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PREAMBLE AND CAVEATS 

        This paper pursues two lines of inquiry. First and more briefly, we examine the idea of a 

Pigouvian tradition in externality analysis. This idea is a conventional trope in the history of 

economic thought that uses older methods of informally tracking supposed influences and, more 

recently, employing bibliometric citation methods. Very recently, serious doubts, based on 

empirical considerations, have been expressed about the existence of such a tradition. We regard 

the idea as a flawed method for understanding the reception of Pigou’s thought in this area. Not 

on grounds of inadequate evidence of citations, however, but due to the logical status of the 

concept of tradition in the history of economics. To date, we have been unable to locate a 

coherent concept of such a tradition beyond the assertion of the brute fact of a relative and 

otherwise indeterminate continuity. The label ‘tradition’ does not elucidate or explain but calls 

for elucidation or explanation. It poses problems rather than solving them. In which case, our 

doubts about the idea of a Pigouvian tradition are grounded in conceptual, methodological — 

and, ultimately, epistemological — considerations. Second and at greater length, we make a case 

for understanding questions about the reception of Pigou’s account of externalities as centering 

on the analysis of economics as a discipline. The key question concerns the place of Pigouvian 

analysis in the pedagogical regime of postwar economics. Because textbooks were and remain 

the primary media for training of economics students, this question translates as the following 

problem: What is the evidence for the prominence of Pigou’s theory of externalities—his 

vocabulary and concepts, and, above all, his reasoning and style of problem solving—in postwar 

textbooks? As our tables (see Appendix) show, the Pigouvian reception post-1945 is well-

documented in the success of a pedagogical-publishing industrial complex that substantiates the 

persistence, revision, reformulation, transposition—and otherwise ‘re-orchestration’—of 
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Pigouvian thought in postwar externality studies. These remarks set the terms and limits of the 

essay. Several caveats are clearly in order.  

The paper is restricted to what economists call negative externalities. We have nothing to 

say here about positive externalities or public goods. The period is the postwar era to 1980. 

Between 1932, when Pigou published the fourth edition of his Economics of Welfare, and the 

end of WW II, externalities were not conspicuous in the agenda of economists. For reasons too 

obvious to detail here, they were preoccupied with solving the unemployment problem, replacing 

the Gold Standard with an alternative monetary system, financing the war, and planning postwar 

reconstruction. In addition to textbooks in introductory economics, we examine texts in 

environmental, urban, and public finance economics. In these fields externalities were critical on 

grounds of both theory and policy and they were experiencing rapid formation or renovation in 

the 1960s and 1970s. The texts that we examine are material culture of scientific life, artifacts 

that embody and express the training and professional socialization of their authors in previous 

decades. Our authors were either taught by economists well-versed in Pigouvian tools and logic 

or by economists trained by other economists who were. Finally, we do not argue that our 

authors reproduced Pigou's framework. In conformity with his philosophy of economic science 

and consistent with his pragmatist views of the prospective value of his own analytical tools and 

toolbox, they built on it, modified it, and applied it to problems that he failed to notice as well as 

other problems that were not perceived as significant during his career. 

 

THE ‘PIGOUVIAN TRADITION’: NARRATIVE AND ANTI-NARRATIVE 

 Is there a Pigouvian tradition in externality analysis? Ronald Coase certainly thought so. 

It comprised “what economists think they learn from Pigou, and what they tell their students.” 
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Although “fairly well-defined” and “reasonably clear,” it was nevertheless only an “oral 

tradition.” Thus he saw no point in “copious references to the literature,” and he provided none at 

all (Coase 1960, 399).  The modest publication profile of the tradition seems to have posed no 

obstacle to its appeal. As Coase later wrote, it had achieved an “extraordinary hold” over “the 

minds of modern economists” (1988, 159). Insidious and yet compelling, Coase traced its 

attractions to Pigou’s lax standards of exposition. “Not being clear, it was never clearly wrong” 

(1960, 149). The idea of a Pigouvian tradition has achieved traction, albeit in casual remarks, 

conjectures, and speculations that have produced no commensurate gains in either clarity or 

evidence (see for example, Fisher and Peterson 1976; Pearce 2002; Goulder 1999; Steiguer 2006; 

Sandmo 2015; Berta 2020). By 2007, when Steven Medema published a book with a chapter 

entitled “Marshall, Pigou, and the Pigouvian Tradition” (Medema 2009), it seems to have 

enjoyed a currency in the historiography of economics—an accepted but unexamined piece of 

disciplinary wisdom.  

 There are reasons to think that this conviction may be weakening. In 2020, Medema 

substantially revised his original position. Now finding little evidence of an “unbroken,” 

“continuous,” or “entrenched” Pigouvian tradition in externality analysis, he dismissed the idea 

because it was “non-evident” (Medema 2020, 135-36, 164-65). In the three decades following 

publication of The Economics of Welfare (1932), Medema argued, externalities were largely 

forgotten. When the occasional reference appeared, it was set in a discussion of the logical 

constraints of competitive equilibrium theory, investing the concept with a sense remote from 

Pigou’s intention. Following Papandreou (1994), he called this intention “phenomenological.” 

On this view, Pigou’s account of negative externalities was not an artifact of a theoretical 

system. It was rather one of the many pieces of technical analysis he had devised to address the 
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actual damage caused by discrepancies between marginal private and social costs of economic 

activity (Medema 2020, 136-37, 140-42, 153, 162-64). The various narrators of a Pigouvian 

tradition had misunderstood the history of post-Pigouvian economics. Acting on the dictum that 

non-evidence does not entail non-existence, Medema left open the possibility of an oral tradition 

formed and sustained in personal conversations among economists and independent of the 

literature (ibid., 165). 

 Spencer Banzhaf (forthcoming) takes a parallel course on the basis of a different 

argument. Rather than assessing the place of Pigou in the entire sphere of post-Pigouvian 

externality analysis, he consider the bearing of The Economics of Welfare—presumably the 

fourth edition of 1932—on the genesis of environmental economics, in particular pollution 

pricing and Pigouvian taxes. His target is the “conventional narrative” according to which 

environmental economics in the 1960s “picked up where Pigou had left off.” Finding that some 

three decades had elapsed between Pigou’s fourth edition and the beginnings of environmental 

economics, he concludes that this story is implausible. Moreover, in the original publications of 

its chief innovators, references to Pigou are rare. In consequence, it is “impossible to trace an 

unbroken line from Pigou to the environmental work of the 1960s.” In Banzhaf’s reading, the 

story of American pollution pricing does not begin in Cambridge. Americans had their own 

home-grown “history of applied practice on which to draw,” including American traditions with 

“their own distinctive schools of thought.” It would be unsurprising, even “natural for American 

economists in the 1960s to think along similar lines.” This does not mean that the conventional 

narrative is utterly misguided. Although Pigou was an important figure for American thought on 

externalities in the 1960s, there were indigenous sources of greater weight. When the Americans 

read Pigou, his views were retrospectively “grafted onto the root stock of an already flourishing 
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school of environmental economics.” Reading American theories through a Pigouvian lens is 

therefore bad teleology and fallacious hermeneutics, foreshadowing the externality analyses of 

environmental economics as implicitly formed in The Economics of Welfare.1  

 Both narratives and anti-narratives of a Pigouvian tradition share the assumption that 

certain questions about fundamentals can be resolved in a way that underpins a discourse on 

tradition in economic science. In a tradition, something is said to be handed down, generally 

from one ‘generation’ to another. A tradition rests on a bedrock of relative temporal continuity in 

a sense that requires specification. But what is that sense? Considering only the most elementary 

and basic questions, what do narratives of a Pigouvian tradition assert beyond the bare fact of 

relative chronological continuity? Exactly what is it that is held to be continuous? What do anti-

narrativists insist is discontinuous, thereby ruling out a tradition? Do these questions turn on the 

nature of the economy? Or perhaps distinctive Pigouvian concepts or modes of analysis? Or is it 

Pigou’s view of the relationship between economic analysis and economic policy? Other 

considerations may of course come into play—these questions hardly exhaust the possibilities. 

Narrativists as well as anti-narrativists assume the concept of a Pigouvian tradition makes sense. 

Otherwise they would have no basis for using ‘tradition’ as an analytical strategy. If the claim 

that the standard story of a dominant, unbroken, and entrenched tradition cannot be sustained, 

what is it that is said to be broken and discontinuous? Coase famously understood the Pigouvian 

tradition as what economists thought they had learned from Pigou and then shared with their 

students. What did they suppose they had learned? On this question, Coase was silent. The 

subsequent literature offers little evidence of an effort to settle these questions. Nor, it seems, 

have they been acknowledged as crucial problems.  Borrowing an old metaphor from John 

Clapham, the Cambridge economic historian of the 1920s and 1930s, the concept of tradition in 



6 
 

the history of economics has the suspicious appearance of a box that is empty but appealing 

because filling it imposes few irritating constraints, neither on those who affirm or those who 

deny the existence or salience of the tradition in question. Thus putative traditions of one 

provenance or another spring into being—most notably, the Cambridge tradition and the Chicago 

monetary tradition.  

 Medema and Banzhaf survey the economic literature on externalities in the three decades 

following publication of the fourth edition of The Economics Welfare in 1932 and are struck by 

the rare references to the book and to Pigou himself and his thinking on externalities. They 

conclude that, in the main, he disappeared, in which case there is no Pigouvian tradition. It would 

seem that Robert K. Merton had resolved this anomaly long ago in his early work on the 

sociology of science by introducing the clever and memorable idea of “incorporation by 

obliteration” (Merton 1968 [1948], 27-28, 35-37). When an idea becomes widely accepted and 

deeply embedded in the discourse of a science, it is paraphrased, revised, repurposed, and 

redeployed. But its original source or author is often left uncited and may even fall into oblivion, 

the original work “obliterated by incorporation into canonical knowledge.” Precisely because of 

its canonical status, citation of more recent and derivative sources may become commonplace 

even as the original source disappears from the literature and institutional memory. Thus the 

strange case of the myth of a Pigouvian tradition is solved. 

Or is it? Mertonian obliteration by incorporation is one possible explanation of infrequent 

citations of Pigou and The Economics of Welfare in the postwar literature. But it does not rule 

out an alternative explanation of obliteration by oblivion. Prima facie, there seems to be no good 

reason to prefer one solution over the other. In the ensuing, we address this problem, but not by 

employing the concept of tradition as a key analytical premise. Parsimony alone suggests that 
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there is little promise in choosing a strategy burdened by sources of confusion that require 

substantial preliminary analysis and clarification. In this regard, the literature on ‘the Cambridge 

tradition’ produced by generations of Cambridge insiders and their enthusiasts as well as the 

controversy over ‘the Chicago monetary tradition’ are instructive. In the former case, the premise 

rules that there must have been such a tradition, with the result that various attempts have been 

made to provide a convincing account of what it was. Geoffrey Harcourt lectured on ‘the 

Cambridge tradition’ for years, with results that were at best inconclusive and puzzling. Did it 

begin with Marshall? Or, as he also claims, only following The General Theory? Or was the 

tradition bipartite—a theory of growth that included Marshall, Keynes and his Cambridge 

disciplines, and Michal Kalecki and a theory of welfare extending from Pigou to Meade and 

Sen? The answers to these questions never become clear (Harcourt 2001). The account of Nuno 

Ornales Martins is more systematic but in some respects also more bewildering. He postulates a 

presumptive tripartite Cambridge tradition that includes an economic theory of capital, a social 

theory of the economic order, and a moral theory of distribution—and, for good measure, a 

“Keynesian-Sraffian framework” (Martins 2014). In the case of Chicago, the debate concerns the 

question of whether there is any sense in which a tradition—as opposed to a later fictionalized or 

fabricated myth of a tradition—actually existed (see Irwin 2018). In neither case is there a 

presumption that explanatory power can be ascribed to the concept of a tradition in tracing and 

understanding the history of economics. ‘Tradition’ is understood not as an instrument of 

analysis or an explicans, but rather as an explicandum that requires clarification by historical 

reconstruction or interpretation. 
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PIGOU IN THE POSTWAR TEXTBOOK MARKET 

 In assessing the reception of Pigou’s externality analysis and determining the place it 

occupied, there is a more promising course. It was introduced in the question to which Coase 

himself alluded but did not pursue: What did economists tell their students about what they 

thought they had learned from Pigou? There is ample and readily accessible evidence bearing on 

this question if it is understood in institutional terms. In that case, it raises a problem about the 

respects in which Pigouvian reasoning was embraced, revised, ignored, or eliminated in the de 

facto practice of teaching in postwar economics. What were economics students taught about 

negative externalities, and what media were employed to teach them? In the postwar pedagogical 

regime of academic economists, these questions turn on the importance of textbooks—or 

research monographs and edited volumes that were used as textbooks in developing fields where 

none existed. This is above all true in the United States, which had become the hegemonic power 

in the discipline.   

 In 1945-47, some 12 million US citizens were demobilized from active military service. 

The GI Bill gave veterans financial incentives to pursue higher education by offering direct 

funding for tuition and other fees, books, and living expenses. By 1947, more than half the 

students admitted to undergraduate study were veterans. By 1950, total enrollments 

approximated 500,000, more than doubling the prewar figure. Between 1945 and 1956, some 2.2 

million veterans were studying in some capacity in American colleges and universities (Mettler 

2007). The beginning of the Cold War in 1946-47 encouraged more robust federal funding of 

higher education as well as the militarization of the social sciences as essential weapons in the 

fight against world communism. This meant that the new importance ascribed to proficiency in 

economic analysis during the war would not end in ‘peacetime’. Dramatic increases in the size of 
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economics courses and the numbers of students pursuing specializations in graduate programs 

made it necessary to scale pedagogy accordingly. In the decade following the war, these factors 

made economics textbooks or their proxies—books written for other purposes but serviceable as 

textbooks—an attractive and arguably indispensable component of pedagogy. 

 Postwar student volume was advantageous for the larger textbook publishers such as 

McGraw-Hill and Prentice-Hall. With resources to employ teams of editorial, marketing, and 

distribution personnel on a scale to capture the market, they could also attract star economists 

enticed by lavish advances and promises of ample support. In elite departments, economists with 

the aura of proximity to power in Washington or intellectual charisma based on scientific 

reputation might teach principles courses (Teixeira 2014). Otherwise, the decisive feature of the 

course was the textbook, which called for little pedagogical effort or imagination and in large 

measure solved the problem of how to manage a lecture course of hundreds of students without 

graduate assistants. The content and structure of chapters were edited to produce a format for 

designing entire introductory courses. Syllabi, a set of lectures running through a semester or an 

entire year, study questions, and examinations could be derived from the textbook. In the preface 

to the third edition of his successful principles textbook, Campbell McConnell betrayed no false 

modesty in arguing that it constituted an ideal architectonic for any introductory course in 

economics, spelling out for instructors how the book anchored the course, regardless of whether 

it was used for microeconomics, macroeconomics, or both, and in either one semester or two. In 

his estimation, its scope and coverage were fully comprehensive. Its organization was 

sufficiently flexible to accommodate the pedagogical styles and tastes of any instructor. And it 

was the text par excellence for students, ranging from the “average college sophomore” to the 

more “ambitious” (McConnell 1966: x).2 
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In the ensuing, we pursue two closely linked arguments. (1) Textbooks published for 

courses in introductory economics document how some knowledge of Pigouvian reasoning 

defined what counted as proof of proto-professionalism in postwar externality analysis. (2) The 

two decades following the war marked the take-off phase of new or modernized sub-disciplines 

where analyses of market failure and viable policy solutions took center stage. In the early 

foundational texts of public finance and environmental and urban economics—books that 

introduced students as well as established professionals to these fields—Pigouvian reasoning was 

the conceptual apparatus of choice in establishing an analytical framework.3 The texts included 

in Tables 1-4 (Appendix) summarize the reception of Pigou’s externality analysis. They also 

document the intellectual capital of their authors, accumulated as they were educated in previous 

decades and invested in their publications of the 1960s and 1970s. Thus our tables also exhibit 

the respects in which Pigouvian externality analysis was a component of their professional 

socialization as economists in the postwar period.  

Table 1 includes six introductory textbooks. Paul Samuelson’s Economics was an instant 

success, adopted by fifty universities and colleges in 1948, its first year of publication. It sold 

some 1.5 million copies by 1970 and became the template for all introductory texts (Teixeira 

2014, 159; Skousen 1997, 138; Colander 2012, 324). By the late 1960s, McConnell’s Elementary 

Economics—less technical than Samuelson’s, more policy oriented, and a preferred choice in the 

American Midwest—overtook Samuelson, selling hundreds of thousands of copies annually 

(Colander 2012, 336; Rattner 1976). We chose the other four introductory texts on the basis of 

survey results conveyed to Samuelson in 1965 by John Taylor, his McGraw-Hill editor, on 

serious competitors to Economics (Giraud 2020, 180-183). 
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Tables 2-3 include information on the reception of Pigou’s externality framework in 

environmental and urban economics. Both owed their early development to research and funding 

from Resources for the Future (RFF), an independent think tank created in 1952 on a 

recommendation by President Harry S Truman’s Materials Policy (Paley) Commission (Pearce 

2002, 58). Because the first environmental economics textbooks did not appear until the 1970s 

(see Freeman et al. 1973, Baumol and Oates 1979), we have also included in Table 2 books 

written by Allen Kneese, the founding father of the field (Fisher and Peterson 1976; Pearce 2002; 

Nishibayashi 2019), edited volumes to which he contributed, and texts he acknowledged as 

influences on his early work (Kneese 2000, 58).4 RFF was critical to the development of urban 

economics as well. On the initiative of Harvey Perloff, director of its regional studies, the 

Committee on Urban Economics (CUE) was formed in October 1959, receiving some $1.3 

million of funding from the Ford Foundation. An “experiment in academic innovation,” its brief 

included support for the study of urban problems resulting from postwar expansion of 

metropolitan areas and populations: “urban traffic congestion; smog; ghettos, blight, and riots; 

conflict of interest between suburb and central city; and sprawl, urban design, and the quality of 

urban life” (Hoch 1969, 2). Among other activities, CUE organized conferences, provided 

matching grants to universities that created PhD fields, awarded fellowships, and supported 

publication of journals, edited volumes, and textbooks, all in urban economics (ibid., 14-18; also 

see Perloff 1973). To construct Table 3, we used a list of major textbooks provided by Harry 

Richardson (1973), adding one other text published later in the 1970s. 

Table 4 lists textbooks in public finance. In the postwar period, Richard Musgrave 

abandoned the Pigouvian emphasis on the theory of taxation in favor of a systematic theory of 

the public economy that addressed allocation of resources as well as distribution and stability of 
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national income (Musgrave 1983). In addition to Musgrave’s iconic contributions that 

modernized the theory of public finance (1959; see also Musgrave and Musgrave 1973), we have 

used a data base, kindly provided by Steven Medema, of textbooks published through multiple 

editions. 

 

PIGOUVIAN EXTERNALITY ANALYSIS—THE ESSENTIALS 

 More often than not, the textbook reception of Pigou did not begin as an encounter with 

his own texts but in a derivative fashion, with lecturers or authors who employed Pigouvian 

reasoning. Some of these sources were also derivative, drawn not directly from Pigou but from 

other post-Pigouvian expositions or critiques that were in some sense based on Pigou. Regardless 

of how textbook authors and editors learned their Pigou, it is possible to make sense of the 

reception only by first considering Pigou’s own account of what he thought. In analyzing 

externalities, what did he intend to say, and what did he propose to achieve? Pigou answered 

these questions himself, and the fundamentals of his account are mercifully and remarkably 

simple. 

Adopting tools he had learned from Henry Sidgwick and Alfred Marshall, Pigou 

fashioned a few of his own: his fundamental distinction between marginal private and social net 

products of investments—at times he reverted to marginal private and social costs; incidental 

costs or external diseconomies; and economic welfare, a state of consciousness measurable 

through its proxy, the national dividend (total output). In his 1929 Sidney Ball Lecture at Oxford, 

he identified two analytical functions for his fundamental distinction. (1) A theory of resource 

allocation: Competitive market forces would result in an efficient or ideal level of output only if 

private and social returns of investments were equal in all resource applications. (2) A theory of 

economic welfare: The two concepts could be used to identify cases in which aggregate 
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economic welfare was below a potential maximum. In Pigou’s view, systematic deployment of 

his distinction elucidated a “surprisingly wide range of problems.” The result, as he understood 

it, was an “orderly and convenient grouping” of instances where Adam Smith’s invisible hand 

“falters in moulding the world” (Pigou 1931 [1929], 6, 17-18).5 

Writing at great length in the more than 400 pages of Wealth and Welfare (1912) and at 

more than twice that length in the various editions of its revision, The Economics of Welfare 

(1920, 1924, 1928b, 1932), Pigou created his vision of order and convenience in analyzing 

incidental costs under competitive conditions. In such cases, private and social costs diverged, 

and total output was suboptimal. Thus economic welfare could be strengthened by reallocating 

resources. In the first category of his classification of externalities—a term he did not use—he 

placed tenancy of privately owned durable instruments of production, including farmland as well 

as public utility plants and tramways that are operated on concessions from townships (1932, 

174-77). In these cases, customary practices, the relative wealth of the contracting parties, 

“technical convenience,” and unsatisfactory contractual terms impose uncompensated costs on 

the owners or lessors of the means of production if lessees return them in a state of disrepair. The 

second class comprised what postwar economists called negative externalities. Here, an 

economic agent renders incidental disservices to third-party actors, damaging them without 

recompense. Negative externalities were a consequence of the technical difficulties in enforcing 

compensation. Although Pigou did not comment further on the difficulties and their causes, it is 

clear from his account that the disservices affect a large number of third parties—thus the 

problem of addressing them in mutual contracts (ibid., 185).6 Examples included automobile 

drivers who erode road surfaces, producers and retailers of alcoholic drinks who increase the 

incidence of disability, crime, and illness; pregnant women employed in factories before and 
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after childbirth, harming the unborn and infants; and states that protect their export industries by 

waging wars. He also took note of factories that emitted coal smoke and other noxious fumes in 

crowded urban centers, damaging buildings, increasing laundry costs, and blocking sunlight and 

thus increasing the need for artificial lighting. In a third category, he placed diminishing returns 

industries, where incremental investments in resources by one producer reduced aggregate 

productivity. Under all these conditions, uncompensated disservices caused a mismatch between 

marginal private and social net products, resulting in a less than optimal total output (ibid., 192).7  

Pigou held that the chief responsibility of economists was to forge tools of analysis that 

would explain economic phenomena by investigating sequences of cause and effect. Eventually, 

“laws of wider or narrower application” would be discovered (Pigou 1931 [1929], 2). Thus their 

principal function was exhausted by “the provision of knowledge.” Although their expertise gave 

economists indispensable policy chops in “guiding practice,” this was a secondary and 

subordinate task. The reason was clear to Pigou. “Factors of a non-economic character,” on 

which economists had no special qualifications to judge, were crucial in arriving at policy (ibid., 

18). That said, in the area of externality policy, Pigou suggested methods that might be employed 

to address the disparity between social and private costs. Voluntary negotiation, improved 

contractual terms, or legal rules that supersede local customs could penalize irresponsible tenants 

who damage the property they lease. Air and water pollution could be considered from a number 

of perspectives—most obviously via “Pigouvian” taxes but also by means of patents for smoke 

prevention technology, effective urban planning and zoning laws, and legal liability of 

employers, local authorities, or water companies who are found responsible for excessive 

damage to public health (Pigou 1932, 177-196). 
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However, Pigou, a master of the syntax of caveats and provisos, consistently insisted that 

his policy suggestions were merely prima facie, and he hedged them with an impressive set of 

qualifications. There was first the “formidable” difficulty of calculating incidental costs. 

Regarding air pollution, he knew of no studies that would determine the amount of tax needed to 

equalize marginal private and social costs. The responsible translation of policy proposals into 

practice required empirical research. But in Pigou’s time, no economist had ever “attempted the 

quantitative study that would be necessary before their suggestions could be applied to practice” 

(Pigou 1937, 43).8 Moreover, the administrative costs of operating tax-subsidy schemes might 

outweigh their benefits. In any case, no policy would leave the distribution of income unchanged 

because the rich and poor had different consumption patterns (Pigou 1947, 100). He also had 

doubts about the moral probity and efficiency of policy makers, who were influenced by 

lobbyists as well as election cycles (Aslanbeigui and Oakes 2015, 93). Finally, Pigou anticipated 

a lapse of some thirty to fifty years between economic innovations and their application to 

policy. Because of their primitive education in economics, the “general body of the public” 

placed more confidence in their own ill-conceived judgments than in conclusions reached by 

economic experts (Pigou 1931[1929], 19).  

In the Sidney Ball Lecture, Pigou turned to a favorite metaphor to characterize the project 

of economic analysis: Analytical concepts are tools, and most economists are either chiefly 

makers or users of tools. In The Economics of Welfare, he performed both tasks: making tools, or 

undertaking “the construction of machinery,” and showing how his tools could be used to solve 

problems—operating “machinery to yield its appropriate product” (ibid., 2). In the selection of 

tools, he was a methodological pragmatist: They are not made for their own sake but for their 

facility in problem-solving, in which case tool choice should be a practical and provisional 
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matter. It is sensible to employ a technique if it proves valuable in discovering causal 

relationships, especially if it can be applied to an extensive range of problems. On the latter 

point, Pigou stressed that the inventor of a tool has no privileged insight into its utility and scope 

of application. A tool crafted to solve a specific problem or perhaps made without any particular 

problem in view may find subsequent application “in the solution of some problem of which the 

inventor had no thought at all” (ibid.). In addition, no great confidence can be placed in the 

durability of any single tool. Economic phenomena and the problems they raise are subject to the 

contingencies of history. They appear, drift, and disappear in ways that defy prediction. “With 

different problems and different sets of data, different detailed methods are appropriate” (ibid.). 

When economists find that their tools prove to be ineffective in “elucidating the problems of the 

real world,” the conclusion to draw was clear to Pigou: They “must be scrapped” and be replaced 

by apparatus better suited to the task at hand (ibid., 8). 

 

FOLLOWING THE LOGIC OF ADAM SMITH AND PIGOU 

In Economics, Environmental Policy, and the Quality of Life, William Baumol and 

Wallace Oates argued that if economists hoped to “repair the operation of a free market economy 

to provide incentives for the protection of the environment,” it would be necessary to understand 

not only the Smithian analysis of the invisible hand but the Pigouvian analysis of market failure 

as well (1979, 72). Without exception, all books in Tables 1-4 employ the two analytical logics. 

In these accounts, competitive markets allocate resources efficiently and achieve an optimal level 

of output with the key proviso that (technological) external economies and diseconomies, 

external effects, third-party effects, or spillovers are bracketed. Optimality is expressed in either 

the analytical language of Pareto—a reallocation of resources could not improve the welfare of 
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some without harming that of others—or in that of Pigou, whereby the marginal social costs of 

resource applications are equal across occupations. All but a few authors use Pigou’s language, 

occasionally with variations. They frame externalities in his terms, explaining that in such cases 

(marginal) private and social (national) costs—or products—fail to be equal, in which case, they 

cause a misallocation of resources.  

Pigou acknowledged that in some cases, it was technically difficult to internalize 

externalities through contractual agreements. Although he did not explain why, his account 

implied that the large number of affected parties excluded this possibility. Several of his 

successors pursued this question in other directions by pointing out causes he did not consider: 

for example, missing markets and inadequate or nonexistent property rights in valuable 

environmental resources such as air and water, which meant that their degradation would be 

more likely.9 Pigou discussed commonplace negative externalities of his time but was silent on 

their salience since this depended on the case, time, and location. Our authors take positions on 

the empirical importance of externalities they discuss, and with surprising disagreement 

regarding their scope and weight. Some point out that externalities “pervade virtually every 

sector of our economy,” becoming more pronounced with the growth of national product and 

population.10 Baumol and Oates are concerned that all life forms are increasingly jeopardized by 

air pollution from energy production and consumption; toxins released into the atmosphere and 

oceans by agriculture, manufacturing, and construction; and ubiquitous solid waste containing 

non-degradable plastics. The climatological consequences of carbon emissions—global 

warming—are especially disturbing (1979, 64-66). Others claim that, with some exceptions, “the 

system of private competitive enterprise” achieves maximum efficiency (Reynolds 1966, 315). A 

third group seems to arrive at inconclusive results: although there are many negative 
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externalities, for the most part there is no divergence between social and private costs (Lipsey 

and Steiner 1966, 197).11 Regardless of the causes of externalities or their empirical relevance, 

the literature under examination reprises Pigou’s account of the consequences of air and water 

pollution—often in his own terminology. However they also reflect a growing public concern 

over externalities created by various modes of urban and suburban transportation—above all 

congestion but to a lesser extent noise and aesthetic deterioration.12  

In Pigou’s framework, an externality that cannot be internalized through contractual 

agreements was an occasion for considering whether and to what extent economic welfare could 

be improved through state intervention. All our authors follow the same reasoning but with 

different degrees of enthusiasm. A small minority are reluctant to discuss policy (Bach 1954, 

325-326; Ferguson and Krep 1965, 722-724; Alchian and Allen 1964, 742-745) or go no further 

than making vague comments—in choosing alternative modes of urban transportation, social and 

private costs “must be considered for each alternative” (Herber 1967, 498). A large majority—

too numerous to identify individually (see Tables 1-4)—evaluate alternative policy 

arrangements, ranging from state ownership, prohibition, regulation and control as well as 

bargains, bribes, and mergers to Pigouvian taxes and subsidies. Many policy proposals include 

cautionary qualifications—almost all Pigouvian in substance and rhetoric—regarding the 

difficulties of measuring marginal social costs, administrative costs of state intervention, and 

political, social, and cultural variables that should be taken into account in choosing initiatives. 

Authors with British training—Baumol (Baumol and Oates 1979, 174-175), Button (1976, 119), 

Boulding (1966, 14), Mills (1972, 121), Musgrave and (Peggy) Musgrave (1973, 689), and 

Turvey (1966, 50-52, 59-60)—express concern with the disparate distributional impact of 

environmental policies. Where externalities affect a large number of people—air and water 
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pollution in addition to traffic congestion—Coasean solutions are considered “substantially 

inefficient,” creating a strong presumption in favor of some form of effluent charges (Kneese and 

Bower 1968; 85-86; Kneese 1964, 42; Mills 1972, 131, 256). Mills downplays the deleterious 

effects of state intervention: He does not find any evidence that the government, at least at the 

local and state levels, is any more corrupt, bureaucratic, or wasteful than “business, foundations, 

or universities” (1972, 229-230). The policy analyses of the following three books stand out.  

McConnell’s policy discussion stands out because it is both detailed and moralistic. The 

market system, he argues, includes a “loophole” that elevates the interest of producers over civil 

society, allowing them to freely deposit pollutants in rivers and lakes, spew “smoke and dust on 

an otherwise serene residential area,” release “unpleasant odors,” increase the probability of 

“explosions,” and ultimately “debase” the environment. If civil society bears the externality 

costs, the state is “justified in recouping these costs from the guilty party” through two plausible 

policies: regulation and taxes (1960, 101-102; 1966, 101-102). McConnell acknowledges that 

governments may be inefficient, excessively bureaucratic, and subject to political manipulation. 

That said, he warns that they should not be judged by the same criteria used to evaluate private-

sector operations; after all, the government is concerned with general welfare, not profits (1966, 

110).  

In The Public Finances: An Introductory Textbook (1965), James Buchanan declared 

traffic congestion “one of the major costs of modern urban life.” On the premise that an 

unlimited expansion of highways or an outright prohibition of motor vehicles were unrealistic 

solutions, he advocated (Pigouvian) taxes as a method of optimizing the flow of traffic: The 

“possibilities for imaginative use of tolls and indirect pricing through user taxes seem almost 

unlimited” (Buchanan 1965, 568). Although Buchanan did not mention Pigou in The Public 
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Finances, his pronouncements on road pricing summarized the arguments he had made in two 

articles that he had published before writing The Calculus of Consent with Gordon Tullock 

(1962). Pointing out the “general agreement among economists” that externalities prevent the 

efficient allocation of resources (Buchanan 1956, 308), the future self-declared “outsider” 

employed Pigouvian concepts, reasoning, and policy analysis to propose an ideal system of road 

pricing. Elaborating on a point made by Pigou (1947, 25), he argued that congestion was in large 

measure due to the confluence of two factors: a zero or low prices for highway services and a 

much higher than zero price elasticity of demand for such services. Thus the marginal private 

product of highway utilization was higher than its marginal social product. The resulting 

technological diseconomies included time wasted in traffic, increased likelihood of accidents, 

and higher insurance premia for all drivers (Buchanan 1952, 99-100). Assuming it could be 

operationalized, a comprehensive road pricing system would approximate the external costs of 

congestion, varying by type of vehicle as well as mileage, time of day, and location of travel 

(ibid., 103). Evaluating “several possible ownership and pricing arrangements,” he concluded 

that in the real world, the “only meaningful criterion for operational efficiency” was state 

ownership of roads and a user fee charged equal to the marginal social cost for road services 

(Buchanan 1956, 314; 2007, 5; 1956, 315). 

Of all the books we have examined, Economics, Environmental Policy, and the Quality of 

Life (Baumol and Oates 1979) captures the Pigouvian spirit best, beginning with the proposition 

that the pursuit of economic welfare—rising national income and standard of living—produces 

results that conflict with the achievement of total welfare or “the good life.” The Pigouvian 

thread is especially clear in a long section of the book that examines the evidence bearing on a 

wide range of policies for managing pollution externalities. Baumol and Oates consider price 
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incentives—marketable permits, taxes, and subsidies—command and control, and even moral 

suasion (ibid., 217-322). After assessing the evidence, they conclude that each policy tool “has 

its particular virtues (and shortcomings), and each is best adapted to deal with particular 

circumstances.” Effective environmental policy “requires a wide array of tools and a willingness 

to use each of them as it is needed” (ibid., 230-31). Both the language and the substance call to 

mind Pigou’s embrace of this methodology, grounded in restraint, prudence, and pragmatism.  

 

Each particular case must be considered on its merits in all the detail of its concrete 

circumstances. High-sounding generalizations on these matters are irrelevant fireworks. 

They may have a place in political perorations, but they have none in real life. 

Accumulation of evidence, judgment of men, by these alone practical problems in this 

region can be successfully attacked (Pigou 1935, 127-28). 

 

Table 5 shows that our authors have diverse educational backgrounds, attending 

undergraduate and graduate programs in almost all regions of the US as well as Canada, 

England, and in three cases, Mandated Palestine, Sweden, and Germany. They also exhibit a 

diverse age profile, beginning higher education as early as 1927 and, with minor exceptions, 

completing their PhDs between 1937 and 1965. Yet in almost every publication career, 

Pigouvian tools and reasoning dominate externality analyses. Diversity on this scale rules out 

generational, institutional, or pedagogical indoctrination. 

Some of our authors use Pigouvian reasoning and tools based on personal study of 

Pigou’s welfare economics. By his own admission late in life, Samuelson was a great admirer of 

Pigou, a “more fertile developer” of Marshall’s ideas than the master himself. Thanks to the 

generosity of his graduate school friend, Shigeto Tsuru—who had to dispose of his library before 
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being “repatriated” to Japan in 1942—he owned a copy of The Economics of Welfare, which he 

read “carefully” and knew “well” (Suzumura 2005, 328-329, 335; 2006, 615). The virtues (and 

weaknesses) of Pigou’s analysis figure prominently in a long chapter of Foundations of 

Economic Analysis on welfare economics (1947, 203-253). In a later contribution to a debate on 

the evaluation of real national income (Samuelson 1950a), he praised Pigou’s “principal 

theorem, that each resource should have equal marginal (social) productivity in every use, with 

price everywhere equal to marginal (social) cost” (Samuelson 1950b, 21). Thus the reference to 

Pigou in Economics, although brief, is unsurprising.  

In 1983, Heidelberg University granted an honorary doctorate to its illustrious alumnus 

Richard Musgrave. In a lecture on that occasion, he recalled the early inspirations for his work in 

public finance, including Pigou’s welfare economics (1983, 2). After finishing his early studies 

at Heidelberg in 1933, he was educated in a “sound foundation of Marshallian economics” at the 

University of Rochester in the mid-1930s. Pigou’s Economics of Welfare, one of his “favorite” 

texts as a graduate student, identified “the strategic importance of externalities and the need for 

public provision to deal with them” (ibid., 4, 6). The two-volume collection of Musgrave’s 

papers in public finance include many references to Pigou’s contributions to the theory of 

taxation (Musgrave 1986a, 1986b).  

William J. Baumol Papers at Duke University include many cryptic notes on articles he 

read as a PhD student at the London School of Economics (1947-49). Among other 

considerations, they document his interest in the controversies that followed publication of The 

Economics of Welfare (1920)—the debates on ideal output, external economies and 

diseconomies, and the scope, method, and foundations of welfare economics. This material 

incudes short notes on the contributions of Dennis Robertson, Piero Sraffa, Gerald Shove, Pigou, 
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Richard Kahn, Lionel Robbins, Roy Harrod, and J.R. Hicks (Box 82). These themes came 

together in his PhD dissertation, written with the intention of generalizing the concept of 

externalities, supervised by Robbins, and submitted to the London School of Economics in 1949 

(Krueger and Baumol 2001). Revised and published as Welfare Economics and the Theory of the 

State (1965 [1952]), Baumol described it as an analytical “extension and generalization of the 

formal argument used in discussions of external economies,” as developed by Pigou, Marshall, 

and others (ibid., 52, 62). The Pigouvian turn of thought is a prominent feature in his solo work 

as well as his collaboration with Wallace Oates in the 1970s (see for example, Baumol 1971, 

1972; Baumol and Oates, 1971). The Theory of Environmental Policy (Baumol and Oates 1975) 

was hailed as “the most influential book” in the early decades of environmental economics as a 

field, the text that “educated many of the leading scholars” in forming how “they, and a 

generation of policy makers, viewed environmental policy design” (Panagariya et al. 1999, xvi; 

emphasis in original). At its publication, the book was considered “an excellent summary of 

recent journal articles” positioned within the Pigouvian camp (Randall 1976, 260).  

When Buchanan, funded by the GI Bill, entered the PhD program at Chicago, he was 

almost immediately exposed to “goodly doses of Edgeworth-Pigou normative utilitarianism” in a 

course on state and local taxation taught by Simeon Leland, an economist trained in British 

neoclassical theory (Buchanan 2007, 83; Johnson 2014, 483). However, he experienced a life-

changing event by attending Frank Knight’s lectures on price theory in his first term. Inspired by 

Knight and “converted by the power of ideas,” he became “a zealous advocate” of the allocation 

and coordination mechanisms of the market (Buchanan 2007: 5). Knight’s assessment of Pigou’s 

welfare analysis is a classic in the history of economic thought (Knight 1924).13 Although a critic 

of The Economics of Welfare, he knew the book well. He had used the first edition as a textbook 
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in economic theory and considered the second edition “economics at its best so far” (Knight 

1926, 58, 51). If Buchanan’s postdoctoral work on road pricing (1952, 1956) is any indication, 

he had a good foundation in Pigouvian analytical logic from his early years of graduate training.  

Most of our authors do not cite Pigou, even as they use his tools and mode of reasoning. 

Several observations are in order in this regard. (1) Although reprints and at times new editions 

of Pigou’s books were still available in the postwar era, almost all his theoretical work was done 

before WWII. Citations are generally biased in favor of recent over older works (McCain 2014, 

130); for the postwar generation of economists, his ideas may have been too old to cite. (2) 

Several authors treat Pigou’s externality tools and analysis as so much a “part of the knowledge 

base of scholarship” that it was “invoked without attribution” (ibid., 132; Merton 1979, ix). 

Perhaps the best example of this practice is provided by Edwin Mills, an urban economist.  

 

I suspect one would be hard-pressed to find a proposition that commands more 

widespread agreement among economists than the following: the discharge of pollutants 

into the atmosphere imposes on some members of society costs which are inadequately 

imputed to the sources of pollution by free markets, resulting in more pollution than 

would be desirable from the point of view of society as a whole (Mills 1966, 40).  

 

In his celebrated work on water quality management, Kneese repeatedly referred to a “long” held 

agreement among economists that technological externalities could be “encountered by levying 

taxes” on polluters and subsidizing their victims (Kneese 1964, 57; Kneese and Bower 1968, 98). 

In his seminal paper on “The Economics of the Coming Spaceship Earth,” Kenneth Boulding 

expressed the same sentiments: the standard arguments on externalities were so “familiar to 
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economists” that there was no need for recapitulation. A “very large proportion of current 

pollution and deterioration of the environment would be prevented” if “social damages” could be 

taxed (Boulding 1966, 14).14  

 (3) Recall Mertonian “obliteration by incorporation” (Cole 1975, 187), which occurs 

when the ideas of an original thinker become so deeply embedded in a field that they surface 

only in references to subsequent writings of lesser figures—epigones of the master and 

intermediaries, who interpret the original ideas and convey them to later generations of workers. 

In this regard, the case of Allan Kneese is instructive. In a contribution to a festschrift in honor of 

William Kapp, he acknowledged his debt to The Social Costs of Private Enterprise (Kapp 1971 

[1950]) as an important influence that had led to his research in environmental economics in the 

previous fifteen years (Kneese 1977, 93). In Social Costs, Kapp had cited several of Pigou’s 

books, giving detailed summaries of his analyses of consumption, production, and intertemporal 

externalities together with his discussions of possible remedies: taxes, subsidies, legislation, and 

prohibition. By virtue of the ancient but not antiquated practice of scholarly commentary, Kneese 

would have become familiar with Pigou’s work on externalities by reading Kapp.15 Kneese’s 

publications during the 1960s include numerous references to other economists—Coase (1960), 

Buchanan (1962), Buchanan and Stubblebine (1962), Baumol (1965[1952]), Davis and Whinston 

(1966) among them—who had taken positions on Pigou’s framework. 

 (4) Finally, informal discussions of Pigou that may have taken place—occasionally called 

an ‘oral tradition’—are not recorded. However, we do know that our authors shared and debated 

ideas as members of a social network. In 1964-65, Edwin Mills was a senior staff member of the 

US Council of Economic Advisors (CEA). In this capacity, he contributed to the Economic 

Report of the President (CEA 1966) under the guidance of its members: Gardner Ackley, Arthur 
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Okun, and Otto Eckstein.16 Musgrave, Baumol, and Samuelson were CEA consultants in the 

same year. Ackley wrote the preface to the proceedings of a symposium on air pollution held at 

the American University, attended by Kneese and Mills (Ackley 1966, 8). Ackley and Boulding 

were colleagues on the University of Michigan for decades. Knees’s environmental work was 

inspired by Multiple Purpose River Development, coauthored by Eckstein and Kneese’s future 

RFF colleague John Krutilla (1958). Aside from textbooks he assigned to his students, this was 

the first book Kneese read on finishing graduate school (Kneese 2000, 58). In addition, Kneese 

presented a paper at an urban economics conference that Musgrave and Eckstein attended. 

Kneese, Mills, Boulding, and Ralph Turvey—who had met Baumol at the London School of 

Economics after the war—presented papers at the sixth RFF forum on Environmental Quality in 

a Growing Economy (Jarrett 1966). Kneese and Mills also attended a symposium on the 

economics of air pollution (Wolozin 1966). In 1970, Mills joined the Princeton University 

faculty, where he became a colleague of Baumol and Oates.17 Before delivering his Wicksell 

Lectures in March 1971 on Environmental Protection, International Spillovers and Trade in 

Stockholm, Baumol sent Kneese his drafts for comments (William J. Baumol Papers, January 6 

and 8, 1971, Box 61). This account could be extended much further. The formal connections of 

our authors generated informal associations. In light of this evidence, it is not unreasonable to 

suppose that if discussions of externalities entered these associations, the interlocutors were 

speaking the language of Pigou. 

 

CONCLUDING REMARKS 

Following World War II, was Pigouvian externality analysis a significant component of 

pedagogy in economics? Was it an important piece of equipment in professional training and 
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academic socialization—a presumptive credential of competence in beginning a career? The 

foregoing account suggests a strategy for handling these questions. 

Tables 1-4 summarize the reception of Pigou’s externality analysis in textbooks or their 

surrogates. Each book represents a substantial investment of intellectual capital as well as a 

career choice on how to allocate years of work and configure a socio-professional identity. A 

textbook published circa 1960 by a young author was a result of years of training over the 

previous decade or more in which the contingencies of training could prove to be critical factors: 

the department where one studied, the professors who proved to have great weight in advancing, 

or in some cases inhibiting, professional development, and the set of skills mastered. If there is 

any truth to the rule of thumb that achievement of expertise in any field is a matter of some 

10,000 hours of work—irrespective of whether it is playing the cello, woodworking, or 

economics—then it is of some importance to consider the circumstances under which that work 

was done. Thus where it was feasible to explore the professional socialization of authors, we 

have done so, albeit briefly. 

Is it surprising that the research and publications of postwar economists were based on 

Pigouvian premises? Not really, as this paper has shown. In externality analysis, Pigou’s 

premises were the default platform for an impressive array of influential texts. To become an 

economist in the generation following the war was, in a strong sense, to be trained in Pigouvian 

analysis. It was favored by a principle of parsimony, a pragmatic reduction of analytical 

apparatus to a minimum necessary for solving problems at hand, and a principle of “doxastic 

inertia” that ascribes a privileged epistemic status to default positions, requiring justification not 

for current beliefs or established analyses but for departures from them in favor of untested 
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alternatives (Levi 2012:35-36). And so Pigou’s framework was treated in the texts we have 

examined.   

It was of course not inevitable that postwar environmental, public finance, and urban 

economics would take a Pigouvian course. When our authors began their work, they did not 

confront a Pigouvian ‘lock-in’ in any strict path-dependence sense. In broader terms, however, 

they were constrained by path-dependent logic. As the disciplinary standard, Pigouvian analysis 

was canonical work—completed, republished, and widely taught before the war. None of our 

authors considered how they might develop an alternative at the beginning of their careers. 

Although they had pursued various agendas in writing their books, this was not one of them. As 

Joseph Stalin—a man who read, edited, censored, banned, and even wrote his share of 

textbooks—observed, “writing a textbook is not a simple matter.” Entertaining the possibility of 

an alternative would have presented formidable switching costs incurred in mastering, 

introducing, and defending the superiority of a new analysis. Assuming these costs was not a 

plausible career choice for an economist engaged in textbook authorship or textbook-like 

solutions to real practical problems. From the perspective of career paths, research programs, 

publishing commitments, commercial opportunities, and reputational values, these costs favored 

the broad Pigouvian program, with its liberal range of possibilities and numerous variations.  
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ENDNOTES 

 
1 Like Medema, Banzhaf does not rule out the possibility of an oral Pigouvian tradition and takes 

note of an observation made by Kneese “indicating such a tradition looms in the background.” 

To his claim that the case for a Pigouvian connection is not confirmed by references or citations, 

Banzhaf enters an important caveat: “one possible reason economists might not have attributed 

their ideas to Pigou is that his ideas had become so embodied in economics, so taken for granted, 

that they did not warrant citation.” This possibility, he claims, is outweighed by the non-

Pigouvian arguments of leading thinkers in early environmental economics as well as 

undisclosed “hints” he finds in the citations they employ (forthcoming). Banzhaf’s caveat is an 

epigrammatic statement of one main thesis of the present paper. 

2 For similar exercises in authorial self-promotion, see Samuelson (1955, vii) and Mills (1972, 

iii.) 

3 What is a scientific textbook? In The Structure of Scientific Revolutions, this question had an 

unambiguous answer that was seductively simple. Science was creative—not creation de novo 

but original in a robust sense grounded in research and discovery. Textbooks were not science in 

action—the work itself, the methods actually used in doing science, the experience of scientific 

inquiry and production. On the contrary, they recorded its results or products, the conclusions of 

investigations abstracted from the circumstances under which they were produced. Eliding the 

uncertainty, excitement, and incentives that defined the dynamics of scientific inquiry, textbook 

science was colorless and thin. These properties of textbooks were tied to their epistemological 

and institutional locus in the field of pedagogy. Scientific pedagogy was not science but its 

reproduction. Because of the inherent pedagogical function of textbooks, they could not qualify 

as science but only its exposition, simplifying and standardizing the transmission of discoveries 
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and doctrines legitimated as truth or fact by a disciplinary consensus. It follows that textbook 

science was essentially conservative, in opposition to the progressive ethos of science itself, 

chained to the iron law of progress, as Max Weber famously remarked. Thus “a regime of 

accumulation and reproduction” as opposed to “a regime of innovation and creation” (Garcia-

Belmar et al., 2005, 222). This conception of the textbook and textbook science has not been 

sustained by subsequent scholarship, in which it is now regarded as something of a caricature. 

On the quality of work that can be achieved by serious scholarship on the interplay of scientific 

research and scientific pedagogy as well as the creative role of textbooks in research and the 

breakdown of the textbook science/creative science dichotomy, see Hannaway (1975), Olesko 

(1991), Warwick (2003), Kaiser (2005, 2012a, 2012b), and Matthews (2014). News of these 

developments in post-Kuhnian scholarship has reached the shores of the history of economics. 

See, for example, Medema (2012) and Giraud (2019). 

4 In 1990, the Volvo Environmental Foundation in Sweden awarded its first international award 

to John Krutilla and Kneese for founding “resource and environmental economics as a research 

discipline,” leading the field “in combining the science of economics and ecology,” and 

“systematically analysing the various aspects of environmental impact within the current 

economic system” (2023).   

5 In characteristically Pigouvian fashion, he qualified these claims with a caveat: cases of 

divergence or sub-optimality must be studied carefully because an optimum is a relative state 

that depends on “certain conditions.” For instance, the cost of reallocating labor from one 

industry to another may be “much more significant than the superior optimum which emerges if 

these costs are ignored” (1931[1929], 18).  
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6 The rare exception: Pigou’s famous rabbits. Raised by one farm owner, they invade 

neighboring land. Unless the two parties are related as landlord and tenant, in which case 

compensation could be made by adjusting rents (Pigou 1932, 185). 

7 Between 1912 and 1928, Pigou labored over his framework: refining terminology, defending 

the importance of the as-yet empirically empty apparatus (Clapham 1922; Pigou 1922); and 

improving its logical consistency, as a result of which he eliminated diminishing returns 

industries as a third source of incidental costs (Young 1913; Pigou 1924a, 1924b; Sraffa 1926; 

Pigou 1927, 1928a). His analytical framework honed, he included it, without modification, in the 

last two editions of The Economics of Welfare (1928b, 1932) and A Study in Public Finance 

(1928c, 1929, 1947) as well as Socialism versus Capitalism (1937) and Income (1946), books 

written for the broadly educated public. 

8 Pigou cited research that provided quantitative estimates of the overall, but not marginal, cost 

of air pollution in Pittsburgh—$£4 per person per year—and Manchester (£290,000 in 1918 for a 

population of 750,000) (Pigou 1932, 184-85, n4). 

9 See for example Alchian and Allen (1964, 742-745); Eckstein (1965, 27); Reynolds (1966, 

454); Kneese and Bower (1968, 81); Musgrave and Musgrave (1973, 78); and Freeman et al. 

(1973, 65). Baumol and Oates (1979, 112 and n1) refer to Garrett Hardin (1968) and John H. 

Dales (1968) on the tragedy of the commons. 

10 Baumol and Oates 1979, 77. See also Musgrave (1959, 7), Musgrave and Musgrave (1973, 

77), Netzer (1970, 32), Hirsch (1973, xvi), and Button (1976, 7). 

11 See also Eckstein (1964, 11) and Ferguson and Krep (1965, 723). 

12 In his unexpectedly popular book on the costs of economic growth, Ezra Mishan deplored the 

“plague of motorized traffic,” the most “notorious by-product of industrialization the world has 
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ever known”—a world of “fumes, filth and stench,” and the “mutual strangulation of the traffic” 

(Mishan 1967, x, 5, 6). When it was eventually published—after rejection by several publishers--

The Costs of Economic Growth was “a tremendous success.” It “received ‘rave reviews’ even 

from academic economists,” and led to an exclusive New York Times Magazine interview with 

the author in 1971 (Turner 2006).    

13 In the first edition of The Economics of Welfare, Pigou made fugitive remarks about two roads, 

A and B, which exhibited diminishing returns to travel but in different degrees. Charging a 

higher tax rate on drivers who took the more congested road A would redistribute traffic to the 

less congested road B, taxed at a lower rate. The result: a more effective allocation of road 

services (1920, 194). Pigou did not consider the ownership structure of the two roads. Turning 

this illustrative example into an elaborate exercise, Knight showed that if roads were privately 

owned, taxes would not be needed; market dynamics would lead to differential tolls on the roads, 

resulting in an optimal distribution of traffic. William Breit and Roger Ransom have claimed that 

“Knight’s devastating critique” caused Pigou to drop the short passage on road pricing from 

subsequent editions of The Economics of Welfare (2014, 197). However, there is no evidence 

that Pigou read Knight’s article before publishing the second edition. Kenneth Button has argued 

that Pigou “laid the foundation for the modern theory of road pricing” (2020, 418).  

14 While studying for the Philosophy, Politics and Economics degree at Oxford University in the 

late 1920s, Boulding’s first supervisor, Lionel Robbins, recommended that he read Pigou’s 

Economics of Welfare (Scott 2015, 32). In turn, he recommended it to those who read his two-

volume introductory text: Economic Analysis (1966, Volume 1, p. 706; Volume 2, 274). 

15 Sebastian Berger has argued that Kapp’s social cost theory does not share the weaknesses of 

Pigou’s framework, which limits it to discussions of equilibrium prices and calls for ex post 



45 
 

 
solutions to externalities. Instead Kapp makes a case for institutional change that would support 

ex ante solutions (2015, 240-249). In their survey article on environmental economics, Anthony 

Fisher and Frederick Peterson considered Kneese’s work on water quality management as “an 

explicit” application of Pigou’s externality analysis (1976, 12). Since Kneese had reviewed an 

earlier draft of their paper, it is safe to assume that he agreed with this judgment. In his article on 

Kapp, Kneese did not mention Pigou but took note, with little enthusiasm, of Kapp’s institutional 

approach to environmental economics. His own approach, on the other hand, was “based on the 

concepts of neoclassical economics,” which he proposed to extend and adapt (Kneese 1977, 93).  

16 Members of the CEA recommended “a system of economic incentives” as a pollution 

abatement policy, to include “fees or charges levied against a polluter in accordance with the 

damages caused by his pollutants” (CEA 1966, 121). 

17 Princeton is the alma mater of Gregory Mankiw—Chairman of the Council of Economic 

Advisors (2003-2005) in the George W. Bush presidency—who published his Pigou Club 

Manifesto in the Wall Street Journal in October 2006. He proposed raising the gasoline tax—as a 

consumption tax it was superior to the income tax—by one dollar per gallon over a ten-year 

period. This would reduce carbon emissions and traffic congestion, provide regulatory relief, 

raise public revenues, and promote national security by reducing reliance on oil imports. He 

followed these initiatives by a lecture at the annual meeting of the Eastern Economic Association 

in 2008, where he issued an open invitation to his peers to join the Pigou Club, which had 

already inducted luminaries such as Richard Posner, Paul Samuelson, Larry Summers, and Paul 

Volker (Mankiw 2006, 2009). In August 2022, we asked Mankiw when and how had he first 

encountered the concept of the Pigou tax. Because he had completed his undergraduate studies in 

1980, which is at the end of the period we examine, we were more interested in the training of 
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his professors. Although his recollections were not exact, he thought it was likely that he had 

learned the concept either in principles of microeconomics with Harvey Rosen (BA, 1970; MA, 

1972; PhD, 1974, all at the University of Michigan) or public finance with Wallace Oates (Ph.D., 

Stanford, 1965) (correspondence with Mankiw, August 1, 2022). Rosen recalls first being 

exposed to the idea of a Pigouvian tax—“although it was not labelled as such”—in an 

introductory microeconomics course taught by Harold Levinson, a labor economist who had 

received his undergraduate and graduate degrees from the University of Michigan and taught 

there from 1947 to 1981. However, Rosen believes that the “externalities lecture” was given by 

the public finance economist William Neenan (correspondence with Harvey Rosen, August 1 

2022). An ordained Jesuit priest (1961), Neenan had received a master’s degree from St. Louis 

University (1956) and a PhD from the University of Michigan (1966). Before moving to Boston 

College as Gasson Professor for a year and then an administrator, Neenan published a book 

entitled The Political Economy of Urban Areas (1972). Shortly after arriving at Boston, he 

published Urban Public Economics (1981), a textbook on metropolitan public finance based on 

his 17-year career at Michigan. 


