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The Marginalist Era: Thünen

Johann Heinrich von Thünen (1783-1850)[image: image1.jpg]



Thünen pioneered the marginalist theory of the allocation of resources to production. Let us assume that the prices of goods and of the resources used in production are given. Then, how much of a good will be produced? What amounts of the various productive resources will be used in the production of the produced good? These are the questions that Thünen tried to answer.

One good case: 

Multiple goods case: 

How is a firm to decide how much of a resource to use? Profit maximization implies that the firm should follow the rule: Marginal Product of a resource = Factor Price of the resource (measured in units of the produced good). 

What is the right time to chop a tree? Maximization of land rent income implies that the landowner should follow the rule: Chop the tree when the highest possible Present Value obtainable from the tree = Price of Tree.

