillon, Child and Davenant - were no longer defending a 

company with net exports, such as was the Company of lierchant-AdVfnturers, but 

one which was a net importer of goods and exporter of "bullion? Thus, the 

traditional balance-of-trade doctrine had to be reversed, a fact which produced 

some curious results*

On the whole, then, economic thou^it was very much in a state of 

flux at the turn of the century, a propitious state of affairs with which to 

usher in the new liberal century of the 1700s.

See, in particular, Papillon, O£. oit.. 25-26; Child, Hew Discourse (1695), 
pp. 135-63; and, in general, the voluminous writings of Charles Davenant (in The 
Political fl«fl ^mmoroial UoricH r 5 vols., ed. Sir Charles Uhitworth, London, 177?) 
for their attempts to adr.pt the older balance-of-trrxlc theory to the needs of 
their net importing company*
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Chapter II

OIUGINS

1. The Legacy of Mercantilism

Most of the economic literature of the 18th century represents an 

extended reaction against that of the 17th, !2he transition from the mercantile 

to the liberal view of the world proceeded slowly and uncertainly throughout the 

first half of the century, !Ehen, suddenly, economic thought received a great 

boost in 1748? and the pace of development quickened appreciably during the 1750s, 

Building to something of an hysterical crescendo in the 1760s with the dogmatic 

excesses of physiocracy, economic theory reached a new plane of clarity and 

coherence in 1776 with Adam Smith's classical liberal synthesis,

Before this synthesis could be achieved, three major intellectual 

hurdles had to be cleared. At the outset, theorists were confronted with the 

dilemma of reconciling individual economic freedom in the pursuit of self- 

interest with the more general consideration of the national or public interest 

at large. In tackling that problem, they were faced with and had to dispose of 

the second problem, namely, the mercantilist belief that the act of economic 

exchange in the market was a form of conflict. And that task in turn gave rise 

to the third: to construct a theory of value to replace the balance-of- trade 

theory of wealth so that production could take its place alongside exchange in 

the economic calculus,

Now, the idea of competition is intimately connected with the first 

two of these issues, and by the 1750s theorists were beginning to seize upon 

competition as the key to the simultaneous solution of all three,

The opening decade of the 1700s signalled the changes to come, but 

with a rather unrelated sequence of publications having little in common with 

one another and in fact exerting very little immediate influence on events over 

the next thirty years,

The anonymous pamphlet, Considerations on the East-ln/Ha TS^^ (1701)
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is altogether a remarkable work. 1 For its time, it was quite free of prevailing 

mercantilist errors concerning the balance of trade and goes a long way towards 

sketching a new theory of wealth, based upon production, whereby money is viewed 

as a secondary form (not source) of wealth. Chapter XII, on "Invention of Arts 

and JEngines," elaborates lucidly upon the concept of the division of labour, and 

even if the terminology more familiar in Adam Smith's day is absent here, we can 

at least find the celebrated example of pin manufactures mentioned in this early 

text, and even a few hints of the notion of absolute advantage in trade between

nations!

However, these fragmentary glimpses of the new economic calculus 

were, by themselves, only suggestive of things to come. Where the pamphlet does 

strike a firm and clear note is on the very subject of competition itself. LVen 

if the word competition only appears once (in the author's preface), the idea of 

competition is a theme running throughout the entire work and is expressed by the 

synonymous term, emulation* which arises about a doaen times.

In several distinct ways, the Considerations of 1701 advance just a 

little further beyond the pamphlets of the 1690s in clarifying the beneficial 

effects of competition upon economic affairs* For one thing, the author fully 

endorses a "universal Freedom of Trade" but is under no misapprehensions as to 

the equally important role of competition as a disciplining constraint upon the 

freedom to enter into a trade. On several occasions, he states that the "more 

open" a trade is, the "closer driven" it will be. In sharp contrast, he notes 

that the force of "Necessity and Emulation" is a thing "unknown to a single 

Company."

Considerations on the East-India Trade. London, 1701, as reprinted with 
original pagination intact by J.R. MoCulloch, liiarly English Tracts on Commerce 
(1856), Cambridge: University Press, 1970. Authorship of this pamphlet has been 
ascribed in the past to both Henry Martyn and Sir Dudley North, but the evidence 
is circumstantial. The pamphlet was reprinted in 1720.

2ibid, pp. 9, 44-

5ibid, pp. iii, v. 11, 12, 13, 14, 18, 20, 22, 42(2), 80.

4ibid. pp. 12-15, and 69.
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The anonymouB author of Considerations also demonstrates a certain 

technical brilliance by the manner in which he integrates the role of competition 

as a source of efficiency in his economic calculus. Technical progress flows 

from a multiplicity of independent producers not simply because of the coercive 

effects of competition obliging each producer to sell as cheaply as possible, 

but also because of the stimulating influence that competition has in 

encouraging each to produce more efficiently, that is, by "procuring things with 

less" so that they "may abate the price of Manufactures, tho' the Wages of Men?- 

should not be abated," Thus, very neatly, he identifies the notion of 

productivity underlying technical progress: accomplishing the same amount of 

work but with "fewer Hands,"

By 1700, efficiency and progress were both already very familiar 

criteria of economic gain ascribed to competition by theorists in their efforts 

to construct an economic calculus* In 1701, the author of the Considerations

added a third, the criterion of justice, when he argued that under open competition,

2 "every one wou'd have his proper Share of every manufacture."

In the analysis of international trade, the author doubts the 

advantages to be gained through the continued exercise of monopoly power in 

overseas markets, but his ensuing argument for free trade lays stress upon the 

errors of the balance-of-trade doctrine without trying to reconcile public and 

private interest. Perhaps the most noteworthy feature of his argument is the 

manner in which he carefully avoids the two extremes of nationalism and individual­ 

ism by his choice of terminology. In the Sast-India trade, it is the "competition 

(and emulation) of the Companies" that matters in his analysis: an intermediate

form of competitive grouping which most other writers had either overlooked or
* 

else confused with the extreme of "individual" competition.

1 ibid. p. 21. 

2ibid, p. 80.
X
'The phrase, "emulation of the two Companies," appears seven times (pp. v 

11, 12. 14, 18, 20, 22) and "competition of the two Companies" once (preface 
p. iii). '
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Unfortunately, Considerations on the liaet-India Trade came after 

main political debate for the weakening of the East-India Company had begun to 

subside. Lven thou$i this pamphlet was re-issued under a new title in 1720* ** 

seems to have exerted little evident influence upon events, and thus stands as a 

rather lonely, if brilliant, footnote to the more celebrated literature of the 

1690s.

If this treatise did not pursue the theme of public versus private 

interest very far, then another altogether different work from the first deoade 

of the new century certainly did. Only the briefest mention will be made here of 

Bernard Mandeville's satirical poem, Ehe Grumbling Hive, which received little 

notice when it first appeared in 1705. She second edition of 1714 was re-titled 

The Fable of the Bees> Much enlarged with a preface and series of lengthy notes, 

the new edition expanded upon the theme announced in the sub-title, "Private Vices, 

Publiok Benefits."

In a way which was to prove scandalous to his contemporaries, 

Manderville adopted a satirical and cynical style to demonstrate how "those

very Vices of every Particular Person by skilful I<3anagement were made subservient
 j 

to the Grandeur and worldly Happiness of the whole *" In a rather perverse

manner, Handeville was giving expression to the liberal sentiments of his time.

Later historians were to see in his work something of an anticipation of Mam
2 Smith's invisible hand, but what is clearly lacking in 2he Pable of the Bees

is any semblance of a systematic theory. By its author's own admission, the

3 Fable was a "Ehapsody void of Order or Ifethod* 1^ Mandeville's rather chaoticly

arranged material does abound in examples of conventional wisdom drawn from the 

economic as well as social and political spheres, and his vocabulary features 

prominently such terms aa "Ambition," "Envy," "Contention," and "Emulation,"

Mandeville, The Fable of the Bees (1?14), from the preface, ed. Hiillip 
Harth, London: Pelican, 1970, p. 55.

In fact, Smith's opinion of Mandeville was on the uhole not very appreciative 
but quite critical. See "Of Licentious Systems," in The JEheory of X 
London, 1759, PP. 470-89.

5Cited from Earth's introduction, o£. pit, p. 10.
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all of which vividly depict the ongoing buetle end vitality of his time.

Mandeville does not seize upon th* abstract idea of open competition i»

to defend his main thoois. And, when his satire finally received its due notice

in the 1720e - Bishop Berkeley calling it "the wickedest book that ever was" - 

the debate it engendered was confined to moral philosophers.

flffiflTKwyEo content is certainly not lacking in the third and final
2 

author to be treated in this section, Pierre le Pesant, Sieur de Boiflguillebert.

Joseph ScJboLsupeter, in QTH* of his meuy ̂ P^v^H^y magisterial 

ments, has proclaimed that Boisguillebert had i'oum in competition "the economic 

principle of order  »* quite as clearly os did A« Smith more than half a century 

later. "^ Some easeful and detailed study of Bologtdllebert's work is necessary 

in oxder to separate truth from falsehood in Uahumpeter's claim, a claim which is 

vary misleading in respect to both of the authors in question*

By selective misquotation of words and phrases, out of their proper 

context* one could aisconstrue fioisguillebert*s I&sgex^fc&tion BUT la jfe

>ssea (1707) ae a ^olesale anticipation of the physiocratic doctrine of

wealth, of the laissez-faire philosophy in general, of John Lavfs theory of money 

as a "numeraire," of J«B, Say9 s theory of r^oi^tc, Bastiat f s "harcxmlee 

economiQues, n and oven of Walrae'e theory of (general equilibrium* Interpreters 

sympathetic to Boisguillebert's oause find no difficulty in perceiving the v&ole

structure of !Zb<s ¥j£Bil.th .of IJatuHomfl contained in thp IMj&aertation* &s does his
4- .Amerioan biographer, Ilios Hasel Roberts*

Berkeley f s ooaciont \?&B from his Alclrtoon (1732), as cited in James Bonrir's
^QofflQfflBr (1Q93)» Iiondon, 32^. ed«, 1922, p. 104* Barth,

OP. oit. , pp. 1 1 &£ ae<i. provideB a useful backeroutid. to tho moral and eoanoctio 
discussion of Mandoville^ work, following the 3rd edition of 1723*

''Throughout, I nhnJl cite from Boisguillebcrt's collected workfl as edited by 
the Institut National D^tudes Dc-moap^.phiqxiee , Picrre clc Ikjia^uilbert* ou LE.

de I'^QoiKyj^!- ^pjlitlaup. 2 vols,, l^ds, 15/oC, I£J) for short.

5boJ»»ip*ter, [ftRVffirr 7^ ^ooppff o Anclypio. Hen; YoxL: Oxford University 
1954t P. 216.

van Iftdce rioberts, 
New York, 1935t especially Chapter XVI, pp. 2
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Greatly exaggerated, these claims do not bear up well under close 

scrutiny, but the fact remains that Boisguillebert was in many ways pointing in 

the direction of things to come, The relevant question is to what extent he does 

really make an analytical appeal to the concept of competition, The term (i.o« 

Mla concurrence*1 ) does appear several times throughout his text, but we must be 

wary of jumping to preconceived conclusions which are not warranted by the text 

itself.

In his first two treatises, Le Detail de la Prance (1695) and ffactum 

de la Prance (1?06)» Boisguillebert had set out to challenge the mercantilist 

view of things, especially in regard to the role of money. Following upon his 

insistence that money was only a medium of exchange and not a form of wealth, he 

went on to challenge the still prevailing view that exchange was essentially 

conflictual in nature* To the contrary, buyers and sellers had an "interet 

solidaire" binding them together, because in the circular flow of wealth the act 

of exchange reflects "un profit re"oiproque de toutes les parties, 11 whereby buyers 

are ultimately sellers and sellers ultimately buyers. Market exchange, according 

to Boisguillebert, did (or should) entail a "harmonie" amongst all of those who 

were engaged in economic activity*

If this were really the case, why then were economic affairs so often 

conducted like a "guerre continuelle1* (as Boisguillebert described it), and how 

was this ultimate harmony to be realized in practice? Bather vague answers to 

these questions are given, but they are very suggestive answers nonetheless.

Boisguillebert, a magistrate of Rouen, the provincial capital of 

Normandy, expresses all the resentment of his agricultural region against the 

administrative and financial mismanagement emanating from the centralised 

Parisian bureacraoy. Like others writing at this time, he tended to blame 

Prance's economic woes at the turn of the century on the interventionist policies 

of Colbert, introduced in the 1660s, and saw the source of instability in the 

disruptive interferences of a meddling central government.

See in particular, Paotum de la Prance, as per IM1ID. pp. 890-96.



-49-

The answer was to let JSature end Irovidencc take care of economic 

problems, "pourvu quf on laisse faire la nature, c'eEt-&-dire, qu'on lui donne sa 

liberte*." 1 The kind of liberty Boisguillebcrt had in nlnfl is not clear, but there 

is little doubt that he wanted the scope of government in the economic sphere 

confined to such things as guaranteeing peace and preventing violence.

So fax, nothing had been said about competition. The term first crops

2 
up, rather unspeotacularly, in his Traite des Grains (1707), wherein he argues

strenuously for the freedom to export grain without duty in times of agricultural 

surpluses, but not for the freedom to import grain during scarcities. As an 

agrarian reformist, Boisguillebert stands perhaps first in a long line of writers 

who pushed for selective protection of agriculture under the guise of "Free Trade." 

The Traite offers little of direct interest to the subject of competition itself, 

though in this work we find the first references to such things as "equilibre," 

"balances," and "manque de proportion," or in other wozds the phraseology of 

equilibrium which was to be so prominently displayed in his last major work and 

his crowning achievement, the Dissertation on wealth.

In this, his most abstract study, Boisguillebert sets forth his ideas

5 
on proportional prices, or Mprix de proportion,"^ that is to say, the unique set

of prices for an economy as a whole which will just suffice to balance every 

merchant 9 s revenues with his expenditures such that no one will incur a loss. 

And, throughout his discussion of this equilibrium state of affairs, Boisguillebert 

makes passing references to such familiar ideas of a later day as the "harmonie" 

and "justice" which is guaranteed by a "droit naturel," all couched again in the

1 ibid, p. 892. See also note 1 page 50 below.

de la Nature. Culture. Commerce et Interet des Grains, as per DC 
p. 872.

^Dissertation BUT la Nature Des Richesses. De 1* Ardent, et Des Tributs. as per 
DIED, p. 993.
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terminology of "laisse faire la nature,"

Now, as it happens, the French term for competition, "la concurrence, 

also appears throughout the Dissertation, altogether about ten times if we include 

the cognates* To what extent do these textual occurrences, along with the 

general thrust of Boisguillebert's reasoning, serve to vindicate Schumpeter's 

judgement that this tu3n>-of-the-century writer had perceived in competit ion a 

principle of economic order? The beguiling fact is that as soon as we try to 

interpret, let alone translate, Boisguillebert'a text, we are overwhelmed by the 

immense difficulty of language*

Boisguillebert's writing style has been described as consisting of 

inextricable mazes and obscure barbarisms of language and syntax. This constitutes 

a barrier to understanding as much for the expert French grammarian as for the 

unwary English reader: Bven Talleyrand is reputed to have said of Boisguillebert's 

published works that language was given to man to disguise his thou^its* .Anyone 

who takes the trouble to study the passages in which "la concurrence" and its 

cognates appear will readily discover the validity of Talleyrand's quip.

In all humility, I shall refrain from citing or attempting to translate 

any of the passages in question, and beg the interested reader to consult them 

himself. However, a number of circumstantial aspects about these passages do

ibid* pp. 992-4. I should mention in passing that in this thesis I do not 
undertake to trace the origin and evolution of the phrase "laissez faire." This 
has already been done, fairly well, by August Onclcen in Die Maxime Laissez faire 
et laissez passer* ihr Ursprung* ihr V/erden. Berlin, 1886. See also D.H. Macgregorf s 
chapter, "The Laissez Faire Itoctrine," in his I&onoaiic Thought and Policy. Oxford, 
1949* PP« 54-89- ^he grammatical subtleties and semantic obscurities of Boisguille- 
bert's use of the subjunctive verb form, "laisse faire la llature," are much 
discussed by Eoberts, 9^* cit*. pp. 250 et sea, but I must enter a note of 
skepticism about the mystique that has been built up around the phraseology. The 
French verbs laisser and faire axe two of the most commonly used in that language, 
and to judge by Montai^ae's Essais of the late 16th century, the double verb 
formation laisser faire was nothing especially new by Boisguillebert's time. See 
also note 2 page 51 below for the possible influence here of Child and Davenant.

Dissertation, as per HCg). pp. 977(3)» 984» 9®5f 998(2), 1004(2), and 1009. 

*Cited in Boberts, OP. oit** p. 100.
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support the hypothesis that Boisguillebert had merely picked up the term, "la 

concurrence," as he had found it used in its Ittaglish equivalent foisa in the 

pamphlets of the 1690s and had attributed to it no more general significance than 

did those works he fra/fl consulted and copied.

For one thing, Boisguillebert does not mention competition at all 

throughout the key pages where we would expect to find it, if indeed he had seen 

in it the principle of economic order, namely, throughout his discussion of 

proportional prices and equilibrium* Instead, nearly all ten cognates appear in 

places where the role of money and its price (or the rate of interest) &s& under 

discussion, and very often Boisguillebert seems to be employing the term (thougn 

this is usually ambiguous) in an impersonal sense, that is, not to denote the

competitive striving of individuals, but the abstract relationship of two or more
these 

Objectives standing "in competition with" one another. All of 4&» factors point

to the influence of Sir Josiah Child whose one sole reference to competition in 

the Discourse about grade (1690) concerns the rate of interest on money and is 

used in an impersonal senses The well-being of the few, Child says, who may suffer 

from the lowering of the rate of interest, is "not to be named in competition with 

the common good of the Kingdom."

Boisguillebert cites very few of his sources, but the influence of 

English pamphlets is by no means a far-fetched hypothesis. Bouen is relatively 

near to the London market, and numerous examples can be given illustrating some

very striking similarities between Boisguillebert *s choice of phrasing and those
2 to be found in the writings of Child, Davenant, and Sir Dudley North.

Sir Josiah Child, A Discourse about grade. London, 1960, preface p. 36.
2 In general, Child's many references to liberty seem to be echoed by

Boisguillebert, and it is quite possible that the phrase, "laisse faire la Nature," 
was a liberal French translation of Davenant's passage: "Trade is in its Nature 
Free, finds its own Channel, and best directeth its own Course," and "Governments, 
in Relation to it, are to take a Providential Care of the Whole, but generally to 
let Second Causes work their own way," from An^ Essay on the East India Trade. 
London, 1696, p. 25« Affinities with North's Discourses are also marked. For 
example, North writes: "The whole World as to Trade, is but one Nation or People, 
and therein Nations are as Persons," and again "A Nation in the World, as to Trade, 
is in all respects like a City in a Kingdom, or a Family in a City," (Discourse^ 
upon Trade. London, 1691, preface p. viii and p. 14). In Boisguillebert, we find 
tibatan"int6rSt solidaire" exists "non seulement d'homme *b homme, mais aussi de 
pays fc pays, de province en province, de royaume au royaume," (Factum. as per_ _ _ _ ^^ j^ - \ ^^ ^^^  ^    w   
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LVen when Boisguillebert touohee upon tlic dyiiciaic aspect of 

competition as a stimulus to teohnological change, already a familiar theme by 

the 1690s, ha does so in an incidental manner, almost as an afterthought, and 

chooses the word emulation rather than concurrence to express the idea, as if he
MMMPNMMMHM^^^MV •••••••••••••••^•^•••••^B »

were paraphrasing the similar passage from the Traiote (1613) of his fellow
 | 

native of Normandy, Mtoyne de Monchretien.

Perhaps the feeling of skepticism I have brought to this study of 

Boisguillebert's contribution is an unwarranted overreaction to Schumpeter's 

inflated claim. Certainly, Boiaguillebert did reveal much independence of mind 

and subjective originality in much of what he did. Yet, so tempting is it to see 

modern patterns of thought in older texts, especially v/hen so many of the familiar 

modes of expression are to be found in them, that it ie equally necessary to read 

those early texts for what they have to say by themselves. Obviously, Boisguille- 

bert was quite alive to the intellectual currents in England and did carry 

forward some of the new analyses he found in those currents as part of the 

general reaction to the mercantilist tradition. Like Child, though with very 

different motives, he argued for greater freedom and less governmental inter­ 

ference*

Yet, on the general subject of market exchange, the central drift of 

his argument was to the establishment of peace, not open warfare, in the market, 

and just when we would most expect him to appeal to competition as the guarantor 

of peace and equilibrium, Boisguillebert turns instead to a rather obscure 

theological appeal to Nature or Providence* The underlying religious quality to 

his thought is brought out emphatically when, in imploring merchants to behave

themselves and to recognise their common interests, he holds out not the principle
2 of self-interest but the Golden Eulej ftla maxima de I'Bvangile." By this

Boisguillebert wrote s NEt oette emulation devenant genSrale par le desespoir 
de B 9 enriohir autrement, tous lee arts se perfectionnent, et I 1 opulence est portee 
au plus haut point 6u elle puisse etre, 11 (Dissertation, as per IgED, p. 98?). 
Compare this with Itantchretien's passage oited above, Chapter I, sect. 5» 
page 25.).

p. 992.
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endorsement of self-restraint, rather than self-assertion, Boisguillebert £& 

little firm evidence that he saw in competition something vitally important enough 

to be labelled a principle of economic order.

Thus, from the survey of Mandeville, itoisguillebert and the anonymous 

pamphlateer of 1701, we can see how many of the individual elements eventually to 

be incorporated in the classical liberal synthesis had already been uncovered by 

the first decade of the century and yet how far away that synthesis still stood.

Analysis by itself was not enough. A creative breakthrough beyond 

mercantilism required that the individual elements be put together in the ri^it 

combination, and the discovery of the few remaining missing links was a long time 

yet to come*

2. The Liberal Heroantilist Lull

The half-century extending from 1?00 to 1750 can be described as a 

period of lull* So far as the development of economic thought is concerned, not a 
great deal happened. It might be called the Great Gap separating classical 

mercantilism from classical liberalism^

In 1734, the French writer, Jean Francois Ifelon, unwittingly summed 
up the essence of this age when he wrote in all seriousness: "Le commerce ne 

demande quo liberte et protection." Commerce asks only for freedom and 

protection! A curiously indecisive mixture, we might say, but not without a 

certain limited plausibility when we consider that most of the writers of this 

period wrote with the perspectives of the individual merchant engaged in the very 
rislsy but very profitable overseas carrying trade and expected from his national 

government both the freedom and the protection of the seas.

Following a pattern set by Jean Law's Money and Trade Considered 

(I705)t they produced some huge tomes on international trade and commerce, with 

special emphasis upon international finance, marine insurance, commercial law and

J.F. Melon, Essai Politiaue sur le Commerce (l734)i from Eoonomistes
i, ed. E. Daire, 2nd od., Paris, 1851, p.
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other maritime subjects. But these writers were at sea in more tb*"1 one sense. 

Theoretically speaking, they seemed to "be drifting aimlessly, without a fixed 

compass bearing and without any special destination in sight, floating rather 

merrily along in a sort of theoretical limbo,

It is perhaps paying them too great a compliment to label then ae 

"liberal mercantilists," as some historians are inclined to do, because they wore 

genuinely neither one nor the other. Pull-blooded mercantilism had been watered 

down with some sincere but uninsiiring liberal sentiment. In all liklihood, 

the generally prosperous, outward looking and expansive mood of the times, 

especially in the 1720s, accounts for the vddespread theoretical complacency of 

the literature, though this >mood was slowly beginning to change by the 1730s,

Gone \/ere the narrowly nationalist appeals of the older mercantilist 

pamphlateers, a tradition which had its last fling during the free trade debate

of 1713-14 waged between Charles King and his British Iferchant against Defoe's

2 Mercator, and even the most energetic proponents of latter-day mercantilism,

3 such as Joshua Gee and Jacob Vanderlint, generally exuded a cosmopolitan

spirit in which the older restrictive policies were greatly attenuated. 

from being dogmatic, such works seemed to lack any decisive or thoroughgoing 

theoretical commitment to a fixed point of view. And, on the other side of the

Major works were not especially numerous. The most important were: Jean 
Law's Money and Trade Considered. Edinburgh, 1705* 2nd ed., 1720, and a French 
translation, Considerations sur le Commerce, La Eaye, 1720, reprinted in Daire, 
op.' cit,; J, Savary des Bruslons, Dictionualre universel de Commerce, 3 vols,, 
Paris, 1723-30; G. de Uztarix, TSorioa y JRratloa de Comercio y de Marina, I-fcuirid, 
1724, with a French translation by Forbonnais, 1753t ^^d && English translation 
by Kippax, 1751; Daniel Defoe's Complete Jr^lish Tradesman (1725)t 2 vols., 2nd 
ed., 1727t and A Plan of iJn&Lish Commerce. London, 1728; Joshua Gee, The Trade 
and Navigation of Great-Britain. London, 1729; J.F. Melon, Essai Politiquo 
(1734) as cited above; Dutot, Eeflexions Politiqucs sur lee Finances et le CoLgaor 
(1736) as edited by Daire, op. cit.; and Wm. Horsley's Treatise on i-ioritime- 
Affairs, London, 1744* I have perused most of these major works, and they seem 
to have little to offer on competitive "themes, save for Defoe, discussed below.

2I have glanced very selectively through these two massive editorial
outpourings and found little that could be called serious theoretical rnalysis.

^In spite of its alarming title, Jacob Vanderlint's Honey Answers All Thin/re. 
London, 1734t is quite reasonably in touch with current liberal trends, oc ia 
Gee, op. oit. See J,H. Hollander's reprint of Vrjaderlint, Baltimore, 1914.
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argument, even the very best exponents of free trade were not entirely vdthout
-| 

this period's underlying sense of theoretical indecision and ambivalence.

Needless to say, there was no conscious development of thought 

concerning the role of competition. The word itself, or one of its synonyms, 

crops up now and again inconspicuously, and the casual approach to the subject

is best illustrated with reference to the prodigious literary output of Daniel

2 Defoe* Like Bernard Mandeville before him, Defoe was more a gifted chronicler

of his times than a skilled theoretician. At least, we can be thankful for the 

many graphic accounts he gives of the economic conditions he saw around him.

Several incidental passages in his Complete English Tradesmen 

(1723-27) show not only how vigorous was the competitive pattern of life in 

which he lived, but also how unsystematic was the general appreciation of the 

abstract principle itself* For, Defoe did indeed believe that "trade ought to 

circulate through as many Hands as possible, so it is not for the .Advantage of 

the Trade in general to be managed by a few Tradesmen," but he nevertheless 

looked askance at what he called "over-trading" or aggressive price competition

whereby many "flourishing tradesmen," he thought, were "undone" or "ruined" by

3 this "vying with one another" in an attempt to "supplant one 9 s rivals. n>

Defoe was unconsciously running up against the liberal dilenma. Thus, 

he viewed the "great over-grown Tradesman" as a "publiok Grievance in Trade," and 

yet could do no more than appeal to moral suasion for their self-restraint;

a great and rich Tradesman cannot be legally limited and restrain1 d from

For example, Isaac Gervalse, in his System or Theory of the Trade of the 
World. London, 1720 (in answer to David Clayton's Short System of Trade. London, 
1719)f provides a very concise and crisp statement of the advantages of free 
trade, but still resorts now and again to the mercantilist rhetoric.

o
J.E. Moors 1 s Checklist of the Writings of Daniel Defoe. 2nd ed., Handen,

Conn.: Arohon, 1971 » lists more than 516 items from 1681 to 1730. Defoe turned 
to economic subjects often, beginning with his Essay on Projects. London, 1697. 
I have consulted about a doaen of his economic pamphlets, and only The Complete

proved to be of any relevance to this history.

Complete English Tra^^n - 2nd od., Vol. I, p. 57; Vol. II, Part I, 
pp. 128-9, 149 and 154.
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oontinuing in Trade, as long as he pleases; yet such a I-lan may be told, that
^ 

he should not m*^** himself an Oppressor in Trade." Defoe's liberal sentiment

was sincerely meant, but lacked an intellectually sound basis to support it, 

because he had not yet perceived in the idea of competition the social restraint 

of competition as a regulatory force governing resource allocation and income 

distribution.

Even so, the classical solution to the liberal dilemma was never 

really very far from the surface of conscious thought. Prom 1721 onwards, there 

appeared in the London Journal a series of brief essays, written anonymously and 

alternately by John Trenchard and Thomas Gordon, and entitled "Gate's Letters." 

These vigorous essays, giving voice to the V.Mg tradition, were published in 

book form through many editions between 1721 and 1755* Of special interest is a 

sequence of four letters by Trenchard which appeared in August and September of 

1721.

The title of the first of these, "Ehrery Man's true Interest found in 

the General Interest," promises a great deal; in fact, Trenchard only inches his 

way past Mandeville's more cynical formula and generally reverses the direction 

of his logic when he states that "nothing is so much the Interest of private 

Ken as to see the Publick flourish," and laments the fact that all too often the

Publick Interest suffers by these private men's pursuit of. "little Views ?* not
2 consulting their "real Interest."

In the following letter, on "Monopolies and Exclusive Companies," 

Trenohard is careful to note that "the mutual Emulation and Contention" (in the 

case of private individuals) "with one another for the Preference of Markets
•z.

obliges them to sell often for little profit."^ However, we find little hint 

that Trenchard perceived in competition the key principle whereby "their own 

Interest is involved in the general Interest."

1 ibid. Vol. II, Part I, pp. 150-1, 158.

2J. Trenchard and T. Gordon, Gate's Letters. Or. Essays on Liberty. Civil
jtellgioufl (1721), 3rd ed. , 4 vols., London, 17;o, Vol. Ill, pp. 192-r>. 

3ibid. pp. 202-05.
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aspect of Trenchard's work which most deeurves our attention is 

the scathing indictment he makes of the incorporated form of "business organisation, 

with its large scale of operation and the now role it gave to business leaders as 

agents acting on behalf of investors. Of course, coming so shortly after the- 

bursting of the South Sea Bubble in 1720, Shrenohcxd's criticisms of the general 

mi Bnvarv:tgftwftTiit and corruption in all large companies of his time were not especially 

novel in themselves* She interesting thing is that much of his argument and. even 

his phraseology is so similar to that found in gfoe Wealth of Xfetions that one 

historian was prompted to suggest that Adam Smith had road Trenohard and had been 

greatly influenced by him. If Trenchard's work ohows how familiar the attack 

upon the great companies had become by the 1720s, then Adam Smith's version of the 

same attack shows how much further the logic had been carried and how more 

effectively it could be integrated into a liberal philosophy, as we shall see*

Judged as a whole, the economic literature of this fifty year period 

from 1700 to the mid-century has a very miscellaneous and disjointed quality 

about it. Inhere are few coherent themes or dominant arguments which bind one work 

to another as separate parts of a sustained debate. There were no sharp clashes 

of opinion, no readily identifiable cross-currents of thought. The most we can 

do is to point to subtle shifts in emphasis and perspective.

One such development, and a very important one, becomes apparent when 

we compare the cosmopolitan and confidently outv/ard looking treatises of the 1720s 

with those of the 1730s* Though the nationalistic sentiments of mercantilism were 

by no means gone by the 1720s, the very titles of Gervaise's System or Theory of 

the Trade of the World (1720) and of Savary des Bruslons 1 Dictiorp^

de commerce (1723) convey the cosmopolitan spirit of the '20s, in which the 

"parfait negociant1' is pictured romantioally as an adventurer and man of the world, 

Subtly at first, the 1730s were to bring a new and very different

W.R. Scott, !Ehe Constitution and Finance of I&dish. Scottish and Irish 
b-Stook Companies to 1720. J> vola., Cambridge, 1912, Vol. I, p. 449 end n.2.



perspective of society. In place of this iiidividualiaed but undifferentiatcd 

Merchant or man of affairs acting in a World, of '.Trade, there begins to emerge a 

picture of a society consisting of several nr.jor and distinct economic divisions 

or sectors, not acting together as an integral national unit in competition with 

other nations, but standing in a rather tenuous relationship with one another in 

the quest for an ever increasing share of the total wealth.

Any economic calculus must identify competitive groups and the cocoon 

and conflicting interests which either bind them together or divide them into 

separate and competing units. By the 1730s, sharp analysts of economic aff&irs 

such as was Hichard Cantillon, began to conceive the economic calculus not in terms 

of nations and individuals but in terms of "classes" of individuals defined by the 

major economic funotionairfchey performed; agricultural, manufacturing, commercial.

Thus, Jean Francois Melon, who tended to write in the older stylo of 

mercantilist balanoe-of-trade theory, nevertheless evoked this new way of looking 

at things by his distinction between the merchant and the manufacturer. 

Representing industrialists, Melon hints at the same idea underlying the pkycio- 

cratio theory of wealth when he urges the legislator to encourage and protect 

producers, the real contributors to a nationf s wealth, while "merchants tf on the 

other hand, can take care of themselves end are easily replaced. Melon's I&sai 

Politique (1734) did not go unanswered. In challenging his claim, Dutot's

Heflexions politiciues (173$) contended that both "manufacturier" and "commercont"

1should be treated on the same footing. Dutot, formerly a clerk of the French

East India Company, was not challenging the fundamental distinction of "class," 

only the theory of wealth accompanying it.

A final word must go to Cantillon1 s ^8 sal sur la Mature du Commerce
o 

en general. Not published until 1755» Cantillon's essay was written during the

See Melon's Bssai Politiaue and Dutot's BeflosdLons Politiques. in Daire, 
op. oit.   pp. 691-6 and 870-95 -passim.

2 I shall cite from the edition by Louis Salleron, Paris: I.N.U.D., 1952.
I have also made use of Henry Higge' edition of 1931, with English translation.
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early 1730s, almost went astray, but circulated in manuscript form, was widely 

read anfl exerted an enormous influence over the pattern of thought in Prance (ana 

indirectly via Adam Smith in Great Britain as well) through the hectic years of 

the 1750s. Irish "by birth, Cantillon settled in Paris as a banker. What is so 

unusual about his essay is the prominence he gives, not to the world of finenoe 

and commerce, but to the land and its natural resources* Cantillon established 

the role of agriculture in eoonomic thought by developing his demographic theory, 

linking national prosperity to the food supply and to population growth, in 

terms of three "classes" (as he called them): landowners or "proprie'taires

terriens," labourers or "gens ^, gages" and the 1$iird group, consisting of

1 merchants and manufacturers, whom he called "entrepreneurs."

Many of the themes and phrases familiar in classical economics

first find their expression in Cantillon1 s Ussaju but the Essai itself is a rather 

strange amalgam of views straddling the mercantilist, physiooratic and classical 

fields of analysis. He retains an interest in the balance-of-trade doctrine and

yet manages to advance a considerable amount of price theory in a style not then

2 in fashion, relating prices to costs of production. Sharing Boisguillebert f s

general perspectives, Cantillon offers little evidence to suggest he had read or
 z

was familiar with the earlier writer's works. Thus, any treatment of competitive 

themes we find in the Essai axe only remotely related to those of Boieguillebert'i 

Dissertation.

Cantillon* s text contains no references at all to "la concurrence," 

and it exudes no spirit of "liberte," but his analysis of price and of the

Essai. ed. Salleron, p. 31*

2 ibid. Part III, ch. I, "Du Commerce avec 1 'Stranger," strikes an older
meroantilist note concerning "la balance du commerce" (p. 131), and hints at 
many other meroantilist inspired policies (in regard to population and protection 
and yet his analysis of price and value in Part I is thoroughly classical.

x
'Salleron, ibid, p. 104n1, tries to "see 11 Boisguillefcart in Cantillon1* text, 

but the inference is extremely circumstantial.
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"alteroations" in the market are worthy of note: several times he stresses that 

market rivalry is a source of uncertainty and that entrepreneurial profits axe

"proportioned" (a term borrowed from Boisguillebort?) by the unoertainties of the
<  

market* All in all, the picture Cantillon provides of market exchange is one of

a very imperfect means of achieving stability in economic affairs.

It is very ironic that Cantillon's populationist thesis gfonil,^ have 

been developed Just at a time when Europe's population was beginning to be harried 

by agricultural scarcity and instability; that this thesis was really an extension 

of the mercantilist view that "multiplicity4* of buyers and sellers in single 

markets led to variety and technological change; that Cantillon himself was still 

very much imbued with some of the earlier mercantilist doctrine, and yet provided 

much inspiration both for the physiocrats, Quesnay and Hirabeau, and, indeed for 

Adam Smith himself,

Cantillon's Sssai. then, advancing competitive doctrine very 

little, stands as both a meetings-place for many divergent philosophies and as 

a point of departure for many of the fierce debates to follow in the remainder 

of the century*

3» From Mercantilism towards Liberalism

In the general history of ideas, 1743 is an auspicious year* It saw 

the publication of, among others, Montesquieu's De 1 'Esprit dec Lois. Home's

Essays* and more especially for economics Josiah Tucker'0 Brief
j Eeeay on Trade* Prior to 1743, the concept wo find of competition in economic

thought is based upon incidental comment, not upon anything we could validly 

call conscious and deliberate discussion* After 1748, this was to change.

By 1743, economic thought was still in a backward state of development 

in Franoe, when compared to the great tradition built up in England from tlio 

previous century. 3y the mid-1750s, the initiative had crossed the channel and 

was to stay there for some time to come* However, when it comes to the discovery

1 ibid. pp. 30, 67-6.



-61-

and prior enunciation of the key liberal principle of that age, pride of place 

must go to the iHngliahman, Josiah Tucker.

Already in his first treatise on economics, A Brief Sssay on the 

Advantages and Disadvantages which respectively attend Prance and Groat 

with regard to Trade (1?4S), Tucker had raised the crucial question, how to 

promote trade "by enabling the Merchant to find his oT>m private Advantage in 

labouring for the Good of the Country," and had offered his answer:

     ffhc- Pore Persona there are employed in every Branch 
of Business, the more there will be to consume the 
Produce of his Estate: so that he will have no 
Temptations to complain, That the Trade is over stocked, 
or wish the Promotion of this Trade, in order to the 
Declension of that. In short, his own interest is 
connected with the Good of the whole   co that he cannot but 
be extremely well qualified to understand, and to promote 
it, if he will please to make Use of the advantages he is 
happily possessed of .2

Thus, avoiding the cynicism of Mandeville's sort, Tucker had in effect 

re-asserted the classical mercantilist proposition that the merchant's pursuit of 

his own profit is also in the interest of the nation as a whole, but with a 

difference. Whereas the mercantilists saw their opposition in nationalistio terms 

and thereby couched their case with the qualification of monopoly, Tucker had 

switched the essential qualification: Trade should be "LA ID OPEN1' BO that the 

"watchful Dragon, Self-interest" - he also referred to it as "the Bane of all 

Publick Good" - would be imbued with the "Spirit of Emulation and Industry;" 

for, as he says on many occasions: "A Competition and simulation ... must turn out 

greatly to the National Advantage, though it may not be so favourable to the 

private Interest of Individuals."^

Clearly, then, Tucker had seised upon the idea of competition as the 

social constraint which was so necessary to make freedom and pursuit of self- 

interest consistent with the general interest, as when he wrote:-

1Brief Eeaay on ... Trade (I748)t 2nd ed., London, 1750, p. ix.
2 ibid* p. zii, emphasis added.

^ibid. pp. 20, 52, 61, 66 and 68.
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    4nd all Trade ought to be laid free and open, in 
order to induce the liixporters to rival each other; that 
the Publiok may obtain this general Good, by their 
Competitorship.     But if they cannot afford to 
export so much, there is no need to restrain them by 
Laws and Penalties, from doing that which their own 
private Interest will suggest to then GO on enough.'

Tucker advanced this argument forcefully and enthusiastically 

throu#3out his .Brief Saggy* althou^i there is little suggestion there that lie 

was especially aware of having enunciated a great discovery* In truth, i\u 

had merely inched his way marginally beyond what other writers, such as Trcncliord 

and Maadeville, had been saying earlier in the century* In several subsequent 

pamphlets on economic subjects, written between 1750 aad T/55» Tucker kept coining 

back to this line of argument, and there is a sense of a gradual dawning realiza­ 

tion in his work that he had struck upon something vital and forceful: a key

principle. "Is not Ltaulation a strong Principle in human nature?" he asked in
p 

1752. Would not a "Spirit of Smulation" assist in "making the active Principles

of Interest, Shame, Pear, Honour, Disgrace, all unite, and operate for the Publick 

Good?" he had asked in the previous year.^

The same trend can be seen in his attitude towards Self-Interest 

itself* In 1743, Tucker revealed the common prejudice towards It as an obvious 

manifestation of the older spirit of monopoly privilege: "The baleful Spirit of 

Self-Interest exerts all its Powers to oppose publiok and general Benefit," 

because (as he later wrote) "all Men would be Ikaaopoliots if they could." 

But tjy 1755> in bis most maturely theoretical work, the unpublished .Elements of 

Cojgoeroe. Tucker wrote instead of the "Passion of Self-Love" in very different

p. 82n.

^Pucker, Reflections on the Expediency of a Lay for the Naturalization of 
Foreign Protestants. Part II, London, 1752, p. 41.

An Impartial into the Benefits and Damages of Low-priced Spiritous Liquora* 
London, 1751. P« 20,

TBrief Eaaay on Trade, p. 85, and A Letter to a Friend Concerning Hatural- 
rtios (1755). 2nd ed*. London. 1755t P. 24.
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terms as a "vigorous and active Principle." She central issue on his mind was 

still the same: How to so direct this self-love "as to promote its own and the 

public Interest at the same Time." .And, the answer is still a very loud and 

unambiguous appeal to "-universal Freedom and universal , inrulation. "

It may seem very strange that accompanying this boldly liberal appeal 

to the virtues of individual freedom in Tucker's work was an equally apparent 

mercantile perspective on the subject of trade. In part, this was a direct and 

unavoidable reflection of the fact that Tucker had chosen the method of comparing 

England »d commercial position vis-a-vis that of Prance. However, Tucker's 

reliance upon mercantilist reasoning runs deeper than that. Not only did he

constantly construct his economic analysis in nationalistic terms, the balance-

2
of -trade logic is frequently alluded to, even if in a very vague manner

there is much aggressive talk about one nation out-vying and counter-balancing

another, and even the strong suggestion that international trade was essentially
x 

a oonfliotual relationship whereby one nation's gain is another's loss.

How can this apparent contradiction in Tucker's work be accounted for? 

The answer is that liberalism did not grow as a pure negation of and reaction to 

the prior philosophy of mercantilism but instead grew out of that earlier body of 

thought, albeit by some pretty fundamental modifications, but also by adapting 

and revising the logic of self-interest to the demands of the changing conditions 

in international trade.

Tucker's own work shows how this was so. He admitted that in certain 

circumstances in the past, incorporated monopolies had been "prudent and even

The Elements of Commerce and the Theory of Taxes, private printing, 1755, 
pp. 6-7 and 927

HPor example, Brief Essav on Trade, p. 144, and Reflections . Part II, p.21.

^Brief Essay on Trade, pp. 72-5, 87, 92, 142 and 144- It is worth noting that 
in his Befleotions on the Expediency yf Qp«|tf *w **** T^e to Turkey. London, 1755, 
Tucker first argues that a national monopoly in that trade is no longer in the 
national advantage (pp. 4^-5 )» but still invokes the spirit of national rivalry 
(pp. 6-9).
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necessaxy" and were "calculated for the publick Good" for several reasons which 

he outlines, 3y the 1750s, however, none of these reasons "do hold in our present 

Circumstances," qnfl "because world trade had become so openly competitive, Tucker 

laid it down as a general "Principle" that: "If there are two Nations, Rivals in

the same Trade, that Bation which permits a free and open Trade, will always be

1 superior to the other, which confines it to a Company." Thus, it was on a

mercantilist logic that Tucker argued: "in open Trade, we could more than counter*
2 

balance any Advantage that the French can draw from the situation of Marseilles. 11

It is fascinating to observe how Tucker intermingles the nationalist 

with the individualist conception of competition throughout his many and vaxiod 

texts. Hie very explicitness about the changing concept of competitive grouping 

is itself a remarkable fact. Part II of his Iio£le.c.tlon£t ofi ifoe- Hafogalination °£ 

Foreign Protestants (1752) covers a variety of economic matters set out in the 

format of a series of rhetorical questions* Section XVI, entitled "There must be 

Eivals in Commerce either at Home or Abroad", reads in part:

I. If there will and must be Mvals either at Home 
or Abroad, which is the most detrimental to a Kingdom? - 
To have Competitors at Home? or to be out-rivalled Abroad?

II. Was a Nation ever hurt by Competitions at Home? *..
III. What is the Publick Good? Is it not, for the 

most part, the Result of Emulation among the members of 
the same Society? And what would become of Industry, 
Temperance, and the Desire of i&oelling, if there were 
no i'fraulatioa?3

And yet, whatever the real significance of those questions, Tucker 

wrote the following year, in connection with iikiglish Prench rivalry in the Levant 

trade, and as part of his case against monopoly (l), that "it should be duly 

considered by every true Patriot and Lover of his Countxy, That the CHIEF 

Competition in this Struggle for the Liberty of Commerce is not between one I^nglish 

Merchant and another, - But between Great Britain and France."^

Brief Essay on Trade, p. 73. 

2ibid. p. 73n,

^Reflections on ITaturaliaatiqp,. Part II, p. 

^Reflections on the Trade to Turkey, p. 9.
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Thua it was that a latter-day version of mercantilism was transformed 

into a primitive but nevertheless genuine form of classical liberalism* This 

transformation becomes all the more readily apparent when we come to examine the 

special influence Tucker's work had in Prance, especially in the case of 

Forbonnais. V/hat influence, though, did Tuoker have in England? Oddly enou^i, 

very little*

Even though. Tucker's many pamphlets and treatises were teeming with

1 ideas, some of them important analytical insights, clearly what he lacked vac

a coherent and comprehensive economic calculus. Without a grand design, Tucker's 

essays stand as a rather disorderly assemblage of interesting but unrelated ideas* 

He was more the political than the economic theorist, and evidently he abandoned 

his ambitious project, The Elements of Commerce, because he could not find the 

economic logic to hold his political theory together*

In contrast, David Hume wrote some sparkling essays of analysis on 

the familiar topics of money and trade, publishing these together in 1752 in his 

Political Discourses* The balanoe-of-trade theory is neatly taken to pieces* The 

one or two references to the subject of competition are incidental and unimportant*

However, in the early part of 1753, Hume had carried on a brief and indirect
2 correspondence with Tuoker, through Lord Kames, wherein he stated his general

admiration for Tucker's endeavours but added one reservation concerning the 

conflictual character he still ascribed to the notion of trade between nations*

Later that year, Hume added a further essay, "Of the Jealousy of 

Trade," to his third edition of the Political Discourses in which he directly 

challenged the mercantilist idea that all states are rivals with one another in

A good example (as noted by fi.L. Meek, ffceoureors of /^«y sjfpfflffir London: 
Dent, 1973» P. 176) is Tucker's hint of the idea of division of labour, as 
limited by the extent of the market, in his Four Tracts on Political and 
Commercial Subjects* Gloucester, 1774» PP« 25-6.

relevant correspondence is given lay E. Hotwein in his edition of 
David Hume: Wrftr^TW Q*1 ^QQPomios. Edinburgh: Nelson, 1955, pp. 199-203, and 
Tucker's Jour Traoto* pp. 41 -3 » does show a change of attitude, probably 
attributable to Hume.
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suoh a way that it is impossible for any one of them to flourish without injuring 

the others in trade relations. Thus, by criticism of Tuolcer, Hume added another 

vital element to the emerging liberal philosophy of competition. Par from being 

destructive, "the emulation among rival nations serves rather to keep industry 

alive in all of them. 11

The great stimulus that Hume and Tucker had given to economic thought 

between 1748 and 1752 was not carried forward in jJngland but crossed the Channel, 

and for the next twenty years the initiative remained in Paris. Montesquieu1 s 

De 1 Esprit des Lois. which caused a great stir following its publication in 

1748, signalled the onset of a brilliant explosion of literature on philosophy, 

politics and economics in France. It gave an elegant though unconvincing expression 

to the idea that all human affairs (and not simply in the juristic sense of 

Grotius 1 natural lav;) are governed by laws of one sort or another. Between 1748 

and 1735* French authors did not develop independently their own economic theory.

On the contrary, they assimilated the best of the linglish tradition: Locke, Child,

2 Gary, Gee, CantiHon, Tucker and Hume. The long series of translations of these

authors, made by such talented authors in their own rigfrt as i'orbonnais, Turgot 

and Gournay, indicates how swiftly the French drew upon the English literature 

as a source of inspiration.

Montesquieu* s massive magnum OPUS by itself represents a rather 

inauspicious beginning insofar as the three chapters he devotes to the subject 

of commerce are utterly feeble in their economic analysis, far below the standard 

set earlier by Melons ifesai Politique which he had read. In a remarkably casual 

way, Montesquieu nevertheless concisely renders the essence of classical price

theory when he states:- "C'est la concurrence qui met un prix juste aux marcloaaad-
*  * 

ises, et qui etablit les vraies rapports entre elles. 11 ^ So isolated and quite

Rotwein, o£. oit. , p. 80.

2A good account of this process of assimilation is given by Georges Veulorrse, 
Le Mouvement Physiooratique en France. Paris: Alcan, 1910, pp. 27-36.

^Montesquieu.OJuvrea Completes . ed. D. Oster, Paris: Editions du Seuil. 1964 
p. 653, from Livre XX, ch. 9 of De L'Esprit dec Loin. 1st ed., 1748.
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unsupported is this single sentence to anything else in his Ksurit* and BO weak 

is Montesquieu's grasp of economic logic, that I cannot help tut conclude that he 

merely spotted this connection between "la concurrence" (as he migjrfc have found 

it in Melon) and "la prix juste" (as he will have seen this in Grotius and other 

natural law philosophers) in some other writer's work, but I have been unable to 

trace the origin* Montesquieu certainly lacked the originality and insight to 

have made the connection himself*

At any rate, there it was for all to see. .And De jl'Esprit des Lois 

was widely read and commented upon. Both Dupin and Forbonnais wrote lengthy

commentaries upon the work's $1 books and innumerable chapters. I have been
-] 

unable to obtain a copy of Dupin' s critique of 1749* It would b© worth perusing*

since Dupin, as France's official "fermier ^Snfoejt" (i.e. minister of agriculture), 

had already published a major study himself, his Qfoconpiaiques (2 vols., 1745) as 

well as the selection, rieooire aur les Bleds (1748), in which he had advanced a 

case for a more liberal policy toward the grain trade within France, though there 

seems to be nothing of great interest in his texts concerning the role of competitioa

Such, however, was certainly not the case with Forbonnais t Francois 

Louis Vlron Duverger de Forbonnais was to be a central figure in the ensuing 

debates of the 1750s and 1760s between latter-day "mercantilists11 and the newly 

styled "e'conomistes" of the physiooratio school. For dubious reasons, Forbonnais' 

strategic place in the history of economic thought has been largely overlooked in 

favour of the more flamboyant antics of the physiocrats. Putting official histoogr 

to the side, Forbonnais was an acknowledged leading figure of his times, and his 

ups and downs between 1748 and 1768 are immensely instructive for the understanding 

of how competitive doctrine developed over these hectic and eventful years.

Claude Dupin, Heflezjons aur queloues -parties d'un livre intitulS 
des Lois (1749;. Later, Dupin published a less critical study (1759).

has been edited in 2 vols. by M Aucuy, Paris, 1913. The 
memoire "i»ur les Blede" appears in vol. I, pp. 145-65.
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The relevant portions of Porbonuais 1 detailed review of

published anonymously in 1750, do little more than confirm that Porbonnais had 

read Montesquieu, had quietly assented to Montesquieu's one assertion regarding 

just price, and had begun to assimilate the phraseology of "la concurrence" into 

his own thought processes. As luck would have it, Porbonnais was extraordin:irily 

active, literally speaking, between 1750 and 1755i so that we can trace the 

evolution of his thinking about competition fairly closely over this period. 

Both his Considerations sur les Finances d'L'spa/aie (1753) and the lengthy intro­ 

duction he provided to his translation, Le ITeVcooiaat iaralais 0753)i of The 

British Merchant (1713-14) show how much closer Porbonnais 1 affinities were to 

the mercantilist than to the natural law tradition.

Porbonnais was himself a prosperous manufacturer of a well-established 

industrial family, and through the 1750s he was convinced of the virtues of 

industrial freedom in that peculiarly neo-mercantilist fashion whereby "liberte 

et protection" were proclaimed together to be the correct policies to adopt* In 

this manner, Porbonnais drew his inspiration from Melon who in turn reflected the 

teachings of Josiah Child. Porbonnais also carried forward the new perspective of 

economic society, consisting of two or three major sectors or classes, each dealing1 

respectively with agriculture, manufacturing and commerce.

Add to these ingredients the immensely influential works of Hums and 

Tucker, and we have what amounts to something of an orthodoxy of the 1750s, an 

orthodoxy of industrialism which never quite reached the stage of acquiring an 

official name or a well-integrated philosophy, but an orthodoxy it was, 

commanding the allegiance of such people as Gournay, influential civil servant 

in France from 1749 to 1759 and wrongly alleged propounder of the maxim 

"laissez faire, laissez passer," Turgot, Da Pont de Honours f Morellet, and 

Porbonnais himself.  

Thus it was that Porbonnais was asked to write a series of articles on 

economio subjects for the newly founded Bncyolope'die of Diderot and D'Alembert.
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Forbonnais' article appeared first in 1753» anonymously, Twhen his name was 

accidently divulged, he decided to publish four of these short pieces in his

new textbook, Siemens du Commerce (1754)» and among these four selections vac
 i

the item, "De la Concurrence." Seemingly inconspicuous at the time, this short

article is a landmark for this history on competition.

Quite unreservedly, Forbonnais wrote (in the Bncyclopedie article), 

"la concurrence est I'ame & 1'aiguillon do 1* Industrie, & le prinoipe le plus 

actif du commerce," and again "elle est la base principals de la liberte du 

commerce * H If Forbonnais' reference to competition as the dynamic spur 

("I'aiguillon") towards perfection brings to mind the mercantilist spirit of 

Montchretien (1615), then Forbonnais 1 emphasis upon the distinctions between 

"la concurrence exbe'rieure" and "la concurrence interieure" as well as his 

preoccupation with national rivalry immediately brings to mind the influence of 

Josiah Tucker* "La balance du commerce," Forbonnais wrote, "est veritablement 

la balance des pouvoirs," adding that this "exterior competition" - competition 

between nations - was not an exercise in military force but of economic strength*

What is perhaps more significant than anything else about this brief 

article is the fact that, mercantilist though he may have been, Forbonnais 

nevertheless saw in competition the very essence of economic freedoms It was, 

to repeat, "la base prinoipale de la liberte' du commerce," and in his K

of 1?54» he went further: "Nous avons dlja prouve la ne*ces8iteG.e la concurrence;

. __ . . _..._-._ _ _ _ __elle est I'ame de la liberte bien entendue."

The grand irony is that Forbonnais had not seen in advance the full 

implications of what he had written* This very idea that competition meant the 

play of economic freedom in all its diversity was ultimately to redound to the 

destruction of his o\m system of thought by the 1760s. In truth, he did not have

KLemens du Comnoroe. 2 parts, Leyden, 1754, Part I, ch. II, "De la 
Conourrenoe," pp. 88-96, contains some minor revisions end additions to the 
original article, "Conourrenoe," Encyclopedic . ou Dic-';ioiinalre Eaisonne. e<ls. 
Messrs. Diderot et D'Alembert, Paris, 1753, tone III, pp.

p ibid, p, 832 and Siemens, p. 80.
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to wait long to see the effects of his words. Already in late 1?53t Claudes- 

Jacques Herbert seized upon Forbonnais' own phraseology in his Sssai nur La 

Police des Grains and turned it into an aliment for free trade in grain. 

"La concurrence," Herbert wrote, Hce principc le plus actif et le plus etcndu 

du commerce, 11 would effectively regulate grain prices in a free international 

trade and the resulting lower prices would be the "houreux effet de la concurrence 

et de la liberte." 1

At a stroke, Herbert had virtually demolished the mercantilist 

position and had substantially anticipated all that the physiocrats would have 

to say on the subject, beginning rather tardily after Herbert's premature death 

in 175&« It was early days in 1754f though, when Forbonnais made brief paeoing 

mention of Herbert's g.ggal whose principles he commended as being "tres- 

lumineuse," for indeed they were ostensibly so similar to those Forbonnais had 

himself put forward* She tensions between agriculture and industry were only 

just beginning to surface by the mid~1750s; and by the 17608, when the issue 

of free trade became paramount, the strength of Forbonnais' liberal sentiments 

was to be put to the test*

Tty 1754$ the process of assimilation of English mercantilism amongst 

French industrial writers had been completed, and after this time writers such aa 

Forbonnais and Turgot were beginning to show some real independence of mind. 

Before they could coalesce into a united school, a new intellectual force was to 

make itself felt: the growing number of proponents of agrarian reform who were 

to react rather violently to the older mercantilist tradition. I turn to them now,

Bssai sur la Police des Grains (1753)» ed. E. Depitre, Paris, 1910, pp. 21. 
Depitre's text is from the edition of Berlin, 1755* but the key phrases appear 
in the 1st ed., London, 1753* P- 32.
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4* From JUyioultural Kef orm to the Doaaatics ox

The onslaught upon mercantilism from the xm-aJ/agricultural point of 

view, commencing with Boisguillebert at the, viaaa 01 the century, proceeded at a 

snail's pace until the 1740s. By the end of -the 1?60s, "la physiooratie" was 

sweeping across Europe with a momentum which threatened to make it the new 

orthodoxy almost overnight,

Numerous nyfchs have been built up £J?ound this extravagant but short­ 

lived sectarian movement, and historians have not presented its true role in the 

actual sequence of events which transpired during their twenty-year existence, 

mainly because too much emphasis has been placed upon their own work and not upon 

the contributions of their many and varied opponents* This imbalance and error in 

historical perspective is particularly applicable in the case of competitive 

doctrine, and even nore so as regards economic liberalism in general*

Until the 1740s, most of the literature on agriculture was on a, purely 

technological nature, written in the style of treatises of animal husbandry and 

soil cultivation, with incidental comment upon the economic side of the subject* 

Scarcities and wild fluctuations in prices and supplies of grain throughout

Europe began to receive attention T?y the early 1?40£» though Bandini's Discoreo
•\ 

Eoonomioo is reputed to have been written in 1757* In Prance, following Dupin's

OEconomicmeB (1745) aad "Memoire sur les ELeds" (1748)» Duhamel du Monceau began

a series of major treatises on agriculture, blending economic considerations with

2 technological factors, and finally Herbert's energetic pamphlet of 1753

Bandini's Discorso contains some very interesting analyses of supply, demand 
and price, including some notable phraseology of competition and liberty (see 
Sorittori Classici Italiani. ed. Custodi, Milan, 1803, Parte Moderna, Tomo I, 
p. 182. and passim), Unfortunately, it was. not published until 1775* Bandini 
died in 1760, while the MS is said to have been written in 1737. If this waa 
so, it was far ahead of its time. The influence of Boisguillebert is apparent* 
Carlo Antonio 3roggia's two published Trattatos of 1743 are also very noteworthy 
for the same reason. See Custodi's Parte Antioa of the Sorittori series, Vol. IV.

. JXihamel du 1-tonoeau, Traite* de la Culture des Terres* 6 vols., Paris, 
1750-61. More adventuresome in its economics is his Trait? de la Conservation 
des Grains. Paris, 1753 - see his preface, pp. iii-xviii.      
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Buoceeded in bringing the agricultural question into full view. By 1?55» 

Essal had passed through many revisions and was beginning to appear in many 

translations throughout Europe*

V/hatever the actual circumstances were which caused this growing 

obsession with grain - the pressures of population upon fixed supplies, or 

inadequate regulation of supplies, or simply a series of climatic setbacks - 

in any case the new advocates for agricultural reform directed their hostility 

towards both the plethora of customs and regulations picked upon the movement of 

grain as well as upon the merchants and middle-men of the trade who were accused 

of speculating and of creating artificial scarcities to raise their prices.

Now, both of these types of criticism encouraged a sense of class 

identity and class opposition between city nnd country. They also pointed to 

the idea of freedom or liberty (in the removal of customs and monopoly speculators), 

Herbert's £ssai was quick to capitalise on the appeal to both freedom and compet­ 

ition that he had found in Forboimais* article. A significant clue to the 

understanding of the great debate to follow rests in Herbert's emphasis upon a 

criterion which hitherto had been little used: t1ustico in income distribution, 

as much as efficiency in resource allocation. Thus, competition maintains the

price of all things "dans une juste e'quilibre," and keeps the profits of

2 merchants "dans de juetes bornes."

In surveying the vast amount of econosiic literature to follow in its 

wake, we must not allow ourselves to fall into the trap of believing that all of 

the agricultural refonoers who proclaimed the principle of freedom ad nausoum 

through the 1760s and 1770s were genuinely liberal or even genuinely in favour of 

what would eventually be known as Free Trade - the absence of tariff barriers 

between trading nations. For one thing, it was quite often ambiguous as to T./liethei 

these proponents of freedom were referring to free internal trade or to external

 1
Depitre, op. .ojLt., pp. xii-xiii, lists 6 editions from 1753 to 1757 (London, 

Dresden and Berlin; ae well as German and Italian translations (1756 and 176/.).
«H

, ed. Depitro, pp. 15, 21.
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trade between nations, And, secondly, many of them (incl"c£in£ Herbert hiuself; 

did not advocate tariff-free imports of grain. They vere in large measure 

agricultural protectionists, advancing a set of policies which were the mirror 

image of the industrialist and commercial defendents of the older mercantile 

tradition. Even Herbert himself revealed this mercantilist spirit when he

argued that "Plus nouc porterons de bleds au dohors, plus nous ferons tomber

1I 1 agriculture de nos rivaux." Agricultural mercantilism in its purest fomf

Vhat then of "La Physiocratie"? V/here does its chief founder, 

Francois Quesnay, stand in. relation to the newly emergent agricultural appeal 

to freedom and competition? In fact, Quesnay was a relative late-comer to the 

cause of agricultural reform, and hie first articles on the subject, published in 

the Enoyolope'dia 1756-57 > hardly suffice- to make hici the new champion of economic 

freedom and competition* These Initial studies - "Homraes," "Fermiers," "Grains," 

and "Imp'o'ts" - were still very much in the older technological tradition of 

Duhamel, and even if some of the quintessential elements of physlocracy can be 

spotted in them, Quesnay* s logical reliance upon freedom and competition in these

opening statements are quite muted for their times, even indecisive when compared

2with Herbert's vigorous pamphlet.

It was only as the events of the great doctrinal battle moved into 

the 1760s that Quesnay finally recognized what advantages there were for his case

p. 59-

2 See especially "Fermiers" and "Grains" which were jrublished in 1756-57, and
his Questions Interessantes of 1756. As MSS unpublished until 1908, Quesnay"s 
"Hommes" and "Imjfcts" cannot be reliably dated. The various commentaries on the 
Tableau Qeoonomique (1758-59) contain little or nothing of interest for this 
history, and even the dogaatic Hiilosopfaie ffurale (1763), jointly by Mirabeau 
and Quesnay, is dubious as a statement of economic liberalism. I have relied 
principally upon Frmcois Qxiesnay et la Ehysiocratie« Vol. II Textes, ed. L. 
Salleron, Paris: I.!I.E.D. f 1958, thou^a the earlier QSuvres de F. Qaiesnay. od. 
A. Oncken, Paris, 1088 and R.L. Meekf s The Economics of Higsiooracy. London: 
Alien and Unwin, 19&2 were also helpful.
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in the appeal to free competition; indeed, he was really manoeuvered into this 

position (as we shall see in a moment) by some of his ardent converts and allies 

who for a short time came to his side in the 1760s, bringing with them the 

conviction of a more liberalised approach to economic affairs based upon their 

experience in and knowledge of industrial affairs, men like Morellet and Turgot, 

to name but two*

So, whatever Quesnay may have said by 1?66 or 1?67t it is necessary 

to bear in mind that his first convert, the Marquis de Mirabeau, was as far from 

being imbued with the liberal spirit as one could imagine, having adopted the 

populationist thesis of Cantillon in his own L'Ami des Hommes (1756)- In 1757» 

Quesnay had merely persuaded Mirabeau to reverse the thesis: the food supply 

delimits the size of population a country can support, in contrast to Cantillon1 s 

thesis that a large population encourages growth in total production.

At about this same time, long before Quesnay had come in contact with 

his future followers, Morellet and Turgot, had quite independently begun their own 

crusade for a more liberal policy toward French manufacturing. Morellet opposed 

Forbonnais 1 carefully muted defense for industrial protection with the cry: 

"Laissons done agir !  Industrie." "Ce grand prinoipe," he argued in his 

Reflexions sur les Advantages de la Libre Fabrication (1758), meant that 

"I 1 Industrie d*une multitude d'hommes animee par la concurrence & la liberte va 

au bien general."

In 1755» Turgot had published his translation of Part II of Josiah

Tuckers Reflections (1752), a most important analysis of competition which

2 obviously impressed Turgot as well as Goumay; and Turgotf s two Einoyolopodie

articles of 1757» "Foires" and "Fondations," as well as his many unpublished 

manuscripts throu^i the 1750s, are filled with references to the virtues of

1A. Morellet, Reflexions. Geneva, 1758, p. 205.

translation was entitled Questions Importantes gur le Commerce, 
London, 1755* For Gournay's views, we have only the testimony of Turgot,
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eoonoaio fxeedoB and ooo^tition*

4&d, when Hirdbeau was iaprison&d In 17CO for a short vhile, following 

the publication of his gheoxie do l t lapot. ho and gu^anay did not remain silent 

fox the next throe y^&ns because they had valiantly spoken out In support of the 

cause of froedoia, but for certain financial reform which were too embarrassing 

for the government to oHow to 30 unchecked. Ac for tho two triumphs for ecoocoio 

freedom, the liberal udiota of 17&3 and 17&4t creating free internal and c&toznal 

traffic In the grain trade, reliable evidence- if; difficult to code by, but 

there is suggests that these measures were i?UEshaci throt^ ty a coalition of

liberal industrialists £ind civil serviuata v-iio ^-x\j outy in fiaaall part
2to the pbyoiooratic

Indeed, the "Hjsysiocratic11 school, or ^.xxmoaistes11 (as they were 

called at the time) did not even exist prior to "«?C;, oad the first rush of 

adherents «• Du Pont d& M@oour0 mad Abeillo in 17^3* ^ Srosne fttkil tiiaint—Pt-rGvy 

in 1764 - seemed to be encamps tie propogandists ^U£g4ng onto a bandwagon after the 

real achlevoments hod ]>^on brought about by others, liberal industrialists and 

civil servants who \,ioldcd power and influence, liven Forbonnais welcomed the 

aove towards a liberalisation of the grain tede in on oixm letter to Du Pont in 

1764, thoujjfa his @ni&&&i&flo a&i^ht be texapcrod. l^y 0oou ocrious fflod pr&otic&l 

qualil'ications conoexnin^ the spe&d with v-Mch tiieoc refox^e should take pierce.

Up to thla ix>int in the narrative, I hove cast considerable doubt 

upon the role played by Pranoois Qu&snay and his as yet unaoaeobled sect of

See (jljucvree de 'Air pat> 5 vole., ed. 6« iioballo, BsriSf 1913-23, Vol. I, 
pp. 372-66, 577-^3» end 584-93. Turgot f s celebaaattsd N^!Q@& de Vincent de Goumay11 
could have been written at alraoht anytiae between 1759 and his death In 1731. It 
did not see the li$it of d&y until Du Bont 9 s edition o£ his qjuvroa. 1809-11, 
and the original obituary notice in the Iferpure ^ ̂ jglg (August, 1759» pp. 
201-210) io much shorUx and oonveyB a rather uiTiurcirt

have relied hoccvlZy uijon ono eouroo iaore: ,»t/ulontic f

^wLettre a ll^uteur de- la Gcuaette du Ccsaaoxxio, 11 (Goaattc du v/aQCtoroL-. 3 anro 
1764» EP» 130-39) a« rc-i^rlnted In the Collodion d^^ coraooioteQ ct du

l^, ed. ^. JDepitre, Paris 1^11, jjp, 50-^3.
j**

tf. T ^V* 1!
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physiocrats in the evolving patterns of thou^it about competition and economic 

liberalism in general. After 1763, there can be little doubt that Er. Queenay 

and his loose band of adherents exerted an enormous influence over future events. 

The years from 1764 to 1768 or thereabouts represent one of those critical 

episodes in the history of economic thou^it because they bring into sharp focus 

various issues that had been festering for a long time and yet remained 

unresolved.

The wildly extravagant literary outpourings of these hectic years , 

from 1764 to 1768 and beyond, were to bring an air of finality to the attack upon 

the last vestige of mercantilism and to establish at least some of the pillars of 

liberalism. For the economic leterature before 1748» the task of research is one 

of finding the few smatterings of evidence there are in relation to competitive 

themes. With the 1760s and 1770s, the challenge facing the researcher is one of 

sifting throu^i an immense body of literature and to find in it the broad patterns 

of change which lie hidden in the maze of detail.

One such important pattern seems to have set in by about 17^4* Over 

the previous years, a strong association had been built up between the distinct 

but related ideas of freedom and competition. Clearly enough, the reason for 

this was that the removal of barriers to the entry into an economic trade, market, 

or profession not only meant a certain kind, of freedom, the freedom of entry, but 

it also implied that competition would certainly follou from the multiplicity of 

participants who might take advantage of any such new freedom. So close was 

this association made that by the 1760s, people began to speak and write not 

merely of "liberte et concurrence" but quite simply of "libre concurrence," or 

"free competition." For example, the celebrated edict of 176% creating free 

internal trade in grain throughout France, the composition of which edict has 

been ascribed to either Du Pont de Nemours or to 2hirgot or both, made mention 

of a "concurrence libre et entiere."

1The Royal Udiot of 25 mai 1763 is given in full by Schelle, OBuvres de> 
. Vol. II, pp. 129-30.    
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This phraseology tends to fuse the two very separate and distinct 

ideas of freedom and competition, and it became a standard mode of expression 

for the next one hundred years and more, as a prominent phrase in the tradition 

of economic liberalism* And even though liberal theorists rarely if ever 

claimed outright that competition was solely freeing (rather than constraining) 

in its effects, their very manner of employing this phrase unconsciously oreated 

this false impression in the same way that most mercantilist writers were not 

guilty of treating money and wealth as equivalent but unconsciously invoked that 

idea*

This Unking of ireedom with competition was in itself certainly 

valid enough, especially as the economies of Western Europe broke away from the 

medieval restrictions placed upon economic enterprise, but the imbalanoed 

phraseology of "libre concurrence, 11 once let loose, soon became increasingly 

persuasive and increasingly obtrusive in the long series of physiooratic pamphlets 

which flowed from the pens of Du Pont, Abeille, Baudeati, Le Trosne and others 

from 1763 onwards*

Thus it was that Forbonnais by 1766 found himself cau^it in a trap 

which he himself had set. In the second edition of his Siemens du Commerce (1766), 

he added some second thoughts to his chapter on competition. Despite the 

"heureuses consequences de oe principe," he wondered out loud, was it not

The literature from 1763 is quite prolific* I have sampled a fair number 
of the pamphlets up to the 1770s. While they are very vigorous exercises in 
polemics, the logical rigour is not especially of high caliber. In spite of 
much repetition, this very dogmatic body of writings adds little essentially 
new or interesting to the competitive theme, and I shall simply mention a few 
of the hi^iligjits: L.P. Abeille, Lettre d'un Hegociant (1763) and Reflexions 
eur la Police des Grains (1764) both edited by E. Depitre, op. oit.. Paris, 
1911; Du Pont de Nemours, De ^Exportation et de 1*Importation des Grains (1764), 
ed. Depitre, OP. oit*. Paris 19111 LB Trosne. La, Libertey du Commerce des Grains. 
Paris, 1765, and many smaller items began to appear in periodicals such as the 
Journal de 1* Agriculture (1763- ) and Zfohemeridos du Citoyen (17&5- ). 
There was also a growing body of Italian literature at this time which space 
prevents me from treating. It was in part derivative, in part a stimulus to 
French work.



"•uacaptible d9 esses11? Clinging to ths i^roantilist traditionf he insists that 

a nation9 • wealth &w\ prosperity «• Hl9 aifi8ne<i 0>nia.ialo d fuDe nation11 ••

not from the land (as the physiocrats MQXQ now azguing) tot froa Coanerocf 

Echoing popular outoriee against tha rise- in food prices, i'orbozjnaie now 

laxge landowners for trying to create artificial seas-cities at hooe and

that their grain escpctt*® to higher priori omi^ta alax>£ul wexe destroying " 

veritable equHibiv %&tx& lo& provino^s d 9un a tat." A-tothaaftncrrat the 

"Coataopolites" (uo he nov oalled those v;ho c^vooat^d £2x/a trade) wcr& in 

by confounding Hla ooncurruKXi inteilouax " with "la ocoiciii'rvnce txtcritiiiro , " 

thus giving a fclec application to "la loi do 1& concu^^jiioo.^

toi/tc-vta- we£@ the r^al o&ua^s of ^c^oxd^ ^-iiu hig^t prices t wh*/Lhas: 

they be a ffuooessicm of bad harvests, or inax^aaod darcrnfl f^oci abxoad t or 

inadequate txanspoxt and otora^s facilities, tbs faot roocdns that

oat the Beeoingly cogimt oxguoents put forv;^ra Ly tit- ji^siooz-ats with 

oould be deacxiUKl &t beet && a very fuassy pxxaentatlou. of th&

point of view* io & imtt@x of economic io&ic» Sta-bcsmuJU: 9 o&ae could not 

counter the bold run; x^bysiooratic theory that wealth was the gift of aatura 

and that all zaanuf aotuzins and ocoaoroe wtio but a transf ©r of wealth which did 

nothing to increase tL£; so-called "net prcxiuot" of thc> land*

With their new ti^oiy of vceltii, tbt? phyoioorats (lad by

theorotioal daring } aggressively challea^tld the balcjaoc*of-trado thoory. 2rado 

between nations f 00 betv^oen individuals, lc mex^ly en exchta^Q or transfer of 

eq\iivalent» and honcx? was not oonfliotual. On the ooKtery, free trade vt>a to 

the advantage of all trading nations insofar aa it loci to the

of natural reaouxcoe belon^'lng to each. ImvOicitly, they denied that nationc 

acting afl a uhole oould effectively inflwmoc tho teomo of trade

i 
Forboonais, jj^Lyano du C^n7ygf*> r ^Jkl OK!., 1766, p. 107*

PP. 106-OG.
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them. Applied to agriculture produce, this assumption was probably realistic.

The Abbe Baudeau, editor of the physiocratic organ, Les 

Sbheaerides du Citoyen. pressed home the attack upon Porbonnais 1 position with

a series of critical reviews in 1766, evincing rather weak replies from

2 Porbonnais 1 own followers in the Journal d'A^riculturo. What is most

instructive about Baudeau1 s efforts is that he forcibly brought the great 

Dr. Quesnay into the debate. This he did by repeatedly referring to the 

Doctor's writings in support of his own case, thus obliging Quesnay to offer 

some words of qualification and clarification in the October 1767 issue of the 

E-phemeride8«

Wow, at the moment of writing this note of October 1767, Quesnay 

seemed to want to remain on neutral ground aad to confine himself to what he 

called a few "reflexions purement grammaticales" concerning some of the 

terminology used in the debate between Baudeau and Porbonnais. The summary he 

gives, sometimes very pointed, sometimes very obscure, does serve to illustrate 

how the mercantilist conception of competition as a form of national rivalry was 

being picked apart and was being replaced by the new liberal conception of an 

individualized perspective in which class divisions were looming in the background. 

Ac Quesnay sees it, the debate between Baudeau and Porbonnais is whether or not 

the interests of commerce and agriculture are identical with or opposed to one 

another and whether the best way of conciliating opposed interests is to ensure

I cannot undertake here to recount the evolution of the physiocrats 1 theory 
of international trade as an exchange of equivalents. Quite likely, Huoe's essay 
on HThe Balance of Trade" (1757) was the source of inspiration, but the idea of 
exchange of equivalents only begins to appear in or around 1766 (as in Turgot's 
Inflexions. 1766, sect. XXXIH), at the same time that Quesnay introduced the 
idea of "sterility" in manufactures. Certainly, in 1757 Quesnay still held older 
mercantilist notions about international trade, for which see note 2 page 80 
below.

iJaudeau hammers home his forceful attack upon Porbonnais in £i)hemerides . 
Tom. DC, sept. 1767, PP* 177-80, Tom. XI, nov. 1767, pp. 186-206, and especially 
Tom. VI, juin 1767, 121-5, 156-64, Tom. VII, juillet 1767, PP. 14V7, end Tom. 
VIII, aflut 1767, PP. 142-52.
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1 "la plus grande concurrence possible."

Quesnay defers judgement here. It was not, he writes, "rnon etat de 

juger BUT oes matferes," but the few comcisntB he does make oarefully explore the 

ambiguities in Forbonnais 1 contention that competition ought to be confined to 

the interior and yet that nations should still engage in trade with one another. 

The concept of national competitive grouping was falling apart* Wisely, Quesnay 

noted that in the debate between Baudeau and Forbonnais, the doctrine of $30 

Baudeau may have boon new, but that it contained no new word which had not 

already been used by Forbonnais himself in the past!

The Interchanges which took place between Forbonnais, Baudeau and 

Quesnay during 1766 and 1?6? proved to be crucial in the demise of the 

mercantilist tradition. A careful study of Quesnay *s texts published prior to 

1766 will show that the many occasional references he makes to competition are 

not especially significant. He does not hold it out as a grand principle along 

with liberty, and in fact in several early works we find the same traces of a

lingering mercantilist spirit (competition as national conflict) that can be
p

found in virtually all other writers in the 1750s. However, the events of

1766 forced Quesnay to reach some resolution on this matter, and only a month 

after his guarded commentary in the Bphfoaerides. Quesnay published his revic64 

set of Hairlines (fen&ra^es which for the first time show Quesnayf s newly resolved 

and wholly dogmatic attitude towards the subject of competition.

In no uncertain terms, his mayim no. XXV expresses this attitude as:

&&'£& malntienne 1'entiere liberte du commerce t oar LA
POLICE DU COMMEECB DEgFIRIITOR HT EX3ERILTIR LA PLUS SDBE,
LA HflS EXACTE, LA PLUS EROFITABMl A LA MATIOH HP A ,
L'UTAE, CONSISTS LANS LA ELGBE LIBEKEE! IE LA

From Sfchenfaides. Tom. X, oot. 17$7» P» 191. See Francois Quesnay. ed. L. 
Salleron, p. 940*

2See, in particular, "Graine," (1757) in ibid, pp. 4^0, 495, though it must 
be said that on balance ^uesnay showed a liberal attitude here.

^ibid. p. 955; from Ifaysiooratie . ed. Du Pont, R-ria, 1767.
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With this official sanction from the master himself, the avid followers and 

proponents of physiocracy, in growing numbers, renewed their campaign to establish 

the virtues of "la libre concurrence," with a deafening crescendo of words and 

exclamation marks*

What was Forboxmais 1 reaction to this deluge? At first, he tried a 

detailed critique of the physiocrats 9 new calculus of wealth. His Ifeincipes et 

Observations Qeconoraj.aiies (176?) is a model of carefully considered methodological 

criticism and a scathing condemnation of the physiocrats 9 dogmatic excesses* 

But in l?^?, such criticism would not suffice, for the physiocrats had likewise 

demolished the older theories and had definitely seized the initiative with some 

bold new principles* However clever Forbonnais 9 critique may have been, he not 

only failed to meet head on the central thrust of the physiooratic case for "la 

libre concurrence," he also failed to provide a clear and sound alternative system 

to replace theirs*

By 1766, there is a sense of desperation as he critically reviews
P 

Abeille 9 s Prlnoipes &vsc la Liberte du CtCTi^rce des GrffaJTUB t1?68)* Here,

Forbormals tried a new tactic in what was obviously a losing battle: He finally** 

accepts the proposition that with a "liberte" absolue £ illimiteV' (which the 

physiocrats were modestly demanding), competition in the grain trade would 

regulate prices properly, but he argues that in France 9 s current state of 

development, this hypothetical result did not obtain because of "le ctefaut de 

concurrence." Or, in other words, competition was still too imperfect compared 

with English markets; France would still require years to catch up in its

Again, I must say that the voluminous literary outpourings by men such as 
Da Pont de Nemours, Baudeau, St. Per&Vy, Abeille, liorellet, Mercier de la 
Riviere, Roubaud and others from 17&7 onwards were characterized more by sheer 
repetition than originality and independence of thought. But their critics were 
also growing in numbers and became preponderant by about 1770, Strangely enou^i, 
competition received no critical re-assessment as did other aspects of the new 
physiooratlo doctrine*

T'orbonnais 1 title was Examen du Livre intitule Principcs sur la Liberte" cfoi 
des Grains. Baris, 1768.
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developnent. -And onoe again he blames the large landowners and their 

concentration of power in the market.

This resort to practical expediency was tantamount to submission on 

the theoretloal front, where the case for free competition was no longer challenged 

outright. The irony is that by 1768 the physiocrats had won the theoretical battle 

but by 1770 had lost the practical war when Terray revoked the liberal edits of 

1765-4. During 1774-76, Eurgot mad© what proved to be another disastrous attempt 

to rush through all too quickly reforms which should have been introduced in a 

more moderate way over a much longer period of time* After 1770, the physiocratio

movement disintegrated quickly, and critics began to outnumber adherents. In spite
2 

of Neoker's exasperation at the "fausse id£e qu'on se fait de la concurrence,*1

the liberal conception of th&t economic principle had been established.

The feeling that this new conception had definitely arrived can be 

sensed throughout the pages of Le Meroier de la Riviere'e grand synthesis,

L'Ordre Naturel. which was written during those heady days of 1767 when physiocraoy
3 was at its height and which truly does exude the air of Olympian serenity. Mom

Smith judged Le Meroier*s "little book11 (a mere 478 pages of folio!) to be Mtho 

most distinct and best connected account" of pbysiocratic doctrine.

AB an economic theorist, Le ^roier was quite unoriginal and merely 

digested Quesnay9s raw material of analysis. And, with a penchant for Quesnay's 

style of feudal despotism, Le Mercier may seem a rather unlikely champion of 

political liberalism, but at moments he does reach out for the sublime harmonies 

of economic liberalism. "La pleine & entiere liberte de commerce" may be the 

centre-piece of Le Meroier1 e system, but competition is the hard-working and

PP- 27, 52 and 62-80.

Paris, 1775* Part II, oh. Ill, p. 135. Ifecker's theoretical grasp is quite 
deficient.

5Le Meroier de la Riviere, fr'Ordre Maturel et Essentiel des Sooietes Poli-b- 
j^ujgs., London, 17^7. His L'lnterfet General de l«£faat. Amsterdam. 177o7l« 7 
similar work.



law-like regulator of hooan affairs, "la seule autorite1' which fixes prices at

their proper level and thereby is the "arbitre naturel & souverain" which puts
 i 

economic goods at their "juste valeur*"

In Le Meroier's grand synthesis, we can see how the mercantilist 

notion of competition as oonfliot had been quite thoroughly sublimated into a 

principle of harmony z

... les pretensions du vendeur & de l t acheteur, quoiqu1 
elles ooient opposes entre elles, se concilent Dependant 
parfaitementt^ volla comment chacun d'eux est oblige" de 
se soumettre a la loi qu'il recoit de la concurrence, .*  
ils sent lies par un intere't common,

or as he puts it elsewhere, "les interests de oes deux hommes se oonoilent 

parfaitement malgre leur opposition apparente," and thus competition yields "la 

perfection de 1'ordre qui prouve a chaque partie son meilleur etat possible," and 

this perfection consists in an "equillbre habitual" insofar as "la concurrence & 

sea effete sont les produits d'une neoessite' physique. 1*

And, finally, employing these new premises, Le Mercier re-invokes the 

old mercantilist thesis of Wheeler and Paa&er,

,|l|6jttt^^ff;|^:^ Âwnat applies to the individual applies to the nation as a 

whole. Ve have come full circle I But the logic and the implications are new*

However, ; Jtysiooraoy did not become the classical liberal synthesis, 

even if it did. manage to enunciate several of the elements which would eventually 

enter into that synthesis* Hjysiocracy was an over-reaction to mercantile logic* 

It substituted one extreme theory of wealth for another, and its logic of price 

formation was quite deficient. To say that manufacturing and commerce were 

"sterile" because economic exchange was only a ^^s^tf^ of equivalents was in 

the long-run an intolerable theory of economic behaviour* Both mercantilism and 

physiooracy gave unsatisfactory explanations for market exchange*

,, PP. 225- 494« 

2ibid* pp. 561, 564, and 504.
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What was needed was a new and improved economic calculus in which ths 

act of economic exchange was shown to be productive. Latter-day physiocrats were 

already beginning to recognize * *>*« need for a theory of value which would connect 

production of wealth to exchange. In 1777* Le Trosne, for example, was pointing in 

this direction when he wrote that competition may establish "les rapports de 1 

eohange," but one must go farther than that: "il faut oiler plus loin, & 

rechercher quelle est la cause ult^rieur de la valeur."

As it happens, the man who found the missing links and who successfully 

integrated the principle of competitive market exchange into a new economic calculus 

of value, production and wealth was not a Frenchman, nor a physiocrat, but a Soot 

who by coincidence happened to be in Prance during the flamboyant days of 1J66 

when physiocracy was experiencing its moment of triumph. Before we turn to that 

new classical synthesis, we must first return to the land where it had all begun, 

and briefly survey the intellectual scene as it stood just as Mam Smith was 

completing the final draft of his classic.

5. On the Eve of fl%he Wealth of Nations"

Strangely enough, during the twenty-year period of French ascendancy, 

from 173^ to 1776, economic thought in Great Britain had been languishing. .And 

this was so in spite of the fact that it had been none other than Hume and 

Tucker who provided the French with their much needed stimulus!

As progress was beginning to accelerate in France during the 1750s,
had 

the forward-looking essays and pamphlets of Tucker and Hume seemed to haveJLittle

or no impact on theoretical speculation in Great Britain where they were out­ 

numbered by weighty tomes culling up memories of the commercial pastj Wagons' The 

Ji Tfo'rvflWti; 0753t °& translated by Iffin. Bbrsley), Postlethwayt's

Dictionary of Trade and Commerce (1757§ adapted from Savary des Bruslons), and 

Adam Anderson's T^ fffogfoaj. and Chronological Seduction of the Origlq 9f Cnt 

(1764) may have had modest theoretical aspirations, nevertheless, they struck

1 Le Trosne, De Lt Ordre Social. Paris, 1777, P. 507.
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the predominant note of the times and overshadowed the more adventuresome out 

rather unfinished pamphlets of men like Joseph 1-iaesie and Joseph Harris who in 

some ways reflect the style of Tucker and reveal some undeveloped affinities with 

Adam Smith, prior to any i&rench influence*

Towards the end of the 1?60e f physiocratic notions and styles were 

beginning to filter through, such as in Whately'e Principles of Trade (1769) and 

Cunningham's Essay on Trade and Commerce (1771 )  But these were slight works and 

quite unimpressive. Surprisingly enough, those who dealt specifically with 

agricultural economics at this time were relatively immune to the pbysiocratic 

epidemic which was sweeping across the continent. Writers like Charles Smith and

Arthur Young were too vigourously empirical and practical to be swept off their
p feet by the dogmatic excesses of 2te. Quesnay and his sect* So9 too, was James

Anderson who, in his Observations on the Ifeans of -Jxcitim a Spirit of National 

Industry (1777)| even subjected Adam Smith's oase for free trade in grain to a 

penetrating criticism which questioned the application of theory to practice.

None of the works cited above offer anything especially new or 

interesting in regard to the theme of competition. If any works merited comment 

here as a prelude to the study of Adam Smith, they would be Sir James Steuart's 

huge Inquiry into the lyAjioiples of Political OEconomy (1767) and Thomas Mortimer's 

KLements of Commerce. Politics and Finance (1772).

Steuart's Inquiry is moderate in tone, eoleotio in derivation,

In particular, Harris' Essay upon Money and Coins. Bart I, London, 1757.
p 
Charles Smith, Three Tracts on the Corn Trade. London, 1766, the first two

from 1758 and 1759* Prominent among Arthur Young's many publications are Rural 
Oeconomy. London, 1770, and Political Arithmetic. London, 1774.

'James Anderson, Observations. Minburgh, 1777. See his Postscript to Letter 
XIII, pp. 309-86.
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ambitious in size and scope: but lacking in analytical clarity and having no 

grand design to hold its many parts together, Steuart f s efforts were soon forgotten 

after 1776. At one point, the author all too modestly confessed, "I feel a great 

want of language to express my ideas f " but sadly his text does suffer from a 

surplus of jargon which is readily apparent when he comes to discuss his "new 

principle of commerce," namely, what he terms "Double Competition," In fact, his 

new principle amounts to an awkward re-statement of some very old ideas about the 

relationship subsisting between supply, demand, price , and the numbers of buyers 

and sellers in the market for a single product. Significantly, Steuart f s work 

appeared in the very year, 1767, when the debate on competition in Prance had 

reached its peak. Steuart was very open to continental currents of thought, and 

the rather concentrated treatment he gives to competition, employing competition 

and its cognates fifty-one times in ten pages and several hundred times throughout 

the remainder of his text, shows how much the concept was under scrutiny at that 

time.

Mortimer*s ^dements of Commerce stands in a somewhat different light. 

Something of a scholar, Mortimer remained true to the older tradition, offering 

an extended defence of "Public Commercial Companies," generously supported by 

quotations from Child, Gee and even Gary. Writing before Mam Smith had burst 

upon the scene but in the wake of the physiocratic movement, Mortimer conceived 

of the "grand question before us" as being one of "civil liberty" pitted against

"natural liberty." Under the principle of a "free, open, unlimited exercise of
o 

trade," there would follow only "the utmost confusion and disorder."

Thus, Mortimer gave a last desperate expression to the mercantilist 

sentiment for national rivalry:

Sir James Steuart, An Inquiry into the Principles of Politioal OEoonomy. 
2 vols. (1767)» ed. Andrew S. Skinner, Edinburgh and London: Oliver and Boyd, 
1966, Vol. If p. 172.

TJhoaas Mortimer, The Elements of Commerce. Politics oxfi. Finance. London. 
1772, pp. 146-7.
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CQMEHTITION, or rivalry, between private adventurers, 
has often proved the bane of particular branches of 
commerce; but when it subsists between the public 
company of one nation, and that of another, its rival 
in arms, arts, and commerce, it generally proves highly 
beneficial to that nation, whose commercial affairs are 
conducted by their company with the most skill and 
integrity. ̂

Mortimer condemns the "clashing of interests" in domestic trade, with its 

"destructive" and "unfair schemes of rivalry," the "intrigues and cabals of

private inland traders, the stratagems and unfair practices they make use of to

2 undermine each other," and so forth. But the same principle of competition,

when applied to nations as a whole and their representative companies is depicted

as a "beneficial, equitable, honourable, and compatible" feature of the "great
* 

mercantile society."

Mortimer's romantic look back to mercantilism was reprinted (without 

change) in 1780, with no mention of Adam Smith or The Wealth of Nations. For 

that, we must wait until 1801, long after Smith's death, for Mortimer's revised 

edition, wherein, if we persevere and reach page 458, in a chapter on finance, 

we shall learn of the current "rage for reading and adopting the fallacious 

principles of Dr. Adam Smith, in his too much celebrated work on the Wealth of 

Nations."4

Of course, Mortimer did not attempt any critique of Smith's work. 

At least Mortimer knew better not to try.

, p. 135. 

2ibid. pp. 65, 74 and 135.

, p. 135, 147.

Ttortimer, Lectures on the Elements of Commerce. Politics and 
London, 1801, p. 438.
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Chapter III 

THE CLASSICAL TRADITION

1, Ar^ajn Smith's Classical Liberal Synthesis

When one examines firsthand the multitude of individual works 

comprising the history of economic thought and takes note of the gradual 

evolution of ideas, a process which quickens at times to an almost month-to- 

month and day-to-day progression and slackens at other times to decades and 

longer, the notions of "originality," "discovery of new ideas , M the subjective 

independence of mind which supports intellectual advance, these almost seem 

to become inoperative*

In historical retrospect, the flow of ideas appears to take on an 

air of inevitability which the Individual can do little to modify* The vast 

bulk of this mountainous accumulation of economic literature thus consists of 

sheer repetition of trivial variation upon previous themes* Thus it is that the 

very weight of his scholarship led Schumpeter to conclude: "the fact is that 

the Wealth of Nations does not contain a single analytic idea, principle, or 

method that was entirely new in 1776."

Surely this is another of Schumpeter1 s exaggerations of a half-truth* 

Priority of claim can be given to The Wealth of Nations on many points of 

analytical detail* Yet, considered alone, these would not make The Wealth of 

Nations the classic that it is, and many similar points of analytical detail can 

be found in abundance throughout the works of Hume, Tucker, Hassle and Steuart* 

But, where these men merely hinted at possible solutions, Smith seized upon the 

idea of labour as the source of wealth (or the main source) and upon the idea of 

the division of labour as the Justification for economic exchange, and from these 

constructed a marvellous theoretical account of production and distribution.

Thus, Schumpetor's argument in essence is valid: Smith*s great 

achievement was in synthesis, not analysis* Adding one or two key analytical

J.A. Sohumpeter, History of lioonomio Analysis. New York: Oxford University 
Press, 1954* P« 184.
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elements of his own, Smith built up his system by a judioious re-interpretation 

of physiocratio thinking. Originality, progress, creativity - these consist of 

more than just identifying the constituent elements. They also entail the putting 

together of these elements into a coherent whole.

Now, in all of this, it will be said and must be admitted that 

competition was that "connecting principle" which held all the parts of Smith's 

system together. Here again, the question of originality arises. Though Smith 

did add a few wrinkles of his own to the subject, these minor innovations do not 

change the fact that Smith took the idea of competition pretty much as he had 

found it in the French literature of the 1760s and left it as it was, with no 

major conceptual alterations to speak of. What is important is not what Smith 

did to the idea itself but how he integrated it into his economic calculus.

Indeed, much the same thing can be said of the broader concepts of 

economic liberalism as we find them in Smith's work. The task of reconciling 

the individual's freedom to pursue his own self-interest with that of the general 

interest had been dealt with at great length over the preceding twenty years, 

and by 17^7 works such as Le Meroier's L'Ordre Haturel (one of the very few 

theoretioal treatises that Smith was to cite in 1776) had already established 

the principle of competition as one of the vital concepts in economic liberalism.

Smith added nothing essential to the concept of competition, viewed 

as a broad principle of political and economic behaviour, that could not already 

be found in Le Mercier's earlier treatise. What was missing in Le Meroier's 

and other physiocratio writings was a satisfactory economic calculus to go with 

the broader principles of behaviour. -Any theory of society which depicted most

In his posthumously published Essays on Hiiloeophical Subjects (ed. Dugald 
Stewart, London & Edinbur^i, 1795t pp. 20ff.), Smith described philosophy as the 
"science of the connecting principles of nature," referring to these principles 
as "the invisible chains which bind together all these disjointed objects" {i.e. 
of our natural experience). See his Essays Hiilosophical and Literary, eds. J. 
Black and J. Hutton, London: Bohn Library, n.d., pp. 327-84, as well as James 
Sonar's comments in The Tables Turned. London, 1926, pp. 14-16. In fact, nowhere 
did Smith ever refer to competition as a principle.
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of its members as being eoonomioally "sterile" or "unproductive" was bound to 

fail* Smith1 s greatest single accomplishment was to show how commerce and 

manufacturing - though they may involve an exchange of equivalents - were still 

productive 9 in that market exchange, regulated by competitionf allowed for the 

division of labour to make more productive use of resources*

Thus, The Wealth of Nations is a classic not because it was first to 

enunciate the fundamental principles of competition and liberalism. In this 

regard, it came at the end, rather than at the beginning, of the truly liberal 

intellectual tradition. It is a classic because it gave to economic liberalism 

its first really sound economic calculus. In a more fully comprehensive history 

of economic thought, much more attention would be devoted to Smith1 s calculus 

than I can give here. So influential has Hfoe Wealth of IH^ff"" *>een ^ shaping 

economic thought that I shall accord to it far more detailed coverage - for the 

peculiarities it brings to various competitive themes - than it might otherwise 

deserve, if only because those peculiarities gained much more prominence "by 

being part of this immensely influential classic.

History can be written and read backwards or forwards. Written 

forwards, it shows how from a given starting point one thing led to another. 

Written backwards, it shows how a certain state of affairs was arrived at by 

selecting those segments from the past which move closer towards the final 

position to be reached. Up to this point in the narrative, I have tried to 

present the material as a developing sequence, not as a series of "anticipations." 

I shall retain that purpose in treating of Smith9 s work, though in drawing some 

conclusions from his work, I shall also employ his text to look forward to (that 

is, to anticipate) some of the problems posed by the classical tradition*
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a. Ohe Formation of Smith's Thought. 1751-1776;- After studying 

classics at Balliol College, Oxford, 1 from 1740 to 1746, Smith returned to 

Scotland and reputedly was delivering a series of "public" lectures on 

jurisprudence in Edinburgh from 1748 to 1751. Prom 1751 to 1763* *» occupied 

the chair of moral philosophy at the University of Glasgow. His first major 

work, published in 1759, was ffbe Theory of Moral Sentiments. In spite of 

Professor Scott's prodigious researches into these yssrs of Smith's life, there 

is no solid evidence to confirm that he had turned seriously to the subject
o

matter of economics before 1761.

The Theory of Mox?,J Sentipvgnts reveals the "^JM^ of a w*n who is 

just beginning to entertain an interest in economic questions and who is having 

first thoughts of writing a book about them. Like Mandeville and other moral 

theorists of that age, he now and again turns incidentally to an economic context 

to illustrate a moral proposition, but the historian will be hard put to discover

In view of what is said below concerning Smith's lack of interest in the 
subject of economics prior to 1760, these facts should bo mentioned: Josiah Fucker 
studied at St. John's College, Oxford, receiving fee degrees of B.A. in 1736, M.A. 
in 1739 and D.D. in 1755- Smith arrived at Balliol a few years after Tucker left 
for Bristol (1737)* Amnr.lngly enough, there is no firm textual influence of Tucker 
in Smith's writings, at least, not in regard to Tucker's vital writings from 1748 
to 1755* 3y 1776, Smith seems to have been familiar with Tucker's pamphlets on 
the colonial question. See ¥. E. Clark, Jooiah Tucker; Economist. New York, 1903,
pp. 224-5 and E.L. Schuyler's introduction to Josiai Tuoisers A Selection from his
Economic and Political Writings. New York, 1931 , pp. 16 and 37. Smith's 
reconstructed "library" contained Tucker's Brief Essay on Trade (6th ed., Glasgow, 
1756) and a bound volume of various key pamphlets by Tucker ranging from 1749 to 
1757* (See Sonar's Catalogue of the Libra'w of Adam -^Hth. 2nd ed., London, 1932, 
pp. 187 and 146-7)* Unfortunately, we do not know when Smith acquired them.

w.R. Scott, Adam Smith as Student end Professor. Glasgow, 1939. Unfortunately 
this thesis was written before I was able to take advantage of any new material 
that might have been discovered as part of the projected edition of Smith's work 
to appear in 1976 from the Oxford University Press, under the auspices of the 
Scottish Economic Society, Jacob Yiner reviewed the mythology built up around 
Smith's early days in his introduction to the reprint of John flae's Life of Mega 
Smith (1895), New York: A.M. Kelley, 1965» but scholarship on Smith's background 
has produced remarkably little substance to date.

Theory of Moral Sentiments. 1st ed., London & Ixlinburgh, 1759. On pp. 
354-55 1 he seems to be mulling over the possibility of writing a "disquisition" 
about a "system of public police," concerning among other things economic affairs 
stressing the removal of "obstructions," but his reference here to "harmony" and 
the "invisible hand" (p. 350) have nothing to do with "liberty" (a term which does 
not appear in this context and only rarely arises elsewhere in the 1759 edition). 
Apparently, Smith added "liberty" to his "natural Law11 philosophy only after havin* 
written his treatise on moral sentiments.
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in these pagea any sign of a coherent philosophy or calculus of economics.

By great good fortune, however, we do possess some solid documentary 

evidence of the state of Smith" s thinking lay about 1765-65 en *oute to 

of Nations, namely, a manuscript entitled "Juris Prudence, or Notes from the 

Lectures on Justice, Police, Hevenue and Ayynp delivered in the University of

Glasgow by Adam Smith," written by an amanuensis or a student of Mam Smith and 

dated 1765* and another manuscript which Scott has entitled "An Early Eeaft of 

Part of the Wealth of Nations."^ The exact dating of these MSS is uncertain, 

but insofar as they are reliably placed in the period from 1761 to 1765* the 

exact date of origin is unimportant and does not alter the significance of 

their contents*

What the "Lectures" and "Early Draft" serve to establish is of a 

dual nature: not only that many of the characteristically Smithian ideas of 

1776 were being formulated as early as 1765 (and earlier), but also that Smith 

was at this earlier period quite familiar with and influenced by ongoing 

currents in France.

As to the former of these two conclusions, the extended treatment 

Smith gave to what he had already termed the "division of labour" is perhaps 

the most noteworthy aspect of the two manuscripts. Beyond this, one could cite 

such things as his opposition to monopolies, "exclusive privileges" and other 

"obstructions" to free trade, as well as reference to the idea of general 

equilibrium, the "natural balance of industry, or a disposition in the people 

to apply to each species of work precisely in proportion to the demand for 

that work," as ample evidence that Smith was in step with the liberal and 

scientific currents of his time.

It must be said, at the same time, that Smith was not especially 

ahead of his contemporaries in every respect, but that he was undoubtedly

It is published under the title: Lectures on Justice. Police. Reven-m
and Arms, ed. E. Carman, Oxford: Clarendon Press, 1896. 

TThe tert is given in Scott, op. oit.. pp. 322-56. 

3ibid. p. 346.
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influenoed "by ongoing events. For example, by 1764-5 he had not yet fully 

worked throu#i hie labour theory of value; nor had he gone so far as to say 

that pursuit of self-Interest actually promoted the general Interest (as IPucker 

had already done by 1755). Indeed, even by 1764-5 Siaith's appeal to what he 

called "natural liberty" was still rather juristic in its associations, pointing 

more to the sphere of natural law in the jurisprudential style of Grotius and 

Pufendorf than in the commercial sense of the French writers at this same time*

Much scholarly ink has been spilled in deciding whether or not (or to 

what degree) Smith was influenced by the debate in Prance, with the focus placed 

upon Smith's peculiarities in spelling: the plural "capitals." (as in the French 

"capitaux"), "police" for the more usual "policy," and so on* Obviously, Smith 

was not writing in an intellectual vacuum* That he was more influenced by French 

than English economic literature, ironically enou^i, is strongly suggested by the

specific case of competition! Throughout the "Draft" and the "Lectures," the vor&
2 competition appears but once, and it was apparently misspelled at that! On the

other hand, Smith employs the word concurrence in its French rather than its 

English sense, on three separate and theoretically significant occasions, in 

both of these early manuscripts* I shall cite these below. Notice that in the 

third instance, Smith implies that there can be more competition than is "natural*"

 .. as more people would flock to this labour where the 
wages are high, through this concurrence of labour, the 
wages would come down*
  *. It is the concurrence of different labourers which 
always brings down the price*
  *  the market price can never, for any considerable 
time, be either above, or below, that price which is 
sufficient to encourage the labourer, unless there is 
some great error in the public police, which prevents 
the concurrence of labour when the- price is too high, or 
forces a greater concurrence than is

See Viner's comments in Bae, op. cit.   pp. 132f, for further references*
2 "Draft," from Scott, pp. cit** p. 333* IThis. presumably the first recorded

reference by Smith (in the hand of his amanuensis), was not only originally 
misspelled (the 5th and 7th letters of coprpetition having been transposed and then 
corrected) but even has a faintly mercantilist context, mildly reminiscent of 
Tucker's recent publications a "*.. so among great societies, a rich nation aust 
always in every competition of commerce and manufacturoa have an equal, or superior 
advantage over a poor one." Where is Hume's theory here?
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natural, when the price is too lov.

By a. remarkable ooinoidenoe - or is it? ~ Smith spent the bettor 

part of three years, 1764 to 1766, in Prance and mainly in Toulouse, at the very 

time that the physiocrats were coalescing into a school and gaining pre-eminence 

in the salons and intellectual circles of Paris. Thus, Smith was exposed to the 

full force of the dogmatics of physiocracy at the moment of its maximum accolera-

tion. It does not matter whom Smith may have met in personal conversation v&ile
2 in France; for, as Viner has noted, Smith*s spoken French was limited, and most

of what he assimilated was from French literature*

According to his own account, Smith began the first serious drafting 

of The Wealth of Nations while in Toulouse in 1766. 2&a,t he was carried along by 

current physiooratio thought cannot be doubted* This influence becomes all the 

more apparent when we realiae that the full text was written very slowly over a 

period of almost ten years* Smith was a slow worker and did little revision, and 

the major shifts in tone and subject matter between the first four books and the 

last huge Book Y (whose inconsistencies with the previous books are now legion) 

can largely be accounted for by the fading influence that physiocraoy exerted 

over Smith1 s work after 1770.

I shall return to this question of phyeiooratic influence, after 

surveying the text of She Wealth of Nations for what it has to aay on the oubjoot 

of competition.

"Lectures, 11 ed. Cannan, ojg. oit.. pp. 178, 179i and "Draft," from Scott, 
pp. pit., p. 346. I should point out that Smith also uses concur and
in the rather archaic neutral sense (closer to the English meaning of agreement) 
on several occasions ("Draft," pp. 332, 334* "Lectures," p. 236), such as in "the 
concurrence of different causes," as well as in his example of two greyhounds 
running together in pursuit of the same hare ("Lectures," p. 169, "Draft," p. 339), 
a deli^itful example \diich lived on to see the li^it of day in The Wealth of 
Nations (Book I, Ch. II). This "running together" of the greyhounds is similar to 
the "flocking together" of labourers in competition for wages. Smith1 s archaic 
usage is quite uncharacteristic of the economic literature of the 1760o and not 
only reflects his earlier education and familiarity with the Latin and Greek 
classics but also confirms his relative lack of familiarity with contemporary 
economic literature in England. And, it is amazing that before Smith readied the 
classical liberal concept of competition, he passed through the ancient classical 
(i.e. Latin) and late mercantilist phases in the development of the term!

HTiner in Eae, Life of Adam Smith, (ed. 1965)1 introduction, p. 129.

Scott, OP. oit.. pp. 114, 121 and passim, discusses Smith's slow working 
habits and probable order of writing of The Wealth of Nations.
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b. Competition in "The Wealth of Nations";- In what follows, I shall 

cite from Cannan's edition of 2fee Wealth of nations (2 vols., 1904). and all 

passages originate from the first edition of 17?6» unless otherwise indicated. 

All in all, the word competition and its cognates appear about 150 times throu^i- 

out his full text, with one or two very minor changes made in subsequent 

editions, save for several interesting additions to the 3rd edition of 1?84« Host 

of these occurrences (more than one hundred) are concentrated in Books I and IV 

where, of course, Smith was dealing with the familiar competitive themes of price 

theory.

Let it be clearly understood at the outset: Smith did not see himself 

as some new champion of the principle of economic competition, not more than did 

he for one instant think or pretend that he had discovered some new principle 

called competition. 2hat term had already been worked to a "Pair Thee Well" by 

French theorists in the 1760s. Smith's endorsement vas for the System of Natural 

Liberty, and nowhere in his text is competition proclaimed a principle govern ing 

economic behaviour. The closest that competition comes to occupying the center 

of the stage is in this passage:

All systems either of preference or of restraint, 
therefore, being thus completely taken away, the 
obvious and simple system of natural liberty establishes 
itself of its own accord. Every man, as long as he 
does not violate the laws of justice, is left perfectly 
free to pursue his own interest his own way, and to 
bring both his industry and capital into competition 
with those of any other man, or order of men. 
(It 164).

Even though the word competition is not consciously or prominently advertised, nor 

is ever the central focus of Smith's thought patterns, it does subtly acquire a 

significance in his work because of it» strategically active (even if quietly 

active) role throughout the theoretical portions of his text.

In almost all of his theory on prices and markets, Smith pits

An Inquiry into the Nature and Causes of the Wealth of ITationa. 2 vols., ed. 
Mwin Canaan, London: Methuen, 1930, from onith's 5th edition of 1?89 and variant: 
from previous editions. I shall cite volume and page number within the main text 
hereafter, for brevity.
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oompctition sharply against monopoly, perhaps more DO than in the contemporaneous 

French literature, and this contrast serves to hei^iton both the scientific and 

normative significance he attaches to competition:-

     The price of monopoly ia upon every occasion the 
highest which can be got. The natural price, or the 
price of free competition, on the contrary, is the 
lowest ... (etc) (l, 63).
Monopoly, besides, is a great enomy to good management, 
which can never be universally established but in 
consequence of that free and universal competition which 
forces everybody to have recourse to it for the sake of 
self-defence. (l, 148).

The essentials of Smith's economic calculus - his theories of price, 

value, production, exchange and distribution - are developed in Book I, starting 

with Chapter VIII ("Of the Natural and Market Prices of Commodities11 ) and followed 

by four crucial chapters on wages, profits and rant. In these, Smith was by no 

means original in assigning to competition the role of an equilibrating and 

regulating process, and to grasp the theoretical part played by competition in all 

of this, we need not enter any further into the analytical subtleties Smith brings 

to his study of the various equalities and inequalities existing between the 

"natural, 11 "ordinary," "current," "market" and other levels of prices, values, 

costs, wages, rents and so on.

Suffice it to say that the influence of Cantillon (whom he cites) is 

very noticeable in Smith's choice of terminology and emphasis but that Smith1 o 

articulate expression and comprehensive account of the inter-relationships involved 

went a long way past anything (save perhaps QJurgot's Inflexions) that could be 

found in the French literature at that time* Though Smith did not follow the French 

practice by using the word, equilibrium, he nevertheless quite brilliantly invokes 

the ideas of both partial and general (or single and multi-market) equilibrium, 

with such terms as balance, equality, and proportion.

Like Cantillon, Smith saw competition as an imperfect process of 

market equilibration in which the "higgling end bargaining" of buyers and sellers 

led only to a "sort of rough equality" (l, 52) and whereby the "ordinary rate of 

profit" varies "more or less with the certainty or uncertainty of the returns,"
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(I t 112). 2hfe idea tfeat oonpstition is soocthin£ the.t oim be perfect is aaot to be 

found in gy ^ea^l^ cff IfetiflpM* Judged by laodoin otaalaxdfli 3alth doe*e llttlo to 

support his theoretical oladjae as to the equilibrating tendencies of ooapetitloiu 

TbeBe are largely intuitive judgeaienta supported t$r BOOB pOUu20ib?.e coesaon 3cxi8c 9 

but hie account is ^^a^kic in its descriptive detail and cruite lucid by tht

of bio o*u& dsy* Particularly ijaspa^ssive &r© hiff ^a^yy illust^&'tiotio oi*

th& wdt?r£«nein^" efftootQ of aonopoly as compared wiiii -the <*&ataral balance" sx--£uihod
2 throu^i free acd op^il oo^petition*

So far in &Aa very abbreviated surrey of 3ejithfs tccet t I lu®r>b touoihcd 

upon only thoae vcay ^Jiwi^l oybar&ot^ri&tioa 01' ooiAi«; Utiod *Mch would 

iapressed thosaeelvctj u^)on tht- loincis of read^rc in tilth's cUy incofar ae l~Lo \. 

oade cdvano^s beyond tho ^irevtdlin^ etatt of econcoic analysis* Bat thc-oo fey 

ooraiaenta hardly be^in to e^aust the potential Hot of obecrvationa one oculu rxic 

on the m&uy and varied aspecia of oomi^tiiicai that ;J&lth alludes to* 

quite a number of U2itii*c 1,,0-odd reftreGOuo to coare^lti -»n aro either

or else trivial oud iz30i^Qificftzit« IVen if i^ cnrxlook thf>ee t muoh iei otill left 

to be explored,

To round out this aunaary9 I shall m&rely lint three or four of the 

MflQr itcao that couLI bo delvt-d into at ^t&tcr Icr^-th. ocat' of this oall for 

critical aaseeacumt opd inteirprotationt and -Uacrcrcax; t.dll bo mot egain in 

sub-section to follow in&^diately. First , in ooni*ormit^ with Hie 

faahion, 'Jmith oodific-R ooa.?etltion with tht^ rxljoctivt, j^e, on about

t bat the -Jux*^ nfre^ cozapotiticai" poe^^eoe so special or precis-.

which lUotincuighec it from th~ oocnlrit; of th»j v.'oiu oogpctJlion

0 tending alone. Second, Staith reinforces HID vrry old idea that ocwwtition t:

•< _
In Uia sttaaary of "Sho -%riculturBl ^yB-Uuo" (ox j^Bioci^cy) Ixx Book r\Tf 

Ch« IX, Ooith uscc th^ phms^ "perfect liberty ," end the phraac stioko for a 
*hil<* 9 ^"t hia ova gtanee ia "natural

are fount! aainly in Book I, Oh* X, pt. II ("Ixic-qualitieo Ocoaaionucl 
the Policy of Europe", I t 12O-45) and Book IV, Cha. il-VHI. '.Th^ee iixt oun ly 
•one of .Jttithf s raoet otirzin^ and inpreceivfc ' -' " • vmioitia^.c. ly, Q*.: 
pgwenta 00 from drlvix^ into in detail,
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"increased" (or alternatively "reduced") when the number of competitors is 

increased (or reduced), though on one or two occasions he also suggests that the 

"eagerness" (i.e. intensity) of competition may vary for reasons having nothing 

to do with the numbers of competitors (l, 58; II, 136, 239).

Third, Smith devotes a great deal of space to the study of such 

"dynamic" subjects as economic growth and development, evoking the all-pervading 

theme of technological change with his phrase, the division of labour. Yet, 

virtually all of Smith's references to competition are in regard to its role as 

an equilibrating process. One or two exceptions, where competition is depicted 

in a more dynamic setting, will be cited in the following sub-section. Finally, 

one set of comments, added to Book V in the 3rd edition of 1?84t &re quite 

uniquely "Smithian" in character, though, as I have alluded to in a previous

chapter, they mey well have drawn their inspiration from the much earlier work

1 of John Trenchard. Smith brings out a new aspect of the disciplining character

of competition when returning to the much discussed cubject of incorporated 

companies and their exclusive monopoly privilege a : "bad management" is attributed 

to the absence of any external competitive discipline (II, 223-248)*

c. "Boo Wealth of Nations" in Retrospect:- Adam Smith's classic 

work constitutes not only a vast summation, an all-encompassing synthesis of the 

preceding seventy-five years of economic thou^it, it also served as the point of 

departure for much of the economic thought of the next one hundred years* By 

reading history "forwards," we can see how Smith raised the level of economic 

speoulation to a new plateau clarity and coherence* By reading history "backwards ' 

we can find in the text of The Wealth of Hationa the source of many theoretical 

problems which were to preoccupy men's minds throughout the 19th century.

So influential was The Wealth of Ilatlons to prove, that any full 

appreciation of its significance must include critical judgements which look both 

forwards and backwards. She influence of physiocrats and of French writers in

See above, Chapter II, section I.
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general was noted earlier in this chapter. Smith took their analytical apparatus 

and improved upon it immensely. Much of 19th century economic thou^it consists of 

attempts to improve or revise Smith's theories of value end growth. USiese subject* 

bear little upon competitive themes in their technical detail.

But Smith also built upon many of the broader principles of economic 

liberalism as he had found them in the French literature. Though he was to some 

extent carried along by their unbounded enthusiasm throng the 1760s, Smith's 

attitude to the same subject is relatively free of the dognatic excesses and 

rhetorical appeals to self-evident truths which so detract from the physiocratic 

contribution. We find no mention of "universal," "absolute" and "immutable" 

laws in lEfae Wealth of Hations; indeed, Smith doec not even use the word law in 

its scientific sense, and Hollander has suggested that he quite deliberately 

avoided all the trappings of their "scientific" approach in order to dissociate 

himself from the do#natic appox>brium under which the "Economistes" had fallen by 

1776.

However, Smith did inherit from the Prench a number of the obvious 

and unquestioned tenets of liberalism, and since many of these were to have a 

bearing upon the major doctrinal debates of the 19th century and point to the 

problemraatioal character of competition, I shall briefly review them here, in 

anticipation of later discussion.

First, Smith accepted a view which was long in the mrking, namely, 

that there was something that could be called "free competition" and l&at this 

was a good thing. £o repeat, "frae competition" was a phrase designed to 

capture the meaning of free entry into competition, against the background of 

medieval restrictions and regulations, and the constant use of this unfortunate 

phraseology gave rise to the belief that competition was essentially freeing 

in its effects.

J.H. Hollander, M!2he Dawn of a Science," in Maxa Dmith 1776-1926. ed. J.H. 
Clark et al, Chicago, 1928, pp. 15-16.
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Gan we attribute this erroneous implication to the author of 

Wealth of Hations? Granted, in formulating his principles for the "natural 

system of liberty," Smith does insist that "Dvery man ... is left perfectly free 

to pursue his own interest his own way" (II, 134), but can we conclude from that 

alone that Smith saw competition solely as freeing and that there were no 

compelling or coercive forces involved in his "system of natural liberty"? 

Certainly not*

In the very opening chapters, in which the concept of the division 

of labour is introduced, Smith indicates that he ie supremely aware of the nature 

of competitive interdependence, "Without the assistance and co-operation of 

many thousands, the very meanest person in a civilised country could not be 

provided," (l, 14) and so each individual in society "stands at all times in 

need of the co-operation and assistance of great multitudes," (I, 16), But* in 

pursuit of his or her own self-interest, each individual must appeal not to the 

"benevolence" but to the self-interest of others (I, 16)* Thus, 

interdependence is a compound of both dependence and independence, neither of 

which components are absolute*

And Smith provides plenty of examples in which both the freeing and 

constraining effects are apparent* This duality is unmistakable, for example, 

when Smith writes:-

... where the competition is free, the rivalship of
competitors, who are all endeavouring to justle one 
another out of employment, obUUsea every man to endeavour 
to execute his work with a certain degree of exactness* 
(II, 249> my emphasis added).

And throughout the pages of She Wealth of I-Iatio^s. competition is depicted 

not only as "obliging" certain types of behaviour; it "forces" (I, 148), 

"hinders" (II, 78, 108), "regulates" (II, 551), "disciplines" (II, 252-3), 

and in various other ways Smith intimates that it compells, coerces, and 

constrain* as much as it frees*

Another possible erroneous and misleading impassion can be gained
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from The Wealth of Nations, that competition is solely equilibrating in tendency 

and thereby a principle of order and stability, rather than of change. Once againf 

this is an impression which is built up unconsciously by Smith and was largely 

inherited from the French writers and their concern with equilibrium. This 

type of imbalance in emphasis in Smith1 s text may come as a surprise, for Smith 

waa pre-eminently a theorist of economic change as well as of equilibrium, and 

his work on growth is unquestionably a major contribution to economic thought, 

to say nothing of the concept of division of labour union is virtually synonymous 

with technological change and progress.

Why, then, have I alleged that Smith presented competition almost 

solely in its equilibrating aspects? Quite simply because in all of the 140-odd 

occurrences of competition and its cognates throu^iout The Wealth of Nations. 

there are only one or two occasions where the dynamic and dis equilibrating 

effects of competition can be traced, whereas throughout all of his discussion 

of the division of labour and of material progress, the idea of competition is

 
noticeably by its absence. Smith's chief theorem was that the division of 

labour is limited by the extent of the market and that the extent of the market 

depends upon capital accumulation.

There are, however, one or two face-saving passages in which the 

common-sense idea of competition as a dis-equilibrating process is quite clearly 

indicated. The two examples to follow were added to the 3rd edition of 1704*-

  «  The increase of demand ... encourages production, 
and thereby increases the competition o£ the producers, 
who, .in order to undersell one another, have recourse to 
new divisions of labour and new improvements of art which 
mi^it never otherwise have been thought of. (II, 239). 
...To buy in one market, in order to sell, with profit, 
in another, when there are many competitors in both; to 
watch over, not only the occasional variations in the 
demand, but the much greater and more frequent variations 
in the competition, .*., is a species of warfare of which 
the operations are continually changing, and which can 
scarce ever be conducted successfully without such an 
unremitting exertion of vigilance and attention as cannot 
long be expected from the directors of a joint stock 
company. (II, 245).

To these vivid and revealing passages, one could add a few more examples from
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both The Theory of Moral Sentiments and The Wealth of Nations which directly or 

indirectly relate the ideas of ambition, striving for excellence and hence 

progress, change and improvement, to the phraseologies of "emulation," "rivals 

and "rivalship" and thus to competition.

However, these few stray exceptions serve not to change the baeic 

imbalance in Smith's text but only to confirm that tho imbalance was not a 

deliberate attempt to portray competition as solely equilibrating but only an 

unintended impression created by his choice of theoretical arguments. Had he 

been asked whether competition was any more equilibrating in tendency than 

dis-equilibrating, well . .., we can only guess what his answer might have been.

There remain several more problematic features which lie deeply 

rooted in the fertile ground of Smith's work and which would take many years 

to come to the surface and be weeded out. Host of the following items center 

upon the ambiguities and subtleties of competitive, co-operative and oonfliotual 

grouping and group inter-action. The limits imposed by space here require that 

I pass over these intricate and far-reaching problems very briefly.

Smith very forcefully advanced the view that large-scale organizations, 

employing large sums of capital and many individuals, were economically 

inefficient. This argument, in effect added only to the 3rd edition in 1784 

(II, 223-248), was not the familiar classical argument against the "deranging" 

effects of monopoly, but a more modern and forward-looking case concerning 

managerial efficiency. Smith believed that larger organizations were less 

competitive and less competent to engage in dynamic enterprise because their 

leaders lacked the motive, the ability, and the necessary stimulus to direct 

day-to-day operations in the same way that more flexible small-scale enterprises 

could adapt and innovate.

Undoubtedly, Smith drew this broad conclusion on the basis of the 

older overseas trading companies, and must have been unaware of contemporary

•i
The Theory of Ilorsl Sentiments. 10th ed., London, 1804, Vol. I, pp. 90-9, 

120 and 234; also The Wealth of ITationc. ed. Canncn, II, 249ff.
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develojments In the field of manufacturing;, especially in the dynamic developments 

of cotton manufactures which gave the Industrial Revolution its greatest single 

stimulus. 3y 1848 » John Stuart Mill was to provide a more balanced assessment of 

large-scale economic organization, wherein he concluded that Smith's position was 

an "over-statement of a true principle, 11 and by 1912 Itofessor Scott was to

charge Adam Smith with an inadequate presentation of the facts on the overseas

2companies themselves*.

Even by the 1970s, empirical evidence has by no means made the true 

relationships between scale and efficiency clear, but Smith's negative attitude 

towards large-scale organization was accompanied by a more serious theoretical 

ambiguity. In his "System of Natural Liberty, 1' he interpreted natural to mecn 

the "natural effort of every individual to better his own condition" in such a 

way that pursuit of self-interest was pitted against not only the "folly of 

human laws" (II, 43) but also against "humrji institutions" which had somehow 

"disturbed the natural course of things," (I, 358)  

Now, whatever these statements may have been intended to imply about 

freedom, individuality, and independence, Smith also observed that it was the 

"usual, and one may say, the natural state of things" for employers (i.e. masters) 

to be in "a sort of tacit, but constant and uniform combination, not to raise the 

wages of labour above their actual rate, tf (I, 68); that the "natural genius" of 

regulated companies is to "confine the competition to as small a number of persons 

as possible," (II, 225); that it is "always the interest of the dealers" in ?ny 

branch of trade to "widen the market and to narrow the competition," (I, 250).

In other words, in the pursuit of self-interest, Smith recognised that 

"natural" could mean many things. The natural pattern of competitive grouping is 

not clear. Thus, like Josiah Tucker before him, Smith did not totally reject the

J.S. Mill, Rcinciples of Political Economy, ed. W.J. Ashley, London, 1909* 
p. 140.

w.R. Scott, The Constitution and Finance of Joint-^oaL Companies to '1720. 
3 vols., Cambridge, 1912, Vol. I, pp. 448-58.
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mercantilist point of view,

.«. The interest of a nation in its comercial relations 
to foreign nations is, like that of a laerchant with regard 
to the different people with whom he deals, to buy as cheap 
and to sell as dear as possible* (I,

but instead, he corrected some of its errors and adapted its logic to the 

changing circumstances of international trade in the 13th century. Thus, 

under former conditions of trade it might have been wise to establish joint 

stock companies with temporary monopoly privileges (II, 224, 245) and the Act 

of Navigation may have been the "wisest of all the commercial regulations of 

England," (l, 429 )  But the logic of the situation in the 18th century demanded

that there be "the laoot perfect freedom of trade" for national gain to bo 

maximized, for international trade was now too open for single national 

companies to exert any monopoly power over prices; they merely restricted a 

nation's productive capacity.

By 17?6» mercantilism was a tiling of the past. Classical liberalism 

put the individual in the forefront. And. yet, looking to the future with the 

benefit of historical hindsight, we oan now see that the new and intricate 

problem that classicism was to pose did not concern the individual versus the 

nation, but one class or "order of society" (as Smith expressed it) standing 

in relation to another* .Again, the influence of the Prenoh literature is 

apparent* The question posed was this: Is the "class" relation one of harmony 

or conflict? The physiocrats contended that society was fundamentally harmonious, 

but the policies they put forward did little to create or maintain this 

impression.

One of the reasons why The Wealth of lotions eventually found ouch 

wide support was that Smith rose above the physiocrats' rather narrow olaso 

loyalties and with a fair degree of dispassionate objectivity he portrayocl eaoh 

of the three major orders or classes, as he understood them, in favourable terms 

whereby eaoh had its legitimate role and economic function to play. Each v/iia a 

"productive" class, even if Smith himself may have retained a certain lingering 

sympathy towards the landed classes and a certain suspicion, tinged with 

admiration, towards those often "mean and rapacious" classes of masters,
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merchants and monopolizers whose interest it was to "deceive and even to oppress 

the public."

Did Smith portray class relations as liaxmonioiis or conflictual? 

Perhaps the seeming inconsistencies that we can find in his various passages on 

this subject are a reflection of that very ambivalence which is so firmly lodged 

within the idea of competitive interdependence. Is it artificial to speak of

"class competition"? One of Smith's theories attributed the falling rate of
 j 

profits to the increasing "competition between different capitals" (I, 335 ) 

His analysis of market behaviour showed how competition tended to equalize the 

rate of profit between different trades, just as it did for the rate of wages, 

but what kind of competition was it that lowered the average rate of profits 

throughout the whole society in relation to the average level of wages?

This was a theoretical issue which was to perplex classical theorists 

in the decades to come.

2* Classicism j.n the

The familiar adjective, classical, like such other labels as 

mercantilist, liberal, and socialist, can be used to convey a very narrow or a 

very broad range of meanings. At one extreme , it can be stretched out to cover 

a body of economic thought with a span of more than one hundred years, from Ad.ran 

Smith to J.E. Caimes. At the other extreme, it can be whittled down to a pmpll 

circle of writers centering around David Ricardo.

To trace the evolving ideas on competition, I do not want to impose 

any restrictive definition of my own upon this term, classical, in its wider 

applications throughout the full scope of economic thought. However, in 

characterizing the classical attitude towards competition, I shall approximate

Marshall's choice of dates. He gave fifty years, 1770 to 1820, to what he called
2the "classical epoch."

 i
The texts from Smith and the ensuing debate are discussed below, section 

For Smith's texts, see notes

of Alfred Marshall, ed. A.C. Pigou, London, 1925, p. 374.

<- 
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Commencing in the early 1770s (at which tine the mercantile concept 

of competition had been vanquished), the classical attitude towards competition 

extends to the mid-1820s and, for a fe\/ writers, into the early 1830s. By way of 

broad generalization, the classical concept of competition focussed on the 

bargaining behaviour of individual buyers and sellers of goods and services in 

settling upon prices in open market exchange. The clagoioal attitude towards 

competition was that of an unquestioned (and hence undefended) belief that such 

competition would result in the right set of prices being reached in equilibrium. 

This manner of stating what the classical concept of competition was may seen to 

belabour the obvious. V/hat I wish to stress is that I have offered no precise 

definition, merely a loose generalization, as to how classical theorists conceived 

of competition. "What matters more is that a general consensus existed, froo the 

1770s to the 1820s, unstated and unchallenged, that competition led to an 

equilibrium set of prices with important normative characteristics.

As we have already seen in the previous chapter, Le Trosne had given 

expression to this new attitude in 1777 when he granted that the various forces of 

the market must be taken into account in order to show how prices were established

but insisted all the same that one must go further than that to find the causes
-i 

underlying the level of equilibrium price, Mla cause ulteriexu? de la valeur,"

The quintessence of classicism, then, is this search for the cause of value, and 

in this search competition served as a convenient analytical principle. It was 

not a focus for debate, nor even a contentious issue*

This growing concern with value was already apparent in the late

physiooratic literature as well as in the analytically precise approach adopted

2 
by many of the Italian writers from the 1750s to the 1780s. Adam Smith gave the

See above, Ch. II, section 4, note page

The Baron, Pietro Custodi, assembled the works of Galiani, Beccaria, Ortcs 
and Verri in the series of Sorittori olassioi italisni (Milanv 1803-05, tarte 
moderna, 41 vols.). Of particular curiosity is Verri's I-feditagloni of 1771 \-iiioh 
drew some seemingly absurd conclusions about an entire economy or system of market 
from some very sharp analysis of single-market price behaviour. Though Verri did 
not explore the thane of competition, his theory gave rise to a long drav:n out 
debate on the nature of suppy and demand, with inklings towards techniques of 
mathematical analysis. See "The Milanese School" in IL.D. Theooharis, Early Hovel, 
n regents in Mathematical ^cononyiog, London: Mcliillon, 1961, pp. 21-57.
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subjeot a great boost with his new labour theory, and his influence on classical 

(and post-physiocratic) thought in France was felt by the early 1780s in Isnard f s 

Traite des Rlohesses (1781). 1 T.ikp some of the Italian writers, Isnard was 

groping already towards a more explicitly mathematical approach to analysis of 

value and price, wherein competition plays a rather secondary role*

Doubtless, the turmoil of the Revolutionary and Napoleonic periods 

explain why the development of economic thou^it from 1776 to 1815 is so chaotic 

and discontinuous and why the truly classical literature emerged in full force 

through the ten years or so following 1814-15* We are thus faced with another of 

those great gaps in time, separating one critical episode in this history from 

another. The years from 1776 to 1815 constitute a period of gestation, of 

classicism in the making, and all that I propose to do in the remainder of this 

section is to touch upon a few of the higgilights from this interlude which will 

preserve some sense of continuity, "binding She Wealth of Nations to the more 

important classical thought which it gave rise to only after a lapse of more than 

thirty years from its initial appearance.

The theoretical initiative that Prance had seized in the 1750s had 

once more crossed the channel, in 1776, this time back to Great Britain (and more 

precisely to Scotland), but it would begin to acquire a momentum only after the 

turn of the century. So, before turning to the British scene once again, I 

shAll quickly survey a few indicators of trends on the continent.

The first translation of The Wealth of Nations was German, published

in 1776 and 1778 in Leipzig. Volume I was reviewed in the Gflttingisohe gelehrte
p 

Anzeigen of 1777 by J.G.H. Peder, a professor at Gb*ttingen. Of all the German

universities at this time, GBttingen was foremost among those open to the liberal 

currents of thou^it emanating from fingland and Prance, and hence Feder's review

A.N. Isnard, Traite" des Mohesses. 2 vols., London & Lausanne, 1781.

2See C.W. Hasek, The Introduction of Mam Smith's ^ootrines into 
Vol. CXVII, no. 2 in series of Studies in History, economics and Public Lav, Hew 
York: Columbia University Press, 1925 f pp. 65-67. Sec also M. Palyi, "The 
Introduction of Adan Smith on the Continent," in Mam Smith 1776-1926. pp. 184-5.
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is on the whole quite favourable to Smith's work. However, Feder felt obliged 

enter a strong note of doubt regarding what he called "excessive competition" and 

the "evils" that outweigfc the advantages of "complete freedom" in the economic 

sphere.

Feder's initial response was to be typical of German commentators and 

theorists thereafter. Great interest was shown in Smith's theories of value, 

capital accumulation, income distribution, and various other elements of his 

economic oalculus, but equally great efforts were made to divorce this scientific 

apparatus from its liberal and philosophical trappings, For a brief spell, there

were one or two avid proponents of the system of natural liberty - Lttder cud Kraus
p

in particular - but most of the new crop of German theorists, who drew upon

Smith's analytical structure in order to free themselves from the limitations of 

cameralism, adopted the pattern set by Sartorius' Abhr^Mlungen (1806). Smith's 

scientific schema was dissociated from its liberal underpinnings .

In France, Smith's triumph was more complete, even if political events 

caused some delay in its official proclamation. By 1790, two rather unsatisfactory 

translations had been published, superseded in 1802 by the definitive version of 

Gamier. By 1796, Gamier had described The Wealth of llations as "1'ouvrege le plu

Hasek, OP. ftift.. p. 64, I was unable to obtain the Gflttingen journal and so 
rely upon Easek's account and translations.

n

A.F. Ltider (Uber Nationalgkonomie und Staatswirtschaft . naoh Adam Smith. 2 
vols., Berlin, 1800-02) followed Smith's reasoning caad voiding closely anu was an 
unqualified proponent of his system of natural liberty and free competition (pp. 
90-1) but was quite lacking in any originality of thought. Chr. Jacob Krcuc was 
important as a teacher of Smith's ideas at Kdnigobei.^ but published little during 
his lifetime. Students assembled his lectures, published posthumously as ataats- 
wirtschaft. 5 vols., L#nigsberg, 1808-11. Other early German "classicists" like 
Hufeland, Soden, L8ts, Jacob and Krug, but especially Sartorius (see note 
below), did not follow LtSder and Kraus in regcucd to the liberal components of 
Smith's work.

*Georg Sartorius (1?66-1828) began as an enthusiastic and unqualfied 
supporter of Smith's system of thought (in Ms Handbuch der Staatswirtschaft. 
Berlin, 1796, see i/p. 21-2 on "Die Ooncurrena"), but caressed doubts in Iiic 
Yon den Element^n des Maticflml-Ite^9fr-pffl^ r G($ttingen, 1806, and the further 
qualifications he £avc to the doctrine of free competition in his Abhandlunran 
(GtJttingen, 1806, Vol. I only, in which see essay IV, pp. 199-225 passim) cot 
the pattern for orthodox German classical thought thereafter. However, Sartorius 
repeated his praise for Smith's great analytical and synthetic achievementa , as 
did even his opponents, such as Adam MQller. On this latter point, see PrOvi 

. .oJLi-, PP* 1 96-7- ^ '
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parfait et le plus complet qui eaciste sur 1' economic politique," but went on to 

complain that it lacked "ordre et methode." 1 Gamier was not the only Frenchman 

who wanted to give some Cartesian polish to the rou^i-he-wn lines of Smith's 

Newtonian masterpiece, but this Gallic search for geometric simplicity was all too 

often achieved by superficial gloss, a price paid in exchange for Smith's more 

pragmatic, down-to-earth, realism*

Needless to say, Gamier was very much in favour of Smith's system 

of natural liberty1 ! too* Mla concurrence1* remains pretty much in the background of

Elementalre of 1796 in which the classical penchant for value theory 

was already coming to the fore. The first decade of the 19th century saw a short­ 

lived revival of economic thought in France, and of special note are these three 

works: Canard's BriLnoipeg d'ljconomie Politique (1801 ), Sismondi's De la Biohesse 

Ccmmeroiale (1803), and J. B. Say's ajr^t^ d'Soonomie Politique (1803).

Canard's RcJnoipes (Ch. Ill, "De la Detenaination du Jxix des Choses")

presents a very crude algebraic formulation of the "prineipe d'£quilibre»" His
^ 

grand "Equation des de'terminations" incorporates "la concurrence" of buyers and

2 sellers by employing the symbols, N and n, for their respective numbers. Canard's

awkward attempt to build a mathematical theory of price around the notion of 

oompetitive exchange oame in for much criticism, both immediate (Horner, Sismondi) 

and distant (Cournot, Jevons, Walras). His technique was simplistic, his logical 

reasoning vague, his theoretical grasp lacking originality and clarity. In effect, 

Canard was merely translating into simple algebraic terms the ideas that scholasts 

had enunciated verbally. Nevertheless, Canard was taking the first precarious 

steps in the direction of later mathematical theories.

Sismondi *s De la Riohesse Commercials ic quite an estimable work v/hen

G. Gamier, Abrege^lementaire dee Erinoipes de I'Eoonomie Politiaue. Paris, 
1796, preface p. v.

TJ.F. Canard, Principes d'-aconomie Politicks. Paris, 1801, p. 29. Francis 
Horner offered a very incisive review of Canard's uork in the EdfoburA Review. 
Vol. I, no. II, Jen. 1803, pp. 431-50, for v;hich cce £hc xxsonomic Writings of 
Francis Homer, ed. F.W. Fetter, London, 1957, pp. 57-76. Even though Horner  s 
broad judgement of matheioatical economics may have been a bit too general and 
premature, his criticisms of Canard's ehoarfccomines vere quite just.
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set alongside J.B. Say's more celebrated treatise. Unlike most classical texts to 

follow, it remains quite faithful to the "balance of coverage given in IThe Wealj 

of Rations to such things as exclusive privileges of chartered companies, tacit 

combinations of masters against workmen, and so on, in addition to the more fainilia 

topics ofi free trade and value theory. Of course, like Smith, Sismondi made much 

use o£ tiu* idea of competition to explain price behaviour, and there is no hint 

of his radical change of view which was to come in 1819*

Prom most accounts of J.B. Say's special position in the history of 

economic thought, one might expect to find the idea of competition prominently 

displayed throughout his Traite (1st ed., 1803), and especially so in his 

treatment of the role of the entrepreneur and in his "thebrie des defbouoheV1 or 

Law of Markets. Such is not the case* Say had of course assimilated Smith's 

classical concept of competition and we can find occasional references to "la 

concurrence" sprinkled throu^iout Say's text. But as to the law of markets and 

the role of the entrepreneur, Say's arguments turn on the semantic issues of 

value theory. His attempts to demonstrate the naturally balancing or equilibrating 

tendencies of a system of markets provide only the faintest of indications of any 

dynamic sequences. Even when he eventually defended his law of markets against 

Sismondi's attacks in 1820, Say confirmed that his real interest was in the

semantics of value theory and not in the behavioural content of competitive

2 exchange.

On the other hand, the general gist of Say's Traite" was to re-inforce 

the belief in the efficacy of a system of openly competitive markets in the co­ 

ordinating of aggregate supplies (or production flovs) with aggregate demand (or

1 /T . ."? J.C.L. Simonde ^cLe Sismondi/, Be la Ilichesse CocBaerciale. ou Principes
Politique. 2 vols., Geneva, 1805, Vol. I, Book I, Ch. Ill, p. 63.

2J.B. Say, Traite d'Eoonomie Politioue (1803), 2nd ed., 2 vols., Paris, 1814, 
especially Book I, Gli. XV, "Des DSboucheV" PP- 143ff   See also Letter no. IV of 
his Let-tees \ M. Hal thus. Paris & London, 1820, pp. 127-52 on Sismondi.
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consumption flows), and thus his work is a further stepping-stone from Boisguille- 

bert's theory of proportional prices towards Walras's theory of general eqiiilibriu

To conclude this account of French classicism in the making, I should 

add that J. B. Say's popularization of Adam Smith was by no means in its asoent by 

1803 with the first edition of the Era^fef. Historically, Say's 2nd edition of 

1814 is far the more important work. As in Gezaaany, anti-liberal views were 

being expressed. Dutens' Analyse Ealaonnffi (1804) presents an updated version of 

the balanoe-of --erode doctrine and a generally interventionist attitude, even

the classical concept of competition pervades its snalytical apparatus, a rather

curious amalgam which was still noticeable in Ganilh'e Diotlonnaire Ana^lytiaue as
1 late as 1826.

Classicism in Great Britain was much slower to emerge out of ita 

formative stages into a mature body of doctrine, "but when it had done so, between 

1813 and 1825, it took economic analysis much further than had its French counter­

part. The Wealth of Hations engendered remarkably little debate during Smith's
p 

own life time, and it is equally astounding how little Smith revised his massive

work over subsequent editions to 1?89«

A few years after Smith's death in 1790, Dugald Stewart published 

his "Account of the Life and Writings of Adam Smith." This event did not mark 

the beginning of Smith's ascendancy, only the rcvrvlng interest shown in economic 

subjects. The more ambitious theoretical treatises to follow - such as Gray's 

Essential Princi-olos (1797) » Vakefield's Sssay ipon Political OSoonomy (1799 and

,J. Dutene, ftaalyse .tlaispnnee des Principee do I'Hoonome Politique. Paris, 
1804; compare Ch. VII on ^Valeur11 with Ch. XVI on "Coiamerce," Similarly, compare 
the item "Concurrence" with those of "Balances" and "Commerce" in Chas. Ganilh's 
Diotionnaire Anrlrrfcioue d'lteonomie Pblitioue. Pcoi-is, 1826.

p 
Aside from the political aspects of the colonial question, Bentham opposed

Smith's case for a legal limit to interest rates (Defense of Usury. London, 1787) 
and Anderson opposed Smith's case for free trade in grain (see above, Ch. II, 
n«*»-« page ^5 ). To my loaowledge, the only sizable treatise to support Smith's 
system during his lifetime was B. Vaughsji's (?) Hew raid Old Principles of T: 
Compared t London, 1788. This is not to say that tlioro weren't many other 
supporters.

Le
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1804), and Lauderdale's Inquiry into Public Wealth (1804) - were still engaged 

In the pre-classioal argument about wealth, with a strange mixture of 

meroantilist, pfaysiooratic and Smithian ideas, and were sufficiently

retrospective in their outlooks that they called forth another edition of
 j 

Mortimer's Elements of Commerce, not published since 1780.

Evidently, the most talented writers end social theorists during 

this period were attracted to fields other than political economy* Bentham1 s 

Principles of Morale, and Legislation (1789). Ferguson's Principles of Moral 

and Political Science (179?)» Godwin's Inquiry into Political Justice (1793) » 

and especially Maltbua's first Essay on the Erinoi^le of Pomlation (1798) 

spring to rninri as the dominant works   Needlese to say, Halthus had constructed 

one of the pillars of the classical edifice in 1790 uhen he claimed that popu­ 

lation tended to grow faster than the food supply, but Hal thus 's first Essay 

was not an economic treatise . Smith is mentioned often and !Ifee Wealth of 

Nations is cited as one of Malthus's chief sources, but Smith's influence is 

not particularly marked and 9ompet^tiQQ is not woven into Malthus's argumentation. 

Perhaps the most notewort^ feature of Malthus's .Haaqy is its constant reference

to those "fixed laws of our nature" which ?fcalthus believed governed the universe. 

Doubtless, Malthus's appeal to the geometric ratio of population growth went 

a long way towards creating the intellectual atmosphere in which economic 

"laws 11 were treated as the proper subject of inquiry for political economists. 

Classical economic theory in Great Britain only began to coalesce

T. Mortimer's Lectures on the Elements of Comcroo. London, 1801 was in 
essence a slightly revised edition of his earlier elements (1st ed., 1772) for 
which see above, Ch. II, no*»^> pages 3-'-7.

Of course, Bentham also wrote a ffflmml of Political Economy (1795-95).
his economic analysis is on the whole rather inferior, in this and other early 
works (such as the Defense of Usury. 1789, and Defense of a Maximum. 1801), 
Bentham makes frequent appeal to competition in the spirit of Smith's system of 
natural liberty. I have relied upon the selections in Jeremv Bentham* s Economic 
Writings   ed. W. Stark, 3 vols., London: Goo. ^lllon & Unvin, 1952.

^T.a. Malthus, ./xLi Usaay on the Princiule oj? Po-.-mla.i'ion« 1st ed., London, 1798, 
ed. A. Flew, London: Pelican Classics, 1970, p. 70.
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with the appearance of James Mill on the scene. In reply to a series of pamphlel 

advocating restrictive measures, Mill entered the debate with his Essay on the 

Impolicy of a Bounty (1804) in support of Smith's system, built upon "a very 

obvious principle," namely (Mill wrote) that "it is nothing but that common 

competition which regulates every trade." The next few years saw Spence f s 

Britain Independent of CoT^erce (1807), Chalmer's linquiry into Natural Resources 

(1808), Torrens's rjgqe Economists Refuted (1803), and Mil's own Commerce Defended 

(1808) in which the older-styled debate between physiocracy, mercantilism and 

liberalism is settled in favour of the latter.

Over the course of this extended controversy, competition had been 

left in the background for the most part. This state of affairs was not to last 

for very long. As Hartwell has pointed out, Ilicardo was the first economist to 

use the word, law, as regards economic data and "was undoubtedly responsible for

the habit of thinking about economic laws as universal generalizations to explair

2 and analyse economic events." Indeed, by putting his finger on an idea which,

was later to be interpreted as the "law" of dininishing returns, Mcardo had 

made the first discernible move towards the fundamental idea of marginal analysiE 

as early as 1810 or 1811.*

It is entirely fitting, then, that Pdcardo should have provided the 

first recorded occasion (that I have been able to find in my researches to date) 

of a reference to what he termed the "general law of competition," in correspon­ 

dence with Malthns during 1811, shortly after their first face to face 

conversation. Quite possibly, Malthus himself had used this mode of expression

James Mill, Selected ijconomio Writings . ed. D. Vinch, Oliver & Boyd: 
Edinburgh and London, 1966, p. 58.

2See R.M. Hartwell f s introduction to Ricardo's Principles of Political Eo
and Taxation. London: Pelican Classics, 1971, p. 24! """"

5See Ricardo'e "Notes on Bentham" (circa 1810-11) in The Works *r*A norreST)Qr^ 
enoe of David Idcardo. ed. P. Sraffa, 10 vols., Cambridge: University Press ^^ 
1951-73, Vol. Ill, p. 287, and Sraffa's comments, Vol. IV, p. 7 and 7n$. *

4See Kicardo's letter to Malthus, 18 June 1811, in Works. Vol. VI, pp. 24-5.
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prior to Bicardo or else employed a similar style in reference to other lavs which 

led Hioardo to this manner of phrasing. Halthus does not refer himself to the 

lav of competition in correspondence with Bicardo at this point in time (he did 

so later), whereas throughout the currency debate of 1810-12 Mcardo had mentioned 

competition several times for its equilibrating effects in money markets, thou^i 

he does not actually cite it as a "law."

Notwithstanding these facts, Torrens was (to my knowledge) the first
-j 

to make reference to the "unalterable laws of competition" in print. Now, it

may well be that the reason why Mcardo never actually referred to competition as 

a "law" himself in print is that he wished to avoid the rather extravagant 

trappings that so mark H'orrens's presentation of the concept. Whatever the 

explanation, the year 1815 witnessed both the first published treatment of the 

"laws" of diminishing returns and of competition, and gave way to a ten-year 

period which can be truly described as the "classical" decade in economics.

5. The Classical Decade. 1815-1625

Thou^i Mam Smith is commonly treated as a classical economist along 

with Moardo, rial thus, and the others, we should beaj? in mind that a full forty-one 

years stand between the first edition of ffhe. We.e3.tfa of. Rations and the first 

edition of Moardo f s Pa^aoiplfeg of Pplitical ^cojaoiay. A whole generation separates

Smith from his main followers, and the personal links between him and them are
n

tenuous. People such as iiioardo (born 1772), J.i3. Say (bom 17^7), Malthas 

(born 1766) and Torrens (born 1780) did not acquire a familiarity with Smith1 s 

work as part of an ongoing tradition of classical thought. At various points in 

time, they "discovered" Smith's masterpiece and built upon its foundations in 

their own subsequent work, drawing from it whatever suited their special

R. Torrens, An Iteaay on the Uxternal Corn Trade. London, 1815, P- 16.

T!his is even so in the case of those who could be said to have been his 
contemporaries, such as Dugald Stewart and Jereiny Bentham, as well as those Soots 
of the first generation to propagate his views, in particular Jamee Mill, Francis 
Horner and J.fi. MoCullooh.
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purposes.

After many years oi% political turmoil, and after one or two false 

starts, classicism got firmly under way in 1814. Buchanan published his edition 

of The Wealth of Nations. J. B. Say re-issued Ms Traitf* and a flood of pamphlets 

started up, in connection with agricultural scarcity and high food prices, a-ion# 

which was Malthas*s Observations on the Effects of the Corn Laws. But 1815 

proved to be the pivotal year with the almost simultaneous announcement of the 

law of diminishing returns by Hicardo, Vest end Torrens, in addition to Malthus.

Of these celebrated pamphlets of 1814-15, only Torrent Essav on the 

External Corn Trade proclaimed competition to be a law. The "unalterable laws 

of competition11 are likened to "the principle of Gravitation, which, the instant 

restraint is removed, draws all things to their proper level," so that although 

market prices may fluctuate in response to changee- in supply and domand, yet thei:

"movements are governed by fixed and determined laws," namely, the "invariable

2 laws of competition."

It must be said that of all the classical economicsts in England, 

Torrens most nearly approaches the physiocratc for their unbounded enthusiasm and 

inflated theoretical claims, but it nrust also be said of Torrens, in all fairness 

to him, that he brought a certain analytical flair to abstract economics which 

lent itself to the scientific developments of the age. Unfortunately, Torrens> 

like many of the Italian analysts, lacked the ability to synthesize his partial 

insights and was therefore capable of drawing some rather strange general 

conclusions, especially in regard to the- subject of labour combinations, a 

subject which is intimately bound up with all the ambiguities and perplexities 

of competitive grouping.

For example, both J.B. Say and Rioardo chanced upon copies of The Uealth of 
Nations during the 1790s and were thereupon dram to the study of theoretical 
Economics. See Eartwell's introduction, OJD. cit.. p. 35 and Chas. Comte £t al 
rn J.B. Say in Political Economy; .; Historical Perspective, ed. H.C. Reoktenwal< 
London: Collier-IIcIIillan, 1973i pp. 101-02.

TTorrens, op. cit.. 1st ed., 1815, P» 16 and 2nd ed., 1820, pp. 29 and 61.

*TorrenB, On Wages and Combination. London, 1334. This subject is treated 
below, in Chapter IV, section 2.
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Over the course of the next ten years or so, Torrens's flaaay on the 

External Com Trade grew from one edition to the next to treatise-like propor­ 

tions. This work, as wwll as his Essay on the Production of Wealth (1821) did 

much to instil into the minds of economists of that time the law-like character 

of competition as a central scientific principle, because of its "equalizing11 

tendences. Thus, in 1820 Malthus's Principles of Political Economy makes
A

frequent and interchangeable reference to both the "principle of competition"
p 

and the "inevitable laws of supply and demand," while James Mill mentions

competition as both a "law" and a "useful principle" in his Elements of Political 

Economy (1821). J.E. McCulloch was perhaps second only to Torrens for his 

enthusiastic espousal of the "great and constantly acting principle of
A

competition."

All of these statements were made during the ten year period from 

1815 to 1824, and they constitute what might be termed, broadly speaking, a 

consensus of opinion on the scientific status of competitive market exchange. 

With one minor exception to which I shall tuun in a moment, the classical 

writers did not question the law-like character of competition, nor did they 

look upon it as a contentious matter. The laws of competition, held responsible 

for equating prices to costs of production and for equalizing rates of return to 

similar factors of production, went for the most part unchallenged and were 

cited in support of various policies to be adopted, serving as.* sr convenient  >set 'of

analytical assumptions*

1 Torrens, An Essav on the Production of Wealth. London, 1821, p. 27 and passim.
Torrens made mention of the "equalizing" tendencies of competition earlier in his 
"Strictures on Mr. Bicardo's Doctrine respecting Exchangeable Value," Edinburgh 
Magazine. Vol. Ill, Oct. 1818, p. 536.

Slalthus, Principles of Political Economy. London, 1820, pp. 63-75, 304ff, 328.

flames Mill, Elements of Political Economy (1821), ed. Winch, pp. pit., pp. 
2571 291. Mill alsp referred to "the natural and beneficent laws of competition" 
in his History of M-tiri^ ind|n. (3^ ed., 1826) in Winch, o£. pit., p. 409.

4J.R. MoCulloch, "Political Economy," Supplement to Encyclopaedia Britannica. 
6th ed., Edinburgh, 1824, Vol. VI, p. 255 and Principles of Political Economy. 1st ed., Edinburgh, 1825, P- 132.             
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By this, I do not mean that the classical economists were theoreti­ 

cally complacent* Far from it. For one thing, we may speak of them collectively 

aa if they constituted a closely knit group, but they hardly constituted a unified 

"school11 of thought in the manner of the playsiocrats. Instead they were very 

much in dispute with one another. And this leads to a second point. The 

theoretical issues that they pursued were in large part "aggregative" in nature, 

treating of a whole economy in terms of its major sub-divisions of inputs (land, 

labour and capital) and outputs (consumption and investment), and they viewed 

the problems of economic growth and distribution in such a way that competition 

seemed to have a rather limited role to play in the scheme of things. This 

reasoning will be developed and illustrated later in this section.

But before doing so, we might illustrate how the classical economists 

were given to disputations amongst themselves and yet fundamentally agreed on 

the nature and role of competition.

In his JExinoiples of Political Economy and Taxation (181?), Bioardo

1 uses the word competition and its cognates about 50 times. Hot once does he

speak of competition as a law or principle, though he does make it very clear 

from the outset that competition is a vital postulate in his theory:-

In speaking then of commodities, of their exchangeable 
value, and of the laws which regulate their relative 
prices, we mean always such commodities only as can be 
increased in quantity by the exertion of human industry, 
and on the production of which competition operates 
without restraint.

Furthermore, Rioardo does attest to the beneficial role played by competition 

in the distributing of income amongst individuals :-

!Ehese then are the laws by which wages are regulated, 
and by which the happiness of far the greatest part of 
every community is governed. Like all other contrasts, 
wages should be left to the fair and free competition of 
the market, and should never bo controlled by the inter­ 
ference of the legislature. 2

Eioardo added three more references to competition in the 3rd ed. of 1021.

T!his and the previous passage are from Eicardo'o lot ed. Principles, from 
Works. Vol. I, pp. 12 and 105, my emphasis added.
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Without doubt, Eicardo endorsed Smith* s system of natural liberty, 

both in his Principles and in other pamphlets from 1810 to 1822. Yet, it is 

valid to say that Eicardof s main interest is not with competition as a 

prescriptive principle for eoonomic policies, but as an analytical abstraction, 

an extreme hypothetical case in which to investigate the quantitative inter­ 

relationships subsisting between such things as prices, costs, values, and 

production. In his pamphlet of 1815, Aa Essay on the Profits of Stock. Rioardo 

revealed this concern for the effects that an extreme form of competition would

have upon prices and profits when he employed the qualifying phrase: "Wherever
p 

competition can have ite full effect," an idea which recurs in the first

passage cited above.

A further aspect of Ricardo'e abstract and scientific approach to 

his subject is this: Rioardo was not especially anxious to demonstrate how 

equilibrium was reached, and hence not particularly interested in competition 

as a behavioural process. Eicardo wanted to explore the quantitative or 

mathematical properties of the resulting equilibrium, andJbr that he merely 

assumed that competition brou^it that equilibrium into being. For example, in 

speaking of capital markets, he refers to the "strong tendency to equalize the 

rate of profits of all ̂ LndustriesJ?" but admits: "It is perhaps very difficult 

to trace the steps by which this change ^T.e. market adjustment to equilibrium^ 

is effected," adding simply that "the principle which apportions capital to 

each trade in the precise amount that it is required is more active than is 

generally supposed."^

Thus, we can see in Ricardo f s work unmistakable signs of a tendency 

which were to become more marked in the neoclassical period: the appeal to 

competition as an abstract heuristic device to explore the quantitative proportie

1 See, for example, Works. Vol. Ill, p. 56 (1810) and Vol. IV, p. 21? (1822).

Vol. IV, pp. 19-20. 

. Vol. I, pp. 88-89.
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of equilibrium. And, given this abstract penchant, it is entirely suitable 

that Rioardo hfld also been among the first to develop economic theory along the 

lines of diminishing returns to scale and even to conceive of varying proportions 

and scales of Inputs and outputs.

With these thoughts in mind, let us compare Rioardo's outlook to 

that of Hal thus* Commencing with their initial correspondence In 1811, the topic 

of competition enters into their discussion of value and price, and already by 

1813 Rioardo was beginning to show some resistance to the main emphasis Malthus
.4

put on supply and demand to explain value. By 1817, Hicardo asserted (against 

J. B. Say rather than Malthus) in his Prinoi'Dles that "the real and ultimate 

regulator of the relative value of any two commodities, is the cost of production, 

and not the respective quantities which may be produced, nor the competition 

amongst the purchasers, 11 and later re-iterated the point that "It is the cost

of production which must ultimately regulate the price of commodities, and not,

2 as has been often said, the proportion between supply and demand."

Now, in this groping towards a more fully explicit mathematical 

approach to the problems of economic theory, Hioardo was a little unfortunate 

in his choice of phrasing, and a recurrent theme throughout his correspondence

with Malthus, as well as in his "Notes on Malthus," is the idea that the

3 disagreement between them was essentially a verbal dispute. Where Malthus

was primarily concerned with short-run fluctuations in price, responding to the 

immediate pressures of supply and demand, Hicardo was looking for the long- 

run and more stable forces, or what he termed "natural" levels of price as 

opposed to shifts due to "accidental causes."4 More importantly, Hicardo was 

concerned with what he thought were "ultimate" rather than "superficial" causes

1 See Rioardo1 s letter to Malthus, 8 May 1815, Works. Vol. VI, pp. 228-29. 

ibid. Vol. I, pp. 344, 382^ my

See iM!» Vol. VIII, Correspondence 1819-1821, passim pp. 202-07, 228-9, 272- 
286, as well as Rioardo's "Notes on Malthus," ibid. Vol. II, pp. 24-5, :''G-9, 
45-53-

4ibid. Vol. I, pp. 91-2.
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of value and price - what Le Trosne had termed "la cause ulterieur de la valeur11 

which confused the idea of causality with mathematical entailment.

Confronted "by these vagaries, Malthus quite misunderstood Ricardo f s 

argument and, overlooking tho subtleties of his case, misrepresented Moardo's 

position when in his own Principles of 1820 he (Malthus) wrote: "Hr. Mcardo 

expressly rejects ... that very nccinoiple of ^QJBflft "frit AMI brought forward lay 

Mam Smith," namely, that supply and demand together determine profits* In 

their subsequent correspondence, from 1S20 to 1822, this source of misunderstand* 

ing or disagreement was apparently resolved or at least clarified to Malthus f s

satisfaction* The passage referring to Bicardo, cited immediately above, was

2 removed from the second edition of Malthus f s Principles, and as early as 1821

Malthus even went so far as to say that he inclined more to Hicaxdo's explanation 

of value.

Much of this discussion between Malthus and Mcardo on the relations 

between price, value, cost, supply, demand and competition did turn essentially 

upon semantic or terminological issues* But their debate did touch upon very 

genuine issues which were to rise up again in another way and which were more 

intricate than Malthus seemed to believe in 1821* We can reflect upon the utter 

complexity of the matter lay noting that it was Bicardo who had in 181? accepted 

Say9 s law of markets, and Malthus who in 1820 had rejected Say's law while at 

the same time accusing Hicardo of having abandoned Smith9 s principle of 

competition! Apparently, in I3althus 9 s mind, the efficacy of competition in a 

single market in bringing about a stable equilibrium price level had nothing to 

do with the efficacy of a system of open and inter-related markets to ensure a 

stable aggregate growth at full employment*

1Malthus, Principles (1820), p. 311*, TT^ ur> p Usi 5

Ttelthus, Principles (2nd ed., 1836, posthumous), London: L.S.E. Reprint of 
Scarce Works on Political Economy, 1936, P. 281. I should add, however, that the; 
authenticity of this revised edition has been put in doubt by some.

^Letter of Malthus to Eicardo, 13 Sept. 1821, in RicajxLo, Works. Vol. DC, 
pp. 64-5.
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Yet, this is the problem that Sismondi had raised in his Nouvej 

Prinoipes (1819), 1 and similar perplexities nadc their way into Rioardo's own 

3rd edition Princiifteg. In order to appreciate the nature of these new problems 

and the new doubts that ensued from 1821 onwards concerning the true status of 

competition, we must reoogiize that elements of micro-economic and macro-economic 

analysis were being inter-twined in nuoh a way that ambiguities were created* In

sorting these out, I shall make use of a terminology which, though not found in

2 
the classical literature itself, does help greatly to clarify matters.

The concept of income distribution was paramount in the minds of most 

classical theorists, even more so than in the mind of Mam Smith who gave equal 

weight to the concept of resource allocation. Moreover, the classical people were 

principally concerned with the macro-economic (or aggregative) problems of growth 

and stability, rather than with the micros-economic problems of industrial structure 

such as concerned Mam Smith. Hence, as I have commented earlier, competition was 

not a central focus for debate amongst classical writers. At most, it was a vital 

but auxiliary principle.

Nevertheless, in treating of income distribution, the classical 

theorists did adopt Smith's tripartite division of income into three classes - 

both functional and social classes of income - wages, profits and rent. And, like 

Smith they thought in terms of divisions of income between individuals as 

individuals and between individuals grouped into these broader social and 

functional classes. Given these distinctions, they studied not only individual 

levels of prices, wages, rents, and profits, but also average levels of these for 

industries and for entire classes. The challenge their texts pose for the modern

1 Sismondi*s Houveaux Prinoipes is discussed below in Ch. IV, section $•
2George Eamsey employed the terminology of "primary" and "secondary distribu­ 

tion" in his Easav on the Distribution of Wealth (London & Edinburgh, 18^6, p. 76), 
and it was in fact his work which first suggested this terminology to my mind. 
However, I should point out that he uses these terms in a different sense. For 
him, primary distribution is between owners of wealth (eg. land-owners) and 
secondary distribution is that division made by each owner amongst those 
dependent upon him (eg. employees, members of his feriily).
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reader is that of discerning the true gist of their reasoning, since they 

dealt with more concepts than they had special terms for these concepts, and 

much ambiguity results*

Let us say that primary distribution refers to the division of 

income amongst the three broad classes of income earners! capitalists 

receiving profits, landowners receiving rents, and labourers receiving wages* 

And, distinct from this, secondary distribution refers to the division of 

income amongst the various individuals comprising any one class: that is, 

profits amongst capitalists; or wages amongst labourers, and so on*

Theorists during the classical decade were virtually unanimous in 

agreeing that competition governed or regulated secondary distribution through 

its "equalizing11 tendencies, as indeed did many theorists before them. But 

this was not their main object of interest* Mam Smith had established this 

characteristic of open market competition to everyone *s satisfaction. During 

the years 1615*1323, the major theoretical battles concerned prlmaTy distribu­ 

tion and its relationship to economic growth and stability. Immediately, we 

must ask: Bid competition enter into their account of primary distribution 

and if so, how?

Once again, we turn back to Adam Smith; for, he was on this issue, as 

on most others, the point of departure for classical theory* In his chapter, "Of 

Stock Lent at Interest," (Book II, Ch. IV) Smith argued that "As capitals increase 

in any country, the profits which can be made by employing them necessarily 

diminish." His next sentence nicely suggests the reason as declining marginal 

productivity of capital: "It becomes gradually more and more difficult to find 

within the country a profitable method of employing any new capital." But this 

appeal to a technological cause is immediately followed by a behavioural explan­ 

ation: "There arises in consequence a competition between different capitals, 

the owner of one endeavouring to get possession of that employment which is 

occupied by another," and the result is "Their competition raises the wages of
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labour and sinks the profits of stock."

The olear implication of Smith1 s theory of the falling rate of 

profits (in an average, economy-wide» sense) is that conrpotition plays a part 

in the primary distribution of income between wages and profits considered as a 

whole, though in conjunction with other causes* In a previous chapter, "Of the 

Profits of Stock," (Book I, Ch. IX) he had shown in one concise passage how 

competition relates to both primary and secondary distribution, invoicing what 

some logicians might describe as the fallacy of composition:-

The increase of stock, which raises wages, tends to 
lower profit. When the stocks of many rich merchants 
are turned into the same trade, their mutual competi­ 
tion naturally tends to lower its profit; and when 
there is a like increase of stock in all the different 
trades carried on in the sane society, the same « 
competition must produce the same effect in them all.

The problem of explaining primary distribution, which Smith had here 

touched upon, is an Immensely complicated subject involving a vast array of 

competitive, co-operative and confliotual forms of interdependence  It is no 

wonder that classical theorists, following Smith1 s dual explanation in terms of 

both diminishing returns and increasing "competition of capitals," encountered 

many difficulties of a logical as well as semantic and conceptual nature. They 

were reeving towards a more explicitly mathematical formulation, and Ricardo's 

approach proved highly influential because he seemed to succeed in reducing a 

great many variables to a relatively simple formula for primary distribution.

Limitations of space prevent me from delving into the details of 

Hioardo's brilliant and ingenious theory of income distribution, but a few of 

the prominent features of his theory call for oom&ont. Heedless to say, Bioardo 

did appeal to competition in its classical role of secondary income distribution, 

that is, equalizing rates of return amongst similar factors of production. 

However, Eioardo indicates from the outset (in his preface of 181?) that "the 

principal problem in Political Economy" was to "determine the laws which regulate

 i 
Smith, The Ucalth of Nations, ed. Cannan, Vol. I, p. 2J5.

2ibid. Vol. I, p. 89.
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this distribution," meaning the  pri^ra distribution of "the produce of the

earth ... among three classes of the community," - proprietors, owners of
 j 

stock and labourers*

How, if we accept the distinction between a social oonstraint 

(placed by man upon man) and a natural oonstraint (placed upon mar by nature), 

then it can be said with some validity that Fdcardo highlighted natural^ 

constraints in his theory* These natural constraints were both biological 

(population growth and the subsistence level for survival) as woil as 

technological (the diminishing fertility of soil and the ratio of grain-as~ 

input to gcain-as~output), and they were in 181? empirically justified as 

simplifying assumptions from which Hicardo was able to construct a fairly 

coherent theory and to deduce some remarkable conclusions*

With the passage of time, Rioardo's theoretical system came to be 

construed as "naturalistic," that is to say, tending to view income distribution 

as being governed solely by natural constraints and hence lying outside the

realm of human and social intervention* Quite apart from this caricature which
2 some of Bicardo's later followers may have advanced in a more severe form, his

own text does not support such an extreme interpretation* fiioardo may have been 

searching for the "ultimates" lying behind the mere superficialities of market 

behaviour, but nowhere does he explicitly question Smith's claim that increased 

competition of capitals lowers profits over the long run, and in one passage he 

even follows Smith's manner of phrasing when he -writes: ".An accumulation of 

capital naturally produces an increased competition among the employers of labour

Bioardo, Preface to 1st ed., BriLnoiiftcs. in Wop&s* Vol. I, p. 5*
2J.S. Mill was probably reacting against the oruder "naturalistic11 interpre­ 

tations given to Fdcardo*s theorJas "by some of his followers, when in his 
Principles (1848) he (Mill) argued that the production of wealth was subject to 
"physical laws of natsre" while the distribution of wealth depended upon laws 
and customs of society, that is, on "human institution" alone. See his 
Principles of Political Economy, ed. Aahloy, pp. 21, 199-200. The matter is 
discussed below in Ch* IV*
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and a consequent rise in its price* 11

Rioardo's new chapter, "On Machinery," added to the Jxd. edition of 

h*-8 Principles in 1821, did much to raise doubts about the classical synthesis, 

as the next few years would demonstrate. By analyzing machinery and labour as 

substitute factors of production (and not merely complementary factors), Hicardo 

had drawn out the confliotual aspect imbedded in the relationship of competitive 

interdependence between employers (or owners of capital) and employees. In what

seems to have been a rather spur-of-theHnoment decision, influenced by his

2 reading of John Barton's pamphlet of 1817* Hioardo jumped to the conclusion

that the substituting of machinery for human labour was "often injurious to the 

interests of the class of labourers."^

Now, however we may judge the validity of this claim in an historical 

context, the fact remains that Hicardo had tacked this chapter onto his previous 

theory without making any thoroughgoing adjustments* The new chapter, standing 

by itself, left things very much up in the air, and was in many ways logically 

inconsistent with the remainder of his text* We know from Rioardo's 

conversations and correspondence with Sismondi in 1822 that he did not undergo

some last-minute fundamental conversion but that he did remain an adherent to
n 

what he called the "system of free competition, 1^ and yet Eioardo did leave open

the possibility that class competition was a meaningful and aelevant concept 

when he observed: "Machinery and labour are in constant competition."

Ricardo, JEcinoiples. in Works. Vol. I, p. 163.

^Barton, Observations on the Ci^ »na*anoes which Influence the Conditions of 
the Labouring Classes of Society. London, 1817, reprinted in his Economic Writings 
ed* G. Sotiroff, Eegina, 1962, Vol. I.

Principles (3rd ed., 1821), in Works. Vol. I, p. 388.

logical inconsistencies are ably discussed by M. Blaug in his Uoonomic 
Theory in Retrospect. 2nd ed., London: Heinemann, 1968, pp. 13?f.

Rioardo's On Protection to Agriculture (London, 1822) in Works. Vol. IV, 
pp. 217-18, 243-44» and passim, as well his correspondence from Geneva during his 
visit with Sismondi, in Works. Vol. DC, 218-20, 235-6, 243-4, 248.

TUoardo, Principles (3rd ed., 1821), in Works. Vol. I, p. 395.
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Sadly, Rioardo's sudden and premature death in 182? meant that others 

would have to puzzle out the implications of his words. Ricardo's personal charm 

and objective attitude towards economic theory had done mucii to preserve a sense 

of unity amongst people like MoCulloch, Hal thus, Torrens and James Hill. After 

1823, the classical consensus quickly became unstuck.

As early as 1824, MoCulloch expressly rejected the view that 

competition entered into the distributing of income between the major class 

groupings, though of course he retained the principle for secondary distribution. 

He wrote:-

... the principle of competition could never be 
productive of a general fall in the rate of profit. 
Competition will prevent any one individual from 
obtaining a higher rate of profit than his neighbours; 
but no one will say that competition diminishes the 
productiveness of industry, and it is on this that the 
rate of profit must always depend.^

Now, one could not begin to explore the role of competition (as a social constraint) 

as it affects profits in primary distrivution unless one first draws a number of 

necessary distinctions, say, as between (l) the average rate of profit as a return 

on capital per unit of time and (2) the proportion of total profits to total wages 

and total rents in the total income of a period of time. The discussion requires 

a careful and explicit specification of the terms of reference*

By 1821, Malthus had been persuaded to accept a position much closer 

to Ricardo f s own, than had been the case in his Irinoi'Dles of 1820. However, 

Ricardo had passed from the scene by 1824, and with McCulloch's statement of 

position, the swords were drawn and the battle engaged. Malthus answered I'loCullooh 

in an anonymous and very aggressive review, pitting what he termed "the new school

of political economy* (that is, "Ricardian" theory a la McCullooh) against the
2 older political economy of Adam Smith.

1J.R. MbCullooh, "Political Economy11 (1824) f gg. pit., p. 269.

Tlalthus 1 anonymous Review of McCulloch's "Essay on Political Economy, Supple­ 
ment to the Encyclopaedia Britannica," in 03^ Cfrifl-rterlv Review. Vol. 3C\X f Jan. 
1824, PP. 297-354.
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First, he re-opened the debate he had waged with Eicaxdo (from 1815 

to 1821) as to whether prices and values were determined by supply and demand 

(i.e. competition) or "by the quantity of labour worked up in commodities, but 

this much discussed issue added nothing new to the theme of competition by 1825   

But move pointedly, Malthus attributed to this "new school" the view that the 

diminishing productivity of land was the sole regulator of profits "to the

entire exclusion of the cause stated by Adam Smith, namely, the relative
 i 

abundance and competition of capital." Malthus's ensuing critique of

MoCullooh's position combines insight with ambiguity, and shows both how close 

and how far the classical economists were in 1825 to enunciating a precise 

economic calculus. What matters most about his reasoning for this history is 

the concept of competition his argument implies, a concept which quite definitely 

makes competition a part of the theoretical account of primary income 

distribution.

For example, in defending Smith's theory of falling profits, he 

writesi

... If the competition of capital in any particular 
department of industry may so lower the value of the 
produce as to occasion a larger proportion of the 
produce to be paid to the labourer, there seems to be 
no reason why the competition of increasing capital 
in all departments should not so lower the value of the 
mass of commodities, compared with labour, as to award 
generally a larger proportion of what is divided 
between the labourers and the capitalists to the 
labourers, and thus occasion a general fall in profits.

At this point, Malthus qualifies the theory given by Smith with the newer 

principle of population, but we can readily see how vital a role Malthus gives 

to competition when in discussing the "variations" in the shares of total income 

going to wages, rents and profits, he writesJ-

ibid. p. 308. Malthus's main argument follows on pp. 320-331. 

2ibid. p. 326.
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... the principle of the competition of capital not 
only gives the true explanation of all these varia­ 
tions, but equally applies to those variations which 
arise from the diminished productiveness of labour on 
the land, ...

and, again, he concludes:-

In denying, therefore, the effects of the relative 
competition of capital on profits, and referring 
exclusively to the relative productiveness of labour, 
the friends of the new school have rejected a principle 
which will account for almost every variation which can 
possibly occur.''

The precise details of Malthus's theory do not matter here, because 

unfortunately he did not specify precisely what he meant by phrases such as "the 

competition of capital" and "the principle of competition." Bather than saying 

that Malthas had evoked the idea of class competition, we would be more accurate 

in saying simply that Malthus saw competition (of some undefined sort) partly 

explaining primary income distribution (as I have defined it).

Malthus's attack upon the "new school" in the Quarterly Review (1824) 

elicited a rejoinder from the youthful John Stuart Mill in the Wesfo^nster Review 

in the following year. By 1825, tempers had become a bit frayed, and Hill's 

spirited counter-attack, cleverly turning the anonymous Malthus of the Quarterly 

Review against the publicly accredited Malthus of the Principles of 1820, revealed 

not only how heated the debate had become but also how truly involuted the discourse 

had grown, wherein the limitations of language were all too apparent in a subject 

that demanded a more rigorously logical and semantioly precise frame.

Mill's reasoning in the Westminster Eaview article is not always easy 

to follow, but what is interesting is the way he touches momentarily upon the 

meaning of competition and the ambiguity surrounding it throughout the foregoing 

debate, when he states that the "new school" (on whose behalf he writes) do not

comprehend "how there can be such a thing as competition of capital, unless it be

2 
competition for labour." And, ingeniously, Mill tries to transform Malthuo's

1 ibid. p. 328.

J.S. Mill (unsigned), "The Quarterly Review on Political Economy," from
Review. Vol. Ill, Jan. 1825, PP. 21 3-32, reprinted in Mill's Colic otod

Works* ed. J. M. Eobson, Toronto: University Press, 1967, Vol. IV, p. 37.
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logical argument into the very shape in which it can be found in Ricardo f s text. 

But, I must stop here; for the argument had already passed the point of 

diminishing intellectual returns* The classical decade was drawing to a close.

The year 1825, like 1815, is pivotal in the history of classical 

economics   Not only was the classical consensus becoming unstuck from within* 

Two other ominous signs appeared in that year* Bailey's Critical Dissertation 

on Value shook some of the foundations of Eicardo's value theory and raised 

a new set of questions, while John Gray's furious opening blast against 

competition in his Lecture on Human Happiness was a portent of things to come 

over the next twenty-five years from a wide variety of critics. Capter IV will 

be devoted chiefly to this "socialist" onslau^rb upon the "capitalist" system.

The major contributions to classicism - those of Bicardo, Ilalthue,

2 
Torrens, McCulloch, the elder Mill, and others - in the field of theory had

been made by 1825. This does not mean that classicism suddenly ceased in 1825. 

For a few years, it seemed to flounder, possibly because it lacked the intellectua 

leadership of a Hicardo, but classical troops began to re-group by 1832 or 1833« 

By the 1850s, it had become clear that classical theory had weathered the 

socialist storm, having been forcefully re-affirmed in 1848.

I must confess that I could not follow Mil's reasoning here. After citing 
the quantity theory of money to distinguish between a fall in prices and a fall in 
profits, he goes on: "That there may be, and always is, a competition of capital 
for labour, is most true: this is the only competition of capital which Mr. 
Hal thus acknowledges; and this competition has undoubtedly a tendency to raise 
wages, and, therefore, to lower profits; the limit to the rise of wages being 
the ratio between capital and population; wages, therefore, depend upon the 
ratio between population and capital, and profits depend upon wages: and this 
is the real doctrine of the 'new school'." (ibid, pp. 37-8). At any rate, Mil 
seems to attribute a role for competition in primary distribution for both his 
own and Hal thus 's theory.

iJnfortunately, space has prevented me from commenting upon the many writers 
of this period - people such as Craig, Casenove, West, Tooke, Lauderdale, Head, 
Marcet, Rooke, and De Quincey - whose works I have in the main consulted, or 
even exploring in any detail the texts of such important theorists as Ikilthus, 
Torrens, James Mill and McCulloch. Of the minor theorists listed, Sir Udvard 
West in particular had some sharp comments to melee upon the ambiguities of 
competition in Smith's theory of falling profits, though he did not draw any 
major conclusions himself. See Vest's lisoay on the Application of Capital to 
Land. London, 1815, pp. 20-22 and his pamphlet, The Price of Corn and the 
of Labour. London, 1826, pp. 20-25.
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Througji the 1860s and 1870s, classicism slowly gave way to its 

natural successor, neoclassicism. However, we ought not to think of classical 

economics as just a passing phase in the history of econoLiics, but as a permanent 

link between past and present. To do so, we must distinguish between its 

historically contingent aspects and its more enduring qualities* Adam Smith put 

the concepts of production and exchange on a solid theoretical foundation. 

Ricardo and his contemporaries, building upon those foundations, explored many 

elements of the economic logic which connected variations in prices, production 

and income with variations in the proportions between various types of inputs 

and outputs, and the law of diminishing returns is only one example of this 

analysis which points clearly towards the marginalism of the second half of the 

19th century. And, in all of this, the classical concept of competition served 

as that necessary source of order and regulation which made systematic analysis 

possible.

True, by 1825, the need for a more rigourous formulation of the logic 

was becoming very painfully clear. But we must not under-estimate the genuine 

progress that had been made from 1776 to 1823* Home was not built in a day, and 

if we think the classical advance was limited, then comparison with progress that 

has been made over similar durations of time prior to 1776 and since 1825 should 

correct that misapprehension*

Who knows? Had the scientific tendencies in classical thought not 

been arrested by the grand ideological battle that was to ensue for the next 

twenty-five years, then classical theorists may have progressed much faster than 

they did. However, the ideological battle was fought over several fundamental 

issues which did turn on the conception one makes of competitive interdependence, 

and it is to that battle that we must now direct our attention.



Chapter IV 

BEACTIQNS AND COUNTER-BEACTIONS

1. Competition in the Great Battle of Ideas

Over the course of the fifty-year period from the mid-1770s to the 

mid-1820s, competition as a word drawn from common usage was slowly hardening 

into a scientific and technical term. With its verbal associations becoming more 

fixed and rigid, the word was losing that sort of pliability so necessary for 

common usage, permitting a small and active vocabulary to be adaptable to changing 

circumstances and yet still retain a sense of continuity from day to day*

However, even by 1825 this process of verbal petrification was far 

from complete* Just as Mam Smith, vigorous opponent though he was to the older 

mercantilist doctrine, could still refer casually and naturally to the "competition 

between foreign and domestic industry*1 in discussing international trade, so too 

could Robert Owen refer to the "competition of other states," as well as to the

more abstract idea of putting one goal of public policy "in competition with"

2 another, while Bicardo could write of machinery being "in constant competition

with" labour*

Thus, by the 1320s, the classical concept of competition had become 

familiarized, but it was not so rigidly enforced or super-imposed upon economic 

discussion that all other concepts were entirely excluded*

To review the situation, we can say that the classical concept of 

competition envisaged the activities which took place between "individual" 

buyers and sellers exchanging goods and services in the context of the open 

market* In its long-run effects, this type of activity was thought to be 

"equalising11 (i.e. equilibrating) in its tendencies, and hence the "principle"

Adam Smith, An Inquiry into the Nature and Causes of the Wealth of Nations. 
2 vols*, ed, iudwin Carman, London: Ibthuen, 1930, vol. I, p. 429»

jEtobert Owen, Observations on the Effect of the Manufacturing System. London, 
1815, P« 4 and A New View of Society . London, 1813, p. 10.

Bioaxdo, The Works a^d Correspondence, ed. P. Sraffa, in 10 vols., 
Cambridge! University Press, 1951-73t vol. I, p. 395«
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or "law11 of "free" competition was held out as the regulator of economic 

behaviour, allocating resources and distributing income in conjunction with

several other kinds of constraints which together constituted "supply and demand.*
the unquestioning '-.alief 

The classical attitude towards competition was^ that the results or

effects of this open market exchange were just and benefioient, ensuring equality 

of income distribution and efficiency of resource allocation. Prior to 1823, 

these normative olaims for competition were made largely without any qualification 

Classical theorists had been aiming for abstraction and generality*

But once having been endowed with this law-like status as a beneficien 

regulator of economic affairs, competition soon became an obvious target for a 

wide variety of critics to seize upon as the source for any and all difficulties 

that might arise in the social, political, and economic scene. It was only after 

these criticisms were directed with full force against competition that the term 

itself hardened into a larger-than-life symbol, that is, a symbol with fixed and 

rigid cognitive associations no longer adaptable to changing circumstances and a 

symbol burdened with enormous emotive significance.

This shift in status from that of a relatively quiet but active 

analytical term to that of a grand symbol, a shift which occurred from the 1820s 

onwards, is evident in certain linguistic styles* At the outset, classical 

writers depicted competition merely as a type of market behaviour. During the 

1820s, though, French critics such as Fourier and Sismondi wrote not merely of 

Mla concurrence" but of something much grander in its implications:- "le regime 

de la concurrence*" In English, this soon became the "system of competition," 

ushering in the great battle of ideas, Systems, Ideologies, and all the parapher­ 

nalia of ismatic thinking. As a result, the simpler idea of competition as a 

type of behaviour became confused with this so-called System of Competition, a 

loosely defined bundle of ideas which included such things as the characteristic 

institutions of "Capitalism" (such as private property and the laws of contract 

and exchange) and the social ethos of "Individualism" comprising the norms of 

individual responsibility alongside freedom.



-133-

Tbufl, the manner in which competition hardened into a larger-than- 

life aytobol was determined as much by the peculiar nature of the criticisms direc­ 

ted agaiSEi the olassioal concept as by the emphasis olassioal writers themselves 

gave to the economic understanding of thie chosen term* But here we must be very 

oarefup. to distinguish and delineate the different types of reaction that eventual!; 

set in* Otherwise, we miss the full significance of this period of economic though-

In olassioal theory, competition was individualized (in terms of 

grouping) and vas freeing, equalising and equilibrating in its tendencies. With a 

very long and mature historical hindsi^vt to guide us 9 we can now see how these 

properties ascribed to competition might be challenged and clarified*

However, the many attacks upon olassioal competition during the first 

half of the 19th century concentrated upon some of these properties while leaving 

others relatively unexplored* In retrospect t we can see how critics pinpointed 

a number of the issues raised by classical theory, but completely missed or else
Vl~

only vaguely-inted at others* For example, whereas the classical scheme of things 

had competition as an "equalising41 process, many critics were to argue that in 

fact competition created inequalities and even aggravated those that already 

existed* Similarly, they were to argue that competition, far from leading towards 

an equilibrium or stable balance, waa really de-stabilising in tendency* It was 

a principle of chaos, not of order*

Opponents of classicism also questioned the view that competition was 

freeing in its effects* Though their language was not always precise and their 

arguments not always cogent* the clear implication of their case was often that 

competition was a coercive force* The irony is that in asserting this counter­ 

claim the opponents of classicism did not realise that much of the olassioal 

scientific appeal to competition was based on its constraining effects as a 

regulator and a source of discipline* Because olassioal theorists themselves 

had stressed the freeing aspects of competition, at the verbally conscious level, 

even their critics remained unaware of this essentially dual nature of competition,

1 See below, Chapter VII, sections 2-5*
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Indeed, most of the criticisms raised against the principle during 

the period up to 1848 fall short precisely "because they failed to take into 

aooount the inherently ambivalent character of competitive interdependence* 

Thus, the dualities and tensions embedded in the common-sense idea were split 

off and dissociated and treated as polar opposites belonging to apparently 

different and opposed principles* In this way. they erred by placing the twin 

ideas of co-operation and association in direct contrast to competition by 

interpreting the latter as a form of pure conflict* This false antithesis 

drew attention away from the fact that competition usually involves an element 

of co-operation and is the process whereby social conflicts are resolved*

Aa a result, the most serious thematic problem at issue during this 

period concerned the complicated notion of competitive grouping* Bather than 

deny the individualized interpretation of competitive striving* critics of 

classicism preferred to split the dualities of competition into (1) co-operation 

of an ideally pure form between members within a single "class" and (2) conflict 

between different and opposed classes* Thus, class competition was construed as 

class conflict, and the individualized manner of interpreting competition went 

unchallenged*

By so doing, the great battle of ideas led not to a new set of concepts 

but to an implacably rigid hardening of older concepts. Critics tried to turn the 

"beneficent11 principle into the very embodiment of "evil" itself. At the emotive 

plane, then, the classical attitude was fiercely attacked; at the cognitive level, 

the classical concept was retained) and only the conclusions drawn from it were 

altered. Unfortunately, this clash of ideologies did not solve any of the deeper 

problems connected r.lth the notions of freedom, independence, pursuit of self- 

interest, and inter-dependence, The meaning of competition was fossilized.

In the classifying of economic writers of the 19th century, one 

historical convention has been to divide the field according to the political 

spectrum of left, center and right. By this scheme of things, it might be said
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that classical theorists began as radical liberal reformers attempting to break 

down mercantile obstructions to individual freedom, but eventually found them­ 

selves opposed on both sides:- (a) by "socialista1* who wished to push economic 

and/or political reform much further and much faster, and (b) by "conservativeOH 

who resisted both of these reformist movements and who even urged for a return to 

some of the values and institutions of a former age*

As convenient as this classification scheme is, it does not apply 

very veil in every case. Indeed, prior to the 1850s, disagreements within each 

of the separate camps were just as intense and just as fiercely disputed as the 

more fundamental differences which existed between these three broad schools of 

thought. Even by 1850, the now traditional labels of liberal, conservative and 

socialist, with all their various subdivisions, were not yet clearly delineated. 

Before 1848, the intellectual arena presented a very fragmented and disorganized 

array of over lapping feuds and alliances, and unlike the previous one hundred 

years, it is very difficult to piece together a satisfactory chronological account 

of all the developing trends as they unfold alongside one another*

If I retain the ftmiliar labels, it is because they do assist in 

grouping writers together under a common banner which often corresponds to a 

very distinct and distinguishable attitude towards competition and which thus 

facilitates the treatment of this period's literature with a certain degree of 

thematic coherence.

Because classicism in its most robust form had been confined largely 

to France and Great Britain, it is to the literature of these two nations that we 

must look for the most severely critical reactions. On the whole, up to 1848, 

critics of classicism maintained the intellectual initiative. Following the eventi 

of 1848-9, and with the publication of John Stuart Millie Principles in 1848, 

classicism waa re-affirmed during the 1850s. In the next two sections, I shall 

survey the various streams of reaction up to 1848.
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2. Reactions in Great Britain

Serious critical comment upon competition in England from the 1820s 

to the mid-century is sporadic rather than sustained. It reflects the intensity 

of ongoing political events rather than any continuing intellectual debate* The 

mid-18208 and mid-1830s in particular saw a flurry of socialist pamphlets which 

together capture all that is vital in this stream of thought.

As the founder of the Massooiationisttl branch of English socialism, 

Bobert Owen has often been described as pitting the principle of co-operation 

against that of competition* Yet, one must be careful in distinguishing Owen's 

views from those of his many followers* Owen's first series of essays and paznphle* 

from 1813 to 1820, contain only a few trifling references to competition, and only 

one of these properly constitutes a condemnation of the idea* But these early 

writings had appeared before the storm had really broken in the mid-1820s. When 

Owen returned to the literary arena with the publication of his Book of the New 

Moral World in 1836, he revealed the same reticence in directing any negative

criticism towards the vices of competition, more anxious to strike a positive note
o 

by stressing the virtues of co-operation*

Owen's general emphasis upon the harmonious possibilities of human 

association probably accounts for his falling out with the recalcitrant editor, 

J.E. Smith, of the Owenite organ, The Crisis, a bi-weekly newspaper which struck a

rather strident note of hostility towards what it called "the system of competitiox
3 or private property*" As a successful industrialist, a dreamer as well as a mqn

of action, Owen was quite out of step with the purely negative criticisms of the 

"competitive system" which many of his followers and interpreters favoured*

In his Observations (1815), Owen casts the "spirit of competition" (p. 4) intc 
a very negative light, but all other allusions to competition are relatively 
neutral in the emotive sense. Of course, in retrospect, it was easy for reviewers 
and commentators to link up his criticisms with the growing attacks upon oompetitic 
made by others*

2On one occasion, he does refer to "a false interest which diffuses a spirit 
of Jealousy and competition, 11 etc. See The Book of the New Moral World. London, 
1836, p. 84.

*See, for example, the editorial (by J.E. Smith) in The Crisis, vol. IV, 
12th April, 1834, p. 1, as well as vol. I, 14th July, 1832, p. ?1 for some firewori
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Of these followers and proponents of co-operation, the most 

theoretically ambitious was William Thompson. His Inquiry into the Principles 

of the Distribution of Wealth (1824) is a massive disquisition, tiresomely 

repetitious, but of textbook proportions and design, advancing some important 

ideas on the labour theory of value. More importantly for this history, 

Thompson explores many of the complex ambiguities of group identity and group 

conflict. Even though he overlooks many of the essential properties of competitior 

and thus fails to resolve the underlying issues, his treatment of the theme of 

co-operation is most instructive in the way it illustrates the classic problems 

involved.

Thompson is not opposed to the idea of competition per se. He concedes

some of the "immense advantages of the entire freedom of individual competition, 11
-j 

(p. 366) particularly in regard to the fostering of teohnologioal progress,

productive efficiency, and (under severe conditions of equality), a certain 

justice in the distribution of wealth, What Thompson does most strenuously object 

to is what he calls the "unequal" competition waged by those who possess capital 

against those who do not, a form of competition which he asserts is waged "through 

the tortuous expedients of insecurity," (p. 251). It is a recurrent theme 

throughout his treatise that competition between unequals breeds insecurity*

But Thompson went on to insist that even with an "undeviating

adherence to free competition under equal security," there would be limits to the 

proper scope for "individual" competition beyond which various "evils" would arise 

from such things as ignorance, prejudice, and so on, (pp. }68ff.). So, 

Thompson's ultimate allegiance is to what he calls, rather portentously, "the 

system of Voluntary Equality of Wealth by mutual co-operation." Sinoe Thompson's 

work stands as an illustrative test case for so many other theories in the 

socialist tradition, it will be useful to consider his arguments in some detail.

1Here and in what follows I am citing Thompson from hie Inquiry into the 
Principles of the Distribution of Wealth. London, 1824.
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Thompson begins with a critique of the system of income distribution 

that he thougjit prevailed in 1824. The community is divided into three groups: 

employers as owners of capital, productive labourers, and the community at large 

in the role of consumers. With this rather awkward schema, he proceeds to identify 

three "species of competition," (pp. 246 et seq.). Capitalists, in their search 

for profit, try to suppress competition both between themselves as producers (in 

order to raise prices of consumer goods) and between themselves as employers in 

the market for labour, in order to depress wages* For obscure reasons, he conclude 

that the first endeavour fails on account of "new adventurers" entering the field 

with lower prices, but that capitalists as a whole - in combination with "idle 

consumers" who are the "influential few" - succeed in maintaining high profits 

with low prices by achieving low levels of wages through the third "species" of 

competition, namely, "competition of the labourers with each other." (p. 247).

Of course, Thompson's logical argumentation was quite primitive and 

inadequate, but what matters most is that he still looks upon competition as a 

process which takes place between the members of the same class, not between whole 

classes construed as larger competitive units - and the resulting distribution of 

wealth is interpreted as a violation of the "natural laws" of distribution quite 

simply because the first two species of competition were suppressed (p. 248). At 

moments, Thompson seems to be bordering on the idea of class competition but does 

not quite make this conceptual breakthrough*

How, then, does Thompson interpret the role of competition within his 

own system? First, he calls for the establishment of various "co-operating 

communities" which act as both units of production and as units of consumption, 

that is to say, each community internally organizes its own productive activities 

and decides upon the method of distributing consumer goods amongst its members. 

However, in addition, Thompson recognizes the advantages of specialization and so 

he aleo introduces into hie system the possibility of exchanges of surplus output 

between the various communities. Since he wanted to replace the competitive with 

the co-operative principle of income distribution, two questions immediately 

arise I How is Income distributed amongst members within each community and how
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are exchanges of produce broght about between separate oommunities according to 

Thompson's much advertised principle?

To his credit, Thompson does at least acknowledge the possibility that 

"competition would spring up between communities," and so proceeds to consider 

"popular objections" to the effect that "the establishment of these co-operating 

communities would not root out the principle of competition." (pp. 522-32). But 

Thompson's proffered answer merely begs the central issue. He suggests that any 

such competition between communities would be "altogether banished by mutual 

co-operation" insofar as each community consisted only of one class, laborers, and 

that exchanges between communities would not lead to "under-selling" but would be 

mutually agreed according to the co-operative principle of "a just equivalent of 

labor for labor" (p. 525)* that is, products being exchanged in ratios reflecting 

the labor content of the goods and nothing more.

Obviously, the crucial problem, then, was how to place a measurable 

value upon labor content. Here, Thompson became vague: "If no exact estimate can 

be found, mutual good faith will arrange, to the satisfaction of both parties, the 

apprehended amount of the labor to be exchanged as represented by the commodities.'1 

Thus, as if by the stroke of some magic wand, Thompson believed that "the principle 

of competition, with all its mysteries, falsehoods, and oiroumventings, has been 

banished," (p. 526)! Clearly, Thompson's "mutual good faith" was a fudge for the 

idea of fair competitive bargaining between each community pursuing its own commune 

self-interest. In spite of this, Thompson thought that competition was thereby 

avoided, because "in exchanging, the oommunities are mere laborers, desirous of 

a fair equivalent in labor for what their labor has produced."

In his Inquiry of 1824, Thompson did not broach the other issue, as 

to how the communal income was to be divided amongst each member. In responding 

to Hodgakin's pamphlet of 1825 (discussed immediately below), Thompson was foroed 

to consider this genuine problem which his system posed, and he did so at some

ibid, p. 526, my emphasis added.
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length In a eeoond work in 182? to which I shall turn shortly. But first, two 

other pamphlets merit some attention. Both appeared in the pivotal year of 1825 

and both stand in the tradition of Bicardian socialism: Hodgskin's Labour Defended 

and Gray's Lecture on Human Happiness.

Of these two very energetic pamphlets, Thomas Hodgskin's is written on 

a higher intellectual plane, though the brunt of his attack is directed against 

private property which he construes as a source of unearned income for idlers* 

Hbdgskin does not refer directly to competition at all, and only comes close to 

doing so when he writes of the "contest" between capital and labour, between 

masters and journeymen, and so on. However, Hodgskin did say that there was "no 

principle or rule for dividing the produce of joint labour among the different 

individuals who concur in production," and so he could see no alternative but to 

leave the distribution of income (all of which was to go to labour) to the 

"unfettered judgements of the labourers themselves," that is to say, "the wages of

individual labour would be justly settled by what Dr Smith calls the 'higgling of
o

the market*." Even though Hodgskin defended labour's right to combination, this

final appeal to open market bargaining provoked Thompson's angry outburst of 1827.

In stark contrast to Hodgskin's cool logical argumentation, John Gray's 

Lecture on Human Happiness stands as perhaps the most furious attack upon the 

"system of individual competition" to be found in the English literature. Though 

he opposes private property, too, "COIFETITION" (in very emphatically upper-case 

letters) was Gray's chief villain of the piece. Unfortunately, Gray's theoretical 

inspiration does not quite reach the level of his rhetorical hysteria. Even so, 

his pamphlet carries some significance by its stress on the compelling effects of 

competitive behaviour.

Thus, in the section entitled "Competition: the Limit of Production,"^

Thomas Hodgskin, Iiabour Defended against the Claims of Capital (1825), ed. 
G.D.H. Cole, London, 1922, pp. 21, 100 and 106.

2jLbid. pp. 85-86.

*John Gray, A Lecture on Human Happiness (1825), L.S.E. Reprint, London, 1931 
pp. 59-72.
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Gray draws out the oonfliotual aspects of the case when he regrets the fact that

capital is all too often brou^it into competition with labour rather than "being
 i 

brou^it to aot in conjunction with it." Alluding to the familiar theme of

interdependence, he misses the essential ambivalence of that concept when he 

describes the ̂ division of interests of men" as the "curse" of the human race, 

arguing simply that "TJNITY OP INTEREST" would solve everything. To an unusual 

degree, Gray saw only one side of every argument and hence, while stressing the 

"compelling" and "limiting11 effects of competition, he did not grasp the idea 

that what was compelling for one individual might be freeing for another, and 

that competitive striving expands as well as limits production, in various 

different ways* On the whole, Grayt s theoretical statements seem remarkably naive:-

... demand is limited by competition: abolish IT, and 
demand shall be equal to production though it be increased 
a thousand fold* It is competition, then, and nothing but 
competition, which limits the annual income of the country.^

In all fairness to him it should be added that by 1831, Gray had 

revised his thinking somewhat, as his new book, The Social System, was to show. 

Here, Gray still maintained that all competition for (or with) capital should be 

abolished, but In the sphere of human endeavour in general he admitted that 

competition was "the very spirit of excellence in everything we undertake."*^

The real oil max in the development of frioardian social ism comes with 

William Thompson1 s meandering and improvised pamphlet, Labor Rewarded (1827), which 

was written in answer to Hodgskin's Labour Defended. Thompson took great offense 

to Bbdgskin's compromised version of socialism whereby wages would be settled in 

the open market. Virtually every one of Thompson's 119 pages of text is filled with 

explicit allusions to the compound "evils" of the "System of Individual Competition, 11 

and so only a slight summary of Thompson's many views on the subject oan be given.

1 ibid. p. 61. 

2ibid. p. 67.

*John Gray, The Social System. Edinburgh, 1831, p. 2J2. In fairness to day, I
should add, however, that he did still argue: "I do object to competition in the 
employment of capital," retaining some of his former easelagainst the nrinciple.
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In this rambling essay, Thompson wrote as if -fcMninng Out loud, struggling 

heroically with each new problem as it came to his mind* And problems do abound 

in Thompson's attempt to evade the seemingly all-pervading conceptual net of 

competition*

His tirade consists of a lengthy cataloguing of the "evils" he 

ascribed to "individual competition": inequalities, insecurity, injustice, force 

(i.e. coercion), fraud, opposition, the engendering of the spirit of envy and 

jealousy, and so on* But Thompson*s underlying concern, to which he kept returning 

without being able to solve satisfactorily, was how to abolish and replace this 

principle with some other better alternative whereby labor would receive "the whole 

product of its exertions" and whereby the "greatest sum of happiness" would be 

achieved for all laborers* He tried to list a set of criteria for measuring the 

just reward for labor, including suoh things as "hardship," "real utility," "muscula 

effort," "abundant produce," etc*, and the question as to how these criteria were 

to be applied in practice was raised but not answered* Thompson merely insisted 

that:

    under the system of labor by competition and 
isolated exertion, it is impossible to establish 
any just or beneficient mode of remuneration or 
wages, on any rational principles whatever. 2

Thompson recognized correctly that all competitive striving entails 

some form of coercion or force, but what Thompson failed to recognize is that 

such competitive striving can lead to a resolution of conflicts, that market 

bargaining can lead to mutually acceptable exchanges* Moreover, he failed to 

recognize that in virtually all social contacts, initial differences of opinion 

arise. Hence, he made the false antithesis, by contrasting the so-called 

"isolated exertions" of "individual competition" with his own avowed panacea of 

"mutual co-operation" based on "voluntary agreement" y leading to "united 

exertions* H^ Like most Utopian socialists, then, Thompson tried to "solve" the

William Thompson, Labor Rewarded - The Claims of Labor and Capital Concili­ 
ated*. London, 1827, P- 34«

2ibi4, p. 35-

'ibid, pp. 33-35 » 51, 54 and passim*



problema of social oonfliot by assuming that somehow they could be presumed not 

to eadrfc at the outset! In other words, by instituting the system of oo-operaticsit 

"force" would be removed, all arran£?eiaent8 would be arrived at by "voluntary 

agreement11 and in contrast to the rule of competition, "every man for himself , M 

Thompson axgued that "every man for every man (himself included) is the basis 

of llutual Co-operation." Interpersonal conflicts of interest were merely assumed 

not to exist! There were, in effect, no problems or decisions to be resolved*

However faithful Thompson remained to his principle of co-operation, 

he was at least candid enough to admit that at each new turn "another host of

difficulties remains*" This becoacs readily apparent in his analysis of labour
pcombinations, an institutional expedient that he found unacceptable. Here,

Thompson was on the verge of enunciating the problem of competitive grouping; for,

each combination (or group of united labourers) would inevitably find themselves
combination of labourers 

in opposition to some other/in their search for higher wages, but unfortunately

this thematic point did not lead bin to any clear conclusions*

Before leaving Thompson, I should add that his pamphlet re-inf oroed 

the trend towards confusing competition (understood as a behavioural process) with 

the so-called "System of Competition" uhich comprised such conceptually distant 

ideas as the institutions of private property and legal inheritance* And, 

strangely enough* his choice of terminology strengthens the hold of the classical 

concept of competition as an "individualized" phenomenon, in spite of his many 

remarks on labour combinations and their competitive relationships.

The few short years, 1024 to 1327* saw the most vital contributions of 

Rioardian Socialism to the debate on economic theory* To my knowledge, the

socialist literature of the 1830s offered nothing markedly new or original to the 

subject of competition* Two works of this decade merit brief mention. The 

aiwnyiaous Priao Itosav on the Comparative Merits of Competition and Co-opera^pn 

( 185-0 offers sooo intelligent consent upon the respective merits and shortoooingB

1ibid* pp. 18f 52 and 33. 

75
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of competition In its opening pages, wherein many of the dualities are nicely 

sketched. However, this writer eventually succumbs to the principle of

co-operation, ififliHng of it the same Tdntl of false panacea that Thompson had done 

years before.

Finally , J. F. Brayf s treatise, Labour's Wrongs and Labour's Remedy 

(1839), is a closely reasoned account of the labour theory of value and its many 

theoretical implications. For Bray, competition was an "ever-active and ever- 

warring principle" which was "perpetually bringing individuals and classes into 

hostile collision," but only under the "present system."2 IJhfortunately, when 

Bray came to his preferred alternative of a "perfect union of interests and 

reciprocity of benefits," he ducked the issue as to how this Utopia was to be 

realized, merely saying that it would be "useless to enter into minute details 

of what could and should be done under a new social system such as that under 

consideration. "

This is a fitting note to end the sketch of the socialist critique, 

since the socialist reaction never got much past criticising. While its negative 

response to classicism did serve to bring out characteristics and potentialities 

in the idea of competition that hitherto had been ignored or glossed over, the 

socialists failed in their challenge because they could not identify an alternative,

At the same time, classical theorists were beginning to feel the force 

of the socialist attack by the mid-1820s. By 1819, Torrens could peremptorily 

dismiss Robert Owen's views, but by 1826 J.R. McCulloch felt obliged to answer 

to the claims of socialist writers and activists in response to the wave of labour

Anonymous, A Prize Essay on the Comparative Merits of Competition and 
Co-operation as the Best Principle for the Basis of Society. London, 1834.

p 
J.P. Bray, Labour's Wrongs and Labour's Remedy. Leeds, 1839, pp. 119 and 122.

^ibid. pp. 118 and 161.

« Owen's Plans for Relieving the National Distress," Minburgn Beviev. 
Vol. XXXII, Oct. 1819, PP. 453-77-
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oofflbinations and strikes of 1824 and 1825. Thia he did in the form of a lengthy 

treatise, his Essay on the Circumstances vhioh De-fc«vmHiv» the Bate of Wages (1826). 

MoCulloch1 s Essay is an important work "because it shows for the first time how 

classical theory was being forced into awkward comers. No longer on the offensive, 

it was being adapted into a defensive posture.

McCullochf s analysis of combinations is based mainly upon Adam Smith's 

work, but to this he added one other essential ingredient, Malthus's principle of 

population* Like Smith, McCulloch opposed monopolies and exclusive privileges as 

the "suspension" of the principle of free competition, whereas he judged that

"peaceful and voluntary combinations" amongst workmen were a natural outcome of
 j 

"fair and free competition." The worker's right to combine was parallel to the

capitalist's ri£#it to invest in a corporate venture with other capitalists; indeed, 

McCulloch even argued that where wages had been "unduly depressed" such combinations

of workers for purposes of wage-bargaining were "the only means" whereby workers
o 

migit do themselves justice.

With these propositions in mind, it might seem that McCulloch had given 

a role to competition in his account of primary income distribution, that is, since 

labour combinations could influence the level of wages relative to the level of 

profits. But the theoretical implications are far more complicated than this 

Initial sketch might first lead one to believe. Though McCulloch's full text does 

not leave the matter perfectly clear and unambiguous, we can clarify much of his 

reasoning by some judicious interpreting of his arguments.

MoCulloch makes what turns out to be a crucial distinction between 

"fair" competition, or "unfettered" competition (in which workmen do not try to 

"forcibly prevent others from working") and what we might call "unfair" competition, 

though MoCulloch himself does not use the adjective "unfair" but speaks instead 

of  Violent" end "illegal" means to restrict the supply of labour. To see why this

J.E. MoCullooh, An Essay on the Circumstances which Determine the Hate of 
Vages and the Condition of the Labouring Classes. Edinburgh. 1826 T -np.

2ibid. p. 188.
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difltinotlon is crucial, we must examine MbCulloch's simplified theory of primary 

Income distribution (in which rent, land, and diminishing returns are left out of 

the picture for convenience). Average levels of wages and profits are determined 

in the long run by the "ratio" between capital and population, where capital ifl 

understood as a "fund" to be advanced to support labourers and hence treated as 

the demand variable for labour, and population is taken as the proximate measure 

of the supply of labour*

To derive from this ratio the respective levels of wages and profits, 

MoCulloch drew upon the old idea of "subsistence* as the minimum possible level of 

wages capable of supporting a given level of population. With the principle of 

population acting over the long run, this minimum level also became the marl mum 

level of wages as well, and hence the "natural11 or long-run equilibrium rate* When 

total subsistence wages were subtracted from total produce, what was left was 

total profit distributed amongst capitalists at the "natural" (also "common or
 4

ordinary") rate*

From this account, it would seem that in MoCullooh's simplified version 

of Elcardian theory, primary income distribution was still determined solely by 

"natural" constraints and that competition served merely to ensure equality in 

secondary distribution of profits amongst capitalists and wages amongst workers* 

Competition merely leads to a stable long-run equilibrium result which is 

essentially determined by such things as subsistence, population size and growth 

as well as productivity of labour and capital.

However, MoCulloch argued that "violent" and "illegal" methods oould 

obstruct this result, but only (according to McCulloch) in the short run* Any 

attempt to maintain either wages or profits above or below their natural levels 

would be futile in the long run, since these efforts would inevitably entail other 

adjustments through the population mechanism. "Unfair" competition is not only 

unjust but can result only in short-run disruption* "It is the extreme of ignorance 

and folly," he writes, "to suppose that any combination can have the effect to

1 lbld* pp. 112, 187, and 205*
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maintaln wages at an artificial elevation."

If v/e interpret MoCullooh unsympathetioally, then, what he seems to be 

eaying leads to a curious dilemma: If no combination - fair or unfair - to alter 

the wage level above the natural rate in the long run can succeed, then why was it 

necessary to have any form of competition, any form of active pursuit of self- 

Interest 9 whether it be isolated or concerted with others, if the long-run result 

is Inevitable in any case? The exercise of free will seems to be pointless when 

human behaviour is totally determined by "natural" constraints*

A more sympathetic interpretation mi^at be to say that McCulloch 

believed that only through "fair" competition could a long-run stable equilibrium 

be achieved, and with "unfair" competition, instability would ensue. Whichever waj 

ve choose to interpret MoCullooh's case, the important fact remains: McCulloch 

built his argument upon the fundamental distinction between "fair11 and "unfair11 

forms of competitive pursuit of self-interest, though he may not have been aware 

of the degree of importance of this distinction. As well, McCullooh left open the 

possibility that not all forms of competition are "individualized" in teams of

competitive grouping.

2 Though he had been writing on economic subjects as early as 1816,

HoCullocht s major theoretioal works began to appear only after the death of 

Hioaxdo, that is to say, by 1824, at the tail-end of the classical decade; and 

already by 1826 his Essay on wages represented an early aign of the classical 

counter-reaction against the socialist attack. But that counter-reaction was slow 

to Bet in, and the field was generally open to a wide variety of critics of 

classicism through the remainder of the 1820s and into the early 1930s. While the 

socialist storm raged during the first five years or so, there was little if any

1 ibid. p. 204-
o
Items are listed from 1816 onwards by D.P. O'Brien in his immense biblio­ 

graphy of McCulloch1 s writings (j.H. MioCulloch: A Study in Classical Economics. 
London I Geo. Alien & Unwin, 1970J-
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1 active defense of the principle of competition by prominent classical theorists.

It was only by 1832 or 1833 that the first discernible signs of a 

revival in classical theory are to be found. .And, we may gauge the degree to which 

the critical onslaught upon competition had been received by noting that McCullooh

dropped hie references to the "constantly acting principle of competition" in the
2 2nd edition of his PrincipleB. Before turning to the classical revival of the

1830s, we should bear in mt«d that alongside the socialist writings, there were 

other currents of thought througiout the latter half of the 1820s and early 1830s. 

For example, Samuel Bailey's Critioa^ Dissertation on Value (1825) had given rise 

to a large number of "anti-tfticardian" treatises on value theory and surveys upon 

that subject. Bailey had nothing special to say about competition itself, save 

that he stressed the importance of variations in market structure and behaviour 

upon the formation of values and prices, thereby swinging the emphasis away from 

Bioardo's approach back towards Malthus's. Yet, the ensuing literature on value 

theory contained very little comment upon competitive themes, and even though 

the specific features of Bioardo's value theory were critically re-examined, it

Hioardo had died in 1823* James Mill published nothing of consequence on 
economics after the 3rd edition of his Elements (1826). The youthful John Stuart 
Hill published nothing on economics after 1825 until the 1840s. Malthus confined 
himself to quiet topics in value theory (.The Measure of Value. 1823, sad Definitions 
in Political Eoonomy. 1827). Torrens re-issued enlarged versions of his Baaav on 
the External Corn Trade (1815) in 1826 and 182?, adding a short appendix on the 
subject of combinations in the 5th ed. of 1829, subsequently expanded into his 
full-length essay On Wages and Combination (1834). One important new figure, Nassau < 
Senior, was lecturing at Oxford from 1826 to 18^0, and much of this lecture material 
was subsequently incorporated in his Outline of the Science of Political Economy 
(1836), a work which contains very little direc* and explicit reference to 
competition, In addition, he published several small pamphlets and lectures during 
the period from 1827 to 1830 (see his Selected Writings on Economics. A Vol»?qft of 
Pamphlets. 1827-1852. New York: A.M. Kelley, 1966), in which the subject of 
competition is not directly broached.

2Compare the first edition of McCulloohf s Principles of Political Economy.
Edinburgh, 1825, P- 24^ with the second edition of 1830, p. 295 where the "constantly 
acting principle of competition" is revised to read "the leading or constant 
principles with respect to value."

^During the latter 1820s, these were mainly directed against Ricaxdo's theory 
of rent (for example, T.P. Thompson's The True Theory of Rent. 1826) but they grew 
more wide-ranging and systematic: Samuel Read's Political Economy. Edinburgh, 1829; 
C.F. Cotterill's v-Ytani nation of the Doctrines of Value. London, 1831; and John 
Cazenove's Outlines of Political Economy. London, 1832, to name but a few.
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is equally true to say that Bicardo's abstract style of analysis was still being 

employed lay many.

Another group of writers displayed what might be called a conservative 

reaction to classical theory, being neither socialist nor liberal nor even truly 

mercantilist in their commitments, but critics of classical competition all the 

same. For example, T.R. Frtmunds's Practical. Moral and Political Economy (1828) 

advances the bold assertion that "the chief obstacle to divisions of labour is 

the much vaunted principle of private or Individual competition." Adam Smith* s 

Study of the division of labour, limited by the "extent of the market," was such 

as to suggest that division of labour led to a perpetual fragmenting of productive 

activity into increasingly specialised small-scale units co-ordinated by market 

exchange, instead of leading to larger productive units co-ordinating separate 

"but sequential steps in production "under one roof" by so-called vertical 

integration. Hence, "individualized" competition was not replaced by competition 

between larger competitive units, as technology progressed with expanding markets.

Edmunds challenged this view of things by arguing that efficiency 

depended as much upon gcale of production as upon choice of technology. He refers 

to the "well-known fact" that "a large capital always yields a higher rate of

profit than a smaller capital employed in the same trade" because it is "more than
o 

proportionally powerful." Thus, for increasing efficiency it was necessary to

have a "collecting together of the capitals of many individuals" into joint stock 

companies, and as a result he felt that the "principle of private competition" was 

"injurious" to the whole community in that it held back the rationalization of 

industry into the most efficient units of production.

T.B. Edmunds, Practical. Moral and Political Economy. London, 1828, p. 72, his 
emphasis.

2ibid. pp. 78 and 80. 

P. 75.
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Eaving nioely enunciated the idea of increasing returns to scale, 

called f or the "most perfect freedom of action" not for individuals but

for companies. Unfortunately, Edmunds 's treatise was otherwise not especially 

distinguished, and his study of economies of scale had noi visible impact upon 

subsequent thought about the nature of economic competition.

Edward Cayley, in his pamphlet on Corn* Trade. Wages and Rent (1826), 

typifies the growing conservative reaction against the movement for free trade in 

grain. Though most of his references to competition are incidental, he does 

nevertheless reveal a faint return to the mercantilist attitude towards the "mad 

struggle of competition," the "mad competition of money to find profitable invest­ 

ment," and the problems of international, trade, wherein he thought *a limit must

be attached to the principle of competition." However, both this and his later

2treatise, On Commercial Economy (1830), display little theoretical skill. Much

the same could be said of William Atklnson's The Reason for Protecting Home Trade. 

or the Principle of gree Trade Refuted (1833) and his various other published works. 

His slightly bizarre style of reasoning, founded on a rather mystical "law of 

PROPORTION," is of interest mainly because it pits the principle of "co-operation, 

oo-aotion, or conjunction" against the opposing principle of competition or 

"oonfliotion" - the latter being, in Atkinson's mind, very definitely a bad thing*

On the whole, the conservative reaction led nowhere, theoretically 

speaking, because those who adopted this attitude were generally not interested in, 

or skilled at, elaborating theoretical systems, however suggestive they may have 

been on matters of detail of a practical nature. The scientific attitude towards

Nassau Senior may well have done so before Edmunds. I have not consulted the 
MBS. of Senior's Oxford lectures, but according to M. Bowley (see her Bibliography 
of Senior's work in Nassau Senior and Classical Economics. London, 1937)» the 
portions of Senior's Outline C1836) dealing with production costs and increasing 
returns to scale in manufacturing (pp. 95-102) derived from his tttrd course of 
lectures delivered in 1828-29.

Cayley' s position in Corn. Trade. Wages and Rent. London, 1826, was elaborated 
upon at greater length in his treatise, On Commercial Economy. London, 1830. For 
his comments on competition, see that latter especially, pp. 63, 189» 194 and 240.

addition to his The Reason for Protecting Home Trade. London, 18^3, see 
also Atkinson's The State of the Science of Political Economy Investigated. London. 
1838, and his Principles of Political Economy. London. 1840 (especially pp. I63ff.)
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the study of economics had "been ushered in, during the 18th century, with the 

philosophical outlook on human affairs, and the concept of free

competition had provided the much needed sense of order in human affairs whereby 

that scientific study seemed feasible* It is not surprising then that the renewal 

of a scientific Interest in economics in the 1630s came as a parallel development 

with the revival of liberal thinking, though these did not always march happily 

together, hand in hand. The most extravagant re-affirming of faith in classical 

oompetition came from a Sagt M.P. , G.P. Scrope, an ardent advocate of free trade 

and social reform, as much opposed to Malthusian population theory as to Owenite 

policies for co-operation* From this unusual blend came the least restrained 

passages of appeal to the classical concept of competition, and at times Scrope 

eeemed almost to be caricaturing the idea, as when he wrote in all seriousness :-

... Competition is the soul of industry, the animating 
spirit of production, the ever-present, all-pervading elastic 
principle, which like the power of gravitation on the 
atmosphere and ocean fills every vacuum in the market of 
exchanges*

However, the 1830s were generally not a period when grand principles 

were proclaimed and grand syntheses written. Instead, the mood of the period was 

exploratory, and Nassau Senior's Outline of Political Economy (1836) best

Illustrates the continuing interest in competition as an abstract scientific

2 principle in the style of Rioardo's earlier work. Senior never foousses his

attention upon competition for its own sake, but in a few remarks he captures the 

essence of the hypothetical approach to competition as an abstract ideal in the 

analysis of value. He states that if free oompetition is to be "perfect" in its 

operation, then there must be no "disturbing causes" and "full information" is 

necessary, adding that "it is obvious that these suppositions have no resemblance

G. Poulett Scrope, Principles of Political Economy. 1st ed., London, 1833, 
p. 200.

TiJassau Senior's Outline of the Science of Political Economy. London, 1836, 
first appeared in the Encyclopedia Metro-poll tana (in 1856) but was drawn from his 
lectures delivered at Oxford (1826-30), and passed through six editions (to 1872) 
with very minor changes* I am citing from the edition London: Geo* Alien £ Unwin, 
1938.
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to the truth." But Senior goes on to justify his hypothesis as follows: "we

do not mean to state that any such commodities exist, "but that if they did exist,

2 such would be the laws by which their price would be regulated." Here, Seniors

phraseology follows very closely that of Rioardo's competitive postulateJ "when 

competition operates without constraint."

There would be little point in continuing this discussion of the 

literature of the 1830s. I have found nothing vitally new throughout the great 

numbers of treatises written and published over this decade, that is, in regard 

to competitive topics. Of course, the period was very alive to new ideas, both in 

England and elsewhere. Aside from such names as Senior, Longfield, Cournot, Thtinen, 

Hossi, and the elder V/alras - all of whom showed considerable flair in analysis - 

one could also mention V.F. Lloyd's casual enunciation of marginal unitility in his 

Iteoture on the Notion of Value (1834), fcut alas, no new doctrines emerged at this 

time (Cournot, of course* being re-discovered later in the 1860s), "By the 1840s, 

economic thought had become rather stagnant again.

3* Reactions on the Continent

In France, the negative reaction to classical theory came sooner, but 

took longer to grow into a concerted attack. Socialism in Prance only began to 

accelerate lay the late 1830s, just as its counterpart in England was losing its
 it'':'.; ,' '."' '...  

momentum. 2hrougho\\t the 1840s, the various proponents of socialism in France 

waged war upon classicism at a feverish pitch, reaching a tremendous climax 

around 1848 and dying down rather suddenly after the revolutionary events of that
""! .' * ',/'.*'!  '   '

year.

Critics generally respond to those features of an intellectual system 

which their opponents have themselves highlighted. Hence, in £ngland  ooialist 

theorists tried to adapt Smith's labour theory of value to question the view that 

competition was equalising in tendency. In France, the emphasis was different. As

1 ibid. p. 102 (ed. 1938).

2ibid. p. 114.
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the leading classical proponent, J.3. Say had put great store in the automatically 

self-equilibrating tendencies of open market competition. The focus had been on 

dynamic stability rather than on the precise character of economic equilibrium 

itself. Inevitably, then, critics of classical theory in Prance depicted the 

faults of competition in terms of its de-stabilizing or chaotic tendencies. In 

both France and Great Britain, where competition had been associated with freedom 

or "liberte"," reactions to classicism generally amplified all the confliotual 

and compelling or coercive possibilities inherent in the notion of competitive 

interdependence.

Since most of this literature is of a highly rhetorical and emotional 

nature, and is seldom closely reasoned, it will be sufficient to scan the horizon 

rather hastily, citing a few prominent people and the key phrases they employed.

Charles Fourier was quite possibly the first to send out negative 

waves when, in his Theorie dee Quatre Mouvements (1808), he made some angry but 

passing allusions to "la concurrence anarchique" and to "la frenesie de 

concurrence, 11 allusions to the de-stabilising potential in competition. He did 

not draw sny sharply delineated conclusions, and by 1822 his next major work, 

gheorie de 1*Unite* Universelle. merely pitted "la vraie concurrence" against "la 

fausse concurrence" in such a wa;r that there seemed to be at least some redeeming 

virtues in the concept   However, out of his bizarre speculations I could find 

little of substantive interest beyond a few brief epithets he carelessly tossed 

about, such as the contrast between "la concurrence INSOLIDAIBE, MENSONGERE.
*   V

CCHELICATIVE, 11 and "la concurrence SOLIDAIEE, 7EEIDIQUE, BEDUCTIVE."2

Fourier's only notable follower in the years to come was Victor

Considerant. The latter1 s La Destine'e aociale (1834) remained faithful to Fourier1 s 

strange terminology and train of thought, but it lacks any significant comment upon 

competition. Considerant's later work, Principes du Sooialisme (1847), returns to

Charles Fourier, Theorie des Quatre Mouvemens et des Destineee Glnerales. 
"a Leipzig" (i.e. really Lyons). 1808. pp. 311-66

Courier, Theorie de 1'Unit I Uhiverselle (1822), from QEuvres Completes de Ch. 
Fourier, in 6 vols., Paris, 1841-48 f Vol. II, pp. xi-xii.



-154-

a more conventional mould and merely expresses ideas upon the compelling and 

chaotic properties of competition which other writers had alraady made very 

familiar by the early 1840s.

.Another prominent personnage amongst the first generation of critics 

was Saint-Simon whose numerous writings ranged over a wide field. Like Robert Owen, 

Saint-Simon's penohant for religious mysticism seems to have precluded any negative 

rantings against the competitive principle. Throughout his lengthy OBuvres. the idea 

is scarcely to be found, though shortly after his death, one of his many avid 

followers, Saint-Amand Bazard, made his disapproval of the classical principle 

quite emphatic throughout his lengthy summary of La Doctrine saint-simonienne 

(1826-28). 1

In spite of the ferocity of the socialist barrage upon the classical 

citadel, the most threatening gesture came not from a socialist but from a 

first-generation liberal turned conservative 2 J.C.L. Simonde de Sismondi. In his 

Houveaux Prinoipeg d'Economie Politique (1819), Sismondi did not delve very far 

into the precise logic of market dynnnics, only about as far as did J.B. Say with 

hie Law of Markets. Merely matching assertion with counter-assertion, Sismondi 

saw in the introduction of new machinery the source of all economic difficulties: 

unemployment, over-production leading to slackening demand and under-consumption. 

But whereas J.B. Say had appealed very little to "la concurrence" in enunciating 

his "th£orie des debouches J Sismondi nov held that principle out as "un des
o

axiom&s sur lesquels on a le plus insiste en economie politique." Rather than 

advocating social revolution, Sismondi called for government intervention,

entitling one of Ms chapters: "Comment le gouvernement doit proteger la population
~< 

centre les effete de la concurrence. 11 ^ As a nobleman who had formerly spoken out

in favour of Mam Smith's system of natural liberty, Sismondi commanded wider

This was included in QjBuvres dc Saint-Simon et d'&ifantin. 2nd ed., 47 vols. 
Paris, 1865-78, Vols. XLI and XLII (1877). '

o 
Sismondi, Uouveaux Prinoipes d'^oonomie Politiaue. 2 vols., Paris, 1819 t Vol.

I» P- 37Q- See also Vol. I, p. ^ ol the new edition by G. Sotiroff, Paris, 1951.

Book VII, oh. VII, Vol. II, pp. 335-44 of 1819 ed., pp. 225-32 of 1951 ed,
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attention from classical writers (among whom were none other than J.B. Say and 

David ftioardo) than did a host of other lesser figures on the intellectual land­ 

scape*

Sismondi was supported by no active followers in the literary arena, 

but his Mouveaux Principe a did acquire some currency, appearing in a second edition 

by 1827* The sense of unease 'that his work created can be seen in the various 

lectures given by J.A. Blanqui and ?. Eossi at the College de France in Paris 

during the 1850s. Both men were basically liberal in sentiment and, while 

retaining competition as an analytical concept, both nevertheless felt obliged to 

enter some qualifications regarding its application to practical affairs. This 

tendency is even more pronounced in the course of lectures given by Michel Chevalier 

during the 1840s. To appreciate the restraint Chevalier showed, we must first 

return to developments in the socialist movement.

We can gain some impression of the hysterical fury that this movement 

had managed to produce by the late 1G30s by examining Louis Blanc's stupendous

tirade, LiQimiflisation du Travail   which had appeared initially in a serialised

2 form in 1839 and went through numerous published editions from 1841 onwards.

Now, Blanc was on the whole a sane individual, and so his manner of expression is 

a barometer of the times. For him, competition - like money - was the root of all 

evil, a "principle of tyranny," a "cowardly and brutal" principle which created 

"prodigious confusion." One chapter is entitled: "La Concurrence est pour le 

Peuplc un Systems d 1 Extermination."^ To counter this ultimately malevolent force, 

Blanc advocated a rather vague form of centralized control and direction over 

economic activities, but his analysis is so superficial that one cannot even begin

See J.A, Blanqui, Coura d'^conoaie industrielle. 3 vols., Paris, 1837-39, and 
M, Pellogrino Boeai, Coure d'Eoonomie Politiaue. Bruxellee, 1840. EosBi's abstract 
approach, like Senior's, is to bo noted on p. £fe j<63,fvl.

unfortunately, the earliest version I have been able to consult is the ?nfl 
ed. of 184^, so I cannot properly assess Blanc *s originality on some points of 
detail, such as on his claim as to the self -exterminating character of competition.

(2nd. ed., 1845), pp. 7-57   The .riagliah phrases are drawn from the 
translation of 1848 (The Organization of Labour. London, 1848, pp. 25, 59 and 29).
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to look for any alternative principle in his work which would grapple with the 

issues of conflict resolution. Like so much of the ideological literature of 

both sides of the great battle, Blanc's efforts generated more heat than light.

Almost, but not quite, the same judgement can be handed down for the 

most powerful intellects drawn into the socialist current of the 1340s, namely, 

Karl Marx and Pierre-Joseph Proudhon. In his first major work, Qu'est-oe que la 

Propriete? (1840), Proudhon did not broach the subject of competition directly, 

though he was already characterising "liberte" as "anarohie." However, in a 

second book, Systemee des Contradictions EoonomiQues (1846), Proudhon advanced 

the argument that competition was a self-defeating, self-destroying process in 

which there were an increasing number of victims and an decreasing number of 

survivors: "N'est-il pas evident, d'une evidence immediate et intuitive, que la 

Concurrence Detroit la Concurrence?" he wrote dramatically. This claim seemed 

to fit the circumstances of the day, in a rather loose fashion, in that the rapid 

rise of bankruptcies and foreclosures of the 1840s only added to the already 

apparent tendency towards industrial concentration into large financial and 

productive units - but in truth Proudhon's assertion only called for a better 

understanding of what economic competition consisted in, by way of competitive 

units and typ^s of competitive interaction.

In the heated intellectual atmosphere of the 1840s, this type of coolly 

articulated analysis was not forthcoming, either in Proudhon's own writings or in 

those critical replies that were addressed to his work. With his anarchist 

philosophy, Proudhon was satisfied to say that competition could never be
o

eliminated and so had to be perfected under different institutional arrangements.

P.-J. Proudhon, Systeme des Contradictions ttconomiquee. ou Philosophic de la 
MiseTe (1846), from OEuvres Completes de P.-J. Proudhon. eds. C. Bougie and H. 
Moysset, Paris, 1923, Vol. I, p. 209. Unfortunately, my knowledge of the French 
literature of this period is too limited for me to say whether or not Proudhon 
was first to advance this argument. Quite likely, the huge periodical literature 
of the period brought this theme forward before 1846. For example, Blano refers 
to a related idea casually, as if it were already currently fashionable.

T?his is a general impression gleaned from several of Proudhon's later works,
it is supported by A. Hitter's commentary, The Political Thought of Pi:-rre- 

Joseph Proudhon. Princeton: University Press, 1969, pp. 122-24.
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Proudhon's Contradictions brou^it fortli Karl Marx's scathingly sarcastic retort, 

La Mloere de la Philosophic (1847) , in which Marx scoffed at Proudho^s method of 

applying the Hegelian dialectic.

In this, his first book on economics, Marx was straining to score 

clever and witty points against Proudhon on matters pertaining to methodology. Tho 

fact remains that in substance Marx did not challenge Proudhon's underlying case 

as to the solf-contradictory nature of competition. In various other articles, 

pamphlets and books written alone or jointly with Sngels during the 1840s, I-Jarx 

brings to the subject of competition nothing especially unusual. All that need be 

said here is that Itax's writings at this stage were far more replete with angry 

allusions to competition than were hie later and more mature productions of the 

1850s and 1360s when he turned his attention to the subject of value theory and 

had rather less to say about market behaviour as such.

It -was against this general background of ideological fervour in the 

1840s that otherv/ise liberally minded men like Michel Chevalier began to entertain 

genuino doubts about the much alleged social benefits of the competitive principle* 

In his first course of lectures, delivered during 1841 -43 1 Chevalier upheld the

virtues of libei-ty but felt obliged to open his remarks with a firm note of

p 
qualification regarding Hla concurrence illimite"." In following up this idea,

ho entered upon a lengthy and detailed factual survey on the various forms of

I have perused a fair selection of the early MSS and publications of Marx 
and Itagels, though during the past few years the stream of new material seems to 
have been endless. In addition to Marx's La Misere de la Philosophic, the most 
relevant items are their joint imblications . Die deutsche Ideologic (written in 
1345-46, first published 1932, English translation, London: Lawrence & Wishart, 
196f>, selections) and "Lohnarbeit und Ilapital , " from the Heue Bheinische Zeituire 
(lC49)i translated as "Wages, Labour and Capital," in Marx and Kngels, Selected 
Works* 2 vols., Hoscow, 19&2, Vol. II, pp. 74-97- Their Communist Manifesto 
contains but one single reference to competition. The various references to 
competition in The German Ideology arc suggestive but do not add up to any clearly 
dej ined position. This early material (like the later productions of the 1850s 
and 1860e) is quite lacking in interest or originality. Lngels 1 own Die Lage der 
tyjx.Vbendon Klaese in EnglaBd, Leipzig, 1845» is filled with some typically 
virulent comment upon competition and to judge by this work, one imagines that 
i&gels was in large part responsible for much of the competitive phraseology in 
their Joint writings up to 1850. For oome further comment on Marx, see below, 
Chapter VI, section 4«

Lm Chevalier, Cours d'Soonoaie Politique. 3 vols., Paris, 1842-50, Vol. I, 
p. 17-
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government intervention, especially in the spheres of transport and public works, 

which he believed to be examples where the principle of competition had been 

superseded. On the other hand, Chevalier, observed that competition, in all its 

diversity, oould never really be suppressed or completely eliminated from eoonomio

affairs, because it was the inevitable outcome of "personnalite" as well as
4 

"liberte." One clear example Chevalier explored in detail was the possibility

2of competition between public and private enterprises, but Chevalier did not

draw any major conclusions such as would undermine the classical concept*

Chevalier was not alone among the advocates of industrial liberty 

who, during the 1840s, entertained serious reservations about competition, 

reservations which were later dropped or ignored during the counter-reactionary 

decades of the 1850s and 1860s. One could cite such others as Joseph Gamier,
2

Guatav de Molinari and A.E. Cherbulies in this respect, though one must be very 

careful to differentiate the attitude towards "liberte^1 from the attitude towards 

"concurrence" during this period. iDuring the heat of the battle in the late 1840s, 

these two concepts were mildly dissociated from one another, as we can detect by 

the absence of any prominent phraseology of "libre concurrence," a phraseology 

which was to be revived in the 1850s.

However, even at the most severe moments, classical competition had 

its defendants, Dunoyer and Bastiat. Even though these two writers were active 

before 1850, it will be more useful to consider their works in section 5, 

below, where the character of the counter-reaction will be studied.

1 ibid. Vol. II, p. 127.

2ibid. Lessons VI and VII of Vol. II.

There are some interesting comparisons to be made between the literature of 
the late 1840s and that of the 1850s and 1860s. Compare, for example, Joseph 
Garnier's 1st ed. Elements de 1'Economic Politiaue (Paris, 1846) with the 4th ed. 
of 1860; Gustave de Molinari f s Etudes 2teonomiques (Paris, 1846) with his numerous 
writings from the post-1848 period (for example, his Questions D'Eoonomie Politique. 
2 vols., Paris and Bruxelles, 1861); or A.-E. Cherbuliez^s Le Sooialisme. C'Est la 
Barbaric (2nd. ed., Paris, 1848) with his Precis de la Science Eoonomique. 2 vols., 
Paris, 1862.
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In the meantime, a few concluding words should be devoted to trends 

elsewhere than in France and England. The olassioal liberal tradition had been 

founded in these two nations, and we should not be too surprised to find different 

patterns of response in other countries* In view of their rising prominence during 

the latter half of the century, both Germany and the United States call for some 

comment*

In America, the scientific attitude towards (and academic study of) 

economics was slow to gain ground following the emergence of the classical 

tradition in Great Britain* In assimilating the classics during the 1820s and 

1850s, American writers had adopted a rather quietly neutral position regarding 

the normative status of competition, simply because the idea did not bear very 

directly upon any of the most pressing economic debates of the day* Thus, by the 

mid-century, there was no discernible reaction and hence no discernible oounter- 

reaotion to speak of* We can appreciate this fact best by considering that E.G. 

Carey's numerous publications on economics contain little or nothing of direct

relevance to competitive themes, even though Carey is best known for his views on
 j 

economic "harmony." And this general impression is confirmed when we consider

the example of the German-born Priedrich List.

Before emigrating to America, where he lived from 1825 to 1832, List 

had already shown signs of the economic nationalism that he was to advocate on his 

return to Germany. While in America, List wrote his Outlines of American Political 

Economy (182?)» a series of letters on economics in which the few references he

makes to competition are quite incidental, pointing faintly towards his remarks

2 to come later in the 1840s.

As we have seen in a previous chapter, economists in Germany accepted 

the olassioal apparatus of price theory only with much reluctance regarding its

1H.C. Carey, Principles of Social Science. 3 vols., Philadelphia, 1858; also 
hia earlier Principles of Political lioonomy. 3 vols., Philadelphia, 1837-40, and 
his The Past, the Present, and the Future. London, 1848, contain little of interesl 
I have not yet been able to consult his !Qie Harmony of Interests (1850).

Outlines of American Political -Economy (1827) from The Life of Friedrich List. 
ed. M.E. Hirst, London, 1909-
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liberai implications. In general, their reluctance was in regard to the concepts 

of freedom and especially that of individuality. For them, the grouping problem 

was of supreme importance, insofar as they could not take a well-defined and 

well-oo-ordinated national economy for granted. With this problem of national 

identity in mind, List constructed a theoretical account of international trade 

and economic development which stood at odds with the classical liberal doctrine*

In his treatise, Dos nationals System der politischen OkSnomie (1841), 

List advocated freer movement and economic exchange within German principalities, 

but challenged the classical liberal theory of international trade by insisting 

that exchanges between nations of unequal strength tended to aggravate rather than 

eliminate those inequalities. Thue, in a sense, List combined liberal with 

mercantilist doctrines, though, for political reasons he put the balance of his 

case against the so-called "cosmopolitan" system of Mam Smith.

Prior to 1848, socialism was almost non-existent as a concerted 

movement in Germany. The first serious socialist writers it produced - Marx, 

Lassalle and Eodbertus - generally chose targets other than competition against 

which to direct their intellectual hostilities, probably because there had never

been a strong indigenous support of that principle amongst the classical theorists
2 in their own country. On the other hand, List's style of nationalism was

founded in part upon a questioning of the benefits of individualized competition, 

and his theoretical framework, vague and inadequate though it was, proved a very 

attractive alternative for the growing number of historical economists in the 

1840s and 1850s - Khies and Hildebrand in particular - and it is this latter 

group, not the socialists, who represented the most influential opponents to 

classical competition in Germany during the latter half of the 19th century.

Das national System der politischen Okonomie (1844), ed. A. Sommer, Berlin, 
1930, and The National System of Political Economy, tr. S.S. Lloyd, 1885, 
reprinted by A.M. Kelley, New York, 1966.

is best illustrated by K.H. Bau's Lehrbuoh der politieohea Qkonomie. 3 
vole., 1826-37 which became the German "classic" compromise between the older style 
of Cameralism and the newer analytical approach of Mam Smith and liioardo.
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4» John Stuart Mill's Be-Stateiaont of Classicism

It is perhaps coincidental that the very year to witness the sudden 

climax of political unrest on the continent should also produce the new synthesis 

of classical economics which was to stand as the leading textbook on the subject 

for the next twenty years and more.

Since the late 1830s, political economy had been more or less in a 

stagnating state of affairs in £tagland (at least in the theoretical sphere). And 

yet, Just as the initiative seemed to have been regained by French writers up to 

1348, that initiative passed once more across the Channel, and once again, in 

contrast to the French style of extravagant over-statement, the science of 

economics received a more pragmatic and down-to-earth reformulation in the hands 

of an £bgli8hman*

However, we should bear in mind that John Stuart Hill began work on 

his JKcinoiples of Political Economy as early as 1844 and was quite alive to the 

intellectual and political currents then prevailing in Prance when he undertook 

this task. What is so noteworthy - even remarkable - about his performance, and 

especially in regard to the specific themes of competition, is the great diversity 

of viewpoints Mil adopted in an age which had seen so much rigid simplification. 

Mill9 s Principles scans a very wide horizon, reaching across the fields of 

historical and contemporary fact, theoretical concepts, scientific methodology, 

institutional analysis as well as political debate.

In so short a space as I have, it is difficult to do justice to the 

full complexity of his views in any one of these broad categories of speculation. 

Nevertheless, some attempt must be made to cover the full range of his thinking, 

since it is this very comprehensiveness of treatment that gives Mill's textbook 

its unique character and position in the history of economic thought. As an eclectic 

tic, Mill drew from many sources and, on points of detail, had many forerunners, u_: 

it was his very attempt at synthesis that markR Mill's Principles as one of the 

crucial turning points in this history.
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Probably the best known statement Mill ever made on the subject was 

that "only throu^i the principle of competition has political economy any 

pretension to the character of a science." As they appear in his text, Mill 

seemed to have attached no great importance to these words. Indeed, they come 

almost as a throwaway line, as a subordinate clause in a longer sentence of a 

chapter whose very purport was ostensibly to argue that in regulating economic 

affairs competition did not exercise an "unlimited sway," and that another 

"conflicting principle," Custom, was of equally great influence. (See Book II, 

Ch. IV, "Of Competition and Custom.") However, Mill leaves no doubt as to his 

reasons why the character of political economy has any scientific pretensions on 

the strength of the competitive principle.

We can consider his position in terms of a very neat syllogism whose 

elements are drawn from various places throughout the text. His major premise is 

that in the study of economic affairs, "the question of Value is fundamental," 

(p. 436). "Almost every speculation respecting the economical interests of a 

society," he wrote, "implies some theory of value." To this, he added the crucial 

minor premise that only insofar as "values end prices are determined by competition 

alone," could they be "reduced to any assignable law," (p. 440). Mill was careful 

to insist that political economy as a science dealt not with "merely temporary 

truths" but with "permanent and universal laws," (p. 436).

With these premises, Mil went on to give the classic rationale of the 

principle of competition as an heuristic fiction with which to explore end develop 

the calculus of economic logic. His reasoning went as follows:

... So far as rents, profits, wages, prices, are determined 
by competition, lavra may be assigned for them. Assume 
competition to be their exclusive regulator, end principles 
of broad generality and scientific precision may be laid down, 
according to which they will be regulated. The political 
economist justly deems this his proper business: and as an 
abstract or hypothetical science, political economy cannot be 
required to do, and indeed cannot do, anything more. (p. 242).

1Mill, Principles of Political jJoonomy (1848), ed. V. J. Ashley, London, 1909, 
p. 242. Hereafter, I shall cite from Ashley' s edition, all citations being from 
the 1st ed. of 1848 unless otherwise noted.
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This olaasio statement oame as an afterthought, not as a recently 

discovered or newly adopted position, but as an articulation of the scientific 

attitude and appraoch he had learnt from Hioardo, whose competitive postulate for 

value theory he quite consciously repeated as part of the minor premise given above. 

We can see that this rationale was an afterthought, because Mill introduced the 

argument only to make another point: that political economists had generally fallen 

into the habit of exaggerating the effects of competition, treating mere 

"tendencies" all too often as realities (p. 242). Other economists before Mill, 

in particular two economists who shared Hioardo ( s abstract analytical bent, 

Senior and Rossi, had vaguely intimated this scientific interpretation in the 

course of their work, but no one had expressed the case quite so explicitly as 

Hill had done in 1848.

This item alone would have made Hill's Principles something of a 

milestone in the long journey towards the 20th century scientific attitudes, but 

Hill saw in the idea of competition more than just a scientific significance. In 

practical terms, Mill put considerable weight upon the idea that competition was 

an "unfailing test" of productive efficiency, and throughout his many passages on 

this theme of productive efficiency, we can discern at least two vital aspects 

in which competition acts as a source of discipline in sorting out more efficient 

from less efficient arrangBoents ; both as regards managerial efficiency in the

organizing and co-ordinating of productive effort and in the determination of the

2 scale of output. These distinct aspects of efficiency are worth mentioning,

because Mill did make a sharp and definite break with Adam Soith on the subject

of large-scale organization.

 t
Like Senior, Eossi stressed that competition was only nun tendance" (see note 

1 page "i 55 above). I should add here that Mil was very familiar with the French 
literature.

competition as an "unfailing test" of efficiency, see Mill's Principles . 
PP* 134f 1 42t 790, 793 and 932; for its role in selection of personnel for their 
leadership qualities, see pp. 136-40; and for the relationship between scale and 
efficiency, see pp. 134 and 142. As an indication of Mill's influence, mention 
could be made of G.J. Stigler's appeal to Mill as a source of inspiration for his 
so-called "survivor technique" for estimating economies of scale ("The Economies of 
Scale, " Journal of Law and ^oonomics. Vol. I, Oct. 1958), though it must be said 
that Stigler's technique is not sound.
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In contrast to Smith's antipathy to what he had termed vaguely the 

interference of "human institutions," Mill took great pains to elucidate the 

possible advantages and "greater capacity" of "united actions," wherever individual 

effort is "amenable to discipline" and is capable of "adhering to plans concerted 

beforehand" in a "combined undertaking," or, in other words, the advantages of 

oo-ordinated, co-operative endeavour. And, wisely, he recognized that the 

improvements in the "business capacities" of the population as a whole represented 

one of the most reliable indicators of the general progress of society (p. 698).

But when Mill parted company with Mam Smith, describing the latter9 s 

judgements on joint-stock companies as an over-statement of a true principle (p. 140) 

he did not jump to the opposite extreme of praising bigness per Be. In fact, Mill's 

analysis of this issue is a model of cautious indecision, an exercise in balancing 

up various "countervailing considerations" in a field of inquiry which, still in

the 20th century, has not been satisfactorily settled, after mountains of empirical ;
o

evidence have been surveyed*

Mill was not sentimental about the disappearance of inefficient 

email-scale enterprises in the wake of their more efficient bigger brothers 

(p. 136), nor was he entirely convinced of the unmixed blessings of large-scale 

organization and bureaucratic leadership (pp. 790 and 930). And, while he saw in
in

Senior's views about increasing returns to scale* manufacturing a reasonable 

empirical generalization exemplifying a more abstract analytical principle of 

efficiency, he wisely declined to agree with Senior that this "tendency" was an 

"inherent law" setting manufactures apart from agriculture in some universal 

sense (p. 703).

In short, Mill had progressed beyond Adam Smith's treatment of the 

division of labour by recognizing that greater efficiency throu^i increased

a

1Mill, Principles, p. 698.

Slill's discussion ia contained mainly in Book I, ch. IX, "Of Production on 
Large, and Production on a Small Scale."
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speoialization (or sub-division of labours) often required a type of co-ordinating 

not merely through a system of market exchanges but also through what he called, 

vaguely, the "combination of labour11 into larger "units" of production (p. 132); 

yet, he laid down no rigid rules about scale-economies, and in the light of 20th 

century investigations, Mill's caution was warranted.

Thus i Mill had very ably identified the source of profound ambiguities 

that lay deeply rooted in such notions as division of labour, increased efficiency 

through co-operation, combination and scale: but he did not carry these insights 

to their far-reaching conclusions about the indeterminatenese of competitive 

grouping. Mill retained the classical concept of competition, predicting that "for 

a considerable time to come," economists would be concerned chiefly with "a society 

founded on private property and individual competition," (p. 217> from 2nd. ed. of 

1852) as if the unit of this "individual" competition were well-defined.

The ambiguities of competitive grouping and of competitive interdepend­ 

ence led Mill into difficulties when examining the subject of primary income 

distribution. He attached great importance to the idea that whereas the laws of 

production "partake of the character of physical truths" with their "necessary 

conditions," the laws of income distribution were a matter "solely of human 

institutions" or of the "laws and customs of society." (pp. 199-200 and p. 21). 

The irony is that in applying tilt classical theories, Mill drew conclusions which 

on balance seemed to reverse this distinction. Having shown very persuasively that 

productive efficiency is affected by business organization as much as by scale, 

natural resources, and so on, that is to say, by varying social and institutional 

arrangements, Mill proceeded to treat of income distribution in a manner which 

suggested the inevitability of natural constraints. In particular, Mill argued 

with MoCulloch, Torrens and Senior that labour combinations designed to raise wages 

were futile exercises, given the logic of the principle of population and the 

accompanying constraints imposed in the form of the capital/population ratio.

This discussion is to be found mainly in Book II, ohs. XI-XIII.
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Mill has been muoh abused for adopting this dichotomy between

production and distribution as he did; but out of it came, I think^two patterns of 

thou^it which are rather modern. First, Mill's dichotomy lends itself to another 

distinction: that between the "natural" constraints (or "necessities" as he put 

it) of technology, biology, resource endowments, and so on (all taken as "given" 

for some analytical purposes) and the "social" constraints (comprising such things 

as laws, customs, tastes and preferences, or "social arrangements")* And, in this 

two-fold division of constraints which taken together determine an equilibrium, 

the idea of competition is pre-eminently a social constraint, or "the" principal 

social constraint of economic theory*

There are inklings of another modern trend of thought in Mill's text, 

and this trend also points to the fundamental distinctions he drew between the 

productive and the distributive sides to economic affairs* This trend centers 

around Mill's normative attitude towards competition, an attitude that can be 

summed up, very imperfectly, as follows: Whereas Mill certainly defended the 

virtues of competition considered as a source of productive efficiency, he 

nevertheless entertained serious misgivings about competition as a guarantor of 

distributive justice*

That Mill readily and openly acknowledged his doubts concerning the 

shortcomings of competition is undeniable and highly significant. In answer to 

the socialist critique, Mill made it clear that his own defense of the principle 

was based not on a priori grounds but on the pragmatic approach of weighing up the 

various pros and cons:

I do not pretend that there are no inconveniences in 
competition, or that the moral objections urged against 
it by Socialist writers, as a source of jealousy and 
hostility among those engaged in the same occupation, 
are altogether groundless* But if competition has its 
evils, it prevents greater evils.1

Nor did Mill look upon it as a universal or inevitable phenomenon. Hot only did 

he conclude that competition in the economic sphere of life arose at a "compara­ 

tively modern period," (p. 243), there is also the strong hint thAt in his version
m     "

1Mill, Principles, p. 793, added to the 2nd ed. of 1852.
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of the ideal state of the future - the stationary state - the competitive 

"struggling to get on, . .. the trampling, crushing, elbowing, and traading on 

each other's heels" would be absent (p. 748 ) 

Now, from the many Judgements Mill renders throughout his Principles. 

it is an easy task to show that he saw in oompetition a beneficial source of 

productive efficiency; it is far less easy to show that his qualms about that 

concept originated in the sphere of income distribution* The textual evidence is 

indirect but persuasive nonetheless* Hill had made a special point of contrasting 

oompetition and custom (that is, habit or traditional behaviour) as "conflicting 

principles," and it was in this context that he wrote: "Custom is the most 

powerful protector of the weak against the strong," (p. 243)*

With this contrast in mind, Mill gave am able an account of the nature 

of competitive interdependence and ambivalence as one could hope for:

     But though the law of the strongest decides, it is not 
the interest nor in general the practice of the strongest 

. to strain that law to the utmost, and every relaxation of
it has a tendency to become a custom, and every custom a

And, behind this insight lay two others: Between sellers and buyers, there is "an 

opposition of immediate interest" (p. 708), whereas at the same time "conjoint 

action is possible Just in proportion as human beings can rely on each other," 

(p. 110)* Thus, such values as "liberality" and generosity" alone fism "preclude 

taking the utmost advantage of oompetition," (p. 404) because even enlightened 

self-interest dictates that a certain degree of self-restraint be maintained* 

From thdse various comments, one can piece together the underlying implication of 

Mill  a argument: Competition, when unchecked by "customary" restraints, yields 

an unjust distribution of income*

This survey of Mill^s Principles has been wide in its coverage, but 

it scarcely begins to comprehend the many subtleties and applications

p. 793» from the 2nd ed. of 1852.
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of the principle that are to be found throughout his full text* I hope it has 

served to establish three bfcoad impressions: Mill made explicit the hypothetical 

character of competition in its role of scientific principle; he retained the 

classical concept of competition (individualized market exchange) throughout his 

theories of production and distribution; and yet adopted a rather ambivalent 

attitude towards the normative status of the principle, defending it only on 

pragmatic and historically contingent grounds*

To these three generalities, I would like to add another couple of 

conclusions which bear indirectly upon the developing themes of competitive 

doctrine* Marx accused Kill of trying to reconcile the irreconcilable, ascribing 

to his work a "shallow syncretism." There is much force behind Marx's claim only 

insofar as we can find numerous inconsistencies throughout Hill's work, but Marx 

missed the point. Mill was trying - however successfully or unsuccessfully - to 

reconcile re oonc liable s , Marx, on the other hand, tried to turn various real 

tensions, competitively co-existing features of economic life, into quasi-logical 

"contradictions" which could only be "resolved" (if that is the correct term) by 

some ill-defined transformation of thesis and antithesis into synthesis. In other 

words, in place of Mill's pragmatism, Marx held out obscurantism*

Secondly, during the onset of neoclassioism in the 1870s, Mill's 

theoretical structure underwent a rather heavy-handed and severely critical 

working over by Jevons and others, before Marshall set the record straight. Yet, 

the fact remains that the weakest aspect of Mill's Principles is its logical 

rigour* As Blaug has written very tactfully, "the tone of ^o*lill f a/ book subtly

suggests the unimportance of rigorous analysis for its own sake." People like 

Eioardo and Senior had already carried the classical style and verbal techniques 

of analysis (treating of variations in ratios or proportions of tiputs and outputs) 

about as far as they could go without the introduction of explicitly mathematical 

forms of logic. Mill tried conscientiously to carry this tradition forward, but 

his efforts served only to emphasise the growing need for mathematical logic.

M. Blaug, Economic Theory in Retrospect. 2nd ed., London; Heinemann, p. 180.
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At various points, Mill alluded to the possibilities* The relationship 

between supply and demand, he wrote, should be construed not as a ratio but as 

an equation (p. 448), and the cost of labour is Nin the language of mathematics, 

a function of three variables," (p. 420)* The classical achievement was to have 

delineated the essential theoretical categories; the neoclassical achievement was 

to express the classical logic In an explicit mathematical calculus* If Mill's own 

logic of 1848 was deficient in many ways, it can be said with equal validity that 

he had caught a glimpse of things to come and helped restore a sense of orderliness 

and scientific coherence which allowed the neoclassical breakthroughs to occur.

It 10 a measure of Mill's long-run influence that the scientific 

attitude towards competition that he had enunciated In 1848 still constituted a 

consensus view more then a hundred years later*

5* The Counter-reaction

For ten years or so, following 1848, the general run of economic 

thought seems from our vantage point in time to have moved backwards rather than 

forwards* Scientific thought does not flourish in an atmosphere of literary and 

political hysteria* The 1830s, then, is a period when order was being restored* 

Worrisome and repetitious re-assurances about fundamental values gradually gave 

way to a sense of complacency which in turn led to the more adventuresome and 

exploratory thought of the 1860s »

Even though Mill's Principles was soon acknowledged the best statement 

on the subject for this period, the guiding spirit of the counter-seaotion was 

Frederic Bastiat.. whose meteoric literary career lasted only from 1843 to the 

year of his death (1830)* Bastiat was one of those who had spoken up in defense 

of old liberal values during the heat of the crisis - and not afterwards, like 

Chevalier, Gamier, and many others who had waited for the peaceful and subdued 

atmosphere of the 1830s to proclaim their allegiances* Alongside Bastiat, one 

could also name Charles Dunoyer who had been engaged in the battle to defend 

Industrial liberty muoh earlier than Bastiat. Conscientious in the gathering of 

empirical data, Dunoyer lacked the flamboyance of Bastiat and his work never quite
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reached the same prominence as the latter* e.

' In this history, Bastiat*s Tfo-rmoTvies Eoononrtones (1850) oonstitutea 

something of a pinnacle. His strategy was to fight fire with fire, meeting the 

most abusrd of the socialists 1 allegations (such as that competition was a totally 

destructive force) with equally absurd counter-allegations, at times depicting 

competition as the ultimate social panacea, or the "indomitable humanitarian 

force11 and the "most progressive, the most egalitarian, the most universally

leveling of all the laws to which Providence has entrusted the progress of human
p 

society.*1

To be fair, Bastiat did enter the qualifying words, "I do not deny, 

£ recognize and deplore as much as others, the suffering that oompetiton has 

inflicted on men,"* but this cautionary note stands rather insignificantly alone 

amongst his oft-repeated assertions that "in this wonderful mechanism the interplay 

of various aspects of competition, apparently so antagonistic, brings about, as 

its singular and reassuring result , a balance that is favourable to all 

simultanefously  "^ The key word here is "balance, 11 because what is so at fault 

with Bastiat' s judgements is its very,lack of balance. Both he and his most 

inveterate foes were obliged to acknowledge exceptions, pros and cons to their 

case, but when weighing up these pros and cons they both managed to arrive at such 

opposite and distorted results.

As co-editor of Le Censeur Buropeen (Paris, 1817-20) with Chas. Comte, 
iDunoyer had favourably reviewed J.B. Say's Traite in 1817 (also in 1815 in the 
earlier Le Censeur. vol. VII). Ihanoyer's three major works pursued the theme of 
industrial liberty in endless detail: L' Industrie et la Morale. Paris, 1825; 
Nouveau Traite de I'Economie Sooiale. 2 vols., Paris, 1830, and De la Liberte du 
Travail. 3 vols., Paris, 1845. Considering his central theme, Dunoyer had rather 
little to say specifically in regard to competition.

^Bastiat, Economic Harmonies, ed. G.B. de Huszar, London: Van Nostrand, 1964, 
pp. 286-89.

3ifc&. P. 315- 

4ibid. p. 305.
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Thus it was that Bastiat, like Dunoyer before him, had argued himself 

into an awkward corner* By placing their case solely upon the virtues of liberty, 

they ran into difficulties when confronted by the assertion that "free competition" 

was compelling and coercive* Dunoyer hM attempted to surmount this genuine and 

profound dilemma. of liberalism as early as 1825 when, in his L' Industrie et la 

Morale, he argued: "La concurrence, loin de m'empeoher d'agir, me stimule a mieux 

faire*" Yet f even the idea of a stimulus contains coercive as well as motivating 

implications, and the only viable resolution of the liberal dilemma was to avoid 

placing sole emphasis upon the single principle of freedom itself and to recognize 

that certain forms of constraint are socially necessary and desirable. Bastiat, 

Dunoyer, and the counter-reactionaries of the 1850s missed this simple but far- 

reaching truth* The "discipline" of the market, in classical terms, was prime 

facie a form of beneficial constraint ensuring efficiency*

The counter-reactionary attitude was at its most outspoken in France, 

where the ideological battle of the 1340s had been most fiercely waged* One can 

find a few isolated examples of this mood in Germany and America, but generally 

speaking, the intellectual currents in these countries moved over different ground, 

and the idea of competition was still not the heart of any ongoing debate* In 

Great Britain, the counter-reaction was of a far more subdued character, probably 

because Mil's Principles proved so successful in bringing to the study of 

economics a pragmatic and empirical frame of mind*

There were, of course, a few writers who did adopt something of a 

complacent attitude about the inherent virtues of competition, during those years

of afterglow, the 1850s, when the intellectual ferment had quieted down* One
n

oould mention in this respect writers such as Newman, Hickards, and Jennings.

And, it may be worth noting John Stuart Hill's reaction to F.W. Newman1 s Lectures

Dunoyer, L*Indus trie et la Ilorale. 1825, P« 349  

»ee F.W. Ifewman, Lectures on Political Economy. London, 1851; G.K. Rickards, 
Three Lectures. Oxford & London, 1352; and R. Jennings, Natural Elements of 
Political Economy. London, 1855*
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on Political Economy (1851) which he reviewed in the same year of its appearance. 

Just as in his later "Chapters on Socialism," Hill made no concessions to false 

sentiment, insisting that economic problems were far more complex than Newman 

h«4 represented them. "Socialists may be over-confident, 11 Mill wrote, "but they 

are no such fools as Mr. Newman takes them for."

With that thought in mind, what can be said by way of a concluding 

summary of this turbulent period of reactions and counter-reactions, stretching 

as it does over at least three decades and more, from the 1820s to the 1860s? 

Several general conclusions can be drawn.

First, a number of genuine intellectual problems posed by the classical 

concept of competition had been uncovered - problems concerning the definition of 

competitive units, the proof of the alleged equilibrating tendencies, and so on - 

but these problems were not examined to bear as effectively as they might have been, 

because the ideological attack had been conducted altogether on too emotional a 

basis. Opposing sets of values were indiscriminately hurled against one another, 

and there was no possiblity of coherent analysis or effective synthesis \vhen the 

only results forthcoming were exaggerated distortions.

Ihus, the classical concept of competition survived, because the 

socialists were unable to provide any comprehensive alternative. The principle of 

co-opeieation or association - without any account being taken of the manner in 

which conflicts were to be resolved - amounted to mere wishful thinking. On the 

other hand, free and open market competition promised some semblance of order and 

system, whereby individual striving was reconciled with community objectives. The 

strength of this scientific appeal to order and system can be measured by what 

followed in the neoclassical era.

However, the great battle of ideas did have one lingering effect. The 

classical concept of competition stood, but the classical attitude towards that

"Beview of Newman1 s Political Economy," from Westminster fleview. vol. LVI, 
Oct. 1851, cited from Mill's Essays on Lconoaios and Society. Vol. IV of Collected 
Works, ed. J.M. Bobson, University of Toronto Press, 196?, p. 446.



-173-

oonoept was shaken. Mill's defense was conscious and deliberate, based not on £ 

priori reasoning but on pragmatic assessment of empirical evidence* As time passed, 

Kill 1 s ambivalent and highly qualified attitude towards the mixed blessings of 

oompetition became a permanent and recognizable feature of the neoclassical 

tradition, just as did Mill's scientific attitude towards competition as a useful 

hypothesis to be explored, rather than as a larger-than-life symbol to be 

worshipped.
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Chapter V 

THE TRANSITION TO

1. The Nature of the Transition

By the middle or late 1850s , It had become apparent that the bulk 

of classical theory had survived the battering given to it by a generation of 

critics. Yet, by the early 1870s, this same body of theory was proclaimed to 

have been overthrown - for rather different reasons - by men such as W. Stanley 

Jevons and Leon Walras.

In some Important respects, the claims of Jevons and Walras were 

correct* Both Malthusian population theory and Bicardian value theory were to 

disappear from the scene. A more mature historical perspective altered this 

hasty judgement* The earliar classical body of theory had been extended and 

revised, Indeed renewed and revitalized, rather than abandoned or overthrown* 

Bow can this be so? If the value theory had been changed, then it was the very 

idea of competition which preserved the sense of continuity running from classical 

to neoclassical patterns of thought.

Like their forerunners, the theorists of the 1370s still wanted to 

explain the workings of the production of wealth and the distribution of income 

by reference to market exchange, exchange regulated by the competition of buyers 

and sellers* This similarity is so obvious that it can easily be overlooked and 

its importance minimized. Standing one hundred years apart, the two great 

syntheses of Mam Smith and Leon Walras, however different in method and detail, 

are remarkably of the same mind when highlighting the equilibrating and regulating 

tendencies of competitive behaviour.

Given the doubts raised by the battle of ideologies throughout the 

intervening years, this simple but grand similarity between classicism and 

nooolacaicism ought not to be taken for granted* It needs to be explained, for 

the similarity also masks some equally important differences. These differences 

may be classified conveniently into three distinct but inter-connected types,
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oonoezning respectively questions of (1) technique, or methods of reasoning; (2) 

conceptual emphasis; and (3) the "statue" given to the competitive postulate*

The transition from classical to neoclassical modes of thought was 

as much a matter of technique or method as it was of substantive doctrine. Or, 

as some one has once quipped, the so-called "marginal utility revolution" had 

more to do with the adjective than the noun. The concept of the marginal 

relationship and the techniques of the differential calculus marched hand in 

hand together. Jevons not only exaggerated the doctrinal differences between 

himself and Eicardo, he also overlooked the fact that both the marginal revolution 

and the development of mathematical methods were a continuous and natural, if 

much delayed, outgrowth of classical theory, in particular, of the law of diminish­ 

ing returns and the whole conception of looking at the economic problem in terms 

of varying the ratios of inputs and outputs.

What the onset of neoclassicism meant was an intensifying of the 

appeal to the methods of pure logic, in mathematical form, at the expense of 

direct empirical support for theories. But this drift towards abstraction was 

already apparent in the 1830s in the vorks of Senior, Rossi, ThtSnen and others. 

All of thoearly proponents of the mathematical method had insisted that economic 

theory required something more than a mere consensus amongst those who propounded 

it. Theory stood in need of T3roof« a logical or deductive demonstration of its 

inherent validity.

Thus, Cournot never tired of exclaiming that while everybody had a

"vague" idea of the effects of competition, the theory baaed upon that idea had
<l 

to be formulated more precisely and demonstrated more rigourously. In the same

Vein, Dupuit argued In 1861 that the principle of commercial liberty required not 

only "le droit de la force" but also "l^autorite* de la raison."2 The mathematical

Cournot made this same point in all three of his economic treatises! 
Reoherches (1838), p. 88} Prinoipes (1863), p. 106| and Revue S^n^re (1877), P. 172.    

n
Jules Dupuit, "La Liberte Commerciale. Son Principe et Ses Consequences," 

Revue Uurope'enne. Vol. XI, 15 sept. 1860, p. 347. This series of articles (from 
September to October, pp. 347-3QO, 592-623, and 834-858) was published in bool:- 
foua as La Liberte Conff^roiflrle   Paris, 1861.
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approach may have seemed to have burst suddenly upon the scene, in the first few 

years of the 1870s, according to the enthusiastic reports of Jevons and Walras, 

Of course, we know that it had been brewing for a long time, and even amongst the 

practitioners of the established tradition in the 1660s there was a cautious move 

towards an elementary use of algebraic symbol and inference* The grand texts of 

Couroelle-Seneuil and Cherbuliez, building upon Mill's foundations, are noteworthy

examples, and even Karl Marx himself followed their lead through the 1860s,

2 juggling his simple ratios into all sorts of contortions*

However, in what follows, the actual details of the mathematical 

formulation are not of the first order of importance. The proper role of 

mathematical logic in economic thought will be commented upon throughout the 

course of this history, and its intimate relationship with the evolving patterns 

of competitive theory will be indicated. If the neoclassical achievement were to 

be construed simply as the exercise of "translating" the "verbal" logic of 

classicism into a more explicitly mathematical language, then the apparent 

opposition of people like Jevons and Walras towards their classical forerunners 

would now seem rather shallow and lacking in substance. But such is not quite 

the case*

On the one hand, the full-blown appeal to mathematics did not lead to 

a direct "translation11 of the classical concept of competition into its 

mathematically equivalent form, but was accompanied by a number of subtle but

See J.-G. Courcelle-Seneuil, Traite^ Theorique et Pratique des Entreprises 
Industrielles. Commerciales et A^riooles (1854). 2nd ed.. Paria. 18S7 f and also 
Trait<3 Thgorique et Pratique d'Soonomie Politique. 2 vols., Paris, 1858-59, esp. 
Vol« I, pp. 242-58 and 274-75; and A.-E. Cherbuliez, Precis de la Science Eoono- 
mique. 2 vols., Paris, 1862, esp. Vol. I, pp. 208-18. Both writers expressed 
their debt to J.S. Mill and their work is very much an extension of his analysis.

2Marx, Capital! A Critique of Political Economy. Vol. I, Capitalist Production. 
London: Lawrence & Wlshart, 1970. Harx was obviously familiar with some of the 
texts of Courcelle and Cherbuliez (both of whom he cites), and much of his opening 
discussion on value seems to have been written with their terminology and train of 
thought in mind, though of course with rather different conclusions. The algebraic 
contortions through which Marx put his £'s, V's, and £'3 were on about the same 
level of mathematical sophistication as were the Frenchmen's treatment of supply 
and demand, with their A's and B's, or ,0's and D's ("offre et demande").
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genuine shifts in conceptual emphasis. Indeed, we might even say that many of 

these alterations were not so much the incidental accompaniment to the mathematics 

as they were the necessary prerequisites dictated by the very nature of the 

mathematical methods employed*

Thus, the growing tendency to ascribe to competition all sorts of 

"perfect" or "ideal" attributes was less an attempt to uncover the "real" or 

"essential" meaning behind the word than it was to accommodate it to the severe 

requirements of simplicity imposed by a rather simple form of mathematical logic* 

In place of the realistic pictures of competitive behaviour sketched by Cantillon 

and Adam Smith, neoclassical analysts found themselves placing more and more 

reliance upon such things as perfect loaowledge and mobility of resource a, "limit* 

less" numbers of competitors, price uniformity and product homogeneity, as woll as 

nore outrightly mathematical considerations - such as infinite "divisibility" of 

the product - -which on the face of it had nothing to do with the meaning of 

competition.

This search after the "translatable" possibilities inherent in the 

arcane notion of a "perfect" type of competition often led these enthusiastic and 

adventuresome pioneers of the new mathematical method into some rather questionable 

exercises in "abstraction," that is, in their attempt to imagine the unimaginable. 

But we oust try to judge their efforts in a proper historical context. After all, 

they were attempting to make a huge conceptual and methodological leap beyond the 

"verbal" logic of classicism into the more demanding realm of pure logic *

The great classical achievement had been to identify the fiand^acntal 

categories of an economic calculus, based on market exchange: inputs transformed 

into outputs by production organized into combined units of effort, the resulting 

wealth being distributed for purposes of investment and consumption. The classical 

economists had explored these concepts in their semantic subtleties and their 

institutional settings, but they were only groping towards an explicit account of 

the quantitative logic of production and exchange in equilibrium.
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We can best understand why neoclassical theorists found themselves 

in their rather strange exercises of "abstraction" if we accept that their primary 

underlying purpose was to articulate as precisely and rigorously as possible a 

full description of the quantitative nature of equilibrium. However, they were 

perhaps not as aware of this underlying purpose as completely as I have just 

indicated, because throu^i force of habit and the scientific tradition they felt 

that what was needed was not merely a description of equilibrium, but also a

theory about how that equilibrium result was to be achieved. A unique equilibrium

1 result arrived at from a unique set of market circumstances was sought after, and

the classical concept of competition offered the promise of this orderly and 

systematic connection between market circumstance and market result: only, the 

notion of a competitive form of market exchange needed to be "perfected."

In this way, competition served as a connecting link, a source of 

continuity between two traditions. But this common principle also brought with 

it a new sort of dilemma confronting the neoclassical people. For, on the other 

hand, they were troubled by a range of issues concerning the status of the com­ 

petitive postulate. Now, by "status," I mean quite simply the various reasons 

why they - like their classical predecessors - believed this oompetitive postulate 

was of supreme scientific importance. Profound doubts about its status still 

linger on well into the 20th century. Even though the issue was discussed 

critically only by the 20th century, we can trace the origins of this debate back 

to this transitional period from classical to neoclassical modes of thou^it.

Though classicism had survived the ideological warfare of the second 

quarter of the 19th century, it was nevertheless left with eome battle soars. 

Neoclassical theorists were most anxious to render the scientific content of the 

former body of theory more rigorous, but at the same time they showed a growing 

hesitation about giving the oompetitive principle a thoroughgoing prescriptive

•4

The question of uniqueness is confused somewhat, insofar as both partial and 
general equilibrium concepts are involved, since cases such as monopoly also 
offered the hope of unique equilibrium results in the partial or single-market 
sense, but apparently not so in the general equilibrium sense.
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endorsement, that is, as a guide to economic policy. For classical writers, 

living between the 1770s and the 1820s, competition was not only a normative 

principle, but very much an empirical reality. Prior to the 1820s, there had 

been no felt need to speak of the competitive model as an ideal abstraction or 

as a hypothetical case: it was an acceptable empirical generalization.

For several reasons, neoclassical writers from the 1870s onwards could 

no longer adopt this outlooks (1) the mathematical method led them into types 

of abstract conceptual frameworks uhich were growing more and more remote from 

the realitieo of visible, day-to-day, economic behaviour; (2) institutional 

changes in the form of larger units of production made even the previous classical 

nodel seem less directly applicable to contemporary affairs; and (3) following 

upon Mill's re-statement of classicism there were strong lingering doubts about 

the beneficence of the competitive principle, especially in regard to the 

distribution of income.

Why, then, did neoclassical theorists so tenaciously hold on to the 

principle of competition, and on what basis did they argue its scientific status? 

Clearly, they saw in that principle the only promise of a regularity and order 

which could yield *i$ the equilibrium result they were trying to articulate, and 

the criterion of scientific acceptability they increasingly relied upon was that 

of pure reason and the rigour of logical argument, not the force of direct 

empirical evidence.

Once again it is necessary to state that this change of emphasis was 

neither sudden nor especially consciously designed, but came about so slowly as to 

be almost imperceptible to those who carried forward the older patterns of thou^it, 

into their newer forms. To see how this was done, let us turn now to some of the 

more crucial steps along the way.
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2. !Ehe Transition in Great Britain

Traditionally, John Stuart Mill's partial renunciation of the so-called 

Wages Fund Doctrine in 1869, in response to the criticisms of F.D. Longe and U.T, 

Thornton, is taken as the turning-point away from classical towards neoclassical 

theory. Indirectly, much of this debate hinged on the ambiguities of competitive 

grouping and competitive interdependence, with the familiar problem of labour 

combinations at issue in this dispute.

However, the debate over the wages-fund theory never developed 

in such a way as to throw li^it on the subject of competition. In his Refutation

of the Wage-Fund Theory (1866), Longe made known his dislike of classical

2competition, but that is about all we can say of his work, while Thornton himself

seemed not to recognize in labour combinations an alternate form of competitive 

striving and so thus tended to retain the classical concept of individualized 

competition. On the other hand, Thornton1 s "New Theory of Supply and Demand" 

(1866) did strike a near-mortal blow at classical orthodoxy, created a temporary 

panic amongst those who wished to preserve economy theory as a scientific pursuit, 

and ultimately hastened the onset of r-eoclassicism. What did Thornton do?

Quite simply, Thornton questioned the long held (or long implied) view 

that there was some singular and unique market process called "competition" which 

lad to some singular and unique market result called "equilibrium," and thus 

cast doubt upon the law-like character of the great classical principle. Thornton

The key titles are: P.D. Longe. A Refutation of the Wage-Fund Theory of 
Modern Political oJconomy. London, 1866; V/.T. Thornton, "A New Theory of oupply and 
Demand," The Fortnightly Review. Vol. VI, pp. 420-34, 1st Oct. 1866 and "What 
Determines the trice of Labour or Rate of Wages?", ibid. Vol. VII, pp. 551-66, 
1st llay 186?, both substantially reprinted in Thornton^ On Labour. London, 1869, 
and MHlf s reply, "Thornton on Labour and its Claims," The Fortnightly Review, n.s., 
Vol. V, May 1869, PP« 505-518 and June 1869, pp. 680-700. This debate was still 
raging by the late 1870s in the pages of The Fortnightly Review. For Sidgwiok's 
article of 1879, see below, pp. 196-7.

23ave to say that Longe (in his Refutation. 1866, p. 55) put his finger on the 
idea which Cairaes was later to promote under the phrase "non  competing groups. " 
For Cairnos 1 work, see

is a general impression, but see in particular Thornton, On Labour. ^. 8%
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readily granted that "it is alvays competition, and competition alone, which 

determines price, 11 and that competition indirectly reflects the state of supply 

and demand, but - and here was his main point - these relationships between

market price, competition, and supply and demand do not present themselves to us
-i 

"in any uniform or regular manner. 1' In a startlingly frank manner, he wrote:-

Everyone is in the habit of saying, and no doubt 
everyone thinks he knows that price depends on 
supply and demand. Ho doubt, therefore, everyone 
also thinks he knows what supply and demand really 
are, and in what manner it is that they determine 
price.

But, Thornton went on,

... the knowledge which everyone thus supposes himself 
to possess is really possessed by no one, for ... 
firstly, no definitions of supply and demand have ever 
been given which do not require more or less of 
correction or amplification; and ... secondly, no 
definitions of them can be given, consistently with 
which it is possible for them to determine price. ^

Moreover, Thornton was quite undaunted by these, his "conclusions 

inconclusive." "Vague, loose, they must be confessed to be; ascertaining nothing, 

prescribing nothing, leaving almost everything to be settled by individual judge­ 

ment or caprice; yet perhaps not on tnat account the less valuable." For, as he 

put it, "if little can be learnt from them, much may be unlearned." Thornton1 s 

case was against those who were "searching after the unsearchable, seeking for 

some invariable rule for inevitable variations, straining after precision where 

to be precise is necessarily to be wrong." There were no "inexorable," 

"immutable," or "eternal laws" by which market price was "governed," and Thornton 

was in no way discouraged by the thought that "no such despotic laws do or can 

exist."4

Thornton, "A New Theory," OT>. oit.. p. 43% The key portions of his argument 
are made on pp. 429-34*

Thornton, On Labour, p. 43- 

^Thornton, "A New Theory," p. 434« 

4ibid. p. 434-
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To support this unprecedented outlook, Thomton examined in graphic 

detail various specific examples of market bargaining, indicating the innumerable 

possibilities and uncertainties of the process, comparing alternative method* of 

conducting sales (such as the "Dutch" and "lunglish" forms of auction ), and 

emphasizing the vagaries of what were called "supply" and "demand." Much of this 

analysis will now seem unnecessarily obscure, but on the whole '.Thornton succeeded 

in r-ioklniff his point and his work had an enormous impact on economic thinking over 

the next several years.

How, in the pale of history, Thorn-ton1 s name has almost been forgotten. 

At best, he is remembered for having elicited Mill's partial renunciation of the 

wages-fund doctrine, and for this his word carried great weight at the time. His

treatise, Qq Labour (1869), was widely cited well into the 1870s and his study of

2 labour institutions found an almost immediate response in Germany. Undoubtedly,

the reason why Thornton was eventually forgotten is that he left no positive or 

constructive achievement behind him as part of a growing body of economic theory. 

His influence was to be a beneficially negative one. By incisively questioning 

what had become, by default, an almost complacently held view about the workings 

of market exchange, Thorn ton's incisive analysis represented a sharp spur to those 

who were more constructively minded and who were determined to retain and improve 

upon classical theory.

Ironically, Thorntonv s challenge hastened the re-appearance of the 

very "scientific" outlook he had so forcefully derided. The whole thrust of his 

work was to show that competition \IZLB not a law-like principle giving rise to 

uniformtiee in behaviour but that it was by its very nature diversifying. "Price 

he wrote, "cannot possibly be subjected to law" because it was an effect of that
X

"ever-changing chameleon, human character."^ The new generation of neoolassioietf

 i 
£hoxnton, On Labour, pp. 47 ct sea.

HLfemely, in Lujo Brentano's Arbeitergjlden der Gegenwart. Leipzig, 1871. See 
also Brentano f s review of Thornton in "On the History and Development of Glide," 
Toulmin Smith1 a jjnidish Gilds. London, 1870.

^Thornton, "A New Theory," p. 454.



were to «ee in Thoxnton's work a direct assault upon the very essence of the 

scientific enterprise, the search for regularities; and so, eventually, they were 

forced into the position of construing the competitive postulate not as a general, 

comprehensive, all-encompassing description of reality, but as a very special case, 

an hypothesis which captured all the scientifically important characteristics of 

competition, a "perfect" competition with equilibrating tendencies.

But this realization was slow in coining, and we must not under estimate 

the immense, if relatively short-lived, influence that Ehomton's skeptical outlook 

exerted over economists at that time* Hodgson's Lectures in Economic Science 

(1870), Macdonnell's Survey of Political Economy (I8?l)f Harriott's Grammar of 

Political Iloopoccr (1874) and Musgrave f s Studies in Political Economy (1875)

refer to Thornton's book or else discuss at length the ambiguities and uncertainties 

in the notions of supply, demand and competition* J.E. Cairnes's book, Some 

Leading Principles of Political Economy (1874), treated at great length of the 

meaning of supply and demand, and Cairnes was concerned throughout to reconcile 

the views of Thornton with the Principles of Mill. As late as 1877t Shadwell's 

System of Political Economy still refers to Thornton's critique as that "rude 

shook" given to economic science .^

These writers, in the main, were surveying the groundwork of political 

economy in the older classical style. It would be both false and unfair to say 

that they lacked the independence of mind to push beyond the confines of the older 

classics, for their writings have been, unfortunately, unjustly ignored. However,

 i 
W.J3. Hodgson and others, Symposium on Competition, from Lectures on nJoonoiaio

Science, ed. Hodgson, London, 1870, pp. 1-28; John Maodonnell, A Survey of PolitioajL
1871 » esp. pp. 211-12? Maj.-Gen. W.F. Marriott, A Grammar of

Political Economy t London, 1874, Ch. XXI, pp. 245-58 (an untroubled summary of 
prevailing theory); A. Musgrave, Studies in Political Economy. London, 1875. I 
should perhaps mention here that another prominent writer from the 1850s to the 
1680s, H.D. 1'Iacleod, had rather little to say on the subject of competition.

Cairnes, Some Leading Principles of Political Economy. London, 1874, 
esp. Parts I and II. Cairnes is discussed below in section 3.

^J.L. Shadwell, A System of Political Economy. pp. iii and 1J1.
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subsequent trends were to throw the limelight upon a new generation of theorists 

bent on "picking; up the fragments of a shattered science f " as Jevons put it, 

by bringing to bear the methods of mathematics upon the older body of theory.

One such advocate, and an important transitional figure in this process,

was the electrical engineer,Pleeming Jenkin^ whose paper, "Trades-Unions: How Far

2 Legitimate," was a direct rebuttal of Thorn ton's views of labour combinations

and of the relationship of competition to supply and demand. Two years later, 

Jenkin published a second paper, n!Phe Graphic Representation of the Laws of Supply 

and Demand" (1870), in which he elaborated upon the former, sketching the familiar 

"curves" of supply and demand on their price-quantity co-ordinates.-5

Jenkin entered into a detailed discussion of several of the semantically 

obscure distinctions concerning supply, demand and competition which Thornton had 

tried to super-impose upon the subject. It must be said that Jenkin1 s theoretical 

reasoning was not on a hig£i level, and that his many assertions (often weakly 

supported) lacked conviction, but a sympathetic interpretation of his case would 

stress the distinction he attempted to draw between the role of competition in 

actually "ascertaining11 or bringing cibout an equilibrium level of price, and the 

role of supply and demand schedules in defining (he used the verb "to determine") 

what that level of price must be.

As to his repeated assertions that competition would bring about this

"H/.3. Jevons, The Theory of Political Economy (18?1), 2nd ed., London, 1879, 
preface, p. Ivi.

first appeared in The North British Review. March 1868, then in Jenkin 1 a 
Papers. Literary. Scientific (etc.). ed. S. Calvin and J.A. Ewing, in 2 vols., 
London, 188?, from which it was reprinted in The Graphic Representation of the Lawe 
of Supply and Demand and Other Essays on Political Economy (by Jenkin)* London; 
L.S.E., 1931. PP- 3-75.

")This appeared in Recess Studies, ed. Sir Alexander Grant, Edinburgh, 1870. 
I am citing from the reprint by L.S.E., details for which Bee the previous note.

^This is perhaps too free an interpretation of Jenkin' s text; but, ».;herwise, 
it is difficult to understand what he was intending 3^y his distinction, so 
carefully drawn, between "ascertaining" and "determining."
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uniquely defined equilibrium price, no matter what type of market or form of 

auction was involved - referring here to Thornton's text - Jenkin was not very 

lucid or convincing in his all too brief and casual demonstration* Indeed, he 

offered rather few clues as to how his demand and supply curves were to be 

derived* Jenkin granted to Thornton that "men are too much in the habit of 

speaking of laws of political economy, without attaching to the word law the same 

rigid meaning which it bears in physical science," but when all is said and done 

Jenkin could do little more than re-affirm his faith in the scientific quest of 

economic "lawn" which (he wrote) "admit of being stated as accurately, and defined 

in the same manner, as any mathematical laws affecting quantities of any 

description. 11

However, Jenkin1 s papers were suggestive and they did prove to be 

influential. As early as 1862, W. Stanley Jevons had delivered his "Notice of a

General Mathematical Theory of Political Economy" to the British Association* It
p 

was extremely sli^rt, in published foaan, and of course preceded the debate over

Thornton's critique. The publication of Jenkin* s papers hastened Jevons f s return 

to the study of political eoonocgr,^ and in the following year (18?1) Jevons 

self-confidently announced the arrival of the new mathematical approach to the 

problems of economic theory with his Theory of Political Economy.

V/hereas Jenkin1 s analysis of supply and demand was only suggestive 

of tilings to come, Jevons's new work takes us firmly into the realm of neoclassical 

thon^it.

-j 
Jenkin, "Graphic Representation," op. pit*, p* 76*

of a General Mathematical Theory of Political Economy," ______ 
tho Hoyal Statistical Society. Vol. XXIX, 1866, pp. 282-87* Jevons referred~Tin 
correspondence) to his new theory as early aa I860* This was a period when a great 
variety of economists were beginning to turn to mathematics, but the real fruits 
of their labours did not become apparent in print until the 1870s*

fact, Jevons was in correspondence with Jenkin as early as 1868. See H.E.C, 
Black, "W.S. Jevons and the Economists of his Time," Manchester School. Vol. 3DQC, 
Sept, 1962, pp. 206-7.
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3« ¥. Stanley Jevons and the Onsot of Neoclassioism

Ostensibly, Jevons *s Theory of Political iJoonomv waa not called forth 

by Thorntonf s skeptical assault upon the scientific enterprise, but to replace 

the classical value theory of Ricazdo with his own theory of utility, as well as 

to advance the new cause of the Mathematical Method. As for Ihornton's critique, 

Jovons was quite prepared from the outset to align himself with John Stuart liill 

in accepting1 the "unquestionable truth of the laws of supply and demand."

However, having enunciated Ms new utilitarian calculus of pleasure 

and pain and the theory of utility which flowed from that, Jevons eventually felt 

obliged to come to grips with Thomton's critique, and this he did in his fourth 

chapter on the "Theory of Exchange," wherein we find most that is relevant in 

Jevons* s i/oric to the subject of competition. At first, Jevons insisted that 

Thointon's arguments were largely irbeside the question," because he had failed to

distinguish properly between the tfaeoOT of markets and prices and the various
p aiyplioations of that theory to the real world.

Agreeing with Thornton that the laws of supply and demand had been 

hitherto "inadequately explained" "by previous economists, Jevons oonfidently 

believed that he had succeeded where others had failed. But the further he 

proceeded into his exposition of these laws, the greater the confusion he created, 

both in his own mind and in the mind of the reader. This was probably due to the 

fact that Jevons's primary interest rud activating source of inspiration had been

the study of the "mechanics of self-interest," as he termed it in the 2nd edition
2 

of his Theory, that is to say, with the logic of rational choice facing the

 j 
Jevons, Tfoo Theory of Political Economy. 1st ed., London, 1871, p. vi. In the

text and footnotes to follow, I shall cite page numbers from the 1st edition, unless 
otliuivise indicated. The 2nd edition of 1879 contained many alterations of phrasing 
and much additional material, but none of this bears very directly upon the issues 
discussed here. The 2nd edition Preface in particular was important in its even 
more dogjoatio trumpeting of the cause of Mathematical l&onomios.

2ibid. PP. 105-07 (of 1st ed.).

2nd od., pp. svii and 23. In the 1st edition (p. 25), Jevons'e phrase 
had been "the mechanics of human interest," a less clear manner of expressing his 
precise intentions.
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individual whose constraints, arising from market competition, were treated as 

given from the outset. As a theorist, Jevons '« skill was not in demonstrating 

how those market constraints arose in the first place, from the interaction of 

Individuals seeking their separate ends in competition with one another.

Prom the point of view of competitive thought, then, Jevons 's work 

is both strange and instructive. We find most, if not all, of the key elements of 

the later theory of perfect competition set out in his text, "but in a rather 

confusing fashion, and it was to be F.Y. Edgeworth's task in 1881 to straighten 

out the mess Jevons had created. Yet, that mess does provide us with a wealth of 

insight into the neoclassical way of thinking.

In his most original and satisfactory chapters (chapters II and III), 

Jevons had employed the techniques of geometry and the differential calculus to 

map out the logic of choice in terms of various sets of possibilities of exchange 

facing each buyer or seller, and given their preferences, deriving the conditions 

for maximizing their utilities. The more carefully we look into his analysis, the 

better we can see that what Jevons was really interested in was not the behaviour 

of traders in the market but in the results of their behaviour in an equilibrium 

situation, that is to say, the quantifiable aspects of equilibrium in a perfect 

inaz&et.

H!o a. certain extent, Jevons was quite self-conscious and candid about 

this, even though he did not perceive all the ramifications. In his fourth 

chapter, on the "!Dheory of Exchange," he argued that we must distinguish 

between the "statics" and the "dynamics" of the subject. A "complete solution of 

the problem in all its natural complexity," he said, would h*ve to be treated as 

a problem of dynamics because "the real condition of industry is one of perpetual 

motion and change," (p. 93)  However, he realized that his techniques were too 

imperfect to allow this, and hence he decided to treat the "action of exchange" 

only as a "purely statical problem," (pp. 93-94)  

But this was a rather vague way of stating his objective, \vhat did lie
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mean? In what followed, Jevons was not content merely to explore the logical 

properties of an equilibrium situation - a static position or state of affairs - 

but was intent upon associating a perfect and unique equilibrium result* expressed 

by his equations of exchange, with some uniquely specifiable prerequisites to be 

understood by what he defined as the "perfect market, 11 In other words, he wanted 

to prove that one empirically distinct state of affairs (the perfect market) 

logically entailed another empirically distinct state of affairs (equilibrium), 

; Vfoere Jevons encountered his most exasperating difficulties was in 

trying to reconcile the desire for this uniqueness of association with the 

scientific quest for generality, in trying to reduce apparent diversity to a 

specifiable regularity. Thus, in meeting Thornton's contention, he asserted that 

"we shall never have a science of economics unless we learn to discern the opera­ 

tion of law even among the most pcrplc:dLng- complications," (p, 102)« Granting 

that in reality, "no market ever long fulfils the theoretical conditions of 

equilibrium," he nevertheless wanted a single set of formulae for exchcn^e to 

show that "exactly the same principles hold true, however numerous and complicated 

may be the conditions," (p, 11 3)  

Having derived a simplified formulation of exchange for the perfect 

market, Jevons thereupon proceeded to apply this reasoning to what he called 

"Complex Cases," with varying numbers of buyers and sellers, soon oncotintaring 

the prospect of the "Failure of the Equations of Exchange" (pp. 118-24). i&ther 

the equations yielded "impossible results" (eg, negative values) or elso no 

"determinate" results at all (i.e. no solutions for variables), Jevonc It 

ihat in some cases, this "failure" of the equations could be interpreted as meaning 

that under the assumed conditions no exchange would take place; "because no benefit 

would arise from any such exchange (p, 118), but eventually Jevons was forced to 

concede to Thornton (whom he cites once more) that there vcre- cases where exchange 

"must bo settled upon other than strictly economical grounds," (p. 124). Jevons did
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not make it very clear what he meant lay "strictly economical."

Thus it was that Jevons uncovered a fundamental problem that would 

plague neoclassical theorists for years to come, the problem of indeterminacy* 

In deriving his initial solution to the equations of exchange, Jevons had postulated 

a market constraint which we would now call the infinitely elastic demand curve 

facing each independent seller in a m^-rfc^-fr with large numbers of both buyers and 

sellers (see his p* 110)* In applying his equations to other oases, Jevons seems 

not to have realized that this initial constraint of a perfect market no longer 

held for imperfect markets, or else he seems not to have realized that in removing

this constraint of infinite elasticity, great problems were met in trying to

2 specify alternative types of market constraints yielding determinate results*

In either case, his desire for uniqueness seemed to be quite inconsistent with 

his desire for generality*

The awkwardness of Jevons f s approach to this subject of market

constraint is epitomized in the definition of one of his key phrases, his so-called 

"trading body." Defined simply as "any body of buyers or sellers ... uhoae agggreg- 

ate influence in a market we have to consider," (p. 88), it is delightfully 

ambiguous as to whether such a body comprises a single competitive unit or else 

an entire set of competing units which together constitute all the buyers or 

sellers of a complete market! This ambiguity is not clarified in his ensuing 

analysis which only further complicates matters, along with his assertion that 

"the principles of exchange are the aame in nature, however wide or narrow may 

be the market," (p. 89),

This elementary flaw is rather ironic, because Jevons went a long way

In the paragraph cited, Jevons writes that such things as "the disposition 
and force of character of the parties, their comparative persistency, their 
adroitness and experience in business," and so on, axe relevant influences but are 
"more or less extraneous to a theory of economics," (p. 124 of 1st cd.). Eton if 
Jevons had wanted to argue that for theoretical purposes, only essential or very 
general factors should be included, it is not clear why such things should be 
treated as not "strictly economical" since he admits that they do influence the 
result and are "necessary considerations in this problem."

is a rather difficult problem of interpretation, as a perusal of 
Jevons 1 fl text (1st ed. t pp. 113-115) will quickly show* Jevons seems to have fused 
the condition of price uniformity with infinite elasticity in deriving h±3 results 
for complex oases*
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the 
towards identifying moat of the familiar features that were to become hallmark

of the theory of perfect competition* In a Tory few pages (pp. 84-92), we oan 

find a fairly explicit statement of suoh things ast the large-numbers condition 

and infinite elasticity, product hoiageneity and pcrioe uniformity, free entry and 

perfect knowledge, and others.

In on* sense, it did not matter that Jevons chose to oast up his 

definitions around a perfect market* rather than perfect competition, because in 

the long ran these two concepts beoa&e so inter-mingled with one another, as did 

tae variously associated assumptions of the model of perfect competition, that they 

became almost indistinct aspects of the same constellation of ideas* However, 

Jevo&s'e choice of emphasis upon the s^tuationa! concept of a market rather than 

the behavioural concept of competition does tend to confirm that he was primarily 

anxious to explore quantifiable properties of an equilibrium result, instead of 

the logic of behavioural patterns observable through time.

Furthermore, it is worth noting that the word competition itself is 

used only once throughout the crucial pages of his exposition, and when on that 

one occasion he wrote, as part of his definition of the "perfect market," that 

there oust be "perfectly free competition," (p. 86) the phrase probably was 

intended to emphasize the conditions of free entry into the market and free 

wvenent or mobility of resources, rather than anything specifically competitive 

in nature* And, in comparison with the other conditions, these were relatively 

minor in importance.

So assess Jevons'e more prominent assumptions properly, we have to 

bear in mind that he was engaged in a methodological crusade, pushing theoretical 

analysis beyond the "literary" confines of classicism into the realm of explicit

G.J. Stigler, in "Perfect Competition, Historically Contemplated," 
Po^itioal Economy. Vol. LXY, Feb. 1957t P» 6 attributes to Jevons the "me 
the concepts of oompetitlon and the market, 11 which Stigler feels was "unfortunate." 
Stiglerf s observation is pointed enougjif though Ifm not sure I follow all of the 
inferences he draws from this*
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mathematical logic. TMV-O BO many other of the pioneers of the nev Mathematical 

Method, Jevona fell into the error of believing that mathematics was a language

and that the task of the theoretician was to "translate" the logic of behaviour
•\ 

into the "language" of mathematics. As well* the use of the differential

calculus led Jevona into emphasizing special condition* favourable to a 

mathematical treatment which had hitherto been ignored* For example, the 

"infinite subdivision" of the commodities exchanged was greatly emphasized, and 

at times it almost seemed that Jevons considered the divisibility of the product 

(in physical terms) more vital to the theoretical outcome of exchange than, say,

the division or distribution of market shares amongst the various independent
2 traders.

However, when outlining the crucial condition of infinite elasticity 

of demand for his perfect market, Jevens did get his priorities right:-

We may, firstly, express the conditions of a great 
market where vast quantities of some stock axe 
available, ao that any one Rma.ll trader will not 
appreciably affect the ratio of exchange* This 
ratio is, then, approrimately a fixed number, and 
each trader exchanges at the ratio just so much as 
suits him. (1st ed., p. 110).

But already Jevons was falling into the habit of loose verbal reasoning about 

behavioural inferences, buoyed up "by the promise of logical rigour in the 

mathematical content of his reasoning, fusing - and hence confusing - a set of 

behavioural and situational  premises about large numbers of independent buyers 

and sellers and their individual "powerlessneBs," with equilibrium conclusions 

about a stable, uniform and unique level of prices that each trader was to accept 

passively as being already "given" from the outset. Vfoy and how could 

equilibrium be "given" from the outset?

The manner in which Jevons succumbed to the temptations and 

attractions of pure mathematics can be shown very nicely in the tvo key features

r.»";- *

'This error concerning the nature of mathematics, logic, and language will 
be a recurrent theme in the pages to follow. In Chapter VH, section 4, I try to 
indicate a few general conclusions to be drawn from this immense and intricate 
issue concerning the proper role of mathematics in economic reasoning.

. 1st ed., pp. 10? end 109. Jevons treats the notion of infinite 
divisibility more comprehensively in Chapter
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of a perfect market to which he gave special attention* Like Cournot before 

him, Jevons defined the broad notion of a market in terms of a "community of 

knowledge" binding the separate traders of a single commodity together, (p. 85). 

Jevons correctly stressed the importance of knowledge in guiding market 

behaviour, noting that every trader "strivvs to gain the best knowledge of the 

conditions of supply and demand" and to have "the widest range of information" 

he can obtain (p. 86). But then he defines a perfect market in terms of "perfect 

knowledge," without indicating what perfect knowledge could possibly mean. He 

merely states that "the theoretical conception of a perfect market is more or 

leas completely carried out in practice," (p. 86).

thereafter, he introduces the concept of a "perfectly uniform or 

homogeneous" commodity and the concept of "indifference" to which it gives rise: 

traders will treat any equal portions of such a commodity indifferently (pp. 91* 

This is a very useful concept to have, but with it and the- perfect-knowledge 

condition, Jevons goes on to draw a celebrated non-sequitor (as did Cournot) about 

price uniformity. "In the same open market, at any one moment, there cannot be 

two prices for the same kind of article," (p. 92) and again "there cannot, in the 

same market, at the same moment, be two different prices for the same uniform 

oofflwdity," (p. 94)* Jevons termed this the Law of Indifference, and described 

it as a self-evident principle (p. 94) which it is not; for it contains an 

undemonstrated flflpfffiTffliae about an equilibrating tendency linking market 

to equilibrium conclusions* Even Jevons v s grammar points to this inferential 

character. I shall cite two relevant passages, underlining the key terms:-

... A market, then, is theoretically perfect only when 
all traders have perfect knowledge of the conditions of 
supply and demand, and the consequent ratio of exchange, 
(p. 87).

Cournot't work is discussed in section 4 to follow. It seems that Jevons 
was unaware of Cournot's Reoherohes by 1871. His states in the Preface to the 2nd 
ad* of his ffltffyrr that he acquired a copy of Cournot's book in 1S?2.
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When a commodity is perfectly uniform or homogeneous 
in quality, any portion may be indifferently used in 
place of an equal portions hence. in the same market, 
and at the same moment, all portions must be exchanged 
at the sane ratio, (p. 91).

In hi* time, Jevons f s undemonstrated oontention seemed intuitively 

plausible and analytically convenient, because it allowed theorists to work 

with a rtlflffilt YJiirtiffrill? fo* price, exploring the properties of an equilibrium 

position, if not the dynamic process of market bargaining alleged to lead to 

that unique result*

Thus, Jevona's lav of indifference was treated not as a scientific 

theorem to be demonstrated but as a self-evident axiom merely to be postulated or 

aswuned as valid from the start, even if theorists really had no idea as to what 

ytxfeet knowledge, perfect mobility, and so, could possibly mean. Jevons had 

already granted that the reality of markets was one of "perpetual motion and 

change, H (p. 93) and so, in defending his law of indifference, he also granted 

that price "may vary from moment to moment, and must be conoeived as in a state 

of continual change," (p« 92) but in doing so he also insisted that it "must be 

uniform at any one moment. 11 It was not at all clear why this should be the case, 

if traders were seeking mart mum profits and hence alternative prices, in their 

bargaining behaviour,unj^fig, equilibrium was also already established from one 

moment to the nextt ouod est non demonstrandum. Jevons 9 s law of indifference 

was a helpful simplification at tho time. Unfortunately, it strengthened, the 

belief in the capacity of mathematics to prove theorems connecting events 

distinct in space and/or time*

A*n In all, then, Jevons*B Theory of Political Soonomy pavod the way 

for the so-called "abstract" approach to economic theory in its mathematical form, 

safl his work illustrates how the idea of perfect competition was slowly becoming 

a heuristic fiction, justified on purely logical grounds, rather than as a broader 

 flyiirtiml generalisation. Jevons f s Sfeeory. however, left the precise status of 

the competitive postulate in a rather confused state. Following 1671, lie did
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publiah a number of other worka on economica. 1 Aa interesting and revealing as 

these axe in many waya, I have not been able to find any firm indication* in them 

a* to hov Jevona nay have revised or clarified hia outlook on the atatua of 

competition such aa would bear very directly upon this narrative* Sadly, Jevons

died prematurely in 1882, haying made only the briefest of comments upon

/ \ 2

A great deal of other economic literature stands between Jevons'a 

Theory and Sdgeworth'a clarifications upon it. I have referred briefly to some 

of the titles acd authors from 1870s in the preceding pages. To conclude this 

section, I shall just mention one or two highlights from this literature of the 

1870s in order to illustrate that muoh serious diaoussion was made of the status 

of perfect competition and that Jevons 1 a abstract and mathematical approach was 

by no means assimilated end copied without some careful and valid resistance.

In his IieMJrtg P^lnoiTales of $874* J«£« Cairnes showed himself to be 

most anxious to preserve the teneta of classical theory, particularly in regard 

to value theory, against the assault made upon them by Thoroton. Competition was

Jevona's later writings of a theoretical nature are rather disappointing 
on the subject of competition: his short primer, Political Economy. London, 
1878, and the posthumously edited and published text. The Principles of Economics, 
ed. H. Higgs, London, 1905- However, his last work, Ofee State in Relation to 
___ ry London, 1882, is certainly well worth perusing. However strong may have 
seen his faith in the powers of abstract reasoning, Jevons clearly did not see 
any simple application of pure theory to the realm of economic policy.

2 In The State in Relation to Labour  p» 158, Jevona refers in passing to
Edgeworth's "remarkable work on Mathematical Psychics," in connection with 
the indeterminatenese of certain kinds of wage negotiations.
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of course singled put as a vital component of olassioal theory, but Cairnes did 

enter one important qualification. In order to be "effective" in its operation, 

market competition must involve resources "in disposable form, ready to be turned

toward the more lucrative pursuits," in other words, what we would call resource
p 

mobility* With labour markets in mindt Cairnes called attention to the widespread

presence of "non-competing groups" whose existence substantially reduced the

3 effective functioning of market competition according to its theoretical norm*

Throughout the remainder of the 1870s, this aspect of imperfaction of 

markets became something of a debating point, more so than, say, the notion of 

perfect knowledge, as the chief weato&ss in abstract theory* A book by the 

American economist, Gen* F*A* Malkex's gfoc Vag?a Question (1876), is worth citing 

in this respect, as well as for the response it drew from Henry Sidgwick a few 

years later* ITOw, Walker went so far as to describe Cairnes f e theory of non- 

competing groups as "the most important contribution ever offered in modification 

of the theory of competition." Economists, Vallcer felt, had not given sufficient 

attention to the "extensive failure" of competition in practice, and clearly what 

he had in mind were the imperfections in resource mobility* In sketching the 

broad outlines of prevailing theory, he refers to such things as "perfect 

mobility** and "perfect freedom of movement," and at the same time was one of 

the first writers to make frequent use of the phrase "perfect competition."5

Walker was not concerned, about the validity of abstract theory. He 

granted: "If competition be perfect, no question can be made of its result in an 

equable division of all burdens and diffusion of all benefits throughout the

1 Some Loading Principles. 1874, pp. 59-60   

2ibid. p* 63. 

3ibJ.d. p. 68.

JLwalker, 'ffa waffi g ifliif fftiflB" London, 1876, p* 240* I should add, of course, 
that Walker was higUy critical of the manner in which Cairnes applied his theory 
to matters of practical import, as the general gist of his (Walker's) argument to 
follow will show*

^ibid* pp. 159-65 VflitM1 mnd 1 ?1-74« Along with "perfect," Walker uses a 
whole barrage of adjectives, including "absolute," "unhindered," "universal," 
"general,11 "complete," and even "all-pervading and unremitting. "
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industrial society," but he quickly added: "Of course no one ever supposed that 

competition was perfect." This alone was a significant recognition, but Walker 

was more worried about the application of the theory, objecting to the fact that 

economists had felt themselves to be "at liberty to treat questions ... precisely 

as if competition were perfect, regarding the failures as so far exceptional as not 

to impair the substantial validity of practical conclusions based on the assumption 

of universal competition." And, the crux of his argument was this* When 

inequalities and imperfections in the market exist, "the tendency of purely

economical forces is continually to aggravate the disadvantages from which any
2 person or class may suffer." Hence,"moral forces" would be necessary to "restore

the equilibrium." This was a direct challenge not upon the abstract theory, but 

only upon its application, a challenge which Walker renewed in his text-book of 

1883. 5

With that skeptical attitude towards competition in practice, it is 

interesting to compare Henry Sidgwiok's response, as it appears in his article, 

"She Wages-Fund Theory," published in 1879. As to Walker9 s suggestion that 

economists were drawing invalid inferences when applying theory to reality, 

Sidgwick went even further by questioning the certainty with which theorists 

drew their abstract inferences, to say nothing of applications* Casting doubt 

on Walker's own theoretical inferences, Sidgwiok observes that he (i.e. Walker) 

"seems, indeed, to hold that on the assumption of perfect competition and perfect 

mobility of labour, the determination of average wages is quite easy and 

straightf orward. "4

Allufltng to Walker's description of the equalizing tendencies of

1ibid. pp. 158 and 160. 

2ibid. p. 166.

Politic^ Economy. New York, 1883, goes on at great length about the 
"failures11 of competition: see Part II in particular. But Walker continued to 
stress its essential role in theory and gives it some prominence in his new theory 
of entrepreneurial profits (eg. p. 248).

^Sidgwiok, "The Wages-Fund Theory, 11 The Fortnightly Review, n.s., Vol. 
CLin, Sept. 18?9» P- 410.
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oonpetition, Sidgwick wrote, with a slight hint of sarcasm:

     fhrases like these frequently ooour in economic 
discussion and they certainly seem to give a 
delightfully clear and simple account of the matter* 
I think, however, that the intellectual satisfaction 
that they afford depends upon an essentially vague 
notion of the effects of competition.'

The controversy over the wages-fund theory was still raging on in 18?9t and with 

Cairnes1 reasoning as to the limits of competitive substitution imposed by the 

widespread existence of non-competing groups, Sidgwiok agreed with Walker that 

there was "no theoretical determination whatever of the average proportions in 

which produce is divided between labour and capital, 11 - in other words no theory

of primary distribution* In a remarkably modern way, Sidgwiok wrote i "the very
2 

node of this problem lies in determining the entrepreneur1 s nonaal remuneration* n

But, where Sidgwickt s article now seems most forward-looking is in its 

questions "What can abstract economic theory do for us?" Quite bluntly, he 

asserted that it oould provide us with "no doctrine so simple and definite as 

that which we have been considering;" what it oould do was to establish various 

"limits" within thioh economic variables oould range, as well as to explore 

economic forces of an "equilibrating nature," but Sidgwiok ended his review on 

a rather skeptical note* The definiteness of the conclusions of ordinary 

economic reasoning had been "gravely overrated*"

I will end this section with only the briefest mention of one writer 

who tried to re-establish a sense of continuity between classical and neoclassical 

streams of thought, while at the same time pushing forward in the direction of 

mathematical technique* Alfred Marshall's unpublished but widely circulated 

papers on "Pore Theory11 (I879)t in addition to his published textbook, ffly F^^y^^p 

ftf MtofftffY (1 Q79)* belong properly speaking to the first generation of neoclassical

ibid, p* 410, my emphasis added*

p* 411» ray emphasis added. For the problem of "normality," see p.301. 

* pp. 412-13.
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writings «P^ are Important achievements* For reasons of expos! tional convenience, 

I shall deter to Chapter VI the discussion of these works.

4» Cournot fl*Ml the Mathenfrtiofkl Tradition in France

Up to this stage in the narrative, I have attempted to pursue as 

closely as possible a chronological sequence, indicating how in the evolution 

of competitive doctrine one thing led to another* Of course, every method of 

presenting history has its inherent limitations and drawbacks* In the final 

analysis, some balance must be struck between strict chronological accuracy, 

on the one hand, and clarity in thematic treatment on the other.

Ijb.the history of economic thought, no figure quite confounds the 

chronological approach quite as much as does Augufitin Cournot. Indeed, Couznot 

was a man curiously out of step with his own times, though there is a certain 

logic lying behind the timing of his publications. A mathematician by training, 

a public administrator by profession, Cournot made a momentary and unheralded 

sojourn Into the realm of economic thought with his Reoherohes sur lee ftclnclpes 

MRth<£w^tiQW*8 de la Theorie des RioJv^sses (1838). Just at a time when the 

fashion for abstract economics from the early 1830s was giving way in France

to political issues, the Recherohes was too advanced in its mathematical
2 technique to arouse any interest.

Bythe 1860s, that interest was finally being aroused, and this

A. Cournot, Beoherohea sur lea Irinoipes Mathematiques de la Theorie des 
Moheesea. Paris, 1838. I shall also refer to the English edition, Researches 
into the Mathematloftl I^goiples of the Theory of Wealth, tr. Nathaniel T. Bacon, 
New TorkJ

According to William Jaffe, the Reoherohes was first reviewed by Walras 
in 1863 (as part of Walras 's review of Cournot *B Frlnoipes of 1863), a useful 
summary of which is given in the Correspondence of Leon Walraa and Related Pa. 
ed. W* Jaffe, 3 vole,, Amsterdam: North Holland Publishing, 1965, Vol. I, pp. 
128-9* For Walras  s attitude to Cournot 's work, see section 5 to follow.

addition to the works of Couroelle-Seneull and Cherbuliez from the late 
1830s and early 1860s (oited above), there were faint but very diverse signs of 
Interest being shown in mathematical techniques by the early 1860s: eg. in 
Prance, J. du Masnil-M&rigny, Eoonomie Bolitioue devenue Science Emote (1859) 
and Cftfrfohime de 1' Eoonomie Pblitlaue C 1865)1 in QermanK. JL TOP Mangold t. 
f^TffllriBS der Yolkvlrtsobaftslehre C1865t and of course in Bngi<»*v^ t Jevons 9 s 
"Notice" which was read in 1862 (see note 2, page 185 above). But such efforts 
were generally quite simplistic by comparison with Cournot 9 s Reoherohes. Marshall 
acquired a copy of Couznot 9 s 1838 text between 1867 and 1870 (see hie Memorials. 
p. 19) and Jevons did 00 around 1872 (see note 1 pagej^i, above)*
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undoubtedly brought Cournot back to the subject of economics. Yet, again, he 

misjudged the temper of his times by publishing a completely "non-mathematical" 

treatise, Erinoipes de la Theorie dee Eiohessea (1863), in which he tried to 

summarize the results of his previous work in a literary form which would be more 

accessible to his contemporaries than the Reoherohee had proven to be. Ironically, 

the chief importance of the Erinoipea would be in drawing to the attention of the 

new advocates of mathematical technique Cournot's earlier work!

An^t finally, following the appearance of Walras f s Elements (1874- 

77 )» Cournot published a brief re-arrangement of the Principle, entitled Rryue 

Sommairi dea Doctrines Eoonomiqueg (1877)> shortly before his d^ath, in which 

he once more abstained from the use of mathematical techniques and symbols. 

Cournot*s Recherchee is treated here, rather than in Chapter IV, because it has 

BO little In common with the classical literature of its own day, and because 

it is best studied as a prelude to ¥alras.

Prom the point of view of competitive theory, Cournot's Reoherohes 

Is significant, not simply in the way it brings mathematical technique to bear 

upon the study of market equilibrium, but more so in the way it tries to 

reconstrue rational behaviour to fit that very mathematical technique. In 

the past, commentators have taken special note of the fact that Cournot chose 

to begin his analysis with monopoly and then extend it to cover the cases of 

duopoly and "unlimited competition" or "la concurrence indpfinie." Now, this 

order of proceeding was by no means trivial. Cournot'  use of the differential 

calculus made it convenient to do so, but what is more unusual and even startling 

is the degree to which Cournot subsequently put the weight of his analysis in 

favour of monopoly rather than competition.

liLhifl fourth chapter, Cournot derived his downward-sloping demand 

curve and took & decisive ctep forward by introducing the functional relationship

1 Cournot, Reoherohes. p. 101 and Researches, p. 90. Walras in particular drew 
attention to Cournot *s order of proceeding. See Walras*s Elements of Pure 

s. ed. W. Jaffe, Londoni Geo. Alien d» Uhwin, 1954t p. 440.
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°* Prior to quantity, stressing the need for continuity in the functional 

relationship so that revenue-maximizing conditions could be specified with the 

differential calculus. It is not clear from hie text whether Cournot interpreted 

his "law of demand11 ( Mloi du debit") merely as a set of possibilities of choice 

or as a theoretical and empirically descriptive summary of observable behaviour. 

Whichever he thought it was, he nevertheless intended to make use of the curve in 

order to show how equilibrium prices were reached through the process of market

Thus , like Canard and Isnard before him and Jevons and Walras after 

him, Cournot believed that market behaviour, motivated by rational dec lei on- 

making, could be captured in summary form by, or reduced to, or "translated"
 

Into 9 the pure logic of numbers. His derivation of equilibrium prioe for the 

case of monopoly, first a revenue-md mi, zing and then a profit-maximising level 

of prioe (with oost functions incorporated into the picture), left many questions 

unanswered as to how the single seller went about discovering what the unique 

profit-maximising level of price was, let alone what the "curve" or "functional 

relationship" was supposed to mean in behavioural terms.

Cournot states that he began with the case of monopoly (i.e. a single 

sfelbr with numerous buyers) because it was the simplest hypothesis, and indeed for

the purposes of single-market exchange this seems a reasonable proposition, since

2 the constraints lend themselves to ready definition. It is when he proceeds to

the case of duopoly (i«e. two sellers v/ith numerous buyers) that we can see best 

how Cournot tried to construe rational behaviour into the form of numerically 

converging sequences. To accomplish this, Cournot was obliged to throw 

plausibility to the winds when characterizing human rationality. Everyone has

1Chapter V of Cournot f s Recherches is the crucial material on this point. 
Even if we could decide exactly whet his oost and revenue "functions" were 
supposed to mean, in terms of sets of alternative possibilities of production 
and exchange, we could still only then say what the equilibrium or "ideal" result 
would be (given well-ordered preference patterns), but not how those results 
would be" arrived at through market bargaining behaviour.

2Reoherohes. p. 60 (or Researqhotp. p. 55), identifies monopoly as " 
la plus simple."
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* vague notion, an "idee vague, 11 of the effects of competition, Cournot wrote, 

but theorists had to be more precise. Now, for Cournot precision meant 

mathematical simplicity, not conceptual clarity. This is immediately apparent 

as he begins to develop his model of competition between two sellers, 

stipulating as an essential condition that they must act independently of one 

enother ("chaoun de son cote") in their pursuit of maximum revenue.

To indicate what he means by this condition of "independence," 

Cournot states that &QB&SFTG&B& the two sellers can have "no direct influence" 

("ne peut pas influer direotement") over what each other decides to offer as a 

prioe to his potential buyers. Then, for no apparent reason, Cournot describes 

their behaviour as a sequence of events whereby the two sellers alternate in 

offering their goods at a prioe union will maximize their own revenue, given 

the previous price offer of the other seller. Using his revenue-maximizing 

logic from the monopoly case, Cournot proceeds to argue that this sequence of 

dual price levels converges to a discrete and uniform limit, the equilibrium

price level, as the series of reactions ("suite de reactions") is carried on

2ad infinitum.

With breath-taking brevity, Cournot set forth a dynamic theory of 

market equilibration which was to command serious critical attention well into 

the 20th century. Judged by the standards of his own time, Cournot displayed 

considerable imagination, skill and ingenuity in reaching his results, but those 

results were purchased at a high cost. Cournot's duopolists behave in a most

'Reoherohee. p. 88 (Researches, p. 79 ) 

Reoherohes, pp. 89-90 (Researches , pp. 79-81 )  E.H. Chamberlin provided a 
nice geometrical presentation of Cournot 's duopoly model. See his The Theory of 
Monopolistic Competition. 8th ed., Cambridge, Mass.: Harvard University Press, 
1962, p. 32 and Appendix A.

the last word on Cournot1 s model, see Julian L. Simon, Carlos^M. Puig 
and John Aschoff, "A Duopoly Simulation and Richer Theory: An End to Cournot, 11 
Review of Economic Studies. Vol. XL, pp. 553-66, July 1973. After conducting a 
rather thoroughgoing series of computer-simulation "tests" on the duopoly model, 
they conclude their paper on a rather conclusive note: "Finally, the Cournot 
question should be considered dead, and analytic attempts to answer it or to 
expand it should be abandoned as a waste of time," p. 365.



irrational manner in pursuit of their maxima,  , rigidly applying a formula and 

vacillating between omniscience and ignorance in robot-like fashion. Cournot 

defended his case by arguing that men cannot be supposed to be free from error 

or lack of forethought ("exampts d'erreurs et d'inoonsideration") rejecting 

the idea of perfect knowledge. But this hardly justified his stipulation that 

duopolists loam nothing from past errors, nor did he explain how at each mommt 

they discovered what the relevant revenue-maximizing price was. How did the curve* 

manifest themselves?

Cournot *s derivation of equilibrium for the case of unlimited numbers 

of buyers and sellers was based presumably on the same principles as in the case 

of d'Jo-?olY» though it is difficult to eay exactly what Cournot had in mind, since 

he concentrated attention on the mathematical proof of the solution of his 

equations, without indicating how they were to be interpreted behaviourally. All 

that we are given to understand is that as "3> 4»     n. producteurs en concurrence" 

are brought into the theoretical picture (in some undisclosed sense), then the
r

equations for duopoly will be replaced "successively" by another serieBjSuoh that

"la valcur de £ (i.e. price) qui en r^sulte diminuerait indefiniement par
2 I'accroissement indefini du nombre n."

Beyond that, Cournot made virtually no attempt to describe the 

dynamics of market equilibrium adjustment with many sellers, though in the 

course of his exposition he did enumerate several of the conditions later to 

become associated with the model of perfect competition. Like Jevons, Coumot 

thought it important to define what a market meant, stressing the idea of common 

knowledge binding traders together ("unies par dee rapports de libre commerce") 

though he did not imply by this a condition of perfect knowledge. Like Jevons, 

he put great stress on the need for divisibility of products and hence continuity 

of functions, so that the differential oalculus might be used to determine 

maximizing conditions. And, like Jevons, Cournot attached to his definition of

1Reoherohes. p. 93 (Bosearohes. p. 83). 

^eoherohes. p. 94 (Researches, p. 84).
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a market th* implied but undemonatrated inference ae to price uniformity ("en 

 orte qua les prix s fy niTelleaent aveo facilite et promptitude"). Finally, 

Couraot also hintfl at the idea of infinite elasticity of demand, alleged to 

result from large numbers, and which Cournot interprets as being a great 

simplifying condition:-

. Les effete de la oonourrenoe ont attaint leur limite, 
lorsque ohaoune doe productions partielles D, eat 
insensible* non seulement par rapport a la production 
totale D m P (p), mois aussi par rapport a la d^rivee 
F1 (p),     » sa**e quf il en result&t de variation 
appreciable dena lo prjbc de la denreo. Cette hypothese 
eat oelle qui se rt'alisr dans I'eoonomie sociale pour 
une foule de productions, et pour les productions les 
plus importantes. Bile introdult dana les oalculs une 
grande simplification.^

Vlher<> Cournot*s analysis was superior to Jevons f s was in his 

treatment of costs, for here he not only introduced a cost function into the 

theory of price, he even identified the alternative possibilities of increasing, 

constant and diminishing costs (as Senior had verbally intimated by 1036) and

recognised the need for diminishing r^turns-to-scale if competitive equilibrium
* 

were to be possible. Even more startling, though, were the various conclusions

he drew regarding the respective merits of competition and monopoly.

Suggostivc of a much more modern analysis, Cournot compared the 

prospects of op rating numerous different plants to produce the same product, but 

with varying degrees of efficiency for each plant. Cournot drew the conclusion 

that, other things being equal, oosts would always be greater under competition 

than under a unified monopoly control over productive facilities, a remarkable

fooherohos. p. 55n1 (Researches, p. 51n). For Cournot on divisibility, see 
hio Chapter IV, section 22. Jevone thought it important enough to cite in full 
Couxnot'o definition of a market in the 2nd edition of his Theory (p. ?2n),

. p. 101 (or Beaeaxohes. p. 90), his emphasis.

*For this stipulation, see Reohorohes. p. 102 (Researches, p. 91), and for 
Cournot 1 B discussion of returns-to-scale pp. 65ff. (or pp. 59ff).



-204-

aaticipatlon of the argument for industrial "rationalisation. 11 Much lees 

convincingly, but with equal suggcstiveneaa of modern analysiB, Cournot extended 

thia argument into the complicated realm of theory on vertical integration for a 

sequence of related steps of production, what he called "Le Conooura dee 

producteurs," (Chapter IX). And, once again, hi a oonoluaion ia one which is 

favourable towards centralising production, though his logic ia exceedingly fussy

and it ia not at all clear that he recognized the role of economies in vertical
o 

integration*

On the whole, the general drift of Cournot'a Recherche a was against 

the practicability of "unlimited competition," in spite of its theoretical 

peculiarities. But Cournot refrained from drawing any major policy conclusions, 

for as he stated in hi a preface, his Recherchea was intended as a study in "la 

theorie11 and not about the merits of "lea ayaiemea" of political controversy. He 

did not wish to write a "polemique passionee."^ Thia attitude was revised with 

the long delayed appearance of his Principes in 1863, wherein Cournot ranged rathe 

discursively over a number of grand issues in political economy. In the chapter, 

"De la Determination dea Prix," he re-affirms the dual emphasis upon both monopoly 

and competition, following the same line of argument as in hia Reoherohes. though 

providing a mere "verbal" summary.

However, in subsequent chapters dealing with matters of policy,

Recherches. pp. 93-7 (Researches, pp. 85-7). Actually, Cournot 9 a oonoluaion 
ia stated as follows: "En consequence, pour une meme valeuir de 2 (! «  price), o\ 
pour une m&ne quantite totale produite, lea fraia seront toujours plus grands 
pour lea producteurs concurrents qu'ils ne le seraient pour un monopoleur," p. 97,

le robes, p. 117 (Researches, p. 103)» One of the problems of Cournot'a 
analysis is that he treats of a sequence of monopolist producers in a vertically 
related series of exchanges - which must evidently involve isolated exchange.

*Reoherohea. pp. vi and xi (Researches, pp. 1 and 5).

^A. Cournot, Principes de la Theorie dea Richesses. Paris, 1863. Notably, 
Cournot employs for the first time in thia work the phrase, "une suite de 
tatonnemonta et d 1 oscillations," in deaoribing the path to equilibrium (p. 110). 
Valras doubtless picked up the word tatonnement from his reading of Cournot.
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Gournot'a incidental references to competition confirm that he did not look upon 

it as an altogether socially "beneficent principle. It is cited as a source of 

£w wages, industrial instability, regional disparities, and imbalance in capital 

flows favouring Industry against Agriculture. Bringing a certain naivity to 

political issues, Cournot rarely drew clear and far-reaching conclusions, and it 

is very difficult to summarize his meandering train of thought. But since his 

role as a theorist has become so much celebrated in the 20th century, it is worth 

noting the attitude he brought to the subject of competition, particularly since

Walras was undoubtedly much influenced by Coumot's work.
o 

With rural sympathies, Cournot leaned in the direction of a more

thoroughgoing pattern of government intervention in economic affairs. In the 

vast number of oases, he admitted that Mlaisse»-faire'» must still be the rule, 

bat this did not prevent him from seeing reality as a set of opposing forces, 

an "antagonisme entre le principe dfautorite et le prinoipe de liberte," which 

called for a constant compromise, a "perpeftuel oompromis entre 1'idee de la 

justice pure et oelle de I 1 interest social."^

Thus, Cournot 9 s flair for abstract theory and mathematical analysis 

was accompanied by an increasing hesitation as to the status of competition in 

the practical sphere of things.

5. Leon Walras and General Equilibrium

Like most other theorists up to his time, Cournot had confined his 

study of market price to the case of single markets, or else to very simple 

two-market interrelationships. But at one point in his Recherohee. Cournot noted

See in particular Prinoipes. pp. 436-7 and in general Books 17 and V.
2It is interesting that, like Sismondl, Cournot brought a sort of rural

conservatism to his subject which, after the political events of the 1860s and 
1870s, turned into an almost nationalistic approach to economic policy following 
the pattern set by Frederick List and Bismarck in Germany. See Cournot's last 
thoughts on this matter in his Revue Sommaire des Doctrines Soonomiques, Paris, 
1377 » PP» 222-28. In the preface to this last work, Cournot also complained that 
he had been branded (i.e. by Walras) as being too "Ricardian" for his stress on 
rent as an analytical device.

'Cournot, Prinoipes. pp. 439 t 446 and 462.



-206-

that ia reality "the economic syet?m is a whole of which all the parts are 

oaesftteted and react on each other," and that therefore a "complete and rigorous 

solution of the problems relative to some parts of the economic system" would 

require that the entire system be taken into account. However, Cournot believed 

this to be outside the powers of mathematics.

This was the challenge that Leon Valras was to undertake to meet,

2beginning sometime after 1863* Armed with his father's value theory, with the

mathematioal techniques of Louis Poinsot's Elements de Statique,' and with 

Cournot'  own formulation of the functional relationship between demand and price, 

Walras set out to construct a theory of general equilibrium, rendering precise 

what his predecessor a - iforth, Boisguillebert, Le Mercier and Adam Smith - had 

for a long time only hinted at*

But Valras's "heroic" exploits were to begin only after 1863. His 

first major study of economics, Ii'Econonie Politique et La Justice (i860), contain 

little suggestion of the mathematioal style of the Elements to follow in 1874. The 

treatise of 1860 is more in the nature of an "ideological" study of the grand 

themes of the mid-century. Valras's outlook was a curious blend of liberal and 

socialist attitudes, and his caustic criticisms were directed as much against 

Baatiat and Thiers for what he considered to be their faulty defense of private

See Cournot, Reoherohes. p. 146; translation from Researches, p. 12?.
p 
Leon' s father, Auguste Valras, has not been mentioned hitherto in this

history for the simple reason that he had nothing of interest to say on the subjeo* 
of competition. However, I should add that he was among the new generation of 
abstraot theorists who sprang up in the 1830s, his most important work (among 
several) being De La Nature de la Riohesse et de L'Qytfftff«> de la Yaleur (1831).

^Louis Poinsot's Elements de Statique. 8th *d., Paris, 1842 was a textbook on 
classical mechanics. Its very suggestive terminology and its influence upon 
Walras are described by Jaffe* in Correspondence. Vol. HI, pp. 149-50. Vhether or 
not Valrms actually did read Poinsot's text in its entirety in two sittings as he 
alleged he had done in 1842 (from a letter of 23 mal 1901), it certainly did not 
help him very much in passing his mathematioal entrance requirements to the Eoole 
Pblyteohnique in 1853!

TPor not very clear reasons, Valras insisted on calling himself a "scientific 
socialist," though today his vi^vs vjould probably be likened mor^ to thos^ of a 
social democrat.
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property aa against Proudhon and Louie Blano for their unreasoned attack upon the 

institutions of market exchange.

In a couple of important respects, though, Walraa'a L'Boonomie

Politioue et la Juetioe points firmly and consistently towards hie more celebrated 

work. On the one hand, even if the mathematics ia absent, Walraa's strong 

rationalistic leanings are very much in evidence, with great emphasis being placed

upon the need for cool but rigorous logic, on matters of "scientific11 aubatance,
 i 

rising above the emotion of politics. And, allied with this philosophical

standpoint ia his faith in the principle of competition aa the answer to moat 

theoretical (if not all practical) problems of economics.

Whether we may like it or not, he wrote, the principle of competition

is an unavoidable necessity, resting logically upon the unassailable fact that

2 "la somme des chose a utilee eat limitee." This entailed that there be some

method of distributing wealth, and hence "le prinoipe de la concurrence eat 

abaolue." Moreover, competition was on the whole beneficent, leading to a table 

equilibrium, preventing "lee crises," determining market value and ensuring an 

"imaense ordre" and an "uniformite reguliere" in the world of economic endeavour.' 

What guarantees this order and regularity? "L'harmonie tout "a la fois fat ale et 

providentielle des loia naturellea, et la certitude dea principea et des 

deductions," - such vas Walraa'a remarkable blend of faith and reason.

One will not find very much closely reasoned theoretical argument in 

the treatise of 1860. For that, we must jump directly to walraa's classic work.

LtEoonomie Bolitique et la Justice. Paris, 1860, p. viii. 

2ibid. p.

i£4&» pp. xxxvii-ix.

. pp. xxxix-xl.
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the m^nenta d*Eoonomle Bolltlque Pore (1874-77). Having himself reviewed 

Cournot's Reoherohes In 186?, praising its mathematical technique but finding 

fault with its doctrinal underpinnings, V/alras $JW*tf$ apparently did not get 

started on the mathematical task of constructing his theory of general equilibria 

until about 1870, after he had secured a professorial chair at Lausanne.

I shall enter Into the details of Walras's grand synthesis only 

Insofar as they oast light upon the subject of competition. My order of proceed­ 

ing will bet first, to survey Walras f s "pure" analysis for matters of semantic, 

conceptual and logical interest In the construction of his theory; then, to turn 

to various complications posed by his "applications" on the empirical and politioi 

front*

What Is of immediate concern is how much Walras insists upon the 

singular importance of the hypothesis of "libre concurrence" (his usual technical 

phrase), for the purposes of rigouroualy establishing the validity of his pure 

theory, while at the same time omitting to define this oruoial hypothesis or even 

to indicate roughly what the important conditions or assumptions were that he had 

In mind by postulating the hypothesis*

Of course, Walras had every right to assume that his readers were 

familiar with the prevailing theoretical currents of his time, and "free competi­ 

tion" was most certainly a familiar piece of scientific terminology by 1874! But 

this is not the point. Even though Walras had several terminological innovations 

of his own to make, none of these would have posed any difficulties by themselves

Elements d'Eoonomie Politique Pure, ou Theorie de la Rlohesse Sociale.2 vols, 
Lausanne and Paris, 1874-77* I have consulted Vol. I of the 1st edition, as well 
as the 4th edition of 1900 and the "edition definitive" of 1926, espeoially for a 
few of the details of Walras 's French phrasing. However, my main reliance has 
been placed upon William Jaffa's translated edition, Elements of Pure Economics. 
London: Geo. Alien & Unwin, 1934* espeoially for variants from one edition to 
the next* Hereafter, I shall cite mainly from the English edition, and unless 
otherwise specified, derives from the 1st edition, though much of it was re­ 
arranged by the 4th edition.

s review appeared in the Independent de Moselle. July 13, 1863. See 
Jaffe, Correspondence « Vol. I, pp. 128-9 for a brief account.

, I am relying upon Jaffe'e biographical sketch in "Leon V/alras,"
Encyclopedia of Social Sciences. New York: Crowell-Collier end 

MaoMillan, 1968, Vol. AVI, p. 448.
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in the reader's apprehension of what Valxae meant by free competition. Indeed, 

broadly speaking, we can say that he evoked a rather conventional picture of 

competitive behaviour throughout his lengthy text, quite in keeping with the 

classical concept. In a footnote to the 4th edition (of 1900), Walras did 

virtually define what he meant by a "hypothetical regime of perfectly free 

competition" as "a regime of free competition among sellers of services who 

underbid one another and among buyers of products who outbid one another, n 

a definition eminently classical in its vagueness and simplicity. But vagueness 

(or imprecision) is the keynote here; for, Walras had claimed so much for this 

postulate, insisting again and again on the need for precision and rigour in 

theoretical demonstration.

As with Jevons, Walras sought both generality and uniqueness in his 

favoured hypothesis of free competition* Yet, historical hindsight reveals how 

very imprecise was Walras 9 s specification of that hypothesis by comparison with 

the immensely intricate theorems he tried to deduce from it. This becomes readily 

apparent in both his discussion of the dynamics of market equilibration and in 

some of his subsequent applications, but let us consider for the moment the dual 

claims Walras made upon his hypothesis, claims both for uniqueness and generality.

In his endeavour to show that the set of equations he employed to 

describe the conditions of supply and demand in a total economy were fully 

determinate (i.e. yielding solvable numerical values for all variables), Walras

tended to create the impression that for any set of supply and demand functions,
9 2 the volution was unique or single-valued. That is to say, for each set of

supply and demand functions, in equilibrium there would be a single specifiable 

result: prioe uniformity in each market, price equalling cost for all producers,

Elements of Pure Economics, ed. Jaffe, p. 40n1, from Elements. 4th ed., p. ad..
o 
Since -ttif- appearance of Abraham Wald l s paper, "On Some Systems of Equations

of Mathematical Economics, 11 translated by 0. Eckstein from the Zeitsohrift fur 
Nfitionalbkonomlr (Vol. VII, 1936) in Econometrica, Vol. XIX, pp. 368-403, Oct. 1951, 
the existence and uniqueness of Walrasian general equilibrium systems of equations 
has been a much explored field of mathematical economics.
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quantity purchased equalling quantity supplied for each commodity. In a sense,

Walras was setting out a taxonomy for equilibrium states, ensuring the conditions

2of consistency in accounting for stocks and flows.

However, Walras intended to accomplish more than that. It was his 

main purpose to show how these equilibrium results would arise "automatically"
<**>••$•.'

from markets which were "organisee sous le rapport de la concurrence," a 

stipulation he repeats time and again, and having completed his derivation of 

general equilibrium, he reminded his reader yet again :-

37 1« All the conclusions we have reached so far relate 
to one and only one hypothesis: that of absolutely free 
competition in exchange, production and capital formation. 
Thus, what we have found out are simply the effects of
free competition.*

This clearly implied that there was a unique set of circumstances to which the 

uniquely derived general equilibrium was to apply. Of course , Walras then 

proceeded to explore alternative equilibrium results under monopoly and what he 

termed "other systems" but it is readily apparent that Walras was speaking of 

or single-market equilibrium results in these latter cases. And, in

his preface to the 4th edition (1900), Walras defined pure economics (i.e. 

theoretical economics) in such a way that it was confined to the single possi­ 

bility of a "hypothetical regime" of perfectly free competition.

Now, part of the problem is that Walras never tried to enumerate the 

"normal and ideal" conditions he had in mind when referring to perfectly free 

competition, in spite of his constant insistence upon giving a "precise description

These are the principal features of equilibrium as listed in a concise and 
summary fashion by Walras (Elements of Pure Economics, pp. 143f 17% and 255)> but 
see also the next note for a further condition.

o 
Actually, this sentence is not qiite accurate, because Walras also included

among hie essential conditions for equilibrium that of "groat^st possible satis­ 
faction" amongst all traders so as to ensure the stability (as well as existence) 
of equilibrium. It is to be noted, too, that Walras always qualified this latter 
condition vith respect to its normative implications; see ibid, p. 257-

5ibid, pp. 84 and 431. 

4ibid, p. 40.
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 i 
of the mechanism of free competition." The nearest he comes to doing so is

when he sketches the case of market exchange by auction, and in his treatment of 

the process he termed "tatonnement" (discussed shortly). However, even in th^se 

oases he semms to aooept that such instances are only "well-organized," jiot

perfect. Thus, he points out:- "The more perfectly competition functions, the

2more rigorous is the manner of arriving at value in exchange." But just how

or why imperfect competition should approximate the results of his undefined 

perfect competition is not made clear*

The real problem is that Walras wanted the beet of both worlds by 

asserting that his ideal hypothesis of perfect competition was also the "general" 

case, at least, so he implies indirectly on several occasions by contrasting free 

competition with various other "special11 oases s such as the very "unusual 

circumstances" of De Quinoey's example of isolated exchange, or Cournot's choice 

of duopoly rather than unlimited competition* And, in what was in all probability 

a very unfortunate choice of terminology, Walras insists on numerous occasions 

throughout his discussion of the dynamics of tttonnement that what happens in 

theory also happens in reality. The theoretical solution and the practical 

solution are -fine "selfsame" problem.

This latter claim brings us to what is perhaps the most ambitious and 

the most "heroic" aspect of Walras 1 8 Elements, his theory of tatonnement. Credit 

is due to Walras for at least having tried, as well as for having acknowledged 

openly that any economic theory about human behaviour must treat of sequences of 

events, if only because there is no other way of conceiving of a process.

See, for example, ibid, pp. 211 and 218. 

2iMd. pp. 85-4.

. pp. 86 (on De Quincey), 163, and 440 (on Cournot).

pp. 106, 157, 162, 169-70, 224, 241, 247, 255, 289, 294, 378 and 416, 
among numerous others.
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There is no longer any question that Walras did not succeed in 

developing a rigorous proof of equilibrating tendencies so long alleged to be a
Xcharacteristic of market competition. A sufficiently large number of more 

sophisticated studies on this subject, carried out during the past thirty years, 

indicate not only how incomplete \7alras *s own demonstration was^but also how 

truly unlikely it is that any such proof will ever be found. Even Walras f s

modern-day interpreter, William Jaffe, has described Walrae's attempt as "intuitive
o without any semblance of a rigorous demonstration."

Walras's account of tatonnement - the groping or higgling and bargain­ 

ing in the market-place - did not find widespread or ready acceptance from his 

immediate contemporaries. And, to my knowledge, no other economist during the 

19th century made any serious attempt to improve upon Walras's own formulation. 

Yrt, with the passage of time, Walras's theory did eventually gain recognition and 

did come to be accepted as an authoritative proof of the equilibrating tendencies 

of market competition. For this reason, it is all the more important to understand 
why Walras*s attempt at formal proof was a failure.

With the continuing ascent of mathematical economics during the 20th 

century, increasing attention was paid to the mathematical aspects of general 

systems of equations describing equilibrium. But the real issues posed by Walras f e 

theory have very little to do with mathematical rigour. They concern the nature 

°f logical entailmeat as applied to the sphere of human behaviour. Like the other 

pioneers of mathematical economics, Walras had succumbed to the temptation of 

construing mathematics as a language (rather than as the logic of numerical 

relations) and of believing that human behaviour could be reduced to, or 

"translated" into, the language of mathematics. "This whole theory ia mathematiorl 1 

he wrote. "Although it may be described in ordinary language, the proof of the 

theory must be given mathematically.""

This subject is taken up again in Chapter VII, section 4.
2Jaffe, "L<Ton Walras," ££• cit., p.

jGl<?ments of Pu>*e SooyKBnlcs* P« 45
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As plausible as this erroneous "belief may have been, in the context 

of eoientifio developments, and as sympathetic as we mi^it be towards the need for 

rigorous mathematical logic in economic calculation, Walras 's assertion was 

nevertheless still quite erroneous. He may well have proven various mathematical 

theorems, or at least he may have drawn various mathematical theorems from 

Poinsot ' 8 Elements de Statiqu» t but the exercise of applying these mathematical 

theorems to the demonstration of his theory about economic behaviour was merely a 

case of reasoning by analogy, treating mathematioal sequences as if they represent­ 

ed behavioural sequences.

Walras seems to have been only partially aware of this fact, at best, 

when for example he employs the Ha£~jLf" (or, in French, "oomme") conjunction to 

associate one type of sequence with another :-

...These decisions which are arrived at after some 
deliberation, but without refined calculation, are made 
aa if they were reached ley the mathematical solution 
of the system of equations of demand and offer and of, 
maximum satisfaction subject to suitable constraints.

Yet, it wa« Walras himself who, in so angrily upbraiding his classical "literary" 

predecessors, insisted: "To state a theory is one thing; to prove it is 

another." And* in his shrill manner, Walras went on to announce that he had 

succeeded in proving rigorously what others had merely asserted. Evidently,he 

mistook analogy for proof:-

... the sequence of actual events give us, in fact, an 
empirical solution of this system of equations. ... The 
use of the language and the method of mathematics has 
thus enabled me to demonstrate not only the laws of the 
establishment of current equilibrium prices but also the 
lava of change in these prices* It has made it possible 
for me to analyse the facts, and thus to^set the principle 
of free competition on firm foundations.

Without entering into the philosophioally and teohnioally intrioate 

problem of deciding whether or not the logical rigour of mathematioal inference

. p. 169. See also the 4th ed. (1900), p. 129. 

KLeaents of Pure Economics, p. 427.
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van be incorporated formally and strictly (aooording to rules of definition, 

substitution and manipulation) into en expanded logical argument about behaviour, 

we can nevertheless point to two separate ways in which Walras 1 s argumentation 

falls short of the kind of rigour he sought.

First, Walraa inadequately specifies the behavioural and the 

institutional aspects of his theory, in the sense that his descriptions of the 

market-place and of the people engaged in bargaining and exchange are vague and 

impressionistic at best* This is perhaps a harsh Judgement, made from a rather 

long historical perspective, and it would be unfair to Walraa not to add that he 

did seek a graphically evocative picture of auctioneering. To repeat, no one 

could accuse Walras of not trying! He simply over-reached himself in claiming 

results*

The second type of error is sore reprehensible. When explicit and 

graphic description of events, situations and behaviour failed him, in his attempl 

to "translate" that behaviour into mathematical reasoning, Walras re-sorted to the 

mumbo-jumbo of "abstraction." He never tired of exclaiming, "The theorist has the 

right to assume." Now, insofar as the theorist tries to reason about hypo­ 

thetical possibilities (imagined and imaginable circumstances), then Walraa was 

correct in stressing the role of abstraction In theory. This Is what Walras 

thought he had done, and he summed up very concisely the whole scientific 

approach to the study of competition as an abstraction whan he wrote »-

222, We have, perhaps, at last reached the place where 
we can see the importance of a scientific formulation of 
pure economics. Proa the viewpoint of pure science, all 
that we needed to do, and all that we actually have done 
up to the present, was to treat free competition as a 
datum, or rather ae eg hypothesis. fo£ it did not matter 
whether or not we observed it in the real world, since. 
strictly speaking, it was sufficient that we
able to form £ conception of it. It was in this light 
that we studied the nature, causes and consequences of
free competition. 2

Good examples are found in ibid, pp. 84 and "M6. In French, Walras  a verb 
was "supposer."

2ibid, p. 255 » my emphasis added.
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crucial portion of the foregoing passage is that "we should be 

able to form a conception" of our theoretical subject-matter, and it was here that 

Walraji tended to go astray in his enthusiasm. All too often throughout the course 

off his argument, and particularly when he had reached a critical stage in his 

reasoning, he asked his reader to "imagine11 that various possibilities were somehow 

realised, though the description offered was impressionistic at best. At other 

times, Valras indulged in verbal obscurity. Equilibrium required that price equal 

coat of production, and cost of production was defined to include capital costs. 

In deriving general equilibrium, Walras was sanguine enough to acknowledge that 

the process of producing outputs from inputs must entail a certain lapse of tine* 

but in his attempt to translate human behaviour (including the aot of rational 

calculation) into a purely mathematical format>Walras inevitably ran into the 

obstacle of the passage of time* Bow was this to be built into his equations fox 

production and production costs?

Wh^n considering Walraa*s method of clearing this immense hurdle, we 

should bear in mind that the same author had expressed a certain outraged indigna­ 

tion at the "so-called proofs" and "gratuitous assertions*' of his "literary*1 

forerunners and their "flowery phrases," and that he also claimed to have given 

a rigorous description and proof of tttonnement. Valras casually disposed of 

the problem of time as followsi-

*.. Production, however, requires a certain lapse of time. 
¥e shall resolve the second difficulty purely and simply 
by ignoring the time element at this point. And later on, 
in Fart VI, we shall bring in circulating capital and money 
and thereby make it possible for productive services to be 
transformed into products instantaneously.*

Thus, Valras achieved his breakthrough only at the high cost of 

pushing the method of abstraction beyond its possible limits by asking his reader 

to conceive of the inconceivable, and to accept such verbal fudges as logical 

truths. The long-run tendency of his appeal to abstraction was to enoourage a

1ibid. pp. 47 and 427- 

2ibid. p. 242.
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double standard of logical rigour, whereby mathematical precision vas attained only 

through semantic obscurity. However, having once identified this source of error, 

we must not judge Walraa's performance too harshly; for, it may well be that the 

only way the breakthrough to mathematical analysis could have been achieved without 

running directly up against the force of tradition was to treat the ill-defined | 

concept of perfect competition as a kind of heuristic fiction.

So far, this sketch of Walras f s Elements has concerned the purely 

logical, conceptual and semantic aspects of his competitive theory. In rounding 

out his treatment of pure theory, Walras warned against the danger of exaggerating 

the applicability of the principle of laissez-faire and entered the qualifications

(1) that the principle of free competition applied only to the sphere of private 

demands, not to the production and distribution of public goods and services;

(2) that the principle could not be applied to cases of natural monopoly (dictated 

by economies of scale and entry conditions); and (3) that the principle establishes 

the prerequisites for maximum utility starting from an arbitrarily given income 

distribution and therefore does not treat of the notion of economic justice in 

the fullest sense*

Undoubtedly, Walras was wise to make these qualifications, but when 

they and a few of his subsequent comments upon the applicability of the theory 

of free competition are set alongside his previous statements about that pure 

theory, Walras *s intentions concerning the empirical and normative status begin 

to look vague and rather beguiling. For example, from the outset he had styled 

free competition as the "general case" whose implications were more directly valid 

in the real world the more perfectly competition functioned! in developing his 

model of partial equilibrium for monopoly, Walras explored the logic behind price 

discrimination, then added that price discrimination was also possible and rational

iikhc cane of free competition (presumably of an imperfect kind) and was a result

2 
that was re&lized frequently "in the actual world of trade and industry." This

1JLbi£, p. 257. 

2ibid. p. 442.
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example typified the need to show how or when the expected results of imperfect 

competition more or less approximated the ideal results of perfect competition. 

Hov approximate is imperfection?

Walras was aware of this problem, and in the latter stages of his 

Elements he held out the promise of a more comprehensive study of practical 

applications of his theory to tho realm of economic policy. Eventually, he did 

publish two collections of essaya of this nature, his Etudes d*Economic Sociale 

(1896) exd. atudes d'Economie Appliauee (1896). On the whole, these proved to be 

disappointing works. Walras was quintessentially a theorist, not an acute 

observer of practical affairs. Though wide ranging in their coverage, these 

studies bring a certain naivity to the subjects of industrial structure, behaviour 

and performance, and offer little insight into the problem of bringing theoretical 

knowledge to bear upon practical problems*

More important were Walras *a prodigious efforts to advance the cause 

of goneral equilibrium economics, through his enormous correspondence with 

economists throughout Europe, stretching over a period of several decades* And

yet, remarkably little in the way of discussion about competitive themes arose

1 
out of that professional correspondence. Similarly, in further editions of his

Elements. Walras fussed over many details of technique and exposition (as well as 

Jcing a substantial revision of some of his equations for general equilibrium),
o 

but nothing critical was altered in respect of competitive themes, and as we

Not having as yet exhausted the contents of Jaffa's edition of the Walras 
correspondence, I have relied upon the excellent indices Jaffe has provided to 
his 3-volume collection, in arriving at this general impression. At least one 
important incident did arise during 1889-90 concerning Edgeworth^ attitude 
towards tatonnement. This is discussed M.OW, Chapter VI, section J>.

f I am relying mainly upon Jaffe f s notes collating the seperate editiona 
Cements for this general impression. One oddity is that in the 4th edition 

Walras added the observation that although the "multiplicity11 of firms conduces to 
equilibrium in production, it was not an absolutely necessary condition for 
equilibrium ( Jaffe edition, p. 225). Walras probably inserted this comment as a 
result of discussing the matter with some one else, though I have not been able 
to traco the circumstances giving rise to this point. Earlier (jLJjid, P- 185)f 
Walras had touched upon the importance of the law of large numbers, hinting ^t 
the concept of Infinite elasticity, though he left the matter somewhat up in the 
air.
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shall see in the following chapter, Walrae refused to enter into any debate about 

the logioal status of his fatonnement procedures. In short, he had made his major 

Intellectual contribution by the 1370s, and added little essential to it thereafter.

The Elements d^Economie Politique Pure did not meet with instant 

stioess or recognition. Heroic in his posture, Walras also brought to his writings 

a sort of paranoid insecurity. With the hostile aggressiveness of a wounded martyr 

engaged in a desperate campaign to save Economic Science, Walras managed to offend 

almost everybody, and thus ensured the cool reception he got, especially from 

professional circles in France. In retrospect, this seems to have been quite 

unnecessary. Walras f s imposing mathematical technique may have been threatening 

to a tradition of thought based on literary skills; yet, that alone ought not to 

havr stood in the way as long as it did; for, in its underlying doctrinal drift, 

¥alra8 f s work served to re-vitalise the very tradition he believed he was at odds 

with.

The heated debate over the nature of value now seems quite secondary. 

On the whole, the Elements is largely devoid of oonoeptual originality! it was a 

technical exercise of translating the vision of Adam Smith and of classical 

economics into an explicitly mathematical fozm. Even Walras himself stated that 

he would do no tiling more than "rediscover two well-known fundamental laws of

economics, 11 the laws of supply and demand and of the equality of price to cost of

1 production. The method of reasoning and the scientific status of the resulting

model had changed, but the vision was essentially the same.

'ibid, p. 211
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VI 

SSOCLASSICISMl KCVELOHfEJilf TO MATURITY

•j 9 !3ioojpiotio%i Dsbatc? in thgi. 1880s

Three works, written independently of one another^ but appearing 

alzaoet aiiftiltazK»oualyt are now generally recognised aa having marked the arrival 

of n.oclasaiciami Jevons'e foeoaqr of Po^itiof^. Eooaoay (18?1)» Hengsr's

Trfalras'a

( 1874-77) •

In retrospect, they a&eoad to have signalled the dramatic and trodden 

of a new school of thoij^ht. In fact, on oloa«r inapeotion9 thia did not 

to be the oaae to their contonrrxsrariea, for another twenty years or so. 

the 1@70s9 the responoe thc-ir books elicited fron other eoonomiots by nay 

n.rious disotmsion oouM be doooribed aa sporadic at best. Events on the 

orotlo&l front began to gather a acsaontuB only during the 1880s.

To appreciate in its fuULost eignificanoe the manner in which 

t theory was carried fortmrd thron^i thia decade into the 1890s, it ia 

n; acoaary to b ar in mind the general background of events on a won broader front. 

A major r ̂ -alignment of professional opinion was taking place, the influence this 

crxcrtod on the development of ooapetitive doctrine is subtle and it does not 

b: ooor apparent from a narrow reading of the texts on competition by themselves. 

So v I shall b gin this chapter by ok-tnhing in a few of the a»re relevant features 

of the wider landscape, before turning to specific details on ooapetltion.

If the yaara from 1871 to 1874 witnessed the initial breakthrough 

iAVt> the neoclassical reala of thought , then the next twenty years or ao oan be 

divided into several phases through which neoolaasloisB progressed, en route to 

b cooing the neo-orthodoxy of the 1890s and 1900s.

First, Javons and V/alma had to discover another* a work, and then 

hM to suqrt out auoh personal iaauae aa related to their priority of olaia to

ttpafc !• diaouaaad in section 4 of this chapter.
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originality. This they accomplished partly by re-discovering their predecessors' 

work: Cournot lay Jevons, Gossen by Valras, Prior to the 1880s, Monger's 

Grundsfltze received little or not notice at all, even in Germany and Austria.

Through the 1880s, the efforts of Menger, Jevons and Valras finally 

succeeded in making some impression upon a fairly large number of other economists, 

when a flood of theoretical literature ensued, both in full-length treatises and 

in the form of journal articles published in the growing number of professional 

reviews" which sprang up throughout Surope and America during this period. In 

a very raal sense, these outlets helped to create a truly international community 

of professional economists and of professional opinion.

However, this second wave of neoclassical economists did not properly 

constitute any closely knit "school" of thought. Bather than being "followers," 

more often than not they styled themselves as interpreters - whether critical or 

constructive or both - of Jevons, Menger or Valras. Par from being a period of 

neo-orthodoxy, the mid-1880s represent a phase of development in neoolassioism 

marked by fierce debate over a great many details of marginal analysis. Indirectly, 

the importance of the discoveries made by Jevons, Menger, Walras and their 

forerunners was thus recognized by this time, but the differences between their 

approaches to the subject were accentuated, whereas the fundamental similarities 

existing between them were either taken for granted or else completely overlooked.

This may seem strange to us now. In the context of theoretical 

controversies prevailing at that time, what those three writers had in common with 

one another must have seemed rather tenuous to their contemporaries. Each shared 

a penchant for abstract reasoning, in mathematical or quasi-mathematical terms. 

Each had made use of the concept of marginal utility to construct models of 

market exchange, models of rational choice in which sets of alternative possibil­ 

ities were treated in the form of mathematical functions (or numerical schedules).

Rrominont among those devoted to theoretical topics were the Revue d* Economic 
PolitlQue (founded in 188?)t the Quarterly Journal of Eoonomica (from 1886), the 
A.E.A. Quarterly (from 1886), the Economic Journal (from IftQfn flnd the Giornali 
degli Eoonomieti (during thr 1890s).
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And, each had selected as hie starting-point the case of competitive exchange 

between large numbers of buyers and sellers.

K On the other hand, both their techniques and their terminologies 

differed considerably. So, too, did the manner in which they held out the case of 

competition as one among many other cases of market exchange. And, quite apart 

from being written in different languages, their treatises emphasized contentious 

issues arising from separate and somewhat different traditions of thought. All of 

these things lent themselves to the kind of hand-to-hand combat that took place 

over even the most insignificant points of detail during the 1880s and beyond.

Following in the wake of this tremendous upsurge in interest in 

theoretical economics, inevitably there set in a counter-current of opinion 

reacting against the excesses of the abstract method. In Germany, the traditional 

method of studying economics had long been historical in its emphasis, though not

entirely hostile to classical theory* V7ith the sudden rise of abstract

2 economics in Vienna between 1885 and 1887 f the so-called Methodenetreit« or

Battle of Methods, was already in an advanced state of development in Germany 

and Austria^by the end of that deoade. Though it was conducted less violently 

elsewhere, this struggle over the respective statures of history and theory did 

have its repercussions in other countries.

Thus, by the year 1890^ economic theorists of all nations and of all 

shades of opinion faced a common enemy, the anti-theorist. Up to then, the 

theoretically-minded had been warring amongst themselves. In the 1890s, they did 

not suddenly bury all their differences, but there was a growing sense of unity, 

a new stress being plaoed on common themes, an attempt to consolidate what had 

been achieved during the previous decade. Whereas in the 1880s, ideas were still 

very much in a state of flux, and attitudes were exploratory rather than definitive,

A good example is to be found in the work of Auspitz and Lieben, highly 
dependent upon,though critical towards,that of Valras. See section 3 to follov;.

The Austrian School is dealt with briefly in section 4.
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by the 1890s many economists were preparing grand syntheses of neoclassical themes, 

in the style of Alfred Marshall's Principles of Economics (1890), or else were 

tidying up the few remaining loose ends that had been left untouched by the 

debates of the preceding decade.

The foregoing is, of course, a much oversimplified summary of an 

immensely rich and complicated period in the history of economic thought, and many 

exceptions to the pattern outlined here will readily spring to mind. However, this 

general picture of events is worth keeping in mind as we begin to examine the 

minutiae of competitive theory and to assess the subtly shifting status of that 

theory from one year to the next.

2. Edffeworth and the Problems of Determinateness

F.Y. Edgeworth's Mathematical Psychics (1881) is the most appropriate 

place to begin a study of theoretical advances made in the 1880s, not only because 

Edgeworth carried Jevone's analysis several steps forward, but equally so because 

it was Edgeworth who by 1889 had broached the critical issue facing neoclassical 

theory: the adequacy of Walrasian dynamic a.

One does not have to read between the lines to discern that Edgeworth's 

principal objective in writing his Mathematical Psychics was to clarify the many 

obscurities and ambiguities of Jevons's Theory of Political Economy. In the course 

of doing 00, Edgeworth constructed what has proved to be one of the most useful 

techniques of marginal analysis, the indifference curve, a direct descendant of 

Jevons's equations of exchange. As we saw in Chapter V, Jevons had wanted to appl^ 

his simple formulae for exchange to all possible circumstances of market behaviour, 

an undertaking which qubkly led him into innumerable difficulties.

To clarify Jevons's analysis of exchange, Edgeworth gave to the 

former's text an interpretation which was probably not entirely accurate in 

describing Jevons's intentions, but vdiich cast his work in a more favourable light, 

consistent with his own thesis. In brief, Edgeworth argued that <<ven though Jrvoni 

had framed many of examples of market exchange in terms of "isolated couples," 

there was always presupposed "in the background" a class of competitors such thnt
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Jevons'a pairs of traders were really intended to be a "sort of typical couple, 

clothed with the property of 'Indifference. 111 In other words, Edgeworth 

maintained that Jevons had always assumed a, perfect market for oases of determin­ 

ate exchange, that is, where there existed solutions to his formulae.

If I understand Edgeworth's reasoning correctly, he justified this 

rendering of his predecessor's analysis by pointing out that Jevons had begun 

with a series of definitions about product homogeneity, price uniformity, perfect

knowledge and perfect markets, such that the resulting law of indifference (and

\ 2 oases based upon it) always applied to markets with perfect competition.

That Jevons intended to argue this, in the first place, is doubtful. 

Vlhether or not he subsequently approved of Edgeworth's interpretation we shall 

never know, because Jevons died too soon after the appearance of Mathematical 

Psychics to have formulated a well-considered opinion of Edgeworth's book. In

any case, Edgeworth proceeded to tidy up Jevons's mathematical apparatus,
demand, 

demonstrating that determinate solutions required a well-defined ̂ constraint (i.e.

infinite elasticity facing each trader) and that this constraint rested on the 

postulate of perfect competition.

Out of this demonstration flowed Edgeworth's principal thesis. Market 

exchange was "completely determinate" only in the case of perfect competition; it 

was indeterminate for all cases of "isolated" exchange; and, finally, was somehow 

"more or less" determinate when competition was more or less perfect. As it stood

Mathematical Psychics; An Essay on the Application of Mathematics to the 
Moral Sciences* London, 1881, p. 109. In addition to his Appendix V, "On Professor 
Jevons'e Formulae of Exchange," pp. 104-116, see also pp. 31n, 39 and 115.

TJdgeworth does not actually say so, but more or less implies as much, by 
referring to p. 98 of Jevons's Ih30ry of Political Economy. 2nd ed., London, 1879. 
See Mathematical Psychics, pp. 31n and 109-

3ibid. p. 113.

, pp. 20 and passim 34-56.
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1881, Edgeworth1 s main thesis was ambiguous and incomplete insofar as he passed 

over rather hastily the two familiar oases of monopoly and duopoly as treated by 

Cournot. Later in his career, Edgeworth returned to this subject, writing some
n

celebrated papers on monopoly and duopoly. However, these more mature and 

technically brilliant exercises were far less consequential than what he had to 

say about the question of determinateness in 1881,

To examine and assess objectively Edgeworth1 a contribution, it must be 

admitted from the outset that, Oxonian or not, Edgeworth produced in Mathematioal 

Psvohios one of the most eccentric works ever written in the history of economic 

thought, a book which displays some of the very best and some of the very worst 

features of neoclassical thinking. There should have been no surprise when his 

first efforts were subjected to some gentle,but encouraging,criticism from Alfred 

Marshall. In reviewing Mathematioal Fyvohics. Marshall expressed what turned out 

to be a well-founded hope thatjin the future^ Edgeworth would succeed in "preventing 

his mathematics from running away with him." 5 And so it was that Edgeworth went 

on to compose some of the most lucid and articulate essays on the technically 

intricate aspects of mathematical analysis that the neoclassical literature was 

ever to produce.

As for the truly "bizarre" examples of "abstraction" that Edgeworth 

employed throughout his treatise of 1881, once again it becomes vital to appreciate 

how the heuristic fiction of a "perfectly" competitive market enabled economists 

both to clear some immense technical hurdles^ on the way to an explicitly

ibid, pp. 46-7. In 1881, Edgeworth treated monopoly rather vaguely as one 
source of "imperfection," whereas later he dealt with it more fully in regard to 
such things ae price discrimination, in "The Pure Theory of Monopoly" (1897).

2In particular, "The Pure Theory of Monopoly" (originally in Italian, from 
the Giornali degli Economist! of 189?) and "The Theory of Distribution," from the 
Qriio-rterly Journal of Economics of 1904, both reprinted in Edgeworth1 a Papers 
Tteia.ting to Political Economy. 3 vols., London, 1925t Vol. Ill, pp. 111-42 and 
15-60,

^Academy. Vol. XIX, no. 476, June 18, 1881, p. 457.
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mathematioal treatment of economic logic, and at the same time to preserve a sense 

of continuity with the olaasioal past. Thus, with his obscure postulate of perfeol 

competition, Edge-worth managed to develop quite a useful collection of analytical 

concepts and to present them in the form of a theory purportedly treating of 

economic behaviour*

Like Jevons, Edgeworth casually inter-mingled behavioural concepts

(requiring dynamic treatment) with situations! concepts (lending themselves to a
ii • / i « / //situation^

static or 'JmomexYfeaxy" interpretation for purposes of mathematical entailment) in 

his reasoning about competition* This blending of mathematical with behavioural 

concepts can be observed when he attaches to the rather arcane idea, '; of a "perfect 

field of competition" a number of superfluous properties which have nothing to do 

with market behaviour, though they greatly assist in describing equilibrium 

results:

A perfect field of competition professes in addition 
certain properties peculiarly favourable to mathematical 
calculation; namely, a certain indefinite multiplicity 
and dividedne8s 9 ... The conditions of a perfect field are 
four; the first pair referrible to the heading multi­ 
plicity or continuity, the second to dividedness or 
fluidity* 1

With the phrase, deteTTnlmteness. Edgeworth wanted to stress not just 

the solvability of the equations for equilibrium, but also the characteristic of 

uniqueness (as well as existence and stability) of equilibrium. Employing the 

concepts of marginal utility, indifference, and cardinally-ordered preference to 

good effect, in constructing his indifference-curves and contract-curves, Edgeworth 

pushed forward the logic of rational choice in economic exchange. Where Jevons 

had *ery neatly grasped the logic of rational choice from the individual's point 

of view and in terms of marginal utility, but had fumbled rather awkwardly 

through the topic of exchange itself, Edge"?:;th better perceived the requirements

^Mathematical Psychics, p. 18.

The only really definitional statement Edgeworth offers for the idea of 
determinates SB is this: "Contract is indeteminate when there are an indefinite 
number of final settlements. " (p. 19). Stability of equilibrium is supposed to 
be ensured by "re-contracting" before any final settlement results in exchange. 
Uniqueness is specifically mentioned on p. 46.
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mutual compromise for satisfactory exchanges to take place. This was 

Edgeworth's great achievement. Drawing upon Jevons's work as a source of 

inspiration, he managed to bring uhat he called the "Economical Calculus" more 

effectively into touch with the social or interpersonal aspects of exchange.

Furthermore, Edgeworth put his finger on the very essence of

marginalism by correctly noting that It amounted to little more than the task of 

expressing the logic of rational choice in terms of balancing various quantities 

or proportions against one another?^ in the search for a "Golden Mean." Thus, he 

wrotes-

Aristotle's metaphysical theory that virtue is a 
mean between two vices is analagous to the mathematical 
theory that a maximum of pleasure is a mean between two 
minima.''

But where Edgeworth*B analysis inevitably went astray was on his very 

central thesis, that of associating a uniquely specifiable equilibrium reault with 

a unique set of market circumstances judged to be necessary and sufficient for 

that ideal result. And, here again, Edgeworth - like Cournot, Jevons and Valras 

before him - confused the logic of mAthcmatioal consistency with the logic of 

causal explanation connecting one empirically distinct set of circumstances with

another. For, Edgeworth evidently did believe that a "formal proof" of oompeti-
2 tive theory could be given, and that Messrs. Jevons, Walras and Marshall (and

perhaps also Cournot) had already dono so.

However, Edgeworth indicated that he would not attempt to formulate 

a complete proof himself, only a sketch of a proof along with some major 

conclusions, because (as he expreosed it) his chief purpose was somewhat different:

n
In the preface to Mathematical Psychics, he states that a mathematical theory 

of competition "is given, or at least promised (pp. 30-33)," (p. vi). The section 
title, "Demonstrations" (p. 20), is qualified by a footnote: "Coneluelone rather, 
the mathematical demonstration of ^.vhioh is not fully exhibited" (p. 20n1). After 
developing his theory, he adds: "If this reasoning does not se .<m satisfactory, it 
would be possible to give a more formal proof," (p. 58).

^ibid. pp. 30 and 47.
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wto inquire how far contract is determinate in cases of imperfect competition." 

In the course of pursuing this latter investigation, Edgevorth did provide a few 

glimpses of how he thought the theory of perfect competition could "be demonstrated, 

and it is ironic that ha employs a method of reasoning very similar to that of

Cournot in order to establish a set of conclusions quite opposed to those reached
p by that same theorist:

Using the concepts of marginal utility, indifference,and cardinally- 

ordered preferences for exchangers, Edgeworth wrote of "contracts" as sets of 

quantities of goods-in-exchange doomed to be mutually acceptable to all parties 

involved in any contemplated, exchange, and from this he derived his "contract- 

curve," interpreted as the locus of points (two-dimensional or multi-dimensional) 

which defined this set of possible combinations of goods-in-exchange. With this 

analytical apparatus, Edgeworth advanced the bold proposition that "the quantity 

of final settlements is diminished as the number of competitors is increased," 

and taking this number to its extreme limit, the extent of the contract-curve 

shrinks to a unique point for the case of perfect competition. The effect of 

increasing the numbers of traders is a constraining one. in that it narrows the 

range of possible exchanges defined by the contract-curve; but anything short of 

perfect competition still holds open an indefinite number of final settlements. 

Hence, only the oase of perfect competition allowed for a "determinate" equilibrium 

result.

Edgeworth's abbrovia-ted "proof11 resembled Cournot*s procedures in that 

both of them tried to show that the abstract process of somehow "adding"

p. 34.

Tfost of Edgeworth1 s theoretical exposition is contained in pp. 30-41. 

^ibid. p. 40. 

4ibid« p. 37. 

5ib&, p. 39-
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 uooessively more competitors into the hypothetical market situation would pro­ 

duce the same results as if one were following various mathematically converging 

sequences, of numbers to their unique limits. However, there was an important 

difference, Cournot started with pure monopoly (many buyers and a single seller) 

and believed that a unique result existed all along the spectrum stretching from 

one sailer to an infinite number of sellers. Edgeworth began with "isolated 

exchange" between a single buyer and seller^ and believed that along the spectrum 

towards perfect competition only a range of results was specifiable at each 

«tag§, unless a further principle was introduced, a sort of supplementary principle 

of compromise or arbitration.

Before we examine the far-reaching conclusions Edgeworth drew from 

this argument, let us pause for a moment to assess the adequacy of his sketch for 

a "proof" of the theory* Edgeworth* s logic is best interpreted as a logic of 

possibilities. not of events as they occur 1.n dynamic sequences* Granted, he had 

indicated how one might define or delineate the range of equilibrium results 

that were possible (given the preference patterns and stocks of goods possessed by 

all exchangers) in terms of indifference-curve and contract-curve analysis of 

rational choice. But, Edgeworth did not show how equilibrium was to be realized. 

To wit, how were numerous buyers and sellers to discover what these possibilities 

Of final settlement were?

The foregoing is certainly not an idle question; for, as we shall see 

shortly, this very question had occurred to Edgeworth himself sometime between 

1881 and 1889. In his Mathematical Psychics. Fdgeworth had been quite alert to 

recognize how crucial was the role played by the demand constraint placed upon 

price behaviour in the theories of Jevons and Cournot, both of whom had hinted at

the concept of infinite elasticity of demand and had postulated the condition of

2price uniformity to be taken as given from the outset. By the aid of his

1 ibid. pp. 51 and 56.

2For Edgeworth1 s identification of infinite elasticity of demand, BOO ibid. 
. 39, 47 and 115-116. For the remarks of Cournot and Jevons on this concept,

ja*_ . A  * 
PP
see Chapter V.
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contract-curves, Bdgeworth claimed that he had avoided these questionable 

assumptions made by Cournot and Jevons in regard to situations of imperfect 

competition. However, it was still not very clear from Edgeworth* s text how 

perfeot competitors were to find themselves eventually in equilibrium through

the process of "re-contracting" according to what Edgeworth described vaguely

2 as the "smooth machinery of the open market."

Evidently, in 1881, Edgworth was not concerned with the problem of 

dynamics. Satisfied with the "proof" he had so briefly intimated, Edgeworth was 

more anxious to emphasize the potential dangers for economic theory posed by the 

prospect of indeterminateness, and hence the theorist's utter reliance upon 

perfect oompetitions-

    But if it should appear that the field of competition 
is deficient ...j if competition is found wanting, not 
only the regularity of law, but even the impartiality of 
chance - the throw of a die loaded with villainy - economics 
would be indeed a fdismal science* and the reverence for 
competition would be no more.3

Edgeworth went even further than that, by projecting the possibility 

of theoretical failure onto the real world ? - in the functioning of actual markets. 

Indeterminateness was not merely the theorist 9 s inability to reduce the concept 

of equilibrium to a unique and solvable set of mathematical formulae: it had its 

cotmterpart in the real worlds deadlock, stalemate, "undecidable opposition of 

interests," the characteristic "evil" of indeterminate contract. Indeed, so 

thoroughgoing was his faith in perfeot competition that he looked upon the 

traditional robustness of competitive striving as if it were an evil tendency 

towards "dissimulation and objectionable arts of higgling." The noble art of 

bargaining had become, for Edgeworth, a sure sign of "higgling dodges and 

designing obstinacy," when compared with the smooth and trouble-free machinery

, pp. 31 and 40. On p. 47, he notes in regard to Cournot *B method that 
"uniformity of price" is not "abstractly necessary in oases of imperfect competi 
tion."

2ibid, p. 30. 

3ibid. p. 50. 

4ibid. pp. 29 and 51.
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of perfect markets*
* (..   "•-•

Of course, what Edgeworth had in "fry* was the rise of the trades- 

union movement and the increasing regularity of strike action to influence the 

result of wage negotiations. In the second half of his book, Edgeworth sought 

after some alternative prinoiplef whereby market conflicts might be resolved. 

Without going into that lengthy discussion here, I shall only list briefly one 

or two passages in which Edgeworth offered some insights,but continued to apply 

the peculiarly neoclassical twist to the ever-changing concept of competition.

First, Edgeworth realised that competitive interdependence^ as 

applied to market exchange, involved elements of both conflict and co-operation :-

 la it peace or war? 1 asks the lover of 'Maud, 1 of 
economic competition* and answers hastily: It is 
both, pax or pact between contractors during contract, 
war,, when some of the contractors without the consent 
of others recontract.

Later, in his text, with the problems of trades-unionism looming ahead, Edgeworth 

further realized that market bargaining could entail various groupings of 

individuals into associations or combinations. With this in mind, he drew two 

conclusions: (1) Starting from a situation in which there are only "individual" 

traders, combination alters the range of possible contracts in such a way as to 

favour the combiners, and (2) the degree of determinateness in any bargaining 

situation depends not so muoh upon the number of "individuals" as upon the number

of "associations in the field."4

5 To judge by his words quoted above, Edgeworth certainly perceived

in these two conclusions the enormous problems and perplexities of competitive 

grouping. The variability in the composition of the competitive "units" is as muoh

1 ibid. pp. 50 and 46.
o 
ibid, p. 1? t his emphasis

^ibid. pp. 45-45-

, p. 49- 

*i.e. the text to note 3 page 229 above.



a source of theoretical indeterminacy as is the limitation in thf numbers of

those units, however they may be defined. So horrified was Edgeworth by the
of 

thought of a wholesale collapse of economio theory and.the scientific enterprise^

that he attempted to dispose of this profound difficulty by resorting to some 

rather obscure technical jargon. In so-called "perfect" competition, the 

indestructible competitive unit was taken to be the "catallactic molecule," the 

bare and irreducible individual humnn being.

Now, to treat the individual human being as the only competitive unit 

of analysis renders it extremely difficult to apply competitive theory to the 

realm of production, where two or more dissimilar factors of production are to be 

combined with one another to form a complex unit of production. Unfortunately, 

Edgeworth did not delve into this aspect of competitive theory. It was on 

a different issue that Edgeworth ^/as to play such a prominent part in the ensuing 

theoretical crisis of the 1880s.

5» The Logic of Dynamics and the Crisis in Economic Theory

In his Mathematical Psychics. Edgeworth made numerous incidental 

references to Leon Valras's Elements d'Eoonomie Pblitique Pure, references which 

taken together suggest a generally favourable reception of the latter 's work. 

However, in 1881, Edgeworth did not stop to consider the problems of dynamics 

that were raised by Walras's ambitious theory of tatonnement. In Prance, that

theory did not receive any critical notice until 1883, and even then,, the criticism 
was 

^addressed only to the much condensed version given in Walras'a shorter book, his
o

Theorie Mathematique de la Richessc Sooiale (1883).

In the preface to this new publication, Valras complained that both

1 ibid. pp. 31 and 44-

walras's The*orie Mathematique de la Riohesse Sooiale. Lausanne, P->ris, Rome 
and Leipzig, 1883, is a very concise and readable summary of the Elements, but it 
io a pity that Bertrand (see immediately below, note 1 page 232) did not attempt 
to come to grips with Walras's fuller exposition.
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his and Cournot f s efforts to construct mathematical theories had been ignored by 

the economics profession at large. There duly followed a short review of Cournot's 

Reeherohee and Walras's Theorie Mathematique "by an eminent French mathematician, 

Joseph Bertrand. Like Homer1 8 review of Canard earlier in the century, 

Bertrand suggested skeptically that Cournot had employed an enormous amount of 

mathematical reasoning to deduce theorems of a trivial nature, theorems which were 

immediately obvious and acceptable from common-sense verbal reasoning. However, 

Bertrand refused to draw any major conclusions as to the future of mathematical 

economics. He merely pointed out numerous difficulties encountered in both 

Cournot*s and Walraa's arguments in their attempts to translate the dynamics of 

market behaviour into mathematical functions, especially in regard to the initial 

specification of those functions In such a way that would adequately capture all 

the logical possibilities of rational behaviour. Though largely critical in tone, 

Bertrand *s review did contain a few encouraging suggestions which seemed to keep 

alive the hope that mathematical theories of competitive behaviour could be 

successfully constructed.

Within the next five or six years, several mathematical treatises were
opublished on the subject of competitive market exchange. What must be said of

these, first of all, is that none of them proceeded in the direction of copying,

Bertrand 1 s review appeared in the Journal des Savants. Sept. 1883, PP- 499-508,
2 Of special note axe Wilhelm Launhardt's Mathematisohe Begrflndung der Volks-

wirthsohaf tslehre . Leipzig, 1885; G.B. Antonelll f e Sulla Teorla Matematioa della 
Eoonomia Politloa. 1886; the earlier treatise, 2ur Theorie dee Prelses. Leipzig, 
1887, lay R. Auspitz and R. Lieben, which was expanded into their Untersuohungen 
of 1889; and M. Bantaleoni's Principi di Eoonomia Pura (1889), English translation 
as Pure Economics by T. Boston Brace, London, 1898. Pantaleoni's book was 
designed to serve as an introduction to the new mathematical economics for the 
non-mathematioally inclined reader, and so breaks no new ground on its own. I 
have not yet consulted Antonelli^s Teoria of which Schumpeter has written 
favourably (History of Economic Analysis. Hew York: Oxford University Press, 1954, 
pp. 858 and 1061).

my knowledge, no theorists in the 19th century made any serious attempt 
to build upon Walras f s tatonnement procedure to construct a dynamic proof of 
market equilibrating tendencies. However, the literature is immense, and the 
Italians In particular (eg. Barone, of whoa I have read nothing, unfortunately) 
bogan to show much interest in Walras's work by the 1890s. Doubtless, further 
research would uncover something along dynamic lines, but to judge by Pare to 'a 
mature work, nothing much came of it.
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ifflprovlng, or elaborating upon Walras's theory of t&tonnement in its formal 

and explicitly dynamic aspects. Though these texts may have made many passing 

and casual allusions to the dynamics of market behaviour, the mathematical appara­ 

tus they employed was desired to establish (in what could be loosely termed a 

"static" fashion) the quantitative conditions of an existing equilibrium. And, 

though they may have employed what was later to be called the method of "compara­ 

tive statics," their formal logical procedures were not designed to demonstrate 

how an economic market or system of markets moved from one equilibrium state to 

another, in response to changes introduced into the situation.

Secondly, I will not undertake to describe here the many minute 

technicalities over which the new generation of theorists fought so fiercely 

during the latter half of the 1880s. Space does not permit such an undertaking, 

but more than that, few of these technically recondite controversies provide 

very little understanding of the special competitive themes I have identified in 

this thesis. Instead, the very sophisticated issues raised during this and the 

following decade hinged around matters concerning the economic calculus, rather 

than the logic of competitive behaviour*

However, out of this highly technical literature, one vaet problem 

in economic theory does emerge, pointing to the critical role of the competitive 

postulate. One of the main purposes of Walras's general equilibrium theory was to 

show how the prices and quantities of goods taken in exchange for one another in 

a system cf inter-related markets mutually depend upon one another. To accomplish 

this task, a sufficient number of constraints placed upon the price/quantity 

variables had to be specified^in order to reduce them to a set of determinate 

values in equilibrium. In their attempts to derive equilibrium values for prices 

and quantities, the economists of this period more and more placed their reliance 

upon the competitive postulate for the following reason.

It has long been accepted that the greater the number of buyers and
of them 

sellers in a single market, the less influence each,could exert over the total

result of the collective behaviour. Thus, in the limit of perfect competition, as
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Cournot and Jevons had intimated, each buyer and seller was considered to be 

"powerless" to influenoe the general lerel of prices. Proa thia premise, they 

were drawn into making something of a non-Bequitort that at each moment in time, 

buyers and sellers in perfect competition passively aoaepted aa "given" (by the 

market) some uniform price ruling in the aaxket, even though that price lerel 

might vary from one moment to the next*

This rather looae piece of verbal reasoning, baaed upon a fallacy of 

composition, seemed to offer a great simplifying device for deriving equilibrium 

result a. Yet, there waa no good logical reaaon why thia artificial constraint 

should be put upon price in die-equilibrium states of affair a, for it was almost 

like aaying that perfect competitors did not engage in any prioe competition in 

their search for ngnrimai profits, even in die-equilibrium states. If prioe was to 

be viewed aa the key variable, how could one logically justify treating it aa 

somehow "given" from the outset? Thus it waa that theorists had a field-day 

picking holes in one another1 a arguments, especially when explaining the dynamics 

of individual sellers' bargaining behaviour*

An excellent oaae in point is to be found in the criticisms of 

Auspitz and Lieben, against Walras »s technique of tatonnement, in their 

TJntersi^ohungen liber die Theorien des Preisea (1889). They objected to the aannar 

in which Walras had treated All other prices aa given, in deriving the dynamic 

path to equilibrium in a "fpfllft market, especially ainoe Walras had insisted, at

the same time| that his method offered a simultaneous solution to all prices in a
2 general system of markets. A sharp inter-change between them ensued, when Walraa

Simon elj ajL provide an amusing deacription of this pattern of development
in duopoly theory, where dynamics were more readily applied! "Beginning with 
Coumot's critic Bertrand, duopoly theory has been thuai A writer criticises a 
predecessor for assuming away an essential factor. The critic then builds a model 
embodying that omitted essential factor. But at the same time he leaves out one 
or more factors taken as crucial by his predecessors. Even though the non-formal 
discussions have become much richer and more realistic over time, the formal 
models have not." See Julian L. Simon e£ a^, "A Duopoly Simulation," Review of 
Economic Studies. Vol. XL, July 1973f P- 353.

TJ. Auapita and R. Lieben, Phtersuohungen uber qie Theorie des Praises. 
Leipzig, 1889, pp, xxiii-xxiv. See also the French edition, Reoherohes surfc 
n»_^_..- *_. T^-J - f tr. L. Suret, Paris, 1914, pp      '
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anewered in the Revue d'Eoonomie Folitique of 1890, directing much the same 

criticism against their method of treating single markets in isolation of one 

another.

It was during these critical yaars, 1889-91, that Edgeworth returned 

to the forefront. To appreciate the underlying significance of Edgeworth1 B new 

attack upon Walras, we should bear in mind the general state of affairs. In 

comparison with other economic treatises of that period, the tfatersuohungen of 

Auspita and Li ©ben drew heavily upon the former achievements of Walras, and yet, 

such were the theoretioal controversies of the day, that Auapitz and Lieben chose 

to cast their analysis in a way that highlighted not their indebtedness to Valraa, 

but their technically involuted disagreements with him* This was a sign of the 

times. There was little consensus amongst theoreticians by the end of the 1880s, 

at least, nothing that was recognized as a consensus.

In 1889» Edgeworth published a short review of the 2nd edition of 

Walras *s Elements* Though very brief, Edgeworth's review was very much to the

point. He judged Walras's tatonnement to be "not very good idea," with the/\

following explanationJ-

  .. What ^AfalraB/ professes to demonstrate is the course 
which the higgling of the market takes - the path, as it 
were, by which the economic system works down to equilibrium. 
How, as Jevons points out, the equations of exchange are of 
a statical, not a dynamical, character. They define a 
position of equilibrium, but they afford us no information 
as to the path by which that point is reached. Prof. 
Walras's laboured lessons indicate a way, not the way of 
descent to equilibrium. 2

Edgeworth had evidently taken to heart Marshall's gentle strictures concerning 

the abuse of the mathematical method, and Edgeworth used both this short review 

of Walras*s Elements as well as his much lengthier address to the British

1L. Walras, "Observations sur le Principe de la thcorie du prix, de MH. 
Auspita et Lieben, n Revue d'Eoonomie Politidue. Vol. IV, no. 3» 1890, p. 322. 
The Austrians replied in j>bid* no. 4t PP. 599-605.

2Edgeworth, "The Mathematical Theory of Political Economy, 1* Mature. Vol. XL, 
Sept. 5, 1889, p. 435 1 his emphasis. This short review was not included in the 
collected Papers, though Edgeworth mentioned it in his appended note of Vol. II, 
p. 311 wherein he repeats almost vtrbatim the relevant portions of the text cit^d 
here 'Edgeworth was evidently referring to Jevons's Theory of Political Eoonoiqv. 
London, 18?1, PP. 95-4 (or 2nd ed., 1879   P. 101) on the matter of statics and 
dynamics, for which see Chapter V, section 3« Bortkiewioi pursued this issue, 
citing Jevons in a different v»yf as is described below in this text.



AflBociation, given In the same year, to put forward hie own views on the nature 

and status of mathematical economics. In this second paper, he onoe again touches 

upon the subject of Walrasian tatonnement. Bather than attempt to summarize his 

over-all position, I shall oite the high point in his argument :-

Professor Walras, illustrating the operation of a simple 
market, supposes each dealer, before going to the market, 
to write down his scale of requirements - how much he would 
be willing to buy or sell at each price. From these data 
it would be easy to calculate beforehand the rate of 
exchange which would prevail in the market formed by these 
individuals. But, when we advance from the simplest type 
of market to the complexities introduced by the division 
of labour, it is seen to be no longer a straightforward 
problem in algebra or geometry, given the natures of all 
the parties, to find the terms to which they will come* 
Here, even if we Imagine ourselves in possession of 
numerical data for the motives acting on each individual, 
we could hardly conceive it possible to deduce ja priori 
the position of equilibrium towards which a system so 
complicated tends.
Accordingly it may be doubted whether the direct use of 
mathematical formulae extends into the region of concrete 
phenomena much below the height of abstraction to which 
Jevons has confined himself.

To continue Edge worth's metaphor, it could be said that he had left 

the status of the theory of perfect competition somewhat precariously up in the 

air. Of all the writers of the 19th century, Edgeworth pointed most clearly and 

accurately in the direction that things were to go in the 20th century. However 

ambiguous it may be, Edgeworth1 s view (expressed In 1889) comes closest to that 

which I shall put forward In the concluding chapter of this history* In spite of 

that fact, I must confess that I do not understand, nor would I pretend to be able 

to reconcile, everything that Edgeworth had to say about this subject (i.e. the 

logical status of the theory of perfect competition)* Several of his comments, 

when taken out of context, could easily be interpreted in a multitude of different 

ways.

Apparently, Edgeworth felt that economists could not show how the 

equilibrium results alleged to arise from perfectly competitive markets would be 

reached, that is, no dynamic proof could be found, but that economists could 

somehow nevertheless prove the connection (in some obscure sense) between that

Edgeworth, Opening Address to Section F of the British Association, as 
reported in Nature. Yol. XL, Sept. 19, 1889, P. 498. This article was reprinted, 
with Minor changes, in his Papers. Vol. II, pp. 273-312 (see p. 281).
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perfeot type of market and its alleged results. It was as If non-dynamic methods 

of reasoning could establish, in a logically rigorous manner, propositions about 

economic behaviour, linking one empirically distinct set of circumstances to 

another, by-passing or leaping over the "dynamic path" and yet still connecting 

an initial set of prerequisites to a final set of results.

insisting that the equations of exchange were "of a statical

character, 11 Edgeworth was pointing in the right direction. But, at the same 

time, he felt obliged to salvage the theory of perfect competition, to prevent

what he obviously believed would otherwise be the total collapse of economic
p 

theory. By granting that Walras had shown "a way," if not "the way," to

equilibrium, he left open a loop-hole through which some residual faith in the 

dynamic rigour and soundness of competitive theory could escape untouched.

Xt was this very loop-hole that Ladislaus von Bortkiewicz made full 

advantage of 9 when he brought forward his favourable review of Walras 's Elements, 

defending it against the criticisms of Edgeworth. After taking special note that 

Edgeworth did concede Walrasian tatonnement to be *Hine vole, non pas la voie 

d l acheminement "a I'e'quilibre,"4 Bortkiewioa cleverly pressed his case by citing

Jevonsf s theory to the effect that the "complete solution" to the problems of
5 economic theory must be dynamic.-7 "Veil," asked Bortkiewioz, "did Edgeworth

Here, Edgeworth was again interpreting Jevons's text rather liberally to 
suit his own purposes, as Bortkiewioz* s reply made clear. See note 2, page 235, 
and note 5 below.

TThis fear, which he had already intimated in Mathematical Psychics . p. 50 
(see text cited from note 3t page 229 above), was to be expressed quite clearly 
again in 1897, as is discussed in the text to follow.

might also be said that Edgeworth was attributing dynamic virtues to his 
own theory when he insisted that "the process of reoontract" might be regarded as 
more fundamental in market higgling than Walraa's own tatonnement (Papers. Vol. II, 
pp. 311-12), a statement curiously at odds with his main point.

. Bortkevitoh (i.e. Bortkiewioa), Eeview of Leon Valraa's Elements
od«, in J!fiyjie_A*]3ooBw*|H o TV*1} <4;4q11n yol. JV Jan. *

Feb. 1890| p. 85.

pp. 85-6*. Bortkiewios cited Jeron. accurately (Th orv. 2nd ed., p. 101 ), 
though in his own French translation. VM-K*.
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a better alternative to offer in place of Walrasian tatonnement?"

Bortkievloa had quite effectively confronted Edgeworth with a genuine 

dilemma. We have reached a critical moment in the history of economic thought, 

with this sequence of Inter-changes between Edgeworth, Valras and Bortkiewioz. 

Would Bdgevorth yuan his case against Walrasian tatonnement and thus help to 

destroy the very basis of economic science, the theory of perfect competition? 

Or, would he try to construct a better alternative, in dynamic terms? Or, 

could he somehow avoid having to make this choice? Edgeworth9 s reply to 

Bortkiewioz came in the Revue d 93oonomle Polltique of 1891.

Before we turn to Edgeworth9 s well-considered statement of policy, 

a few words should be devoted here to Valras's behaviour in this vital clash, 

Edgeworth1 s critical review of 1889 *&& been tempered by some genuinely
9

appreciative comment, bestowing some lavish praise upon Valras for his many 

accomplishments* In fact, Edgeworth had corresponded with Valras briefly before 

his review had appeared, and during 1889 and 1891 Valraa had alluded to Edgeworth9 8 

review on several occasions to other correspondents. However, these letters 

were non-technical and merely re-asserted Valras 9 s faith in tatonnement, without 

throwing any new light on the subject. By 1891, V/alras was beginning to behave 

like a petulant patina donna, confessing to Bortkiewioz, his only really faithful 

supporter at that time, that he was exasperated - "a bout de forces" - by the 

slashing attacks made by Edgeworth, as veil as by Auspitz and Lieben,upon his 

theories 9 and that he refused to enter Into any further discussion about the

matter of tStonnement with Edgeworth, leaving it to Bortkiewioz to carry on the
2debate on his behalf.

Writing In French, Edgeworth began his reply to Bortkiewioz on a 

conciliatory note, but he refused to concede to him or Valras any ground. It

_______________ ated Papers. 3 vols., ed. V. 
Jaffe, Aasterdaat North-Holland Publishing, 1965, see Vol. II, letters numbered 
910, 928, 933t 943. 99^ and 998 for comments by Valras and others on Edgeworth9 e 
review ant on the issue of tatonnement in general.

2ibld. Tol. H, p. 434.
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vould be a grave error, he wrote, to the cause of economic science if mutual 

recriminations were carried too far amongst "lea membres de cette petite et 

encore obscure seote d'economistes qui cherche le salut dans le sentier etroit 

de la methode mathematique.'1 In other words, mathematical economists must 

stick together, and find their common ground. Once more paying his respects to 

¥alras f s great achievements, he thereupon quietly re-affirmed his original 

position, again citing Jevons as an author!ty:-

D'abord je maintiene que, oomme Jevons le declare lui- 
meme, lea equations de 1* exchange ont un caractere non pas dynamique, 
mais statique; elles expriment une position d'e'quilibre, mais 
elles ne nous fournissent auoun renseignement BUT la voie par 
laquelle ce point d'equilibre a ete atteint, ... Je maintiens 
que le jeu de tout oe marchandage /i.e. higgling, tatonnement/ 
par lequel le prix du narche se trouve determine", la direction 
que suit le systeme pour arriver^a la position d'e'quilibre, ne 
rentre pas dans la sphere de la science.2

A great deal of progress had been made in the mathematical formulation 

of the economic calculus since those momentous days when V.T. Thomton caused 

such a sensation with his skeptical attack upon the "lav" of competition; but 

even as late as 1891 Thornton's ghost was still to be heard. Edgeworth brought 

back Thomton* s examples of different patterns of auctioneering to show not only 

the diversity of market behaviour but also its infinite complexities, especially 

in regard to specifying the precise kind of behavioural assumptions that one must 

make in order to properly construct a dynamic theory. Where Edgeworth parted 

company with Thomton was in his insistence that whatever the bargaining procedures 

followed in a perfectly competitive market, the same unique equilibrium would 

always result, even if we could not speoify the dynamic path to that result. 5

This was the crux of the matter, the most vulnerable portion of 

DOgeworth's compromise position, a weakness that Bortkiewioz had already

Edgeworth, "la Th£orie Mathematique de I'Offre et de la Demande et le Gout 
de Production," Egvue d^conomie PoULtique. vol. Y, Jan.-Feb. 1891, p. 10.

gibid. p. 12. 

?ibid. p. 13.
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identified* Sdgeworth was not satisfied to aay merely that economists could 

£&tlfift aa ^uilibri-un position by the various quantitative constraint* they
, i-'-*V^ »L; -t -¥ -

apeoified for it* Ho still wanted to associate that equilibrium with some ideal 

market, an ideal market which was alleged (though not demonstrated) to give rise 

to the particular constraints in question.

la the- years to follow, the fragility of Edgeworth's compromise 

&j»!>aront f r?ven ia hia own writings. Tor example, in one of his many

papera, **Hie Theory of Distribution,* he once again noted that "only 

the position af (equilibrium ia Joaowable, not the path by which equilibrium is 

reached," but that "it is preeumf;d that floaefooy a state of equilibrium will be 

brought about**

An \msyapathetia Interprotation of Edgeworth1 * view would be to say 

timt he wanted the best of both worlds: the certainty of logical rigour without 

the toil of providing the substaao® of logical rigour. But this is to overlook 

the dilenaaa iJd£evorth thought he faced* and a more sympathetic judgement can be 

raad®r©d. Sa^i.-orth vent to a great deal of trouble to demonstrate that Cournot'e 

model of duopoly was indeterminate. Almost a century of. further inveatigation,

aided by computer technique and more sophisticated mathematical models of duopoly,
2 has confiroac-d Ed£evorthl s opinion. However, in bringing this view forward,

3d£eworth folt obliged to re-aasert his faith (aad ffa^tfr I believe to be the most•i : .
appropriate torm here) ia the det&nalnateaesa of perfect competition. For, 

without that theory, Edgeworth oont?^?lated the total demise of "abstract 

economists fVho would be deprived of thoir occupation, the investigation of the
. i. - , ; ''

detemiae value."*

, "The fbeory of Dirtribution, 11 _________________ 
Vol. XIX, Fob. 1904, oited from jfcs^a, Vol. I, p. 39, my emphasis added.

I refer again to Simon ̂  j^, "Duopoly Simulation aad Bioher Theory! An Lfckl 
to Cournot,*1 ojj. ill»» P*

, "the Pure theory of Monopoly," aa oited ia JEuajrs., Yol. I, p. 139- 
Thie paper originally appeared in Italian, ia the Siflrnalg degli Eeoaomisti of 
1897, taA wns traaalated baok iato Uagliah ly Bagewoxth in 1925. I have not seen 
the Italian version.
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It is not surprising that lidgeworth should have been so daunted by 

this dilemma as he was. A longstanding scientific tradition demanded that the 

study of the eoonoiatc calculus (and, in particular, of equilibrium) be presented 

in the form of theories about market behaviour. The answer to Edgeworth's dilemma 

was to re-define the purposes of abstract economics*

To conclude this survey of one of the most critical episodes in the 

evolution of economic thought, let me summarize the respective positions in this 

way. Both Sdgeworth and Valras were half right and half wrong. Valras was correct 

in maintaining that any theory of perfect competition, or of market behaviour in 

general, must be dynamic (given the very nature of the subject-matter} temporal 

sequences of events)* He was wrong in claiming to have provided a proof of the 

equilibrating tendencies of perfect competition by his dynamic theory of tatoxme- 

ment. Edgeworth waa right in his criticisms of Valras v s dynamics and in his 

characterization of mathematical economics as the descriptive study of equilibrium 

properties. Edgeworth was wrong in claiming that the theory of perfect competition 

could be established by the method of statics alone* . > :

4. A Digression on Developments in Germany and Austria

During the latter half of the 19th century, the Austro-German 

community built up quite a formidable tradition of economic thought, in both the 

historical and theoretical fields. It would be remiss of me not to offer some 

account of the developments emanating from their various schools. What I shall

provide her- comes only in the form of a very condensed digression. This is
  ''«.-,- * 

for several raaaons. I can boast only a very selective sad cursory knowledge of

their vast literature* And, to iJ^udge by a few leading works, it is evident that 

competition never became the contentious issue it was in the French and Etaglish 

traditions. * 

Since the 1850s, historioism had been the dominant school in Germany, 

though the lines of demarcation between historieists and theorists had Barer been 

very sharply drawn. Rosoher's System der Volkwirtsohaft or Vagner* s Grundlej
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iler PQlitisohen Oekonomie* for example, illustrate how dependent the historicists 

were upon the classical frame of reference. And, we should recall that in 1871,

Menger dedicated his abstract treatise, Grundsa'tae der YolkJJirtsohaftslehre.to
A

none other than Rosoher himself. Itaring the 1860s, the more classically oriented 

economists in Germany were moving in the direction of mathematical analysis, as 

can be seen in the various works on the subject of production by Mangoldt.

Thus, when Menger seist-d the theoretical initiative in 1871, there 

was no sudden or immediate recognition of a profound split between the so-called 

"Austrian School" and the German historists. In fact, Menger«s theories found
n

little response in Austria prior to 1881. Schmollerf s methodological attack 

upon Menger came only in 1883, and the next four or five years saw the celebrated 

Methodenstreift conducted at its fiercest level.

To the best of my knowledge, competition never became a central focus 

for debate in Germany or Austria throu^i the 1870s and 1880s. It was touched upon 

tangentially, if at all. For one thing, the most serious threat to the older 

classical orthodoxy came not from the historicists themselves, but from Karl Marx's 

JDas KapjtaJU Aside from a few of the usually hostile remarks upon "capitalist" 

competition, Dae Ka^ital left the classical concept of oompetition pretty much 

intact, as a generally "equalizing" principle, because Marx was trying to beat 

the classical economists at their own game. If Marx did draw ominous conclusions

 1 
Especially his Grundriss der Yolkswirthsohaftslehre. Stuttgart, 1863,

re-published "by Gregg Press, 1968. I have not consulted any of Wagner's works, 
but fortunately the first two volumes of Rosoher 's massive System der Volkswirt- 
sghaft (5 vols., 1854-94) have been translated by John J. Lalor as The Principles 
of Political Economy. 2 vols., New York, 1878. Though the official founder of 
German Historicism, Rosoher is quite classical in his attitude towards competition, 
with minor reservations. See Vol. I, pp. 294ff.

j?or this general impression, I have relied upon the survey of Austrian 
economics given by F.A. von Hayek in his Introduction to Menger's Grundslttge de-r 
Yolkswirthsohaftslehre (Vienna, 1871) reprinted as Vol. I to The Collected Works 
of Carl Mender. London School of Economics, 1934*

Vol. I of Das Kapital (1867), we find the familiar ooaments as to the 
oonfliotual and destructive force of competition (see the English edition, Capital* 
A Critique of Political Economy, tr. by S. Moore and E. Aveling, London: Lawrence 
& Vishart, 1970, pp. 427ff. and 621ff.). In the posthumously published Vol. Ill, 
edited by Engels, Marx announced the "fundamental law of capitalist competition" 
which he said "political economy had not hitherto grasped" (ibid. Vol. Ill, p. 37). 
But this turns out to be nothing more than the classical proposition that 
oompetition "equalizes" just about everything (see ibid. Vol. Ill, Ch. X, pp. 173- 
99 on "Equalisation of the General Kate of Profit through Competition"). Of course, 
Marx tagged onto this classical theory much of his own metaphysics of value.



from his model of capitalist production and accumulation - conclusions about 

the unstable and "contradictory** nature of the processes involved - then he did 

not attach thoae inferences specifically to competition itself, but to the 

institution of private property. And, even if a future convention among scholars 

would be to attribute loosely all sorts of Marxian evils to "capitalist competi­ 

tion, * then neither is this especially accurately based on Marx's own texts, nor 

was Marx's attitude towards competition particularly evident to his contemporaries.

Another potentially rich source of comment upon competition might 

have been the mushrooming literature about entrepreneurial profit, commencing with 

Mangoldt's Die Lehre vom Tfaternelaaerg^'dLnn (1855) and leading to a huge outburst 

on this subject, emanating from Vienna in the 1660s and exemplified best in 

Mataja*s Peg jE^ernetoaergewinn (1884)* However, to judge by these two writers, 

evidently this stream of thought was still pretty much classical in its style, 

searching for the nature of entrepreneurial gain in the very meaning of words, 

and devoting rather little space to the behavioural aspects of competition.

Sohmoller and Menger acted as the chief protaganists in the clash 

between the historical and the theoretical camps. In the remainder of this 

section, it shall concentrate on their writings, in order to illustrate how the 

concept of competition entered only tentatively into the main dispute, a dispute 

whicht significantly enough, pointed to the problem of competitive grouping.

Gustav Sohmoller entered the ranks of the historical school with a 

monograph, 2ur Gesohiohte der deutsohon KLelngewerfre im 19 JahrhunderU published

In 1870, wherein the brunt of his argument was ranged against a governmental policy  

of laissez-faire towards small-scale industrial enterprise, and a considerable 

amount of statistical evidence was presented to support the trend towards large- 

scale Industrial organisation under state direction. In his many subsequent

I have not yet studied Mangoldt's Die Lehre von Uhtemebmergewlnrt, though 
Grundrisa of 1863 treats of the subject of profit at length. V. Mataja's Per 

Upternehpergevinn. Vienna, 1884* refers to competition frequently, but only In 
classically familiar terms. There are a great many other German titles on this 
subject which I have not consulted.
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works, Sohmoller moved further towards a nationalistic point of view in which 

there was something of a revival of mercantilist logic in place of the classical 

"individualism" he protested against. "All economic and political life rests 

upon psychical mass-movements, mass-sentiments, and mass-conceptions," he 

wrote, though he qualified this statement in the very way in vhich it was most 

vulnerable 8 ~

... The struggle for existence in economic liff in 
particular, as in social life in general, is necessarily 
carried on at all times lay smaller or larger groups :?nd 
communities. ^

As the economic and political institutions of Geimany strengthened 

throughout the latter half of the 19th century, the old obsession about national 

identity should have passed, but traditions die hard. At the very least, it 

could be said that Sohmoller tried to breathe some new life into thf. concept of 

competition by drawing attention to its diversity, denying that it was rigidly 

associated with any one set of institutions.^ Unfortunately, Schmoller's many 

comments did little to clarify the status and role of competition vis-a-vis 

economic theory.

Carl Menger's Grundsatso. like Jevons's Theory, is of far greater 

historical importance for its novel treatment of the economic calculus^in terms 

Of marginal utilityfthan it is for anything said about competition. The relative 

lack of attention given to Mengerf s fourth and fifth chapters, on exchange and 

price, by his followers and imitators during the 1880s will bear this out. In a 

very lengthy and ponderous fashion, Menger elaborated upon tho contrasting results

1Cited from Sohmoller* s The Mora-^itile System, tr. W.J. Ashl-y, London, 1896, 
p. 61. This originally appeared in Sohmoller^ Studien tlber die Wirtsohaftliohe 
Folitik Friedrioh dr s Grosscn (133')-

o
The Mercantile System, p. 59, ay omphaoie added.

, for example, his "Tiber ^inige Gnmdfragen d^r Socinl-^oliti]: und der 
Volkswirtsohaftslehre," Jahrbucheaaa fth? Nfl.ti^nAiBkonomie m^ Statisiik. vols. 
XXIII-XXT7, 1 874-75 » French translation given in his Politico 3oci-.l et Economir 
PolitiQue. Paris, 1902, esp. pp. 116-7.
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of bargaining behaviour in Markets with isolated, competitive and monopolistic 

conditions. The conclusions he drew were quite familiar from the classical texts 

of, say, Malthua or Bailey, and were no more rigorously established than they were 

by previous classical writers, ev^n if Menger went to considerable lengths to 

describe the sort of market bargaining he had in mind. Even his method was that 

of numerical examples, in the style of Bioardo, though perhaps more painstaking 

in its presentation. Moreover, competition is not really highlightrd as a 

principle, and the chief virtue in Menger1 a text is the way in which it brings out 

the significance of balancing variations in utility as a factor influencing the 

bargaining behaviour of buyers and sellers. In his Positive Theorie des 

Kat)itaXes (1889), Bdhm-Bawerk devoted several chapters to a similar treatment,

expanding upon and improving in many details Menger's analysis, without adding

o
anything essentially new to the subject*

More than a decade passed before Menger produced another major 

traatise, and this time it waa in response to the intensifying criticisms of 

Sohmoller against the abstract methods of economic theory. The involuted argument­ 

ation of Menger* s Ifhtereuohungen Uber die Methods der SocialwissenschF-ftaq, (1883) 

is enormously difficult to grasp in all its intended subtlety, precision and 

rigour. Menger does not broach the aubject of competition directly, but his train 

of thought inevitably brought him to the problem of settling upon the appropriate 

"units" of analysis for economic theory.

Set alongside Sohmoller*B preference for relatively large social units 

of analysis, Menger1 s Un^terauoftung^n mi^it seem to fit the label Schumpcter has 

given to it, namely, Methodological Individualism. However, Menger 's choice of 

terminology confuses the issue somewhat, in that he wanted to draw a sharp -/

See Menger's GrundaaVtze. chapters IV and V. The English edition is 
Principles of Economics, tr. J. Dingwall and B.F. Hoaelltz, Free Presa: Glenooe,

E. von BtthnnEf..work, Capital rncl Interest. 5 vols., tr. G.D. il-onck and H.F. 
Sonnhola, Libertarian Preaa, 1959, Vol. II, pp. 205-56.
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oontrast bttvieu the abstract and the concrete, and to do this Meager employed 

the adjective Individuell (to signify tho historical, concrete, specific or 

particular) ae against the adjective generell (indicating the abstract,

theoretical, or typical)* With this set of distinctions in mind, Menger's basic
~*ics 

purpose was to argue that if economy was to be an "exact" and "rigorous" science,

then it must study eoonomio phenomena in their genefral« rather than individual^ 

aspects.

It was the manner in which Menger interpreted this requirement that 

gave rieo to the individualist label* National economies could be understood in 

theoretical teams, Monger assorted, only lay going back to their "true elements, to
•z

the singular economies in the nation."-^ But Menger did not specify exactly what 

those "true elements" were* He denied the charge of "Atomismus" hurled at 

theoretical economies by the more avid proponents of historicism, and yet the 

few indications he provided, to contrast his own position with that of the 

historioists, lent themselves to this very interpretation. For example, much 

emphasis is placed upon the distinction between "Privatwirthschaft" andHVolks-
K

wirtsohaft, My though he never oommited himself to a preoise statement of the 

nature of the fundamental "elements" or units he had in mind* The nearest Menger 

came to fixing upon the individual as the "true element" of economic theory was 

in his first postulate for price theory: "All the eoonomio sub.leots considered

See his patersnohungen fiber die liethode der Sooialwissensohaf ten (Leipzig, 
1883) &9 reprinted in Vol. II of The Collected Works led. 19^lV and translates 
as Problems of ^conomioa and Sociology, by P. J. Nock, Urbanat University of 
Illinois See ss, 19^3. Key passages on terminology are found in the TJntersuohungen. 
PP« 3-6 aaad in Problems* pp. 35-7.

ifenger uses the adjectives exaote and strenge more or less interchangeably. 
"Strenee1* is probably best translated as "rigorous." See Untersuohungen. pp. 25- 
9 and Rrobleins. pp. 50-3.

^Problems, p. 93. Eh« original reads I "ihre wahren Elemente, auf die Singular- 
^m YolJce" (Ifatersuchungen* p. 87, his emphasis).

ersuohungen   pp. 82-3 and KLX?blems. pp. 90-1 .

_____-_ pp. 85-9 and Problems, pp. 92-4. On p. 94 of Problems, he 
warns about the "contusion of individual with national economy" ("Verweohslur r der 
Privatvirthsohaft mit der Volkswirtlisohaft," Ifatersuohungen. p. 89), without 
clearly defining what the "individual economy11 is.
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hcre strive to protect their economic interest, fully. 11

In this great battle between the individualists and the oollcotivieta, 

we see two extreme positions,being adopted initially, then being qualified in such 

a way that both occupied the middle-ground without settling the underlying issue 

as to the nature of the competitive unit of analysis, and the implications that 

the indeterminateness of competitive grouping would have for the status of theory.

Sohumpeter has described the Methodenstreit as a history of wasted

2 energies, and it was thoroughly exhausted by 1900. We can assess hov much the

two schools - the Austrians and German historioiete - had moved towards a common 

position, by comparing the mature and very grand syntheses of Schmoller and von 

v/ieser, published between 1900 and 1914* In his monumental Grundriss dcr 

Allflemcin Vollcsvdrtschaftslehre (5 Vols., 1900-14), Schmoller devoted a uhole 

chapter to an appraisal of MDie wirtechaftliche Kbnkurrens, 11 emphasising both 

the inevitability and diversity of economic competition. In spit^ of his 

undiminished loyalty to historioism, Schmoller struck a new note of compromise, 

especially in his treatment of price theory, so that on balance his broad account 

of th study, of economics differed very little from that given by the Austrian 

theorist, Fricdrich von Wiesfer, in hia equally grand treatise, Theorie der 

gescllscbartlichen Wirtsohaft (1914). 4

Problems . p. 70, or "1) daes alle hier in Betraoht kommenden wirthsohaftenden 
Subjecte ihr Bkonomisches InterBase vollstandig wahrzuhehmcn bestrebt sind,"

Sohumpeter, History of Economic -Analyses. p. 814.

'Schmoller, Grundriss der Allgem incn VolkswirtsohaftGlehre (1 900-04 ) f 
translated by G. Platon and L. Polack as Prinoipes d'Eoonomie Politique. 5 vols., 
Paris, 1905-08, Vol. Ill, Book III, oh. 2, pp. 100-140.

Ton Wi'ser's Throrio der ^e sells chaftliohen Wirtechaft originally appeared 
as Part I of Vol. I of the series Grundriss der Soaialo'konomik (Tubing' n, 1914» 
pp. 115-444), general editor M. Webfo.'. It has been translated by A.F. Hinrioha as 
Social Economics. London, 192?> f^com >.Mch see esp. pp. 204-37.
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In his earlier work from the 1880s, von Vieser had shown much 

originality and independence of aind, in his development of "Austrian" theory, 

and postulated "really free competition" in his writings, as a matter of course. 

By 1914, he adopted a much more eclectic attitude towards the full range of 

meaning afforded by the concept of economic oompetition as part of hie broadly 

conceived "Social Economics* tt

Thus, the spirited debates that raged in Germany and Austria during 

tae 18?0s and 1880s led to no sharp resolution of competitive theme a, having 

reached a state of quiet maturity rougfcly similar to that attained in Inland, 

Prance and America at about this same time*

5- Heoolassicism in its Maturity

During the 1890s, economic thought settled down into a relatively 

calm and stable mould* Bight up to the 1920s, there were few, if any, dramatic 

developments to speak of. While specialists dotted j^'s and crossed Jt's in the 

professional journals, increasing numbers of economists wrote their huge text­ 

book treatises, consolidating the accomplishments of the previous decades, rather 

than exploring new ground* The period to 1914 was for economics, as it was in so 

many other fields of inquiry, the Indian Summer of the 19th century.

There are too many equally deserving writers and altogether too few 

really novel ideas from this lengthy phase of mature neoolassiciam to variant any 

attempt at a comprehensive survey of opinion. To gain an impression of the range 

and depth of the literature of this period, even within the narrower f i< Id of 

theory, one need only mention a sample of prominent names: In Great Britain: 

Marshall, Wioksteed, Nioholson, J.H. Keynes, and Hgou; in France, Gid< , Block, 

Cheysson and Leroy-Beaulieu; in Italy, Pareto, Pantaleoni, and Barone; in 

Germany, Wagner, Conrad, Philoppovioh and Bortkiewioz; in the Scandinavian 

countries: Wioksell, Pierson, and Cassel; and in America: Clark, Taussig and

Von Wieser, Die Hatflrliohe Werth (1889), as cited from W. Smart's 
translation, Natural Value. London, 1893t P- 55*



-249-

Fisher, to IWH> tout a few. And to the long list of theoreticians could be added 

almost aa many historians, ixurtitutionalists, and generally "radical11 commentators 

of every description*

From this enormous body of economic literature extending through the 

1890s up to about 1920, one could gather a fair variety of comment upon competitive 

themes, each individual writer bringing to the subject some subtle nuance setting 

him marginally apart from every one else. But there was no sustained debate, nor 

any fundamentally new insights brought to bear upon the subject.

If I select for special study, in the remaining pages of this chapter, 

the writings of one man, it ie because Alfred Marshall's Principles of Economics 

shows mature neoclassicism to its best advantage. In his search for realism, 

Marshall serves nicely as a foil against which to evaluate the achievements of 

his more abstractly inclined colleagues, Jevons and Edgeworth, V/alras and Pareto. 

Moreover, Marshall was consciously struggling with the idea of competition over 

an extended period, from the late 1870s to as late as 1919. His ever maturing 

attitudes to this many-sided concept provide a guage to professional opinion at 

large, because Marshall truly strode with the times.

Marshall's first book, £he Economics of Industry (1879), was quite 

faithful to the Principles of John Stuart Mill, both in literary style and in 

classical content. Prior to that, in 1876 he had declared himself favourable 

towards Mill's value theory, though he found no difficulty in reconciling this 

with Jevons f s theory of marginal utility. The "central truth" of economics was

that producers, "each governed under the sway of free competition," vould set
i 

price equal to cost of production, but Marshall succeeded in bridging the gap

between Mill and Jevons by incorporating the concept of utility into his theory 

of price by giving the demand side of things more attention. All that need be sale 

about Marshall's Economics of Industry is that he virtually equated the concept of

1MaxshaHf "Cfc Mr. Mill's ilieory of Value," ffr* Vn^pifrhtly kevi^. Vol. XXV, 
no. 112, n.s., April 1, 1876, p. 597-
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IWTTlil Iff ^th ***** o£ ftee competition, a view that he was to repudiate quite 
explicitly by 1890. In 1879, we find him writing these almost definitional lines:-

... That condition of a thing which would be brought about 
by the undisturbed action of free competition is called its

... This Law of Supply may be called the Law of Normal 
Supply, because It refers to the results that are in the 
long run brought about by free competition.''

Ho sooner had Marshall published his first book, he then completed and
2 circulated in manuscript-form two papers on "Pure Theory" which put him amongst

the first generation of neoclassical theorists. Extending Mill's theory of 

international values and foreshadowing Edgeworth1 s later contract-curve analysis, 

Marshall was intent upon integrating algebraic with geometrical techniques. With 

the focus placed chiefly upon the economic calculus for its own sake, the postulate 

of free competition remains very much in the background in these two papers, 

though of course It Is specified as an essential condition.*

A long stretch of time had elapsed before Marshall completed and 

published his magnum OPUS, the Principles of 1890. Obviously, Marshall's thinking

on competition had undergone some substantial modifications during that lengthy 

interval, but It is an equally fascinating exercise to trace through the subtle 

shifts of emphasis that occur over the course of his 600 or more pages of text in 

the 1st edition, as well as to observe how Marshall fussed over and re-arranged 

the details of his position through the remaining seven editions of his famous

A. and M.P, Marshall, The Economics of Industry. London, 1879, pp. 66 and 
76, their emphasis.

2 "The Pure Theory of Foreign Trade" and "The Pure Theory of Domestic Values,"
(1879) » London School of Economics Heprints, 1930. These papers had some influence and were widely cited (eg. Edgeworth in 1881, even Auapitz in 1914)*

Pure Theory of Domestic Values" begins:- "1. In the present part of the 
treatise we are concerned with the causes which determine the relative values of 
commodities produced in the same country under the action of free competition," 
(p. 1) and on pp. 2-3 he refers again to the "central truth" he enunciated in 
1876.

TEn the many miscellaneous writings of Marshall through the 1880s, little 
light is shed on his change of viewpoint. See the bibliography of his works in Memorials of Alfr«a MM^-H. ed. A.C. Pigou, London, 1923.



-251-

jiples. Fortunately, we have at our disposal Guillebaud's superbly edited 

variorum edition to work with, and in what follows here, I shall cite his 

volume and page numbers, indicating which edition Marshall's cited text first 

appeared in, unless it was from that of 1890.

As we have already seen, the decade of the 1880s was filled with 

theoretical controversies which built to a crisis by the years 1889-91, bringing 

the status of competition into question. It should not be surprising, then, that 

Marshall decided to broach that subject, the status of competition, in the very 

first chapter of his treatise, and chose to announce the appearance of his new

work by delivering his presidential address to the British Association in 1890,

2 
on the subject entitled "Some Aspects of Competition." What is surprising is

the general view on competition he put forward in that astonishing first chapter!

"The fundamental characteristic of modern industrial life is not 

competition, but self-reliance, independence, deliberate choice and forethought»" 

Thus runs the marginal-page note to Mar shall's Book I, Chapter I, section 4, from 

first edition to last. Marshall's subsequent train of thought in this chapter 

may seem strange, insofar as he wanted to replace the term, competition, by some 

better phraseology which would capture the essence of "modern industrial life," 

as if any single phrase could ever do so. In fact, Marshall eventually points out, 

that there is no one term adequate for that purpose (I, 9), and it becomes clear 

that what he really wanted to do was to take some of the semantic and terminologi­ 

cal burden off this much overworked word, competition, and to replace it by a 

much richer and more diverse vocabulary.

1Marshall, Principles of Economics (1890), Ninth (Various Edition), ed. C.W. 
Guilljbaud, 2 vols., London: ^IBMillan. Vol. I is the text of the 8th ed. of 1920, 
while Vol. II contains Notes of collations.

"Some Aspects of Competition," Presidential Address to section F of the 
British Association, reprinted in Memorials, pp. 256-91. This is a very difficult 
paper to summarize, since Marshall refuses to draw any major conclusions, his 
platform being "The abandonment of Dogma: the development of Analysis" (p. 257)  
Following the completion of his Principles after almost ten years work on it, this 
paper of 1890 can be considered a reflective afterthought, rather than as a 
prelude to the treatise.

*firinoiples. Variorum Edition, Vol. I, p. 5-
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To assess the kinds of difficulties Marshall encountered in his 

attempts to put this decision into effect, it will be useful to bear in mind 

the distinction between the cognitive (i.e. descriptive) meaning of a word and 

its emotive (i.e. evaluative) significance. Marshall began his semantic analysis 

of competition in Chapter I as if the chief reason for diminishing the importance 

of this word was its growing cognitive irrelevance in the description of modern 

economic life. But shortly thereafter, the emphasis is quite decisively shifted 

onto moral factors* The ensuing pages of his book would reveal just how difficult 

a time Marshall had in trying to avoid the cognitive appeal of competition in 

his equilibrium analysis*

At the outset, for example, he notes that competition is only a 

secondary and accidental consequence of freedom, or of what he calls independence 

and the habit of choosing one's own course for oneself, an aspect of human 

behaviour which leads as much to co-operation and collective action as it does 

to rivalry and competitive striving (I, 5). Marshall's long list of suggested 

replacements for competition is very odd, but revealing, because it completely 

overlooks the coercive, compelling or constraining potential in competition, so 

vital in the scientific account of economic equilibrium. This imbalance in 

emphasis is exemplified by his eventual choice of the phrases "Freedom of Industry 

and Enterprise11 and the more concise "Economic Freedom" as his principal 

replacements, a decision which evidently he took seriously throughout the

remainder of Book I, wherein he reminds the reader on several occasions of his
2change in terminology.

The bulk of his semantic analysis of competition, however, was aimed

In Chapter I, he gives terms such as: "deliberateness," "promptness of 
choice and judgement," "a habit of forecasting," (I, 5-6), then "self-reliance," 
and "freedom of industry and enterprise," (I, 10). Of course, later Marshall 
made frequent appeal to the constraining aspects of competition as we shall see.

2ibid. I, 10-11. See also Appendix A (formerly part of Book I). In Book VI, 
he returns to this interohangeability between "competition" and "enterprise" 
(I. 549).
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at bringing out the emotively ambivalent properties of the term. It had gathered 

about it an "evil savour" and had come to imply a "certain selfishness and 

indifference to the well-being of others." The fact that,immediately after this, 

he alluded to the idea of "custom", as an alternative pattern of behaviour in more 

traditional societies,very much suggests that he was strongly influenced by the 

views of John Stuart Mill on this subject. Thus, he went on to maintain that 

competition could be both constructive and destructive, and that, compared with 

"energetic co-operation," even the best forms of competition were "relatively 

evil."2

B^ the 5th edition of 190?, Marshall finally settled upon the 

scientific position that the economist "must not decry competition in general, 

without analysis, 11 but instead*-*

*.« he is bound to retain a neutral attitude towards any 
particular manifestation of it until he is sure that, 
human nature being what it is, the restraint of competition 
would not be more anti-social in its working than the com­ 
petition itself. 3

Very subtly, then, Marshall had reversed the general presumption Mill had put 

in favour of competition, and so eventually reached this verdictJ-

We may conclude then that the term "competition" is not 
well suited to describe the special characteristics of 
industrial life in the modern age. We need a term that . 
does not imply any moral qualities, whether good or evil.

As for the various substitutes he suggested in place of competition, 

Marshall was correct in identifying both freedom and enterprise, insofar as &he 

exercise of free-will is essential to the meaning of competitive striving. What 

makes the study of Marshall's Principles so fascinating is the manner in which

ibid. I, 6, as adapted in the 5th ed. from the 1st ed. 

2ibid. I, 8-9, from the 5th ed.
 »

, I, 9, from the 5th ed.

, I, 9, as adapted in the 5th ed. from the 1st ed.
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the other side of competition, the constraining (and hence regulating and 

disciplining as well as coercive and compelling) side, is brought back into the 

picture throu^iout the remainder of the text.

Initially, he wanted to dispose of the word competition because its 

moral overtones interfered with scientific objectivity* This undesirable emotive 

content of the word, as he diagnosed it, did not consist in its constraining 

implications (which he apparently had overlooked) but in the qualities of 

excessive striving: zealousness, selfishness, and the outward display of any 

aggressive self-assertiveness. These were qualities both threatening to 

Marshall s own very weak disposition and sensitive temperament, and at odds 

with the cultural milieu of the latter half of the 19th century.

Throughout Books II and III, he did succeed in completely eliminating 

competition from his text, thou^i the subject-matter of these two books was 

such as to make this a relatively easy task* In the much larger fourth Book, on

"The Agents of Production," the word begins to creep slowly back into his
2conscious thou^it-processes and hence back into his written text* This was

to be expected, because Book IV contains some of the most colourful accounts of 

economic behaviour to be found in the 19th century literature, and it would have 

been impossible to have written such descriptive passages without somewhere 

referring to the ubiquitous phenomenon of competition.

I shall return presently to discuss some of the material of Book IV. 

All that needs to be mentioned, at this point^is that the phraseology of competi* 

tion as we find it,sprinkled lightly throughout these pages.is quite natural

To be precise, competition and its cognates do not appear at all in the 8th 
ed. text of Books II and III, though in footnotes Marshall refers to "emulation" 
(I, 92nl) and to "rival commodities" (l, 132n).

^egixming with I, 209n1 and I, 214 (and even earlier, see II, 279 for 
variant). Book IV, Chs. VIII to XII on "Industrial Organization" are filled 
with graphic descriptions of competitive behaviour. Per cognates of competition, 
see especially I, 245t 2?2, 290n1, 309, 312 and 315-16.
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unobtrusive in its presence, a relatively inconspicuous part of Marshall's 

ordinary and non-technical vocabulary. When we reach Book V, which was entitled 

"The Theory of Equilibrium of Demand and Supply" in the 1st edition, this pattern 

is suddenly changed . Marshall called the theory of equilibrium the "backbone11 of 

economics (I, 324), and we quickly discover that competition holds this skeletal 

framework of theoretical economics together.

In the third chapter of Book V, competition is thrust back into its 

former position of central importance, in the following manner J-

64* The position then is this: we are investigating 
the equilibrium of normal demand and normal supply in 
their most general form . ..   Thus we assume that the 
forces of demand and supply have free play; that there 
is no close combination among dealers on either side, 
but each acts for himself, and there is much free 
competition; that is, buyers generally compete freely 
with buyers, and sellers compete freely with sellers*

In spite of this prominence, competition is employed only sparingly over the 

course of Book V, in a technically colourless and muted fashion, but in his 

massive final Book VI, wherein liar shall turns once more to a graphically des­

criptive account of economic life, competition bursts forth again, in stirring
2 passages recalling the imagery of Book IV.

\vhat explains this apparent vacillation? I think we can best 

understand Marshall's shifting emphases (which took place very slowly and over 

fairly lengthy expanses of writing) by observing the kinds of verbal associations 

he wanted to avoid making with competition, as well as the associations he subtly 

introduced into his text, as his analysis moved from one context to another,

For example, in the crucial passage cited above, competition stands 

very near to the concept of normality, that is, by being postulated as a necessary 

pre-condition for "normal" supply-and-demand equilibrium. By normality, Marshall

ibid. I, 341 i ny emphasis added.
2 Actually, in the 1st ed., Book VI comprised the old Books VI and VII. These

were much re-arranged and revised over subsequent editions, but as a whole Book 
VI of the 8th ed. stands as a fairly integral unit of similar content with its 
1st ed. counterparts. For simplicity, I shall refer to all of this changing 
material from the- concluding chapters of the Principles as "Book VI" of the 8th 
ed.
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bad always wanted to stress the idea of lon^-run l«w-like tendencies, but the 

oonneotion between it and competition underwent considerable change from 1879 to

1907« As we have seen, in Economics of Industry, normal was virtually defined to
2210111:1 competitive* but in the 1st odition of the Principles in 1890, Marshall

wrote:-

It will be noticed that this use of the word Normal is 
broader than that which is often adopted* Thus ie it 
frequently said that those results only are normal which 
are due to the undisturbed action of free competition* 
And if a short and simple account of the term must be 
given, this is perhaps the best* But the term has often 
to be applied to conditions in which perfectly free 
competition does not exist, and can hardly even be 
supposed to exist*5

By the 3rd edition of 1895, this growing impression that Marshall 

wonted to dissociate competitive from normal was re-inforced, when he addedJ-

Another xaieunderstanding to be guarded against arises 
from the notion that only those economic results are 
normal, which are due to the undisturbed action of free 

: ..,.; ' competition.4

And, finally, in the 5th edition of 1907, he wrote:-

Of course Normal does not mean Competitive. Market 
prices and Normal prices are alike brought about by 
a multitude of influences, of which some rest on a 
moral basis and some on a physical; of which some are 
competitive and some are not.5

Ono of the difficulties Marshall's Principles illustrates is that of precisely 

specifying what those "forces" or constraints are, so that a unique equilibrium 

result can be deduced; for, his attempted definition of normal value merely begs

1See I, 33-4.

See note 1 , page 250 above. Guillebaud (II, 155-6) includes some passages 
from the 2nd ed. (1881) of the economics of Industry which re-inforoes this 
connection between normality and free competition.

^Variorum Edition, II, 150. 

4ibid. I, 35. from 3rd ed., p. 106n. 

» I » 347-8, from the 5th ed.
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the question as to what the "economic forces" and "general conditions of life" 

axe, when he wrote:-

... formal value[7 is the average value which economic 
forces would bring about if the general conditions of 
life were stationary for a run of time long enou^i to 
enable them all to work out their full effect.

 #_.- 

This perplexity is best approached from the point of view of Marshall's search 

for realism in theory, to which I return shortly.

Alongside this early tendency to reduce the significance of competi­ 

tion in his theory of equilibrium, there emerges, later in his text, a counter- 

tendency to re-introduce the idea of competitive constraint into the picture, 

almost surreptitiously, by the ingenious use of another principle, that of

substitution* V&en Marshall first identified his "law of substitution" in
2 Chapter 3 of Book V, it was designed as a principle concerned with rational

decision-making in the logic of the economic calculus: a principle of rational 

choice very effectively employed with another suoh principle, that of 

com-pleinentarity* In clarifying the working of this principle of substitution, 

Marshall drew out not only the freeing aspects of discovering better alternatives, 

as part of economic rationality; he also underlined the constraining effect of 

substitution exerted by economic actors upon each other* Furthermore, the idea 

of substitution was not limited to an abstract role in Marshall's logic, but 

was put very much into a colourful behavioural setting which is associated 

increasingly with the idea of oonpeiltion, the further we progress into Books 

V and 71.

There are so many examples with which to illustrate the foregoing 

statements that I can offer but a few, and emphasize how many more there are to be 

found in his text. The entrepreneur is said to be "ceaselessly striving so to 

modify his arrangements as to obtain greater results ... or, in other words, he is

1 ibid. I, 347, from the 2nd ed.
2ibid., I, 341. From eds. 1 to 3, Marshall referred to this as the "lav of

substitution," but from the 4th ed. onwards changed the wording to "principle of."
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ceaselessly occupied with the law of substitution." 1 In addition to this freeing

aspect of striving, the principle of substitution exercises a "subduing influence, 1
2which "tempers," "controls" and "holds in check" economic actions. The crux

of the matter is that Marshall subtly interweaves the phraseology of substitution 

into the phraseology of competitive striving. In the modern world, he writes, 

there is an ever increasing tendency towards the "substitution of new things and 

new methods for old," and thus "direct or indirect competition" is brought to 

bear even upon entrenched monopolists* In almost the same breath, he speaks of 

workers being "closely pressed by competition" and their wages being "controlled 

lay the law of substitution." Perhaps the most telling fact is that in later 

editions liar shall began replacing the phraseology of competitive striving for the

phraseology of substitution in his revised drafts, so interchangeable had they
5 become.

Yet another notable feature of Marshall's text is the way he sets 

fuiaotipnal contrast between substitution and complementarity alongside the

behavioural contrast between competition and co-operation, blending the purely 

rational elements of economic logic with their behavioural counterparts.

On the whole, two major conclusions can be drawn from a careful 

study of the text of Book V. First, even though Marshall was probably the last 

economist to make frequent use of the older classical phrase, "free competition,"

ibid* II, 370. Another instance where Marshall clearly put the principle of 
substitution in a behavioural setting is this:- "The action of economic forces is 
largely directed by a set of men v/ho specialise themselves in the organization of 
business, and through whose agency the principle to which we have given the name 
of the law of substitution becomes effective," (II, 427, from 3rd ed.).

2ibid. I, 386, 515; II, 694 (from 2nd ed.). 

^ibid. I, 494-5» from the 5th ed. 

4ibid. II, 707, from the 2nd ed.

^Compare I, 599 (4th ed.) with II, 648 (2nd ed. variant), and likewise I, 618 
(4th ed.) with II, 663 (1st ed.)*

See esp. I, 387-91| with variants on II, 404.
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he was supremely awaxe of the scientific importance of cons train Ing forces. 

Whether he was quite consciously aware that competition was as constraining as 

it was freeing is a matter of interpretation, about which his full text provides 

numerous and varying indications. Second, however much he may have objected to 

competition in Book I, on moral grounds, by the end of Book V he was stuck with 

it once more, even if he had very nicely re-introduced the word into his 

vocabulary with the aid of the more scientifically "neutral" concept of 

substitution*

One of the chief objectives of neoclassical theorists of the 1870s

and 1880s had been to demonstrate that competition was equilibrating, that is to
?
I

say, that it was both necessary and sufficient to bring about a unique and stable 

equilibrium result. Viewed from this standpoint, Marshall's Book V is not very 

convincing. Competitive was distinguished from normal, and normality was 

defined in exceptionally fuzzy terms. There was one further difficulty which 

we shall now consider. Was competition equilibrating or disequilibrating in 

Marshall's scheme of things?

Hie true graoduer of Marshall's Principles - what sets it so 

distinctly apart from all other neoclassical texts - is to be found not in his 

theoretically abstract Book V, but in his magnificent fourth and sixth Books, in 

which the subject-matter of economics springs to life. When Schumpeter compared 

Walras's penchant for "scraping off everything he did not consider essential to 

his theoretical schema" with Marshall's penchant for "salvaging every bit of 

real life he could possibly leave in," it was not at all certain whether 

Schumpeter intended to pay Marshall a compliment or not. This is very strange, 

because with his own Capitalism. Socialism and Democracy (1942) Sohumpeter was

to imprint upon the 20th century mind a set of ideas about competition which
p could be described as "Marshallian" just as validly as "Schumpeterian. "

4

Sohumpeter, Capitalism. Socialism and Democracy (1942), 3rd ed., 1950 as 
reprinted, New York: Harper Torchbooks, 19^2. Schumpeter' s own contribution is 
treated in Chapter VII, and his views on Marshall axe assessed later in this 
present section*
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The dominant theme l&roughout most of Book IV, beginning with 

Chapter VI (of the 8th edition) is the quality of incessant and rapid 

in the conditions of economic life in the modern era* "New" is a very common 

adjective in these pages 3- "everyone feels free to make a new departure," "the 

progress and diffusion of knowledge are constantly leading to the adoption of 

new processes and new machinery ," "new wants'1 are developed , and so on* In 

Book IV, Marshall also introduced the idea of the "struggle for survival" and 

what he called the "profound analogies11 between economic and biological devel­ 

opment. SprinkledYthroughoiithis vigorous imagery^ are a fair number of 

incidental references to competition, but on the whole Marshall's use of 

competitive phraseology in Book IV was still fairly subdued*

After the relatively^ dry technical discussion of Book V, all the 

individual elements of his preceding text are brought together in Book VI for a 

grand concluding synthesis which expresses all the dynamism and diversity of 

19th century industrial progress* What is more important is that now Marshall 

begins to deploy the phraseology of competition in a much less subdued and

inhibited manner* Within the space of fifty pages or so, he specifically
5 describes the principle of substitution as "one form of competition, " recalls

that competition is synonymous with ''economic freedom and enterprise," closely

Marshall, Principles* Variorum JSdition, I, 215, 222-3, 2?1 and passim. 

2ibid. I, 240-2.

vigorous imagery, I mean phrases such as "the modern era of rapid changes" 
(I, 213) punctuated by "invention, 11 "innovation" and "progress and diffusion of 
knowledge" in a general climate in which "creative genius," the "power of 
initation" and the "ready versatility of the ablest" constitute a "stimulus to 
energy and enterprise," and so on (l, 221-3, 2?0-1, 285-6, 505 (3rd ed.), 315-6).

say "relatively" - that is in comparison with Books IV and VI. Even 
Marshall* s Book V is brimming over with vitality, Judged by neoclassical standards,

6ibjid. I, 549? Bee also II, 616.
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associates the "action of competition" with the "survival in the struggle for 

existence," and goes on to say that the law of substitution is itself "nothing 

more than a special and limited application of the law of the survival of the 

fittest."2 4 

^ , This last association brings him immediately to one of the most<*?'''''

fundamental distinctions that can be made in regard to economic behaviour.

,. , -      we may divide employers and other undertakers into
two classes, those who open out new and improved methods 

; ,; of business, and those who follow beaten tracks.3

Here, in a nutshell, Marshall captured the distinction between (1) behaviour 

wkish initiates changes and thus alters the constraints defining an equilibrium, 

and (2) behaviour which is in response to those changes and thus tends to 

restore an equilibrium situation. The former is disequilibrating, the latter 

equilibrating. Howhere does Marshall quite specifically state that competition 

embraces both these types of behaviour, but within the next four or five pages 

immediately following the text cited above, he illustrates the differences 

between those who "pioneer new paths" (I, 598) and those who merely "copy" the 

successes of others, referring on numerous occasions, in these pages, to 

competition.

Just as with most other classical and neoclassical theorists, 

Marshall's balance of usage of competitive phraseology cleared tips in the 

direction of equilibrating tendencies, but Marshall very often came close to 

suggesting the disequilibrating potential of competition, without actually 

saying so* Had he been more fully aware of this duality, he might have better

1ibid. I, 561.

2lbid. I, 596-7. Compare also I, 602 with II, 650 where the words "struggle 
for survival" replaced the words "law of substitution" in the 4th ed.

, I, 597, from the 2nd ed.

though Marshall frequently uses terms such as "innovation," "invention," 
"powers of initation," and so on, to capture the meaning of disequilibrating 
activity, this phrasing is rarely closely linked to competition. Perhaps the best 
indication is given when he writes: "The motive force is the competition of 
 undertakersi each one tries every opening," etc. (I, 618).
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. 
appreciated the nature of the problem heAgrappling; with, in trying to define

the supply curve for the equilibrium analysis of Book V.

To derive a uniquely dsfined equilibrium state of affairs, one must 

settle upon a unique set of fixed wi rigidly "given" constraints which reduce all 

possibilities down to one and only one possibility - at least, this seems to be 

the most plausible way of interpreting what equilibrium means. However, Marshall 

vias so intent upon studying economic behaviour (not merely the logic of possible 

choice) in realistic terms, that his supply curve was described in unstable

terms, so as to embrace the minor variations in knowledge that entrepren-
•\

eurs would acquire as they expanded the scale of their operations. As a

desczd/ption of reality, Marshall's comments on marginal improvements arising out 

of "adaptations of existing ideas" (in contrast to "substantive new inventions") 

undoubtedly possessed much validity, but all the same, Marshall seemed unaware 

that this was basically a terminological fladge, not a genuine and sharp 

distinct ion, but only a matter of degree; and that to allow the constraint of 

knowledge to vary was tantamount to destroying one supply curve and creating 

another.

Marshall was quite correct in his Insistence that entrepreneurs were

"ceaselessly striving" to find more efficient methods and that "the motive force

2 ._.,is the competition of undertakers: each one tries every opening," etc 

Without fully realizing it, he had given as convincing an account of why 

competition was not law-like in its tendencies as one will find throughout the 

literature of the 19th century.

To close this survey of Marshall's text, a few words on the normative 

status of competition versus monopoly are in order. Sohumpeter, in a slashing 

attack upon a so-called "Marshall-Wicksell" analysis of welfare^ set forth* i^ 

his Capitalism. Socialism and Democracy, attributed to Marshall the view that

1 ibid. I, 460 (4th ed.), 462 (2nd ed.), 497-8 and 309.

2ibid, I, 618 and II, J70.
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"competitive industry tends to produce a state of maximum satisfaction of 

wants * w Only by a very tenuous and indirect inference could this be said to 

be true, for MnygHgii linked the doctrine of the maximum satisfaction of wants

to equilibrium* and not directly to the concept of competition itself , a
2 

concept which had been linked rather tenuously to his theory of equilibrium*

Even if Marshall's text is somewhat imprecise and lacking in clarity

on this matter* Schumpeter really should have known better, especially in v/rltirgt,,.
a book which drew heavily upon Marshall's inspiration* The doctrine of maximum 

satisfaction is heavily qualified by Marshall in a manner which pointed towards 

Schumpeter's own views on dynamics, and, even more so, qualified with respect 

to the intricate contrasts between competition and monopoly. Thus, Marshall 

enunciates the "Schumpeterian" theme that large quasi-monopolies may > in the 

long run prove more efficient and more consistent with public welf are ? because 

they are able to spend more resources on improving new methods of production.

There are no typical neoclassical writers who, by themselves 9 sum up 

all that mature neoclassicism had to offer* Maraha.ll was selected for special 

study here, because his Prinoiq^es exemplifies how well abstract theory could be 

adapted and applied to more realistic inquiries* In this way, his example shows 

how neoolassicism was gradually moving away from the older tradition which sought 

fixed and rigid empirical "laws" or abstract "theories" of behaviour. towards 

a more professionally flexible tradition which sought to develop useful

of analysis, whereby economic "theory41 was to become less and less a set of

Sohumpeter, Capitalism. Socialism and Democracy, ed. 1962, p. 77n5. See 
also pp. 77-8  

2Pr,lnciples. I, 471 where the equilibrium of demand and supply is said to 
be "a position of maximum satisfaction in this limited sense, that the aggregate 
satisfaction of the two parties concerned increases until that position is 
reached." Prior to that, the competitive postulate had been set forth for "the 
equilibrium of normal demand and normal supply in their most general form." 
(I. 340).

^See esp. I, 502 as well as Marshall's chapter on monopolies (l, 477-503).

4 %. ibid. I, 484* In his HiAtory of Eooncyifn A^aiy^o, pp. 935-6, Schumpeter
tempered his comments on Mare Mil's work, but was still rather begrudging in his 
praise of Marshall, a fact which ia difficult to understand, given thel!ffiniti«e between them. *«*w,wb
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truth-olaiiae or proposit ions ̂ but more and more a "box of tools" (to borrow Joan 

Robinson's phrase) with which to analyze concrete circumstances. Of course, 

Marshall did not abandon the scientific tradition of constructing theories; he 

provided a bridge between one tradition and another. And, this forward- 

looking tendency was paralleled "by a flexible view of competition which clearly
2 foresaw the so-called "monopolistic competition revolution" of the 20th century*

By 1919» Marshall finally published his major empirical survey of Western 

economies, Industry and ffrade« one of the key themes of which is the "interper- 

meatlon11 of monopoly and competition in modem industry.

Ingenious in its development of techniques, Marshall's theoretical 

schema does not hang together very tightly or convincingly as a logical unity. 

But logical rigour (especially in the mathematical field) brought with it mixed 

blessings. The work of Vilfredo Pareto illustrates another trend in mature 

neoclassical thought, one which made skilful use of mathematical logic to the 

understanding of rational economic calculation 9while4 at the same time^ reducing 

the word, competition to a technically obscure component of the economist's 

vocabulary.

The triumph of Pareto' s Ifenuale di Eoonomia Politioa (1906), and of 

the concept of "Pareto Qptimality" in 20th century welfare economics, is really 

a triumph for Edgeworth over Walras. Even though Pareto succeeded Valras at the 

University of Lausanne in 1893t it is hardly Justifiable to speak of Pareto and 

Walras in the same breath as if they constituted a "school." Even if MB earlier 

Cours d'Economie Politique (1896-97) reflects Valras's influence, Pareto'8 most

Tor example, Marshall's use of the phrase, "law of fHnHpinhjpg returns, H 
merely served as a taxonomy for classifying increasing, constant and decreasing 
costs, hardly a "law" in the classical sense. In the 4th ed., he decided to 
speak of the "principle," rather than the "law, w of substitution.

P Pigou had employed the phrase, "monopolistic competition," in his Wealth
and Welfare. London, 1912, p. 165, and of course there was nothing essentially 
new about the idea in the latter stages of the neoclassical period (eg. both 
Sid&violc and \/icksteed spent a good deal of time on the "imperfections" of 
knowledge and the effects they had on the results of competition). Unfortunately, 
space prevents me from surveying this material.

^Marshall, Industry and Trade . London, 1919, pp. 397 and 399.
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original and characteristic analysis, presented in the Manuale. does not attefflp 

to carry forward general equilibrium tiJeory, nor does it attempt to construct 

anything remotely like Walras's dynamics of tiltonnement, but confines itself to 

static partial equilibrium analysis, based upon the inspiration of I^dgeworth's 

contract-curve technique.

Moreover, we can perceive how much Pareto was moving away from the 

tradition of "theory" into the tradition of "technique" by observing how aridly 

technical on account he gives of the role of competition. Like Edgeworth, Pareto 

was interested only in the properties of equilibrium itself, and not in how it 

arises. Equilibrium served, in effect, to define various ideal results and littlt. 

else.

Thus, in the pages of his Ilanuale. the behavioural content of 

competition, if not virtually eliminated, is kept very much in the background. 

Officially, for the special technical purposes of theory, the meaning of 

competition is represented by the contrast between what he calls Type I and Type 

II situations. According to Pareto, Type I situations involve those oases uhere 

individual buyers and sellers accept as given a "certain state or condition of 

the market," each trying to maximise his utility without deliberating seeking to 

modify that state of affairs (though Pareto observes parenthetically that each 

individual's actions will nevertheless alter the situation), whereas in Type II 

cases^buyers and sellers consciously aim to modify the conditions of the market 

"in order to gain an advantage therefrom or for any other purpose."

If this contrast servos to distinguish anything, it is between two 

kinds of behavioural dispositions, that of active and aggressive initiative,with 

passive conformity to accepted standards. And yet, Pareto seizes upon this 

distinction to portray competition as an equilibrating tendency arising from

1 Pareto, ifenual of Political jJconomy. tr. A.S. Sohwier, London: Maximilian, 
1972, pp. 114-16. This English translation is based on the French edition, 1927.
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passive response to external forces and nothing else:- "Type I is found where 

there is competition ... and is the more pure as competition is the more wide-* 

spread and the more perfect, 1* while "Type II is observed where competition does 

not exist, H throe instances being listed as examples: engrossment, monopoly and 

collusion.

Pareto was as much a sociologist as an economist, and one might have 

expected him to have been very alive to all the subtle behavioural and institu­ 

tional nuances of meaning implied by the common usage of the word competition. 

If so, he does little to confirm this expectation in his massive treatise, !£he

Mind and Society (191 6), wherein once more competition is presented in its
2 technically abstruse formulation.

In this way, Pareto illustrated those two parallel trends which were 

to become so much more pronounced during the latter half of the 20th century t- 

the transformation of economic theory into a mathematical calculus of 

rational choice, devoid of behavioural explanation; and the metamorphosis of the 

word competition, away from being a term to describe market behaviour,into a 

technical term indicating the mathematically convenient condition that the set 

of equilibrium prices of an economy could be treated as "given."

. pp. 116-17. I should add that in the one or two sections with sugges­ 
tive titles (eg. "Suocessive Positions of Equilibrium," p. 168, and p. 142 on 
"Stable" and "Unstable Equilibrium"), Pareto does little to develop a dynamic 
theory to show how equilibrium arises, nor does he indicate how equilibrium 
prices get to be "given" in the first place, throu^iout his static analysis.

Pareto, ffhe Kind and Society: A ffre^atise on General Sociology (191^), 
2 vols., tr. A. Bonglorno and A. Livings ton, New York; Lover, 19^3, Vol. II, 
pp. 1466-68, where he merely cites his earlier work.
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Chapter VII 

THE T\'ffiH2IEIH CENTUKY

1. From "Free" to "Perfect" and "Monopolistic*1 Competition

In this concluding chapter, I do not pretend to offer anything like 

a comprehensive survey of the progress and development of competitive theory 

during the present century* There are far too many contrasting schools of thought, 

developing side "by side, each offering minor variations upon common and familiar 

themes, to make such a survey feasible in the space allotted here.

All that I propose to do is to select a small number of writings 

which, each in their own way, serve to illustrate the working through^to 20th 

century contexts,of the various key themes which I identified at the outset of 

this thesis. And, in the light of these more recent debates, I shall try to 

resolve those fundamental themes in the final section of this chapter.

If there is any one predominant message to be conveyed throughout 

this chapter, it is quite simply that economic competition, in the broadest 

sense, is not the same thing as the technical concept of perfect competition. 

What is more important, it is by no means clear that the technical notion of 

perfect competition captures very much of the essential meaning of the broader ! 

notion. Why this is so should be fairly obvious by now, and if not, it will 

become so, during the course of the remainder of this history.

What is not immediately apparent is the present scientific status of
t

the theory of perfect competition. The growing divergence between contemporary : 

economic conditions and the very restrictive conditions postulated for perfect 

competition has rendered that theory increasingly precarious. Yet, in spite of 

all criticisms and acknowledged shortcomings, that theory has seemingly survived, 

and still remains the centerpiece of much current economic analysis, still 

occupying a major part of most introductory textbooks to the subject.
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To arrive at a satisfactory appraisal of the theory of perfect 

competition, we most keep firmly in mitid that the Judgements we make about 

that theory are not necessarily the same as the judgements we make about the 

status of the broader concept of economic competition in general, nor about the 

status of equilibrium as an analytical concept. Indeed, one of the underlying 

purposes of this history is to support the following proposition: Even thougfc 

the broad and common-sense idea of economic competition gave rise to the 

scientific study of equilibrium by being slowly whittled down into the fictional 

idea of a sort of "perfect" type of competition, these three distinct sets of 

ideas (1. competition in general, 2. perfect competition, and 3* economic 

equilibrium) should now be quite deliberately set apart from one another and 

appraised on their own* In the pages to follow, I shall attempt to show how and 

why this should be done.

The onset of the theories of imperfect and monopolistic competition 

in the 1920s and 1930s provides a good starting point for this exercise* To 

begin, we should recall that the phrase, perfect competition, drifted into usage 

over a very long period of time* The family of cognate words stemming from the 

verb and adjective* perfect* or in French, parfait and perfeotionner* have just 

as ancient a history in economic thought as does the family for competition* Aa 

early as 1613, we find Montchretien referring to "la perfection de tous arts" and 

to competition in the same passage* Here, perfection meant improvement or 

technical progress, and this was a Very familiar expression through the 17th and 

18th centuries, Home's Political Discourses of 1752 providing as good an example

as any of how the phraseology of perfection was Bet alongside that of "imitation"
2 and "emulation*"

 i 
The relevant texts from Montchretien are cited above, Chapter I, section 3*

2See Home's essay, "Of Commerce," from his Political Discourses (1752), as 
reprinted in the Writings ffi ^ffOTBflfl?- ed * E- Hotwein, London: Thos. Nelson, 
1955, especially p* 14*
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However, during the years of the physiocratic movement, the adjective, 

?fait. came to mean something else, more like the adjectives, "absoluf w 

"ideal," or "complet," signifying the absence of any undesirable or imperfect 

condition* OJhus, Adam Smith adopted the phraseology of "perfect liberty" and 

even "perfectly free competition" when he summarized the physiocrats* doctrine, 

thou^i he himself preferred the terms "natural liberty" and "free competition," 

and the latter of these was retained throughout the classical literature of the 

first half of the 19th century, as the chief technical phrase indicating a 

special kind of competition postulated for economic theory*

A notable shift in emphasis took place during the latter half of the 

19th century, away from "free" to the qualifying adjective, "perfect," as the 

scientific exigencies^ brou^it forward by neoclassioismjrequired a connotation of 

constraint in the building of determinate or closed models of equilibrium. Of 

course, in neoclassical theory, the idea of freedom was still retained in the form 

of "perfectly free" entry into and exit out of markets, and the adjective, perfect 

was not always placed alongside the noun, competition, but was used to modify 

such other concepts as mobility, Imowledge, product homogeneity and divisibility. 

Thus, the actual occurrence of the phrase, "perfect competition," was rather 

sporadic during the 19th century, even though virtually all of the crucial element 

of what was later to be called the theory of perfect competition were first 

enunciated during this period*

This pattern of development in linguistic usage presents us with a 

delightful irony when we compare the conscious objectives of theoreticians in the 

1950s, propounding their alternative models of imperfect and monopolistic

In 1837, W.P. Lloyd made a casual reference to "the supposition of competitio 
being perfect," (see his Lecture on Rent. London, 1837, P» 104) which happens to b 
the earliest occasion on which the adjective is used to modify competition and not 
freedom or equality, at least, the earliest that I have so far discovered in my 
researches. Of course, Lloyd was reflecting the influence of Senior's Outline 
of 1836, and obviously no great importance attaches to hie subtle shift in 
emphasis. Only by the 1880s were people such as Henry Sidgwick and Gen. F. A. 
v/alker using the phrase "perfect competition" with any regularity.
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oompetitionf with the long-run results their efforts had. In 1921, Frank 

Knight published what was to prove a formidable influence on future developments 

in micro-economic theory, namely, his Risk. Uncertainty and Profit. This work 

will be dealt with more fully later in this section* All that need be said now 

is that Knight highlighted the severely abstract character of perfect competition 

in such a way that led other theorists to hunt for more plausibly realistic 

models of market behaviour*

The new initiatives taken in that direction began to appear in print 

by the late 1920s t and already by 1933 * new plateau of economic analysis had 

been reached with the simultaneous publication of Joan Bobinson9 s Economics 

of Jaroeafeot G1ompefeltlofl and E.H, Chamberlin's Theory of Monopolistic Competition* 

Bow, both Chazoberlin and Bobinson had wanted to remove the singular and ideal 

case of perfect competition from its long acknowledged position of prominence, and 

to replace it either with alternative models of market behaviour and pricing or

with alternative techniques of analysis which blended the concepts of competition
2 and monopoly*

In order to carry out this revision of micro-economic theory, 

Chaiaberlin, Bobinson and their contemporaries had to specify more precisely what 

the model of perfect competition itself entailed, so that a proper contrast could

Key articles were P. Sraffav s "The Laws of Returns under Competitive 
Conditions," Economic Journal. Vol. XXXVI, Dec. 1926, pp. 535-550, and A.A. 
Young's "Increasing Be turns and Economic Progress, N Economic Journal. Vol. 
&DCV1II, Dec. 1928, pp. 527-42, with a steady stream of papers in this and other 
Journals in the next four or five years. One migit also mention here such works 
as F* Zeuthen's Rcoblgpy* of Monopoly and Eooyii^TOio VflyfftTe. London, 1930, fl*Ml the 
numerous writings of H* von Staokclberg which began to appear in the early 1930s* 
The list of contributors to this flourishing literature is an illustrious one, 
including R.G.D. Alien, A.L. Bowley, C.D. Awards, E.F. Harrod, J.B. Hicks, 
E. Hotelling, B.F. Kahn, N. Kaldor, A.P. Lerner, £.8. Mason, E.A.G. Bobinson and 
G.P. Shove, to name but a few! With regret, I must say that space has prevented 
me from delving into the many details of debate and of analytical advance that 
marks this period out as a truly "nee-neoclassical11 era.

2Chamberlin made a great ado about "differentiating" his theory'. from 
Bobinson1 s, and of course there are some genuine differences (see Chamberlin's 
Theory of Monopolistic Competition. 8th ed., Cambridge, Mass*! Harvard University 
Press, 1960, Ch. IX and App. H), but in the broad sweep of history these differ­ 
ences have come to seem rather less significant than they did in the 1930s.
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be drama, with the newer models and concepts. In the process, they constructed
. ,-*' t -

what was, in effect f a "neo-neoclassioal" synthesis s an elegant reformulation of 

the older theory of perfect competition. Prom this literature of the late 1920s 

and early 1930s, there had finally emerged what is now recognized as the so-called 

theory of the firm, that is, an account of cost and revenue functions pertaining 

not to an entire market but to a single production unit.

Granted, we can identify and isolate many of the fragments of this 

body of economic theory in the earlier writings of such people as Cournot, 

Xfengoldt and Marshall, but throughout the 19th century these elements of the 

theory of the firm - cost curves, demand functions, returns to scale, and so on - 

were still very much fragments only. Thus, the irony is that those who most
.!.  . '." 

wanted to supplant perfect competition with other models, succeeded in providing 

us with what is now generally regarded as "the** neoclassical theory of perfect 

competition, a theory which in fact they were merely re-interpreting for largely 

critical reasons.

She evolving pattern of economic thought in the 1920s and 1930s
t,

reveals an intensifying of three trends which have already been identified in 

the preceding chapters! (1) the tendency to reduce the meaning of competition to 

a technically (i.e. mathematically) convenient condition, almost bereft of 

behavioural content; (2) the growing resort to, and dependence upon, the alleged 

powers of "abstraction" to ensure the logical vigour of theoretical inferences; 

and (3) the tendency to separate analytical  frf«Ml"« fr°m theoretical assertion.

To see how these tendencies evolved during the first \**\f of the 20th 

century, it will be useful to start as far back as 1906 with H.L. Moore's paper, 

entitled "Paradoxes of Competition," which appeared in the Quarterly Jomwl of 

Economic*. Even though Moore's "paradoxes11 may not seem quite so paradoxical todaj 

ae they did to him in 1906, Moore nevertheless touched upon two very interesting 

issues. He begins by noting that:-
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Perfect competition is the fundamental hypothesis 
of economics in the sense that perfect competition 
is postulated in nearly every argument as to economic 
equilibrium* 1

He then quickly proceeds to the crux of the matter:-

In what respect is the idea of competition changed 
when the modifiers 'perfect, 1 'unlimited, 1 'indefinite, 1 
'free,' and 'pure' are added?2

As it happens, Moore's chief point about terminology rested upon a 

mis-reading of Coumot's Beoherohes. in that Moore overlooked the fact that 

Coumot's model of duopoly was not intended to be a case of perfect or "unlimited" 

competition, since the latter required large numbers on bolfe sides of the market. 

ILven so, Moore's relatively trivial message - that the conclusions one derives 

from a theory depend upon the initial premises assumed - led him on to a more 

significant stage of argumentation. Dissatisfied with the vague meaning commonly 

attributed to this "fundamental hypothesis" of perfect competition, Moore went on 

to indicate what he thought was the "full meaning" of the hypothesis lay listing 

five defining conditions, set forth in a very concise manner*

Moore's choice of defining conditions is instructive and revealing 

in itself, especially insofar as it stresses the inferential nature of the 

infinite-elasticity condition, derived from the separate conditions of large 

numbers and individual powerlessness to influence price. Equally significant is 

the very procedure Moore decided to follow. Having suggested that there were many 

possible types of competitive market exchange in general, Moore was intent upon

K.L. Itoore, "Paradoxes of Competition," Quarterly Journal of Economics. 
Vol. XX, Feb. 1906, p. 211.

2ibid. p. 211.

, pp. 213-14.

__ first two items list- the conditions of price uniformity and profit 
maximization. Conditions III, IV and V are stated in such a way as to create 
doubts about the distinction between premise and consequence. "III. The 
influence of the product of any one producer upon the price per unit of the total 
product is negligible. IV. The output of any one producer is negligible as 
compared with the total output. V. Each producer orders the amount of his output 
without regard to the effect of his act upon the conduct of his competitors. 
V/here III and IV coexist, V is a simple oorallary," (ibid* p. 214). The proper 
sequence to be established would seem to me to be something more like IV to V and 
than III.



-273-

pinning down the precise meaning of the very special case of perfect competition, 

from which precise conclusions could be drawn. In effect, Moore had set in motion 

the practice which would eventually become known as "enumerating the assumptions 

of the model*"

Prom Moore's paper of 1906, let us jump directly to Knot's Risk.

and Profit of 1921, a work which continued Moore's procedure by

extending the list of defining conditions to eleven. Kniefrt believed the

classical and neoclassical economists of the 19th century to have been at fault

2for not making their assumptions explicit enough, and his own formulation was

surely the most comprehensive^ to that date. In fact, one of Khigfrt's principal 

aims was to show just how very abstruse the technical notion of a perfect form of 

competition was. Quite candidly, he described his list of conditions as a 

"formidable array*1 of "artificial abstractions" (p. 81), his method as that of 

"heroic abstraction," (p. 76) and what he had assumed for the model as "drastic,"

(p. 197).

However, having made these admissions, Knight does not indicate" '^TV 

very clearly ' - -h what status he wished to attribute to this model of perfection. 

On the normative side, for example, he evidently favoured a "laissez-faire" 

approach to economic policy, as outlined in his two concluding chapters. Yet, the 

model of perfect compeHbion was not necessarily construed as the answer to arry 

economic problems | for, having examined the possibility of increasing returns to 

scale, Knight ended on a somewhat dubious notes-

... Ehere does seem to be a certain Hegelian self- 
contradiction in the idea of theoretically perfect 
competition after all. ... it has seemed worth while 
to point out, in connection with the discussion of an 
ideal system of perfect competition, that such a system 
is inherently self-defeating and could not exist in 
the real world. 3

1Kni£h-D, Mak. Uncertainty and £cof^t (1921), re-issued by the London School 
of Economics, 1933» PP« 76-81.

2ibid. pp. 18 and 51-2.

P. 193.
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The general drift of Knight's argument seemed to point in the 

direction of the need for a more "effective" Tdnrl of competitive organization 

of industry, capable of practical realization, such as J.M* Clark was later to
 4

try to enunciate. However, this way of interpreting Knight* s case is not quite 

satisfactory, and we soon see how ambiguous is the status he attached to perfect 

competition when we examine the more scientific aspects of his reasoning, both 

in its logical and empirical respects*

Pirst, as to the logical, Knight f s methodology is reminiscent of 

Walras v s. Knight believed that all one need do was to render one's assumptions as 

explicit as possible to ensure the logical "rigour" of the model* The trouble

xraa that his choice of assumptions pointed to the equally important need to "'  <*.

ensure the oonocivability (as well as the internal consistency) of the assump­ 

tions set forth. For example, his assumptions 1 and 2 are very vague statements 

about "normal human beings*1 and their "rational" behaviour, as if these phrases 

possessed any scientifically precise implications, while the third assumption 

postulates that each individual controls the exercise of his own free will,but

that no Individual is "constrained11 by any other individual or by society in
2 general* The fourth and fifth assumptions introduce very problemmatio phrases,

crying out for further specification of their meaning and oonoeivabilitys phrases 

such as "perfect," "costless" and "instantaneous" nobility or adjustment of 

resources with "complete absence of physical obstacles," as well as "perfect* 

continuous, costless Intercommunication*" But it is extremely difficult to 

conceive what these phrases oould possibly mean, especially BO,when even Knight 

himself observed later in his text thats (1) in a world with "costless mobility" 

(if such a world can be imagined), there would be "no need for productive effort," 

and (2) that, as regards "perfect Jfaowledge," uncertainty is "one of the

J.M* Clark, "Towards a Concept of Workable Competition," American Economic 
Review. Vol. XXX, June 1940, pp* 241 -5$ t presented at greater length in his book, 
Competition aa a Ifrnamic Process,   /ashington: Brookings Institution, 1959*

, ££. cit.. pp. 76-77  
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fundamental facts of life. 1* 1

To be sure, Knight admitted how "remote" these conditions were from 

real life, but he thought that the method of setting out such assumptions was 

scientifically valid, insofar as they could be employed to deduce inferences about
pan "imaginary society." Whether this latter assertion was correct or not, 

Khi£&t went on to complicate an already complicated argument lay insisting further 

that his assumptions were "approximations" to reality, that is, "idealizations or 

purifications of tendencies which hold good more or less in reality," (p. 79) 

and were thus "divergencies in degree only, from real life," (p. 174)» This 

shifted the emphasis away from logical rigour to empirical relevance, in a manner 

that Knight never satisfactorily explained. And, there is a certain casualness 

with utfch ho states that most of his simplifying assumptions can be somehow 

"dropped11 without destroying the logical rigour of his theory (p. 95).

Ostensibly, Knight*s main purpose in writing Bisk* I3faoertfl lnty and 

Profit was to put forward a new theory of profit, stressing the dynamic uncertain-
  '   -u-' 1

ties of entrepreneurial behaviour. Here, Enigjit's reasoning was at its best^ 

and did much to stimulate further thought along dynamic lines, as we shall see 

in the next section. But again, it is ironic that his attempt to drive home the 

utterly abstruse nature of perfect competition had something of the opposite 

effect on subsequent theoretical work* For, his account of the nature and role 

of the "abstract method" led to a rather far-fetched interpretation of Just what 

that method could properly and validly accomplish.

For example, we can sense this influence in the work of Chamberlin, 

who in his jTlieory of Monopolistic Competition almost went so far as to suggest 

that the process of abstract reasoning waa more a matter of arbitrary convenience 

than of logical rigouri-

1 ibid. pp. 343 and 347.

2ibid. p. 76.
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... Perfect competition may imply, for instance, an 
absence of friction in the sense of an ideal fluidity 
cr mobility of factors such that adjustments to changing 
conditions which actually involve time are accomplished 
instantaneously in theory. It may imply perfect Imowledge 
of the future and the consequent absence of uncertainty. 
It may involve such further "perfection11 as the particular 
theorist finds convenient and useful to his problem. 1

In this passage, we see the "abstract method11 running out of control, allowing 

iiot only the use of virtually meaningless phrases Jout also outright contradictions
     .   :.  :  '  2

as part of the process of constructing theory*

If that judgement seems a bit unfair, then we should quickly recall 

that, in this general intellectual climate of abstraction, the economic literature 

of the late 1920s and early 1930s produced some of the most elegant and valuable 

advances in technique that the 20th century can boast * Much of our present-day 

analysis still drives essentially from this period, when such things as the 

production function and related cost curves were being formulated* And, w#it£#g- 

i£ this flourishing atmosphere, Joan iiobinson summed up the growing separation 

of analytical teofen^q^ie from behavioural ffiieory when she wrote, in her Eoononftce

of

(The technique set out in this book is a technique for 
studying equilibrium positions. Ho reference is made 
to the effects of the passage of time. Short-period 
and long-period equilibria are introduced into the 
argument to illustrate various technical devices, but 
no study is made of the process of moving from one 
position of equilibrium to another. 3

2hus, Bobinson was 1!$^ reflecting Bdgeworthf s view of the matter. 

Chamberlin, on the other hand, wanted to maintain some semblance of dynamic proof, 

though tlio explicitly dynamic content in his demonstrations was in fact quite

Chamberlin, op*

r example, "perfect knowledge of the future" is very difficult to interpret, 
especially when economic theory treats of rational decision-making behaviour, which 
evidently influences what happens in the future. How can adjustments that 
"actually involve time" (as indeed al^ adjustments roust do) be spoken of as if 
they were "accomplished instantaneously"? And, if all motion entails an 
expenditure (or transformation) of energy, how can mobility be "perfect" or 
"costless"?

'Joan Robinson, 
London: McMillan, 1965, P- 1 
first. «.

(1933), 2nd ed., 
text of this edition is a reprint from the
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ojoite unconvincing, Frank Knight, however , had already sided with

Iflgeworth when he wrote i-

The conditions of equilibrium we oan formulate? the 
actual course of the events whioh are to bring about 
these eonditions or the length of tiae they will occupy 
are probably matters of pure and unfruitful speoulation
*  

what is more f Enigfrt gave expression to the Edgeworthian belief that we oan 

have our oake, theoretically speaking, and eat it too, when he continued thus:-

... It is quite unnecessary to believe that there will be 
any progress toward equilibrium, and it goes without saying 
that the failure of such progress to occur militates against 
neither the logical soundness nor the praotioal utility of 
the theory itself*2

Several of the parallel tendencies whioh I have repeatedly drawn 

attention to over the course of this narrative, parallel tendencies wbbh in fact 

reflected and re-inforoed one another* finally came to a head in the year 1934* 

With the growth of mathematical economies* static considerations constantly pushed 

into the background the more complex issues of dynamics, and with this came the 

emphasis upon ^ffltlAMililiB -BSflAiiSfia or flM^Mffff in preference to fflfyji^ygating 

J&tbft °* Processes. a* the central concern of economic analysis* This much was 

quite reasonable , insofar as economic theory about behaviour was being transformed 

into mere .foflhpAfflftj for studying possible alternative arrangements of production 

aad distribution*

The concept and the phrase, ooapetitipn. should have been gradually 

eliminated, dispensed with, as part of this refinement of economic analysis into 

mathematical models of equilibrium,^ The force of tradition dictated that the 

term remain, to carry along with it older behavioural connotations which would

*  >

See, for example, Chamberlin, £g, oft., pp. 12-20*

«* p* 168.

^Though, as I argue in section 3 to follow, competition shall always remain 
a vital oonoept in our understanding of actual economic behaviour, sad so of 
course ghmild be retained in applied economic analysis*
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the study of equilibrium a "theoretical," not merely an analytical, 

character, that is f to preserve the impression that "theories" about behaviour 

were still being constructed and rigourously demonstrated* That this latter idea 

wae only a belief, not a reality, can be seen by the manner in which competition 

was itself transformed into a technically abstruse term, having virtually nothing 

to do with economic behaviour as ouch*

Prom the very beginning of eoonomic theory, the phrase "more 

competition" was often meant to imply "more competitors " and the aondition of n 

large numbers was takenlto ?:*aeasure the ..degree o> ijitens±1^LoJ>/-comp«.tition» 

Prom this largo-num'bQrs condition arose the idea that no individual trader could

significantly influence the gjaneral pattern of trading in any market, whence
by himself

came the invalid inference that each trader.would feel "powerless" to influence
would 

events and therefore passively accept the ruling price of the market as given*

Eventually, such reasonong led to the more elaborate concept of the infinitely 

elastic demand constraint facing individv sllers, And, as the requirements
t!

of the mathematical method grew nore rigorous, the phrase "perfect competition" 

began to connote this demand constraint alone, more I than4> any specified pattern j; 

of market behaviour* j.

Following quickly upon the appearance of the two classic textbooks 

of 1933 by Chamberlin and Robinson, something of a climax was reached in 1934t 

when Joan Robinson published an article entitled, "What is Perfect Competition?" 

She began immediately by answering the question of her title:-

Vihat do we mean by "perfect competition?" This phrase 
is made to cover so many separable ideas, and is used 
in so many distinct senses, that it has become almost 
valueless as a means of oonmunioation. It seems best 
therefore to begin with a definition* £jy perfect 
competition. £ propose ,£& mean g state g£ fjfMjTt JLft 
which the demand for the output of an individual is. . «iMMMj*i»    £»» *mjH****mi»  <^  »~^w «-^   ^^ ^w» « » ̂ ^^^^^^^^^^^ ̂ ^^
perfeotJJ' ^"a+** '

Joan liobinson, "What is Perfect Competition?11 Quarterly Journal of Economics. 
Yol. 2LIX, Bov. 1934, p. 104t *V eiophasis added.
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In 1934t this was not a startlingly new suggestion: it only made 

very explicit what had been more or less implied in much of the literature of 

the previous few years* Aocordingly, the condition of infinite elasticity was 

not considered to be an inference drawn from the hypothesis of perfect competition. 

It had become part - a crucial part - of the very meaning of the phrase itself. 

To this day, perfect competition is quite often defined lay the condition of

infinite elasticity, or by some nearly equivalent statement, in most textbooks on j
o

pure theory.

In 1753* the principle of competition had been proclaimed in the 

pa^es of the aaorofep&fte, as ttle plus actif poeinoipe de l feconomie* H 3y the 19th 

century, it had become for classical economics the veritable "law of gravitation" 

governing the economic universe. After a century or so of technical attrition, 

the scientific concept of "perfect11 competition had been reduced in stature to 

a mathematical property of the demand curve. Prom a principle of economic freedom, 

it had been transformed into a technically abstruse constraint, indicating that 

the individual demand curve must lie perfectly flat on the text-book writer9 s 

page 4       '          -       - - ; ;"^i*«-

As important as the concept of elasticity is for economic analysis, 

this decision to define a perfect type of competition in terms of aa infinitely 

elastic demand curve was ill-conceived for several reasons, though once again we 

could say that | at the time, it served to retain a sense of continuity of thought 

In the transition from economic theory to economic analysis.

Por one thing, this "official" definition did not necessarily remove
V-- '...  .-..'.* -. ' ". .

old connotations from the vaguer and more all-encompass ing meaning of competition.

1933, Robinson had written virtually the same definitions "Perfect 
oocrpetition prevails when the demand for the output of each producer is perfectly 

. 11 Sconomios of Imperfect Competition, p. 18.
of- i"A few examples are: J.M. Henderson and R.E. Quandt, Mioroeoonomio Theory i 

A I'3atl^matioajL ^Tmroaoh. 2nd ed. f Hew York* MoGraw-Hill, 1971 * p. 67; G.C. 
"ATnM.hnifi and" 'ft,fl, Jj.-paffyt An Introduction to a M**V"TB'frillll|>l Trea'taii>*>y> + of 
jteonoiaios. 2nd ed., Londoni Weidenfeld and Nioolson, 1973t P- 180} P.H. Hahn 
end K.J. Arrow, General Competitive Analysis. Edinburgh: Oliver and Boyd, 
19711 P« 107? and f, Itedeg. yhe Theory of General Economic Equilibrlwn r New 
York and London: Academic Press, 1972, p. 95.
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of the previous associations - such as large-numbers, product homogeneity, 

free entry, and so on - still stood out in the analyst's mind as part of the very 

ironing of perfect competition. But, infinitely elastic demand, interpreted as 

the sellerf s disposition to accept a single ruling price as "given," is best 

understood as on equilibrium rasult. a condition to be achieved only when 

equilibrium is realized* By defining perfect competition in terms of a result, 

rather than in terms of a set of behavioural prerequisites, theorists 

unconsciously created the false impression that the hypothesis that large 

numbers would yield infinite elasticity was true by ftfMitfifrih aj3d henae not 

in need of being demonstrated as a logical inference. In short, this "official" 

definition fudged the vital distinction between the prerequisites or premises 

upon which a theory is built, and the conclusions or consequences that are drawn

from those premises. So some extent, this error has been recognized within the
1past few decades*

However, the more objectionable aspect of this definition was not a 

purely logical one, but a semantic problem: the appropriateness of associating 

the phrase, "perfect competition, M with the technical condition of an infinitely 

elastic demand constraint* Some people might argue that we are quite free to 

define technical terms as we wish, and all that really matters is that our chosen 

definitions be set forth explicitly for all to see. This is not entirely true. 

Mot only must definitions be designed to be consistent with one another, and be 

maintained consistently throughout the course of any argument, there are other

1 In his gheory of Reioe. 2nd ed., Hew York: MbMillan, 194$, P* 12, Stigler 
wrote: "Shall we define competition by its requisites or by its consequences? 
In a sense the choice is not real: economists did not get around to precise 
definitions of competition until the consequences of particular conditions were 
fairly well established." In his later survey, "Perfect Competition, Historically 
Contemplated, 11 Journal of Political Economy, Vol. LXV, Feb. 1957, he noted 
correctly: "This list of requirements of perfect competition is by no means a 
statement of the minimum requirements, and in fact no one is able to state the 

requirements," p* 12. He added, "The complete theory of competition
cannot be Imown because it is an open-ended theory; it is always possible that 
a new range of problems will be posed in this framework, 11 p. 14* He is right in 
pointing out that the minimum requirements for perfect competition have yet to 
be specified. I do not follow his reasoning as to how a theory can be said to 
have a changing character to fit new circumstances and yet still be called the 
same theory*
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coneiderations which bear upon the degree of freedom we have in choosing 

arbitrary definitions. To be able to communicate effectively with a wider 

audience, we must be extremely careful when employing as technical terms those 

words which in fact originate in common usage and are still frequently found in 

common usage*

As much as economists would like to create a specialized vocabulary, 

unblemished by the vagaries of common discourse, that is, to insulate theoretical 

die co-ore G from all the vagueness and ambiguity of ordinary language, this has 

not proven to be ffeasibit. Both words, perfect and competition, illustrate the 

difficulties involved. In current economic analysis, the adjective "perfect" ia 

better applied to the concept of equilibrium than to that of competition. Tot, 

the phrase, "perfect competition, * Inevitably creates the impression that this 

special thing is somehow a .tffiiftajU essential, ideal form of competition* 

Increasingly, economists have found this implied inference unacceptable*

Ttitfoft Alfred Marshall, E*& Chamberlin was seeking a more realistic 

way of formulating models of market behaviour, and he objected to all the 

connotations of powerless passivity attached to the idea of "perfect" competition 

understood as infinite elasticity$»^

Because most prices involve monopoly elements, it is 
monopolistic competition than most people think of in 
connection with the simple word "competition." In 
fact, it may almost be said that under pure competition 
the buyers and sellers do not really compete in the sense 
in which the word is cuasntly used. 1

Oddly enough, Chamberlin still chose perfect competition as his "point of 

departure,** and his vwey contrast between monopoly and competition only served to 

strengthen a false antithesis.

Discontent about terminology was not confined to the narrower arena 

of 'pure theory, but was felt Juat as much in the very field of applied economics, 

where models of market behaviour and industrial structure might be most directly 

to practical affaire, namely, in the sphere of anti-trust laws. Here,
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raany coomentatox* qoasplained of problems of ooircmmioation between economists and 

lawyers. A.D. Neale, for example, noted, in regard to the "fechnical language 

of "perfect11 and "monopolistic competition, " what he called "this complete 

reversal of ordinary language in economics." One experienced economist found 

himself explaining away the anomaly as follows 8-

i'here is an unfortxmate divergence between the technical 
meaning of the word "competition11 and common usage. 
Participants in competitive markets do not "compete" with 
each other in the common meaning of the term; they merely 
respond to impersonal market forces. Participants in 
markets of other forms often do "compete" vigorously ...» 
but they are not competitive according to the technical 
meaning of the word, which is reserved strictly for price 
competition. We, of course, shall always use the words 
"competition" and "competitive" in their technical senses, 
but shall have to use the verb "compete" in both meanings, 
for there is no adequate synonym. These things understood, 
there is not much risk of confusion* 2

Unfortunately, there j^s, much risk of confusion. On another front, 

for those who hold in higfc, esteem the values of classical liberalism, as a set 

of norms for guiding economic behaviour, there must be some doubt as to why the 

model of perfect competition is "perfect" in the sense of being "ideal." 5y 

highlighting the constr^f,^ and- powerless passivity of infinitely elastic demand, 

the model does not lend itself to the virtues of freedom, independence and 

initiative* Instead, it is really a model of perfect conformity, wherein 

everything is equalised, standardized and homogenized, and from which any sense 

of individuality* diversity, and enterprise has been ruthlessly excluded. The 

model of perfect competition has nothing very much to do with competition at all: 

it acts as a definition for a perfect form of equilibrium.

With these thoughts in mind, let us now consider the case of one 

20th century economist who tried to break away from the traditional mould of 

competitive doctrine, attempting in the process to resolve the theoretician's 

dileoma that had been so clearly evoked by Edgeworth in the preceding century.

•i 
AfD« Neale, The Anti-Trust Lawq of the "United States of America. 1st ed«,

J TJniversitjT Press, 19<^0, pp. 479-60.

» 2M **•• ^lewood Cliff si Prentice-Hall, 
1972, p. 144n. This footnote did not appear in the 1st ed. of 1967.
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2. Joseph Schumpeter and the Silo^na- of Ifoonomio

Of the many economists actively writing in the 1930s and 1940s, 

Joseph Schumpeter was certainly not the only one interested in the subject of 

dynamics, nor the only one cau^vt up in the study of competition. He is, however, 

the one person who best brings these two features of economic thought into con­ 

tact with one another. And, more than anyone else's, his work raises the 

questions can competition be considered to be solely equilibrating in tendency, 

or is it not dis-equilibrating as well? (Enough Schumpeter never quite formulated 

that question in so many words, the whole thrust of his Capitalism. Socialism and 

Democracy points firmly towards it.

Schumpeter1 e interest in dynamics was manifest from the outset of
One o5" Kv.s 'Sifl.st; books < 

his career. S&r^fiojet book, the ghoorie der Wirtsohaftliohen Entwioklung (1912),

announced the characteristic themes that would be synonymous with his name later 

in the century* Sketching a dynamic theory of economic development in an older 

literary style , Schumpeter sou^it to explain the phenomenon of entrepreneurial 

profit (as distinct from interest as a return on capital investment) as a teapoav 

a3gy return to the entrepreneurs who successfully introduced innovations, reaping 

excess gains before their competitors (as imitators) could react to restore 

equilibrium.

Already, one night say that Schumpeter f s concept of innovation was 

a de-stabilizing , dis-equilibratin£, form of market competition. It threw a 

pre-existing equilibrium state of affairs out of force, and required that some new 

equilibrium -...position be found. However, in 1912 Schumpeter made very little 

reference to the concept of competition, and, being an ardent admirer of Walras, 

he was the last person to want to undermine the neoclassical synthesis achieved 

during the preceding decades of the 19th century.

Sohuopete^s subsequent writings of the 1930s and 1940s were not 

conceived in an intellectual vacuum. He was alive to ongoing developments in

Translated by R. Opie ae The Theory of Economic Develoiment (3rd ed., New 
YorkJ Galaxy Booka, 1961).
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eoonofflic theory, and if he had not been aware of the far-reaching implications 

of Mg theory in 1912, then heir certainly became so with the passing years,

in America from the 19200 onwards, where the subject of competition was 

more controversial than it had been in Austria,

Before we proceed with Schumpeter's work, it will be useful to return 

niotoentarily to Knight's ffisk* Uncertainty and Profit, a book which exerted a 

formidable influence over the economic thought of this period. Knight wanted to 

interpret entrepreneurial profit - or "pure*1 profit - as an "unimputable" or 

"roeidually imputed" form of income * reflecting the uninsurable risks encountered 

in the running of any business enterprise. His principal argument pointed to 

the aspects of business uncertainty tiiat rendered some types of risk immeasurable 9 

end hence uninsurable* But in addition to this, he had much to say about the 

dynamics of economic progress and market behaviour. What is especially worthy of 

note in hie text is this: Whenever the word competition arises in his reasoning, 

it is always depicted in its "equalizing" role, and he quite specifically states 

that**-  

.*  The primary attribute of competition, universally 
recognized and evident at a glance, is the "tendency" 
to eliminate profit or loss, and bring the value of 
economic goods to equality with their cost.

Clearly, Enigfct had not recognized that competitive pursuit of profit led to 

the inventions and improvements of which he had much to say in accounting for 

uncertainty. To Khigfrt, tfcese were merely "exogenous" factors, "disturbances" to

vhioh the economic system reacted, by "competitive adjustments," in establishing
2 Ljaother stable situation* Knight's heavy reliance upon the very abstract ideas

of perfect competition did much to encourage other theorists, like Chamberlin, to 

develop more realistic models of market behaviour.

Teaching at Harvard, Sohunpeter was familiar with Chamberlin1 s Ri.D.

12night, ftp, oit. . p. 18,

2i£i&t P« 14fi * whflr* ** also w*1*68 ! "    the disturbances arising from 
invention and improvement axe due to the local and spasmodic way in which they 
originate, not to the general tendency*"
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thesis of 1927, presaging the onset of the trend towards monopolistic compe­ 

tition. Thus, by 1934 when Schuiapeter reviewed Joan fiobinson's Economics of 

tex-rfpo^ Corn-petition in the Journal of Political Economy, he had had plenty 

of time to contemplate the wider implications of that new development in 

economic theory. Appreciative of Mrs. Bobinson's skill at refining analytical 

techniques, Sohumpeter was anxious to make a more general point. The "logical 

autonomy1* of economic science dorived from the determinateness of a general 

equilibrium system, Schumpeter wrote, and therefore no matter how useful these 

alternative models of market behaviour might be, the model of perfect competi­ 

tion would always remain the "Magna Carta" of economic science, ensuring that 

its subject matter was a "cosmos," and not a chaos.

So argued Schumpeter between 1934 and 1939» thoroughly Walrasian, 

it might seem. Yet, in the same work in which he repeated these propositions, 

namely, in his massive study Business Cycles; A Theoretical. Historical and 

Statistical Analysis of the C.aiil,tajLlat Process (2 vols., 1939)t Sohumpeter was 

constructing a dynamic theory of economic behaviour which in many ways pulled 

the bottom out from underneath the v.'alrasian edifice. Such was not Schumpeter*s 

deliberate intention, but eventually he became aware of the consequences of his 

main hypothesis, and thenceforth struggled to reconcile his dynamic theory of 

profits with Walrae's general equilibrium system*

With his Business Cycles. Schumpeter wanted to show how an economy 

generates cyclical fluctuations from within itself, that is, as an inherent part 

of its normal functioning. Because the search for "maximum" profit does not end 

with the realization of an equilibrium, but is carried on by introducing new 

products and methods, by creating new demands and discovering new markets, the

Sohumpeter, review of Robinson's Economics of Imperfect Competition, in 
journal of Political Economy. Vol. XLII, April 1934t reprinted in assays of J.A. 
Sohumpeter. ed. R.V. Clemenoe, Cambridge , Mass: Mdison-Wesley Press, 1?5"1| 
pp. 125ff. See also Sohumpeter*s Business Cycles. 2 vols., New York: IloGraw- 
Hill, 1939t Vol. I, p. 41, as well an his History of Economic Analysis t New 
York: Oxford University Press, 1954t P« 968, for similar comments.
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proceaa of innovation is an inherently de-stabilizing feature of capitalism. He

defined innovation.as the "setting up of a new production function," thou^i this
 j 

did not quite capture the fan range of meaning he usually gave to the term*

More pointedly, he observed:-

Innovation is readily seen to be a distinct internal 
factor of change. It is an internal factor because 
the turning of existing factors of production to new 
uses is a purely economic process and, in capitalist 
society, purely a matter of business Behaviour.2

That was tantamount to saying that competitive striving (in search 

for increased profits) was dis~equilibrating* Schumpeter did not quite say so* 

Equilibrium represented stability, order, regularity, determine.teness, the 

absence of qualitative change, the heart and soul of economic science, and 

competition was the traditional guarantor of equilibrium*

Schumpeter's attempt to resolve the dilemma was ingenious as well as 

plausiblei markets were alternately stabilizing and de-stabilizing, Insofar as 

innovations came in clusters* Because of the uncertainties in calculating 

future prices and costs, entrepreneurs were more likely to introduce changes^, 

during stable periods, and to delay them when the system was unsettled* Thus, 

he concluded, an economy would fluctuate in and out of equilibrium positions, 

since the reluctance to innovate during periods of instability acted as a counter- 

tendency to any preceding effects of innovation itself. Stability gave rise to 

innovation; instability created by innovation would temporarily delay further 

initiative, thus bringing the system to a new equilibrium, and so on. 

v The trouble with Schumpeter1 s imaginative account of economic change 

was that there was no good reason to assume that waves of fluctuating innovations 

would occur simultaneously between different industries, such that general 

equilibrium throughout the entire network of markets would ever be restored. Nor 

indeed did Sohumpeter satisfactorily demonstrate how partial equilibrium was to 

be found in any one market alone. Here, his methods were literary and casual,

Business Cycles. Vol. I, p* Q7» KLsewhere, he described innovation quite 
simply as "any new way of doing things."

Vol. I, p. 86, my emphasis added.
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his faith placed all too heavily upon Walrasian tradition*

J3ven as he was writing his Business Cycles, one could sense 

Sohumpeterf s uneasiness about the matter* In a footnote, he acknowledges some 

of the shortcomings of his impressionistic account, apologizes to his reader 

for the many simplifications he had made use of, and mentions (in passing;) a 

forthcoming book he was intending to publish, in which he promised to "overhaul 

the purely theoretical parts of the present argument*" That forthcoming book 

turned out to be his Capitalism* Socialism and Democracy (1942), aimed at a 

wider audience, but far more candid and relevant to the theme of competition 

than Business Cycles had been.

Part II of Capitalism. Socialism and Democracy consisted of a whole­ 

sale attack upon the neoclassical theory of perfect competition, as he under­ 

stood it* Though Sohumpeter never did precisely formulate the distinction 

between equilibrating and dis**equilibrating forms of oompetitive behaviour, he 

came about as close as any economist has ever come to doing so* In much of 

what Schumpeter says, we can identify the dual themes of change and the response 

to change, of "leaders" and "followers, n that is, of "heroic" entrepreneurs who 

innovate or initiate change,and of those lesser mortals who merely adapt, 

imitate| adjust., or conform to given standards.

In this way, he set about contrasting the "traditional modus
w*

operaadi of competition," - "competition within a rigid pattern of invariant
o 

conditions" - to what he termed the competition which really "counts*" This

was "the competition from the new commodity, the new technology, the new source 

of supplyi the new type of organization."5 That this latter type of competition
i, . : i '

was not generally subsumed under the "traditional" theory is strongly suggested,

1 ibid. Vol. I, p.
r/f

Schumpeter, Capitalism. Socialism and Democracy (1942), 3rd ed. f New 
York: Harper Torohbooks, 1$>62, p. 64.

5ibid. p. 84.
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as when he

,*>V ... The introduction of new methods of production and 
new commodities is haxdly conceivable with perfect - 

,; ; and perfectly prompt - competition from the start.
And this means that the bulk of what we call economic 
progress is incompatible with it. As a matter of 
fact, perfect competition is and always has been 
temporarily suspended whenever anything new is being 
introduced, 1

In the passage just cited, Sohumpeter was virtually (though not 

quite) saying that some forms of competition are dis-equilibrating and that
>

perfect competition, by its very meaning, excluded any dis-equilibrating 

initiatives* For example, he also argued that perfect competition left no room 

for business "strategy" and that it tells us nothing about the "process of

creative destruction," his phrase for the sequence of events involving innova-
' '.-.       " ..  ' • 2
tion and adaptation.

Thus, Sohumpeter9 s Capitalism. Socialism and Democracy can readily 

be interpreted to have made this exceptionally simple and profound point: that 

the common-sense meaning of the word competition offers no support for the view 

that competitive behaviour is essentially equilibrating in tendency. The trouble 

is that Sohumpeter* s book was not a systematic and well-disciplined study of 

economic theory, and so, even if it did stimulate much thought and empirical 

research on the subject of innovation and technological progress, it neverthe­ 

less left the status of economic theory still hanging very precariously up in 

the air*

What is more, Sohumpeter's peculiarf account of the history of 

competitive theory left much to be desired. His critical attacks were often 

bitter and misdirected. It was as if, on this one occasion, he dropped all 

semblance of professional objectivity and cautious inhibition, lashing out at 

the wrong targets and creating some very misleading impressions. It is the

1 ibid. p. 105. 

. p. 105-
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of injustice that Walras's "pure" eoonomics is passed over with
 i 

virtually no comment and that MB^M,! (along with Wicksell, oddly enough)

is singled out for criticism* For, surely Marshall, more than any one else, had 

retained that element of realism, that emphasis upon the "new" and the "dynamic" 

potential of competition, in his theoretical writing, which Schumpeter himself

was so anxious to stress* Indeed, when in 1947* Schumpeter published his paper,
pentitled !t!Ehe Creative Response in History," wherein he examined the "creative"

and "adaptive" sides to business behaviour, it could be said Without any 

eration that he had borrowed his ideas from Marshall's Principles I

Written for popular consumption, Schumpeter1 s Capitalism. Socialism 

era! ^efaooracy was brilliantly composed and proved to be a popular success* 

However, it was also a momentary lapse in professional loyalty, for which he 

partially atoned with his unfinished History of Economic Analysis, published 

posthumously in 1954* Whereas his book of 1942 had posed a profound dilemma 

for neoclassical theory without attempting to resolve it, the History was intanded 

as a monument in praise of the neoclassical achievement in the field of abstract 

"analysis*" Once again, Schumpeter adopted his role of professional ambassador 

and interpreter of the cause of scientific economics* There is little sign of 

the Sohumpetorian dynamism in these pages* Walras is praised beyond all praise, 

and economics is depicted as the study of an orderly cosmos of "determinate" 

stability.

Only in the closing pages of the History can we find lingering doubts. 

Pure competition, he says, is only a "special case," and he asks the loaded 

question "whether the definition of pure competition that has been given above 

really fits what we mean when talking about competitive business."^ Here, his 

answer was only suggestive, not definitive, and at least he cited Marshall's

. p. 77n4.

2Schumpeter, "The Creative Response in Soonomio History," from Journal cu 
o History. Vol. VII, Nov. 1947* reprinted in Essays, pp. 216-26.

^History of Economic Analysis, p. 975.



-290-

work as the proper guide. $y putting the stress on "analysis" rather than 

"theory," that is to say, on "technique" rather than on the explanation of 

behaviour, Solrumpeter was groping further along the right direction that both 

Edgeworth and MayaKaii had intimated, though Schumpeter had yet to make the 

complete and appropriate divorce between the concepts of competition and 

equilibrium that this long-run trend indicates must cone.

3* Seating, and Dvidenoes The 3grpirioal Crunch

!Ehe persistence of the Great Depression weH into the 1950s brought 

on a similar crisis in confidence in the overall structure of economic theory 

that had been experienced during the turbulent period of the 1820s to 1840s* 

Ae part of this widespread mood and reality of depression, faith in the virtues 

of economic competition was once more on the downswing. Expressions of belief 

in the virtues oa* vices of competition have long served as a barometer to the 

general economic health of a society. This spurious connection has been based 

on two premises, neither of which axe acceptablei (1) Perfect competition 

delivers ideal resialts, understood in terms of economic efficiency for the most 

part, with indirect implications about justice and stability, and (2) this same 

perfect competition is the epitome or essence of economic competition in general.

VJhen Arthur Burns wrote his lengthy empirical study, The Decline of 

Competition (1936), he was not really examining the decline of economic ooinpeti* 

tion, but lather the gradual disappearance of one type of economic institution, 

once the predominant form of organizing productive effort, namely, the small- 

scale, privately-owned and privately-run business enterprise. Gradually and 

imperceptibly and over an extended period of time, the concept of perfect 

competition had become so closely associated with the idea of an atomistic

p. 975* Even here, Schumpeter only hints at the disequilibrating side 
of competition, when he asks: "Is it not a fact that what we mean /py 
competition/ is the scheme of motives, decisions, and actions imposed upon a 
business firm by the necessity of doing "Wflflf "hotter or at any rate more 
successfully than the fellow next door?" (emphasis added).



-291-

organiaatiQa of society into small production unite that the former and the 

latter had grown virtually synonymous with one another*

But competition is a pattern of behaviour* not an institution* and 

there is no & priori reason to associate competitive behaviour any more with 
one set of institutional arrangements t-h^r> with another* There is nothing in 

the broadest meaning of economic competition to suggest that it must take place 

in one context and not in another. Berle and Means, in their highly influential 

book, The Ikxiern Corporation aM Private Property (1932), investigated the 

changing character of business organization* laying particular stress upon the 

growing separation of ownership from control over productive resources through 

the legal concept of agency. As to the effects this had upon the traditional 

conception of competitive behaviour, they recognized the inadequacy of the 

atomistic **fi:oag| as the sole or primary theoretical "unit11 of analysis. Without 

delving into the subject of competition very deeply themselves, they were 

content to say that "new concepts must be forged and a new picture of economic 

relationships created."

It is not difficult to perceive the kinds of complexities that 

large organisations present for the systematic account of economic competition. 

We can see at a glance the dualities of competitive striving and competitive 

grouping by the example of the individual employee of a large organization. 

Considered as an individual competitor by himself, he seeks his own ends, such as 

a higher salary, promotion, and so on, within the context of the organization. 

On the other hand, considered as one of a "team," he strives on behalf of that 

organization in a competitive struggle with other such corporate units, or else 

combines with others within the larger organization to engage in intra-oorporate

competition*

We need not stop here with the relationship between the individual and

1A.A. Berle and O.C. Means, The Modern Corporation »ffl Private Property (1952), 2nd ed., New York! Harcourt and Brace, 196?» P. 302.
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"fche oorporate enterprise. Economic competition takea a myriad of forma: 

between companies or firms within an industry; between induatriea themselves 

(organized into competitive units througi the official or unofficial agency 

of industrial or trade associations) - what Galbraith has oalled "countervailing 

power;" or between political entities and geographic regions, striving against 

one another, for example, to attract capital investment; or between various 

special interest groups and cabinet ministers, whether in open public forums 

or in the less conspicuous corridors of power, each seeking a greater share of 

public revenues or other economic ends, such as the sole use of scarce resources. 

Economic competition takes place as often in the board-room, between members 

of committees of a single institution, as it does between distinct trading 

units in the market-place. All that need be the case fox it to be said that 

economic competition occurs is that two or more individuals (however grouped 

into competing unita) strive against one another for the "same" economic

objective. ~\ 

However, in spite of the widespread recognition of these complexities

of modern economic institutions and relationships, the theory of perfect 

competition survived the crisis of the 1930s and by the early post-war years 

was still in retention of the theoretical primacy it had gradually acquired 

during the previous hundred years* She problem of competitive grouping waa 

evaded by treating the firm, the sole distinguishable unit of production and 

exchange, as i£ (speaking analogically) it were run by a fictionalized, 

autonomous and centralized decision-making entity, "the" entrepreneur. The 

entrepreneur became the firm personified.

(Thus, in the new atmosphere of optimism of the late 1940s and 1930s,

V *** 

(1932), London: Pelioan Books, 1970. On p. 123, Galbraith calls countervailing 
power the "counterpart" of competition, distinguishing between relations between 
buyers and sellers on opposite sides of the market with relations between buyers 
and sellers on the aame side of the sjarket (much as did Sir James Steuart in 
1767)* However, he uses the new phrase to capture the meaning of a more diffused 
kind of competition aa well as the idea of a re-alignment of competitive foix>e8, 
that ia, a re-grouping of competitive participants into new "unita."
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professional and scientific acceptance of the theory of perfect competition was 

revivified. Two questions ndgit be raised here, concerning this revival. Why 

were theorists so intent upon preserving that theory, and why were they success­ 

ful in defending the theory for so long against so much adverse criticism? The 

answer to the first question has been indicated often enough before, in this 

narrative. To relinguish the theory of perfeot competition was, in the minds 

of theorists, tantamount to rejecting the study of eoorcrsies as an abstract 

science, because they had not yet discovered that both equilibrium analysis and 

mathematical techniques could be divorced from the activity of constructing 

behavioural theories, and could be investigated and applied profitably in their 

own right.

The second question, why the theory succeeded in lingering on, well 

past its indicated life span, calls for more careful explanation. The main 

attack upon perfeot competition was aimed at its growing irrelevance and lack 

of direct applicability to current affairs. The emphasis upon the criterion of 

empirical relevance left theorists a great deal of room to maneuver, because it 

did little to evaluate the theory as ja theory, that is to say, as a proffered 

explanation pertaining to hypothetical circumstances. Just as Jevons had dulled 

the critical edge of Thoxntont s attack, by distinguishing between a theory and 

its applications, the defendants of perfeot competition rightly insisted that 

the direct empirical irrelevance of the assumptions had nothing to do with the

scientific acceptability of the theoretical inferences drawn from those
p 

assumptions* To weaken the theory, one would have to put in doubt the

Possibly, too, the general political climate of the Cold War nay have 
delayed for a time the growing separation of theory from technique, insofar as 
the status of economic theory possessed a wider ideological significance. However, 
to be accurate, the theory of perfeot competition itself was still out of favour, 
relatively speaking, in the late 1940s, and only began to oooa back into the 
limelight by the middle 1930s.

Tlilton Priedman, in his much cited paper, "The Methodology of Positive 
JconomioB,*1 in Saaayg on Positive Soonoiaioa. Chicagoi University Press, 1952, 
wrote what has aiaoe come to be recognized as the olasaio defense of the theory 
of perfeot competition, though his paper ranges over a much broader set of issues 
in methodology than this one.
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aasociation between the premises of the theory and the conclusions drawn from it.

Even if the opponents of perfect competition did not address their 

remarks to the heart of the matter, examining the theory on its own terms, the 

defendants nevertheless felt obliged to shore up the scientific basis upon which 

their theory rested* This they began to do during the 1940s, and efforts are ̂ j 

still being expended today to strengthen the case for accepting the theory* We 

oan better appreciate these scientific endeavours Toy dividing the proponents of 

perfect competition into two schools 8- (1) those who believe that the inferences 

drawn in the theory, associating the behavioural premises with market results, 

axe empirically contingent and hence in need of empirical confirmation* and (2) 

those who look upon the theory ae a purely logical argument whose inferences can 

be demonstrated as valid on nur^Iy logical grounds, by rigorous proof*

In the remainder of this section, I shall consider the first of these 

schools of thought, for chronological reasons, and turn to the second in the 

section to follow*

The empirical school begins effectively in 1951* with the publication 

of a statistical study by J*8* Bain in the Quarterly Journal of Economics* 

Buoyed up by the improvements in econometric techniques and in the availability 

of industrial statistics, several other economists have tried to construct more 

elaborate tests, along the basic lines established by Bain, and have claimed

positive or confirmatory results in support of competitive price theory, broadly

2 speakingt on the strength of these tests*

J.S. Bain, "Relation of Profit-tofce to Industry Concentration! American 
Ilaniifacturing, 1936-1940," flMflj^T'fo JouEaa3- of Economics* Vol. LXV, Aug. 1951, 
pp. 29>324. See also his earlier paper, "The Profit Bate as a Measure of 
Ibnopoly Power," £&!&» Vo1* LV» ^g* 1 941| pp. 271-93* Bain's empirical studies 
were an outgrowth of A.P. Lerner's "The Concept of Monopoly and the Measurement 
of Monopoly Power," Review of £oonoi4o ftft|jflpffr Vol. I, June 1934, pp* 157-175* 
Heedless to say, statistical and broadly "empirical" studies of the relationship 
between pricing behaviour and Industrial structure had preceded Bain's, notably 
that of R.L. Hall and C.J. Hitch, "Price Theory and Business Behaviour," Oxford 
.Jconomio Papers. Vol. II t May 1939» PP* 12-45.

Sery useful summaries of this literature are provided T*y N.R. Collins and 
L.E. Preston, in both their paper "Prioe-Cost Margins and Industry Structure," 
review of jjloopfln^^ g^ Statistics. Vol. LI, Aug. 1969* pp. 271-86 and their book, 
Concentration ajv3 Price Cost MfcTPJru? Jln ftfy^jpi^gxytaMCJlTtfp Industries Berk&lov navi LOB 

University of California Press, 1968.
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To evaluate rab findings, I shall first review the content of the 

theory of perfect competition, in order to indicate what empirical testing would
. i- ' '

have to accomplish, if it were to provide confirmatory evidence for that theory* 

Now, the purpose of any theory Is, ostensibly, to associate a group of premises 

(or pre-conditions, prerequisites, postulates, assumptions, suppositions, and so 

on) with a group of conclusions (or consequences, inferences, implications), the 

connecting of these two groups being the theorems or hypotheses to be confirmed. 

And, in the terminology of the empirical school, as regards the theory of perfect 

competition, the set of premises would include patterns of market structure aj& 

behaviour^ while the set of conclusions would consist of equilibrium results (or 

tendencies towards those results), often labelled as maflicefr |^|^f^|ffnce*

To serve as the basis for empirical testing, the elements of these two 

groups most be empirically (and semantically) distinct from one another, and at 

least some of them from both groups must be observable or reducible to empirically 

observable or measurable terms. Inevitably, there will be disagreement over the 

precise specification of these elements of the theory, but a reasonably approximate 

list of traditional features can be made* X shall not attempt anything like a 

comprehensive and exact statement of the theory, nor a rigorous demonstration* \ 

All that the following summary attempts to do ia identify and label the most 

prominent features, to assist in evaluating the empirical evidence*

Jl»st, as to the premises, these could be interpreted to apply either 

to the case of a single market or to a network of inter-related markets, dopending

on one*s specific intentions* For empirical testing, they are best thought of as
/  , \ • . ,.~ '  
applying to some individual markets or industries, In contrast to other individual 

markets or industries - which are more property described as monopolistic or 

oligopolistic. For ease of identification later, each promise is given a brief 

label in brackets*



Premises «• Marier-i: S1mi«tiu?e and Behaviour

pi: Each buyer and seller ae^k« CTf"r*m'Mn profits (profit motive)
p2: Buyers and sellers are very numerous

* » _ rr*^_ i *%   <n.   A         

>er
» «

trade In a perfectly standardized product
 

product homogeneity).• «k*M»^ w AVMtfbw ^MM Cw kPC74kA w v viiLY 0 VffMi Triil VI T -"""i* x^^ w^fc w>w « ' kJBSwBKBiiBBUfc SHfiBHBBifiiBfiiSMiUMfc

: Bach trader acts "independently," without collusion (independence). 
-: They are free to enter or leave the market (free entry or mobility), 
i They possess "perfect" knowledge of market conditions (perfect

knowledge).

As for the conclusions, since each of these serves to define one 

aspect of long-run equilibrium, 1 shall adopt a simplified notation, as follows:- 

*P* as price, 'MR1 as marginal revenue, 'MC* as marginal cost, and 'AC 1 as 

average cost (including a "normal" rate of return on capital investment, treated 

as a capital cost).

im Resmlta or Tendencies

Jaoh "buyer and seller earns maximum profits (i.e. ME 
e_2: Each seller Individually faces an Infinitely elastic demand curve

for his product (i.e. P = Ha),
t Price is uniform throughout the market (i.e. P =» P» np** . .. m Pn). 
: Sellers earn "normal" profits (i.e. P « AC).
: Sellers produce output at minimum long-run average cost (i.e. Id = AC] 
: Sellers set price equal to marginal cost (i.e. P « MC, from el and

Before turning to the empirical evidence, I shall pause here to make 

a few observations about this schematic summary* Several pairs of premises and 

conclusions have long been closely associated with one another* for example, 

product homogeneity (o3) with price uniformity (§&), or large-numbers (pjg) with
o

infinite elasticity G&)» - so much BO, in fact, that they have almost been

To repeat, my list of 6 premises and 6 conclusions is intended neither as 
a comprehensive statement nor as a rigorous demonstration of the theory, but is 
designed to higfali^it the features of the theory relevant to empirical testing. 
It is deliberately formulated in the now somewhat old-fashioned terminology that 
was current In the 1940s and 1930s when empirical testing came Into vogue, and 
should not be judged by the standards of the set-theoretic literature of tie 1960s 
and 1970s. One could quibble over many of the details. For example, the condi­ 
tion, P - MR, is not directly obvious from e2. but would be deduced from the 
definitions of the demand curve and of infinite elasticity. But, for the purpose 
indicated here, this kind of rigour In details 10 beside the point.

'Somewhat less direct connections exist between the premise of "independence" 
... . _ and the result of "normal" or "non-excessive" returns (g£)t as well as 
between mobility of resources (i>5) and optimal scale (g£). Notice, too, that 
marginal-cost pricing (e6s P = MR) is not a deliberate objective of the fire 
but an indirect result of p1 and p2 yielding e1i MR » MC and e2; P = Mil,u.
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fused together and thence treated as indistinguishable from one another, such 

that the inferential relationship between Pfjgl     J2&) and ifel     £& hafi been 

overlooked in the details of demonstration* For example! the pursuit of maximum 

profits (pi) as a motive or objective has often been equated with the realization 

of ma-THna^ profits (el) as an equilibrium result   in mathematical models* If some 

disputes arise as to whether the conditions of prioe uniformity (e?) and infinite 

elasticity (gg) are to be treated as premises and not as conclusions, this is 

because economists were never very clear from the outset as to exactly what these 

conditions were intended to mean in behavioural terms*

Also noteworthy is the fact that most of the equilibrium oonditions 

identified in this schema aot to define various aspects of economic efficiency 

and justice, and this is arguably so, whether these conditions axe linked to 

perfect competition or not* For example t marginal-cost pricing (e6) has been 

widely adopted as a criterion for allooative efficiency, while e£ represents 

the choice of optimal scale and productive efficiency. The condition of "normal" 

returns (er4) , considered in conjunction with e1 (individual efficiency in 

pursuit of individual ends) and e^ (equals treated as equals), serves as one

2 
definition of distributive justice, and so on. Finally, X mi^tit add that the

infinite elasticity condition (eg) could be interpreted in such a way that it 

need not be imposed upon Belters by the market discipline of large numbers, but 

could be instituted through various forms of agency, such as centralised or

Stigler's observation, given above in note 1 , page 280 , readily applies
here*

2 In a more comprehensive formulation of the theory, the idea of distributive
justice would be represented by various of tbo marginal oonditions in equilibrium, 
relating the productivities of different input factors to one another* These 
marginal oonditions have been omitted in the summary given in the preceding text, 
because they have been largely ignored by the empirioal studies of competition. 
Several commentators have drawn attention to this shortcoming, as will be noted 
"below.
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decree.

If the theory of perfect competition is to be confirmed or diecon- 

firmed empirically, then tests must be designed to determine whether or not those 

markets or industries which more nearly approximate the pre-conditions of perfect 

competition, as given by j&fcj, ... g£), also more nearly realise the expected 

equilibrium results, J|(eJ. ... <g£), than do industries that diverge widely from 

the defining characteristics of perfect competition.

Without going too far into the details of published studies, we can 

describe their broad outline as followst Statistical data are drawn from the 

annual Census of Industries, now available for several major countries, providing 

information about the numbers of sellers in each industry, their distribution of 

purchases and sales, and industry totals of annual costs and revenues. Supple­ 

mentary data on prices, profits, asset values, and so on, are taken from a 

variety of standard statistical sources* i'rom these data, each study has first 

defined and estimated a value for a markefr»ftower variable relating to each 

industry, as well as one or more marl^t-perfonaanoe variables. She former have 

usually consisted of estimates for industry sales concentration, though some 

tests have used measures for asset concentration, and at least one investigator

constructed a second market-power variable measuring the "barrier-to entry"
p 

condition. Market performance has almost invariably been measured either by

Heedless to say, it is still a hotly debated issue as to whether a centralized 
planning agency or a system of inter-related but decentralized markets will more 
speedily and effectively approximate an ideal set of results defined by equilibrium 
All that I am saying here is that the concept of infinite elasticity is, by its 
very meaning alone, no more associated with one set of institutional arrangements 
than with another, for analytical purposes. For example, in mixed economies, 
governments may impose restrictions in pricing behaviour upon public or private 
enterprises which approximate the condition of infinite elasticity as ""v?h as 
do the market constraints offered by large numbers of buyers sM sellers.

2In preference to sales as a measure of concentration and market power, M. Hall 
and L. Weise tried assets, in their "Firm Size and Profitability," Review of 
HiQonomios ^ Sfr^ff^qp« Vol. XLIX, Aug. 1967, pp. 319-31. H.M. Mann tried to 
improve upon Bainf s work by adopting a rather arbitrary classification scheme for 
barriers to entry, in his paper "Seller Concentration, Barriers to Entry, and Kates 
of Return in Thirty Industries, 195CKI960," ifcU, Vol. XLVH, Aug. 1966, pp. 296- 
307. S.A. Bhoades assailed Mann's techniques and results on barriers to entry in 
"Concentration, Barriers and Hates of Returns A Note, 1* Joun^j nt Industrial 
gooftomiOB. Vol. XIX, Uov. 1970, pp. 82-88, and a running battle between Bhoades and 
Mann has ensued (ibid. Vol. XIX, July 1971, pp. 291-3; Vol. XX, Apr. 1972. pp. 19V 
51 and Vol. XXI, Apr. 1973, PP- 20>04). This instructive interchange illustrates 
how unreliable the statistical results can sometimes be.
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oome form of pxloe/oost mark-up ratio oar by some estimate of profitability (on 

assets ox sales)* Finally, simple correlation coefficients have been calculated, 

associating "market power* with "market performance."

Results to date have been fairly consistent in that they have been 

very weak (with correlation coefficients bordering on the edge of statistical
are 

significance, at 5 and 10 per cent confidence levels) but in conformity with the

theoretical prediction* Industries with/less "Basket power" tend to earn lower 

profits and set prices nearer to costs. Though there has been some dispute over 

the adequacy of the statistics and the appropriateness of the tests employed, 

I think it is fair to say that a consensus rules amongst these researchers that 

they have, broadly speaking, confirmed the general drift of competitive theory, 

even if they have been rather reluctant to employ tho phrase "perfect competition" 

itself, in their formulations*

But what* in faot, have these testa accomplished? Specifically, how 

do they relate to the theory of perfect competition? I will not enter into a 

discussion of the many minor details regarding the adequacy of the data selected, 

altliori^i many objections can be raised on this matter. What is more important is 

the broad design of the tests themselves* If they axe examined objectively and 

dispassionately, I think it can be said that they do not test (and hence confirm

or disoonfirm) any of the Very specific hypotheses that have been grouped under
o 

the general heading of perfect competition* Instead, they confirm a much less

specific and much less interesting proposition, what we might call the market*

1 Sone very trenchant criticisms have been made by 8 Ruth P* Mack in her 
"Comments" (pp* 88-92) on A.C. Harbergerf s "Monopoly and Resource Allocation," 
American Eooaic^^flfvftey/ Supplement. Yol* XUV, Dec. 1954, PP« 77-87; Stigler, 
"The Statistics of Monopoly and Merger," fTTOjfflJ of Political Economy. Vol. LXTV, 
Feb* 1956, pp* 35-40; D.A. Worcester, Monopoly. Big Buaineas and Welfare j

y 19?7, EP*Postwar United States. Seattle i nnlvegaity nf VMhingf. Ty^ttf!y 197, EP* 210-27; 
and V*G. Siepherd7 ^Structure and Behaviour in British Indue tries, with U*S. 
Comparisons," flfflmftl of Industrial Jkonomiof. Yol. XXI, Hov* 1972, pp. 35-54.

even the hypothesis about profitability, because all but one of the 
tests (up to 1972) failed even to distinguish average rates of profit that were 
actually earned, from "normal" profit levels, and most of the tests did not even 
estimate capital costs in their measurements of price/cost markups* This issue 
is discussed briefly in the text to follow*
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power hypothesis, namely, that the possession of market power is correlated with
^•••••••BBi ^fjJifttfHBPtlRRlMtRBBBUf ^••HMMMBiMMMMMMM^Mli

the exercise of market power* Set alongside the seemingly precise theorems of 

perfect competition, this is a more or less trivial hypothesis* Indeed, it is 

so obvious,that the very weakness of the statistical tests does more to throw 

doubt on the adequacy of the statistical data,than upon the hypothesis being 

tested*

The most that these statistical investigations establish is that 

industries possessing more market power exercise that market power to earn 

higher rates of return on capital* All that they manage to estimate axe 

Industry-wide average realized costs* revenues, prices and profits, whereas 

the crucial theorems about perfect competition associate those realized values 

with certain other sets of values defining MTd   costs, maximum profits* 

marginal costs and revenues, and normal rates of return to factors of production.

The crux of empirical testing is that of discovering a method for 

estimating static and marginal values for cost and revenue, these "schedules" 

or *cuxvesM being understood as sets of alternative possibilities existing at 

any one moment in time, against which actual realized values can be assessed* 

for the theory of perfect competition is quintessentially a theory based upon 

the economic calculus of mar gins. Unless and until the static and marginal 

cost and revenue curves can be measured or estimated, the theory of perfect 

competition cannot be properly tested*

How, then, have some economists interpreted these simplistic 

statistical measures as if they did confirm what is an immensely intricate 

theory? Quite simply, they have made "assumptions" about the relevant shape 

of the cost curves to be estimated, as well as further "assumptions" about the 

relationship between average realized costs with long-run minimum and long-run
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costs* Unfortunately, gratuitous assumptions about the very cost 

curves to be estimated truly beg the key issues raised by the theory. The 

assumption, for example, that all long-run average costs are constant, rather 

than increasing or decreasing, over the relevant range of output being tested, 

merely places in doubt the very reason for building a calculus based on n» 

variations*

A number of supplementary problems in testing have emerged over the 

course of the past twenty years of statistical investigation. One is that of 

defining and then measuring the "normal" rate of return on capital, in order to 

distinguish between normal capital costs and "excess11 profits. The chief 

per^&eadV here is to avoid circularity in the definition, that is, to avoid 

defining normality in terms of competitive conditions, a procedure which defeats 

tbe Very purpose of the theory. Idebenstein drew attention to another problem. 

VZhether fiaaas produce at long-run optimum scale or not, there is no guarantee 

1*hat average realized costs will lie on the long-run average cost curve - rather

Harberger begs the very question as to what the statistical data can 
establish or confirm about marginal relationships when he writes: "I take it as 
an operating hypothesis that, in the long run ... average costs are close to 
oqnstant in the relevant range, for both firm and industry. This hypothesis 
gives us the wedge we need to get something from the data. For as is well known, 
the malallooative effects of monopoly stem from the difference between marginal 
cost and price, and marginal costs are at first glance terribly difficult to pin 
down empirically for a wide range of firms and industries. But once we are ready 
to proceed on the basis of constant average costs, we can utilize the fact that 
under such circumstances marginal and average costs are the same, and we can 
easily get some idea of average costs." ("Monopoly and Resource Allocation," 
£E* QJ-**   P« 77)   This is to assume what one wishes to establish empirically, 
but all of the statistical studies since Harberger' s have adopted this assumption, 
in the absence of any workable method of estimating static-marginal costs.

procedure has been to define the "normal" rate of profit as the minimum 
rate of return that an enterprise must realize in order to survive in an industry, 
that is, to be able to cover its minimum capital costs, and then to measure that 
level of capital costs by taking some low-risk long-term government security as a 
typical source of capital. There are two problems here. \/hich government 
security is to be chosen, and should the normal rate vary between different 
industries? And, secondly, if the level of the price for capital varies with 
competitive supply and demand for funds, how can that level be distinguished 
from the competitive level itself, rOlowing for a statistical confirmation? 
D. Quails arbitrarily selected six per cent as his "normal" rate of return in 
"Concentration, Barriers to Entry, and Long Run Economic Profit Margins f w 
iTffVBWSt of Indue trial Economics. Vol. XX, Apr. 1972, pp. 146-38. The arbitrary 
choice strategically affects the statistical results of the test. As long ago 
as 1879 1 Henry Sidgwick lucidly observed that "the very node of this problem 
(i.e. of primary distribution) lies in determining the entrepreneur's normal 
remuneration," (Portnidhtly Review. Vol. CLII, n.s., Sept. 1879, p. 412). See 
above, Chapter V, section 3«
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than lying above it. To know this, we need once more an estimate of that 

elusive static concept which defines the minimum possible unit cost, achievable 

in the long-run, at varying levels of output. Liebenstein called the average 

realized cost lying above the long-run cost curve "X-Ef f ioiency . "

Hence, without flffln** *1^ or disconfirming the theory of perfect 

competition, the empirical evidence cited so far, in support of the much weaker 

IfflfrfHff^ foyotheais. is quite ambiguous in regard to the more precisely 

framed theorems of perfect competition. The?, evidence leaves open the possi­ 

bility that the divergence between prices and costs, or the variations in profit 

rate between industries with different degrees of market power, are due not to 

afo-tfj.0 inefficiency, as the theory of perfect competition would lead us to 

believe, but instead are due to ^vnjamic efficiency, in accord with the thesis of

Ifarshall and Sohtanpeter, namely, that firms with monopoly power are better
2 able to make use of their resources over long periods of time. After all,

businessmen may be at least partially ri^it when they insist that higher profits 

reflect efficiency, not the abuse of market power. Empirically, this is still 

very much an open question, for which there is likely no simple or decisive

Thus, when all is said and done, it must be granted that the theory 

perfect competition has not yet been effectively tested, and therefore cannot 

tie considered either confirmed or disconfirmed. Effective tests may yet be 

devised and carried out; sporadic attempts have been made to estimate marginal
Xcosts and long-run average costs, for isolated industries. But the difficulties,

^E. Liebenstein, "Allocative Efficiency versus X-&fficienoy," American Eoono- 
nlc Review, Vol. LVI, June 1966, pp. 392-4 15-

Marshall's Principles of JJconomics, 9th Variorum Edition, ed. C.W. 
Guillebaud, London: Maomillan, 19oi t Vol. I, pp. 484^-5 and 494-5 on monopoly, 
and Schumpeter's similar views in Ms Capitalism. Socialism and Democracy.

V *See, for example, the relatively sparse data given for marginal costs in 
the French studies of public utilities, in Marginal Cost Priciiv: in Practice. 
ed. J.il. Kelson, jJnglewood Cliffs: Prentice-Hall, 1965!
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both In defining empirically meaningful concepts5and in measuring hypothetioal 

levels of cost at varying scale, are so immense that there is very little hope 

that any convincing evidence will ever "be produced* In practical terms, the 

theory of perfect competition has proved to be untestable*

This lack of success, not readily acknowledged by those in the field 

of industrial organization, has meant that in recent years the scientific case 

for perfect competition has shifted back to more purely logical grounds.

4* Language* Logic and Matheznatloal Economics

Beginning with Chapter IV", on the transition to neoclassioism, a 

recurrent theme of this history has been the parallel development of the concept 

(and theory) of perfect competition along with the growth of mathematical 

techniques, employed in constructing the economic calculus*

In considering,now, the proposition that this theory of perfect 

competition is scientifically no more acceptable on logical grounds than it Is 

on the strength of empirical evidence, we must be very careful not to draw any 

unwarranted or apparently disastrous conclusions* Instead, we should bear in 

Tpi.yy3 Marshall*s motto, Natura non faoit saltums for, nature does not make waves, 

and the history of economic thought is one of gradual, and for the most part, a 

sensible evolution* One of the foremost objectives of this thesis is to identify 

and to preserve those solid lines of continuity which made the study of this 

history so rewarding and worthwhile.

Mathematical economics is here to stay* If abstract economic 

analysis is to continue to develop and improve, then a separation must be made 

between the study of economic behaviour and the study of the abstract numerical

Typical of the present-day reluctance of empirical investigators to 
acknowledge how little the past twenty years of statistical testing has achieved 
is F.M. Scherer's Industrial Market Structure and Economic P:rforn/inoe. Chicago: 
Hand MoNally, 19?oT In some carefully guarded comments (see pp. 5, 36, 38, 400 
and 411), he draws a distinction between the modern theories of perfect «nA. pure 
competition and ".'-dam Smith* s crude vision of how the market economy does its 
Job," but on the >rhole leaves in doubt just what portions of modern <. conomio 
theory have been empirically confirmed, as part of Smith? s crude vision.
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relationships subsisting between various economic concepts. Obviously, the 

nature and scope of mathematical economics have long been, and still are, much 

debated issues, and I would not presume to be able to give a comprehensive 

treatment of these far-ranging issues, in so brief a space as this section must 

occupy. And yet, so intertwined is the subject of mathematical economics with 

the status attributed to the theory of perfect competition, that some guidelines 

must be drawn^if the divorce I am here suggesting is to make sense. What I 

shall offer in this section is but a skeletal outline of a much more extensive 

statement of the case.

In questioning the logical validity of the theory of perfect 

competition, I am equally anxious to re-affirm its justly earned place of 

prominence in the evolution of economic thought. Acting- as an heuristic fiction, 

it made the transitional phase from behavioural "theory" to mathematical 

 'analysis" more readily attainable. More of this later, but first let us review 

the situation,as it unfolded during the post-war period, bringing us more or 

less up to the present.

During and after the Second World War, some very genuine advances 

were made in both econometric and mathematical techniques, and thus mathematical 

economics was accurately described, by one of its proponents, as "riding high" 

by the 1950s. However, perfect competition was still recovering from the inroads 

of monopolistic competition, made during the 1930s. Thus, in their Theory of 

Games and JJoonomlo Behaviour (1943)* von Neumann and MorgenBtem brought a 

number of mathematical techniques to bear upon the study of economic inter­ 

dependence in market bargaining and exchange, but they were reluctant to 

treat perfect competition as the single or most important theoretical case* 

Instead, their analogy between competitive behaviour and the idea of the "Game" 

suggested the need for something much closer to the concept of oligopoly than

 i
J. von Heumann and 0. Morgenstcm, q.'he I'heoxy of Games and lu 

Behaviour, 3*d ed., Prince ton: University Press, 1953, p. 15.
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of perfect competition.

As one example, Martin Shubik's Strategy ana Market Structure (1959) 

detailed a more extensive application of game theory, and its techniques, to the 

traditional realm of competitive market exchange, retaining the semblance of a 

truly 'behavioural theory, probing the ambiguities and complexities of interdepen­ 

dence union arise chiefly from imperfect Imowledge and uncertainty* However, in 

favouring the generic phrase, "oligopolistic competition," Shubik was still 

pursuing the traditional goals of both simplicity (i.e. uniqueness) and

generality, or what he called a "unified approach to the various theories of
o 

competition* 11 As recent as 1975* Shubik was expressing his hope that some day

the "underlying structure" of economic reality could be revealed by a unifica­ 

tion of various approaches to the subject, in spite of the "maze of institutions 

and processes which make up economic life*"-* Vfoether the seemingly contradictory 

goals of simplicity and generality will ever be reconciled in a single theory 

remains to be seen* In the meantime, the contribution of game theory has been 

an interesting exercise, but lacking in any definitive results. What is more 

important, game-theorists have not yet shown how mathematical logic oan be 

successfully integrated into a more expanded and yet equally rigorous logic 

about behaviour.

However, the venerable theory of perfect competition was to have yet 

another run for its money. Leontiefff s input-output analysis had shown the 

practical utility of general equilibrium concepts. Encouraged by advances in

 i
The game, as a ritualized form of competition, offers some interesting 

analogies, but it hardly constitutes the basis t>r a theory of economic behaviour. 
In principle, a game ie well-defined in terms of its objectives, rules, 
participants and strangles, which is not the case with competition. However, 
in practice, games are rarely so simple ae they are defined to be. Professional 
sport, as it operates in reality, boars strong comparison with the complexities 
of economic competition*

*M« Shubik, Strategy «^ HnVtet Structure. New York: John VJiley and Sons, 
1959* P« xi of his preface.

, "Oligopoly Theory, Coriaunioation and Information," Jja i Loan Economic 
Review/Supplement. Vol. LXY, May 1975i P. 28J.
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matrix algebra, topology and set theory, a new generation of economists - 

prominent among whom have "been K.J. Arrow, G. Debrefu and H. Scarf. - has 

sou^it to re-vitalize the aging centre-piece of economic theory, some stressing 

the static, some the dynamic aspects, None of them has claimed to have succeeded 

in establishing a complete and comprehensive logical demonstration, and rightly 

so. But claims have been made as to partial proofs, giving encouragement to

the construction of ever more elaborate models, with the aid of computerized
2techniques of calculation,

A useful distinction CPU be drawn here between those who are intent 

upon deriving dynamic proofs, to show that general equilibrium would tend to 

arise from perfectly competitive markets, and those who are content to leave 

dynamics alone.and to explore equilibrium concepts in their static aspects, 

"because this division goes to the heart of the matter. Let us first concentrate 

on the dynamic side, to uncover an essential flaw, before re-interpreting the 

static approach.

With the assistance of computer methods for rapid calculation, some 

Very sophisticated attempts have been made to build "modis" of equilibrating 

^processes. In effect, what these models do is to investigate the purely 

raathematloal -properties of the converging sequences of numbers generated by 

the functions from which the models are built. However, the task of bringing 

<fchese essentially mathematical exorcises to bear upon the realm of economic 

behaviour illustrates not merely hoi/ inadequate have been previous attempts at

school of thought has tried to integrate oiidgevorthian indifferenoe- 
ourve analysis and Paretian "optimrlity11 with Walrasian general equilibrium 
theory , key works being K.J. Arrow's aooial Choice and Individual YcJ.uea (l95"0t 
2nd ed. , New York: John Wiley & Sons, 1963; Arrow and Debreu, "Ibdstence of an 
ikiuilibrium for a Competitive ^conoiay, 11 Boonometrioa. Vol. XXII, July 1954* 
pp. 265-90; G* Debreu, Theory of Yr-lue , Yale University Press, 1959; and Debreu 
and H, Scarf, "A Limit Theorem on the Core of an liXsonomy," International Economic 
Rcvlcv* Vol. IV, Sept. 19^3t PP« 2v5»-/.6. Arrow provider a us :-ful survey, 
embracing the contributions of other schools of thought, in his it-.i.i on 
M~3oononio Dquilibrium, fl Sncycloivxli^ of the Social Sciences (i960), Vol. IV, pp.

e especially H« Scarf  s £hc Computation of I;cononic -iquilibriu,- New Haven 
and London: YrJLe University Precc, 1973.
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fornulating dynamic theory, but even more so, just how truly complicated this 

theoretical endeavour is, apart from its mathematical discipline. If we consider 

the lack of success in duopoly theory, reported within the past few years, and 

bearing in mind that duopoly is in many ways a simpler case than perfect compe­ 

tition by virtue of the number of sellers involved, then the prospects for 

perfect competition must be judged oven less favourable.

To understand why even the most sophisticated of mathematical models 

have not managed to provide a satisfactory piroof for the allegedly equilibrating 

tendencies of perfect competition, we need to recognise what mathematical logic 

by itself can and cannot accomplish*

* When Samuelson quoted the statement, "Mathematics is a Longuage, 11 on 

title-page of his ^plantations of Economic Analysis (1947), he was giving

expression to perhaps the most profound error in the history of science in

2 general, an error which lies deeply rooted in ancient thought.

Language and logic are inseparably bound together, but they are 

nevertheless very distinct things, end to confuse them can lead to no end of 

trouble* To be oommunioated and understood, all propositions must bo expressed 

in some language, that is, by some system of notation or set of symbols, and all 

concepts and propositions, whether they be formal and logical or descriptive, must

•\ 
The belief that perfect competition is simpler than duopoly, in spite of the

numbers of independent sellers, goes back to Cournot himself (Re clinches, 1850, 
p. 101 - for which see above, Chapter V, section 4)> and is founded on the now 
familiar and false sequence of inferences running from (1) large nunbers to (2) 
individual poworlessness to (3) passive acceptance of some "given" price.

Galileo made the celebrated statement, "She Book of Nature is written in 
mathematical n:mbols," adding that "Mathematical Principles axe the Alphabet in 
which God wrote the world," while Roger Bacon believed that "the book of nature is 
written in the language of geometry." (See Morris KLine, Mathematics and the 

w?ifrMr London! John Murray, 19&0, p» 155)« The fundamental error
consists in trying to treat the similarities between numerical sequence, spfctial 
extension and temporal duration not as analogies but as strict equivalences   
which they are not. The mathematical mysticism of the Pythagorean School 
(fl. 500s B.C.)» Bupprosfllng any recognition of the so-oalled "irrational" 
numbers, is now legion. Because of their use of analogical forms of reasoning, 
ancient philosophers were very much preoocup4ed with paradoxes involving spaoe, 
time and number. Since the 19th century, the philosophy of mathematics has been 
devoted to a similar set of paradoxes, based on analogies between space, time 
and number, In the search for the exact specification of the so-oallod. mathematical 
"continuum." Max Black's Btf Hftfr1^ 9,f *frtb*matioB. London: Eoutled^ and Kegan 
Paul, 1933t provides as good an introductory survey as any in the philosojhy of 
Mathematics.



-308-

possesa a mpunl^ft It is only "by examining their inQflni't^e that we can begin 

to discover their logical implications*

Mathematics is not a language, but ie a field of logic, the logio 

(or logics) treating of the abstract relations subsisting between numbers, where 

abstract here means "considered apart from anything1* (according to the original 

Latin roots of that word, aft and trahere. "to draw apart from").

Interpreters of mathematics have often spoken of this branch of 

logio as if its defining characteristic were the use of "symbols," that is, an 

abbreviated notation* But this IE not so* Mathematics derives its special 

character from its substance  the study of abstract numerical relations, and not 

from the choice of symbols employed to Express those relations* All expression 

of thmjght entails the use of symbols of one sort or another, and in fact 

mathematics, during its infancy and early growth as a recognized discipline,

was formulated in ordinary prose, a prose which grew increasingly more clumsy

2 as mathematical reasoning grew more complicated* In time, the selection of

more concise symbols and modes of expression occurred as a matter of notational 

convenience, to facilitate the manipulation of terms and concepts. For any 

field of discourse, the choice of symbols is partly arbitral and pertly a matter 

of historical contingency* Indeed, there is not, and never has be en, any single

1!The foregoing is not a definition of mathematics. In actual usage, mathe­ 
matics has long been a generic term, loosely referring to a wide and ever- 
changing field of logic. !The very fact that the Greeks included their geometry 
(i.e. the logio of spatial forms of shapes and relations) under the genera^ 
heading of mathematics has encouraged the belief that logical inferences about 
space and logical inferences about numbers are based ultimately on the same 
principles. 2he very great practical usefulness of measuring distances, by 
dividing then up into equal and discrete "units" and then treating them in 
numerical tezsos, has re-inforced this belief. iSven though such analogical 
reasoning, pushed to the extreme, produces paradoxes,it has nevertheless made 
most of scientific progress possible*

2A case in point ifl Galileo^ awkward and partially erroneous formulation of 
his famous laws of motion, for a cood account of which see Charles C. Gillispie f B 
The M^e of Objectivity. Prinoeton: University Press, 1^60, pp. >-7. ITie 
notational simplification of mathematics began in earnest in the l£th and 17th 
centuries (with Viete, Descartes cjid Liebniz), and it was only in 1t>57 that 
Robert Recordc first introduced hie  =  sign, in order to (as he mrb it) "avoide 
the tediouse repetition of these voordes: is equalle to." bee the item. 
"History of Mathematics, 11 in the '-jpoyolopedia Britannioa (15th od., 1974)

3dla. Vol. XI, pp. 639-70 (various contributors) and especially
ford's item, "Mathematical Symbols," p. 649.
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language or system of notation by which, mathematical logic has been formulated 

and expressed*

As we have already seen from the previous chapters, in the transi­ 

tion from the classical "literary" style towards the more explicitly mathematical 

economics of neoclassioism, economists fell into the error of believing that 

what was needed was a translation of the "verbal" reasoning of classical theory 

into the "language" of mathematics. How, strictly speaking, the process of 

translation involves expressing one and the same proposition in two different 

languages or systems of notation. 2?hat is all. But what the pioneers of 

mathematical economics were really attempting to do was to reduce or transform 

propositions about market behaviour (referring to events and objects in space 

and time, even if hypothetical) into purely mathematical propositions about 

abstract «umerical relations. This was done in order to take full advantage of 

the kind of rigour that purely mathematical logic affords.

However, if mathematical logic is to be used to establish the 

Validity of economic theorems, then a way would have to be found to incorporate 

that mathematical logic into an expanded behavioural logic referring- not only to 

numerical relations, but to spatial, temporal, causal or whatever kinds of 

relations were embodied in the economic theorems in question. This is a far 

more difficult task than is generally recognized. Logical rigour consists in 

the precision and explioitness with which terms (or concepts) are initially 

defined, but also in the consistency and explicitness by which those terms are 

subsequently substituted for one cnother and manipulated, according to formal 

rules of substitution and manipulation.

Thus, mathematical lo^lc alone cannot establish the logical validity
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of extratoathomatioal inferences, nor oan informal or casual definition and 

translation of terms, nor oan the informal reasoning which may follow from these* 

But we must not despair. Certain kinds of economic theorems, those referring 

solely to the numerical relations subsisting between economic concepts, oan be

established as formally valid f on the strength of mathematical inference 9 when

2 strict translations! procedures are adopted and adhered to. In future, it

will be the task of mathematical economics to distinguish between those theorems 

which can be so constructed and those which cannot. In these few concluding 

pages, I oan do nothing more than briefly suggest how these logical issues 

affect competitive doctrine.

It is highly unlikely that propositions linking empirically distinct 

events and situations (whether these be actual or hypothetical) are capable of
*

being formally deduced and demonstrated as logically valid, because the logical 

relation of entailment does not extend through space and time (as do causal rela­ 

tions) but is the purely arbitrary creation of conscious thought, Logical -validity 

rests solidly upon the basis of consistency in the use of terms to express

To clarify the distinction between purely mathematical and extra-mathematical 
statements (and the different logical implications they lead to), let us consider 
first the expressions: roli X = x(Y), where m2i Y = 2X + 3. Here, ml and mj2 are 
interpreted in purely mathematical terms, referring solely to the abstract 
numerical relations subsisting between sets of numbers, 'X' and *Y' being variablee 
ranging over the sets of numbers /~(1, 5)» (2, 7), (3» 9),    J7, and «f' being a 
function, or rule for associating these sets of numbers. Suppose, however, that 
we decide to interpret these symbols in an economic manner, for example, by 
defining fXf as the numerical ygjkuc of the minimum tmit cost of producing an 
economic good, and fYf as the numerical value of the quantity of output of that 
good. Here, e1 : X = f(Y) is no Ioi3oer a purely mathematical expression, but an 
extra^mathematioal statement about a numerical relationship between economic 
concepts, For some further comment on the problems and limitations of formal 
translation, see the note Immediately following.

TPo cite a very simple example, suppose that fPf , fMR*, and 'MC f are 
defined as unspecified numerical values, so that the two purely mathematical 
propositions, ml; P = MR and m2; I in. = MC, together yield by logical inference 
the purely mathematical conclusion*, m^s P * MC. Then,  ?  oould be re-defined 
as the numerical value of price, end similarly for 'MR1 and 'MD 1 , such that an 
economic (i.e. extraHDaathematioal) argument oould be framed around a mathematical 
argument, leading to the economic conclusion, e3t Price equals marginal cost. 
However, we cannot use these simple translational procedures to construct an 
economic theorem around mlHq2-fa3 < having the behavioural character of this 
sorts "If sellers seek maximum profit and face Infinitely elastic demand for 
their output, then they will set price equal to marginal cost.*1 This type of 
inference would require a more elaborate behavioural logic and grammar*
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meanings. Logical entailment, inclajdlns mathematical inference, can apply to 

single events or situations which are complex in their nature (as ie, for 

example, a general equilibrium state of affairs), and it is in this sense 

that the distinction between static and dynamic propositions come back into 

focus  since general equilibrium can be construed as a single complex situation. 

So, let us turn one last time to the problem of dynamics. I shall

cite but one example, Edmond Malinvr,udf s elegant and concise Logons de Theoriei " -""  " « ««   «
o

I-IJcroecronoaique (1969)> "to illustrate the nature of the problem. In the 

opening chapters I to 17, Malinvaud admirably sets forth the main elements for 

the micro-economic analysis of markets, employing the concept of general 

equilibrium. Here, in effect, he is constructing a taxonomy of economic 

possibilities, mappirigthe various constraints which limit or reduce all possi­ 

bilities to those which axe more on: loss favourable, according to certain 

specified criteria for evaluating, re suits - criteria such as efficiency 

and justice.

It is only when Malinvaud tries to link the concept of general 

equilibrium to that of perfect competition that he begine to run into serious 

difficulties. In his gallant attempt to validate Valrasian dynamics, Malinvaud 

does not claim to have furnished a complete and final proof for the equilibrating 

tendencies of perfectly competitive markets, but he does claim to hcva succeeded 

in formulating some partial proofs, and this is enough to make us inquire into 

the adequacy of his demonstrations.

The chief difficulties lie not in the mathematical portions of his

•\ 
Of course, I do not mean hero that we can establish at will the logical

validity of any proposition we choose, but only that logical truth flows from 
the consistency with which our symbols are used to axpress meanings,

^ ialinvaud's Leoons (Paris: inrnod, 1969) is perhaps better loaovn to English
readers as Lectures on Ilioroecofionic theory. Amsterdam and Lom'.on: ~orth Holland, 
1972, thou^a the English edition differs in details from the French.

his Lectures. Malinvaud describes his theory as an imporfoct picture 
of price determination (p. 105) £J3£ ..alrasian tatonnement as a "fc.i-.ly extreme 
idealisation," (p. 140). Various other candid comments throughout liii text, 
alluding to tie limitations of the theory, do tend to create soric doult as to 
what Malinvaud believes he has proven.
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though mathematical rigour certainly is one of the vitally impor­

tant aspects of equilibrium analysis , ensuring internal consistency of the 

quantitative relationships being examined. Instead, the problems concern the 

way in which Molinvaud tries to bring his mathematical logic into contact with 

the extrjaathematioal . and especially the behavioural , components of his theory, 

and even more so, in the specification of his economic concepts themselves* Two 

sources of perplexity will suffice to illustrate.

At the outset of Chapter I, M&linvaud explicitly defined economics as 

"the science which studies how sqarfie resources are employed for the satisfaction 

of the needs of men living in society ," and shortly thereafter, he states that

"microeconomics" is called "micro-" because "in its abstract f annotations, it

2 
tfoe jpdlvid^MtY p/ each &ood ancl each agent." Both of these are

eminently reasonable statements* However, when Malinvaud reaches the stage of 

formulating his theory of tatormenent, he finds himself obliged to violate both 

of these initial stipulations*

First, in order to make his mathematical logic work effectively* 

using the concept of the "limit" for converging ftfljfifltfo series, Malinvaud 

abandons his defining characteristic of economics , namely, scarcity of resources, 

arguing that his logical apparatus oen be built up for an "imaginary economy"

"it is permissible for us to assume that w increases with £ so that 

ratio v^£ remains constant as £ tends to infinity," '.w* being defined as 

initial resources and *£* the number of consumers of an economy*

Later, Malinvaud runs up against another problem in regard to the 

number of "agents" (consumers and producers) to be specified in his model, the 

problem of collusion in market bargaining. With free entry, combinations of

Lectures, p. 1, and Leoone, p. 1 reads "des ressourcee raxes."

2 Lectures, p. 2, emphasis added. Also in Leoona. p. 2.
x

P*
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traders can "block11 Pareto-optimal situations, necessary for equilibrium, 

Therefore, Malinvaud introduces some very obscure terminology, whereby 

"atomistic" economies are distinguished from "atomless" economies. In the 

latter, Malinvaud states that "no unit is an undissooiable entity of appreciable 

size relative to the whole,"2 where "units" refer to his agents, that is, con­ 

sumers and producers. The individuality of each agent would seem to be lost.

Both of these examples raise questions, not merely about the internal 

consistency of his theory (i.e. scarce versus infinite resources, distinct 

versus "undissociable" entities), but more critically about the oonceivability 

of the concepts referred to. For, logical rigour depends upon our being able 

to grasp the meanings of the terms employed, and while abstraction allows us to 

isolate and consider hypothetical possibilities, it does not permit us to escape 

the rigours of logic and of logico-semantic clarity.

There can be no doubt that the genuine advances made in the field of 

mathematical economics have greatly improved our ability to analyze complex 

economic concepts in their quantitative aspects. The ever-present danger is that 

an undue emphasis placed upon mathematical rigour for its own sake will result in 

a double standard of logical rigour - mathematical sophistication being achieved 

by the neglect of semantic rigour.

Bather than dwell any further on this negative point, let us consider 

the history of competitive dynamics in its more positive li^it. Even though it 

has not proved successful, the study of competitive market dynamics' was y^n s 

rationally speaking, worthy of being investigated in the first place, if only 

to explore the problems involved} and furthermore, indirectly it helped to beax 

fruit in other fields, by shoring up confidence in the study of equilibrium for 

its own sake. To round out this assessment of competitive theory in its logical 

setting, I shall refer briefly to the potentialities of static analysis.

 i 
Lectures. Ch. VII, pp. 1?0ff«

^Lectures, p. 164, emphasis added. The passage cited here did not appear in 
the French edition (see Leoons. p. 139). Malinvaud»s Ch. VII is entitled 
"Economies with an infinite number of agents" (or "Economies Groupant des Infiniment Nombreux"). ^up«n, aes
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.

If equilibrium situations cannot be ihowa to arise out of any 

specific patterns of behaviour and institutional circumstances, then, one 

might legitimately ask, wherein lies the scientific value of equilibrium 

analysis? An answer to this question has already been supplied by G.B. 

Richardson in his book entitled, Information and Investment (i960). Having 

lucidly examined several of the difficulties encountered in the dynamics of 

competitive market equilibration, particularly in regard to the long-run 

decisions effecting capital investment, optimal scale and productive capacity, 

Richardson went on to draw this rather far reaching conclusion:-

The theory of perfect competition offers us, under the 
guise of an equilibrium position, a particular con­ 
figuration to which the organization of production and 
exchange could conform, a configuration moreover which has 
important normative characteristics. But the theory 
provides us, neither with a satisfactory account of how 
this state of affairs might come about, nor with a blue- 
prit of the institutional or market arrangements which 
would best promote it.1

In essence, Richardson was taking the Edgeworthian view one further 

and natural (and one might almost say inevitable) step forward, away from the 

realm of "theory" towards that of "technique. 11 "All that had genuinely been 

demonstrated," he wrote, "was the logical possibility of a hypothetical  oonomic
n

arrangement with certain harmonious properties."

Interpreted as an abstract technique rather than as a theory, the 

concept of equilibrium becomes nothing more than a formgl flgfMtrtiTfl of various 

aspects of economic efficiency (in production and allocation) and of justice (in 

distribution, in qualified terms, as Pareto-optimality). Here, mathematioal logic 

ensures only that the quantitative properties of equilibrium are mutually and 

internally consistent, thus guaranteeing only the logical possibility that such 

an equilibrium could conceivably be reached. The truly economic logic rests 

in large measurejUpon the appropriate translational procedures and definitions of

G.B. Richardson, Information and Investment. Oxford: Clarendon Preen 
p. 45, emphasis added. '

2 
ibid. P« 45, emphasis added.
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eoonomic concepts to be framed around the mathematical skeleton*

Furthermore, equilibrium analysis can be employed to investigate 

the kinds of adjustments that would have to be made in the relevant quantities 

required for equilibrium to exist, if the parameters or constraints defining 

the equilibrium were themselves altered, though this method of comparative 

statics would not be construed as the study of the processes of adjustment, 

but only of the comparison of possible and ideal states of affairs. Neither 

behavioural patterns nor institutional connections would be proven. However, 

in applied economic analyses of actual economic behaviour and institutions, 

the teohniques of abstract analysis, in conjunction with other techniques, such 

as statistical description, could be employed to elucidate the nature of 

economic inter-relationships, not with the end in mind of establishing "theories, 11 

but simply with the aim of better understanding oonorete situations and problems 

of the real world. This is the professional role of the economist.

The foregoing re-interpretation of the purposes of abstract economic 

analysis was set forth in this chapter, because, in the past, so much of that 

abstract body of knowledge and analytical skill has been thought to depend upon 

the validity of the theory of perfect competition. Yet, the divorce between 

that theory and the set of concepts and tools it helped to produce does not 

constitute so discontinuous a step in the history of economic thought as it 

may first seem* In truth, this separation has been in the maicf^ fOr a very 

long time. Even if now the theory of perfect competition is relegated to the 

annals of history (and a very eminent place in history it will occupy) that 

theory nevertheless stands as one prominent link in a long evolutionary process, 

a process which began with the classical tradition of "empirical law," advanced 

into the neoclassical tradition of abstract or hypothetical "theory," and 

now reached the stage of abstract technical analysis.

I must acknowledge my debt here to Mr. J.S. Flemming, who drew my 
attention to this point, at a stage in my work when I had been overlooking 
this role for equilibrium analysis.
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Many different strands of thought, stretching out across several 

decades and centuries, are intertwined with one another in such a way as to 

bind these three traditions - of empirical law, abstract theory, and analytical 

technique - into a strong and enduring continuum. I shall cite but one very 

instructive example which hi^iligfrfcs the role of competition in this evolving 

scheme. During the first t\*l f of the 19th century, competition had been singled 

out as a behavioural principle in contrast with co-operation. Gradually, this 

contrast was adapted to the needs of the economic calculus in such a way that 

a parallel was drawn between the ideas of substitution and complementarity. 

whereby the behavioural relationships were transformed into purely functional 

relationships entering into the logic of rational choice, as part of the economic 

calculus.

Building upon the foundations laid by Edge worth, Pare to and others, 

economists in the 20th century have sought to refine their analytical principles, 

and we can see this programme being carried out most elegantly in a work such as 

Sir John Hicks 1 Value and Capital (1939)» wherein a deeper appreciation of the 

subtleties and complexities of economic inter-relationships was achieved by 

taking the earlier theories of neoolassioism much further into the realm of 

abstract logical rigour.

Albert Einstein once said of Sir Isaac Newton (whom he much admired) 

that the greatest praise a scientist could bestow upon his predecessor was to 

say that his theory had not been repudiated but had been incorporated as one 

integral part of a much greater theory. In this vein, we can say that the 

theory of perfect competition has not been replaced by a more general theory. 

but by a more logically rigorous and hence more enduring body of abstract 

analytical technique.

As evidence that this transition has already occurred in practice,

^
Hicks, Value and Capital (l939)t 2nd ed., Oxford: Clarendon Rress, 1946 

in particular, Ch. II on Complementarity and Ch. VII on Technical Complementaritv 
and Technical Substitution. ^
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we could cite many recent studies, such as General Competitive Analysis (1971) 

by HaVm ana Arrow, in which general equilibrium concepts and techniques are 

employed not to construct behavioural theories so much as to formulate 

quantitative rules or principles of an economic calculus. In a great many of 

the current treatises on mathematical economics, the adjective competitive 

has been almost completely emptied of its former behavioural content, and has 

acquired a technical meaning which renders its continued presence in this 

branch of economics quite superfluous. It is now usually defined in such a   

way that it refers to any and all situations in which price is taken as "given," 

that is to say, in which prices axe treated as vectors in set-theoretic 

analysis* In effect, the phraseology of competition has become virtually 

synonymous with, and indistinguishable from, the phraseology of equilibrium, 

such that "competitive" means little more than "pertaining to equilibrium,"

One might reasonably ask, then, why competitive terminology still 

finds its way into abstract mathematical economics, so long after the effective 

cessation of its relevance to that branch of economic thought? Probably for 

the same reason that Marshall chose to retain the phrase, "the law of diminishing 

returns, 11 at a time when the concept of diminishing returns had become merely a 

part of a classification scheme (constant, increasing and diminishing returns) 

and no longer had the classical character of an empirical "law."

Ehe reason is that scientific terminology often lags behind

scientific progress, preserving a sense of continuity between past and present, 

allowing scientists to push forward without seeming to destroy former achieve­ 

ments. (Che scientific enterprise is, by its very nature, both progressive and 

conservative. It thrives on controversy and independently-minded inquiry, aad. 

genuine and enduring advances can only be acknowledged and consolidated by the 

scientific community at large. General consensus usually requires that due

Hahn and Arrow, ££. si£., exemplify the current trend when they state the 
matter thus: "An (uncompensated) competitive equilibrium has the meaning usual 
in the economic literature: a sot of prices and production and consumption 
allocations such that each firm maximizes profits at the given prices," (p. 10?)



reoognition be accorded to the positive accomplishments of those who oame 

before, preparing the ground for those who came after. Scientific "progress" 

inevitably means that errors end limitations of previous work wiU be uncovered, 

but it also means that any new advances must depend to a large extent on the 

aooTSSulated merits of that same reservoir of scientific experience.

Terminological "lag, 11 such as we find it in the case of competition, 

helps to subdue and teiiper those disruptive tendencies which may arise from the 

healthy tension between progress and continuity.

I began this chapter by asserting that the judgements we make about 

the idea of economic competition in general, in its broadest sense, should be 

carefully distinguished from the judgements we make about the very much more 

specific concept of perfect competition and the scientific theory that has been 

associated with it.

Before venturing some conclusions about the broader notion itself, 

I shall recapitulate, in a very concise fashion, the various classes of judgement 

I have made about the soient^fig concept and theory, in the previous sections of 

this chapter.

0) Empirically, the theory of perfect competition has not yet 

been adequately tested and confirmed, though a very much weaker hypothesis 

about the possession and exercise of market power has been consistently supported 

by empirical evidence, leaving in doubt some of the conflicting claims as to 

static and dynamic efficiency*

(2) logically, the theory of perfect competition has not yet been 

demonstrated, in a fully rigorous and explicit manner (with appropriate 

translational procedures), to jfeld ialid inferences about human behaviour, 

though the theory is framed loosely around a mathematical apparatus which does 

afford a rigorous means for exploring the properties of equilibrium, set apart 

from any behavioural or institutional context.
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(3) Conceptually, the idea of perfect competition falls short of 

the scientific requirement of generality, because it does not capture all the
 

essential meaning of economic competition, being narrowly confined to the con­ 

text of market exchange, leaving in doubt the exact nature of competitive 

grouping, and giving attention only to the passive and equilibrating (as 

distinct from the innovative and disequilibrating) tendencies of competition.

(4) Hormatively. the concept of perfect competition is not imbued 

with those virtues or ideal qualities which have been,or which might be, ascribed 

to the broader concept of competition according to a classical or liberal 

philosophy* For example, it hi^xLigbtts the constraining and conforming features 

of competition, at the expense of the freeing and individualizing features.

To these, one could add a fifth category of argument.

(5) Methodologically, both the concept and the theory of perfect 

competition have been defended as serving in the role of a "useful analytical 

tool, 11 but it is not at all clear what is meant by this in present-day circum­ 

stances* How can a theo^ act as a useful jjojj^ of analysis, when its logical 

inferences have not been demonstrated, its empirical hypotheses have not been 

tested and confirmed, and its concepts, on close inspection, lack generality and 

precision (i.e. in regard to grouping)?

.-,'  . If the concept and theory of perfect competition are Judged faulty 

on all of these counts, how then can we ̂ istify its existence in history?

(6) Historically, the vague notion of perfect competition in the 

classical period served reasonably well as a rough-and-ready empirical account of 

actual market behaviour. As it became more sharply defined in the neoclassical 

era, it served as a useful heuriotic fiction, allowing economists to develop 

abstract concepts and methods of equilibrium analysis. Even though it is no 

longer scientifically acceptable, at one stage in history it was rightly explored 

as a rational possibility, and the strategic place it now occupies in the history 

of economic thought is accounted for by its formative influence upon the 

development of a body of abstract techniques which were once so closely
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assooiated with it but which now transcend it.

There remains only to answer one final question: What status is to 

be given to the concept of economic competition in general, that is, in its very 

broadest sense? To answer this question i* to summarize, in a more decisive and 

resolute manner, the four key themes enunciated at the outset of this history.

In setting down my personal views on this intricate subject, I shall 

try as fax as possible to distinguish between the cognitive and the emotive 

dimensions. To repeat, the cognitive/emotive distinction separates the scien­ 

tific from the moral, the objective from the subjective. It contrasts fact with 

attituge, or empirical and descriptive statement with evaluative and prescriptive 

judgement. I say that I shall "try" to maintain this distinction, because 

ultimately it begins to break down as we enter into the semantics of the matter. 

The subtle hhades of meaning each of us chooses to attribute to the word will 

in part reflect the attitude we have towards the realities which the word is 

intended to cover. Even so, the distinction is worth trying to maintain.

To express my outlook as tersely as I can, I will say this:

A« &1 the cognitive sense, economic competition is ,a ubiquitous fact 

of life   but it is not "law-like" in its manifestations.

 &  In the emotive sense, there is nothing inherently good or bad 

about economic competition in general, and any value .judgements that are to be 

made about it should be in regard to. specific and context-bound circumstances.

Let us examine some of the implications of these two statements, and 

first,) the statement that economic competition is a ubiquitous, and one might 

almost say universal, fact of life. According to common u»age of the words 

economic and competition, there is no good reason to say that "economic compe­ 

tition," by its very meaning, is either limited to, or co-extensive with "market 

competition," in the traditional sense of bargaining and exchange between 

buyers and sellers of goods and services, though that traditional arena of
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eoonooio behaviour is obviously still the single-most important setting for 

much economic competition.

Wherever disagreements arise between human beings as to the produc­ 

tion of wealth, the allocation of resources» and the distribution of income, 

and wherever those disagreements are disputed and, in some way, resolved by 

"civilized" forios of conflict, then it could be said that eoonomio competition 

has occurred, though precise boundaries for this range of meaning are diffiouLt 

to lay down, for the reasons which were outlined in Chapter I*

Thus, economists were quite correct in seizing upon the principle of 

competition for their investigations into economic behaviour. The concept, 

understood in its broadest sense, is as relevant today as it has been since the 

very inception of economic thought itself. However, this same wide-ranging 

applicability of the concept does not imply that eoonomio actions must follow 

regular, systematic or "law-like" patterns. On the contrary, the fact that the 

word does encompass such a wide spectrum of human behaviour makes it all the less 

likely that rigid and uniform patterns of behaviour be associated with it. The 

very meaning of the word suggests diversity and complexity, not simplicity and 

precision*  

For some, this may seem to pose a dilemma, If competitive striving 

is not law-like, how then can economics be considered a "science"? For, 

historically, that science grew up around the belief in competition as a principle 

of law-like simplicity. As with so many intellectual disputes, the positions 

we adopt depend to a large extent upon our initial terms of reference. Soienoe 

originally meant the pursuit of Isnowledge of any and all kinds. Renaissance 

man turned that into the more narrowly defined pursuit of simple and general 

laws governing the world* But where those aspects of reality,to be explained 

by scientific law,are themselves complex by their very nature, then the dual 

search for generality and simplicity is a dilemma of our own making.

Competition poses another dilemma for eoonomio science, when it is
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interpreted as the search for rigid and precisely specifiable laws governing 

human behaviour. So defined, the scientific enterprise rests upon the meta­ 

physical hypothesis of "determinism," that is to say, the belief that the 

universe is a "closed system" in which every effect has its cause, and thus in 

which there is a causal explanation for everything. But, by its very essence, 

competition refers to economic behaviour in its consciously, deliberately, 

rationally "voluntary" aspects, the exercise of "free will," even if that 

includes the clash between opposing frew wills of different people.

How, freedom - whether it is an illusion or a reality, for the 

scientific "toi to deal with - must be understood either in the positive sense, 

as the ability to take decisions, or in the negative sense,as the absence of any 

complete and total constraint over our actions. Either way, positive or negative, 

it suggests to us, intuitively, the possibility of a partially "open" universe, 

wherein to take a decision is not to conform inevitably to some pre-determined 

causal chain of events, but to take, as it were, a "leap in the dark" (causally, 

rationally, and logically speaking) into the uncertainty of the future. All our 

intuitions about freedom strongly suggest that the world is not an entirely- 

closed system, only a partially closed system, in which all our decisions are 

made in the face of an incomplete set of constraints which together define the 

range of possible alternatives open to us.

Thus, whether an illusion or not, competition "seems" to be an 

open-ended process. When people engage in competitive striving (as with any 

other kind of striving), they summon up all that human ingenuity can offer. 

Even though we can often observe typical or repeated sequences of events, for 

example, in the way that prices respond to changes in supply and demand, these 

nppjTCntf TTff -fo ynj f7""iiities. which make the world appear an orderly plaoe, are 

only one half of the total reality. The other half of that same reality 

includes people who are engaged in competitive struggles, attempting to escape 

those very confines of uniform repetition.
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The longstanding dilemma of reconciling the deterministic bent of 

science with the appeal of freedom is incapsulated, for economics, In the idea 

of oompetition. The most sensible and satisfactory way to resolve this dilemma 

is to aooept the reality of the world as a closed system, for scientific purposes, 

but at the same time to acknowledge that there are modest and realistio limits 

to the kind of scientific knowledge that we can learn about our own behaviour, as 

one part of the functioning of this closed system, limits which are set by the 

human intellect itself*

On the emotive side, competition will always be subject to controversy, 

whatever the social and institutional setting, because those who express an 

opinion about the concept will project a part of themselves into that concept* 

People who are physically* emotionally, materially and otherwise well-endowed to 

engage in competition,will do so, naturally and without thinking about it, as a 

normal aspect of living and coping. Those who are less well-endowed, by way of 

temperament and aptitude - and, in varying degrees, that includes most of us * 

will, upon deliberate consideration of the subject, find something special about 

competition, be it desirable or distasteful, which will reflect some portions of 

their own uniquely individual experiences, however closely or remotely oooneoted 

those experiences may be to the common-sense or ordinary meaning of the term.

Thus, because the wo*d competition ultimately lacks any truly 

precise meaning, upon which every one could agree, it will inevitably oonjur 

up for each of us somewhat different connotations, loose mental associations 

which no formal attempt to define the tera can eliminate from our minds* Hence, 

much of the controversy over the normative status of oompetition will be seen 

to derive from semantic disputes over what the word "really4* means. Consider 

the question as to the inevitability of competition. Can it or should it ever 

be eliminated?

Well-meaning and compassionate idealists will insist that competitive 

striving is not universal and can be avoided, given the right set of institutions
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and the ri^it frame of mind. ^-mong those wlio have in the past intimated, in 

one way or another, that competition - that "struggling to get on, the trampling, 

crushing, elbowing, and treading on each other's heels" - would njojt be a feature 

in their ideal world f are included not only the many and various propounders of 

socialist or communist Utopias, or social anthropologists who have visited remote 

and primitive communities, peacefully established on the islands of the South 

Pacific, but even some of those who understood their contemporary surroundings 

in largely classical-liberal terms.

She difficulty with this anti-competitive attitude is that, for all 

but the most stable, isolated and traditional societies, disagreements about the 

production and distribution of material wealth do inevitably arise, and must be 

resolved, somehow. As I tried to indicate in Chapter IV, the kinds of solutions 

offered by the would-be eltidhators of competition only seem to avoid any refer­ 

ence to that concept,"by defining it in too rigidly narrow terms, according to 

only one institutional setting* vfoerever social conflicts arise and are resolved 

»nfy]2£ civilized means* competition of some kind occurs. The mistake is to think 

that most competitive struggles are voluntarily and deliberately entered into, 

for their own sake, by the participants involved. More often, people find 

themselves cau^it up in a competitive struggle which was no part of their 

intention to bring about and for which they have no liking.

"By way of contrast, the pro-competitive proponents - those who stylo 

themselves as tough-minded realists - are not content*** simply to say that 

competition is inevitable, so that we should learn to live with it; they want to 

go much further,by arguing that we should also learn to like it, and perhaps even 

see in it a bonefioent panacea for all the world s ills. Competition, according 

to them, should be encouraged for its o*/n sake.

In its extreme formulations, the pro-competitive argument is based 

upon the naturalistic fallacy: Because a thing is an inevitable part of the 

nature of things, it must be good, because Providence designed things that way.
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Putting g,ueetions of religions faith to the side, this general presumption in 

favour of competition is supported neither by semantic considerations nor lay 

the full wei$rb of empirical evidence.

In occupying the middle ground, I certainly do not intend to leave 

myself open to the charge of indecision, nor do I thereby wish to suppress or 

deny any faculty for making moral judgements. As I have said earlier in this 

chapter, valid moral judgements can and shotild be made about competition, but 

only with respect to specific or cbntext-bound circumstances, each judged on 

their oisi merits. And so often those value judgements concern not whether 

competition should be promoted or eliminated, but rather which kind of compe­ 

tition is to be condemned or condoned.

If I have placed so much emphasis upon the dualities of the concept, 

it is because, as the foregoing history has shown, so often in the past,people 

have advanced extreme interpretations which do not bear up well under closer 

and more dispassionate examination*

So I end more or less where I begin, by observing that in the history 

of economic thou^it competition is first and foremost only a word, a word which 

may or may not be used effectively, in economic discourse, to communicate 

propositions about realities.
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