Walras’ Economic Thought

1. Introduction
Léon Walras (1834-1910) was a pioneering economist whose work laid the foundation for
modern general equilibrium theory. His models formalized the interaction of multiple markets
simultaneously, emphasizing mathematical rigor in economics.
Walras’ work remains central to theoretical economics, helping explain how supply and
demand interact across markets to determine equilibrium prices and quantities.
2. Core Concepts
+ 2.1 General Equilibrium
All markets in an economy adjust simultaneously
Prices coordinate the allocation of resources
Market equilibrium occurs when supply = demand in every market
¢ 2.2 Walras’ Law
The value of excess demand across all markets is zero
If n—1 markets are in equilibrium, the nth is automatically in equilibrium
+ 2.3 Tatonnement Process
Iterative adjustment of prices to reach equilibrium
No transactions occur until equilibrium prices are found
3. Mathematical Formulation
Walras formalized economics using systems of equations:
Let Xi represent goods
pi represent prices
Excess demand function: Zi(p) = Di(p) — Si(p)
Equilibrium condition: Zj(p*) = 0 for all i
4. Assumptions
Rational agents maximizing utility or profit
Perfect competition
Complete markets
No transaction costs
These assumptions simplify reality for analytical purposes.
5. Implications
Provides theoretical basis for market efficiency
Explains price formation across interconnected markets
Foundation for modern general equilibrium and welfare economics
6. Criticism
Unrealistic assumptions (perfect information, complete markets)
Ignores institutional and behavioral constraints
Complexity of real-world application
7. Applications
Macroeconomic modeling
Policy simulation
Welfare analysis
Example: Using Walrasian models to predict effects of taxation on multiple markets.
8. Conclusion
Walras’ economic thought introduced a systematic, mathematical approach to understanding
how markets coordinate. His general equilibrium theory remains a cornerstone of theoretical
and applied economics.



