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The theme woven through this book is an
exploration of the history of economic
thought related to the linkage between self-
interested behavior and the appropriate role
of government. After reviewing the entire
discussion, we shall try to highlight its most
remarkable aspects.

While this book specifically examines
the mid-nineteenth century onward, the eco-
nomic ideas of Adam Smith and those pre-
ceding his work are examined in Chapter 1.
Here it is clarified that what distinguished
Smith from his predecessors was that Smith
regarded self-interest and social interest not
as contentious rivals or enemies but rather as
partners. The standing interpretation of the
role of self-interest was transformed thereby
and ever thereafter. Chapter 2 describes the
specific investigation of Mill and Sidgwick,
who began to discuss externalities by which
individual behavior diverges from the social
optimum. Although Mill elaborated the theo-
ry of market failure, Sidgwick was moved to
more positive governmental corrective meas-
ures under the criteria of utilitarianism. Mar-
shall and Pigou are the central players in
chapter 3. Marshall established the tools used
to analyze market failure. Pigou examined
the divergence between private and social
net products, and discussed the need for state
action while he worried about the complicat-
ed problem of policy realm. Their ideas

eventually laid the foundation for welfare
economics.

The stage moves to Italy in chapter 4
where the unknown—aside from Wicksell or
Pareto—public finance tradition of De Viti,
Panteloni, Puviani and Monetemartini, is ex-
amined. In contrast to Cambridge econo-
mists’ presumptions of wealth maximization,
they incorporated the political process into
the discussion of economic interference. The
target in chapter 5 is Coase, who criticized
Pigou and neoclassical theory regarding gov-
ernment as the sole solution to market fail-
ure. The author’s closer examination of Pig-
ou’s approach, distinguishing theory and
practice, reveals that Coase’s appeal for prac-
tice is not diverging from Pigou. It seems to
come down to a refutation of the ability of
government. Chapter 6 specifically examines
public choice theory. Arrow’s possibility the-
orem did not imply that there are no useful
voting methods, but none is ideal. The idea
that self-interested behavior pervades the
governmental process engendered the devel-
opment of a theory of government failure,
demonstrating the limits of society’s ability
in attaining optimal results. Chapter 7 ex-
plores Coase’s impact on law and economics.
Coase’s theorem implies that if transaction
costs are zero, then Pigovian remedies are
unnecessary, and that externalities will be re-
solved efficiently, irrespective of rights allo-



cation. Moreover, it opened the door to the
analysis of rights allocation within a tradi-
tional market framework.

One remarkable aspect of this book is its
unique arrangement. For example, Smith has
been carefully examined, even though the
targeted period of time is the mid-nineteenth
century onward; on the other hand, Ricardo
and Malthus have been almost skipped. Even
regarding the name of Keynes, except for the
word Keynesian or the title names in the ref-
erences, we were able to find only two men-
tions: the citation of Keynes' comment on
Marshall (p. 56), and a footnote (pp. 189—
90). Instead, Sidgwick, the Italian scholars,
and Coase have been assigned more impor-
tant emphasis than in the usual courses of the
history of economic thought. The author also
invites us to the interesting and detailed sto-
ries of public choice theory and the develop-
ment of law and economics at the universi-
ties of Chicago and Virginia. Certainly, some
readers might want to know where such fig-
ures as Keynes and Hayek would be placed
in the whole story, but the lack of that narra-
tive should not be regarded as a disadvan-
tage. Rather, by the wide-ranged and unique-
ly selected arrangement of the figures, the
author has succeeded in shedding new light
on the history of economic thought.

Secondly, we can trace and ascertain a
clear and dynamic continuity of economic
ideas: the consistent theme throughout the
entire discussion is the relationship between
self-interest and the desirable governmental
action. That theme ties together the wide-
ranging and apparently divergent economic
ideas into a common thread. Smith posited
the positive function of the invisible hand. In
the middle of the nineteenth century, Mill
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and Sidgwick began to discuss the diver-
gence of self-interested behavior from that of
the social optimum; then Pigou developed
the theory of market failure and moved on to
the discussion of governmental remedies to
boost economic efficiency. However, by the
middle of the twentieth century, the pros-
pects of the capabilities of government
dimmed progressively as Coase’s Theorem
posited. In the second half of the twentieth
century, the Chicago and Virginia econo-
mists challenged the efficacy of market and
state. Here, Sidgwick, Pigou, and Coase have
been presented as key players connecting
economic ideas given the implications relat-
ed to Sidgwick—Coase connection or Pigou—
Coase connection.

Finally, many clues help us to discover
the contemporary significance of studying
the history of economic thought throughout
this book. In my view, each economic ideas
have not only been arranged as the contribu-
tors for the development and the changes of
economic thought or theories, but have also
been given the more positive contemporary
role in themselves. Consequently, this is not
a backward historical story. On the contrary,
it compels us to consider current economic
issues in light of their historical economic
contexts, although no direct mention is made
of contemporary problems except for the
short epilogue, which expresses the author’s
views on current economic issues. I hope this
book shall be read widely by those who
study the history of economic thought and
those who seek an examination of an impor-
tant fundamental economic problem: the
linkage between self-interested behavior and
the appropriate role of government.

(Daisuke Nakai: Kinki University)
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