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Abstract 
 
The present article introduces Development, a new, unpublished and hitherto unknown article 
written by Joseph A. Schumpeter. It was originally written in 1932 and titled Entwicklung. 
Development is remarkable since it helps understand the unity of Schumpeter’s work and 
significantly adds to Schumpeter’s known works on a number of issues that were central to his 
theory of economic development. Development shows that Schumpeter considered the explanation 
of novelty as the most important unsolved scientific problem. For Schumpeter, entrepreneurship 
remained a good description of novelty, but, by his own admission in Development, nothing is 
explained thereby. On the optimistic side, Schumpeter indicates that theoretical advances might be 
forthcoming that can help a better understanding of the social dynamics which gives rise to novelty.  
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Schumpeter’s unknown article Development 
 

Introduction 

Development is a new, unpublished and hitherto unknown article written by Joseph A. Schumpeter. 

This article was originally written in German and titled Entwicklung. It was part of a voluminous 

folder containing sixty-nine articles that in 1932 were offered to Emil Lederer in honour of his 50th 

birthday. Lederer’s birthday folder was never published, and neither was Schumpeter’s article. As 

fate would have it, Schumpeter’s unknown article was recently uncovered in a remote archival box 

by Hans Ulrich Eßlinger. It is here presented in English translation in order to make it accessible to 

the wide readership that continues to draw inspiration from Schumpeter’s work (Samuel Bowles, 

Herbert Gintis, and Melissa Osborne 2001; Louis Makowski and Louis and Joseph M. Ostroy 2001; 

Richard R. Nelson and Sidney G. Winter 2002; Nelson 1995; Richard Schmalensee 2000).  

Development is a remarkable article, and it deserves attention for a number of reasons. This 

article significantly adds to Schumpeter’s known works by presenting a link between his early 

thoughts on economic development and his later works on business cycles and democracy. 

Development also shows that novelty and indeterminacy were the central concerns underlying 

Schumpeter’s entire work in economics. And as the article points out, the appearance of novel 

phenomena of economic consequence and the indeterminacy of economic life remain the unmet 

challenges also for the rigorous formal economics emerging during the early 1930s. We may add, 

that even today the modelling of emergent novel phenomena is a major scientific challenge (Robert 

Axelrod 1997; J. Doyne Farmer and Andrew W. Lo 1999; Leigh Tesfatsion 2001).  

Schumpeter’s unknown article is further remarkable because it is the only work in which he 

reconsiders and adds precision to the definition of economic development provided in Theorie der 

wirtschaftlichen Entwicklung (TWE), his most important work in economics (Richard Swedberg 

1991) first published 1911. It is also the only work in which he attempts to re-conceptualise 
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economic development within the broad context of the economy as a whole, an idea sketched in the 

first edition of TWE (1911). These ideas were omitted in the second German edition that served as a 

canonical template for subsequent editions and translations, including the English translation of 

1934, titled The Theory of Economic Development (TED). In the article, Development, Schumpeter 

for the first and only time connects to his early ideas on economic development. This article clearly 

shows that these early ideas remained important influences that continued to shape his thinking on 

what Paul A. Samuelson (1983, p. 355) dubbed “the majestic problems of economic development.”  

Let us briefly recall the contours of Schumpeter’s theory of economic development, presented 

in TED (1934). According to wide agreement in the secondary literature (Eduard März 1991; 

Wolfgang F. Stolper 1988; Stolper 1994; Swedberg 1991), the most important elements are: (1) the 

process of economic development is endogenous, (2) the entrepreneur is a particular type, a leader 

motivated by the urge to act, who performs the entrepreneurial function of carrying out new 

combinations (introducing new products, new production methods, new forms of organization, new 

markets, and new sources of supply)1, (3) the entrepreneur is the agent of change whose new 

combinations introduce turbulence into economic life and thereby disturb the equilibrium of the 

steady state, and (4) the emergence of credit-providing institutions through history stimulated 

entrepreneurial activity by offering the credit necessary to divert production factors from their 

habitual use. Schumpeter further distinguished between economic development and economic 

growth. Where economic growth was the incremental adaptation to changes in the economic data, 

economic development was the discontinuous change in the data brought about by either exogenous 

shocks or the endogenous effects of entrepreneurial innovation. 

The significance of Schumpeter’s (1911) early conceptualisation of economic development 

within the broad context of the economy as a whole is to exclude exogenous shocks as explanation 

                                                 
1 See Schumpeter’s (1928a) essay Unternehmer. An English translation, Entrepreneur, has recently been provided by 
Markus C. Becker and Thorbjørn Knudsen (2003). 
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for economic development. This is so, because the whole includes each and every social sector. And 

since all sectors are included, none is a possible source of exogenous shocks. Novelty must 

therefore be explained by some factor endogenous to the economic system, or be left to the 

scientifically untenable principle of uncaused causes. As we know, Schumpeter attributed 

endogenous change to the creative acts associated with entrepreneurial activity.  

Rather surprisingly, however, Development dismisses entrepreneurial activity as an 

explanation for novelty: “…‘creator personality’, merely provides a name, and at best a locality for 

novelty, but nothing has been explained.” This begins to make sense, however, if we consider that 

Schumpeter (1926, p. 93) previously emphasized that the entrepreneur must be viewed not as the 

factor of change but as the carrier of the mechanism of change. Development thus helps understand 

the limits of Schumpeter’s entrepreneur as an explanation of change. By observing entrepreneurial 

acts we can obtain a good description of novelty, but novelty itself is a fundamental condition that 

evades a deterministic explanation. According to Development, the best we can hope for is to 

improve our theoretical understanding beyond mere description of the indeterministic world which 

gives rise to novelty. Apart from the main line of argument that novelty is an insurmountable limit 

for deterministic explanations, Development also implies that novelty may be viewed as an 

emergent expression of the interactions among agents within the various domains of social life. This 

view is interesting because it bears remarkable resemblance to recent attempts to provide an 

explanation of the emergence of indeterministic outcomes within the broad confines of complexity 

research (Sunny Y. Auyang 1999; Brian, W. Arthur, Steven N. Durlauf, and David A. Lane 1997).  

Since Development not only presents new material but also contains Schumpeter’s sharpest 

statements on economic development, his most important contribution to economics, the reader may 

wonder why it remained unpublished. Even if there are good reasons for its unpublished status, why 

did Schumpeter not follow up on the material presented in Development? And why was this article 
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not discovered before? In the following, we will briefly explain how Development was recently 

uncovered from the archival place that made its discovery unlikely, and indicate why it was never 

published (“A note on the discovery of Schumpeter’s article Entwicklung/ Development”). Before 

presenting this detail, we will outline how Development both adds to Schumpeter’s existing works 

on a general principle of economic, social and political development (“Development: A 

Comprehensive Perspective on Novelty”), and to his works on a particular principle of economic 

development (“Development: A peak in Schumpeter’s Conceptualisation of Economic 

Development”). We then leave the reader with the rare pleasure of reading a new article by 

Schumpeter. 

 

Development:  A Comprehensive Perspective on Novelty  

On a first impression of Development we meet the eminent author presenting his problems and 

insights in a particularly lively fashion – not even shying away from using illustrations from the 

history of arts. At first sight, the reader may be wondering whether the author’s choice of 

illustration in terms of Florentine arts is a matter of convenient illustration or perhaps flamboyant 

style. On a closer look, however, it becomes clear that the author’s choice of illustration serves an 

important theoretical purpose. Right from the beginning the reader is reminded of the article’s 

comprehensive perspective, a perspective that suggests that Schumpeter was addressing issues of 

relevance to a theory, or perhaps even a philosophy, encompassing all of the social sciences. In 

Development, Schumpeter’s interest lies not only in novelty as a particular economic phenomenon, 

but also in a possible general principle of novelty common to the various expressions of novelty in 

each particular science.  

As can be expected, such a perspective implies a number of logical and methodological 

considerations. Still, it is rather surprising to be confronted with the idea that only a sociological 
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analysis would hold the key to understanding the change processes that can be observed in each 

particular science. In the present article, Schumpeter emphasizes the necessity of sociological 

access, but a more detailed argument is not provided. The contours of Schumpeter’s argument 

become clear, however, when Development is considered against the background of the first edition 

of TWE (1911). It then becomes clear that the sociological reflection of cultural development is an 

indispensable element of the vision that guides Schumpeter’s theory of economic development, first 

introduced in 1911. The more recent secondary literature, and in particular Yuichi Shionoya (1997, 

pp. 31-3), has acknowledged this insight. Here, it is worth dedicating our attention to the 

sociological underpinning of Schumpeter’s theory of economic development, because in his later 

works, these ideas are only mentioned sporadically, and often appear rather cryptic. In Business 

Cycles, for instance, they are presented in a footnote, according to which “The writer believes, 

although he cannot stay to show, that the theory [of innovation] here expounded is but a special 

case, adapted to the economic sphere of a much larger theory which applies to change in all spheres 

of social life, science and art included.” (Schumpeter 1939, Vol. I, p. 97, n 2).2 While Schumpeter 

repeatedly emphasizes that innovation must be interpreted as a special case of the general 

phenomenon of leadership (Schumpeter 1928a; Schumpeter 1934), there are very few texts from his 

hand that consider a comprehensive theory which would apply to “change in all spheres of social 

life”. One could therefore come to think that Schumpeter had silently discarded most of his early 

ideas on a comprehensive sociological underpinning of the theory of economic development that 

were published close to the year 1911. 

                                                 
2 This footnote was omitted in the much-abridged edition of 1964. Note further that Schumpeter’s unabridged edition of 
Business Cycles contains clearer traces of the arguments set forth in Development. Consider the following interpretation 
of external shocks (progress from outside): “Sociologically, the case is, of course, not different from the case of a new 
scientific principle – or, for that matter, of a new way of seeing nature in the case of painting – which also comes as a 
hostile shock both to existing habits of scientific thinking – or of printing – and to those who expound or practice 
them.” (Schumpeter 1939, Vol. I, p. 108, n. 1).   
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As the present text shows, this would be unwarranted speculation, however, since 

Schumpeter’s (1911) early vision remained firmly in place as he continued to build on the ideas of a 

comprehensive social theory that was not transferred to the much-abridged second edition of TWE 

(1926). Our text thus partly confirms the opinion expressed by Shionoya. And it is likely to inspire 

further research that can provide a detailed understanding of Schumpeter’s vision of the economy as 

a whole, and help a better understanding of the complicated history of the origin of this vision. It is 

well known that many passages of the original text of 1911, which deal with the general nature of 

the problem of development, its sociological foundation and questions related to the synthesis of 

partial perspectives of development, were changed or – like the seventh chapter – dropped 

altogether when Schumpeter revised it for the second edition of 1926. Such modifications start in 

1914 with the article on Wellenbewegungen des Wirtschaftslebens (Schumpeter 1914). This is not 

the right place to embark on a more detailed analysis of the shifts in Schumpeter’s thought, or to 

consider the motives for the many stylistic and substantial changes. One point, however, is crystal 

clear: Besides changes in style and language, Schumpeter’s revision of TWE (1926) also adjusts his 

concepts because their previous contents are considered misleading or even plain wrong, such as the 

anthropological dichotomy of energetic and hedonic types in social populations that was of 

fundamental importance in the first edition of TWE (1911). On the other hand, in revising, 

Schumpeter also had his colleagues and their mental habits in mind. For this reason, later versions 

of his ideas are not always free of revisions that were pure acts of adaptation to his audience. All too 

well does Schumpeter know the “mind of every well-trained economist, whom experience has 

taught to think little of … sociology” (Schumpeter 1928b, p. 379 n. 1). 

In this connection, there is reason to hope that our text will also yield new insights into the 

social science influences that were formative of the fundamental lines of Schumpeter’s analytical 

universe. Since our text suggests that Schumpeter’s post-1925 works represent, at least in part, a 
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direct continuation of the comprehensive social theory of the first edition of TWE (1911), the 

importance of the sociological works of Friedrich von Wieser has to be emphasized (Streissler 

1994). In consequence, with respect to the formation of certain fundamental convictions that 

continued to influence Schumpeter’s work, the year 1911 attains the character of terminus ad 

quem.3  

In the light of the underlying structure of Schumpeter’s early work, it is not surprising that 

since 1911, Schumpeter was concerned primarily with the world “of the artist, scientist, politician 

and also our captain of industry”4. This also points to a possible conceptual unity underlying his 

entire works in the history of science, political science and economics.5 Sharpening our mind to 

perceive the possible unity of, and inner relationship between, topics and argumentations in 

Schumpeter’s works might thus help avoid the misinterpretations that can be attributed to the 

apparent universal character of Schumpeter’s individual theories. The idea of a supposedly 

economic theory of democracy (John Medearis 2001; Gary J. Miller 1997) probably also belongs 

here. One could just as well attempt to identify an aesthetic theory of economics in the manuscript 

published here.  

When considered against the background of the corresponding approach of 1911, the 

material in Development shows that, for Schumpeter, understanding the social whole did not merely 

imply that economic concepts are supplemented with concepts from economic sociology. As can be 

seen from our text, what is implied is something similar but at the same time very different: The 

regress to sociology is generally the necessary condition enabling consideration of the evolutionary 

dimension of a subject matter. Accordingly, next to economic sociology Schumpeter also has in 

mind a sociology of knowledge, a sociology of arts, and a sociology of the political, all of which 

                                                 
3 In this sense, it also demarcates a critical limit regarding the question of Schumpeter’s likely reception of Weber’s 
work, an issue debated in the secondary literature (Shionoya 1997; Stolper 1991; Swedberg 1991). 
4 A typical enumeration in Schumpeter (1911, p. 147). 
5 See also the argumentation of Shionoya (1997, pp. 31-3), which on many points parallels ours. 
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help understand the energy and the mechanism of development, not just in general but also in each 

particular sphere. The question how the sociological insights in each particular sphere can be 

combined into a perspective that conveys the understanding of a modern, i.e., differentiated, whole, 

was also Schumpeter’s central concern when he attempted in TWE (1911) to grasp the overall 

tendency of the socio-cultural development of a people.  

As already hinted at in the above, the sociological approach proposed in the present text is a 

constructive adaptation of Wieserian sociology, according to which any cultural sphere can be 

interpreted as a social system which comprises the actors that produce the cultural performances or 

goods in question (within the sphere of the economy, the arts, politics, science etc.). At first sight, 

changes in the behaviour of any system can be studied as conditioned reactions to changed 

constellations of the environment of the system. For Schumpeter, such an interpretation does not 

lead to a meaningful overall view of the social whole, however, even when switching from a causal 

explanation to studying the conditioned interactions between all spheres. Especially in the light of 

the possible underlying deterministic interpretation, doing so would force us to interpret the social 

life of a people as being in the last instance a mere reaction to “interference from outside and 

change of the natural data” (Schumpeter 1911, p. 541). Although such a deterministic interpretation 

provides a meaningful view of the social whole, it does not in any way provide insights regarding 

“the view of the social activities as a whole” (Schumpeter 1911, p. 539; emphasis added). The 

reason is that the understanding of development processes lies outside the horizon of determinacy. 

Therefore, already in 1911, Schumpeter insists that understanding processes of (economic) 

development requires that we consider a combination of deterministic and indeterministic elements.  

Leading on from the above considerations, we briefly outline two problems that appear to 

merit further consideration. Firstly, as is well known, Schumpeter’s general notion of development 

implies that political, economic and artistic life through long stretches of time can proceed in a state 
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without development. Such a steady state runs practically without leadership (Schumpeter 1928a, 

pp. 482-3), so no internal social leadership structures are required. That assumption distinguishes 

Schumpeter from his teacher Wieser, who interpreted social leadership as, in principle, a 

requirement of any cooperative order. Now, consider Schumpeter’s anti-thesis to the concept of 

development, “if a political body would never encounter new situations, … if science would not 

always run into new problems … then, generally speaking, … there would be no need of any 

‘leading men’…” (Schumpeter 1928a, p. 482). If this statement applies as a general principle, 

Schumpeter would have to consider the difference between adaptive and creative action as a central 

part of his theory of democracy of 1942 (Capitalism, Socialism and Democracy, CSD). No such 

discussion appears in CSD, however. Rather, in CSD Schumpeter seems to think that leadership is 

the conditio sine qua non of any cooperative achievement, independently of its particular 

specification. As far as we can see, the solution to this apparent contradiction in Schumpeter’s work 

is still outstanding.  

Secondly, since Schumpeter saw the crucial element of any social innovation as the 

surmounting of the resistance against it, the sociological image must be questioned that Schumpeter 

has drawn of populations in a state without development (TWE/TED, ch. 2). In this connection, it 

should be pointed out that Schumpeter only considers the sociology of the market situation in a 

passage added to the revised edition of TWE (1926). According to this passage, innovations will 

first appear alongside the existing possibilities (Schumpeter 1926, p. 101). Apart from that, from a 

sociological viewpoint, Schumpeter treats communities proceeding without development as social 

systems whose members are portrayed as community members that are (only) apparently 

autonomous in their mutual relations. Of course, such an interpretation is important, especially with 

respect to the question of the innovation potential of a communist economy as opposed to a market 

economy. Because of Schumpeter’s sociological vision, his distinction between the market 
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economy and the communist economy is not as important as one would like it to be in view of the 

history of the world economy in the 20th century, and with regard to a satisfactory prediction of the 

viability of communism. The reason is Schumpeter’s assumption that entrepreneurs in the 

communist economy would distinguish themselves from their colleagues in the market economy, 

mainly by not forcing cooperation with their economic environment by way of effective purchasing 

power, but by way of other social command powers. In other words: The nature of Schumpeter’s 

sociological approach did not allow a prediction of the circumstance that now has been agreed upon 

as the judgement on the history of the world economy of the 20th century. From an economic point 

of view, the implication is that communism did not fail because of a lack of social command power, 

but because in a system that has no markets, the power of social command cannot facilitate 

sustainable economic development.  

 

Development: A peak in Schumpeter’s conceptualisation of economic development  

The phenomenon of economic and social development was not only the grandest, but also the most 

persistent problem in Schumpeter’s works. And it was surely the topic that had the most enduring 

impact on economics. From the beginning of his academic career (notably, with TWE, 1911) until 

the very end of it (Schumpeter 1947), Schumpeter searched for the most appropriate way to 

conceptualise the phenomenon of development. As a comparative reading of his works shows 

(Becker and Knudsen 2002), Schumpeter continued to adapt his concept of development through 

time. Apparently, he never managed to get it quite right. As explained below, Development must be 

considered one of Schumpeter’s most important works on this topic, a peak in his conceptualisation 

of development. In order to help the reader see this, we will briefly expose the lines of 

Schumpeter’s concept of development, as it evolved in the course of time, to be defined in terms of 

discontinuity, endogeneity, new combinations, innovation, and vector norm.  
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Discontinuity 

Already in Schumpeter’s earliest writings a connection is established between development and 

discontinuity. Although Wesen (Schumpeter 1908) is primarily concerned with statics, Schumpeter 

in passing broaches the issue of development. Challenging Alfred Marshall’s (1890) and Charles 

Darwin’s (1859) motto, Natura non facit saltum, Schumpeter argues that social development is 

discontinuous: “the development at least of human culture, and in particular of knowledge, does 

indeed take place in a leap-wise manner ... progress is not continuous, even though the new thing 

builds on the old” (Schumpeter 1908, p. 8).6 This idea persisted, and would be the main topic for 

Schumpeter as he turned from statics to address the challenge of economic development.  

The article, The Nature of Economic Crises (Schumpeter 1910) was one of the first works in 

which Schumpeter pursued a definition of development to contrast the steady state of the circular 

flow. Where the steady state was characterised by the incremental change and passive adaptation of 

the habitual run of life, development was characterised by leap-like and novel changes brought 

about by creative entrepreneurial acts. According to Schumpeter (1910): “Two kinds of effects of 

such changes in the data of the economy can be distinguished, static and dynamic. The former 

represents the process of passive adaptation of the economy to a new situation within the basic 

contours of given combinations of production and consumption. Nothing substantially new is taking 

place in this process” (Schumpeter 1910, pp. 278-9). In contrast, development is defined as “…all 

such processes, which over time make the image of any economy change in its essence” 

(Schumpeter 1910, p. 277).  

In 1911, Schumpeter published TWE, his most famous work in economics. As the title 

indicates, the entire book is dedicated to address the problem of economic development. In the 

                                                 
6 The association of discontinuity and development goes back to Wilhelm Friedrich Hegel.  



 13 

second chapter, Schumpeter further sharpens his use of discontinuity as a defining criterion of 

development: “Only to the extent that another path is chosen, to the extent that creative construction 

is a possibility, is there a process of development in the true sense, i.e., a transition to new economic 

levels that interrupts continuity” (Schumpeter 1911, p. 155). In other passages of TWE (1911), 

Schumpeter provides the well-known explanation that entrepreneurial activity is the source of 

discontinuities: “... the element ..., which is often called original, creative activity, or new 

construction. The existence of such an element is beyond doubt. It is important in the present 

context because it interrupts the continuity of development in the field in question, because ongoing 

development comes to stop and a new one starts, and because the transition from one to the other 

does not take place simply by adaptation to changes in data in a uniquely determined way.” 

(Schumpeter 1911, p. 127). Note also that this quote nicely illustrates how Schumpeter adds 

indeterminacy as a possible defining criterion of development. Development is a discontinuity of 

the steady state, a disruption of the static equilibrium leading to an indeterminate future 

equilibrium: “…a dynamic equilibrium does not exist. In its innermost essence, development is a 

disturbance of an existing static equilibrium, without any tendency at all to strive again towards 

that, or any other, equilibrium state.” (Schumpeter 1911, 489). In TWE (1911), Schumpeter thus 

describes development as a discontinuity disrupting an existing equilibrium, but following the 

disruption there is not necessarily any tendency towards a new equilibrium.   

As mentioned above, Schumpeter had revised much of the text in the second edition of TWE 

(1926), including the second chapter, devoted to the definition of economic development. The 

consequent changes to his concept of economic development are important in the present context. 

Firstly, Schumpeter now views a discontinuity as the instance of shifting the centre of equilibrium, 

i.e., following discontinuity the equilibrium is eventually replaced with another one (Schumpeter 

1926, p. 93, pp. 98-9, p. 99, p. 100). Secondly, Schumpeter now uses the mathematical concept of 
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continuity to define the steady state of the circular flow: “To the extent that the new combination 

over time can be reached in small steps by way of continuous adaptation, starting from the old one, 

there certainly is change, perhaps even growth, but neither a new phenomenon that would be out of 

the bounds of an equilibrium interpretation, nor development in our sense”7 (Schumpeter 1926, p. 

100). Thirdly, Schumpeter uses the terms “jerky”, and “uno actu” (Schumpeter 1926, pp. 94-5) to 

describe the discontinuities of economic development, thereby giving a sharper meaning to the term 

discontinuity. Finally, Schumpeter further elaborates on the relationship between development and 

equilibria: “Our development theory is ... a particular interpretation focused on that phenomenon 

and on the phenomena it triggers. It is a theory of changes of the path of the circular flow … a 

theory of the transition of the economy from a given centre of gravitation to another one 

(‘dynamics’), as opposed to the theory of the circular flow itself, the theory of continuous 

adaptation of the economy to changing centres of equilibrium and ipso facto also to the effects of 

that change (‘statics’).” (Schumpeter 1926, p. 99). 

Since his early works, Schumpeter had persistently associated development with 

discontinuity. In Development, however, Schumpeter presents a much sharper definition than in any 

other work. 

 

“Without further ado, a continuous increase in population and wealth explains an 
equally continuous improvement of roads and an increase of the mail coaches in 
circulation in a step-wise adapting manner. But add as many mail-coaches as you 
please, you will never get a railroad by so doing. This kind of ‘novelty’ constitutes what 
we here understand as ‘development’, which can now be exactly defined as: transition 
from one norm of the economic system to another norm in such a way that this 
transition cannot be decomposed into infinitesimal steps.” (Schumpeter 1932, emphasis 
in original).  
 

                                                 
7 A part of the formulation has been retained in Development: “If we further note that the change transmuting one 
imprinted form into another one must represent a crack, a jerk, a leap if the problem that I have tried to describe is to 
appear – that starting from the old one, the new form must not be reachable by adaptation in small steps – then we have 
impregnated the following questions with the right meaning...” (Schumpeter 1932). 
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As explained in our text, the norm of the economy that Schumpeter refers to is the (induced) 

vector norm of the Walrasian system. This definition provided in Development, is remarkable. Here 

Schumpeter sharpens his use of the mathematical concept of discontinuity8, and it is the only place 

in which Schumpeter uses the (vector) norm to define the discontinuity of development. Both 

components of this definition have a level of precision and sharpness that are neither found in his 

earlier nor in his later writings. Even if it is debateable whether Schumpeter’s use of the vector 

norm to define development is ultimately tenable9, it is an example of one of the interesting novel 

aspects of Schumpeter’s unknown article, Development. 

In TED (1934), published two years after the completion of Development, Schumpeter had 

relegated the definition of development to a footnote that retained the mathematical concept of 

(dis)continuity but omitted the vector norm: “The author begs to add another more exact definition 

[of development], which he is in the habit of using: what we are about to consider is that kind of 

change arising from within the system which so displaces its equilibrium point that the new one 

cannot be reached from the old one by infinitesimal steps. Add successively as many mail 

coaches…” (1934, p. 64 n. 1)10. As it happened, it is only in Development that Schumpeter’s use of 

the vector norm to define development has been preserved.  

Interestingly, Business Cycles (1939) retains the idea first presented in Development of 

characterising the equilibrium values of the Walrasian system by a norm. The norm of Business 

Cycles (1939) is referred to as the “theoretical norm”. It is defined in terms of the values which the 

elements of the economic system must take in order to be identical to the perfect Walrasian 

                                                 
8 Schumpeter had previously used the formulation of adaptive change as “an adaptation capable of being brought about 
by infinitesimal steps”. (Schumpeter 1928b, p. 59, emphasis in original). 
9 If we use the criterion that the (induced) vector norm of an input-output matrix cannot be reached in small steps from a 
previous norm, this could happen because of a few large changes in the matrix elements, or because of rather small but 
simultaneous changes in all elements. Schumpeter seems to rule out the latter possibility. Note further that as the matrix 
increases in size, even quite large changes in a few matrix elements will at the limit produce incremental change in the 
induced vector norm. Perhaps these ambiguities were the reason why Schumpeter did not continue to define economic 
development in terms of the vector norm.  
10 This footnote does not exist in the second German edition of 1926 but was added in the English translation of 1934. 
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equilibrium. In Business Cycles (1939), Schumpeter further explains that the theoretical norm is 

useful in describing an ideal situation, akin to the businessman’s idea of normal business, however 

far removed from actual life it may be. This idea is consistent with his use of the vector norm in 

Development, but it is less clear. The vector norm of Development has a precise mathematical 

content, whereas the theoretical norm of Business Cycles is just another term for the perfect 

Walrasian equilibrium.  

Our text can thus be viewed as a map of the unsolved problems of economic development that 

Schumpeter had addressed in TWE (TED) and would continue to address in Business Cycles and 

CSD. In Development, Schumpeter describes the general phenomenon of development as a 

discontinuity that appears because of the emergence of novel phenomena. Schumpeter further 

identifies the explanation of novelty as the greatest unmet scientific challenge. Schumpeter clearly 

views economics as the most useful starting point because of its status as a quantitative science and 

because of its equilibrium concept. Remarkably, Schumpeter, in Development, further 

acknowledges the value of both Darwin’s and Mendel’s theories as explanations of incremental 

change, but he dismisses their potential in explaining discontinuity. As our text insists, Darwin’s 

term “sport” or Mendel’s term “mutation” gives a name to leap-like change, but nothing is 

explained thereby. With the benefit of hindsight, we can perhaps question Schumpeter’s dismissal 

of Darwinism on this point. Nevertheless, Schumpeter’s logic appears unflawed. We need more 

than the mere description of novelty provided by entrepreneurs, sports, or mutations; we need a 

rigorous theory according to which the emergence of novel phenomena can be understood.  

Note also Schumpeter’s favourable mention of both Darwin’s and Mendel’s theories as 

possible explanations of incremental change. Since our author explains that he abhors the 

dilettantism associated with the popular notion of “evolutionism”, much idle speculation can now 

be put to rest. As Development shows, Schumpeter is not against Darwin, neither against Mendel, 
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but he simply rejects the untenable evolutionism that continued to influence popular debates during 

the first half of the 20th century. The reason for Schumpeter’s dismissal of both Darwin’s and 

Mendel’s theories is noteworthy. They are not dismissed because they are viewed as unscientific. 

Neither are they dismissed because of their biological content, which would be inconsistent with 

Development’s claim of a general principle of development. Both Darwin’s and Mendel’s theories 

are simply dismissed, because, according to Schumpeter, they cannot further our understanding of 

discontinuity. 

 

Endogeneity 

From his early works onwards, Schumpeter associated development with endogenous change 

(Schumpeter 1910, p. 324; Schumpeter 1911, p. 103, pp. 470-471). Yet, to explain how novel 

changes would suddenly appear from within a restful economy posed an obvious problem that 

Schumpeter never quite managed to solve. In the revision of TWE (1926), Schumpeter reiterates the 

conundrum of endogenous change: “Although it [the circulation of the blood] changes as the 

organism grows and decays, it does so exclusively within the same framework and in a continuous 

manner, however, i.e. in steps that can be chosen smaller than any specifiable quantity. Economic 

life knows such changes, too, but also knows other changes, which do not appear in a continuous 

way and change the framework, the usual path itself. Although they are purely economic – ‘from 

within the system’ – such as for instance the change from mail coach to railway, they cannot be 

understood based on the ‘circular flow’ ...” (Schumpeter 1926, p. 93-4). As the quote indicates, to 

define development in terms of either endogeneity or discontinuity does not meet Schumpeter’s 

requirement. While Schumpeter acknowledges shocks exogenous to the economy as possible 

sources of economic development, Development reminds us that also exogenous shocks require 

explanation. Accordingly, our text defines economic development by the twin criteria of 
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endogeneity and discontinuity. If we further consider Schumpeter’s early vision of the economy as 

a whole, including each and every social sector, we see why any form of development in the social 

realm must be understood as an instance of both endogenous and discontinuous change. In order to 

endogenize the so-called exogenous shocks, access to the social dynamics that is thought to be the 

source of these shocks is crucially important.  

In Development we thus see the reappearance of Schumpeter’s early conundrum. If we follow 

Schumpeter and acknowledge that the economy interacts with other non-economic sectors (politics, 

arts, science etc.), there are no truly exogenous shocks. Therefore, the novel phenomena that are 

sources of development must be explained by factors that are endogenous to the system. But how 

can we explain naked novelty? Development provides two answers. The first is to identify a limit of 

scientific explanation. Because some events are indeterminate, novelty is an insurmountable limit 

for deterministic explanations. Second, even if we can never hope to reach a deterministic 

explanation that enables valid prediction, for example of a future time series, theoretical advance 

beyond mere description is possible. In conclusion, our article thus insists that understanding 

development is a critical unsolved scientific problem, a problem to be attacked by logicians, 

mathematicians and economists.  

This issue also has important implications for theories of economic change that continue to 

draw on Schumpeter’s work. When, for example, Bowles, Gintis and Osborne (2001, p. 1142) write 

that “Joseph Schumpeter attributed [disequilibrium] rents to technical change, product innovation, 

changes in business organization, and other shocks”, Development helps clarify that Schumpeter 

ultimately thought that any shock itself deserved an explanation. According to our text, any shock 

should be considered as endogenous to the social system, and therefore explained by some 

mechanism that Schumpeter, despite a lifelong quest, never was able to identify.  
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Note here that Development dismisses entrepreneurial activity as a possible explanation for 

the same reason that our text dismisses Darwin’s and Mendel’s “sport” and “mutation”. Even if 

these terms help a description of development, Schumpeter insists that nothing is explained thereby. 

As Sherwin Rosen (1997, p. 149) writes, “entrepreneurship is the kind of thing that can be 

recognized after one sees it, but is hard to describe in the abstract.” In Development, Schumpeter 

had foreshadowed such conclusion in dismissing the entrepreneur as an adequate explanation of 

economic development. 

 

New combinations, the entrepreneur, and production functions 

From the outset, Schumpeter viewed discontinuity and endogeneity as the defining characteristics 

of economic and social development. But discontinuities need explanation, and when their source is 

endogenous to the social system this is not a simple task. Throughout his writings, Schumpeter 

explained discontinuities by reference to the entrepreneur. Schumpeter portrayed the entrepreneur 

as a particular type, a leader motivated by the urge to act, who performs the entrepreneurial function 

of carrying out new combinations. Therefore, the entrepreneur is the source of discontinuities; the 

agent of change whose new combinations introduce turbulence into economic life and thereby 

disturb the equilibrium of the steady state.  

Development’s surprising dismissal of entrepreneurship as the explanation of discontinuities is 

the rare instance where Schumpeter himself indicates that he is still searching for an entirely 

adequate explanation of the novel social phenomena he had characterised as discontinuities. But as 

a close reading of Schumpeter’s works through time reveal, the problem of accounting for 

discontinuities that Development identifies is probably a lifelong companion of Schumpeter’s 

academic career. Thus, Schumpeter continued to adapt his explanation of discontinuities as well as 
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his concept of development, indicating that he apparently never got it right. A few selected 

examples will serve as illustration. 

In the first edition of TWE (1911), Schumpeter writes: “…the circumstance responsible for the 

economy not being static is the carrying out of new combinations, and the carrying out of new 

combinations defines the essence and the content of development” (Schumpeter 1911, p. 162). Here 

Schumpeter uses the concept “new combinations” to define novelty, “the new thing”, which gives 

rise to a discontinuity. A similar statement is found in the early article, Eine ‘dynamische’ Theorie 

des Kapitalzinzes – Eine Entgegnung (Schumpeter 1913, pp. 612-3). In TWE (1911), Schumpeter 

then immediately proceeds to characterise novelty in terms of entrepreneurship, the activity of the 

leader who carries out new combinations. 

In Unternehmer and TWE (1926)/ TED (1934) Schumpeter retains the entrepreneur as 

explanation for novelty but the emphasis has shifted. In TWE (1911), Schumpeter had placed a high 

explanatory burden on the unique and strong mental and personal traits of the entrepreneurial type, 

the leader who acts and forces new combinations into existence. Even if Schumpeter’s works from 

1925 and onwards would not omit leadership as a characterisation of the entrepreneurial type, this 

aspect was to some extent downplayed. Rather, Schumpeter would now emphasise the 

entrepreneurial function, whose “essence…lies in recognising and carrying out new possibilities in 

the economic sphere.” (Schumpeter 1928a, p. 483). The picture of development would also become 

more detailed. But even if Schumpeter, for example in Unternehmer (Schumpeter 1928a) and 

Business Cycles (Schumpeter 1939), recognised additional sources of development, 

entrepreneurship remained the primary source.  

Here Development makes a clean statement. As noted above, Development dismisses the 

entrepreneur as an adequate explanatory source of development, thereby admitting that the 

explanation of development would remain an insolvable issue. According to Development, the best 
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we can hope for is to improve our theoretical understanding beyond the mere description of novelty 

in terms of entrepreneurial acts. Because of the surprise at this point, it is useful to note that 

Schumpeter’s dismissal of the entrepreneur in Development is no mere off-hand remark. As 

indicated by its title, our text attacks the problem of development head-on. Despite the importance 

of the missing explanation of development, Schumpeter would never again wrestle with this 

problem in a published text. But he would keep revising the exposition of his theory of 

development.  

The “railroad-example” provides nice illustration since Schumpeter kept returning to this 

example throughout his writings. This example was introduced11 in TWE (1926), and sharpened in 

Development (1932). As noted above, the first English translation of TED (1934) used the phrasing 

of Development in slightly revised form. Only one year later, the railroad example would reappear 

in the article Analysis of Economic Change (1935), but its content had now been significantly 

altered: “innovations are changes in production functions which cannot be decomposed into 

infinitesimal steps. Add as many mail-coaches…”  (Schumpeter 1935, p. 4). Note here that 

compared to the similar definition in Development, Schumpeter replaces the term “novelty” with 

“innovations” and “economic system” with “production functions”, a choice of terms that would 

persist in Business Cycles (1939) and Schumpeter’s later works.  

The focus of Business Cycles (1939) is perhaps best viewed as an attempt to consider the 

micro-economic aspects of macro-economic development, i.e., Schumpeter’s innovations are 

micro-economic aspects of novelty, which are brought about by effects that in theory will show up 

as altered production functions. Yet, the indeterminacy of novel events persists in Business Cycles 

(1939), since Schumpeter regards, at least some, actual events as indeterminate and therefore 

                                                 
11 The example of the transition from the mail coach to the railroad shows up for the first time in the revision of TWE 
(1926). In his earlier works, Schumpeter had used similar examples, of Omnibusses (horse driven) and Tramways 
(electrical) (Schumpeter 1908, p. 421, p. 422), and of the owner of a horse driven transportation not being able to build 
a second railway next to the first one (Schumpeter 1911, p. 502). 
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impossible to predict (or explain causally). In consequence, possible trends of actual empirical data 

can only be determined ex post. Despite the indeterminacy, Business Cycles (1939), consistent with 

Schumpeter’s entire works, advocates for theoretical progress in order to better understand the 

observed data.  

Business Cycles (1939) thus addresses some of the unsolved problems that were identified in 

Development. Since Business Cycles (1939), in comparison to Development, also limited 

Schumpeter’s analytical universe, he avoided the conundrum of explaining novelty or new things 

that emerged out of some source within the economic system. Entrepreneurship remained 

Schumpeter’s best explanation for novelty, but Development points to an important limitation also 

of this explanation. Schumpeter’s (1942) later picture of the perennial gale of creative destruction 

brought about by entrepreneurial acts of creative destruction is perhaps the best known, but as the 

reader can verify, also here the acts of creativity remained unexplained. Development thus adds to 

Schumpeter’s known works by indicating how the problem of development provides a link between 

his early thoughts on economic development and his later works on business cycles and democracy.  

 

Conclusion 

The surprising appearance of Schumpeter’s new article, Development, is a welcome occasion to 

reconsider the foundation and structure of his theory of economic development. Not the least 

because Development is a remarkable article that helps in understanding the underlying problem of 

development that was central to most of Schumpeter’s academic works. The article also provides 

evidence that Schumpeter was aware of and passed reasonable verdict on both Darwin’s and 

Mendel’s theories at the very time of the modern synthesis of biology that would integrate both 

theories. The most important aspect of Development, however, lies in the evidence it provides of a 

clear link between the works of Schumpeter’s early European period and his later American period. 
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It is the only known work in which Schumpeter attempts to re-conceptualise economic development 

within the broad context of the economy as a whole, an idea sketched in the first edition of TWE 

(1911). Development shows that these early ideas remained important influences that continued to 

shape Schumpeter’s thinking on the problems of economic development.  

Development also shows that Schumpeter’s most important problem, the scientific explanation 

of novelty remained unsolved. According to the article’s main line of argument, novelty is an 

insurmountable limit for deterministic explanations. Schumpeter’s problem will, therefore, have to 

remain unsolved if we hope to achieve such explanation. On the optimistic side, Schumpeter 

indicates that theoretical advances might be forthcoming that can help a better understanding of the 

indeterministic world which gives rise to novelty.  

The 1980s and 90s witnessed a dramatic increase in research that looked to Schumpeter’s 

works and ideas for inspiration. The understanding of economic development and its underlying 

social dynamics is clearly of increasing importance in a world where profound and surprising events 

appear at increasing speed. Recent advances in agent-based modelling also seem to fulfil 

Schumpeter’s hope of theoretical progress by modelling the emergence of novel phenomena 

without recourse to sources that are external to the system of interest (Axelrod 1997; Farmer and Lo 

1999; Tesfatsion 2001). Schumpeter’s unsolved problem was profound, however, and much still 

remains to be done before it can be put to rest.  
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A note on the discovery of Schumpeter’s article Entwicklung/ Development 
 
Schumpeter’s article, Development, is part of a voluminous folder offered to Emil Lederer, 
Professor of Economics at Berlin, on the occasion of his 50th birthday on July 22, 1932.12 Hans 
Ulrich Eßlinger inspected the folder in 1993 while pursuing research on Emil Lederer, and in doing 
so happened upon the manuscript of Development. The simple fact that the only copy of the 
manuscript was saved in Lederer’s bequest made its discovery by someone interested in 
Schumpeter’s writings quite unlikely.  

The very heterogeneous and loose collection contained in the folder consisted of 69 
documents spanning the fields of economics, science, the arts, politics, and administration. They 
were intended to “reflect the intellectual production of his friends and disciples [and many 
colleagues]…” in the year 1932 (Hans Speier 1979, p. 267).13 Lederer’s birthday folder consists of 
fresh unpublished manuscripts, and partly of reprints.14 The scientific articles consider economic, 
sociological and legal topics, reflecting the broad range of Lederer’s scientific interests.15 The 
political and economic contributions, originating from friends and disciples in politics and the trade 
union movement16, are testimony of Lederer’s wide-ranging and multifarious influence towards the 
end of the Weimar Republic. Many contributions remind of Lederer’s Austrian origin.  

Lederer and Schumpeter knew each other since they had studied together in Vienna. While 
pursuing different paths, both scientifically and professionally, there were numerous points of 
contact and phases of cooperation. In 1919, for instance, both were members of the German 
Socialization Commission (Eßlinger 1997; Swedberg 1991; Stolper 1994). In the 1920s, they were 
brought together again as co-editors of Archiv für Sozialwissenschaften und Sozialpolitik, and from 
1930 onwards also as co-editors of Beiträge zur ökonomischen Theorie. Lederer furthermore 
intervened in Schumpeter’s favour in the dispute on his possible appointment at Berlin University, 
which would have important consequences for Schumpeter’s professional fate. The minority report 
Lederer filed in the appointment proceedings, dating from July 1932, clearly shows the high 
personal respect he had for Schumpeter. Lederer pointed out “that Professor Schumpeter is a 
scientific personality of very high ranking and of acknowledged international reputation”. He also 
referred to Schumpeter’s possible emigration to the United States as “a huge loss for German 
science”, for which he did not want to take any responsibility (University Archives, Humboldt 
Universität Berlin). We know that Schumpeter reciprocated that respect. In a private letter to 
Gustav Stolper of September 23, 1931, he defends Lederer’s call to Berlin: “He is a competent 
economist indeed and a character of high standing, and certainly the best man in that subject at the 
university in Berlin” (Letter to Gustav Stolper, September 23, 1931; reprinted in Ulrich Hedtke and 
Richard Swedberg 2000, p. 201). No wonder he dedicated the scientific greeting published here to 
his colleague and friend. 
                                                 
12 The folder belongs to the bequest of Emil Lederer, today in the Kirchheimer, Otto, Papers, 1928-1965. German 
Intellectual Emigre Collection. M. E. Grenander Department of Special Collection and Archives, University Libraries, 
State University at Albany, State University of New York.  
13 Speier, a sociologist, was a disciple of Lederer’s. In 1932, he was lecturer at Deutsche Hochschule für Politik in 
Berlin. His own contribution to the Festschrift had the topic ”The proletariat and its critics”. Speier mentions 
Schumpeter’s name in a list of the academic authors that contributed to the collection. He does not cite the titles of the 
contributions, however. 
14 One of the authors, Hans Ulrich Eßlinger, analyzed the collection of essays in 1993. At that time, it contained only 55 
documents. Eßlinger (1997, pp. 142-4) provides a list of the authors’ name, and of the titles of the articles that were still 
conserved in 1993. The collection was made up not only of scientific articles, but also of other items such as drawings, 
sketches, and high-school essays by husbands, wives and children of Lederer’s friends, disciples and colleagues. 
15 Amongst those articles were contributions by Adolph Löwe, Jacob Marschak, Ludwig Mises, Michael Polanyi and 
Karl Mannheim. By the year 1993, the latter article, still mentioned by Speier (1979), had not been conserved any more. 
16 Such as for instance socialdemocratic politicians, Theodor Haubach and Carlo Mierendorff, to name but two.   
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Having covered the broader text of our article, we now provide detail regarding its dating, 
unpublished status, and authenticity. Most likely, Schumpeter wrote Development shortly before his 
departure for the United States. He left Bonn on 13 September 1932, with stops in the Netherlands 
and Ireland on his way to Liverpool where he would board the Laconia on 17 September 1932. A 
precise dating of the manuscript is not possible, but a number of indications suggest that it was 
written between July 9, 1932, and July 20, 1932. Schumpeter usually delivered late, and rarely 
before the last minute. It seems reasonable to assume that Schumpeter delivered before July 22 
1932, however, since this was Lederer’s 50th birthday. In the beginning of July, Schumpeter had 
been on a trip to the Black Forest with Mia Stöckel, and he returned to Bonn July 9, 1932. Letters 
indicate that he did not write anything during the Black Forest trip (Hedtke and Swedberg 2000, p. 
219). It is thus likely that Schumpeter wrote Development during the days he was saying farewell to 
Bonn, and preparing his permanent leave for the novel experiences that waited at his new post at 
Harvard. 

Finally, there are the issues of the article’s unpublished status and its authenticity. There are 
several plausible reasons why Lederer’s birthday folder was not published as a Festschrift. The 
scope of the contributions is clearly much broader than usual for an academic publication (including 
drawings and personal reminiscences), and even the academic contributions encompass very diverse 
topics (Eßlinger 1997). Moreover, it was rather unusual that Festschrifts would be published before 
the 65th birthday. The most likely reason why the article remained unpublished is simply that it was 
given to Lederer as a birthday present. Even if we have no evidence, its publication would seem to 
violate the spirit of a present. As we have indicated, and as the reader can easily verify, the contents 
of the article, however, spilled over to Schumpeter’s writings during the 1930s. So, Schumpeter did 
indeed follow up on the material presented in Development. In itself this supports the authenticity of 
the article. Additional factors further support the authenticity beyond doubt. First, the article bears 
Schumpeter’s name in typewritten letters. Second, a number of corrections have been added in 
handwriting. A comparison of the handwriting with numerous other documents that were 
handwritten by Schumpeter has certified that the corrections were Schumpeter’s. Third, the article 
bears handwritten page numbers that have been certified to be Schumpeter’s. Finally, the style and 
content is truly Schumpeterian. 
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