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The Marginalist Era (1830-1930)

Assumption: Firms have goals—usually higher profits. Out of all the decisions a firm could take, it will pick the one that maximizes profits.

Assumption: People have goals—usually higher utility. Out of all the decisions an individual could take, he (or she) will pick the one that maximizes his (or her) utility.

It is then possible to determine whether a decision made by an individual or a firm is the best decision (for that individual or firm), by looking only at small changes to that decision and checking whether such changes—called marginal changes—could make things better. You usually would not need to check whether large changes would make things better; just looking at marginal changes would be enough.

The relentless application of this idea—along with the basic idea that supply equals demand—helped the marginalist economists build a rigorously logical basis for economics. (The term marginalism was coined by John A. Hobson.)

Along the way, differential calculus and the mathematics of maximization became an integral part of economic thinking.

Marginalism did not overturn the main ideas of classical economics. By providing a rigorous logic for economics, marginalism ended up strengthening classical economics, which had come under a near fatal attack by Karl Marx.
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